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Market price per share—year end $39% $38'%
Growth in kilowatthour (KWH)
sales billed o ultimate customers 1.4% 0.4%
Cost per KWH to ultimate customers (cents) 9.50 9.43

New England Electric System is a public utility holding company headquartered
in Westborough, Massachusetts. Subsidiaries include three retail electric
componies—Massachusetts Electric Company, which serves 930,000 customers
in 149 Massachusetts communities; The Narragansett Electric Company, which
serves 323,000 customers in 27 Rhode Island communities; and Graniie State
Electric Company, which serves 35,000 customers in 21 New Hampshire com-
munities. Other subsidiaries include two wholiesale electric generating compo-
nies: New England Power Company, which operates 20 generating stations, and
Narragansett Energy Resources Company, which owns 20 percent of the Ocean
State Power genercting station; an oil and gos exploration and development
company, New England Energy Incorporated; three electric transmission com-
panies: New cnglond Electric Transmission Corporution, New England Hydro-
Transmission Corporation, and New England Hydro-Transmission Electric
Company, Inc.; an international operations and management consulting ser-
vices company, New England Electric Resources, Inc.; and o service company,

New England Power Service Company.
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rther act We reduced rates in Massachusetts while

England Elech resolving responsibility for gas wastes



the Massachusetts Attorney General, and two groups
of large commercial and industrial customers was
approved by the state's Department of Public Utilities
This important agreement resolves the question of how
environmental remediation costs for Massachusetts
sites contaminated by manufactured gas wastes will
be funded and recovered in rates

As part of the setlement, NEES made o
$30 million contribution to a fund for remediation
costs at locations operated by gas utilities that
NEES once owned. This contribution is well within
the reserves we had already set aside. Each year,
$3 million will be added to the fund and is recover-
able in Massachusetts Electric’s rates.

The agreement also provides our Massachusetts
Electric customers with a one-time rate reduction of
$26 miliion and offers discounts to large industrial
and commercial customers who make a commitment

to long-term service

NEES' Key Financial Goals—
1993 Results

Total Return in top one-third of major
electric utilities on rolling 5-year average

Dividend Growth exceeds average of
electric utilities on rolling 5-year average

Return on Equity in top one-third of
major New York and New England utilities

Cash Flow coverage of dividend,,
in top one-third of major electric utilines

% NOK KK

Investment GQuelity Auditors' reports
not gualified and bond ratings A+

We reorganized and downsized

to meet competition

A more competitive business environment is taking
shape for energy suppliers. Independent producers
challenge the economics of utility power plants, and
widely available natural gas supplies provide energy
alternatives for many customers. For an electric utility
to succeed and prosper, it must understand that this
new marketplace is customer-driven and that customer
expectations for price, reliability, and service must
be met. To better meet these demands, NEES undertook
a major review of its entire organization. In spring
1993, we realigned into two strategic business units
(supported by an administrative and legal group).

This structure will help us 1o focus simultaneously on
the needs of our industrial, commercial, and residential
customers at the retail level and on the needs of our
own retail offiliates and other electric utilities at the
wholesale level.

Richard P. Sergel, who has served os a NEES vice
president since 1992 and was NEES treasurer from
1990 until 1992, was selected to lead the System's
retail business unit. Jeffrey D. Tranen, who has served as
NEES vice president since 1991 and was vice president
of our wholesale generating subsidiary from 1984 to
1991, was selected to head the wholesale business unit.

Qur strategic objectives tor these two business
units reflect the different customer expectations and
competitive forces that prevail in each market. But our
overall goals are the same: to sharpen our competitive
edge and remain the electricity supplier of choice

In 1993, through o voluntary early retirement

program and a special severance program for
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We added more value

to our retail service
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We began to use portfolio manogement
techniques to provide greater

flexibility in resource selection
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Through NEESPLAN 4, we expanded

our environmental commitment
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Earnings in 1993 were $2.93 per average share compared with $2.85 and $2.77 per share in 1992
and 1991, respectively. The return on common equity was 12.64 percent.

The increase in 1993 earnings was primarily the result of an increase in kilowatthour (KWH) solu
billed to ultimate cusiomers, the effects of an October 1992 rate increase and an Octopery1993 rate
agreement involving Massachusetts Electric Company (Massachusetts Electric), reduced interest costy
achieved through debt refinancings, and lower costs of scheduled overhauls at thermal generating uni ,, ’
These increases were partially offset by a first quarter charge of $.27 per share associated with an
retirement offer and o special severance program undertaken by New England Electric System (NEES)
subsidiaries as part of an organizational review (see 1993 Early retirement and special severance
programs section), as well as @ second quarter charge of $.21 per share related to potential response
costs for wastes associated with a number of manufactured gas locations operated by Massachusetts |
gos utilities once owned by NEES (see Hazardous waste section). The increase in earnings in 1992 over o

1991 primarily reflects wholescale and retail rate changes as well as incentives recorded on the retail
companies’ demand-side management (DSM) progroms. In addition, New England Power Company
(NEP) rate adjustment mechanisms reduced earnings in 1991. :

KWH sales billed to ultimate customers in 1993 increased by 1.4 percent over 1992. A return to more
norma! weather conditions in 1993 was largely offset by the fact that 1992 included an extra day for 8
leap year. KWH sales billed to ultimate customers increased 0.4 percent in 1992. NEES' retail subsidi. k-
aries currently forecast an increase in KWH sales of 1 percent in 1994. :

The annual dividend rate was roised by 3.7 percent or $.08 per share in May 1993 and is new $2, .
on an annual basis. In 1992, the annual dividend rate was increased by 3.8 percent or $.08 per share,
The market price of NEES common shares at year end 1993 was $39 Vs per share, compared with
$38% per share and $32 s per share at the end of 1992 and 1991, respectively.

in November 1993, the Massachusetts Department of Public Utilities (MDPU) approved a rate agree-
ment filed by Massachusetts Electric, the Massachusetts Attorney General, and two groups oflarge
commercial and industrial customers

Under the agreement, Massachusetts Electric began implementing an 11 month general rate demouikv
effactive Decamber 1, 1993 of $26 million (annual basis), from the level of rates then in effect. Thisrate &
reduction will continue in effect until October 31, 1994, after which rates will increase to the previously
approved levels. The agreement also provided for rate discounts of up to $4 million ovailable for the
period ending October 31, 1994 for large commercial and industrial customers who agreeto give a
five year notice to Massachusetts Electric before they purchase power from another supplier or generate i
any additional power themselves. These discounts will increase after October 31, 1994100 level of
$11 million per year if all eligible customers participate. Massachusetts Electric also agreed not fo
increase its base rate: before October 1, 1995 The decrease in revenues will be offset by the recognition
tor accounting purposes of revenues for electricity delivered but not yet billed. At December 31, 1993, '
Massachusetts Electric recorded on its balance sheet approximately $43 million of unbilled revenues,
which $11 million was recognized as 1993 revenues with the bolance deferred for recognition monthly j_
through December 1994, pursuant to the rate agreement. The net effect of these revenue provisions
increased fourth quarter earnings by $.09 per share

The agreement also resolved all issues associated with providing funds and securing rate reccveryfot
environmental cleanup costs of Massachusetts manufactured gas waste sites formerly owned by :
Massachusetts Electric and its affiliates, as well as certain other Massachusetts Electric anvironmental
cleanup costs (;&e Haorardous waste section). The rate ogreement allows for these costs to be met by
es?obllshmg a speciol interest bearing fund on Massachusetts Electric’s books. The fund's initial bala

$30 million comes from previously recorded environmental reserves and is not recoverable from
customers. Annual contributions of $3 million, adjusted for inflation, will be added to the fund by
Massachusetis Electric and will be recoverable in rates. In addition, any shortfalls in the fund will be p'.



by Massachusetts Electric and be recovered through rates over seven years, without interest. Since the
previously established reserves against earnings exceeded the initial $30 million balance in the fund,
resolution of the issue of rate recovery resulted in o one-time increase in fourth quarter earnings

of $.11 per share

Lastly, the agreement provided for the rate recovery of $8 million of certain storm restoration and
other costs previously charged to expense which added $.08 per share to fourth quarterearnings.

Effective October 1992, the MDPU authorized a $45.6 million annual increase in rates for
Massachusetts Electric. This general rate increase included $2.5 million representing the first step of a
four year phase-in of Massachusetts Electric’s tax deductible costs associated with postretirement

! benefits other than pensions (PBOPs). A second $2.5 million increase took effect October 1, 1993.

| Effective May 1992, the Rhode Island Public Utilities Commission (RIPUC) authorized a $3.5 million
" annual increase in rates for The Narrogansett Electric Company (Narragansett). In addition, effective

} January 1993, the RIPUC opproved o $1.5 million increase in rates for Narragansett, representing the

first step of a three year phase-in of Narragansett’s recovery of costs associated with PBOPs. A second
$1.5 million increase took effect in January 1994,

Effective March 1993, the New Hampshire Public Utilities Commission (NHPUC) authorized o
$2.0 million rate increase for Granite State Electric Company (Granite), with a retroactive odjustment to

September 15, 1992 to reflect the difference between the authorize: amount and the $ 1.4 million
Granite had been collecting on an interim basis since September 15, 1992, Effective July 1, 1993, the
NHPUC approved o S0.8 million increase in rates tor Granite to recover costs associated with PBOPs.

InMay 1992, the Federal Energy Regulatory Commission (FERC) approved a settlement of NEP’s
! W-92 rate case under which base rates were increased by $39.7 million, effective March 1992. The
entire increase was attributable to costs associated with the commercial operation of Unit 2 of the Ocecn
State Power (OSP) generating facility. These costs had been collected through NEP’s fuel clause since
‘ the unit entered service in late 1991. The settlement also incorporated new depreciation rates proposed
in NEP’s filing, which reduced NEP’s overcl| revenue requirement by $ 1 8 million.
No general wholesale rate cases were filed with the FERC during 1993

InFeb ue:, 1993, NEES subsidiary companies offered a voluntary early retirement program to non-
union employees who were at least 55 years old with 10 years of service. This program was part of an
organizational review with the goal of streamlining operations and reducing the work force. The early
retirement offer was accepted by 344 employees. A special severance program was also announced for
employees affected by the organizationcl review, but who were not eligible for, or did not accept, the

Earnings Per Averoge Share (§) Dividends Declared Per Shore
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early retirement offer. NEES subsidiaries recorded i the first quarter o one-time charge to 1993 &
earnings of approximately $18 million, after tax (572 million, before tax), o reflect the cost of the .qdyT E
retirement and special severance programs, which consisted principally of pension benefits. Estimated %
annual savings of $20 million, before tax, are anticipated as a result of the work force reduction. e

New England Energy Incorporated (NEEI) participates in a rate-regulated domestic oil ’nd gos "'-Plo-t
ration, development, and production program consisting of prospects acquired prior to December 31,
1983, NEE| is not acquiring any new prospects. Due to precipitate declines in oil and gas prices, NEE| 44
has incurred operating losses since 1986, and expects to incur substantial additional losses in tb.fmm. '
These losses are being passed on to NEP under an intercompany pricing policy approved by the j':"v
Securities and Exchange Commission. NEP is allowed to recover these losses from its customers under &
NEP’s 1988 FERC rate settlement, which covered all costs incurred by or resulting from commitments ~ 38
made by NEE! through March 1, 1988. Other subsequent costs incurred by NEEI are subject fo normgl »

¥

regulatory review L

The retail companies file their conservation and load management programs, also referred to in the
industry as demand-side management (DSM) programs, regularly with their respective regulatory
agencies and have received approval fo recover in rates estimated DSM e~ ~enditures on a current bom
The rates provide for reconciling estimated expenditures to actual DSM expenditures, with interest, :
Expenditures subject to the reconciliation mechanism were $62 million, $58 million, and $77 millionin . 8
1993, 1992, and 1991, respectively. Since 1990, the retail companies have been allowed to earn 5
incentives based on the results of their DSM programs. The retail companies must be able to demonstre 3
the electricity savings produced by their DSM programs to their respective state regulatory agencies
before incentives are recorded. The retail companies recorded before-tax incentives of $7.3 million, .
$10.5 million, and $7.3 millionin 1993, 1992, and 1991, respectively. The retail companies have ‘
received regulatory approvals that will give them the opportunity to continue fo earn incentives bcad -

on 1994 DSM program results.

i
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Operating revenue increased by $52 million in 1993 primarily due to KWH sales growth, retail roh'f g,/
increases, and beginning in the fourth quarter of 1993, the recognition by Massachusetts Electricof

revenues from electric energy delivered to customers but not yet billed (i.e. unbilled revenues). KWH
sales billed to ultimate customers in 1993 increased 1.4 percent over 1992. A return to more normal
weather conditions in 1993 was largely offset by the fact that 1992 included an extra day for leap
Rate increases, principolly Massachusetts Electric’s $45.6 million increase in late 1992, contribmod};
approximately $36 million to the overall increase in operating revenue. fn addition, in connection w
its 1993 rate agreement, Massachusetts Electric commenced the recognition, for accounting purposes,
of revenues from electricity delivered but not billed. At December 31, 1993, Massachusetts Electric
recorded on its bulance sheet approximately $43 million of unbilled revenues, of which $11 million was?
recognized as 1993 revenues with the balance to be deferred for recognition monthly through 4
December 1994, pursuant to the rate agreement.

in 1992, operating revenue increased by $87 million principally due to rate changes for NEPa
the retoil subsidiaries. In addition, NEP recorded decreases in revenue during 1991 in connection
various rate adjustment mechanisms then in effect.

Total operating expenses increased by $55 million in 1993 primarily reflecting a $28 million o .
charge in connection with early retirement and special severance programs, $10 million ossociohd;‘
with the adoptign of two new accounting standards for postemployment benefits, increased computer
systems developmertt costs, and general increases in other areas. (See 1993 Early retirementand
special severance programs and New accounting standards sections.) These increases were partic ¥
offset by a $10 million decreose in generating plant maintenance costs and reduced winter storm¥ &
related costs 5
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Depreciation and amortization decreased $& million in 1993 primarily refiecting reduced amor-
tization of oil and gas properties as the result of a reduced level of oil and gas production. NEP’s
depreciotion expense also declined as a result of new lower depreciation rates established in NEP’s last
rate case, which went into effect in March 1992. These decreases were partially offset by increased
amortization of Seabrook 1 as part of NEP’s 1988 rate seftlement and increased depreciation on new
plont expenditures. "

Taxes charged to operations in 1993 increased by approximately $17 million primarily reflecting
increased municipal property taxes and increased income taxes. The increase in income taxes includes
the effects of the increase in the federal income tax rate in 1993 from 34 percent to 35 percent.

In 1992, total operating expenses increased by $73 million. £xpenditures for purchased energy
excluding fuel increased by $30 million, reflecting increased purchases in connection with the commer-
cial operation of OSP Unit 2 beginning in October 1991 as well as increased costs billed to NEP
associated with scheduled refueling and maintenance shutdowns by nuclear power suppliers. Other
operation and maintenance expenses increased by $9 million during 1992, reflecting increased mainten-
ance costs associated with scheduled overhauls ot thermal generating units, the costs associated with a
severe winter storm, and general increases in other areas. These increases were partially offset by o
decrease in DSM costs.

Depreciation and amortization expense increased by $24 million during 1992, principally reflecting
increased omortization of oil and gos properties, increased amortization of Seabrook 1 as part of the
1988 rate settlement, increased coal conversion amortization, and increased depreciation resulting
from new construction. The increase in il and gas amortization resulted from an increase in the level of
oil and gos production. These increases were partially offset by a decrease in NEP’s depreciation asa
result of new depreciation rates established in the W-92 rate cose.

Taxes charged to operations increased approximately 516 million in 1992, primarily reflecting
increased taxes on increased income and increased municipal property taxes.

In 1992, the decrease in “Other income (expense)—net”’ principally reflects decreased interest income
in 1992 and the 1991 gain on the sale of NEEI’s unregulated oil and gas operations.

Interest expense decreased $9 million in 1993 primarily due to significant refinancings of corporate
debt ot lower interest rates during 1993 and 1992 (see Liquidity and capital resources section).

The Federal Comprehensive Environmental Response, Compensation and Licbility Act, more commonly
known as the "’Superfund’’ low, imposes strict, joint and several liability, regardless of fault, for
remediation of property contaminated with hazardous substances. Parties liable include past and
present site owners and operators, transporters that brought wastes to the site, and entities that generated
or arranged for disposal or treatment of wastes ultimately disposed of at the site. A number of states,
including Massachusetts, have enacted similar laws.

The electric utility industry typically utilizes and/or generates in its operations a range of potentially
hazardous products and by-products. These products or by-products may not have previously been
considered hazardous, and may not currently be considered hazardous, but may be identified as such
by federal, state, or local authorities in the future. NEES subsidiaries currently have in place an
environmental audit program intended to enhance complionce with existing federal, state, and local
requirements regarding the handling of potentially hazardous products and by-products.

Federal and state environmental agencies, os well as privote parties, have contacted or initiated
legal proceedings against NEES and certain subsidiaries regarding liability for cleanup of sites
alleged to contgin hazardous waste or substances. NEES and/or its subsidiaries have been nomed as
a potentially responsible party (PRP) by either the U.S. Environmental Protection Agency (EPA) or the
Massachusetts Department of Environmental Protection (DEP) for 18 sites at which hazardous waste
is alleged to have been disposed. NEES and its subsidiaries are also aware of other sites which 'h.ey
may be held responsible for remediating and it is likely that, in the future, NEES and its subsidiaries
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will become involved in additional proceedings demanding contribution for the cost of remediating

additional hazardous waste sites.

The most prevalent types of hazardous waste sites that NEES and its subsidiaries have been con-
nected with are former manufactured gas locations. Until the early 1970s, NEES was o combined
electric and gas holding company sysiem. ‘3as was manufactured from coal and oil until the early
1970s to supply areas in which natu-al gas was not yet available or for peaking purposes. Among the
waste by-products of that process wen coal ard oil tars. NEES is currently aware of approximately
40 locations (including one of the 18 locations for which NEES is a PRP) at which gas may have been
manufactured and/or stored. Of the manufactured gas locations, 17 have been listed for investigation
by the DEP. Two manufactured gas plant locations that have been the subject of extensive litigation are
discussed in more detail below: the Pine Street Canal Superfund site in Burlington, Vermont anda
site located in Lynn, Massachusetts

Approximately 18 parties, including NEES. have been notified by the EPA that they are PRPs for
cleanup of the Pine Street Canal site, at which coal tar and other materials were deposited. Between
1931 and 1951, NEES and its predecessor owned all of the common stock of Green Mountain Power
Corporation. Prior to, during, ond after that time, gas was manufactured at the Pine Street Canal site
The EPA had brought o lawsuit against NEES and other parties to recover all of the EPA’s past and
future response costs at this site. In 1990, the litigation ended withthe fi g of afinal consent decree with
the court. Under the terms of the settlement, to which 14 entities were party, the EPA recovered its past
response costs. NEES recorded its share of these costs in 1989. NEES remains a PRP for ongoing and
future response costs. In November 1992, the EPA proposed a cleanup plan estimated by the EPA 1o
cost $50 million. In June 1993, the EPA withdrew this cleanup plan in response to public concern about
the plan and the cost. It is not known ot this time what the ultimate cleanup plan will be, how much it will
cost, or what portion NEES will have to pay

On May 26. 1993 the United States Court of Appeals for the First Circuit affirmed on appeal an
earlier adverse decision against NEES and two of its sub sidiaries, Massachusetts Electric and New
England Power Service Company with respect to the Lynn, Massachusetts site which was once owned b
a gas utility formerly owned by NEES. The decision held NEES and these subsidiaries liable for cleanup 4
of the properties involved in the case Although the circumstances differ from location to location, the e
Court of Appeals opinion has adverse implications for the potential liability of NEES and its subsidiaries
with respect to other gas manufacturing locations operated by gas utilities once owned by NEES.

In November 1993, the MDPU approved a rate agreement filed by Massachusetts Electric (see
Massachusetts Electric 1993 rate agreement section) that resolved all rate recovery issues related to

Wi

Massachusetts manufactured gas sites as well as certain other Massachusetts hazardous waste sites, The =4
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aareement allows Massachusetts Electric to establish o fund on its books of $30 million from previousl
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recorded environmental reserves. NEES had previously established approximately $40 million of
reserves related to Massachusetts manufactured gas locations earlier in 1993 and in prior years. The
agreement also provides that contributions of $3 million, adjusted for inflation, be added to the fund
each year and be recoverable in rates. Under the agreement, any shortfalls in the fund will be paid by
Massachusetts Electric and be recovered through rates over seven years, without interest.

Predicting the potential costs to investigate and remediate hazardous waste sites continues to be
difficult. Factors such as the evolving nature of remediation technology and regulatory requirements
and the particular characteristics of each site, including, for example, the size of the site, the nature and
amount of waste disposed at the site, and the surrounding geography and land use, make precise
estimates difficult. There are also significant uncertainties as to the portion, if any, of the investigation and
remediation costs of any particular hazardous waste site that may ultimately be borne by NEES or its
subsidiories. At year end 1993, NEES had total reserves for environmental response costs of $56 million
and a related regulatory asset of $ 19 million,

NEES believes that hazardous waste liabilities for all sites of which it is aware, ond which are not
covered by G rate agreement, will not be material (10 percent of common equity) to its financial position.
Where appropriate, the NEES companies intend to seek recovery from their insurers and from other PRPs,
but it is uncertain whether, and to what extent, such efforts would be successful,

In recent years, concerns have been raised about whether EMF, which occur near transmission and
distribution lines as well as near household wiring and appliances, couse or contribute to adverse
health effects. Numerous studies on the effects of these fields, some of them sponsored by electric utilities
(including NEES companies), have been conducted and are continuing. Some of the studies have
suggested associations between certain EMF and various types of cancer, while other studies have not
substantiated such associations. In February 1993, the EPA called for significant additional research on
EMF. It is impossible to predict the ultimate impact on NEES subsidiaries and the electric utility industry if
further investigations were to demonstrate that the present electricity delivery system is contributing o
increased risk of cancer or other health problems.

Several state courts have recognized a cause of action for damage to property values in transmission
line condemnation cases based on the fear that power lines cause cancer. It is difficult to predict what
impact there would be on the NEES companies if this cause of action is recognized in the states in which
NEES companies operate and in contexts other than condemnation cases.

Bills have been introduced in the Rhode Island legislature to require that transmission lines be placed
underground. In July 1993, two bills passed by the legislature restricting the cc astrction of overhead
transmission lines were vetoed by the governor. EMF-related legislation has also been introduced in
Massachusetts.

NEP produces approximately 50 percent of its eleciricity ai eight older thermal generating units. The
1990 amendments to the federal Clean Air Act require a significant reduction in the nation’s sulfur
dioxide (SO,) and nitrogen oxide (NO,) emissions by the year 2000. Under the amendments, NEP is
not subject to Phase | of the ocid rain provisions of the federal law that will become effective in 1995.
However, NEP is subject to the Massachusetts SO, acid rain law that will become effective in 1995.
Phase 2 of the federal acid rain requirements, effective in 2000, will apply to NEP and its units.

Under the federal Clean Air Act, state environmental agencies in ozone non-attainment areas were
required to develop regulations (also known as Reasonr bly Available Control Technology requirements,
or RACT) that will become effective in 1995 12 address the first phase of ozone air quality attainment.
These regulations were adopted in Massachusetts in September 1993. The RACT regulations require
control technologies (such as low NO, burners) to reduce NO, emissions, an ozone precursor. Addi-
tional control measures may be necessary to ensure attainment of the ozone standard. These measures
would have to be .'=veloped by the states in 1994 and fully implemented no later than 1999. The extent
of these additional control measures is unknown at this time, but could range from minor additionsYo the
RACT requirements to extensive emission reduction requirements, such as costly add-on controls or fuel
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switching. Should the 1999 ozone attainment requirements be extensive or additional Clean Air Adtor
other environmental requirements be imposed, continued operation of certain existing generating units
beyond 1999 could be uneconomical. NEP believes that premature retirement of substantially all of itg o
older thermal generating units would cause substantial rate increases. Al
To date, NEP has expended $6.5 million of one-time operation and maintenance costs and
$50 million of capital costs in connection with Massachusetts and federal Clean Air Act complignee
requirements. NEP expects to incur additional one-time operation and maintenance costs of approxi.
mately $18 million and capital costs of approximately $70 million in 1994 and 1995 to comply with the ’i’“
federal and state clean air requirements that will become effective in 1995. In addition, as a result
of federal and state clean air requirements, NEP will begin incurring increased fuel costs which ore P
estimated to reach an annual level of $13 million by 1995. k.
The generation of electricity from fossil fuels may emit trace amounts of hazardous air pollutants as ‘— |
defined in the Clean Air Act Amendments of 1990. The Act mandates a study of the potential dangers of B
hazardous air pollutant emissions from electric utility plants. Such research is currently under way and s .
expected to be complete in 1995. The study conclusions could result in new emission standards and the 4
need for additional costly controls on NEP plants. At this time, N EES and its subsidiaries cannot esti. £
mate the impact that findings of this research might have on operations. -

1

in 1663, the Financial Accounting Standards Boord's (FASB) Statement of Financial Accounting i
Standards (SFAS) No. 106, “Employer’s Accounting for Postretirement Benefits Other Than Pencions'* b
(PBOPs) went into effect. The NEES subsidiaries provide health care and life insurance covernge o
eligible retired employees. Eligibility is based on certain age and length of service requirements and in A i
some cases refirees must contribute to the cost of their coverage. This new accounting standard requires ﬂ
employers to establish a liability during the working years of employees for the expected cost of provid- I
ing PBOPs instead of recording such costs when paid. This new standard increased total 1993 costs by
$40 million, approximately $10 million of which was capitalized as a construction overhead.
Each of the NEES subsidiaries has received regulatory approval to recover PBOP costs on a current e
and/or deferred basis, which are expected o at least equal the amounts calculated in accordance with 4
the new standard. In ¢ statement of policy applicable to NEP and all other utilities subject to its rate-
making jurisdiction, the FERC stated thot the increased costs resulting from this new standard could be
deferred, pending the next rate filing so long as such filings occur before the end of 1995. Accordingly,
the NEES subsidiaries recovered $5 million in rates in 1993 and deferred a total of approximately
$25 million of PBOP costs as of December 31, 1993. Thus, there was no significant impact on net income §
as a result of cdopting this standard.
The FASB issued SFAS No. 109, “Accounting for Income Taxes”, which became effective in 1993, -
The new standard requires all deferred tax reserve balances to be restated at the currently enacted tax
rates and requires the establishment of certain new deferred tax reserves. The new deferred tax reserve L
balances have resulted in the establishment of regulatory assets or liabilities representing amounts ulti- < 4
mately expected to be recognized in rates. Therefore, the application of this new standard did not have
a significant impact on net income. The increase in deferred tox reserve balances at December 31,
1993, at the current statutory rates, and the corresponding net regulatory asse each amounted to
approximately $74 million. :
On Janvary 1, 1994, SFAS No. 112, “Employer’s Accounting for Postemployment Benefits' become -
effective. The statement requires recognition of the postemployment benefit obligation when earned b 1
employees. The most significant types of postemployment benefits offered by NEES subsidiaries inclu
income continuance while on long-term disability, workers’ compensation, and continuation of health .
and life insurance caverage during disability. The NEES subsidiaries adopted this standard in 1993 ;";._
recorded a charge to earnings in the fourth quarter of $5 million representing the cumulative effectof
odopting the new standord. e




$
!

AV

The electric utility business is being subjected to increasing competitive pressures, stemming from o
combination of increasing electric rates, improved technologies, and new regulations and legislation
intended 1o foster competition. Recently, this competition has been most prominent in the bulk power
market in which non-utility generating sources have noticeably increased their market share. For example,
in 1984, less than | percent of NEP’s capacity was supplied by nun-utility generation sources. By the
end of 1993, non-utility power purchases accounted for 380 megawatts (MW) or 7 perdent of NEP’s
total capacity. In addition fo competition from non-utility generators, the presence of excess generating
capacity in New England has resulted in the sale of bulk power by utilities at prices less than the total
costs of owning and operating such generating capacity.

Electric utilities are also facing increased competition in the retail market. Currently, retail competition
comes from alternative fuel suppliers (principally natural gas companies) for heating and cooling,
customer-owned generation fo displace purchases from electric utilities, and direct competition among
electric utilities to attract major new manufacturing facilities to their service territories. In the futurs, the
potential exists for elactric utilities and non-utility generators to sell electricity to retail customers of other
electric utilities.

The NEES companies are responding o current and anticipated competitive pressures in a variety of
ways including cost control and a corporate reorganization into separate retail and wholesale business
units. The wholesale business unit is positioning itself for increased competition through such means as
terminating certain purchased power contracts, past and future shutdowns of uneconomic generating
stations, and rapid amortization of certain plant assets, NEP's rates currently include approximately
$100 million per year associated with the recovery of certain Seabrook 1 costs under o 1988 rate
settlement and coal conversion expenditures at NEP's Salem Harbor Station. The recovery of these
costs will be completed prior to the end of 1995. The retail business unit's response to competition
includes the development of value-added services for customers and the offering of economic develop-
ment rates fo encourage businesses to locate in our service territory. In its recent rate settiement,
Massachusetts Electric was able to change the standard terms under which it offers service to commercial
and industrial customers to extend the notice period a customer must give before purchasing electricity
from others or generating any additional electricity for the customer’s own use from one year to two.

In addition, Massachusetts Electric began offering a discount from base rates in return for a contract
requiring the customer to provide five years written notice before purchasing electricity from others or
generating any additional electricity for the customer’s own use. The discount is available to customers
with average monthly peak demands over 500 kilowatts.

Electric utility rates are generally based on a utility’s costs. Therefore, electric utilities are subject to
certain accounting standards that are not applicable to other business enterprises in general. These
accounting rules allow regulated entities, in appropriate circumstances, to establish regulatory assets
and to defer the income statement impact of certain costs that are expected to be recovered in future
rates. The effects of competition could ultimately cause the operations of the NEES companies, or a
portion thereof, to cease meeting the criteria for application of these accounting rules. While the NEES
companies do not expect to cease meeting these criteria in the near future, if this were to occur, accounting
standards of enterprises in ganeral would apply and immediate recognition of any previously deferred
costs would be necessary in the year in which these criteria were no longer applicable.

Capital requirements for 1993 and projections for 1994 are shown below:

btk bl ik L. SO RO . .. Lo
Cash expenditures for utility plant:
Manchester Street repowering project $104 $200
Allother ~ 201 225
Oil and gas exploration and development 19 20
Total capital expenditures $324 5445 ;
Cash from operations excluding dividends $367 $360 ;
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The funds necessary for utility plant expenditures in 1993 were primarily provided by net cash from
operating activities after the payment of dividends. Funds for Narragansett utility plant expenditures
were also provided from the proceeds of long-term debt and preferred stock issues that were not u i
refinance long-term debt or redeem preferred stock. '

The financing activities of the NEES subsidiaries for 1993 are summarized as follows:

B i
ilhi f doll I Ret t | i
e e e Relneh v ARG
NEP $224 $224
Mossachusetts Electric 116 117 $35
Narragonsett 28 15 20
Granite 5 1
Hydro-Transmission Companies 12
NEEI T 27 Tl
$373 5396 855

,,,,,, e e

Imerest rates on the new Iong term debf issues shown obave (excludmg S ] 34 mnl!;on of NEP Wm
rate mortgage bonds) range from 5.06 percent to 8. 15 percent. Dividend rates on the new cumulative
preferred stock issues shown above range from 6.84 percent to 6.99 percent.

Internally generated funds are expected to meet approximately 65 percent of the 1994 capital
expenditure requirements for utility plant. NEP and the retail subsidiaries plan to issue $ 140 million of
long-term debt in 1994,

Net cash irom operating activities provided all of the funds necessary for oil and gas expenditures.
NEEI’s 1993 oil and gas exploration and development costs include $9 million of capitalized
interest costs.

Since April 1991, NEES has been meeting all of the requirements of its dividend reinvestment and
common share purchase plan and employee share plans through open market purchases.

The NEES subsidiaries’ major construction project is the repowering of Manchester Street Station, g 1
140 MW electric generating station in Providence, Rhode Island. Repowering will more than tnpiﬂh.
power generation capacity of Manchester Street Station and substantially increase the plant's 'homml b
efficiency. NEP owns o 90 percent interest and Nurragansett owns a 10 percent interest in Manchester 4
Street Station. The total cost for the generating station, scheduled for completion in late 1995, is ol
estimated to be approximately $525 million, including allowance for funds used during construction
(AFDC). In oddition, related transmission work, which is the sole responsibility of Narragansett, is esti- “ "
mated to cost approximately $75 million and is scheduled for completion in late 1994, At Docomtnfﬂw
1993, $161 million, including AFDC, had been spent on the project which includes the related A
transmission work. Substantial commitments have been made relative to future planned expenditures |
for this project [

At December 31, 1993, NEES and its consolidated subsidiaries had $72 million of short-term debt - 1
outstanding in the form of commercial paper borrowings. At December 31, 1993, these companies ha
lines of credit with banks totaling S446 million which are available to provide liquidity support for com =
mercial paper borrowings and for $252 million of NEP’s outstanding voriable rate mortgage bondsl
<ommercva| paper mode and for other corporate purposes. There were no borrowings under thm nes

lieu of compensating bulonces on most lines of credit. Cash ot December 31, 1993 was opproximat
$3 million.

-
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New England Electric System and Subsidiaries
Selected Financial Data

Year ended December 31 (millions of dollars, except per share data)

1993 1992 1991
Operating revenuve:
Electric sales (excluding
fuel cost recovery) $1,488 $1,424 $1,358
Fuel cost recovery 582 597 585
Other utility revenue 117 118 114
QOil and gas sales a7 43 37
Total operating
revenue $2,234 $2,182 $2,094
Net income S 190 S 185 S 180
Average commer shares
outstanding 64,969,652 64,969,652 64,916,599
Per share data:
Net income $ 293 $ 285 S
Dividends declared $ 2.22 $ 214 S 207
Return on average
commen equity 12.64% 12.58% 12.64%
Total assets $4,796 54,585 $4,450
Capitalization:
Common share equity $1,530 $1,487 $1,44)
Minority interests 56 61 63
Cumulative preferred stock 147 162 162
Long-term debt 1,512 1,533 1,548
Total capitalization $3,245 $3,243 53,214
Total electric sales billed
(millions of KWH) 22,790 22,679 23,502
Sales billed to ultimate
customers (millions
of KWH) 20,832 20,554 20,470
Cost per KWH to ultimate
customers (cents) 9.50 9.43 899
System moximum demand (MW) 4,081 3,964 4,250
Electric capability
(MW net)—year end 5,362 5,479 5,645
Number of employees 4,969 5,415 5,533
Number of customers 1,288,184 1,277,281 1,257,213

*1990 inciudes §1 80 per share, resulting from o rote settlement related to Seabrook 1

1990 1989
$1,282 $1,084
523 520
65 42

39 59
§1,909 $1,705

S 262° S 139

63,818,386 58,836,246

S 41" S 236
S 204 S 2.04
20.52% 12.62%
$4,408 $4,116
$1,380 $1,212
62 54

162 162
1,680 1,639
53,284 $3,067
22,561 23,069
20,727 20,665
8.27 7.28
4,059 4,225
5,627 5,480
5,666 5,580
1,256,656 1,253,425
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New England Electric System and Subsidiaries

Statements of Consolidated Income

Year ended December 31 (thousands of dollars, except per share dota)

- @

B A, 1993 \ 1992

Opemtmg revenue 52 233 978 52,181,676 $2,094,378
Operating expenses: B
Fuel for generation 227,182 237,161 268,022
Purchased electric energy 527,307 525,655 471,273
Other operation 492,079 423,330 428,652
Maintenance 146,219 162,974 148,266
Depreciation and amortization 296,631 302,217 278,126
Toxes, other than income taxes 120,493 114,027 105,332
Income taxes 121, \24 10 76 103, 702

Totcl operating expenses P 931 035 1 1,876,125 1,80& 373
Operating income 302,943 305,551 291,005
Otherincome:
Allowonce for equity funds used during construction 3,795 2,732 1,961
Equity in income of generating companies 11,016 13,052 10,370
Other income (expense) —net (1,154) Q36 A 16, 020
Operating and cther income 316,600  322.27) 319,356
Interest:
imteres! on long-term ceb! 100,777 114,182 118,846
Other interest 5,809 5,420 3,308
Allowance for borrowed funds used during construction , (2,816) (2,204) (2, 330)

Tote! interest 107,770 1 17,398 119, 824
ircome cfter interest 208,830 204,873 199 53
Preferred dividends of subsidicries 10,585 10,572 10,572
Minority interests 8,022 . 6,264 9,150
Netincome § 190,223 $ 185,037 § 179 8\0
Averoge common shores outstonding | 64,969,652 64,969,652 64916599
Per share data: L
Net income S 293 S 285 S 277 8
Dividends declored S 222 S 2.14 S 2.07
Statements of Consolidated Retained Earnings
Yeor ended December 31 (thousands of doilars)

., } _ Lo 1993 1992 1991
Retoined ecrnings ot beginning of yeor $ 684,132 638,130 $ 592,807
Net income 19C,223 185,037 179,810
Dividends declored on commen shares (144,233) (139,035)  (134,487)
Premium on redemption of preferred

stock of subsidiories (2,047) _ -
Retoined earnings ot end of yecr $ 728,075 S 684,132 S 638 1¢

The occompanying notes are on integral port of these finoncic) stotements




Assets

Capnah zroﬁon
and liobilities

New England Electric System and Subsidiaries

Consolidated Balance Sheets
At December 31 {thousands of dollars)

Yne accompanying notes are an integrol part ,»‘ hese financial statements

i 7 1993 1992
Utility plant, ot onqmal cost $4,661,612 54,518,475
Less accumulated provisions for depreciation and amortization 1 ,Sl !i27|_ 1,415,204

3,150,341 3,103,27)
Net investment in Seabrook 1 under rate settlement (Note C) 103,344 161,781
Construction work in progress 228 816 1 10_2!9
Net utility plant 3 482 501 3 375_221
Oil ond gos properties, at full cost 1,220,110 1 201,145
Less accumulated provision for amortization 834 837 794,438
Net oil and gas properties 335 273 406 707
Investments:
Nuclear power companies, at equity (Note D) 46,342 45,799
Other subsidiaries, at equity 44,676 47,266
Other investments, at cost 28, 836 25, 313
Total investments 7 ”9 854 . l 18 37_8
Current assets:
Cash 2,876 2,768
Accounts receivable, less reserves of 514,551 and $12,052 275,020 290,917
Unbilled revenues (Note A) 43,400
Fuel, materials, and supplies, at average cost 74,314 88,100
Prepaid and other current assets [Note F) 69 004 _ Zd QQB
Total current assets 464 614 45:’) é??
Accrued Yankee Atomic costs Naote D) 103,501 120,685
Deferred charges and ather assets [Note A) 290,135 106,562
- $4, 795,878 )4 584 796
e _E_n';};;lﬁi:oﬁon (see accompanying ;1;f—emenfs) A
Common share equity §1,529,868 S1,486,423
Minority interests in consolidated subsidiaries 55,855 60,626
Cumulative preferred stock of subsidiaries 147,528 162,528
Long-term debt 1,511,589 1,533 165
Total capitalization 3, 244 840 3,242, Zf?
Current liabilities:
Long-term debt due within one year 12,920 12,920
Snort-term debt 71,775 42,250
Accounis payable 128,342 171,309
Accrued taxes 10,332 12,207
Accrued interest 23,278 20,575
Dividends payable 36,950 32,829
Other current liabilities (Note A) 153,812 56,060
Total current liabilities 437,409 358,150
Deferred federal and state income taxes 705, 026 623,509
Unamortized investment tax credits 99,355 103,007
Accrued Yankae Atomic costs (Note D) 103.501 120,685
Other reserves ond deferred zredits 205,747 136,703
Commitments and coatingencies (Note E) _ o T
S4.79§,P7§ 54 S, 796
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Operating
activities

Investing
activities

Financing
octivities

Supplementary
information

New England Electric System and Subsidiaries

Consolidated Statements of Cash Flows
Year ended December 31 (thousands of dollars)

1993

Net income
Adjustments to reconcile net income o net cash
provided by cperating activities:
Depreciation and omortization
Deferred income taxes and investment tax credits—net
Allowonce for funds used during construction
Minority interests
Eorly retirement program
Gain on sale of oil and gas properties
Decrease (increase) in accounts receivable, net
and unbilled revenues
Decrease (increase) in fuel, materials, and supplies
Decrease {increase) in prepaid and other current assets
Increase (decrease) in accounts payable
Increase (decrease) in other current liabilities
Other, net

Net cash provided by operating activities

Plant expenditures, excluding cllowance for
funds used during construction

Oil and gas exploration and developmen?

Proceeds from sale of oil and gas properties

Other investing octivities

Net cash provided by (used in) investing octivities

Proceeds from NEES common shares issued
Dividends paid to minority interests
Dividends paid on NEES common shares
Short-term debt

Long-term debt —issues

Long-term debt—retirements

Preferred stock—issves

Preferred stock--retirements

Premium on reacquisition of long-term debt
Premium on redemption of preterred stock

Net cash provided by {used in) financing activities

Net increase [decrease) in cash and cash equivalenss
Cash and cash equivalents ot beginning of year

Cash and cash equivalents ot end of year

-
interest paid less amounts capitalized
Federal and stote income taxes poid

Dividends received from investments at equity

$ 190,223

300,444
4,105
(6,611)
8,022
23,922

(27,503)
13,786
5,904
(42,967)
64,658

(35,332)

§ 498,49

$(304,659)
(18,965)

(107)

§(323,731)°

$ (10,622)
(142,352)
29,525
372,500
(395,820)
55,000
(70,000)
(10,996)
 (2,047)
$(174,812)
S 108
2768
$ 2,876

$ 97.518
§ 124,853
§ 14,404

S 185,037

-

305,046
11,163
(4,936)

9,264

(27,157)
(8,590)
(64,858)
34,623
(2,447)
(2,146)

S 434,999

$(241,872)
(21,262)

.
$(260,746)

$ (15,939
(140,174)
42,250
477,500
(585,120)

(16,135)

$(237,618)
S (63,365)
66,133
5, - 2768

§ 119,146
3 Fe9a0
X _Hnp

P 199.

. $179,810

o2

J

278,047
8,868
(4,291)
9,150

(7,099)

(24,612)
12,508
(1,554)
(9,647)
25,412

8070
S 474,662

5(209,674)
(32 96
22,92.

{18,731

$(238,420)

$ 15,349
(4,332)
(134,594)

335,000 |
(400,280)

S T2
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New England Electric System and Subsidiaries

Consolidated Statements of Capitalization
At December 31 (thousands of dollars)

Common share equity v WL 3T Y DT e 1992
tommon shares, par value S1 per share
Authorized— 150,000,000 shares .
Outstanding 64,969,652 shares S 64,970 S 64,970
Paid-in capital 736,823 737,321
Retoined earnings 728,075 684,132
! Total commen share equity 513529,368 S 1,486,423
Shares outstanding
Cumulative preferred stock of ‘9§f.i.9?‘l'i_’§_.“_..,.._ 1993 L S 1993 1992
‘ $100 Par valve-—
| 4.44%104.76% 430,140 430,140 $ 43,014 S 43,014
1 6.00% 10 7.24% 530,140 330,140 53,014 33,014
: 7.80%to 8.68% 600,000 60,000
$50 Par value—
4.50%106.95% 730,000 330,000 36,500 16,500
8.00% 200,000 10,000
$25 Par value —
6.84% 600,000 15,000 ol
Total cumulative preferred stock of subsidiaries (annual
dividend requirement of $8,720 for 1993 and $10,572
for 1992) 2,290,280 1,890,280 $147,528 $162,528
| Llong-termdebt (Notel) Maturity Rate 1993 1992
| Mortgage bonds* 1994 through 1996 4.625%-6.375% § 45,000 S 49,600
1997 through 1998 5.700%-7.375% 122,500 127,500
1999 through 2002 6.310%-7.830% 95,000 142,500
2003 through 2008 6.110%-7.090% 112,500
2013 9.875%-10.625% 112,000
2015 through 2016 7.250%-7.800% 68,350 68,350
2018 through 2019 9.750%-9.875% 97,000
2021 through 2022 8.000%-9.125% 252,200 255,000
2023 7.050%-8.150% 56,000
: 2018 through 2022 Variable 342,000 230,000
‘ Notes
Granite State Electric Company 1996 through 2023 7.370%-12.550% 15,800 12,200
New Englond Energy Incorporoted 1998 Variable 238,000 265,000
Hydro-Transmission Companies 2001 through 2015 8.820%-9.410% 182,570 194,090
Unamortized discounts and premiums, net ~ (5.417) _(7.155)
Total long-term debt 1,524,509 1,546,085
Long-term debt due within year _ (12,!2_0) . 2,920
$1,511,589  $1,533,16

New Engiond Power Company

*includes $410,350 issued 1o secure pollution control and solid waste disposal revenue bonds issved by siate agencies on behalf of ¢

The accompanying notes are an integral part of these financial statements
p 3 B
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New England Electric System and Subsidiaries
Notes to Financial Statements

Note A

Significant accounting policies

1. Basis of The consolidated financial statements include the accounts of New England Electric System (NEES)
consolidation ond all subsidiaries except New Englond Electric Tronsmission Corporation, which is recorded at equity.
and system Presentation of this subsidiary on the equity basis is not material to the consolidated financial statements,
of accounts New England Power Company (NEP) has o minority interest in four regional nuclear generating

2. Revenue

3. Allowance
for tunds
used during
construction

(AFDC)

companies (Yankees). Narragansett Energy Resources Company (Resources) has a 20 percent general
partnership interest in the Ocean State Power generating facility. NEP and Resources account for
these ownership interests on the equity method

NEES owns 50.4 percent of the outstanding common stock of both New England Hydro-Transmission
Electric Company, Inc. and New England Hydro-Transmission Corporation (Hydro-Transmission com-
panies). The consolidated financial statements include 100 percent of the assets, liabilities, and earnings
of the Hydro-Transmission companies. Since NEES is the maijority stockholder in these companies, the
ownership interests of the other stockholders are called minority interests and hove been separately |
disclosed on the NEES consolidated income statements and balance sheets. The ““Minority interests’’ ‘
line on the statements of consolidated income includes the minority interests’ portion of the net earnings

of the Hydro-Transmission companies

NEP icalso a 12 percent and 10 percent joint owner, respectively, of the Millstone 3 and Seabrook |
nuclear generating units, each 1,150 megowatts. NEP's net investment ir. Millstone 3, included in net
utility plant, is approximately $400 million (see Note C tor a discussion of Seabrook 1), NEP’s share
of the related expenses for these units is included in “"Qperating expenses’’

The accounts of NEES and its utility subsidiaries are maintained in accordance with the Uniform
System of Accounts prescribed by regulatory bodies having jurisdiction. All signiticant intercompany
transactions between consclidated subsidiaries have been eliminoted

Under ¢ rate agreement approved in November 19093 Massachusetts Electric Company (Massachusetts
Electric) began recognizing, for accounting purposes, revenues for electricity delivered but not yet
billed AtDecember 31, 1993, Massachusetts Electric recorded on its balance sheet approximately
¢43 million of unbilled revenues, of which $11 million was recognized in income in the fourth quarter
of 1993 with the balance to be deferred for recognition monthly through December 1994, pursuantto
this rate agreement. All other NEES subsidiaries record revenue as billed on a cycle billing basis, and no
revenue is recorded for electricity that hos been delivered but not ye! billed Accrued revenues are

recorded in accordonce with rate adjustment mechanisms

The utility subsidiaries capitalize AFDC as part of construction costs. AFDC represents the composite
interest and equity costs of capital funds used to finance that portion of construction costs not eligible for
inclusion in rate base. In 1993, an average of $30 million of construction work in progress was included
in rate base, all of which was aftributable to the Manchester Street Sration repowering project. AFDCis
copitalized in *‘Utility plan’’ with offsetting noncash credits to "Other income’” and “'Interest’”. This
method is in accordance with on established rate-making practice under which a utility is permitted o
return on, and the recovery of, prudently incurred capital costs through their ultimate inclusion in rate
base and in the Provision for depreciation. The composite AFDC rates were 7.4 percent, 8.0 percent,
and 8.9 percent, in 1’0934 1992, and 1991, respectively
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4- b.pucioﬁon
and amortization

5. Nucleor plant

The doprecuanon ond amortization expense mcluded in 'he statements of consohdoied income is
composed of the following:

Year ended December 31 (thousands of dollors) 1993 992 199
Depreciation 5129 379 5‘32 545 5 ] 36 443
Amortization:
Oil and gos properties (Note A-6) 90,399 99,687 79.320
investment in Seabrook 1 nuclear unit under
rate settlement (Note C) 58,437 52,443 47,017
Oil Conservation Adjustment 12,137 11,263 9,067
Property losses - 6,279 6,279 6,279
Total deprectcmon and amortization expense 5296 631 5302 2 17 5278 126

Deprec;cmon is provided onnuclly ona stro-ghf line bus-s The provision for deprecnohon asa
percentage of weighted average depreciable property was 3.0 percent in 1993, 3.2 percentin 1992,
and 3.4 percentin 1991

The Oil Conservation Adjustment is designed to recover expenditures for coal conversion facilities ot
NEP’s Salem Harbor Station by 1995. At December 31, 1993, such unamortized coal conversion costs
included in utility plant were $16,321,000.

N EP is recovering its share of es?ummed decommuss’omng costs for M llstone 3 cmd Seobrook 1 through

decommissioning  depreciation expense. NEP records decommissioning cost expense on its books consistent with its rate

and nuclear
fuel disposal

recovery. In addition, NEP is paying its portion of projected decommissioning costs for all of the Yankees
through purchased power expense. Such costs reflect estimates of total decommlssuonmg costs approved
by the Federal Energy Regulatory Commission (FERC).

Each of the operating nuclear units in which NEP has an ownership interest has established decommis-
sioning trustfunds or escrow funds into which payments are being made to meet the projected costs of
decommissioning its plant. If any of the units were shut down prior 1o the end of i's operating license, the
tunds collected for decommissioning to that point would be insufficient. Listed below is NEP's ownership
share of each nuclear plant, its share of the estimated decommissioning costs, current fund balances,
and the expiration date of the operating license for each plant. (See Note D for o discussion of Yankee
Atomic Nuclear Power Station decommissioning.)

NEP’s share of (millions of dollars)

Estimated

Ownership Total Cost Fund License
it Interest (in 1993 5) Balances* Expiration
Connecticut Yankee 15% 49 18 2007
Maine Yonkee** 20% 63 19 2008
Vermont Yankee 20% 57 20 2012
Millstone 3 12% 50 10 2025
Seabrook ! 10% 36 3 2026

*Certain oddmonal amounts are onncupcmd to be available fhrovgh tax deduchons.

** A Maine stotuf provides that if both Maine Yankee and its decommissioning trust fund have
insufficient assets to pay for the plant decommissioning, the owners of Maine Yankee are jointly and
severally liable for the shortfall. -
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There is no assurance that decommissioning costs actually incurred by the Yankees, Millstone 3, or
Seabrook 1 will not substantially exceed these amounts. For example, current decommissioning cost
estimates assume the availability of permanent repositories for both low-level and high-level nuclear
waste which do not currently exist. A 1988 Nuclear Regulatory Commission {NRC) rule sets forth
formulas for determining the minimum funding levels that licensees must satisty. To meet this requirement,
licensees must provide reasonable assurance that funds will be ovailable for decommissioning equal to
the minimum funding level. Each of the nuclear units in which NEP hos an ownership interedt has filed
the required ossurance certification. (See Note D for a discussion of Yonkee Atomic Nuclear Power
Station decommissioning )

The Nuclear Waste Policy Act of 1982 establishes that the federal government is responsible for the
disposal of spent nuclear fuel. The federal government requires NEP to pay o fee based on its share of
the net generation from the Milistone 3 and Seabrook 1 nuclear units. NEP is recovering this fee through
its fuel clause. Similar cc 1s are incurred by Connecticut Yankee, Maine Yankee, ond Vermont Yonkee.
These costs are billed to t lEP and recovered from customers through NEP's fuel clause.

The Energy Policy Ac? of 1992 assesses the domestic nuclear power industry for a portion of costs
ossociated with the Jecontamination and decommissioning of the Department of Energy’s (DOE)
uranium enrichment facilities. An annual assessment of $150 million (escalated for inflation) on the
domestic nuclear power industry will be allocated to each plant based upon the amount of DOE uranium
enrichment services utilized in the past. The total DOE assessment, which began in October 1992, wil|
remain in place for up to 15 years and will amount to §2.25 billion (escalated). The Yankees, Milistone 3,
ond Seabrook have been assessed and initial billings indicate NEP’s obligation for such costs over the
next 14 years will be approximately $29 million. In accordance with the provisions of the Energy Policy
Act, these costs are being recovered through NEP’s fuel clause.

New England Energy incorporated (NEEI) participatesina rate-reguloted domestic oil ond gas
exploration, development, and production program through o partnership with o non-offiliated oil

compony. This program consists of prospects acquired prior to December 31, 1983. No new prospects
will be acquired under this program. However, NEE! continues to incur costs in connection with existing
prospects. Savings and losses from this program are being passed on to NEP and ultimately to retail
customers, under an intercompany pricing policy (Pricing Policy) approved by the Securities and
Exchonge Commission (SEC). NEE! has incurred operating losses since 1986 due to precipitate declines
in oil and gas prices, and expects to incur substantial additional losses in the future. NEP’s ability to pass
such losses on 10 its customers was favorabty resolved in NEP’s 1988 FERC rate settlement. This
setilement covered all costs incurred by or resulting from commitments made by NEEI through March 1,
1988 Other subsecuent costs incurred by NEEI ore subject to normal regulatory review. NEE! follows
the full cost method of accounting for its oil and gas operations, under which capitalized costs (including
interest poid to banks) relating to wells and leases determined to be either commercial or non-commercial
are cmontized using the unit of production method The Pricing Policy hos ollowed NEEI to capitalize
oll costs incurred in connection with fuel exploration activities of its rate-regulated program, including
interest paid to banks of which $9 million, $14 million, and $22 million was capitalized in 1993, 1992,
ond 1991, respectively. In the absence of the Pricing Policy, the SEC’s full cost “'ceiling test’ rule requires
non-rate-regulated companies to write down capitalized costs to o level which approximates the present
value of their proved oil and gas reserves. Based on NEEI’s 1993 average oil and gas selling prices
and NEE!’s proved reserves at December 31, 1993, if this test were applied, it would have resulted ino
write-down of approximately $138 million after tox.

—




7. Cash

8. Deferred
charges and
other assets

9. Other current
liehilities

A summary of NEE|'s operating revenue, results of operations and assets is as follows:

Year ended December 31 (thousands of dellars) 1993 1992 1991
Opersingrevenve 546938 S 43374 5 37,560
Pre-tax loss possed on to customers 5(46,355) $ [546_)07) Sj3?,§93)
Tool assers $335,226  $407,015 485,508
Capital expenditures $ 18,965 $ 21,262 $ 32969

NEES and its subsidiaries classify short-term investments with o maturity of 90 days or less as cash.
Current benking arrangements do not require outstanding checks to be funded until actually presented
for payment. Outstanding checks are therefore recorded in accounts payable until such time as the banks
present them for payment.

The components of deferred charges and other assets are detailed below. These amounts primarily
represent costs which have been deferred for later recovery from customers in accordance with either
rate-making policies of regulatory jurisdictions or specific rate agreements entered into by NEES
subsidiaries.

Year ended December 31 1993 1992
Unomortized losses on reacquired debt S 60,333 S 49,154
Deferred SFAS No. 106 costs (see Note F-2) 24,563
Deferred SFAS No. 109 costs (see Note B) 73,760
Purchased power termination costs (see Note F-5) 28,400 4,000
Deferred gas pipeline charges (see Note E-2) 13,187 3,556
Environmental response costs (see Note E-3) 18,752
Deferred storm costs 14,774 10,619
Unamortized property losses . 12,745 18,233
Intangible asset-pensions (see Note F-1) 15,103
Other 28,518 21,000

$290,135  $106,562

The components of other current liabilities are as follows:

Yeor ended December 31 1993 1992
Accrued wages and benefits S 39,756 $15,239
Deferred unbilled revenues 32,300

Rate adjustment mechanisms 31,237 26,944
Accrued purchased power termination costs 21,900

Customer deposits 12,336 12,243
Other 16,283 11,634

$153,812 566,060




Note B

Income taxes

an

Total income taxes in the statements of consolodoted income are as follows .
Yeor ended December 31 (thousands of dollars) 9 993 s 199l
Income taxes charged to operations 5121 124 S 10 76T  $103,702
Income taxes charged to Other income "’ - 3,347 3 192 2,971
Tolol income taxes 5124 271 Sl 13 953 5106 673

Toro! income taxes, as shown obove consist of the fo||owmg componoms

Year 'qnd.q_d Dreceﬁrﬁb_e_rﬂ:!.lr_(tbgu;qui_gofdﬁlqr_s) T Rl R ____1_993 7 1992 ; 1991
Current income taxes $120,167 5102 790 S 97 806
Deferred income taxes 7.756 13,475 17,451
Investment tax credits—net C (3, 652) (2,312 _(Bégd)

Tom| income taxes 5124 271 Sl 13, 953 SlOb 673

Total income taxes, as shown obove consist of federal ond state componen's as foHows

Year evr_wded Dg;_embet_@l (fhgqsq_qu q_f d_‘olylor_})”‘ VIR 19937 ] ]992 LA 1??_!
Federal income taxes S 98 529 S 92 647 S 86,032
Siate income taxes 25 742 ; 2»1 30_6 2934_1

Total income taxes 5124 271 S 1 13 9__53 3106 673

Inves'mem tax credns of subsodnones are de(erred ond omomzed over the eshmcned lives of the propeny.
giving rise to the credits. Since the Tax Reform Act of 1986 generally eliminated investment tax credits
the amounts shown above principally reflect the amortization of investment tax credits generated in
prior years.

With regulatory approval, the subsidiaries have adopted comprehensive interperiod tax allocation
(normalization) for temporary book/tax differences

The following table details the components of the deferred income taxes of these subsidiaries:

Year ended December 31 (thousands of dollars) 1993 1992 1991 '

Cost associated with utility plant retirements ‘

deducted for tax purposes $ 9,684 S B,115 S 5,750 :

Excess tax depreciation 18,351 21,168 24,380

Early retirement program (Note F) (9,005) :

Other postretirement benefits (Note F-2) 7,762 17,430 '
Rate adjustments (1,857) (6,322) 4,867
Operating reserves (2,853) (5,349) 908
Loss on reacquired debt 4,460 6,889 1,710
Qil and gas program (27,117) (30,807) (19,942)
Other 8,331 2,351 (222)
Totol deferred income taxes S 7 756 S 13 475 § 17,451

. ®
I




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

' Year ended December 31 (thousands of dollars) 1993 1992 1991
Computed tax at statutory rate S'l 13,778  §105,251 S IOO 999
Increases (reductions) in tax resulting from: '
Reversal of deferred taxes recorded

-

at a higher rate (5,099) (7,175) (6,339)
Amortization of investment tax credits (4,697) (5,384) (7,015)
State income tax, net of federal income tax benefit 16,732 14,062 13,623
All other differences 3 557 7 199 5, 405

Total income taxes 5124 2n Sl 13,953 5106 673

The quncnal Accounting S'ondords Board estabhshed Stotemont of Fmonclal Accountmg S'ondords
(SFAS) No. 109, ““Accounting for Income Taxes'’ which became effective in 1993 In conjunction with
the new standord, NEES has recorded additional deferred taxes and a corresponding net regulatory
asset of approximately $74 million at December 31, 1993. This amount primarily reflects additional
deferred taxes related to the equity component of AFDC and other book versus tax plant items not
previously normalized, offset by deferred taxes on unamortized investment tax credits and reduced
deferred income tax reserves resulting from the reduction in the federal income tax rate from 46 percent
in 1986 1o the currently enacted rate of 35 percent. The application of this new standard did not have a
significant impact on 1993 net income

The following table identifies the major components of total deferred income taxes at
December 31, 1993

. Def;rred tax ossef;r P ¥ i (MI"IONS of dollocs)
Plant related S 99
Investment tax credits . 40
All other 129
268

Deferred tax liability:
Plant related (758)
Equity AFDC (57)
All other _(158)
1973)
Ne' deferred tax hobalny 5(705)

There were no voluahon ollowonces For deforrod tax assets deomod necessary.
Federalincome tax returns for NEES and its subsidiaries have been examined and reported on by the
Internal Revenue Service (IRS) through 1989. The IRS is currently auditing the returns for 1990 and 1991,

Non C
Seabrook Nuclear Unit 1 (Seabrook 1)

NEP owns approximately 10 percent of Seabrook ! a I 150 megawatt (MW) nuclear yenerating unit
that entered commrcaol service on June 30, 1990. NEP’s rate recovery of its investment in Seabrook 1
was resolved through two separate rate settlement ogreements, The pre-1988 portion of NEP's

. investment is being recovered over a period of seven years and five months ending in July 1995. Thie
investment, net of amortization, is shown on o separate line on the consolidated balance sheets. NEP's

3



Mote D
Yankee Atomic Nuclear Power Station

Note E

Commitments and contingencies
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Federal ond state environmental agencies, as well as private parties, have contacted or initiated
legal proceedings against NEES and certain subsidiaries regarding liability for cleanup of sites
alleged to contain hazardous «aste or substances. NEES and/or its subsidiaries have been named as
a potentially responsible part . | PRP) by either the U.S. Environmental Protection Agency (EPA) or the
Massachusetts Department of Environmental Protection [DEP) for 18 sites at which hazardous waste
is alleged to have been disposed. NEES and its subsidiaries are also aware of other sites which they
may be held responsible for remediating and it is likely that, in the future, NEES and its subsidiaries
will become involved in additional proceedings demanding contribution for the cost of remediating
additional hazardous waste sites.

The most prevalent types of hazardous waste sites that NEE S and its subsidiaries have been con-
nected with are former manufactured gas locations. Until the early 1970s, NEES was a combined elec-
tric and gos holding company system. Gos was manufactured from coal and oil until the early 1970s to
supply areas in which natural gas was not yet available or for peaking purposes. Among the waste by-
products of that process were coal and oil tars, NEES is currently aware of approximately 40 locations
(including one of the 18 locations for which NEES is a PRP) at which gas may have been manufactured
and/or stored. Of the manutactured gas locations, 17 have been Iisted for investigation by the DEP. Two
manufactured gas plant locations that have been the subject of extensive litigation are discussed in
more detail below: the Pine Street Canal Superfund site in Burlington, Vermont and a site located in
Lynn, Massachuserts.

Approximately 18 parties, including NEES, have been notified by the EPA that they are PRPs for
cleanup of the Pine Street Canal site, at which coal tar and other materials were deposited. Between
1931 ond 1951, NEES and its predeccssor owned all of the common stock of Green Mountain Power
Corporation. Prior to, during, and after that time, gas was manufactured at the Pine Street Canal site.
The EPA had . rought o lawsuit against NEES and other parties to recover all of the EPA’s past and
ruture response  osts at thic site. In 1990, the litigation ended with the filing of @ final consent decree with
the court. Under the te: ms of the seftlement, to which 14 entities were party, the EPA recovered its past
response costs. NEES recorded its share of these costs in 1989. NEES remains a PRP for ongoing and
future response costs, In November 1992, the EPA proposed a cleanup plan estimated by the EPA to
cost $50 million. In June 1993, the EPA withdrew this cleanup plan in response to public concern about
the plan and the cost. It is not known at this time what the ultimate cleanup plan will be, how much it will
cost, or what portion NEES will have to pay.

On May 26, 1993, the United States Court of Appeals for the First Circuit affirmed on appeal an
earlier adverse decision against NEES and two of its subsidiaries, Massachusetts Electric and
New Englond Power Service Company, with respect to the Lynn, Massachusetts site which was once
owned by a gos utility formerly owned by NEES. The decision held NEES and these subsidiaries liable
for cleanup of the properties involved in the cuse. Although the circumstances differ from location to
location, the Court of Appeals opinion has adverse implications for the potential liability of NEES and
its subsidiaries with respect to other gas manufacturing locations operated by gas utilities once owned
by NEES.

In November 1993, the Massachusetts Department of Public Utilities approved a rate agreement filed
by Massachusetts Electric that resolved oll rate recovery issues related to Massachusetts manufactured
gos sites os well as certair other Massachusetts hozardous waste sites. The rate agreement allows for
environmental cleanup costs for such sites to be met by establishing o special interest bearing fund on
Massachusetts Electric’s books. The fund's initial balance of $30 million has come from previously
recorded reserves and is not recoverable from customers. NEES had previously established approxi-
mately S40 million of reserves related to Massachusetts manufactured gas locations earlier in 1993
and in prior years. The resolution of the issue of rate recovery resulted in ¢. one-time increase 1o fourth
quarter earnings of $ 11 million. Annual contributions of $3 million, adjusted for inflation, will be added
to the fund by Massachusetts Electric and be recoverable in rates. Under the agreement, any shortfalls
in the fund will be paid by Massachusetts Electric and be recovered through rates over seven yeaf,
without interest.

Predicting the potential costs to investigate and remediate hazardous waste sites continues to be
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difficult. Factors such as the evolving nature of remediation technology and regulatory requirements )

and the particular characteristics of each site, including, for example, the size of the site, the nature and ‘

amount of waste disposed at the site, and the surrounding geography and land use, make precise

estimates difficult. There are also significant uncertainties as to the portion, if any, of the investigation .

and remediation costs of any particulor hazardous waste site that may ultimately be borne by NEES

or its subsidiaries. At year end 1993, NEES had total reserves for environmental response costs of

$56 million (included in Other reserves and deferred credits) und a related regulatory asset of $19 million,
NEES believes that hazardous waste liabilities for all sites of which it iz aware, and which are not

covered by a rate agreement, will not be material (10 percent of common equity) fo its financial position

Where appropriate, the NEES companies intend to seek recovery from their insurers and from other PRP;

but it is uncertain whether, and to what extent, such efforts would be successful.

J

The Price-Anderson Act limits the amount of liability claims that wouid
o single incident at @ nuclear plant to $9 2 billion (based upon 114 licensed reactors). The maximum
amount of commercially avoilobie insurance coverage to pay such ciaims is only $200 million. The .1,
remaining $9.0 billion would be provided by an cssessment of up to $79.3 million per incident leviedon,
each of the nuclear units in the United States, subject to o maximum assessment of $10 million per incident
per nuclear unit in any year. The maximum assessment, which was most recently calcu'ated in 1993,

is to be adjusted of least every five years to reflect inflationary changes. NEP’s current interest in the
Yankees, Millstone 3, and Seabrook 1 would subject NEPto an $81.8 million maximum assessment per
incident. NEP’s payment of any such assessment would be limited to @ maximum of $10.3 million per
incident per year. As a result of the permanent cessation of power operation of the Yankee Atomic Plant, }
Yankee Atomic has petitioned the NRC for an exemption from obligations under the Price-Anderson Act.

have to be paid in the event of

b

nt to long-term contracts with owners of

NEP purchases a portion of its electricity requirements pursua
various generating units. These contracts expire in various years from 1995 to 2029.

Certain of these coniracts require NEP to make minimum fixed payments, even when the supplier is .
unable to deliver power, to cover NEP's proportionate share of the capital and fixed operating costs of :
these generating units, The majority of the payments under these contracts are to the Yankees (excluding §
Yankee Atomic—See Note D) and Ocean State Power, entities in which NEES subsidiaries hold owner- :
ship interests. These contracts have minimum fixed payment requirements of $210 million in 1994 and {
1995, 5195 million in 1996, and $185 million in 1997 and 1998,

NEP’s other contracts, principally with non-utility generators, require NEP to make payments only
it power supply capacity and energy are deliverable from such suppliers. NEP’s payments under
these contracts amounted to $210 million, $200 million, and $190 million in 1993, 1992, and 1991 :
respectively. ;

NEP has also incurred certain purchased power contract termination costs which it expects to recover
in future rotes pursuant to a rate settlement agreement. (See Note A-8B). 1
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The System'’s retirement plans are noncontributory defined-benefit plans covering substantially ol
employees. The plans provide pension benefits based on the employee’s compensation during the five
years betore retirement. The System’s funding policy is to contribute each year, the net periodic pension
cost for that year, However, the contribution for any year will not be less than the minimum required
contribution under federal law or greater then the maximum tax deductible amount.




Total pension cost for 1993, 1992, and 1991 included the following components:

Year ended December 3 1 (thousands of dollors) oty 92 1991
Service cost-—benefits earned during the period $11,160 S 10,984 S IO 319
Pius (less):
Interest cost on projected benefit obligation 49,346 46,171 43,602
Return on plan assets at expected long-term rate (45,032) (43,877) (41,265)
Amortization 1,364 - L2329 780
Total pension cost $ 16,838 S 14,517 S l 3,436
Assumptions used to determine pension cost were:
Discount rate 8.3% 8.5% 8.5%
Average rate of increase in future compensation levels 5.4% 6.7% 6.7%
Expected long-term rate of return on assets 8.8% 9.0% 9.0%
Actual return on plan asses S 69 203 5 38 489 S 72 668

Service cost does not reflect costs mcurred in connection w:th an eorly retirement program oﬂered by
the NEES subsidiaries in 1993 (see Note F-4).
The following table sets forth the plans’ funded status:

Retirement Plans (millions of dollars)

7 Decomber 31, 1993 ' Deco__rp!_:_er 31, ]992_ »
Union Non-Union Supple ~ Union Non-Union Supple
Employee Employee mentol Employee Employee mental
T Vo Clom . BPow = P  Wes
Benefits earned
Actuarial present value of
accumulated benefit liability:
Vested $251 $333 $40 $217 $267 $36
Nonsssied _20 .. vk el a4 .
Total $271 $339 $40 5234 5274 §_39
Reconciliation of funded status
Actuarial present value of
projected benefit liability $310 $383 S44 5268 $309 540
Unrecognized prior service costs (8) (6) (4) (11) (6) (5)
SFAS No. B7 transition liability not
yet recognized (amortized) - (n (5) - (2) (6)
Net gain (loss) not yet recognized
(amortized) (1 (45) (2) 6 (?) (1)
Additional minimum
liability recognized - 8 -~ - - -~
291 ool SRRND . m
Pension fund assets at foir value 302 318 - 280 295 -
SFAS No. B7 transition asset not
yet recognized (amortized) (14) L B {16) e e
208 L 264 . ..
Accrued pension/(prepaid)
payments rocorded on books S 3 $ 21 54_0 S ( 1) S (3) 528

The assumptions used to colculove pension cost chonged eﬁedws Junuary l 1994 to 7 3 percem
4.4 percent, and B.B percent for the discount rate, the average rate of increase in future compensation
levels, and the expected long-term rate of return on assets, respectively. These rates were usedto  *
calculate the plans’ funded status at December 31, 1993

Plan assets are composed primarily of corporate equity, guaranteed investment contracts, debt
securities, and cash equivalents.
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: 2 Postretirement In 1093, SFAS No. 106, ““Employer’s Accounting for Postretirement Benefits Other than Pensions’’ went
' benefit plans into effect. The NEES subsidiaries provide health care and life insurance coveroge to eligible retired |
! other than employees. Eligibility is based on certain age and length of service requirements and in some cases
pensions retirees must contribute 1o the cost of their coverage. This new standard requires employers fo establish o’
liobility during the working years of employees for the expected cost of providing postretirement benefit
other than pensions (PBOPs) instead of recording such costs when poid. ~
The total cost of PBOPs for 1993 includes the following components:
(housondsofdellers)
Service cost— benefits earned during the period S 8,160
Plus (less)
Interest cost on the accumulated benefit obligation 30,457
Return on plan assets at expected long-term rate {5,089)
Amortization 18,418
Total postretirement benefit cost § 51,946
Assumptions used to determine postretirement benefit cost were:
Discount rate 8.25%
Health care cost rate—near-term 12.00%
Heclth care cost rate—long-term 7.25%
Expected long-term rate of return on assets 8.50%
Aduolrewmonplonassets .8 5240 |
J The following table sets forth benefits earned and the plan’s funded status: .
December31.1993  January 1, 1993
| Accumulated postretirement benefit obligation:
Retirees 5249 $196
| Fully eligible octive plan participants 23 47
z Other active plan participants 130 125
Total benefits earned 402 368
Unrecognized transition obligation (350) (368)
Nat loss not yet recognized 4 L
8 .
Plan assets at foir value ~ B6 48
Prepaid postretirement benefit costs recorded on books s 41 S 48

The assumptions used to ccleulate postretirement benefit cost changed effective Janvary 1, 1994 to
7 25 percent, 11 percent, ond 6.25 percent for the discount rate, the health care cost rate for 1994, and
the health core cost rate for years 2005 and beyond, respectively. These rates were used to calculate the
plon’s funded status at December 31, 1993. The prepaid postretirement benefit cost shown in the funded
status at Janvary 1, 1993 consists of contributions made in 1992 in advance of adoption of the new
standard. -
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4.1993 Early

The health care cost trend rate assumption has a significant effect on the amounts reported. Increasing
the assumed rates by 1 percent in each year would increase the accumulated postretirement benefit
obligation os of December 31, 1993 by approximately S60 million and the net periodic cost for the year
1993 by approximately $7 million.

The NEES subsidiaries fund the annual tax deductible contributions. These plan assets are invested in
equity and debt securities and cash equivalents. ~

Priorto 1993, NEES subsidiaries recorded the cost of PBOPs when paid. These coss am«:un'ed to
approximately $13 million in 1992 and $12 millionin 1991, Each of the NEES subsidiaries has been
permitted to recover amounts on either a current and/or deferred basis, which are expected 1o at least
equal the amounts calculated in accordance with this new accounting standard. In o statement of policy
opplicable to NEP and all other utilities subject 1o its rote-making jurisdiction, the FERC stated that the
increased costs resulting from this new standard could be deferred pending the next rate filing so long as
such filings occur before the end of 1995 This new standard increased total 1993 costs by $40 million,
approximately $ 10 million of which was capitalized as a construction overhead. Of the remaining
530 million, S5 million was recovered in rates in 1993 and 525 million was deferred for later recovery.
Theretore, adoption of this new standard did not have a significant impact on net income.

OnJonuary 1, 1994, SFAS No. 112, ““Employer’s Accounting for Postemployment Benefits’’ became
effective. The statement requires recognition of the postemploymer:t benefit obligation when earned by
employees. The most significant types of postemployment benefits offered by NEES subsidiaries include
income continuance while on long-term disability, workers’ compensation, and continuation of health
and life insurance coverage during disability. The NEES subsidiaries adopted this standard in 1993 and
recorded a charge to earnings in the fourth quarter of $5 million representing the cumulative effect of
adopting the new standard.

In February 1993, NEES subsidiary companies offered o voluntary early retirement program to

retirement and non-union employees who were at least 55 years old with 10 years of service. This program was part of

special severance  anorganizational review with the goal of streamlining operations and reducmg the work force. The

programs early retirement offer was accepted by 344 employees. A special severance program was also
announced in February 1993 for employees affected by the organizational review, but who were not
eligible for, or did not accept, the early retirement offer. NEES subsidiaries recorded in the first quarter o
one-time charge to 1993 earnings of approximately $ 18 million, atter tax ($28 million, before tax), to
reflect the cost of the early retirement and special severance programs which consisted principally of
pension benefits.

Note G

Short-term borrowings

At December 31, 1993, NEES and its consolidated subsidiaries had $72 million of short-term delbt
outstanding in the form of commercial paper borrowings. At December 31, 1993, these companies had
lines of credit with banks totaling $446 million which are available to provide liquidity support for
commercial paper borrowings and for $252 million of NEP’s outstanding variabie rate mortgage bonds
in commercial paper mode (see Note 1) and for other corporate purposes. There were no borrowings
under these lines of credit ot December 31, 1993, There are no compensating balance arrangements.
Fees are paid in liev of compensating balances on most lines of credit.
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Note H
Share capital of New England Eiectric System

— ——

NEES did not issue new shares of its common stock in 1993 or 1992. NEES issued additional common
shares, S1 par value, in 1991 as follows:

- Paid-in

(thousandsofdollors) 0 Per  copil
Dividend reinvestment and

common share purchase plan $212  § 5,080
Employee share plans 386 9.6n

$398 51475

—

Notel
Long-term debt

Substantially oll the properties of NEP, Massachusetts Electric, and The Norragansett Electric Company
{Narragansett) are subject to the lien of mortgage indentures under which mortgage bonds have been
issued

The aggregate payments to retire maturing long-ferm debt are as follows:

(thousands of dollars) 1994 1995 1996 1997 1998
Maturing long-term debt $35,000 $10,000 S 62,500 S 60,000
Mandatory prepayments:
Hydro-Transmission Companies 511,520 - 11,520 . 11,520 11,520 1.5
Granite State Electric Company 1,400 1,400 1,400 400 400
NEE 38,000 75,000 75,000 50,000

Total $12,920 $85920 $97,920 $149,420 $121,920

The terms of $342 million of variable rate pollution control revenue bonds collateralized by NEP
mortgoge bonds require NEP to reacquire the bonds under certain limited circumstances. At December
31, 1993, interest rates on NEP’s variable rate bonds ranged from 2.20 percent to 3.40 percent. Also,
at December 31, 1993, interest rates on NEE|'s debt ranged from 3.5625 10 3.875 percent.

At December 31, 1993, NEES subsidiaries’ long-term debt had a carrying value of $1,524,509,000
ond had a fair value of approximately $1,625,000,000. To estimate fair volue, the carrying amount
was seod to- debt that reprices frequently at market rates because the carrying amount is o reasonable

estim ove o | ~ir value. For all other debt, the fair market value of the NEES subsidiaries’ long-term debt
wos estimated vased on the quoted prices for similar issues or on the current rates offered to the System
for debt of the same remaining maturity. The fair value of the NEES subsidiaries’ short-term debt

approximates corrying value

Note J
Redemption of preferred stock

During 1993, ollof NEP’s 8 68 percent Series and 8.40 percent Series of cumulative preferred stock,
all of Massachusetts Electric’s 7.80 percent Series and 7 .84 percent Series of cumulative preferred sto
and all of Narragansett’s 8.00 percent Series of cumulative preferred stock were redeemed. Total «
premiums of $2 million in connection with these redemptions were charged to retained earnings in 1993.
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Report of
Independent
Accountanis

The management of New England Electric System is responsible for the integrity of the consolidated
financial statements included in this annual report. The financial statements were prepared in accord-
ance with generally accepted accounting principles using management’s informed best estimates and
judgments where appropriate to fairly present the financial condition of the System and its results of
operations. The information included elsewhere in this report is consistent with the financial statements.

The System maintains an accounting system and system of internal controls which are designed to
provide reasonable assurance as to the reliability of the financial records, the protection of nssets, and
the prevention of any material misstatement of the financial statements. The System’s accounting controls
have been designed to provide reasonable assurance that errors or irregularities, which could be
material fo the financial statements, are prevented or detected by employees within a timely period as
they perform their assigned functions. The System’s internal auditing staff independently assesses the
effectiveness of internal controls and recommends improvements when appropriate.

Coopers & Lybrand, the System’s independent accountants, are engaged to audit and express their
opinion on our financial statements. Their audit includes o ( wview of internal controls to the extent
required by generally accepted auditing standards.

The Audit Committee, composed solely of outside directors, meets periodically with management, the
internal auditor, and the independent accountants to ensure that each is carrying out its responsibilities
and to discuss auditing, internal accounting control, and financial reporting matters. Both the internal
auditor and the independent accountants have free access to the Audit Committee, without management
present, to discuss the results of their audit work.

,(A\ / ~7 J Foi?
Vot 27 Fone d.\\mcm\c::

7~/

‘;/Ilohn W. Rowe Alfred D. Houston
President and Executive Vice President
Chief Executive Officer and Chief Financial Officer

To the Board of Directors and Shareholders of New England Electric System:

We have audited the accompanying consolidated balance sheets and consolidated statements of
capitalization of New England Electric System and subsidiaries (the Company) as of December 31,
1993 and 1992 and the related consolidated statements of income, retained earnings, and cash flows
for each of the three years in the period ended December 31, 1993 These finoncial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the oudit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and sigaificant estimates made by management, as well as evaluating the
overall financic! statement presentation. We believe that our audits provide o reasonable basis for our
opinion.

in our opunion, the financial staterents referred to above present fairly, in all material respects,
the consolidated financial position of the Company as of December 31, 1993 and 1992, and the
consolidated results of its operations and its cash flows for each of the three years in the pericd ended
December 31, 1993, in conformity with generally accepted accounting principles.

-

Boston, Massachusetts W /%W—

February 25, 1994 .
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Price range

High Low

First quarter $42/a $367/e
Second quarter S427/s 539%
Third quarter S43% 540%4
Fourth quarter 42 $37

1993

Dividend
declared

$.54
.56
$.56
$.56

The total number of shareholders at December 31, 1993 was 57,667

First
(thousands of dollars) quarter

1993

579,490
80,711
53,586

82

Operating revenue
Operating income

Net income

wVrWVv WD AN

Net in-ome per average share

574,664
91,865
64,388

Qe

(_'.‘;.p(;]v ng revenue

Uperating income

L U H

MNet income

w

Net income per average share

. A

Shareholders may direct questions or acquire
additional information about shareholder records
quarterly dividend payments, or address :htmges by
contacting a shareholder services representative

The following services are available te shareholders
who have shares registered in their own nagme direct
deposit of dividends, automatic investments, dividend

reinvestment. and safekeeping of certificated shares

Dividends are generally payable on the first busir

{ A i1
day ot January, Apri, July and October

Questions about the transter ot certiticate shares

shovuid be girecteq «

The annual meeting of New England Electric

Worcester, Massachusetts, on April 26, 1994, a1 10:30
Copies of the annual report on Form 10K to the
Securities and Exchange Commission and o Statistical
Report tor Q01 can be obtained . free of charge, by
writing te
-
act ™ means thet stes ot the 'ime De
ed Y 4 26 nended, which is hereby reterred!
waolth Mass h e Any ogreamer ¢ )
astate hareholde ¢ trustee, off.Ce

system w

See Notes A-2 and E-3 for discussion of items that increased fourth quarter earnings

Second
quarter

$518,136
S 46,046
S 19,146
) 30

Price range

High
$32%
$33
S$37%
$39

$29%
$32%

$34

Third

quurter

$576,644
82,498
$ 55,531
s 85

w

5 79,776 S 75,742
8,447 S 42,029 §

$540,929

$499,306
S 58,168
$ 30,173
S 47

oy N
LS

7 S

New England Electric System
Shareholder Services Department

veld at Mech

st Office Box 770

We\vbornugk Massachusetts 01581.0770
1-800-466-7215
ol No. 508-38%-2699

Toll-Free No

Lo

Bank of Boston, Transfer Processing

Post Otfice Box 644

Boston, Mas

1LY EYE
(617 . 5

G a

achusetts 02102-0644

s Mo

New England Electr

Investor Re

ne

25 Research Drive

Massachusetis U100

dea of trustees but pers y) under an Agreement
which mended has been hiled with the
P ) red by or on behalf of New Eﬂglo
sraol assumes n be held to any liability therator
v @

Mail Stop 45-01.05

Systen
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e New England Electric System
25 Research Drive
Westborough, Massachusetts 01582-0001
Telephone: (508) 366-9011
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