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Reshaping LILCO




program to change its corporate culture. More

than just moving box. . around on an organiza-
tional chart, we are seeking to fundamentally

change the way we do business.

Business Units

The reorgonization divides the Company's
activities into three business units — Electric,
Natural Gas and Energy Conservation — ahowing
each to concentrote on the energy service they
are providing. In July, 1992, the Electric Business
Unit was formed, with the Netural Gas and

Conservation Units scheduled to be formed by
the end of 1993.

Customer Service

in addition to dividing the Company into
key competitive units, LILCO's rearganization
incorporates two vital customer service elements,
Later this yeor, we will be opening o “"one-coll
center " in Melville, providing a single point of
contact for customers conducting any type of
business with LILCO. We will also be regionalizing
the electric and gas businesses into four
geographic locations to bring these services
closer to the customer. Both steps are designed
to improve LILCO's ability to respond to

customer needs more efficiently and effectively.

Growing Long Island

In 1992, we not only developed o blueprint
tor LILCO's future, we helped map out Long
Isiond’s economic future. As the utility industry

changes, so does the environment in which our

Company does business. Decreases in defense
spending ond a nationwide recession have siowed
locol economic growth, but there are pockets of
growth in Long Islond’s emerging technology
industries. LILCO, along with Long Island’s
government and business communities, introduced
an economic development campaoign to help
boost the region’s economy.

In addition to fargeting new and growing
businesses, the compaign also promotes higher
education and tourism on Long lslond. These
efforts have yielded significont results, with
LILCO economic development specialists helping
more than 175 businesses start up, expand or

relocote to Long Island,

Meeting the Chaollenge

Facing both o changing industry and business
environment, LILCO has worked throughout
1992 to position itself to meet the challenges of o
more competitive marketploce. We seek o future
in which LILCO becomes a model of service
excellence cnd efficiency

On behalf of LILCO's Board of Directors
and Officers, | would like to thank you for your

continued confidence in our leadership.

Sincerely,

William J. Cotocosinos

Chairman and Chief Executive OHficer
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Financial Review

Overview

The yeor 1992 represents the fourth consecutive yeor of
continued improvement in the Company’s financiol health.

The financial viokility of the Company hod been jeopardized
in the past by the controversy concerning the Shoreham
Nuclear Power Station (Shoreham) and the federal
Racketeer Influenced and Corrupt Orgenizations Act (RICO
Act] Itigation. The 1989 Settlement between the Company
ond the State of New York (State) wos designed to eliminate
the controversy over Shorehom by providing for, among
other matiers, the transter of Shoreham to an agency of the
Stote and reciting the intention to return the Company to
investment grade financiol condition by providing rate
increases in each year from 1989 through 1998. The
Company's finoncial recovery began in 1989 following the
1989 Settlement and o ¢loss action settlement {Closs
Settlement) enterad into between the Company ond its
rotepayers to resolve the RICO Act litigation,

The improvement in the Company s financiol condition is
evidenced, in part, by the elevation of the Company s First
Martgage Bonds and General and Refunding Bonds (G&R
Bonds| to one notch above ““minimum investment grode ™’
and the elevation of the Company s unsecured debt and
preferred stock to “'minimum investment grade."”’

Other significant events in 1992 included:

e The tronsfer of ownership of Shoreham to on agency
of the State on February 29, 1992.

* Approval, by the New York State Public Service
Commission (PSC), of the second annuot electric rate
increose of 4.1% efective December 1, 1992, under
the three yeor electric rate plan epproved in 1991

This three-year rofe plon follows the receipt of electne
rate increases in each of the yvears 1989 through 1991,

* The reinstotement of the Compony's Automatic
Dividend Reinvestment Plan beginning with the
October 1, 1992 common stock dividend poyment,

* Anincrease in the Company's common stock quorterly
dividend from 4274 cents per quarter 1o 4374 cents per
guarter,

Earnings for common stack in 1992 were $2.14 per
comman share compared to 52,15 per common share
in 1991, The 1992 results reflect o significant improve-
ment in the Company's gas business earnings. The
Company 't electric business earnings were lower in
1992 o o result of the lower allowed rote of return
which is prescribed by the PSC.

o The common stock iroded on overage ot o twenty-one
year high.

* The refinancing of a significont smount of the
Compony's securifies os a result of very favorable
long-term interest rotes.

The refinoncing of approximately $1.5 billion of
higher-cost securities which significantly lowered the
Company’s cost of debt and preferred stock. These
1992 refinancings will result in more than $17 million
in annual cosh savings through lower interest and
preferred stock dividend expenses.

Since the 1989 Settlement became effective, the
Compony s aggressive refinancing program hos
resubied in onnual cosh savings of approximately

S$70 million through lower interest and preferred stock
dividend expenses.

The elimination of all of the Company’s outstanding
bank debt of approximately $446 million.

The conversion of S400 million of variable rate
tax-exemp! securities to o 30-year fixed onnual

rate of 7.15%.

* The issuance of $200 million of low-cost tox-exempt
securities resulting in substantial sevings for the
Compaony’s ratepayers since these securitie carry
significantly lower interest rotes than toxable ~onds.

» The addition of opproximately 10,000 new gas . ~oce
heating customers for the third consecutive yeor.

* Anincrease in gas rates of 7.1% eHective December
1, 1992

Investment Roting

The Compony’s securities are rated by Moody's Investors
Service, Inc. (Moody’s), Stondard and Poor’s Corporation
[S&P), Fitch investors Service, Inc. (Fitch) ond DuH ond
Phelps (D&P).

Since 1989, the rating ogencies have significantly upgreded
their ratings on the Company s First Mortgoge Bonds and

GA&R Bonds to one level obove "'minimum investment grode”

and the Company ‘s debentures and preferred stock 1o
“minimum investment grade.”’

The chart below indicates the current ratings for each of the
Company s principal securities and the minimum investment

grade ratings used by eoch ogency.

- ) . . . 7@} S&F fa b _D&:P
First Mortgoge Bonds Boc? BBE BBB BBB
GR&R Bonds Boc? BBB BBB BBB
Debentures Boa3  BBE- BBB- BBB-
Preferred Stock  boo3  BBE- BBB- BB+
Minimum Investment Grade Boo3  BBB- BBB- BBB -
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Rate Matters

Electric Pursuant to the 1989 Settlement, the Company
received electric rate increases contemplated by the Rate
Moderation Agreement (RMA), o constituent document of
the 1989 Settlement discussed below, for each of the three
rote years in the period ended November 30, 1991. in
response to the Company's rate filing in December 1990, the
PSC approved the Long Islond Lighting Compony Rote-
making and Performance Plon (LRPP) in November 1991,
which provides for onnual electric rate increases of 4.15%,
4,1% ond 4.0% effective December 1, 1991, 1992 ond
1993, respectively. Effective December 1, 1992, the
Company began receiving the second of the three annual
electric rate increases provided for within the LRPP. The LRPP
provides for an allowed return on common equity from
electric operotions of 11.6%.

One principal objective of the LRPP is to reassign risk so thot
the Company ossumes the responsibility for risks within the
control of monogement, whereos risks largely beyond the
control of monagement would be ossumed by the ratepayers.
One of the mojor components of the LRPP provides for o
revenue reconciliotion mechanism thot reduces the impact on
earnings of experiencing eleciric sales that are above or below
the LRPP forecast by providing o fixed annual net morgin
leve! (defined as soles revenues, net of fuel and gross receipts
taxes) that the Company will receive over the three rate yeors
under the LRPP. Ancther component of the LRPP gliows the
Company to earn for each rate yeor up to 60 additional
basis points, or torfeit up to 38 basis points, of the cllowed
return on common equity as o result of its performance within
certain incentive and/or penclty progroms. The LRPP also
contoins o mechanism whereby earnings in excess of the
allowed rate of returr on common equity, excluding the
impaocts of the various incenfive and/or penalty programs,
are shored equally between rotepoyers ond shareowners.

In conjunchion with the 1989 Settlemeni, the PSC authorized
the recognition of o regulatory asset known os the Finoncial
Resource Asset [FRA). The FRA consists of two components,
the Base Financi- ' Zomponent (BFC) and the Rate Moderation
Component (RMU). The RMA provides for the full recovery of
the FRA. The RMA, by its terms, specifies that the FRA is
being created to provide the Company odequate finoncicl
indicia for the period 1989 1hrough 1999 ond fo resture the
Company's debt securities 1o investment grade levels os
determined by independent rofing ogencies.

The BFC, os initially established, represents the present volue
of the future net-after-tax cash flows which the RMA provided
the Company for its finoncial recovery. The BFC waos granted
rate bose trectment under the terms of the RMA ond is
included in the Company’'s revenue requirements through an
amortization included in rotes over forty yeors on o straight-
line basis beginning July 1, 1989,

The RMC reflects the difference between the Company’s
revenue requirements under conventional ratemoking and
the revenues resulting from the implementation of the rate
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moderation plan provided for in the RMA. The RMC has
provided the Company with a substartial amount of non-
cash earnings since the 1989 Settlement become effective.

The RMA was designed to provide rate increases sufficient to
recover the RMC within o ten-year period. The RMC balance
has increased as the difference between revenues resulting
from the implementation of the rate moderation plon
provided for in the RMA ond revenue requirements under
conventional ratemaking, together with o corrying charge
equal o the allowed rote of return on rate base, has been
deferred. The RMC balonce will subsequently decreas: ond is
expected fo be fully omortized by November 30, 1999, as
deferred revenue requirements are recovered.

The LRPP wos designed to be consistent with the RMA's long-
term goals including: [i} the recovery of the BFC; (ii) the
recovery of the RMC in approximotely ten years; (iii) the
Company's return fo investment grode financial condition
and (iv) the Company’s receipt of adeguate ond timely rate
relief. Although the LRPP provides for slightly lower annual
electric rote increcses than originally anticipated in the 1989
Settlement, the Company believes that it will still fully recover
the RMC within o ten-year period principally as o result of
changes in the original ossumptions. The revenues assumed
by the LRPP are adequate to provide the Company with
recovery of its revenue requirements under conventional
ratemoking and recovery of the RMC balance over the
remainder of the ten vear period. However, actucl revenues
may differ from those assumed for this period. The original
ossumptions underlying the RMA included projections of
future revenues, operating expenses ond required rates of
return. Since then, the Company has experienced interest
rates, operations and mainfenance expenses, non-Shoreham
property toxes ond fuel expenses that ore lower than those
originally anticipoted. As o result, smounts deferred in the
RMC hove been less than expected.

For o further discussion of the 1989 Setflement and Rate
Matters, see Notes 2 ond 3 of Notes to Financial Statements,

BGas In November 1992, the PSC approved o gos rate
increase of 7.1%, or $35.7 millien annuclly, effective
December 1, 1992, with an allowed return on common
equity from gas operations of 11.0%. In November 1991,
the Company received o gos rote increose of 4. 1% effective
December 1, 1991,

On December 31, 1992, the Company filed an application
with the PSC seeking gos rote relief for the three rate years
beginning December 1, 1993. The Company hos requested
o gos rate increose of 6.7%, or $37.7 million in odditional
revenues to become tive for the first rate year under
this filing. The Company s filing also includes o proposed
methodology for determining rate increases, not 1o exceed
approximately $30 million annually, for the subsequent
second and third rate yeors. This filing reflects the Company s
latest projections of capital expenditures, operations and
maointenance expenses ond the confinued expansion of its
gos business,

o
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Results of Operations

Earnings Summory results of earnings for the years 1992,
1991 and 1990 were os follows:

_ fin mdbms ddgﬂgﬂ;ﬂy dvam except earnings per share!
Mo T b L AN .
Net Income $ 302 S 306 S 319
Eormings for Common Stock $ 238 S 239 § 25
Earnings per Common Share $214 5215 $22

Average Shares Outstanding M4 M3 1113

AFC & RMC Included
in Net income S 60 S 183 S 214
AFC 8 RMC - %dNﬁlncome 0% 0%  67%

*Excludes 'bodh-' of on orcounting dmngc for unbilled gas revenves

For oll periods, net income, earnings for common stock and
earnings per common share include non-cash ollowarnce for
funds used during construction (AFC) and the RMC.

The earnings in the electric business were lower in 1992 when
compared to 1991. This lower leve! of earnings in the eleciric
business was offset by the significont increase in the gas
business earnings in 1992

The increase in the gos business earnings wos the result of
higher revenues and confinued cost containment progroms
The higher gas revenues were due to the 1992 gos rate
mcrease and the Company's aggressive gos expansion
program, which has resulted in on increase in the number of
gos spoce heoting customers,

The electric business earnings for 1992 were lower os a result
of the lower ollowed rate of return of 11.6% in 1992 when
compared 1o the allowed rote of return of 12.75% in 1991
The ollowed rote of return is prescribed by the PSC.

Incentives earned for eleciric operations provided 6 cents per
share in 1992 ond 12 cents per shore in 1991, In addition,

for the rate year ended November 30, 1992, the Company
earned $16.2 million, net of tax effects, in excess of its
ollowed rate of return on common equity which, in accordance
with the LRPP, was shored equally between rotepayers ond
shoreowners. These excess earnings were generated os o
result of o reduchion in operations ond maintenance expenses
and the effect of o decreose in capital expenditures included
n rate bose.

The decrease in earnings for common stock for 1991 of
approvimately $127 million, or 11 cents per share, compored
with 1990, wes primorily attributable to increases in
non-fuel operations ond mointenance expenses, operating
toxes and interest expense, partially offset by higher electric
revenues. For the rote year ended November 30, 1991,

the Compony earned $10.1 million, net of tax effects, in
excess of its ollowed rate of return, which waos applied o: o
reduction to the RMC.

Earnings for 1990 included 10 cents per common share
aftributable 1o o chonge in the Compony s method of
recognizing gos revenues. Effective Jonvary 1, 1990, the
Compony's revenues included estimated consumption of gas
delivered to customers, bu! not yet billed of month end,
resulting in the full accrual of all unbilled gos revenves. The
cumulative effect of this accounting change increased 1990
earnings by nearly $12 million, net of tax effects. The
Compony did not earn in excess of its allowed rate of return
for the rote yeor ended November 30, 1990,

Revenues Total revenves in 1992, including revenuves from
recovery of fuel costs, were $2.6 billion, which represents on
increose of $74 million or 2.9% over 1991 revenues, Toto!
revenues tor the Company’s elecine and gos operations for
the years 1992, 1991 ond 1990 were as follows:

e mi vmlhum of o sialirs)

- - . !m 3991 l’-‘?q
Electric $2195 $2197 $209%
Gos . 427 3% 36

 $2622 $2548 §2457

Totd Revenues” D
Electric 'n 1992, electric revenues decreased 52 million
whun compared fo 1991, Revenues in 1991 had increased
$101 million or 4.8% over 1990. The chonges in the level of
revenues when compared fo the prior year resulted from the
following factors:

S N i "h mdhqr{saf:_wl_laru
SR T B 7"?!/19] _ '9?"'90
Rate increases S 85 $714
Sales Volumes (74) n
Fuel Cost Recoveries SR L) I
Totol s @ s

Rate Increases The Company received electric rate increases
of 4.1% eMfective December 1, 1992, and 4.15% effective
December 1, 1991 These rate increases provided $85
million in adadiona! revenves for 1992 when compored 1o
1991, A 5.0% rote increase effective December 1, 1990,
provided 5114 miilion in addifional revenues for 1991 when
compared fo 1990

Soles Volumes The decrease in revenue from soles volumes
was primarily atiributable fo cooler weether experienced in
the summer of 1992 when compared 1o the same period in
1991. The Company s current electric rate structure, discussed
above under the heoding “Rate Maotters,”” provides for o
revenue reconciliotion mechanism which reduces the impaoct
on earnings of experiencing electric soles that are above or
below the levels reflected in rotes, As o result of lower than
odjudicoted electric sales, the Compony recorded non-cosh
income which is included in “'Other Regulotory Amortizations”’
of $78.5 million and 50.4 million in 1992 and 1991,
respectively,
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Kilowatt Hour Sales Summary of electric kilowatt hour (kWh)
soles for the years 1992, 1991 and 1990 were os follows:

o _Vinmilhons of kWh)
, B ... ... . ...
Residential 6788 7023 7022
Commerciol/Industrial 8652 B791 BEI2
System Sales 15,440 15814 15854
PowerPoolSales 227 598 532
Total Sales 15667 16412 16,386

The decrease in residential and commercial/industrial sales
in 1992 wos largely due 1o the cooler weother experienced
during the summer months, Residentiol soles, which
comprised 44% of system sales, were down by 3.3% when
compored with 1991, while commercialfindustrial sales,
which occounted for 53% of system sales, declined by 1.7%.
Power pool sales fluctuate with relative costs and power pool
system availabilities.

The averoge number of electric customers served in 1992
ond 1991 wos approximotely 1,009,000 and 1,005,000,
respectively. The 4,000 customer increase in 1992 is
similar 1o the increose experienced in 1991 when
compared to 1990,

Summary of overage use per customer for the yeors 1992,
1991, ond 1990 wos as follows:

o oLl {in ¥Wh per customer]

| s S A S ..

Residential 7.518 7812 7,844
Commercial/industrial 80,346 81797 B2,304
System 297 15731 1583

Fuel Cost Recoveries Total eleciric fuel cost recoveries for
1992 were down 513 million compaored with 1991, primarily
os o result of lower sales volumes, porticlly offset by an
increase in the overage cost of fuel. In 1991, fuel cost
recoveries decreased by $6 million compared with 1990,
principally due to ¢ lower overoge cost of fuel.

Gas In 1992, gos revenues increased by 576 miillion, or
21.7%, when compored 1o 1991, Revenues in 1991
decrecsed by $10 million, or 2.8%, when compared to 1990.
The changes in the level of revenues when compared to the
prior yeor resulied from the following foctors:

D s 0. ___fin thousands of dollars)
IR o] o . wwm @ viw
Rate Increoses S 17 S 2
Soles Volumes 50 {7)
FuelCostRecoveries 9  (5)
Totol 5 76 $ (10)

Rate Increoses The Company received gas rate increoses

of 7.1% eHective December 1, 1992, and 4.1% effective
December 1, 1991. These rote increases provided $17 million
n addifional revenues in 1992 when compared to 1991. A
gas increase of 1.3% in Janwary 1990 provided $2 million in
odditional revenues for 1991 when compared to 1990.

Sales Volumes The increase in 1992 revenves due 1o sales
volumes was primerily due fo customer additions and
conversions resulting from the Company s gas expansion
progrom, aided by a colder heating season in 1992, The
Compony ndded approximately 10,000 new gos space
heoting customers 1o its system for the third consecutive year.
Summary of gus decatherm (dth) sales for the yeors 1992,
1991 ond 1990 were as follows:

e linthousands of dith)
- B . SRS ...,
Spoce Heoting 48 751 41,323 41,081
NonSpoceHeating 7541 7366 7,800
Total Firm 56 292 48 689 48,881
Interruptible 5090 4538 6347
Total System B 61,3.2 53 227 55,228
Summary of overoge use per customer for the years 1992,
1991 and 1990 was os follows:
e {io Wb per customen)
W ™M W
Space Heoting 188 165 171
Non-Spoce Heating 42 40 41
interruptible 9.568 9614 15,480
System 40 3 %

Fuel Cost Recoveries Recoveries of fuel expenses in 1992
revenues increosed by 59 million compored with 1991,
primarily due 1o higher sales volumes. In 1991, fuel recovery
revenues hod decreased by $5 million, primarily due to
lower sales volumes.

Fuel ond Purchosed Power oo o fuel one

purchased power for eleciric operations ond for gos

delivered fo customers decreo: .a by $27 million in 199?

compared with 1991, and decreased by $18 million in 1991

compaored with 1990. Si amary of fuel ond purchased power
expenses for the yeors 1992, 1991, and 1990 were o3

follows:

i N millions of dabiors)
mz 1997 ma

Electric Fuel $ 279 S 381 S 441
Purchosed Power 281 213 170
Gos w2 s 76
Tool S 742 § 769 § 787

Q
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The Company has substantiolly reduced its dependence on
foreign oil for electric generation, substituting gos and
purchosed power whenever economical. Summaory of electric
fuel and purchased power mix for the years 1992, 1991 and
1990 were os follows:

— . Wwm W W
Oil 37% 50% 56%
Gaos 19 18 20
Purchosed Power 38 25 20
MuceorFed =~ 6 7 4
Totg! - 100% 100%  100%

Operations ond Meintenonce Expenses
operations and mainfencnce expenses, excluding fuel ond
purchased power, for 1992, 1991 ond 1990 were $498
million, $523 million and $476 million, respectively. The $25
million, or 4.8%, decreose in 1992 wes primarily due to
lower electric operations expenses which resulted from the
Compony’s aggressive expense reduction and cost
containment programs. The Company olso instituted and hos
pursued more aggressive collection practices as evidenced
by a lower provision for doubtful accounts in 1992, Partially
offsetting these decreases were certain higher expenses,
including expenses reloted to the Compony's share in the
Nine Mile Paint Nucleor Power Station, Unit 2 (NMP2) and
employee reloted benefits,

The $47 million, or 9.9%, increase in 1991 was primarily
attributable to increases in employee wages and benefits,
electric production ond gos distribution costs, and provision
for doubttul accounts.

Other ltems In 1992, federal income toxes were
approximotely $161 million, compared with $182 million
in 1991, In 1990, these taxes amounted to S183 million,
excluding the effect of the occounting change for unbilled
gos revenues.

Interest expenses for 1992, 1991 and 1990 were 5512
million, $524 million und 5508 million, respectively. The
decrease in 1992 wos the result of lower interest rates,
primarily achieved through refinancings.

In 1992, the Compony recorded non-cash charges to
income of opproximately $23 million which represents
the increase in the present value of the Closs Sett=ment
liability. These chorges amounted 1o $25 million and
$23 million for 1991 and 1990, respectively. For o
further discussion of the Closs Settiement see Note 4

of Notes to Finoncial Statements.

For the yeors 1992, 1991 and 1990, the Compony recorded
non-cash credits to income of 572 million, $269 million and
$313 million, respectively, reflecting the RMC ond reloted
corrying charges. For o further discussion of the RMC ond
RMA, see Notes 2 and 3 of Notes to Financiol Stotements.

For the yeors 1992, 1991 ond 1990, the Company recorded
non-cosh charges to income of opprovimotely $101 million,
reflecting the continuing omortization of the BFC, which is
offorded rote base treatment under the RMA. For o further
discussion of the BFC and 1989 Settlement, see Notes 1 and
2 of Notes to Financial Statements.

Liquidity

Cash ond Credit At December 31, 1992,
the Company’s cash and cash equivolents amounted to
approximately $309 million, compor 2 4o $298 million ot
December 31, 1991,

In addition, the Company has approximately $257 million
available under its revolving line of credit through October 1,
1993, provided by its 1989 Revolving Credit Agreement
{1989 RCA). At December 31, 1992, no amounts were
outstanding under the 1989 RCA. For ¢ further discussion of
the 1989 RCA, see Note 7 of Notes to Financial Statements.

Finrancing During 1992, the Compony issued
$211 million aggregate principal amount of G&R Bon s,
approximately $1.3 billion oggregate principal amov: 4 of
debentures and $420 million of preferred stock. The net
proceeds from the sale of these securities were used 1o
eliminate oll bonk debt. redeem higher-cost debt and
preferred stock and 1o poy any reloted redemption costs.
The details respecting the Company’s $2.3 billion of
refinancing activities in 1992 were as follows:

Secorifes hsved
$ 56 milhon GER Bonds

7 .B5% Series Due 1999
§ 75 million GBR Bond:

_SecurtesRoogemed
5 53 million G&F Bonds
9.75% Series Due 1999

5 70 million G&R Bonds

8 .50% Series Due 2006 9 .625% Series Due 2006
$ BO millicn GBR Bonds S 75 million GER Bonds

7 90%: Series Due 2008 2.20% Series Due 2008
$397 million Debentures 5319 millon Debentures

7.30% Series Due 1999 10.875% Series Due 1999

5420 million Debemures
B.90% Serves Due 2019

$348 million Debentures
11.375% Series Due 2019

§ 25 million First Mortgage Bonds
9.125% Series Due 2000

$457 million Debertures S446 million under the 1989

9% Series Due 2002 Term Loon Agreement
5363 milhon Preferred Stock $320 milion Preferred Stock
7.95% Series AA 10.60% Series ¥
$ 57 million Preferred Stock 5 55 million Preferved Stock
7 66% Series CC %.B0% Series §
5400 million tox-exempt $400 milhon tax-exempt securities
securtties, 7.15%, 30-yoor vonable weekly rate
fixed onnuc! rate

In addition 16 the above refinencings, the Company utilized
$200 miflion of tax-exempt securities in 1992, The net
proceeds from the sole of these tax-exemp! securities were
used 1o reimburse the Compaony's freasury for previously
incurred copital expenditures




in oddition to the conversion of $400 million of tex-exempt
securities in June 1992, the Compaony converted $ 100 million
of tax-exempt securities in January 1993 from o varicble
weekly interest rate to o 30-yeor fixed annual rote of €.90%.

In January 1993, the Company issued $36 million principol
omount of Debentures, 7.30% Series Due 2004, the net
proceeds of which will be used in February 1793 to redeem,
ot the applicable redemption price, $35 milion principal
amount of First Mortgage Bonds, B.20% %eries R Due 1999,
In February 1993, the Company soid $142 million principe!
amount of Debentures, 7.50% Series Due 2007, the net
proceeds of which will be used in March 1993 to redeem, ot
the applicoble redemption prices, the following series of G&R
Bonds: $50 million, 83%% Series Due 2006 and $85 million,
B4%.% Series Due 2007.

The Company has been able to utilize $100 million of 1ax-
exemp! securities in each of the years 1989 through 1992 In
1990, the Company was able 1o utilize ar additional $100
million of 1ay-exempt securities {1991 Series A Electric
Facilities Revenue Bonds) oliocated for its benefit,

During the period Jonuary 1, 1993 1o December 31, 1995,

the Compony hos estimated that it will be required fo seek

external finoncing of approximately $1.4 billion, principally

to refund maturing debt and secondarily to meet its operating

and capital requirements. In addifion, the Company intends

to continue to occess the capitol markets to refund higher-cost
bt and preferred stock, when market conditions permit.

e Company currently has debt ond equity securifies regis-
ered with the Securities and Exchange Commission on shelf
registration stotements. The sale of $615 million of these secur-
ities will be used to refund the following securities maturing in
1993: 540 million of First Mortgoge Bonds, 4 40% Series M
Due April 1, 1993, 5375 million of Debentures, 11 3/8%
Series Due April 1, 1993 and $175 million of Debentures,
11.70% Series Due November 15, 1993. The Compony may
also seli on additional $146 million of previously registered
securities, which will be used, when market conditions permit,
to refund higher-cost debt or preferred stock.

For o turther discussion on the Company s copital stock ond
long-term debt, see Notes 6 and 7 of Notes to Finenciol
Statements.

Capitalization

The Compony s capitalization {defined os the total of iong-term
debt, preferred stock and common shareowners’ equity) ot
December 31, 1992, was opproximately $8.2 billion, as
compared to 57 8 billion ot December 31, 1991. This increose
in capitalizotion of approximately $420 million principally
reflects on increose in long-term debt and preferred stock
ossocioted with the Company ‘s financing activities in 1992
ond an increase in common shoreowners’ equity comprising
1992 net income of approximately $302 million reduced by
common ond preferred stock dividends of $254 million.

At December 31, 1991, capitulization increased by approxi-
mately $492 million from the December 31, 1990, balonce of

$7.3 billion. This increase in copitalization primarily reflects
an increase in long-term debt associoted with the Company’s
financing octivities in 1991 and an increase in common
shareowners’ equity comprising 1991 net income of $306
million reduced by common and preferred stock dividends

of $245 million.

At December 31, 1992 and 1991, the components of the
Compony’s capitalizotion rotios were os follows:

_ Lo 3 992 199]
Long-Term Debt 64.7%  639%
Preferred Stock R} 88
Commaon Shoreowners’ Equity 25 27.3
Total ~_100.0% 100.0%

Capital Requirements and Copitol Provided
Capital requirements and capital provided for 1992 ond
1991 were as foliows:

{In millions of dollars)

DR e 1992 1991
Capital Regquirements
Construction

Electric S 137 § w7

Gos 104 90

Common e 27 18
Total Construction - 268 235
Retundings and Dividends

Long-term debt 1,344 1,129

Preferred stock 389 71

Preferred stock dividends 70 66

Common stock dividends 191 173

~ Redemption costs I -
Total Refundings and Dividends 2153 1,507
Shorehonlgoﬁmﬂununcm}_.___‘_ 28 158
Total Copital Requirements $2,649 51500
Copital Provided
{Increase) in cash S (1) § (195
Long-term debt 1,660 1,532
Preferred stock 4 63
Financing costs 7) (20)
Other financing activities 6 -
Internal cosh generation

from operations. 7 590 520

Total Copital Provided $ 2649 51,900
For further informotion. see the Stotement of Cash Flows

For 1993, 1otal copital requirements (excluding common
stock dividends) ore estimoted at $1.2 billion, of which
construction requirements are estimoted to be $320 million,
mandatory redemptions ore $590 million, preferred stock
sinking fund requirements are S8 million, preferred stock
dividends are $57 million, and Shoreham post settiement
costs are estimoted ot approximately $189 million. The
Company intends to satisty these capital requirements
through external financing, as discussed above, and internal
cash generation from operations.




Other Matters

Electric Competition, Conservation and Supply
Company is experiencing compstition from cogenerators
and other inchpendent power producers located within the
Compaony s service territory. These facilities supply eleciric
energy to existing or new industriol and commerciol
customers and excess electricity is sold to the Compony
pursuant to the purchose requirements of the Public Uility
Reguiotory Policy Act of 1978 (PURPA). The Company has
contracts with owners of these facilities which will provide for
a total of approximately 340 megowatts (MW) of capacity
by 1994, which includes the New York Power Authority's
136 MW Haltsville facility. The Company has alsc entered
into contracts for approximately 450 MW of power from
various projects on an energy-only basis.

The Company has implemented conservation and load
managemerd programs to meet Long lsland’s energy needs
in the future. In 1992, the Company met its targeted
reductions in its revised 1992 Electric Conservation and Load
Manogement Plan, which colled for @ 235 MW reduction in
coincident peok demand by December 31, 1992, and
annuolized energy sovings of 454 gigowatt hours, at o
budgeted cost of approximetely $45.3 million. The Company
anticipotes that the Conservation and Lood Management
Plan will cortinue in future years to gain further reductions in
system peck and energy usage.

The Company’s current electric load forecasts indicate that,
with continued implementation of its oggressive conser-
vation and lood menagement progroms and with electricity
provided by independent power producers and cogenerotors,
the Company s existing generating facilities, the Compony's
portion of nuclear energy generated ot NMP2 and contracts
for purchosed power are adeguote 10 meet the energy
demonds on Long Islond beyond the end of the century.

Gos Competition - “57 o Fecern Erergy Beaulotony
Commission {FERC) issued an order allowing gos pipeline
componies and producers access 1o certain of the Company s
customers for the purpose of supplying competing gas
service. As of December 31, 1992, approximately 104 of the
Company s farmer lorge gas customers were purchasing gos
directly from gos pipeline componies ond producers and
orranging for its fransporiation through the Compony 's gas
mains. The Company receives o fee for this transportotion
service which accounted tor approximately $6.7 million, or
1.6%, of total gas revenues for 1992,

Clean Alr Aet |n iote 1990, significant amendments 1o the
tederal Clean Air Act were odopted. A number of eleciric
utilities anticipote substantial increoses in operoting costs
and capital expenditures os o result of the amendments,
The Company does not expec! fo incur any costs to sotisfy
these omendments with respect 1o the reduction of sultur
dioxide emissions, since the Compaony already uses fuel with

e e i & S—

accepiobly low levels of sultur, However, the Company
expects that it will incur costs fo comply with additional
confinuous emission monitoring (CEM) requirements and for
future nitrogen oxide reduction reguirements that may be
imposed under federal or state regulations. The Company
estimates that the cost of instolling CEM and nitrogen oxide
control equipment, which the Company will seek 1o recover
through rotes, will be approximately $15 million and $100
million, respectively.

Accounting Pronouncements '« Compon, il
odopt the provisions of Statement of Financial Accounting
Standards (SFAS) No. 106, Employers’ Accounting for
Postretirement Benefits Other Than Pensions, during the first
guarter of 1983, SFAS No. 106 requires the Company to
recognize the expected cost of providing postrefirement
benetits when employee services ore rendered rather than
on a poy-as-you-go method. The Company will record an
eccumuloted postretirement benetit obligation and
corresponding regulotory asset of approximotely $376
million which represents the tronsition obligation ot
December 31, 1992. Additionally, as o result of adopting
SFAS No. 106, the Company's annual postretirement benefit
expense will increase by approximately 544 million above
the omount previously recorded under the poy-as-you-go
method. This additional $44 million of non-cash post-
refirement benefit expense will also be accounted for os
o regulotory asset. The Company believes thot the PSC will
permn recovery of these ossets through rotes.
For ¢ further discussion of SFAS No. 106, including the
recoverability of these regulatory assets, see Note B of
Notes 1o Finonciol Stotements,

The Compony wili odopt SFAS No. 109, Accounting for
Income Taxes, during the first quorter of 1993, SFAS No. 109
prohibits net of tax accounting and reporting and requires
recognition of & deferred tax liability for the tax benefits which
are flowed through 1o its customers and the equity componeni
of AFC. A regulotory asset or liability will be recognized
relating fo such items if it is probable thot the future increose
ot decrease intaxes poyable thereon sholl be recovered
from or returned to customers through future rates. The
Company estimates that had # odopted SFAS No. 109 ot
December 31, 1992, the Company would have recorded an
accumuloted delerred tox liability end o corresponding
regulotory asset of opproximately $1.2 billion. The impact of
SFAS No. 109 on the Statement of Income is not expected to
be material. For o further discussion of SFAS No. 109, see
Note 1 of Notes to Finoncial Stotements.

Selected Finoncial Date

Additional finoncial information for the lost five years is
provided in Tables 1 through 11 of Selected Financial Data.
Information with regord 1o the Company’s business segments
for the last three years is provided in Note 11 of Notes to
Financial Statements.
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Financial Stotements

Statement of income In thousands of dollars except per shore amounts
1992 99l 1990
Revenves
Elects $2,194,632 $2,196,568 $ 2,095 660
427,207 351,16) 361,242
1 Reve 2,621,839 2,547,729 2,456,902
wel ond purchased pow 741,784 768,702 786,999
the 372,209 375,267 340,518
£ 125,736 147 492 135,291
. il aaorine 119,137 118,955 110,884
Bo al componer 2ato 100,971 100,971 100,971
" Pt L y HOH v Y ‘,-.l_. & C ort el (88,573) (88573) i88 573)
Other regulatory (22,072) 8,666 14,427
Rate moderati np (30,444) (228,572) (297,214)
siad s 388,988 388,380 370,317
deral incar > 530 515 3,638
wharre: ! 172,468 168,937 177,014
lotal Expenses 1,880,734 1,760,740 1,654,272
Operating Income 741,105 786,989 802,630
Other income and (Deductions)
Allowance for other funds used during construchor 4,725 2,202 2,940
Rote i £ te g 42,837 40,456 15,683
Oth 1€ 28,832 33,783 27,218
& (22,541)  (25,467) (22,574)
Fed ¥ [ChoTge jet oo het 12,036 {12,201) (2,629)
lotal Other Income and [Deductions 65,889 38.773 20,638
Income Before Interest Charges and Cumulotive
Effect of Accounting Chonge 806,994 825,762 823 268
lmmm Cbor.ot ond (Credits)
terest g-term debt 450,621 472,974 467,700
Other interest 61,785 50,842 40,559
Allowonce for borrowed funds used during construction (7,386) (3,592) (4,628)
tal Interest Charges ond [Credits 505,020 520,224 503,631
income Before Cumulotive Effect of Accourting Change 301,974 305,538 319,637
Cumulative Effect of Accounting Chonge for Unbilled
Gaos Revenves (net of opplicable taxes of $6,017) - 11,680
Net lncom 301,974 305,538 331.317
Preterred stock nd requireme 63,954 66,394 68,161
!orulngﬂart.ﬂmnon Stock S 238020 S 239,144 S 263,156
Averoge Common Shares Qutstanding (000) 111,439 111,348 111,290
hrMn.sporConmonsh.n
Bet cum eHect of occour ting chonge S 2.14 S 215 § 2.26
ot “”v‘"".; aocaunting chonge el - 10
| hrnln.sporConmShn 2.14 § 215 § 2.36
& 1.72 § 1.60 § 1.25

Dividends Declored per Common Share



Assets .. {inthousands of doliors)
At December 31 1992 1991
Utility Plant
Electric $ 3,429,803 $ 3,323.008
Gas 760,635 666,904
LCommon 172,703 157,495
Construction work in progress 161,663 157,511
Nucleor fuel in process and in reactor 19,216 .. 29818
4,544,020 4,334,736

Less — Accumulated depreciotion

ard omortizotion 1,382,872 1,332,003
Total Net Utility Plont 3,161,148 3,002,733
Regulatory Asset
Base finonciol component (less accumuloted

amortization of $353, 398 and $252,427) 3,685,432 3,786,403
Nonutility Property and Other Investments 20,730 9,788
Current Assets
Cash ond cosh equivalents 309,485 298,098
Speciol deposits 23,683 23,207
Customer accounts receivable (less allowonce

for doubtful accounts of $24,375 ond $26,935) 208,049 210,525
Other accounts receivable 6,937 6,515
Accrued unbilled revenves 143,172 136,565
Meaterials and supplies ot overoge cost 86,482 86,863
Fuel oil ot overoge cost 51,702 44,002
Gos in storoge of cverage cost 47,002 43,388
Prepayments and other current assets 40,402 34,854
Total Current Assets 916,914 884 017
Deferred Charges
Rate moderotion component 651,657 602,053
Shoreham post settlement costs 586,045 378,386
Unomortized cost of issuing securities 380,267 227,713
Shorehom nuclear fuel 77,629 79,760
Accumuloted deferred income toxes 511,898 439,235
Other 256,904 133,213
Totol Deferred Charges 2,464,400 1,860,360
Total Assets $ 10,248,624 S 9,543,301
Sse Notes 10 Financal Stotements



Copitalization and Liobilities

At December 31

Capitalization

Long-term debt

Unamortized premium ond {discount) on debt

Preferred stock — redemption required
Preferred stock — no redemphon requirec

Total Preterred Stock

Common stock

Premium on capital stock
Copital stock expense
Retained earnings

Total Common Shareowners’ Equity
Total Capitolization

Current Liobilities
Current maturities of long-term debt
Current redemption requirements of preferred stock
Accounis poyable ond accrued expenses
Accrued taxes (including federal income
taxes of 527,100 ond $27,693)
Accrued interest
Dividends poyable
Class Settlement
Customer deposits

Totcl Current Liohilities

Deferred Credits

1989 Settiement credits

Class Settlement

Accumulated deterred income taxes
Other

Total Deferred Credits

Reserves for Claims, Damaoges,
Pensions and Benefits

Commitments and Contingencies

1992

$ 4,755,733
(14,731)

4,741,002

557,900

-
N2176

558,002
998,089
(39,304)
667,988

2,184,775

7,637,953

5%0,000
8,200
286,102

67,525
131,179
53,966
30,000
24815

1,191,787
164,294
167,066

970,373
- 110,341

1,412,074

6,810

$ 10,248 624

(in thousands of dollors)
1991

$ 5,001,016

. {14.850)
4,986,166
524,912
154,37
679,283
556,825
993,509
(40,216)

. 620,373
.2,130,491
__1.795,940

10,000
10,616
223,589

60,174
85,565
60,287
20,000
22,664

492,895

173,507
173,564
816,053
84,035

1,247,159

7,307

€ 9,543 301

Total Capitolization and Liabilities

See Notes to Fancial Stotements



Shoreowners’ Equity

{In thousands of dollars)

Stetement of Retoined Eornings T I
Balence ot Jonuary 1 S 620373 § 560,405 S  436,6%0
Net income for the yeor B 301,974 305,538 331,377

922,347 865,943 768,007
Deductions
Cash div dends declared on preferred stock 62,387 67,261 48,218
Cosh dividends declared on common stock 191,693 178,169 139,128
Cupital stock expense A PR e Ll e+ T e | SR
Balonce ot December 31 S 667988 § 620,373 § 560,405
PreferredStock ] . e 5Tl B fin thousands of dolars)
At December 37 ol BN L 1992 i 1990

‘ Call Price Per Share
December 31, 1992 Final

Par Value $100 per Share, Comulonve
Shares authorized 7,000,000 7,000,000 7,000,000
Shares issued ond outstonding o 2353757 2438993 2,528,400
5.00% Series B $101.00 $101.00 § 10000 § 10,000 § 10,000
4.25% Series D 102.00 102.00 7,000 7,000 7,000
4.35% Series E 102.00 102.00 20,000 20,000 20,000
4.35% Series F 102.00 102.00 5,000 5,000 5,000
5 1/8%Series H 102.00 102.00 20,000 20,000 20,000
5 3/4%Series | Convertible 100.00 100.00 2,276 2,37 2,674
B.12% Series J 101.00 101.00 25,000 25,000 25,000
B.30% Series K 103.29 103.29 30,000 30,000 30,000
7.40% Series L* 103.22 100.00 20,300 21,350 22,400
B.40% Series M* 103.3¢ 100.00 23,800 25,200 26,600
8.50% Series R* 101.00 100.00 15,000 22,500 26,250
9.80% Series $* - — - 55,478 57 91%
7.66% Series CC* 10000 57,000 e L
Total Par Value $100 _ _ _ $ 235376 S 243899 S 252,840
Par Value $25 per Share, C.nuiotve
Shores authorized 30,000,000 30,000,000 30,000,000
Shares issved and outstanding _ _ 19,400,000 17,840,000 17,720,000
§2.47 Series O* § 25.25 $ 2525 § 22,000 § 26,000 § 28,000
$2.43 Series P 27.75 27.75 35,000 35,000 35,000 |
$3.31 SeriesT" - 2 s = 60,000 |
$2.65 Series Y* - - - 320,000 320,000 |
$2.35 Series 7* 27.35 25.00 65,000 65,000 - |
7.95% Series AA® B & ~ 25.00 363,000 =y — |
Totol Por Volue $25 § 485000 § 446,000 § 443,000 |
Less — Sinking fund reguirements $ 8200 § 10616 § 13,616 }
Total Preferred Stock S 712376 § 679,283 §  4B2,224 |
CommonStock ! , _____finthousar:ds of doltors) |
At December31 . . . 3 992 s 1990 |
Par Value $5 per Share
Shares authorized 150,00C,000 150,000,000 150,000,000
Shaores issued ond outstanding 111,600,376 111,365,056 111,324,081
increase in shares outstanding 7 7 235,320 40,975 74,613
Increase in $5 par value S 1177 § 205 § 373
increase in premium on capitol stock S 4,493 5 614 § 924
Decreose in copitol stock expense ) 912 S 2,460 § 240

“Redemptio~ required, wee Note 6 * *Not calicble of De: ember 31, 1992

The aggregee foir value of redeematile proferred stock of December 31, 1992 omounted 4o $581 984 compared to its corrying amount of $566, 100
See Note: 1o Finoncal Stotements



Stotement of Cash Flows

For yeor ended December 31
Activities

Net Income
to reconcile net income to net
cash provided by
Cumuictive effect of accounting change for unbilled gas revenues
Depreciction ond amortfization
Fuel moderation component
Prowision for doubttul accounts
Baose finonciol component amortization
Regulotory liability component amortization
Other regulatory amortizations
Rote moderation component
Rote moderation component carrying charges
Class Settlement
Amortization of cost of issuing ond redeeming securities
Federol income taxes - deterred ond other
Allowance for other funds used during construction
Other

Changes in operating ossets and liobilities
Accounts receivoble
Accrued unbilled revenues
Materials ond supplies, fuel oil and gas in storage
Prepoyments and other current assets
Accounts poyoble and accrued expenses
Class Settlement
Accrued toxes

Other S
Net Cosh Provided by Operoting Activifies
Activities
Construction and nuclear fuel expenditures

Shorehom post seftlement costs
Other

Nef Cosh Used in I—wesvmg A"wmes -

Activities

Proceeds from issuance of long-term aeot

590,064

 leer321)

S 301,974 $

119,137

16,329
100,971
(88,573)
(22,072)
(30,444
(42,837)

22,541

41,204
160,432

(4,725)

699

(14,275)
{6,607)
(10,933)
(5,548)
62,513

7,351
17073

(268,179)
(227,658)
(1.484)

1,659,928

ET ol _-“n mwmnd;o‘qo'?ni
;o
305,538 S 331,317
- {11,680)

118,955 110,884
34,025 3,804
35,431 30,097
100,971 100,971
(88,573) {8B,573)
8,666 14,427
(228,572) {297,214)
(40,456) (15.683)
25,467 22,574
27,456 23,648
181,138 179,643
(2,202) (2.940)
38,068 15,234
{26,045) (22,463)
2,352 30,748
28,217 (48,040)
(1,035) 23,752
34,560 2,345
- {20,129)
3,926 (42.187)
(@759 (19.477)
520,428 321,058
(235,349) (229,525)
(158,432) {152,675)
@B m
@704 (382119
1,532,247 112,319

Redemption of long-term debt {(1,344,283) (1,129,000) {82,000)
Proceeds from sole of preferred stock 411,373 63.130 -
Redemption of preferred stock (389,428) (70,638) {13,659)
Preferred stock dividends poid (69,923) (65,838) (68,046)
Common stock dividends poid {190,477) (172,584) {125,192)
Cost of issuing ond redeeming securities (166,066) (88,586) (1,327)
Other 7 il 7520 3,707 1,598
Ne1 Cash (Used yg)_Pv_'qvcded by F-qo_ng_upg Aich_vlhes B e = e T 356)  T72,438 (176 307)
Net Increase {Decreose) in Cash ond Cosh Equuvulents S 11,387 § 195162 S (237,368)
Cosh ond cash equivolents ot beginning of year S 298,098 S 102,936 S 340,304
Netincrease (decrease] incashond coshequivalents 11,387 195,162 (237,368)
Cosh and Cosh Equivalents ot End of Yeor S 309,485 S 298,098 $ 102,936
Interest paid, before reduction for the ollowonce
for borrowed funds used during construction S 424,842 S 477,740 S 479,278
Federal income taxes poid S 2100 S 1,650 S S00
Federal income taxes refunded S 1,566 S 642 S 23,588

See Notes to Finonaio! Stotements
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Notes to Financial Statements

Note 1. Summary of Significant Accounting Policies

Regulation The Company s accounting policies conform
to generolly accepted occounting principles (GAAP) as they
apply to o regulated enterprise. s occounting records ore
maintomed in occordance with the Uniform Systems of
Accounts prescribed by the Public Service Commission of the
State of New York (PSC) ond the Federal Energy Regulatory
Commission [FERC).

Utiliry Plant Additions 1o and replocements of utility plont
are copitalized ot originol cost, which includes moterial,
labor, overhead and on allowance for the cost of funds used
during construction. The cost of renewals ond betterments
relating to units of property is added to utility plant. The

cost of property replaced, retired or otherwise disposed of is
deducted from utility plant and, generclly, together with
dismantling costs less any solvage, is chorged to accumuloted
depreciation. The cost of repairs and minor renewals is
chorged fo maintenance expense. Mass properties (such os
poles, wire and meters) are accounted for on an average
unit cost bosis by year of installation.

Allowance for Funds Used During Construction

The Unitorm Systems of Accounts defines the allowance for
funds used during construction (AFC) as the net cost of
borrowed funds for construction purposes and o reasonable
rate of return upon the utility s equity when so used. AFC is
not an item of current cash income. AFC 15 computed monthly
using o rote permitted by FERC on that portion of construc-
tion work in progress which is not included in the Compaony’s
rate base. The average annuol AFC rote, without giving
effect to compounding, wos 9.98%, 10.74% ond 11.03% for
the yeors 1992, 1991 and 1990, respectively.

Depreciation Th¢ provisions for depreciction ~esult from
the application of stroight-line rates to the original cost, by
groups, o deprecinble properties in service. The rotes are
determined by oge-life studies performed annually on
deprecioble properties. Depreciction for electric properties
was eguivalent 1o approximately 3.2%, 3.3% ond 3.2% of
respective average depreciable plont costs for the yeors
1992, 1991 and 1990. Depreciction for gos properties was
equivalent to opproximately 2.4%, 2.9% ond 2.8% of
respective averoge depreciable plont coste for the yeors
1992. 1991 and 1990.

Finonciol Resource Asset 2 0F outhorces reconnion
of the existence of o regulotory asset when it is probable thot
o regulator will permit full recovery of a previously incurred
cost. Pursuant to the 1989 Settlement, the Company
recorded o regulotory asset known as the Finonciol Resource
Asset [FRA), to provide the Company with sufficient cash
flows to ossure its financial recovery. The FRA has two
components, the Bose Finaiciol Component (BFC) and the
Rate Moderation Component (RMC). The Pate Moderotion
Agreement (RMA), one of the constituent documents of the
1989 Settlement, provides for the full recovery of the FRA.
For o further discussion of the 1989 Settlement and the FRA,
see Note 2.

Cosh and Cosh Equivalents (oo couvolents ore highly
liquid investments with moturities of three months or less
when purchased. The corrying omount approximates fair
value becouse of the short maturity of these investments.

Unbilled Revenues e Compony accrues elecine
revenves for services rendered to customers but not billed
at month-end.

EHfective January 1, 1990, the Company odopted the full
occruol method for unbilled gos revenues. Previously,
unbilled gos revenues were recognized only for customers
billed on a bi-monthly cycle basis for the month in which they
were normally not billed. This change better matches
revenues and expenses and provides consistency with the
Compony's revenue recognition method for electric
revenues. The cumulotive effect of this chaonge of Jonuary 1,
1990 was $11.7 million, net of tax effects, or $.10 per share
ond hod been included in net income for the year ended
December 31, 1990. The effect of this change on income
before the cumulative effect of accounting change and on
earnings for common stock for the yeor ended December 31,
1990 wos not material.

Fuel Cost Adjustments "he Compony @ elecine ond Lot
toriffs include fuel cost adjustment [FCA) clauses which
provide for the difference between octual fuel costs and the
fuel costs allowed in the Company's base tariff rates (bose
fuel costs). The Company defers these adjustments, net of 1ax
effects, to future periods in which they will be billed or
credited o customers, except for bose electric fuel costs in
excess of actual electric fuel costs, which are currently
credited to the RMC os incurred. The Company coliects the
higher of actual electric fuel costs or base electric fuel costs,
pursuant to the RMA,



Effective December 1, 1991, the eleciric rate order discussed
in Note 3 authorized the odoption of o partial pess-through
fuel cost incentive plon which includes o mechanism that
compares, on a monthly bosis, the Compony's actuai cost to
produce eleciric energy ogainst o torgeted fuel value. The
incentive meosures the Company s obility to purchose fuel of
the lowest possible cost, to purchose energy economically
from other power suppliers and to operote ifs generoting
plonts ot optimum efficiency. The shareowners are allocoted
40% of the impoct between octual fuel costs and targeted
tuel values up to o maximum benefit or penalty of 20 basis
points of the allowed return on common equity. The
shoreowners” portion of these impocts ore being deferred
on o monthly basis. The accumulated net deferral will be
recovered or returned, through the FCA, over o twelve-
month period in the following rate year. For o further
discussion of the portial poss-through fue! cost incentive,

see Note 3.

Fair Values of Financicl Instruments The o volues
for the Compony s long-term debt and redeemable preferred
stock are based on yuoted market prices, where available.
The fair volues for oll other long-term debt ond redeemable
preferred stock are estimated using o discounted cash flow
onalyses which is bosed upon the Company's current
incremental borrowing rate for similor types of securifies.

Discounts and Expenses
Premiums or discounts and expenses reloted to the issuance
of long-term debt are omortized over the life of each issue,
Unomortized premiums or discounts and expenses reloted to
issues of long-term debt thot are refinanced are omortized
ond recovered through rates over the shorter life of the
redeemed or new issues. Conital stock expense reloted to
that portion of preferred stock thot is required to be
redeemed is written-off os on adjustment to retoined
earnings upon redemption unless the preferred stock is
redeemed below por value. In thot case, ony resulting gain,
net of the reloted capital stock expense, is recorded os
odditional premium on copital stock. Capital stock expense
ond redemption costs related to certoin issues of preferred
stock that hove been refinanced os well as the cost of
ssuvance of the preferred stock issued are recorded as
deferred chorges. These amounts are being omortized and
recovered through rates over the shorter life of the
redeemed or new issues.

Federal Income Texes "he Compony provides deferred
federal income taxes with respect to certoin differences
between net income before income taxes ond taxable income
in certain instances when approved by the PSC, as disclosed

.....

in Note 10. The Company defers the henefit of 60% of
pre-1982 gas ond pre- 1983 electric ond 100% of oli cther
investment tax credits, with respect to reguioted properties,
when realized on its tax returns.

For ratemaking purposes, certain occumulated deferred
federal income taxes are deducted from rate base ond
omortized or otherwise opplied os o reduction {increase) in
tederal income tax expense in future years. Accumulated
deferred investment tax credits ore amorfized ratobly over
the lives of the related properfies.

The tox effects of other differences between income for
financial statement purposes and for federal ir.come tax
purposes are occounted for as current odjustments in federal
income tax provisions,

The Financial Accounting Standords Board (FASB) Statement
of Financial Accounting Stondards [SFAS) No. 109,
Accounting for Income Taxes requires, among other matters,
recognition of the amount of current and deferred taxes
payable or refundable ot the date of the financiol statements
as o result of all events thot hove been recognized in the
finoncial statements and adjustment of deferred income toxes
for on enocted chonge in tox lows. For reguloted enterprises,
SFAS No. 109 prohibits net of tax accounting and reporting
and requires recognition of o deferred tax liability for the tax
benefits which are flowed through 1o its customers and the
equity component of AFC. A regulatory asset or liobility will
be recognized relating to such items if it is probable that the
future increase or decrease in taxes payable thereon shall
be recovered from or returned to customers through future
rates. The Compony estimates that had it odopted SFAS

No. 109 at December 31, 1992, the Company would have
recorded on occumuloted deferred tox liobility ond o
corresponding regulotory asset of approximately $1.2
billion. The Compony will adopt SFAS No. 109 during the
first quarter of 1993 and does not expect o materiol impoct
on the Statement of Income.

Reserves for Cloims, Domages, Pensions

and Benefits Losses orising from cloims against the
Company are porfially self-insured. Extroordinary storm
losses are partially self-insured up to $5 million until Morch 1,
1993, ot which fime the Company will bear a greoter portion
of these costs. Amounts provided are credited to the reserves
bosed upon experience, risk of loss, octuarial estimates
and/or specific orders of the PSC.

Reclassifications Ceriamn prior year amounts have been
reclassified in the finoncial statemenits to be consistent with
the current year s presentation.



Note 2. The 1989 Settlement

On February 28, 1989, the Company and the Stote of New
York (by its Governor) enferad into the 1989 Settlement
resolving certain issues reloting to the Company ond
providing, omong other matters, for the transfer of the
Shorehom Nucleor Power Station {Shoreham) and its
subsequent decommissioning. On February 29, 1992, the
Company transterred ownership of Shorehom to the Long
lsland Power Authority (LIPA), an agency of the State of
New York. Pursuant 1o the 1989 Settlement, LIPA is
responsible for the decommissioning of Shorehom and has
estimated thot the decommissioning, in which Company
employees are participating, will be completed in 1994,

The 1989 Settlement recites the infenfion of the parties thot
the Compony shall be returned to investment grade finonciol
condition and thot the Company and the State of New York
anticipote that the PSC sholl ensure thot the future impacts on
rates ore to be minimized to the maximum extent practicable.
It is the Compaony’s position that these objectives will confinue
fo be oclieved, in part, through the continued receipt of
adequate and timely rate relief.

Upon the effectiveness of the 1989 Settlement, the Company
simultaneously recorded on its Bolonce Sheet the retirement
of it investment of opproximately $4.2 billion in Shoreham
and Bokum Resources Corporation (Bokum) ond the
establishment of the FRA,

The BFC, o component of the FRA, as initially established,
represents the present value of the future net-ofter-tax cash
flows which the RMA provided the Company for its financial
recovery. The BFC was gronted rote base treatment under
the terms of the RMA and is included in the Company’s
revenue requirements through on amortization included in
rates over forty years on a straight-line basis beginning

July 1, 1989. At December 31, 1992 and 1991, the
unamortized bolorce of the BFC was opproximately $3.7
billion and $3.8 bimon, respectively.

The RMC, o component of the FRA, reflects the difference
between the Compony ‘s revenue requirements under
conventionol ratemaoking ond the revenves resulting from the
implementation of the rate moderation plan provided for in
the RMA. The RMC, which has provided the Company with o
substantiol amount of non-cash earnings over the lost several
years, is bosed upon forecosted dota filed in connection with
the RMA. The RMA wos designed to provide rate increases
sufficient to recover the. RMC within o ten-yeor period. The
RMC is currently edjusted, on o monthly basis, for the
Company's share of certain Nine Mile Point Nuclear Power
Station, Unit 2 (NMP2) operations and mointenance
expenses, fuel credits resulting from the Company's electric
fuel cost odjusiment clouse discussed in Note 1 and state
gross receipts tax odjustments related to the FRA, Prior to
December 1, 1991, the RMC was adjusted to reflect actual
property taxes, cost of asbestos removal, interest expense,
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snergy conservation and load manc y ment program
costs, costs to provide odded ele~'.. system reliability
and inflation.

The RMC balance, which wor 3652 million and $602 million
at December 31, 1992 and 1991, respectively, hos increcsed
as the diference between revenues resulting from the
implementation of the rate moderation plan provided for in
the RMA ond revenuve requirements under conventional
ratemoking, together with o corrying chorge equal to the
ollowed rote of return on rate bose, has been deterred. The
RMC balance will subsequently decreose and is expected to
be fully omortized by November 30, 1999, os deferred
revenue requirements are recovered.

The PSC approved the Long lsland Lighting Company
Ratemaking and Performance Plan (LRPP), discussed in

Note 3, effective for eoch of the three rate yeors in the
period beginning December 1, 1991. Although the LRPP
provides for shghtly lower annual electric rate increases thon
originally anticipated in the 1989 Settlement, the Company
believes thot it will still fully recover the RMC over the ten-
year period principally as o result of changes in the original
ossumptions. The revenues assumed by the LRPP are
adequate to provide the Compony with recovery of its
revenue requirements under conventional ratemaking ond
recovery of the RMC balance over the remaoinder of the
ten-year period. However, actual revenues may ditfer from
those assumed for this period. The originol assumptions
underlying the RMA included projections of future revenues,
operating expenses and required rates of return. Since then,
the Compony hos experienced interest rotes, non-Shorehom
property taxes and fuel expenses that are lower than those
originally anticipoted. As a result, amounts deferred in the
RMC hove been less thon expected. In oddition, os o result of
the Compony s improved credit ratings ond an overoll
decline in the cost of money in the financial marketplace, the
PSC provided the Company in the LRPP with o lower rote of
return on common equity thon thot initially provided for in
the RMA. This lower rate of return, which will be in effect for
the three yeors ossocioted with the LRPP, results in o lower
RMC balance than had been onficipoted in the 1989
Settlement,

Under the 1989 Settlement, cerfain tax benefits ottributable
to the Shorehom obandonment are to be shared between
rotepayers and shareowners. A regulatory hability of
opproximately 5794 million waos recorded in June 1989 to
preserve an amount equivalent to the rotepayer tox benefits
attributable to the Shoreham abandonment. This emount is
being omortized over o ten-year period on o straight-line
bosis from the eHective date of the 1989 Settlement. The tax
benefit arising from the cbandonment loss deduction has
been offset against the carresponding regulatory liability in
the Company s Balance Sheet. This tax benefit could not
have been fully recognized under GAAP were it not for the
tact that its recovery is assured under the 1989 Settlement
through the regulatory liobility offset.




Shoreh.m post settlement costs (decommissioning, poyments
in heu of property taxes and other costs as incurred) are
being capitalized and amortized and recovered through
rates over o forty-yeor period on o straight-line remaining

life bosis.

Upon the effectiveness of the 1989 Settlement, Shoreham
nuclear fuel was reclossified 1o deferred charges and is being
amortized and recovered through rotes over a forty-year
period on a stroight-line remaining lite basis.

The 1989 Settlement credits on the Bolance Sheet of
approximately $164 million, net of amortization, reflect an
odjustment of the book write-off 1o the negotiated 1989
Settlement amount. A portion of this amount is being
amortized over o ten-yeor period. The remaining portion is
not currently being recognized for ratemaking purposes
under the 1989 Setilement.

Note 3. Rote Matters

Electric Pursuant to the 1989 Settlement, discussed in
Note 2, the Compaony received electric rote increases
contemploted by the RMA for each of the three rote yeors

in the period ended November 30, 1991, The RMA
contemplates that the Company will apply to the PSC for
targeted annual rate increases of 4.5% to 5.0% in each year
for on eight-yeor period beginning December 1, 1991, in
response to the Company’s rate filing, the PSC approved the
LRPP in November 1991, which provides that the Company
receive, for each of the three rote years in the period
beginning December 1, 1991, onnual electric rate increases
of 4.15%, 4.1% and 4.0%, respectively, with an allowed
return on common eguity from electric operations of 11.6%
for each of the three rate years. After giving effect to the
reductions required by the Class Settlement discussed in Note
4, the Company’s annual electric rate increoses ore
approximately 4.15%, 3.9% ond 3.9%, with an allowed
return on common equity from electric operations of
10.92%, 10.72% ond 10.58%, for the rate years beginning
December 1, 1991, 1992 and 1993, respectively.

The LRPP wos designed to be consistent with the RMA s long-
term goals including: {a) the recovery of the BFC; (b) the
recovery of the RMC in approximately ten years; (c) the
Company’s return to investment grade financial condition;
and (d) the Compaony s receipt of adequote and timely rote
relief. One principal objective of the LRPP is to reassign risk
so thot the Company ossumes the responsibility for risks
within the control of manogement, whereas risks largely
beyond the contral of management would be assumed by the
ratepayers. The LRPP reflects on update of the long-range
forecost of the Company’s revenue requirements, which wos
the bosis of the RMA's initial three rote increases. The LRPP
contains three mojor components—ievenue reconciliation,
expense offrition and reconciliation, and performance
incentives.

Revenue reconcilition is provided through o mechonism thot
reduces the impact of experiencing electric soles thot are
obove or below the LRPP forecast by providing a fixed
annual net margin level (defined os sales revenues, net of
fuel ond gross receipts taxes) thot the Company will receive
over the three rote yeors under the LRPP. The differences
between the octual electric net revenues ond the annual

net margin level are deferred on o monthly basis during

the rate year.

The expense ottrition and reconciliation component permits
the Company to make odjustments for certoin expenses
recognizing that certain cost increases are uncvoidable due
to inflation and changes in the business. The LRPP includes
the annual reconciliotion of certain expenses for wage rotes,
property toxes, interest charges ond demand side
monagement (DSM) costs, the deferral and amortization

of certain costs for enhanced reliability and operations ond
muointenance expenses, and the application of on inflation
index o other expenses for the rote yeors beginning
December 1, 1992 and 1993.

The deferred balances resulting from the net margin,
property taxes, interest expense and woge rotes will be
netted of the end of each rate yeor. The LRPP estoblished o
band whereby the first $15 million of the total net deferrols
will be used fo increase or decrease the RMC bolance. The
LRPP provides for the disposition of the total net deferrals in
excess of the $15 million band. The total net deferrals in
excess of $15 million will be refunded to or recovered from
the rotepayers in the following twelve-month period
beginning in the second quorter of each year. For the rote
year ended November 30, 1992, the total net deferrals in
excess of $15 million, to be recovered from the rotepoyers,
omounted to opproximately $29.5 million.

Under the performance incentive component of the LRPP,
the Compony is ollowed to earn for each rate yeor up to
60 odditional basis points, or forfeit up to 38 basis points,
of the allowed return on common equity os o result of its
performance within certain incentive and/or penalty
programs. These progroms consist of o customer service
performance plon, o DSM progrom, o time-of-use
program and o portiol pass-through fuel cost incentive
plon, discussed in Note 1. The incentives and/or penalties
reloted to the customer service performance plon ond
the time-of-use progrom ore determined on a monthly
bosis during the rote yeor. The total amounts deferred

af the end of each rote year will be refunded to or
recovered from the ratepoyers through the FCA in the
following twelve-month period beginning in the second
quarter of eoch yeor. The incenfives earned from the
DSM program are collected in rotes, on a monthly basis,
through the FCA. For the rote year ended November 30,
1992, the Company eorned o folal of approximately 23
bosis points, or $4.3 million, net of tox effects, bosed upon
its performance within these progroms.




For the rate year ended November 30, 1992, the Company
eorned $16.2 million, net of tax effects, in excess of its
ollowed rate of return on common equity which, in
accordonce with the LRPP, wos shored equally between
ratepayers (by o reduction to the RMC) and shareowners.
These excess earnings were generoted os a result of o
reduction in operating expenses and the effect of ¢ decrease
in copitol expenditures included in rote base. Prior to
December 1, 1991, the RMA provided that earned returns
on common equity in excess of targeted allowed rates of
return, as ad{usted, were to be applied to reduce the RMC
or mitigate rates, as determined by the PSC, of the end of

each rate year. For the rote year ended November 30, 1991,

the Company earned $10.1 million, net of tax effects, in
excess of its allowed rate of return, which was applied

os o reduction to the RMC. The Compony did not eorn in
excess of its allowed rote of return for the rote yeor ended
November 30, 19%0.

To ossist in recovering the RMC within o ten-year period
under the rates provided by the LRPP, the Company, in
accordonce with the LRPP, hos credited the RMC with several
deferred rotepayer benefits. In December 1992, the
Company opplied a total of opproximately $22.5 million of
various deferred ratepoyer benefits 1o the RMC including the
rotepoyers portion of the excess eornings for the rate yeor
ended November 30, 1992. In December 1991, the
Company opplied approximately $57.6 million of previously
deferred credits and related carrying charges for amounts
collected in excess of actuol fuel costs and other
miscelloneous deferred credits as o reduction to the RMC,

Gas In November 1992, the PSC opproved o gos rote
increase of 7. 1%, or $35.7 million onnually, which become
eftective on December 1, 1992. The gos rote decision
provides for an 11.0% oliowed return on common equity
tor the rate year beginning December 1, 1992.

On December 31, 1992, the Company filed an application
with the PSC seeking gos rote relief for the three rate yeors in
the period beginning December 1, 1993. The Compony hos
requested o gas rote increase of 6.7%, or $37.7 million in
odditional revenues to become effective for the first rote
yeor under this filing. The Compony’s filing also includes a
proposed methodology for determining rate increases,

not fo exceed approximately $30 million annuolly, for the
subsequent second and third rate yeors. This filing reflects
the Company's lotest projections of capitel expenditures,
operations and maintenance expenses and the continued
expansion of its gos business.

Note 4. The Class Settlement

The Class Seftlement, which became effective on June 28,
1989, resolved o civil lawsuit ogoinst the Company brought
under the federal Racketeer Influenced and Corrupt
Organizations Act (RICO Act). The lowsuit which the Closs
Settlement resolved had olleged thot the Company made
inodequate disclosures before the PSC concerning the
construction and completion of nucleor generating focilities.
The Class Setflement provides the Compony's ratepoyers
with reductions, oggregoting $390 million, thot are o be
reflected as adjustments to their monthly electric bills over o
ten-year period beginning June 1, 1990. The reductions
required for the first three years have olready been reflected
in rates. The reductions in each subsequent twelve-month
pzriod cre os follows:

June 1993 $30 million
June 1994 $30 million
June 1995 $40 million
June 1996 $50 million
June 1997  S60 million
June 1998 $60 million
June 1999  $60 million

Upon its effectiveness, the Company recorded its liability for
the Class Settlement on o present volue basis at $170 million
ond simultaneously recorded o charge to income (net of tax
effects of $57 miillion) of approximately $113 million, Eoch
month the Compony records the changes in the present value
of such liability thot result from the possage of time ond from
monthly reductions. Because the reductions of the liability are
greater in the later years, the current present value
calculations result in on increase in total liobility despite the
reductions in the total amount due. Beginning sometime in
1993, the amourt of the total remaining Class Settlement
liability will begin to decrease os the monthly reductions of
tne liability exceed the incremental increases in the present
value. The Compony expects the Closs Settlement liability will
be fully satishied by May 31, 2000.

As o result of the Class Setflement, the Company s electric
rate increoses on overoge will be approximotely .2% to .3%
per year lower than they would otherwise hove been during
the bolance of the Class Seftlement period. The amounts
recorded on the Statement of income for 1992, 1991 ond
1990 of approximately $23 million, 525 million and $23
million, respectively, represent the increase in present value
of the Closs Settlement liability.



Note 5. Nine Mile Point Nuclear Power Station,
Unit 2

The Compony hos an 18% undivided interestin NMP2 which
1 operated by Niogora Mohawk Power Corporation
(NMPC) neor Oswego, New York. Ownership of NMP2 is
shared by five cotenonts: the Company (18%), NMPC
(41%), New York State Electric & Gas Corporation (18%),
Rochester Ges and Electric Corporotion (14%) and Central
Hudson Gas & Electric Corporation (9%). At December 31,
1992, the Company's net utility plant investment in NMP2
was $776 million, net of accumuloted depreciation of $97
million, which is included in the Company’s rate base. Output
of NMP2, which had an operating copability of 1,080
megawatts in 1992, is shared in the same proportions as the
cotenonts’ respective ownership interests. NMPC has
determined thot the operating capability of NMP2, effective
January 1, 1993, is 1,047 megawatts. The operating
expenses of NMP2 are also allocated to the cotenants in the
some proportions as their respective ownership interests. The
Company’s share of these expenses is included in the
appropriate operating expenses on the Statement of Income.
The Company is required fo provide its respective share of
financing for any capital additions to NMP2. Nuclear fuel
costs associoted with NMP2 are being amortized on the baosis
of the quantity of heot produced for the generation of
electricity.

NMPC hos controcted with the United Stotes Department

of Energy for the disposal of nuclear fuel. The Company
reimburses NMPC for its 18% share of the cost under the
contract at o rate of $1.00 per megowott hour of net genero-
fion less o factor fo cccount for transmission line losses.

Based upon o study performed by NMPC, the Company’s
share of the decommissioning costs for NMP2 is estimated
to be $37 million (in 1989 dollars) cssuming that decom-
missioning will commence in 2027 or $237 million (in 2027
dollors). The Compony’s shore of estimated decommissioning
costs are being provided for in electric rates and ore being
chorged io operations as depreciction expense. The amount
of accumulated decommissioning costs collected from the
Compaony’s ratepayers through December 31, 1992 waos
$5.4 million. Amounts collected by the Company for the
decommissioning of the contominated portfion of the NMP2
plont, which approximate B4% of total decommissioning
costs, ore held in on independent decommissioning trust
fund. This fund complies with regulation- issued by the
Nuclear Regulatory Commission (NRC) governing the
funding of nuclear plont decommissioning cests. The
Company's funding plon for its share of decommissioning
costs will provide recsonable ossuronce thot, at the time

of termination of aperation, odequate funds for the
decommissioning of the Company s share of the
contamincied portion of NMP2 plont will be available.

The Internal Revenue Service (IRS) has ruled that the
Company's decommissioning frust meets the requirements

of o quatified fund under applicable provisions of the federal
income tax law. This IRS ruling allows the Company's
contributions to the decommissioning trust to be deductible
for income tex purposes for the tax year in which they

ore made,

Note 6. Capital Stock

Preferred Stock Fecemption of certam sernes of
preferred stock is effected througt. the operation of verious
sinking fund provisions. The aggregate por value of
preferred stock required to be redeemed in each of the yeors
1993 through 1996 is $8.2 million ond in 1997 is $4.5 million.
Dividends on preferred stock are paid in preference to
dividends on common stock or any other stock ranking junior
to preferred stock.

Preference Stock ' one of the cuthorized 7 500 000
shares of nonparficipoting preference stock, par volue $1 per
share, which ranks junior to preferred stock, ore outstanding.

Common Stock Of the 150,000,000 shores of cuthorized
common stock ot December 31, 1992, 1,834,289 shares
were reserved for sole through the Company's Employee
Stock Purchase Plan, 6,620,755 shares were committed fo
the Automotic Dividend Reinvestment Plon (ADRP) and
132,694 shares were reserved for conversion of the Series |
Convertible Preferred Stock ot o rote of $17.15 per shore. in
June 1992, the Compaeny reinstated the ADRP which had
been suspended since February 1984. Common and
preferred stock dividend limitotions in the morigoge securing
the Company’s First Morigoge Bonds are not material. There
are no dividend limitations contained in the Compony's other
debt instruments,

Note 7. Long-Term Debt

Eoch of the Compony’s outstanding mortgages is o ien on
substantially oll of the Company’s properties.

First Mortgage All of the bonds issued under the First
Mortgoge, including those issved after lune 1, 1975 ond
pledged with the Trustee of the G&R Mortgoge (G&R
Trustee) os additional security for General ond Refunding
Bonds (G&R Bonds), are secured by the lien of the First
Mortgage. First Mortgoge Bonds pledged with the G&R
Trustee do not represent outstonding indebtedness of the
Company. Amounts of such p bonds outstonding were
$1.03 billion and $957 million ot December 31, 1992 and
1991, respectively. The annual First Mortgoge depreciation
fund and sinking fund requirements for 1992, due not loter
than June 30, 1993, cre estimated ot $194 million ond $18
million, respectively. The Company expects to meet these
requirements with property additions and refired First
Mortgoge Bonds.

:
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G&R Mortgage The lien of the GAR Mortgooe «
subordinate fo the lien of the First Mortgage. The annual
G&R Mortgage sinking fund requirement for 1992,

due not later than June 30, 1993, is estimated at $27 million.
The Compony expects to satisty this requirement with retired
GA&R Bonds,

Third Mortgege/1989 Term Loon Agreement -
November 1992, the Company used the net proceeds from
the issuance of $451 million principal amount of debentures
to repay the then outstanding 1989 Term Loan Agreement
which hed been secured by the Third Mortgage. The Third
Mortgage has been discharged as o result of the repoyment
of the 1989 Term Loon Agreement.

Fourth In December 1992, the Company
satistied the Fourth Mortgage which had secured $85 million
of the Company s obligations under the letters of credit

then supporting the 1985 Pollution Control Revenue Bonds
(1985 PCRBs). The 1985 PCRBs ore presently supported by
unsecured letters of credit discussed below under the heading
Authority Financing Notes.

1989 Revolving Credit Agreement e Company has
an estimated $251 million availoble to it through October 1,
1993, under its 3300 million 1989 Revolving Credit Agree-
ment (1989 RCA). This line of credit is secured by o first lien
upon the Company s accounts receivable and fuel oil
inventories.

The Company hos, with the approval of the NRC, dedicoted
$49 million of the 1989 RCA sufficient 1o cover estimated, not
yet incurred, costs aftributable to the decommissioning of
Shoreham. As of December 31, 1992, LIPA was projecting,
based on current information, thot the Shoreham decommis-
sioning costs would total $160 million. The Company has
provided LIPA with funds oggregating approximately

$111 million for decommissioning costs incurred to date

and for decommissioning costs expected fo be incurred
during the first quarter of 1993. Actual decommissioning
costs may differ from LIPA’s current estimate. The amouni
of credit available to the Company under the 1989 RCA

will increase as decommissioning costs are funded by

the Company.

At December 31, 7~ amounts were outstanding under
the 1989 RCA. T = ny hos the option, when amounts
are outstanding, .. _v amit 1o one of three interest rates
including: (o) the Adjusted Certificate of Deposit Rate which is
a rate based on the certificate of deposit rates of certain of
the lending bonks, (b) the Base Rote which is generally a rete
based on Citibonk, N.A.'s prime rate and {c) the Eurodollor
Rate which is o rote based on the Landon interbank Offering
Rate (LIBOR]. The Compuny has agreed fo pay o fee of one
quorter of one percent per annum on the unused portion.
The termination date of the 1989 RCA moy be extended for

one-yeor periods upon the occeptance by the lending banks
of the Company s request delivered to the lending banks
prior to April 1 in each year.

Debentures On lonuvory 19, 1993, the Company issued
$36 million principal amount of Debentures, 7.30% Series
Due 2000. The net proceeds from the issuance of these
debentures will be used in February 1993 to redeem, ot the
applicable redemption price, $35 million principal amount of
First Morigage Bonds, 8.20% Series R Due 1999.

Authority Financing Notes Authority Financing Notes
are issued by the Compony to the New York Stote Energy
Research and Development Authority (NYSERDA) to secure
certain tax-exempt Pollution Control Revenue Bonds, Electric
Facilities Revenue Bonds (EFRBs) and Industrial Development
Revenue Bonds issued by NYSERDA. Certain of these bonds
are subject to periodic tender ot which time their interest
rates are subject to redetermination.

The Company has $400 million of EFRBs that were converted
in June 1992 from o voricble weekly interest rate to o fixed
annual rate of 7.15% ond $100 million of EFRBs thot were
converted in January 1993 from o voriable weekly interest
rate to o fixed onnual rate or 6.90%. Letters of credit
supporting these EFRBs, by their terms, were terminated
upon the conversion to o fixed interest rate.

The 1985 PCRBs ore supported by letters of credit pursuant
to which the letter of credit bank hos ogreed to pay the
principal, interest and premium on the tendered 1985 PCRBs,
in the aggregate, up to approximately $163 million in the
event of default. The obligation of the Company to reimburse
the letter of credit bonk is unsecured. These letters of credit
expire on March 16, 1994, ot which time the Company is
required 1o obiain either an extension of the letters of credit
or substitute credit backup. If neither con be obtained, the
1985 PCRBs must be redeemed unless the Company
purchases the 1985 PCRBs in lieu of redemption and
subsequently remarkets them. Prior 1o December 16, 1992,
the letters of credit supporting the 1985 PCRBs were portially
secured by the Fourth Mortgage in the omount of $85
million.

Fair Volues of Long-Term Debt The corrying omounts
and fair volues of the Company's long-ferm debt consisted of
the following of December 31, 1992:

[in thousands of doliors)
Fair Carrying
Volue Amount
First Mortgoge Bonds S 397971 S 400,000
General ond Refunding Bonds 1,891,842 1,801,000
Debentures 2,523,721 2,428,058
Authority Financing Notes 729,610 716,675

Total Long-Term Debt $5,543,144 $5,345,733



Long-Term Debt . (ocone o1

(in thousands of doliars)

Meaxtority Inferest Rote Seres 1992 1997
First Mortgage Bonds . o oo B
April 1, 1993 4.40% M $ 40,000 $ 40,000
June 1, 1994 4 5/8% N 25,000 25,000
June 1, 1995 4.55% O 25,000 25,000
Morch 1, 1996 5 1/4% P 40,000 40,000
April 1, 1997 51/2% Q 35,000 35,000
September 1, 1999 8.20% (3 35,000 35,000
September 1, 2000 9 1/8% S — 25,000
April 1, 2001 7 1/4% U 40,000 40,000
December 1, 2001 7 1/2% v 50,000 50,000
September 1, 2002 7 5/8% W £N,000 50,000
) December 1, 2003 8 1/8% X 60,000 60,000
Total First Mortgage Bonds 400,000 425,000
General and Refunding Bonds
May 1, 1996 8 3/4% 415,000 415,000
February 15, 1997 8 3/4% 250,000 250,000
Merch 1, 1999 9.75% — 63,000
May 15, 1999 7.85% 56,000 -
Moy 15, 2006 8.50% 75,000 -
June 1, 2006 9 5i8% - 70,000
December 1, 2006 8 5/8% 50,000 50,000
May 1, 2007 8 5/8% 85,000 85,000
April 1, 2008 $.20% —_ 75,000
July 15, 2008 7. 90% 80,000 —
May 1, 2021 9 3/4% 415,000 415,000
7 luly 1, 2024 9 5/8% 375,000 375,000
Total General and Refunding Bonds 1,801,000 1,798,000
Third Mortgage /1989 Term Loan Agreement - 446,34)
Debentures
April 1, 1993 11 3/8% 375,000 375,000
November 15, 1993 11.70% 175,000 175,000
June 15, 1994 10.25% 400,000 400,000
November 15, 1994 11.75% 175,000 175,000
June 15, 1999 10.875% 30,545 350,000
July 15, 1999 7.30% 397,000 —_
June 15, 2019 11.375% 4,513 350,000
July 15, 2019 8.90% 420,000 —
November 1, 2022 %% 451,000 —
Total Debentures 2,428,058 1,825,000
F
Pollution Control Revenue Bonds
December 1, 2006 7.5% 1976 A 28,375 28,375
December 1, 2009 7.8% 19798 19,100 19,100
October 1, 2012 B 1/4%"* 1982 17,200 17,200
March 1, 2016 4%** 1985A.B 150,000 150,000
Electric Facilities Revenue Bonds
September 1, 2019 7.15% 1989 A.B 100,000 100,000
June 1, 2020 7.15% 1990 A 100,000 100,000
December 1, 2020 7.15% 1991 A 100,000 100,000
February 1, 2022 7.15% 1992 AB 100,000 —
August 1, 2022 3.95%**" 1992 C 50,000 —
August 1, 2022 4%*** 1992D 50,000 -
Industricl Development Revenue Bonds
December 1, 2006 7.5% 1976 A8 2,000 2,000
Total Authority Financing Notes 716,675 - 516,675
Total Long-Term Debst 5,345,733 5,011,016
Less — Current moturities 590,000 ~ 10,000
Total Lonl»Term Debt Less Current Maturities $4,755,733 $5,001,006
*Tendered every thrae years, next tender October 1994 **Tendered annuolly on March |
***Converted to o fixed annugl rate of 6 0% from o voniable weekly rate on danuory 21, 1993 .

Long-term debt due in the next five yrors 1« S590,000 (1993), 5600,000 (1994), §25,000 (1995), 455,000 (1996) and $286,000 (1997}



Note 8. Retirement Benefit Plans

Pension Pl_ns The Company mointains o primary
defined benefit pension plan {Primary Plan) which covers
substanticily oll employees, ¢ supplemental plan
[Supplemental Plan) which covers officers and certain key
executives and o retirement plan which covers the Boord
of Directors {Directors’ Plan).

Primary Plan The Company’s funding policy is 1o contribute
annually to the Primory Plan o minimum amount consistent
with the requirements of the Employee Retirement Income
Security Act of 1974 (ERISA) plus such additional smounts, if
ony, as the Compony may determine to be appropriate from
time 10 fime.

For service betore January 1, 1992, pension benefitc are
determined bosed on the greater of an occrued benefit os

of December 31, 1991, or applying o moving five-year
average to a certain percentage per yeor of service. For
service alter Januory 1, 1992, pension benefits are
established by crediting the employee with an omount
determined using the bose solary for each year the employee
is o parficipant in the plan. This change in the pension
benefits colculation resulted in an increase of approximately
$70 million in the octuari  present volue of projected benefit
obligation. Employees are vested in the pension plon ofter
five yeaors of service with the Compony

The Primary Plan's funded stotus ond omounts recognized on
the Balance Sheet ot December 31, 1992 and 1991 were os
foliows:

fin 1bousands of d_olk_N}J

P _ L R L
Actuarial present value of benefit
obligotion
Vested benefits S 453,200 S 375,326

Nonvested benetits -
A;cumuio?ed benefit pbinguison

C43% 5315
§ 457,527 § 380,641

Plan ossets at fair volue
Actuorial present value of

$ 556,399 S5 519816

projected benefit obligation 536,818 446,718
7rojected benefit obligation

less thon plan assets 19,581 73,098
Unrecognized Januory 1,

net abligations 98,147 33,113

Unrecognized net gain (128,218) (114,389)

5 (10490) 5 (8,178)

Net occrued pension cost

Periodic pension cost for 1992, 1991 and 1990 for the
Primary Plen included the following components:

e {imthousands of dollars}
e 1 D
Service cost—benefits
earned during the period  $ 13,661 § 14,323 $12,720
Interest cost on projected
benefit obligation ond
service cost 39,574 33,698 32,264

Actual return on plan assets  (47,156) (63,875) (23,121)
Netomortizationanddeferrol 12,849 33,569  (5,449)

Net periodic pension cost _ $ 18,928 § 17,715 § 16,414
Assumptions used in occounting for the Primory Plan were:

w2 199 19%0
Discount rate 7.7% 7.75% 7.25%
Rate of future compensation
increases 5.5% 5.5% 6.0%
Long-term rate of return on
assers 15%  70%  7.0%

The Primary Plon assets ot foir value primarily include cash,
cash equivalents, group annuity contracts, bonds and listed
equity securities.

Supplemental Plan The Supplemental Plan, the cost of

which is borne by the Compony's shareowners, provides
supplemental death and retirement benetits for officers

and other key executives without contribution from such
employees. The Supplemental Plan is o non-qualified plon
under the Interncl Revenue Code. Death benetits are
currently provided by insurance. The provision for retirement
benefits, which is unfunded, totaled approximataly $685,000,
$675,000 ond $561,000 end wos recognized os on expense
in 1992, 1991 and 1990, respectively.

Directors” Plon The Directors’ Plon, adopted in February
1990, provides benefits to directors who are not officers of
the Company. Direc*ors who have served in thot capocity for
more than five years qualify os participonts under the plan.
The Directors’ Plan is o non-qualified plon under the Interrol
Revenue Code. The provision for retirement benefits, which
is unfunded, totaled oppreximately $133,000, $101,000
and $99,000 and was recognized as on expense in 1992,
1991 ond 1990, respectively.




Postretirement Benefits Other Than Pensions -
addition to providing pension benefits, the Company provides
certain medicol ond life insurance benefits for retired employ-
ees. Substontially oll of the Company’s employees may
become eligible for these benefits if they reach retiremeni oge
atter working for the Company for o minimum of five years.
These and similar henefits for active employees are prowvided
by the Company or by insuronce companies whose premiums
are bosed on the benefits paid during the year. The cost of
providing these benefits on o poy-os-you-go method was
$38,044,000, $37,312,000 ond $29,410,000 for 1992,

1991 ond 1990, respectively, and were recognized os an
expense as benefits and premiums were paid. The cost of
providing these benefits for approximately 2,200 retirees

is not separable from the cost of providing benefits for
opproximately 6,200 active employees for the yeors 1990
through 1992.

in December 1990, the FASB issued SFAS No. 106,
Employers’ Accounting for Postretirement Benefits Other
Than Pensions which requires the Compaony fo recognize the
expected cost of providing postretirement benefits when
employee services ore rendered rother than on o pay-as-
you-go method.

The Company will adopt the provisions of SFAS No. 106
during the first quarter of 1993 ond record an accumulated
postretirement benefit obligation ond a corresponding regulo-
tory asset of approximately $376 million. This regulotory
asset will be amortized ond recovered in rotes aver o twenty-
year period. Additionally, os a result of odopting SFAS No.
106, the Company s onnual postretirement benefit expense
will increase approximately $44 million above the amount
previously recorded under the pay-os-you-go method.

in 1992, the PSC stoff issued o proposed generic accounting
order which proposes that the effects of implementing SFAS
No. 106 be phased info rates. The PSC proposes thot the
difference between the postretirement benefit expense
recorded for accounting purposes in accordance with SFAS
No. 106 and the postretirement benefit expense reflected in
rates will be deferred ond occumuloted os o regulatory asset.
The ongoing annual postretirement benefit expense will be
phased into and fully reflected in rates within o five-year
period with the accumulated postretirement obligotion being
recovered in rofes over o twenty-year period.

In November 1992, the FASE issued SFAS No. 112,
Employer’s Accounting for Postemployment Benefits. SFAS
No. 112 estoblishes occounting standards for employers who
provide benefits to former or inactive employees after
employment but before retirement. SFAS No. 112 requires
employers to recognize the abligation to provide
postemployment benefits if the following conditions are met:
the obligation is attributable to employees services alreody
rendered, employee rights to those benefits are occumulated
or vested, ¢ syment is probable and the amount of the benefit
is reasonably estimoted. The Compony has not yet evaluated
the effect of implementing SFAS No. 112 on its financiol

condition and results of operations. The Compaony believes it
will be permitted to recover these costs through rates. The
Company must adopt SFAS No. 112 by Joanuary 1, 1994,
and does not expect to do so prior to that date.

Note 9. Commitments and Contingencies

Uitigation On Februory 11, 1988, the Company begor o |
lowsuit in Suffolk County Supreme Court against Suffolk :
County, seeking the recovery of approximately $54 million

in damages for Suffolk County’s breach of @ controct to

prepare on offsite emergency response plan for Shoreham

(Long Islond Lighting Company v. County of Suffolk). In

oddition, the complaint alleges that, because of the delays

that hove resulted, the Company hos been damaged in on |
odditional amount of $706 million. On October 30, 1992, |
the court granted in part and denied in part Suffolk County’s

motion to omend ifs onswer fo assert additional defenses and
counterclaims. Two proposed counterclaims were allowed

seeking approximately $16 million in domages os well os

$700 million in olleged punitive domoges. The outcome of

these counterclaims, if adverse, could have o material effect

on the finoncial condition of the Compony. The Company hos

argued that there is no basis for punitive damages ond

intends to vigorously prosecute its cloim ogoinst Suffolk

County ond to defend against these counterciaims.

Commitments The Company has entered info substantial
commitments for fossil fuel, gos supply, purchased power
and transmission facilities. The costs associated with these
commitments are normally recovered from rotepoyers
through provisions in the Company's rate schedules.

Nuclear Plant Insurance he Compony hos property
damage insurance and third-porty bodily injury and property
liability insurance for its 18% share in NMP2 and for
Shorehom. The premiums tor this coverage are not moterial.
The policies for this coverage provide for reirooctive
premium assessments under certain circumstances. Maximum
refrooctive premium assessments could be os much as
opproximately $4.7 million. For property domoge ot each
nuclear generating site, the NRC requires o minimum of
$1.06 billion of coveroge. The NRC hos provided Shoreham
with o portial exemption from these requirements for
Shoreham.

Under certain circumstances, the Company moy be assessed
additional amounts in the event of o nudeor incident. Under
ogreements established pursuant to the Price Anderson Act, i
the Compony could be assessed up to opproximately $74

million per nuclear incident in any one yeor ot any nuciear

unit, but not in excess of approximately 512 million in

payments per year for each incident. The Price Anderson Act

also limits liability for third-party bodily injury ond third-party

property domage arising out of @ nuclear occurrence af each

unit to $7.4 billion.

[
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Note 10. Federal Income Toxes

On April 17, 1989, the Company received o privote letler
ruling from the IRS which stated thot the Company would be
entitled, for federal income tax purposes, to an abandon-
ment loss deduction in connection with Shoreham, upon
effectiveress of the 1989 Settlement. The Company claimed
on abondonment loss deduction on its 1989 federal income
tax return of approximately $1.8 billion. The Compeny s net
operating loss carryforward is estimated to be approximately
$2.3 billion ot December 31, 1992.

On Jonuary 8, 1990 and October 10, 1992, the Company
received Revenue Agents’ Reports disallowing certoin
deductions cloimed by the Company on ifs tax returns for the
audit cycle years 1984-1987 ond 1988-1989, respectively.
The Revenue Agents’ Reports reflects proposed adjustments
to the Company's federal income tax returns for 1984
through 1909 which, if sustained, would give rise to tax
deficiencies totaling approximately $220 million. The
Company is protesting some of the adjustments and seeks an
administrative and, if necessary, o judicial review of the
conclusions reached in the Revenuve Agents’ Reports. The
Company cannot predict either the timing or the manner in
which this matter will be resolved. If, however, the ultimate
disposition of ony or oll motters raised in the Revenue
Agents’ Reports are adverse to the Company, the Company
expects thot any deficiencies that moy orise will be
substontially offset by the net operating loss carrybacks
ossacioted with the Shoreham obondonment loss deduction
and thus ony impoct would not have o moterial effect on the
Company’s financiol condition or cash flows.

Y S g——

R L S RTINS,

The amount of investment tax credit (ITC) carrytorward for
financial statement purposes otter 1792 is approximotely
$206 million. The Revenue Agents have proposed ITC
odjustments which, if sustoined, would reduce the Company’s
corrylorword by approximately $96 million. These credits
expire by the year 2002. In accordance with the Tax Reform
Act of 1986 (TRA B6), ITC allowable os credits to tax returrs
for years ofter 1987 must be reduced by 35%. The amount of
the reduction will not be aliowed as o credit for ony other
taxable yeor.

The Company hos not provided deferred toxes on approxi-
mately $500 million of various other deductions and
depreciotion method differences for property placed in
service prior to 1981 which, in contormity with the
ratemaking proctices of the PSC, hove been flowed through.
These various other flow-through tox deductions, which were
deductible currently for tax purposes but copitalized for
occounting and ratemaking purposes, include certain taxes,
o portion of AFC, pensions and certain other employee
benefits. See Note 1 with respect 1o o chonge in the method
of accounting for income taxes which the Company will
odopt during the first quarter of 1993,



The federal income tax emounts included in the Statement of Income differ from the amounts which result from
applying the stotutory federal income tax rate to net income before income taxes. The table below sets forth the reasons
for such differences

{In thousands of doliors)
1992 1991 1990
% of % of % of
Pre-tox Pre-tax Pre-tox
Amount  Income Amount Income Amount Income
Federal income tax, per Stotement of
Income
Current S 530 S 515 $ 3,638
Deferred and other (see Note 1)
1989 Settlement
Shorehom property 3,806 10,677 3,239
Bokum Resources Corporation - 20,400 -
Rate moderation component 10,351 77,715 101,053
Other 1989 Settlement items (5,499) (13,638) {13,577)
Shoreham post settlement costs 60,125 50,375 61,475
Contractor litigation settlement - (18,758) -
Closs Settlement (1,190) (2,038) {534)
Interest copitolized (2,100) (2,562) (3,220)
Mortgoge recording tax (222) 4,653 (589)
Accelerated iex depreciation 35,951 30,447 33,342
Call premiums 35,441 18,496 (3,111)
Fuel cost adjustments 8,747 (3,289) 4,879
Caopitalized uverheads - 180 2,287
Retired debt costs 2,645 9.185 -
Ratemaking and performance plan 17,680 {371) -
Lien dote property taxes (6,161) - -
Other items, net 858 (334) (5,601)
Total Deferred and Other 160,432 181,138 179,643
Totaoi federal income tax expense 160,962 181,653 183,281
Income before cumulotive effect
of accounting change 301,974 305,538 319,637
income Before Cumulotive Effect of
Accounting Chonge and Income Toxes S 462,936 S 487,19 $502,918
Staotutory federal income tax $157.398 34.0% $165,645 34.0% $170,992 34.0%
Additions (reductions) in federal
income tax resulting from:
1989 Settlement
Shoreham property 4003 09 4003 08 4035 08
Allowance for funds used during
construction (4.118) 1(0.9) (1,310, {0.3) (2,573) (0.5)
Lien date property taxes - - 227 - Bl (8,757} (1.8)
Tox credits (6,586) (1.4) (2,980) (0.6) 1,537 903
Excess of book depreciation over
tax depreciotion 12,193 2.6 13,108 27 11,987 2.4
Interest capitolized 2,947 0.6 4,232 0.9 6,031 1.2
_ Other items, net (4,875) (1.0) (1,322) (0.3) 2. A8
Total Federal Income Tax Expense $160,962 34.8% $181,653 37.3% $183,281 36.4%




Note 11. Segments of Business

The Compony is o public utility opercting company engoaged in the jeneration, distribution ond sale of electric energy and the
purchase, distribution and sole of notural gos to residentiol and commercicl customers in Nassau and Suffolk Counties ond the
Rockaway Peninsula in Queens County, all on Long Isiand, New York. (dentifioble assets by segment include net utility plant,
finonciol resource asset, materials and supplies {excluding common), accrued unbilled revenuves, gos in storage, fuel and
deferred charges (excluding common). Assets utilized for overoll Company operations consist of other property and
investments, cash, temporory cash investments, special deposits, occounts receivable, prepayments and other current assets,

unemortized debt expense and other deferred charges.

{In thousands of doilors)

For yeat ended [k-cen;bc-bl 31 - ‘ _ '992 ' 799 ': ) 7?9(’
Operating revenves
Electric § 2,194,632 § 2,196,568 S 2,095,660
Gaos 427,207 351,161 361,242
Total $ 2,621,839 § 2,547,729 § 2,456,902
Opercting expenses .. .o oo woome e
Electric S 1,354,959 $1,252,993 $ 1,151,105
Gas 7 352,777 338,295 322,515
Total S 1,707,736 $1,591,288 $ 1,473,620
Omlln. INCOmM® /ieiore federal income taxes
Electric S 839,673 S 943,575 S 944,555
Gas 74,430 12,866 38,727
Total 914,103 956,441 983,282
AFC (12,111) (5,794) (7,568)
Other income and deductions (49,128) (48,772) (20,327)
Interest charges 512,406 523,816 508,259
Federal income taxes—operoting 172,998 169,452 180,652
Federal income taxes—non operoting (12,036) 12,201 2,629
Income before cumulative effect

of accounting chonge 301,974 305,538 319,637
Cumulative effect of accounting change

(net of applicable toxes) —_ — 7 11,680
Net Income S 301,974 S 305,538 S 331,317
Depreciotion and omortization
Electric S 104,034 S 104172 S 98,022
Gas : 15,103 14,783 12,862
Total S 119,137 S 118,955 S 110,884
Construction and nuclear fuel expenditures®
Electric S 143,609 S 144,356 $ 151,425
Gos | © 109295 9319% 81,040
Tetal S 272,904 S 237,551 S 232,465
* Includes non-cash ollowance for other funds used during construction and excludes Shoreham post setlement costs

fin thousands of dollars)

A+ December 3/ ‘ 1992 1991 1990
Identifioble ossets
Electric S 8,351,370 S 7,984 887 $ 7,643 963
Gas 767 444 621,570 540,355
Total 9,118,814 8,608,457 8,184,318
Assets utilized for overall Company operations 1,129,810 934 844 658,366
Tota! Assets $ 10,248,624 S 9,543,301 S B,B42,684




(In thousands of dollors excep! earnings per common shore}

1992 1991
Operating revenuos
For the quorter ended March 31 $ 697,761 § 657,921
June 30 580,498 543,250
September 30 747,729 773,706
December 31 595,851 572,852
Operating income
For the quarter ended March 31 $179,741 $ 207,830
June 30 166,954 166,830
September 30 256,800 268,041
December 31 137,610 144,288
Net income
For the quarter ended Morch 31 § 66,706 S 86,404
June 30 59,285 50,089
September 30 141,388 144 449
December 31 34,595 24,596
Earnings for common stock
For the quorter ended March 31 S 50,553 $ 69.567
June 30 41,040 33,013
September 30 126,295 128,175
December 31 20,132 8,389
Earnings per common share
For the guarter ended Morch 31 S A5 S 62
June 30 37 .30
September 30 1.14 1.15
December 31 18 08

Report of Ernst & Young, Independent Auditors

To the Shareowners ond Boord of Directors of Long Island Lighting Compony

We have oudited the occompanying bolance sheet of Long Island Lighting Company os of December 31, 1992
and 1991 ond the reloted statements of income, shareowners’ equity and cash flows for each of the three yeors
in the period ended December 31, 1992. These financial statements are the responsibility of the Compony's
management. Our responsibility is to express on opinion on these financial statements based on our oudits.

We conducted our audits in occordonce with generally occepted oudifing standards. Those standards require
that we plan and perform the audit to obtain reasonable assuronce about whether the financial stotements are
free of moterial misstotement. An oudit includes examining, on o test basis, evidence supporting the amounts
and disclosures in the financial stotements. An oudit also includer assessing the accounting principles used and
significont estimates made by management, os well os evaluotiig the overall financial statement presentotion.
We believe thot our oudits provide o reasonable basis for cur apinien.

In our apinion, the finoncial statements referred to above pres.  fairly, in all materiol respects, the financiol
position of Long Island Lighting Company ot December 31, 19y« and 1991, and the results of its operations
and its cash flows for each of the three yeors in the period ended December 31, 1992 in conformity with

generaliy occepted occounting principles

Metlville, New York
February 5, 1993




Selected Financio! Date

1900

1992 1991 1989 1988
Summary of Operations .. ... o 7 » Table 1
Total revenues (000) $2621,839 $2547.729 S$2456902 52347614 52,137,834
Total operating income {loss) (000)
Before federal income taxes S 914103 S 956441 S§ 983282 S (93,997} S$ 701,049
Aher federal income taxes S 741,005 S 786989 S 802430 § 620,423 S 500938
Iincome (loss) before cumulative effect
of accounting changes (000) S 301,974 S 305538 S 3194637 S (95803) S 298490
Cumulative effect of accounting change for
unbilled gos revenues (net of toxes) {(000) - - § 11680 - -
Cumulative effect of accounti>n change for
disollowed costs (net of taxes) (000) — — — - $(1,345,110)
Eornings (loss) for common stock (000) S 238020 S 239,144 S 263156 S (175035 $(1,121,128)
Average common shares outstanding (000) 111,439 111,348 111,290 171,215 111,177
Earnings {loss) per common share
Betore cumulative effect of accounting
changes S 214 § 215 § 226 S (1.57) § 2.02
Cumulative effect of accounting changes - - .10 - {12.10)
Earnings {loss) per common share S 2.14 § 215 § 236 S (1.57) $ (10.08)
Pro formo eornings — with accounting changes
for unbilied gos revenuves ond disallowed
project costs applied retroactively
Earnings (loss) for comman stock (000) S 251,476 § (173.251) S 223712
tarnings (loss) per common share S 226 S (1.56) S 2.01
Common stock dividends declared per share S .72 § 160 § 125 § .50 —
Common stock dividends paid per share S L7 % 185 3 1,125 § .25 -
Book value per common share of yeor end S 19.58 § 1913 § 1857 S 1745 S 19.61
Common shareowners af yeor end 86,111 90,435 82,903 85,142 93,267
Ratio of earnings to fixed charges 1.90 1.93 1.98 e 1.95
Ratio of earnings o combined fixed chorges
and preferred stock dividends 1.59 1.60 1.64 - 1.58
Ratio of earnings to fixed chorges
{excluding AFC and RMC) 1.73 1.40 1.836 ) 1.60
Ratio of earnings to combined fixed charges
and preferred stock dividends
texcluding AFC ond RMC) 1.46 1.17 1.12 * 1.30
* The Company had no earpings 1o cover fixed chorges
{in thousands of dofiors)
Operations and Maintenance Expense Details 7 - 7 Toble 2
Total poyroll and employee benefits S 413817 S 398000 S 357489 S 329494 S 31434)
Less — Charged to construction ond other 124,076 123,838 97.650 117,761 129,990
Poyroll and employee benetits charged to
operctions v 289,741 274,162 260,039 211,933 184,351
Fuels — eleciric operations 282,138 354,859 444 458 461,576 410,174
Fuels - gos operations 182,201 175,046 175,877 188,139 172,431
Purchased power costs 280,914 197,154 168,749 128,368 88,465
Fuel cost odjustments deferred (3,469) 41,643  {2,085) (5,631) 3,359
Total Fuel and Purchased Power 741,784 768,702 786,999 772,452 674,429
All other 208,204 248,597 215,770 215,373 173,545
Total Operations and Maintenance Expense $1759,729 $1,291,461 $1,262,808 51,199,758 S 1,032,325
Employees ot December 31 6,502 6,605 6,630 6,239 6,281




Electric Operating Income
Revenues

Expenses

Electric Operating Income

Gos Operating Income
Revenues

Expenses

Gos Operating Income




1989

1991 1990 ] wa:(-
Electric Soles and Customers .. Table 5
Sales — millions of KkWh
Residentiol 6,788 7,022 7,022 7,063 6.979
Commercial ond industrial 8,181 8,322 8,35% 8,636 8,566
Other R4 469 472 470 = 483
System sales 15,440 15813 15,853 16,169 16,028
Sales to other utilities . 287 . S9B . S8 - 433 - aaS
Totai Sales 15,667 16,411 16,385 16,802 16,473
Customers  onihly averoge
Residential 902,885 898,974 895,294 890,406 BB2,962
Commercial ond industrial 101,838 101,740 101,562 100,481 98,450
Other , 4593 4540 4,504 4,452 4,436
Customers ool monthly overoge 1,009,316 1,005,254 1,001,360 995339 985843
Customers 1o ot year end } ],00_97,0248_7 1 ,005,363 i ] ,001,4_4] ) 99@,488 989_,997
Residential
kWH per customer 7,518 7,812 7.844 7,932 7,905
Revenue per kWh ; w . 15.41¢ 14.92¢ 14.21¢ 12.96¢ 11.97¢
Commercicl and Industrial
kWh per customer 80,346 81,797 82,304 85,943 87,005
Revenue per kWh 13.16¢ 12.8B6¢ 12.17¢ 11.37¢ _10.31¢
System
kWh per customer 15,297 15,731 15,832 16,245 16,258
Revenue per kWh 14.06¢ 13.6%¢ 13.01¢ 12.00¢ 10.97¢
Gaos Sales and Customers Tatle 6
Soles — thousands of dth
Residential — space heoting 35,089 29 687 29,810 32.024 31,276
- other 3,203 3,195 3,448 3,491 3,589
Non-residential — spoce heating 13,662 11,636 11,271 11,548 11,054
— other 4,338 4171 4,352 4,539 4,580
Totel firm sales 56,292 48,689 48,881 51,602 50,499
Interruptible sales 5,090 4,538 6,347 5,300 5,078
Total Sales 61,382 53,227 55,228 56,902 55,577
Customers — monthly cveroge
Residentiol — spoce heating 227,834 220,562 211,400 204,982 198,949
— other 169,189 171,581 176,000 179,415 181,924
Non-residential — spoce heoting 31,666 30,453 29,072 27,733 25,979
_— other 170,77777 ”,003 L ‘.3,37107 115517 7 11,725
Total firm customers 439,466 433,599 427,782 423,647 418,579
Interruptibie customers ‘ 7 53 472 410 359 325
Customers — iotal monthly averoge 439,997 434,071 428,192 474 006 418,904
Customers — 010l of yeor end 442,117 436 853 430,571 426,060 421,429
Residential
dth per customer 96.4 83.9 85.8 92.4 91.5
Revenue per dth $ 7.23 5 670 § 690 S 678 $ 6.69
Non-residentiol
dth per customer 4241 381.3 386.9 409.9 414.6
Revenue per dth S 6.64 S 6.10 S 608 § 628 § 6.15
System
dth per customer 139.5 122.6 128.9 134.2 132.7
Revenue per dth S 6.78 S 6.36 S 643 S 635 S 6.26




A - 1992 1991 1990 1989 1988
Electric Operations Toble 7
Energy - 7 /lons ol EWh
Net generation 10,592 13,570 13,981 15,220 15,228
Power purchased — net 6,2]] A 3,638 _?,9897 7 2,087 " ],?40
Total system requirements 16,803 17,208 16.970 17,307 17,168
Company use and unoccounted for {1,363) {1.395) (1.117) (1,138) (1,128)
System sales 15,440 15,813 15,853 16,169 16,040
Soles to other F:?I'I?I(‘S _ 22] 598 o §32 . 673‘3 1. ‘33
Total Energy Available 15,667 16,415 16,385 16,802 16,473
Peck Demand
Station coinciuent demaond 2,975 3,085 3260 3,178 3,347
Power purchased — net 636 819 426 510 475
System Peak Demand 3,61 3,904 3,686 3,688 3,822
System Capability —
LILCO stations 4,09 4,078 4,077 4,066 3,834
Nine Mile Point 2 (LILCO’s 18% share) 188 194 194 194 194
Firm purchoses — net 170 244 300 400 482
Tota! Capability 4,449 4,516 4,571 4,660 4,510
Fuel Consumed for Electric Operations
Oil — thousonds of borrels 10,656 15,314 16,40 20,480 19,927
Gas — thousonds of dth 34,475 32,924 36,477 26,490 29,126
Nuclear — thousonds of mW doys 124 154 108 105 87
Total — billions of Btu 102,126 129,937 139,874 154,669 153,828
Dollars per million Bty S 262 S 246 S 307 S 286 S 253
Cents per kWh of net generation 2.76¢ 2.73¢ 3.24¢ 3.06¢ 2.67¢
Heat rote — Btu per net kWh 10,558 10,484 10,564 10,704 10,545
FM Mix Percentage of system reguirements
Oil 37% 50% 56% 67% 68%
Gos 19 18 20 13 15
Purchosed Power 38 25 20 16 13
Nuclear Fuel 6 7 4 4 4
Total 100% 100% 100% 2% 100%
Gos Operations 7 _ 7 Toble 8
Energy  ‘housoncs of dih
Notural gas 64,911 55,579 55,407 60,359 58,743
Manufoctured gas and change in storoge 48 60 (15 53 _(18)
Total Natural and M‘onu‘ct*uredrVGcs 64,959 55,_,6}’? 553?7 » 60,4712 58,725
Total system requirements 64,959 55,639 55,392 60,412 58,725
Company use and unoccounted for B577) 2417  (l64) (3.510)  (3.148)
Total Energy Availoble 61,382 53,227 55,228 56,902 55,577
Moximum Doy Sendout -~ <" 448,726 435050 406177 462,610 431,940
System Capability — ' per ooy
Natural gos 561,584 507,344 507,344 461,788 411,596
ING monutactured or LP gas 120,700 128,200 128,200 145,600 145,600
Total Capability 682,284 635,544 635,544 607,388 557,196
Colendar Degree Doys
(66-year average 5,028) 5,066 4,378 4,139 5,169 5,162




fin vhomond 0‘ dollars’

v. 7 _ 1992 1991 R 1989 1988
Construction Expenditures”® - _ Toble ¥
Electric
Production ) 46217 §$ 32541 S 36400 S 59880 S 419028
Transmission 15,535 12,452 23,418 2022 13.379
Distribution 74,951 74,770 82,975 66,679 64,653
General (includes m‘ode'ar ‘uw{ - s o" S 9_8;807 . (]125) iyl 3 615 At - JL%?Z
Electric Total 141 752 129,643 141,028 139 196 514,287
Gos Total 104,028 89,950 78,766 49 847 37,518
Common Total - A 17958 126 0 1007 9352
Total Construction Expenditures S 272 904 S 237,551 S 232,465 S 200050 S 561,157
*includes noncash or'mwance for other funds used durmg cons'mcf;on cmdr excludes Shorehom post setlement cosh 3 . e !_'1091*9{' ds 3’7 dg”?'j“
Baolance Sheet . l . Tobls30
Assets
Utility plant S 4544020 54,334,736 S$4,150,822 $3,939.410 S$8,017,047
Less — Accumuloted depreciction

ond omortization 1,382,872 1,332,003 1,262,743 1,158,253 1,071,923
Total Net Utility Plant 3,161,148 3 DO? 733 ? 888, 079 2,781,157 6,945,124
Regulatory osset 3,685,432 3,786,403 3,887,373 3,988,344
Nonutility property and other investments 20,730 9,788 6,381 6,050 69,27 i
Current ossets 916,914  BB4017 726,060 982,032 571,934
Deferred chorges
Rote moderation component 651,657 602,053 411,443 102,971
Shorehom post settlement costs 586,045 378,386 225818 75,044 -
Unomortized cost of issuing securities 380,267 227,713 132,875 150,610 52,689
Shorehom nucleor tuel 77,629 79.760 92,069 97,925 -
Accumuloted deferred income faxes 511,898 439,235 359,768 262,298 525,029
Other | . 256,904 133,213 112,818 73607 162,290
Totel Deferred Charges 2,464,400 1 860, 360' 1 334 791 762,455 774701)98
Total Assets S 10 248,624 S 9,543,301 S 8 842,684 S 8 520,038 S B 326,337
Copitalization ond Liabilities
Capitalization
Long-term debt S 4,755,733 S$5001,016 $S455,016 $4560016 S344982)
Unamortized premium and

(discount) on debt {14,731) { 14,850) (23,125) (28,587) 25,011)
Preferred stock — redemption required 557,900 524,912 527,550 541,187 513,924
Preferred stock — no redemption required 154,276 154,371 154,674 155,592 221,050
Treasury stock, ot cost s = - - (58,430)
Retained earnings restricted for preferred

stock dividend requirements - - - - 341,008
Common stock and premium 1,556,091 1,550,334 1,549,505 1,547 97 1,557,293
Capital stock expense {39,304) {40,216) (42,676) [(42,916) {56,151)
Retained eornings B 667,988 620373 560,405 = 436,690 679,579
Total Copitalization : ‘77 637,953 7, 795,940 7, 28? 349 o 7 169 953 6 623,083
Current Liabilities .91.787 49? 895 ‘49 830 470 885 . 583 01 7
Deferred Credits
1989 Settlement credits 164,294 173,507 182,720 191,932 -
Closs Settlement 167,066 173,564 167,569 164,040 —
Accumulated deferred income taxes 970,373 816,053 634,704 430,933 963,975
Other 110,341 84,035 17,172 81,443 144,015
Total De‘erred Credits _ 1,412,074 1 247, 159 1 102 165 868,349 7 107 990
Reserves for Claims, Domoges Pensions

_and Benefits 7 6,810 7,307 8,340 10,851 12,247
Totol Capitalization and Liabilities S 10 248,624 $9 543,301 $ 8,842,684 5 8,520,038 S 8 326 337
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1992 1991 1990 ' 1989 1988

Long-term debt 65% 64% 62% 63% 53%
Preferred stock 9 9 10 10 15
Commonequty - 2% 7 R - A
Total Capitalization 100% 100% 100% 100% 100%

*Includes current maturities of long term debt and current redemphon requirements of prefersed stock

The common stock of the Company is froded on the New York Stock Exchange and the Pacific Stock Exchange. The Preferred
Stock $100 por volue, Series B E, 1, J, K and CC ond the Preferred Stock $25 por value, Series O, P, Z and AA of the Company
are, ond Series S, T and Y were traded on the New York Stock Exchonge. The toble below indicates the high and low prices on
the New York Stock Exchange listing of composite transactions for the years 1992 and 1991.

1992 1991
Quarter Quarter
First Second Third Fourth First Second Third Fourth
Common Stock High 245, 24% 25% 25% 23% 23% 24% 25
Low 22%  22% 23%  23% 19 2% 2% 23%
Preferred Stock
Series B 5.00% High 61 66 70 67 53 54 56% 58
Low 56 57 65 62 48 51 53 52
Series £ 4.35% High 52% 59% 62 60 47 4% 49 52
Low 49 49 55 54 43 44 45 47
Series | 534% High » 138 1464 o 136 131 136 141%
Low " 133 143% s 125 131 134 139
Series J B.12% High 96 96% 100% 1O 85'% 86 21 94
Low 92 922 94V 96 78 82% B3 88%
Series K 8.30% High 982 98 102 10 85 88 91 97
low 94, 94 6% 97 78 83 B85 91
Series O $52.47 High 28 28 29% 27 25% 26% 27 275,
Low 2% 26 26 25% 24% 243% 25 26
Series P $2.43 High 27% 28% 29% 28% 25% 27% 27% 28
Low 2% 2% 7% 7% 2% 24% 25% 26%
Series & 9.80% High 105% 105 - e 99% 101 102°% 105
Low 102 102V s - 96z 100 101 102
SeriesT  $3.31 High - - - - 7% 2% -~ 2
Low - i - e 26 26% - -
SeriesY $2.65 High 29 28% —_ —_ 27 27% 28 28'
Low 27% 2% - - 25 257% 26% 26%
Series 7 $2.35 High 28% 28 29 29 - 25% 26% 28%
Low 27 262 27 27% — 25% 24% 26
Series AA 7 .95% High a = %% 27 - i " =
Low - - 25% 25% = it o i
Series CC  7.66% High - — 102 103 - - . A
Low ot —_ 100% 100 e asi S e

The Preforred Stock S100 par valve, Seres D 4 25% is tragied in the over-the-counter market and no price dato i avallable. The Preferred Stuck 5100 par volue, Serves
F.H, L M and K are held prvotely

*Ne trades reported during this peniod
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Corporate Informeation

Executive Offices
175 East Old Country Rood
Hicksville, New York 11801

Common Stock Listed
New York Stock Exchange
Pocitic Stock Exchange

Ticker Symbol: LiL
Tronsfer Agent and Registrar

Commeon Stock ond Preferred Stock
The Bank of New York
Shareholder Services Deportment
11th Floor

101 Rorcloy Sireet

New York, NY 10286-1258
1-800-524-4458

Shareowners’ Agent for Automatic

Dividend Reinvestment Plan
The Bank of New York

Dividend Reinvestment Deportm.ent
1 1th Floor

101 Barcioy Street

New York, NY 10286-1258
1-800-524-4458

Annuvali

The Annuol Meetirg of Shareowners will be held on
Tuesday, April 20, 993 ot 3:00 p.m. in connection with
this meeting, proxies will be solicited by the Company

Form 10-K Annval Report

The Company will furnish, without charge, o copy of
the Company s Annual Report, Form 10-K, as filed with
the Securities and Exchonge Commission, upon written
request to: investor Relations, Long Island Lighting
Company, 175 Eost Old Country Poad, Hicksville

New York 11 80]
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