


The Massachusetts Municipal Wholesale Electric Company (MMWEC) is a non-profit,

public corporation and political subdivision of the Commonwealth of Massachusetts, created under

Chapter 775 of the Acts of 1975. MMWEC is the Joint Action Agency for the consumer-owned

municipal utilities of Massachusetts, providing a variety of power supply, financial and other energy

services to its 22 member and 35 project participant utilities, as well as other utilities. MMWEC also

is the principle owner and operator of the Stony Brook Power Plant, a 520-megawatt, combined-

cycle intermediate and peaking plant located in Ludlow, MA.

MMWEC Member Utilities

Ashburnham Municipal Light Plant
Belmont Municipal Light Department
Boylston Municipal Light Department
Concord Municipal Light Plant

Danvers Electric Division

Groton Electric Light Department
Hingham Municipal Lighting Plant
Holden Municipal Light Department
Holyoke Gas and Electric Department
Hull Municipal Lighting Plant

Ipswich Municipal Light Department
Mansfield Municipal Electric Department
Marblehead Municipal Light Department
Middleton Municipal Light Department
Paxton Municipal Light Department
Rowley Municipal Lighting Plant
Shrewsbury’s Electric Light Plant

Sterling Municipal Light Department
Templeton Municipal Lighting Plant
Wakefield Municipal Gas and Light Department
West Boylston Municipal Lighting Plant
Westfield Gas and Electric Light Department

MMVWEC Power Supply Project Participants

(Massachusetts)

Ashburnham Municipal Light Plant

Boylston Municipal Light Department
Braintree Electric Light Department

Danvers Electric Division

Georgetown Municipal Light Department
Groton Electric Light Department

Hingham Municipal Lighting Plant

Holden Municipal Light Department
Holyoke Gas and Electric Department
Hudson Light and Power Department

Hull Municipal Lighting Plant

Ipswich Municipal Light Department
Littleton Electric Light & Water Department
Mansfield Municipal Electric Department
Marblehead Municipal Light Department
Middleborough Gas and Electric Department
Middleton Municipal Light Department
North Attleborough Electric

Paxton Municipal Light Department
Peabody Municipal Light Plant

Reading Municipal Light Department
Shrewsbury's Electric Light Plant

South Hadley Electric Light Department
Sterling Municipal Light Department
Templeton Municipal Lighting Plant
Wakefield Municipal Gas and Light Department
West Boylston Municipal Lighting Plant
Westfield Gas and Electric Light Department

(Out-of-State Power Supply Project Participants)
Pascoag Fire District (RI)

Green Mountain Power Corporation (VT)

Hardwick Electric Department (VT)

Viliage of Ludlow Electric Light Department (VT)
Stowe Electric Department (VT)

Swanton Village Electric Department (VT)

Village of Morrisville Water and Light Department (VT)



A Letter From Management
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H. Bradford White

Director and
Chairman of The Board
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day’s work, MMWEC is using each

opportunities for its members. This reality may be most evident in negotiations related

n

restructuring of NEPOOL, where the vast number of issues and tight regulatory deadlines

-making. Fach decision becomes part of the foundation for subsequent

proposals, and the benefits of effective participation are compounced with the adoption of each
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The text in this vears annual renort includes a built-in timeline to convey this sense o

compounding achievement expeﬁenced by MMWEC over the past year. One of the most important

developments is the establishment of an ali-requirements power Suppiy program, under which
municipal utilities can pool their electric needs and resources thro Lgh MMWEC to achieve greater

efficiency and economy in wholesale power markets. Alier opera - several months on a trial

basis, the all-requirements program was officially launched in May to coincide with the startup of

NEPOOLs competitive power markets. MMWECY successful participation in these Internet-based

markets has required an ongeing commitment o improving computer systems and software. 25

well as & commitment to the training and education of staff and member utilizies.

Looking back on a year of NEPOOL restructuring, the most significant event involved

an overhaul of NEPOOIs governance structure that gave a new public power sector up to 25

percent of the NEPQOL vore, compared to about 7.5 percent under the old structure. Thi

.
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dramatic shift in contrel in favor of public power represents a huge step forward for
which currently vores the majority of the public power share as the alternate or proxy lor many

public power systems. Now. at 2 key point ix

se NEPOQOL restructuring process, public power

wWay the vote on meany issues. This new a: r"*nﬂanzcm s Ammera.sa}y
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George E. Leary

General Manager
and Secretary
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$34 million. Buil upon its initial contract buyout in 1998, MMWEC expanded its tax-exempt

commercial paper borrowing program to finance the buyout of two additional above-market

T

rarket assets, aiso referred to as stranded costs,

T

power contracts. Disposal of such above
improves the financial position of municipal utilities and better prepares them to face com-

petitive challenges

Helping members capitalize o sulting from competition and industry

resiructuring also is the overall objective of MMWEC new strategic plan. In a planning process

that began early last year, MMWEC has assessed its strengths, weaknesses and market opportunities;

jon

analyzed municipal utility needs; and identified a number of alternative roles in which MMWEC

scheduled for action in 2000, with implementation continuing over the next several years.

Working closely with its members and project participants, MMWEC also has developed
a plan to refund all of its outstanding long-term debt and restructure its General Bond Resolution.
While these actions would give MMWEC greater flexibility in managing its assets, an alternate,
more traditional debt refunding plan also could produce significant savings for participants.

MMWEC has carefully positioned itself to carry out either of these financing strategies, depending

on bond market conditions and other factors.

Inside this report you'll find more information on MMWECS recent achievements and
cngoing initatives. The diverse work of the MMWEC organization, as reflected in these pages,
requires a broad range of professional talent and expertise. MMWEC is fortunate to have a staff
of highly skilled and dedicated professionals who are deeply committed to the consumers served
by public power. Working together with the MMWEC members, project participants and other

consumer-owned utilities, MMWEC is huilding a positive future for municipal utilities in

Massachusetts, day by day.
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H. Bradford White George E. Leary
Director and Chairman of the Board General Manager and Secretary



JANUARY

« MMWEC Membership Meeting:
Staff discusses power services
designed for effective municipal
participation in wholesale mar-
kets, including all-requirements
power supply program.

Aran MMWEC Membership Meeting,
staff discussed efforts to ensure effective
mumnicipal utility participation in New Englands
restructured wholesale power markets, which
began operating on May 1, 1999.

These efforss have included tighter
integration of MMWECS power supply functions
and the establishment of a risk management

team. By closely coordinating its fuel purchasing,

power brokering, plant bidding and other
power supply functions, MMWEC has been
able to optimize its members’ power supplies
in the new wholesale markets and keep power
costs as low as possible.

Higher levels of risk associated with
the new markets are being identified and
addressed by the risk management team,
which includes individuals with expertise in
finance, plant operations and power supply
planning.

A kev service offered by MMWEC is
its all-requirements power supply program,
under which municipal utilities pool their
electric loads and resources through MMWEC
to achieve greater efficiency and economy in
the wholesale markets. With 10 all-requirements
participants early in 2000, this program, among
other things, enables municipal utilities to focus
on distribution services while MMWEC handles
the complexities of participating in competitive
markets.

As part of its new strategic plan,
MMWEC is devcloping three alternative sevvice
agreements to replace the current single service
agreement that all members must sign. The new
service agreements are being structured to
accommodate the different service requirements
of municipal uilites, giving current and poten-
tial future MMWEC members more cheices and
more flexible service options.

« MMWEC receives an $816,810
tax abatement from the Town
of Seabrook, NH as part of a
settlement resolving challenges
by MMWEC and others to the
assessed value of Seabrook
Station. MMWEC owns 11.59
percent of Seabrook Station.

« MMWEC's short-term power
brokering program surpasses $15
million in savings for program
participants.

Daniel Golubek

MMWEC Director and Manager
of the Westfield Municipal

Gas and Electric Light Department



FEBRUARY

* Representatives of MMWEC
attend American Public Power
Association (APPA) legislative
rally in Washington, D.C. and
meet with elected officials to
support tax-exempt financing
and address other issues of
concern.

With the U.S. Congress considering
electric industry restructuring issues, MMWEC
stepped up its federal legislative activities in the
past year.

During three separate visits to
Washington, D.C., MMWEC representarives
met with key legislators to discuss a variety of
restructuring issues. Then and in follow-up
contacts, MMWEC emphasized the need for
passage of the Bond Faimess and Protection
Act, which eases the private use restrictions of
federal tax law, enabling municipal utilities with
tax-exempt debt to participate more effectively
in competitive power markets.

Early in 2000, MMWEC was organiz-
ing a legislative campaign to protect the rights of
Massachusetts municipal utilities to inexpensive
hydroelectric power from New Yorks federal
hydropower projects.

© MMWEC staff works with

individual member utilities to
enhance their Internet, e-mail
and other on-line capabilities.

» Board authorizes staff to proceed
with L'Energia contract buyout.

William J. Wallace
MMWEC Director

and Manager of the
Wakefield Municipal

Gas and Light Department
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power costs. Se far, the MMWEC municipal
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$34 million through a series of contract
buyouts.

MMWEC initiated its contract buyout
activities in 1998 with the lermination of an
11.5-megawatt contract with Refuse Fuels
Associates (RFA). Because the cost of power
under this contract was significantly above
market prices, the 17 municipal contract
participants will save more than $8 million
after paying contract termination costs and
purchasing replacement power at market
prices.

While the amount of savings varied,
the economics of MMWECS subsequent con-
tract buyouts worked the same way. Buyout of
the UEnergia contract will yield more than $8.3
million in savings {or three municipal utilities,
and the buyout of their Pilgrim nuclear plant
contracts will save 13 municipals an estimated
$18 miilion.

To finance these contract buyouts,
MMWEC created and implemented a tax-
exempt, commercial paper financing program
that has been very successful. After issuing more
than $22 million in commercial paper notes to
finance the RFA contract buyout, MMWEC
expanded the financing program to accommo-
date the potential buyouts of other contracts.
Consistent with this expansion, in June 1999
MMWEC obtained authorization from the state
Department of Telecormunications and Energy
to issue up $110 million in debt, solely for the
purpose of financing the buyout and termina-
tion of above-market power contracts. As of
January 2000, after termination of the Pilgrim
contracts. MMWEC had approximately $36
million in commercial paper notes outstanding.

« The Federal Energy Regulatory
Commission (FERC) orders North-
east Utilities (NU) to refund
$20,786 to municipals as a result
of MMWEC's challenge to a com-
ponent of NU’s transmission
rates. This is in addition to a $6
million refund municipals received
in 1998 in the same case.



MARCH

* MMWEC files supplementary
draft environmental impact
report on its Stony Brook natural
gas pipeline project.

* MMWEC staff participates in
training and continues upgrading
computer systems in preparation
for launch of competitive whole-
sale power markets.

¢ Board approves annual budgets
for MMWEC's power supply projects,
which reflect a 13.9 percent decrease
in power costs for the contract year
beginning July 1, 1999.

ocation Ludiow, MA
QOperator MMWEC

Total Capacity 350 MW

Seabrook, NH

Northeast
Utilities

1,150 MwW

133.3 MW

Waterford, CT
Northeast

Yarmouth, ME
FPL Energy

619 MW

22.7 MW




APRIL

« Hydro-Quebec refunds $1.2
million to MMWEC and 23
municipal utilities after settle-
ment of a dispute involving the
Hydro-Quebed/New England
energy contract.

« Massachusetts Executive Office
of Environmental Affairs
approves draft environmental
impact report on the Stony
Brook natural gas pipeline
project.

Gerald P. Skelton

MMWEC Director and

Manager of the Templeton

Municipal Lighting Plant

° Stony Brook power plant
maintenance outage results in
improved heat rate and output
for Intermediate Unit.

Although MMWECS Stony Brook
power plant has been operating for nearly 20
vears, it could be mistaken for a much newer
plant due to the constant upgrading of its
mechanical parts and operating systems.

Alter installing new technology and
parts during an April 1999 outage on one of
the plants five gas turbines, Stony Brook
retned to service with an improved heat
rate and increased electric output. Eatly in
2000, MMWEC was planning a series of
upgrades to the Stony Brook Intermediate Unit
that are expected to increase the unit’s summer
output by up to 27 megawatts. The increased
output could yield up to $472,000 in annual
savings for Stony Brook’s municipal utility
participants.

Keeping abreast of combined-cycle
and gas turbine technology enables MMWEC
to analyze and implement the cost-effective
upgrades that keep Stony Brook operating as
efficiently as possible.

Robert V. Joliy, Jr.,
MMWEC Director

and Manager of the
Marblehead Municipal
Light Department

MAY

e NEPOOL files new governance
structure with FERC, includes
Public Power Sector.

* MMWEC annual meeting.
Change in election of MMWEC
directors implemented.

WMIMWEC divectors will be elecied 1o
three-vear, rotating terms under new election
rules exercised for the first time at MMWE(CS
1999 Annual Meeting.

Previously, MMWECS seven elected
directors were elected to one-year terms, with
every director up for re-election at each years
Annual Meeting. The new election rules, which
required membership and legislative approval,
will help to ensure continuity in board policy.
They also eliminate the possibility of a complete
rurnover of elected directors in any given year.

* MMWEC completes L'Energia
contract buyout.

« MMWEC announces ongoing
investigation of General Bond
Resolution restructuring.

n May 1999, MMWEC announced
that it is considering restructuring its General
Bond Resolution (GBR) and refunding its out-
standing long-tenm debt to achieve greater
financial flexibility.

During the next several months,
MMWEC continued its analysis of this debt
restructuring plan. which could mvolve the
refunding of all $1.17 billion in MMWEC
debt currently outstanding under the GBR.
Refunding all the debt would enable MMWEC
1o amend and restate the GBR to include less
restrictive bond covenants, which would give
MMWEC more flexibility in managing its assets.
Among other things, the restated GBR would
ease the existing restrictions on the sale of
MMWECS project assets, including MMWECSs
joint ownership interests in several power
planis.



Mark T. Kelly
MMWEC Director and
Manager of the Middleton
Municipal Light
Department

VEC's high-intevest
bonds with | erest debs. This alternate
plan would achieve a significant level of power
cost savings for MMWECS project participant
atilities.

In November, MMWEC filed a petition
with the state Department of Telecommunications
and Energy (DTE) secking the debt refunding
authority required to implement its GBR restruc-
turing and full debt refunding proposal. Because
the DTE must approve MMWECk: long-term
bond issues, including refunding bond issues,
obtaining DTE approval is a fundamental
requiremeni {or implementing the proposal.

Early in April 2000, the DTE approved
MMWEC petition to issue approximately $1.6
billion in bonds or other forms of indebtedness
to accomplish its full debt refunding and GBR
restructuring plan. MMWEC also has the
regulatory authority required to implement its
more modest refunding plan, which leaves the
company in excellent position to carry out
either alternative, depending on participants’
preference, interest rates, bond market
conditions and other factors.

¢ ISO New England launches com-
petitive wholesale power markets
for NEPOOL, MMWEC staff and
computer systems perform well
in new electronic marketplace.

Timothy L. McCarthy
MMWEC Director and
Manager of the Belmont
Municipal Light
Department
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e MMWEC's Chief Financial
Officer is a featured speaker at
First Albany Municipal Utilities
Conference.

JUNE

* MMWEC meets electric
industry’s Y2K compliance
deadline.

MMWEC met the June 30 deadline of
the North American Electric Reliability Council
to have mission-critical systerns ready to deal
with the rollover to the Year 2000 and the
infamous Y2K computer bug. After more than
a year of work and preparation, MMWEC and
most other electric utilities made the transition
to the new year without any Y2K-related
difficulties.

* MMWEC signs contract with
Bay State Gas related to Stony
Brook pipeline project.

MMWECS efforts to increase the sup-
ply of natural gas to its Stony Brook power plant
moved forward on several fronts in the past vear,
with one of the key developments being the exe-
cution of a natural gas transportation agreement
between MMWEC and Bay State Gas Company
fale in June. Having more natural gas available
at Stony Brook will improve the competitive
value of the plant, reduce costs for Stony
Brook’s municipal utility participants by at
least $12 miilion, and reduce the plant’s
emissions rates.

MMWEC has petitioned the state
Energy Facilities Siting Board (EFSB) for
authority to build 2 14.7-mile natural gas
pipeline connecting Stony Brook to the inter-
state pipeline system. Execution of the agree-
ment with Bay State Gas solidifies an MMWEC
proposal involving the phased construction
of the pipeline, with the first phase being a
5.6-mile pipeline connecting Stony Brook to an
existing Bay State Gas pipeline. The agreement
provides for the transportation of natural gas
over the Bay State Gas system to the 5.6-mile,
MMWEC-owned pipeline. The approximate
S-mile second phase of the project, which
would extend the pipeline to conmect with the
interstate pipeline system, would be built only
if the agreement with Bay State Gas proved 1o
be inadequate.
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eport for the project. In addition, ea

1e EFSB denied a motion

petition 2 ued a draft procedural schedu
that calls for hearings on the petition to beg

s summer. Efforts 1o obtain the approvals
required for construction of the pipeline will
continue throughout the year.

e DTE authorizes MMWEC to
issue up to $110 million in debt
to finance above-market
contract buyouts.

JULY

o Suffolk (Mass.) Superior Court
rules that NU can be held directly
liable for damages stemming
from the 27-month shutdown of
Millstone Unit 3. MMWEC, which
owns 4.8 percent of the unit, is
seeking damages from NU stem-
ming from the shutdown.




* FERC approves NEPOOL tariff
settlement, which results in more
than $6 million in refunds to
municipal utilities for “double
charges” and reduces future
transmission rates.

Massachuserts municipal utilities are
receiving more than $6 million in refunds under
a settlement of NEPOOL transmission tariff
issues approved by the FERC in July.

The NEPOOL transmission tariff,
which establishes standard rates for trans-
mission service throughout New England,
went into effect, subject to refund, on March
1. 1997, The ariff includes new charges for
regional transmission service, as well as other
services, and contains numerous provisions
describing how new charges are being phased
in, old charges are being phased out. and how
specific units and contracts are being treated
during the transition.

10

MMWEC argued successfully before
the FERC that the tariff resulted in municipal
utilities paying twice for certain transmission
services - once under the NEPOOL tariff and
again under their continuing agreements with
transmission service providers. In approving
the tariff settlement. the FERC ordered a
refund of the double charges covering the
period between March 1, 1997 and March 1,
1999. The settlement also either eliminates or
mitigates the impact of double charges going
forward from March 1999 through March
2003, with savings for this period estimated
to be in the $6 million range.



e FERC approves NEPOOL
governance restructuring.

Public powers share of voting rights

in NEPOOL increased from approsimately 7.5

percent 10 23 percent when the FERC approved

2 new NEPOOL governance struciure in July
Under the new structure, the balance of
power within NEPOOL shifts dramatically from
the region’s traditional, investor-owned utilities
to public power and the increasing number of
non-utilities that are members of NEPOOL.
While the added strength for non-uiilities
is a reflection of the changed composition
of NEPOQGL, the new rights for public power
constitute an unprecedented recognition of the
vital vole of public power in a restructured
electric industry. In fact, the change gives New
England’s publicly-owned utilities more vating
strength than public power has undey any other
pool governance structure in the country.

The new governance structure
initially allocated voting shares equally to
four sectors representing the interests of
generators, trausmission oOwners, suppliers
and public power. The creation of a fifth
sector for “end use” entities in April 2000
has resulted in cach sector having 20
percent of NEPOOLs voting rights.

John M. Wesolowski

Treasurer and
Chief Financial Officer
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While IS0 New England, the reg
independent system operator, has assued
NEPOOLs previous responsibilities for opera

New England’s bulk power system, the policies
and procedures that govern system operations
still originate within the NEPOOL committees.
NEPOOL also develops the rules for operation
of the region’s bulk power markets, with FERC
approval required to ensure compliance with
applicable laws and regulations.

Having greater voting strength within
NEPOOL is especially significant in this light.
Over the past year, NEPOOL has been developing
new rules and procedures that will have huge
financial impacts on wholesale power market
participants. During this process, MMWEC
has been working with other public power
representatives to exercise the public power
vote in the most effective manner. In addition
to resulting in greater influence for public
power on important issues, another benelit
of the new governance structure has been
enhanced cooperation among the region’s
public power entities.

It took more than two years and the
assistance of a settlement judge appointed
through the FERCSs Dispute Resolution Service
to negotiate the new NEPOOL governance
structure. It was during this process that
MMWEC made its case for a strong public
power sector capable of representing the con-
sumer-oriented interests of non-prefit utilities.

AUGUST
* MMWEC Board creates special

project to facilitate Pilgrim unit
contract buyout and financing.

Edward C. Koeninger

MMWEC Director,
representing the Town
of Ludlow, Massachusetts
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eration increases 25 percent in
first three months of new whole-
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SEPTEMBER

+ Belmont Municipal Light
Department Manager Timothy L.
McCarthy is elected to MMWEC
Board of Directors.

* Massachusetts Division of
Energy Resources issues Market
Monitor Report showing munici-
pal utility residential rates 12
percent lower than investor-
owned utility rates in 1998,

the first year of restructured
electricity markets in
Massachusetts.

Average Residential Price (centstkWh)
Average Overall Price (cents/kWh)

95 10.8 }
9.3 9.6 {

* Source: Market Monitor Report, Massachusetts Division of Energy Resources, September 1999

« Hingham Municipal Lighting
Plant becomes eighteenth partici-
pant in MMWEC's Home Energy
Loss Prevention Service (HELPS)
Program.

Through the MMWEC HELPS
Program, Massachusetts municipal utilities
provide the energy audits and other services
required of all utilities under the state Tnergy
Conservation Service Program. Currently,

1% municipal utilities ave HELPS Program
participants, with Hingham joining the program
in September, and the Groton Electric Light
Department joining in December.

Ronald C. DeCurzio
Assistant Treasurer and
Treasury Department
Manager

With a number of revisions to the state
program being proposed, MMWEC is exploring
the requirements for expanding the HELPS
Program to accommodate any changes made
at the state level.

OCTOBER

* Open house at Stony Brook site
draws about 600 local residents.

An open house celebrating MMWECS
30th anniversary drew about 600 Ludlow-area
residents for tours of the Stony Brook power
plant and a variety of other activities. Ludlow
Selectimen joined in an anniversary cake-cutting,
and two Ludlow Fire Department trucks were
on display, with department representatives
accepting a $1.000 donation from MMWEC
toward the purchase of a thermal imaging device
that helps firefighters locate victims in burning
buildings.

The open house activities are among
MMWECS many community-oriented pro-
jects and programs, which benelfit local
schools, the business community and other
iocal organizations.



* MMWEC's General Manager
and Chief Financial Officer are
program speakers at The Bond
Buyer Conference for municipal
bond issuers.

» Representatives of MMWEC
visit elected officials and their
staffs in Washington, D.C.

o MMWEC installs software and
begins implementing new
accounting system.

T ancé ACCOURNIS
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in addition o Drocessmg accounting
daia elecuronically, the
ariery of reports o enhance accounting
controls. MI\ ‘» EC :tafi is working tw have the
a rctional by mid-2000.

ew software also pro-

¢ ISO New England proposes
2000 budget of $71.5 million, a
30 percent increase.

The escalating costs of restructuring
New England’s wholesale power market were
evident in 1SO-New England’s 2000 budget
proposal, which reflected an increase of about
30 percent from 1999. Amaong other things, the
budget proposed hiring more 150 staff and
capital additions needed to implement
new market systemns.

funding

Joseph O. Roy

Assistant Secretary and
Director of Operating
Projects
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approving a plan «

amertize certain capital and market restructuring

")

expenses over five-vear periods, spreading the
costs to include future NEPOOL participants
that benelit from these initiatives.

This and other elemenis of the plan

nount of 1SO restructurin
expezzses t0 be paid by municipal amme,
2000, demonstrating the value of MMW ECS
work in the NEPOQL arena on behalf of its
members.

minimized the &

NOVEMBER

* MMWEC files petition with DTE
seeking authority to refund all of
its outstanding long-term debt.

* Moody’s issues MMWEC credit
analysis that maintains Baa2 ra-
ting and notes increasing stability.

in a November 1999 credit analysis,
Moody's Investors Service states that its credit
outlock on MMWEC “hus become more stable

. because of an improving consensus on
the direction of its strategic plans and their
implementation.” The analysis cites the positive
of MMWECs General Manager in
building consensus among members and
participants.

Moody’s also states that MMWECs
project participants “are making continued
progress in building reserves in order to lower
power rates when the marketplace may require
it” to mitigate the impact of stranded costs.
While it cites stranded costs as a continuing
risk, Moody's also states that MMWECS credit
quality “is buoyed by the solid operating per-

influence

formance of its power plants, the diversity of its
power resources, and the match between its load
requirements and capacity.”

In additdon, Moody’s cites as a positive
development MMWECS plans that could lead to
refunding of the company’s long-term debt and
restructuring of its General Bond Resolution (o
provide more fexibility in managing MMWEC
asseis.



» Board approves 2000 A&G
budget, which includes new staff
positions for marketing, public
relations and auditing.

¢ The FERC rules in favor of
MMWEC's challenge to a change
in NU's open access transmission
tariff rates, resulting in a refund
of more than $600,000 to
municipal utilities receiving
transmission service from NU.

DECEMBER

» MMWEC completes Pilgrim con-
tract buyout.

o MMWEC makes a successful and
uneventful transition to Year
2000.

* NEPOOL files information on
congestion management and
multi-settlement market systems
with FERC.

In this filing. NEPOOL provides the
FERC with information on a compromise pro-
posal for congestion management (CMS) and
multi-settlement (MSS) market systems. The
FERC earlier ordered NEPOOL to develep
and implement these systems, which have
been the subjects of lengthy and controversial
negotiations.

The CMS is intended to fairly allocate
transmission capacity and increased energy costs
when portions of the region’s transmission sys-
tem become congested or overburdened. Under
the proposed CMS, costs would be higher for
customers in congested areas.

The proposed MSS represents a change
from the current real-time settlement system to
one where markets would settle once in a [inan-
cially binding, day-ahead forward market and
again in a real-time market. Among other things,
the MSS is intended to limit opportunities for
market power abuse.

Implementation of the CMS/MSS
will have significant financial impacts on
many NEPOOL participants, including many
municipal utilities. However, as of March
2000, NEPOOL had been unable to agree on
a formal CMS/MSS proposal for the FERC
and controversy over the new systemns
remained high.
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The most recent and widely accepted
versions of the CMS include provisions ior
long-term transmission planning and expansion
that were incorporated at the insistence of
MMWEC and other public power entities.
These include requirements to idently and
then alleviate the transmission constraints that
cause the imposition of congestion charges.

The procedural and technical complex-
ity of developing these new market systems has
required an ongoing commitment of MMWEC
resources to shape, track, analyze and explain
new developments, which occur almost daily.
This especially is an area where MMWEC is
building on each day’s accomplishments to
protect the future interests of municipal udlites
and consumers.

» Groton Electric Light
Department joins HELPS
program.

e FERC order on iSO New
England’s 2000 tariff structure
reflects MMWEC's arguments,
saving municipal utilities

$1.5 million.

Nicholas J. Scobbo, Jr.
General Counsel



JANUARY 2000

« DTE holds public hearing
on MMWEC's debt refunding
petition.

» Representatives of MMWEC
attend APPA legislative rally in
Washington, D.C. and visit with
elected officials.

¢ Westfield Gas & Electric Light
Department Manager Daniel
Golubek is elected to MMWEC
Board of Directors.

« MMWEC outlines new strategic
plan at Membership Meeting.

At this meeting, MMWEC explained

its vear-ion

’IQ

' sirategic planning initiative, which
focuses on seng hening the financial viability
and incressing the competitiveness of member
utilities. The plan detalls numerous strategies
i enable MMWEC and its members to

capture the benefits and opportunities presented

that wil

by resiructuring of the electric indusuy.

In addition 1o expanding the range of
service choices for member and non-member
municipal ulities, the strategic plan proposes
the establishment of new business initiatives to
serve nen-member uiilities and other potental
customers, such as municipal power aggregators
and non-profit entities. While these new
inttatives would emanate primarily from
MMWECS traditional power supply and
financial capabilities, thev also could include
a broader array of energy and other services.
Distributed generation, the Internet and other
telecommunications services are among the

as holding potential for increased MMWEC
in‘voh«cmem.

jato N héi’

Chapie‘r
on existing law and authoriy

ob;ectzyas.

the next several vea

economics of New ;ngiand‘:

energy mar i’egplau
All keep its
sirategic planning process in motion, searching

e
continue to change, MMWEC w
for opportunities
and the consumers they serve. This process,
combined with MMWECS focus on seizing the
opportunities of each new day, has positicned

that benefit mz‘zmapaz utilities

VMWEC for success in a changing envivon-
ment, as evidenced by its accomplishments
over the past year.

MMWECS president and two directors are not pictured in this year’s annual report.
They are: John W, Kilge, Jr., MMWEC President and Manager of the Sterling Municipal Light
Department; John M. Flyan, MMWEC Director, representing the Town of Hampden. Massachusetts;
and Michael J. Flynn, MMWEC Director, representing the Town of Wilbraham, Massachusetts.

Edla A. Bloom, former Director of the Holden Municipal Light Department, and
Joseph R. Spadea, ir., former Manager of the Hingham Municipal Lighting Plant, served
partial terms as MMWEC Directors during the past year
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MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

independent Auditors’ Report

The Board of Directors

Massachusetts Municipal Wholesale Electric Company

We have audited the accompanying statements of financial position of Massachusetts Municipal Wholesale
Electric Company (a Massachusetts public corporation) as of December 31, 1999, 1998 and 1997 and the related staiements
of operations and cash flows for the years then ended. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the 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 staternent presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Massachusetts Municipal Wholesale Electric Company as of December 31, 1999, 1998 and 1997, and the
results of its operations and its cash flows for the years then ended in conformity with generally accepted accounting

principles.

KPre P

March 10, 2000



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Statements of Financial Position
Decembei 31, 1999, 1998 and 1997

n Thousands) e M998 1998 1997
ASSETS
Electric Plant
In Service (Note 4) $1,240,200 $1,238,454 $1,237,341
_....Accumulated Depreciaton o (500389) | (456,650) . (414,028)
739,811 781,804 823,313
Nuclear Fuel - Net of Amortiz_ati_on 0.736 12,164 11,452
Total E}_e_ctric Plan__t ___________________ 749,547 793,968 834,765
Special _Fupds (Notes 2, 3 and 5) __________________ 241,042 239,547 226,141
Current Assets
Cash and Temporary Investments (Note 5) 1,081 1,718 1,307
Accounts Receivable 6,580 6,678 9,234
Unbilled Revenues (Note 2) 3,300 3,776 5,593
Inventories (Note 2) 18,505 13,747 14,463
Prepaid Expenses 6,470 8,488 7,023
] T 9;&!.‘C"9155§£1'L Assets 35,936 34,407 37,620
Total Special Funds and Current Assets 276,978 273,95‘_} 263,761
Deferred Charges
Amounts Recoverable Under Terms of the
Power Sales Agreements (Note 2) 238,565 223,670 208,314
Unamortized Debt Discount and Expenses 22,448 24,815 27,147
Nuclear Decommissioning Trusts 18,142 14,713 12,072
O__gher e 6,308 . 6,024 5,160
__________________________ 285,463 269,222 252693
$1,311,988 $1,337.144 $1,351,219

LIABILITIES
Long-Term Debt
Bonds Payable (Note 3) $1,130,215 $1,178,085 $1,222.735
Current Liabilities
Curreni Maturities of Long-Term Debt (Note 3) 47,870 44.650 41,315
Commercial Paper (Note 3) 36,765 21,205 —
Notes Payable (Note 3) 82 — —
Accounts Payable 9.860 7,514 12,241
Accrued Expenses 21,501 17,696 14,712
) Membey_and Participant Advances and Rese_ryg§ ____________ 4_§,915 ?__2,538 47,302
e 162,993 143,603 115,570
Deferred Credits ) 1_8,780 15,456 12,914
Commitments and Contingencies (Note 9)
$1,311,988 $1,337,144 $1,351,219

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



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Statements of Operations
Years Ended December 31, 1999, 1998 and 1997

(Ij_l}'_housanc‘i_s) _________________________________ 199?“ L }_998 _______ 1997
Revenues (Note 2) $232.094 $227,949 $242.,502
B In_t_gr_-est 1nc_c_>me _______________________________ 15,409 o 15,28_6 ] 14,553
Total Revenues and Interest Income $247,503 $243,235 $ 257,05
Operating and Service Expenses:
Fuel Used in Electric Generation $ 28,290 $ 27,530 $ 27,824
Purchased Paower 37,420 41,754 45421
Other Operating 39,367 35,028 36,796
Maintenance ' 15,207 12,108 19,206
Depreciation 45,032 44 837 44 699
Taxes Other Than Income i, 5,645 5__,?52 6,298
_ ' 170,961 166909 180,244
Interest Expense:
Interest Charges 68,796 70,711 72,854
Interest Charged to Projects During :
Construction (Note2) a9 0 (45)
e __?8,777 70,6.[_6_ _____ 72,802
Total Operating Costs and Interest Expense : 239,738 237,525 253,053
Other (Note 7) 18,874 22,000 —
Decrease {Increase) in Amounts Recoverable Under
the Power Sales Agreements (Note 2) (11,109) (16,290) 4,002
' $247,503 $243,235 $ 257,055

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



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Statements of Cash Flows
Years Fnded December 31, 1999, 1998 and 1997
(In Thousands) 188G 1998 1997
Cash flows from operating activities:
Total Revenues and Interest Income $ 247,503 $ 243,235 $ 257,055
Total Costs and Expenses, net {(258,612) (259,525) (253,053)

Adjusiments to arrive at net cash
provided by operating activities:

Depreciation and Decommissioning 47,502 46,609 46,405
Amortization 7,829 6,635 6,693
Change in current assets and liabilities:
Accounts Receivable 08 2,556 (3,021)
Unbilled Revenues 476 1,817 1,027
Inventories (4,758) 716 (590)
Prepaid Expenses 2,018 (1,465) 5,370
Accounts Payable 2,346 4,727 (3,827)
Accrued Expenses and Other 3,413 2,027 (563)
Member and Participant Advances
and Reserves (5.623) 5236 (8,036)
Net cash provided by operating activities 42,192 43,114 47,460

Cash flows from investing activities:
Construciion Expenditures and Purchases of

Nuclear Fuel (6,037) (8,171) (5,113)
Interest Charged to Projects During Construction 19} (95) (45)
Net Increase in Special Funds (1,493) (13,406) (2,439
Change in net Unrealized Gain (Loss) on Special Funds (3,785) 934 537
Decommissioning Trust Payments, net {(3.429) (2,641 (2,396)
Other 1,087 1,062 1,328
Net cash used for investing activities {13.678) (22,317 (8,128)

Cash flows from financing activities:
Payments for Principal of Long-Term Debt

and Commercial Paper (48,230) (42,610) (39,415)
Proceeds from Commercial Paper 19,140 22,500 -
Payments for Commercial Paper Issue Costs {(143) 276) —
Change in Notes Payable 82 — —
Net cash used for financing activitess (29,151) (20,386) (39,415)
Net increase {decrease) in cash and temporary

investments {637) 411 (83)
Cash and Temporary Investments at Beginning of Year 1,718 1,307 1,390
Cash and Temporary Investinents at End of Year $ 1,081 $ 1,718 $ . 1,307

Cash paid during the year for interest
(Net of amount capitalized as shown above) $ 65,885 $ 67,714 $ 69,854

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



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Motes to Financial Statements
December 31, 1999, 1998 and 1997

The Massachusetts Municipal Wholesale Electric Company (MMWEC) is a public corporation and a political
subdivision of the Commonwealth of Massachusetts formed to be a joint action agency and to develop a bulk power
supply for its member Massachusetts municipal electric systems and other utilities. MMWEC is authorized to construct,
own, or purchase ownership interests in, and to issue revenue bonds to finance, electric facilities (Projects) secured by
MMWEC’s revenues derived from Power Sales Agreements (PSAs) with its members and other utilities. The power
supply program consists of power purchase arrangements, power supply planning and brokering services, financial
services, and the Projects, which consist of ownership interests in generating facilities built and operated by MMWEC
and other utilities.

A Massachusetts city or town having 2 municipal electric system, authorized by majority vote of the city or town,
may become a member of MMWEC by applying for admission and agreeing to comply with the terms and conditions of
membership as the MMWEC By-Laws may require. As of December 31, 1999, twenty-two Massachusetts municipal
electric systems were members. Termination of membership does not relieve a system of its PSA obligations.

MMWEC presents its financial statements in accordance with generally accepted accounting principles as promulgated
by the Financial Accounting Standards Board which requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements. Actual results could differ from those estimates.

interest Charged to Pfojects buring Construction

MMWEC capitalizes interest as an element of the cost of electric plant and nuclear fuel in process. A corresponding
amount is reflected as a reduction of interest expense. The amount of interest capitalized is based on the cost of debt,
including amortization of debt discount and expenses, related to each Project, net of investment gains and losses and
interest income derived {rom unexpended Project funds.

Nuclear Fuel

Nuclear fuel, net of amortization, includes MMWEC’s ownership interest of fuel in use, in stock and in process for
Millstone Unit 3 and Seabrook Station. The cost of nuclear fuel is amortized to Fuel Used in Electric Generation based
on the relationship of energy produced in the current period to total expected energy production for fuel in the reactor.
A provision for fuel disposal costs is included in Fuel Used in Electric Generation based upon disposal contracts with
the Department of Energy (DOE). In addition, Fuel Used in Electric Generation includes the annual assessment, under
the Energy Policy Act of 1992, for the cost of decontamination and decommissioning of uranium enrichment plants
operated by the DOE. Billings from the DOE will occur over the next eight years. At December 31, 1999, MMWEC’s
share of Millstone Unit 3 and Seabrook Station unbilled assessments was $323,000 and $490,000, respectively. The
amounts are included in Other Deferred Charges and Deferred Credits on the Statements of Financial Position.



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Special Funds

The Special Funds, other than certain Working Capital Funds, are invested in accordance with the General Bond
Resolution (GBR). The composition of Special Funds is as [ollows:

nThousands) g9 1998 1997
Fund
Bond Fund Interest, Principal and Retirement

Account to pay principal and interest on bonds $ 45,427 $ 43,742 $ 37,507

Bond Fund Reserve Account set at the maximum

annual interest obligation to make up any

deficiencies in the Bond Fund Interest,

Principal and Retirement Account 77,904 80,216 79,942
Reserve and Contingency Fund to make up

deficiencies in the Bond Fund and pay for

renewals and extraordinary costs 24,113 22.840 21,559
Revenue Fund to receive revenues and disburse

them to other funds 73,625 66,842 67,669
Working Capital Funds to maintain funds to cover

operating expenses 19,973 25,907 19,464

Total Special Funds $241,042 $239,547 $226,141

Cash and Temporary Investments

Certain cash and temporary investment amounts used for power purchases and working capital requirements of
MMWEC are not subject to the provisions of the GBR. In addition to the investment securities delineated in the GBR,
MMWEC invests in repurchase agreements with banks where MMWEC has established accounts.

Revenues and Unbilled Revenues

Revenues include electric sales for resale provided under MMWEC’s power supply program which consists of
billings under the PSAs, Power Purchase Agreements and related power brokering arrangements. MMWEC provides its
members with power supply planning and related services which are billed as Service Revenues. Amounts which are
not yet billed are included in Unbilled Revenues on the Statements of Financial Position. Revenues are comprised of the
following:

(in Tho_usands) ______________________________________ 1999 ] 1_9_98 1997
Revenues
Electric sales for resale $230,570 $225,690 $237,795
Seyvice 1,524 1,426 1,653
PSNH Settlement —_ 833 2,000
Gain on land taken by eminent dom_a}y} __________________________ — —_ 1,054
Total Revenues $232,094 $227,949 $242,502
inventories

Fuel oil and spare parts inventory are recorded and accounted for by the average cost method. At December 31,
1999, 1998 and 1997. fuel oil inventory was valued at $5.7, $4.9 and $+.7 million, and spare parts inventory amounted
to $12.8, $8.8 and $9.8 million, respectively.



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Amounts Recoverable Under Terms of the Power Sales Agreements

Billings to Project Participants are designed to recover costs pursuant to the terms of the PSAs to provide for debt
service, operating funds and reserve requirements. Expenses are reflected in the Statements of Operations in accordance
with generally accepted accounting principles. The timing difference between amounts billed and expensed is charged
or credited 1o Amounts Recoverable Under Terms of the PSAs. Amounts will be recovered through future billings or an
expense will be recognized to offset credit balances. The principal differences include depreciation, fuel amortization,
costs associated with canceled Projects, cost of refunding, billing for certain interest, reserves, net unrealized gain or loss
on securities available for sale and other costs. Individual Projects have a cumulative deferral of costs which total
$245.1, $228.8 and $212.9 million and have cumulative billings in excess of costs which total $6.5, $5.1 and $4.6 million
at December 31, 1999, 1998 and 1997, respectively. These amounts have been netted in the Statements of Financial
Position.

The December 31, 1999, 1998 and 1997 balances of $238.6, $223.7 and $208.3 miillion, respectively, reflects the
Statements of Operations net decrease (increase) of ($11.1), ($16.3) and $4.0 million for the years then ended and the
change in net unrealized gain (loss) on securities available for sale of ($3.8), $.9 and $.6 million for-1999, 1998 and
1997, respectively.

Nuclear Decommissioning Trusts

MMWEC maintains external trust funds, as promulgated by Nuclear Regulatory Commission and state regulations,

to provide for the decommissioning activities of Millstone Unit 3 and Seabrook Station. The December 31, 1999

Millstone Unit 3 and Seabrook Station balances of $8,012 and $10,130 million, respectively, are stated at cost and are

included as part of the Deferred Charges and Deferred Credits on the Statements of Financial Position. MMWEC's share

of the estimated reserve requirement for the prompt dismantling and removal of the Millstone Unit 3 and Seabrook
Station, at the expiration of their original operating licenses in 2025 and 2026, is $30 and $66 million, respectively.

Depreciation (

Electric plant in service is depreciated using the straight-line method. The aggregate annual provisions for depreciation
for 1099, 1998 and 1997 averaged 4% of the original cost of depreciable property.

interest Rate Protection Agreement

Premiums paid for the purchase of an Interest Rate Protection Agreement are amortized to interest expense over the
term of the agreement. Unamortized premiurms are included in Other Deferred Charges in the Statements. of Financial
Position.

Reclassifications

Certain reclassifications have been made to the Financial Statements for prior years to conform to the 1999 presentation.

Power Supply System Revenue Bonds

MMWEC financings, other than obligations maturing within one year, require Massachusetts Department. o
Telecommunications and Energy authorization. To finance the ownership interests in electric generating facilities under
its GBR, MMWEC issued Power Supply System Revenue Bonds (Bonds). The Bonds are secured under the GBR by a
pledge of the revenues derived by MMWEC under the terms of the PSAs and from the ownership and operation of the
Projects in its power supply system. Pursuant to the PSAs, each Project Participant is obligated to pay its share of the
actual costs relating to the generating units planned, under construction or in operation. The Project Participants’ obligations
are not contingent upon the completion or operational status of the units.



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Bonds Payable consists of serial, term and variable-rate bonds and are comprised of the following issues:

Net Interest December 31,

(In Thousands) Issue Cost 1990 1998 1997
1987 Series A 8.9% $ 7,116 $ 7,850 $ 8,525

1992 Series A 7.0% 88,805 92,285 94,625

1992 Series B 7.0% 174,470 180,495 186,170

1992 Series C 6.9% 54,295 55,740 57,095

1992 Series D 6.3% 75,395 77.990 80,460

1992 Series E 6.0% 75,735 84,615 92,865

1993 Series A 5.3% 329,100 343,390 356,030

1994 Series A 5.3% 113,130 113,670 114,195

1994 Series B 5.1% 161,445 169,100 176,485

1994 Series C Variable 97,600 97,600 97,600

Bonds Payable 1,178,085 1222735 1,264,050
Less: Current Maturities (47,870} (44,650) (41,315)
Total Long-Term Debt ' $1,130,215 $1,178,085 $1,222.735

The serial and term bonds are generally subject to optional redemption approximately ten years after the issue date,
at 103% of the principal amount, descending pericdically thereafter to 100%. The aggregate annual principal payments
due on the bonds in the next five years are as follows: 2000 - $47.9 million; 2001 - $50.6 million, 2002 - $53.4 million:
2003 - $56.6 million and 2004 - $60 million.

The interest rates on the 1994 Series C variable-rate bonds are adjusted from time-to-time and bondholders may
require repurchase of the 1994 Series C bonds at the time of such interest rate adjustment. The 1994 Series C bonds are
backed by a liquidity. facility with a bank providing for the purchase, by the bank, of the 1994 Series C bonds if the
bonds cannot be remarketed and a credit facility with an insurance company guaranteeing the payment of the principal
and interest on the 1994 Series C bonds. The debt service on the 1994 Series C bonds is on a parity with the senior lien
fixed-rate bonds to the extent that the debt service on the 1994 Series C bonds is equal to or less than the debt service
on the bonds refunded by the 1994 Series C bonds in a given bond year.

Debt Service Forward Delivery Agreement

In conjunction with the issuance of the 1994 Series C bonds, MMWEC entered into a seven year Debt Service
Forward Delivery Agreement (Forward Agreement) for purposes other than trading. MMWEC makes monthly deposits -
to the various accounts within the Bond Fund for the semiannual payment of its debt service on its outstanding bonds.
In exchange for the right to direct the investment of such monies, the counterparty pays a fixed amount to MMWEC on
a periodic basis, providing MMWEC a fixed yield that could be earned on a security with a five to seven year maturity
purchased at the time the contract was executed, while complying with the maturity limitations for investments in the
Bond Fund under the terms of the GBR. The counterparty has the right to sell to MMWEC Government Obligations
that mature prior to the relevant debt service payment dates during the term of the Forward Agreement.

MMWEC reserves the right to terminate the Forward Agreement in whole or in part in connection with any purchase,
redemption or refunding of fixed-rate bonds, counterparty default or counterparty credit rating deterioration to below
investment grade. The Forward Agreement provides for the calculation and payment of liquidated damages to the
counterparty reflecting market interest rates at the time of the termination compared to the rate levels in the Forward
Agreement.

The cash requirement under the Forward Agreement requires MMWEC (o make available to the counterparty an
average balance of $30.3 million over the seven year term of the agreement in exchange for investments in Government
Securities, to be held by MMWEC’s trustee, that mature prior to MMWEC's debt payment dates.

The Forward Agreement is not recognized in the Statements of Financial Position to the extent that settlement of

cash in exchange for financial instruments has not occurred. To the extent cash has been exchanged for Government
Securities, the Government Securities are recorded on the Statements of Financial Position as Special Funds.



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Interest Rate Protection Agreement

The 1994 Series C bonds provide a hedge against interest rate risk on the net funding cost of approximately $100
million of short-term floating rate investment assets. MMWEC purchased a $41 million Interest Rate Protection
Agreement (Cap Agreement), comprised of an $11 million tranche with a protection rate of 6.85% expiring on June 30,
2000, and 2 $30 million tranche with a protection rate of 7.25% expiring on June 30, 2002, to limit the interest rate
exposure on a portion of the 1994 Series C variable-rate debt to the extent that the variable debt costs exceed the fixed-rate
received on the Forward Agreement described above.

MMWEC purchased the right to receive annually an amount by which an index-based interest rate, which approximates
the interest rate on the 1994 Series C bonds, exceeds the protection rate in the Cap Agreement. MMWEC has the right
to terminate the Cap Agreement if the provider or its guarantor's credit rating falls below a double A and receive
payment of liquidation damages designed to enable MMWEC to enter into an equivalent agreement. The cost of the
Cap Agreement was paid up front and is included in Other Deferred Charges on the Statements of Financial Position.
There are no future MMWEC cash requirements under the terms of the Cap Agreement. The Cap Agreement was
purchased for purposes other than trading.

Net Revenue Available for Debt Service

In accordance with the provisions of MMWEC’s GBR, MMWEC covenants that it shall fix, revise and collect rates,
tolls, rents and other fees and charges, sufficient to produce revenues to pay all operating and maintenance expenses and
principal of, premium, if any, and the interest on the Bonds and to pay all other obligations against its revenue.
Revenues, which include applicable interest earnings from investments, are required to equal 1.10 times the annual debt
service for each contract year ending June 30, after deduction of certain operating and maintenance expenses and
exclusive of depreciation. For the contract years ended June 30, 1999, 1998, 1997 and prior years, MMWEC met the
GBR debt service coverage requirements for the applicable MMWEC Projects.

Contract Year Ended June 30,

(In Thousands) 1999 1998 1997

Debt Service Coverage:
Revenues $185,786 $191,245 $171,378
Other Billings 574 576 576
Reserve and Contingency Fund Billings 11,076 - 11,626 11,159
Total 197,436 203,447 183,113
Less: Operating & Maintenance Expenses B (75,604) (75,566) (60,371)
Available Revenues Net of Expenses $121,832 $127.,881 $122,742
Debt Service Requirement ' $110,736 $116,255 $111,583
Coverage (110% Required) 110% 110% 110%

Notes Payable

MMWEC maintains a $5 million revolving line of credit to finance temporarily certain power purchases made by
MMWEC for resale under power purchase contracts. Borrowings outstanding under the line of credit were $82,000, $0
and $0 at December 31, 1999, 1998 and 1997. During 1999, 1998 and 1997 the maximum outstanding balance under
the line of credit was $2,385,000, $90,000 and $167,600, respectively. Interest charged on borrowings under the line
of credit is at the bank’s prime rate, which was 8.5% at December 31, 1999, minus one percent. In addition, a commitmerut
fee of one quarter of 1% per annum is charged on the unused portion of the line based on the average daily principal
amount of the loan outstanding.



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Commercial Paper

In 1999, MMWEC issued its Series B Power Purchase commercial paper program notes for $40.3 million. The
Series B notes encompassed $19.1 million on new commercial paper notes and refunding of the owstanding $21.2
million of Series A commercial paper notes issued in 1998. The commercial paper notes are not subject to redemption
prior to maturity but are subject to acceleration upon the occurrence of an Event of Default under the Resolution. The
Series B Notes are a special obligation of MMWEC payable solely from the revenues and other monies specified in the
Series B Power Purchase Resclution. A four-year bank letter of credit in the amount of $40 million provides security for
the payment of principal and interest on the Series B Notes. The December 31, 1999 commercial paper notes ouistanding
balance was $36.8 million at an interest rate of 3.2%.

MMWEC’s power supply capacity includes ownership interests in the Stony Brook Peaking and Intermediate units
which it operates. MMWEC is a nonoperating joint owner in the W.F. Wyman Unit No. 4, Millstone Unit 3 and
Seabrook Station units. Electric Plant In Service also includes MMWEC's Service Operations which totalled $2.6, $2.5
and $2.7 million in 1999, 1998 and 1997, respectively. The following is a summary of Projects included in Electric
Plant In Service and MMWEC'’s share of capability.

Facility and MMWEC Amounts as of December 31,
(In Thousands) Share of Capability (MW) 1999 1998 . 1997
Peaking Project Stony Brook 170.0 $ 56,380 $ 56,338 $ 56,310
Intermediate Project Stony Brook 311.3 151,337 153,068 152,786
Wyman Project W.F. Wyman No. 4 227 7,341 7,365 7,361
Nuclear Project No. 3 Millstone Unit 3 36.8 130,048 120,814 129,595
Nuclear Mix No. 1 Millstone Unit 3 18.4 51,517 51,400 51,290
Nuclear Mix No. 1 Seabrook Station 1.9 » 8,616 8,599 8,589
Nuclear Project No. 4 Seabrook Station 49.8 259,630 259,204 258,925
Nuclear Project No. 5 Seabrook Station 12.6 71,038 70,930 70,859
Project No. 6 Seabrook Station 69.0 501,688 501,098 500,712

$1,237,595 $1,238,716 $1,236,427

All bank deposits, which amounted to $208,000 at December 31, 1999, are maintained at one financial institution.
The Federal Deposit Insurance Corporation currently insures up to $100,000 per depositor. MMWEC's uninsured
deposits ranged {rom zero to $4.7 million during 1999 due to seasonal cash flows, and the timing of daily cash receipts.
At December 31, 1999, 1998 and 1997 investments are classified as available for sale and reported at fair value with
unrealized gains of $.7, $2.7, and $1.8 million, respectively, and unrealized losses of $1.8 million, $47,000 and $76,000
excluded from earnings and reported as a component of Amounts Recoverable Under the Terms of the Power Sales
Agreement on the Statements of Financial Position. At December 31, 1999, all securities underlying repurchase agreements.
and all other investments, were held in MMWEC’s name by custodians consisting of the Bond Fund Trustee or
MMWEC's depository bank. Investments, representing the Special Funds and Cash and Temporary Investments, as well
as certain additional amounts disbursed but available for investment, and accrued interest, are presented below:
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MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

1999 1998 1997
Amortized Market Amortized Market Amortized Market
(n Thousands) | Cost Basis Value CostBasis ~ Value Cost Basis Value
B_epurchas_e_ﬁgreeme'_r}_ts $ 3,899._}_ 38909 $ B ——‘E - ‘E _____ 1 523 $ 1573
Other Investments: '
U.S. Treasury bills 22,457 22,985 20,825 21,524 16,215 19,799
U.S. Treasury notes 77,146 75,913 79,077 80,866 83,141 84,049
U.S. Agency bonds 29,142 28,651 — — —_ —
Municipal bonds 8,199 8,228 7,089 7,276 7,159 7,381
U.S. Agency
discount notes - 102,519 102,565 _1_33,010 133,000 114,086 114,053
Total Other Investments 239,463 238,342 240,001 __%42,666 223,601 225,282
Total Investments $243,362 $242,241 $240,001 $242,666 $225,124 $226,855

During 1999, 1998 and 1997, the proceeds from the sale of available for sale securities were $33.1, $0 and $.5
million resulting in gross realized gains of $70,000, $0 and $0 and gross realized losses of $66,000, $0 and $67,
respectively. The basis on which cost was determined in computing realized gain or loss was specific identification.
Including repurchase agreements, the average contractual maturity of the investmenis in debt securities at December 31,
1999, 1998 and 1997 were 530, 347 and 393 days, respectively.

Due to seasonal cash flows during 1999, 1998 and 1997, MMWEC, from time-to-time, invested in repurchase
agreements with its depository bank that were collateralized by securities in MMWEC'’s name held by the depository
bank. MMWEC’s practice is to monitor the market value of the underlying securities to ensure that the market value
equals or exceeds the amount invested. Market values of the securities are based on independent quoted market prices.

{6) Fair Values of Financial Instruments

The following methods and assﬁmptions were used to estimate the fair value -of each class of financial instrument
for which it is practicable to estimate that value: ' ‘
Investments and Decommissioning Trusts - The fair values estimated are based on quoted market prices for those
or similar investments. : _
" Long-Term Debt - The fair value is estimated based on quoted market prices for the same or similar issues.
Interest Rate Protection Agreement - The fair value is based on average quoted market prices of agreements with
similar duration and strike prices.

Debt Service Forward Delivery Agreement - The fair value generally reflects the estimated amounts that MMWEC
would receive or pay to terminate the contracts at the reporting date, thereby taking into account the current unrealized
gains or losses of open contracts.
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MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

The estimated fair values of MMWEC's financial instruments are as follows:

1699 1998 1997
Carrving Estimated Carrying  Estimated Carrying  Estimated
(In Thousands) Value Fair Value Value Fair Value Value  Fair Value
Financial Assets:
Investments $ 242,241 $ 242241 $242,666 $ 242,666 $ 226,855 $ 226,835
Decommissioning Trusts 18,142 20,925 14,713 17,310 12,072 13,290
Interest Rate Protection
Agreement 152 150 263 75 375 178
Financial Liabilities:
Long-Term Debt 1,130,215 1,135,393 1,178,085 1,229,525 $1,222,735 1,262,465
Unrecognized Financial
Instruments:
Debt Service Forward
Delivery Agreement — 891 — 3,070 —_ 3,313

The carrying amounts for Cash, Accounts Receivable, Notes Payable, Accounts Payable and Accrued Expenses
approximate their fair value due to the short-term nature of these instruments.

{7) ‘Other Charges and Credits to Income

In 1999 and 1998, MMWEC negotiated the payment of $18.9 and $22 million, which was financed through the
issuance of $19.1 and $22.5 million in commercial paper notes, respectively, for the buy-out and termination of
uneconormical Power Purchase Contracts under which MMWEC had agreed to purchase electric capacity and output for
resale Lo certain cities and towns of the Commonwealth having municipal electric departments.

MMWEC has two non-contributory defined benefit pension plans covering substantially all full-time active employees.
One plan covers union employees (union plan) and the other plan covers non-union employees (non-union plan). The
amount shown below as the Pension Benefit Obligation for MMWEC is a standardized disclosure measure of the present
value of pension benefits, adjusted for the effect of projected salary increases, estimated to be payable in the future as a
result of employee service to date. The measure is the actuarial present value of credited projected benelits and is
independent of the funding method used to determine contributions to the plans.

The Pension Benefit Obligation was determined by an actuarial valuation performed as of January 1 of each of the
years presented. Significant actuarial assumptions used in the valuation include a weighied-average discount rate of
7.0% in 1999 and 1998 and 7.5% in 1997 and projected salary increases of 4.0% in 1999 and 1998 and 5.5% in 1997.
The Pension Benefit Obligation for both plans is as follows: '

Amounts as of January 1,

(In Thousands) . 199 1998 9o
Retirees currently receiving benefits and
terminated employees not yet receiving benefits $1,018 $ 582 $ 384
Current Employees:
Vested 3,374 3,891 3,295
Non-vested 2,536 2,775 3,081
Total Pension Benefit Obligation 6,028 7,248 6,760
Net asscts available for benelfits, at market 7,735 7,264 ~ 5,898
Under (Over) funded Pension Benefit Obligation $ (807 $ (16 $ 862
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MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

MMWEC makes annual contributions to the pension plans equal to the amounts recorded as pension expense,
which were $541.000, $498,000 and $896,000, for the years ended December 31, 1999, 1998 and 1997, respectively.
The union plan uses the aggregate actuarial cost method and the non-union plan uses the frozen initial liability actuarial
cost method in determining pension expense. In addition to the actuarial assumptions outlined above, the assumed
long-term rate of return used in determining pension expense was 8.5% in 1999, 1998 and 1997.. Pension costs applicable
to prior years' service are amortized over thirty years.

MMWEC contributes to an employee savings plan administered by an insurance company. All full-time employees
meeting the service requirements are eligible to participate in this defined contribution plan. Under the provisions of
the plan, MMWEC’s contributions vest immediately. MMWEC contributed $99,000, $99,000 and $114,000 while the
employees contributed $177,000, $169,000 and $184,000 during the years ended December 31, 1999, 1998 and 1997,
respectively.

{8} Commitments and Contingencies

Powver Purchases

MMWEC entered into agreements for participation in the transmission interconnection between New England
utilities and the Hydro-Quebec electric system near Sherbrooke, Quebec (Phase 1), which began commercial operation
in October 1986. The New England portion of the interconnection was constructed at a total cost of about $140
million, of which 3.65% or $5 million is MMWEC's share to support. MMWEC also entered into similar agreements {or
participation in the interconnection between New England utilities and the Hydro-Quebec electric system for the
expansion of the Hydro-Quebec interconnection (Phase II), which went into commercial operation in November 1990.
MMWEC’s Phase 11 equity investment approximates 0.6% or $3.3 million. MMWEC has corresponding agreements
with certain of its members and another utility to recover MMWEC's share of the costs associated with the interconnection.

Power Sales Agreements .

MMWEC sells the Project Capability of each of its Projects to certain of its members and other utilities (Project
Participants) under PSAs.

In 1988, the Vermont Supreme Couri ruled that the Project No. 6 PSAs between MMWEC and the Vermont Project
Participants were void since inception. Consequently, pursuant to the PSAs, MMWEC increased the remaining Project
No. 6 Participants pro rata shares of Project Capability to cover the shortfall (step-up), which action was challenged by
certain Massachusetts Participants. The Supreme Judicial Court (SJC) for the Commonwealth of Massachusetts in
MMWEC et. al. v. Town of Danvers et. al. noted that “the Project 6 PSAs executed by the defendants are valid and that
the step-up provisions therein have been properly invoked”.

MMWEC is involved in various legal actions. Based on bond counsels’ opinions regarding the validity of the PSAs
and general counsel representations regarding the litigation, discussions with such counsel, and other considerations,
management believes that the ultimate resolution of such litigation will not have a material, adverse effect on the financial
position of MMWEC.

In November 1997, the Commonwealth of Massachusetts enacted legislation to restructure the electric utility industry.
MMWEC and the municipal light departments are not specifically subjected to the legislation. However, it is management’s
belief that industry restructuring and customer choice, promulgated within the legislation, will have an effect on
MMWEC and the Participant’s operations.

Other Issues

The Price-Anderson Act (the Act), a federal statute amended in 1988 to extend to the year 2002, mandates an
industry-wide program of liability insurance for nuclear facilities. The Act now provides approximately $6.1 billion for
public liability claims from a single incident at a nuclear facility. The $200 million primary layer of insurance for the
liability has been purchased in the commercial market. Secondary coverage of $9.9 billion is to be provided through an
$88.1 million per incident assessment of each of the currently licensed nuclear units in the United States. The
maximum assessment is $10 million per incident per unit in any year. The maximum assessment is subject to adjustment
for inflation every five years. MMWEC's interest in Millstone Unit 3 and Seabrook Station could result in a maximum
assessment of $4.2 and $10.2 million, limited to payments of $480,000 and $1.2 million per incident per year, respectively.
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Insurance has been purchased from Nuclear Electric Insurance Limited (NEIL) to cover the cost of repair,
replacement, decontamination or premature decommissioning of utility property resulting from insured occurrences at
Millstone Unit 3 and Seabrook Station. The system is subject to retroactive assessments if losses exceed the accurnulated
funds available to the insurer. MMWEC is potentially subject to a $.5 and $1.7 million assessment for its participation
in Millstone Unit 3 and Seabrook Station, respectively, for excess property damage, decontamination and premature
decommissioning.

MMWEC is not currently covered under gradual pollution liability insurance related to MMWEC’s Stony Brook
power plant. Nothing has come to management’s attention concerning any material pollution liability claims made
during 1999 or outstanding as of December 31, 1999.

MMWEC has established a trust fund to enhance its Directors’ and Officers’ liability coverage. The purpose of the
fund is to make available funds for the purchase of Directors’ and Officers' liability insurance or indemnification of the
Directors or Officers.

(10) Year 2000 (Unaudited)

In 1998, MMWEC initiated a comprehensive plan (Plan) to identify, assess and remediate “Year 2000"issues within
each of its significant computer hardware and software systems and certain equipment containing micro-processors.
The Plan addressed the issue of computer systems and embedded computer chips that may be unable to distinguish
between the year 1900 and the year 2000 at the change of the millennium. MMWEC divided the Plan into five major
phases — inventory, assessment, remediation, testing and validation and contingency planning.” MMWEC completed the
assessment, planning, remediation, implementation and testing phases. Computer systems and equipment that were not
Year 2000 ready were replaced or reprogrammed.

MMWEC identified and contacted critical third party vendors and contractors regarding their plans and progress in
addressing their Year 2000 issues. Electronic data interchanges with third parties were reviewed for Year 2000 readiness.
MMWEC received varying information from such third parties on the state of readiness or expected readiness.
Contingency plans were developed by MMWEC to mitigate Year 2000-induced operational vulnerabilities.

MMWEC has not experienced any material Year 2000 problems or disruptions in its systems or operations, and the
costs incurred in addressing Year 2000 compliance have not been material. There can be no assurance, however, that
MMWEC will not experience Year 2000 problems that may have a material or adverse effect on the Company’s operations,
liquidity and financial condition.
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independent Auditors’ Report on Supplementary Information

The Board of Directors

Massachusetts Municipal Wholesale Electric Company

We have audited and reported separately herein on the financial statements of Massachusetts Municipal
Wholesale Electric Company as of and for the years ended December 31, 1999, 1998 and 1997.

Our audits were made for the purpose of forming an opinion on the basic financial statements of the
Massachusetts Municipal Wholesale Electric Company taken as a whole. The supplementary information included in
Schedules I through 111 is presented for purposes of additional analysis and is not a required part of the basic financial
statements. Such supplementary information has been subjected to the auditing procedures applied in the audit of the

basic financial statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial

statements taken as a whole.

KPMe LP

March 10, 2000
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MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

v P 4
Project
Year Ended December 31, 1999

tements OF Financial Position

Nuclear Nuclear Nuclear
{in Thousands) Service _ Mix1 Proj. 3 Proj. 4
ASSETS
Electric Plant
In Service $ 2.605 $ 60,133 $130,048 $259,630
Accumulated Depreciation (2298) (23053) (53259 (83,971)
307 36,480 76,789 175,659
Nuclear Fuel-Net of Amortization - 1,048 1,904 2,548
Total Flecmc Plam . ??07 _________ 37528 78 693 178,207
bpeaal Funds
Bond Fund
Interest, Principal and Retirement Account — 3,326 3,643 8,134
Reserve Account — 6,845 11,299 14,063
Reserve and Contingency Fund — 3,461 3,959 5,021
Revenue Fund — 4,895 6,205 10,871
_ Working Capital Funds 19993 — = —
_._9,993 18,527 25,106 38,089
Currem Assets
Cash and Temporary Investments 1,036 — — 1
Accounts Receivable 5,936 35 40 137
Unbilled Revenues 3,300 —_ _— —_
Inventories —_ 59 — 1,578
Advances to (from) Projects 2,146 (255) (464) (158)
Prepa.id Expenses 566 ~ 867 _____ 1,627 1,273
Total Current Assets 12984 706 1,203 2,831
Total 5peCial__ij}:l}:ldS and C_H}'_r__e_m Assels 32,97Z ________ 1_93_233 26 309 40,920
Deferred Charges
Amounts Recoverable (Payable)
Under Terms of the Power Sales _
Agreemnents 36,371 61,390 87 437 2,593
Unamortized Debt Discount
and Expenses 324 1,788 2,868 4,661
Nuclear Decommissioning Trusts — 2,818 5,336 3,786
__Othe;r _____________________ s 163 258 661
____________________________________________ 36,713 66,159 95899 11,701
$69,067 "7122 920 $200,901 $230,828
LIABILITIES
Long-Term Debt
Bonds Payab]e ___________________ $ o $110,465_ L $184.,670 $212.360
Current Liabilities
Current Maturities of
Long-Term Debt — 5,825 6,895 6,820
Commercial Paper 36,765 — — _
Notes Payable 82 — — —
Accounts Payable 1,308 130 157 1.357
Accrued Expenses 5,182 1,843 3,386 4,036
Member and Participant Advances
and Reserves 2_?,660 1760 _________ ;'7_12 2,312
o 69,997 _MQ,SSS 10,750 14,525
Deferlzd Cre_dua ____________ - 2897 5,481 3,043
$69,997 $122,920 $200,901 $230,828

| s eom mRm WS EXD oy KON GOR GOD GED REe O meu NN COR M NN MM GNY DON OO MR MDD WU B WIS MR SR UM WO mm Im ma RN KX IAD MR OF W DR B2 OE DR NN MO R Rm o kn me WmR NW S0 mrome |

16



Nuclear Project Hydro Quebec

_ Proj:_ S _____________ N06 _______________ P eaking 1ntermedi_z§te _._y_\_/yman ______________ P @_a;‘q_l_] __________ Total

$71,038 $ 501,688 $ 56,380 $ 151,337 $ 7,341 $ — $1,240,200
~ (2_%_,9_60) (‘1.64(:_514) (38,230) (106_,860) _____ (4544) — ____(-_500,389)

47,978 337,174 18,150 44 477 2,797 —— 739,811

648 3,588 — — — — 9,?36

48,026 340,762 18,150 44477 ______ 2,797 e 749,547

2,451 18,810 2,534 6,236 293 p— 45427

4381 32,428 2,408 6,196 284 — 77,904

1,336 7,603 844 1,606 283 — 24,113

2,921 18,399 7.164 21,192 1,478 —_ 73,625

— — — — - 20) 19973

11,089 77,740 12,950 35,230 2,338 20) 241,042

— 2 — — — 42 1,081

35 189 - 41 67 100 6,580

— — — —_— — — 3,300

399 2,186 3,512 10,609 162 —— 18,505

(52) 279) (224) (684) 30 — —

324 1,769 13 22 9 — 6,470

706 3,867 3,301 9,088 208 142 35_,93@

11,795 81,607 16,251 45218 2,546 122 276978

6,187 44200 - (5,099) 6,933 (648) (799) 238,565

1.825 9,929 131 927 3) — 22,448

058 5,244 — o — — 18,142

170 957 34 3,227 37 783 6,308

9,140 60,330 (_‘_]'_,“934) 11,087 (616) (16) 285,463

$ 69,561 $ 482,699 $ 29,467 $ 100,782 $ 4,727 $ 106 $1,311,988

$ 64,635 $ 440 860 $m23,020 $ 81,375 $ 3,830 $ — $l,130,2_}§

1,925 13,935 3,720 8,390 360 — 47,870

— — —_ — — —_ 36,765

— —_ — — —_ 82

344 1,880 1,005 3,484 188 7 9,860
1,024 5,622 51 352 5 21,501

635 5,9‘%_1 1,671 7,181 344 99 46,915

3,928 27,378 6,447 19,407 897 106 162,993

908 5,461 - — = —_ 18,780

$ 69,561 $ 482,699 $ 29,467 $ 100,782 $ 4,727 $ 106 $1,311,088




MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY
Project Statements of Operations
Year Fnded December 31, 1999

Nuclear Nuclear Nuclear

(n Thousonds) SQrvi_c_e ___________ I\/hx 1 Proj. 3 Proj. 4
Revenues $ 41,447 $16,839 $27,360 $30,111
Interest Income 1370 _________ 1,359 L 1,714 2,509
Total Revenues and Interest Income $ 42.817 $18,198 $29.074 $32.620

Operating and Service Expenses:

Fuel Used in Electric Generation $ — $ 675 $ 1,212 $ 1,829
Purchased Power 36,860 —_ — —
Other Operating 1,606 4,059 7,355 7,426
Maintenance . 21 1,465 2,749 2,291
Depreciation 32 1,057 4,126 0417
Taxes Other Than Income 4 o 43% 790 1,048
_________________________________________________________ _3?_,523 __8 501 16,232 22,011
Interest Expense:
Interest Charges 782 5,872 10,316 12,427
Interest Charged to Projects
Duriggg(_)nstruction e - ) ) 7 3)
e s 5 870 ___________ 10309 12,424
Total Operating Costs and
Interest E>_<_1_)_€_£15€ ______________ 39,305 14,461 o 26,541 34,435
Other 18,874 - —_— —_—

Decrease (Increase) in Amounts
Recoverable Under the Power Sales
Agreements ~ (15,362) 3,737 2,533 (1,815)

$ 42,817 $18,198 $29,074 $32,620

* Allocation between Maintenance and Other Operating is not available.
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Nuclear Project
Proj5 No.6 .
$8,549 $56,948
668 4,820
$9,217 $61,768

Peaking Intermediate
$7,982 $39,546
751 2,016
$8,733 $41,562

Hydro Quebec

Schedule il

- Wyman Phase I Total
$2,791 $521 $232,094
____________ 142 60 15,409
$2,933 $581 $247,503

$465 $ 2,588 $1,684 $18,135 $1,702 § — $ 28,290
— — — — — 560 37,420
1,937 10,647 1,298 4,536 *503 — 39,367
580 3,174 178 4,749 — — 15,207
2,574 18,118 2273 6,304 231 — 45,032
265 1451 390 1,078 184 — 5,645
5,821 35,978 5,823 34802 2,620 560 170,961
3921 29,052 1,500 4,732 194 — 68,796
(1 (6) — — — — (19)
3,920 29,046 1,500 4,732 194 — 68,777
19,741 65,024 7323 39,534 2,814 560 239,738
— — — — — — 18,874
(524) (3,256) 1,410 2,028 119 21 (11,109)
$9,217 $61,768 $8,733 $41,562 $2,933 $581 $247,503
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MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Project Statements of Cash Flows
Year Ended December 31, 1999

Nuclear Nuclear Nuclear
(In Thousands) Service Mix 1 Proj. 3 Proj. 4
Cash flows from operating activities:
Total Revenues and Interest Income $ 42,817 $ 18,198 $ 29,074 $ 32,620
Total Costs and Expenses, net (58,179) (14,461) (26,541) (34,435)
Adjustments o arrive at net cash
provided by operating activities:
Depreciation and Decommissioning 32 2,222 4,603 10,103
Amortization o7 742 1,277 1,909
Change in current assets and liabilities:
Accounts Receivable (1,197) (16) 2 (130)
Unbilled Revenues 476 — — e
Inventories — ) — 37
Prepaid Expenses 39 , 145 246 586
Accounts Payable (2,528) 95 © 170 326
Accrued Expenses and Other (379 258 787 1,026
Member and Participant Advances
and Reserves 3,264) (348) (1,825) ©17)
Net cash provided by (used for) operating activities ~ (22,116) 6,834 7,793 11,051
Cash flows from investing activities:
Construction Expenditures and
Purchases of Nuclear Fuel (129 876) (1,658) (1,188)
Interest Charged to Projects
During Construction —_ ) (7 €))
Net (Increase) Decrease in Special Funds 5,935 129 461 (1,937)
Change in net Unrealized Gain (Loss) :
on Special Funds (58) (226) (431) (743)
Decommissioning Trust Payments — (400) (732) (871)
Other 188 126 239 186
Net cash prowded by (used for) investing activities 5,936 (1,249) (2,128) (4,556)
Cash flows from financing activities:
Payments for Principal of Long-Term Debt
and Commercial Paper (3,580) (5,583) (5,665) (6,495)
Proceeds from Commercial Paper 19,140 — —_— —
Payments for Commercial Paper Issue Costs (143) - — —_
Change in Notes Payable 82 — —_ —
Net cash provided by (used for) financing actmnes 15,499 (5,585) (5,665) (6,495)
Net increase (decrease) in cash and
temporary investmernts (681) — — —_
Cash and Temporary Investments
at Beginning of Year 1,717 — — 1
Cash and Temporary Investments
at End of Year $ 1,036 $ — $ — $ 1
Cash paid during the year for interest
(Net of amount capitalized as shown above) $ 640 $ 5,612 $ 9,922 $ 11,910
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Schedule it

Nuclear Project Hydro Quebec
Proj. 5 No. 6 Peaking Intermediate Wyman Phase 11 Total
$9217 $ 61,768 $8,733 $ 41,562 $ 2,933 $ 581 $ 247,503
(9,741) (65,024) (7,323) (39,534) (2,814) (560) (258,612)
2,747 19,068 2,256 6,239 232 — 47,502
546 3,003 48 236 1 — 7,829
(33) (179) 78 1,620 33) 6 98
— — — — — — 476
) (51) (1,290) (3,372) 2 — (4,758)
148 812 — )] 43 —_ 2,018
92 497 1,178 2,415 95 6 2,346
314 1,757 43 (366) 3) 24 3413
202) (2,122_) ______ ~ 278 2,800 (59) 36 (5,623)
3,079 19,529 4,001 11,599 37 ﬁ-S 42,192
(3on) (1,644) (41) (199) 1 — (6,037)
€)) (6) — — — — 19)
(559) 2,074 (304) (3,135) (10) €8 (1,495)
(210) (1,690) (126) (280) QD — (3,785)
(221) (1,205) — — — — (3,429)
47‘“ 256 — 45 — — 1,087:
(1,245) (6,363) (471) (3,569) (32) (1) (13,678)
(1,835) (13,165) (3,530) (8,030) (345) — (48,230)
— —_ — — — — 19,140
— — e — — — (143)
- - - T e e 82
(1,835) (13,165) (3,530) (8,030) (345) — (29,151)
¢)) i —_— — — 44 (637)
_________ 1 1 — — — @ 1,71§
$ — $ 2 R T $ — $ — $ 42 $ 1,081
$ 3,727 $ 28,003 $1421 $ 4,461 $ 189 5 — $ 65,885
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Copies of this report and supplementatl
financial information can be obtained, free
of charge, by writing to the Public
Affairs/Corporate Communications Office,
Massachusetts Municipal Wholesale Electric
Company, P.O. Box 426, Ludiow, MA 01056.
Phone: {(413) 589-0141; Fax: (413) 589-1585;
E-mail: mmwec@mmwec.org; Internet:
Www.mmwec.org.

All requests for information about MMWEC
should be directed to this office.
OMMWEC 2000.
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New England Power Company

New England Power Company, (the Company) a wholly owned subsidiary of National Grid USA
(formerly New England Electric System), is a Massachusetts corporation qualified to do business in
Massachusetts, New Hampshire, Rhode Island, Connecticut, Maine, and Vermont. The Company is subject,
for certain purposes, to the jurisdiction of the regulatory commissions of these six states, the Securities and
Exchange Commission, under the Public Utility Holding Company Act of 1935, the Federal Energy
Regulatory Commission, and the Nuclear Regulatory Commission. The Company's business is primarily the
transmission of electric energy in wholesale quantities to other electric utilities, principally its distribution
affiliates Granite State Electric Company, Massachusetts Electric Company, Nantucket Electric Company,
and The Narragansett Electric Company. The Company’s transmission business will also do business under
the name of National Grid Transmission USA.

Report of Independent Accountants
New England Power Company, Westborough, Massachusetts:

In our opinion, the accompanying balance sheets and the related statements of income, of retained
earnings, and cash flows present fairly, in all material respects, the financial position of New England Power
Company (the Company), a wholly owned subsidiary of National Grid USA (formerly New England Electric
System), at December 31, 1999 and 1998, and the results of its operations and its cash flows for each of the
three years in the period ended December 31, 1999 in conformity with accounting principles generally
accepted in the United States. These financial statements are the responsibility of the Company's
management; our responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits of these statements in accordance with auditing standards generally accepted in the
United States which 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, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for the opinion expressed above.

PricewaterhouseCoopers LLP
Boston, Massachusetts

March 6, 2000, except for Note B,
as to which the date is March 22, 2000



New England Power Company
Financial Review

Merger Agreement with National Grid

On March 22, 2000, the merger of New England Electric System (NEES) and The National Grid Group
plc (National Grid) was completed, with NEES (renamed National Grid USA) becoming a wholly owned
subsidiary of National Grid. New England Power Company (the Company) will maintain its existing name
and will remain a wholly owned subsidiary of National Grid USA. The merger is being accounted for by the
purchase method, the application of which, including the recognition of goodwill, is being pushed down and
reflected on the books of the National Grid USA subsidiaries, including the Company.

Merger Agreement with EUA

In February 1999, NEES, Eastern Utilities Associates (EUA), and Research Drive LLC (Research
Drive), a wholly owned subsidiary of NEES, entered into an Agreement and Plan of Merger (EUA
Agreement). Pursuant to the EUA Agreement, Research Drive will merge with and into EUA, with EUA
becoming a wholly owned subsidiary of National Grid USA.

The acquisition of EUA has received approval or support from EUA shareholders, the Federal Trade
Commission (FTC), the Federal Energy Regulatory Commission (FERC), the Nuclear Regulatory
Commission (NRC), the Connecticut Department of Public Utility Control, the Rhode Island Public Utilities
Commission, the Massachusetts Department of Telecommunications and Energy (MDTE), and the Vermont
Public Service Board (VPSB). An application has also been filed for approval with the Securities and
Exchange Commission (SEC), under the Public Utility Holding Company Act of 1935 (1935 Act). The
acquisition of EUA, including the consolidation of Montaup Electric Company (Montaup Electric), a wholly
owned subsidiary of EUA, into the Company, is expected to be completed following the receipt of an SEC
order approving the acquisition, which could come at any time. If the SEC order is not received in time to
close the transaction by April 28, 2000, the approval by the FTC, under the Hart-Scott-Rodino Antitrust
Improvements Act of 1976, as amended, expires and will have to be renewed prior to completion of the

acquisition.

Industry Restructuring

Pursuant to legislation enacted in Massachusetts, Rhode Island, and New Hampshire, and settlement
agreements approved by state and federal regulators (the Settlement Agreements), customers were granted
choice of power supplier in 1998. To facilitate the implementation of customer choice, the Settlement
Agreements provided for the termination of the Company’s all-requirements contracts with its affiliated
distribution companies. The Company’s all-requirements contracts with unaffiliated customers were also
generally terminated pursuant to settlement agreements or tariff provisions. However, the Company remains
obligated to provide transition power supply service at fixed rates to new customer load in Rhode Island. In
addition, as a result of the Settlement Agreements, the Company and its affiliate, The Narragansett Electric
Company, sold substantially all of their nonnuclear generating business (divestiture) in September 1998. As
part of the divestiture plan, New England Energy Incorporated sold its oil and gas properties in 1998,
resulting in a loss of approximately $120 million, before tax, which was reimbursed by the Company. The
Company also agreed to endeavor to sell its minority interest in three nuclear power plants and a 60 megawatt
interest in a fossil-fueled generating station in Maine.

In conjunction with the divestiture, the Company transferred to the buyer of its nonnuclear generating
business (the buyer) its entitlement to power procured under several long-term contracts in exchange for
monthly fixed payments by the Company averaging $9.5 million per month through January 2008 (having
a net present value at December 31, 1999 of approximately $704 million) toward the above-market cost of
those contracts. For certain contracts which have been formally assigned to the buyer, the Company has made
lump sum payments equivalent to the present value of the monthly fixed payment obligations of those
contracts (approximately $345 million), which were separate from the $704 million figure referred to above.



Under the Settlement Agreements, the Company is permitted to recover costs associated with its former
generating investments and related contractual commitments that were not recovered through the sale of those
investments ("stranded costs"). These costs are recovered from the Company’s wholesale customers through
contract termination charges (CTC) which the affiliated wholesale customers recover through delivery
charges to distribution customers. The recovery of the Company’s stranded costs is divided into several
categories. Unrecovered costs associated with generating plants (nuclear and nonnuclear) and most regulatory
assets will be fully recovered through the CTC by the end of 2000 and earn a return on equity averaging 9.7
percent. The Company’s obligation related to the above-market cost of purchased power contracts and nuclear
decommissioning costs are recovered through the CTC as such costs are actually incurred. As the CTC rate
declines, the Company, under certain of the Settlement Agreements, earns incentives based on successful
mitigation of its stranded costs. These incentives supplement the Company’s return on equity. Until such time
as the Company divests its operating nuclear interests, the Company will share with customers, through the
CTC, 80 percent of the revenues and operating costs related to the units, with shareholders retaining the
balance. For further information on the potential sale of the Vermont Yankee and Millstone 3 nuclear
generating units, refer to the “Nuclear Units” section below.

Accounting Implications
Because electric utility rates have historically been based on a utility's costs, electric utilities are subject

to certain accounting standards that are not applicable to other business enterprises in general. The Company
applies the provisions of Statement of Financial Accounting Standards No. 71, Accounting for the Effects
of Certain Types of Regulation (FAS 71), which requires regulated entities, in appropriate circumstances, to
establish regulatory assets, and thereby defer the income statement impact of certain charges or revenues
because they are expected to be collected or refunded through future customer billings. In 1997, the Emerging
Issues Task Force of the Financial Accounting Standards Board concluded that a utility that had received
approval to recover stranded costs through regulated rates would be permitted to continue to apply FAS 71
to the recovery of stranded costs.

As discussed above, the Company received authorization from the FERC to recover through CTCs
substantially all of the costs associated with its former generating business not recovered through the
divestiture. Additionally, FERC Order No. 888 enables transmission companies to recover their specific costs
of providing transmission service. Therefore, substantially all of the Company’s business, including the
recovery of its stranded costs, remains under cost-based rate regulation. Because of the nuclear cost-sharing
provisions related to the Company’s CTC, the Company ceased applying FAS 71 in 1997 to 20 percent of
its ongoing nuclear operations, the impact of which is immaterial.

As a result of applying FAS 71, the Company has recorded a regulatory asset for the costs that are
recoverable from customers through the CTC. At December 31, 1999, this amounted to approximately $1.3
billion, including $1.0 billion related to the above-market costs of purchased power contracts, $0.3 billion
related to accrued Yankee nuclear plant costs, and a smaller amount of other net CTC-related regulatory

assets.

In 1998, the Company concluded that its interests in the Millstone 3 and Seabrook 1 nuclear generating
units had little, if any, market value, based, in part, on the fact that proposed sales of nuclear units by other
utilities have required the seller to set aside amounts for decommissioning in excess of the proceeds from the
sale of the units. As a result, the Company recorded an impairment write-down in its reserve for depreciation
of approximately $390 million, representing the book value of Millstone 3 and Seabrook 1 at December 31,
1995, less applicable depreciation subsequent to that date.



Impact of Mergers on Transmission and CTC Rates

In March 2000, the MDTE approved the merger of Montaup Electric into the Company, which is
contingent upon the approval of the pending acquisition of EUA. Under a rate consolidation plan accepted
by the FERC in September 1999, upon National Grid USA’s acquisition of EUA, Montaup Electric's open
access transmission tariffs will adopt the same terms and conditions for service as those contained in the
Company's tariffs. Upon the merger of Montaup Electric into the Company, the combined company will
charge a single system transmission tariff based upon its total transmission costs. The CTC rates for the
companies will not initially be combined.

Overview of Financial Results

Net income for 1999 decreased $52 million compared with 1998 as a result of the continuing impacts
of the divestiture and the restructuring of the utility business. Partially offsetting the decrease is the recovery
of stranded cost mitigation incentives of approximately $25 million in 1999 compared with $10 million in
1998, as well as increased transmission revenues of approximately $13 million due to the elimination of
certain liabilities related to open access transmission tariffs.

Net income for 1998 decreased $22 million compared with 1997. This decrease was also primarily due
to the divestiture and reduced revenues as a result of industry restructuring.

Operating Revenue

Operating revenue for 1999 decreased $622 million compared with 1998 due to the divestiture and
reduced CTC charges. Partially offsetting these decreases is an increase in transmission revenues associated
with the elimination of certain liabilities related to open access transmission tariffs discussed above.

Operating revenue for 1998 decreased $460 million compared with 1997. This decrease was also the
result of the divestiture and reduced revenues due to industry restructuring, partially offset by the recovery
of stranded investments and increased transmission billings.

Operating Expenses
Operating expenses for 1999 decreased $543 million compared with 1998. The divestiture reduced all
categories of operating expenses in 1999, with the exception of depreciation and amortization expenses.

The decrease in fuel expense and purchased power costs reflects the divestiture and the assumption of
the Company’s obligations under most of its previously existing purchased power contracts by the buyer of
its nonnuclear generating business. The Company remains obligated to pay predetermined amounts to the
buyer related to the above-market cost of those contracts. In addition, the Company also remains obligated
under purchased power contracts with the four Yankee nuclear power companies, the costs of which
decreased $8 million in 1999, reflecting reduced costs from Maine Yankee and Connecticut Yankee, net of
increased costs of a 1999 refueling outage at Vermont Yankee.

In addition to the impact of the divestiture, which reduced nonnuclear generation operation and
maintenance expenses by $71 million, the decrease in other operation and maintenance expenses reflects
reduced general and administrative costs due primarily to workforce reductions and reduced charges from
New England Power Service Company following the divestiture. In addition, transmission costs decreased
$16 million in 1999 due to the assumption of transmission support agreements by the buyer and reduced
Independent System Operator-New England start-up costs. These decreases were partially offset by increased
costs of $3 million associated with the partially owned Millstone 3 and Seabrook 1 nuclear generating
facilities which experienced refueling outages in the second quarter of 1999,

Operating expenses for 1998 decreased $426 million compared with 1997 as a result of the divestiture,

reduced charges of $22 million from Maine Yankee, which was closed in mid-1997, and reduced charges of
$3 million and $12 million from the partially owned Seabrook 1 and Millstone 3 nuclear generating facilities,
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respectively. Operating expenses also decreased due to lower charges related to postretirement benefits other
than pensions (PBOPs), reflecting the completion of the accelerated amortization of the Company’s deferred
PBOP costs in 1997 under the terms of a 1995 rate agreement.

Depreciation and amortization expenses increased $3 million and 32 million in 1999 and 1998,
respectively, due to the recovery and amortization of generation-related stranded costs in those years being
greater than the depreciation and amortization of generation-related plant in the prior years. The increase is
also due to new transmission plant expenditures.

Interest Expense and Other Income
The decrease in interest expense in 1999 and 1998 was principally due to reduced long-term and short-

term debt as a result of the divestiture.

The increase in other income in 1999 and 1998 was due primarily to increased interest income resulting
from the reinvestment of the proceeds from the divestiture. In 1999, this was partially offset by reduced equity
income from nuclear power companies as a result of reductions in the rates of return for two of these

companies.

Nuclear Units

Nuclear Units Permanently Shut Down

Three regional nuclear generating companies in which the Company has a minority interest own nuclear
generating units that have been permanently shut down. These three units are as follows:

Future
Estimated
The Company's Billings to
Investment Date the Company

Unit % 3 (millions) Retired $ (millions)
Yankee Atomic 30 5 Feb 1992 7
Connecticut Yankee 15 16 Dec 1996 63
Maine Yankee 20 15 Aug 1997 128

In the case of each of these units, the Company has recorded a liability and an offsetting regulatory
asset reflecting the estimated future billings from the companies. In a 1993 decision, the FERC allowed
Yankee Atomic to recover its undepreciated investment in the plant, including a return on that investment,
as well as unfunded nuclear decommissioning costs and other costs. Maine Yankee recovers its costs,
including a return, in accordance with settlement agreements approved by the FERC in May 1999.
Connecticut Yankee filed a similar request with the FERC, to which several parties intervened in opposition.
In August 1998, a FERC Administrative Law Judge (ALJ) issued an initial decision which would allow for
full recovery of Connecticut Yankee's unrecovered investment, but precluded a return on that investment.
Connecticut Yankee, the Company, and other parties filed with the FERC exceptions to the ALJ's decision.
Should the FERC uphold the ALJ's initial decision in its current form, the Company’s share of the loss of the
return component would total approximately $12 million to $15 million before taxes for the entire recovery

period.

A Maine statute provides that if both Maine Yankee and its decommissioning trust fund have
insufficient assets to pay for the plant decommissioning, the owners of Maine Yankee are jointly and
severally liable for the shortfall.

Under the provisions of the Settlement Agreements, the Company recovers all costs, including
shutdown costs, that the FERC allows these Yankee companies to bill to the Company.



Operating Nuclear Units

The Company has minority interests in three operating nuclear generating units which the Company
is engaged in efforts to divest: Vermont Yankee, Millstone 3, and Seabrook 1. Uncertainties regarding the
future of nuclear generating stations, particularly older units, such as Vermont Yankee, have increased in
recent years and could adversely affect their service lives, availability, and costs. These uncertainties stem
from a combination of factors, including the acceleration of competitive pressures in the power generation
industry and increased NRC scrutiny. The Company performs periodic economic viability reviews of
operating nuclear units in which it holds ownership interests.

Vermont Yankee
The following table summarizes the Company’s interests in the Vermont Yankee Nuclear Power

Corporation:
(millions of dollars)

Equity Net Estimated Decommissioning
Ownership Equity Plant Decommissioning Fund License
Interest (%) Investment Assets Cost (in 1999%) Balance Expiration
20 11 34 86 42 2012

In November 1999, the Vermont Yankee Nuclear Power Corporation entered into an agreement with
AmerGen Energy Company (AmerGen), a joint venture between PECO Energy and British Energy, to sell
the assets of Vermont Yankee. Under the terms of the agreement, after a Vermont Yankee contribution toward
the plant’s decommissioning trust fund, AmerGen will take over the fund and assume responsibility for the
actual cost of decommissioning the plant. The agreement also requires the existing power purchasers
(including the Company) to continue to purchase the output of the plant or to buy out of the purchased power
obligation. In November 1999, the Company signed an agreement to buy out of its obligation, requiring future
payments which will be recovered through the Company’s CTC. The Company has recorded an accrued
liability and offsetting regulatory asset of $80 million for its share of future liabilities related to Vermont
Yankee, including the purchased power contract termination payment obligation, but excluding interest and
a return allowance. The proposed sale is contingent upon regulatory approvals by the NRC, the SEC, under
the 1935 Act, and the VPSB, among others.

Millstone 3
In July 1998, Millstone 3, which is operated by a subsidiary of Northeast Utilities (NU), returned to

full operation after being shut down for more than two years.

In August 1997, the Company sued NU in Massachusetts Superior Court for damages resulting from
the tortious conduct of NU that caused the shutdown of Millstone 3. The Company's claim for damages
included the costs of replacement power during the outage, costs necessary to return Millstone 3 to safe
operation, and other additional costs. Most of the Company's incremental replacement power costs have been
recovered from customers, either through fuel adjustment clauses or through provisions in the Settlement

Agreements.

In August 1997, the Company also sent a demand for arbitration to Connecticut Light & Power
Company and Western Massachusetts Electric Company, both subsidiaries of NU (subsidiaries), seeking
damages resulting from their breach of obligations under an agreement with the Company and others
regarding the operation and ownership of Millstone 3.

In November 1999, the Company, NU, and the subsidiaries executed an agreement which settled the
litigation and arbitration described above. Under the settlement, NU paid the Company approximately $24
million. In addition, NU also agreed to include the Company’s Millstone 3 interest when NU selis its
Millstone 3 interest at auction. Amounts received pursuant to a sale will, after reimbursement of the
Company’s transaction costs and net investment in Millstone 3, be credited to customers.
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Year 2000 Disclosure
In 1999, the NEES companies completed their remediation of the information systems (computer)

problem resulting from the fact that many software applications and operational programs written in the past
might not have recognized calendar dates associated with the year 2000 (Y2K). As a result of their
remediation efforts, the NEES companies have experienced no significant disruptions in any of their
enterprise or operational computer systems.

The NEES companies’ costs of making the necessary Y2K modifications were approximately $28
million. In addition, the NEES companies spent approximately $9 million (of which approximately $7 million
has been capitalized) related to the replacement of the human resources and payroll system, in part due to the

Y2K issue.

Risk Management

The Company's major financial market risk exposure is changing interest rates. Changing interest rates
will affect interest paid on variable rate debt. At December 31, 1999, the Company's variable rate long-term
debt had a carrying value and fair value of approximately $372 million, a weighted average interest rate of
3.73 percent, and maturity dates of greater than five years.

As discussed in the “Industry Restructuring” section, the Company remains obligated to provide
transition power supply service at fixed rates to new customer load in Rhode Island. The Company meets
these obligations by periodically procuring the necessary power supply at market prices. The Company
cannot predict whether the resulting revenues will be sufficient to cover the costs to procure such power.

Utility Plant Expenditures and Financing

Cash expenditures for utility plant totaled $57 million in 1999 and were primarily transmission-related.
The funds necessary for utility plant expenditures during the period were primarily provided by internal
funds. Cash expenditures for 2000 are estimated to be approximately $45 million, principally related to
transmission functions. Internally generated funds are expected to fully cover the Company’s capital

expenditures in 2000.

On February 8, 1999, the Company repurchased 130,000 shares of its common stock from NEES for
$18 million. Approximately $7 million of the repurchase price was charged to retained earnings.

On November 30, 1999, the Company declared a dividend of approximately $232 million, payable on
September 30, 2000, to the shareholders of record on September 29, 2000.

In 1999, the Company increased its short-term debt outstanding by $39 million. The Company has
regulatory approval from the SEC, under the 1935 Act, to issue up to $375 million of short-term debt. The
Company plans to seek the necessary regulatory approvals in 2000 which would allow the $39 million of
variable rate debt to remain outstanding through 2015. This would result in classifying the debt as long-term
rather than short-term.

At December 31, 1999, the Company had lines of credit and standby bond purchase facilities with
banks totaling $460 million which are available to provide liquidity support for $410 million of the
Company’s short-term and long-term bonds in tax-exempt commercial paper mode (including the $39 million
discussed above), and for other corporate purposes. There were no borrowings under these lines of credit at
December 31, 1999.



New England Power Company

Statements of Income

Year ended December 31 (In thousands) 1999 1998 1997
Operating revenue, principally from affiliates $ 596,341 $1,218,340 $ 1,677,903
Operating expenses:
Fuel for generation 12,803 223,828 372,734
Purchased electric energy:
Contract termination and nuclear
unit shutdown charges 187,777 97,469 43,876
Other 56,731 302,367 483,771
Other operation 70,936 155,065 241,506
Maintenance 28,536 60,239 89,820
Depreciation and amortization 103,080 99,924 98,024
Taxes, other than income taxes 20,282 48,492 67,311
Income taxes 37,633 73,594 90,009
Total operating expenses 517,778 1,060,978 1,487,051
Operating income 78,563 157,362 190,852
Other income:
Allowance for equity funds used during construction 1,958 633 -
Equity in income of nuclear power companies 2,939 5,284 5,189
Other income (expense), net 2,087 118 (3,404)
Operating and other income 85,547 163,397 192,637
Interest:
Interest on long-term debt 14,052 30,775 42,277
Other interest 1,003 10,688 7,055
Allowance for borrowed funds used during construction (522) (961) (1,238)
Total interest 14,533 40,502 48,094
Net income $ 71,014 $ 122,895 $ 144,543
Statements of Retained Earnings
Year ended December 31 (In thousands) 1999 1998 1997
Retained earnings at beginning of year $ 204,603 $ 407,630 $ 400,610
Net income 71,014 122,895 144,543
Dividends declared on cumulative preferred stock (94) (1,230) (2,075)
Dividends declared on common stock, $37.43, $20.25,
and $21.00 per share, respectively (241,415) (130,610) (135,448)
Premium on redemption of preferred stock 264 (264) -
Repurchase of common stock (7,085) (193,818) -
Retained eamnings at end of year $ 27,287 $ 204,603 $ 407,630

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



New England Power Company

Balance Sheets

At December 31 (In thousands) 1999 1998
Assets
Utility plant, at original cost $1,312,384 $ 1,262,461
Less accumulated provisions for depreciation and amortization 849,694 837,637
462,690 424,824
Construction work in progress 30,063 33,289
Net utility plant 492,753 458.113
Investments:
Nuclear power companies, at equity (Note D-1) 46,233 48,538
Decommissioning trust funds (Note D-2) 36,279 31,281
Nonutility property and other investments 7.248 8,302
Total investments 89.760 88.121
Current assets:
Cash and temporary cash investments (including
$59,039 and $109,911 with affiliates) 204,344 179,413
Accounts receivable:
Affiliated companies 73,444 107,878
Others 44,301 32,573
Fuel, materials, and supplies, at average cost 9,471 9,220
Prepaid and other current assets 39,315 21,569
Total current assets 370.875 350.653
Regulatory assets (Note C) 1,345,832 1,512,562
Deferred charges and other assets 3.445 5.339
$2.302.665 $2414.788
Capitalization and Liabilities
Capitalization:
Common stock, par value $20 per share,
Authorized - 6,449,896 shares
Outstanding - 3,619,896 and 3,749,896 shares $ 72,398 $ 74,998
Premium on capital stock 48,623 50,371
Other paid-in capital 183,937 190,852
Retained eamnings 27,287 204,603
Unrealized gain on securities, net 91 72
Total common equity 332,336 520,896
Cumulative preferred stock, par value $100 per share (Note H) 1,567 1,567
Long-term debt 371.771 371,765
Total capitalization 705.674 894.228
Current liabilities:
Short-term debt 38,500 -
Accounts payable (including $25,620 and $119,657 to affiliates) 63,212 162,360
Accrued labilities:
Taxes 3,889 15,009
Interest 3,378 2,440
Other accrued expenses (Note G) 15,693 20,086
Dividends pavable 232.365 24
Total current liabilities 357,037 199919
Deferred federal and state income taxes 179,686 165,115
Unamortized investment tax credits 19,060 30,870
Accrued Yankee nuclear plant costs (Note D-2) 277,932 242,138
Purchased power obligations 703,737 832,668
Other reserves and deferred credits 59,539 49,850
Commitments and contingencies (Note D)
$ 2,302,665 $ 2414788

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



New England Power Company

Statements of Cash Flows

Year ended December 31 (In thousands) 1999 1998 1997
Operating activities:
Net income $ 71,014 § 122895 § 144,543
Adjustments to reconcile net income to
net cash provided by operating activities:
Depreciation and amortization 108,789 104,331 101,186
Deferred income taxes and investment tax credits, net 14,111 (226,722) (12,728)
Allowance for funds used during construction (2,480) (1,594) (1,238)
Reimbursement to New England Energy Incorporated
of loss on sale of oil and gas properties - (120,900) -
Buyout of purchased power contracts (3,472) (326,590) -
Decrease (increase) in accounts receivable 22,706 130,914 (25,128)
Decrease (increase) in fuel, materials, and supplies (251) (10,270) 11,217
Decrease (increase) in prepaid and other current assets (17,746) (8,778) 7,213
Increase (decrease) in accounts payable (99,148) (31,761) (18,105)
Increase (decrease) in other current liabilities (14,575) 5,037 (1,905)
Other, net (3,995) (49,611) 19,919
Net cash provided by (used in) operating activities $ 74,953 §$ (413,049) § 224,974
Investing activities:
Proceeds from sale of generating assets $ - $1,688,83 §$ -
Plant expenditures, excluding allowance
for funds used during construction (56,887) (64,446) (69,863)
Other investing activities (4,411) (5,474) (4,040)
Net cash provided by (used in) investing activities $(61,298) $1,618943 § (73,903)
Financing activities:
Capital contribution from parent $ - § 34881 % -
Dividends paid on common stock (9,050) (166,084) (127,386)
Dividends paid on preferred stock (118) (1,206) (2,075)
Changes in short-term debt 38,500 (111,250) 17,650
Long-term debt - retirements - (328,000) (38,500)
Repurchase of common shares (18,056) (417,960) -
Preferred stock - retirements - (38,505) -
Premium on reacquisition of long-term debt - - (2,163)
Net cash provided by (used in) financing activities $ 11,276 $(1,028,124) $(152,474)
Net increase (decrease) in cash and cash equivalents $24931 $ 177,770 § (1,403)
Cash and cash equivalents at beginning of year 179,413 1,643 3,046
Cash and cash equivalents at end of year $204,344 $ 179413 $§ 1,643
Supplementary Information:
Interest paid less amounts capitalized $ 11,849 § 43419 § 46,033
Federal and state income taxes paid $ 55,134 $ 282,076 § 109,109
Dividends received from investments at equity $ 5243 § 6,571 & 3,267

The accompanying notes are an integral part of these financial statements.
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New England Power Company
Notes to Financial Statements

Note A - Significant Accounting Policies

1. Nature of Operations:

New England Power Company (the Company), a wholly owned subsidiary of National Grid USA
(formerly New England Electric System (NEES)), is a Massachusetts corporation qualified to do business
in Massachusetts, New Hampshire, Rhode Island, Connecticut, Maine, and Vermont. The Company is subject,
for certain purposes, to the jurisdiction of the regulatory commissions of these six states, the Securities and
Exchange Commission (SEC), under the Public Utility Holding Company Act of 1935 (1935 Act), the
Federal Energy Regulatory Commission (FERC), and the Nuclear Regulatory Commission (NRC). The
Company's business is primarily the transmission of electric energy in wholesale quantities to other electric
utilities, principally its distribution affiliates Granite State Electric Company, Massachusetts Electric
Company, Nantucket Electric Company, and The Narragansett Electric Company (Narragansett Electric). In
addition, the Company also owns minority interests in two joint owned nuclear generating units as well as
minority equity interests in four nuclear generating companies (Yankees), three of which own generating
facilities that are permanently shut down. The output from these generating facilities is sold to third parties.

2. System of Accounts:
The accounts of the Company are maintained in accordance with the Uniform System of Accounts

prescribed by regulatory bodies having jurisdiction.

In preparing the financial statements, management is required to make estimates that affect the reported
amounts of assets and liabilities and disclosures of asset recovery and contingent liabilities as of the date of
the balance sheets, and revenues and expenses for the period. These estimates may differ from actual amounts
if future circumstances cause a change in the assumptions used to calculate these estimates. In addition,
certain presentation adjustments have been made to conform prior years with the 1999 presentation.

3. Allowance for Funds Used During Construction (AFDC):

The Company capitalizes AFDC as part of construction costs. AFDC represents the composite interest
and equity costs of capital funds used to finance that portion of construction costs not yet eligible for
inclusion in rate base. AFDC is capitalized in "Utility plant" with offsetting noncash credits to "Other
income" and "Interest." This method is in accordance with an established rate-making practice under which
a utility is permitted a return on, and the recovery of, prudently incurred capital costs through their ultimate
inclusion in rate base and in the provision for depreciation. The composite AFDC rates were 7.6 percent, 6.1
percent, and 5.9 percent in 1999, 1998, and 1997, respectively.
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4. Depreciation and Amortization:
The depreciation and amortization expense included in the statements of income is composed of the

following:

Year ended December 31 (In thousands) 1999 1998 1997
Depreciation - transmission related $ 13,222 § 12,553 $ 11,828
Depreciation - all other 1,286 46,256 68,432
Nuclear decommissioning costs (Note D-2) 3,637 2,719 2,638
Amortization:
Seabrook 2 property losses - - 113
Millstone 3 additional amortization,
pursuant to 1995 rate settlement - 22,040 15,013
Regulatory assets covered by contract
termination charges (Note C) 84,935 16,356 -
Total depreciation and amortization expense $103,080 $ 99,924 $ 98,024

Depreciation is provided annually on a straight-line basis. The provision for depreciation as a
percentage of weighted average depreciable transmission property was 2.3 percent in 1999, 1998, and 1997.
Amortization of Seabrook and Millstone 3 investments above normal depreciation accruals and amortization
of regulatory assets covered by contract termination charges (CTC) was in accordance with rate settlement
agreements.

5. Cash:
The Company classifies short-term investments with a maturity of 90 days or less as cash.

Note B - Merger Agreements with National Grid and EUA

Merger Agreement with National Grid

On March 22, 2000, the merger of NEES and The National Grid Group plc (National Grid) was
completed, with NEES (renamed National Grid USA) becoming a wholly owned subsidiary of National Grid.
The Company will maintain its existing name and will remain a wholly owned subsidiary of National Grid
USA. The merger is being accounted for by the purchase method, the application of which, including the
recognition of goodwill, is being pushed down and reflected on the books of the National Grid USA
subsidiaries, including the Company.

Merger Agreement with EUA

In February 1999, NEES, Eastern Utilities Associates (EUA), and Research Drive LLC (Research
Drive), a wholly owned subsidiary of NEES, entered into an Agreement and Plan of Merger (EUA
Agreement). Pursuant to the EUA Agreement, Research Drive will merge with and into EUA, with EUA
becoming a wholly owned subsidiary of National Grid USA.

The acquisition of EUA has received approval or support from EUA shareholders, the Federal Trade
Commission (FTC), the FERC, the NRC, the Connecticut Department of Public Utility Control, the Rhode
Island Public Utilities Commission, the Massachusetts Department of Telecommunications and Energy, and
the Vermont Public Service Board (VPSB). An application has also been filed for approval with the SEC,
under the 1935 Act. The acquisition of EUA, including the consolidation of Montaup Electric Company, a
wholly owned subsidiary of EUA, into the Company, is expected to be completed following the receipt of
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an SEC order approving the acquisition, which could come at any time. If the SEC order is not received in
time to close the transaction by April 28, 2000, the approval by the FTC, under the Hart-Scott-Rodino
Antitrust Improvements Act of 1976, as amended, expires and will have to be renewed prior to completion

of the acquisition.

Note C - Industry Restructuring

Pursuant to legislation enacted in Massachusetts, Rhode Island, and New Hampshire, and settlement
agreements approved by state and federal regulators (the Settlement Agreements), customers were granted
choice of power supplier in 1998. To facilitate the implementation of customer choice, the Settlement
Agreements provided for the termination of the Company’s all-requirements contracts with its affiliated
distribution companies. The Company’s all-requirements contracts with unaffiliated customers were also
generally terminated pursuant to settlement agreements or tariff provisions. However, the Company remains
obligated to provide transition power supply service at fixed rates to new customer load in Rhode Island. In
addition, as a result of the Settlement Agreements, the Company and its affiliate, Narragansett Electric, sold
substantially all of their nonnuclear generating business (divestiture) in September 1998. As part of the
divestiture plan, New England Energy Incorporated sold its oil and gas properties in 1998, resulting in a loss
of approximately $120 million, before tax, which was reimbursed by the Company. The Company also agreed
to endeavor to sell its minority interest in three nuclear power plants and a 60 megawatt interest in a fossil-

fueled generating station in Maine.

In conjunction with the divestiture, the Company transferred to the buyer of its nonnuclear generating
business (the buyer) its entitlement to power procured under several long-term contracts in exchange for
monthly fixed payments by the Company averaging $9.5 million per month through January 2008 (having
a net present value at December 31, 1999 of approximately $704 million) toward the above-market cost of
those contracts. For certain contracts which have been formally assigned to the buyer, the Company has made
lump sum payments equivalent to the present value of the monthly fixed payment obligations of those
contracts (approximately $345 million), which were separate from the $704 million figure referred to above.

Under the Settlement Agreements, the Company is permitted to recover costs associated with its former
generating investments and related contractual commitments that were not recovered through the sale of those
investments ("stranded costs"). These costs are recovered from the Company’s wholesale customers through
CTCs which the affiliated wholesale customers recover through delivery charges to distribution customers.
The recovery of the Company’s stranded costs is divided into several categories. Unrecovered costs

_associated with generating plants (nuclear and nonnuclear) and most regulatory assets will be fully recovered
through the CTC by the end of 2000 and earn a return on equity averaging 9.7 percent. The Company’s
obligation related to the above-market cost of purchased power contracts and nuclear decommissioning costs
are recovered through the CTC as such costs are actually incurred. As the CTC rate declines, the Company,
under certain of the Settlement Agreements, earns incentives based on successful mitigation of its stranded
costs. These incentives supplement the Company’s return on equity. Until such time as the Company divests
its operating nuclear interests, the Company will share with customers, through the CTC, 80 percent of the
revenues and operating costs related to the units, with shareholders retaining the balance. For further
information on the potential sale of the Vermont Yankee and Millstone 3 nuclear generating units, refer to
the “Nuclear Units” section below.

Accounting Implications

Because electric utility rates have historically been based on a utility's costs, electric utilities are subject
to certain accounting standards that are not applicable to other business enterprises in general. The Company
applies the provisions of Statement of Financial Accounting Standards No. 71, Accounting for the Effects
of Certain Types of Regulation (FAS 71), which requires regulated entities, in appropriate circumstances, to
establish regulatory assets, and thereby defer the income statement impact of certain charges or revenues
because they are expected to be collected or refunded through future customer billings. In 1997, the Emerging
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Issues Task Force of the Financial Accounting Standards Board concluded that a utility that had received
approval to recover stranded costs through regulated rates would be permitted to continue to apply FAS 71
to the recovery of stranded costs.

As discussed above, the Company received authorization from the FERC to recover through CTCs
substantially all of the costs associated with its former generating business not recovered through the
divestiture. Additionally, FERC Order No. 888 enables transmission companies to recover their specific costs
of providing transmission service. Therefore, substantially all of the Company’s business, including the
recovery of its stranded costs, remains under cost-based rate regulation. Because of the nuclear cost-sharing
provisions related to the Company’s CTC, the Company ceased applying FAS 71 in 1997 to 20 percent of
its ongoing nuclear operations, the impact of which is immaterial.

As a result of applying FAS 71, the Company has recorded a regulatory asset for the costs that are
recoverable from customers through the CTC. At December 31, 1999, this amounted to approximately $1.3
billion, including $1.0 billion related to the above-market costs of purchased power contracts, $0.3 billion
related to accrued Yankee nuclear plant costs, and a smaller amount of other net CTC-related regulatory

assets.

In 1998, the Company concluded that its interests in the Millstone 3 and Seabrook 1 nuclear generating
units had little, if any, market value, based, in part, on the fact that proposed sales of nuclear units by other
utilities have required the seller to set aside amounts for decommissioning in excess of the proceeds from the
sale of the units. As a result, the Company recorded an impairment write-down in its reserve for depreciation
of approximately $390 million, representing the book value of Milistone 3 and Seabrook 1 at December 31,
1995, less applicable depreciation subsequent to that date.

Note D - Commitments and Contingencies

1. Yankee Nuclear Power Companies

The Company has minority interests in four Yankee Nuclear Power Companies. These ownership
interests are accounted for on the equity method. The Company’s share of the expenses of the Yankees is
accounted for in “Purchased electric energy” on the income statement. A summary of combined results of
operations, assets, and liabilities of the four Yankees is as follows:

(In thousands) 1999 1998 1997
Operating revenue $ 377,039 $ 439,046 $ 660,742
Net income $ 13,890 $ 23218 $ 29,959
Company's equity in net income $ 2,939 3 5,284 $ 5,189
Net plant 172,100 171,582 204,689
Other assets 2,631,750 2,810,613 3,100,589
Liabilities and debt (2,554,261) (2,723,454) (3,036,845)
Net assets $ 249,589 $ 258,741 $ 268,433
Company's equity in net assets $ 46,233 $ 48,538 $ 49,825
Company's purchased electric energy:

Vermont Yankee $ 37,551 $§ 35,108 § 31,240

All other Yankees $ 37,765 $ 48,543 $ 75,900

At December 31, 1999, $12 million of undistributed earnings of the nuclear power companies were
included in the Company's retained earnings.
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2. Nuclear Units

Nuclear Units Permanently Shut Down
Three regional nuclear generating companies in which the Company has a minority interest own nuclear

generating units that have been permanently shut down. These three units are as follows:

Future
Estimated
The Company's Billings to
Investment Date the Company
Unit % $ (millions) Retired $ (millions)
Yankee Atomic 30 5 Feb 1992 7
Connecticut Yankee 15 16 Dec 1996 63
Maine Yankee 20 15 Aug 1997 128

In the case of each of these units, the Company has recorded a liability and an offsetting regulatory
asset reflecting the estimated future billings from the companies. In a 1993 decision, the FERC allowed
Yankee Atomic to recover its undepreciated investment in the plant, including a return on that investment,
as well as unfunded nuclear decommissioning costs and other costs. Maine Yankee recovers its costs,
including a return, in accordance with settlement agreements approved by the FERC in May 1999.
Connecticut Yankee filed a similar request with the FERC, to which several parties intervened in opposition.
In August 1998, a FERC Administrative Law Judge (ALJ) issued an initial decision which would allow for
full recovery of Connecticut Yankee's unrecovered investment, but precluded a return on that investment.
Connecticut Yankee, the Company, and other parties filed with the FERC exceptions to the ALJ's decision.
Should the FERC uphold the ALJ's initial decision in its current form, the Company’s share of the loss of the
return component would total approximately $12 million to $15 million before taxes for the entire recovery

period.

A Maine statute provides that if both Maine Yankee and its decommissioning trust fund have
insufficient assets to pay for the plant decommissioning, the owners of Maine Yankee are jointly and

severally liable for the shortfall.

Under the provisions of the Settlement Agreements, the Company recovers all costs, including
shutdown costs, that the FERC allows these Yankee companies to bill to the Company.

Operating Nuclear Units
The Company has minority interests in three operating nuclear generating units which the Company

is engaged in efforts to divest: Vermont Yankee, Millstone 3, and Seabrook 1. Uncertainties regarding the
future of nuclear generating stations, particularly older units, such as Vermont Yankee, have increased in
recent years and could adversely affect their service lives, availability, and costs. These uncertainties stem
from a combination of factors, including the acceleration of competitive pressures in the power generation
industry and increased NRC scrutiny. The Company performs periodic economic viability reviews of
operating nuclear units in which it holds ownership interests.
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Vermont Yankee
The following table summarizes the Company’s interests in the Vermont Yankee Nuclear Power

Corporation:

(millions of dollars)

Equity Net Estimated Decommissioning
Ownership Equity Plant Decommissioning Fund License
Interest (%) Investment Assets Cost (in 1999%) Balance Expiration
20 11 34 86 42 2012

In November 1999, the Vermont Yankee Nuclear Power Corporation entered into an agreement with
AmerGen Energy Company (AmerGen), a joint venture between PECO Energy and British Energy, to sell
the assets of Vermont Yankee. Under the terms of the agreement, after a Vermont Yankee contribution toward
the plant’s decommissioning trust fund, AmerGen will take over the fund and assume responsibility for the
actual cost of decommissioning the plant. The agreement also requires the existing power purchasers
(including the Company) to continue to purchase the output of the plant or to buy out of the purchased power
obligation. In November 1999, the Company signed an agreement to buy out of its obligation, requiring future
payments which will be recovered through the Company’s CTC. The Company has recorded an accrued
liability and offsetting regulatory asset of $80 million for its share of future liabilities related to Vermont
Yankee, including the purchased power contract termination payment obligation, but excluding interest and
a return allowance. The proposed sale is contingent upon regulatory approvals by the NRC, the SEC, under
the 1935 Act, and the VPSB, among others.

Millstone 3
In July 1998, Millstone 3, which is operated by a subsidiary of Northeast Utilities (NU), returned to

full operation after being shut down for more than two years.

In August 1997, the Company sued NU in Massachusetts Superior Court for damages resulting from
the tortious conduct of NU that caused the shutdown of Millstone 3. The Company's claim for damages
included the costs of replacement power during the outage, costs necessary to return Millstone 3 to safe
operation, and other additional costs. Most of the Company's incremental replacement power costs have been
recovered from customers, either through fuel adjustment clauses or through provisions in the Settlement
Agreements.

In August 1997, the Company also sent a demand for arbitration to Connecticut Light & Power
Company and Western Massachusetts Electric Company, both subsidiaries of NU (subsidiaries), seeking
damages resulting from their breach of obligations under an agreement with the Company and others
regarding the operation and ownership of Millstone 3.

In November 1999, the Company, NU, and the subsidiaries executed an agreement which settled the
litigation and arbitration described above. Under the settlement, NU paid the Company approximately $24
million. In addition, NU also agreed to include the Company’s Millstone 3 interest when NU sells its
Millstone 3 interest at auction. Amounts received pursuant to a sale will, after reimbursement of the
Company’s transaction costs and net investment in Millstone 3, be credited to customers.

Nuclear Decommissioning

The Company is liable for its share of decommissioning costs for Millstone 3, Seabrook 1, and all of
the Yankees. Decommissioning costs include not only estimated costs to decontaminate the units as required
by the NRC, but also costs to dismantle the uncontaminated portion of the units. The Company records
decommissioning costs on its books consistent with its rate recovery. The Company is recovering its share
of projected decommissioning costs for Millstone 3 and Seabrook 1 through depreciation expense. In
addition, the Company is paying its portion of projected decommissioning costs for all of the Yankees
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through purchased power expense. Such costs reflect estimates of total decommissioning costs approved by
the FERC.

In New Hampshire, legislation was enacted in 1998 which makes owners of Seabrook 1, in which the
Company owns a 10 percent interest, proportional guarantors for decommissioning costs in the event that an
owner without a franchise service territory fails to fund its share of decommissioning costs. Currently, a
single owner of an approximate 12 percent share of Seabrook 1 has no franchise service territory. The impact
of this legislation to the Company is not considered material to its financial position or results of operation.

The Nuclear Waste Policy Act of 1982 establishes that the federal government (through the Department
of Energy (DOE)) is responsible for the disposal of spent nuclear fuel. The federal government requires the
Company to pay a fee based on its share of the net generation from the Millstone 3 and Seabrook 1 nuclear
generating units. Prior to 1998, the Company recovered this fee through its fuel clause. Under the Settlement
Agreements, substantially all of these costs are recovered through CTCs. Similar costs are billed to the
Company by Vermont Yankee and are also recovered from customers through CTCs. In 1997, ruling on a
lawsuit brought against the DOE by numerous utilities and state regulatory commissions, the U.S. Court of
Appeals for the District of Columbia held that the DOE was obligated to begin disposing of utilities’ spent
nuclear fuel by January 1998. The DOE failed to meet this deadline and is not expected to have a temporary
or permanent repository for spent nuclear fuel before 2010, at the earliest. Many utilities, including Yankee
Atomic, Connecticut Yankee, and Maine Yankee, are plaintiffs in on-going litigation related to the DOE's

failure to accept spent nuclear fuel.

Decommissioning Trust Funds
Each nuclear unit in which the Company has an ownership interest has established a decommissioning

trust fund or escrow fund into which payments are being made to meet the projected costs of
decommissioning. The table below lists information on the two operating nuclear plants in which the

Company is a joint owner.

The Company’s share of (millions of dollars)

The Company’s Net Estimated Decommissioning
Ownership Plant Decommissioning Fund License
Unit Interest (%) Assets Cost (in 1999 §) Balances* Expiration
Millstone 3 12 12%* 76 23 2025
Seabrook 1 10 14%* 56 13 2026

*  Certain additional amounts are anticipated to be available through tax deductions.
** Represents post-December 1995 spending including nuclear fuel. For further information, refer to Note C.

There is no assurance that decommissioning costs actually incurred by Millstone 3, Seabrook 1, or
Vermont Yankee, as previously mentioned, will not substantially exceed the estimated amounts. For example,
decommissioning cost estimates assume the availability of permanent repositories for both low-level and
high-level nuclear waste; those repositories do not currently exist. The temporary low-level repository located
in Barnwell, South Carolina may become unavailable, which could increase the cost of decommissioning the
Yankee Atomic, Connecticut Yankee, and Maine Yankee plants. If any of the operating units were shut down
prior to the end of their operating licenses, which the Company believes is likely, the funds collected for
decommissioning to that point would be insufficient. Under the Settlement Agreements, the Company will
recover decommissioning costs through CTCs.
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Nuclear Insurance

The Price-Anderson Act limits the amount of liability claims that would have to be paid in the event
of a single incident at a nuclear plant to $9.5 billion (based upon 106 licensed reactors). The maximum
amount of commercially available insurance coverage to pay such claims is $200 million. The remaining $9.3
billion would be provided by an assessment of up to $88.1 million per incident levied on each of the
participating nuclear units in the United States, subject to a maximum assessment of $10 million per incident
per nuclear unit in any year. The maximum assessment, which was most recently adjusted in 1998, is adjusted
for inflation at least every five years. The Company’s current interest in Vermont Yankee, Millstone 3, and
Seabrook 1 would subject the Company to a $35.4 million maximum assessment per incident. The
Company’s payment of any such assessment would be limited to a maximum of $4.0 million per year. As a
result of the permanent cessation of power operation of the Yankee Atomic, Connecticut Yankee, and Maine
Yankee plants, these units have received from the NRC an exemption from participating in the secondary
financial protection system under the Price-Anderson Act. However, these plants must continue to maintain
$100 million of commercially available nuclear liability insurance coverage.

Each of the nuclear units in which the Company has either an ownership or purchased power interest
also carries nuclear property insurance to cover the costs of property damage, decontamination, and premature
decommissioning resulting from a nuclear incident. These policies may require additional premium
assessments if losses relating to nuclear incidents at units covered by this insurance occur in a prior six-year
period. The Company’s maximum potential exposure for these assessments, either directly or indirectly, is
approximately $4.6 million with respect to the current policy period.

3. Plant Expenditures
The Company’s utility plant expenditures are estimated to be approximately $45 million in 2000. At
December 31, 1999, substantial commitments had been made relative to future planned expenditures.

4. Hydro-Quebec Interconnection

Three affiliates of the Company were created to construct and operate transmission facilities to transmit
power from Hydro-Quebec to New England. Under support agreements entered into at the time these facilities
were constructed, the Company agreed to guarantee a portion of the project debt. That portion at December
31, 1999 amounted to $21 million.

5. Hazardous Waste

The Federal Comprehensive Environmental Response, Compensation and Liability Act, more
commonly known as the "Superfund" law, imposes strict, joint and several liability, regardless of fault, for
remediation of property contaminated with hazardous substances. A number of states, including

Massachusetts, have enacted similar laws.

The electric utility industry typically utilizes and/or generates in its operations a range of potentially
hazardous products and by-products. The Company currently has in place an internal environmental audit
program and an external waste disposal vendor audit and qualification program intended to enhance
compliance with existing federal, state, and local requirements regarding the handling of potentially
hazardous products and by-products.

The Company has been named as a potentially responsible party (PRP) by either the United States
Environmental Protection Agency or the Massachusetts Department of Environmental Protection for several
sites at which hazardous waste is alleged to have been disposed. Private parties have also contacted or
initiated legal proceedings against the Company regarding hazardous waste cleanup. The Company is
currently aware of other possible hazardous waste sites, and may in the future become aware of additional
sites, that it may be held responsible for remediating.
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Predicting the potential costs to investigate and remediate hazardous waste sites continues to be
difficult. There are also significant uncertainties as to the portion, if any, of the investigation and remediation
costs of any particular hazardous waste site that may ultimately be borne by the Company. The Company has
recovered amounts from certain insurers, and, where appropriate, intends to seek recovery from other insurers
and from other PRPs, but it is uncertain whether, and to what extent, such efforts will be successful. The
Company believes that hazardous waste liabilities for all sites of which it is aware are not material to its

financial position.

6. Town of Norwood Dispute
From 1983 until 1998, the Company was the wholesale power supplier for the Town of Norwood,

Massachusetts (Norwood). In April 1998, Norwood began taking power from another supplier. Pursuant to
a tariff amendment approved by the FERC in May 1998, the Company has been assessing Norwood a CTC.
Through December 1999, the charges assessed Norwood amount to approximately $15 million, all of which
remain unpaid. The Company is pursuing a collection action in Massachusetts Superior Court.

Separately, Norwood filed suit in Federal District Court (District Court) in April 1997 alleging that the
divestiture violated the terms of the 1983 power contract and contravened antitrust laws. The District Court
dismissed the lawsuit. On appeal, the First Circuit Court of Appeals (First Circuit) also consolidated appeals
Norwood made from FERC’s orders approving the divestiture, the wholesale rate settlement between the
Company and its distribution affiliates, and the CTC tariff amendment. On February 2, 2000, the First Circuit
dismissed Norwood’s appeal from the FERC orders and dismissed its appeal from all but one of Norwood’s
District Court claims, which relates to the creation of generation market power. On February 28, 2000 and
March 3, 2000, respectively, the First Circuit denied Norwood’s petition for further review of its District
Court claims decision and its decision on the FERC orders.

Norwood has also appealed a 1999 FERC decision that rejected Norwood’s challenge to the calculation
of the CTC based on the term of the 1983 power contract.
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Note E - Employee Benefits

1. Pension Plans:

The Company participates with other subsidiaries of National Grid USA in noncontributory,
defined-benefit plans covering substantially all employees of the Company. The plans provide pension
benefits based on the employee's compensation during the five years prior to retirement. Absent unusual
circumstances, the Company’s funding policy is to contribute each year the net periodic pension cost for that
year. However, the contribution for any year will not be less than the minimum contribution required by

federal law or greater than the maximum tax deductible amount.

Net pension cost for 1999, 1998, and 1997 included the following components:

Year ended December 31 (thousands of dollars) 1999 1998 1997
Service cost - benefits earned during the period $ 527 $ 2,430 $2,887
Plus (less):
Interest cost on projected benefit obligation 7,044 7,435 7,003
Return on plan assets at expected long-term rate (8,090) (8,675) (7,842)
Amortization of transition obligation (170) (184) (175)
Amortization of prior service cost 115 161 171
Amortization of net (gain)/loss 36 159 65
Curtailment (gain)/loss - (5,680) -
Benefit cost $ (538) $ (4,354) $2,109
Special termination benefits not included above 3 - $10,911 $ -

The funded status of the plans cannot be presented separately for the Company as the Company
participates in the plans with other National Grid USA subsidiaries. The following table sets forth the funded

status of the National Grid USA companies' plans at December 31:

(millions of dollars) 1999 1998
Benefit obligation $ 789 $ 843
Unrecognized prior service costs &) 6)
Transition liability not yet recognized (amortized) 2) 2)
Additional minimum liability 6 7
788 842
Plan assets at fair value 947 837
Transition asset not yet recognized (amortized) *) (6)
Net (gain)/loss not yet recognized (amortized) (206) (92)
736 739
Accrued (prepaid) pension benefits recorded on books $ 52 $ 103
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The following provides a reconciliation of benefit obligations and plan assets:

(millions of dollars) 1999 1998
Changes in benefit obligation:
Benefit obligation at January 1 $ 843 $ 819
Service cost 11 14
Interest cost 56 55
Actuarial (gain)/loss (55) )
Benefits paid (66) (94)
Special termination benefits - 64
Curtailment - (1)
Plan amendments - 1
Benefit obligation at December 31 $ 789 $ 843
Reconciliation of change in plan assets:
Fair value of plan assets at January 1 $ 837 § 834
Actual return on plan assets during year 117 93
Company contributions 59 4
Benefits paid from plan assets (66) (94)
Fair value of plan assets at December 31 $ 947 $ 837
Year ended December 31 2000 1999 1998 1997
Assumptions used to determine pension cost:

Discount rate 7.75% 6.75% 6.75% 7.25%

Average rate of increase in future compensation level 5.10% 4.13% 4.13% 4.13%

Expected long-term rate of return on assets 8.50% 8.50% 8.50% 8.50%

The plans' funded status at December 31, 1999 and 1998 were calculated using the assumed rates from
2000 and 1999, respectively, and the 1983 Group Annuity Mortality table.

Plan assets are composed primarily of equity and fixed income securities.

2. Postretirement Benefit Plans Other than Pensions (PBOPs):
The Company provides health care and life insurance coverage to eligible retired employees. Eligibility
is based on certain age and length of service requirements and in some cases retirees must contribute to the

cost of their coverage.

The Company's total cost of PBOPs for 1999, 1998, and 1997 included the following components:

Year ended December 31 (thousands of dollars) 1999 1998 1997
Service cost - benefits earned during the period $ 193 $ 1,109 $ 1,363
Plus (less):
Interest cost on projected benefit obligation 2,816 3,244 3,545
Return on plan assets at expected long-term rate (2,896) (2,656) (2,343)
Amortization of transition obligation 85 1,732 2,556
Amortization of prior service cost - 5 8
Amortization of net (gain)/loss (1,252) (1,138) (983)
Curtailment (gain)/loss - 27,149 -
Benefit cost $ (1,054) $29,445 $ 4,146
Special termination benefits not included above $ - $ 439 3 -
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The following table sets forth the Company's benefits earned and the plans' funded status:

At December 31 (millions of dollars) 1999 1998
Benefit obligation $ 42 § 41
Unrecognized prior service costs - -
Transition liability not yet recognized (amortized) (1) (1)
41 40
Plan assets at fair value 39 36
Net (gain)/loss not yet recognized (amortized) (25) (26)
14 10
Accrued (prepaid) PBOPs recorded on books $ 27 $ 30
The following provides a reconciliation of benefit obligations and plan assets:
(millions of dollars) 1999 1998
Changes in benefit obligation:
Benefit obligation at January 1 $ 41 $ 51
Service cost - 1
Interest cost 3 3
Actuarial (gain)/loss - 2
Benefits paid 2) (2)
Special termination benefits - -
Curtailment - (14)
Benefit obligation at December 31 $ 42 $ 41
Reconciliation of change in plan assets:
Fair value of plan assets at January 1 $ 36 $ 34
Actual return on plan assets during year 4 4
Company contributions 1 -
Benefits paid from plan assets 2) 2)
Fair value of plan assets at December 31 $ 39 $ 36
Year ended December 31 2000 1999 1998 1997
Assumptions used to determine postretirement benefit cost:
Discount rate ' 7.75% 6.75% 6.75% 7.25%
Expected long-term rate of return on assets 8.42% 8.35% 8.27% 8.21%
Health care cost rates:
1997 to 1999 5.25% 5.25% 8.00%
2000 8.25% 5.25% 5.25% 6.25%
2001 6.75% 5.25% 5.25% 6.25%
2002 to 2004 5.25% 5.25% 5.25% 6.25%
2005 and beyond 5.25% 5.25% 5.25% 5.25%

The plans' funded status at December 31, 1999 and 1998 were calculated using the assumed rates in

effect for 2000 and 1999, respectively.
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The assumptions used in the health care cost trends have a significant effect on the amounts reported.
A one percentage point change in the assumed rates would increase the accumulated postretirement benefit
obligation (APBO) as of December 31, 1999 by approximately $5 million or decrease the APBO by
approximately $4 million, and change the net periodic cost for 1999 by approximately $350,000.

The Company generally funds the annual tax-deductible contributions. Plan assets are invested in equity
and fixed income securities and cash equivalents.

2. Early Retirement and Special Severance Programs:

In 1998, the Company offered a voluntary early retirement program to all employees who were at least
55 years old with 10 years of service. This program was part of an organizational review with the goal of
streamlining operations and reducing the work force to reflect industry restructuring. The early retirement
offer was accepted by 104 employees. A special severance program was also utilized in 1998 for employees
affected by the organizational restructuring, but who were not eligible for, or did not accept, the early
retirement offer. The cost of these programs was in part reimbursed by the buyer at the closing of the
divestiture and will be recovered in part from customers as a component of stranded cost recovery.

Note F - Income Taxes

The Company and other subsidiaries participate with National Grid USA in filing consolidated federal
income tax returns. The Company's income tax provision is calculated on a separate return basis. Federal
income tax returns have been examined and reported on by the Internal Revenue Service through 1993.

Total income taxes in the statements of income are as follows:

Year ended December 31 (In thousands) 1999 1998 1997

Income taxes charged to operations $ 37,633 $ 73,594 $ 90,009

Income taxes charged (credited) to "Other income" 1,985 (19,582) (373)
Total income taxes $ 39,618 $ 54,012 $ 89,636

Total income taxes, as shown above, consist of the following components:

Year ended December 31 (In thousands) 1999 1998 1997
Current income taxes $ 25,507 $ 280,734 $102,364
Deferred income taxes 25,921 (204,129) (10,705)
Investment tax credits, net (11,810) (22,593) (2,023)
Total income taxes $ 39,618 $ 54,012 $ 89,636

Investment tax credits (ITC) have been deferred and amortized over the estimated lives of the property
giving rise to the credits. ITC amortization in 1999 reflects the accelerated amortization of the property giving
rise to the credits, while the increase in amortization of ITC in 1998 compared with 1997 results from the
recognition in income of unamortized ITC related to the generating assets divested during 1998.
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Total income taxes, as shown above, consist of federal and state components as follows:

Year ended December 31 (In thousands) 1999 1998 1997
Federal income taxes $ 33,746 $ 41,255 $ 73,077
State income taxes 5,872 12,757 16,559

Total income taxes $ 39,618 $ 54,012 $ 89,636

With regulatory approval from the FERC, the Company has adopted comprehensive interperiod tax
allocation (normalization) for temporary book/tax differences.

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

Year ended December 31 (In thousands) 1999 1998 1997
Computed tax at statutory rate $ 38,721 $ 61,917 $ 81,963
Increases (reductions) in tax resulting from:
Amortization of investment tax credits (7,677) (15,157) (2,023)
State income taxes, net of federal income tax benefit 3,817 8,292 10,763
Rate recovery of deficiency in deferred tax reserves 8,207 - -
Prior year tax adjustment (2,028) (188) (313)
All other differences (1,422) (852) (754)
Total income taxes $ 39,618 $ 54,012 $ 89,636

The following table identifies the major components of total deferred income taxes:

At December 31 (In millions) 1999 1998
Deferred tax asset:
Plant related s 67 3 76
Investment tax credits 8 13
All other : 2 24
77 113
Deferred tax liability:
Plant related as7 (53)
All other, principally regulatory assets (100) (225)
(257) (278)
Net deferred tax liability $ (180) $ (165

Note G - Short-term Borrowings and Other Accrued Expenses

At December 31, 1999, the Company had $39 million of short-term debt outstanding. The Company
has regulatory approval from the SEC, under the 1935 Act, to issue up to $375 million of short-term debt.
The Company plans to seek the necessary regulatory approvals in 2000 which would allow the $39 million
of variable rate debt to remain outstanding through 2015. This would result in classifying the debt as
long-term rather than short-term. National Grid USA and certain subsidiaries, including the Company, with
regulatory approval, operate a money pool to more effectively utilize cash resources and to reduce outside
short-term borrowings. Short-term borrowing needs are met first by available funds of the money pool
participants. Borrowing companies pay interest at a rate designed to approximate the cost of outside
short-term borrowings. Companies which invest in the pool share the interest earned on a basis proportionate
to their average monthly investment in the money pool. Funds may be withdrawn from or repaid to the pool
at any time without prior notice.
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At December 31, 1999, the Company had lines of credit and standby bond purchase facilities with
banks totaling $460 million which are available to provide liquidity support for $410 million of the
Company’s short-term and long-term bonds in tax-exempt commercial paper mode (including the $39 million
discussed above) and for other corporate purposes. There were no borrowings under these lines of credit at
December 31, 1999. Fees are paid on the lines and facilities in lieu of compensating balances.

The components of other accrued expenses are as follows:

At December 31 (In thousands) 1999 1998
Accrued wages and benefits $ 1,063 $ 3,059
Rate adjustment mechanisms 14,550 16,781
Other 80 246

$15,693 $20,086

Note H - Cumulative Preferred Stock

A summary of cumulative preferred stock at December 31, 1999 and 1998 is as follows (in thousands
of dollars except for share data):

Shares Dividends Call
Outstanding Amount Declared Price
1999 1998 1999 1998 1999 1998
$100 par value
6.00% Series 15,672 15,672 $1,567 $1,567 $ 94 $ 277 (a)
4.56% Series - - - - - 247
4.60% Series - - - - - 236
4.64% Series - - - - - 98
6.08% Series - - - - - 372
Total 15,672 15,672 $1,567 $1,567 $ 94 $1,230
(a) Noncallable.

The annual dividend requirement for cumulative preferred stock was $94,000 at the end of 1999 and
1998. In 1998, the Company repurchased or redeemed preferred stock with an aggregate par value of $38
million.

There are no mandatory redemption provisions on the Company’s cumulative preferred stock.
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Note | - Long-term Debt

A summary of long-term debt is as follows:

At December 31 (In thousands)

Series Rate % Maturity 1999 1998

Pollution Control Revenue Bonds:

MIFA 1 (a) variable March 1, 2018 $ 79,250 $ 79,250

BFA 1 (b) variable November 1, 2020 135,850 135,850

BFA 2 (b) variable November 1, 2020 50,600 50,600

MIFA 2 (a) variable October 1, 2022 106,150 106,150

Unamortized discounts (79) (85)
Total long-term debt $ 371,771 $ 371,765

(a) MIFA = Massachusetts Industrial Finance Authority
(b) BFA = Business Finance Authority of the State of New Hampshire

At December 31, 1999, interest rates on the Company's variable rate long-term bonds ranged from 3.55
percent to 3.90 percent.

At December 31, 1999, the Company's long-term debt had a carrying value and fair value of
approximately $372,000,000. The fair value of debt that reprices frequently at market rates approximates
carrying value.

Note J - Common Stock

The Company repurchased shares of its common stock in 1999 and 1998 as follows (dollar amounts
expressed in thousands):

Reductions to :

Common stock

Number of Cash and related Other paid- Retained
Year Shares Paid premium in capital eamings
1999 130,000 $ 18,056 $ 4,348 $ 6,623 $ 7,085
1998 2,700,000 $417,960 $90,266 $133,876 $193,818

Note K - Supplementary Income Statement Information

Advertising expenses, expenditures for research and development, and rents were not material and there
were no royalties paid in 1999, 1998, or 1997. Taxes, other than income taxes, charged to operating expenses
are set forth by classes as follows:

Year ended December 31 (In thousands) 1999 1998 1997
Municipal property taxes $17,640 $ 42,080 $ 59,102
Federal and state payroll and other taxes 2,642 6,412 8,209

$20,282 $ 48,492 $ 67311

New England Power Service Company, an affiliated service company operating pursuant to the
provisions of Section 13 of the 1935 Act, furnished services to the Company at the cost of such services.
These costs amounted to $43,584,000, $74,203,000, and $91,985,000, including capitalized construction costs
of $17,229,000, $21,281,000, and $24,347,000, in 1999, 1998, and 1997, respectively.
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Selected Financial Information

Year ended December 31 (In millions) 1999 1998 1997 1996 1995
Operating revenue $ 596 $1,218 $1,678 $1,600 $1,571
Net income $ N $ 123 $ 145 $ 152 $ 151
Total assets $2,303 $2,415 $2,763 $2,648 $2,648
Capitalization:
Common equity $ 332 $§ 521 $ 913 $ 906 $ 889
Cumulative preferred stock 2 1 40 40 61
Long-term debt 372 372 648 733 735

706 § 894 $ 1,601 $1,679 $1,685
1 $ 2 § 3 $ 3
131 § 135 $ 134 $ 135

Total capitalization
Preferred dividends declared
Common dividends declared

241

hHPH
@ A

Selected Quarterly Financial Information (Unaudited)

First Second Third Fourth
(In thousands) Quarter Quarter Quarter Quarter
1999
Operating revenue $167,177 $139,620 $142,066 $147478
Operating income $ 22,058 $ 13,796 $ 18,782 $ 23,927
Net income $ 20,345 $ 14,254 $ 17,669 $ 18,746
1998
Operating revenue $401,147 $358,320 $321,569 $137,304
Operating income $ 48,740 $ 32,523 $ 54,647 $ 21,452
Net income $ 35,950 $ 20,425 $ 47,956 $ 18,564

Per share data is not relevant because the Company's common stock is wholly owned by National Grid
USA, a wholly owned subsidiary of The National Grid Group plc.
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Report of Independent Certified Public Accountants

Municipal Light Commission
of the City of Taunton
Taunton, Massachusetts

We have audited the accompanying balance sheets of the Taunton Municipal
Lighting Plant (a department of the City of Taunton) as of December 31, 1999 and 1998, and the
related statements of earnings, retained earnings and cash flows for the years then ended. These
financial statements are the responsibility of the Plant's management. Our responsibility is to
express an opinion on these financial statements based on our audits.

Except as discussed in the following paragraph, 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 our audits provide a reasonable basis for our
opinion.

As discussed in Note H to the financial statements, certain disclosures required by
the Governmental Accounting Standards Board relating to pensions have been omitted.

In our opinion, except for the omission of certain pension plan disclosures required
by the Governmental Accounting Standards Board, the financial statements referred to above
present fairly, in all material respects, the financial position of the Taunton Municipal Lighting
Plant as of December 31, 1999 and 1998, and the results of its operations and its cash flows for the
years then ended in conformity with generally accepted accounting principles.

Boston, Massachusetts
February 29, 2000 /(jqa,}‘ M Lif°

98 N. Washington St.
Boston, MA 02114-1913
Tel: 617 723-7900

Fax: 617 723-3640



Taunton Municipal Lighting Plant
BALANCE SHEETS
December 31,

ASSETS

UTILITY PLANT - AT COST
Plant in service
Less accumulated depreciation
Net utility plant in service

Investment in Seabrook
Construction work in progress
Total utility plant

DEPRECIATION FUND (including certificates of deposit of $4,000,000
and $4,000,000 in 1999 and 1998, respectively)

SICK LEAVE TRUST FUND

OTHER ASSETS
Investment in Hydro Quebec Project
Investment in Energy New England LL.C
Due from Plant Retirement Trust
Other

CURRENT ASSETS
Cash
Cash - rate stabilization fund
Customer deposits
Accounts receivable, less allowance for doubtful accounts of
$1,364,053 and $1,099,131 respectively
Materials and supplies inventory
Prepaid expenses
Total current assets

RETAINED EARNINGS AND LIABILITIES
RETAINED EARNINGS .
Appropriated retained earnings
Loans repayment
Construction repayment

Unappropriated retained earnings
Total retained earnings
LONG-TERM DEBT
DEFERRED REVENUE - RATE STABILIZATION

CURRENT LIABILITIES
Accounts payable
Customer deposits
Current maturities of long-term debt
Accrued liabilities
Sick leave
Vacation
Interest
Power
Payroll
Other
Total current liabilities

The accompanying notes are an integral part of these statements.
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1999

$120,391,621
77.518.481
42,873,140

2,547,252
4921427
50,341,819

10,707,094

4,695,784

287,512
102,125
647,137

8,276

1,519,505
442,064
566,083

4,499,245
2,153,156
1.968.192
11,148,245

$_77.937.992

$ 21,787,000
32,434
21,819,434
33,658,565

55,477,999
10,100,094

442,064

3,385,267
382,409
1,250,000

4,695,787
930,782
434,137
678,124

86,245
75,084
11,917,835

$.77,937,99

1998

$114,082,267
72.905,729
41,176,538

2,681,176
6.069.668
49,927,382

11,140,017

4,496,039

287,512
365,462
619,787

64,320

673,277
568,142

4,762,665
1,453,022
1,605,786
9.062,892

$_75.963.411

$ 20,637,000
32434
20,669,434
31,955,286

52,624,720

11,353,447

3,621,676
418,072
1,150,000

4,281,682
749,368
429,874

1,080,712
157,523

96,337
11,985,244

$_75963.411




Taunton Municipal Lighting Plant
STATEMENTS OF EARNINGS

Years ended December 31,

Operating revenues

Sales of electricity
Commercial and industrial
Residential
Sales for resale
Municipal

Other operating revenues
Total operating revenues

Operating expenses

Power production
Transmission and distribution
Customer accounting
Administrative and general
Depreciation and amortization
Nuclear expense

Total operating expenses
Earnings from operations
Other expense (income)
Internet expense - net
Interest expense
Interest income
Unrealized gains on investments
Other expense (income)
Total other expense
Earnings before provision for payment in lieu of taxes

Provision for payment in lieu of taxes

NET EARNINGS

The accompanying notes are an integral part of these statements.
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1999 1998

$26,218,953  $24,730,067
17,256,181 16,417,694
3,449,716 3,410,475
2.290.913 2,151,474
49215763 46,709,710
259.450 257381
49475213 46,967,091
27,552,837 25,404,636
4,811,408 5,347,013
2,178,445 1,609,128
3,562,884 5,052,877
4,842,289 4,673,659
269,655 202,574
43217518  42.289.887
6,257,695 4,677,204
130,711 238,733
933,952 1,025,551

(213,351) (556,348)

; (4,418)
193.104 67.519
1,044,416 771,037
5,213,279 3,906,167
~2.360.000 2,360,000
$.2.853.279  $_1.546,167



Taunton Municipal Lighting Plant

STATEMENTS OF RETAINED EARNINGS

Balance at December 31, 1997
Transfer for bond repayment
Net earnings

Balance at December 31, 1998
Transfer for bond repayment
Net earnings

Balance at December 31, 1999

The accompanying notes are an integral part of these statements.

Years ended December 31, 1999 and 1998

Appropriated
Retained Earnings

Loan Construction
Repayment Repayment
$19,572,000 $32,434

1,065,000 -
20,637,000 32,434

1,150,000 -
$21,787,000 $£32.434

6

Unappropriated
Retained

Earnings
$31,474,119
(1,065,000)
1.546.167
31,955,286
(1,150,000)
2,853.279

$33,658,565



Taunton Municipal Lighting Plant
STATEMENTS OF CASH FLOWS

Years ended December 31,

Increase (Decrease) in Cash and Cash Equivalents

Cash flows from operating activities:
Net earnings
Adjustments to reconcile net earnings to net cash and cash
equivalents provided by operating activities:

Depreciation and amortization

Amortization of bond premium

Equity in (income) losses of Seabrook investment

Equity in losses of Energy New England LLC investment

Change in assets and liabilities:
(Increase) decrease in customer deposit funds
(Increase) decrease in accounts receivable
(Increase) in due from Plant Retirement Trust
(Increase) decrease in inventory
(Increase) in prepaid expenses
Decrease in other assets
Increase (decrease) in accounts payable
Decrease in deferred fuel or customer credits
Increase in deferred revenue - rate stabilization
Increase (decrease) in customer deposits
Increase (decrease) in accrued liabilities

Net cash provided by operating activities
Cash flows from investing activities:
Net additions to utility plant
Investment in Energy New England LLC
Proceeds from maturing long term certificates of deposits -
depreciation fund
Increase in Sick Leave Trust Fund

Net cash used in investing activities

Cash flows from financing activities:
Payment of long-term debt

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

1999

$ 2,853,279

4,842,289

(3,353)
133,924
263,337

2,059
263,420
(27,350)

(700,134)
(362,406)
56,044
(236,409)
442,064
(35,663)
104,663

7,595,764

(5,390,650)

(199,745)
(5.590.395)

(1,150,000)

855,369
11,813,294

$12.668,663

1998

$ 1,546,167

4,673,659
(3,354)
(19,559)
134,538
(102,250)
(759,550)
(69,079)
163,218
(1,427,389)
61,152
2,436,857
122,109

53,799
1,073,656

7.883.974
(7,315,142)
(500,000)

4,000,000
(363.910)

(4,179,052)

(1,065.000)
2,639,922

9.173.372

$11,813,294



Taunton Municipal Lighting Plant

STATEMENTS OF CASH FLOWS - CONTINUED

Years ended December 31,

Cash and cash equivalents at end of year is reflected on the balance
sheets as follows:

Depreciation fund (exclusive of long-term certificates of deposit)

Cash - operating
Cash - rate stabilization fund

Supplemental Disclosure of Cash Flow Information:

Cash paid during the year for interest

The accompanying notes are an integral part of these statements.
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1999

$10,707,094
1,519,505
442,064
$12,668.663

§ 929,689

1998

$11,140,017
673,277

$11,813,294

$ 1,061,051



Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS

December 31, 1999 and 1998

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of Taunton Municipal Lighting Plant's (the "Plant") significant accounting policies
consistently applied in the preparation of the accompanying financial statements follows.

1. Nature of Business

The Plant is a regulated municipal electric utility located in Taunton, Massachusetts. The Plant
operates as an enterprise fund of the City of Taunton, Massachusetts, and produces, purchases and
distributes electricity to approximately 32,000 customers in the City of Taunton and the
surrounding areas. The Plant also operates an internet access business unit. Revenue and
expense for this business unit is presented in other expense (income) in the statement of earnings.
The business unit leases certain assets from the Plant. For the years ended December 31, 1999
and 1998, other operating revenue for the Plant and internet expense includes approximately
$153,000 and $146,000, respectively, relating to this lease.

2. Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Estimates relating to the allowance for doubtful accounts and contingencies (see note F) represent
the significant estimates included in the financial statements. Management bases their estimates
of these items on historical experience, specific identification and future expectations.

3. Rates

The Plant is under the charge and control of the Municipal Light Plant Commissioners in
accordance with Chapter 164, Section 55 of the General Laws of the Commonwealth of
Massachusetts. Electric power is both produced and purchased and is distributed to customers
within their service area. The rates charged by the Plant to its customers are filed with the
Department of Telecommunications and Energy (“DTE”) (formerly the Massachusetts
Department of Public Utilities) and are subject to Chapter 164, Section 58 of the General Laws,
which provide that prices shall be fixed to yield not more than 8% per annum on the cost of the
plant after repayment of operating expenses, interest on outstanding debt, the requirements of any
serial debt and depreciation. The Plant's resulting net earnings amounted to approximately 5.7%
and 3.1% of utility plant in 1999 and 1998, respectively.

9



Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1999 and 1998

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

4. Depreciation

Pursuant to the DTE regulations, depreciation is calculated as a percentage of depreciable
property at January 1. Depreciation is computed using a rate of 4% of the cost of depreciable

property.

Depreciation Fund cash is used in accordance with state laws for replacements, enlargements and
additions to the utility plant in service.

5. Pension Plan

Substantially all employees of the Plant are covered by a contributory pension plan administered
by the City of Taunton in conformity with State Retirement Board requirements (see note G).

6. Inventory

Materials and supplies inventory is carried at cost, principally on the average cost method.

7. Sick Leave Trust Fund

The Plant established a Sick Leave Trust Fund ("Trust") in 1982 for the financing of future sick
leave payments. It is the Plant's intention that the Trust be funded to the extent of the Plant's sick
leave liability and that future sick leave expense will be paid by the Trust once full funding is
achieved. Full funding was achieved in fiscal 1999. The assets of the Trust are shown in the
financial statements to provide a more meaningful presentation, as the assets of the Trust are for
the sole benefit of the Plant.

In March 1997, the Governmental Accounting Standards Board issued Statement No. 31,
“Accounting and Financial Reporting for Certain Investments and for External Investment Pools”
(“GASB 31”). Under GASB 31, investments are required to be reported at fair value in the
balance sheet, and investment income, including changes in fair value of investments, is required
to be recognized as revenue in the operating statement. The provisions of GASB 31 were
adopted retroactively. The Plant previously accounted for its investments under Statement of
Accounting Standards No. 115. The adoption of GASB 31 resulted in an increase in net income
of $4,418 for the year ended December 31, 1998.

Realized gains and losses, and declines in value are included in the statement of earnings.

10



Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1999 and 1998

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Net investment income for the Trust of approximately $219,000 and $196,000 in 1999 and 1998,
respectively, is reflected in the statements of earnings as an offset to compensated absence
expense, as these funds are restricted and can only be used for the payment of sick leave benefits.
The net expense for sick leave was approximately $77,000 and $69,000 for the years ended
December 31, 1999 and 1998, respectively.

8. Deferred Fuel Costs

The Plant's rates include a Purchased Power Cost Adjustment (PPCA) which allows an
adjustment of rates charged to customers in order to recover all changes in power costs from
stipulated base costs. The PPCA provides for a quarterly reconciliation of total power costs billed
with the actual cost of power incurred.

9. Investment in Seabrook

The Plant's Investment in Seabrook represents a 0.10034% joint ownership share. The Plant
records annually depreciation computed at 4% of the initial investment in Seabrook. The Plant's
percentage share of new plant additions are capitalized and their share of operating and
maintenance expenses, and decommissioning expenses (see note C) are charged against earnings.

10. Cash Equivalents

For purposes of the Statement of Cash Flows, the Plant considers certificates of deposit with
maturities of three months or less to be cash equivalents.

11. Internet
The Plant experienced its first full year as an internet provider. This new venture generated

revenues of approximately $939,000 and $443,000 for the years ended December 31, 1999 and
1998, respectively. Expenses were approximately $1,070,000 and $682,000 for the same periods.

11



Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1999 and 1998 997

NOTE B - CASH AND CERTIFICATES OF DEPOSIT

The Plant's cash is deposited with the City of Taunton Treasurer who commingles it with other City
funds. The City invests the cash and credits the Plant each year with interest earned on the cash deposits.

Cash and certificates of deposit deposited with the City of Taunton consists of the following at

December 31,

1999 1998
Interest bearing pooled funds including restricted customer
deposits of $566,083 and $568,142, respectively $ 9,234,746 $ 8,381,436
Certificates of deposit with rates of 5.5% and 4.5% maturing
February 2000 and February 1999 for fiscal 1999 and 1998,
respectively 4.000.000 4.000,000
$13234746  $12,381.436
Cash and certificates of deposit at December 31, is reflected as follows:
1999 1998
Depreciation Fund - capital additions and replacements $ 5,003,844 $ 6,098,898
Depreciation Fund - Major overhaul 327,318 27,318
Depreciation Fund - Unit 9 principal and interest 4,647,248 4,285,117
Depreciation Fund - other 728,684 728,684
Cash - including the rate stabilization fund 1,961,569 673,277
Customer deposit principal and interest fund 566.083 568.142
$13,234,746  $12,381.436

Certain cash amounts have been designated as restricted for the purpose of a rate stabilization fund.

This fund is designated to offset potential future customer rate increases.

NOTE C - INVESTMENTS

The Plant is a 0.10034% joint owner of the Seabrook New Hampshire Unit 1.

The joint owners of Seabrook have established a Decommissioning Fund that is currently held by a
Trustee. The Plant's share of the estimated decommissioning liability is approximately $491,000 as of
January 1, 1998 (the most current valuation date). The Plant is currently contributing, based on a present

value formula, $1,534 per month over 28 years.
12



Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1999 and 1998

NOTE C - INVESTMENTS - Continued

Energy New England

In 1998, the Plant, in conjunction with the Reading Municipal Light Department, the Braintree
Electric Light Department and the Connecticut Municipal Electric Energy Cooperative, formed a new
cooperative, Energy New England LLC, as allowed under Chapter 164 of the General Laws of the
Commonwealth of Massachusetts. Each founding system invested $500,000 in order to initially fund
the new corporation. Energy New England is an energy and energy services cooperative established
to assist publicly owned entities to ensure their continued viability in the newly deregulated wholesale
electric utility markets and to strengthen their competitive position in the retail energy market for the
benefit of the municipal entities’ customers. Energy New England functions as an autonomous,
entrepreneurial business unit that is free from many of the constraints imposed on traditional
municipal utility operations. Each founding member has one seat on the Board of Directors along
with three outside Directors. Energy New England commenced the management of the founders
power supply operations in the newly restructured NEPOOL wholesale markets as of May 1, 1999.
The Plant records this investment under the equity method. Included in other expense is
approximately $102,000 and $135,000 for the years ended December 31, 1999 and 1998,
respectively, representing the Plant’s share of Energy New England’s net losses through December
31, 1999.

NOTE D - LONG-TERM DEBT

Long-term debt is comprised of the following bonds:

1999 1998
Electric Loan Act of 1969

Interest rate - 8%, interest payable February 1 and
August 1, due serially to February 1, 2006 $11,330,000 $12,480,000
Unamortized premium 20,094 23.447
11,350,094 12,503,447
Less current maturities 1,250,000 1,150,000
Total long-term debt $10,100.094  $11,353.447

13



Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1999 and 1998

NOTE D - LONG-TERM DEBT - Continued

Aggregate maturities of long-term debt at December 31, 1999, are as follows:

2000 $ 1,250,000
2001 1,350,000
2002 1,465,000
2003 1,585,000
2004 1,750,000
Thereafter 3,930,000

$11,330,000

NOTE E - CONTRIBUTION IN LIEU OF TAXES

The Plant contributed $2,360,000 in 1999 and 1998 to the City of Taunton in lieu of taxes. All
contributions to the City are voted by the Municipal Light Commission.

NOTE F - COMMITMENTS AND CONTINGENCIES

Interconnection Agreement

The City of Taunton, acting by vote of its Municipal Lighting Plant Commission, entered into an
agreement with Montaup Electric Company ("Montaup"), dated July 31, 1970, as amended, concerning
interconnection of electrical operations, purchase and sale of kilowatt capacity, and construction by
Taunton of a generating unit of approximately 110 megawatt capability. During 1998, the City agreed
to exchange with Montaup Electric Company fifteen (15) megawatts of Unit No. 9 capacity for ten (10)
megawatts of capacity from the Canal No. 2 generating unit, 50% of which is owned by Montaup. The
Plant credited to sales for resale $438,757 of energy charges billed to Montaup Electric Company in
1998 for its share of power under the interconnection agreement. Although the interconnection
agreement arrangements remain in place, the exchange of capacity and related energy was terminated
effective December 1998.
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1999 and 1998

NOTE F - COMMITMENTS AND CONTINGENCIES - Continued

Hydro-Quebec Agreement

In 1988, the Plant entered into an agreement with the Massachusetts Municipal Wholesale Electric
Company and other New England Utilities to support the operation of a transmission line to permit the
interchange of electricity between such utilites and Hydro-Quebec Electric Corporation
(HydroQuebec). In connection with the agreement, the Plant advanced approximately $800,000 toward
development of the project of which approximately $450,000 was returned after the project had
obtained financing. In 1991, the Hydro Quebec project was completed. Upon completion of this
project, each participant received stock in the New England Hydro Transmission Electric Company and
The New England Hydro Transmission Corporation proportional to their advances. The investment is
being accounted for on the cost basis. The stock received is not readily marketable, but gives the holder
rights to purchase power at a percentage of the fossil fuel rate.

During the years ended December 31, 1999 and 1998, the Plant received dividends from the above
noted Companies of approximately $62,000 and $64,000, respectively.

Litigation and Other Matters

1. The Plant purchases power (.5337% of total Maine Yankee Plant output) from Maine Yankee
Atomic Power Company (“Maine Yankee”) pursuant to a Contract that entitles the Plant to a pro
rata share of the Maine Yankee Plant (the “Maine Plant”) output. On August 6, 1997, the Maine
Yankee Board of Directors officially terminated the Maine Plant. During both 1996 and 1997, the
Maine Plant ran only sporadically. During this time, the Plant paid the expenses for operating the
Maine Plant, including capacity charges. The Plant, along with twenty-five other public entities
(the “Secondary Purchasers”), withheld payments for service, including decommissioning fund
charges. It is the position of the Secondary Purchasers that the voluntary shutdown of the Maine
Plant constitutes a material, substantial breach of contract, and terminates their Contracts.

On November 28, 1997, the Secondary Purchasers filed a Notice invoking the arbitration provision
of their Contracts. Maine Yankee declined to arbitrate the dispute. On January 16, 1998, the
Secondary Purchasers filed a motion to compel arbitration in the State of Maine Superior Court.

On April 6, 1998, the Court denied the Secondary Purchasers motion to compel arbitration at this

time.

On December 15, 1997, Maine Yankee filed a Complaint with the Federal Energy Regulatory
Commission (the “FERC”), asking the FERC to compel payments from the Secondary Purchasers.
On January 22, 1998, the Secondary Purchasers filed an Answer to the Complaint requesting that
the FERC dismiss the Complaint, and that FERC order Maine Yankee to proceed with arbitration.

15



Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1999 and 1998

NOTE F - COMMITMENTS AND CONTINGENCIES - Continued

During the latter part of 1998, the Secondary Purchasers and Maine Yankee engaged in
negotiations that resulted in a settlement agreement. On January 25, 1999, Maine Yankee filed
an Offer of Settlement with FERC that resolved all outstanding litigation between Maine Yankee
and the Secondary Purchasers. The Offer of Settlement required the payment of all funds held in
escrow and withheld since August 6, 1997 which was accrued as of December 31, 1998
(approximately $1,050,000). During 1999, the total amount held in escrow totaled $1,053,109.

This amount was paid with an additional payment of $341,871 to Maine Yankee. As a result,
Taunton’s contractual obligations, including decommissioning, under existing Secondary
Purchasers’ Agreement with the Maine Yankee have been terminated.

. The Plant has a contract with Vermont Yankee and certain of its Sponsors for 0.4602 percent of the
output of the Vermont Yankee Plant. On January 6, 2000, Vermont Yankee Nuclear Power
Corporation, Vermont Electric Power Company, and AmerGen Vermont, LLC, initiated a number
of related proceedings before FERC all arising from the proposed sale of the Vermont Yankee Plant
to AmerGen.

The Plant and 21 other Massachusetts Municipals with similar Secondary Purchase Contracts for
the Vermont Yankee output filed to intervene in FERC proceedings and subsequently filed a Protest
and Request for Hearing, on February 14, 2000, with FERC as to the manner in which the
Applicants above noted sought to effectuate the transfer and sale of the Plant. It is the position of
the Plant and the other Massachusetts Municipals that the proposals before FERC would essentially
transform their existing secondary purchase agreements, which expire in November 2002, and
provide little if any benefits to the Plant. As a consequence, the Plant and other Massachusetts
Municipals sought a hearing to investigate the many issues they raised in their Protest, and
requested that FERC provide relief, including ordering protections to which they are entitled under
their contracts and pursuant to the law; or in the alternative, to declare their contracts at an end.
FERC has not yet acted on these matters.

The Plant and the 21 Massachusetts Municipals have engaged in settlement negotiations with the
Vermont Yankee Sponsors in late 1999 and continue by the Plant to do so. It is the further position
of the Plant that the increased decommissioning amounts sought for service for Vermont Yankee,
beginning January 1, 2000, are not permissible and it has objected to the collection of the increased

amounts.

. The Plant is involved in various legal matters incident to its business including note F #2, none of
which is believed by management to be significant to the financial condition or the results of
operations of the Plant.
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1999 and 1998

NOTE F - COMMITMENTS AND CONTINGENCIES - Continued

4. The Plant is also involved in several proceedings relating to environmental matters. Although it is
difficult to estimate the liability, if any, of the Plant related to these environmental matters, the Plant
believes that these matters will not have a material adverse effect upon its financial condition or the
results of operations.

NOTE G - PENSION PLANS

The Plant contributes to the City of Taunton Retirement System (the “System”), a public employee
retirement system that acts as the investment and administrative agent for the City. All full-time
employees participate in the System.

Instituted in 1937, the System is a member of the Massachusetts Contributory System and is governed by
Massachusetts General Laws Chapter 32. Membership in the System is mandatory upon the
commencement of employment for all permanent, full-time employees.

The System provides for retirement allowance benefits up to a maximum of 80% of a member's highest
three-year average annual rate of regular compensation. Benefit payments are based upon a member's
age, length of creditable service, level of compensation and group classification.

Members of the System become vested after 10 years of creditable service. A retirement allowance may
be received upon reaching age 65 or upon attaining twenty years of service. The System also provides for
early retirement at age 55 if the participant (1) has a record of 10 years of creditable service, (2) was on
the City's payroll on January 1, 1978, (3) voluntarily left City employment on or after that date, and (4)
left accumulated annuity deductions in the fund. Active members contribute either 5%, 7%, 8%, or 9%
of their regular compensation depending on the date upon which their membership began. The System
also provides death and disability benefits.

The System does not make a separate measurement of assets and the pension benefit obligation for the
Plant. The pension benefit obligation is a standardized disclosure measure of the present value of pension
benefits, adjusted for the effects of projected salary increases and step-rate benefits, estimated to be
payable in the future as a result of employee service to date. The measure is intended to help users assess
the funding status of the System on a going-concern basis, assess progress made in accumulating
sufficient assets to pay benefits when due, and make comparisons among employers. The measure is the
actuarial present value of credited projected benefits and is independent of the funding method used to
determine contributions to the System. As of January 1, 1998 (the most current valuation date), the
Plant’s unfunded actuarial accrued liability is approximately $13,400,000.
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1999 and 1998

NOTE G - PENSION PLANS - Continued

The Plant has established a separate Employees Retirement Trust Fund (“Trust Fund”) for the financing
of future pension payments. The market value of the net assets at December 31, 1999 and 1998 was
approximately $13,150,000 and $14,198,000, respectively. These funds are invested in money market
funds, fixed income securities including government and corporate bonds and other equity securities.
The Plant has made no contributions to the Trust Fund in 1999 and 1998.

The Plant receives from the Trust Fund, over the next twenty-eight years, an amount equal to one
hundred percent of the annual amortization of the unfunded pension liability.

The following represents the components of the Plant's recorded pension expense:

December 31,
1999 1998
Contributions to the System $1,743,737 $1,719,400
Contributions from the Trust Fund (1.238,553) (1,178.721)
Recorded pension expense $_505,184 $_540.679

Prior to 1993, the System's funding policy for the participating entities was not actuarially determined.
The participating entities were required to contribute each fiscal year an amount approximating the
pension benefits (less certain interest credits) expected to be paid during the year (“"pay-as-you-go"
method). Effective for fiscal year ends 1993 and beyond, the System has removed the "pay-as-you-go"
method and will amortize the unfunded pension benefit obligation over thirty-two years. This change has
been approved by Public Employees Retirement Association.

Accounting standards require certain related disclosures be made including the components of pension

costs and the funded status of the System. The effect of omitting such disclosure on the accompanying
financial statements has not been determined.
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1599 and 1998

NOTE H - POST EMPLOYMENT BENEFITS

In addition to the pension benefits described in note G, the Plant provides post employment health care
benefits to retirees that meet certain requirements. Retirees of the Plant under age 65 are eligible for the
same health benefits as active employees, while retirees over the age of 65 are eligible for MEDEX. The
costs of the benefits provided to retirees are borne 75% by the Plant, and 25% by the retirees.

The Plant is charged their prorata portion of the "pay-as-you-go" cost of benefits based on an allocation

by the City done annually. For 1999 and 1998, the costs allocated to the Plant were approximately
$512,000 and $451,000, respectively.
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Report of Independent Certified Public Accountants
on Supplemental Information

Taunton Municipal Lighting Plant

Our audits were conducted for the purpose of forming an opinion on the basic
financial statements taken as a whole of Taunton Municipal Lighting Plant for the years ended
December 31, 1999 and 1998, which are presented in the preceding section of this report. The
supplemental information présented hereinafter is presented for purposes of additional analysis and
is not a required part of the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audits of the basic financial statements and, in our opinion, is

fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.

Boston, Massachusetts ﬂw W\U b

February 29, 2000



Taunton Municipal Lighting Plant
OPERATING EXPENSES

Years ended December 31,

22

1999 1998
POWER PRODUCTION
Operation
Supervision and engineering $ 1,040,817 § 789,391
Fuel 5,601,264 4,208,572
Labor and expenses 2.160.139 1.764.346
8,802,220 6,762,309
Maintenance
Supervision and engineering 442,445 350,515
Structures 140,363 131,927
Boiler plant 618,692 712,660
Electric plant 655,218 712,208
Miscellaneous 670,498 595,259
2,527,216 2,502,569
Purchased power 16,223,401 16,139,758
Total power production 27,552,837 25.404.636
TRANSMISSION AND DISTRIBUTION
Operation
Supervision and engineering 226,319 266,470
Labor 4,443 21,244
Supplies and expenses 33,439 10,564
Meter expenses 298,563 205,349
Customer installation 5,265 22,616
Transmission by others 1,083,565 2,271,954
Overhead lines 123,371 144,610
Miscellaneous 456,391 218.508
2,231,356 3,161,315
Maintenance
Supervision and engineering 463,151 321,457
Lines - electric 1,550,412 1,508,958
Street lighting and signal systems 157,489 109,291
Meters 6,022 15,348
Structures and equipment 1,293 1,945
Line transformers 143,963 69,143
Station equipment 187,635 150,871
Miscellaneous 70.087 8.685
2,580,052 2.185.698
Total transmission and distribution 4,811.408 5.347.013
Forward 32.364.245 30,751,649



Taunton Municipal Lighting Plant

OPERATING EXPENSES - CONTINUED

Years ended December 31,

Brought forward

CUSTOMER ACCOUNTING

Meter reading labor and expenses
Accounting and collecting expenses
Uncollectible accounts

Advertising expense

Total customer accounting

ADMINISTRATIVE AND GENERAL
Operation
Administrative and general salaries
Office supplies and expenses
Outside services employed
Property insurance
Injuries and damages
Employee pensions and benefits
Miscellaneous general expenses
Transportation expenses
Transfer employee benefit expense
Regulatory commission expense

Maintenance
General plant
Office building
Total administrative and general

DEPRECIATION AND AMORTIZATION

NUCLEAR EXPENSE

23

1999 1998
$32,364,245 $30,751,649
322,829 301,052
1,156,522 968,072
591,278 317,000
107.816 23.004
2,178,445 1,609,128
1,010,721 650,195
248,738 283,505
298,010 539,104
220,615 190,567
233,593 229,488
2,349,684 1,968,628
450,521 529,563
307,672 228,679

(2,168,443) -

- 19
2,951,111 4,619,748
301,635 249,681
310.138 183.448
611,773 433,129
3,562,884 5,052.877
4,842,289 4,673,659
269.655 202,574
$43217,518 $42,289,887
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Ul at a glance

Corporate Profile

The United lluminating Company, headquartered in New Haven,
CT, is an investor-owned regional distribution utility that provides
electricity and energy-related services to more than 3 14,000
customers in the Greater New Haven and Greater Bridgeport areas.

Ul has two primary non-regulated business units: American Pay-
ment Systems, Inc. (APS), and Precision Power Incorporated (PPI).
APS provides automated payment systems to utilities and other
companies across the nation. PPI has set out to be g leading provider
of specialty electrical, telecom, and mechanical contracting and

services to industrial, commercial and institutional customers
throughout the Northeast and Mid-A tlantic Regions.

Financial Profile

(In thousands except per share amounts) 1999 1998 1997
Consolidated Highlights

Operating Revenues $679,975 $686,191 $709,029
Net Income $ 52,224 ' $ 45,072 $ 43457
Basic Earnings Per Common Share $ 31 $ 320 $ 310
Diluted Earnings Per Common Share $ 3n $§ 32 $§ 309
Return on Average Common Equity 11.45% 9.44% 10.45%
Book Value Per Common Share $ 3259 -§ 311 $ 3135
Dividends Declared Per Share $ 288 $ 238 $ 288
Total Retail Kilowatt-hour Sales 5,652,050 5,452,332 5,365,347
Contents

3 Executive Letter to Shareowners

7 Management Question & Answer
12 Summary Financial Information
18 Financial Section




Were
Turned On by
change

At The United Illuminating Company,
we view change as a great opportunity,
finding ways to use it responsibly

and profitably. Throughout 1999, as
we celebrated our century-old past, we
discovered that the changes introduced
by restructuring were throughways

to stronger growth and higher earnings.
This report once again affirms that

Ul is a company with the power to adapt
and thrive. We're proving that change
can be turned to advantage for our
shareowners and customers.




Building foundations

1995

U initiates the
“100 Million
Challenge” by
rallying employ-
ees to achieve the
savings goal by
the year 2000.

The “Power To
Compete” pro-
gram is launched
—anumbrella
theme for several
programs
designed to boost
corparate perfor-
mance, including
the 100 Million
Challenge,
Unlimited Ideas
and the new
Corporate Identify
Program.

1996

Anthony J. Vallilla
appointed Group
Vice President
Client services.
The veteran

Ut employee
heads the wires
company.

Through volun-
tary severance
and retirement
programs as well
as employee
attrition, Ul's
employee work
force drops from
an all-time high
of 1,600 in 1990 te
about 1,300.

1997

The Connecticut
state legislature
introduces the
firstin a series of
bilis designed to
restructure the
state’s electric
utility industry.

Ul stock hits a
five-year low of
24, a reflection

of the market's
uncertainty over
electric restruc-
turing.

Ul, Duke Energy
Power Services,
Inc. and Siemens
Power Ventures,
Inc. agree to
build Bridgeport
Energy — a multi-
million dollar,
520-megawatt
gas turbine
facility at Ul's
Bridgeport
Harbor Station.

Ul begins
preparing for the
Y2K prablem by
assessing and
analyzing the
company’s busi-
ness and techni-
cal systems.

By refinancing
$98.5 million in
tax-exempt
bonds, Ul retires

the remainder of
its double-digit
interest rate debt.

Impressed with
the way Ul is
managed, busi-
nessman David
Chase and his
family investin
more than five
percent of out-
standing Ul stock,
becoming the
company’s largest
shareowner.

1998

Ul's Board of
Directors elects
Nathaniel
Woodson as the
new Ul president
and subseguently
Chief Executive
Officer. Woodson
is the first of sev-
eral key company
leaders to be
selected from
outside the utility
industry.

Dennis Duganis
named president
of Precision
Power, Inc., one
af Ul's nen-regu-
lated business
units. Dugan
joined the com-
pany from Burns
and Roe, inc.,

a New Jersey
engineering,
construction and
management
company.

Ut agrees to sell
its New Haven
Harbor Station
and Bridgeport
Harbor Station
generating units
to Wisconsin-
based Wisvest
Corp.

Ul common stock
hits a ten-year
high of 53 %.

1999

Ul celebrates its
Centennial Year,
and begins its
transition to
January 1, 2000,
the date when
electric utility
restructuring is
slated to com-
mence.

Nat Woodson
succeeds Dick
Grossi as Ul's
chairman of the
Board of Directors.

Ul completes

the $272 million
sales of BHS and
NHHS to Wisvest-
Connecticut, LLC.

In arder to comply
with Connecticut's
new electric
restructuring law,
Ul proposes to
restructure itself
into a holding
company to be
named UIL
Holdings.

Due to reguiatory
uncertainty in the
marketplace, Ul's
stock price
reaches a 52-
week low, closing
at 38 %.

Ul scores points
with prominent
rating agencies.
Moody's
upgrades Ul from
"Baa3 with a posi-
tive outlook” to
“Baal with a pos-
itive outlook.”
Standard & Poor’s
moves Ul from
“BBB-witha
positive outlook”
to"BBBwith a
stable outiook.”
Likewise, Duff and
Phelps boosts its
rating from BBB
to BBB+.

Ul President and
CEQ Nat Woedson
rings the closing
beli atthe NYSE
to mark the
anniversary of
Ul's founding:
June 16, 1899.

Paul Rocheleau is
named president
of American
Payment Systems,
Inc., one of Ul's
non-regulated
businesses.

Rocheleau joined
APS earlier this
year from
Bloomingdale's by
Mail, Ltd., where
he was Vice
President Finance
and CFO.

All of Ul's systems
and equipment
are confirmed as
100% Year 2000
ready. Morgan
Stanley Dean
Witter reinitiates
coverage of

Ul stock with a
neutral rating,

Ul successtully
completes all of
its restructuring
dockets with the
DPUC.The com-
pany’s workforce
now totals 1239,
with one-third in
non-regulated
businesses.

Ul stock price
closes the year
at51%.
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Dear

The year 1999 was energizing every way you look at it.

It was a year in which we achieved near-record earnings in the face of the most significant change

in our 100-year history — the restructuring of Connecticut’s electric utilities.

It was a year when we fulfilled the need for a 10 percent electric rate reduction and took steps

necessary to emerge stronger in terms of returns and growth potential.

And it was the year we affirmed our ability to recover capital invested in the pre-restructuring era
while reducing uncertainty about our ability to evelve and grow our company for the benefit of

shareowners and customers alike.

When industry restructuring legislation was enacted in 1998, Ul made a number of strategic moves
that has given us a distinct advantage. As we exited the electric generation business, we used
the proceeds from asset sales to strengthen our balance sheet. This has significantly improved our

credit rating.

The end of our role as an electric generation company gave us the opportunity to focus on and
augment our strengths —first, as a reliable and responsive energy distribution company and sec-
ond, as a provider of energy-related services. Quality of service with reduced rates, is the competi-
tive need identified by the vast majority of our customers. Our sharpened focus has allowed us to

capitalize on this need and become more valuable to those we serve.

One essential component in building our customer base has always been economic development.
Rather than diminish our commitment to this pursuit, restructuring has underscored its importance.
Likewise, the changes of 1999 have brought us down a path familiar to us in our 100-year history -
the path of opportunity. In taking this path, we have rarely been disappointed. That's as true today

as it was during a time when we were a fledgling electric company, in a fledgling industry.

We generated strong cash flow and earnings.
Impressive earnings from cost reductions and load growth in 1999, and the results of regulatory

restructuring decisions eased concern about Ul's financial performance in the near future.



Ever since “electric choice" became the word on the street,
The United llluminating Company has been primed for change:
Our careful preparations helped us secure favorable regulatory
decisions. We're now investing wisely in our regulated busi-
ness and the profit centers of our future: non-regulated busi-
nesses and financial investments promising high returns.

In fact, we experienced a near-record high in earnings — $52 million or $3.71 per share, with our
dividend covered three-and-one-half times by cash flow. We haven’t seen earnings this high since
1992. As a result, Ul remained a solid investment for our shareowners even as the regulatory winds
shifted. Our stock price exemplifies investor confidence, ending the year at 51%s. Over the past
three years, Ul provided a return of 29 percent — a level twice that of the next best-performing

Standard and Poor’s utility stock.

1998 was the third year under our innovative rate plan, which allows an 11.5 percent utility equity
return, accelerates asset recovery and reduces customer bills simultaneously. Under the plan, we
accelerated amortization of pre-tax regulatory costs by $17.5 million and provided additional price

reductions to customers, bringing the total customer savings to 10 percent since December 1996.

Through generation asset sales and debt reduction, we freed up the capital necessary to fund our
investment initiatives. This puts us in the enviable position of being at the ready when opportunities

arise. We're taking a dynamic, yet balanced, approach to growth.

Growth fueled by ample reserves.

In 1999, we redirected our resources toward growth. And we did so with a base of solid dividends.

As we head toward a future of new growth opportunities, we can achieve a sustainable rate of
earnings growth without veering toward unmanaged risk. And this differentiates us sharply from
other companies that must grow at a much greater rate to yield the desired results for their share-
owners. To redefine ourselves as a growth-oriented company, we need only create new earnings
in the range of $15 to 20 million over the next five years — not a daunting task for a company with our

skills, size and resources. With diligence and attention to detail, we can readily achieve this goal.

Our strategic preparation for the 1999 regulatory restructuring decisions energized our organiza-
tion and allowed us to survive with a solid base of regulated operations. Our strong regulated busi-
ness team has re-defined the wires business role and laid the groundwork for where we are today.

Our diligent preparation led to responsible decisions by the state Department of Public Utility



e electricity. We deliver it. More

depend on us for the responsive,

‘e provided for over a century. And

: anies come to us for value-added services

 automated payment and power system expertise. But

“that's not all we deliver. Dividend stability and earnings
growth let us provide value to our shareowners.

Control (DPUC) in every major proceeding, including those involving stranded cost recovery and

the standard offer, which sets our customer price companents over the next four years.

Investing wisely in the right management has already paid dividends in aur principal non-regulated
units. One of these, American Payment Systems, Inc. {APS) is the nation’s leading supplier of
walk-in bill payment processing services to the utility industry. Last year, it processed 81 million
payments and handled more than $8 billion. Our other principal non-regulated business, Precision
Power, Inc. {PPI), has set out to become a leading provider of specialty electrical, telecom and
mechanical contracting and services to industrial, commercial and institutional customers
throughout the Northeast and Mid-Atlantic regions. As part of the growth strategy for PP1, we

are incurring near-term expense to prepare it to manage profitable growth in the future. in 1999,
PPI acquired Allan Electric Company of New Jersey and will acquire other strategically relevant
companies to complement the PP businesses as we move through 2000. Both Allan Electric and

APS were profitable in 1999, and we anticipate increased profitability in 2000.

The goal of expanding our earnings base sent us into related growth centers in 1999. We invested
in promising non-regulated businesses. One of these is the most advanced combined cycle gas
plant in Connecticut, built by Duke Energy and Siemens Power, in which Ul now hoids one-third
interest on a non-operating basis. We don't sell the energy from this plant, we're simply an investor.
And we're actively seeking other purely financial investments of commensurate profit potential. For
instance, we're working with a project developer to assess the growth potential of a high voltage
DC transmission cable that wilt connect New England to Long Island as an alternate energy supply
path. And, we're carefully making modest investments in new entrepreneurial start-ups in our

region to benefit you, our shareowners, and the region we serve.

Our expectation for these non-regulated businesses over the next three to five years is that they
will yield at least 20 percent of our total earnings, which their performance to date more than justi-
fies. This expectation is bolstered by our plans to restructure Ul as a holding company to be known

as UIL Holdings Corporation. The DPUC and Securities and Exchange Commission have cleared



In 1999, we fired up our commitment to growth — but not growth
for growth’s sake. Being on the right track with people, planning
and resources has allowed us to pursue our geals with vigor and
purpose. We expect our efforts to soon pay eff, with non-regu-
lated businesses contributing 20% or more of eur total earnings.

our plans and your recent involvement in this process will allow us to move forward with our plans.
The regulated and non-regulated businesses will be separated under the holding company which

will provide the non-regulated businesses with a better platform for growth.

“Turning corners with the right people already in place.
Over the past 16 months, Ul had been carefully building its managerial team to meet the demands
dictated by change. Our role as a widely-recognized leading energy distributor, our promise as
a holding company of growth-oriented business units, and the changes we foresaw in our industry
have all been deftly managed by a team of enormous insight and foresight. As the year 2000
dawned, we entered in a state of managerial resolution, not transition. We have a team of leaders

who have proven that change can always be turned to our advantage.

Clearly, we have emerged from restructuring all the stronger, having prepared for the inevitable
with a plan carefully balanced by prudence - as evidenced by our earnings — and vision — as

evidenced by the full breadth of our future potential.

We've proven ourselves to be a solid investment on the one hand and, on the other, a company
willing to seize the moment, ruling out no relevant opportunity that offers us real potential to grow

in value to our shareowners.

Every manager and team |leader at Ul has committed to take this company and run it as hard and
intelligently as we can. Thatis our continuing promise, and the results to date confirm that our

company consistently delivers on its promises.

You can be confident that we will honor that high principle in the future, and we thank you for the

enthusiastic support you have shown us.

A el

Nathaniel D. Woodsan,

Chairman, President and Chief Executive Officer



The broader brushstrokes of 1999 define Ul
as a company 1h§fhas made the leap into
the new millennium with preparedness and
optimism. Financially and structurally
‘spgakingj.‘the prospects for the future could
not be brighter. But the finer points of this
) 1rans§ti6n and its future implications merit
a closer ng_k.-:()ij following pages,
Na aniﬁi;v{podson (Chairman, President
CEO) aid Robert Fiscus (Vice Chairman
nd Ci #f Financial Officer} voice some of
@gf‘é’ﬁnswers to questions they have probed
‘over the past 12 months.

s




The beauty of being a small utility with large cash sources is
we don't need to be a corporate giant to perform as a first-rate
investment. Large-scale higher-risk ventures simply aren't
necessary. With additional earnings of only $15 to $20 million
over the next three to five years, we can redefine ourselves as
a growth-oriented company with high shareowner value. Since
we’re adept in responding to change, that's achievable.

Robert L. Fiscus

0: Pinpoint exactly how the Ul of the year
2000 differs from the Ul of a year ago.

A: Woodson: In 1999, we celebrated our
hundredth year of business by implementing
our operational restructuring plan. Now that
our planis in place, we are no longer respon-
sible for generating electricity, as we were
for a century. We sold our electric generation
operations. Today, our primary regulated
business is energy delivery. We entered into
an agreement with Enron Corporation to sup-
ply the full four years of our standard offer
service, an arrangement that we are confi-
dent will benefit all concerned. We deliver
electric services to our customers at prices
ten percent below those of 1996, with a

renewed commitment to reliable, responsive

service. And we operate energy-related non-

regulated business units with the goal of
growing our earnings base. So the Ul of the
year 2000 has evolved beyond a small, inte-
grated electric utility company toward a
company comprised of energy-related busi-
nesses — developing far greater shareowner
value than ever before. Adding to share-
owner value is our solid dividend, sométhing

thatisn't changing.

0.: Will the fact that Ul no longer
generates electricity alter its emphasis

on custemer service?

A: Woodson: Absolutely not. Whatever
the future may hold, we will not lose touch
with the relationships we've built with our
residential, commercial, industrial and insti-
tutional customers. First and foremost, we
will maintain a reliable, responsive energy
delivery system and fully retain our focus on
customer service. Even as we compete for

the hearts and minds of investors on Wall



Street, we will devote ourselves to the peo-
ple who think of us primarily as the company
that delivers their electric service. And that
includes boasting ecoenomic development in
our region to attract new businesses, on top

of retaining the businesses we now have.

Q: What advantages do you see in being
a small utility company with a large cash
flow, and how well does this bode for your

shareowners?

A: Fiscus: Everyone atUl has heard me
say that we don’t have to reinvent Microsoft
or GE to create a substantial growth plat-
form. We can readily sustain growth at a rel-
atively modest re-investment level. Within a
few years of laying down the markers and
creating a track record, we will prove to the

financial community that we have made the

We're a company that's always been wired for change.
For years, we've extended our reach toward new endeav-
ors linked to our core business. Today, we're transforming
ourselves from a plain vanilla utility to a growth-oriented
company with a diverse menu of services offered to our
industry. The Ul of teday is delivering higher shareowner
value because we‘ve changed. And prospered.

transition from small-and-well-managed to

weli-managed-and-growing-strong. And this
is supported by the factthat new earnings of
only $15-20 million over the nextfive years
should be sufficient to get us there. That's not
an onerous task for us. It's realistic and
achievable. We have already laid the ground-
work via investments that are much more
favorable to our shareowners. If you com-
pare us to larger utilities that have to pro-
duce growth of hundreds of millions of dol-
lars a year — often by assuming great risk —
you'll conclude that investing in Ul is a much
different ball of wax. We really can propel
this company forward without having to take
outlandish risks. To our shareowners, that

presents a distinct advantage.

0.: Does your top management possess
the skill sets necessary to address the
day-to-day challenges while transforming

Ul into a growth company?

A: Woodson: | think we have a particu-
larly effective group running our regulated
and non-regulated businesses. Our financial
team has certainly proven its mettle, as
evidenced by our balance sheet and the way
in which they've worked with the equity and
debt sides of the house. And we've popu-
tated all of our ventures with the right people
—both company veterans and new folks -
over the lasttwo years, making the time-
and-money investment where it counts most.
It's paying off handsomely. We now have
people with the confidence to get on with
reinvesting our cash flow, people who are
very turned on and very motivated toward
benchmarking our performance against that
of our peers. Atthe same time, we have a
team with the professional rigor and incen-

tive to motivate our people toward making
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Ready to

roll

Tuning up every espect of our operations in respanse to
restructuring gove us a distinct sdvantage at the start of 8
new millennjum - as one loak at our price/earaings ratio
tells you. Claarly, U} has ths finencial mettie to pursue our
plan for intelligantly managed growth. And the managerial
telant Without a doubt, we're in sync and an tep.

things happen daily. Right now, | would say
wae’re a company fueled both by careful ptan-
ning and conscientious people, Peaple with
gnough fire in the baily ta keep us roaring

downthe track.

Q: In thres to five years, what changes
do you expect to see take place within your
company in terms of its non-regulatad

growth ventures?

A: Fiscus: As we head down the road,

I think you'll see a company with 3 much
stronger balence hetween its regulatad and
non-regutated businesses. Thatwill be quite
a transformation, At the vary minimum, we

gxpect our non-regulated businesses to be

praducing atlaast 20% of Ul's totel earnings
over the next three to five years. Each of our
business unit lsaders has ample incentive to
axcaed this goal and achieve maximum rev-
enue and profit growth, Another big change
will arise from the fact that our top manage-
ment has significantly increased its share-
owning requirements. As we push ourselves
hard to achieve sustained business growth,
we will do so ever mindful of our shareown-
ers’ bestinterests. {twifl el add upto a Ul
thatis charging forward, creating value and
playing a key role In rastructuring the New

England enargy delivery system.

Q: whatare your company's primery

compatitive advanages?

A.'. Woodson: Three factors. The firstis
that we Know how to work within the
communitigs we serve. I'm not cheerlgading

whan [ say that Ul is highly respected in

regional business and community circles.
That's been barne out by custamsr surveys,
Customers teli us that they like knowing

a company that is really focused on them as
customers and not just as rate-paysrs. The
second distinguishing factor is that our orga-
nization has enthusiastically embraced
changs. Wa've changed our processas and
how we work as a team in response to
restructuring, which we hava slways viewed
as an opportunity rether than as s thrast. The
fina! distinction between Ul and our competi-
tors is thatwe have a very strong and pre-
dictable cash flow, making it possible to
transform ourselves into & dynamic growth

company with relatively few growing pains.
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0.: Do you anticipate a merger or acquisi-
tion in the future of The United llluminating

Company, or have you ralsd out the possibility?

A: woodson: Priority one with Ul is what
serves the bastinterasts of our sharéholdsrs.
To be honest, wa loaked intently at whether
we could bacame invalved in the consalida-
tion of Cannacticut’s threa gas distribution
companias, But nhce wa saw the price levals
being offered by larger players, we quickly
ruled it out. We're not going to snter into a
deal simply to prove we have the financial
muscle to acquirs, Fully respecting the inter-
osts of pur shareowners demands restraint,
Yot just as we dan't intend to get carried
away by the auphoria of deal-making, wa
also have a figuciary obligation ta evaluate

opportunitias far mergers if thay arrive, We

have a sanse of what we're worth and can
judge M&A issues accordingly. We wont
rule anything out if wa see res| potential in
terms of sharsowner valus, That remains

our criterion for any future scenario.

Q: Ul is a Connecticut utility company,
yetyour gecgraphic reach extands wall
beyand New England. Explain how this

might influence your future investments.

A: Fiscus: we find it gratifying that, as

a ragulatad.company serving a region of 300
squara milas, one of o.ur non-reguliated busi-
nasses - a walk-in psyment services com-
pany}:aned Amarican Payment Systems —
operates in the entire United States. And
anothar of our businesses, Pragision Power
Inc., an energy services company, will
serve 3 tarritory extending from Boston to
Washingtdn, D.C. However, most of our
futura investments are likely 1o be based in
the New England aras, because that is our
strategic comfort zone. We know New

England through and through, and we have

unique opportunities to participate in energy-

raleted projects here.

0.: For investors and analysts, what would
you emphasize as the strongest roasonsto

buy into Ul 1oday.

A: Weaodson: Ul has a strong managemant
team with a recard of purpossful planning,
stratagic foresight and smart decisions t_hat
have paid off handsomely for all concarned.
We're a company that can achisve sustain-
abls, significant aarnings growth without
making large, wild bets. And we've come
through a period of transition in a state of
strangth, rasolve and stability, The integrity
of our paaple and our company has ance
agein been confirmed by how well we handle
chanés. To a shareowner, all of those factors
should be vary encouraging. And, we hope,

very convincing.

TOTAL P.O3



Summary Results of Operations

I. The 5 Year Rate Plan
("The Rate Plan"}

The Company's principal regulated electric utility business is operating under a five-year Rate Plan that began
in 1997 and goes through 2001. The Rate Plan allows for an equity return of 11.5% on rate base equity and a
sharing mechanism that allows the Company to earn above 11.5% if operating margins improve over antici-
pated levels. The Rate Plan also provides for annual increases in accelerated amortization, although earnings
need to be atleast 10.5% for these charges to be taken.

Il. Year End 1999 Consolidated
Results Compared to

1998 Consolidated Results

(as restated)(V

12/31/99 12/31/98 1999 vs. 1998

Total Operating Revenue $679,975 $686,191 $ (6,216)
Total Sales Margin $493,395 $510,608 ${17,213}
Total Earnings for Common Stock $ 52,106 $ 44,892 $ 7,213
Total EPS $ 3N $ 320 $ 051
EPS from one-time items $ 004 $ (0.21) $ 025
EPS from operations $ 367 5 34 $ 026
gWh Sales 5,652 5,452 200

(1) During the third quarter of 1999, the Company restated its financial statements for 1998, 1997 and 1996 for matters related to the timing of
American Payment Systems (APS) agency collection reserves and for certain loss factors that affect the calculation of unbilled revenues.

Earnings per share restatement s as follows:

For the year ended December 31: 1998 1997
Earnings per share, as originally reported $3.00 $3.27
Earnings per share, as restated $3.20 $3.09

(2) Earnings from operations before earnings “sharing” were $5.09 per share, 39% higher than 1998,

Ill. Earnings Per Share for 1999
Compared to 1998

$4.00

$3.60

$320

$2.80

: $2.40
1897 1998 1999

Earnings Per Share
From Operations
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EARNINGS PER SHARE FROM OPERATIONS — 1999 vs. 1998

Total earnings may fluctuate due to various nan-recurring items. Looking at “earnings from operations,” which
exclude non-recurring items, is a useful way to evaluate year-to-year trends and build expectations for the
future years.

1999 earnings from operations were $3.67 per share, up $.26 per share from 1998. The increase was largely due
toincreased “real” retail sales growth of approximately 3.2%.

1999 earnings from operations, before earnings “sharing” were $5.09 per share, which was $1.44 per share or
39% higher than 1998. “Sharing ” reduced 1998 earnings from operations to $3.67 per share.

TOTAL EARNINGS PER SHARE — 1999 vs. 1998

Total earnings per share for 1999 were $3.71, up $.51 per share from the 1998 level of $3.20. Earnings in 1998 and
1999 were affected by various non-recurring items that, if not segregated, produce a view of recent earnings
trends that is different from the view provided by earnings from operations. The non-recurring items were:

1999 - An increase of $.04 per share for a purchased power refund {Refund was $.12 per share offset by
$.08 per share from sharing.)

1998 — Charges related to a property tax settlement with the City of New Haven, offset by a refund of prior
period transmission charges, accounted for a net$.21 per share decrease in earnings.



The United llluminating Company

IV. Utility Earnings from
Operations-1999 vs. 1998

* Total retail revenue increased by $8.0 million, which was offset by increased revenue-hased taxes of §.5
million and increased fuel and energy expenses of $20.7 million (primarily due to purchased energy) resulting
in a reduction in total retail margin of $13.2 million.

« Net wholesale margin decreased by $10.4 million in 1999 due to lower wholesale sales. Other operating
revenues, which include transmission-related revenues, increased by $6.4 million.

« Operating expenses for operations, maintenance and purchased capacity charges decreased by $5.7 million
in 1999 compared to 1998, principally due to reduced capacity expenses associated with Connecticut Yankee
and reduced operation and maintenance expenses because of the April 1999 sale of the fossil generating
stations. These decreases were offset by increases in transmission expense, site remediation costs and
nuclear costs.

« Depreciation expense, excluding accelerated amortization, decreased by $12.4 million in 1999, primarily due
to the generation asset sale.

* Interest charges decreased by $12.8 million for the regulated business in 1999, partly offset by an increase of
$3.5 miflion in interest charges for non-regulated business units.

V. Non-Regulated Business
Earnings from Operations

« Non-regulated businesses, after parent allocated interest but before income taxes, lost $3.8 million in 1999
compared to $2.0 million in 1998.

American Payment Systems earned $2.6 million {before tax) in 1999, compared to $1.6 million in 1998.

Precision Power, Inc. lost $5.1 million (before-tax) in 1999, compared to a loss of $2.4 million in 1998,
reflecting increased infrastructure costs and lower than anticipated contract margins.

United Bridgeport Energy lost $.1 million (before-tax) in 1999, as a result of a 2nd quarter shutdown to allow
for construction of the 2nd phase of the project and additional unscheduled outages and higher gas prices.

Other non-regulated business units lost $1.2 million in 1999, compared to a similar loss in 1998.

VI. Looking Forward to 2000

$4.00

$3.60

$3.20

$2.80

$240

1997 1988 1998

Total Earnings Per Share

« Earnings at 11.5% will generate $3.25-$3.35 per share.
< Operation of nuclear units {until they are sold) will contribute to above estimate.

« Sharing greatly reduced from 1999 levels due to mandates in legislation; Shareowner retained earnings
is not expected to be more than $.10-8.15 per share.

* Non-regulated business units expected to contribute to earnings as follows:
American Payment Systems: $.10-$.15 per share.
United Bridgeport Energy: $.10-$.15 per share.
Precision Power, Inc.: ($.05)-80 per share.

» Contingent upon normal weather and normal operation of nuclear units, the Company earnings are
expected to be $3.60-$3.80 per share.
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Condensed Consolidated Statement of Income

This statement is a summary of the Company's operating performance that shows the Company’s
revenues and expenses that result in the “Balance for Common Stock,” the earnings for all shareowners.

For the Years Ended December 31, 1999 and 1998

{in Millions of Dollars Except Per Share Amounts) 1999 1998
Operating Revenues $680 $ 686
Fuel and energy expense 162 152
Sales-related taxes 24 23

Sales Margin 19 -« » 511
includes operation, ——> Qperation expenses 242 252
maintenance, pur chased Depreciation and amortization 94 96
Ca’;“””/;’g”””“” Non-recurring (income) and expense —» (3) 11
and payrotaxes Other (income) and expenses (1} -
Interest expense 43 52
Income Before Income Taxes 19 100
Income taxes for operations 66 59
Includes $13 million of Non-recurring income taxes L 1 (4)
accelerated amortization Net Income and Income Applicable to Common Stock $ 52 $ 45
of regulatory assets in 1999
and 813 million of acceler- Average Number of Shares Outstanding 14 14
ated amortization of con- Earnings per Share — Basic and Diluted $3.7 $3.20
servation costs in 1998
The Company’s refinancing ——
program and strong cash
flow help to reduce interest
expense
Non-recurring charges for
1999 reflect a transmission
expense refund and for
1998 includes $14 million
for a property tax settle-
ment offset by $3 million for
a one-time refund
1939 1998
Retail Operating Revenue $640 $632
Other Operating Revenue 16 9
Retail fuel and energy expense 138 17
Sales-related taxes 24 23
Retail Sales Margin $494 $501
Reflects lower sales in ———» Wholesale Operating Revenue $ 24 $ 45
wholesale market Wholesale fuel and energy expense 24 35
Wholesale Sales Margin $ - $ 10

14

These condensed financial statements should be read in conjunction with the full financial statements for the year ended December 31, 1989.



Condensed Consolidated Balance Sheet

This statement reports the Company’s total assets (what we own and what is owed to us),
liabilities {what we owe others, now and in the future, and capitalization (amounts invested in

or loaned to the Company, at the end of the year.
December 31, 1999 and 1998

{In Millions of Dollars} 1993 1998
Assets
Reflects transfer of $512 Utility Net Plant at Original Cost $ 475 $1,172
million of plant in service . )
to reguiatory asset Construction Work in Progress 26 34
Nuclear Fuel 21 20
Includes inventory, Other Property and investments 132 38
prepaymenl‘s and receiv- Current Assets
a{n/gs 'forI/n.te.rest and sub- Cash and temporary cash investments 68 125
sidiaries’ billings .
Customer accounts receivable, net
and accrued utility revenues 81 75
Other 70 105
Total 219 305
Principally unamortized =~ ——> Deferred Charges 15 1
debt issuance costs
j Regulatory Assets 910 361
1,798 :
Future amounts due from 3 3184
customers through the o e
ratemaking process, Capitalization and Liabilities
principally to collect future Capitalization
income taxes and Common stock equity ——— § 458 » $ 445
stranded costs Preferred stock - 4
Mandatorily redeemable securities of subsidiary 50 50
Long-term debt— net 518 665
Total 1,026 1,164
Includes obligations for ~ — Noncurrent Liabilities 245 110
purchase power contracts Current Liabilities
Connecticut Yankee, Current partion of long-term debt 25 66
pensions and nuclear Not bi 17 87
decommissioning costs otes payabie
Accounts payable 105 103
Includes dividends payable, ————» Other 61 70
taxes accrued and interest
accrued Total 208 326
> Regulatory Liabilities 52 18
Future amounts owed to Deferred Income Taxes 264 321
customers through the
ratemaking process Other 3 2
Commitments and Contingencies - -
Future tax liabilities owed $1,798 $1,941
to taxing authorities from
future customer revenues

Shareowner's “book” value
1999: $32.59 per share
1998: $31.74 per share

These condensed financial statements should be read in conjunction with the full financial statements for the year ended December 31, 1999.
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Condensed Consolidated Statement of Cash Flows

This statement summarizes cash inflows and outflows during the year from operating,
investing, and financing activities.

For the Years Ended December 31, 1998 and 1998
{in Millions of Doliars} 1999 1998

Cash Flows From Operating Activities
Netincome $ 52 $45
Adjustments to reconcile netincome to
net cash provided by operating activities:

These amounts are Depreciat‘ion and amortization 96 10
included in the calculation ——> Deferred income taxes (83) 3
of netincome, but do not Amortization of nuclear fuel 8 7
represent cash outflows Other non-cash income items (3) (1)
Subtotal 100 1556
Changes in working __ 3 Cash used for working capital changes (2) 42)
capital higher in 1998 due
to payment of current obli- Cash Provided by Operating Activities 98 113
gations and the end of a
fuel lease arrangement Dividend payments (41) {41)
Cash (used for) provided by short term borrowings (70) 49
Cash used for debt and equity redemptions {223) (222)
Cash provided by debt/equity issuances and borrowings 26 202
Repayment of prior years” —— Cash provided by investments in debt securities 5 9
investment in our own debt Cash used for investment in unregulated business (88) -
securtties Cash provided by sale of generation assets n -
Cash used for capital expenditures (35) (38)
{Decrease) increase in Cash and Temporary Cash Investments (57) 72
Cash Balance at Beginning of Period 125 53
Cash Balance at End of Period $ 68 $125
Revised
1999 1998
Cash Available from Earnings to
Pay Interest Charges (A} $138 3164
Annual Cash Interest Charges (B) 40 51
Total Debt (C) 543 731
Cash Coverage Ratio (A}/ (B} 35 3.2
Cash Available to Total Debt (A-B)/ (C) 18% 15%
Revised
1999 1998
Cash Provided by Operating
Activities less Dividend Payments $57 $72
Capital Expenditures (35) (38)
Difference $22 $34

These condensed financial statements should be read in conjunction with the full financial statements for the year ended December 31, 1988,
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FinanCial al]d StOCk Data“) The United liluminating Company

INCOME AND DIVIDEND DATA
Pretax (fed.) Balance for Basic Diluted Dividend Yield on

Sales Margin Net income Common Earnings Earnings Declared Payout Average
Year Smil  $/share $mil % ofs.m. $mil per Share $ per Share § Share $ Ratio % Price %
1995 525 31.25 92 175 51 3.60 3.59 2.82 78.3 85
1996 540 3830 74 138 ! 2.88 2.87 288 100.0 8.1
1997 504 36.06 72 14.3 43 3.10 3.09 288 92.9 8.2
1998 511 36.42 84 16.4 45 3.20 3.20 2.88 90.0 6.0
1999 434 3N 103 209 52 3N 3.7 2.88 77.6 6.2
5Yr. Avg. 515  36.63 85 16.6 48 3.30 3.29 2.87 878 74
COMMON SHARE DATA

Closing Price Range Price Earnings Ratio

Year $ High $Low $End High Low Close
1995 38 29 7% 10.7 8.2 104
1996 39% 3% % 13.8 10.9 10.9
1997 45 % 24 %, 45'%g 14.8 79 14.8
1998 53 % 2% 51 % 16.8 13.3 16.1
1999 53 %6 39 %6 51% 14.3 10.6 13.9
5Yr. Avg. 46 Ya 3% 43" 14.1 10.2 13.2

COMMON SHARE DATA (Cont'd)

Closing Market Price § Trading Volume
1999 1998 1997 in Thousands
Quarter
ended High Low End High Low End High Low End 1999 1998 1997

3/31 52 417% M41'%s  48%s 2% 48% R% 24 2% 1,608 2874 4,990
6/30 4% 39%s 2% 51'%s 46"%s 50% 30% 24% 30% 3,034 2631 45660
9/30 50" 43% 48%  53% 49 52 % 37 31 3% 2784 2183 4,032
12/31 53%s 41'%s 51%  53%  48) 511 45"%s 37 45%s 1663 1,382 2,710

QUARTERLY FINANCIAL INFORMATION

Quarter Sales Margin $ mil. Pretax (fed.) Net income $ mil. Basic Eamings per Share $ Dividends Paid per Share $
ended 1999 1998 1997 1999 1998 1997 1999 1998 1997 1999 1998 1997
3/31 127 116 121 22 18 21 0.70 0.64 093 072 072 072
6/30 120 121 120 26 16 4 0.99 0.60 033 072 072 072
9/30 140 152 147 45 45 38 1.78 1.87 160 072 072 072
123 107 122 116 10 5 9 0.24 0.10 023 072 072 072

s.m. = Sales Margin; (fed.) = Federal
(1) Certain data for the years 1995-1998 have been restated.
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Management’s Discussion & Analysis
of Financial Condition & Results of Operations

Major Influences on Financial
Condition

The Company's financial condition will continue to be dependent on the level of its utility retail sales and the
Company's ability to controf expenses, as well as on the performance of the non-regulated businesses of the
Company's subsidiaries. The two primary factors that affect utility sales volume are economic conditions and
weather. Total utility operation and maintenance expense, excluding one-time items and cogeneration capac-
ity purchases, declined by 1.6%, on average, during the five yeafs 1995-1999.

The Company's financial status and financing capability will continue to be sensitive to many other factors,
including conditions in the securities markets, economic conditions, interest rates, the level of the Company's
income and cash flow, and legislative and regulatory developments, including the cost of compliance with
increasingly stringent environmental legislation and regulations.

‘ On December 31, 1996, the DPUC completed a financial and operational review of the Company and ordered a

five-year incentive regulation plan for the years 1997 through 2001 (the Rate Plan). The DPUC did not change
the existing retail base rates charged to customers, but the Rate Plan increased amortization of the Company's
conservation and load management program investments during 1997-1998, and accelerated the amortization
and recovery of urispecified assets during 1993-2001 if the Company’s common stock equity return on utility
investment exceeds 10.5% after recording the amortization. The Rate Plan also provided for retail price reduc-
tions of about 5%, compared to 1996 and phased-in over 1997-2001, primarily through reductions of conserva-
tion adjustment mechanism revenues, through a surcreditin each of the five plan years, and through accep-
tance of the Company's proposal to madify the operation of the fossil fuel clause mechanism. The Company's
authorized return on utility common stock equity during the period is 11.5%. Earnings above 11.5%, on an
annual basis, are to be utilized one-third for customer price reductions, one-third to increase amortization of
assets, and one-third retained as earnings. As a result of the Rate Plan, customer prices were required to be
reduced, on average, by 3% in 1997 compared to 1996. Also as a result of the Rate Plan, customer prices were
required to be reduced by an additional 1% in 2000, and ancther 1% in 2001, compared to 1996. Retail revenues
decreased by approximately 7.0% through 1993 compared to 1996 due to customer price reductions. The Rate
Plan was reopened in 1998, in accordance with its terms, to determine the assets to be subjected to acceler-
ated recovery in 1999. The DPUC decided on February 10, 1999 to subject $12.1 million of the Company's regula-
tory tax assets to accelerated recovery in 1999

The Rate Plan includes a pro{/ision that it may be reopened and modified upon the enactment of electric utility
restructuring Iegislétion in Connecticut. On October 1, 1999, the DPUC issued its decision establishing the
Company's standard offer customer rates, commencing January 1,2000, at a level 10% below 1996 rates, as
directed by the Restructuring Act described in detail below. These standard offer customer rates are in effect
far the period 2000-2001 and supercede the rate reductions for this period that were included in the Rate Plan.

. The decision also reduced the required amount of accelerated amortization in 2000 and 2001. Under this deci-

sion, all other components of the Rate Plan are expected to remain in effect through 2001. The Connecticut
Office of Consumer Counsel, the statutory representative of consumer interests in public utility matters, is con- -
testing the DPUC's calculation of the level of the Company’s 1996 rates in an appeal taken to the Superior Court
from the DPUC’s decision. .

In April 1998, Connecticut enacted Public Act 98-28 (the Restructuring Act), a massive and complex statute
designed to restructure the State’s regulated electric utility industry. As a result of the Act, the business of gen-
erating and selling electricity directly to consumers is opened to competition. These business activities are
separated from the business of delivering electricity to consumers, also known as the transmission and distrib-
ution business. The business of delivering electricity remains with the incumbent franchised utility companies
(including the Company), which continues to be regulated by the DPUC as Distribution Companies. Since mid-
1999, Distribution Companies have been required to separate on consumers’ bills the electricity generation
services compdnent from the charge for delivering the electricity and all other charges.



Management’s Discussion & Analysis
of Financial Condition & Results of Operations (continued)

Major Influences on Financial
Condition (continued)

20

A-major component of the Restructuring Act is the collection, by Distribution Companies, of a “competitive
transition assessment,” a “systems benefits charge,” an “energy conservation and load management program
charge” and a “renewable energy investment charge.” The competitive transition assessment represents
costs that have bieen reasonably incurred by, or will be incurred by, Distribution Companies to meet their public
service obligations as electric companies, and that will fikely not otherwise be recoverable in a competitive
generation and supply market. These costs include above-market long-term purchased power contract obliga-
tions, reqgulatory asset recovery and above-market investments in bower plants {so-called stranded costs). The
systems benefits charge represents public policy costs, such as generation decommissioning and displaced
worker protebtion costs. Beginning in 2000, a Distribution Company must collect the competitive transition
assessment, the systems benefits charge, the energy conservation and load managément program charge and
the renewable energy investment charge from all Distribution Company customers.

The Restructuring Act requires that, in order for a Distribution Company to recover any stranded costs associ-
ated with its power plants, its fossil-fueled plants must be sold prior to 2000, with any net excess proceeds
used to mitigate its récoverable stranded costs, and the Company must attempt to divest its ownership inter-
ests in its nuclear-fueled power plants pribrto 2004.

On October 2, 1998, the Cdmpany agreed to sell both_of its operating fossil-fueled generating stations,
Bridgeport Harbor Station and New Haven Harbor Station, to Wisvest-Connecticut, LLC, a single-purpose sub-

sidiary of Wisvest Corpdration. Wisvest Corporation is a non-utility subsidiary of Wisconsin Energy

Corporation,_Mi’Iwaukée, Wisconsin. On April 16, 1999, the transaction closed and the Company received

. -approximately $277.9 million from this sale. The Company realized a before-tax boak gain of $86.5 million from

the sale of these plant investments. However, under the Restructuring Act, this gain was offset by a writedown
of the stranded costs eligible for collection by the Campany under the Restructuring Act’s competitive transi-
tion assessment, such that there was no netincome effect of the sale. The Company used the net cash pro-

ceeds from the sale to reduce debt.

On October 1, 1998, in its “unbundling plan” filing with the DPUC under the Restructuring Act, and in other reg-
ulatory dockets, the Company stated that it plans to divestits nuclear generation owneréhip interests (17.5% of
Seabrook Unit 1in New Hampshire and 3.685% of Millstone Station Unit 3 in Connecticut) by the end of 2003, -
in accordance with the Restructuring Act. The BPUC is currently considering the Company"s plan for divesting
its ownership interest in Millstone Unit 3 through an auction process to be conducted by a consultant to be
selected by the DPUC. The divestiture process for Seabrook Unit 1 has not yet been determined. In anticipa-
tion of ultimate divestiture, the Company has satisfied the Restructuring Act's requirement that nuclear gener-
ating assets be separated from its transmission and distribution assets. This was accomplished by transferring
the nuclear generating assets into a separate new division of the Company, using divisional financial state-
ments and accounting to segregate all revenues, expenses, assets and liabilities associated with nuclear own-
ership interests. In a decision dated May 18, 1999, the DPUC approved the Company's proposal in this regard.

The Company's unbundling plan also proposes to separate its ongoing regulated transmission-and distribution
operations and functions, that is, the Distribution Company assets and operations, from al! of its unregulated
operations and activities. This would be achieved by undergoing a corporate restructuring into a holding com-
pany structure. In the holding company structure proposed, the Companylwill become a whally-owned sub-
sidiary of a holding company, and each share of the common stock of the Company will be converted into a
share of comman stock of the helding company. In connection with the formation of the holding cdmpany
structure, all of the Company's interests in all of its operating unregulated subsidiaries will be transferred to the
holding company and, to the extent new businesses are subsequently acquired or commenced, they will also
be financed and owned by the holding company. An application for the DPUC's approval of this corporate
restructuring was filed on November 13, 1998 and, in a decision dated May 19, 1999, the DPUC approved the
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proposed corporate restructuring. The Company has filed applications with the Federal Energy Regulatory
Commission-and the Nuclear Regulatory Commission seeking approval of the proposed corporate restructur-
ing, and a special meeting of the Company’s shareowners will be held on March 17, 2000 to vote on approval of
the restructuring. ' '

On March 24, 1999, the Company applied to the DPUC for a calculation of the Company's stranded costs that
will be recovered by itin the future through the competitive transition assessment under the Restructuring Act.
* In a decision dated August 4, 1999, the DPUC determined that the Company's stranded costs total $801.3 million,
consisting of $160.4 million of above-market long-term purchased power contract obllgatlons $153.3 million of
generation-related regulatory assets (net of related tax and accounting offsets), and $487.6 million of above-
market investments in nuclear generatmg units (net of $26.4 million.of gains from generatlon assetsales and
other offsets related to generatlon assets). The DPUC decision provides that these stranded cost amounts are
subject to true-ups, ad;ustments and potential additional future offsets, in accordance with the Restructuring
Act. The Connecticut Offme of Consumer Counsel, the statutory representative of consumer interests in public
utility matters, is contesting the DPUC's calculation of the market value of the Company’s generating assets in
an appeal taken to the Superior Court fromthe DPUC’s decision.

Under the Restructurmg Act, retall customers representing a total of up to 35% of the Company's retail cus-
tomer load became able to choose their power supply providers.an and after January 1, 2000, and all of the
Company’s customers will be able to choose their power supply prowders as of July 1, 2000. On and after
January 1, 2000 and through December 31, 2003, the Company is required to offer fully-bundled “standard
offer” electric service, under regulated rates, to al| customers who do not choose an alternate power supply
provider. The standard offer rates mustinclude the fully-bundled price of generation, transmission and distribu-
tion services, the competiti‘ve transition assessment, the systems benefits charge and the conservation and

~ renewable energy charges. The fully-bundled standard offer rates must also be at least 10% below the average
fully-bundled prices in 1996. :

In March of 1999, the DPUC commenced a proceedmg to determine what the Company's standard offer rates
should be under the above requirements of the Restructuring Act. In Apnl May and June of 1999, the Company
4f|le'd descriptive material, data and supporting testimony with the DPUC setting forth the Company's overall
approach for determining the components of its standard offer rates, and for continuation of the five-year Rate
Plan ordered by the DPUC in its 1996 financial and operational review of the Company (see above) through the
four-year standard offer period. On July 27,1999, the Company and Enron Capital & Trade Resources Corp.
(ECTR), an affiliate of Enron Corp., Houston, Texas (Enron) filed with the DPUC a joint stipulation and settlement
proposal to resolve simultaneously all of the issues in the Company's standard offer rate proceeding. The pro-
‘posal included an arrangement between the Company and ECTR whereby ECTR will supply all of the genera-
tion-services needed by the Company to meet its standard offer obligations for the four-year standard offer
period, and an assumptwn by ECTR of all of the Company’s long-term purchased power agreement(_PPA) oblig-
ations. The stipulation and settlement proposal also provided for the Company’s standard offer rates at a fully-

* bundled-level that complies with the 10% reduction required by the Restructuring Act, including the generation
services component of these rates, the Company’s stranded costs for purposes of future recovery, the compet-
itive transition assessment, systems benefits charge, delivery (transmission and distribution) charges, and
conservation, load management and renewable energy charges. The Company also requested thata pur-
chased power adjustment clause authorized by the Restructuring Act be put in place to adjust standard offer
rates for limited purposes, and that the Company's five-year Rate Plan, as modified and supptemented by the
stipulation and settlement proposal be continued during the four-year standard offer period. In its decision,

. dated October 1,1999, on the Companys standard offer rates, the DPUC approved elements of the stipulation
and settlement proposal, lncludmg the arrangements with ECTR, subject to specified changes, including

2
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Major Influences on Financial
Condition (continued)

changes in the level of the generation services component of customers’ rates. On October 15, 1999, the
Company filed its standard offer generation services component of rates in compliance with the DPUC's deci-
sion, and the Company and ECTR concurrently filed a revised stipulation and settlement proposal. These filings
were approved by the DPUC on December 9, 1999 and, on December 28, 1999, the Company and Enron Power
Marketing, Inc. (EPMI), another affiliate of Enron, entered into a Wholesale Power Supply Agreement, a PPA
Entitlements Transfer Agreement and related agreements documenting the approved four-year standard offer
power supply arrangement and the assumption of all of the Company’s PPAs, effective January 1, 2000. From
January 1,2000 through June 30, 2000, EPMI will sell to the Company energy beyond that supplied by Wisvest
as described above. The agreements also provide for the sale to EPMI of the Company’s entitlements under all
of its wholesale purchased power agreements (PPAs). However, unless or until a PPA is terminated or formally
assigned to EPMI, the Company remains legally liable to pay the applicable power supplier all amounts due
under the PPA. The agreements with EPMI also include a financially settled contract for differences related to
certain call rights of EPMI and put rights of the Company with respect to the Company's entitlements in
Seabrook Unit 1 and in Millstone Unit 3, and the Company's provision to EPMI of certain ancillary products and
services associated with those nuclear entitlements, which provisions terminate at the earlier of December
31, 2003 or the date that the Company sells its nuclear interests. The agreements do not restrict the Company's
rightto sell to third parties the Company’s ownership interests in those nuclear generation units or the gener-
ated energy actually attributable to its ownership interests.

Based on the decisions in the regulatory proceedings described above, the sale of the Company's fossil-gener-
ation assets in the second quarter of 1999, the planned divestiture of its nuclear generation ownership inter-
ests by the end of 2003, and in anticipation of the Restructuring Act becaming effective on January 1, 2000, the
Company ceased applying SFAS No. 71 to the generation portion of its assets and operations as of December
31, 1999. Based on the favorable DPUC decisions that allow full recovery, through the Company's rates, of all
historically incurred stranded costs, the Company did not record any write-offs in connection with this event.

Liquidity and Capital Resources
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The Company’s capital requirements are presently projected as follows:

{In Millions of Dollars) 2000 2001 2002 2003 2004
Cash on Hand — Beginning of Year {1} $39.1 $ - $ - 5 - $ -
Internally Generated Funds less Dividends (2) 765 878 88.8 98.9 76.7
Subtotal 11558 81.8 88.8 98.9 76.7
Less: ] |
Utility Capital Expenditures @ 58.1 36.1 18.9 218 30.8
Non-Regulated Business Capital Expenditures 43 54 39 4.0 4.2
Cash Available to pay Debt Maturities v
and Redemptions 53.2 46.3 66.0 131 .47
Less: ‘
Maturities and Mandatory Redemptions - - 100.0 100.0 -
Optional Redemptions 75.0 - - - -
Repayment of Short-Term Borrowings 17.0 - - - -

External Financing Requirements {Surplus} (2} $38.8 $(46.3) $34.0 $26.9 $(41.7)

{1} Excludes $2.3 million Seabrook Unit 1 operating deposit and restricted cash of American Payment Systems, Inc. of $26.9 million.

(2) Internally Generated Funds less Dividends, Capital Expenditures and External Financing Requirements are estimates based on current
earnings and cash flow projections. All of these estimates are subject to change due to future events and conditions that may be
substantially different from those used in developing the projections.
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All of the Company's capital requirements that exceed available cash will have to be provided by external
financing. Although the Company has no commitment to provide such financing from any source of funds, other
than a $60 million revolving credit agreement with a group of banks, described below, the Company expects to
be able to satisfy its external financing needs by issuing additional short-term and long-term debt. The contin-
ued availability of these methods of financing will be dependent on many factors, including conditions in the
securities markets, economic conditions, and the level of the Company’s income and cash flow.

On January 16, 1999, the Company repaid $66.2 million principal amouht of 6.20% Notes at maturity.

On February 1, 1999, the Company converted $7.5 million principal amount of Connecticut Development
Authority Bonds from a weekly reset mode to-a five-year multiannual mode. The interest rate on the Bonds for
. the five-year period beginning February 1, 1998 is 4.35% and interest is payable semi-annually on August 1 and
February 1. In addition, on February 1, 1999, the Company converted $98.5 million principal amount Business
.Finance Authority of the State of New Hampshire Bonds from a weekly reset mode to a multiannual mode. The
interest rate on $27.5 million principal amount of the Bonds is 4.35% for a three-year period beginning February
1,1999. The interest rate on $71 million principal amount of the Bonds is 4.55% for a five-year period. Intereston '
the Bonds is payable semi-annually on August 1and February 1.

On March 8, 1993, the Company prepaid and terminated $20 million of the remaining $70 million outstanding
debt under its $150 million Term Loan Agreement dated August 29, 1995. On April 16, 1993, the Company pre-

. paid and terminated the entire remaining $50 million outstanding debt under said $150 million Term Loan
Agreement, and the entire $75 million outstanding debt under its Term Loan Agreement dated October 25, 1996.

On April 8, 1999, the Company called for redemption all 10,370 shares of its outstanding $100 par value 4.35%
Preferred Stock, Series A, all 17,158 shares of its outstanding $100 par value 4.72% Preferred Stock, Series B,
all 12,745 shares of its outstanding $100 par value 4.64% Preferred Stock, Series C and all 2,712 shares of its
outstanding $100 par value 5 5/8% Preferred Stack, Series D. The Company paid a redemption premium of
$53,355 in effecting these redemptions, which were completed on May 14, 1999,

On December 16, 1999, the Company borrowed $25 million from the Business Finance Authority of the State of

New Hampshiie (BFA), representing the proceeds from the issuance by the BFA of $25 million principal amount

of tax-exempt Pollution Control Refunding Revenue Bonds (PCRRBs). The Company is obligated, under its bor-

rowing agreement with the BFA, to pay to a trustee for the PCRRBs’ bondholders such amounts as will pay,

when due, the principal of and the premium, if any, and interest on the PCRRBs. The PCRRBs will mature in

* 2029, and their interest rate is fixed at 5.4% for the three-year period ending December 1,2002. At December
31,1999, these proceeds were held by a trustee and were recognized as cash and long-term debt on the

" Consolidated Balance Sheet. The Company has used the proceeds of this $25 million borrowing to cause the
redemption and repayment of $25 million of 8.0%, 1989 Series A, Poliution Control Revenue Bonds, an out-
standing series of tax-exempt bonds on which the Company also had a payment obligation to a trustee for the
bondholders. Expenses associated with this transaction, including redemption premiums totaling $750,000 and
other expenses of approximately $417,000, were paid by the Company.

The Company has a revolving credit agreement with a group of banks, which currently extends to December 7,
2000. The borrowing limit of this facility is $60 million. The facility permits the Company to borrow funds at a
fluctuating interest rate determined by the prime lending market in New York, and also permits the Company to
borrow money for fixed periods of time specified by the Company at fixed interest rates determined by the
Eurodollar interbank market in London. If a material adverse change in the business, operations, affairs, assets
_ or condition, financial or otherwise, or prospects of the Company and its subsidiaries, on a consolidated basis,
should occur, the banks may decline to lend additional money to the Company under this revolving credit
agreement, although borrowings outstanding at the time of such an occurrence would not then become due
and payable. As of December 31,1999, the Company had $17 million in short-term borrowings outstanding
under this facility.
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The Company’s long-term debt instruments do not limit the amount of short-term debt that the Company may
issue. The Company's revolving credit agreement described above requires it to maintain an available earn-
ings/interest charges ratio of not less than 1.5:1.0 for each 12-month period ending on the last day of each cal-
endar quarter. For the 12-month period ended December 31, 1999, this coverage ratio was 4.7:1.0.

The provisions of the financing documents under which the Company leases a portion of its entitlementin
Seabrook Unit 1 from an owner trust established for the benefit of an institutional investor presently require
the Company to maintain its consolidated annual after-tax cash earnings available for the payment of interest

- at a level that is at least one and one-half times the aggregate interest charges paid on all indebtedness out-

standing during the year. On the basis of the formula contained in the Seabrook Unit 1lease financing docu-
ments, the coverage for the year ended December 31,1999 was 4.7. :

The Company is obligated to futnish a guarantee for its participating share of the debtfinancing for the Hydro-
Quebec Phase |l transmission intertie facility linking New England and Quebec, Canada. As of December 31,
1999, the Company’s guaranteé liability for this debt was approximately $6.2 million.

AtDecember 31, 1999,' the Company had $68.3 million of cash and temporary cash investments, a decrease of
$56.2 million from the corresponding balance at December 31, 1998. The components of this decrease, which
are detailed in the Consolidated Statement of Cash Flows, are summarized as follows:

{In Miliions of Dollars)

Balance, December 31,1998 ' ‘ ' $ 1245
Net cash provided by operating activities 98.5
Net cash provided by (used in) financing activities: :
- Financing activities, excluding dividend payments (266.9)
— Dividend payments , v (40.6)
Investment in-debt securities 5.5
Net cash provided from sale of generatlon assets . 270.6
Cash invested in unregulated businesses o B : (88.5)
Cash invested in plant, including nuclear fuel : (34.8)
Net Changein Cash : (56.2)
Balance, December 31, 1999 o ’ $ 683

Subsidiary Operations
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The Company has one wholly-owned subsidiary, United Resources, Inc. (URI), that serves as the parent corpo-
ration for several unregulated businesses, each of which is incorporated separately to participate in business
ventures that will complement the Company's regulated electric utility business and provide long-term rewards
to the Company ‘s shareowners. '

URI has four wholly-owned subsidiaries. Amencan Payment Systems, Inc. manages a national network of
agents for the processing of bill payments made by customers of the Company and other companies. Another
subsidiary of URI, United Capital Investments, Inc., and its subsidiaries, participate in business ventures that
complementthe Company's business. A third URI subsidiary, Precision Power, Inc. and its subsidiaries, provide

specialty electrical, telecommunications and mechanical contracting and power-related services to the own-

ers of commercial buildings and industrial and institutional facilities. URI's fourth subsidiary, United Bridgeport
Energy, Inc., is a participant in a merchant wholesale electric generating facility located in Bridgeport,

- Connecticut.
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The after-tax impact of the subsidiaries on the consclidated financial statements of the Company is as follows:

Loss Assets

NetLoss Per Share atDec.31
‘ {000's) {Basic & Diluted) (000's)

1999 ) $2,256 $0.16 $194,642
1998 o 1,1 0.08 83,306
1997 2,185 0.16 69,338

In 1997, the Company made provisions for losses of $1.6 million (after-tax) associated with collection agent
errors and defaults and miscellaneous other items atits American Payment Systems, Inc, subsidiary.

New Accounting Standards

See the discussion included in Notes to Consohdated Fmancnal Statements — Note (A}, Statement of
Accounting Palicies.

Results of Operations

1999 vs. 1998  Earnings for the twelve months of 1999 were $52.1 milfion, or $3.71 per share (on both a basic
and diluted basis), up $7.2 million, or $.51 per share, from the twelve months of 1998. Excluding one-time items
recorded during both periods, earnings from operations for 1999 were $51.5 million, or $3.67 per share (on both
a basic and dlluted basis), up $3.7 mvlhon ‘or $.26 per share, from the twelve months of 1998 v

Earnings from operations for 1999 before earnings “sharing” were $5.08 per share $1 44 per share or 39% :
hngherthan 1998. “Sharing” reduced the 1999 earnings from operations to $3.67 per share.

The one-time items recorded in 1939 and 1998 were:

_EPS

1999 Quarter 1 Purchased power expense refund Co S osa2

_ _ Sharing due to refund o ‘ $(.08)

1998 Quarter 3 Refund of prior period transmission charges, with interest $.14
B Sharing due to one-time items recorded through 3rd quarter $(.05)

- 1998 Quarter 4 ' Property tax settlement with the City of New Haven ' $(.59)
: ‘ Reversal of sharing |mputed to property tax settlement ‘ $.29

UTILITY EARNINGS FROM OPERATIONS  Overall, retail sales margin decreased by $13.2 mllllon in 1999 com-
pared to 1998, and retail sales margin from operations decreased by $9.4 million. Retail revenues from opera-
tions increased by $11.9 million as electric revenues increased for the reasons detailed below. Retail revenues
decreased by $3.9 million because of “sharing” required under the current regulatory structure as applied

to the one-time items recorded in both periods. Retail fuel and energy expense from operations increased by

$20.7 miflion, primarily from higher purchased power prices as a result of the Company's transition from a

2%
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producerto a purchaser of its customers’ energy requirements, and the need to purchase additional energy to
replace power lost from nuclear plantrefueling outages. The principal components of the retail sales margin
change for 1999, compared to 1998, include:

From From
(In Millions of Dollars) Operations One-time Tatal
Retail Sales Margin:
Revenue from:
Sharing: for 1999 (see Note A} (14.4) (3.9) (18.3}
Estimate of “real” retail sales growth, up 3.2% 20.2 0.0 20.2
Estimate of weather effect on retail sales, up 1.1% 7.1 0.0 11
Sales decrease from Yale University cogeneration, (0.6)% (3.6} 0.0 (3.6)
Price mix of sales and other o 26 00 26
TOTAL RETAIL REVENUE 11.9 (3.9) 8.0
REVENUE BASED TAXES (0.6) 0.1 (0.5)
Fuel and energy, margin effect:
Salesincrease - ' (47) 0.0 ' (4.7)
Nuclear fuel prices and outage replacement power costs {0.5) 00 _ (0.5}
Purchased energy prices (see Note B} (15.5)} 0.0 {15.5)
TOTAL RETAIL FUEL AND ENERGY {20.7) 0.0 {20.7}

TOTAL RETAIL SALES MARGIN - (9.4) (3.8) - {13.2)

A The Company's preliminary return on regulated utility common stock equity for the twelve months of 1999
exceeded the 11.5% “sharing” trigger by a total amount of about $53 million of pre-tax income. As a resuit, and
excluding “sharing” associated with one-time items, a book revenue “sharing” reduction from operations of
$17.4 million, including a gross earnings tax component, was recorded in 1999, approximately $14.4 million
more than the $3.0 million book revenue “sharing” reduction imputed from operations in 1998. All 1998 sharing
from operations was offset by the imbact of sharing associated with a one-time item recorded in December
of 1998.

B OnApril 16,1999, the Company completed the sale of its operating fossil-fueled generating plants and exist-
ing wholesale sales contracts that was required by Connecticut's electric utility industry restructuring legisia-
tion. As a result, the “geography” of the Company's costs on the income statement and, hence, the year-over-
year variances, changed significantly beginning in the second quarter. This particularly relates to wholesale.
revenue, retail purchased énergy and fossil fuel expenses, operation and maintenance expense, depreciation,
interest charges and property taxes. For example, the increased purchased energy costs included in the table
above are more than offset by some of the decline in miscellaneous operation and maintenance expense, due
principally to the sale of generating plants, shown in the table below, and to decreases in depreciation and
property taxes.

Net wholesale margin (wholesale revenue less wholesale expense) decreased by $10.4 million in 1899 com-
pared to 1998 from lower wholesale sales. Other operating revenues, which include NEPOOL r'elatedtranksmis-
sion revenues, increased by $6.4 million. NEPOOL transmission revenues are recoveries, for the most part, of
NEPOOL transmission expense and simply reflect new accounting requirements implemented by the Federal
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Energy Regulatory Commission.

Operating expenses for operations, maintenance and purchased capacity charges decreased by $5.7 million in
1999 compared to 1998. The principal components of these expense changes include:

(tn Millions of Doliars)

Capacity expense:

Connecticut Yankee . {24
Cogeneration and other purchases (see Note A) 1.8
TOTAL CAPACITY EXPENSE : - {0.6)
Other 0&M expense: ' ' , -
Seabrook Unit 1 {refueling outage costs and accruals) 41
Millstone Unit 3 (refueling outage costs and accruals) o 1.1
Other expenses at nuclear units (0.8}
Fossil generation unit operating and maintenance costs . (23.1)
NEPGOL transmission expense ‘ 34
Site remediation costs (see Nate B) ’ 18
Other miscellaneous, including impact of generation asset sale 24
TOTAL 0&M EXPENSE ‘ (5.1)

Note A: A cogeneration facility was out of service for about a month in the first quartér of 1998 but has operated normally in 1999.

Note B: Thase costs were incurred to repair a bulkhead at English Station and for remediation of environmentat conditions at another site.
No further material expenses are currently anticipated for remediation of these sites.

Depret}:iationvex‘pens_e decreased by $12.4 million in 1999 compared to 1998, due primarily to the generation
assetsale. )

On December 31,1996, the Connecticut Department of Public Utility Control issued an order that implemented
a five-year Rate Plan to reduce the Company’s retail prices and accelerate the recovery of certain “regulatory
assets.” According to the Rate Plan, under which the Company is currently operating, “accelerated” amortiza-
tion of past utility investments is scheduled for every year that the Rate Plan is in effect, contingent upon the

- Company earning a-10.5% return.on utility common stock equity. All of the scheduled accelerated amortization
for 1998, amounting to $13.1 million before-tax ($8.5 million after-tax), was recorded against earnings from oper-
ations in 1998. The Company recorded all of the scheduled accelerated amortization for 1999 by amortizing reg-
ulatory income tax assets, totaling $12.1 million after-tax ($20 million pre-tax equivalent).

The Company can also incur additional accelerated amortization expense as a result of the “sharing” mecha-
nism in the Rate Plan, if the Company achieves a return on utility common stock equity above 11.5%, which the
Company did achieve during the third quarter of 1999. One-time items recorded against the return on utility
common stock equity, before the Company achieves the 11.5%, are recorded with an appropriate “sharing”
effect if the Company projects, at that time, that there will be total “sharing” for the year adequate to cover the
“sharing” for the one-time item. Such “sharing” amartization was recorded in the first qﬁarter of 1999, in the
amount of $1.0 million before-tax ($0.6 million after-tax), as a result of the one-time gain recorded in that quar-
ter. “Sharing” amortization from operations of $10.0 million after-tax ($16.7 million before-tax) was recorded in
1999. “Sharing” amortizations recorded and imputed in the first nine months of 1998 were: $0.5 million before-
tax ($0.3 million after-tax) as a result of a one-time item, and $2.1 million before-tax {$1.2 million after-tax) from
operations. “Sharing” amortization recorded against eérnings from operations in the fourth quarter of 1998
~ was imputed to be $0.6 million before-tax {$0.3 million after-tax). All of those 1998 “sharing” amortizations were
reversed.in the fourth quarterof 1998 as a result of the impact of a one-time charge recorded in that quarter.
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Interest charges continued on a downward trend, decreasing by $12.8 million for the regulated business in
1999 compared to 1998, partly offset by an increase of $3.5 million in interest charges for non-regulated sub-
sidiaries. Most of the reduction in utility interest charges occurred after the generation asset sale, which was
completed on April 16, 1999. On that date, the Company used proceeds received from the sale of plantto pay
off $205 million of debt.

NON-REGULATED BUSINESS EARNINGS FROM OPERATIONS  Overall, non-regulated businesses, after par-
ent-allocated interest but before income taxes, lost approximately $3.8 million in 1999 compared tolosses of
about $1.8 million in 1998. American Payment Systems, Inc. (APS) earned approxiniately $2.6 million (before-
tax) in 1999, reflecting an increase of $1.0 million over 1998. Precision Power, inc. (PPI} lost approximately $5.1
million (before-tax) in 1999, compared to a loss of approximately $2.4 miltion in 1988, reflecting increased infra-
structure costs and Jower than anticipated contract margins.

" OnMay 11,1999, the Company’s non-regulated subsidiary, United Bridgeport Energy, Inc. {(UBE), increased its

4% passive investment in Bridgeport Energy LLC (BE) to 33 1/3%. The second phase of BE's merchant whole-
sale electric generéting project went into commercial operation in July 1999, adding 180 megawatts of genera-
tion capacity for a total of 520 megawatts. UBE lost approximately $0.1 million (before-tax} in 1989, as a result of
the second quarter shutdown of the first phase generator to allow for construction of the second phase, and
additional unscheduled outages and higher gas prices in.the fourth quarter of 1999, Other non-regulated sub-
sidiary aperations lost approximately $1.2 million in 1998, compared to a similar lossin 1998.

‘Non-regulated business before-tax income is reported as part of “Other net” income; parent interest charges
allocated to the non-regulated businesses are reported as part of “Interest charges”; and related income tax
expense is reported as part of “Non-operating income taxes.”

) 12 mos. ended 12 mos.
(In Millions of Dollars) ' : - Dec.99 99vs. 98

~ Summary of Nqn-regulafed Business Unit Pre-tax Income:
American Payment Systems, Inc. : 28 1.0
Precision Power, inc. . ~ (51) 2.7)
United Bridgeport Energy, Inc. ; {0.1) {0.1)
United Resources, Inc. Capital Projects ' o (1.2) -
TOTAL NON-REGULATED BUSINESSES {3.8) (1.8)

1998vs. 1997 Earnings for the twelve months of 1998 were $44.9 million, or $3.20 per share (both basic and
diluted), up $1.6 million, or$.11 per share, frdm the twelve months of 1997, diluted. Excluding one-time items,
accelerated amortization due to one-time items and associated regulated “sharing” effects, 1998 earnings
from operations were $47.8 million, or $3.41 per share, up $.48 per share from 1997. The one-time items and their
earnings per share impacts recorded in these periods are shown at “One-time items recorded in 1997 and
1998" on page 29. :
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Retail operating revenues increased by about $9.3 million in the twelve months of 1998 compared to 1997. Retail
fuel and energy expense increased by $7.2 million and there was an increase of $0.4 million in revenue-based
taxes. Overall, retail sales margin {revenue |ess fuel expense and revenue-based taxes) from operations
increased by $1.7 million. The principal components of the retail sales margin change, year over year, include:

{In Millions of Dollars)

" Revenue from:

DPUC rate order, excluding “sharing” {1.3)
Other price changes ‘ {0.3)
Estimate of “real” retail sales growth, up 1.3% 12.1
Estimate of weather effect on retail sales, up0.2% 18
Sales decrease from Yale University cogeneration, (0.9)%. ' (3.0
TOTAL REVENUE IMPACT - . ' : 9.3

Fuel and energy, margin effect , _ ' -
Salesincrease ' - 2.7y
Increased nuclear availability ' - 04
Unscheduled outage at Bridgeport Unit 3 (see Note A) ‘ {2.5)
Fossil price and other : ‘ C(24)
TOTAL FUEL AND ENERGY IMPACT v (7.2) ‘

Note A: Saltwater contamination caused a shutdown of the Bridgeport Harber Unrt3 generating unit on May 22, 1998. The unit returned to full
service on August 23, 1998

Net wholesale margln (wholesale‘revenue less wholesale energy expense) increased slightly in the twelve

months of 1998 compared to the twelve months of 1997. Other operating revenues, which include NEPOOL

related transmission revenues, |ncreased by $5. 8 million.

Operating expenses for aperations, mamtenance and purchased capacity charges decreased by $15.0 million
in the twelve months of 1998 compared to the twelve months of 1997 The principal companents of these
expense changes, year over year, include: '

{In Millions of Dollars)

Capacity expense:

Connecticut Yankee 'preparing for decommissioning 4.2)
Cogeneration and other purchases (1.3)
Other O&M expense:
Seabrook (4.6)
Millstone Unit 3 ‘ (4.0
Fossil generation uinit overhauls and outages - : 75
Pension investment performance and assumptions o (3.0
Personnel.reductions ‘ ’ (6.0)
NEPOOL transmission expense 3.1

Other ‘ ) (2.5)

Depreciation expense, excluding accelerated amortization, increased by $1 5 million in the twelve months of
1998 compared to 1997.Acco'rding to the Company’s current regulatory Rate Plan, “accelerated” amortization
of past utility investments is scheduled for-every year that the Rate Plan is in effect, contingent upon the
Company earning a 10.5% return on utility common stock equity. All of the accelerated amortization in 1997 was
recorded ratably throughout the year as a charge to depreciation expense. All of the accelerated amortization
for 1998, $13.1 million, was recorded against earnirigs from operations. In addition, as part of the “sharing”
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mechanism, the Company would have accrued an additional amortization of about $2.6 million ($1.7 million
after-tax) in 1998 against utility earnings from operations. Because of the one-time items in 1998, no “sharing”

‘was actually recorded. The one-time charge for property tax expense incurred in the fourth quarter was a util-

ity expense and negated the “sharing” that would have occurred from operations.

Other netincome from operations decreased by about $1.9 million in the twelve months of 1998 compared to
1997. The Company’s largest unregulated subsidiary, American Payment Systems, inc. (APS}, earned about $1.6
million {before-tax) in 1998 compared to a $2.7 million loss in 1997. This was more than offset by greater losses,
compared to 1997, in the Company's other unregulated subsidiaries: $1.2 million {before-tax) at Precision
Power, Inc. from the write-off of previously deferred costs and a review of reserves, and $1.2 million {before-
tax) from start-up costs in other unregulated activities. By DPUC order, since consolidation at the unregulated
subsidiary level produced no nettaxable income in either year, the tax benefits associated with the losses,
about $0.8 million in 1998 and $0.4 milfion in 1997, were treated as benefits to utility income for the purposes of
calculating return on utility common equity and “sharing.” Other netincome also decreased due to the
absence of other non-utility income accruals of about $1 million made in 1997 that reversed a provision for 1997
Millstone 3 expense made in 1996 and charged to operating expenses in 1997, cancelled project costs of
about $0.8 million for merger and acquisition advisor fees and analysis and lower income from non-aperating
utility investments. - '

Interest charges, excluding allowance for borrowed funds used during construction, continued on their down-
ward trend, decreasing by $10.4 millien in the twelve months of 1998 compared to 1997, as a result of the
Company’s refinancing program and strong cash flow.

Overview of “Sharing” and the
‘Impact on Earnings

30

As previously indicated, the Company's regulatory Rate Plan requires a “sharing” of regulated utility income

 that produces a return on utility equity exceeding 11.5%. The measurement of this utility income and resulting

teturn calculation includes the effects of any utifity one-time items. Under the Rate Plan, one-third of the
income above the 11.5% return would be applied to customer bill reductions, one-third would be applied to
additional amortization of requlatary assets, and one-third would be retained by shareowners.

Earnings from operations, which excludes the impact of one-time items, should reflect an appropriate imputed
amount of “sharing” ta reflect accurately what the earnings would have been had neither the one-time items,
nor their impact on “sharing,” occurred. The Company estimates that the “sharing” that would have occurred
had there been no one-time items in 1998 would have been: a revenue reduction of about $3.0 miliion or $.12 per
share, increased amortization of about $1.7 million (after-tax) or $.12 per share, and retention by the Company
of $1.7 million of income (after-tax) or $.12 per share. To summarize for 1998:

From Operations One-time Items
and “Sharing” and “Sharing”Reversals Total

1998 Earnings per share {EPS)

Utility earnings before “sharing” $3.73 $(.45) $3.28
Less: Utility earnings to be “shared” - {.36) _ .36 -
Utility EPS at 11.5% utility return o $3.37 $(.09) $3.28
Plus: 1/3 Retained “Sharing” benefit A2 (.12) -

 Net Utility EPS 349 (21) 3.28
Unreguiated Subsidiaries (.08} - {.08)
Total 1998 EPS ’ - $34 $l.21) | $3.20
Earnings reported through 3rd quarte 3.02 (12) 290
Imputed 4th quarter earnings $.39 $(.09) $.30
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One-time items recorded in
1997 and 1998

One-time ltems EPS
1997 Cumulative deferred operating income tax benefits associated with future
Decommissioning of fossil fuel generating plants (see explanation befow) $.48
Accelerated amortization associated with one-time item $(.30)
Gain from subleasing.office space . $.05
Pension benefit adjustments associated with 1936 VERP and VSP $n
Contract termination charge 4 ‘ $(.18)
1998 Refund of prior period transmission charges, with interest » $.14
“Sharing” due to one-time items recorded through third quarter $(.05)
Property tax settlement with the City of New Haven, CT $(.59}

Reversal of “sharing” imputed to property tax settlement - 829

In accordance with a DPUC decision issued December 31, 1996 and effective for years 1997-2001, related to a
financial and operational review of the Company (the Rate Plan), the Company was directed to explore and
implement ways to reduce its potentially stranded costs. In addition, the decision required the Company to
record a specified amount of accelerated amortization of conservation and load management costs during
1997 (36.4 million before-tax, $4.1 million after-tax) as a stranded costs mitigation effortif the Company's return
on its utility common stock equity exceeded 10.5% for that year. Based on these requirements, the Company
recorded an operating income tax expense reduction of $6.7 million, or $.48 per share, in the first quarter of
1997, which made provision for the cumulative deferred tax benefit associated with the estimated future
decommissioning costs of fossil fuel generating plants for which the Company had made provision in prior
years without accruing the tax benefit. This tax benefit, originally recorded in the second quarter of 1997, has
been restated to the first quarter of 1997 following consultations with the staff of the Securities and Exchange
Commission and the Company’s independent accountants to coincide with the effective date of the Rate Plan.
As a result of recording the tax benefit, the Company exceeded the 105% utility common stock equity return

‘and therefore wias able to record the specified amount of accelerated amortization required in the Rate Plan

for 1997. The accelerated amortization, which was originally recorded in the second quarter of 1997, has been

- restated and is now recorded ratably throughout 1997 as a charge to depreciation expense on the consolidated

income statement. The after-tax amount of accelerated amortization was less than the cumulative deferred tax
benefit because the after-tax amount of additional amortization was specified in the Rate Plan while the
deferred tax benefit was calculated based upon the cumulative amount of estimated future decommissioning
costs that had been recovered through rates at that time.

During prior years, the Company had recagnized, on a net basis, the deferred tax assets and offsetting reguta-
tory tax liability related to these tax benefits associated with the future decommissioning of its fossil generat-
ing plants on its consolidated balance sheetin accordance with Statement of Financial Accounting Standards
No. 109. The Compa'ny had recognized this regulatory tax liability through the systematic recovery of before-
tax future decommissioning costs for its fossil generating units in its rates over the useful lives of these units.

Additional 1997 one-time items included: a $.05 per share gain related to subleasing office space; a “curtail-
ment” gain of $2.5 million ($1.5 million after-tax), or $.11 per share, related to forgone penéion benefits associ-
ated with the approximate 230 employees who left the Company as a result of 1996 voluntary retirement and
separation programs; and a charge of $4.3 million ($2.5 million after-tax), or $.18 per share, for early termination
of a contract with censultants that assisted the Company with its restructuring efforts, after the Company '
determined that the early termination option was more economic than the multi-year performance-based pay-
out option. Alf of these one-time items were recorded as “Operating Expense — Operations — other.”
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As reported in its Quarterly Report on Form 10-Q for the period ending March 31, 1998, filed with the Securities
and Exchange Commission, the Company had been investigating potential errors in the accounting procedure
of APS. As a result of the investigation, the Company determined that APS should create additional reserves for
shortfalls in agent collections and other potentially uncollectible receivables of $4.9 million. Of the total of $4.9

. million, $2.8 million and $2.1 million were.restated to 1997 and 1996, respectively, to provide for the reserves in

the relevant periods. See PART ll, [tem 8, “Financial Statements and Supplementary Data — Notes to
Consolidated Financial Statements — Note (Q), Restatement of Financial Results.”

The principal business of APS is to operate a network of field agents for the purpose of accepting cash and
check payments of clients’ bills and forwarding those payments, through APS accounts, to the client. APS
experienced rapid growth in 1996 and 1997. The number of agents in the APS network incfeased from 2,537 in
1995 to 4,904 in 1997; and the dollar volume of payment transactions increased from $2.3 billion on 17.2 million
transactions in 1995 to $7.5 billion on 73.2 million transactions in 1997.

Atyear-end 1996, APS created a reserve to provide for losses associated with agent collections and uncol-
lectibie check deposits totaling $4.4 million before-tax. The Company has restated its 1996 earnings to move
$0.7 million of this loss to 1995. See PART 1l, item 8, “Financial Statements and Supplementary Data — Notes to
Consolidated Financial Statements — Note (Q), Restatement of Financial Results.” These losses stemmed from
inadequate “back-office” banking systems and controls that failed to detect a significant amount of deposit
shortfalls from agents and failed to identify a substantial number of uncollectible check deposits that were
reimbursable from the clients serviced. Specifically, APS agent bank accounts were not fully reconciled at the
time the APS balance sheet items were prepared to allow for the identification, measurement and enforcement
of material claims for recovery from APS agents for defalcated amounts or from APS customers for checks
returned by banks due to insufficient funds.

In 1997, under new management with added banking expertise, APS began implementing new systems and
controls to manage the agent collection/deposit pracess. These changes included the increased use of daily
cash reporting and account reconciliation on high volume agents, extensive reconciliation procedures, and
agent monitors that interact daily with agents to investigate discrepancies in deposits. These-new procedures
were fully implemented by the 4th quarter of 1997. '

n March of 1998, APS contracted for an insurance policy with an A+ rated carrier to protect against future

losses from robberies, missing deposits, and agent fraud. The effect of the policy is to “cap” the cost of such
losses at $200,000 per event per agent. The level of detected agent fraud in 1998 was well below that level,
averaging $23,000 per month in total,.or .004% of the manthly transaction dollar volume.

Also in 1998, APS implemented new procedures to correct difficulties in tracking agent deposits in bank
merger or acquisition situations. During this process, it was discovered that certain large agent depository
bank accaunts were not reconciled appropriately and that the amount of APS working capital invested in the
agent depository accounts to cover timing delays for cash transfers was over-estimated and the amount due to
utilities underestimated. These cash flow discrepancies were masked by the rapid growth of cash depaosits
from the expansion in the agent network and the failure to properly take into account the cash effects of
uncleared bank transfers from agent depository.accounts to utilities. APS accounting procedures, which failed
to detect the cash flow discrepancies, have been rectified.

At December 31, 1998, the consolidated balance sheet reflected $54.5 million of accounts payable owed to APS
customers. This payable was relieved by $23.1 million of APS restricted cash, representing collections by APS
agents prior to transmittal to the respective APS customers and $31.4 million of accounts receivable represent-
ing collections by APS agents that had not yet been deposited into APS bank accounts. Of the accounts
payable and accounts receivable amounts, $4.7 million had originally been recorded on the consolidated bal-
ance sheet as of December 31, 1998.
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The following table summarizes the effect of the restatements described above to the provision for APS losses,

restricted cash, other accounts receivable, and accounts payable — APS customers:

(In Thousands) For the Year Ended December 31 1998 1997 1996 1995
Provision for APS losses (before-tax), :
as originally reported $4,900 8 - $ 44N $ -
Effect of restatement, described above {4,900) 2,825 1,279 796
Provision for APS losses {hefore-tax), ,
as restated 3 - $ 2,825 $ 5,750 $ 7%
{in Thnusandg) As of December 31, 1998 1997 1996
Restricted cash, as originally reported $ - $ - 5 -
Effect of restatement, described above 23,056 21,063 16,681
 Restricted cash, as restated $23056  $21,063 $16,681
Other accounts receivable, as originally reported (1) $37,412 $27,914 $38,367
Effect of restatement, described above o
Additional accounts receivable for APS agents 26,768 23,284 19,903
Additional APS agent collection reserves - (4,900) {2,075)
Other accounts receivable, as restated $64,240 . $46,298 $56,195
_ ‘lln Thousands) As of'December‘31, 1998 1997 1996
Accounts payable-APS customers,
as originally reported $ - $ - $ -
Accounts payable-APS customers reclassed : .
from accounts payable 4,691 6,147 7,588
Effect of restatement, described above v v
Restricted cash _ 23,056 - 21,083 16,681
Additional amounts owed to APS customers 26,768 23,284 19,903
Accounts payable-APS customers, as restated $54,515 $50,494 $44,172

(1) Includes accounts receivable frbm APS agents originally included in other accounts receivable of'$4,691,000, $6,147,000 and $7,588,000 as of

ADecember 31,1998, 1997 and 1996, respectively.

The one-time gain recorded in-the third quarter of 1998 was to record a refund of prior period transmission
charges. It amounted to $3.4 million or $.14 per share, but was recorded as two separate items; $1.8 million, or a
gain of $.07 per share, as a credit to operation expense and $1.6 million, or $.07 per share, of interest income
recorded as Other Income and {Deductions), Other-net. At the time this one-time item was recorded, in the
third quarter of 1998, the Company estimated that it would be in the Rate Plan “sharing” range of earnings for
the year of 1998 in tatal, and recorded, therefore, a “sharing” revenue reduction and increased amortization
expense to reflect that estimate. The “sharing” related to the utility portion of this one-time item, the operation
expense credit, was a charge of $.05 per share. The net result of the one-time gain for the period was, there-
fore, $.09 per share. The one-time charge recorded in the fourth quarter of 1998 as property tax expense of $14
million, or $.59 per share, reflected the DPUC's rejection of the Company’s proposed accounting treatment of a
property tax settlement between the Company and the City of New Haven. Upon that rejection, the Company
was required to write-off immediately the full effect of that settiement. As a result of this one-time charge, the
Company’s final 1998 earnings results eliminated the requirement to record any Rate Plan “sharing” in 1998.
The one-time charge eliminated “sharing” revenue reductions and increased amortization expense amounting

t0 $.29 per share. The net result of the one-time charge for the period was, therefore, $.30 per share.
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(The following discussion contains forward-looking statements, which are subject to uncertainties that could
cause actual results to differ materially from those currently expected. Readers are cautioned that the
Company regards specific numbers as only the “most likely” to occur within a range of possible values.)

FIVE-YEAR RATE PLAN  On December 31, 1996, the Connecticut Department of Public Utility Control (DPUC)
issued an order {the Order) thatimplemented a five-year regulatory framework to reduce the Company's retail
prices and accelerate the recovery of certain “regulatory assets,” beginning with deferred conservation costs.
The Company has operated under the terms of this Order since January 1, 1997. The Order’s schedule of price
reductions and accelerated amortizations was based on a DPUC pro-forma financial analysis that anticipated
the Company would be able to implement such changes and earn an allowed annual return on common stock
equity invested in utility assets of 11.5% over the period 1997 through 2001. The Order established a setformula
to share (see “Sharing Implementation” below) any utility income that would produce a return above the 11.5%
fevel: one-third to be applied to customer price reductions, one-third to be applied to additional amortization of
regulatory assets, and one-third to be retained by shareowners. Utility income is inclusive of earnings from
operations and one-time items. See “Major Influences on Financial Condition” for a more extensive description
of the five-year Rate Plan.

SHARING IMPLEMENTATION  Based on the traditional quarterly earnings pattern, the Company realizes
about one-half of its pre-sharing utility earnings in the third quarter of each year. The Company will not likely

“ever exceed the sharing level of utility earnings before the third quarter of any year that “sharing” is in effect.

Assuming the sharing level of utility earnings is exceeded in the third quarter of a particular year, then all posi-
tive utility earnings recorded in the fourth quarter of that year will be subject to “sharing.”

A LOOK AT 2000; CONTINUED GROWTH OF NON-REGULATED BUSINESS VALUE  On January 1, 2000, the
Company completed the restructuring process required by the Connecticut electric utility industry restructur-
ing legislation in 1998 and its regulated business became an electricity delivery business. All customers are
now Seeing at least a 10% reduction in their electric rates from 1996 levels.

The framewaork of the current Rate Plan, including the “sharing"’ mechanism, is expected to continue through
2001. Regulatory decisions during 1999 did not alter the Company's allowed return of 11.5% on utility equity, and
did not impinge upon the Company’s ability to achieve that return.

If the Company were to earn 11.5% on equity in the regulated business, that level of earnings should generate
$3.25-$3.35 per share. In addition, operation of the Company’s nuclear entitlements should contribute to earn-
ings until such time as the units are sold. The Company expects that utility income for common stock above
11.5% return will be greatly reduced from 1999 levels, due to mandates in the restructuring legisiation; and the
Company expects that the shareowners’ portion of shared utility income will contribute no more than $.10-$.15
per share. Under these assumptions, customers also will see reduced benefits.

Non-regulated businesses are expected to make significant contributions to earnings in 2000. Both American
Payment Systems and United Bridgeport Energy should each contribute $.10-8.15 per share in 2000. Precision

. Power and the balance of United Resources, Inc. are expected to lose up to $.05 per share. As a result of man-

agement’s continued confidence in the potential of the non-regulated businesses, the Company is evaluating
further investments in this area. However, additional losses could be incurred due to new growth initiatives if
the potential for future benefits warrant such losses.

Total earnings for 2000, including the regulated business with sharing and the non-regulated business units,
are now estimated to be in the range of $3.50 to $3.80 per share. This estimate is contingent upon normal
weather and normal operation of the nuclear units.



Report of Independent Accountants The United lluminating Company

To the Board of Directors and the Shareholders of The United llluminating Company

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements of -
income, of changes in shareholders’ equity and of cash flows present fairly, in all material respects, the
financial position of The United llluminating Company and its subsidiaries (the”Company”) at December 31,
1999 and 1998, and the results of their operations and their cash flows for each of the three years in the period
ended December 31, 1998, in conformity with accounting principles generally accepted in the United States.
These financial statements are the responsibility of the Company’s management; our responsibility is to

- express an-opinion on these financial statements based on our audits. We conducted our audits of these state-
ments in accordance with auditing standards generally accepted in the United States, which 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 dis-
closures in the financial statements, assessing the accounting principles used and significant estimates made
by management, and evaluating the overall financial statement presentation. We believe that our audits pro-
vide a reasonable basis for the opinion expressed above. ‘

P/umafiu(owéopw Lep
NewYork, NY = .
January 24, 2000 '
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The accompanying Notes to Cansolidated Financial Statements are an integral part of the financial statements.

{In Thousands of Dollars except per share amount) ‘ 1999 1998 1997
OPERATING REVENUES (NOTE G) $679,975 $686,191 $709,029
OPERATING EXPENSES
Operation ‘
Fuel and energy 159,403 151,544 182,666
Capacity purchased 33,873 34,515 39,976
Other (Note G) 147,709 146,058 158,600
Maintenance 37,987 42,888 42,203
Depreciation {Note G) 57,351 82,809 74,618
Amortization of cancelled nuclear project, deferred
return and regulatory tax asset {Note D and J) . 36,393 13,758 13,758
Income taxes (Note A and F) 66,564 53,619 40,833
Other taxes (Note G) ‘ _ 47,140 64,674 52,493
TOTAL : 586,420 589,865 605,147
" OPERATING INCOME 93,555 96,326 103,882
OTHER INCOME AND (DEDUCTIONS) ‘
Allowance for equity funds used during construction 575 13 336
Other-net {Note G) : (838} 1,097 1,361
Non-operating income taxes : . 4,664 3,848 3,678
TOTAL "4,401 4,958 5,375
INCOME BEFORE INTEREST CHARGES 97,956 101,284 109,257
INTEREST CHARGES ' ‘
Interest on long-term debt ’ ‘ 42,104 50,129 63,063
Interest on Seabrook obligation bonds owned T
by the company _ ' (6,844) (7,293) {6,905)
Dividend requirement of mandatorily redeemable securities 4813 4,813 4813
Otherinterest (Note G) , ' 4927 6,507 3,280
Allowance for barrowed funds used during construction (1,660) (455) (1,239)
43,340 53,701 63,012
Amortization of debt expense and redemption premiums 2,392 2,511 2,788
NET INTEREST CHARGES 45,732 56,212 65,800
NET INCOME ‘ . 524 45,072 43,457
Premium (Discount) on preferred stock redemptions 53 (21} (48)
Dividends on preferred stock A 66 20 205
- INCOME APPLICABLE TO COMMON STOCK v $ 52,105 $ 44,892 $ 43,300
AVERAGE NUMBER OF COMMON SHARES OUTSTANDING - ‘
BASIC _ 14,052 14,018 13,976
AVERAGE NUMBER OF COMMON SHARES QUTSTANDING - ‘

' DILUTED ' 14,055 14,023 13,992
EARNINGS PER SHARE OF COMMON STOCK - BASIC $ 3N $ 320 $ 310
EARNINGS PER SHARE OF COMMON STOCK — DILUTED $ 3N $ 320 $ 309
CASH DIVIDENDS DECLARED PER SHARE OF

COMMON STOCK $ 288 $ 288 $ 288
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{In Thousands of Dollars) 1999 1998 1997
CASH FLOWS FROM DPERATING ACTIVITIES
Net income $ 52,224 $ 45,072 $ 43,457
Adjustments to reconcile netincome
to net cash provided by operating activities: . .
Depreciation and amortization 83,374 88,099 79,487
Deferred income taxes . 17,451 3,074 6,804
Deferred income taxes-generatioh asset sale {70,222) - -
Deferred investment tax credits — net (468) {762) (762)
Amortization of nuclear fuel ' 8425 6,892 5,799
. Allowance for funds used during construction . (2,235) - (468) (1,575)
Amortization of deferred return 12,586 12,586 12,586
Changesin: B
" Accounts receivable — net 8,749 (14,889) 17,626
Fuel, materials and supplies’ {1,202) {14,466) 2,863 -
Prepayments o 4,368 (4,027) pAR
Accounts payable ’ 2,025 {9,782) 8404
Interestaccrued (1,770} (63) (3,569)
Taxes accrued - (6,446) 4,849 3,116
" Other assets and liabilities (8,386) (4,062) (1,644) '
Total Adjustments . I 46,249 66,981 129,346
" NET CASH PROVIDED BY OPERATING ACTIVITIES 98,473 112,053 172,803
CASH FLOWS FROM FINANCING ACTIVITIES ‘ '
Common stock ' 1,157 . 4,923 {6,432)
Long-term debt ] - 25,000 199,636 - 98,500
Notes payahle (69,761) 49,141 26,786
Securities redeemed and retired: B . -
Preferred stock , o : 4,299) (52) (110)
Long-term debt ' ‘ {218,008) (222,348) (151,199).
{Premium} Discount on preferred stock redemption (53} -2 48
Expenses of issues U ‘ - - (550) {1,600} {1,500}
Lease obligations : (348) {339) {315)
Dividends ‘ ,
Preferred stock {1186) {202) {206)
~* Common stock , © (40,450) (40,285) (40,408)
NET CASH USED IN FINANCING ACTIVITIES - (307,428) {11,105} {74,836)
CASH FLOWS FROM INVESTING ACTIVITIES -
Investment in unregulated businesses ’ (88,489) - -
Net cash received from sale of generation assets - 270,590 - -
Plant expenditures, including nuclear fuel (34,772) (38,040) (33,436)
Investment in debt securities : 5,447 8,528 . (34,541)
NET CASH PROVIDED BY (USED IN} INVESTING ACTIVITIES 152,776 (29,512} (67,977)
CASH AND TEMPORARY CASH INVESTMENTS: ) _
NET CHANGE FORTHEPERIOD _ {56,179} 71,436 29,990
BALANCE AT BEGINNING OF PERIOD ' 124,501 53,065 23,075
BALANCE AT END OF PERIOD o 68,322 124,501 53,065
LESS: RESTRICTED CASH - 29,223 26,812 23,392
BALANCE: UNRESTRICTED CASH AND TEMPORARY CASH ’
INVESTMENTS $ 39,099 $ 97,689 $ 29,673
CASH PAID DURING THE PERIOD FOR: _ .
Interest (net of amount capitalized) $ 40,020 $ 51,481 $ 59,441
Income taxes ' $121,450 $ 42,450 $ 26,773

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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{in Thousands of Dollars) 1999 1998
UTILITY PLANT AT ORIGINAL COST
In service $1,007,065 $1,886,930
Less, accumulated provision for depreciation 532,409 714,375
474,656 1,172,555
Construction work in progress 25,708 33,695
Nuclear fuel 21,101 20174 .
NET UTILITY PLANT 521,465 1,226,424
OTHER PROPERTY AND INVESTMENTS -
Investment in generation facility 83,494 -
Nuclear decommissioning trust fund assets 28,255 - 23,045
Cther- 20,098 14,828
131,847 37,873
CURRENT ASSETS
Unrestricted cash and temporary cash investments 39,099 97,689
Restricted cash ) 29,223 26,812
Accounts receivable
Customers, less allowance for doubtful
accounts of $1,800 and $1,800 56,057 54,178
Other, less allowance for doubtful
accounts of $508 and $631 53,612 64,240
Accrued utility revenues 25,019 21,079
Fuel, materials and supplies, at average cost 9,259 33,613
_Prepayments 3,056 7424
Other 4,801 154
TOTAL 220,126 305,189
DEFERRED CHARGES
Unamortized debtissuance expenses 8,688 9,421
Other 16,099 1,664
TOTAL v 14,787 11,085
REGULATORY ASSETS (future amounts due from
- customers through the ratemaking process)
Nuclear plant investments-above market 518,268 -
Income taxes due principally to book-tax
differences (Note A) 166,965 264,811
Long-term purchase power contracts-above market - 144,406 -
Connecticut Yankee 37,013 42,633
Unamortized redemption costs 22,314 23,468
Unamortized cancelled nuclear project 8,780 10,952
Displaced worker protection costs 5,746 -
Uranium enrichment decommissioning costs 1,040 1177
Deferred return — Seabrook Unit 1 - 12,586
Other 5,453 4,962
TOTAL 909,985 360,589
$1,798,210 $1,941,160

The accompanying Nates to Consolidated Financial Statements are an integral part of the financial statements.
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{In Thousands of Dollars) 1999 1998
CAPITALIZATION (NOTE B)
Common stock equity
Common stock {no par value, 14,062,502 and
14,034,562 shares outstanding in 1999 and 1998) $ 292,006 $ 292,006
Paid-in capital . 2,253 - 2,046
Capital stock expense (2,170) (2182)
Unearned employee stock ownership plan equity {9,261) (10,210)
‘Retained earnings 175,470 . 163,847
) 458,298 445,507
Preferred stock - 4,299
Company-obligated mandatorily redeemabie securities of subsidiary
holding solely parent debentures ‘ 50,000 50,000
Long-term debt ‘
Long-term debt 605,641 751,370
Investment in Seabrook obligation bonds (87,413) (92,860)
Net long-term debt 518,228 664,510
TOTAL 1,026,526 1,164,316
NONCURRENT LIABILITIES
Purchase power contract obligation 144,406 -
Nuclear decommissioning obligation 28,255 23,045
Connecticut Yankee contract obligation 27,056 32,711
Pensions accrued (Note H) 19,026 31,097
Obligations under capital leases 16,131 16,506
Other . 10,394 ‘6,622
TOTAL " 245,268 109,981
CURRENT LIABILITIES
Current portion of long-term debt 25000 . 66,202
Notes payable : 173 86,892
Accounts payable 49,069 48,749
Accounts payable — APS customers 56,220 54,515
Dividends-payable 10,125 10,155
Taxes accrued 2,570 9,015
Interest accrued 8,433 10,203
Obligations under capital leases 375 T 348
Other.accrued liabilities 39,421 .39,845
TOTAL v 208,344 325,924
CUSTOMERS’ ADVANCES FOR CONSTRUCTION - 1,867 1,867
REGULATORY LIABILITIES (future amounts owed to
customers through the ratemaking process) :
Accumulated deferred investment tax credits 15,157 15,623
Deferred gains on sale of property ' 15,901 4
Customer refund 18,381 -
Other 2,543 2,061
TOTAL 51,982 17,688
DEFERRED INCOME TAXES (future tax liabilities owed
to taxing authorities) 264,223 321,384
COMMITMENTS AND CONTINGENCIES {NOTE L)
' $1,798,210 $1,941,160

The accompanying Notes ta Consalidated Financial Statements are an integral part of the financial statements.
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Shareholders’ Equity

Capital Unearned

Common Stock Preferred Stock  Paid-in Stock ESOP Retained
For the Years Ended December 31, 1999, 1998 & 1997 Shares®  Amount  Shares®Amount  Capital Expgr_lse Equity Earnings Total
Balance as of December 31, 1996 14,101,291 $284579 44,612 $4,461 $772 $(2,182) — $156,299 $443,929
Net income for 1997 43,457 43,457
Cash dividends on common stock — $2.88 per share (40,255)  (40,255)
Cash dividends on preferred stock (205) (205)
Issuance of 134,844 shares common stock — no par value 134,833 4,151 577 4,728
ESOP purchase of 328,300 common shares (328,300} {11,160} {11,160)
Repurchase and cancellation of preferred stock (1,103) (110) (110}
Discount on preferred stock repurchase . 48 48
Balance as of December 31, 1997 13,907,824 288,730 43509 4,351 1349 (2182) (11,160) 159,344 440,432
Net income for 1998 i . : 45,072 45,072
Cash dividends on common stock — $2.88 per share ' ' (40,389) (40,389}
Cash dividends an preferred stock ’ (201) (201)
Issuance of 98,798 shares common stock —no par value 98,798 3,276 - 459 3,735
Allocation of benefits - ESOP : 27,940 ' 238 950 1,188
Repurchase and cancellation of preferred stock (524) (52) (52)
Discount on preferred stock repurchase 21 21
Balance as of December 31, 1998 14,034,562 292,006 42,985 4,299 2,046  (2,182) (10,210) 163,847 449,806
Netincome for 1999 ‘ : 52,224 52,224
Cash dividends on common stock — $2.88 per share ’ (40,470)  (40,470)
Cash dividends on preferred stock - : (66) (66)
Allocation of benefits — ESOP 27,940 _ 207 . 949 1,156
Repurchase and cancellation of preferred stock {42,985) (4,299) 12 (12)  (4,299)
Premium on preferred stock repurchase - , (53) {53)
Balance as of December 31, 1999 ' 14,062,502 $292,006 0 $0 $2,253 ($2,170) ($9,261) $175470 $458,298

(a) There were 30,000,000 shares authorized in 1999, 1998 and 1997
{b) There were 1,119,612 shares authorized in 1999, 1998 and 1997

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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The United lluminating Company {the Company) is an operating electric public utility company, engaged princi-
pally in the purchase, transmissian, distribution and sale of electricity for residential, commercial and industrial
purposes in a service area of about 335 square miles in the southwestern part of the State of Connecticut. The
service area, largely urban and suburban in character, includes the principal cities of Bridgeport {population
approximately 137,000) and New Haven (papulation approximately 124,000) and their surrounding areas.
Situated in the service area are retail trade and service centers, as well as large and small industries produc-
ing a wide variety of prodhcts, including helicopters and other transportation equipment, electrical equipment,
chemicals and pharmaceuticals.

In addition, the Company has created, and owns, unregulated subsidiaries. The Company has one wholly-
owned subsidiary, United Resources, Inc. {URI), that serves as the parent corparation for several unregulated
businesses, each of which is incorporated separately to participate in business ventures that will complement
the Company's regulated electric utility business and provide long-term rewards to the Company's shareowners.

URI has four whblly-owned subsidiaries. American Payment Systems, Inc. manages a national network of
agents for the processing of bill payments made by customers of the Company and other companies. Another
subsidiary of URI, United Capital Investments, Inc., and its éubsidiaries, participate in business ventures that .
complement the Company’s business. A third URI subsidiary, Precision Power, Inc. and its subsidiaries, provide
specialty electrical, telecommunications and mechanical contracting and power-related services to the own-

- ers of commercial buildings and industrial and institutional facilities. URI's fourth subsidiary, United Bridgeport

Energy, Inc., is a participant in a merchant wholesale electric generating facility located in Bridgeport,
Connecticut. ' ' :

(A) Statement of Accounting '
Policies

ACCOUNTING RECORDS  The accounting records are maintained in accordance with the uniform systems of
accounts prescribed by the Federal Energy Regulatory Commission (FERC) and the Connecticut Department of
Public Utility Control (DPUC). :

USE OFESTIMATES  The preparation of financial statements in conformity with generally accepted account-
ing principles requires management to use estimates and assumptions that affect the reported amounts of
assets and Iiabilitieé and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual resuits could differ
from those estimates. - '

" PRINCIPLES OF CONSOLIDATION  The consolidated ﬁnanciél statements include the accounts of the

Company and its wholly-owned subsidiary, United Resources, Inc. Intercompany accounts and transactions

have been eliminated in consolidation.

REGULATORY ACCOUNTING  Generally accepted accounting principles for regulated entities in the United
States allow the Company to give accounting recognition to the actions of regulatory authorities in accordance
with the provisions of Statement of Financial Accounting Staridards (SFAS} No. 71, “Accounting for the Effects
of Certain Types of Regulation,” In accordance with SFAS No. 71, the Company has deferred recognition of
costs (a regulatory asset) or has recognized obligations (a regulatory liability) if itis probable that such costs
will be recovered or obligations relieved in the future through the ratemaking process. In addition to the
Regulatory Assets and Liabilities separately identified on the Consolidated Balance Sheet, there are other reg-

ulatory assets and liabilities such as conservation and load management costs and certain deferred tax liabili-

ties. The Cqmpany also has obligations under long-term power contracts, the recovery of which is subject to
regulation. If the Company, or a portion of its assets or operations, were to cease meeting the criteria for appli-
cation of these accounting rules, accounting standards for businesses in general would become applicable

4



Notes to Consolidated Financial Statements (continued)

(A) Statement of Accounting
Policies (continued)
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and immediate recognition of any previously deferred costs, or a portion of deferred costs, would be required
in the year in which the criteria are no longer met, if such deferred costs are not recoverable in the portion of
the business that continues to meet the criteria for application of SFAS No. 71.

The Restructuring Act enacted in Connecticutin 1998 provides for the Company to recover previously deferred
costs through ongoing assessments to be included in future regulated service rates. See Note {C), “Rate-
Related Regulatory Proceedings” for a discussion of the nature, amount and timing of recovery of the
Company's stranded costs associated with the generation portion of its assets and operations, as well as a dis-
cussion of the regulatory decisions that provide for such recovery. Based on these regulatory decisions, the
sale of the Company's fossil-generation assets in the second quarter of 1999, the planned divestiture of its
nuclear generation ownership interests by the end of 2003, and, in anticipation of the Restructuring Act becom-
ing effective on January 1, 2000, on December 31, 1999 the Company discontinued applying SFAS No. 71to
the generation portion of its assets and operations. However, based on the recovery mechanism that allows
recovery of all of its stranded costs through its standard offer rates, the Company was not required to take any
write-offs in connection with this event. The Company expects to continue to meet the criteria for application
of SFAS No. 71 for the remaining portion of its assets and operations for the foreseeabie future. If a change in
accounting were to occur to the non-generation portion of the Company’s operations, it could have a material
adverse effect on the Company's earnings and retained earnings in that year and could have a material
adverse effect on the Company’s ongoing financial condition as well.

UTILITY PLANT  The cost of additions to utility plant and the cost of renewals and betterments are capital-
ized. Cost consists of labor, materials, services and certain indirect construction costs, including an allowance
for funds used during construction (AFUDC). The cost of current repairs and minor replacements is charged to
appropriate operating expense accounts. The original cost of utility plant retired or otherwise disposed of and
the cost of removal, less salvage, are charged to the accumulated provision for depreciation.

The Company's utility plant in service as of December 31, 1999 and 1998 was comprised as follows:

{inThousands) . . 1999 1998
Production {1l _ $ 211,012 $1,133,984
Transmission (1) v 148,419 161,643
Distribution 415,892 408,845
General (1) 48,578 56,264
Future use plant 30,167 30,505
Other (1 : ‘ ) _ 94,997 95,689
$1,007,065 $1,886,930

{1) As of December 31, 1999, the Company had reclassified $496.3 million of production piant, $7.4 mill ion of transmission plant, $7.5 million of
general plant and $0.6 million of ather piant associated with its nuclear entitlements from utility plant in service to a regulatory asset.

See Note (C), “Rate-related Regulatory Proceedings” for a discussion of the sale by the Company of its two
operating fossil-fueled generating stations and the regulatory decisions allowing for recovery of stranded
costs, including the above-market investment in nuclear generating units.

ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION  In accordance with the uniform systems of
accounts, the Company capitalizes AFUDC, which represents the approximate cost of debt and equity capital
devoted to plant under construction. The portion of the allowance applicable to borrowed funds is presented in
the Consolidated Statement of Income as a reduction of interest charges, while the portion of the allowance
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applicable to equity funds is presented as other income. Although the allowance does not represent current
cash income, it has historically been recoverable under the ratemaking process over the service lives of
the related properties. The Company compounds the allowance applicable to major construction projects
semi-annually. Weighted average AFUDC rates in effect for 1999, 1998 and 1997 were 7.75%, 7.0% and 7.5%,
respectively.

DEPRECIATION  Provisions for depreciation on utility plant for book purposes are computed on a straight-line
basis, using estimated service lives determined by independent engineers. One-half year's depreciation is
taken in the year of addition and dispositien of utility plant, except in the case of major operating units on which
depreciation commences in the month they are placed in service and ceases in the month they are removed
from service. The aggregate annual provisions for depreciation for the years 1999, 1998 and 1997 were equiva-
lent to approximately 3.10%, 3.26% and 3.15%, respectively, of the original cost of depreciable property.

INCOME TAXES _In accordance with Statement of Financial Accounting Standards (SFAS) No. 109,
“Accounting for Income Taxes,” the Company has provided deferred taxes for all temporary book-tax differ-
ences using the liability method. The liability method requires that deferred tax balances be adjusted to re_fléct
enacted future tax rates that are anticipated to be in effect when the temporary differences reverse. In accor- -
- dance with generally accepted accounting principles for reguléted industries, the Company has established a
regulatory asset for the net revenue requirements to be recovered from customers-for the related future tax
expense associated with certain of these temporary differences.

For ratemaking purposes, the Company normalizes all investment tax credits {ITC) related to recoverable plant
investments except for the ITC related to Seabrook Unit 1, which was taken into income in accordance with
provisions of a 1990 DPUC retail rate decision.

" ACCRUED UTILITY REVENUES  The estimated amount of utility revenues (less related expenses and applica-
ble taxes) for service rendered but not billed is accrued atthe end of each accounting period. )

CASH AND TEMPORARY -CASH lNVESTMENTS For cash flow purposes, the Company considers all highly
liquid debt instruments with a maturity of three months or less at the date of purchase to be cash and tempo-
-rary cash |nvestments ’

The Company is required to maintain an operating deposit with the project disbursing agent related to its 17.5%
owhership interest in Seabrook Unit 1. This operating deposit, which is the equivalent to one and one half
mphths of the funding requirement for operating expenses, is restricted for use and amounted to $2.3 miflion
and $3.8 million at December 31, 1999 and 1998, respectively.

The Cbmvpany's whoIIy-ownéd subsidiary, American bPayment Systems, Inc., maintains separate bank accounts
for holding cash received from clients’ customers before the amounts are transferred to clients. The amount of
this restricted cash at December 31, 1999 and 1998 was $26.9 million and $23.1 million, respectively.

AtDecember 31, 1999, the Company included in the cash balance $25 million ofzproceed‘s from the issuance by
the Business Finance Authority of the State of New Hampshire of $25 million principal amount of tax-exempt
Pollution Control Refunding Revenue Bonds that were held by a trustee.
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(A) Statement of Accounting
Policies (continued)

INVESTMENTS  The Company’s investment in the Connecticut Yankee Atomic Power Company, a nuclear
generating company in which the Company has a 9 1/2% stock interest, is accounted for on an equity basis.
This investment amounted to $10.0 milfion and $9.9 million at December 31, 1998 and 1998, respectively, and is
included on the Consolidated Balance Sheet as a regulatory asset. See Note (L}, “Commitments and
Contingencies — Other Commitments and Contingencies - Connecticut Yankee.”

RESEARCH AND DEVELOPMENT COSTS  Research and development costs, including environmental studies,
are charged to expense as incurred.

PENSION AND OTHER POSTEMPLOYMENT BENEFITS ~ The Company accounts for hormal pension plan

‘costs in accordance with the provisions of Statement of Financial Accounting Standards (SFAS) No. 87,

“Employers’ Accounting for Pensions,” and for supplemental retirement plan costs and supplemental early
retirement plan costs in accordance with the provisions of SFAS No. 88, “Employers’ Accounting for
Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefits.”

The Company accounts for other postemployment benefits, cansisting principally of health and life insurance,
under the provisions of SFAS-No. 106, “Employers’ Accounting for Postretirement Benefits Other Than
Pensions,” which requires, among other things, that the fiability for such benefits be accrued over the employ-
ment period that encompasées eligibility to receive such benefits. The annualincremental cost of this accrual
has been allowed in retail rates in accordance with a 1992 rate decision of the DPUC.

URANIUM ENRICHMENT OBLIGATION  Under the Energy Policy Act of 1992 {(Energy Act), the Company will
be assessed for its proportionate share of the costs of the decontamination and decommissioning of uranium
enrichment facilities operated by the Department of Energy. The Energy Actimposes an overall cap of $2.25 bil-
lion on the obligation assessed to the nuclear utility industry and limits the annual assessment to $150 million
each year over a 15-year period. The Company has recovered these assessments in rates as a component of
fuel expense. Accordingly,the Company has recognized i%e unrecovered costs as a regulatory asset on its
Consolidated Balance Sheet. At December 31,1999, the Company's remaining share of the obligation, based
on its ownership and leasehold interests in Seabrook Unit 1 and Millstone Unit 3, was approximately $1.0 milfion.

NUCLEAR DECOMMISSIONING TRUSTS  External trust funds are maintained to fund the estimated future
decommissioning costs of the nuclear generating units in which the Company has an ownership interest.
These costs are accrued as a charge to depreciation expense over the estimated service lives of the units and
are recovered in rates on a current basis. The Company paid $4.0 million, $2.6 million and $2.6 million during
1999, 1998 and 1997 into the decommissioning trust funds for Seabrook Unit 1and Millstone Unit 3. At
December 31,1999, the Company's shares of the trust fund balances; which included accumulated earnings on
the funds, were $20.5 million and $7.8 million for Seabrook Unit 1 and Milistone Unit 3, respectively. These fund
balances are included in “Other Property and Investments” and the accrued decommissioning obligation is
included in “Noncurrent Liabilities” on the Company’s Consolidated Balance Sheet.

IMPAIRMENT OF LONG-LIVED ASSETS  Statement of Financial Accounting Standards (SFAS) No. 121,
“Accounting for the Impairment of Long-Lived Assets to Be Disposed Of" requires the recognition of impair-
ment losses on leng-fived assets when the book value of an asset exceeds the sum of the expected future
undiscounted cash flows that result from the use of the asset and its eventual disposition. This standard also
requires that rate-regulated companies recognize an impairment loss when a regulator excludes all or part of a
cost from rates, even if the regulator allows the company to earn a return on the rémaining allowable costs.
Under this standard, the probability of recovery and the recognition of regulatory assets under the criteria of
SFAS No. 71 must be assessed on an ongoing basis. The Company does not have any assets that are impaired
under this standard.
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EARNINGS PER SHARE  The following table presents a reconciliation of the numerators and denominators of
the basic and diluted earnings per share calculations for the years 1999, 1998 and 1997:

Income Applicable to Average Number of
. Common Stock Shares Outstanding Earnings
(In Thousands, Except Per Share Amounts} ) {Numerator) (Denominator) per Share
1999 _ : .
Basic earnings per share $52,105 } 14,052 BN
Effect of dilutive stock options - 3 {.00)
Diluted earnings per share $52,105 14,055 81
1998 | | | -

- Basic earnings per share ’ $44,892 14,018 $3.20
Effect of dilutive stock options . - "5 - (.00)
Diluted earnings per share ’ ' '$44,892 14,023 $3.20

1997 . .
Basic earnings per share ’ $43,300 13,976 $3.10
Effect of dilutive stock options _ - - 16 (.01)
_ Diluted earnings per share ' $43,300 13992 $3.09

STOCK-BASED COMPENSATION  The Company accounts for employee stock-based compensation in accor-
dance with Statement of Financial Accounting Standards (SFAS) No. 123, “Accounting for Stock-Based
Compensation.” This statement establishes financial accounting and reporting standards for stock-based
employee compensation plans, such as stock purchase plans, stock options; restricted stock, and stock appre-
ciation rights. The statement defines the methods of determining the fair value of stock-based compensation
and requires the recognition of compensation expense for book purposes. However, the statement allows enti-
ties to continue to measure compensation expense in accordance with the prior authoritative literature, APB
No. 25, “Accounting for Stock Issued to Employees,” butrequires that pro forma netincome and earnings per
share be disclosed for each year for which an income statement is presented as if SFAS No. 123 had been
applied. The accounting requirements of this statement are effective for transactions entered into after 1935.
However, p‘ro forma disclosures must include the effects of all awards granted after January 1, 1995. As of
December 31, 1999, there were no optmns to which this statement would apply Options granted in 1999 are not
yet exercisable.

NEW ACCOUNTING STANDARDS  On January 1, 1998, the Company adopted Statement of Financial

’ Standards (SFAS) No. 130, “Reporting Comprehensive Income,” which provides authoritative guidance on the
reporting and display of comprehénsive income and its components. For the years ended December 31,1999,
1998 and 1997 comprehensive income was equal to netincome as reported.

On January 1, 1998, the Company adopted SFAS No. 131, “Disclosures about Segments of an Enterprise and
Related Information,” which provides guidance about segment reporting. As described in Note (P), “Segment
Information,” the Company has only one reportable segment, that of regulated generation, distribution and sale
of electricity.

In June 1998, the Financial Accounting Standards Board issued SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities.” This statement, which is effective for fiscal quarters of fiscal years begin-
ning after June 15, 2000, establishes accounting and r‘eporting standards for derivative instruments and for
hedging activities. It requires entities to recognize all derivatives as either assets orliabilities in the statement
of financial position and measure those instruments at fair value. The accounting for the changes in the fair
value of a derivative (gains and losses) would depend on the intended use and designation of the derivative.
The Company cannot reasonably assess what effect applying SFAS No. 133 will have on its financial condition
and results of operations in the future.
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COMMON STOCK  The Company had 14,334,922 shares of its comman stock, no par value, outstanding at
December 31, 1999 and 1998, of which 272,420 shares and 300,360 shares were unallocated shares held by the
Company's Employee Stock Ownership Plan (ESOP) and not recognized as outstanding for accounting pur-
poses as of December 31, 1999 and 1998, respectively.

In 1990, the Company's Board of Directors and the shareowners approved a stock option plan for officers and
key employees of the Company. The plan provides for the awarding of options to purchase up to 750,000 shares
of the Company's common stock over periods of from one to ten years following the dates when the options are
granted. The Connecticut Department of Public Utility Control (DPUC) has approved the issuance of 500,000
shares of stock pursuant to this plan. The exercise price of each option cannot be less than the market value of
the stock on the date of the grant. Options to purchase 3,500 shares of stock at an exercise price of $30 per
share, 7,800 shares of stock at an exercise price of $39.5625 per share, and 5,000 shares of stock at an exercise
priceof$42.375 per share have been granted by the Board of Directors and remained outstanding at December
31, 1999. No options were exercised during 1999. ‘

1999 1998 1997
Weighted - Weighted Weighted
Average Average - Average
Exercise Exercise Exercise
. Shares Price Shares Price Shares Price
Bélan’ce — Beginning of Year ‘ 16,300 $38.37 115,098 $33.90 252,331 $32.20
Granted - - - - o= ~
Forfeited » A - - - - {2,400) . $30.75
Exercised o - ~  (98,798) $33.16 (134,833) $30.79
Balance — End of Year ] 16,300 $38.37 - 16,300 $38.37 115,098 $33.90
Exercisable at End of Year 16,300 $38.37 16,300 $38.37 96,698 $34.Sl

On March 22,1999, the Compahy’s Board of Directors approved a stock option plan for directors, officers and
key employees of the Company. The plan provides for the awarding of options to purchase up’to 650,000 shares
of the Company’s common stock over periods of from one to ten years following the dates when the options are
granted. The exercise price of each option cannot be less than the market value of the stock on the date of the
grant. On June 28, 1999, the Company's shareowners approved the plan. Options to purchase 137,000 shares
of stock at an exercise price of $43 7/32 per share have been granted by the Board of Directors and remained
outstanding at December 31, 1999. No options to purchase shares of the Company’s common stock can be
exercised without the approval of the DPUC; and, as December 31, 1999, the Company had not requested
approval by the DPUC. ‘

On February 23, 1998, the Board of Directors granted 80,000 “phantom” stock options to Nathaniel D. Woodson
upon his appeintment as President of the Company. On each of the first five anniversaries of the grant date,
16,000 phantom stock options become exercisable and can be exercised at any time within Mr. Woodson's
period of employment with the Company by means of the Company paying him the difference between the pre-
vailing market price for each share and the phantom stock option price of $45.16 per share. At ten years after
the grant date any unexercised phantom stock options will expire. At December 31, 1999, 16,000 phantom stock
options were exercisable. Due to the immaterial effect on results of operations, no expense was recognized
with regard to the phantom stock options. ' ‘
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The Company has entered into an arrangement under which it loaned $11.5 million to The United llluminating
Company Employee Stock Ownership Plan (ESOP). The trustee for the ESOP used the funds to purchase shares
of the Company’s common stock in open market transactions. The shares will be allocated to employees’ ESOP
accounts, as the loan is repaid, to cover a portion of the Company’s required ESOP contributions. The loan will
be repaid by the ESOP over a twelve-year period, using the Company’s contributions and dividends paid on the
unallocated shares of the stock held by the ESOP. As of December 31, 1999, 272,420 shares,twith a fair market
value of $14.0 million, had been purchased by the ESOP and had not been committed to be released or allo-
cated to ESOP partlmpants

RETAINED EARNINGS RESTRICTION The indenture under which $200 million principal amount of Notes are
issued places limitations on the payment of cash dividends on common stock and on the purchase or redemp-
tion of common stock. Retained earnings in the amount of $117.3 million were free from such limitations at
December 31, 1999. '

PREFERRED AND PREFERENCE STOCK  The parvalue of each of these issues was credited to the appropri-
ate stock account and expenses related to these issues were charged to capital stock expense.

On April 8, 1999, the Company called for redemption all 10,370 shares of its outstanding $100 par value 4.35%
Preferred Stock, Series A, all 17,158 shares of its outstanding $100 par value 4.72% Preferred Stock, Series B,
all 12,745 shares of its outstanding $100 par value 4.64% Preferred Stock, Series C and all 2,712 shares of its
oltstanding $100 par value 5 5/8% Preferred Stock, Series D. The Company paid a redemption premium of
$53,355 in effecting these redempﬂons which were completed on May 14, 1999.

Shares of preferred stock have preferentlal dividend and liquidation rights over shares of common stock. -
Preferred shareholders are not entitled to general voting rights. However, if any preferred dividends are in
arrears for six or more quarters, or if certain other events of default occur, preferred shareholders are entitied
to elect a majority of the Board of Directors until all preferred dividend arrearages are paid and any event of
default is remedied. There were no shares of preferred stock outstandmg atDecember 31,1999, ’

Preference stock is a form of stockthat is |un|orto preferred stock but senior to common stack. Itis not sublect
to the earnings coverage requirements or minimum capital and surplus requirements governing the issuance
of preferred stock. There were no shares of preference stock outstanding at December 31, 1999.

COMPANY-OBLIGATED MANDATORILY REDEEMABLE SECURITIES OF SUBSIDIARY HOLDING SOLELY PARENT

" DEBENTURES  United Capital Funding Partnership L.P. (United Capital) is a special purpose limited partner-
ship in which the Company owns all of the general partner interests. United Capital has |ssued $50 million of
9 5/8% Preferred Capital Securities, Series A, (Preferred Securities), the dividends on which are accrued and -

pald monthly.

The sole holding of United Capital is the $50 million of 9 5/8% Junior Subordinated Deferrable Vlnterest
Debentures, Series A, due April 30,2025, (the Series A Debentures) issued by United [lluminating in 1995.

Holders of the Preferred Securities will be entitied to receive, to the extent of funds held by United Capital,
cumulative preferential dividends, at an annual rate 9 5/8% of the liquidation preference of $25 per security,
_ payable monthly in arrears on the last day of each calendar month. The payment of dividends and payments
~ on redemption with respect to the Preferred Securities to the extent of funds-held by United Capital, will be -
guaranteed under a Payment and Guarantee Agreement (the Guarantee) of United llluminating. The Guarantee
does not cover payment of amounts in respect of the Preferred Securities to the extent that United Capital
does not have available funds for the payment thereof and cash on hand sufficient to make such payment.
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Such funds and cash on hand will be limited to payments by United llluminating on the Series A Debentures.
If United Illuminating fails to make interest payments on the Series A Debentures, United Capital will have
insufficient funds to pay dividends on the Preferred Securities and the Guarantee will not cover payment of
dividends. '

The Preferred Securities are subject to mandatory redemption when the Series A Debentures mature or are
redeemed.

LONG-TERM DEBT ;
(In Thousands) December 31, 1999 1998

OTHER LONG-TERM DEBT-
Pollution Control Revenue Bonds:

4.35%, 1996 Series, due June 26,2026 (1 S8 1500 $ 7,500

8%, 1989 Series A, due December 1,2014 25,000 25,000

5 7/8%, 1993 Series, due October 1,2033 64,460 64,460

Pollutiori Control Refunding Revenue Bonds: : ,

4.35%, 1997 Series, due July 30,2027 {2 . _ ’ - 27,500 27,500

4.55%, 1997 Series, due July. 30, 2027{1) 71,000 71,000

" 5.40%, 1999 Series, due December 1,2029 3 : 25,000 -

‘Notes: ‘ , ' :

6.20%, 1993 Series H, due January 15,1993 - . - 66,202

6.25%, 1998 Series |, due December 15, 2002 100,000 100,000
6.00%, 1998 Series J, due December 15, 2003 * 100,000 100,000 -

Term Loans: .

6.95%, due August 29, 2000 4) ' B 50,000

6.4375%, due September 6,2000 1 - 20,000

6.675%, due October 25,2001 (4 ’ - 25,000

7.005%, due October 25,2001 @) - - 50,000

Obligation under the Seabrook Unit 1 , '

sale/leaseback agreement ‘ 210424 217,230

' 630,884 823,892

Unamortized debt discount less premium - ' (243) ' {320}

630,641 823,572

Less: )

Current portion included in Current Liabilities 25,000 66,202

Investment-Seabrook Lease Obligation Bonds 87,413 92,860

Total Long-Term Debt ) ‘ : $518,228 $664,510

(1) The interest rate for these Bonds was fixed on February 1, 1939 for the five-year period ending January .30, 2004. Prior to February 1, 1998,
the interest rate was variable. :

(2) The interest rate for these Bonds was fixed on February 1, 1999 for the three-year period ending January 30, 2002. Prior to February 1,
1999, the interest rate was variable. :

(3) The interest rate for these Bonds was fixed on December 16, 1999 for the three-year period ending December 1, 2002.

(4) The fixed interest rate for these variable interest rate term loans reflected the effect of the associated interest rate swaps.
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On January 16, 1999, the Company repaid $66.2 million principal amount of 6.20% Notes at maturity.

On February 1, 1999, the Company converted $7.5 million principal amount of Connecticut Development
Authority Bonds from a weekly reset mode to a five-year multiannual mode. The interest rate on the Bonds for
the five-year period beginning February 1, 1999 is 4.35% and interest is payable semi-annually on August 1and
February 1.In addition, on February 1, 1999, the Company converted $98.5 million principal amount Business
Finance Authority of the State of New Hampshire Bonds from a weekly reset mode to a multiannual mode. The
interest rate on $27.5 million principal amount of the Bonds is 4.35% for a three-year period beginning February
1, 1999. The interest rate on $71 million principal amount of the Bonds is 4.55% for a five-year period. Interest on
the Bonds is payable semi-annually on August 1and February 1.

On March 8, 1999, the Co'mpavny prepaid and terminated $20 million of the remaining $70 million outstanding
debt under its $150 million Term Loan Agreement dated August 29, 1995. On April 16,1999, the Company pre-
paid and terminated the entire remaining $50 million nutstanding debt under said $150 million Term Loan
Agreement, and the entire$75 million outstanding debt under its Term Loan Agreement dated October 25, 1996.

On December 16, 1999, the Company borrowed $25 miilion from the Business Fmance Authority of the State of
New Hampshire (BFA), representing the proceeds from the issuance by the BFA of $25 million prlnmpal amount
of tax-exempt Pollution Cantrol Refunding Revenue Bonds (PCRRBs). The Company is obligated, under its bor-
rawing agreement with the BFA, to pay to a trustee for the PCRRBs’ bondholders such amounts as will pay,
when due, the principal of and the premium, if any, and interest on the RCRRBs. The PCRRBs will mature in
2029, and their interest rate is fixed at 5.4% for the three-year-period ending December 1, 2002. At December
31, 1999; these proceeds were held by a trustee and were recognized as cash and long-term debt on the
Consolidated Balance Sheet. The Company has used the prbeeeds of this $25 million borrowing to cause the
redemption and repayment of $25 milfion of 8.0%, 1983 Series A, Pollution Control Revenue Bonds, an out-
standing series oftax¢exempt bonds on which the Company also had a payment obligation to a trustee for the
bondholders. Expenses associated with this transaction, including redemption premiums totaling $750,000 and
other expenses of approxmately $417,000, were paid by the Company.

The expenses toissue long-term debt are deferred and amortlzed over the life of the respective debt i issue.
Maturities and mand»atory redemptions/repayments are set forth below: -

(tn Thausands) o ‘2600 ‘ l 2001 2002 . 2003 ) 2004

Maturiies =~ § - $ - ~ $100,000 $100,000 $ -

{C) Rate-Related Regulatory A

Proceedings

0n~Deceniber 31, 1996, the DPUC completed a financial and operational'review of the Company and-ordered a .

ﬁve~year incentive regulation plan for the years 1997 through 2001 {the Rate Plan). The DPUC did not change
the existing retail base rates charged to customers, but the Rate Plan increased amortization of the Company’s

- conservation and load management program investments during 1997-1998, and accelerated the amortization

and recovery of unspecified assets during 1999-2001 if the Company’s common stock equity return on utility

" investment exceeds 10.5% after recording the amortization. The Rate Plan also provided for retail price reduc-

tions of about 5%, compared to 1996 and phased-in over 1997-2001, primarily through reductions of conserva-
tion adjustment mechanism revenues, through a surcreditin each of the five plan years, and through accep-

tance of the Company’s proposal to modify the operation of the fossil fuel clause mechanism. The Company’s
authorized return on utility common stock equity during the periad is 11.5%. Earnings above 11.5%, on an

" annual basis, are to be utilized one-third for customer price reductions, one-third to increase amortization of

assets, and one-third retained as earnings. As a resuit of the Rate Plan, customer prices were required to be

" reduced, on average, by 3% in 1997 compared to 1996. Also as a result of the Rate Plan, customer prices were

required to be reduced by an additional 1% in 2000, and another 1% in 2001, compared to 1996. Retail revenues
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decreased by approximately 7.0% through 1999 compared to 1996 due to customer price reductions. The Rate
Plan was reopened in 1998, in accordance with its terms, to determine the assets to be subjected to acceler-
ated recovery in 1999. The DPUC decided on February 10, 1999 to subject $12.1 million of the Company's regula-
tory tax assets to accelerated recovery in 1999.

The Rate Plan includes a provision that it may be reapened and modified upon the enactment of electric utility
restructuring legisiation in Connecticut. On October 1, 1999, the DPUC issued its decision establishing the
Company's standard offer customer rates, commencing January 1, 2000, at a level 10% below 1986 rates, as
directed by the Restructuring Act described in detail below. These standard offer customer rates are in effect
for the period 2000-2001 and supercede the rate reductions for this period that were included in the Rate Plan.
The decision also reduced the required amount of accelerated amortization in 2000 and 2001. Under this deci-
sion, all other components of the Rate Plan are expected to remain in effect through 2001. The Connecticut
Ofﬁce of Consumer Counsel, the statutory representative of consumer interests in public utility matters, is con-
<test|ng the DPUC's calculation of the level of the Companys 1996 rates in an appeal taken to the Superior Court
‘ from the DPUC's decision.

in April 1998, Connecticut enacted Public Act 98-28 {the Restructuring Act), a massive and complex statute
designed to restructure the State’s regulated electric utility industry. As a result of the Act, the business of gen-
eréting and selling electricity directly to consumers is opened to competition. These business activities are
_separated from the business of delivering electricity to consumers, also known as the transmission and distrib-
ution business. The business of delivering electricity remains with the incumbent franchised utility companies
(including the Company), which continues to be regulated by the DPUC as Distribution Companies. Since mid-
1999, Distribution Companies have been required to separate on consumers’ bills the electricity generation
services component from the charge for delivering the electricity and all other charges.

A major component of the Restructuring Act is the collection, by Distribution Companies, of a “competitive
transition assessment,” a “systems benefits charge,” an “energy conservation and load management program
charge” and a “renewable energy investment charge.” The competitive transition assessment represents
costs that have been reasonably incurred by, or will be incurred by, Distribution Companies to meet their public
service obligations as electric companies, and that will likely not otherwise be recoverable in a competitive
'generation and supply market. These costs include above-market long-term purchased power contract obliga-
tions, regulatory asset recovery and above-market investments in power plants (so-called stranded costs). The
systems benefits charge represents public policy costs, such as generation decommissioning and displaced
worker protection costs. Beginning in 2000, a Distribution Company must collect the competitive transition
assessment, the systems benefits charge, the energy conservation and load management program charge and
the renewable energy investment charge from all Distribution Company customers.

The Restructuring Act requires that, in order for a Distribution Company to recover any stranded costs associ-
ated with its power plants, its fossil-fueled plants must be sold prior to 2000, with any net excess proceeds
used to mitigate its recoverable stranded costs, and the Company must attempt to divest its ownership inter-
ests in its nuclear-fueled power plants prior to 2004.

On October 2, 1998, the Company agreed to sell both of its operating fossil-fueled generating stations,
Bridgeport Harbor Station and New Haven Harbor Station, to Wisvest-Connecticut, LLC, a single-purpose
subsidiary of Wisvest Corporation. Wisvest Carporatian is a non-utility subsidiary of Wisconsin Energy
Corporation, Milwaukee, Wisconsin. On April 16, 1999, the transaction closed and the Company received
approximately $277.9 million from this sale. The Company realized a before-tax book gain of $86.5 million from
the sale of these plant investments. However, under the Restructuring Act, this gain was offset by a writedown
of the stranded costs eligible for collection by the Company under the Restructuring Act's competitive transi-
tion assessment, such that there was no netincome effect of the sale. The Company used the net cash
proceeds from the sale to reduce debt.
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On October 1, 1998, in its “unbundling plan” filing with the DPUC under the Restructuring Act, and in other reg-
ulatory dockets, the Company stated that it plans to divest its nuclear generation ownership interests (17.5% of
Seabrook Unit 1in New Hampshire and 3.685% of Millstone Station Unit 3 in Connecticut} by the end of 2003,
in accordance with the Restructuring Act. The DPUC is currently considering the Company’s plan for divesting
its ownership interestin Millstone Unit 3 through an auction process to be conducted by a consultant to be
selected by the DPUC. The divestiture process for Seabrook Unit 1 has not yet been determined. In anticipa-
tion of uitimate divestiture, the Company has satisfied the Restructuring Act's requirement that nuclear gener-
ating assets be separated from its transmission and distribution assets. This was accomplished by transferring
the nuclear generatlng assets into a separate new division of the Company, using divisional financial state-
ments and accountmg to segregate all revenues, expenses, assets and liabilities associated with nuclear own-
ership interests. In a decision dated May 19, 1999, the DPUC approved the Company's proposal in this regard.

The Company’s unbundling plan also proposes to separate its ongoing r‘eguvlated transmission and distribution
operations and functions, thatis, the Distribution Company assets and operations, from all of its unregulated
operations and activities. This would be achieved by undergoing a corporate restructuring into a holding com-
pany structure. In the holding company structure proposed, the Company will become a wholly-owned sub-
sidiary of a holding company, and each share of the common stock of the Company will be converted into a
share of common stock of the holding company. In connection with the formation of the holding company
structure, all of the Company's interests in all of its operating unregulated subsidiaries will be transferred to the
holding company and, to the extent new businesses are subsequently acquired or commenced, they will also
be financed and owned by the holding company. An application for the DPUC’s approval of this corporate
restructuring was filed on November 13,1998 and, in a decision dated May 19, 1999, the DPUC approved the
proposed corporate restructuring. The Company has filed applications with the Federal Energy Regulatory
Commission and the Nuclear Regulatory Commission seeking approval of the proposed corporate restructur-
ing, and a special meeting of the Company's shareowners will be held on March 17, 2000 to vote on approval of
the restructuring. '

On March 24, 1999, the Company applied to the DPUC for a calculation of the Company’s stranded costs that
will be recovered by it in the future through the competitive transition assessment under the Réstructuring Act.
'~ Ina decision dated August 4, 1999, the DPUC determined that the Company's stranded costs total $801.3 million,
consisting of $160.4 million of above-market long-term purchased powef contract obligations, $153.3 million of
generation-related regulatory assets (net of related tax and accounting offsets), and $487.6 million of above-
market investments in nuclear generating units {net of $26.4 million of gains from generation asset sales and
other offsets related to generation assets). The DPUC decision provides that these stranded cost amounts are
subject to true-ups, adjustments and potential additional future offsets, in accordance with the Restructuring
Act. The Connecticut Office of Consumer Counsel, the statutory representative of consumer interests in public
utility matters, is contesting the DPUC's calculation of the market value of the Companys generating assets in
an appeal taken to the Superior Court from the DPUC’s decision. :

‘ Underthe Restructunng Act, retail customers representlng a total of up to 35% of the Company's retail cus-
_tomer load became able to choose their power supply providers on and after January 1, 2000, and all of the
Compariy’s-customers will be able to choose their power supply providers as of July 1,2000. On and after
January 1, 2000 and through December 31, 2003, the Company is required to offer fully-bundled “standard
offer” electric service, under regulated rates, to all customers who do not choose an alternate power supply
provider. The standard offer rates must include the fully-bundled price of generation, transmission and distribu-
tion services, the competitive transition assessment, the systems benefits charge and the conservation and
renewable energy charges. The fully-bundied standard offer rates must also be atleast 10% below the average
fully-bundled prices in 1996.
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In March of 1999, the DPUC commenced a proceeding to determine what the Company’s standard offer rates
should be under the above requirements of the Restructuring Act. In April, May and June of 1899, the Company
filed descriptive material, data and supporting testimony with the DPUC setting forth the Company’s overall
approach for determining the components of its standard offer rates, and for continuation of the ﬁve-yéar Rate
Plan ordered by the DPUC in its 1996 financial and operational review of the Company {see above) through the
four-year standard offer period. On July 27, 1998, the Company and Enron Capital & Trade Resources Corp.
(ECTR), an affiliate of Enran Corp., Houston, Texas (Enron) filed with the DPUC a joint stipulation and settlement
proposal to resolve simultaneously all of the issues in the Company’s standard offer rate proceeding. The pro-
posal included an arréngement between the Company and ECTR whereby ECTR will supply all of the genera-
tion services needed by the Company to meet its standard offer obligations for the four-year standard offer
period, and an assumption by ECTR of all of the Company’s long-term purchaséd power agreement (PPA) oblig-
ations. The stipulation and settlement proposal also provided for the Company’s standard offer rates at a fully-
bundled level that complies with the 10% reduction required by the Restructuring Act, including the Qeneratio'n
services component of these rates, the Company’s stranded costs for purposes of future recovery, the compet-

_ itive transition assessment, systems benefits charge, delivery (transmission and distribution) charges, and

conservation, load management and renewable energy charges. The Company also requested that a pur-
chased power adjustment clause authorized by the Restructuring Act be putin place to adjust standard offer
rates for limited purposes, and that the Company's five-year Rate Plan, as modified and supplemented by the
stipulation and settlement proposal, be continued during the four-year standard offer period. In'its decision,
dated October 1, 1999, on the Company's standard offer rates, the DPUC approved elements of the stipulation
and settlement proposal, including the arrangements with ECTR, subject to specified changes; including
changes in the level of the generation services component of customers’ rates. On October 15, 1999, the
Companyfiled its standard offer generation services component of rates in compliance with the DPUC's deci-
sion, and the Company and ECTR concurrently filed a revised stipulation and settiement proposal. These filings
were approved by the DPUC on December 9, 1999 and, on December 28, 1999, the Company and Enron Power
Marketing, Inc., another affiliate of Enron, entered into a Wholesale Power Supply Agreement, a PPA
Entitlements Transfer Agreement and related agreements documenting the approved four-year standard offer
power supply arrangement and the assumption of alt of the Company’s PPAs, effective January 1, 2000. From
January 1,2000 through June 30, 2000, EPMI will sell to the Company energy beyond that supplied by Wisvest
as described above. The agreements also provide for the sale to EPM of the Company's entitiements under all
of its wholesale purchased power agreements (PPAs). However, unless or until a PPA is terminated or formally
asSignéd to EPMI, the Company remains legaily liable to pay the applicable power supplier all amounts due
under the PPA. The agreements with EPMI also include a financially settled contract for differences related to
certain call rights of EPMI-and put rights of the Company with respect to the Company's entitlements in
Seabrook Unit 1and in Millstone Unit 3, and the Company’s provision to EPMI of certain ancillary products and
services associated with those nuclear entitlements, which provisions terminate at the earlier of December
31, 2003 or the date that the Company sells its nuclear interests. The agreements do not restrict the Company's
right to sell to third parties the Company’s ownership interests in those nuclear generation units or the gener-
ated energy actually attributable to its ownership interests.

Based on the decisions in the regulatory proceedings described above, the sale of the Company's fossil-gener-
ation assets inthe second quarter of 1999, the planned divestiture of its nuclear generation ownership inter-
ests by the end of 2003, and in anticipation of the Restructuring Act becoming effective on January 1, 2000, the.
Company ceased applying SFAS No. 71 to the generation portion of its assets and operations as of December

.31, 1999. Based on the favorable DPUC decisions that allow full recovery, through the Company's rates, of alt

historically incurred stranded costs, the Companydid not record any write-offs in connection with this event.
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{D) Accounting for Phase-in Plan

The Company phased into rate base its allowable investment in Seabrook Unit 1, amounting to $640 million,
during the period January 1,1990to January 1, 1994. In conjunction with this phase-in plan, the Company was
allowed to record a deferred return on the portion of allowable investment excluded from rate base during the
phase-in period. The Company amortized the net-of-tax accumulated deferred return of $62.9 million.over the
five-year period that ended on December 31, 1998.

(E) Short-Term Credit
Arrangements

The Company has a revolving credit agreement with a group of banks, which currently extends to December 7,
2000. The borrowing limit of this facility is $60 miilion. The facility permits the Company to borrow funds at a
fluctuating interest rate determined by the prime lending market in New York, and also permits the Company to
borrow money for fixed periods of time specified by the Company at fixed interest rates determined by the
Eurodoltar interbank market.in London, If a material adverse change in the business, operations, affairs, assets
or condition, financial or otherwise, or prospects of the Company and its subsidiaries, on a consolidated basis,
should occur, the banks may decline to lend additional money to the Company under this revolving credit

-agreement, although borrowings outstanding at the time of such an occurrence would notthen become due

and payable. As of December 31, 1999, the Company had $17 million in short-term borrowings outstandmg
under this facility.

“The Company's long-term debt instruments do not limit the amount 6f short-term debt that the Company may

issue. The Company’s revolving credit agreement described above requires it to maintain an available earn-
ings/interest charges ratio of not less than 1.5:1.0 for each 12-month period ending on the last day of each
calendar quarter. For the 12-month period ended December 31, 1999, this coverage ratio was 4.7:1.0.

Information with respect to short-term borrowings under the Company’s revolving credit agreements is
as follows: : : '

(In Thousands) » 4 1999 1998 ) 1997

Maximum aggregate principal amount of short-term )
borrowings outstanding at any month-end ' $80,000 $1 3D,000 $50,000

.Average aggregate short-term borrowings outstanding ' _
during the year* - ‘ ‘ $45,300 $115,753 $41,40

Weighted average interest rate* : 55% 6.1% . 5.9%

Pnnmpal amounts outstanding at year-end $17,000 $ 80,000 . : $30,000

Annualized mterest rate on principal amounts outstandlng . o

at year—end 7.0% ‘ - 8.7% 6.2%

*Average short-term borrowings represent the sum of daily borrowmgs outstanding, weighted for the number of days outstanding and divided
by the number of days in the period. The weighted average interest rate is determined by dividing interest expense by the amount of average
borrowings. Commitment fees of approximately $291,000 and $381,000 paid during 1999 and 1998, respectively, are excluded from the calcula-
tion of the weighted average interestrate.
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(1) $G;719 of this amount is for deferred income tax benefits from prior years.

(In Thousands) 1999 1998 1997
Income tax expense consists of:
INCOME TAX PROVISIONS:
Current
Federal $91,247 $36,774 " $23,568
State 23,891 10,685 - 7,545
Total current 115,138 47,459 31,113
Deferred
Federal (39,767) 2,964 6,123 .
State (13,004} 10 - 681
Total deferred {52,771) -3,074 6,804
: lnvestment tax credits (467) (762} - (762)
TOTAL INCOME TAX EXPENSE $61,900 $49,771 $37,155
INCOME TAX CUMPONENTS CHARGED AS FOLLOWS:
Operating expenses ' $66,564 $53,619 $40,833
Other income and deductions — net {4,664) {3.848) - (3,678)
TOTAL INCOME TAX EXPENSE $61,300 $49.771 $37,155
The following table details the components
of the deferred income taxes: _
Gain on sale of utility property {$70,573) {$697) {$272)
Tax depreciation on unrecoverable piant investment 5,902 6,291 8,089
Fossil plants decommissioning reserve (116) (329) (7,286)(1
Conservation & load management (2,181} (8,026} (5,768}
Accelerated depreciation 4,996 5,449 5,681
Pension benefits , 4192 . 3,463 491
Seabrook sale/leaseback transaction {69} 304 2,664
Cancelled nuclear project - (467) {467) (467)
Unit overhaul and replacement power costs 1,523 (1,157} 212
Displaced worker protection costs 2,329. - -
Deferred fossil fuel costs - - {686)
Bond redemption costs (1,014) {1,039) 172
- Property tax settlement 834 {834) -
Other 1,873 116 {446)
DEFERRED INCOME TAXES - NET {$52,771) $3,074 $6,804
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Total income taxes differ from the amounts computed by applying the federal statutory tax rate to income
before taxes. The reasons for the differences are as follows: -

{In Thousands) 1999 1998 1997
Pre-Tax Tax | . Pre-Tax Tax Pre-Tax Tax
Computed tax at federal statutory rate $ 39,943 $33,195 $28,214
Increases (reductions) resulting from: :
Deferred return-Seabrook Unit 1 12,586 4,405 12,586 4,405 12,586 4,405
{TC taken into income (468) (468) (762) (762) (762) (762)
Allowance for equity funds used -
during construction (5750 (201) (13) (5) (336)  (118)
Fossil plant decommissioning- ‘
reserve {262) (92) (723} - (253) {15,591)  {5,457)

Amortization of regulatory asset 22,635 7922 - - -

‘Book depreciation in excess of '
non-normalized tax o _
depreciation 16,155 5,654 22,789 7976 23926 83714

State income taxes, net of federal
income tax benefits 10,887 7,076 10,795 7,017 8,226 5,345
Otheritems —net - (6,683) _ (2,339) - (5,148) (1,802) (8,134) (2,846}
_ Total income tax expense $ 61,900 $49771 - $37,155
Book income before income taxes $naaz $94,843 $80,612
Effective income tax rates 542% - 52.5% 46.1%

At December 31, 1999, the Company had deferred tax liabilities for taxable temporary differences of $352 million
and deferred tax assets for deductible temporary differences of $88 million, resulting in a netdeferred tax liabil-
ity of $264 million. Significant components of deferred tax liabilities and assets were as follows: tax liabilities on
book/tax plant basis differences and on the cumulative amount of income taxes on temporary differences pre-

“viously flowed through to ratepayers, $215 million; tax liabilities on normalization of book/tax depreciation tim-
ing differences, $125 million and tax assets on the disallowance of plant costs, $35 million.
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(G} Supplementary Information {In Thousands} 1999 1998 1997
‘ OPERATING REVENUES '
Retail $639,596 $631,607 $622,333
Wholesale — capacity 2,235 11,524 9,747
—energy 22,099 33,424 73,124
Other 16,045 9,636 3,825
TOTAL OPERATING REVENUES $679,975 $686,191 $709,029
SALES BY CLASS(MWH’s) - UNAUDITED
Retail
Residential ‘ 2,053,927 1,924,724 1,899,284
Commercial 2,388,240 2,324,507 - 2,248,974
Industrial . 1,161,856 1,154,935 1,168,470
Other 48,027 48,166 48,619
5,652,050 ’ 5,452,332 5,365,347
Wholesale o 1,009,866 1,551,109 2,700,393
TOTAL SALES 6,661,916 7,003,441 8,065,740
OTHER OPERATION EXPENSES ) . )
Production - : $ 20,850 $ 28,427 $ 26,203
Transmission & Distribution 42,336 35,681 36,926
~ Customer Service 26,923 o 26,582 28,957
Administrative & General 57,600 55,368 66,514
TOTAL _ $ 147,709 $146,058 - $158,600
DEPRECIATION ‘
Plantin service $53,347 $ 67,143 $ 65,585
Accelerated conservation and load management 0 13,086 6,636
Nuclear decommissioning 4,004 2,580 2,397
$ 57,351 $ 82,809 $ 74,618
OTHER TAXES
Chargedto:
Operating:
State gross earnings $ 24,518 " $ 24,039 $ 23571
Local real estate and personal property {1 17,745 35,088 22974
Payroll taxes 4877 ‘ 5,547 5,948
' 47,140 . 64,674 52,493
Nonoperating and other accounts 598 510 459
TOTAL OTHER TAXES $ 47,7138 $ 65,184 $ 52,952
OTHER INCOME AND (DEDUCTIONS) — NET . v
Interestincome -8 1801 $ 318 $ 2317
Equity earnings from Connecticut Yankee 36 - 854 1,343
Loss from subsidiary companies 2 (590) {1,748) {3,639)
Miscellaneous other income and {deductions) — net {2,085) (1,190 1,340
TOTAL OTHER INCOME AND (DEDUCTIONS) — NET {$838) $ 1,007 $ 1361
OTHER INTEREST CHARGES
Notes Payable ’ $ 2,662 $ 5,050 $ 2462
Other 2,265 1,457 818
TOTAL OTHER INTEREST CHARGES $ 4927 $ 6,507 $ 3,280

{1) 1998 includes $14,025 charge for property tax settiement.

{2) Includes before-tax non-recurring charges in 1997 of $2,825 resulting from losses at American Payment Systems, Ine.
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(H) Pension and Other Benefits

The Company’s qualified pension plan, which-is based on the highest three years of pay, covers substantially
all of its employees, and its entire cost is borne by the Company. The Company also has a non-gqualified supple-
mental plan for certain executives and a non-qualified retiree only plah for certain early retirement benefits.
The net pension costs for these plans for 1999, 1998 and 1997 were ($7,960,000), ($5,138,000), and ($4,626,000},
respectively.

The Company’s funding policy for the qualified plan is to make annual contributions that sa‘tisfy'the minimum
funding requirements of ERISA but that do not exceed the maximum deductible limits of the Internal Revenue
Code. These amounts are determined each year as a result of an actuarial valuation of the plan. In 1997, the
Company contributed $2.7 million for 1996 funding requirements and $2.5 million for 1997 funding requirements.
In 1998, the Company contributed $2.6 million for 1998 funding requirements. The Compeny did riot make a con-
tribution in 1999. The Company has established a supplemental retirement benefit trust and through this trust
purchased life insurance policies onthe officers of the Company to fund the future liability under the supple-

mental plan. The cash surrender value of these pohcnes is shown as an investment on the Company’s
‘ Consulldated Balance Sheet. "

“ In‘addition'to provudmg pension benefits, the Company also provudes other postretlrement benefits (OPEB)

consisting principally of health care and life insurance benefits, for retlred employees and their dependents.
Employees whose sum of age and years of service at time of retirement is equal to or greater than 85 (or who
are 62 with at least 20.years of service) are eligible for benefits partially subsidized by the Company. The
amount of benefits subsidized bythe Company is determined by age and years of service at retirement.

For funding purposes, the Company established a Voluntary Employees’ Benefit Association Trust (VEBA) to
fund OPEB for the Company's union employees. Approximately 47% of the Company’s emploYees are repfe-
sented by 'Local 470-1, Utility Workers Union of America, AFL-CIO, for collective bargaining purposes. The
Company established a 401(h} account in connection with the gualified pension plan to fund OPEB for the

‘Company’s non-union employees who retire on or after January 1, 1994. The funding policy assumes contribu-

tions to these trust funds to be the total OPEB expense calculated under SFAS No. 106, adjusted to reflecta
share of amounts expensed as a result of voluntary early retirement programs minus pay-as-you-go benefit
payments for pre-January 1, 1994 non-union retirees, allocated in a manner that minimizes current income tax
liahility, without exceeding maximum tax deductible limits. In accordance with this policy, the Company did not
make contributiohs to the union VEBA in 1998, 1998 and 1997. The Company did not make a contribution to the

' ‘401(h) account in 1999 and contributed $0.9 million'and $1.7 million to the 401(h) account in 1998 and 1997,

respectively. Plan assets for both the union VEBA and 401(h) account consist primarily of equity and fixed-
income securities. ‘ :
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The following table represents the plans’ beginning benefit obligation balance reconcited to the ending benefit
obligation balance, beginning fair value of plan assets balance reconciled to the ending fair value of plan
assets balance and the respective funded status reconciled to the Consolidated Balance Sheet.

Health care costtrend rate N/A

Other
Pension Benefits Post-retirement Benefits
" {In Thousands} At December 31, 1999 1998 1999 1998
CHANGE IN BENEFIT OBLIGATION
Benefit obligation at beginning of year $280,746 $259,545 $40,229 $35,112
Service Cost 5334 4,389 549 . 1,078
Interest cost 17,470 17,828 2,276 2,576
Amendments 994 - 1,364 -
Actuarial {gain) loss : (34,672) 14,064 (9,322) 4,002
Benefits paid (including expenses) : . {18,979) {15,080) (1,935) (2,539}
Acquisition/(Divestiture) ‘ (18,500) - (1,570) -
Benefit obligation at end of year $232,393 $280,746 $31,591 $40,229
CHANGE IN PLAN ASSETS
Fair value of plan assets at beginning
of year $268,684 $243,739 $23,203 $21,168
Actual return on plan assets 139,757 38,224 555 2,491
Employer contributions - 2525 2314 -208 910
Benefits paid (including expenses) (18,979) {16,193} {1,935} (1,366)
Acquisition/{Divestiture) : {14,000 - (1,350) -
Fair value of plan assets at end of year $277,987 $268,684 $20,681 $23,203
Funded Status at December 31: '
Projected benefits (less than) greater
than plan assets $(45,594) $ 12,062 $10,910 $17,026
Unrecognized prior service cost (3,731} {3,878) (291} 946
Unrecognized transition asset "~ 5552 1,214 {13,435} {16,368)
Unrecognized net gain (loss) from ’
past experience 62,799 15,639 7674 1,241
Accrued benefit obligation ’ $ 19,026 $ 31,097 $ 4,858 $ 2845
Other
Pension Benefits Post-retirement Benefits
At December 31, 1999 1998 1999 1998
The following actuarial assumptions were used in
- calculating the benefit obligations at December 31:
Discount rate 1.50% 6.75% 1.50% 6.75%
Average wage increase 4.50% 4.50% 450% 4.50%
N/A 5.50% 5.50%
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The components of net periodic benefit cost are:

) Other
. Pension Benefits Post-retirement Benefits
(In Thousands) For the Year Ended December 31, 1999 1998 1999 1998
Components of net periodic benefit cost:
~ Servicecost - $5,334 $4,389 . $549 $1,078
Interest cost 17,470 17,828 2,276 2,576
Expected return on plan assets (28,677) {25,934} - (2,463) (2,249)
Amortization of: . \ '
Prior'service costs ' 537 406 n 1)
- Transition obligation {asset) (1,097) (1,095) - 1,189 1,169
Actuarial (gain) loss ‘ {1,527) {1,132) (801) .(361)
Settlements (curtailments) - 400 - -
Net periodic benefit cost {$7,960) ($5,138) $ ™ $2,142
- . Other
) Pension Benefits Post-retirement Benefits
For the Year Erided December 31, . 1999 1998 1999 1998
The following actuarial assumptions were used in ’
" calculating net periodic benefit cost: '
Discount rate : 6.75% 1.25% 6.75% . 1.25%
Average wage increase 4.50% 4.50% 4.50% "4.50%
Returnonplanassets - 11.00% 11.00% 11.00% 11.00%
Health care cost trend rate N/A N/A 5.50% 5.50%

A one percentage point change in the assumed health care cost trend rate would have the following effects:

{InThousands) ‘ : . 1% Increase 1% Decrease

Aggregate service and interest cost components ' $ 346 $ (344)
Accumulated postretirement benefit obligation o $3,316 $(3,608)

The Company has an Employee Savings Plan (401(k) Plan) in which substantially all employees are eligible to
participate. The 401(k) Plan enables employees to defer receipt of up to 15% of their compensation and to ‘
invest such funds in a number of investment alternatives. The Company also has an Employee Stock Ownership
Plan (ESOP) for substantially all its employees. The Company makes matching contributions to the ESQP, in the
form of Company common stock, based on each employee’s salary deferrals in the 401(k) Plan. The matching
contribution currently equals fifty cents for each dollar of the employee’s compensation deferred, but is not
more than three and three-eighths percent of the employee’s annual salary. The Company’s matching contribu-
tions to the ESOP during 1999, 1998 and 1997 were $1.5 million, $1.7 million and $1.7 million, respectively.

The Company pays dividends on the shares of stock in the ESOP to the participant and the Company receives a
tax deduction for the dividends paid. The Company also makes contributions to the ESOP equal to 25% of the
dividends paid to each participant. The Company’s annual contributions during 1999, 1998 and 1997 were
$319,000, $270,000 and $417,000, respectively.:
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Notes to Consolidated FFinancial Statements (continued)

(1) Jointly Gwned Plant

AtDecember 31, 1999, the Company had the following interests in jointly owned plants:

Ownership/ Plant Accumulated
{In Millions Except Share Amounts) Leasehold Share Investment (1) Depreciation
Seabrook Unit 1 17.5% $658 $164
Millstone Unit 3 3.685 136 66

{1) Of the plant investment amounts, $456 million for Seabrook Unit 1and $62 millien for Milistone Unit 3 are reflected on the consolidated
balance sheet as regulatory assets. .

The Company's share of the operating costs of jointly owned plants is included in the appropriate expense
captions in the Consolidated Statement of Income.

(J} Unamortized Cancelled
Nuclear Project

From December 1984 through December 1992, the Company had been recovering its investment.in Seabrook
Unit 2, a partially constructed nuclear generating unit that was cancelled in 1984, over a regulatory approved
ten-year period without a return on its unamortized investment. In the Company’s 1992 rate decision, the DPUC
adopted a proposal by the Company to write off its remaining investment in Seabrook Unit 2, beginning
January 1,1993, over a 24-year period, corresponding with the flowback of certain Connecticut Corporation
Business Tax (CCBT) credits. Such decision will allow the Company to retain the Seabraok Unit 2/CCBT
amounts for ratemaking-purposes, with the accumulated CCBT credits not deducted from rate base during the

“24-year period of amartization in recognition of a longer period of time for amortization of the Seabrook Unit 2

balance. As a result of reducing its remaining unamortized investment in Seabrook Unit 2 with proceeds from
the sale of certain Seabrook Unit 2 equipment, the Company expects to completely amortize its unamortized
investment in the year 2007.

(K) Fuel Financing Obligations
and Other Lease Obligations
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The Company had a Fossil Fuel Supply Agreement with a financial institution providing for the financing of up to
$37.5 million of fossil fuel purchases. On April 16, 1998, the Company sold all of its operating non-nuclear gen-
eration facilities to an unaffiliated entity. See Note (C), “Rate-Related Regulatory Proceedings.” As a result, the
Company no longer has a need ta acquire fossil fuel. The Company and the financial institution agreed to termi-
nate this agreement as of May 31,1999 at no cost to the Company.

The Company also has lease arrangements for data processing equipment, office equipment, vehicles and
office space, including the lease of a distribution service facility, which is recognized as a capital lease. The
gross amount of assets recorded under cap'ital leases and the related obligations of those leases as of
December 31,1999 are recorded on the balance sheet. )

Future minimum lease payments under capital leases, excluding the Seabrook sale/leaseback transaction,
which is being treated as a long-term financing, are estimated to be as follows:

(In Thousands}

2000 ~ $ 1,696

2001 1,696
2002 ‘ : 1,696
2003 , 1,696
2004 16,000
After 2004 -
Total minimum capital lease payments ' 22,784

Less: Amount representing interest _ 6,278
Present value of minimum capital lease payments o $16,506
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Capitalization of leases has no impact on income, since the sum of the amortization of a leased asset and the
interest on the lease obligation-equals the rental expense allowed for ratemaking purposes.

Operating leases, which are charged to operating expense, consist principally of a large number of small, refa-
tively short-term, renewable agreements for a wide variety of equipment. in addition, the Company has an

" operating lease for its corporate headquarters. Future minimum lease payments under this lease are estimated

to be as follows:

{in Thousands}) ;

2000 o ¢ 6524
2001 o 6,837
2002 o , 8,168
2003 ) o . o 9,125
2004 S : ‘ ' 9,242
2005-2012 . : 81,966
Total . , - $121,862

Rental payments charged to operatmg expenses in 1999 1998 and 1997, including rental payments for its

-corporate headguarters, were $11.0 ‘million, $11.7 million and $12.2 million, respectively.

(L) Commitmenis and
(:ontingencies

CAPITAL EXPENDITURE PROGR_AM (UNAUDITED) The Company's 2000-2004 estimated capital expenditure
program, excluding allowance for funds used during construction, is presently budgeted as follows:

{In Thousands) : 2000 2001 - 2002 2003 - 2004 Total
- Nuclear Generation (1) $3113 $3591 $ - $ - - $ - 86704
Distribution and Transmission N 46,652 25,393 16,068 ‘13,450 - 30,850 132,413
Subtotal - 49,765 28,984 16068 13450 30,850 139,117
Nuclear Fuel ‘ 8317 7,090 2,880 8394 - 26881
Total Utility Expenditures 58,082 36074 18948 21,844 30,850 . 165,798
. Total Non-Regulated Business ' , : : ,
Expenditures , 4294 5364 3,864 4,038 - 4,167 21,727
Total $62,376 $41,438 $22,812 $25,882 $35017  $187,525

(1)-The Connecticut Restructuring Act and decisians of the Connecticut DPUC do not allow for the capnahzatuon of nuclear generation costs,
ather than for nuclear fuel, beyond 2001. :

NUCLEAR INSURANCE CONTINGENCIES The Price-Anderson Act currently extended through August 1,
2002, limits public liability resulting from a single incident at a nuclear power plant. The first $200 million of lia-
bility coverage is provided by purchasing the maximum amount of commermally available insurance.

Additional liability coverage will be prowded by an assessment of up to $88.1 million per incident, levied on
each of the nuclear units licensed to operate in the United States, subject to a maximum assessment of $10 mil-
lion per incident per nuclear unitin any year. In addition, if the.sum of all public liability claims and legal costs
resulting from any nuclear incideht exceeds the maximum amount of financial pratection, each reactor opera-
tor can be assessed an additional 5% of $88.1 mitlion, or $4.4 million. The maximum assessment is adjusted at
least every five years to reflect the impact of inflation. With respect to each of the twa operating nuclear gen-
erating units in which the Company has an interest, the Company will be obligated to pay its ownership and/or

" leasehold share of any statutory assessment resulting from a nuclear incident at any nuclear generating unit.

Based on its interests in these nuclear generating units, the Company estimates its maximum liability would be
$18.6 million per incident. However, any assessment would be limited to $2.1 million per incident per year.
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(L) Commitments and
Contingencies (continued)
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The NRC requires each operating nuclear generating unit to obtain property insurance coverage in a minimum
amount of $1.06 billion and to establish a system of prioritized use of the insurance proceeds in the eventof a
nuclear incident. The system requires that the first $1.06 billion of insurance proceeds be used to stabilize the
nuclear reactor to prevent any significant risk to public heaith and safety and then for decontamination and
cleanup operations. Only following completion of these tasks would the balance, if any, of the segregated
insurance proceeds become available to the unit's owners. For each of the two operating nuclear generating
units in which the Company has an interest, the Compény is required to pay its ownership and/or leasehold
share of the cost of purchasing such insurance. Although each of these units has purchased $2.75 billion of
property insurance coverage, representing the limits of coverage currently availabie from conventional
nuclear insurance pools, the cost of a nuclear incident could exceed available insurance proceeds. Under
those circumstances, the nuclear insurance pools that provide this coverage may levy assessments against
the insured owner companies if pool losses exceed the accumulated funds available to the pool. The maximum
potential assessments against the Company with respectto losses occurring during current policy Years are
approximately $3.1 million.

OTHER COMMITMENTS AND CONTINGENCIES

« CONNECTICUT YANKEE ~ On December 4, 1996, the Board of Directors of the Connecticut Yankee Atomic
Power Company (Connecticut Yankee} voted unanimausly to retire the Connecticut Yankee nuclear plant (the
Connecticut Yankee Unit) from commercial operation. The Company has a 9.5% stock ownership share in
Connecticut Yankee. The power purchase contract under which the Company has purchased its 9.5% entitle-
ment to the Connecticut Yankee Unit's power output permits Connecticut Yankee to recover 9.5% of all of its
costs from the Company. In-December of 1996, Connecticut Yankee filed decommissioning cost estimates and
amendments to the power contracts with its owners with the Federal Energy Regulatory Commission (FERC).
Based on regulatory precedent, this filing seeks confirmation that Connecticut Yankee will cantinue to collect
from its owners its decommissioning costs, the unrecovered investment in the Connecticut Yankee Unit and
other costs associated with the permanent shutdown of the Connecticut Yankee Unit. On August 31,1998, a
FERC Administrative Law Judge‘(ALJ) released an initial decision regarding Connecticut Yankee's December
1996 filing. The initial decision contains provisions that would allow Connecticut Yankee to recover, through the
power contracts with its owners, the balance of its net unamortized investment in the Connecticut Yankee Unit,
but would disallow recovery of a portion of the return on Connecticut Yankee's‘inv(estment inthe unit. The ALJ's
decision also states that decommissioning cost collections by Connecticut Yankee, through the power con-
tracts, should continue to be based on a previously-approved estimate until a new, more reliable estimate has
been prepared and tested. During October of 1998, Connecticut Yankee and its owners filed briefs setting forth
exceptions to the ALJ's initial decision. If this initial decision is upheld by the FERC, Connecticut Yankee could

. be required to write off a portion of the regulatory asset on its Balance Sheet associated with the retirement of

the Connecticut Yankee Unit. In this event, however, the Company would not be-required to record any write-off
on account of its 9.5% ownership share in Connecticut Yankee, because the Company has recorded its regula-
tory asset associated with the retirement of the Connecticut Yankee Unit net of any return on investment. The
Company cannot predict, at this time, the outcome of the FERC proceeding. However, the Company will con-
tinue to support Connecticut Yankee's efforts to contest the ALJ’s initial decision.

The Company's estimate of its remaining share of Connecticut Yankee costs, including decommissioning, less
return of investment {approximately $10.0 million) and returh on investment {(approximately $3.8 million) at
December 31,1999, is approximately $27.1 million. This estimate, which is subject to ongoing review and revi-
sion, has been recorded by the Company as an obligation and a regulatory asset on the Consolidated Balance
Sheet. :
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- «HYDRO-QUEBEC  The Company is a participant in the Hydro-Quebec transmission intertie facility linking

New England and Quebec, Canada. Phase | of this facility, which became operational in 1986 and in which the
Company has a 5.45% participating share, has a 690 megawatt equivalent capacity value; and Phase Il, in

- which the Company has a 5.45% participating share, increased the equivalent capacity value of the intertie

from 690 megawatts to a maximum of 2000 megawatts in 1991. The Company is obligated to furnish a guarantee
for its participating share of the debt financing for the Phase |l facility. As of December 31,1999, the Company's
guarantee liability for this debt was approximately $6.2 million.

* ENVIRONMENTAL CONCERNS  In complying with eXisting environmental statutes and regulations and fur-
ther developments in areas of environmental concern, including legislation and studies in the fields of water
quality, hazardous waste handling and disposal, toxic substances, and electric and magnetic fields, the
Company may incur substantial capital expenditures for equipment modifications and additions, monitoring
equipment and recording devuces and it may incur additional operating expenses. ngatlon expenditures may
also increase as-a result of scientific investigations, and speculation and debate, concerning the possibility

of harmful health effects of electric and magnetic fields. The total amount of these expenditures is not now
determinable. ' '

* SITE DECONTAMINATION, DEMOLITION AND REMEDIATION COSTS  The Company has estimated that the
total cost of decontaminatjng and demolishing its Steel Point Station and completing requisite environmental

~ remediation of the site will be approximately $11.3 illion, of which approximately $8.4 miflion had been

incurred as of December _31, 1999, and that the value of the property following remediation will not exceed-
$6.0 million. As a result of a 1992 DPUC retail rate decision, beginning January 1, 1993, the Company has been

recovering‘through retail rates $1.075 million of the remediation costs per year. The remediation costs, property A

value and recovery from customers will be subject to true-up in the Company’s next retail rate proceeding
based on actual remediation costs and actual gain on the Company’s disposition of the property.

The Company is presently remediating an area of PCB contamination at a site, bordering the Mill River in
New Haven, that contains transmission facilities and the deactivated English Station generation facilities.

‘In addition, the Company is currently replacing the bulkhead that surrounds this site, at an estimated cost of

$13.5 million. Of this amount, $4.2 million represents the portion of the costs to protect the Company’s transmis-
sion facilities and will be capitalized as plant in'service. The remaining estimated cost of $3.3 million was
expensed in 1393, ‘

- As described at Note (C), “Rate-Related Regulatory Proceedings,” the Company has sold its Bridgeport Harbor

Station and New Haven Harber Station generating plants in compliance with Connecticut’s electric utility
industry resfrui:turing legislation. Environmental assessments performed in connection with the marketing of
these piants indicate that substantial remediation expenditures will be required in order to bring the plant sites
into compliance with applicable Connecticut minimum standards following their sale. The purchaser of the
plants has agreed to undertake and pay for the major portion of this remediation. However, the Company will be
responsible for remediation of the portions of the plant sites that will be retained by it.

{M) Nuclear Fuel Disposal and
Nuclear Plant Decommissioning

Costs assaciated with-nuclear plant operations include amounts for disposal of nuclear wastes, including
spent fuel, and for the ultimate decommissioning of the plants. Under the Nuclear Waste Policy Act of 1982, the

federal Department of Energy (DOE) is required to design, license, construct and operate a permanent reposi-

tory for high level radioactive wastes and spent nuclear fu_el. The Act requires the DOE to provide for the dis-

* posal of spent nuclear fuel and high level radioactive waste from commercial nuclear plants through contracts

with the owners and generators of such waste; and the DOE has established disposal fees that are being paid
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to the federal government by electric utilities owning or operating nuclear generating units. [n return for pay-
ment of the prescribed fees, the federal government was required to take title to and dispose of the utilities’
high level wastes and spent nuclear fuel beginning no later than January 1998. However, the DOE has
announced that its first high level waste repository wili not be in operation earlier than 2010, and possibly not
earlier than 2013, and that, absent a repository, the DOE has no statutory obligation to begin taking high level
wastes and spent nuclear fuel for disposal by January 1998. However, numerous utilities and states have
obtained a judicial declaration that the DOE has a statutory responsibility to take title to and dispose of high
level wastes and spent nuclear fuel beginning in January 1998, and that the contracts between the DOE and
the plant owners and generators of such waste will provide a potentially adequate remedy to owners and gen-
erators in monetary‘damages for breach of the contracts. The DOE is contesting these judicial declarations;
and itis unclear at this time whether the United States Congress will enact legislation to address spent
fuel/high level waste disposalissues

Untit the federal government begins receiving such materials, nuclear generatmg units will need to retain high
level wastes and spent nuclear fuel on-site or make other provisions for their storage. Storage facilities for the
Connecticut Yankee Unit are deemed adequate, and storage facilities for Millstone Unit 3 are expected to be
adequate for the projected life of the unit. Storage facilities for Seabrook Unit 1 are expected to be adequate
until at least 2010. Fuel consolidation and compaction technologies are being considered for Seabrook Unit 1
and may provide adequate storage capability for the projected life of the unit. In addition, other licensed tech-
nologies, such as dry storage casks, may satisfy spent nuclear fuel storage requirements,

Disposal costs for low-level radioactive wastes (LLW) that result from operation or decommissioning of
nuclear generating units decreased in 1999, as a result of negotiations between the generators of such wastes
and the owners of licensed disposal facilities. Currently, the Chem Nuclear LLW facility at Barnwell, South

. Carolina, is open to the Connecticut Yankee Unit, Milistone Unit 3, and Seabrook Unit 1for disposal of LLW.

The Envirocare LLW facility at Clive, Utah, is aIsoﬂopen to these generating units for portions of their LLW. Al
three units have contracts in place for LLW disposal at these disposal facilities.

Because access to a LLW disposal facility may be lost at any time, Milistone Unit 3 and Seabrook Unit 1 have
storage plans that will allow on-site retention of LLW for at Ieast five years in the event that disposal is inter-
rupted. The Connecticut Yankee Unit, which has been retired from commercial operation, has a similar storage
program, although disposal of its LLW will take place in connection with its decommissioning.

The Company cannot predict whether or when a LLW disposal site will be designated in Connecticut. The State
of New Hampshire has not met deadlines for compliance with the Low-Level Radioactive Waste Palicy Act and
has stated that the state is unsuitable for a LLW disposal facility. Both Connecticut and New Hampshire are
also pursuing other options for out-of-state disposal of LLW. Connecticut and New Jersey, who have formed
the Northeast Interstate LLW Compact, are negotiating terms for South Carolina to join them, which would
increase the likelihood that the Connecticut Yankee Unit and Millstone Unit 3 will have access to the Chem
Nuclear LLW facility at Barnwell, South Carolina, through the end of their decommissioning.

NRC licensing requirements and restrictions are also applicable to the decommissioning of nuciear generating.
units at the end of their service Iives, and the NRC has adopted co_mprehensive regulaﬁons concernihg decom-
missioning planning, timing, funding and environmental reviews. The Company and the other owners of the

nuclear generating units in which the Company has interests estimate decommissioning costs for the units and

_attempt to recover sufficient amounts through their allowed electric rates, together with earnings on the

investment of funds so recovered, to cover expected decommissioning costs. Changes in NRC requnrements or
technology, as well as inflation, can increase estlmated decommissioning costs.
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New Hampshire has enacted a law requiring the creation of a government-managed fund to finance the
decommissioning of nuclear generating units in that state. The New Hampshire Nuclear Decommissioning
Financing Committee (NDFC) has established $565 miltion (in 2000 dolfars) as the decommissioning cost esti-
mate for Seabrook Unit 1, of which the Company's share would be approximately $99 million. This estimate
assumes the prompt removal and dismantling of the unit at the end of its estimated 36-year energy producing
life. Monthly decommissioning payments are being made to the state-managed decommissioning trust fund.
The Company’s share of the decommissioning payments made during 1999 was $3.3 million. The Company's
share of the fund at December 31, 1999 was apprommately$20 5 million.

Connecticut has enacted alaw requmng the operators of nuclear generatlng units to file periodically with the

'DPYC their plans for flnancmg the decommissioning of the units in that state. The current decommissioning

cost estimate for Millstone Unit 3 is $619 million (in 2000 dollars)_, of which the Company’s share would be
approximately $23 million. This estimate assumes the prompt removal and dismantling of the unit at the end of
its estimated 40-year energy producing life. Monthly decommissioning payments, based on these cost esti-
mates, are being made to a decommissioning trust fund managed by Northeast Utilities {(NU). The Company's

. share of the Millstone Unit 3 decommissioning payments made during 1999 was $0.7 million. The Company’s

share of the fund at December 31, 1999 was approximately $7.8 million. The current decommissioning cost
estimate for the Connecticut Yankee Unit, assuming the prompt removal and dismantling of the unit, is $498 mil-
lion, of which the Company’s share would be $47 million. Through December 31, 1989, $169 million has been
expended for decommlssmmng The prolected remaining. decomm:ssmmng cost is $329 million, of which the
Company’s share would be $31 million. The decommissioning trust fund for the Connecticut Yankee Unit s also
managed by NU. For the Company's .5% equity ownership in Connecticut Yankee, decommissioning costs of

C %24 million were funded by the Company during 1999, and the Company's share of the fund at December 31,
1999 was $17.7 mllhon

. The Financial Accounting-Standards Boa rdb(FASB) expects to issue a revised ekpoS;jre draft related to the

accounting for the closure and removal costs of long-lived assets, including nuclear plant decommissioning. If
the proposed accounting standard were adopted, it may resultin higher. annual provisions for decommission-
ing to be recognized earlier in the operating life of nuclear units and an accelerated recognition of the decom-
missioning obligation. The FASB will be deliberating this issue, and the resulting final pronouncement is not
expected to be effective prior to 2002. V

- {N) Fair Value of Financial
Instruments

The estimated fair values of the Cdmpany’s financial instruments are as follows:
(In Thousands) . B 1999 S0 1998

" Carrying Fair Carrying Fair
- Amount Value Amount Value

Unrestricted cash and temporary cash
investments $ 39,099 $ 39,099 $ 97,689 $ 97,689

_Long-term debt {1i2)3) ’ : $420,217 ©  $399,767 $606,342 $611,524

(1) Excludes the obligation under the Seabrook Unit 1 sale/leaseback agreement.

*(2) The fair market value of the Company’s long-term debt is estimated by brokers based on market conditions at December 31, 1999 and 1998,

respectively.

- (3) See Note {B), “Capitalization ~ Long-Term Debt.”
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(0) Quarterly Financial Data
{Unaudited)

Selected quarterly financial data for 1999 and 1998 are set forth below:
{In Thousands Except Per Share Amount)

' Earnings per Share

_ Qperating Operating Net of Common Stock (1)
Quarter Revenues Income Income Basic Diluted
1999 ) ‘
First Quarter $168,667 - $23,207 $.9,901 $.70 $.70
Second Quarter 164,533 25,193 " 13,986 99 - e
Third Quarter 199,071 34,183 24,997 1.78 1.78
- Fourth Quarter 147,704 10,972 3340 24 .24
1998 _ ’ .
First Quarter =~ $162,474 $22,671 $ 8,962 $0.64 $0.64
Second-Originally Reported $159,792 $21,174 $ 5,497 $0.39 ~ $0.39
Provision - ‘ o ‘
APS accounts receivable - - ©2882 0.21 0.21
Second-As Restated $159,792 $21174 $83719 ‘ " '$0.60 , $0.60
Third Quarter : ~ $198,601 $37,462 $26,236 _ $1.87 $1.87
Fourth Quarter 2! . $165,324 $15,013 $ 1,495 $0.10 $0.10

(1) Based on weighted average number of shares outstanding each guarter.

(2) Operating income, netincome and earnings per share for the fourth quarter of 1938 included an after-tax charge of $8.3 million, associated
with a property tax settlement. .

(P) Segment Informatiqn
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The Company has one reportable operating segment, that of regulated generation, distribution and sale of
electricity. The accounting policies used for that segment do not differ from those used for nonreportable aper-
aiing segments. Revenues from inter-segment transactions are not material and all of the Company's revenues
are derived in the United States.

. The revenues from external customers, interest income; interest expense and depreciation charges of the one
‘reportable segment are identical to the amounts shown on the Consolidated Statement of Income for each -
_ year presented. Income before taxes of the reportable segment is not matenally different from that of the
' Company as awhole.

The following table reconciles the total assets of the reportable segment with the total assets shown on the
Consolidated Balance Sheet at December 31:

'(InThousands) - _ 1998 1998
. Total Assets — Regulated Utility $1,809,451 $1,943,328
__Total Assets — Unregulated Sub5|d1ar|es . v 194,642 83,306
Total Assets — Elimination , (205,883) . {85,474)
Total Consolidated Assets ' C o $1,798,210 $1,941,160
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(Q) Restatement of
Financial Results

AMERICAN PAYMENT SYSTEMS, INC. (APS) RESTATEMENTS  During the third quarter of 1999, the Company
has restated its financial statements for 1998, 1997 and 1996 for matters related to the timing of American
Payment Systems ("APS”} agency collection reserves, for certain line loss factors that affect the calculation of
unbilled revenues and for cash, accounts receivable and accounts payable amounts related to APS's collec-
tion agent network. The Company had consultations with the staff of the Securities and Exchange Commission
and its independent accountants in determining these restated amounts. ‘

During 1997 and 1995, APS agent bank accounts were not fully reconciled at the time APS balance sheet items

were prepared to allow for the identification, measurement and enforcement of material claims for recovery
from APS agents for defalcated amounts or from APS customers for checks returned by banks due to insuffi-
cient funds. As a result, losses associated with collection agent errors and defaults went undetected for
extended periods of time. In the seécond quarter of 1998, the Company performed a review of the accounting
records at APS and identified significantly past due agent collections of $4.9 million ($2.8 million, after-tax) that
represented agent deposit shortfalls and uncollectible agent check deposits. Pursuant to the result of this
review, APS increased its proVision against their receivable balance by $4.9 million ($2.8 million, after-tax}in

_the second guarter of 1998. The Company applied similar procedures during 1996 and, based on the results,

recorded a $4.5 million ($2.6 million, after-tax) increase in its provision in the fourth quarter of 1996. Due to the
fact that these adjustments related to losses incurred in both current and prior.periods, the Compahy has
restated the effects of these adjustments back to the périods in which the losses occurred as shown below.
The impact of the adjustments described above was to reduce retained earnings as of January 1, 1998 by
$2.8 million. : ‘

The restatement of cash, accounts receivable and accounts payable amounts related to APS's collection agent
network was recorded so as to include on the Company's.consolidated balance sheet amounts that had previ-
ously been recorded on a net basis.

" UNBILLED REVENUE RESTATEMENT During the third quarter of 1999, the Company reviewed an adjustment
- of $2.7 million ($1.6 million, after-tax) made to retail operating revenues in the fourth quarter of 1997 related to

the reversal of prior period overestimates of transmission line losses. The Company uses an estimated line loss
factor, based upon a 24 mdnth-moving historical line |loss factor, to calculate the amount of revehue from elec-

tricity sales that is unbilled during the period and therefore should be accrued. This loss factor is applied to the
known amount of electricity delivered to the Company's transmission grid from internal and external sources.

‘Historically, this methodology jJrovided a reasonable estimate of the amount of unbilled revenue.

Beginning in the first fwarte_r of 1996, the outages of four nuclear generating units resulted in the Com'pany pur-
chasing power from other sources. The electricity from other sources followed different transmission paths
and exhibited different line loss chéracteriétics than the electricity generated by the nuclear generating units.
During this period of time, the Company continued to utilize the 24 month-moving average loss factor in order to
smooth the impéct of changes in the line loss factors in the calculation-of unbilled revenue amounts.

Based‘upon a review of the actual New England Power Pool line loss factors during this period and the pattern
of when they occurred, the Company has restated the $1.2 million ($0.7 million, after-tax) of the adjustment
made to retail operating revenues, originally recorded in the fourth quarter of 1997, to 1996.
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The following tables summarize the restatements that the Company has made on netincome, earnings

per share and retained earnings.

Increase (decrease) in netincome:

(In Thousands) For the year ended December 31, 1998 1997

DESCRIPTION

1998 APS charge $ 2882 $ (1,643)

1997 unbilled revenues - {691}
Net increase {decrease) to netincome 2,882 (2,334)

Net income applicable to common shareholders, as originally reported 42,010 45,634

Net income applicable to common shareholders, as restated $ 44892 $ 43,300

For the year ended December 31, 1998 1997

DESCRIPTION v

Earnings per share, as originally reported ,
—Basic ' $ 300 $ 371
— Diluted $ 3.00 $ 326

Earnings per share, as.restated

. —Basic $ 3.2 $ 310

- Diluted $ 32 $ 3.09

{in Thousands) As of December 31, 1998 1997

DESCRIPTION ‘

Retained earnings, as originally reported $163,847 $162,226

Net effect of restatements, described above - {2,882)

Retained earnings, as restated $163,847 $159,344

Included in restricted cash at December 31, 1998 is $23,056, representing collections by APS agents that are
held in APS agent accounts prior to transmittal to the respective APS customers. In addition, included in other

accounts receivable at December 31, 1998 is $26,768, representing collections by APS agents not yet

deposited into APS bank accounts. A corresponding accounts payable has been recorded to reflect the por-
tions of these collections owed to APS customers, as well as the amount of restricted cash presented above.
The Company had previously presented its consolidated balance sheet net of these accounts receivable and

accounts payable amounts.
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The following table summarizes the effect of the restatements described above to restricted cash, other
accounts receivable, and accounts payable — APS customers:

{in Thousands) As of December 31, ) 1998
Restricted cash, as originally reported ‘ ) $ -
Effect of restatement, described above : 23,056
Restricted cash, as restated $23,056
Cther accounts receivable, as originally reported (1) ‘ " $37,472
~ Effect of restatement, described above :
~ Additional accounts receivable for APS agents . . ) 26,768
Additional APS agent collection reserves ' -
Other accounts receivable, as restated ‘ . $64,240
Accounts payable —APS CUstomerc as originally reported 35 -
Accounts payable — APS customers reclassed from accounts paya ble ‘ 4,891
Effect of restatement, described above » . v
Restncted cash ' ‘ ‘ ’ 23,056
- Additional amounts owed to APS customers ‘ . , 26,768
Accounts payable APS customers as restated $54,515

(11 inciudes accounts receivable from APS agents onglnally included in other accounts receivable of $4, 691 ,000 as of December 31, 1998.

Market for the Company's
Comnion Equity and Related
Stockholder Matters

. The Company’s Common Stock is traded on the New York Stock Exchange, where the high and low sale prices
during 1999 and 1998 were as follows: : ’

1999 Sale Price . 1998 Sale Price

High Low High Low
First Quarter - 52%s . 4% 48 %is 2%
Second Quarter _ : 44 e 39%s 51 1% 46 %6
Third Quarter . : 50 s 43% 53%s 49
Fourth Quarter . .- 53%s © 47 % 53% 48 Y

The Company has pald quarterly dividends on its Common Stock since 1900. The quarterly dividends declared
in 1998 and 1999 were at a rate of 72 cents per share.

The indenture under whlch $200 million principal amount of Notes are issued places limitations on the payment
of cash dividends on common stock and on the purchase or redemptlon of common stock. Retained earnlngs in
the amount of $117.3 million were free from such limitations at December 31, 1999,

As of Decomber 31, 1999, there were 13,664 Common Stock shareowners of record.'
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1999 1998 1997
FINANCIAL RESULTS OF OPERATION (THOUSANDS)
Sales of Electricity
Retail
Residential $ 271,605 $ 262,974 $ 259,325
Commercial 256,246 254,765 243,490
Industrial 100,437 102,201 102,763
Other 11,308 11,667 11,755
TOTAL RETAIL 639,596 631,607 622,333
Wholesale{1) 24,334 44,948 82,871
QOther aperating revenues ’ 16,045 9,636 3,825
TOTAL DPERATING REVENUES 679,975 686,191 709,029
Fuel and interchange energy — net’
Retail — own load Lo 134,851 116,769 109,542
Wholesale ) 24,552 34,775 73,124
Capacity purchased - net 33,873 34,515 39,976
Depreciation : 57,351 82,809 (3} 74,618 (3)
Other amortization, principally deferred return, cancelled plant
and requlatory tax assets i 36,393 13,758 13,758
Dther operating expenses, excluding tax expense 185,696 188,946 200,803
Gross earnings tax 24518 24,038 2351
Other non-income taxes 22,622 40,635 {4) 28,922
TOTAL-OPERATING EXPENSES, EXCLUDING INCOME TAXES 519,856 536,246 564,314
Deferred return — Seabrook Unit 1 : -0 0 0
AFUDC 2,235 468 1,575
Other non-operating income (loss) (838) 1,097 (8 1,361
Interest expense
Long-term debt - net 35,260 42,836 56,158
Dividend requirement of mandatary redeemable securities 4813 4813 4813
Other 7,319 9,018 6,068
TOTAL - 47,392 56,667 67,039
Income tax expense
Operating income tax 66,564 53,619 40,833 (6)
Non-operating income tax ) (4,664) (3,848) {3,678)
TOTAL 61,900 49.MmM 37,155
income.before cumulative effect of accounting change 52,224 45,072 43,457
Cumulative effect of change in accounting — net of tax 0 0 0
Netincome 52,224 45,072 43,457
Premium (Discount) on preferred stock redemption 53 (21) (48)
Preferred and preference stock dividends 66 201 205
Income applicable to common stock $ 52,105 $ 44,892 $ 43300
OPERATING INCOME . - $ 93555 $ 95,326 $ 103,882
FINANCIAL CONDITION (THOUSANDS) )
Plantin service - net $ 474,656 (12} $1,172,555 $1,222,174
Construction work in progress 25,708 33,695 25,448
Other property and investments 152,948 (13} 58,047 58,441
Current assets 220,126 305,189 204,474
Deferred charges and regulatory assets 924,772 (12 371,674 408,993
TOTALASSETS . $1,798,210 $1,941,160 $1,919,530
Common stock equity $ 458,298 $ 445507 $ 436,081
Preferred, preference stock and company-obligated mandatorily : .
redeemable securities of subsidiaries holding solely parent debentures 50,000 54,293 54,351
Long-term debt excluding current portion 518,228 664,510 644,670
Non-current liabilities (9) ‘ 245,268 109,981 119,868
Current portion of long-term debt 25,000 -66,202 100,000
Notes payable ' 17,131 86,892 37,751
Other current liabilities (9) 166,213 172,830 175,340
Deferred income tax liabilities and other 318,072 340,939 351,469
TOTAL CAPITALIZATION & LIABILITIES $1,798,210 $1,941,160 $1,919,530

{1) Operating Revenues, for years prior to 1992, include wholesale power exchange contract sales that were reclassified from Fuel and -

Capacity expenses in accordance with Federal Energy Regulatory Commission requirements.

{2) Includes reclassification of certain Commercial and Industrial customers.

(3} Includes the before-tax effect of charges for additional amartization of conservation & load management costs: $13.1 million in 1998 and $6.6 million in 1987.
{8) Includes the effect of charges of $14.0 million, before-tax, associated with property tax settlement.
(5) Includes the before-tax effect of charges for losses associated with unregulated subsidiaries: $2.8 million in 1997 and $5.8 million in 1396.
{6) Inciudes the effect of credits of $6.7 million to provide tax provision for fossil generation decommissioning.
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1996 1995 1994 1993 1992 1991 1990

$ 266,068 $ 260,694 $ 252,386 $ 238,185 $ 226,455 $ 226,751 $ 211,891
264,111 259,715 250771 2 256,559 253,456 (2) 255782 234,704
109,032 106,963 104,242 {2) 97,466 97,010 (2 91,895 - 94,52
11,903 11,736 11,469 11,349 11,065 10,886 10,536
851,114 639,108 618,368 603,559 587,986 585,314 551,657
72,804 48,232 34,927 45,931 75,484 84,236 85,657
3,300 3,109 2,953 3,533 3,855 3,821 3332
721,258 690,449 656,748 653,023 667,325 673371 640,646
95,359 96,538 99,589 98,694 108,084 123,010 119,285
65,158 41,631 27,765 39356 55,169 61,858 69,117
46,830 47,420 44,769 47,424 43,560 44,668 42,827
65,921 61,426 58,165 56,287 50,706 48,181 36,526
13,758 13,758 1172 1,780 10,415 10415 4173
219,630 (7) 183,749 193,098 203,427 (10} 183,426 178912 . 176,419
26,804 . 21319 21,403 27,955 27,362 21,223 25,505
30,382 31,564 32,458 29,977 31,869 _ 28613 24,648
563,802 503,465 484,419 504,900 510,591 522,940 498,590

0 ' 0 0 7,897 15,959 17,970 21,503

2,375 2,762 3,463 4,067 3,232 5,190 3443
(8,445) (5) (5,068) {1,907) 7 18,545 2,697 22,654

- 6506 63,431 73,172 80,030 88,666 90,296 94,056
Toag3 3583 0 0 0 0 0
4721 12,841 10,301 12,260 12,882 9,847 15,468
74,580 79,855 84,073 92,290 101,548 100,143 109,524

| 53,590 59,828 44,937 33,309 48,712 47,231 43,493
(9,869) {4,901) (3214) (6,322) (12,558) (19,299) - (17.409)
43,721 54,927 41,723 26,987 36,154 71,932 26,084
39,045 49,396 48,089 40,481 56,768 48,213 54,048
.0 .0 (1,209) 0 0 1,337 0
35,045 8) 49,896 46,795 20,481 (1) 56,768 55,550 54,048
(1,840) (2,183) 0 0 0 0 0
330 1,329 3323 - 4318 4,338 4,530 4,751

$ 40,555 $ 50,750 $ 43472 $ 36,163 $ 52,430 $- 51,020 $ 49,297
$ 109,826 $ 127,156 $ 127,392 $ 114,814 $ 108,022 $ 103,200 $. 98,563
$1,258,306 $1,277,910 $1,268,145 $1,243,426 $1,224,058 $1,219,871 '$1,209,173
40,998 41,817 57,669 77,395 59,809 54,771 50,257
49,091 53,355 53,267 58,096 65,320 79,009 90,006
199,097 136,481 157,309 187,981 247,954 164,839 161,066
449,150 475,258 538,601 567,394 556,493 554,365 553,986
$1,996,642 $1,984,821 $2,074,991 $2,134,202 $2,153,634 $2,072,855 $2,064,488
$ 439,468 $ 439,484 $ 428,028 $ 423324 $ 422,746 $ 401,771 $ 379,812
54,461 60,539 44,700 60,945 60,945 62,640 69,700
759,680 845,684 708,340 875,268 893,457 909,998 899,993
138,816 65,747 59,458 62,666 44,567 110,217 - 110,850
69,900 40,800 - 193,133 143,333 92,833 37,500 41,667
10,965 0 67,000 0 84,009 13,000 15,000
166,138 102,336 122,084 117,343 114,757 114,280 138,173
357,214 430,231 452,248 451413 440,230 423,449 409,293
$1,996,642 $1,984,821 $2,074,991 $2,134,292 $2,153,634 $2,072,855 $2,064,488

(7) Includes the effect of charges of $23.0 million, before-tax, associated with voluntary early retirement programs. ‘
(8) Includes the effect of charges of $13.4 million, after-tax, associated with voluntary early retirement pragrams.

(9} Amounts for years prior to 1936 were reclassified in 1996.
{10} Includes the effect of a rearganization charge of $13.6 million, before-tax, assoclated with a voluntary early retirement program.

{11} Includes the effect of a reorganization charge of $7.8 million, after-tax.

{12) Reftects reclassification of $518.3 million of nuclear assets from plantin service to regulatory asset.

(13} Includes $83.5 million investment in a generation facility as of December 31, 1999.
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Selected Financial Data (continued) 1993 1998 1997

COMMON STOCK DATA

Average number of shares outstanding 14,052,091 14,017,644 13,975,802

Number of shares outstanding at year-end » 14,062,502 14,034,562 13,907,824

Earnings per share {average) — hasic $ 3n $ 320 $ 310

Earnings per share {average) — diluted $ 3N $ 32 $ 309

Book value per share $ 3259 $§ 3N $ 3135

Average return on equity
Total ) 11.45% 9.44% 10.45%
Utility ‘ 14.00% 11.43% 11.54%

Dividends declared per share $ 288 $ 288 $ 288

" Market Price: » :
High § 53188 $ 53750 $ 45938
- Low $ 39313 $ 42625 $ 24500
Year-end $ 51375 $ 51.500 $ 45938

Net cash provided by aperating activities, less dividends {$000s) $ 57,907 $ 71,566 $ 132,189

Capital expenditures, excluding AFUDC 0§ 3472 $ 38040 $ 33436

OTHER FINANCIAL AND STATISTICAL DATA

Sales by class (MWh's) :

Residential ) 2,053,927 1,924,724 1,899,284
Commercial 2,388,240 2,324,507 2,248,974
Industrial 1,161,856 1,154,935 1,168,470
Other 48,027 48,166 48,619
Total *5,652,050 5,452,332 5,365,347
Number of retail customers by class (average) . :
Residential . 282,986 281,591 280,283
Commercial 29,757 29,468 29,228
Industrial 1,746 1,752 1,697
Qther 1,185 1,172 1,163
Total 315,674 313,983 312,371

Revenue per kilowatt hour by class {cents)

Residential . o132 - 1366 . 13.65
Commercial 10.73 10.96 11.06
Industrial - . 8.64 8.85 . 8.79

Average large industrial customers time of use rate (cents) 8.21 8.16 8.12

Revenues — retail sales {$000's) } ) :

Base $ 655,327 $ 629,446 $ 620,636
Base rate adjustments {15,731) 2,161 1,697
Sales provision.adjustment ] 0 ) 0
Total ) $ 639,596 $ 631,607 ’ $ 622,333

Revenues — retail sales per kWh (cents
Base : 11.59 11.54 11.57
Base rate adjustments (0.28) 0.04 0.03
Sales provision adjustment 0.00 0.00 0.00
Total : 1131 11.58 11.60

Fuel and energy cost per kWh {cents) 221 204 1.95
Fossil 3.02 - 260 » 239
Nuclear 0.58 0.58 0.61

Number of employees at year-end 1,239 1,193 1,175

Total utility employees payroll ($000°s) $ 66,185 $ 65294 $ 68640

{1) Includes reclassification of certain Commercial and Industrial customers.
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1995 1995 1994 1993 1992 1991 1990
14,100,806 14,089,835 14,085,452 14,063,854 13,941,150 13,899,906 13,887,748
14,101,291 14,100,091 14,086,691 14,083,291 14,033,148 13,932,348 13,887,748
$ 288 $ 360 $ 309 $ 257 $ 376 $ 387 $ 355
$ 28 $ 359 $ 308 $ 256 $ 3m $ 386 $ 355
$ 3116 $ 3116 $ 3039 $ 3008 $ 3012 $ 288 $ 235

9.20% 11.84% 10.19% B.A5% 1267% 1301% 13.39%

1.51% 13.04% 12.50% 1097% 14.46% 13.39% 13.97%
$ 288 $ 2 $ 276 $ 266 $ 256 $ 2 $ 23
$ 39750 $ 38500 $ 39500 $ 45875 $ 42000 $ 39.125 $ 34125
$ 31375 $ 29500 $ 29000 $ 38500 $ 34125 $ 30.000 $ 26875
$ 31375 $ 37375 $ 29500 $. 40250 $ 41500 $ 39.000 $ 31125
$ 120,624 $ 120,033 $ 94807 $ 104,547 $ 109,020 $ 73865 $ 39,189
$ 41,174 $ 59,363 $ 6304 $ 94,743 $ 66,390 $ 63,157 $ 64,018
1,895,804 1,890,575 1,892,955 1,844,041 1,799,456 1,851,447 1,826,700
2,263,056 2,273,965 2,285,942 (1} 2,359,023 2303216 (1 2,347,757 2,259,340
1,143410 1,126,458 1,135,831 (1) 1,036,547 997,168 (1 980,071 1,060,751

4,388 48,435 48718 50,715 52,984 55,118 58,013
5,350,658 5,339,433 5,363,446 5,200,326 5,152,824 5,234,383 5,204,804

279,024 278,326 275441 273,752 273,936 274,064 . 275,637

28,666 28,550 2839 (1) 28,968 28848 (1) 29,768 29,808

1,652 1,599 1,538 (1) 959 017 1) 268 319

1,141 12 1,127 1,175 1,358 1,361 1,352

310,483 . 309,597 306,500 304,854 305,159 305,461 307,116

1403 1379 - 1333 1292 12.58 12.25 1160

1167 1142 1097 1088 11.00 10.89 10.39

9.54 9.50 9.18 9.40 9.73 9.38 891

8.26 8.53 8.69 8.89 8.84 864 8.06
$ 643,304 $ 637,219 $ 619,007 $ 605,887 $ 608,176  § 607,997 $ 589,346

7770 1,889 (229) (2,328) (1,221) (37,497) (45,900)

0 0 0 0 21,031 14,814 8,211
$ 651,114 - $ 639,108 $ 618,868 $ 603,559  § 587,986 $ 585314 $ 551,657

12.02 11.93 1154 11.45 11.80 1162 11.32

0.15 0.04 0.00 {0.08) (0.80) (0.72) (0.88)

0.00 0.00 - 0.00 0.00 041 0.28 0.16

12.17 1197 11.54 11.41 141 11.18 10.60

169 171 126 175 243 267 263

241 222 AT 208 298 an 289

045 0.85 0.94 123 142 162 1.55

1,287 1,358 1377 1490 155 - 1,571 1,587
$ 69276 $ 7298 $ 75441 $ 75308 $ 74052 $ 71,888 $ 69,237
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