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NEW ENGLAND POWER COMPANY
Statements of Income and Retained Earnings

Year Ended December 31,

l‘)_ﬂl) 1979 1978
tIn Thousands)
Operating revenue T . . $776,294 $608,214  $504,749
Operating expenses:
Fuel for generation . . . . , = AW ] 381,761 289,656 232,955
Purchased electric energy
Fossil and interchange . : . 103,010 59,387 22,179
Nuclear entitlements : . s . s 51,762 42,335 36,497
Other operation . . . ol . o 16,086 44,053 40,297
Maintenance : gl i % 25,754 24,921 17,537
Depreciation and amortization (Notes A 4nd F) : . 32,700 28,700 27,500
Tixes, other than federal income (Note L) . : : ; 30,023 29,651 31,422
Federal income taxes (Note B) . . . | o L . 32,117 206,156 30,875
Total operating expenses e : o 703,213 544,859 439,26
Operating income . . . . . : . 73,081 63,555 65,487
Other income:
Allowance for equity funds used during construction (Note A) . . 12,819 12,501 8,885
Equity in income of nuclear power companies (Note C) . . i 3,916 3,920 3,635
Other income — net, including related taxes (Note G) ; ; 2,831 773 105
Operating and other income i A o IR , . 92,647 80,549 78,112
Interest:
Interest on long-term debt el el it ntl ol I 36,418 35,746 33,440
Other interest . | B 11,244 4,123 4,680
Allowance for borrowed fut s uscd dunng
construction — credit (Note A) . . . . . . e L (12,944) (8,821) (7,622)
Total interese . . . . . . Iy e U e 34,718 31,048 30,498
Net income S P v Aottt M % S ; 57,929 49,501 47,614
Retained earnings at beginning of year . . . . . . . . . | 27,747 26,909 22,435
Reclassification of amortization reserve . e e e I P 1,976
s 85,676 "0,410 72,025
Cash dividends declared:
Cumulative preferred stock (Note E) . : 8,273 8.351 8,351
Common stock, $7.25, $6.25 and $5.70 per share rcspccnvely 46,762 40,312 36,765
Retained earnings at end of year (Note ) . . . . . . | .. . $30,641 § 27,747 § 26,909

The accompanying notes are an integral part of these financial sratements.



NEW ENGLAND POWER COMPANY
Statements of Changes in Financial Position

Year Ended December 31,

{in Thousand:)
Sources of Funds
From operations
Net 1 t 1 A : . .. . . $57929 $ 49501 $ 47,614
Deps n and amortization . L 32,700 28,700 27,500
Retu =) S} . . 46,700) 9,200 13,400
Deferredl tederal income taxes . . . . S AW T 32,482 15,245 2,118
Investment tax credits — net . . [ LT 9,665 7,500 6,227
Allowance tor funds used during construction . . Spann (25,763) (21,322) (16,507)
60,313 88,824 80,352
Dividends on common stock . R : REE (46,762) (40,312) (36,765)
Dividends on preferred stock . e L (8,273) (8,351) (8,351)
Total funds from operations . . . R 5,278 40,161 35,236
From financing transactions:

Capital contributions from parent company . . . . . . . 20,000 40,000 30,000
Long-term debr issues . TR T R e O & 26,174 50,000
Long-term debt retirements . YR b - TR b (7,400) (13,400)

Preferred stock retirements . . e A L (1,250)
Changes in short-term debt . ot e, At 80,355 7,000 (40,825)
Total funds from financing transacuons . . . . . . 125,279 39,600 25,775
Total sources of funds . : e R : 130,557 79,761 61,011

Application of Funds
Construction expenditures, excluding allowance for funds used during
construction . : , o b . X S 124,703 65,563 61,424
$§ 5,854 $ 14,198 § (413)

Increase/(Decrease) in Working Capital and Other Items

Cash L e b | C . . . . . $@AT2D 8§ (676 § 191
Accounts receivable ! e R T o T T, o 32,823 7,699 565
Fuel, materials and supplies . . . . TR S 13,300 4,458 8,594
Other current assets . . . . . . : O e 862 48 (336)
Accounts payable . . . . . e B B & ‘ (42,223)  (14,520) 9.477)
Other current labilines . . . . . . ol TRNSy B it & (2,509) 15,810 (844)
Other items e R LR - 8,322 1,379 894

$ 5,854 $ 14,198 $ (413

The accompanying notes are an integral part of these financial statements.
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NEW ENGLAND POWER COMPANY
Notes to Financtal Statements

Note A — Significant Accounting Policies
l.  System of Accounts:
The accounts of the Company are maintained in accordance with the Uniform System of Accounts pre-
scribed by regulatory bodies having jurisdiction.

2. Plant

The Company capitalizes, as part ot construction costs, an itern called allowance for funds used during
construction (AFDC), which represents the composite interest and equity costs of capital funds used
to finance construction. AFDC 1s recognized as a cost of “Unlity plant”. Accordingly, AFDC is
capitalized in the same manner as construction labor and matenal costs, with offsetting credits to
“Orher income” and “Interzst”. This is in accordance with an established regulatory rate-making
practice under which a utility 1s permitted a return on, and the recovery of these capital costs
through their ultimate inclusion in the rate base and in the provision for depreciation. The composite
rates approximate the pre-tax cost of funds (10. 20 percent in 1980, 9.84 percent in 1979 and 9.24
percent in 1978).

Tax benefits on the allowance for borrowed funds used during construction have been normalized and
charged to expense (see Note B).

Costs of current repairs and minor replacements of plants and properties are charged to maintenance
expense accounts as incurred. Plant retired or otherwise disposed of, together with costs of removal
less salvage, is charged to accumulared provisions for depreciation

3. Depreciation:

Depreciation is provided annually on a straight-line basis 1n amounts at least sufficient to amortize the
undepreciated cost of depreciable properties over their estimated remaining service lives. In the
opinion of management, the accumulated provisions for depreciation and the provision for depre-
ciation shown in the accompanying financial sratements are adequate for the purpose of depreciating
the plants and properties over their estimated remaining service lives and the plants and properties
are kept in good operating condition to render adequate and dependable service to customers.

The provisions tor depreciation as a percentage of weighted average depreciable property including hydro
and thermal electric generating facilities and transmission facilities were 3.0 percent in 1980, 2.97
percent in 1979 and 2.94 percent in 1978

t.  Reurement Plans:

The Company participates with other subsidiaries of New England Electric System (NEES) in funded
plans which are noncontributory and provide retirement benefits for substantially all employees of
the Company. Current service costs are funded annually; prior service costs are being funded over
a 20 year period. Total pension expense. including amortization of prior service costs, was
$1,296,000 in 1980 and $1,704,000 in 1979 and 1978.

In 1980, a restructuring of pension fund assets was accomplished and a large portion of fund assets were
invested in fixed term guaranteed rate investments. This resulted in an increase, from 5.5 percent
to 8.5 percent, in the estimated return on fund assets. At the same tume, the assumptions for salary
increases and Social Security escalation were also increased. The net effect of these changes reduced
pension contributions in 1980

A comparison of the marker value of pension fund assets with the actuanial present value of accumulated
benefits cannot be presented separat<iy for the Company as the Company participates in the plaas
with other subsidiaries of NEES



NEW ENGLAND POWER COMPANY .
Notes to Financial Statements — Continued

Note B - Federal Income Taxes
The Company and other subsidiaries participate with NEES in filing consolidated federal income tax
rerurns. Federal income tax returns have been examined and reporr.d on by the Internal Revenue

Service through 1976.

Federal income taxes consist of the following components:

1980 1979 1978
(In Thowsands)
Current federal income taxes . $(10,030) $ 3,411 $22,530
Deterred federal income taxes . . Rl 32,482 15,245 2.118
Investment tax credits - net . . 9,665 7,500 6,227
Federal income taxes charged to operations . 32,117 26,156 30,875
Federal income taxes charged to “Other income — net” 2,058 611 482
Total federal income rax expense $ 34,175 $26,767 $31,357

Investment tax credits are deferred and amortized over the estimated service lives of the plant and equip-
ment giving rise to the credits. Investment tax credits — net principally reflects reductions in current
federal income taxes attributable to such investment tax credits which have been deferred.

The Company, with regulatory approval, has adopted comprehensive interperiod tax allocation (nor-
malization). The following table details the components of deferred federal income taxes.
1980 1979 1978
(1 Thousands )

Allowance for borrowed funds used during construction $ 5,538* $ 2,198* $ 3,659

Excess tax depreciation G L, ¥y 5,559 6,350 6,454

Property losses (Note F) : o ; . 2,250 11,972

Construction costs and other ; HT ; 1,708 1,271 818

Reversal of prior years' tax deferrals . . ety (4,805) (2,314) (2,381)

Refunds . el o e . 22,232 (4,232) (6,432)
$32,482 $15,245 $ 2,118

*Excludes $4 16,000 in 1980 and $1,859,000 1n 1979 transferred to property losses.

Total federal income taxes differ from the amounts computed by applying the statutory tax rate to income
before taxes. The reasons for the differences are as follows:

1980 1979 1978
(In Thousands)

Computed tax at statutory rates . . . . . . $42,368 $35,083 $37.906
Reductions in tax resulting from:

Allowance for equity funds used during construction (5,897) (5,751 (4,265)

All other differences . . . . . . . . . (2,296) (2,56%) (2,284)
Federal income taxes . . . . . . 2 [ ey i $34.175 $26.767 $31,357
Effective federal income tax rate it ] L) 37.1% 35. 1% 39.7%

; ®



NEW ENGLAND POWER COMPANY
Notes to Financial Statements — Continued

NoOTE C - Investments in Nuclear Power Companies

A summary of combined results of operations, assets and habilities of the nuclear power companies in
which the Company has investments 1s as follows:

Operating revenue

Net income

Company's equity 1n net income

Plant

Other assets

Liabilities and debt

Net assets

Company’s equity i1n net assets

1980 1979 1978
T (In Thousands )
$275,949 228,532 $194,074
§ 19,328 $ 21,204 § 18,263
$ 3916 5 3.920 $ 3,635
$694,672 $656,783 $620,639
63,033 63,595 44,232
(560.712) (523,661) (471,920)
$196,993 $196,717 $192.951
$ 40,001 $ 38 819 $ 38,159

At December 31, 1980, $5,068,000 of undistributed earnings of the nuclear power companies were
included in the Company's retained earnings

NoTte D - Short-Term Borrowing Arrangements

The Company has lines of credit totaling $88,500,000 with a number of banks. There are no formal
compensating balance arrangements, although operating balances maintained by the Company pro-
vide compensation for . rtain lines of credit and tees are paid in hieu of compensating balances on

other hines of credit.

NoTE E -~ Cumulative Preterred Stock
A summary of cumulative preferred stock at December 31, 1980 and 1979 is as follows:

6.00%
4.56%
4.60%
4.64%
6.08%
7.24%
8 40%
B.68%
11.04%

Series
Series
Series
Series
Series
Series
Series
Series (less

shares held at cost

for sinking fund)

Total

(a) Noncallable.
(b) On September 1 of each year the Company 1s required to retire 50,000 shares to satisfy a sinking

fund obhgation
() Annual dividend requirement $8, 105,000 1n 1980 and $8,351,000 in 1979

Current
Par Shares Outstanding Amount Call
Value 1980 1979 1980 1979 Price
{In Thousand; )
$100 80, 140 80,140 $ 8014 $§ R0l4 (a)
100 100,000 100,000 10,000 10,000 $104.08
100 80, 140 80, 140 8,014 8.014 101.00
100 100,000 100,000 10,000 10,000 102.56
100 100,000 100,000 10,000 10,000 102.84
100 150,000 150,000 15,000 15,000 106.68
100 150,000 150,000 15,000 15,000 108,12
100 100,000 100,000 10,000 10,000 105.62
25 950,000 1,000,000 23,750 25,000 29.05(b)
(39,300) (1010}
1,770, x5y 1,860,280 $108,768(c) $111,028(¢)




NEW ENGLAND POWER COMPANY
Notes to Financal Statements — Continued

Note F - Property Losses
In 1975 the Company cancelled plans to build a new oil-fired generating unit and in December 1979
cancelled plans to build two nuclear generating units _ommencing January 1, 1976 and June 1,
1980 respectively, the Company began amortiza.ion of the resulting losses of approximately
$13.,000,000 ($7 000,000 atrer tax) and $28,000 000 (317,000,000 after tax) respectively, over
five-year periods. Depreciation and amortization expense includes 86,100,000 in 1980 and
2,600,000 in each of the years 1979 and 1978 relating to such amortization. The Company s
recovering these costs through rates
On December 31, 1980, a nonathliate announced cancellation of plans for two nuclear generating units
in Montague, Massachusetts. The Company had expended approximately $6,000,000 as a part
owner which amount s included in the balance sheet under the caption “Unamortized property
losses”. The Company will request regulatory approval to amortize and recover any loss through
rates.

NoTe G - Long-term Debt

A summary of long-term debt is as tollows:
Amount
December 31,
' 80 1979

{In Thowands )

First Mortgage Bonds

Series D, 274% , due February 1, 1981 . . . : . $ 12,000 S 12,000
Series E, 3%, due June 1, 1982 : : , 5,000 5,000
Serres F, 3%, due January 1, 1985 . [ : : 25,000 25,000
Series G, 4%4%, due February 1, 1987 . | 4 . ‘ 10,000 10,000
Series H, 4%, due June 1, 1988 ) : e 10,000 10,000
Series 1, 4%% , due November 1, 1991 | . 4 20,000 20,000
series |, 4%, due December 1, 19 2 . 12,000 12,000
Senes K, 4%, due November 1, 1993 . ! T 10,000 10,000
Sertes L., 6%4% . due December 1. 1996 ‘ v 10,000 10,000
Senes M, 647 , due Ocrober |, 1997 : 15.000 15,000
Series N, 7'4%, due July 1, 1998 5 - 20,000 20,000
Sertes O, 7%, due December 1, 1998 . . 20.000 20,000
Scries P, 8%% | due Seprember 1, 1999 . TaL - 15,000 15,000
Seri - R, 7W%%, due July 1, 2002 : 25,000 25,000
Series §, 8%, due August 1, 2003 e 2 E 10,000 10,000
Series T, 8%.7 , due December 1. 2003 A _ 10,000 40,000
Series U, 1074% , due March 1, 2005 ! ! 72,800 72,800
General and Refunding Mortgage Bonds
Series A, 8%:%, due January 1, 2007 . S 50,000 50,000
Series B, 9V2% | due July 1, 2008 : o : ' S0.000 50,000
Series C, 9V:% , due March 15, 1983 . 90,000
Less funds held by trustee oo . . T (63,826) -
187 974 461,800
Unamortized premiums and discounts . . . ‘ : T 375 _= 1122
Total long-term debt (annual interest requirement $38,055,000
and $35.568,000) g - 488,349 462,922
Less amount due within one year ; Rt 12,000
Long-term debt . . . . ! ! ; - $476,319 $462,922
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. NEW ENGLAND POWER COMPANY

Notes to Financial Statements — Continued

Norg G - Long-term Debt (Continued)

The Company tssued $90,000,000 ot Series C general and refunding mortgage bonds in March 1980
to secure pollution control revenue bonds 1ssued by the Massachusetts Industrial Finance Agency
At December 31, 1980, $63,826,000 of the proceeds from the issue were held by a trustee in a
construction tund to be disbursed as gualified construction costs are incurred by the Company.
Interest income is carned on the proceeds held by the trustee. This income, net of related Series C
bond interest expense, is included in the income statement under the caption “Other income -
net’
Substantially all of the properties and franchises of the Company are subject to the lien of the indentures
under which first mortgage bonds and general and refunding mortgage bonds have been issued.
Pursuant to the provisions of the indentures, relating to the first mortgage bonds and general and re-
’ tunding mortgage bonds, the Company may elect to satisty its annual sinking fund obligations of
$4.570.000 accruing on July 1. 1981, $4,520,000 in each of the years 1982, 1983 and 1984 and
£4,270,000 1n 1985 in cash, bonds, or by evidencing to the trustee additional property in amounts
not less than $7.617.000 1n 1981 and $7,533,000 in each of the years 1982, 1983 and 1984, and
$7. 117,000 in 1985.

Norte H -~ Ocher Paid-In Capital

In 1980, 1979 and 1978 New England Electric System, the parent company, made capital contributions
of $20,000,000, $40,000,000 and 330,000,000, respectively, to the Company which were credited
to other paid-in caprtal

. NoTe | - Restrictions on Retained Earnings Available for Dividends on Common Stock

Pursuant to the provisions of the Articles of Organization and the By-Laws relating to the Dividend
Series Preferred Stock and the Cumulative Preferred Stock, certain restrictions on payment of div-
idends on the common stock would come into effect if the “junior stock equity” were, or by reason
of payment of such dividends became, less than 25 percent of “total capitalization.” However, the
junior stock equity at December 31, 1980 was 40 percent of total capitalization and, accordingly,
none of the Company's retained earnings at December 31, 1980 was restricted as to dividends on
common stock under the foregoing provisions

Pursuant to restrictions contained in the supplemental indentures relating to hrst mortgage bonds and
the indentures relating to general and refunding mortgage bonds, none of the Company's retained
carpings at December 31, 1980 was restricted as to dividends on common stock.

NOTE ] ~ Commitments and Continge..cies

The Company s construction expenditures, exciuding AFDC, are estimated to be $168,000,000 in 1981,

E At December 31, 1980, substantial commitments had been made related to this construction pro-
gram.

Under the Company’s current arrangements for tuel supply, certain of its fuel coracts are assigned to

L a nonathliate which purchases fuel under these contracts and in the open market, holds the tuel in

inventory, as owner, and sells the fuel to the Company at the time of burn at prices reflecting its

cost of the fuel. In addition, the Company pays monthly charges to cover the nonafhliate’s services.

The agreement is terminable on three months notice. Included in fuel, materials and supplies and

in accounts payable 15 $37,215.000 representing fuel inventory held for the Company under the

agreement
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NEW ENGLAND POWER COMPANY

TaABLE 1.
STATEMENT OF CONSOLIDATED INCOME ADJUSTED FOR INFLATION

Constant dollar Current cost
Year ended December 31, 1980 (mullions of dollars) approach approach
Net income — as shown on the books $ 58 $58
ADJUSTMENT 1. DEPRECIATION EXPENSE (32) (45)
Adjusted net income for 1980 $ 26* $13
ADJUSTMENT 2. MONETARY ASSETS AND LIABILITIES $75 $75
ADJUSTMENT 3. GENERAL vs SPECIFIC INFLATION®® $(84)
ADJUSTMENT 4. REGUIATORY IMPACT $(84) $13

If adjusted net income were further adjusted for the regulatory impact shown in Adjustment 4, the resuit would
i *come a net luss of $58 mullion under the constant dollar approach.

** At December 31, (980, the current cost of utility plant and equipment was about $1,994 million while the net
historical cost reco srable through depreciation was about $1,051 million

The following table sh.ws selected financiil data adjusted for the effects of inflation. This data is shown in millions of
average 1980 dollars. Some of this data was derived from Table 1 presented above.

TABLE 2.

FIVE YEAR COMPARISON OF SELECTED SUPPLEMENTARY FINANCIAL DATA ADJUSTED FOR EFFECTS OF 1NFLATION
Year ended December 31, 1980 1979 1978 1977 1976
Operating revenue excluding fuel recovery $256 $285 £306 $323 $339
Fuel recovery revenue 520 407 332 382 335
Total operating revenue $776 $690 $638 $705 $674

HISTORICAL COST INFORMATION ADJUSTED FOR
4B FRAL INFLATION (CONSTANT DOLLAR)

income (ex.!.aing Adjustment 4 Regulatory
impact) $ 26 $ 28

HISTORICAL COST INFORMATION ADJUSTED FOR

SPECIFIC PRICE INCREASES (CURRENT COST)
Income (excluding Adjustment 4 Regulatory

impact) $ 13 $ 13
Excess of increase in general price level over

increase in specific prices after adjustment

for impact of regulation (Adjustment 3

plus Adjustment 4) $ 71 $ 88
GENERAL INFORMATION
Net assets at historical cost at year end $377 $399
Net gain from inflation adjusted monetary
assets and liabiliues $75 $ 87
Average Consumer Price Index 246 5 217.4 195.4 181.5 170.5
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NEW ENGLAND POWER COMPANY

Selected Financial Data
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Depreciation and amortization expenses in 1980 included amortization of the preliminary costs of the proposed
Charlestown nuclear project which was cancelled in December, 1979. Amortization of these costs over five years began
on June 1, 1980, and 1s being recovered through rates.

For a discussion of federal income taxes see note B of Notes to Financial Statements.

The allowance for funds used during construction (AFDC) increased by $4 million in 1980 and $5 millien in 1979.
These increases were due to increased construction work in progress and higher AFDC rates. See note A of Notes to
Financial Statements.

The increase in other income in 1980 1s principally due to income trom interest on cash investments.

In October, 1980 the Company asked the Federal Energy Regulatory Commission (FERC) for an $89 mullion rate
increase effective January 1, 1981. The FERC allowed, subject o -efund pen ling final decision, $20 million of this
increase related to coal conversion to be effective January 2, 198  $59 million effective June 1, 19812 ' disallowed
$10 milhon.

A milestone was reached in 1980 1n the Company's rate pros cedings before the FERC. Three prior rate cases, which
had been pending since 1976, were finally resolved. Because ot reserves previously establisied, the refunds for these
cases had no material impact on 1980 earnings. The FERC also approved a settlement on *he level of rates fc  980.
The settlement provided for a $36 million annual increase in the Company's rates.

Construction  penditures in 1980, excluding allowance for funds used during construction (AFDC), totaled $125
million and inciuue  about $64 million for coal conversion work at the Brayton Point Station

The FERC allows expeaditures for coal conversion to be placed in the rate base as incurred. This was done and
our current rates reflect these expenditures.

Cash generated internally in 1980 totaled $30 million. Approximately twenty five willion dollars (after-rax) were
used for refunds in the settlement of rate cases and the balance was applied to construction cests.

Estimated ccastruction expenditures for 1981, excluding AFDC are $168 million. This includes approximately
$79 mullion for coal conversion costs and $66 million for jointly-owned nuciear generating units.

Internally generated funds currently provide a relatively small portion of the Company's capital needs. Internal
funds will provide a larger porr.u. when construction is completed on the jointly-owned nuclear plants and they are
placed in service.

In March 1980 the Comany issued $90 miilion in tax-exempt pullution control bonds through the Massachusetts
Industrial Finance Agency. Tae proceeds of this issue are being used to finance pollution control facilities for the coal
conversion project at Brayton Point.

A dual offering of $50 million of bonds and $50 million of preferred stock, tentatively scheduled for competiuve
bidding in December 1980, was postponed ' ecause of high interest rates and unsettled markets.

In 1981, the Company expects to issue $50 mullion of preferred stock and up to $100 million of bonds, a portion
of which will be used to refund $12 million of maturing 27% percent first mortgage bonds.

A discussion of the effects of inflation appears on pages 13 and 14.
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A copy of New England Power Company's Annual Report on SEC Form 10-K, for the year ended
December 31, 1980 will be available on or about April 1, 1981, without charge, upon written request
to James C. Nesbitt, Vice President-Finance, New England Power Company, 25 Research Drive, West-

borough, Massachusetts 01581
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FINANCIAL INFORMATION



NEW ENGLAND POWER COMPANY

Westborough, Massachusetts

QUARTERLY REPCRT
MARCH 1981

11d be considered 1ir onjunction with the
tes to the financial statements herein and in the Company's
\II port. In the opinion of the Company, the statements re-
t all adjustments necessary to a fair statement of the results of its
4

operations for the periods.

IS O NFORMATION PREFAREID BY THE COMPANY N THE ORDINMARY COURSE O SUSINERS 18 NOT FURNMIBHED N COMMEDTION WITH ANY
e P NG O RITIES SOR FOR TaE PURPOSE OF FPROMOT NG INFLUENCING ON EPrECTING THE BALKE LR PURCHARF OF SECUR T




NEW ENGLAND POWER COMPANY
Statements of Income and Retained Earnings
Periods ended March 3]

(UnaUdited) .
_Three Months Twelve Months
1981 1980 1981 1980
(In Thousands)
Operating revenue $268,486 $193,690 $851,089 $662,09/
Operating expenses:
Fuel for generation 147,684 98,580 430,866 326,353
Purchased electric energy:
Fossil and interchange 37,179 23,660 116,529 72,570
Nuclear entitlements 13,874 11,148 54,488 43,846
Other operation 12,682 10,654 48,114 43,864
Maintenance 6,752 5,767 26,738 24,824
Depreciation and amortization 9,350 7,350 34,700 28,925
Taxes, other than federal income 6,489 8,744 30,768 29,585
Federal income taxes 10,794 9,109 33,801 27,125
Total operating expenses 247,804 175,012 776,008 597,092
Operating income 20,682 18,678 75,085 65,005
Other income:
Allowance for equity funds used during
construction 3,363 2,653 13,530 12,4648
Equity in income of nuclear power b
companies (Note A) 665 993 3,588 3,9
Other income—net _1.138 126 3,844 416
Operating and other income 25,849 22,450 96,047 81,822
Interest:
Interest on long-term debt 9,651 8,899 37,171 35,660
Other interest 4,752 1,652 14,344 5113
Allowance for borrowed funds used during
construction—credit _(5,350) _(2,717) _(15,577) (9,303)
Total interest 9,053 7,834 35,938 31,470
Net income 16,796 14,616 60,109 50,352
Retained earnings at beginning of period 30,641 27,747 28,020 26,977
Sh 7,437 T 42,3%3 88,129 77.329
educt:

Cash dividenas declared:

Cumulative preferred stock 2,021 2,088 8,206 8,352
Common stock | 13,867 12,255 48,374  40.957
Retained earnings at end of period $ 31,549 §$28,020 $ 31,549 3§ 28,020

Per share data is not relevant because the Company's common
stock is wholly owned by New England Electric System,

THIN INFORMATION, PRAEPARED BY THE COMBANY N THE ORDINARY COURSE OF BUSINESS, IS NOT FURNISHED IN CONMNECTION WiTh ANY
OFFERING OF SRCURIT RS, NOR FOR THE PURPOSE OF PROMOT ING, INFLUENCING OR EPFTCTING TwE SALE OR PURCHASE OF SECURITIES




NEw ENGLAND POWER COMPANY
Balance Sheets
(Unaudited)

ASSETS

Utility plant, at original cost
Less accumulated provisions for depreciation

Construction work in progress
Net utility plant
Investments:
Nuclear power companies, at equity (N.te A)
Nonutility property and other inve:tuents, at cost
Total investwents
Current assets:
Cash
Accounts receivable, principally from sales of
electric energy:
Affiliated companies
Others
Fuel, materials and supplies, at average cost
Prepaid expenses and temporary deposits
Total current assets
Deferred charges and other assets
Unamortized property losses

CAPITALIZATION AND LIABILITIES

Capitalization:
Common stock, par value $20 per share,
authorized and outstanding 6,449,896 shares
Premium on capital stocks
Other paid-in capital
Retained earnings
Total common equity
Cumulative preferred stock:
Series without mandatory redemption requirements
Series with mandatory redemption requirement
(less 44,500 and 39,300 shares held in treasury)
Total cumulative preferred stock
Long-term debt
Total capitalization
Current liabilities:
Lona-term debt due witnin cne year
Notes payable—commercial paper
Notes payable—associated companies
Accounts payable (including 53,715,000 and $3,083,000
to affiliates)
Accrued liabilities:
Taxes
Interest
Payroll and other accrued liabilities
Dividends declarea
Total current liabilities
Deferred federa! income taxes
Unamortized investment tax credits

THIS NFORMA T ON, BREPARED B THE (OMPANMY IN T HE ORDINAR Y COURSE OF BUS NESS

OEFER G OF SEICUR T 8 NOR FOR Ll PURPOSE OF PROMOT NG, INFLUENE NG OR EPFE -

March 31, Necember 31,
19¢ ] 1980
(In Thousands)
$ 943,729 $ 943,607

269,921 262,106
673,808 681,501
419,221 365,676
1,093,029 1,051,177
356,157 39,251
7,83 1,82
47,087 36,672
2,058 2,153
112,871 110,504
16,559 23,654
74,794 66,728
1,767 1,107
208,045 204,146
5,323 5,369
29,201 30,726
USROS, _ 2. 5 1. % 4%,
51!382!689 31!355!090
$ 128,998 $ 128,998
87,192 87,192
148,000 148,000
31,549 30,641
395,739 394,83
86,028 86,028
22,517 22,740
108,545 108,768
491,457 476,349
995,741 979,948
86,955 90,855
10,700 -
114,738 107,103
8,598 1,607
7,846 8,357
1,378 818
13,867 N e
244,082 220,740
97,549 94,954

45,317

$1,382,689

42,448

31,338,090

B NOT FURNIIHMED N CONNEC T ION ®ITH ANy

TING THE SALE OR PURCHANE OF SECURIT IS,



NEW ENGLAND POWER COMPANY
Nete to Financial Statements ‘

Note A

A summary of combined results of operations, assets and liabilities of the
nuclear power companies in which the Company has investments is as *.ilows:

Three Months Twelve Months
1981 IQBQ_ 1981 1980
“{In Thousands)
Op~rating revenue $ 77,300 $ 62,402 $290,848 $239,869
Net income $ 4,625 § 4,382 §$ 19,571 § 22,157
Company's equity in net income § 665 § 993 § 3,588 § 3,935
March 31, December 31,
1981 1980
(In Thousands)
Plant $ 688,938 $ 694,672
Other assets 61,148) ( 63,033
Liabilities and debt (551,753 560,712)
Net assets § 198,333 $ 196,993
Company's equity in net assets $ 39,157 $ 39,251
At March 31, 1981, $4,974,000 of undistributed earnings of the nuclear powe!I

companies were included in the Company's retained earnings.



NEW ENGLAND POWER COMPANY
Statements of Changes in Financial Position
Periods Ended March 31
(Unaudit.ou)

_Three donths
1981 1980

Twelve Months
1981 1980

{Tn Thousands)

Sources of Funds

From operations:

Net income $ 16,796 5 14,616 $ 60,109 $ 50,352
Depreciation and amortization 9,350 7,350 34,700 28,925
Refuris - 1,473 148,173) 7,161
Deferred federal income taxes 2,595 1,578 33,499 16,258
Investment tax credits—net 3,394 1,915 11,144 7,641
Allowance for funds used during
construction (8,713) __(5,371) (29,107) (21,769)
23 422 21,561 62,172 88, 568
Dividends on common stock (13,867, (12, 255) (48, 374) (40,957)
Dividends on preferred stock (2 21) (2,088) (8,206) (8,352)
Net funds from operations 7,03 7,218 5,582 39,259
From financing transactions:
Capital contributions from parent company - - 20,9000 40,000
Long-term debt issues 15,053 900 40,327 900
Long-term debt retirements (12,000) - (12,000) (7,400)
Preferred stock retirements -~ (1,250) -
Changes in short-term debt 0,800 8,375 78,780 18,875
Net funds from finaicing transactions 9,853 9,275 125,857 52,375
. Sources of funds 17,387 16,493 131,489 91,634
Application of Funds
Construction expenditures, excluding
allowance for funds used during
construction 41,055 19,547 146,210 72,723

f(za 668) f(a 054) $(14,761) §18,91

Increase/(Decrease) in Worlking Capital
and Other [tems

Cash $ (95) § (235) § (4,581) % (2,780)
Accounts receivable (4,728) 6,127 21,968 11,891
Fuel, materials and supplies 8,066 4,364 17,002 14,632
Other current assets 660 6,364 (4,842) 5,914
Accounts payable (7,635) 4,385 (54,243) (21,260)
Other current liabilities (20,614) (25,489) 2,366 8,184
Other items 578 ﬂl ,430 7,569 2,330
$125,668) § (3,040 $(14,76D § 18 78,9711

THIS INFORMATION, PREPARED BY THE COMPANY IN THE QRDINARY COURSE OF BUSINESS, 13 NOT FUSNISHED IN CONNECTION WITH ANY
OFFERING OF SECURITINS, NOR FOR THE PURAPOSE OF PROMOTING, INFLUENCING OR EFFECTING THE SALE OR PURCHMASE OF SECURITIES,



NEW ENGLAND POWER COMPANY
Financial Review

Revenues

Operating revenue in the first quarter of 1981 totaled $268 million which was
an increase of $75 million or 38 percent over the first quarter of 1980. Operating
revenue for the fweive months ended March 1981 totaled $851 million which was an
increase of $189 million or 28 percent over the twelve months ended March 1980.
This significant rise in operating revenues is principally due to the recovery of
higher fuel costs. The balance of the increase reflects rate increases and a small
increase in kilowatthour sales due to very cold winter weather. The following
table summarizes the changes in operating revenue:

Increase (Decrease) in Operating Revenue

Three Months Twelve Months
1981 vs 1980 1981 vs 1980
(In Millions)
Fuel recovery $62 $148
Rate increases 12 37
Sales growth Ty 4
$75 $189

Operating Expenses

The increase in operating expenses as shown in the fellowing table, is
principally due to the increased cost of fuel used for generation and included
in purchased electric energy. However, the increased fue. .nsts are recovered

in fuel clause revenues.
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The following table summarizes the changes in operating expenses:

Increase (Decrease) in Operating Expenses

Three Months Twelve Months
1981 vs 1980 1981 vs
{In Millions)
Total fuel cost $66 $154
Purchased energy excluding fuel - 5
Operation and maintenance 3 6
Depreciation and amortization 2 6
Taxes - 8
$73 $179

|

Other operation and maintenance expenses increased $3 million or 18 percent
for the first quarter of 1981 and $6 million or 9 percent for the 12 months ended
March 1981. The increases are primarily due to an increase in the maintenance of
generating units as well as continuing inflationary pressures on all costs.

The increase in depreciation and amortization expenses is primarily due to
the amortization of our proposed Charlestown nuclear project. Amortization of
these costs over five years began on June 1, 1980, and is being recovered through
rates.

The allowance for funds used during construction (AFDC) increased by $3 million
for the quarter and $7 million for the 12 months ended March 31, 1981 as compared
to the corresponding prior periods. These increases were due to increased construc-
tion work in progress and higher AFDC rates.
Other Income

The increases in other income are principally due to interest income on cash

investments.




Other Interest Expense

The increase in other interest expense of $3 million in the quarter and
$9 mi11ion in the twelve month period ended March 31, 1981 as compared to the
corresponding prior periods is principally due to the increase in short term
Jorrowings.

In October, 1980 the Company filed with the Federal Energy Regulatory
Commission (FERC) for an $89 million rate increase, to be effective January 1,
1981. The FERC allowed, subject to refund pending final decision, $20 million
of this increase related to coal conversion to be effective January 2, 1981.

The FERC further ruled that approximately $59 million of the balance of the rate
increase may go into effect, subject to refund on June 1, 1981,

Capital Expenditures and Financing

Construction expenditures excluding AFDC, totaled $41 million for the quarter
and $146 million for the twelve months ended March 31, 1981, including $25 million
and $87 million respectively, for coal conversion work at Brayton Point Station.
The first unit of which began burning coal on a permanent basis in late March.

The FERC allows expenditures for coal conversion to be placed in the rate
base as incurred. This was done and our current rates reflect these expenditures.

Cash generated internally including changes in working capital totaled
$31 million for the quarter and $46 million for the twelve month< ended
March 31, 1981,

In February of this year the Company refunded $12 million of 2 7/8 percent

first mortgage bonds,



Part iI. Other Information

Item 6. Exhibits and Reports on Form 8-K,

(b) Reports on Form B-K

None

SIGNATURE

Pirsuant to the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

NEW ENGLAND POWER COMPANY

By s/ D. E. Rose

D.E. Rose, Treasurer
Authorized Offi~er
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NEW ISSUE EX HI3 IT F-2

In the oprmion of Palmer & Dodge, Boston, Massachusetts, Bond ('ounsel, the interest on the 1990
Bonds is exempt from Federal income tazes under existing law, except for interest on any 1950 Bond
during any period while if is held by a person who is a “substantial uscr” of the Project Facilities or a
“related person™ within the meaning of Section 103(b)(5) of the Internal Revenue Code of 1954, as
amended.  Under existing statutes, the 1980 Bonds and any income derived therefrom are exempt
from tazatwn under the laws of The Commonwealth of Massachusetts, including local property tazes
and personal income taxcs, but may be included sn the measure of Massachusetts estate and inhers-
tance tares and of certain Massachusetts corporation ezcise and fronchise taxes. See “Tax Ezemp-

tion” heremn.
£90,000,000
Massachusetts Industrial Finance Agency
9%% Pollution Control Revenue Bonds

(New England Power Company Project — 1980 Series)

The 1980 Bonds will be special, limited obligations of the Massachusetts Industrial Finance
Agency payable only from certain General and Refunding Mortgage Bonds delivered by, and other
funds available pursuant to a Loan Agreement between the Agency and

New England Power Company

(a subsidiary of New England Electric Sysiem)
Dated: March 15, 1980 Due: March 15, 1983

Interest on the 1980 Bonds will be payable semi-annually on March 15 and September 15 of
each year veginning on September 15, 1980. Principal and interest on coupon 1980 Bonds are pay-
able at the principal corporate trust office of Boston Safe Deposit and Trust Company, Boston,
Massachusetts, Trustec, and also at the principal corporate trust office of Morgan Guaranty Trust
Company of New York, New York, Paying Agent. The 1980 Bonds will be issued as coupon bonds in
the denomination of $5,000 each, registrable as to principal only, or as fully registered bonds in denomi-
nations of $5,000 or any multiple thereof. Coupon bonds and fully registered bonds are exchangeable
at the principal corporate trust office of the Trustee. The 1980 Bonds are subject to redemption prior
to maturity as described herein.

PRICE: 100%
(Accrued interest from March 15, 1980 to be added)

The 1980 Bonds are offered when, as and if issued and received by the Underwriters, subject to
the unqualified approval of 'egality by Palmer & Dodge, Boston, Massachusetts, Bond Counsel, and
to certain other conditions. With respect to matters pertaining to New England Power Company,
the Agency and the Underwriters will receive the opinion of Robert D. Hartshorne, Corporation
Counsel, and Robert King Wulff, Assistant General Counse! of the Company. Certain legal matters will
be passed upon for the Underwriters by Ballard, Spahr, Andrews & Ingersoll, Philadelphia, Pennsyl-
vania. Delivery of the 1980 Bonds is expected on or about March 26, 1980,

Goldman, Sachs & Ce
L n, Read & Co. Inc.
Shearson Loeb Rhoades Inc.

Dated: March 14, 1980
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The information contained in this Official Statement has been obtained from New England
Power Company and other sources which are deemed reliable by the Underwriters. No repre
sentaiion or warranty is made as to the accuracy or completeness of such information, and
nothing contaized in this Official Statement is or shall be relied on as & promise or represen.ation
of the Underwriters. This Official Statement is submitted in connection with the sale of securities
refer:ed 1o herein, and may not be reproduced or be used, in whole or in part, for any other
purpose. The delivery of this Official Statement at any i me does not imply that the information
herein is correct as of any time subsequent 1o its date.

No dealer, salesman, or any other person has been authorized by the Agency, New England
Power Company, or the Underwriters to give any information or to make any representation
other than as contained in this Official Statement in connection with the offering described herein
and, if given or made, such other information or representation must not be relied upon as hav-
ing been authorized by any of the foregoing. This Official Statement does not constitute an offer
of any securities, other than those described on the cover page, or an offer 10 sell or - solicitation
of an offer 1o buy in any jurisdiction in vhich it is unlawful to make such offer, solicitation or
sale.

TABLE OF CONTENTS
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£90,000,000
Massachusetts Industrial Finance Agency

9% % Pallution Control Revenue Bonds
(New England Power Company Project —— 1980 Series)
Due March 15, 1983

INTRODUCTORY STATEMENT

This Official Statement is provided to furnish information relating to the Pollution Control
Revenue Bonds (New England Power Company Project — 1980 Series) (the “1980 Bonds™) of u.c
Massachusetts Industrial Finance Agency (the “Agency”) to be issued in the aggregate principal
ainount of $20,000,000.

The principal ar int of the 1980 Bonds will be loaned by the Agency to New England Power
Company, a Massachus.tts corporation (the “Company”), for the purpose of financing certaiz pol-
lution control facilities (the “Project Facilities”) to be constructed at Units 1, 2, and 3 of the Com-
pany's Brayton Point Station, which will qualify as “air or water pollution control facil tie ” or “so.id
waste disposal facilities” for the purpose of Section 163(b) (4) of the Internal Revenue Code of 1954,
as amended (the “Code”). The loan will be made pursuant to a Loan Agreement to be dated as of
March 15, 1980 (the “Loan Agreement”) between the Company and the Agency, under which the
Company will agree to make payments to the Trustee under the Indenture referred to below suf-
ficient to pay when due the principal of and premium, if any, and interest on the 1980 Bonds.
The Company's payment obligation will be evidenced bv the issue and delivery to the Trustee of
$90,000,000 principal < vount of the Company's General and Refuuding Mortgage Bonds, Series C
(the “Series C G&R Bonuds”), providing for payments of principal, premium, if any, and interest
corresponding to the principal, premium, if any, and interest payments due on the 1980 Bonds. The
Series ' G&R Bonds will be issued under a Second Supplemental Indenture dated as of March 15,
1980 (the “Supplemental Indenture”) to the General and Refunding Mortgage Indenture and Deed
of Trust dated as of January 1, 1977 (as supplemented by the Supplemental Indenture and by the
previous supplemental indenture thereto, the “G&R Indenture”) from the Company to New England
Merchants National Bank, as trustee (the “G&R Trustee”). The Series C G& Bonds will be
secured (ratably with all other bonds issued or to be issued under the G&R Indenture by a lien on
substantially all the property of the Company, subordinate to the lien of the Company’s Indenture
of Trust and First Mortgage dated as of November 15, 1936, and indentures supplemental thereto
(the “First Mortgage”), all as more fully described under “The General and Refunding Mortgage
Bonds.” -

The 1980 Bonds will be issued under a Trust Indenture dated as of March 15, 1980 (the “Inden-
ture”) between the Agency and Boston Safe Deposit and Trust Company, Trustee (the “Trustee”),
under which the Agency w'!i assign to the I'rustee all of its rights under the Loan Agreement, includ-
ing its right to receive payments thereunder (other than certain payments received for indemnification
and reimbursement of expenses), the Series C G&R Bouds, the moneys and securities held in the Con-



struction Fund and ihe Bond Fund under the Indenture, and the investment earnings on and pioceeds
of any of the foreguing. The Trustee will be registrar and paying agent for the 1980 Bonds. Principal
end interest on coupon 1980 Bonds will also be payable at the principal corporate trust office of
Morgan Guaranty Trust Company of New York, Paying Agent. The Indenture provides for the issu-
ance of additional parity bonds from time to time (“Additional Bonds™) to finance comp'c* ~n of the
Project Faecilities, to finance any additional pollution control facilities in Massachusetts under the
Loan Agreement, or to refund Bonds issued under the Indenture as deseribed below under “The Inden-
ture — Additional Bonds™ The 1980° Bonds, together with any Additional Bonds issued under the
Indenture, are herein referred to as the “Bonds”.

The 1950 Bonds do not constitute a general obligation of the Agency or a debt or pledge of the
foath and credic of The Commonwealth of Massachusetts, but are special obligations of the Agency

payable solely from the revenues and funds pledged for their payment as provided in the Loan
Agreement and the Indenture. The 'Agency has no taxing power.

There follow in this Official Statement brief descriptions of the Pwject Facilities, the 1980
Bonds, the Loan Agreement, the Indenture, the Series C G&R Bonds, and tne G&R Indenture. Such
descriptions are qualified in their entirety by reference to such documents, copies of which may be
cxamined at the principal corporate trust office o1 *he Trustee. During the offering period copies of
the dceur “~ts may be obtained from the Underwriters listed on the cover page hereof.

THE AGENCY

The Agency is a body politic and corporate and a public instrumentality of The Commonwealth
of Massachusetts authorized by the Constitution and lav - of The Commonwealth of Massachusetta,
including specifically Massachuset’. General Laws, Chapter 232, §29 ¢f seq. and, to the extent made
applicable thereby, Chapter 40D (collectively, the “Act™), to issue the 1980 Bonds for the purpose of
financing the Project Facilities and to enter into the Loan Agreement and the Indenture.

THE PROJECT FACILITIES

The Company’s Brayton Point Station is located in Somerset, Massachusetts and consists of four
generating vnits. Units 1, 2, and 3 thereof (the “Plant”) were originally designed to burn coal but
were converted to oil burning in the 'ate 1960’s to take advantage of then favorable oil prices. In con-
formity wita the national poliey of reducing foreign oil consumption, the Company is now converting
the Plant back to coal.

The Projecc ¥ acilities which are to be Snanced from procesds of the 1980 Bonds are pollu-
*'en eort™l facilities required in connection with the cor.ersion of the Plant from oil to ~0al burn-
ing. These facilities will include electrostatic precipitators designed te remove particulates from flue
gas, a dry fly ash handling system designed to move and hold (pending final disposal off-site) fly
ash from the precipita’ors with minimal emissions irto the atmosphere, that portion of a closed-
eycie wet bottom ash sluicing system designed to remove bottom ash from the Plant’s boilers with
minimal emissions into the atmosphere an. vithout .eaching sluice water into the ground or the
waters su, rounding the Plant, and additional minor systems designed primarily to rainimize emissions
into the stmosphere. See “Conversion to Coal” in the Appendix hereto.

4
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Use of Proceeds

it is anticipated that the proceeds from the sale of the 1980 Bonds will be applied approximately
as follows

Cost of the Project Facilities $88,700,000
Underwriting Discount 900,000
Legal, Printing, and Miscellaneous Expenses 400,000
Total $90,000,000
m————

THE 1980 BONDS

The 1980 Bonds will be dated March 15, 1980, will bear interest from suck date at the rate
per annum stated on the cover page hereof and will mature on March 15, 1983. Interest on the
1950 Bonds will be payable semi-annually on March 15 and September 15 of each year beginning vn
September 15, 1980.

The 1980 Bonds are being issued to provide intermediate-term financing for the Project Facilities.
The Company and the Agency anticipate that Additional Bonds will be issued by the Agency to refund
the 1980 Bonds and provide long-term financing for the Project Facilitics. See “The Indenture”
for information concerning the application of the proceeds of any Acditional Bonds issued to refund
1950 Bonds prior to their date of redemption or stated maturity.

The 1980 Bonds are subject to redemption prior to maturity as set forth below.

Optional Redemption in Whi'e or in Part

The 1980 Bonds may be redeemed at any time on or after March 15, 1982 in whole or in part by
lot at the option of the Agency (to be exercised only at the direction of the Company) at 1001,% of
the principal amount of the 1880 Bonds so redeemed, pl»s interest accrued to the redemption date.

Extraordinary Optional Redemption in Whole

The 1980 Bonds may be redeemed at any time in whole at the option of the Agency (to be exer-
cised only at the direction of the Company) at 100% of the principal amount thereof, plus interest
accrued to the redemption date, if any of the following events shall have occurred:

(i) Damage or destruction to the Plant or the Project Facilities to such extent that in the
opinion of the Company's board of directors (expressed in a resolution) and of an architect or
engineer acceptable to the Trustee, both filed with the Agency and the Trustee, (1) the Plant
or the Project Facilities, as the case may be, cannot be reasonably repaired, rebuilt, or restered
within a period of six months to their condition immediately preceding such damage or destruction,
or (2) the Company is therchy prevented from carrying on its normal operations at the Plant
for a period of not less than six months.



(ii) Loss of title to or use of a substantial part of the Plant or the Project Facilities as a
result of the exercise of the power of eminent domain which, in the opinion of the Company’s
board of directors (expressed in a resolution) and of an architect or engineer acceptable to the
Trustee, both filed with the Agency and the Trustee, results or is likely to result in the Company's
being thereby prevented from carrying on its normal operations at the Plant for a period of not
less than six months.

(iii) A change in the Constitution of Mass~chusetts or of the United States or legislative or
administrative action (whether local, state, or Federal) or a final decree, judgment, or order of
any court or administrative body (whether local, state, or Federal) which, in the opinion of
nationally recognized bond counsel, causes the Loan Agreement to become void or unenforceable
or impossible of performance in accordance with the intent and purpose of the parties as ex-
pressed therein or, in the opinion of the Company’s board of directors (expressed in a resolution),
imposes unreasons .le burdens or excessive liabilities upon the Company with respect to the Plant
or the Project Facilities or the operation thereof.

(iv) The acquisition and construction or operation of the Project Facilities or the Plant
shall have been enjoined or shall otherwise have been prohibited by any order, decree, rule, or
regulation of any court or of any local, state, or Federal regulatory body, administrative agency,
or other governmental body for a period of not less than six months.

Special Mandatory Redemption

The 1980 Bonds are subject to mandatory redemption at any time in whole (or in part if, in the
opinion of nationally recognized bond counsel, such partial redemption will preserve the tax-exempt
status of interest on the remaining 1980 Bonds) at 100% of the principal amount of the 1980 Bonds
so redeemed, plus accrued interest to the redemntion date, in the event it is finally determined by the
Internal Revenue Service or a court of competent jurisdiction, as a result of a proceeding in which
the Company has participated or been given notice and an opportunity to participate, that, as a result
of a failure by the Company to observe any covenant, agreement, or representation in the Loar Agree-
meil, interest payable on the 1980 Bonds is includable for Federal income tax purposes in the gross
income of any ho'der of a 1980 Bond (other than a holder who is a “substantial user” or a “related
person” within the meaning of Section 103(b) (8) of the Code). Any such determination will not be
consicered final for this purpose until the conclusion of any appellate review or the expiration
of the period for seeking appellate review. Any such redemption shall be made on the 120th day after
the date such determination has become final or on such earlier date as the Agency (to be exercised
only at the direction of the Company) may designate. If such redemption occurs in accordance with
the terms of the Indenture, then such failure by the Company to observe such covenant, agreement, or
representation in the Loan Agreement will not in and of itself constitute ¢ default under the Loan
Agreement or the Indenture.

The Loan Agreement provides that in the event the Company receives notice from the Trustee
pursuant to the terms of the Indenture that a proceeding which could lead to a final determiaation
that interest on the Bonds is taxable has been instituted against a Londholder, the Company shall
promptly notify the Trustee and the Agency whether it intends to contest such proceeding. In the
event that the Company chooses so to contest, it will use its best efforts to obtain a prompt final
determination in such proceeding and will keep the Trustee and the Agency informed cf the progress
thereof. See “The Indenture — Substitution of Collateral” for information concerning the avail-
sbility of funds in a special mandatory redemption after a substitution of collateral. )

L
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Notice of Redemption

Notice of any redemption will be published at least once a week for two successive weeks in &
newspaper or financial journal of general circulation in the City of New York, New York, and in a
newspaper or financial journal of general circulation in the City of Boston, Massachusetts, the first
such publication to be not less than 30 nor more than 60 days before the redemption date. In
addition, notices of redemption will be mailed by registered or certified mail to the registered owner
of cach 1980 Bond to be redeemed, to the owner of each unregistered 1980 Bond to be redeemed who
has filed his name and address with the Trustee, and o Moody's Investors Service, Inc., Standard &
Poor’s Corporation, and The Daily Bond Buyer. Failure to mail any such notice or any defect in
ruspect of such mailing will not affect the validity of such redemption. In the event that all of the
1980 Bonds to be redeemed are registcred as to principal, notice by registered or certified mail to the
owners thereof shall be sufficient, and publiched notice need not be given. After the date specified
in such notice, the 1980 Bonds so called will cease to accrue interest, provided funds for their pay
ment have been deposited with the Trustee, and except for the purpose of payment, such 1980 Bonds
will no longer be deemed outstanding under the Indenture

Registration

The 1980 Bends will be issued as coupon bonds in the denomination of $5,000 each, registrable
as to principal only, or, at the option of the holder. as fully registered bonds in the denomination of
$5,000 or any multiple thereof. Coupon Bonds may be registered as 1o principal and may be ex-
changed for fully registered Bonds of any : ..h0rized denomination o. the same maturity. All such
registrations, exchanges, or transfers shall be at the principal corporate trust offce ¢+ the Trustee.
The Trustee may make a charge for such transfers sufficient to reimburse it for any tax, fee, or other
governmental charge required to be paid with respect to such registration or transfer. The Trustee is
not required to register, iransfer, or exchange Bonds for a period of 15 business days preceding any
interest payment date or the date of selection of any Bonds for redemption or to register, transfer,
or exchange any Bonds sclected or called for redemption.

THE LOAN AGREEMENT

The following, in addition to information provided elsewhere herein, summarizes the Loan Agree-
ment, to which reference is made in its entirety for the detailed provisions thereof.

The Loan Agreement provides for the financing by the Agency of the Project Facilities to be
acquired and constructed by the Company. The Agency will obtair funds to finance the Project
Facilities by issuing the 1980 Bonds and will loan the principal amount of the 1980 Bonds to the
Company by depositing the proceeds thereof (exclusive of accrued interest) with .« Trustee to be
held in a Construction Fund under the Indenture and used for payment of the costs of the
Project Facilities. To evidence its obligation to repay the loan, the Company will issue and deliver
the Series C (i&R Bonds to the Trustee concurrently with the issue of the 1980 Bonds.

The Loan Agreement makes similar provision for the issue and use of roceeds of Additiona)
Bonds, including the requirement of delivery by the Company of a corresponding series of its General
and Refunding Mortgage Bonds to the Trustee in connection therewith.
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Payment of Debt Service

The Company agrees to pay to the Trustee (by making payments of principal of and interest
and premium, if any, on the Series C G&R Bonds or otherwise) all such amounts as, v . © = led to
any balance of availeble moneys then in the Bond Fund under the Indenture, may be neocessary to
provide for the prompt payment when due (whether at maturity, upon acceleration or redemption,
or otherwise) of the principal of and premium, if any, and interest on the 1980 Bonds. The obligs-
tior. of the Company to make such payments is absolute and unconditional, is binding and enforce-
able in all circumstances whatsoever, and is not subject to any setoff, recoupment, or counterclaim.

Payments by the Company to the Trusiee for deposit in the Bond Fund shall discharge the obli-
gation of the Company to the extent of such payments; provided that if any moneys in the Bond
Fund are invested in accordance with the Indenture and a loss results therefrom so that there are
insufficient funds to pay or repay principal of and premium, if any, and interest on the Ronds when
due, the Company shall not be so discharged and shall pay to the Truswe as aforesaid an amount
equal to the deficiency.

Construction of the Project Facilities

Subject to the right to delete any portion thereof, the Company agrees to complete the Project
Facilities, with no change or addition that would cause any of the Project Facilities to fail to
qualify as “pollution control facilities” under the Aet, or as “air or water pollution control facilities”
or “solid waste disposal facilities” within the meaning of Section 103(b) (4) of the Code. The Com-
pany agrees to complete the Project Facilities at its own expense if the proceeds of the 1980 Bonds
and of any Additional Bonds deposited in the Construction Fund under the Indenture are insufficie:.*
to complete the Project Facilities. Prior to completion thereof, the Company may delete any portion
of the Project Facilities if, in the opinion of nationally recognized bond counsel, the tax-exempt status
of the interest on 1980 Bonds will not be affected thereby, and shall delete any portion of the Project
Facilities, if necessary, in the opinion of nationally recognized bond counsel, to maintain the tax-
exempt status of interest on any 1580 Bonds. In the event of any such deletion, the Company agrees
to restore to the Construction Fund the full amount of any disbursements requisitioned in respect of
such deleted portion.

Other Covenants of the Company

Th= Company, among other things, further covenants that it will (i) take no action which would
impair the exemption from Federal income taxes of interest on the 1980 Bonds or any Additional
Bonds, (ii) use the Project Facilities and any other pollution control facilities financed pursuant to
the Loan Agreement (“Additional Facilities”) only in furtherance of the purpose of controlling
pollution and otherwise in compliance with the Aect, and (iii) maintain its corporate existence and
not dissolve or otherwise dispose of all or substantially all of its assets and not consolidate with
or merge into anothcr corporation or permit one or more other corporations to consolidate with
or merge into it, except ir compliance with the conditions of the G&R Indenture, which provides, among
other things, that the successor corporation shall expressly assume in writing the Company’s obliga-
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tions under the G&R Indenture and all bonds issued thereunder, including the Series C G&R Bonds,
and except on the further condition that such successor corporation shall expressly assume in writing
the Company’s obligations under the Loan Agreement and the Indenture.

Amendment

The Loan Agreement may be amended from time to time, in accordance with the Indenture as
described below, but only with the consent of the Trustee.

THE INDENTURE

The following, in addition to information provided elsewhere herein, summarizes the Indenture,
to which reference is made in its entirety for the detailed provisions thereof.

The Indenture constitutes an assignment by the Agency to the Trustee, in trust to secure pay-
ment of the 1980 Bonds and any Additional Bonds issued thereunder, of all of the Agency's rights
under the Loan Agreement and the Series C G&R Bonds (except the Agency’s rights to payment of
expenses and indemnification ).

The Indenture provides for the issuance of the 1980 Bonds, the issuance of Additional Bonds,
the redemption of the Bonds, and all other terms pertaining to the Bonds.

Construction Fund

The net proceeds of the 1980 Bonds (other than accrued interest) will be deposited in the Con-
struction Fund and disbursed upon Company requisitions to pay the cost of acquisition or construetion
and installation of the Project Facilities, including, but not limited to, the cost of all financing
charges, engineering, financial, and legal services, and certain interest on Bonds. The Company will
not make any requisition from the Construction Fund if, immediately after the payment thereof, less
than substantially all of such proceeds theretofore withdrawn from the Construction Fund will have
been withdrawn to pay the cost of “air or water pollution control facilities” or “solid waste disposal
facilities” within the meaning of Section 103(b)(4) of the Code. Any balance in the Construction
Fund after completion of the Project Facilities must be used for such purpose, consistent with the
Act, as will not, in the opinion of nationally recognized bond counsel, impair the exemption from
Federal taxation of interest on the 1980 Bonds.

Bond Fund

There will be deposited in a separate account in the Bond Fund under the Indenture the accrued
interest received upon the sule of each series of Bonds, together with all amounts payable on the
General and Refunding Mortgage Bonds issued in respect of such series (the Series C G&R Bonds
in the case of the 1980 Bonds) and any other moneys paid into the Bond Fund for the benefit of such
series. The moneys in each account in the Bond Fund, with respect to an outstanding series of
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Bonds, will be applied solely to the payment of the principal of and premium, if any, and interest
on the series of Bonds for which such account was established, except that following an event of
default under the Indenture moneys in the Bond Fund will be applied ratably to all Bonds in the
manner described under “Defaults and Remedies” below.

Moneys in the Construction Fund may be invested at the direction of the Company, pending
their use, in (i) obligations issued or guaranteed by the United States, (ii) obligations issued or
guaranteed by any person controlled or supervised by and acting as an instrumentality of the United
States pursusnt to authority granted by the Congress of the United States, (iii) obligations issued or
guaranteed by any state or political subdivision thereof, provided that such obligations are rated for
investment purposes at not less than “A” by Moody's Investors Service, Inc. or by Standard & Poor’s
Corporation, (iv) comm~. :a! paper rated not less than “P-2" by Moody’s Investors Service, Inc., or
not less than “A-2” by Standard & Poor’s Corporation, (v) certificates of deposit of, or bankers’ accep-
tances drawn on and accepted by, commercial banks which are memZLers of the Federal Deposit Insur-
ance Corporation and which have capital, surplus, and undistributed profits of at least $25 000,000,
and (vi) repurchase agreements with any such commercial bank secured by obligations described in
clauses (i) and (ii) above,

Moneys in the Bond Furd may be invested in Investment Obligations, with maturities on or
before the time when such moneys are required to be available. Investment Obligations means (i)
noncallable direet or general obligations of, or noncallable obligations the payment of the principal
of and interest on which are unconditionally guaranteed by, the United States or (ii) certificates of
deposit issued by, or other banking arrangements of, any bank or trust company which is a member
of the Federal Reserve System, and secured by oblige. .ns described in (i) above in an amount suffi-
cient fully to secure at all times the payment of the face amount of such certificates of deposit or
other banking arrangements and the interest payable thereon.

The Company will not request, authorize, or permit sny investment of funds held under the
Indenture which would cause any Eonds to be classified as “arbitrage bonds” as defined in Section
103(c) of the Code.

Additional Boads

Additional Bonds of series other than the 1980 Bonds may be issued to finance completion of the
Project Facilities or any Additional Facilities or to refund any series of Bonds issued under the
Indenture to the extent permitted by the terms thereof. Additional Bonds will be equally and ratably
secured under the Indenture with the 1980 Bonds offered hereby, except that moneys set aside from
time to u.me for certain purposes, including the payment of Bonds previously called for redemption
or upon the defeasance of a series of Bonds, will be held solely for the benefit of such Bonds. Prior
to or concurrently with the issuance of any Additional Bonds, the Company will deliver to the Trustee
additional General and Refunding Mortgage Bonds in the same aggregate principal amount, with
corresponding interest rates, maturity and redemption dates, and premiums. .
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Defaults and Remedies
The following events are defined in the Indenture as “events of default”:
(i) Failure to pay the principal of or premium, if any, on any Bond when due;
(ii) Failure for a period of thirty days to pay interest upon any Bond;
(iii) The occurrence of any “default” as defined in the G&R Indenture; or

(iv) Failure by the Corapany for sixty days after notice to perform any of its covenants or
agreeme s contained in the Indenture, in any indenture supplemental thereto, in any Bond or
in the Loan Agreement; provided, however, that if such default be such that it cannot be cured
by the Company within such sixty-day period, it shall not constitute an event of default if curative
action is instituted by the Company within such sixty-day period and thereafter is diligently
pursued until such default is cured.

Upon the oecurrence of an event of default, the Trustee may, and upon the request of holders of
not less than 25% in principal amount of the outstanding Bonds shall, declare the remaining principal
of the Bonds and the interest accrued thereon immediately due and payable, and may pursue any
one or more of various remedies provided for in the Indenture. A majority in principal amount of

' the outstanding Bonds may annul any such declaration or may waive any event ol default (other
than a failure to pay the principal of or interest or premium, if any, on any Bond when due and
payable) and its consequences. No Bondholder will have any right to institute proceedings or pursue
any other remedy under the Indenture unless the Trustee has been requested to do so by the holders
of not less than 25% in principal amount of the outstanding Bonds and offered indemnity against

!', the expenses and liabilities to be incurred in eonnection therewith, and has failed or refused within a
reasonable period of time to comply with such request.

Upon an acceleration of the bonds outstanding under the G&R Indenture, the principal, together
with interest accrued thereon, of all Bonds then outstanding under the Indenture shall become
immediately due and payable without the necessity of any action by the Trustee or any Bondholder;

e but a rescission or annulment of the acceleration of the maturity of such bonds pursuant to the G&R
Indenture will constitute a waiver of the event of default described in clause (iii) above and of its

; consequences.
¢ Moneys held or received by the Trustee after an event of default has occurred and while it is con-

tinuing will be applied (after payment of certain prior charges, including amounts to which the
Agency and the Trustee are entitled) as follows:

& (i) Unless the principal of all the Bonds has become or been declared due and payable,

First: To the payment of all installments of interest then due on the Bonds, in the
order of the maturity of such installments including (to the extent permitted by law) interest
on overdue installments of interest at the rate borne by the Bonds on which such interest
shall then bhe due, and, if the amount available is insufficient to pay in full any particular
‘nstallment, then to the payment of such installment ratably, according to the amounts due
¥ thereon; and

Second: To the payment of the unpaid prineipal of any of the Bonds which have become
due (other than Bonds called for redemption for the payment of which moneys are held
pursuant to the provisions of the Indenture), in the order of their due dates, with interest
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on such Bonds from the respective dates upon which they become due, and, if the amount

available is insufficient to pay in full Bonds lue on any particular date, together with such

interest, then to the payment thereof ratably, cccording o the amount of prineipal due on
such date.

(ii) If the principal of all the Bonds shall have become or been declared due ard payable,
to the payment of the principal and interest then due and unpaid upon all of the Bonds, without
preference or priority of principal over interest or of interest over principal, or of any Bond
over any other Boad, ratably, according te the amounts due respectively for principal and

interest.

Suppleiaental Indentures: Amendment of Loan Agreement

The Indenture may be amended by supplemental indenture under certain corditions without the
consent of the Bondholders and otherwise (with certain exceptions relating to provisions governing
the dates and amounts of payments on the Bonds and provisions governing amendments to the Inden-
ture) with the consent of the holders of at least 60% in aggregate principal amount of the Bonds then
outstanding which would be affected by the action proposed to be taken; provided that no amendment
may be made which adversely affects the rights of some but less than all the outstanding Bonds with-
out the consent of the holders of at least 60% in aggregate principal amount of the Bonds so affected.

The Loan Agreement may be amended with the consent of the Trustee, provided that any amend-
ment which would adversely affect any Bondholder must be consented to in the same manner as an
amendment to the Indenture. The Trustee may not, however, consent to any amendment to the Loan
Agreement which would (i) decrease the amounts payable und:r any General and Refunding Mort-
gage Bonds or the Loan Agreement, (ii) change the date of payment or prepayment provisions under
any General and Refunding Mortgage Bonds, or (iii) change provisions of the Loan Agreement with
respect to amendment thereof or payment of debt service. Thz Trustce as the holder of General and
Refunding Mortgage Bonds may consent to amendments to the G&R Indenture, subject to the same
conditions.

Substitution of Collateral

The Company is entitled to obtain the release of a portion of the General and Refunding Mort-
gage Bonds held by the Trustee in respect of any series of Bonds by either (i) surrendering to the
Trustee for cancellation a like principal amount of outstanding Bonds of such series having corre-
sponding maturities and interest rates, or (ii) depositing with the Trustee in the account for such
series in the Bond Fund any combination of cash and Investment Obligations (as described under
“Investmects”, above) the principal amount of which and the interest thereon when due will be
sufficient to pay when due the principal of and premium, if any, and interest on a principal amount
of outstanding Bonds of such series equal to the principal amount of, and with ma.urities and interest
rates corresponding to those of, the General and Refunding Mortgage Bonds so released. Such cash
and Investment Obligations in respect of any series of Bonds shall be maintained by the Trustee in a
separate sub-account and (so long as no event of default has occurred and is continuing) shall, with
tihe .avestment earnings thereon, be applied exelusively to the payment of the prineipal of and
pretaum, if any, and interest on such series of Bonds in the same manner as payments on the
surrendered General and Refunding Mortgage Bonds would heve been applied.

If the 1980 Bonds become due prior to maturity through a special mandatory redemption and
the substituted collateral is not sufficient to pay the redemptior price thereof because of penalty
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provisions relating to redemption of the Investment Obligations or otherwise, the Company agrees
to pay to the Trustee any such deficiency. The obligation of the Company to pay such deficiency is
not secured by General and Refunding Mortgage Bonds.

Defeasance

The lien of the Indenture will terminate with respect to any series of Bonds, and such series of
Bonds will no longer be considered outstanding under the Indenture, when there is deposited with
the Trustee in the account for such series in the Bond Fund any eombination of cash and Investment
Obligations (as described under “Investments”, above) the principal amount of which and the interest
thereon when due will be sufficient to pay when Jdue the principal of and premium, if any, and interest
on the Bonds of such series, and certain other conditions have becn met. Such ecash and Investment
Obligations will thereafter be pledged solely to the payment of the principal of and premium, if any,
and interest on such series of Bonds.

Concerning the Trustee; Certain Bondholder Action

The Trustee shall be entitled to be indemnified by the Company for any loss, liability, or expense
incurred without negligence or bad faith on its part arising out of or in connection with the acceptance
or administration of the trust. The holders of a majority in aggregate principal amount of the Bonds
then outstanding may direct the method and place of conducting all proceedings to be taken by the
Trustee for the protection of the rights of the Bondholders.

THE GENERAL AND REFUNDING MORTGAGE BONDS

The following brief summary of the Series C G&R Bonds, the G&R Indenture, and the First
Mortgage, which has been supplied by the Company, uses terms defined in those documents, and is
qualified in its entirety by reference thereto. Copies of the G&R Indenture and the First Mortgage may
be examined at the Company’s priacipal executive office located at 25 Research Drive, Westhorough,
Massachusetts 01581

All payments oy the Company of principal, premium, if any, and interest on the Series C G&R
Bonds are to be made to the Trustee on the date when the corresponding payments are required to
be made on the 1980 Bonds. The principal amount, interest rate, and maturity of the Series C G&R
Bonds correspond to the principal amount, interest rate, and maturity of the 1980 Bonds. The Sup-
plemental Indenture contains provisions for the Series C G&R Bonds which correspond to the
optional, extraordinary optional, and special mandatory redemption provisions of the 1980 Bonds
described under “The 1980 Bonds”. The Series C G&R Bonds will be issuable only in fully registered
form in the name of the Trustee and will be nontransferable except as provided in the Indenture.

Security and Priority

The Series C G&R Bonds, when duly issued, will, in the opinion of Rober D. Hartshorne, Cor-
poration Counsel, and Robert King Wulff, Assi-*ant General Counse! ot ‘e Company, be secured,
together with all other General and Refunding Mortgage Bonds heretofore a1d hereafter issu:d under
the G&R Indenture, by a mortgage lien on substantially all the principal properties and franchises
then owned by the Company, subject only to the lien of the First Mortgage, licns permitted by the
G&R Indenture, and property excepted in the granting clauses in the G&R Indenture.

The G&R Indenture contains an after-acquired property clause which by its terms an. to the
extent permitted by law covers the interest of the Company in all after-acquired property. The First
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Mortgage has a similar clause. Such after-acquired property may be subjected to a lien to secure a
purchase money obligation, not in excess of 609 of the Cost or Fair Value, wiaichever is less, of such
property. Certain types of property are excepted from the lien of the G&R Indenture, including,
among others: fuel; nuclear cores and materials; all gas, oil, and other mineral properties and personal
property related thereto, supplies; vehicies; cash; securities; contracts; and accounts receivable. While
the principal currently ¢ erating generating stations, dams, and substations are on land owned by the
(‘ompany, the principal transmission lines are often on lands of others pursuant to c¢asement rights.
Ownership of generating stations now under construction is held in undivided joint ownership with
other utilities,

No debt may be created by thv Company ranking prior to or or . parity with the Series C G&R
Bonds with respect to the security provided by the G&R Indenture, except additional General and
Refunding Mortgage Bonds issued in the manner summarized below, bonds issued under the First
Mortgage (the “First Mortgage Bonds”) pledged with the G&R Trustee under the G&R Indenture,
obligatioas supported by additions and enlargements to property already subiect to certain types of
prior liens (none of which currently exist), and purchase money obligations existiLg or created in con-
nection with the acquisition of after-acquired property. Prior liens and purchase money obiigations,
other than First Mortgage Bonds, shall not exceed 25% of the sum of all outstanding General ¢nd
Refunding Mortgage Bonds and obligations representing liers prior to the G&R Indenture

In addition, the G&R Indenture provides that the Company will not dissolve or otherwise dispose
of all or substantially all of its assets and will not consolidate with or merge into another corpora-
tion or permit one or more cther corposations to consolidate with or merge into it, unless, among other
things, the successor corporation executes and delivers to the G&R Trustee, and causes to be recorded,
an indenture supplemental to the G&R Indenture, in form satisfactory to the G&R Trustee, whereby
the successor corporation expressly assumes the Company’s obligations under the G&R Indenture
and all bonds issued thereunder.

General and Refunding Mortgage Bonds will be further secured by First ‘fortgage Bonds which
the Company issues and pledges with the G&R Trustee. Upon any application to issue any General
and Refunding Morigage Bonds (inc'uding the Serics C G&R Bonds) or certain other actions, the
Company will be required to deposit, as a pledge with the G&R Trustee, First Mortgage Bonds (the
“Pledged Bonds”) in the maximum amount then issuable (not exceeding the aggregate amount of
General and Refunding Mortgage Bonds then and theretofore issued and with exceptions for certain
minimum amc unts), after permitting the Company to retain at its cption an amount of unfunded
Additional Property or retired First Mortgage Bonds adequate to cover sinking fund and improve
ment fund requirements under the First Mortgage. The Pledged Bonds, when duly issued, will, in
the opinion of Robert D. Hartshorne, Corporation Counsel, and Robert ¥ 2z Wulff, Assistant General
Counsel of the Company, be secured, together with all First __ortgage Bonds now issued and out-
standing under the First Mortgage, by a direct first mortgage lien on substantially all the property
of the Company, and after-acquired proferty to the extent permitted by law subject only to excepted
property and permitted liens. Additional First "fortgage Bonds may be issued against a like amount
of First Mortgage Bonds or agains<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>