¥ O q20%

02472

FOF  ADOCH
F

900825
050004473

PDC

1980 ANNUAL REPORT

Frxbibhi! 2

UNITED ILLUMINATING

THe Powsx OF PropLE



-

-




The United lluminating Company i an oper-
ating electric public utility company, incorporated in
1800, It is engaged principally in the production, pur-
chase, transmission, distribution and sale of electricity
for residential, commercial and industrial purposes
in a service area of abour 335 square miles in the
southwestern part of the State of Connecticut. The
population: of this area is approximately 728,000, or
22 percent of the population of the State.

Ul has three wholly owned! subsidiaries. Bridge-
port Ebctric Corapany. a single-purpose corporation,
owns and leases to Ul » coal-fired generating unit at
Bridgepert Harbor Station. Research Center, Inc., has
beer formed to participate in the development of one
or more power production ventures. United Resources,
Inc., serves as the parent corporation for UL's nonutility
businesses, each of which will complement and
enhance Ul's electric utility business and serve the
mrerests of the Company and its shareowners and cus-
tomers. Three wholly owned subsidiaries of United
Resources. inc. have been incorporatrd. Souwestcon
Properties, Inc.; Thermal Energies, Inc.; and, Precision

Power, Inc 'I"II"“'
-
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fourth quarter earnings were reduced by non-recurring
costs of replacing siding at a generating station, costs
incurred in connection with the proposal to reorganize
and affiliate with Public Service Company of New
Hampshire, and a write-off of the costs of & violent
storm that struck our territory in July. An extended
outage at the Connecticut Yankee Atomic Fower Plant
also had an adverse effect on carnings for the year. At
year-end, the book value of Ul's commen stock was
$26 1 per share

Without the Seabrook write-downs, 1080 earn
ings would have amounted to $5.08 per share. Due to
the delay in the operation of Seabrook, non-cash
Allowance for Funds Used During Construction
(AFUDC) centinued to represent a large portion of
reported earmings and returns for 1080, exclusive of
write-offs. AFUDC will represent a declining portion of
varnings and returns in 1000, as we begin to recover
our mvestment in Seabrook Uit 1 through customer
rates

Cash fiow from operating activities and after
preterred stock dividends was $4.58 per share Over the
course of 1980, cash flow dropped off because of the
increased cost of carrying the Seabrook investment and
high fourth quarter costs

We believe that, with the anticipated commer
Clal operation of Seabrook Unit 1 and having obtained
a decision on the rate treatment of our Seabrook
investment, the long-term Anancial outlook for Ul i

good. 1 we look beyond the write-offs in 1080 due t

Seabrook and other extraordinary events, Ul ecarnings

reflect the Company's continuing efforts to mprove

Ul Common Stock Price
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operating efficiencies, its rigorous control over opera
tion and maintenance budgets and its energetic pursuit
of refinancing opportunities o reduce interest costs
The expected commercial operation of Seabrook
Unit 1, following the NRC's Marct: 1, 1990 full-power
licensing decision, coupled with the resolution of the
unit’s rate treatment, should mark the beginning of a
new chapter in Ul's inancial history. The Company
can now look to the future with renewed optimism and
rededicate itself to strengthening its financial condi
tion through the efficient operation of its core electric
buriness and a variety of marketing and subsidiary

developments

FinanciaL HiG uiamrs

1088

Operating Revenues (000 $ 18038
Net Income (loss) (000 0] $ 786w
Earmings per Share of
Common Stock
(based on average

number of chares

outstanding

Before effect of SFAS

No oo
After effect of SFAS
No 0o

Dividends Declared per

Share of Common

Stock
Utility Plant (000 725.93¢
Sales of Energy - KWH

(000 5,307,008
Total Customers 307,684
Average Residential Use

— KWH 6814
Peak Load — KW 1004400
Number of Employees 1637
Number of Conunor

Shareowners

Customens Rating Ul Fevorably
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Onjulyb. 1989, Ul reached an agreement with the
Connecticut Artormey General, the Office of Consumer
Counsel and the Prosecutorial Division of the Depart-
ment of Public Utility Control (DPUC) on the rate
treatment of UL 17,5 percent ownership in the Sea-
brook plant. This historic agreement came after more
than a year of difficult negotiations among the parties.
It was based on the assumption that Seabrook Unit ¢
will attain commercial operation in 1990, and it
included settlement of many Seabrook-related issues,
such as the LPUC prudence review. proceedings.

Under the agreement, which was iormally
approved on August 23, the amount of the . npany’s
investment in Seabrook Unit 1 that can be recovered
through customer rates was limited to $a40 million,
and the DPUC was to determine the Company s base
rate increases for each of the next three years (1000-92)
Since the recoverable investment is less than the Com-
pany's thare o Connecticut’s statutory “cap” on the
recoverable construction costs of the unit, the settie-
ment agreement required an additional write-down of
the Company s investment in August 198¢, which
resuilted in a net loss for the vear. However, by resolving
outstanding issues, including many Seabrook-related
uncertaines, andd by quantifying future cost recoveries
within acceptable ranges, the agreement permits Ul to
plan effectively for the future.

Subsequently. in January 1990, the DPUC
approved a $55 - million, or 8.04 percent. increase in
the Company's base rates over the next rhree years. The
breakdown of the increases is 3.7 percent for 1900, 2.7
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percent for 1991 and 2.5 percent for 1992 While the
new rates took effect on February 1, 1990, Ul will col-
fect the full first year's increase over the remaining
eleven months of the year.

In its decision, the DPUC approved a five-year
phase-in plan for the Seabrook Unit 1 investment,
under which approximatety $480 million, or 75 percent
of the $a40 million, will be phased into rate base dur-
ing the first three years. The decision was based on a
12.9 percent allowed retum on UL's actual equity capi-
talizanon. However, it permits the Company to eam
uUp to 13.0 prcent on & higher target equity capi-
talization st ture of 4o percent. The DPUC also
determined that the Company can retain all eamings
from sales of wholesale power and property above pre-
scribed levels, and can capitalize $35 million of the
costs of conservation and load management projects,
over the next three years. The investment in conserva-
tion and load management projects will be allowed to
eam a premium return of up to three percent over the
Company s weightes cost of capital.

In addition, the DPUC decision provides for rate
design changes that encourage energy conservation and
promote load management andd for a sales adjustment
clause to compensate for deviations from forecast sales
levels. The decision also approved seasonal rates for
commercial and industrial customers effective immedi-
ately, but delayed implementation of seasonal rates tor
residential customers until 1991

Other 1980 financial resules

I 198, we incurred a net loss of $5.87 per share
due to Seabrook Unit 1 write-downs. In addition,
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LETTER TO ShAREOWNERS

Fhmmmuuamm”r
agement team came together, we began a process of
tdentifying comorate goals which, if achieved, would
strengthen the Company's financial condition during
the remainder of the decade and beyond and thereby
increase the value of our shareowners’ investment.

Bmdmwummw
secure an operating license for Seabrook Unit 1 and 1o
resolve the financial treacment of our investment in this
plant, our longer-range strategy centered on achieving
high levels of cusiomer satisfaction as the primary means
of maximizing our shareowners' investment. To that
end, we concluded that providing our customens with
the highest value was absolutely essential. Value we
defined as not only basic electric service, but also close
attention to cost, courtesy, reliability and the translation
of our corporate resources and expertise into service
options that could be adapted to individualized customer
needs. We then opened the process up to the entire
Company staff for the purpose of designing arx!
implementing programs which would help us meet
these goals.

This year's Annual Report is devored to & discus-
sion of many of the prgrams which have allowed us to
provide greater value to our customers. We ar- extremely
proud of what we have achieved for our customers in
five short years. We are just as proud of our sucoess in
strengthening both the present worth and future poten-
tial of our shareowners’ investment.

WM question, our involvement in complet-
ing and obtaining & license for the commercial operation
of the Seabrook nuclear power plant has been our cen-
tral achievement. Five years ago, the plant's eventual
operation was anything but a certainty. At ti.e time, our
opponents’ strategy of placing every conceivabie legal
and reguiatory obstacle in our path had put the financial
viability of the project into question in the ¢ s of the
public and even some within the financial communiry.

1 1 fnct, thee seroegy might heve worked had noc
United Hiuminating mounted one of the mast ambitious

and comprehensive efforts ever conducted by an eectric
utility at the fede al level. We worked closely with everv-
one wno would listen, convincing them of New England s
severe need for additional electric capacity and the
intrinsic safety of the plant.

A long the way, we won a hos of imporuant
victories and, in May of 1080, the Nuclear Regulatory
Commission (NRC) granted Seabrook a low-power
license. ..a necessary step in the commercial licersing
orocess. On March 1, 1900, over two decades after its
inception, Seabrook finally obtaired a full-power operat
ing license decision from the NRC. We expect the plant
o be in commercial operation by June.

OmmmmmW
throughout New England, owe you, the sharcowners of
Ul a deep debt of gratitude. Your confidence anc!
unswerving support were key to allowing Ul manage-
ment to push forward aggressively and accomplish what
had to be done to get Seabrook on-line.

WhlkSuhmnk'sh\dnamwxwm
played out on the federal level, there were equally impor-
tant Seabrook-related developments on the local scene.
On July 6, Ul signed an historic agreement with Con-
necticut’s Artormey General, the Consumer Counsel and
the Prosecutorial Division of the Deparrment of Public
Utility Control (DP./C), which delineated in broad
terms how UL's Seabrook investment would be treated in
rates. The agreement, the fisst in Connecticut history,
came after more thaii a year of negotiations and s indic-
ative of the excellent relationships Ul has forged with
state regulators and elected government officials

T he agreement formed the basic framework for
the rate case filed with the DPUC last September and
decided in January 1990. That decision is covered in-
depth in the Financial Review and Management
Duscussion sections of this report.

Hm.mrudmmawum 1980 t free
the Company from the doud of financial uncertainty
caused by Seabrook. To implement the agreement, Ul
reduced the recoverable cost of Seabrook Unit 1 to $640
million. This necessitated a non-cash, after tax write-off,
which resulted in negative eamings for the year.
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cash Allowance for Funds Used During Construction
(AFUDC) will represent a declining portion of our
reported earnings as the Company begins to recover its
allowed Seabrook Unit 1 investrent through rates. In
addition, by resolving all the outstanding issues related
to Seabrook, the negotiated agreement and subsequent
rate increase decision by the DPUC permit Ul o plan for
the future with & greater degree of certainty

Tt is & tribute 1o the strengeh of the Company’s
strategic plan and to the talents of the Company’s 1,600
dedicated employees that, even under the shadow of
Seabrook uncertainties, UL's record of accomplishments

from 1984 through 1089 is truly impressive These accom-

plishments cover the entire spectrum of Campany oper-
ations ane' business ventures,

Since falling to a low of $¢ per shure during the
third quarter of 1984, the market value of our stock has
risen steadily, ending the vear at $34.25 per share. At the
same time, the Company has been successful in retiring
much of the high cost debt incurred during the peak
Seabrook construction phase, and has done so without
having to dilute equity through the issuance of common
stock,

lnd&ﬁmmdl\wwm.dmwuna
chart comparing the Company's shareowner return with
that of 19 other electric utilities which are similar to Ul
The chart shows that during the four and a half years
ending in 1080, the total return (dividends plus stock
price increase) to UL's shareowners was 175 percent.
That ranks Ul as first among all the peer group compa-
nies anatyzed and is better than twice the eer group
average. The increase in the price of Ul stock during this
saime pertad was 109.5 percent, which is more than twice
the peer group average of 44 5 pzreent. Voe believe that
these numbers represent a clear expression of the grow
ing confidence in UI's future, as we have progressively
overcome obstacles ardd captured new opportunities.

O ur ol KWH sskes incresssd by 1.5 percent
during the 1084-8¢ time frame. Ul's Business Retention
and Expansion Program, along with other economic de-

velopment efforts, have helped spur business growth and
sales in our territory. We will continue to do everything
we can to strengthen and enlarge our market.
Concurrent with a rise in sales, Ul wass able t
offer its customers direct savings by decreasing the cost
per kilowatt-hour by 6.7 percent. That decrease is in
large part attributable to our diverse fuel mix, which has
afforded us flexbility in using the fuels of least cost to
generace power and has expanded our ability to negotiate
favorable fue! contracts.
Thebun-dmdmuywmm
15 also & testament to the efficiency of our system. Each
year since 1984, our ranking among the nation's most
efficient utilities in terms of generation has risen, to the
point where, during 108¢. Ul's generating facilities were
the fourth most efficient among those of the 100 largest
utilicies. We have also consistently set new Company rec-
ords for heat rate and system generation. In addition,
our service reliability has been exceptional and, as dis-
cussed in last year's Annual Report, we have received
high public praise from the Connecticut DPUC for our
COMMItMENt (O CUstomer service.
Uvderlumtnum.UlhnM
significant changes in its philosophy regarding energy
supply and rate design. Through a sophisticated
approach to censervation and load management, we
have created an environment where both customers and
Company benefit.
Ourm-bnhm‘mmhawb\m'd
our peak koad by approximately 40 megawates. Many of
our customers, especially our commercial and industrial
customers, have enjoved substantial savings - as much
as 1 § percent - due to Company initiatives. We, too,
have benefited through selling some of our “saved”
capacity on the wholesale power market. These programs
also provide a long-term benefit to both customers and
the Company. since by reducing our peak load we are
delaying the need for adding expensive new generation

J
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Central to our marketing strategies s a shif in
our rate design philosophy away from & strict adherence
to traditional cost-of -service rates to ones that permit
customers expanded freedom in selecting the electric
stances. To accomplish this objective, we have gradually
expanded our menu of flexible rates for customers. espe-
clally business customers. In the final analysis, our
optional rates help business customers to be moare com-
petitive in their own markets.

The development of subsidiaries, begun under
present management in order to take full advantage of
opportunities emerging within the energy marketplace,
has begur to flourish and now holds significant potential
for our future. With major construction projects cur-
rently underway in downtown New Haven and contracts
for energy-related products and services throughout our
service territory. our unregulated subsidiaries are moving
toward the desired goal of representing a significant por-
tion of total corporate revenues by the vear 2000.

lmh-hnﬁmelhumammy
toward establishing the kind of positive relationships
with all our constituencies that will allow us to accom-
plish the things we have set out to do. There can be no
question that maintaining the goodwill of our regulators,
local elected officials, community leaders and, of course,
customers and shareowners is central — even critical —
1O OUr success.

“That is why we have been grarifiest by the public
pronouncements of support we have received from the
DPUC, officials from the cities and towns we serve, anxi
the many groups and organizations with which we have
constant mteraction. That support reflects the steady rise
in customers’ perceptions of our service and commit-
ment. In 1082, the overall impression that customers had
of Ul as a compacy was 8 percent favorable. By the end
of 1980, that figure had risen to a4 percent. We have
worked hard to gain this support. We are dedicated to
maintaining it and making it even better

The executive management of Ul is prepared to
explore all possibili ies that have the potential of enlarg-
ing our market and strengthening our Company. One
such possibility arose in 1089, involving the bankruptcy
of the Public Service Company of New Hampshire
{PENT). After caretul study and anaiysis, we put
together a proposal that would have resulted in an
affiliation of Ul and PSNH. The proposal was an
excellent one and would have benefited both Ul cus-
tomers anx shareowners.

UMMW.&WMPSNHM~
tor and equity groups developed, it became clear to us
that the price of winning the competition was going to
be too high. We came to the decision that to pursue the
proposal turther would have put our shareowners at
some risk, and that was totally unacceptable to us.
Therefore, we withdrew from the active bidding process
in mid-November.

\Mrﬂ:wzmwm:ﬁkwmd\u
particular venture under our preferred terms, we are
confident other possibilities will arise which will provide
atrractive opportunities. We will pursi.: them aggres-
sively, but always with the understanding that they must
be related to our core expertise and present very signifi-
cant opportunities for benefiting our investors.

The tas five years have been good for United
Hiuminating and its shareowners. The years ahead will
continue to present challenges as well as opportunities.
We sincerely believe we have positioned the Company to
meet these challenges, to seize these opportunities and to
make the next five years even better

¢

Grokae W. Epwarps, Jx.
Chairman of the Board and Chief Executive (¥ficer

RICHARD J. Gross!
President and Chief Uperating ' et
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OPERATING PERFORMANCE

O perations constitute the backbone
of an electric utility Broadly defined,
operations consist of a company's
gererating facilities, its transmission
and distribution system and, most
importantly, the people who keep the
entire network running efficienty
and refiably

By every measurement, Ul's
operations performance over thie last
five years has been a major contribut-
ing factor in providing our customers
betrer quality service and greater
value. While statistics do not tell the
entire story, a few can help to give an
indication of Ul's success in serving
its customers and its shareowners.

Last yeas, for example, in its
annual survey of mvestor-owned utl-
inies, Eleciric Light & Fower magazine
ranked Ul's generating plants as the
fourth most efficient in the nation.
The ranking was based on the Com
pany’s achieved heat rate, which is
determined by figuring the number of
British Thermal Units (BTUs) of heat
needed to produce a kilowatt-hour
(KWH) of electricity: the lower the
number, the greates the efficiency
UT's heat rate last vear was 9,889
BTU/KWH

Ul's success in this area was
no aber ration, as it marked the
eighth consecutive year that Ul has
beer: ranked among the top 10 most
efficient in the country and improves
upon our previous fifth place standing

There were other notable
achieverments as well. In 1989, the
Company achieved extremety produc
tive generation with a net sutput of

6,547,126,000 KWH of dectricity. Overhead Line Supervisor,
Bill Barker, gives Lim
U's capacity factor was a superb 63.0 Group Leader

George Hokanson, last
minute INSTTUCTIONS

percent. Even more significant for s
Impac’ on customer satisfaction was
our reliability index of 99.0860 percent.

For many utilines, these
numbers are mere goals. bor Ul they
are standards of excelience that we
insist on meeting or exceeding vear-in
and year-out. We taxe pride in being
at the top of our industry and we are
ever conscious of the important rela-
tionship between our achievements
and customer satisfaction and corpo-
rate profitability.

Just as we are judged by our
ability to sustain top-notch service
over extended periods of ume, we are
also judged by our ability to respond
effectively to untoreseen, sometimes
catastrophic natural events. Such was
the case for Ul this past summer
when an unexpected storm struck
our region.

On July 10th, just as the
evening rush hour was at
its ebb, tornado-like winds
reaching 8o m.p h., accompa-
niex! by violent lightning and
golt-ball sized hail blasted the
Ul service termicory. By 6:50 pm,

48,000 Ul customers were without
electricity. Homes, apartment
houses an businesses in sections of
Hamden and New Haven were reduc-
ed to rubble; utility pokes listed at 45
degree angies. cars were smashed,
majestic old trees were completely
uprooted. and large metal objects were
bent at unbelievable angles and left
lying in the middie of streets.
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What Ul accomplished over
the next four days can be compared
with rebuilding an entire distribution
system for an extensive urban area
Working double shifts, Ul line crews,
with help from out-of state crews,
had full power restored by the
foliowing weekend, a remarkable
achievemnent given the extent of dam
age that had been done to the system.
Ul's efforts in coordinating and exe-
cuting the power restoration, which
entailed integrated around-the-clock
efforts of personnel from all depart
ments of the Company, earmed the
respact and appreciation of tens
of thousards of customers and
elected officials of the most hard-hit
communities.

Still another standard by
which we are judged is our success in
planning and preparing for future
contingencies, so that quality service
can be maintained at reasonable
prices even as system demands
change over time. Here, again, Ul
has been a consistent performer

In 1989, Ul finished its plan
ning activities on two bulk substations
to be constructed over the next four
years to serve the Grearer New Haven
area. The two new substations will
substantially increase our transmis
sion arx! distribunon capabilities and
allow us o handle the growing
demand for power as economic activ-
ity escalates. Bulk substations such as
these are necessary to convert high
voltages to the lower voltages which are
usable in homes and businesses

The Company has also deci
cated itsell to on-going studes and

systems planning aimed at lowering




the amount of transmission bine boss. Thes & @ naturally ocowrring
phenomenon, where the strength of electric power is diminished a
it & sransmitted over long distances. The gim here, as it s with &
many of owr efforts, & o run as efficient an operation as possible

Ul has become a beader in the study of another transmis
sion phenomenon known as “galloping.” Galloping is the reac-
tion of ket conductors o moderate wind velocities, and can res ak
in & shorn circult or damage to SUPPOTTInG Structurnes or trans
mission wires. While 1t i a relatively infrequent problem. whaen
it does ocour the result can be the loss of power to s significant
population of customers

In order 10 minimize the chance of a major outage due to
palioping. Ul has performed eaensive studies on ali the devices used!
to mitigate its effects and bas nwtalled the equipment most appropri

ate for our system. Our work in this ares s

among the most

Walt Booker Line Worker Firer Ul

in<deyxh in the industry and serve

as vet another example of the Company's oft-recognized striving
for the best possible customer© service

No matter whether it be planning, researching, reacting
devastating natural events, or the dalh maintenance and operatior

of our system, Ul is @ leader. At UL we take pride in our personal
bdward haclawsks
Assistant L
Operator. New Haver
Hartror Statin

accomplishments but, even more, we take pride in operating a
utility of whicn our sharvowners can be proud and on which our
Line Worker custornens can depend
First Clam. David

Bahe sebects
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UI shareowners were first intro-
duced to the ides of & nuclear power
plant ar Seabrook, New Hampshire
21 years ago in the 1068 Annual
Report. During that year. the Com
pany had dispatched & team of
engusen o work with ather plar.ners
at Public Service Company of New
Hampshire (PSNH) in the carly plan
ning stages of the plant. Two of those
engineers, current LUl President and
Chief Operating Officer Richard
Grross: and Senior Vice President

James Crowe. have staved close to the

project in its many phases ever since.

From the very beginning. the
project was beset by confrontation
and delavs. Long before the first
shovel-full of dir was turned over,
Seabrook project personne! were
enmeshed in myriad siting. construc
ton and enviror.mental permit
battles A: the same time, it was clear
to those who were taking an unbiased
look at the region s energy situation
that New England needed this plant,
that capacity problems in the region
WETE gOINg to grow precipitously over
the next few decades and that nuclear
power was the best answer. Neverthe
less, because of initial conflicts, the
official groundbreaking did not occur
until August 1976, eight vears after
the project « announcement

In one respect, construction
went smoothly. Seabrook is arguably
the best-designed andd best constructed
plant in the world. The people whe
oversa. the plant s construction and

the worken themselves were ded

Ul's Richard Gross:
Uert and James Crowe
(rapht! inspext
CONSTUCTION | Jgress

US Senator john
Breaur (Dem. La
with Greorge Bawards
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cated to quality from the very
beginning

On other fronts, however,
there were o host of difficulties. The
obstackes created by Seabrook s often
narrow-visione! opponents, along
with counthess. sometimes contra-
chctary. regulatory revisions in
construction and environmental stan-
dards, bed to delays and higher costs.

Eventually, the costs that pro-
tracted begal and regulavory battles
entailed began to take o toll. First, the
scope of the proyect was cut back
from two units 1o one. Then, on April
15, 1984, PSNH declared & temporary
suspension of construction on Unit 1
because of mounting financial prob-
lems. PSNH was eventually 1o seek
protection by filing under Chapter 11
of the US. bankruptey cotle

The temporary suspension
coutld well have become a permanent
canceliation if Ul had not taken a
leadership position at this entical
juncture. John D Fassett, who was at
the time Ul's Chairman and Chief
Executive Officer, ok personal
command during the difficult weeks
that followed the announcemeni of
the construction suspension. hassett s
firm control effectively calmed the
fears of the financial community and
kept the project s joint owners uni-
fied. He was also mstrumental in the
formation of New Hampshire Yankee,

which was 1o become Seabrook s
management arm for the plast's joint
owners. Under Fassere, aned with the
assistance of Dick Gross: and Jim
Crowe, construction was restarved in
an orderty fashion.

Construction finally con
cluded on Seabrook in 1986 and fuel
was loaded in October of that year
But. the plant remained idie. trapped
in o seemingly hopeless web of regu-
latory and Kigation constraints. It
was to be UT's current Chairman and
Chuef Executive Officer Georpe
Edwards , who would guide the progect
step-by-step through the labyrinth of
legal and political obstructions cre-
ated almost entirely by the refusal of
Massachusetts authorities to partic-
pate in emergency planning for the
six Commonwealth communities
that lie within Seabrook s ten-mile
emergency planning zone.

Under the stewardship of
Edwards and his team of Senior Viee
President Roland Comstock and Vice
President Richard Bornemann, Ul
undertook a major campaign on the
federal level 1o keep the plart’s licens-
ing process on course. One-by-one,
victaries were won (n the courts, on
the floor of Congress and in regula-
tory chambers until, finally, on March
1, 1990, the NRC decided to grant
Seabrook a license for commercial
operation.

In the end, Ul customens,
along with electric consumer s
throughout much of New England,
are the true beneficiaries. Seabrook
represents 1,150 MW (UL's share is

2013 MW) of desperately needied 1§
electric power The plant i a tribute
1o the expertise wx! dedication of the
people who designed and built it Jts
double containment str ature has
been rated as the strongest in the
workd. able to withstand 8 majovr
earthquake o even the direct impact
of & jet aircraft. lts intricate safety in-
depth systers protect against any
concetvable eguipment failures o
human errors and provide multiphe
backups. 50 ingrained was safety in
the consciouswss of Seabrook s
design engineers that approximatety
bo percent of the total construction
conts were safety-related.

There have been many heroes
in the Seabrook saga, and a good
maty of them are still affiliated with
UL Seabrook would not be & reality
today 1f it were not for the hard work,
vision and unigue talents are! creativ-
ity of Ul people With the tortuous
road to full beensing now behind
them, many of these people can now
tum their considerable talents to the
poal of naking Ul a highly successful
and profitable company in the years
ahead We can never forger, however,
everything these people did to save
Seabrook and help ease the electric
supply situation in New England.
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SATisFYING Ouk CusTOMERS

Th: key to success for any business i
satisfying its customens. Ar UL we nox
only see it as the key to our success,
but necessary for achieving all we
want for our shareownen

As we have already stated. the
fundamenta! way in wiich Ul seeks
to satisfy its customers is by providing
reliable eloctnic service and by provd
ing maximum value for every dollar
spent by our customerns

A couple of decades ago, value
was narrowly defined within the b
tric industry. Basically, from the
utility perspective, providing value
meant getting the power from gener
ating plants to the consumers’ homes
or businesses. Any further definition
of value was pretry much left up 0
consumers to define in terms of their
inchivicdual abilitwes to utilize the elec
tricity they recetved

Twenty years later, the land
scape has changed drasticall, A
energy prices have risen to where they
noss have & more noticeable impact
on household or business budgets,
UL as an energy company. has broad
ened Its definition of value

No longer does value end at
the meter box. It has becom an all
encompassing term which includes
providing reliable slectric service. giv
ing customers enough information in
@ usabie form to allow them to make
informexd energy decisions. handling
promptly and courteously all customer
questions and problems. listening

customerns, so that we can determine

what they really want ar’ need
reviewing our programs o services
continually to guarantes that they
are up-to-date and helpful. and reat
ing each customer with the attention
arx! respect he or she deserves

In its broadest sense. value
meats helping our customens maxi
mize thelr utilization of our product
while minimizing associated costs
Essentially. our goal is wo help cus-
tomers use electricity wisely,
efficiently and productively

The service we render is an
important part of the value our cus-
tomen recetve from UL In order o
facilitate their interaction, Ul has
expanded its energy-related products
and services for both residential and
commercial/industrial custrmen

The centerpiece of our resi-
dential effort ts our Good Cents
program. Good Cents is an umbrella
term for & host of conservation pro
Fowie el ey efficient
rechnologies and building standards
all targered toward helping the con
sumes gain greater control over
electricity usage and costs

In 1980, the most active com
ponent of our effort was the Liood
Cents Home Here, Ul is working
closely with contractors, construction
companies and developers in its sery
K¢ ares to integrate the very latest in
energy efficient design, construction
and technology into new home con-
struction. The effort represents the
most aribitious undertaking of its
kind in Connecticur history

Joe D' Albero, heac

of the carpentry
department at kI
Whitnes Vocatona!
Regiona! Technica!
School. gives
INSTUCTION (O Students
working on Uls Googd
Cents dupler
CONSLIUCTION I
Hamden
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Our success in gaining the
cooperation of developers and bulld-
en has substantially exceecled our
initial expectations. Last year alone,
740 contracts were signed for new
dwellings which will comply with Ul's
stringent Good Cents standards.

The importance of the pro-
wram did noe escape the attention of
top federal officials. United States
Senators Joseph Lieberman and
Christopher Dixdd spoke a1 ceremo-
nies invalving two of owr Good Cents
maodel home sites. Each prased Ul's
initiative in undertaking @ program
that helps customen save money on
their energy bills while addressing the
State of Connecticut s statee! policy
of seeking greater conservation of
eneTyy resources.

Ul also promoted the utiliza-
ton of energy efficient appliances and
heating and cooling equipment in
homes. Our roc.n and central air
conditioning tune-up and rebate pro-
gram allowed 5,152 customers to save
money through greater sfficiency. In
addition, 401 customens took advan-
tage of the Company s Good Cents
Heat Pump program. Heat pumps
are a cost-efficient alternative to con-
ventional heating and cocng

The Company also reshaped
1t working relations with commercial
and' industrial customers. We believe
that value for our business customens
means helping thern to use electricity
in ways that enable them to be more
competitive in thelr own markets. U]
does this by working alongside its
customens, first, to keam the specifics
of their business and then analyzing
how. by madifying areas of their
operations or utilizing more efficient
equipment, they can exercise greater
control over their energy expenditures.

Importantly, our involvement
toes not end ar this point. Instead of
handing them o report and feeling
that we have met our responsibility,
we walk them through the whole
process, sometimes even helping to
secure financing for changes that
include finding. installing and even
Operating new equipment

Thioe efforts bore impressive
results in 1080, Some business cus-
tomers were able to reduce thew energy
bills by as much as 15 percent. In one
case. UT's leadership was critical to the
survival of & manufacturing facility
which had been targeted for closure,
thus saving not only 420 jobs, but
abso the revenue the plant contributes
w Ul

Ul also benefited from efforts
that led to & 4o MW reduction in our
peak load. This allowed us to sell
more powar on the wholesale market.
In the long run. both customers and
Company will benefit from these
reductions in another way. namey.

through the postponement of the
need! to build additional generation
facilities 1o meet our load.

Rate design 1s another tool
that Ul is emploving effectively to
enhance customer value Five years
apo, Ul began o push toward a rate
design philosophy which would give
customers the freedom to choose,
from a “menu” of different rate
options, the best match for their spe-
cific circumstances. Our innovative
rate packages have had a significant
positive impact on lowering peak
foads. reducing our customen’ bills
and also providing an effective
inducement to business development
in our territory. Moreover, the Janu-
ary 1990 rate decision by the DPUC
significantly extercled the scope of
our menu of options.

Finally, Ul s also snhancing
both customer and shareowner value
by broadening its corporate horizons.
The more committed we have
beconwe to providing energy-related
SETVICEs 10 Our customers, the more
we have come to understand that
some of these services can best be
enhanced through entities whose pry
mary responsibilities are not the
peneration, transmission ard distr-
bution of electricity. Therefore, the
Company has created subsicianes
which, while taking full advantage of
UI's technical and financial expertise,

CGreorge Wiksor, President &
Choef Omprating Officer
Anv e Copper & Bra
confers with Ul's To
Vallilio, Derecror — Saies o
Marketing Developme:

The Governme

Center. New Haven Ul
operate the buikdin
energ) cent
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have the freedon 1o explore emerging
new opportunities within the energy
marketplace

In 1980, three submdiarie:
were especially active Sovwestoon
Properties, Inc. is a pertner in a medi
cal hotel being constructed adjacent
to Ul's corporate headquarters in
downtown New Haven. Thermal
Energies, Inc. s overseeing the con
struction of two energy centers and
will eventually operate these facilities
to provide all the heating and cooling
needs of two large office bulldings
New Haven's Government Center
and Century Tower. A third subsidli
ary, Precision Power, lnc.. has been
established to help local businesses
address special electrical reeds within
their premises. By the year 2000, it i
projected that a significant portion of
total corporate revenues will come
from our subsidiaries

Because in the last analysis,
success or failure is determined by
customerns, we have been gratified by
the strong lovalty we have enjoyed
om ow customer base. Our
approval rating in terms of the
impression our customen have of the
Company climbed steadily thmugh
the 19808, reaching a high of g per
cent favorable last vear This 1s &
rating to be envied by every company
especially thase in the electric indus
try To us this means that we are or
the right track and that our dedica
HON 10 our customers s being

recognized and appreciated
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CORPORATE COMMITMENT

C ONpOTate COMIMITMENt encom
passes two areas at Ul i tobe @
friend and partmer in the communi
ties we serve and second. to maimntain
constr ctve working relationships
with reguiators. elected officials and!
key decisionmakers at bocal, state and
federal bevels

We are dedicated to fulfilting
our obligations in these areas,
hecause we feel a sincere social
responsibility to the people and insti-
tutions in our service territory, and
because we are convineed that main
taining positive relationships with our
constituencies is an essential ingredi
ent in our overall effort t provide
service and value We cannot succeed
unless they succeed. The future wel
fare of Ul is inextricably linked to the
welfare of the communities we serve

On both counts, 1080 was an
exceptional year. In terms of social
commitment, Ul directed a great deal
of attention to the issue of drug and
akcohol abuse and! embarked on a
number of initiatives directed at
mobilizing community support for
confronting the problem

Substance abuse is a cancer
eatng away at the health of our soc
ety It threatens nearly everything we
hold dear...our families, education
economy an! the quality of our life in
general. Moreover. it is a problem
that has grown so in magnitude that
povernment by itsel! can no longer be
expected to develop and implen.ent
all the solutions. Any effective
response must be multt-dimensional,

calling on the strengths and resources

of both public and private parties Hamder Mavr joh

Carusone and Ul
This past year, Ul tearmed up shn Nutche:
Manager of Busines

with New Haven s ABC television Services mapw

CONSITUCHION progres

effiliate, WTNH, in a yeardong series 1) the town s harde:

hi: ares
of programs chronichng the many iy
different faces of substance abuse. Ul 1 Faiier o
. - 9 wreckage of her hoome
Chairman and Chief Executive Offi- daermyel by '
cer George Edwards personally

appeared in four Ul-produced televi-
sion commercials
on the subje~t,
which were broad-
cast repeatedly
throughout the vear
We also made avail
able, through a “hot
line" number, an
informative booklet
about how and where to
seek help for friends or rela
tives with substance abuse
problems

* Ul aiso hosted an orga
nizational meeting of “Drugs
Don't Work," which ts the Con
necticut Governor s own program
designed to bring business and
government together to fight the
problem. In addition, we spon
sored “Dribble Against Drugs.” an
effort which brought professional
baskethal! plavers to Bridgeport to
serve as positive role models to
boys susceptible to negative peer
pressures. The Company also par
ticipated in the “Youth At Risk”

program by Sponsoring a youing per
SON at an intense two-week camp for
teenagers with significant drug anc!
behavioral problems

e — ey e
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S0 comprebensive was Ul ;
ot imvohvemen:. bt imternalh ane §
externally, that the Company was sin
ghed out by the Connecticut
Legistature and given & special cita
tion for its superlative effore in
combattig substance abuse. State
Senator Gary Hale of the 19th Dis
trict, which includes part of Ul's
service territory, was instrumental in
our gaining the recognition and has
teen & strong partner with the Com
pany on many social, energy and
CCONOMIC issues

It s & crecit to the commit
ment to social responsibility of both
Ul's executive managenwent and it
emplovees that . while substance
abuse was given special attention in
1080, participation in other social
programs aleo reached new heights

For many wears. the Company
has been at the forefront of effors o
help customens at the lower end of
the economic scale cope with their
energy bills In 1980, Ul customers,
bolstered by a matching grant from
the Company, established a new
record for contributions to Operation
Fuel, the statewide energy assistance
program. The combined total of
$ 123,078 excended our previous high
recorded! in 1088

In wddivion, Ul continued to
admintster the Southern Connecticut
Action Team (SCAT) program. SCAT
& & public-private partnership which
provides state funds for the weather
zation of gualifying households. Since

1984, 55¢ dwellings have been weath
ertzed through the SCAT program

Ul continued its full support of
United Way. Both emplover and cor
porate donations set new highs, with
the total of §:42.861 representing
nearly & 7 percent increase over our
1985 record. The Company also coor
dinated & “Scouting for Food Drive”
for & local coundil of the Boy Scouts,
which provided tons of canned goods
for aree food banks

Again this past year, the
Company worked with groups and
organizations throughout its service
terTiOry on programs o help senior
and the

economically dsadvaniaged Ul's

citizens, disabled pers

educational services prograim, recog-
nized as one of the best of its kind in
the nation, ofiered energy curmicula

George W hdwards. U1y
Chairman and CEO. takes &
breab trom Rliming o drug abuse
commercial 1o talh w0 childres

Ul supported the
“Youth At Risk
Program in 19hg
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and support for students in kinder-
parten through 12th grade in 21 school
districts. {n addinon to its energy
components, the Company’s “ Adop-
& School.” Black History, Mini
Crrant, Oxean Chassi - an andd other
programs have gaine  che respect of
educaton throughout the region.

Ul's dedhication to social
responsibility s equaled (n ntensity
Iy its commitment to nurture
andd maintam those relationships
which help create an operating and
regulatory atmosphere cor ducive to
providing excelient service andl vaiue
There s really only one way for the:
comimitment to be plaved out sk
cessfully, and that is by working
chosely with regulators, elected are
povernment officials, key decision
makers and opinion leaders and other
important constituents. Our obvective
& 10 work one-on-ome with theie peo
phe 1o kearn more about thetr needs
and agenda, so that we can hely
develop progirams which satisty both
their mandates and our goals

While Ul has been pursuing
this course actively for the past five
vears, i was in 1080 that our labors
really began to bear frutt Cerainly,
the nepotiated agreement rogarding
our Seabrook nvestment, discussed
earlier in this Repory, stands as a
prime example. Ul could not have
reached agreement with the state s
Anormey Creneral, the Consumer
Counsel and the Prosecutorial Divi
son of the DPUC if it had not
already established a loundation of
mutual respect and trust. Besides pav
ing the way for the final resolution of

Ul sponsored Ocean Classroon: program

tssues nvolving the Company & See
brook investmen!. the agreement
directly saved customens and share
ownens an estimated §10 million in
avorded regulatony and liugaton costs

The positive reaction of public
officials and customerns throughout
OUr SeTVice territory (o the agreement
and subsequen rate case decision also
evidences the extreordinartly high
“egartd in which Ul s held. They have
conw to recognize UL's commitment
o this region andd, in tum. have pub
bicly supporved our efforts to insure
continued exceptional electric power
service.. even when that means
rugher rates

Expressions of public support
were also freely given during and
after the restoration effort which fol
bowed last July's violent storm. Power
Outages that persist for an extended
peniod can severely test the patience
of community offictals responsible for
public welfare This instance had the
potential of betng particularty volatile.
because so many people lost their
homes and most of thetr possessions

All this makes the overwhelm
ingly posttive support Ul received all
the more impressive Impressive, but
not surprising. because Ul people had
already established strong relation
shipe with community officials and
stayed (n continuous contact with
them throughout the difficuit ordeal
Furthermore, after full power was
restored. we did not walk away We
stayed on to help rebuild the most
devastated! arvas

Ul representatives attend all
the aldermanic and common council

meetings in the principal cities in the
Company s franchise area. they meet
reguiarty with elected officials in all
17 municipalities. they work on the
state bevel, paying particvlarty cose
attention to legislative initiatives that
pertain to energy, business develop
ment and the economy. ane! they
interact with regulators and public
interest groups to develop joint
efforts in support of state energy pol
iy In short, Ul is always there and
willing to help. Our goal is always to
be part of the solution, no  part of the
problem

The ultimate beneficiaries of
our many involvements are Uls cus
tomers and shareowners. Taking an
active positive interest in the affais of
many of our key constituencies serves
to strengthen our business. For cus
tomers, & ronger Ul means

maximum value added service. bor
shareowners. a scronger Ul means a
greater retun; on their insstment

That's the way it should i @l
with United liuminating, that's the
way it will always be.
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TEN-Year Susmary OF SELECTED FINANCIAL AND STATISTICAL DATA

1 ol 1 I
Kliowatt-Hour Sales (000
Resicdential 1883363 1870318 1,780,333
Commercial L0 L.174.200 2.046.280
Industrial 106,119 1,186,300 1.236.181
Orher o427 61,303 b4
Total 5307008 505,187 5125019
Financia! Results (000,
Sabes of electriciry — Residential $ 206183  $ aoa 8 My
Commercial 119862 20b.501 105072
Industrial 92.b55 90004 100,354
Other 0040 0732 Guaho
Onther operating revenues ok 3870 3077
Total operating revenues 53118 518038 97623
Operating expenses. excluding income tax expense V0410 Y0000k 01,586
Income tax expense (credit) 37463 44040 50633
Allowance for funds used during construction 05441 75686 Bi419
Net effect of SFAS No. go (152.47) (32914) (86,528)
Orher income 33540 4091 w.2k:
Interest charges 1378 102,091 N0
Net income (loss) (73:3%0) 78630 LXV
Preferred and preference stock dividends 8233 o8 1105)
Income applicable t common stock $ (st 8 map 8 (3a0g)
Capitatization (000
Long-term debt $ s $ M504 § b6
Preferred and preference stock
Not subject to mandatory redemption 70,000 20,000 70,000
Subject to mandatory redemiption . 000 40000
Common stock equity 302,884 473074 436,504
Toeal $ lamias  Siganeb  $1a44000
Common Stock
Number of shares outstanding at year-end 13887748 13.887,748 13887748
Average number of shares outstardling 13087, 748 13887, 745 13,887,664
Eamings (loss) per share (a)
Betore effect of SFAS No. go $5.08 $7.2 $co0
Afrer effect of SFAS No. go $547) a8 $(.29)
Dividerdds declared per share PR T 132 PR T
Book value per share $26.11 $y00 $i158
Shareowners — Total 14800 0,713 8,187
In Connecticut 11,541 12482 13,204
) In Company territory L 74827 8,301
Genera
Peak load — kilowatts 1,004400 1132100 1,039.600
Grenerating capabllity at vear-end — kilowatts (b) 12572610 1,256,710 1,240,500
Number of custom 307,654 7337 303,794
Kilowatt-hours per residential customer 6814 6804 6,502
Number of employees 1627 1,620 1004
Total payroll (o0 $ 6578 § gty $ sam
Toxal taxes (000) $ @mi) § o $ ey
Utility plant at year-end (a00) $ Lm0 $183an $1.71830
Ciross property additions (000) § 14248 $ 15030 3 154072
Total assets at year-end (000) $ M2y $2.305.001 $1,178,00:

(a7 Barmings per shate baved on the avetage number of shares outstanding

") ImmquMﬂvmhmmhwwmwmmm%

share of capactty tn Connecticut Yankee Atomic Power Company (55,770 KW)

Totn Unertun somamenrme Contmasn




108 198¢ 196y 1081 1082 108 108

1,700,302 1,664,801 102,804 1637881 1503004 1hian 1460,153
101488 1810092 1,719,027 1657518 157843 1,581,228 1,608,008
1,233,200 1,286 40: 134028 1,055 824 1L.233.042 1318172 145,274

65,613 [ ¥ 71008 71088 00.014 70,200 7204811
491291 4819249 4757817 022,008 447510 4547011 4715078

§ 178268 190,85 $ 185200 $ 16350 161,237 $ 164505 $ 13495
1RO MRS 19rnh 187,112 163,488 186,002 157,386 112,904
96,0% 118,677 124,118 107,724 106,784 117624 08303

Q510 10,307 10,604 LYol 0042 Qo135 7097
508 b ¥ 3 %7 3 FATH 1. 804 I
471,119 51403 506470 440,580 430,730 451022 ¥ 122
333041 168,200 400,773 356,380 253070 386,270 328,241
51410 6,047 4071 37040 k1P 1 2245 (387
78,044 61613 57,242 51497 40,340 W11y 27,554
(69, 78¢ 1400 [19M8¢ - - - —
28,20 20,755 19,081 13081 8. 50¢ G040 710
(9% 25 77402 535! 41,45 35039 24,904 30,04%
31,765 103004 6yl 80,503 04,75 40,538 400
18,00 20,130 16,88 14004 14,084 12381 9,200
12,706 $ ool 1,428 66410 §1.671 17,187 25170

$ ohoaig § oob s § $74m $ 04115 $ o § 03048 $ 20558

70,000 20,000 T0.00x T0,00x 70,000 TOX 70,0
Q0,00 00, 00x 05,000 65,000 64,000 45000

40320 4403 408,331 319,720 61,108 1220861

$1,327,52¢ $1.17443 § 037446 $ 827,73 § 0084t $ 633442

137004 15.073,344 10,607,004 0. 154,878
13623003 11,708,857¢ 95729312 8,774,007

$55: $5.60 $5% $4
h = pa— - -
$108 $108 $io2 $296
$35.0 232 $3148 $20.00 $26.04
35428 . 41,0067 30213 17 Sok
16,000 1786 17,750 17,765
10,046 13,742 13436 1 i 15

L1008 OO0, Lx 051, 7 WO 1 x
L1971 . 123585 1,235.85 1,281,050
104,320 87,370 284,580 282 8oc
6.26¢ \ 6,33 6,213 6312
1,50 1,560 1,517 (¥
49,150 § g $ 000 $ 3558
86,038 A22 § 6630 § 64310 $ 4510
15508 $1.274477 $1.080810 $ oy
170,528 $ 1402 $ 167,04 § 1584
538,510 $1.170400 § obubse $ 636,508




MANAGEMENT'S IISCUSSION AND ANALYSIS

Financial CONINTION AND RESULTS

I GRS
Magos Ivriupvces on
Fivancian Connmon

The Company s financial condition has been heavily
influenced by both the size and tie cost of financing its
accumaulated investment in the construction of Seabrook
Unit 1, & nuclear generating unit in Seabrook, New Hamp-
shire, in which the Company has a 17.5% ownership share
To the extent that this imvestment has not been included in
rate base. cash recovery apphicable o the investment has
been Limited to the income tax benefits of construction
However, from an earnings standpoint, the cost of financing
construction balances has been offset by a non-cash credit
to allowance for funds used during construction (AFUDC)

The Company's primary financial concems have been
the achievement of commercial operation status for Sea
brook Unit 1 and, more particularty, obtaining a Connecti-
cut Department of Public Utility Control (DPUC) rate
decision that will permit a return on, and recovery of, Ul's
investment in this unit

On July 6, 198, the Company reached a settiement
agreement with Connecticut officials representing the pub
lic regarding the Company’s recoverable investment in
Seabrook Unit 1, amounting to $64o million, and the reso
lusion of all outstaniing Seabrook-reiated issues. assuming
that the unit achiev commercial operatiorn by the end of
1990. This agreemen ., which was approved by the 1P
on August 23, 1980, provided for moderate rate increases
over the years 1990 through 1992 totaling betweer, 5% and
1%

On Seprember . 1080, the © ompany filed a rate
application in accordance with the agreement, requesting
base rate increases of <%, 1% and 1%, effective for the vears
1900, 1991 and 1992, respectively. The DPUC comizenced
hearings on the rate proposal on November 20, 1080 and
in @ dectsion dated January 24. 1990, granted base rate
increases of 1.72%, 2.60% and 2.51% for the three years
These increases are designed to raise revenues by $22.1 mil
bon in 1900, $16.9 million in 1991 and $16.7 million in
1992 While the rate increases granted were hased on 2
12.9% return on equity, the Company is authorized to eam
up 1o @ 13.0% return on equity under the terms of the
settiement agreement. The DPUC decision also provides
among other things. for phasing-in the Company's recover
able Seabrook investment into rate hase over a 5-vear perod
commencing January 1, 1090, for recovery of deferred
phase-in costs during the subsequent &-wear period consis
tent with Statement of Financial Accounting Standards No
02 (SFAS Na 92), “Regulated Enterprises — Accounting
for Phase-in Plans,” for rate design changes designec! tc
encourage energy conservation, and for a sales adiustment
clause designed to compensate for deviations from forecast
sales levels, within prescribed limits and subsect to DPUC
approval. The decision permits the Company to retain the

T Unerrans buiumiina row
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benefits of wholesale power sales above prescribed levels
and allows the Company to capitalize conservation projects
These capitalired conservation invest: sents will be allowed
to earn a premium retumn of up to 3% over the Company s
wesghted cost of capital

Since the recoverable investment in Seabrook Unit |
1s less than the Company's share of Connecticut's st tutony
recoverable cost “cap”, the settiement agreement reguired
an additional write-down of the Company’s investment |
Seabrook Unit 1 in August 1080. This write-down was nec
essary in order to comply with SFAS Na. o, “Regulated
Enterprises - Accounting for Abandonments and Dis-
allowances of Plant Costs,” which the Company adopted in
1988, and resulted in a net loss for the wear 1980 However
by resolving outstanding issues and quantifying future cost
recovenies within acceptable ranges, the agreement permit:
Ul to plan eftectively for the future

While construction of Seabrook Unit 1 is comple
and a go-year conditional operating license has been
receivex! from the Nuclear Regulatory Commissior (NRC)
the resolution of issues 1 dated to the off-site ermergency
response plans for the emergency response and evacuatior
planning zone surrounding the plant continues to prevent
the unit from achieving comnwercial operation status. Pr
marily as a result of the delay in resolving emergency
response plan issues, Public Service Company of New
Hampshire (PSNH), which holds the largest ownership
interest in the Seabrook sroject. has had to seek protection
under Chapter 11 of the Bankruptey Code. Although the
bankruptey court has approved PSNH s continuing partics
panon in the >eabrook project, and the NRC has issued &
low-power license and low-power testing has been con
pleted, the Company cannot predict at this time what
1apact these bankruntey proceedings may have on the
rematning NRC licensing proceedings and if or when com
mercial operation of the unit will be permitted. In am
event, primarily as a resublt of the delay in resolving emer
RENCY 1eSponse plan 1ssues, the unit 18 nevt likely to achieve

commerial operation prior to the secondd quarter of 100
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At the boginning of 198¢, the Company had $60 mil-
hon of cash and temporary cash vestments. During 198¢,
operating activities provided net cash of $73 million.
Financing activities provide:! $70 million from short-term
borrowings and new long-term debx, but required the use of
$&7 million principally for dividend payments, preferred
stock redemptions and net lease obligation transactions.
Cash available after the net addition of $56 million from
operating and financing activites for the peniod was $116
million. Plant investment required $77 million of these
resources, keaving a cash balance of $30 milion at Decem-
ber 31, 1980,

The Compary has had a revolving credit agreement
with a group of hanks since 1084. On April 15, 1980, the
Company reduced the borrowing limit of the revolving
credit agreement then in effect from $160 million to 3100
million. This agreement was replaced by a iew $100 million
revolving credit agreement on December 21, 1080, The new
agreement, which currently extends to October 30, 1990,
affords the banks an opportuniry to decline 10 bend funds (i
any one of several conditions i nor satisfred at the date of o
requested borrowing. The conditions include, among oth-
ers, the absence of @ determinanon tw the banks that the
PSNH hankruptey proceedings have increased the risk that
the Company will not be able to perform its obligations
under the

The Company has sale and leaseback arrangements
with a financial institution providing for nuclear fuel
financing up to $70 million for Seabrook Unit 1 and up to
$10 million for Milistone Unit 3 Under these
the Company is paying rent for the Millstone Unit § fuel
based on the dinvet costs 1o the lessor of the fuel, plus the
lessor's financing costs. In addition, a fuel reserve and supply
agreement with the same financial institution provides for
financing fossi) fuel purchases up t an aggregate of $165
million, bess the outstanding nuclear fuel lease obligations
anel all other outstanding obligations to the financial instity-
tion. The $165 million aggregate limit on all outstanding
oblgations to the financial institution will decrease to §13¢
million on March 16, 1090 unless Seabrook Unit 1 has, by
then, recerved a full-power aperating license andd made satis-
factory proress towards achieving commencial operation.
The term of the fuel reserve ana supphy agreement extends
to Dcernber 31,1000, At December 11, 1980, approxi-
tately $74 million o nuckear fuel andd $24 miltion of fossil
fuel purchases. includi  coal. were being financed under
these arrangements. On April 2. 1087, the Company
entered (Nt & hease with the same financial institution pro-
viding for the fisancing of $3.9 million, representing the
purchase price andd capiialized carrying charges of real prog-
erty on which the Canpany plans to construct a service

center facility On Seprember 26, 1088, the Company
entered into a revolving credit agreement with the same
bles the Company to bormow up to $44 miilion until August
31, 1m0, for geveral corporate purposes and within the
aggregate $165 million limit on all outstanding

obligations to the financial institution. The financial institu-
tion may decline to lend funds under the revolving credit
agreement If any one of several conditions is not satisfied at
the time of & requesied borrowing.

The Company presently estimates that its capital
rexjuirements will exceed its et cash provided by operating
activities for the next several years. All of the excess capital
requirements will have t be provided by external financing,
and there is no assurance that such financing can be
effected. The Company's ability to incur additional indebr-
eciness will be restricted by the sarnings coverage provision
of the Trust Indenture under which the Company has
issued all of its bong-term Debentures. The absence of &
return on the disallowed portion of the Company’s Sea-
brook Unit 1 investment and the increased depreciation
charges against income related to Seabrook Unit 1 can be
expected to cause the Company’s carnings for the next sev-
eral vears to fall below the interest coverage level specified in
the Trust brelenture as @ preroquisite to any increase in
short-term or long-term indebtecness (except for §2 million
of short-term borrowings incurrwd for operating expense
parposes, and except for borrowings which are expressty
subordinated to the Company's Diebentures and are limited
1o an aggregate amount not exceeding 105 of the Compa-
ny’s debe limit under the Trust Indenture — 62 4% of the
cost of the Company s properties less depreciation thereon
(the Company's debt limit under the Trust Indenture was
$1.024 bilhon at Decernber 11, 1080)). The Company esti-
mates that its agregate capital reuirernents will exceed
cash provided by operations by $205 million during this
pertod. The Company expects to meet these requirements
by & combination of pre-financing, subordinated borrow-
ings and financings that are not subject to the Trust Inden-
ture’s restrictions. However, there is currently no assurance
that this expectation will be met

The Company has formed several subsidiary compa-
nies for the purpose of entering it nonutility, power-
related business ventures which will complement and
enhance its elecrric utility business and serve the interests of
the Company and its shareholders and customers. The
Directon of the Company have authorized the investment
of up to $ 10 million in one or more subsidiary or affiliavedt
corporations for this purpose.

To Unirnun asumemenr v Conaman
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Due to non-cash write-offs in March, June and
August 198, to recognize reductions in the recoverabile cost
of Seabrook Unit 1, the Company incurred a koss of $4.47
per share for the year 1980, as compared to earings per
share of $4.55 for 1088 The largest of such write-offs, $6.08
per share, was recorded in August 198¢ to reflect disaliow
ances due to a reduction in the recoverable amount of the
Company's investment in Seabrook Unit 1 and other provi
mons of the Seabrook Settlement Agreement

Earnings per share for 1080, before giving effect 1o
the write-offs that resulted from the adoption in 1088 of
SFAS No. go, were $5.08 per share, a decrease of $2.14 from
1988 This decrease was due principally to higher fuel and
energy costs, higher maintenance expense, lower non-cash
allowance for furds used during construction and non-cash
charges that were ordered by the DPUC to reduce Ul's pro-
pected 1989 regulated eamings to the 16.4% level authorized
in its last rate decision in 1984 without affecting current
revenues or cash flows. In accordance with this DPUC
ordet, in 1989 the Company wrote off a total of $14.6 mil
lion, consisting of bond repurchase premiums amounting to
$4.6 million, net of income taxes, and $10.2 million of addi
tional depreiation charges related to Milistone Unit 3

Eamungs per share for 1988, before giving effect to
changes arising from the adoption of SFAS Nao. 0o, were
$7.22 per share, an increase of $1.23 over 1987, This
increase was due principally to higher kilowatt-hour sales,
higher capacity sales, lower income taxes and the absence
of additonal depreciation and other non-cash charges
recorded in 1987

Kilowatt-hour sales for both 108¢ and 1088 increased
over prior vean, due to improved commercial activity and
higher residential use. but the effect of substantial decreases
In industrial activiry in hﬂh years hmnvd the et INCreases
o less than 1% in 1980 and 3.1% in g8

Operating revenues for 1080 and 1088 increased by
$12.2 million and $21.3 million, respectively. over the prior
ears. due to higher sales volume and higher fossil fuel and
energy costs which were passed on to customers through
the fossii fuel adjustment clause. The more modest increase
for 1080 refiects relatively moderate summer weather com
pared to the prior vears

Fuel and interchange energy expense in 1980
wicreased over 1088, due to higher kilowatt-hour sales and
an increase i purchases of power generated by a regional
waste-burning facility at prices considerably higher than the
Company s average cost per kilowatt-hour. Reduced availa

bility due 1 scheduled outages for overhaul of the Compe
ny's two most efhcent fossil-fired generating units also
contributed to higher energy cost in 1080 Fuel and inter
change energy  xpense (n 1088 increased over 1987, due
primarily to highe: kilowatt-hour sales and increased pur
chases of power from the regional waste-bumning faciliry
which more than offser reductions due to the benefits of
continuing operating efficiencies and increased nuclear
peneration

Orher operation and maintenance expenses increaser!
In 198 over 19848, due princpally to @ non-recurring
expense of §3. million: to replace defective bullding siding
at a generating station, storm damage repair expense of §2.7
million. and higher payroll costs. Orher operation and
maintenance exper.ses increased in 1088 over 1087, due
principally to higher payroll costs

Depreciation expense increased in 1080 over 1085
due primarily to the additional Millstone Unit 1 deprecia
tion charges recorded pursuant to the DPUC order of Feb
ruary 22, 1908¢. Depreciation expense decreased in 1988
from the 1987 level. due primarily to the absence in 1088 of
the additional depreciation for Milistone Unit 1§ recorded in
1987 as a result of stipulatec earnings ugreements 2pproved
by the DPUC

Income taxes charged © operating expense decreased
in 198 compared to 1088, principally as a result of lower
taxable income. The decrease in 1088 income tax expense
from the 1987 level was due principally to a lower tax rate

The allowance for equity funds used during construc
tion decreased in both 198 and 1988 below the preceding
years, due primarily w lower rates and lower CWIP bal
ances in both vears resulting from SFAS No go write-
downs

Orher income and deductions, excluding the allow
ance for equity funds used during construction, increased in
198G over 1988, mainly as a result of Seabrook Unit 1
investiment tax credits of $21 7 million that were recorded as
income in accordance with the terms of the Seabrook Set
tlement Agreement that more than offser deductions which
included primarily the write-off of Seabrook prudence audit
expenses. The increase in 1988 over 1087 was due to higher
interest income as & result of higher average balances in
temporan cash investments

Orher interest charges increased in 1088 over the
Ppror year, due priinarily to the amortization of borg!
redemption premiums. In 1080 the mcrease in other inter
est charges primarihy reflects the accelerated amortization of
bond redemption premiums pursuant to the DPUC order
of February 22 108

Dividends on preferred stock decreased in 1080 by
$3.1 million and in 1988 by $405,000 as a result of redemp
tions. These redemptions were made as part of the Compa
ny s program of refinancing high cost securities at lower
rates
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In recent yeans, the Companys earnings have
included & large amount of AFUDC. As & resubt of the
January a4, 1090 1ote decision and beginning January 1,
1990, the Company’s Seabrook Unit 1 related AFUDC will
decline to & level reflecting o deferred return on the portion
of the recoverable Seabrook Unit 1 investment that i
excluded from rate base due to the phase-in plan. Concur
rently, the Company's earnings will begin to reflect the
recovery of the investment in Seabrook Unit 1 through
increased charges to customers resulting from the base rate
increases allowed by the DPUC

The Company's financial condition will be heavily
influenced by the timing of commercial operation of Sea
brook Unit 1 The achievement of commercial operation of
Seabrook Unit 1, which will trigger the commencement of
significant additional wholesale power sales. is chiefly
dependent on events that are largely beyored the Company s
control. especially the timely and successful resolution of &
proceeding in which the NRC is considering objections to
off -site emergency response and evacuation plans for the
unit’s emergency response anl evacuation planning zom
While there have been recent positive developments
mncluding NRC staff recommendations that the plans be
approved and a full-power operating hicense granted. the
Company & unable to oredict if or when the plans will be
finally approved and & full-power license granted. since the
NRC proceedings continue to be contestes! vigoroushy by
opponents of the unit. Nor can the Company predict what
impact the proceedings under the Bankiuptey Code tny
PSIH will have on the NRC operating license proceedings
for the unit. However, delays in achieving commercial oper
aton may negatively impact 1900 eamings by deterring the
commencement of wholesale power sales that are condi
tioned on commercial operation of the unit. Moreover, in
acrordance with the Seabrook Settiernent Agreement, »
delay of commercial operation bevond 1900 will require that
the rate base treatmen: and rate making provisions of the
agreement be renepotiated and, in the event new werms car
not be negotiated, will ksave those issues for DPUC decision
However, tn any event, revenues to which the Company is
entitled prior to December 11, 1900 will not be refuncable

The Company's financial condition will aiso tx influ
enced by the devel of success of its efforts o satisfy its exter
nal inancing requirements for the period when it will be
preciuded by restrictions in its Trust Indlenture from bor
rowing on an unsubordinated basis While the Company
expects to be able to meet its financing requirements for this
perixi. there is currently no assurance that this expectation
will be met

Although developments with respect to Seabrook
Unit 1 can be expected to continue to dominate the Com
pany’s hnancing outhook and plans, such matters are also
sensitive to many other factors, including conditions in the
securities markets, economics conditions, the level of the
Company '« sales. and legislative and regulatory develop
ments. The latter include the cost of compliance with
increasingly stringent environmental regulations and
increased liability foi post-retirement emplover benefits
RS R OTIES
INFLATION

As & result of imflation andd increased environmental
and regulatory requirements, the estimated cost of replacing
the Company s productive capaciry todsy would substan
tially exceed the historical cost of such fucilities reported in
the financial suasternents. Since the Company s rates for serv
1 1o its custome s have been hased in the past on the cost
of providing such service und have been revised from time
to time to reflect increased costs of service, the Company
believes that any hugher replacement costs it may expenence
in the future will be recovered through the normal regula
ory process

Tom Unertar bomoma i Comms
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CONSOLIDATED STATEMENT OF INCOME
$or the Yean badec December 11 198 1088 and 198

[Thousands except pee share amounts 1080 1088 1087
+ e S——————
Operating Sevenues Sab Suikens Sy
Operating Expenses
Operanion
Fuel and interchange enepgy — net 153019 140973 131471
Capacity purchased — e 9810 Ca0 i
Other 105441 103,718 .04
Maintenance We26 Bb0: anbss
Depreciation 45018 4000 37,160
Amartization of cancelled nuclear prosects 1415 10415 10415
Income taxes 37903 440 $0.613
Onher taxes L ' I 1
Total 372 405043 Aaie
Operating income 0% uplos 85404
Other Income and Des*_. Yons
Allowance for ~ ity funds used during construction KL PLE 54033
Other — net LY ~a2 O . .
Total Sy s sloxs
Application of SFAS No. 90
Dusallowed plant costs (217.803) {50,59%) (125,228)
Accretion of Seabrook Unit 2 disaliowed returr 410 4410 4921
Applicable income taxes Loiay 36 A
Net Effect of SFAS No. g0 Usngy)  _Quog)  (sesah)
Income (Loss) Before Interest Charges . \sase! WSy so.901
Interest Charges
Interest on long-term debt 91,120 o022 &8, 700
Onther interest 224840 12,000 o.228
Aliowance for borrowed funds used during construction (26475) (27451) (26480)
Income tax benefits attributable to the allowance for borrowed funds boong)  Ggadz) (23100
Net Interest Charges 6780 - _4has
Net Income (Loss) (73380) 78630 5,040
Dividends on Preferred Stock LSS s LY At
Income (Loss: Applicable to Commor Stock § (81,887 s o~.2. $ S
Average Number of Commor shares Outstanding 13,888 13,888 13888
Eamings (Loss) per shre of Common Stock $(5.87) $4.8¢ $(xy)
Cash Dividends -*.clared per Share of Common Stock $13: L TRV $132
e o
CONCOLIDATED STATEMENT OF RETAINED BARNINGS
For the Years baded December 11 1080, 1988 and 1087
(Mhousandds of Dollars 1080 1988 9y
Balance January 1 $01371 $166,30) $204.047
Net income Loss (73.3%0) 78,63 b.ogo
Promium applicabie to redemption of preterred stock - - (3,200)
Expenses assoclatec with pretnrred stock redeemed S I ) _ loa1)
Jdbon el _uegs
Deduct Cash Dividends Declured
Preferred Stock 7,082 18 118053
Common Stock _ 32 ka2 35219
Towal £0 087 _#n
Baiance December 31 $ 82220 $201,171 $166.30
Su DS

The sccompanying Statemen of Accounting Pobicses and Notes 1o Consolidated Financial §
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CONSOLIDATED STATEMENT OF CASH FLOWS
Por the Yoars bnded December 11 1080, 1064 and 1989

(Thousands of Dollary) 1080 |= |=~

Cash Flows From Operating Activities
Ne' iIncome (Loss)

Adjustments to reconcile net income to net cash provided by
OpeTating activities
Diepreciacion and amortization
Deferred income taxes
SFAS No. go writeoffs — net
Seabrook prudence audit costs (thru 1088)
Deferred investment tax credits — net
Alowance for funds used during construction
Changes in current assets and liabili des:
Accounts recetvabl
Accrued utility revenues
Fuel, materials and supplies
Accounts payable
Taxes accrued
Interest accrued
Other «— et
Changes in noncurrent balance sheets jtems
Toxal Adjustments
Net cash provided by Operating Activities

Cash Flows trom Financing Activities
Common stock
Long-term detx
Lease obligations

Common stock
Net cash provided by (used in) Financing Activities
Net cash flows from Operating and Financing Activities
mwhm.mmm
Cash and Yemporary Cash investments:
Net change for the pertod
Balance at beginning of period
Balanoy at end of period

Cash paid during the period for
Interest (net of amount capitalized)

Inconw Taxes

$ (13350)

(6,154)
155147

21,237
(22,758)
(65.444)

(16,865)
(3.032)
(4a03)
17,124

663

43
028

AP
g0
18

15,000
(3040

(374m)
(3.667)
4500
(1440)

(9.507)
_aig)
A12:363)

55,800
_7041)

(21,181)
- L

4 16-?0"‘

Lgs8

$ 21218
R =

$ Moy

43781
4135
32914

(1,029)
(75.650)

(10,360)
(s88)

12

(10487)
(652)
11404

6.054
oy
s

-

170,000
16,722

(6,000)
(08.,667)
(4:096)
{11.485)

Laig)

M55
118,560

RUTA

483
2508
$ &ua

e
$ I“”I

L
52,581
0.908
86,528
3383
(B1410)
(5.79¢)
(1.805)
(6.633)
13038
(3.178)

259
116

=S

328,500
13856

(25,200)
(251.727)
(25675)
(877}
(12,606)
_aaaig)
_{9002)

7300
nas)
640

.. L
$ ’ﬁi

$ 04
$ A1

bor cast flow purposes the (ompany mmm‘wmmm.mdw‘muuamm»u

cash sjurvalent,
The accompanving Statement of Accounting Pobicres and Nokes o ( i, ¥ I

are integral parts of the k
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CONSOLIDATED BALANCE SHEET
December 3. 1080, 1088 arel 1087
Assets Thousand: of Dollars) 108 1988 1987
T e T T 0 o T A 00§ P TS MRS (2 AT A Sy 23 s Y 5 1 I MRS, e ) A A SR, S ST S Ao, (GBS A
Uniiity Piant st Original Cost
In service $ bog00f  § B30 8 Geqoly
Less accumulated provision for depreciation sy wrapr g
70,771 560,930 s63.210
Construction work in progress 675831 812,246 737 160
Nudlear fuel 7370 74954 67,530
Plant-related regulatory assets 51,268 85330 68,003
Net Utility Prant 40099 L5X0490 1436501
Other Property and investments 0021 8,876 8493
Curvent Aasets
Cash and temporary cash investments 38,767 50,018 25,087
Accounts receivable
Customers, less allowance for doubtful accounts of $2.130, $1,580 and
§1.600 54300 50,605 087
Orher 2400 11125 2:603
Accrued utility revenues %P2 21,88 21202
Fuel, materials and supplies, at average cost 24,709 20,246 20,258
Prepayments .. 2436 408
Total __170823 166,170 132,075
Deterrec Debits
Unfunded deferred income taxes 3134202 383476 338,708
Unamortized cancelied nuclear proyeets 53401 50.070 65,710
Unamortized bond redemption costs 3154 47.900 830
Deferred inconw taxes 176,21 457 141,042
Orher 9,508 16,208 10,003
Total 605,606 653418 610913
The W S of A ing tobicies and Notes to ( lidated ¥ 15 are integral parts of the financia! satements
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CONSOLIDATED BALANCE SHEST
Drecember 11, 1080, 1088 and 1987

ant Liablitles T housand: of Dollars

Caphtakzation
Common stock eguity
Common stock

Deferred Credits
Customers’ advances for construction
Accumulated deferred invetment tax credits
Unfunded deferred income taxes
Deferred income taxes
Deferred gain on sale of utility plant
Deferred fussil fuel costs

Towal

Commitments and Contingencies

$ 068§ 27068 8 277008
(3.204) (5.003) (s77)
87820 01,371 166,307

303,504 473874 438,55

20,000 70,000 70,000
- 34,000 40,000
Bob.Any 81287 267,550

. l.,pl# 1430961 1,316,123

106,831 L o4.k70
050 boo 200
107,281 111971 05,070
18,607 3607 8,667
00,077 42953 53440
45.000 - o
9.4 10858 10,004
23892 21019 22,581
9.080 7194 5751
37715 7312 16848
3015 1714 1,203
11,180 10277 AL

.. 206,545 125004 145076

Mg 2840 4340
N7 s2,128 54954
53.002 87554 L

474:503 £26.320 406,133
10417 10,230 .82
8,620 8,140 K

573444 687,227 621,133}

$1188.210  $1.365.063 Sz.:zs.ooa

mmwnSuu-mdAammmhk—udhu-mcmrmmmmvdmdmimim
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STATEMENT OF ACCOUNTING POoLICIES

_ll o eree———c—

ACCOUNTING
Ricomie

The accounting records are maintain: | in accordance
with the uniform systems of accounts prescribed by the
Federal Energy Regulatory Commussion (FERC) and the
Connecticut Department of Public Utility Control (DPUC).
e me e,

Prancivues o
CONSOLIDRTION

The consolidated financial statet.ents include the
accounts of the Company and its wholly-owned subsid)-
aries, Bridgepon Electric Company (BEC), United
Resources Inc. (UR]) and Research Center, Inc. (RCI)
Intercompany accounts and transactions have been
eliminated in consolidation.

. reecmarmesomm
Uttty Puant

The cost of additions to utility plant and the cost of
renewals and betterments are capitalized. Cost consists of
labor, materials, services and certair indirect construction
costs, including an allowance for funds used during con-
struction. The cost of current repairs and minor replace-
ments i charged to approptiate operating expense sccounts.
The onginal cost of utility plant rettred or otherwise dis-
posed of and the cost of removal less salvage are charged to
the accumulated provision for depreciation.

A v o emDemmE—
Friase v PLan

The Company s phasing into rate base tts allowable
investment in Seabrook Unit 1, amounaung © $ag0 million.
The phase-in plan aliows the Company to record a defernd
return on the portion of allowable investment excluded
from rate base during the phase-in period. At December 31,
108 the Company s rate base included $44 million of its
allowable investment in Seabrook Unut 1 In accordance
with the phase-in plan, commencing January 1, 1990, the
Company began phasing in the balance o its allowable
investment over & five-year period. Comumencing January 1,
1991, the deferred return will be added to rate base at the
beginning of each year cver 2 four-year period in the same
proportion as the phase-in installment for that vear bears o
the remainder of the $640 million vet 1o be phased-in. This
phase-in plan, which was approvea by the DPUC n a Janu-
ary 34, 1990 rate decision that granted the Company base
rate increases for the next three vears. is in compliance with
Statement of Financial Accounting Standards No. 92 (SFAS
No 92), “Regulated Erterprises — Accounting for Phase-in
Plans™. The rate decision allows the Company 1o phase in
$48 million, or 75% of its allowable investment, plus o
portion of the deferred return that will be accumulated dur-
ing 1000 and 1901 into rate base by January 1. 1992 The
remaining $160 million of allowable investment plus the

remaining accumulated deferred returm will be phased into
rate base in approximately equal amounts on January 1,
1093 and January 1, 1904 The Company will be allowed
o recover the deferred return over a five-year period
commencing january 1, 1995,

s

ALLOWANCE pom FuNDs

Usen Durine Convrrucmion

In accordance with the applicable repulatory systems
of accounts, the Company capitalizes an allowance for
funds used during construstion (AFUIC), which represents
the approximate cust of debr and eguity capital devoted to
plant under construction. In accordance with FERC pre-
wribed accounting, the portion of the allowance applicable
o borrowed funds i« presented in the Consolidated State-
ment of Income as @ reduction of interest charges, while the
partion of the allowance applicable 1o equity funds is pre-
sented as other income. Although the allowance does not
represent current cash income, it has historically been
recoverable under the rate-making process over the service
lives of the related properties. The Company compounds
semi-annually the allowance applicable o major construc.
ton progects.

Prior to 1047, the Company accounte! for the por-
tion of the allowance applicable to borrowe | funds on a net-
of-tax basis for all construction projects bex ause interest
charges associated with construction proje 15 were expensed
currently for tax purposes. However, effective January 1,
1987, the Tax Reform Act of 1986 requires the capitalization
for t2x purposes of interest charges associated with con-
Struction projects, except for projects such as Seabrook Unit
1 that were begun prior to March 1, 1086, Therefore, in
1087, 1088 and! 1980, AFUDC for Seabrook Unit 1, which
accounted for over oo of the Company’s AFUDC in those
years, was computed on a net-of -tax basis, and AFUDC for
all other projects was computed on a before-tax bass.

AFUDC rates in effect during 10871980 are shown
below

Betore lar Basis Net-of Tax Besis

1087 13.0% 10.25%
1988 12.7% 10.0%
1980 12.3% o5%
G 4O ORR SIS
Devscaanon

Provisions for depreciation on utility plant for book
purposes, excluding costs associated with the 198 reconver-
ston of BEC plant to a dual-fired capability, are computed
on a straight-iine basis. using estimated service lives deter-
mined by independent engineers. One-half year's deprecia-
ton is taken in the wear of addition and disposition of utility
plant, except in the case of major operating unies on which
depreciation commences in the month they are placed in
service andd ceases in the month they are removed from
service. During the vears 10851980, depreciation associated
with BEC's reconversion costs was computed on an annuity




basis over the original ten-year period that this plant was
being leased to the Company by BEC. Commencing Janu-
ary 1, 1990, the reconversion costs will be depreciated on @
straight-line basis over a period ending July 2000. The
aggregate annual provisions for depreciation for the years
1087, 1988 and 1980 were equivalent to approximately
477%. 2.00%, and 4.31%, respectively, of the original cost
of depreciable property, as restated for the effect of SFAS
No. 9o The aggregate provisions for 1087 and 108¢ include
one-time increases of $12.5 million and $50.2 million,
respectively, in Millstone Unit No. 3 depreciation charges as
prescribed in DPUC-approved stipulated earnings agree-
ments in 1987 and in a 198¢ DPUC order. These eamings
reduction measures were initiated in order to lower the
Company’s return on Common Stock equity for rate-
making purposes without impacting revenues or cash
flows. See Note (C), “Rate-related Regulatory Proceedings”.
SRR

Income Taxes

In accordance with Statement of Finandial Account-
ing Standards No. 96, “Accounting for Income Taxes™
(SFAS No. g6), which was adopted in the first quarter of
1988, the Company has provided deferred taxes for all rem-
yorary book-tax differences using the liability method. The
liability method requires that deferred tax balances be
adjusted to reflect enacted future tax rates that are antici-
pated to be in effect when the temporary differences reverse.
In accordance with generally accepted accounting principles
for regulated industries, the Company has established assets
and liabilives that reflect anticipated future ratemaking
effects of deferred tax provisions arising from the imple-
mentation of SFAS Na 96. The Company has restated the
deferred tax balances in its financial statements for prior
periods to reflect the adoption of SFAS No. 96.

Previousty, income taxes were accounted for by the
deferred method. Under that method, deferred taxes were
recognized at current tax rates and regulated enterprises did
not record deferred taxes for realized tax benefits when reg-
ulators used these berefits to reduce current rates.

The Company has elected to take investment tax
aredits (TTC) applicable to long-term construction projects
on a progress-ofconstruction basis, which has accounted
for the major portion of the ITC generated. For accounting
purposes, the Company practices full normalization for all
ITC related to recoverable plant investments except for the
ITC related to the recoverable plant investment in Seabrook
Unit 1. TTC related to nonrecoverable plant investments, i.e
those investments written off in accordance with the provi-
sions of SFAS No. go, were taken into income when the
related SFAS No. go write-offs were recorded, while [TC,
amounting to approximately $21.7 million, related to the
recoverable Seabrook investment was taken into income
in 1989 in accordance with the Seabrook Settiernent
Agreement.

ST e SREE Jo
Accrui Uniry Revenuss

The estimated “nouni of utility revenues (less related
expenses and applicable taxes) for service rendered but not
bilied is i~ ued at the end of each accounting period.

R e
INvESTMENTS

The Company's investment in the Conne.cut
Yankee Atomic Power Company joint venture, a ro:clear
generating company in which the Company has a 9%
stock interest, s accounted for on an equity basis.

STTSTIOREEARERD
Fossu. Fun Costs

The amount of fossil fuel costs that can not be
reflected currerdy in customers’ bills pursuant to the fuel
adjustment clause in the Company’s rates is deferred at
the end of each accounting period. Since adoption of the
deferred accounting procedure in 1974, rate decisions by the
DPUC and its predecessors have consistently made specific
provision for amortization and race-making treatment of
the Company's existing deferred fossil ruel cost balances.
R i
RESEARCH AND
Devanosmsnt Costs

Research and development costs, including environ-
mental studies, are capitalized if related to specific construc-
tion projects and depreciated over the lives of the related
assers, Other research and development costs are charged 1o
expense as incurred.
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AT
NoTEs 10 CONSOUDATED FINANCIAL STATEMENTS

(Doller amounts. except per share amounts, are in thousands unles:
otherwise indicated

(A) Capttalization at December 31, 1989
Common Stock Equity (a)
Common stock, no par
value
Shares authorized
Shares outstanding at
December 31
1987 13,887,748
1988 13.887,748
1989 13.887.748
Capital stock expense
Retained earnings (b)
Total common stock
equity
Preferved and Preference Stock (¢)
Authorized:
Cumulative preferred stock:
$ 100 par value, 1,350,000 shares
$25 par value, 2,400,000 shares
Cumulative preference stock:

17,500,000

Cumulative preferred stock, $ 100 par
value:
4-35%, Series A, 50,000 shares
4.72%. Series B, 75,000 shares
4.64%, Series C, 75,000 shares
5¥4%. Series D, 75,000 shares
7.60%, Series E, 125,000 shares
7.60%, Series F 150,000 shares

Cumulative preferred stock, $25 par
value, 8.80%, 1076 Series, 600,000
shares

Total preferred stock not subject to
mandatory redemption
Long-term Debt (d)
Long-term debentures:

4.68%, 1900 Series, due August 15,
100

4%%, 1901 Series, due July 15, 1991

10+3%, 1905 Series, due October 1,
1995

5¥:%, 1906 Series, due August 15,
1996

6%, 1997 Series, due June :5, 1997

7%, 1009 Serie<, due January 15, 1990

10v,%, 2000 Series, due June 15, 2000

7%4%, 2001 Series, due October 1, 2002

8+,%, 2003 Series, due December 15,
2003

12%, 2017 Series, due August 1, 2017

o Unirsts [ umesaraw Commans

$ 277008

s
£

14,000
10,000

150,000

15,000
23,500
15,000
30,000
25,000

100,000

Serial debentures:

8+1%, maturing serially as to $1,667
principal amount on November 15
in each of the years 1990 to 1097,
inclusive ($1,667 matured in 198&.)

11%, maturing serially as to $2,000
principal amount on November 15
in each of the years 1990 to 1999,
inclusive ($2.000 matured in 1080)

First Mortgage Bonds-Bridgeport Electric
Company:

944%, Series B, maturing serially as w
$10,800 principal amount on
February 15 in each of the years
1995 to 1999

10.32%, Series C, maturing serially as
o $60,000 principal amount on
January 15 in each of the years 1993
© 1905

Other:
Pollution Control Rever.ue Bonds:
14v4%, 1984 Series, due October 1,

2000
14:%, 1984 Series B, due December 1,

2000

0%, 1986 Series, due June 1, 016

9¥%, 1087 Series, due July 1, 2012

10¥,%, 1087 Series, due November 1,
2012

§%. 1080 Series A, due December 1,
2014 (issued in December 1980)

Loug-ierm bank loans:

12.9% ($20,000), and 13.1% ($20,000),
maturing as to $15,000 in 1992,
$15,000 in 1903 and $10,000 in 1964

Unamortized debt dliscount less premium at
December 31, 1980
Tocal long-term debt
Less current portion included in Current
Liabilit
Total lorig-term debt included in
Caviealizat

Total Capitalization

$ 1331

445833

43,500
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8 Common Stock

4/

Common stock, no par value, authorized at December 31, 1986, induded 400,000 shares reserved for the

Company's Employee Stock Ownershir Plan (ESOP).

Shares issued during 1980, 198 ! 1087 and increases to the common stock accoun: fror the proceeds of

these isgies were as folloss:
1080 1088 1987
SAF v mElwm
VT f et B Amount (000) Amount 000) Amount (000,
# 1 aace, january 1 $277008 13888 $277.008 13.88¢ $277.032 13887
DRP* i ok P - — -
Esop* L e V. SRR, Sl et Y AR
S S ;e o8 ims o e e

*The Company purchased on the open market, on
behalf of shareholders participating in the Dividend Rein-
vestment Plan (DRP), 158,474 shares in 1987, 192,152 shares
in 1988 and 156,683 shares in 1080,

**Shares contributed to ESOP include additional
purchases for the plan on the open market of 407 shares
in 1987 There were no additions to ESOP in 1088 or 1989,
since income tax credits aliowable for ESOP ended at
December 31, 1987.

Expenses related to the new issuances were charged
o capital stock expense.

On January 22, 1990, the Company's Boaard of Direc-
tors approved a stock option plan for officers and key
empilovees of the Company. This plan is subject to both
shareowner and DPUC approvals. The plan provides for the
awarding of options to purchase up to 750,000 shares of the
Company's common stock over periods of from one to ten
years following the dates when the options are granted. The
exercise price of each option cannot be less than the market
value of the common stock or the date of the grant.
Options to purchase 596,000 shares of common stock at an
exercise price of $30.75 per share have been granted by the
Board of Directors to date.

In addition, certain executive officers can earn shares
of the Company's common stock based upon the dividend
and market performance of the common stock compared to
a peer group of electric utilities over four-year periods,
under the Company s long-term incentive program. This
plan is subject to DPUC approval. The total number of
shares of common stock that may be earned under the long-
term incentive program is limited to 100,000. No long-term
incentive awards have been earmed to date.

(b Retained Earmings Restriction

The indenture under which all of the Company’s
debentures are issued places limttations on the payment of
cash dividends on the common stock of the Company and
on the amounts that can be expended to purchase or
redeem shares of common stock. However, an amount
equal to the Company's retained earnings at December 31,
1986 can be used for the payment of cash dividends and the
purchase or redemption of shares of stock, without exceed-
ing these limitations.

(€) Preferrod and Preference Stock

The par value of each of these issues was credited to
the appropriate stock account and expenses related to these
issues were charged to capital stock expense.

On July 15, 1980, the Company redeemed all of the
340,000 shares outstanding of its $100 par value 19% Pre-
ferred Stock, 1084 Series, at $110.00 per share, plus accrued
dividends to the date of redemption of $4.75 per share.
These shares were scheduled for mandatory redemption
68,000 shares each year, commencing July 15, 1990, at
$100.00 per share, plus accrued dividends.

There are no redemption requirements for preferred
stock outstanding at December 31, 198

Preference stock is a form of stock that is junior to
preferred stock but senior to common stock. It is not subject
to the eamic.gs coverage requirements or minimum capital
and surplus requirements governing the issuance of pre-
ferred stock. There were no shares of preference stock out-
standing at December 31, 1989,

Shares of preferred stock have preferential dividend
and liquidation rights over shares of common stock. Pre-
ferred shareholders are not entitled to general voting rights.
However, if any preferred dividends are in arrears for six or
more quarcers, or if some other event of default occurs,
preferred sharehokders are entitied to elect a majority of the
Board of Directors, until ali preferred dividend arrears are
paid and any event of default is terminated.

@) Long-Term Debt

On December 20, 1089, the Company borrowed from
the Industial Development Authority of the State of New
Hampshire the proceeds of the Authority’s issuance of $25
million of tax exempt 8% Pollution Control Revenue Bonds.
The net proceeds of approximately $24.5 million were used
to reimburse the Company for its share of expenditures,
including financing costs, relating to certain pollution con-
trol facilities constructed and required for the operation of
Seabrook Unit 1.

The aggregate maturities of long-term debx during
each of the five years 1990~ 1004 a2 1990 — $18,667; 1001
~ $13.667; 1992 — $18,667; 1093 — $78,607; 1004 ~~
$73.607.

() Accounting For Aban donments and Disallowances of
Plant Costs and Phase-h Plans

Accounting tor Abandonme nts and Disaliowances of Plant Costs

In 1988, the Company adopted Statement of Finan-
cial Accounting Standards No. 9o, “Regulated Enterprises
== Accounting for Abandonments and Disallowances of
Plant Costs™ (SFAS No. o), and elected to restate prior

Tom Unrmrun Loumiarive Commany



periods. SFAS No. 9o reguires that, for completed plant
facilines, all costs disallowed for rate-making purposes must
be recognized as losses against income as soon as the disal-

lowance becomes probable and can be reasonably estimated.

SFAS No 9o also requires that a loss be recorded for any
disallowance of the investment in an abandoned plant facil-
ity, and for the disaliowance of a retum on investment,
regardless of the fact that regulators have provided for
recovery of the full investment. The loss to be recorded for
the disallowance of a recumn is measured by the difference
between the recoverable investment and the present value
of such investment. As this difference decreases over the
period of recoverv of the origina! investment, the loss is
reversed through accretion, which is recognized as income.

Pursuant to SE*S No. o, the Company recorded
losses in 1988 for disallowed costs of its investment in Mill-
stone Usiit 3, for the amount by which the Company’s
investment in Seabrook Unit 1 was then projected 1o exceed
the $832 million Connecticut statutory “cap” on the
recoverable construction costs of the unit, and for the dis-
allowance of a return on the recovery of the Comipany’s
investment in the abandoned Seabrook Unit 2. These losses
were recorde’ by restating the financial results of prior
periads when the write-oifs would have been recorded if
SFAS No go had been in effect in those periods. In March
and June 108, the Company recorded additional write-offs
of $16.1 million and $17.5 million, resnectively, net of
related income tax effects. to recognize disallowances due
successive extensions, to at least January 1, 1990, of the
estimated commercial operation date of Seabrook Unit 1.
An additional write-off of $121.2 million, net of relaced
income tax effects, was recorded in August 1980 to reflect
the write-down Jf the Seabrook Unit 1 investment from the
statutory “cap” to the allowed recoverable amount of $440
million, as provided in the Seabrook Settlement Agreement,
and to recognize the disallowance of a return on the Com-
panv’s additional $ 11 million of costs associated with Sea-
brook Unit 2 for which recovery has not yet been approved.
See Note (C) Rate-Related Regulatory Proceedings. The fol-
lowing table illustrates the effect on net income of the SFAS
No. go write-offs and accretion transactions through
December 31, 1080:

Accounting for Fhase-in Pigns

In order to ease the itinpact on rates that may result
from the addition to rate base of the cost of major new
facilities, such additions may be added to rate base by regu-
latory authorities gradually via a phase-in plan. SFAS No.
92, “Regulated Enterprises - - Accounting for Phase-in
Plans”, establishes criteria for a phase-in plan and requires,
among other things, that ~osts deferred for future recovery
under a phase-in plan can be capt.alized for financial report-
ing purposes only if the rate regulators allow recovery of
these deferred costs within a ten-year period of time, and
that the percentage increase in rates scheduled under tie
plan can be no greater than the percentage increase in rates
scheduled under the plan for each preceding year. The Janu-
ary 24. 1990 decision of the DPUC implementing the Sea-
brook Settiement Agreement includes a phase-in plan for
recovery of the Company's investment in Seabrook Unit 1
that complies with SFAS No. 2.

(C) Rate-Related Regulatory Proceedings

On October 1, 1086. the DPUC issued a notice that it
woukd conduct a general review of financial and operational
results of the State’s major public service companies, includ-
ing UL Ul projected a return on equity, as calculated for
rate-making purposes, of over 18% for the year 1987 and
offerea weveral alternative ways of reducing its eamings to
or below the allowed level of 16.4% without reducing rates
and revenues. The DPUC, recognizing UT's cash-flow needs,
accepted the concept of non-rate actions to reduce the
equity return, and (nitiated a proceeding to examine the
approp-iateness of non-cash adjustment actions such as
accelerated depreciation of facilities and shorter amortiza-
tion periods for premium costs associated with redemption
of high-cost securities as a means of lowering UL's projected
equity return.

As a result of this proceeding, on April 4, 1087, the
DPUC approved a stipulated earnings agreement among
the Company, the DPUC’s Prosecutorial Division, the Divi-
sion of Consumer Counsel and the Connecticut Attorney
General. Under the terts of this agreement, the Company

Years Ended December 11, 1080 190841088 Toral
(Teousands of dollars)
Disallowed Costs:
Milistone Unit 3 $ — $ (17472) $ (17472)
Seabrook Unit 1 (212850} (265.400) (476.208)
Disallowed Return on Seabrook Unit 2 404 (34.051) (38.605)
Total disalfowances (217.503) (316,932) (534433)
Related Income Taxes 62,705 99,213 161,018
Net disallowances (_u_q7gs (212.719) (372.517)
Accretion of Disallowed Return on Seabrook Unit 2 %129 20,549 140678
Related Income Taxes {1478) (8,546) (10024)
Net accretion 3,681 12,003 14,654

Effect of application of SFAS No. go — net
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was required to continue its cash conservation practices
while reducing its non-cash earings for 1987 by approxi-
matety $16 million through varous accounting procedures.
Such procedures included the recording of additional depre-
ciation on its ownership interest in Millstone Unit 3, the use
of lower AFUDC rates and the write-off against income of
issue expenses, including debt discount, associated wich cer-
tain 1987 long-term debt issuances. The intent of the agree-
ment was to lower the Company's rate of return on
common stock equity for 1987 to a level comparable with
the average of the electric utility industry, withou affecting
the level of the Company's cash flow. A condition of the
ag cement was that if these measures proved to be insuffi-
clent to achieve the rate of return prascribed in the stipu-
lated agreement, further adjustments of this naiure would
be required. Accordingly. o October 29, 1987, the DPUC
issued an order requiring the Company to show cause why
1t should not be ordered to decrease non-cash earnings by
an additional $5.6 million, by recor-ing additional deprecia-
tion of $4.7 million and by writing off against income debt
issue expenses of $900,000 associated with the $43.5 million
borrowing fror.: the New Hampshire Industrial Develop-
ment Authority in November. The Company did not con-
test this show cause order and in the fourth quarter of 1987
recorded these eamings reductions that were prescribed in a
second stipulated eamings agreement among the parties to
the earlier agreement.

On February 22, 1980, the DPUC issued a decision in
4 proceeding that it commenced on October 11, 1088 to
investigate the operational and financial status of the Com-
pany. The decision ordered the _ompany to reduce its 1980
return on equity for rate-making purposes to 16.4%, the
level authorized in its last rate case in 1984. Accordingly, in
1980, the Company wrote off a total of $14.8 million, con-
sis:ing of bond repurchase premiums amounting to $4.6
million, net of related income taxes, and $10.2 million of
additional depreciation charges related to Millstone Unit 3.
In its decision, the DPUC stared that it continues to be
sensitive to the need to maintain the Company s financial
integrity and therefore had approved eamings reduction
measures that did not affect revenues or current cash flows.

On August 23, 1089, the DPUC approved the July 6,
1980 Seabrook Settiement Agreement among the Company
and! the “Connecticut Public Parties” (consisting of the
Connecticut Office of Consumer Counsel, the Connecticut
Artorney General and the Prosecutoria! Division of the
DPUC) on the rate treatment of the Company's 17.5%
ownership in the Seabrook nuclear plant. This agreement
termination of the DPUC's prudence audit of the planning
and construction of Seabrook Units 1 and 2, the Company's
then perxing application to increase its rates by approx
mately 9.3% in 1900 by phasing-in $832 million of its
investment in Seabrook Unit 1 over four years, the
Connecticut statutory issues relative to an appropriate
phase-in period for Seabrook Unit 1, the Company's having
excess generating capacity, and the exclusion from rates of
revenues equal to Seabrook Unit | CWIP revenues collected
by the Company since 1983, This agreement also resolved
DPUC accounting and tax issues with respect o Seabrook
Unit 1 and terminated several DPUC directives in other

proceedings and all of the lawsuits pending in the Connecti-
cut Superior Court among the parties and the DPUC It
stipulated that the Company would receive base rate
increases to customers ttalling between 6% and 11% over
the three-year period 1900 through 1992, with the DPUC
subsequently determining the actual rate increase for each
year, taking into account the appropriate level of financial
health for the Company and the effect of the increases on
the Company's customen and shareholders. Under the
agreement, the amount of the Company's Seabrook Unit |
investment that can be recovered through customer rates
will be limited to $640 million, phased-in to rate base over a
five-year pericd beginning in 1990 The agreement was
based on the assumption the® Seabrook Unit 1 will attain
commercial operation by the end of 1990. If this assumption
proves incorrect, the Seabrook Serdement Agreement will
be reopened are! the appropriate ratemaking and invest-
ment recovery trectment for Seabrook Units 1 and 2 for
subsequent vears will be determined after further negotia-
tions among the parties and determinations by the DPUC.
However, during renegotiations, the agreement may be
extenxded up to one year by the DPUC. In any case, revenues
to which Ul has become entitled prior to December 31,
1990 will not be refundable. The agreement further provides
that the Company’s rate-making rate of return on Common
Stock equity (ROE) during the three years 1000-1992 will be
limited to a ceiling of 13.0%, with a fluor of g%. If the
actual ROE exceeds 13.9%, the amount of eamings in
excess of the ceilir,,, will be applied against deferred reve-
nues related to the Seabrook 1 phase-in. The Company may
request additional rate relief if the ROE falis below ¢%.

On September 1, 198¢, the Company filed a rate
application in accordance with the agreement, requesting
base rate increases of 5%, 1% and 3%, effective for the years
1990, 1091 and 1992, respectively. The DPUC commenced
hearings on the rate proposal on November 20, 1980 and,
in a decision dated January 24, 1990, granted base rate
increases of 3.72%, 2.60% and 2.51% for the three vears.
These increases are designed to raise revenues by $22.:
million in 1900, $16.0 million in 1901 and $16.7 million in
1992. While the rate increases granted were based on a
12.9% ROE, the Company is authorized to eam up to a
13.9% ROE in accordance with the settiement agreement.
The decision also provides, among other things, for phasing-
in the Company's recoverable Seabrook investment into
rate base over a 5-year period commencing January 1, 1990,
for recovery of deferred phase-in costs during the subse-
quent 5-year period consistent with SFAS No. g2 criteria,
for rate design changes designed to encourage energy con-
servation, and for a sales adjustment clause designed to
compensate for deviations from forecast sales levels, within
prescribed limits and subject to DPUC approval. The deci-
sion permits the Company to recain the benefits of whole-
sale power sales above prescribed levels, and allows the
Company to capitalize conservation projects. These capital-
zed conservation investments will be allowed to eamn a pre-
mium return of up o 3% over the Company’s weighted cost
of capital.

In recent years, the Company's eamings have
included a large amount of AFUDC. As a result of the
January 24, 1950 rate decision and beginning January 1,
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1990, the Company’s Seabrook Unit 1 -related AFUDC will
decline to a level reflecting a deferred return on the portion
of the recoverable Seabrook Unit ) investment that is
excluded from rate base due to the phase-in plan. Concur-
rently. the Company’s earnings will begin to refiect the
recovery of the investment in Seabrook Unit 1 through
increased charges to customers resulting from the base rate
increases aliowed by the DPUC.

(D) Income Tanee
Income tax expense consists of
1080 1988 1087
=

Operating expenses:
Curren $a88 Suany Sibgw
Deferred:

Income tax attributable

to the allowance for

borrowed funds 19604 19082 23,190

tax 4535 6913 (106%)
depreciation 5025 5308 8.171

Pension costs 4a1)  (665)  (636)
Investment tax <redits

~ amortization (o) (1029)  (1,091)
Premium on BEC bond

redemption (7402)  (3306) 17532
Cancelied nuclear

projects @r0s)  (63%0)  (3.795)
Gain on sale ot utility

plant (50) - 20
Other — net (2493) 199 (1557)

Total deferred a8 23 2,007

Total operating

income tax

expense 3008 445 S0hR
Other income and
deductions:
Current (17422)  (1408) (10.521)
Deferred:

Investment tax

credits {(21,729) - —

Other — net {757) 122 6850

Total other income

and deductions (39:908)  (1,286)  (3.862)
SFAS No. go write-offs:
Plant abandonment 1 400 1,838 2047
Corstruction overheads  (1.013) (&47)  (1,009)
Investment tax credits (75%4)  (1800)  (4383)
Plant disallowances [s4080)  (13653)  (30463)

Total SFAS No. go

write-offs (61.227) (13.262) (33.778)

Total income tax

expense $(63.172) M $-2.|a
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Plant disallowances $12308) § 60565 § 5747

adjustments 33039 57443 64655
Plant abandonment 4903 5615 7453
Deterred! fossi) fuel costs 4520 4312 4.202
Pension costs 4000 3619 4064
Gain on sale of utility

plant 1637 Ly L1y
Other L5375 g0 3697
Accumulated deferred

income tax lizbilines at

December 31

SFAS No. g6

adjustments $395086 $441.004 $385.18°
Accelerated

depreciation 31,051 26,081 21,886
Cancelled Seabrook

Unit 2 W74 25537 L
Unamortized bond

redemption costs 15427 23240 26,546

Construction overheads 10417 12424 11402

tax carryforward = __(3757) _(10670)
Nvg.gm sim;w w
Aqumulmdddumi

investment tax credits  $ 21773 § sl m

As a result of the adoption of SFAS No. 06 and the
restatement of the financial results of prior periads to reflect
such adoption, the Company has adjusted its deferred tax
asset and liability balances as indicated in the table above.
In accordance with SFAS No. 96, the Company has also
recorded Unfunded Deferred Income Tax regulatory assets
and liabilities as shown in the Consolidated Balance Sheet.

The amounts reported for federal income tax expense
for the years 1989, 1088 and 1987 differed from the amounts
computed by applying the federal income tax statutory rates
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o book income before federal income taxes. The reasons for
such differences are as follows: e 1ot ﬁ

$aas0) $863 8 Bayo

Net income
Total income tax expense 63.172) 20497 1309
(12,284) 3803

Less state income tax
expense

Pederal income tax
expense

Book income before
federal income taxes
bederal income tax
statutory rates
bederal income tax at
statutory rate
Effect on taxes of
Deferred investment tax
credits recorded as
income per Seabrook
Settlement Agreement
Allowance for equity
funds used during
construction capital-
wzed for book pur-
poses, not taxable
maeony
Amortization of
deferred investment
tax credits
Equity in eamings of
subsidiary companies
for book purposes,
not taxable income
Tax depreciation less
than book deprecia-
tion applicable to
pre-1981 property
additions 516 &4 508
Amortization of allow-
ance for funds used
during construction
applicable to can-
celled nuclear
projects
pation of
SFAS No. go:
Book/tax hasis
differentials
Investment tax
credits
Additional book depre-
ciation applicable to
Milistone Unit 3
Other items — net
Federal income tax
expense
Effective fed
tax rates

9325

(50.888) 20,172 @30

(124,238) 98811
— M %

33506

18,030

(42.240) 7:216

(21,729) - -

(1349)  (16526) (21073)

(1029)  (1.020) (1,001)

(s60)  (750)

1070 1,259

3334 6318 23552

(7.504)  (1.800)  (4353)

3447 — 4995
A% k) _ »

$(50.888) Szo.lzx Sz.iqu

40.9% ﬁ% 2.1%

The Tax Reform Act of 1986 provides for a more
comprehensive corporate altemative minimum tax (AMT)
for vears beginning after 1986. To the extent that the AMT
exceeds the federal income tax computed at statutory rates,
the excess must be paid in addition to the regular tax liabil-
ity. For tax purposes, the excess paid in any year can be
carried forward indefinitely and offset against any future
year's regular tax labiliry in excess of that year’s tentative
AMT. In 1987, the Conrpany paid additional taxes of
$10,670 due to the AMT, which amourit was carried for-
ward for tax purposes and deferred on the Consolidated
Statement of Income for book purposes. Since the Compa-
ny's regular tax liability exceeded its tentative AMT Liability
by $6,913 in 1088, the Company's tax payments for that year
wern. reduced accordingly and the AMT carryforward at
December 31, 1088 was reduced to $3,757. During 1080, the
Company'’s regular tax liability exceeded its tentative AMT
liability by an amount greater than $3,757. As a result,
there is no AMT being carried forward at December §1,
1089

(E) Short-Term Credit Amangements

On April 15, 1080, the Company reduced, from $160
million to $100 million, the borrowing limit of the revolving
credit agreement that the Company has had with a group of
banks since September 1084 This agreement was replaced
by a new $100 million revolving credit agreement on
December 21, 1980. The new agreement. which currenty
extends to October 30, 100, affords the banks an opportu-
nity to decline to lend funds if any one of several conditions
is not satisfied at the date of a requested borrowing. These
conditions include, among others, the absence of a determi-
nation by the banks that the Public Service Company of
New Hampshire (PSNH) bankruptey proceedings have
increased the risk that the Company will not be able to
perform its obligations under the agreement. As of Decem-
ber 31, 1080, $25 million of borrowings were outstanding
under this agreement.

In Seprember 1988, the Company entered into a
revolving credit agreement with the same financial institu-
tion with which its has a sale and leaseback arrangement for
nuclear fuel and a fossil fuel reserve and supply agreement.
See Note (J), “Fuel Financing Obligations and Other Lease
Obligations”. This revolving credit agreement enables the
Company to borrow up to a total $45 million, until August
31, 1990, for general corporate purposes and within an
aggregate $165 million limit for all outstanding financing
obligations md\vﬁnlndilinmnon.mwhmk
s subject to being decreased to $135 mill on on March 16,
1900 unless Seabrook Unit 1 has, by that date, received a
full-power operating license and made satisfactory progress
institution may decline to lend funds under the revolving
credit agreement if any one of several conditions is not satis-
fied at the time of a requested borrowing. As of December
31, 1980, $20 million of borrowings were outstanding under

this agreement.
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Information with respect to short-term borrowings is
as foliows:

1980 1988 1987

Maximum aggregate

27,848
10.5% - 7.5%
Principal amounts out-
standing at vear-end
Annualized interest rate
on principal amounts
outstanding at year-end

* Average short-term borrowings represent the sum of
daily borrowings outstanding, weighted for the number of
days ourstanding and divided by t¢ number of days in the
period. The weighted average interest rate is determined by
dividing interest expense by the amount of average borrory-
ings. Cornmitment fees of $700, $830 and $800 paid during
1080, 19088 and! 1087, respectively, are excluded from the
calculation of the weighted average interest rate.

(¥ Supplomentary information

The amount of maintenance, advertising costs, and
the provisions for depreciation anxi amortization, other than
set forth in the Consolidared Statement of Income, are not

$45.000 - -

104% — -

significant, and there are no royalties.
Taxes, other than income taxes charged to costs and
expenses, are set forth below:
1080 1088 1087
Stare gross earmings $24.508  $23050 $22000
Local real estate and
personal property 15700 20226 16,199
Other. principalty payroll 4830 613 40
ﬁé‘& M 1222
Charged to
Tax expense $44800 845643  Syoulg
Other accounts M4 4680 3031

(G) Pension Plan and Retirement Benefits

The Company's pension plan, which is based on final
average pay. covers substantially all of its employees and its
entire cost is borme by the Company. Net pension costs for
1987, 1088 and 1080 were $1,255, $1.443 and $1.802.

For funding purposes, the Company uses the Entry
Age Normal Cost methodology. Due to the experience of
the plan and the fund in recent years, no funding contribu-
tion has been required since 1985,
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The plan's irmevocable trust fund consists principally
of equity and fixed-income securities ond real estate invest-

ments in approximately the following percentages:
Percentage of
Asse! Category Yota/ Fund
Equity Securities 60
Fixed-income Securities 3
Real Estate 10
The components of net pension costs were as follows: |
1080 lﬁ |
Service cost of benefits eamed |
during the period $354 82795 |
Interest cost on projected ‘
benefit obugation 9452 8647
Actual return on plan assets (8445)  (19:548) ‘
Net amortization and deferral 7311 9,340 )
N pning e it 88 1
Assumptions used to determine
pension costs were:
Discount rate 7.75% 8.25%
Average wage increase 6.00% 6.00%
Expected long-term rate of
plan assets 8.00% 8.00%
The funcied status and amounts
recognized in the balance sheet
at December 11 were as follows:
Actuarial present value of
Mdﬂm 3
Vested benefit obligation $833725  $0u702
Accumulated benefit
obligation Sasdxs $78.455
K hation of A i Port
Liabitity:
Projected benefit obligation $137432  $123.540
Less: Plan assets (fair value) 142053 128,540
than plan ass ts (5.221) (5.000)
Unrecognized prior service cost (4042) (61)
Unrecognized! gaiin (loss) from
past experience 1,040 (6357
Unrecognized nit asset (obliga-
tion) at date of initial
application 17,399 18,612
Accrued pension liability
at December 11 $ o086 $ 7104
va avmRTe eamassm=

In addition v providing pension benefits, the Com-
pany provides certain health care and life insurance benefits
for retired employees. Substantially all of the Company's
employees become eligible for these benefits when they
reach retirement age while working for the Company. These
and similar benefits for active employees are provided
through insurance companies and Health Maintenance
Organizations whose premiums and membership fees are




e

hased on the benefits provided and the claims experienced
during the immediately preceding rating year. The Com-
pany recognizes the cost of providing these benefits to
retired and active employees 0n a pay-as-you-go basts by
expensing the annual insurance premiums, which were
$5.282, $5.117 and 56,48 for the years 10%, 1988 and
108, respectively. At Decer ber 31, 108, the Company war
providing these benefits for 1,623 active employees and
approximately 548 retirees or their beneficiaries. The cost
of providing these benefits tor retirees i not now readily
separable from the cost of providing benefits for active

The FASB is currently deliberating proposed changes
in the accounting for post-retirement benefits other than
pensions. If these proposed changes are approved, com-
mencing in 1992, the Company would be required to accrue
such post-retirement benefits over a period starting with
an employee's employment date until the date that the
employee becomes eligible for retirement. At this time, the
Company is unable to predict the cutcome of these deliber-
ations, but it is expected that the Company would be
requuned to recognize substantial additional annual expense
if the proposals were to be accepted.

(H) Jointly Owned Plant

The Company's 93.7% ownership share of the New
Haven Harbor Station generating unit represented $120
million of utility plant in service and $45 million of accumu-
lated provision for depreciation at December 11, 19089. The
Company s 3.685% ownership share of the Milistone Unit 3
nuclear generating unit represented $133 million in plant in
service and $36 miltion in accumulated provision for depre-
clation at December 1!, 1989, The accumulated provision
for depreciation for Millstone Unit 3 includes one-time
increases of $12.¢ million and $10.2 million recorded in
1987 and 1080, respectively, as provided in DPUC-approved
stipulated earnings agreements in 1087 and 2 1989 DPUC
order. The Company s share of the operating costs is
inudied in the appropriate expense captions in the
Consolidated Statement of Income.

The Company also has a 17.5% ownership share in
Seabrook Unit 1, a nuclear generating unit not yet in serv-
ice. See Note (K), “Commitments and Contingencies”.

(1) Unamortized Cancelled Nuciear Project

Since the Company has not been allowed a retum
on the Seabrook Unit 2 investment that it is recovering
through rates, it recorded, in the first quarter of 1088, a
non-cash write-off of approximately $10 million, net of
related income tax effects, by restating the fiinancial results
for the years 1084 through 1087,

In August 1986, the Company recorded an additional
non-cash write-off of approximately $2.6 million, net of
related income tax effects,  recognize the probable disal-
lowance of an allowed return on additional costs associared
with Seabrook Unit ¢ for wh ch recovery has not yet been
approved. See Note (B) “Accounting for Abandonments
and Disallowances of Plant Costs and Phase-In Plans”.

() Fuel Financing Obligations and Other Lease Obiigatins

The Company has a fuel reserve and supoly agre.
ment with a firancial institution providing for the financing
of up to $165 million in fossil fuel purchases, less the
amount of the Company s outstanding obligations to the
same financial institution for other corporate purpcoes. The
dollar kimit in the agreement, which was extended to
December 11, 1990 in December of 1989, is subject to a
reduction to $135 million on March 16, 1990 unless certain
conditions are met. See Note (E), “Short-Term Uredit
Arrangements.” At December 31, 198, approximately $18
million of oil and $10 million of coal were being financed
under this agreement.

The Company also has sale and leaseback arrange-
ments with the same financial institution providing for
nuclear fuel financing up to $70 million for Seabrook Unit 1
and up to $10 million for Millstone Unit 3. Under these
arrangements, the Company is paying rent for the Millstone
Unit 3 fuel based on the direct costs to the iessor of the fuel,
plus the lessor's financing costs. At December 31, 1980,
approximately §74 million of nuclear fuel was being
financed under this

In addition to the nuciear fuel leases described aboze,
the Company has entered in‘o other leases (some of which
are capital leases), including arrangements for the use of
data processing and office equipment, vehicles, office space
and oil tanks. The gross amount ¢ assets recorded under
capital leases and the relared obligations of those leases as of
December 31, 1080 are recorded on the balance sheet,

Future minimum lease payments under capital leases

are estimated to be as follows:

Next five years:
1990 $ o687
1991 405
1902 5510
1993 5416
1994 5085

After 1004 73073

Total minimum capital lease payments 102,686
Less: Amount representing interest __66441

bresent value of minimum capital lease payments 35,843
Present value of future nuclear fuel lease payments 74:003
Total lease obligations M

Capitalization of leases has no impact on income
since the sum of the amortization of a leased asset and the
interest on the lease obligation equals the renital expense
allowed for rate-making purposes.

Rental payments charged (o operating expenses in
1087, 1988 and 1980 amounted to $10,838, $12.821 and
$13,780, respectively.

Operating leases, which account for the largest part

of rental and lease payments charged to operaring expense,
consist of # large number of small, relatively short-term,
renewable agreements for a wide variety of equipment.
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(K, Commkments and Contingencies

‘The Company has entered into substantial commit-
MENTs in connection with its continuing construction pro-
gram, which is presently estimated at approximately $350
million, including AFUDC and excluding nuclear fued costs,
for 1990 through 199 While this program was dominated
by costs related 1) the construction of Seabrook Unit 1 prior
1990, the above estimate includes only costs related o
new construction commencing after January 1, 1990 for this
unit Since the Seabrook Settlement Agreement and the
January 24, 1900 rate decision of the DPUC described at
Note (C), “Rate-Related Regulatory Proceedings”, provides
for phasing-in the Company’s $640 million investment in
the unit and recov of all on-going costs, the Company's
primary concem is ‘he achievement of commercial opera-
tion status. Although Seabrook Unit 1 has successfully com-
pleted low-power testing, its full-power operation is the
subject of continuing Nuclear Regulatory Commission
(NRC) proceedings and commercial operation can not be
predicted. However. due primarily to delays in resolving
emerpency response plan issues, the unit is not likely to
achieve commercial operation before the second quarter of
1990. See “Licensing Procesdings”.
Seatrook Unit 1

The economic viability of Seabrok Unit 1 was seri-
ously jeopardized in the Spring of 1984 by substantial
increases in cost estimates and by the attendant financia!
probiems u Public Service Company of New Hampshire
(PSNH), which holas the largest ownership share (35.6%)
in the Suabrook project. Since that time substantial progress
has been made, due in part to the greater participation of
other joint owners, including the Company. Construction of
the unit has been completed, lengthy and costly proceedings
i resolve controversies over livensing requirements and
intesven‘ioms nd appeals by opponents of nuckear power
have been successiully concluded, and low-power testing
has been performed. While the risk of cancedlation of the
unit has been reduced by this record of progress, both the
occurrence and tming of commercial operation of the unit
mnunmmhdepudanmwmtdm\im
steps that are largely beyond the Company’s control. The
most difficult step is obtaining NRC approval! of an off-site
emergency response and evacuation plan for six communi-
ties in Massachusetts, which i« being challenged by inter-
venors, including Massachusetts public officials. NRC
licensing proceedings in this marter are in progress and are
expected to conclude during the first quarter of 1900. See
“Financing Concems™ and “Licensing Proceedings”. How-
ever, there is no assurance that Seabrook Unit 1 will be
placed in service; and if the unit were cancelied or aban-
doned. UT's financial viability and business operations coukd
be jeopardized. See “Financial Consequences if Seabrook
Unit 1 were Cancelled”.
Financing Concer-

PSNH experienced increasing financial stress begin-
ning in Mav 1087, On January 26, 1088, the Supreme Court
of New Hampshire upheld the constitutionality of a New
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Hampshire statute that prohibits the inclusion of construc-
tion work in progress (CWIP) in a utility s rate base, thereby
efiectively precluding PSNH from obtaining a 15% emer-
gency rate increase, which PSNH had stated was integral to
@ haancial restructuring plan it had proposed in an effort w
avond proceedings under the Bankruptey Code.

On January 28, 1988, PSNH commenced a proceed-
ing under Chapter 11 of the Bankruptcy Code Under this
statute, PSNH is continuing its operations while seeking a
financial reorganization. Several competing reotganization
plans for PSNH have been filed wich the bankruptey court,
including plans submitted by Ul, PSNH and Northeast Usil-
ities (NU). As revised through November 20, 1989, the Ul
plan provided for the payment of all of PSNH's debts and
for merger transactions in which Ul and PSNH would
becorme wholly-owned subsidiaries of a public utility hold-
ing company owned by the existing creditors and sharehold-
ers of PSNH and Ul's shareholders. Sufficient cash for the
implementation of this plan would be obtained through a
$1.6 billion sale-and-leaseback financing of PSNH's owner-
ship interest in Seabrook Unit 1, and PSNH wouk! also
issue approximately $700 million of new stock and new debt
securities to existing creditors and shareholders of PSNH in
exchange for their existing claims and equity interests. As
revised through November 2¢ 1989, the plan proposed by
PSNH would involve an internally-recapitalized PSNH,
which would retain all of its existing assets and distribute to
existing creditors and shareholders of PSNH cash, new
PSNH stock and new PSNH debt securities in exchange for
their existing claims and equity interests. NU and the off-
cial committees of unsecured creditors and equity security
holders in the bankru ey proceeding have jointly proposed
a plan pursuant to which PSNH would become a subsidiary
of NU, PSNH’ interest in the Seabrook plant would be
transferred to a new subsidiary of NU, and the Saabrook
subsiciary woukd contract to sell Seabrook power to PSNH.
Under this plan, existing creditors and shareholders of
PSNH would recefve cash, new PSNH stock, new PSNH
contingen: debt securities and warrants to purchase NU
stock. On November 20, 108, Ul announced that it
expected to withdraw its reorganization plan for PSNH
when the NU reorganization plan was property documented
and supported by an agreement with the State of New
Hampshir: relative to future electric rates for PSNH. There-
after, NU filed with the bankruptcy court a revised joint
plan of reorganization and an agreement with the State of
New Hampshire relative to future electric rates for PSNH.
Although the NU reorganization plan for PSNH, by reason
of its joint sporsorship with the two official committees in
the bankruptcy proceeding, is expected to be confirmed by
the bankruptey court, Ul is unable to predict that the N
plan will be the plan confirmed. In the confirmation and
tmplementation process, a plan is subject to obtaining
approvals from affected shareholders, creditors and regula
tory agencies, as well as the bankruptey court, Ul continues
(o expect that it will withdraw its reorganization plan for
PSNH when NU's plan has been approved.
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On June 1, 1988, Massachusetts Municipal Whole-
sale Electric Company (MMWEC), which holds an 11.59%
ownership share of the Seabrook project, adopted a plan of
action to withdraw from the project, including cessation of
pavment of its share, approximately $: million, of total
monthly project costs. Subsequent to that date, the shortfall
in monthly payments was met by @ combination of
MMWEC' prepayme,ts, payments by NU in return for
whaolesale power sales to other participants in the project,
including the Company, and withdrawals from project cash
balances and advances by other participants in anticipation
of the implementation of a November 4. 1988 agreement
between PSNH and MMWEC under which MMWEC con-
tinues to participate in the project. The agreement includes
a provision pursuant to which PSNH advanced funds to
reimburse the project cash balance withdrawals and
advances by other participants, and has paid and will pay
MMWEC's share of monthly project costs until commercial
operation or cancellation of Seabrook Unit 1, in an aggre-
gate amount not exceeding $30 million. This agreement
received bankruptcy court approval, and it became effective
on August 1, 198. The financing arrangements for the
agreement required that the present and former Seabrook
participants exchange mutual releases of claims arising out
of the construction of the project.

A Vermont participant in the Seabrook project,
Vermont Electric Generation and Transmission Coopera-
tive, Inc. (Vi Coop), which holds a 0.4% ownership share.
has failed to make construction funding payments due since
January 1986, However, the deficiency in project construc-
tion funding on account of Vt Coop's delinquencies has
been and is being made up by advance pavments by the
Company and some of thie other participants or their affili-
ates. The Company’s share of advance payments on account
of these delinquencie: amounted to approximately $905,000
at December 31, 1980,

On December 21, 1088, the NRC decided all of the
fnancial qualification issues that had been admitted for
consideration in connection with low-power testing of Sea-
brook Unit 1, including the bankruptey of PSNH, the effect
of New Hampshire's anti-CWIP statute, and the cessation
of, or amears in, project pavments by MMWEC and Vt
Coop. The NRC concluded that no significant low-power
testing safety problem was presented by these financial
qualification concerns. After several minor on-site emer-
gency planning issues were resolvad and the joint owners
had provided for a sum of $72.1 milifon to be available for
decommissioning Seabrook Unit 1 in the event that low-
power testing was conducted but commercial operation
never achieved, low power testing was conducted in May
and June of 1080. Or. October 19, 1080, the NRC denied a
petition by intervenors in the pending full-power licensing
proceeding for Seabrook Unit 1 to consider the financial
qualification of PSNH to operate the unit safely. However,
a court challenge to this decision of the NRC is pending.

Although it now appears likely that PSNH will be
successfully reorganized unde- the Bankruptcy Code and
that its bankruptey proceedings will not marterially adversely

affect the NRC's tull-power operating licensing proceeding
for Seabrook Unit 1, the outcome of bankruptcy proceed-
ings is unpredictable and the Company is unable to predict
what impact, if any, that these proceedings will have on the
NRC licensing proceeding or on the Company's inancial
condition.

Nucl~ar generating units are subject to the licensing
requirements of the NRC under the Atomic Energy Act of
1954, as amer .ex, and a variety of other state and federal
roquiremen .. It Fas been the cxperience of the electric util-
ity indust; that the construction and initial operation of
these urts are subject to increasingly stringent licensing
requirc ments that, with other factors, have tended to
increase the costs of and delay completion dates for the
units, in some instances precipitating cancellations of proj-
ects after the expenditure of large amounts of money.

The licensing of Seabrook Unit 1 has been plagued by
lengthy dalavs and has been repeatedly opposed by a num-
ber of intervening groups who have participated aciively in
administrative proceedings, filed numeraus lawsuits and
demonstrated at the construction site. On October 17, 1086,
the NRC issued a full go-year operating licens» for Seabrook
Unit 1, permitting fuel loading. However, this h-ense is sub-
ject to several conditions that must be satisfied to permit an
orderly progression from fuel loading, which was completed
on October 29, 1986, through low-power testing, which was
conducted during May and' june of 198¢, and finally to fuil-
power operation.
fied to date and must be resolved prior to commercial oper-
ation refate to the development of satisfactory off-site
emergency response and evacuation plans for the ten-mile
emergency response and evacuanion planning zone sur-
rounding the plant. In this regard, the State of New Hamp-
shire prepared and filed a plan for the seventeen New
in 1085, The Atomic Safety and Licensing Board (ASLB) of
the NRC held public hearings on the plan from October
1987 to June 1988, and the ASLB approved the plan on
December 30, 1088, as described betow, although an appeal
is pending before the NRC and additional appeals to the
courts are anticipated. However, the state government of
Massachussets, which is responsible for the development of
such a plan for Massachusetts, has not filed a plan for the
six Massachusetts communities within the ten-mile plan-
ning zone and, in a statement issued September 20, 1086,
Governor Michael Dukakis stated that he does not intend
to do so because he does not believe it is possible to develop
a plan that wouki adequately protect public health and
safery if an accident were to occur.

Om October 29 1987, the NRC unanimously adopted
a licensing rule change thar allows full-power operation of a
nuclear plant to begin where there is a lack of participation
in the development and implementation of emergency
response and evacuation planning by state or local govern-
ments. This rule change requires the plant's owners to dem-
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onstrate to the NRC's satisfaction that (1) the planning
aeficiency is wholly or substantially the result of the non-
participation of state and or kcal governments, (2) plans
prepared by the owners provide reasonable assurance that
public health and safety are not endangered by operation of
the plant, and (3) the owners have made a sustained, good
faith effort to secure and retain the participation of the
pertinent state and or kocal governmental authorities,
including the furnishing to them of copies of the plans. The
Commonwealth of Massachusetts, the State of New York
and several private parties have challenged this rule change
in court proceedings: and, although a federal appeals court
in Boston has uphekd the rule change and the Seabrook
owners have attempted to demonstrate that the utility-
sponsored emergency response plan that they have filed for
Massachusetts satifies the requirements of the revised rule,
there can be no assurance that the NRC's rule change will
survive additional legal challenges or that the owners’ plan
will satisfy its requirements.

On April 8, 1987, the New Hampshire Yankee Divi-
sion of PSNH (NHY) filed an emergency response and evac-
uation plan for the six Massachusetts communities within
the ten-mile planning zone. On June 11, 1987, the NRC
determined that this plan was inadequate; and on Septem-
ber 21, 1987, NHY filed a new utility-sponsored plan for the
Massachusetts communities. On October 20, 1087. the staff
of the NRC concluded that the new plan is a “bona fide
utility plan” that compensates for the absence of participa-
tion by the governmental entities in Massachusetts. In a
November 25, 1987 decision, the NRC agreed with this
analysis of its staff.

On June 28 and 29, 1988, a full-scale, graded emer-
gency preparedness exercise was conducted at Seabrook for
both the Massachusetts and New Hampshire emergency
response and evacuation plans. Preliminary reviews by the
Federal Emergency Management Agency (FEMA) and
NRC officials indicated that all participating o zanizations
had demonstrated that they could adequately protect the
public heaith and safety. On July 6, 1988, the NRC issuex! an
inspection report on the exercise that corirmexd its prelimi-
nary conclusions. A final report from FEMA on September
6, 198 stated that it found no deficiencies in the plans.

O November 18, 1988, the President of the United
States issued an Executive Order covering FEMA'S assis-
tance in emergency preparedness planning at comimerciai
nuclear power plants. This order enables the federal govern-
ment tu participate in such planning and to delegate federal
authority to a utility or ow:er entity to carry out an emer-
gency response and evacuation plan.

On December 14, 1088, FEMA issued the resules of
1ts integrated review and evaluation of all off-site emergency
response and evacuation plans for Seabrook Station. FEMA
determined that the plan for the State of Maine was adle-
quate to protect public health and safety, and that the New
Hampshire plan would also meet FEMA approval after pro-
posed enhancements to the alert and notification systems
are complete. FEMA further determined that the utiliry-
sponsored plan for the Massachusetts communities would
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also provide for adequace protection of public health and
safety when a vehicular alert and notification system for
that area is operational. On December 30, 1085, the ASLB
issued a Partia Initial Decision on the New Hampshire por-
tion of the Seabrook Statton Emergency Response Plan. in
this decision, the ASLB found reasonable assurance that
adequate protective measures can and will be taken within
the New Hampshire portion of the ten-mile emergency
planning zone in the event of a radiological emergency at
Seabrook, subject to the satisfaction of several specified con-
ever, several intervenors, including the Commonwealth of
Massachusetts, appeaied to the Atomic Safety and Licen-
sing Appeal Board (ASLAB) from the ASLB's decision and,
on November 7, 1080, the ASLAR remanded four issues to
the ASLB for further consideration andl the correction of
deficiencies. On November 16, 1989, the NRC decided that
these issues should be resolved by it, rather than the ASLE,
in conjunction with the proceeding described in the follow-
ing sentences. The ASLB's public hearings on the wtility-
sponsored plan for the Massachusetts communities began
on March 21, 1980 and were completed on Jure 30, 198,
Public hearings on the June 28 and 29, 1088 graded emer-
gency preparedness exercise were conducted concurrendy.
On Novembe- ¢. 1080, the ASLB issued a Partial Initial
Decision in which it found that the June 1980 graded emer-
pency exercise was adequate in scope arsd revealed no fun-
damental flaw in either the New Hampshirm or the
Massachusetts emergency response and evacuation plan,
that the Massachusetts plan is adequate and implementabl,
and that a tull-power license should be issued for Seabrook
Unit 1 Although intervenors commenced appeals t the
ASLAB from this decision of the ASLB, as stated above,
the NRC decided on November 16, 108 that i, rather than
the ASLAB, would consider all appeals from the ASLB's
November 9, 1080 decision. A final decision by the NRC is
expected during the first quarter of 1900: but appeals to the
courts by intervenors, including the Commonwealth of

are anticapated.

Regulatory proceedings with respect to the transfer of
responsibility for management of construction and for oper-
ation of Seabrook Unit 1 to New Hampshire Yankee Electric
Cam.mmdwﬁwhub«namdbythe&
hwkm:wmhﬂumwmmm
before the Masachusetts Department of Public Utilities.
Approval of this transfer by the NRC and the PSNH bank-
ruptey court will also be required. On September 2, 1988,
the bankruptcy court refused to approve the transfer, find-
u&mmmmdmmﬁduumm
approval at that ime. The joint owners will continue to seek
the required regulatory approvals, but the Compny canno
predict when or if the approvals will be obtained. The latest
reorganization plan filed by NU in PSNH's bankrupeey pro-
ceeding (see “Financing Concerns”) proposes the transfer of
respensibility for management and operation of Seabrook
Unit 1 £ a new subsidiary of NU.



onstrate to the NRC's satisfaction that (1) the planning
defciency is wholly or substantially the result of the non-
participation of state and or kocal governments, (2) plans
prepared by the owners provide reasonable assurance that
public health an! safety are not endangered by operation of
the plant, and (1) the owners have made a sustained, good
faith effort to secure and retain the pamicipation of the
pertinent state and or local governmental authorities,
including the fumishing to them of copies of the plans. The
Commonwealth of Massachusetts, the State of New York
and several private parties have chalienged this rule change
in court proceedings. and, although a federal appeals court
in Bosten has upheld the rule change and the Seabrook
owners have attempted to demonstrate that the utility-
sponsored emergency response plan that they have filed for
Massachusetts satifies the requirements of the revised rule.
there can be no assurance that the NRC' rule change will
survive additional legal challenges or that the owners’ plan
will satisfy ity requirements.

On April 8, 1987, the New Hampshire Yankee Divi-
sion of PSNH (NHY) filed an emergency response and evac-
uation plan for the six Massachusetts communities within
the tes,-mile planning zone. On June 11, 1987, the NRC
determined that this plan was inadequate; and on Septem-
ber 21, 1087, WHY filed a new utility-sponsored plan for the
Massachusetts communities. On October 20, 1987, the staff
of the NRC concluded that the new pian is a “bona fide
utiliry plan” that compensates for the absence of participa-
tion by the governmental entities in Massachuserts. In a
Novemnber 25, 1087 decision, the NRC agreed with this
analysis of its staff

On June 28 and 20, 1088, a full-scale, graded emer-
gency preparedness exercise was conducted at Seabrook for
both the Massachusetts and New Hampshire emergency
response and evacuation plans. Preliminary reviews by the
Federal Emergency Managerent Agency (FEMA) and
NRC officials indicated that all participating organizations
had demonstrated that they could adequately protect the
public heaith and satety. On July 6, 1088, the NRC issued an
inspection report on the exercise that confirmed its prelimi-
nary conclusions. A final report from FEMA on September
6, 1088 stated that it found no deficiencies in the plans.

On November 18, 1988, the President of the United
States issued an Executive Urder covering FEMA s assis-
tance in emergency preparedness planning at commercial
nuclear power plants. This order enables the federal govern-
ment to participate in such planning and to delegate federal
authority to a utility or other entity to carry out an emer-
gency response and evacuation plan.

On December 1, 1988, FEMA issued the results of
its integrated review ano evaluation of all off-site emergency
response and evacuation plans for Seabrook Station. FEMA
determined that the plan for the State of Maine was ade-
Quate to protect public health and safety, and that the New
Hampshire plan would also meet FEMA approval after pro-
posed enhancements to the alert and notification systems
are complete. FEMA further determined that the utility-
sponsored plan for the Massachusetts communities would
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also provide for adequate protection of public health and
safety when a vehicular alert and notification system for
that area is operational. On December 10, 1988, the ASLE
issued a Partia’ Initial Decision on the New Hampshire por-
tion of the Seabrook Station Emergency Response Plan. In
this decision, the ASLB found reasonable assurance that
adequate provective measures can and will be taken within
hhmmmdhnﬂem
planning zone in the event of a radiological emergency
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ditions, which have since been satisfactorily resolved. How-
ever. several intervenons. including the Commonwealth of
Massachusetts, appealed to the Atomic Safery and Licen-
sing Appeal Board (ASLAB) from the ASLE's decision and,
on November 7, 1080, the ASLAR remanded four issues 1o
the ASLE for further consideration and the correction of
deficiencies. On November 16, 1080, the NRC decided that
these issues should be resofved by it. rather than the ASLB,
«» conjunction with the proceeding described in the follow-
ing sentences. The ASLB's public hearings on the utility-
sponsored plun for the Massachusetts communities hegan
on March 21, 198g and were completed on June 30, 1080,
Public hearings on the June 28 and 20, 1988 graded emer-
gency preparedness exercise were conducted concurrently.
On November o, 198, the ASLE issued a Partial initial
Decision in which it found that the June 1080 g, aded emer-
gency exercise was adequate in scope and revealed no fun-
damental flaw in either the New Hampshire or the
Massachusetts emergency response and evacuation plan,
that the Massachusetts plan is adequate and impiementable,
and that a full-power license should be issued! for Seabrook
Unit 1 Although intervenors commenced appeals to the
ASLAB from this decision of the ASLB, as stated above,
the NRC decided on November 16, 1080 that it, rather than
the ASLAB, would consider all appeals from the ASLB's
November g, 1980 decision. A final decision by the NRC i
expected during the first quarter of 1000; but appeals to the
courts by intervenors, including the Commonweaith of
Massachusetts, are anticipated.

Regulatory proceedings with nespect to the transfer of
responsibility for management of construction and for oper-
ation of Seabrook Unit 1 to New Hampshire Yankee Electric
Corporation, an entity that has been created by the Sea-
brook jotnt owners for these express purposes, are pending
before the Masachusetts Departrnent of Public Utilities.
Approval of this transfer by the NRC and the PSNH bank-
rupeey court will also be required. On September 2, 1988,
the bankruptcy court refused to approve the transfer, find-
ing that evidence submitted was insufficient tw justify
approval at that time. The joint owners will continue to seek
umwmhmmwmwvm
predict when or if the approvals will be obtained. The latest
mnnmphnﬂdbyNUlnPSN’Hsbulmmwo
ceeding (see “Financing Concems”) proposes the transfer of
responsibility for management and operation of Seabrook
Unit 1 to a new subsidiary of NU.



Financial Consequances If Seadrook Unk 1 wery Cancelied

The outcome of the proceedings described at
“Financing Concerns™ and “Licensing Proceedings” is of
particular significance in assessing the risk that Seabrook
Unit 1 will not be placed in commercial operation despite
the several tavorable developments noted above. The Com-
pany & unable tw predict either the outcome of these pro-
ceedings or the nature or scope of any action that might be
taken by the other Seabrook participants if the outcome is
unfavorable.

1f Seabrook Unit 1 were cancelled, it would have a
material adverse impact on the Company’s firancial condi-
tion and its ability © meet the long-term needs of its cus-
womers, and the Company s financial viabllity and business
operations couid be jeopardized. The provisions of the Sea-
brook Settiement Agreemen’, described at Note (C), "Rate-
Related Regulatory Proceedings,” that cover rate base treat-
ment arx rate increases associated with Seabrook Unit
would require the parties to attemypt to renegotiate this
agreement and. in the event new terms could not be negoti-
ated, would leave the issues for DPUC decision. At Decem-
ber 31, 198, the Company’s investment in Seabrook Unit 1,
after giving effect to SFAS No. go write-offs described at
Note (B). “Accounting for Abandonments and Disallow-
ances of Plant Costs and Phase-in Plans”, amounted tc
$4640 milion, mcluding a non-cash allowance for furals used
during construction (AFUDC) but excluding approximately
§78 million of nuciear fuel. This investment exceeds the nex
book value of the Company s utility plant in service.
Although the Company would seek approval to amortize its
investment over an aporopriate pericd of tme and to
recover the investment through rates, there would be no
assurance as 1o whether or to what extent the DPUC would
grant such recovery. Consequently, although the Company
15 unable 10> predict the outcome of renegotiation of the
Seabrook Settlement Agreement and regulatory proceed-
ings in which these matters would be determined if Sea-
brook Unit 1 were cancelled, adverse decisions in these
proceedings could jeopardize the Company's financial via-
tlement Agreement provides that * 2 Company will be
entitled to retain revenues. including CWIP revenues, to
which it has become entitied prior to December 31, 1990,
whether or not Seabrook Unit 1 is cancelled.

Cancellation of Seabrook Unit 1 would remove all of
the Company's investment in the unit from the cakculation
of the limit on the aggregate amcunt of the Company’s
unsubordinated short-term and long-term borrowings pre-
scribed by the Trust Indeviture under which all of the Com-
pany’s Debentures are issued. The Company's borrowing
limit would be reduced thereby to a level substantially below
its outstanding borrewings, preciuding further unsubord;-
nated borrowings by the Company and obligating it to
reduce its outstanding borrowings to the new lower borrow-
ing limit prior to May 1 of the succeeding year. In such an
event, in order to preserve its financial viability and business
operations, the Company would be compelled to attempt o
sell securities that are junior to the Company's Debentures

and to seek a waiver of the Trust Indenture borrowing limit
from the holders of all outstanding series of its Debentures
issued prior to July 1, 1987. Approval of the holde~s of two-
thirds of the principal amount of all such Debentures wouk!
be required to obtain such a waiver. The Company is unable
to predict whether it would be successful in either of these
endeavors.

Nucies: insurance Contingercies

The Price- Anderson Act, currently extended through
August 1, 2002, limits public liability from a single incident
at a nuclear power plant. The first $ 160 million of this liabil-
ity would be provided by purchasing the maximum amount
of commercially available insurance. Additional liability
would be provided by an assessment of $63 million per
tncident, levied on each of the nuclear units licensed o
operate in the Urited States, subject 1 a maximum assess-
ment of $10 million per incident per nuclear unit in any
wvear. In addition, if the sum of all public liability daims and
legal costs arising from any nuclear incident exceeds the
maximum amount of financial protection, each reactor
operator can be assessed an additional 5% of $63 million or
$3.2 million. The maximum assessment is adjusted at least
every five years to reflect the impact of inflation. Based on
its ownership interest in nuclear units, including Seabrook
Unit 1, the Company estimates its maxdmum Liability would
be $20.3 million per incident. However, assessments would
be limited to $3.1 million per incident, per year

With respect to each of the operating nuclear gener-
ating units in which the Company has an interest, the
Company will be obligated to pay its ownership share of any
stututory assessment resultiog from a nuclear incident at
any nuclear generating unit.

The NRC requires nuclear generating unics to obtain
property insurance coverage in @ minimum amount of
$1.06 billion and to establish a system of prioritized use of
the insurance proceeds in the event of a nuclear incident.
The system requires that the first $1.06 billion of insurance
proceeds be placea in a trust beyond the reach of creditors
of the unit’s owners and used to stabilize the nuclear reactor
to prevent any significant risk t public health and safety
and' then for decontamination and cleanup operations. Only
following completion of these tasks would the beance, if
any. of the segregated insurance proceeds become available
to the unit's owners.

Por each of the nuclear generating units in which the
Company has an ownership interest, the Company is
required to pay its ownership share of the cost of purchasing
such insurance.

Other Commitments and Contingencies

An additional financial problem that will arise if and
when Seabrook Unit 1 achieves commercial operation con-
cens the Company's ability to incur indebtedness under the
earnings coverage provisions of the Trust Indenture under
which the Company has ssued all of its long-term Deben-
tures. The absence of a return on the disallowed portion of
the Company’s Seabrook Unit 1 investment and the
increased depreciation charges against income related to
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Seabrook Unit 1 can be expected o cause the Company’s
earnings for the next several years to fall below the interest
coverage level specified in the Trust Indenture as a prerequi-
site to any increase in short-term or long-term indebredness
(except for $2 millien of short-term borrowings incurred for
operating expense purposes, anc’ axc-pt for borrowings
which are exprassly subordinated to the Company’s Deben-
tures and are limited to an aggregate amount nor exceeding
10% of the Company's debt limit under the Trust Indenture
= 62¢.% of the cost of the Company's properties less
depreciation thereon (the Company's debt limit under the
Trust Indenture was $1.024 billion at December 31, 1089)).

lion during this period. The Company expects to meet these
requirements by a combination of pre-financing. subordi-
nated borrowings and financings that are not subject to the
Trust Indenture's restrictions. However, there is currently no
assurance that this expectation will be met.

The Company has a 9.5% common stock ownership
share in Connecticut Yankee Aromic Power Company
{Connecticut Yankee), which owns and operates a nuciar
electric generating station in Haddam Neck, Connecticut.
Connecticut Yankee has been engaged in a construction
program that is essential to maintain its station as a depend-
able source of low-cost electric power in New England. As a
condition of the debt financing arrangements for this con-
struction program, the lenders from time to time have
required guarantees from the shareowners of Connecticut
Yankee. In this regard, the Company is obligated to fumish
6.5% of Connecticut Yankee's capital requirements within
specified fimits. Currently, the Company's liability for its
share of Connecticut Yankee's long-term debt issues
amounts to approximately $2.2 million. During a scheduled
refueling and matntenance outage that began on September
2, 108¢, Connecticut Yankee management completed an
assessment of fuel damage and presently estimates that the
total cost of fuel repairs, including the cost of eight new fuel
assemblies, will be approximately $& million. During the
outage, Lonnecticut Yankee's thermal shield is being
removed at an estimated cost of $25 million. The Company
may be required to furnish additional guarantees to finance
its portion of ensts incurred during this outage. Connecticut
Yankee's management presently estimates that the Connect-
icut Yankee unit will not be returned to service until April
1990, five months later than the originally scheduled date.

The Company claimed abandonment losses for tax
purposes with respect to Seabrook Unit 2 of approximately
$72.7 million in 1084 and $10.2 million in 1086, During
1688, the Internal Revenue Service (IRS) commenced an
examination of the Seabrook project expenditures on Sea-
brook Unit 2 that were claimed as abandonment losses by
several of the joint owners of the oroiect includine the
Company, in the years 108 and/or 1985. On March 20,
198¢, the [RS case manager issued a notice of proposed
adjustment setting forth the [RS position that there was no
abandonment of Seabrook Unit 2 ir the years under audit.
It is also the [RS position that, ir the event new facts and
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circumstances beyond the examination level reveal that an
abandonment loss did oceur in 1084 and/or 1085, the
claimed losses must be reduced by the salvage value of Sea-
brook Unit 2 assets. In a letter dated July 17, 1980, the IRS
Drstrict Director notified the Company of proposed tax
assessments for the vears 1981, 1984, and 1085 arising from
a disallowance of the 2bandonment loss deduction dlaimed
by the Company in 1984 The Company responded to this
notice. disagreeing with the proposed assessments and
requesting a conference with the IRS appellate division. If
this matter is not resolved at the appellate division level, the
Company will contest the proposed assessments vigorously
in Tax Court proceedings.

The Company is a party to a ten-year contract for the
purchase of seven billion kilowatt-hours per vear of firm
energy from Hydro-Quebec by the New England partici-
pants in Phase i of a transmission intertie project linking
New England and Quebec, Canada. The Company has &
545% share in this phase of the project, which participation
was authorized by the Connecticut DPUC in April 1087
The Phase || agreements provide for expansion of the
capacity of this transmission @tertie from 690 megawatts to
2,000 megawatts ir the early 1090's.

On May 2, 19’0, a pumping error at the Company's
Bridgeport Harbor Station caused an overflow of approxi-
mately 800,000 galions of fuel oil int the diked contain-
ment area surrounding the station’s oil storage tans.
Approximarely 9o of the spilled oil was reclaimed and the
remainder was consolidated with approximagely 1,200 cubic
yards of contaminated soil and removed to a location
approvei for disposal by the Connecticut Department of
Environmental Protection. The estimated cost of this acci-
dent is not expected to exceed $700,000, of which approxi-
mately $655,000 was charged against current income as of
December 11, 1989,

In comptying with existing environmental statutes
and regulations and further developments in these and
other areas of environmental concem. including legislation
that is receiving serious consideration at federal and state
levels in the fields of water and air quality (particularty “acid
rain”, “air toxics”, “ozone non-attainment”, and “global
warming”), hazardous waste handling and disposal and
toxic substances, the Company may incur substantial capi-
tal expenditures for equipment modifications and additions,
monitoring equipment and recording devices, and it may
incur additional operating expenses. The total amount of
these expenditures is not now determinable.




(L) Nuclea: Fuel Disposal and Nuclesr Plant
Dacommissioning

Under the Nuclear Wast» Puncy Act of 108.. the fed-
eral government is reszunsible for the disposal of spent
nuclear fuel Tne Department of Energy (DOE) has estab-
lisher’ Jisposal fees which are payable to the federal govern-
meat on the basis of net generation by electric utilities
owning or operating nuclear generating units. Ul recovers
such fees as a part of nuclear fuel expense charged to cus-
tomers through electric service rates.

The Cempany is also recovering through electric
service rates its share of the estimated decommissioning
mhwumaudmum,yhm
1980, the New Hampshire Nuclear
Financing Committee established the cost of decommis-
sioning Seabrook Unit 1 upon its retirement at $242.4 mil-
lion (in 1987 dollars). This amount is to be increased each
year after 1987 by a 4% annual inflation factor until Sea-
brook Unit 1 begins commercial operation. Upon operation
of Seabrook Unit 1, the Company will be required © make
monthly payments of its share of the estimared decommis-
sioning costs into a state-managed trust fund. The DPUC
has established a decommissioning estimate of $ 194 million
for Milistone Unit 3 (in 1987 dollars), and the Company is
curzatly funding its share of such estimated decommis-
sioning costs monthly. Although such amounts will be
reviewed and revised from time to time during the life of the
units, there is no guarantee that such funding will be suffi-
clent to cover actual decommissioning costs upon
retirement.

(M, Quarterty Financlal Dats (Unaudited)

Setecrerd quarterly financial data for 1080 and 1988 are set
forth below:

Eamings (Loss)
Net Per Share

mm Income of Common

Quarter Income (loss)  Stork (1) -ﬂ)-
1980

First $12886¢ $32228 $ o737 $ 50
Second 127607 18,366 650 (.15)
Third 144155 26914 (90.773) (6.69)
zxrd\ 130465 16,281 6.900 4203
I

First $126712 827605  $3:478 $213
Second 120465 25476 24911 1.50
Third 44038 317 (3) (372)
Fourth 127,123 26497 23802 1.50

(1) Based on weighted average number of shares outstand-
ing each quarter.

(2) Earnings for 108 and 1988 include the net effects of
SFAS No. 9o write-offs and accretion transactions in the
following amounts for the first through fourth quarters,
respectively:

108g:  $(1.12) $(1.20) $(8.77) $.13
1088: $ o5 8 05 $(251) S04

(3) Earnings for the fourth quarter of 198¢ include one-time
expenses associated with replacing defective siding at a
generating station, costs in connection with the effort to
affiliate with PSNH through its bankruptcy reorganiza-
tion proceedings and storm costs. Also included are costs
associated with an extended maintenance outage of the
Connecticut Yankee power plant and substantially lower
AFUDC due to SFAS No. go write-offs in 1989. The
aggregate reduction due to these factors was approxi-
mately $.85 per share.

Market for the Company’s Common Equity and Related
Stockholder Matters.

U's Common Stock is traded on the New York Stock
Exchange, where the high and low sale prices during 1980
and 1988 were as follows:

1989 Sale Price 19848 Sale Price

High  Low High  Low

First Quarter 8Ys WY, Ve 1Y,
Second Quarter 17V, W% 23 9%
Third Quarter 20V .6 4 Yy 2Y
Fourth Quarter WY QY 3%

UIhaspﬂdqumrhdemkmmComtmnSaxk
since 1900. The quartery dividends declared in 1088 and
1080 were at a rate of & cents per share.

The Trust Indenture under which all of the Compa-
ny'’s Debentures are issued places limitasions on the pay-
ment of cash dividends on the Common Stock of the
Company and on the amounts that can be expended to
purchase or redeem shares of Common Stock. However, all
the Company s retained eamnings at December 31, 1980
were free of such imitations.

As of January 31, 1990, there were 24,728 Common
Seock shareowners of record.
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REPOKT OF INDEPENDENT ACCOUNTANTS

SemmsemsTesaTmer
ToTHE SHAREOWNERS ASD DIRECTORS OF
Trir UNITED LLLUMINATING COMPANY

We han  audited the accompanying consolidated bal-
ance sheets of The United lluminating Company as of
December 31, 108, 1988 and 1087, and related consolidated
statements of income, retained earnings and cash flows for
the years then ended These financial statem s are the
resporssibilicy of the Company's management. Our respon-
sibility is to exprees an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with gener-
ally sccepted suditing standarus. Those standards require
that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of
material misstatement. An audit includes examining, o a
test basis, evider e supporting the amounts and disclosures
in the financial statements. An audit also includes assessing
the accounting principles used! and significant estimates
made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion. the financial statements referred to
above present fairly, in all material respects, the consoli-
dated financial position of The United [lluminating Com-
pany as of December 31, 1080, 1988 and 1987, and the
consolidated results of its operations and its cash flows for
the years then ended in conformity with generally accepred
accounting principhes.

The Company is a 17.5% participant in the Seabrook
Unit 1 Nuclear Project (the Unit). As more fully described
in Note (K) in the “Notes to Consolidated Financial State-
ments”, there are uncertainties relating to those events nec-
essary for the Unit to achieve commercial operations and,
therefore, the ability of the Company to ultimately recover,
in rates, their investment in the Unit. The outcome of the e
uncertainties could have a material effect on the financial
position and resules of operations of the Company, and it s
uncertain whether such material effects would permit the
realization of assets and liquidation of liabilities in the ordi-
nary course of business operations.

Coomns & Lyssanp

Neow York, New York
lanvary 24 1990
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