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Comoang 175 East Oid
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Sumimacy Fighlights 1984

Summary of Operations (Millions*) 1984 1983
Total Revenues $1,974 $1,788
Operating Income $ 308 $ 269
Income for Common Stock* $ 340 § 287
Average Common Shares Outstanding 110 102
Earned Per Average Common Share* $ 309 $280
Dividends Declared Per Common Share —  $ 202

*Except Earned Per Average Common Share and Dividends Declared Per Common
Share. Non-cash allowance for funds used durnng construction represented 91% in
1984 and 99% in 1983 of Income for Common Stock and Earned Per Average

Common Share.
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LILCO supplies electric and designated Metropolitan employed within the two
gas service in Nassau and Statistical Area (MSA) which counties. While the area
Suffolk Counties and the has the highest median served is predominantly

residential, the Company
receives significant
commercial and industrial
electric revenues. Although
electronics and aerospace are
the largest manufacturing
industries in the area, about
85% of total employment is
non-manufacturing.

Rockaway Peninsula in
Queens County, all on Long
island, New York. The 1,230
square mile service area
contains a population of
approximately 2.7 million
persons, 100,000 of whom
live in Queens County

Nassau and Suffolk Counties
together consititute a federally-

disposable income per
household of the more than
300 MSA's of the nation and
ranks in the top ten such
areas, including metropolitan
New York, Los Angeles and
Chicago, in population, total
income and retail sales. About
70% of all workers residing in
Nassau-Suffolk are




Chairman of the Board
Chiet Executive Officer and
Presigent

To The Shareowners

LILCO just completed the most difficult year in its history. We
have successfully maintained the Company’s financial viability
but many cntical hurdles still remain

When | became Chairman 14 months ago, the Company
faced significant problems, including an anticipated cash
shortfall for 1984 of approximately $400 million even after
drawing down all its available lines of credit. In addition
because of uncertainties over licensing Shoreham, the financial
markets were closed to LILCO as a source of capital. Our
immediate objective was to resolve the cash problem. A
number of unprecedented moves were taken, all of which
were reported to you as we proceeded. It is appropriate to
recall briefly some of these major actions in reviewing 1984

¢ Implementation of an internal austerity program including
a roll back in management salaries and the elimination of
1,000 LILCO and contractor jobs

¢ Discontinuance of construction payments for LILCO's 18%
participation in the Nine M:'e Point 2 project in upstate New
York

e Suspension of cash dividends on the common stock in
March and on the preferred stock in October

In part, because of these actions, we were successful in

¢ Repaying $90 miion of our mortgage bonds which came
due in September of 1984, thus averting bankruptcy

e Obtaining an increase in electric rates of $155 million
annually effective September 1984

e Entering into a Settlement Agreement with Niagara Mohawk
Power Corporation (NMPC) whereby NMPC will make our
construction payments on the Nine Mile Project with LILCO
issuing bonds to NMPC

® |ssuing $100 million of General and Refunding Bonds

The resolution of LILCO's financial problems is intertwined with
Shoreham. One of the first steps we took last year was to
review the various options available as they related to this
facility. The Board of Directors carefully considered different
alternatives including mothballing the plant or abandoning it
but determined it was in the best interest of ratepayers and
shareowners to license the plant. In its deliberations, the Board
consiclered the following factors

¢ The demand for electricity in the Long Island community
continues to grow. System kilowatthour electric sales
increased 5.0% in 1983 over 1982 and 3.2% in 1984 over
1983. Sales increased 2.6% during the first two months of
1985 over the same period in 1984. Without Shoreham, we
will be deficient during 1985 in generating reserve capacity
as required by the New York Power Pool

¢ Operating Shoreham would save between seven and eight
millicn barrels of imported oil annually, significantly reducing
Long Island’s heavy dependence on foreign oil to generate
electncity
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* The Shoreham plant is complete ard ready to provide
nearty one-third of Long Island’s electricity. There are imited
sites for power plants on Long Islana and substitute coal
plants would be expensive and would require an estimated
ten years to plan, construct and license.

We continue to seek a license for the Shoreham plant before
the U.S. Nuclear Regulatory Commission (NRC) in
Washington. Here, we are pleased to report that we have
made progress. The Appeal Board of the NRC upheld a
licensing board's 1600 page decision which stated Shoreham
(with the exception of the diesels and emergency planning)
is safe and ready to operate. The NRC unanimously approved
the first two phases of low power testing which permitted the
Company to load fuel and test the reactor at very low power.
The NRC has also approved a low power license for the final
two phases which would test the plant at up to 5% power.
However, an Appeal Board of the NRC remanded a diesel
related issue to the Licensing Board which must be resolved
before the Commission’s action can become effective.

Two issues remain unresolved as we proceed toward fully
licensing Shoreham.

First is the diesel generators which provide power to the plant
in the event of the loss of off-site power supply. We completely
rebuilt and retested the Delaval diesels. In addition, we
brought in reserve diesels from Colt Industries. These Colts
will eventually supplement the Delavals, aithough the lattar
are fully capable of supporting the plant. We are awaiting a
decision from a Nuclear Regulatory Commission licensing
board on whether the Delavals are qualified to operate.

The second issue is the approval of an emergency evacuation
plan for the federally mandated 10-mile area surrounding the
Shoreham plant. In trying to resolve this, we have worked
diligently throughout the year in seeking the cooperation of
Suffolk County and New York State to arrive at a plan which
would be acceptable. Unfortunately, our good faith efforts
have met with continued resistance to date. Suffolk County
officials continue to believe that the federal requirements of
a 10-mile zone are inadequate, and that for Shoreham a
20-mile zone is required. The County believes an evacuation
from a 20-mile zone around Shoreham is not possible. The
Company has developed its own emergency plan using
LILCO workers and has litigateu that plan before an NRC
licensing board. We are awaiting a decision from that board
and have sought a full scale exercise of the plan under the
auspices of the US. Federal Emergency Management
Agency. Although the Company has been unsuccessful to
date in the state and federal courts concerning matters related
to emergency planning, the NRC is the body responsible for
approving LILCO's plan

On March 13, 1985, two New York State Public Service
Commission (PSC) Administrative Law Judges recommended
to the Commission that LILCO suffer a $1.2 billion prudency
penalty for the Shoreham plant. The Company will appeal to
the PSC and the courts, if necessary, to contest vigorously
the Judges' recommendation.

-

On other matters relating to the current year:

* We are seeking from the PSC a 3.8% annual electric rate
increase for $68.7 million to become effective January 1,
1986.

* We are planning to sell at least $100 million of G&R Bonds
later this year.

At the start of 1985, we partially lifted the hiring freeze and
restored the 10% and 5% pay reductions for salaried
employees. The PSC has approved an Employee Stock
Ownership Program which we proposed in order to retain
management employees. Under the plan, employees must
remain with the Company until April 1986 to receive this stock.

We urge you to read the financial information and tiotes 4
and 7 of Notes to Financial Statements which review more
extensively the matters just mentioned.

Our foremost objective remains to provide Long Island
ratepayers with safe and reliable electric and gas energy at
the most economical rates possible consistent with LILCO's
continuation as a financially viable utility.

This goal is particularly important to us as a public Company
which delivers essential services to the community and which
is owned by over 160,000 shareowners, over half of whom
live in New York State and a fourth of whom reside on Long
Island. Our shareowners and our employees have made large
sacrifices this past year to enable the Company to continue
to provide the community with reliable service. In this report,
we rededicate ourselves to serving our customers, with the
eventual goal of returning LILCO to its former financial strength
for the benefit of all shareowners.

We thank you for your support.

Respectfully.
L\\ < & Qbs(m ) A2

William J. Catacosinos
Chairman of the Board
Chief Executive Officer and
President

March 25 1985



Financial Analysis .

This analysis discusses matters of significance in the Com-
pany'’s Financial Statements, which follow, with regard to
capital requirements and liquidity and with regard to results
of operations for the last three years.

Capital Requirements and Liquidity

Financial Objectives: The electric utility industry is one of
the most capital intensive industries in the world. Very large
amounts of capital must be obtained over long periods to
construct new generating facilities to meet customer
demands for energy. To provide this capital, electric utilities
customarily issue short-term debt, which is repaid periodically
with the proceeds from the sale of permanent securities and
from funds provided through internal cash generated from
operations. A general objective in the industry is that inter-
nal cash generation from operations (as described under
Capital Provided and Liquidity) should provide about 50%
of the total funds required for construction. Until 1983,
LILCO's financial corporate objectives also included (1) retire-
ment of all short-term debt at least once a year; (2) in the
normal course of events, a maximum amount of short-term
debt outstanding not exceeding $100 million unless the Com-
pany had the clear ability to refinance completely such short-
term debt with long-term securities; and (3) maintenance of
capitalization ratios of (a) not over 50% long-term debt, in-
cluding the Trusts, (b) 10-122% preferred and preference
stock, and (c) 40-372% common stock and retained
earnings.

Until mid-1983, the Company essentially met these objec-
tives, with the exception of the level of internal cash genera-
tion from operations, discussed below.

(1) Short-term debt was fully retired at least once in each of
the last ten years including each year-end except for 1980.
In mid-1983, adjusting to the political and regulatory uncer-
tainties facing the Company, the downrating of its securities
to below investment grade, and the withdrawal of its com-
mercial paper ratings, the Company modified its objectives
to eliminate the use of all short-term debt and to maintain
a total of cash and short-term investments of between $200
miliion and $300 million. Toward this objective, in 1983 the
Company borrowed the full $400 million available under its
domestic and Eurodollar Revolving Credit Agreements on
a long-term basis. The Company had cash and short-term
investments, excluding investments in the Trusts, totaling
$275.4 million at the end of 1983

The Company's original 1984 financing plan called for the
sale of an aggregate of approximately $700 million of debt
and equity securities. In January 1984, the Company sold
five million shares of common stock providing gross pro-
ceeds of $52.5 million and in February 1984 the Company
realized gross proceeds of $10.4 million through its dividend
reinvestment plan. Thereafter, however, given the various
adverse factors then impacting the Company. little or no
assurance could be given regarding the Company's ability
to raise additional funds in 1984 or in future years in order
to meet its construction and other capital requirements and
operaticnal needs. In view of this situation, the Company's
cash cujective in 1984 was revised to balance its cash
receipts and disbursements rather than maintaining a set

level of cash. Accordingly, in order to conserve cash, begin-
ing in February and March 1984, the Company (a) reduced
its non-fuel related operations and maintenance expenditures
and achieved other austerity cash savings totaling approx-
imately $94 million in 1984, (b) suspended construction
payments for its share of Nine Mile Point 2 (see Notes 4 and
7 of Notes to Financial Statements), and (c) omitted common
stock dividends. In August 1984, the Company (a) was
granted an electric rate increase effective September 1, 1984
to provide an additional $155 million of revenues annually,
(b) entered into a Revolving Credit Agreement providing up
to $150 million (expandable to $200 million with the consent
of all the banks) through December 31, 1985, and (c) entered
into a Settlement Agreement with Niagara Mohawk Power
Corporation (NMPC) pursuant to which NMPC will finance
up to $250 million of LILCO's share of construction costs for
Nine Mile Point 2. In September 1984, the Company sold
$100 million of General and Refunding Bonds (G&R Bonds),
172% Series Due 1989. As a result of all these actions, at
December 31, 1984, the Company had loans of $36.0 million
outstanding under the 1984 Revolving Credit Agreement and
had cash and short-term investments totaling $31.7 million.

(2) During 1984, no short-term debt was outstanding. Dur-
ing 1983 and 1982, the maximum aggregate amount of
short-term bank ioan and commercial paper borrowings at
any one month-end was $212.7 million at June 1983 and
$104 .8 million at August 1982. The daily averages of total
bank loan and commercial paper borrowings were $71.7
million, and $26.8 million, respectively, in 1983 and 1982.
The approximate weighted average interest rates (excluding
the effects of compensating balances and commitment fees)
on revolving credit and commercial paper borrowings were
10.2% and 12.4%, respectively, in 1983 and 1982. (See
Note 5 of Notes to Financial Statements.)

(3) At December 31, 1984, 1983 and 1982, the Company's
capitalization ratios were:

Capitaiization Ratios

at December 31 1984 1983 1982

Debt (Includes Trusts) 48.3% 511% 466%

Preferred Stock 121 134 135

Common Stock and Retained Earnings 396 355 329
Total 100.0% 100.0% 100.0%

: The Compan's financial viability
after 1985 depends upon its ability to continue to obtain re-
quired cash through external financing and through ade-
quate and timely rate relief, including recovery in rates of its
prudent investments in Shoreham and Nine Mile Point 2,
whether or not either plant ever operates. As a result of enter
ing into the 1984 Revolving Credit Agreement, the Company
believes that it has the financial capability to complete its
planned 1985 construction requirements and to meet its other
1985 capital requirements. The Company also believes that
there are currently markets for high yield utility debt securities,
such as those of the Company. Providing the funds to meet
the Company's capital requirements after 1985 will be depen-
dent upon the Company's ability to conserve cash, timely
receipt of adequate additional rate relief, its ability to access
the capital markets, and its ability to repay or to extend its
1984 Revolving Credit Agreement and to extend the
maturities of some or all of $673 million of revolving credit



bank loans now scheduled to mature in 1986. The Company
cannot at this time predict whether it will be able to obtain
any or all of such external financing or rate relief. The Com-
pany has begun preliminary discussions with its lending
banks respecting an extension of the maturity of the 1984
Revolving Credit Agreement from December 31, 1985 to
June 30, 1986 and an increase in the amount of G&R Bonds
that tne Company is permitted to sell in 1985 from $100
million to $225 million.

The estimated capital requirements and capital provided
shown in the tables that follow are based on the following
assumptions: (1) Shoreham is operational October 1, 1985
and is reflected in rates effective January 1, 1986 (See Note
7 of Notes to Financial Statements under Rate Relief) and
(2) the Company is able to continue to provide required cash.

Total capital requirements for 1984 and those estimated for
1985 are as follows:

Actual Estimated
Capital Regirements
(Dollars in Milions) 1984 1985
Construction Requirements
Electric
Shoreham (1) $612 $446
Pre-Operational Credit - (44)
Nine Mile Point 2 (1) 221 206
Nuciear Fuel (1) 15 30
Other production 20 33
Other 36 54
Total Electric 904 725
Gas 12 16
Common 5 11
Total construction {inci. AFC) 921 752
Less AFC (310) (308)
Total construction (Excl. AFC) 611 444
Refunding Requirements
Senior Securnties 151 22
Bank Loans . 111
Resources Trust 27 .
Construction Trust a
Total Refunding Requirements 178 133
Total Capitai Requirements $789 $577

(1) See Notes 4 and 7 of Notes o Financial Statements

Capital expenditures for Shoreham after October 1, 1985 are
estimated to add up to $40 to $50 million per month, in-
cluding approximately $27 million of allowance for funds used
during construction (AFC), to the cost of the plant. For addi-
tional data on construction expenditures for prior years, see
Table 9 of “"Selected Financial Data."

Capital Provided and Liquidity: Internal cash generation
from operations provided 44% of total construction expen-
ditures in 1984, negative 14% in 1983, and negative 5% in
1982. For this purpose, construction includes (1) LILCO con-
struction less AFC plus (2) construction expenditures for the
Company's share of Nine Mile Point 2 less interest capitaliz-
ed by Tri-Counties Construction Trust plus (3) expenditures
of Tr-Counties Resources Trust for nuclear fuel less interest
capitalized by (e Trust
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The capital provided in 1984 was, dnd that estimated for
1985 is, as follows:

Actual Estimated

Capital Provided
(Dollars in Millions) 1984 1985
External Financing - Long-term

Debt (1) $229 $233

Preferred Stock o

Common Stock 64
Total External - Long-Term 293 233
Cash and Short-Term Investments 244 15
Bank Loans 36 .
Internal Cash Generation

from Operations (2) 233 315
Other Internal Funds

Generation (3) a7 14

Total Capital Provided $789 $577

(1) Includes G&R Bonds delivered to NMPC and amounts deferred on the
gnd note pursuant to the LILCO and NMPC Settlement Agreement
{2) Includes:
(a)Retained earnings (net income less in 1984 dividends on preferred
and common stock)

(b)Depreciation

(c)Deterred and other federal income taxes
Less

(d)Allowance for funds used during construchon

(3) Includes
(a)Changes in working capital
(b)Other non-cash items - net

Federal legislation enacted into law in 1984 may permit tax-
exempt refinancing of up to $2.8 billion of the costs of
Shoreham. Such refinancing depends, among other factors,
on the receipt of various approvals from certain agencies of
the State of New York. The Company has been advised that
it must be able to provide assurances that Shoreham will be
permitted to become operational before the required State
approvals will be forthcoming.

For information with regard to the Company's actions to
recover its costs in the abandoned New Haven and
Jamesport nuclear projects and to protect its investment in
Bokum Resources Corporation, see Note 7 of Notes to Finan-
cial Statements

For additional data on the Company's capitalization and other
Balance Sheet items, see Table 10 of “Selected Financial
Data’. For quarterly data on the market prices of the Com-
pany's securities during the past two years, see Table 11
of ""Selected Financial Data.”

Through December 31, 1984, the Company had expended
$2.7 million in defense of two shareowners’' derivative ac-
tions and a class action settled in 1983 which alleged federal
securities law violations with respect to disclosures concern-
ing the BRC transactions. Of this amount, approximately $1.5
miv'on was paid on behalf of certain of the Company's past
and present directors and Jfficers. The Company recovered
$1.2 million of the $2.7 million through December 31, 1984,
pursuant to its directors’ and officers' liability insurance with
the National Union Fire Insurance Company (National). This
insurance and insurance currently with the New England
Reinsurance Corp., the Buffalo Reinsurance Company, and



Associated Electric and Gas Insurance Services Limited
(AEGIS) provide the Company with coverage for wrongful
acts by directors and officers as well as indemnification for
the Company and its directors and officers. In addition, the
Company had also expended $0.4 million through
December 31, 1984, in defense of another class action and
derivative action, alleging federal securities law violations with
respect to disclosures principally concerning the prudency
of the construction costs of Shoreham and its management.
The insurance from National and AEGIS also provides
fiduciary liability coverage for the Company, its directors, of-
ficers and employees for any alleged breach of fiduciary duty
under the Employee Retirement Income Security Act of 1974.
The total premiums for all these coverages were $535,000
for the six month period ending February 28, 1985.

Results of Operations
Eamnings: Summary results of recent earnings are:
Earnings 1984 1983 1982
Income for Common Stock

{Milions) $340.3 $287.2 $249 4
Average Common Shares

Outstanding (Millions) 110.1 102.5 925
Earned Per Average

Common Share $ 3.09 $ 280 $ 270

The increases in average common shares outstanding in-
dicated in the above table reflect the sale of a total of 6.1
million shares in 1984, 3.5 million shares in 1983, and 19.1
million shares in 1982. For all years, income for common
stock increased, in part, because it includes increases in
LILCO non-cash AFC which reflect the inflationary impact
of higher costs of capital and additional capital raised (see
Note 1 of Notes to Financial Statements). In 1984, the in-
crease in income for common stock also refiects, to a limited
extent, the effects of the Company's austerity program to con-
serve cash.

The ratio of earnings to fixed charges was 2.49 in 1984 com-
pared with 2.46 in 1983, and 2.42 in 1982. The ratio of ear-
nings to fixed charges and preferred dividend requirements
was 1.91 in 1984, compared with 1.88 in 1983, and 1.90
in 1982. Both ratios. in each instance including AFC, are
computed in accordance with Securities and Exchange Com-
mission rules. A similar ratio of earnings, but excluding AFC,
to fixed charges, was 1.40 in 1984, compared with 1.28 in
1983, and 1.34 in 1982

Dividends: The February 1, 1984 common stock dividend
was paid. On March 6, 1984, the Company announced that,
as part of its austerity program to conserve cash, it would
omit cash dividends on the common stock for the balance
of 1984. The Company subsequently agreed (as part of the
1984 Revolving Credit Agreement) to suspend the declara-
tion of preferred stock dividends payable on and after Oc-
tober 1, 1984, and not to declare or pay any dividend on
its common stock through the maturity of the 1984 Revolv-
ing Credit Agreement, currently December 31, 1985. The
Company is seeking to extend this maturity to June 30, 1986.
Under its Certificate of Incorporation, the Company may not
pay dividends on its common stock when it has failed to
make payment in full of its cumulative preferred stock divi-
dend requirements. (See 'Capital Requirements and Liquidi-
ty" and “Revenues - Rate Increases’).

Quarterly dividends on the common stock were paid as
follows during the last three years:

Paid Per Share
Payment Dates 1984 1983 1982
Feb. 1 50va° 502* 48v2*
May 1 . 50V2¢ 48V
Aug. 1 . 50v2¢ 50%2*
Nov. 1 - 5072¢ 50v2¢

Total Paid $0.505 $2.02 $198

The Company estimates that for federal income tax purposes
none of the common and preferred stock dividends paid in
1984 represent a return of capital and, therefore, these
dividends will be taxable as ordinary income.

The Company estimates that for federal income tax purposes
certain percentages of the dividends paid in 1983 and 1982
represented a return of capital and, therefore, may not be
taxable as ordinary income. These percentages are 100%
of the common stock and approximately 60% of the
dividends paid on all series of preferred stock in 1983, and
100% of the common stock and approximately 81% of the
dividends paid on all series of preferred stock in 1982. Such
estimates are subject to audit by the Internal Revenue
Service.

The trends of earnings, dividends. and coverage of interest
and fixed charges over the past six years are provided in
the Summary of Operations, Table 1, of “"Selected Financial
Data." Information with regard to the electric and gas
segments of the Company’s business for the most recent
three years is provided in Note 8 of the Notes to Financial
Statements. Additional data for prior years for both electric
and gas operations is contained in the various tables of
"“Selected Financial Data".

Revenues: Total revenues, including revenues from the
recovery of fuel costs, increased $185.7 million, or 10.4%,
to $1,973.6 million in 1984 from $1,787.9 million in 1983.
The increase in 1983 from 1982 was $154.3 million, or 9.4%.
Revenues realized from sales of electricity and gas to the
various classes of the Company's customers are shown in
detail in Tables 2 and 3 of “'Selected Financial Data.”" Elec-
tric and gas revenues reflect monthly adjustments in rates
as a result of changes, up and down, in the cost of fuels for
electric generation, purchased power costs and the cost of
gas.

The principal factors causing these changes in revenues
were:

Increases

Factors Causing Change In Revenues from Prior Year
(Dollars in Millions) 84/83 83/82
(1) Fuels and Purchased Power $ 303 $ 658
(2) Rate Increases 127.2 56.7
(3) Changes in Energy Sales

and Other Changes 28.2 318

Total $185.7 $1543




Additional information about these factors:

(1) Fuels and Purchased Power: Changes between periods
in the cost of electric fuels, purchased power, and gas fuels
were influenced primarily by (a) the mix of fuels used and
(b) changes in the cost of fuels.

(a) During 1984 and 1983, the Company displaced 40% and
38%, respectively, of the oil it would otherwise have used
to generate electricity by burning gas and purchasing power
from other utilities. Burning gas and purchasing power dis-
placed 10.0 million barrels of oil in 1984 and 9.1 million bar-
rels in 1983. The Company estimates that these and related
interchanges of power with other utilities saved electric
customers a total of $93.4 million in 1984 and $77.2 million
in 1983 compared to the estimated cost of generating an
equivalent amount of power on the LILCO system with cil.
In addition, electric customers saved $25.0 million during
1984 and $33.2 million during 1983 as a result of burning
higher sulfur oil through the Company's Environmental Quali-
ty Control System. As a result of sharing in the economies
of burning gas to generate electricity, gas customers saved
$14.9 million in 1984 and $11.6 million in 1983

The mix of fuels and purchases of power for providing the
Company's electric system energy requirements during
1984, 1983 and 1982 were as follows:

Fuel Mix 1984 1983 1982
Oit 60% 62% 64%
Purchases 21 23 20
Gas 19 15 16
Total 100% 100% 100%

(b) The cost of electric and gas fueis in 1984, 1983 and 1982
were:

in 1984. The $28.2 million balance of the increase was due
to a gain of $14.1 million from increased electric sales and
an increase of $14.1 million in gas sales. Revenues resulting
from rate increases of $56.7 million provided the major por-
tion of the total $88.5 million increase in revenue net of fuels
in 1983. The $31.8 million balance of the increase was due
to a gain of $40.3 million from increased electric sales and
a decrease of $8.5 million in gas sales.

In 1984, the PSC granted the Company permanent elecrtric
rate relief totaling $245 million annually, including the $90
million internim rate relief granted in September 1983. The new
rates became effective on September 1, 1984, This rate relief
did not significantly reduce the Company's requirements for
cash from other sources during 1984. However, this rate relief
enabled the Company to obtain additional credit and made
possible the Company's re-entry into the securities markets
in 1984, and can be expected to satisfy a portion of the cash
requirements for the Company's operational, construction
and refunding needs in 1985.

On February 27, 1985, the Company filed for a 3.8% in-
crease in electric rates to become effective January 1, 1986
to provide an annual increase of $68.7 million. In that filing,
the Company indicated that it would request that an earlier
proceeding be reopened to permit filing of a revised rate
moderation proposal for reflecting Shoreham in rates (see
Note 7 of Notes to Financial Statements under Rate Relief).

(3) Changes in Energy Sales and Other Changes:
Changes in energy sales to customers result from changes
in (a) the number of customers and (b) the level of consump-
tion by customers, which, in turn, may be influenced by dif-
ferences in weather conditions.

Electric Sales: The changes in the above factors between

Fuels ang Purchased Power" current and prior comparable periods were as follows:
(Dollars in Milions) 1984 1983 1982
% Increase
Electric Fuels $568 8 $5168 $501 4
Purchased Power 122.7 128 4 106.7 from Prior Year
Gas 192.6 2096 1809 Customers and Average Use 84/83 83/82
Total $885.1 $854 8 $7890 (a) Average Number of Customers

Residential 0.9% 0.9%

* Includes fuel cost adjustment deferred Commercial & Industral 20 20
(b) Average kWh Use Per Customer

The average unit prices of fuels in 1984, 1983, and 1982 Residential 0.8 52
were as follows: Commercial & Industnal 28 22

Average Unit Price’ 1984 1983 1982

For Electric Operations */kWh
Fuels consumed for

net generation 4.68° 4.42¢ 4 35°
Purchased Power 3.99° 3 95¢ 3.88¢
For Gas Sendout - $/oth $3.67 $4.13 $353

* Inctudes fuel cost adjustment deferred

Additional fuel data for prior years is contained i Tables 4
and 5 of “Selected Fingncial Data."

(2vRae Increases: Total revenues net of the above fuel costs
increased $155,4 million, or 16.7%, in 1984 to $1,088 4
mi.on and $88 5 million, or 10.5%, in 1983 to $933.0 million

Rate increases of $127.2 million provided the majar portion
of the total $155.4 million increase in revenue net of fuels

Consumption by residential customers accounts for approx-
imately 45% of the Company's annual system kWh sales of
electricity. This is one of the highest proportions of such sales
in the electric utility industry, and contributes to relatively
stable operations of the Company.

Electric Sales
(MiYigns of kWh) 1984 1983 1982
System Sales
Residen(.d 6,000 5 900 5557
Commercial & Infustnal 7,129 6797 6524
Saner 448 402 438
Total Systern Sales 13,877 13.149 12519
Power Pool Sales 418 494 552
Total Sales 13,995 13,643 13.0Mm

—



e D S I S 5 T T 0 . R B A A ARSI AT s g S S,

Total kWh sales to residential, commercial and industrial
customers increased 3.4% in 1984 over 1983 and increas-
ed 5.1% in 1983 over 1982. Reflecting the strength of the
Long Island economy, kWh sales to commercial and in-
dustrial customers increased 4.9% in 1984 over 1983 and
increased 4.2% in 1983 over 1962.

Gas Sales: Approximately 72% of the Company's annual
system dekatherm (dth) sales of gas results from consump-
tion by space heating customers. Accordingly, total gas
system revenues and sales are heavily influenced by
seasonal temperature variations between periods and the
availability of gas for sale to interruptible customers.

The average dth use of gas by space heating customers in-
creased 6.4% in 1984 from 1983 compared with the 7.1%
increase in the number of degree days. In addition, the
average number of gas space heating customers increas-
ed 1.5% in 1984 together resulting in an 8.0% increase in
total sales of gas to firm space heating customers. Sales of
gas to firm non-space heating customers were up 2.7% in
1984 over 1983 while sales to interruptible customers increas-
ed 7.3%. The average dth use of gas by space heating
customers decreased 5.8% in 1983 from 1982 compared
with the 4.6% decrease in the number of degree days bet-
ween the years. This decline was partially offset by a 2.5%
increase in the average number of gas space heating
customers, together resulting in a 3.5% decrease in total
sales of gas to firm space heating customers. Sales of gas
to firm non-space heating customers were up 0.1% in 1983
over 1982 while sales to interruptible customers decreased
12.8%.

Gas Sales
(dth in Millions) 1984 1983 1982
Firm System Sales
Space Heating 36.9 342 354
Non-Space Heating 8.3 8.1 8.1
Total Firm 45.2 423 435
Interruptible 8.7 53 6.1
Total System Sales 50.9 476 496
Degree Days Billed 4921 4,596 4816

Additional energy sales data for prior years is contained in
Tables 6 and 7 of “Selected Financial Data.”

Operations and Maintenance Expenses: Total operations
and maintenance expenses exclusive of fuels and purchas-
ed power decreased $5.9 million, or 2 3%, in 1984 to $256 .4
million. These expenses increased $23.1 million, or 9.7%,
in 1983 to $262.3 million. Nearly 58% in 1984 and in 1983
of these total costs represented employee wages and
benefits. The $5.9 million net reduction in 1984 is after giv-
ing effect to increases of $5.6 million to refiect four months
of amortization of the abandoned New Haven nuclear plant
and $15.7 million of :wusterity expense reductions which were
deferred in order tc limit income for common stock to the
rate of return on common equity allowed by the PSC. The
decrease in 1984 from 1983 in operations and maintenance
expenses exclusive of fuels and purchased power, totaling
$27 2 million before the increases indicated above. was due
principally to the austerity reductions. Most of the increase
in 1983 over 1982 in operations and maintenance expenses

exclusive of fuels and purchased power was due to higher
labor and matenals costs, with the balance due largely to
higher administrative and general costs, including employee
pensions and benefits, legal services, regulatory related ex-
penses and research and development. Information concer-
ning the effects of inflation on the Company’s operation is
contained in Note 10 of Notes to Financial Statements. Ad-
ditional expense data is contained in Table 8 of "'Selected
Financial Data.”

Other Items: Federal income taxes in 1984 were $51.1
million higher than in 1983. In 1983, federal income taxes
were $17.0 million higher than in 1982. Changes in federal
income taxes are due principally to variations in net income
before income taxes, recognition of investment tax credits,
and items capitalized ‘or financial statement purposes that
are allowed as curren: deductions on the Company's tax
returns. (See Notes 1 and 6 of Notes to Financial Statements.)

Other items such as depreciation, operating taxes, interest
expense and preferred stock dividend requirements, (in-
cluding $21.3 million being reflected in the financial
statements although unpaid beginning October 1, 1984) in
aggregate increased $97.0 million, or 14.4%, to $771.9
million in 1984, from $674.9 million in 1983. These were par-
tially offset by a $25.3 million increase in total AFC and a
$22 9 million increase in Allowance for borrowed funds us-
ed during construction - trusts. The increase in these items
in 1983 over 1982 was $95.6 million, or 16.5%, substantial-
ly offset by a $83.5 million increase in total AFC. Increases
in depreciation generally result from the addition of piant in
service. Increases in operating taxes are largely due to higher
property taxes resulting from the addition of new plant and
increased property tax rates. State and local gross income
and franchise taxes vary with revenues. Increases in interest
charges and preferred stock dividend requirements result
primarily from increased bank borrowings and from the sale
of additional securities. Interest charges on Trust obligations
are capitalized and vary with changes in the lending rates
of the Trust's credit banks. Such charges are offset by AFC
related to Trust interest so there is no effect on net income.

AFC is a non-cash credit to income that represents the cost
c¢f borrowed funds for construction purposes and a
reasonable rate upon a utility's other funds when so used.
The amount of AFC (including interest on Trust obligations
which corresponds to AFC) fluctuates from period to period
with changes in the cost of money, the level of construction
activity, the amount of construction work in progress (CWIP)
included in rate base, and rmodifications in regulatory policy.
The amount of electric CWIP included in rate base (on which
the Company is allowed to earn a cash return in lieu of non-
cash AFC) was increased, effective May 29, 1981, from $300
million to $400 million. The average amount of electric CWIP
allowed in rate base was $400.0 million in 1984, 1983 and
1982, including the $355.0 million related to Shoreham in
1984, 1983 and 1982

LILCO AFC (excluding AFC related to Trust interest) totaled
$310.1 million in 1984, $284 8 million in 1983 and $201.4
million in 1982, representing 91%, 99%, and 81% of income
for common stock in each year, respectively
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Balance Sheet

1984

Utility Plant ! $1,831,580
. 368,531

87,633

4,317,759

9,113

657,928

7,272,544

788,565

ansiiiaia - JUNT ant 6,483,979

Other Property and Nonutility property. | f 2,811
Investments tment f )

569

65,259

68,639

Current Assets st 10,105
| t 21,600
61,900

184,028

23,908
28,010
49,359
43,715

2,015

424,640

Deferred Charges Electnc f t adjustm 1,038

44,108
77,769

rg 122,915
Total Assets $7,100,173




Capitalization and Liabilities

1984
Capitalization ) - $2,316,175
imortiz ) on debt __(9,658)
2,306,517
529,375
221,056
(505)
749,926
551,061
999,996
(56,103)
956,356

2,451,310
5,507,753

Trust Obligations 7 685,621
Current Liabilities ' ’ { )-t - 129,046
i § f 4437

164,589

124131
59,580
12,762

494 545

Deferred Credits f ‘ : 338,607
ther 54 649

393,256

Reserves for Claims, Damages, Pensions and Benefits 18,998
Coimmitments and Contingencies -

Total Capitalization and Liabilities $7,100,173 J $ 19
m




Statement

Revenues
$1,613,397
360,153

1,973,550

Expenses
885,096
195,829
60,568
65,209
255,855
14,096
188,476

, _ 665,129
Operating Income 308 421
Other Income and (Deductions)

235,840

(1,056)

(315)

86,757

: 321,226

Income Before Interest Charges 629,647
Interest Charges and (Credits)

275,979

161

(74,281)

87,186

(87,186)

201,859

Net Income 427,788
87,524

Income for Common Stock 340,264

Average Common Shares Outstanding — (000) 110,120

Earned per Common Share S 3.09

Dividends Declared per Common Share $ — 4
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Shareowners’ Equity

1984

Statement of Retained Earnings

$580,115
427,788
1

51,546

$956,356

Common Stock
Par Value $5 per Share
{ 150,000,000
110,212,156
6,092,084

$ 30,461
35,434

(175)

Preferred Stock
Par Value $100 per Share
ha ' 7,000,000
2985813
12,875

$ 10,000
7,000
20,000
5,000
20,000
4,056
25,000
30,000
27,650
33,600

45,000
72,562

$299,868

Par Value $25 per Share
30,000,000
18,200,000

$ 40,000
35,000
75,000
65,000
75,000
65,000

100,000

455,000
4,437
505
$749,926




Statement of Changes in Financial Position

Source of Funds
Operations

$ 427,788

65,214
101,720
18,100
(310,121)
12,883
87,186

(87,186)

315,584
Long-term Financing

264,500

63,585

175,833
47,927

Total Source of Funds 867,429
Use of Funds

961,953
9,090

(49,909)

310,121

611,013
51,546

129,046
7,130
27,863

976

6,099

1,019

424

3,391

28 922

Total Use of Funds $ 867429

Increase (Decrease) in Working Capital
$ 6,804
(250,474)
58,343
14,081
2,580
5,349
955
(21,989)
9,600
24,000
(24,362)
(69,510)
1,833
(531)
67,488
Net Increase (Decrease) $ (175,833)




Notes to Financial Statements "
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Note 1. Summary of Significant Accounting
Policies

Utility Plant
Addit to a placeme f y plant are re ! t Deferred Fuel Cost Adjustments

actr Fue Ad try

Federal Income Taxes
The npar Jenera

Allowance for Funds Used During Construction

¢ ¢ A ¢ rel

Reserves for Claims, Damages, Pensions and Benefits

3 1 X 1




Regulatory Accounting

Note 3. Retirement Benefit Plans

Note 2. Capital Stock

$267.593
10,199

$277.792

$263.676




Note 4. Trust Obligations

Note 5. Debt at December 31




First Mortgage Bonds

General and Refunding Bonds

70,000
50,000
85,000
75,000
94,000
50,000
100,000
50,000
50,000
50,000
50,000
100,000
100,000
75,000
105,000
100,000
250,000

454,000
121,500
3,000

329,500

Other Long-term Debt

46
607,721
111.048
496,675

$2.316175

The aggregate of the Company's long-term debt due in the next
five years is $129 000,000 (1985), $733,000,000 (1986)
$23,000,000 (1987), $481,000,000 (1988) and $160,000,000
(1989)
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Note 6. Federal Income Taxes

he Federa ar: X a ’ ded

1984

% of
Pre-tax
Amount Income

14,097

315

14,412

6,547
1,509
108,365
20,950
(22,891)
(169)
(1,203)
(7,202)

3,937

(5,762)

1,846
(4,208)

101,719

116,11
427,788

$ 543,919

$ 250,203

3,508

4,084
(142,656)
(4,629)

7,218
(4,279)

3,398
(7186)

$116.1N




Note 7. Commitments and Contingencies
Shoreham

General

Emergency Powei Sources

Offsite Radiological Emergency Response Plan:




Property Taxes




Prudency Hearings

Shoreham Rate Proposals
Other Litigation




Nine Mile Point 2
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Rate Relief




Nuclear Fuel




The Company's Financing Trusts

Bokum Resources Corporation

Abandoned Generating Projects




The PSC has issued orders authorizing the amortization and
recovery over a three-year period of 80% of the Company's share
of its investment at May 31, 1984 in the abandoned nuclear plants
at New Haven, New York, which the Company and NYSEG had
planned to own equally. The PSC has disallowed the remaining
20% of the investment in the New Haven project. The Company
will not be allowed any return on the unamortized balance. The
Company has petitioned the PSC for permission to defer for future
amortization and recovery 80% of that portion of the New Haven
investment consisting of carrying costs incurred from June 1
through August 31, 1984. The total investment at August 31, 1984,
before giving effect to the disallowance, was $62.2 million. Reflec-
ting the action taken by the PSC in 1984 with respect to the New
Haven Units, the Company wrote off $11.4 million, net of a federal
income tax effect of $1 million as included in the Statement of In-
come under “‘Other Income and (Deductions)’. The remaining
$49 8 million of the investment at May 31, 1984 is being amortiz-
ed commencing in September 1984 at a rate of $1 4 million each
month. At December 31, 1984, $5.6 million had been amortized
Both NYSEG and the New York State Consumer Protection Board,
an intervenor in the New Haven prudency proceedings, petition-
ed the PSC for a rehearing. Their petitions were denied. The deci-
sion of the PSC may be reviewed by the courts. in addition, three
plaintiffs, The League of Women Voters of Tompkins County (N.Y),
a customer of the Company and a customer of NYSEG, have peti-
tioned the New York Supreme Court, Albany County, for an order
annulling the PSC orders permitting recovery of any of the prudent-
ly incurred New Haven costs. Although the Company cannot
predict the outcome of the appeal, the Company believes that the
record in this proceeding supports the decision of the PSC and
that, under New York law, it is entitied to recover the prudently
incurred costs of abandoned projects.

Suffolk County Takeover

Suffolk County retained Daverman & Associates, P.C. Architects
and Engineers, to study the feasibility of establishing a county-
owned electric and gas utility in Suffolk County. Daverman con-
cluded that acquisition by Suffolk County of the Company's elec-
tric distribution and transmission facilities within the County and
of a pro rata portion of the Company's generating facilities (in-
cluding a portion of such facilities located outside Suffolk County)
presents "aftractive possibilities”' and recommended further in-
vestigation into such acquisition. The consulting firm also conclud-
ed that acquisition of the Company's gas facilites by Suffolk County
is not economically viable

The capital required to finance the acquisition has been estimated
by Daverman to vary between $969 million and $3.5 billion, depen-
ding on, among other things, the valuation method used, estimates
of consequential damages and whether the County would be liable
to the Company for all or part of the cost of the Shoreham facility

The Company believes that the estimated range would constitute
grossly inadequate compensation for its facilities and for the
severance and consequential damages which the Company would
sustain as a result of such acquisition

Suffolk County has not indicated what action will be taken con-
cerning the findings of the report, which was first made public in
June 1983. Should the County governiment determine to acquire
the Company's facilities, a proposition must be submitted to and
approved by the County's voters in a public referendum. Ten
members of the Suffolk County Legislature submitted a resolution
in October 1984 to provide for such a referendum but the spon-
sors withdrew their support for the resolution in mid-March 1985
Should it be presented to the full Legislature and adopted. the
County Executive has indicated that he would veto the legisiation
Twelve votes out of eighteen votes are needed to overnde the
County Executive's veto. If the proposition were to be submitted
to the County's voters and apprcved, and if the County's nght to
condemn the Company's facilites were to be sustained by the

Courts, the amount of the award to the Company for the proper-
ties acquired and severance and consequential damages would
be determined in proceedings in the New York State Courts. The
Company will continue to monitor closely any developments.

Other

The Company has entered into substantial commitments for fossil
fuel and gas supply. The costs of fuel and gas supply are normal-
ly recovered from customers through provisions in the Company's
rate schedules.

There are currently pending in the federal courts and before the
Federal Equal Employment Opportunity Commission and the New
York State Division of Human Rights complaints by employees and
former employees alleging that the Company has discriminated
against them on the basis of race and of age. One of the actions
in the federal courts is a class action. Some of these complaints
allege that the discriminatory actions were taken by the Company
when it reduced its work force in March 1984 as part of its Austerity
Plan. The Company believes it has meritorious defenses to these
complaints, but it cannot predict the ultimate outcome of these mat-
ters. The Company believes that the outcome, if adverse, would
not materially affect the financial condition of the Company or the
results of its operations

Regor Construction Co., Inc. brought an action in 1984 against
the Company and Regor's surety, New Hampshire Insurance Com-
pany, in the New York State Supreme Court, Nassau County, aris-
ing out of work performed by Regor for the Company pursuant
to a written agreement on construction projects at the Company's
Northport Power Station and at Shoreham. In one cause of ac-
tion, Regor alleges that the Company owes it approximately $5
million for additional work performed pursuant to the agreement.
In two other causes of action, one alleging conspiracy with New
Hampshire, and one alleging restraint of trade, Regor seeks to
recover approximately $20 milion. The Company has served its
answer to the complaint denying all of the allegations The Com-
pany believes it has meritorious defenses to this action but can-
not presently determine the extent, if any, of its potential liability
However the Company believes that the outcome, if adverse,
would not materially affect the financial condition of the Company
or the results of its operations

Statements have recently appeared in the media alleging wrong-
doing and possible faulty workmanship in connection with con-
struction activities at Shoreham. Numerous allegations regarding
the quality of the plant have been investigated in the past by the
NRC and have been determined by its Staff to be without founda-
tion. The Company is unaware of any wrongdoing involving any
of its directors, officers or employees in connection with the prac-
lices alleged and would. if requested, cooperate with the authorties
in any investigation prompted by these charges.

In February 1984, a New York State Supreme Court Justice
dismissed a lawsuit that would have prohibited the Company from
declaring or paying dividends on its Common or Preferred Stocks
and would have suspended the intenm electric rate increase
granted by the PSC in 1983 The proceeding was brought as a
class action by a business association and several commercial and
residential ratepayers against the Company and the PSC. Plain-
tiffs filed a notice of appeal, but failed to perfect it within the time
allowed by law. Accordingly, the lower court decision stands
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Note 8. Segments of Business

Gas

Operating Information (Year ended December 31)
Reve $1.614 $360
1,150 313

$ 464 S 47

Other Information (Year ended December 3

$ 57

909

investment information (At December 31
L $6,276 $6,593
3
65 66

438

$7,100

Note 9. Quarterly Financial Information (Unaudited)

First Quarter
1984

Second Quarter
1984

Third Quarter
1984

Fourth Quarter
1984
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Note 10. Supplementary Information Concerning
the Effects of Infiation (Unaudited)

For the past several decades, the utility industry has constantly
ponted out to economists, regulators, and law makers that
calculating depreciation on the original cost of the utility plant would
not permit the recovery of the cost required to replace a piece of
equipment which became obsolete or fully depreciated if any degree
of inflation were expenenced over the life of the property. The solu-
tion suggested by the industry was to calculate depreciation on the
reproduction cost of existing facilities, or to use a depreciation rate
which reflects inflation. In an attempt to have information available
to inform investors of the consequence of this inflationary erosion
throughout the business world, the Financial Accounting Standards
Board developed certain standards for quantifying and providing
this information to investors. Wnile we believe the concept has merit
if it leads tc wiser governmental decisions as to taxation and utility
regulation, we wish to point out to our shareowners the theoretical
nature of this information, and to suggest caution in its use for the
purpose of making investment decisions in the utility field and for
comparing one company to another in terms of expected future
performance

The data which follows reflect a restatement of the historical cost
of property, plant, and equipment (by approximate year of expen-
diture), the related accumulated depreciation and depreciation ex-
pense. Income tax expense has not been restated for the effects
of inflation. The effect of inflation on the Company's operations is
measured for that inflation which impacts the utility industry by us-
ing the latest available estimates for the Handy-Whitman index for
Public Utility Construction Costs

Under the ratemaking prescrited by the PSC, only historical cost
of utility plant is recoverable in ravenues as depreciation. Therefore,
any excess or deficiency of the amount of utility plant stated in terms
of industry inflation compared to historical cost is reflected as a
reduction or write-up to recoverable amounts, respectively

Effect of Inflation on Net Income and Common Stock
Earnings per Share

(Average 1984 dollars

in thousands of dollars excapt Adjusted for
Earned per Common Share) Industry Inflation

1984 Net Income as shown

on the Statement of

Income $427 788
Increase in depreciation

expense i adusted for

inflation 106,166
1984 Net Income

as adjusted $322 622
Earned per Common Share

as adusted $ 213
Net Income as adjusted

1983 275,145

1982 231,018

1981 187 405

1980 165415
Eamed per Common Share

as adyusted

1983 kS 1 87

1982 1 80

1981 169

1980 1.76

Effect of Inflation on Net Plant Investment

At December 31, 1984, the cost of property, plant and equipment,
net of accumulated depreciation, restated for industry inflation since
year of expenditure, was $9.9 billion while historical cost net of ac-
cumuilated depreciation was $6.4 billion

The effect of 1984 inflation which specifically affected the industry
on the cost of replacing the Company's undepreciated plant invest-
ment (such investment was calculated by restating plant and related
accumulated depreciation for industry inflation since year of expen-
diture) from the beginning to the end of the year, less the $105 million
increase in depreciation expense shown above, amounted to $397
million. Further, the effect of 1984 general inflation, of about 4.0%,
on the cost of replacing the Company's January 1, 1984,
undepreciated plant investment amounted to $359 million. The et
fect of 1984 general inflation exceeded the effect of industry infla-
tion by $38 million. In 1984, the adjustment of undepreciated plant
stated in terms of industry inflation to net recoverable amount is an
increase of $163 million. Similar adjustments for the years 1983,
1982, 1981 and 1980, when restated in average 1984 dollars, was
an increase of $170 million in 1983, and reductions of $365 million,
$228 milion, and $91 million from 1982 through 1980 respectively

Effect of Inflation on Certain Assets and Liabilities
During penods of inflation, monetary assets such as cash and
receivables lose thewr purchasing power. Similarly. monetary habilities
such as long-term debt can be a benefit because they will be repaid
in dollars having less purchasing power. The net monetary amounis
owed by the Company during the years 1984, 1983, 1982, 1981
and 1980 resulted in an unrealized benefit of $142 million, $102
milhon, $72 million, $176 million, and $231 million, respectively. The
Company's net assets (total assets less total liabilites) at year-end
when restated in average 1984 dollars, for the years 1984, 1983,
1982, 1981 and 1980 were $3.2 billion, $2.9 billion, $2.7 billion,
$2 3 billion, and $2.2 billion, respectively

Effect of Inflation on Revenues, Common Stock
Dividends and Common Stock Market Price

Revenues were $2.0 billion in 1984 Revenues restated in average
1984 dollars for the years 1983 through 1980, respectively, would
have been $1.9 bilion, $1.8 billion. $1 9 billion, and $1.6 billion
No cash dividends were declared on common stock in 1984
Dividends declared in prior years restatea in average 1984 cdollars
for the years 1983 through 1980, respectively would have been
$2.11. $2.15, $2.19. and $2.32 per share The market price per
common share at year-end was $6.88 in 1984 The market prices
per common share restated in year-end 1984 dollars for the years
1983 through 1980, respectively, would have been $10.79, $18 48
$15.84 and $17.09. The average consumer price indices for the
years 1984 through 1980 were 311.1, 298 4, 289.1, 272 4, and
246 8, respectively



it maﬁm

To the Shareowners and
Board of Directors of
Long Island Lighting Company

We have examined the balance sheet of Long Island Lighting Com-
pany at December 31, 1984 1983 and 1982, and the related
statements of income, shareowners’ equity and changes in finan-
cial position for each of the five years in the period ended
December 31, 1984, appearing on pages 8 to 27. Qur examina-
tions of these statements were made in accordance with general-
ly accepted auditing standards and accordingly included such tests
of the accounting records and such other auditing procedures as
we considered necessary in the circumstances.

In our report dated February 10, 1984 (except as to Notes 4 and
7 which were as of March 9, 1984), our opinion on the 1983 finan-
cial statements was qualified as being subject to the Company's
continued financial viability and to the effects, if any, on the 1983
financial statements of the ultimate resolution of certain other mat-
ters. Three of such matters related to uncertainties regarding (i)
the effects of the Company's suspension of periodic payments for
its share in the Nine Mile Point 2 nuclear [roject presently under
construction, (ii) the possible acceleration of the Company's long-
term debt in the event a default was found to have occurred and
not have been cured under the loan agreements made by Tri-
Counties Construction Trust and (i) the recoverability of the Com-
pany's investment in an abandoned nuclear project in New Haven,
New York, As more fully described in Notes 4 and 7 of the ac-
companying Notes to Financial Statements, () a Settlement Agree-
ment was entered into respecting the financing of the Company's
share of Nine Mile Point 2, (i) the banks which are lenders to the
Construction Trust no longer raise the issue of whether the Com-
pany may have violated the Trust Agreements and (i) an order
of the New York State Public Service Commission was issued per-
mitting the Company to recover a substantial portion of its invest-
ment in the abandoned New Haven nuclear project. According-
ly, our opinion on the 1983 financial statements, as presented
herein, is no longer qua'ified with respect to these matters

As discussed in Notes 4 and 7 of Notes to Financial Statements

(@ Tie Company has experienced significant delays and substan-
tial additional costs in completing and obtaining an operating
license for the Shoreham Nuclear Power Station and opposition
to operation of the plant by the State of New York, the County of
Suffolk, New York and others. These and other factors have
significantly affected the Company's financial resources and its
ability to finance its operating and capital requirements, including
costs to complete and obtain an operating license for Shoreham

(b) On March 13, 1985, two Administrative Law Judges of the New
York State Public Service Commussion (PSC) recommended to the
PSC that $1.2 bilkon of Shareham s previously submitted projected
cost of $4.2 billion be excluded from rate base as having been
imprudently incurred. On February 10, 1984, the Statf of the PSC
and intervenors had proposed to the PSC that no more than $1 9
billion to $2.3 billion of the plant's costs be included in rate base
Through December 31, 1984, the plant's costs approximated $3 8
bihon. The Company intends to file exceptions to the recommen-

Jericho. New York
March 25, 1985

dations of the Administrative Law Judges. The Company is present-
ly unable to determine the amount, if any, of Shoreham's costs
that will ultimately be deemed to have been imprudently incurred.

(c) The Company has incurred costs of approximately $89 million
net of estmated tax effects in connection with an abandoned
nuclear project in Jamesport, New York and has certain related
unsettied claims against it with respect thereto. Further, the Com-
pany has made advances and loans, including financing costs,
of approximately $120 million to Bokum Resources Corporation
for uranium concentrates and has expended approximately $112
million for procurement of nuclear tuel for Shoreham and the Nine
Mile Point 2 nuclear project presently under construction. The Com-
pany is presently unable to measure either the probability of its
realizing a loss on such transactions or the amount of such loss,
if any

(d) The Company is unable to predict the impact of regulatory ac-
tions by the New York State Public Service Commission with
respect to the Company's investment in the Nine Mile Point 2
nuclear project ($713 million at December 31, 1984)

(e) Separate class action and shareholders’ derivative action
lawsuits initiated in 1984 have been consolidated into a single pro-
ceeding in U.S. District Court for the Eastern District of New York
The Company is presently unable to measure the impact, if any,
that the ultimate resolution of such proceeding will have on its finan-
cial condition or results of operations

In our opinion, subject to the Company ‘s continued financial viabili-
ty and the effects on the 1984 and 1983 financial statements of
such adjustments, if any, as might have been required had the
outcome of the uncertainties referred to in items (a), (b) and (c)
of the preceding paragraph been known and on the 1984 finan-
cial statements of such adjustments, it any, as might have been
required had the outcome of the additional uncertainties discuss-
ed in items (d) and (e) of the preceding paragraph been known,
the financial statements referred to above present fairly the finan-
cial position of Long Island Lighting Company at December 31,
1984, 1983 and 1982, and the results of its operations and the
changes In its financial position for each of the five years in the
period ended December 31, 1984, in conformity with genarally
accepted accounting principles consistently applhied




Selected Financial Data

1984 198 1 1981 1G8( 197G 1974
L
Summary of Operations Table 1
Total revenues {$000 $1,973,550 $1,787 851 16 17 $1 66483 $1 276 938 45 498 $586 5(
Total operating ncome (SO
Betore federa me taxes s 510,994 $ 366078 $ 3 4 < 116 2 ‘ RR 4K $ 9693
After tederal mcome taxes $ 308421 § 268 989 $ 46 KO3 L3 farere) 3 3 184 $ 92 601
Income for common stock (SO0C $ 340264 S 287163 ) 19 4 g I8 90 g 1649 RA1 $ 47
Average common shares dutstanding (00K 110,120 102 484 24 IRH 65 138 f3f 3 SR
Earned per commaon share $ 309 $ 28( $ 3 $ $ 241 3
Dnadends paw per share $ 0.505 $ $ 198 4 X $ 18 § 4 S 1 4¢
Book value per share at year er $22.24 $1924 18¢ $1878 31894 $1A88 3
Jommon shareowners at year end 163,354 180.291 ) 124 1 B :
Ratio ¢! earmings o fiued charges 249 Af 3 3 4 ]
Ratio of esarmings 10 fixed charge
and preferred dvidends 19 1 B8 1 % A 4 3
Ratio of egrrr gs 10 fixe harges
(excluding AF( 1.40 128 134 3 4 19
*‘See Tabw 10 of Selected Financial Data for / 3sets and Captalization Ses 0 Nole Note Finar j nent
Electric Oponun! Income . .. - Table 2
Revenues
Resigential $ 752123 § 674,19 § 608 384 $ 634 $ 4 13 $232 4
Commercial ar justra 796.543 894 038 539 36 i - 179 4R 4 )
Street and highway kghting 19,004 ! 16 ) 3 ) RRG
Other pubkic a it 23,986 138 ) 8 4 } 65
ther utilibes 408 3 ) £4 |
Other (2"“) " HGA 64 )4 W Le) )
System ravenus 1580618 §11 3 X ) 4
Power pools 23,7719 | J } 94, 15 3 17 BB
Total Operahng Revenud 1,613,397 1.43% G4 1.3 ! ) ) B 4 1A $
Expenses
Qperatior fuel and purchased power 692,515 fH4 808 101 ) R4 ) 408
Operatons Whérr 1“.“‘ if i ) i
Mamtena 50.038 8 i ' i 4t
Jepreciati 57,198 649 1 ' H04
Operating laxe 213,691 a4 3 i ) 10 14
Faderal i me x rent 9.710 ¢ 4 44 } § § W
Federal income tax joterrod a 177,567 4 7 ) )
Total Expense 1,33713%0 5 GO8 34 198 B8 0 ¢ 9 /¢ 1167
Electric Operating Income $ 276267 5 240000 : § 4 S Pa
Gas Operating Income . , Table 3
Revenues
Regidenta pace heating' $ 195035 44 | M t § 4 { ¥
the 35916 h 144 (%] A i § 1 G
Nos Jential fire pace heating 63,442 619 158 ! J . !
. K __~ Ol ) 31526 ! t
Total fe WAE ey e 325919 69 Ve R
nteruptit 32,149 ¢ ' } ) i
Total syste Jes reve 358,068 G 7% HOa ) ) i
ther utilite - ¢
Total sales rever 358,068 i ' i } o '
OMer reverius 2,085 i
Total Operating Revenus 360,153 )d | I
Expenses
Operatior 192,581 i !
e it 59417 i { \ Wi
Mamites i 10,530 \ ’
opredcal et ) NGOz 801 4 ‘
e alng tas 42 164 ' { 14 '
F e i 4,386 T )
| oceen X etert ! the 10910 ' 3 v
Total £ apense 27,9 | JORE |
Gas Oparating income § 32154 $ 9 ' | |
" the healing classhe atior [ O A ‘ W



1984 1983 1982 1981 1980 1979 1974
Electric Operations Table 4
Energy - millions of kWh
Net generation 12,159 11,703 11516 11,720 11,295 11,085 12.795
Power purchased and (sold) — net 2,689 2.754 2197 2,09 2719 2636 (89)
Total system requirements 14,848 14457 13713 13811 14014 13,721 12,706
Company use and unaccounted for (1,2711) (1,308 (1,194 (1.196) (1.331) (1.264) 1.285)
System saies 13,577 13,149 12519 12615 12683 12467 11,421
Prywer POOl sales ‘1. 494 562 772 R82 852 114
Tatal Rate 11684” 1aN71 ? 11 RRE 1 3 17
glal Sales 13,995 3643 130 1338 3565 3319 1735
Peak Demand ot My
Station concident demand 2,528 2553 2.757 2730 2994 2718 2553
Purchased or (sokd) 568 555 288 402 149 201 246
System Peak Demand 3,096 3.108 3 045 3132 3143 2919 2.799
Capability # Time of Peak 1ot Wy
LILCO stalh s I 3721 3.721 3721 3721 3 B42 3457
Firm purchase or (sale) 57 47 46 56 67 108
Tatal capability 3,778 /68 3.767 3,777 3,783 3.950 3457
Fuel Consumed for Electric Operations
Ol - thousands of barrels 1553 15.707 15.360 15.66¢ 15428 16671 20773
(Gas — thousands of dtr 29149 22147 1.727 234374 ) 426 10909 1444
Total - bikons of Bty 127 488 122019 119 341 126 17 96¢ 115376 131 414
Dollars per miion Biu $ a4 $§ 423 $ 418 $ 458 $§ Ia $ 6 $ n
Cents per kWh of net generaior 4.68¢ 141¢ 4338 4 79¢ 167% 267¢ 175¢
Heat rate — Blu per net kWh 10,483 10425 10.363 10459 10456 10 480 10271
Gas Operations Table 5
Energy  thousands of att
Natural gas 52,558 ), 70¢ 511 o ) () 489 VG 799 47176
Manutactured gas and change in storage (15) ¥ 4 6 124 4
Total natural and manufactured gas 52,543 W) BOB 51.204 80 16¢ 51613 46 T 47176
Sales 10 other ulihes — (349)
Total sysiem requirements 562,543 () ROE 1 204 5 162 061 46, 79¢ 46 B2
Company use and unaccountud | u,m[ A ! 628 1 800 419 1170 2.270)
System sales M \7 66 19 576 48 36 $7 194 43 62" 44557
e AL ——— . A, NN, . . . S— A L4
Sales 1o other Ullites - 49
Total Salos 50911 47 564 49576 8 36 A7 194 431625 44 906
Maximum Day Sendout v 359,527 181 624 402 536 171 B! 158 638 136 99 101 500
Capability at Time of Peak 111 0y
Natiural gas 315,400 1154 110 1 IR KX YOR B0 W) 7 2K 14700
NG, manutactured or |J Ja 145,600 1 48 0K ! 00 142 300 142 %X 140 WX 163 300
Total Capatiity 461,000 162 30K 65 3 451 10K 451 1 444 500 468 000
Natural Gas Consumed
Elactne Operatu thoasanads of o 29 020 (% 18 % 94 ! i 1444
(Gas operations — thousards of Jit 52 846 ! 49 M 49 O () A 6103 BB
Total Natural Cias e 81,668 74401 B 254 43 62 827 A 10 50 26
Catendar Degree Days
(S8 yer average 5 102 “re RLY i 754 A B 151 18 4921
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1984 1983 1982 1981 1980 1979 1974
Electric Sales and Customers Table 6

Seles - millions of kWh

Resdential 6,000 5900 55867 5581 5655 5599 5185

Commercial and industrial 7,128 6.797 6524 6494 6431 629 5621

Street and highway lighting 182 181 182 180 188 188 187

Other pubhc authorties 259 252 242 345 404 370 394

Other utities 7 19 14 15 5 19 4

System sales 13,577 13149 12519 12615 12,683 12467 11.421

Power pool sales 418 494 562 772 882 852 114

Total Sales 13,995 13643 130N 13387 13,565 13319 11,736

Customers  monthly average

Residential 840,843 833163 825,740 818879 812898 806 325 766612

Commercial and industnal 88,459 8668/ 85016 83899 82918 81955 76,108

Others 4,339 4269 4,368 4 683 4185 4137 2790

Customers  otal monthly average 933,641 924119 915124 907 461 900001 892417 845510

Customers 10t/ al year and 935,964 926,335 915672 908,303 900419 892772 848 236

Residential

KWh per customer 7,136 7, 081 6.730 6815 6957 6944 6.763

Revenue cents per kwh 12.53¢ 1143¢ 1095¢ 1137¢ B 46¢ 7 16¢ 4 48¢
Commercial and industrial

KWh per customer 80,591 78,409 ’6.738 77 403 77559 "6 76: '3 849

Revenue per kWh 11.17¢ Q21¢ ) BOC 10 26¢ ' 46¢ 625¢ 197¢
w Total revenue per kWh sold 11.71¢ 1073¢ 1031¢ 1073 7 B9¢ 6 64¢ 119¢

Gas Sales and Customers Table 7
Sales  thousands of dth

Residental — space heating’ 27,528 26387 26110 26,753 24187 20873 23023
othex 3o 1601 1677 1 66 1664 1 A0 1356

Non residental -t space heating' 9357 B.760 ) 282 104, A.269 8228 8 7%
othe 4638 4518 4433 4021 J833 603 4721

Total fum sales 45,2258 42 266 42502 42 382 19 943 8200 19883
Interuptibie 5686 5 300 00’4 2980 (251 242 L023

e T A 49576 48360 AL 4262 4406
Customers o0 by average

Residental -~ space heating® 179,030 176,250 171 78 165,093 1653 44 V67 13611
other 190,507 191 967 194 142 1698 396 06,30 217172 22413
NOn -residental firnr space heating* 20173 199549 19.7568 19.282 182249 174 177863
alhg 0 11960 11963 12 180 12441 12658 1463
Total femn Cuslomers 401 683 400 13 1697 621 A RN 190 441 86 9h4 W9 a9
m'.y:.,'n:nu- ey () 09 123 39 (B $0id
Customers 10t moninly auerage 401,989 400 44 197 930 195 194 190, 78( W7 301 ) 30
Customens  1ta il yoar ol 400815 108 7 196 94 192 124 W7 310 B 6
m Uen | 4 50 AR 497 491 161 4911
-
Residential
o per Customer [ TR} 793 i a W 17 4 19 1!
Revenue per dth s 740 /80 $ 650 $ 554 $ 518 $ 440 5
Non-residential — tirm
A pot custoner AaAma MAB FRAR | 1LY o K 9 FRIL
Raven s per dih s6m § 704 $ 50 $ 59 $ 404 $ O $ 186
W 1ot ravenyue pet e dih sok) s $ N 6 $ 54 $ 501 4 $ 23

“In the hoating clessihoations. ihe saleen shown oover afl Qs o INCiuaing toNhesting Lse



1984 1983 195 1981 1980 1979 1974

Operations and Main

M ar ployes bene

tenance Expense Details . . Table 8
‘ $ 215373 207014 8 11§ 1852 S 16813 S 150479 S 100008
e Jw‘_‘ nStructy ind other “vu1 5 96¢ 65 181 527 53649 19 OBt 1 VU

DEREEX opeaon 149,042 151.05¢ 14233 129,993 114 488 101 414 6BE73
F ek eclr peratons 569,528 1819 468 744 F) RAF 402 B¢ 35 408 224 1
¢ as operat 192,581 Y ROF 180 92 ' 45 ¢ 190 664 a8 704 =
Yurchased power ' 123‘“3 198 21 108 128 197 QAR 1134 R7¥ 108 77 5 664
i 4 { aciusiment geterred (’7.) RO 3 229 ¢ 11 18 14578 10363
iai byl ang Purchasegd Power 885.096 854 BRI 789 026 36535 RET 19 178 416 " -
the 107,355 11127 3, HoH * 4 2 69 438 34 301
Total Operations and Mantenar $1,141,493 $1.1171568 $1.028224 $1.09187 $ B4 43 § B4G 26¢ $ 35369

il Dayr fits

Electric

ant $7.272.544 $6 4 $5536 74 $4 662 4 $4 095 B 33611 062 §1 RS R

" . vzt 788 565 R ‘ 1 f 61§ f 26 99 149 93
i y Pia 6,483,979 69 1864 224 1.041.78¢ 13 1084 9 14 )
ther Property a ’ $8.639 ¢ ) 62 O 62 18 6. 598 33

424,640 : 61219 61 859 3378 6 708 Ry

1.038 f e § 1R } 21Q y 147
44108
77,769 } 04 60 404 38,136 6 (15 , 7548
o ! $7,100173 L : 19 7 4 3 1 i v £1 458 K $1 £739 489
Capitalization and Liabilities

$2316,178 1 51 490 ae iy g mee : =
(9.658) y ‘ 9 , ; ati
529,378 ) : 114 ¢ ad 1 ‘
221,056 ) " T
(508) 69
1,581,087 48 1 24 14 v . e -
(56.103) - : : e S
et 5,507,753
jut 685 621 1#4 ) 4 i
494,545 | a1 19 — . :

138 607 4 % /% ; #9 ) A9
54 649 ‘ | 4 )

o " ' 191 256 ' ! ! W ()8 6
18,998 ' A " '
Aty il ! o $7.100173 44 g 40 4 &1 G 4540 &1 419 440




Common and Preferred Stock Prices

The Common Stock of the Company is traded on the New York Stock Exchange and the Pacific Stock Exchange. The Preferred Stock
$100 par value Series B, E, |, J, K, and S, and the Preferred Stock, $25 par vaiue, Series O,P.T.U.V.W, and X of the Company, are traded
on the New York Stock Exchange. The table below indicates the high and low sale prices on the New York Stock Exchange listing of
composite transactions for the years 1983 and 1984.

Table 11

Common Stock Preferred Stock

enes B Senesk e Senes )  SeresK  Senes Q0 SenesP Setes Sere Seres Sees ¥ Senes W Senes X

5 435% Sl 812% 8 0% g4 243 3 80% £33 $% $50 <k 35

Quaner Hgh Low | Hgh Low  High Low Hgh Low HOh Low  High Low  Hgh Low  Hgn Low  Hign Low  Hgh Low  High Low  Hgh Low  High Low  Hgh Low
1983
Frst 174 185 % ¥ e I % ¥ Mn 9 85'% 7 10Ny 0% 1T R 78 BN 24 3 2 B% 25,
Secord Th 581 4 3 ¥ X% ¥ B % 8 o & S Wy A T M X B% 24 1 MV BN, M% 28w 24
Thir) Wh M| 3 Mw M X M 719 &) S5 6w STW 19N 18 '8 Wy @ 25V 2%y 1Ny 2 6% 4% 28V 20
Foum ) f*!‘,. e 3 k™) tdég MW 8% ;,(:.3(4 47 v 43 'g's 3 8 1% 7 i 4% 19 1 i :77'0 9% 26 9 X% 10%
1984
Fest 1B 22w N B & 53% & 5% 4w B s 2% 85 5B 8 e B 2 e 1% N8k 23% 1O%
Secong M 8 X % M W My 45 TW 455 36N 15T, 1% I 54 4BYy 18 13% 2%y 4N 108 %, 19 1B 0%
Thea N | &% 16 23 g B 3 0 2% By Dw 15% % 5 465 IR U w18 9 6% 9 187, 6%
Fourth B % jo8w X 20 T SN 45 41N UM% 4 My 15% s 0% 9% 4 B 13 1B e 18 4 18, 148

The Series D4 25% Stock

S traged n the

aver-the-counter market

Ne. have beer

petween $10 and $28'%: per share during 1984 The Seres F. H, L. M and R Prelerred Stock are held privately
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‘m LONG ISLAND LIGHTING COMPANY

SHOREHAM NUCLEAR POWER STATION
P.O. BOX 618, NORTH COUNTRY ROAD * WADING RIVER, N.Y. 11792

JOHN D. LEONARD, JR.
VICE PRESIDENT - NUCLEAR OPERATIONS

May 8, 1985 SNRC-1166

Mr. Harold Denton

Office of Nuclear Reactor Regulation
U.S. Nuclear Regulatory Commission
Washington, D.C. 20555

1984 Annual Report
Shoreham Nuclear Power Station = Unit 1
Docket No, 50-322

Dear Mr, Denton,

Enclosed, please find ten (10) copies of the Long Island Lighting
Company's 1984 Annual Report which is being submitted in
accordance with 10 CFR 50.71(b).

\ﬂ [(‘»Jtv(
J

D. teonard Jr.
Vice President Nuclear Operations

DRA/k1k

cc: P, Eselgroth

ook



