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BOSTON ©O2110
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June 26, 1979
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Commission
Washington, D. C. 208555

Attention: D. B. Vassallo, Assistant
Oirector for Light Water
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Project Management

Re: Scabrook Station, Units 1 and 2, Docket Nos.
50-43 and so-uuu Staff Letter Dated May 23,
197=; Request for Additional Financial Informa-
tion

Dear Mr. Vassallo:

I enclose twenty-five coples of the Public Service Company
of New Hampshire preliminary prospectus dated June 21, 1979
relating to 2,000,000 shares of its Common Stock. “his prospec=-
tus should be added to the material which was furnished with

my letter of June 22, 1979 in the above dockets.
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~wtion of an offer to buy nor shall there be any sale of these

tate in which such offer, solicitation or sale would be unlawful prlor to registration or qualification under the securities iaws of any such State. _

~

A Registration Statement relating to these securities has been filed with the Securities and Exchange Commission Sut has not yet become effective. Information
any S

contained herein is subject to completion or amendment. These securities may not be sold nor may offers to buy be accepted prior to the time the Registration
Statement becomes effective. This Prospectus shall not constitute an offer to sell or the so”

ecurities

kS

PRELIMINARY PROSPECTUS DATED JUNE 21, 1979

2,000,000 Shares

Public Service Company of New Hampshire
Common Stock

($5 Par Value)

Outstanding shares of the Common Stock are, and the shares offered hereby will be, listed on the
New York Stoek Exchange. The last reported sale price of the Common Stock on such Exchange on
June 20, 1979 was $19.25 per share.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE
SECURITIES AND EXCHANGE COMMISSION NOR HAS THE COMMISSION
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS.
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

Underwriting
Price to Discounts and Proceeds o
Public Commissions(1) Company(2)

Per Share

Total

(1) The Company has agreed to indemnify the several Underwriters against certain civil liabilities,
ineluding liabilities under the Securities Act of 1933,

(2) Before deduction of expenses payable by the Company estimated at $115,000.

The shares of Common Stock are offered by the several Underwriters when, as and if issued by
the Company and accepted by the Underwriters and subject to their right to reject orders in whole or
in part. It is expected that certificates for such shares will be ready for detivery at the office of Kidder,
Peabody & Co. Incorporated, 10 Hanover Square, New York, New York, on or ahout July , 1979.

Kiddei, Peabody & Co. Blyth Eastman Dillon & Co.

incorporated Incorporated
~ o

The date of this Prospectus is July , 1979. -



IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVER-ALLOT
OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICES OF
THE COMPANY'S COMMON STOCK AT LEVELS ABOVE THOSE WHICH MIGHT OTHER-
WISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE
DISCONTINUED AT ANY TIME.

AVAILABLE INFORMATION

Public Service Company of New Hampshire (the “Company™) is subject to the informa-
tional requirements of the Securities Exchange Act of 1934 and in accordance therewith files
reports and other information with the Securities and Exchange Commission. Information for
the year 1978 and prior years concerning directors and officers of the Company, remuneration
and any material interests of such persons in transactions with the Company, is disclosed in
proxy stalements distributed to shareholders of the Company and filed with the Commission.
Such reports, proxy statements and other information can be inspected at the office of the
Commission at Room 6101 at 1100 L Street, N.W., Washington, D. €.; Room 1100, Federal
Building, 26 Federal Plaza, New York, N.Y.: Suite 1710, Tishmsn Building, 10960 Wilshire
Boulevard, Los Angeles, California; and Room 1228, Everett McKinley Dirksen Building, 219
South Dearborn Street, Chicago, lllinois. Copies of such material may also be obtained at
prescribed rates from the Public Reference Section of the Commission at 500 North Capitol
Street, N.W., Washington, D. C. 20549, Certain of the Company’s securities are listed on the
New York Stock Exchange where reports, proxy material and other information concerning
the Company may also be inspected.

THE COMPANY

The Company was incorporated in New Hampshire in 1926. The mailing address of the Com-
pany is 1000 Elm Street, Post Office Box 330, Manchester, New Hampshire 03105 and the Company’s
telephone number is (603) 669-4000.

The Company is the largest electric utility in New Hampshire. It operates a single integrated
system furnishing electric service in Manchester, Nashua, Portsmouth, Berlin, Dover, Keene, Laconia,
Franklin, Rochester, Somersworth and 187 other New Hampshire municipalities, ineluding about 83%
of the total population of the State. It also sells electricity to other utilities and distributes and
sells electricity in 6 towns in Vermont and 13 towns in Maine. The area served at retail has a popula-
tion of alout 746,000,

The Company is presently experiencing serious difficulties in finaneing its construetion program
and has taken steps to reduce that program. See “Problems Facing the Company” for information
concerning the proposed reduction and a deseription of the substantial 1979 external financing
required in order to enable the Company to maintain its eonstruction program and continue its busi-
ness operations, pending receipt of regulatory approvals for the proposed reduction in its construetion
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No dealer, salesman or any other person has
been authorized to give any information or to
make @ representations other than those con-
tained in this Prospectus and, if given or made,
such information or representatious must not be
relied upon as having been authorized by the
Company or the Underwriters, This Prospectus
does not constitute an offer to sell, or a solicita-
tion of an offer to buy, any of these securities by
any Underwriter in any jurisdiction to any per-
son to whom it is unlawful to make such offer or
solicitation in such jurisdiction. The deliverv of
this Prospectus does not imply that the informa-
tion herein is correct as of any time subsequent
to its date.
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Number of

Shares of
Nerue Stock
Total - e A 2,000,000

The Underwriting Agreement provides that the several Undervriters are required to take and
pay for all of the shares of the additional Common Stock offered hereby if any are taken. The obliga-
tions of the Underwriters ar~ suhjeet to certain conditions precedent,

The Company has becn advised by Kidder, Peabody & Co. Incorporated and Blyth Eastman
Dillon & Co. Incorporated, as Representatives of the several Underwriters, that the Underwriters
propose to offer the additional Common Stock to the public initially at the offering price set forth on
the cover page of this Prospectus and to certain dealers at such price less a concession of not in exeess
of ¢ a share, and that the Underwriters and such dealers may reallow a discount of not in execess
of ¢ ashare to other dealers. The publie offering priece and the concessions and disecunts to dealers

may be changed by the Representatives,



THE ISSUE IN BRIEF
The following material is qualified in its entirety by the detailed information and the finan-
cial statements and notes appearing elsewhere in this Prospectus. See especially “Problems
Facing the Company”.

THE OFFERING
Company . . BB i "o T i B Public Service Company of New Hampshire
Common Stock Offered . 2,000,000 Shares
Expected Offering Date , . July 11, 1979
Common Stock Listed : New York Stock Exchange (Symbol: PNH)
1979 Price Range (through June 20, 1979) I 2114-1714
Book Value of Common Stock at March 31, 1979 $23.09 per share
Current Dividend Rate 53¢ per share quarterly ($2.12 annualized rate)

A quarterly dividend of 53¢ per share has been declared by the Board of Directors payable
August 15, 1979 to holders of record of Common Stock on July 31, 1979. The shares of the
additional Common Stock offered hereby will be entitled to this dividend.

THE COMPANY
Business == = = | . e o . Electrie utility
Estimated Service Area Population 746,000
Energy Sources (12 months ended December 31, 1978) 0il — 53%, Coal — 27%,
Nuclear — 15% and Hydro — 5%
Estimated 1979-1985 Construction Expenditures $600,600,000*
*Assuming expected reduction of ownership interests in nuclear
plants under construction. See “Problems Facing the Company .
FINANCIAL INFORMATION
(Thousands excepi Per Share Amounts)
T"‘E;‘T:"m' Year ended December 31,
April 30, 1979 1978 1977
Operating Revenues $272,132 $260,751 $214,787
Net Income 37,662 36,507 21,722
Earnings Available for Common Stock 31,288 30,116 16,602
Average Shares of Common Stock Outstanding 10,261 9,275 7,680
Per Share of Common Stock:
Earnings $3.05 $3.25 $2.16
Dividends $2.06 $1.94 $1.88

Cepitalization and short-term debt as of March 31, 1979, and as adjusted for the proceeds from
the sale of 1,207,000 shares of $25 par value Preferred Stock on May 22, 1979 and of the - ddi-
tional Common Stock (assumed to aggregate $65,800,000) (see “Capitalization”) :

Percent of
Adjusted
Actual As Adjusted  Capitalization
Long-Term Debt (Thousands )

{(ineluding eurrent maturities) $292,390 $292 390 41.0%
FPreferred Stock 83,153 113,153 15.9
Common Stock Eyuity 273,082 307,466 43.1

$648 625 $713,009 100.0%
Short.Term Debt ‘ $95,100 $ 9,300

T




PROBLEMS FACING THE COMPANY

The Company is presently experiencing serious difficulties in financing its construetion program
which, prior to the Company’s decision to reduce its interests in nuclear plants as deseribed below,
had an estimated cost of $1,109,600,000 over the period 1979-1985. The major portion of this program
has been the Company’s 509% ownership interest in the 2300 MW nuclear plant at Seabrook, New
Hampshire; the estimated eost of this interest and related nuclear fuel over the same period is approxi-
mately $752,600,000 (see “Construction Program” and “Finaneing”).

The Company’s finaneing program had been based upon the inclusion in the Company’s rate base
of a portion (approximately 50% on average over the period) of the expenditures for construetion
work in progress (“CWIP”) associated with major generating facilities, and, in the Company’s most
recent retail rate order in 1978, the Company’s request for such inclusion was granted by the New
Hampshire Publie Utilities Commission (“NHPUC”). On May 7, 1979, a New Hampshire statute
prohibiting the inclusion of CWIP in the Company's rate base became law, and on June 5, 1979 a
hearing was held before the NHPUC on its order to the Company to show cause why it should not,
as of May 7, 1979, eliniinate from its existing rates that portion based on CWIP. At the June 5
hearing, the NHPUC ruled that the Company could not present evidence as to its general revenue
requirements, and that the only question before the NHPUC was whether the statute mandated
mmediate elimination of CWIP from rate base. Briefs have been filed and the decision of the
NHPUC is pending. See “Rates — New Hampshire Retail”.

Reduction of Construction Program. In view of the anticipated cash stringency resulting from
the elimination of CWIP (see Note (D) to the Statement of Earnings) and the resultant difficulty of
financing the 509 interest in Seabrook, the Company decided on March 3, 1979 to reduce its owner-
ship interest in the Seabrook plant to 28% by offering ownership interests aggregating 22% to other
utilities. It has also offered to other utilities its ownership interests in the Pilgrim #2 and Milistone
#3 projects. If completed, these reductions would result in an estimated 1979-1985 construetion
program for the Company of $600,600,000.

By amendment to the Joint Ownership Agreement relating to the Seabrook plant, nine other
New England utilities have agreed, subject to necessary regulatory and other approvals, to increase
gradually over an Adjustment Period of about two years their ownership interests in the Seabrook
plant by pro rata sharing of costs otherwise attributable to the Company’s ownership interest until
their aggregate investment in Seabrook will be inecreased by 22%, and the Company’s investment
reduced to 28%, of the total investment of all participants. See “Construction Program”, The amend-
ment to the Joint Ownership Agreement will become effective, and the Adjustment Period will begin,
only after receipt by all of the utilities involved of any required approvals by the NHPUC, the
Nuclear Regulatory C'ommission, the Massachusetts Department of Publie Utilities and the Vermont
Public Service Board and of approval by stockholders of two Massachusetts electric companies and
the Company as to the change in the ownership interests of such Massachusetts utilities. Although
opposition from intervenor groups is anticipated, decisions on the requested approvals are expeected
to be made by the end of 1979, The Company believes that if such approvals are received with
respect to substantially all of the proposed reduction in the Company’s ownership interest, the Com-

pany and the participants involved would probably agree to start the Adjustment Period with respect
to the changes so approved.



" Until the Adjustment Period begins, the Company must continue to finance its construction
program at its present 50% ownership interest in the Seabrook project.

Immediate Financing Program. The Company has a revolving eredit agreement with certain
commercial banks which prior to April, 1979 permitted the Company, subject to periodic review by
the banks, to borrow up to $95,000,000 until Apri! 30, 1979. On April 24, 1979, the banks extended
the maturity date to July 2, 1979 and inereased the amount to $115,000,000 and they have since
advised the Company that they are willing to extend the maturity date to October 15, 1979. The Com-
pany believes that the availability of such credit to October 15, 1979 and any extension of the
October 15 maturity date will depend prineipally upon the suceess of the Company’s finaneing pro-
gram described below and the status of the regulatory approvals required for the commencement of
the Adjustment Period; there can be no assuranee that such extension will be granted. The Company
has additional lines of eredit of $5,350,000 with New Hampshire banks. At June 15, 1979, an aggre-
gate of $104,350,000 was outstanding under such agreement and lines of credit.

The Company estimates that, in order to finance its construction program if the Adjustment
Period begins in January, 1980, it must raise up to $80,000,000 by external financing during 1979
in addition to the funds raised from the sale of the 2,000,000 shares of additional Common Stock
offered hereby (the “additional Common Stock”) assuming the econtinued availability of such
120850000 of short-term bank eredit. If the necessary approvals for the commencement of the
Adjustment Period ure obtained earlier than the end of the year, the Company’s 1979 financing
requirements would be reduced. After the sale of the additional Common Stock, the Company expects
that it will have again fully utilized its presently available bank eredit, and will require additional
external financing, during September, 1979, assuming that the present construetion schedule for the
Seabrook plant is maintained.

As part of its plan to obtain the needed funds, the Company expeets to receive in July, 1979
advance payments aggregating $10,600,000 from the other Seabrook participants against their present
ownership interests in the project. These advances will be secured by the Company’s interest in nuclear
fuel for the Seabrook project. The Company will seek the necessary additional funds through a sale
of general and refunding mortgage bonds and nuclear fuel financing. Advance payments from the
other Seabrook participants will be repaid from the proceeds of any nuclear fuel financing obtained
by the Company.

Adequate and timely rate relief, particularly if CWI1P is eliminated as deseribed above, is essential
to the Company’s financing plans. Adverse developments in rate proceedings could reduce the avail-
ability of external finaneing, including the availability of short-term bank credit. See “Business —
Rates — New Hampshire Retail”,

Consequence of Failure to Obtain Regulatory Approvals or . ‘nancing. There can be no assur-
ance that the regulatory approvals for the proposed reduction in the Company’s interest in the Sea-
brook project will be obtained or that the Company can obtain financing in the necessary amounts or
in a timely manner. Timely approvals and financing are essential to enable the Company to maintain
its construction program and continue its business operations.



INDUSTRY PROBLEMS

USE OF PROCEEDS

CONSTRUCTION PROGRAM l’




As & result, the electric needs of the Company’s customers have increased (an average annual
inerease of 7.5% in the Company's annua! peak load during the ten-year period ending December 31,
1978). Furthermore, such needs have been projected by the Company to inerease at an average annual
rate of approximately 6.5% at least through 1987, which would be the highest anticipated increase of
any major eleetric utility in New England based upon estimates furnished to the New England Power
Pool. The Company’s forecasts indicate that its net purchases of capacity will have inereased to
454 MW at the time of scheduled complotion in 1983 of the first unit of the Seabrook plant deseribed
below, of which the Company’s expeeted reduced share will be 322 MW. Certain of the utilities whose
shares in the Seabrook plant are being increased may sell all or part of their increased Seabrook
entitlements to the Company for varying periods. If the Company’s load growth projections are cor-
reet, the Company would be required to purchase capacity from other electric utilities during most
of tie 1980%. If the Seabrook plant is not completed on schedule, such purchases will merease, and
there can be no assurance that the Company would be able to purchase sufficient power to render
adequi te service to its customers.

The Company proposes to meet the projected needs of its customers primarily through its share of
the 2,300 MW Seabrook nuclear plant, with two units each having a capacity of 1,150 MW currently
planned for completion in 1983 and 1985, respectively. Unit #1 of the Seabrook plant is the only major
hase load generating station in New England now scheduled to begin service before 1985, In the viev
of the Company, both units of the plant are essential to meet not only the Company’s needs but the
New England load as well. As deseribed under “Problems Facing the Company”, the Company and
nine other New England utilities® have agreed to adjust their ownership interests in the Sea' rook
project, subject to receipt of the necessary regulatorv approvals. The following table shows the pro-
posed changes in ownership interests:

Increase Adjusted
Present (Decrease) Adjusted MW

Utility Interest in Interest Interest Capacity
The Compuny 30.000009%, (22.00000) % 28.000009 644.00
MMWEC 5.50249** 13.87446 19.46695 4774
NB 4.37370%* 2.17390 6.54760 150.59
Bangor 0.37249 1.80142 2.17391 50.00
Montaup 2.93531°* 1.00000 3.93531 90.51
CMP 254178 1.00000 3.54178 81.46
CVPbs 1.500986%* 1.00000 2.59006 59.59
GMP> 0.00000 1.00000 1.00000 23.00
Taunton 0.10034 0.13085 0.23099 5.31
Hudson 0.05780** 0.01957 0.07737 1.78

*Messachusetts Municipal Wholesale Eleetric Company (“MMWEC"), New Bedford Gas and
Edison Light Company (“NB”), Bangor Hydro-Electric Company (“Bangor”), Montaup Electrie
Cempany (“Montaup”), Central Maine Power Company (“CMP”), Central Vermont Public Ser-
vice Corporation (“CVPS"), Green Mountain Power Corporation (“GMP"), Town of Hudson,
Massachusetts, Light and Power Department (“Hudson”) and Taunton Municipal Lighting Plant
Commission (“Taunton”),

**Reflects ehanges which will result from transfers by participants, other than the Comp&qy, pn;V'g4

ously agreed to but not yet completed.
7" 2 - s 11
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After such adjustments, the Company’s share of the cost of Seabrook, including the initial nuelear
fuel, is estimated at $561,500,000, excluding any allowance for funds used during construction which
allowance is estimated to be $301,600,000. If the Company’s ownership interest should remain at 50%,
these amounts would be £1,002,722,000 and $429,000,000, respectively. See “Problems Facing the Com-
pany” and “Financing” for a discussion of the factors affecting the financing of the Seabrook plant,
and see “Business — Seabrook Nuclear Project” for a discussion of administrative proceedings and
litigation relating to the Seabrook plant,

The Company’s aggregate construction program for the seven-year period 1979 through 1985,
which is subject 1o continuing review ard adjustment, is currently estimated to be about $600,600,000
(exelud ag any allowance for funds used during construction) if its ownership interest in Seabrook
is reduced to 28% as desceribed above and under “Problems Facing the Company” and its ownership
interests in Pilgrim #2 and Millstone #3 are sold. Such construction expenditures would total
#1,109,600,000 if such interests remain at their present amounts. The following table sets forth the
Company's estimated construetion expenditures for 1979 (assuming no effect in this year of its reduced
construetion program) and the unadjusted and adjusted construction programs as described above
based ‘n current eonstruction schedules and cost projections (ineluding an inflation factor, which in
the case of Seabrook is 8% per annum )

Estimated Construction Expenditures

(Millions of Dollars)
p Unadjusted Adjusted
Generating Facilities 1979 1979-1985 1979-1985
Company's Share of Seabrook Nuclear Project
Plant $140.7 $ 6730 271.9
Nuclear Fuel 212 796 39.9
Total 161.9 7526 3118
Participation in Other Plants®
Nuclear Plants 6.6 67.7 6.6
Nuelear Fuel 0.4 75 0.4
Total 7.0 75.2 70
Other Generation 25 124 124
Total Generating Facilities 1714 840 2 3212
Transmission Facilities 11.0 128.0 128.0
Distribution and General Facilities 18.2 1414 1414
Tot: | $200.6%% $1,109.6 #6006

® See “Business — Joint Projects.”

**0f this amount, approximately $66,100,000 had been expended through April 30, 1979,

The following table shows the aggregate amount for each of the years 1979 through 1985 of the
Company's sstimated construction program before and after adjustment to reflect the reduction of

\" "}



the Company’s ownership interest in Seabrook to 28% commencing in January, 1980 and the sale of
its interests in Pilgrim #2 and Millstone #3 by that date:

Unadjusted Adjusted

g Tegen
1979 $ 200 600,000 $200,600,000
1980 220,100,000 30,200,000
1981 210,600,000 46,800,000
1982 169,400,000 105,200,000
1983 126,200,000 81,500,000
1984 120,300,000 82 800,000
1985 62,400,000 53,500,000
Total $1,109,600,000 $600_ 600,006

Actual construction expenditures could vary from these estiniates because of changes in the Company’s
plans and load forzcasts, cost fluctuations, licensing delays, and other factors. The Company is
continuing to experience increases in construction costs for the Seabrook nuclear plant as a result of
escalating labor, material and equipment costs caused by delays in the regulatory proceedings relating
to the plant. The Company estimates that the ultimate cost of its share of Seabrook would incrcase
between $5,770,000 and $7,900,000 for a 28% ownership interest (and between $10,300,000 and
$14,100,000 for a 50% ownership interest) for each month’s delay in completion. Delays of more than
one month may result in a higher per month cost; the increase in cost in each case depends upon the
cause and length of the delay. It is also possible that additional expenditures may be required to meet
regulatory and environmental requirements at the Seabrook nuclear vlant and at the Company’s other
generating facilities. See “Industry Problems” and “Business — Environmental Matters.”

The complexity of present-day electric utility technology and the time required for the construe-
tion of generating facilities and for the completion of the necessary licensing and regulatory proeceed-
ings, which have become increasingly extensive, have compelled the Company, as well as other electric
utilities, to make substantial investments in the construction of such facilities befcre the licensing and
regulatory proceedings are final. At April 30, 1979, the Company had invested approximately
$348,800,000 (including allowance for funds used during construetion of approximately $38,800,000)
in the Seabrook nuclear plant. While it is possible that future developments could lead to cancellation
of the project, the Company considers such a possibility unlikely not only because the necessary
construction permits and approvals have been received (although certain of them are subject to further
court appeal and administrative proceedings, see “Business — Seabrook Nuclear Project”) and con-
struction is proceeding but also because of the projected need for the plant’s power in the Company’s
service area and in New England generally. However, if the Seabrook project were cancelled, the
Company estimates that at the present time its share of the total costs would be substantially more
than its investment; the precise amount would depend upon a number of factors, including the
amount of termination charges and salvage and the results of negotiations in conneetion with eontract
terminations. The Company would apply to regulatory authorities for gp al to amortize its share

9 _ -
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of total costs over an apprepriate future period and to recover such costs through the Company's
retail and wholesale rates, While the Company cannot prediet whether and to what extent regulatory
authorities would permit such recovery, construction of the plant was authorized by the New Hamp-
shire Public Utilities Commission based upon its finding that the plant was required tc meet the
demand for electric power. See “Business — Seabrook Nuclear Project — NHPUC",

FINANCGING

Financing of the Company’s 1979-1985 construction program estimated at $600,600,000 (assuming
its construction program is reduced as deseribed above), and the refinancing at maturity of certain
long-term debt and required sinking fund payments together aggregating $114,942000 during this
period (see Notes 4 and 6 of Notes to Financial Statements), represent a major undertaking for the
Company. Approximately $169,000,000 is expected to be generated from internal funds (prinecipally
after 1982) assuming UWIP is not included in rate base after June 30, 1979. The balance is expected
to be financed from external sources.

During 1978, the Company raised approximately $83,900,000 from permanent financing, consist-
ing of approximately $23 900,000 from the sale of 1,200,000 shares of Common Stock in May and
$60,000,000 from the sale of (ieneral and Refunding Mortgage Bonds in September. The Company
raised $39,640,000 from the sale of 2,000,000 shares of Common Stock in January, 1979, and $30,000,000
from the sale of Preferred Stock in May, 1979, The Company’s financing plans for the 1979-1985
period include the issuance of common stor ., preferred stock and long-term debt, nuclear fuel financing
and intermediate-term debt financing.

The success of the Company’s finaneing plan is dependent upon a number of factors, including
the Company’s ability to obtain adequate and timely rate increases, conditions in the securities mar-
kets, economic conditions and the Company’s level of sales and particularly resolution of the matters
discussed under “Problems Facing the Company”.

Mortgage Bomds. Due to certain restrictions in the Company’s First Mortgage Indenture, no
significant amount of First Mortgage Bonds may be issued thereunder until an operating license is
obtained for Seabrook Unit #1, now anticipated in late 1982, The Company is considering seek-
ing the consent of the holders of its First Mortgage Bonds (75% in principal amount required) to
amend that Indenture by modifying or eliminating these restictions, but no assurance can be given
that such consent will be sought or obtained. If these amendments are made, the Company is required
to redeem all outstanding General and Refunding Mortgage Bonds described below by exchange for
First Mortgage Bonds; until such time, such First Mortgage Bonds as may be issued will be pledged
a8 additional security for the General and Refunding Mortgare Bonds.

Because of the restrictions in the Company’s First Mortgage Indenture, the Company has entered
into the General and Refunding Mortgage Indenture dated as of August 15, 1978, constituting a sec-
ond mortgage on the Company’s properties to secure General and Refunding Mortgage Bonds. The Com-
pany sold $60,000,000 of such Bonds to institutional investors in September, 1978. The terms of the Gen-
eral and Refunding Mortgage Indenture are generally similar to those of the First Mortgage Indenture
except for elimination of the above-mentioned restrictions on issuance of bonds and the inelusion of a
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limitation on the amount of other income (including AFUDC) includible in earnings coverage under
the General and Refunding Mortgage Indenture. For the twelve months ended March 31, 1979, the
earnings coverage of interest on bonds was approximately 3.46, as compared with the requirements for
the issuancc of additional bonds eontained in the General and Refunding Mortgage Indenture of 2.0.
At March 31, 1979 the earnings coverage test would have limited the pr neipal amount of General and
Refunding Mortgage Bonds (11149 annual interest rate assumed) which could have been issued to
$142 600,000, Upon the exelusion of CWIP from rate base, the earnings coverage will he adversely
affected and the amount of Bonds issuable under the Genera! and Refunding Mortgage Indenture will
be significantly reduced.

Bank Financing. The Company has a revolving credit agreement with 2 group of seven commer-
cial banks under which the Company may borrow up to $115,000,000 through June 29, 1979. Amounts
outstanding under the eredit are due and payable on July 2, 1979 but the banks have advised che
Company that they are willing to extend the maturity date to Oetober 15, 1979; there can be no
assurance that the maturity will be extended beyond that date. The same group of commercial banks
have extended to the Company a $25,000,000 term eredit due January 3, 1980, The Company has
agreed to use its best efforts to make arrangements mutually satisfactory to the Company and the
banks to issue General and Refunding Mortgage Bonds to secure all revolving eredit advances
exceeding £95,000,000 and the term eredit. The Company has additional lines of eredit aggregating
$5,350,000 with New Hampshire banks. The Company is exploring the possibility of obtaining addi-
ttonal loans from other eommereial banks.

As of Mareh 31, 1979, the Company could have incurred approximately $123,000,000 of short-
term unsecured indebtedness under its Articles of Agreement without obtaining the approval of
holders of the Preferred Stock. The NHPUC has approved up to $121,700,000 of short-term borrowings.

Preferred Stock. Under the Company’s Articles of Agreement additional Preferred Stock may
be issued without the affirmative vote of the holders of a majority of either class of the Preferred Stock
provided that the ratio of earnings to fixed charges and preferred dividends, ineluding dividends on
Preferred Stock to be issaed, is at least 1.50. For the twelve months ended March 31, 1979, the
ratio of earnings to fixed charges and preferred dividends computed under the method preseribed by
the Company's Articles of Agreement was 2.10; as of that date, after giving effect to the issuance of
1,200,000 shares of the Sinking Fund Preferred Stock 11.24% Dividend Series, $25 par value, on
May 22. 1979, suc" ratio would have been 1.88, and the Company could have issued, without such
vote of the holders of the Preferred Stock, approximately $71,000,000 of additional Preferred Stock
(11149 annual dividend rate assumed).

COMMON STOCK DIVIDENDS AND PRICE RANGE

The Company has paid regular quarterly dividends on its Common Stock since 1946 when its
Common Stock first became publiely held. The Company’s annual dividend increased from $1.64 to
$1.72 in 1975, to $1.86 in 1976 and to $1.88 in 1977. The quarterly dividend paid November 15, 1978
was inereased to $0.53 ($2.12 annual rate). A quarterly dividend of 53¢ per share was declared by the
Board of Direcgors at its June 21, 1979 meeting payable August 15, 1979 to holders of record of
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Common Stock on July 31, 1979. The shares of the additional Common Stock offered hereby will be
entitled to this dividend. It is the intention (* the Board of Directors to continue to pay dividends
quarterly on the Common Stock, but such dividends will be dependent on the future earnings and
finaneial condition of the Company and other factors. See “Statement of Earnings” as to dividends
paid on Common Stock.

The following table indicates the high and low sale prices of the Common Stock as reported in
The Wall Street Journal as New York Stock Exchange transactions through January 23, 1976, and
a8 composite transactions thereafter:

High Low High Low
1974 . 1974 10 1978
First Quarte 21 191
1975 0 1% ' s % %
Second Quarter 2084 1874
1976 - 213 185 Third Quarter 221, 1914
1977 Fourth Quarter 2215 191
Fire* Quarter 213, 1974 o
Second Quarter 22 198 Fit Quester 1% 19%
g ) Second Quarter
1 9
Third Quarter 2214 208 (t) sough
Fourth Quarter 2134 193/ June 20, 1979) 197 1714

The last reported sale price on tue New York Stock Exebinge on June 20, 1979 was $19.25. The
book value of the Common Stock at March 31, 1979 was $23.09 ner share.

The Company has a Dividend Reinvestment and Common S.ock Purchase ¥an under which
holders of its Common Stock may automatically reinvest their dividends, make optional cash invest-
ments of an aggregate of from $25 to $5000 per quarter, or both, in additional shares of Common
Stock without payment of any brokerage commission or service charge. Participation in the Plan is
offered only by means of a separate prospectus available upon request from the Company. The Plan
was suspended before the May, 1979 dividend payment date pending revision of the offering prospectus
to reflect the matters described under “Probiems Facing the Company”. It is expected that the Plan
will be reinstituted before the August dividend date.



(a)

(b)

(e)
(d)

(e)

(f)
(g)

CAPITALIZATION

The capitalization and short-term debt of tue Company as of March 31, 1979 was, and adjusted
as of that date to reflect (a) the issuance of 1,200,000 shares of Sinking Fund Preferred Stock, $25
par value, on May 22, 1979, and (b) the issuance of 2,000,000 shares of Common Stock, $5 par value,
offered hereby and the application of the combined proceeds thereof (assumed to aggregate
$65,800,0600) would bave been, as follows:

Amount Outstanding
March 31, 1979 Adjusted
Amount Percent Amount Percent

Long-Tsrm Debt (including current maturities) (Thousan s of Dollars)

First Monsng! Bouds (a) $200,190 $200,190

General and Refunding Mortgage Bouds (b) 60,000 60,000

Promissory Note 25,000 25,000

Pollution Countrol Revenue Bounds 7,200 7,200
Total Long Term Debt 202,390 45.1% 202 390 4199

Preferred Stock — Cumulative
$100 Par Value, Authorized, 1,35( 000 shares

Qutstanding, 651,527 shares (¢) 68,153 68,153

$25 Par Value, Av'h--ized, 2,000,050 shares

Outstanding, 80y 000 shares; adjusted,

1,800,000 shares (¢) 15,000 45,009
Total Preferred Stock 83,153 12.8 113153 159

Common Stock Equity
Common Stock — $3 Par Value

Authorized, 18,000,000 shares
Outstanling, 11,822,056 shares; adjusted,

13,822,058 shares (d) 59,110 69,110
Other Paid-Ta Capital 138,460 1628« @)
Retained Esrnings 75,512 75,512
Total Common Stock Equity 273,082 42.1 307,466 43.1
Total Capitalization (f) $648,625 100.09% §713.000 100.0%
Short Term Debt $ 95,100 $ 29,300(g)

Because of eertain vestrictions in the First Mortgage Indenture no significant amount of bonds

may now be issued thereunder. See “Financing”. For a deseription of the outstanding series,

see Note 6 of Notes to Financial Statements.

The amount of bonds issuable under the General and Refunding Mortgage Indenture is subject to

certain restrictions. See “Financing”. For a deseription of the outstanding series, see Note 6 of

Notes t0 Financial Statements.

For a d-seription of the outstanding series, see Note 4 of Notes to Financial Statements.

In add’ ion as of March 31, 1979 there were reserved for issuance upon conversion of the 54,527

shares of Convertible Preferred Stock, 5509 Dividend Series, 234,928 shares of Common Stack

based upon the nversion price of $23.21 per share (the Convertible Preferred Stock being taken

at its par value of $100 per share). The issuance of the 2.000,000 shares of additional Common

Stock will result in adjustment of the eonversion price to $ per share and an aggregate of
shares of Common Stock will be reserved for issuance upon such eonversion,

The expenses of issuing the Common Stock offered hereby (estimated at $115,000) will be paid

out of the general funds of the Company and, like the underwriting commissions and the expenses

of issuing the Preferred Stock in May, 1979, charged to Other Paid-In Capital.

See Note 7 of Notes to Financial Statements with respect to Commitm»nts and Contingencses.

On the date of the issue of the additional Common Stock, short-term bank borrowings are e.

pected to be approximately $115,000,000, See “Use of Proceeds” and Note 3 of Notes to Financial

Statements.




STATEMENT OF EARNINGS

The following Statement of Earnings, so far as it relates to the five years in the period ended
December 31, 1978, has been examined by Peat, Marwick, Mitchell & Co., independent certified publie
accountants, whose report thereon appears elsewhere in this Prospectus.
twelve months ended March 31, 1979 is unaudited and, in the opinion of management, includes all
adjustments (consisting only of normal recurring accruals) necessary to a fair statement of results of
operations for such period. This statement should be read in conjunection with the other finanecial

statements and the related notes appearing elsewhere in this Prospectus.

Twelve Months
nf.:::gl Year Ended December 31,
ﬂ) 1978 1977 1976 1975 1974
(Unaudited ) (Thousands of Dollars)
Operating Revenues (A)(B) $265,843 $260,751 $214,787 $196.674 $1%6,303 $155,930
Operating Expenses el ¥
Operation
Fuel (B) K1,837 71,006 70,500 54,851 5!,5!1 43,161
Purchased and Interchanged Power 30,618 43,422 47,810 36,468 27,15 32,505
Other 32,804 31,490 27,641 25,058 22,”-!“ 19,283
Maintenance (A) 17,565 17,502 14,550 12,930 10,727 8575
Depreciation (A) 14,024 14,752 14,117 13,791 13,522 11,624
Federal and State Taxes on Income
(A)(C) 19,246 19,666 8,399 9,733 9,916 3,702
Other Taxes, Principally Property Taxes 13,858 13,585 12,596 11,860 10,018 4,756
Total Operating Expeuses 219,043 212,313 185,613 164,721 151,865 128,600
Operating Incowme 45801 48358 20,174 31,953 34,498 27,324
Other Income and Deductions - =
Allowanze for Equity Funds Used During
Construyetion (D) s, 9830 7828 6,003 3,205 1,573 1,785
Equity in Earunings of Affiliated Com
panies (A) 874 870 802 1,007 870
Other -~ Net 1,046 983 491 Ri 2,644
Total Gther Income and Deductions 10,850 9.651 T 7.388 073 5000
Income Before Interest Charges 59,751 TTHR019 38,560 32,623
Interest Charges =
Interest on Long Term Debt 29,802 21,073 18,9580 17,932 16,650 13,547
Other Interest 9,338 8,201 2,029 200 1,209 4672
Allowanee for Borrowed Funds Used
During Comstruction (D) 10,029) (7,762 (6,171 (2,661) 1.307) (1,896)
Net Interest Charges 22111~ 21512 T 145838 15561 18582 2 16,323
Net Ineome T a7.640 T 36,507 T e1.792 20,095 0,808 16,300
Preferred Dividend Requirements 8,377 6,391 5,120 4,348 3,604 3,378
Earnings Available for Common Stock $ 31,263 T 40,118 $ 16,6802 $ 16,147 $ 17,204 $ 12022
Average Shares of Common Stock Outstand ' -
g (Thousands) 0,083 9,275 7.680 6,372 6,124 5,134
Earnings Per SBhare of Common Stoek (E) $3.12 $3.2 $2.16 $2.53 $2.81 $2.52
Dividends Per S8hare of Common Stoek $2.06* $1.04 $1.88 $1.56 $1.72 $1.64

*Includes s dividend of 53¢ per share deciared by the Board of Directors on April 2

CWIP) associated-with major gemmtmg projects. The mclusxon of CWIP j

POOR ORI

The information for the
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5, 1979, paid on May 15, 1979
(See “Management’s Discussion and Analysis of the Statement of Earnings™.)

(A) See the applicable portion of Note 1 of Notes to Financial Statements.

{B) Since December 3, 1977, the Company’s New Hampshire retail rates have been based in part upon

the inclusion in the Company’s rate base of a portion of the costs of construction work in progress

te base inereases




: revenues from customers to cover the costs of financing such CWIP. See “Business — Rates —
New Hampshire Retail” for information concerning the elimination of CWIP from the Com-
pany’s rate base.

See “Rates — Other” for a discussion of increased rates to wholesale customers put into effect
by the Company on July 29, 1978,

During 1977, the Federal Power Commission (FPC) affirmed an Administrative Law Judge’s
decision which resulted in the Company refunding in Oectober, 1977 approximately $1,622,000 of
1975 wholesale fuel adjustinent clause revenues. This decision was affirmed by the United
States Court of Appeals for the District of Columbia Circuit on May 3, 1979. Pending a deci-
sion by the Company regarding a further court appeal of this matter, the Company has charged
the refund with interest to deferred debits,

In August, 1976, the Company and a fuel supplier reached agreement on the amount of a fuel
inventory adjustment. As a result of this settlement, operating revenues and fuel expense for
1976 are each approximately $4,595 000 less than they otherwise would have beer.

((’) See Note 2 of Notes to Financial Statements for information regarding income taxes.

(D) AFUDC is the estimated cost, during the period of construction, of funds invested in the con-
struction program which are not being recovered from customers through current revenues. Such
allowance is not realized in cash currently but under the rate-making process the amount of the
allowance will be recovered in cash over the service life of the plant in the form of increased
revenue collected as a result of higher plant costs. The NHPUC, commencing on December 3,
1977, permitted the Company to include in rate base a portion of the costs of construction work
in progress (CWIP) associated with major generating projects. Therefore, AFUDC for the year
1978 and the twelve months ended March 31, 1979 does not include the cost of funds invested in
the construcvion program which are being currently provided for by revenues f the Company.
To the extent CWIP is not included in the Company’s rate base, the cost of funds invested in
CWIP (interest on debt and return on equity, ircluding dividends) will not be provided by
revenues and Jarger amounts of AFUDC will be added to the cost of the plant being constructed
with offsetting credits in the Statement of Barnings. Since the eredits are not cash items, cash
for interest and dividends may need to be provided in whole or in part by additional financing
during the construction period,

AFUDC net of applicable deferred income tax provisions equalled 32.5% and 37.8% of net
income for 1978 and the twelve months ended March 31, 1979, respectively, Th: Company
capitalized AFUDC at a net-of-tax rate of 714% for 1974, Effective January 1, 1975, the Com-
pany began using a pre-tax rate of 914% (increased to 109, effective January 1, 1979) and
began recognizing deferred income tax expense applicable to the current tax reduction resulting
from interest expense associated with construction, but these changes had no significant effect on
net income.

The Company began compounding AFUDC on February 1, 1977 resulting in an increase in
the gross amount of AFUDC capitalized during 1977 and subsequent periods. This change
inereased 1977 net incowe and earnings per share of common stock by approximately $816,000
and $0.11, respectively.



(E) Earnings per share are based on the average number of common shares outstanding, after recog-

nition of preferred dividend requirements.

(F) The following quarterly information is unaudited, and, in the opinion of management, is a fair
summary of results of operations for such periods. Variations between quarters reflect the sea-
sonal nature of the Company's business, and beginning with the fourth quarter of 1977, addi-
tionally includes the effect of rate increases. See — “Management’s Discussion and Analysis of
the Statement of Earnings.” The fourth quarter of 1977 also includes an adjustment which de-
creased maintenance expenses recorded in the first three quarters of 1977 by approximately

$1,000,000.
Quarter Ended
Year 1979 Year 1978 Year 1977
March  Dee.  Sept.  June March Dec.  Sept. June  March
{Thousands except Per Share Amounts)

Operating Revenues $80,072 $69.3468 $62387 857038 $71.980 $57,091 B$52678 $47,40]1 §$57.527
Operating Income 14,768 12324 11,700 10,119 14,195 9,100 8,611 5,252 8,202
Net Income 12,217 9,359 8,872 7,092 11,084 7,390 5,008 3244 5,990
Preferred Dividend

Requirements 1,58 1594 1,508 1599 1600 1516 1,099 1,197 1208
Eamnings Available for

Commeon Stock 10,631 7,765 7,274 5,507 9454 5874 3,898 2,047 4,782
Average Shares of Common

Stock Outstanding 1,310 9770 9755 9,109 8447 S444 7,823 7,230 7,200
Eamings Per Share of

Common Stock $0.94 $0.79 $0.75 $0.61 $1.12 $0.70 $0.50 $0.28 $0.66

Recent Results of Operations

Information with respect to the results of operations for the twelve months and four months
ended April 30, 1979 and 1978 is as follows:

Operating Revenues
Operating Income
Net Income

Preferred Dividend Requirements

Earnings Available for Common Stock
Average Shares of Common Stock Outstanding
Earnings Per Share of Common Stock

The foregoing information is unaudited and, in the opinion of management, includes all adjust-
ments (consisting only of normal recurring accruals) necessary to a fair statement of results of
operations for such periods. Information for the tweive and four months ended April 30, 1979 may
not be indicative of results for the full year ending December 31, 1979.
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Twelve Months Ended Four Months Ended
April 30, 30,
1979 978 1979 1978
(Thousands except Per Share Amounts)
$272,132 $232,785 $103,334 $91 953
48,752 36,833 18,226 17,812
37,662 28,192 14,893 13,738
6,374 5,648 2,116 2,133
31,288 22 544 12,777 11,605
10,261 8,086 11,445 8 448
$3.05 $2.79 $1.12 $1.37
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Management’s Discussion and Analysis of the Four Months Ended April 30, 1979
as Compared with the Four Months Ended April 30, 1978

Operating Revenues inereased $11,381,000 prineipally due to (1) the operation of the fuel adjust-
ment clause ($4.823,000), (2) an inerease in unit power sales ($1,797,000), (3) an increase in rates te
New Hampshire retail customers of approximately $3,000,000 on an annual basis effective June 1,
1978, (4) an increase in rates to wholesale eustomers of approximately $2,400,000 on an annual basis
effect ve July 29, 1978 and (5) an increase in prime energy sales.

Jarnings per share declined prineipally due to the larger number of shares outstanding and
because operating margins have declined due to higher operating expenses. The Company anticipates
that margins will remain under pressure unless and until higher rates become effective.

MANAGEMENT'S DISCUSSION AND ANALYSIS
OF THE STATEMENT OF EARNINGS

Twelve Months Ended March 31, 1979 as Compared with Celendar 1978:

“Operating Revenwes” increased $8,092,000 principally due to (1) the operation of the fuel
adjustment clause ($2,836,000), (2) an increase i* unit power sales ($1,520,000), (3) an increase in
rates to New Hampshire retail customers of approximately $3,000,000 on an annua! basis effective
June 1, 1978, (4) an increase in rates to wholesale customers of approximately $2,400,000 on an
annual basis effeetive July 29, 1978 and (5) an increase in prime energy sales,

“Fuel Erpense” increased $9,841 000 because a larger percentage " total power supply was
generated by Company-owned fosail fuel plants.

“Purchased and Interchanged Power” decreased $3,804,000 due to the increased generation by
Company-owned fossil fuel plants.

“ Allowance for Equity Funds Used During Construction” and “Allowance for Borrowed Funds
U'sed During Construction” inereased due to an increase in the Company's construction program,
primarily the Seabrook nuelear plant,

“Other Interest” inereased $1,137,000 due to an inerease in the rates and lovel of short-term
borrowings from banks as an interim method of financing construction of new facilities.

1978 as Compared with 1977

“Operating Revenues” increased $45,964,000 principally due to a rate increase to New Fampshire
vetail eustomers on December 3, 1977 ($27,000,000 on an annual basis), inereased to $30,000,000 on
an annual basis on June 1. 1978; a rate increase to wholesale customers on July 29, 1978 (approxi-
mately $2,400,000 on an annual basis); increased revenue associated with the operation of a fuel
adjustment elause ($10,000,000), and an inerease in prime energy sales.

“Purchased and Interchanged Power” increased $5,612,000 prineipally due to increases in capa-
city and energy purchases necessary to meet the Company’s increased KWH sales and replacement
power as required during the shutdown of Merrimack Station.

“Other Operating Ezpenses” increased principally because of the effect of inflation on wages,
supplies and services and smployee benefits, the exact amount of which eannot be determined indi-
vidua'ly. L :
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“Maintenance Expenses” increased principally due to increased cost of maintenance at Merrimack
Station (approximately 60% of the total inerease) and because of the effeet of inflation on wages
and materials (approximately 34% ) and on costs of annual maintenance at other generating stations
{approximately 6% ).

“Federal and State Tares on Income” increased $11,267,000 principally due to an inerease in
current taxable income due to inereased operating revenues, and an inerease in deferred taxahle
income,

“Other Taxes, Principally Property Tares” increased due primarily to higher real estate property
assessments and tax rates.

“Allowance for Equity Funds U'sed During Construction” and * Allowance for Borrowed Punds
Used During Censtruction” increased due to an inerease in the Company’s construetion program,
primarily the Seabrook nuclear plant.

“Other Income and Deductions — Other — Net” inereased $560,000 primarily as a result of in-
ereased interest income from short-term investments,

“Interest Charges” increased principally due to (1) additional long-term debt outstanding (ap-
proximately 25% of the total inerease) and (2) an increase in the rates and level of short-term
borrowings from banks as an interim method of financing construction of new facilities (approxi-
mately 75% ).

1977 as Compared with 1976:

“Operating Revenues” increased $18,113,000 in 1977 principally due to increased revenue associ-
ated with the operation of a fuel adjustment clause ($7,685,000), an increase in unit power sales
($3,268,000), a rate increase to New Hampshire retail customers on December 3, 1977 (£27,000,000 on
an annual basis) and an increase in prime energy sales.

“Fuel Expense” increased $15,619,000 in 1977 because a larger percentage of total power supply
was generated in Company-owned fossil fuel plants (approximately 499 of the total amount) and
due to increases in the nnit costs of coal and oil (approximately 21% ), and also because of the inven-
tory adjustment referred to in Note (B) to Statement of Earnings (approximately 309 ),

“Other Operating Ezpenses” increased in 1977 principally because of the effect of inflatic:: on
wages, supplies and services, employee benefits, and additional cost for transmission services associated
with additional power purchased.

“Maintenance Expenses” inereased in 1977 principally due to increased costs of maintenance at
Merrimack Station (approximately 12% of the total increase) and beeause of the effeet of inflation
on wages and materials (approximately 48% ) and on costs of annual maintenance at all generating
statious (approximately 409%),

“Federal and State Tazes on Incone” decreased $1,334,000 in 1977 primarily due to a decrease in
taxable income.

“Other Taxes, Principally Property Tares” inereased in 1977 due primarily to higher real estate
property tir rates,

“Allowance for Equity Funds Used During Construction” and “Allowance for Borrowed Funds
Used During Construction” inereasel substantially in 1977 due to (1) an inerease in the Company’s
construction program, primarily the Seabrook nuclear plant and (2) the effeet of compounding of
AFUDC semi-annually, effective February 1, 1977 as permitted by Federal Power Commission Order
No. 561. See Note (D) to Statement of Earnings, & il
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OPERATING STATISTICS

MWH Generated and Purchased — Net
Generated by Water Power
Generated by Fuel

Total Generated
Power Purchased — Nueclear Affiliates
Other Power Purchased and Interchs’

Total Generated and Purchas
Disposition of MWH Output
Sold

10
Used by the Company
Absorbed in Delivery
Total Output

MWH Sold
Residential
Industrial
Unit Power
Wholesale, Commercial and Other

Total MWH Sold

Sources of Electric Revenue (Thousands of Dollars)
Residentinl Sales
Industiial Sales
Unit Power Sales
Wholesale, Commercial and Other
Miscellaneous Opersting Revenue

Total Eleetric Revenues

Electrie Customers ( End of Period)
Residential
[ndust rial
Unit Power
Whalesale. Commereial and Other

Total Electrie Customers

Diversity of Industrial Revenues

Textile Products

Paper Products

Leather Products

Chemieals

Other Nou Durable Produets
Total Non-Durable Products

Machinery

Other Durable Products
Total Durable Products

Total Manufacturing

Commercial and Serviee
Total

Customer Statistics (Annual)
Average Customers — Residential
Average KWH Per Customer — Residential
Average Rate Cents Per KWH — Residential
Average Rate-Cents Per KWH —
Industrial
Average Rate-Cents Per KWH —
Other Utilities
Avernge Annual Bill — Residential

Average. Nuclear Fue] Cost per KWH Generated
Aversge Fossil Fuel Cost per KWH Genersted

Twelve Months
Ended Year Ended December
March 31, e
1979 1978 1977 1976 1975 1974
270,055 201,072 332,523 328,701 335,521 347,129
4404072 3849853 4,033,704 3,506,002 3,669,800 3,385,008
4,674,107 4,141,585 4,066227 3,024,708 4,005,321 3,732,027
635,174 674,337 420,116 70,994 618,787 530,129
1,044,083 1,374,245 999,082 1,002,414 819,437 1,138,423
6.450,054 6,190,407 5,004,425 -688,111 5.448,545 5,400,179
———————— e ————— 3
5910662 5,752,784 5,586,378 5,286,507 5,055,873 5,054,271
26,245 22,734 15,217 13,476 13,047 23,821
416,477 414,880 392,830 388,128 374,825 322,687
6,350,584 6,100,407 5904435 588111 5443545 “5400,770
4 ———————— —_— —_— p—— —— - — -1
1,771,026 1,765,553 1,700,528 1,676,980 1,552,212 1,552,714
1,780,161 1,743,131 1,565,068 1530480 1396957 1,470,307
434,803 388,785 545,755 372,321 24,831 502,715
1,905,672 1875315 1,763,027 1,697,717 1,581,673 1528535
5010082 5,752,734 5580378 5296507 5,085,813 B
$ 90735 § 98331 $ 81,551 $ 77,153 $ 72,167 $ 57,866
66,083 63,565 48,878 45,361 42,049 34,807
10,625 9,104 10,207 7,029 9,130 6,746
85,452 82,540 69,27 63,392 55,992 44,742
6,048 7,202 4,783 3,739 7,055 11,769
§ 205540 ¥ 260,751 § 214787 § 106674 § 186505 ¥ 155,930
244,222 244,008 238,830 232,358 226,215 221,737
1,081 1,080 1,046 1,018 987 982
1 1 1 1 1 1
31,766 21,766 30,871 30,115 29,268 28 853
277,070 276,855 270,748 263,492 ~ 958,471 251,573
3.6% 3.7% 3.99% 4.1% 4.5% 5.8%
17.6 17.2 16.5 16.8 15.7 17.9
2.0 3.0 3.2 3.4 1.6 35
9.4 93 90 8.3 7.9 81
7.2 7.4 7.9 7.6 7.7 7.5
“30.8 30.6 305 302 304 450
16.7 6.8 163 152 148 %
13.2 13.2 13.0 12.4 12.1 12.0
299 0.0 203 27.0 260 0.7
70.5 70.6 605 a7.8 86.3 3
20.5 20.4 30.2 32.2 33.7 30.7
100,06 100.09% 100.0% 100.0% 100.09% 100.0%
243,759 242,416 236,453 230,390 224 886 220,937
7,265 7,283 7,230 7,279 6,902 7,028
5.63 557 47 4.60 4.65 3.73
.69 3.85 312 2.95 3.01 2.37
3.30 3.20 3.07 2,85 2.44 212
$400.15 $405.63 $244.60 $334.88 $320.90 $261.91
0.3702¢ 0.3638¢ 0.3181¢ 0.2850¢ 0.3506¢ 0.2248¢
1.8582¢ = Q8T01¢  1.7575¢  1.6540¢  15044¢  1.2902¢
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BUSINESS
Power Supply and Properties.

The electric properties of the Company form a single integrated system ineluding transmission
facilities which are part of the New England-wide transmission grid. The maximum one-hour prime
peak loan experienced to date by the Company's system was 1,173 net MW on February 14, 1979 At
that time the Company had available to meet such load 1,154 MW of its own generating capacity, 97
MW from its participations in the four Yankee nuclear generating companies described below under
“Joint Projects” and 217 MW of purchased capacity. Because the generation and transmission
systems of the major New England utilities, including the Company, are operated as if they were a
single system, the ability of the Company to meet its load is dependent on the ability of the New
England utilities to meet the New England load. See “New England Power Pool” below.

The Company has one coal-fired 456 MW electric generating station (Merrimack Station), from
which the Company has agreed to sell to another utility 100 MW on a single unit basis from Unit #2
through April, 1998, and four oil-fired electric generating stations with an aggregate effective capability
of 641 MW, consisting of the Newington plant (420 MW, the Schiller plant (180 MW) and two
smaller plants. See “Environmsntal Matters” below. The availability of the two units at Merrimack
Station, the Company's largest fossil fuel station, has been less than desired due to foreed outages
caused by both the boilers and the turbines. However, the availability record of the Station is roughly
comparable to that of otk ¢ coal-fired generating plants of similar age and design.

The Company also has other generating facilities with an aggregote effective eapability of 162 MW
as follows: hydroelectric (48 MW), combustion turbine (111 MW) and diesel (3 MW). The
Company has participations with other New England utilities in five generating units recently com-
pleted, under construction or in Gougn stages, including the two Seabrook units. See “Consty “tion
Program”, and see “Joint Projects” and “Seabrook Nuelear Project” below.

The Company purchases capacity and energy from other utilities as necessary, together with its
own generating capacity, to meet its load growth and its reserve obligations under NEPOOL dis-
cussed below. These purchases are expected to inerease from 217 MW to approximately 454 MW by
April, 1983 when Seabrook Unit #1, in wiich the Company’s redneed interest will be 322 MW, is
eurrently scheduled to be completed and to reduce substantially the need for most of such purchases.
See “Problems Facing the Company”,

New England Power Pool.

A New England Power Pool Agreement (“NEPOOL”) to which the major investor-owned nutilities
in New England, including the Company, and certain municipal and cooperative utilities are parties,
has been in effect since 1971, This Agreement provides for joint planning and operation of generating
and transmission facilities and also incorporates generating capacity reserve obligations and provisions
regarding the use of major transmission lines and payment for such use.

Substantially all planning, operation and dispatching of eleetrie generating capacity for New
England is done on a regional basis under NEPOOL. At the time of the 1978-1979 NEPOOL winter
peak, the New England utilities had about 21,500 MW of installed eapacity to meet the New England
peak load of about 14,956 MW.

The Company’s eapability responsibility under NEPOOL involves carrying an allocated share

of a New England eapacity requirement which is determined for each period based on eertain regional
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reliability ecriteria. It is expected that the Compaay's capacity will be sufficient through its own
generating facilities, its participations and through purchases to meet its NEPOOL obligations in the
foreseeable future.

Joim Projects.

The Company is a part owner wiih other New England electrie utilities of four nuclear generating
companies. The Company owns a 7% interest in Yankee Atomic Electrie Company, a 5% interest in
Conneectizut Yankee Atomic Power Company, a 5% interest in Maine Yankee Atomic Power Company
and a 4% interest in Vermont Yankee Nuclear Pewer Corporation, each of which owns an operating
nuclear generating plant with present net capabilities of 175 MW, 575 MW, 781 MW and 528 MW,
respectively, The stockholders of each of the four nueclear generating compauies are entitled to the
entire output of the plant in proportion to their respective ownerships, and are obligated to pay their
proportionate shares of the generating company’s operating expenses and return on invested capital.

The Company is participating on a tenancy-in-common basis with other New England utilities in
the ownership of five generating units. One of these, Wyman Unit #4, a 600 MW oil-fired generating
unit in Maine in which the Company has a 3.1433% interest, commenced operation at full eapacity in
February, 1979; the other units are planned or under construetion as follows:

Company Share
Estimated Construction Cost(3)
Completion Capacity Total Per
Type Date (1) Percent(2)  (MW)(2) (Millions)(2) Xw

Seabrook #1 & #2 Nuclear 1983 & 1985 2,300 28.0000 644.0 $ B863.1 $1,340
(New Hampshire)

Piigrim #2 Nueclear 1985 1,150 3.4700 399 67.0 1,679
(Massachusetts)
Millstone #3 Nuclear 1986 1,150 3.8910 47 102.2 2,286
(Connecticut)

(1) The completion dates of th- four nuclear units have been deferred from time to time and addi-
tional deferrals may occur due to licensing delays, economice conditions and other factors.

Due to the tiine requivred for the construetion of generating facilities and the completion of
licensing and regulatory proeeedings relating thereto, substantial investments in the above units
will be required prior to the completion of licensing and regulatory proceedings. There is no
assuraace that all necessary approvals, permits or licenses will be obtained, or if obtained, will
not be modified or revoked, See “Industry Problems”,

(2) See “Problems Facing the Company” for information coneerning the proposed reduction of the
Company'’s interest in Seabrook to 286 and sale of the Company's interests in Pilgrim #2 and
Millstone #3. In connectior with such reduction, the Company may acquire up to a 5.2% interest
in a 568 MW coal-fired unit planned for construction by Central Maine Power Company at Sears
Island, Maine. If the Company's ownership interest in Seabrook should remain at 509, the
capacity would be 1,150 MW and the total cost, $1,431,722,000. 70 140
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(3) Including the cost of the initial nuclear fuel an. AFUDC on the estimated costs of unfinished
construction not included in the Company’s rate base, AFUDC was discontinued on December 3,
1977 on the portion of unfinished construction included in rate base. F @ purposes of this table
such portion of unfinished construction has been excluded from rate base effective July 1, 1979
and it has been assumed that AFUDC will be eapitalized thereafter on all anfinished construction.
See Note (D) to the Statement of Earvings for a discussion of AFUDC.

Estimated construction expenditures for the jointly owned units used in ealculating the estimated
cost per KW are based upon information furnished by the utility responsible for the construe-
tion of such unit. The Company has been advised by each of the sponsoring utilities that con-
struction budgets are continuously under review in light of inereased costs due to deferrals,
delays and other factors. The estimated expenditures and completion dates of the nuclear units
may also be affected by the licensing and regulatory proceedings relating to each unit and to
nuelear power generally and may also be affected by events and conditions which cannot now
be predicted.

Seabrook Nuclear Project.

The Company is the lead owner of the Seabrook project now under construetion in Seabrook,
New Hampshire and has entered into eontracts covering the purchase of equipment and services in
connection with the project. The projeet is planned to consist of two Westinghouse pressurized water
nuclear reactors utilizing ocean water for condenser cooling purposes. Other owners of the projeet
presently include The United IHluminating Company (“UI") (20%), New England Power Company
(10%) and a number of other utilities with smaller participations. Ul has made available for sale to
other utilities one-half of its 209 ownership interest in accordance with a recommendation of the
Connecticut Department of Business Regulation — Division of Publie Utility Control contained in a
recent rate decision. See “Problems Facing the Company” for information coneerning the proposed
reduction of the Company’s ownership interest in the projeet.

The project has required numerous approvals and permits from variour ..ate o9 federal regu-
latory bodies consisting principally of a certificate authorizing construct ¢ - of the plant (which incor-
porates related state permits) from the New Hampshire Public Utilities Commission (“NHPUC”)
under New Hampshire’s power plant siting law; approval of the once-through cooling system for the
project by the Environmental Protection Agency (“EPA”); and construction permits from the
Nuclear Regulatory Commission (“NRC"). Al of these approvais and permits have been obtained
and, except as deseribed below, there are no appeals or proceedings relating thereto. Construction of
the project is in progress,

The process of obtaining these approvals and permits has been long and complex, has been con-
sistently opposed by a number of intervening groups, has ineluded demonstrations at the Seabrook
site, and has been plagued by lengthy delays which have resulted . greatly increased costs for
the project. Court appeals from these federal regulatory approvals have been decided in the Company’s
favor, but one appeal deseribed below is still pending and further appeals are possible. The Company
is unable to predict what effeci adverse legislative action, financing problems, work stoppages or
further administrative or court decisions relating to NHPUC, NRC or EPA actions may have on the
completion of the project, on the cost of the project or on the Company, ,See “Problems Facing the
Company™ and “Construction Program”. ‘

94
-




B ——

NHPUC. The state siting proceedings began in 1972, involved lengthy hearings during 1972 and
1973 and culminated in issuance of the requisite eertificate on January 29, 1974. A subs.quent appeal
to the New Hampshire Supreme Court resulted in a remand for further findings but without in any
way invalidating the certificate. The supplemental findings were issued on December 30, 1975; no
further appeals were taken, Proceedings before the NHPUC and the New Hampshire Site Evaluation
C'vumittes are pending on the Company’s petition seeking modification of the certificate to reflect the
extension of the conling water intake tunnel ordered by the EPA, transmission line relocations ordered
by the NRC, and eeriain other transmission line relocations,

NRC. The NRC procecdings commeneed with the doeketing of the application for construction
permits on July 9, 1973, . ue hearings before an Atomie Safety and Licensing Board (the “Licensing
Board”}, in which seven int~ *venors in opposition participated, consumed over sixty days during 1975
and 1976 and vulminated on June 29, 1976 in the issuance by the Licensing Board of its Initial Deei-
sion (one member dissenting ), approving the issuance of corstruction permits for the Seabrook project.
The NRC issued the permits on July 7, 1976, and construetion commenced shortly thereafter but was
subsequently suspended in 1977 and 1978 for periods of seven months and three wo ks, respectively,
as a result of administrative proceedings and conrt appeals.

The Initial Decision was affirmed by an NRC Atomice Safety and Licensing Appeal Board (the
“Appeal Board”) (with oue member dissenting) and by the NRC. The NRC has postponed a final
decision on the seismic issue pending receipt of the opinion of the dissenting member of the Appeal
Board on that issue.

On June 30, 1978, the NRC ordered the Appeal Board to conduet further hearings on whether
cooling towers (rather than the once-through cooling system presently approved) would he environ-
mentally acceptable at the Seabrook site and whether Seabrook with cooling towers is acceptable over
alternate sites; those hearings were concluded in January, 1979, and the matter is pending decision
before the Appeal Board. The Appeal Board has indicated that it will take no action on this matter
unless the May 2, 1979 decision of the United States Court of Appeals for the First Circuit referred
ta below under “EPA” is reviewed by the United States Supreme Court, One aspect of the June 30,
1978 order was appealed by certai. intervenors to the United States Court of Appeals for the First
Cirenit which dismissed the appeal on May 30, 1979.

There is presently pending before the United States Court of Appeals for the First Circuit an
appeal by intervenors from 2 decision of the NRC challenging the NRC'’s refusal in 1976 to suspend
the Seabrook construction permits despite a court decision in litigation not involving the Company
which set aside the NRC's rule with respect to the environmental effeets of reprocessing spent fuel and
disposing of nuclear waste. ( Natural Resources Difense Council, Inc. v. NRC, D. €. Cir. Nos. 74-1385
and 74-1586, which was reversed and remanded by the United States Supreme Court on April 3, 1978
in Vermont Yankee Nuclear Power Corporation v. Natural Resources Defense Council, Inc., No.
76-419). In March, 1977, the NRC promulgated a new interim rule covering the environmental impaet
of reprocessing spent fuel and disposing of nuelear waste, whieh is applicable to Seabrook, requiring
that such impaet be considered in 1he licensing process, and the Appeal Board found that, under the
interim rule, the fuel evele impacts were too small to affect the environmental cost-benefit evaluation
of the project. However, the interim rule is also being ehallenged on appeal in the Distriet of Columbia
Cirenit ( Naturad Resources Defense Council, Inc. v. NRC', No. TT7-1448).

In March, 1979, after the Company announced its decision to reduce its ownership interest in
the Seabrook projeet, an intervenor filed a request with the NRC staff for issuance of a show cause
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order as to why the construction permits should not be suspended or revoked because of the Company's
allegec. lack of financial qualifications and lack of review of financial qualifications of the partiei-
pants whose ownership interests are proposed to be inereased. The staff on April 6, 1979, gave publie
notice that it would take action on that request within a reasonable time. The staff had previously
asked the Company to furnish further details of its financial plans, which were filed on Aprl 23,
1979, On May 2, 1979 the same intervenor filed a further request with the NRC staff for issuance of
a show cause order as to why the construction permits should not be suspended or revoked because
of the NRC's failure to require development of evacuation plans beyond the low population zone and
to evaluate the consequences of certain types of aceidents ineluding the possibility of such evacuation.
The Company cannot prediet when the staff will act on either request or what actions it wiil take.

EPA. Under the Federal Water Pollution Control Aect, as amended, the BPA has jurisdietion
over discharges from the cooling system of the Seabrook plant. In August, 1974, the Company applied
to EPA for approval of the one -through cooling system utilizing ocean water and, in June and
Oectober, 1975, the regional administrator of Region 1 of EPA approved the concept subject to
extending the intake tunnel fu: ‘er offshore. After a further hearing resulting from a court remand,
the EPA Administrator on Aug : 4, 1978 reaffirmed his previous approval of the onee-through cooling
system and thai decision was affirmed by the United “lates Court o7 Appeals for the ¥ies Uireuit on
May 2, 1579,

Other. The Company is also involved in proceedings or disputes concerning title to a portion
of the Seabrook site, the undergrounding of the Seabrook transmissior. lines and the use of the Con.-
pany’s water wells on the Seabrook site. The Company believes that none of these matters will have
a material adverse effect upon the Seabrook projeet,

Insurance. The Federal Price-Anderson Act provides, among other things, that the maximum
liability for damages resulting from a nuclear incident would be $560 million, to be provided by
private insuranee and governmental sources. As required by NRC regulations, prior to operation of
the Seabrook project, the owners of the Seabrook projeet will insure against this exposure by pur-
chasing the maximum available private insurance (presently $160 million), the remainder to be cov-
ered by the reeently implemented retrospective premium insnrance and by an indemnity agreement
with the NRC. {nder recent amendments to that Aet, owners of operating nuclear facilities may be
assessed a retrospective premium of up to $5 million for each reactor owned in the event of any one
nuelear incident ocenrring at any reactor in the United States, with a maximum assessment of $10 mil-
lion per year per rveactor owned. As a part owner of other operating New England facilities (see
“Joint Projects” above), the Company would be obligated to pay its proportionate share of any such
assessments, which presently amounts to a maximum of £1,050,000 per ineident. While it is not vet
possible to evaluate the claims being asserted as a result of the TMI incident, the Company does not
anticipate any assessments being levied under these provisions as a result of that incident.

Regulation.

The Company, as to retail rates, security issues, and various other matters, is subject to the
regulatory authority of the NHPUC. A management audit report prepared by an independent
management consulting firm at the direction of the NHPUC was released on October 11, 1978, and
identifies Poth management strengths and opportunities for improvement and makes certain recom-
mendations for action. Among the significant strengths identified are the following: tight control of
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staff levels and employee comipensation, sound financial planning, sound management of the Seabrook
preject, and a strong transmission and distribution system planning and engineering function. Ae-
cording 1o the report, the more significant opportunities for improvement are in the following areas:
the overburdening of top management, correction of operating problems at Merrimack Station, fuel
procurement and storage, and public relations. In addition to recommending expansion of the top
management group by the ereation of several new exeeutive positions. the report recommends reor-
Ruaiation and strengthening of the fuel management function, strengthening f the public affairs
function, and a comprehensive review of Merrimack Station operations. The NHPUC requested the
Company to comment on the audit report and to state how it proposes to implement the report’s
recommendations, and the Company has filed a detailed response with the NHPUC,

As to properties and business in Maine and Vermont, the Compans s subijeet io the regulatory
authority of the Publie Utilities Commission of Maine (“MPUC") and the Vermont Public Ser-
vice Board, respectively. Additionally, both the Conneeticut Department of Business Regulation —
Division of Publie Utility Control and the Massachusetts Department of Publie Utilities have limited
Jurisdietion over the Company based on the Company’s ownership as a tenant-in-common of portions
of the Millstone #3 and Pilgrim #2 nuclear units. See “Joint Projects” above. The Company is
also subject, as to some phases of its business, including accounts, certain rates, and licensing of its
hydro-electric generating plants, to the jurisdiction of the Federal Energy Regulatory Commission
(“FERC"™) under the Federal Power Act. The various nuclear generating units in which the Com-
pany has an ownership interest are subject in their construetion and operation to the broad regulatory
Jurisdiction of the NRC under the Atomic Energy Act of 1954, particularly in regard to publie
health, safety, environmental and antitrust matters, See also “Environmental Matters” below.

Rates — New Hampshire Retail.

On May 25, 1978, the NHPUC granted the Company an increase in its New Hampshire retail
rates of $30,134,232 on an annnal basis based on a test year ending in April, 1977. The order allowed
the Company a return on eommon equity of 14%, an overall rate of return of 10.19%, and included
in rate hase CWIFP associated with major generating facilities, which was substantially all of the rate
relief to which Company witnesses testified it was entitled. The order of the NHPUC was affirmed by
the New Hampshire Supreme Court on May 17, 1979. The rates filed with the NTPUC in April,
1977 were placed in effect on December 3, 1977 subject to refund; under the NHPU(’s May 25, 1978
order, no refunds were necessary, On May 17, 1979 the New Hampshire Supreme Court decided that
the Company had unlawfully applied the new higher rates to bills rendered after December 3, 1977
for service rendered before that date, and the Company hus been ordered by the NHPUC to make
refunds to its New Hampshire retail customers, estimated at approximately $1,000,000.

If, in the current NHPUC proceeding resulting from the New Hampskire statute effective May
7, 1279 w.ich prohibits inclusion of CWIP in the Company’s rate base, the NAPUC orders the Com-
pany to eliminate from its rates that portion based on CWIP, the Company’s existing retail rates
would be reduced approximately $17,500,000 to $18,000,000 on an annual basis. Sce “Problems Facing
the Company”. Although the elimination of CWIP would be largely offset by an inerease in AFUDC,
the Company’s net income would be reduced approximately 3,000,000 on an annual basis. Apart
from its effect on net income, the reduction in rates wounld also intensify the Company’s cash strin-
geney because AFUDC is a non-cash credit to income. See Note D to the Statement of Earnings. If
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the NHPUC orders such elimmation, the Company would take immediate action o preserve its
present revenues, including an appeal of any such order to the New Hampshire Suprene Court or &
request to the NHPUC for immediately effective new rates, or both, In addition, the Company
intends to file by the end of the third quarter of 1979 a new tarii¥ seeking increased retail rates which
will be based on evidence demoustrating, the Company believes, that increases in expen os dne to
inflation and inereases in rate base exclusive of CWIP justify revenues in exeess of the prewent level
of revenues which are based in part on the inelusion of existing CWIP in rate base, Under New
Hampshire law, requested new rates could be placed in effeet under bond six months after the pro-
posed effective date of such rates or sooner with the consent of the NHPUC, The Company cannot
prediet the outeome of any such request for rate relief or any appeal by the Company of an NHPUC
decision to eliminate CWIP now in rate Lase.

The Company has a fuel adjustment clause which is designed to recover, after a two months' lag,
all fuel costs above base, including the energy portion of the cost of purchased power. A hearing and
prior approval by the NHPUC is required with respect to each month's fuel adjustment rate,

The NHPUC, in September, 1976, ordered an investigation into the Company’s fuel adjustment
charges, and hearings commenced in Moreh, 1977. Al aspects of the Company’s fuel adjustment
charges are expected to be reviewed, ineluding the Company’s fuel procurement policies.

In January, 1975, the NHPUC ordered an investigation into the rate structures of the electrie
utilities under its jurisdiction. Hearings began in July, 1975 and continued from time to time through
1978. While the investigation has not been ecneluded, the proceeding has involved only the proper
distribution of rates among the varvious custorners and eustomer classes and not overall revenue re-
quirements. Pursuant to an interim order of the NHPUC issued in Marel, 1977, the Company has
implemented peak-load pricing rate experiments involving eertain of its custemers. Legislation was
enaeted it 1978 requiring the Company to offer time of day and seasonzl rates on an optional basis,
and su  rates have been made avaiiable to its residential customers and have been filed for its other
cugtomers,

Rates — Other.

Rates to the Company’s wholesale-for-resale customers inereasing revenues from these eustomers
by approximately $3,865,000 or an annual basis became effective as of April 11, 1976. On April 28
1978, the Company filed new rates with FERC preoosed by the Company to be off ‘ive on May
26, 1978 that wouid inerease revenu: from the Company's wholesale-for-resale eustome approxi-
mately $2,400,000 or 7.7% on an annua’ basis based on a 1978 test vear; the new rates w.at into eYeet
subject to refund on July 29, 1978, The Company has also filed with FERC a petition requesting the
inclusion of CWIP in rate base. After trial of the CWIP issue, the Administrative Law Judge issaed
an initial deeision on January 25, 1979, which authorized the Company to inelude in rate base CWIP
associated with major generating facilities and which allowed the Company a return on common equity
of 13%. The Judge's decision has been appealed to FERC. The Company cannot place wholesale
rates based on CWIP into effect unless and until FERC issues a final favorable deeision on the
CWIP issue.

In another proceeding before FERC, the Company’s right to colleet through a surcharge approxi-
mately $1.850,000 of acerued but vnbilled fuel ~lause revenue was contested by eertain wholesale-for-
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operating at full load. The two small plants have limited storage capacity. See “Environmental
Matters” below.

Coal. Coal for the Company’s only coal-burning unit, the 456 MW Merrimack plant, is presently
being farnished from West Virginia sources under a contract which expires in April, 1983. The
contract generally provides that a 45-day supply of eoal is to be maintained for the Company, that the
base price of the coal may be changed by \he seller annually but the Company’s disagreement with the
change will result in termination of the cor ‘ract at the end of the year, and that the price of the eoal
is subject to certain adjustments for changes in the sellor’s costs. The Company’s policy is to maintain
& 60-day supply of eoal on hand for the Merrimaek plant; at June 16, 1979, a 63-day supply was
on hand. The plant, with 119 MW and 337 MW units, presently requires a total of approximately
1,000,000 tons of coal per year. Future annu.' tonnage requirements of the Company may be more
or less *“4r that figure depen:ling upon = number of variables including particularly the relative cos
and avuilability of coal and other fuels and possible conversion of units presently burning oil. See
“Environmental Matters” below,

The Company’s approximate average costs of oil and coal for 1973 through April 30, 1979 were
as tollows:

Oil Per Oil Per Coal Per Coal Per § ('o;l;m

Barrel Million BTU Ton Million BTU er Ton
1973 $ 3.95 $0.61 $13.78 $0.51 .
1974 11.32 1.83 21.97 U.82 $40.67
1975 11.49 1.88 3256 1.24 37.50
1976 ! 10.95 1.77 34.33 1.25 35.27
1977 12.97 2.09 35.54 1.31 -
1978 12.13 1.95 39.09 1.47 38.54
1979 (through April 30) 1231 1.98 40.62 1.50 —

*No snot purchases by the Company during the period.

Nuclear. The cyele of production of nuclear fuel consists of (1) the mining and milling of
uranium ore, (2) the conversion of uranium concentrate to uranium hexafluoride, (3) the enrichment
of the uranium hexafluoride, (4) the fabrication of fuel assemblies and (5) the reprocessing, storage,
or disposal of spent fuel,

With respect to the Seabrook units, the Company has long-term contraets for enrichment. The
Company also has contracts for conversion serviees and for the fabrication of the initial cores and six
reload regions (cach region consisting of one-third of a complete core). These contracts are expected
to meet the Company’s requirements for fuel eyele services as follows: enrichment through 2008,
conversion through 1987, and fabrieation thronugh 1986,

The Company has contracted for all of the uranium concentrates required to commence operation
of the Seabrook units and is actively secking additional sources thereof, which it expects will be avail-
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resale customers, and FERC ruled against the surcharge and ordered the Company to refund approxi-
mately $1,622,000 with interest, the balance not having been billed. FERC's decision has been
affirmed by the United States Court of Appeals for the District of Columbia Cireuit. See Note (B)
to Statement of Earnings. In another phase of the same proceeding, FERC has ordered a refund
of the higher cost of spot-market purchases of eoal by the Company; the Company has applied for a
rehearing on the order.

Rates essentially identical to those in effect in New Hampshive prior to December 3, 1977 were
placed in effeet in Vermont on May 1, 1975, and in Maine on March 2, 1976. On an annual basis,
about $65,000 of additional revenues results from: the Vermont inerease and approximately $592,000
results from the Maine inerease. In its decision allowing the increase to become effective in Maine,
the MPUC commented on the disparity between the allowed rates of the Company and those of Central
Maine Power Compa,y (CMP), which serves adjacent termitory ai lower rates. The decision requested
the managements of the two companies to discuss the possibility of a transfer of the Company’s Maine
business to CMP and stated that in the future the MPUC might use CMP's rates as a yardstick to
determine the reasonableness of the Company’s rates. While preliminary diseussions have been held
between the two managements, no eonclusions have been reached eoncerning the desirability of such
a transfer. In 1978 the Company obtained from its Maine customers approximately 1.4% of its
operating revenues. The Company has recently solicited offers for the purchase from it of its business
and properties in Vermont, its revenues from which in 1978 amounted to approximately $672,000, or
about .25% of its operating revenues.

A eomplaint was filed with the MPUC in April, 1976, by two Maine municipalities and a number
of their residents who are enstomers of the Company alleging that the Company’s rates are unreason-
able and diseriminatory and requesting that the rates be redueed to a level no higher than the rates
of CUMP. Hearings began in December, 1976, and the proeeeding is still pending.

Fuel Supply.

For 1978, the Company’s firm net output was derived 53¢ from oil, 27% from coal, 15% from
nuclear, and 5% from hydre. As indicated above under “Power Supply and Properties” and “New
England Power Pool”, substantially all of New England's generation and transmission systems, in-
cluding those of the Company, are operated as if they were a single system.

0Oil. The New England electrie utilities, including the Company, make greater use of fuel oil
for generation of power than those in any other region of the eountry. While fuel oil supplies of the
New England utilities now appear to be adequate to meet their requirements, most of these supplies
are derived from foreign sources and are subject to interference by foreign governments and price
increases, A contingency proeedure for action during, or in anticipation of, energy shortages in New
England, adopted by the participants in NEPOOL in late 1973, remains available in the event of
presently unforeseen energy shortages. This procedure provides for various energy conservation steps
which can be implemented by the utilities if and to the extent required.

The Company has a contract expiring on December 31, 1979 with a supplier for fuel oil for
the Company’s oil-fired plants. The storage capacity for the Company's two large oil-burning plants
is approximately 30 days operating at full load, and inveatory varies substantially depending upon
oil shipments. During 1979, the average inventory through June 9 was approximately 17 days
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able when needed. The Company has no contractual arrangements for reprocessing of spent fuel and
there are no reprocessing facilities currently operating in the United States; President Carter has
stated the position of his Administration to be that the United States should defer indefinitely com-
mercial reproeessing and the reeyeling of spent nuelear fuel. If such services are no! available when
required for the Seabrook units, the spent fuel can be stored pending reprocessing or disposal,
Although the cost of such storage is not known at the present time, it is anticipated that such cost
would be substantial. The Company cannot prediet at this time what difficulties will be encountered
regarding disposal of nuelear wastes, The NRC, along with other federal agencies, is in the process
of developing regulations and guidelines in this srea. The Company expects to develop plans for the
disposal of its nuclear wastes after promulgation of these regulations and such plans will be subjeet to
regulatory approvals,

The Company has been advised by the companies operating. planning or constructing the other
nueloar generating stativtis in which the Company has au interest that they have contracted for eertain
segments of the nuelear fuel produetion eyele through various dates. The Company has further been
advised by the sponsors of the four operating nuclear generating stations that they have or will have
storage capacity to meet the spent fuel storage needs of the units through various dates ranging from
1985 to the late 1990's. Contraets for other segments of the fuel eycle will be required in the future,
and their availability, prices and terms cannot now be predicted.

National Energy Policy.

A national energy act was recently enacted dealing with coal conversion, gas deregulation, energy
conservation, energy taxes and utility rate regulation; the effect of this act on the Company, ineluding
its rates and fuel supply, eannot be predieted at this time,

Environmental Matters.

The Company is subjeet to regulation with regard to air and water quality, and may be subject
to regulation with regard tc other environmental considerations, by various federal, state and loeal
authorities. The Company cannot forecast the effect of all such regulations upon its generating, trans-
mission and other facilities, or its operations,

The application of federal, state and local standards to protect the environment, ineluding but not
limited to those hereinafter described, involves or may involve review, certification or issuance of
permits by various federal, state and local authorities. Such standards, particularly in regard to
emissions into the air and water, thermal mixing zones and water temperature variations, may halt,
limit or prevent operations, or prevent or substantially increase the cost of construetion and operation
of installations and may require substantial investments in new equipment at existing installations.
They may also require substantial investments above the figures stated under “Construction Program®
for proposed new projeets.

Air Quality Control. Pursuant to the Federal Clean Air Aet of 1970, as amended, the State of
New Hampshire acting through the New Hampshire Air Pollution Control Commission (“APCC")
has adopted regulations containing standards limiting emissions of partien'ates, sulphur oxides and
nitrogen oxides, which are generally designed to achieve and maintain Federal primary ambient air
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quality standards. The Company's fossi! fuel generating units are being operated in compliance with
APCC’s regulations.

Pursuant to the 1977 amendments to the Clean Air Aet, the APCC has proposed lists showing
those areas of New Hampshire which have attained or failed to attain national ambient air quality
standards, has reviewed the State implementation plan, and has filed a revised State implementation
plan with the EPA. It does not appear that any of the revisions in the State implementation plan will
require the Company either to modify operations at any of its fossil fuel generating plants or expend
funds for additional air pellution control equipment.

While coal now available and expeeted to be available in the future for the Company’s Merrimack
Station presently meets all applicable requirements, if more stringent requirements become effective
whirh eould net be met by s::ob cosl, the (fampany might have tn install sulphur removal equipment at
substantial eapital cost or take such other actions as may be required by regulatory authorities. The
installation of such equipment would increase operating costs and reduce the net capability of the units.

In August, 1976, a hearing by the Federal Energy Administration (now the Department of
Energy) was held on the draft Environmental Impact Statement relative to a prohibition order
issued by the FEA under the Energy Supply and Environmental Coordination Aet of 1974
prohibiting two 50 MW units at the Company's Schiller Station from burning oil as their primary fuel.
On May 7, 1979, the Department of Energy notified the Company that it was rescinding the prohibition
order, which had never become offective; however, further action to require conversion to eoal might be
taken by the Department under the Fuel Use Aet of 1978. A capital investment of about $6,000,000
would be required to convert the two units from the burning of oil to the burning of coal, which eon-
version would result in a loss of from 8% to 10 (8 MW to 10 MW) in the combined capability of
the two units.

Water Quality Control. The Company has received from EPA, or from the Maine Department
of Environmental Protection in the ease of one generating station located in the State of Muine, all
permits required under the Federal Water Pollution Control Act, as amended, for discharges of
thermal and other eMuents from its generating stations. Such permits have varying expiration
dates and the Company has made and expeets to make timely applications for renewal. The EPA
issued effluent limitations guidelines for steam electrie power plants based on application of the best
practicable control teechnology (to be met by July 1, 1977) and of the best available technology eco-
nomically achievable (to be met by July 1, 1984), and alternate effluent standards with respect to
thermal discharges from steam electrie power plants, The gaidelines and standards impose rigorous
limitations upon the industry. An industry group filed an appeal in a Federal Court of Appeals
challenging the guidelines and standards, and the Court of Appeals remanded the guidelines and
standards to the EPA for reconsideration of eertain of them. The Company is in complianee with the
July 1, 1977 guidelines.

The discharge permit for the Company’s Newington plant contains conditions requiring installa-
tion of some type of elosed-eyele condenser cooling system if an exemption is not obtained. The Com-
pany has been studying the effects of the plant’s operation on the aquatic environment of the Pisca-
tagua River and will apply to EPA for an exemption to permit eontinuation of the present once-
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through eocling. While it cannot be known what action EPA will take on sueh application when filed,
the Company believes that the results of its studies will support the granting of such exemption. If
the Company should be unable to obtain snch requested exemption, it would have to make substantial
capital expenditures to install the closed-c yele eondenser eooling system.

Pursuant to a requirement in its discharge permit for its Merrimack plont located on the Merri-
mack River, the Company is studying the effects of the plant’s operation on the aquatic environment
of the Merrimack River and expects to be able to skow, as required by the permit, that discharges
from the present once-through cooling system either are in compliance with the thermal limitations in
the permit or will not interfere with the resident and migratory fish in the affected portion of the
Merrimack River.

~ The Company's construction and operation of the Seabrook plant, ineluding environmental con.
siderations, is subject to regulation by the NRC and the EPA. See “Seabrook Nuclear Projeet” above.

Other Environmental Expenditures. The Company’s capital expenditures for environmental
protection facilities amounted to approximately $12,613,000 for 1978, the major portion of which was
for facilities to reduce the thermal effect of the discharge of the Seabrook plant condenser cooling
systems, with $250,000 for the eontrol of water pollution at other Company facilities.

For the years 1979 and 1980 and for the years 1981.1982, there will be approximately $8,500,000,
$7,500,000 and $7,500,000, respectively, of further expenditures for these pollution control facilities.
The foregoing amounts are included in the construction expenditures set forth under the caption
“Unadjusted 1979-1985" in the tabie under “Construction Program.” Any expeaditures associated with
the conversion at the Schiller Station referred to above would be in addition to these amounts,

Employees, Salaries and Wages.

The Company has approximately 1,600 employees, of whom 35% are represented by unions with
which the Company has contracts which expired on June 1, 1979 and have been extended to June 25
and June 27, 1979, Negotiations on new contracts are in progress.

Voluntary Wage and Price Guidelines.

The Company is subject to the voluntary Wage and Price Standards of the Federal Couneil on
Wage and Price Stability, which provide basically that annual increases of wages and benefit pay-
ments should not exeeed 7%, and that prices should not be inereased during 1979 more than 5 of 1%
below the average annual rate of increase during 1976-1977. The regulatory agencies are asked to
assure compliance to the fullest extent possible. The Company is unable to predict what effect these
standards will have upon its operations in the future,

Municipalities and Cooperatives.

New Hampshire law permits municipalities to engage in the production and sale of electrieity,
including the power to condemn the plant and property of any existing publie utility which is located
in the municipamy{ﬂnder lWonLemcted in 1975, intended primarily t hle all electric sys-
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tex:s (ineluding municipalities) to participate in regional bulk power supply projects, New Hamp-
8 municipalities now have broader powers with respect to contracting and cutra-territorial activity,
as well &5 the power to finanee through the issuan e of revenue bonds th~ ownership of new venerating
upits of at least 25 MW wn i new transmission faeilities of at least Gy KV. The City of B rlin took
preliminary zevion in 1969 and 1970 authorizing the City to engage in the prodv -tien, distributio: and
sale of electricity, but the matter has uot been “nally determined. The Compan, 's revenues from sales
i* the City of Beriin in 1978 were about $€,220,000 ineluding revenues of about $3,229,000 from a
single large industrial eustomer. If the City of Berliu were to aecquire ownership of the Company’s
property, the Company would he entitled to compensation for the fair value of its property and any
severance demages. No other municipality served at retail by the Company is, so far as is known to
the Company, taking steps to engage in such business.

New Hampshire Bleetric Cooperative, Ine., a cooperative association financed by the Rursl Elee-
trification Administration, as well as five sm~ il municipal eleetriz uti'ities, operate in areas adjacent to
areas served by the Company. The Cooperative purchises most of its electricity from the Company
and is subjeet to regulation by the NHPUC as a publie utility,
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KEPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors
Pusrie Service CoMpPANY oF NEw HAMPSHIRE

We have examined the balance sheet of Publie Service Company of New Hampshire as of Decem-
ber 31, 1978 and the related statements of earnings, retained earnings, other paid-in capital and
changes in financial pesition for each of the five years in the period then ended. Our examinations
were made in accordance with generally accepted auditing standards, and aceordingly ineluded such
tests of the accounting records and such other auditing procedures as we considered necessary in the
eireumstances,

In our opinion, the aforcmentioned financial statements present fairly the finanecial position of
Public Service Company of New Hampshire at December 31, 1978 and the results of its operations
and the changes in its financial position for each of the five years in the period then ended, in con-
formity with generally aceepted accounting principles applied on a consistent basis,

Piar, Marwick, Mircuens & Co.

Boston, Massachusetts
February 16, 1979, except as to Nota T,
| which is as of Mareh 5, 1979
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PUBLIC SERVICE COMPANY OF NEW

BALANCE SHEET

Utility Plant, at Original Cost (Note 1):
Electric Plant

Less Accumulated Provision for Depreciation

Unfinished Construction /Principally N» clear Generating Projects)

(Note 7)
Net Utility Plant

Investments (Note 1):
Nuclear Generating Companies
Real Estate Subsidiary
Uiner, ai Cosi
Total Investments
Current Assets:
Cash (Note 3)
Temporary Cash Investments
Accounts Receivable
Unbilled Revenue, Estimated (Note 1)
Fuel, Materials and Supplies, at Cost
Prepayments
Total Current Assets

Other Assets:
Miscellaneous Properties
Deferred Debits
Unamortized Debt Expense
Total Other Assets

HAMPSHIRE
March3),  December 31,
1979 1978
(Unaudited)

(Thousands of Dollars)
$510,001 $507,711
131,923 134,574
372,078 373,338
377,441 346,382
749,519 719,720
9,664 9,529
3,956 4472
184 184
13,801 14,185
1,617 1,679

3,500 .
25,678 27,688
19,925 18,057
17,914 20,743
336 3,330
68,970 71,597
501 314
5,022 5,359
906 926
7,329 6,599
$839,622 $512,101

See accompanying Notes to Finaneial Statements.
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PUBLIC SERVICE COMPANY OF NEW HAMPSHIRE

STATEMENT OF RETAINED EARNINGS

Balance at Beginning of Period
Net lncome

eduet :
Dividends Declared :

Preferred Stock, at Required
Annual Rates

Common Stock
Tota! Dividends
Balance at End of Period (Note §)

Balance at Beginning of Period

Excess of Procesds over the Par Value oo

the Issuance of Common Stock:

Sold — 1,650,000 Shares in 1074,
1,000,000 Shares in 1978, 1,200,000
Bhares in 1977, 1,321,254 Shares in
1978 and 2,017,474 Shares in 1979

Conversions — 5.50% Convertible Pre-
ferred Stock, 3,632 Shares in 1974,
¢7,545 Shares in 1975, 35,000 Shares
in 1876, 37,092 Shares in 1977,
21,171 Shares in. 1978 and 17,613
Shares in 1079

Preferred Stock Issuance Expenses
Balanes at End of Period

Three Months
Ended Year Ended December 31
March 31, .
1979 1978 1977 1976 1975 1974
(¥naudited) (Thousands of Dollars)
$71,140 $568,725 $56,084 $51,936 $45,070 $40.613
12217 36,507 21,722 20,993 20,808 16,300
83,357 96,232 77,806 72,931 65,878 56,913
1,589 6,394 4,925 4,854 3416 3,379
6,256 17,6898 14,156 11,993 10,526 N 464
7,845 24,092 19,081 16,547 13,942 11,543
$75,512 $71.140 $58,726 $56,084 $51,936 $45,070
STATEMENT OF OTHER PAIDJIN CAPITAL
Three Months
Ended Year Ended December 31
March 31, -
1979 1978 1977 1976 1975 1974
(Unaudited) (Thousands of Dollars)
$108,232 § 00,400 70,821 $54,411 $53,102 $38,348
29,906 17,461 18,961 15,781 (29) 14,665
322 407 751 749 2,061 50
— (45) (124) (110) (72%) —
$1385460  $108,232  $90,409  $70521  $54.411 853,102
*‘ ( P 7o~

See accompanying Notes to Financial Statements.
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PUBLIC SERVICE COMPANY OF NEW HAMPSHIRE

BALANCE SHEET

CAPITALIZATION AND LIABILITIES
March 31, December 31,

1979 1978
(Unaudited)
( Thousands of Dollars)
Capitalization:
Common Stock Equity:
Comunon Siwck — 30 Par Value { Nuie 4)
Authorized: 18,000,000 Shares
Outstanding: 11,822,056 Shares (1978 9,786,969 ) $ 59110 $ 458,935
Other Paid-In Capital 138,460 108,232
Retained Earnings (Note 5) 75,512 71,140
Total Common Stock Equity -57.3,0942 T..’-H-}(—)%
Preferred Stock (Note 4) 83,153 83,062
Long-Term Debt — Net (Note 6) 262,241 287,262
Total Capitalization 518,476 599,121
Clarrent Liabilities:
Notes Payable — Banks (Note 3) 95,100 85.325
Long-Term Debt to be Retired Within One Year (Note 6) 30,149 5,231
Accounts Payable (Note 3) 33,353 65,035
Avcerued Taxes 14,878 12,349
Acerued Interest 8,470 6,215
Other 1,227 1,145
Total Current Liabilities -l_:;T]:'} “.lﬂ—l_)
Deferred Credits:
Accumulated Deferred Investment Tax Credits (Note 1) 13,026 12,488
Accumulated Deferred Taxes on Income (Note 1) 24 467 21,716
Other 476 478
Total Deferred Credits 37,969 34,680
Commitments and Contingencies (Note 7) ET 2
$530 622 $812,101
I

See aecompanying Notes to Finaneial Statements, ) | |
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NOTES TO FINANCIAL STATEMENTS
(Information related to periods subsequent to December 31, 1978 is unaudited )

1. SuMmMary oF Accountineg PoLicEs

Regulations and Operations: The Company is subjeet, as to rates, accounting and other matters,
to the regulatory authority of the New Hampshire Publie Utiliiies Commission (NHPUC), the Federal
Energy Regulatory Commission (FERC) and, to a lesser extent, the public utilities eommissions in
other New England states where the Company does busiiess.

Investments: The Company follows the equity method of accounting for its investments in
nuclear generating companies and in its wholly-owned real estate subsidiary. Tbe Company’s invest-
ment in this subsidiary is principally in the form of advances The (‘ompany's investments in

nuclear generating companies are:
March 31. December 31,
1979 1978

Company Pereent
(Thousands of Dollars)
Yankee Atomic Electric Company % $1,485 $1,443
Connecticut Yankee Atomic Power Company 5% 2,371 2,335
Maine Yankee Atomic Power Company 5% 3,426 3,427
Vermont Yankee Nuclesar Power Corporation 4% 2,382 2,324
$9.664 $9,529

In the case of each of the nuelear generating companies, pursuant to provisions of purchased
poser contracts which are regulated by the FERC, the Company is entitled to its ownership percent
of otal plant output and is obligated to pay a similar share of each company’s operating expenses and
return on invested capital. Approximately 10.9% and 10.5% of the Company’s total energy require-
ments were furnished by these eompanies in 1978 and 1977, respectively.

Utility Plant: Provision for depreciation of utility plant is computed on a straight line method
at rates based on estimated serviee lives and salvage values of the several classes of property. The
depreciation provisions were equivalent to overall effective rates ranging from 3.11% to 3.19% of
depreeiable property for the five years ended December 31, 1978. The rate for 1978 was 3.19%.

Maintenance and repairs of property are charged to maintenance expense. Replacements and
betterments are charged to utility plant. At the time properties are retired, the cost of property
vetired plus costs of removal less salvage are charged to the accumulated provision for depreeciation.

Operating Revenues: Revennes are based on billing rates authorized by applicable federal end
state regulatory commissions which are applied to customers’ consumption of electricity, The Com-
pany records estimated unbillad revenue, ineluding amounts to be billed under a retail fuel adjust-
ment clause, at the end of accounting periods.

Income Taxes: The tax effect of differences between pretax income in the financial statements
and income subject to tax, which are tae result of timing differences, are accounted for as prescribed
by and in accordance with the ratemaking policies of the NHPUC. Acecordingly, provisions for de-
ferred income taxes are recognized only for specified timing differences. Tax reduetions attributable
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PUBLIC SERVITE COMPANY OF NEW HAMPSHIRE

STATEMENT OF CHANGES IN UVINANCIAL POSITION

m“
March 31, Year Eded December 31,
1978 _ 1 1877 1976 1975 1974
Souree of Funds: ) o
Operntions:
et Income $ 47840 $ 36,507 $ 21,728 $ 20,995 $ 20,808 $ 16,300
ipal Noo-Cash Charges
(Credits) to lncome:
Depreciation 14,024 14,752 14,117 13,791 13,522 11,624
Allowance for Equity Funds
BEBENES  Used During Construction (8,930, (7,828) (6,003, (3,203) (1,573) (1,785)
Deferred Taxes and Investment
Credit Adjustments 7,904 7,024 5,610 2517 6,400 4,136
[RA-3 e Totai from Operativns 51,088 50,455 35,356 4,008 39,157 T 30,375
Qutside Sources: a
Sale of Long-Term Bonds and
Notes 72,000 60,000 25,000 15,000 22,300 45 000
Sale of Preferred Stoek - - 18,000 — 15,000 -
Sale of Common Steck 64,303 24,309 25,092 20,570 — 23,082
Change in Short-Term Borrowing 18,687 30,212 565,113 — (28,400, (20,880)
Total from Outside Sources 143,200 114,521 123,205 38,870 &,000 37,142
in Working Capital — 33,510 e 44,939 5,100 —
Total FI04,828 §108 486 $155 581 $114,90 53,157 $ 71407
lieation of Funds: =
perty Additions $173,614 $173,539 $114,210 $ 70,252 $ 2 $ 46,926
Allowance for Equity Funds Used
During Coustruction (8,930) (7,828) (8,083) (3,205) {1,573) (1,785)
vidends 20,795 24,0902 19,081 16,847 13,942 11,843
Reduction of Long Term Debt 5,767 5,947 9,271 20,517 047 NRZ
Increase in Working Capital 792 - 20,378 — — 19,528
Other Applieations — Nt 2,780 2,:36 1,614 1,496 1,528 23
Total 104 808 08450 $158,561 $114,907 $ 53,157 § 777
Incrense (Decrease) in Working Capi o
tal Other Than Short-Term Debt:
Cash and Cash Investments $ 2471 $ (3,050) $ (442) $ (2467 $ 1370 $ 1,625
Receivables 2,556 5,596 2,105 (1,157) (3,414) 10,481
Inventories 7412 3,707 (3,020) 2,564 3,606 6,514
Long Term Debt to be Retired
Within One Year 768 3,397 20,332 (28,911) 95 25
Accounts Payable (10,024) (33,125) {1,520) (13,338) (8,314) (5,063)
Dividends Payable 5,571 — =¥ - - o
Acerued Taxes (8,629 (11,470) 3,000 (1,054) (2,28u) (270)
Other B8 1,435 (257) i576) 1,717 5,006
Total Inerease (Decrease) In =
Working  Capital  Other
Than Short-Term Debt $ 792 $(33,510) § 20378 $(44,939) § (5100)  $ 19,528

===

See accompanyira Noiea to Fi'nan" ] Statements.




NOTES TO FINANCIAL STATEMENTS — Continued

(Information related to periods subsequent 1o December 31, 1978 is unaudited)

2 IncoMmi Taxes — Continued

In accordance with the requirements of the NHPUC, provisions for deferred income
recognized only for the following timing differences

Twelve Months
Ended Year Ended December 31,
March 31, —— e, e - el
l_!l’ !97‘ 71977 _1175 I?ZS
(Thousands of Dollars)
A portion of Depreciation and Amortization of
Plant Facilities®* $ 529 $ N3S § 805 § %15 $ M8
Acerued and Unbilled Fuel Adjustment
Charges oy 1,049 16 417 249
The Interest Component of Allowanee fos
Funds Used During Construction (See Note
(D) to Statament of Earniogs 3,713 2,004 1,274 626
Other 5 6 2
$5,612 $3,585 $1,678

*Cusrent income tax reductions attributable to (1) the tax depreciation permitted under

taxes dre

L
£ 4
3,128

9
$4,111

the Class

Life ADR System of the 1971 Revenue Act in excess of the tax depreciation permitted under the

Guideline Lives provisions of the 1969 Revenue Act and (2) the amortization of certain
control fazilities over five year periods.

‘no:['l“wll

The principal =easons for the difference between the total tax expense and the amount caleulated

by applying the Federal income tax rate to income before tax are as tollows

Twelve Months
Ended Year Ended December 31,
March 31, ' s o -3
1979 w1 1% 19
(Thousands of D='lars)
Income Before Income Toax $56 848 $£56.110 30,008 £30 638 $30 885
Federal Statutory Rate (1979 Approx i7.33% N 459 $5 9% NG
Expected Tax Expense 26,902 26,937 14,404 14,706 14,825
Increnses ( Reductions) in Taxes Resulting
from:
Interest and Overhead Charged to Con
struction and l‘.\in'h\'ml for Tax Par
poses 2,092 4,044 7 1,859 979
Excess of Tax Over Book Depreciation 2.10% (2.285 2318 2,773 3,019
Stute Taxes Net of Federal lneome
Tax Benefits 1,391 1,008 7T T12 OO
Unbilled Revenues %6 829 20 181 457
Other Deductions, ench less than 5%
of Expected Tax Expense 1,259 1,00 962 1,093
Total Income Taxes $10.108 § 8,286 § 0,643 $10,07

The Company is considering making an election under certain provisions of the Internal

Code which would result in a significant ircrease in the amount of the investment tax eredit
for 1978,

OR ORI

1974

$17,748
5%

8,519

2,100

3,924

Revenud
available



NOTES TO FINANCIAL STATEMENTS — Continued
(Information related to periods subsequent to December 31, 1978 is unaudited )

1. SumMary o AccousntinGg Povicies — Continued

to other timing differences are flowed through to net income as reductions of income tax expense. See
Note 2,

Investment tax credits earned are deferred and amortized to income over the lives of the related
properties.

Allowance for Funds Used During Construction: Allowance for ‘unds used during construe-
tion is the estimated cost, during the period of construction, of equity funds and borrowed funds nsed
for construetion purposes which are not being recovered irom customers through revenues. See Note
(D) to Stateinent of Earuings.

Pension Plan; The Company has a non-contributory pension pla . covering all full-time en-
ployees who have met a mir.mum service requirement. The Company'’s poliey is to fund current
peasion costs acerued. Pension plan costs were as follows: 1974 — $1,320,000, 1975 — $1,650,000, 1976
~— $1,850,400, 1977 — $2,112,000, 1978 — $2 400,000 and the twelve months ended March 31, 1979 —
$2,524,000, At December 31, 1978, vested benefits under the plan exeeeded the market value of the
plan’s assets 'y approximately $5,206,000. At that date, the tota: unfunded past service liability was
approximately $4,943,000,

Earmngs Per Share: Barnings per share are based on the average number of common shares
outstanding, after recognition of preferred dividend requinment«

m e D e
2, IncoMe Taxes T i ‘. g
The components ol incoine 14X expense are as ol .J)i njyf 'l Pwe . .
Tweive Months
Ended Year Ended December 31
March 31, :
1979 1978 1977 1976 1975 1974
; (Thousands of Dollars)
Federal :
Operuting Income § 5,708 $10,166 $ 1,207 $ 5515 $ 2,088 §(1,342)
Other Tncome and Deductions 47 (44) (113) (986) 158 (2,333)
749 10,120 1,154 5,719 2,197 (3,675)
State, Ineluded in Operating Income 2,545 2,468 1492 1,407 1,450 os7
Total Current [ncome Taxes 11,204 12,588 2,676 7.128 3,877 (2,688)
Deferrad Foderal:
Operating Income 6,450 5,547 3,882 1,709 2,183 2,754
Other Income and Deduetions (1 (8 -~ 6 2 7
6,449 50619 3,882 1.715 2,185 3,833
Deferred State:
Operating Income 94 93 3 (37) 60 278
Total Deferred Income Tuxes 6,543 5812 3,885 i,678 2,245 4,111
Tnvestment Tax Credit Adjustoent 1,361 1,412 1,725 839 4,155 25
Total Tncome Toves $19, 108 $19,612 $ 8256 $ 9,643 $10,077 ¥ 1448
» = > ===m=x === —_—=
Sy~ . ’
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NOTES TO FINANCIAL STATEMENTS — Continued
(Information related 10 perieds subsequent 1o December 31, 1978 is unaudited )

3. CoMPENSATING BALANCES AND SHORT-TERM BoREOWINGS

The Company uses borrowings from banks as an interim method of finaneing construction of r w
facilities. At December 31, 1978, the Company had a revolving credit agreement which permitted the
Company to borrow up ta $95,000,000 through April 30, 1979 and also had line of eredit agreements
which aggregated $5,350,000, See “Problems Facing the Company — Immediate Finaneing Program”
for mformation concerning an extension of and increase in the revelving credit agreement. The
Company pays commitment fees on the revolving eredit agreement and maintains compensating
balances for eertain line of eredit agreements, Compensating balances amounted to $305,000 at
December 31, 1975 and Marck 31, 1979,

The average interest rate on short-term borrowings 4t December 31, 1978 and March 31, 1979 was
1264% and 12.65%, respectively. During 1978, m- .oonum short-term borrowings were $88,112,500;
the avereoe amouvit outstanding (based on month end balances) was $66,911 458; and the weighted
average interest rate was 11.36%¢ computed with commitment fees ineluded in interest expense, During
the twelve months ended ¥ re! i, 1979, maximum short-term borrowings were $95,100,000; the
average amount outstanding was $69 543 750; and the weighted average interest rae was 12.456%.

At December 31, 1978 the Company had deferred the payment to vendors of approximatdly
#7,500,000 of construction costs. Such deferrals, with interest, were paid frem the proeeeds of the sale

of additional Common Stoek in January, 1979,
4.  PrEFERRED STOCE

Ounistanding Pr. ‘erred Stock is «s follows: n";;:m u‘]’?t"' n’"m i,
Cumulative, Par Value $§100, Authorized 1,350,000 shares, TR

Outstanding:
$.50% Dnvidend Series, 100 1 &ans LA L RREY] £10.200 $£10.200
450 Dividend Series, 75,000 . ares 1082, (%) 7.500 7500
5.007% Dividend Series, (Converty, le), 54,527 shares
(1978 - 58672 shares) 100.00 5,453 5,862
7929 Dividend Series, 150,000 shure 105,94 15,000 15,000
7.64% Dividend Series, ( Sinking Funed 120,000 shares 106.37* 12,000 12,0040)
9.00% Dividend Series (Sinking Fund) 180,000 shares 1089 O0* 15,0060 18,000
68,153 6= H62
Cumulative, Par Value $25, Authorized 2,000,000 shares,
Outstanding:
11% Dividsnd Series, 600,000 shares 27.75% 15,0060 15,000
$83.153 83,562
P ———————

*Subject to certain refunding limitations.

The 7.64% and 9% Dividend Series contain sinking fund provisions requiring the Company to
redeem all shares at par on the busis of 4,500 shares annually beginning in 1984 for the 7.64% series
and 10,800 shares annually begivning in 1982 for the 99 series.

At March 31, 1979 there were 234,928 shares of Common Stock reserved for eonversions of the
5.50% Dividend Series Convertible Preferred Stock based ur-n a conversioggbljce of $23.21 per share.
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NOTES TO FINANCIAL STATEMENTS — Continued
(Information related to periods subsequent to December 31, 1978 is unaudited )

On May 22, 1979, the Company sold 1,200,000 shares of Sinking Fund Preferred Stock 11.24%
Dividend Series, $25 par value. Proceeds to the Company of $30,000,000 were used for the Company’s
construetion program, including the reduction of short-term bank borrowings.

5. DivibENp RESTRICTION

Pursuant to terms of the General and Refunding Mortgage Indenture, dividends may not be paid
on the Common Stock in excess of Net Income aceumulated after Japuary 1, 1978 less the aggregate
amount of all dividends paid or declared on the Preferred Stock of the Company during such period
plus $32,000,000. At December 31, 1978, and at March 31, 1979, Retained Earnings of $44,415,000
and $48,787,000, respectively, were not subject to dividend restriction.

6. Loxe-Term DEpr Marial, Doty ¥
(Thousands of Dollars)
First Mortgage Bonds:
Series E— 3 %, Due 1979 $ 3,356 $ 3,356
Series H — 314%, Due 1984 10,483 10,483
Series I-— 37%%, Due 1986 7,047 7,047
Series M — 4547, Due 1992 22,039 22,149
Series N — Tﬁ%, Due 1996 15,910 15,910
Series O — 6%, %, Due 1997 14,173 14,173
Series P — 714%, Due 1998 14,272 14,277
Serics Q — 9 9%, Due 2000 19,206 19,206
Series R — T754%, Due 2002 19455 19,455
Series S — 9 %, Due 2004 19,778 19,778
Series T — 1234%, Due 1981 25,000 25,000
Series U — 1084 %, Due 1985 15,000 15,000
Series V— 914%, Due 2006 15,000 15,000
Series W — 1014%. Due 1993 10,000* 10,000
210,719 210,834
Less — Deposited with Trustee of the General and Refunding Mort-
gage Indenture as additional security for General and Re-
“unding Bonds 10,000* 10,000
Total First Mortgage Bonds 200,719 200,834
General and Refunding Mortgage Bonds:
Series A — 1014%, Due 1993 60,000 60,000
Promissory Note, Due January 3, 1980 with interest at 116% of lending
bank’s prime rate plus 0,25% 205,000 25,000
Poll.tion Control Revenue Bonds:
814%, Due December 1979 1,500 1,500
9 %, Due December 1984 5,800 5,800
Total Long-Term Debt 293 019 203,134
Less: Long-Term Debt To Be Retired Within One Yeur 30,149 5,231
Unamortized Premium and Discount 629 651
30,37 0,882
Long-Term Debt — Net $262.241 $2RT 262
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NOTES TO FINANCIAL STATEMENTS — Continued
(In/ .~ ation related to periods subsequent to December 31, 1978 is unaudited )

6. Lona-Term Dest — Continued

The annuzl Sinking Fund requirements with respeet to First Mortgage Bonds, which may be met
by the payment of cash or bonds or, up to one-half of their amounts, by the certification of additional
property, are as follows: 1979 — $2,213 241, 1980 — $2,463,241, 1981 — $2 636,318, 1982 — $2,052 984,
1983 — $2,052,984 and 1984 — $2,052,984, Annual Sinking Fund requirements with respect to the
General and Refunding Mortgage Bonds are $5,460,000 payable in cash beginning in 1983.

Long-term debt maturities, excluding the aforementioned Sinking Fund requirements, are as
follows: 1979 — $4,856,000, 1980 — $25,000,000, 1981 — $25,000,000, 1982 — None, 1983 — None and
1984 — $16,283 000,

Under the terms of the First Mortgage Indenture and the General and Refunding Mortgage
Indenture, substantially all utility property of the Company is subject to the liens thereof.

7. CoMMITMENTS AND CONTINGENCIES

The Company (both as sole and as joint owner of facilities) and the nuclear generating companies
in which the Company has investments, in common with other electrie utilities, are subject to present
and developing regulations with regard to air and water quality, nuclear plant licensing and safety,
land use and other environmental matters by various Federal, state and local authorities. It is pos-
sible that compliance with such regulations may require additional capital expenditures and increased
operating costs not now determinable in amount,

Prior to the decision deseribed in the next paragraph, the Company was forecasting construction
program expenditures of $200,600,000 for 1979 and $909,000,000 for 1980 through 1985 (exelud-
ing allowance for funds used during construction), These estimates included $161.90v,000 and
$590,700,000, respectively, for the Company’s interest in a nuclear generating station under eonstrue-
tion in Seabrook, New Hampshire, and $7,000,000 and $68,200,000, respectively, for the Company’s
interests in other nuclear generating units owned on a tenancy-in-common basis with other New
England utilities, The Company’s ownership interests and its share of total expenditures ineluded
in Unfinished Construetion for the jointly-owned nuclear facilities in which it is participating are
as follows:

Ownership March 31,  December 31,
197 1978

Percenmt 9
(Thousands of Dollars)
Seabrook #1 and #2 50.0000% $336,300 $307 800
Pilgrim #2 34700 10,100 9,600
Millstone #3 3.8910 22 000 21,200

$368,400 $338,600

On March 3, 1979, the Company’s Board of Directors directed management to proceed to sell all
of the Company's Pilgrim #2 and Millstone #3 ownership interests and to reduce its ownership inter-
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NOTES TO FINANCIAL STATEMENTS — Continued
(Information related to periods subsequent 10 December 31, 1978 is unaudited)

7. CoMMITMENTS AND (CONTINGENCIES — Continued

est in the Seabrook nuclear plant by offering 22% to other Seabrook participants. See “Problems
Facing the Company” for a deseription of the proposed arrangements for the reduction of the Com-
pany’s interest and the effect of such agreements on the Company’s financing plans for 1979 and
subsequent years.

Construetion of the Seabrook projeet has required numerous approvals and permits from various
state and Federal reguiatory agencies. The process of obtaining these approvals and permits his been
long and complex, has been consistently opposed by a number of intervening gruups, has included
demonstrations at the Seabrook site and has been plagued by lengthy delays which have resulted in
greatly inereased costs for the projeet. Court appeals from Federal regulatory approvals are pending.
The Company is unable to prediet what effect financing problems or further administrative or court
decisions relating to Nuclear Regulatory Commission or Environmental Protection Agency actions may
have on the Company's ability to complete the project or on the cost of the project.

8.  UnaupimTEp REPLACEMENT COST INFORMATION

The replacement cost data deseribed in this note has been compiled in response to regulations
promulgated by the Securities and Exchange Commission and represents, in the opinion of manage-
ment, reasonable estimates of replacement costs given the guidelines of the regulations. However,
imprecisions exist and subjective judgments have been made in the estimating process. Also, certain
income effects which might result trom the replacement of productive capacity are not required to be
described by the regulations and have not been evaluated, including the impact of replacement on
capital costs and taxes. Furthermore, the regulations do not call for a description of all factors
which may result from inflation, including the impaet of long-term debt outstanding in a time of
inflation and these have not been evaluated or ineluded in the replacement cost data presented.
Consequently, in the opinion of management this note is of limited usefulness in the evaluation of the
impact of inflation on the financial position or results of operations of the Compar;. Furthermore,
the diselosure of this replacement cost data should not be construed as a plan to replace existing
productive capacity, and the actual replacement of productive capacity may not take the form
implied by the techniques used to develop the estimates. Finally, the replacement cost data presented
in this note should not be taken to be management’s estimate of the current value of existing prop-
erty, plant and equipment.

The Company's operating costs and the recovery of its investment in utili‘y property are signifi-
eaitly affected by inflation and the current and expeeted more stringent environmental regulations.
Replacing existing utility property with equivalent productive capacity will require substantially
greater dollars of capital investment than was required to construet or acquire the property originally;
but replacement cost is not normally considered in the rate making process, since only the historical
cost of utility property is normally included in the rate base upon which the Company is allowed
to earn a fair rate of return. However, the cost of replacement property, when existing productive
capacity is actually replaced, is expected to be included in the rate base.
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NOTES TO FINANCIAL STATEMENTS — Continued
(Information related 1o periods subsequent 10 December 31, 1978 is unaudited)

8.  Usavorrep Rerracement Cost INvORMATION — Continued

The computed replacement cost of the Company's productive capacity, depreciated replacement
cost and related depreciation expense and corresponding historical cost data arve presented belew
for December 31, 1978 and 1977:

December 31, 1978 December 31, ‘977
Estimated Estimated
Replace- Replace-
Historical ment Historical ment
Cost Cost Cost Cost
Utility Plant: (Thousands of Dollars)
Plant in Serviee Subject to Replacement
Cost Diselosure $493,080 $1,452,671 $472,510 $1,345,446
Construction Work in Progress 346,382 346,382 196,825 196,825
Other Property, at Historical Costs 14,631 14,631 14,558 14,558
Totai 854,093 1,813,684 683,803 1,556,829
Aceunmulated Provision for Depreciation 134,373 435,985 122,364 381,292
Net Utility Plant $719,720 £1,377,099 $361,529 $1,170,587
Depreciation Expense $ 15,417 $ 45479 $ 14,731 $ 42,163

Generating Plants: Fuel generation replacement costs were estimated on the basis of current
construetion cost per megawatt at December 31, 1978 and 1977 developed by engineering studies and
applied to essentially the generation mix at the end of each year. Hydro generation replacement
costs were ealeulated using the Handy-Whitman Index.

Transmission and Distribution Plant: High voltage transmission line replacement costs were
computed based on engineering studies which determined the cost per mile of line at the end of each
year. The replacement costs of certain transmission substations were computed based on costs and
technology at the end of each year. The replacement costs of the remainder of transmission facilities

along with the replacement costs of all distribution plant were ealeulated using the Handy-Whitman
Index.

General Plant: Estimated replacement costs of buildings were developed by applying the
estimated cost per square foot at the end of each year to the then present facilities. Estim ted re-
placement costs for all other general plant were developed by applying unit prices or the appropriate
Wholesale Price Ind:x at the end of each year. Other property consists primarily of land and land
rights.

Reserve For Depreciation: Related aceumulated depreciation based on replacement costs was
developed by applying the same percentage relationship that existed between depreciable plant and
accumulated depreeiation by functional groups on an historical cost basis at December 31, 1977 and
1978 to the current replacement costs of the same groups.

Depreciation Expense: Depreeiation expense for the replacement costs of utility plant was
developed by applying the actual average rates and methods by funetional groups in use to the
average of beginning and year end balanees of depreciable replacen.ent costs.
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DESCRIPTION OF COMMON STOCK

The authorized eapital stock of the Company consists of 18,000,000 shares of Common Stock, $5
par value (the “Common Stock”), and two classes of Preferred Stock consisting of 1,350,000 shares of
Preferred Stock, $100 par value, and 2,000,000 shares of Preferred Stock, $25 par value. The Com-
pany is seeking stockholder approval of an increase of the number of authorzed shares of Preferred
Stock, $25 par value, to 5,000,000 shares, The two elasses of Preferred Stock rank on a parity with each
other and are hereinafter referred to eollectively as the “Preferred Stock”. The Company’s Articles
of Agreement are included as an exhibit to the Registration Statement., The following statements are
subjeet to and are qualified by the provisions of the Articles of Agreement, particularly the parts
thereof specifically referred to. The applicable sections of the Articles of Agreement follow the sum-
mary of the provisions of thé Common Stock. Where no specific seetion reference is made, this
description refleets applicabie New Hampshire law.

Dividend Rights.

Subjeet to the prior rights of the Preferred Stock and to the limitations deseribed below, the
Common Stock is entitled to dividends when and as declared by the Board of Directors out of any
remaining funds legally available therefor.

The Preferred Stock of each ¢lass may be issued in one or more series. Each series of the Pre-
ferred Stock is entitled, when and as declared by the Board of Directors, out of funds legally available
therefor to quarterly dividends, cumulative from the date of issue, payable as to all series on the fif-
teenth day of February, May, August and November, at the annual rate per share designated in its
title in preference to the Common Stock and any other junior stock. Sinking fund requirements on
each of the three ontstanding Series of the Sinking Fund Preferred Stock are on a parity with dividend
requirements on the Preferred Stoek. No dividends shall be declared on any series of the Preferred
Stock unless like proportionate dividends, ratably, in proportion to the respective dividend rates, are
declared on all shares of all series. (Art. V, Subdiv. 2; Art. V, Subdiv, 12B.)

The Articles of Agreement contain certain limitations, applicable so long as any shares of the
Preferred Stock are outstanding, on the Company’s right to declare dividends on the Common Stock
out of net inecome (similar limitations are contained in certain indentures supplemental to the First
Mortgage, applicable so long as any bonds of Series H through V are cutstanding), or in the event
Common Stock Equity (as defined) is less than 2552 of Total Capitalization (as defined). (Art. V,
Subdiv. 9; Art. V, Subdiv. 121.) Pursuant to terms of the General and Refunding Mortgage Inden-
ture under which the Company issaed the first series of bonds in September, 1978, dividends may
not be paid on the Common Stock in excess of the Company’s Net Income aceumulated after January 1,
1978 less the aggregate amount of all disidends paid or declared on the Preferred Stock of the Com-
pany during such period plus $32,000,000. A, March 31, 1979 $48,787 000 of Retained Earnings was
not subject to dividend restriction. At March 31, 1979 the Common Stock Equity was 42.1% of
Total Capitalization and pro forma after giving effect to the issue of 1,200,000 shares oi Sinking Fund
Preferred Stock 11.24%% Dividend Series on May 22, 1979 and the additional Common Stock would have
been approximately %.
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Voting Rights.

Each share of Common Stock is entitled to one vote (Art. V, Sec. 6) and this elass of capital stock
has general voting rights. Under New Hampshire law and the Company’s Articles of Agreement, the
amendment to the Articles of Agreement containing the terms of any new series of the Preferred Stock
must be approved by the favorable vote of the holders of at least two-thirds (24) of the shares of
Common Stock voting at the meeting called for the purpose of considering such an amendment.

If and when dividends payable on any class of the Preferred Stock are in arrears in an amount
equal to four or more quarterly dividends on all series of the class, the holders of the Preferred Stock
of all series of such class voting as a single class or voting with holders of one or more other classes of
the Preferred Stock, as a single class, if such holders have the right to participate in such election, have
the right to elect a majority of the Board of Directors. If both the $100 Preferred Stock and the $25
Preferred Stock are entitled to participate in such election, the $100 Preferred Stock shall Lave one
vote per share and the $25 Preferred Stock shall have one-quarter vote per share, (Art. V, Subdiv. 6;
Art. V, Subdiv. 12F.)

So long as any shares of Preferred Stk are outstanding, the Company shall not, exeept upon
the affirmative vote of two-thirds (24) of each elass of the Preferred Stock then outstanding, (1)
authorize any prior or parity preferred stock in addition to the currently authorized Preferred Stock,
or seeurities convertible into such stock, exeept to refund all of the Preferred Stock or (2) issue stock
having a preference as to dividends or assets over the Preferred Stoek, or securities convertible into
such stock, except to refund funded indebtedness; and the Company shall not, exeept upon the affirma-
tive vote of two-thirds (24) of the class of the Preferred Stock affected, change the provisions of such
class in a manner substantially prejudicial to the holders. (Art. V, Subdiv. 7; Art. V, Subdiv. 12G.)

So long as any shares of Preferred Stock are outstanding, the Company shall not, exeept upon
the affirmative vote of a majority of each class of the Preferred Stoek then outstanding, (1) issue
any shares of Preferred Stock, or other preferred stocks ranking on a parity as to dividends or assets
with the Preferred Stock, or securities convertible into shares of such preferred stocks, unless (a) for
the purpose of refunding preferred stocks or funded indebtedness or (b) the amount of Com-
mon Stock and other stock junior to the Preferred Stock, plus premiums on Common Stock and
earned and capital surplus, after dedueting the amount, if any, by which Electrie Plant Adjustments
exceed reserves therefor, shall be equal to the par value of preferred stocks to be outstanding, and net
income before fixed charges (as defined) but after federal taxes, for 12 consecutive months within
the 15 immediately preceding months, is 115 times an amount equal to such fixed charges and the
annual dividend requirements on the preferred stocks to be outstanding; (2) issue or assume
any unsecured obligations in excess of 2090 of the aggregate of secured indebtedness, eapital stock
and surplus, after the deduetion referred to in (b) above; provided, however, that without such
affirmative vote and in addition to seeurities otherwise permitted by this clause (2), term indebted-
ness (defined as unsecured indebtedness having original maturities of more than one year issued
under this proviso} may be issued or assumed after June 30, 1972, if the sum of any term indebtedness
and any secured indebtedness issued after that date (other than for refunding) does not exceed 60%
of the sum of $20,000,000 plus the amount by which gross utility plant at a date not more than 30
days prior to such issuance or assumption exceeds gross utility plant at June 20, 1972, and any
such indebtedness issued may be refunded with other term indebtedness; or (3) merge or consolidate
the Company with or into another corporation unless such merger or consolidation, or the issuance
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vr assumption of all securities to be issued or assumed in conneetion therewith, is ordered, approved
or permitted by any federal regulatory authority having jurisdietion. (Art. V, Subdiv. 8; Art. V,
Subdiv. 12H.)

Liquidation Rights.

Upon any liquidation, dissolution or winding up, »fter payment of the Company’s obligations and
after payment in full to holders of the Preferred Stock, the remaining net assets of the Company
shall be distributed ratably to the holders of the Common Stock. In case or involuntary liquidation
the $25 Preferred Stock is entitled to $25 per share and the $100 Preferred Stock to $100 per share, in
each case plus acerued dividends, or in case of voluntary liquidation, to the redemption price applicable
to the particular series, and no more, in preference to the Common Stock. (Art. V, Subdiv. 5; Art. V,
Subdiv. 12E). See Note 4 of Notes to Financial Statements for redemption prices of Preferred Stoek.

Other Rights.,

Holders of the Common Stock have preemptive rights to purchase each future issne of (‘ommon
Stock, warrants carrying rights to Common Stock or securities convertible into Common Stock which
is offered for sale for eash other than (i) by a public offering or (ii) io or through underwriters or
investment bankers who shall have agreed promptly to make a publie offering thereof (as in the case
of this offering of the additional Common Stock) or (iii) to employees of the Company or (iv) to hold-
ers of the Common Stock under a dividend reinvestment and common stock purchase plan. (Art. V,
Subdiv, 10.)

The Common Stoek is not liable for further ealls or to assessment.

Each share of the Convertible Preferred Stock, 5509 Dividend Series, is convertible into fully
ptd and non-assessable shares of Comamon Stock subject to termination of the conversion privilege at
the close of business on the second full business day prior to any redemption date. In certain events
the conversion price is subject to adjustment designed in general to preserve and protect the value of
the conversion privilege (Art. V, Subdiv. 11). See Note (d) under the caption “Capitalization” for
the conversion price.

Except for the shaves of the Convertible Preferred Stock, 5.50% Dividend Series, no outstanding
stock of the Company a8 any conversion rights,
Transfer Agents cad Registrars.

The transfer agents for the Company’s Common Stock are The First National Bank of Boston
and Manufacturers Hanover Trust Company, New York, New York, and the registrars are The First
National Bank f Boston and Morgan Guaranty Trust Company of New York.

LEGAL OPINIONS

The validity of the additional Common Stock will be passed upon for the Company by Ralph H.
Wood, Esquire, Vice President and General Counsel of the Company, and by Messrs. Ropes & (Gray,
Boston, Massachusetts, and for the Underwriters by Messrs. Choate, Hall & Stewart, Boston, Marsa-
chusetts, both of which firms, as to the organization and existence of the Company, approvals of state
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UNDERWRITING

The names of the several Underwriters and the respective numbers of shares of the additional
Common Stock which they have severally agreed to purchase from the Company, subjeet to the terms
and condit’zns specified in the Underwriting Agreemem filed as an exhibit to the Registration State-
ment, are as follows:

Number of
Shares of
Name Stock

Kidder, Peabody & Co. Incorporated

Blyth Eastman Dillon & Co. Incorporated
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ebmmi.fom and legal conclusions affected by the laws of New Hampshire, Vermont, Maine and
Connecticut, may rely upon Ralph H. Wood. Ralph H. Wood owns, jointly with his wife, 300 shares
of the Company’s Common Stock.

EXPERTS

The financial statements ineluded herein so far as they pertain to each of the five years in the
period ended December 31, 1978 have been so included in reliance upon the report of Peat, Marwick,
Mitchell & Co., independent ecertified public accountants, and upon the authority of said firm as
experts in accounting and auditing,

Ralph H. Wood, Esquire, Vice President and General Counsel of the Company, has reviewed the
statements made herein as to matters of law and legal eonclusions under the subeaptions “Joint
Projects”, “Seabrook Nueclear Project”, “Regulation”, “Rates — New Hampshire Retsil”, “Rates —
Other ", “Fuel Supply”, “Environmental Matters”, “Employees, Salaries and Wages™ and “Municipali-
ties and Cooperatives” under the caption “Business”, and under the caption “Deseription of Common
Stoek”. Messrs. Ropes & Giray have reviewed the statements made herein as to matters of law and
legal conelusions ander the subeaptions “Mo tgage Bonds” and “Preferred Stock” under the caption
“Financing”, under the subeaptions “New England Power Pool” and “Seabrook Nuclear Projeet”
under the caption “Business”, under the caption “Deseription of Common Stock” and eoncerning the
jurisdiction of FERC, the NRC and the Massachusetts Department of Publie Utilities under the
eaption “Business — Regulation.” Such statements are included on the authority of such person and
firm as experts.
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