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1979 HIGHLIGHTS

Operating Revenue (S000)

Operating Income (S000)

Earnings on Common Stock (S000)
Earnings Per Share of Common Stock (S)
Dividends Per Share of Common Stock ()
Capital Expenditures for Year (S000)
Property, Plant and Equipment ($000)
Capitalization (S000)

Gas Sales (Million Cubic Feet)

Gas Customers

Degree Days (Calendar Basis)

Restated for wholesale rate order

1979
2,851,733
221,407
143,113
4.39
2.44
368,535
4,334,900
2,322,482
1,193,399
1,826,486
5,678

1978
2444171
189.296
121.096
3.72
2.34
337,963
4,078,740
2.196,907
151 172 856
1,819.612
5.958

% Change
67
+17.0
-18.2
-18.0

4.3
9.0
b, 3
BIT
6.8

4.7
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Units of the Columbia Gas System are engaged in
exploration, production, purchase, transmission, and
distribution operations in many parls of North Americ:
shown on this map. Detalls of activities indicated here are
provided inside the report
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LETTER TO STOCKHOLDERS

Financial Summary—Earnings on Columbia’s
common stock in 1979 were $143.1 million or $4.39 per
share, as compared with restated earnings of $121.1
million or $3.72 per share, in the previous year.

Prior period earnings have been restated to reflect a
rate order issued by the Federal Energy Regulatory
Commission (FERC) on February 12, 1980, which
overturns a 1977 Administrative Law Judge's initial
decision and denies. retroactive to December 15, 1975,
the Company's request to price certain Appalachian
production on a cost-of-service basis. Under the order,
such Appalachian production will be priced at gualifying
Natural Gas Policy Act or nationwide/area rates as
applicable. Whenever the order becomes final, refunds
will be made to wholesale transmission customers. As a
result, 1976 and 1977 earnings have been reduced by
$17.2 million, 1978 earnings have been reduced by
$7.0 million or $0.21 per share and 1979 earnings have
been reduced by $5.4 million or $0.17 per share. Higher
gas prices allowed under the Natural Gas Policy Act
of 1978 should have a positive effect on earnings of
future years.

The 1979 earnings were increased by $0.36 per share
because of the sale by Columbia Gas Development of
Canada Ltd., to Dome Petroleum, Ltd., of most of the
working interest it held in Canadian Beaufort Sea lands
operated by Dome. Columbia retains a right to purchase
21.5% of the gas found on these lands.

On January 16, 1980, the Board of Directors declared a
quarterly dividend of 64 cents per share on the common
stock of the Corporation, bringing the indicated annual
dividend rate to $2.56 per share from the $2.44 paid in
1979. This is the 18th consecutive year that Columbia’s
common stock dividend has been increased. Over that
period. the dividend rate has risen $1.46 per share.
Columbia has paid regular quarterly dividends on
common stock for more than 33 years

The System's capital expenditures in 1979 totaled
approximately $368.5 million, an increase of roughly
9 percent from the expenditures of $338 million in 1978.
Of the 1979 total, approximately 46 percent involved
expenditures to develop additional gas supplies. Capital
expenditures in 1980 are projected to total $450 million,
the major share of which will continue to be budgeted for
gas supply development.

The System sold $175 million principal amount of
long-term debentures in 1979, and retired $50 million,
Series A preferred stock on November 1, 1979.
Additional financing will be required in 1980, the amount
and timing to be determined later in the year.

The Financial Review Section and Financial
Statements and Notes thereto provide more detailed
information on the above matters. Financial informaticn
has been expanded in this year's report to include data
relative to System oil and gas producing operations and
the impact of inflation on reported earnings and assets.
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Business Outlook — The System progress detailed on the
following pages of this report was highlighted by several
significant developments in 1979:

» For the first time since 1972, Columbia Gas
Transmission Corporation was able to meet all the
requirements of its seven affillated and 68 non-affiliated
distribution customers.

+ All Columbia Distribution Companies received
authorization from their state regulatory agencies to take
on new customers for the first time in seven years.

» Columbia Gas Transmission received Federal
authorization to complete the final phase of a major
storage project in central Ohic. The Crawford Field will
pe Columbia’s largest storage field, increasing total
System storage capacity from 590 billion cubic feet to
705 billion cubic feet.

» The impact of the Natural Gas Policy Act. passed late
in 1978, was evidenced during 1979 by an increase in
total U.S. drilling efforts to develop new gas reserves and
in greater supplies of gas available to the interstate
market. This trend is expected to continue in 1980. Such
developments will enhance Columbia's ability to serve a
growing market.

The nation will rely more and more on natural gas
as its predominant domestic source of energy, since it
is the most efficient, most economical and cleanest
form of energy.

Board of Directors-— Mrs. Ernesta G. Procope, an
experienced businesswoman and president of the
largest black-owned insurance brokerage firm

in the country, was elected to the Board of Directors
inJune 1979,

The Columbia System’s objectives are to provide
dependable energy supplies at a reasonable cost to
more than four million customers and to realize a fair
return on its property for the benefit of those who have
invested in the Corporation. The continued support
of its stockholders and the efforts of its 11,000 employees
are essential to meeting these goals in the future.

//M HF Kt ]

B. J.CLARKE W F LAIRD
Chairman and President and
Chief Executive Officer Chief Operating Officer

February 12, 1980
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GAS SUPPLY DEVELOPMENT

Columbia utilizes a diversity of sources far gas
supplies. It works continuously to expand the range of
available sources, both by its own drilling efforts and by
purchasing gas from reserves developed by others.
Highlights of these supply development activities are
reported below:

Gas reserves available to Columbia as of January 1.

1980 have been estimated by Ralph E. Davis Associates,

independent consultants, to be 13,798 billion cubic feet.
This is 11 times the volumes needed to meet System
1979 sales of 1,193 billion cubic feet. These reserves are
exclusive of a right to purchase up to 5,600 billion cubic
feet of gas from the Alaskan North Slope under
agreements with Sohio and BP Alaska. Inc.

Southwest and Rocky Mountain Activities —

Columbia Gas Development Corparation (Development)
is expanding its gas purchasing activities in major U.S.
gas production areas. and is participating in drilling
programs both onshore and in the Gulf of Mexico.

Development awns varying interests in 58 oil and
gas leases offshore Louisiana and Texas. consisting of
244,745 gross acres and 83,610 net acres. In the
Gulf of Mexico, Development participated during 1979
in 39 wells drilled on 20 tracts in which it holds interests.
Of these wells. 23 conlained commercial quantities
of hydrocarbons, 13 were dry holes and 3 were
drilling at year-end. On Gulf of Mexico leases in which
Development holds an interest, drilling was completed
and production begun from five new platforms in 1979,
Two additional platforms were set in 1979 to develop
proven reserves. Four platforms were ordered for
installation in 1980.

In its onshore program at the end of 1979, Develop-
ment owned an interest in 2.3 million gross acres and
©611.000 net acres in Arkansas, Texas. Louisiana,
Mississippi. Wyoming, Colorado and Utah. Development

participated in 47 exploratory wells and 2 development
wells on this acreage, a program that resulted in 29
productive wells and 12 dry holes with 8 wells still being
drilled at the end of the year.

Proven gas reserves owned by Development (before
royalty interest) are estimated at 338 hillion cubic feet
onshore and offshore at year-end. Development's
production in 1979 totaled 58 billion cubic feet (before
royalty interest).

In 1979, Development's activities resulted in the
dedication of 505 billion cubic feet of new reserves to
future System supply. The volume of new reserves
dedicated in 1979 to future supply exceeded the volume
ol annual supply provided for the System’s needs
through Development's purchasing and drilling activities.

Appalachian Exploration—Columbia Gas Transmission
Corporation (Transmission) which conducts the System's
gas development operations in the Appalachian area,
drilled 63 wells in 1979, 46 of which were productive and
17 of which were dry hales.

Two wells drilled in Mineral County, West Virginia
resulted in what Columbia believes to be a significant
gas discovery in the heart of an extensive geologic area
known as the Eastern Overthrust Belt. The wells were the
first real indication of the presence of commercial
reserves in this belt. Extensive testing will be conducted
to determine recoverable reserves in the field.

Working in conjunction with independent producers,
Transmission launched in 1979 a gas supply
development program on more than 500,000 acres
in northwestern Pennsylvania and western New York.
Atyear-end. 42 wells were already delivering into
Transmission's lines. and facilities to connect
approximately 200 existing wells are scheduled
for completion early in 1980. Production is expected
to reach 60 million cubic feet daily by 1984.
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In addition to this program, Transmission has arranged
for the drilling by independent producers of 175 wells in
Ohio, Kentucky and West Virginia.

A new pipeline link built by Transmission in
Trumbull County, Ohio added to the System's supply
production from 170 new gas wells drilled by
independent producers.

Transmission's lease haldings in the Appalachian
region total 4.2 million acres, exclusive of storage fields.
System-owned proven reserves in the Appalachian

area totaled 460 billion cubic feet at the end of 1979.
Columbia’s Appalachian production was 48 billion cubic
feetin 1979.

Southwest Pipeline Suppliers— The five non-affiliated
Southwest pipelines from which Transmission obtains
about 41% of its total gas supply are adding new
reserves and improving deliverability. In 1979, for the
second consecutive year, the deliveries to Columbia from
these pipelines reflected an increase over deliveries
during the priar year. These companies have major
supply development programs similar to those of
Columbia. Three of these five pipelines have begun
importing natural gas from Mexico. Thus, Columbia will
indirectly be the recipient of gas from the new source.

Liquefied Natural Gas— Columktia LNG Corporation's
Cove Point, Maryland terminal completed its first full year
of operations in mid-1979. The terminal received 56
shiploads of LNG during 1979, The total contribution of
Cove Point to the System's gas supply was 75.4 billion
cubic feet, approximately 45.9 billion cubic feet more
than in 1978. At full contract volume, deliveries to the
System from Cove Point will equal 110.9 billion cubic feet
annually over the 25-year initial term of an agreement
with a subsidiary of the El Paso Company.

Deliveries from Cove Point were interrupted in early
October by an explosion in an electrical substation, but
operations were resumed on a limited basis in a matter of
days and no problems developed in meeting winter
supply needs. The terminal is expected to be capable of
providing full service in mid-1980.

In December 1979, the Economic Regulatory
Administration (ERA), an agency of the Department of
Energy (DOE) approved a contract amenament
ncreasing the price that Columbia pays for LNG and
providing for escalation tied to fuel oil prices. Columbia is
paying the ERA approved price for LNG. Those costs are
being recovered through purchased gas adjustment
tariffs. In January 1980 three intervenors filed for
rehearing of the ERA order and thus approval is still
subject to the appeal process. Also, the contract
amendment has not yet received the required Algerian
governmental approvals. Columbia has been advised
that the Algerian government has directed Sonatrach,
the Algerian governmental corporation which provides
the LNG, to review the price approved by ERA inthe
light of the current world energy situation. Any further
madification of the price for LNG is subject to U.S. and
Algerian approval.

Synthetic Gas—During 1979, Columbia LNG
Corporation's plant at Green Springs, Ohio produced
69 hillion cubic feet of synthetic gas, representing
approximately 6% of the System’s total supply for the
year. Feedstock for the plant comes from western
Canada by pipeline

New Pipeline Projects— Columbia, in conjunction

with other companies, is continuing efforts to secure
regulatory approval for construction of two major gas
pipelines which will provide access to areas of significant
natural gas potential expected to be developed as
aresult of drilling stimulated by the Natural Gas Policy
Actof1978.

One pipeline, the 800-mile Trailblazer System, will
connect new gas supplies being developed in the
promising Rocky Mountain Region to Midwest and
Eastern markets. The supplies made available by the
$500 million venture would represent an important
contribution to the nation’s energy needs

e s PR |
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If imely regulatory approvals are received, gas could
be flowing by late 1981. Columbia’s share of initial
deliveries is expected to be 175 million cubic feet daily,
eventually reaching 500 millicn a day when the line is
operating at capacity. Columbia will receive its gas
volumes through exchange with other project participants.

In support of the Trailblazer System and to provide new
gas supplies, Columbia acquired from the Anschutz
Corporation, Denver, Colorado, the preferential rights to
purchase gas produced from approximately eight million
gross acres in Idaho, Utah, Nevada, Arizona and New
Mexico. None of the lands under the agreement
presently have gas production.

The other pipeline, the 265-mile Ozark Gas
Transmission System, will provide access to new gas
supplies developed in southeastern Oklahoma and
Arkansas. Estimated cost of the line is $104 million.

Alaskan Gas— Columbia is not an active participant in
the group developing plans for a transportation system to
carry gas from the North Slope of Alaska. Columbia
chose not to participate in the preconstruction phase of
the system when the Federal Energy Regulatory
Commission denied ils application to recover
preconstruction costs on a current basis. Columbia
retains its right to purchase up to 5,600 billion cubic feet
of gas from Sohio and BP Alaska, Inc.

Canadian Gas—In 1979, Columbia Gas Development of
Canada Ltd. (Columbia-Canada) participated in the
drilling of 63 exploratory and 44 development wells
Thirty-eight of the exploratory and 37 of the development
wells are considered to be commercial.
Columbia-Canada owns 105 billion cubic feet of
proven Canadian gas reserves. In addition, it has a call
(subject to Canadian export approval) on 2,125 billion
cubic feet of additional reserves primarily in the Arctic

Islands. The company holds an interest in approximately
37 million gross acres and 4.4 million net acres of oil and
gas leases in Canada.

Short-term sales to Westcoast Transmission Company,
Ltd. began in 1979 from the Kotaneelee feld operated by
Columbia-Canada in the Yukon Territary {(see map).
Approval has been received from the National Energy
Board of Canada for the export of up to 84.5 billion cubic
feet over an eight year period beginning in 1980.
Columbia-Canada has a 22% ownership interest in the
field. Columbia Gas Transmission has filed an application
with the Department of Energy to import this gas, which it
will receive by displacement. This application was
pending at year-end.

Exploratory drilling off the Canadian East Coast under
a joint program in which Chevron Standard, Ltd. is the
operator resulted in a potentially significant cil discovery
about 200 miles east of St. Johns, Newfoundland (see
map). Chevron has estimated the Hibernia P-15 well can
produce over 20,000 barrels of oil daily, making it one of
the largest single wells in North America. Further drilling
will be required to determine the full significance of the
discovery. Columbia's interest in the Hibernia well and
the 524,758 gross acres surrounding it will be 6.09% f
the land is determined to be within the jurisdiction of the
province of Newloundland. If the Canadian Federal
government has jurisdiction, Columbia’s interest will be
5.47%. The first step-out well was spudded on January 1,
1980. The well is located approximately three miles
southwest of the discovery well. A second step-out well is
planned to be drilled three to four miles north of the
discovery well early in 1980.

During 1979, Columbia-Canada entered into an
agreement to sell for $50 million (Canadian) most of the
3.75% working interest which it held in acreage being
operated by Dome Petroleum, Ltd. in the Beaufort Sea.
The sale to Dome was completed on January 15, 1980.
Columbia-Canada retained a 0.25% interest in the land
involved as well as the right to purchase 21.5% of any
gas found on 2.9 million net acres.



City at sea, a compressor
platform 75 miles from the
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DISTRIBUTION OPERATIONS

Columbia's seven affiliated retail distribution companies
received authorization from their respective state
regulatory agencies to add new residential, commercial
and high priority industrial customers. Columbia’s
distribution cempanies had not been able to take on
new business since 1972.

By the end of 1979, industrial sales volumes had
increased by about 16% over 1978, and more than
17,000 new residential and commercial customers had
been connected. These results following the resumption
of sales activity were an encouraging indication of the
potential market awaiting the availability of gas service.

As natural gas costs have risen, the distribution
companies have stepped up their program to aid
customers in dealing with winter heating bills. Special
informational activities are being utilized to advise
customers of Columbia’'s budget payment program
and payment extension policy. Approximately 38% of
Columbia’s 1,680,000 residential customers now
participate in the budget payment plan,

RESEARCH AND DEVELOPMENT

Columbia conducts a broad research and development
program, directly through projects in the System'’s
laboratories at Columbus, Ohio and indirectly through
support of work by outside organizations. Funding for this
program is provided by Columbia, the U.S. Department
of Energy (DOE), the Gas Research Institute (GRI), and
other organizations.

Gas Research Institute — In 1979, the Gas Research
Institute completed its first full year as a cooperative
industry research funding organization. GRI-generated
funds of $40 million were combined with $65 million from
the DOE and equipment manufacturers’ contributions of
$5 million, to support a GRI-administered program
totaling approximately $110 million. GRI-generated
funds for 1980 are expected to be about $60 million, in
combination with $85 million from the DOE and $15
million from manufacturers.

These outlays will support a wide scope of long and
short-range research programs that will touch upon
almost all areas of technology of interest to the gas
industry. Among GRI research areas of note are:
emphasis on more efficient utilization, development of
unconventional gas resources, basic research,
protection of the environment and operational safety.
Columbia participates actively in the direction of GRI
research through membership on its Board of Directors,
the Industry Technical Advisory Committee, and project
advisory groups.

Devonian Shale Stimulation Studies—While notable
progress has been made in shale stimulations,
much work remains to be done to identify the best
stimulation/fracturing treatments needed to overcome
the low permeahility of the Devonian shale formations so
the gas flow is increased to commercial levels. Potential
gas reserves contained in the Devonian shale formation
of the Appalachian Basin are many trillion cubic feet.
Columbia is conducting cooperative programs
with the DOE, GRI and others to evaluate a number of
stimulation technigues. Two programs supported by
DOE funding were begun in 1979 in conjunction with a
major independent producer. One involved 11 wells in
southern Ohio and the other. 10 wells in northeastern
Ohio. Fifteen of the wells were drilled in 1979, with
all drilling scheduled to be completed and all wells
stimulated in 1980.

Coal Gasification—Columbia and four other gas
companies have received FERC approval to construct in
North Dakota the nation’s first commercial-scale coal
gasification plant to produce pipeline guality gas. The
plant capacity will be 125 million cubic feet daily. The
approval permits costs of the project to be passed
through to consumers in the rates of the sponsoring

Petroleum liquids mported from
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pipelines. The order is subject to appeal. The start of
plant construction is planned for mid-1980.

Columbia is also conducting studies in its laboratories
which seek to reduce the capital and operating costs
involved in coal gasification. The primary project involves
the study of catalytic coal gasification as a means to
increase gas production directly from coal at higher
levels and lower temperature and pressure. The DOE
began to co-fund these studies in 1979.

Solar Energy—In 1979 a solar collector system was
installed on & Columbia office building in Columbus, Ohio
to evaluate the potential of a combination gas/solar
energy syslem for commercial buildings. The solar unit
provides a portion of the building's heating, cooling, and
hot water requirements. The project is being co-funded
by the DOE.

Columbia is also a participant in a DOE-funded project
to design an industrial process steam solar energy
system for a petrochemical plant at Haverhill, Ohio. The
design phase will be completed by mid-1980, and could
lead to a contract award oy DOE for the installation of a
solar energy system at the plant.

Overall, Columbia continues to monitor and evaluate
solar energy developments to determine how this source
might provide a portion of the energy needs of
Columbia’s market area

Utilization—The GRI is helping to sponsor a Columbia
project to develop a gas-fired residential heat pump. It is
believed that such a unit would be more efficient than
other heat pumps now on the market. Columbia also has
a number of other studies underway in its Columbus
research center looking toward improved gas utilization.
Strong emphasis is directed toward more efficient use of
gas for industrial process heat.

COAL OPERATIONS

Construction of the first West Virginia coal mine, jointly
owned by Columbia Coal Gasification Corporation and
Monterey Coal Company (an Exxon affiliate) was nearing
completion at the end of 1979 and commercial
production is expected to start in the fourth quarter

of 1980.

Because of unsatisfactory coal prices, no contract has
been made for sale of the coal from the first mine and
start of a second mine has bheen deferred.

Over and above reserves dedicated to the mining
venture, Columbia owns an additional 550 million tons of
low-sulfur coal reserves in the same area in Wesl Virginia.
Approximately 300 million tons of these reserves ara
being offered to interested parties on a lease-royalty
basis. Several small tracts are already under lease to
coal operators.

COLUMBIA HYDROCARBON OPERATIONS

Subject to approval by the Securities and Exchange
Commission, Columbia Hydrocarbon Corporation
(Hydrocarbon) plans a project to process and market
carbon dioxide which will be recovered from a West
Virginia gas field being developed by Columbia Gas
Transmission. The field will produce a mixture that is
approximately two-thirds carbon dioxide and one-third
natural gas.

Hydrocarbon plans to construct a plant in West Virginia
which will purify and liquefy the carbon dioxide into a
food grade material. A ready market exists for the
approximately 600 tons daily of food grade carbon
dioxide which the plant will produce. Hydrocarbon also
expects to market approximately 400 tons a day of
unprocessed carbon dioxide for use by oil producers to
enhance oil recovery. It is anticipated that the plant will
be built and in operation by the third quarter of 1981

Through Columbia Hydrocarbon Corporation, the
System has offered propane service to secure more
potential customers for the Calumbia distribution
companies when those units have gas available. During
1979, a number of residential areas and commercial
customers which had been utilizing propane were
converted to natural gas after new sales were authorized.
Several new residential areas were piped for propane.

While industrial use of propane as a standby fuel
declined with the increased availability of natural gas,
new accounts were added in areas where gas is not
available and where industries wish to convert from
fuel oil.

Propane sales for the year totaled approximately
72 million gallons, as compared with 78 million gallons
in1978.
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1979 FINANCIAL REVIEW

Earnings on common stock for 1979 were $143.1 million,
or $4.39 per share, as compared with the restated 1978
earnings of $121.1 million, or $3.72 per share.

The primary factors affecting the year's results were:

e Anincrease in retail and wholesale sales volumes of
7 percent to 1.2 trillion cubic feet;

e Higner retail and wholesale rates, as detailed in
“Rate Activity” below;

e The sale of most of Columbia’'s working interestin
Canadian Beaufort Sea lands, which increased earnings
by $11.6 million or 36 cents a share,

e Areduction in investment tax credits which reduced
earnings by about $5.6 million or 17 cents a share as a
result of less gualifying construction expenditures; and

e An order by the Federal Energy Regulatory
Commission on February 12, 1980 which reversed a 1977
Administrative Law Judge's decision and denied,
retroactively to December 15, 1975, Columbia’s request
to price certain of its Appalachian production on a cost-
of-service basis. As a result of the order, 1979 earnings
on common stock were reduced by $5.4 million or $0.17
per share. Earnings for 1978 have been restated to
reflect a reduction of $7.0 million, or $0.21 per share, and
earnings for the years 1976 and 1977 have been reduced
$17.2 million. The order directs Columbia to use prices
under the Natural Gas Policy Act of 1978 or nationwide/
area rates as applicable in lieu of cost-of-service.

Details on various factors affecting earnings are
included in the “Management's Discussion and Analysis
of the Summary of Operations” section on page 35.

Rate Activity

During 1979, the System's distribution subsidiaries have
received approvals for general rate increases amounting
to approximately $33 million annually. In addition, a

$10 million annual general rate increase is being
collected, subject to refund, and similar increases of
approximately $9 million annually were awaiting

action by various state commissions at year-end.

As part of the settlement of Columbia's last wholesale
rate case. its transmission companies are expecting
recovery of their cost of service including a 10.01%
overall rate of return for a two-year period ending May 31,
1980. This settlement also provides for future rate
redetermination at the end of this period in accordance
with the principles of the settlement agreement.

In addition, the System’s rate regulated companies,
noth wholesale and retail, are at present able to pass
along to their customers increases in the cost of
purchased gas through purchased gas adjustment
clauses or similar provisions of the tariffs under which
they operale.

Financing

The long-term financing program in 1979 consisted of the
sale, at competitive bidding, on May 16 of $75 million
principal amount of 10%% debentures and on October
17 of $100 million grincipal amount of 1134% debentures.
A portion of the proceeds from the October sale was
used to refund on November 1 all of the Corporation's
11%% Series A Preferred Stock.

Additional capital was provided during 1979 from the
proceeds of the issuance of 159,000 shares of common
stock to the Tax Reduction Employee Stock Ownership
Plan. Commencing with the August 15, 1979 dividend,
commaon stock was also issued in connection with the
Dividend Reinvestment Plan. Through December 31,
1979, 68.000 shares of common stock were issued to
participants in the Dividend Reinvestment Plan. Prior to
August 15, 1979, shares were purchased in the open
market for the Plan. The issuance of authorized but
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unissued shares to these two plans generated almost
$8 million of additional equity capital.

Short-term financing requirements were met solely
through the issuance of the Corporation’'s commercial
paper. Interest rates on this commercial paper ranged
from 10.1% to 14.4%, but at all times were lower than the
prevailing bank prime lending rate. The maximum
amount of commercial paper outstanding at any one time
during 1979 was $133 million.

Revenues

The System's operating revenues in 1979 totaled

$2.9 billion compared with those of $2.4 billion in 1978 as
restated. The chart above reflects the disposition of
Columbia’s revenue dollar in 1979.

Common Stock Prices and Dividends

Dividends paid and the price range of the Corporation’s
common stock by quarters for the last two years are
provided below.

Quarterly
Market Price Dividends
Quarter Ended High Low Close Paid
3 $ $ ¢
1979
March 31 28 25V 26V 61
June 30 28% 26 28% 61
September 30 40 2833 36% 61
December 31 403 30 37% 61
1978
March 31 20  27% 28 58"
June 30 29%  25% 2734 58%»
September 30 29%2 2658 27% 582
December 31 28Ya 25Vs 251 58"

MANAGEMENT’S STATEMENT ON RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The accompanying consolidaled financial statements
and related notes have been prepared by the
Corporation based on the appropriate generally
accepted accounting principles, and are considered
by management to present fairly and consistently the

Corporation’s financial position and results of operations.

The integrity and objectivity of the data in these financial
statements, including estimates and judgments relating
to matters not concluded by year-end, are the responsi-
bility of management as is all other information included
in the Annual Report, unless otherwise indicated.

To meet its responsibilities with respect to financial
information, management maintains an accounting
system and related controls to reasonably assure the
integrity of financial records and the protection of assets.
The effectiveness of this system is enhanced by the
selection and training of qualified personnel, an
organizational structure that provides an appropriate
division of responsibility, a strong budgetary control
system, and a comprehensive program of internal audits
designed to reasonably assure the adequacy of internal
controls and implementation of company policies and
procedures. The internal audit staff is under the direction
of the General Auditor who reports directly to the
Chairman of the Board.

An audit committee assists the board of directors in its
oversight role and is composed of six directors who are
not officers or employees of the Corporation. This audit
committee meets with the General Auditor periodically to
review his work and to monitor the discharge of his
responsibilities. The audit committee also meets
periodically with the independent public accountants,
who have free access to the audit committee of the
board, to discuss internal accounting controls, auditing
and financial reporting matters.
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Statements of Consolidated Income
Year Ended December 31,

The Co umbia Gas System, Inc. and Subsidiaries

1979 1978

Operating Revenues (Note 2)

(Thousands)

Gas $2,771,096 $2.371.202
Other 80,637 72,969
Total operating revenues 2,851,733 2,444 171
Operating Expenses
Gas purchased for resale 1,513,362 1,225953
Synthelic gas feedstocks 266,794 261.702
Other operation 364,903 317.962
Maintenance 60,194 55.250
Provision for depreciation and depletion 171,690 178,949
Provision for income taxes (See Statements of Consolidated Taxes) 121,396 115,608
Other taxes (See Statements of Consolidated Taxes) 131,987_ 99 451
Total operating expenses 2,630,326 2,254 875
Operating income 221,407 189,296
Other Income
Investment credits. including amortization

(See Statements of Consolidated Taxes) 10,523 15,655
Allowance for equity funds used during construction 693 7.033
Gain on sale of Canadian properties, less

deferred income taxes of $2.060.000 (Note 3) 11,590 :
Interest and other—net 15,124 6.759
Total other income 37,930 29,447
Income before interest charges 259,337 218.743
Interest Charges
Long-term debt 89,045 88.325
Other— nel 20,960 8,396
Less allowance for borrowed funds used during construction (3,949) (10179)
Total interest charges 106,056 86.542
Net Income 153,281 132.201
Preferred stock dividend accrual 10,168 11,105

Earnings on Common Stock

$ 143,113 $ 121,096

Ea?nings Per-Share of Common Stock

(hased on average shares outstanding) $4.39 $3.72
Dividends Per Share of Common Stock $2.44 $2.34
Average Common Shares Outstanding (thousands) 32,634 32519

“Reslaled lo reflect wholesale rate case order as discussed in Note 2(A)
The accompanying Notes to Consolidated Financial Stalements are an integral part of these Statements



**Includes gas supply advan

Statements of Consolidated Funds Used for Capital Expenditures
Year Ended December 31,

The Columbia Gas System. Inc and Subsidiaries

1979 1978*
(Thousands)
Funds from Internal Sources
Operations
Earnings on common stock $143,113 $121,096
Less dividends on common stock (79,567) (76,078)
63,546 45,018

ltems not requiring (providing) funds:
Depreciation and depletion—

Charged to income 171,690 178,949

Charged to other accounts 808 711
Deferred income taxes —net 110,340 70,870
Deferred investment credits— net 6,070 ol
Allowance for equity funds used during construction (693) (7.033)
Total operations 351,761 292 286
Other
Cash and temporary cash investments 34,954 (31,160)
Accounts receivable (125,697) (10.776)
Gas in underground storage 8,571 (16,760)
Accounts and drafts payable 72,909 61.850
Accrued taxes (23,195) 21,126
Rate refunds-—current and deferred (65,198) 37,019
Unrecovered/over-recovered gas costs— net (100,079) 45128
Repayments of gas supply advances and investments 57,152 179,580
Miscellaneous —net 44,688 45,306
Total other (95,895) 3&1813
Total funds from internal sources 255,866 623.599
Funds from Financing
Issuance of capital stock 7,840 2,591
Retirement of capital stock (50,000) —
Issuance of long-term debt 175,000 —
Retirement of long-term debt (67,811) (222,145)
Short-term bank loans and commercial paper

Borrowed 465,110 253.725

Repaid (417,470) (319.807)
Total funds from financing (repaid) 112,669 (285.636)
Funds Used for Capital Expenditures** $368,535 $337,963

*Restated to reflect wholesale rate case order as discussed in Note 2(A). and reclassified lo conform lo 1979 presentation

nd investments and allowances for f during construction

The accompanying Notes lo Consolidated Financial Statements are an integral part of these Statements
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Consolidated Balance Sheets
As of December 31,

The Columbia Gas System. Inc. and Subsidiaries

(Thousands)
Property, Plant and Equipment, at criginal cost—
Gas utility and other plant $3,608,464 $3.414 847
Less accumulated provision for depreciation and depletion (1,541,796) (1,441,373
2,066,668 1,973,474
Qil and gas producing properties, full cost method-
United States cost center 647,967 575,423
Canadian cost center ($34.050,000 and $49.879,000, respectively,
not being amortized) (Note 3) 78,469 88,470
Less accumulated provision for depreciation and depletion (174,166) (153,631)
552,270 510,362
Net property, plant and eguipment 2,618,938 2,483,836
Gas Supply Advances and Investments 149,838 152,218
Current Assets
Cash 32,729 35,877
Temporary cash investments, at cost which approximates market 196 32,002
Accounts receivable—
Gas 281,299 226,594
Other 109,188 38,728
Less accumulated provision for doubtful accounts (3,654) (4,186)
Gas supply advances—current (including accrued interest) 21,376 61,675
Gas in underground storage—current inventory, at cost 219,113 227,684
Materials and supplies. at average cost 38,383 35,954
Unrecovered gas costs—net 53,502 -
Current deferred taxes—net — 45,865
Other 62,559 54,551
Total current assets 814,691 754,744
Deferred Charges 42,569 36,424
$3,626,036 $3.427,222

*Restated to reflect wholesale rate case order as discussed in Note 2(A), ana reclassified to conlorm to 1979 presentation
The accompanying Notes to Consclidated Financial Statements are an integral part of these Stalements



Capitalization and Liabilities 1979 1978*
(Thousands)

Capitalization (See Statements of Consolidated Capitalization)
Common stock equity $1,097,886 $1.026,500
Redeemable preferred stock 50,000 100,000
Long-term debt 1,174,596 1,070,407
Total capitalization 2,322,482 2,196,907
Current Liabilities
Commercial paper 133,140 85.500
Current maturities of long-term debt (excluding sinking fund

requirements of $39,503,000 and $32,257,000, respectively.

previously satisfied) 29,013 27,709
Accounts and drafts payable 312,320 239 411
Accrued taxes 82,065 105,260
Accrued interest 33,591 25,027
Estimated rate refunds 220,553 268,801
Over-recovered gas costs—net — 46,577
Current deferred taxes—net 30,911 —
Other 59,173 47 318
Total current liabilities 900,766 845,603
Deferred Credits
Accumulated provision for deferred income taxes—net 324,766 291,056
Accumulated deferred investment credits, being amortized 34,144 31,984
Other 43,878 61,672
Total deferred credits 402,788 384 712
Commitments and Contingencies (Notes 2, 6 and 7)

$3,626,036 $3,427 222
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Statements of Consolidated Capitalization
As of December 31,

The Columbia Gas System. Inc. and Subsidiaries

1979 1978*
Common Stock Equity (ThousEtE)
Common stock, $10 par value, authorized 50.000.000 shares,
outstanding 32,807,246 and 32,580,226 shares, respectively $ 328,072 $ 325802
Balance of amounts paid in in excess of par value 126,275 120,705
Retained earnings. $464.993,000 not available for cash
dividends at December 31, 1979 643,539 579,993
Total common stock equity 1,097,886 47.3% 1026500 46.7%
Redeemable Preferred Stock, $50 par vaue,
authorized 10.000,000 shares, outstanding (Note 4)
11.25% Series A, 1,000.000 shares—redeemed on
November 1, 1979 — 50,000
10.96% Series B, 1,000,000 shares—(a) 50,000 50,000
Total redeemable preferred stock 50,000 2.1 100,000 46
Long-Term Debt
The Columbia Gas System. Inc.
Debentures—
Series Interest Rates
1980-1983 39%%- 5 % 46,159 60,409
1985-1989 434%- 9%% 194,532 210,670
1990-1994 458%- 9 % 193,202 203.089
1995-1999 TV2%-1134% 728,861 577.507
1,162,754 1.051.675
Less unamortized debt discount, less premium (7,948) (6.252)
1,154,806 1.045,423
Term bank loans (b) 15,000 20,000
Miscellaneous debt of subsidiaries 4,790 4,984
Total long-term debt (c) 1,174,596 50.6 1,070,407 48.7
Total Capitalization $2,322,482 100.0% $2,196.907 100.0%

{a) Redeemable. on at least 30 days notice, (i} for the sinking fund. in 1981 and thereafler. at a price of $50
per share or (i1) olherwise at the optional redemption price of $56.69 per share on or before May 31, 1980,

$55 32 on or before May 31, 1985, and $53 95 therealter

(b) The term bank loans are due in semi-annual installments through 1983 and bear interest at the prime
bank rate through October 1. 1981 and at the rate of 105% of the prime bank rate thereaiter, with no compen-

sating balance requirements

{c) The composite annual interest rate on long-term debt outstanding as of December 31, 19795 8.13% and

the current annual interest requirement on such long-term debt is $98,558,000.
*Reslated to reflect wholesale rate case order as discussed in Note 2(4).

The accompanying Notes to Consclidated Financial Statements are an integral part of tnese Statements




Statements of Consolidated Common Stock Equity

The Columbia Gas System, Inc. and Subsidiaries

Common Stock

Number of Par Balance of Amounts Paid In Retained*
Shares Value in Excess of Par Value Earnings

(Thousands)

Balance at January 1, 1978 32,489 $324.885 $119,031 $534.975
Sale of common stock™** 91 917 1,674 =
Net income for 1978 — — — 132201
Cash dividends:
Common stock = = — (76,078)
Redeemable preferred stock—
11.25% Series A = — — (5.625)
10.96% Series B — = = (5.480)
Balance at December 31, 1978 32,580 325,802 120,705 579,993
Sale of common stock** 227 2,270 5,570 —
Net income for 1979 — — —_ 153,281
Cash dividends:
Common stock — — — (79,567)
Redeemable preferred stock —
11.25% Series A — — — (4,688)
10.96% Series B — — — (5,480)
Balance at December 31, 1979 32,807 $328,072 $126,275 $643,539% %+

*Reslated fo reflect wholesale rate case order as discussed in Nole 2(A)

**In 1979 and 1978. the Corporation sold 159.313 and 91,657 shares respectively. of common stock to the
trustee of the Tax Reduction Employee Slock Ownership Plan. In addition, during 1979 the Corparation
issued 67.707 shares of common stack in connection with the Dividend Reinvestment Plan.

“**8464,993,000 not available for cash dividends

The accompanying Notes to Consolidated Financial Statements are an integral part of these Slatements



Statements of Consolidated Taxes
Year Ended December 31,

The Columbia Gas System. Inc. and Subsidiaries

Tax Expense - _ 1979 1978*
Provision for Income Taxes Thonsands)
Included in operating expenses

Currently payable

Federal $ (4,173) $ 17,029
State 696 8,283
Total (3,477) 25312
Deferred, net—

Federal 99,279 68,665
State 9,001 2,205
Total 108,280 70,870
Investment credits

Provision 18,304 2. 557
Provision not deferred (989) (1.542)
Amortization (722) (589)
Total 16,593 19,426
Total included in cperating expenses 121,396 115.608
Included in other income

Deferred—

Federal (2,168)

Foreign 4,228 -
Total 2,060

Investment credits

Provision not deferred (8,623) (13,741)
Amortization (1,900) (1,914)
Total (10,523) (15.655)
Total included in other income (8,463) (15.655)
Total provision for income taxes 112,933 99,953
Other Taxes

Property 37,605 33,467
Gross receipts 79,908 53.307
Payroll 10,763 8.402
Other 3,711 4275
Total other taxes 131,987 99,451
Total Tax Expense $244,920 $199.404

*Restaled to reflect wholesale rate case order as discussed in Note 2(A)

The accompanying Noles to Consolidated Financial Statemenls are an integral part ol these Statements



1979 1978*
. (Thousands)

Computation of Income Taxes —The total provision

for income taxes is less than the amount which

would be computed by applying the statutory Federal

income tax rate to book income befare income tax.

The major reasons for this difference are as follows:
Book income before pravision for income taxes $266,214 $232,154
Tax expense at statutory Federal income tax rate $122,458 46.0% $111434  480%
Increases (reductions) in taxes resulting from—
State income laxes, net of Federal income tax benefit 5,195 1.9 5,606 2.4
Investment credits not deferred and amortization of

credits deferred in prior years (12,234) (4.6) (17,786) (7.7)
Depreciation and depletion expenses for accounting purposes

over amounts claimed for income tax purposes-— net 4,452 1.7 6.073 2.6
Gain on sale of Canadian properties taxed at less than

the statutory rate (4,220) (1.6) = =
Other—net (2,718) (1.0) (5374) (2.2)
Total provision for income taxes $112,933 42.4% § 99953 431%
Deferred Income Taxes —Result from timing

differences in the recognition of revenues and

expenses for tax and accounting purposes. The source

of these differences and tax effect of each is as follows:
Intangible drilling, abandoned leases and certain other

explaration costs $ 26,445 $ 34,015
Other depreciation and depletion 11,846 9,306
Unrecovered/over-recovered gas costs—net 27,386 (17,579)
Provision for estimated rate refunds 39,754 35,380
Other —net 4,909 9,748
Total provision for deferred income taxes $110,340 $ 70,870

23
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Notes to Consolidated Financial Statements

(1) Summary of Significant Accounting Policies

(A) Principles of Consolidation. The Consolidated
Financial Statements include the accounts of the
Corporation and all subsidiaries. Intercompany
transactions have been eliminaled.

(B) Property, Plant and Equipment and Related
Depreciation and Depletion. Property. plant and
equipment of the Corporation’s rate regulated
subsidiaries is stated at the historical cost of
construction. Such costs include payroll and related
costs. administrative and general costs and allowance
for funds used during construction.

Allowance for funds used during construction is
defined in the applicable regulatory system of accounts
as the net cost. during the period of construction, of
borrowed funds used and a reasonable rate upon other
funds when so used. The rate for such allowance was
11.25% in 1979 and 10.5% in 1978.

Allowance for barrowed funds is also capitalized in
connection with certain non-rate regulated mineral
resource projects prior to the commencement of
production, as an integral component of the total project
cost, at arate of 5.0% in 1979 and 4.65% in 1978 If the
allowance for borrowed funds had not been capitalized
on these projects. earnings on common stock would
have been reduced by approximately $200,000 in 1979
and $1,600,000 in 1978,

The Corporation's subsidiaries provide for
depreciation on a composite straight-line basis. The
annual provisions for depreciation as related to the
average of depreciable property at the beginning and
end of each year result in composite rates of 2.9% in
1979 and 3.0% in 1978 for distribution properties and
3.8% in 1979 and 5.3% in 1978 for other properties.

The Caorporation’'s subsidiaries engaged in exploring
for and developing reserves of hydrocarbons (principally
natural gas) follow the full cost method of accounting.
Under this method of accounting. all productive and

non-productive casts directly identified with acquisition,
exploration and development activities are capitalized in
country-wide cost centers.

Provisions for depreciaticn and depletion related to
costs capitalized in the United States cost center are
based upon gross revenues. Such depreciation and
depletion amounted to $56.000,000 or $0.58 per aollar of
gross revenues in 1979 and $40,600,000 or $0.63 per
dollar of gross revenues as restated in 1978.

Provisions for depreciation and depletion related to
cosls capitalized in the Canadian cost center, exclusive
of Canadian frontier areas as described in Note 3, are
based upon physical units produced. Such depreciation
and depletion amounted to $600,000 or $0.31 per Mcf in
1979 and $300,000 or $0.27 per Mcf in 1978.

(C) Gas in Underground Storage. Current inventory 1s
carried at cost on a last-in, first-out basis (LIFO). The
excess of current cost over carrying valug was
approximately $132,300,000 and $112.100,000 at
December 31, 1979 and 1978. respectively. Under
present regulatory praclice. liquidation of the LIFO layers
would be reflected in future purchased gas adjustments
in customer rates.

(D) Income Taxes and Investment Tax Credits. The
Corporation's subsidiaries generally follow interperiod
tax allocation with respect to timing differences in the
recognition of revenues and expenses for tax and
accounting purposes except when regulatory
commissions do not recognize interperiod tax allocation
for rate purposes.

Investment tax credits are being recorded in income
currently except for credils of the gas distribution
subsidiaries, which are being deferred and amortized
generally over the life of the related property.

Reference is made to Statements of Consolidated
Taxes for the components of and additional information
relaling to taxes.

(E) Provisions for Estimated Rate Refunds. Provisicns for
estimated rate refunds are based upon management's
current judgement as lo the ultimate disposition of
pending rate proceedings. except in instances where a
reasonable estimate of the ultimate outcome cannot

be made



(F) Unbilled Revenue. The Corporation’s gas distribution
subsidiaries recognize revenue from meters read or
calculated on a monthly cycle basis, thereby resulting in
unbilled revenue from the cycle date through month end.
The effect of not recording unbilled revenue is offset in
part by the policy of a gas wholesale subsidiary of
expensing gas withdrawn from underground storage
only through the 20th of each month and gas cost
recovery clauses of certain retail state jurisdictions.

(G) Unrecovered Gas Costs. The Carporation's gas
wholesale and distribution subsidiaries defer differences
between gas purchased costs and the recovery of such
costs in revenues, and adjust future billings for such
deferrals through purchased gas adjustment clauses or
similar tariff provisions.

During 1979, The Public Utilities Commission of Ohio
modified its rules to provide for a Gas Cost Recovery
clause in rate tariffs, replacing the former Purchased Gas
Adjustment and Actual Cost Adjustment clauses. In
December 1979, the Corporation’s Ohio retail subsidiary
adopted deferral accounting consistent with the new
rule, which results in gas purchased costs being
expensed in an amount equal to gas purchased costs
recovered in revenues. Consequently, revenues and gas
purchased expenses are now matched on a monthly
basis rather than on an annual basis resulting in a
redistribution of purchased gas expense among the
various quarters. with no significant effect on annual
earnings in 1980 and thereafter. Adoption of accounting
consistent with the new rule increased fourth quarter
garnings on common stock by $4,700,000 or
$0.14 per share.

(H) Pension Costs. The Corporation has a trusteed,
non-contributory Retirement Income Plan which, with
certain minor exceptions, covers all regular employees
25 years of age and over. The Corporation’s policy is to
fund pension costs accrued which amounted to
$19,600,000 in 1979 and $16,800,000 in 1978 including
amortization of unfunded prior service costs. As of
December 31, 1979, the current value of vested benefits
exceeded the market value of the Retirement Income
Fund by $25,700,000. The unfunded prior service liability
was approximately $67,500,000 and is being amortized
over a 20 year period.

Effective January 1, 1980, the Corporation authaorized
supplemental payments to retired employees and
surviving beneficiaries of employees wha retired prior to

January 1, 1980. These payments will be made from the
general funds of the Corporation. The total actuarial
liability of approximately $9,700,000 will be amortized
over a 10 year period.

(2) Regulatory Matters

(A) Wholesale Rate Order. On February 12, 1980, the
Federal Energy Regulatory Commission (FERC) issued
an order which reversed the 1977 Administrative Law
Judge's decision approving the wholesale transmission
company's request to price new Appalachian production
on a cost-of-service basis beginning December 15, 1975
In accordance with the order, a portion of the
Appalachian production is to be priced at qualifying
Natural Gas Policy Act or nationwide/area rates as
applicable. Prior period financial statements have been
restated to reflect the effects of this order. Consequently,
earnings on common stock were decreased by
$17.200.000 for the years 1976 and 1977, $7.000,000 or
$0.21 per share in 1978 and $5.400.000 or $0.17 per
share in 1979. The decreases in earnings reflect the
anticipated refund associated with the order, the effect of
including related properties and revenues in the U.S.
cost center for depletion purposes and the recording of
associated tax adjustments.

(B) Other Rate Matters. In July 1979 the FERC issued an
order which confirmed existing FERC paolicy that, in
determining wholesale rates, statutory income tax rates
should be used to compute cost-of-service. The order
also found that the income tax allowance in rates
collected by the Corporation's wholesale subsidiaries
since December 15, 1975, was just and reasonable. The
order has no effect on previously reported earnings. As a
result of this order, the Corporation's independent public
accountants have removed their opinion qualification,

as previously contained in the 1978 annual report to
stockholders. An application for renhearing requested by
an opposing intervenor was denied by the FERC. A
petition for review was filed by the opposing intervenor
on February 12, 1980, in the United States Court of
Appeals for the District of Columbia circuit. In the opinion
of management, the favorable decision of the FERC will
be upheld by the court.

25



26

Notes to Consolidated Financial Statements (Continued)

On July 3, 1979, the FERC issued an order approving a
settlement agreement in connection with a rate increase
collected subject to refund since June 1, 1978 by the
Corporation's gas wholesale subsidiaries and reserving
certain issues for further hearing. The order also required
refunds of $87.800,000 but hac no effect on reported
earnings since adequate refund provisions were
previously recorded. It also finally disposed of certain
contingent depreciation matters which resulted in a
reduction in the provision for depreciation in 1979, of
which approximately $8,000,000 was applicable to 1978.
In addition, the order eliminated a contingent refund
obligation relating to a Show Cause Order regarding the
removal of certain gas supply advance payments from
the rate base retroactive to the date of such advances
and approved Columbia’s method of distributing to its
customers appraximately $82,200,000 of interest
earned on such advances. Both refunds were made in
August 1979,

(C) Rate Increase Filings. Certain subsidiaries have
increased their rates and are collecting the increase in

revenue subject to refund. In the opinion of management,

the provisions for estimated rate refunds charged to
income are adequate to cover the ultimate disposition
of pending rate proceedings.

Reference is made to the heading “1979 Financial
Review—Rate Activity” for additicnal information.

(3) Investment in Canadian Frontier Areas

Costs capitalized in the Canadian cost center, net of
accumulated provision for depreciation and depletion,
amounted to $77.600,000 and $87.700,000 at December
31,1979 and 1978 respectively. Investments by
Columbia Gas Development of Canada Lid.
(Columbia-Canada) in certain Canadian frontier areas,
as shown in the accompanying table, have been
excluded from this cost center for purposes of
calculating depreciation and depletion pending
determination of proved reserves and/or valuation
attributable to the properties. Such properties are

subject to periodic assessment (at least annually) and
any impairment below cost is included in costs
being amortized.

At December 31, 1979 (Thousands) 1978
Beaufort Sea $ — $18.200
Arctic Islands and
Northwest Territories 21,800 22,500
Offshore East Coast 12,300 8 200
$34,100 $49.900

Beaufort Sea: The sale of most of Columbia-

Canada's working interest in the Beaufort Sea was
recorded in the fourth quarter of 1979 resulting in a gain
of $11.600.000 or $0.36 per share. Columbia-Canacda’s
remaining investment in the Beaufort Sea is now included
in the Canadian cost center for purposes of calculating
depreciation and depletion.

Arctic Islands and Northwest Territories:
Columbia-Canada owns varying interests in 13.9 million
gross acres {1.6 million net acres). Costs were initially
incurred in 1871 and consist principally of exploration
costs accumulated since that time. Exploration drilling oy
Columbia-Canada and others is proceeding to evaluate
lands in which Columbia-Canada has interests.
Management estimates that development of gas
reserves attributable to these properties will occur inthe
mid to late 1980's.

Offshore East Coast: Columbia-Canada owns varying
interests in 141 million gross acres (2.4 million net acres)
offshore Labrador and Newfoundland and 490,000 gross
acres (245.000 net acres) offshore Balfin Island. Costs
were initially incurred in 1972 and consist principally of
exploration costs. Gas discoveries have been made
offshore along the eastern coasts of Newfoundland and
Baffin Island. The Chevron Hibernia well 200 miles east of
St. Johns, Newfoundland, in which Columbia-Canada
has an interest, is a potentially significant discovery.
Follow-up drilling, additional exploration activities and
development feasibility studies are underway or planned
for the immediate future. Development of the east coast
offshore area is estimated by management for the
mid-1980's.



(4) Redeemable Preferred Stock

As of December 31, 1979, the Corporation had
outstanding 1.000,000 shares of 10.96% Series B
Preferred Stock. This preferred stock is subject to a
mandatory sinking fund which requires that the
Corporation redeem 100,000 shares per year beginning
May 31, 1981, creating a maximum aggregate cash
requirement of $20,000,000 over the next five years
Shares are redeemable for other than sinking fund
purposes commencing June 1, 1980,

Dividends on this stock are cumulative. If four quarterly
dividends remain unpaid, the holders of the preferred
stock have the right to elect a majority of the Board of
Directors. In addition, for the protection of the preferred
stockholders, the Corpaoration's Certificate of
Incorporation limits the ability of the Corporation to create
a class of stock ranking equal to or higher in preference
than the preferred stock.

(5) Compensating Balances and Short-Term
Borrowings
Short-term requirements are met through the use of bank
loans and/or commercial paper. Typically. these
obligations remain outstanding for pericds of one to
seven months. The Corporation maintains compensating
balances in connection with certain bank lines of credit in
accordance with a formula calling for the greater of 10%
of such lines of credit or 20% of the annual average
borrowings. There are no legal restrictions regarding the
withdrawal of these compensating balances.

Certain information relating to such bank loans and/or
commercial paper is set forth as follows:

Year ended December 31, 1979 (Thousands) 1978

Maximum amount
outstanding

Daily average outstanding

Range of interest rates

Weighted average

$164,200
$ 35400
6.6%-10.6%

$133,100
$ 34,400
10.1%-14.4%

interest rate 12.6% 8.3%
Credit lines at year end $195,000 $200,000
Less outstanding

commercial paper (133,100) (85,500)
Unused credit lines $ 61,900 $114,500
Weighted average interest
__rate at year end 13.8% 10.6%
Approximate compensating

balance at year end $ 15,600 $ 16,300

(6) Lease Rentals
In accordance with the current ratemaking practice of the
regulatory commissions having jurisdiction over the
Corporation’s rate regulated subsidiaries, payments
made in connection with non-capitalized financing and
operating leases are charged to expense or clearing
accounts, which are substantially charged to expense,
as incurred. Such amounts were $25,900,000 in 1979
and $22,700,000 in 1978. If the Corporation had
capitalized financing leases, the effect on total assets,
liabilities and expenses would not be material.

Minimum rental commitments under “non-cancellable”
leases are as follows:

Period (Thousands)
1980 $13,500
1981 10,800
1982 7.500
1983 4 700
1984 3,300
After 1984 15,500

(7) Commitments

Capital expenditures for 1980 are estimated at
$450,000.000 of which $435.000,000 is for construction
Reference is made to the foregoing report to
stockholders for additional information relating to capital
expenditures and commitments including those
applicable toc gas supply.

(8) Oil and Gas Producing Activities

(A) Introduction. Although constituting only a
portion of the Corporation's business, new require-
ments promulgated by the Securities and Exchange
Commission (SEC) require the reporting of certain data
on oil and gas production activities. Reserve information
contained in the following tables was supplied by
the independent consulting firms of Ralph E. Davis
Associates, Inc. for U.S. properties and by John R. Lacey
International, Ltd. for the Canadian properties. The
Corporation’s cil and gas producing properties subject to
cost-of-service rate requlation by the FERC are excluded
from the disclosures in the accompanying tables.
Additional information related to Reserve Recognition
Accounting is contained in the Corporation’s annual
report to the SEC (Form 10-K).
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Notes to Consolidated Financial Statements (Continued)

(B) Production Revenues, Costs and Statistics.

LS Canada
1979 1978° 1979 1978
(Thousands)

Capitalized Costs at Year End
Proved Properties $524,648 $482,532 $27,329 $21,495
Unproved properties 123,319 92,891 51,140 66,975
Total capitalized costs 647,967 575,423 78,469 88,470
Less accumulated depreciation and depletion (173,249)  (152,809) ~(917) (722)
Net capitalized costs $474,718  $422 614 $77,552 $87,748
Net Production Revenues
Inter-company sales and transfers $ 73,625 5 49386 $ — $ —
Unaffiliated sales 21,817 11.:292 2,114 980
Gross revenues 95,442 60,598 2,114 980
Less production (lifting) costs (16,371) (9.724) (564) (301)
Net revenues $ 79,071 $ 50.874 $ 1,550 S 679
Costs Capitalized During Year
Property acquisitions $ 7,643 $ 18.030 $ 1,730 $ 2,784
Exploration 44,114 38,676 8,925 1352
Development 57,643 65,203 7,882 7,146
Costs capitalized $109,400 $121,909 $18,537 $17.282
Other Qil and Gas Production Data
Provision for depreciation and depletion (000) $ 55,968 $ 40.604 $ 557 $ 270
Average sales price per Mcf of gas produced $ 1.27 $ 093 $ 1.53 $ 092
Average sales price per barrel of oil and other liquids produced $ 15.30 $ 11.82 $ 10.35 $ 757
Average production (lifting) cost per revenue dollar $ 0417 $ 016 $ — $ —
Average production (lifting) cost per unit of production $ — 5 2 $ 04 $ 037
* Restated to reflect wholesale rale case order as discussed in Note 2(A)
(C) Company-Owned Proved Reserves (Unaudited).
As of December 31, 1979 1978

Total Developed Total Ceveloped
Gas (MMcf @ 14 .73 psia)
L5 390,342 268,532 441 393 311,294
Canada 105,298 89,624 101,686 88.304
Total 495,640 358,156 543,079 399,598
Oil and Other Liguids (000 Bbls.)
LS, 6,089 4,021 6,957 4 635
Canada 1,114 1,019 866 771
Total 7,203 5,040 7,823 5406




(D) Changes in Company-Owned Proved Reserves (Unaudited).

LS. Canada*
Gas Oil and Other Gas Qil and Other
@14.73 psia Liquids @14.73 psia Liquids
(MMcf) (000 Bbls ) {MMcf) (000 Bbls.)

Reserves as of December 31, 1977 426,140 6,748 105,610 625
Revisions of previous estimate 15,668 144 (3.107) 44
Extensions, discoveries. and other additions 53,709 954 = 227
Production (54,124) (889) (817) (30)
Reserves as of December 31, 1978 441,393 6,957 101,686 866
Revisions of previous estimate (45,117) (981) (5,527) 59
Extensions. discoveries, and other additions 52,913 1,480 10,574 253
Production (58,847) (1,367) (1,435) (64)
Reserves as of December 31, 1979 390,342 6,089 105,298 1,114

*Canadian reserves displayed in the above table are included before deduction of royalties because the leases for such reserves generally
provide for payment of royalty on a basis other than a percenlt of production

(E) Estimated Future Net Revenues Applicable to Proved Reserves As of December 31, 1979 (Unaudited).

s Canada
Year Tota Developed Total Developed
(Thousands)
1980 $ 65,054 $ 84.683 $ 6,297 $ 6532
1981 86,346 74,744 8,541 8,284
1982 96,064 61,517 8.767 8.019
After 1982 518.864 252.569 92,725 79,676
Total $766,328 $473,513 $116.330 $102,511
(F) Information Related to Excluded Cost-of-Service E. Davis Associates, Inc., amounted to 337,000 MMcf.
Properties. As of December 31. 1979, net capitalized Changes inreserves principally attributable to revisions
costs of the Corporation's cost-of-service rate regulated  of prior estimates, new discoveries and production
gas properties amounted to $8,900,000. Total amounted to a net increase of 9,000 MMcf. Production for
expenditures applicable to such properties for the year the year 1979 amounted to 37,000 MMcf. and the related
1979 were $1,400,000. provision for depreciation and depletion totaled
Proved gas reserves related to the cost-of-service $3,400,000.

properties at December 31, 1979, as supplied by Ralph
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Notes to Consolidated Financial Statements (Continued)

(9) Effects of General Inflation and Other Price Changes (Unaudited)

(A) Introduction. The accompanying consolidated
financial statements have been prepared on the basis of
historical cost in accordance with applicable generally
accepted accounting principles. Recent worldwide
inflationary trends have caused some to raise gquestions
as to whether earnings as conventionally measured
using historical cost could be made more meaningful
and whether inflation adjusted financial data would. in
fact, provide useful information to investors and other
readers of financial data. Although the debate continues
as to the usefulness of such data and the appropriate
methodology to be applied, the Financial Accounting
Standards Board (FASB) has issued Statement No. 33
requiring supplementary disclosures related to the
effects of inflation by major corporations. The statement
prescribes two supplementary income computations,
one dealing with the effects of general inflation (constant
dollars) and the other dealing with the effects of changes
in the specific prices of resources used by an enterprise
(current cost). Since management believes that certain
refinements to the current cost approach are necessary,
including the application to oil and gas producing
activities, the option provided by the statement to delay
current cost reporting until 1980 is being used.

(B) Replacement Cost Data. Inflation has been a
significant factor affecting the Corporation’s cost of
replacements. Replacing items of plant and equipment
with assets having equivalent productive capacity has
usually required a substantially greater capital
investment than was required to purchase the assets
which are being replaced. The additional capital
investment principally reflects the cumulative impact of
inflation on the long-lived nature of these assets. In a
similar way, the Corporation’s cost of operations has alsc
been affected by changes in the general price level
which influences the cost of gas purchases, labor,
materials and other items. However, as increased costs
are incurred, the Corporation's rate requlated
subsidiaries are allowed to recover such increased
costs. A quantitative analysis of replacement cost
information is included in the Corporation's Annual
Report to the SEC (Form 10K).

(C) Constant Dollar Data. The following supplementary
data. consistent with Statement No. 33 of the FASB, is
intended to set forth the effect of general inflation on the
Caorporation. It should be viewed as an approximation of
the effect of inflation rather than as a precise measure.

Statement of Income From Operations Adjusted For General Inflation

Conventional Constant Dollar
Historical Average

Year Ended December 31, 1979 Cost (Thousands) 1979 Dollars
Operating revenues $2,851,733 $2,869,176
Purchased gas and feedstocks 1,780,156 1,780,156
Other operating expenses 557,084 557,084
Depreciation and depletion 171,690 317,258
Income taxes 121,396 121,396
Other income (deductions)—net, after

preferred stock dividend (78,294) (78,294)
Income from operations

(excluding reduction to net recoverable cost) $ 143,113 $ 14,988
Reduction to net recoverable cost — (133,186)
Reduction in purchasing power loss through

debt financing — 204,836
Income after above inflation adjustments $ 143,113 $ 86,638




Five-Year Comparison of Selected Supplementary Financial Data

Adjusted Far Effects of General Inflation
(In Thousands of Average 1979 Dollars)

Years Ended December 31, 1975 1976 1977 1978 1979
Operating revenues $1.937,169 $2,263.260 $2,432,141 $2,739,564 $2,869,176
Income from operations

(excluding reductions to net recoverable cost) $ 14,988
Income per common share (after dividend

requirements on preferred stock and excluding

reduction to net recoverable cost) $ 0.46
Income after inflation adjustments $ 86,638
Income per common share after

inflation adjustments $ 2.65
Net assets at year-end at net recoverable cost $1,247,560
Reduction in purchasing power loss through

debt financing $ 204,836
Cash dividend declared per common share 5 278 % 273 % 268 % 260 8 2.44
Market price per common share at year-end $ 307% % 383 $ 34% % 283% $ 37%
Average consumer price index 161.2 1705 181.5 195.4 217.4

Constant dollar amounts above represent dollars
recorded in actual transactions (historical cost) at
different times adjusted to represent the same
purchasing power. As required by the FASB, the
adjustment is made by using the Consumer Price Index
for all Urban Consumers, a broad-based measure of the
general inflation rate.

Operating revenues have been adjusted in terms
of average 1979 dollars to reflect the seasonal effect
on collections.

Depreciation is determined by applying the Corpo-
ration’s depreciaticn rates to the related indexed
plant amount.

Under the rate making prescribed by the regulatory
commissions to which the Corporation’s subsidiaries are
subject, only the historical cost of plant is recoverable in
revenues as depreciation. Therefore, the excess of the
cost of plant stated in terms of average 1979 dollars over
the historical cost of plant is not presently recoverable in
rates as depreciation, and is reflected as a reduction to
net recoverable cost.

The Corporation defers increases in purchased gas
and feedstock costs and recovers such increases in
future revenues in accordance with applicable gas cost
adjustment clauses. Therefore, the effects of these
deferrals are not considered as adjustments to income
from operations stated in constant dollars above but
instead are treated as monetary assets (defined as
money or a claim to receive a sum of money the amount
of which is fixed without reference to future prices).

In accordance with FASB Statement No. 33, no
adjustment has been made to income laxes

Since only the historical cost of depreciation is
presently recoverable in rates, present and future
depreciation provisions are inadequate for purposes of
maintaining the purchasing power invested by the
common stockholders. The impact of this rate making
limitation on the commoen stockholders along with the
purchasing power loss on monetary assets is mitigated
to the extent that depreciable property and other
non-monetary assets are financed with debt which can
be repaid with dollars of less purchasing power.
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Notes to Consolidated Financial Statements (Contunued)

(10) Quarterly Financial Data (Unaudited)

Operating Operating Earnings on Earnings

Quarter Ended Revenues Income Common Stock Per Share
(Thousands except per share data)

March 31, 1978 $935,419 $87.592 $72.846 $2.24
June 30, 1978 481.430 35,678 21,086 65
September 30, 1978 370,973 18,937 (4,451) (.14)
December 31, 1978 656,349 47 089 31,615 97
March 31, 1979 992,432 95,415 77,649 2.38
June 30, 1979 532.483 46,964 27,230 .84
September 30, 1979 454129 15,846 (4,217) (.13)
December 31, 1979 872,689 63,182 42,451 1.30

The quarterly financial infarmation for 1978 and the first
three quarters of 1979 has been restated to reflect the
effect of the wholesale rate case order discussed in
Note 2(A).

Comparison of results of operations amoeng quarters
during the year may be misleading in obtaining an

Auditors’ Report

understanding of the trend of the Carporation’s business
operations since gas sales are predominantly influenced
by seasonal weather patterns which in turn affect
earnings and related components of cperating revenues
and operating expenses.

Arthur Andersen & Co.
1345 Avenue of the Americas
New York. New York 10019

To the Stockholders of The Columbia Gas System. Inc..

We have examined the consolidated balance sheets
and statements of consolidated capitalization of The
Columbia Gas System, Inc. (a Delaware corporation) and
subsidiaries as of December 31, 1979 and 1978 and the
related statements of consolidated income, taxes,
common stock equity and funds used for capital
expenditures for the years then ended. Our examinations
were made in accordance with generally accepted
auditing standards and, accordingly, included such
tesls of the accounting records and such other
auditing procedures as we considered necessary
in the circumstances.

In our opinion, the consolidated financial statements
referred to above present fairly the financial position and
capitalization of The Columbia Gas System, Inc. and
subsidiaries as of December 31, 1979 and 1978, and the
results of their operations and funds used for capital
expenditures for the years then ended, in conformity with
generally accepted accounting principles appled on a
consislent basis.

mm«&mv%.

February 12,1980.



Comparative Gas Operations Data
The Columbia Gas System, Inc. and Subsidiaries

1979 1978* gilc oy 1976 1975
Revenues (thousands)
Residential $ 731,908 $ 690907 $ 610076 $ 524.803 $ 434842
Commercial 302,183 274,158 226,497 209,006 168,748
Industrial 624,799 488901 365,656 367,921 270,647
Wholesale 1,111,708 916,789 741,424 633,088 515675
Other 498 447 12,546 616 748
Total revenues $2,771,096 $2,371.202 $1,956,199 $1,735434 $1.390,660
Sales (million cu. ft.)
Residential 248,384 259,890 255,698 267,467 260,162
Commercial 111,792 112,725 103,491 119,241 115,600
Industrial 265,035 228,795 191,325 244 075 225,890
Wholesale 568,005 516,210 465,103 537,234 486,202
Other 183 230 4,211 577 651
Total sales 1,193,399 1117850 1,019,828 1,168.594 1.088.505
Customers at Year End
Residential 1,680,349 1674016 1682875 1693226 1698512
Commercial 143,660 143,059 145 361 147,358 147.822
Industrial 2,298 2329 2,383 2,443 3,042
Wholesale 84 85 84 84 84
Other 95 123 135 119 120
Total customers at year end 1,826,486 1.819.612 1.830,838 1,843230 1.849.580
Degree Days (calendar basis) 5,678 5,958 5,588 5,769 5138
Gas Available for Sale (million cu ft.)
Purchased— southwest 944,881 938,730 933,145 916,845 988,564
appalachian 70,186 68.167 65,283 65.882 65.749
LNG 75,432 29,523 — — —
Total gas purchased 1,090,499 1,036,420 998,428 982,727 1,054.313
Produced—natural 97,517 94 514 94 242 95532 88,231
synthetic and LPG 68,951 75,553 63,869 57,440 44 219
Total gas produced 166,468 170.067 158,111 152 972 132,450
Exchange gas—net 2,979 (2,548) 6,102 7.486 10,464
Gas withdrawn from (delivered 1o)
storage—net (6,492) (13,127) (76,358) 77,456 (65,185)
Used in operations and other (60,055) (72.962) (66,455) (52,047) (43,537)
Total gas available for sale 1,193,399 1,117.850 1,019.828 1.168.594 1,088,505

*Restated to reflect wholesale rate case order as discussed in Note 2(A).
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Comparative Financial Data
The Columbia Gas System. Inc. and Subsidiaries

1979 1978* 1977* 1976 1975

Summary of Operations (thousands)
Operating revenues $2,851,733 $2.444171 $2,023,077 31,770,586 $1.430,858
Purchased gas and feedstocks 1,780,156 1,487,655 1,189,234 945,926 693,665
Other operating expenses 728,774 651,612 595217 528,824 481,383
Income taxes 121,396 115,608 54 935 97,921 83,014
Operating income 221,407 189,296 183,691 197,915 172,796
Other income—net 37,930 29,447 36,715 22,765 23,535
Interest charges—net 106,056 86,542 98,514 105,823 92.130
Net Income 153,281 132,201 121,892 114 857 104.201
Preferred stock dividend accrual 10,168 11,105 11,105 11,105 8.791
Earnings on Common Stock $ 143,113 § 121096 § 110,787 $ 103,752 $§ 95410
Per share $4.39 $3.72 $3.41 $3.20 $2.94
Average common shares (thousands) 32,634 32,519 32,467 32,437 32,431
Dividends on Common Stock
Per share §2.44 $2.34 $2.24 $2.14 $2.06
Payout ratio (%) 55.6 62.9 65.7 66.2 0.1
Capitalization (thousands)
Common stock equity $1,097,886 $1026500 $ 978,891 § 939844 § 904,876
Cumulative preferred stock 50,000 100,000 100,000 100.000 100,000
Long-term debt. excluding

current maturities 1,174,596 1,070,407 1134177 1,359,765 1,352,064
Total capitalization $2,322,482 $2,196,907 $2.213.068 $2.399609 $2.356,940
Book Value Per Common Share $33.46 $31.51 $30.13 $28.96 $27.90
Property, Plant & Equipment

(thousands) $4,334,900 $4 078740 $3.785919 53,583.056 $3.304.613
Less accumulated provision for depreciation

and depletion 1,715,962 1.594.904 1,449,030 1.342 425 1,201,128
Net property, plant & equipment $2,618,938 $2483,836 $2,336,889 $2,240631 $2,103,485

$ 368,535 3$ 337963 § 284034 $ 261880 § 333404

Capital Expenditures for Year (thousands)

*Restated to reflect a wholesale rate case order as discussed in Note 2{A) of Notes to Consclidated Financial Statemenls

The effect of this order was to decrease earnings on common stock by $7.000.000 ($0.21 per share) in 1978, $7.300.000 ($0.22 per share)

in 1977 and $9,200,000 ($0.31 per share) in 1976



Management’s Discussion and Analysis of The Summary of Operations

1979 Compared to 1978. Operating revenues increased
$408 million due to higher average rates (up 9%) and
greater sales volumes (up 7%). The increase in rates is
primarily to recover the increased purchased gas and
feedstock costs. Increased volumes were attributable

to the industrial and wholesale categories, up 16% and
10% respectively. The increase in industrial sales reflects
reduced curtailments and the substitution of gas for other
higher priced fuel. Residential and commercial sales
were down reflecting 5% warmer weather partially offset
by an increase in customers and reduced commercial
curtailments. Wholesale sales were influenced by

similar factors,

Purchased gas and feedstock expense increased
$293 million. The increase (20%) was attributable to the
greater volumes sold and higher average rates for gas
purchase expense.

Other operating expenses, excluding income taxes,
increased approximately $77 million reflecting a full year
of operations at the LNG facility at Cove Point, Md., and
the continued impact of inflation on labor. materials,
compressor station power, and other expenses. Gross
receipts taxes rose $27 million or 50% reflecting greater
sales and the effects of the contested Louisiana first-use
tax. Depreciation and depletion decreased $7 million
due to lower depreciation rates ordered by the FERC, as
discussed in Note 2(B) of Notes to Consolidated
Financial Statements, partially offset by the effect of a full
year's depreciation on the LNG facility and the effect of
higher depletion applicable to southwest production.

The provision for income taxes included in operating
expenses increased $6 million principally due to an
increase of $20 million in pre-tax book income offset. in
part, by the reduction in the statutory Federal income tax
rate from 48% to 46%.

Other income increased $8.5 million due largely to the
gain on the sale of the Canadian properties, greater
interest income on temporary cash investments and an
iNncrease in carrying charges associated with
unrecovered purchased gas costs. These increases
were partially offset by a reduction in investment credits
due to reduced qualifying construction expenditures
during 1979 and a decrease in allowance for equity funds
recorded in 1979 reflecting the start-up of the LNG
terminal on July 1, 1978.

Interest charges were up $19.5 million principally due
to increased interest on rate refunds and contingent
obligations and a reduction in allowance for borrowed
funds resulting from the start-up of operations at the LNG
terminal on July 1, 1978.

1978 Compared to 1977 Operating revenues increased
$421 million, reflecting higher average rates (up 11%)
and increased sales volumes (up 10%). Although
average rates increased uniformly for all classes of
customers, retail volume increases were primarily
attributable to the industrial category which recovered
from curtailed 1977 levels. Wnolesale sales also
increased (up 11%) for the mast part tracking retail
sales increases.

Purchased gas and feedstock expense increased
$298 million, reflecting the increase in volumes sold and
higher prices. The average rate for gas purchases
expensed increased approximately 17%.

Other operating expenses, excluding income taxes,
increased approximately $56 million. Major contributing
factors to the increase were the mid-year start-up of
LNG operations at Cove Point, Md., together with the
inflationary impact on labor, materials, compressor
station power and other expenses. In addition, gross
receipts and property taxes increased $8 million.
Depreciation expense increased approximately $13.5
million primarily due to the start of LNG cperations and
offshore pipeline facilities in the Gulf of Mexico. Offsetting
this increase was a decline ($10 million) in depleticn
expense largely as a result of increases in estimated
future net revenues from oil and gas producing activities.

The provision for income taxes included in operating
expense increased $61 million but, exclusive of the effect
of a refund to customers of deferred taxes recorded in
1977 in connection with the settlement of a rate case, the
provision only increased $20 million. This increase
reflects an increase of $36 million in pre-tax bock income
together with a decrease in allowance for funds
capitalized on which no taxes are provided.

Other income declined $7 million reflecting substantial
investment credits and allowance for equity funds
recorded in 1977 related to the construction of LNG
terminal and Gulf of Mexico offshore gathering facilities.

The decline in interest charges resulted from the
repayment of the balance ($165 million) of subordinated
bank loans in early 1978.
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Columbia Gas System Companies
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