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To Our Shareholders:

EUA earnings for the year
1980 were $1.63 per average
Common Share, compared

74 for last yea“ on a
number of ave ‘age
shares outsianding. This

decline in earnings was
caused by the inflationary
effects of the econon,, =n all
aspects of our business. in
particular, wa encountered
extraordinarily high, short-
term interest rates on bank
borrowings coupled with no
growth in kilowatthour sales
to ultimate consumers
Electric utilities that use oil
to generate electricity con-
tinue to operate under diffi-
cult conditions, and the EUA
System is no exception. Dur-
ing 1980, we used fuel oil
to generate 84% of our
electricity. The cost per
barre! increased from $19
to a new high of $32
by year-end. Hicher fuel
costs together with extremely
cold weather have caused
a great number of high-biil
compiaints from customers.
wer the cost of fuel and
’e our dependency on
ifported oil, we are seeking
the necessary permits
needed to allow converting
certain units to coal. The
fuel savings in burning coal
should permit the conversion
costs to be recovered within
three years, assuming that
Environmental P-otection
Agency regulations can be
revised so that we are not
required to install scrubbers
In the early 1970's the EUA
System peak load and kilo-
watthour sales had an annual
growth of 7% . After the oil

Executive Officers | left
to right) — Richard M
Burns, Comptroller,
Donald G. Pardus,
Vice-President and
Treasurer; William F
O'Connor, Secretary,
John F. G. Eichorn Jr.,

ident and Chief

utive Officer;

rt E. Maguire,
Executive Vice-
President and William
R. Bisson, Vice-
President

embargo and the rasulting
higher cost of oil, our peak
and sales have remained
relatively constant for the last
few years. We believe that
the rate of growth can be
contained through a com-
bination of load manage-
ment techniques and energy
conservation because of
higher costs. We are devel-
oping a program designed
to keep our peak load growth
at 1.5% per year and to
increase our growth in
kilowatthour sales by 2% a
year to improve our load
factor. At these growth rates,
it becomes clear that until
the iate 1980's we do not
need any additional gen-
eraiion above what we
already are committed to
support

Last year your Trustees
adopted as a major objective
the strengthening of the
financial position of the
Association. An important
element in this strengthening
process consists of the
reduction of bank borrowings
with interest rates that
fluctuate with the prime rate.
In Octoter 1980, Eastern

holders. In Massachusetts
we have been granted an
adjustment for expense
erosion due to inflai.on while
Rhode Isla id regulators in
addition permitted an adjust-
ment for capital attrition
These new adjustments,
received in 1980, shouid
permit our retail companies
to improve their return in
1981. The Federal Energy
Regulatory Commission
(FERC), which controls
about seventy-five percent
of EUA Syctem revenues
permitted new rates 1o go
into effect in October 1980,
based upon a negotiated
settiement agreement
arrived at with intervenors
and FERC staff. Another
request foi an increase in
wholesale rates was filed in
December and was
permitted by FERC to go into
effect, subject to refund, in
February 1981.

We must and will continue
persistently to seek more
equitable rate relief in order
to raise the return on equity
to help offset inflation's
confiscation of shareholders

Edison Company, our PR,
Massachusetts retail sub-
sidiary, sold $15 million of Very truly yours,

Bonds and $15 million of
Preferred Stock. In January
1981, Blackstone Valley

Electric Company, our Rhode éJohn F. G. Eichorn. Jr

Island subsidiary, completed
the sale of $30 million of
Bonds. The proceeds from
these iong-term financings
were utilized to reduce
short-term debt to 9.7% cf
total capitalization — the
lowest level ¢ince May 1973,
The ravat ng effects of our
inflationary economy, com-
bined with past inadequate
rate rel.ef have prevented us
from earning a satisfactory
rate of return for our share-

President
March 10, 1981
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Construction
Utility plant construction ex-
penditures in 1980 were
$34.9 million, up $4 .4 million
from the previous year
Transmission, distribution
and non-generation expen-
ditures amounted to $14 4
million, an increase of $3.4
million over 1979, Expendi-
tures for other generation
projects decreased by $2.5
million in 1980. Expenditures
for our shares of large gen-
erating units were $20.4 mil
lion, up $3.5 million from
1979. The construction of
these units has been ap-
proved by the New England
Power Pool, which provides
for the coordinated planning
of future feilities

Projected construction
expenditures for 1981 are
expected to be substantially
higher, with an estimated
total requirement of $52
million. Approximately
$17 million will be spent
on non-generating proj-
ects. The bulk of the
funds will be needed for the
jointly-owned generating
units which are now either
under construction or still in
the design or licensing
phase. The table on page 7
lists our ownership interest
in the major generating units
in New England which are
scheduled to come on-line
prior to 1991

Construction requirements
for the five-year period 1981-
1985 are presently estimated
at $241 million. Approxi-
mately $84 million will be
needed for transmission, dis-
tribution and other non-
generation requirements,
with an additional $4 million
for other generation projects
and $153 million for the
jointly-owned generating
units now under con-
struction

We expect about the same
level of kilowatthour energy
sales in 1981 compared
with 1980. The “'zero differ-
ence’’ reflects the net effect
of more normal weatiher and
continued energy conserva-
tion. Providing electricity
for new customers, or serving
additional energy require-
ments for existing customers,
usually necessitates the con-
struction of additional trans-
mission and/or distribution
facilities. The scheduled re-
placement of outmoded
equipment also adds to our
construction dollar
requirements

While present commit-
ments for additional major
generation involve only nu-
clear units, we are also ex-
amining, in concert with
other members of the New
England Power Poo!, the
economic feasibility of im-
porting hydro-based electric
energy from Canada. If the
project proves feasible, it
will require the construction
of a major transmission line
before power can be
imported, probably no earlier
than 1988.

Another significant project
which is presently being pro-
posed by a major industrial
eatrepreneur involves the
construction of a New Eng-
land Energy Park — a coal
gasitication plant which
would convert coal to meth-
anol and a medium-Btu gas
which could be used tc gen-
erate 600,000 kilowatts of
electricity. Additional by-
products of the coal
gasification process will
be low-Btu gas, sulfur, and
slag — all of which have
commercial value. A 4,300-
acre site has been acquired
and is located in our service
area in southeastern Massa-
chusetts. The proposed coal
gasification plant will
probably no1 be a reality
until the latter part of this
decade

Nuclear

On October 30, 1980, the
Massachusetts Departmen
of Public Utilities (DPU) ‘
issued its long-awaited
decisior: on the acquisition
by Montaug Electric
Company and others of
additional ownership inter-
ests in the two Seabrook
nuclear generating units un-
der construction by the
Public Service Company of
New Hampshire. The DPU
decision permits Montaup to
increase its ownership par-
ticipation from the criginal
commitment level of 1.9% to
a new level of 2 9%, rather
than the £75 ownership pro-
posed by Montaup. The DPU
concluded that Montaup had
not met its burden of proof
with respect to its financing
capabilities for a 5%
ownership participation in
the Seabrook project

Northeast Utilities (NU)
has announced the cancel-
lation of two nuclear generat-
Ing units to have been buil
in Montague, located in ‘
western Massachusetts
EUA System has a 2%
inerest in each of the
cancelled units. While final
costs associated with the
cancelled NU project have
not yet been fully estab-
lished, we expect that the
EUA System share will not
be significant. We have
applied for appropriate
Federal regulatory approva
to recover our pcrtion of the
total costs of the cancelled
project, over a five-year
period, commencing with
the effective date of the
Montaup wholesale rate
increase application filed in
December 1980.

Millstone No. 3, ancther
nuclear unit sponsored by
NU, has been under con-
struction for some time now
and is scheduled for com-
pletion in 1986. The EUA
System has a 4.01%




EUA Generating Units Scheduled Through 1990

Location
Seabrook, NH
Seabrook, NH

rook No. 1

Seabrook No. 2

Milistone No. 3 Waterford, CT
Pilgrim No. 2 Plymouth, MA
TOTAL

ownership in@rest in this
1,150,000-kilowatt unit. We
have made a review of our
generating capability com-
m.iments and balanced them
against a 2.5% average an-
nual increase in kilowatthour
energy requirements over the
next 10 years. We are at-
tempting to reduce our own-
ership interest in this unit by
offering to sell half of our
4.01% interest to any
interested utility or combi-
nation of utilities. The result-
ant 2% level of ownership,
combined with existing
generating units and other
erating units under con-
‘uon, will provide suffi-
capacity to enable the
EUA System to meet esti-
mated load and reserve re-
quirements through 1985.
The slight deficits in capacity
during the latter part of this
decade can be met with
new peaking units, reactiva-
tion of Montaup’s "'moth-
balled'’ units. short-term
purchase of capacity from
another utility, or a com-
bination of these sources
The modification of our
participation in nuclear-
based generation does have
a beneficial effect since
external financing require-
ments will be lower with less
Common Share dilution, and
a better capital structure
will result
We continue to support
the electric utility industry's
fundinig of the Nuclear Safety
Analysis Center, the Institute
uclear Power Opera-
“ and other allied efforts

Three Mile Island inci-

Type
Nuclear
Nuclear
Nuclear
Nuclear

dent of March 197 prompt-
ed a rigorous re-examination
of satety-related equipment
and operating procedures in
all nuciear facilities. While
several modifications have
been requ:re3 <7 the nuclear
units oper i~y in New Eng-
land, these .nodifications
were designed to e~hance
the high standards of safety
already inherent in the con-
struction and operation of
the units

Financing
The revised Dividend Rein-
vestment and Common
Share Purchase Plan which
was made available in
February 1980 has been
enthusiastically received by
our shareholders. At year-
end, more than 16% of the
shareholders, by means of
their participation in the
Plan, had invested almost
$1.7 million in cash pay-
ments and reinvested divi-
dends during 1980. These
additional equity funds were
utilized in our on-going con-
struction program.

On October 16, Eastern
Edison Company, our Mas-
sachusetts retail subsidiary,

sold, via competitive bidding.

$15 million in 10-year First
Mortgage and Collateral
Trust Bonds with an interest
rate of 14 %, and $15
million of 15.48% Preferred
Stock. The proceeds were
utilized to reduce short-
term bank borrowings by
$25 million and to reduce

Average Prime Rate
EUA System Interest
Thousands
% of Kilowatts
29 a3 2%
29 33
401 46 20
215 25
o 18
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an Eastern Edison Term
Loan due in 1985 by $5 mil-
lion. At the end of October,
Eastern Edison had no
outstanding short-term bank
borrowings

On January 16, 1981,
Blackstone Valley Electric
Company, our Rhode Island
retail subsidiary, completed
the private placement of $30
million 15-year First Mort-
gag~ Bonds with an interest
rate of 14Y4 %. The pro-
ceeds were utilized to repay
ail of Blackstone's short-
term bank borrowings

The Eastern Edison
and Blackstone long-term
financings enabled the EUA
System to reduce outstand-
ing consolidated short-term
debt to $31.5 million by
December 31, the lowest
level of short-term debt since
May 1973.

The interest charges on
all shori-term debt, as well
as some of our long-term
debt, are directly affected
by fluctuations in the prime
rate. The high level of our
short-term debt, coupled
with a prime rate which rose
to unprecedented levels
during 1980, had a signi-
ficant, adverse impact on
our earnings.
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EUA Generating Units in Service




1980 income Dollar

Where Each EUA Dollar
Came From

Commercial 27.2¢

paration and
ance 15.2¢

Taxes 5.8¢
Depreciation 3.7¢




water heaung is a viable
option

A Speakers' Bureau made
up of volunteer employees
continued activities during
the yeat. The members of
the Speakers' Bureau are
available to communicate
with clubs, organizations
and other groups of cus-
tomers on a variety of
energy-related topics. The
efforts of this group of dedi-
cated employees, through
the forma! establishment of
the "EUA Speakers Club",
will be further intensified and
expandad during 1981,

A variety of safety and
educational services pro-
grams are offered on a broad
range of subjects to all levels
of school children, from pri-
mary grades through high
school We are also partici-
pating in the Energy Founda-
tion, a piiot program spon-
sored by our regionai trade
association, the Electric
Council of New England.
This orogram is aimed at
stimulating energy aware-
ness among the students at
several New England col-
leges. It is designed to offer
a balanced approach to
en2rgy education

The Energy Conservation
Report, also known as “‘Re-
port Card" billing, is an on-
g ~ing program which helps
our customers to determine
how successful they are in
conserving energy. The
electric bill shows each cus-
tomer his average daily use
of elec’ricity in the current
month compared to the aver-
age daily use for the sarne
month a year earlier

All customers are now
able to participate in our
Equalized Payment Flan —
a new budget plan which
spreads the annual cost of
electricity over 12 equal
monthly payments.

The normal hours of oper-
ation of ou. Customer Ser-
vice Center —8a.m.t05
p.m. from Monday through
Friday — have been ex-
pandedto7am.to 7 p.r.
on Monday through Thurs-
day for greater hours of cus-
tomer availability. Of course
we will continue to process
emergency calls around the
clock — 7 days a week. The
use of vid20 terminals has
been extended to other de-
partments which deal di-
rectly with customers thereby
making available, as a cus-
tomer contact tool, complete
up-to-date information on
the status of customers’
accounts.

As we mentioned in last
year's Annual Report, the
Residential Conservation
Services Program — a part
of the National Energy Ccn-
servation Policy Act of 1978
— directs state govern-

mental agencies to provide
comprehensive services to
residential customers in the
form of conservation infor-
mation and energy audits.
Massachusetts and Rhode
Island have each sponsored
the estabiishment of a non-
profit corporation which will
carry out the Federal and
state mandates under the
Residential Conservation
Services Program. A nominal
fee will be charged to the
customer by each non-profit
corporation for a residential
energy audit. The bulk of the
actual costs will pe recov-
ered in the form of a nomi-
nal surcharge added to cus-
tomers' monthly bills by gas
and electric utilities. The
money is then forwarded to
the appropriate non-profit
corporation. The regulatory
agencies in each state will
review the accounting for the
surcharge income and
disbursements.

Installation of a SCADA
system continued during
1980. SCADA — the acro-
nym for ‘‘Sunervisory Control
and Data Ac. uisition" — is
now schedule "to become
operational in, '3-1981 ata
total cost of $5.¢ millicn. The
centralized, comg ‘ter-
assisted monitorin of our
generation, transri.:sion and
distribution facilities will en-
aple us to replace a s'ower
manual system, and reduce
manpower 100.

During 1980, we offered
energy management
seminars to our commercial
and industrial customers, as
well as the opportunity to
take part in a National
Energy Watch (N.E.W.) pro-

gram quite similar to NE W
programs which have been
avallable to residential
customers in recent year
N.E.W. is a nationwide,
investor-owned elect:ic
utilities' effort designed to
promote conservation and to
preserve our valuable fossil
resources.

Four years ago, we phased
out appliance merchandising
activity because we felt it
was no longer necessary or
appropriate. Similarly we
have now discontinued our
appliance repair service.

We continue to promote the
concept of off-peak water
heating, however, and will
sell or rent electric water
heaters to the fullest extent
possible.

Extensive remodelling of
an existing officz facility.
comopined with a new struc-
ture 1o house certain operat-
ing department personne:,
will permit our Massachu-
setts retail comp. ny to cen-
t:alize most of its rockto
operations in a more con'
venient, cost-effective
facility. The newly-renovated
complex will be completed
in early 1981 and will enable
us to dispose of an out-
dated, inefficient structure.

Rates

The following table sum-
marizes the major rate acti-
vities of our subsidiary com-
panies during 198":




,stone Valley Electric Co.
astern Edison Co.

Montaup Electric Co.
M-5 Rate

M-6 Rate

__Applied For

Annual Revenue
(Millions of $)

40
96
10.7

9.0

Allowed

Application Annual Revenue Effective
_ Date (Millions of §) _Date
R-15-79 3.6 5-13-80
5-15-80 54 11-26-80
7-11-80 9.1 12-1-30

12-19-80 7.9 2-19-81

(Subject to refund)

The state regulatory com-
missions have traditionally
used historica. test year
data in determining a com-
pany's revenue deficiency.
Continuing inflationary pres-
sures, compined with the
length of time involved in
hearing and deciding a rate
case, have placed us in an
untenable position in recen’
years. Our actual return
on common equity has
been several full percentage
points below the authnrized
return. A more aggressive

roach was taken by our

Ql subsidiaries in onnec-

with the above-men-
tioned rate cases. In addition
to seeking a higher return on
common equity, we included
a reqguest for an allowance
for capital attrition and ex-
pense erosion. In their deci-
sions, both the Massachu-
setts and Rhode Island
regulatory agencies au-
thorized a higher return on
equity than had previously
been ailowed, and permitted
an adjustment for expense
erosion. Rhode Island also
permitted an allowance for
canital attrition, which Mas-
sa  setts did not. Some
aspects of the Rhode Isiand
decision have been appcaled
and may result in a further
revenue increase. We are
hopeful that the acceptance
of the erusion/attrition
concept may actually enable
us 10 achieve the returns

h have been authorized.

Montaup Electric Com-
pany, our generation and
transmission subsidiary, is
under the jurisctiction of the
Federa! Energy Regulatory
Commission (FERC) for rate-
setting purposes. Since
FERC permits the use of 1
forward-iooking test period,
we do not face the same
problem encountered by our
retail companies, namely,
the negative impact of
inflationary factors on
revenues which are hased
on out-oi-date expenses.

As a part of the Decem-
ber 1, 1980 settlement with
the intervenors in Montaup's
M-5 Rate case the Company
agreed to withdraw a petition
filed with FERC in December
1979 whict, sought permis-
sion to include in rate base
a portion of Montaup's in-
vestment in Construction
Work in Progress (CWIP)

FERC will currently permit
the inclusion of CWIP in
rate b se only if a company
can prove extreme financial
hardship. Although we with-
drew our CW!® petition our
objective is slill to convince
FERC that CWIP in rate base
is in the long-term best in-
terests of both the customer
and the shareholder.

Montaup's M-6 Rate was
filed with FERC on December
19, 1980 in an effort to
achieve a higher return on
common equity and to
recover substantial increases
in costs associated with the
operation and maintenance
of various generating units
from which Montaup re-
ceives some power. FERC
permitted M-6 to become
effective, on February 19,
198, at a levei which should
increase annual revenues by
$7.9 million. These addi-
tional revenues are subject
to refund. pending final
action by FERC.

The passage by Congress
of th~ Public Utility Fagu-
latory Policy Act (PURPA)
in 1978 has resulted in a
flurry of activity as the state
regulatory commissions have
attempted to address the
many issues raised by this
Act. Extensive generic hear-
ings have been conducted
by the regulatory commis-
sions in Massachusetts and
Rhode Island on such
PURPA '‘standards’’ as ad-
vertising, master metering,
cogeneration, automatic ad-
justment clauses, terniina-
tion of service, conservation,
time-of-use rates and cus-
tomer information programs.
In addition, we must file ex-
tensive cost-of-service data
with the regulatory commis-
sions, both on an embedded

cost basis and on a margina!
cost basis. State regulatory
commissions and utilities
must consider PURPA's
“standards’’ and then de-
cide if adoption would fur-
ther PURPA's goals — to 2n-
courage conservation of
electric energy, to ensure
fair electric rates and to en-
courage efficient use of
resources.

A “time-of-day"’ rate ex-
periment sponsored by the
Rhode Island Public Utilities
Commission and partially
financed by the Department
of Energy involved 300 cus-
tomers of our Rhode Island
retail subsidiary. The two-
year project was intended to
determine whether or not
changes in electric rate
structure could promote con-
servation of electricity and
encourage customers 10
shift their consumption of
electricity to off-peak
periods. The consultant re-
tained by DOE and the Com-
mission to monitor the

13



project has concluded that
the special rates dicd not
have a great effect on usage
levels, and that many cus-
temers failed to effectively
control their usage. The con-
sultant feit that people
needed more time to Le-
come familiar with and ad-
just to the new rates. As a
result of the consultant's re-
port, we do not expect
“time-of-day'' rates to be
mandated for all residential
customers

In order to more etfectively
respond to greater activity in
the area of rates and regula-
tory procedures, we esta-
blished our own Rate De-
partment early in the year.
We had previously relied pri-
marily on outside firms for
rate-structure advice. A
properly staffed Rate Depart-
ment requires personnel who
have expertise in areas of
accounting, engineering,
ec nometrics, and utility
rate analysis. They are con-
cerned not only with rate
cases, but also with the
proper and timely response
to the requesis of regulatory
and other governmental
agencies for a multitude of
cost data and studies
reauired in conformance
with either Federal or state
mandates.

Organization

Montaup Elcctric Company's
union local represents ap-
proximately 9% of the total
number of employees in

the Sys'am. During the year
negotiations were completed
with the Union for a 38-
month labor contract which
will expire in mid-September
1983. The Fall River division
of Eastern Edison Company
has a labor contract, expir-
ing in June 1981, with a
union which represents 11%
of the EUA System em-
ployees. The remainin_ 80%
of our employees are not
represented by any bargain-
ing unit, although several
attempts to organize have
been made through the
years by various unions.

A preliminary analysis was
made in connection with
the feasibility of EUA seek
ing cont. ol of Newport Elec-
tric Corporation, an investor-
owned reta!l electric dis-
tribution company which
provides electricity to ap-
proximately 25,000 custo-
mers in four Rhode Island
communities. While it ap-
pears that such an acquisi-
tion could be beneficial to
both EUA and Newport, this
does not appear to be an
appropriate time to funher
pursue the feasibility study.
Accordingly, EUA has made
no proposal to Newport.

An ever-increasing num-
ber Jf employees are utiliz-
ing our Educational
Assistance Program. The
Program reimburses em-
ployees for all or a major
portion of expenses incurred
in connection with the suc-
cessful completion of certain
courses at approved educa-
tional institutions.

We continue to hold brief-
ing sessions for employees
in an effort to provide them
with current information on
a variety of issues which
affect them. This is par-
ticularly important in this
time of constantly escalating
energy costs. We owe a
tremendous debt of gratitude
to our employees for the zeal
and aedication they continue
to display, not only as they
carry out their daily assigned
tasks, but alse in their capa-
city as unofficial reprecen-
tatives of their local electric
company. Emplcyees have
a high degree of credibility
and believability when they
respond to off-the-job, utility-
related queries from friends,
relatives and neighbors. We
are deeply appreciative of
their efforts to bring about
better understanding of
electric industry problems




Eastern Utilities Associates and Subsidiary Companies

€elected Consolidated Financial Daia

Years Ended December 31,

housands Except Per Share Amounts) 1980 1979 1978 1977 1976

& (Restated)* (Restated)*
Operating Revenues $244 642 518580 $158,313 $157,700 $152,180
Net income from Continuing O2erations 8,990 8,488 8,199 3,409 7,012
Earnings Per Common Share From Continuing

Operations 1.63 1.74 1.82 86 2.07
Total Assets 390,958 348,642 317,819 304,897 286,004
Long-Term Debt 162,682 123,485 97,870 118,433 122617
Redeemable Preferred Stock 20,199 5,607 5,921 5,921 5,921
Cash Cividends per Common Share 1.60 1.60 1.60 1.80 1.50

* See Note A (Operating Revenues) of Notes to Consolidated Financial Statements for further information.

Management’s Discussion and Analysis of
Financial Condition and Results of Operations

Summary
Corsolidated Net Income in 1980 increased 5.9%
from 1379 and 1979 increased 3.5% from 1978.
Earnings per average common share decreased
during the same period from £1.92 in 1978 to $1.74 in
1975 to $1.63 in 1980 as a result of additional
common shares which were issued and outstanding.
The 1980 results were increased by $1.2 million or
2 per share because of an adjustment (of which
is a one-time adjustment) which resulted
from an amended rate order of the Massachusetts
Department of Public Utilities. See also Note A of
Notes to Consolidated Financial Statements. Cash
requirements for the System’s construction program
totaled $25.0 million, $24.2 million and $22.0 million,
respectively, for the years 1980, 1972 and 1978,
internally generated funds provided $1.1 million, $6.5
million and $9.5 million, respectively, of the cash
necessary to meet the construction program, with the
remaining requirements being provided irom external
sources which are more filly described under
“Liquidity and Sources of Capitai”. See also Note J of
Notes .0 Consolidatea Financial Statements.
Operating Revenues
Operating revenues in 1980 increased $58.8 million
over 1979 and in 1979 increased $27.5 million over
1978. Approximately 87% of the 1980 increase and
94% of the 1979 increase were due to significant
increases in foesil fuel costs which are passed on to
customers. The remaining increases in 1980 revenues
came from the billing of hinher base rates, although
these higher rates were slightly offset by lower kilo-
watthnur consumption by customers. This reduction
ip kilowatthour sales is attributed to the implementa-
Qof energy conservation measures by customers
to the generally weak economic conditions that
prevailed in 1980. Additional increases in 1979
operating revenues came from higher base rates and
from a 4.8% incraase in kilowatthour sales.

Fuel Expenses

Approximately 84% of the System'’s generating
capacity is fueled by oil. As indicated under “Oper-
ating Revenues", the cost of f>=sil fuel burned

in generating stations signifir:=rtly increased during
1980 and 1979. In 1980, the price per bz: 2l o7 vil
increased from $19 in January to $32 in December.
Thase increases raised system fuel expense by $51.0
million or 62.1% over 1879, despite a slight decrease
in kilowatthour sales. 1979 fuel expense increased by
$25.8 million or 45.9% over 1978 and the cost per
barrel of oi! increased from $11.42 in January to
$19.00 at year end, 1979.

Purchased Power

Purchasea power expense increased by $4.0 miltion
or 17.8% in 1980. Most of the increase reflects
additional safety analysis and maintenance work
required at nuclear generating plants in which the
Svstem has ownership interests or unit contracts. The
safety analysis work has been required by the Nuclear
Regulatory Commission as a resuit of findings in its
ongoing investigation of the Three Mile Island
nuclear plant incident.

Allowance for Funds Used During Zonstruction
Allowanc~ for Funds Used During Construction
(AFUDC) represents the net cost, during the period of
construction, of borrowed funds used for construction
purposes and a reasonaple rate upen equity funds
when so used. AFUCC represents a ron-cash
element of income. The System experienced increases
in the level o AFUDC (both equity and debt) totaling
$3.6 million in 1980 and $2.3 in 1979. The System's
continuing expenditures for the construction of future
generating facilities has resulted in significant
increases in the level of construction work-in-progress
balances to which the AFUDC rate is applied. In
addition, because of substantially higher borrowing
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costs to the System, the AFUDC rate has been in-
creased from 8.5% in early 1978 to 11.5% in 1979 to
14.5% in 1980. AFUDC has also become a larger
component of consolidated net income increasing
from 48% in 1978 to 74% in 1979 and to 110%

in 1980.

Interest Charges

increases in interest on long-term debt and other
interest expense are reflective of the System’s con-
tinuing need to borrow funds to meet those cash
requirements of its constru.tion program which
cannot be met with {unds generated internally from
operations. Interest on long-term debt increased by
$.6 million or 5% in 1980 primarily as a result of
increases in the prime borrowing rate and the
issuance of $15 miliion of 14%4 % bonds in October
1980. The increase of approximately $1 million in
1979 was a result of an additional $5 million in Term
Notes Payable being outstanding for most of 1979.
Other interest expense increased $3 million in 1980 to
$11.8 million. This increase was primarily the result of
the continuation of an extremely high level of short-
term borrowings for most of the year and record high
prime borrowing rates. The issuance of $15 million of
bonds and $15 million of preferred stock in October
1980 and an additional sale of $30 million in bonds in
January 1981 has enabled the System to substantially
reduce its level of short-term borrowings. Other
interest expense increased $3.0 million 1, 1979 as a
result of a 1 increased level of short-term borrowings
and higher borrowing rates.

Preferred Dividends of Subsidiaries

Preferred Dividends of Subsidiaries increas:2d

by $.4 million in 1980 as a result of the dividend
requirements of a $15.0 millic n issue of 15.48%
preferred stock in October 1980.

Consolidatec Net Income ‘
Consolidatec Net income was approximately $9.0
miilion in 1980 compared to $8.5 million in 1979
and $8.2 million in 1978. The growth in consolidated
net income “as tLeen severely restricted by sub-
tantial increases in purchased power and interest
expense not being offset by increases in kilowatthour
sales and by the lack of adequate and timely rate
relief.
Liquidity and Sources of Capital
The System is required 10 make substantial capital
exnenditures in order to meet the needs of its existing
customers and to meet the future requirements of
these customers as well as new customers. As is
customary in the utility industry, construction
requirements in excess of internrally generated funds
are obtained through short-term borrowinas which
are ultimately .nded with permanent capital. In 1978
and 1979, the System'’s cash construction require-
ments were $22.0 miilion and $24.2 million, respec-
tively, and it was able to ~2nerate 43% and 27%,
respectively, of such requirements with internally
generatec funds with the balance coming from shori-
term borrowings. In 1980, internally generated funds
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