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Financial Review

The Campany has power contracts with its stockholder vtilities through June 1991 which require tiese
utilities w purchase all of the electrical output of the plant at a cost equal to total operating expenses plus a
return on investment, whether or not the plant operates, The Company 2lso operates a Nuclear Services
Division which furnishes engineering services to the Yankee plant and to other New England power projects an
& cost bass. Limited engineening work s also performed for others ar a proft,

Puring 1987, the Yankee plant operated with an availability of 77.6% and _rovided electricity to
stockholder utilities at a cost of 8.2¢ per kilowatt hour,

The plant was routinely refucled in 1987, whereas in 1986 the plant operated without a refueling, This
accounts for the reduction of generation in 1987 of 257 milhon kwh. The next refueling 15 scheduled for
November 1988,

Fuel expenses decreased by $891,000 in 1987 from 1986, due 10 the reduction in generation.

Operations, engineering, and mamtenance expenses mcreased $6,282.000, 32,504 000, and $3.230,000,
respectively during 1987 from 1986, due primarily 1o works performed during the 1987 refucling.

During 1986, the Company prevailed i a tederal income tax court case agamst the United States
government regarding the exclusion of its decommissioning revenues from taxable income for fiscal years 1981
through 1983, and a portion of 1984, As a result, the Company recorded federal and state tax benehirs of
$6. 791,000 and $2,507 000 0 1987 and 1986, respectively.  In addinon, $656.000 and $605000 of reiated
interest income was recorded in other income in 1987 and 1986, respeciively. As of Diecember 31, 1987, all
tederal and state income taxes resulting trom the tax court case have been refunded to custoraers in accordance
with regulatory requirements.  (See Note F of “Notes to Financial Statements” for additional information
regarding tederal income taxes,)

The $123,000 decrease in interest on long-term debt from 1986 1o 1987 was the result of a decrease in long:
term debt outstanding due to scheduled repayments.

The Federal Energy Regulatory Commussion has begun actions to reduce the Company's current allowed
14.5% rate of return on equity on a prospective basis.  (See Note | of “Notes to Financial Statements” for
additional information. |

In 1987, the Company began incurring costs, not recoverable from castomers, relating to the November
1988 Massachusetts referendum to shut down operating commercial nuclear power plants, The Company may
expend a significant portion of its 1988 cartings 1o defeat the referendum. (See Note | of “"Notes 1o Financial
Statemenn” for additional wnformation. )

Construction expenditures for 1988 are estimated to be $5,392,000,

In December 1987, the Company paid 1ts 41st consecutive dividend,




Statements of Income and Retained Earnings

Operating revenues (Note A):
Electric sales ..o i,
F agineering services to o!hfn

Total operating revenues.

Op=rating expenses (Note A):
Fuel (Note B)... ...
Operations................
Engineering .
Maintenance . o
Decommussioning (Nutr ( F
Depreciation . . -
Tares, other than £rdrral ncome ..
Federal income taxes (Note ).

Total opecating «_ penses ...

Operating imcome

Other mcome!

Allowance for equity funds used during construction

(Note A)
(Mher, net.

Total other ticoms
Ogperating and other income

Interest:
Interest on long-teria debe
Interest on shortterm debr
(ther interest, net
Allowance for borrowed fund: uwd durmg
construction ( Note A)
Toral imterest

Net i ome

Retained earnings:
Retained earnings at beginning of vear
Net income

Dhvidends pard
Retained earmings at end of year { Note C)

Per share data
Farmings per share
Dividends per share

The accompanving notes are an integral part of these financial statements.

5

Year Ended December 31,
L 19% 1988

$59,020,654 $55,030,825 $62,397.27¢
31,364 660 30,977,235 29,977,261
90,385,314 86,008,060 92[37{,530
11,352,513 12,243,314 10,984 812
20,304,820 14,022,557 21,638 469
40,967,748 38461323 39,594 048
4,95%,007 1,725,694 2,706,299
5,741,004 5,741,004 5,031,558
5,262,122 6,372,412 5,216,940
2,174,999 2935310 1,778,046
(5,750,532) (1,577.873) - (G55,84K)
85,008,608 79925741 85.0'1_0.924
5,376,633 6,082,319 7 6,389615
115,073 9917 228,308
726,984 2,107 (34,100
842,057 309,024 194,207
6,218,690 6,391 343 6,583 822
3082114 3,204 927 2861,747
204,310 260,592 4831919
49,601 162,366 {220,100
 {181,308) (193,650)  (154,050)
3.214717 31,440,235 l"?l.*lh
$ 10034973 $ 2951, 108 i H»P Mk
$ 5891628 £ 6008517 $ 6001111
3003973 29%1,108 3612306

¥ NUS Sux 8,959 6258 a6li g
2.761.200 3,068 000 3,044 900
£ 6,134 398 !- *ml 628 $ n.ms_,*_l:’
#1958 FOM $21.58

SR 00 £20.00 23.56




Balance Sheets

ASSETS

Utihity plant, at onginal cost (Note A)
Less accumulated provisions for depreciation

Construction work i progress _
Nuclear tuel, at amortized cost (Notes B and |)

Net utility plant

Decommissioning trust ( Note ()

Nonutihty property, less accumulated provisions for drprn ration ul SW’ 4l
and $453.538.

Other investments
Current assets:
Cash and temporary cash investments
Accounts receivable:
Electric sales
Engineering services to others (Note A)
Onhier :
Matenals and supplies, at average cost
Prepayments and ather

Total current assets

Deterred fedecal and state meome taxes { Note F)

CAPITALIZATION AND LIABILITIES

Capitalization:

Capital stock, par value 3100 per share;
outstanding ,

Retained carmings ( Note C)
Long-term debt ( Note I

153,400 shares authorized and

Total capitalization

Current Liabilities:
Long-term debt due within one year (Note D)
Short-term debt (Note E)
Accounts pay ;hlr
Accrued interest

Total current Liabilities

Decommissioning reserve { Note (i)
Unamorsized investment tax credits { Note F)
Commitments and contingencies (Notes B, GG, and J )

I he accompanviing notes are an integral part of these financal statements

O

-

Doverbes 1)

(AT

§ B4 822587
w "h& “!!

14,954 149
293 808
THHT ) is

B

w‘amw

.’.: ‘.l\_“(‘.‘

8404
24553

7,587,128
4 988,218
2 RO 04
N4K 117
445,084

18,026,839

m,m.‘ ,.:4 {
ilm ll)l “7

£ 15,340,000

AR 793,749
64,712,359

15,081,390
140,769
H 8749, 70:

50,101,926

2647 820

525,339
41,209

6870

50180094
4610766
3,706, 5%
820,692
50,054

(46600758
345341

$91 ..}QI .772«)

$1 5,340,000

6,134 398 S89] 623
26,328 000 31.812 500
47 802398 §3.044 125

4 984 500 1,400 000

5.000,000 .

SR2%.037 4,126,612

%ss 3 |s 173232
lb !0) 252 ; 7 8949 844
33827059 26,729,328

2 306 K18 3,628 483

slm Iﬂl 827 $491 301,780



Statements of Changes in Financial Position

Financial resources were provided by:

Net mneome .

Principal noncash items:
Diepreciation, includug nonutility property
Amortization of nuclear fuel
Allowarse for  funds

(AFUDC)

Deferred federal and state income taxes

luvestment tax credits— net

used during construction

Provision for prior core spent fuel disposal Liabalivy

Working capital provided from operations
lssuance of long-term debt
Increase in decommissioning reserye
Other

Financial resources were used for:
Constraction expenditures, net of AFUDC
Nuclear fuel purchases. net of AFUDC
Repavment of long-term debt
Ine rease in decommissioning trust
Spent fuel payment
Other investments
[hvidends on common stock

Increase {Decrease ) in working capital

Changos 1o components of working captal:
Cas' and temporary cash investments
Accounts receivable
Materials and supplies
Prepayments and other
Short-term debt
Accounts payable
Aecrued federal income tas

Acoraed interest

Increase (Decrease ) i workong capital

I'he accompanying noves are an integral part of these financial statements

$ 3003973

5,311,066
10,216,895

's"“(l.w‘ﬁ’ )
{7.241 832}
{1,321.66%)

967205
7,87 731
{§0,763)

1671904

2641914
8717.18
3,904 000
4078553

134 317
2,761,200

20035, 168

FL3AT4. 144

$ 1215203
2078905
27428
45,231
(SN 0K )
{698,425

17.817

$03.314,144)

Vear Ended Decenber 31

1m0 18

$ 2951108 $ 3612300
6.421,35% 8,265 884
11,067,150 9,720,926
{290,567 ) {382,358)
12873487 4.323.711)
(1,430,014 432,260
—_ 6,00 ] K88
15,845,546 20417.19%
6,000 1K) 14,000, (X6
6,998 | 80 7,255,139
S9n1s 218, 664

2K 903 344 41,891 003
1,258,729 4.502.373
11,855 (8% 12 846,082
| RO, 000 3,562,500
3,728 668 5,220,143
- 13,206,630
303,278 383310
3,068 006 1.604 900
21,043,763 43,125 48

§ 785 58]

$ 10358
(4935623
124,244
1264 654
$,900 (60

7212708

i 78558

$01,234 945,

$ {1 468)
1494 514
(442])
132,021
(68O 00
(4623467
520, 364
(102,790

$01,234 4%



Notes to Financial Statements

Note A~Summary of Significant Accounting Policies:
1. dystem of Accounts:

The accounts of the Company are mamtained (o accordance with the Uniform System of Accounts
prescribed by rogulatory bodies having jurisdiction. The accounts of the Yankee Decommissioning Tr st (the
Trust) are presented on a consohdated basis.

2. Nuclear Services Division:

The Company operates a Nuclear Services Division under the applicable rules and regulations of the
Public Urility Holding Company Act of 1935 for the purpose of furnishing nuclear engineering ser vices to the
Company and ity sponsoring utilities.  Such services are provided on a full cost basis, including a return on
working capital.  The cost of services provided to the Yankee plant amounted to $11,724,666 in 1987,
$9.627 004 in 1986, and $11,550,311 in 1985, and are included as engineering costs i the Statements of lncome
and Retained Earnings.

3. Unbity Plant:

Utility plant is stared at the original cost of construction, which includes an allowance for the cost of tunds
used during comstruction. Costs of current repaire and minor replacements of plant and properties, which do not
extend the current life of the plant, are charged to maintenance expense accounts as incurred. Plant retired or
otherwise disposed of, together with cots of removal less salvage, s charged 1o accumulated provisions for
depreciation.

4. Depreciation:

For financial statement purposes, depreciation is provided over the estimated service lives of the vanous
classes of property on a straight-line basis. The estimated average remaining “ervice life at December 31, 1987
s approsimately three years,

S Allowance for Funds Used During Construction (AFUDC )

The Company capiralizes as a part of construction and fuel costs an item called sllowance for borrowed
funds used during construc.on, whick represents the appioximate pretax cost of short-term debt and an item
called allowance for equity funds used during construction, which represents the cost of other funds. AFUDC s
recognized as a cost of “Utdity plant” and “Nuclear fuel”. Accordingly, AFUDC is capitalized in the same
manner as construction labor and matenial costs with an offserting credit 1o “Interest” and “Other Income”,
This is in accordance with an established regulatory approved rate-making practice vunder which a unlity s
permitted a return on, and the recovers of, these capital costs through their ultimate inclusion in the rate base
and in the provisions tor Aepreciation and amortization.

The combined rate used in calculating AFUDC was 98% in 1987, 10.4% in 1986, and ' 1.0 i 1985, In
accordance with regulatory directives, thes: rates included the beforeancometax effect of borrowed tunds.

6. Nuclear Decommissioning:

in a 1984 decommissioning study, the Company estimated the cost of decommussioning the Yankee p.ant,
utilizing the immediate dismantlement and removal method, at approximately $68 mullion in 1984 dollars. The
Company records and bills decommissioning on a remaiming hife basis in accordance with regulatory approval,
{See Note G

B e

B .



Notes to Financial Statements (continued)

Note A—Summary of Significant Accounting Policies (continued):
7. lncome Taxes:

The tax effect of the timing differences (differences between the periods in which transactions affect
income in the financial statements and the periods in which they affect the determination of income subject to
tax) is accounted for in accordance with rrgulatnr} Approv al.

Investment tax credits are deferred and amortized over the estimated service lives of the property giving

rise to the credits

Note B—Nuclear Fuel:

The cost of nuclear fuel in the reactor is amortized to fuel expense on a unit of production method at rates
based on estimated kilowatt hours to be produced from each core. Fuel expense also includes a charge for the

permanent disposal of spent fuel.

The tollowing table lists nuclear fuel components.

December 51

[987 | Ust
In stock & 1,568,064 $ 4323621
In process 6,641,921 13,517,249
Assemblies in reactor 33,241,747 32.291,127
CGiross nuclear fuel 41.4581.737 30.131.997
Less accumulated amortization 13,784,602 18,252,230
Net nuclear fuel 227,667,135 $31,879,767
| i )
i Components of fuel expense are set forth in the following table

Y ear Ended December 31

1987 1988 J9RS

Amortization of nuclear fuel
2 8,369 330 $ 9,089 487 £ 8,277,039
Fabrication |,398, 340 1.810.537 1435826
AFUDC 749,225 167,126 8,011
'1.216,895% 11,067,150 9720926
P!-'% ISt 1or Current core \p«'n( Yru'l ‘i'.\;mw.z! ll gg.f'lu" i.lf",!"" I‘._’f'{h'“'\
Fuel expense $11,352,513 $12.243.314 210,984 812

Under the Nuclear Waste Policy Act of 1982, the Company entered into a contract with the United States

Degor.ment of Energy (DOE ), under which it s required 1o pay a tee of 1.0 mill per kilowatt hour tor net

electricity generated atter April 6, 1983, in exchange tor DOE services in disposing of the spent nuclear fuel
used to generate that electricity

K "

On June 30, 1985, the Company elected to pay a lumpsum amount of 213,206,630 to the DOE to satisty its

contractual Liability for disposal of nuclear fuel used pnor to Apnil 7. 1983. As a result. the Company reversed

)

3
i
and refunded an interest accrual of $2,323.429 previously billed to its  stome-s In addition, the Co.npany

!
l
|
Enriched uranium

amortized to operations expense its remaining balance of unbilled s ~at fuel disposal costs, amouating 1o

$8.415.317 ar December 31, 1984 and recognized certain tax benehts not previously recognized,  (3e Note |
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Notes to Financial Stacemenits (continued )

Note C—Restrictions on Rewsined Earnings Available for Dividends on Common Stock:
Pursuant to restrictions contained in the Loan Agreements, 34,600,000 of the Company's revained carnings
at December 31, 1987 were restricted as to divideads on common stock.

Note D—Long-Term Debu:

December 31,

19 1936 1983
Term loans:
Mue through March 31, 1991, at varied ter
st rates 18,000,000 20,000,000 214,000,000

«. 4¢ through June 30, 1990, at varied interest
rates

R0 installment note

13,312,500

13,312,500

13,312,500

— 1,906, 006) 3,700,000
Toral e ‘ 31.312.500 35.212.%00 31,012,500
Less long-term debt due within one year 4,984,500 3,400,000 1 800,000
Longtermdebt, net ... v, L 226, 328 000 231,812,500 $29.212,500

Interest rates on the term loans are variable ard are set, at the Company's election, at either the banks’
prime rate or the London Interbank Offered Rate, plus a fraction thereof.

The weighted average interest 1ates on yearend, longterm horrowings were 9.4%, 9.3%, and 10.4% for
1987, 1986, and 1985, respectively. The weighted average interest rates during 1987, 1986, and 1985, based on
average month-end balances, were 9.3%, 10.1%, and 1099, respectively.

The term loan agreements are secured by the collateral assignment of all the Company’s rights under the
customer power contracts, There are no compensating b iance or monthly commitment fee requirements.

The aggregare principal amounts of long-term debt scheduled for repayment i each of the four years
following December 31, 1987 are $4.984 500, $8,328,000, $10,000,000, and $8,000,000, respectively.

Note E-~Short-Term Debt:

The Company has lines of credit with banks aggregating £23,000,000. Interest on borrowings is set at the
banks' prime rate or the London Interbank Offered Rate plus a fraction thereof at the time of the advance. In
lieu of compensating balance cequirements, the Company is obligated = pay a commitment fee,

The Company has been authorized by the Securities and Exchange Commission to issue and sell up to
£25.000,000 of short-term notes and/or commercial paper through December 31, 1988, The Compary generally
utilizes commercial paper, supported by ws lines of credit, to finance construction projects or meet general
working capital requirements,

Information regarding short-tesm borrowings s summarized in the following table.

1957 186 J98S
Bank notes pavable at year-end $5,000.000 P = $ -
Commercial paper outstanding 2t year-end .. $ - $ 5,900,000
Maximum amount of borrowings at any
month-ead . - . $7.355.000 212 850,060 £12.200,000

Weighted monthly average borrowings

outstanding during the vear . £ 6,435000

£3.2009 000

3 3458000

10

S = N R N T R SR =, - - ol —— P RS S kel - NET— - R ——




Notes to Financial Statements (continued)

Note E—Short-Term Debt (continued):

The weighted average interest rates on year-end, short-term borrowings were 9.6% and 8.9%, for 1987 and
1985, respectively. The weighted average interest rates during 1987, 1986, and 1985, based on average month-
end balances, were 8.2% 7.8%, and 7.5%, respectively.

Note F—Federal Income Taxes:

Federal income taxes consist of the follewing COmMporents,

Curient income taxes

Deferred income taxes

Investment tax credits—

1987

$ 4865638
(9.377.358)

1 [ {1,321.665)

$15,833.385)

1986

* 3,137,156
(3,119,257

$(1,412,115)

1985

$ 2.997 870
(4.323.711)
432,260

2 (893,581)

Investment tax credits—net reflect increases or decreases in federal income taxes attributable 1o such

investment tax credits which have bren deterred and amortized.

The Company has adopted comprehensive interperiod tax allocation (normalization) consistent with

regulatory accounting

Provision for plant decommissioning . $
Provision for decommissioning refunds
Allow ance for funds used during construction

Excess book depreciation and fuel amortization

Other

Provision tor spent fuel disposal

The tax effect of the cumuiative
income taxes have not been p!'nnh'(l is not material.

1987

$(2.296,402)
{5.894.262)
67,809
(918.613)
(335,890)

$(9,377,358)

computed by applying the statutory tax rate to income betare taxes.

follows:

Computed tax at sratutory rate

Increase (reguetion) in tax resulting from:

Amortization of investment tax «

Decommissioning refunds

redits

Provision for decammissioning

Provision for spent fuel disposal

\” other

Federal income tax provisions

209 109

ncluding

S(82 8331, $165,758, and #72.267 (credited )

L llugml to other immcome )

Efiective federal tncome tax rate

S{3,833 385

(206.27)

19506
2(3.814787)
2 855,680
(53.456)
(1,806,694

#(3,119.257)

The following table details the components of deferred federal income taxes.

1985

${1,266,721 )
667 620
261 815
(1,014)

(3.985411)

$(4,325711)

amount of timing differen. es at December 31, 1987 for which deferred
Total federal income taxes differ from the amounts

The reasons for the differences are as

| 986

$ 707937
:lh:,-;“\‘-I
(1,268,706

237 G35
538,126

$1-"2115)

(9] 8%

[9RS

$ 1,250,614
i 1.306,240)

63432
{ I;T’NHJ-‘ )
‘,‘Y;A(n‘r

£ (89358

(329%)

S IS
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Notes to Financial Statements (continued )

Note H—Retirement Plans:

The Company has noncoatributory defined beaefit pension plans covering substantially all employees. The
Company's funding policy is to fund the net perindic pension cost, but never less than the minimum required
contributicos under ERISA nor more than the maximum deductible contribution as determined under the
Internal Kevenue Code.

In Vecember 1987, the Company inplemented, retroactive to Januar + 1, 1987, the principles of “Statement
of Financial Accounting Standards No. 87—-Employers’ Accounting for Prasions” (SFAS No. 87). Accordingiy,
the Company changed its actuarial method from the entry age meciiod to the projeciod unit credit method. The
net effect of the change we - not significant.

The Company participates in the plans with subsidiaries of New England Electric System (the System). As
of January 1, 1987, the effective date for the adoption of SEAS No. 87, plan assets are stated at fair market value.
In future vears, pension < ost will be determined using a market-related value of assets.

The following table sets forth the System plans’ funded status at December 31, 1987,

Actuarial present value of:
Accumulated beuefit ob! gation:

Vested poction...... . Sy - L 2334 636,000
Nonvestod poriion. ..o ! . o S S 13,667,000

g i PR SS— e e RS 348,303,000
Projected benefit obligation ... ... . o 411,753,000
Plan assets at fair value........coiinsniveriniin . sy A AN
Projected benefit obligation less than plan assets e P s AR . e (13,169,000)
Unrecognized net loss... .. eI LR T b o . m— (7.638,000)
Unrecognized net asset from initial application of SFAS No. 87 ... . 21,801,000
Net acerued peasion Liability .o SRR e— .

The Company’s allocated share of the net accrued pension liability at December 31, 1987 1. $289,205,

The actuarial present value of vested and nonvested accumulated plan benefits as of April 1, 1986, were
$297 940,000 and $5.696,000, respectively; net assets available for plan benefits amcunted to $377.097,000.
Plan assets are comprised primarily of guaranteed insurance contracts and corporate equity and debt securities.

Total pension cost charged principally to operating expenses of both the Yankee plant and the Nuclear
Services Division, was $789,000 ip 1987, #772.000 in 1986, and $740,000 in 1985. The components of tl ¢ 1987

COSt Are as fn"uw\:

Service cost benefits earner duting the period . ; .« % 1,157,363
Interest cost on projects g benefit obligation , o R A 1,701,362
Less actual return on plan assers (1,311,130)
Net amortization and deferral (469,300

{ 289 295)

Lieterred pension cost

2 789000

Net periodic pension cost

Assumptions used 1o determine pension costs were:
Discoant rate .
Rate of increase in future compensation levels

Expected long-term rate of return on assets
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Notes to Financial Statements (continued)

Note H—Retirement Plans (continued ):

In addition to providing pension benefits, the Company provides certain health care and life insurance
benefits for retired employees.  Substantially all of the Company's employres may become eligible for these
benefits if they reach retirement age while working for the Company. Effective January 1. 1987, the Company
accrues these benefits over the remaming work lifetime of those employees expected to qualify for such benefits.
Accrued costs, which were $757.000 in 1987, are deposited in a trust, with principal and interest used
exclusively to provide for post-retirement health care and life insurance benefits. Prior to 1987, the costs of
these benefits were recogrized as claims were paid. In 1986 and 1985, these costs totalled $57.000 and $33,000,
respectively,

Note |—Rate Proceedings:

fo March 1987, the Federal Energy Regulatory Commission (FERC) instituted 7 eview of the Company's
14.5% rate of return on equity. On July 6, 1987, the Administrative Law Judge ssued an initial decision in
which he concluded that the Company's rate of return on equity was just and reasonable. On September 30,
187, the FERC reversed the mitial decision and ordered the Company to reduce its rate of return on equity to
129, 1n addition, the FERC ordered the Company to include a retrospective equity reopener clause in the
Company's power contract,

On Ocrober 23, 1987, the Company filed a request for rebearing. The FERC has not yet ruled on the
company's request for a rehearing. Any change in the Company's rate of return on ~quity will be prospective.
Note | —=Commitments and Contingencies:

L. The Company has requirements contracts for the purchase, conversion, enrichment, and fabric. “ion of
muclear fuel. Approximately $8,081,000, celating to these cantracts, is scheduled to be paid in 1988,

The Company has contracted for uranium through the year 1999 The Company is committed under a
long term purchase contract to make minimum payments aggregating $3,.217,000. At December 31, 1987, the
total cammitment under thi contract 1s estimated to be;

Munitnam
’
FUSK T ek R ey o v ey T e . R AR5 000
L s e s ey 1 485,000
V0 o o 247 000
Later vears S FEET N . - o
Total . SR ! e $3,217.000

2. The Company maintains the maximum amount of public nuclear liability insurance. currently

$160,000.000 available from private isurers. A tederal statute, the Price-Anderson Act, mandates an industry-
wid - program under which nuclear facilities could be assessed in the event that a nuclear incident resulted in
damages excerding the 3160,000,000 of private coverage, Under this Act, each nuclear reactor may be assessed
a retrospective insurance premium of up to 35,000,000 for each nuclear incident within the United States. In
the event of more than one madent pee vear, the maximum annual assessment per reacter is $10.000,000,
Under the billing provisions of the power cantrects, the retrospective insurance premimn would be includable in
the cost of power. The Price-Anderson Act expired on August |, 1987 for reactors coming into service after that
date; however, the provisions of Price-Anderson continue to apply to any activity covered by an custing
indemmity agreement. Legislation s pending i the Congress which would amend of modify the Act, bur the
Company cannot predier what final action the Congress will take or what efiect any such amendment or
modification would have on the Company.




Notes to Financial Statements (continued)

Note J—Commitments and Contingencies (continued ):

3. At December 31, 1987 and 1984, the Company had leases covering its office facilities, certain equipment
and velicles. Such rentals are inciuded 1 and recovered through the billings of the Nuclear Services Division
and, therefore, have no efiect on net income. In the normal course of busitiess, the Company expects thar as
leases exgire they will be rencwed or replaced by other leases.

Estimated future annual lease payments, exclusive of taxes and insurance, are as follows:

1988 . B Brcommsen e abademniia B 2,328,000
199 e 1,758,000
1991 1,541,000
FUTET WORES vttt o oottt em e e e e 4,623,000

Total e s e e 214,072,000

Rental pavments charged to operating expense amourted to $2,034,000 in 1987, 31,991,000 1n 1986, and
$1.859.000 1n 1535,

4. The Nuclear Services Division of the Company has provided technical services to the joint-owners of the
Seabrook nuclear plant in support of design and construction of that facility. Ths facility has been subject to
substantial delays in its scheduled completion, and to significant increases in costs, T ae joint-owners have
apphied to the Nuclear Regulatory Commission to obtain a license for operation of Seabroc k Unir 1. (Seabrook
Unit 2 has been cancelled.) Such licensing has been delaved primarily due to the refusal of certain towns and
the Commonwealth of Massachuserts to participate in developing evacuati o plans for the six Massachusetts
towns which are within a ten-mile radius of the Seabrook (acility.

On January 28, 1988, Public Service Company of New Hampshire fled for protection under Chaprer 11 of
the Bankruptey Code. This fact could also serve to delay licensing of the Seabrook plant by the Nu.lear
Regulatory Commussion. The bankruptey is not expecoed to have a material impact upon the Compaty's abiliny
to continue to receive payment for services rendered 1o the Seabrook project.

On February 2, 1987 joint owners of the facility and certain contractors, mcluding the Company, who have
provided services to the jointowners, entered into a Standstill Agreement.  Under this Agreement, the
signatories agreed to refrain until at least Ocrober 31, 1988 from claims against other signatories as to potential
damages relating to the design, engineering, construction, or management of the facility, subject to certain
terms, conditions. and exceptions. The running of any statutes of limitation is suspended during this specified
period of time. The signatories agreed to allow certain discovery to proceed under a specified schedule and that

discovery has commenced.

The Company believes that claims potentially could be asserted against the contractors, including the
Campany, by one or more of the joint-owners. Management is unable to predict the outcome of such unasserted
claims, and it is possible that resolution of such unasserted claims could have a significant effect on the financial
pasition and operations ¢f the Company. However, based in part on consultations with legal couisel,
management is not aware of any legitimate basis for such unasserted claims against the Company. Management
helieves that the Company’s position is strong and that any such claras will be vigorously contested by the
Compans

5. The Company expects that a binding referendum to shut down operating commercial nuclear power
plants in Massachuserts will be placed on the ballot &, an imtiative petition in November 1988, The Company
plans to take vigorous action to defeat the ~efecendum. if the referendum is passed by the electoraty, the final
autcome will likely be decided by the courts.

6. The Company. i common with other utilities, is subject 1o current and uture regulations relative to

nudlear prower pl.nn hll'll\lllg.
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