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HIGHLIGHTS

1994

FINANCIAL DATA ($ in thousands)
Operating Revenues
Consolidated Net Earnings
Return on Average Common Equity
Common Shareholder Equity-

% of Capitalization (Year-End)

Total Assets
Cash Construction Expenditures

COMMON SHARE DATA
Consolidated Earnings per Share
Dividends Paid per Share
Annual Dividend Rate
[otal Common Shares Outstanding
Average Common Shares Traded Daily
Book Value per Share (Year-End)
Market Price *High

ol ow
¢ Year End

OPERATING DATA

Total Primary Sales (mwh)

System Requirements (mwh)

System Peak Demand (mw)

System Reserve Margin (At Peak)

System Load Factor

Customers (Year-End)

Emplovees (Year-End) - Core Electric
- Energy Related
- orporate

$ 564278
7,370
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42.8%

1,234,049
50,519
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$ 1.515
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4,352,000
4,599,000
854

37.1%
61.5%

291,799

541,964
34,11

13.2%

34.5%
1,203,320
71,365

279,000
4,520,000
849
46.1%
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.:BUSINESSES AND STRATEGIES

Overview

A4

A carefully crafted strategic plan provides
the framework which led to our current
business unit structure and which will
guide our future success.
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Core Electric Business




Our Core Electric Business
provides a solid base on
which to build

Energy Related Business

£

EARNINGS CONTRIBUTION COMPARISON
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EUA has emerged as
a diversified energy
services company

Ve continue to seek new
energy related investment
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SELECTED CONSOLIDATED FINANCIAL DATA®

Years Ended December
In Thousands Except Common Share Data 1994

INCOME STATEMENT DATA:
Operating Revenues $ 564278
Operating Income 73,130
Consolidated Net Earnings (Loss) 47,370

BALANCE SHEET DATA:
Plant in Service 1,020,859 1,0 1,002,71 726 OK5,138
Construction Work in Progress 8,389 W ), 881 6,809
Gross Utility Plant 1,029,248 1,025,181 1,007 7,607 991,947
Accumulated Depreciation and
Amortization 304,034 296,995 ‘ 251,503 241,128
Net Utility Plant 725214 728, 18¢ 2 750,819
Total Assets 1,234,049 1,203,13 203,320 1,163 1,094,740

CAPITALIZATION:
Long-Term Debt - Net ek )81 462 488 452
Redeemable Preferred Stock - Net 5,053 26 980
Non-Redeemable Preferred Stock - Net ) 15,850
Common Equity 333,165 / 248 598
Total Capitalization 1,93 7R2 880
Short-Term Debt 7,1 ] 72,449

COMMON SHARE DATA:
Consolidated Earnings {Loss) per Average
Common Share $ 241 % . ‘ 1.58
Average Number of Shares Qutstanding 19,671,970
Retum on Average Common Equity 13.6%
Market Price — High 27%
l OW :I A
Year-End 22

Dividends Paid per Share 1.515




~+ MANAG=MENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
. AND REViEW OF OPERATIONS

Overview
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subsidiaries can help our customers stay
competitive and continue their contributions
to the region’s economy
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6.0% in 1994, Indirect expenses of this business unit
increased by approximately $900,000 due primarily to
increased FAS106 expenses and Montaup C&LM and
power contract expenses aggregating $3.2 million. Partially
offsetting these increases was a $2.3 million decrease in
jointly owned generating unit expenses.

Energy Related Business: EUA Cogenex’s O&M expenses

for 1994 increased by
EUA Cogenex's contribution 7 mﬂhon This
to Consolidated Net AR ot i .

g A marily to the opera-
Earnings grew 18% in 1994 tions of EUA Day and
NEM offset by a

reduction in expenses related to lower project sales recog-
nized in 1994. Research and Development expenses of EUA
Energy Investment Corporation (EUA Energy) decreased
$700,000 in 1994.

Corporate: Direct Controllable expenses of this business
unit increased by $2.8 million due largely to our decision to
expense one-ime computer software development and
hardware buy-out costs aggregating $1.9 million in 1994.
Indirect expenses were down by $1.5 million due primarily
to a decrease in pension expense.

Interest Charges: Interest on long-term debt for 1994
decreased approximately $2.5 million or 6.1%, compared to
1993. This decrease was due primarily to the full year
impact of Eastern Edison’s 1993 refinancing of $195 million
of long-term debt at lower rates and Newport’s January
1994 issuance of $7.9 million of variable rate Electric Energy
Facilities Revenue Refunding Bonds due 2011.

Offsetting these declines somewhat was the issuance by
EUA Cogenex of $50 million of 7% Unsecured Notes in
October 1993
Income Taxes: EUA files a consolidated federal income tax
return for the EUA System. EUA's 1994 composite federal
and state effective tax rate was approximately 29% com-
pared to approximately 27.3% in 1993. This increase is pri-
marily attributable to the net decrease in the income recog-
nition of Investment Tax Credits (ITC) in 1994 versus 1993,
In 1993 EUA recognized income of approximately $4.9 mil-
lion, representing a portion of the expected utilization of
EUA Power Corporation’s (EUA Power, now known as
Great Bay Power Corporation) ITC, to reduce FUA’s 1993
consolidated tax liability. In 1994 EUA Ocean State
Corporation (EUA Ocean State) recognized $3.9 million of
ITC related to its investment in the Ocean State Power
Project (OSP). These credits, for both vears, are included in

12

Other Income and Deduction-Net on the Consolidated
Statement of Income. The System has no remaining ITC car-
ryforwards available.

Other Items: Depreciation and Amortization expense
increased by $1.7 million or 3.9% in 1994. Increased EUA
Cogenex depreciation and amortization expense of $2.4 mil-
lion was offset somewhat by a decrease in amortization
expense of Montaup related to its Seabrook Unit Il loss
amortization which was completed in 1993. The EUA
Cogenex increase was due primarily to the operations of
EUA Day and NEM.

Equity in Earnings of Jointly Owned Companies decreased
in 1994 by approximately $1.7 million due primarily to lower
earnings on EUA Ocean State’s investment in OSP.

Other Income (Deductions)-Net increased by $3.6 million
in 1994 due to: (i) a decrease in tax expense recorded as
other deductions ot approximately $2.0 million; (ii)
increased EUA Cogenex interest income and management
fee income aggregating approximately $900,000; (iii) a settle-
ment of $900,000 received in 1994 from the Vermont Electric
Generation and Transmission Cooperative, Inc. related to
Seabrook Nucloar Project payments previously withheld;
and (iv) the 1994 income recognition of $900,000 of capital-
ized costs related to nuclear fuel buyouts which were previ-
ously deferred. These impacts were partially offset by a net
decrease of $1.0 million in ITC utilized in 1994 versus 1993,
as previously discussed.

The Preferred Dividend requirement of the retail sub-
sidiaries decreased by approximately $1.0 million or 29.6%
in 1994 due to a full-year impact of Eastern Edison’s 1993
Preferred Stock financing activity.

Expenses 1993 vs. 1992
Fuel And Purchased Power: Fuel expense decreased
approximately $11.5 million or 11.9%, from 1992, due largely
to a decrease in total System generation resulting from out-
ages expenienced by company-owned units. Canal Unit 2,
which is 50% owned by Montaup, began a scheduled out-
age on February 13, 1993, and returned to service on April 5,
1993 while Somerset Unit No. 6, a wholly-owned unit of
Montaup, was out of service for most of 1993 due to unan-
ticipated waterwall restoration. Also, Somerset Unit 5 was
out of service for five months prior to being placed in deacti-
vated reserve on January 25, 1994. Offsetting these decreases
in fuel exj-ense somewhat was a 3.7% increase in Montaup's
average cost of fuel for the period.

Purchased Power expense decreased $2.3 million or 1.6%
from 1992 primarily due to a $2.9 million decrease in
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Our wholesale rate reduction which is passed
through to end-users by our Retail Business
subsidiaries can help our customers stay
competitive and continue their contributions
to the re~ion’s economy
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Core Electric Business: O
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million n 1994 from the 1ssuance and sale of 424,942 com
mon shares primarily through its Dividend Reinvestment
ind Common Share Purchase Plans

In January 1994 EUA issued 464,579 common shares in

onnection with the acquisition of NEM by EUA Cogenex

See “Energy Related Businesses” below tor maore details

Financial Condition And Liquidity: The EUA System's

need 1or permanent capital 1s primariiv re lated to invest
ments 1n faciities required to meet the needs of its existing

{ 3
INA future Customers

Core Electric Business: For 1994, 1993 and 1992, the Core

Electric Business cash constructior expenditures were $33
million, $32.4 million and $22.5 million, respectively
In 1994, internally generated funds available after the pay
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g 1 .4 1007 ra .
M5, 199 and | \ Cogenex acquired certain energy services assets of Citizens
Conservation Corporation of Boston in exchange for pre
W A ] - | - 1 - { -
N require terred stock of a newly tormed subsidiary of EUA Cogenex

Lontnueda growtn at &4 genex may requ Citizens Conservation Services, which will utilize those

tornal fina Ny 11 1 Oy 10y . 1 . y .
external finan nt 1796 me Tram ts. EUA Cogenex has also applied for authorization

mondi b > nd enero \ !
UChon expenanures and energy relatex o m the Securities and Exchange Commussion (SEC) to

d requirements tor scheduled cash sin

mandatory redemption Of securities ! s
= P ' In early 1995 the SEC removed the last
ind 1YY are 5.5 muiion, »Y.2 mil "n o . ~
illion, respectively.  Seographic barrier to EUA Cogenex's
Corporate: Construction activity of the Corporate Business grmvth }’()t(’lltilll

| Py v 1 \ | 4 |
Ut 1S minimai. 1'rojected requirements for heduled cash

Ui

sinking tund payments for the corporate operations tor each acquire the Highland Energy Group, an energy services

of the five vears following 1994 are $1.1 million company in Boulder, Colorado in exchange for common

Short-Term Lines of Credit: At December 31, 1994, EUA shares of EUA. (See the Business and Strategies section for a

urthe . yvof ] —— uikaa)
System companies maintained short-term lines of credit witl further discussion of EUA Cogenex’s activities)
various banks aggregating appr ately Until recently EUA Cogenex was subject to a SEC require
Short-term debt « ment that it generate more than 50% of its revenues in the

1 decrease of $5.5 m New England /New York area. In response to a request
Year-End Short-Tern filed by EUA Cogenex in December 1994, the SEC removed
this restriction. This action removes a barrier for EUA

Cogenex expansion beyond its base New England /New

York territon

EUA Ocean State: EUA Ocean State owns 29.9% of each of

the partnerships which developed and operate Units | and

[1 of OSP, twin 250-megawatt gas-fired generating units

A expects t

in northern Rhode Island. Both units have provided
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Another of EUA Energy's investments was a 9.9% interest
in Quality Power Systems (QPS). The QPS product is an
uninterruptible power supply system designed to protect
sensitive equipment from power surges and is in the final
development and testing stages.

In 1994, EUA Energy made ini-
tial research and development
investments in two new energy
related opportunities relating to
home environmental audit ser-
vices and biomass-fired combus-
tion turbine systems. (see the
Business and Strategies section for
a further discussion of EUA
Energy’s investment activities).

Energy Sources

As shown in the accompanying
pie chart the EUA System's fuel
mix continues to be diverse. The
1994 decrease in oil was due
mainly to the unanticipated out-
age at Canal Unit No. 2 at the end
of 1994. Coal supplied 12% of our
energy needs in 1994, up from 6%

Fuel Mix

Amowrits in %

1993

i —

Oil e

) Ca when Somerset Unit No. 6 was
Coal unavailable for most of 1993.
Nuclear

Conservation And
Load Management

The EUA System offers customers a comprehensive group of
C&IM programs. These programs provide EUA with a flex-
ible, cost-effective resource option, while serving customers
with valued cost control opportunities to develop and main-
tain a competitive advantage. The programs also offer
opportunities to EUA and its customers to comply with envi-
ronmental standards and reduce air emissions.

During 1994, more than 44,000 customers participated in
one or more of the EUA System C&LM programs, resulting
in 37 478 megawatthours of annual energy savings, nearly
1% of total system requirements. In addition, the programs
reduced customers’ demand by 7,294 kilowatts in 1994 and
provided the long-term benefits of reducing the need to
invest in costly new generating facilities.

Competition

The electric industry is in a period of transition from a tradi-
tional rate regulated environment to a competitive market-
place. While competition in the wholesale electric market is
not new, electric utilities may also face increased competition

. Other - principally Hydro

in the retail electric market. This increased competition will
place added challenges on EUA’s Core Electric Business. At
EUA we are not complacently waiting to see what the future
brings. We have already taken decisive steps to respond to
the increasing competitive environment. As described in
more detail in the “Business and Strategies” section we have
reorganized into strategic business units, voluntarily imple-
mented a wholesale rate reduction, continued our focus on
controlling costs, shut
down an uneconomi-
cal generating unit and
implemented a new
marketing plan.

Across the country
there has been an
increasing focus on competitive issues. Regulators in
Massachusetts and Rhode Island are currently examining,
among other things, issues related to incentive regulation
and potential electric industry restructuring. The timing and
impact of these examinations on the financial condition of
the utility industry in general and EUA's Core Electric
Business in particular is uncertain at this time. EUA will
continue to monitor and participate in all regulatory investi-
gations into the many issues surrounding this move to a
competitive marketplace.

As a regulated industry, utilities are subject to certain
accounting rules that are not applicable to other industries.
These accounting rules allow regulated companies, in appro-
priate circumstances, to establish regulatory assets and liabil-
ities, which defer the current financial impact of certain costs
that are expected to be recovered in future rates. The effects
of competition or change in regulation could ultimately
cause EUA's core electric companies to no longer follow
these accounting rules. In such an event, any regulatory
assets and liabilities would have to be fully expensed at that
time. We do not expect this situation to occur in the near
future.

Environmental Matters

The federal Environmental Protection Agency (EPA), as well
as state and local authorities, has jurisdiction over releases of
pollutants into the environment. They have broad authority
to set rules and regulations, including the required installa-
tion of pollution control devices and remedial actions. The
EPA has updated its clean air standards regulating the emis-
sions from utility power plants into the air, to take effect in
1995, Tests at Montaup’s Somerset Station indicated that
Unit #6 would be able to utilize lower sulfur coal than had
been burned to meet the 1995 air standards with only a mini-
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Competition is the
single biggest challenge
facing the electric utility
industry today
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Y94, a counter Aquidneck claimed

breaches of the Power Purc hase Agreement Also In

1994, Aquidneck sought to join EUA and EUA

1 71A
orporation (EUA Service) as partes to the suit
I'ne Court has scheduled a hearing in April 1995 or

s motion for default judgment. Montaup intends

e a motion for summar

judgment. Montaup, EUA and
A Service intend to detend the counterclaim vigorously

On January 995, EUA and a former shareholder of

EUA, which on February 11, 1992 had filed suit against EUA

A

and three officers of EUA in the Distnict Court, filed a volun

tary dismissal of the suit following the fulfillment of the

terms of a confidential settlement agreement. The dismussal

revents the former shareholder from suing EUA again on

any claim asserted in the suit
EUA and the officer continue to deny any and all allega
tions of wrongdoing asserted by the former shareholder but

determined it to be in their best interests to settle the suit

['he Settlement Agreement will not have an adverse Impac

n EUA’s current earnings due to reserves that EUA had

e

previously established




CONSOLIDATED STATEMENT OF INCOME

Years Ended December 31 b
(In Thousands Except Common Shares and per Share Amounts) 1994 199

OPERATING REVENUES $ 564278 566,477
OPERATING EXPENSES:
Fuel 87,57 85,218
Purchased Power-Demand 130,080 139,524
Other Operation 160,985 156,972
Maintenance 23,510 25,148
Depreciation and Amortization 46,455 44,722
Taxes - Other Than Income 24,337 24 A68
Income Taxes 18,208 15,019
Total Operating Expenses 491,148 491,071
Operating Income 73,130 75,406
Equity in Eamings of jointly Owned Companies 12,485 14,140
Allowance for Other Funds Us »d
During Construction 351 379 549
Other Income (Deductions) - Net 7,512 3,898 6,184
Income Before Interest Charges 93478 93,823 87 870
INTEREST CHARGES:
Interest on Long-Term Debt 38,987 41,530 45,646
Amortization of Debt Expense and Premium - Net 2,729 1,904 1,184
Other Interest Expense 3,849 4,137 4,703
Allowance for Borrowed Funds Used During
Construction (Credit) (1,788) (1,989) (1813)
Net Interest Charges 43,777 45582 49,720
Net Income 49,701 48,241 38,150
Preferred Dividends of Subsidiaries 2,331 3310 4,039
Consolidated Net Earnings s 7,370 $ 44,931 $ 34,111
Average Common Shares Outstanding 19,671,970 18,391,147 17,039,224
Consolidated Eamings per Share $ 241 ¢ 244 $ 2.00
Dividends Paid per Share $ 1.515 $ 142 $ 1.36

The accompanving notes are an integra part of the fmancial statements




CONSOLIDATED STATEMENT OF CASH FLOWS

Years Ended December 31,
(in Thousands) 1994 1993 1992
Net Income $ 49,701 $ 48241 $ 38150
Adjustments to Reconcile Net Income
to Net Cash Provided from Operating Activities:
Depreciation and Amortization 54,091 50492 47492
Amortization of Nuclear Fuel 3,310 5,136 5,054
Deferred Taxes 8,017 11,099 (3,645)
Gains on Sales of Investments in Energy Savings Projects Paid
for with Notes Receivable (5479) (5415) (5,907)
Investment Tax Credit, Net (181 (1279) (1452)
Allowance for Other Funds Used During Construction (351) (379) (549)
Other - Net (4,504) 6,742 257
Changes in Operating Assets and Liabilities:
Accounts Receivable (4,509 (9.609) 6,572
Materials and Supplies (2,035) 452 (629)
Accounts Payable (2,668) (1,885) 5,138
Taxes Accrued (5834) 3,382 1,610
~ Other - Net » 9,641 (8,405) : (3,169)
Net Cash Provided from Operating Activities 99,204 98,572 111,236
CASH FLOW FROM INVESTING ACTIVITIES:
Construction Expenditures (50,519) (76,391) (71,365)
Collections on Notes and Lease Receivables of EUA Cogenex 12,750 472 8,190
Increase in Other Investments (11,329 (5311)
EUA Power Settlement _ , ‘ (20,000)
Net Cash (Used in) Investing Activities (49,098) (71,669) (B8,486)
CASH FLOW FROM FINANCING ACTIVITIES:
Issuances:
Common Shares 9,538 46,213 8,738
Long-Term Debt 7,925 245,000 50,000
Preferred Stock 30,000
tions:
Long-Term Debt (13,233) (214,809) (86,203)
Preferred Stock 100) (41,700 (1,300)
Premium on Reacquisition and
Financing Expenses (689) (14,956) (3,783)
EUA Common Share Dividends Paid (29,795) (26,101) (23,114
Subsidiary Preferred Dividends Paid (2,333) (3,316) (4,039)
Net (Decrease) Increase in Short-Term Debt (5,490) (72,768) 37 487
Net Cash (Used in) Financing Activities (34,177) (52,337) (22,214)
NET INCREASE IN CASH AND
TEMPORARY CASH INVESTMENTS: 15,929 (25434) 536
Cash and Temporary Cash Investments at Beginning of Year 4,180 29614 29,078
Cash and Temporary Cash Investments at End of Year $ 20,109 $ 4180 $ 29614
Cash Paid during the year for:
Interest (Net of Amounts Capitalized) $ 39,650 $ 45057 $ 47132
Income Taxes $ 15233 $ 12919 $ 897
Conversion of Investments in Energy Savings Projects
to Notes and Leases Receivable $ 10914 $ 16591 $ 10801

The accompanymg notes are an imtegral part of the financial statements
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CONSOLIDATED BALANCE SHEET

December 31
(In Thousands
ASSETS
Utility Plant and Other Investments
Utikity Plant in Service $ 1,020,859 $ 1016453
Less Accumulated Provisions for Depreciation and Amortization 304,034 296,995
Net Utility Plant in Service 716,825 719,458
Construction Work in Progress 8,389 8,728
Net Utility Plant 725,214 728,186
Non-utility Property - Net 107,803 99,791
Investments in Jointly Owned Companies 70,675 73,632
Other 55,416 51,282
Total Utility Plant and Other Investments 959,108 952,891
Current Assets
Cash and Temporary Cash Investments 20,109 4,180
Accounts Receivable
Customers, Net 63,709 57 A73
Accrued Unbilled Revenues 10,178 10,481
Other 15,461 16,885
Notes Receivable 13,906 16407
Materials and Supplies (at average cost)
Fuel 6,413 6411
Plant Materials and Operating Supplies 8,755 6,722
Other Current Assets 8,517 7,798
fotal Current Assets 147,048 126,357
Other Assets 127,893 123,889
Total Assets $1,234,049 203,137

LIABILITIES AND CAPITALIZATION

Capitalization

Commaon Equity $ 365443 % 333,165
Non-Redeemable Preferred Stock of Subsidiaries - Net 6,900 6,900
Redeemable Preferred Stock of Subsidiaries - Net 25,390 25,053
Long-Term Debt - Net 455,412 496,816

Total Capitalization 853,145 861,934

Current Liabilities
Notes Payable - Banks 31,678 37,168
Long-Term Debt Due Within One Year 41,601 5415
Accounts Pavable 33,442 36,111
Redeemable Preferred Stock Sinking Fund Requirement 50 50
Taxes Accrued ' 6,465 12,299
Interest Accrued 10,889 10,688
Other Current Liabilities 29,566 19,285

[otal Current Liabilities 153,691 121,016

Other Liabilities 89.313 82,74
Accumulated Deferred Taxes 137,900 137 440

Commitments and Contingencies (Note |)

[otal Liabilities and Capitalization $1,234,049 $ 1203137




CONSOLIDATED STATEMENT OF RETAINED EARNINGS

Years Ended December 31
(In Thousands) 1994 1992
Retained Eamings - Beginning of Year $ 39,642 ' $ 11,053
Consolidated Net Earnings 47,370 34,111

[otal 87,012 45,164
Dividends Paid - EUA Common Shares 29,795 23,114
Other 600 616
Retained Earnings -

Accumulated since June 1991 Accounting Reorganization

in which a deficit of $80,034,506 was eliminated $ 56,617 $ $ 2144

CONSOLIDATED STATEMENT OF EQUITY CAPITAL & PREFERRED STOCK

December 31
(Dollar Amounts In Thousands)
EASTERN UTILITIES ASSOCIATES:
Common Shares
$5 par value 36,000,000 shares authorized, 19,936,980 shares
outstanding in 1994 and 19,032,598 shares in 1993 $ 95163
Other Paid-In Capital 202,182
Common Share Expense (3822)
Retained Earnings Accumulated since June 1991 Accounting
Reorganization in which a deficit of $80,034,506 was eliminated 39,642
Total Common Equity 333,165
CUMULATIVE PREFERRED STOCK OF SUBSIDIARIES:
Non-Redeemable Preferred:
Blackstone Valley Electric Company
4.25% $100 par value 35,000 shares (1)
5.60% $100 par value 25,000 shares (1)
Premium
Newport Electric Corporation
3.75% $100 par value 7,689 shares (1)
Premium
Total Non-Redeemable Preferred Stock

Redeemable Preferred
Eastern Edison Company
6 %% $100 par value 300,000 shares (2)
Expense, Net of Premium
Preferred Stock Redemption Costs
Newport Electric Corporation
9.75% $100 par value 1,900 shares (1)
Expense
Sinking Fund Requirement Due Within One Year
Total Redeemable Preferred Stock
Totai Preferred Stock of Subsidiaries




CONSOLIDATED STATEMENT OF INDEBTEDNESS

Decernber

EUA Service Corporation
10.2% Secured Notes due 2008
EUA Cogenex Corporation
7.22% Unsecured Notes due 1997 15,000
7.0% Unsecured Notes due 2000 50,000
9.6% Unsecured Notes due 2001 20,000
10.56% Unsecured Notes due 2005 35.000
EUA Ocean State ( orporatior
6 59% Unsecured Notes due 2011 36,020
Blackstone Valley Electric Company
First Mortgage Bonds
9 ¥% due 2004 (Series B 15,000
10.35% due 2010 (Series C) 18,000
Variable Rate Demand Bnds due 2014 6,500
Eastern Edison Company
First Mortgage and Collateral Trust Bonds
8.9% Secured Medium Term Notes due 1995 10,000
- due 9% 7,000
5 4% due 1998 20,000
5 due 1998 40,000
R% Secured Medium Term Notes due 2002 35,000
6 4 % due 2003 40,000
6.35% due 200 8,000
8.0% due 2023 40,000

Pollution Control Revenue Bonds
. due 200& 40,000
Unsecured \11“'1;.1!‘ lerm N LS
9-4 due 1995 (Senes A 25,000
Newport Electric Corporatior
First Mortgage Bond:s
1904
199G 1,400
8,000
4,550

U

844

2 925
(776)
497,013
41,60

$ 455412




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1994, 1993 und 199

(A) Summary Of Significant
Accounting Policies:

Basis of Consolidation

ments INcit

99 47
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liability and have no expiration.

Under the terms of the December 1992 settiement agree-
ment with EUA Power Corporation (EUA Power, now
known as Great Bay Power Corporation), EUA was entitled
to utilize EUA Power’s tax credits to reduce the 1993
Consolidated Tax Liability without compensation to EUA
Power. Approximately $6.9 million of such credits were uti-

lized in 1993 of which $4.9 million was charged against 1993
federal income tax expense.

In 1994, EUA Ocean State utilized $3.9 million of invest-
ment tax credits related to its invesiment in OSP, which
were charged against 1994 federal income tax expense and
reduced the consolidated regular tax liability. EUA has no
remaining ITC carryforwards available.

Components of income tax expense for the year 1994, 1993, and 1992 are as follows:

(§ in thousands) 1994 1993 1992
Federal:
Current $ 6,651 $ 93% $ 7761
Deferred 9,199 4,24 9977
Investment Tax Credit, Net (99) (1,197) (1,371)
15,751 12,397 16,367
State:
Current 1,154 2,289 1,900
Deferred 1,303 333 1,208
2457 2622 3,108
Charged to Operations 18,208 15019 19475
Charged to Other Income:
Current 8,578 1,583 13,709
Deferred (2,486) 6,562 (14,830)
Investment Tax Credit, Net (3,972) (5,049) (82)
2,120 3,096 (1,203)
Total $ 20,328 $ 18115 $ 18272

Total income tax expense was different from the amounts computed by applying federal income tax statutory rates to book

income subject to tax for the following reasons:

{$ in thousands) 1994 1993 1992
Federal Income Tax Computed at Statutory Rates $ 24,510 $ 23224 $ 19,184
(Decrease) increase in Tax From:

Equity Component of AFUDC (123) (133) (171)

sciation Differences 50 1,230 745
Amortization and Utilization of ITC (5,115) (6,295) (1,338)
State taxes, net of federal income tax benefit 2,285 2,237 2,307
Tax impact of EUA’s write-off of its investment in EUA Power (1,999)
Cost of Removal (404) (583) (8)
Other (875) (1,565) (448)
Total Income Tax Expense $ 20,328 $ 18115 $ 18272
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(C) Capital Stock:

I'he changes in the number of common shares outstanding and related increases in Other Paid-In Capital during the years

ended December 31, 1994, 1993, and 1992 were as follow s

Number of Common Shares Issued

Dividend
Reinvestment

Publi and Emplovex

Offering Savings Plans

427 304
AR5 RIS

406,726
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In the event of liquidation, the holders of Eastern
Eclison’s 6 Preferred Stock are entitled to $100 per
share plus accrued dividends

In the event of involuntary liquidation, the holders of
Newport's redeemable preferred stock are entitled to $100
per share plus accrued dividends. In the event of voluntary
liquidation, or if redeemed at the option of Newport, the
holders of the 9.75% issue are entitled to $102.44 per share
1998, thereafter

no premium is payable upon such redemption

plus accrued dividends prior to October 1

I'he aggregate amount of redeemable preferred stock
sinking fund requirements for each of the five years follow
ing 1994 are $50,100 per year tor 1995, 1996 and 1997
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Second Mortgage Bonds of Newvport in amounts of $6.0
million at 12% and $1.9 million at 8.5%. These bonds are
collateralized by an irrevocable letter of credit which
expires cn January 6, 1997, The letter of credit permits an
extension of one year upon mutual agreement of the bank
and Newport.

The EUA System's aggregate amount of current cash
sinking fund requirements and maturities of long-term
debt, (excluding amounts that mav be satisfied by available
property additions) for each of the five years following 1994
are: $41.6 million in 1995, $19.5 million in 1996, $27.5 mil-
lion in 1997, $72.£ million in 1998 and $21.9 million in 1999.

(F) Fair Value Of Financial Instruments:
The following methods and assumptions were used to esti-
mate the fair value of each class of financial instruments for
which it is practicable to estimate:

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

Long Term Notes Receivable and Net Investment in
Sales-Type Leases: The carrying amounts approxirate fair
vaiue due to the nature of the asset.

Preferred Stock and Long-Term Debt of Subsidiaries:
The fair value of the System’s redeemable preferred stock
and long-term debt were based on quoted market prices for
such securities at December 31, 1994.

The estimated fair values of the System's financial instru-
ments at December 31, 1994 are as follows:

Carryving Fair
(% in thousands) Amount Value
Cash and Temporary Cash Investments $20,109 $20,109
Long-Term Notes Receivable 38,269 38,269
Net Investment in Sales-Type Leases 91 91
Redeemable Preferred Stock 30,190 27,190
Long-Term Debt 497,789 477 306

(G) Lines Of Credit:

EUA System companies maintain short-term lines of
credit with various banks aggregating approximately $150
million. At December 31, 1994, unused short-term lines of
credit were approximately $118 million. In accordance
with informal agreements with the various banks, commut-
ment fees are required to maintain certain lines of credit.
During 1994 the weighted average interest rate for short-
term borrowings was 4.6%.

(H) Jointly Owned Facilities:
At December 31, 1994, in addition to the stock ownership
interests discussed in Note A, Summary of Significant
Accounting Policies - Jointly Owned Companues,
Montaup and Newport had direct ownership interests
in the following electric generating facilities:

Accurnulated

Provision For Net Construc-

Litiity Deprecation  Utihity tion
Percent Mant in and Plantin  Work in

($ m thousands) Owned Service  Amonization  Servie  Progress
Montaup:
Canal Unit 2 5000% $67031 $41400 $25631 $1.658
WymanUnitd  19%% 4017 1908 219 2

Seabrook Unit1  290% 208772 19458 184314 o4

Millstone Unit 3 4.01% 183,532 714 146378 462
Newport:

Wyman Unitd  067% 1313 643 6~

The foregoing amounts represent Montaup’s and
Newport's interest in each facility, including nuclear fuel
where appropriate, and are included on the like-captioned
lines on the Consolidated Balance Sheet. At December 21,
1994, Montaup's total net investment in nuclear fuel of the
Seabrook and Millstone Units amounted to $4.0 million
and $1.9 million, respectively. Montaup’s and Newport's
shares of related operating and maintenance expenses
with respect to units reflected in th  able above are includ-
ed in the corresponding operating expenses.

31



(I) Financial Information By Business Energy Related Business includes results of our diversi-

ts: fied energy related subsidiaries, EUA Cogenex, EUA
The Core Electric Business includes results of the System’s ~ Ocean State and EUA Energy Investment Corporation
electric utility operations of Blackstone, Eastern Edison, (EUA Energy). , ;
Newport and Montaup. Corporate results include the operations of EUA Service
and EUA Parent.
Pre-Tax Depreciation Cash Equity in
($ in thousands) Revenues Income Taxes Amortization Expenditures Eamings
Year Ended
December 31, 1994
Core Electric $ 489,798 $ 83,966 $ 18879 $ 33409 $ 32,978 $ 1,700
Energy Related 74,480 9,905 (484) 12491 17,231 10,785
- (2,533) (187) 555 310 -
Total $ 564,278 $91,338 $ 18,208 $ 46,455 $ 50,519 $ 12485
Year Ended
December 31, 1993
Core Electric $ 499,565 $84,654 $ 18443 $34,035 $ 32407 $ 1,750
Energy Related 66,912 6,690 (3523) 10,031 43,604 12,390
Corporate - (919) W 6% 380 -
Total $ 566477 $90425 $ 15,019 $44722 $ 76,391 $ 14,140
Year Ended
December 31, 1992
Core Electric $497,810 $80324 $ 17,869 $ 33,003 $ 22497 $ 1953
Energy Related 44,154 6,792 296 8,712 .23 14,837
Corporate - (3.294) (490) 1,109 1,645 m~
Total $ 541 964 $ 83,822 $ 19475 $ 42824 $ 71,365 $ 16,790
December 31,
($ in thousands) 1994 1993
Total Plant and Other Investments
Core Electric $ 721540 $ 723,664
Energy Related 217,584 208457
Corporate 19,684 20,770
Total Plani and Other Investments 959,108 952,891
Other Assets
Core Electric 204,982 188,611
Energy Related 55,554 43842
Corporate 14405 17,793
Total Other Assets 274,941 250,246
Total Assets $1,234,049 $1,203,137

32



e e T e A S e S TP S A i TR

(J) Commitments And Contingencies:
Nuulear Power Issues: Joint owners of nuclear projects are
subject to the risk that one of their number may be unable
or unwilling to finance its share of the project’s costs, thus
jeopardizing continuation of the project. On February 28,
1991, EUA Power (now known as Great Bay Power
Corporation), a 12.13% owner of the Seabrook nuclear pro-
ject, filed for protection under Chapter 11 of the Federal
Bankruptcy Code. It conducted its business as a debtor-in-
possession until November 23, 1994, at which time its plan
of reorganization became effective and the company
emerged from Chapter 11.

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

Nuclear Fuel Disposal and Nuclear Plant
Decommissioning Costs: The Nuclear Waste Policy Act of
1982 (NWPA) establishes that the federal government is
responsible for the disposal of spent nuclear fuel and oblig-
ates the Department of Energy (DOE) to design, license,
build and operate a permanent repository for high level
radioactive wastes and spent nuclear fuel. NWTA specifies
that DOE provide for the disposal of the waste and spent
fuel starting in 1998, DOE does not expect to achieve this
date. As an interim strategy, DOE is considering making
available other federal government sites to temporarily
accommaodate those firms that have depleted their own on-
site spent nuclear fuel storage capacity. The DOE antici-
pates that a permanent disposal site for spent fuel will be
ready to accept fuel for storage or disposal on or before
2010. However, the NRC, which must license the site, has
stated only that a permanent repository will become avail-
able by the vear 2025. Millstone Unit 3 management has
indicated it has sufficient on-site storage facilities to accom-
modate high level wastes and spent fuel for the projected
life of the unit. No significant expenditures are projected
for the foreseeable future. At Seabrook there is on-site stor-
age capacity which, with minimal capital expenditures,

should be sufficient for twenty vears, or to the year 2010.
No near-term capital expenditures are anticipated to
accommodate an increase in storage requirements after
2010. Montaup is required to pay a fee based on its share of
the generation from Millstone Unit 3 and Seabrook Unit 1.
Montaup is recovering these fees through its fuel adjust-
ment clause.

Also, Montaup is recovering through rates its share of
estimated decommissioning costs for Millstone Unit 3 and
Seabrook Unit 1. Montaup’s share of the current estimate
of total costs to decommission Millstone Unit 3 is $18.0 mil-
lion in 1994 dollars, and Seabrook Unit 1 1s $11.5 million in
1994 dollars. These figures are based on studies performed
for the lead owners of the plants. Montaup also pays into
decommissioning reserves pursuant to contractual
arrangements with other nuclear generating facilities in
which it has an equity ownership interest or life of the unit
entitlement.

Such expenses are currently recoverable through rates.

Shareholder Proceeding: On January 20, 1995, EUA and
a former shareholder of EUA, which on February 11, 1992
had filed suit against EUA and three officers of EUA in the
Federal District Court of Massachusetts, filed a voluntary
dismissal of the suit with the court following the fulfillment
of the terms of a settlement agreement among EUA, the
one officer remaining as a defendant in the action and the
former shareholder. The dismissal prevents the former
shareholder from suing EUA again on any claim asserted
in the suit

EUA and the officer continue to deny any and all allega-
tions of wrongdoing asserted by the former shareholder
but determined it to be in their best interests to settle the
suit. Under the provisions of the Settlement Agreement, its
terms are to remain confidential. The Settlement
Agreement will not have an adverse impact on EUA’s cur-
rent earnings due to reserves that EL'A had previously
established. In the suit the former shareholder alleged
fraudulent and negligent misrepresentations and violations
of Rule 10b-5 under the Securities Exchange Act of 1934 in
connection with statements made regarding the business
and prospects of EUA’s former subsidiary, EUA Power,
and the portion of EUA’s earnings attributable to allowance
for funds used during construction (AFUDC) from EUA
Power.

Pensions: The EUA System companies’ retirement plans
are non-contributory defined benefit pension plans cover-
ing substantially all of their employees. Regular plan bene-
fits are based on vears of service and average compensation
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over the four years prior to retirement or in the case of the
supplemental retirement plan for certain officers of the
EUA System, benefits are based on compensation at retire-
ment date. It is the EUA System’s policy to fund the regu-
lar plan on a current basis in amounts determined to meet
the funding standards established by the Employee
Retirement Income Security Act of 1974.

Net pension expense (income) for the regular plan for
1994, 1993 and 1992 included the following components:

($ in thousands) 1994 1993 1992
Service cost-benefits earned

during the period § 3281 $ 2567 $ 2395
Interest cost on projected

benefit obligations 8,848 8,761 8,050
Actual loss (retum) on assets 1,523 (18,005) (7971)

deferrals (12,494) 6,795 {2.683)
Net periodic pension

expense (income) $115 § 18 $ (209
Assumptions used to determine pension costs:
Discount Kate 7.25% B.75% 8.75%
e

ase Rate 4.75% 6.00% 6.00%

Long-Term

Return on Assets 9.50% 10.00% 10.00%

The following table sets forth the actuarial present value
of benefit obligations and funded status at December 31,
1994, 1993 and 1992:

($ in thousands) 1994 1993 1992
Accumulated benefit obligations
Vested § 96,045 $101279  § Bl466
Non-vested 315 358 291
Total §96,360 $ 101,637 $ 8,757
Projected benefit obligations  $(112,483) $(121,082)  $(99.862)
Plan assets at fair value,

primarily stocks and bonds 122,816 130,040 117,373
Less: Unrecognized net gain

on assets (13,643 (11,689) (20,562)
Unamortized net

assets at Janvary 1 5,365 5,944 6,383
Net pension assets $ 2,055 $ 3213 § 33

The discount rate used to determine pension costs
changed effective January 1, 1995 to 8.25% and was used to
calculate the plans funded status at December 31, 1994.

All benefits provided under the supplemental plan are
unfunded and any payments to plan participants are made
by EUA. As of December 31, 1994 approximately $2.3 mil-
hion was included in accrued expenses and other liabilities
for this plan. For the years ended December 31, 1994, 1993
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and 1992 expenses related to the supplemental plan were
$516,000, $2.3 million and $278,000, respectively.

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

The EUA System adopted FAS106, “ Accounting for Post-
Retirement Benefits Other Than Pensions,” as of January 1,
1993. This standard establishes accounting and reporting
standards for such post-retirement benefits as health care
and life insurance. FAS106 further requires the accrual of
the cost of such benefits during an employee’s years of ser-
vice and the recognition of the actuarially determined total
post-retirement benefit obligations (Transition Obligation)
eamed by existing employees and retirees. EUA elected to
recognize the Transition Obligation over a period of 20
years, as permitted by FAS106. The resultant annual
expense, including amortization of the Transition
Obligation and net of capitalized amounts, was approxi-
mately $79 million and $8.1 million in 1994 and 1993,
respectively. As a result of December 1992 regulatory deci-
sions, EUA's retail subsidiaries established regulatory assets
of approximately $1.6 million and $1.5 million in 1994 and
1993, respectively, due to the future recoverability of such
amounts. Montaup was allowed to defer FAS106-related
expenses through 1995 or until it filed for recovery of such
amounts prior to that time. Accordingly approximately
$400,000 and $1.4 million of FAS106-related expenses were
deferred by Montaup in 1994 and 1993, respectively.
Montaup requested and received authority to recover all of
its FAS106 expenses including a five-year amortization of
deferred amounts in its 1994 rate decrease application.



The total cost of post-retirement benefits other than pen-
sions for 1994 and 1993 includes the following components:

($ in thousands) 1994 1993
Service cost § 1,537 $ 1337
Interest cost 5,381 5,983
Actual return on plan assets (126) 68)
Amortization of transition obligation 3429 3429
Other amortizations & deferrals - net (85) (60)
Total post-retirement benefit cost $10,136 $10,621
Assumptions:
Discount rate 725% 8.75%
Health care cost trend rate — near-term  13.00% 13.00%
—long4erm  5.00% 6.25%
Salary increase rate 4.75% 6.00%
Rate of return on plan assets — union 8.50% 8.50%
~ noreunion  5.50% 5.50%
Reconciliation of funded status:
($ in thousands) 1994 1993
Accumutlated post-retirement benefit obligation (AI'BO):
Retirees $(35,386) $(38,008)
Active employees fully eligible
for benefits (9,778) (15,324)
Other active emplovees (23,300) (25,357)
Total $(68,470) $(78,689)
Fair value of assets, primarily notes
and bonds m 3sn
Unrecognized transition obligation 61,718 65,147
Unrecognized net loss (gain) (9,098) 5,368
(Accrued)/ prepaid post-retirement
benefit cost $ (68,128 $(4,652)

The discount rate used to determine post-retirement
benefit costs was changed effective january 1, 1995 to
8.25% and was used to calculate the funded status of Post-
Retirement benefits at December 31, 1994.

Increasing the assumed health care cost trend rate by 1%
each year would increase the total post-retirement benefit
cost for 1994 by $1.1 million and increase the total accumu-
lated post-retirement benefit obligation by $9.0 million.

Prior to 1993 the F'U A System followed the “pay-as-you-
go” methodology for accounting for post retirement bene-
fits other than pensions. The costs of the benefits, which
amounted to $2,367,000 in 1992, were charged to expense.
The EUA System, has also established an irrevocable exter-
nal Voluntary Employee Benefit Association Trust Fund as
required by the aforementioned regulatory decisions.
Contributions to the fund commenced in March 1993 and
totaled approximately $6.7 million during 1994 and $6.0
million in 1993.

Post-Employment Benefits: In November 1992, FASB
issued Statement No. 112, “Employers’ Accounting for
Post-employment Benefits” for fiscal years beginning after
December 15, 1993. The impact of this standard on the
EUA System is immaterial to EUA's results of operations
and therefore no liability was recorded.

Long-Term Purchased Power Contracts: The EUA
System is committed under long-term purchased power
contracts, expiring on various dates through September
2021, to pay demand charges whether or not energy is
received. Under terms in effect at December 31, 1994, the
aggregate annual minimum commitments for such con-
tracts are approximately $129 million in 1995 and 1996,
$128 million in 1997, $132 million in 1998, $133 million in
1999 and will aggregate $1.6 billion for the ensuing years.
In addition, the EUA System is required to pay additionai
amounts depending on the actual amount of energy
received under such contracts. The demand costs associat-
ed with these contracts are reflected as Purchased Power-
Demand on the Consolidated Statement of Income. Such
costs are recoverable through rates.

Environmental Matters: The Comprehensive
Environmental Response, Compensation Liability Act of
1980, as amended by the Superfund Amendments and
Reauthorization Act of 1986, and certain similar state
statutes authorize various governmental authorities to
seek court orders compelling responsible parties to take
cleanup action at disposal sites which have been deter-
mined by such governmental authorities to present an
imminent and substantial danger to the public and to the
environment because of an actual or threatened release of
hazardous substances. Because of the nature of the EUA
System'’s business, various by-products and substances are
produced or handled which are classified as hazardous
under the rules and regulations promulgated by the EPA
as well as state and local authorities. The EUA System
generally provides for the disposal of such substances
through licensed cont actors, but these statutory provi-
sions generally impose potential joint and several respon-
sibility on the generators of the wastes for cleanup costs.
Subsidiaries of EUA have been notified with respect to a
number of sites where they may be responsible for such
costs, including sites where they may have joint and sever-
al liability with other responsible parties. It is the policy of
the EUA System companies to notify lability insurers and
to initiate claims. EUA is unable to predict whether liabili-
ty, if any, will be assumed by, or can be enforced against,
the insurance carrier in these matters.
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On December 13, 1994, the United States District Court
for the District of Massachusetts issued a judgment against
Blackstone Valley Electric Company, finding Blackstone
hable to the Commonwealth of Massachusetts (the
Commonwealth) for the full amount of response costs
incurred by the Commonwealth in the cleanup of a coal
gasification waste site at Mendon Road in Attleboro,
Massachusetts. The judgment also found Blackstone liable
for interest and litigation expenses calculated to the date of
judgment. The total liability is approximately $5.9 million,
including approximately $3.6 million in interest which has
accumulated since 1985.

Blackstone has filed a Notice of Appeal of the court’s
judgment and filed its brief with the First Circuit Court of
Appeals in February 1995.

Due to the uncertainty of the ultimate outcome of this
proceeding and anticipated recoverability, a deferred
debit of $5.9 million was recorded and is included with
Other Assets.

On January 20, 1995, Blackstone entered into an escrow
agreement with the Commonwealth whereby Blackstone
deposited $5.9 million with an escrow agent who trans-
ferred the funds into an interest bearing money market
account. The distribution of the proceeds of the escrow
account will be determined upon the final resolution of the
judgment. No additional interest expense will accrue on
the judgment amount.

On January 28, 1994, Blackstone filed a complaint
in the United States District Court for the District of
Massachusetts, seeking, among other relief, contribution
and reimbursement from Stone & Webster, Inc. of New
York, and several of its affiliated companies (Stone &
Webster) and Valley Gas Company of Cumberland, Rhode
Island (Valley) for any damages incurred by Blackstone
regarding the Mendon Road site. The court denied
motions to dismiss the complaint which were filed by
Stone & Webster and Valley in 1994.

In addition, Blackstone notified certain liability insurers
and has filed claims with respect to the Mendon Road site,
as well as other sites.

As of December 31, 1994, the EUA System had incurred
costs of approximately $3.5 million (excluding the $5.9 mil-
lion Mendon Road judgment) in connection with these
sites, substantially all of which relate to Blackstone. These
amounts have been financed primarily by internally gener-
ated cash. Blackstone is currently amortizing substantially
all of its incurred costs over a five-year period and is recov-
ering certain of those costs in rates.
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EUA estimates that additional costs ranging from $2.6
million to $5.6 million (excluding the $5.9 million Mendon
Road judgment) may be incurred at these sites through 1996
by its subsidiaries and the other responsible parties. Of this
amount, approximately $4.8 million relates to sites at which
Blackstone is a potentially responsible party. Estimates
beyond 1996 cannot be made since site studies, which are
the basis of these estimates, have not been completed.

As a result of the recoverability of cleanup costs in rates
and the uncertainty regarding both its estimated liability, as
well as its potential contributions from insurance carriers
and other responsible parties, EUA does not believe that the
ultimate impact of the environmental costs will be material
to the financial position of the EUA System or to any indi-
vidual subsidiary and thus no loss provision is required at

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

In April 1992, the Northeast States for Coordinated Air
Use Management (NESCAUM), an environmental advisory
group for eight Northeast states including Massachusetts
and Rhode Island, issued recommendations for nitrogen
oxide (NOx) controls for existing utility boilers required to
meet the Gzone non-attainment requirements of the Clean
Air Act. The NESCAUM recommendations are more restric-
tive than the Clean Air Act requirements. The
Massachusetts Department of Environmental Management
has amended its regulations to require that Reasonably
Avaiizble Control Technology (RACT) be implemented at all
stationary’ sources potentially emitting 50 tons or more per
year of NOx. Rhode Island has issued similar regulations
also requiring that RACT be implemented at all stationary
sources potentially emitting 50 tons or more per year of
NOx. Montaup has initiated compliance, through, among



other things, selective noncatalytic reduction processes.

A number of scientific studies in the past several years
have examined the possibility of health effects from electric
and magnetic fields (EMF) that are found everywhere there
is electricity. While some of the studies have indicated
there may be some association between exposure to EMF
and health effects, other studies have indicated no direct
association. In addition, the research to date has not con-
clusively established a direct causal relationship between
EMF exposure and human health. Additional studies,
which are intended to provide a better understanding of
the subject, are continuing.

Some states have enacted regulations to limit the strength
of magnetic fields at the edge of transmission line rights-of-
way. Rhode Island has enacted a statute which authorizes
and directs the Energy Facility Siting Board to establish
rules and regulations governing construction of high volt-
age transmission lines of 69kv or more. There is a bill
pending in the Massachusetts Legislature that would
authorize the Massachusetts Department of Public Utilities
to examune the potential health effects of EMF.
Management cannot predict the ultimate outcome of the
EMF issue.

Guarantee of Financial Obligations: EUA has guaran-
teed or entered into equity maintenance agreements in con-
nection with certain obligations of its subsidiaries. EUA
has guaranteed the repayment of EUA Cogenex’s $35 mil-
lion 10.56% unsecured long-term notes due 2005 and EUA
Ocean State’s $36 million 9.59% unsecured long-term notes
due 2011. In addition, EUA has entered into equity mainte-
nance agreements in connection with the issuance of EUA
Service's 10.2% Secured Notes and EUA Cogenex's 7.2 %
and 9.6% Unsecured Notes.

Under the December 1992 settlement agreement with
EUA Power, EUA reaffirmed its guarantee of up to $10 mil-
lion of EUA Power's share of the decommissioning costs of
Seabrook Unit 1 and any costs of cancellation of Unit 1 or
Unit 2. EUA guaranteed this obligation in 1990 in order to
secure the release to EUA Power of a $10 million fund
established by EUA Power at the time EUA Power
acquired its Seabrook interest. EUA has not provided a
reserve for this guarantee because management believes
that it is unlikely that EUA will ever be required to honor
the guarantee.

Montaup is a 3.27°% equity participant in two companies
which own and operate transmission facilities interconnect-
ing New England and the Hydro Quebec system in
Canada. Montaup has guaranteed approximately $5.6 mil-

lion of the outstanding debt of these two companies. In
addition, Montaup and Newport have minimum rental
commitments which total approximately $14.2 million and
$1.8 million, respectively under a noncancelable transmis-
sion facilities support agreement for years subsequent to
1994.

Other: In December 1992, Montaup commenced a
declaratory judgment action in which it sought to have the
Massachusetts Superior Court determine its rights under
the Power Purchase Agreement between it and Aquidneck
Power Limited Partnership (Aquidneck). Montaup sought
a declaration that the Power Purchase Agreement was bind-
ing on the parties according to its terms. Aquidneck assert-
ed that Montaup had either an express or implied obligation
to negotiate new terms and conditions to the Power
Purchase Agreement. Specifically, the defendants sought to
amend, through negotiations, certain milestone events to
which they were bound in the Power Purchase Agreement
as written. Aquidneck failed to meet the first milestone of
January 1, 1993. Accordingly, on January 5, 1993, Montaup
exercised its rights to terminate the Power Purchase
Agreement effective immediately.

In January 1994 a counterclaim by Aquidneck claimed
certain breaches of the Power Purchase Agreement, includ-
ing an alleged failure on the part of Montaup to renegotiate
the terms and conditions of the Power Purchase Agreement
relating to the first milestone event. Also in January 1994,
Aquidneck sought to join EUA and EUA Service as parties
to the suit.

Aquidneck apparently claims $11 million of damages on
the theory that EUA can “avoid an approximately $11 mul-
lion obligation to purchase capacity and power which it
does not currently need.” Aquidneck seeks treble damages
claiming Montaup, EUA and EUA Service violated state
laws willfully and knowingly.

The Court has scheduled a hearing in April 1995 on
Montaup's motion for default judgment based on
Aquidneck's failure to meet its discovery obligations. In
addition, Montaup intends to file a motion for summary
judgment.

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

REPORT OF MANAGEMENT ?

To the Trustees and Shareholders of
Eastern Utilities Associates

We have audited the accompanying consolidated balance
sheets and consolidated statements of equity capital and
preferred stock and indebtedness of Eastern Utilities
Associates and subsidiaries (the Company) as of December
31,1994 and 1993, and the related consolidated statements
of income, retained earnings and cash flows for each of the
three years in the period ended December 31, 1994. 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 assur-
ance about whether the financial statements are free of
material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclo-
sures 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 statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects, the
consolidated financia! position of the Company as of
December 31, 1994 and 1993, and the consolidated results
of its operations and its cash flows for each of the three
years in the period ended December 31, 1994 in conformity
with generally accepted accounting principles.

4,««#%6«?

Boston, Massachusetts
March 2, 1995
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The management of Eastern Utilities Associates is
responsible for the consolidated financial statements and
related information included in this annual report. The
financial statements are prepared in accordance with gen-
erally accepted accounting principles and include amounts
based on the best estimates and judgments of manage-
ment, giving appropriate consideration to materiality.
Financial information included elsewhere in this annual
report is consistent with the financial statements.

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

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

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



QUARTERLY FINANCIAL AND COMMON SHARE INFORMATION
(UNAUDITED)

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

per
- Average
e e Bameg  hawl) S b low
FOR THE QUARTERS
ENDED 1954
December 31 $ 132,953 $ 15104 $ 8858 $ 8277 $ 042 $0.385 23V 21%
September 30 143,859 18,210 13,900 13,316 0.67 0.385 5% 22
June 30 137,269 18,247 10,770 10,187 0.52 0.385 8% 2
March 31 150,197 21,569 16,173 15,590 0.80 0.36 0% 4%
FOR THE QUARTERS
ENDED 1993:
December 31 $ 147,036 $ 21,208 $ 10,282 $ 9652 $ 0.51 $ 036 2% 26V
September 30 146,49 18,186 14,719 13913 0.74 0.36 297 284
June 30 135,262 16,331 9,999 9119 049 0.36 284 257%
March 31 137 683 19,681 13,241 12,247 0.71 0.34 277% 237

(1) The sum of the quarterly amounts may not equal anniual earnings per average commaon share due to change in shares outstanding
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CONSOLIDATED OPERATING AND FINANCIAL STATISTICS

Years Ended December 31, 1994 1993 1992 1991 1990 1989 1984
ENERGY GENERATED
AND PURCHASED (millions of kuwh):
Generated
- by Somerset Station 658 319 936 957 K5 1,29 1,130
- by Nuclear Units 1,008 1,033 1,050 1,109 1,635 96 458
- by Jointly-Owned Units 1615 1809 2,105 2,053 1,793 2075 1,507
- by Life of the Unit Contracts 648 602 ~3 863 753 836 814
- by Newport 1 1 1 7
Interchange with NEPOOL 295 360 157 9 298 262 (136)
Purchased Power - Unit Fowe: 1,526 132 1,465 1,006 360 L 480
Total Generated and Purchased 5,750 5,520 6,531 6,180 5,851 5835 4,303
OPERATING REVENUES
(% in thousands)
Residential $ 190662 $189470 $176538 $178812 $156883 $141254  §$121623
Commercial 169,241 179,145 170,034 171,732 149514 131,306 105,310
Industrial 81,500 81,445 76,946 78273 69 885 70,852 75,850
Other Electric Utilities 4,900 5,008 5103 4828 4317 19,625 23,909
Other 17,282 21,790 21,314 17,984 2,748 2  93%
Total Primary Sales Revenues 463,585 476,948 449,935 451,629 403,347 374,679 336,088
Unit Contracts 26,213 2,617 47 875 41,225 43,670 46,373 25237
Non-Electric 74,480 66,912 “414 2979 18,668 8370 _
Total Operating Revenues $ 564,278  $566477  $541964 $52583  $465685 $429422  $361325
ENERGY SALES (millions of kuh)
Residential 1,678 1,624 1575 1579 1,531 1416 1,206
Commercial 1671 1,704 1,704 1,689 1623 1497 1,113
Industrial 850 816 785 777 834 832 856
Other Electric Utilities 74 61 o8 66 130 389 39
Other 137 147 147 154 121 28 30
Total Primary Sales 4410 4352 4279 4,265 4239 4,162 3,600
Losses and Company Use 233 247 241 280 249 24 215
Total System Requirements 4,643 4,59 4,520 4545 4488 4,39% 3815
Unit Contracts 1,107 921 20m 1,635 1,363 1439 488
Total Energy Sales 5,750 5,520 6,531 6,180 5851 5835 4,303
NUMBER OF CUSTOMERS:
Residential 263,054 259,654 257,026 255,620 254,928 27440 211622
Commercial 29,004 30,805 32,851 32,745 32,83 27 8% 2177
Industrial 1,603 1,294 1,197 1172 1175 1222 1,209
Other Electric Utilities 12 12 15 15 12 14 16
Other 34 - M 34 M 29 2
Total Customers 293,707 291,799 291,123 289,586 288 985 256,595 235,053
Average Annual Revenue
per Residential Customer ($) 725 730 687 b 636 621 575
Average Annual Use per Residential
Customer (kwh) 6,379 6,254 6,128 6,177 6,221 6,226 5,694
AVERAGE REVENUF
PER KWH )
Residential 11.36 11.67 11.21 11.32 10.25 998 10.09
Commercial 10.13 1051 998 10.17 9.21 877 946
Industrial 9.59 998 9.80 1007 8.38 852 886

(1) Includes financial and operating statistics for Newport Electric Corporation from April 1, 1990 and ELIA Power Corporation through December 31, 1990 at which
time EUA Power Corporation was deconsolidated for financial reporting purposes
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.. CONSOLIDATED OPERATING AND FINANCIAL STATISTIGS"

Years Ended December 31, 1994 1993 1992 1991 1990 1989 1984
CAPITALIZATION (5 n thousands
Bonds - Net $288449  $300389 $306898 $346146  $363566 § 306500  §266500
Other Long-Term Debt - Net 166,963 196,427 156,060 142,306 80,029 299,579 2376
Total Long-Term Debt - Net 455,412 49,816 462,958 488,452 443,595 606079 288876
Preferred Stock - Net 32290 31,953 44346 45,830 50,380 49,691 48319
Common Equity 365,443 333,165 266,855 248,598 237,393 375,016 191,619
Total Capitalization $853,145 $861934 §774159  S782880 $731368 $1030786  $528814
CAPITALIZATION RATIOS (%)
Long-Term Debt 53 57 60 62 61 59 55
Preferred Stock 4 - 6 6 7 5 9
Common Equity L L 39 £ 32 2 36 3
COMMON SHARE DATA:
Eamings (Loss) per Average
Common Share ($) 241 2.4 200 1.58 (8.18)@ 295 285
Dividends per Share ($) 1515 142 1.36 145 2575 2475 1.90
Payout (%) 62.9 582 68.0 918 (31.5) 839 67.0
Average Common
Shares Outstanding 19671970 18391147 17039224 16608090 15917255 13877091 10,962,324
Total Common Shares
Outstanding 19936980 19032598 17237788 16831062 16352708 15262237 10892886
Book Value per Share ($) 18.33 1750 1548 1477 1452 2457 1759
Percent Earned On Average
Common Equity 136 150 132 108 (42.5) 121 165
Market Price ($):
High 27% 29% 254 25 414 41% 18
Low 21% 8% 20% 15% 20% 30 % 12%
Year End 2 28 24% 20% 23% 41% 18
MISCELLANEOUS (5 i thousands)
Total Construction Expenditures ($)" 50,870 76,770 71914 60,174 133,629 188,599 95211
Cash Construction itures ($)" 50,519 76,391 71,365 57,570 59,929 75,861 73159
Internally Generated %" 79,274 79,691 45933 63,681 35024@ 32734 40,858
Internally Generated Funds as
a % of Cash Construction (%) 1569 1043 68.6 1106 5844 432 558
Installed Capability - MW 1212 1,256(5) 1325 1,349 1,359 1,169 931
Less: Unit Contract Sales - MW 85 85 85 216 86 16 75
System Capability - MW 1127 1171 1,240 1133 1273 1,053 856
System Peak Demand - MW 921 854 549 879 850 831 716
Reserve Margin (%) 24 371 46.1 289 498 267 195
System Load Factor (%) 57.5 61.5 57.5 59.0 60.3 604 60.6
Sources of Energy (%):
Nuclear 338 M0 341 313 378 268 109
Coal 1.7 54 18.6 21.0 226 289 293
Oil 20.0 283 127 269 379 43 59.8
Gas 284 26,0 293 172 17
Other 6.1 6.3 53 36
Cost of Fuel (Mills per kwh):
Nuclear 6.1 75 7.7 8.7 83 76 89
Coal 209 241 212 214 212 20.1 278
Oil 271 255 260 189 263 247 436
Gas 14.1 15.1 130 162 306
All Fuels Combined 145 155 148 157 184 188 360.1

(1) Incluae: financial and operating statistics for Newport Electric Corporation from April 1, 1990 and EUA Power Corporation through December 31, 1990 at which
time EUA i ‘ower Corporation was deconsolidated for financial reporting purposes
(2) After zaditional charges to 1990 earnings
{3) 1993 and 1992 amounts restated to conform with current wear presentation
(4) Excludes EUA Power Corporation s cash inferest payments
(5) Excludes the 69 MW Somerset Station Linit #5 which was placed i deactivated reserve on January 25 19%
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SHAREHOLDER INFORMATION

Shares of Eastern Utilities Associates are listed on the New
York and Pacific Stock Exchanges, under the ticker symbol
EUA. As of February 1, 1995, there were 12,727 common
shareholders of record.

Form 10-K

A copy of EUA's 1994 Annual Report on Form 10-K filed
with the Securities and Exchange Commission is available
to shareholders without charge by writing to us.
Annual Meeting

The 1995 Annual Meeting of Shareholders will be held on
Monday, May 15, 1995, at 9:30 am., in the

Enterprise Room, 5th Floor

State Street Bank and Trust Company

225 Franklin Street

Boston, Massachusetts

Registrar, Transfer Agent And
Dividend Disbursing Agent For

Common And Prefe Shares
Shareholder Services - Investor Relations

Mail Stop 450209

The First National Bank of Boston

Post Office Box 644

Boston, MA (2102-0644

1-800-736-3001 (Toll-Free)

Lost Or Stolen Stock Certificates

If your stock certificate is lost, destroyed or stolen, you
should notify the transfer agent immediately so a “stop
transfer” order can be placed on the missing certificate.
The transfer agent then will send you the required docu-
ments to obtain a replacement certificate.

Dividends

Schedule of anticipated record and payment dates for 1995
dividends on EUA Common Shares:

Record Payment
February 1 February 15
May 1 May 15
August 1 August 15
November 1 November 15

Replacement Of Dividend Checks

If you do not receive your dividend check within ten busi-
ness days after the dividend payment date, or if your check
is lost, destroyed or stolen, you should notify the disburs-
ing agent in writing for a replacement
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Dividend Reinvestment And Common

Share Purchase Plan

A Dividend Reinvestment and Common Share Purchase
Plan is available to all registered shareholders and EUA
Systern company employees. It is a simple and convenient
method of purchasing additional shares of EUA common
stock.

Participants also may make cash payments to purchase
additional shares. You may obtain complete details by writ-
ing to:

William F. O'Connor, Secretary
Eastern Utilities Associates
Post Office Box 2333

Boston, MA 02107

Ehcate Mailings

te mailings are costly. Shareholders may be receiv-
ing duphcate copies of annual and quarterly reports due to
multiple stock accounts in the same household. To elimi-
nate additional mailings of these reports, please write to us
and enclose label(s) or label information from the duplicate
reports. Dividend checks and proxy material will continue
to be sent for each account on record.

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

Financial Community Inquiries
Institutional investors and securities analysts should direct
inquiries to:

Clifford |. Hebert, Jr.,, Treasurer

Eastern Utilities Associates

Post Office Box 2333

Boston, MA 02107

(617) 3579590

The name Eastern Utilities Associates is the designation of
the Trustees for the time being under a Declaration of Trust
dated April 2, 1928, as amended. All persons dealing with
Eastern Utilities Associates must look solely to the trust
property for the enforcement of any claims against Eastern
Utilities Associates, as neither the Trustees, Officers nor
Shareholders assume any personal liability for obligations
entered into on behalf of Eastern Utilities Associates.



