@ 1579 Highiights

Percent
Increase
1979 1978 or (Decrease)
Eamings Per Share _ccrezsec 3¢ s2.41 3244 1.21%
Annuai Dividend Rate .~ -ommonr 3ok nereasec 3¢
n lune 1979 $1.78 $1.70 7
Electnc ang gas rates increased 326.0 mullion anc 5186 mil
respectively 2n an annuail basis, effactive May 4, 197% Agarticnal
amounts totaiing 38 2 million annually, filea January 25, 1980. pnmarily
10 offset nigner procenty taxes tecame affective February g0
Electric rate increase agplication for $25.6 million, or 2 5%
annually tilea Septemper 21,1979
Fuel Oil Consumed ‘or _ LCO system eiectnc anergy requiraments
"8QuCes Dy 7 S million barreis. saving customers $42 million 15.3 22.3 3
Total Revenues =x:=zeced one 2illion Soilars $1.08 $C.2C 16.3
Equity of Owners of Common Stock =xceeced )
sne oilhien collars $1.14 S\ 28 157
Total Electric System k'Wh Sales .o 20 milion < Wh 12,467 12,437 02
Number of Gas Space Heating Customers at ) .
Year End ncreasec 5800 161,000 155.400 36
Total System Sales of Gas Lo £ 0llion cubic ‘eet 43.6 420 38
Total Capital Requirements _p 350 3 milion $466.1 $4158 121
Permanent Financing 3312 7 milicn up $1123 million $312.7 $196 3 56.4
Tri-Counties Resources and Construction Trusts
proviced an agditcnal total of $97 7 million in 1979 $97.7 $1114 (12.3)
Eamings and Dividends
Ooliars cer Share)
5200

%8 38 70 i "3
LILCQ's earnings per common share have
been increased n 17 of the last 21 years.
The gividend rate on the common stock has
Deen raised in ail but one of these 21 years.



To Qur Sharehoiders

Sy any megsure 1373 was a otaling $6.9 )N 10 COV ne
stficult time that te rODEMY 1axes Nave Decome ettective
ang rascurces o Y February 1980 The histoncally high

Charles R. Plerce Wiitred O. Uhi
Ciairman of the Boar d President
Chief Executive Office



o usec as a suppiement ‘or neating
purposes

A nurder of LILCO programs are
amec at taking acvantage cftris
versatity through the ceveiopmerni =t
slectrc vemcies heat pumps, and
solar energy projects. Ther practical
appiicaton in the years aneac will
mean a significant cecrease n
petroieum consumption. The roie of
alectncty in Long Island's total energy
mix would, In turn. D@ expectec !¢ grow
larger Ir the meantime ai8ctricty's
versatity 's prowicing more immeaciate
benefits. LILCO's abity to impornt
energy supplies from nuciear, coal,
anc "yaoro sources inthe form of
alectric gurchases rom neighoonng
Jtities and the abiity *0 ourn natural
gas at'nree LILCO power plants
saved mere than 7.5 millicn barrels of
oil ang $42 mulgn for Long Islang
sorsumers (ast year

The Jse of nuciear power ramains,
nowever the best cpportunty to
essen Long Islang’'s neavy reliance on
2il. Introcuction of nuciear energy into
the LILCO system will not only provide
meaningtul relief from continuailty
escaating CPEC prices. but wiil furmisn
2 valuatie measure of fuei supply
securty nct avaiiable through
legencence on foreign-based
petrcleum. Unfortunately. the day
aren that relief will arrive for our
customers, with the operation of the
Shoreram Nuclear Power Station. has
been delayed unti 1981 This celay
resuts from the civersion of the
Nuciear Segulatory Commission
(NRC) staff from ts regular licensing
auties tc the NRC's safety review of
‘me Trrea Mile islans incigent At ihis
time. we cannot precict when licensing
wili rasume. dut hopefully t will be
Juick encugh to insure Shoreham
operaton scmetime n 1381 The
Jelay nicensing 's atfecting the intial
oceraticn of at least eight nuctear
plants naticnwide anc s creating
rungrecs of millions of dollars n
acaticnal interest costs anc 'S causing
the mportation of millions of barreis of
acaticna i

in ragard to the investigations of the
Three Mg Isiang avents, we Nave
JCkeg very closely at the finaings of the
Sragigent's Kemeny Commissicn. The
nuctear Naustry "as responced n 3
hmely angd pestive manner 1o the
Ccmmission's safety recommenca-
tiors. LILCO has aiso piedgedtn
moiement the Commission s recom-
menczations 4s they apply 1o the
Company s cperations. As a conse-
quence. we delieve that nuciear energy,
ANICN Nas an anviadle safety i pern-
aNCAracorg, canbe magesarer st ana

we are in agreement win Prasicent
Carer s assessment that nuclear
power 1§ necessary f our nation s vtal
arergy neecs arato te met

The fact is that the onty options
avaiable to Long Isiand electnc
consumers in therr guest ‘or substartal
rahef from ol depencence are coal or
nuctear. LILCO has ciosely investigatec
these options over the years as part of
the cec:sion making process for the
Shoreham anc Jamesport piants, anc
in rasponse to the Fageral Depanment
cf Energy s orgers for the conversion
10 coal of a number of the Company's
axisting o burning generating units.
The resuits of these nvestigaticns
Jemonstrate to our satisfaction that
nuciear energy s cleaner safer ara
more economical than ccal Mowever
the fact that our consumer
censttuency § not sucstantiaily
convinced cf tnese ‘acts 's evicenced
oy the recent actions of the New York
State Siting Boara for Jamesport in
unanimously voting to icense a coal-
fireg, rather than a nuclear plant. While
the coal alternative will rasuit in migher
electric energy costs than a corre-
sponding nuclear plant, coal is stiil
substantially more attractive than
continued reliance on oil, from Soth an
economic and reliability stancpoint. The
Long isiand community and the nation
as a whole seem 1o be several years
away from recognizing the nuciear
acvantage A continuation of the
struggle for a nuclear olant at
Jamesport will further celay the cay
when LILCO's ol cepencence can be
racuced, anc the capacity
requirements of our partner utility can
be met from this facility. However, the
decision of the siting boara has not
teen fully developed as of this writing.
‘When it 15 'ssued. a full assessment of
ts impact wiil be mace oy the
companies and reported promptly

it s quite evicent that electncty, anc
to a smailer cegree natural gas. will
haveto fill greater roies in our
economy's energy mix if the forewgn il
dilemma 's 10 Se resoived. in acation
0 conservation afforts anc measures
!0 INcrease Zomestic petroieum
suppiies. 2 major switch from il
consumgtion to other anergy ‘orms s
requireg for successful resoiuticn. No
cther energy ‘orm has alectricty's
urigque capacty !0 perform this task.
The Shorenam ang Jamesgort P'ants
and the varicus ceveicoment orojects
~e Jescribe nthis Repor are e
resuits of LILCQ's pianning 0 this
regarg. Programs such as these. we
ceneve, are \n accerd with Qur national
economic ang sccial goais ang wiil
work tc make LILCO anc Long isiara

stronger ntne years aneac

't nas aiways teenthe Case that
planning ang sSperating our gas and
alectnc systems ‘or achievement of
acequate rauacle, anc economical
service "as "ac o vary ‘rom wnat we
wOuig regarg as the optimum Recause
of the imgact of government regulation
in vanous forms Secause of the
guantum 'eaps ot government nterven-
tion and oversigrt at avery level the
seviations ‘rom that agtimum nave net
only become greater, but tend 1o move
N many directions at once. Appropnate
responses o these acceg mpegiments
10 orgerly management ang cperaticn
of cur system nave reguired aven
greater apghication of ntative ang
segica’ion from cur ‘eliow employees in
avery part of the organzation. anc we
gratefully acknowiecce this further
marnifestation of the value ang impor-
tance of eacn.

cia B P .

Chairman and Chief Executive Officer

"J%q’ L. 2480



Reducing Reliance on Qil

Energy Needs
n 1379 the rea

- ere S«

nE At me attee
- ¢ SV -

w

. J 3 one
2 mprove the ene
about the future availaility of these ne recuction
energy supples at any pnce nat cil plays in
n 1979, Long Isiancers iookec more  Long Island's
ssely than ever for new ways {0 meet NaY C
therr energy needs. LILCO intensified the O
ts efforts {10 meet the changing nature of siminatec. Three nasic eferis are
sumer neeas and 1o ong requirec to méet this goal. They are
S Inthe worigenergy on 1) substitution of other fuel forms for
omestic energy supply
e anc (3) the conservation
cient use of energy
he most effective measure availabie
tc lessen Long Isiand’s reliance on o
s a shift from petroleum fuel to nuclear
Jncer LILCO's pians, which included
the C« s 50% share cf the two
d nuclear units at
out 70% of system
cincity woulg have been
yclear power piants n
0's. This would have re-
as n 1870 sianc'srelianceonresicua
T Julnerapiity s particularty an 20 million barreis a vear
pronounced in the Northeast. Long reater than aill the nome
i's energy supply, ‘or exampie, is t 18 NOw burnea for resi-
pletely on ail. Some al space neating in the entire
3 fthe hemes inthe Nassau-Suffoik LILCQ service area. The Shoreham
area are heated by oil. Nearly all of the Nuclear Power Station alone w
ectncity generated by LILCO power Jisplace eight million barreis of residua
statiorn roduced by burning oil. Long oil annualily
slanc Y ce, Another measure, which gained in-
" sreasing attention during 1979, was
3081NG the pessibility of converting certain

Average Cost per Gallon of Fuel Qil
for Home Heating on Long Island

373 oer A

$100

1

urce  Joumal of Commerce
sty Petroleum Pnces at
‘ear-Eng

S < “

The average price of nome heating oil on
Long Isiand increased Dy 34¢ per gallon, or
§0%. n 1979 This one-year ncrease s aimost
a8 great as the 18¢ per gallon rise over the
previous nine-year period 19691978,

v S T 3 L N D

Hours of waiting. The return of the gascline line, oc 3-wven buying days, purchase limits, and
skyrocketing prices forced the American consumer ‘ace-'o-face, and bumper-lo-Dumper, with
the nation's precarious dependencs on ‘orwign oil.



The red area on the chart below Indicates
the actual barreis of oil consumed by LILCO
n ity plants 10 generate slectricity for ity
system requirements 'or the years 1969
1979 and the estimates for 1980-1984. The
ight blue area ncicates the additional o
consumption required if the Company
were not able [0 substitute power
purchased 'rom other utilities or to use other
‘uels 10 generale slectricity on its system
The dark Diue area represents the Darreis
of od o be saved through generation of
electricity with nuclear 'uel at the Shoreham
Nuclear Power Station

The chart sho'ys that in 1379, by burming
natural gas primaniy obtained under special
cortracts and by purchasing economy
power from other utilities, LILCO reduced
fuel 0il consumption for its system require-
ments by 7.5 million barrels, or 33%

The resultant savings of $42 million were
passed directly 1o customers through their
Dills. It also shows that, through the

use of nuclear fuel. and the substitution of
purchased power and other fuels, LILCO™
consumption of ol in the earty 1980's will be
reduced about 40% Delow the level that
would be required if all the Company's
eleciric system requirements were
produced entirely by burning oll.

Qil Consumed

Miliors of 3arre's

-

Total Equivatent Ou Peguired
\ s
N -

Hydrcstatic lesting of the Shoreram Nuciesr Power Station's reactor vessel and associated
PIPING w a0 successfully completed in September 1979. An example of the care that is a requiar
part of nuciear plant construction, this important milestone lested the integrity of 'he reactor at
FressuUres ‘ar above 1hose 10 De expenenced during the diant's operation



Electric Energy’s Versatility

n this time of fuel scarcity, the roie of
alecincity in Qur econcmy's anergy Mix
can be axpected 10 grow larger
scciety s needs are 1o be met, t will
cecome increasingly assential 1o
Jse effectively all avallacie energy
forms. Thus means the efficient
Jse of all of tocay s avalaoie fuels —
s0al, gas. oil. ang nuclear —as well
as the ampioyment of suppiemental
anergy ‘orms, such as solar ang wind
power All these anergy forms can
maca conveniently availabie for use in
the home and business Dy conveting
them t0 electncity. A number of
LILCO projects continued in 197910
Jemonstrate this versatiiity of electricity

The Solar-Electric Partnership.
The use of solar power on Long Island
shows promise of making a significant
contricution to recucing the use of Qil
tor heating. About four out of every five
Long islangd hcmes use oil for space
ang water neating. As il orices have
nsen. suppiemental solar water heating
nas beccme more economically
attractive 10 consumers. Electncity is
oecoming a natural partner in solar
neatung installations, conveniently
Supplying dackup power for the
periocs when neither the sun nor
storage capacities provice adeguate
anergy. With growing numbers of such
nstailatons on Long Island, it is
expected that greater amounts of off-

peak siecincity mil be used as a result
of this partnersrip arrangement

The LILCO Sol~r Water Heating
Program, begun in late 1978 and one of
the iargest of its king in the nation
continues ¢ attract substartal con-
sumer interest The original geal
~as 800 instaliaticns in 2 three-year
pericd. By the enc of 1373 there were
272 systems scid. The 6C0 mark is now
axpected to be reached by the ena of
1980. Unger the pregram, the system
S SOIC and installaticon is arrangeg Dy
LILCO. Backup energy for the solar
system is provided by an eiectnc
heating element in the hot water
storage tank. This element auto-
matically provices acaec heat f
necessary, using electncity sunng off-
peak nignttime pencds at LILCO's maost
economical energy stcrage rate. Allthe
systems are monitorec by the Company
t0 provige operating and cost data
A unique feature of the program s a
customer seminar series wnich covers
the measures that can be taken to
optimize use of the system. These
seminars are enthusiastically received
Dy solar system purcnasers

Electric Heat. Rising ol prices ang
supply uncertainty have also
stimuiated renewed consumer nterest
n electnic heat. The cost of heating a
home using conventional baseboard
glectnc systems is now siigntly melovy

that of using cil heat. This competitive
cost, compined with eiectric heat s
natural agvantages of cleaniiness
cenvenience, reliability, ang ingivicual
roem thermostatic control tc encourage
conservation, SNouia attract grealer
numbers of customers to slectric heat-
ng. There were 913 conventional
glectnic neating instailations mace cn
the LILCO system in 1979

Heat pumps are the mesteconomical
neating and cooling systems available
to LILCO customers. and they are
mportant energy savers. The nigh
energy efficiency of the ¢ .ectnc neat
pump 1s making this ren “irkable gevice
ncreasingly popular witt consumers
concerned with stretchir g ther heating
scllars. Heat pumgps cocl as well as
neat simply Dy reversing their gperating
cycle. They celiver apprc umately twice
as much useful heat ener ty as they
consume. This is possible vecause
heat pumps use energy o & «ract heat
already proguced Dy the sun. The neat
s available in the environment n the
outdoor air or underground water. Heat
pumps are increasingly being usec in
apartments, concominiums, single-
family nome< anc office bullaings. itis
estimated tha. there are now some
3.000 heat pump instailaticns in the
LILCO service area, of which 681 were
nstailea in 19793

Thermal Storage. Siectricity's

How a Heat Pump Operates

Summer

Winter

=eat 3 ADsOrved from iNdOOr ar Dy 'Ow 'emperature vaoonzed refngenant

' Heat s absorced 'rom coIg outsiICe 3ir Dy Iow 'emperature vaponzed

rafngerant

2 Compressor pumps heat lacen refrgerant 10 SUIGOOr GOk
1 et S ANSITec 10 SUTSICe A 2. Sefngerant casses Mrough COMOresscr. and 3 comgpressed Mo
1 Mign temgperature vagor
4 Refngeran then condenses into 3 iGuid state 'C ol 2 . "
‘epeat C/Cie 3 As it passes Mrough NCOOr COil Neat (s irans-

‘arrec from nign temoerature efngerant
10 1nCoor A
4 Aner reieasing neat 0 incoor

nsuiated fucts
s

“

200! fiiterea. Jenumicified air s

'nsuiatec Iucts
Zircuiated N Nouse ~

— oot ar air ™he jaseous retngerant
L CONaNnses into & iqua S ——
SN state and returns 1C the o o
$ FEAND JulCoOr neat sxcnanger 10 ¢ dith
z rapeat cyce Narm e
s 3 warm ‘iterec air 's crsulaied 5
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- — 7 ’ 1 ;. é 4 ’
H 4 2 “
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The slectric heat pump is a2 Unique energy saving device capable of providing year-round indoor comtort. In summer, the heat pump cools like
a conventionai central air conditioner In winter the cycle is automaticaily reversed !0 provide space heating.

B



Elactné thaclos. The 3
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A neighborhood cf the future |8 Leng iived in today by ‘ive families in Wading River. Technology
and nature team up 1o k2en them comiortable. Eacn Nouss is equipped with a ditferent rooftop
solar panel system, dDacksd up Oy an electric heat pump. The compact, efficient heat pump
ArTOWS) Can extract warmth from outside air, of reverse ity cycle {0 cool inside temperatures.
LCC was instrumental in the choice of Long Isiand 38 the site ‘or this Sleciric Power Research
natitute (EPRI) advanced esearch project, conducted By Arthur O. Little. inc. As host utility,
LILCO will assist in collacting extensive data during the next three io five years. EPR! wiil then
Publish reports evaiuating the redadility and cost effectiveness of sotar homes.

The Consumer Turns to Gas

/hiie ™3 national ol suooly sicture
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The costs shown aoove are LILCO estimates
of the annual total cost of energy 'or domestic
electricily, space. anc water hesiing for a
family of ‘our in a 1,300 square oot ranch
home on Long isiand based or LILCO
electric and gas - .ces in effect in January
1980 and tuel ~u at 30€ per gailon. No energy
costs for >, conditioning or for the costs of
service .ontracts are included. The com-
paris.ns show that the annuai energy cost for
an ul-electnc home using electric daseboard
’#9i181aNCe Units [Or space heating is delow
that of the home using oil for space and water
heating. The cost for an ail-electric home
usIng an siectric heat pump 'orspaca healing
is approximately 20% below that for the oil
fueled home and is comparabie 1o thecost for
the home using LILCO gas lor space ana
water heating.



Annual Change in Number of LII.CO
Gas Space Heating Customers

19 < - -5
In 1969, the numoer of gas space heating
customers served by LILCO increased by
7.000. Fewer customers were added annually
n each of the next sight years. in 1977, the
number served deciined by 400. These
changes resuited from restrictions against
aading new customers combined with
normal attrition. Increased avai'ability of
natural gas suppiies enabied LILCC toobtain
reguiatory approval to resume adding gas
oad in 1978, As a result, the number of
$Jas Space Neating customers increased Dy
5,800 in 1979.

Assuring LI's Energy Supply

TS, . me

(With 3 iittle helo from our 'riends) LILCO is responding to the Increased demand 'or gas space
and water heating. Here, 3 LILCO serviceman inspects one of the new 3as ‘urnaces installed by
customers during 1379. Improvement in gas supply Nas enadbled LILCO o add new and
conversion jas heating customers seexing an ziternative ‘o oil.



Service Area Economy Holding
Up. The econcmy 2 ervice
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Gong anead at the crossroads 19 construction of the new three-duilding office compilex of The Jericho Quadrangie at the intersection of two major
Long isiand hignways. The 'irst building, shown here, il add 280.000 square 'eet of new office space (o the area s economy, and s essentiaily
compiete. The second building is currently under construction. All t* ee of these duilaings will use electric heat pumps 'or heating and cooling, with
LILCO gas 'or supprlemental Dacxup. Across the street, a three ;.ory, 320 000-square-'cot office duilging, 1o De called Number Two Jericho Plaza. is
under construction 'or occupancy Dy the scring of 1980. Thua will e a companion to Number Cne Jericho Plaza, a 278.000-square-'oot building
sccupied n mid-1978. Both of these duildings are electricaily heated.
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Consiruction of the Shoreham Nuciear Power Station is on schedule lor compietion in 1981. Shoreham was designed not only to be a safe neightor
Dut also 10 Diwnd as much as possibie with the iocal environment.
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Electric System Energy Sales

Billions of K Wh

»
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Reflecting conservation of energy and

coocler than normal summer weathe:, 'otal
x'Wh sales of electricity in 1979 remained
essentially the same as in 1978, Sales (o
residential customers. 45% of total sales, were
up 0.7%. Sales to commercial-industrial
customaers, 50% of the total, rose 0.5%. Sales
10 all other customers, accounting for the
remaining 5% of total sales, deciined 5.3%. In
1980. 'otal sales are expected !0 remain at
presen levels, n accord with recessionary
esconomic ‘orecasts. Total system sales are
estimaled 10 increase 3.3% 'rom 1379 10 1984,

Tha Gargen City Gate Station is one of three major system entry points for the natural gas
LILCO purchases from its pipeiine suppilers. Pipeline supolies pius LILCO storage facilities
assure the “ompany s firm gas customers of adequate gas under the mos! severe winter weather
conditions.




Looking Further Ahead

Industry-Wide Resoarch. LILCO's
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Reaching across 100 years, a /ittle Doy presses a button and sees the new 'lqm Thomas Alva
Edison jave !0 the world in 1879, when he invented the first practical incandescent lamp. Long

sianders can still see LILCO's Centennial ot Light exhibits at local schools, libraries, and other
pubiic ‘acilities. Displayed are eiectric lights, appllances, and toys thatl have made peopie 3 lives
sasier. Defter. and more ‘un during the last century.
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Serviceis LILCO's E:usmesa
Balanced { .ng. Zaancec
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Scmco chaomty and Proauctiwty
Programs. 'n 3acition (o the installaticn

of many miles of “tree wire,’ pictured
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nsgection. Repairs can then ce made
petore service failure occurs. These
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Sheasthed In alough, protective costing, LILCO's “tree wire” stays up when the dranches fail.
The new wire, 'our times 43 strong as conventionasl wire, can withstand ‘ar greater mpact 'rom
‘alling trees and IimBs 204 also has slectrical insulation qualities which can prevent service
fadures. (0 1979 about "00 circuit mies of the new wire were installed tc improve thereiladility of
siectrical service 10 LILCO customers. A total of 5,250 circuit miles of “tree wire” has Seen
nstalled since the late 1550°s. This program is currently concentrating on the repiacement

of rear-groperty, Dare-wire nstailations. Tree wire” 's the most effective and sconomical
alternative 'o placing these /Ines underground. !t is designed 1o reduce substantially a primary
cause of extended culages after Major storms.
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Financial Analysis

Earnings

Earnings of $2.41 per share in 1979
were 3¢, or 1 2%, below these in 1978
There were 16.3% more average
commen shares outstanding in 1979
than in 1978, Earnings cer share have
ceen increased in 17 ofthepast 21 years

Dividends

n June 1979, the guarnterly ' vidend
rate on the common stock was
ncreasedto 44'4¢ from 42'4¢ per
share. This raised the equivalent annual
rate by 8¢ 10 $1 78 per share The
grvidend rate has been increased in 20
of the last 21 years

Quarterly dividends were paidin 1979
anc 1978 as follows

Dividenas

Payment Paid per Share

Dates 1979 1978
Fap ! 42'3¢ 40«e
May ! 42'3¢ 42's¢
Aug ! 44'4¢ 42'4¢
Nov 1 44'4¢ 42'7¢
Total Pag $174 $168%

The Company estimates that for
federal income tax purposes certain
percentages of the dividends paid in
1978 represented a return of caprtal
ang. therefore, may not be taxable as
orgdinary income. These percentages
are 100% of the common stock
and 83% of the diviaends paig on
all senes of preferred stock. Such
astimates are subject to audit by the
nternal Revenyue Service

Rate Increases

=igher annual electric and gas rates
of $26.0 million ang $16.6 million
respectively, were authorized by the
Pubiic Service Commission (PSC) and
pecame effective May 4 1379 Because
the PSC denriec the acditional cash
flow relief in slectric rates the
Company had sought in this case, a
pettion was filec on May 28 1879 fora
renearng. This cettion was denied cn
July 24, 1979, Secongc-stage eiectric
and 3as increases. primarily designed
to refiect future higher property taxes,
2t $5 4 million anc $1.5 million annuaily
respectively, were filea January 25, 1880

An application was filec withthe PSC
oy LILCO on September 21, 1979.10
ncrease slectric rates 3255 millier, ar
2.5%, annualily for the 12 montns
anged Apni 30. 1381 This request was
Jesigneg 1o offset further inflation
acgitions to plant in service, and to
efiect more medest <Wh saies growth
than previoustv estimated. Pubiic
nearings on this application were
campleted in January 1380

Revenues

Revenyes totalec 1,455 millien in
18738 Electnc revenues were 3860 3
million ang gas revenues were 3184.7
million. The increases ‘rom prior
years were

Revenues oars » ~uons

st el 1979 1978
o S 8 %
Slectric $1224 168% 8553 31%
Gas 241 150 196 139
Totai §1465 163% 3749 31%

The principal changes in electric and
gas revenues were cue 0

(1) Changes in Rates: =iectric
revenues in 1972 reflect $16.3 millicn
of the rate increase effective May 4
1879, and the paiance of the rate
ncreases effective in 1378, ciscussed
below

Electric revenues in 1978 reflect
$§52.9 million of the $53.7 muilion
electric rate increase effective January
17,1978, of which $15.0 miilicn became
effective onatemporary casis August 1,
1977 and $1.6 miilion of the 349
million electric rate increase effective
August 24, 1978 t0 offset increased
wages

Gasrevenues in 1973 contained 36.9
million of the rate increase effective
May 4, 1979. Gas revenuesin 1378con-
tained the full effect of the $3.4 million
rate increase effective August 16,1977

(2) Changes in Energy Sales to
Customers: Approxmately 45% of the
Company's annual system kWh saies
of electricity are !0 resigential cus-
tomers. This is cne of the highest
proportions of such sales in the
electnc utility industry, ang results in
relatively stable operations of the
Company

Blectric Sales s~ ~ = ons

v SR 1979 1978
Prioe Year CWh % kwh o
System Saies
Resgental 40 3} 81) (1.1)%
commercal
anc )
ngustral 32 05 139 23
Jther 42 6.8) 18) 23
Total
Syctem
Saes 30 0.2 63 05
Power Pooi
Saies a2 T9 4441282

Total Sales 2 0.7% S07 40%

Electric Expenses
Cents ger xWn)

f -

Fuel and

=
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LILCO’s average revenue per kWh soid has
tripled from 2. 1€ per k'Wh in 1969 10 6.5¢
in 1979. This rise s due mainly to increases
in fuel prices. The cost of fuel and purchased
power per average kWh soid was 2.9¢ in 1979,
about eight times the level 10 years ago. This
increase in the cost of fuel was responsible
for 80% of the total increase in average
revenue per kWh. Cperation and mainte-
nance expenses, (he expenses most subject
to management control. have risen at a rate
s'ightly above the 35% rise in the local
consumer price index. Total taxes have
slightly less than doubled. Both represent
lower proportions of average revenue 'oday
than they aid 10 years ago.



Apgroximately three-guarters cf the
Company's annual cas revenyes are
Jerved from mc! sales of gas to space
neatng customers. Accoraingty, lotal
23S system ravenues anc saies are
neaviy infiyenceg Dy seascnal
lemperature vanatons cetween
Fenocs. ang the avaiabiity of gas for
3ale '0 interryglitie custemers

Gas Sales -2 o

ODwcrease ) (rom 1979 1978
Priee Toor met ¥ met %
Zrm System
3488

Scace

€anng 3&) 40 30 0%%

N -space

eanng 23 33 4 3
Total Fiem 26 28 J34 09
nterructicle 285 170§ 22)(397
T:tal System

a8 39 38 068) 1%
Saies 'o Cher

Jihes - - - -
Total Saes 138 J8% (068 (15)%

egree 2ays
Suec 740) (138% 7S 14%

3 Changes in Fuel Costs: Scth
slectnc and gas revenues are affect

Dy changes in the costs of electriC fuels,

ourchased power anc gas fuels (see
Deiow) which flow to customers
through the appropnate fuel aciust-
ment clauses

Cperation and Maintenance Expenses
33 1 unong

e
- P 1979 1978
Prior Yeor $ % $ o
Siecrc fues

crsumed § 309  208% §(144) (58)%

cnasec

et 882 43 28 417
='oCcy'C U@

o8t

aciusiment

eterreg 2145 (3143 80 M27
348 ‘ues 84 28 0S8 175
"ar

Speraton

g

I“D"i”cﬂ

s(nenses 218 43 8 T3
T 1383 262%32ST 3.3%

Operation and
Maintenance Expenses
-hanges nthe costs ofeiectncfuers
Jrchased power anc gas fueis
tween Derioas are nriuenceg by
snanges \n energy saies
Sevenues). the prices o

-

gurchased power the mix
oy the Comgany, ang purchases

of power. During 1979, the Compary
purchaseg recorg amounts of power
from other utlities, tnereny cecreasing
the use of higi1-cost, low suiphu
tent Qi Dy acout 5.7 million barreis

The use of supstantial volumes of
natural gas, principaily :c'a‘"ec
through special purchases, ‘or use in
aeef'rc generation savec an a‘ﬂt onal
1 8 million barreis. The Company
estimates that these actuons saved
custemers a total of $42 million n 1879
Selow the estimated cost of generating
an 2guivaient amount of power on the
LILCO system with cil, ahich increased
n price gunng he pencg. The average

CCsts were 3s 'olicws

5t generatcn

ronn.

Average Cost

1979 1978

RSN o0 unit unit
iram Prier Yeor cost % cost *

o
&

123 204¢ 8833

~ an ar ~ @3
\ - 203 v Ls 9

As previQusly ingicated, the changes
r glectnc ang gas fuel and purchased
power Costs were offset in each year by
changes in revenues cttainea through
the agoropriate ‘uel acjustment clause
The changes 'n other cperation ang
maintenance expenses tetween
perocs were primarily due to higrer
empioyee cayroil anc cenefit costs
anc otner Zosts '-‘—"ef"fc ntiation
*e ncrease in 1379 was graater than
1978 cecause 3».("‘3 nermal
operaton anc maintenance actvities
were not performed in the 1378 first
af’;r " ""‘e’ "N ﬁ" "‘aﬂ!‘ﬁ he'
3G fUncs 1o ‘estoration ara ceanup
necessitalec oy the severs (Ce ang
S$nCw stCrms dunng that nerce
The costs of (s restcraticn were
not charged te operating 2xpenses
Pormens of suCh Costs nave ither ceen
recoverad through insurance or have
oeen or are ceng "'a'*o" tothe
mgany s sterm resery
3as system and slectric :r::..:t ongiant
aintenance 2xpenses wvere nigrer n

“RQ 7R

»nan 1 2

n acgiticn

Gas Expenses
Ootiars per mch)
r $4 20

300
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During the last 10, s, LILCO's average
revenue per mct of Las sold has risan
10 §4.23, an increase of less than one-and-
one-haif times the £1.74 level in 1968. The
primary reason ‘or this increase has been the
three foid increase :n the cost of naturai gas
soid. which now accounts for aimost 50% of
the system average revenue per mct sold
compared 1o 29% in 1969. Operation and
maintenance expenses per mci, the most
controilable expenses, rose 33%, tracking
the increase in the consumer price index,
and now account for 21% of revenue
compared 'o 26% in 1969. Total taxes during
the period doubled. ceciining from 21% of
revenue per mct soid in 1969 to 17% in 1979,

i



Other ltems

Increases in depraciaton generally
resuit from the aacition of piant in
service Increases in operating taxes
are princigaily due 1o higher
property taxes resuiting from the
acainon of new plant ang increased
property tax rates, as well as higner
state and local gross income and
franchise taxes on ncreasedrevenuas

Changes in‘eceral income taxes are
aue principally 1o variations in net
income cefore ncome taxes, a
gecrease in the tax rate, ytilization of
investment 'ax credits, and tems
capitaiized for financial statement
purposes that are current deductions
on the Company's tax return

The rcreases ninterest charges
and praterrad stock Jivicends result
pnmaniy from the saie of agaitional
secunties, increases in interest anc
dividend rates, ana the use of Tn-
Counties Resources Trust and
Tn-Counties Construction Trust to
finance the Company's continuing
construction anc nuciear fuel
programs

The amount of allowance for funds
usec aunng construction (AFC)
(inciuging AFC corresponding to Trust
interest) fluctuates fromps dto
period. These fluctuatio” , a : caused
by changes in the cos of muney, the
evel of constructior acCtivity, the
amount of construction work in
grogress (CWIP) included in rate base,
ang mocifications in regulatory pclicy.

The amount of slectric CWIP
nciucded n rate base was increased
aftective February 1, 1978, from
§175.0 milion to $309.0 million. The
total Company average amount of
CWIP allowed in rate base was 33041
million 1n 1979 ana $288.4 million
in 1978

Other items

Souers A mikchg

Increans or

inersssewr 1979 1978
Prior Tear

$ * s %

Deorecaton $ 29 56% $ 81 126%

Jperatng
'axes 1
Saceral
nCoOMe 'axes 1
nterest
Smarges
exCILCING
AFC rmiatec
'0 Qe wes
funcs ana
‘rusts)
Jther ncome
ang
Jecuchons
Sraterred
stock
Hncencs
AFC (inciucing
AFC reatec
' orrowed
‘ungs anc
rusts 383 329 33 50

“w

38 73
120 1829

L]
w

3
as

o
o
<«

350 349

§2 524 29 3228

o
L]
“
[
<
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Capital Requirements

LILCC's capital requirements,
inclucing AFC, totalec $466.1 million
n 1379

Capital W‘
(Inciudes Trusts) o ~ =aors)

Constructon ancg nuciear

‘uel expenaitures
glectnc property 54182
Gas property 133
Common property 70
Nuclear fuel 255
Retunaing senior securties 11
Total Capital Requirements $466 1

Permanent financing in 1979 totaled
a record $312.7 million, composed of:

Permanent Financing

Congrs N Munces )

Mergage concs $100.0
Agthority financing notes 19.1
Prelerreq stock 75.0
Zommaon eguity 1188
Total Permanent Fnancing §3127

In agdition, Tri-Counties Resources
Trust dorrowed $28.3 mitlion, through
agreements with ts lencing institutions,
to finance LILCO expenditures for
nuclear fuel. Tri-Counties Construction
Trust provided $48.4 million to finance
LILCQO's share of expencitures on Nine
Miie Point Unit 2. A further $21.0 millicn
w~as proviged through the Resources
Trust to fund LILCO's loan to Bekum
Resources Corporation. Adaitional
information on the operation of the
Trusts is provided in Note 8 of the Notes
to Financiai Statements.

The Company has authority fromthe
Federal Energy Regulatory Cornmis-
sion to issue up to $250.0 millien of
unsecured short-term gebt in *he form
of notes to banks and commercial
paper Commitments have been
obtained from a number of banks to
provide up to $250.0 million on a
revolving credit tasis for approximately
five years. Authority is being sougnt
from the PST 0 borrow unger these
cemmitments.

No short-term cebt was cutstanging
at the end of 2ach of the last five years.
(See Note 4 of the Notes 10 Financial
Statements. |

JLCO's capital requirements are
currently estimatec at approximately
$448 miilicn in 18€0. External financing
's expected o total $288 millicn, anaan
acaitional $73 miilion s estimated 1o ce
proviced througn the Trusts. For the
years 1980 through 1384 inciusive,
LILCQO's capital requirements are
astimated at 32.6 billion. Thie inciuces
$0.4 oillion to repay maturing senior
secunties crincipaily in 1981 through
1384 Zxternal sources are sstimated
to crovice 31 1 oiilion anc the Trusts
will provice $0.5 billien,

Consumer Price Index vs.
Price per kWh of
LILCO Residential Electricity

(Percent Change)

|
|
f
t
|
i
|

-100

38 48 55 85 kB |

The average price per K'Wh of electricity to
LILCO's residentiai consumer in 1979 was
only 5.8% higher than in 193S. The consumer
price index has risen 432% during the

same period.



Shareowners' Investment

Cf the total $128.8 million of ncome
for common stock, $34.2 million, or
26 5%, was reinvestea in LILCO for
sharecwners. Attne eng of 19793,
common aquity represented 39.7% of
total capitalization compared with
3553% atthe end of 1977 These ratics
axciude the Trusts ‘rom capitaiization.
AiQing In this increase was the
conversion in 1979 of 34 090 shares
ot Seres | Convernble Preferrea Stock.
Cver 70% ¢t all the Seres | sharesnave
now been converted The total
ncraase in commen aguity
represented 48 7% of the total iIncrease
n capitalization

Ounng 1979. LILCO heiders of
sommon stock reinvestec $16.6 million
of ther divicencs ang adgitional cash
n new COMMOn shares tnrough the
comgany s Agtomatic Divicend
Reinvestment ang Cptional Casn
Payment Plan. Over 22% of LILCO
sharecwners currently particicata in
this Plan, investing about 15% of the
total common 3tock dividends and
agaiticnai cash equivaient toup to S%
of the total dividencs paic quarterty
S.nce ts inception in December 1972,
snareowners nave investeg $57 2
millicn 1in LILCO through the Ptan.
Nongarticipating common share-
cwners may ootain a copy of the
current crospectus describing the
terms anc conaticns of the Plan in full,
nciucing the optional cash feature ang
an authorzation form for partic:pation,
By writing to Long Isianc Lignting
Comgany. 250 Cig Country Read,
Minecia, New York 11501, Authon-
zation forms from nonparticipating
sharacwners cesiring 1o invest therr
May 1 1880 arvigenc must te receved
nn later than Agni 20, 1980

LILCO continuer ‘o participate
actively with other companies in the
Committee on Capital Formation
through Divicena Remnvestment. The
ourocse of the Committee 1S 10 seek
fegeral iggisiation that wouic permit
the zeferrad payment of perscnal
‘eceral ncome taxes on Zivicends
reinvested in new issue common
shares unger such cians asLILCO's.
Sucn ‘egsiaticn nas ceen ntroduced
nthe Senate oy Senator Gaviord
Neison (S 1343) ang in the House of
Reprasentatives oy Sapresentative
JJ. Pickie (H.R. 354) R 654 is now
nciuces as Section 202 of . R. 5665,
ahch amil come up for nearings in 1980
Passage of such ‘egisiation woulig
orovics 3 Jirect ang cost-efective step
towarcs raguction of coudie taxation on
amicenc remnvestment n such sharas,
theregy provicing aacitional capitai
‘0! arce 2ssential energy facities.
Ne urge you 0 Sxgress your interest
n these ouls 1o your memgers
ot Congress.

nate 1978 the Association of
Investors in New York Utilities (AINYL)
~as formec Cy security heicers of
nvestor-gwneg New York Jtiities
A procnure procuces oy AINYU was
sent to LILCO investors in February
Acgiticnal copies may De ootainec oy
~rting 10 the Association at
Qig Campy Roaa
Jercank, New York 12585
Aftn: Jonn Howley
or by contacting LILCQO's investor
Relations Dvision.

Directors and Officers

Appointment of two new vice
orasigents became effective April 1,
'373 Age 42 wnen electeg Vice
President —Purchasing, ~uch P
Boylan is responsioie ‘or the procure-
ment of matenais. including oil and
nuclear fuel, ana all equipment,
suppiies, and services Matthew S.
Proceili, then age 33, was elected Vice
Prasicent —Employee Relations. Mr
Proceih girects LILCO's programs for
empicyment, arffirmative action,
training ana counseling, empioyee
penefits, labor relations, accicent
prevention, heaith, ang office services.
Mr Procelli fille¢ the vacancy created
Dy the retirement of Grant Brown, who
haa servec the Company for 42 years.

Insurance

The Cempany has restructured its
Directers and Officers Liability
insurance with the National Union Fire
Insurance Company of Pittsburgh to
provide coverage for wrongful acts by
Directors ang Ctficers as we!l as
ingemnification for the Company.
Fiduciary Liability coverage is now
includea unger this policy for the
Company, its Directors ang Officers.,
anc any empioyee Jeemectote a
fiduciary or ‘rustee. for any ailegec
breach of figuciary liabiity unger the
Empioyee Retrement Income Security
Act of 1974. This insurance coverage
became effective on August 26, 1879,
atan annual cost of $73.375.

Nec payments nave beenmacde uncer
any peiicy of indemnification insurance
“3UeC 10 the Company ‘or Lirectors.
Stficers ¢r figuciaries.

Common Shareowners At Year End
Thousanas)
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The number of owners of LILCO's common
stocx totaied 151,300 at year and 1979, an
increase of 33% i1 the last ten years.



Common and Preferred Stock Prices

The Common Stock, the Preferred Stock $100 par value Senes B. £, | J. and K. and the Preferrec Stock $25 par value Senes O
ana P of the Company, are traded on the New York Stock Exchange. Trading in the Common Stock commencec December 20,
1979, on the Pacific Stock Exchange. Traging in the Preferrea Stock, $100 par vaiue. Series S, commenced on October 18, 1979,
on the New York Stock Exchange. The tapie below indicates the nigh anc low sale prices on the New York Stock Exchange
listing of composite transactions for the years 1979 and 1978

Common Stock Preferred Stock
Senes 3-5%  Senes£-435% Senes -3%% Senes -3 12% Senes <-330% Senes 0-32 47 Sgnes P-3243 Senes 5-330%
“an Low Hgh Low High Low High Low ™gh Low =igh Low High Low Migh Low High Low

1978

1stQuanter 19% 17% 57 54 48% 45% 90 86 92% 87 94 89% 27% 26 27™% 26 - -
2nd Duanter 19% 18% 52% S50 47 44% 92 88% 86% 80 92 80 27 24% 26% 24% -~ -
JaQuarter 19% 18% 54 52 48% 42 92% N 90 81 93% 83 27% 24% 27 285 -~ =
dhQuarter 18% 17 S2% 49 44% 43 85% B3 85 77 89% 80 26% 254 26% 23 - -

1973

1stQuarter 18% 17 49% 47% 43 &4 85% 83 32 77% 84% 79 26% 24% 25 23% -
2naQuarter 7% 15% 48% 47 44% 40% B82% 76 31w 73% B3 TS 268%W 24% 24% 21h -~
JaQuarter 1TV 18 S0 47 431 41 385% 80% 82% 7 81% T8% 25% 23 25% 21 -
anQuarter 16% 13% 49 40% 40 37w 4% T2 7% B3 76 6T 24 20% 22 18% 96%

@111

The Senes D-4 25% Preferred Stock is traded in the over-the-counter market. ‘We have been advised of scattered trading at
prices ranging between $29 and $41'4 per share curing 1979. Appreximately 1.300 to 2,000 shares were tracec curing the year.
The Seres F H, L. M, Q, and R Preferred Stock are neid privately.

Report of Independent Accountants
To the Sharecwners angd Boarad ot Directors of Long Isiang Lighting Company

In our opinion, the financial statements appearing on pages 1910 29 present fairly the financial position of Long Isiand Lighting
Company at December 31, 1979 and 1978, and the results of ts operations anc the changes in s financial position for 2ach of
the five years enced December 31, 1879, in conformity with generally accepted accounting principles consistently apgiied. Our
examinations of these statements were mace in accordance with generally accegted auciting standards and accerdingly
nciugea such tests of the accounting records and such other auditing procegures as we consicereg necesary inthe
circumstances.

Price Waterhouse & Co.
Muntingtor Station, NY
January 2¢, 1980

18



Financial Statements

Statement of INCOME ‘o 2ar Zrcec Decemser 31 7 mousancs of solars) —

1979 1978 1977 1978 1973
Revenues
Eiectric $860,798 3738339 $682397 $589683 3$557.3M
Gas 184,700 160632 141 083 134924 113558
Total Revenues 1,045498 598 371 824,080 724589 671327
Expenses
Cperatons —fuel andpurchasecpower 478,418 365.307 350.465 292,707 280455
COperations —other 118,644 104,284 37288 89.263 80.720
Maintenance 52,206 34 680 40338 39478 37,164
Depreciation 54,060 §1.182 450438 42737 40,715
Qperanng taxes 153,706 141,180 131.563 122066 111,306
Fegeral income tax —current (2,267) 297 7.360 228 4737
Fegeral ncome tax —aeferreg and cther 19,749 24183 15.311 13,386 5.375
Total Expenses 874,514 738133 688472 800463 560472
Operating Income 170,984 160,788 135608 124126 111085
Other Income and (Deductions)
Allowance for fungs usea
during construction - - = 50681 36.345
Allowance for other ‘uncs used
during construction 58,086 472%4 44 854 — -
Other income and (ceductions) 4,129 1.026) (142) 256 814)
Fageral income tax cregit—current (2,417) L4986 4373 3.727 2.4
Fegeral income tax creat —geferred
and other 17,855 3471 11,685 5.079 123
Total Other Income ang (Deductions) 77,653 39237 51.140 58.743 38.085
Income Before interest Charges 248,837 220025 136.748 183869 149,140
Interest Charges and (Credits)
Interest on iong- erm cett 101,829 91.195 80.555 56.364 542684
Other nterest 7,119 5.720 5.030 5,436 7.596
Allcwance for borrcwed funds used
gunng construction (22,034) 18.883) (21.147) - -
Interest capitalizeq Dy trusts 26,496 3.562 - - —
Allowance ‘or dorrowed ‘'unds useag
cunng construchion —!rusts (26,496) 3.562) - - -
Total Interest Charges 86,974 78.032 84 438 72.300 61.360
Net Income 161,663 141,363 132,310 111,589 87.280
Praterrad stock civicend reguirements 32.851 30688 7.7 24.782 20.296
income for Commeon Stock $128,812 37111305 35,04333 § 38787 S 88384
Average Common Shares
o) —(000) 53,366 43570 40,332 34 437 28 2493
Earned per Common Share $§ 241 $§ 2424 S 259 8§ 252 § 23
Dividends Deciared per Common
Share $ L7 S 170 $ 183 § 138 $§ 1%

See Notes 10 Financial Statements



Financial Statements

Balance Sheet : cccarver 31~ mcisaras o soiars

Assets

1979

1978

ecing

s
ommon
Qnstruction work in progress
Nuctear ‘uel in process
Construction ang nuciear fuel in trusts

&
-
23
~
e
~
>

§1,568,311
284,468
72.351
1,444 631

242,201

' 506 653
275,04
71273

L2ss —Accymyiateg gepreciation

3,611,962
526,992

Total Net Utility Plant

3,084,970

Nonutility property, princigaily at cost
nvestment in subsiciary companies, at eguity
Other investments and Jeposits

1,875
379
74,731

Total Other Property ang Investments

76,985

Current Assets Cash 8,526 7221
Temporary cash investments 3,480 3.000
Scecal deposits 12,427 2.908
Note receivabie — construction trust — 48225
Accounts receivabie | less ailowance fcr soubttul
accounts of $3.147.000 ang $2,413.000) 115,855 92816
Accryed revenue on accounts dilleg dimonthly 13,867 11,045
Materials anc supplies at average cost 24,608 21,896
Fuel oil at average cost 42,320 23108
Gas in storage at average cost 24,323 18222
Pregayments 1,205 1,018
Total Current Assets 245,708 229.463

Deferred Charges Electnc fuel cost acjustment seterreg 22,709 8.131
Other 28,210 7.539
Totai Ceterrec Charges 50.919 35.730
Totai Assets §3,459,582 $3.016.713

20



Financial Statements

Capitalization and Liabilities 1979 1978
Capitalization Long-term ceot $1,274,722 $1.175662
Jnamortized premium and 3iscount on cedt 24 89
1,274,746 1.175.751
Sreterred stock —regemplion required 294,100 226,350
Pratarred StOCK -~ N0 r8Cempuon raquired 160,090 163,499
Tctal Preterreg Stock 454,190 380 448
Common stock 301,116 257372
Premium on capital stock 520,324 442 353
Capital stock expense (30,138) 28.321)
Retained 2arnings 146,001 111338
Totai Common Shareowners =guity 1,137,303 382 342
Totali Capitaiization 2,866,239 2549142
Trust Obligations 287,308 189803
Current Liabilities Current matunities of iong-term cett 20,040 37
Sinking fund requiremenrts on preferred stock 7,850 1.080
Notes payacie 24,836 -
Accounts payatie 96,383 125.285
Accrued taxes, (inciuging teceral ncome tax of $2.092.000
ana $3,773.000) 32,467 31403
Accruec nterest 22,195 18,439
Customer deposits 8.080 8128
Ovigencs cayabie 30,864 25.984
Total Current Liabiities 242,715 214 383
Defarred Credits Accumuiateg geferred iNncome tax racuchions 54,901 49 328
Other 2,458 7.213
Totai Deterred Credits 57,359 57.139
Reserves for Claims and Damages 5,961 5446
Commitments and Contingencies - -
Total Capitalization and Liabilities $3,459,582 §3.016.713

See Nctes 1o Financial Staiements
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Financial Statements

Statement of Changes in Financial Position = rsar c-ec Decemner 21 n mousaras o sciars:

1979 1978 1977 1976 1978
Source of Funds
Operations
Net nccme $161,6863 $141993 $132310 $111589 § 87280
Principal noncasn charges and (credis) to ncome .
Degreciation 54,060 §1.192 45049 42,737 40.715
Deterred and other ‘eceral ncome taxes 1.894 14712 3656 8.907 5.252
Allowance ‘or tungs used Juring construction (80,120) (66.177) 65.801) (50.681) 36.345)
Dther 9,023 8478 7265 7123 7410
interest captaiizec by irusts 26,496 3.582 - - —
Allowance 'or Dorrowed ‘uncs used
durnng construction —'rusts (26,496) 3.562) - - -
Funas Provigeg frem Qperations 146,520 150.198 122479 119.655 104.312
Long-term Financing
Long-term gebt 119,100 75287 85.000 150.37% 170.000
Praterrad stock 75.000 - 108.000 38.500 50.000
Common stock 121,999 127 862 120,325 90.558 38 445
Trust obigations 97.705 153.603 30.000 — -
Other
Decrease in working captal 11,087 29.534 763 - -
NYSEG reimpursements. orior pencds. re Jamespon - - - 16.254 -
Other sources 2719 2048 8181 1,461 2.423
Total Source of Funas $574.130 $544530 $472748 $416803 $415180
Use of Funds
Construction expenartyres $392,062 $2923519 §359420 8314125 S281.455
Nuclear fuel expencitures (3,675) (42.189) 23913 14 424 5.642
Construction and nuciear fuel in trusts 76,698 165,503 — - -
Less — Allowance ‘or ‘uncs used gurnng construction 80,120 66.177 65.801 80 681 36.345
Total Construction and Nuciear Fuel Expencitures 384,965 349676 317,532 277868 250.752
Divigcends on preferred stock 32,215 30651 27.223 24459 20474
Cinigenas on common stock 95,284 78.661 66.742 54 487 44819
Recuction of iong-term cedt 20,040 — - - 40,000
Pratarreg stOCk Conversions and retirements 11,259 2937 44 398 2343 2.026
ncrease in worklng capital — - — 39,031 40 4u4
Eilectric fuel cost agustment geterr~~ 14,578 6.801) 836) ags 41
Other nvestments anc Jeposits 6,632 67 546 235 - -
Captal stocx axpense 2.994 2.388 3713 3217 $.261
Cost of remeval 2.367 4074 1.510 3220 1.308
Ctrer uses 3,796 15298 5834 4977 34385
Total Use of Funds $574,130 5534330 8472748 3418803 8415180
Increase (Decrease) in Working Capital by Element
Casn $ 1408 S (1126) § 809) § 1035 § (5843
Tampcrary cash nvestments 480 3.000 — — -
Soecial Jeposits 9,519 12.748) 9.293) 13.218 788
ACCOuUNtS ang notas recevadle (25,190) 45.791 3.509 3.030 4281
Accrueg ravenue 2.822 523 733 389 783
Matena'~ supphes. Jas n storage anc ‘uel 28,022 (4.315) 4412 11344 7.543
Pregayments 187 128) 70) 388 21
Current maturties or org-term deot (20.003) an - 25.000 625
Sinking func requirement on preferred stock (6.800) (1.050) - - -
Notes Pavapie (24.836) — - - 31800
Agcounts payatie 32.902 (53.585) 815} 9681 13.072
Accruectaxes (1,064) 4331 (750 3840 (4.318)
Accruec nrersst (3,696) (2.584) 1728) (1.151 (3.087)
Customer zegosits 45 174 334 28 (1127
Divicencs payadie (4,880) 3.862! 3.186) 2.539) 3872)
Net Increase Decrease) ${(11,087) 323334 3 763) § 39031 § 40404
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Statement of Retained Earnings

8a ..ce January 1

Acg —Net ncome 'or the year
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Shares authorzes 7,200,000 7,290.000 7.20C.C00 7,200.00C
zrares Jutstancing 3,400,000 34000¢C 3.400,000 3Ce 1.920.00C
Shares sutscroes — — — 80.CC0
WA 3 e - e =
$C 47 Ser :f 3 § 50,000 S 50 \:Ev 50.000 £0.000 S 30000
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Notes to
Financiai Statements

Note 1. Summary of Significant
Accounting Policies

The accounting recoras of the
Company are maintained in accor-
dance with the Uniform Systems of
Accounts prescribed by the Pupiic
Service Commission of the State of
New York (PSC) and the Federal Erargy
Regulatory Commussion (FERC).

Utility Plant

Aaattions to and replacements of
utility plant are recorded at onginal cost,
which incluges material, labor, over-
heaas, and an aliowance for the cost of
funds usea durng construction (AFC).
The cost of renewals ang betterments
relating to units of property is agcec 10
utility plant. The cost of property
replaceg, retireg or otherwise disposed
of is deducted from utility piantanc, gen-
eraily, together with gismantling Costs
less any salvage, is charged to
accumulated depreciation. The cost
of repairs and minor renewals 's
charged to maintenance expense.
Mass properties (such as poles, wire
ang meters) are accounted for on
an average unit Cost basis Dy year
of installation.

Allowance for Funds Used
During Construction

The Uniform Systems of Accounts
cefine AFC as the net cost of dorrowed
funds for construction purposes and a
reasonable rate upon the utility's other
funds when so used. AFC 1s computed
monthly on that portion of construction
work in progress (CWIP) which is not
incluged in the Company's rate base. In
June 1976, the Company began com-
puting AFC on its Shorenam Unit at a
reguced rate which reflects the income
tax effect of the interest portion of AFC,
anc in 1978 the Company acopted the
FERC methog for calculating AFC.

The average annual AFC rate, with-
cut giving effect to compouncing or the
reguced Shoreharn net of tax rate, was
8.9%, 3.25%, 9.38%. 3.72% anc 3 99%
for the years 1975 through 1379, re-
spectively. The Shorenam net of tax
annuai AFC rate, wmithout giving effect 1o
compounging, was 7.34%, 763%, 793%
and 8.21% for the years 1976 through
1979, respectively.

Basec upon a five-year average ofthe
Company's capitaiization anc upon the
most current costs of preferred stock
anc long-term debt (without agiustment

for Income taxes, except with respect to
the Shoreham Unit) in the respective
periocs. the portion of AFC attrioutadie
to funas provigded Sy COMmMON Stock
equity ‘or the years 1975 and 1976, was
aquivaient 1o 14% and 17% of Income
tor Common Stock.

in compliance with (he FERC Grcer,
effective January !, 1377 the Company
hee Ziocated the portion of AFC refating
10 borrowed fungs to the Interest
Charges section of the Statement of
Income. Perods crior to 15977 have not
been reciassified. The Company
pelieves that such reclassification
would be inapprepriate sinca the
allocation between the borrowed and
other components for prior percaus
wouid not be comparacie to the com-
ponents of AFC determined subse-
quent to December 31, 19786, by using
the FERC formula.

iation

@ provisions for gegreciation result
from the appiicaticn of straight-iine
rates to the onginal cost, by groups, of
depreciable properties in service The
rates are determined by annual age-ife
studies of depreciatle properties.
Depreciation accruais were equivalent
to 3% of average depreciable plant cost
tor eac of the years 1975through 1979

Revenues

Revenues are recorded when Dillec.
Billings are rendered on a monthiy or
bimonthly cycle basis. The Company
accrues estumated revenues for cus-
tomers billea dimonthly in the month
in which they normally are not diiled.

The Company's tariffs for electric
service include a fuel agjustment
clause under which electric rates
charged to most customers are
adiusted to reflect changes in the aver-
age cost of fueis ana of certain
purchased power costs. The
Company's tarifts for gas service son-
tain a comparable clause.

Deferred Electric Fuel
Cost Adjustment

The Electnc Fuel Cost Adjustment
regresents the difference cetween
actual fue! costs andg the fuei casts
alloweg in the Company's base tanff
rates. The Company, 10 achieve a oro-
per matching of costs ana revenues,
defers this aifference aicng with the
related income tax effects 1o those
future pernods in wnich it wmil be Ziiled
to customers. The Company celieves
that the PSC wiil continue to permit the
recovery of geferred fuel costs.



Federal Income Taxes

Ar accelerated negrec aton methog
icgether with cepreciation ives anich
3r@ 3noner than those reterrag 10
Jnger Decreciation s used for income
tax purposes Interest censions taxes,
research anc Jevelopmant Sostis sIc.
ARICh are Chargec 10 plant or accumu-
ated deprec.aten for financial state-
ment SuUrposSes. are Jecuctec currently
anere perminteg by thetax laws AFC s
nct SuBlect 1o ncome tax. Progerty
1axas are Jeductac or 3 ien Jate Dasis.
n contrast to the fiscal year Dasis used
tor inancial statements. For these ang
Similar reasons 'axabie Income is [ess
than inarc:ai statement income

The Company's generai soiicy 1St
reflect 35 NCome 1ax expenrse the
amount of Incame taxes currantly pay-
anie nowaver ncenain cases
Srovision i made for ncome tax
attects of the ciferances cetween net
roome pefore INCome taxes ang tax-
anie ncome, as Jiscicsed n Ncte 5

The majcr tems wnich are partofthe
Jeferred tax Drovision are 3s foilows.
® Income tax benefits resuiting from
reguced ceprec.alicn ives permitted Dy
the Revenue Act of 1971
® Income tax benefits relating 10
Jeferreq fuel cost
® The ncreases n invesiment tax
credits nitigied dy the Tax Reduction
Act of 1975, from 4% to 10% of eligibie
orogerty agaitions and limits of
allowacity, are geferreg ang amortizes
Jverthe average ves of related
cropert.es ‘or financial accounting and
rate-making purpcses. Such ceferreg
nvestment 'ax crects at Decemper 31
1973 ang 1878 amcuntedto
$29.508,000 anc $28.341 00
raspectively

Investment tax cracits allowable uncer
the Revenue Act of 1871 are accounted
for as a regucticn of federal income tax
expense Thecredit's calculategonthe
tasis of 3 4% rate apchiec 1o 2higibie
groperty accitions Sut subject 1o
apoiicable ncome imitaticns. Thebasis
of accounting 'or these cracis was
mocifieg sy PSC rate orcers. the effect
of which nas teen 10 recognize
$282400C—197%3ng 386 000 —
1378 ot acgitional creaits ‘or financia’
acCounting anag rate-maxing ourccses
The utitization of such acctional
Cragits for tax purpcses, mowever con-
LNUES 'C O° SuUBIect 10 the orovisions
of the 'nternal Revenue Coce

Premiums or discounts and
SXDeNses r8iates 1o 1ne 35.uance

of long-term gent are amertized over
the lives of tne ssues Capntal stock
expense related 10 that pertien of
preferred siock reguired 1o oe
rageemed s artten-off 2s an
acjustment 'C retainec 2arnings when
the StocK 1S retireg

Reserves for Claims and O

Losses ansing from caims against the
Company, from extracrainary storm
icsses. and from certain eguipment
camage are partially saif-nsurea. Pro-
/1SIONS 10 the reserves are 0ased upon
experience. ns« of 10ss, and/ or specific
crgers of the PSC

Note 2. Retirement Plans

The Company maintaing a gension
plan wnich covers mast empicyees.
The total costs relatec o the cians vers
$11584 000. $10.732.000, $9.712.000
$8.370.0C0 and $7.556.C00 forthe ycars
1979 through 1975 (ot wrich §3.344 000,
$2.904,00C. 32,826.00C. 32,191.0C0
ang $2.131,0C0 were inclucec in
censtruction costs), respectively. All
pension Costs are corne Dy the
Company. The Company s colicy is to
fund the Costs accrued. The actuanally
computed value of the vested benefits at
January 1, 1379 (the date of the latest
actuanal valualion) exceecs the funcs
accumulatec by approximately
$29.574.000 The totai unfunged onor
service cost at the cate of the latest
actuarial vaiuation was abcut
$26.852000. after a pian amencment
in 1878, wnich amount 's ben
amortizec pnncigally over a 38-year
pericd

Note 3. Capital Stock

Of the 30,000.000C shares of
authorized common steck, 865,999
snares ars reserved ‘'or saeto
ampicyees 2582 838 snares are
committad 1o the Automatic Dwvicend
Reinvestment Plan anc 418 103 shares
are reserveg for conversion of the
Seres | Convertibie Praferred Stock
3t $19 35 per snare Tne Seres
Convertipie Preterreg Stock is not
consiceraq, Linger generally accepted
accounting princigies. 1o have a dilutive
atact on earmings oer snare

n Decemper 1377 the Company
retunceq ts 13% Senes N Prererreg
Stock with the issuance of 750%
Series Q Praterrad Stock. in accor-
gance with a PSC orcer, the cost of
ssuance of Sernes N was charged 10
Retainec Earnings ang the cost of Issu-
ance of Seres C anc the $8.000.00CC
call cremium of Series N was charged

-

to Capital Stock Sxpense and is ceng

amornzed and recoverag inthe
Ccomeany s rates over seven years, ihe
term ot the Seres Q ssue.

Recemptionof Senes L. M. O.Q.R
ang S Praterrag Stock '§ proviced for
through varying Sinking funa provisicns,
sertain of amich commencec in 1979
Tne aggrecate amount of preferrec
StOCK requirec 10 o8 raceemed in 8acn
ot tre years 1380 through 1984 'S
$7850.000. $7850.,000, $11.500.0CC
$11.800.000 ana $38.038.000,
respectively

Note 4. Short-term Loans and
Compensating Balances

The Company has authority from
FERC 10 issue up to a total of
$250.0C0.000 in notes tc banks and
ccmmercial pacer The Company has
estaplisneq bank lines of cregit totaiing
$140.000.000 at Cecemper 31, 1979
Sank 'cans. which wouic have deen
ootaineg at the lencing sanks
prevaiing crme interest rate, generally
mature within 30 cays. The Comipany,
unger infcrmai arrangements,
maintains compensating halances,
wa=h are not legally restricted,
. 3ing 6% of the lines of cregit ¢r
¢ - s'eesinlieutherect Net of average
‘ficat,” compensating balances at
Decemper 31, 1879, amounted to
aporoximately $3.175,000. No bank
'cans were outstanging at ather
year-enc. The Company maintains
avalaoie cank lines of credit to backup
100% of the commerc:al paper
outstanging

Commercial paper is issued at
various 2'scount rates and usually
matures within 30 to 45 cays. No
commercial paper was outstanding at
either year-enc. Durning 1979 anc
1378, the maximum aggregate amount
of short-term Sorrowings at any one
month-end was $121,700,000 at
August 1879 anc $95.000.000 at
August 1878 anc the daily averages
of snort-term 2crrowings were
$41,776,000 anc $33.531.00C,
respectvely

The approximate veignted average
nterest rateés (exciucing the sffects of
compensating calances and iines of
crecit ‘ees; on snort-term Dorrewings
nere 11 2% ang T 3%, respectively.

The Company nas cotained
commitments rom a number of banks
to previce up 1 325C.0C00C0cn a
revolving crecit Basis for apcroximately
3 years. anc nas age'iec to the PSC for
authority t¢ corrow unger these
commitments.




Note 5. Federal Income Taxes

The Fegeral ncome tax amounts inciuced in the Statement of Income ciffer 'rom IRe amMounts wich result from apolying the statutory Faceral ncometax rate
1o N@l NCOme DeTore NCome tax TN r8asors A8 18 SNOWN Delow

lin thousands of collars) 1979 1978 1977 1976 1978
% of % of % of % of %ot
Pre-tax Pre-tax Pra-tax Pre-1ax Pre-tax
Amount Income Amoynt ncome Amount ncome Amount nceme Amoum ircome
Federal ncome tax, per
Statement of Income pa—
Current $ (2.267) $ 7297 $ 7860 S 228 . S 4737
incluced in other ncome
ana ceductions (current) 2417 (3.498) 4873 (3.727) (2,431)
150 3799 2887 (3,499 2.306
Deterred ang other (See Note 1)
Asset Jepreciation range system 2,010 692 662 2.784 2417
Fuel cost agjustments 1,502 (3.604) (1,309) (1.074) an
nvestmont 1ax craats —
Tax Reduction Act of 1975 2,385 11461 $5.328 5909 3.790
Dther tems, net (4,003) 6.163 (2.02%5) 1288 (1.286)
1.894 14712 3656 8,907 5252
Totai 2.044 18.511 5.343 5408 7558
Net ncome 161,663 141383 132310 111,569 87280
income Betore Taxes $163.707 $160.504 $138.853 $116.977 $ 24338
Statutory Federal ncome tax $ 75,305 48.0% § 77042 380% § 66543 4B(0% § 56149 480% § 45522 480%
Reauctions n Federal ncome tax
resuiting from
Excess of tax cepraciaticn
aver bock depreciation (4,147) (2.5) (6.830) (43 (1C.987) (7.9) {(7.775) (6.7) (8.082) (85
AFC. which coes not constitute
taxaole ncome (36,855) (22.5) (31.765) (19.8) {31,585 (22.7) (24.327) (208) (17.446) (18.4)
Costs chargec 1o plant but
decuctead currently (11,567) (7.1) (10.142) (63) {(10.143) (73) (6.670) (87 (4.245) (45
Property taxes Jeducted on a
en cate basis (961) (0.8) (2.266) (1.4) (1911 (1.9 (3.775) (3.2) (2803) (29)
Interest capitaiized by Trusts (12,262) (7.5) (1.666) (10) - - - - -
invesrment tax creats (9,811) (6.0) (5973 (3N {(10257) (7.9) (7984) (68) (4198) (44
Cther tems, net 2342 1.4 1M — 4757 (2100 (0.2 (1.220) (1.3)
Total Fegeral ncome
lax expense 2044 1.2% S 18511 115% § 63543 47% § 5408 46% § 7558 B80%

At Decemper 31, 1973 the Company hac an investment tax crect carrytorwarg for inancial statement purposes. n accordance with
PSC oraers. of approximatety $80.000.000 In accorcance with the Company s accounting policy, approximatety $43.000 000 of the
carrytorward will Se ceterreg when utiized The amount of (TC carrytorward available as crecits 1o tax returns for years after 1973 s

$87 000 000 These crecits exp.re by 1986

Note 6. Trust Obligations

The Company entered into arrange-
ments with Tn-Counties Resources
Trust (Rescurces Trust), ir Sepctember
1977, and Tri-Counties Canstruction
Trust (Construction Trust), ‘n August
1978. proviging for the Trusts to
finance. respectively, the acquisition of
the Company's nuciear fuel anc 1s 18%
share of construction and nuctear fuel
costs for Nine Miie Point Unit 2. The
Rescurces Trust ang the Construction
Trust principaily have revolving credit
arrangements which tcgether with
cerian term loans provige for sorrow-
ings of up to $135.000.000 and
$300,000.000, respectively. The
pnmary revoiving crecit ‘oan of the
Resources Trust matures in September
1983 ang provides that the lenaing
banks may, 2ach vear, 2lect 10 extend

the maturity date for one acgitional year.
The Construction Trust lcan 's payatie
according to arepayment scheaule with
quarterty payments teginning not
earfier than March 31, 1985 anag encing
not later than June 30, 1988. The Trusts
may. with availapie fungs not
immegiately needed for such financing,
make certain investments, :NCiucing
‘nvestments in the Company's
prom:ssory notes. The Trusts' totai
ubligation ~f $287,308,000 at Decemper
31,1979, is comprised of $242.208.000
for financing construction ang nuciear
fuel expenagitures ang 345,100.00C
Jtilized oy the Company for generai
carporate purpeses.

The Company is cbiigatecto arrange
to purchase nuclear ‘uel owned by the
Rescurces Trust, or heat rom such fuel,

just prior to icading the fuel in the
Company's reacters or upon termina-
tion of the Trust. Simiiarly, the
Company 's coligateg to arrange to
reimourse the Construction Trust for
nuciear fuel anc construction just prior
to Nine Mile Paint Unit 2 going into
cperation.

The Resources Trust and the Con-
struction Trust interest on dorrowings
1S calculated, principally at 105% of the
prevailing prime rate ang commitment
fees of 'z of 1% or less are calculated
on unusec lines cf cracit (Dased ueen
the respective Trusts reveiving crecit
arrangements). The Trusts' interest
costs of borrowings utilized to finance
construction ang nuclear fuel are
reflected in *he Company's Construc-
tion anad Nuclear Fuei in Trusts



accounts ana ' decuctec currently for
tax Surposes on the Company s
tax return
The Trusts average annua nterest
rate Ql’.:fudlﬂg commement fees) for
average oorrowings of $231.550.000
anc sgs.oez 000 outstanaing curingthe
years 1379 ang 1973 was 13 2% an¢
10 8%, rasgectively. Of the total aver-
e sorrowings, 335,018,000 anc
339 303,000 reiates to generai corpor-
ate purposes for the respective perioas
Note 7. Commitments and

The Company's expencitures for
constructicn and nuciear fuel for the
years 1380 througn 1984 as estimated
at Cecember 31 1979, total
approximately $2.2 dillion ang
3assume tmely anag aceguate rate
relief and financing.

Sucstantial commitments have been
mace ‘or the Company's censtruction
program, incluging commitments for
he nuciear generating stations at
Sharenam ana Nine Mile Paint Unit 2
wNICH are uncer construction. Subject
10 the resylts of continuing review, the
estimateg costs at comoletion of the
Shorenam Unit and the Company's
snare of Nine Mile Point Unit 2
are 31 8 bilion ang $388 million,
respectively. In 1379, the PSC intiated
a review 10 Consicer the reasonadie-
ness of the costs of the Shorenam Unit
ang the extent to which such costs
snoulc be incluged in the Company's
rate base The Company is unabie to
avaiyate the ikelihood of an
unfavorabie 2o ome of the pro-
ceecing or 10 estimate the financial
mgact, f any, upon the Company.
it s the Company s jucgment that the
Costs rave peen prugently incurrad
ang that t pelieves it can 5o
gemonstrate to the PSC. Sub-
stantial commitments have aiso
ceen mace ‘or the proposed nuclear
senerating stations at Jamesgert and
New Haven Stuyvesant for which
raguiatory aporevals are pencing. The
Company. which is the scie owner of
Shorenam nas a 3C% nterest in
Jamesgort and New Haven an 18%
nterast n Nine Mile Paint Unit 2and s
rasponsitie for financing its respective
snare of 2ach of the units The
Company s studies continue 10 sugoornt
the conciusion that the generaticn of
2lecinCity oy nuciear power will e
maore 2CoNOMIC ang more compatible
~ith heaith ang envirgnmental
stangards than generation 2y ‘cssii
‘Lais. The Company tnerefore neleves
that ts capital investment programs ‘or
nuciear generaton ‘aciities anc ‘uel
SuDCHes are prucent anc provice the
mest reasonatie means of meenng
Sxpectec cemancs “or 2iectnc cower
anc regiacing reliance upon mported

suppties of cil at the icwes! cost 0
consumers. Despite this conciusion
the Company recognizes, that recent
avents. Such as the incicent at
Metropoiitan Egison Company's Three
Mile Islanc Nuclear Generating Station
are having a naticnwice !mgact on
nuclear capital investment 10 an extent
n ‘arge part undeterminec. There can
Se Nq assurance that necessary
icenses ang approvais will te granted
to the Company oy the appropriate
Feceral ang State governmental
agencies ‘or the Company's nuclear
projects. The Company believes that
uncer present statutes and reguiations,
the necessary ICenses and approvals
il e recaived for the Shoreham and
Nine Miie Paint Unit 2 orojects.

On January 29. 1980, a New York
State Boara on Zlectric Generaticn
Siting anc the Environment which had
ceen consigering the applicationferthe
nuclear generating station at
Jamesport voted 10 approve the con-
struction of an 800 megawatt coai-fired
unit on Long Isiand. Before construc-
tion can begin, a final order must ce
entered, appeals, if any, must be
exnhaustec, environmental permits
must De cbtainec and the unit must ce
cesigned The application for a cer-
uficate for the constructicn of the
cropesed New Haven, Stuyvesant
Nuclear Power Station has been
cismissed by another Siting Board.

A petition for rehearing is pencing.
Should the rehearing be deniea,
consideraton will ge given tc an
appeai to the counts. The Company
wiil request the PSC tc grant appro-
priate relief which wiil permit the
Company to recover from customers,
in a imely manner. its exgenditures
for Costs incurreg In connection wmith
the Jamesport ang New =aven
Stuyvesant proiects which cannot be
utilizea for other purposes. It is antici-
pated that the PSC wiil grant the
requested relief.

The Company has. at Cecembe- 31
1973, expencitures for CWIP of
$1.261.743.000 for Shoreham.
$48 723,000 representing s 30%
interast in Jamesoort, $148,974.000
recresenting its 18% interest in Nine
Mile Point 2 ana §34.211.000
representing its 30% interast in New
Havan ang expenadituras for nucienr
fue! ot $33.2298.000C reiating t0 these
projects. In agaition to the $34 211.000
referred 10 aoove, the Company nas
racorced in Cther investments and
ceposits 324.336.0C0 wnich together
~ith the reiatec nuclear ‘uel orirgs
ts 'ctal irvestment in New Haven
to $62.245.000 of wnich $24.836.CC
'S Inciuced in Notes Payaole cn
the zalance srest

In connection with its nuciear

proiects, the Company has mace
sucstantial iong-range commitments
for nuc.ear ‘uel. inciuding contracts
mth Bokum Resources Corporation

a cevelcgment stage company ) for

10 miilion poungs of yranium
concentrates. The contracts for
yranium concentrates provice for -
acvance payments of $20.000 060
$15.350.000 of which nas been paig by
the Company anc the daiance oy New
York State E'ectnic ang Gas
Corporation Bokum has notified the
Company that Bokum is in defaul
unger the contracts provicing for the
celivery of the uranium concentrates
2ng also unger the provisions of a
financing agreement proviging for
loans to Bokum of $51,100.000 to
Jevelop & Jranium mine anc 10
Sonstruct an ore-precessing mill At
Decemper 31, 1878 the amount cwed
the Company dy Sokum for icans and
intgrest vas 343,337 00C The can
pears interast at 10.3% per annum ang
IS Secured by, among otner rignts. an
assignment of 'eases ang a mortgage
on certain of Bokum s assets. The
terms of the financing agreement
provige for repayment of LILCO's lcans
ana interest therecn from 1581 1o 1386.
The Company has recorded tsloansto
Bokum in Cther investments and
ceposits. The Company believes that
the assets secured uncer its several
contracts with Bokum provide
aceqguate protection for the Company's
nvestment in 8okum. In addition. the
Company may, at its cption, determine
to provide Bokum with up to an addi-
tiora! $1 300,000 at a rate tased on
the Company s ccst of the meney
porrowed for such purposes. the
cisoursement of all Jut $211.000 of
~NICh iS Subject. in part, to the
continuaticn of certain mine ang

miil activities

The Company has also entered into
substartal .cng-(ange commiments
tor fuel ang gas supply. The costs of
fuel anc gas supply are normaily
recoverag from customers through
provisicns in the Company's rate
schecules The Company delieves
similar treatment wil 2e accoroed
nuciear ‘uel costs. For further
discussion respecting the Company's
construction ana fuel commitments,
seepages 3-12.

There ars currantly ;:encwg ntre
Sageral couns, seforathe U S Sgual
Empioyment Opportunity Commission
ana the New York State Division of
Suman Rignts. complaints by
ampioyess aileging that the Company
has ciscrminated against them on the
tasis of race The Company believes
tmag mertenous Jefenses o these
compiaints, but it carnot gredict the
Jtmate outcome of these matters.
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p.“:“ 31' - Long-term Debt at Decemoer 31 (intnousanas of soliars)

All of the First &éortgage Boncs ire Rate of interest  3enec Due 1979 1978
1ssued uncer the First Mortgage. The Mortgage Bonds
General anc Refunding Bonog’are oo
issued uncer the General anc 3 % A 1980 $ 20,000 § 20000
Refunding Ingenture (G & R Mortgage) 3% € 1982 20,000 0.000
The First Mortgage is a direct first lien 3% F 1383 25,000 --25 000
on substantiaily ail of the Compan; < 3% G 1384 15,000 — - 15.000
properties. The lienofthe G & R 3% - 1985 * 15,000 15,000
Mortgage on substantiaily all of the a% | 1988 20,000 20,000
same properti@s s junior 1o the lien of 4% J 1588 20,000 20.000
tene First Mortgage. All r‘;rs( Mortgae;;,ge7 . 5 L 1991 25,000 25,000
onas, issuecona 1afterJunet, 1975, .
are heid by the Trustee of the G & R :,:0 \\: :ggi gggg . ;g'ggg
Mcrtgage as acdttionai securtty for 455 5 1305 25000 25‘500
G & A Songs anc are excluced from > 1396 40.000 40000
long-term cect because they do not - ’ v -“
create adaitional geot inthe pany s 5% Q 1997 35,000 35.000
capital structure. 8.20 R 1399 35,000 35.000
' S 2000 25,000 25.000
7% U 2001 40,000 40,000
T4 v 2001 50,000 50.000
i N 2002 50,000 50.000
) X 2003 60,000 60.0C0
10 Y 1981 60,000 60.000
9% 4 1982 §0,000 50.000
+ 9% AA 1383 80,000 $6.000
Tt 9% 88 1984 90,000 44000
+ 9% Cc 2006 70,000 §3.000
t &% alo) 2006 50,000 50.0C0
+t 8% EE 2007 85,000 50.0C0
+ 920 FF 2008 42,000 <0.000
t 9.75 , GG 1393 73,000 -
1,185,000 998,000

+Lass —Depositea with Trustee of the General
ang Refunding indenture as adciticnal secunty for

General ang Retunding Bonas 490,000 303.000
695,000 685,000
Less —current maturities 20,000 -
Totai First Mortgage Bongs §75,000 695.000
General and Refunding Bonds
3% % Series Due 1983 80,000 80.000
3% % Senes Due 1984 90,000 30.000
3% % Series Due 2006 70,000 70.000
8% % Series Due 2006 50,000 50.000
8% % Series Due 2007 85,000 858.000
3.20% Series Due 2008 75,000 75.000
3.75% Series Due 1399 100,000 -
Total Generai and Refuncing 8onads $50.000 450.000
Other Long-term Debt
T'4a% - Authortty Financing Notes 2006 30,375 30.37%
7 3% —Authorty Financing Note 2008 19,100 -
8%% Promissory Notes 198§ 287 324
Lass —Current Maturity
on 3'4% Promissory Notes 40 37
Total Other Long-term Dent 49,722 30.862
Totai Long-term Debt $1,274,722 $1.175.662

The aggregate of the Company s iong-term cedt due inthe five years enceg Cecamoer
31,1984 is: $20.000.000 ( 1980). $80.000 000 ( 1981), §72.000.000 ( 1982). §107.000.0C0
(1983) ana $107.000.000 (1984)

)
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Note 3. Segments of Business

The Company 's a cublic utility cperating comgpany angaged in the generation. cis

purcnase, aistrioution. anc saie of natural gas

Llion. anc saie of electric energy ang the

1979

n housands of ccliars Electnc

Gas

Total

~ompany

Operating Information

rear encec Decamger 31

§184,700
158,384

wr

4
e R
) m
Ut Lo
(o
@O W

o

898.971
706.703

wr

Seven_e § 860,798
Sxgenses ‘exciuaing income tax) 898,548
Operaung incc:ne (before ncome tax) $ 162,150

AFC ang other

nterest charges

Income taxes —operatng

ncame taxes—noncperating credit

§ 26,316

+

192268
46268
78,032

1480
12.369

w

Net :ncome per accompanying
Statement of income

wr

N
w
w0
(9]

Other Information

‘2ar angec Decemper 31)
Zegprec anon axpense $ 47872
-agita axgencitures for construction

ang nuclear ‘uel 450,549

§ 6,188
14,537

w

ow

Investment Information

At Cecemper 31

Assets 2 $2,921,914
Nonutility plant

Cther nvesiments (D) 74,414
Agsets yulized for overall

Company cperations

$246,67¢
358

s

w

Total Asserts

3! nciuces net Jtiity Siant anc Jeferred Charges (excCiuding common matenals and supplies accrued revenues gas n storage anag 'ue

o) Consisting ot n 1979, §48 537 000 Bokum Resources Corporation 324 23¢ 000 New ~aven Urits $379 000 subsiciary companies ($21 000 electric

$35€.00C gas). $338.0CQ other nvestments. ana n 1378 $24.395 200 Soxum lesources Corporation. $28.° 31 000 New =aven Uni's
someany. 314 388 C0C Tr-Countes Resources Trust, anc 3417000 omer investments

Note 10. Quarterly Financial Information (Unaudited)

3388 200 suosiciary

Zarreg per

Operating Operatng Cemmon

n thousanas of doliars) Revenues income Share
=rst Quarter
1979 $266,031 $49,610 $0.78
1378 247 3% 43313 0.36
Secong Juarter
1979 231,682 36,177 0.49
1973 203259 34329 243
Trirg Quarter
1979 291,953 56,673 0.87
1978 238472 49236 0.80
;T- auarter
1979 255,332 28,524 0.
1eTs 209.350 28274 332
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Nnte 11. Supplementary information
Concerning the Etfects of Inflation
(Unaudited)

Throughout the decades fcllowing
World War i, the utility ingustry has
constantly pointed out to econcmists
regulators anc law maker, that
caiculating geprec:ation on the originai
cost of the utility plant wouig not permit
the recovery of the cost reguireg to
replace a piece of equ:cment wnich
became qosciete or fully deprec:atea /f
any degree of inflation were
axperienced over the ife ofthe
property. The solution suggested by
the ingustry was ‘o caiculate
depreciation on the reproduction cost
of axisting facilities, orto use a
depreciation rate which reflects
infiation 'n 3an attempt to have
ntormation avadabie to intorm
investors of the consequence of this
inflationary erasion througnout the
business worlg, the Financial
Accounting Standards Board ana the
Securities and Exchange Commission
have developed certain standards for
quantifying and proviging this
information to investers. While we
believe the concept has mertt if it leacs
0 wiser governmental decisions as to
taxation ang utility reguiation. we wish
to point out to our shareowners the
theoretical nature of this infcrmation,
and to suggest caution in ts use for
the purpose of making investment
decisicns in the utility field and for
comparing one company to another in
terms of expected future performance.

The data which follows, acjusted ‘or
general inflation, was deveioped Dy
restating the historical cost of property
plant ang equipment (by approximate
year of expenciture), the 1eiated
accumulated cepreciation, and 1979
depreciation expense using the
Consumer Price incex for All Urban
Consumers.

Eftect of Inflation on 1979
Net Income and Common Stock
Earnings Per Share

(Average 1373 Doilars)
In thousands of coiiars)

Net income as shown on

the Statement f \nccme $161 583
increase n degrec:ation axpense
f agjusteq ‘or inflation 4821
Net income as aciusted $115852
————
Sarnec per Commoen Share
3s aciusted S 1.58
——————
Eftect of Inflation on Net
Plant Investment

The effect of 1979 inflation. of about
13%, onthe Company’s January 1, 1879
undepreciatec plant nvestment, 8ss
the 346 millicn increase in cepreciation
axpense shown apove, amountad o
3306 miilion. [fthis were 10 be applied
as aloss in 1979 to Net income as
acjusteq. t wouig have resuitec n a
net ioss of $191 muilion.

At December 31 1979, the cost of
property. plant ang equipment, net of
accumuiatec ceprec:aticn, restatec for
inflation sin e year of expenciture. was
$4.5 million while historical cost net of
accumulated’cepreciation was 33.1
bilhion.

Effect of Inflation on Certain Assets
and Liabilities

Durning periods of inflation. monetary
assets such as cash and recevaoles
lose therr purchasing power Similarly,
monetary liabilities such as long-term
cedt can be a benefit because they will
oe repaid in collars having less pur-
chasing power The net menetary
amounts owed by the Company 2uring
" eyearresuitedinanunrealized tenert
of $184 miliion. The Company's net
assets (total assets ess (otal iaoities)
at year-end of $1.6 dillicn wnen restated
n average 1979 cellars amount t¢
$1.5 billion

Effect of Inflation on Common Stock
Dividends and Market Price

Cash dividends declared per
common share in 1979 were 31.76
Dividends declared in prior years
restated interms of 1979 purchasing
power (average 1979 dollars) for the
years 1978 through 1975, respectively,
would have been $1.89, $1.95, $1.99
and $2.02 per share. The average
consumer price indices for the years
1879 through 1975 were 2174, 1954,
181.5, 170.5 and 161.2, respectively.
The market price per common share
restatedin year-end 1978 dellarsforthe
years 1979 through 1975 would have
been $14.63, $§19.52, §22.98, 324.04
ana $21.82, respectively.



Historical Statistics

Electric Operating Income - ~cusanas o =ciars)

1979 1978 1977 1378 1878 1974 1368
Revenues
Sesicental $ 400,938 35348307 $326.035 $284774 $266077 3222431 $101097
Commerciai ang ingustrial 393,040 337521 315952 270513 256.782 223.204 87.985
Street ang rignway ignting 12,209 12,743 12.817 12619 12.472 10.869 8.626
Other puplic authorties 15,240 13615 13.647 11.005 11,588 10,680 2.465
Otner utiities 564 321 1287 543 7e5 731 435
Other 5,949 42385 3.578 2.747 2.228 709 83
System ravenue 827,338 717382 673316 582201 580,252 478624 200692
Pawer cools 32.8680 20347 3681 7484 7.719 7.710 5.882
Total Revenues 860,798 738339 582997 389865 557.9Mm 486.334 206344
Expenses
Joerations — fuel ana purchasea power 389,822 294311 290.57 238.188 236,328 212408 34130
Operations — other 89,071 78328 72,860 88.101 59182 52.841 31,290
Maintenance 43,587 370886 32,685 32.501 30,164 24,803 16,431
Oeprec:ation 47,872 45217 3¢ 451 37398 35.267 32604 22.728
Jperatng taxes 128,496 118.047 109.285 100,102 §1.326 79325 38399
Faqeral ncome tax — current (7,8186) 1.110 4320 (4,398) 5.655 (3.098) 15.235
Federal ncome tax — Jeferreg and other 18,333 24248 15,338 13.752 3895 5195 (324)
Tcotal Expenses 709,765 388348 5850 483642 461618 411878 158.549
Operating Income $151,033 3139331 $117831 $106023 § 96353 § 74838 § 47395
Gas Operating Income i~ rcusancs o sotars)
1979 1978 1977 1976 1975 1974 1968
Revenues
Resicental—S3pace heatng* $ 93077 $ 98168 § 75626 § 74225 § 51532 § 52308 § 38957
—other 23,861 21098 18672 17.734 18672 14388 12.324
Nen-resicential ‘rm—sgace neatirg” 32,503 30,725 25,508 25.394 20118 17229 11,820
—other 17,383 14742 12,490 11.874 10.685 8927 6.597
Total rm saies revenye 167,224 134 734 132.293 128227 109.067 93452 £9.438
merructidie 15,674 4127 7.247 4217 2.380 43584 2,710
Total system saies ravenue 182,398 158.361 139,540 133,444 112,047 38018 72.208
Jtner Ltiltes 1,467 1.485 1 463 1.462 1483 2.126 .40C
Total saes revenue 184,365 150.348 141003 134 308 113.510 100.142 73.508
Jther ravenye 338 286 30 18 47 27 8
Trtal operating revenus $184,700 3150632 $141083 35134324 3113336 $§100158 § TIs14
Expenses
Crerations —fue) 83,794 70.396 59389 54522 4412 31.310 21,359
Joerstions—other 29,573 26.056 2442 23.182 21538 13384 £.048
Mairterance 8,619 73574 8270 8373 7.000 3.348 3368
Degraciation 5,188 5975 5338 5338 5.448 3.368 4833
Coeranng taxes 25.210 23113 22.278 21884 G280 17383 11.280
Sagera ncome tax —cyrrant 5,549 6187 3.030 432 g18) 2.386 3.362
Saceral ncome tax —deterrad ang Sther 816 38} 88) 234 380 151 -
Tota Sxgenses 164,749 39.235 23.408 116.821 38 354 32226 80,151
Operating income $ 19981 S$ 21397 § 173577 $ 18103 $ 14702 § 17943 § 13463

U7 he neating C:asshicabions. ne revenues shown cover 3l 3@S Jseq NCuaING Neanrg use
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Common Stock Data

1979 1978 1977 1978 1975 1974 1969
Income for common stock [ $000) $128,812 $111.305 $104593 $ 86787 § 869384 § 47.721 $35.324
Average common shares outstanaing (0C0) 53,368 45870 40,299 34437 28 3249 23.565 18.2C3 |
Earred per common snare $ 241 $§ 244 § 25 § 252 § 231 § 208 § 184 |
Owigends paid per share $ 174 $§ 168% § 161% § 154%n § 149 § 146 S 1284
Sook value per share at year-end $ 1888 $§ 19:2 § 1870 § 1793 S§ 1719 § 17; 3 1540
Common sharecwners at vear-end 151,752 143287 130.018 123.057 116.008 102.251 82340
Operating Ratios

1979 1978 1977 1976 1975 1974 1963
Parcent of Total Revenues
Electric 82.3% 82.1% 832.3% 814% 83.1% 82.3% 73.7%
Gas 7.7 173 171 186 1.3 17.1 26.3
Percent of Electric Revenue
Jperations axpense —fue!
anc purchasec power 45.3% 393% 42 5% 40.4% 42 4% 45.1% 16.5%
Operations expense —other 103 106 10.7 112 106 10.9 152
Maintenance expense 5.1 50 43 55 54 5.1 8.0
Total Operations and Maintenance £xpense 60.7% 55.5% 58.0% 57.1 58.4% 811% 39.7%
Qperating 'ncome 17.5% 18.9% 17.2% 18.0% 17.3% 15.4% 23.2%
Percent of Gas Revenue
Operations expense —fuel 48.1% 43 8% 42.5% 40.4% 38.9% 31.3% 29.0%
Qperations expense —other 16.0 16.2 17.3 172 189 189 204
Mainterance expense 4.7 47 5.9 52 52 6.3 3.3
Total Operations ana Maintenance Expense 68.8% 54.7% 65.7% 62.8% 584 0% 56.5% 54.7%
QOperating Income 10.8% 13.3% 12.5% 13.4% 12.9% 17.9% 18.3%
Percent of Total Operating Income
Before Income Taxes
Eleciric 86.0% 857% 87.0% 834% 872% 79.2% 78.3%
Gas 14.0 14.3 13.0 168 128 208 21.7
Operations and Maintenance Expense Details  ~ousarcs o zciars)

1879 1378 1977 1978 1975 1374 1862
Total payroll ana empicyee benefits $150,479 $139334 $128.01 $§118379 $107.400 $100.008 $68.756
Less —Charged to construction ang sther 49,065 47367 39.873 37.558 32,888 31.33% 20.992
Charged to cperations 101,414 91.967 86,140 20821 74512 88.673 47784
Fuels —2lectric operations 295,428 244 548 252.288 216,264 228,151 224108 33342
Fueis —3as cperations 88,794 70.396 39889 54 322 44128 31,310 21,359
Surchasac power tosts 108,772 43 564 30.752 22.316 8219 3664 248
Eiectnc fuel cost agjustment geferred (14,578) 8.801 336 983 41) 10.363) -
Total Fuel ang Purcnasec Power 478,416 363,307 350.465 292.707 280483 250,718 35349
All other 69,436 57.077 52.084 47 318 43372 34.301 18375
Total Qperations anc Maintenance $849.266 35514351 S488888 5421446 3398339 S353.690 $1221838
Emoloyess at December 31 5,563 3442 5.381 5444 5448 3426 5,468




Electric Operations

1979 13973 1977 1975 1875 1274 1363
Energy — ™0ns of <N
Net zeneraton 11,085 12.739 12.710 2.450 125854 12.795 0.710
Power Jurchased ang (30i3) —net 2,636 3380 389 368 59 39) 732
Total system requirements 13,721 13.718 13389 13311 13.013 12.7C8 337¢
comgany use anc unaccourteg for (1.254) 1282 225) 1.326) 1,301 41.285) 877
System sales 12,467 12.437 12,374 11382 11,712 1421 3.001
Power poo! saies 352 790 348 250 250 314 753
Total Sales 13.319 13.227 12.720 12242 12.002 11,738 3734
Peak Demand —ne! VW
Statien coincicent gemana 2.718 2388 2394 2.568 2337 2553 2.065
Purchased 9f ($0id) 201 38 113 153 335 248 80)
System Peax Demara 2,919 2.987 3.107 2719 2.932 2.799 2.008
Capability at Time of Peak — &t W
LLZC stations 3.842 3342 3.709 3727 727 3457 23682
Firm surchase or (saie 108 126 121 38 38 78)
Total Cacabiity 3.950 3368 3.83C 3863 3316 3457 2284
Fuei Consumed for Electric Operaticns
~Jal=theusanacs ctons - - - — - - 107
Jil==ihousands of carrels 16,671 21017 20669 20287 21142 20.773 15.035
3as —inousanas of mct 10,909 78 1880 1195 1227 3444 11892
Totai—Billions of Bty 115.376 131.096 13C.204 127 243 131.135 131.414 109.815
Cents oer million Sty 256.1¢ 186 5¢ 137 3¢ 170.0¢ 174.0¢ 170.5¢ 30.3¢
\iis per «Wh af net generation 266.5 13.20 20.38 17.37 17.75 7.52 .17
~aat r3te — 3ty ger net «ANn 10,480 10.304 10298 10.221 10,202 10.271 10.253
Gas Operations

1979 978 1977 1378 1978 1974 1962

Energy —hcusanacs of met (1,000 Sty)
Naturai gas
Manulaciureg gas anc change in storage

46,799
(4)

'S
-
N
'S
'S
<>
[

-y
“w
—
.

45267

Total natural ang manufaciured gas 46.795 44530 41082 43357 42837 47176 45285
3as solg - — — — — 349) -
Total system ragquirements 46,795 44330 <282 45357 42,857 46327 45,285
company use and unaccounted for (3,170) 2.536 377 2.808 2,143) 2279 3.084)
Svstem saies 43.625 42034 42.718 43148 40514 44 337 4220
Sales ¢ otrer tiities — — - — — 343 —
T2tal Saes 43,625 42034 42.715 43148 40,514 44 3C8 42.201
Maximum Day Sendout — ==+ * 2002t 336,996 303344 340 384 325.838 273100 301 500 265.700
Capability at Time of Peak — ~c* zar 2ay

Natural 3as 307,200 303500 326.500 328 3C0 314700 28550
MVanutactured L2 or LNG zas 142.300 <2.300 38 300 148 300 83 300 7380
Totai Cagaziity 449,500 443 300 474 300 477 220 488 3CQ 365.200
Natural Gas Purchased

E s Sceralions —1housands of me! 2.728 'S 1378 1,108 1.227 3444 11392
3435 Cperaluons —nhousanacs of mc! 46,103 433867 14338 45230 42.538 49317 44372
Toral Natural Gas Purchases 48.829 44 042 83516 45,285 43 782 50.281 36 284
Caiendar Degree Cays

23-vear average 3083 4,622 3432 5178 §373 4739 4221 3.028

-~
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Electric Sales and Customers

1979 1378 1977 1876 1975 1974
Sales —milions of KWh
Sesicential 5,599 5.559 5.620 3,486 5334 5.185
Commercial ang :naustrial 6,291 528 6,120 5305 5.757 5.621
Street and nighway ignting 188 188 189 190 182 187
Other public authorties 370 399 337 386 405 %4
Other utiities 19 32 48 25 34 34
System sales 12,467 12.437 12374 11982 11.712 11.421
Power poai saies 852 730 3458 250 290 314
Tcotal Saies 13,319 13.227 12.720 12.242 12.002 11,735
Customers— montnly average .
Resicentai 806,325 798,288 791.808 784 353 776,178 766612
Commercial ang ingdustrial 81,955 81.071 20.205 78.535 77317 78.10
Others 4,137 4014 3.881 3882 4027 <.790
Customers—:cia monthiy average 892,417 883373 875894 866.775 857522 845510
Customers —'c1a 3t /ear arg 892,772 385.531 877022 869126 869,527 348.236
Residential
<Wh per customer 6,944 5,364 7088 5294 5,872 5.763
Revenue per <Wh 7.16¢ 6.27¢ 5.80¢ 5.19¢ 433¢ 4458¢
Commercial and industriai
“Nh per customer 76,762 77204 76.309 75,197 74,458 73.849
Revenue per kWh 6.25¢ 5.39¢ 5.16¢ 458¢ 4 45¢ 3.97¢
Gas Sales and Customers
1979 1978 1977 1376 1975 1974
Sales—thousands of mcf (1,000 Btu)
Hesigental--3pace heatirg” 22,874 24085 23.887 24 357 22.544 23.023
—other 3,496 3.386 3.3%6 3.390 33 3.359
Nen-resigential—firm—space heating® 8,746 8.851 8748 9.092 8.370 8.78C
—other 4,297 4155 4108 420 4217 4372
Total firm sales 39,413 40477 40134 41040 38439 39534
nterrugtibie 4,212 1557 2.581 2,108 2.015 5.023
Total system sales 43,825 42034 4275 43148 40514 443357
:!“Qf ytilities Cd - ot -_— - 349
Tota saes 43,625 42034 42715 43148 40514 44 306
Customers—montniy average
Sesicential—3pace "eating’ 139,671 137 486 137.380 137,724 137 461 136,110 115341
—other 217173 219062 219929 220769 221480 222413 235042
Non-resicental—firm-—space neatng’ 17,514 17.361 17,508 17.537 17,623 17.800 15413
—ather 12.867 13.026 13218 13443 ‘7 FdB 13.306 13.897
Total firm customers 387,225 386.335 388232 389473 380332 390229 380.293
Aterrugtinie 78 38 31 32 =4 EL 56
Customers—'Cta mont™iy average 387,301 387 023 388.323 389.565 35C.425 390,325 380.358
Customers —icta at  =ar enc 387,310 386,091 386330 388.147 3189122 389260 380.805
Degree days —~/2C 4,612 5352 5.277 §277 4680 4311 4338
Residential
met per sustomer 733 771 76.3 774 722 738
Revenue cer mct $ 443 $ 398 $ 348 g 3N $ 3.02 § 255
Non-residential—firm
mct per customer 429.3 4280 4132 4291 4025 4148
Revenye ger mct $ 3.35 S 348 $ 236 $ 230 S 244 $ 139

"IN the healing classiications. the saies sNown cover all §as usec. rnciuging NoNNeatng use



Balance Sheet - ~-. a5 0 s

1979 1978 1977 1375 1375 1374 1369
Assets
Jhity Pant $3,611,982 S3.1876Q1 $2.775231 32398300 32097019 $1325686 St 100042
L8585 —AcTumulated cepreciation 526,992 486 365 458219 413,308 377.720 3492338 222 560
Total Utiity Plant 3,084,970 2580.736 2319212 1.385335 1719299 1475731 376,382
Jther Property ang investments 76,985 70.784 3872 3803 3382 . 1183 872
Current Assets 246,708 229.483 188.462 183.78C 147 368 140,285 52831
Zeterrec Crarges
£'actnc fuel cost agjustment deferrag 22,709 .13 14 332 15,768 14,773 14732 -
Dthar 28,210 7389 13387 18,775 17 091 7.548 2.787
Total Assets $3,459,582 S$3C18.713 82548545 $2207.721 31202521 $§1639489 § 242472
Capitalization and Liabilities
captanzaton
<ong-term - 2 $1.,274,722 $1175662 $1.10C375 S$1.015375 § 865000 § 735000 § 470125
Jnamaort. 3 premiym ang Siscount on cept 24 39 1628 2.802 2475 2514 1,582
Srefarrac $10Ck —ecemption raguired 294,100 225350 228.000 180.000 180.C00 110.000 -
Pratarr 3 St0CK —NQ recemption required 160,090 163,489 166,436 171.431 144 280 147 006 g2.189
oM 1 SOCK ang premiym 821,440 589425 571438 451078 358.397 268.340 164.051
—apit. stock xpense (30,138) 28,321 27.110) 18.397 15.180) 9.913) 5.0C0)
Satained 2armings 346,001 311,538 279,157 242147 208.524 7.537 121862
Totai Cacitanzaton 2866239 2349142 2319322 2024236 1723796 1440778 844809
Trust Qbhgations 287,308 189.503 30,000 ~= - - -
current L abiities 242,715 214 383 143 348 138 403 141,220 174 343 85978
Ceferrea Cracits
Accumuiatad geferreg ncome
tax reguctions 54,901 43.328 42835 35264 27519 12391 8209
Cther 2,458 7213 2.008 2.640 3171 ] 341
Total Detarrec Creaits 57,359 $7 138 44843 37.904 30.690 20880 8.55
Reserves ‘or Claims anc Damages 5,961 3 446 7932 7178 8.915 3878 135
Total Captalization anc Liadilities $3,489,882 53016.713 82546345 $2207.721 51302821 $1.538483 § 942472




Construction Expenditures - --.sircs » =oiars)

1979 1978 1877 378 a7§ 1374 1389
Electric
Proguction (incluces construction trust) $362,689 3327 131 $279.207 3249045 8275512 §1689.043 3245432
Transrmussion 25,991 31.865 39.788 27 468 25.770 28234 10.136
2istripution ova
® New ousiness facities 9,704 9.537 10.871 9.807 3437 11,195 — - 13127
o Ctrer faciities 19,163 16.566 13,400 5753 17.223 23,712 15.384
General 1,617 2,716 1502 2018 236 1810 1,983
Total Electne 419,164 381,365 346.768 304 187 269,638 234 384 55,743
Gas
Production and storage 396 483 525 486 278 75 2.4%4
Transmission ang distnbution
® New Dusiness facities 5,512 1.558 1.083 303 530 1,787 3422
e Other faciiities 5,338 5,196 5.507 5101 8.118 4852 5.248
Seneral 2.099 308 1,133 338 264 500 725
Tota Gas 13,345 8,144 8,243 5328 71N 7014 13,889
Common
Cperations centers — - — - 1 a7 1,480
Other 7,037 3,398 4404 3110 4815 2.070 1.003
Total Common 7,037 3,999 4404 3,110 4626 2.167 < 483
Total Construction Expencitures $439,546 $394008 3359420 $314125 8281455 $244175 § 32115
Retirements of Utllity Plant $ 19860 $ 23420 $§ 7002 §$ 10387 $ 17400 S 8787 § 13364
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OUR SERVICE AREA

INVESTOR NOTI:S

A new energy decade beckons
Prime energy sources—fossil fuels
hydroelectric and nuclear—form the

ong-establiished power generauon mix
Niagara Mohawk will continue to deploy
the most efficient generation of elec-
tricity. At the same time, our firm com-

mitment to deveioping aiternate energy
sources—the sun and wind included-—
vl prevail as we enter the 1580s.

With the largest and most diverse ser-
vice ternitory in New York State, Niagara
Mohawk Power Corp. is recognized as
one of the nation's major investor-
owned utilities. Electncity from our
massive systemn, extending from Lake
Ere to New England'’s borders, to
Canada and Pennsyivania, serves the
energy needs of 1,348,000 customers
Qur natural gas system serves 416,000
custcmers in central, eastern and
northern New York, nearly all within our
eiectric senice area. Two Canadian
subsidiaries, St. Lawrence Power Com-
pany and Canadian Niagara Power
Company, Ltd., provide electric service
to parts of southern Ontano. Qur cor-
pcrate headquarters is 300 Ene
Boulevard West, Syracuse, N.Y

e
13202.

Annual Meeting

The annual meeting of sto :kholders will
be held on May 6, 1980 at the Com-
pany's principal office in §yracuse. A
formal notice of meeting, proxy state-
ment and proxy form will be sent to
holders of common stock in earty April

Transfer Agents

Preferred Stock and Preference Stock:
Marine Midland Bank—New York

2 Broadway, New York, N.Y. 10004
Common Stock

Morgan Guaranty Trust Company

of New York

30 W. Broadway, New York, N.Y. 10015
Disbursing Agent

Preferred. Preference and Common
Stocks:

Niagara Mohawk Power Corporation
300 Erie Boulevard West

Syracuse, N.Y. 13202

Stock Exchanges

Common and Certain Preferred Series:
Listed on New York Stock Exchange
Common Stock:

Also traded on Amsterdam (Nether
lands), Boston, Cincinnati, Detroit,
Midwest, Pacific Coast and PBW stock
exchanges.

Ticker Symbol: NMK

Form 10-K Report

A copy of the Company's Form 10-K
report filed annuaily with the Securities
and Exchange Commission is avaiiable
after March 31, 1980 by wiiting the Vice
President and Treasurer at 300 Ere

3902

Boulevard West, Syracuse, N.Y. 13202.




ICHLIGHTS OF 1979 CONTENTS

1979 1978 *% Change 2 President's Letter
lotal operating revenues $1.516,503.000 51.280,248,000 8 4 Financial Review
ncome available for common stockholders $ 128,186.000 3 112,502,000 14 7 Nuclear Activities
Zarmings per common share $2.00 $1.89 6 8 HydroProgress  —-
Jividends per common share $1.44 $1.36% 5 10 FossilFuels
-ommon shares outstanding (average) 63.376.000 59.661.000 7 11 Natural Cas
Jtility plant . jross) $4,218,528,000 $3,505374,000 8 11 Consumer Programs
Jross additions to utility plant $ 374,530,000 $ 316.280,000 18 13 Research
<llowatt-hour sales 0 customers 33.315.000,000 32,382.000,000 3 14 Employees. Stockholders
Zlectnc customers at end of year 1,348,000 1,336,000 1 15 Financial Statements
Zlectnic peak load (kilowatts) 5,641,000 5,485,000 3 27 Staustics
“atural gas sales tc customers (dekatherms) 96.618.000 98,002.000 (1) 29 Officers. Directors
<as customers at end of year 416,000 413,000 1
Maximum day gas sendout (dexatherms) 750,666 655.408 15
CIVIDENDS PER COMMUN SHARE EARNINGS PER COCMMON SHARE
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T0 OUR STOCKHOLDERS

We achieved a moderate improvement in our earnings in 1979, as they
reached $2.00 per common share compared to 31.89 per share in the
prior year.

A portion of this 6% rise can be attributed to,.a $16.2-million annual rate
adjustment approved by the N.Y. State Public Service Commission and put
into effect during the first quarter. Despite this modest increase,
double-digit inflation again continued to overwhelm our strongest cost
control efforts and we were compelled to pursue further rate improvement.
In April 1979, we filed for electric and natural gas rate increases of $180.1
million. The Commission’s decision was expected as this report neared
publication. As in previous years, we shail continue to file for increased
rates whenever the need arises—not only to provide you with a fair return
on your investment as a stockholder but to maintain the reliable, efficient
energy services which our consumers expect.

During the year, electric sales increased 2.9% while gas sales decreased
1.4% due to warmer than normal weather.

Presently, our best forecasts indicate that Niagara Mohawk's annuali
electric growth rate into the 1990s wiil be only about halif that projected
from the early 1970s, before OPEC's oil embargo, inflation and the general
economic slowdown which has hurt N.Y. State and our service area. Even
with the reduced prospects we must plan and construct new generation
and related electric facilities to meet the energy requirements of our
consumers, whatever the future may hold.

To that end, Unit No. 6 at our Oswego Steam Station produced its
first electricity in 1979. This jointly owned 850,000-kilowatt addition to our
diverse generation mix will help lower requirements for purchased power at
peak load pericds and improve reliability through expansion of our power
reserve margin.

We anticipate announcement soon of the final Master Energy Plan for
New York State, administered by the State Energy Office. This long-awaitec
blueprint will have a significant future bearing on Niagara Mohawk,
particularly on scheduling and siting of generation and transmission
projects. its treatment of proposed nuciear-electric units should be
especially relevant to us in the years ahead.

Our commitment to nuclear technology is no less firm today than
before events at the Three Mile Island nuclear plant. Three Mile Island has
strengthened our dedication and motivation to advance nuclear power <
well-established safety and performance record to as close to perfection as
humaniy possible. Some of these efforts are discussed in detaii on page 7.
Total project compietion of the jointly owned Nine Mile Point Nuclear
Unit No. 2 reached the haifway mark in 1979. However, because of
regulatory uncertainties affecting the nuclear industry and pessible
medifications required in the construction and operation of nuclear plants,
we are in the process of revising our entire construction scheduie ‘or
compietior of the plant in 1986. This two-year extension will accommodate
necessary medifications to the reactor's containment and radiation
protection structures, further geciogical studies and new requirements
expected from the Nuclear Reguiatory Commission arising from the Three
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Mile Isiand incident. As a result, manpower and engineering design work
have been temporarily reduced pending resolution of probable
modifications. We do not expect any power supply difficulties related tothe
delay, and we will strive as ever to maintain adequate electric power
sources for customer needs at all tmes.

We were pieased with a decision by the State Board on Electnc
Ceneration Siting and the Environment giving us a go-ahead to build an
350,000-kilowatt coai-fired unit on Lake Erie, south of Dunkirk. The ruling
followed many months of public hearings and exhaustive legal and
environmental proceedings. The Beard indicated approval of a second
proposed unit would be contingent on proof of need, either by Niagara
Mohawk alone or in concert with other utilities. ‘We feel confident that this
principal power producer can be constructed and operated without harm
to air, land or water quaiity. '‘Ve are especially sensitive and concemed over
the vital grape-growing industry in the region.

As the new year began, announcement by the State Board on Electni
Ceneration Siting disaliowing construction of the proposed Sterling
Nuclear Station came to us as a severe disappointment. Sterling's design
was part of the Standardized Nuclear Unit Power Plant System Program
aiready approved by the U.S. Nuclear Regulatory Commission. We firmly
believe this project, of which Miagara Mohawk owned 22%, would have
been totally compatible with the environment. Moreover, it would have
provided significant economic benefits for upstate New York consumers
besides reducing foreign-cil dependence and helping to assure stable
energy supply in the decades ahead. Together with the co-cwners, we have
filed with the Public Service Commission to recover our investment in the
Sterling project.

In a similar vein, references appear throughout this report to other
difficulties and costly delays stemming from regulatory influences over
every facet of our business. Of particular note are some of the barners we
must clear to expand our hydroelectric capacity on waterways ir >ur
syster, discussed on page 8

Financing during the year include 1 the public sale of 3.5 million
shares of common stock and issuance of 5100 million of 25-year
mortgage bonds. Financing requirements for 1980 are expected to exceed
$270 million, including receipts from common stock sales through our
Dividend Reinvestment and Stock Purchase Plan and the Employee
Savings Fund Plar Construction needs and refunding of $80 miilion of
30-year bonds will make 1380 a heavy financing year

The proposal of the Town of Massena to acquire by condemnaticn
major parts of our electric distribution system in Massena remains
undecided as various courts and the Federal Energy Reguiatory
Commission consider matters in the case.

We value the loyalty of our empiloyees and stockholders more than
ever as we enter the decade of the Eighties. Your continuing support is

deeply appreciated. P o ~
/ ,7 s/ / /7 (J
~ s .
ohn G =aeni
February 1, 1980 Presiaent and Chiel Executive C%”e



FINANCIAL REVIEW

Niagara Mohawk's earnings in 1979
were 32.00 per share, up 11¢ over 1578
when fewer shares were outstanding.
The following factors, which may not be
indicative of future operations or earn-
ings. have had a significant effect upon
the resuits of operations during 1978
and 1979:

Total revenues were $1.517 billion in
1979, an increase of $236 million or
18.5% for the year. Operating revenues
increased significantly in 1979, primar-
ity the resuit of: ( 1) recovery of in-
creased energy and purchased gas
costs through the electric and gas ad-
justment clauses of the Company's
tanffs, (2) base rate incre ses and(3)
increased electric sales. Gas sales de-
creased due to warmer than normal
weather duning the last few months of
1979. The tables on page 5 show
changes in electric and gas revenues
and sales.

The Company's electric revenues
increased 5151 millionin 1979, to
$1.211 billion, compared with a rise of
$33 million in 1978. Electric sa'es to
ultimate consumers in 1979 were up
2.0% over 1978, Residential sales roze
by 1.7%, while sales to commercial and
industrial custz mers showed increases
of 1.8% and 2.3%, respectively.

At year end, our customers num-
bered 1,348,000, some 12,000 more
than in 1978. The average price per
kilowatt-hour paid by residential con-
sumers was 4 33¢€ in 1979, compared
with 3.93¢ in 1978, arise of 10.2%,
while the Consumer Price Index
climbed 13.3%.

ELECTRIC SALES

Millions of xw-nrs

A new electric peak lcad of
5,641,000 kilowatts was recorded on
February 14, 1979. some 156,000 kw
over the 1978 peak.

A $46 million increase in natural
gas revenues was noted in 1575,
compared with a rise of $22 million in
1978. The change resuited primarily
from price increases authorized by the
Federal Energy Reguiatory Commis-
sion to Consoclidated Gas Supply Corp.,
our only supplier of gas, and recovered
from customers through the gas ad-
justment clause.

Total gas sales for the year feil 1.4%
in 1979, against a climb of 5.0% in
1978. Residential customers led the
decline with a decrease of 5.3% and
commerciai sales decreased 1.3%,
while industrial sales increased 9.5%.
The lower gas usage was due to
warmer than normal weather partiaily
offset by conversions to gas for heating
because of its price advantage over
other fuel sources. Gas customers
numbered 416,000 at the end of 1979,
up 3,000 over 1978. The average rev-
enue per unit of use (dekatherm) for
residential customers was $3.40, 17.6%
more than in 1978.

We filed with the New York State
Public Service Commission (PSC)
on April 6, 1979 for a total $180.1 mil-
lion in electric and natural gas rate in-
creases, based on forecast operations
for the rate year ending March 31,

1981. The request was for an overall
13.6% revision. including $159.7 million
(15.5%) electric and $20.4 million

GAS SALES

Thousands of cexatrerms
1979 36513
1978 38.002
1977 93,370
1978 R, 102.918
1978 - ' 32318

(7.0%) gas, all within Federal price
guidelines.

in early Decembar, the Administrative
Law Judge in the case recommended
that electric rates be allowed to increase
$91.3 million annually and gas rates be
allowed to rise 800,000 per year
suppiemented by accounting proce-
dures designed to partially offset the
immediate need for higher revenues.
The interim recommendation was far
short of our request and we took strong
exception to it in cur response to the
Commission. Because of the nearly
year-iong regulatory proceedings for
any rate case, any increase, as finally
determined by the PSC, is not expected
to go into effect untii March 1980.

In 1978, the Comipany petitioned
the Commission for a reopening of an
earlier electric rate case on the basis of
changes in demand for electricity which
had caused Niagara Mchawk's forecast
of saies and revenues for the first rate
year ending June 30, 1979 to be over-
stated. The PSC granted the petition
and on March 14, 1979 we were al-
lowed to increase electric rates by $16.3
million yearly.

In 1979, the cost of fuel for electric
generation went up $69 million and
electricity purchased rose $60 million.
These added costs were due to higher
unit costs of fuel and purchased power
and to necessary reliance on higher-
cost sources of power during the shut-
down of Nine Mile Point Nuclear Station
for scheduled refueling and mainte-
nance. Through our energy and pur-

AVERAGE COST OF FUEL BUPNED

Sollare
1979 1534 39.08
1978 12.58 I?n
977 254 3420
978 1.04 3224
975 2.70 33.26
Barrei of ol Ton of coai



ELECTRIC ncrease gecrease) rom onor percd GAS ncrease (Jecraase) from orior penod

nm ons 3 Joliars nmQns Of Joi'ars

averues Q73 1978 Severues ‘373 978
ncrease n Dase rates $ 245 3149 Increase in case rates $ 45 $ 22
Fuel and purchased power cost Purchased gas cost increases 423 93

ncreases 108.8 (2.8) Gas sales "(1.4) 33
Sales o uitimate consumers 20.7 16.7 3455 3219
Sales 'o otner alectric systems 23.7 08
Miscellaneous ocperating revenues 13.1 2.8

% attotal T2 ncrease from 1378

51908 3326 3as 3as Cexa-
Classof service revenues revenues therms
5% attoral % ncrease ‘rom 1375 Resigential 57.8 113 (5.3)
i r electic Eecinc  Wicwan Commercial 233 17.0 {(1.3)
. ass 2t Servce avenues revenues Acur industriai ) 1 5.7 42.7 35
il 29.3 'l 9 : ’ Total to uitimrate consumers 6.2 18.7 1.8)
i-:m'v:.or::a: 32.5 7 1.8 Other gas systems 3.3 46.0 9.2
‘:‘c’:fi‘";‘: it 22 g 38 ; 2'3‘ Misceilaneous 0.5 15.3 -
=== - : - 100.0% 175 (1.4)
Total to u/timate consumers 89.8 16.5 2.0
Qther electric systems 6.9 399 13.0
Miscellansous 3.3 48.0 -
100.0% 187 2.9
shased gas adjustment clauses, the gas (LNG) suppiier, and Sonatrach, above those in 1978, 'argely the result
nigher costs of fuel, purchased power Algeria s nationai oil and gas company. of work performed at the Company's
and purchased gas related to saies to The Natural Gas Policy Act gradually nuclear plant during refueling and
Jitimate consumers eventually result in phases out domestic price controls at higher levels of maintenance required
nigher revenues. Such higher costs the weilhead to create incentves for at our steam generating stations and on
associated with sales to neighbonng further exploration and drilling of new our electnc distribution system,
Jtilities are recovered immediately in wells to improve gas supplies. LNG
orices charged to them. forms about 15% of Consclidated's Federal and Canadian income
supply, and its higher cost in turn adds taxes (net) rose 31 millionin 1979
The cost of gas purchased climbed to the price of gas purchased by Niag- and $2 million in 1978. The 1979 in-
$38 million in 1979, compared with a ara Mchawk and scld to customers. crease is the resuit of an increase in
$16 million increase in 1978. The in- Increases in other operating ex- deferred federal income taxes which
creases reflect the effects of the Naturai penses of 319 millionin 1979 and 516 was partially offset by a decrease in cur-
Cas Policy Act. anacted by the Con- million in 1578 are largely due to wage rent federal income tax expense. The
gress in 1978, and renegotiation of a increases and a rise in prices paid for 1578 increase was attributable to high-
[0-year contract between E! Paso materiais and supplies. Maintenance er taxable earnings. (See Note 10 to the
Corp.. Consolidated s liquefied natural expenses for 1379 were 513 million Consolidated Financiai Statements.)
AVERAGE GRCSS ELECTRIC UTILITY NCOME (BEFORE INTEREST AND INCCME TOTAL TAXES
PLANT PER ELECTRIC CUSTOMER TAXES) AND INTEREST CHARGES INCLUDING INCOME TAXES
Coilars Millions of Joliars Milhons of 201lars

1979 110 287
1978 i) 282
977 34 238
1978 38 207
‘975 Nn 220
e
nterest crarges ncome



Change
Inthousands from
of dollars 1978

L3

THE 1979 REVENUE DOLLAR AND WHERE IT WENT Change

Inthousands from
of doliars 1378

Fuel for production of electricity 25¢™ $380.101 22

$534.385 12% 35¢ Residential customers i i "

§ 2% 3 Wages. salaries, emplovee
x = benefits 13¢ 198,469 12
4684 312 18 31¢  Commercial customers :gm Gas purchased -13¢ 196711 24
¢ 2 : q Income and other taxes 12¢ 188,758 9
2: a3 Electricity purchased 11¢ 159,453 60
359,093 23 24¢  Industnal customers £° V7203 interestandothercosts—net  10¢ 152769 9
I =& Dividends to stockhoiders 8¢ 119980 9
158.713 37 1 All others AT E Cepreciation 8¢ 84212 4
- Retained in business 2¢ 36,050 20

Allowance for funds used during
construction increased 313 million in
1979 and $11 million in 1978 due to
higher amounts of construction work in
progress and additionally in 1979, due
to higher accrual rates being charged.
The increase in other interest of $3 mil-
lion in 1979 reflects both the need for
greater short-term borrowing to tem-
porarily | nance the construction pro-
gram and a drastic rise in interest rates
during the year.

Preferred and common stock div-
Idends were paid on March 31, June
30, September 30 and December 31.
‘We presently estimate that 65% of the
1979 common stock dividends is a re-
tumn of capital and therefore is not taxa-
bie as dividend income for income tax
purposes. The remaining percentage
on common dividends and 100% of
preferred stock dividends are taxabie as
dividend income.

The table below shows dividends per
share for our common stock and
quoted market prices:

Qiviceng paid  Price range
1979 oer share High  Low
1st quarter $ 36 $15% $13%2
2nd quarter 36 14 13
3rd quarter 36 14% 12%
4th quarter 36 14 12
$1.44

TTEEITEEE
1978
1st quarter $ 32 $15% S14
2na quarter 332 1§ 13%
3rd quarter 3z 15% 13%
4th quarter 36 147 13%

$1.36%2

s — =

1979 financing inciuded the public
sale of 3.5 million shares of Niagara
Mohawk common stock at the approx-
imate market price of $13' per share,
2.3 million common shares sold
through our Dividend Reinvestment
and Stock Purchase Plan and Employ-
ee Savings Fund Plan and a total of
$100 million of 25-year mortgage
bonds issued through private place-
ment at the comparatively favorabie
rate of 9.95%. Proceeds from these
sales provided construction funds.

In the fourth quarter, interest rates
rose sharply to record high ievels for
both short and long-term financings. In
1980, we must refund $80 million of
bonds coming due which were issued
30 years earlier at interest rates under
3%. The average interest rate for all debt
outstanding at the end of December
was about 7.4%. High priority in rate in-
crease filings is given to seeking an
adequate earnings level on stockhold-
ers’ investment and improving our cur-
rent bond credit ratings of A and
A-minus from key rating agencies.

To broaden our financing oppor-
tunities, we have estabiished Niagara
Mohawk Finance N.V., in the Nether-
lands Antilles. This subsidiary will give
us access to the Eurodoliar market to
obtain capital needed for construction
projects. Overseas financing is desir-
abie when the Eurodollar market cffers
lower interest rates than in the U.S. The
Company will still have to obtain Public
Service Commissicn approval for each
borrowing, as with domestic financing.
The PSC authorized formation of the
subsidiary in 1979.

Productivity gains and new effi-
ciency measures were again noted at
Niagara Mohawk dunng the year. Espe-
cially significant was the revamping of
our Information Systems Department
into the new Management Systems and
Services Department [ts expanded ac-
tivities are expected to yield gross an-
nual savings of about $5 million begin-
ning in 1986 due to startup of several
new computer systems. Project teams
have been organized to begin work on
the first of these, including customer,
corporate and construction and
maintenance systems.

The cost impact of regulation upon
virtually all aspects of our business,
especially environmental affairs, is
growing mcere pronounced every year.
Proceedings, for instance, in the New
York State “Article VIII” siting law for
proposed power generating facilities
cost the Company $2.7 million in 1979.
Since 1976, when we filed for certifica-
tion for our planned Lake Erie Genera-
tion Station, we have spent over $17.3
million solely for environmental and
legal affairs in the case. This inciudes
an estimated 32 mullion just for
analyses of projected effect of the sta-
tion upon regionai grape crops. Reg-
ulatory requirements, iricluding en-
vironmental assessments for our hy-
droelectric expansion prograrn aione,
amounted to scme $300,000 during
the year. All of these costs of doing bus-
iness are bome by our customers. 8



NUCLEAR ACTIVITIES

A

3 Mile island
nuciear plant in Pennsyivama in March

G fostered a number of measures
oy Niagara Mohawk and others in the
ndustry to further sa.ety refinements
and promote nationwide pubilic under-

standing of nuclear energy

ccident at the Three

Foremost among these was the
creation by the industry of two new
organizations, the Insutute of Nuclear
Power Operations to achieve improved
Jperator training and to audit and
evajuate safety programs. and the Nu-
ear Safety Anaiyses Canter to serve as

A
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the results of satety reviews and
analyses to reactor owners and other
Jroups. In additon, preiminary studies
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slant 0C-ton boiling water reacter
vessel mounted on craw'ers, inches

toward 1.08 million-kilowatt Nine Mile
Point Nuclear Unit No. 2 construction

site on Lake Ontaric after 2,000-mile

barge trip up Mississippi River and
across Great Lakes. Large building in
background at left is our 610,000-
xilowatt nuciear UnitNo. 1

have begun jointly by Niagara Mohawk
and other utilities tc 'earn the feasibility
of estabiishing an insurance pool to
cover costs of replacement power in
zase of an emergency at a nuclear
power plant.

December 1979 marked the tenth
anniversary of operation for Niag-
ara Mohawk s Nine Miie Paint Nuclear
Station Unit No. 1. Recognized
throughout the industry for its safety
and fine performance record, the
510,000-kiiowatt unit has produced
some 32.4 billion kilowatt-hours over
the past decade. Cenerating the same
power from fossil fuels over that period
would have taken 34 million barrels of
oil or 14 million tons of ccal. The sta-
tion was cited in 1979 by Cenerai Elec-
tric Company for attaining the highest
combined availability and capacity fac-
tors of any boiling water reacter in the
U.S.in 1978. The unit was available for
service 347 days out of 365 days and
produced 36% of the power it would
have generated had it been operating at
full output for the entire 12 months.
With startup now scheduled in late
1986, we are now halfway toward total
roject completion at our 1.08 million-
dlowatt nuclear unit No. 2 at Nine Mile
oint on Lake Ontario. In late 1979, the
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nciudes fuel. nuciear Jecommissioning costs |
ang other ‘ixed charges. cperation ang i
maintenance ‘or penod Jan -Oec. 1979
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unit's 1,100-ton reactor pressure vesse!
arrived at the plant site following ship-
ment by barge over the Great Lakes
some 2,000 miles from Memphis. Ten-
nessee. \n December and again in early
1980 major reductions in work force
were conducted at the site, not only to
accommocdate winter weather condi-
tions but also to enable completion of
studies to re-examine the work pro-
gram in light of current reguiatory un-
certainties at both federal and state
levels. Shares owned in the unit include
Niagara Mohawk 41%, Long Island




HYDRO PROGRESS

View of refueling operation at Nine Mile Point Nuclear Unit No. 1 shows spent fuel
rods being removed from uncapped reactor, upper left, for transfer to storage ocol.
n service since 1969, unit has been cited for outstanding performance

Lighting Co. 18%, New York State Elec-
ic & Gas Corp. 18%, Rochester Gas
nd E.ectrc Corp. 14%, and Central
udson Gas &

-

AI'-*'

Electric Corp. 9%
Early in 1980, the New York State
Board on Electric Generation Siting
and the tnvironment withdrew its orgi-
nally issued certificate of environmental
~ompatibility and public need fora 1.15
million-kilowatt nuclear unit planned
ointly at Sterfing, near Lake Ontario
M- are studying "‘e Board's decision

< reviewing our plans before making
aiternate decisions to replace this lost
jeneration. Niagara Mohawk was to re
cewve 22% of the plant's output, with
Rochester Cas & Electnc, lead utility in
the project, receiving 28%, Central Hud-

on s share was | 7% and Orange and
Rockiand Utilities, Inc. 33%

To assure future supply of fuel for our
mc ear cperations at Nine Mjle Point,
N M Uranium, Inc., a Niagara Mchawk
subsidiary, owns half a uranium mine in

southern Texas. United States Steel
Corp. owns the other half and manages
operation of the facility, the mrgest solu-
tion mining development in the worid.
The MN.Y. State Public Service Commis-
sion has ruled that our electric rates
must reflect the cost of NMU uranium
at either ¢ ~duction cost or the market
price, whichever is lower. The first full
year of operation cf the expanded
facilities was 1979, with production ex-
ceeding 900,000 pounds. The P C rui-
ng and the revision cf the startup date
of Nine Miie Point Nuclear Station Unit
No. 2 resulted in the saie of 336 million
of NMU-produced uranium during
1979, Proceeds from sales at the mine
were applied to cover operating ex-
penses and to reduce the investment in
NMU, thereby reducing associated
financing costs.m

Despite another year of unanticipate
regulatory hurdles in hydroelectnc proj-
ect work, we are moving ahead with an
extensive expansion pregram to add
some 205,000 kilowatts of water-
powered energy to our system.

Most of this effort entails devel-
opment of the upper Hudson River
basin (146,000 kilowatts), while the
remainder inciudes northern and cen-
tral New York waterways. The largest
project consists of a new dam and
powerhouse to generate 60,000
kilowatts at Hudson Fails, and we plan
to file an application for this deveiop-
ment with ‘e Federal Energy Reguia-
tory Commission in early 1980. its on-
line targe! date is the mid-1980s.

Because of regulatory delays over
water quality certification, plans to
replace the 65-year-old Granby Hydro
Station on the Oswego River were set
back by at least a year in 1979. The first

proiect in our hydro expansion p.an,
Granby will have its 3,000-kilowatt unit
replaced with a new 10,000-kilowatt




facility. its rescheduled commerciai
startup is 1983

Besides hydro areas pinpointed in
JUr expansion program, constantly ns-
ng <oal, oil and nuclear fuel prices are
making previously marginal hydro
prospects ook more and more
economically feasibie. ‘We:ghing these
tactors, we are continuaily re-examining
nvers and streams in our service tern-
tory for tuture xilowatt potential

Niagara Mohawk is invoived in
joint, cooperative hydro plans with
other parties, pnmaniy communities
and private firms. [n an especially
unique arrangement, the City of Little
Falls, Burrows Paper Co. and Niagara
Monawk compieted a hydro feasibility
study in 1979 and are currently evaluat-
ng a proposai to build an 8,000 to
11,000-kilowatt station on the Mohawk
River. Alsc, with the State Energy Re-
search and Development Authority, we

are ex Jf"..f‘.{‘-; 3 proposail to reactivate a
retired hydro preject on the Barge
~anal in Western New York.

Recent expenence has shown that,
not unlike conditions for future fossil

o& BT Sl
Renovation at 70-year >id Ephratah Hydro Station, left, near Gloversville, involves
gpouring thousands of t:ns of concrete for new dam walls at 5, 150-kilowatt piant
while modern fiberglass piping, above, replaces penstock serving 50-year-oid
8.000-kilowatt Moshier Hydro Station east of Watertown. Hydro plants owned and
eased by Nlagara Mohawk generated some

8 billion kilowatt-hours in 1979, saving
equivalent cr 6.1 million barrels of imported oil

> W

fuel generation plans, considerable
delay in scheduling hydro power

Jnits can anse over a variety of en-
vironmental concerns. Historicaily
however, Niagara Mohawk has eamed
much favoradie recognition for its
stewardship of many thousands of
acres of pnme forestiand at hydro in-
staillatons. As iong ago as the early Nuclear
19CCs, from reforestation and tree >
farming on the Black and Saimon Riv-

ers to creation of public campsites and

recreation areas at our Raguette and

Sacandaga projects, we have aiways

placed high priority on land and water

quality and will continue to do so.®

vanous sources
13%

e

Hyaro

-
3%



FOSSIL FUELS IN OUR EMERGY MIX

Unit No. 6 at Oswego Steam Station, a
new oil-fired 850,000-kilowatt project
we began constructing more than a
year before OPEC's oil embargo of
973, produced its first electricity in

December 1979

The unitis the latest addition to
our genaration mix and its ownership
and output are shared, with Niagara
Mohawk holding 646,000 kilowatts
76%) and Rochester Gas & Electric
Corp. 204,000 xilowatts (24% ) of net
capability. Construction costs, exclud-
ng "”dr‘-r‘,,m; SOSts, amount to only
)0 per installed kilowatt, substanualily
ess than for any steam-electsic plant
planned in New York State over the next
iecade. it will not only increase our re-
serve margin, but aiso will cut costs dur-
ng peak lcad periods, compared with
more expensive purchased power or

gas turbine capacity

The year also saw completion of
rail line facilities to deliver cilto a
tank farm serving Oswego Steam Sta-
ton. A leased system of interconnected
tank cars is availabie to haul the fuel!to
Jswego. The rail operation, which
began deliveries in January 1980,

omplements the usual barge ship-
ments over Lake Ontario, seasonally
restricted to non-winter months. The
trains are capable of cairying more than

5.000 barreis per trip and can be un-
oaded in less than six hours.

r

J
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In January 1980, after three years of
public hearings and review of hundreds
of wide-ranging environmental and
econemic details, the State Board on
Electric Generation Siting approved
and certified the primary location for
the 1.7 millicn-kilowatt Lake Erie
Jenerating Station planned in south-
western New York. The Board aiso gave
Jnconditional approval of the first

850 000-kilowatt unit, but stated that
authonzation of the second unit would
depend on proot of need either by
Niagara Mohawk or a group of utilities
The coai-fired units are targeted for
-ommercial cperation in the late 1980s
and 2arty 1 990s and will save the
equivaient of more than | | miilion bar-
reis of impcnrted oil per vear. We are
proceeding with the piant s design and
formulating plans for coal supply
transportauon arrangements, labor

10

Niagara Mohawk's steam station is landmark on Oswego skyline as night settles in
historic Port City. Two stacks serve six generating units, with recently completed
sixth unit boosting output to 2,050,000 kilowatts at power plant, now among

Northeast's largest. Oswego River, flowing

of N.Y. State Barge Canal System

agreements and necessary enviror
mental controis.

Ouring the past year, various meas-
ures and studies were undertaken, all
consistent with national goals toward
energy independence, to cut down on
3il burned to generate electricity. We
continue to emphasize, however, that
full-scale conversion of our oil-fired Al-
bany Steam Staticn to ccal could re-
quire an added capital investment rang-
ng from 350 miilion to 3130 million
iepending upcn pollution controls re-
juired. Presently, our six generating
inits at Oswego are not considered
candidates for conversion. The capital
:0sts for environmental controis wouid

oe pronidbitve. in addition, technical

foreground to Lake Ontario, is artery

probiems with availability and delivery
of fuel and conversions of fuel handling
and boiler equipment represent un-
reasonable expenditures.

In cooperation with federal and
state environmental agencies,

we are continuing to seek corrective
measures at Oswego Steam Station to
reduce stack emission probiems that
have been experienced since its four
original coal-fueled units were con-
verted to il in 1972. While hampered
by the age ¢! the boilers and their basic
design (intended [or ¢oal), we are
determined to find adequate remedies. s



THE PROMISE OF NATURAL GAS

SERVING CONSUMERS

r o

JUr naturai gas business is showing
positive contrast against previcus years
~hen shortages and an uncertain sup-
Dly picture curtailed growth and new

markets for the fuel

379 permits were

tach 10,600 residential

merciai and 30 industna
it gas system wh

nonal sales. This gr

nstruction of 38 miles

The graduai easing of restrictions
on gas usage and new sales started in

the (ate [ 2/US, due pnmaniy to volun-
ar nservauon by consumers and in-

supplier, Consolidated Gas Supply

p. The improved conditions are ex-
pected to encourage commerciai and
ndustnal expansion and create new

jranted

by the Public Service Commussion to
modify customer biiling methods for
jas. basing rates on heat content rather
L i e

clume consumed. | he new
therm billing became necessary as
-onsolidated Cas started delivenng
Niagara Mohawk a mixture of domestic
and imported naturai gas with varying
neat contents. Because the imported

jas contains about 1 0% more heat

energy ( Btu) per cubic foot than
jas, the billing units are now
§ i =
therms instead ot cubic feet. The new

Despite price increases which are
sure to occur, natural gas is still likely
0 hoid economic and environmental

advantages over nome heating o1l an

other perocleum-pased iueis. 8

nrough our heavily oromoted Home

ugh ou Y
Lnergy Audit rrogram we are otftenng

direct heip 10 consumers in thetr 2fiorts

to reduce hea

tiated in mid-1978 und

In this widely recognized program,

speciaily trained Lonsumer xXeiatons

representatves work

SpEC

Sis Of local contractors speciauzing in
e

cities. Publicized and promoted iocally

n advance, these sessions were con-

oy Company specialists who in-

udiences of homeowners on the

storm windows, to reduce energy costs
n view of its mmediate acceptance, we
maore than likely will expand the 'Low-

-ost, No-Cost’ concept and schecduie
mese heiptul

~
other communites across our svstem
~

At the same Ume

meeungs and worksnops with 'ndustna

and commercial custcmers

In 1979, an irreguiar metering unit
was organized o detect and prevent

meter tampenng and nemt or eectnc

and gas service. As energy costs climb
SO 40 incidents invoiving thert ang at-
tempts to byv-pass meters. The new unit

S responsibDie [or coordin

a manuaion

ash rewairds




suspected theft or tampering situations.
Allied with our Secunty function,
investigations Dy the new unit resuited
in 65 arrests for theft of service during
the year.

To reinforce service refiability for our
consumers, tree-tnmming and clear-
ance work on transmission and dis-
tribution lines was stepped up during
the year. The work is critical not only to
maintain a high degree of dependability
but aiso to hold emergency repair costs
down when storms and severe winds
strike our region. Trees and branches
falling on wires cause about 90% of the
few power interruptions which do oc-
cur, and line clearance schedules are
keyed o speciai problem areas.

Again last year, the Consumer
Advisory Council on Energy
Affairs—comprised of 26 citizens rep-
resenting a cross-section of consumer
and community interests—proved
uniquely heipful in engendering two-
way communications with the many
public segments we serve. Following
independent studies on nuclear-electric
energy and presentations by prominent
spokesmen both pro and con, Council
members, with one dissenter, co-
authored their own “issues paper” urg-
ing continued nuclear development.
The paper drew ~onsiderable attention
and posidve coverage by upstate news
media. The Council is now anaiyzing
energy and consumer-related bills
pending before the State Legislature
and we look forward to its comments. In
addition, members will continue advis-
ing the Company to help make us more
sensitive to changing consumer needs.

To that end, a host of other new
and continuing programs and ef-
forts are under way ‘or our consum-
ers. These recognize today s need for
service at a more individual, personal
evel and better assist consumers with
their own speciai energy problems. Ac-
tvites include a new senior consumers
program, a new extended billing due
date plan for the retired and disabied,
an upgrading of our budget-payment
plan, a winter referral procedure for
hardship cases, a third-party notifica-
tion plan for customers who may need
heip, modified disconnecticn prove-
dures and maintenance of lists of cus-
tomers requiring electrically operated

12

Helicopter assists in construction of
transmission tower south of Syracuse,
part of new 345,000-voit overhead line
delivering bulk pcwer ‘rom enlargea
Oswego Steam Station to Central New
York region.

life-support equipment. At the same
time, we have intensified Company
communications and ties with many
social services agencies and concerned
government and community groups.
This work closely parailels the infor-
mational objectives of our Public Affairs
and Corporate Communications De-
partment. in recent years, continuaily
rising energy costs and a muititude of
utility and other energy-oriented
issues—nearly all coupled with our
complex role as principal electne and
gas supplier—underscore need for
communications effectiveness. For
these reasons, corporate communica-
tions assignments and goals were ex-
panded in 1979 to generate added pub-
lic awareness and understanding of
Niagara Mchawk and the problems we
face. While directed primanly at print
and electronic media through daily
news coverage and advertising, our in-
formaticn programs aiso include

Community Relations as a two-way link
with government officials and opinion
leaders, our volunteer Speakers
Bureau, Energy Information Center at
Nine Mile Point and display and educa-
tional services. In spring 1979, Three
Mile island cast an entirely new light on
our nuclear information capabilities.
These were broadened in response to a
sharp increase in requests for nuclear
information across our service territory.

High among several current con-
cepis to reduce consumers’
energy costs through a change in rate
design is a proposal to price electricity
sales accarding to the ime of day it is
used. “Time-of-day” rate plans have
been under review by the Public Service
Commission, and we are actively in-
volved in proceedings, inciuding public
hearings, to examine these proposals.
We anticipate the Commission's overall
decision on revised rate structures by
early 1580.

As shown by the chart below, Niagara
Mohawk's rates at year-end were below
those of major New York State utilities
and compare favorably with the na-
tional average. s

MONTHLY RESIDENTIAL ELECTRIC
COST FOR 500 KW-HRS.
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SEARCHING FOR OTHER

ENERGY SOURCES

Prospects of rising costs, scarcity of
energy fueis and potential enactment of
stil further environmental directives
place a new urgency upon research and

development as we enter the 1980s

Last year, Niagara Mohawk's R&D
programs encompassed 53 separate
projects, incliding both independent
n-house  assignments by the Com-
pany as well as cooperative studies with
other utility and research groups. In
379 alone, Niagara Mohawk spent
over 311 million for RED. This amounts
pout eignt doilars for every electric

JSIOMeEr IN OUr service area, with monr

than haif spent for further refining elec-
'ric generation technolegy
A project attracting worldwide in-

‘erest s a3 Major eleCinc (cad manage-
ment and energy storage expenment at

arters for contestants and

the living qua
ficials in the 1980 Winter Olympic
ames at With Niagara
Mohawk r and manager of
he pre m nearly 40 na-
JNS W rtant role in this
ne-of bjective: '0 col-
ect information and data on different
4

types of heat storage devi

weigh their possible effect on utility
slectne supply systems in the years

St S i oot
ahead. Un orship wit
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regerai anc
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d!
anned e
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\Ninter

A large-scaie research effort re-

ateC 'O suifur 2missions and nioiding
promise of DOth Cost and environmen-
tal Dreaxktnrougns was iniuated jcintly dDy
e Eme 2y

and KoCxwell Internatonal. Magara

Mchawk is host utility and managing

agent. Construction actvity started last
‘all at o

R #fa

everal

sianin

start-up, lesting anc demonstratng e

ejabiity of an expenmenial prototype
-

@ Sultur dioxide emissions to

meet envircnmental standards. The
faciiity, including the demonstration, is
budgeted at about 355 million and will
have many desirabie features not pres-
ent in current SO, “scrubbing
technoiogy. Morecver, it is designed o
receive gases from the combustion of
high-sulfur Eastern coal. Since this coal
is in abundant supply and less expen-
sive to burn than low-suifur Westem
coals, the project cffers potential for re-
duced costs of generation consistent
wMith environmental standara

n October, Niagara Monawk and
federal and state agencies jointly an-
nounced an RED frtlgrar* aimed at re-
ducing home-heating costs by using
community-wide energy resources at
Radisscn, a new community north of
Syracuse
tion of the State Energy Research and
Deveiopment Authority, seexs methods

to empioy the earth s neating and cool-

Water scurce heat pumps, using indi-
ual wells, common wells, or river or
ater, will serve to

pplement

N u
cusiomary home neatng equipment in

Artist's concept of Radisson community-wide r
homes are warmed and cooied by heat pum
sources 's discussed by Richard C. Clancy, ri(
environmental affairs. and Howard Reynolds

t0 InCcrease water s neat content Dy reca

This expenment, under direc-

the three-year project. Put into wide-
spread future use in our system, the
equipment would help reduce peak.
oads that power stations must supply,
thus lowering fuei and operating costs
for both the utility and its consumers

We are also making continuing
strides in other high technology
energy research and snvironmentally
onented projects recenty initated or
under way for some time. The listin-
cludes a 4, 800-kilowatt fuel cell proto-
type scheduled for startup in 1981
conversion of ¢oal to clean-liquid or
gasecus fuel; wind and solar energy re-
search: and vaned power transmission,
distribution and substaticn improve-
ments. All focus upon improving effi-
ciency and recucing operatirg costs and
adverse impacts on air, water and land
In concert with the state s other

nvestor-owned utilites, we will continue

reduce depen-
oil, encourage

energy conservaton and nold energ)

vQUC -y

costs down for consumers. 8

earch project where several

ng same water from ground

ht, vice president of research and
a



OUR PEOPLE

At the year end, Niagara Mohawk's work
force numbered 9,600, about the same
csin 1957, when the Company served
347,000 fewer customers.

The total payroll in 1979 was $224
million, of which 3163 million was
charged to operations and the balance
primarily for new construction. These
figures were $197 million and 5145 mil-
lion for 1978. Overtime costs were 523
million in 1979, compared with $14 mil-
lionin 1978.

A 7.1% wage increase on June 1,
1979 was part of a two-year contract
with 12 locals in System Council d-11
of the International Brotherhood of
Electnical Workers (AFL-CIQ). Approx-
imately 7.500 employees are repre-
sented in the contract, which expires
May 31, 1980.

Employee training continued atin-
creased levels in all Niagara Mohawk
operations in 1979. Our safety training
is recognized throughout the utility
industry for its on-going, innovative
approach to day-to-day accident pre-
vention. The Training Department has
been formalizing additional new pro-
grams and instruction metheds, in-
cluding customer service telephone
and fossil generation training and a
system-wide campaign to keep employ-
ees informed on prime points and
iSsues in our re~ant rate application.
About 6,600 or 76% of all eligible
employees subscribe to the Company's
Employee Savings Fund Plan, allocat-
ing from 2% to 5% of their wages toward
purchase of common stock or U.S.
Covernment bonds. The Company
matched their contributions by 50% for
atotal $3,356,000 in 1979. The Plan
holds 5.883.000 shares or 3% of the
outstanding common stock. In addi-
tion, employees may make unmatched
contnbutions of up to 4% of their wages.
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About 210,000 stockholders pres-
ently own common shares of Niagara
Mohawk and 11,000 hoid preferred and
preference stock. Tiie chart below indi-
cates many stockholders own fewer
than 100 shares.

Size of hoiging Total Total s*ares
Shares) stockhoiders nela
11099 61,092 2,078,575

100 to 999 141,375 32,343,435

1,000 or more 7,198 33,530,033

209,665 67,952,043

For the second year, a series of
seminars was held in various com-
munities in our service area to offer our
stockholders an opportunity for direct,
informail communication with top man-
agement. The popular sessions, at-
tended by more than 600 stockholders
from all walks of life, leave no doubt that
security hciders have a strong desire for
information about the Company. Ques-
tonnaires completed by those attend-
ing meetings at Dunkirk, Gloversville,
Hudson, Niagara Falls, Olean and
Watertown stressed interest in Niagara
Mohawk's position on national energy
policies, nuclear power, aiternate
energy sources, research and environ-
mental matters and future energy
supplies and costs. More of these help-
ful stockholder forums are planned for
the 1980s.

Security holders with an interestin
New York State investor-owned
utilities have formed an independent,
non-profit organization, the Association
of Investors in New York Utilities, Inc.
(AINYC). The new group's announced
purpose is “to protect the financial in-
tegrity of New York investor-owned
utiliies so they can supply the power
needs of the State at reasonable cost to
users and reasonable profit to owners.”
Further infoermation may be obtained
by wriling AINYU at Old Camby Road,
Verbank, N.Y. 12585.

The Board of Directors in June ap-
proved a revised and more com-
prehensive Code of Conduct for
Niagara Monawk empioyees. The Code
underscores our firm commitment to a
practical, effective ethics policy and ex-
plains guidelines best serving interests
of the Company, its employees and
consumers. The guidelines cover the

matter of gifts, invitations and awards
from vendors and estabiish standards
regarding outside employment, use of
Company personnel, equipment and
facilites. Also presented are standards
for employees holding public office,
relationships with governmental authcri-
ties, disclosure of propretary informa-
tion and accurate maintenance of
Company records. Management and
most supernvisory employees signed a
Certificate of Compliance and Disclo-
sure after reviewing the Code at meet-
ings across the System. The certificates
are to be renewed every two years.

Starting in 1979, Niagara Mohawk
assumed responsibility for the ad-
ministration of our constantly growing
Dividend Reinvestment and Stock
Purchase Plan. Preferred and prefer-
ence stockhoiders became eligible to
participate and the limit on optional
cash contributions was increased to
$5,000 quarterly. Under the Plan,
purchases of newly issued stock are
made directly from the Company with-
out incurring brokerage commissions
or service charges. These purchases
are made from the reinvestment of div-
idends and optional cash payments
from participants.

A portion of funds the Company re-
Guires for periodic financing is provided
by the Plan. In 1979, 34,000 partici-
pants, representing 16% of all common
stockholders, invested $14,528,000in
new common shares. Application
forms and literature describing the Plan
are availabie by writing:

NMPC Cividenc Reinvestment Plan

P.O. Box 131

Syracuse, N.Y. 13201 w



REPORT OF MANAGEMENT

The consciidated financial statements of Niagara Mohawk
Power Corporation and its subsidiaries were prepared by and
are the responsibility of management. Financiai information
contained eisewhere in this Annuai Report is consistent with
that in the financial statements.

To meet its responsibilities with respect to financiai infor-
mation, management maintains and enforces a system of
internal accounung controls, which is designed to provide
reasonaple assurance, on a cost effective basis, as o the
integnty, objectivity and reliability of the financiai records and
protection of assets. This system includes communication
through written policies and procedures, an organizational
structure that provides for appropnate division of responsib -
ty and the training of personnel. This system is aiso tested by
a comprenensive internal audit program. in addition, the
Company has a Code of Conduct which requires ail
empicoyees o maintain the highest level of ethical standards
and requires ey management empioyees to formally affirm
their compliance with the Code.

The financial statements have been examined by Price
‘Waterhouse & Co., the Company's independent accountants,

in accordance with generally accepted audiung standards. As
a part of their examination, they made 3 study and evaluation
of the Company s system of internal accounting control. The
purpose of such study was to estapiish a basis for refrarce
thereon in determining the nature, iming and extent of other
auditing procedures that were necessary for expressing an
opinion as to whether the financial statements are presented
fairty. Their examination resuited in the expression of their
opinion which foilows this report. The independent accoun-
tants' examination does not limit in any way management's
responsibility for the fair presentation of the financial state-
ments and all other information, whether audited or unau-
dited, in this Annuai Report.

The Audit Committee of the Board of Cirectors, consisting
of three directors who are not empicyees. meets reguiarly
with managemer:, internal auditors and Price Waterhouse &
Co., to review and discuss internai accounting contrels. audit
examinations and financial reporting matters. Price Water-
house & Co. and the Company's internal auditors have free
access to meet individually with the Audit Committee at any
tme, without management present.

REPORT OF INDEPENDENT ACCOUNTANTS

PRICE WATERHOUSE & CO.

To the Stockholders and the Board of
Directors of Niagara Mohawk Power Corporation

in our opinion, the accompanying consolidated dalance sheets and the
related consolidated statements of income and retained earnings and of
changes in financial position present fairly the financ:al position of Niagara
Mohawk Power Corperation and its subsidianes at December 31, 1979
and 1978, and the results of their operations and the changes in their
financiai position for each of the five years in the period ended December
31. 1979. in conformity with generaily accepted accounting principies
consistently applied. Our examinatons of these statements were made 'n
accordance with generaily accepted auditing standards and accordingly
included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.

foi LiReme £ .

Svracuse, New York
January 25, 1980
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CONSOLIDATED STATEMENT OF INCOME AND RETAINED EARNINGS

NIAGARA MOMAWK POWER CORPORATION AND SUBSIDIARIES

'n thousanas of dollars

For the year anded Decemoper 31 1979 1978 1977 1976 - 197§
Operating revenues: e
Bleotric ........conoiv e $1,211,068 $1,020,313 $ 987,760 § 863,012 $795,917
RO o ot 305,435 259,935 238,072 214,218 176,289
1,516,503 1,280,248 1,225,832 1,077,230 972,206
Operating expenses:
Operaticn: .
Fuel for slectric generation ................... 380,101 311,000 311,185 241,040 223,095
Electricity purchased .. .. 159,453 99,536 93,019 99,297 86,533
Gas purchased e e 196,711 158,229 142,07 124,811 94 360
Otner operation expenses 200,917 181,995 166,297 152,759 136,470
Maintenance 99,857 80,759 84,536 66,171 58,724
Depreciation (Note 2) ; L 84,212 80.583 77.113 77.629 69,228
Federal and Canadian income taxes (Note 10) 34,646 31,123 22,124 17.896 14,630
Othertaxes ............. 166,668 152,550 148,989 131,817 113,997
1,322,563 1,095.875 1,045,334 911,420 797,637
Operating income = 193,940 184,373 180,498 165,810 174,569
Other income and deductions:
Allowance for other funds (total funds 1976
and prior) used during construction (Note 1) . .. 39,063 28,971 21,660 20.711 29,376
Income tax refunds(Note 10) .................. —_ — - 8,986 —
Federal income tax(Note10) ........... 13,782 11,690 5.043 718 —
Other items (net) .......... 524 1,545 (1,398) 533 2.1583
53,369 42,206 25,305 30,948 31,529
Income before interest charges 247,309 226,579 205,803 196,758 206,098
Interest charges:
interest on long-termdebt ......... ¢ kTS A 105,399 99.874 91,563 87.270 84,018
Other interest . ... ..........c.ccovivivninnnn 4,416 1,573 2,892 1,039 7,285
Allowance for borrowed funds used
during construction (Note 1) ... .. .... (18,536) (16.030) (12,484) — —_
91,279 85.417 31.9M 88.309 91,303
NOtIDEOMS® - .........vc.vi00s 156,030 141,162 123,832 108,449 114,795
Oividends on preferred stock 27,844 28.660 25,705 23.5486 19,430
Balance available for common stock 128,186 112,502 98,127 84 303 95,365
Dividends on commaon stock 92,136 81,261 74,033 65.642 56.590
Retained earnings for the vear 36,050 31,241 24,094 19,261 38,778
Miscellaneous charges (Note6) ........... — (1,180) -_ - -
Retained 2arnings at beginningof year ... ....... 367,895 337,834 313,740 294 479 255,704
Retained earnings at end of year § 403,945 $§ 367895 $§ 337,834 $§ 313,740 $294 478
Average number of shares of common
stock outstanding (in thousands) 63.976 59.661 56,279 52,731 47 088
Per average share of common stock:
Balance available for common stock . . § 200 § 189 $ 1.74 $ 161 $ 202
Dividends paid $ 144 $ 1.36% $ 131 $§ 1.24 $ 1.2

Cencies adecucton
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CONSOLIDATED BALANCE SHEET

NIAGARA MOHAWK POWER CORPORATION AND SUBSICIARIES

n thousanas of 501/.’!9.8

At Decembper 31 1979
ASSETS s
Utility plant, at ariginai cost (Note 3 and Page 26) $4,218,528 $3,905,374
Less accumulated cepreciation and amortization (Note 2) .......... 1,110,563 1,021,417
3,107,965 2,883,957
L T T T 16,149 14,535
Current assets:
Cash, including time deposits of $650 and $5,595, respectively .. .................... 8,527 10,786
Accounts receivable (less allowance for doubtful accounts of $2,400
and $2,000, respectiveiy) . ... .. . IR s 413 i s 3 e e 5 e o e e e e 179,490 127,219
Materais and supplies, at average cost
Coal and oil for production of electricity . ................. o RSk A A 109,278 70,232
Other e A o AT B A L K RN e 4 e 35,243 29.736
Prepayments .. ...... Ry . ks L i T g N T a0 R B B 0 N o B g e 6,709 4383
339,547 242,356
Deferred debits:
UBOID IR DRDR QI .« o t5 ¢ ov 50 700 4% icw.s ¥ 0186 3506 5 €' REH Ratin ¥ woie v 4/en & 4105 » 14,124 13,848
D8farred recoverabIO SNOFGY COBIE. .. .- . .vosiivansoensunsonasarssnssqesorssioss 44,170 27,966
G ooy 5 aiye SR i el S E me R b 6.4 BBt b s a8 e el B N B RS 6,982 8,450
65,276 48,264
$3,528,937 $3,189,112
LIABILITIES
Capitalization (Note 6):
Common stockholders equity:
Comman stock—3$1 par value; authorized 85,000,000 shares:
issued 57,952,043 shares and 62,180,277 shares, respectively ................ $ 67,9852 $ 62180
Premium on capitai stock T o e e 716,388 646,878
Capital StOCKOXPONSO . ... ............o0vcvivrnens (10,558) (10,977)
Retained earnings(Page 718) ............... 403,945 367,895
1,177,728 1,065,976
Redeemable preferred stock (Note 7and Page27) ... ............cccoouv. 189,650 198,600
Non-redeemabie preferred stock (Page 27) 210,000 210,000
Long-term debt (Page 25) I L g 1,443,056 1,414 397
Total capitalization 3,020,401 2.889,573
Current liabilities:
Shor-term debt 'NOtO4) . ... .....cooviviiinianninenunes . 82.0490 24 000
Long-term debt due within cne year (Page 26) . . 88,500 10,450
Sinking fund requirements cn redeemactie pro?omd stock Noro 7’ 6,950 1.800
Accounts payabie 118,727 86.854
Customers deposits 4,534 4,302
Accrued taxes 25,537 22,184
Accrued nterest 30,727 28,67§
Accrued vacation pay 14,569 13,228
Other 17,315 8.385
389,299 200,408
Deferred credits:
Income tax refunds (Note 10) 21,6086 21,606
Other 11,933 10,945
33,539 32.551
Accumulated deferred Federal income taxes Note '0) 35.688 56.580
Commitments and contingencies (Nore 12! - -
$3,528,937 $3,189,112

Denctes Jecucton
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

NIAGARA MOHAWK POWER CORPORATION AND SUBSIDIARIES

n thousanas of goilars

For the year endea December 21 1979 1978 1977 ‘378 1978 Total
Financial resources were provided by:
Operations: -,
Net income $156,030 $141,162 §123,832 $108 429 $114795 § 644268
Charges (credits) to income not rmumng
(not praviding) working capital——
Cepreciation 84 212 80,683 77.113 77,629 59,228 388,865
Allowance for funds used aunng ,
construction (57,599) (45,001) (34,144) (20,711) (29.376) (186,831
Amaortization of nuclur fuel 28,090 27107 21,458 22,555 11.481 110,691
Provision for deferred Federal
ncome taxes ‘net) 14,566 7,955 13,333 14,628 11,800 62.282
225,299 211,906 201.592 202.550 177.928 1,018,275
Qutside financing:
Sale of common stock . 75,266 70.462 21,522 70,105 72.557 309,912
Saie of preferred stock — 74,000 — 30,000 70.000 174,000
Sale of mortgage bonds . . 118,500 31.500 125,000 — 100.000 375.000
Saie of promissory note (net) -— —_ 2,338 5,671 10,839 18,848
Issuw nce of long-term notes payable ... .. — — 15.000 18.000 - 33.000
Incre.\se (decrease) in short-term debt . 58,040 {15.200) (1,550) (8,114) (117,786) (84,610
251,806 160,762 162,310 115,662 135,610 826,150
Other sources:
Sale of u\'lity piant (Note S) .. ...... — 34,655 — — 53,366 88,321
Ceferred re~overable energy costs : (16,204) (3,015) 4654 8,785 (591) (6371
incometaxrefunds .............. ........ —_ 1,885 300 (8,6886) 1,241 (5.260
Sale of uraniun (Note 3) i 35,987 — - — - 35.987
(Increase) decrease \n working cap‘m
other than short-term dedt (see beiow) . .. 33,660 22,008 1,667 30.485 (122.388) (34,590
Miscellaneous (net) ... ...... 5,313 (5,049) 52 4203 7,592 12,111
58,756 50,782 6,673 34,767 (60,780) 90.198
Total resources provided $§535,861 $423,450 $370.575 $352.379 $252.758 $1,935.623
Financial resources were used for:
Construction additions A $347 544 $277,758 $264,913 $195676 $194,155 $1,280,046
Nuclear fuel .. . .. . AR 26,986 38,522 25,018 87,028 11,959 189.511
Allowance for funds uud dunng
construction . —— (57,599) (45.001) (34,144 (20.711) (29,376) (186.831
Net additions 316,931 271,279 255787 261,991 176.738 1,282,726
Reauction of long-term dobt : 90,000 10,450 13.250 - - 113,7C0
Reduction of preferred stock (Note §) . 8,950 31,800 1,800 1,800 — 44 350
Dividends . 119,980 109,921 99738 89,188 76.020 494 847
Total resources used $535,861 $423.450 $370,575 $552,979 $252,758 §1,935.622
(Increase) decrease in working
capitai other than short-term debt:
Cash , . $ 2259 $ (4207 $ 475 $ 13,620 $ (3067) § 9.08C
Accounts 'ocowablo (52,271) (5.364) (5,250) (11,041) (16.310) {90.23¢
Heceivavie from plant sharing - - - 12,402 (12.402) -_—
Income tax refund claims ‘ Eata —_ 8.391 (1.353) (300) 15,8639 22.377
Coal and oil for production of owc:nc-rv e (39,046) 9.710 (13,017) (15,433) (626) (58,412
Other materials and supplies . (5,807 (3,369) (1,480) 1,193 1,213 (8.260
Long-term dedt due within one year 78,050 200 10.250 - (103,867) (15,367
Sinking fund requirements on
redeemanie preferred stock 5,150 - — 1,800 —_ 8.950
Accounts payabie 31,873 7.823 1,001 18,982 (885) 58.824
Accrued taxes and nterest 5475 4349 9.317 6,208 2,435 27,781
Qther (net) 7.977 4,473 1,734 3.037 (4.548) 12,672
$ 33,660 § 22,006 $ 18867 $ 30.465 $(122,388) § (34.53C

ol



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. Summacy of Significant Accounting Policies

The Company is subject o reguiation Dy the New York
State Public Service Commission (PSC) and the Federai
Energy Regulatory Commission (FERC) with respect to its
rates for service anc the maintenance of i's accounting rec-
cras. The Company s accounting policies conforiit to gener-
ally acceptec accounting principles. as applied ¢ regulated
public Jtilities. and are \n accordance with the accounting
requirements and ratemaking practices of the regulatory
authorities. (See Note 12).

Utility Plant: The cost of aaditions to utility piant and of
rapiacements of retirement units of property i1s cap:talized.
Cest includes diract material, /labor. overnead and an allow-
ance for ‘unds used aurng construction (AFC). The cost of
currant repairs and maintenance s chargec !0 axpense.
Whenever utility piant is retired, its original cost. together
~ith the cost of ramoval, |ess saivage, /s charged to accumu-
lated depreciation

Allowance ‘or Funics Used During Construction: The Com-
pany capitaiizes AFC in amounts equivalent to the cost of
funcs devoted o plant under construction (8% for the perod
January 1, 1975 through June 30, 1976. 9% for the period July
1. 1976 through December 31, 1978, 9.25% for the period
<anuary 1. 1979 through October 31, 1979 ana 3.5% effective
Novemper 1, 1978) As a result of rate proceedings, effective
Cecember 1, 1976 for its Oswego Steam Station Unit #6 and
Nine Mile Pgint Nuclear Station Unit #2 and July 1, 1978 for
capitalizegd costs associated with its investment in NM
Uranium, !nc. (see Note 3), the Company began computing
AFC at arate which 1s reduced to reflect the income tax etfect
of the borrowed funds component of AFC. The net of tax rate
was 7 2% through December 31, 1978, 7.5% from January 1,
1979 through Octoper 31, 1979 and 7.75% thereafter.

Effoctive January 1, 1977, FERC revised its accounting pro-
cedures for determining the AFC rate and required segrega-
tian of AFC into its two component parts, borrcwed funds
ana other funds. The revision had no effect on income in
1977 The Company. since January 1, 1977, has reflected the
vorrowed funds component in the Interest Charges section of
the ncome statement. The Company has not reciassifiec AFC
nto its borrowed and other funds components for pericds
prior to Janyary 1, 1977

Depreciation and Nuclear Generating Plant Decommis-
sioming Costs: For accounting purposes, depreciation s
computea on the straignt-iine Dasis using the estimated use-
ful lives Dy ciasses of depraciatie property. For Fegerai n-
come tax purpeses. the Company computes depreciation
J4SING accelerated methoads and shorter allowable deprec-
aoie lives

As a result of a3 PSC rate decision. astimated decommis-
sioning costs (costs 'O 'ake (he piant out of service in the
tuture) of the Company's Nine Miie Point Nuclear Station Unit
#! Degan !0 De recovered n rates and charged to operations
n July 1978 through revisea deprec:ation charges. The
change 'n the annual nuctear olant depreciation rate, from
4 00% to 4 33%, reflects an ncrease n the estimated service
ife of the piant ‘rom 28 10 30 vears anc the estatiishment of
an allowance for secommissioning costs at the annual rate ot
1% of the plant's cost. Prior to July 1978, decommissioning

costs were not charged ¢ current ocperations and were not
recognized in rates charged o customers. There is N0 assur-
ance that the agditional revenues crovided Dy the decommis-
sioning allowance wiil ultimately aggregate a sufficient
amount to decommission the plant. The Company deiieves
that decommissicning costs, if higher than currently pro-
viced, will ultimately be reccvered n the rate process. al-
though no such assurance can De given.

Amortization of Nuclear Fuei: The cost of nuclear fuel. pius
estimated cisposal cost. s charged to operating expenses on
the basis of the quantity of heat producec for the generaticn
of alectric energy These coStS are charged 'O customers
through tase rates cor through the fuel agjustment ciause.
Until June 1979, the Company had assumed that spent nu-
clear fuel wouid be disposed of Dy reprocessing and that
uranium recovered through such reprocessing would have
value. At that time. because of proposed Federal acticn and
because there is no reprocessing facility in operation, the
Company abandonec its reprocessing plans in favor of a
permanent storage assumption. The Company has con-
cluded that under either its permanent storage assumption or
the reprocessing assumption previously utiiized, costs are
approximately aqual. The Company believes that nuc'ear fuel
disposal costs, which may be higher than presently esti-
mated, will continue 0 te recovered in the rate process, al-
though no such assurance can be given

Prior to 1978, estimated nuclear fue! disposal costs were
deducted currently for Federal income tax gurposes. Due to
the uncertainties concerning dispcsal cost alternatives and
attendant cost estimation criteria, beginning in 1978, the
Company has assumed that nuclear fuel disposal costs are
not currently deductible for Faceral income tax purposes.
Prior years tax liabilities were not materially affected by such
change in assumption. In Decemter 1978, the PSC granted
the Company permission to provide deferred taxes on the
accounting-tax timing citferences of current and prior pericd
nuclear fuel disposal costs.

Revenues Revenues are nased or cycle billings rengered
to certain customers monthiy and others bi-monthly. The
Company coes not accrue revenues for energy sold and not
billed at the end of any ‘iscal pericd. The Company s taritfs
inciude electric and gas acjustment clauses under which
energy and purchased gas costs, respectively, above or
Ceiow the leveis allowed n aporcved rate schedules are
Dilled or creditec 0 customers. The Company, as authcrized
by the PSC. charges operations for anergy and purchased
3as cost increases in the period of recovery. The PSC nas
periodicaily authorizec the Company ¢ make changes in its
alectric adjustment clause. As a result of such changes. a
portion of deferred 2nergy costs would not be recovered
under the ncrmal cgeration of the electric agjustment ciause.
However the Company has teen permitted to amortize and
oili such portions to customers, through the electric adjust-
ment clause, over 38 menths ‘rom the affective date of each
change

Feceral Income Taxes: The generai golicy, \n accordance
with PSC requirements, '$ 0 ‘low througn the tax 2ffect of
timing differences cetween Sook and taxable income, that is.
to record only income taxes currently payabie. However, de-
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Notes to Consolidatec Financ:al Statements continued

ferred taxes are provided on benefite realized from the class
life system of depreciation permitted under the Revenue Act
of 1971 (shorter depreciable lives, repair allowance and cost
of removal), on energy and purchased gas costs, on nuclear
fuel disposal costs and on certain other items, as approved by
the PSC (see Notes 3 and 10). No deferred taxes are provided
for other depreciation differences (including accelerated
methods of depreciation), except under necessity certificates
in prior years, or for other items (such as taxes, a portion of
AFC, pensions and certain other employee benefits) which
are deducted currently for tax purposes but capitalized for
accounting purposes.

Effective January 1, 1975, the benefits resuiting from an
increase n the investment tax credit from 4% to 10% and
from the change in the limitation on the amount of credit
which may be claimed n any year has been deferred. One-
half of the 4% investment tax credits realized have been allo-
cated to Other Income and Deductions, consistent with PSC
directives. For the major projects specified in the AFC section
above, the mputed tax benefit of the borrowed funds com-
ponent of AFC has been credited to Other Income and Deduc-
tions.

As directed by the PSC, the Company deferred a portion of
the increase in Federal income taxes for the year 1978 as-
sociated with the tax gain on the sale of a portion of its in-
terest in the Roseton Steam Station. The PSC authorized the
Company to recover increased taxes through its electric ad-
justment clause over a one-year period commencing July
1978

Pension Plans: The cost of pension plans is based upon
current costs, amortization of unfunded past service benefits
over periods ranging from 15 to 40 years and amortization
over 15 years of unfunded past service benefits arising from
plan amendments, as determined by consuiting actuaries.

NOTE 2. Depreciation

The percentage relationship between the totai provision for
depreciation and average depreciable property was 2.7% in
1979, 1978 and 1977 and 2.8% in 1976 and 1975. The Com-
pany makes depreciation studies on a continuing basis and
adjusts the rates of its various classes of depreciable proper-
ty. when considered appropriate, subject to PSC approval.
Effective December 1, 1976, consistent with a PSC rate deci-
sion, electric depraciation provisions were modifiad resulting
in a reduction in depreciation axpense of $4 300,000 for the
year 1977 As a result of the rate decision which became
atfective July 1, 1378, the electric depreciation provision for
1978 was increased approximately $1,100,000.

NOTE 3. N M Uranium, Inc.

Quring 1976, through a wholly-owned subsidiary, N M
Uranium, inc. (NMU), the Company purchased a 50 percent
ungivided interest in uranium deposits and associated min-
Ing equipment to De held by a jointly-owned mining venture.
The venture is basically an operating arrangement whereby
the Company pays 'ts share of the capital and operating costs
and in turn receives its proportionate share of production.
Aithough acquisition of this nterest was made prmarily 0
provice a more assured future supply of nuclear fuei for the
Nine Miie Point Nuciear Station Units #1 and #2, the Com-

Q0

pany has previously indicated it would sell a portion of the
output to reduce net assets and associated carrying charges
In connection therewith, during 1979 the Company soic
uranium produced by NMU for approximately $36,000,000.
The Company expects to sell additional portions of the NMU
output in the future. The investment in the subsidiary, which
includes costs incurred since acquisition and AFC, has been
reduced by the proceeds from the sale of uranium, net of tax.
Such investment totaled $72.000,000 and $87.800.000 at De-
cember 31, 1979 and 1378, recpectively, and is included in
Nuclear Fuel in the consolidated financial statements.

On September 8, 1978, the PSC issued an order approving
the Company's investment in NMU, its guaranty of the NMU
notes and permitting, with prior approval, such subsequent
advances as may be necussary to finance the uranium proj-
ect. Further, effective July 1, 1978, all benefits associated with
NMU accounting-tax timing differences have been defarred.
The approval was subject to the condition that rates the PSC
will approve in the future will reflect the cost of NMU uranium
at the lower of cost or the market price. Subject to PSC ap-
proval, the comparison of cost to market will be on an aggre-
gate basis over the life of the projec’ While management
believes that such aggregate costs will be less than the
aggregate market price of the uranium produced over tha li‘s
of the project, no such assurance can be given.

NOTE 4. Short-term Debt and Compensating Balances

The Board of Directors has authorized the Company to ob-
tain short-term unsecured loans of up to $250,000,000, in-
cluding the issuance of commercial paper equal to the
amount of unused bank lines of credit available to the Com-
pany. At December 31, 197G, the Company had available
$233,500,000 of bank credit arrangements consisting of a
$55,000,000 contractual commitment with several banks
under a Credit Agreement, lines of credit of $103,500,000 anc
a Bankers Acceptance Facility Agreement of $75,000,000. All
of these arrangements are renewable on an annual basis. The
Creaqit Agreement and most of the lines of credit require the
Company to maintain compensating balances which are av-
eraged over time. Net of "“float”, approximately $5,300,000 of
cash at December 31, 1979 represented compensating bal-
ances. The Company has elected to pay fees in lieu of main-
taining compensating baiances on its other lines of credit.
The Bankers Acceptance Facility Agreement provides for the
payment of fees only upon the issuance of each acceptance
Acceptances are used to finance the fuel oil inventory at one
of the Company s generating stations.

On March 8, 1979, the Company entered into arrangements
with Oswego Facilities Trust (OFT) proviging for OFT tc
finance the acquisition of a fuel oil storage terminai at
Oswego, New York and for construction of certain railroac
loading and unicaaing facilities assoc:ated with the terminal
OFT has a $25,000,000 Letter of Credit Facility and Revolving
Credit Agreement which are used !0 support its commercia
paper obligations. The Company is obligated, under a Dis-
tribution Contract with OFT, to make certain payments for its
use of these facilities and to purchase, or otherwise arrange
for, the distnibution of the facilities upon the termination o°
the Trust. The Latter of Cregit Facility and Revolving Creair
Agreement of OFT require payment of fees which are basec
upon the amount of commercial paper outstanding.



The following table summarizes acditional information

apphicabie 0 short-term deot
n thousanas of collars

373 1379
At Decemoper 31
Short-term deot:
Notes payaoie . : i § - $21.000
Commercial paper 68,040° 3.000
Ban«ers Acceptancss 14.000 -
$ 82,040 $24 000
Weignted average interest rate (1) 13.85%"* 10.59%
For year anced December 31
Daily average sutstanding $ 35.388° 510,744
Caily weignted average
nterast rate (1) R 11.40°%"° 8.17%
Maximum amount cutstanding . $102,100°  §39.200

1 ExCiucding compensating ta'ances anc ‘ees
‘Inciuces Cswego Faciities Trust

NOTE 5. Jointly-Owned Generating Facilities

The following table reflects the Company's share of
jointly-owned generating facilities at December 31, 1979. The
Company s required to provide financing for the units in
process of construction and for any additions 10 the Roseton
units. The Company s share cf expenses associated with the
Roseton units are included in the approprate cperating ex-
penses n the consolidated statement of income.

In thousanas of Joilars
Constructic s
Percentage Utiity Accumuiated  work n
ownersnip  plant deprec:ation  Crogress
Roseton Steam Station

Units #1 and 2/(a)

Oswego Steam Station

30 $101,488 $14213 § 2275

Unit #6(b) 76 — — 222,882
Nine Miie Point Nuclear

Station Unit #2(b) (g) 41 — — 313,304
Sterling Nuclear

Statien(c)(9) 2 - - 18.962

a) The Company soid to Cantral ~udson Gas ang Electric Corperation
« of 13 origingl 40% ownership ‘or 200k «aive of spcroximately
$3C 40C 2CO n Cecemper 1978 Caentral =ugson 's ochigated ‘rom
nme '0 lime '0 acguire adgitional sortions of the Cempany s in-
‘erest

£ Curng '37% 'ne Company scid 3 24% nterest in ‘he cwnersnip of
Nt #8 3rc 2 33% nterest 0 the ownershio of Unit #2 ‘or BOOK
«aiue of acoreximately $53 400000 ana. n ‘378 soic cerain ac-
30l 3ragerty 35S0C atec with thase units, ‘or 2ock vaiue 3f ap-
proximatey 34 800 200 See Note '2)
Suring ‘375 the Comopany purchased a 22% nterest n the owner-
stip of Rcchester 3as & Electnc Corperation s Siering Nuclear
Stanen ‘or an nihai investment of agoroximately 34 300 200 (See
Note 12)

3) Excluces amounts scent ‘or nuciear ‘ue!

NOTE 6. Capital Stock

'n 1978, the authonzecd snares of common stock were n-
sreased by 20.000.00C. Premium on capital stock ncreased
$89.500,000 n 1979 ang $35.400,000 in 1978 from the saie of
3,771,788 ang 5.057 83€ shares of common stock. respec-
tively. As a resuit of the ‘oregeing and the 1978 issuance of

1.500.000 shares of 325 par value perferred stock, 8.375%
series, and 1,360,000 shares of 325 par vaiue preference
stock, 7 75% series, capital stock expense increased
$200.000 in 1979 anc 3600.000 in 1978. -

in August 1978, $30,000.0CC (302.000 shaies) of 1175%
saries praferred 3'ocx was receemed. In accc “dance with a
PSC directive, the 33,500,000 cail premium an the regemp-
tion was charged o capital stock expense and is being amor-
tized over the life of the 7. 75% preference seres. Expenses of
issuing the 11.75% preferred series of $1,200.000 were
charged to retainec earnings.

NOTE 7. Redeemable Preferred Stock

Certain of the Company s preferred ana oreference stock
series provide ‘or a mandatery sinking fund for the annual
rademption, at par, as follows:

Numoer cf
shrares Sogmnmg

18,000 June 30,1977

Preferred $100 7.45% Series

par value 10.80% Series 20,000 March 31, 1980°
Preferred 325 8.375% Series 100.000 April 1, 1983

par value 9.75% Series 66.00C October 1, 1980
Preference 325

par value 7. 75% Series 140,000 September 30, 1980

These series aiso have optional sinking *unds through
which the Company may receem, at par. a like amount of
additional shares (limited to 120,000 shares of the 7.45%
series and 300,000 shares of the 9.75% series). The manda-
tory sinking fund for the 7.75% series increases by 20,000
shares ang 80.000 shares beginning Septemper 30, 1982 and
1984, respectively.

The Company s five year mandatory sinking fund recemp-
tion schedule is as follows:

Par Thousanas of aoilars
Seres /aiee 1980 1981 1982 1983 1984
7.45% $100 $1.800 $1.800 $1.800 $ 1.800$ 1.800
10.60% $100 e 2,00C 2000 2,000 2,000
8375% §$ 25 -— - 2,500 2500
9.75% $25 1650 1850 18650 1650 1,650
7.75% $§25 3500 3500 4000 400C 6.000

$6.950 $8,950 $9.450 $511.950 513,950

*Sinking ‘una requirements ‘cr 1980 "ave Teen met Ty Ne agvance
ourchase of creferred stock Juring 1879

NOTE 8. Pension Plans

The Company and its subsiciaries have non-contributory
pension plans covering substantially ail their employees. The
total pension cost was 328,300.000 for 1979, $25.700.000 for
1978, $22.500.000 for 1977, $20.800.000 for 1878 and
$18.800.0C0 for 197% (of which $6,800.000 for 1973,
$5,800,000 ‘or 1978, $4.700.000 for 1977, $3.3C0,000 for 1976
and $3.300.000 for 1975, was included in construction costs).

The Company's policy is o fund pension costs accrued.
Preliminary studies ndicate that the estimatec amount of un-
‘ungea vested cenefits at Decemper 31, 1379 axceeded the
net assets >f he plans oy apgroximately 3104.000,000.
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Notes 10 Consciidated Financial Statements continued

NOTE 9. Information Regarding the Elactric and Gas Businesses

The Company is engaged in the slectric and gas utility
cusinessas. Certain information regarding these segments is
set forth in the following tabie. General corporate expenses,
property common !0 both segments and depreciation of such
common property have been allccated to the segments in
accordance with practices established for regulatory pur-

poses. /dentifiable assets inciudes net utiiity plant, matenais
and supplies and deferred recoverable energy costs. Corpo-
rate assets consist of other property and invéstments, cash
accounts receivable. income tax refund claims, prepayments
unamortized debt expense anc other deferred debits.

n thousancas of collars
1977

1979 1978 ) 1976 1975
Operating revenues Electric $1.211,068 $10203°'37 § .s7.760 § 863012 § 79591:
Gas 305,435 259,955 238,072 214 218 176,28¢
Total e $1,515,503 $1,230.248 $1.225.832 $1.077.230 $ 972,20¢
Operating income tefore taxes: Electric $ 200718 $ 188.236 $ 176815 $ 159,425 168,46¢
Gas 27,868 27.260 25.803 24,281 20,731
Total . v o5 $ 228,586 $ 215496 $ 202.622 $ 183,706 $ 189,19¢
Pretax operating income, inciuding AFC . Electric § 257,954 § 233,006 § 210810 $ 180,077 $§ 197,78t
Gas 28,231 274N 25,956 24 340 20,787
L7 286,185 260,497 236,768 204,417 218,57¢
Income taxes e R R T S L I 34,646 31,123 22,124 17.896 14,63(
Other income and deductions ........ 14,306 13.235 3.645 10,237 2,150
Interestcharges .......................c........ 109,815 101,447 34 455 88,309 91,30
Net income nd $ 156,030 $ 141162 $ 123,832 $ 108,449 $ 114,79¢
Depreciation: EI@CtNC ... . ..........ooovvvinnn.. $ 74,957 $ 71,750 $§ 68,400 $§ 69128 $ 60.93¢
Gas T e 9,255 8,933 8,713 8,501 8,29:¢
Total 2 et e di mt i Eaky i P $ 84212 $ 80,683 $ 77.113 $ 77829 § 69,22¢
Construction expenditures (including nuciear fuel):
T e e o $ 351972 $ 301,583 $ 277,828 $ 272,422 $ 196 95¢
aas...... 22,558 14,697 12,103 10,280 9.15¢
Total st e $ 374,530 $ 316,280 $ 289,931 $ 282,702 $ 206,11«
lgentifiable assets: Electric ... ...... ........... $2,981,005 $2,717,224 $2.552.448 $2,359,038 $2,174 45;
R O LI 315,951 294 587 290,876 285642 285 84¢
Total W e = e Urse weh wnnln s s s aermec 3,296,956 3,011,89) 2,843,322 2,644,580 2,460, 29¢
ORI IR =i 5. .5 50 oo 50 00hoi 5500500 5,9 231,981 177,221 175.732 171,620 192,327
Totalassets ... ... $3,52,,937 $3,189,112 $3,019,054 $2.816,300 $2,652.62¢

NOTE 10. Federal and Canadian Income Taxes

Current Federal Tax Expense: The current Federal tax ax-
pense inciudes credits of $2,600,000 for investment tax credit
generated in 1979 and carried back to 1978,

/ncome Tax Refunds: The Company received refunds in
1974 and 1975 totaling $21,400.000. including interest, as a
resuit of the retroactive adoption of ‘guideline’” lives in com-
puling tax depreciation for the years 1966 through 1968. In a
1976 Opinion and QOrder on a Company rate nroceeding, the
PSC directed that $12,400,000 of the amounts received for
the years 1966 through 1968 de treated as a reduction in rate
Dase. The PSC, however, reserved the right to treat such
amount differently in future rate proceedings contingent on
the then prevailing circumstances. During 1976, the portion
of the refunds and interest ‘or the years 1966 through 1968,
previously included in Deferred Credits totaling approxi-
mately $5,000.000 ($.17 per share), that was no longer subject
1o a future contingency, was credited to Other Income and
Deductions.

In 1978, the Company received a refund of $9,200,000, in-
cluding interast net of tax, resulting from the settlement of al/
audit issues for the year 1969, including the adoption of the
“guideline’ method of depreciation. The tntal tax refunds
and interest recorded in Deferred Credits at December 31
1979 approximatea $21,600,000. In the Company's curren’
rate case the PSC is considering the proper accounting anc
ratemaking treatment of such total amount.

Income Tax Assessment: \n October 1972, the Compam
paid a net assessment of $16,800.00C for the years 1957
through 1962 relating to the deductions taken for the loss o
the Company s water rights at Niagara Falis terminated ir
connection with the recevelopment of Niagara power Dy the
Power Authority of the State of New York. The Company has
instituted suit for recovery of this amount.

Net Cperating Loss: Ouring 1977, 1976 and 1975, the Com
pany utilized for Faderal income tax purposes 3300.000



$20.10C.000 and $22.800,000, respectively, of net operating
tax '0ss carryforwards.

Investment Tax Crecits. The Company has deferred the net
benefit of investment tax credits approximating $15,100,000
($.24 per share), $6.900,000 ($.12 per snare), $6,100.000 ($.11
per share). $4.800,00C ($.09 per share) and $12.500,000 ($.27
per share) ‘or the years ended Decemper 31, 1379 1978,
1677, 1978 and 1975, respectively. in accordance with the
general poiicy as stated n Note 1

The Company has unused credits at December 31, 1979 of
approumately $19.300 000 which may be utilized to reduce
current tax expense n subsequent years until they expire in
1986

The oil-tired Oswego Unit #6 attained in-service status for
Federal ncome tax nurposes in 'ate 1379 As a resuit, invest-
ment tax credit in the amount of $14,400,000 was generated

Summary Analysis

and became availaoie for use. The commaercial in-service date
of the unit is presently astimated to de in the first quarter of
1980. In his Recommended Decision (issued on December §,
1979) in the Company s current rate case, the Aaministrative
Law Judge recommended that Oswego Unit #5 investment
tax credit not be recognized in 1379 when such crecits would
normally be recognized under the Company s previously ap-
proved Fedgeral income tax accounting poiicies. nstead, such
investment tax credit would be recognized coincident with
the plant being recognized for ratemaking purposes.

Aithough the Company ogposes the Judge s recommenda-
tion, the Company has deterred the affect of Oswego Unit #6
irvestment tax credit penaing final decision of the PSC, ax-
pectea in early March 1380 The effect of such ceferrai on the
1979 resuits ~f operations was !0 increase tax expense and
theraby decrease ncome by 36,500,000 ($.10 per share). The
Company is unable 10 predict the uitimate outcome of this
matter

in thousands of collars

1979 1978 1977 1976 1978
Components of Feceral ang Canadian income taxes
Current rax expense
Federal $ 1618 S$7608 § 434 — -
Canadgian 4,680 3,870 3314 $ 2550 § 2,830
5,298 11,478 3,748 2.550 2,830
Deferred Feceral incometaxexpense . ......... .. ....... 28,348 19,845 18.3786 15.346 11,800
Income taxes included in operating expenses 34,646 31123 22124 17,896 14,630
Qeterred Federal income taxes inciuded in Other Income
SNG DOBUCTIOIE ... i o ninivvsinns o s onnssinkossnssssnssve sy (13,782) (11,890) (5.043) (718) —
Total . Al o, $20.864 3519433 $17081 $17178 $14830
Timing differences resulting in deferred Federal income taxes
(see Note ')
Deprec:ation $ 8227 $22753 $ 71468 $6223 §$ 1313
Cost of removai of propony (1,010) 2,310 245 566 (899)
Investment tax credit e D e R EL I e B 15,149 5,899 6,077 4847 12,523
Recoverable energy and pu rcnased gu oSt ... ... (239) 7.012 69 3,650 (477)
Necessity certificates U e SRR B R (700) (T00) (700) (700) (700)
Nuclear fuel disposa! cost (5,388) (28,411 - - -—
Sales and loans of nuclear fuel (5,678) — — -~ p—
Gain on Roseton sale o 3,962 (3.962) — —_ -_
Otner A e e e £k 5 e T el . B i ot e e naanrhy 243 2.054 496 42 40
Deferrec Fageral income taxes (net) T LR $14566 5 7955 $13333 §$14828 311,800
Reconciiiation between Feceral and Canadian income taxes and the
*ax computed at prevailing U 3. statutory rate on income defore
income taxes
Computed tax $81,372 3§77 086 387538 380.30" $82.124
“eduction attributacie to "Ow-mrt:ugn of certain tax ad|ustmonu
Qepreciation ; - 13,329 13.931 19.703 18.741 20.123
Allowance for funds used ounnq ce '\strucnon ; 26,496 21,801 16,389 3.342 14,100
Taxes pensions ard employee penefits capitalized for
accounting purposes 10,202 8,537 7.07 5.731 7,920
Sfeal estate taxes on an assessment date Dasis 2,178 5680 1,042 2,813 3,035
Investment tax credit 2,778 10.874 9.500 — -
Income tar refunds — — 619 4313 -
Ceferred taxes drovided at cthor than the statutom 'a'o 6,752 1.324 (7.381) , (5,908) 6.082
Other (1,224) 326 3.584 5.488 (3,767)
80,508 §7.683 50,557 43,123 47 494
Fageral ang Canagian incoma taxes iy $20.864 319,433 §17.0:1 $17,178 $14630




Notes 10 Consciigatec Fnarc al Statements continuead

NOTE 11. Supplementary Information to Disclose the Effects of Changing Prices (Unaudited)

Continued inflation, resulting in a decline in the purchasing
power of the dollar, has become one of cur nation's principal
concerns. Inflation has an enormous impact on a!l sectors of
the economy, including consumers, wage @arners, Investors,
government and industry.

The consolidated financial statements are based on histor-
ical events and transactions when the purchasing power of
the dollar was substantially different than at the present. The
effects of inflation on most utilities, including Niagara
Mohawk, are most significant in the areas of depreciation and
utility plant and amounts owed on dorrowed funds.

In recognition of (he fact that users of financial reports
need to have an understancding of the affects of inflationon a
business enterprise, the accounting professien’'s standarc
setting body has issued a statement requiring that inflation
adjusted data be presented n 1379 annual reports to stuck-
holders. The following supplementary information is supplied
in accordance with the requirements of such statement for
the purpose of providing certain information about the ef-
fects of both general inflation ana changes in specific prices.
It should be viewed as an astimate of the approximate affect
of inflation, rather than as a precise measure.

Statement of income from continuing operations adjusted for changing prices for the year ended December 31, 1979

n thousands of dorlars
Constant dcilar Current cost
average '373 acliars  average '979 dollars

Conventorai
nistoncal cost

A U~ 5.5 v .55 s v 5k Al s il 0 oo T4 21 SRS ¥ pFTH $1,516,503 $1,516.503 $1,516,503
Fuel for electric generation . ................ 380,101 380.101 380,101
ElOCtriCity PUPCRASEA . .. ... .. ....ovonireirerrnarsneireanoernnesnnses 159,453 159,453 159,453
Gaspurchased .. ..... ... ..........ccoviirniins. 196,711 196,711 196,711
DRI < v - i £35S o 6 o o B RO ST o BT S AU B 84 212 186,432 242,256
Other operating and mamtonanco expenses . ............ ...... I . 467 440 467,440 467 440
Federal and Canadianincometaxes ............................... ~F 34,646 34 648 34 646
IMEreStCNANGeS . . ... ... .. ..ooiieiiiinii s ks 91,279 91,279 91,279
QOther income and daductuons—-not ........................ (53,369) (53.369) (53.369)
; 1,360,473 1,462,693 1,518,517

Income (loss) from continuing operations (excluding reduction to

MOt rECOVOTADI® COS) . ... ..ottt in ettt enaneee e ensns $ 156.030 $ 53810 $ (2.014)
Increase in specific prices (current cost) of utility plant held during year** S 588,420
Reduction to netrecoverabl@ CoSt ... ... ............c.oiiiriiiiinniin, $ (308.581) (42,609)
Effect of increase in generaipricelevel ........................... - (798,548)
Excess of increase /n general price level over increase in specific prices

after reduction to netrecoverablecost .......................o.o.oi... (252.737)
Gain from decline in purchasing power of net amountsowed . . ..... . ..... 227,257 227.257
A T e T PRy i $ (81,304) $§ (25.480)

"Inciuding the reduction to net recoverabie cost. the income (ioss) from continuing operaticns on a constant doilar dasis would have been $(254.751

for 1979

**at Cecemper 31 1973 current cost of utiity plant, net of accumulated decrec:ation. was $6 440 205 while nistorical

through depreciation was $3,186.205

Constant dollar amounts attempt to adjust for general infla-
tion ang rapresent historical costs stated in terms of doilars
of aqual purchasing power, as measured by the Consumer
Price Index for all Urban Consumers. Current cost amounts
reflect the changes n specific prices of plant from the date
the plant was acquired to the present and differ from con-
stant dollar amounts to the axtent that specific prices have
increased more Or 'ess rapidly than prices in general.

The current cost of utility plant net of accumulated depre-
ciation and amortization, represents the estimated cost of
repiacing existing plant assets in kind. Since existing utility
plant is not expected to be replacea precisely in kind due t¢
technological changes, current cost does not necessarily
represent the replacement cost of the Company s utility plant.
The portion of the accumuiated amortization relating to dis-
posal costs of nuclear fuel was not used in the calcuiation of
currant costs dDut rather reclassified to a monetary liability. In
most cases, current costs were determined by indexing sur-
viving plant dollars by the =andy-Whitman index of Pubiic
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cost or net COost recoverapit

Utility Construction Costs. However, when an account could
not be indexed by Handy-Whitman, other appropriate indices
were used. The current year s provision for depreciation and
amortization on the constant doilar and current cost amounts
of utility plant was determined by applying the Company s
average annual depreciation rates to the indexed plant
amounts.

Fuel inventories, the cost of fuel used in generation, ang
electricity and gas purchased have not Deen restated from
their historical cost in nominal doilars. The recovery of
energy and purchased gas costs are !imited to historical
costs through the operation of the Company's electric ana
gas adjustment clauses. For this reascn fuel inventories anc
deferred recoverable energy costs are effectively monetary
assets. As prescribed, income taxes were not adjusted.

The Company is subject to the jurisdiction of regulatory
commissions in the determination of a fair rate of return or
its investment. Current ratemaking policy provides for the
recovery of historical costs. Therefore, the cost of utility



plant, stated n terms of constant dollars or current cost, that
axceeds the nistorical cost of piant (s not presently recovera-
Die n rates as cepreciation. and /s reflected as a reduction te
net racoveradle cost. While the ratemaking process gives no
recognition to the current cost of replacing utility plant,
based on past practices. the Company believes it will be al-
‘owed ‘0 earn on the increasec cost of its net nvestment
wnen replacement of facilities actually occurs.

To properly reflact the aconomics of rate regulation in the
Statement of income ‘rom Cantinuing Operations, the reduc-
tion of net utility plant to net recoverable cost should be

offset by the gain from the decline in purchasing power of
net amounts owed on borrowed funds. Qurnng a pericd of
inflation. holders of monetary asse's suffer a 'oss of general
purchasing power while holgers of monetary iiabilities ex-
perience a gain. The gain from the decline in purchasing
power of net amounts owed s primarily attributacie !0 the
syt -tantial amount of debt whicnh ngs ceen used to finance
Jtility plant. Since the depreciation on this plant is limited o
the recovery of historical costs, the Company does not have
the opportunity to realize a holding gain on debt and is Iim-
ited to recovery only of the embecdced cost of debt capital.

Fivo year comparison of selected supplementary financial data adjusted for effects of changing prices

Yaars engec Jecempear 1

Coerating revenues

Historical cost information adjusted for general inflation

Income (loss) from continuing operations (exciuding
reguction to net recoverable cost) § S AN B ¥ o

Income (loss) per common share (after dividend require-
ments on preferred stock and excluding reguction o
net recoverabie COst) T

Net assets at year-end at net recoverabie cost

Current costinformation

Income (l0ss) from continuing operations (exciuding
reduction to net recoverabie cost)

Income (loss) per common share (after dividend require-
ments on preferred stock and excluding recuction to
net recoverabie cost)

Excess of increase in general price level over increase in
specific prices after reduction 1o net recoverabie cost

Net assets at year-and at net recoverable cost

General information

Gain from decline in purchasing power of net amounts owed
Cash aividends declarec per common share .

Marxat price cer common share at year-end

Average consumer price ndex

NOTE 12. Commitments and Contingencies

Construction Program: The Company presently astimates
that the construction program for the years 1980 through
1982 will require approximately 5744, 000,000 excluding AFC
and certain overneads capitaiized. At Decemper 31, 1379,
substantial constructicn commitments existed, including
those ‘or the Company s share of Unit #2 at Nine Mile Point
Nuciear Station ang the Steriing Nuclear Station.

Steriing Nuciear Station: The Company has been sharing in
the costs of constructing the jointly-owned Sterling Nuclear
Station generating facility (see Note 3). On January 23, 1980,
the New York State Board on Electric Generation Siting and
the Environment (Siting Board) voted 1o vacate the construc-
tion permit it had issued twe years ago. Secause it coula no
onger find a public need ‘or the proposed plant. Since the
Siting Scard nas witharawn certification of the propcsed
clant, the oroject will be discontinued. Through December
31, 1979, the Company's cost asscciated with the Sterling

n 1rousanas of average 1375 coilars
373 *378 1977 ‘978 197§
$1,516,503 $1.425.046 351468972 §$12374179 31311754
§ 53810
$ o4
$1.304 329
$§ 2019
3 10.47)
§ 252,737
$1.304 329
§ 227.257
$ 144 3 152 $ 158 § 158 § 1.63
s 1263 $ 1558 § 1873 § 1834 § 17 54
2178 1954 181.8 170.5 161.2

Nuclear Station, wnen reduced for Federal income taxes, ap-
proximated $13.000.000. The Company has petitioned the
PSC o seex recovery of these ang all subsequently incurred
costs asscciated with canceilation of this preject. While man-
agement believes such costs wiil ce recovered, no such as-
surance can de given.

Nine Miie Point Nuclear Station Unit #2: In January 1980,
the Company and the other aint-owners of Nine Mile Point
Nuciear Station Unit #2 (see Note 3) rescneduled the cate of
planned commercial operation from 1984 to 1986. The new
construction schedule was made necessary by a numbper of
continuing technical ang reguiatery uncertainties and a ceci-
sion to reevaiuate geologic design criteria. A revised cost
astimate nas not yet been precared to reflect the new ccmpie-
tion date, however it is reascnadle o axpect a significant
increase n cost Dased on the new construction scheduie.

25



Notes to Consoiiaated Financial Statements continued

SUMMARY OF UTILITY PLANT

Lit~ation: Several electric customers have brought suit
agai.ist the Company and the Power Authornity of the State of
New York (PASNY) requesting that certain power purchased
irom PASNY pe allocated exciusively for their benefit and are
asking monetary camages for the gifference between rates
charged by the Company and rates that would otherwise have
been charged if this power had been furnished to them over
the past six years. in the opinion of management, the uitimate
liability, if any, resulting from this suit will not materially af-
fect the consolidated financial statements of the Company.

FERC Augit: The staff of FERC has conducted a com-
pliance audit of the Company covering the years 1973
through 1978. Among other things, a question concerning
the base cost of nuclear fuel on which AFC should be applied
was raised. If the associated recommended adjustment is
sustained by FERC, the resuiting reduction in retained aarn-
ings would approximate $13,000,000 through 1978. The
Company believes that the adjustment is not justified and is
contesting it. The recommended adjustment results from the
FERC staff taking exception to regulatory accounting treat-
ment prescribed by the PSC, the Company's primary rate set-
ting body. Aithough FERC has ratemaking jurisdiction over
only 6% of the Company's electric revenues, representing
sales to other electric systems, it has the power t0 prescribe
booxs of account on which reports to stockholders are
based. Due ‘o the extensive jurisdiction which the PSC has
over the Company's affairs, it is the opinion of the Company
that the financial statements based on the requirements of
the PSC represent the proper presentation of the financial
position and the resuits of operations of the Company.

NOTE 13. Quarterly Financial Data (Unaudited)

Operating revenues, operating income, net income and
earnings per common share by quarters for 1979 and 1978
are shown in the following table. The Company, in its opinion,
hae included all acjustments (consisting only of normai re-
¢ ing accruals except for giving effect to the deferral of
Osw~ego Unit #6 investment tax credit during the quarter end-
ing December 31, 1979—see Note 10) necessary for a fair
statement of the resuits of operations for the guarters. Due to
the seasonal nature of the utility business, the annual
amounts are not generated evenly by quarter during the year.

In thousanas of dollars

QOperating Coperatng Net garnings per

Juarers anced  revenrues ncome income commen share
December 31

1979 $416.066 $41570 $28,005 $.31

1978 $321,788 $33.881 526,977 $.32
Septemoer 30

1979 §335.944 $34,764 $25511 $.29

1978 $276,442 837571 827273 $.32
June 20

1979 8352.107 $50,114 $41,878 3.56

1978 3$309.666 $47976 $35.527 $.49
March 31

1979 $412,386 367,492 $60.636 $.88

1978 $§372,352 $64,345 $51,385 $78

n thousands of collars
; At Cecemper 31 1979 % 1978
Utility plant:

Electric piant . $2,859,533_ 68 $2.680.9%

Nuclear fuei (Note 3) . - 206,206 5 215,20
Gas plant 367,652 9 350,02
Common plant .. 63,920 1 59,72
Construction work in progress 1,217 17 589,41

Total utility plant . .

LONG-TERM DEBT
n thousancs of Jotiars

At Decemper 3! 1979 1978
First Mortgage Bonds:

. $4,218,528 100 $3,305.37-

2% % Seriesdue January 1,1980 ... § 40,000 $§ 40.00¢
27%% Series due Qctober 1, 1980 .. 40,000 40,00(
12.6% Series due October 1, 1981 ... 125,000 125,00(
3%°% Seres due December 1, 1981 15,000 15,00(
3%2% Series due February 1, 1983 25,000 25,00(
3% Series due October 1, 1983 .. 40,000 40,001
3% % Series due August 1, 1984 . 25,000 25,00(
10%° Series due September 1, 1985 47,000 47.00(
3%°% SeriesdueMay 1,198€ ... .. .. 30,000 30,00¢
474°% Series due September 1, 1987 50.000 50,00(
37% Seriesdue June 1,1988 . ... .. 50,000 50.00(
43%4°% Seriesdue April 1, 1990 ...... 50,000 50,00(
4'2% Series due November 1, 1991 . 40,000 40,001
454°; Senes due December 1, 1994 | 40,000 40,00(
57% Series due November 1, 1996 . 45,000 45,00¢
6%% Series due August 1, 1997 . . .. 40,000 40,00(
6%2% Series due August 1, 1998 . . .. 60,000 60,00¢
3%4% Series due December 1, 1999 | 75,000 75,00(
7%4% Series due February 1, 2001 .. 65,000 65,00(
7%% Series due February 1, 2002 .. 80,000 80.00¢
7%% Series due August 1,2002 . . .. 80,000 80,00¢
8%a% Series due December 1, 2003 . 80,000 80,00t
9%2% Series due December 1, 2003 . 50,000 31,50
9.95% Series due Septemtyr 1, 2004 100,000 -_—
10.2% Series due March 1, 2005 . . . .. 44 000 47,20¢
8.35% Series due August 1,2007 .. .. 75,000 75,00¢
8%% Series due December 1, 2007 . 50,000 50,00«
Paul Smith's Electric Light & Power &
Railroad Company First Mortgage SBonds:
4'2% Series due July 1, 1979 . .. ... _ 45i
5Y2% Series due May 1, 1985 ... . .. 450 450
Promissory Note, 8% Series A due
AT G S s 46,600 48,60¢
Notes payabie:
7% due in equal installments,
Novemper1,1979ana 1980 . .. .. .. 6,000 12,001
Prime rate plus 2% (not tc exceed
7"2%) due in equal quarterty instail-
ments through April 1, 1984 . ... ... 11,250 13,75«
Unamortized premium .. .......... 6,256 6.69°
Total long-termgebt . ... . ... 1,531,556 1,425 44"
Less long-term debt due within one year 88,500 1C.45

$1,443,056 35141439




PREFERRED STOCK

Cumuilative preferred stock. authorized 3,400,000 shares, 3100 par <aiue ana 3,500,000 shares, 325 par vaiue
Cumuiative preterance stock, authorized 4,000,000 shares, $25 par value

N thousangs of J01ars

Recemoption orice ser share
Sefore 30Qing accumuiateg Jividends

At Decemper 31 1979 1978 December 31, 1979 <.erual
Non-redeemabie (optionally redeemable) N
Preterred 5100 par value
3.40% Seres: 200,000 shares ... $ 20,000 $ 20.000 $103.50 $103.50
3.60°% Series. 350,000 shares 35,000 35.000 104.85 104.85
3.90% Series: 240,000 shares 24,000 24,000 103.00 106.00
4 10% Series; 210,000 shares 21,000 21,000 102.00 102.00
4 85% Series. 250.000 shares 25,000 25,000 102.00 102.00
5.25% Seres; 200.000 shares 20,000 20,000 102.00 102.00
6.10% Series; 250,000 snares 25,000 25,000 103.00 101.00
7.72% Series: 400,000 shares 40.000 40.000 107.37 102.36
$210,000 $210.000
Redeemable (mandatorily redeemable—Note 7)
Preferred $100 par value
7.45%; Series, 546,000 and 564 000 shares ... . $§ 54,600 $ 56,400 106.01 100.00
10.60°% Series; 380,000 ang 400,000 shares .... 38,000 40.000 110.60 102.65
Preferred $25 par value
8 375% Series: 1,600,000 shares 40,000 40,000 26.38 25.00
9 75°% Series. 1,200,000 shares ....... 30,000 30,000 27.055 25.00
Preference $25 par value
7 75% Senes; 1,360,000 shares .. 34,000 34,000 o 25.00
196,600 200,400
Less sinking fund requirements .............. 6,350 1,8C0
$189.650 $198500
*Not receemabie until October 1. 1981
1979 978
Capitalization ratios:
Common stock aquity 39.0% 358.3%
Praferred stock 13.2 141
Long-term deot 478 490
Ratio of earnings to fixed charges 2.51 2.58
Ratio of earnings to fixed charges and proumd stock dhndondt 2.03 1.95
Other rativs—>s of operating revenues:
Maintenance and deprec:ation 124 126
Taxes y 133 143
Operating incomea 1238 44
Balance availapie for common s:ock 8.5 388
Ratio of depreciation reserve to gross utility plant 26.3% 26.2%
Ratio of mortgage bonds to net utility plant 47.0% <6.7%



ELECTRIC AND GAS STATISTICS

Electric capability

Thousanas of kilowatts

Thermal At January ! 1980 % 1979
Coal fuel
Hunt.ey, Niagara River . 788 11 785
Dunkirk, Laxe Erie 585 8 585
Total coal fuel 1,370 19 1,370
Residual oil fuel
Albany, Hudson River .. ... ... .. .. ...... 400 [} 400
Oswego, Lake Ontario 1,200 17 1,190
Roseton, HudsenRiver ................... 360 5 360
Miaale distillate ol fuel
20 Combustion turbine and diesel units .. 354 5 354
Total oil fuel 2,314 33 2304
Nuciear fuel
Nine Mile Point, Lake Ontario 8§10 9 610
Purchased—firm contract
Power Authority—
FitzPatrick, Lake Cntario 154 2 176
Totai nuclearfuel ........... 764 11 786
Total thermal sources .. . 4,448 63 4460
Hydro
Owned and ieased hydro stations (81) ... ... 733 10 733
Purchased—firm contracts
Power Authorty—NiagaraRiver .......... 1,122 16 1,122
Power Authority—St. Lawrence River ... .. 115 2 115
Power Authority—
Blenheim-Giiboa Pumped Storage Plant . 550 8 550
i e 76 1 76
Total hydrosources ... . ......... ..... ... 2,596 37 2596
TN GO .+ « 6+ 2 0105 4'vibse 0.5 050 K 41500 & 7,044 100 7,056
1979 1978
Electric peak load duringyear . ... ... ... .. 5,641 5,485

‘Available capaoiiity can be increased during heavy lcad perods Dy purchases
from neignberng interconnected systems. Hyaro station capability s based on

average Decemper stream-flow congitions

Electricity generated and purchascd M //ions of tw-"rs )

1979 % 1978 %
Thermai
Generated
Coal ok kot ek Peorisly 7275 20 7016 20
Qil e mi P e el P v T 8,534 24 8691 25
Nucilear S e 3,005 3 4467 13
Purcnased-—-Nuclear from
Power Authority .............. 722 2 886 2
TOMEINOIE .. .»ivcnorassse 19,536 54 21,060 60
Hyaro
Generated o, I s 3641 10 3472 10
Purchased from Power Authority 8,263 23 8563 24
Total hyaro : 11,304 33 12,035 34
Other purchasea power—
VEriOUS SOUrces . .............. 4621 13 2.118 8
Total generated and purchased 36,061 100 35213 100

1979 1978
Electric sales V. ons of kw-rrs
Residential .............. 8,269 8.127
r,ommercial 9,279 9,117
NSuetnisl . .......c.0i0s 12,474 - 12,187
Municipal service 274 2786
Other electric systems 3,022 2,675
33,315 32,382
Electric revenues Thousanas of dolars)
Residential .............. $§ 357818 $ 319867
Commaercial 393,173 333,862
industrial ............ 312,833 258,649
Municipal service ........ 23,832 21,515
Other electric systems .. .. 83,188 59.445
Miscellaneous ... .. ..... 40,224 27175
$1,211,0°, $1,020.313
Electric customers 2verage)
Residential .. ............ 1,2,6469 1,137,060
Commereial ............. 130,119 128,481
Industrial ................ 2,906 2,873
RN ;. oot an ek s s 3,189 2,257
1,342,683 1,330,671
Residential 4verage)
Annual kw-nr. use per customer 6,854 6,790
Cost to customer per kw-hr. . . .. 4.33¢ 3.93¢
Annual revenue per customer .. $296.58 $267.04
1979 1978
Gas sales Thousanas of cexatherms)
Residential ............ 51,895 54,793
Commercial ............. 23,415 23,734
T T 17,109 15,630
Other ga: systems ........ 4,199 3,845
96,618 98,002
Gas revenues Thousanas of Jollars)
Residential ....... ....... $176,567 $158.599
Commercial ............. 71,139 60,794
industrial ................ 46,250 32,422
Other gas systems ........ 10,074 6.858
Miscellareocus .......... 1,455 1,262
$305,435  $259.935
Gas customers Average)
Residential ... ... ...... 383,617 382,691
Commercial ............ 29,009 28,451
Industnal .. T v s 525 522
o P T R e 2 2
413,183 411,668
Residential Average)
Annual use per customer
COKAPOIMS) .. .o v vnvnnnns i35.3 143.2
Cost to customer (cer
TOKANOITM) . . ..o vvvvninnsisns $3.40 s$2.89
Annual revenue per customer . $460.27 3414 43

Maximum day gas sendout
gekatherms) ..........

ce..... 750,688 65E,208
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300 ERIE BCULEVARD WEST
SYRACUSE, NEW YORK 13202

Whiteface Mountain and other rugged Adir
Mohawk line mechanic works on new 1150 it line built to meet energy demancs
of 1980 Olympic Winter Games at Lake Placid. Construction of 10-mile circuit,
achieved in only a few months time, was termed 'spectacular accomplishment” in
report by N.Y. State Pubiic Service Commission




