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Report of Independent Public Accountants S . ol

To the Board of Directors of Connecticut Yankee Atomic Power Company

We have audited the accompanying balance sheets of Connecticut Yankee Atomic Fower Company
{a Connecticut corporation) as of December 31, 1991 and 1990, and the related statements of income,
retained earnings, and cash flows for e~cn of the three years in the periou ended Decemnber 31, 1691
These financial statements are the responsibliity 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 accordar.ce with generally accepted auditing stzndards  Those standards
feyuire that we plan and perform the audits to o'™ain reasonable assurance about whethar the financial
statements are fiee 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
financlal statement presentation. We belleve that our audlt~ “wovide a reasonable basis for our opinion

In our opinion, the financia! statements referred to ab e present fairly, in all material respects, the

. ancial position of Connecticut Yankee Atomic Power Company as of December 31, 1901 and 1090 and

the resu’ . - 1its operations and its cash flows for each of the ithree years in the period ended Deceinber 31,
1991, in conformity with generally accepted accounting principles.

ARTHUR ANDERSEN & CO

Hartford, Connecticut
March 24, 1992
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Connecticut Yankee Atomic Power Company

BALANCE SHEETS

At December 31, 1001 1090
(Thousands of Dollars)

CAPITA' '"7ATION AND LIABILITIES

Common m.;ok -$100 par value. Authorized 700,000 shares;
outstanding 350,000 shares in 1991 and 1990 . _
Capital surplus, paid in . . . ... .. . ;

Total caphalization . . ... ... .. BTy LT Wi A

Commercial paper (Note 6) . . ... .. ..
Accounts payable ... . ... .. .. S, o 3 Bk - MY O

Deferred Credits:
Unamartized gain on reacquired debt . . ..
Accumulated deferred investment tax credits . e Vot
Accumulated deferred Income taxes T TR L
Commitments and Contingencies (Note 9)
Total Capitalization and Liabilities

The accompanying notes are an integral pant of these financial statements

$ 35,000
2,964

-B1L762
99,726

95187
294,053

40,800
375
31,693
12,933
5,635
-
-37.101

426
9,434
11,441

38,139

$427.093

§ 35,000
2,964

-.51.662
99,626

201,736
301,962

59,500
4226
25,604
9,635
1.699

S
104,047

791
10,046
17,278

18,109

46,220

$451,629



Connocticut Yankee Atomic Power Company

NOTES 7O FINANCIAL STATEMENTS -

"

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General - Connie. _ut Yankee Atomic Power Company (the Company) owns and operates a single unit
nuclear-power electric generating plant of the pressurized water type. having a net capablity of
600,000 kliowatts (the Plant). The Plant commenced commercial operation on January 1, 1968 The
Company's common stock Is owned by ten New England electric utilities.

Northeast Utiities (NU), whose operating subsidiaries have a combinad 44 ~orcent ownership
imerest In the Company, furnishes accounting, engineenng, construction, maintenance, financial, legal
and other administrative services 1o the Company through fts Northeast Utilities Service Company
(NUSCO) subsidiary. The total cost of these services bi'ed to the Company amounted to $38,175,000,
$39.087,000, and $44,171,000 for the years ended December 31, 1991, 1990, and 1089, respectively

Sponsprs - The Company has entered into power contracts with ity ten stockholders (Sponsors) for the
sale to them of the entire output of the Plant for the life of the Plant. Under the terms of the contracts
each Sponsor is required to pay the Company an amount equal 10 its entitlement percentage of the
Company's total operating expenses, including a return on net unit investment

Public Lhiit, Regulation - The Company and each of its Sponsors is a public utllity under Pan |i of the
Federal Powr ‘ot and is subject to regulation by the Federal Energy Regulatory Commission (FERC)
with respect 10, ¢mong other matters, wholesale rates and accounting procedures The Company is
subject to furthvr regiilation regarding both its longterm and shortterm financings by the Securlties and
Exchanye Commission under the Public Utllity Holding Company Act of 1935 In addition, the
Connecticut Depantment of Public Utilty Control has jurisdiction over the Company with respect 10,
among other thing  ccounting procedures, cenain dispositions of property and plant, mergers and
consolidations, securnies lssues, and construction and operation of generation, transmission and
distribution facilities.

r Fun ‘ AFUDC, a noncash iHtem calculoted In
accordanco with FERC gulddlnes repmoms the estimated cost of capital funds used to finance the
Company's construction and nuclear fuel program. These costs, which are one component of the total
capitalized costs of nuclear fuel, plant modifications and improvements, generally are not recognized as
part of the net unit investment until facllities are placed In service,

The effective AFUDC rates for 1991, 1990, and 1989 were 7.6 percent, 9.7 percent. and
12.2 percent, respectively. These rates were calculated In accordance with FERC guidelines.

Nuclear Fuel - The cost of nuclear fuel is amortized to operation expense 1'«ing a units-of-production
method at rates based on estimated kilowatt-hours ot energy provided. Under the Nuclear Waste Palicy
Act of 1982, the Company must pay the United States Department of Energy (DOE) for the disposal of
spent nuclear fuel 2and high-level radioactive waste. For nuclear fuel burned prior to April 7, 1983 (prior
period fuel), the payment may be made anytime prior to the first delivery of spent fuel to the DOE. At
December 31, 1991, fees due to the DOE for the disposal of prior period fuel were approximately
§93.3 million, including accrued interest costs of $44.6 million, and have been collected through rates.
Fees for fuel burned on or after April 7, 1983 are paid 10 the DOE on a quarterty basis. For additional
information regarding the Company's obligation to the DOE, see Note 7 "Special Deposit *

R I —————
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Connecticut Yankee Atomic Power Company

NOTES TO FINANCIAL STATEMENTS

(5)

LONG-TERM DEBT
Details of outstanding longterm deb! (net of reacquired amounts) are:

Al December 31, 991 000
(Thousands of Dolla:s)
First Montgage Bonds,
Sarles A 12% due June 1, 2000 . . ... .. ... .. ... $100,000 $100,000
Debentures, 17% due 1996
R A R Bl L . 14,657
Serles B . .. ... ... Loy : 684
Poliytion Control Note, 6% dun 1987 . 2,250 2,625
Fees and interest due for spent nuclear
fue! disposal costs . . . ... .. .. = i 1™ _ 93282 __87.99%
195 502 205 962
Less: Amounts due withinone year .., . .. ... . . ars 4226

£195]27  EOLIN

The First Mortgage Bonds (the 12% Series A Bonds), secured by a direct lien on the Company's
electric generating plant and a pledge of the Company's rights under the power contracts g capital
funds agreements with its Sponsors, require minimum annual sinking fund payments suticient to retire
$14,000,000 principal amount of the 12% Series A Bonds on each June 1, commencing 1994 1o and
Imludlng June 1, 1999. For additional information regarding the 12% Series A Bonds. see Note 7 “Special

The Company's 17% Series A and Series B Debentures were retired on October 1, 1991, The 6%
Pollution Control Note has annual sinking fund requirements of $,76 000 through November 1, 1996

SHORT-TERM DEBT

To meet its general working capital needs, the Company has a $90 million Credit and Letter of Credit
Agreement (the Credit Agreement) with a group of banks. Under the terms of the Credit Agreement, the
Company is obligated to pay a commitment fee of one-quaner of one percent per annum on the daily
average of the unused amouunt. The Credit Agreement allows the Company to obtain funds through either
direct borrowings (with rates based on the London Interbank Offered Rate plus a margin of five-sightns of
one percent, a certificate of deposit rate plus a margin of threedourths of one percent or at the prime
rate) or issuance of letter of credit-backed commercial paper. On December 31, 1991, the Company had
$40.8 million of letter of credit-backed commercial paper outstanding under the Credit Agreement
Borrowings under the Credit Ag-aement are not guarantead oy the Sponsors.

s 1D



Connecticut Yankee Atomic Power Company

NOTES 1O FINANCIAL STATEMENTS o

4

(8)

Rl B e

SPECIAL DEPOSIT

As additional security for the 12% Series A Bonds, $30 inlllion was deposited with the incenture
trustee under the Mortgage Indenture and Deed of Trust in a cash collateral account In 1990, the
Company established an independent, irrevocable spent fuel trust with a commercial bank 1o work in
conjunction with the cash collateral account. During 1991, the Company deposited $4.5 million into the
trust; imerest earnings on these special deposit accounts amounted to $3 6 millicn.  Future annual
deposits 1o the trust will be satisfied from short-term borrowings rough commerclal paper As of
December 31, 1991, the Company has approximately $58 3 million in these special deposit accounts The
furndds in the speclal deposit accounts may not be withdrawn by the Company prior to 1998 In 1998,
funds in the special deposit accounts will be aval'able to satisty the Company's obligation 1o the DOE for
the disposal of prior period fuel. For additional information regarding the 12% Series A Bonds, see Note §
“Long-Term Debt* For additional information regarding prior period fuel, see Note 1 "Summary of
Significant Accounting Policies

POSTRETIREMENT BENEFITS

The Company has a noncontributory defined benefit retirement plan covering all regular employees
Benefits are based on years of service with the Company and average annual compensation for the
highest consecutive five years of empioyment Total pension cost, pan of which was charged to utility
plart, approximated $739,000 in 1991, $496 000 in 1990, and $679.000 in 1089

It is the policy of the Company to fund annually an amount at least equal to that which will satisty the
requirements of the Employee Retirement Income Security Act and the Internal Revenue Code Pension
costs are determined using market-related values of pension assets Pension assets are Invested
primarily in equity securities and bonds.

The components of net pension cost are:

For the Years Ended December 31, i L1991 1990 1969
(Thousands of Dollars)
Service cost ... . RN $ 1,099 $1.070 $ ome
Inerest cost . .. .... .. ...... " 1,701 1,374 1,476
Return on plan assete . . ... .. .. .. (3,924) 214 (3.081)
Net amortization . . ... ..... .. fih 1,863 (2,.162) 1.502

Net pension cost . ... .. § 739 §. 49 § 879

11 -



Connecticut Yankee Atomic Power Company
For calculating pension costs, the following actuarial assumptions were used
For the Years Ended December a1, 1991 1990 ieee
Discourt rate . . . . . b S e 9.0% 9.0% 9.5%
Expected longterm rate
ol mtum . .. 10.0% 10.0% 10.0%
Compensation/progression . . . .. . . .. 75% 75% 8.5%

The following table shows the plan's funded status reconciled to the balance sheet

Al December 31, 1991 1990
(Thousands of Dollars)

Accumulated benefit obligation,

including $7.581,000 of vested

benefits at December 31, 1991 and

6,018,000 at Decembar 31, 1080 . . . . .. §.9.245 §.7.233
Projected benefit obligation . .. .. .. .. $10,005 $17.605
Less: Market value of plan assets . .. . . 211 18,085
Market value In excess of projected

benefit obligation . . .. .. .......... .. 2676 480
Unrecognized transition amount . . . . .. . (564) (598)
Unrecognized prior service costs . . a07 430
Unrecognized net gain ... ... .. . .. _6.065) _(3.119)
Accrued pension liabliy . . ... ... ... $(3,546) $(2.807)

The following actuarial assumptions were used in calculating the plan's year-end funded status:

At December 31, 1991 e
Discount rate . .. ................... 8.5% 9.0%
Compensation/progression rate .. .. . .. 6.8% 75%

In addition 10 pension benefits, the Company currently has a practice of providing certain health care
and life insurance benefits to retired employees. The cost of providing those benefits was not material for
the years 1991, 1990, and 1989 The Company currently recognizes health .are benefits primarily as
incurred and provides for life insurance benefits (hrough premiums paid to an insurance company.

In December 1990, the FASB lssued Statement of Financial Accounting Standards No. 106,
*Employers' Accounting for Postretirement Benefits Other Than Pensions® (SFAS 106). SFAS 106 requires
that the expected cost of postretirement benefits, primarily health and life insurance benefits, must be
charged 10 expense during the years that eiployees render service. Based upon the information
svallable t0 date, and assuming that postretirement benefits similar to those currently provided are
maintained in the future, when SFAS 106 is adopted in 1993, the Company estimates its SFAS 106
llabiiity, related to prior years service for all its active employees and current retirees, will be

.12 -



Connectiout Yankee Atomic Power Company
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approximately $9 million. The al of the SFAS 106 liability is not expected to have a materia' eMect
on net income. Under the ter. | the Company's power contracts, the Company expects that any
increase In operating expense that would result from adopting this standard would be passed on 1o the

Sponsors.
(9) COMMITMENTS AND CONTINGENCIES

- The Company currently forecasts construction expenditures (including AFUDC) of
$73.6 million 151 the years 19921996, including $14.1 milllon for 1992  These estimated construction
expenditures are for Plant modifications and improvements, 1o meet reauirenents imposed by the Nuclear
Regulatory Commission and 1o maintain and improve the reliability of the Plant. The estimates are subject
1o periodic review and revision by the Company 1o reflect changes in regulatory requirements, the Plant's
operating experience and other matters

- The Company estimates that nuclear fuel requirements will be $786 million (excluding
AFUDC) for the years 1992-1996, Including $14.1 million for 1992

Nuglear Insurance Contingencles - The Price-Anderson Act currently limits public liabllity from a singie
incident at a nuclear power plant to $7 8 billion.  The first $200 million of labllity would be provided bty
purchasing the maximum amount of commerclally available insurance  Additional coverage of up to
$7.2 billion would be provided by an assessment of $53 million per incident levied on each of the 115
nuclear units with operating licenses in the United States, subject 1o a maximum assessment of
$10 million per incident per nuclear unit in any year. In addition, if the sum of all public liability claims
and legal costs arising from any nuclear incident exceeds the maximum amount of financial protection,
each reactor operator can be assessed an additional five percent, up to $3.2 million or $362.3 million In
total, for all 115 nuclear units. The maximum assessment is 10 be adjusted at least every five years to
reflect inflationary changes. The maximum amount which the Company would curre « , be required 10
pay with respect to an incident at any nuclear plant is $66.2 million. Under the terms of the Company's
power contracts, any assessment would be passed on to the Sponsors.

Insurance has been purchased from Nuclear Electric Insurance Limited (NEIL) to cover the cost of
repair, replacement, decontamination, or premature decommissioning of wtility p:openy resulting from
insured occurrences. Under tnis policy, the Company is subject to retroactive assessments if losses
exceed the accumulated funds available to NEIL.  The maximum potential assessment against the
Company with respect 10 losses arising during the current policy year is approximately $6 4 million which
under the terms of the Company's power contracts, would be passed on 10 the Sponsors.  Although the
Company has purchased the limits of coverage currently avallable from conventional nuclear insurance
pools, the cost of a nuclear incident could exceed avallable insurance proceeds.

In addition, insurance has been purchased from American Nuclear Insurers /Mutual Atomic Energy
Liability Underwriters, aggregating $200 million on an industry basis, for coverage for worker claims. Al
companies insured under this coverage are subject to retrospective assessments. The maximum potential
assessments against the Company with respect 10 losses arising during the current policy period are
approximately $3.2 million. Any such assessments, under the terms of the Company's power contracts,
would be passed on 10 the Sponsors

+ Bl
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(10) LEASES

The Company is leasing a portion of Northeast Nuclear Energy Company's (an affiliate of two of the

nuclear control room simulator buliding  In addition, NUSCO, which provides administrative

support 1o the Company, has entered Into lease agreements for the use of data processing equipment

office equipment, vehicles and office space. The Company Is billed for its proportionate shate of these

| loases. Or the years 1991, 1990, and 1989, the Company charged rental payments of $954 000

| $1,496,000, &nd $1,613,000, respectively, 10 operating expense. Future minimum lease payments,
excluding executory costs, are approximately.

1992 ... $ 2,252,000
1993 .. ... ... ... ... 1,679,000
U S - 1,526,000
1998 ... 1,473,000
1996 ... ... 1,371,000
Ater 1096 . .. .. . ~3.939,000

£12.240.000

.14 -
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Connecticut Yankee Atomic Power Company

MANAGEMENT'S DISCUSSICN AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Thig section contains management's assessment of Cennecticut Yankee Atomic Fower Company's (the
Company) financial condition and the principal factors having an impact on the results of operations. This
discussion should be read in conjunction with the Company's financial statements and footnotes

FINANCIAL CONDITION

The power contracts between the Company and its ten stockholders (Sponsors) obligate the Sponsors
to purchase all of the net electrical output of its single unit nuclear electric plant (the Plant) and to make monthly
payments during the balance of the Plant's life designed 1o cover the Company's total operating expenses plus a
return on the Company's net unit investment. Outside financing is necessary to the extent that planned
expenditures for nuciear fuel, construction projects and refunding of debt maturities exceed tunds provided by

the Sponsors.

The Company's net income decreased to $14.1 million for the twelve months ended December 31, 1991
from $16.5 million for the twelve months ended December 31, 1990. The decrease in net income is primarily
attributable to a decrease in the return on a lower net unit investment and a refund to Sponsors of some prior
year nuclear tuel repair costs resulting from a Federal Energy Regulatory Commission audit

Construction Program and Financing

Construction expenditures to support Plant modifications and improvements, to meet requirermnents
imposed by the Nuclear Regulatory Commission and to raimtain and Improve tie reliability of the Plant,
amounted to $7.2 million in 1991, Nuclear fuel expenditures for the same period amounted to $7.3 million. An
estimated $73 6 million, including AFUDC, will be needed for the period 1992 through 1996 to wuppon planned
construction expenditures for Plant modifications and improvements. Nuclear fuel expenditures, exciuding
AFUDC, for the same period are estimated at $78.6 million.

To meet s general working caphtal needs, the Company has a $90 million Credit and Letter of Credit
Agreement with a group of banks. The agreement allows the Company to obtain funds through either direct
borrowings or issuance of letter of credit-backed commercial paper. On December 31, 1991, the Company had
$40.8 million of borrowings outstanding under this agreement. Borrowings under this agreement are nol
guaranteed by the Sponsors. The Company's aggregate shorterm borrowings under this agreement and any
other arrangements cannot exceed $90 million without further Securities and Exchange Commission approval

The Company intends 10 meet its spent fuel obligation to the United States Department of Energy (DOE)
with respect to the period prior 1o April 7, 1883 (ahter taking into account the $30 million deposited with the
trustee as required under the Company's Mortgage Indenture and Deed of Trust) through deposits in the spent
fuel trust through 1997, although it has no obligation to do so. See Note 1 and Note 7 of "Notes 1o Financial
Statements” for further discussion of the Company's obligation to the DOE

The Company is obligated to meet $43.9 million of long-term debt maturlties and cash sinking fund

requirements In the years 1992 through 1996. In 1092, longderm debt maturities and cash sinking fund
requirements will be $0.4 million

S15 .



Connecticut Yankee Atomic Power Company

Cash requirements for construction, nuclear fuel, longterm debt maturities and sinking tunds in these
years are expected 10 be largely satisfied from internal sources. The Cumpany expects 1o obtain the balance of
its requirements under the bank credit arrangement and, to the extent necessalv, from additional sales of
securities

Outage

On October 17, 1881, the Company began a scheduled refueling and maintenance outage. During the
outage, fuel assembly inspection and reconstitution was completed  The tirst reload fuel, clad with zircaloy, has
been installed during this outage (approximately % core), replacing the stainless steel clad fuel, which will make
the operation of the core more economic.

In addition to normal refueling activities, erosion corosion inspections of main system piping were
undertaken at the Pla:u in response 1o pipe rupture incidents at other nuclear generating units.  Inspections
detected some defective components that could have falled prior 10 the next scheduled maintenance outage had
they not been replaced. As of December 31, 1991, the total cost for the outage was approximately $31.0 million

The Plant returned 10 service on March 15, 1892 and reached full power on March 27, 1882 The next
refusling and maintenance outage is scheduled 10 begin In the spring of 1993

Sponsors

In recent years, one ot more of the Sponsors have experienced, I varying degrees, financial difficulties
and liquidity constraints. One Sponsor, Public Service Company of New | ampshire (PSNM, a & perceri owner
of the Company) filed a petition seeking reorganization under Chapter 11 of the federal Bankruptcy Code on
January 28, 1088, and emerged from™ bankruptcy on May 16, 1991. PSNH paid in full the amount due under its
power contract while in reorganization, and remains bound by the power contract after its successiul
reorganization.

So far as the Company is aware, no other Sponsor has informed the Company that it is experiencing
financial difficulties or liguidity constraints which may impact the Sponsor's ability to perform under its power
contract.

New Accounting Siandards

in February 1992, the Financlal Accounting Standards Board (FASB) issued Statement of Financial
Avcounting Standards No. 108, "Accounting for Income Taxes" (SFAS 109). SFAS 109 supersedes previously
issued income tax accounting standards and will be effective beginning In 1993, The Company expects that
wher SFAS 109 is adopted It will increase assets and liabllities by approximately $25 to $30 million but will not
have a material effect on nat income.

In December 1990, the FASB issued Statement of Financlai Account. g Standards No 106, "Employers’
Accounting for Postretirement Benefits Other Than Pensions” (SFAS 106). SFAS 106 requires that the expected
cost of postretirement benefits, primarily health and Iife insurance benefits, must be charged to expense during
the years that employees render service. Based upon the information available to date, and assuming that
postretirement benefits similar 10 those currently provided are maintained in the future, when SFAS 106 is
adopted In 1993, the Compary ustimates its SFAS 106 liabllity, related to prior years service for all its active
employees and current retirees, will be approximately $9 million.  The accrual of the SFAS 106 fiability Is not
expected 1o have a material effect on net income. Under the terms of the Company's power contracts, the
Company expects that any increase in operating expense that would result from adopting this standard would be
passed on 1o the Spoansors

- 16 -



Connecticut Yankee Atomic Power Company

RESULTS OF OPERATIONS

Operating revenues eamed b, the Company are the aggregate of operating expenses, including
decommissioning, plus & return on net unk investment as stipulated in the power contracts with the ten
Sponsors.  Substantial operation and maintenance costs are incurred during refueling and maintenan: 2 outages
and, as a result, are one of the primary causes of fluctuation in such expenses.

Operating revenues increased $41.6 million in 1991 as compared to 1990 as a result of hi sher nuclesr
fuel ad operating expenses (as discussed below), partially offset by the return on a lower net unt investment
Cperating revenues decreased $256.0 million In 1980 as compared to 1989 as a result of lower nuclear fuel and

perating expenses, partially offset by the return on a higher net unit investment.

Kiiowatt hour generation Increased significartly in 1991 as compared © 1990 and decreased
60.2 percent in 1990 as compared to 1989 primarily as the result of lower production in 1990 due to an extended
outage in 1989-1990. Accordingly, nuclear fuel expense increased $21.0 million in 1991 as compared to 1990
and decreased $16.6 million in 1990 as compared to 1989,

Maintenance expenses increased $13.0 mililon in 1991 as compared to 1990 as a result of expenses
assoclated with the outage which began on October 17, 1991, Other operation and maintenance expenses
decreased $15.0 million in 1990 as compared to 1989 as a result of higher expenses in 1989 associated with the
beginning of an extended outage in 19891990

Depreciation expense increased $1.5 million in 1991 as compared to 1990 and increased $2.2 million in
1990 as compared 10 1989 as a result of increased depreciation rates and higher plant balances in each period

Federal and state income taxes increased $7.8 million in 1991 as compared to 1990 as a result of
dacluctions taken in 1990 for costs associated with the removal of the thermal shield during an extended outage
in 1989-1990.

AFUDC decreased $4 ~ million in 1990 as compared 10 1989 as a result of a lower average AFUDC rate
and lower average construction work In progress and nuclear fuel in process balances

47 s






