


Annual Meeting Date:

The Company's Annual Meet!-
ng will be heid in the audito-
rum at 80 Temple Street, New
Haven, on Wednesday

April 18, 1984 beginning
ati0am
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United llluminating

Ul Chairman and Chief Executive Officer John D. Fassett, repre
senting NEPOOL, and Hydro-Quebec Presideni and CEQ Guy
Coulombe shake hands before an audience of international digni
taries moments after signing an historic agreement that will provide
New England with Canadian hydropower

1 Details on Page 8



Letter to Shareowners

“During 1983 and the remaining
Sfew final years of the nuclear
construction projects, a firm
Joundation for such a vigorous
Sfuture is being constructed.”

1983 was a year of exceptional
achievements at Ul

earnings reached a new high of $5.67
a share and encouraging advances

were made in virtually every area of the
Company's activities. Were it not for the
gray cloud of uncertainty regarding nuclear
generation construction projects through-
out the nation — and the impact of that
cloud on stock prices, financing costs and
construction plans — 1983 clearly would
have been the most outstanding for Ul in at
least a score of years.

Responding to troubling reports regard-
ing nuclear projects in other regions of the
country, the prices of stock in utilities with
nuclear construction programs plummeted
at year-end 1983. In their lemming-like re-
sponse to some very real problems, traders
of utility shares and their advisors to a large
measure failed to distinguish realistically
among companies and projects.

Ul's very significant differences from
most other utilities have been largely tram-
pled in the stampede. The fact that, since
Ul's nuclear entitlements will replace ex-
pensive imported oil generation, commer-
cial operation of Seabrook Unit 1 and Mill-
stone Unit 3 will not precipitate “rate shock”™
for Ul's customers comparable to that being
forecast in other areas is ignored. The ex-
cellent records of these two projects for
quality assurance, a major problem for
some other prujects, also seems unrecog-
nized. And, inscrutably, the fact that the
Company's participation and investment in
these nuclear projects have been firmly
recognized and endorsed by Connecticut's
regulatory agency appears to have been
overlooked

R detailed in the text of this report,

Moreover, even as to Seabrook Unit 2,
which the Company is seeking to have can-
celled in compliance with the regulators’
decision, Ul has a regulatory commitment

to “consider favorably recovery of prudent
expenditures.”

Perhaps it is too much to expect these
distinguishing characteristics of Ul to be
properly weighed in the equity market in
view of the emotionalism and media atten-
tion currently pervading every nuclear is-
sue. Nevertheless, those who already are
celebrating the demise of all aspects of the
nuclear industry not only are sadly mis-
guided. but flagrantly premature. Weak-
nesses N the industry must be corrected,
but it surely would be absurd for this nation
to panic into rejection of what is accepted in
most of the other developed nations of the
globe as the safest, most environmentally
benign and most economic of currently
viable base-load electric power supply
options.

In the final analysis, it would appear
highly improbable tt:at this nation will act so
irrationally as to abandon entirely the nu-
clear generation option. While the debate
continues, and until Ul's projects are in op-
eration, full, robust corporate heaith un-
doubtedly will remain an unattainable goal
for Ul. However, during 1983 and the re-
maining few final years of the nuclear con-
struction projects, a firm foundation for such|
a vigorous future is being constructed.

In addition to being a financiai success,
1983 was also a year of major achieve-
ments for Ul in operations, communica-
tions, planning, customer services and hu-
man resources, and recognitions thereof,
many of which are described in ensuing
text. Recognizing that these accomplish-
ments would not have occurred without the
determined efforts of Ul's dedicated and
able employees and officers, we take pride
in acknowledging and thanking each of
them for their contributions to a fruitful year.

1983 also was a year of important orga-
nizational changes at the Company, as
summarized on subsequent pages of this
report. Some organizational plans were ex-
pedited. others delayed. as a result of Pres-
ident Jim Cobey's heart attack in early June
and his subsequent absence during car-
diac surgery and recovery. Happily, Jim
has recovered fully and has enthusiastically
resumed the often arduous responsibilities
of a utility executive in the 1980s

Jim Cobey’s return has permitted the
Board to move forward with implementation
of CEQ Jack Fassett's long-standing plan to
relinquish that office during 1984 This ac-
tion reflects not only Jack's personal desire
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Recognizing that these
accomplishments would not
barve occurred without the

determined efforts of Ul's
dedicated and able employees
and officers, we take pride in
acknowledging and thanking
each of them for thetr
contributions to a fruitful year




1983: An Excellent Financial Year

By most standards,
1983 was an excellent
[financial year for
United llluminating




Executive Vice President and A

Chief Operating Officer Dick
Grossi (left) and Vice Pres
dent-Engineering Jim Crowe
(nght) review construction
aress of Seabrook Unit

Ie

with Robert J. Harrison, pres
dent arid chief executive
cer of the project’s lead part

nant Pyt .
pa FUubic Service (

of New Hamg

Executive Vice Pre

Chief Financial Officer B
Fiscus discusses s finar
ing needs anc A witr
Robert Murray (right rir
of Morgar ey & ne
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sors, and Al Hayward (left
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LaBranche & Co. during a v
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ntact with the investment
community is a significant part
f Ul's investor relations pro
gram. Investor Relations Mar
ager Mary Ellen Manthey, and
Charies J. Noble, investment
executive with the New Haven
brokerage firm of Moseley
AN

Hallgarten, Estabrook 3
Weeden, Inc.. review

Financial News







Assuring An Adequate, Diversified Energy Sunply

s long-range goal is to secure an
U l adequate and reliable energy
supply for its customers by reduc

ing its more rhan 90% dependency on im-
ported oil a 'd achieving a more diversified
energy mix. In 1933, the Company made
significant strides toward that goal

Foremost in this plan is the Company's
nuclear construction program, which in-
cludes the Seabrook. New Hampshire proj-
ect, of which Ul owns 17 5%, and Milistone
Unit 3 in Waterford, Connecticut, of which
Ul owns 3.7%. Seabrook Unit 1. now about
88% complete, received strong endorse-
ment from the DPUC during the Company's
1983 rate case. The DPUC panel hearing
the case urged its completion as soon as
possible

Among the milestones reached on Unit 1
during 1983 was the compietion of the
deep-bedrock ocean cooling water tunnel
system. The administration and turbine
generator buildings also are virtually com-
plete with remaining effort pnmarily re-
quired in the reactor cortainment building

Even prior to its on-line operation. Sea-
brook serves as a major energy education
center. In the more than four years since the
station's nuclear information center opened

nearly 200,000 individuals have visited the
center, representing all 50 States and 82
foreign countries

Work at Milistone Unit 3 is moving stead-
ily toward its scheduled completion date of
May 1986. The unit is more than 80% com-
plete Seabrook Unit 1 and Milistone Unit 3
are each expected to save the New Eng-
land region about 12 million barrels of ol
annually

Converting To Coal

Another important step in Ul's energy
diversification plan is the reconversion of
Bridgeport Harbor Station Unit 3 so that it
will have the ability to burn coal as well as
oil. The Company received confirmation in
August from the tederal Environmental Pro-
tection Agency that Ul's plans meet all ap
plicable environmental regulations - the fi
nal necessary approval - and site work
began immediately The approval allowed
equipment modification contracts to be
awarded, and construction to commence
on an adu.uon to the Bridgeport Harbor
building which is integral to the project
Savings to customers from burning coa
scheduled to begin in January 1985, will
depend on the difference between coa! and
oil prices then in existence. Estimates indi-
cate that over the first 10 years of coal
burning, savings should be at least $135
million. Further. the Company shoulid
achieve a reduction in oil consumed of ap-
proximately two million barrels per year
about 25% of the more than eight million
barrels the Company now burns annually
Ul's plan to meet Connecticut's strict envi-
ronmental emission standards for fossil
fuels enables the unit to become the first
utility boiler to burn coal in Connecticut
since coal-burning was discontinued in
favor of il in the late 1960s

Hydropower Pact Signed

Also significant to achieving Ul's goal of
a secure energy future for its customers
and for the region, is hydropower from
Quebec. The New England Power Pool
(NEPOOL). led by Ul's chief executive offi-
cer John D. Fassett, signed a history-making
contract with Hydro-Quebec in March to
bring hydropower from that Canadian prov-
ince to New England starting in 1986. The
pact, signed by Mr Fassett as chairman of
the NEPOOL Executive Committee. and
Guy Coulombe, chief executive officer of
Hydro-Quebec. inihally will provide nearly
700 megawatts of electricity to the region
and could be expanded to 2,000 mega
watts, depending on future negotiations
The 700-megawatt interconnection wil

reduce the region's dependence on oil by
about 4% and save more than five mithon
barrels annually. Ul's 5.75% share in the
project is equivalent to about 4% of its
energy requirements

This international agreement. reached
before Mr. Fassett completed his term as
chairman of the NEPOOL Executive Com-
mittee. represents one example of recent
efforts to advance the evolution of NEPOOL
into the most sophisticated interconnected
energy network in the nation Others are
® Developing effective cooperation be-

tween NEPOOL and the Energy Planning

Committee of the New England Gover

nors Conference that was formed by the

six New England governors in December

1981

Initiating a reorganization of the NEPOOL

staff to meet its constantly increasing

responsibilities more effectively

Initiating a comprehensive review of the

NEPOOL agreement which constitutes

the basic charter of the operation. essen-

nally unchanged since 1971

In terms of oil supply and cost control
the Company negotiated new contracts
with Amerada Hess and Scallop Petroleum
following the expiration of its long-term con-
tract with Texaco. Besides being economi-
cally competitive, the new agreements will
allow the Company greater flexibility in
making its ol purchases including buying a
portion of its requirements on the spot
market

Also, Ul continues to consult with the
Connecticut Resources Recovery Authority
regarding reestablishment of a refuse-
burning facility in Bridgeport that would
provide a reaqy fuel supply as well as meet
the area's need for a more environmentally
sound manner of reluse disposal than land
fills. Although specific plans for a viable fa-
cility remain to be developed, the favorable
results of refuse-derived fuel burning at
Bridgeport Harbor Station prior to the de-
mise of the onginal project in 1980 justify
hope for the future

With the capability of generating elec-
tricity from nuclear coal and hydropower
as well as oil, coupled with load manage-
ment and conservation efforts by Ul's cus
tomers. the Company is well positioned to
meet current forecasts projecting relatively
modest increased electricity use by Ul's
customers at least into the early 1990s
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Electricity Sales Rise In Improving Business Climate

ncreased electricity sales of 3.3% is one

indication of the improvement that oc-

curred in the area s economy during
1983 By year-end. unemployment in south-
ern Connecticut was well below 5%. the
lowest in nearly five years. This is due to the
diversification in the industrial and commer-
cial economy of the area as well as im-
provements in defense-related and capital
goods segments which continue to form a
substantial portion of the industrial base

Activities in Bridgeport and New Haven
Connecticut’s first and third largest cities
serve as prime examples of growth poten-
tial in Ul's service area

In Bridgeport, plans are under way for a
$700 million redeveiopment project for 135
acres on the East Side that includes office
buildirgs, a sports arena, movie theaters
and retail facilities to be built over a 20-year
period. Construction of a 240-room hotel
and conference center in downtown
Bridgeport is scheduled to begin in July
Bridgeport's Downtown Council will focus in
1984 on a course of action for renewing that
area of Bridgeport, while the Bridgeport
Economic Deve'npment Corporation will
consider revitai..ation of underutiized in-
dustrial properties

In New Haven, work has begunon a $10
miflion conversion of the former Seamless
Rubber Company plant in the Long Wharf

area near Long Island Sound for light indus-

tnal, commercial and office use. Construc-
tion is progressing on the first building in an
8n-acre Science Park near Yale U, arsity
Meanwhile, downtown New Haven renova-
tion is continuing, with numerous individual
projects, including the reopening of the his-
toric Shubert Tleater

In towns surrounding these two major
cities. many other projects also are under
way of planned. including new offices. and
retail and light industrial facilities. as Ul's
17-town area evolves toward a more tech-
nological. service orientation rather than
heavy industry

Ul Ranked Fourth In US

To meet this future energy demand. the
Company is looking to add nuclear capac-
ity and diversify its energy mix. and aiso to
maximize the use of its present generating
facilities through improved efficiency and
preventive maintenance projects such as

were undertaken durnng overhauls of New
Haven Harbor Unit 1 and Bridgeport Harbor
Station Unit 2 in 1983. The result of such
attention to efficiency is evident from the
annual survey of the country's top 100 utili-
ties by Electric Light and Power magazine
which listed Ul's generating system as the
fourth most efficient in the U.S. during 1982
The ranking shows steady improvement Dy
Ul, from rankings of 24th in 1979 11thin
1980 and 5th in 1981 — improvement that
could take place only with the dedicated
concerted effort of the Company's highly
skilled employees

Because of their efforts, the Company
was able to meet the heavy demand placed
on its system during the post-Labor Day
weekend hedt wave that resulted in near-
record energy use on Tuesday, September
6. A peak of 969.5 megawatts of electricity
was reached that day. second only to the
all-time high of 971.1 megawatts set on July
21.1980

The electricity generating process also
carries with it certain environmental respon-
sibilities such as air quality monitoring and
proper handling of oil to prevent major
spills. The strength of Ul's air quality moni-
toring system was confirmed by an agree-
ment signed in 1983 permitting the State's
Department of Environmental Protection
(DEP) to utilize data from the Company's 10
monitoring sites. The agreement was the
first of its kind in the State  This data will
heip the DEP develop and evaluate the
State's ambient air quality attainment plan
To maintain U!l's strong record of oil-spill
prevention, the Company played a leading
role in organizing a three-day spill control
and hazardous materials conference in
New Haven that involved more than 300
professionals in pollution control The con
ference was coordinated by the New Haven
Harbor Petroleum Cooperative. of which Ul
is a member




Getting Close To The Customer

Jay Gallagher, general plant A
superintendent for Bridge
port's Carpenter Technology
'oql"" s one of the many ma
jor commercial and industna
executives whom Bob Hyde
assistant vice president - cus
tlomer services, and other
members of Ul's top manage
ment have met with in the pas!
year Meetings such as these
give the Company a b
derstanding of custome
operations

ne pany
nthe years ahea
to 1t ers k W
pate change ang re 1
ing t¥ hailenge w
strateayv that y 4
straieqgy tha SI10¢€
mand, or customer side
conventiona IPPY 1€
enable (O develop pr
scope, but N N§
the customer
Reflecting tt
tome r (
¢ { epa
zed it IR arcd
tie entralized a ta
report The t er-f
'
he C pary jevelor
and str then tt ea
Jater o if thare
in a t irg
nas beer £ ) with
nents of these yanizat
Jive the npany a bett
§ vha " ’
¢ pera 3
nrohile 4
proble [ 3
eminars f e )
neavily alte led £
energy-sav ] a \
ner 1l fa t1£ P
those availat re
thr laBisT N
) NIN y
by ind the Sta
; "
' § "
W ] i
r AN v
Ve JN SAVE ¢
panded e apart
maxing aud Available



United
INluminating

|

Through Focus Now, Ul is of
fering a blend of proven pro
grams for conserving energy
and new and expanded pro
grams that further stimulate
conservation. Ads like the one

pictured above along with art
cles in customers monthly bil
inserts inform customers
Among the programs are the
Hug ‘N Snug water heater
wrap such as the one Star
Barwick . senior residentia
cusiomer services representa
tive, 1Is watching being installed
above photo) and the Energy
~are weatherization program
being explained 10 a customer
by Diane Schneider, customer
wireach representative




Annual Report Wins Award

.

Members of |

firectors were amon

i
ndviduals given tours
Company s generating
and other tacilities ir
1983 Listening 1o New Haver
Harbor Stahor jpenntendent
Mike Clarke are from left
Leland W Miles Robert
nthar Er

€ ank Kenna







Planning For The Future |

n 1983, the Company took a number of

steps to prepare its work force more fully

to meet the challenges of the future. Par
amount among these was a restructuring of
a number of top-management functions, in-
cluding the naming of Robert L. Fiscus as
executive vice president and chief financial
officer, and Richard J. Grossi as executive
vice president and chief operating officer
Mr. Fiscus has responsibility for finance and
accounting. public affairs, management
services and communications; Mr. Crossi
for customer services. human resources
corporate planning and development, as
well as operations, engineering and envi-
ronmental engineering

Other changes aimed at continuing to
strengthen the Company’s management
team include the appointment of Leon A
Morgan, former executive vice president for
operations, engineering and customer ser
vices, 1o senior vice president - finance and
accounting; Charles W. Cook, former vice
president - customer services, to senior
vice president - corporate planning and
development. E. Jon Majkowsk: previously
director of financial planning and control, to
the new position of vice president — public
affairs; and Robert H. Hyde. previously di-
rector of engineering services and special
projects, to assistant vice president — cus
tomer services

New Facilities

Significant progress was made durnng
the year on construction of modern, efficient
facilities to house the Company's opera
tions. A new building, adjacent to Ul's cor
porate headquarters in downtown New
Haven, was completed in late 1983 and Ul
personnel from several corporate functions
as well as customer contact personne
serving the greater New Haven area have
occupied the four floors the Company will
be leasing. Ground was broken in the
spring for the new Western Division Service
Center in Shelton which will be the base for
about 300 operations and customer ser
vices personnel, as well as supperting per
sonnel and facilities, that serve customers
in the western half of Ul's service terrtory
When the center 1s occupied in jate 1984
two existing divisions in several scattered
work locations will be combined. and both
efficiency and quality of service to cus
tomers should be improved

To ensure that the Company's work force
continues o possess the skills needed to

meet the challenges of tomorrow, Ul has
increased the amount of employee training
In 1983, the number of participant days of
training i» management development pro
grams increased by more than 15%. Ex
panded job skills and technical training
programs are availlable to every employee
One of these programs was a line school
conducted in the fall, the first held by the
Company since 1981, in which 10 agradu
ates successfuily completed four weeks of
intensive tran ng

To remain abreast of rapidly changing
computer hardware technology. Manage-
ment Services installed an IBM 3083 com
puter in November 1983, to replace its five
year-old 3032 computer. The new computer
functions about 2.2 times faster than the
previous computer, which impre.es re
sponse time on its many important

functions

Employee Development Su- &
pervisor Laura Solomon is one
of a number of individuals who
heip train Ul employees to en-
sure that they continue to have
the skills necessary to meet
the chalianges of tomorrow. In
1983, the number of partic
pant days of training in man-
agement development pro-
grams increased 15%

High Marks In Audit

All of these developments refliect sound
planning by Ul's management, a strength
cited in a report on the Company com
pleted in early 1983 by Temple, Barker &
Sloane (TB&S). management consultants
TB&S had undertaken a management audit
of the Company in 1982 for the DPUC pur
suant to the Connecticut statute requinng
periodic audits The report, which gave the
Company high marks overall, stated that “In
the past two years, Ul management has
significantly strengthened the Company's
corporate planning capability, and the sta
tus of planning at Ul is good by industry
standards

Aiso gratifying were awards received
during 1983 by Ul from the Edison Electric
Institute (EEI) citing five of the Company's
affirmative action programs. EE!. the trade
association of the nation's electnc utiities
presented the awards at its annual Affirma
tive Action Seminar in March. Among the
awards, the Company's overall affirmative
action program garnered top honors for a
utility with less than 5 000 employees. Also
an outstanding achievement award was
presented for a program entitied “Career
Counseling For Female Employees

These honors, along with the i..prove
ments noted in training. management str
ture and faciities, are indications of Ul's
commitment to provide high-quality service
as well as re hrough a we
trained well "“Jf‘dq!‘af work force

able energy

Board of Directors

Frank Kenna, president of the Mariin
Firearms Company of North Haven, and J
Robert Gunther chairman and president of
the /,.lt‘(v'i.'(‘ Schmitt & % ompany pnnting
firm of Branford were named to Ul's Board
of Directors at the Company's annual meet
ng ir [\Ur‘

retired Senor Vic

They were nominated to replace
e President John M C
Betts and Senior Vice President Leon A

Morgan. Mr Betts stepped down in accor
jance with the board
and Mr Morgan vacated his seat to enable

s retirement polic N
agreaterr

hold membership on Ul's board

Mary Paquette lead systems P
programmer, and Vin Pacelli
manager of data processing

are part of the team that

brought a high-speed IBM

3083 computer on line in 1983
The new computer functions
about 2 2 times faster than the
previous computer
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fen-Year Summanry of Selected Financial and Statistical Data

The

United
lHluminating
Company

1983

Kilowatt-Hour Sales (000)
lesidentia 1,637,581

1,657,518
1,255,824
71,085
4,622,008

Financial Results (000)

166,350
163,458
107,724
9,771
2,283
449,586

356,380
37,746
52,407
13,981
41,345
80,503
14,084
66,419

Capitalization (000)
}-ter $ 394,115

70,000
65,000
408,331

$ 937446

Common Stock

12,972,344
11,708,570

$5.67
$5.67

$3.08

$31.48

41,067

17,862

13,742

General

969,500
1,235,850
287,370
6,336
1,569

$ 44114
3 66,300
$ 1,238,096
$ 197412
$ 1,179,409







Management's Discussion und Analysis of Financial Condition
and Results of Operations

The Major infiuences On

United Financial Condition
IHluminating

Company

Ol Dependence

onstruction Program




Rate Relief
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Liquidity And Capital
Resources




Management’s Discussion.

Financing Program

Results Of Operations
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Statement of Income

HOr the 3 r

The

United
Hluminating
Company

mh¢

1983

Operating Revenues $449,586

Operating Expenses

200,377
11,148
65,928
22,453
15,754
(1,336)
2,461
37,746
39,595
394,126

Operating Income 55,460
Other Income and Deductions

40,443
910
41,353

Income Before Interest Charges 96,813
Interest Charges

terest ! 38,862

2,483

(11,964)

(13,071)

i 16,310

Net Income 80,503
Dividends cn Preferred and Preference Stock 14,084
Income Applicable to Common Stock $ 66,419

Average Number of Common Shares
Outstanding 11,708

Earnings per Share of Commaon Stock $5.67
Dividends per Share of Common Stock $3.08




!

Statement of Sources of Funds for Gross Properiy Additions

SOURCES OF FUNDS
Internally Generated
Net N $ 80,503

17,352

3,273

13,091
(52,407)

61,812
50,505

11,307

External Financing

(365)

58,617
(5,667)
5,332
26,700
31,000

115,982

Other Sources (Uses)

20,401

(1,334)

(1,351)

17,716

145,005

Allowa ] i dur 52,407
GROSS PROPERTY ADDITIONS $197,412

Statement of Retained Earnings

5

e '}

1983

Balance, January 1 $123,443
Net Income 80,503

203,946

Deduct Cash Dividends Declaied
Preferr i : ‘ 14,084
36,421
50,505
Balance, December 31 $153,441




Balance Sheet

f

The

United
lluminating
Company

IR 3

ASSETS

Utility Plant at Original Cost

Other Property and investments

Current Assets

Deferred Debits

571,852
213,987
357,865
666,244
1,024,109

44,951

12,457
4,210
16,667
$1,179,409




CAPITALIZATION AND LIABILITIES 1983 1982 1981
Capitalization
Common stock $ 260.468 $201.486 $167.384
Caputal stock expense {5,578) (5.209) (4,971)
Retained earnings 153,441 123,443 99,785
Common stock equity 408,331 319.720 262,198
Preferred and preference stock
Not subject to mandatory redemption 70,000 70,000 70.000
Subject to mandatory redemption 65,000 65.000 65.000
Long-term debt 383,448 367.348 299 648
Total 926,779 822068 696 846
Current Liabilities
Current portion of long-term debt 10,667 5667 4,000
Notes payable 31,000 39,902
Accounts payable 67.937 34 342 32,795
Dividends payable 13,507 11.326 9838
Taxes accrued 20,369 20.052 18.589
Interest accrued 4217 4085 3510
Other accrued liabilities 10,813 10.303 9 486
Total 158,510 85774 118,120
Nuclear Fuel Financing Obligation 36,381 31049
Deferred Credits
Customers’ advances for construction 1,818 1.763 875
Accumulated deferred investment
tax credits 42,275 29.184 11.408
Deferred income taxes 9,930 6.628 9.259
Deferred fossil fuel costs 3,716 6.386
Total 57,739 43961 21,542
Commitments and Contingencies - —
$1,179,409 $982 852 © $836 508
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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) anu the Connecticut
Department of Public Utility Control (DPUC).

Utility Plant

The cost of additions to utility plant and the cost of renewals
and betterments are capitalized. Cost consists of iabor. ma-
teriais, services and certain indirect construction costs, in-
cluding an allowance for funds used during construction.
The cost of current repairs and minor replacements is
charged to appropriate operating expense accounts. The
original cost of utility piant retired or otherwise disposed of
and the cost of removal less salvage are charged to the
accumulated provision for depreciation

Allowance for Funds Used During Construction

In accordance with the applicable regulatory systems of ac-
counts, the Company capitalizes an allowance for funds
used during construction (AFUDC), which represents the
approximate cost of debt and equity capital devoted to plant
under construction. In accordance with FERC prescribed
accounting, the portion of the allowance applicable to bor-
rowed funds is presented in the statement of income as a
reduction of interest charges, while the portion of the allow-
ance applicable to equity funds is presented as other in-
come. Although the allowance does not represent current
cash income, it is recoverable under the rate-making proc-
ess over the service lives of the related properties. The
Company compounds semi-ann.ally the aliowance applica-
Lle to major construction projects. Pursuant to the DPUC's
August 1983 rate decision, AFUDC has not been recorded
on $120 million of construction work in progress allowed in
rate base.

The Company accounts for the portion of the allowance
applicable to borrowed funds on a net-of-tax basis, in
accordance with a December 1980 rate decision by the
DPUC. During 1981, 1982 and 1983, the average rates
used for computing the allowance were 9%, 10% and
10.25%, respectively.

Depreciation

Provisions for depreciation on utility plant for book purposes
are computed on a straight-line basis. using estimated serv-
ice lives determined by independent engineers. One-half
year's depreciation is taken in the year of addition and dis-
position of utility plant, except in the case of major operating
umits 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 pravisions for
depreciation for the years 1981 1982 and 1983 were equiv-
alent to approximately 2 95%, 2 84% and 2.87%. respec-
tively. of the original cost of depreciable property

Income Taxes

The Company has adopted the policy of full normalization
accounting for income tax benegfits with respect to bcok-tax
timing differences applicable o post-1980 property addi-
tions and all iny astment tax credits used to reduce current
federal income taxes. The major portion of the credits gener-
ated results from the Company's election to take investment
tax credits applicable to long-term projects on a progress-
of-construction basis. These accounting policies were ap-
proved by the DPUC in a December 1980 rate decision and
in a supplemental decision issued in December 1981, the
purpose of which was to bring the Company into full con-
formity with the income tax normalization accounting provi-
sions of the Eco.iomic Recovery Tax Act of 1981

Accrued Utility Revenues

The est:mated amount of utility revenues (less related ex-
penses and applicable taxes) for service rendered but not
billed is accrued at the end of each accounting period

Investments

The Company's investment in Connecticut Yankee Atomic
Power Company. a nuclear generating company in which
the Company has a 9% stock interest, is accounted for on
an equity basis

Fossil Fuel Costs

The amount of fossil fuel costs that, pursuant to the fuel
adjustment clause in the Company's rates, cannot be re-
flected currently in customers’ bills is deferred at the end of
each accounting period Since adoption of the deterred ac-
counting procedure in 1974, rate decisions by the DPUC
and its predecessors have consistently made specific provi-
sion for amortization and rate-making treatment of existing
deferred fossil fuel balances

Pension Plan

Annual pension cost, including amaortization of prior service
cost over 30 years. 1s accrued each year and funded in the
following year

Research and Development Costs

Research and development costs including envirsnmental
studies, are capitalized if related to specific construction
projects and depreciated over the lives of the related assets
Other research and development costs are charged to ex-
pense as incurred




(Dollar amounts, except per share amounts, are in thousands unless otherwise indicated)

(A) Capitalization at December 31, 1983
Common Stock Equity (a) Long-term Debt (d)
Common stock. no par vaiue $260 468 Long-term debentures:
Shares authonzed 17.500.0C0 3%, 1984 Series, due October 1. 1984 $ 2000
Shares outstanding at December 31 474%. 1987 Senes, due November 1, 1967 10.000
1981 9.154 578 15'%%. 1988 Senes, due December 6, 1988 20,000
1982 10 693 605 13%%. 1990 Series, due July 1. 1990 40,000
1983 12972344 4 65%. 1990 Series. due August 15, 1990 15,000
Captal stock expense (5.578) 474%, 1991 Senes, due July 15, 1991 10.000
Retained earmings (b) 153 441 5%:%. 1996 Senes, due August 15, 1996 15.000
Total common stock equity 408331 6%. 1397 Series. due June 15, 1997 22500
7%, 1999 Series. due January 15, 1999 15,000
PRSPl Mok ) 10%:%. 2000 Series. due June 15, 2000 30.000
O 7¥%%, 2002 Senes, due October 1, 2002 25.000
SRS St plok 8%, 2003 Senes. due December 15, 2003 30000
$170 par value, 1.350.000 shares
$25 par vaiue, 2,400,000 shares s g
Cmmmfumsiock 8'4%. maturing senally as to $1 667 pnncipal amount
$25 par value. 5,000,000 shares on November 15 in each of the years 1984 to 1997
o‘:m"q“wmm"m e 11%, maturing serially as 1o $2.000 principal amount
Mﬂmﬂmﬂﬂldmlmv 'w"sfw‘ o on November 15 in each of the years 1985 to 1999,
A S A . 5000 gyt -
472% Series 8. 75,000 shares 7500 i M s~ S b P
4.64%. Series C. 75,000 shares 7500 USRI £ 0GRS U T s
5'%‘!8 SmesD mooom 7.500 TO0N, Sl A G000 . -
7.60%, Series E. 125.000 shares 12500 Mol 5. 10 .
760%, Senes F. 150,000 shares 15,000 324833
Cumuiative preferred stock $25 par value Long-term bank loans 70,000
8.80%. 1976 Series. 600.000 shares 15 000 394 833
Tota! preferred stock not subject to Unamartized debt discount i@ss premiurm at
mandatory redemption 70.000 December 31. 1963 S
Subject to mandatory redemption Total long-term debt 304,115
Cumulative preferred stock. $100 par vaiue. Less current portion included in Current Liabvities (10.667)
9'4%. Senes G. 150,000 shares 15,000 Tota! long-term debt included in Capitaization 383 448
Cumulative preferred stock. $25 par vaiue. Total Capitaiization $926.779
16%, 1981 Series. 800.000 shares 20.000 e
Cumulative preference stock $25 par value
15 88%. 1980 Senes. 1.200 000 shares 30 000
Total preferred and prefererce stock subject
10 mandatory redemption 65 000
{a) Common Stock

Common stock. no par value. authorized at December 31 1983 included 750 000 shares and 400 000 shares. respectively, reserved for the
Company's Automatic Dividend Reinvestment and Common Stock Purchase Plan (DRP) and Tax Reduction Act Employee Stock Ownership

Shares issued (000) during 1983, 1982 and 198! and increases to the common stock account from the proceeds of these issues were as loliows

Plan (TRAESOP)
1983

Amount Shares
Balance. January 1 $201 486 10 694

Additions resuiting from
Public offerings 50.375 1.950
DRP 6174 236
TRAESOP 2433 92
Balance December 3! $260.468 12972
_——= _

Expenses related to these issues were charged to capital stock expense

b) Retained Earnings Restriction

1982 1981
Amount Shares Amaunt Shares
$167 384 9.155 $139.709 7 660
28 964 1.300 25914 1 400
3600 173 1.761 a5
1538 66
$2Q'7486 10 694 $167 384 9 156

indenture under which all of the Company's debentures are ‘ssued places imitations on the payment of cash dividends on the common
stock of the Company and on the amounts that can be expended to purchase of redeem shares of common stock Under the most restrictive
provisior: of the indenture retained earnings in the amount of $104 million were free from such imitations at December 31, 1983

(c) Preferred and Preference Stock

The m requirements for preferred and preference stock duning each of the five years 1984-1988 are 1984 - None. 1985
- $3.000. 1986 - $5.000. 1987 — $6.000 and 1988 - $6.000 The par value of each of these issues was credited to the appropnate stock
account and expenses related to these 1ssues were charged o capital stock expense
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Preference stock is a form of stock that is junior to preferred stock but senier o common stock It is not subject 1o the earnings coverage
i or minimum capital and surplus requirements governing the issuance of preferred stock
Shares of preferred and preference stock have preferential dividena and liquidation rights over shares of common stock Preferred and
preference sharehoiders are not entitied ta general voting nghts However. i any preference dividends are in arrears for six or more quarters. or
if some other event of default occurs. preference shareholders are entitied to elect two members of the Board of Cirectors. until all dividend
arrears are paid and any event of default is terminated . If similarly affected. preferred shareholders are entitied to elect a majority of the Board

of Directors
(d) Long-Term Debt

On February 1, 1983. the Company increased its borrowings under its seven-year agreement with a group of inter - tional ! anks irom the

onginal $30 miliion, borrowed in December 1982 to the full amount of $50 million, all at an annual rate of 13 035%. Fu

agreement provides for the loans to be on a revolving credit basis

st tthree years this

in August 1983. the Company entered into a term loan agreement with a commercial bank which enabled the Company to borrow prior to
February 29. 1984, on a fixed-rate. non-revolving basis. up to an aggregate amount of $40 million On September 30, 1983, the Company
borrowed $20 million under this agreement at an annual rate of 12 9% payable monthly. and on January 20. 1984 borrowed the remaining $20
millic) at an annual rate of 13 1%, payable monthly Aggregate maturities of these loans are $15 milhon in 1992 §15 million in 1993 and $10

million in 1994

The Conipany has registered $40 million of Debentures under the Securities Act of 1933 for public offering from time to time depending upon
market conditions When offered. the proceeds will be used for general corporate purposes
regate maturities of long-term debt during each of the five years 1984-1988 are 1984 — $10.667, 1985 — $3.667. 1986 — $3 667

The
1987 - $18.667 and 1988 - $28 667

(B) Rate Proceedings
Rate increases, exclusive of amounts billed through fossil
fuel cost adjustment rates. approved by the DPUC were as

follows. Annual  Percentage
increase  of Origina!
Application Effective Approved  Request
_ _Dates Dates (Milions)  Approved
May 21, 1981 September 1. 1981 $41 1} 76%"
December ‘0. 1981 6
March 22, 1983  August 29 1983 347 77

*85% of adjusted request (see beiow)

The May 21, 1981 application addressed inflation in
operating expenses and financing costs that had occurred
since the previous rate application, and the level of costs ex-
pected to prevail over the time new rates were anticipated
to be in effect The DPUC decision on this application ap-
proved substantially all of the Company’s inflation proposals
and provided for a 16.5% return on common stock equity
This decision reflected a decline in fuel oil prices subse-
quent to filing the application that reduced the originally
requested increase by $5 7 million. On this basis, 85% of the
requested increase was approved The approved increase
also included provision for an annual amortization of the
deterred fossil fuel balance in an amount equivalent to the
actual June 30. 1981 debit balance of $10.5 million

On October 9 1981 the Company asked the DPUC to
reopen its decision effective September 1, 1981 for the sole
purpose of amending it to include approval of an income
tax accounting change and a (elated revenue increase of
approximately $ 6 million. This change was necessary in
order to bring the Company into full compliance with the
provisions of the Economic Recovery Tax Act of 1981
(ERTA). signed into law on August 13, 1981 ERTA requires
rates of reguiated public utilities to be based on a normaliza-
tion method of accounting as a condition of receiving accel-
erated depreciation and investment tax credit benefits for
facilities constructed after 1980 The full request was ap-
proved by the DPUC

On March 22, 1983. the Company filed a general rate
application. with the DPUC. requesting an increase of ap-
proximately $45 million in annual revenues. or 9 9% over
annualized current revenues, exclusive of fuel adjustment
clause amounts The major reason for the application was
the need to maintain earnings and cash flow sufficient to
attract the outside investment capital required t) complete
the Company's future energy supply programs. The DPUC
decision provided for a 16 4% return on common stock eq-
uity, the recovery over a two-year period, of all of the Com-
pany's investment in the cancelled Piignm Unit No. 2 nuclear
project the amortization of approximately $6 million of de-
terred fossil fuel credits over an eighteen-month period and
the inclusion in rate base of approximately $120 million of

the Company's ownership share of the construction costs
associated with Seabrook Unit No. 1, a nuclear generating
unit currently under construction. In addition, the DPUC in-
cluded in its decision an order requiring the Company to
make every effort to gain the support of the other joint own-
ers of Seabrook Unit No. 2 for the cancellation of the Unit,
and requiring that the Company submit a report by Novem-
ber 151983, outlining the steps taken to withdraw from
participation in Unit No 2 and its specific plans to complete
its withdrawal from: that Unit. The DPUC stated that it would
consider favorably the recovery by the Company of prudent
expenditures currently associated with Unit No. 2 However,
the DPUC indicated that if an adequate effort to comply with
the DPUC's order were not made. the DPUC would consider
senously partial disallowance of future costs incurred in con-
nection with construction of Unit No. 2. See Note (J), “Com-
mitments and Contingencies "

(C) Income Taxes

income tax expense consists of.
1983 1982 1981

Operating expenses

Current
Currently payable
Income tax attrnbutable to the
allowance for borrowed funds

$8545 § 7739 § 5323

13,071 9220 7.499

Total current 21616 16959 12822
Deterred
Investment tax credits (net of
amortization) 13.001 17.776 7.253
Construction overheads 1654 1.375 1.380
Deterred fossit fuel costs 1383 (4.780) (4.337)
Accelerated depreciation 1239 734 2713
Cancelied Piignm nuclear project 917) 97 5562
Accrued utility revenues {235 (235) (234)
Acceierated amortization (87) (57) (57)
Other — net (28) (59) (198)
Total deterred 16.130 14 85! 9 632
Total operating income tax
expense 37,746 31810 22454
Other income and deductions
current (12) 1813 591

Tota! Income tax expense $37.734 $33623 $23045
3 ===

Accumulated deferred income taxes

at December 31
Cancelled Pignm nuciear project  $ 4732 § 5649 § 5652
Constryction overheads 4409 2.758 1.380
Accelerated depreciation 2246 1.007 273
Deterred fossi! fuel costs (1899) (3.282) 1.498
Accelerated amaortization 442 499 556

$ 9930 $6628 § 9259




The amounts reported for federal income tax expense for
the years 1983, 1982 and 1881 were less than the amounts
computed by applying the federal income tax statutory rates
to book income before federal income taxes The reasons for

such differences are as follows:
1983 1982 1981
Net income $80.503 $65.755 $49.538
Total income tax expense 37734 33623 23045
Less state income tax expense 8 447 6.640 4,607
Federa income lax expense 29287 26983 18438
Book income before federal income
taxes 109790 92738 67976
Federal income tax statutory rate 46% 46% 46%
Federal income taxes at statutory rate 50503 42659 31269
Less tax effects ot
Aliowance for equity funds used durnng
construction capitaiized for book
purposes. not taxab'e income 18604 14550 9670
Tax depreciation in excess of book
depreciation applicable to pre-
1981 property additions 1928 2479 2562
Taxabie income resuiting from the
sale and leaseback of the
Seabrook nuclear fuel - (2.051) —
Equity in earnings of subsichary
companies for book purposes.
not taxable income 73 549 353
Amortization of allowance for funds
used during construction applicable
to canceiled Piignm nuclear project (302) —_ s
Investment tax credits 184 149 109
Other items — net 71 - 137
Federa ncome lax expense $20287 $26983 $18438
b ————— S —

Eftective federal ncome tax rates 267% 201% 271%
_— === =

The 1975 Tax Reduction Act and succeeding amend-
ments provide that up to 80% for 1981, 90% for 1382 and
85% for 1983 of federal income taxes currently payable may
be offset by investment tax credits. The total credits utilized
in 1981, 1982 and 1983 amounted to $7.362. $17 924 and
$13.275. respectively.

The investment tax credits carried forward at December
31, 1983 amounted to approximately $13,500. of which $700
expires in 1997 and $12,800 in 1998.

All investment tax credits utilized for tax purposes . the
future will be deferred and amortized to income ratably over
the in-service lives of the related properties

(D) Compensating Balances and Short-Term
Borrowings

Substantially ali cash serves the dual purpose of providing
funds for operating requirements and for compensating bai-
ances to cover bank lines of credit. The Company’s bank
lines of credit, some of which are subject to renewal on April
30, 1984, amount to $70 million pursuant to individual ar-

with several banks Compensating balances
are required for $11 miilion of these lines of credit and fees in
lieu of such compensating balances are paid for the remain-
ing $59 million of the lines of credit

Information with respect to short-term borrowings is as
follows:
1983 1982 1981

Maximum aggregate principai amount
of short-term borrowings outstanding

at any month-end $44 500 $3° 505 $45500
Average aggregate short-term
borrowings outstanding dunng
the year* 17805 18195 14 661
Weighted average
interest rate* 99% 132% 16 8%
Principal amounts outstanding
at year-end
Bank borrowings $31000 § — § -
Commercial paper borrowings — - 40 000
Total $31.000 $ $40.000
b p— p———————ut
Annualized interest rate on principal
amounts outstanging at year-end 10.5% - 13.5%

*Average short-term borrowings represent the sum of daily borrowings
outstanding. weighted for the number of days cutstanding and divided
by the number of days in the penod  The weighted average interest rate
is determined by dividing interest expense by the amount of average
borrowings

(E) Supplementary Income Statement
Information

The amount of maintenance. advertising costs, and the
provisions for depreciation and amortization. other than set
forth in the Statement of Income. are not significant, and
there are no royalties

Taxes. other than income taxes charged to costs and ex-
penses. are set forth below:

1983 1982 1981

State gross earnings $22 489 $21836 $22553

Local real estate and personal property 16022 15210 13954
Other principally payro!! 3138 2 986 2 506

$41649 $40.032 $39013
m—— e ===

Charged to
Tax expense $30505 $38226 $37514
Other accounts 2.054 1.806 1,499
$41 649 $40032 $39013
_ _— b —— —
(F) Pension Plan

The Company has a pension plan covering substantially all
its employees. The entire cost of the plan is borne by the
Company and is paid into an irrevocable trust fund

Pension costs for the years 1981 1982 and 1983 were
$4,217. 84 543 and $4 989 respectively

Accumulated plan benefits and plan net assets at January
1 were:

1983 1982
Actuarial present value of accumulated plan benefits
Vested benefits $36 030 $29403
Non-vested benetils 4 785 4928

$40815 $34.33)
_— =

Nel assets available for benefits $64 518 $50 341
b ==

The assumed weighted average rate of return used in
determining the actuarial present value of accumulated plan
benefits was 9% in 1983 and 9%:% in 1982 The reduction in
the assumed rate of return contributed to the increase in the
present value of accumulated plan benefits
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(G ) Jointly Ouned Plant
The Company's 93 7% ownership share of the New Haven
Harbor Station generating unit represented $131 8 million of
utility plant in service and $27 8 million of accumulated pro-
vision for depreciation at December 31, 1983 The Compa-
ny's share of the operating costs is included in the appropri-
ate expense captions in the statement of income

The Company aiso has ownership shares in three nuclear
generating units under construction. See Note (J), “Commit-
ments and Contingencies "

(H ) Canceilation of Planned Pilgrim Nuclear

On September 24, 1981, Boston Edison Company an-
nounced its intention to cancel plans for the construction of
its Pilgrim Unit No. 2. a proposed nuclear generating unit in
which the Company had a 3.3% ownership interest. Cancel-
lation of this project, effective October 22, 1981, was caused
by escalating costs and continuing regulatory uncertainties
In March 1983, in its rate application to the Connecticut
Department of Public Utility Control (DPUC), the Company
requested recovery and amortization of $14.7 million in con-
struction costs associated with this unit, less the related de-
ferred taxes of $5 6 million. Pursuant to that request, in its
August 22, 1983 rate decision, the DPUC allowed recovery
and amortization of these amounts over a two-year period

(1) Fuel Financing Obligation

On June 11, 1982 the Company entered into a sale and
leaseback agreement which provides for financing the costs
of its ownership share in the nuclear fuel of Seabrook Unit
Nos. 1 and 2, currenuy under congtruction. Under this ar-
rangement, the Company sold its interest in existing fuel for
its book value of $27.9 million (includ ng allowance for funds
used during construction). This agreerent provided for fu-
ture purchases of nuclear fuel by the lessor up to an aggre-
gate of $40 million, including the original purchase. In March
1983, the ceiling of this financing arrangement was ex-
tended to $60 million. When Seabrook Unit Nos. 1 and 2
begin producing electricity, the Company will commence
paying rent based on the direct costs to the lessor of the
tuel, plus the lessor's financing costs. A balance of $36 4
million as of December 31, 1983, including $6.0 million of
accrued financing costs, 18 included as a capitalized lease
in Other Property and Investments. In May 1983, the Com-
pany completed arrangements. with the same institutional
lender, for the financing of its fossil fuel purchases by means
of a tuel reserve and supply agreement covering up to $100
million, less the amount of the outstanding obligation under
the nuclear fuel agreement

(J) Commitments and Contingencies

The Company has entered into substantial commitments in
connection with its continuing construction program. which
is presently estimated at approximately $599 million. for
1984 through 1988  The major items in the construction pro-
gram are $419 million, excluding nuclear fuel, for the Com-
pany's 17 5% ownership share in Seabrook Unit Nos 1 and
2 presently scheduled for commercial operation in July 1985
and February 1988, respectively. and $58 million, including
nuclear fuel, for the Company's 3 685% ownership share in
Millstone Unit No. 3 presently scheduled for commercial op-
eration in May 1986 These estimates, which include ailow-

ance for funds used during construction and assume a con-
tinuation of construction work on Seabrook Unit No. 2, dc not
include the possible effects that the minimization of con-
struction on Seabrook Unit No. 2 will have on the 1985-1988
construction program and the completion dates of the units.
The Company's estimates are based on cost estimates and
completion schedules prepared by the lead participants
constructing the units. However, the estimated costs and
completion dates for Seabrook Unit Nos. 1 and 2 are cur-
rently under review, with revised estimates scheduiled for
release by Public Service Company of New Hampshire
(PSNH) by March 1, 1984 Aithough the Company is unable
to predict the result of this review, it anticipates a substantial
increase in the estimated cost of the project and delays in
the in-service dates, particularly for Seabrook Unit No 2.

The current construction program costs reflect a late-1982
upward revision in the cost estimates for Milistone Unit No 3
This revision assumes a continuation of a construction
schedule to meet a 1986 in-service date. The 1984 con-
struction program costs do not include $40 million associ-
ated with the reconversion of a generating unit at the Com-
pany's Bridgeport Harbor Station from oil to dual-fired oil
and coal-burning operation because the Company is ar-
ranging for the financing of this project on a lease basis

Pursuant to the DPUC's order to disengage from partici-
pation in Seabrook Unit No. 2 (see Note (B), “Rate Proceed-
ings"), on September 8 1983, at a special meeting of the
owners of the Seabrook project, the Company and The Con-
necticut Light and Power Company (CL&P) sponsored a
resolution to cancel Unit No. 2. Upon rejection of this resolu-
tion by participants owning 53% of UnitNo. 2, the Company
and CL&P then sponsared a resolution that would reduce
construction on that unit to the lowest feasible ievel until Unit
No. 1 has progressed to fuel loading, unless Unit No. 2 is
cancelled prior to that event The latter resolution was unani-
mously adopted

On November 10, 1983, the Company filed with the DPUC
the report required by its August. 1983 rate relief order to be
submitted by November 15, 1983 concerning the steps
taken by the Company to date, and its plans for future steps,
to accomplish withdrawal from participation in Seabrook
Unit No. 2. The report concludes that there is no prospective
purchaser of the Company's 17 5% ownership interest in this
unit, and that a change in the regulatory and political climate
in New Hampshire and elsewhere in New England. which
favors the current program of minimum construction on that
unit until Unit No. 1 has progressed to fuel loading. will be
necessary if the Company's efforts to obtain cancellation of
Unit No. 2 are to succeed. In December 1983 the DPUC
commenced hearings with respect to the Company's report
The Company believes that it has taken all of the steps rea-
sonably available to it to date to implement the DPUC's order
and that the DPUC will find that the Company's efforts have
been sufficient in this respect, however, there is no assur-
ance that the DPUC will be satistied with the Company's
efforts

Since completion of construction of each of the three nu-
clear generating units in which the Company is participating
is contingent. among other things, upon obtaining neces-
sary requlatory approvals. permits and sufticient financing,
it 1$ possible that future developments could lead to cancel-
lation of one or more of the units. If any of these units were
cancelled. the Company estimates its share of the total can-
celiation costs would be substantial. the precise amount
would depend upon a number of factors. including the
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amount of termination charges and salvage and the results
of negotiations in connection « " contract terminations As
in the case of the Piigrim Unit No. 2 canceliation (see Note
(B), "Rate Proceedings ). the Company wou'd apply to the
DPUC for permission to amortize its share of total costs over
an appropriate future perod and to recover such costs
through its rates. The Company cannol predict whether and
to what extent such recovery would be permitted. However.
in the case of Seabrook Unit No. 2, the cancellation of which
the Company is actively pursuing in compliance with the
DPUC s order of August 22, 1983. the DPUC has indicated
that it will consider favorably recovery of prudent expendi-
tures currently associated with that unit. However. the DPUC
indicated that it an adequate effort to comply with the
DPUC's order were not made. the DPUC would consider
seriously partial disallowance of future costs incurred in con-
nection with construction of Seabrook Unit No. 2. The Com-
pany's investment in the three nuclear generating units was
approximately $650 miltion at December 31, 1983, including
$440 miilion invested in Seabrook Unit No. 1, $124 million
invested in Seabrook Unit No. 2 and $86 million invested in
Milistone Unit No. 3.

The generating units at the Company's Bridgeport Harbor
Station are capable of burning either oil or coal. However
the largest unit has burned oil exclusively since it was
placed in service in 1968. The Company has undertaken the
modifications required by present-day strict environmental
control regulations in order to restore this unit to a dual-firing
capability, having determined that reconversion is environ-
mentally, technically and financially feasible and offers po-
tential fuel cost savings to the Company s customers of sev-
eral million dollars annually. based on the current price
ditferential between coal and ail In 1982 the Company filed
petitions with the state and federal agencies having jurisdic-
tion over its operations, financial structure and rates. re-
questing approval with respect to the construction, environ-
mental and siting matters, rate treatment. and a financing
concept that would not require issuance of the Company's
debt or equity securities in order to finance the estimated
$45 million of required construction costs. The last of the
several necessary approvais was recewved in August 1983
Accordingly. engineering. design and procurement activi-
ties on the project, which had been suspended since March
1983 pending receipt of final approval. have been reinst-
tuted. It is estimated that the project will be completed in
early 1985

Connecticut Yankee Atomic Power Company (Connecticut
Yankee), in which: the Company has a 9 5% common stock
ownership share owns and operates a nuclear electric gen-
erating station in Haddam Neck. Connecticut. Connecticut
Yankee has been engaged in an extensive construction pro-
gram which is essential to maintaining its station as a de-
pendable source of iow-cost electric power in New England
As a condition of the debt financing arrangements for this
construstion program. the lenders have require.; guarantees
from the shareowners of Connecticut Yankee Accordingly
in December 1981 the Company guaranteed payment of its
stock ownership percentage of a $50 million long-term debt
issue of Connecticut Yankee and has agreed (o furnish or
guarantee payment of an equivalent percentage of a max-
mum of $25 million of short-term borrowings by Connecticut
Yankee.

(K) Quarterly Financial Data ( Unaudited)
Selected quarterly financial data for 1983 and 1982 are set
forth below:

Earnings
Per Share
Operating Operating Net ot Common
Quarter Revenues Income Income  Stock(1)
1983
First $108.601 $12 7086 $19.035 $1 44
Second 98 506 9731 16.843 114
Third 119.627 16,572 23.137 166
Fourth 122.852 16.451 21488 143
1982
First $117.132 $14 800 $18.209 $1 50
Second 101.638 9714 12217 94
Third 109.543 14385 17,570 151
Fourth 108.417 12961 17,759 1.34

(1) Based on weighted average number of shares outstanding dur-
ing each quarter

Report Of Independent Certified Public Accountants

To the Shareowners and Directors of The United lliuminating
Company:

We have examined the balance sheets of The United lilumi-
nating Company as of December 31. 1983, 1982 and 1981
and the related statements of income retained earnings and
sources of funds for gross property additions for the years
then ended. Our examinations were made in accordance
with generally accepted auditing standards and, accord-
ingly, included such tests of the accounting records and
such other auditing procedures as we considered neces-
sary in the circumstances

In our opinion, the financial statements referred to above
present fairly the financial position of The United llluminating
Company as of December 31, 1983 1982 and 1981, and the
results of its operations and sources of funds for gross prop-
erty additions for the years then ended. in conformity with
generally accepted accounting principles applied on a con-
sistent basis

Coopers & Lybrand
New York. New York
January 23, 1984

Common Stock Data

Ul's Common Stock is traded on the New York Stock
Exchange. where the igh and low sale prices during 1983
and 1982 were as follows

1983 Sale Price 1962 Saie Price
gh — low  Hgh  Low
First Quarter 29 254 22 18
Second Quarter 284 25 23'% 20"
Third Quarter 27'% 25'4 23'A 20%
Fourth Quarter 284 19% 26Ya 22

Ul has paid quarterly dividends on its Common Stock since
1900. Quarterly dividends were declared in 1982 and 1983
at the rates of 73¢ and 77¢ per share, respectively

As of January 311984 there were 41 229 Common Stock
shareowners of record



Introduction
The following information is furnished as a supple-
ment to the historical cost basis financial state-
ments in order to convey the effects of certain price
changes on selec*ad balance sheet and income
statement items. This information has been com-
piled in accordance with a requirement of the Fi-
nancial Accounting Standards Board (FASB) that
companies disclose certain effects of inflation on
their operations. The data should be viewed as an
estimate, rather than as a precise measure. of the
approximate effect of price changes on money in-
vested in plant over many years and on money
borrowed to provide a substantial portion of the
funds invested in plant

Constant dollar amounts represent historical
amounts stated in terms of dollars of equal pur-

ing power, as measured by the 1983 average

of the mer Price Index for All Urban Con-
sumers. Current cost anounts reflect the changes
in specific prices of piant frorn the date the piant
was acquired to the present. as measured by the
Handy-Whitman Index of Public Utility Construction
Costs. Current cost amounts of plant differ from
constant dollar amounts to the extent that specific
prices have increased more or less rapidly than
prices in general

Plant investment as referred to in the accompa-
nying data includes utility plant in service. net of
accumu ated provision for depreciation. and con-
struction work in progress  The constant dollar and
current cost provisions for depreciation were deter-
mined by applying the Company's hiutorical cost-
basis depreciation rates 10 the indexed plant
amounts

Fuel. matenais and supplies inventories and re-
lated expense categories have not been restated
from historical amounts bec ause, due to rapid turn-
over, especially of fuel inventory. these items are
already stated at or near current cost

The depreciation adjustments to 1983 reported
net income and the similar adjustments used in cal-
culating general and specific price level adjusted
income applicable to common stock for 1979
through 1982, represent the additional cost of pro-
viding sufficient funds to replace. at the assumed
price levels the service potential of plant used up
dunng those years

As prescribed by the FASB. income tax expense
is unadjusted for the effects of inflation

Discussion

Of the two methods used to measure inflaton, the
more relevant to Ul 1s the current cost method be-
cause it is based on the Handy -Whitman Index.
which depicts the trend in public utility construction
costs. The constant dollar data. because it 1 devel-
oped using the broad based Consumer Price In-

dex. is not necessarily representative of the effects
of inflation on the Company. A primary value of
constant dollar data is that it provides a common
basis for comparison of companies in varous in-
dustries subject to the reporting requirements.

The purchasing power gain on net monetary lia-
bilities shown in the accompanying data thecreti-
cally represents the extent to which equity investors
were hedged against the risk of inflation in plant
investment and other costs, primarly because a
substantial portion of plant costs was financed by
long-term debt. The Company cautions that such
gains are unrealized and, therefore. do not contrib-
ute to cash flow or distributable income Because
depreciation on plant is limited to the recovery of
historical costs. the Company does no! have an
opportunity to realize either the increase in specific
prices of plant investment held (sometimes called
holding gains) or the related gains on debt used to
finance investment in plant assets

The reduction of inflation-adjusted plant invest-
ment to net recoverable, or historical cost has been
included in the 1983 data in view of the FASB's
opinion that it may not be appropriate for compa-
nies limited to recovery of the historical cost of their
plant investment through the regulatory process to
state their assets above the recoverable amounts
This reduction shouid not be allowed to obscure
the fact that infiation in prices affects virtually all the
Company's operations. While it is true that future
cash flows relative to the Company plant invest-
ment will be based upon recovery of histoncal cost
plus a specified rate of returr _ it is equally true that
the Company has the same problem as non-regu-
lated businesses in maintaining its operating capa-
bility and avoiding erosion of capital. Furthermore,
the Company and other utilities must compete in
the same capital markets as non-regulated busi-
nesses and returns must be sufficient to raise the
capital required  The reduction should be viewed in
recognition of these facts



~ Selected Supplementary Financial Data Adjusted for the Effects of Inflation

(Average 1983 dollars in thousands except per share amounts)

For the Year 1983:
Constant Current
Dollar Cost
Net income, as reported in the statement of incume $80.503 $80 503
Adjustment to depreciation expense based on plant investment recaiculated to recognize
the etfects of inflation in the general price level and in specific prices 23541 28216
Net income, as adjusted 56.962 52287
Dividends on preferred and preference stock 14084 14,084
Income appticable to common stock, as adjusted $42878 $38,203
- ————3
Purchasing power gain on net monetary liabililies
Long-*erm debt $15.056 $15.085
Other principally net current liabilities 2116 2115
Total $17.170 $17170
——— ]
Effect of inflation on plant investment held during t! @ year as measured by changes in
General price level 58,428
Intiation in specific prices of plant investment over generai price level infiation $ 7332

“
w
-
—
o

Reduction of inflation-adjusted plant investment lo net recoverable (histoncal) cost

At December 31, 1983, the current cost of plant investment was $1.588, 112 as compared to tistorical cost of $1.024. 109

Five Year Summary
1983 1962 1981 980 979
Operating revenues $449 586 $450 930 $404 237 $440 400 $386 H54
Historical cost information adpusted for inflation in the
general price level (constant dollar information)
Income applicable 1o common stock $ 42878 $ 30104 $ 16636 $§ 6934 $ 13235
Earmings per share of common stock $3 66 $3 14 $190 $97 $217
Common stock equity at year-end (a) $934 572 $840 0564 $808 915 $759.314 $686.40°
Histoncal cost information adjusted for inflation in
specitic prices (current cost information)
Income applicable to common stock $ 38208 $ 26.757 $ 11550 § 489 $ 5644
Earnings per share of common stock $3 26 $2 68 §1.31 $07 $93
Inflation in speciic prices of plant investment
over (under) general price leve! inflation $ 7332 $§ a8 $(22922) $ (48 044) $(26.429)
Common stock equity at year-end (a) $054 114 $865 782 $812 801 $776.637 $755 448
General information
Purchasing power gain on net monetary habilities
Long-term debt $ 15066 $ 12508 $ 28,098 $ 38336 $ 41784
Other, principally net current liabilities 2,115 1,107 2.104 8375 10,186
Total $ 17170 $ 13706 $ 30.202 $ 46710 $ 51970
P —— P———r——3 E———3 7 3
Dividends declared per share of common stock $3 08 $301 $303 $3 24 $3 59
Market price per common share at year-end $20 24 $26 03 $20 01 $20 93 $27 41
Average Consumer Price Ingex (1967 = 100) 298 5 289 1 2724 2468 2178
(8) Year-end data, stated in average 1983 dollars
_1983 1982 1981 1980 1979
Common stock equity at net recoverabie
(historical) cost $ 400679 $ 326389 $278 032 $257 347 $241 819
Net as et
Constant golar $1.067 043 $ 986870 $062 068 $862 109 $706 716
Current cost $1.006 585 $1.003 598 $955 954 $909 432 $865 762
Net recoverabie (hstoncal) cosl $ 5303150 § 464 208 $421 186 $300 142 $362.136
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