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NORTHEAST UTILITIES

PART 1

Item 1. Business

THE COMPANY

Northeast Utilities (the Company) is the parent company of the North-
east Utilities system (the System). It is not itself an operating company.
Through three of the Company's wholly owned subsidiaries -- The Connecticut
Light and Power Company (CL&P), Western Massachusetts Electric Company (WMECO)
and Holyoke Water Power Company (HWP) -- the System furnishes electric service
in most of Connecticut (excluding New Haven and Bridgeport and several smaller
cities and towns) and in western Massachusetts. The System companies' retail
electric service territories cover approximately 5,877 square miles in 208
cities and towns in Connecticut and Massachusetts with an estimated total
population of 2.74 million. CL&P also furnishes retail gas service in portions
of Connecticut. 1Its eleven separate gas service areas, not ful.y interconnected,
cover approximately 1,321 square miles in 51 cities and towns in Connecticut
with an estimated population of 1.22 million.

On June 30, 1982, two of the System companies -- The Hartford Elec-
tric Light Company (HELCO) and CL&P's subsidiary The Connecticut Gas Company
(Conn Gas) -- were merged into CL&P. Unless otherwise indicated, all CL&P
information in this report for periods before June 30, 1982 incorporates
information abcut HELCO and Conn Gas as if the mergers had already taken place;
financial information about CL&P hLas been restated to reflect the mergers.

Other wholly owned subsidiaries of the Company provide substantial
support services tn the System companies. Northeast Utilities Service Company
(the Service Company) supplies centralized accounting, administrative, data
processing, enaineering, financial, legal, operational, planning, purchasing
and other services to the System companies. Northeast Nuclear Energy Company
(NNECO) acts as agent for System companies in constructing and operating
nuclear generating facilities. The Rocky River Realty Company end The Quin-
nehtuk Company are both real estate companies.

The System is operated on an integrated basis, under which the direc-
tors and the principal officers of each operating subsidiary are (with some
exceptions) the same.



General

CI&P's retail electric and gas rate schedules are subject to the
jurisdiction of the Connecticut Department of Public Utility Control (DPUC).
WMECC's retail electric rate schedules are subject trn the jurisdiction of the
Massachusetts Department of Public Urilities (DPU). HWP's contracts with
irdustrial customers are filed with the DPU for information purposes, but the
rates charged are not subiect tc the DPU's jurisdiction. CL&P's, WMECC's and
HWP's wholesale electric rates are subject to the jurisdiction of the Federal
Energy Reagulatory Commission (FERC).

Cornecticut Retail Rates

Connecticut law provides tiiat increased rates may not be put into
effect without the prior approval of the DPUC, which has 150 days to act uporn a
proposed rate increase. If the DPUC does not act within chat period, the
proposed rates may be put into effect subject to refund. Interim rate in-
creases, subjcct to refundi, may be approved by the DPFUC after a public hearing
if they are found to be necessary *o prevent substantial and material deterio-
ration of the financial ¢ondition, or the adequacy and reliability of service,
of a utility. Under Connecticut law, the DirJC is required to conduct a com=-
Flete review and investigation of, and to hold a public hearing on, the finan-
cial and operating results of each electric and gas utility at least once every
two years to determine whether an increase or decrease in the level of the
utility's rates is required. The review may, and in the case of CL&P in recent
yvears always has been, combined with a regular rate case.

In recent rate decisions the DPUC has approved accounting principles
and rate-making practices that improve CL&P's ability to recover its costs
through rates. Certain adjustments to historical test year data are permitted
20 reflect many of the conditions anticipated by CL&P cduring the first year
amended rate schedules are to be ia effect, including an allowance for the
impact of inflation on the test year's operation and maintenance expenses,
increased rate pase and projected capitalization. Current DPUC practices also
permit CL&P to accrue an allowance for funds used during construction (AFUDC)
on a net-of-income tax basis and to normalize tax timing differences.

On December 14, 1,82, the DPUC issued its decision in CL&P's 1982
retail rate case, granting CL&P annual retail electric and gas revenue in-
creases aggregating approximately $101.1 million, or 6.8 percent ($78.6 mil-
lion, or 6.2 percent, for electric revenues and $22.5 million, or 10.2 percent,
for gas revenues). The total increase granted was 79.5 percent of CL&P's -
amended request. The DPUC authorized a 16.4 percent return on common equity in



the rate hase, which is 0.3 percent higher than the 16.1 percent return previ-
-’ ously alluwed, but 1.1 percent below the 17.5 percent reguested by CL&P. On

December 21, 1982 the DPUC approved revised ra‘es reflecting the increacsed

revenues; the revised rates are being charged with respect to service rendered
. to electric and gas customers on and after December 22, 1982,

In 1ts decision the DPUC found that it is in the public interest and
in the best interests of customers and shareholders that the construction of a
third nuclear electric generating unit at the System's Millstone Point plant
(Millstone 3) be continucd4. The current construction cost estimate for Mill-
stone 3 of $3.54 billion (including AFUDC) and the estimated in-service date of
May, 1986, were found to be reasonable. The DPUC also found that abandonment
of Millstone 3 would likely result in higher electricity costs for customers as
well as greater financial and investment risk for the Company. The DPUC also
found that the cost of electricity generat i by Millstone 3 over its projected
useful life will iikely be lower than the cost of energy from alternative
sources over the same period, although such costs in the early years would be
higher than replacemer* oil costs. Additional information about Millstone 3 is
found in many sections of this report. For detailed information, see "Con-
struction and rFinancing Frogram -- Construction =-- Millstone 3",

CL&P expects that it will be necessary to apply to the DPUC for

additional rate relief in 1983, but the amount of rate relief to be requested
and the time of application have not been determined.

Massachusetts Retail Rates

Massachusetts law allows the DPU to suspend a proposed rate increase
for up to six months. If the DPU does not act within the suspension period,
the proposed rates may be put into effect. Interim rate increases, subject to
refund, may be approved by the DPU after a public hearing if they are found
necessary to avoid "probable, immediate and irreparable harm" to the business
of the utility or to the interests of the custom rs or if they relate to known
and measurable expenses which, based on DPU precedent, would not be an issue in
the main proceeding.

to historic test year expenses to reflect the conditions anticipated by a
company during the first year amended rate schedules are to be in effect. The
| principal adjustments that are permitted are inflation adjustments to historic
I test year non-fuel operation and maintenance expense. Rate base and capital
| structure are based on test year-end levels adjusted for known and measurable
changes. Because the DPU does not accept many forward-looking adjustments,
WMECO dc~s not fully recover increasing costs through rates.

l
!
i Under present rate making standards, the DPU allows few adjustmernts

Current DPU practices permit WMECO to accrue AFUDC on a net-of-income
tax basis and to normalize tax timing differences.

On November 13, 1981 WMECO filed with the DPU an application for
approval of amerded rate schedules. As subsequantly revised, WMECO's request




sought increases of annual revenues aggregating approximately $24 million. The
DPU issued an order .n May 28, 1982 granting rate relief of anproximately $4.3
million, The DPU authorized a 17 percent return on common equity in rate base,
which is 1 percent higher than the 16 percent return previously allowed but
2 percent below the 19 percent requested by WMECO. On July 28, 1982 the DPU

issued an order denying WMECO's Moti n for Reconsideration, but allowing an
additional $127,000 in rate relief to reflect some of the calculation errors
WMECO sought to be corrected by its Motion for Recalculation. As revised, the
total amount of the increase was only 18 pescent of he amount WMECO had
requested.

See "Item 3. Legal Proceedings" for a description of legal and
administrative proceedings involving CL&P and WMECC, which relate *o a portion
of the DPU's orders concerning the System's generation and transmission agree-
ment.,

On October 15, 1982 WMECO filed an apr lication with the DPU for
approval of amended rate schedules reflecting i.creases of annual revenues ag-
gregating appronimately $24.1 million. WMECO also filed a petition for interin
rate relief of $5.3 million. Each request was suspended for six months., If
approved, the permanent rates would become effective May 1, 1983. Hearings on
the permanent rate application are expecced to end in early March, 1983. A

decisicn on the request for interim relief is pending.

Fuel Adjustment Clauses

The System companies have fuel adjustment clauses applicable to their
retail and wholesale electric rates, and CL&P has a purchased gas adjustment
clause applicable to its retail gas rates.

In Connecticut, administrative proceedings are required by the DPUC
each month to approve the charges proposed for the following morth under retail
fossil fuel adjustment clauses and purchased gas adjustment clauses. Monthly
fossil fuel and gas adjustment charges are also subject to retrcactive review
and appropriate adjustment by the DPUC each quarter after full public hearings.
The Connecticut clauses do not fully track changes in fossil fuel and purchased
gas costs, but the DPUC allows CL&P to recover through future rates differences
in actual fossil fuel and purchased gas expenses and the amounts currently
recovered from customers through fuel adjustment clauses.

CL&P's retail rate schedules also include a nuclear generation
utilization adjustment clause. Th's clause levels the effect on fuel costs
caused by variations from a 70 percent composite nuclear generation capacity
factor for the nuclear units in which CL&P has entitlements. See "Electric
Operations -~ Nuclear Generation -- General”. The 70 percent composite
capacity factor 1s used as a baseline because it is the capacity factor used in
setting base rates. For the twelve-month period ending July 31 of each year,
the amount of any additional fuel cost savings or any additional fuel cost
expense resulting from the actual capacity factor for that period being above
or below 70 percent will be either refunded tc or collected from customers over




the following eleven months. However, tie clause does net automatically permit
collection from customers to the extent that the factor is less than 55 percent
in the twelve-month period. For the period August 1, 198! to July 31, 1982,
the composite nuclear generation capacity factor was 74.1 percent, resulting in
fuel cost savings of $20.6 million above the base level. That amount is being
returned to customers by reducing their monthly bills through July 31, 1983.

In the previous year, the composite nuclear generation capacity factor was

57.3 percent. Additional fuel costs of $51.7 million below the base level were
incurred in that year; under the clause, that amount was collected from
customers over the subsequent twelve months. For the five months ended Decem-
ber 31, 1982, the factor was 69.2 percent.

In Massachusetts the DPU must hold public hearings before permitting
quarterly adjustments in WMECO's retail fuel adjustment clause. Al! fuel costs
are collected on a current basis by mzans of a forecasted quarterly fuel
clause. Legislaticn enacted in 1981 added to the existing quarterly fuel
clause mechanism a performance program related to fuel procurement and use.

The legislation also permits a penalty for failure to meet fuel procurement and
use performance goals set for each utility. The DPU has establishec perfor-
mance goals for WMECO for the period June, 1982 through May, 1983. All fuel
clause revenues collected in Massachusetts are subject to potential refund,
pending the DPU's examination of WMECO's actual performance. On January 20,
1983 WMECO appealed the DPU's order setting performance goals to the Massachu-
setts Supreme Judicial Court, challenging the DPU's authority to set perform-
ance standards for generating plants that are not wholly owned or operated by
WMECO. The Court's decision is not expected until late 1983. While it
continues to question the DPU's authority to set procurement standards for all
System plants, WMECO is currently operating within the present performance
standards and management believes that the likelihood of a significant refund
of fuel clause revenues is remote.

0il Conservation Adjurtment

To assist in financing the cost of converting HWP's oil-burning
Mt. Tom station to coal-burning (see "Construction and Financing Program --
Construction -~ 0il Reduction Efforte'"), the System companies developed an oil
conservation adjustment (OCA) rate mechanism. The OCA permits two-thirds of
the fuel cost savings per kilowatthour (presently calculated as of the date of
initial conversion) to be collected through rates and retained by the utility
company until the full cost of conversion is paid. With the approval of the
FERC, the DPUC and the DPU, the System companies have incorporated the OCA in
their current retail and wholesale rates. Collection of OCA revenues began in
December, 1981 and will continue for approximately three yea.s.

Wholesale Rates

CL&P has three municipal and one investor-owned wholesale electric
customers., On December 30, 1982, the FERC accepted and approved agreements
among CL&P and its wholesale customers reflecting a settlement of ail aspects




of the R-3, R-4, W-1 and W-2 wholesale rate cases pending at FERC and in the
courts. Those cases have been terminated under the settlement. The customers
will receive an annual aggregate revenue reduction of $500,000 in the level of
the existing W-1 rate, which became effective May 17, 1982, and an annual
aggregate revenue reduction of $500,000 in the level of the W=2 rate which will
become effective on July °, 1983, The custorers have withdrawn or waived their
rignts to prosecute several pending and potential claims. No adjustments were
made tu the R-3 and R-4 rates, which were charged from 1976 to 1982.

On December 3 and 6, 1982, WMECO filed rate schedule changes with the
FERC for an annual increase totalling $900,000 in wholesale rates charged its
three municipal and three investor-owned utility customers. All of the customers
concurred in the requested increase. On January 18, 1983, the FERC accepted
the filing and permitted it to become effective as of November 1, 1982, as
agreed to by the parties. In the filing, WMECO agreed not to seek to make
effective any subsequent increase in its wholesale rates before July 1, 1983.

See "Item 3. Legal Proceedings" {or a description of legal and
administrative proceedings involving CL&P and WMECO, which relate to a portion
of the DPU's order concerning the System's generation and transmission acree-
ment, and antitrust litigation with certain of CL&P's wholesale customers.

CONSTRUCICION AND FINANCING PROGRAM

Construction
General

The System companies have substantial financial commitments for their
construction programs for the next several years, principally to complete
Millstone 3., The System's construction program expenditures, including AFUDC,
in the period 1983 through 1987 are estimated to be as follows:



1984 1985 1986
(Thousands of Dollars)

Electric Plant
Production .«sisccsonee $539,943 $535,530 $359,484 $168,935

Substations and
Transmission Lines ... 24,934 26,559 14,055 8,648

D:stribution Operations. 49,648 53,353 56,348 60,737
General ....ccceccs0ccse 15,714 11,127 4,851 4,984

Gas Plant ....cecvvecenes 21,632 16,972 15,978 15,883 _16,928

TOTAL $652,071 $643,54. $450,716 $259,187 $157,561

The data shown above, and other data in this report, are presented on
the assnmption that the System companies will retain their present interests in
Millstone 3 and the Seabrook project. See "Millstone 3" and "Seabrook", below.

The 1983 and 1984 construction programs include approximately $3.6
million and $0.5 million respectively, for environrental control facilities.

Millstone 3

CL&P and WMECO are the lead participants responsible for constructing
and operating Milistone 3, 2 1,150 MW pressurized water reactor nuclear elec~
tric generating unit under construction in Waterford, Connecticut. Millstone 3
is scheduled for completion in May, 1986. CL&P and WMECO's present collective
share is 65 percent of the unit (representing 747.5 MW), of which CL&F owns
52.65 percent (605.5 MW) and WMECO owns 12.35 percent (142 MW).

On September 7, 1982, CL&P and WMECO announced the compl.etion of a
detailed review of the cost of constructing Mills*one 3. On the basis of that
review, the total estimated cost of the unit, including AFUDC, has increased o
approximately $3.54 billion. The previous cost estimate was approximately
$2.6 billion, based on a review completed in December, 1980. The May, 1986
scheduled in-service date remained unchanged. The approximate aggregate cost
of CL&P's and WMECO's joint ownership interes: in the unit is now estimated at
$2.2 billion, compared with the previous estimate of $1.69 billion.

New and revised regulatory requirements, such as those in the areas
of seismic ana fire protec”ion, are responsible for approximatoly 60 percent of
the increased custs. Other major causes of the increase are an increase to
9.25 percent, net-of-tax and compounded semi-anrually, in thes AFUDC rate
estimate used after 1982, design medifications resulting from industry experi=-
ence, revisions to escalation predictions and changes in assumed tax rates.




As of December 31, 1982 CL&P and WMECO had invested approximately
$1.071 killion in Millstone 3, including AFUDC of 3246.3 million. Their
construction »menditures for the unit, including AFUDC, are estimated to be
approximately $4.4.4 million in 1983, $5444.) million in 1984, $298.5 million in
1985, and $103.1 million in 1986. At December 31, 192 construction of the
project was approximately 60 percent complete. The Company expects that
construction will be substantially completed by the end of 1984, with pre-
operational testing and initial fuel leoading taking place in 1985,

Although it cannot assure thul the current estimate of the cost of
completing Millstone 3 will not be exceeded, management of the Company believes
that the current estimate i= reasonable. Fngireering, material purchasing and
construction are at advanced stages, reducing the likelihood of major changes
which could significantly alter the ultimate cost of constructing the unit. 1In
the opinion of management®, there are also fewer advers: outside factors at
pressnt that are likely to increase the ultimate cost, because inflation rates
ana borrowing rates have fallen and are projected to remain lower than in
recent ears, and because the rate at which the Nuclear Requlatory Commission
(NRC) has published new requlati s affecting the cost of constructing nuclear
units has lowed. Nevertheless, many factors that are outs'de the Company's
control, such as charges in the reqgulatory climate, delays or other diffi-
culties occurring in the licensing process, extended labor stoppages, higher
borrowing cc~ts and higher inflation rates, could cause the cost of construct=-
ing Millstone 3 to increase and could delay completion of the unit.

CL&P and WMECO were parties to contracte expiring on December 31,
1982 for the sale of interests representing an aggregate of 49.6 megawatts of
Millstone 3 to four other utility systems. ©On the basis of their recent
reviews of the estimated cost of constructing Millstone 3 and their power
sup;-ly needs, three of the utility systems permitted their contracts to lapse.
These three utilities had been committed to purchase an aggregate of 42.7 mega-
watts. The fourth utility system has extendec its contract through June 30,
1983, but has reduced its commitment from 6.9 megawatts to 1,73 megawatts.
CL&P and WMECO intend to continue their crforts to reduce their ownership
interests in Millstone 3.

A municipal utili®y holding a 0,365 percent joint ownership inteiest
in Millstone 3 has advised the Company that it is unable to make f.r*her
payments for its share of the cost of constructing the unit. CL&P and WMECO)
are reviewing the actions available to them.

Seabrook

CL&P has a 4.05985 percent joint ownership interest in the Seabrook
nuclear electric generating plant (two units with a rated capacity of 1,150 MW
each) under construction at a site in Seabrook, New Hampshire. Public Service
Company of New Wampshire (PSNH) is the lead participant responsible for con-
structing and scheduling Seabrock Units 1 .nd 2 On November 30, 1982, PSNH
reported the completion of a review of the estivated cost and scheduling of the
units. PSNH estimated that Unit 1 would be completed in December, 1984 and
Unit 2 would be completed in March, 1987, at a total cost of £5.12 billion,
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including AFULC at PSNH's rate. Subsequently it was decided to reduce 1983
construction to a level that wculd result in a further deferral of Unit 2's
completi-n date to July, 1987. PSNH estimates that this additional deferral
wiil result in additional costs of approximately $122 million, including AFUDC
at PSNH's rate. The two units were previously expected to be completed in
February, 1984 and May, 1986, respectively, at a cost of $3.56 billion.

PSNH attributed the higher cost estimate to such items as increased
material and labor requirements, increased desigrn and engineering complexicties,
increased quality assurance requirements, added costs due to deferral of some
work on the units in 1960 and 1981, additional financing costs, and corrections
to the previous estimate. PSNH reported that the delayed completion date
estimates reflect progress that has been slower than planned, primarily because
of increased labor requirements resulting largely from engineerirg changes.

CL&P's actual expenditures, including AFUDC but excluding nuclear
fuel, for the Ssabrook project through December 31, 1982 were approximately
$95.1 million. On the basis of the two recent revisions by PSNH, CL&P esti-
mates that its share of the costs would increase from approximately $133.9
million to approximately 3211.5 million, an increase of $77.6 million
(57.9 percent). Its construction expenditures for the Seabrook nunits,
including AFUDC, are estimated to be $37.4 million in 1983, $33.0 million in
1984, $20.7 million in 1985, $18.3 million in 1986 and $7.0 million in 1987.

PSN4 has been exper.encing difficulties in firancing ity construction
program. If PSNH's financing program or the financing programs of other
participants cannot be carried out, the construction and in-service dates for
one or both of the Seabrook units might be deferred further, or construction o:x
one or both of the units might be suspended until such finarcial proklems are
resolved. Any such deferral or suspension, or delay for any reason, would
increase substantially the estimated cost of completing the Seabrook project.

An indep<ndent engineering firm has been engaged by PSNH to review
and confirm PSNH's recent cost and scheduling estimates. CL&P is receiving
periodic interim reports from the consultant, but CLfP has not conducted an
independent review of PSNH's construction and schedule estimates and is not
able to assure that both units will be completed at the estimate® times and
costs.

In 1982 the New Hampshire Publiic Utilities Commission (NHPUC)
attempted to prohibit PSNH from using the proceeds of financinus for the
construction of Seabrook Unit 2 until compl=tion of Unit 1 or a reduction of
PSNH's ownershir interest in the Seabrook project from approximately 35 percent
to 28 percent, a level which the NHPUC believed was more consistent with PSNH's
financing capabilities. PSNH's offer to other utilities of portions of its
interest in the project received no substantial responses. Upca appeal of the
NHPUC's order prohibiting such use, the New Hampshire Supreme Court, in a
three-to~-two decision, vacated the NHPUC's order, concluding that the NHPUC
does not have the authority to impose such a prohibition on financings.

Other proceedings, before the NHPUC and before other governmental
bodies in New Hampshire and elsewhere, involve questions about the need to



complete one or both units and the ability of PSNH and other participants to
finance their interests in the project. CL&P has not independently examined
PSNH's and other participants' abilities to finance their respective shares of
the units.

0il Reduction Efforts

The System has develuped a comprehensive energy conservation and
supply plan entitled the "Northeast Utilities Conservation Program for the
19808 and 1990s" (NU 80s/90s). The major goals of NU 80s/90s are to reduce the
System's oil dependence and to assist customers to take cost effective conser-
vation actions. The customer conservation elements of the program are intended
to make customers aware of conservation's potential, to inform them about
preferred technical and economic means of conservation, and to provide them
with selected conservation services.

A specific goal cf NU 80s/90s is to cut the System's use of oil in
the generation of electricity. The principal actions which were proposed to
meet the System's oil-reduction targets are the following:

o Placing Millstcne 3 in service by 1986, as scheduled, while
retaining a substantial part of the System's present
ownership;

o Adding hydroelectric capacity, including imported sources,
and encouraging customer-owned cogeneration and small power
production, including refuse-derived and hvdroelectric
energy; and

o Converting the most suitable System o0il burning units to
coal, provided that such conversion is cost-effective and
can be financed by the System.

While reduction of the use of cil for generating electricity remains
a specific goal ol the System, occurrences since NU 80s/90s was developed in
early 1981 have adversely affected the System's ability to implement an aggres-
sive coal conversion effort. As a result, NU 80s/90s' specific target of
reducing the percentage of oil used in generation to ten percent by 1907 cannot
be met, although substantial reductions are still contemplated.

Restrictive environmental standards, the delay that results from
uncertainty in regqulatory and environmental standards and lower oil price
projections all contribute to likely increases in the estimated costs of
converting suitable oil burnirg units to coal and reductions in the expected
cost benefits from conversion.

Gignificant uncertainty has been created in Connecticut by a recent
preliminary decision of a Connecticut Department of Environmental Protection >
hearing officer in a case involving an unaffiliated utility company. If
upheld, the decision would require emissicns from a converted coal burning
plant to meet the very restrictive standards imposed by the federal government .
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on new emission scurces. The cost of meeting new source standards at CL&P's
Norwalk Harbor or Devon sites would in the Company's judgment be prohibitive,
if they could be met at all.

In the current economic and requlatory climate, therefore, the
Company has decided that it will complete the conversion of HWP's 148 MW
Mt. Tom Station in Holyoke, Massachusetts, as described below, that it will
continue its technical studies for the conversion of up to an additional seven
units, but that it will not begin the actual conversion of any more units unt:l
the required environmental standards are more favorable and certain and the
cost-effectiveness of conversion can be more assured. The System's construc-
tion program includes only funds for Mt. Tom Statior and studies.

The first phase of converting Mt. Tom Station was completed in
December, 1981, when coal burning began. Before coal could be burned, modi-
fications to existins environmental protection and control equipment, waste
water and ash disposal systems, and coal handling and coal burning facilities
were necessary. The cost of these initial modifications was approximately
$15 million, exclusive of AFUDC. More extensive modifications needed to meet
final envirormental requirements will be effected during a second phase, which
could extend until February, 1984. During the second phase the unit is operat-
ing under a delayed compliance order (DCO) issued by the federal Environmental
Protection Agency (EPA) under the Clean Air Act. The DCO permits state emis-
sion standards to be exceeded temporarily while new air pollution control
equipment is installed at the plant. The total cost of converting Mt. Tom
Station is estimated at $40 million. The initial financing for conversion of
Mt. Tom Station is being provided by a $12 million pollution control revenue
bond issued by the City of Holyoke, Massachusetts, and a $28 million revolving
credit loan agrecment between HWP and a syndicate of banks. These borrowings
are being repaid through the use of the OCA mechanism described in "Rates".

In addition to .ompleting Millstone 3, the significant oil reduction
energy supply actions other than conversion of Mt. Tom Station involve
importing hydroelectric power fiom Canada, adding some hydroelectric capacity
in the System's service area, and cuoperating with cogenerators and small power
producers.

In January, 1982, CL&P, WMECO and HWP entered into agreements with
other New England utility companies which will finance, construct and own the
United States portion of a 450 kV direct current transmiesion circuit between
New England and Quebec, Canada. The project would initially provide approxi-
mately 690 MW of caracity for importing electricity gererated in Canadian
hydroelectric plants. By the end cf February, 1983, most of the material
requlatory approvals necessary for construction to begin had been obtained.

The DPU aprroved WMECO's participation in the project in December 1982. The
DPUC approved CL&P's participation in the project on March 1, 1983. HWP's
participation does not require state regulatory approval. The line is expected
to be completed by November, 1986. Under the agreements, the System companies
will be responsible for their share (expected to be 23.6 percent) of the annual
costs associated with the United States portion of the interconnection when the
line is completed, and they will be entitled to use their proportinnal shares
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of the line's capacity to transfer power to and from Quebec. The System
expects that, in addition to reducing oil consumption, the project will make
cost savings available to customers by enabling the System to purchase surplus,
lower cost Canadian power. Cost savings will also be achieved by permitting
the "banking" of erergy in Canada during off-peak hours in New England, while
making equivalent amounts of energy available to New England during peak hours.

HWP is constructing Hadley Falls Unit No. 2, a 15 MW hydroelectric
facility in Holyoke, Massachusetts. Through December 31, 1982, HWP had expended
$10.7 million on the unit. The project is scheduled for completion in November,
1983, at a total cost of approximately $21.4 million.

CL&P also proposes to cooperate with a private developer in a project
under which the private developer wculd construct a 6 MW hydrcelectric facility
on the Housatonic River between Derby and Shelton, Connecticut. The facility
is expected to cost approximately $17 million; financing for the project is to
be provided by the private developer. An application with respect tc that
project was filed with the FERC in February, 1983, An application for that
site had previousiy been filed by a competing developer. Regulatory approval
for the project in which CL&P is involved is not assured.

In its December, 1982 CL&P retail rate decision, the DPUC ordered
CL&P to prepare an "aggressive" hydroeliectric development program. Such a
program would compel CL&P to reconsider its standards for evaluating the cost
effectiveness of developing additional capacity sources. The economic justifi-
cation for hydroelectric projects under such a program wil! require cost
recovery over a significantly longer period than CL&P has previously used for
economic studies.

CL&P is cooperating with the Connecticut Resource Recovery Authority
(CERA) in a study of the technical and financial feasibility of a refuse
recovery and burning project at CL&P's South Meadow (Hartford) Station to use
solid wastes from a number of mid-Connecticut municipalities as a fuel source
for generating electricity. If the project is found to be feasible, modifica-
tion of the South Mecadow facilitiss could be accomplished by approximately
1986. The CRRA would provide most of the financing for the project. It would
build and own refuse receiving, processing and storage facilities on land
leased to it by CL&P. It would also build and own the boilers and ancillary
equipment for production of steam at the generating plant. CL&P would rehabil-
itate its existing steam turbine generators, operate the boiler and generaticn
facilities, and purchase all or a portion of the steam when it is available.
The project, which might alsc burn coal as a supplemental fuel, would have
capacity of approximately 65 MW. CL&P's participation in the project would be
subject to DPUC approval.
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Financinc Nuclear Fuel

The System's nuclear fuel requirements are for its two operating
nuclear units, Millstone Unit Nos. 1 and 2 (Millstone 1 and 2) and for the
three nuclear units under construction in which the System has interests,
Milistone 3 and the two Seabrook units. "The reguiremenus for the Millstone
units are financed through a third party trust financing described below. All
nuclear fuel for CL&P's share of the Seabrook units is owned and .inanced
directly by CL&P. For the period 19283-1987, CL&P's share of the cost of
nuclear fuel for the Seabrook units is estimated at $12.5 million, ircluding
AFUDC.

In February, 1982, CL&P and WMECO entered into arrangements under
which & trust (the Niantic Bay Fuel Trust, or "NBFT") will own and finance the
nuclear fuel for Millstone 1 and 2 and the System's share of the nuclear fuel
for Millstone 3. NBPT finances such fuel from the time uranium is acquired,
during the offsite processing stages and through its use in the units' reactors.
NBFT obtains funds from bank loans, the sale of commercial paper backed by a
bank letter of credit and the sale of intermediate term notes. The fuel will
be leased to CL&P and WMECO by the trust while it is used in the reactors, and
will be transferred to CL&P and WMECO when it is discharged from the reactors.
CL&P and WMECO are severally obligated tc make quarterly lease payments, to pay
all expenses incurred by NBFT in connection with the fuel and the financing
arrangements, to purchase the fuel under certain circumstances and to indemnify
all the parties to the transactions.

The trust arrangements presently allow up to $230 million to be
financed by NBFT through January, 1987 with bank loans and letter-of-credit-
backed commercial paper. After that date, the arrangements with the banks will
continue in effect from year to year unless terminated voluntarily by CL&P and
WMECO or unless terminated, in whole or in part, by the banks upon four years'
prior notice. The arrangements with the banks also allow up to $300 million in
aggregate principal amount of intermediate term notes to be sold by NEFT.
Through December 31, 1982, NBFT had issued $125 million of intermediate term
notes. The amount of credit available to CL&P and WMECO through NBFT is
increased by the amount of any intermediate term notes which are sold.

During 1982, NBFT acquired the fuel being prccessed for Millstone 1
and 2 and the System's share of the fuel being processed for Millstone 3.
Before it was acquired by NBF?T, the fuel in process for Millstone 1 and 2 had
been financed on behalf of CL&P and WMECO by another fuel trust which owned the
fuel until it was placed in a reactor. Fuel in the Millstone 1 and 2 reactors
had been financed by NNECO, a subsidiary of the Company, through bank borrowings,
issuing secured notes and receiving capital contributions or advances from the

Company .

On December 1, 1982, the fuel in the Millstone 1 and 2 reactors was
acquired by NBFT. Proceeds of approximately $109 million were received by
NNECO and were used primarily to retire $65 million of NNECO's secured notes
and to make a $30 million dividend payment to the Company.




As of December 31, 1982, NBFT's investment in nuclear fuel for all
three Millstone units was approximately $267.0 million, which consists of
$96.4 million of fuel being processed for Millstone 1 and 2, $66.3 million of .
fuel being processed for Millstone 3 and $104.3 million of fuel in the Mill-
stone 1 and 2 reactors.

Nuclear fuel costs are being recovered through rates as the fuel is
consumed in reactors.

Financing
1982

In 1982 the System companies realized aggregate gross proceeds,
before underwriting commissions and costs of issuance, of approximately
$311 million by issuing and selling common shares, preferred stock and first
mortgage bonds. 1In addition, the System companies entered into revolving
credit and trust financing arrangements, described below, under which up to
approximately $1.0 billion can be made available to the System companies.
These financings were undertaken to support the construction and nuclear fuel
requirements described above and to meet approximately $237 million of 1982
debt maturities and cash sinking fund requirements.

The Company issued and sold eight million common shares in a public
offering in May, realizing net proceeds of approximately $82.8 million. The
Company also realized approximately $25 million in 1982 through the sale of
approximetely 2.5 million shares under its dividend reinvestment and common
share purchase plan. HELCO issued and sold $20 million principal amount of
eight year first mortgage bonds in February at an interest rate of 17.6 percent
per annum and $40 million principal amount of ten year first mortgage bends in
May at an interest rate of 15 5/8 percent per annum; CL&P assumed these bonds
and all other outstanding HELCO bonds on June 30, 1982, in connectioii with its
merger with HELCO. CL&P issued and sold $100 million principal amount of
thirty vear first mortgage bonds in October at an interest rate of 15 percent
per annum and issued and sold, for $40 million, 807 ,00C shares of preferred
stock in June at a dividend rate of 15.04 percent per annum. The Company made
capital contributions of $110 million tc CL&P, $1C million to WMECO and $3
million to HWP in 1982. The bulk of those funds were provided by the
$82.8 million proceeds of the Company'’s public offering of eight million shares
in May, with the balance coming from the sale of shares under the Company's
dividend reinvestment and common share purchase plan and a $30 million “ividend
from NNECO to the Company.

In February, 1982, CL&F and WMECO completed the new nuclear fuel
financing arrangements described above under "Financing Nuclear Fuel”. 1In
October CL&P and WMECO revised a $140 million revolving credit and term loan
agreement to reduce borrowing costs, extend maturities and increase the maximum
amount that could be borrowed to $200 million. In November CL&P entered into a
two-year $50 million floating rate Eurodellar loan agreement. '
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In March, 1982 CL&P and WMECO entered into a construction trust
arrangement to provide advance commitments to assist them to finance their
shares of the cost of constructing Millstone 3. The financing involved the
establishment of a special purpose trust. The trust was given a lien, junior
to the liens of CL&P's, HELCO's and WMECO's first mortgage indentures, on the
companies' interests in Millstone 3 in exchange for the construction trust's
agreement to make loans to the companies and to reimburse the companies for a
significant portion of their Millstone 3 expenditures as they are incurred.

The trust's obligations are initially limited to $400 million. The trust will
meet its obligations by issuing up to $200 million of letter-of-creait-backed
commercial paper and issuing up to an additional $200 million of term notes to
participating banks. Once Millstone 3 is in service, but beginning no later
than 1988, the trust obligations are to be repaid over a four-year period. The
companies are also obligated to pay all expenses incurreG by the trust in
connection with the financing arrangements, to repay the borrowings before
their normal maturity in certain circumstances, and to indemnify all parties to
the transactions. As of December 31, 1982, the trust had provided $%6 million
and $39 million of financing for CL&P and WMECO, respectively.

Requirements

In addition to financing the construction requirements described
under “Construction", the System companies are obligated to meet $205 million
of long-term debt maturities and cash sinking fund requirements in 19&3 through
1987. In 1933, long-term debt maturity and cash sinking fund requirements will
be $18 million.

In 1983 the construction program expenditures of $652 million, the
nuclear fuel requirements of $2 million for CL&P's share of fuel for the
Seabrook station, and the long-term debt maturity and cash sinking fund re-
quirements of $18 million are erpected to produce aggregate capital require-
ments of $672 million. The System companies propose to finance their 1963
requirements through a combination of internally generated and external funds,
with external funds expected to provide approximately three-fourths.

1983

The Company expects to offer approximately six million additional
common shares to the public in 1983. These shares would be in addition to
those issued under its dividend reinvestment and common share purchase plan.
CL&P expects to issue and sell approximately $130 million principal amount of
intermediate term or long-term debt securities and approximately $45 million
(900,000 shares) of its $50 par value per share preferred stock in 19€3. WMECO
expects to issue and sell approximately $50 million (500,000 shares) of its
$100 par value per share preferred stock in 1983. The Company expects to make
additional open account advances or capital contributions in 1983 to System
companies in amounts up to $90 million in the aggregate, primarily to CL&P (up
to $60 million) and WMECO (up to $30C million).
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In lieu of one or more conventional first mortgage bond issues, CL&P
might borrow up to $75 million in 1983 in a Eurobond financing that would be
effected through a special finance subsidiary. The subsidiary would issue its
own debentures in the Eurobond market (i.e., cutside the United States of
America) and would relend the net proceeds of the debenture issue to CL&P.
CL&P would guarantee its subsidiary's obligations. CL&P is also considering
entering into an floating rate Eurodollar intermediate term loan arrangement
for up to $75 million coupled with an "interest rate swap" arrangement. The
objective of such an arrangement is to convert the floating rate term loan
obligation into a fixed rate obligation having a lower effective interest cost
than a comparable first mortgage bond issue. Whether a Furobond issue, a tewm
loan and interest rate swap transaction or a conventional first mortgage bond
issue will be effected by CL&P will be evaluated at the proposed time of issue
in the light of prevailing interest rates and market conditions.

The amount and kind of each issue of securities, and the timing of
the securities issues have not been definitively determined.

Financing Limitations

The amcunts of short-term borrowings which may be incurred by the
Companv, CL&P, WMECO, HWP -~., NNECO are subject to periodic approval by the
Securities and Exchange Commission (SEC) under the Public Utility Holding
Company Act of 1935. Short-term or other unsecured borrowings are also re-
stricted, in the case of CL&P and WMECO, by the preferred stock provisions of
their chacters, and in the case of the Company, WMECO and HWP, by loan agree-
ments. The amounts of such restrictions and the amounts of outstanding sliort-
term borrowings are set forth below for the Comoany, CL&P, WMECO, HWP and NNECO
as of December 31, 1982:

Restrictions Outstanding at 12/31/82

Preferved Stck Short- Total Short-
SEC and Loan Commercial Term Bank Term Debt
Authorization Limitations* Paper Loans** Outstanding
(Thousands of Dollars) (Thousands of Dollars)

Company $100,000 $298,000 -0 = $ 10,000 $ 10,000

CL&P

WMECO

HWP

seseanue 410,000 571,000 $ 25,775 8,800 34,575
senenew 85,000 89,000 11,950 1,000 12,950
sesaas 28,000 41,000 -0 - -0~ -0 -

NNECO ... ’ 80,000 NONE -0 - -0 - - 0 =

$/03,000 $999,000 $ 37,725 $ 19,8C0 $ 57,525

[see footnotes, next page]




while not restricting the amount of short-term debt which CL&P or WMECO
may incur, several other loan agreemeiits under which CL&P anc WMECO are
borrowers provide that the lender is not required to make additional loans
if the borrower does not meet specified financial ratios. Compliance with
such ratios normally requires, in effect, that the borrower's debt (as
defined in each agreement) not exceed specified percentages oi total
capitalization (as defined).

** See note 5 to the consolidated financial statements for infornation about
credit lines available to System companies.

The indentures securing the outstanding first mortgage bonds of CL~P
and WMECO provide that additional bonds may not be issued, except for certain
refunding purposes, unless earnings (as defined in each indenture, and before
income taxes) are at least twice the pro forma annual interest charges on
outstanding bonds and certain prior lien obligations (including outstanding
HELCO bonds in the case of CL&P) and the bonds to be issued. CL&P's first
mortgage indenture contains a second test that must be met before additional
bonds may be issued, namely that CL&P's earnings (as defined, and after deduct-
ing income taxes) are at least 1 3/4 times the pro forma annual interest
charges on outstanding bonds and certain prior lien cobligations (including
outstanding HELCO bonds) ané the bonds to be issued. The preferred stock
provisions of CL&P and WMECO also prohibit the issuance of additional preferred
stock unless earnings (as udefined) are at least one and (ne-half times the pro
forma annual interest charges on indebtedness and the annual dividend require-
ments on preferred stock that will be outstanding after tie additional stock 1is
issued.

On the basis of the indenture and preferred stock formulas, the
coverages for the years ended December 31, 1980, 1981, and 1982 were, based on
the amounts outstanding as of tlie end of such periods, as follows:

CL&P WMECO
Bond
Coverage Preferrad Preferred
Stock Bond Stock
2,00 Test 1.75 Test Coverage Coverage Coverage
December 31, 1980 2.20 By iy e 5 § 2.23 1.25
December 31, 1981 2.38 1.90 1.46 2.46 1.56

December 31, 1982 2.83 2.19 1.73 2.66 1.63



As part of the merger of HELCO into CL&P, the outstanding preferred
stock of HELCO became preferred stock of CL&P. The new CL&P preferred stock
has the same dividend rates, sinking funds, liquidation preferences and other
relative rights and preferences as the HELCO shares for which they were sub-
stituted. The outstanding HELCO bonds were assumed by CL&P, and the HELCO
indenture was closed to the issuance of additional bonds. Any subsequent bond
issues, including any refunding of outstanding HELCO bond issues, will be
effected under the CL&P indenture.

The System companies' ability to meet their financial requirements
depends heavily on the adequacy of future earnings, and, therefore, on their
ability to obtain adequate and timely rate relief., Since a substantial portion
of the subsidiaries' earnings in the period before Millstone 3 and the Seabrook
units are placed in rate base is expected to consist of AFUDC, a noncash item,
the extent to which the companies must issue senior securities to meet cash
requirements is increased. Gencrally prevailing interest rates and other
conditions in the capital markets, and the market appraisal of the System
companies' securities, including the Company's common shares, also affect the
System companies' ability to carry out their financing plans. If the System
companies were to encounter difficulty in financing their present requirements,
they would be forced to consider further deferrals or abandonments of projects
in their respective construction programs and further reductions of their
ownership interests in generating units, operating or under construction.

ELECTRIC OPERATIONS

Distributicen and Logg

System operating companies own and operate a fully-integrated elec-
tric utility business. System companies' retail electric service territories
cover approximately 5,877 square miles and have an estimated total population
of 2,74 million. The companies furnish retail electric service in 208 cities
and towns in Connecticut and Massachusetts.

System operating companies furnish firm wholesale electsi: service to
eight municipal electric systems and four investor-owned electric systems.
Three Connecticut municipal electric system: rl.at had previously been flirm
wholesale customers of CL&P have kren served since late 1981 by the Connecticut
Municipal Electric Energy Cooperative (CMEEC). CL&P has sold CMEEC
life-of-unit rights to capacity from 24 of CL&P's own generating units, and
from CL&P's interests in ten jcintly-owned generating units. These contracts
involve capacity comparable tc that pre¢«viously used by CL&P to serve the
municipal systems now served by CMEEC. The contracts do not affect CL&P's
ownersh.p interests in the generating units,
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The City of Springfield, Massachusetts, is studying the possibility
of forming a municipal electric department and acquiring WMECO's facilities in
the city. Springfield is the largest city in WMECO's service territory.

About 86 percent of the System's consolidated operating revenues for
1982 came from electric operations. Electric revenues for 1982 were derived 42
percent from residential customers, 32 percent from commercial customers, 21
percent from industrial customers, 3 percent from wholesale customers and the
balarce from others. The components of electric revenues werz not materially
different in 1981,

Through March 1, 1983 the all-time maximum demand on the System was
4,126,600 kilowatts, which occurred on January 12, 1981. This figure includes
slightly more than 100,000 kilowatts of demand from CMFIC's members. Since
October 1, 1981, maximum demand has been computed without CMEEC's requirements.
The generating capacity of the System's generating plarts (including the System
companies’ entitlements in regional nuclear generating companies) was 6,373,400
kilowatts at the time of the peak. The System was s:lling 388,900 kilowatts of
capacity from its plants to other utilities at that time. Svstem capacity
which is in excess of System needs is offered for sa.e to other utilities.

During 1982, Systen enerqgy requirements were met 57 percent by
nuclear units, 32 percent by oil burning units, seven percent by coal burning
units, and four percent by hydroelectric units., By comparison, durirg 1981,
System energy requirements were met 54 percent by nuclear units, 42 percent by
oil burning units, one percent by coal burning units, and three percent by
hydroelectric units.

A goal of the System is to promote conservation measures that will
help contain the growth in the demand for electricity. The System's March,
1983 load forecast estimates that total energy requirements over the next ten
years will grow at an annual compound rate of 1.5 percent, which approximates
the load growth tairget set forth in NU 80s,/90s more than two years aco. The
Company believes that the lack of significant load growth experienced in che
past three years, and the decline of 1.9 percent in the System's kilowatthour
sales from 1981 to 1982 (excluding sales to CMEEC for the first nine months of
1981), result ir large measure from poor econcmic conditions and unusually
moderate weatl.er in the region, and that these do not represent long-term
trends that should be expected to continue. See "Construction and Financing
Frogram -- Construction =-- 0il Reduction Efforts" for information about the
System's conservation and load growth plans.

The Company expects that the System will be abLle to meet currently
projected customer clectricity loads with its existing operating units reliably
until at least the early 1950s. It expects that the addition of Millstone 3
and the two Seabrook units would provide the System with the additional
capacity necessary to neet projecte:l loads until the late 1990s. Decisions
about capacity additions to meet reeds for later periods are expected to be
made in the mid-1980s,
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Generation and Transmission

Systen operating companies and most otior New England utilities with
electric generating facilities are parties to the New England Power Pool
(MEPOOL) Agreement. Under the NEPOOL Agreement the region's generation and
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