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-, ~revolution of the 20tb century. -
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“VISION TO THE FUTURE
" -noorporated in 1903, Detroit

the transformation of the :
United States into the world's
. greatest.economic power with a
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\During the first 90 years of this

1o invest in Detroit Edison bave
shared an unbroken series of

‘ -u«wmma

Edison not only bas reflected =

HiGHuGHTS LT
, 1993 1992 L Bwe 9wl
Operating Revenues (Thowusands) $3.555.211 ' $3,558,143 - §3,591,537 ob) 09
__Earnings for Common Stock (Thousands) - $491,066 " $557.549 $535,205 (e, .- 42
Earnings per Common Share '  $3,34 $3.79 $3.64 (119) . 4l
Common Shares Outstanding (Average) 147,031,446 146,998,485 146,945,932 - -
Dividends Declared per Share $2.06 $1.98 A b 4.0 53
* Gross Utility Plant (Thousands) ~ $12,788,445 $12,402,581 - » $11997.862 - 3.1 34
Capitalization (Thousands) $7,507,234 . §7.421366 $7,419,073 1.2 -
System Sales of Electricity (éWh-Millions) * 42965 . 40697 41,049 56 (0.9)
System Capability at Time of Peak (MW) 10,103 10,262 10421 - (15) 4
System Peak Demand (MW) . 9,362 8,704 8,980 6. . {34)
- Electric Customers at Year End 1,964,000 1,950,000 1,942,000 0.7 04

capacity and flexibility to meet its
customers’ needs into the 21st
century witbout bulldlng new

g pmﬁerplauu.

Even as the company's generation

of electricity bas groum, investors

bave shared the company’s pride
‘in protecting the environment, .~ .

' from installation of the world's. .

Jirst electrostatic precipitator in

: I926toﬂonerhq¢be use of
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We continued re-orienting our employes
toward stronger customer focus,
performance and tcamwork,

We continued to meet the expectations
of all but the most optimistic observers
in the financial community and in

the hundreds of local communities

WE SCrve,

And our recent fiveyear record of
growth in both sharcholder value and
customer vilue has raised eyebrows
throughout the electric utility industry.
It earned Detroit Edison the designation
Electric Utility of the Year in 1991,

As anticipated, carnings for common
stock fell 11.9 percent in 1993 to

$491.1 million, or $3.34 per share, from
$557.5 million. or $3.79 per share, in
1992, While a hot summer and a
rebounding local economy helped

boost system sales to a record 43-billion
kilowatthours - up 5.6 percent from
1992 - a Jan, 1, 1993, rate reduction
(8169 million), a higher federal income
tax rate (increasing taxes $10.4 million)
and a number of other factors accounted
for the earnings decline. The higher
taxes are supposed to reduce the federal
deficit; the lower rates are making our
company and our business customers
more competitive and increasing satisfac-
tion and value for all of our customers.

Probably the most significant example
of increased competitivencss - ancd
perhaps the Noo | business turnaround
success story in the nation - is the
rebound of Detroit's automotive
industry. Increased vehicle sales in
1993 produced the highest US. automo-
tive carnings since 1989 and were a
major factor in the record electricity
sales recorded by Detroit Edison,

We also raised the dividend in 1993 for
the fourth consecutive year and further
strengthened our balance sheet as
common sharcholders equity rose to
43.9 percent of total capitalization, from
42 percent in 1992, 384 percent in
1991 and 328 percent in 1990,

Actually, until late December, 1993 was
an even better year. But as that colorful
sports personality Yogi Berra has
reminded us, it ain’t over 'til it's over”
On Christmas Day 1993, our Fermi 2
nucicar power plant, ending its most
productive year ever - a year in which
it also led the nation’s boiling-water
reactors by far in personnel radiation
protection - suffered a turbine genera-
tor failure that probably will take six
months or more (o fully analyze and
repair

Also in late December, our safety record
for the vear - which made us one of the
safest large electric utilities in the
country, and perhaps the safest - was
marred by the accidental death of a
steam-system employve burned when an
expansion joint ruptured at our Willis
Heating Plant. The bestin-class record
stands, but to us the tragic loss of an
empioye overshadows our pride in
carning a top safety rating.

Finally, three weeks into 1994, the
Michigan Public Service Commission
responded to our July 1992 request for a
$113-million rate increase. Our request
took into account the prevailing higher
interest rates at the time of filing, the
1993 federal income tax rate inerease,
mandated accounting changes to reflect
retiree health-care benefits, and
increased nuclear power plant decom:
missioning costs. Still, the commission
ordered a $78-million rate decrease - a
more severe cut than most observers
had anticipated.

These events serve to remind us that we
can never afford to let up in our
attention to safety, to operational detail
and to what might be called worst-case-
scenario planning. These are lessons for
which most of us probably need
occasional reminders - though we'd
prefer them to be less painful.
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OPERATIONS REVIEW

Detroit Edison is the power supplier to
the industry that put America on
wheels, the energy behind the assembhy
line that revolutionized production
technology, and a vital link in bringing
the wondrous convenience of electricity
to homes, businesses and institutions
I'he company draws with pride on its
Y0-vear heritage of helping today's
visionaries turn their dreams into
tomorrow s realities

The future of electricity was uncertain
when Detroit Edison was incorporated
in 1903 In fact, the potential rewards
of mining salt from under the fledgling
company’s new Delray Power Plant
inspired more confidence in its 135
original stockholders than did the
prospect of increased clectricity sales
The company served just 7 percent of
the 313.000 inhabitants of Detroit’s then
28-square-mile arca. Although salt was a
more familiar product, early Detroit
Edison leader Alex Dow predicted that
clectricity would prove just as useful
and that the company’s sales would
double and redouble in the coming
Veirs

It didn't take long for Dow to be proven
right. Customer demand matched the
plant’s 5.000-kilowatt (KW) capacity

before 1903 was over as the company
generated 1 -million Kilowatthours
(kWh). In 1993, system sales totaled
nearly 43-billion kWh and peak demand
reached 9 36-million kW

The rapid growth in clectricity sales was
spurred in large part by the emergence
of Detroit's automobile industry. When
Detroit Edison was incorporated. it
absorbed the Edisen Hluminating
Company. whose chief engineer had left
to fulfill his own vision of mass-produc-
ing automobiles. His name was Henry
Ford and he founded Ford Motor Co. in
1904

The average cost per kilowatthour
(kWh) for residential customers in 1903
was about nine cents. The company
voluntarily reduced rates time and again
as operating cfficiencies lowered costs
The price had dropped to less than two
and a half cents per KWh by 1970,
when rising fuel and construction costs
-~ aggravated by inflation and double-
digit interest rates - began o drive rates
up again. However, electricity still holds
its value: since World War 11, Detroit
Edison’s residential price per kWh has
increased only 2.4 percent a vear, while
the Consumer Price index has climbed
by an average of 4.3 percent annually

Detroit Edison reduced its rates by
$169 million in 1993 and by another
$78 million in 1994, raising the com-
bined cut since December 1992 to
$247 million, or 7 percent of the total
cost. A residential customer in 1994
still pays an average of only about nine
and a quarter cents per KWh - less than
a penny more than in 1903 The
company’s goal remains to provide
customers, through a combination of
service and price, with the Kind of
value that makes Detroit Edison their
energy supplier of choice.

MEETING CUSTOMERS'
CHANGING NEEDS

Cost is just one component of customer
satisfaction. Seventy years ago, Sarah
Sheridan, Detroit Edison vice president
for Sales, established the company’s
tradition of providing superior customer
value - stressing the need to meet vie
public's changing service needs as well
as its price expectations

So focused was Sheridan on serving
customers that the company named for
her an annual employe awards program
instituted in 1988 to recognize out-
standing examples of customer service,

One such example. described in Detroit
Edison's 1992 Annual Report. is the
company’s actions to help General
Maotors Corp. lower its energy costs and

4 THE DETROIT EDISON 1993 ANNUAL REPOR?
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FINANCIAL REVIEW

Detroit Edison increased dividends for a
fourth consecutive year in 1993 - the
84ath straight vear of paying guarterly
dividends

REVENUES STABLE DESPITE PRICE CUT
I'hanks to strong kilowatthour sales
Detroit Edison's total 1993 revenues of
$3.56 billion were essentially stabie
compared with 1992 despite a

$169 million rate reduction effective

Jan 1, 1993, That reduction, combined
with an additional $78-million reduction
rdered by the Michigan Public Service
Commission cffective Jan. 22, 1994, will
enhance customer value across the
board and in particular help make the
businesses served by Detroit Edison
more competitive in the global
marketplace. These reductions, totaling
$247 million, or 7 percent of the total
cost. also will strengthen Detroit
Edison's own effectiveness in the
increasingly competitive energy
marketplace

SALES UP IN ALL MARKET SECTORS
Warmer summer weather and an
improving cconomy - including in
creased auto sales - were primarily
responsible for a 5.6 percent sales
growth in 1993, Residential sales were
up 6.4 percent, commercial sales up
1.0 percent and industrial sales up

0.0 percent

MORE CUSTOMERS SERVED

With the addition of nearly
14,000 customers in 1993
Detroit Edison is on line to reach
the 2-million-customer milestone
before the end of the decade. In
a more competitive environment
retaining those customers and
attracting new ones is no longer
taken for granted. Serving more
customers with superior service
and lower prices is increasingly
critical. Detroit Edison now
serves more customers than ever
before and improved productivity

RETURN ON AVERAGE COMMON EQLITY

MONTHS ENDED SEPTEMBER 1994

EARNINGS PER SHARE V5
DIVIDENDS PAID PER SHARI

'95““ b

$2.040

$1.955

=
—

$1.855

$1.755

¥’
i

‘89
$1.680

B s PER SRS

DAVIDENDS PALD PR SHARE

has enabled the company 1o serve
an average of 220 customers per
employe today, compared with 165
customers per emplove in 1987

EARNINGS DECLINE

. Total earnings for common stock

decreased from $558 million in

1992 to $491 million in 1993
19.2 I'he earnings decline reflects
increased operating expenses
including amortization expenses
refated to the Fermi 2 phase-in
plan - a non-cash charge against
income - and an increase in the
federal corporate tax rate from
34 percent to 35 percent. For a

complete analysis, see page 34

THE DETROIT EDISON 1993 ANNUAL REPORT 15



RATE DECREASE EXPECTED TO
FURTHER LOWER EARNINGS:

CASH FLOW REMAINS STROANG

With reduced carings and the average
number of common shares remaining at
197 million, carnings per share dropped
from $3.79 in 1992 to $3 .34 in 1993
Yhe decline in carnings, coupled with
increased dividends, raised the pavout

| percent
showing the ratio of dividends paid per

ratio to 6 Fhis indicator
share divided by earnings per share
remains below the industry average of
about B3 percent. The recent rate
reduction is expected to reduce earnings
again m 1994, which would move both
the pavout ratio and the return on
common equity closer to the industry
average. The anticipated dip in earnings
reflects the January 1994 rawe reduction
increased costs related to nuclear
decomnuissioning, new rules for account
ing for post-retirement health care costs
and a multi-vear demand-side manage
ment program to help customers better
manage their use of encrgy

CASH FLOW COVERAGE OF DIVIDENDS

IMIN WERED
HONTHS ENXDED SEPTENBLR 1993
. 3,51
95 ‘
- )
5.01
92 .
2.069
‘ “ y.o42
91
2.64

| BT

2.01

BN NS
89 401
2.6

IMPANY FLECTRI Y AVERAGH

VALUE FROM CAREFUL INVESTMENTS
Capita' expenditures in 1993 were
$399 million, down slightlv from

$416 million in 1992 The company has
imvested heavily since 1991 to improve
the quality of its services to customers
I'he results of this mvestment - in terms
ol service improvements and customes
satisfaction - are described in the

Opcrations Review on page 6. Customer

SECURITIES ISSUED DURING 1993

Gross Interest
Month Amount Rate
Type of decurity Sold sold (» Milions) (Percent)
General & Refunding Mortgage Bondds
1993 Series ( January $ 2250 7.93Y
1993 Serwes B February 50.0 06,850
1993 Series | March 100 0 6.877
1993 Series D \pril 1060 0 6,450
1994 Series G May 2250 5920
1993 Series | vlum 5K () 7.740
1994 Series H August 50.0 3 383
1993 Series K October 160.G 1625
$1.510.0
Pollution Control Botvids
Series 1993 BB April S 8.7 GOS0
Series 1993 (( Tune 58 0O.050)
Series 1993 AA Aligust 650 { 0
$ T6HS5
Preferrved Stock
T.78% Series February S 150.0 7.7%0
7.74% Series \pri! 50.0 7-740
S 2000
Total Financing $1.786.5

(1) Werage Rale

t2) Variable Rale at ecember

reliability and system improvement
projects totaling $159 million were a
significan’ part of the company's capital
expenditures in 1993 During the vear
another $54.8 million was spent on
husiness extension projects related to
the addition of 14,000 new customers
Another $41.4 million was invested in
power plant improvements and

$36.2 million was used for improved

Fixed Rete nwntil August 1996

I'he
remaining 3107 4 million funded a
varicty of other improvement projects
STRONGER BALANCE SHEET

ENABLES COMPANY TO TAKE
ADVANTAGE OF OPPORTUNITIES
Common sharcholder equity as a

computer information systems

percentage of total capitalization was
13.9 percent in 1993, up from
12 percent in 1992 and 32,3 percent

CAPITAL EXPENDITURES

MIELIONS OF [0)

93

CAPITALIZATION

L. TR ST

51% 51% 43.9%
| WETNNEE ¢

53.5% 4.5% 42%
91 2911 R I

g().ﬂ"n '..“"N 58.‘."1)
90 R - A T N

(‘1-""“ 'l.““n ,‘2.8“(;
'8‘)_ 243.0 DR TR 8

(‘2..’“0 5.5% 5.’.5"0

- ONG TERM DERT
PREFERRED/PREFVRENCE STOOK
MMON SHAREOLDER EOUITY
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SECURITIES REDEEMED DURING 1993

Principal

Month Amount
Redeemed (% Millions)
Farly Redemptions
General & Refunding Maortgage Bonds
1987 Series ( February $§ 2250
SCTies 5% March & April 5000
Series V April 106) ()
1980 Series B April 20.2
1986 Series ( April 200 0
1986 Series A Aot 200 0
1987 Series B May 175.0
Senes X Junhe 1000
1987 Scries A July 400 .0
1989 Series A september-November 151.7
Series /Z October 1000
Series November 600
$1.6419
Pollution Control Bonds
Series R-1985 November 5 0650
Loan Agreements
Series 1988 AA April L L
series W June 08
Series 1988 BB August 2.9
Series \ August 1.0
Series 1987 BB September 20
s 11d
Preferred & Preference Sock
9.7 2% Series fanuary & March y 270
9 60" Series March 29.3
9 32% Series My v 9
§$2.75 Series B Januanr 2.5
§2 28 Series March 500
$ 1587
fotal Early Redemptions S1.876.7
Mandatory Redemptions 3118
Total Redemptions S2IBHS

Interest
Rate
(Percent)

10,375

9720
9.600)
O 320
11 OO0
9120

OUTSTANDING LONG-TERM DERT

RILLEONS (F DOLLAKS

TAN-EXEMPT ISSUES

HIGH/LOW MARKET PRIUCE

HHIARS PER NHARF

- HIGH MARKET PRICH

LOM MARKET PRICE

through 1993, with ratings as follows
at yearend 1993

Standard & Poor's Corp.: BRE -
Moody's Investors Service: A3
Duff & Phelps Corp: BBB+

in 1989 Although Detroit Edison’s bond
ratings remain unchanged. Standard &
Poor's revised its evaluation of the
company’s rating outlook from “stable
to “negative” because of the credit
agency's perception of increased risk in
the electric utility industry

COMPANY TAKES ADYANTAGE

OF LOWER INTEREST RATES

Nearly $2.2 billion in outstanding debt
was retired during 1993, Detroit Edison
realized significant savings by the carh
redemption of bonds with higher
interest rates and corresponding issu
ance of nearly $1.8 billhon in new
securitics at lower interest rates. Interest
expense dropped 16 percent to

$325 million in 1993, from $389 million
in 1992 Over the last five vears, the
company's cost of long-term debt has
decreased steadily to an average of

T4 percent in 1993, from 9.5 percent in
1989, Further reductions - although not
as dramatic - are expected il interest
rates remain at the lower levels
COMMON STOCK PRICE

CLOSES YEAR AT 30

After reaching a 1993 high of 3745 per
share, the company's common stock
closed the year at 30 per share, just
above its 1993 low of 297 Several
factors influenced the recent stock price
decline. They include analysts” evalua
tions of Detroit Edison and other
clectric utilities in an increasingly
competitive market, as well as anticipa
tion of the 1994 Michigan Public Service
Commission rate-reduction order and
reaction to the Christmas Day 1993
turbine-generator equipment failure at
the company's Fermi 2 nuclear power
plant. The Fermi 2 incident is described
more fully on pages 1, 23 and 36 of this
report, The marketto-book ratio at
year<nd 1993 was 134 percent, down
from 155 percent a vear ago
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REPORT OF MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL STATEMENTS

THE DETROIT EDISON COMPANY AND SUBSIDIARY COMPANIES

The consolidated financial statements of The Detroit Edison
Company and subsidiary companies have been prepared by
management in conformity with generally accepted account
ing principles, based upon currently available facts and
circumstances and management's best estimates and judg-
ments of known conditions. It is the responsibility of
management (6 assure the integrity and objectivity of such
financial statements and to assure that these statements fairly
report the Company's financial position and the results of its
operations

To meet this responsibility, management maintains a high
standard of record keeping and an effective system of internal
controls, inciuding an extensive program of internal audits,
written administrative policies and procedures, and programs
to assure the selection and training of qualified personnel
These financial statements have been audited by the
Company's independent accountants, Price Waterhouse,
whose report appears on this page. Their audit was con-
ducted in accordance with generally accepted auditing
standards. Such standards include the evaluation of internal
accounting controls to establish a basis for developing the
scope of the audit, as well as such other procedures they

REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Shareholders of
'he Detroit Edison Company

In our opinion. the consolidated financial statements appearing
on pages 17 through 33 of this report present fairly, in all
materidl respects, the financial position of The Detroit Edison
Company and its subsidiary companies at December 31, 1993
and 1992, and the results of their operations and their cash
flows for each of the three vears in the period ended Decem-
ber 311993, in contormity with generally accepted accounting
principles. These financial statements are the responsibility of
the Company's management; our responsibility is (o express an
opinion on these financial statements based on our audits. We
conducted our audits of these statements in accordance with
generally accepted auditing standards which require that we
plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material
misstatement. An audit includes esamining, on a test basis,

deem necessary for expressing an opinion as to whether the
financial statements are presented fairly

The Board of Directors, through its Audit Committee consist-
ing solely of outside directors, meets with Price Waterhouse,
representatives of management and the Company's internal
auditors to review the activities of each and to discuss
accounting, auditing and financial matters and the carrying
out of responsibilities and duties of cach group. Price
Waterhouse has full and free access to meet with the Audit
Committee to discuss its audit results and opinions, without
management representatives present, to allow for complete
independence

Larry G. Garberding
Executive Vioe President
and Chiel Financial Officer

bty & s

e

John E. Lobbia
Chittrman of the Board
and Chief Executive Officer

Price Waterhouse ”

200 RENAISSANCE CENTER
DETROIT. MICHIGAN 48243
January 24, 1994

evidence supporting the amounts and disclostres in the
financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating
the overall financial statement presentation. We believe that
our audits provide a reasonable basis for the opinion ex
pressed above

As discussed in Note 6 and Note 13 to the consolidated
financial statements, the Company adopted Statement of
Financial Accounting Standards No. 109, “Accounting for
Income Taxes” and Statement of Financial Accounting Stan-
dards No. 106, “Employers' Accounting for Postretirement
Benefits Other Than Pensions,” effe _tive January 1, 1993

A ,
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‘C()NS()LIDA'I’BD STATEMENT OF INCOME oz i s

THE DETROFT EDISON COMPANY AND SUBSMDIARY € OMPANTES

Operating Revenues
Electric - System
Electric - Interconnection
Steam

Total Operating Revenues

Operating Expenses
Operation
Fuel
Purchased power
Other operation
Maintenance
Depreciation and amortization
Deferred Fermi 2 depreciation and imortization
Amortization of deferred Fermi 2 depreciation and return
Taxes other than income
Income taxes

Total Operating Expenses
Operating Income

Other Income and Deductions
Allowance for other funds used during construction
Deferred Fermi 2 return
Other income and deductions
Income taxes
Accretion income
Income taxes - disallowed plant costs and accretion income

Net Other Income and Deductions
Income Before Interest Charges

Interest Charges
Long-term debt
Amortization of debt discount, premium and expense
Other
Allowance for borrowed funds used during construction (credit)

Net Interest Charges

Net Income
Preferred ;u_\d Preference Stogfk Dividend Requirements

Earnings for Common Stock
Common Shares Outstanding ~ Average

Earnings Per Share

Year Ended December 31

1993 1992 1991
$3,467.357 $3.472,583 $3.458 871
60,363 58,447 105,399
27,491 27113 27,267
$3.555,211 $4.558,143 $3.591,537
$ 750,127 § 704.371 $ T38.467
91,747 126,101 133,498
604,882 348,520 567,275
251,149 262,803 289.670
432,512 423,407 412.253
(8,959) (14.984) (27,583)
30,888 - -
201,449 252,011 243,122
297 469 302,758 270,937
$2,711,264 §2,604,987 $2.647.639

§ 843947

R =

2,055
(24.961)

8,594

44,130
(14,062)

$ 15,756

S 859,703

S 325,194
9,114
4,928

(1,436)

S 337,800

$ 521,903
30,837

S 491,066
147,031,446
$3.34

$ 953,156

o

1.363
13,785
(21,179)
7108
45,095
(15.576)

$ 31,196
$ 984,352

§ 388,580
3,952
5169

(1,396)

$ 3‘)().5()5

$ SRB.047
430,498

$ 557.549
146,998,185
$3.79

§ 943,898

S 1.459
47 560
(34.074)
12,215
47,208
(0.480)

S (1'.98-{
$1.011.882

$ 437337
4,467
4,233
(2,192)

o

443,845

$ 568.037
32,832

$ 535,205
146,945,932
$3.64

(See accompanying Notes to Consolidated Financial Statements.)
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CONSOLIDATED BALANCE SHEET o 1 o sisis)

FHE DETROIT EDISON COMPANY AND SUBNIDIARY COMPANIES

ASSETS

Utility Properties
Plant in scrvice
Electric
Steam

Less: Accumulated depreciation and amortization

Construction work in progress
Net utility properties

Property under capital leases (less accumulated amortization
of $101.381 and $127,393, respectively)

Nuclear fuel under capital lease (less accumulated amortization
of $374,405 and $290, 154, respectively)

Net property under capital leases

Total owned and leased properties

Other Property and Investments
Nop-utility property
Investments and special funds
Nuclear decommissioning trust funds

Current Assets
Cash and temporary cash investments

Customer accounts receivable and unbilled revenues (less allowance

for uncollectible accounts of $34,000 and $32.000, respectively)
Other accounts reccivable
Inventories (at average cost)
Fuel
Materials and supplies
Prepayments

Deferred Debits
Unamortized debt expense
Unamortized loss on reacquired debt
Recoverable income taxes
Other postretirement bencfits
Fermi 2 phase-in plan
Fermi 2 deferred amortization
Other

Total

December 31

S 8,490,334

160230
§ 8,650,564

S 154,837
184,083
S 338,920
$ 8989484

$ 10,053
15,914

. 29929
S 55,896

$  11,0m

195,319
26,619

129,024
165,187
10,914

§ 538,134

$ 45,396
124,567
771,277

48,508
475,592
44,794
41,171

§ 1,551,365

$11,134,879

1993 1992
$12,557,267 $12,199.718
70948 i 08,226
$12,628,215 $12,267 944
(4,137,881)  (3.784.843)

$ 8,483,101
134,637

$ 8617738

$ 170,690

128727
§ 67
$ 9,014,155

$ 10,191
16,535
24,583

$ 51309

) 9,414

206,052
24,372

159 288
177,749
9.650

$ 586,525

S 48,132
30,568

500,480
45,835
36,057

$ 0657.072

$10,309 061

(See accompanying Notes to Consolidated Financial Statements.)
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CONSOLIDATED BALANCE SHEF]

December

1993

LIABILITIES

Capitalization
Common stock S par value . 400 000 OO0 share
147.016,691 shares outstanding, respecti
I'e \5\1\ uvely, reserved for conversion of p rred stock
Premium on common stock
Common SLOCK CXPCense

Retained

carnings uscd in the business
fotal common sharcholders' equiry
Cumulative nreferred stock - $100 par value, 6,747,484 shares authorized

5 009 419 and 32,006 562

shares tstanding. respectively (1,559 827 shares unissucd)
Redeemable soiely at the option of the Company
Subject to mandatory redemption

Cumulative preference stock = 81 par value, 30,000,000 shares authorized, 2,200,000 shares

outstanding at December 31, 1992 (30 0040 000 and 27 800 000 shares unissued, respectivel

Redeemable soleiy at the option of the ompan

Long-term debt
fotal Capitalization

Other Non-Current Liabilities
Obhigations under « J[‘Jf,\] ICASES
Other postretirement benefits

Other

Current Liabilities

Deferred Credits
umuiated doelerred

ted deterred

Commitments and Contingencies (N

Total




CONSOLIDATED STATEMENT OF CASH FLOWS /oriue 1 orsivns

THE DETROT EDISON COMPANY AND SUBSIDIARY COMPANIES

Operating Activities
Net Income
Adjustments to reconcile net income to net cash from
operating activities:
Accretion income
Depreciation and amortization
Deferred Fermi 2 depreciation, amortization and return - net
Deterred income taxes and investment tax credit - net
Fermi 2 refueling outage - net
Other
Changes in current assets and liabilities.
Customer accounts receivable and unbilled revenues
Other accounts receivable
Inventories
Accounts payable
Taxes payable
Interest payable
Other

Net cash from operating activities

Investing Activities

Year Ended December 31

1993 1992 1991

S 521,903 § S88.047 $ S68.047
(44,130) (45.695) (47.208)
432,512 423407 412,253
21,929 (28,7693 (75, 149)
85.574 132,179 116,778
17,856 (6,084) (10.998)
32,367 6,714 34,241
10,733 9.068 (29.186)
(2,247) 17 815 (8,791
33,839 5,239 6.066
21,364 24.930) 8,773
(6,499) (8.109) (1,595)
(19,769) (15.199) (7.570)
3535 9807 (13451

$ 1,140,782  $1003490  $ 952110

Plant and equipment expenditures S (398,809) $ (415,937) $(272,12D)
Changes in current assets and liabilities 10,225 (7.897) 3.157
Other v - (25,152) (3,049 (11.673)
Net cash used for investing activities S (413.736) $ (126.883) $(280.657)
Financing Activities
Sale of cumulative preferred stock S 200,000 $ - $ -
Sale of general and refunding mortgage bonds 1,510,000 350,000 —
Funds received from Trustees: Installment sales contracts and
loan agreements 76,510 348,900 159,301
Increase (decrease) in short-term borrowings 109,210 (9.000) 37,994
Redemption of long-term debt (2,024,289) (957,859) (658.129)
Redemption of preferred and preference stock (164,158) (22,005) 22.500)
Premiums on reacquired long-term debt and preferred and preference stock (81,453) (16,550) (14,03%)
Dividends on common. preferred and preference stock (330,792) (318.349) (305.893)
Other (20,417) (9,225) (7,296)
Net cash used for financing activities S (725,389) $ (634.034) $(B10,558)
Net Increase (Decrease) in Cash and Temporary Cash Investments $ 1,657 $ 2573 $(139,105)
Cash and Temporary Cash Investments at Beginning of the Period 9,414 6,841 145,940
Cash and Temporary Cash Investments at End of the Period S 11,071 S 9414 $ 684l
Supplementary Cash Flow Information
Interest paid (excluding interest capitalized) S 346,542 $ 406571 $ 445.350
Income taxes paid 233,542 178.786 141,839
New capital lease obligations 36.606 39,320 79002

For purposes of the consolidated financial statements, the Company considers investments purchased with a maturity of three months

or less to be temporary cash investments

(See accompanying Notes to Consolidated Financial Statements )
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'C()NS()I,II)A'I'I-II) STATEMENT OF COMMON SHAREHOLDERS' EQUITY wousas i twoesarns)

THE DETROIT EDISON COMPANY AND SUBSIDIARY COMPANIES

Premium Retained
Common Stock on Common Earnings
$10 Par Common Stock Used in the
Shares Value Stock Expense Business
Balance at December 31, 1990 146,921,695  $1.409.217  §552.985 $(47,766) $ 014,010
Issuance of common stock on conversion of
convertible cumulative preferred stock,
5% series 61,428 614 178 (24)
Expense associated with an increase in
authorized number of shares of common stock (360)
Expense associated with peeferred and
preference stock redeemed (623)
Net income 508,037
Cash dividends declared
Common stock - $1.88 per share (276,271)
Cumulative preferred and preference stock® (32,731)
Balance at December 31, 1991 146,983,123  §1,469.831 §553.463 $(48,150) $ B72428
Issuance of common stock on conversion of
convertible cumulative prefeered stock,
5'.% series 33,508 3306 261 (13)
Expense associated with preferred and
preference stock redeemed (847)
Net income 588,047
Cash dividends declared
Common stock - $1.98 per share (291,066)
Cumulative preferred and preference stock® (30,403)
Balance at December 31, 1992 147,016,691  $1.470.167  $553,724 $(48.163) $1.138,159
Issuance of common stock on conversion of
convertible cumulative preferred stock,
51% seies 31,227 312 242 (12)
Expense associated with preferred and
preference stock redeemed (6,634)
Net income 521,903
Cash dividends declared
Common stock - $2.06 per share (302.894)
Cumulative preferred and preference stock” (30.849)
Balance at December 31, 1993 147047918 81470479 8553966  $(48.175)  $1,319.685
*At established rate for each series.
(See accompany. g Notes to Consolidated Financial Statements.)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

THE DETROIT EDISON COMPANY AND SUBSIDIARY COMPANIES

decontamination and debris removal costs and repair and/or
replacement of property. Under the NML and NEIL pohicies,
the Company could be liable for maximum retrospective
assessments of up to approximately $21 million per loss if
any one loss should exceed the accumulated funds available
to NML or NEIL. An additional $800 million of ¢xcess
coverage is provided by ANI for which the Company pays an
annual premium and is not liable for retrospective
assessments. Accordingly. the combined limits provide total
property damage insurance of $2.7 billion.

The Company maintains an insurance policy with NEIL
providing for extra expenses, including certain replacement
power costs necessitated by Fermi 2's unavailability due to an
insurcd event. This policy, which has a 21-week waiting
period. provides for three years of coverage

As required by federal law, the Company maintains 8200
mitfion of public liability insurance for a nuclear incident.
Further. under the Price-Anderson Amendments Act of 1988,
deferred premium charges of $75.5 million could be levied
against ¢ach licensed nuclear facility, but not more than $10
million per year per facility. On December 31, 1993, there
were 116 licensed nuclear facilities in the United States,
Thus. deferred premium charges in the aggregate amount of
approximateiy $¥ 8 billion could be levied against all owners
of licensed nuclear facilities in the event of 4 nuclear
incident. Accordingly. public liability for a single nuclear
incident is currently limited to approximately 89 billion,

DECOMMISSIONING - The MPSC and FERC regulate the
recovery of costs of decommissioning nuclear power plants
A January 1987 MPSC order authorized the establishment of
a $100 million external trust fund (in 1987 dollars) to
finance the decommissioning of Fermi 2 when iis operating
license expires in the year 2025, The order approves a
decommissioning surcharge on customer bills under which
the Company is collecting approximately $3 million
annually, with a like amount charged to operations through
depreciation expense. The FERC has approved the recovery
of decommissioning expense in base rates. most recently in
its June 1993 order At December 31, 1993, the Company
had a reserve of $24 million, which is included in
accumulated depreciation and amortization in the
Consolidated Balance Sheet, for the future decommissioning
of Fermi 2, with a like amount deposited in external trust
funds

The NRC has jurisdiction over the decommissioning of
nuclear power plants. An NRC rule requires
decommissioning funding based upon a site-specific estimate
or a predetermined NRC formula. Using the NRC's formula,
the Company estimates that the cost of decommissioning
Fermi 2 is $471.3 million (in 1993 dollars). The January 21,
1994 MPSC rate order includes an increase in rates for the
decommissioning of Fermi 2 which the Company believes
will be adequate to fund the estimated cost of
decommissioning using the NRC formula. See Note 3

The Company also has a reserve of $13.5 million al

December 31,1993, which is included in other deferred
creclits in the Consolidated Balance Sheet, tor the future
decommissioning of Fermi 1, an experimental nuclear unit on
the Fermi 2 site that has been shut down since 1972 At
Diecember 31, 1993, 859 million of this reserve was
deposited in an external trust fund for the future pavment of
decommissioning costs, which are estimated at $17 7 million
(in 1993 dollars).

The Energy Act provided for a fund to be established for
the decommissioning and decontamination of existing United
States Department of Energy ("DOE™) uranium enrichment
facilities. Utilities with nuclear units are required to pay for a
portion of the cost by making annual payments into the fund
over a 15 yvear period. The law directs state regulators to
treat these payments as a necessary and reasonable cost of
fuel and, accordingly, the Company has recorded a regulatory
asset and liability in the Consolidated Balance Sheet to reflect
these costs, In 1993, the Company began making annual
paymentis of $1,050,000.

NUCLEAR FUEL DISPOSAL COSTS ~ The Company has a
contract with the DOE for the future storage and disposal of
spent nuclear fuel from Fermi 2. Under the terms of the
contract, the Company makes quarterly pavments to the
DOE based upon a fee of 1 mill per kilowatthour applied to
the Ferni 2 electricity generated and sold, The spent nuclear
fuel disposal cost is included as a component of the
Company's nuclear fuel expense. The DOE has stated that it
will be unable to store spent nuclear fuel at a permanent
repository until after 2010, However, the DOE and utilities
with nuciear units are pursuing other interim storage
options. The Company estimates that existing temporary
storage capacity at Fermi 2 will be sufficient until the year
2000, or until 2015 with the expansion of such storage
capacity.

Nott 3~ RATE MATTERS

The Company is subject to the primary regulatory
jurisdiction of the MPSC, which, from time to time, issues
its orders pertaining to the Company's conditions of service,
rates and recovery of certain costs including the costs of
generating facilities. MPSC orders issued in April 19806,
December 1988 and on January 21, 1994 are currently in
cffect with respect to the Company's rates and certain other
revenue and operating-related matters.

During the period 19881993, excluding surcharges, the
Company was granted base rate increases aggregating $433.8
million and other rate changes totaling $68.3 million under
the Fermi 2 rate phase-in plan. Also, see Note | for a
discussion of Deferred Fermi 2 Depreciation and Return and
Deferred Fermi 2 Amortization

The Company had pending before the MPSC an
application, as amended, requesting an increase in rates in
the annual amount of $113 million based upon a 1994 test
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year and 4 12.5% return on common equity. with common
cquity at 43.4% of total capitatization

On January 21, 1994, the MPSC issued an order reducing
the Company's rates in the amount of $78 muflion anoually
The rate reduction was determined by using a 1994 test vear
and an overall rate of return of 7.66%, incorporating an 11%
return on common equity and a capital structure comprised
of 40% common equity, 55.01% long-term debt and 4.99%
preferred stock. The MPSC order includes the recovery of (1)
increased Fermi 2 decommissioning costs of $28 1 million
annually, which includes the recovery of fow level radioactive
waste disposal, (2) full recovery of 1994 other postretirement
benefit costs plus recovery and amortization of the 1993
deferred cost over 19 years (see Note 13),(3) costs
associated with the return to rate base of Greenwood Unit
No. 1 (%) Fermi 2 phase-in plan revenue requirements of
$70.8 million in 1994 and (5) costs associated with a three-
vear $41.5 million (87.6 million in 1994, $14.9 million in
1995 and $19 million in 1996) demand-side management
program. The order is effective for service rendered on and
after January 22, 1994,

In approving an increased nuclear decommissioning
surcharge, the MPSC provided for three-year reporting of
nuclear deconmmissioning Costs

The January 1994 MPSC order recognized the need for
industrial customers to become or remain competitive and,
accordingly, confirmed the continuation of an interruptible
rate for industrial customers, commonly known as R-10
Under this rate. the 400 MW currently available was
increased such that 525 MW and 650 MW will be available
with incentive pricing in 1994 and 1995, respectively. In
addition, the order noted that sharcholders would absorb
revenue losses associated with the additional 250 MW being
made available under this rate. The annual cost for the
discount associated with the R-10 rate is estimated to be 85
million for cach 125 MW

Also, in keeping with the MPSC's recognition of the need
for industrial customers to be competitive, the rate reduction
is 1o be allocated among the vanous classes of customers
approximately as follows

Industrial $43 million
Commercial 824 million
Residential $10 million

Governmental $ 1 million

The January 1994 MPSC order did not make an adjustment
for cither the increase in income tax expense due to an
increase in the corporate federal income tax rate from 34% to
35% or the possible change in Michigan tax expense as a
result of enacted legistation providing alternative state and
local tax plans to finance public education in Michigan
beginning with the 1994-1995 school fiscal vear

A December 1988 MPSC order approved a settlement
agreement among the Company. MPSC Staff, Michigan
Attorney General and other intervenors, which together with
a previous April 1986 MPSC order. among other things,

suspended the Power Supply Cost Recovery ("PSCR™) Clause
for the four-vear period ending December 31,1992 and
provided for a five-year moratorium on base rate changes
through December 31, 1993

In addition. for the period January 1989 through
December 2003, the December 1988 MPSC order established
(1) a cap on Fermi 2 capital additions of $2% million per vear.
in 1988 dollars adjusted by the Consumers Price Index
(“CPI"). cumulative, (2) a cap on Fermi 2 non-fuel operation
and maintenance expenses adjusted by the CPLand (3) a
capacity factor performance standard based on a three-vear
rolling average commencing in 1991, For a capital
investment of $200 million or more (in 1988 dollars adjusted
by the CPD, the Company must obtain prior MPSC approval
to be included in rate base. See Note |- Regulation

Under the cap on Fermi 2 capital expenditures, the
cumulative amount available totals 844 million (in 1993
dollars) at December 31,1993 Under the cap on non-fuel
operation and maintenance expenses, the cumulative amount
available totals $47 million (in 1993 dollars) at December 51,
1993

Under the capacity factor performance standard, effective
January 1, 1993, a disallowance of net incremental
replacement power cost will be imposed for the amount by
which the Fermi 2 three-year rolling average capacity factor is
less than the greater of either the average of the top 50% of
1.8, boiling water reactors or 50%. For purposes of the
capacity factor performance standard. the capacity for Fermi
2 for the period 1989-1993 shall be 1,093 MW and 1,139 MW
for cach year thereafier until December 31, 2003, The plant's
capacity factor was 86.5%, 76.6% and 64.6% during 1993,
1992 and 1991, respectively, or a three-vear rolling average of
75.9%. The 1993 three-year rolling average capacity factor for
the top 50% of US boiling water reactors is estimated at
=7 Therefore, the capacity factor disallowance for 1993 is
estimated to be approximately $600.000 which was
expensed in 1993

As discussed in Note 2, on December 25, 1993, Fermi 2
experienced a forced outage. As a result, the three-year
rolling average capacity factor will be unfavorably affected in
1994, 1995 and 1996. The Company will utilize the
insurance procecds from its extra expense and business
interruption policy, which includes replacement power. to
substantially offset any capacity factor disallowance that may
be imposed in 1994, 1995 and 1996

In accordance with December 1988 and April 1986 MPSC
rate orders, ratemaking treatment of the Company’'s Fermi 2
project costs of $4 858 billion is as follows: (1) $3.018 billion
in rate base with recovery and return, (2) $300 million
amortized over 10 yvears with no return, (3) $513 million
amortized over 19 years with associated interest of 8% and
(4) $1.027 biltion disallowed and written off by the Company
in 1988,

At December 31, 1993, the Company's net plant
investment in Fermi 2 was $3.2 billion (839 billion less
accumulated depreciation and amortization of $0.7 billion)
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NOTE O = INCOME TAXES




Components of income taxes were applicable to the
following,

19493 1092 1991
( Thousands)
Operating expenses
Current $243480 3204340 $179.736
Deferred - net
Borrowed funds component
of AFUDC (1,081) (1,081) (1.081)
Depreciation and amortization 74,507 70,804 72814
Property taxes (9.590) 3952 (3,822)
Alternative minimum tix 28,174 500587 -
Fermi 2 capitalized labor and
expenses (1.692) (1.692) (1,692)
Indirect consiruction costs (1,268)  (1,2068) (1,268)
Uncollectible accounts ("00)  (3.000)  (4,420)
Contributions in aid of
construction (3,756)  (4877) (3.548)
Fermi 2 refueling outage (6,136) 2068 3740
Michigan Single Business Tax (29) - 6,324
Shareholder value improvement
plan 559 (2,256) (2899)
PSCR property tax refund - 30 5,503
Coal contract buyouts (Latl)  (1.918) (773)
Injuries and damages (5 855) - -
Steam purchuse reserve (3.850) - ~
Employe reorganization expenses (4,200} -
Pensions and benefits 4,925 3.708 (1,366)
Other (441) 173 500

68216 115180 08,132

Investment tax credit — net

Ctilized 250 (417 36,408
Amortized (14,477)  (16,351)  (13,339)
(14,227)  (106,708) 23,069

Totul 297 404 502,758 270,937

Other income and deductions

Current (7.712) (5.464)  (11.188)
Deferred — net (RH2) (1.644) (1,027)
Toral (8.594) (7,108)  (12,215)

Disallowed plant costs and
aceretion income

Current (18.405)  (19.835)  (20,12%)
Deferved - net
Disallowed plant costs 17 863 19874 20,135
Aceretion income 14604 15,537 16,08}
TInvestment tax credit L. - - (9.611)
Total 14,062 15570 6,480

Total income taxes $302987  $311.220  §265.202

The Fermi 2 phase-in plan required the Company (0
record additional deferred income tax expense related to
deferred depreciation totaling $33.5 million, with this
amount amortized to income over the six-year period ending
December 31, 1998,

As authorized by the MPSC, deferred income taxes are
recorded for tax credits generated under the Alternative
Minimum Tax CAMT") system created by the federal Tax
Reform Act of 1986, These deferred income taxes are
amortized at such time as the AMT credits are used on the

Company’s federal income tax return. 1t is estimated that
$28 2 million of AMT credits will be used to reduce the
Company's 1993 federal income taxes currently pavable:
therefore, an equal amount was amortized to deferred
income tax expense in 1993, At December 31, 1993, the
Company had no AMT credit carryforward

Effective January 1, 1993, the Company adopted SFAS No.
109, "Accounting for Income Taxes™. SFAS No. 109 requires
an asset and liability approach for financial accounting and
reporting for income taxes. At January 1, 1993, the Company
recorded an increase in accumulated deferred income tax
liabilities of $740 million representing (a) the tax effect of
temporary difterences not previously recognized and (b) the
recomputing of its tax liability at the current tax rate. The
liability increase was offset by a regulatory asset of equal
value, titled “Recoverable Income Taxes™ in the Consolidated
Balance Sheet. This regulatory asset represents the future
revenue recovery from customers for these taxes as they
become payable. with no effect on net income. In addition,
SFAS No. 109 required the Company to reclassify $63.0
million and $74.4 million to current accumulated deferred
income tax liabilities at December 31,1993 and 1992,
respectively, for those deferred tax amounts that relate to
current assets or liabilities.

In August 1993, President Clinton signed into law the
Omnibus Budget Reconciliation Act of 1993, which provides
for, among other things, an increase in the federal corporate
income tax rate from 34% to 33% retroactive to January 1,
1993, As a result of the increase in the income tax rate, the
Company recorded (1) an increase of $88.1 million in
accumulated deferred income tax liabilities, offset by a
corresponding increase i “Recoverable Income Taxes” and
(2) an increase of $10.4 million in income tax expense

At December 31, 1993, "Recoverable Income Taxes”
totaled $771.3 million (deferrals of $828.1 million less
amortization of $56.8 million)

Deferred income tax assets (labilities) are comprised of
the following at December 31, 1993

( Thousarids)

Praperty $02,021,358)
Fermi 2 deferred depreciation and return (207.724)
Property taxes (74,620)
Investment tax eredit 195,000
Other 59.199

5( 2,049,509

Deferred income tax liabilities $02.590.0 )
Deferred income tax assets 540,555

S$02.049 500)

In 1993 the MPSC issued an order. in a generic
proceeding, authorizing accounting procedures consistent
with SFAS No. 109 and providing assurance that the efiects of
previously flowed-through tax benefits will continue to be
allowed rate recovery
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The federal income tax returns of the Company are settled
through the year 1986 The Company believes that adequate
provisions for federal income taxes have been made through
December 31, 1993

NoTE 7 = COMMON STOCK AND CUMULATIVE
PREFERRED AND PREFERENCE STOCK

At December 31, the outstanding Cumulative Preferred
Stock redeemable solely at the option of the Company was.

Date of
Issuance 1993 1992
{ Thousands}
Cumulative Preferred Stock
5% Convertble Series, 59,419
and 64,982 shares, respectively — Oct 1967 8 5042 8 6,498
9 327% Series, 499,080 shares
tredeemed May 1993) Oct. 1970 - 49,908
T.08% Series, 500,000 shares Mar. 1971 50,000 30,000
T 459 Series, 600,000 shares Nov. 1971 60,000 60,000
7.30% Series, 750,000 shares Dec. 1972 75,600 75,000
7T Series, 1,500,600 shares Feb. 1993 156,000 -
774% Series, 500,000 shares Apr. 1993 50,000 -
Preferred stock expense (10,259) (4.047)
Total Cumulative Preferred Stock $380.683  $236,739

The Convertible Cumulative Preferred Stock, 5 1/2%
Series, is convertible by the holder into Common Stock. The
conversion price was $17.79 per share at December 31,
1993, The number of shares converted during 1993, 1992
and 1991 was 5563, 5,978 and 10,937, respectively. The
number of shares of Common Stock reserved for issuance
upon cenversion and the conversion price are subject 1o
further adjustment in certain events. This Series may be
redeemed at any time in whole or in part at the option of the
Company at $100 per share, plus accrued dividends.

The Company’s 7.08% Series. 7 45% Series and 7.36%
series Cumulative Preferred Stock are redeemable solely at
the option of the Company at a per share redemption price
of 8101, plus accrued dividends.

On February 25,1993 and April 28, 1993, the Company
issued 1,500,000 shares and 500,000 shares of its Cumulative
Preferred Stock (8100 par value), 7.75% Series and 7. 74%
Series, respectively. These shares of each series were offered
to the public as Depositary Shares, with each such
Depositary Share representing a 174 interest in a share of the
7.75% and T.74% Cumulative Preferred Stock. A bank was
appointed to serve as Depositary. The Company's 7 75%,
Series and 7.74% Series Cumulative Preferred Stock are
redeemable solely at the option of the Company at a per
share redemption price of $100 (equivalent 1o 325 per
Depositary Share), plus accrued dividends, on and after April
15, 1998 and July 15, 1998, respectively

Apart from MPSC approval and the requirement that

common, preferred and preference stock be sold for at least
par value, there are no legal restrictions on the issuance of
additional authorized shares of such stock.

In addition, the Company redeemed the following series
of Cumulative Preferred and Preference Stock during 1993

Shares Par Redemption  Redemption
Redeemed Value Date Price

Preferred Stock

G 72% Seric H0 000 s100 1-15-93 S100

9.7 25, Series 240,000 106 3-26-93 102.90

Y 60% Series 292500 10 3-26-93 104

9.32% Sertes 499 (080 106 5-2893% 101
Preference Stocs

$2.75 B Series 200,000 I 1-15-93 25

82 28 Series 2.000.000 | 3-26-93 25.2%

At December 31, 1993, there was no outstanding
Cumulative Preferred and Preference Stock subject to
mandatory redemption.

NOTE 8 — SHORT-TERM CREDIT ARRANGEMENTS
AND BORROWINGS

As described below, at December 31, 1993, the Company
had total shortterm credit arrangements of approximately
3389 million under which $138.2 million of borrowings
were outstanding,

The Company had bank lines of credit of $200 million, all
of which had commitment fees in licu of compensating
balances. Commitment fees incurred in 1993 for bank lines
of credit were approximately $0.3 million. The Company
uses bank lines of credit to support the issuance of
commercial paper and bank loans. All borrowings are at
prevading money market rates which are below the banks
prime lending rates,

On May 26, 1993, FERC issued its order authorizing the
continaation of the Company’s $1 billion of short-term
borrowing authority. This authority will be in effect through
May 31, 1995

The Company has a nuclear fuel financing arrangement
(heat purchase contract) with Renaissance Energy Company
(“Renaissance”), an unafSliated company. Renaissance may
issue commercial paper orrow from participating banks
on the basis of promissor, aotes. To the extent the
maximum amount of funds available to Renaissance
(currently $400 million) is not needed by Renaissance to
purchase nuclear tuel. such funds may be loaned to the
Company for general corporate purposes pursuant 1o a
separate Loan Agreement. At December 31, 1993,
approximately $ 189 million was available to the Company
under such Loan Agreement. Sec Note 9 for a discussion of
the Company's heat purchase contract with Renaissance
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Note 9 — LEASES

Future minimum lease pavments under longterm
noncancellable leases, consisting of nuclear fuel (8238
million computed on a projected units of production basis),
lake vessels (854 million), locomotives and coal cars (3163
milhion), office space (830 million) and computers, vehicles
and other cquipment (819 million) at December 31, 1993
are as follows:

(Millions) (Millions)
1994 80! 1= $ 63
1995 14 1998 4l
1996 79 Remuning vears 146
Toul 8504

The Company has a heat purchase contract with
Renaissance which provides for the purchase by Renaissance
for the Company of up to $400 million of nuclear fuel,
subject to the continued availability of funds to Renaissance
to purchase such fuel. Title to the auclear fuel is held by
Remaissance. The Company makes quarterly payments under
the heat purchase contract based on the consumption of
nuclear fuel for the generation of electricity. Renaissance's
investment in nuclear fuel was $184 million and $226 million
at December 31, 1993 and 1992, respectively. The decrease
in 1993 from 1992 of §42 million includes additions of $36
million (purchases of $33 million and capitalized interest of
$3 million) less $78 million for the amortization of nuclear
fuel consumed in 1993

Under SFAS No. 71, amortization of leased assets is
modified so that the total of interest on the obligation and
amortization of the leased asset is equal to the rental expense
allowed for ratemaking purposes. For ratemaking purposes,
the MPSC has treated all leases as operating leases. Net
income is not affected by capitalization of leases

Rental expenses for both capital and operating leases were
$126 million (including $89 million for nuclear fuel). $108
million (including $70 million for nuclear fuel) and $106
million (including $67 million for nuclear fuet) for 1993, 1992
and 1991, respectively.

Nore 10 — LONG-TERM DEBT

The Company s 1924 Mortgage and Deed of Trust
(“Mortgage ™), the lien of which covers substantially all of
the Company's properties. provides for the issuance of
additional bonds. At December 31, 1993, approximately
$2.9 billion principal amount of Mortgage Bonds could have
been issued on the basis of property additions. combined
with an earnings test provision, assuming an interest rate of

7.53% on any such additional Mortgage Bonds. An additiona!
$1.1 billion principal amount of Mortgage Bonds could have
been issueid on the basis of bond retirements. The Mortgage
originally provided for an October 2024 expiration date,
Over a period of time, 85% of the holders of all outstanding
Mortgage Bonds consented to the deletion of the expiration
date and accordingly, in April 1993, the Mortgage was
amended to delete the expiration date.

Longterm debt outstanding at December 31 was:

Interest
Rate 1993 1992
(Thousands)
General and Refunding
Morigage Bonds
Series R, due 12/1/96 6 % 8 100000 § 100,000
Series 8, due 10/108 64 150,000 150,000
Series ¥, due 12/15/00 K15 -~ 106,000
Series X, due 6/15/01 B - 100000
Series Y, due 11/15/01 T ~ 60,000
Series Z. due 1/15/03 T4 - 100,000
Series S8, due 3715496 10 - 40,000
1980 Series B, due 4147 12% - 26,850
1980 Series A, due 4/15/16 9% - 200,000
1986 Series C, due 12/15/16 94 - 200,000
1987 Series A, due 2/15/17 9 - 300,000
1987 Series B, due 4/15/97 87 - 175,000
1987 Series G, due 4/15/14 9V, - 225.000
1987 Series |, due 61593 0% - 200,000
1989 Series A, due 7/1/19 94 108,285 300,000
1990 Series A, due 3731720 7 904 169,533 175,812
1990 Series B, due 3/31/16 7004 218,868 228 384
1990 Series C, due 3/31/14 B.357 71,799 T5.218
1992 Series D, due 8/1/02
and R/1/22 7.629* 300,000 300 000
1992 Series E, due 12/15/49 6.83 50,000 50.000
1993 Series B, due 12/15/99 683 50,000 .
1993 Series €, dne 1715203
and 1/13/23 7.939* 225,006 -
1994 Series D, due 41799 645 100,000 -
1993 Series E, due 3/15/00,
317703 and 3/15/23 HR7TT* 400,000 -
1994 Series G, due 5/1497
and 5/1/01 5.921* 215,000 -
1993 Series H, due 7/15/28 3383 50,000 -
1993 Series |, due 673718 7.74 300,000 -
1993 Series K, due 8/15/33 4% 100,000 -
Less: Unamortized net
discount (2087} (10,324)
Amount due
within one vear (19.214) (235 864)
$2.717,184  $2.860.070
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Fierest

Rate 1995 19492
{ Thousands )
Tax Exempt Revenue Bond
Obligations
Secured by corresponding
amounts of General and
Refunding Mortgage Bonds
Installment Sales Contracis
due 671794 - W1/24 TASET 8 690§ 3TIRTS
Less. Unamortized net
discount (29%) (508)
Funds on deposit
with Trustee (160) {14%)
Amiount due
within one vear (435) (435)

$ 305552 8 370,984

Loan Aureements,
due T/15/08 - 81724 6. 75 § abT025 8 390515

Lnsecured

Installment Sales Contracts,

due 1210515 - 121719 9 1 § 200,560 8200 560
Loan Agreements,
due 471500 - 10/1/24 5.40* 8 50475 $ 61,550

$1,013412  $1.133.409
383059  $3.973.485

fotal Long-Term Debt

*Weighted average interest rate wt December 31, 1995
*Nartable rate wt December A1, 1994

In 1994, 1995, 1996, 1997 and 1998, long-term debt
maturitics consist of $20 million, $19 million. $119 million,
$ 144 million and $169 million, respectively

Note 1 = FAIR VALUE OF FINANCIAL INSTRUMENTS

The tollowing methods and assumptions were used to
estimate the fair value of each class of financial instruments
for which it is practicable to estimate that value

Cash and temporary cash investments/Short-term
borrowings

Fhe carrying amount approximates fair value because of the
short maturity of those instruments

Other investments

The fair value of the Company s other investments was not
estimated since they are not material and because some are
already recorded at fair value

Nuclear decommissioning trust funds

The fair value of the Company's nuclear decommissioning
trust funds is estimated based on guoted market prices for
the bonds and common stocks and carrying amount for the
cash equivalents

Sale of accounts receivable and unbilled revenues

The carrying amount approximates fair value because of the
short maturity of accounts receivable and unbilled revenues
pledged for sale.

Cumulative preferred/ preference stock

The fair value of the Company's preferred and preference
stock outstanding is estimated based on the quoted market
prices for the same or similar issues.

Long-term debt

The fair value of the Company’s fong-term debt is estimated
based on the quoted market prices for the same or similar
issues or on the current rates offered to the Company for
debt of the same remaining maturitics.

Customer surety deposits

Surety deposits, including interest as specificd by MPSC
regulation, are returned to customers. The carryving amount
approximates fair value

The estimated fair values of the Company's financial
instruments at December 31 are as follows:

1993 1992
Carrying Fair Carrying Fair
Amount Value Amount Value
( Thotsands )
Cash and temporary
cash mvestments § 1LOTE S 10T § 9414 & 9414
Other investments 2 B9 2 800 5.536 3530
Nuclear decommissioning
trust funds 29929 41,200 24,583 25 590
Sale of accounts
receivable and
unhilled revenues 200,000 200,000 200,000 200,000
Camulative preferred/
preference stock 390,942 390,154 453,056 §55,008
Long-term debt 3850405 4106216 42799382 44735490
Short-term borrowings 138,204 138,204 25,994 2K.999
Customer surety
deposits 10,819 10,519 9,803 G804

Nove 12 = CoOMMITMENTS AND CONTINGENCIES

COMMITMENTS - The Company has entered into purchase
commitments of approximately 8434 million at December
31,1993, The Company has also entered into substantial
longterm fuel supply and transportation comimitments,

The Company has an Energy Purchase Agreement
(“Agreement”) for the purchase of steam and clectricity from
the Detroit Resource Recovery Facility. Under the
Agreement. the Company will purchase steam through the
year 2008 and clectricity through June 30, 2024, Purchases
of steam and clectricity were $23.6 million for 1993 and
annual purchase commitments are  approximately $275
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million. $29 3 million. $32.5 million, $35.9 million and $37 1
million for 1994, 199%, 1996, 1997 aml 1998, respectively

See Note 4 for a discussion of buyback commitments to
MPPA related to the Belle River Power Plant

CONTINGENCIES - In 1986, the Michigan Attorney General
("AGT) and the Michigan Natural Resources Commission
filed a lawsuit against the Company and Consumers as co-
owners of Ludington. The Company is a 49% co-owner of
Ludington. The suit, which alleges violations of the
Michigan Environmental Protection Act and the common law
for claimed aquatic losses, seeks past damages (ncluding
mnterest) of approximately $ 148 million and future damages
(from the time of the filing of the lawsuit) in the amount of
approximately 889500 per day (of 'which 49% would be
appheable 1o the Company). In November 1990, the Court
granted the Company's motion seeking dismissal of the case
upon which the AG filed a claim of appeal. On September
21,1993, the Michigan Court of Appeals reversed the trial
court's dismissal of the AG's lawsuit and remanded the
matter to the lower court for trial. An application for leave
to appeal was filed with the Michigan Supreme Court,
Thercafter, on October 12, 1993, the Michigan Court of
Appeals issued a Notice of Rehearing, which was followed
by the issuance of an amended opinion on October 14,
1993 The amended opinion did not affect the reversal of
the trial court’s dismissal of the lawsuit. The appeal to the
Michigan Supreme Court remains pending.

In 1986, two environmental organizations requested FERC
to withdraw the Ludington license or provide some
mitigation for fish mortality. In April 1989, Consumers and
the Company were ordered by the FERC to install a
temporary barrier net around the plant to protect fish on an
interim basis until permanent measures could be developed
At this time, a net has been in aperation for five scasons and
the companies have proposed that it be utilized as part of the
permanent solution. The Company is unable to determine
what the total cost of the permanent measures will be,
however. pending a decision by the FERC, the companies
intend to continuge to operate the scasonal net at an estimated
annual cost of 3 million.

In January 1989 the Enviconmental Protection Agency
("EPA") issued an administrative order under the
Comprehensive Environmental Response, Compensation and
Liability Act ordering the Company and 23 other potentially
responsible parties ('PRPs”) to begin removal activities at the
Carter Industrials superfund site. On June 4, 1993, the
Consent Decree agreed to by the EPA. the US. Justice
Department, the Company and 11 other PRPs was entered by
the US District Court for the Eastern District of Michigan. Tt
inciuded a provision for the payment of past costs incurred
by the EPA of which the Company’s share was approximately
$1.3 million, paid in June 1993, The Company has recorded a
lability of $8.8 million, which amount was charged to other
operation expense in the Consolidated Statement of Income

in 19%9-1992, as its anticipated cost of the clean-up in 1994
1997 There is, however, the possibility that EPA may,
through subsequent proceedings. require a clean-up of the
sewer and sewer outfall emptying into the Detroit River

On August 4. 1993, the Company. along with
approxmmately 28 other parties, received a “Notice of
Demand” from the Michigan Department of Natural
Resources (" MDNR™), acting pursuant to & Michigan statute,
for all past ($142.000) and future costs incurred by the state
in performing response activities related to the Carter
Industrials site. In addition, the notice indicated the need to
conduct a PCBsediment sampling program at the sewer
outfall emptyving into the Detroit River In response to the
“Notice of Demand” the Carter Industrials Site Group (the
group, including the Company. of PRPs formed to jointly
remediate the Carter Industrials site) offered 1o pay a portion
of the past cost incurred by the MDNR, declined to commit
to pay future costs which the MDNR may incur and declined
to conduct the Detroit River sediment sampling and analysis
requested by the MDNR. At this time, it is impossible to
predict what impact, if any. this matter will have upon the
Company.

The Energy Act became effective in October 1992 While
the Company is unable to predict the ultimate impact of this
legisiation on its operations, the Company expects that, over
time, non-utility generation resources will be developed
which will result in greater competition for power sales.

In addition to the matters reported herein, the Company is
involved in litigation and environmental matters dealing with
the numerous aspects of its business operations. The
Company believes that such litigation and the matters
discussed above will not have @ material effect on its financial
position or results of operations,

See Notes 2 and 3 for a discussion of contingencies related
to Fermi 2

NotE 13 — EMPLOYES' RETIREMENT PLAN,
OTHER POSTRETIREMENT BENEFITS AND
OTHER POSTEMPLOYMENT BENEFITS

EMPLOYES' RETIREMENT PLAN - The Company has a
trusteed and non-contributory defined benefit retirement
plan (“Plan™) covering all eligible emploves who have
completed six months of service. The Plan provides
retirement benefits based on the employe’s years of benefit
service, average final compensation and age @t retirement
The Company’s policy is to tund pension cost caleulated
under the projected unit Credit actuarial cost method,
provided that this amount is at least equal to the mimmum
funding requirement of the Employee Retirement Income
Security Act of 1974, as amended, and is not greater than
the maximum amount deductible tor federal income tax
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purposes. The Company was operating under the Internal
Revenue Service full funding limitation and, theretore, did
not make a contribution to the Plan in 1991, Contributions
were made 1o the Plan totaling $23.7 million in 1992 and
$29.4 million in 1993,

Net pension cost included the following components:

1993 1942 1991
( Thousands)
Service cost - benefits earned
during the period § 22945 § 21604 § 18058
Interest cost on projected
benefit obligation 74,490 70511 65,487
Actual retarn on Plan assets (119.087) (56,208) (180,225)
Net deferral and amortization
Deferral of net gain (loss)
during cureent period 33,435 (25.528) 104,796
Aimortization of unrecognized
prior service cosl 3,297 2.776 1,164
Amortization of unrecognized
net asset resuling from
initial application (4,507) (4.507) (4,507)

Net pension cost § 10,023 $ 10688 § 4773

Assumptions used in determining net pension Cost are as
follow s

1993 1992 1991
Discount rate R.O% RO% R 5%
Annual increase in future compensation
levels 5.0 30 50
Expected long term rate of return on
Plan assets 95 95 95

The following reconciles the funded status of the Plan to
the amount recorded in the Company s Consolidated Balance
Sheet:

December 31

1993 1992
{ Thow sands)
Plan assets at fair value, primarily equity
and debt securities $1,059.775  §967,000
Less actuarial present value of benefit
abligation:
Accumitiated benefit obligation, including
vested henefits of $872.138 and
£703.430. respectively 892,761 R13.947
Increase in future compensation levels 152,279 137,066

Projected henefit obligation 1045040 951,013

Plan assets in excess of projected benefit

obligation 14,735 15087
Unrecognized net asset resulting from initial

application (37.795) (42,302)
Unrecognized net gain (7 A15) (12.804)
Unrecognized prior service cost 45518 35,450
Asset (Liability) recorded as Other Deferred Debits

(Credits) in the Consolidaied Balance Sheet $ 15043 8 (3.663)

Assumptions used in determining the projected benefit
obligation are as follows:

December 31

1993 1992
Discount rate 7.5% 8.0%
Annual increase in future compensation levels 43 50

The unrecognized net asset at date of initial application is
being amortized over approximately 15.4 years, which was
the average remaining service period of employes at January
1, 1987

In addition to the Plan, the Company has several
supplemental non-qualified. non-contributory, unfunded
retirement benefit plans for certain management employes.

OTHER POSTRETIREMENT BENEFITS ~ The Company
provides certain postretirement health care and life
insurance benefits for retired employes. Substantially all of
the Company's employes will become eligible for such
benefits if they reach retirement age while still working for
the Company. These bencfits are provided principally
through insurance companies and other organizations.

Effective January 1. 1993, the Company adopted the
provisions of SFAS No. 106, “Employers’ Accounting for
Postretirement Benefits Other Than Pensions™. The new
standard required the Company to change its accounting for
postretirement benefits from the pay-as-you-go (cash) basis to
the accrual of such benefits during the active service periods
of employes to the date they attain full eligibility for benefits.
The transition obligation at the time of adoption is being
amortized over 20 years. The Company's incremental cost
upon adoption of the new standard was $49 million for 1993
which is being deferred in accordance with the January 21,
1994 MPSC rate order See Note 3. Pursuant to a setitlement
agreement with sales for resale customers, recovery of the
FERC jurisdictional portion reduced the asset deferral for
1993 by $580.000.

Net other postretirement benefits cost for 1993 included
the following components:

{ Thousands)
Service cost — benefits earned during the period $15,312
Interest cost on accumulated postretirement henefit obligation 33,787
Actual return on assets (18)
Amortization of unrecognized transition obligation 21,685
Netother postretirement bene'™s cost £70,766
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The status at December 31, 1993 was as follows:

{ Thausands)
Actuarial present value of henelit abligation
Retirees $(242,787)
Fully eligible active participanis (63.933)
Other active participants (129,075)
Accumulated postretirement benefit obligation (437,795)
Less assets at fair value. primarily equity and debt securities 5%
Benefit obligation in excess of assets (437.196)
Unrecognized transition obligation 392.026
Parecognized net gain _,_'_‘.'i‘f’
Liability recorded as Other Non-Current Liabilities
in the Consolidated Balance Sheet § (48,507)

Assumptions used in determining net other postretirement
benefits cost for 1993 include a discount rate of 8%, an
increase in future compensation fevels of 5% annually and an
expected longterm rate of return on assets of 9.5%
Assumptions used in determining the accumulated benefit
obligation at December 31, 1993 include a discount rate of
7.5% and an increase in future compensation levels of 4.5%
annually. Benefit costs were calculated assuming health care
cost trend rates beginning at 13.4% for 1993 and decreasing
10 5.5% in 2008 and thereafter for persons under age 65 and
decreasing from 7 6% to 5.5% for persons age 65 and over. A
one-percentage-point increase in health care cost trend rates
would increase the aggregate of the service cost and interest
cost components of benefit costs by $6 million for 1993 and
increase the accumulated benefit obligation by $43 million at
December 31, 1993,

OTHER POSTEMPLOYMENT BENEFITS - In November
1992, the Financial Accounting Standards Board (“FASB™)
issucd SFAS No. 112, "Emplovers Accounting for
Postemplovment Benefits”, which establishes financiai
accounting and reporting standards for employers who
provide benefits to former or inactive employes after
employment but before retirement. The Comipany has
accounted for certain of these benefits, principally workers'
compensation, on a pay-as-you-go (cash) basis. SFAS No. 112
requires the accrual of postemployment benefits. The
Company adopted the provisions of SFAS No. 112 in 1993
with no significant ¢ffect on net income

NotE 14— SUPPLEMENTARY QUARTERLY FINANCIAL
INFORMATION (INAUDITED)

1993 Quarter Ended

Mar 31 June 30 Sept. 30 Dec. 31
{ Thousands, excepl per share amounts)

Operating Revenues SRT4.847  $K35.171  8$976,248  $8OK945

Operating Income 221,732 180,498 2284306 207 28]

Net lncome 135,203 102664 153,365 130,671

Earnings for Commeon Stock 127,060 94,799 145,950 123,257

Earnings Per Share 0.80 0.64 .99 084
1992 Guarter Ended

Mar 31 June 30 Sept. 30 Dec. 31
( Thousands. except per share amounts)

Operating Revenues $8O5. 827 $804.902  $911.546 $885 BOK

Operating Income 250936 219,522 245443 237255
Net Income 156,105 125,774 155,370 150,798
Earnings for Common Stock 148,353 118,072 147771 143,353

Earnings Per Share 1.01 .80 i.01 (.98

Earnings per share amounts for each quarter are required to
be computed independently and, therefore, may not equ.’
the amount computed for the total year.

THE DETROIT EDISON 1993 ANNUAL REPORT 33



MANAGEMENT'S DISCUSSION & ANALYSIS OF FINANCIAL CONDITION & RESULTS OF OPERATIONS

THE DETROTT EDISON COMPANY AND SUBSDIARY COMPANIES

This discussion and analysis should be read in conjunction
with the Consolidated Financial Statemenis and accompany-
ing Notes thereto, contained herein

RESULTS OF OPERATIONS

In 1993, the Company s earnings for common stock were
$491.1 million, or $3.34 per share, a decrease of 11.9% from
the 85575 million, or $3.79 per share carned in 1992 The
carnings decrease for the vear was due to a 5 percent
reduction in electric rates, effective January 1, 1993, which
reduced 1993 aperating revenues by approximately $169
million, or ™5 cents per share, higher operating expenses
(including highcr federal income tax expense of $10.4
million for the full year 1993, or 7 cents per share, due to an
increase in the corporate income tax rate from 34 percent o
35 percent retroactive to January 1, 1993) and lower non-
operating income, partally offset by higher sales and lower
interest expense due to the early redemption and refinancing
of higher cost debt and the redemption of maturing debt
Warm summer weather and improved economic conditions
in Southeastern Michigan contributed to a sales increase.

At December 31, 1993, the book value of the Company's
common stock was $22 34 per share, an increase of 5.7%
since December 3119920 Retuen on average total commaon
sharcholders equity was 15.2% in 1993, 18.6% in 1992 and
19.5% in 1991,

The rutio of earmings to fixed charges for 1993, 1992 and
1991 was 325 309 and 2. 74, respectively. The ratio of
carnings to fixed charges and preferred and preference stock
dividend requirements for 1993, 1992 and 1991 was 2 88,
2.79 and 2 50, respectively.

OPERATING REVENUES

Total operating revenues increased (decreased) due to the
following factors:

1994 1992

(Miltions)
Rate * hanges

Fermi 2 phasean plan s - S 96
Expense stabilization procedure (6% 8
Power Supply Cost Recovery Clause {106) -
(169 104
System sales volume and mix 158 (80)
Interconnection sales 2 4"
Other - net 6O (4)
Total § (%) $(33)
Rate Changes

A December 1988 Michigan Public Service Commission
CMPSCT) rate order, issued as a result of a settlement
agreement, provided for 4 Fermi 2 phascin plan and granted
$527.1 million of rate increases and other rate changes for
Fermi 2 to be phased in over the seven-year period 1988
1994, The order also provided for a moratorium on other

hase rate changes for the five-vear period 1989-1993, an
expense stabilization procedure (CESPY), which provided
annual revenues of $55 million in 1991 and $63 million in
1992 for the effects of inflation and a suspension of the
Power Supply Cost Recovery ("PSCR™) Clause for the four-
year period 19891992 The ESP expired for service rendered
on and after January 11993 and *l.e PSCR Clause was
reinstated in 1993 As a resul of these two items, 1993
operating revenues were redu od by approximately $169
million

Kilowatthour Sales
Kilowatthour sales increased (decreased) as follows:

1993 1992
Residential 6.4% (7.5%
Commercial 1.0 (12
Industrial 6.6 23
Other Goeludes primarily sale. 1or resale) 6.7 28.6
Total System 50 (09)
Interconnection 127 (a2.1)
Toral 01 (58

1994 includes unbilled sales by rate class while 1992 includes unbitled
sides in the other sales category

1993

Residential and commercial sales increased due primarily
(o substantially warmer summer weather resulting in in-
creased air conditioning and cooling-retated loads, partially
offset by warmer winter weather reducing heating-related
sales. Industrial sales increased due to higher automotive angl
steel production and improved economic conditions. The
increased sales to other customers reflect increased load
requirements of wholesale for resale customers
1992

The decreases in residential and commercial sales were due
primarily to cooler weather during the second and third
quarters which resulted in reduced air conditioning and
cooling-related loads, partislly offset by growth in the
number of customers. Industrial sales increased primarily as
a result of higher sales to automotive and other manufactur-
ing customers reflecting better economic conditions. The
increased sales to other customers reflect increased load
requirements of wholesale for resale customers
Interconnection Sales

Interconnection sales represent sales between utilities to
meet short- and long-term energy needs as a result of demand
and/or generating unit availability
1V93

Interconnection sales increased due primarily to increased
sales to Consumers Power Company, partially offset by a
decrease in sales to Ontario Hydro
1992

Interconnection sales decreased as a result of lower sales to
Consumers Power Company and Ontario Hyvdro
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1992

Income taxes increased due primarily to higher pretax
income and the reduction of deferred Fermi 2 depreciation,
amortization and return.

Deferred Fermi 2 Return

1993 and 1992

Deferred Fermi 2 return, a non-cash item of income, was
recorded beginning with the implementation of the Fermi 2
rate phasc-in plan in January 1988. The annual amount
deferred decreased cach year through 1992, Beginning in
1993 and continuing through 1998, these deferred amounts
will be amortized to operating expense as the cash recovery
is realized through revenues.
Other Income and Deductions
1993

Other deductions increased due primarily to an increase in
the accrual for decommissioning expenses for Fermi 1. an
experimental nuclear unit that has been shut down since
1972.
1992

Other deductions decreased due primarily to premiums
and expenses incurred in 1991 for the early redemption of
General and Refunding Mortgage Bonds (*"Mortgage Bonds”).

Accretion Income
1993 and 1992

Accretion income, a non-cash item of income, was re-
corded beginning in January 1988 o restor. to income, over
the period 1988-1798. losses recorded due to discounting
indirect disallowances of plant costs. The annual amount of
accretion income recorded decreases cach year through
1998,
Income Taxes - Disallowed Plant Costs and Accretion
Income
1992

Income taxes increased due to utilization in 1991 of
investment tax credit carryforwards related to disallowed
Fermi 2 plant costs, which were recorded under the flow-
through method when utilized.

Interest Charges
1993 and 1992

Interest expense on long-term debt decreased due to the
carly redemption and refinancing of securities when eco-
nomic and the redemption of maturing securities.
Preferred and Preference Stock Dividend Requirements
1993

Preferred and preference stock dividend requirements
increased slightly due to issuance of cumulative preferred
stock., partially offset by optional and mandatory redemption
of outstanding shares.

1992

Preferred and preference stock dividend requirements
decreased due to optional and mandatory redemptions of
outstanding shares.

LIQUIDITY AND CAPITAL RESOURCES

The Company's liquidity has improved since the 1988
commercial operation of Fermi 2, a4 nuclear generating unit
comprising 29% of the Company's total assets and 11% of the
Company’s summer net rated capability, as a result of
scheduled rate increases in accordance with the Company's
December 1988 MPSC rate order and lower levels of capital
expenditures.

Fermi 2

The commercial operation of Fermi 2 completed the
Company’s power plant construction program. The Com-
pany has no current plans for additional generating plants
Ownership of an operating nuclear generating unit such as
Fermi 2 subjects the Company to significant additional risks
Nuclear plants are highly regulated by a number of govern-
mental agencies concerned with public health and safety as
well as the environment, and consequently, are subject to
greater risks and scrutiny than conventional fossil-fueled
plants.

Fermi 2 has been out of service since Dezember 25, 1993
On that date, the reactor automatically shut down following a
turbine trip caused by an apparent turbine failure, with
related fire and water damage. Safety systems responded
within design and regulatory specifications. The turbine
suffercd mechanical damage, the exciter and generator
incurred mechanical and fire damage, and the condenser has
some internal damage. The fire was contained in the turbine
building, and there was no release of radioactive contami-
nants. The nuclear part of the plant was not damaged.

The cost of repairs to Fermi 2 and the return to service of
the unit cannot be estimated until inspection of the turbine is
completed and the root cause of the equipment failure is
determined. It is expected that replacement power will be
ava'lable in amounts sufficient to meet projected electrical
demand during the Fermi 2 outage. During the outage, work
associated with the scheduled March 1994 fuel reload will be
completed

The Company anticipates that the cost of repair, decon-
tamination cleanup and replacement power, all subject to
policy deductibles and terms and conditions, will be recover-
able through insurance

At December 31, 1993, Fermi 2 was insured for property
damage in the amount of $2.7 billion and the Company had
available approximately $9 billion in public liability insur-
«nce. To the extent that insurable claims for replacement
power. property damage, decontamination, repair and
replacement and other costs arising from & nuclear incident
at Fermi 2 exceed the policy limits of insurance, or to the
extent that such insurance becomes unavsilable in the future,
the Company will retain the risk of loss
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Cash Generation and Cash Requirements

Consolidated Statement of Cash Flows
} Y 21 ) } '
'he Company gencerates substantia

perating acuvities as shown in the (

of Cash Flows. Net cast

\ IR E]
Net cash from operating activities iIncreases
IOWET NON-Ci Hen fin ne (deterred Fer
tion and return), high icprecianon and a
INCIEASC 1N a4 I ) a decrease in fuel invento
ries, partially offset ver net income and deferred
INCOMC LIxXes
1992 due t ¢t income, huigher non-cash charges to
amortizabion and « 1 INCONK
taxes). lower non-cash items of mcome (deferr rm
depreciation and return) and changes in cut L assets 4
fabilities
Net cash used tor investing activities decreased in 199
primariy to changes in
expenditures

norcasingly used cash for

| prefert

mpieiu

Vdditional Dniformation
A November 1992 MPS(

replac

as MPs(

15 Are <\[’\\?(‘.
$ 144 million

1OUK . resmn

[Wres

from operating activities increased in

Matters” herein
YMIPANY S 1nternal Cash generation 1s expecte d to b
ient 1o mect casn requirements 1Or .lg‘IiAlf X nditures
18 well as scheduled long-term debt redemption require
ments
'he Company had total shortterm credit arrangements of

ipproximately $389 million at December 31, 1993, under
which $138.2 million of borrowings were outstanding

In December 1993, the Michigan legislature enacted
iegisiation providing two alternative state and jocal tax plans

y finance public education in Michigan beginning with the
1994-1995 school fiscal vear. Michigan voters will choose
between the two plans in a special statewide election to be
held on March 15, 1994, Each plan calls for new taxes and
INCreases in existing taxes to replace over $6 hillion of local

}

property taxes for school operating purposes which the

legislature eliminated last summer. If one plan is approved

by the voters, annual Company state and local tax costs
would be reduced by about $13.5 miilion. If this plan does
ceive voter approval, state and local tax costs would

mncrease by about $6.5 million annuall

Capitalization
he Company’s capital structure ratios {(excluding amounts
ong-erm debt and preferred and preference stock du

in one year) were as follows

Competition

An clectrie utility must compete with other energy
PHCES LO Meet 1S customers energy needs. Sertous issuces
ng the entire clectric utility industry include deregulation
.H:u;\.ull/.u"r«:t cogeneration lml\l»(!"\?' nt powcer ;H-u?m

Hon, open access to transmission lines and a more competi

tive bulk power supply market. Utility customers have the

ption of self-generation or cogencration and. depending on
the extent of future deregulation, may be able to enter into
contracts with other power supplicrs. In the future, rather

i

" i {
han beimng solel

y a supplier of clectricity, electric utilities
be required to unbundle the pricing of their products
SNCOTVICOS
Encrgy Policy Act of 1992, the Company
time, non-utility generation resources will
will result in greater competition for
wer sales. In addition, the MPSC s currently considering

1 experimental retail wheeling rate (AppiK able 1o approxi
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mately 90 megawatts) which could potentially allow retail
CONSUMETS access to generation resources other than the
Company's.

In response to the changing market for electricity, the
Company has developed a number of programs designed toe
increase its efficiency and competitive status and address
customer needs. An aggressive demand-side management
program has been developed. an integral part of which is an
interruptible rate for large industrial customers. This rate,
commonly referred 1o as R-10 and approved by the MPSC,
permits its customers to achieve economic benefits while
enabling the Company to reduce its peak demand require-
ments. See “Regulation and Rates™ herein.

in 1992, the Company implemented an accelerated
reliability improvement program to upgrade its transmission
and distribution svstem. This program is expected to be
completed in 1994 at a total cost of $236 million. Customers
choosing an electric energy suppier believe that reliability is
a key consideration and as such the Company expects to
benefit from enhanced reliability.

The Company is reviewing potential energy services as a
method of remaining competitive while diversifying within
the scope of its core business

Meeting Energy Demands

During the past 15 vears, compound annual sales growth
wias 1.8 percent and peak demand growth was 2 percent
(after adjusting for the cffects of unusual weather). System
sales and demand are expected to grow at a compound
annual rate of about 1.5 percent per year for the next 15
vears. Future sales growth may be limited by the economic
base in the Company’s service territory

Sakes 1o the non-manufacturing segment. which include
customers such as agribusiness, grocery stores, restaurants
and government, are projected to grow at a strong pace in
the next 15 years. a compound annual increase of 1.6 percent
per year. This projected increase indicates the Compan,
customer base is becoming more diverse and less depenide
on the manufacturing segment.

The Company expects to meet its nearterm demand for
energy by the return to service, subject to environmental
regulations, of power plant units currently in economy
reserve status when energy demand and consumption
requirements provide economic justification. The return to
service of these units is conditioned upon the outcome of a
competitive bidding process which was established by an
MPSC order issued in July 1992, The Company will submit a
new plan to the MPSC detailing its proposed method of
meeting energy demands on or before February 1, 1995

The Fermi 2 forced outage is expected to limit the
Company's ability to generate sufficient energy to meet 1994
summer peak demand. The Company believes that sufficient
amounts of replacement power will be available to meet peak
demand and that insurance coverage will substantially offset
the costs of such replacement power. See "Fermi 27 herein

Inflation

Inflation is a measure of the purchasing power of the
dollar. In 1993, the inflation rate, as defined by the Con-
sumer Price Index, was 2.7%. Although the current inflation
rate is relatively low, its compound effect through time can
be significant, primarily in its eftect on the Company's ability
to replace its investment in utility plant,

The regulatory process limits the amount of depreciation
expense recoverable through revenues to the historical cost
of the Company's investment in utility plant. Such amount
produces cash flows which are inadequate to replace such
property in future vears. However, the Company believes that
it will be able to recover the increased cost of replacement
facilities when, and if, replacement occurs.

Regulation and Rates

The December 1988 MPSC rate order was designed to
permit the Company to recover from the effects of a major
construction program and the write-off of certain plant costs.
While the order provided for a moratorium on most base rate
changes, it permitted the Company to adjust rates for the
effects of inflation on operation and maintenance expenses
through the ESP during the years 1990-1992. In addition, the
PSCR Clause was suspended during the years 1989-1992
which allowed the Company to immediately realize the
benefits of improved generating system performance and cost
cutting efforts during the moratorium period.

On January 21, 1994, the MPSC issued an order reducing
the Company’s rates in the amount of $78 million annually
The rate reduction was determined by using a 1994 test vear
and an overall rate of return of 7.66%, incorporating an 11%
return on common equity and a capital structure comprised
of 40% common equity. 55.01% longterm debt and 4.99%
preferred stock. The MPSC order includes the recovery of (1)
increased Fermi 2 decommissioning costs of $28. 1 million
annually. which includes the recovery of low level radioactive
waste disposal. (2) full recovery of 1994 other postretirement
benefit costs plus recovery and amortization of the 1993
deferred cost over 19 years, (3) costs associated with the
return to rate base of Greenwood Unit No. 1, (4) Fermi 2
phase-in plan revenue requirements of $70.8 million in 1994
and (5) costs associated with a three-vear $41.5 million (87 .6
million in 1994, $14.9 million in 1995 and $19 million in
1996) demand-side management program. The order is
effective for service rendered on and after January 22, 1994,

The January 1994 MPSC order recognized the need for
industrial customers to become or remain competitive anc,
accordingly, confirmed the continuation of an interruptible
rate for industrial customers, commonly known as R-10
Under this rate, the 400 megawatts CMW?) currently
available was increased such that 525 MW and 650 MW will
be available with incentive pricing in 1994 and 1995,
respectively. In addition, the order noted that sharcholders
would absorb revenue losses associated with the additional
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1993 1992 1 90
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