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hew decade dawns in 1990, and with it comes a series of challenges for
MMWEC and its member utilities. Staving competitive in the 1990 will
require a clear sense of direction and a strong sense of purpose. We have
identified the challenges and know what we want to achieve. Our purpose is
to provide the MMWEC members with the high-qualitv, cost-etfective en-
ergy services thev will need in the decade ahead. Here are the challenges and
MMWEC s reSPONSEs.

Challenge: Power Supply Needs Must Be Met
MMWEC Response: /roriae the MMWEC members wieh an adequate.

veliable. economic and environmentally sensitive mix of power supply reseurces

and demand-side options for the | 990s

Challenge: Transmission Access and Pricing

MMWEC Response: Asure that the MMWEC member: have access to the
regronal transmission system at a fair and reasonable cost, and work toward a
more competitive utiliey marketplace in New England

Challenge: Competition Etficiency

MMWEC Response: Make MMWEC the vendor of choice among energy
service providers by enhancing the quality and value of MMWEC services

Cha"enge: Contract lmgauun

MMWEC Response: Bring the Seabrook contract litigation to a close s
quickly as possible

Challenge: Financial Strength

MMWEC Response: Accomplish a refunding of MMWEC outstanding debt

and develop a position of serength in financial markets

Challenge: Seabrook

MMWEC Response: Work ro assure the timely and ¢fficient operation of
the project




. From the
" Chairman of the Board
and the President

wenty vears ago, when the Massachusetts Municipal
Wholesale Electric Company was created by the state s
municipal utilities, changes were taking place in the
region’s electric utility industry that unified the
MMWEC members and inspited them to achieve their
common goal of independence. Threatened by plans
that would have left them with little controi over their
tutures. thev set out to develop an independent public
power supply tor the municipal utilities of Massachu-
setts ... and they did.

There have been challenges and conflicts along the
way, but they have been conquered by municipal utiliey
joint action, which has produced a public power torce
to be reckoned with in the development of plans tor
New England's electric power industry.

Now, electric utilities are entering a new era - an era
of competition, an era of deregulation - thai again 1s
changing the face of their business. In many ways. this
latest wave of change has served to rally the 31
MMWEC members behind a proactive strategy 1o pro-
tect the future interests of municipal utilities. Once
again, there are challenges commanding the attention
of consumer-owned utilities and requiring a strong
sense of unity and strength within the public power
community.

These kinds of challenges - the ones that threaten o
erode the benefits of public power - are the ones that
bind and strengthen the MMWEC organization. Thes
provide a common ground tor cooperation and joint
action to achieve common goals.

At the same time, MMWEC is changing from within
to strengthen the organization and provide bertter serv-
ice to its member utilities. Due to their diversity in size,
customer base and other characteristics, there are alwayvs
differences of opinion among MMWEC's members.
There are different service needs. ditferent power supply
needs and difterent strategies tor individual member
utilities.

To address these individual needs, and to enhance its
members' competitiveness, MMWEC is offering more
choices as members search for the most cost-ettective
way to meet their service needs. More MMWEC
services are oprional in 1990, providing an opportun-
ity for members to tailor a service package to meet
specific needs.

While the commercial operation of Seabrook is near
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The MM VEC Membership
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@ ¢icral Manager's Report

ecoming the Energy Star of the
Commonwealth tor its member
utilities is a challenging assignment
tor MMWEC,

The massive forces of competi-
tion, regulation, technology and the
environment are producing an at-
mosphere of excitement and antici-
pation for ¢lectric unlities. The
industry is on the threshold ot mo-
mentous change, and the “ulities
with the leadersh',, and vision o be
active participants in molding t e
tuture are the ones that will thrive
in the !990s.

Throughout its 20 vears of exis-
tence ~ as a private company trom
1969 to early 1970, and as a public
corporation thereatter = MMWEC
has been the champion of munici-
pal utiliey nights. When the munici-
pals created MMWEC and decided
to Vevelop an independent public
power supply. it was a bold move
with no guarantee Ot success, But
they did succeed. and in the process
they secured a voice tor municipal
utilities in the atfairs of the region's
electric utilities, Beginning with
their campaign tor independence.
MMWEC and 1ts members have
been at the toretront of change

In any business, staving competi-
tive means offering greater service
value to vour customers. In 1989,
MMWEC worked hard to enhance
the etficiency of MMWEC s busi-
ness and energy resources. Compe-
tition is at the root of these efforts,
and MMWEC is determined to
remain the energy service provider
of choice for the state’s municipai
utilities.

Market forces that respect compe-
tition, efficiency and initiative more
than traditic  are changing the very
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Ylectric power supply shortages and limitations on trans
mission capacity in the Northeast have torced the tre
quent use of emergency operating procedures over the

past sev eral vears. Improvements in emergency proce

dures, greater cooperation in planning and operations

wind a slowdown 1in ¢Conomis growth have provided

term rehiet However, the only way

cleCtric svsiem reliability 1ssues tacing the reg
add generaung and transmission capaciny
{vine so | B shr with v r'\t\,-v Wocomn " ()
Jdoing so 1s traught th a4 nuMoe { ¢ \DIEX €C
nomic, political legal and technical problems

:

In New England. the need to resolve these 1ssues

tensitied because the region alreadyv is peraung on the
edge of adequacy 1n terms Of CleCIng gencerating and

transmission capacin
’ ‘
Dependency (n uncommitted resources o

L genera

tion adequacy puts the reliability ot the electric supply

in this region at cons'derable risk, staies the 1Y8Y R
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liability Assessment of the North American Elect
Reliability Council. The uncommutted re ' NOLE
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‘n the assessment include non-utility generators
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1991 and 2004, In the assessment NEPOOL ass

probabilities to a number of uncertainties and the

(AL
termines the degree of resource adequacy

tuations. Some ot th reamn
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tiveness of demand management

and reliabiliey ot non-utthiny

amount ot older gencrating un

of reserve capacity required, and the amoun
in demand tor glectric
gncertainties making planning

liable and economic power supy

and demanding

The MMW EC members ar tor

e 1ICing a4 need ) ,l‘i‘
?‘T\\\‘.nm(ci\ 200 megawatts by 1995 and about 300

megawatts by the vear 2000 his assumes operatior

t
the Seabrook piant as well as the Hydro-Quebec ["hase

[l interconnection in 1990. To address these needs.

MMWEC has reviewed dozens ot power supply project

proposals and demand-side strategies in an eftort to
provide its members with as many resource options as
possible. Power supply planning in this competitive

gnvironment .'L‘k]'xlu" S a greater commitment to rescat n
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being reviewed by MMWEC play an important role in

planning tor resource adeguacy Decause utilities are not

planring anv major projects betore 1995 and the excess
capacity in New England 1s vanishing

tach of MMWEC's members received a “personal

red” version of the Resource Options for the Xs report
detailing individual member needs and purchase recon
mendanons tor baseload, intermediate and peaking
r ww b . I’} : b .
power from varous projects, e ey \ o¢ up
dated ;\’fn-du.nl\ to reflect anv char n membet
needs and resource availabiiiey and/or econon

\1\'\1‘\\ } C also has created tour special resout
ypment :“f\“l',"!""\&"\:‘I'AI.'\"" wihiat capa i
able to meet members baseload termediate. peaking

and near-term power suppis necds. | hese new projects

used 1n conunction with the resource options reports
will ;\'wudc members with information 1y need
make investment decisions to meet power supply
need in their communities. Participation in these special
projects is optional, which enables members to partic
pate only in the special projects that best meet their
needs. It is within these special projects that the bulk of
MMWEC s resource development work will take place




MMWEC Members’
Composite Fuel Mix 198¢
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MMWEC Membe.<'
Growth In Energy Use
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assuring that opportunities to purchase or otherwise

acquire new capacity are not missed. This revised ap-

proach to power supply planning allows MMWEC ang

its members to target resources to the areas ot greatest

need

In another ettort to assure resource adequacy

MMWEC

has undertaken a study thart ¢

constructicn of up to 300 megawartts in new generatir

capaciry at MMWEC s Stonv Brook Ene

at other acceptable locations. The new

thorized by the Beard ot Directors late

14 ¢
WG ICdad

ergy Center
4

Unix study, au
n 1989 isa

continuation of the company s statewide power plant

siting study completed in 1988, The siting studv 1dent

fied several sites in Massachusetts. including the Stom

Brook Energy Center, as good candidates tor power

plant construction. The present study wi

i

|
result 1in a

detailed implementation plan that will outline the eng,

m'cnng pcrmlmng ?‘rummg transmission, ruel suppi
i

and other requirements for construction

d N

CW unit

[t also will address various ownership. contracting and

financing options

[n addition to pursuing the new-unit

option. there

r

were a number of other activities supporting

MMWE(

power supply program in 1989

1

the
"o |

Federal Energy Regulatory Commussion issued a deci

ston that led to a 20 percent increase in the amount ot

low-cost hvdroelectric power supplied to Massachusetts

municipal utilities trom the New York Power Author

itv. The decision

MMWEC and the Connecticut Municipal Electric

in response to a complaint tiled by

ergy ¢ ooperative increased the Massachusetts alloca-

tion ot h\df“(‘lt’k[ﬂ\ power by ]..‘ “ I‘.l('?_’ IwWatts, toa

total of 72.5 megawatts. MMWEC administers the

Massachusetts allocation of New York hvdroelectric

;‘(‘\v\(‘f ds an agent ot the state i‘;"‘JH'HLv"! '

N |
CUbiC

Utilities and has fought to protect and enhance the mu

nig :p&lx rluh(.\ to the power under tederal law. Earlv in

1990, a contract extending the allocation through 2001

was approved by New York Gov. Mario Cuomo

Aside from the substantial power cost savings result

ing from this contract, it provides important benetits for

the MMWEC members in terms ot fuel diversin

Ihe

increase in New York hyvdroelectric power, coupled with
the operation of Hydro-Quebec Phase I1 later in 1990

will increase the MMWE(
resources, consistent with MMWEC s t

uel

{

L

members reliance on hvdro

IVErsin



MMWEC Supply and Demand

“Provide the MMWEC members with an

adeaquate, reliable, economic and

LAY

el environmentally sensitive mix of power supply

resources and demand-side options for the
1990s."
1 nd the region has add nal PEaAKINg capag IValldaoie
dUuring emergencies. So far. memoers have gained 0%
Kilowatts of peaking capacity credit through the D ¢
n Demand program
\{\1“ }( .l.‘.\\' has }‘('l"l dW .l.'d('\x d 875,00 grant
I i L o L b B e SR I L L B from the U.S. Department ot Energy to help inance an
electric thermal storage heating program ror severai
member utilities. This program wi | involve the installa
tion ot electric thermal storage heating units, whigt
1 L s 18 partculariv important in hght ot the convert electricity to heat and store the heat overnight
ed States growing dependence on toreign oil and tor use during the dav. This will help reduce consumer
8 el I the consequences ot suddetr iNnd ut TV COStS DEcause the unit
ne price and suppiy ot oul the night wher the den d tor and cost ot ¢lect
Demand management programs are a vital compo- lower
t the MMWEC power supply program, provid The MMWEC members experienced a welconied
d their customers with opportunities t ower rate ot growth in electric energy use N
energy resources more etticienty. Successtul marily due to a slowdown in economic activit Ma
| management programs help 1o ofrset the ",L’L'\;. sachusetts and gencerally moderate weather quring o
generating capacity and represent an vear. Member utilities used approximate ) percer
[ resoutce th a reg that 1s short on capacit more electricity in 1989 than thev did 1n Y88, |
AMATW | ! rtective load manags compares with growth rates ot 5.% percer 58 >
pportunines tor each ot 1ts percent in 1987, and 5.3 percent 9806, 5 i
g the support needed t NEPOOL recorded a growth rate of about 1.7 percer
the f Y n 1989, compared to 5.2 percent in |8
VN EC Lolla Demand load management ['he lower growth rate provides a little breathing
program helps membxe ties meet t! ca room and reliet tor utilities trving to balance supp
' needs without butlding new power plants or buy with demand. But increases in supply are not Keeping
¢ capacity trom other utilities. Under this program pace with increases 1n demand, and demand-side op
he ut tracts with indusirial or commercial tions alone cannot close the gap. Lack ot reliable electric
uston to use thetr stanabyv generators at SerVICE C'N cause major economic problems tor both
times when New England is experiencing a peak power Massach isetts and New England, and avoiding these
he customer 1s paid an amount fixed in the problem: will require compromise on a number ot regu
the utilitv's peak load requirements are re atery, ¢avironmentai and other 1ssues reiated to pro
duced due to the availability of the standby generator ducing and aelivering ciectrncin




f.ln\n“l\\h\l\ tacilities are a vital part of the clectria
power system, carrving electricity from power plant t
customet .md m-"m-rm; OLREr SErvices necessary 1o
ensure the reliability, adequacy and economy of powey
supplies

Fodav's transmission grid includes connes
tween power plants and CUstomers as we
nections berween neighboring power svstet
nated operation of transmission tacilities has ¢
atilities to deliver the least-cost generation 1o ¢
1t has enabled utilities to take advantage ot economy
resources trom another region and to &‘\‘.f\..f‘.r_‘i. Capacit
to enhance reliability during svstem emergencies Inter
connections also allow neighboring power svstems wit|
ditferent peak demand periods to share generating ca
pacity reducing the need tor new power plants

[his svstem works well as long as transmission capac
ity 15 .ML\W.&((‘ (o \uppnr( cconomym and reliability trans.
actions, and as long as 1t 1s available at a reasonable cost
However, there are several things happening in New

l England that adversely attect both the cost and availa

bility of transmission service

‘[;'(”IS"”.SSI.OH AC('?SS Use of the transmission svstem has increased dramat

callv over the past Iew vears oud growtn

ol interconnections .U‘.\i more economy transaction

' 2
and Pricing
have devoured excess transmission capacity I'he svstem
s heavily loaded and virtually inaccessible during peak
demand periods. There are restrictions «
ports to the region due to transmission
restrictions on the use of some ransmissiol
New Englond
With excess capacity becoming scarcer. it s
ditficult and costly to acquire needed transmission sen
ice. Transmission-dependent utilities tike MMWEC
which with few exceptions do DOt OWD transmissiot
capacity, are at a competitive disadvantage in ¢ttorts to
L 4

acquire transmission tor ljong-term, economic resSources

and short-term, economy transactions, dome contracts
now include provisions enabling transmisston owners to
cancel access if they need the transmission themselves
Orther contracts include charges tor “lost opporrunities
which enable the owners to collect on opportunities they
missed because thev sold their transmission capacity
f’{lghrr costs and conditions such as these have \pw.iu‘l
the economy of several deals, but more critically, they

threaten the pub'm policy goals tor an open, compet
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“Assure that the MMWEC members have access
to the regional transmission system at a fair and
reasonable cost, and work toward a more
competitive utility marketplace in New

England.”

provals required. MMWEC has intervened in proceed-
ings before the FERC anc the SEC in which NU is
seeking approval for different aspects of the acquisition
In its pleadings, MMWEC seeks restrictions to the ac-
qul\l(lk)n to p“'\ ent Jn“\(‘mp{’(l“\'c b('h.l\l(‘r COonsis-
tent with tederal antitrust policies. MMWEC is seeking
adequate protection of the public interest by suggesting
that the new company be required to provide nondis-
CrIMINAtory access to transimission at cost-based rates
MMWEC also has serious concerns about the ability of
NU, with its increased market power, to dominate
NEPOOL

The basic issues surrounding transmission access and
pricing have ripe.ed to the point where most parties
agree there is a need for change, but the diversity of
interests will make development of a standard policy
difficult. As this dzbate unfolds, MMWEC will be tak-
ing additional actions to protect and promote the inter-
ests of its m :mbers and the public power communin

Coordinating the operation of New England s electric genevation and transmussion facilities is the job of the New
England Power Exchange Control Cenzer, above. From heve. resources are managed to provide customers with the
oweit cost elecrmicity available



O [n 1989 MMWE( ntnuded its support of the

[ ransmussion Access Policy Study (TAPS) Group, a
national organization ot rransmission-dependent utili-
cies. TAPS has undertaken a number of actvities in
support of &4 national transmission svstem with equal
JCCESS, J0INT-VENTUTe transmission projects and cost-
hased wheeling rates. TAPS and MMWEC support a
cransmission policy that assures access to the existing
erid at cost-based rates and encourages cooperation
A‘m“\n; all cransmussion users in the planning, construc-
i and use of new transmission tacilities
As the representative in NEPOOL of public power
«wstems in Massachusertts, Connecticut and Rhode ls-
and. MMWEC alse is deeply involved in eftorts within
the pool to address the region s transmission issues
[here is potential to resolve many of these issues at the
regional level by working to improve the NEPOOL
Agreement, The agreement provides NEPOOL mem-
bers with limited rights to transmission, but it was writ-
ten long betore the sweeping changes that have taken
place in the electric utility industry. The rules of the
game as well as the participants have changed, and solu-
O tions to New England’s transmission problems will re-
quire the cooperative errorts ol transmission owners,
users and regulators
Several amendments to the NEPOOL Agreement are
proposed in a transmission plan put torward in 1989 by
| task torce of the New England Governors Conterence
‘ower Planning Commuittee. The thrust of the proposal,
which was dratted by Massachusetts Department of
Public Unilivz: Coirmissioner Susan Tierney, is to ac-
ige and incorporate into the agreement the

Wssion requirements of non-utility generators.
\ hen coupled with the ongoing efforts of utilities
within NEPOOL. this proposal represents a signifi- dccess 1o New England s major electric tranim
cant step ‘n the direction of consolidating transmission et i ripto ot e Aole A
1L ' oncern for MMWEC as 12 works te acquire
ssUes and working cooperativelv toward hinding soiu- ATy
¢ -2 CONOMIC resources for its memper kit

tions. Problems stll exist with the Tierney transmission
proposal, but the ideas and potential solutions are
being defined. and an interest in finding answers is
developing

MMWEC will continue its work with member utili-
ties, the Northeast Public Power Association, the
American Public Power Association and others to track

transmission issues and develop positions and strategies

that promote public power interests
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O ompetition/Efficiency

"he traditional competition for MMWEC and its mem-
bers has been the investor-owned utilities (I0U), with
MMWEC and the municipals fighting for their rights
to participate in the industry on equal footing with the
IOUs. This competition took place within the bounda-
ries ot regulations that sheltered most aspects of the
electric utilicy business from “outside’ competition

[he energy crises of the 1970s, high interest rates
huge cost overruns on power plants, capacity shortages
heightened environmental concern, and other issues
have caused a break with this tradition. There is a grow-
ing call tor deregulation of the electric utility industn
and opening the industry to market torces and competi-
tion. This has already taken place to some extent. and
utilities are responding with diversification programs
acquisition plans and efforts to “rightsize” their organi-
zations. What is emerging is a more diversified and
more competitive electric power industry.

In this competitive environment, MMWEC has
taken numerous steps to enhance the efficiency and
value ot its business and energy resources. These include
a major cost-reduction program, a fundamental change
in service delivery strategy, a promising venture into the
natural gas market, the successtul marketing ot
MMWEC's combined-cvcle experuse, and signiticant
improvements in MMWEC's power brokering pro-
gram. These and other actions reflect MMWEC's com-
mitment to efficiency in all aspects of its business
which will result in greater service value in the erergy
services marketplace

In May 1989, MMWEC implemented a plan to im
prove the efficiency of MMWEC operations and reduce
admuinistrative costs by about $1 million a vear, or ap-
proximately 10 percent, by 1991. The plan allows
MMWEC to reduce overhead costs without adversels
iffecting services and to improve the productivity and
etticiency of basic systems. [t also streamlines and reto-
cuses MMWEC operations on the company's principal
power supply mission, including plant operations and
project development and financing. To accomplish this.
there has been a realignment of staff responsibilities and
a net reduction in staff. There also has been a significant
investment in new computer equipment and other basic
systems, which has improved the productivity and ethi-
ciency of the organization

These changes are part of a broader strategy to be
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As a result

{eveloped 2 new Service Agreement
that satisties Chicopee s specitic service needs and pr
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ponsive to the needs of individual MMWEC
W'e made signiticant progress in 1989 on
members - MMWEC s customers
(ce choices. As this effort expands,
A EC hopes to offer individual or groups of mem-

oackage of services railored to meet their

best highlighted by the experi-
Chicopee Municipal Lighting Plant, which
went with MMWEC in
At the tume

N . t service choices
¢ Jd range ot bulk power \uppi‘»
were mandatory under the Service Agreement,
i standard contract that all memker
must sign. Chicopee did not want all the seov-

s mandated under the Service r\grecmcm, SO It termi-
nated the agreement. Early in 1990, after months of
discussion and study, MMWEC decided to unbundle
its bulk power supply services. This was done by main-
taning a core group of services common to all, bur also

estabdiish ng tour ‘;p{i“n;‘: p()“t'f ‘Up(‘i\' d('\{'i()pmt'”(

“service packages” or projects. As a result, MMWEC
and Chicopee have developed a new Service Agreement
that satisfies Chicopee's specific service needs and pro-
vides MMWEC with additional revenue to moderate
overall service costs

Additional changes to the Service Agreement are an-
ticipated as MMWEC continues this eftort to "person-
alize” its services and provide its customers with the best
service value. At the same time, MMWEC is exploring
opportunities in the natural gas market to assure a reli-
able and competitively priced fuel supply. We also are
working to market our services beyond the MMWEC
membership, which will add to the company s revenues.
The purpose of these efforts is to use the resources avail-
able to MMWEC as efficiently and cost-effectively as
possible so that MMWEC and its members will be
more competitive in the 1990s and beyond.

With nuclear, coal and oil out of favor tor the genera-
tion of ele~-ricity in New England, natural gas has
emerged as the fuel of choice for new power generation.
[n addition, there is a growing demand for natural gas




“Make MMWEC the vendor of choice among
energy service providers by enbhancing the

quality and value of MMWEC services.”

e MMWEC munagement team includes from left) Joseph O Roy, Stony

¢ Energy Center manager: Lynn (. Hil. Power Supply Center manager

. v nd - Hunt ee
IR id 4 ind Cidry | i generd

ymes and businesses in the

g s a resule, ther 1tense competition among
peline compar ind gas suppliers tor a share ot the
New England gas marker. The questions of where the

gds will come trom., where 1t will go and how it will get

.

there ure being discussed in regulatory proceedings and
hist-paced negotiations in the United States and Canada
MMWEC and its members have a substantial interest
in this market that centers on a goal of obtaining a com-
petitive tuel supply tor MMWEC's Stony Brook power
plant and tuture projects. MMWEC's present natural
0 s supplier has provided an interruptible supply of gas

it Stony Brook since 1983, but with so many new de-

——

velopments in the natural gas market, MMWEC is py;.
suing other alternatives. This has involved negotiations
with the present supplier and several major interstate
pipeline companies. MMWEC is seeking to obtain
nacural gas supply and transportation contracts that
provide access to gas trom Canada, the Midwest, the
Gult Coast and other areas. Enhanced reliabiliey wi
be the result of such diversity in supply. A capability ¢
supply Stony Brook with natural gas all vear is being
pursued. in addition to opportunities to acquire addi-
tional supplies tor a new unit if necessarv. New pipeline
capacity is needed to increase the supply of natural gas
to Stony Brook, and a number ot new pipeline .»pn;.m
are being pursued, including MMWEC ownership

:

joint ownership and third-party ownership of the neces.
sary pipeline ftacilities

Most ot 1989 was devoted to breaking into the naty-
ral gas market, understanding the competitive torces at
work and establishing MMWEC as a serious entin
This in itselt is a major accomplishment, which was
highlighted by the hiring of a full-time gas supply man-
ager in November. More concrete results, in terms ot
contracts and commitments, are expected in 1990, We
hope to improve the reliability and lower the price of
natural gas tor dtony Brook :f:ruugfz these ettorts, which
will provide competitive benefits and opportunities for
the MMWEC members

Much as natural gas is the fuel of choice. combined
cycle is the technology of choice tor new generation
the 1990s. There are a number of benetits to combined
cycle plants. They typically take less time and monev to
build: they can be built in increments to march load
rL‘qUir(‘n\Cn(\ [hL‘\ cdn f"ur!\ a varieey of ruels; thev can
be brought on line quickly; and they have relatively low
operation and maintenance costs. In addition, they can
be extremely efficient

['hese are benetits well known to MMWEC, owner
and operator of the 341-megawatt, combined-cycle
Stony Brook plant, which entered operation in 1981
and is consistently ranked among the most efficient
plants ot its kind in the world. MMWEC has a vast
amount of experience and data related to combined
cycle construction, operation and maintenance, and in
198S we began putting that information to work

Marketing MMWEC's combined-cycle expertise has

TL'\L&IlIt'd In a five-yvear agreement with a Canadian utiliey



Stony Brook power plant. above

nder which MMWEC is providing consulting services
Juring the construction and start-up of a combined-
le plant near London, England. Some of the services
he provided by MMWEC include engineering and
services: construction and plant commissioning
srvices: operator recruiting and training services; assis-
n the development ot operating procedures,
nance and reporting systems; and ongoing engi-
IPOTT Ser

& YU LGS

MMWEC also sponsored seminars on the design,
truction. operation and maintenance of combined-
ants in 1989, ottering an opportunity for electric
protessionals and independent power producers
benetit trom MMWEC s experience in building and
perating Stony Brook. These efforts will enable

MMWEC to stay on the cutting edge of combined-
vele technology and could reduce the lead time associ-
ated with a decision by MMWEC to expand Stony
Brook or build a new plant. In addition, they provide a
new source of revenue, again, enhancing the value ot
MMWEC services tor our member utilities.

Short-term power brokering conducted through
MMWEC has enabled member utilities to achieve

videe to tmprove the competitive value of its services, MMWEC s mare.. e the knowledge and expertise it ha: acquired through the conitrucrion and

greater efficiency in the use of their energy resources
The power brokering program resulted in power cost
savings of $1.1 million in 1989 and has saved members
more than $11 million in power costs since 1982

Through this program, MMWEC arranges short
term purchases and sales of capacity and energy to help
member utilities match their supply and demand tor
electricity as closely as possible. Atter determining
which systems have power surpluses and deficiencies,
MMWEC arranges transactions that provide revenue
for systems with power surpluses and economic pur-
chase options tor those with deficiencies. A daily power
brokering program was initiated in 1989, increasing the
opportunities for economic energv transactions. In ad-
dition, discussions are under way that could lead to
MMWEC playing an important role in a regional
power brokering program available to all public power
systems in New England.

These and other activities contribute to improving the
value of MMWEC's business and energy resources, and
they all add up to a commitment to making MMWEC
the vendor of choice among energy service providers by
enhancing the quality and value ot MMWEC services




@ Zontract Litigation

——

MWEC is involved in several lawsuits stemming from
its ownership interest in Seabrook Station, most of
them between MMWEC and the present and former
participants in MMWEC's Seabrook power supply
projects. The bulk of MMWEC's current Iitigaudn is
the result of the January 1989 final decision of the
Vermont Supreme Court voiding the Project No. ¢
Seabrook contracts berween MMW EC and six Ver.
mont utilities.

Project No. 6 represents a 6 percent ownership in
Seabrook for MMWEC. Twenty Massachusetts munici.
pal utilities and eight out-of-state utilities signed con-
tracts in 1979 obligating them to purchase Project No,
6 capability and to pay MMWEC s share of Project
No. 6 costs.

The Vermont Supreme Court decision voids the
Project No. 6 contracts in Vermont “ab initio,” or from
the beginning. As a result of this decision, 10 Project
No. 6 partcipants are claiming that their contracts
should be voided because MMWEC never had 100
percent of Project No. 6 capability under contract,
which they claim is a condition precedent to the effec-
tiveness of the contracts. These 10 utilities - all
Massachusetts participants - clso are chalienging
MMWEC's implementation of the step-up provision ot
the contract, through which MMWEC has reallocated
the Vermont share of Project No. 6 capability and asso-
ciated costs to other Project No. 6 participants.

Two tormer Project No. 6 participants also are mak-
ing claims stemming from the Vermont decision. The
Eastern Maine Electric Cooperative is claiming in
Chapter 11 bankruptcy proceedings that its Project No.
6 contract never existed, based on the 100 percent par-
ticipation issue raised by the Massachusetts participants
In addition, one of the former Vermont participants,
the Washington Electric Cooperative, is seeking restitu-
tion of payments made to MMWEC under the now-
voided contract.

In May 1989, MMWEC petitioned the U.S. Su-
preme Court for review of the Vermont Supreme Court
decision. In October, the high court denied MMWEC's
petition.

MMWEC's efforts to move beyond the financial and
legal uncertainties stemming from its ownership in
Seabrook have been successful on many fronts. How-
ever, the litigation stemming from the Vermont Su-
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preme Court decision raises issues that must be ad-
dressed betore MMWEC erge from the

W O Seabrook \\”’

can tully em

¢ MMWEC is disappointed
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Al

ch some of these cases are proceed-

th the p;‘;\ﬁ at whi

. we cemain confident in our ultimate success. The
yresent litigat avolves issues that can and will be
resolved with time. enabling MMWEC to tocus more

«« and resources on 1ts principal power supply

[he Project N\ ntract litigation in Massachu-
setrs went trom the superior Court level to the Massa-
chusetts Supreme Judicial Court (S]C) in 1989, orly to

he sent back to the Superior Court eatly in 1990. The

10 Massachusetts municipal utilities involved in this

case are based in the communities of Shrewsbury, Hing-

ham, Sterling, Georgetown, West Bovlston, Paxton,
Danvers, Holden, Hudson and Peabody. Several filed
separate complaints against MMWEC challenging their
Project No. 6 contracts in Superior Court between late
1988 and Apri: 1989

MMWEC

was successtul in consolidating the cases

iy aopendis was o

corporation is hereby made a COrporate a
Flltical suldivision of the commonwealth GOrALIon & o
ted 3 public Instrumentality and the exercise ol the powers o
d by this act shall be deemed and held 1o e the performance
P essental public function

SLIOTS, ¢ 118, 42

§ 1-3. Dlenieipsl mombsrship of corporstion
(a) Each city or town which s entitied o nominale a @n
tcr ul me mrpu-llmr .mm«xwm\ prior tne effective date

a - s men han . o e

before a single justice of the S]C in May and obrained
two preliminary injunctions requiring the participants
to continue making payments due under the contracts
during the litigation. The preliminary injunctions note
MMWEC's likelihood ot success in the case and reject
an argument advanced by Hudson and Peabody that
their obligation to pay is contingent on the existence of
the Seabrook Sellback Agreement berween MMWEC
and Public Service Co. of New Hampshire. Under the
Sellback Agreement, which has been terminated PSNH
Jurecd to purchase a portion ot | MMWEC's Project No
> hap.ibnhn during the initial vears ot Seabrook's oper
tion at MMWEC s cost.

After several months of procedural and strategic ma-
neuvering by the parties, the issues were tramed in a
single case before the single justice ot the 8]C.
MMWEC moved for a summary judgment reaffirming
the validity of the Project No. 6 contracts and the de-
fendant municipal utilities meved to compel arbitration
of the case. Meanwhile, discovery that the municipals
said was necessary to respond to MMWEC's summary




judgment motion wis Progressing.
The municipals’ motions to compel arbitration were

denied in November. with the judge ruling that the mu-
nicipals, as a result of various levels of participation in
the litigation, waived their rights to arbitration. In a
memorandum accompanving this decision, the judge
again noted MMWEC s likelihood of success in the
case. In mid-December, the judge established a schedule
calling for completion of discovery on MMWEC's mo-
tion for summary judgment by Feb. 2, 1990 and a hear-
ing on all summary judgment motions on Feb. 28.
When the municipals filed counterclaims against
MMWEC involving issues not related to the Vermont
decision, MMWEC in January 1990 moved to compel
arbutration of the counterclaims to keep the case tocused
on the Vermont issues. However, Hudson, Peabod+
and Danvers filed a motion asking the <i..gie justice
hearing the case to recuse, or disqualify, himself due to
his past partnership in a law firm that served as under-
writers counsel for MMWEC's Project No. . bond
issues. The three utilities argued that a potential conflict
of interest existed tor the judge even though he left the

‘ irm maore than five vears before the bond issues.

At a hearing on jan. 24, 1990, the judge decided to
recuse himself and send the case back to Superior
Court. Before this action, MMWEC was expecting a
final decision around mid-1990 on the impacts of the
Vermont decision on the validity of the Project No. 6
contracts in Massachusetts. Now, the final decision will
be delaved. There is keen interest among members of
the financial communiry in the outcome of this linga-
tion because the contracts in question are the source of
revenue tor principal and interest payments on more
than $500 million in bonds issued for Project No. 6.
Until this licigation is resoived, MMWEC's financing
capability will be severely restrained.

In a related matter, the Eastern Maine Electric Coop-
erative, a former Project No. 6 participant that is in
Chapter 11 bankruptcy proceedings. raised the 100
percent participation issue in bankruptcy court, claim-
ing that its Project No. 6 contract never existed. This
came in response to a claim fled by MMWEC against
the cooperative tor $31 million plus other potential
damages resulting from the cooperative’s breach of its
Project No. 6 contract. At MMWEC's request, the 100
percent participation issue in this bankruptcy case has

MMWE ’, Seabrook Ownership

Bonds
Percent of Kilowart Outstanding

Power Supply Project Seabrook  Entitlement ($000)
Nuclear Project No. 4 4.3% <9829 KW $258,610
Nuclear Project No. 5 1.1% 12,612 KW 76,380
Project No. 6 6.0% 69,012 KW 515,625
Nuclear Mix No. 1°* 0.19% 1,875 KW 16,961
Totals 11.59% 133,328 KW $867,576

* Nuclear Mix No. | also inciudes ownership in Millstone Unit No. 3. which is not reflected in this table
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en certitied ro the tull bench of the Massachusetts

SJC. Meanwhile, the judge hearing the bankruptcy case
has indicated a strong interest in seeing the case settled,
which would eliminate the need tor SJC action on
the 100 percent participation issue. MMWEC and

the cooperative are continuing to explore settlement

['he Vermont Supreme Court decision also resulted

n addinonal litigation in Vermont, In March 1989,
the Washington Electric Cooperative (WEC) ot Ver-
ed a complaine in Vermont Superior Court
King restieunion of SYo+ pavments made to
MMWEC under 1 N ntract. WEC ob-

urt attaching the
n other Vermont utilities
wder contraces tor power trom MMWEC's Stony
Brook power plant — as security tor its restitution

’ g
h, MMWEC petitioned to have the

clatm. Late in

case removed to tederal di  -ict court in Vermont,
where the attachment order was dissolved
‘ trer trying unsuccesstully to resolve this case with-
urther litgation, MMWEC in July 1989 filed a

countercialm seexing 516 r!’.AH\nf'. in damages trom

Honerimip intevest in

“Bring the Seabrook contract
litigation to a close as quickly

as possible.”

the Seabrook

WEC plus legal tees. The counterclaim asserts WEC
negligence and negligent misrepresentations in signing
the Project No. 6 contract and representing that it had
tull power and authority to sign, comply with and tully
perform under the contract. In October 1989, the Ver-
mont Department of Public Service filed a motion to
intervene in the WEC case and a2 complaint seeking res-
titution of $6.2 million in payments made by all six
Vermont utilities to MMWEC under the Project No. 6
contract. The Department of Public Service motion to
intervene and related complaint were denied on
March 5, 1990

Also in Vermont, MMWEC is involved in Supetior
Court litigation with the Department ot Public Service
and other parties related to contracts for MMWEC's
Stony Brook power plant. MMWEC is seeking a ruling
on the validity of the Stony Brook contracts - in light
of the Vermont Supreme Court ruling - since these
contracts are virtually identical to the Project No. 6
contracts voided by the court

Additional information and further detail on litiga
tion can be found in the footnotes to the financial state-

ments in the back of this report

i
1



“he financial challenge for MMWEC in 1990 is to re
move the obstacles to a refunding of MMWEC s out
standing, high-interest debt. which could save the
MMWEC members and their customers hundreds ot
millions of dollars in debt s=rvice costs. Such a retund-
ing could signiticantly moderate the rate impacts ot
Seabrook in member communities and help to
strengthen the tinancial positions of both MMWE(
and its members

Of the $1.4 billion in MMWEC bonds outstanding
about $867.5 million were issued to finance MMWEC's
11.59 percent ownership in Seabrook Station
MMWEC has authoritv from the Massachuserts De-
partment of Public Utilities to issue $631 million in
bonds to refund the bulk of its Seabrook debt
MMWEC also has DPU authority to issue an addi
tional $60 million in bonds ro retund a portion ot
MMWEC's Millstone Unit No. 3 debt. [n 1989
MMWEC petitioned the DPU tor authoriry to issuc an
additional $285 million in refunding bonds tor its Seab-

rook and Stony Brock power supply projects. Approval
ot the 1989 request would bring MMWEC s total re-
. . 1 > } ' aly $9 /6 million
O lnan(lﬂ[ Sfrl’ngtl] tunding authorirty to approximately $9 /6 milli

In meetings with staff. member representartives. tinan
cial counsel and others, MMWEC had been preparing
tor a major refunding bond issue in 1990. However, 1t
now appears that issuance will be delayed as MMWEC
+waits the ourcome of linigation involving the validiz
MMWEC's Project No. 6 Seabrook contracts. An
analvsis ot potential retun img savings pertformed in
mid-1989 shows a gross, lite-of-bonds savings potential
of nearly $360 miilion. based on a number ot kev as-
sumptions. The assumptions include

¢ Thar the Project No. 6 contract litigation in Massa-
chuserts is resolved in MMWEC s tavor

* That MMWEC's Baa/BBB bond ratings are rein
stated

¢ Thar financial markets allow the issuance ot tax-
exempt refunding bonds by MMWEC at interest rates
around 8-t0-8.5 percent.

* That MMWEC's request for additional refunding
authority is granted by the DPU

e That all tax issues concerning the refunding ot Proj-
ect No. 6 debr are resolved to allow all Project No. 6
debt to be refunded on a tax-exempt basis

The principal roadblcck to refunding is the Projccr




No. O contract hitigation in Massachusetrs. This litiga-
tion is of such crucial importance because the contracts
in question require participants to pay MMWEC's costs
tor Project No. 6. which include the debr service on
5517.0 million in bonds 1ssued tor the project. Partici-
pants in the litigation are continuing to make their
Praject No
Uncertainey about the valicity of these contracrs has
resulted in adverse ettects on MMWECs credit ratings.
Dutt & Phelps. a Chicago-based credit rating agency,
g to below investment grade,
* the issues raised in this
were ordered to continue

O pavments under court order.

dropped MMWE
trom BBB ¢
lirigation, When participant
making Project No. 6 payments and it appeared the
case would be resolved in MMWECs favor sometime
in 1990, Dutt & Phelps placed MMWEC's rating on a
watch list with a favorable trend. Early in 1990, after
the case was ordered back to Superior Court, MMWEC
was removed trom the Duft & Phelps wacch list.
MMWEC's Baa rating trom Moody's Investors Serv-
ice has been under suspension since August 1988. [ni-
tially, the suspension was a result ot uncertainey sur-

r B - Jdse

rounding negotiations related to the Seabrook Settle
ment Agreement. However, when these concerns were
addressed, Moody's continued the suspension, citing
the Project No. 6 contract hiugation. MMWEC's BBB
rating from Standard & Poor s has been on credit watch
with negative implications since the issues in this litga-
tion surfaced.

Based on these credic reports and information gath-
ered from other sectors of the financial community,
MMWEC has determined that there is lictle, it any
market for MMWEC refunding bonds at reasonable
interest costs with the major contract litigation out-
standing. In fact, any bonds issued under MMWEC s
General Bond Resolution would be subject to the same
scrutiny. The resolution provides for a common and
equal lien on MMWEC revenues to cover principal and
interest payments on all bonds issued under the resolu-
tion, regardless of series, issue date or purpose. The risk,
although its occurrence is highly unlikely, s that the
Project No. 6 contracts will be ruled invalid, leaving
MMWEC without a source of revenue to pay the debt
service on $517.6 million in bonds




? MWEC staff spent considerable time explaining
the impacts of litigation on 11s financial plans in various
legal and financial forums in 1989, At the same time,

efforts continued to address the tax issues related to
plans for the tax-exempt refunding of Project No. 0
debt. Initially, the Tax Retorm Act of 1986 prehibited
the tax-exempt refunding of Project No. 6 bonds due to
the percentage of project benefits targeted for out-of-
state. taxable entities. That situation has changed. to the
benefit of MMWECs refunding plans, with the elimi-
nation of the Vermont participants and the Eastern
Maine Electric Cooperative from the project. Likewise,
termination of the Seabrook Sellback Agreement be-

rween MMWEC and PSNH, which involved the sale of

project output to PSNH. has benetitted MMWEC's re-
tunding plans.

It is MMWEC s intent to be action-ready when the
opportunity for refunding arrives, and identifving and
analyzing the complex tax questions related to the re-
funding has been an important part of this process.
While the tax issues and other aspects of the refunding

" can be analvzed and addressed, some of the
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“‘Accomplish a refunding of MMWECs
outstanding debt and develop a position of

strength in financial markets.”

requirements for refunding, such as proper market con-
ditions, are beyond MMWEC's control.

In the meantime, all currenc Project No. 6 partici-
pants are paying their project bills. The portion of
Project No. 6 costs associated with the Vermont utilities
and the Eastern Maine Electric Cooperative, which have
been removed from the project, have been reallocated to
the remaining Project No. 6 participants. These reallo-
cated costs are presently being covered with available
Project No. 6 funds.

MMWEC's General Bond Resolution requires that
the Bond Fund Reserve Account and the Reserve and
Contingency Fund be valued at June 30 of each vear.
Money in excess of the amounts required by the resolu-
tion to be held in each fund are available for transter
This valuation process is done for each ot MMWEC s
eight power supply projects. In 1989, a record $13.3
million in excess funds was returned to participants in
seven power supply projects. No funds were returned to
Project No. 6 participants.

As discussed earlier in this report, there is a study un-
der way to determine the requirements and alternatives
for financing and construction of a new generating unit
by MMWEC. Several member urilities have voiced
strong support for MMWEC construction of a new
unit, but they also would like to see financing for the
new unit stand apart from the common-lien, system
funding approach used by MMWEC to finance its ex-
isting power supply projects. Early in 1989, MMWEC
arranged a $2.5 million bond financing tor the Hyvdro-
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2 Quebec Phase I1 proiecr thar i« independent of other

MMWEC debt. so there 1 precedent for the stand-
alone tvpe of tinancing contemplated for a new unit.
The requirements tor such a tinancing, which is still in
the preliminary stages ot studv and analvsis, would in-
clude a new bond resolution and new contracts to pro-
vide security tor investors.

As part ot this efiort, MMWEC staff conducted a
survey of 27 joint action agencies in the United States
to see how agencies similar to MMWEC have financed
power supply projects. The results of the survey have
been incorporated into the new unit study, which is
expected to be complete later in 1990, At thar point, it
will be up to the MMWEC members and Board of
Directors to examine the requirements tor a new unit
and decide whether and how to proceed.

There were a number of other accomplishments in
1989, including the retirement of $2.7 million in bonds
issued tor the Stony Brook [ntermediate and Peaking
Power Supply Projects. The retirement of these bonds,
which were called or repurchased with surplus construc-
tion tund monies, will result in a reduction in debr serv-
we tor these projects in excess ot $7.1 million over the
lite of the bonds.

Also i 1989, MMWEC renewed a short-term loan
agreement with two banks to finance the purchase of
power for resale to member utilities. The one-year
power tinancing agreement provides MMWEC with a
S10 million line of credit to pay tor power purchased
through contracts with other utlities, which is then
resold to members participating in the power contracts.
An optional consolidated billing procedure established
in 1989 will ease the administrative burden on member
utilities and allow more lead time for processing
MMWEC hills at the local level. The procedure places a
number of ditterent billings. including MMWEC serv-
ices billings and up o« dozen ditferent power contract
billings, on the same billing cycle.

Through the ditficult financial times stemming from
its Seabrook ownership. MMWEC has exhibited the
flexibility and resourcetulness necessary to meer its fi-
nancial obligations. While pursuing plans and options
tor the refunding, new-unit financing and other impor-
tant programs, MMWEC remains committed to en-
hancing the financial integrity and strength of the
company and its member utilities.

.
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Bonds Issued
Principal Net
Amount Sale Intersst
Issue (000s) Date Cost (%)
1976 Series A S 73,000 R126/76 - A
1977 Series A 172070 ol - b 12 4 ,,_..
1977 Series B 83,500 {3 (34
1978 Series A 75,000 2138 6.8
1979 Series A 150,000 8/1679 0
1980 Series A 112,000 8/6/80 10.2
1981 Series A 100,000 5/28/81 (2.3
1981 Series B 1060.000 B/O/R) 13.4
1982 Series A 11 0 4/10/82 134
1982 Series B 130,000 10/15/82 10,2
1984 Series A 95,000 L84 1
1985 Series A 61,300 2/6/8% 133
1985 Senes B 53,200 2/(6/83 135
1987 Series A 198,260 6/1'87 89
1987 Series B $139.400 6/1/87 L8
Long-Term Financing Data (000s)
Approximate
Capability  Bonds""  Bonds
Project Description MW Issued  Ourstanding
Swny Brook Intermediate 3113 SITGOR0  S134.710
Stony Brook Peaking 70,0 85.020 §2504
Wyman Project aa.? 9,420 s L
Nugclear Mix No. I 20.3 180G, 200 162,610
Nuclear Project No. 3 368 296,300 203700
Nuclear Project No. 4 49,8 292930 233.610
Nuclear Project No. 5 12.6 87.220 70380
Project No. 6 69.0 $517.000 3515625

)

* The cancellation of Pilgrim Unit No. 2 included in Nuclear Mix
! (Mix 1) has reduced the tinancing requitements tor Mix [ toan
amount less than the amount previously ssued. Proceeds remaimning

after all units in Mix ! are completed will be used to retire Mix | bonds

N
o)

** Does not include bonds issued. and subsequently retired. ror
terminated Projects




. Seabrook

New England power supply in 1990, ending one of the
longest and most costly construction and licensing
battles in the history of commercial nuclear power.

Bringing Seabrook into operation will mean that
MMWEC will begin receiving its 11.59 percent of the
project’s output, or approximately 133 megawatts,
which represents a vital portion of MMWEC's power
supply program. And, it will mean that MMWEC s
Seabrook participants, who have been paying tor the
project since 1986, will begin receiving a return on
their investment.

There will no doubt be celebrations among the joint
owners and project proponents when Seabrook clicks
into the grid, but it wil! be a bittersweet victory be-
cause of the heavy financial toll taken by the $6.35
billion project.

In MMWEC's case, Seabrook's ravenous appetite for
dollars was brought under control in 1989 with the im-
plementation of the Seabrook Settlement Agreement. In
fact, MMWEC ceased making Seabrook constructiun
payments in mid-1988 when it began the negotiating
process that led to the Settlement Agreement.

Under this landmark agreement, Public Service Co.
of New Hampshire agreed to pay MMWEC's share o
Seabrook costs, up to $30 million. Northeast Utilities
also agreed not to seek repayment of approximately $7
million it paid to cover MMWEC's share of Seabrook
costs while the agreement was being negotiated. PSNH
paid MMWEC $3.5 million on Aug. 1, 1989, the effec-
tive date of the agreement, and will pay MMWEC an
additional $16 million over eight years beginning with
commercial operation of the plant.

In addition, MMWEC is protected against actions
chat could result in a reduction or loss of its ownership
share. In return, MMWEC agreed to terminate its Sell-
back Agreement with PSNH, under which PSNH had
agreed to purchase a portion of MMWEC's Seabrook
entitlenent during the initial years of operation. The
agreement also provides for a mutual release of Seab-
rook-related legal claims between MMWEC and
PSNH. Approved in April 1989 by the U.S. Bank-
ruptcy Court overseeing the PSNH Chapter 11 bank-
ruptcy proceedings, the Settlement Agreement will be
part of any PSNH reorganization plan adopted by
the court.

.’ t appears that Seabrook Station will become part of the
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tdtion became a reality early in [ 990

Member ultiitigs o begin recovering their

» were several key events
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r Seabrook in 1989 In Mayv. the Nuclear Regulatory
Commission issued Meabrook s low-power license,
which cleared the esting the reactor at 5 per-

cent power. In June, operators started the reactor, mark-
ing the tirst nuclear inside Seab-
reaztor containment vessel. And in November,

Tln.wrt reaction ever
rook s
the NRC's Atomic Satety and Licensing Board ap-
proved Seabrook's emergency response plans for Massa-
chusetts and authorized issuance of a full-power license
With a 3-0 vote on March 1, 1990, NRC commis-
sioners authorized issuance of a full-power license for
Seabrook. Following the unsuccessful effort of project

myestment

Ciperation of

n

nesded new resource o the N

the plant wili bring a

e plani

opponents to block the licensing in tederal appeals
court, the project received its full-power operating li-
cense on March 15. Seabrook operator New Hampshire
Yankee expects to have the plant running at full power
by mid-1990

MMWEC is in the process of converting its Seabrook
power supply projects trom the construction mode to
the operating mode, which involves the development of
operating budgets and the billing ot operating costs to
MMWEC's Seabrook participants. As with its other
power supply projects, MMWEC will monitor Seabrook
operations and costs to assure that the plant is being run
as efficiently as possible.
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Auditors’ Report

To the Board of Directors of
Massachusetts Municipal Wholesale Electric Company:

We have audited the accompanying statement of tinancial position of
Massachuserts Municipal Wholesale Electric Company (a Massachuserts
public corporation) as of December 31, 1989 and the related statements of
operations and cash flows for the vear then ended. These financial starte-
ments are the responsibility of the Company’s management. Our responsi-
bility is to express an opinion on these financial statements based on our
audit. The financial statements of Massachusetts Municipal Wholesale Elec-
tric Company as of December 31, 1988, were audited by other auditors
whose report thereon, dated April 14, 1989, expressed an unqualified opin-
ion on those statements.

We conducted our audit in accordance with generally accepred auditing
standards. Those standards require that we plan and pertorm the audit to
obrain reasonable assurance about whether the financial statesients are free
of material misstatement. An audit includes examining, on a test basis. evi-
dence supporting the amounts and disclosures in the financial statements,
An audit also includes assessing the accounting principles used and signifi-
cant estimates made by management, as well as evaluating the overall finan-
cial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the 1989 financial statements referred to above present
fairly. in all material respects, the financial position of Massachusetts
Municipal Wholesale Electric Company as ot December 31, 1989 and the
results of its operations and its cash flows for the year then ended in contor-
mity with generally accepted accounting principles.

[PG P el

March 16, 1990
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*MMWEC i ‘
ratementes of Frocial Pesition
December 31, 1989 and 1988

Long-Term Debt (Note 3)
Bonds Pavable

Current Liabihities
Current Maturities of Long-Term Debt
Notes Pavable (Note 3)
Accounts Payable
Accrued bxpenses

Commitments and Contingencies (Notes 4 and 7)

(In Thousands)

Assets 1989
Electric Plant
In Service (Note 4) $ 390938
Accumulated Depreciation (Note 2) (86,456)
304,482
Under Construction (Notes 2 and 4) 799,463
Nuciear Fuel-Net of Amortization (Note 2) 44,560
Total Electric Plant 1,148,505
Special Funds (Notes 2, 3, and 8) _ 269,585
Current Assets
Cash and Temporary Investments (Notes 2 and 8) 1,826
Accounts Receivable (Note 7) 7.610
Unbilled Revenues (Note 2) 7373
[nventories at cost (Note 2) 8816
Prepaid Expenses 2,152
27,777
. Tortal Special Funds and Current Assets 297,362
Deterred Charges
Amounts Recoverable Under Terms of the
Power Sales Agreements (Notes 2 and 5) 329
Unamortized Debt Discount and Expenses 38,348
Other 3,128
41,805
$ 1,487,672
i
Liabilities

$ 1427 185

16,270
25
34492
9,700

60,487

$ 1,487,672

1988

$ 389920
(72.580)
317,340
743,331

42411
1,103,082

275,126

2.318
10,198
7.001
10,095
"9 3‘
S FT T SN
~3L723
306,849

69,558
36,861
99()
110.409

$ 1,520,340

$ 1,446,170

13,780

31
49,656
10,723

74,170

$ 1,520,340

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



MMWEC

December 31, 1989 und | 98K

In Thousands
1989 1988

Revenues (Note 2 $ 258,184 $ 260.696
Interest Income __26,145 —ad.224

['otal Revenues and Interest Income $ 284,329 284,920

Operating and Service Expenses
Fuel Used in Electric Generation $ 34,955 $ 30.402
'owe( 82,355 80,940
Other Operating 12,628
Maintenance 4,664
Depreciation (Note 2 13,995
l'axes Other Than [ncome - 2919
151516

Purchased |

Interest Expense

Interest Charges 138,311 139,369

Interest Charged to Projects During

Construction (Notes 2 and 4 (72,231) (72,191

-~y

66,080 67,178

Y11 m=-g

g

Interest Expense _217,596

lotal Operating Costs and
Reserve tor Project Billings - Net (Note 7 (2,496)

Decrease in Amounts Recoverable
Under Terms ot the Power Sales
Agreements (Notes 2 and 4 __69.22¢ __ 5B, 386

$284,920

The accompanying notes are an integral part of these financial statements

B e i ——————




MMWEC |
Statements of Caih Flows
December 31, 1929 and 1955

Cash flows tfrom operating activities
[otal Revenues and [nterest Income
Total Expenses

Adjustments to arrive at net cash
provided by operating activities
Depreciation and decommissioning
Amortization
Reserve for Project Billings

Changes in current assets and liabiliues:

Accounts Receivable

Unbilled Revenues

Inventories

Prepaid Expenses

Accounts Pavable

Accrued Expenses and Other
Net cash provided by operating activities

Cash flows from investing activities
Construction expenditures and purchases
ot nuclear tuel

Interest charged to Projects during construction

Net reduction in Special Funds
Decommuissioning Trust payments
Other

Net cash used for investing activities

Cash flows trom financing acuivities:

Payments for principal of Long-Term Debt

Change in Notes Pavable
Net cash used for financing activities

ncrease (decrease) in cash and
temporary investments

ash and temporary investments at beginning of vear
C.ash and temporary (nvestments at end of year

Cash paid during the year for interest

Net ot amount capitalized as shown above)

In 'I'hnusands

1989

$ 284,329

198R

$ 284,920

(215,100) 226,534
14,131 14.044
3,203 3,253
(2,722) 15,000
2,588 14,280
(312) 25
1,279 2,742
79 o6
(1,284) 5.642
1,598 2,013
87786 77591
(2,683) 17,497
(72,231) 72.191)
(2,423) 255
R L AR 17
71,597) 63,231
(16,495)
PR ()
_116,501)
312)
2,138
$ 1,826
$ 56,874 $ 57,977

he accompanying notes are an integral part of these financial statements




Notes to Fooancial Statements

Massachuserts Municipal Wholesale Electric Company (MMWEC)
MAMWEC

s a political subdivision of the Commonwealth of Massachusetts, authorized to issue revenue
revenues derived trom Power Sales Agreements (see Note 7) with its members and other electric

to hinance (he construction and ownersnip ot glectric power tacilities

A Massachusetts citv or town having a municipal electric J:putmcm authorized by majority vote of the

)t town, may become a member by applving tor admission to MMWEC and agreeing to comply with the
terms and conditions of membership as the MMWEC Bv-Laws may require. As of December 31, 1989, thirny
ne Massachusetts municipalities were members

MMWEC obtains power supply capacity by acquiring interests in various generating units and the
yperation of its own electric generating tacilities (Projects). See Note 4 for a discussion of MMWEC's construc-

tion program and commitments related to these tacilities. [n addition, MMWEC contracts for power for resale

1Its membders

(2) Significant Accounting Policies

MMWEC presents its general purpose financial statements in accerdance with generally accepted
accounting principles as promulgated by the Financial Accounting Standards Board and the Governmental
Accounting Standards Board

I[ntevest Charged to Projects During Construction

MMWEC capitalizes interest as an element of the cost of electric plant and other property while under
construction, including an appropriate testing period. A corresponding amount is retlected as a reduction of
nterest expense. | he amount of interest capitalized is based on the cost ot debt, including amortization ot debr
discount and expenses. related to each Project, net of investment gains and losses and interest income derived
trom unexpended :““HC\' runds

Nuclear Fuel

Nuclear tuel includes fuel in use, in stock and in process for Millstone Unit 3 and fuel in stock and in process
tor Seabrook Unit 1. Fuel in use tor Millstone Unit 3 is retlected net of accumulated amortization of $7.0 million
5.3 million through December 31, 1989 and 1988, respectively. The cost of nuclear tuel is amort

Lsed in Electric Generation based on the relationship ot energy produced in the current period to total

ted energy

wdad
HNGIUACd

production tor n uclear tuel in the reactor. A provision tor tuel disposal Costs 15 also in
Fuel Used in Electric Generation based upon a tuel disposal contract with the Department ot Energy
Specral Funds

Proceeds from the sales of revenue bonds for Projects are deposited with Trustees to be invested until they
uired tor construction or debt service pavments. As defined in MMWEC's General Bond Resolution
are limited to direct obi;gmwn\ ot, or obligations the principal ot and interest on which are uncon
nallv guaranteed by the United States, Federal government agency securities, new housing authority bonds
wublic agencies or municipalities, direct and general obligations of certain states or certain political
bank time deposits evidenced by certificate: ot deposits issued by banks, and repurchase agreements
primary dealers secured by certain securities. Certain special funds are more restricted as to which of the
ned investments can be purchased. (See Note 8
Cash and Temporary Investments
Certain other funds are used for power purchases and working capital requirements of MMWEC. These
funds are not governed by the General Bond Resolution. [n addition to the investment securities delineated in
the General Bond Resolution, MMWEC is authorized by the Board of Directors to purchase Canadian currency
tor cash and forward settlement and to invest in repurchase agreements with banks where MMWEC has
established accounts. (See Note 8
Inventories

Fuel oil inventory 15 accounted for by the average cost method. dpare parts inventory is recorded at average

13




to Friv.ooonal Statements

(2) Significant Accounting Policies (consinued

cost. At December 31, 1989 and 1988, fuel oil inventory was valued at $3.9 million and $5.8 million.
respectively, and spare parts inventory amounted to $4.9 million and $4.3 million, respectively.

Revenwes and Unbilled Revenues

Revenues include electric sales tor resale provided from MMWEC s operating units and power purchases:
billings tor administrative and general services provided to MMWEC's Service Participants: and billings of deb
service on certain Projects prior o commercial operation of the units within those Projects. The details of
revenues are as toliows

1989 1988
{In Thousands)
Electric sales for resale $168415 $171,362
Service 2,323 2918
Pre-operation debt service 87,446 86.410
Revenues $258,184 $260.696
e ===

MMWEC bills its members for costs incurred in providing services and purchased power 2btained on their
behalf under terms of the Service Agreement and the Power Purchase Agreements. Service revenues are recorded
as the expenses are incurred. Amounts which are not yer billed are included in Unbilled Revenues on the
Statements of Financial Position.

Electric sales for resale and pre-operation debt service revenues are fixed by MMWEC's Board of Directors
ata level to recover operating and debe service costs. The difference berween amounts billed currently under the
terms ot the Power Sales Agreements and total expenses recorded in the Statement of Operations is charged or
credited to Amounts Recoverable Under Terms of the Power Sales Agreements.

Amounts Recovevable Under Terms of the Power Sales Agreements

Billings to Project Participants are designed to recover costs in accordance with the Power Sales Agreements.
The billings are accordingly structured on a Project-by-Project basis to provide tor debt service, operating tunds
and reserve requirements. Expenses are reflected in the Statement of Operations in accordance with generally
accepred accounting principles. The difference berween amounts billed and expensed is charged to Amounts
Recoverable Under Terms of the Power Sales Agreements and will be recovered through future billings. The
principal differences which have resulted in the net deferral of costs include depreciation. costs associared with
cancelled or abandoned projects, certain interest, reserves and other costs. On a cumulative basis. MMWEC has
deterred 30 3 million and $69.6 million of costs as of December 31, 1989 and 1988, respectively. Individual
Projects with acumulative deferral of costs total $132.5 million and $119.6 million and Projects with cumulative
billings in excess of costs total $132.2 million and $50.0 million ar December 31, 1989 and 1988, respectively.
These amounts have been netted in the Statements of Financial Position. The reduction of Amounts Recoverable
Under Terms ot the Power Sales Agreements for Projects with billings in excess of cost is primarily due to the
billing ot interest costs for Projects under construction.

Depreciation

Electric plant in service is depreciated using the straight-line method. The aggregate annual provisions for
depreciation for 1989 and 1988 averaged 4% of the original cost of depreciable property.
(3) Debt

Power Supply System Revenue Bonds

To finance construction of ownership interests in electric generating projects under its General Bond
Resolution, MMWEC issues Power Supply System Revenue Bonds (Bonds). The Bonds are secured under its




' MMWEC

' Notes to Financial Statements

(3) Debt continued

General Bond Resolution by a pledge of the revenues derived by MMWEC under terms of Power Sales
Agreements and from the ownership and operation of the Projects in its power supply system. Pursuant to the
Power Sales Agreements with the Project Participants. each Project Participant is obligated to pay its share ot the
actual costs relating to the generating units planned, under construction of in operation. The Project
Parucipants obligations are not contingent upon the completion or operational status of the units.

MMWEC financings. other than obligations maturing within one year. require Massachuserts Department
of Public Utilities (DPL') authorization.

Thf Bonds Payable consist of Serial and Term Bonds and are comprised of the following issues. which,
except for the 1987 Series B Bonds. are subject to optional redemption approximately ten vears after the issue
date, at 103% of the principal amount, descending periodicallv thereafter to 100%. The 1987 Series B Bonds

are subject to redemption beginning in 1992 at 109% of the principal amount, descending petiodically thereafter
to 100%.

Net Interest December 31,
Issue Cost 1989 1988
(in Thousands)
1976 Series A 7.2% $ 62,645 $ 635%
1977 Series A 6.4% 163,185 165,845
1977 deries B 6.1% 81,265 82410
1978 Series A 6.8% 63,930 64,735
1979 Series A 7.0% 130,200 135,010
1980 Series A 10.2% 82,105 B3 450
1981 Series A 12.3% 99,505 100,000
1981 Senes B 13.4% 82,395 82810
1982 Series A 13.4% 65,155 65,605
1982 Series B 10.2% 127,870 128,635
1984 Series A 11.0% 94,510 95,000
1985 Series B 13.5% 53,030 53,200
1987 Series A 8.9% 198,260 198.260
1987 Series B 11.8% 139,400 139,400
Bonds Pavable 1,443,455 1,459,950
Less: Current Maturities (16,270) {13,780)
Total Long-Term Debt $1,427,185 $1.446.170
e ——— b

I'he aggregate annual principal payments due or the Bonds in the next five years are as tollows: 1990 -
$16.270.000: 1991 . $17,280,000; 1992 - $19,765,000; 1993 - $21,140,000; and 1994 - $22,665,000.

I, accordance with the General Bond Resolution, MMWEC utilized excess Stony Brook Intermediate and
Peaking Project Construction funds to retire $1.5 and $1.2 million of 1979 and 1980 Series A Bonds,
respectively. at a total gain of $62,000.

Bond Refunding Authority

MMWEC has received DPU authority to issue $69 1 million of bonds to refund currently outstanding high
interest bonds. Hearings on a petition requesting an additional $285 million of bond refunding authority have
been completed.

Net Revenue Available For Debt Service
[n accordance with the provisions of MMWEC's General Bond Resolution, MMWEC covenants that it

35
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.'ﬂff’\' ro Fing ONRItements

(3) Debt oninuea

shall fix, revise and collect rates, tolls, rents and other fees and charges, subficient to produce revenues to pay all
operating and maintenance ¢xpenses and principal of, premium. if any, and the interest on Bonds and te pay
all other obligations against its revenue. Revenues, which include applicable interest earnings from investments,
are required ro equal 1.10 times the annual debe service for each contract vear ending June 30, afer deduction
of certain operating and maintenance expenses and exclusive ot depreciation. For the contract vears ended June
30. 1989, 1988 and prior vears, MMWEC met the Bond Resolution debr service coverage requirements for the
applicable MMWEC Projects

Contract Year Ended June 30,

1982 1988
(In Thousands)
Debr Service Coverage:

Revenues $171,651 $148.031
Other Billings 719 719
Reserve and Contingency Fund Billings 13,121 10,607
Total 185,491 159,357
Less: Operating and Maintenance Expenses (41,159) (42,680)
Available Revenues Net of Expenses $144,332 $116,677
Debt Service Requirement $131,211 §106,070

_—— P———
Coverage (110% Required) __110% 110%

Notes Payable

MMWEC mainains a $10 million revolving line of credit to finance temporarily certain power purchases
made by MMWEC for resale under power purchase contracts. Borrowins ire secured by the corresponding
receivables. The balances outstanding at December 31, 1989 and 1988 were . 4,000 and $31.000. respectively
Interest charged on borrowings under the line are at the bank's prime rate. [n addition, a commitment fee of

3/8 ot 1% per annum is charged on the unused portion of the line based on the average daily principal amount
ot the loan outstanding.

Other Financing

In January 1989, MMWEC executed a $2.5 million 1989 Series A Revenue Bond Credirt Facilicy. The
three-vear Credit Facility is at the bank's prime rate for borrowings under $1 million. Borrowings of amounts
in excess of $1 million accrue interest at MMWEC s option using prime, Euro dollar base rates plus | 1/4%, or
CDbase rates plus 1 3/8%. Euro dollarand CD base rates vary depending on the length of maturity of the interest
rate commitment period. The balance outstanding at the end of the three-year period may be. upon the mutual
agreement of the bank and MMWEC, amortized over a ten-vear period. A commitment fee of 1/2 of 1% per
annum. on the unused portion of the facility, is being waived until MMWEC utilizes the tacility in excess of the
$1.000 balance outstanding on December 31, 1989. The Credit Facility is to finance MMWECs equity

ownership in the Hydro-Quebec Phase [1 cransmission interconnection and is secured by contracts with certain
Massachuserts municipal systems.

(4) Construction and Financing

On March 1, 1990, the U.S. Nuclear Regulatory Commission (NRC) authorized a full-power operating
license for Seabrook Unit | (Unit). The Commissioners placed a fourteen-day stay on issuance of the full-power
license to give plant opponents time to file legal challenges or appeals in the appropriate courts. No stays of the
NRC's granting of a full-power license were issued and the Unit has begun its ascent to full-power operation.
The unit is to be made available for New England Power Pool dispatch and commercial operation upon or near
completion of the estimated seventy-two-day test period. The Unit will then be included in the MMWEC

Project Participants’ power supplies, at which time MMWEC will increase the current debe service billings to
include operations, fuel and maintenance expenses.




NATeINents

(4) Construction and Financing contimued
MMWEC s {

wnership interest in the deabrook Station represents a substantial portion ot 1ts plant

mnvestment i nancing program 2aDrook dtation onginally consisted ot two 1.150 megawatt nuciear

reactors vt 2 was cancelled as discussed 1n Note 5 - Unit Cancellation. Construction of Seabrook Station Unit

| wascom ! 1 CUrT \ i P e of New

)
¢l

the Lnit's lead owner hoiding 35.6% of the Unit. In Ocrober 1986, Seabrook received

a 40-vear operating license with certain pre-conditions that included completion ot low-power testing and N K

approval ot radiological emergency response plans tor New Hampshire and Massachusetts communities within
a ten-mile radius ot Seabrook. These conditions have been met. The NRC issued a rule change in

dllows owners o nuciear power plants to obtain an operanng Kense upon NR( dpproval of uttlity sponsored
emergency response plans in cases where states have refused to parucipate in formulating such plans. Emergency
response plans were tiled with the NRC by NH Yankee and in June 1988 a graded exercise was held. The NRC

staft, 1in August 989, recommended that a mli-puv.:-.' license be granted on the basis that adequate ana
implementable response plans were in place tor Massachusetts and New Hampshire. Seabrook Station has
experienced persistent and substantial cost increases and significant schedule delays: has been the source of
continuing controversy and opposition from government officials, regulators, intervenors and others: and has

creared financial problems for many of its joint owners, including MMWEC

In September 1988, the NRC issued a ruling requiring the Seabrook Station joint owners to demonstrate
their tinancial ability to decommussion the plant atter low-power testing in the event the plant did not obtain
a tull-power license. In December 1988, the NRC decided on all pending financial qualitication questions which

- | Mmulion de

were brought to its attention relating, to Seabrook. The NRC ruled, among ¢ her things, that $
provided tor decommissioning prior to low-power testing The joint owners have pur;h.\\cd 4 surety bond and

Lied 2 o
+H Yankee established pre-opera tonal and supplementary trusts to meet the above condinon. MM EC <Lk

ember 31, 1989 trust balances of $2.1 million are to be retunded after the unit s declared 1in commercial
operation and certain other conditions are satistied. For additional information regarding decommussioning

expenises, see Note 7, Commitivents and Contngencies - Other {ssues

PSNH. as a result of the continued delay in commercial operation ot Seabrook Unit | and its
i the o nit ':"“"\\x;!:f“ rates prior to commercial operation had been experiet
in sustaining 1ts financial obligations for its 35.6% share of the Seabrook project
wnality of New Hampshire's anti-CWIP law. which prohibited PSNH trom ¢
lon projects that are not in operation. In January 1988, the New Hampshire Supreme (

e state's anti-CWIP law, prohibiting PSNH trom billing its customers tor Seabrook
ercial operation ot the Unnt This decision etfectively barred approval, by the
dities Commussion, of PSNH's previously tiled emergency rate relief request and

¢d tor protection trom 1ts creditors under Chapter | ot the Federal Bankruptey (

urt administering the reorganization of PSNH allowed reorganization plans 1o be hijed

ugh May 16, 1989 to agree on a consensual reofganization pian No plan was agreed

it permitted competing reorganization plans to be submirted. After hearings on the disclosure

ts associated with the plans, PSNH, the State of New Hampshire, various Bankruptcy Creditor and

ommittees and others agreed to and joined in sponsoring the reorganization plan submitted by
N

ties (NU/PSNH Plan) to acquire PSNH, including Seabrook Station. Hearings on conhirmation
PSNH Plan are scheduled to commence in April 1990

On June 1, 1988, MMWEC s Board of Directors adopted a strategic plan ot action relating to its Seabrook
joint ownership interests. 1 he plan ot action evidenced, among other things, an intention to drawdow ~ funds
previously paid and not to pay any future direct obligations to the Seabrook project. Accordingly, no addin. al
payments have been made since that date tor construction, maintenance or nuclear tue! under the Seabrook
Project Disbursing Agent Agreemenr or Joint Ownership Agreement MMWEC's prepayments were exhausted

on or about July 24, 1988. The Connecticut Light and Power Company, in exchange tor a power sales arrange




feMents

(4) Construction and Financing ‘continued

wners. and throl additional pavments turnished funds to the Seabrook Project in Lieu

3 \ 'O
24 to November 30, 1988 period. As part of 4 Comprehensive deabrook

nnecticut Light and Cower Company released any claims it may have had against MMWEC
aKing pavments to the Seabrook Project

988. PSNH gave notice under a provision ot the Seabrook Joint Ownership Agreement that
in detault of its joint ownership obligations. Pursuant to the same Joint Ownership Agreement
\ad five months after such notice to cure anv default. MMWEC did not agree with such notice that

et On

ceurred on June 10, 1988, On November 4, 1988, MMWEC and PSNH entered into a Memoran

nderstanding whereby MMWEC continues its full ownership in Seabrook Station and further agreed

te a Settlement Agreement. Upon the Efective Date. August 1989, the Memorandum and the

nt Agreement provided, among other things. that all notices ot detault were rescinded and covenants

y sue among the major joint owners ot deabrook were ettective. The Sertlement Agreement requires PSNH
be responsible tor MMWEC

portion of the Seabrook dtation pre-operational costs, commencing December
UKE to the commercia

| operation of the unit or up to $30 million. whichever comes tirst. The $30 million
instruction funds are projected to be exhausted in the spring ot 1990 The Settlement Agreement calls tor
make up anv shorttalls in pavments seven days after the commercial operation of cancellation ot

The Settlement Agreement also provides the Seabrook joint owners with the right to obtain equitable

"t not to

reduce MMWEC's ownership share, after sixty days written notice tor nonpayment by

MMWEC, before commercial operation or cancellation. As further required in the Settlement Agreement

PSNH paid MMWEC $3.5 million on the Effective Date of the Agreement The Settiement Agreement also
alls tor PSNH to make a $2 million annual payment to MMWEC tor eight vears upon the commerciai operation
¢ the Unit. As part of the Settlement Agreement, MMWEC and PSNH agreed to terminate the dellback

\greement. which called tor PSNH to purchase deabrook capacity trom MMWEC at cost. The dettlen

ne

\greement called for extension of an existing transmission contract and limits MMWEC's exposure tor

missioning and  cancellation costs to $10 million The PSNH bankruptcy court accepted the

nsive Hea

hrook Settlement and PSNH is making Seabrook Station construction payments on behall

interest in the following jointly owned electric generating facilities in operation

MMWEC Share ot Amounts as ot

Capability December 31
Operation Facility MW In Th

in | housand
1989
$ 56,194
146,305
7,344
50,584
Millscone Uni 128,186
388,613

»
l rojects

Under Construction

Nuclear Mix N Seabrook Unit | ! 8,287

Nuclear Project No Seabrook Unit | 249,506

\ Pe \

Nuclear Project No. § Seabrook Unit | ( 67,873
Project No. ( Seabrook Unit | 473,797
799,463
$1,188,0'6
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(4) Construction and Financing (continued

The toregoing amounts represent MMWEC ownership interest by Project. but exclude nuclear tuel and scrvice
company assets

(5) Unit Cancellations

MMWEC s investment in Seabrook Station includes an equivalent interest in Units | and 2. Seabrook's
joint owners have authorized the sale ot ail salvageable components and equipment from the cancelled Seabrook
Unit 2. The joint owners have also agreed to allow the current Seabrook Unit 2 construction permut to lapse
and to take no action tor renewal. MMWEC s net costs. including interest expense in Seabrook Unic 2ot $123 3
and $112.3 million as ot December 31, 1989 and 1988, respectively, have been deferred and will be recovered
under the terms of the Power Sales Agreements.

In October 1981, the Boston Edison Company cancelled Pilgrim Unic 2. which is included in MMWEC's
Nuclear Mix 1. MMWEC s net costs, including interest expense associated with the Unit, which aggregated
$59.5 and $50.1 million as of December 31, 1989 and 1988, respectively, were deferred and will be recovered
under the terms ot the Power Sales Agreements.

(6) Benefit Plans

MMWEC has two non-cotitributory pension plans covering substanuially all full-time active employees
One plan covers union emplovees (union plan) and the other plan covers non-union empioyees (non-union
plan)

The amount shown below as the Pension Benetic Obligation for MMWEC is a standardized disclosure
. measure of the present value of pension benetits, adjusted for the effect of projected salary increases, estimated
to be pavable in the future as a result of emplovee service to date. The measure is the actuarial present value of
credited projected benetits and is independent of the funding method used to determine contributions to the
plans

The pension benefit obligation was computed as part of an actuanial valuation performed as of January |,
1989, Significant actuarial assumptions used in the valuation include a rate of return on the investment of present
and future assets of 8.0% a vear compounded annually. and projected salary increases of 5.5% a vear com
pounded annually. The pension benefit obligation for both plans at January 1, 1989 is as tollows

Retirees currently receiving benefits
and terminated employees not yer

receiving benefits $ 123,133
Current Employees:
Emplover financed vested 611,440
Emplover financed non vested 758,389
Total pension benetit obligation 1492962
Net asser available for benefits, at market 1,158,602
Unfunded Pension Benetit Obligation $ 334300
IomImITETE

MMWEC makes annual contributions to the pension plans equal to the amounts recorded as pension
expense, which are $302.000 and $ 112,000 for the years ended December 31, 1989 and 1988, respectively. The
union plan uses the aggregace actuarial cost method and the non-union plan uses the frozen initial liabilicy
actuarial cost method in determining pension expense. The assumed rate of return used in determining pension
expense was 8.5%. Pension costs applicable to prior years service are amortized over thirty years.

Historical trend and other information which is required to be disclosed in accordance with Governmental

‘ Accounting Standards Statement No. 5 is not considered material and therefore is not presented.

MMWEC contributes to an employee savings plan administered by a life insurance company. All full-time
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(6) Benefit Plans oninued

employces meeting the service requirements are eligible to participate in this defined contribution plan. Under
the provisions of the plan, MMWEC s and the emplovee's contributions vest immediately. MMWEC contrib-
uted $70.000 and $73.000, while the emplovees contributed $109.000, and $106.000 during the vears ended
December 31, 1989 and 1988, respectively

(") Commitments and Contingencies
Power Purchases

MMWEC has entered into a contract with the New Brunswick Electric Power Commission (NBEPC) tor
the purchase of 100 MW’ of capacity trom the Point Lepreau nuclear unit. The contract became effective in
February 1983, the unit's in-service date, and was initially effective through October 1987, with options tor
extensions. MMWEC exercised a second option in 1988 for a one-vear extension of the contract, simultane-
ously with obtaining some contract modifications. that when approved by the Canadian National Energy Board
and with completion of transmission arrangements. will extend the contract through October 1994, Tke
contract pavment provisions require MMWEC to pay in all events certain fixed. operating, maintenance and
other charges relating to the unit.

The fixed minimum pavments under the contract, as estimated by MMWEC for its planning purposes tor
each of the vears 1999 through 1992, amount o approximately $36 million. Capacity entitlements decrease to
50 MW in November 1993 through the end of the contract period. thus reducing the estimated fixed charges
for 1993 and 1994 to $33 million and $15 million, respectively. MMWEC hasentered into correspond:ng agree-
. ments with its members and other utilities to resell the power.

MMWEC entered into agreements for participation in the interconnection berween New England utilities
and the Hydro-Quebex electric system near Sherbrooke, Quebec (Phase 1), which began commercial operation
in October 1986. New England Electric Transmission Corporation and Vermont Electric Transmission Com-
panv constructed the New England portior of the interconnection ata total cost ot about $ 140 million. of which
3 65% or $5.1 million is MMWECs share to support. MMWEC has also entered into similar agreements tor
the expansion of the Hvdro-Quebec interconnection (Phase I1). Operation of Phase Il is scheduled for the fall
of 1990 at & total estimated cost of $565 million. of which MMWEC's durect share will be 0.5908% or $3.3
million. MMWEC has corresponding agreements with its members and another utility to resell the power
received over these lines including recovery of MMWEC's share of the costs of the lines.

Power Sales Agreements

(0 Lanuas 1985, certain residents of the Town of Groton brought suit against the Town ot Groton
\Municipal Light Department, the Town of Groton and MMWEC. challenging the validity of the Nuclear Mix

No 1 Nudlear Drorect Nos. 3, 4 and 5 and Project No. 6 Power Sales Agreements. In February 1987, the Mas-
chuserss Superior Court granted the defendants’ motions for summary judgement and upheld the validity of
Groton « Dower Sales Agreements with MMWEC.  The decision was appealed by the plaintiffs to the

Massachusetss Supreme Judicial Court. which in July 1988, affirmed the lower court s ruling thus upholding the
validiev of Groton's Power Sales Agreements with MMWEC. No further court appeals have been tiled. Groton
continued 1o make the required payments to MMWEC throughout the period of legal challenge of the Power
Sales Agreements.

The Vermont Department of Public Service brought an action against MMWEC in a Supetior Court of

Vermont in October 1985 challenging the validity of the Project No. 6 Power Sales Agreements as entered into

by the Vermont Participants. [n November 1986, the Superior Court Judge ruled that the Power Sales Agree-

ments for Project No. 6 berween MMWEC and several consumer-owned utilities in Vermont were valid under

‘ Vermont law. The ruling rejected contentions by the Vermont Department of Public Service, Vermont Electric
Cooperative and the Village of Stowe Water & Light Department that the contracts were invalid and, theretore.

not binding agreements. The plaintiffs appealed this ruling to the Vermont Supreme Court, which heard
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(") Commitments and Contingencies ' oniinucd

atguments (n April 1987, In September 1988, the Vermont Supreme Court ruled that the Proiec: No. 6 Powet
Sales Agreements with th Vermont utilities were not valid since inception (void ab inino) because inter alia. the
atilities lacked the statutorny authotity to enter into the contracts and to delegate certain authority to MM WE(
Subsequent to the Vermont Supreme Coart ruling. MMWEC filed a motion requesting the court to grant a
rehearing and allow oral arguments on sev eral issues, including potential violatnons of the U .S un\lllu(l.\vt‘ and
allegations that MMWEC « claims were not adequately addressed in the court s decimon. In January 1989 the
Vermont Supteme Court denied MMWEC s motion tor a rehearing and MMWEC filed a writ of certioran with
the United States Supreme Court to review the Vermont Suprame Court decision. The writ of certioran was
denied 1n Ocrober 9RO

I'he Vermont Supreme Court decision resulted in the Vermont municipal Project No. ¢ Marticipants
ceasing 1o make their pavments to MMWEC. 'n 1988 MMWEC recorded a $15 million reserve, a portion of
which was for the receivable from the Vermont Pariicipants. The reserve was adjusted by $2.7 million in 1989
The Vermont Electric Cooperative and Washingron Electric Cooperative of Vermont had alieady stopped
making pavments in January 1986 and 1988 respectively. Shortfalls in the Project No. 6 revenues are being made
up from available funds within the Project. The default by the Vermont Participants and Eastern Maine Electric
Cooperative resulted in a reallocation of the Project No. 6 capability and liabilities in accordance with the Mowet
Sales Agreement. MMWEC believes the shorttalls will ulimately be recovered from billings to other Participants
under the Power Sales Agreements. MMWEC continues to believe the Massachusetts Power Sa.es Agreement:
are valid enforceable contracts. Management believes the nonpayment by thy aut-of-state Parmicipants will not
have a material adverse impact on MMWEC

In as much as the Stonv Brook ;ntermediate Project has approximately 8.2% of Project Capability under
Power Sales Agreements with Vermaont entities, which Power Sales Agreements are virtually identic al to the P'roy
ect No. 0 Power Sales Agreement. the Vermont Supreme Court decision on the Project No. 6 Power Sales
Agreement could apply equally to the Stony Brook Intermediate Power Sales Agreement The Vermont
Legislature enacted legislation seekiag to validate the S1ony Brook Intermediate Power Sales Agreement in light
of the Vermont Supreme Court decision. MMWEC s seeking a declaration of the validity of the Stony Brook
[ntermediate Power vales Agreement, as well as the curative legislation, in the matter of MMWEC v State gt
\ermens gual, currently pending in the Superioc Court in Washington County, Vermont

Ihe Vermont e preme Court decision declaring the Project No. 6 Vermont Participants contracts vord ab

nitio cadsed certaen Massachusetes Project No. 6 Participants to rise issues relating 1o the validiey of the P'roect
No 6 Power Sales Agreements, alleging among other things that 100% participation is a condition precedent

1o the validitr of the Drotect Power Sales Agreements. In April 1989, the Hingham Municipal Lighting Plane
ind the Shrewsbun Electnc Light Plant both filed identical but separate actions in the Superior Court of Sutfolk
County in Massachuserts. The basis for the complaints is whether the Project No. 6 Power Sales Agreements
are valid and bimding as 1o them. since as alleged in the complaints, a condition precedent to the validiry ot all
the Project N wer Sales Agreements « 100% participation in said Agreement, and it the Vermont
Parucipant Heracts are void ab initio, then this condition precedent has not been met. Further, the complaint

alleged that anv increase in Project No. 6 billings as a result of the nonpayment by the Vermont Project No. 6
Participants s unlawtul on the basis that the Project No. 6 Power Sales Agreements failed to have 100% partici-
pation and MMWEC's use ot Project No. 6 funds to cover the shortfall in receipts constitutes 4 breach of the
Power Sales Agreements Five other Massachusetts Project No. 6 Participants filed similar complaints in Suffolk
County Superior Court

In april 1989, MMWEC filed an original action in the Supreme Judicial Court for the Commonwealth of
Massachusetts against two Massachuserts Project No. 6 Participants. A single justice of the court accepted
MMWEC s motion to have the court transfer *o the Supreme Judicial Court the other Project No. 6 Participant
cases pending in the Superior Court. Furthermore, the justice granted MMWEC s requests for preliminary
injunctions ordering the non-paving Participants tc pay their obligations MMWEC also filed a Motion tor
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Summan Judgment with the Single Justice who allowea tor discovery to take place priot to scheduling a hearing
on the summar judgment motions. The Danvers, Hudson and Peabody light departments filed & motion asking
the justice to recuse himselt due 1o a potentigl conflict. which he did in January 1990, sending the case back to
the Suffolk County Superior Court. where the case 1s currently

The Town of Hudson Light & Power Department and the City of Peabody Municipal Light Plant filed a
lawsuitage nst MMWEC in November 1988, which among other things. sought to enjoin the MMWEC Board
of Directors trom acting upon the Memorandum of Understanding (discussed in Note 4). In November 1988
the Massachusetts Superior Court denied the Hudson/ Peabody injunction request. which denial was upheld by
the Massachusetts Appeals Court. In Decenber 1988, the Town of Hudson Light & Power Department and
the City of Pzabodv Municipal Light Plant amended their complaint against MMWEC to include challenges
1o the validity of the Project No. 6 Power Sales Agreement on the 100% participation issie, as previously dis-
cussed within the context of the Vermont Supreme Court decision. MMWEC moved to compel atbitration of
this dispute and the Superior Court granted MMWEC s motion in accordance with the tezms of the Power Sales
Agreements. The arbitration is currently on held pending the outcome of the cases discussed above.

MMWEC s working to tesolve the above noted isues. Although the outcome of these challenges cannot
be predicted with absolute certainty. it 1s the opinion of bond counsel, legal counsel, and management that the
Massachusetts Project No. 6 Power Sales Agreements will be deemed 1o have had 100% participation.

In March 1989, Washington Electric Cooperative of Vermont filed suit against MMWEC in the
Washington County Superiot Court in Vermont far restitution of payments made to MMWEC under the
. Project No. 6 Power Sales Agreements. Washingron Electric Caoperative received an ex parte trustee process
against other Vermont utilities which are making pavements under MMWEC's Stony Brook Intermec.are Unit
contracts, MMWEC has removed this case to the L nited States District Court for the District of Vermont, where
hearings were held and an order was issued to dissolve the trustee process contingent on MMWEC giving notice
of any intent to take away the Vermont Participants’ Intermediate Unit capacity

On July 31. 1989, MMWEC filed action against certain directors, managers and attorneys of the
Washingron Electric Cooperative for misrepresentation. These third party detendants have moved to dismiss
the claims. In November 1989, the Vermont Department of Public Service moved to intervene in this case and
flled a claim of $6.2 tmillion for restitution of all Vermont Projecy No. 6 Participant pavments. In March 1990,
the Federal Court. pursuant to MMWEC's motion, dismissed the Vermont Department of Public Service inter-
vention in the case and dismissed the $6.2 million restitution claim.

Fastern Maine Electric Cooperative (EMEC), a Participant in MMWEC's Project No. 6, did not make its
June 198" payment and filed for protection under Chapter 11 of the Federal Bankruptey Code in August 1987
In its perition. EMEC asked the court 1o reject its contract with MMWEC. In October 1988, EMEC s petition
for terection of the contract was denied by the U.S. Bankruptey Court. The pdge concluded that MMWEC
b vl e against EMEC stemming from EMEC's detault under the contiact prior to EMEC s entering
ato C hapter MMWEC has formally filed a claim in the proceedings for the money it s owed. EMEC
responded to the claim with a counterclaim alleging, among other things. that its Project No. 6 Power Sales
Agreementwith MMWEC is void as a result of the Vermont Supreme Court decision The trial on the adversarial
claim scheduled for January 1990 was postponed as the two parties agreed to discuss settlement. EMEC s counsel
unilaterally filed a sertlement agreement with the court. MMWEC objected to the filing and agreement.
Hearings have been held on the filed documents wherein the court indicated an order is 10 be issued.

In January 1986, the Hull Municipal Lighting Plant filed suit against MMWEC seeking a declaration that

its Power Sales Agreements for Nuclear Mix 1, Nuclear Projects Nos. 4 and 5 and Project No. 6 relating to

Seabrook were invalid, and an injunction against MMWEC collecting any amounts from Hull under the

. agreements and monetary damages. The suit challenges the validity of these Power Sales Agreements on various
grounds and alleges, among other things. various misrepresentations, breaches and imprudencies by MMWEC.
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On March 5. 1980, the Massachusetts Superiur Court granted MMWEC s motions to stay the legal proceedings
and compel arbitration of the suit and for a preliminary injunction requiring Hull wo pay its share of monthly
power costs as required by the Power Sales Agreements. On March 21, 1986, a single justice of the Massachusetts
Appeals Court demed Hull s petition tor relief from the orders of the Superior Court, and the marter went 1o
arbirration. The Massachusetts Supreme Judicial Court subsequently took the case and issued an apinion
upholding the injunction. In August 1987, the arbitrator ruled that the contracts signed by Hull s light board
with MMWEC were valid. The arbitrator has vet to rule on the other alleged breaches. imprudencies and
muisrepresentations claimed against MMWEC by Hull. Aker withholding paymeats, Hull is currently making
pavments. under protest, in accordance with the court order. Aftera hiatus in the case a new arbitrator was agreed
to in January 1990, The discovery in this case i1s expected te be completed in the summer of 1990

Based on the opinions of Bond Counsel and other legal counsel, discussions with such counsel and other
considerations, management believes that the ultiimate resolution of the actions described ab. e will not have
a material, adverse etfect on the financial posinon of MMWEC. MMWEC continues to enforce the provisions
of the Power Sales Agreements to assure that adequate revenues are collected to meet debt service pavments on
its bonds in accordance with the General Bond Resolution.

COther Isiues

MMWEC, as a joint owner of the Millstone Unit 3 and Seabrook Unit | nuclear units. is required to set
aside tunds for the eventual decommissioning of these units. MMWEC's policy 1s to fund these reserve
requirements over the licensed life of the units through monthly billings to MMWEC Participants in the units,
MMWEC s shure of the toal estimated Millstone Unit 3 reserve requirement is $9.3 million, of which $830,000
has been tunded as of December 31, 1989 The amount is included in other deferred charges and accrued
expenses. MMWEC s chare of the Seabrook Unit | projected reserve requirement is $33 million, the funding
of which will begin with the cemmercial operation of the unit.

In August 1988, a revised Price-Anderson Act was enacted, calling for a fifteen-vear extension of the nuclear
hability indemnification process. The revised Act limits public liability from a incident at a nuclear power plant
to 47 6 billion. The $200 million primary laver of insurance for the liability has been purchased in the commetr
cutl market. Additional coverage of $7 1 billion 1s to be provided through a $63 million per incident assessment
of cach of the currently licensed nuclear units in the United States. The maximum assessment is $10 million
perincident per unitinany vear. If the sum of the Liability claims and costs from an incident exceed the maximum
amount of financial protection, each reactor owner is subject to an additional $3.2 million assessment. The
maximum assessment is subject to adjustment for inflation every five years. MMWEC s interest in the Millstone
Lnie 3 and Seabrook Unit | zould result in & maximum assessment of $3.0million and §7.3 million respectively

MAMWEC  not currently covered under gradual pollution liability insurance related o MMWEC's Stony
Brook power plant Management is not aware of any material claims made during 1989 or outstanding as ot
[)l\'.""f""' %4 OsY

\ddona ntormation regarding commitments and contingencies relative to MMWEC s debt and
ivolvement 18 nuclear projects is discussed in Note 3 - Debt and Note 4 - Construction and Financing

(8) lnvestments and Deposits

All bank deposits. which amounted to $43,000 at December 31, 1989, are maintained at a single financial
institution.  The Federal Deposit Insurance Corporation currently insures up to $100.000 per depositor
MMWEC s uninsured deposits ranged from zero to $12.1 million during 1989 due to seasonal cash flows, the
uming of daily cash receipts and favorable earnings offered on these demand deposits.

Investments are stated at cost adjusted for accretion (amortization) of the discount (premium). MMWEC's
normal practice is to hold its investments until maturity. At December 31, 1989, all securities underlying
repurchase agreements. and all other investments, were held in MMWEC's name by independent custodians
consisting of the Construction Fund Trustees, Bond Fund Trustee or MMWEC's depository bank. except for
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$2* million of repurchase agreements, which were with the depository bank. Investments. representing the
Special Funds and Cash and Temporary Investments. as well as certain additional amounts, disbursed but
available for investment. and accrued interest, are presented below

1989 198K
Carrving  Market Carrying  Market
Type of Investment Amount  Value Amount  Value
{In Thousands)
Repurchase agreements $ 25859 8 26327 $ 11208 § 11,348
Other Investments
Certificates of Deposit 89 89 168 168
LS. Treasury bills 34 34 97 97
LU'S Treasury notes 49479 49,527 66 341 65414
LS. Agency bonds 30,765 30,715 $5.358 54.353
LS. Agency discount notes 169,327 169,240 145,588 145,529
Total Other Investments 249,694 249,605 267,552 265561
Total Investments $275,553 8275932 278,760 $276.909
‘ Due to seasonal cash flows during 1989 and 1988, MMWEC, from time to ume, invested in repurchase
agreements with its depository bank that were collateralized by securities in MMWEC's name held by the

depository bank. MMWEC's pracuice is to monitor the market value of the underlying securities to ensure that
the market value equals or exceeds the amount invested.
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MMWEC Power Supply Program
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