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BayCorp Holdings, Ltd.

Letter to Shareholders

To the Shareholders of BayCorp Holdings, 1.td.:

During 1997, three important developments influenced BayCorp. First, 1997 was a
refueling vear at the Seabrook Plant. Second, the price of short-term power sales increased more
than 10% from the previous year, strongly affecting financial performance. Lastly, deregulation
of generation in the electric industry continued its course, having modest effects on 1997 results.
but with the portent of important changes in the future.

With the reduced generation that results in a refueling year, operating revenues fell from
$30.3 million in 1996 to $26.6 million in 1997 and the Company s operating loss increased from
$2.2 milhion to $10.2 million. The Company's revenues are a product of two basic components:
(1) the number of kilowatt hours of electricity Seabrook produces during any period, and (2) the
price that the Company realizes from the sale of tho.e kilowatt hours. While the Company does
not have operating responsibility for the Seabrook plant, the Company’s results are highly
dependent upon the performance of the plant. The plant’s capacity factor in 1997 was 78.3% as
compared to 96.5% mn 1996. This resulted in the Company having approximately 230 million
fewer kilowatt-hours of electricity for sale in 1997 as compared to 1996.

The good news is that the overall average sales price realized by the Company in 1997
increased 9.1% to 2.76 cents per kWh from 2.53 cents per kWh in 1996. Prices obtained for the
Company’s approximately 130 MW of power not commutted under long-term contracts increased
10.3% to 2.57 cents per kWh from 2.33 cents per kWh in 1996. We believe sales results thus far
in 199% indicate a continued firming of prices in New England. This increase in prices appears to
be primarily attributable to wholesale power buyers becoming increasingly concerned about
reduced operating capacity in New England due to the permanent closing of the Maine Yankee
and Connecticut Yankee plants and the current shutdown of the three Millstone nuclear units n
Connecticut. According to Northeast Utilities, the operator of the Millstone units, Millstone 3 is
scheduled to return to service sometime during the second quarter of 1998 Return dates for
Millstone 1 and Millstone 2 are less certain.

As mentioned above, in 1997 the Company had sigmificantly fewer kilowatt hours of
electricity to sell due to a lower capacity factor at Seabrook. During 1997, Seabrook underwent a
scheduled refueling outage cf 50 days (compared to an anucipated duration of 40 days) and an
unscheduled outage that lasted for most of the month of December. The plant returned to
operation in mid-January 1998 and, as of this writing, continues to operate at full load. There 1s
no scheduled refueling outage in 1998. The next scheduled refueling will be in the spring of
1999. As a result of the reduced operating performance in 1997, North Atlantic Energy Servizes
Corporation, the operator of Seabrook, i1s implementing both short-term and long-term strategic
plans to return to top-tier operating performance, such as the year 1996. We will carefully
monitor NAESCO's success in making Seabrook's performance world class.



The Company's cost of power from the Seabrook plant (determined by dividing the
Company s total operating expenses by its share of the power produced) increased 40.8% to 3.83
cents per kWi in 1997 as compared to 2.72 cents per kWh in 1996. This increase was primarily
the result of the availability of fewer kilowatt hours of generation over which to spread our costs.

The wide cost swings which occur between refueling and non-refuehng years at
Seabrook may make it difficult for current and prospective shareholders to fully evaluate the
Company's cost structure. As I have m~ntioned in past letters, we are acutely aware that in a
deregulated, commodity business a company must control its costs or face extinction.
Unfortunately, the twelve-month accounting cycle required by Generally Accepted Accounting
Principles does not coincide with the nominal 18 month refueling cycle at Seabrook. Our goal 1s
to provide current and prospective shareholders with the information they need to make an
informed nvestment decision about our Company. In an effort to help investors better
understand the Company's financial performance, I have included a table on the following page
that summarizes the Company’s operating costs over the latest full operating cycle at Seabrook,
which ran from December 1995 through May 1997.

Deregulation of the electric utility industry continues to move forward in New England.
While the commencement of retail competition in New Hampshire has been delayed due to
litigation between Public Service of New Hampshire and the State of New Hampshire,
Massachusetts and Rhode Island are on track to begin retail competition in 1998, As part of the
deregulation of the industry, generation is being unbundled from transmission and distnbution.
Agreements for the divestiture of conventional generation assets have already been signed
between several New England utilites and non-New England generation companies. US
Generating Company, Sithe Energy and Florida Power & Light are several of the new entrants
who are making sigmficant investments in the New England generation market. Presumably
these buyers see an attractive future for deregulated generation and market prices for power in
New England. While no sales of nuclear ownership interests have been completed as part of
these divestitures, we believe that a well-run, relatively new nuclear plant such as Seabrook will
be a strong competitor in a deregulated market.

In preparation for competition in New England the Independent System Operator
commenced operation in 1997. ISO New England Inc. will oversee the rehability of the system
and implement the new competitive markets for wholesale power, including a market-based bid
system and market clearing price. The new markets are scheduled to be introduced in late 1998.
This should greatly improve liquidity and price transparency for power trading in New England

The next several years promise to be exciting and landmark times for the electric utihty
industry in New England and the rest of the United Stetes. We remain focused on identifying and
seizing profitable opportunities as they present themselves. In particular, we continue to seek
opportunities to acquire additional generation and grow our existing 140 megawatts, but only 1f
such an acquisition is consistent with maintaining and enhancing our low cost position.

John A. Tillinghast
President and CEO

March 199%




Cycle § Operating Costs

The Seabrook Nuclear Power Project operates on a nominal 18 month period between
refueling outages. The actual period tetwe:n refueling outages depends both on the amount of the
fuel that is put into the reactor during refueling and the amount of unscheduled outages that occur
during a given fuel cycle. At the end of each cycle, Seabrook begins a scheduled refueling outage
to refuel the reactor and to perform maintenance. Because the Seabrook Project runs on a cycle
that covers more than one fiscal year, financial comparisons on a year to year basis may not
always provide the most useful information to the reader. Accordingly, the following selected
financial informatior: is intended to summarize the Company's cost structure over the most recent
operating cycle, which lasted from December 1995 through May 1997. That was the fifth
operating fuel cycle at Seabrook since the plant commenced operations in August 1990.

Due to its non-recurring nature, this presentation does not include approximately $7.0
million in other income derived from the sale of steam generators from Seabrook Unit 2. which
occurred in the third quarter of 1996

Selected Great Bay Financizal Information

(unaudited, dollar amounts in thousands)

Seabrook Project Cycle § Refueling

Seabrook Cycle 5 Generation (kWh)(Great Bay Share) 1,690,176,800

Cycle 5 Operating Costs:

Seabrook Operating and Maintenance $22,078
Seabrook Administrative and General 5,873
Nuclear Fuel 6,691
New Hampshire Nuclear Station Taxes 1,365
Seabrook Station Local Property Taxes 4,337
Transmission 1,333
Capital Expenditures 2.912
Corporate Administrative and General 5.016
Decommissioning Trust Fund Payments 1,536
Interest Earned on Cash and Equivalents (1,894)
Total Cycle 5 Operating Costs $49.247

Cycle 5 Operating Costs (cents per kWh) 291
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PART 1

Item 1.  Business.
Entroduction

BayCorp Holdings, Lid. (“BayCorp™ or the “Company™) serves as a holding company for Great Bay
Power Corporation (“Great Bay”). Great Bay is an electric generating company whose principal asset is a
12.1% joint ownership interest in the Seabrook Nuclear Power Project in Seabrook, New Hampshire (the
“Seabrook Project”). Great Bay is an exempt wholesale generator ("EWG™) under the Public Utility
Holding Company Act of 1935 ("PUHCA"). Unlike regulated public utilities, Great Bay has no franchise
area or captive customers. Great Bay sells its power in the competitive wholesale power markets.

Great Bay became a wholly-owned subsidiary of BayCorp in a corporate reorganization that involved a
merger of a newly-formed wholly-owned subsidiary of BayCorp with and into Great Bay on January 24, 1997,
The consolidated assets and habilities of Great Bay and its subsidiaries immediately before the reorganizatior
were the same as the consolidated assets and liabilities of BayCorp and its subsidiaries immediately after the
reorganization. Currently, Great Bay is the sole subsidiary of BayCorp. BayCorp's principal asset is its 100%
equity interest in Great Bay. The new corporate structure enables BayCorp, either directly or through
subsidiaries other than Great Bay, (o engage in businesses that Great Bay would be prohibited from pursuing
due to its status as an EWG under the PUHCA., BayCorp may in the future enter into new businesses or
acquire existing businesses, both in energy related fields and possibly in unrelated fields.

BayCorp was incorporated in Delaware in 1996. Great Bay was incorporated in New Hampshire in 1986
and was formerly known as EUA Power Corporation. Great Bay sells its share of the electricity output of the
Seabrook Project in the wholesale electricity market, primarily in the Northeast United States. Neither
BayCorp nor Great Bay has operational responsibilities for the Seabrook Project. Great Bay's share of the
Seabrook Project capacity is approximately 140 megawatts ("MW?™). Great Bay currently sells all but 10 MW
of its share of the Seabrook Project capacity in the wholesale short-term maiket.

Great Bay filed a voluntary petition for reorganization under Chapter 11 of the United States Bankruptey
Code in the United States Bankruptey Court for the District of New Hampshire on February 28, 1991, It
conducted its business as a Debtor in Possession until November 23, 1994, at which time it emerged from
Chapter 11.

The Seabrook Project

The Seabrook Project is focated on an 896-acre site in Seabrook, New Hampshire. It is owned by Great
Bay and ten other utility companies, consisting of North Atlantic Energy Company, Connecticut Light and
Power, The United Hluminating Company, Canal Electric Company, Massachusetts Municipal Wholesale
Electric Company, Montaup Electric Company, New England Power Company, New Hampshire Electric
Cooperative, Inc., Taunton Municipal Lighting Plant and Hudson Light & Power Department (together with
Great Bay, the “Participants”™).

Seabrook Unit 1 is a 1.150-MW nuclear-fueled steam electricity generating station. It employs a four
loop, pressurized water reactor and support auxiliary systems designed by the Westinghouse Electric
Company. The reactor is housed in a steel-lined reinforced concrete containment structure and a concrete
containment enclosure structure. Reactor cooling water is obtained from the Atlantic Ocean through a
17,000-foot-long intake tunnel and returned through a 16,500-foot-long discharge tunnel. The station has a
remaining expected service life of 28 years, Seabrook Unit 1 transmits its generated power to the New
England 345 kilovolt transmission grid. a major network of interconnecting lines covering New England,
through three separate transmission lines emanating from the station. On March 15, 1990, the Participants
received from the Nuclear Regulatory Commission (the “NRC™) a full power operating license which
authorizes operation of Seabrook Unit 1 until October 2026. Commercial operation of Seabrook Unit |
commenced on August 19, 1990. Management believes that Seabrook Unit 1 is in good condition,



Since the Seabrook Project was originally designed to consist of two generating units, Great Bay also
owns a 12.1% joint ownership interest in Seabrook Unit 2. Great Bay assigns no value to Seabrook Unit 2
because on November 6, 1986, the joint owners of the Seabrook Project voted to dispose of Unit 2. Certain
assets of Seabrook Unit 2 have been and are being sold from time to time to third parties. On July 22, 1996,
the Participants completed the sale of four unused stcam generators from Seabrook Unit 2. Great Bay
received $7,036,792 in cash from the proceeds of this sale on July 19, 1996, Great Bay had previously written
off its investment in Unit 2 and recognized a gain from this sale in the third quarter of 1996. There were no
material sales of Unit 2 assets in 1997,

The Participants are considering additional plans regarding disposition of Seabrook Unit 2, but such plans
have not yet been finalized and approved. Great Bay is unable to estimate the costs for which it will be
responsible in connection ith the disposition of Seabrook Unit 2. Because Seabrook Unit 2 was never
completed or operated, costs associated with its disposition will not include any amounts for decommissioning.
Great Bay currently pays its share of monthly expenses required to preserve and protect the value of the
Seabrook Unit 2 components.

Joint Ownership of Seabrook

Great Bay and the other Participants are parties to the Agreement for Joint Ownership, Construction and
Operation of New Hampshire Nuclear Units (the “JOA™), which establishes the respective ownership
interests of the Participants in the Seabrook Project and defines their responsibilities with respect to the
ongoing operation, maintenance and decommissioning of the Seabrook Project. In general, all ongoing costs of
the Seabrook Project, other than taxes, are divided proportionately among the Participants in accordance with
their ownership interests in the Seabrook Project. Each Participant is only liable for its share of the Seabrook
Project’s costs and not liable for any other Participant’s s! are. Great Bay's joint ownership interest of 12.1% is
the third largest interest among the Participants, exceeded only by the approximately 40% interest held by
Northeast Utilities and its affiliates and the 17.5% interest held by The United Illuminating Company.

A Participant may sell any portion of its ownership interest to any entity that is engaged in the electric
utilitv business in New England. Before such sale, however, such selling Participant must give certain other
Participants the right of first refusal to purchase the interest on the same terms. Any Participant may transfer,
free from the 'oregoing right of first refusal, any portion of its interest (a) to a wholly-owned subsidiary, (b) to
another company in the same holdinrg corpany system or a construction trust for the benefit of the transferor
or another company in the same hoiding company system, or (¢) in connection with a merger, consolidation or
acquisition of substantially all of the properties or all of the generating facilities of a Participant.

The failure to make monthly payments under the JOA by owners of the Seabrook Project other than
Great Bay may have a material effect on Great Bay by requiring Great Bay to pay a greater proportion of the
Scabrook Unit | and Seabrook Unit 2 expenses in order to preserve the value of its share of the Seabrook
Project. In the past, certain of the owners of the Seabrook Project other than Great Bay have not made their
full respective payments. At the current time, the electric utility industry is undergoing signiticant changes as
competition and deregulation are introduced into the marketplace. Some utilities, including certain Partici-
pants, have indicated in state regulatory proceedings that they may be forced to seek bankruptcy protection if
regulators, as part of the industry restructuring, do not allow for full recovery of stranded costs. If a Participant
other than Great Bay filed for bankrupicy, and that Participant was unable to pay its share of Seabrook Project
expenses, Greal Bay might be required to pay a greater portion of Seabrook Project expenses. In the past, the
filing of bankruptcy by a Participant has not resulted in a failure to pay Seabrook Project expenses or an
increase in the percentage of expenses paid by other Participants.

On February 28, 1997, the New Hampshire Public Utilities Commission (“NHPUC™) issued an order
requiring stranded cost recovery to be based on the average market price of electricity in New England, rather
than cost-based rate making methods that are more favorable to ceriain Participants. On March 10, 1997, one
of the Participants, Northeast Utilities (along with three of its subsidiaries), rec: red a temporary restraining
order from the U.S. District Court for the District of Rhode Island. This tempo.ary restraining order stayed
the NHPUC's February 28, 1997 order to the extent that the order established a rate methodology that is not
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designed to recover the cost oi providing service and would require Northeast Utilities and certain of its
affiliates to write-off any regulatory assets. If this stay or a similar court action does not remain in effect, the
NHPUC’s methodology could require Northeast Utilities and certain of its affiliates to remove certain
regulatory assets from their respective balance sheets. According to Northeast Utilities, the amount of that
potential write-off is currently estimated at over $400 million, after taxes.

The JOA provides for a Managing Agent to carry out the daily operational and management
responsibilities of the Seabrook Project. The current Managing Agent, appointed by certain of the Participants
on June 29, 1992, is North Atlantic Energy Service Corporation (“NAESCO"), a wholly-owned subsidiary of
Northeast Utilities. Northeast Uulities, in conjunction with certain of its affiliates, holds the largest joint
ownership interest, as described above. Certain material decisions regarding the Seabrook Project are made by
an Executive Committee consisting of the chiefl executive officers of certain of the Participants or their
designees. There are currently five members of the Executive Committee. The Executive Committee acts by a
majority vote of its members, although any action of the Executive Committee may be modified by vote of
51% of the ownership interests. Great Bay does not have a representative on the Executive Committee, but
does have a representative on the Audit Committee, Budget Committee and Non-Operating Participants
Committee related to the Seabrook Project. John A. Tillinghast, the Company's President and Chief
Executive Officer, is currently Chairman of the Non-Operating Participants Committee. Under the JOA, the
managing agent of the Seabrook Project may be removed and a new managing agent appointed by a 51%
interest of the Participants,

Recent Developments

On January 24, 1997, Great Bay completed the formation of a holding company structure for Great Bay.
As a result of the restructuring. Great Bay became a wholly-owned subsidiary of BayCorp. Shareholders of
Great Bay received one share of BayCorp common stock for each share of Great Bay common stock that they
owned. In connection with the restructuring, Great Bay common stock ceased to be quoted on the Nasdaq
National Market and the new BayCorp common stock was listed for trading on the American Stock Exchange
under the symbol “MWH" on January 28, 1997.

On January 27, 1997, the NRC issued to Great Bay a temporary exemption from the obligation of Great
Bay to comply with the NRC's regulations applicable to a non “electric utility” owner of an interest in a
nuclear power plant. The NRC staff stated in the exemption that it believed that Great Bay does not currently
satisfy the NRC definition of “electric utility.” If Great Bay is an “electric utility,” then Great Bay may satisfy
the NRC decommissioning requirements through its monthly payments into a decommissioning trust fund.
See "— Decommissioning.” If Great Bay is not an “electric utility,” the NRC could require that Great Bay
provide a surety bond or other allowable funding assurance mechanism.

The temporary exemption granted Great Bay six months to establish itself as an “electric utility™ or
obtain a surety bond or other allowable decommissioning funding mechanism. In February 1997, Great Bay
requested that the NRC reconsifer the stafl’s finding that Great Bay does not meet the NRC definition of
“electric utility.” Great Bay ' ) requested that the NRC consider granting an extension to the temporary
exemption as an alternative to making a final deterruination at that time as to whether Great Bay is ar
“electric utility”” under the NRC definition.

On July 23, 1997, the NRC stafl reaftirmed its finding that Great Bay is not an “clectric utility” and
issued a one-year exemption to Great Bay from the obligation of Great Bay to comply with the NRC's
regulations applicable to a non “electric utility” owner of an interest in a nuclear power plant. The exemption
gives Great Bay until the earlier of July 23, 1998 or 90 days following the effective date of any revisions to the
NRC's regulations regarding the NRC's definition of “electric utility” to obtain a surety bond or other
allowable decommissioning funding assurance mechanism for Great Bay's decommissioning liability related to
its ownership in Seabrook.

On September 10, 1997, the NRC issued a proposed rule that would amend the definition of “electric
utitity.” The Company believes that Great Bay would not be an “electric utility” under the proposed new
definition. The NRC requested and received comments in November 1997 on the proposed rule, but has not
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issued a final rule or amendments to the proposed rule. The Company cannot predict when or if a revision to
the NRC’s definition of “electric utility” will become effective or what form it could take.

On January 23, 1998, Great Bay filed with the NRC a six-month status report on Great Bay's efforts to
obtain a surety bond or other allowable decommissioning funding assurance mechanism. After an exhaustive
survey of the insurance market, Great Bay notitied the NRC that no such surety or insurance product is
currently available on financially reasonable terms.

On January 30, 1998, Great Bay filed a petition with the NRC secking a determination by the NRC that
acceleration of decommissioning trust fund payments provides reasonable assurance of decommissioning
funding under NRC regulations, or, in the aliernative, merits the issuance by the NRC of a permanent
exemption to Great Bay. In its petition, Great Bay proposes to contribute sufficient funds by the year 2015 to
allow sufficient monies to accumulate, with no further payments by Great Bay to the fund after 2015, to the
full estimated amount of Great Bay's decommissioning obligation by the time the current Seabrook operating
license expires in 2026,

The Company cannot predict whether Great Bay's accelerated funding proposal will be acceptable to the
NRC or whether the NRC will grant a permanent exemption to Great Bay. Failure to obtain relief may have a
material adverse ¢ffect on Great Bay's business, financial condition, liquidity or results of operation.

Bankruptey Proceedings and Reorganization

Great Bay filed a voluntary petition for reorganization under Chapter 11 of the United States Bankruptey
Code (the “Bankruptey Code™) in the United States Bankruptey Court for the District of New Hampshire
(the “Bankruptcy Court™) on February 28, 1991. Great Bay conducted its business as a Debtor in Possession
until November 23, 1994, at which time Great Bay's Amended Bankruptey Plan became effective and Great
Bay emerged from Chapter 11. Financing for the Amended Bankruptey Plan was provided by affiliates of
Omega Advisors, Inc. and by Elliot Associates, L.P. (collectively, the “Investors”™). At the time Great Bay
emerged from Chapter 11, the Investors purchased 4,800.000 shares of Great Bay's Common Stock for
$35.,000,000.

Current Business

BayCorp’s principal asset is its 100% equity interest in Great Bay. The business of Great Bay consists of
the managzment of its joint ownership interest in the Seabrook Project and the sale in the wholes’ - power
market of its share of electricity produced by the Seabrook Project. Great Bay does not have operational
responsibility for the Seabrook Project. To date, Great Bay has entered into one long-term power contract for
approximately 10 MW of Great Bay's share of the Seabrook Project capacity. See “— Purchased Power
Agreements.” Great Bay's business strategy is 1o seek purchasers, either in the short-term market or puarsuant
to medium or long-term contracts, for its share of the Seabrook Project electricity output at prices in excess of
the prices currently available in the short-term market because sales at current short-term prices result in
revenues that are less than Great Bay's cash requirements for operations, maintenance and capital
expenditures.

As a result of Gireat Bay's reorganization into a holding company structure on January 24, 1997, BayCorp
may engage in business activities, either directly or through subsidiaries other than Great Bay. that Great Bay
woulkd be prohibited from pursuing due 1o its status as an EWG under PUHCA. BayCorp may in the future
enter into new businesses or acquire existing businesses, both in energy related fields and possibly in unrelated
fields. '

Marketing

Great Bay and PECO Encrgy Company ("PECO”) entered into 1 Services Agreement as of Novem-
ter 3, 1997 (the “"PECO Services Agreement’™), pursuant to which PECO was appointed as Great Bay's
exclusive agent to market and sell Great Bay's uncommitted portion of electricity generated by the Seabrook
Project. Proceeds from the sale of Great RPay's elec=icity together with reservation fees payable by PECO to
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Great Bay were shared between Great Bay and PECO in accordance with formulas set forth in the PECO
Services Agreement. In addition, PECO committed, under certain circumstances, to provide back-up power
during periods in which power was partially or totally unavailable from the Seabrook Project. The PECO
Services Agreement became effective on December 31, 19935 and had initially provided for a term of tw
years,

Al the time that Great Bay entered into the FECO Services Agreement, Great Bay sntered into a
Warrant Purchase Agreement (the “PECO Warrant Purchase Agreement™) pursuant to which, on Febru-
ary 15, 1996, PECO purchased a warrant from Great Bay for $1.000.000. This warrant entitled PECO to
purchase 4.99% of the total shares outstanding. at that time, of the Company’s Common Stock for
approximately $4.1 million.

On September 30, 1996, PECO exercised its warrant and purchased 417,800 shares, or 4.99% at that
time, of Great Bay's Common Stock at a price of $9.75 per share. As a result of the exercise of the warrant by
PECO, the PECO Services Agreement was automatically extended through December 31, 1998, In addition.
the parties agreed 10 extend the PECO Services Agreement for an additional year through December 31,
1999. Under the terms of the warrant, the $1.000,000 received for the purchase of the warrant was credited
towards the purchase price for the newly issued shares. Thus. Great Bay received an additional $3.1 million as
a result of PECO's exercise of the warrant.

On Fe'ruary 12, 1995, Great Bay sent a letter to PECO informing PECO that Great Bay had terminated
PECO as Great Bay's exclusive murketing agent. On February 24, 1998, Great Bay filed suit against PECQO in
the United States District Court for the District of New Hampshire seeking a declaratory judgment that Great
Bay properly erminated the PECO Services Agreement and seeking damages arising out of PECO's breach of
the PECO Services Agreement. On March 10, 1998, PECO filed a motion seeking to prevent Great Bay from
terminating the PECO Services Agreement. At that time, PECO also filed counterclaims seeking damages for
alleged breach of contract and alleged loss of good will and harm to PECO's reputation. See “Legal
Proceedings.”

As of March 1, 1998, Great Bay assumed all marketing responsibilities from PECO. Great Bay expects
there will be rruption in its ability to market its power in the New England region

Great Bay currently sells most of its power to utility companies located in the Northeast United States in
the short-term wholesale power market. Great Bay is currently not dependent on any single customer because
many utilities and marketers are willing to buy Great Bay's share of electricity from the Seabrook Project at
substantially the same price. Prices in the short-term market are typically higher during the summer and
winter because the demand for electrical power is higher during these periods in the Northeast United States.
Sales of power to UNITIL Power Corporation (“UNITIL Power™). Northeast Utilities and Connecticut
Municipal Electric Energy Corp. each accounted for more than 10% of Great Bay's revenues during 1997, See
“Power Purchase Agreements.”

Purchased Power Agreements

Great Bay is party to a purchased power agreement, dated as of April 1, 1993 (the “"UNITIL Purchased
Power Agreement”), with UNITIL Power that provides for Great Bay to sell to UNITIL Power approxi-
mately 10 MW of power. The UNITIL Purchased Power Agreement commenced on May 1. 1993 and runs
through October 31, 2010. The current price of power under the UNITIL Purchased Pewer Agreement is 5.18
cents per kilowatt-hour ("kWh™). In May 1998 and annually thereafter, the price is subject to increase in
accordance with a formula that provides for adjustments at less than the actual rate of inflation. UNITIL
Power has an option to extend the UNITIL Purchased Power Agreement for an additional 12 vears until 2022

The UNITIL Purchased Power Agreement is front-end loaded whereby UNIT!L Power pays higher
prices, on an inflation adjusted basis, in ihe carly vears of the Agreement and lower prices in later vears. The
amount of the excess paid by UNITIL Power in the early vears of the UNITIL Purchased Power Agreement
is quantified i a “Balance Account”™ which incieases annually to $4.1 million in July 1995, then decreases
annually, reaching zero in July 2001, If the UNITIL Purchiased Power Agreement terminales prior 1o its
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scheduled termination, and if at that time there is a positive amount in the Balance Account, Great Bay is
obligated to refund that amount to UNITIL Power.

To secure the obligations of Great Bay under the UNIT'L Purchased Power Agreement, including the
obligation to repay UNITIL Powver the amount ir the Balance Account, the UNITIL Purchased Power
Agreement grants UNITIL Power a mortgage on Great Bay s interesu in the Seabrook Project. This mortgage
may be subordinated to first mortgage financing of up to a maximum amount of $80,000,000. The UNITIL
Purchased Power Agri:ement further provides that UNITIL Power s mortgage wiil rank pari passu with other
mortgages that may h :reafter be granted by Great Bay to other purchasers of power from Great Bay to secure
similar obligations, p' wided that (1) the maximum amount of indebtedness secured by the first mortgage on
the Seabrook Interest may not exceed $80.000.000, and (11) the combined total of all second mortgages on the
Seabrook Interest may not exceed the sum of (a) $80,000,000 less the total amount of Great Bay's debt then
outstanding which is secured by a first mortgage plus (b) $57,000,000.

Great Bay is also party to a Purchased Power Agreement, dated November 9, 1995 (the “Bangor
Purchased Power Agreement”), with Bangor Hydro-Flectric Company (“Bangor Hydro™) pursuant to which
Bangor Hydro agreed to purchase from Great Bay, subject to increase or reduction under certain circum-
stances, 10 MW of electricity during the months of January through March 1996 and for the months of
November 1996 through March 1997 and November 1997 through March 1998, Pursuant to the Bangor
Purchased Power Agreement, Great Bay also granted to Bangor Hydro an extension option to purchase from
Great Bay, under certain circumstances, up to 10 MW of electricity for the months of November {998
through March 1999 and November 1999 through March 2000. This option must be exercised by October 22,
1998,

Puring the year ended December 31, 1997, sales by Great Bay to Northeast Utilities, UNITIL Power
and Connecticut Municipal Electric Energy Corp. accounted for 50%, 13% and 11%, respectively, of total
operating revenues. See Note iJ of Notes to the Financial Statements.

Competition

Great Bay sells its share of Seabrook electricity into the wholesale electricity market in the Northeast
United States. There are « large number of suppliers to this market and a surplus of capacity, resulting in
intense competition. A primary source of competition comes from traditional utilities, many of which presently
have excess capacity. In addition, non-utility wholesale generators of electricity, such as independent power
producers (“IPPs”), Qualifving Facilities ("QFs™) and EWGs, as well as power miarketers and brokers,
actively se" _lectricity in this market.

Great Bay may face increased competition, primanily based on price, from all the foregoing sources in the
future. Great Bay believes that it will be able to compete effectively in the wholesale electricity market
because of the current low cost of electricity generated by the Seabrook Project in comparison with existing
alternative sources and the reduction of CGreat Bay's capital costs resulting from the implementaticn of the
Chapter 11 reorganization plan,

NEPOOL

Great Bay is a party to the New England Power Pool (“NEPOOL”) Agreement (the “NEPOOL
Agreement”) and is a member of NEPOOL. NEPOOL is open to all investor-owned. municipal and
cooperative electric utilities in New England that are connected to the New England power grid. Effective
November 13, 1995, the NEPOOL Agreement was amended to permit broader membership and participation
in NEPOOL by power marketers and other non-utilities that transact business in the bulk power market in
New England. The NEPOOL Agreement provides for coordinated planning of future faci'ties as well as the
operation of nearly all of existing generating capacity in New England and of related trans. ission facilities as
if they were one system. The NEPOOL Agreement imposes on its participants obligauions concerning
generating capacity reserves and the right to use major transmission lines. On occasions when one or mory
transmission lines are out of service, the quantity of power being produced by then operating generation plants
may exceed the quantity of power that can be carr'«d safely by the transmission system. In such instances, one
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or more generation plants may be taken off-line by NEPOOL. To date, the Seabrook Project has not been
taken off-line in these instances. Great Bay believes that it is unlikely that the Seabrook Project would be
taken off-line in such instances because NEPOOL prefers to take off-line non-nuclear plants, which are less
complex and less difficult to schedule than nuclear units,

The NEPLCL Agreement also provides for central dispatch of the generating capacity of NEPOOL
members with the objective of achieving economical use of the region’s facilities. Pursuant to the NEPOOL
Agreement, interchange sales (purchases from or saies 1o the pool by a NEPOOL member) are made at
prices approximately equal to the fuel cost for generation without contribution to the support of fixed charges,
if NEPOOL has the right to schedule delivery of the power. On rare occasions, unscheduled power is
delivered, or “dumped”, to the pool, for which no payment is made by NEPOOL. Great Bay does not expect
to “dump” power to NEPOOL. NEPOOL members also jointly schedule generation plant maintenance to
avoid capacity shortages in the NEPOOL area. The number of generation plants undergoing maintenance at
any time affects the cost of replacement power in the market. Thus, Great Bay's operating revenues and costs
are affected 1o some extent by the operations of other members.

On December 31, 1996, NEPOOL filed a restructuring plan with the Federal Energy Regulatory
Commission ("FERC™), including amendments to the NEPOOL Agreement and an open access transmis-
sion tariff. The filing was intended not only to comply with the FERC's open access for tight pools as set forth
in FERC Order No. 888, but also to (1) transfer the region’s transmission grid and generation operation to an
independent system operator, (2) provide for a competitive generatio.. market through a combination of
bilateral trading and the formation of a regional power exchange and () qualify NEPOOL as a regional
transmission group. These changes are being implemented in stages that began in mid-1997.

Nuclear Power, Energy and Utility Regulation

The Seabrook Project and Great Bay, as part owner of a licensed nuclear facility, are subject to the broad
jurisdiction of the NRC, which 1s empowered to authorize the siting, construstion and operation of nuclear
reactors after consideration of public health and safety, environmental and antitrust matters. Grzat Bay has
beei, and will be, affected to the extent of its proportionate share by the cost of any such requirements made
applicable to Seabrook Unit 1.

Great Bay 1s also subject to the jurisdiction of the FERC under Parts I and 111 of the Federal Power Act
and, as a result, is required to file with FERC all contracts for the sale of electricity. FERC has the authority
to suspend the rates at which Great Bay proposes to sell power, to allow such rates to go into effect subject to
refund and to modify a proposed or existing rate if FERC determines that such rate is not “just and
reasonable.” FERC’s jurisdiction also includes, among other things, the sale, lease, merger, consolidation or
other disposition of facilities, interconnection of certain facilities, accounts, service and property records.

Because it is an EWG, Great Bay is not subject to the jurisdiction of the Securities and Exchange
Commission (“SEC™) under PUHCA. In order to maintain its EWG status, Great Bay must continue to
engage exclusively in the business of owning and/or operating all or part of on¢ or more “eligible facilities™
and 1o sell electricity only at wholesale (i.e. not to end asers) and activities incidental thereto. An “eligible
facility” s a facility used for the generation of electric energy exclusively at wholesale or used for the
generation of electric energy and leased to one or more public utility companies. The term “facility” may
include a portion of a facility. In the case of Great Bay, its 12.1% joint ownesship interest in the Seabrook
Project comprises an “eligible facility.”

Gireat Bay is subject to regulation by the NHPUC in many respects including the issuance of securities,
the issuance of debt, contructs with affiliates, forms of accounts, transfers ot utility properties, mortgaging of
utility property and other matters. The NHPUC does not regulate rates charged for sales of electricity at
wholesale.

The NHPUC and the regulatory authoritics with jurisdiction over utilities in New Hampshire and state
legislatures of several other states in which Great Bay sells electricity are considering or have implemented
initiatives relating to the deregulation of the electric utility industry. Simultaneously with the deregulation
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initiatives occurring in cach of the New England states, NEPOOL is restructuring to create and maintain
open, non-discriminatory, competitive, unbundled markets for energy, capacity, and ancillary services.
NEPOOL’s restructuring is designed to function efficiently in a changing electric power industry and to permit
regional transmission at rates that do not vary with distance. All of the deregulation initiatives open electricity
markets to competition in the affected states. While Great Bay believes it is a low-cost producer of electricity
and wili benefit from the deregulation of the electric industry, it is not possible to predict the impact of these
various initiatives on Great Bay.

Nuclear Power Issues

Nuclear units in the United States have been subject to widespread criticism and opposition, which has
led to construction delays, cost overruns, licensing delays and other difficulties. Various groups have sought to
prohibit the completion and operation of nuclear units and the disposal of nuctear waste by litigation,
legislation and participation in administrative proceedings. The Seabrook Project was the subject of significant
public controversy during its construction and licensing and remains controversial. An increase in public
concerns regarding the Scabrook Project or nuclear power in general could adversely affect the operating
license of Seabrook Unit 1. While the Company cannot predict the ultimate effect of such controversy. it is
possible that it could result in a premature shutdown of the unit.

In the event of a permanent shutdown of any unit, NRC regulations require that the unit be completely
decontaminated of any residual radioactivity. While the owners of the Seabrook Project are accumulating a
trust fund to pay decommissioning costs, if these costs exceed the amount of the trust fund, the owners,
including Great Bay, will be liable for the excess.

Nuclear Related Insurance

In accordance with the Price Anderson Act. the limit of hability for a nuclear-related accident 1s
approximately $8.9 billion, effective November 18, 1994, The primary layer of insurance for this hability is
$200 million of coverage provided by the commercial insurance market. The secondary coverage is
approximately $8.3 billion, based on the approximately 110 currently licensed reactors in the United States,
The secondary layer is based on a retrospective premium assessment of $75.5 million per nuclear accident per
licensed reactor, pavable at a rate not exceeding $10 million per year per reactor. In addition, the retrospective
premium is subject to inflation based indexing at five-year intervals and. if the sum of all public hability claims
and legal costs arising from any nuclear accident exceeds the maximum amount of financial protection
available, then each licensee can be assessed an additional 5% ($3.965 million) of the maximum retrospective
assessment. With respect to the Seabrook Project, Great Bay would be obligated to pay its ownership share of
any assessment resulting from a nuclear incident at any United States nuclear generating facility. Great Bay
estimates its maximum hability per nuclear accident currently would be an aggregate amount of approxi-
mately $9.59 million per accident, with a maximum annual assessment of about $1.21 million per incident. per
year.

In addition to the insurance required by the Price Anderson Act, the NRC regulations require licensees,
including the Seabrook Project, to carry all risk nuclear property damage insurance in the amount of at Jeast
$1.06 billion. which amount must be dedicated, in the event of an accident at the reactor, to the stabilization
and decontamination of the reactor to prevent significant risk to the public health and safety.

Great Bay also independently purchases business interruption insurance from Nuclear Electric Insurance
Limited (“NEIL"). The current policy is in effect from September 15, 1997 until September 15, 1998 »nd
provides for the payment of a fixed weekly loss amount of $520,000 in the event of an outage at the Seabrook
Project of more than 23 weeks resulting from the property damage occurring from a “sudden fortuitous event,
which happens by chance, is unexpected and unforeseeable ™ The maximum amount payable to Great Bay is
$70.3 million. Under the terms of the policy, Great Bay is subject to a potential retrospective premiium
adjustment of up to approximately $640.000 should NEIL's board of directors deem that additional funds are
necessary 1o preserve the financial integrity of NEIL. Since NEIL was founded in 1980, there has been no
retrospective premium adjustment; however, there can be no assurance that NEIL will not make retrospective
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adjustments in the future. The liability for this retrospective premium adjustment ceases six years after the
end of the policy unless prior demand has been made.

Nuclear Fuel

The Seabrook Project’s joint owners have made, or expect to make, various arrangements for the
acquisition of uranium concentrate, the conversion, enrichment, fabrication and utilization of nuclear fuel and
the disposition of that fuel after use. Many of these arrangements are pursuant to multi-year contracts with
concentrate and service providers. Based on the Seabrook Project’s existing contractual arrangements, Great
Bay believes that the Seabrook Project has available, or under supply contracts, sufficient nuclear fuel for
operations through approximately 2000. The Seabrook plant management has scheduled the next refueling
outage for March 1999, Uraniuwia concentrate and conversion, enrichment and fabrication services currently
are available form a variety of sources. The cost of such concentrate and such services varies based upon
market forces.

Nuclear Waste Disposal

Costs associated with nuclear plant operations include amounts for disposal of nuclear wastes, including
spent fuel, as well as for the ultimate decommissioning of the plants. Under the Nuclear Waste Policy Act of
1982 (the "NWPA"), the United States Department of Energy (the “DOE") is required (subject to various
contingencies) to design, license, construct and operate a permanent repository for high level radioactive
wastes and spent nuclear fuel and establish prescribed fees for the disposal of such waste and fuel. The NWPA
specifies that the DOE provide for the disposal of such waste and spent nuclear fuel starting in January 1998,

The owners of the Seaorook Project. through its managing agent NAESCO, have entered into contracts
with the DOE for disposal of spent nuclear fuel in accordance with the NWPA. In return for payment of the
prescribed fees, the federal government was required to take title to and dispose of the Seabrook Project’s high
level wastes and spent nuclear fuel beginning no later than January 1998. However, the DOE has announced
that its first high level waste reposiiory will not be in operation earlier than 2010, notwithstanding the DOE's
statutory and contractual responsibility to begin disposal of high-level radioacuve waste and spent fuel,
beginning not later than January 31, 1998,

On November 14, 1997 the U.S. District Court of Appeals ruled that the Department of Energy has an
obligation to begin disposing of spent nuclear fuel from power plants by January 31, 1998. Since the DOE was
unable to dispose of spent fuel by the due date set by Congress in the NWPA, the DOE breached its
obligations as of that date. The DOE filed a Petition for Reconsideration of the Appeals Court ruling and
indicated costs for relief or damages would come from a nuclear waste fund supported by owners of nuclear
plants. These owners, including Great Bay. oppose the DOE's position with respect to using funds provided by
nuclear owners to cover damages arising from the DOE's breach of its obligations.

Until the federal government begins receiving nuclear waste materials in accordance with the NWPA,
operating nuclear generating units such as the Seabrook Project will need to retain high level wastes and spent
fuel on-site or make other provisions for their storage. The Seabrook Project increased its on-site storage
capacity for Low Level Waste ("LLW?™) in 1996 and such capacity is expected to be sufficient to meet the
Project’s storage requirements through 2006, In addition, the Managing Agent of the Seabrook Project has
advised Great Bay that the Seabrook Project has adequate on-site storage capacity for high-level wastes until
approximately 2010.

Disposal costs for LLWs that result from normal operation of nuclear generating units have increased
significantly in recent vears and may continue to rise. Cost increases are a function of increased packaging and
transportation costs and higher fees and surcharges charged by the disposal facilities. Pursuant to the Low-
Level Radioactive Waste Policy Act of 1980, each state is responsible for providing disposal facilities for LLV
generated within the state and was authorized to join with other states into regional compacts to jointly fulfill
their responsibilities. However, pursuant to the Low-Level Radioactive Waste Policy Amendments Act of
1985, each state in which a currently operating disposal facility is located (South Carolina, Nevada and
Washington) is allowed to impose volume limits and a surcharge on shipments of LLW from states that are
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not members of the compact in the region in which the facility is located. On June 19, 1992, the United States
Supreme Court issued a decision upholding certain parts of the Low-Level Radioactive Waste Policy
Amendments Act of 1985, but invalidating a key provision of that law requiring each state to take titie to
LLW generated within that state if the state fails to meet federally mandated deadlines for siting LLW
disposal facilities. The decision has resulted in uncertainty about states’ continuing roles in siting LLW
disposal facilities and may result in increased LLW disposal costs and the need for longer interim LLW
storage before a permanent solution is developed.

In April 1995, a privately owned facility in Utah was approved as a disposal facility for certain types of
LLW. Additionally, the Barnwell, South Carolina disposal facility was reopened in July 1995 to all states
except North Carolina as a result of legislation passed by the South Carolina legislature. The Seabrook Project
began shipping certain LLW to the Utah facility in December 1995. All LLW generated by the Scabrook
Project that exceeds the maximum radioactivity level of LLW accepted by the Utah facility is currently stored
on-site at the Seabrook facility.

Decommissioning

NRC licensing requirements and restrictions are also applicable to the decommissioning of nuclear
generating units at the end of their service lives, and the NRC has adopted comprehensive regulations
concerning decommissioning planning, timing, funding and environmental review. Any changes in NRC
requirements or technology can increase estimated decommissioning costs.

Great Bay is responsible for its pro rata share of the decommissioning and cancellation costs for
Seabrook. Great Bay pays its share of decommissioning costs on a monthly basis. The decommissioning
funding schedule is determined by the New Hampshi:e Nuclear Decommissioning Financing Committee (the
“NDFC"). The NDFC reviews the decommissioning funding schedule for the Seabrook Project at least
annually and, for good cause, may increase or decrease the amount of the funds or alter the funding schedule.
The review of the current estimate and funding schedule by the NDFC is scheduled to commence in April
1998. Although the owners of the Seabrook Project, including Great Bay, are accumulating funds in an
external trust to defray decommissioning costs, these costs cou’d substantially exceed the value of the trust
fund, and the owners, including Great Bay, would remain liable for the excess. Great Bay may be required tu
change the mechanism by which it funds its share of the Seabrook Project decommissioning costs due to the
recent NRC review of Great Bay's status as an electric utility (see “— Recent Developments™). Based on the
currently approved funding schedule, Great Bay's decommissioning payments will be approximately $1.2
million in 1998 and escalate at 4% per year each year thereafter through 2026.

The current estimated cost to decommission the Seabrook Project, based on a study performed in 1996
for the iead owner of the Seabrook Project, is approximately $473 million in 1997 dollars and $2.2 billion in
2026 dollars, assuming a remaining 28 year life for the facility and a future cost escalation rate of 5.0%. Based
on this estimate, the present value of Great Bay's share of this lability as of December 31, 1997 was
approximately $55.9 million.

On November 15, 1992, Great Bay's former parent, EUA, and certain other parties entered into a
settlement agreement. Under the settlement agreement. EUA guaranteed an amount not to exceed $10
million of Great Bay's future decommissioring costs of Seabrook Unit | in the event that Great Bay is unable
1o pay its share of such decommissioning costs.

Emvironmental Regulation

The Seabrook Project, like other electric generating stations, i1s subject to standards administered by
federal, state and local authorities with respect to the siting of facilities and associated environmental factors.
The United States Environmental Protection Agency (the “EPA™), and certain state and local authorities,
have jurisdiction over releases of pollutants, contaminants and hazardous substances into the environment and
have broad authority in connection therewith, including the ability to require installation of pollution control
devices and remedial actions. The NRC has proinulgated a variety of standards to protect the public from
radiological pollution caused by the normal operation of nuclear generating facilities.
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The EPA issued a National Pollutant Discharge Elimination System (“NPDES”) permit, valid for a
period of five years, to NAESCO on October 30, 1993 authorizing discharges from Seabrook Station into the
Atlantic Ocean and the Browns River in accordance with limitations, monitoring requirements and conditions
specified in the permit. Seabrook Station’s current five-year NPDES permit expires October 30, 1998 The
Seabrook Project has assembled a multi-disciplined project team led by an Environmental Compliance
Supervisor to develop the renewal application, which must be filed by April 30, 1998,

On August 31, 1994, the New Hampshire Department of Environmental Services issued to NAESCO
permits to operate two auxiliary boilers and two emergency diesel generators in accordance with New
Hampshire Revised Statutes Annotated Chapter 125-C. These permits, which were effective until August 31,
1997, prescribe limits for the emission of air pollutants into the ambient air as well as record keep:ng and other
reporting criteria. NAESCO filed an application on July 16, 1996 for permits under Title V of the Clean Air
Act. Upon the expiration of the State of New Hampshire permits, the conditions authorized by those permits
remain in effect until the Title V permits are granted. NAESCO can not estimate when the Title V permits
will be granted. Because the liabilities of the Participants under the JOA are several and not joint, in the event
that NAESCO violates the emissions limits contained in its permits, if at all, Great Bay is liable for its pro rata
share of any costs and liabilities assessed for the emissions violations.

In some environmental areas, the NRC and the EPA have overlapping jurisdiction. Thus, NRC
regulations are subject to a!l conditions imposed by the EPA and a variety of federal environmental statutes,
including obtaining permits for the discharge of pollutants (including heat, which is discharged by the
Seabrook Project) into the nation’s navigable waters. In addition, the EPA has established standards, and is in
the process of reviewing existing standards. for certain toxic air pollutants, including radionuclides. under the
United States Clean Air Act which apply to NRC-licensed facilities. The effective date for the new EPA
radionuclide standard has been stayed as applied to nuclear generating units. Environmental regulation of the
Seabrook Project may result in material increases in capital and operating costs, delays or cancellation of
construction of planned improvements, or modification or termination of operation of existing facilities.
Management believes that Great Bay is in compliance in all meterial respects with applicable EPA, NRC and
oter regulations relating to pollution caused by nuclear generating facilities.

Energy Policy Act

The Energy Policy Act of 1992 addresses many aspects of national energy policy and includes important
changes for electric utilities and registered holding companies. For example, the Energy Policy Act grants
FERC new authority to mandate transmission access for QFs, EWGs and traditional utilities. It is not possible
to predict the impact which the Energy Policy Act and the rules and regulations that will be promulgated by
various regulatory agencies pursuant to the Energy Policy Act will have on the Company. It is also not possible
to predict the timing or content of future ep=rgy policy legislation and the significance of such legislation to the
Company. Various issues not addressed by the Energy Policy Act, including regional planning and transmis-
sion arrangements, could be addressed in future legislation.

Emplovees and Management

BayCorp has five employees, including its President and Chiel Executive Officer, John A. Tillinghast, and
its Chief Operating Officer, Frank W. Getman Jr. See “Executive Officers.” BayCorp's wholly-owned
subsidiary, Great Bay, has one employee.

On January 24, 1997, a Management and Administrative Services Agreement (the “Services Agree-
1aent”) was signed between BayCorp and Great Bay, pursuant to which BayCorp provides Great Bay a full
range of management services, including general management and administration, accounting and bookkeep-
ing, budgeting and regulatory compliance. Under the Service Agreement, Great Bay pays BayCorp a monthly
fee of $156,000 for such services. The Services Agreement has a one-year term and provides for automatic
one-year renewals.



Item 2. Properties.

BayCorp’s principal asset is its equity interest in Great Bay. In turn, Great Bay's principal asset is its
12.1% joint ownership interest in the Seabrook Project. The Seabrook Project is a nuclear-fueled  steam
electricity. generating plant located in Scabrook, New Hampshire, which was planned to have two W esting-
house pressurized water reactors, Sezbrook Unit | and Seabrook Unit 2 (cach with a rated capacity of 1.150
megawatts ). utilizing ocean water for condenser coiling purposes. Seabrook Unit | entered commercial service
on August 19, 1990. Seabrook Unit 2 has been canceled. See “Business — The Seabrook Project.”

Item 3. Lega! Proceedings.

For each of the tax years 1994, 1995, 1996 and 1997, Great Bay filed property tax abatement apphications
with the town of Seabrook and two other New Hampshire towns in which the Seabrook Project is located.
Great Bay paid the 1994, 1995 and half of the 1996 property taxes billed by the Towns of Seabrook. Hampton
and Hampten Falls, New Hampshire (collectively. the “Towns™) but withheld payment of the second half of
the 1996 property taxes billed by the Towns, based on Great Bay's position that the portion of 1996 property
taxes paid 10 the Towns exceeded the amount of the total 1996 property taxes appropriately payable by Great
Bay to the Towns. Great Bay also withheld the first half of its 1997 property taxes to the Towns. The
abatement request for tax years 1994, 1995 and 1996 were denied. Great Bay filed appeals for each of those
years with the New Hampshire Board of Tax and Land Appeals. The appeals are currently pending and a
hearing on the first phase of these appeals is scheduled for May 12, 1998.

In December 1996, eight of the Joint Owners of the Seabrook Project (the “Demanding Joint Owners™)
served a demand on Great Bay for arbitration of a dispute between Great Bay and the Demanding Joint
Owners concerning the allocation among the joint owners of real property taxes assessed by the Towns against
the Seabrook Project. Great Bay claimed that the Joint Owners Agreement does not provide for allocation of
real estate tax labilities in proportion to each joint owner's ownership interest in the Seabrook Project. The
Demanding Joint Owners claimed that real estate taxes should be allocated in accordance with each
Participant’s ownership interest.

In September 1997, the arbitrator issued a decision requiring Great Bay to pay its share of all property
taxes assessed upon the Seabrook Project in a single tax bill in accordance with Great Bay's percentage
ownership in the Seabrook Project. Accordingly, in October 1997, Grreat Bay paid under protest $3.168.903 for
property taxes and accrued interest for the second half of 1996 and the first half of 1997 to the Towns. In
December 1997, Great Bay paid $1,266,194 for property taxes due to the Towns for the second half of 1997.

The arbitrator’s decision does not affect the tax abatement litigation pending against the Towns for tax
years 1994 through 1997, nor does it affect Great Bay's ability to assert that it is entitled to a separate tax bill
and assessment from the Towns. In addition, on February 28, 1597 and February 27, 1998, NAESCO. the
current managing agent for the Seabrook Project, purported to file tax abatement applications on behalf of all
the Joint Owners for the 1996 and 1997 tax years, respectively.

On February 12, 1998, Great Bay sent a letter to PECO informing PECO that Great Bay intended to
terminate PECO as Great Bay's exclusive marketing agent. On February 24, 1998, Great Bay filed suit against
PECO in the United States District Court for the District of New Hampshire secking a declaratory judgment
that Great Bay properly terminated the PECO Services Agreement and seeking damages arising out of
PECO's breach of the PECO Services Agreement. In its complaint, Great Bay alleges that (i) PLCO has
entered into a number of wholesale power agreements in its own name and for its own benefit without bringing
these opportunities to Great Bay's attention or submitting bids on behalf of Great Bay and (i) PECO failed 10
offer Great Bay's power on a firm basis to customers as required under the PECO Services Agreement. On
February 27, 1998, Great Bay sent a letter to PECO notifving PECO that the Services Agreement was
terminated.

On March 10, 1998, PECO filed a motion in the United States District Court for the District of New
Hampshire for a preliminary injunction to prevent Great Bay from terminating the PECO Services
Agreement. At that time, PECO also filed counterclaims seeking damages in an amount in excess of
$5.000,000 for alleged breach of contract, alleged loss of goodwill and slleged harm to PECO's reputation.
PECO's counterclaim contained seven counts: breach of contract/wronglul termination. breach of exclusivity
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promise, breach of the covenant of good faith and fair dealing, unjust enrichment, defamation. unfair trade
practices and an action for declaratory judgment. Great Bay believes that PECO’s motion and counterclaims
are without merit. Great Bay intends to vigorously pursue its claims against PECO. On March 19, 1998 a
hearing was held on PECO’s motion for a prefliminary injunction. The judge took the matter under advisement
and is expected to issue a decision shortly.
Item 4.  Submission of Matters to a Vote of Security Holders.

Not Applicable.

Executive Officers of the Registrant

The executive officers of BayCorp are:

Name Age Position

TR ey T T S R e R e R N T R A 70 Chief Executive Officer, President, Treasurer
and Chairman of the Board of Directors

e B TN S R M AR (e 34 Chief Operating Officer and Secretary

John A. Tillinghast has served as President, Treasurer and the Chairman of the Board of Directors of the
Company and its predecessor since November 1994 and Chief Executive Officer since April 1995, Since 1987,
Mr. Tillinghast has served as President and the sole stockholder of Tillinghast Technology Interests, Inc.. a
private consulting firm. From 1986 to 1993, Mr. Tillinghast served as Chairman of the Energy Engineering
Board of the National Academy of Sciences. He holds an M.S. in Mechanical Engineering form Columbia
University.

Frank W. Getman Jr. has served as Chief Operating Officer of the Company and its predecessor since
September 17, 1996 and Vice President, Secretary and General Counsel of Great Bay since August 1, 1995.
From September 1991 to August 1995, Mr. Getiman was an attorney with the law firm of Hale and Dorr LLP,
Boston, Massachusetts. Mr. Getman holds J.D. and M B.A. degrees from Boston College and a B.A. in
Political Science from Tufts University.

PART Il

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters.

Following are the reported high and low sales prices of BayCorp Common Stock (“MWH") on the
American Stock Exchange (“ASE™) as reported in the Wall Street Journal daily as traded, for each quarter
during 1997 that BayCorp Common Stock traded on the ASE and for Great Ray Common Stock (“GBPW™)
on the Nasdaq National Market ("NNM") as reported in the Wall Street Journal daily as traded. for each
quarter during 1996 that the Great Bay Common Stock traded on the NNM:

High  Low
199
I R e ey e D S e L e 6%
L T e R RO S WS Sl s e e LS 8% 6'%
I R - o Lt ) a i a i M e b A B A Mt P g 10% 6%
T e T T T I . s S R e e L R 10 7%
1997
TR Y Tt oy Rl R S S e s S aE e R 8% %
T L T S i AT A e e SN TN C S M R L SRR 8 7
T e el e R S G LSS R S N T ) s, | 7%
T T e N SR e, N R e R A S % 64

As of March 9, 1998, the Company had 33 holders of record of its Common Stock. The Company
believes that as of March 9. 1998, the Company had approximately 420 beneficial holders of its Common
Stock. The number of beneficial owners substantially exceeds the number of recordholders because many of
the Company's stockholders hold their shares in street names.
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Neither the Company nor Great Bay has ever paid cash dividends on its common stock. BayCorp
currently expects that it will retain all of its future earnings and does not anticipate paying a dividend in the
foreseeable future.

Item 6. Selected Financial Data.

Selected Financial Data

The following table sets forth selected financial data and other operating information of BayCorp, as
successor to Great Bay. The selected financial data presented below for periods subsequent to November 23,
1994 give effect 1o the consummation of Great Bay's Fifth Amended Plan of Reorganization dated
February 11, 1994, as amended by a First Amendment dated September 9, 1994 (the “Amended Bankruptcy
Plan™) of the predecessor of Great Bay and to the adoption of fresh start reporting by Great Bay as of that
date in accordance with the American Institute of Certified Public Accountants’ Statement of Position 90-7
Financial Reporting by Entities in Reorganization under the Bankruptcy Code. Accordingly, periods prior to
November 23, 1994 have been designated “Predecessor Company™ or the “Predecessor” and periods
subsequent to November 23, 1994 have been designated “Reorganized Company”™ or the “Company.”
Selected balance sheet and statement of income (loss) dat» of the Predecessor Comipany periods are not
comparable to those of the Reorganized Company periods and a line has been drawn in the wables to separate
the Predecessor financial data from the Company financial data.

The following data presents (i) selected financial data of the Reorganized Company as of and for the
years ended December 31, 1997, December 31, 1996, December 31, 1995, as of December 31, 1994 and for
the period from November 24, 1994 to December 31, 1994 and (ii) selected financial data of the Predecessor
company for the period from January 1, 1994 to November 23, 1994 and as of and for the year ended
December 31, 1993. The information below should be read in conjunction with the *Management’s Discussion
and Analysis of Financial Condition and Results of Operations” and the Company’s financial statements,
including the notes thereto, contained elsewhere in this Report.

SELECTED FINANCIAL DATA
(Dollars in Thousands)

Reorganized Company Predecessor Company
For the Year Ended November 24 to January 1 to Year Ended
December 31, December 31, November 23, December 31,
1997 1996 1995 1994 1994 1993
income Statement Data:
Operating Revenues .. ... .. $ 26642 § 30,324 § 24524 § 3129 $ 13980 § 24620
Fuel, Oneration &
M s APSEEIL AR 29,187 24 885 24,899 2,409 21,762 22,921
Net In.ome (Loss) ....... (11,215) 4.100 (6.059) 182 131,385 (9,433)
For the years erded December 31,
1997 1996 1995 1994 199
Balance Sheet Data:
Cash & Cash Equivalents . . 19,092 28,775 16,469 22,217 13%
Working Capital ......... 23,079 30,552 20,516 27,169 (289,585)
DO O v i 140,158 152418 138,771 145,666 324,590
Decommissioning Liability . . 55.846 53,215 50,899 48,530 —
Capitalization:
Common Equity .......... 78,139 89.625 82,233 88,292 (139,783)
Cumulative Convertible
Prejerred Stock ......... - - — - | 63,090
Total Capitalization ... ... 78,139 R9.625 82,233 88,292 | (76,693)
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.

Emergence from Chapter 11




Results of Operations

e




dollars over the licensing period during which the Seabrook Project is licensed to operate. This increase in
decommissioning cost accretion also contributed to the decrease in Other Income in 1997 in comparison with
1996. Decommissioning trust fund income increased $142,000, or 43.3%, to $470,000 in 1997 as compared to
$32%.000 in 1996. The increase in interest earned on the decommissioning trust fund reflected the higher 1997
fund balance as Great Bay continued to make contributions to the decommissioning trust fund.

There was a small overall increase in total operating expenses of $182,000, or 0.6%, from $32,381,000 in
1995 to $32,563.000 in 1996 reflecting increases in depreciation and amortization of 3.3%. taxes of 2% and
administrative and general eapenses of 5.1%.

Other Income increased 263%, or $4.6 million, during 1996 as compared to 1995, reflecting a $7.0 million
gain on sale of assets in July of 1996 as mentioned above. There were no material sales of Unit 2 assets in
1995. This increase in other income was offset in part by Great Bay's recognition in 1996 of its share of the
Secabrook Project’s decommissioning lability. During 1996, Great Bayv began to accrete it share of the
Seabrook Project’s decommissioning liability tn 19%¢ dollars rather than 1995 dollars. In 1995 there was no
expense for Great Bay's share of the Seabrook Project’s decommissioning liability because the entire amount
of Great Bay's share of the Seabrook Project’s decommissioning liability was reflected as a liability on Great
Bay's balance sheet under fresh start accounting principles. This accretion is a non-cash charge and recognizes
Great Bay's liability related to the closure and decommissioning of the Seabrook Project in current year
dollars over the licensing period during which the Seabrook Project is licensed to operate.

Net Operating Losses

For federal income tax purposes. as of December 31, 1997, the Company hed net operating loss carry
forwards (“NOLs") of approximately $196 million, which are scheduled to expire between 2005 and 2012.
Because the Company has experienced one or more ownership changes, within the meaning of Section 382 of
the Internal Revenue Code of 1986, as amended, an annual limitation is imposed on the ability of the
Company to use $136 million of these carryforwards. The Company’s best estimate at this time is that the
annual limitation on the use of $136 million of the Company's NOLs is approximately $5.5 million per year.
Any unused portion of the $5.5 million annual limitation applicable to the Company’s restricted NOL's is
available for use in future years until such NOL's are scheduled to expire. The Company's other $60 million of
NOLs are not currently subject to such limitations.

Liquidity and Capital Resources

Great Bay is required under the JOA to pay its share of Seabrook Unit | and Seabrook Unit 2 expenses,
including. without limitation, operation and maintenance expenses, construction and nuclear fuel expenditures
and decommissioning costs, regardless of the level of Seabrook Unit 1's operations. Seabrook Project expenses
to preserve and protect Unit 2 assets are approximately $500,000 per vear, of which Great Bay's share is
approximately $62.000 per year.

Great Bay currently sells most of its power in the Northeast United States short-term wholesale power
market. The cash generated from electricity sales by Great Bay is and has been less than the Company’s
ongoing cash requirements. The Company expects that it will continue to incur cash deficits until the prices at
which it is able to sell its share of the Seabrook Project electricity increase, which may be a number of years, if
ever. Great Bay intends to cover such deficits with its cash and short-term investments which totaled
approximately $19.1 million at December 31, 1997. However, if the Seabrook Project operates at a capacity
factor below historical levels, or if expenses associated with the ownership or operation of the Seabrook
Project, including without limitation decommissioning costs, are materially higher than anticipated, or if the
prices at which Great Bay is able to sell its share of the Seabrook Project electricity do not increase at the rates
and within the time expected by Great Bay, Great Bay would be required to raise additional capital, either
through a debt financing or an equity financing, to meet its ongoing cash requirements

BavCorp's principal asset available to serve as collateral for borrowings is Great Bay's 12.1% interest in
the Seabrook Project. Pursuant to a purchased power agreement, dated as of April 1, 1993, between Great Bay
and UNITIL Power Corp.. Great Bay's interest in the Scabrook Preject is encumbered by a mortgage. This
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mortgage may be subordinated to up to $80 million of senior secured financing. See ““Business — Purchased
Power Agreements.”

BayCorp's cash and short-term investments decreased approximately $9.7 million during 1997. The
principal factor affecting liquidity during 1997 was the reduced operating income discussed above. Non-cash
charges to income included $3.5 million for depreciation, $4.0 million for nuclear fuel amortization, $2.7
million for decommissioning trust fund accretion and a decrease in accounts receivable of $2.5 million due to
reduced December 1997 sales revenues resulting from the unscheduled December 1997 outage. Offsetting
these non-cash charges to income were cash charges of $4.5 million for capital expenditures for plant and
nuclear fuel. Cash charges also included an increase in prepaids of $1.1 million primarily due to prepayments
to Seabrook for funding of operating expenses in 1997, In December 1996, the prepaid Seabrook balance was
a negative $1.3 million due to the timing differences between funding of December 1996 budgeted Seabrook
expenses and the payment of actual December 1997 expenses in February 1997. Other cash used in operating
activities included a decrease in taxes accrued due to the Company's payment of 1996 property taxes in 1997
and a decrease in miscellaneous liabilities of $2.5 million due in part to the Seabrook funding balance of $1.3
million referred to above. classified as a miscellaneous lability at year end 1996. The reduction in
miscellaneous habilities also includes a $790,000 reduction in the outage accrual as the Company had accrued,
as of December 31, 1997, $1.1 million, or approximately six months of projected outage expenses related to
the 1999 refueling outage, compared to the December 31, 1996 outage accrual of $1.9 million, or
approximately twelve months of projected outage expenses related to the 1997 refueling outage. Also in 1997,
BayCorp purchased 66,955 shares of the Company's Common Stock for an aggregate of $535.000 or an
average of $7.99 per share.

Great Bay's 1997 decommissioning payments totaled approximately $1.1 million. The decommissioning
funding schedule is determined by the NDFC, which reviews the schedule for the Seabrook Project at least
annually. An NDFC review is scheduled to occur during 1998. Great Bay expects to use revenues from the
sale of power to make these decommissioning payments. The current review by the NRC could substantially
increase Great Bay's costs of decommissioning funding if Great Bay does not meet the NRC's definition of an
electric utility (see “Business — Recent Developments™). Failure to obtain relief may cause a material
adverse effect to Great Bay.

Great Bay anticipates that its share of the Seabrook Project’s capital expenditures for the 1998 fiscal year
will total approximately $7.4 million for nuclear fuel and various capital projects.

For each of the tax years 1994, 1995, 1996 and 1997, Great Bay filed property tax aba zment applications
with the three New Hampshire towns in which the Seabrook Project is located. The outcome of the
Company’s appeals with respect to property tax assessments will affect the Company’s liquidity and obligation
for property tax payments in the future. See “Legal Proceedings.”

Certain Factors That May Affect Future Results

This Annual Report on Form 10-K contains forward-looking statements. For this purpose, any statements
contained herein that are not statements of historical fact may be deemed 1o be forward-looking statements.
Without limiting the foregoing, the words “believes,” “anticipates,” “plans,” “expects.” “intends™ and similar
expressions are intended to identify forward-looking statements. There are a number of important factors that
could cause the results of BayCorp and/or Great Bay to differ materially from those indicated by such
forward-looking statements. These factors include, without limitation, those set forth below and elsewhere in
this Annual Report.

Ownership of a Single Asset.  BayCorp's principal asset is it equity interest in Great Bay. Great Bay
owns a single principal asset, a 12.1% joint interest in the Seabrook Nuclear Power Project in Seabrook, New
Hampshire. Accordingly, BayCorp's results of operations are completely dependent upon the successful and
continued operation of the Seabrook Project. In particular, if the Seabrook Project experiences unscheduled
outages of significant duration, Great Bay's results of operations will be materially adversely affected.
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History of Losses; Implementation of Business Strategy.  BayCorp has never reported an operating profit
for any year since its incorporation. The Company's business strategy is to seek purchasers for its share of the
Seabrook Project electricity output at prices, either in the short-term market or pursuant to medium or long-
term contracts, significantly in excess of the prices currently available in the short-term wholesale electricity
market. Sales at current short-term rates do not result in sufficient revenue to enable BayC orp to meet its cash
requirements for operations, maintenance and capital related costs. Great Bay's ability to obtain such higher
prices will depend on regional, national and worldwide energy supply and demand factors that are beyond the
control of Great Bay. There can be no assurance that Great Bay ever will be able to sell power at prices that
will enable it to meet its cash requirements.

Liguidity Needs.  As of December 31, 1997, BayCorp had approximately $19.1 million in cash and cash
equivaients and short-term investments. The Company believes that such cash, together with the anticipated
proceeds from the sale of electricity by Great Bay, will be sufficient to enable the Company to meet its cash
requirements until the prices at which Great Bay can sell its electricity increase sufficiently to enable the
Company to cover its annual cash requirements. However, if the Seabrook Project operated at a capacity
factor below historical levels, or if expenses associated witii the ownership or operation of the Seabrook
Project, including without limitation decommissioning costs, are materially higher than anticipated. or if the
prices at which Great Bay is able to sell its share of the Seabrook Project electricity do not increase at the rates
and within the time expected by Great Bay. Great Bay or the Company would be required to raise additional
capital, either through a debt financing or an equity financing, to meet ongoing cash requirements. There is no
assurance that Great Bay or the Company would be able to raise such capital or that the terms on which any
additional capital is available would be acceptable. If additional funds are raised by issuing equity securities,
dilution to then existing stockholders will result.

Changes in Power Sale Contract Terms Available in Wholesale Power Market.  In the past, wholesale
sellers of electric power, which typicaily were regulated electric utilities, frequently entered into medium or
long-term power sale contracts providing for prices in excess of the prices available in the short-term market,
which includes contracts of one year or less in duration. In recent years, increased competition in the
wholesale electric power market, reduced growth in the demand for electricity, low prices in the short-term
market and the uncertainty associated with deregulation of the industry have reduced the willingness of
wholesale power purchasers to enter into medium or long-term contracts and have reduced the prices
obtainable from such contracts.

Risks in Connection with Joint Ownership of Seabrook Project. Great Bay is required under the
Agreement for Joint Ownership, Construction and Operation of New Hampshire Nuclear Units dated May 1,
1973, as amended, by and among Great Bay and the other 10 utility companies that are owners of the
Seabrook Project (the “JOA™), 10 pay its share of Seabrook Unit 1 and Seabrook Unit 2 2xpenses, including
without limitation operations and maintenance expenses, construction and nuclear fuel expenditures and
decommissioning costs, regardless of Seabrook Unit 1's operations. Under certain circumstances, a failure by
Great Bay to make its monthly payments under the JOA entitles certain other joint owners of the Seabrook
Project to purchase Great Bay's interest in the Seabrook Project for 75% of the then fair market value thereof.

In addition, the failure to make monthly payments under the JOA by owners of the Seabrook Project
other than Great Bay may have a material adverse effect on Great Bay by requiring Great Bay to pay a greater
proportion of the Seabrook Project expenses in order to preserve the value of its share of the Seabrook Project.
In the past, certain of the owners of the Seabrook Project other than Great Bay have not made their full
respective payments. The electric utility industry is undergoing significant changes as competition and
deregulation are introduced into the marketplace. Some utilities, including certain Participants, have indicated
in state regulatory proceedings that they may be forced to seck bankruptey protection if regulators, as part of
the industry restructuring, do not allow for full recovery of stranded costs. If a Participant other than Great
Bay filed for bankruptcy and that Participant was unable to pay its share of Seabrook Project expenses, Great
Bay might be required to pay a greater portion of Seabrook Project expenses. In the past, the filing of
bankruptcy by a Participant has not resulted in a failure to pay Seabrook Project expenses or an increase in the
percentage of expenses paid by other Participants.
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On February 28, 1997, the NHPUC issued an order requiring stranded cost recovery to be based on the
average market price of electricity in New England, rather than alternative regulatory accounting methods
that are more favorable to the Participants. On March 10, 1997, one of the Participants, Northeast Utilities
(along with three of its subsidiaries), received a temporary restraining order from the U.S. District Court for
the District of Rhode Island. This temporary restraining order stayed the NHPUC's February 28, 1997 order
to the extent that the order established a rate methodol  * that is not designed to recover the cost of providing
service and would require Northeast Utilities and certain of its affiliates to write-off any regulatory assets. If
this stay or a similar court action does not remain in effect and Northeast Utilities is unable to pay its share of
Seabrook Project expenses, Great Bay might be required to pay a greater portion of Seabrook Project
expenses.

The Seabrook Project is owned by Great Bay and the other owners thereof as tenants in common, with
the various owners holding varying ownership shares. This means that Great Bay, which owns only a 12.1%
interest, does not have control of the management of the Seabrook Project. As a result, decisions may be made
affecting the Seabrook Project notwithstanding Great Bay's opposition.

Certain costs and expenses of operating the Seabrook Project or owning an interest therein, such as
certain insurance and decommissioning costs, are subject to increase or retroactive adjustment based on
factors beyond the control of BayCorp or Great Bay. The cost of disposing of Unit 2 of the Seabrook Project is
not known at this time. These various costs and expenses may adversely affect BayCorp and Great Bay,
possibly materially.

Extensive Government Regulation. The Seabrook Project is subject to extensive regulation by federal
and state agencies. In particular, the Seabrook Project and Great Bay as part owner of a licensed nuclear
facility, are subject to the broad jurisdiction of the NRC, which is empowered to authorize the siting,
construction and operation of nuclear reactors after consideration of public health and safety, environmental
and antitrust matters. Great Bay is also subject to the junsdiction of the FERC and. as a result. is required to
file with FERC ail contracts for the sale of electricity. FERC has the authority to suspend the rates at which
Great Bay proposes to sell power, to allow such rates to go into effect subject to refund and to modify a
proposed or existing rate if FERC determines that such rate is not “just and reasonable.” FERC's jurisdiction
also includes, among other things, the sale, lease, merger, consolidation or other disposition of facilities,
interconnection of certain facilities, accounts, service and property records. Comphance with the various
requirements of the NRC and FERC is expensive. Noncompliance with NRC requirements may result,
among other things, in a shutdown of the Seabrook Project.

The NRC has promulgated a broad range of regulations affecting all aspects of the design, construction
and operation of a nuclear facility, such as the Seabrook Project, including performance of nuclear safety
systems, fire protection, emergency response planning and notification systems, insurance and quality
assurance. The NRC retains authority to modify, suspend or withdraw operating licenses, such as the license
pursuant to which the Seabrook project operates, at any time that conditions warrant. For example, the NRC
might order Seabrook Unit | shut down (i) if flaws were discovered in the construction or operation of
Seabrook Unit 1, (ii) if problems developed with respect to other nuclear generating plants of a design and
construction similar to Unit 1, or (iii) if accidents at other nuclear facilities suggested that nuclear generating
plants generally were less safe than previously believed.

Great Bay is also subject to the New Hampshire public utility law and regulations of the NHPUC that
affect, among other things, the issuance of securities, transfer of utility property and contacts with affiliates as
well as the sale, lease, merger, consolidation or other disposition of facilities. The NHPUC does not regulate
wholesale electricity rates,

Risk of Nuclear Accident.  Nucle: r reactors have been used to generate electric power for more than 35
years and there are eurrenw, " more than '00 nuclear reactors used for electric power generation in the United
States. Aithough the safety record of the:e nuclear reactors in the United States generally has been very good.
accidents and other unforeseen problems have occurred both in the United States and elsewhere, including the
well-publicized incidents at Three Mile Island in Pennsylvania and Chernobyl in the former Soviet Union.
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The consequences of such an accident can be severe, including loss of life and property damage, and the
available insurance coverage may not be sufficient to pay all the damages incurred.

Public Controversy Concerning Nuclear Power Plants.  Substantial controversy has existed for some
time concerning nuclear generating plants and over the years such opposition has led 1o construction delays,
cost overruns, licensing delays, demonstrations and other difficulties. The Seabrook Project was the subject of
significant public controversy during its construction and licensing and remains controversial. An increase in
public concerns regarding the Seabrook Project or nuclear power in general could adversely affect the
operating license of Seabrook Unit 1. While Great Bay cannot predict the ultimate effect of such controversy,
it is possible that it could result in a premature shutdown of the unit.

Waste Disposal: Decommissioning Cost.  There has been considerable public concern and regulatory
attention focused upon the disposal of low- and high-level nuclear wastes produced at nuclear facilities and the
ultimate decommissioning of such facilitics. As to waste disposal concerns, both the federal government and
the State of New Hampshire are currently delinguent in the performance of their statutory obligations. See
“Business — Nuclear Waste Disposal.” In April 1995, a privately owned facility in Utah was approved as a
disposal facility for certain types of LLW. Additionally, the Barnwell, South Carolina disposal facility was
reopened in July 1995 1o all states except North Carolina as a result of legislation passed by the South
Carolina legislature. The Seabrook Project began shipping certain LLW to the Utah facility in December
1995, All LLW generated by the Seabrook Project that exceeds the maximum radioactivity level of LLW
accepted by the Utah facility is stored on-site at the Seabrook facility. Based on information provided by
NAESCO. management believes that the on-site storage capacity for LLW generated by the Seabrook
Project is adequate until at least 2006.

As to decommissioning, NRC regulations require that upon permanent shutdown of a nuclear facility,
appropriate arrangements for full decontamination and decommissioning of the faciliy be made. These
regulations require that during the operation of a facility, the owners of the facility must set aside sufficient
funds to defray decommissioning costs. While the owners of the Seabrook Project are accumulating a trust
fund to defray decommissioning costs, these costs could substantially exceed the value of the trust fund. and
the owners (including Great Bay) would remain liable for the excess. Moreover, the amount that 1s required to
be deposited in the trust fund is subject te periodic review and adjustment by an independent commission of
the State of New Hampshire, which could result in material increases in such amounts.

In January 1997, the NRC issued a temporary exemption to Great Bay from the obligation of Great Bay
to comply with the NRC's regulations applicable to a non “electric utility”™ owner of an interest in a nuclear
power. In the exemption, the NRC staff stated that it believes that Great Bay currently does not satisfy the
NRC definition of “electric utility.” If Great Bay is an “electric utility,” then Great Bay may satisfy the NRC
decommissioning requirements through its monthly payments into the decommissioning trust fund. If Great
Bay is not an “electric utility,” the NRC could require that Great Bay provide a surety bond or other allowable
decommissioning funding mechanisms. On January 30, 1998, Great Bay filed a petition with the NRC seeking
a determination by the NRC that acceleration of decommiissioning trust fund payments provides reasonable
assurance of decommissioning funding under NRC regulations, or, in the alternative. merits the issuance by
the NRC of a permanent exemption to Great Bay. Failure to obtain relief may have a material adverse eflect
on Great Bay's business, financial condition, liquidity or results of operation. See “Business — Recent
Developments.™

Intense Competition. Great Bay sells its share of Seabrook Project electricity primarily into the
Northeast United States wholesale electricity market. There are a large number of suppliers to this market
and competition is intense. A primary source of competition comes from traditional utilities, many of which
presently have excess capacity. In #  ‘ion, non-utility wholesale generators of electricity, such as 1PPs, QFs
and EWGs. as well as power markeie: s and brokers, actively sell electricity in this market. Great Bay may face
increased competition, primarily based on price. from all sources in the future.

Risk Related 1o Holding Company. In contrast with Great Bay, the activities of BayCorp will not be
subject to the extensive government regulation related to public utilities and licensed nuclear facilities. Thus,
BayCorp will not receive the benefit of the scrutiny by federal and state agencies that Great Bay receives, In
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addition. BayCorp may pursue activities with a greater business risk than those associated with a regulated
entity such as Great Bay. Depending on the success of any new activities that BayCorp determines to pursue,
it is possible that BayCorp's earnings per share and dividends. if any, might be lower than if BayCorp did not
pursue such activities.

Vear 2000. The Company has assessed the impact of the year 2000 issue on its computer systems and
applications. The Company believes that there are no material year 2000 related costs to be incurred relative
to its computer systems and applications. However, Great Bay's share of the costs of addressing year 200C
issues at the Seabrook Project is currently estimated at $177,000, according to NAESCO. If NAESCO is
unable to complete year 2000 compliance efforts in a timely manner or if year 2000 compliance costs exceed
NAESCO's estimate, the Company's operations, financial condition and liquidity could be materially and
adversely affected.

Item 8. Financial Statements and Supplementary Data.

The response to this item is submitted in the response found under Item 14(a) (1) in this report.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosures.

Not Applicable.
PART 1

Item 10. Directors and Executive Officers of the Registrant.

(a) Directors. The information with respect to directors required under this item is incorporated herein
by reference to the section captioned “Election of Directors™ in the Company’s Proxy Statement with respect
to the Annual Meeting of Stockholders to be held on May 5, 1998,

(b) Executive Officers. The information with respect to executive officers required under this item is
incorporated by reference to Part I of the Report.
Item 11.  Executive Compensation.

The information required under this item is incorporated herein by reference to the sections entitled
“Election of Directors — Comr. n¢ation for Directors,” “-— Executive Compensation,” “-— Employment
Agreements,” “— Report of tk. < ompensation Committee” and “-— Stock Performance Graph™ in the
Company's Proxy Statement with respect to the Annual Meeting of Stockholders to be held on May 5, 1998,

Item 12.  Security Ownership of Certain Beneficial Owners and Management.

The information required under this item is incorporated hercin by reference to the section entitled
“Security Ownership of Certain Beneficial Owners and Management” in the Company’s Proxy Statement
with respect to the Annual Meeting of Stockholders to be held on May 5, 1998,

Item 13. Cerrain Relationships and Related Transactions.

The information required under this item is incorporated herein by reference to the section entitled
“Election of Directors — Employment Agreements” in the Company’s Proxy Statement with respect to the
Annual Meeting of Stockholders to be held on May 5, 1998,

PART 1V
Item 14.  Exkibits, Financial Statement Schedules and Reports on Form 8-K.
(a) Documents filed as a part of this Form 10-K:

. Financial Statements. The Consolidated Financial Statements listed in the Index to Consoli-
dated Financial Statements and Financial Statement Schedules are filed as part of this Annual Report on
Form 10-K.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

I'o the Board of Directors of
BayCorp Holdings, Lid.

We have audited the accompanying consolidated balance sheets of BayCorp Holdings, Lid. (a Delaware
corporation) and its wholly-owned subsidiary, Great Bay Power Corporation, as of December 31, 1997 and
1996 and the related consolidated statements of income, changes in stockholders’ equity and cash flows for
each of the three years in the period ended December 31, 1997. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits,

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of BayCorp Holdings, Ltd. and its wholly owned subsidiary as of December 31, 1997 and
1996, and the results of their operations and cash flows for each of the three years in the period ended
December 31, 1997 in conformity with generally accepted accounting principles.

ARTHUR ANDERSEN LLP

Boston, Massachusetts
January 30, 1998

(Except with respect to the matter
discussed in Notes 7, 8 and 11, as to
which the date is March 19, 1998 )




BAYCORP HOLDINGS, LTD.

CONSOLIDATED BALANCE SHEETS
(Dollars in Thousands)
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BAYCORP HOLDINGS, LTD.

CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31,
{Dollars in Thousands)

1997 149 1995
I T L i s Mty et dd aa e e R T $ 260642 § 30324 $§ 24524
Operating Expenses:
B e e i i e R T A 20,805 17,141 17,433
T R L R A A R R e G ) 857 880 934
T BRI o vs | i sivi do ek Fid b i s A 7,525 6,864 6,532
BIOPIOCIAton & AMMOVEEIIION . . . . . ... ..vviiin iy a 3,508 3,451 3,339
T e P A S SR 4,185 4227 4,143
g g T S A AP 36,880 32,563 32,381
AP NG TR 5 s e e e (10,238) (2,239) (7,857)
Other (Income) Deductions:
Interest and Dividend (Income) Expense..................... (1,252) (1,267) (1,546)
Decommissioning Cost Accretion ................cc0000vune. 2,663 2,261 0
Decommissioning Trust Fund Income ... ..................... (470) (328) 0
Rinit 2 Sales ol Othor (IR0CMEB) . ..o ciliv i wisnan s i 36 _ (7905) (19%)
Total Other (locome) Deductions. . .,...................0. 977 (6.339) (1,744)
~umings (Loss) Before Income Taxes ...............c.convinss (11,215) 4,100 (6,113)
PIOVIRION TOr 1000808 TRRGE . . s ivuisrrasrnian snsiesibianis 0 0 (54)
DL T BRS¢ s v it ek nich e s b s e $ (11,215 8 4100 § (6,059)
Weighted Average Shares Outstanding . . ... ................... 8,292,534 8,083,576 7,999,998
Basic and Diluted Earnings/(Loss) Per Share. .................. $ (1.35) § 051 § (0.76)

(The accompanying notes are an integral part of these consoiidated statements.)
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BAYCORP HOLDINGS, LTD

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
{ Dollars in Thousands)

{ ommon
Stock. S.01 Par Value | ess

. I reasury ¢
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BAYCORP HOLDINGS, LTD.

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31,
(Dollars in Thousands)

1w 1996 1995
Net cash flow from operating activities:
B D i i e i s Pty iy S TR e e T $(11,215) § 4100 $ (6.059)
Adjustments 1o reconcile net earnings to net cash provided by (used in)
operating activities:
I B . v i Ys ol e  ats 3,508 3451 3,339
g T e T R N R e s B SO N 4,010 4,366 4,520
EARRNORING SRt AOBPEMION ' ¢ oot Bl bn b det Bt b a s e 2,663 2,261 0
LRI OIMAIORIAE EPUR PR . . e e e S e (470) (357) 0
T T T e A e SO LEE S (eI LK 1 e D 0 0 (94)
IR o S i e T N L T 0 0 758
RN AR Ol OF WMEIR 5. s DI P e e g 0 (7.061) (193)
Payment of POOEBIt. THLON CRPOIBBSE. . . ... . .: ite v onin svaasessnns s 0 0 (2,653)
(Increase) decrease in accounts receivable ... ..... ..... b TR s s 2,463 (1.393) 1.021
(Increase) decrease in materials & supplies .. ....................... ... 124 (70) 113
(Increase) decrease in prepaids and other assets .. ...................... (1,117) 818 1,718
increase (decrease) in accountspayable .. ..............c0i0iinnss LRl 140 (107) (66)
IRcronse (docronse) i 1HEeS BOOMIOE. . . .. i v o i e iyt (1,504) 211 126
Increase (decrease) in misc. current liabilities . .. ....................... (2,477) 2,635 0
R i e e L R e s e 435 £30 183
Net cash provided by (used in) operating activities .. ....... ... .. .. (3.440) 9,304 2,713
Net cash flows (used in) investing activities:
D T R i e i e T R e T e (2,555) (1.4%6) (1,770)
R IR BRI 0 0 R T e T A, (1.970) (5,144) (5,703)
PPN A0 SRoOMESIORIRE PR - . . .. i i e s e s e 1 1.106) (994) (988)
PROCORNS Th0m Sule OF TINM 200000 .. . .. oo 0o e v iiian s b . 0 7.061 0
b E T e MR A RSN N (3,535) (4,724) (3.911)
T B R T e R S LR (9.166) (5.287) (12,372)
Net cash provided by financing activities:
U T AR S SR e I R e R ) e 0 4.074 0
ST e T PSRRI e R i L Sl e AT e (535) (633) 0
Net cash (used in) provided by financing activities. .. .......... ............, (535) 3441 0
Net increase (decrease) in cash and cash equivalents. .. ..................... (13,141) 7.538 (9,659)
Cash and cash equivalents, beginning of period . . ........................... 16412 8,874 18,533
Cash and cash squivetents, end of POl .. ... i. 0o i a i iin i $ 12N $16,412 $ K874

(The accompanying notes are an integral part of these consolidated statements. )
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BAYCORP HOLDINGS, 1LTD.
NOTES TO FINANCIAL STATEMENTS — Continued

As of March 1, 1998 BayCorp has five emplovees, including its President and Chief Executive Officer.
John A. Tillinghast, and its Chief Operating Officer, Frank W. Getman Jr. BayCorp's wholly-owned
subsidiary, Great Bay, has one employee.

B.  Bankruptey Proceeding and Reorganization

Great Bay filed a voluntary petition for reorganization under Chapter 1! of the United States Bankruptcy
Code (the “Bankruptcy Code™) in the United States Bankruptey Court for the District of New Hampshire
(the “Bankruptcy Court™) on February 28, 1991. Great Bay conducted its business as a Debtor it Possession
until November 23, 1994, at which time Great Bay's Amended Bankruptey Plan became effective and Great
Ray emerged from Chapter 11. Financing for the Amended Bankruptcy Plan was provided by affiliates of
Omega Advisors, Inc. and by Elliot Associates, L.P. (collectively, the “Investors™). At the ‘ime Great Bay
emerged from Chapter 11, the Investors purchased 4,800,000 shares of Great Bay's Common Stock for
$35.000.000.

C. Regulation

Great Bay is subject to the regulatory authority of the Federal Energy Regulatory Commission
(“FERC"), the Nuclear Regulatory Commission (“NRC"), the New Hampshir. Public Utilities Commis-
sion (“NHPUC™) and other federal and slate agencies as to rates, operations and other matters. Great Bay's
cost of service, however, is not regulated. As such, Great Bay's accounting policies are not subject to the
provisions of Statement of Financial Accounting Standards (“SFAS™) No. 71, “Accounting for the Effects of
Certain Types of Regulation.”

D.  Use of Management Estimates

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

E.  Utility Plant

The costs of additions to utility plant are recorded at original cost.

. Depreciation

Utility plant is depreciated on the straight-line method at rates designed to fully depreciate all depreciable
properties over the lesser of estimated useful lives or the Seabrook Project’s remaining NRC license hfe,
wkhich expires in 2026.

Capital projects constituting retirement units are charged to electric plant. Minor repairs are charged to
maintenance expense. When properties are retired, the original cost, plus costs of removal, less saivage, are
charged to the accumulated provision for depreciation.

G.  Amortization of Nuclear Fuel

The cost of nuclear fuel is amortized to expense based on the rate of burn-up of the individual assemblies
comprising the total core. Great Bay also provides for the cost of disposing of spent nuclear fuel at rates
specitied by the United States Department of Energy ("DOE™) under a contract for disposal between Great
Bay, through its managing agent NAESCO, and the DOE.
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BAYCORP HOLDINGS, 1TD.
NOTES TO FINANCIAL STATEMENTS — Continued

Great Bay recorded the estimated cost of the final unspent nuclear fuel core, which is expected to be in
place at the expiration of thz Seabrook Project’s NRC operating license, as part of Great Bay's original “Fresh
Start” balance sheet.

H. Amortization of Mareriais and Supplies

Great Bay amortizes to expense an amount designed to fully amortize the cost of the material and
supplies inventory that 1s expected to be on hand at the expiration of the Plant’s NRC operating license.

I.  Decommissioning

Based on the Financial Accounting Standards Board's (“FASB") tentative conclusions, Great Bay has
recognized as a liability its proportionate share of the estimated Seabrook Project decommuissioning. The
initial recognition of this liability wa. capitalized as part of the Fair Value of the Utility Plant at November 23,
1994. The current estimated cost to decommission the Seabrook Project, based on a study performed for the
lead owner of the Plant, is approximately $473 million in 1997 dollars and $2.2 billion in 2026 dollars,
assuming a remaining 28 year life for the facility and a future cost escalation rate of 5%. Based on this
estimate, the present value of Great Bay's share of this liability as of December 31, 1997 is approximately
$55.8 million.

During the fiist quarter of 1996, the Company began to acercte its share of the Seabrook Project’s
decommissioning liability. This accretion is a non-cash charge and recognizes the Company’s liability related
to the closure and decorumissioning of its nuclear plant in current year dollars over the licensing period of the
plant. As a result of this accretion, Great Bay's share of the estimated decommissioning cost increased from

$50.2 million as of December 31, 1995 to $53.2 millior as of December 31, 1996 to 3558 million as of

December 31, 1997,

The Seabrook Project’s decommissioning estimate and funding schedule is subject to review cach year by
the New Hampshire Nuclear Decommissioning Finance Committee ("NDFC™). This estimate is based on a
number of assumptions. Changes in assumptions for such things as labor and material costs. technology,
inflation and timing of decommissioning could cause these estimates to change, possibly materially. in the near
term.

The Staff of the Securities and Exchange Commission (“SEC™) has questioned certain of *h2 current
accounting practices of the electric utility industry regarding the recognition, measurement and classification
of decommissioning costs for nuclear generating stations and joint owners in the financial statements of these
entities. In response to these questions, the FASB has agreed to review the accounting for nuclear
decommissioning costs. In 1996, the FASB issued an Exposure Draft entitled “Accounting for Certain
Liabilities Related to Closure and Removal of Long-Lived Assets.” The FASB continues to work on this
project. Either a revised exposure draft or a final statement may be issued in 1998, The Company’s accounting
for decommissioning was based on the FASB's original tentative conclusions. If the current exposure draft is
adopted or accounting practices for nuclear power plant decommissioning are changed, Great Bay's
decommissioning liability and annual provision for decommissioning could change relative to 1997, The
Company is unable to predict the impact, if any, changes in the current accounting will have on the
Company's financial statements

Funds collected by Seabrook for decommissioning are deposited in an external irrevocable trust pending
their ultimate use. The earnings on the external trusts also accumulate in the fund balance. The trust funds are
restricted for use in paying the decommissioning of Unit 1. The investments in the trust are available for sale
The Company has therefore reported its investment in trust fund assets at market value and any unrealized
gains and lossus are reflected in equity. There was an unrealized holding gain of $14%.126 as of December 31,
1997 and an unrealized holding loss of $192.087 as of December 31, 1996.
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BAYCORP HOLDINGS, LTD,
NOTES TO FINANCIAL STATEMENTS — Continued

operate a permanent repository for high level radioactive wastes and spent nuclear fuel and esiablish
prescribed fees for the disposal of such wastes and fuel. The NWPA specities that the DOE provide for the
disposal of such wastes and spent nuclear fuel starting in January 1998,

On November 14, 1997 the U.S. District Court of Appeals ruled that the Department of Energy has an
obligation to begin disposing of spent nuclear fuel from power plants by January 31, 1998, Since the DOE was
unable to dispose of spent fuel by the due date set by Congress in the NWPA. the DOE breached its
obligations as of that date. The DOE filed a Petition for Reconsideration of the Appeals Court ruling and
indicated costs for relief or damages would come from a nuclear waste fund supported by owners of nuclear
plants. These owners, including Great Bay, oppose the DOE's position with respect to using funds provided by
nuclear owners to cover damages arising from the DOE's breach of its obligations.

Objections on environmental and other grounds have been asserted against proposals for storage as well as
disposal of spent fuel. The DOE anticipates that a permanent disposal site for spent fuel will be ready to
accept fuel for storage on or before the year 2010. However, the NRC, which must license the site. stated only
thut a permanent repository would become available by the year 2025, At the Seabrook Project, there is on-
site storage capacity, which, with minimal capital expenditures, should be sufficient until the vear 2010. No
near-term capital expenditures are anticipated to deal with any increase in storage requirzments after 2010.

B.  Federal Departnent of Energy (*DOE™) Decontamination and Decommissioning Assessment

Title X1 of the Energy Policy Act of 1992 (the “Policy Act”) provides for decontaminating and
decommissioning of he DOE's enrichment facilities to be partially funded by a special assessment against
domestic utilities. Each utility's share of the assessment is 1o be based on its cumulative consumption of DOE
enrichment services. As of December 31, 1997, the Company had accrued its pro rata estimated obligation of
$698,000 related to ihe project’s prior years' usage to be paid over the 15-vear period beginning October |,
1992.

C. Price Anderson Act

In accordance with thz Price Anderson Act, the limit of liability for a nuclear-related accident is
approximately $8.9 bi'lion, effective November 18, 1994, The primary layer of insurance for this liability is
$200 million of coverage provided by the commercial insurance market. The secondary coverage is
approximately $8.3 billion, based on the approximately 110 currently licensed reactors in the United States.
The secondary layer is based on a retrospective premium assessment of $75.5 million per nuciear accident per
licensed reactor, payable at a rate not exceeding $10 million per year per reactor. In addition, the retrospective
premium is subject to inflation based indexing at five year intervals and, if the sum of all public liability claims
and legal costs arising from any nuclear accident exceeds the maximum amount of financial protection
available, then each licensee can be assessed an additional 5% ($3.775 million) of the maximum retrospective
assessment. With respect to the Seabrook Project, Great Bay would be obligated to pay its ownership share of
any assessment resulting from a nuclear incident at any United States nuclear generating facility. Great Bay
estimates its maximum liability per incident currently would be an aggregate amount of approximately $9.59
million per accident, with a maximum anrual assessment of about $1.21 million per incident, per year

In addition to the insurance required by the Price Anderson Act, the NRC regulations require licensees.
including the Seabrook Project. to carry all risk nuclear property damage insurance in the amount of at least
$1.06 billion, which amount must be dedicated, in the event of an accident at the reactor, to the stabilization
and decontamination of the reactor to prevent significant risk to the public health and safety.
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BAYCORP HOLDINGS, LTD.
NOTES TO FINANCIAL STATEMENTS — Continued

D. Nuclear Insurance

Insurance has been purchased by the Seabrook Project from Nuclear Electric Insurance Limited
(“NEIL") to cover the costs of property damage, decontamination or premature decommissioning resulting
from a nuclear incident ~nd American Nuclear Insurance/Mutual Atomic Energy Liability Underwriters
(“ANI") to cover workers' claims. All companies insured with NEIL and ANI are subject to retroactive
assessments, if losses exceed the accumulated funds available to NEIL and ANL respectively. The maximum
potential assessment against the Seabrook Project with respect to losses arising during the current policy years
are $26.4 million. The Company’s liability for the retrospective premium adjustment for any policy year ceases
six years aftor the end of that policy vear unless prior demand has been made.

Great Bay also independently purchases business interruption: insurance from Nuclear Electric Insurance
Limited (*“NEIL"). The current policy is in effect from September 15, 1997 until September 15, 1998 and
provides for the payment of a fixed weekly loss amount of $520,000 in the event of an outage at the Seabrook
Project of more than 23 weeks resulting from the property damage occurring from a “sudden fortuitous cvent,
which happens by chance, is unexpected and unforesecable.” The maximum amount payable to Great Bay is
$70.3 million. Under the terms of the policy. Great Bay is subject to a potential retrospective premium
adjustment of up to approximately $640.000 should NEIL's board of directors deem that additional funds are
necessary to preserve the financial integrity of NEIL. Since NEIL was founded in 1980, there has been no
retrospective premium adjustment; however, there can be no assurance that NEIL will not make retrospective
adjustments in the future. The liability for this retrospective premium adjustment ceases six years after the
end of the policy unless prior demand has been made.

E. Siatus as an “Electric Utilitn™ Under NRC Regulations

On January 27, 1997, the NRC issued to Great Bay a temporary exemption from the obligation of Great
Bay to comply with the NRC's regulations applicable to a non “electric utility” owner of an interest in a
nuclear power plant. The NRC staff stated in the exemption that it befieved that Great Bay does not currently
satisfy the NRC definition of “electric utility.” If Great Bay is an “electric utility,” then Great Bay may satisfy
the NRC decommissioning requirements through its monthly payments into a decommissioning trust fund.
See “— Decommissioning.” 1f Great Bay is not an “electric utility,” the NRC could require that Great Bay
provide a surety bond or other allowable funding assurance mechanism.

The temporary exemption granted Great Bay six months to establish itself as an “electric utility” or
obtain a surety bond or other allowable decommissioning funding mechanism. In February 1997, Great Bay
requested that the NRC reconsider the stafl’s finding that Great Bay does not meet the NRC definition of
“electric utility.” Great Bay also requested that the NRC consider granting an extension to the temporary
exemption as an alternative to making 2 final determination at that time as to whether Great Bay is an
“electric utility” under the NRC definition.

On July 23, 1997, the NRC staff reaffirmed its finding that Great Bay is not an “electric utilitn™ and
issued a one-year exemption to Great Bay from the obligation of Great Bay to comply with the NRC's
regulations applicable to a non “electric utility” owner of an interest in & nuclear power plant. The exemption
gives Great Bay until the earlier of July 23, 1998 or 90 days following the effective date of any revisions to the
NRC's regulations regarding the NRC's definition of “electric utility” to obtain a surety bond or other
allowable decommissioning funding assurance mechanism for Great Bay's decommissioning lability related o
its ownership in Seabrook.

On September 10, 1997, the NRC issued a proposed rule that would amend the definition of “clectric
utility.” The Company believes that Great Bay would not be an “electric utility” under the proposed new
definition. The NRC requested and received comments in November 1997 on the proposed rule, but has not
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BAYCORP HOLDINGS, LTD.
NOTES TO FINANCIAL STATEMENTS — Continued

Accumulated deferred income taxes consisted of the following at December 31, 1997 and 1996

1997 1996
(000's)
Assets
Net operating loss carryforwards . ..........c.c.coiiiiiiiiiiiiiiiiaiiiaa, $ 76,622 $ 67,847
DEDOINRIAE SRPORME . . -, . .« « (oo vuiy o iinns canain abah b hueh aend s 2,852 1,530
RISTRRAO DORMON SRIIIAS . . ... civivsvas sissinrestahaseassteshnysoisss 542 395
AROSTUNE DD BEPONGE . . . o oo in g o siananssssasssissnnsesassns 163 727
T SR e A R R R I SRR B R SR R 337 126
R o R A T NS i S S B oy e e Gl S T Pt | 59 19
Liabilities
L T RS S e e SR SRR SRS APPORPEN  SPORRS (19,230) (13,743)
Accomulnted deferred IDOOIME TRR SBBBE . .. i\ ivcnin v ivane s dnandis aainan s 61,345 56,902
R T N S T ST R ot RIS O A (61,345) (56,902)
Accumulated deferred income tax asset, net .......... U s N P TR $ 0 $ 0

The total income tax provision set forth above represents 0% in the years ended December 31, 1997, 1996
and 1995. The following table reconciles the statutory federal income tax rate to those percentages:

December 31, December 31, December 31,
1997

1996 198
(Dollars in Thousands)
GO BRSBTS . o i chan ik i s s $(11,215) $ 4,100 $(6,113)
R A R I R SO A A SR 34% 34% 34%
Federal income tax (benefit) expense at statutory levels ... .. (3.813) 1,394 (2,078)
Increase (Decrease) from statutory levels
State tax net of federal tax benefit . ..........co.o0iin, (513) 205 (1,269)
T R T e R A e S A mete i LT 4,442 (1.887) 2,703
Income of decommissioning trust . ..................... 0 0 305
e T R R SRR R s W T S B R L (116) 288 285
Effective federal income tax expense . .........c.oivoviinies $ 0 $ 0 $ (54)

Va'uation allowances have been provided against any deferred tax assets, net due to the limitations on the
use of carryforwards, discussed below, and the uncertainty associated with future taxable income. The
valuation allowance of $56.086,000 as of December 31, 1994, if subsequently recognized will be allocated
directly to paid in capital.

For federal income tax purposes, as of December 31, 1997, the Company had net operating loss carry
forwards (“NOLs") of approximately $196 million, which are scheduled to expire between 2005 and 2012,
Because the Company has experienced one or more ownership changes, within the meaning of Section 382 of
the Internal Revenue Code of 1986, as amended, an annual limitation is imposed on the ability of the
Company to use $136 million of these carryforwards. The Company’s best estimate at this time is that the
annual limitation on the use of $136 miliion of the Company’s NOLs is approximately $5.5 million per year.
Any unused portion of the $5.5 million annual limitation applicable to the Company's restricted NOL's is
available for use in future years until such NOL's are scheduled to expire. The Company's other $60 million of
NOLs are not currently subject to such limitations,
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BAYCORP HOLDINGS, LTD.
NOTES TO FINANCIAL STATEMENTS — Continued

Great Bay, under certain circumstances, up to 10 MW of electricity for the months of November 1998
through March 1999 and November 1999 through March 2000. This option must be exercised by October 22,
199%.

7. PECO SERVICES AGREEMENT AND WARRANT AGREEMENT

Great Bay and PECO Energy Company (“PECO™) entered into a Services Agreement as of Nover-
ber 3, 1995 (the “PECO Services Agreement”), pursuant to which PECO was appointed as Great Bay's
exclusive agent to market and sell Great Bay's uncommitted portion of electricity generated by the Seabrook
Project. Proceeds from the sale of Great Bay's electricity together with reservation fees payabie by PECO to
Great Bay were shared between Great Bay and PECO in accordance with formulas set forth in the PECO
Services Agreement. In addition, PECO committed, under certain circumstances, to provide back-up power
during periods in which power was partially or totally unavailable from the Seabrook Project. The PECO
Services Agreement became effective on December 31, 1995 and had initially provided for a term of two
years.

At the time that Great Bay entered into the PECO Services Agreement, Great Bay entered into a
Warrant Purchase Agreement (the “PECO Warrant Purchase Agreement”) pursuant to which, on Febru-
ary 15, 1996, PECO purchased a warrant from Great Bay for $1,000.000. This warrant entitled PECO to
purchase 4.99% of the total shares outstanding. at that time, of the Company’s Common Stock for
approximately $4.1 million.

On September 30, 1996, PECO exercised its warrant and purchased 417,800 shares, or 4.99% at that
time, of Great Bay's Common Stock at a price of $9.75 per share. As a result of the exercise of the warrant by
PECO., the PECO Services Agreement was automatically extended through December 31, 1998, In addition,
the parties agreed to extend the PECO Services Agreement for an additional year through December 31,
1999. Under the terms of the warrani, the $1,000,000 received for the purchase of the warrant was credited
towards the purchase price for the newly issued shares. Thus, Great Bay received an additional $3.1 million as
a result of PECO’s exeicise of the warrant.

On February 12, 1998, Great Bay sent a letter to PECO informing PECO that Great Bay had terminated
PECO as Great Bay's exclusive marketing agent. On February 24, 1998, Great Bay filed suit against PECO in
the United States District Court for the District of New Hampshire secking a declaratory judgment that Great
Bay properly terminated the PECO Services Agreement and seeking damages arising out of PECO’s breach of
the PECO Services Agreement. On March 10, 1998, PECO filed a motion seeking to prevent Great Bay from
terminating the PECO Services Agreement. At that time, PECO also filed counterclaims seeking damages for
alleged breach of contract and alleged loss of good will and harm to PECO’s reputation. See “Subsequent
Events.”

As of March 1, 1998, Great Bay assumed all marketing responsibilities from PECO. Great Bay expects
there will be no interruption in its ability to market its power in the New England region.

8. TRANSACTIONS WITH RELATED PARTIES

In addition to the transactions with PECO discussed in Footnote 7, the Company has the following
refated party transaction.

Under the PECO Services Agreement, PECO acted as the Company’s exclusive agent to market and sell
the Company’s approximately 130MW of uncommitted capacity generated by the Company’s 12% ownership
in the Seabrook Nuclear Power Plant. This Services Agreement commenced on November 3, 1995 and had
been extended through December 31, 1999. PECO paid the Company a reservation fee based on the hours
during which Seabrook generates energy. The Company paid PECO a service fee based on net revenues and a
Seabrook operating capacity factor. This service from PECO was expected to permit the Company to compete
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BAYCORP HOLDINGS, LTD.
NOTES TO FINANCIAL STATEMENTS — Continued

In Septembe= 1997, the arbitrator issued a decision requiring Great Bay to pay its share of all property
taxes asscssed upon the Seabrook Project in a single tax bill in accordance with Great Bay's percentage
ownership in the Seabrook Project. Accordingly, in October 1997, Great Bay paid under protest $3,168,903 for
property taxes and accrued interest for the second half of 1996 and the first half of 1997 10 the Towns. In
December 1997, Great Bay paid $1.266,194 for property taxes due to the Towns for the second half of 1997,

The arbitrator’s decision does not affect the tax abatement litigation pending against the Towns for tax
years 1994 through 1997, nor does it affect Great Bay's ability to assert that it is entitled to a scparate tax bill
and assessment from the Towns. In addition, on February 28, 1997 and February 27. 1998, NAESCO, the
current managing agent for the Seabrook Project, purported to file tax abatement applications on behalf of all
the Joint Owners for the 1996 and 1997 tax vears, respectively.

1. SUBSEQUENT EVENTS

On February 12, 1998, Great Bay sent a letter to PECO informing PECO that Great Bay intended to
terminate PECO as Great Bay's exclusive marketing agent. On February 24, 1998, Great Bay filed suit against
PECO in the Uniied States District Court for the District of New Hampshire secking a declaratory judgment
that Great Bay properly terminated the PECO Services Agreement and secking damages arising out of
PECO’s breach of the PECO Services Agreement. In its complaint, Great Bay alleges that (i) PECO has
entered into a number of wholesale power agreements in its own name and for its own benefit without bringing
these opportunities to Great Bay's attention or submitting bids on behalf of Great Bay and (ii) PECO failed to
offer Creat Bay's power on a firm basis to customers as required under the PECO Services Agreement. On
February 27, 1998, Great Bay sent a letter to PECO notifying PECO that the Services Agreement was
terminated.

On March 10, 1998, PECO filed a motion in the United States District Court for the District of New
Hampshire for a preliruinary injuction to prevent Great Bay from terminating the PECO Services Agreement.
At that ime, PECO also filed counterclaims seeking damages in an amount in excess of $5,000.000 for alleged
breach of contract, alleged loss of goodwill and alleged harm to PECO's reputation. PECO’s counterclaim
contained seven counts: breach of contract/wrongful termination, breach of exclusivity promise, breach of the
covenant of good faith and fair dealing, unjust enrichment, defamation, unfair trade practices and an action for
declaratory judgment. Great Bay believes that PECO’s motion and counterclaims are without merit. Great
Bay intends to vigorously pursue its claims against PECO. On March 19, 1998, a hearing was held on PECO's
motion for a preliminary injuction. The judge took the matter under advisement and is expected to issue a
decision shortly.
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10.18 — Employment Agreement between John A. Tillinghast and Great Bay Power Corporation, dated
October 8, 1996.(3) (%)

10.19 — Incentive Stock Option Agreement, dated as of April 24, 1995, by and between John A,
Tillinghast and Great Bay Power Corporation.(4)(8)

10.20 — Employment Agreement between Frank W. Getman Jr. and Great Bay Power Corporation,
dated August 1, 1995.(5)(8)
10.21 — Amendment No. | to Employment Agreement between Frank W. Getman Jr. and Great Bay

Power Corporation, dated September 17, 1996.(3) (8)

10.22 — Incentive Stock Option Agreement, dated as of August |, 1995, by and between Frank W.
Getman Jr. and Great Bay Power Corporation.(4)(8)

10.23 — Incentive Stock Option Agreement, dated as of Septerber 17, 1996, by and between Frank W.
Getman Jr. and Great Bay Power Corporation.(3)(8)

10.24 — Services Agreemeiit between PECO Energy Company and Great Bay Power Corporation, dated
November 3, 1995.(6)(7)

10.25 — Warrant Purchase Agreement between PECO Energy Company and Great Bay Power
Corporation, dated November 3, 1995.(5)

10.26 — 1996 Stock Option Plan of the Registrant.(1)(8)

21.1 - List of Subsidiaries of the Registrant.(9)

23.1 — Consent of Arthur Andersen LLP.(9)

(1) Filed as an exhibit to the Company's Registration Statement on Form S-4 (Registration Statement
333-3362) filed on July 12, 1996 and incorporated herein by reference.

(2) Filed as an exhibit to the Registration Statement on Form S-1 of Great Bay Power Corporation
(Registration No. 33-88232) declared effective on April 17, 1995 and incorporated herein by reference.

(3) Filed as an exhibit to the Company’s Ann il Report on Form 10-K (File No. 1-12527) on March 26,
1997 and incorporated herein by reference.

(4) Filed as an exhibit to the Quarterly Report on Form 10-Q of Great Bay Power Corporation for the
quarter ended March 31, 1995 (File No. 0-25748) on May 9, 1995 and incorporated herein by reference.

(5) Filed as an exhibit to the Quarterly Report on Form 10-Q of Great Bay Power Corporation for the
quarter ended June 30, 1995 (File No. 0-25748) on August 14, 1995 and incorporated herein by
reference.

(6) Filed as an exhibit to the Quarterly Report on Form 10-Q of Great Bay Power Corporation for the
quarter ended September 30, 1995 (File No. 0-25748) on November 14, 1995 and incorporated herein by
reference

(7) Confidential treaiment granted as o certain portions.

(8) Management contract or compensation plan or arrangement required to be filed as an exhibit pursuant to

Item 14(c) of Form 10-K.

(9) Filed as an exhibit to this Annual Report on Form 10-K
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