


The Massachusetts Municipal Wholesale Electric Company (MMWEC) is a non-profit,

public corporation and political subdivision of the Commonwealth of Massachusetts, created under

Chapter 775 of the Acts of 1975. MMWEC is the Joint Action Agency for the consumer-owned

municipal utilities of Massachusetts, providing a variety of power supply, financial and other energy

services to its 22 member and 35 project participant utilities, as well as other utilities. MMWEC also

is the principle owner and operator of the Stony Brook Power Plant, a 520-megawatt, combined-

cycle intermediate and peaking plant located in Ludlow, MA.

MMWEC Member Utilities

Ashburnham Municipal Light Plant
Belmont Municipal Light Department
Boylston Municipal Light Department
Concord Municipal Light Plant

Danvers Electric Division

Groton Electric Light Department
Hingham Municipal Lighting Plant
Holden Municipal Light Department
Holyoke Gas and Electric Department
Hull Municipal Lighting Plant

Ipswich Municipal Light Department
Mansfield Municipal Electric Department
Marblehead Municipal Light Department
Middleton Municipal Light Department
Paxton Municipal Light Department
Rowley Municipal Lighting Plant
Shrewsbury’s Electric Light Plant

Sterling Municipal Light Department
Templeton Municipal Lighting Plant
Wakefield Municipal Gas and Light Department
West Boylston Municipal Lighting Plant
Westfield Gas and Electric Light Department

MMVWEC Power Supply Project Participants

(Massachusetts)

Ashburnham Municipal Light Plant

Boylston Municipal Light Department
Braintree Electric Light Department

Danvers Electric Division

Georgetown Municipal Light Department
Groton Electric Light Department

Hingham Municipal Lighting Plant

Holden Municipal Light Department
Holyoke Gas and Electric Department
Hudson Light and Power Department

Hull Municipal Lighting Plant

Ipswich Municipal Light Department
Littleton Electric Light & Water Department
Mansfield Municipal Electric Department
Marblehead Municipal Light Department
Middleborough Gas and Electric Department
Middleton Municipal Light Department
North Attleborough Electric

Paxton Municipal Light Department
Peabody Municipal Light Plant

Reading Municipal Light Department
Shrewsbury's Electric Light Plant

South Hadley Electric Light Department
Sterling Municipal Light Department
Templeton Municipal Lighting Plant
Wakefield Municipal Gas and Light Department
West Boylston Municipal Lighting Plant
Westfield Gas and Electric Light Department

(Out-of-State Power Supply Project Participants)
Pascoag Fire District (RI)

Green Mountain Power Corporation (VT)

Hardwick Electric Department (VT)

Viliage of Ludlow Electric Light Department (VT)
Stowe Electric Department (VT)

Swanton Village Electric Department (VT)

Village of Morrisville Water and Light Department (VT)



A Letter From Management
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H. Bradford White

Director and
Chairman of The Board
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day’s work, MMWEC is using each

opportunities for its members. This reality may be most evident in negotiations related

n

restructuring of NEPOOL, where the vast number of issues and tight regulatory deadlines

-making. Fach decision becomes part of the foundation for subsequent

proposals, and the benefits of effective participation are compounced with the adoption of each
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The text in this vears annual renort includes a built-in timeline to convey this sense o

compounding achievement expeﬁenced by MMWEC over the past year. One of the most important

developments is the establishment of an ali-requirements power Suppiy program, under which
municipal utilities can pool their electric needs and resources thro Lgh MMWEC to achieve greater

efficiency and economy in wholesale power markets. Alier opera - several months on a trial

basis, the all-requirements program was officially launched in May to coincide with the startup of

NEPOOLs competitive power markets. MMWECY successful participation in these Internet-based

markets has required an ongeing commitment o improving computer systems and software. 25

well as & commitment to the training and education of staff and member utilizies.

Looking back on a year of NEPOOL restructuring, the most significant event involved

an overhaul of NEPOOIs governance structure that gave a new public power sector up to 25

percent of the NEPQOL vore, compared to about 7.5 percent under the old structure. Thi

.
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dramatic shift in contrel in favor of public power represents a huge step forward for
which currently vores the majority of the public power share as the alternate or proxy lor many

public power systems. Now. at 2 key point ix

se NEPOQOL restructuring process, public power

wWay the vote on meany issues. This new a: r"*nﬂanzcm s Ammera.sa}y
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George E. Leary

General Manager
and Secretary
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$34 million. Buil upon its initial contract buyout in 1998, MMWEC expanded its tax-exempt

commercial paper borrowing program to finance the buyout of two additional above-market

T

rarket assets, aiso referred to as stranded costs,

T

power contracts. Disposal of such above
improves the financial position of municipal utilities and better prepares them to face com-

petitive challenges

Helping members capitalize o sulting from competition and industry

resiructuring also is the overall objective of MMWEC new strategic plan. In a planning process

that began early last year, MMWEC has assessed its strengths, weaknesses and market opportunities;

jon

analyzed municipal utility needs; and identified a number of alternative roles in which MMWEC

scheduled for action in 2000, with implementation continuing over the next several years.

Working closely with its members and project participants, MMWEC also has developed
a plan to refund all of its outstanding long-term debt and restructure its General Bond Resolution.
While these actions would give MMWEC greater flexibility in managing its assets, an alternate,
more traditional debt refunding plan also could produce significant savings for participants.

MMWEC has carefully positioned itself to carry out either of these financing strategies, depending

on bond market conditions and other factors.

Inside this report you'll find more information on MMWECS recent achievements and
cngoing initatives. The diverse work of the MMWEC organization, as reflected in these pages,
requires a broad range of professional talent and expertise. MMWEC is fortunate to have a staff
of highly skilled and dedicated professionals who are deeply committed to the consumers served
by public power. Working together with the MMWEC members, project participants and other

consumer-owned utilities, MMWEC is huilding a positive future for municipal utilities in

Massachusetts, day by day.
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H. Bradford White George E. Leary
Director and Chairman of the Board General Manager and Secretary



JANUARY

« MMWEC Membership Meeting:
Staff discusses power services
designed for effective municipal
participation in wholesale mar-
kets, including all-requirements
power supply program.

Aran MMWEC Membership Meeting,
staff discussed efforts to ensure effective
mumnicipal utility participation in New Englands
restructured wholesale power markets, which
began operating on May 1, 1999.

These efforss have included tighter
integration of MMWECS power supply functions
and the establishment of a risk management

team. By closely coordinating its fuel purchasing,

power brokering, plant bidding and other
power supply functions, MMWEC has been
able to optimize its members’ power supplies
in the new wholesale markets and keep power
costs as low as possible.

Higher levels of risk associated with
the new markets are being identified and
addressed by the risk management team,
which includes individuals with expertise in
finance, plant operations and power supply
planning.

A kev service offered by MMWEC is
its all-requirements power supply program,
under which municipal utilities pool their
electric loads and resources through MMWEC
to achieve greater efficiency and economy in
the wholesale markets. With 10 all-requirements
participants early in 2000, this program, among
other things, enables municipal utilities to focus
on distribution services while MMWEC handles
the complexities of participating in competitive
markets.

As part of its new strategic plan,
MMWEC is devcloping three alternative sevvice
agreements to replace the current single service
agreement that all members must sign. The new
service agreements are being structured to
accommodate the different service requirements
of municipal uilites, giving current and poten-
tial future MMWEC members more cheices and
more flexible service options.

« MMWEC receives an $816,810
tax abatement from the Town
of Seabrook, NH as part of a
settlement resolving challenges
by MMWEC and others to the
assessed value of Seabrook
Station. MMWEC owns 11.59
percent of Seabrook Station.

« MMWEC's short-term power
brokering program surpasses $15
million in savings for program
participants.

Daniel Golubek

MMWEC Director and Manager
of the Westfield Municipal

Gas and Electric Light Department



FEBRUARY

* Representatives of MMWEC
attend American Public Power
Association (APPA) legislative
rally in Washington, D.C. and
meet with elected officials to
support tax-exempt financing
and address other issues of
concern.

With the U.S. Congress considering
electric industry restructuring issues, MMWEC
stepped up its federal legislative activities in the
past year.

During three separate visits to
Washington, D.C., MMWEC representarives
met with key legislators to discuss a variety of
restructuring issues. Then and in follow-up
contacts, MMWEC emphasized the need for
passage of the Bond Faimess and Protection
Act, which eases the private use restrictions of
federal tax law, enabling municipal utilities with
tax-exempt debt to participate more effectively
in competitive power markets.

Early in 2000, MMWEC was organiz-
ing a legislative campaign to protect the rights of
Massachusetts municipal utilities to inexpensive
hydroelectric power from New Yorks federal
hydropower projects.

© MMWEC staff works with

individual member utilities to
enhance their Internet, e-mail
and other on-line capabilities.

» Board authorizes staff to proceed
with L'Energia contract buyout.

William J. Wallace
MMWEC Director

and Manager of the
Wakefield Municipal

Gas and Light Department
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power costs. Se far, the MMWEC municipal
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$34 million through a series of contract
buyouts.

MMWEC initiated its contract buyout
activities in 1998 with the lermination of an
11.5-megawatt contract with Refuse Fuels
Associates (RFA). Because the cost of power
under this contract was significantly above
market prices, the 17 municipal contract
participants will save more than $8 million
after paying contract termination costs and
purchasing replacement power at market
prices.

While the amount of savings varied,
the economics of MMWECS subsequent con-
tract buyouts worked the same way. Buyout of
the UEnergia contract will yield more than $8.3
million in savings {or three municipal utilities,
and the buyout of their Pilgrim nuclear plant
contracts will save 13 municipals an estimated
$18 miilion.

To finance these contract buyouts,
MMWEC created and implemented a tax-
exempt, commercial paper financing program
that has been very successful. After issuing more
than $22 million in commercial paper notes to
finance the RFA contract buyout, MMWEC
expanded the financing program to accommo-
date the potential buyouts of other contracts.
Consistent with this expansion, in June 1999
MMWEC obtained authorization from the state
Department of Telecormunications and Energy
to issue up $110 million in debt, solely for the
purpose of financing the buyout and termina-
tion of above-market power contracts. As of
January 2000, after termination of the Pilgrim
contracts. MMWEC had approximately $36
million in commercial paper notes outstanding.

« The Federal Energy Regulatory
Commission (FERC) orders North-
east Utilities (NU) to refund
$20,786 to municipals as a result
of MMWEC's challenge to a com-
ponent of NU’s transmission
rates. This is in addition to a $6
million refund municipals received
in 1998 in the same case.



MARCH

* MMWEC files supplementary
draft environmental impact
report on its Stony Brook natural
gas pipeline project.

* MMWEC staff participates in
training and continues upgrading
computer systems in preparation
for launch of competitive whole-
sale power markets.

¢ Board approves annual budgets
for MMWEC's power supply projects,
which reflect a 13.9 percent decrease
in power costs for the contract year
beginning July 1, 1999.

ocation Ludiow, MA
QOperator MMWEC

Total Capacity 350 MW

Seabrook, NH

Northeast
Utilities

1,150 MwW

133.3 MW

Waterford, CT
Northeast

Yarmouth, ME
FPL Energy

619 MW

22.7 MW




APRIL

« Hydro-Quebec refunds $1.2
million to MMWEC and 23
municipal utilities after settle-
ment of a dispute involving the
Hydro-Quebed/New England
energy contract.

« Massachusetts Executive Office
of Environmental Affairs
approves draft environmental
impact report on the Stony
Brook natural gas pipeline
project.

Gerald P. Skelton

MMWEC Director and

Manager of the Templeton

Municipal Lighting Plant

° Stony Brook power plant
maintenance outage results in
improved heat rate and output
for Intermediate Unit.

Although MMWECS Stony Brook
power plant has been operating for nearly 20
vears, it could be mistaken for a much newer
plant due to the constant upgrading of its
mechanical parts and operating systems.

Alter installing new technology and
parts during an April 1999 outage on one of
the plants five gas turbines, Stony Brook
retned to service with an improved heat
rate and increased electric output. Eatly in
2000, MMWEC was planning a series of
upgrades to the Stony Brook Intermediate Unit
that are expected to increase the unit’s summer
output by up to 27 megawatts. The increased
output could yield up to $472,000 in annual
savings for Stony Brook’s municipal utility
participants.

Keeping abreast of combined-cycle
and gas turbine technology enables MMWEC
to analyze and implement the cost-effective
upgrades that keep Stony Brook operating as
efficiently as possible.

Robert V. Joliy, Jr.,
MMWEC Director

and Manager of the
Marblehead Municipal
Light Department

MAY

e NEPOOL files new governance
structure with FERC, includes
Public Power Sector.

* MMWEC annual meeting.
Change in election of MMWEC
directors implemented.

WMIMWEC divectors will be elecied 1o
three-vear, rotating terms under new election
rules exercised for the first time at MMWE(CS
1999 Annual Meeting.

Previously, MMWECS seven elected
directors were elected to one-year terms, with
every director up for re-election at each years
Annual Meeting. The new election rules, which
required membership and legislative approval,
will help to ensure continuity in board policy.
They also eliminate the possibility of a complete
rurnover of elected directors in any given year.

* MMWEC completes L'Energia
contract buyout.

« MMWEC announces ongoing
investigation of General Bond
Resolution restructuring.

n May 1999, MMWEC announced
that it is considering restructuring its General
Bond Resolution (GBR) and refunding its out-
standing long-tenm debt to achieve greater
financial flexibility.

During the next several months,
MMWEC continued its analysis of this debt
restructuring plan. which could mvolve the
refunding of all $1.17 billion in MMWEC
debt currently outstanding under the GBR.
Refunding all the debt would enable MMWEC
1o amend and restate the GBR to include less
restrictive bond covenants, which would give
MMWEC more flexibility in managing its assets.
Among other things, the restated GBR would
ease the existing restrictions on the sale of
MMWECS project assets, including MMWECSs
joint ownership interests in several power
planis.



Mark T. Kelly
MMWEC Director and
Manager of the Middleton
Municipal Light
Department

VEC's high-intevest
bonds with | erest debs. This alternate
plan would achieve a significant level of power
cost savings for MMWECS project participant
atilities.

In November, MMWEC filed a petition
with the state Department of Telecommunications
and Energy (DTE) secking the debt refunding
authority required to implement its GBR restruc-
turing and full debt refunding proposal. Because
the DTE must approve MMWECk: long-term
bond issues, including refunding bond issues,
obtaining DTE approval is a fundamental
requiremeni {or implementing the proposal.

Early in April 2000, the DTE approved
MMWEC petition to issue approximately $1.6
billion in bonds or other forms of indebtedness
to accomplish its full debt refunding and GBR
restructuring plan. MMWEC also has the
regulatory authority required to implement its
more modest refunding plan, which leaves the
company in excellent position to carry out
either alternative, depending on participants’
preference, interest rates, bond market
conditions and other factors.

¢ ISO New England launches com-
petitive wholesale power markets
for NEPOOL, MMWEC staff and
computer systems perform well
in new electronic marketplace.

Timothy L. McCarthy
MMWEC Director and
Manager of the Belmont
Municipal Light
Department
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e MMWEC's Chief Financial
Officer is a featured speaker at
First Albany Municipal Utilities
Conference.

JUNE

* MMWEC meets electric
industry’s Y2K compliance
deadline.

MMWEC met the June 30 deadline of
the North American Electric Reliability Council
to have mission-critical systerns ready to deal
with the rollover to the Year 2000 and the
infamous Y2K computer bug. After more than
a year of work and preparation, MMWEC and
most other electric utilities made the transition
to the new year without any Y2K-related
difficulties.

* MMWEC signs contract with
Bay State Gas related to Stony
Brook pipeline project.

MMWECS efforts to increase the sup-
ply of natural gas to its Stony Brook power plant
moved forward on several fronts in the past vear,
with one of the key developments being the exe-
cution of a natural gas transportation agreement
between MMWEC and Bay State Gas Company
fale in June. Having more natural gas available
at Stony Brook will improve the competitive
value of the plant, reduce costs for Stony
Brook’s municipal utility participants by at
least $12 miilion, and reduce the plant’s
emissions rates.

MMWEC has petitioned the state
Energy Facilities Siting Board (EFSB) for
authority to build 2 14.7-mile natural gas
pipeline connecting Stony Brook to the inter-
state pipeline system. Execution of the agree-
ment with Bay State Gas solidifies an MMWEC
proposal involving the phased construction
of the pipeline, with the first phase being a
5.6-mile pipeline connecting Stony Brook to an
existing Bay State Gas pipeline. The agreement
provides for the transportation of natural gas
over the Bay State Gas system to the 5.6-mile,
MMWEC-owned pipeline. The approximate
S-mile second phase of the project, which
would extend the pipeline to conmect with the
interstate pipeline system, would be built only
if the agreement with Bay State Gas proved 1o
be inadequate.
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1e EFSB denied a motion

petition 2 ued a draft procedural schedu
that calls for hearings on the petition to beg

s summer. Efforts 1o obtain the approvals
required for construction of the pipeline will
continue throughout the year.

e DTE authorizes MMWEC to
issue up to $110 million in debt
to finance above-market
contract buyouts.

JULY

o Suffolk (Mass.) Superior Court
rules that NU can be held directly
liable for damages stemming
from the 27-month shutdown of
Millstone Unit 3. MMWEC, which
owns 4.8 percent of the unit, is
seeking damages from NU stem-
ming from the shutdown.




* FERC approves NEPOOL tariff
settlement, which results in more
than $6 million in refunds to
municipal utilities for “double
charges” and reduces future
transmission rates.

Massachuserts municipal utilities are
receiving more than $6 million in refunds under
a settlement of NEPOOL transmission tariff
issues approved by the FERC in July.

The NEPOOL transmission tariff,
which establishes standard rates for trans-
mission service throughout New England,
went into effect, subject to refund, on March
1. 1997, The ariff includes new charges for
regional transmission service, as well as other
services, and contains numerous provisions
describing how new charges are being phased
in, old charges are being phased out. and how
specific units and contracts are being treated
during the transition.

10

MMWEC argued successfully before
the FERC that the tariff resulted in municipal
utilities paying twice for certain transmission
services - once under the NEPOOL tariff and
again under their continuing agreements with
transmission service providers. In approving
the tariff settlement. the FERC ordered a
refund of the double charges covering the
period between March 1, 1997 and March 1,
1999. The settlement also either eliminates or
mitigates the impact of double charges going
forward from March 1999 through March
2003, with savings for this period estimated
to be in the $6 million range.



e FERC approves NEPOOL
governance restructuring.

Public powers share of voting rights

in NEPOOL increased from approsimately 7.5

percent 10 23 percent when the FERC approved

2 new NEPOOL governance struciure in July
Under the new structure, the balance of
power within NEPOOL shifts dramatically from
the region’s traditional, investor-owned utilities
to public power and the increasing number of
non-utilities that are members of NEPOOL.
While the added strength for non-uiilities
is a reflection of the changed composition
of NEPOQGL, the new rights for public power
constitute an unprecedented recognition of the
vital vole of public power in a restructured
electric industry. In fact, the change gives New
England’s publicly-owned utilities more vating
strength than public power has undey any other
pool governance structure in the country.

The new governance structure
initially allocated voting shares equally to
four sectors representing the interests of
generators, trausmission oOwners, suppliers
and public power. The creation of a fifth
sector for “end use” entities in April 2000
has resulted in cach sector having 20
percent of NEPOOLs voting rights.

John M. Wesolowski

Treasurer and
Chief Financial Officer
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While IS0 New England, the reg
independent system operator, has assued
NEPOOLs previous responsibilities for opera

New England’s bulk power system, the policies
and procedures that govern system operations
still originate within the NEPOOL committees.
NEPOOL also develops the rules for operation
of the region’s bulk power markets, with FERC
approval required to ensure compliance with
applicable laws and regulations.

Having greater voting strength within
NEPOOL is especially significant in this light.
Over the past year, NEPOOL has been developing
new rules and procedures that will have huge
financial impacts on wholesale power market
participants. During this process, MMWEC
has been working with other public power
representatives to exercise the public power
vote in the most effective manner. In addition
to resulting in greater influence for public
power on important issues, another benelit
of the new governance structure has been
enhanced cooperation among the region’s
public power entities.

It took more than two years and the
assistance of a settlement judge appointed
through the FERCSs Dispute Resolution Service
to negotiate the new NEPOOL governance
structure. It was during this process that
MMWEC made its case for a strong public
power sector capable of representing the con-
sumer-oriented interests of non-prefit utilities.

AUGUST
* MMWEC Board creates special

project to facilitate Pilgrim unit
contract buyout and financing.

Edward C. Koeninger

MMWEC Director,
representing the Town
of Ludlow, Massachusetts
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eration increases 25 percent in
first three months of new whole-
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SEPTEMBER

+ Belmont Municipal Light
Department Manager Timothy L.
McCarthy is elected to MMWEC
Board of Directors.

* Massachusetts Division of
Energy Resources issues Market
Monitor Report showing munici-
pal utility residential rates 12
percent lower than investor-
owned utility rates in 1998,

the first year of restructured
electricity markets in
Massachusetts.

Average Residential Price (centstkWh)
Average Overall Price (cents/kWh)

95 10.8 }
9.3 9.6 {

* Source: Market Monitor Report, Massachusetts Division of Energy Resources, September 1999

« Hingham Municipal Lighting
Plant becomes eighteenth partici-
pant in MMWEC's Home Energy
Loss Prevention Service (HELPS)
Program.

Through the MMWEC HELPS
Program, Massachusetts municipal utilities
provide the energy audits and other services
required of all utilities under the state Tnergy
Conservation Service Program. Currently,

1% municipal utilities ave HELPS Program
participants, with Hingham joining the program
in September, and the Groton Electric Light
Department joining in December.

Ronald C. DeCurzio
Assistant Treasurer and
Treasury Department
Manager

With a number of revisions to the state
program being proposed, MMWEC is exploring
the requirements for expanding the HELPS
Program to accommodate any changes made
at the state level.

OCTOBER

* Open house at Stony Brook site
draws about 600 local residents.

An open house celebrating MMWECS
30th anniversary drew about 600 Ludlow-area
residents for tours of the Stony Brook power
plant and a variety of other activities. Ludlow
Selectimen joined in an anniversary cake-cutting,
and two Ludlow Fire Department trucks were
on display, with department representatives
accepting a $1.000 donation from MMWEC
toward the purchase of a thermal imaging device
that helps firefighters locate victims in burning
buildings.

The open house activities are among
MMWECS many community-oriented pro-
jects and programs, which benelfit local
schools, the business community and other
iocal organizations.



* MMWEC's General Manager
and Chief Financial Officer are
program speakers at The Bond
Buyer Conference for municipal
bond issuers.

» Representatives of MMWEC
visit elected officials and their
staffs in Washington, D.C.

o MMWEC installs software and
begins implementing new
accounting system.

T ancé ACCOURNIS
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in addition o Drocessmg accounting
daia elecuronically, the
ariery of reports o enhance accounting
controls. MI\ ‘» EC :tafi is working tw have the
a rctional by mid-2000.

ew software also pro-

¢ ISO New England proposes
2000 budget of $71.5 million, a
30 percent increase.

The escalating costs of restructuring
New England’s wholesale power market were
evident in 1SO-New England’s 2000 budget
proposal, which reflected an increase of about
30 percent from 1999. Amaong other things, the
budget proposed hiring more 150 staff and
capital additions needed to implement
new market systemns.

funding

Joseph O. Roy

Assistant Secretary and
Director of Operating
Projects
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approving a plan «

amertize certain capital and market restructuring

")

expenses over five-vear periods, spreading the
costs to include future NEPOOL participants
that benelit from these initiatives.

This and other elemenis of the plan

nount of 1SO restructurin
expezzses t0 be paid by municipal amme,
2000, demonstrating the value of MMW ECS
work in the NEPOQL arena on behalf of its
members.

minimized the &

NOVEMBER

* MMWEC files petition with DTE
seeking authority to refund all of
its outstanding long-term debt.

* Moody’s issues MMWEC credit
analysis that maintains Baa2 ra-
ting and notes increasing stability.

in a November 1999 credit analysis,
Moody's Investors Service states that its credit
outlock on MMWEC “hus become more stable

. because of an improving consensus on
the direction of its strategic plans and their
implementation.” The analysis cites the positive
of MMWECs General Manager in
building consensus among members and
participants.

Moody’s also states that MMWECs
project participants “are making continued
progress in building reserves in order to lower
power rates when the marketplace may require
it” to mitigate the impact of stranded costs.
While it cites stranded costs as a continuing
risk, Moody's also states that MMWECS credit
quality “is buoyed by the solid operating per-

influence

formance of its power plants, the diversity of its
power resources, and the match between its load
requirements and capacity.”

In additdon, Moody’s cites as a positive
development MMWECS plans that could lead to
refunding of the company’s long-term debt and
restructuring of its General Bond Resolution (o
provide more fexibility in managing MMWEC
asseis.



» Board approves 2000 A&G
budget, which includes new staff
positions for marketing, public
relations and auditing.

¢ The FERC rules in favor of
MMWEC's challenge to a change
in NU's open access transmission
tariff rates, resulting in a refund
of more than $600,000 to
municipal utilities receiving
transmission service from NU.

DECEMBER

» MMWEC completes Pilgrim con-
tract buyout.

o MMWEC makes a successful and
uneventful transition to Year
2000.

* NEPOOL files information on
congestion management and
multi-settlement market systems
with FERC.

In this filing. NEPOOL provides the
FERC with information on a compromise pro-
posal for congestion management (CMS) and
multi-settlement (MSS) market systems. The
FERC earlier ordered NEPOOL to develep
and implement these systems, which have
been the subjects of lengthy and controversial
negotiations.

The CMS is intended to fairly allocate
transmission capacity and increased energy costs
when portions of the region’s transmission sys-
tem become congested or overburdened. Under
the proposed CMS, costs would be higher for
customers in congested areas.

The proposed MSS represents a change
from the current real-time settlement system to
one where markets would settle once in a [inan-
cially binding, day-ahead forward market and
again in a real-time market. Among other things,
the MSS is intended to limit opportunities for
market power abuse.

Implementation of the CMS/MSS
will have significant financial impacts on
many NEPOOL participants, including many
municipal utilities. However, as of March
2000, NEPOOL had been unable to agree on
a formal CMS/MSS proposal for the FERC
and controversy over the new systemns
remained high.
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The most recent and widely accepted
versions of the CMS include provisions ior
long-term transmission planning and expansion
that were incorporated at the insistence of
MMWEC and other public power entities.
These include requirements to idently and
then alleviate the transmission constraints that
cause the imposition of congestion charges.

The procedural and technical complex-
ity of developing these new market systems has
required an ongoing commitment of MMWEC
resources to shape, track, analyze and explain
new developments, which occur almost daily.
This especially is an area where MMWEC is
building on each day’s accomplishments to
protect the future interests of municipal udlites
and consumers.

» Groton Electric Light
Department joins HELPS
program.

e FERC order on iSO New
England’s 2000 tariff structure
reflects MMWEC's arguments,
saving municipal utilities

$1.5 million.

Nicholas J. Scobbo, Jr.
General Counsel



JANUARY 2000

« DTE holds public hearing
on MMWEC's debt refunding
petition.

» Representatives of MMWEC
attend APPA legislative rally in
Washington, D.C. and visit with
elected officials.

¢ Westfield Gas & Electric Light
Department Manager Daniel
Golubek is elected to MMWEC
Board of Directors.

« MMWEC outlines new strategic
plan at Membership Meeting.

At this meeting, MMWEC explained

its vear-ion

’IQ

' sirategic planning initiative, which
focuses on seng hening the financial viability
and incressing the competitiveness of member
utilities. The plan detalls numerous strategies
i enable MMWEC and its members to

capture the benefits and opportunities presented

that wil

by resiructuring of the electric indusuy.

In addition 1o expanding the range of
service choices for member and non-member
municipal ulities, the strategic plan proposes
the establishment of new business initiatives to
serve nen-member uiilities and other potental
customers, such as municipal power aggregators
and non-profit entities. While these new
inttatives would emanate primarily from
MMWECS traditional power supply and
financial capabilities, thev also could include
a broader array of energy and other services.
Distributed generation, the Internet and other
telecommunications services are among the

as holding potential for increased MMWEC
in‘voh«cmem.

jato N héi’

Chapie‘r
on existing law and authoriy

ob;ectzyas.

the next several vea

economics of New ;ngiand‘:

energy mar i’egplau
All keep its
sirategic planning process in motion, searching

e
continue to change, MMWEC w
for opportunities
and the consumers they serve. This process,
combined with MMWECS focus on seizing the
opportunities of each new day, has positicned

that benefit mz‘zmapaz utilities

VMWEC for success in a changing envivon-
ment, as evidenced by its accomplishments
over the past year.

MMWECS president and two directors are not pictured in this year’s annual report.
They are: John W, Kilge, Jr., MMWEC President and Manager of the Sterling Municipal Light
Department; John M. Flyan, MMWEC Director, representing the Town of Hampden. Massachusetts;
and Michael J. Flynn, MMWEC Director, representing the Town of Wilbraham, Massachusetts.

Edla A. Bloom, former Director of the Holden Municipal Light Department, and
Joseph R. Spadea, ir., former Manager of the Hingham Municipal Lighting Plant, served
partial terms as MMWEC Directors during the past year
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MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

independent Auditors’ Report

The Board of Directors

Massachusetts Municipal Wholesale Electric Company

We have audited the accompanying statements of financial position of Massachusetts Municipal Wholesale
Electric Company (a Massachusetts public corporation) as of December 31, 1999, 1998 and 1997 and the related staiements
of operations and cash flows for the years then ended. 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 principles used and significant
estimates made by management, as well as evaluating the overall financial staternent 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 Massachusetts Municipal Wholesale Electric Company as of December 31, 1999, 1998 and 1997, and the
results of its operations and its cash flows for the years then ended in conformity with generally accepted accounting

principles.

KPre P

March 10, 2000



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Statements of Financial Position
Decembei 31, 1999, 1998 and 1997

n Thousands) e M998 1998 1997
ASSETS
Electric Plant
In Service (Note 4) $1,240,200 $1,238,454 $1,237,341
_....Accumulated Depreciaton o (500389) | (456,650) . (414,028)
739,811 781,804 823,313
Nuclear Fuel - Net of Amortiz_ati_on 0.736 12,164 11,452
Total E}_e_ctric Plan__t ___________________ 749,547 793,968 834,765
Special _Fupds (Notes 2, 3 and 5) __________________ 241,042 239,547 226,141
Current Assets
Cash and Temporary Investments (Note 5) 1,081 1,718 1,307
Accounts Receivable 6,580 6,678 9,234
Unbilled Revenues (Note 2) 3,300 3,776 5,593
Inventories (Note 2) 18,505 13,747 14,463
Prepaid Expenses 6,470 8,488 7,023
] T 9;&!.‘C"9155§£1'L Assets 35,936 34,407 37,620
Total Special Funds and Current Assets 276,978 273,95‘_} 263,761
Deferred Charges
Amounts Recoverable Under Terms of the
Power Sales Agreements (Note 2) 238,565 223,670 208,314
Unamortized Debt Discount and Expenses 22,448 24,815 27,147
Nuclear Decommissioning Trusts 18,142 14,713 12,072
O__gher e 6,308 . 6,024 5,160
__________________________ 285,463 269,222 252693
$1,311,988 $1,337.144 $1,351,219

LIABILITIES
Long-Term Debt
Bonds Payable (Note 3) $1,130,215 $1,178,085 $1,222.735
Current Liabilities
Curreni Maturities of Long-Term Debt (Note 3) 47,870 44.650 41,315
Commercial Paper (Note 3) 36,765 21,205 —
Notes Payable (Note 3) 82 — —
Accounts Payable 9.860 7,514 12,241
Accrued Expenses 21,501 17,696 14,712
) Membey_and Participant Advances and Rese_ryg§ ____________ 4_§,915 ?__2,538 47,302
e 162,993 143,603 115,570
Deferred Credits ) 1_8,780 15,456 12,914
Commitments and Contingencies (Note 9)
$1,311,988 $1,337,144 $1,351,219

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



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Statements of Operations
Years Ended December 31, 1999, 1998 and 1997

(Ij_l}'_housanc‘i_s) _________________________________ 199?“ L }_998 _______ 1997
Revenues (Note 2) $232.094 $227,949 $242.,502
B In_t_gr_-est 1nc_c_>me _______________________________ 15,409 o 15,28_6 ] 14,553
Total Revenues and Interest Income $247,503 $243,235 $ 257,05
Operating and Service Expenses:
Fuel Used in Electric Generation $ 28,290 $ 27,530 $ 27,824
Purchased Paower 37,420 41,754 45421
Other Operating 39,367 35,028 36,796
Maintenance ' 15,207 12,108 19,206
Depreciation 45,032 44 837 44 699
Taxes Other Than Income i, 5,645 5__,?52 6,298
_ ' 170,961 166909 180,244
Interest Expense:
Interest Charges 68,796 70,711 72,854
Interest Charged to Projects During :
Construction (Note2) a9 0 (45)
e __?8,777 70,6.[_6_ _____ 72,802
Total Operating Costs and Interest Expense : 239,738 237,525 253,053
Other (Note 7) 18,874 22,000 —
Decrease {Increase) in Amounts Recoverable Under
the Power Sales Agreements (Note 2) (11,109) (16,290) 4,002
' $247,503 $243,235 $ 257,055

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



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Statements of Cash Flows
Years Fnded December 31, 1999, 1998 and 1997
(In Thousands) 188G 1998 1997
Cash flows from operating activities:
Total Revenues and Interest Income $ 247,503 $ 243,235 $ 257,055
Total Costs and Expenses, net {(258,612) (259,525) (253,053)

Adjusiments to arrive at net cash
provided by operating activities:

Depreciation and Decommissioning 47,502 46,609 46,405
Amortization 7,829 6,635 6,693
Change in current assets and liabilities:
Accounts Receivable 08 2,556 (3,021)
Unbilled Revenues 476 1,817 1,027
Inventories (4,758) 716 (590)
Prepaid Expenses 2,018 (1,465) 5,370
Accounts Payable 2,346 4,727 (3,827)
Accrued Expenses and Other 3,413 2,027 (563)
Member and Participant Advances
and Reserves (5.623) 5236 (8,036)
Net cash provided by operating activities 42,192 43,114 47,460

Cash flows from investing activities:
Construciion Expenditures and Purchases of

Nuclear Fuel (6,037) (8,171) (5,113)
Interest Charged to Projects During Construction 19} (95) (45)
Net Increase in Special Funds (1,493) (13,406) (2,439
Change in net Unrealized Gain (Loss) on Special Funds (3,785) 934 537
Decommissioning Trust Payments, net {(3.429) (2,641 (2,396)
Other 1,087 1,062 1,328
Net cash used for investing activities {13.678) (22,317 (8,128)

Cash flows from financing activities:
Payments for Principal of Long-Term Debt

and Commercial Paper (48,230) (42,610) (39,415)
Proceeds from Commercial Paper 19,140 22,500 -
Payments for Commercial Paper Issue Costs {(143) 276) —
Change in Notes Payable 82 — —
Net cash used for financing activitess (29,151) (20,386) (39,415)
Net increase {decrease) in cash and temporary

investments {637) 411 (83)
Cash and Temporary Investments at Beginning of Year 1,718 1,307 1,390
Cash and Temporary Investinents at End of Year $ 1,081 $ 1,718 $ . 1,307

Cash paid during the year for interest
(Net of amount capitalized as shown above) $ 65,885 $ 67,714 $ 69,854

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



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Motes to Financial Statements
December 31, 1999, 1998 and 1997

The Massachusetts Municipal Wholesale Electric Company (MMWEC) is a public corporation and a political
subdivision of the Commonwealth of Massachusetts formed to be a joint action agency and to develop a bulk power
supply for its member Massachusetts municipal electric systems and other utilities. MMWEC is authorized to construct,
own, or purchase ownership interests in, and to issue revenue bonds to finance, electric facilities (Projects) secured by
MMWEC’s revenues derived from Power Sales Agreements (PSAs) with its members and other utilities. The power
supply program consists of power purchase arrangements, power supply planning and brokering services, financial
services, and the Projects, which consist of ownership interests in generating facilities built and operated by MMWEC
and other utilities.

A Massachusetts city or town having 2 municipal electric system, authorized by majority vote of the city or town,
may become a member of MMWEC by applying for admission and agreeing to comply with the terms and conditions of
membership as the MMWEC By-Laws may require. As of December 31, 1999, twenty-two Massachusetts municipal
electric systems were members. Termination of membership does not relieve a system of its PSA obligations.

MMWEC presents its financial statements in accordance with generally accepted accounting principles as promulgated
by the Financial Accounting Standards Board which requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements. Actual results could differ from those estimates.

interest Charged to Pfojects buring Construction

MMWEC capitalizes interest as an element of the cost of electric plant and nuclear fuel in process. A corresponding
amount is reflected as a reduction of interest expense. The amount of interest capitalized is based on the cost of debt,
including amortization of debt discount and expenses, related to each Project, net of investment gains and losses and
interest income derived {rom unexpended Project funds.

Nuclear Fuel

Nuclear fuel, net of amortization, includes MMWEC’s ownership interest of fuel in use, in stock and in process for
Millstone Unit 3 and Seabrook Station. The cost of nuclear fuel is amortized to Fuel Used in Electric Generation based
on the relationship of energy produced in the current period to total expected energy production for fuel in the reactor.
A provision for fuel disposal costs is included in Fuel Used in Electric Generation based upon disposal contracts with
the Department of Energy (DOE). In addition, Fuel Used in Electric Generation includes the annual assessment, under
the Energy Policy Act of 1992, for the cost of decontamination and decommissioning of uranium enrichment plants
operated by the DOE. Billings from the DOE will occur over the next eight years. At December 31, 1999, MMWEC’s
share of Millstone Unit 3 and Seabrook Station unbilled assessments was $323,000 and $490,000, respectively. The
amounts are included in Other Deferred Charges and Deferred Credits on the Statements of Financial Position.



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Special Funds

The Special Funds, other than certain Working Capital Funds, are invested in accordance with the General Bond
Resolution (GBR). The composition of Special Funds is as [ollows:

nThousands) g9 1998 1997
Fund
Bond Fund Interest, Principal and Retirement

Account to pay principal and interest on bonds $ 45,427 $ 43,742 $ 37,507

Bond Fund Reserve Account set at the maximum

annual interest obligation to make up any

deficiencies in the Bond Fund Interest,

Principal and Retirement Account 77,904 80,216 79,942
Reserve and Contingency Fund to make up

deficiencies in the Bond Fund and pay for

renewals and extraordinary costs 24,113 22.840 21,559
Revenue Fund to receive revenues and disburse

them to other funds 73,625 66,842 67,669
Working Capital Funds to maintain funds to cover

operating expenses 19,973 25,907 19,464

Total Special Funds $241,042 $239,547 $226,141

Cash and Temporary Investments

Certain cash and temporary investment amounts used for power purchases and working capital requirements of
MMWEC are not subject to the provisions of the GBR. In addition to the investment securities delineated in the GBR,
MMWEC invests in repurchase agreements with banks where MMWEC has established accounts.

Revenues and Unbilled Revenues

Revenues include electric sales for resale provided under MMWEC’s power supply program which consists of
billings under the PSAs, Power Purchase Agreements and related power brokering arrangements. MMWEC provides its
members with power supply planning and related services which are billed as Service Revenues. Amounts which are
not yet billed are included in Unbilled Revenues on the Statements of Financial Position. Revenues are comprised of the
following:

(in Tho_usands) ______________________________________ 1999 ] 1_9_98 1997
Revenues
Electric sales for resale $230,570 $225,690 $237,795
Seyvice 1,524 1,426 1,653
PSNH Settlement —_ 833 2,000
Gain on land taken by eminent dom_a}y} __________________________ — —_ 1,054
Total Revenues $232,094 $227,949 $242,502
inventories

Fuel oil and spare parts inventory are recorded and accounted for by the average cost method. At December 31,
1999, 1998 and 1997. fuel oil inventory was valued at $5.7, $4.9 and $+.7 million, and spare parts inventory amounted
to $12.8, $8.8 and $9.8 million, respectively.



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Amounts Recoverable Under Terms of the Power Sales Agreements

Billings to Project Participants are designed to recover costs pursuant to the terms of the PSAs to provide for debt
service, operating funds and reserve requirements. Expenses are reflected in the Statements of Operations in accordance
with generally accepted accounting principles. The timing difference between amounts billed and expensed is charged
or credited 1o Amounts Recoverable Under Terms of the PSAs. Amounts will be recovered through future billings or an
expense will be recognized to offset credit balances. The principal differences include depreciation, fuel amortization,
costs associated with canceled Projects, cost of refunding, billing for certain interest, reserves, net unrealized gain or loss
on securities available for sale and other costs. Individual Projects have a cumulative deferral of costs which total
$245.1, $228.8 and $212.9 million and have cumulative billings in excess of costs which total $6.5, $5.1 and $4.6 million
at December 31, 1999, 1998 and 1997, respectively. These amounts have been netted in the Statements of Financial
Position.

The December 31, 1999, 1998 and 1997 balances of $238.6, $223.7 and $208.3 miillion, respectively, reflects the
Statements of Operations net decrease (increase) of ($11.1), ($16.3) and $4.0 million for the years then ended and the
change in net unrealized gain (loss) on securities available for sale of ($3.8), $.9 and $.6 million for-1999, 1998 and
1997, respectively.

Nuclear Decommissioning Trusts

MMWEC maintains external trust funds, as promulgated by Nuclear Regulatory Commission and state regulations,

to provide for the decommissioning activities of Millstone Unit 3 and Seabrook Station. The December 31, 1999

Millstone Unit 3 and Seabrook Station balances of $8,012 and $10,130 million, respectively, are stated at cost and are

included as part of the Deferred Charges and Deferred Credits on the Statements of Financial Position. MMWEC's share

of the estimated reserve requirement for the prompt dismantling and removal of the Millstone Unit 3 and Seabrook
Station, at the expiration of their original operating licenses in 2025 and 2026, is $30 and $66 million, respectively.

Depreciation (

Electric plant in service is depreciated using the straight-line method. The aggregate annual provisions for depreciation
for 1099, 1998 and 1997 averaged 4% of the original cost of depreciable property.

interest Rate Protection Agreement

Premiums paid for the purchase of an Interest Rate Protection Agreement are amortized to interest expense over the
term of the agreement. Unamortized premiurms are included in Other Deferred Charges in the Statements. of Financial
Position.

Reclassifications

Certain reclassifications have been made to the Financial Statements for prior years to conform to the 1999 presentation.

Power Supply System Revenue Bonds

MMWEC financings, other than obligations maturing within one year, require Massachusetts Department. o
Telecommunications and Energy authorization. To finance the ownership interests in electric generating facilities under
its GBR, MMWEC issued Power Supply System Revenue Bonds (Bonds). The Bonds are secured under the GBR by a
pledge of the revenues derived by MMWEC under the terms of the PSAs and from the ownership and operation of the
Projects in its power supply system. Pursuant to the PSAs, each Project Participant is obligated to pay its share of the
actual costs relating to the generating units planned, under construction or in operation. The Project Participants’ obligations
are not contingent upon the completion or operational status of the units.



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Bonds Payable consists of serial, term and variable-rate bonds and are comprised of the following issues:

Net Interest December 31,

(In Thousands) Issue Cost 1990 1998 1997
1987 Series A 8.9% $ 7,116 $ 7,850 $ 8,525

1992 Series A 7.0% 88,805 92,285 94,625

1992 Series B 7.0% 174,470 180,495 186,170

1992 Series C 6.9% 54,295 55,740 57,095

1992 Series D 6.3% 75,395 77.990 80,460

1992 Series E 6.0% 75,735 84,615 92,865

1993 Series A 5.3% 329,100 343,390 356,030

1994 Series A 5.3% 113,130 113,670 114,195

1994 Series B 5.1% 161,445 169,100 176,485

1994 Series C Variable 97,600 97,600 97,600

Bonds Payable 1,178,085 1222735 1,264,050
Less: Current Maturities (47,870} (44,650) (41,315)
Total Long-Term Debt ' $1,130,215 $1,178,085 $1,222.735

The serial and term bonds are generally subject to optional redemption approximately ten years after the issue date,
at 103% of the principal amount, descending pericdically thereafter to 100%. The aggregate annual principal payments
due on the bonds in the next five years are as follows: 2000 - $47.9 million; 2001 - $50.6 million, 2002 - $53.4 million:
2003 - $56.6 million and 2004 - $60 million.

The interest rates on the 1994 Series C variable-rate bonds are adjusted from time-to-time and bondholders may
require repurchase of the 1994 Series C bonds at the time of such interest rate adjustment. The 1994 Series C bonds are
backed by a liquidity. facility with a bank providing for the purchase, by the bank, of the 1994 Series C bonds if the
bonds cannot be remarketed and a credit facility with an insurance company guaranteeing the payment of the principal
and interest on the 1994 Series C bonds. The debt service on the 1994 Series C bonds is on a parity with the senior lien
fixed-rate bonds to the extent that the debt service on the 1994 Series C bonds is equal to or less than the debt service
on the bonds refunded by the 1994 Series C bonds in a given bond year.

Debt Service Forward Delivery Agreement

In conjunction with the issuance of the 1994 Series C bonds, MMWEC entered into a seven year Debt Service
Forward Delivery Agreement (Forward Agreement) for purposes other than trading. MMWEC makes monthly deposits -
to the various accounts within the Bond Fund for the semiannual payment of its debt service on its outstanding bonds.
In exchange for the right to direct the investment of such monies, the counterparty pays a fixed amount to MMWEC on
a periodic basis, providing MMWEC a fixed yield that could be earned on a security with a five to seven year maturity
purchased at the time the contract was executed, while complying with the maturity limitations for investments in the
Bond Fund under the terms of the GBR. The counterparty has the right to sell to MMWEC Government Obligations
that mature prior to the relevant debt service payment dates during the term of the Forward Agreement.

MMWEC reserves the right to terminate the Forward Agreement in whole or in part in connection with any purchase,
redemption or refunding of fixed-rate bonds, counterparty default or counterparty credit rating deterioration to below
investment grade. The Forward Agreement provides for the calculation and payment of liquidated damages to the
counterparty reflecting market interest rates at the time of the termination compared to the rate levels in the Forward
Agreement.

The cash requirement under the Forward Agreement requires MMWEC (o make available to the counterparty an
average balance of $30.3 million over the seven year term of the agreement in exchange for investments in Government
Securities, to be held by MMWEC’s trustee, that mature prior to MMWEC's debt payment dates.

The Forward Agreement is not recognized in the Statements of Financial Position to the extent that settlement of

cash in exchange for financial instruments has not occurred. To the extent cash has been exchanged for Government
Securities, the Government Securities are recorded on the Statements of Financial Position as Special Funds.



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Interest Rate Protection Agreement

The 1994 Series C bonds provide a hedge against interest rate risk on the net funding cost of approximately $100
million of short-term floating rate investment assets. MMWEC purchased a $41 million Interest Rate Protection
Agreement (Cap Agreement), comprised of an $11 million tranche with a protection rate of 6.85% expiring on June 30,
2000, and 2 $30 million tranche with a protection rate of 7.25% expiring on June 30, 2002, to limit the interest rate
exposure on a portion of the 1994 Series C variable-rate debt to the extent that the variable debt costs exceed the fixed-rate
received on the Forward Agreement described above.

MMWEC purchased the right to receive annually an amount by which an index-based interest rate, which approximates
the interest rate on the 1994 Series C bonds, exceeds the protection rate in the Cap Agreement. MMWEC has the right
to terminate the Cap Agreement if the provider or its guarantor's credit rating falls below a double A and receive
payment of liquidation damages designed to enable MMWEC to enter into an equivalent agreement. The cost of the
Cap Agreement was paid up front and is included in Other Deferred Charges on the Statements of Financial Position.
There are no future MMWEC cash requirements under the terms of the Cap Agreement. The Cap Agreement was
purchased for purposes other than trading.

Net Revenue Available for Debt Service

In accordance with the provisions of MMWEC’s GBR, MMWEC covenants that it shall fix, revise and collect rates,
tolls, rents and other fees and charges, sufficient to produce revenues to pay all operating and maintenance expenses and
principal of, premium, if any, and the interest on the Bonds and to pay all other obligations against its revenue.
Revenues, which include applicable interest earnings from investments, are required to equal 1.10 times the annual debt
service for each contract year ending June 30, after deduction of certain operating and maintenance expenses and
exclusive of depreciation. For the contract years ended June 30, 1999, 1998, 1997 and prior years, MMWEC met the
GBR debt service coverage requirements for the applicable MMWEC Projects.

Contract Year Ended June 30,

(In Thousands) 1999 1998 1997

Debt Service Coverage:
Revenues $185,786 $191,245 $171,378
Other Billings 574 576 576
Reserve and Contingency Fund Billings 11,076 - 11,626 11,159
Total 197,436 203,447 183,113
Less: Operating & Maintenance Expenses B (75,604) (75,566) (60,371)
Available Revenues Net of Expenses $121,832 $127.,881 $122,742
Debt Service Requirement ' $110,736 $116,255 $111,583
Coverage (110% Required) 110% 110% 110%

Notes Payable

MMWEC maintains a $5 million revolving line of credit to finance temporarily certain power purchases made by
MMWEC for resale under power purchase contracts. Borrowings outstanding under the line of credit were $82,000, $0
and $0 at December 31, 1999, 1998 and 1997. During 1999, 1998 and 1997 the maximum outstanding balance under
the line of credit was $2,385,000, $90,000 and $167,600, respectively. Interest charged on borrowings under the line
of credit is at the bank’s prime rate, which was 8.5% at December 31, 1999, minus one percent. In addition, a commitmerut
fee of one quarter of 1% per annum is charged on the unused portion of the line based on the average daily principal
amount of the loan outstanding.



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Commercial Paper

In 1999, MMWEC issued its Series B Power Purchase commercial paper program notes for $40.3 million. The
Series B notes encompassed $19.1 million on new commercial paper notes and refunding of the owstanding $21.2
million of Series A commercial paper notes issued in 1998. The commercial paper notes are not subject to redemption
prior to maturity but are subject to acceleration upon the occurrence of an Event of Default under the Resolution. The
Series B Notes are a special obligation of MMWEC payable solely from the revenues and other monies specified in the
Series B Power Purchase Resclution. A four-year bank letter of credit in the amount of $40 million provides security for
the payment of principal and interest on the Series B Notes. The December 31, 1999 commercial paper notes ouistanding
balance was $36.8 million at an interest rate of 3.2%.

MMWEC’s power supply capacity includes ownership interests in the Stony Brook Peaking and Intermediate units
which it operates. MMWEC is a nonoperating joint owner in the W.F. Wyman Unit No. 4, Millstone Unit 3 and
Seabrook Station units. Electric Plant In Service also includes MMWEC's Service Operations which totalled $2.6, $2.5
and $2.7 million in 1999, 1998 and 1997, respectively. The following is a summary of Projects included in Electric
Plant In Service and MMWEC'’s share of capability.

Facility and MMWEC Amounts as of December 31,
(In Thousands) Share of Capability (MW) 1999 1998 . 1997
Peaking Project Stony Brook 170.0 $ 56,380 $ 56,338 $ 56,310
Intermediate Project Stony Brook 311.3 151,337 153,068 152,786
Wyman Project W.F. Wyman No. 4 227 7,341 7,365 7,361
Nuclear Project No. 3 Millstone Unit 3 36.8 130,048 120,814 129,595
Nuclear Mix No. 1 Millstone Unit 3 18.4 51,517 51,400 51,290
Nuclear Mix No. 1 Seabrook Station 1.9 » 8,616 8,599 8,589
Nuclear Project No. 4 Seabrook Station 49.8 259,630 259,204 258,925
Nuclear Project No. 5 Seabrook Station 12.6 71,038 70,930 70,859
Project No. 6 Seabrook Station 69.0 501,688 501,098 500,712

$1,237,595 $1,238,716 $1,236,427

All bank deposits, which amounted to $208,000 at December 31, 1999, are maintained at one financial institution.
The Federal Deposit Insurance Corporation currently insures up to $100,000 per depositor. MMWEC's uninsured
deposits ranged {rom zero to $4.7 million during 1999 due to seasonal cash flows, and the timing of daily cash receipts.
At December 31, 1999, 1998 and 1997 investments are classified as available for sale and reported at fair value with
unrealized gains of $.7, $2.7, and $1.8 million, respectively, and unrealized losses of $1.8 million, $47,000 and $76,000
excluded from earnings and reported as a component of Amounts Recoverable Under the Terms of the Power Sales
Agreement on the Statements of Financial Position. At December 31, 1999, all securities underlying repurchase agreements.
and all other investments, were held in MMWEC’s name by custodians consisting of the Bond Fund Trustee or
MMWEC's depository bank. Investments, representing the Special Funds and Cash and Temporary Investments, as well
as certain additional amounts disbursed but available for investment, and accrued interest, are presented below:
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MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

1999 1998 1997
Amortized Market Amortized Market Amortized Market
(n Thousands) | Cost Basis Value CostBasis ~ Value Cost Basis Value
B_epurchas_e_ﬁgreeme'_r}_ts $ 3,899._}_ 38909 $ B ——‘E - ‘E _____ 1 523 $ 1573
Other Investments: '
U.S. Treasury bills 22,457 22,985 20,825 21,524 16,215 19,799
U.S. Treasury notes 77,146 75,913 79,077 80,866 83,141 84,049
U.S. Agency bonds 29,142 28,651 — — —_ —
Municipal bonds 8,199 8,228 7,089 7,276 7,159 7,381
U.S. Agency
discount notes - 102,519 102,565 _1_33,010 133,000 114,086 114,053
Total Other Investments 239,463 238,342 240,001 __%42,666 223,601 225,282
Total Investments $243,362 $242,241 $240,001 $242,666 $225,124 $226,855

During 1999, 1998 and 1997, the proceeds from the sale of available for sale securities were $33.1, $0 and $.5
million resulting in gross realized gains of $70,000, $0 and $0 and gross realized losses of $66,000, $0 and $67,
respectively. The basis on which cost was determined in computing realized gain or loss was specific identification.
Including repurchase agreements, the average contractual maturity of the investmenis in debt securities at December 31,
1999, 1998 and 1997 were 530, 347 and 393 days, respectively.

Due to seasonal cash flows during 1999, 1998 and 1997, MMWEC, from time-to-time, invested in repurchase
agreements with its depository bank that were collateralized by securities in MMWEC'’s name held by the depository
bank. MMWEC’s practice is to monitor the market value of the underlying securities to ensure that the market value
equals or exceeds the amount invested. Market values of the securities are based on independent quoted market prices.

{6) Fair Values of Financial Instruments

The following methods and assﬁmptions were used to estimate the fair value -of each class of financial instrument
for which it is practicable to estimate that value: ' ‘
Investments and Decommissioning Trusts - The fair values estimated are based on quoted market prices for those
or similar investments. : _
" Long-Term Debt - The fair value is estimated based on quoted market prices for the same or similar issues.
Interest Rate Protection Agreement - The fair value is based on average quoted market prices of agreements with
similar duration and strike prices.

Debt Service Forward Delivery Agreement - The fair value generally reflects the estimated amounts that MMWEC
would receive or pay to terminate the contracts at the reporting date, thereby taking into account the current unrealized
gains or losses of open contracts.
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MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

The estimated fair values of MMWEC's financial instruments are as follows:

1699 1998 1997
Carrving Estimated Carrying  Estimated Carrying  Estimated
(In Thousands) Value Fair Value Value Fair Value Value  Fair Value
Financial Assets:
Investments $ 242,241 $ 242241 $242,666 $ 242,666 $ 226,855 $ 226,835
Decommissioning Trusts 18,142 20,925 14,713 17,310 12,072 13,290
Interest Rate Protection
Agreement 152 150 263 75 375 178
Financial Liabilities:
Long-Term Debt 1,130,215 1,135,393 1,178,085 1,229,525 $1,222,735 1,262,465
Unrecognized Financial
Instruments:
Debt Service Forward
Delivery Agreement — 891 — 3,070 —_ 3,313

The carrying amounts for Cash, Accounts Receivable, Notes Payable, Accounts Payable and Accrued Expenses
approximate their fair value due to the short-term nature of these instruments.

{7) ‘Other Charges and Credits to Income

In 1999 and 1998, MMWEC negotiated the payment of $18.9 and $22 million, which was financed through the
issuance of $19.1 and $22.5 million in commercial paper notes, respectively, for the buy-out and termination of
uneconormical Power Purchase Contracts under which MMWEC had agreed to purchase electric capacity and output for
resale Lo certain cities and towns of the Commonwealth having municipal electric departments.

MMWEC has two non-contributory defined benefit pension plans covering substantially all full-time active employees.
One plan covers union employees (union plan) and the other plan covers non-union employees (non-union plan). The
amount shown below as the Pension Benefit Obligation for MMWEC is a standardized disclosure measure of the present
value of pension benefits, adjusted for the effect of projected salary increases, estimated to be payable in the future as a
result of employee service to date. The measure is the actuarial present value of credited projected benelits and is
independent of the funding method used to determine contributions to the plans.

The Pension Benefit Obligation was determined by an actuarial valuation performed as of January 1 of each of the
years presented. Significant actuarial assumptions used in the valuation include a weighied-average discount rate of
7.0% in 1999 and 1998 and 7.5% in 1997 and projected salary increases of 4.0% in 1999 and 1998 and 5.5% in 1997.
The Pension Benefit Obligation for both plans is as follows: '

Amounts as of January 1,

(In Thousands) . 199 1998 9o
Retirees currently receiving benefits and
terminated employees not yet receiving benefits $1,018 $ 582 $ 384
Current Employees:
Vested 3,374 3,891 3,295
Non-vested 2,536 2,775 3,081
Total Pension Benefit Obligation 6,028 7,248 6,760
Net asscts available for benelfits, at market 7,735 7,264 ~ 5,898
Under (Over) funded Pension Benefit Obligation $ (807 $ (16 $ 862
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MMWEC makes annual contributions to the pension plans equal to the amounts recorded as pension expense,
which were $541.000, $498,000 and $896,000, for the years ended December 31, 1999, 1998 and 1997, respectively.
The union plan uses the aggregate actuarial cost method and the non-union plan uses the frozen initial liability actuarial
cost method in determining pension expense. In addition to the actuarial assumptions outlined above, the assumed
long-term rate of return used in determining pension expense was 8.5% in 1999, 1998 and 1997.. Pension costs applicable
to prior years' service are amortized over thirty years.

MMWEC contributes to an employee savings plan administered by an insurance company. All full-time employees
meeting the service requirements are eligible to participate in this defined contribution plan. Under the provisions of
the plan, MMWEC’s contributions vest immediately. MMWEC contributed $99,000, $99,000 and $114,000 while the
employees contributed $177,000, $169,000 and $184,000 during the years ended December 31, 1999, 1998 and 1997,
respectively.

{8} Commitments and Contingencies

Powver Purchases

MMWEC entered into agreements for participation in the transmission interconnection between New England
utilities and the Hydro-Quebec electric system near Sherbrooke, Quebec (Phase 1), which began commercial operation
in October 1986. The New England portion of the interconnection was constructed at a total cost of about $140
million, of which 3.65% or $5 million is MMWEC's share to support. MMWEC also entered into similar agreements {or
participation in the interconnection between New England utilities and the Hydro-Quebec electric system for the
expansion of the Hydro-Quebec interconnection (Phase II), which went into commercial operation in November 1990.
MMWEC’s Phase 11 equity investment approximates 0.6% or $3.3 million. MMWEC has corresponding agreements
with certain of its members and another utility to recover MMWEC's share of the costs associated with the interconnection.

Power Sales Agreements .

MMWEC sells the Project Capability of each of its Projects to certain of its members and other utilities (Project
Participants) under PSAs.

In 1988, the Vermont Supreme Couri ruled that the Project No. 6 PSAs between MMWEC and the Vermont Project
Participants were void since inception. Consequently, pursuant to the PSAs, MMWEC increased the remaining Project
No. 6 Participants pro rata shares of Project Capability to cover the shortfall (step-up), which action was challenged by
certain Massachusetts Participants. The Supreme Judicial Court (SJC) for the Commonwealth of Massachusetts in
MMWEC et. al. v. Town of Danvers et. al. noted that “the Project 6 PSAs executed by the defendants are valid and that
the step-up provisions therein have been properly invoked”.

MMWEC is involved in various legal actions. Based on bond counsels’ opinions regarding the validity of the PSAs
and general counsel representations regarding the litigation, discussions with such counsel, and other considerations,
management believes that the ultimate resolution of such litigation will not have a material, adverse effect on the financial
position of MMWEC.

In November 1997, the Commonwealth of Massachusetts enacted legislation to restructure the electric utility industry.
MMWEC and the municipal light departments are not specifically subjected to the legislation. However, it is management’s
belief that industry restructuring and customer choice, promulgated within the legislation, will have an effect on
MMWEC and the Participant’s operations.

Other Issues

The Price-Anderson Act (the Act), a federal statute amended in 1988 to extend to the year 2002, mandates an
industry-wide program of liability insurance for nuclear facilities. The Act now provides approximately $6.1 billion for
public liability claims from a single incident at a nuclear facility. The $200 million primary layer of insurance for the
liability has been purchased in the commercial market. Secondary coverage of $9.9 billion is to be provided through an
$88.1 million per incident assessment of each of the currently licensed nuclear units in the United States. The
maximum assessment is $10 million per incident per unit in any year. The maximum assessment is subject to adjustment
for inflation every five years. MMWEC's interest in Millstone Unit 3 and Seabrook Station could result in a maximum
assessment of $4.2 and $10.2 million, limited to payments of $480,000 and $1.2 million per incident per year, respectively.

13



MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Insurance has been purchased from Nuclear Electric Insurance Limited (NEIL) to cover the cost of repair,
replacement, decontamination or premature decommissioning of utility property resulting from insured occurrences at
Millstone Unit 3 and Seabrook Station. The system is subject to retroactive assessments if losses exceed the accurnulated
funds available to the insurer. MMWEC is potentially subject to a $.5 and $1.7 million assessment for its participation
in Millstone Unit 3 and Seabrook Station, respectively, for excess property damage, decontamination and premature
decommissioning.

MMWEC is not currently covered under gradual pollution liability insurance related to MMWEC’s Stony Brook
power plant. Nothing has come to management’s attention concerning any material pollution liability claims made
during 1999 or outstanding as of December 31, 1999.

MMWEC has established a trust fund to enhance its Directors’ and Officers’ liability coverage. The purpose of the
fund is to make available funds for the purchase of Directors’ and Officers' liability insurance or indemnification of the
Directors or Officers.

(10) Year 2000 (Unaudited)

In 1998, MMWEC initiated a comprehensive plan (Plan) to identify, assess and remediate “Year 2000"issues within
each of its significant computer hardware and software systems and certain equipment containing micro-processors.
The Plan addressed the issue of computer systems and embedded computer chips that may be unable to distinguish
between the year 1900 and the year 2000 at the change of the millennium. MMWEC divided the Plan into five major
phases — inventory, assessment, remediation, testing and validation and contingency planning.” MMWEC completed the
assessment, planning, remediation, implementation and testing phases. Computer systems and equipment that were not
Year 2000 ready were replaced or reprogrammed.

MMWEC identified and contacted critical third party vendors and contractors regarding their plans and progress in
addressing their Year 2000 issues. Electronic data interchanges with third parties were reviewed for Year 2000 readiness.
MMWEC received varying information from such third parties on the state of readiness or expected readiness.
Contingency plans were developed by MMWEC to mitigate Year 2000-induced operational vulnerabilities.

MMWEC has not experienced any material Year 2000 problems or disruptions in its systems or operations, and the
costs incurred in addressing Year 2000 compliance have not been material. There can be no assurance, however, that
MMWEC will not experience Year 2000 problems that may have a material or adverse effect on the Company’s operations,
liquidity and financial condition.
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independent Auditors’ Report on Supplementary Information

The Board of Directors

Massachusetts Municipal Wholesale Electric Company

We have audited and reported separately herein on the financial statements of Massachusetts Municipal
Wholesale Electric Company as of and for the years ended December 31, 1999, 1998 and 1997.

Our audits were made for the purpose of forming an opinion on the basic financial statements of the
Massachusetts Municipal Wholesale Electric Company taken as a whole. The supplementary information included in
Schedules I through 111 is presented for purposes of additional analysis and is not a required part of the basic financial
statements. Such supplementary information has been subjected to the auditing procedures applied in the audit of the

basic financial statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial

statements taken as a whole.

KPMe LP

March 10, 2000
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MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

v P 4
Project
Year Ended December 31, 1999

tements OF Financial Position

Nuclear Nuclear Nuclear
{in Thousands) Service _ Mix1 Proj. 3 Proj. 4
ASSETS
Electric Plant
In Service $ 2.605 $ 60,133 $130,048 $259,630
Accumulated Depreciation (2298) (23053) (53259 (83,971)
307 36,480 76,789 175,659
Nuclear Fuel-Net of Amortization - 1,048 1,904 2,548
Total Flecmc Plam . ??07 _________ 37528 78 693 178,207
bpeaal Funds
Bond Fund
Interest, Principal and Retirement Account — 3,326 3,643 8,134
Reserve Account — 6,845 11,299 14,063
Reserve and Contingency Fund — 3,461 3,959 5,021
Revenue Fund — 4,895 6,205 10,871
_ Working Capital Funds 19993 — = —
_._9,993 18,527 25,106 38,089
Currem Assets
Cash and Temporary Investments 1,036 — — 1
Accounts Receivable 5,936 35 40 137
Unbilled Revenues 3,300 —_ _— —_
Inventories —_ 59 — 1,578
Advances to (from) Projects 2,146 (255) (464) (158)
Prepa.id Expenses 566 ~ 867 _____ 1,627 1,273
Total Current Assets 12984 706 1,203 2,831
Total 5peCial__ij}:l}:ldS and C_H}'_r__e_m Assels 32,97Z ________ 1_93_233 26 309 40,920
Deferred Charges
Amounts Recoverable (Payable)
Under Terms of the Power Sales _
Agreemnents 36,371 61,390 87 437 2,593
Unamortized Debt Discount
and Expenses 324 1,788 2,868 4,661
Nuclear Decommissioning Trusts — 2,818 5,336 3,786
__Othe;r _____________________ s 163 258 661
____________________________________________ 36,713 66,159 95899 11,701
$69,067 "7122 920 $200,901 $230,828
LIABILITIES
Long-Term Debt
Bonds Payab]e ___________________ $ o $110,465_ L $184.,670 $212.360
Current Liabilities
Current Maturities of
Long-Term Debt — 5,825 6,895 6,820
Commercial Paper 36,765 — — _
Notes Payable 82 — — —
Accounts Payable 1,308 130 157 1.357
Accrued Expenses 5,182 1,843 3,386 4,036
Member and Participant Advances
and Reserves 2_?,660 1760 _________ ;'7_12 2,312
o 69,997 _MQ,SSS 10,750 14,525
Deferlzd Cre_dua ____________ - 2897 5,481 3,043
$69,997 $122,920 $200,901 $230,828

| s eom mRm WS EXD oy KON GOR GOD GED REe O meu NN COR M NN MM GNY DON OO MR MDD WU B WIS MR SR UM WO mm Im ma RN KX IAD MR OF W DR B2 OE DR NN MO R Rm o kn me WmR NW S0 mrome |
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Nuclear Project Hydro Quebec

_ Proj:_ S _____________ N06 _______________ P eaking 1ntermedi_z§te _._y_\_/yman ______________ P @_a;‘q_l_] __________ Total

$71,038 $ 501,688 $ 56,380 $ 151,337 $ 7,341 $ — $1,240,200
~ (2_%_,9_60) (‘1.64(:_514) (38,230) (106_,860) _____ (4544) — ____(-_500,389)

47,978 337,174 18,150 44 477 2,797 —— 739,811

648 3,588 — — — — 9,?36

48,026 340,762 18,150 44477 ______ 2,797 e 749,547

2,451 18,810 2,534 6,236 293 p— 45427

4381 32,428 2,408 6,196 284 — 77,904

1,336 7,603 844 1,606 283 — 24,113

2,921 18,399 7.164 21,192 1,478 —_ 73,625

— — — — - 20) 19973

11,089 77,740 12,950 35,230 2,338 20) 241,042

— 2 — — — 42 1,081

35 189 - 41 67 100 6,580

— — — —_— — — 3,300

399 2,186 3,512 10,609 162 —— 18,505

(52) 279) (224) (684) 30 — —

324 1,769 13 22 9 — 6,470

706 3,867 3,301 9,088 208 142 35_,93@

11,795 81,607 16,251 45218 2,546 122 276978

6,187 44200 - (5,099) 6,933 (648) (799) 238,565

1.825 9,929 131 927 3) — 22,448

058 5,244 — o — — 18,142

170 957 34 3,227 37 783 6,308

9,140 60,330 (_‘_]'_,“934) 11,087 (616) (16) 285,463

$ 69,561 $ 482,699 $ 29,467 $ 100,782 $ 4,727 $ 106 $1,311,988

$ 64,635 $ 440 860 $m23,020 $ 81,375 $ 3,830 $ — $l,130,2_}§

1,925 13,935 3,720 8,390 360 — 47,870

— — —_ — — —_ 36,765

— —_ — — —_ 82

344 1,880 1,005 3,484 188 7 9,860
1,024 5,622 51 352 5 21,501

635 5,9‘%_1 1,671 7,181 344 99 46,915

3,928 27,378 6,447 19,407 897 106 162,993

908 5,461 - — = —_ 18,780

$ 69,561 $ 482,699 $ 29,467 $ 100,782 $ 4,727 $ 106 $1,311,088




MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY
Project Statements of Operations
Year Fnded December 31, 1999

Nuclear Nuclear Nuclear

(n Thousonds) SQrvi_c_e ___________ I\/hx 1 Proj. 3 Proj. 4
Revenues $ 41,447 $16,839 $27,360 $30,111
Interest Income 1370 _________ 1,359 L 1,714 2,509
Total Revenues and Interest Income $ 42.817 $18,198 $29.074 $32.620

Operating and Service Expenses:

Fuel Used in Electric Generation $ — $ 675 $ 1,212 $ 1,829
Purchased Power 36,860 —_ — —
Other Operating 1,606 4,059 7,355 7,426
Maintenance . 21 1,465 2,749 2,291
Depreciation 32 1,057 4,126 0417
Taxes Other Than Income 4 o 43% 790 1,048
_________________________________________________________ _3?_,523 __8 501 16,232 22,011
Interest Expense:
Interest Charges 782 5,872 10,316 12,427
Interest Charged to Projects
Duriggg(_)nstruction e - ) ) 7 3)
e s 5 870 ___________ 10309 12,424
Total Operating Costs and
Interest E>_<_1_)_€_£15€ ______________ 39,305 14,461 o 26,541 34,435
Other 18,874 - —_— —_—

Decrease (Increase) in Amounts
Recoverable Under the Power Sales
Agreements ~ (15,362) 3,737 2,533 (1,815)

$ 42,817 $18,198 $29,074 $32,620

* Allocation between Maintenance and Other Operating is not available.
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Nuclear Project
Proj5 No.6 .
$8,549 $56,948
668 4,820
$9,217 $61,768

Peaking Intermediate
$7,982 $39,546
751 2,016
$8,733 $41,562

Hydro Quebec

Schedule il

- Wyman Phase I Total
$2,791 $521 $232,094
____________ 142 60 15,409
$2,933 $581 $247,503

$465 $ 2,588 $1,684 $18,135 $1,702 § — $ 28,290
— — — — — 560 37,420
1,937 10,647 1,298 4,536 *503 — 39,367
580 3,174 178 4,749 — — 15,207
2,574 18,118 2273 6,304 231 — 45,032
265 1451 390 1,078 184 — 5,645
5,821 35,978 5,823 34802 2,620 560 170,961
3921 29,052 1,500 4,732 194 — 68,796
(1 (6) — — — — (19)
3,920 29,046 1,500 4,732 194 — 68,777
19,741 65,024 7323 39,534 2,814 560 239,738
— — — — — — 18,874
(524) (3,256) 1,410 2,028 119 21 (11,109)
$9,217 $61,768 $8,733 $41,562 $2,933 $581 $247,503
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MASSACHUSETTS MUNICIPAL WHOLESALE ELECTRIC COMPANY

Project Statements of Cash Flows
Year Ended December 31, 1999

Nuclear Nuclear Nuclear
(In Thousands) Service Mix 1 Proj. 3 Proj. 4
Cash flows from operating activities:
Total Revenues and Interest Income $ 42,817 $ 18,198 $ 29,074 $ 32,620
Total Costs and Expenses, net (58,179) (14,461) (26,541) (34,435)
Adjustments o arrive at net cash
provided by operating activities:
Depreciation and Decommissioning 32 2,222 4,603 10,103
Amortization o7 742 1,277 1,909
Change in current assets and liabilities:
Accounts Receivable (1,197) (16) 2 (130)
Unbilled Revenues 476 — — e
Inventories — ) — 37
Prepaid Expenses 39 , 145 246 586
Accounts Payable (2,528) 95 © 170 326
Accrued Expenses and Other (379 258 787 1,026
Member and Participant Advances
and Reserves 3,264) (348) (1,825) ©17)
Net cash provided by (used for) operating activities ~ (22,116) 6,834 7,793 11,051
Cash flows from investing activities:
Construction Expenditures and
Purchases of Nuclear Fuel (129 876) (1,658) (1,188)
Interest Charged to Projects
During Construction —_ ) (7 €))
Net (Increase) Decrease in Special Funds 5,935 129 461 (1,937)
Change in net Unrealized Gain (Loss) :
on Special Funds (58) (226) (431) (743)
Decommissioning Trust Payments — (400) (732) (871)
Other 188 126 239 186
Net cash prowded by (used for) investing activities 5,936 (1,249) (2,128) (4,556)
Cash flows from financing activities:
Payments for Principal of Long-Term Debt
and Commercial Paper (3,580) (5,583) (5,665) (6,495)
Proceeds from Commercial Paper 19,140 — —_— —
Payments for Commercial Paper Issue Costs (143) - — —_
Change in Notes Payable 82 — —_ —
Net cash provided by (used for) financing actmnes 15,499 (5,585) (5,665) (6,495)
Net increase (decrease) in cash and
temporary investmernts (681) — — —_
Cash and Temporary Investments
at Beginning of Year 1,717 — — 1
Cash and Temporary Investments
at End of Year $ 1,036 $ — $ — $ 1
Cash paid during the year for interest
(Net of amount capitalized as shown above) $ 640 $ 5,612 $ 9,922 $ 11,910
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Schedule it

Nuclear Project Hydro Quebec
Proj. 5 No. 6 Peaking Intermediate Wyman Phase 11 Total
$9217 $ 61,768 $8,733 $ 41,562 $ 2,933 $ 581 $ 247,503
(9,741) (65,024) (7,323) (39,534) (2,814) (560) (258,612)
2,747 19,068 2,256 6,239 232 — 47,502
546 3,003 48 236 1 — 7,829
(33) (179) 78 1,620 33) 6 98
— — — — — — 476
) (51) (1,290) (3,372) 2 — (4,758)
148 812 — )] 43 —_ 2,018
92 497 1,178 2,415 95 6 2,346
314 1,757 43 (366) 3) 24 3413
202) (2,122_) ______ ~ 278 2,800 (59) 36 (5,623)
3,079 19,529 4,001 11,599 37 ﬁ-S 42,192
(3on) (1,644) (41) (199) 1 — (6,037)
€)) (6) — — — — 19)
(559) 2,074 (304) (3,135) (10) €8 (1,495)
(210) (1,690) (126) (280) QD — (3,785)
(221) (1,205) — — — — (3,429)
47‘“ 256 — 45 — — 1,087:
(1,245) (6,363) (471) (3,569) (32) (1) (13,678)
(1,835) (13,165) (3,530) (8,030) (345) — (48,230)
— —_ — — — — 19,140
— — e — — — (143)
- - - T e e 82
(1,835) (13,165) (3,530) (8,030) (345) — (29,151)
¢)) i —_— — — 44 (637)
_________ 1 1 — — — @ 1,71§
$ — $ 2 R T $ — $ — $ 42 $ 1,081
$ 3,727 $ 28,003 $1421 $ 4,461 $ 189 5 — $ 65,885
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Copies of this report and supplementatl
financial information can be obtained, free
of charge, by writing to the Public
Affairs/Corporate Communications Office,
Massachusetts Municipal Wholesale Electric
Company, P.O. Box 426, Ludiow, MA 01056.
Phone: {(413) 589-0141; Fax: (413) 589-1585;
E-mail: mmwec@mmwec.org; Internet:
Www.mmwec.org.

All requests for information about MMWEC
should be directed to this office.
OMMWEC 2000.
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New England Power Company

New England Power Company, (the Company) a wholly owned subsidiary of National Grid USA
(formerly New England Electric System), is a Massachusetts corporation qualified to do business in
Massachusetts, New Hampshire, Rhode Island, Connecticut, Maine, and Vermont. The Company is subject,
for certain purposes, to the jurisdiction of the regulatory commissions of these six states, the Securities and
Exchange Commission, under the Public Utility Holding Company Act of 1935, the Federal Energy
Regulatory Commission, and the Nuclear Regulatory Commission. The Company's business is primarily the
transmission of electric energy in wholesale quantities to other electric utilities, principally its distribution
affiliates Granite State Electric Company, Massachusetts Electric Company, Nantucket Electric Company,
and The Narragansett Electric Company. The Company’s transmission business will also do business under
the name of National Grid Transmission USA.

Report of Independent Accountants
New England Power Company, Westborough, Massachusetts:

In our opinion, the accompanying balance sheets and the related statements of income, of retained
earnings, and cash flows present fairly, in all material respects, the financial position of New England Power
Company (the Company), a wholly owned subsidiary of National Grid USA (formerly New England Electric
System), at December 31, 1999 and 1998, and the results of its operations and its cash flows for each of the
three years in the period ended December 31, 1999 in conformity with accounting principles generally
accepted in the United States. 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 of these statements in accordance with auditing standards generally accepted in the
United States which 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, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for the opinion expressed above.

PricewaterhouseCoopers LLP
Boston, Massachusetts

March 6, 2000, except for Note B,
as to which the date is March 22, 2000



New England Power Company
Financial Review

Merger Agreement with National Grid

On March 22, 2000, the merger of New England Electric System (NEES) and The National Grid Group
plc (National Grid) was completed, with NEES (renamed National Grid USA) becoming a wholly owned
subsidiary of National Grid. New England Power Company (the Company) will maintain its existing name
and will remain a wholly owned subsidiary of National Grid USA. The merger is being accounted for by the
purchase method, the application of which, including the recognition of goodwill, is being pushed down and
reflected on the books of the National Grid USA subsidiaries, including the Company.

Merger Agreement with EUA

In February 1999, NEES, Eastern Utilities Associates (EUA), and Research Drive LLC (Research
Drive), a wholly owned subsidiary of NEES, entered into an Agreement and Plan of Merger (EUA
Agreement). Pursuant to the EUA Agreement, Research Drive will merge with and into EUA, with EUA
becoming a wholly owned subsidiary of National Grid USA.

The acquisition of EUA has received approval or support from EUA shareholders, the Federal Trade
Commission (FTC), the Federal Energy Regulatory Commission (FERC), the Nuclear Regulatory
Commission (NRC), the Connecticut Department of Public Utility Control, the Rhode Island Public Utilities
Commission, the Massachusetts Department of Telecommunications and Energy (MDTE), and the Vermont
Public Service Board (VPSB). An application has also been filed for approval with the Securities and
Exchange Commission (SEC), under the Public Utility Holding Company Act of 1935 (1935 Act). The
acquisition of EUA, including the consolidation of Montaup Electric Company (Montaup Electric), a wholly
owned subsidiary of EUA, into the Company, is expected to be completed following the receipt of an SEC
order approving the acquisition, which could come at any time. If the SEC order is not received in time to
close the transaction by April 28, 2000, the approval by the FTC, under the Hart-Scott-Rodino Antitrust
Improvements Act of 1976, as amended, expires and will have to be renewed prior to completion of the

acquisition.

Industry Restructuring

Pursuant to legislation enacted in Massachusetts, Rhode Island, and New Hampshire, and settlement
agreements approved by state and federal regulators (the Settlement Agreements), customers were granted
choice of power supplier in 1998. To facilitate the implementation of customer choice, the Settlement
Agreements provided for the termination of the Company’s all-requirements contracts with its affiliated
distribution companies. The Company’s all-requirements contracts with unaffiliated customers were also
generally terminated pursuant to settlement agreements or tariff provisions. However, the Company remains
obligated to provide transition power supply service at fixed rates to new customer load in Rhode Island. In
addition, as a result of the Settlement Agreements, the Company and its affiliate, The Narragansett Electric
Company, sold substantially all of their nonnuclear generating business (divestiture) in September 1998. As
part of the divestiture plan, New England Energy Incorporated sold its oil and gas properties in 1998,
resulting in a loss of approximately $120 million, before tax, which was reimbursed by the Company. The
Company also agreed to endeavor to sell its minority interest in three nuclear power plants and a 60 megawatt
interest in a fossil-fueled generating station in Maine.

In conjunction with the divestiture, the Company transferred to the buyer of its nonnuclear generating
business (the buyer) its entitlement to power procured under several long-term contracts in exchange for
monthly fixed payments by the Company averaging $9.5 million per month through January 2008 (having
a net present value at December 31, 1999 of approximately $704 million) toward the above-market cost of
those contracts. For certain contracts which have been formally assigned to the buyer, the Company has made
lump sum payments equivalent to the present value of the monthly fixed payment obligations of those
contracts (approximately $345 million), which were separate from the $704 million figure referred to above.



Under the Settlement Agreements, the Company is permitted to recover costs associated with its former
generating investments and related contractual commitments that were not recovered through the sale of those
investments ("stranded costs"). These costs are recovered from the Company’s wholesale customers through
contract termination charges (CTC) which the affiliated wholesale customers recover through delivery
charges to distribution customers. The recovery of the Company’s stranded costs is divided into several
categories. Unrecovered costs associated with generating plants (nuclear and nonnuclear) and most regulatory
assets will be fully recovered through the CTC by the end of 2000 and earn a return on equity averaging 9.7
percent. The Company’s obligation related to the above-market cost of purchased power contracts and nuclear
decommissioning costs are recovered through the CTC as such costs are actually incurred. As the CTC rate
declines, the Company, under certain of the Settlement Agreements, earns incentives based on successful
mitigation of its stranded costs. These incentives supplement the Company’s return on equity. Until such time
as the Company divests its operating nuclear interests, the Company will share with customers, through the
CTC, 80 percent of the revenues and operating costs related to the units, with shareholders retaining the
balance. For further information on the potential sale of the Vermont Yankee and Millstone 3 nuclear
generating units, refer to the “Nuclear Units” section below.

Accounting Implications
Because electric utility rates have historically been based on a utility's costs, electric utilities are subject

to certain accounting standards that are not applicable to other business enterprises in general. The Company
applies the provisions of Statement of Financial Accounting Standards No. 71, Accounting for the Effects
of Certain Types of Regulation (FAS 71), which requires regulated entities, in appropriate circumstances, to
establish regulatory assets, and thereby defer the income statement impact of certain charges or revenues
because they are expected to be collected or refunded through future customer billings. In 1997, the Emerging
Issues Task Force of the Financial Accounting Standards Board concluded that a utility that had received
approval to recover stranded costs through regulated rates would be permitted to continue to apply FAS 71
to the recovery of stranded costs.

As discussed above, the Company received authorization from the FERC to recover through CTCs
substantially all of the costs associated with its former generating business not recovered through the
divestiture. Additionally, FERC Order No. 888 enables transmission companies to recover their specific costs
of providing transmission service. Therefore, substantially all of the Company’s business, including the
recovery of its stranded costs, remains under cost-based rate regulation. Because of the nuclear cost-sharing
provisions related to the Company’s CTC, the Company ceased applying FAS 71 in 1997 to 20 percent of
its ongoing nuclear operations, the impact of which is immaterial.

As a result of applying FAS 71, the Company has recorded a regulatory asset for the costs that are
recoverable from customers through the CTC. At December 31, 1999, this amounted to approximately $1.3
billion, including $1.0 billion related to the above-market costs of purchased power contracts, $0.3 billion
related to accrued Yankee nuclear plant costs, and a smaller amount of other net CTC-related regulatory

assets.

In 1998, the Company concluded that its interests in the Millstone 3 and Seabrook 1 nuclear generating
units had little, if any, market value, based, in part, on the fact that proposed sales of nuclear units by other
utilities have required the seller to set aside amounts for decommissioning in excess of the proceeds from the
sale of the units. As a result, the Company recorded an impairment write-down in its reserve for depreciation
of approximately $390 million, representing the book value of Millstone 3 and Seabrook 1 at December 31,
1995, less applicable depreciation subsequent to that date.



Impact of Mergers on Transmission and CTC Rates

In March 2000, the MDTE approved the merger of Montaup Electric into the Company, which is
contingent upon the approval of the pending acquisition of EUA. Under a rate consolidation plan accepted
by the FERC in September 1999, upon National Grid USA’s acquisition of EUA, Montaup Electric's open
access transmission tariffs will adopt the same terms and conditions for service as those contained in the
Company's tariffs. Upon the merger of Montaup Electric into the Company, the combined company will
charge a single system transmission tariff based upon its total transmission costs. The CTC rates for the
companies will not initially be combined.

Overview of Financial Results

Net income for 1999 decreased $52 million compared with 1998 as a result of the continuing impacts
of the divestiture and the restructuring of the utility business. Partially offsetting the decrease is the recovery
of stranded cost mitigation incentives of approximately $25 million in 1999 compared with $10 million in
1998, as well as increased transmission revenues of approximately $13 million due to the elimination of
certain liabilities related to open access transmission tariffs.

Net income for 1998 decreased $22 million compared with 1997. This decrease was also primarily due
to the divestiture and reduced revenues as a result of industry restructuring.

Operating Revenue

Operating revenue for 1999 decreased $622 million compared with 1998 due to the divestiture and
reduced CTC charges. Partially offsetting these decreases is an increase in transmission revenues associated
with the elimination of certain liabilities related to open access transmission tariffs discussed above.

Operating revenue for 1998 decreased $460 million compared with 1997. This decrease was also the
result of the divestiture and reduced revenues due to industry restructuring, partially offset by the recovery
of stranded investments and increased transmission billings.

Operating Expenses
Operating expenses for 1999 decreased $543 million compared with 1998. The divestiture reduced all
categories of operating expenses in 1999, with the exception of depreciation and amortization expenses.

The decrease in fuel expense and purchased power costs reflects the divestiture and the assumption of
the Company’s obligations under most of its previously existing purchased power contracts by the buyer of
its nonnuclear generating business. The Company remains obligated to pay predetermined amounts to the
buyer related to the above-market cost of those contracts. In addition, the Company also remains obligated
under purchased power contracts with the four Yankee nuclear power companies, the costs of which
decreased $8 million in 1999, reflecting reduced costs from Maine Yankee and Connecticut Yankee, net of
increased costs of a 1999 refueling outage at Vermont Yankee.

In addition to the impact of the divestiture, which reduced nonnuclear generation operation and
maintenance expenses by $71 million, the decrease in other operation and maintenance expenses reflects
reduced general and administrative costs due primarily to workforce reductions and reduced charges from
New England Power Service Company following the divestiture. In addition, transmission costs decreased
$16 million in 1999 due to the assumption of transmission support agreements by the buyer and reduced
Independent System Operator-New England start-up costs. These decreases were partially offset by increased
costs of $3 million associated with the partially owned Millstone 3 and Seabrook 1 nuclear generating
facilities which experienced refueling outages in the second quarter of 1999,

Operating expenses for 1998 decreased $426 million compared with 1997 as a result of the divestiture,

reduced charges of $22 million from Maine Yankee, which was closed in mid-1997, and reduced charges of
$3 million and $12 million from the partially owned Seabrook 1 and Millstone 3 nuclear generating facilities,
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respectively. Operating expenses also decreased due to lower charges related to postretirement benefits other
than pensions (PBOPs), reflecting the completion of the accelerated amortization of the Company’s deferred
PBOP costs in 1997 under the terms of a 1995 rate agreement.

Depreciation and amortization expenses increased $3 million and 32 million in 1999 and 1998,
respectively, due to the recovery and amortization of generation-related stranded costs in those years being
greater than the depreciation and amortization of generation-related plant in the prior years. The increase is
also due to new transmission plant expenditures.

Interest Expense and Other Income
The decrease in interest expense in 1999 and 1998 was principally due to reduced long-term and short-

term debt as a result of the divestiture.

The increase in other income in 1999 and 1998 was due primarily to increased interest income resulting
from the reinvestment of the proceeds from the divestiture. In 1999, this was partially offset by reduced equity
income from nuclear power companies as a result of reductions in the rates of return for two of these

companies.

Nuclear Units

Nuclear Units Permanently Shut Down

Three regional nuclear generating companies in which the Company has a minority interest own nuclear
generating units that have been permanently shut down. These three units are as follows:

Future
Estimated
The Company's Billings to
Investment Date the Company

Unit % 3 (millions) Retired $ (millions)
Yankee Atomic 30 5 Feb 1992 7
Connecticut Yankee 15 16 Dec 1996 63
Maine Yankee 20 15 Aug 1997 128

In the case of each of these units, the Company has recorded a liability and an offsetting regulatory
asset reflecting the estimated future billings from the companies. In a 1993 decision, the FERC allowed
Yankee Atomic to recover its undepreciated investment in the plant, including a return on that investment,
as well as unfunded nuclear decommissioning costs and other costs. Maine Yankee recovers its costs,
including a return, in accordance with settlement agreements approved by the FERC in May 1999.
Connecticut Yankee filed a similar request with the FERC, to which several parties intervened in opposition.
In August 1998, a FERC Administrative Law Judge (ALJ) issued an initial decision which would allow for
full recovery of Connecticut Yankee's unrecovered investment, but precluded a return on that investment.
Connecticut Yankee, the Company, and other parties filed with the FERC exceptions to the ALJ's decision.
Should the FERC uphold the ALJ's initial decision in its current form, the Company’s share of the loss of the
return component would total approximately $12 million to $15 million before taxes for the entire recovery

period.

A Maine statute provides that if both Maine Yankee and its decommissioning trust fund have
insufficient assets to pay for the plant decommissioning, the owners of Maine Yankee are jointly and
severally liable for the shortfall.

Under the provisions of the Settlement Agreements, the Company recovers all costs, including
shutdown costs, that the FERC allows these Yankee companies to bill to the Company.



Operating Nuclear Units

The Company has minority interests in three operating nuclear generating units which the Company
is engaged in efforts to divest: Vermont Yankee, Millstone 3, and Seabrook 1. Uncertainties regarding the
future of nuclear generating stations, particularly older units, such as Vermont Yankee, have increased in
recent years and could adversely affect their service lives, availability, and costs. These uncertainties stem
from a combination of factors, including the acceleration of competitive pressures in the power generation
industry and increased NRC scrutiny. The Company performs periodic economic viability reviews of
operating nuclear units in which it holds ownership interests.

Vermont Yankee
The following table summarizes the Company’s interests in the Vermont Yankee Nuclear Power

Corporation:
(millions of dollars)

Equity Net Estimated Decommissioning
Ownership Equity Plant Decommissioning Fund License
Interest (%) Investment Assets Cost (in 1999%) Balance Expiration
20 11 34 86 42 2012

In November 1999, the Vermont Yankee Nuclear Power Corporation entered into an agreement with
AmerGen Energy Company (AmerGen), a joint venture between PECO Energy and British Energy, to sell
the assets of Vermont Yankee. Under the terms of the agreement, after a Vermont Yankee contribution toward
the plant’s decommissioning trust fund, AmerGen will take over the fund and assume responsibility for the
actual cost of decommissioning the plant. The agreement also requires the existing power purchasers
(including the Company) to continue to purchase the output of the plant or to buy out of the purchased power
obligation. In November 1999, the Company signed an agreement to buy out of its obligation, requiring future
payments which will be recovered through the Company’s CTC. The Company has recorded an accrued
liability and offsetting regulatory asset of $80 million for its share of future liabilities related to Vermont
Yankee, including the purchased power contract termination payment obligation, but excluding interest and
a return allowance. The proposed sale is contingent upon regulatory approvals by the NRC, the SEC, under
the 1935 Act, and the VPSB, among others.

Millstone 3
In July 1998, Millstone 3, which is operated by a subsidiary of Northeast Utilities (NU), returned to

full operation after being shut down for more than two years.

In August 1997, the Company sued NU in Massachusetts Superior Court for damages resulting from
the tortious conduct of NU that caused the shutdown of Millstone 3. The Company's claim for damages
included the costs of replacement power during the outage, costs necessary to return Millstone 3 to safe
operation, and other additional costs. Most of the Company's incremental replacement power costs have been
recovered from customers, either through fuel adjustment clauses or through provisions in the Settlement

Agreements.

In August 1997, the Company also sent a demand for arbitration to Connecticut Light & Power
Company and Western Massachusetts Electric Company, both subsidiaries of NU (subsidiaries), seeking
damages resulting from their breach of obligations under an agreement with the Company and others
regarding the operation and ownership of Millstone 3.

In November 1999, the Company, NU, and the subsidiaries executed an agreement which settled the
litigation and arbitration described above. Under the settlement, NU paid the Company approximately $24
million. In addition, NU also agreed to include the Company’s Millstone 3 interest when NU selis its
Millstone 3 interest at auction. Amounts received pursuant to a sale will, after reimbursement of the
Company’s transaction costs and net investment in Millstone 3, be credited to customers.
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Year 2000 Disclosure
In 1999, the NEES companies completed their remediation of the information systems (computer)

problem resulting from the fact that many software applications and operational programs written in the past
might not have recognized calendar dates associated with the year 2000 (Y2K). As a result of their
remediation efforts, the NEES companies have experienced no significant disruptions in any of their
enterprise or operational computer systems.

The NEES companies’ costs of making the necessary Y2K modifications were approximately $28
million. In addition, the NEES companies spent approximately $9 million (of which approximately $7 million
has been capitalized) related to the replacement of the human resources and payroll system, in part due to the

Y2K issue.

Risk Management

The Company's major financial market risk exposure is changing interest rates. Changing interest rates
will affect interest paid on variable rate debt. At December 31, 1999, the Company's variable rate long-term
debt had a carrying value and fair value of approximately $372 million, a weighted average interest rate of
3.73 percent, and maturity dates of greater than five years.

As discussed in the “Industry Restructuring” section, the Company remains obligated to provide
transition power supply service at fixed rates to new customer load in Rhode Island. The Company meets
these obligations by periodically procuring the necessary power supply at market prices. The Company
cannot predict whether the resulting revenues will be sufficient to cover the costs to procure such power.

Utility Plant Expenditures and Financing

Cash expenditures for utility plant totaled $57 million in 1999 and were primarily transmission-related.
The funds necessary for utility plant expenditures during the period were primarily provided by internal
funds. Cash expenditures for 2000 are estimated to be approximately $45 million, principally related to
transmission functions. Internally generated funds are expected to fully cover the Company’s capital

expenditures in 2000.

On February 8, 1999, the Company repurchased 130,000 shares of its common stock from NEES for
$18 million. Approximately $7 million of the repurchase price was charged to retained earnings.

On November 30, 1999, the Company declared a dividend of approximately $232 million, payable on
September 30, 2000, to the shareholders of record on September 29, 2000.

In 1999, the Company increased its short-term debt outstanding by $39 million. The Company has
regulatory approval from the SEC, under the 1935 Act, to issue up to $375 million of short-term debt. The
Company plans to seek the necessary regulatory approvals in 2000 which would allow the $39 million of
variable rate debt to remain outstanding through 2015. This would result in classifying the debt as long-term
rather than short-term.

At December 31, 1999, the Company had lines of credit and standby bond purchase facilities with
banks totaling $460 million which are available to provide liquidity support for $410 million of the
Company’s short-term and long-term bonds in tax-exempt commercial paper mode (including the $39 million
discussed above), and for other corporate purposes. There were no borrowings under these lines of credit at
December 31, 1999.



New England Power Company

Statements of Income

Year ended December 31 (In thousands) 1999 1998 1997
Operating revenue, principally from affiliates $ 596,341 $1,218,340 $ 1,677,903
Operating expenses:
Fuel for generation 12,803 223,828 372,734
Purchased electric energy:
Contract termination and nuclear
unit shutdown charges 187,777 97,469 43,876
Other 56,731 302,367 483,771
Other operation 70,936 155,065 241,506
Maintenance 28,536 60,239 89,820
Depreciation and amortization 103,080 99,924 98,024
Taxes, other than income taxes 20,282 48,492 67,311
Income taxes 37,633 73,594 90,009
Total operating expenses 517,778 1,060,978 1,487,051
Operating income 78,563 157,362 190,852
Other income:
Allowance for equity funds used during construction 1,958 633 -
Equity in income of nuclear power companies 2,939 5,284 5,189
Other income (expense), net 2,087 118 (3,404)
Operating and other income 85,547 163,397 192,637
Interest:
Interest on long-term debt 14,052 30,775 42,277
Other interest 1,003 10,688 7,055
Allowance for borrowed funds used during construction (522) (961) (1,238)
Total interest 14,533 40,502 48,094
Net income $ 71,014 $ 122,895 $ 144,543
Statements of Retained Earnings
Year ended December 31 (In thousands) 1999 1998 1997
Retained earnings at beginning of year $ 204,603 $ 407,630 $ 400,610
Net income 71,014 122,895 144,543
Dividends declared on cumulative preferred stock (94) (1,230) (2,075)
Dividends declared on common stock, $37.43, $20.25,
and $21.00 per share, respectively (241,415) (130,610) (135,448)
Premium on redemption of preferred stock 264 (264) -
Repurchase of common stock (7,085) (193,818) -
Retained eamnings at end of year $ 27,287 $ 204,603 $ 407,630

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



New England Power Company

Balance Sheets

At December 31 (In thousands) 1999 1998
Assets
Utility plant, at original cost $1,312,384 $ 1,262,461
Less accumulated provisions for depreciation and amortization 849,694 837,637
462,690 424,824
Construction work in progress 30,063 33,289
Net utility plant 492,753 458.113
Investments:
Nuclear power companies, at equity (Note D-1) 46,233 48,538
Decommissioning trust funds (Note D-2) 36,279 31,281
Nonutility property and other investments 7.248 8,302
Total investments 89.760 88.121
Current assets:
Cash and temporary cash investments (including
$59,039 and $109,911 with affiliates) 204,344 179,413
Accounts receivable:
Affiliated companies 73,444 107,878
Others 44,301 32,573
Fuel, materials, and supplies, at average cost 9,471 9,220
Prepaid and other current assets 39,315 21,569
Total current assets 370.875 350.653
Regulatory assets (Note C) 1,345,832 1,512,562
Deferred charges and other assets 3.445 5.339
$2.302.665 $2414.788
Capitalization and Liabilities
Capitalization:
Common stock, par value $20 per share,
Authorized - 6,449,896 shares
Outstanding - 3,619,896 and 3,749,896 shares $ 72,398 $ 74,998
Premium on capital stock 48,623 50,371
Other paid-in capital 183,937 190,852
Retained eamnings 27,287 204,603
Unrealized gain on securities, net 91 72
Total common equity 332,336 520,896
Cumulative preferred stock, par value $100 per share (Note H) 1,567 1,567
Long-term debt 371.771 371,765
Total capitalization 705.674 894.228
Current liabilities:
Short-term debt 38,500 -
Accounts payable (including $25,620 and $119,657 to affiliates) 63,212 162,360
Accrued labilities:
Taxes 3,889 15,009
Interest 3,378 2,440
Other accrued expenses (Note G) 15,693 20,086
Dividends pavable 232.365 24
Total current liabilities 357,037 199919
Deferred federal and state income taxes 179,686 165,115
Unamortized investment tax credits 19,060 30,870
Accrued Yankee nuclear plant costs (Note D-2) 277,932 242,138
Purchased power obligations 703,737 832,668
Other reserves and deferred credits 59,539 49,850
Commitments and contingencies (Note D)
$ 2,302,665 $ 2414788

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



New England Power Company

Statements of Cash Flows

Year ended December 31 (In thousands) 1999 1998 1997
Operating activities:
Net income $ 71,014 § 122895 § 144,543
Adjustments to reconcile net income to
net cash provided by operating activities:
Depreciation and amortization 108,789 104,331 101,186
Deferred income taxes and investment tax credits, net 14,111 (226,722) (12,728)
Allowance for funds used during construction (2,480) (1,594) (1,238)
Reimbursement to New England Energy Incorporated
of loss on sale of oil and gas properties - (120,900) -
Buyout of purchased power contracts (3,472) (326,590) -
Decrease (increase) in accounts receivable 22,706 130,914 (25,128)
Decrease (increase) in fuel, materials, and supplies (251) (10,270) 11,217
Decrease (increase) in prepaid and other current assets (17,746) (8,778) 7,213
Increase (decrease) in accounts payable (99,148) (31,761) (18,105)
Increase (decrease) in other current liabilities (14,575) 5,037 (1,905)
Other, net (3,995) (49,611) 19,919
Net cash provided by (used in) operating activities $ 74,953 §$ (413,049) § 224,974
Investing activities:
Proceeds from sale of generating assets $ - $1,688,83 §$ -
Plant expenditures, excluding allowance
for funds used during construction (56,887) (64,446) (69,863)
Other investing activities (4,411) (5,474) (4,040)
Net cash provided by (used in) investing activities $(61,298) $1,618943 § (73,903)
Financing activities:
Capital contribution from parent $ - § 34881 % -
Dividends paid on common stock (9,050) (166,084) (127,386)
Dividends paid on preferred stock (118) (1,206) (2,075)
Changes in short-term debt 38,500 (111,250) 17,650
Long-term debt - retirements - (328,000) (38,500)
Repurchase of common shares (18,056) (417,960) -
Preferred stock - retirements - (38,505) -
Premium on reacquisition of long-term debt - - (2,163)
Net cash provided by (used in) financing activities $ 11,276 $(1,028,124) $(152,474)
Net increase (decrease) in cash and cash equivalents $24931 $ 177,770 § (1,403)
Cash and cash equivalents at beginning of year 179,413 1,643 3,046
Cash and cash equivalents at end of year $204,344 $ 179413 $§ 1,643
Supplementary Information:
Interest paid less amounts capitalized $ 11,849 § 43419 § 46,033
Federal and state income taxes paid $ 55,134 $ 282,076 § 109,109
Dividends received from investments at equity $ 5243 § 6,571 & 3,267

The accompanying notes are an integral part of these financial statements.
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New England Power Company
Notes to Financial Statements

Note A - Significant Accounting Policies

1. Nature of Operations:

New England Power Company (the Company), a wholly owned subsidiary of National Grid USA
(formerly New England Electric System (NEES)), is a Massachusetts corporation qualified to do business
in Massachusetts, New Hampshire, Rhode Island, Connecticut, Maine, and Vermont. The Company is subject,
for certain purposes, to the jurisdiction of the regulatory commissions of these six states, the Securities and
Exchange Commission (SEC), under the Public Utility Holding Company Act of 1935 (1935 Act), the
Federal Energy Regulatory Commission (FERC), and the Nuclear Regulatory Commission (NRC). The
Company's business is primarily the transmission of electric energy in wholesale quantities to other electric
utilities, principally its distribution affiliates Granite State Electric Company, Massachusetts Electric
Company, Nantucket Electric Company, and The Narragansett Electric Company (Narragansett Electric). In
addition, the Company also owns minority interests in two joint owned nuclear generating units as well as
minority equity interests in four nuclear generating companies (Yankees), three of which own generating
facilities that are permanently shut down. The output from these generating facilities is sold to third parties.

2. System of Accounts:
The accounts of the Company are maintained in accordance with the Uniform System of Accounts

prescribed by regulatory bodies having jurisdiction.

In preparing the financial statements, management is required to make estimates that affect the reported
amounts of assets and liabilities and disclosures of asset recovery and contingent liabilities as of the date of
the balance sheets, and revenues and expenses for the period. These estimates may differ from actual amounts
if future circumstances cause a change in the assumptions used to calculate these estimates. In addition,
certain presentation adjustments have been made to conform prior years with the 1999 presentation.

3. Allowance for Funds Used During Construction (AFDC):

The Company capitalizes AFDC as part of construction costs. AFDC represents the composite interest
and equity costs of capital funds used to finance that portion of construction costs not yet eligible for
inclusion in rate base. AFDC is capitalized in "Utility plant" with offsetting noncash credits to "Other
income" and "Interest." This method is in accordance with an established rate-making practice under which
a utility is permitted a return on, and the recovery of, prudently incurred capital costs through their ultimate
inclusion in rate base and in the provision for depreciation. The composite AFDC rates were 7.6 percent, 6.1
percent, and 5.9 percent in 1999, 1998, and 1997, respectively.
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4. Depreciation and Amortization:
The depreciation and amortization expense included in the statements of income is composed of the

following:

Year ended December 31 (In thousands) 1999 1998 1997
Depreciation - transmission related $ 13,222 § 12,553 $ 11,828
Depreciation - all other 1,286 46,256 68,432
Nuclear decommissioning costs (Note D-2) 3,637 2,719 2,638
Amortization:
Seabrook 2 property losses - - 113
Millstone 3 additional amortization,
pursuant to 1995 rate settlement - 22,040 15,013
Regulatory assets covered by contract
termination charges (Note C) 84,935 16,356 -
Total depreciation and amortization expense $103,080 $ 99,924 $ 98,024

Depreciation is provided annually on a straight-line basis. The provision for depreciation as a
percentage of weighted average depreciable transmission property was 2.3 percent in 1999, 1998, and 1997.
Amortization of Seabrook and Millstone 3 investments above normal depreciation accruals and amortization
of regulatory assets covered by contract termination charges (CTC) was in accordance with rate settlement
agreements.

5. Cash:
The Company classifies short-term investments with a maturity of 90 days or less as cash.

Note B - Merger Agreements with National Grid and EUA

Merger Agreement with National Grid

On March 22, 2000, the merger of NEES and The National Grid Group plc (National Grid) was
completed, with NEES (renamed National Grid USA) becoming a wholly owned subsidiary of National Grid.
The Company will maintain its existing name and will remain a wholly owned subsidiary of National Grid
USA. The merger is being accounted for by the purchase method, the application of which, including the
recognition of goodwill, is being pushed down and reflected on the books of the National Grid USA
subsidiaries, including the Company.

Merger Agreement with EUA

In February 1999, NEES, Eastern Utilities Associates (EUA), and Research Drive LLC (Research
Drive), a wholly owned subsidiary of NEES, entered into an Agreement and Plan of Merger (EUA
Agreement). Pursuant to the EUA Agreement, Research Drive will merge with and into EUA, with EUA
becoming a wholly owned subsidiary of National Grid USA.

The acquisition of EUA has received approval or support from EUA shareholders, the Federal Trade
Commission (FTC), the FERC, the NRC, the Connecticut Department of Public Utility Control, the Rhode
Island Public Utilities Commission, the Massachusetts Department of Telecommunications and Energy, and
the Vermont Public Service Board (VPSB). An application has also been filed for approval with the SEC,
under the 1935 Act. The acquisition of EUA, including the consolidation of Montaup Electric Company, a
wholly owned subsidiary of EUA, into the Company, is expected to be completed following the receipt of
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an SEC order approving the acquisition, which could come at any time. If the SEC order is not received in
time to close the transaction by April 28, 2000, the approval by the FTC, under the Hart-Scott-Rodino
Antitrust Improvements Act of 1976, as amended, expires and will have to be renewed prior to completion

of the acquisition.

Note C - Industry Restructuring

Pursuant to legislation enacted in Massachusetts, Rhode Island, and New Hampshire, and settlement
agreements approved by state and federal regulators (the Settlement Agreements), customers were granted
choice of power supplier in 1998. To facilitate the implementation of customer choice, the Settlement
Agreements provided for the termination of the Company’s all-requirements contracts with its affiliated
distribution companies. The Company’s all-requirements contracts with unaffiliated customers were also
generally terminated pursuant to settlement agreements or tariff provisions. However, the Company remains
obligated to provide transition power supply service at fixed rates to new customer load in Rhode Island. In
addition, as a result of the Settlement Agreements, the Company and its affiliate, Narragansett Electric, sold
substantially all of their nonnuclear generating business (divestiture) in September 1998. As part of the
divestiture plan, New England Energy Incorporated sold its oil and gas properties in 1998, resulting in a loss
of approximately $120 million, before tax, which was reimbursed by the Company. The Company also agreed
to endeavor to sell its minority interest in three nuclear power plants and a 60 megawatt interest in a fossil-

fueled generating station in Maine.

In conjunction with the divestiture, the Company transferred to the buyer of its nonnuclear generating
business (the buyer) its entitlement to power procured under several long-term contracts in exchange for
monthly fixed payments by the Company averaging $9.5 million per month through January 2008 (having
a net present value at December 31, 1999 of approximately $704 million) toward the above-market cost of
those contracts. For certain contracts which have been formally assigned to the buyer, the Company has made
lump sum payments equivalent to the present value of the monthly fixed payment obligations of those
contracts (approximately $345 million), which were separate from the $704 million figure referred to above.

Under the Settlement Agreements, the Company is permitted to recover costs associated with its former
generating investments and related contractual commitments that were not recovered through the sale of those
investments ("stranded costs"). These costs are recovered from the Company’s wholesale customers through
CTCs which the affiliated wholesale customers recover through delivery charges to distribution customers.
The recovery of the Company’s stranded costs is divided into several categories. Unrecovered costs

_associated with generating plants (nuclear and nonnuclear) and most regulatory assets will be fully recovered
through the CTC by the end of 2000 and earn a return on equity averaging 9.7 percent. The Company’s
obligation related to the above-market cost of purchased power contracts and nuclear decommissioning costs
are recovered through the CTC as such costs are actually incurred. As the CTC rate declines, the Company,
under certain of the Settlement Agreements, earns incentives based on successful mitigation of its stranded
costs. These incentives supplement the Company’s return on equity. Until such time as the Company divests
its operating nuclear interests, the Company will share with customers, through the CTC, 80 percent of the
revenues and operating costs related to the units, with shareholders retaining the balance. For further
information on the potential sale of the Vermont Yankee and Millstone 3 nuclear generating units, refer to
the “Nuclear Units” section below.

Accounting Implications

Because electric utility rates have historically been based on a utility's costs, electric utilities are subject
to certain accounting standards that are not applicable to other business enterprises in general. The Company
applies the provisions of Statement of Financial Accounting Standards No. 71, Accounting for the Effects
of Certain Types of Regulation (FAS 71), which requires regulated entities, in appropriate circumstances, to
establish regulatory assets, and thereby defer the income statement impact of certain charges or revenues
because they are expected to be collected or refunded through future customer billings. In 1997, the Emerging
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Issues Task Force of the Financial Accounting Standards Board concluded that a utility that had received
approval to recover stranded costs through regulated rates would be permitted to continue to apply FAS 71
to the recovery of stranded costs.

As discussed above, the Company received authorization from the FERC to recover through CTCs
substantially all of the costs associated with its former generating business not recovered through the
divestiture. Additionally, FERC Order No. 888 enables transmission companies to recover their specific costs
of providing transmission service. Therefore, substantially all of the Company’s business, including the
recovery of its stranded costs, remains under cost-based rate regulation. Because of the nuclear cost-sharing
provisions related to the Company’s CTC, the Company ceased applying FAS 71 in 1997 to 20 percent of
its ongoing nuclear operations, the impact of which is immaterial.

As a result of applying FAS 71, the Company has recorded a regulatory asset for the costs that are
recoverable from customers through the CTC. At December 31, 1999, this amounted to approximately $1.3
billion, including $1.0 billion related to the above-market costs of purchased power contracts, $0.3 billion
related to accrued Yankee nuclear plant costs, and a smaller amount of other net CTC-related regulatory

assets.

In 1998, the Company concluded that its interests in the Millstone 3 and Seabrook 1 nuclear generating
units had little, if any, market value, based, in part, on the fact that proposed sales of nuclear units by other
utilities have required the seller to set aside amounts for decommissioning in excess of the proceeds from the
sale of the units. As a result, the Company recorded an impairment write-down in its reserve for depreciation
of approximately $390 million, representing the book value of Milistone 3 and Seabrook 1 at December 31,
1995, less applicable depreciation subsequent to that date.

Note D - Commitments and Contingencies

1. Yankee Nuclear Power Companies

The Company has minority interests in four Yankee Nuclear Power Companies. These ownership
interests are accounted for on the equity method. The Company’s share of the expenses of the Yankees is
accounted for in “Purchased electric energy” on the income statement. A summary of combined results of
operations, assets, and liabilities of the four Yankees is as follows:

(In thousands) 1999 1998 1997
Operating revenue $ 377,039 $ 439,046 $ 660,742
Net income $ 13,890 $ 23218 $ 29,959
Company's equity in net income $ 2,939 3 5,284 $ 5,189
Net plant 172,100 171,582 204,689
Other assets 2,631,750 2,810,613 3,100,589
Liabilities and debt (2,554,261) (2,723,454) (3,036,845)
Net assets $ 249,589 $ 258,741 $ 268,433
Company's equity in net assets $ 46,233 $ 48,538 $ 49,825
Company's purchased electric energy:

Vermont Yankee $ 37,551 $§ 35,108 § 31,240

All other Yankees $ 37,765 $ 48,543 $ 75,900

At December 31, 1999, $12 million of undistributed earnings of the nuclear power companies were
included in the Company's retained earnings.
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2. Nuclear Units

Nuclear Units Permanently Shut Down
Three regional nuclear generating companies in which the Company has a minority interest own nuclear

generating units that have been permanently shut down. These three units are as follows:

Future
Estimated
The Company's Billings to
Investment Date the Company
Unit % $ (millions) Retired $ (millions)
Yankee Atomic 30 5 Feb 1992 7
Connecticut Yankee 15 16 Dec 1996 63
Maine Yankee 20 15 Aug 1997 128

In the case of each of these units, the Company has recorded a liability and an offsetting regulatory
asset reflecting the estimated future billings from the companies. In a 1993 decision, the FERC allowed
Yankee Atomic to recover its undepreciated investment in the plant, including a return on that investment,
as well as unfunded nuclear decommissioning costs and other costs. Maine Yankee recovers its costs,
including a return, in accordance with settlement agreements approved by the FERC in May 1999.
Connecticut Yankee filed a similar request with the FERC, to which several parties intervened in opposition.
In August 1998, a FERC Administrative Law Judge (ALJ) issued an initial decision which would allow for
full recovery of Connecticut Yankee's unrecovered investment, but precluded a return on that investment.
Connecticut Yankee, the Company, and other parties filed with the FERC exceptions to the ALJ's decision.
Should the FERC uphold the ALJ's initial decision in its current form, the Company’s share of the loss of the
return component would total approximately $12 million to $15 million before taxes for the entire recovery

period.

A Maine statute provides that if both Maine Yankee and its decommissioning trust fund have
insufficient assets to pay for the plant decommissioning, the owners of Maine Yankee are jointly and

severally liable for the shortfall.

Under the provisions of the Settlement Agreements, the Company recovers all costs, including
shutdown costs, that the FERC allows these Yankee companies to bill to the Company.

Operating Nuclear Units
The Company has minority interests in three operating nuclear generating units which the Company

is engaged in efforts to divest: Vermont Yankee, Millstone 3, and Seabrook 1. Uncertainties regarding the
future of nuclear generating stations, particularly older units, such as Vermont Yankee, have increased in
recent years and could adversely affect their service lives, availability, and costs. These uncertainties stem
from a combination of factors, including the acceleration of competitive pressures in the power generation
industry and increased NRC scrutiny. The Company performs periodic economic viability reviews of
operating nuclear units in which it holds ownership interests.
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Vermont Yankee
The following table summarizes the Company’s interests in the Vermont Yankee Nuclear Power

Corporation:

(millions of dollars)

Equity Net Estimated Decommissioning
Ownership Equity Plant Decommissioning Fund License
Interest (%) Investment Assets Cost (in 1999%) Balance Expiration
20 11 34 86 42 2012

In November 1999, the Vermont Yankee Nuclear Power Corporation entered into an agreement with
AmerGen Energy Company (AmerGen), a joint venture between PECO Energy and British Energy, to sell
the assets of Vermont Yankee. Under the terms of the agreement, after a Vermont Yankee contribution toward
the plant’s decommissioning trust fund, AmerGen will take over the fund and assume responsibility for the
actual cost of decommissioning the plant. The agreement also requires the existing power purchasers
(including the Company) to continue to purchase the output of the plant or to buy out of the purchased power
obligation. In November 1999, the Company signed an agreement to buy out of its obligation, requiring future
payments which will be recovered through the Company’s CTC. The Company has recorded an accrued
liability and offsetting regulatory asset of $80 million for its share of future liabilities related to Vermont
Yankee, including the purchased power contract termination payment obligation, but excluding interest and
a return allowance. The proposed sale is contingent upon regulatory approvals by the NRC, the SEC, under
the 1935 Act, and the VPSB, among others.

Millstone 3
In July 1998, Millstone 3, which is operated by a subsidiary of Northeast Utilities (NU), returned to

full operation after being shut down for more than two years.

In August 1997, the Company sued NU in Massachusetts Superior Court for damages resulting from
the tortious conduct of NU that caused the shutdown of Millstone 3. The Company's claim for damages
included the costs of replacement power during the outage, costs necessary to return Millstone 3 to safe
operation, and other additional costs. Most of the Company's incremental replacement power costs have been
recovered from customers, either through fuel adjustment clauses or through provisions in the Settlement
Agreements.

In August 1997, the Company also sent a demand for arbitration to Connecticut Light & Power
Company and Western Massachusetts Electric Company, both subsidiaries of NU (subsidiaries), seeking
damages resulting from their breach of obligations under an agreement with the Company and others
regarding the operation and ownership of Millstone 3.

In November 1999, the Company, NU, and the subsidiaries executed an agreement which settled the
litigation and arbitration described above. Under the settlement, NU paid the Company approximately $24
million. In addition, NU also agreed to include the Company’s Millstone 3 interest when NU sells its
Millstone 3 interest at auction. Amounts received pursuant to a sale will, after reimbursement of the
Company’s transaction costs and net investment in Millstone 3, be credited to customers.

Nuclear Decommissioning

The Company is liable for its share of decommissioning costs for Millstone 3, Seabrook 1, and all of
the Yankees. Decommissioning costs include not only estimated costs to decontaminate the units as required
by the NRC, but also costs to dismantle the uncontaminated portion of the units. The Company records
decommissioning costs on its books consistent with its rate recovery. The Company is recovering its share
of projected decommissioning costs for Millstone 3 and Seabrook 1 through depreciation expense. In
addition, the Company is paying its portion of projected decommissioning costs for all of the Yankees
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through purchased power expense. Such costs reflect estimates of total decommissioning costs approved by
the FERC.

In New Hampshire, legislation was enacted in 1998 which makes owners of Seabrook 1, in which the
Company owns a 10 percent interest, proportional guarantors for decommissioning costs in the event that an
owner without a franchise service territory fails to fund its share of decommissioning costs. Currently, a
single owner of an approximate 12 percent share of Seabrook 1 has no franchise service territory. The impact
of this legislation to the Company is not considered material to its financial position or results of operation.

The Nuclear Waste Policy Act of 1982 establishes that the federal government (through the Department
of Energy (DOE)) is responsible for the disposal of spent nuclear fuel. The federal government requires the
Company to pay a fee based on its share of the net generation from the Millstone 3 and Seabrook 1 nuclear
generating units. Prior to 1998, the Company recovered this fee through its fuel clause. Under the Settlement
Agreements, substantially all of these costs are recovered through CTCs. Similar costs are billed to the
Company by Vermont Yankee and are also recovered from customers through CTCs. In 1997, ruling on a
lawsuit brought against the DOE by numerous utilities and state regulatory commissions, the U.S. Court of
Appeals for the District of Columbia held that the DOE was obligated to begin disposing of utilities’ spent
nuclear fuel by January 1998. The DOE failed to meet this deadline and is not expected to have a temporary
or permanent repository for spent nuclear fuel before 2010, at the earliest. Many utilities, including Yankee
Atomic, Connecticut Yankee, and Maine Yankee, are plaintiffs in on-going litigation related to the DOE's

failure to accept spent nuclear fuel.

Decommissioning Trust Funds
Each nuclear unit in which the Company has an ownership interest has established a decommissioning

trust fund or escrow fund into which payments are being made to meet the projected costs of
decommissioning. The table below lists information on the two operating nuclear plants in which the

Company is a joint owner.

The Company’s share of (millions of dollars)

The Company’s Net Estimated Decommissioning
Ownership Plant Decommissioning Fund License
Unit Interest (%) Assets Cost (in 1999 §) Balances* Expiration
Millstone 3 12 12%* 76 23 202