g

y

- L]
EASTERN UTILITIES ASSO A\TTS

fes-

o Ahean

RS ERT IR LT







| ‘
ol . sianil e 8,

E

1993 ANNUAI REPORT

ASTERN Ut
ERN UTILITIES ASSOCIATES




EUA SYSTEM PROFILE =~
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EmrnUuhbsAssoaatesnsamMesux-omwdldd

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

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

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

- non-affiliated municipal electric utilities:

Energy Related Business
EUA'samgymhmdbtmmsunnmdudesEUA

EUA Ocean State
EUA Energy Investment Corporation. EUA

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

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

[ Eastern Edison Service Area

5
[ Newport Electric Service Area

- businesses.

Corporate

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

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

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

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

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

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

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

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

Sincerely,

it 22 2hn

Donald G. Pardus
Chairman

QQQLW&\

John R. Stevens
President

March 8, 1994
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ENERGY RELATED BUSINESS

{ } 1> | ik
he bnergy Keld
noration } { n State L 8
mont ( . v
Enoroe octment ( D
be 1 haro . }
7 Lt " t s
4 \ m ¢ torwar ¥ EXPE
| y \
| A vt ' 11 o bt
i
\ sty + !
> r r ' | ]
ean i icreased Oy <4 {

Ll e th
el T S tA 1€ 1S UK
3

re i A (
} R TE] ' ' \ (
1o
bt # tr y < y
MDDt W [ \ 118
iy $ 1yt vt Hot
¢ i €1
B ’
Y 1 { \
i ) L | ¢ }
b oar }
} M i T ) { \ ¢
' ¢ nt e 1
1 A
A A N
by )
{ y
1 o [
' boat i { ot ¢ %
i} e rk ot
t + 1
} { '
W I¢ § ( 5
s ! { ¢ I £
W | k £ . \ el
y t+h K} ' %
L O {
' } t ’ )
| { {
) § {11
Wit
, re toy L \
}
M | bos
f { .
$ y ¢
} } oral tore




SELECTED CONSOLIDATED FINANCIAL DATA @

INCOME STATEMENT DATA

BALANCE SHEET DATA

CAPITALIZATION

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

Energy Re la

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

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

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

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

The EUA Power settlement also caused a significant

decrease in legal expenses in 1993.

COMPARISON OF FINANCIAL RESULTS

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

OPERATING REVENUES

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

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

Purchased Power Recovery $7.0 $7.1

Recovery of Fuel Costs (2.3) ih6)

Etfect of Rate Changes B.6 36

Unit Contracts and Sales to NEPOOL (13.1) 36

Kilowatthaur Sales and Other 15 (28)
Energy Related Business

EUA Cogenex 28 145
Total $194

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

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

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

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

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

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

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



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

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

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

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

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

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

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

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

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

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

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

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

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

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

EXPENSES 1992 vs. 1991

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

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

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

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

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

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

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

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

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

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

1994,
EUA SySTEM FINANCING ACTIVITY

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

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




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

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

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

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

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

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

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

Financiat ConpImioN AND LIQuiDimy

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

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

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

CAsH CONSTRUCTION
EXPENDITURES/
INTERNALLY
GENERATED FUNDS

i millwons

lion and $40.6 million,
respectively.

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

s
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ment of dividends of our ‘\ ash Construchion Expenditures

internaliv Generated Funds

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

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

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

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

1 Excludes FUA Power Cash
Interest Pavments

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

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

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

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

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

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

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

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

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

ENERGY RELATED BUSINESSES

Net Earnings and Earnings Per Share

Contributions of EUA’s Energy Related Businesses:
1993 1992

Net Net

Eamings Eamings Famings Earnings

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

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

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

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

REGULATION = PERCENT OF REVENUES

Amounts in %o

1989 1993

Rhode Istand Public Utilities

Federal Energy
- C omnussion

D Regulatory Commussion

Massachusetts Department of Fublic
- Litilites and Camers

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

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

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

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



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

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

i de the New England/New York area may be

have
area. Fo

jgate

nuf&ld
restricted

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

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

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

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

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

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

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

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

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

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

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

B Other - principally Hydro

15



ENVIRONM

i

L

b
T o ene 3

Consernvation

tv requirements will be needed ENVIRONMENTAL MATTERS

S i 01t [ o | \ r ! § \ ¢ , M ‘.‘.':-t . K!z. -
Vi 1 state and lo withorities, h e Turis
. L Y T { A " \1 L A " .
CONSERVATION AND LOAD MANAGEMENT - PR . "
= A W £ S L \ { iy
‘ ¢ Hatons
| X 0 ntro
‘ g } } ; od
[ { try 1
' 1eCt J pste
: . ] t t #¢
) \ v
8! ok
I | a2
| .
rinte it the
. I
t ™ ]
)
§ W) 11
" \\ ¢ n ta
‘
\ 1 $1 ’ tes id
1 INNOGH 1 Y V" "Illl\‘.h!
Wi’ 1 Y] 4 ’
' et t ¢ , nen
A
\¢
& ", M ¢ men



tions are more restrictive than the Clean Air Act require-

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

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

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

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

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

mates, have not been completed.

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

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

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

CHANGES IN ACCOUNTING STANDARDS
The EUA Systern adopted FAS106, “Accounting for Post-
Retirement Benefits Other Than Pensions,” as of January
1, 1993, This standard establishes accounting and report-
ing standards for such post-retirement benefits as health
care and life insurance. FAS106 further requires the
accrual of the cost of such benefits during an employee's
vears of service and the recognition of the actuanally
determuned total post-retirement benefit obligations
(Transition Obligation) earned by existing emplovees and
retirees. Previously, EUA followed the “pav-as-you-go”
methodology of accounting for such costs. EUA elected
to recognize the Transition Obligation over a period of 20
vears, as permitted by FAS106. The resultant annual
expense, including <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>