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1989 1988

Contents

Earnings (loss) per average share

Earnings per average share excluding 1988
rate settlement write-down (Note C)

Dividends declared per share

Return on average common equity

Book volue per share—year end

Market price per share— year end

Growth in kilowatthour (KWH) sales

to ultimate customers

Cost per KWH to ultimate customers (cents)

$ 2.36 S (94)
$ 220
$ 2.04 S 2.04
12.6% 11.2%"*
$19.24 $18.33
$28% $24
2.7% 59%
7.28 692

*Return on average common equity in 1988 is calculated using the $2.20 earnings per average

share.

New England Electric System (NEES) is o public utility holding company head-
quartered in Westborough, Massachusetts. Subsidiaries include three retail

operating companies—Massachusetts Electric Company, which serves 906,000

customers in 146 Massachusetts communities; The Narragansett Electric Com-

pany, which serves 314,000 customers in 27 Rhode Island communities; and

Granite State Electric Company, which serves 34,000 customers in 21 New

Hampshire communities. Other subsidiaries include o wholesale generating

company, New England Power Company, which operates 21 generating sta-

tions; an oil and gas exploration and fuels company, New England Energy

Incorporated; three transmission service cr mpanies: New England Electric

Transmission Corporation, New England M ydro-Transmission Corporation, and

New England Hydro-Transmission Electr'c Company, Inc.; a wholesale electric

generation company, Narragansett Ener gy Resources Company: o conservation

and energy management services com pany, NEES Energy. iInc.; and o service

company, New England Power Service Company.
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During the turbulence of the
past severa! decades, New England
Electric System (NEES) has often
managed to be a steo ahead of
other electric utilities. We are com-

mitted tc staying that step ahead

throughout the 1990s—raising

shareholder value, controlling cost
per kilowatthour, maintaining o
reliable supply of electricity, and
improving customer service and
environmental performance. This is
no small challenge, as we will be
compared to some very fine electric
utilities and will increasingly face
new kinds of competition

In 1989, our major achievement
was to rebuild earnings to $2.36 per
average share. This represents a
12.6 percent return on average com-
mon equity.

Among other key accomplish-
ments, we:
obtained a rate order in Rhode
Island that will make our
cutting-edge energy conservation
programs in 1990 a profitable com-
ponent of our business in that state,
maintained our position as the
second-lowest-cost provider
among major electric utilities in
New England,
completed major construction of

the U.S. portion of the Phase 2




transmission facilities connecting
Hydro-Quebec and New England,
ond bagan testing key equipment,
odded about 45 cents to the book
value of each of your common shares
through a sale in November of four
million new shares at o substantial
market-to-book premium,
setiled an arbitration case and con-
cluded the sale of our share of the
coal ship Energy Independence,
removing a potential liability and
providing o nonrecurring contribu-
tion to net income of 16 cents per
average share,
obtained approval of rate increases
at the wholesale and retcil levels, and
welcomed a new director to the
NEES board—John Kucharski,
chairman and chief executive officer
of EG&G, Inc., who has substantial
experience with the business, politi-
cal and environmental issues that
affect our industry

During the year, we participated
in the bidding for Public Service

Company of New Hampshire, but with-

drew when the purchase price, and
rate levels required to justify that price,
became too high. While we desired

to make this acquisition, our with-
drawal from this process exemplifies
our commitment to shareholder and

customer value

We are pleased to report the
increasing likelihood that the
Seabrook | nuclear unit will enter
service. if this occurs in 1990, and
various other conditions are met, we
will be able to reverse a portion of
our 1988 rate settiement write-down,
which could increase 1990 earnings
by about S115 million after tax.

In 1990, we will continve our
attention to the fundamentals of our
business: rebuilding earnings for
shareholders and providing reliable,
economical electrical service to cus-
tomers. Returns on equity for utilities
have been on a downward trend ,
and lood growth in New England is
becoming more moderate. With our
low rates, responsive service and
sound regulatory reputaran, we
believe we are well positioned 1
meet these challenges.

The continuing commitment of
our 5,600 employees to innovation,
quality and customer satisfaction will

keep NEES a step ahead.

Joaw \ Bc\‘.
JoanT. Bok

Chairman

‘-\‘ AV
v/AJc:hn W. Rowe
President and Chief Executive Officer

February 28, 1990
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""A step uheoad’’ characterizes much
of NEES’ recent history. Guided by
our long-range plan, NEESPLAN,
our employees have achieved many

"“firsts’’ in developing energy con-
servation and load management
(C&LM), contracting for alternate
energy, improving existing generat-
ing facilities and finding ways of

providing better service.

Energy

conservation

Douglas Foy, executive director
of the Conservation Law Foundation
of New England, describes the
NEES companies’ C&LM effort as

“currently the most ambitious

energy-efficiency program in this
region, and one that, when fully
implemented, will be the most
sophisticated and comprehensive in
the nation.”’ The Conservation Law
Foundation is an energy conserva-
tion and environmental advocate
and has assisted in developing con-
servation programs throughout New
England. Since 1988, it has been a
participant in developing C&LM pro
grams for the NEES companies.

At year-end 1989, o dozen
programs were in place, helping

customers make energy-efficiency

improvements in lighting, cooling,
water heating, building design and
other areas. We invested $41 million
in this effort in 1989 with an addi-
tional $65 million earmarked for
1990

Among measures to strengthen
an already effective effort, we
developed new services for the
commercial/industrial new-building
market; placed Blue Ribbon tags at
retail stores to direct consumers to the
most energy-efficient appliances; and
introduced a program that makes free
conservation improvements within
entire residential neighborhoods.
We also redesigned certain rates
to encourage greater energy
efficiency by both wholesale and
retail customers.

Through 1989, our energy-
saving programs reduced the need
for new generating capacity by 193
megawatts. In the next 20 years, our
long-range plan calls for the C&LM
contribution to grow to approxi-
mately 1,400 megawatts—nearly
one-third of the new generating
capacity we would otherwise
require.

In 1989, to make conservation
a viable business strategy, NEES’

retail subsidiaries in conjunction with

in1989 we exponded

time-ot-use rates. A
special meter measures
the customer s use of
electricity during peak
and off-peak hours. A
price difference encour
ages the shitt of usage

to off-peak periods



Silos store conl ash o
two of our genaroting
stations. We have been

successtul ot finding new
marketsand o ¢ far this
by-product of coal com

bustion, inciuding as an

ingredient in cement,

the Conservation Law Foundation
requested regulatory approval to
earn o profit on successful energy-
saving measures. In December, we
received precedent-setting approval
of our 1990 program from the Rhode
Island Public Utilities Commission.
Our proposal is also under consider-
ation by the commissions in Masso-
chusetts and New Hampshire. We
are excited about the potential of the
profit incentive for achieving energy
conservation and improving your

earnings in the years ahead.

Environment

Concerns about acid rain,
aesthetics, global warming and the
health effects of electromagnetic
fields will continue to temper public
acceptance of electricity generation
and transmission. NEES' response
is to complv quickly and efficiently
with evolving environmental and
energy legislation, and to look for
cost-effective ways of doing even
better than the requirements. In the
mid-1980s, we achieved both of
these goals in our highly successful
program to convert six oil-fired units
to coal, providing significant fuel

cost savings for customers while

reducing sulfur dioxide and particy-
late emissions.

Among 1989 initiatives, we
began to explore ways to consider
environmental costs of new projects
as part of the least-cost planning
process required by our regulators;
identified new sources of low-sulfur
coal for our power plants; and
signed a contract with a private firm
that will accept coal ash produced at
our Salem Harbor generating sta-
tion for commercial use in cement.
We also continued our phase-out of
PCBs (polychlorinated biphenyls) in
electrical equipment, ahead of
requirements.

We are expanding our use in
power plants of natural gas—a fuel
that emits no sulfur dioxide and sub-
stantially less carbon dioxide than

other fossil fuels. In 1989, we filed

for permits to triple the generating

capacity of our Manchester Street
Station in Rhode Island, using natu-
ral gas as its primory fuel. Brayton
Point Unit 4 in Massachusetts is
targeted for conversion from oil

to natural gas. Both projects are
scheduled to be completed by the
mid-1990s. Although adequate

pipeline capacity for natural gas
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remains o concern for the entire
region, we are hard at work to
assure that supplies of this fuel will

be available to meet our needs.

For decades, NEES has recog-
nized the importance of obtaining
energy from a variety of fuels and
sources. In 1989, our energy mix
was 27 percent oil, 44 percent coal,

17 percent nuclear, 11 percent hydro

and alternates, and one percent nat-

ural gos. Increased use of natural
gas will enhance the balance of our
mix, supplying approximately 25
percent by the year 2000.

Our fossil-fueled plants in Mas-
sachusetts and Rhode Island are the
backbone of our power supply sys-
tem. Since its inception two years
ago, our ""Thermal Initiatives’’
program has helped to improve the
availability of our fossil-fueled
generating units by more than six
percent. The units’ 1989 availability
record was their best in more than
15 years.

Our hydroelectric operations—
the largest in New England in terms
of capacity and kilowatthours

generated—played a vital role in
helping us meet peak demands for
electricity at relatively low cost.

In response to federal and state
laws, we are supplementing our own
generating resources through one of
the region’s most aggressive and
successful utility programs to obtain
capacity from non-utility sources.
Our 1988 Request for Power Supply
Proposals garnered a higher
response than any in the region;
in 1989 we were able to select
and contract for 205 megawatts
from more than 4,700 megawatts
of proposals.

Intotal, 302 megawatts of
non-utility capacity are in service;
another 808 megawatts are under
contract and targeted to come on
line by 1993. By the late 1990s, we
are planning for approximately
20 percent of the NEES companies’
generating capacity to be supplied
by non-utility sources from throughout
New England. To allow full use of such
resources, we are determined to
ensure open access fo the region’s
transmission facilities and will con-
tinue to press that position with regu-
latory agencies and neighboring
utilities.

A generator at our

Bellows Falls Station in
Vermont is one of 46
conventional hydro and
pumped storage genero-
tors we can call upon
during periods aof high
customerdemand 1oi

electricity



Repowering our Man-
chester Street Station, o
tocility that dates bock
to the early 19005
cost-eftective woy to
provida new capacity on
on existing site, Pictured
gbove s 0

the plant s

area
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Value

Our search tor greater customer
value extends beyond price to such
achievements as our high level of reli-
ability, the diversity of conservation
services we provide and our track
record of quick responses to power
outages and customer inquiries.

Among 1989 initiatives to
improve service, we reduced the
response time o cusiomer phone
calls by 18 percent, answering the
average call before the third ring;
installed equipment at our local
offices that allows immediate record-

ing of customer bill payments on our

mainframe computer in Westborough,

Massachusetts; and expanded
employee training in customer
satisfaction skills. In satisfaction
surveys, we have consistently been
above the 85 percent level during
the past three ysars.

We will continue to listen to cus-
tomers and fo design programs and
services to meet their needs. When
appropriate, we will seek permission
to improve earnings based on value
of service to customers.

We seok to be progressive in

thinking, but conservative with money.

This approach helpad us to rebuild
earnings during 1989. Among aus-

terity measures introduced during

the year were a partiol hiring freeze,
internal cost cutting, and caps on
salary increases ond non-emergency
overtime. Other actions contributing
to the rebuilding of earnings included
the settlement of o pending arbitra-
tion case and the sale of our 51 per-
cent share of the coal transport ship
Energy Independence (see pages

12 and 31).

NEES' constant commitment to
earnings has helped build a solid,
long-term record in value for share-
holders. With dividends reinvested,
each dollar invested in NEES
common shares 15 years ago was
worth $16.97 on December 31, 1989,
compared with a $12.24 average of
other New England/New York elec-
tric utilities.

Enhanced financial perfor-
mance will be a priority in the 1990s.
To help us achieve this goal, we will
continue to direct investments to
basic electric utility services and proj-
ects where we have o competitive
edge, to keep risks commensurate
with returns and to develop new
ways of earning on our service.

We are striving to be the best
electric utility investment in the
Northeast, based on market value
of common shares and reinvesied

earnings.
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Earnings were $2.36 per average share in 1989 compared with a loss of $.94 in 1988 and earings of
$3.09in 1987 Earnings in 1988 were $2.20 excluding the 1988 rate settlement write-down discussed
below. The earned return on average common equity in 1989 wa- 12.6 percent. The dividend rate
remained ot $2.04 per share on an annuol basis. The market price of New England Electric System
(NEES) common shares at yeur end 1989 was $28%: o share compared with $24 ot the end of 1988
Growth in kilowatthour sales to ultimate customers slowed to 2.7 percent in 1989, significantly lower
than the five percent average annual rate experienced by the System over the previous five years. The
reduced level of growth reflects a slowdown in the economy and a return to typical summer tempero-
tures, following the extremely hot summer of 1988. Current economic forecasts for our service area por-
troy continued economic slowdown for 1990, with a further reduction in kilowatthour sales growth
During 1989, additional purchases of power were necessary to maintain capacity reserve require-
ments. During the early 1990s, we will continue to make short-term purchases of capacity, to the extent
available, and we expect our expanded efforts in conservation and load management (C&LM) to make
a significant contribution. In 1989, we spent a total of $41 million on C&LM and expect to spend
$65 million in 1990. We will share in the output of several new projects. The first unit of the Ocean State
Power project is scheduled to go into service in 1990 and the second in 199 1. The Seabrook 1 nuclear

_ unit (Seabrook 1) is also completed and awaits receipt of an operating license. In addition, the second

phase of the interconnection between the Hydro-Quebec system and the New England region is sched-
vled ‘o begin operation in late 1990. Afer the early 1990s, increased demand is expected to be met by
our C&LM programs, our own generating projects, purchased power and non-utility generation.

In December, we sold our 51 percent interest in the joint venture, that owned and operated a
coal-carrying thip, to our partner, as part of a settlement of a pending arbitration of the ship's charter
hire rate. The ship will continue to carry coal to our generating stations under a new long-term contract.
The settlement resulted in a nonrecurring gain in 1989 earnings of 16 cents per average share due to the
reversal of previously accrued litigation reserves and tax benefits.

The decline in earnings from 1987 to 1988 was principally due to the ongoing impacts of the 1988
rate settlement, including our wholesale subsidiary, New England Power Company (NEP), no longer
recording allowance for funds used during construction (AFDC) on Seabrook | and the amortization of
our Seabrook | investment net of the write-down. Other factors contributing to the decrease were
increased maintenance, purchased power and C&LM costs.

in November, we withdrew our $2 billion offer to acquire Public Service Company of New Hampshire
(PSNH). We concluded that the price being offered for PSNH by other bidders and the rate levels neces-
sary to support the price would not be in the best interest of our shareholders and would interfere with
our ability to provide low rates to our customers.

In December, we reached a settlement of a rate case in Rhode Island that includes an opportunity to
earn an incentive based on the results of our C&LM program in 1990. In February 1990, we reached o
settiement, subject to Federal Energy Regulatory Commission (FERC) approval, on our 1989 wholesale
rate case. We also have a rate case pending in Massachusetts.

During November, we sold four million new common shares. The proceeds from the sale are princi-
pally being used to finance our subsidiaries’ construction pregrams. Because we sold the shares at more
than $7 per share above book value, the sale increased the book value of all our shares by approxi-
mately 45 cents per share.

NEP owns approximately 10 percent of Seabrook 1. As part of NEP’s 1988 rate settlement, all issues
associated with NEP’s investment in Seabrook | through December 31, 1987 were resolved.

Construction of Seabrook | was completed in 1986, but the unit cannot enter commercial operation
until an unconditional operating license is issued by the Nuclear Regulatory Commission (NRC).
Low-power testing of Seabrook |1 was conducted in May and June 1989.



1988 Rate
settlement

Wholesale
rate activity
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Massachusetts and New Hampshire. A number of parties, inclu ohudhdud,madbedeﬂ-
cials, are opposed to operation of the plant and approval of emergency response plans.

Although there is still no assurance that Seabrook | will enter commercial operation, the likelihood
has increased. The NRC is scheduled to decide in early March whether 1o issue o full- -power license for
the plant. However, the Massachusetts Attorney General has indica‘ed that he will appeal any decision
that is favorabie to the project. It is not clear whether such an appeal would cause further delay in
commercial operation.

Inthe second quarter of 1988, NEP reached o rate settlement agreement which resulted in o

$179 miliion after-tax write-down (5260 million before tax). The settlement resolved issves associated
with the recovery of our pre- 1988 Seabrook | investment and our investment in oil and gas properties. It
also resolved all other rate issues outstanding at that time.

As discussed in Note C, the write-down related to Seabrook | and assumed that the unit would be
cancelled. Therefore, if the unit is ultimately cancelled, no further write-down of our pre- 1988 investment
would be required. However, if Seabrook | enters commercial operation and NEP is satisfied that vari-
ous other conditions have been met, it will be able to reverse a portion of the write-down. The impact,
assuming no power output level restrictions in the operating license, would be 1o increase net income by
approximately $115 million after tax.

The seftlement allows NEP to recover through its fuel clause its payments to its affiliate, New England
Energy Incorporated (NEE|), for costs resulting from NEE1's oil and gas exploration and development
activities undertaken from 1974 through 1983 (rate regulated program).

Recovery of Seabrook 1 costs incurred after January 1, 1988 is subject to FERC approval. (See

Note D-1.) The prudence of certain NEE| costs incurred subsequent to March 1, 1988 could be subject to
FERC review. (See Note A-6 )

In August 1989, NEP filed its W-11 rate case with the FERC, which was composed of two parts. In
February 1990, NEP reached a settlement with various parties on the first part, which, if approved by
the FERC, will allow NEP to increase its rates by $39 .4 million on an annual basis effective March 1, 1990
The settlement also provides that in the event actual 1990 sales vary from the estimated levels reflected

in the filing, NEP will recover or refund the variance, up to $17 .4 million.

Earnings Per Average Share ($) Dividends Declared Per Share
—Annual Rate ($)
.5 "!’ 3.09
277217 ‘ gy 200 2.04 2.04
oo 2200 %
) 7g 106
Bl el Bt uc' l

BO 8] 82 8) 84 8BS 86 87 88 89 80 '8) '82 8] ‘B4 85 86 97 88 89

*Betore write-down. A loss of $ 94 after write-down




‘ In oddition, the FERC also allowed NEP's proposed $55 million C&LM surchargefor 1990 catn T
expenditures to becor \e effective January 1, 1990, subject o refund. Hm.bhmmﬁ )
which regulate our reta | subsidiaries allow recovery of these costs, NEP will m"%ﬂﬁ {4 _

surcharge. (See Retail r.te activity section.) A

The FERC approved o oartial settlement of NEP's W- 10 wholesale rate case which increased rotesby |
$40.2 million on an annu al basis effective May 1, 1989. In addition, the settiement allowed NEPe cq.. '
italize and recover with ¢ return, over two years, 1989 C&LM costs of $30 million. The only un
issue relates to approxin ately S9 miilion of purchased power costs resulting from the New England
Power Pool’s Performance Incentive Program. In October 1989, an administrative law judge (AL))
issued an initial decision allowing full recovery of these costs. The ALJ decision is subject 1o fingl FERC
approva!

In August 1989, NEP implemented a new seasonal rate design under which it bills customers ot
higher rates during high-demand months and lower rates in low-demand months. The new rate design
was not intended to have a significant impact on total revenues over any 12-month period. However, pri- .
marily due to high peak-demand levels, this new rate design increased NEP's billings in 1989 Ourretgil &
companies in Massachusetts and Rhode Island received regulatory permission in December 1989 1o
recover the increased NEP billings from their customers, which increased consolidated revenues by
$6 million. These new seasonal rates could have either a positive or negative effect on 1990 revenues
depending on actual customer usage.

The W-10 settlement also approved NEP's request, effective May 1, 1989, for o modification to the
Qil Conservation Adjustment (OCA) charge, a rate through which NEP is recovering its Salem Harbor
Station coal conversion costs. Due to o reduction in the coal-oil price differentials used in caleulating the
' OCA charge, NEP requested that a minimum rate be established.

Effective January 1, 1988, NEP reduced its rates by S21.5 million. The decrease included the effect of
the lower federal income tax rate

In December 1987, NEP provided for and has since made refunds to customers to reflect the FERC ‘s
decision that NEP’s full investment in the cancelled Seabrook 2 unit should be recovered over 10 years,
without @ return on the unamortized balance, rather than the shorter period requested by NEP.

Retail rate in December 1989, the Rhode Island Public Utilities Commission (RIPUC) approved an agreement that
activity allows our subsidiary, Narragansett Electric (Narragansett), to recover currently its 1990 C&LM pro-
gram expenditures of approximately $ 11 million and provides an opportunity to earn an incentive
based on the results of the 1990 program. We have similar proposals pending in Massachusetts and
New Hampshire.
l’ The RIPUC also approved a settlement of Narragansetts general rate increase request which increased
rates by $5.8 million effective January 1, 1990. In addition, certain discounts offered by Narraganset,
amounting to approximately $4.5 million on an annual basis, terminated on January 1, 1990,

In February 1989, Narragansett reduced its rates by $3.3 million as part of a rate settlement agree-
ment negotiated in 1988. As part of the settlement, Narragansett also wrots off, in December 1988, the
accumulated deficit of $2.5 million in its Storm Contingency Fund.

In September 1989, Massachusetts Electric filed o petition for 0 $51.8 million rote increase with the
Massachusetts Department of Public Utilities (MDPU). If approved by the MDPU, new rates would
become effective in April 1990,

The System’s retail electric subsidiaries reduced their rates in July 1987, primarily to raflect the impact
of the new tax law and savings in other costs. Massachusetts Electric reduced its rates by $ 16.8 million,

‘ Narragansett by $3.6 million and Granite State Electric by $500,000. In addition, Granite State Elec-
tric agreed to a further rate reduction of $500,000 effective January 1, 1988.




; Avelez sysiom and New Englond.
Although NEES owns only 50 4 percent of the outsianding common stock of the Hydro-Transmission
companies, they have been fully consolidated in the financiol statements. Interest expanse on long-term
debt of these companies has no impact on net income, since ol intarest expense is capitelized as debt
AFDC. The consolidated income statement for 1989 included $12.8 million of debt AFDC and

$10.5 million of equity AFDC related to the Hydro-Transmission companies. The ''Minority interasts, prin-

cipally AFDC line represents the minority interests’ portion of the nat earnings of the Hydro-Transmission
companies. See Note A. | for o turther discussion of the minority inferests’ portion of the project

Operating Operating revenue increased by $ 124 million in 1989 compared with 1988 due to 0 2.7 percent
revenue increase in kilowatthour sales to ultimate customers and the effects of a May 1989 NEP rate increase

In 1988, operating revenue increased by $7 1 million over 1987 due principally toa 5.9 percent
increase in kilowatthour sales to ultimate customers.

Total operating expanses increased by $103 million in 1989. The non-fusl component of purchased elec-
fric anergy increased by $45 million due to increased copacity purchases to meet the continued high
peak-demand levels. The System has expaeriencad poak loads over the past few years which were higher
than expected. Increased purchased powar expense and C&LM costs comprised the two major compo-
nents of NEP’s May 1989 rate increase. Other operation and maintenance expense increased by
$11 million due to increasad transmission costs associated with additional purchases of power,
increased uncollectible accounts expense and general inflationary increases in other areas. Partially
offsetting these increases is a reduction in C&LM costs resulting from NEP capitalizing and recovering the
1989 C&LM costs, over a two-year period with a return, as part of a rate case settlement. Depreciation
and amortization expense increased in 1989, reflecting increased OCA amortization, new construction
expenditures, and the amortization of a portion of Seabrook 1 costs as part of the 1988 rate settlement.
In 1988, iotal operating expenses increased by $78 million. The non-fuel component of purchased
electric energy increased by $ 19 million due to additional purchases of capacity required to meet the
high peak-demand levels. Other operation and maintenance cost increases include increased C&LM

Regulation—Percant of 1989 Elactric Ravenue NEES Emargy Mix (%)

Federal Energy
Regulatory Commission

Massachusetis
Rhode Island

New Hompshire




Taxes
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510 10 years. Amortization of oil and gas properties was also increased due to greater production.

NEES and its utility subsidiaries have been contacted by federal and stc ie environmental agencies
regarding the cleanup of sites designated as containing hazardous waste . While the cost to clean up
these sites cannot be estimated, it is believed ot this time that such costs wi | not be material to the
System's financial position. (See Note D-10.)

Currently, NEES records post-retirement benefit costs other than pensicns, principally health care
costs, when paid. New accounting rules are currently being proposed for such costs which would
require employers such as NEES to establish a liability for the expected co:t of providing post-
retirement benefits to employees, during the working years of the employee «. This proposal, if adopted
in its present form, is expected to result in a significant increase in annual expense which the System com-
panies would seek 1o recuver through rate increases.

The Tax Reform Act of 1986 reduced the corporate federal income tax rate from 46 percent to an
average rate of 40 percent in 1987 and 34 percent thereafter. This reduction in the tax rate contributed
1o the decrease in federal income tax expense between 1987 and 1988. The benefits of the new tax law
are being passed on to customers through rate reductions and therefore have no significant impact

on net income.

New accounting rules issued by the Financial Accounting Standards Board, which are expected to
become effective in 1992, will require all deferred tax balances to be restated at the 34 percent rate or
the rate in effect at that time, if different, and will require any excess to be reclassified from a deferred tax
liability account to a customer-related liability account. It is expected that, through the regulatory pro-
cess, excess reserves for deferred tuxes will be passed back to rate payers with no significant impact on
net income. The pass-back of such excess deferred tax reserves commenced in 1987, which also contrib-
uted to the decrease in federal income tax expense in 1989 and 1988.

For a discussion of tax issues in dispute see Notes D-6 and D-7

Cost Per KWH to Utimate Custemers (¢) Kilowatthour Sales Growth
to Ultimate Customers (%)
& Actual Dollars
& 1989 Doliars

10.78¢

s =2
5.2
2.6 2.7
7.23¢ 7.28¢ l I

8! 82 83 84 85 86 87 88 89 85 8é 87 88 89



Oil and gas
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1989 Capital
expenditures and

financing
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o mm‘h 1989 due to increased consiruction work in progress principally associated with the

‘Mydro-Quebec Phase 2 project. (See Hydro-Quebec Phase 2 section )

The significant decrease in AFDC in 1988 was principally the result of NEP no longer recording
AFDC on the pre-1988 Seabrook 1 investment, due to the 1988 rate settlement. in addition. in the
second quarter of 1987, NEP recorded additional AFDC of $8 million, retroactive to April 1984, on
certain costs reallocated from the cancelled Seabrook 2 1o Seabrook 1.

NEE! participates in domestic oil and gas exploration, development and production, in bth ¢ rate regu-
lated und o non-rate regulated program.

NEE! has incurred operating losses since 1986 on the rate regulated program, due to precipitare
declines in oil and gas prices. These losses are passed on to NEP under an intercompany pricing policy
approved by the Securities and Exchange Commission. NEP‘s ability to pass such losses on to its custom.-
ers was favorably resolved in its 1988 rate settlement. Certain rate regulated program costs incurred
subsequent to March 1, 1988 could be subject to o prudence review. (See Note A-6.)

Profits o losses on prospects entered into since December 31, 1983 (non-rate regulated program)
are borne by shareholders. During the year 1989, the System recorded an after-tax loss from NEE|'s
non- rate regulated program of $3.6 million. In 1988, the System recorded an after-tax profit of
$0.1 million and in 1987 an after-tax loss of $O.8 million.

Although NEE| will continue to incur costs in connection with activities related to existing prospects, it
stopped acquiring new oil or gas prospects after December 31, 1986.

Cash construction expenditures for NEP and the retail electric subsidiaries totaled $277 million. These
expenditures included approximately $65 miliion associated with improvements, completed in 1989, 1o
NEP’s transmission facilities in connection with the Hydro-Quebec Phase 2 project. Internally generated
funds, and issues of long-term debt and NEES common shares provided the funds necessary for con-
struction expenditures during the period.

Cash construction expenditures by the Hydro-Transmission companies totaled $254 million, including
$176 million for reimbursement plus interest to participating utilities, including NEP, of preliminary
project costs incurred prior to 1989 These expenditures were financed by long-term borrowings
(60 percent) and common equity contributions (40 percent)

System Maximum Demand
w h Dollar of 1989 R t(%
here Each Dollar of 1989 Revenue Went (%) el Capabiiry Hstaars}
Reserve
ol System Maximum 5480
Purchased Power Demand et 5268 S
o e T
30%
. 1% % on
i Depreciation and e
Amortization 3538 3520
Toxes
Interest and Preferred
Dividends
Earnings—Common Shares

TR S AR AR
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1990 Capital
expenditures and
financing
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these expenditures

In May 1989, NEE| refinanced its outstanding borrowings through o new credit agreement which
provides for borrowings of up to $400 million and NEP issued $ 17 million of pollution control
revenue bonds. In addition, Massachusetts Electric issued $50 million of first mortgage bond* during
August 1989

NEES sold four million new common shares in November 1989. The proceeds from the sale (approxi-
mately 5105 million) are principally being used to finance a portion of *he construction programs of
NEES subsidiary companies. In addition, NEES raised $34 million of aquity during 1989 through the
issuance of new common shares under the System’s dividend reinvestment and common share purchase
plan and employee share plans.

Cash construction expenditures for NEP and the retail electric subsidiaries are estimated to be
$235 million in 1990. Internally genercted funds cre estimated to meet approximately 80 percent of
construction expenditures in 1990,

The mortgage indentures and note agreements of the ~etail electric subsidiaries contain restrictions on
the issuance of long-term debt that require earnings bafore interest and taxes for 12 consecutive calen-
dar months within the preceding 15 to be at least twice the annual interest charges on all long-term debt
outstanding. D sring the first part of 1990, operation of this restriction will prevent one or more of these
subsidiaries from issuing new long-term debt. As discussed in the Retail rate activity section, the retail
electric subsidiaries in Massachusetts and Rhode Island have either received or have pending rate
increases which are expected to alleviate this situation. Subject to the above restrictions, the retail electric
subsidiaries plan fo issue SB0 million of long-term debt in 1990 or early 1991,

Cash construction expenditures by the Hydro-Transmission companies are estimated to be $55 million
in 1990. The Hydro-Quebec Phase 2 transmission interconnection is schedule ' *» bsyin operation in late
1990. Long-term borrowings are expected to finance 60 percent of these expenditures.

in 1990, expenditures for oil and gas activities are sstimated to be $50 million, including capitalized
interest costs of $30 million. Internal funds are estimated to provide all of these needs in 1990.

NEES expects to raise about $35 million of equity during 1990 through the issuance of new common
shares under the System’s dividend reinvestment and common share purchase plan and employee
share plans.

Market Price Per Share —Year End ($) Number of Customers (Thousands)

1253

28%
28

25
24

22% 1055
1012

83 86 87 88 89 77 80 83 86 89



!
|
!

* Includes the eff ct of o rate seitlement write-down rocorded in the second quarter of 1988. The write-down

Elaciric sales (excluding

fuel cost recovery)
Fuel cost recovery
Other utility revenve
Oil and gas sales

Total operating
revenue

MNet income (loss)

Common shars equity und

minority inferastst
Cemvlative preferred stock
Long-te . Z2bt

Totai capitalization

Total electric sales {millions
of kilowatthours)

Cost per KWH to ukimate
customers (cants)

Sysiem maximum demond
(megawaitts)

Elactric capability (AW
net) —year and

Mumber of employses

Number of customers

$1,084 s 096 S 942 $ 940 $ 908
488 428 432 £07 462
42 37 28 29 25
59 59 46 56 49

$1,643 $1,520 $1,448 $1,432 $1,444

$ 178 S 167

$ wa_ S (34)* S

) 85,377,967 53,794,329

$1,191 $1,690 $ 979
162 187 205
1,387 1,401 1,364
$2,740 $2,678 $2,548
19,7481 19,574 18,338
704 710 7.58
iy i B3R ':;’,t;f'?('%::‘* :
3708 3520 3,555
5,268 4,921 4,542 4,307
880 . 5,478 5,256 5,131 5,004
1,883,628 1,233,519 1,204,189 1,175,307 1,147,399

amounted to $ 179 million aker tax or $3. Mpmshae {See Note C.)
Mmmompmmoquﬂyhlmh




Opareting revenue

Operating expenses:

Fuel for generation

Purchased electric enargy:
Fossil and imterchange
Nuclear entitlements

Other operation

Maintenance

Depreciation and amortization

Taxes, o*her than federal income

Federal income toxes

Roie settiement write-dewn (NoteC):
Fedoral and stote taxes on rave sl

(Noto C) ;
Operating and othar income
interest:

Interast on long-term deb?
Other interest

Allowance for borrowe ; unds usad during construction
Total interas? :

income (loss) aftari sgrad
Preferred dividan 4 of eubsidiorics

Net ineome (leas) (Mot C)

sm@.w@ $1,519,677 51,4@ 193

295,132 286,649 316,775

200,503 157,132 104,711
104,989 100,305 100,258
289,532 279,890 246,660
121,582 120,497 101,250
256,087 229,060 178,918

97,714 93,615 91,316

24,728 30,945 80,227

1,400,861 A 298,093 1,220,115
221,584 228,079

R Aot
A e s

1060 25318

B8 57 T sl

12884) 85 4969
(260,213)

81,217

256,632 51,177

110,535 88,988
12,340 7,583 ]
(17,865) _ (2,146) _ (15,575)
105,410 94,425 81461
149,222 (43,248) 128,520
10,572 12,314
(53,820 § 171,206

Average common shavas
Pac shere data:

Net income (loss)
Dividends declared

57,026,739 55,377,967

(94) § 309
204 $ 2.01

The o«ompomng mmumwdﬂmﬁnmnl siatements.

i
}
|
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i
i
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|
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Usility plont, ot original cost $2,681,430 §3,427,675

Less accumulated provisions for depreciation and amortization 1,149,082 1,072,045

2,802,398 2,355,630

Consiruction work in progress (Note D) 376,426 77,549

Net investment in Seabrook | under rate settlement (Notes C and D) 194,308 228,133

Net utility plant 3,073, 127 2,661,312

Oil and gas properties, ot full cost 1,157,848 1,103,756

Less accumulated pro ision for amortization 591,309 497,610

Net oil and gas properties 866,539 606,146
Investments:

Nuelear power companies, af equity €4,091

45,377

Fuel, mm PR ?8 66,7

Other current Qssats
wm " ﬁﬁ’ R .L‘ﬁ s 4 ¥s ' A 13 : - _:;

Unamortized property losses {Ncie F) 32,87¢ 42,150

Deferred charges ond other assets 64,837 42,307

$4,116,389 $3,717,972

§i, m.m $1,085,879

iR oF .*".," e
e

.m,m 1,433,680

3,066,891 2,652,087

135,992 156,083

3,357 Q00

29,224 22,471

33,364

30,618



1980

md oarnings at baginning of ysar 2 g $ 643,798 $614006 §556005 1‘.
Na? incoms (loss) 138,630 (53,620) 171,206
Dividends declared on common shares Ui2n,406)  (116,448)  (111,559)
Premium on reacquisition of prefsrred @ sgh ; 3ot % (2,448)
Retained earnings ot aad of year - § 861 _@;@2 S 443 798 $ 614,066
At December 31 (thousands of dollars)

Camman share equity 1989 1986

687,618 554,485
481,04% 443,798

$9,297,638 $1,085,870

SIS | . W
Shares outstanding
Company ~ Par valve 1989 1988
Massachusetts Elocmc Compony
4.44% Saeries 100 73,600 75000 §$ 7,500 S 7,500
4.76% Series 100 75,000 75,000 7.500 7,500
7.80% Serios 100 150,000 15,000 15,000
7 .84% Serias nm 200,000 20,000 20,000
The Norroganm EbcmCoW i
4%% Serics 4 180,000 2,000 9,000
4.64% Series 50 150,000 7,509 7,500
P ___8w 09:% Sonas 50 200,000 18,008 10,000
New England Power Company
6.00% 80,140 8.014 8,014
4 56% Series 100,000 10,800 10,000
4.60% Series 80,140 2,614 8,014
4.64% Series 100,000 10,000 10,000
6.08% Serios 100,000 10,600 10,000 .4 E
7.24% Series 150,000 15,000 15,000
8.405% Sevies 150,000 15,009 . 5,600
8.68% Serias 100,000 10,800 10,000
Torbewmuiative profarrod staes ~ 11
of subsidiaries {annuel w0 : wh 11 4
requirement of $10,572 "‘E"‘ AN o
for 1989 and 1988) 1,898,200 1_8?0 280 S‘éﬁ.ggﬂ §j§2 528

e e ST

)
o

s wom s woms
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Now

Pirs? mertgage

Mow Englond Hydro-Tronsmission
Corporation
Mew Englond Hydro-Tronsmission
Eloctric Company, Inc.
Massachuseis Series F
Electric Series G
COMPO"Y Series H
Series |
Series J
Saries K
Series M

Sede0

1991
1992
1993
1996
1998
1999

10,800
10,000
15,060
18,000

Saries M
Series N
Series O
Series P
Series R

o

Sarien S
o Sedee® v

19,600
10,000
15,000

Gonerol and

merigage bonds

Power

Company SoricsB
Serias D
Sevies G
Saries §

Frait

NewEnglond  Bovieshe '
Sories A

The accompanying mononmnlm

of theas finunciv!
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" Operating Net income (loss) § 188,650 § (53,820) § 171,206
oty ties Adjusimants 1o reconcile net income (loss) te nai cash
provided by operating activitias:
Depraciction and amortization 288,767 230,357 180,198
2 Investment tax credits—net {4,854) (6,414) (2,619)
3 Deferred federal and state income taxes (16,067) (90,438) 21,701
. Rate settlement write-down 260,213 t
Allowance for funds usec during construction (29,746) (4,115) (40,893) ;
Minority interests, principally AFDC 8,491
Decrease (increase) in accounts receivable, :
: less rescrves {12,289) (17,673) (34,968)
+ D@cmn (mcrmw) in fuel, materials end wwhu 16,638) (4,712) 15,763

18,033

Hydro-Quebec Phase 2 project
Othe - projecis e $(192,359) $(165,217)
Qil end gas explorotion ord d Ao (59,849) (54,734)
Sale of interest in coal ship (Noie D-3) [
I Increase in other invesiments (2,2000  (13,150)
Nei cash provided by (usad in) investing activities $(369,294) $(254,408) $(233,101)
% Fimoneing Proceeds from NEES common shores issuad $ 988,818 § 35807 § 43,891
| octivities Contributions to subsidiaries by minority interests 48,739
1 Dividends paid o NEES common Pa ﬁ?ﬁ&@%} (115,646)  (110,016)
Preforred siock —ratirements o e i i (27,448)
i Long-torm debt—itouas 5 ‘ | 998,100 82,900 25,000
/ | ong-tarm debi-—rstirements @@? 24%}) {59,400C) (35,250)
Changes in shori-term debt o (28,750) (16,300)
} Net cash pmd.dby(mmﬁamwwm 8=m.-m $ (76,089) $(120,120)
“ Net increase (decroass) in cashand coshequivalents. - & 1,266 § (23,932) § 32,965 v
Cash end cosh equivalonts ot beginningof yoer i i 10,724 34,656 AR

$l@m $
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7. Boele of The csoiidated financial wodnmens Mﬁnmﬂdwwew B
: consslidoiien oll subssidiaries excopt NEES Encrgy, Inc. and Mow England '+ ¢ Trenemissien Cemc
. ' ond syeiem which are recordad at aquity. Prasantation of thase two subsidiaries on the equity basis s net mul ‘
, of occounts to the consolidated financial statements. In addition, four regional nucleor genarating companias z

(Yankees) in which New Eng'and Pow r Company (NEP) has o minority ownership interest are valusd
at aquity. NEES owns 50 + percant of tha outsianding common stock of both New England z
Hydro-Transmission Elactric Company, Inc. and New England Hydro-Transmission Corporation ‘
: (Hydro-Tranemission companies). The censolidaied financial statements include 100 parcant of the
; ©a661s, mudmd&eﬂybmm MNEESWMM
e haiclar s teass tho oxmoroli sy 5 o the ather sosiiolciers e el e :

-
{ 3. Bevenue ]
‘ bc Sunde i i poriion of consruciion costs not eligible for
N usad during inclusion in rate base. In mo on uvommd 335 mﬂﬁm of construction work in progress (CWIP) wos ;
i\ comstruction included in rate base. AFDC is capitalized in ““Usility Plant”’ with offsenting cradits to ' Other income '’ ER
(AFDC) and “Intersst '’ This mathed is in aeserdance withon exablished rate-making praciice under which o ] '
utility is permitted o raturn on, and the my of, pmdomly incurrad capital costs through thair ullimate
mmmmmmm wohaben pciation. The composiie AFDT reee, axcluding the

Hyéro-Tramseniasion ses




in 1989 NEP uhplomomdom WWQ :
At Dacember 31, 1989, mmmwmmw $

The Nuclear Waste Policy Act of 1982 aetablicheas that the federt o hwwm
dapocel ond posol of spent nuclear tuel The faderal governmant requires Wbm 8 %50 basad on its share of the
nuclear plont generation from the Millstone 3 nuclear unit. NEP is recovering this fea through its fuel clause. Similar

decommissioning  costs are incurred by the Yankee nuclear companies which are billed 1o NEP and recovered from custom.
: ers through NEP's fuel clouse

A

Also. NEP is recovering through depreciation axpense its share of estimated decommissioning coss
for Millstone 3 amounting to $24 million in 1987 dollars. NEP's decommissioning cost accruals are
recorded on its books consistent with h ) my In oddbm NQP bpoymg through purchased

ship interast will moo'or ¢

Now Englondinorgy lmw(mmhmﬂmWW|m dmlop-
NEE| also owned and oparated, @
(See Note D-3 }

NEE! follows the tull cost mathod of accounting for its oil and gas operations, undar which capitalized
costs (including inferest paid 1o banks) releting 1 wolls and lecess determived to be aither commercial or

non-commarcial are amortized wn. MW of production method.
NEE! oparaias under an

pwaoho« Decomber 31, um msmmw
wiill continue to mmmbmmm ;
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NEEI's costs incurrsd “w ".1»,....

activities are as tollows: A ':‘;rl i

m“ % 7
Year ended Decembar 31 Mon*.g‘_wn) R, . A L . .
Leases $ 1.aM S 4,675
Exploration 20,646 14,630
Development (3,928) 7,493
Copitalized interest costs 33,362 30,817

2,881 2,228

Note B

; 1 Fadoral income taxes Sk




Cartain subsidiaries, with regulatory epprovel, have odopted comprehencive imerperiod tax allecation
(normalization) The following table details the componants of the defarred faderal income tarxas of

these subsidiaries

Year ended December 31 (thousands of dollars) 1989 1988

Allowance for borrowad funds used during construction S (769) ¢ 318
Other construction costs capitalized for book purposes

and deducted for tax purposes 2,057 3,533
Costs associared with utility plant retirements

deducted for tax purposes 4,538 4,985
Excess tax depreciation 11,694 13,361
Rate settlement write-down (Neta C) (68,428)
Seabrook | racevery (Mo C) {9,837) (6,349
Proparty loss amoriizetion RN _faerr)  (487H
Retunds e 11,260 m

Unbilled revenve (8,138) (3,338) (3,113)
Contributions in oid of construction (2,982) (3,427%) © (3,674)

Conservation and lood managemant costs capitalized 7,247
Coal ship settiement (Note D-3) (7,538)

Oil and gos progrom (7,438) (16,042) (1,454)
Accruad revenue for NEE| loases 485 (3,478) 11,158

Other (4,501) (9,925) 655
Deterred federal income taxes $(19,720) S(82,392) $19,270

The Tox Reform Act of 1986 reduced the corporate tax rate from 46 percent to an average rote of
40 percent in 1987 and 34 percent thersotter. New accounting rules issued by the Financial Accounting
Standards Boord (FASB), which are axpected 10 become sHective in 1992, will require all deferred
tax bolances to be restated at the 34 parcant rate or the rate in effact at that time, if different Using the
34 percent tax rate, the Syaem would have aicass reserves for deferred income taxes of approximately
$56 million at Decambar 31, 1989. Approximately $39 million of this axcess relates to NEEI . It is
expected that through tha regulatery process, axcess reserves for deferred income taxes will be
passed back to ratepayers with no significant impact on nat income. Accordingly, any excess will be
reclassifiad from o deferrad tax liebility account 10 o customer-ralated liability account. As can be
sean in the table below, such pass - ack commenced in 1987

In addition, the new FASS rules will require utilities to establish new doferred tax reserves, including
deferred taxes on the equity component of AFDC and NEP's OCA amortization, which have not previ-
ously boon con"dmd eubjoct 1o delerred iox omommng TM mol tax reserve will be offsat by




‘
|
]
.
i
;
“
;
i
u
oi
o
!
:

'Tho a“oc'wo bdorul mcom'ou m»dodmg NEE! was 27.6%, (32.2)% ond 33 2% for che years

Computed tax at statutory raie $ 22880 §(20,209) 5105,907
Increases (reductions) in tax resuking from:
Allowance for equity funds used during construction {4,176) (670) (10,115)
Rate settlement write-down (Note C) 15,696
Reversol of deterred taxes recorded at o higher rate (12,343) (14.48)) S
OCA 1ox benefits (2,190) (5,618) 4,043)
Book versus tax depreciation not normalized 2,606 2638 3,140
Amortiz © n of investment tax credits (8,510) 7.,040) (6,978)
Allothe, .. rences (2,528) (2,172) (1,170)
Totol federal income taxes $ 35,749 5(40,002) § 81,579
EHective tederal income 'nx rcm 19. 3% (48 l)% 30.8%

1989, 1988 and 1987, ro

Internal Revenug ﬁonua (mu M 1905 Soo Nﬂh %‘bwmmumon regarding the
recently complaiod examination of the 1984 and 1985 wex ‘siuens.

1988 Rate sottlomont

In the ucond quomv d 1988, NEP wnbd Ohroo wholesale rate cases and two pdmom hlod by an
intervenor. The settlement, which was approved by the FERC in September 1988 (1) resolved all issues
associated with NEP's pra- 1988 invesiment in the Seabrook Nuclear Generating Station Unit |
(Seabrook 1); (2) allows NEP to recover, through its fuel clause, its payments to its affiliate, NEE|, for costs
resulting from NEE|'s oil and gas axploration and developmaent activities undertaken from 1974 through
1983 (rate regulated program); and (3) settled all issues associated with NEP's cost of previding service
onder its prior ratas and retes in sfiect of the tiss of ihoe seitiemant without further refunds.

The prudence of conain NEE| rat regulstad program esasts incurrad subsagquent to March 1, 1988
could be subjact to FERC review. (See Note Ad.)

The settlemaent limits NEP's racovery of its pre- 1988 investment in Seabrook 1 to $61 million per year
for seven years and fiva months. If Seabrock | is cancalled, the settlement also requires NEP 1o reduce
the annual level of its rates by $12 million for o period of five years. Howewer, if the unit enters commer-
cial operation, NEP is allowsd 1o collect an additional $16.8 million per ysar for five yaars, subject to
reductions if the NRC's operating license for the unit contains any powsr output level restrictions If, after
entering commaercial operation, the unit is subsequently cancelled or abandenad within defined time
periods, NEP would be required to caase colle ting ondiior nsfune the additional revenve, depending
upon Mdmmmdﬂ\omddmaabm MM | rosts incurred afier
Janvary 1, lmh WEM
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including the additional ravanues that will be reaiized under the seitlement and 10 revres the impocts of
hoving assumed cancellation in the initial writs-down The impact of these odjustmants, assuming no
powar output leval restrictions in the operating licanse, would be to incroase et income by approxi
mately $ 115 million aber tax

As o result of the settlement, in the second quarter of 1988, NEP also stopped racording AFDC on its
pre- 1988 Senbrook | investment and bagan amortizing the portion of such investment being recovered
under the settiemant over seven years ond five months. The pre- 1988 Seabrook | investment, afier the
settlement write-down, is shown on o separate line on the balance sheet net of amortization. Investments
in Ssabrook | since January 1, 1988 are included in the ‘'Construction work in progress’’ line on the
balance sheet and amount to $48 million, including AFDC, as of Decembar 31, 1989 (See discussion in
Note D- 1 for reserves recorded for costs incurred since Janvary 1, 1988.)

1. Soabrook |
nucloar valt

N&b;wmappronmanly lowdhl 150 MW Seabrock | nudiear vnit, bmdinSnbm&

New Hampshire.

Uncertainties regarding the racovary through rates of NEP's investment in Seabrook | through
December 31, 1987, were resolved through the 1988 NEP raie settlement. (See Nate C for additional
information ragarding the seftlement ) Recovery through rates of NEP's investment in Seabrook |
aher Janvary 1, 1988 is subject to FERC approval, and the prudence of such investment could be
challenged in fuiure FERC rate proceedings. These expenditures have amounted 1o $48 miilion through
December 31, 1989 Under current FERC policies, if Seabrook | enters commercial operation, NEP will
be permitted to recover all post-Decomber 31, 1987 expenditures found by the FERC to have besn pru-
dently incurred. If the unit is cancelled, under the FERC's policy, NEP will be allowed o collect only
50 perceni of prudently incurred post-Decamber 31, 1987 costs, but will be allowad 1o earm a return on
the emount being recovered from cusiomers. NEP has already writtan off, as a part of the $ 179 million
rate witloment write-dewn, 50 parcaat of Gl Seabreck | cash casts thet wem agimated 1o be incurred
during 1988 and 1089, in additien, since 1780 NEP has writien off 50 pareont of sll Seabrook | AFDC.

Construction of Seabrook | was comgiletad in 1980, but the ualt cannct erter commarcial operaiion
utitil an uncondricaal epsrating licenss is issued by t.e NRC. Chicfly due to financisl obligations resuh-
ing from its 35.6 porcam swnorship sham of Seabrack, Public Serrics Crmpony of Mew Hompahire

(PSNH) declored bankrupicy in Janvary 1088, and it now appears that Norheast Utilities will acquire
PSNH, including its Seabrook interest.

Low-power testing of Seabrook | was conductad in May ond June, 1989, During on edditional test
ahtar low-power testing was complata, medw play of ssvoral minutes in shuiting dewn




4. Broyien Point
sutage
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are pending within the NRC and in the courts. On November 16, 1989, the NRC commissioners issved

an order indicating that they, rather than tha NRC's appeal boord, would consider all applications to stay

the effectiveness of the licansing board’s avthorization of a full-power license. The commissioners held o
meeting on full-powar license issuss on Janvary 18, 1990. In February 1990, the chairman of the NRC
indicated that the three commissionars who will rule on the issuanca of o full-power license are satisfied
with the safety of the plant and with the adeq. - of emergency response plans. A vote by the NRC is
scheduled for early March. Although thera is st .+ © assurance that Seabrook | will achieve commercial
operation, there is increased likelihood that it will operate. The Massachusetts Artorney General has
indicated that he will appeal any decision that is favorable to the project. 11 1 ..o “lear whether such an
appeal would cause turther delay in commarcial operation.

In 1989, PSNM agread, with the appreval of the bank: uptcy court, io fund, for ¢ period of time, the
share of engoing projeci sapsenditures no longar being poid by the Massachyzaits Municipal Wholesale
Elociric Company (MMWEC). MWWMMMWbmml
thon Gnd i is uneariain wiveshor MWL wauld bagh

whathor afher aneigensmts vt SIS el MINVAECS S Hrvioct sxponces.
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Note A-6

Two NEES wbndoorm NEEI ond NEP, conwmmo’ed an aqmmom in Docombor 1989 with
Keystone Shipping Co. (Kaystone) partaining 10 o jeint vaivt ura betwean NEE| and Keystone NEE| was
0 51 percent owner in the joint venture, which owned o coal-carrying ship that was chartered to NEP
through 2008

As a result of the agreement, the ship was sold to an affiliate of Keystone, the joint venture was termi-
nated and NEP entared into a new long-term charter of the ship to continue transportation of coal to two
of NEP's generating stations. The agreamant also resolved arbitrations that were pending concerning
the appropriateness of the chartor hire rate that had bean paid by NEP during 1983 through 1989
Implamentation of the agreemant resulied in o nonrscurring gain in NZES 1989 aarnings of approxi-
mately $.16 par overage share. The gain meviied in port from tox benalits from the sale and
in part from the reversal of proviovsly secrved ltigation reserves

The Sys’om 5 lurm genemlmg unit, Broyton Point Uni' 3 upenomd Q six- momh ouoogo in 985
due 1o o major coal silo feilure. The incremantal cost of raplacemaent power for that outage, which
amounted to $ 16 million, was included in NEP's fual clousa billings.

NEP sought to recover damages for the silo failure from Stons & Webster Engineering Corporation
(S&W) and others in Massachuseits Suparior Court. In November 1980, NEP executed an agreement
with the Rhode Island Atiornay General wheraby the Attorney Genaral agreed not to initiate any ragu-
latory proceeding concarning tho outage witil NEP's dispute with S&W is resoived. In December 1989,
the court gran ad o masion for summary fudoment in faver of S&W. Similar motions filed by other daten-
dants are pen fing.

The utiliy subs Hiories conimmion ow

: WIDS m&mwm&%szQOmlhon in
1990, lncludad .« this agimete s $58 million relates dycre-Qirabec Phase 2 praject. The oil ond
gas subsidiary's e.-oenditures, hmmdwphcl hthuplmonddmlopmtprogroms
in 1990 ore estimated to be $50 million. ($ee Mats A-6.) At Dacomber 31, 1989, subsiantial commit-
ments had been made ralative to future planned expanditures.
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6. Fedorel tax In connection with o recently completed examination of the System's 1984 and 1985 1ax returns, the IRS
 assessments has taken the position that no abandonment of the Seabrook Unit 2 took place in either 1984 or 1985
Accordingly, the IRS disallowed the abandenment luss and related tax deductions claimed in the 1984
. and 1985 returns, which has resulted in substantial proposed tax deficiencies. The System is oppeaiing
these disallowances. If the IRS’ position is ultimately upheld, the System would be required 1o pay the
tax deficiencies (approximately $19 4 million which includes related state deficiencies) pius interest. As
of Dacember 31, 1989, interest on the proposed deficiencies would be approximately $13.7 million.
NEP hos provided approximately $6.8 million of interest accruals relating to this matter. This inferest will
be tax deductible.

NEP has recorded the tax benefit of the Seabrook 2 deduction in o deferred tax reserve and has been
passing on such benefit 1o customers Should the tax benefit of the abandonment loss deduction ulti-
mately realized be ot o rate less thon the 46 percent rate applicable in 1984, NEP would seek 1o hove its
Seabrook 2 rote recovery modified o reflect such lower benefit.

7 'nnchiu hx ln Novombu 1987 ond June 1989, NE P po-d assessments of oddmonol Mouochuum fronchnu taxes
assessments totaling approximately $8 million (including interest) for the years 1982 through 1987 The assessments ‘

relate to the method of calculating the portion of NEP's income that is taxable in Massachusetts In
April 1989, the Massachusetts Department of Revenue (DOR) abated and refunded to the Company
approximately 53 million, including $.5 million of interest, related to 1982 This abatement, however,
has no bearing on the DOR's position on this disputed issue with respect to later yeors.

NEP disagrees with the Commonwealth s position on this issue. Accordingly, these amounts have not |
been charged 1o expense. NEP nos filed petitions with the Massachusetts Appellate Tax Board seeking
refunds of the 1983 and 1984 assessments a1d o hearing was held before the Board on this matter on
September 19, 1989 The Board has not yet is.ued its decision. NEP has applied for abatement of the

1985 through 1987 assessments. The exposure for the unassessed yeors (1988 and 1989) is est'mated
. to be approximately $ 1 million. |

8. Natural gos ln connection wnh NE P’s afforts to roduco wlfur dioxide emissions and repower generating units, NEP i
pipeline has signed conditional agreements that could lead to firm contracts fo- natural gos pipeline capacity. f
capacity These agreements, when all the conditions are approved and occepted by NEP and the other parties, '

will require minimum fixed payments, beginning as early as 1991. Such minimum payments have not
been firmly established at this time but ore expected to be significant.

9. Ocean State ln con|unchon with o new wholly-ownod subsidiary’s 20 percent mnnn in pom\onhlps constr, dmg !ho
Power equity Ocean State Power project, NEES has committed to make up to approximately $45 million of eq ity
contributions contributions as each of the two units in the project achieves commercial operation.

10. Hozordous NEES ond its unlny subudnonos have boon contocted by federal and state onvuronmomol agencies
waste regarding potential joint and several liability for cleanup of sites at which they either have, or are

alleged tc have, disposed of material designated os hazardous waste.
Approximately 16 parties, including NEES, had been notified by the Environmental Protection

Agency (EPA) that they were potentially responsible for cleanup of the Pine Street Canal Superfund site

in Burlington, Vermont, which is contaminated by coal tar and other materials. On December 5, 1988,

the U.S. Department of Justice filed suit in federal district court in Vermont against NEES and two other

parties to recover all past and future response costs incurred by the EPA for removal of coe! tar wastes at

the Pine Street Canal site. On January 9, 1990, the United States settled in principle with all the parties
. in the litigation, including NEES. Under the terms of the settiement, the EPA will recover its past removal

costs. NEES recorded its share of these costs in 1989. However, the settlement does not cover any of
the EPA's ongoing and future response costs ot the Pine Street Canal site.



11. Price-
Anderson Act

Note E
Retirement plans

The Price-Anderson Act provides nuclear liability indemnification that limits public liability fro

On March 24, 1989, o comploint was filed against NEES and its subsidiary, Massachusetts Electric,
as well os other non-affilicted entities, by private parties seeking damages for the alleged disposal of
hazardous waste from o coa! gosification plant previously operated in Lynn, Massachusetts. Lynn Gas
ond Electric Company, a former subsidiory of NEES, owned and operated this facility. In 1973, NEES
sold the gas portion of this business. The electric portion of this business hod been previousiy token over
by Massachusetts Electric, which still owns parcels of land ot this location

While NEES and its utility subsidiaries cannot estimate the costs which may result from these matters,
they do not believe at this time that such casts would be material 1o its financial position.

m o single
incident ot @ nuclear plant to $7.6 billion. The primary financial protection is provided by purchcsin:’ho
maximum amount of available insurance of $200 million. Additional protection of $7 4 billion would be
provided by an assessment of up to 566 2 million per incident levied on each of the nuclear uniis in the
United States, subject to @ maximum assessment of 310 million per incident per nuclear unit in any year.
NEP's current interest in the Yankee companies, Millstone 3 and Seabrook | would subject NEP 10 ¢
$68 .2 million maximum assessment which it would be liable to poy with respect to an incident ot o
nuclear plant. NEP's payment of this assessment would be limited to @ maximum of $10.3 million per
incident per yeor.

The System’s plans are noncontributory defined-benefit plans covering substantially all employees. The
plans provide pension benefits based on the employee's compensation during the five years before
retirement. The System's funding policy is to contribure 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 low or greater than the maximum tax deductible amount.

Total pension cost was $10.5 million in 1989, $6.9 million in 1968 and $4.8 million in 1987 The
increase in pension cost in 1989 reflects plan improvements made during the year The 1988 increase
includes additional service credits gronted 1o employees. The increase in both 1989 and 1988 also
reflects additional costs recognized on certain formal supplemental plans.

Tota! pension cost for 1989, 1988 and 1987 included the following components.

Year ended December 31 (thousands of dollars) F 1989 1988 1987
Service cost—benefits earned during the period $ 9360 S 8381 S 7,808
Plus (less):
Interest cost on projected benefit obligation 38,479 34,765 32,476
Expected return on pian assets (37,408) (35,999) (34,576)
Amortization ~los (202) (878)
Total pension cost $10,539 S 6949 5 4,830
Assumptions used 1o determine pension cost were:
Discount rate 8.5% 8.5% 8.5%
Average rate of increase in future compensation levels 6.7% 6.7% 6.7%
Expecte long-term rate of return on cssets 9.0% 9.0% 9.0%
Actual return on plan assets $582,646 539328 528,523




Note F
Property losses

The following table sets forth the pians’ funded status.

R g T8 SRS B T B __ December 31, 1988
___ Retirement Plans (in thousands)
Regular  Suppiemental Regular  Supplemental
... SOSEN... R .. SSRGS, «.....
Benefits earned
Actuorial present valve of
accumulated benefit liability:
Vested $393,413 $26,235 $354,864 $14,082
Non-vested 19,554 157 14,609 108
Total $412,967 526 392 5369 473 S[A _l_?p
Reconciliation of funded status
Actuariol present value of
projected benefit liability $478,268 $29,244 $442,960 $16,850
Unrecognized prior service costs (9,389) (4,272) (556) (222)
FAS B7 transition liability not yet
recognized (omortized) - (7,805) —_ (8,456)
Net gain (loss) not yet
recognized (amortized) 1,394 1,815 _ (13,260) 2,160
470,273 18,982 429,144 10,332
Pension tund assets af fair valve 487,716 - 447,318 -
FAS 87 transition asset not yet
recognized (omortized) (18,918 - ~ (20,360) L
468,798 i, 420958 i
Accrued pension payments
rocordod on boob S 1,475 $18,982 S 2,186 $10,332

Plan assets are compoud primarily of guaranteed investment cc wtracts and corporate equity and debt
securities.

Certain health care and life insurance benefits are provided to substantially all retired employees.
Such benefits are not funded by the System. The cost of these benefits is charged to expense when paid
and was estimated 1o be $10. 1 million in 1989, $8.4 million in 1988 ar © >7 .6 million in 1987

Includod in tha 'Comehdotod Bokmco Sheets’ under ‘'Unamortized property losses’’ are the

unamortized portions of the costs of two cuncelled nuclear generating projects at a discounted value.
In 1981, a non-offilioted company announced canceilation of plans to build the Pilgrim 2 nuclear

generating unit in Plymouth, Massachusetts. As a part-owner, NEP had expended approximately




Note G

$50 miliion ($29 million ufter tax) on the unit In 1982, NEP began to amortize and recover these costs
through rates over an eight-year period.

NEP is o joint owner of the cancelled Seabrook 2 nuclear generating unit. At December 31, 1987,
NEP had expended approximately $69 million ($39 million after tax) on the unit. In March 1986, NEP
commenced recovery of this loss over a five-year period, subject to refund. In o Januvary 1988 decision,
the FERC permined NEP to recover all of its Seabrook 2 costs but modified the recovery period to
10 years. Accordingly, in December 1987, NEP reversed o portion of its Seabrook 2 amortization
and established refund provisions, which reduced revenues, in order to reflect the 10-year recovery
period. This adjustment had no impa.t on net income.

NEP has been allowed to recover through rates over time, costs incurred in connection with a number
of property losses, including Seabrook 2 and Pilgrim 2. However, it has not been allowed to include any
of these smounts in rate base and has, therefore, not earned a return on the unamortized balance during
the recovery period. Under FASB accounting rules, NEP was required to record the unamortized bal-
ance of these property losses at o discounted value. This requirement resulted in o restatement of prior
years' income equal to the effect of such discounting. The after-tax eHect of the discounting write-down
on retained earnings for the Seabrook 2 and Pilgrim 2 property losses as of December 31, 1987 was
$9.2 million.

Short-term borrowing

. Note H

NEES ond its consolidated subsidiaries have lines of credit with banks totaling Si20 milli;r; no;sc of
which was being used at December 31, 1989 There are no compensating balance arrangements. Fees
are pe d in liev of compensating balances on most lines of credit.

Share capital of New England Electric System

NEES issved additional common shares, S | par value, as follows:

Yggf_gndod December 31 1989 \ 1988 IQSZ
Paid-in Paid-in Poid-in
(thousands of dollars) Par ~ capital “or capital Par copital
Public common share
issuance $4,000 $100,580

Div dend reinvestment
and common share

purchase plan 806 19,061 S 943 520,395 $1,165 $29.816
Employee share plans 576 13,492 631 13,838 464 12,446
Premium on reacquired

preferred stock (17)

$5,382 $133,133  $1,574 $34,233 §1,629 $42,245




Note |
iong-term debt

Note J

The indentures relating to mortgage bonds of NEP and NEES' retail subsidiaries require sinking fund
instaliments totaling 57,845,000 in 1990, $8,170,000in 1991, 57,970,000 in 1992, $6,650,000 in
1993 und $6,400,000 in 1994. The issvers of the mortgage bonds may elect 1o satisty these install-
ments in cash, in bonds, or by evidencing to the trustees additional property in amounts as provided
therein. Substantially all the properties of NEP and NEES' retail subsidiaries are subject 1o the lien of
mortgage indentures under which first mortgage bonds and general and retunding mortgage bonds
have been issued

The aggregate cash payments 1o retire maturing mortgage bonds and for cash sinking fund require-
ments on long-term notes of NEP and NEES' retail subsidiaries for the years ended December 31, 1990
through 1994 are as follows: $37,890,000in 1991, $93,400,000 in 1992, $61,400,000 in 1993 and
56,000,000 in 1994 There are no requirements for 1990, Holders of pollution-control revenve bonds
secured by NEP's Series O, P and Q general and refunding mortgage bonds can require NEP to repur-
chase the bonds periodically. In such event, NEP would expect to remarket such bonds ot prevoiling
interes! rates.

The annual interest requirement on the outsianding long-term debt of NEP and the retail subsidiaries
ot December 31, 1989 is $97,853,000.

in May 1989, NEE| refinanced its existing S500 million revolving credit and term ioan agreements.
The new revolving credit agreement provides for borrowings of up to $400 million in two portions. The
first portion is secured by a pledge of NEEI's rights with respect to NEP under the Pricing Policy covering
the rate regulated program while the other portion, which applies to the non-rate regulated program,
is supported by o Capital Maintenance Agreement between NEES and NEEI. (See Note A-6.) The
$319 million outstanding at December 31, 1989 was all secured under the first portion with interest
rates ranging from 8.6 percent to 9.4 percent. NEE! is also required to maintain a minimum net worth of
$40 million, including subordinated notes poyable to NEES. The maximum borrowing allowed under
the credit agreement decrecses by $25 million each year in 1991, 1992 and 1993. In 1994, the maxi-
mum borrowing decreases by $50 million with final maturity on December 31, 1998,

In February 1989, o S200 million revolving credit agreement was arranged to provide financing for
the Hydro-Transmission companies. The credit agreement will decrease in equal semiannual amounts
beginning January 1, 1994 with final maturity on June 30, 1998. As security for borrowings under the
credit agreement, these companies have assigned to the banks their rights under certain transmission
support agreements and equity funding agreements and have granted the banks a mortgage on sub-
stantially all of their asset The 5165 million outstanding at December 31, 1989 bore interest rates
ranging from 8.4 percent to 9.1 percent.

Redeemable preferred stock

Dum;g 1987 oll of NEP’s 13.48% Series of cumulative preferred stock was redeemed. The redemption
resulted in o charge to retained earnings of $2,445,000.




The management of New England Electric System is responsible for the integrity of the consolidated
financial statements included in this annuol report. The financial statements were prepared in accord-
ance with generolly occepted 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 is designed to pro-
vide reasonable assurance os to the reliability of the financial records, the protection of assets, and the
prevention of any material misstatement of the fin: \cial statements. The System's accounting controls
have been designed to provide reasonable assurance that errors or irregularities which could be mate-
rial to the financial statements are prevented o detected by employees within a timely period as they
perform their assigned functions. The System's imternal auditing staff independently assesses the effec-
tiveness of internal controls and recommends improvements when appropriate.

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

The Board of Directors carries out its responsibility for the financial siatements and the related finan-
cial data through its Audit Committee, which is composed solely of outside directors. The Audit Commit-
tee meets periodically with management, the internal auditor and the independent accountants to
ensure that each is carrying out its responsibilities and to discuss ouditing, internal accounting control
and financiai reporting matters. Both the internal auditor and the independent accountants have free
occess to the Audit Committee, without management present, to discuss the results of their audit work.

o fon— < NE\N i

" John W. Rowe Alfred D. Houston
President and Senior Vice President-Finance
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 capi-
talization of New Ergland Electric System and subsidiaries (the Company) as of December 3 1, 1989
and 1988 and the related consolidated statements of income (loss), retaine § earnings and cash flows
for each of the three years in the period ended December 31, 1989. Thesr financial statements are the
responsibility of the Company’s management. Our responsibility is to ex,ress an opinion on these finan-
cial 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 audit 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 significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide o reusonable basis for
our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of the Company as of Decembar 31, 1989 and 1988, and the con-
solidated resuits of its operations and its cash flows for each of the three years in the period ended
December 31, 1989, in conformity with generally occepted accounting principles.

&.rw " %{,‘,,L,
Boston, Massachusetts

February 28, 1990
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{vnoudited)
The consolidated group operates in two principai domestic industry segments.
____ |mousandsofdollars) Electric Oil and gas Consolidated
Yeor ended Operating revenue $1,583,641 $ 59,558 $1,643,199
December 31,1989 Depreciation and amortization 163,182 93,699 256,881
Other operating expenses 1,101,697 7,755 1,109,452
Federal income taxes 58,049 (23,321) 34728
Operating income (loss) 260,713 (18,575) 242,138
Interest expense 104,229 1,181 105,410
Income from equity investments 8,444 8,444
Other income (expense) —net _[6,523) AL G _[6,522)
Net income (loss) S 158,405 S (19.755) 5_138,650
Total ossets $3,549,363 $566,996 $4,116,359
Investments at equity S 64,478 S 64,478
Capital expenditures S 531,907 S 54,092 S 585999
Yoorended  Operating revenue $1,461,124 $ 58,553 $1,519,677
December 31,1988 Depreciation and amortization 135,247 93,813 229,060
Other operating expenses 1,031,950 6,138 1,038,088
Federal income taxes 97742 _(26,797) 30,945
Operating income (loss) 236,185 (14,601) 221,584
Interest expense 93,914 5N 94,425
Income from equity investments 7,841 7,84)
Other income (expense)—net _ (188,834) 14 ~ (188,820)
Net income (loss) S (38,722) $ (15,098) S (53,820)
Total assets $3,111,363 $606,609 $3,717,972
Investments at equity $ 70,733 $ 70733
Capital expenditures $ 192,359 S 59,849 § 252,208
Yoorsnded  Operating revenve $1,401,726 S 46,467 $1,448,193
December 31, 1987 Depreciation and amortization 102,028 76,890 178,918
Other operating expenses 053,869 7,101 960,970
Federalincome taxes LLUAPLLL _{20,880) 80,227
Operating income (loss) 244,716 (16,638) 228,078
Interest expense 80,321 1,140 81,461
Income from equity investments 8,723 8,723
Other income —net 15,860 “Lhet 15,866
Net income (loss) S 188,978 $(17,772) § 171,206
Total ossets $3,329,577 $640,485 $3,970,062
Investments at equity S 72,078 S 72078
Capita! axpenditures S 165,217 S 54,734 S 219,951

In 17985. the SEC granted approval to divide NEE|'s oil and gas exploration and development activities into two

programs: o rate regulated progrom and o non-rate regulated program. The net loss for 1989 of $19 8 million
includes (0) a $3.6 million loss from operations on the non-rate regulated program and (b) o $16.2 million

loss from the rate regulated program which will be passed on to customers in 1990 The net loss for 1988 cf
$15 1 million includes (a) o $O. 1 million gain from operations on the non-rote regulated program and (b) o
$15 2 million loss from the rate regulated progrom which was passed on to customers in 1989 The net loss for
1987 of $17 8 million includes (a) 0 SO.8 million loss from operations on the non-rate reguiated progrom

and (b) 0 $17 0 million loss from the rate regulated progrom, which was passed on to customers in 1988 See

Note A-6 for o more complete discussion of oil and gas operations
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(unoudited)
The estimates of NEE|'s proved reserves and proved developed reserves of oil ond gas, all located
within the United States, and changes 1o the estimated proved reserves for 1987, 1988 and 1989 are os
: iollows:
i i P RO P AR 1y s 1 S
! Crude oil and
condensate Naturol gos
il LT (thousunds of Bbl)  (thousands of MCF)
Proved reserves as of Decemyver 31, 1986 3,137 158,568
Revisions of previous estim tes 2,087 17,380
Extensions, discoveries and .ther additions 119 13,808
Production _l481) (21,839)
Proved reserves as of December 31, 1987 _4_88_2 167,917
Revisions of previous estimates 130 (3,177)
Extensions, discoveries and other additions 372 17,271
Production (420) LZ_Z ,_722)
Proved reserves as of December 31, 1988 i,_9_9_4 154,236
Revisions of previous estimates (2,634) 2,657
Extensions, discoveries and other additions 219 11,250
Production _(436) (23,620)
i Proved reserves as of December 31, 1989 2,113 19_4;_?3
i Mrogziﬁv;g price ool Proved dmlop;a reserves
yeor ended December 31, at December31,
Crude oil and Crude oil and
it _cg_rfgﬂtc_a!g _?igleg_l gos it _iondomo'o Natural gas
e Pl (per Bbl) (per MCF) (thousands of Bb!) (thousands of MCF)
1986 §1295 S1.68 2,121 141,257
1987 $16.45 $1.8 1,752 149,385
1988 $15.44 $1.89 1,787 143,335
1989 $16.85 Sl 4 2,015 130,792

|

Proved reserves are estimated quantities of crude il, condensate and natural gas which geological and engi-
neering dato demonstrate with reasonable certainty to be recoverable in future years from known oil and gos
reservoirs under existing economic and operating conditions. Proved developed reserves are those proved
reserves reasonably expected to be recovered through existing wells with existing equipment and operating
methods. Included in the proved reserves and proved developed reserves at December 31, 1989, 1988 and
1987 are approximately 147,000 Bbls, 153,000 Bbls and 137,000 Bbls, respectively, of crude oil and conden-
sote ond 10,443,000 MCF, 13,068,000 MCF and 13,228,000 MCF, respectively, of natural gas which relate to
the non-rate regulated program.
The following independent petroleum engineering consultants prepared estimates of NEE!'s proved and
proved developed reserves, and such estimates are included in reliance upon such consultants as experts:
Paul M. Bennett and Associates of Dallas, Texas prepared the estimates for the majority of the 1989
reserves; Bennett & Westerman, Inc. of Dallas, Texas prepared the estimates for 1988 and 1987, and
‘ K & A Energy Consultants, Inc. of Houston, Texas prepared the estimates for 1986. The reserves are
estimates only and should not be construed os exact quantities Future conditions may affect the recovery of
estimated reserves
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George P Sokellaris, President

New England Power Service

Cempany
25 Research Drive

Westborough, Massachusetts 01582
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