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EUA SYSTEM PROFILE =~
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EmrnUuhbsAssoaatesnsamMesux-omwdldd

w!nseshamsmtradedond\eNewYa'k
andl’auﬁc Exchanges under the ticker symbol
EUA. Its subsidiaries are principally engaged in the
generation, transmission, distribution and sale of elec-
tricity; energy related services such as energy manage-
. ment and cogeneration; and promoting the conserva-
tion and efficient use of energy.

To better reflect the competitive business environment
mM\d\noperams.EUAlsagammdmkmdstmct
business units.

EUA’s core electric business comprises two business
units. The retail business unit provides electric service
Bt ac rthern and coutl Rhcde b
Retail electric subsidiaries are Blackstone Valley Electric B M e Tty
Com;nnyﬁastunﬁdmCmnpanyandNewpm ‘ : _
Electric Corporation. The wholesale business unit is [l Blackstone Valley Electric Service Area
NampﬂutrCanpany,EUA’sgammd .
transmission subsidiary, which electricity at
wholesale to the retail business units and two other

- non-affiliated municipal electric utilities:

Energy Related Business
EUA'samgymhmdbtmmsunnmdudesEUA

EUA Ocean State
EUA Energy Investment Corporation. EUA

Cogenex is the most active of our energy related com-
panies with over 700 energy services contracts in 32
states and the District of Columbia (map). EUA Ocean
State owns a 29.9% partnership interest in the Ocean

State Power Project in northern Rhode Island. EUA
Erugymksmvmﬁnmtsmmgymh&ed

[ Eastern Edison Service Area

5
[ Newport Electric Service Area

- businesses.

Corporate

The corporate business unit is made up of Eastern
Utillities Associates — the System’s company —
and EUA Service

Corporation
su\almdiedmml services to all EUA System compa- mnmuum«mmwmw
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On The Cover
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To OUR SHAREHOLDERS
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The outlook for our coze electric business is rela-
ively stable in terms of annual eamnings potential.
Fach company within this unit is expected to earn at
or near its allowed rate of return without increasing
their rates. These companies will also finance their
cash construction requirements with internally gener-
ated funds thus avoiding the negative impact of high-
or interest rates should they return. Benefitting from
the CONOMIC recovery in our service territories, this
business unit will continue to provide a stable contri-
bution to EUA earnings over the next few years.

Energy Related Businesses Our EUA Cogenex sub-
sidiary remains a leader in the energy services field
with a growing client list that includes the
Department of Energy and its headquarters building
in Washington D.C.. That project won first place in a
respected national trade publication’s Efficient
Building Awards program. EUA Cogenex also
acquired the James L. Day Co. of Victor, N.Y., which
has been renamed EUA Day. It is one of the oldest
and largest distributors of Andover building automa-
tion controls in the country. The addition of Northeast
Energy Management, Inc., a Maine based energy ser-
vices company similar to EUA Cogenex, provides
new growth opportunities in that state.

In keeping with our strategy to invest only in
energy related activities, our EUA Energy Investment
Corporation subsidiary has invested in a limited part-
nership, TransCapacity L.P., which will provide ser-
vices nationally to all gas users as they struggle to
cope with the impacts of the Federal Energy
Regulatory Commission’s Order 636 and gas pipeline
deregulation.

We fully expect that as we move forward, our
Energy Related business unit will contribute a grow-
ing share of EUA’s earnings. While EUA has
emerged as a diversified energy services company,
we recognize that our core electric business remains
the foundation of the EUA System.

Changing Times While there has always been com-
petition for customers from other energy suppliers,
competition from within the industry itself demands
that we sharpen our focus to ensure continued suc-
cess in a changing environment. We have instituted
procedures to tie strategic planning to our operating
budget that will enhance our ability to control costs

and meet customer needs. We have also made the
marketing of the products and services we offer a
priority and continue to stress the importance of
employee training and better customer service.

We are grateful to EUA System employees for
their enthusiastic support and hard work. We appre-
ciate your loyalty as shareholders. Your confidence
will be rewarded as we remain dedicated to enhanc-
ing the value of your investment.

Sincerely,

it 22 2hn

Donald G. Pardus
Chairman

QQQLW&\

John R. Stevens
President

March 8, 1994
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ENERGY RELATED BUSINESS
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SELECTED CONSOLIDATED FINANCIAL DATA @

INCOME STATEMENT DATA

BALANCE SHEET DATA

CAPITALIZATION

COMMON SHARE DATA
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CoNDITIONS AND REVIEW OF OPERATIONS
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ted Business: The Energy Related Business
993 earnings were as follows:

Energy Re la

jmpacts on ! il g o
g Increased earnings contributions trom EUA's

gnergy services subsidiary, EUA Cogenex Corporation
(EL*A‘Cogunex); R

@ Lower earnings contributions from EUA's invest-
ment in the Ocean State Power Project (OSP); and

g Lower earnings contributions from EUA Energy
investment C orporation ( FL'A Eﬁergy) mﬁult}ng from
start-up costs related to its intial investment in
TransCapacity Limited Partnership (L.P).
Corporate: The most significant impact on 1993 eam-
ings was the utilization of investment tax credits which
expire with the 1993 tax year and are related to the
December 1992 EUA Power settlement agreement. The
utilized tax credits which lowered 1993 federal income
tax expense amounted to $4.9 million, or 27 cents per
share, are included in corporate results above.

The EUA Power settlement also caused a significant

decrease in legal expenses in 1993.

COMPARISON OF FINANCIAL RESULTS

In 1993 EL'A consolidated the EUA Cogenex partner-
ships which had previously been accounted for as equi-
tv nvestments. The 1992 and 1991 financial statements
have been restated to present these partnerships on a
consolidated basis. The restatements do not materially
change amounts previously reported.

OPERATING REVENUES

The table below sets forth estimates of the factors which
contributed to the change in Operating Revenues from
1991 through 1993

Increasel Decrease)
From Prior Years
{5 1n mitlions) 1993 1992
Uperating Revenue change attnbutable to
Core Electric Business

Purchased Power Recovery $7.0 $7.1

Recovery of Fuel Costs (2.3) ih6)

Etfect of Rate Changes B.6 36

Unit Contracts and Sales to NEPOOL (13.1) 36

Kilowatthaur Sales and Other 15 (28)
Energy Related Business

EUA Cogenex 28 145
Total $194

Core Electric Business: The revenue attributable to the
Purchase Power Recovery reflects our retail companies’
method of recovery of purchased power capacity costs.

Revenues attributable to Recovery of Fuel Costs result
from the operation of fuel adjustment clauses. The
change in such revenues reflects corresponding under-
lying changes in fuel costs.

The Effect of Rate Changes reflects base rate increases
tor; (i) Montaup Electric Company (Montaup), effective
May 1991; (ii) Blackstone Valley Electric Company
(Blackstone) effective in April 1992; (iii) Newport
Electric Corporation (Newport), effective October 1992,
and (iv) Eastern Edison Company (Eastern Edison)
effective fanuary 1993.

Revenues attnbutable to Unit Contracts and sales to
NEPOOL reflect revenues from such short-term con-
tracts and Montaup’s and Newport's interchange sales
to the New England Power Pool.

The change in revenues associated with kwh Sales
and Other reflects the effect of kwh sales on base rev-
enues and changes in other operating revenues.

Energy Related Business: EUA Cogenex revenues
reflect the change in total revenues of that company.
The 1993 increase is due primarily to revenues from its
EUA Nova division which was acquired in December
1992 and increased revenues related to the sale of ener-
gy equipment. The 1992 increase is due primarily to an
increase in revenues of the consolidated partnerships.
See offsetting increases in 1992 partnership expenses
below.

CORE ELECTRIC BUSINESS KWH SALES
Total Energy Sales decreased in 1993 from 1992 due to a
significant decrease in short-term unit contract sales,
which include sales to NEPOOL. Short-term unit con-
tract and NEPOOL sales recover the underlying cost of
tuel only and therefore have no impact on earnings.
Total primary sales, however, increased by 1.7% in 1993,
paced by improvements of 3.9% and 3.1% in sales to
our industrial and residential classes, respectively.
Contributing to these gains was the hotter than normal
summer of 1993 and the slow but steady economic
recovery taking place in our retail service territories.
Economic indicators suggest that this trend will contin-
ue for the foreseeable future.



Operation And Maintenance
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The increase of $29.2 million in 1993 was due primarily
to the following:

Core Electric Business: (i) increased C&LM expenses
of $4.1 mullion; (i) additional expenses of approximate-
ly $3.5 million relating to EUA’s adoption of FAS106
(iii) increases of approximately $1.5 million relating to
pension accrual; and (iv) increased expenses of approx-
imately $3.9 million relating to Montaup’s jointly
owned units.

Energy Related Business: (1) increased ELA Cogenex
expenses of approximately $19.3 million, relating pri-
marily to the operations of its EUA Nova division; and
(i) increased expenses of $2.2 million related to EUA
Energy’s expensing of its initial investment in
TransCapacity L.

Corporate: The increases discussed above were offset
somewhat by decreases of approximately $3.7 mullion
in corporate legal expenses due primarily to the fourth
quarter 1992 settlement of legal proceedings related to
EUA Power.

Interest Charges: Interest on long-term debt for 1993
decreased approximately $4.1 million or 9%, compared
to 1992, This decrease 1s due, in part, to Eastern
Edison’s redemption of $30 million of 9-1/4% First
Mortgage and Collateral Trust Bonds (FMBs) in May
1992 and $15 million of 8-1/2% FMBs in June 1992. The
redemptions were made primarily with cash proceeds
from the early redemption of Montaup securities,
which were owned by Eastern Edison. Eastern Edison
aiso refinanced $35 million of 10% FMBs with $35 mil-
hion of 7.78% Medium Term Notes in July 1992. See
“System Financing Activity” for additional factors con-
tributing to the decline in long-term debt interest
expense.

Offsetting these declines somewhat was the issuance
by EUA Cogenex of $15 million of 7.22% Unsecured
Notes in September 1992 and $50 million of 7%
Unsecured Notes in October 1993,

Income Taxes: EUA files a consolidated federal income
tax return for the EUA System. EUA's 1993 composite
federal and state effective tax rate was approximately
27.3% as compared to approximately 32.4% in 1992,
This decrease is primarily attributable to the income
recognition of a portion of the expected utilization of
EUA Power’s investment tax credits to reduce EUA's
1993 consolidated tax liabibty. These tax credits

amounted to approximately $4.9 million in 1993 and
are included in Other Income (Deductions) - Net. The
decrease more than oftset the 1% increase in the federal
tax rate to 35% in 1993,

Other Items: Depreciation and Amortization
increased by $1.9 million or 4.4% due primarily to an
increase in EUA Cogenex depreciation expense of $1.3
million.

Allowance for Funds Used during Construction
(AFUDC) represents a non-cash element of income
and amounted to only 5.3% of Consolidated Net
Earnings in 1993. Total AFUDC and capitalized inter-
est for 1993 did not significantly change from the 1992
level.

Equity in Earnings of Jointly Owned Companies
decreased in 1993 by approximately $2.7 million due
primarily to lower earnings on EUA Ocean State
Corporation’s (EUA Ocean State) investment in the
Ocean State Power Project.

Other Income (Deductions)-Net decreased by $2.3
million in 1993 due primarily to the 1992 reversal of
certain previously established reserves relating to mat-
ters in litigation, the favorable resolution of which was
reached in 1992 Partially offsetting this decrease was a
reduction in federal income tax expense of $4.9 million
as discussed above.

The Preferred Dividend requirement of the retail
subsidiaries decreased by approximately $700,000 or
18% in 1993 due to Eastern Edison’s 1993 Preferred
Stock financing activity. See “EUA System Financing
Activity” for further discussion.

Inflation continues to have an impact on the opera-
tion of our System. At the federal level, wholesale
ratemaking practices permit a forward looking test
period which enables us to anticipate inflationary
increases. The traditional use of an historical test peri-
od for retail ratemaking purposes in Massachusetts
does not provide us this oppoi inity.

EXPENSES 1992 vs. 1991

Fuel And Purchased Power: Fuel expense decreased
$2.3 miliion, or 2.3%, when compared to 1991. This
change was due to the offsetting effects of a 6%
decrease in the average cost of fuel due to greater
usage of less expensive natural gas in 1992 and an
increase in total energy sales of 5.7% due primarily to
unit contract and svstem sales.

11
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Purchased power expense decreased $1.9 million to
$141.8 million in 1992 due primarily to $9.5 million of
credits recognized by EUA's retail subsidiaries in 1992
relating to prior period billings. These credits were off-
set somewhat by an increase in net purchases under
expiring and new purchased power contracts (includ-
ing OSP Unit 1) aggregating $4.6 1 illion, increased
purchased power costs billed by power suppliers of
Montaup and Newport aggregating $800,000, and an
increase in C&I M expense of $2.1 million.

Operation And Maintenance: Other operation and
maintenance expenses increased $16.1 million, or
11.8%, in 1992 over 1991 due primarily to a $14.6 mil-
lion increase in EUA Cogenex partnership expenses.
Also contributing to the change was the offsetting
impacts of an increase of $4.7 million in Corporate legal
expenses and decrease of $3.4 million in Eastern Edison
amortization expense. Previously deferred costs of
Eastern Edison, including Hurricane Gloria and com-
puter conversion costs, became fully amortized in
December 1991.

interest Charges: Interest expense on long-term debt
increased by $3 million, or 6.9%, in 1992 as compared to
1991. This increase was due to new issuances of long-
term debt in 1992 along with EUA Cogenex's October
1991 issuance of $20 million of 9.6% Unsecured Notes.
Partially offsetting this increase was the interest savings
resulting from 1992 refinancing and redemption activi-
ty of the Core Electric Business.

Other ltems: Depreciation and amortization expense
increased by $1.1 million, or 2.6%, in 1992 over 1991
primarily due to an increase in depreciable plant of our
Core Electric Business and an increase in depreciation
expense of EUA Cogenex partnerships.

Total AFUDC and capitalized interest, which repre-
sented 6.9% of 1992 Consolidated Net Earnings,
decreased $242,000 from 1991 due primarily to lower
AFUDC rates used in 1992.

The increase in Equity Eamings of Jointly Owned
Companies in 1992 relates primarily to EUA Ocean
State's equity earnings from its investment in OSP.

Other Income and (Deductions) - Net increased $6.9
million in 1992 when compared with 1991. The
increase was primarily due to the following; (i) a net
reduction of $4.3 million in the level of reserves to be
established under generally accepted accounting prin-

ciples relating to certain matters in litigation, the favor- . |
able resolution of which was reached in 1992; (ii) an '
increase of $1.2 million in EUA Cogenex’s interest i
income and other income; and, (iii) a decrease of $1.7 3
million in costs incurred for litigation from 1991 levels. r
These factors were partially offsct by z reduction in the
amount of income tax credits 2llocated to this account
in 1991 as a result of the utilization of EUA Parent tax
losses incurred in 1991,

CoRrE ELECTRIC BUSINESS RATE ACTIVITY
Montaup expects to file a rate reduction application
with the Federal Energy Regulatory Commission. This
application will match more closely Montaup's rev-
enues with its decreasing cost of doing business result-
ing from, among other things, a reduced rate base,
lower capital costs and successful cost control efforts.
The application will also include a request for recovery
of all of Montaup's FAS106 expenses as provided in
FERC's generic order of December 1992. A decision on
this application is expected during the second half of

1994,
EUA SySTEM FINANCING ACTIVITY

Core Electric Business: As shown on the accompany-
ing Consolidated Statement of Indebtedness, Eastern
Edison issued new FMBs and Tax-Exempt Securities
aggregating $195 million during 1993, the proceeds of
which were used to redeem a like amount of higher
cost debt.

] 1993 LONG-TERM DEBT ACTIVITY |
| (Excluding stking furad paynients)
|
l (Dosllar Amanants o Millions) [SSUANCES REDEMPTIONS i
Eastern Edison May §20@5%%  June $10@ 8¥% |
Refinancings: S0 @ 6 K% $35 @10 %% |
; M0 @ B% July  $55@ 9%% |
| july S0@5%%  Aug  $40 @10W% |
S0 @ 5%%  Sept $S40@ 9%%
Gept $7@4x% Ot $7@ 6¥%
$ 8@ 635% $B@ 70%
Fastern Edison Ot $ 5@ 4%%
Maturity:
Eastern Edison june § 5@ 8%
Redemption:
Newport March $06 @10
Redemption: $14@1
Cogenex Oct. 850 @ 7%
Issuance:




In 1993 Eastern Edison used available cash to redeem all
of its outstanding 4.64%, 8.32% and 9.00"% series of
preferred Stock aggregating $21.6 million, and $10 million
of FMBs.

Fastern Edison also issued $30 million of 6 ¥“ Preferred
Stock in August, the proceeds of which were used to
redeem $20 million of its 9.80% Preferred Stock and for
other corporate purposes

On January 6, 1994, Newport issued $7.9 million of varni-
able rate Electric Energy Facilities Revenue Refunding
Bonds due 2011. The proceeds were used to redeem $6.0
million of 12% Series Energy Facilities Revenue Bonds and
419 million of 8.5% Series Energy Facilities Reverue
B\"l'\d\

Energy Related Business: In October 1993, EUA Cogenex
issued $50 milhion of 7% Unsecured Notes due September
15, 2000. Proceeds were used to retire all outstanding
short-term bank loans and repay a portion of its short-
term loans to EUA

Corporate: A sale of 1.3 million new common shares of
EUA in April 1993 resulted in net proceeds to EUA of
approximately $35.1 millicn. These funds were used to
reduce EUA's short-term bank debt.

In addition to its public offering, EUA received proceeds
in 1993 of approximately $10.1 million from the issuance
and sale of 385825 common shares primarily through its
Dividend Reinvestment and Commaon Share Purchase
Plans.

[n 1993 EUA registered 1.5 million common shares with
the Securities and Exchange Commussion (SEC) to be
issued in connection with possible EUA Cogenex acquisi-
tions, of which 108,985 were 1ssued in connection with the
December 1993 acquisition of James L. Day Co. Inc. (Day
Co.) and 464,579 were 1ssued in connection with the
January 1994 acquisition of Northeast Energy
Management, Inc (NEM). See “Energy Related
Pusinesses” below for more details.

Financiat ConpImioN AND LIQuiDimy

The EUA System’s need for permanent capital is primarily
related to investments in facilities required to meet the
needs of its existing and future customers.

Core Electric Business: For 1993, 1992 and 1991, the Core
Electric Business cash construction expenditures were
$31.9 million, $21.8 million and $29.4 million, respectively

Cash construction expenditures for 1994, 1995 and 1996
are estimated to be approximately $44.2 mullion, $38.4 mil-

CAsH CONSTRUCTION
EXPENDITURES/
INTERNALLY
GENERATED FUNDS

i millwons

lion and $40.6 million,
respectively.

In the utility industry,
cash construction require-
ments beyond those satis-
fied with internally gener-
ated funds are customarily
funded with short-term
borrowings, which are ulti-
mately funded with per-
manent capital. In 1993,
internally generated funds
available after the pay-

s
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ment of dividends of our ‘\ ash Construchion Expenditures

internaliv Generated Funds

Core Electric Business
amounted to $51.8 million,
or 162.3% of its cash construction requirements.

[n 1992, internally generated funds amounted to $53.5
million or 240.7% of the cash construction requirements
ot our Core Electric Business. Various laws, regulations
and contract provisions limit the use of EUA’s internally
generated funds such that the funds generated by one
subsidiary are not generallv available to fund the opera-
tions of another subsidiary.

Internally generated funds are expected to supply
approximately 130% of 1994 estimated cash construction
requirements of the Core Electric Business.

In addition to construction expenditures, projected
requirements for scheduled cash sinking fund payments
and mandatory redemption of securities in 1994, 1995
and 1996 are $1.9 million, $37.4 million, and $9.4 million,
respectively

1 Excludes FUA Power Cash
Interest Pavments

Energy Related Business: Construction expenditures of
our Energy Related Business amounted to $28.5 million,
$32.6 million and $27.8 million in 1993, 1992, and 1991,
respectively. In addition, investments in energy related
facilities, primarily those of EUA Cogenex and EUA
Ocean State for 1993, 1992, and 1991 amounted to
approximately $13.2 million, $17.2 million and $39.9
million

Estimated construction expenditures of the Energy
Related Business are $42.4 million, $49.0 million and
$49.5 million for 1994, 1995, and 1996, respectively. In
addition, energy related investments of EUA Cogenex
tor the vears 1994 through 1996 are estimated to be $11.3
million, $10.0 million, and $10.0 million, respectively.

Internally generated funds are expected to supply
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approximately 70% of 1994 estimated cash construction
requirements. Continued growth at EUA Cogenex
may require some external financing in 1994 which
would require regulatory approval.

In addition to construction expenditures and energy
related investments, projected requirements for sched-
uled cash sinking fund payments and mandatory
redemption of securities in 1994, 1995 and 1996 are $2.5
million, $3.3 million, and $9.2 million, respectively.
Corporate: Projected requirements for scheduled cash

sinking fund payments for the corporate operations tor
each of the three vears following 1993 are $1.1 million.

Short-Term Lines of Credit: At December 31, 1993,
FUA System companies maintained short-term lines of
credit with various banks aggregating approximately
$140 million. Short-term debt outstanding at year's
end was $37.2 million, a decrease of $72.8 million from
year end 1992 balances

Year End Short-Term Debt Outstanding By Business
Unit ($000's)

1993 192
Core Electne Business $ 0 $ 0
Energy Related Business 8,588 42,688
Corporate 28,580 67 248
$37,168 S108 V36

The decrease in short-term debt is due to 1993 system
financing activity as previously discussed. EUA
expects to repay the outstanding balances of indebted-
ness through internally generated funds, the issuance
of additional common shares through its Dividend
Reinvestment and Common Share Purchase Plan, and
the possible issuance of additional EUA Cogenex Debt
securities which, as noted above, would require further
regulatory approval

ENERGY RELATED BUSINESSES

Net Earnings and Earnings Per Share

Contributions of EUA’s Energy Related Businesses:
1993 1992

Net Net

Eamings Eamings Famings Earnings

{00('s} PerShare  (N's) PerShare
EUA Cogenex §3,5536 $0.19 $2.839 $0.17
EL'A Oxean State 5,258 0.29 743 041
FUA Energy Investment  (1,551)  (0.09) (114) (0.01)

Energy Related Business §7,243 $0.39 $9 768 $0.57

EUA Cogenex: EUA Cogenex participates in energy .
conservation and cogeneration projects in 32 states and
the District of Columbia. EUA Cogenex's contribution
to eamings increased by 24.5% in 1993 due primarily to
operations of its EUA Nova Division, acquired in
December 1992, and increased business activity.

EUA Cogenex continues to grow its business strategi-
cally as evidenced by two recent acquisitions. In

REGULATION = PERCENT OF REVENUES

Amounts in %o

1989 1993

Rhode Istand Public Utilities

Federal Energy
- C omnussion

D Regulatory Commussion

Massachusetts Department of Fublic
- Litilites and Camers

D EUA Cogenex Carpara
December 1993, EUA Cogenex completed its acquisiﬁ’
of Day Co., of Victor, N.Y. Renamed EUA Day and
operating as a division of EUA Cogenex, the company
is primarily engaged in the business of customization,
installation and servicing of building temperature con-
trol systems for the purpose of energy conservation.
The acquisition will enable EUA Cogenex to increase its
market share in building control systems and provide
customers with additional expertise in system cus-
tomization and enhanced applications.

In January 1994, EUA Cogenex completed the acquisi-
tion of NEM of Brunswick, Me. NEM is an energy ser-
vices and demand side management contracting com-
pany operating as a wholly-owned subsidiary of EUA
Cogenex.

The acquisitions were accomplished by the exchange
of common stock of Day Co. and NEM to EUA Cogenex
for common shares of EUA.

EUA Cogenex revenues are still subject to the SEC
requirement that it earn more than 50% of its revenues
in the New England /New York area, not including rev-
enues derived from development of qualifying cog
ation facilities and qualifying small power production
facilities. To date, revenues have continued to grow
within the New England /New York area so that they



not limited EUA Cogenex's growth outside tha}
r the year ended December 31, 1993, approxi-
Ay 72% of FUA Cogenex’s revenues subject to this
e )t'/);‘ were generated from within the New

P “1 “\iv.\s York area. The Day Co. and NEM
f,ngldn; v,,‘l., will pnwide additional revenues from the
m.q“,l;l,:(,l‘md /New York area in 1994 and beyond
::::\cr;hth'ss, FUA Cogenex is actively pursuing leg-
wlative action and may pursue regulatory action to mut-
' any future negative impact that current geograph-
i requirements may have on future revenues. If LL’A
Cogenex's endeavors are unsucc essful, revenues from

i de the New England/New York area may be

have
area. Fo

jgate

nuf&ld
restricted

EUA Ocean State: EUA Ocean State owns 29.9% of
each of the partnerships which developed and operate
Units 1 and 11 of OSP, twin 250-megawatt gas-fired gen-
erating units located in northern Rhode Island. Both
units have provided a premium return since their
respective in-service dates ot [.)t\'t‘.ln.b(‘r 31, ]%J, and
Oxtober 1,1991. The decrease in EUA Ocean State’s
carnings contribution was due primarily to a decrease
i the allowed rate of return on equity billed by the pro-
ject, shightly lower performance bonuses in 1993 and a
decrease in the rate base and investment base from
which the pmjwt's rates are determined.

EUA Energy Investment: EUA Energy Investment
was organized to seek out investments in energy relat-
od businesses. Prior to 1993 the company had been, for
all intents and purposes, an inactive subsidiary of EUA,
The $1.5 million loss in 1993 was related to the expens-
ing of all of EUA Energy’s initial investment in
TransCapacity L.P. The partnership will develop and
market a computer software system for the collection,
compilation and distribution of information regarding
natural gas pipeline capacity and capacity rights. The
svstem developed by TransCapacity LI will allow cus-
tomers to quickly sort and process the information sup-
phied by gas pipelines in compliance with FERC Order
636

Under FERC Order 636, natural gas capacity rights
information will no longer be proprietary and must be
made accessible to the public in a non-discriminatory
manner. It is anticipated that the system will be opera-
tional by June 1, 1994.

OPERATIONS
The EUA System’s fuel mix continues to be diverse.
Nuclear power supplied 34% of EUA’s energy needs in

1993, matching its 1992 contri- Fuer Mix
bution and continuing as A
FEUA's largest and lowest cost 1989

fuel source. Natural gas sup- e p
plied 26% of EUA’s energy
requirements in 1993 down
from the 29% of 1992, The sys-
tem again increased its hydro-
electric capacity in 1993
through Montaup’s and
Newport's 4.06% aggregate
share in the Hydro Quebec
Phase [l energy agreement
with the New England Power
Pool. Hydroelectric facilities
accounted for 6% of the
System’s energy in 1993

Oil provided 28% of energy
needs in 1993, up from its 13% 0o
contribution in 1992. This

B Gas
increase is due mainly to the B Coal
B Nocicar

unanticipated outages at
Montaup’s coal fired Somerset
Units. As a result, coal supplied only 6% of our energy
needs in 1993, down from 19% in 1992, EUA currently
projects that gas will supply approximately 31% of its
energy needs by 1998; nuclear, approximately 30%; coal,
approximately 14°%; and oil, approximately 19%. The
balance will come from a combination of hydroelectric
power and such non-traditional sources as cogeneration
and independent power producers.

On January 25, 1994 Montaup announced that its 42-
year-old, 69-mw Somerset Station Unit #5 had been
placed in deactivated reserve. This unit had been out of
service for the prior five months due to mechanical
problems. Montaup has determined that the costs to
repair the Unit and to bring it into compliance with
Clean Air Act requirements would not be economical.
Montaup’s net plant investment in the unit was $6.4 mil-
lion at December 31, 1993

Current forecasts indicate that with a combination of
owned generation, current long-term purchased power
contracts, expected short-term purchased power oppor-
tunities and the EUA System’s C&LM programs, no

B Other - principally Hydro
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tions are more restrictive than the Clean Air Act require-

ments. The Massachusetts Department of
Environmental Management has amended its regula-
tions to require that Reasonably Available Control
Technology be implemented at all stationary sources

sentially emitting 50 tons or more per year of NOx.
Rhode Island has not vet issued regulations to imple-
ment NOx reduction requirements. Montaup is in the
process of reviewing compliance strategies. Any com-
pliance strategy may require the implementation of
additional pollution control technology as early as 1995
Montaup would seek recovery of pollution control
expenditures through rates.

Because of the nature of the EUA System’s business,
various by-products and substances are produced or
handled which are classitied as hazardous under the
rules and regulations promulgated by the EPA as well
as state and local authorities. The EUA System general-
ly provides for the disposal of such substances through
licensed contractors, but these statutory provisions gen-
erally impose potential joint and several responsibility
on the generators of the wastes for cleanup costs.
Subsidiaries of EUA have been notified with respect to
a number of sites where they may be responsible for
such costs, including sites where they may have joint
and several liability with other responsible parties. 1t is
the policy of the EUA Svstem companies to notify liabil-
ity insurers and to initiate claims; at this time, however,
no claims have been filed against any insurer and EUA
is unable to predict whether liability, if any, will be
assumed by or can be enforced against, the insurance
carrier in these matters,

As of December 31, 1993, the EUA System has
incurred costs of approximately $2.8 million in connec-
tion with these sites. Of this amount, approximately
$2.7 million relates to Blackstone. These amounts have
been financed primarily by internally generated cash.
Blackstone 1s currently amortizing substantially all of its
incurred costs over a five-year period and recovering
those costs in rates.

EUA estimates that additional costs ranging from $2.0
million to $9.2 million may be incurred at these sites
through 1995 by its subsidiaries and the other responsi-
ble parties. Of this amount, approximately $8.4 million
relates to sites at which Blackstone is a potentially
responsible party. Estimates bevond 1995 cannot be
made since site studies, which are the basis of these esti-

mates, have not been completed.

As a result of the recoverability of cleanup costs in rates
and the uncertainty regarding both its estimated liability,
as well as its potential contributions from insurance carri-
ers and other responsible parties, EUA dges not believe
that the ultimate impact of the environmental costs will
be material to the EUA System or to any individual sub-
sidiary and thus no loss accrual has been made at this
time.

A number of scientific studies in the past several years
have examined the possibility of health effects from elec-
tric and magnetic fields (EMF) that are found everywhere
there 1s electricity. While some of the studies have indi-
cated there mav be some association between exposure to
EMF and health effects, many studies have indicated no
drrect association. In addition, the research to date has
not conclusively established a direct causal relationship
between EMF exposure and human health. Additional
studies, which are intended to provide a better under-
standing of the subject, are continuing.

Some states have enacted regulations to limit the
strength of magnetic fields at the edge of transmission
line nghts-of-way. Rhode Island has enacted a statute
which authorizes and directs the Energy Facility Siting
Board to establish rules and regulations governing con-
struction of high voltage transmission lines of 69kv or
more. Various bills are pending in the Massachusetts
Legislature that would require certain disclosures about the
potential health effects of EMF. Management cannot pre-
dict the ultimate outcome of the EMF issue.

CHANGES IN ACCOUNTING STANDARDS
The EUA Systern adopted FAS106, “Accounting for Post-
Retirement Benefits Other Than Pensions,” as of January
1, 1993, This standard establishes accounting and report-
ing standards for such post-retirement benefits as health
care and life insurance. FAS106 further requires the
accrual of the cost of such benefits during an employee's
vears of service and the recognition of the actuanally
determuned total post-retirement benefit obligations
(Transition Obligation) earned by existing emplovees and
retirees. Previously, EUA followed the “pav-as-you-go”
methodology of accounting for such costs. EUA elected
to recognize the Transition Obligation over a period of 20
vears, as permitted by FAS106. The resultant annual
expense, including amartization of the Transition
Obligation and net of capitalized amounts, was approxi-
mately $8.1 million in 1993. Regulatory decisions issued
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in December 1992 permitted EUA's retail subsidiaries to
recover through rates approximately $3.5 millior of this
amount in 1993. As a result of the December 1992 regu-
latory decisions, EUA's retail subsidiaries established a
regulatory asset of approximately $1.5 million in 1993
due to the future recoverability of such amounts.
Montaup was allowed to defer FAS106 related expenses
through 1995 or until it filed for recovery of such
amounts prior to that time. Accordingly approximately
$1.4 million of FAS106 related expenses were deferred
by Montaup in 1993. Montaup will request recovery of
all of its FAS106 expenses, including amortization of
deferred amounts in its March 1994 rate application.
The EUA system has also established an irrevocable
external Voluntary Employee Benefit Association Trust
Fund as required by the aforementioned regulatory
decisions. Contributions to the fund began in March
1993 and totaled approximately $6.0 million during
1993.

Effective January 1993, EUA adopted FASB Statement
No. 109, “Accounting for Income Taxes” (FAS1(9),
which essentially supersedes its Statement No. 96
(FAS96). As a result of the adoption of FAS96 in 199,
FAS109 resulted only in the reclassification of certain
assets and liabilities and did not significantly impact
EUA.

In November 1992, FASB issued Statement No. 112,
“Employers’ Accounting for Post-employment
Benefits.” EUA is required to adopt this standard no
later than january 1,1994. The estimated impact of this
standard on EUA System is immaterial and therefore it
is anticipated that no liability will be recorded.

OTHER

Montaup is recovering through rates its share of esti-
mated decommissioning costs for the Millstone Unit 3
and Seabrook Unit 1 nuclear generating units.
Montaup’s share of the currently allowed estimated
total costs to decommission Millstone Unit 3 is approxi-
mately $15.1 million in 1993 dollars and Seabrook Unit 1
is approximately $10.6 million in 1993 dollars. These
figures are based on studies performed for the lead
owners of the units. Montaup also pays into decormnmis-
sioning reserves, pursuant to contractual arrangements,
at other nuclear generating facilities in which it has an
equity ownership interest or life-of-unit entitlement.
Such expenses are currently recovered through rates.

18

In December 1992, Montaup commenced a dedarato-.

ry judgment action in which it sought to have the
Massachusetts Superior Court determine its rights
under the Power Purchase Agreement between it and
Aquidneck Power Limited Partnership (Aquidneck).
Montaup sought a declaration that the Power Purchase
Agreement was binding on the parties according to its
terms. Aquidneck asserted, in effect, that Montaup had
either an express or implied obligation to negotiate new

terms and conditions to the Power Purchase Agreement.

In January 1994, a counterclaim by Aquidneck
claimed certain breaches of the Power Purchase
Agreement, including an alleged failure on the part of
Montaup to renegotiate the terms and conditions of the
Power Purchase Agreement. Also in January 19%4,
Aquidneck sought to join EUA and EUA Service
Corporation as parties to the suit.

Montaup, EUA and EUA Service intend to defend
the counterclaim vigorously and believe that
Aquidneck’s claims have no basis in law.
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CONSOLIDATED STATEMENT OF INCOME

Years Ended December 31, . ]

(In Thousands Except Common Shares and per Share Amounts) 1993 1992 1991
OPERATING REVENUES = $ 566477 § 541964 $ 52258
OPERATING EXPENSES:
Fuel 85218 96,767 9075
Purchased Power-Demand 139,524 141,829 143,775
Other Operation 156,972 131,348 114,832
Maintenance 25,148 21,589 21,956
Depreciation and Amortization 44,722 42824 41,759
Taxes - Other Than Income 24,468 23,785 22486
Income Taxes 15,019 19475 12,364
Total Operating Expenses 491071 477617 456,247
Operating Income 75,406 64,347 66,336
Equity in Earnings of Jointly Owned Companies 14,140 16,79 10975
Allowance for Other Funds Used
During Construction 379 549 616
Other Income (Deductions) - Net 3,898 6,184 (739)
Income Betore Interest Charges 93823 87 870 77,188
INTEREST CHARGES:
Interest on Long-Term Debt 41,530 45,646 42,691
Amortization of Debt Expense and Premium - Net 1,904 1,184 1,108
Other Interest Expense 4137 4,703 4,960
Allowance for Borrowed Funds Used During
Construction (Credit) (1,989) (1,813) (1,
Net Interest Charges 45,582 49,720 46,
Net Income 48,241 38,150 30417
Preferred Dividends of Subsidiaries 3,310 4,039 4,157
Consolidated Net Earnings $ 44931 $ M $ 26260
Average Common Shares Outstanding 18,391,147 17,039,224 16,608,090
Consolidated Earnings per Share $ 244 $ 2.00 $ 158
Dividends Paid per Share $ 142 % 1.36 $ 145

The accompuanying rotes are an mitegral part of the financial statements.




CONSOLIDATED STATEMENT OF CASsH FLows

r31,
R, 1993 1992 1991
CASH FLOW FROM OPERATING ACTIVITIES:
Net Income $ 48241 $ 38,150 $ 30417
Adjustments to Reconcile Net Income
to Net Cash Provided from Operating Activities:
Depreciation and Amortization 50,492 47,492 49 800
Amortization of Nuclear Fuel 5,136 5054 4219
Deferred Taxes 11,099 (3,645) 12,228
Investment Tax Credit, Net (1,279) (1,452) 83
Allowance for Funds Used During Construction (2,368) (2,362) (2,604)
Other - Net 13,010 2,175 (1,642)
Changes in Operating Assets and Liabilities:
Accounts Receivable (9,609) 6,572 (13,468)
Notes Receivable (5,603) 2,181 (8,676)
Materials and Supplies 452 (629) 5221
Accounts Payable (1,885) 5,138 (7,665)
Taxes Accrued 3,382 1,610 4,491
Other - Net (10,154) 4,593) 3,290
Net Cash Provided from Operating Activities 100,914 115,691 75,694
CASH FLOW FROM INVESTING ACTIVITIES:
Construction Expenditures (60,767) (55,736) (57,570)
Increase in Other Investments (13,244) (17,205) (39,888)
EUA Power Obligations Paid by EUA (37522)
EUA Power Settlernent (20,000)
Net Cash Used in Investing Activities (74,011) (92.941) (134,980)
CASH FLOW FROM FINANCING ACTIVITIES:
Issuances:
Common Shares 6,313 8,738 9,532
Long-Term Debt 245,000 50,000 66,000
Preferred Stock ' 30,000
Redemptions:
Long-Term Debt 214,809 (86,203) (2,170)
Preferred Stock {41,700 (1,300) (1,300)
Premium on Reacquisition and
Financing Expenses (14,956) (3,783) (942)
EUA Common Share Dividends Paid (26,101) (23,114 (23,952)
Subsidiary Preferred Dividends Paid (3,316) (4,039) (4,157)
Net (Decrease) Increase in Short-Term Debt (72,768) 37,487 29,378
Net Cash (Used in) Provided from Financing Activities (52,337) (22.214) 72,389
NET INCREASE IN CASH AND
TEMPORARY CASH INVESTMENTS: (25,434) 536 13103
Cash and Temporary Cash Investments at deginning of Year 29,614 29078 15975
Cash and Temporary Cash Investments at End of Year $ 4180 $ 29614 $ 29,078
Cash Paid during the year for:
Interest (Net of Amounts Capitalized) $ 45,057 $ 47,132 $ 45236
Income Taxes $ 12919 § 897 $ 4842

The accompantying notes are an integrai part of the financial statements
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CONSOLIDATED BALANCE SHEET

19520
149,05" ‘

December 31,
{In Thousands) 1993 1992
ASSETS
Utility Plant and Other Investments:
Utility Plant in Service § 1,016,453 $ 1,002,717
Less Accumulated Provisions for Depreciation and Amortization 296,995 274,725
Net Utility Plant in Service 719,458 727,992
Construction Work in Progress 8,728 4943
Net Utility Plant 728,186 732935
Non-utility Property - Net 99,791 87276
Investments in Jointly Owned Companies 73,632 76,841
Other 51,282 38,492
Total Utility Plant and Other Investments 952,891 935,544
Current Assets;
Cash and Temporary Cash [nvestments 4,180 29614
Accounts Receivable:
Customers, Net 57473 54 408
Accrued Unbilled Revenues 10,481 9,624
Other 16,885 11,199
Notes Recetvable 16,407 10,804
Materials and Supplies (at average cost):
Fuel 6,411 7286
Plant Materials and Operating Supplies 6,722 6,298
Other Current Assets 16,340
Total Current Assets 134,899
Other Assets 115,347 118,723
Total Assets $ 1,203,137 $ 1203320
LIABILITIES AND CAFPITALIZATION
Capitalization:
Common Equity $ 333,165 $ 266855
Non-Redeeriable Preferred Stock of Subsidiaries - Net 6,900 15,850
Redeemable Preferred Stock of Subsidiaries - Net 25,053 28,496
Long-Term Debt - Net 496,516 462,958
Total Capitalization 861,934 774,159
Current Liabilities:
Notes Payable - Banks 37,168 109,936
Long-Term Debt Due Within One Year 5415 9,943
Accounts Payable 36,111 37,996
Redeemable Preferred Stock Sinking Fund Requirement 50 1450
Taxes Accrued 12,299 8917
Interest Accrued 10,688 13410
Other Current Liabilities 19,285 30,196
Total Current Liabilities 121,016 211,848
Other Liabilities 82,747 81,393
Accumnulated Deferred Taxes 137,440 135920
Commitments and Contingencies (Note K)
Totai Liabilities and Capitalization $ 1,203,137 $ 1203320

r3
ra

The accompanying notes are an integrai part of the financial statements.
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CONSOLIDATED STATEMENT OF RETAINED EARNINGS

years Ended December 31,

(in Thousands) 1993 1992 1991
Retained Earnings (Deficit) - Beginning of Year $ 21,434 $ 11,052 $ (78313
Accounting Revrganization 80,035
Consolidated Net Earnings 44,931 34,11 126260

Total 66,365 45,164 27,982
Dividends Paid - EUA Common Shares 26,101 23114 16316
Other 622 616 613
Re‘(ﬂlm'd Edmings -

Accumulated since June 1991 Accounting Reorganization

in which a deficit of $30,034,506 vas eliminated. $ 39,642 $ 214% $ 11,053

CONSOLIDATED STATEMENT OF EQuITY CAPITAL & PREFERRED STOCK

: 3
(r[):::::kt;rmc] sunts In Thousands) 1993 1992
EASTERN UTILITIES ASSOCIATES:
Common Shares:
$5 par value 36,000,000 shares authorized, 19,032,598 shares
outstanding in 1993 and 17,237 788 shares in 1992, $ 95163 $ 86,189
Other Paid-In Capital 202,182 161,590
Common Share Expense (3,822) (2,358)
Retained Earmings Accumulated since June 1991 Accounting
Reorganization in which a deficit of $80,034,506 was eliminated. 39,642 21434
Total Common Equity 333,165 266855
CUMULATIVE PREFERRED STOCK OF SUBSIDIARIES:
Non-Redeemable Preferred:
Blackstone Valley Electric Company:
4.25% $100 par value 35,000 shares (1) 3,500 3,500
5.60% $100 par value 25,000 shares (1) 2,500 2,500
Premium 129 129
Eastern Edison Company
4.64% $100 par value 60,000 shares (1) 6,000
8.32% $100 par value 30,000 shares (1) 3,000
Expense, Net of Premium (50)
Newport Electnic Corporation:
3.75% $100 par value 7,689 shares (1) 769 769
Premium 2 2
Totai Non-Redeemable Preferred Stock 6,900 15,850
Redeemable Preferred:
Eastern Edison Company:
9.00% $100 par value 126,000 shares (1) 12,600
9.80% $100 par valve 200,000 shares (1) 20,000
b % % $100 par value 300,000 shares (2) 30,000
txpense Net of Premium (330) 553)
Preferred Stock Redemption Costs (4,84¢) (2472)
Sinking Fund Requirement Due Within One Year (1,400)
Newport Electric Corporation:
9.75% $100 par value 2,900 shares (1) 290 390
Expense (11 (14)
Sinking Fund Requirement Due Within One Year (50) (50)
Total Redeemable Preferred Stock 25,053 28,49
Total Preferred Stock of Subsidiaries § 31,953 $ 44,346

(1) Authorized and ( utstanding
(2} Authorszed 400,060 shaves. Outstanding 300,000 at December 31,1993

The accompanying notes are an mtegral part of the financial statements
panying egra pa
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CONSOLIDATED STATEMENT Or INDEBTEDNESS

December 31,
{In Thousands) 1993
FURA Service Corporation: :
10.2% Secured Notes due 2008 $ 15600
FUA Cogenex Corporation.
7229, Unsecured Notes due 1997 15,000
7 0% Unsecured Notes due 2000 50,000
96% Unsecured Notes due 2001 20,000
1056% Unsecured Notes due 2005 35,000
EUA Ocean State Corporation:
4.599, Unsecured Notes due 2011 38,497
Blackstone Valley Electric Company:
First Mortgage Bonds:
9 4% due 2004 (Series B) 15,000
10.35% due 2010 (Series O) 18,000
Variable Rate Demand Bonds due 2014 (1) 6,500

Eastern Edison Comdpanv
First Mortgage and Collateral Trust Bonds:
4 %% due 1993

897 Secured Medium Term Notes due 1995 10,000
4 4% due 1990 7,000
6 4% due 1997
10 %% due 1997
5 %% due 1998 20,000
5 %% due 1998 40,000
9%% due 1998
8 %% due 1999
7 %% due 2002
7 78% Secured Medium Term Notes due 2002 35,000
6% % due 2003 40,000
6.35% due 2003 8,000

8 %% due 2003
9 %% due 2016
8.0% due 2023 40,000
Pollution Control Revenue Bonds:
10 %% due 2008

5 %% due 2008 40,000
Unsecured Medium Term Notes: :
99 4% due 1995 (Series A) 25,000 2500
Newport Electric C mgurati(m: ‘
First Mortgage Bonds:
4 %% due 1994 1,000 1,000

11 %% due 1997 1,400

10.0% due 1998 600

9.0% due 1999 1,400 1400

9.8% due 1999 8,000 8,000

8.95% dnz 200 5,200 5,850

Second Mortgage Ponds: '
8 5% due 1998 1,880 1,880
12.0% due 2011 6,045 O,045
Small Business Administration Loan:
6.5% due 2005 975 1,046
Promissory Notes:

12.0% due 1993 7
Unamortized (Discount) - Net (866) ‘ (5
Less Portion Due Within One Year 5415

Total Long-Term Debt - Net $ 496816 T §del)

(1) Wenghted average mterest rate was 2.5% for 1993 and 3.2% for 1992

The accompanying notes are an integral part of the fmancial statements.
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NoTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31,1993, 1992 and 1991

(A) SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES:

Basis of Consolidation: The consolidated financial state-
ments include the accounts of Eastern Utilities Associates
(EUA) and all subsidiaries. In 1993 EUA consolidated the
FUA Cogenex Corporation (EUA Cogenex) partnerships
which had previously been accounted for as equity
investments. The 1992 and 1991 financial statements have
been restated to present these partnerships on a consoli-
dated basis. The restatements do not matenally change
amounts previously reported. All material intercompany
transactions between the consolidated subsidiaries have
been eltminated.

System of Accounts: The accounts of EUA and its con-
mli&ated subsidiaries are maintained in accordance with
the uniform system of accounts prescribed by the regula-
tory bodies having jurisdiction

fointly Owned Companies: Montaup Electric
Corpany (Montaup) follows the equity method of
accounting for its stock ownership investments in jointly
owned companies including tour regional nuclear gener-
ating companies. Montaup's investments in these nuclear
generating companues range from 2.25% to 4.50%.
Montaup is entitled to electriaity produced from these
facilities based on its ownership interests and is billed for
its entitlement pursuant to contractual agreements which
are approved by the Federal Energy Regulatory
Commission (FERC). One of the four facilities is being
decommissioned, but Montaup is required to pay, and has
received FERC authorization to recover, its proportionate
share of any unrecovered costs and costs incurred after
the plant’s retirement.

Montaup also has a stock ownership investment of
3.27"% n each of two companies which own and operate
certain transmission facilities between the Hydro Quebec
electnic system and New England.

EUA Ocean State Corporation’s (EUA Ocean State) fol-
lows the equity method of accounting for its 29.9% part-
nership interest in the Ocean State lower Project.

Montaup’s stock ownership investments and EUA
Ozean State’s investment in the Ocean State Power Project
are included in “Investments in Jointly Owned
Companies” on the Consolidated Balance Sheet.

Plant and Depreciation: Utility plant is stated at origi-
nal cost. The cost of additions to utility plant includes
contracted work, direct labor and matenial, allocable over-
head, allowance for funds used during construction and

indirect charges for engineering and supervision. For
financial statment purposes, depreciation is computed on
the straight-line method based on estimated useful lives of
the various classes of property. On a consolidated basis,
provisions for depreciation on utility plant were equivalent
to a composite rate of approximately 34% in 1993 and 3.3%
in bogh 1992 and 1991 based on the average depreciable
property balances at the beginning and end of each year.

Non-utility property and equipment of EUA Cogenen is
stated at original cost. For financial statement purposes,
depreciation on office furniture and equipment and com-
puter equipment is computed on the straight-line method
based on estimated useful lives ranging from five to fifteen
years. Project equipment is depreciated over the term of
the applicable contracts or based on the estimated useful
bives, whichever is shorter, ranging from five to fifteen
years.

Allowance for Funds Used During Construction
(AFUDC) and Capitalized Interest: AFUDC represents
the estimated cost of borrowed and equity funds used to
finance the EUA System’s construction program. In accor-
dance with regulatory accounting, AFUDC is capitalized
as a cost of utility plant in the same manner as certain gen-
eral and administrative costs. AFUDC is not an item of
current cash income but is recovered over the service life of
utility plant in the form of increased revenues collected as a
result of higher depreciation expense. The combined rate
used in calculating AFUDC was 9.5% in 1993, 10.8% in
1992 and 11.5% in 1991, The caption Allowance for
Borrowed Funds Used During Construction also includes
interest capitalized for non-regulated entities in accordance
with Financial Accounting Standards Board (FASB)
Statement No. 34.

Operating Revenues: Utility revenues are based on
billing rates authorized by applicable federal and state reg-
ulatory commissions. Eastern Edison Company (Eastern
Edison), Blackstone Valley Electric Company (Blackstone)
and Newport Electric Corporation (Newport) (collectively,
the Retail Subsidiaries) accrue the estimated amount of
unbilled base rate revenues at the end of each month to
match costs and revenues more closely. In addition they
also record the difference between fuel costs incurred and
fuel costs billed. Montaup recognizes revenues when
billed. Montaup, Blackstone, and Newport also record rev-
enues related to rate adjustment mechanisms.

EUA Cogenex's revenues are recognized based on finan-*
cial arrangements established by each individual contract.




Under paid from savings contracts, revenues are recog-
nized as energy Savings are realized by customers.
Revenue from the sale of energy equipment is recognized
when the sale is complete. Revenue from sales-type lease
cratracts is recognized when savings to be realized by
customers are verified. Energy Sales Contracts revenue 15
recognized as energy is provided to the customer In cir-
cumstances in which material uncertainties exist as to
contract profitability, cost recovery accounting is followed
and revenues received under such contracts are first
accounted for as recovery of costs to the extent incurred.

Federal Income Taxes: EUA and its subsidianes gener-
ally reflect in income the estimated amount of taxes cur-
rently pavable, and provide for deferred taxes on certain
items subject to temporary timing differences to the extent

rmitted by the vanous regulatory agencies. EUA's rate-
regulated subsidiaries generally defer recognition of
annual investment tax credits and amortize these credits
over the productive lives of the related assets.

Reclassifications: Certain prior period amounts on the
financial statements have been reclassified to conform
with current presentation.

Cash and Temporary Cash investments: EUA consid-
ers all highly iquid investments and temporary cash
investrnents with a maturity of three months or less when
acquired to be cash equivalents.

(B) ACCOUNTING REORGANIZATION:

On June 30,1991, EUA offected an accounting reorganiza-
tion to eliminate a retained earnings deficit resulting prin-
cipally from EUA's 1990 write-off of its entire investment
in EUA Porwer Corporation (EUA Power, now kiiown as
Great Bay Power Corporation). The accounting reorgani-
zation eliminated the accumulated deficit in retained
earnings of $80,034,506 by transferring that amount from
Other Paid-In Capital. The accounting reorganization did
not involve any revaluation of assets or habilities.

(C) INcOME TAXES:

EUA adopted FAS? statement No. 109, “Accounting for
Income Taxes” (FAS109) effective as of January 1,1993.
FAS109 superseded FASB Statement No. 9% (FAS96)
which required recognition of deferred income taxes for
temporary differences that are reported in different years
for financial reporting and tax purposes using the hability
method. Under the Liability method, deferred tax liabili-
ties or assets are computed using the tax rates that will be
in effect when temporary differences reverse. Generally,
for regulated companies, the change in tax rates may not

-

be immediately recognized in operating results because of
rate making treatment and provisions in the Tax Reform
Act of 1986, The adoption of FAS109 had no impact on the
results of operations for 1993. At December 31, 1993 total
deferred tax assets for which no valuation allowance was
deemed necessary were $41.8 million and total deferred tax
liabilities were $179 million. Total deferred tax assets and

- e e e e e e M "”WW"‘-'.’ E e e, gat e
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liabilities are comprised as follows:
Deterred Tax Deterred Tax
Assets Liabilities
{000) (000)
Plant Related Plant Related
[fferences $19574 Differences  $135.370
Alternative Refinancing
Minumum Tax 957 Costs 2,660 (
Litigabion 1218 Pensions 1981 1
Bad Debts 2274 1
Pensions 1497
Other 7.776 Other ) 14977 -
Total $41 846 Total SITBOM  § ¥
v T
As of December 31,1993 and 1992, EUA had recorded on st
its Consolidated Balance Sheet 2 regulatory liability to ! a

ratepayers of approximately $288 million and $35.9 mil-
lion, respectively. These amounts primarily represent
excess deferred income taxes resulting from the reduction
in the federal income tax rate and also include deferred
taxes provided on investment tax credits. Also at
December 31, 1993 and 1992, a regulatory asset of approx-
mately $46.7 million and $51.1 million, respectively, had
been recorded, representing the cumulative amount of fed-
eral income taxes on temporary depreciation differences
which were previously flowed through to ratepayers.

EUA has approximately $4.9 million of investment tax
credit carrvforwards which expire between the years 2001
and 2005.

EUA also has $9.2 million of alternative minimum tax
credits which can be utilized to reduce the consolidated
regular tax liability and have no expiration. 3

Under the terms of the December 1992 settiement agree-
ment with EUA Power, EUA is entitled to utilizeEUA
Power's tax credits to reduce the 1993 Consolidated Tax ‘
Liability without compensation to EUA Power. !
Approximately $6.9 million of such credits were utilized i
1993 of which $4.9 million was charged against 1993 federal |
income tax expense




Co nts of income tax expense for the vear
1993, 1992 and 1991 are as follows:

(in Thousands) 1993 1992 1991
: I
ol $ 9,39 $ 7.761 § 257
ferred 4204 9977 6235
{-:'cﬁﬂnt’m Tax Credit, Net (1,197) (1 37]) 165
12,397 16,367 8,970
S?‘l;}n'n* 2,289 1,900 1.027
Deferred 333 1,208 2,367
2,622 3,108 3394
Chargfd to ()fwratjom 15,019 19475 12,364
Charged to Other income:
Current 1,583 13,7 (1,245)
Deferred 6,562 (14,830) 3626
1n§'c-stn\c'nt Tax Credit, Net (5,049) ®2) ®2)
3,096 (1,203) 2299
$18,115 $18272 $ 14,663

r Total

\ subject to tax for the following reasons:

Total income tax expense was different from the amounts computed by applving federal income tax statutory rates te book income

R — 1993 1992 1991
“Federal Income Tax Computed at Statutory Rates $ 23224 $ 19184 $ 15327
(Decrease) Increase in Tax From:
Equity Component of AFUDC (133) (171} (209)
Depri\*iatmn of Equity AFUDC 1,230 745 373
Amortization and Utilization of ITC (6,295) (1,338) (1,340
Gtate taxes, net of federal income tax benefit 2,237 2,307 2,358
Tax impact of EUA's write-off of its investment in EUA Power (1,999)
Cost of Removal (583) (8) {1,184)
Other (1,565) (448) (662)
Total Income Tax Expense $ 18,115 $ 18272 $ 14,662
The provision for deferred taxes resulting from temporary differences comprises the following:
{In Thousands) 1993 1992 1991
Excess Tax Depreciation $ 8936 $ 9656 $ 9016
Estimated Unbilled Revenue 250 118 196
Unbilled Fuel Costs 128 277 (400)
J Debt Component of AFUDC {1,899) (1,899) (1,924
Abandonment Losses (622) (706)
Capitalized Overheads (64) (371 (744)
Effect of State and Local Taxes 321 1,498 2,367
Deferred Charges 350 (602) (13)
Alternative Minimum Tax 545
a Net Operating Loss Carry forward 4,108 (2,955)
ol Pilgrim Retund 127 300 3,643
‘ Provision for estimated tax liability resulting from
the write-off of EUA's investment in EUA Power 4,046 (15,986)
Deferred tax expense (benefits) associated with write-offs (56) (424) 2,995,
Other-Net (1,041) (243) 753
~Joal § 11,09 $ (3,645) $ 12,228
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(D) CaPITAL STOCK:

The changes in the number of commaon shares outstanding
and related increases in Other Paid-In Capital during the
years ended December 31,1993, 1992 and 1991 were as fol-
lows (dollars in thousands):

Number of Common Shares lssued
Dividend

Remnvestment Common  Other
Public  and Employee |1 DayCo Shares  Paid-in
Offering ~ Savings Plans  Acquisition AtPar C apltal
1993 1,300,000 385,825 108,985 68974 $403W
1992 406,726 2,034 6,704
1991 4783% 2392 7140

Pursuant to the rules and regulations of the Securities
and Exchange Commission (SEC) under the Public Utility
Holding Company Act of 1935 (the 1935 Act), EUA
System companies are prohibited from paying dividends
out of capital or uneamed surplus without prior autho-
rization. In 1991, EUA requested and received authority
from the 1935 Act to pay common share dividends for the
second and third quarters of 1991 out of Other Paid-In
Capital in an aggregate amount not exceeding $8 million.
Dividends after the third quarter of 1991 are payable only
from retained earnings accumulated subsequent to the
June 1991 accounting reorganization.

Eastern Edison redeemed with available cash its 8.32%
Series and 4.64% Series non-redeemable preferred stock on
June 1, 1993 and December 1,193, respectively. In con-
nection with these redemptions, Eastern Edison incurred
premiums of approximately $106,000 related to the 8.32%
Series and $179,000 related to the 4.64% Series. These
amounts are included in Preferred Stock Redemption
Costs on the Consolidated Statement of Equity Capital
and Proferred Stock. Eastern Edison will seek recovery of
these amounts in its next rate proceeding.

In the event of involuntary liquidation, the holders of
non-redeemable preferred stock of the Retail Subsidiaries
are entitled to $100 per share plus accrued dividends. In
the event of voluntary liquidation, or if redeemed at the
option of these companies, each share of the non-
redeemable preferred stock is entitled to accrued divi-

dends plus the following:

Company jssue Amount

Blackstone: 4.25% issue 104 40
5.60% ssue 103.82

Newport: 3.75% 1ssue 103.50

The preferred stock provisions of the Retail Comparues
place certain restrictions upon the payment of dividends
on common stock by each company. At December 31,
"R

1993 and 1992, ech company was in excess of the mimm
requirements which would make these restrictions effective.

(E) REDEEMABLE PREFERRED STOCK:

On June 1, 1993, Eastern Edison used available cash to
redeem all of its 9.00% Series Preferred Stock. In connection
with this redemption, a premium of approximately $850,500
was incurred and is included in Preferred Stock Redemption
Costs on the Consolidated Statement of Equity Capital and
Preferred Stock.

On August 11,1993, Eastern Edison issued 300,000 shares
of $100 par value, 6 ¥% Preferred Stock. The proceeds were
used to redeem its outstanding 9.80% Series Preferred Stock
and for other corporate purposes. In connection with the
9 80% Series redemption, Eastern Edison incurred a premi-
um of approximately $1,352,000. This premium is also
included in Preferred Stock Redemption Costs on the
Consolidated Statement of Equity Capital and Preferred
Stock. Fastern Edison will seek recovery of these premiums
in its next rate proceeding,

Eastern Edison’s 6 ¥ Preferred Stock issue is entitled to
mandatory sinking funds sufficient to redeem 15,0008
during each twelve-month period commencing Septe!
2003, The redemption price is $100 per share plus ac
dividends. All outstanding shares of the 6 %% issue will be
subject to mandatory redemption on September 1, 2008 at a
price of $100 per share plus accrued dividends.

Newport's 9.75% Preferred Stock issue is entitled to a
mandatory sinking fund sufficient to redeem 500 shares dur-
ing each twelve-month period until the year 2000, at which
time any shares outstanding must be redeemed. The
redemption price is $100 per share plus accrued dividends.

In the event of liquidation, the holders of Eastern Edison’s
6 %% Preferred Stock are entitled to $100 per share plus
accrued dividends.

In the event of involuntary liquidation, the holders of
Newport's redeemable preferred stock are entitled to $100
per share plus accrued dividends. In the event of voluntary
liquidation, or if redeemed at the option of Newport, the
holders of the 9.75% issue are entitled to $104.88 per share
plus accrued dividends prior to October 1,1993 and $102.44
per share plus accrued dividends thereafter.

The aggregate amount of redeemable preferred stock sink-
ing fund requirements for each of the five years follow'm‘

1993 is $50,000.

-
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(F) LONG-TERM DEBT:

The various mortgage bond issues of Blackstone, Fastern
gdison, and Newport are collateralized by substantially all of
their utility plant. In addition, Eastern Edison’s bonds are col-
Jateralized by securities of Montaup, which are wholly-
owned by Eastern Edison, in the principal amount of approxi-
mately $259 million.

Blackstone’s Variable Rate Demand Bonds are collateral-
ized by an irrevocable letter of credit which expires on
]anuaf)' 21,1996, The letter of credit permits an extension of
one year upon mutual agreement of the bank and Blackstone.

EUA Service Corporation’s (EUA Service) 10.2% Secured
Notes due 2008 are collateralized by certain real estate and
property of the company.

In March 1993, Newport used available cash to redeem
$600,000 of 10% and $1.4 million of 11 %% First Mortgage
Bonds (FMBs).

In May 1993, Eastern Edison issued $100 million of FMBs in
the following denominations: (i) $20 million of 5 % Bonds
due May 1, 1998; (ii) $40 million: of 6 4% Bonds due May 1,
2003; and (iti) $40 mullion of 8% Bonds due May 1, 2023. The
proceeds were used to redeem Eastern Edison’s $55 million of
9 %%, $35 million of 10 €% and $10 million of 8 ¥% FMBs.

In june 1993, Eastern Edison used available cash to redeem
$5 mullion of 8 %% FMBs.

In July 1993, Eastern Edison issued $40 million of 5 %%
FMBs, proceeds of which were used to redeem its $40 million
of 9¢% FMBs in September 1993,

Eastern Edison redeeed in mid-August 1993 its $40 mil-
lion of 10 %% Pollution Control Revenue Bonds with the pro-
ceeds from the July issuance of $40 million of 5 4% Pollution
Control Revenue Bonds.

In September 1993, Eastern Edison issued $8 million of
6.35% FMBs and $7 million of 4 ¥’ FMBs. The proceeds
were used to redeem $8 million of 7 % FMBs and $7 million
of 6 %%.

In October Eastern Edison used available cash to redeem $5
million of 4 ¥ % FMBs at matunity

Also in October 1993, EUA Cogenex issued $50 million of
7% Unsecured Notes.  Proceeds were used to retire all out-
standing bank loans and repay a portion of its short-term
loans to EUA.

On January 6, 1994, Newport issued $7.9 million of variable
rate Electric Energy Facilities Revenue Refunding Bonds due
2011. The proceeds were used to redeem Second Mortgage
Bonds of Newport in amounts of $6.0 million at 12°% and $1.9
million at 8.5%,

The EUA System's aggregate amount of current cash
sinking fund requirements and maturities of long-term
debt, (excluding amounts that may be satisfied by available
property additions) for each of the five vears following 1993
are: $5,416,000 in 1994, $41,721,000 in 1995, $19,626,000 in
1996, $27,631,000 in 1997 and $73,916,000 in 1998,

(G) FAIR VALUE OF FINANCIAL
INSTRUMENTS:

The following methods and assumptions were used to esti-
mate the fair value of each class of financial instruments for
which it is practicable to estimate:

Cash and Temporary Cash Investments: The carrying
amount approximates fair value because of the short-term
maturity of these instruments,

Preferred Stock and Long-Term Debt of Subsidiaries:
The fair value of the System’s redeemable preferred stock
and long-term debt were based on quoted market prices for
such securities at December 31, 1993,

The estimated fair values of the System's financial instru-
ments at December 31, 1993 are as follows (dollars in thou-
sands):

Carrving Fair

Amount Value
Cash and Temporary Cash Investments 54,180 $4,180
Redeemable Preterred Stock 30,290 31,265
Long-Term Debt N3,87 521,583

(H) Lines Or CReDIT:

EUA System companies maintain short-term lines of credit
with various banks aggregating approximately $140 mil-
lion. At December 31, 1993, unused short-term lines of
credit were approximately $103 million. In accordance with
informal agreements with the various banks, commitment
fees are required to maintain certain lines of credit.

(I) JontLy OWNED FACILITIES:

At December 31, 1993, in addition to the stock ownership
interests discussed in Note A, Summary of Significant
Accounting Policies - Jointly Owned Companies, Montaup
and Newport had direct ownership interests in the follow-

ing electric generating facilities (dollars in thousands):
Accumulated

Provwsion For Net Construct-
Uitility Depreviation Utility tion
Percent Plant n and Plantin ~ Work in
Owned Service  Amortizaton  Service  Progress
Montaup:
Canal Unit 2 5000%  $67000  $40,142  $26858 8T3
Wyman Unit4  1.9% 4,020 1503 2,217 1"
Seabrook Unit!  290% 207898 15676 192222 1480
Millstone Unit 3 4.01% 183938 33491 150447 486 .
Newport:
Wyman Unitd  G.67% 1311 ol 708 -
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The for;z ung amounts represent Montaup’s and (1) FINANCIAL INFORMATION By 3
Newport's interest in each facility, including nuclear fuel gUSlNESS SEGMENTS: ¢
where appm?natc,.and are included on the like-captioned 1y e Electric Business includes results of the System’s T3
lines on the Consolidated Balance Sheet. At December 31, electric utility operations of Blackstone, Eastern Ed.’mon
1993, Montaup's total net investment in nuclear fuel of the SRR per s -
oobook and Millsone Uniis amounted to S57 million. b b v e
! , e = FL " Energy Related Business includes results of our diversi-
and $2.8 million, respectively. Montaup’s and Newport's " g L

, . - : fied energy related subsidiaries, EUA Cogenex, EUA 3
shares of related operating and maintenance expenses with ¥ ! : , s

, : ' . Ocean State and EUA Energy Investment Corporation
respect to units reflected in the table above are included in (EUA Energy) -
the corresponding operating expenses. ’ By : " :

Corporate results include the operations of EUA k'
Service and EUA Parent. .»
Pre-Tax Depreciation Cash Equity in
Operating Operating Income and Construction  Subsidiary
{Dollars in Thousands) _ Revenues Income Taxes Amortization Expenditures Earnings
Year Ended
December 31, 1993

Core Electric $ 499,565 $ 84,654 $18443 $34,035 $31,928 $ 1,750

Energy Related 66,912 6,6%) (3523) 10,031 28459 12,390

Corporate - (919 % 656 380 -

Total $ 560477 $ 90425 $15019 S4,72 $ 60,767 $ l4,1ﬁ I
Year Ended
Decernber 31, 1992

Core Electric $ 497 810 $ 80324 $17 869 $33,003 $21.849 $ 1953

Energy Related 44,154 6,792 2,096 8,712 32,563 14,837

Corporate - (3,294) (490) 1,109 1,324 -

Total $ 541,964 $ 83,822 $19475 $42.824 $ 55,736 $16,7%
Year Ended
Decemiber 31, 1991

Core Electric $ 492 855 $ 73366 $11,743 $32.339 $29,443 $ 201

Energy Related 29,728 5,204 571 8,338 27,785 8,964

Corporate - 130 50 1,082 342 -

Total $ 522,583 $ 78,700 $12,364 $41,759 $57570 $ 10975
December 31,
1993 1992
Total Plant and Other Investments &

Core Electric $ 723,604 $ 72760

Energy Related 208457 186,187

Corporate 20,770 A7

Total Plant and Other Investments ; 952,891 935544
Other Assets i

Core Electric 188,611 219,294

Energy Related 43842 30,104

Corporate 17,793 1

Total Other Assets 250,246 I
Total Assets $1.203,137 $1,208,320
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(K) COMMITMENTS AND CONTINGENCIES:
Nuclear Power Issues: joint owners of nuclear projects are
subject to the nsk that one of their number may be unable
or unwilling to finance its share of the project’s costs, thus
jeopardizing continuation of the project. On February 28,
1991, Great Bay Power Corporation (formerly known as
EUA Power Corporation) a 12.13% owner of the Seabrook
nuclear project, filed for protection under Chapter 11 of the
Federal Bankruptcy Code. On March 5, 1993, the United
States Bankruptcy Court for the District of New Hampshire
(Bankruptcy Court) confirmed the fifth amended plan of
reorganization as filed by the officially appointed commit-
tee representing the holders of Great Bay Power s out-
standing secured notes (Bondholders Committee). The
plan was subject to securing a financing facility in an
amount sufficient to cover projected cash operating short-
falls through December 1995,

On February 2, 1994, the Bondholders Committee
announced that it accepted a plan of reorganization financ-
ing proposal which provided for a $35 miltion equity
investment in exchange for 60% of the equity of the reorga-
nized Great Bay Power A modified plan of reorganization
filed by the Bondholders Committee with the Bankruptcy
Court awaits approval. The modified plan also requires the
approval of various regulatory agencies including the
Nuclear Regulatory Commission (NRC).

In addition to its 2.9% ownership interest in Seabrook
Unit 1, Moritaup also has a 2.9% ownership interest in
Seabrook Unit 2. On Noevember 6, 1986, the joint owners of
Seabrook, recognizing that Seabrook Unit 2 had been can-
celled, voted to dispose of the Unit. Plans regarding dispo-
sition of Seabrook Urut 2 are still under consideration, but
have not been finalized and approved. Montaup is unable,
therefore, to estimate the costs for which it would be
responsible in connection with the disposition of Seabrook
Unit 2. Montaup must pay monthly charges with respect
to Seabrook Unit 2 in order to preserve and protect its com-
ponents and various warranties. These costs are currently
being recovered in rates.

Nuclear Fuel Disposal and Nuclear Plant
Decommissioning Costs: The Nuclear Waste Policy Act of
1952 (NWPA) establishes that the federal government is
responsible for the disposal of spent nuclear fuel and oblig-
ates the Department of Energy (DOE) to design, license,
build and operate a permanent repository for high level
radioactive wastes and spent nuclear fuel. NWPA specifies
that DOE provide for the disposal of the waste and spent

fuel starting in 1998. DOF does not expect to achieve this
date. Asan interim strategy, DOE is considering making
available other federal government sites to temporarily
accommodate those firms that have depleted their own
on-site spent nuclear fuel storage capacity. The DOE
anticipates that a permanent disposal site for spent fuel
will be ready to accept fuel for storage or disposal on or
before 2010. However, the NRC, which must license the
site, has stated only that a permanent repository will
become available by the vear 2025. Millstone Unit 3 man-
agement has indicated it has sufficient on-site storage
facilities to accommodate high level wastes and spent fuel
for the projected life of the unit. No significant expendi-
tures are projected for the foreseeable future. At Seabrook
there is on-site storage capacity which, with minimal capi-
tal expenditures, should be sufficient for twenty vears, or
to the year 2010. No near-term capital expenditures are
anticipated to accommodate an increase in storage
requirements after 2010. Montaup is required to pay a fee
based on its share of the generation from Millstone Unit 3
and Seabrook Unit 1. Montaup is recovering these fees
through its fuel adjustment clause.

Also, Montaup is recovering through rates its share of
estimated decommissioning costs for Millstone Unit 3
and Seabrook Unit 1. Montaup's share of the current esti-
mate of total costs to decommission Millstone Unit 3 is
$15.1 million in 1993 dollars, and Seabrook Unit 1 is $10.6
million in 1993 dollars. These figures are based on studies
performed for the lead owners of the plants. Montaup
also pays into decommissioning reserves pursuant to con-
tractual arrangements with other nuclear generating facil-
ities in which it has an equity ownership interest or life of
the unit entitlement. Such expenses are currently recover-
able through rates.

Shareholder Proceeding: The Superior Court of The
Commonwealth of Massachusetts, in approving a settle-
ment agreement in connection with a class action suit
filed on behalf of certain EUA shareholders in Superior
Court naming EUA and certain current and former
Trustees of EUA as defendants, permitted a former share-
holder of approximately 540,000 shares to exclude himself
from the plaintiff class. On February 11, 1992 that former
shareholder filed a suit against EUA and three officers of
EUA in the Federal District Court of Massachusetts alleg-
ing fraudulent and negligent misrepresentations and vio-*
lations of Rule 10b-5 under the Securities Exchange Act in
connection with statements made regarding the business
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prospects for EUA Power and the portion of EUA’s com-
mon share dividends attributable to AFUDC from EUA
Power. The suit has been dismissed with respect to two of
the officers. EUA and the officer named in the Federal
District Court suit deny all allegations of liability and all of
the claims and contentions alleged by the former share-
holder, and are vigorously contesting the suit. Discovery
has proceeded through 1993 and the deadline for discov-
ery has been extended until April 30, 1994. EUA believes
that the outcome of this litigation will not have a material
impact on its financial position.

Pensions: The EUA System companies’ retirement
plans are non-contributory defined benefit pension plans
covering substantially all of their employees. Regular plan
benefits are based on years of service and average com-
pensation over the four years prior to retirement or in the
case of the supplemental retirement plan for certain offi-
cers of the EUA System, benefits are based on compensa-
tion at retirement date. It is the EUA System’s policy to
fund the regular plan on a current basis in amounts deter-
mined to meet the funding standards established by the
Employee Retirement Income Security Act of 1974.

Net pension (income) expense for the regular plan for
1993, 1992 and 1991 included the following components
(dollars in thousands):

13 1992 1991

Service cost-benehts eamned

during the peniod § 2567 $ 239 $ 2169
Interest cost on projected

benefit obligations 8761 8,050 7408
Actual retum on assets (18,008) (7971) (22,5100
Net amortization and

deferrals 6,795 (2,683) 12211
Net periodic pension

expense (income) § 118 § 209 $ (722

Assumptions used to determine pension costs:

[Discount Rate 8.75% 8.75% 8.75%
Com tion
ncrease Rate 6.00% 6.00% 6.00%
Long-Term
Retum on Assets 10.00% 10.00% 10.00%

The following table sets forth the actuarial present val\’
of benefit obligations and funded status at December 31,
1993, 1992 and 1991 (in thousands):

1993 1992 1991

Accumulated benefit obligations ' i
Vested $ 101279 5 81466 § 734
Non-vested 358 291 : 256
Total $ 101,637 $ 81,757 $ 73660
Projected benefit obligations  § (121,082) $ (99 862) $ (90,37)
Plan assets at fair value,

primarily stocks and tonds 130,040 17373 114,391
Less: Unrecognized net gain

on assets (11,689) (20,562) 123,954)
Unamortized net

assets at January 1 5944 6,383 3105
Net pension assets $ 3213 $ 3332 $ 3123

The assumptions used to determine pension costs
changed effective January 1,1994 to 7.25%, 4.75% and
9.50% for the discount rate, compensation increase rate and
expected long-term return on assets, respectively. These
rates were used to calculate the plans funded status at
December 31, 1993.

All benefits provided under the supplemental plan
unfunded and any payments to plan participants are made
by EUA. As of December 31,1993 approximately $2.1 mil-
lion was included in accrued expenses and other liabilities
for this plan. For the years ended December 31, 1993, 1992
and 1991 expenses related to the supplemental plan were
$2.3 million, $0.3 million and $0.2 million, respectively.

Post-Retirement Benefits: Retired employees are enti-
tled to participate in health care and life insurance benefit
plans. Health care benefits are subject to deductibles and
other limitations. Health care and life insurance benefits are
partially funded by EUA System companies for all quali-
fied employees.

The EUA System adopted FAS106, “Accounting for Post- -
Retirement Benefits Other Than Pensions,” as of January 1,
1993, This standard establishes accounting and reporting
standards for such post-retirement benefits as health care
and life insurance. FAS106 further requires the accrual of
the cost of such benefits during an employee’s years of ser-
vice and the recognition of the actuarially determined total
post-retirement benefit obligations (Transition Obligati ,
earned by existing employees and retirees. EUA elect -
recognize the Transition Obligation over a period of 20 :
years, as permitted by FAS106. The resultant annual .
expense, including amortization of the Transition
Obligation and net of capitalized amounts, was approxi-




mately $8.1 million in 1993. Regulatory decisions issued in
December 1992 permit EUA's retail subsidiaries to recover
through rates approximately $3.5 million of this amount in
193. As a result of the December 1992 regulatory deci-
sions, EUA's retail subsidiaries established a regulatory
asset of approximately $1.5 million in 1993 due to the
future recoverability of such amounts. Montaup was
allowed to defer FAS106-related expenses through 1995 or
until it filed for recovery of such amounts prior to that
time. Accordingly approximately $1.4 million of FAS106-
related expenses were deferred by Montaup in 1993.
Montaup has requested recovery of all of its FAS106
expenses including amortization of deferred amounts in its
1994 rate application.

The total cost of post-retirement benefits other than pen-
sions for 1993 includes the following components

(in thousands):
1993
Service cost $ 1337
Interest cost 5,983
Actual return on plan assets (68)
. Amortization of transition obligation 3424
Other amortizations & deterrals -net (60)
Total post-retirement benefit cost $ 10,621
Assumptions
Discount rate 8.75%
Health care cost trend rate —nearterm 13%
—Jong-term 6.25%
Salary increase rate 6.00%
Rate of return on plan assets —umnion B.S0%
~—NON-union 5.50%
Reconciliation of funded status
1993
Accumulated post-retirement benefit obligation (APBO)
Retirees $ (38,00R)
Active employees fully eligible for benefits (15,324)
Other active emplovees (25,357)
Total $ (78 689)
Fair value of assets, primarily notes and bonds 352
Unrecognized transition obligation 65,147

Unrecognized prior service cost 5
Unrecognized net koss (gain) 5368
(Accrued)/ prepaid post-retirement benefit cost £ (4.65)
The assumptions used to determine post-retirement benefit
costs were changed effective January 1, 1994 to 7.25%,
13.0% and 5.0% for the discount rate, near-term health care

cost trend and long-term health care cost trend, respec-
tively. These assumptions were used to calculate the
funded status of Post-Retirement benefits at December 31,
1993.

Increasing the assumed health care cost trend rate by
1% each year would increase the total post-retirement
benefit cost for 1993 by $1.1 million and increase the total
accumulated post-retirement benefit obligation by $10.8
million.

Prior to 1993 the EUA System followed the “pay-as-
vou-go” methodology for accounting for post retirement
benetits other than pensions. The costs of the benefits,
which amounted to $2,367,000 in 1992 and $1,872,000 in
1991, were charged to expense.

The EUA System, has also established an irrevocable
external Voluntary Employee Benefit Association Trust
Fund as required by the aforementioned regulatory deci-
sions. Centributions to the fund commenced in March
1993 and totaled approximately $6.0 million during 1993.

Post-Employment Benefits: In November 1992,
FASB issued Statement No. 112, “Employers’ Accounting
for Post-employment Benefits”. EUA is required to adopt
this standard no later than January 1, 1994, The estimated
impact of this standard on the EUA System is immaterial
and therefore it is anticipated that no liability will be
recorded.

Long-Term Purchased Power Contracts: The FUA
System is committed under long-term purchased power
contracts, expiring on various dates through September
2021, to pay demand charges whether or not energy 1s
received. Under terms in effect at December 31, 1993, the
aggregate annual minimum commitments for such con- '
tracts are approximately $139 million in 1994, $136 mil-
lion in 1995 and 1996, $133 million in 1997, $137 mullion in
1998 and will aggregate $1.6 billion for the ensuing years.

In addition, the EUA System 1s required to pay additional
amounts depending on the actual amount of energy
received under such contracts. The demand costs associ-
ated with these contracts are reflecied as Purchased
Power-Demand on the Consolidated Statement of
Income. Such costs are recoverable through rates.

Construction and Energy Related Investments: The
EUA System's cash construction requirements are esti-
mated at $84.0 million for the vear 1994 and $342.7 nil-
lion for the years 1995 through 1998. This includes esti-
mated construction expenditures of EUA Cogenex of *
$42.4 million for 1994 and $197.5 million for the years

1995 through 1998,
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In addition, energy related investments of EUA
Cogenex are estimated to be $11.3 million for 1994 and
aggregate $40.0 million for the years 1995 through 1998,

Environmental Matters: The Comprehensive
Environmental Response, Compensation Liability Act of
1980, as amended by the Superfund Amendments and
Reauthorization Act of 1986, and certain similar state
statutes authorize various governmental authorities to
seek court orders compelling responsible parties to take
cleanup action at disposal sites which have been deter-
mined by such governmental authorities to present an
imminent and substantial danger to the public and to the
environment because of an actual or threatened release of
hazardous substances. Because of the nature of the EUA
System’s business, various by-products and substances
are produced or handled which are classified as haz-
ardous under the rules and regulations promulgated by
the EPA as well as state and local authorities. The EUA
System generally provides for the disposal of such sub-
stances through licensed contractors, but these statutory
provisions generally impose potential joint and several
responsibility on the generators of the wastes for cleanup
costs. Subsidiaries of EUA have been notified with
respect to a number of sites where they may be responsi-
ble for such costs, including sites where they may have
joint and several liability with other responsible parties. It
is the policy of the EUA System companies to notify Labil-
ity insurers and to initiate claims; at this time, however, no
claims have been filed against any insurer and EUA is
unable to predict whether liability, if any, will be assumed
by, or can be enforced against, the insurance carrier in
these matters.

As of December 31,1993, the EUA System had incurred
costs of approximately $2.8 million in connection with
these sites. Of this amount, approximately $2.7 million
relates to Blackstone. These amounts have been financed
primarily by internally generated cash. Blackstone is cur-
rently amortizing substantially all of its incurred costs
over a five-year period, and recovering those costs in
rates.

EUA estimates that additional costs ranging from $2.0
million to $9.2 million may be incurred at these sites
through 1995 by its subsidiaries and the other responsible
parties. Of this amount, approximately $8.4 million
relates to sites a. which Blackstone is a potentially respon-
sible party. Estimates beyond 1995 cannot be made since
site studies, which are the basis of these estimates, have
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not been completed.

As a result of the recoverability of cleanup costs in rates
and the uncertainty regarding both its estimated liability,
as well as its potential contributions from insurance carri-
ers and other responsible parties, EUA does not believe
that the ultimate impact of the environmental costs will be
material to the EUA System or to any individual sub-
sidiary and thus no loss accrual has been made.

The Clean Air Act Amendments of 1990 (Clean Air Act)
created new regulatory programs and generally updated
and strengthened air pollution control laws. These
amendments will expand the regulatory role of the
United States Environmental Protection Agency (EPA)
regarding emissions from electric generating facilities and
a host of other sources. EUA System generating facilities
will most probably be first affected in 1995, when EPA
regulations will take effect tor facilities owned by the
EUA System. Tests at Montaup’s coal-fired Somerset Unit
#6 indicate it will be able to utilize lower sulfur coal than
is already being burned to meet the 1995 air standards
with only a minimal capital investment. Montaup deter-
mined that it would not be economicai to repair Unit #5
of the Somerset Station and therefore has placed it in
deactivated reserve. EUA does not anticipate the impact
from the Amendments to be material to the financial posi-
tion of the EUA System.

In April 1992, the Northeast States for Coordinated Air
Use Management (NESCAUM), an environmental advi-
sory group for eight Northeast states including
Massachusetts and Rhode Island, issued recommenda-
tions for nitrogen oxide (NOX) controls for existing utility
boilers required to meet the ozone non-attainment
requirements of the Clean Air Act. The NESCAUM rec-
ommendations are more restrictive than the Clean Air Act
requirements. The Massachusetts Departmeni of
Environmental Management has amended its regulations
to require that Reasonably Available Control Technology
be implemented at all stationary sources potentially emit-
ting 50 tons or more per year of NOx. Rhode Island has
not yet issued regulations to implement NOx reduction
requirements. Montaup is in the process of reviewing
compliance strategies. Any compliance strategy may
require the implementation of additional pollution contrel
technology as early as 1995. Montaup would seek recov-
ery of pollution control expenditures through rates.

A number of scientific studies in the past several years
have examined the possibility of health effects from elec-







RePORT OF INDEPENDENT
ACCOUNTANTS

To the Trustees and Shareholders of
Eastern Utilities Associates

We have audited the accompanying consolidated bal-
ance sheets and consolidated statements of equity capital
and preferred stock and indebtecness of Eastern Utilities
Associates and subsidiaries (the Company) as of
December 31, 1993 and 1992, and the related consolidated
statements of income, retained earnings and cash flows
for each of the three years in the period ended December
31,1993, These financial statements are the responsibility
of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with generally
accepted auditing standards. Those standards require
that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free
of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and dis-
closures in the financial statements. An audit also
includes assessing the accounting principles used and sig-
nificant estimates made by management, as well as evalu-
ating the overall financial statements presentation. We
believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financal statements
referred to above present fairly, in all material respects, the
consolidated financial position of the Company as of
December 31, 1993 and 1992, and the consolidated results
of its operations and its cash flows for each of the three
years in the period ended December 31, 1993 in conformi-
ty with generally accepted accounting principles.

G ot

Boston, Massachusetts
March 4, 1994

RerORT OF MANAGEMENT

The management of Eastern Utilities Associates 1s
responsible for the consolidated financial statements and
related information included in this annual report. The
financial statements are prepared in accordance with gen-
erally accepted accounting principles and include
amounts based on the best estimates and judgments of
management, giving appropriate consideration to materi- [
ality. Financial information included elsewhere in this
annual report is consistent with the financial statements.

The EUA System maintains an accounting systein and
related internal controls which are designed to provide
reasonable assurances as to the reliability of financial
records and the protection of assets. The system'’s staff of
internal auditors conducts reviews to maintain the effec-
tiveness of internal control procedures.

Coopers & Lybrand, an independent accounting firm, is
engaged by EUA to audit and express an opinion on our
financial statements. Their audit includes a review of
internal controls to the extent required by generally
accepted auditing standards for such audit. A

The Audit Committee of the Board of Trustees, which
consists solely of outside Trustees, meets with manage-
ment, internal auditors and Coopers & Lybrand to discuss
auditing, internal controls and financial reporting matters.
The internal auditors and Coopers & Lybrand have free
access to the Audit Committee without management pre-
sent.




QUARTERLY FINANCIAL AND COMMON SHARE INFORMATION
(UNAUDITED)

(Thousands of Dollars, Except Per Share and Share Price Amounts)

Earnings
per Diidends Common Share
Consolulated Average Paid Per Market Price
Operating Uperating Net Net Lommon Common
Revenues(1) Income ( Income Eamings Share (2) Share High Low
FOR THE QUARTERS
ENDED 1993:
December 31 $ 146,941 $21,372 $10.282 $ 9,652 $0.51 $0.36 294 264
September 3() 156,238 21,439 14,719 13913 0.74 0.36 29% 284
june 30 125,539 12,896 9,999 9119 049 0.36 284 254
March 31 137,702 19,699 13,241 12,247 0.71 0.34 274 23%
FOR THE QUARTERS
ENDED 1992:
December 31 $139.976 $ 9703 § 8177 $ 7,183 $042 $0.34 25% 224
September 30 134,542 17,392 11,087 10,000 0.59 034 4% 2%
June 30 126,353 16,593 7439 6414 0.38 034 3% 20%
March 31 141,093 20,639 11,447 10,424 0.62 0.34 0%  20%

(1) Restated to reflect consolidation of EUA Cogenex partnerships previously reflected as equity investments
(2) The sum of the quarterly amounts smay not egual anmal earnings per average common share due to change in shares outstanding

(3) Operating Income for the fourth quarter of 1992 was impacted by the recognition of certain non-recu rrmg aperating expenses related to imventory obsolescence
storm damage costs not recovered n rates and legal expenses related to litigation actrvities. A corvesponding tncvease tn Other Income ( Dedsctions) - Net result
ing from the reduction of previously established reserves for matters in litioation, the fevorable resolution of which was reached tn 1992, offset this mmypact
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CONSOLIDATED OPERATING AND FINANCIAL STATISTICS

Years Ended December 31, 1993 1992 1991 1990 1989 1988 1983
CAPITALIZATION (thousands
Bonds - Net $ 300,389 30689 $346146  $363566 $ 306500  $294500  $226219
Other Long-Term Debt - Net 196,427 156,060 142,306 80,029 299,579 260064 30179
Total Long-Term Debt - Net 496,816 462,958 488,452 443 505 606,079 554,564 256,398
Preferred Stock - Net 31,953 44,346 45830 50,380 49,691 49,693 49234
Common Equity 333,165 266,855 248,598 237,393 375,016 759  1R37
Total Capitalization $861,934 774159 ST7R2B80  $731368 $103078  $905016  $477,959
CAPITALIZATION RATIOS (%)
Long-Term Debt 57 ) 62 61 59 61 4
Preferred Stock B 6 6 7 5 6 10
Common Equity 39 34 R 32 36 33 36
COMMON SHARE DATA:
Earnings (Loss) per Average
Common Share ($) 24 200 1.58 (8.18)2 295 285 280
Dividends per Share ($) 142 1.36 145 2.575 2475 2375 1.79
Yayout (%) 58.2 68.0) 918 (315 839 83.3 639
Average Common
Shares Qutstanding 18,391,147 17039224 16608090 15917255 13877091 13,167,915 9,062,810
Total Common Shares
Qutstanding 19032598 17237788 16831062 16352708 15262237 13371252  10,192304
Book Value per Share ($) 17.50 1548 14.77 1452 2457 257 1691
Percent Earned On Average
Common Equity 15.0 132 10.8 (425) 121 128 162
Market Price ($):
High 29% 25% 25 41 41% 33% 18%
Low 23% 20% 15% 20% 30% 21% 13%
Year End 28 24 20% 2% 41% 31K 14%
MISCELLANEOUS ($ in thousands)
Total Construction Expenditures ($¥* 63,134 58,089 60,174 133,629 188,599 151,198 103309
Cash Construction Expenditures ($)* 60,767 55,736 57,570 59,929 75861 65,307 78912
Internally Generated Funds ($) 84,290 53,256 63,681 35,0249 32,7 38,894 27,258
Internally Generated Funds as
a % of Cash Construction (%) 138.7 1262 1230 5844 432 59.6 345
Installed Capability - MW 1,256(5) 1,325 1,349 1,359 1,169 1,090 931
Less: Unit Contract Sales - MW 85 85 216 86 116 98 75
System Capability - MW 1171 1,240 1,133 1273 1,053 992 856
Svstem Peak Demand - MW 854 849 879 850 831 813 700
Reserve Margin (%) 371 46.1 289 498 26.7 20 23
System Load Factor (%) 61.5 57.5 59.0 603 604 60.8 60.8
Sources of Energy (%):
Nuclear 34.0 341 313 378 268 182 238
Coal 54 18.6 21.0 26 289 270 163
il 283 127 269 379 43 548 59.9
Gas 26.0 223 172 1.7
Other 6.3 53 36
Cost of Fuel (Mills per kwh):
Nuclear 7.5 77 87 8.3 76 82 6.5
Coal 241 212 214 212 201 205 216
Qil 255 260 189 263 247 26 415
Gas 151 130 162 306
All Fuels Combined 155 148 157 154 188 194 30.7

(1) Includes financial and operating statistics for Newport Electric Corporation from Aprl 1, 1990 and ELLA Power

time EUA Power Corporation was deconsalidated for financial reporting purposes

(2) After additional charges to 1990 earnings

(311992 and 1991 amounts restated to reflect consoiidacion of ELLA Cogenex partnerships prevously reflected as equity muestments,

(4) Exclides EUA Power Corporation s cash interest payments
(5) Exclides the 69 MW Somevset Station Uinit #5 which was placed in denctivated reserve on January 25, 1994

Corporation through December 31, 1990 at whick
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SHAREHOLDER INFORMATION

Shares of Eastern Utilibes Associates are listed on the
New York and Pacific Stock Exchanges, under the ticker
symbol EUA. As of February 1, 1994, there were 13,274
common shareholders of record

Form 10-K

A copy of EUA's 1993 Annual Report on Form 10-K filed
with the Securities and Exchange Commussion 1s available
to shareholders without charge by writing to us

ANNUAL MEETING

The 1994 Annual Meeting of Shareholders will be held on
Monday, May 16, 1994, at 9:30 a.m., in the

Enterprise Room, 5th Floor

State Street Bank and Trust Company

225 Franklin Street

Boston, Massachusetts

REGISTRAR, TRANSFER AGENT

AND DivIDEND DISBURSING AGENT FOR
COMMON AND PREFERRED SHARES
Shareholder Services — Investor Relations

Mail Stop 450209

The First National Bank of Boston

Post Office Box 644

Boston, MA 021020644

LOST OR STOLEN STOCK CERTIFICATES
If vour stock certificate 1s lost, destroved or stolen, vou
should notify the transfer agent immediately so a “stop
transfer” order can be placed on the missing certificate
The transfer agent then will send vou the required docu-
ments to obtain a rz'pidn-lm-nt certiticate

DIVIDENDS
Schedule of anticipated record and payment dates for
1994 dividends on EUA Common Shares
Record Payment
February 15
May 16
August 15
November 15

REPLACEMENT OF DiviDeND CHECKS

If you do not receive vour dividend check within ten busi-
ness days after the dividend payment date, or if your
check 1s lost, destroved or stolen, vou should notiry the
disbursing agent in writing for a replacement

DivIDEND REINVESTMENT AND COMMON
SHARE PURCHASE PLAN

A Dividend Reinvestment and Common Share Purchase
Plan is available to all registered shareholders and EUA
Svstem company employees. It is a simple and conve-
nient method of purchasing additional shares of EUA
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February 1
Mav 2
August 1
November 1

common stock. Particaipants in the Plan receive a 5% dis-

count on shares purchased with reinvested dividends
Participants also may make cash payments to purchase

additional shares with no discount. You may obtain com-

plete details by writing to

William F. O'Connor, Secretary

Eastern Utilities Associates

Post Office Box 2333

Boston, MA 02107

DUPLICATE MAILINGS
Duplicate mailings are costly. Shareholders may be
receiving duplicate copies of annual and quarterly reports
due to multiple stock accounts in the same household. To
eliminate additional mailings of these reports, please
write to us and enclose label(s) or label information from
the duplicate reports. Dividend checks and proxy materi-
al will continue to be sent for each account on record

EUA 1s required by law to create a separate account for
each name when stock is held in similar but different
names (e.g.: John A. Smith, |. A. Smith, John A. and Mary
K. Smith, etc.). Please contact the Company for instruc-
tons if you wish to consolidate multiple accounts

QUARTERLY REPORT TO SHAREHOLDERS
Beneficial owners of our stocks whose shares are regis-
wava i names other than their own (e.g., a broker or bank
nominee) may obtain copies of our Quarterly Reports to
Shareholders on an on-going basis by making a written
request 1o our General Offices address to the attention of
the Investor Relations Department. Note that the Annual
Report will continue to be mailed to beneficial owners
directly by their bank or broker

FINANCIAL COMMUNITY INQUIRIES
Institutional investors and securities analysts should
direct inquiries to:

Clifford |. Hebert, Ir., Treasurer

Eastern Utilities Associates

Post Office Box 2333

Boston, MA 02107

(617) 357-959%)

The name Eastern Utilities Associates is the designation
of the Trustees for the time being under a Declaraticn of
Trust dated April 2, 1928, as amended. Al persons deal-
ing with Fastern Utiiies Associates must look solely to
the trust property for the enforcernent of any claims
against Eastern Utilities Associates, as neither the
Trustees, Officers nor Shareholders assume any personal
liability for obligations entered into on behalf of Eastern,
Utilibes Associates
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