NEw HAMPSHIRE

Electric Co-op
Report From The General Manager

1998: AYear of
Challenges for New
Hampshire Electric
Cooperative's Bottom
Line and
Yours
New Hampshire Electric
Cooperative (NHEC) ended
1998 with a bottom line
negative margin, that is, our
expenses exceeded our
revenues. In addition, you, our
Ed Wixson
members, were hit with
substantial rate increases during 1998 which
impacted the "bottom line" of your homes and
businesses. This annual report .describes why this
happened and what is being done towards "Putting
the Power In Your Hands" to choose lower-priced
market power, rather than PSNH's very expensive
default power. Your ability to choose market power,
hopefully prior to year 2000, will greatly improve
your bottom line, as well your Co-op's.
NHEC's negative margin (called a "loss"
in a for-profit business) totaling $1.36 million had
two main causes. First, the devastating ice storm in
January generated millions in unbudgeted expens
es. Even though state and federal emergency relief
allowed us to recoup 87.5% of the $3.6 million in
ice storm-related expenses, the storm cleanup was a

drain on our finances, our workers, and our
members. Second, a 5% rate increase covering
NHEC's rising distribution costs, budgeted for
implementation in July 98, was not approved by
the NH Public Utilities Commission until
October, adding to the revenue shortfall.
Other significant expenditures in 1998
included the significant investments necessary to
prepare for member choice of market power, plus
substantial legal dollars for stopping bills for zero
power output from the owners of the closed Maine
Yankee nuclear plant. Much of the industry
restructuring related costs are for the development
of new information technology systems and the
legal costs necessary to fight PSNH's attempts to
block NHEC members from enjoying the
benefits of retail competition for electric power.
The 5% revenue increase in October,
NHEC's first distribution rate increase in more
than two years, was designed to cover increased
costs of maintaining poles and wires in a system
growing by about 1,000 metering locations per
year. However, some expense categories, e.g., meter
reading, collections, property insurance, adminis
tration and interest payments, all decreased in
1998 over the previous year. Also, we paid down
our debt by $4 million in 1998 and continue to
meet the covenants of our financial obligations.
The Co-op's purchase-power contract
with Public Service of New Hampshire (PSNH)
that ends in mid-2006 burdens our members with
high cost, above-market priced default power.
PSNH imposed added wholesale power charges on
NHEC in 1998, which PSNH did not charge their
own retail customers. These charges were passed on
to you, adding another 15% to your electric bills.
When electric choice becomes an option, we expect
you will choose some other supplier's power at
market price, rather than PSNH's default power.
However, NHEC will continue to be your electrici
ty distributor and stand ready to keep putting
the power in your hands through our distribution
system.
Your Directors are committed to no
distribution rate increase in 1999, even as we

continue with system upgrades. This is the final
phase of a $10.4 million, three-year plan to replace
all Amerductor wire with modern aluminum wire.
Amerductor, originally installed in the 1930s and
'4 0s, often fails today due to rusting and age. Our
three-year tree-trimming and line maintenance
project has significantly reduced storm-related
outages. Completion of these initiatives has
improved system reliability and will result in future
lower maintenance costs per mile of distribution
line. Our GIS (geographic information system)
mapping project was completed in 1998. We
expect the capabilities of this technology to reduce
our re-connection time when repairing system
outages.
The next few years will be just as chal
lenging as 1998. We will continue to fight the legal
obstacles for providing customer choice for market
power for our members, while investing in the
technology and process improvements necessary to
provide you a long-term solution to reducing your
electric bills. In the long run, NHEC's investment
in distribution system upgrades improves your
service reliability while maintaining a financial
framework to ensure our future as New
Hampshire's only member-owned electric coopera
tive which will continue "Putting the Power In
Your Hands."
Our annual meeting is scheduled for
Tuesday, June 1, 1999, at NHEC Headquarters on
Tenney Mountain Highway in Plymouth.
Registration and exhibits open to all at 9 a.m. The
meeting begins at 10:30 a.m. I look forward to
greeting you there.

Eldwin "Ed" Wixson, Chair
NHEC Board of Directors
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1998 New Hamp hireBalance Sheet
1998

1997

variance $

variance %

Assets
Utility Plant
$284,076,216
less: Depreciation
(78,461,3861
Net Utility Plant
$205,614,830
Cash and Cash Equivalents
3,253,534
Investments
8,354,446
Accounts Receivable (Net)
22,678,201
Materials and Supplies Inventory
1,977,489
Deferred Charges
30,971,918
Other Assets
1,122,000
total assets
$273,972,418

$276,329,678
(72,146,479)
$204,183,199
1,378,149
7,013,018
17,671,292
1,985,992
40,681,733
1,070,196
$273,983,579

2.80%
$7,746,538
(6,314,907) 8.75%
0.70%
$1,431,631
1,875,385 136.08%
1,341,428 19.13%
5,006,909 28.33%
(8,503) -0.43%
(9,709,815) -23.87%
4.84%
51,804
0.00%
($11,161)

Liabilities
REA and CFC Debt
$238,238,901
Other Debt
7,921,143
Accounts Payable
17,428,068
Accrued Interest and Expenses
3,970,210
Other Current Liabilities
517,282
Non Current Liabilities
1,417,854
Patronage Capital
(5,257,059)
Deferred Credits
9,736,019
total liabilities
$273,972,418

$242,619,548
7,368,505
14,211,078
4,244,994
580,683
1,541,604
(3,896,377)
7,313,545
$273,983,579

($4,380,647)
552,638
3,216,990
(274,784)
(63,401)
(123,750)
(1,360,682)
2,422,474
($11,161)

-1.81%
7.50%
22.64%
-6.47%
-10.92%
-8.03%
34.92%
33.32%
0.00%

The annual audit of New Hampshire Electric Cooperative records was made by
Berry, Dunn, McNeil & Parker, 100 Middle Street, Portland, ME 04104- 1100.
Copies of the complete report are on file with the New Hampshire Public Utilities
Commission in Concord, NH, and at New Hampshire Electric Cooperative's
Headquarters Office in Plymouth, NH.

Operating Statement
1998

1997

variance $

variance %

$94,440,088
14,686,086
1,613,993
$110,740,167

$78,806,994
15,877,955
1,599,201
$96,284,150

$15,633,094
(1,191,869)
14,792
$14,456,017

19.84%
-7.51%
0.92%
15.01%

Cost of Power
Operations and Maintenance
Depreciation
Taxes
Customer, Administrative, and General
total operating expenses
Interest Expense and Other Deductions

$65,328,532
9,889,366
9,102,240
4,199,339
11,334,123
$99,853,600
15,889,399

$49,743,989
9,946,415
8,862,287
4,058,853
10,525,891
$83,137,434
16,240,814

$15,584,543
(57,049)
239,953
140,486
808,232
$16,716,166
(351,415)

31.33%
-0.57%
2.71%
3.46%
7.68%
20.11%
-2.16%

Operating Margin

($5,002,833)

($3,094,098)

($1,908,735)

61.69%

Other Capital Credits and Patronage Dividends 1,552,070
355,722
Allowance for Funds Used During Construction

1,606,355
268,666

(54,285)
87,056

-3.38%
32.40%

Revenue
Operating Revenue
Sales for Resale
Other
total revenue

Expenses

Net Operating Margins
Non Operating Margins
Net Margin

($3,095,041)
1,734,360
($1,360,680)

As submitted by:

Jerry Hopkins, Treasurer
NHEC Board of Directors

($1,219,077)
2,165,446
$946,370

($1,875,964) 153.88%
(431,086) -19.91%
($2,307,050) -243.78%
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Historical Data
1998

1997

KILOWATT-HOUR SALES:
Residential
Commercial & Industrial
Street & Highway Lighting
TOTAL
Increase/Decrease

350,324,614
229,600,865
1,545,190
581,470,669
-2.7%

364,117,505
231,901,856
1,553,322
597,572,683
0.4%

366,871,907
226,925,124
1,541,811
595,338,842
0.9%

REVENUES FROM SALEOF KWH:
Residential
Commercial & Industrial
Street & Highway Lighting
TOTAL
Increase/Decrease

$59,677,068
$33,547,990
$392,206
$93,617,264
19.0019%

$50,721,643
$27,597,885
$349,169
$78,668,697
0.8395%

$50,535,840
$27,133,544
$344,352
$78,013,736
-0.6%

AVERAGE REVENUE PER KWH SOLD:
Residential
Commercial & Industrial
Street & Highway Lidhting
TOTAL
Increase/Decrease

$0.1703
$0.1 461
$0.2538
$0.1610
22.3%

$0.1393
$0.1190
$0.2248
$0.1316
0.5%

$0.1377
$0.1196
$0.2233
$0.1310
-1.5%

AVERAGE NUMBER OF CUSTOMERS:
Residential
Commercial & Industrial
Street & Highway Lighting
TOTAL
Increase/Decrease

59,552
8,364
49
67,965
1.4%

58,796
8,204
48
67,048
1.6%

57,900
8,070
43
66,013
1.0%

5,883
-5 0%

6,193
-2.3%

6,336
0.3%

KILOWATT-HOURS PURCHASED (BY VENDORS):
Public Service Co. of NH
593,739,462
Green Mountain Power Co.
2,034,580
New England Power Co.
6,422,500
Central Vermont Public Service Corp.
15,652,681
Maine Yankee Atomic Power Corp.
0
Other Suppliers
5,976,100
TOTAL
623,825,323
Increase/Decrease
-3.0%

619,050,403
2,054,330
6,445,300
15,885,547
0
9,885
643,445,465
0.8%

577,697,364
2,060,230
6,308,900
16,078,642
36,035,411
24,165
638,204,712
1.5%

COST OF KILOWATT-HOURS PURCHASED:
Public Service Co. of NH
Green Mountain Power Co.
New England Power Co.
Central Vermont Public Service Corp.
NEPOOL (Load Dispatching)
Maine Yankee Atomic Power Corp.
Other Suppliers
TOTAL
Increase/Decrease

$63,309,060
$130,287
$416,225
$427,320
$97,257
$0
$574,218
$64,954,367
31.2%

$47,238,520
$125,260
$418,840
$575,352
$76,796
$1,056,137
$596
$49,491,501
-0.4%

$47,179,677
$128,560
$398,802
$577,500

$0.1066
$0.0640
$0.0648
$0.0273
$0.0000
$0.0961
$0.1041
35.4%

$0.0763
$0.0610
$0.0650
$0.0362
$0.0000
$0.0603
$0.0769
-1.2%

AVERAGE KILOWATT-HOUR USE:
Residential
Increase/Decrease

AVERAGE COST PER KWH PURCHASED:
Public Service Co. of NH
Green Mountain Power Co.
New England Power Co.
Central Vermont Public Service Corp.
Maine Yankee Atomic Power Corp.
Other Suppliers
TOTAL
Increase/Decrease

1996

$1,418,271
$1,451
$49,704,261
-8.3%

$0.0817
$0.0624
$0.0632
$0.0359
$0.0394
$0.0600
$0.0779
-9.6%

General StaUstics
Maximum kw Demand For System
Load Factor
Number of Employees
Number of Customers Per Employee
Total Miles of Line - End of Year
Number of New Services Added During Year
Uncollectible Accounts Written Off
Oper. & Maint. Costs Per Mile of Line
Consumer Accounts Expense Per Customer

1998
166,712
42.7%
193
352
4,957
933
$338,108
$856
$36

1997
164,715
44.6%
202
332
4,917
1,004
$419,312
$863
$36

1996
162,043
45.0%
207
319
4,867
918
$413,922
$872
$34

Report from the General Manager

Freedom to Choose Is
the Answer to High
Electric Bills
At this time last
year we were greatly antic
ipating retail competition
and the potential for
significant savings to our
members. Unfortunately,
the savings never material
Fred Anderson
ized. Despite our best
efforts we were blocked from implementing
competition by a series of legal obstacles con
structed by Public Service of New Hampshire
(PSNH). The dispute stems from our long
term power supply contract, the cost of
which accounts for two-thirds of your electric
bill. Much to our disappointment and
frustration, rates continued to rise as PSNH
continued to pass on exorbitant price
increases to the Co-op.
Homeowners and businesses alike
have been feeling the impact of high electric
rates for some time. But, we have not given
up. The result is that the Co-op is now closer
to retail competition than ever before.
This first good news came in May of
1998, when the Federal Energy Regulatory
Commission (FERC) ruled that the Co-op is
not responsible for paying PSNH for electric
power that its members purchase from
competitive energy suppliers when electric
choice is available to them. We anticipated
that this would open the door for electric
choice for Co-op members, providing
potential savings of 35% or more on their
electric bills. But PSNH was granted a
rehearing on that issue and FERC overturned
a portion of its decision. FERC has now
decided that while NHEC is not obligated

to pay for energy charges (kilowatt-hours
used by members), we must still pay
demand charges (peak demand on the sys
tem at a specific time and delivery point).
The bottom line is that PSNH's
challenge of the ruling delayed electric choice.
It also reduced the potential savings members
can receive by choosing a competitive power
supplier. The Co-op is asking FERC to
reconsider this decision because reinstating
the earlier ruling means more potential
savings for our members.
Ultimately, FERC's current decision
means that Co-op members may be one step
closer to electric choice. Members choosing
an electric supplier still could see potential
savings of up to 25% on their electric bill
as a result of this ruling-even more if
FERC reinstates its original ruling, as we've
requested.
Still, it is still unclear when electric
choice and real savings will be available to
our members or other ratepayers in New
Hampshire. As this annual report went to
press, staff was preparing a filing with the
New Hampshire Public Utilities Commission
that includes a plan for implementing electric
choice. Meanwhile, our staff is in the final
stages of putting in place the hardware and
software systems, and is testing the technical
processes, necessary to make electric choice
work. With prompt approval from the
Commission, and barring additional legal
obstacles, members may have the power to
choose their own electric energy suppliers by
late summer or fall of 1999.
Meanwhile, the Co-op is pursuing
every other option to reduce electric rates,
including accepting electric energy from
"qualifying facilities" (QFs), or power plants
that generate electricity from renewable
resources. FERC says that the Co-op is
required by the Public Utility Regulatory
Policies Act of 1978 (PURPA), and allowed
by its long-term power supply contract with
PSNH, to accept delivery of electric energy

from QFs, which can potentially provide
electric energy at considerably lower prices
than PSNH. But PSNH, a critical power
transmission link between the QFs and the
Co-op, has blocked delivery of this electric
energy to the Co-op, claiming that the Co-op
or QF must take responsibility for the electric
load served from these resources.
Clearly, the Co-op's long-term power
supply contract with PSNH already provides
compensation to PSNH for power the Co-op
receives from third parties, such as QFs.
PSNH's position is contrary to its obligations
under its contract with the Co-op and
symptomatic of its general disregard for the
Co-op and its members. The Co-op has filed
a protest with FERC.
We will continue to vigorously
pursue these promising opportunities to
reduce your electric bills and will remain
constantly vigilant to ensure our contract
with PSNH is properly implemented. We
will continue to file legal challenges when
PSNH manipulates our contract to the
financial detriment of Co-op members.
Most importantly, the Co-op will
continue to advocate restructuring the electric
utility industry. This will allow Co-op
members-and all New Hampshire
ratepayers- the freedom to choose their own
electric power supplier, providing the
potential for significant reductions in electric
bills. PSNH's regulatory and legal maneuver
ing have not deterred us from our goal
meaningful rate reductions for our members.

Fred Anderson
CEO/General Manager
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Report of hideendent Certified Public Accountants

Municipal Light Commission
of the City of Taunton
Taunton, Massachusetts
We have audited the accompanying balance sheets of the Taunton Municipal
Plant
(a department of the City of Taunton) as of December 31, 1998 and 1997, and the
Lighting
related statements of earnings, retained earnings and cash flows for the years then ended. These
financial statements are the responsibility of the Plant's management. Our responsibility is to
express an opinion on these financial statements based on our audits.
Except as discussed in the following paragraph, 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 statement presentation. We believe our audits provide a reasonable basis for
our opinion.
As discussed in Note H to the financial statements, certain disclosures required by
the Governmental Accounting Standards Board relating to pensions have been omitted. In
addition, Governmental Accounting Standards Board Technical Bulletin 98-1, "Disclosures about
Year 2000 Issues", requires disclosure of certain matters regarding the year 2000 issue. The Plant
has included such disclosures in Note J. Because of the unprecedented nature of the year 2000
issue, its effects and the success of related remediation efforts will not be fully determinable until
the year 2000 and thereafter. Accordingly, insufficient audit evidence exists to support the Plant's
disclosures with respect to the year 2000 issue made in Note J. Further, we do not provide
assurance that the Plant is or will be year 2000 ready, that the Plant's year 2000 remediation efforts
will be successful in whole or in part, or that parties with which the Plant does business will be year
2000 ready.
In our opinion, except for the omission of certain pension plan disclosures required
by the Governmental Accounting Standards Board and had we been able to examine evidence
regarding year 2000 disclosures, the financial statements referred to above present fairly, in all
material respects, the financial position of the Taunton Municipal Lighting Plant as of
December 31, 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.

Boston, Massachusetts
April 2, 1999
98 N.Washington Street
Boston, MA 02114-1913
Tel: 617 723-7900
Fax: 617 723-3640
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Taunton Municipal Lighting Plant
BALANCE SHEETS
December 3 1,
ASSETS

UTILITY PLANT - AT COST
Plant in service
Less accumulated depreciation
Net utility plant in service
Investment in Seabrook
Construction work in progress
Total utility plant

1998

1997

$114,082,267
72,905,729
41,176,538

$110,533,880
68,359,977
42,174,003

2,681,176
6,069,668
49,927,382

2,828,547
2,263,790
47,266,340

11,140,017

12,213,601

4,496,039

4,132,129

287,512
365,462

299,665

NON UTILITY PLANT - NET
DEPRECIATION FUND (including certificates of deposit of $4,000,000
and $5,500,000 in 1998 and 1997, respectively)
SICK LEAVE TRUST FUND
OTHER ASSETS
Investment in Hydro Quebec Project
Investment in Energy New England LLC
Deferred fuel costs
Due from TMLP Retirement Trust
Other
CURRENT ASSETS
Cash
Customer deposits
Accounts receivable, less allowance for doubtful accounts of
$1,099,131 and $878,435 respectively
Materials and supplies inventory
Prepaid expenses
Total current assets

619,787
64,320

122,109
550,708
113,319

673,277
568,142

959,771
465,892

4,762,665
1,453,022
1,605,786
9,062,892

4,003,115
1,616,240
178,397
7,223,415

$ 75,963,411

$ 71.921.286

$ 20,637,000
32,434
20,669,434
31,955,286

$ 19,572,000
32,434
19,604,434
31,474,119

52,624,720

51,078,553

11,353,447

12,506,801

3,621,676
418,072
1,150,000

1,184,819
364,273
1,065,000

4,281,682
749,368
429,874
1,080,712
157,523
96337
11,985244

4,025,603
711,966
465,374
345,752
102,970
70,175
8335M932

S 75,963,411

$ 71921,286

RETAINED EARNINGS AND LIABILITIES
RETAINED EARNINGS
Appropriated retained earnings
Loans repayment
Construction repayment
Unappropriated retained earnings
Total retained earnings
LONG-TERM DEBT
CURRENT LIABILITIES
Accounts payable
Customer deposits
Current maturities of long-term debt
Accrued liabilities
Sick leave
Vacation
Interest
Power
Payroll
Other
Total current liabilities
COMMITMENTS AND CONTINGENCIES

The accompanying notes are an integral part of these statements.
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Taunton Municipal Lighting Plant
STATEMENTS OF EARNINGS
Years ended December 31,

1998
Operating revenues
Sales of electricity
Commercial and industrial
Residential
Sales for resale
Municipal

1997

$24,730,067
16,417,694
3,410,475
2,151,474
46,709,710
658,381

$24,534,992
16,167,796
4,057,870
1,930,677
46,691,335
271,906

47,368,091

46,963,241

25,404,636
5,347,013
1,609,128
5,052,877
4,673,659
202,574

26,597,045
3,697,693
1,356,142
5,083,573
4,598,011
262,791

Total operating expenses

42,289,887

41,595,255

Earnings from operations

5,078,204

5,367,986

(443,103)
1,082,836
1,025,551
(556,348)
(4,418)
67,519

1,110,745
(360,668)
(145,765)
(119.,244)

3,906,167

4,882,918

2,360,000

2,360,000

Other operating revenues
Total operating revenues
Operating expenses
Power production
Transmission and distribution
Customer accounting
Administrative and general
Depreciation and amortization
Nuclear expense

Other expense (income)
Internet income
Internet expense
Interest expense
Interest income
Unrealized gains on investments
Other expense (income)
Total other expense
Earnings before provision for payment in lieu of taxes
Provision for payment in lieu of taxes

$ 2,522,918

NET EARNINGS
The accompanying notes are an integral part of these statements.
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Taunton Municipal Lighting Plant
STATEMENTS OF RETAINED EARNINGS
Years ended December 31, 1998 and 1997

Balance at December 31, 1996
Transfer for bond repayment

Appropriated
Retained Earnings
Construction
Loan
Repayment
Repayment

Unappropriated
Retained
Earnings

$32,434

$29,936,201

$18,587,000

(985,000)

985,000

2,522,918

Net earnings
Balance at December 31, 1997
Transfer for bond repayment

19,572,000

32,434

(1,065,000)

1,065,000

1,546,167

Net earnings
Balance at December 31, 1998

31,474,119

$20,637,000

The accompanying notes are an integral part of these statements.
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$32.434

$31.955 286

Taunton Municipal Lighting Plant
STATEMENTS OF CASH FLOWS
Years ended December 31,

1998

1997

$1,546,167

$2,522,918

Increase (Decrease) in Cash and Cash Equivalents
Cash flows from operating activities:
Net earnings
Adjustments to reconcile net earnings to net cash and cash
equivalents provided by operating activities:
Depreciation and amortization
Unrealized (gains) losses on investments
Amortization of bond premium
Equity in (income) losses of Seabrook investment
Equity in losses of Energy New England LLC investment
Change in assets and liabilities:
(Increase) in customer deposit funds
(Increase) decrease in accounts receivable
(Increase) decrease in due from retirement trust
Decrease (increase) in inventory
(Increase) decrease in prepaid expenses
Decrease in other assets
Increase (decrease) in accounts payable
Decrease in deferred fuel or customer credits
Increase (decrease) in customer deposits
Increase in accrued liabilities
Net cash provided by operating activities
Cash flows from investing activities:
Net additions to utility plant
Investment in Energy New England LLC
Proceeds from maturing long term certificates of deposits
depreciation fund
Investment in long term certificates of deposit - depreciation fund
Increase in Sick Leave Trust Fund
Net cash used in investing activities
Cash flows from financing activities:
Payment of long-term debt
Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
7

4,673,659
(3,354)
(19,559)
134,538

4,598,011
(145,765)
(3,354)
105

(102,250)
(759,550)
(69,079)
163,218
(1,427,389)
61,152
2,436,857
122,109
53,799
1,073,656

(22,471)
699,060
10,916
(393,893)
26,050
12,567
(1,269,047)
216,067
(69,150)
799,239

7,883,974

6,981,253

(7,315,142)
(500,000)

(4,358,726)

4,000,000
(4,000,000)
(363,910)

3,500,000
(4,000,000)
(688,655)

(8179.052)

(5,547,381)

(1.065.009)

(9 85 ,000)

(1,360,078)

448,872

9,173,372

8,724,500

Taunton Municipal Lighting Plant
STATEMENTS OF CASH FLOWS - CONTINUED
Years ended December 31,
1998

1997

$7,140,017

$8,213,601

Cash and cash equivalents at end of year is reflected on the balance
sheets as follows:
Depreciation fund (exclusive of long-term certificates of deposit)
Cash

673,2.7.7

959,771

$7,81ý3294

$9,173,372

$1,061,051

$1,143,578

Supplemental Disclosure of Cash Flow Information:
Cash paid during the year for interest
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS
December 31, 1998 and 1997

NOTE A - SUMIvIARY OF SIGNIFICANT ACCOUNTING POLICIES
A summary of Taunton Municipal Lighting Plant's (the "Plant") significant accounting policies
consistently applied in the preparation of the accompanying financial statements follows.
1. Nature of Business
The Plant is a regulated municipal electric utility located in Taunton, Massachusetts. The Plant
operates as an enterprise fund of the City of Taunton, Massachusetts, and produces, purchases and
distributes electricity to approximately 32,000 customers in the City of Taunton and the
surrounding areas. The Plant also operates an internet access business unit. The gross revenue
and expense for this business unit is presented in other expense (income) in the statement of
earnings. The business unit leases certain assets from the Plant. Included in other operating
revenue for the Plant and internet expense is approximately $620,000 related to this lease.
2. Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting
principles 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 and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.
Estimates relating to the allowance for doubtful accounts and contingencies (see note G) represent
the significant estimates included in the financial statements. Management bases their estimates
of these items on historical experience, specific identification and future expectations.
3. Rates
The Plant is under the charge and control of the Municipal Light Plant Commissioners in
accordance with Chapter 164, Section 55 of the General Laws of the Commonwealth of
Massachusetts. Electric power is both produced and purchased and is distributed to customers
within their service area. The rates charged by the Plant to its customers are filed with the
Department of Telecommunications and Energy ("DTE") (formerly the Massachusetts
Department of Public Utilities) and are subject to Chapter 164, Section 58 of the General Laws,
which provide that prices shall be fixed to yield not more than 8% per annum on the cost of the
plant after repayment of operating expenses, interest on outstanding debt and depreciation. The
Plant's resulting net earnings amounted to approximately 3.0% and 3.7% of utility plant in 1998
and 1997, respectively.
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED
December 31, 1998 and 1997

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
4. Depreciation
Pursuant to the DTE regulations, depreciation is calculated as a percentage of depreciable
property at January 1. Depreciation is computed at 4% of the cost of depreciable property.
Depreciation Fund cash is used in accordance with state laws for replacements and additions to
the utility plant in service.
5. Pension Plan
Substantially all employees of the Plant are covered by a contributory pension plan administered
by the City of Taunton in conformity with State Retirement Board requirements (see note H).
6. Inventory
Materials and supplies inventory is carried at cost, principally on the average cost method.
7. Sick Leave Trust Fund
The Plant established a Sick Leave Trust Fund ("Trust") in 1982 for the financing of future sick
leave payments. It is the Plant's intention that the Trust be funded to the extent of the Plant's sick
leave liability and that future sick leave expense will be paid by the Trust once full funding is
achieved. The assets of the Trust are shown in the financial statements to provide a more
meaningful presentation, as the assets of the Trust are for the sole benefit of the Plant.
In March 1997, the Governmental Accounting Standards Board issued Statement No. 31,
"Accounting and Financial Reporting for Certain Investments and for External Investment Pools"
("GASB 31"). Under GASB 31, investments are required to be reported at fair value in the
balance sheet, and investment income, including changes in fair value of investments, is required
to be recognized as revenue in the operating statement. The provisions of GASB 31 were
adopted retroactively. The Plant previously accounted for its investments under Statement of
Accounting Standards No. 115. The adoption of GASB 31 resulted in an increase in net income
of $4,418 and $145,765 for the years ended December 31, 1998 and 1997, respectively. The
effect for years prior to 1997 was immaterial.
Realized gains and losses, and declines in value are included in the statement of operations.
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED
December 31, 1998 and 1997

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
Net investment income for the Trust of approximately $196,000 and $148,000 in 1998 and 1997,
respectively, is reflected in the statements of earnings as an offset to compensated absence
expense, as these funds are restricted and can only be used for the payment of sick leave benefits.
The net expense for sick leave was approximately $69,000 and $246,000 for the years ended
December 31, 1998 and 1997, respectively.
8. Deferred Fuel Costs
The Plant's rates include a Purchased Power Cost Adjustment (PPCA) which allows an
adjustment of rates charged to customers in order to recover all changes in power costs from
stipulated base costs. The PPCA provides for a quarterly reconciliation of total power costs billed
with the actual cost of power incurred. Any excess or deficiency in amounts collected as
compared to costs incurred is deferred and either credited or billed to customers over subsequent
periods.
9. Investment in Seabrook
The Plant's Investment in Seabrook represents a 0.10034% joint ownership share. The Plant
records annually depreciation computed at 4% of the initial investment in Seabrook. The Plant's
percentage share of new plant additions are capitalized and their share of operating and
maintenance expenses, and decommissioning expenses (see note C) are charged against earnings.
10. Cash Equivalents
For purposes of the Statement of Cash Flows, the Plant considers certificates of deposit with
maturities of three months or less to be cash equivalents. At December 31, 1998 and 1997,
Depreciation Fund - Unit 9 principal and interest includes certificates of deposit in the amount of
$0 and $4,000,000, respectively, were considered long-term.
11. Reclassifications
Certain amounts in the 1997 financial statements have been reclassified to conform to the current
year presentation.
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED
December 31, 1998 and 1997
NOTE B - CASH AND CERTIFICATES OF DEPOSIT
The Plant's cash is deposited with the City of Taunton Treasurer who commingles it with other City
funds. The City invests the cash and credits the Plant each year with interest earned on the cash deposits.
Cash and certificates of deposit deposited with the City of Taunton consists of the following at
December 31,
1997
1998
Interest bearing pooled funds including restricted customer
deposits of $418,072 and $364,273, respectively
Certificates of deposit with rates of 4.50% maturing
at various dates during 1999

$ 8,381,436

$ 8,139,264

4,000,00
$12,381A36

$13639,264

1998

1997

$ 6,098,898
27,318
4,285,117
728,684
673,277
568,142

$ 5,453,441
2,027,318
4,004,158
728,684
959,771
465,892

$12,381,436

$13,639,264

Cash and certificates of deposit at December 31, is reflected as follows:

Depreciation Fund - capital additions and replacements
Depreciation Fund - Major overhaul
Depreciation Fund - Unit 9 principal and interest
Depreciation Fund - other
Cash
Customer deposit principal and interest fund

NOTE C - INVESTMENTS

The Plant is a 0.10034% joint owner of the Seabrook New Hampshire Unit 1.
The joint owners of Seabrook have established a Decommissioning Fund that is currently held by a
Trustee. The Plant's share of the estimated decommissioning liability is approximately $491,000 as of
January 1, 1998 (the most current valuation date). The Plant is currently contributing, based on a present
value formula, $970 per month (increasing to $1,009 per month in 1999) over 28 years.
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED
December 31, 1998 and 1997

NOTE C - INVESTMENTS - Continued

Energy New England
In 1998 the Plant, in conjunction with the Reading Municipal Light Department, the Braintree
Electric Light Department and the Connecticut Municipal Electric Energy Cooperative, formed a new
cooperative, Energy New England LLC, as allowed under Chapter 164 of the General Laws of the
Commonwealth of Massachusetts. Each founding system invested $500,000 in order to initially fund
the new corporation. Energy New England is an energy and energy services cooperative established
to assist publicly owned entities to ensure their continued viability in the newly deregulated
wholesale electric utility markets and to strengthen their competitive position in the retail energy
market for the benefit of the municipal entities' customers. Energy New England functions as an
autonomous, entrepreneurial business unit that is free from many of the constraints imposed on
traditional municipal utility operations. Each founding member has one seat on the Board of
Directors along with three outside Directors. Energy New England commenced the management of
the founders power supply operations in the newly restructured NEPOOL wholesale markets as of
May 1, 1999. The Plant records this investment under the equity method. Included in other expense
is approximately $135,000 representing the Plant's share of Energy New England's net losses
through December 31, 1998.

NOTE D - LIGHTWAVES

The Plant had initiated an energy saving program for commercial and industrial customers known as
Lightwaves. The program entitled the customer to a free energy audit and installation of energy efficient
equipment. This program has been terminated. Amounts reported represent fees owed for previously
installed equipment. Customers are required to pay a monthly fee for a 60 month period. The fee is based
upon the administrative costs related to the program. The related administrative costs are expensed as
incurred.

NOTE E - LONG-TERM DEBT

Long-term debt is comprised of the following bonds:
Electric Loan Act of 1969
Interest rate - 8%, interest payable February 1 and
August 1, due serially to February 1, 2006
Unamortized premium
Less current maturities
Total long-term debt
13

1998

1997

$12,480,000

$13,545,000

23,447
12,503,447
1,150,000

26,801
13,571,801
1,065,000

$11,353447

$12506,801

Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED
December 31, 1998 and 1997

NOTE E - LONG-TERM DEBT - Continued
Aggregate maturities of long-term debt at December 31, 1998, are as follows:
$ 1,150,000
1,250,000
1,350,000
1,465,000
1,585,000
5,680,000

1999
2000
2001
2002
2003
Thereafter

$12,480,000

NOTE F - CONTRIBUTION IN LIEU OF TAXES
The Plant contributed $2,360,000 in 1998 and 1997 to the City of Taunton in lieu of taxes. All
contributions to the City are voted by the Municipal Light Commission.
NOTE G - COMMITMENTS AND CONTINGENCIES
Interconnection Agreement
The City of Taunton, acting by vote of its Municipal Lighting Plant Commission, entered into an
agreement with Montaup Electric Company ("Montaup"), dated July 31, 1970, as amended, concerning
interconnection of electrical operations, purchase and sale of kilowatt capacity, and construction by
Taunton of a generating unit of approximately 110 megawatt capability. During 1998, the City agreed
to exchange with Montaup Electric Company fifteen (15) megawatts of Unit No. 9 capacity for ten (10)
megawatts of capacity from the Canal No. 2 generating unit, 50% of which is owned by Montaup. The
Plant credited to sales for resale $438,757 and $549,621 of energy charges billed to Montaup Electric
Company in 1998 and 1997, respectively for its share of power under the interconnection agreement.
Although the interconnection agreement arrangements remain in place, the exchange of capacity and
related energy was terminated effective December 1998.
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED
December 31, 1998 and 1997
NOTE G - COMMITMENTS AND CONTINGENCIES - Continued
Hydro-Quebec Agreement
In 1988, the Plant entered into an agreement with the Massachusetts Municipal Wholesale Electric
Company and other New England Utilities to support the operation of a transmission line to permit the
interchange of electricity between such utilities and Hydro-Quebec Electric Corporation
(HydroQuebec). In connection with the agreement, the Plant advanced approximately $800,000 toward
development of the project of which approximately $450,000 was returned after the project had
obtained financing. In 1991, the Hydro Quebec project was completed. Upon completion of this
project, each participant received stock in the New England Hydro Transmission Electric Company and
The New England Hydro Transmission Corporation proportional to their advances. The investment is
being accounted for on the cost basis. The stock received is not readily marketable, but gives the
holder rights to purchase power at a percentage of the fossil fuel rate.
During the years ended December 31, 1998 and 1997, the Plant received dividends from the above
noted Companies in the amounts of $64,242 and $72,992, respectively.
Litigation and Other Matters
1. The Plant purchases power (.5337% of total Maine Yankee Plant output) from Maine Yankee
Atomic Power Company ("Maine Yankee") pursuant to a Contract that entitles the Plant to a pro
rata share of the Maine Yankee Plant (the "Maine Plant") output. On August 6, 1997, the Maine
Yankee Board of Directors officially terminated the Maine Plant. During both 1997 and 1998, the
Maine Plant ran only sporadically. During this time, the Plant paid the expenses for operating the
Maine Plant, including capacity charges. The Plant, along with twenty-five other public entities
(the "Secondary Purchasers"), withheld payments for service, including decommissioning fund
charges. It is the position of the Secondary Purchasers that the voluntary shutdown of the Maine
Plant constitutes a material, substantial breach of contract, and terminates their Contracts.
On November 28, 1997, the Secondary Purchasers filed a Notice invoking the arbitration provision
of their Contracts. Maine Yankee declined to arbitrate the dispute. On January 16, 1998, the
Secondary Purchasers filed a motion to compel arbitration in the State of Maine Superior Court.
On April 6, 1998, the Court denied the Secondary Purchasers motion to compel arbitration at this
time.
On December 15, 1997, Maine Yankee filed a Complaint with the Federal Energy Regulatory
Commission (the "FERC"), asking the FERC to compel payments from the Secondary Purchasers.
On January 22, 1998, the Secondary Purchasers filed an Answer to the Complaint requesting that
the FERC dismiss the Complaint, and that FERC order Maine Yankee to proceed with arbitration.
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED
December 31, 1998 and 1997
NOTE G - COMMITMENTS AND CONTINGENCIES - Continued
During the latter part of 1998, the Secondary Purchasers and Maine Yankee engaged in
negotiations that resulted in a settlement agreement. On January 25, 1999, the Maine Yankee
filed an Offer of Settlement with FERC that resolved all outstanding litigation between Maine
Yankee and the Secondary Purchasers. The Offer of Settlement required the payment of all
funds held in escrow and withheld since August 6, 1997 which was accrued as of December 31,
1998 (approximately $1,050,000). As a result of the settlement, the Plant's contractual
obligation, including decommissioning, under the existing Secondary Purchasers' Agreement
with Maine Yankee will be terminated.
2. The Plant is involved in various legal matters incident to its business, none of which is believed by
management to be significant to the financial condition or the results of operations of the Plant.
3. The Plant is also involved in several proceedings relating to environmental matters. Although it is
difficult to estimate the liability, if any, of the Plant related to these environmental matters, the
Plant believes that these matters will not have a material adverse effect upon its financial condition
or the results of operations.
4. The Plant is involved in the process of refurbishing certain plant facilities. The Plant's current
estimate of the refurbishing is approximately $4.9 million of which approximately $3.0 million has
been expended through December 31, 1998. Actual costs and expenditures could differ from those
estimates.
NOTE H - PENSION PLANS
The Plant contributes to the City of Taunton Retirement System ("System"), a public employee
retirement system that acts as the investment and administrative agent for the City. All full-time
employees participate in the System.
Instituted in 1937, the System is a member of the Massachusetts Contributory System and is governed by
Massachusetts General Laws Chapter 32. Membership in the System is mandatory upon the
commencement of employment for all permanent, full-time employees.
The System provides for retirement allowance benefits up to a maximum of 80% of a member's highest
three-year average annual rate of regular compensation. Benefit payments are based upon a member's
age, length of creditable service, level of compensation and group classification.
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED
December 31, 1998 and 1997

NOTE H - PENSION PLANS - Continued
Members of the System become vested after 10 years of creditable service. A retirement allowance may
be received upon reaching age 65 or upon attaining twenty years of service. The System also provides
for early retirement at age 55 if the participant (1) has a record of 10 years of creditable service, (2) was
on the City's payroll on January 1, 1978, (3) voluntarily left City employment on or after that date, and
(4) left accumulated annuity deductions in the fund. Active members contribute either 5%, 7% or 8% of
their regular compensation depending on the date upon which their membership began. The System also
provides death and disability benefits.
The System does not make a separate measurement of assets and the pension benefit obligation for the
Plant. The pension benefit obligation is a standardized disclosure measure of the present value of pension
benefits, adjusted for the effects of projected salary increases and step-rate benefits, estimated to be
payable in the future as a result of employee service to date. The measure is intended to help users assess
the funding status of the System on a going-concern basis, assess progress made in accumulating
sufficient assets to pay benefits when due, and make comparisons among employers. The measure is the
actuarial present value of credited projected benefits and is independent of the funding method used to
determine contributions to the System. As of January 1, 1998 (the most current valuation date), the
Plant's unfunded actuarial accrued liability is approximately $13,400,000.
The Plant has established a separate Employees Retirement Trust Fund (Trust Fund) for the financing of
future pension payments. The Trust Fund had net assets (at cost) of approximately $13,638,000 and
$13,395,000, at December 31, 1998 and 1997, respectively. The market value of the net assets at
December31, 1998 and 1997 was approximately $14,198,000 and $14,131,000, respectively. These
funds are invested in money market funds, fixed income securities including government and corporate
bonds and other equity securities. The Plant has made no contributions to the Trust Fund in 1998 and
1997.
The Plant receives from the Trust Fund, over the next twenty-eight years, an amount equal to one
hundred percent of the annual amortization of the unfunded pension liability.
The following represents the components of the Plant's recorded pension expense:
1998

December 31,
1997

Contributions to the System

$1,719,400

$1,706,057

Contributions from the Trust Fund

(1,178,721)

(1112.325)

Recorded pension expense

$ 5402679

$593,732
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED
December 31, 1998 and 1997

NOTE H - PENSION PLANS - Continued
Prior to 1993, the System's funding policy for the participating entities was not actuarially determined.
The participating entities were required to contribute each fiscal year an amount approximating the
("pay-as-you-go"
pension benefits (less certain interest credits) expected to be paid during the year
method). Effective for fiscal year ends 1993 and beyond, the System has removed the "pay-as-you-go"
method and will amortize the unfunded pension benefit obligation over thirty-two years. This change has
been approved by Public Employees Retirement Association.
Accounting standards require certain related disclosures be made including the components of pension
costs and the funded status of the System. The effect of omitting such disclosure on the accompanying
financial statements has not been determined.

NOTE I - POST EMPLOYMENT BENEFITS
In addition to the pension benefits described in note H, the Plant provides post employment health care
benefits to retirees that meet certain requirements. Retirees of the Plant under age 65 are eligible for the
same health benefits as active employees, while retirees over the age of 65 are eligible for MEDEX. The
costs of the benefits provided to retirees are borne 75% by the Plant, and 25% by the retirees. Retiree's
survivors must bear the full cost of the benefits.
The Plant is charged their prorata portion of the "pay-as-you-go" cost of benefits based on an allocation
by the City done annually. For 1998 and 1997, the costs allocated to the Plant were approximately
$451,000 and $399,000, respectively.

NOTE J - YEAR 2000 ISSUE
The year 2000 issue is the result of shortcomings in many electronic data processing systems and other
electronic equipment that may adversely affect the Plant's operations as early as fiscal year 1999.
The Plant has completed an inventory of computer systems and other electronic equipment that may be
affected by the year 2000 issue and that are necessary to conducting Plant operations and has identified
such systems as being financial reporting, billing, payroll, electric generation and other electronic
equipment.
"* The financial reporting system has been assessed, remediated, tested and validated.
"* The billing system has been assessed, remediated, tested and validated by the software vendor to
be year 2000 compliant.
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Taunton Municipal Lighting Plant
NOTES TO FINANCIAL STATEMENTS - CONTINUED
December 31, 1998 and 1997

NOTE J - YEAR 2000 ISSUE - Continued
"The electric generation system is to be remediated by in-house staff and the system is part of a
regional electric transmission grid which connects the Plant with the systems of other neighboring
utilities. The Plant cannot guarantee the year 2000 compliance of these other utility systems.
"* The Plant has completed testing and validation on all other electronic equipment it identified as
necessary for conducting Plant operations.
Because of the unprecedented nature of the year 2000 issue, its effects and the success of related
remediation efforts will not be determinable until the year 2000 and thereafter. Management cannot
assure that the Plant is or will be year 2000 ready, that the Plant's remediation efforts will be
successful in whole or in part, or that that parties with whom the Plant does business will be year 2000
ready.
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SUPPLEMENTAL INFORMATION

Report of Independent Certified Public Accountants
on Supplemental Information

Taunton Municipal Lighting Plant
Our audits were conducted for the purpose of forming an opinion on the basic
financial statements taken as a whole of Taunton Municipal Lighting Plant for the years ended
December 31, 1998 and 1997, which are presented in the preceding section of this report. The
supplemental information presented hereinafter is presented for purposes of additional analysis and
is not a required part of the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audits 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.

Boston, Massachusetts
April 2, 1999

•1.

Taunton Municipal Lighting Plant
OPERATING EXPENSES
Years ended December 31,
1997

1998
POWER PRODUCTION
Operation
Supervision and engineering
Fuel
Labor and expenses

$

Maintenance
Supervision and engineering
Structures
Boiler plant
Electric plant
Miscellaneous

Purchased power
Total power production
TRANSMISSION AND DISTRIBUTION
Operation
Supervision and engineering
Labor
Supplies and expenses
Meter expenses
Customer installation
Transmission by others
Overhead lines
Miscellaneous
Maintenance
Supervision and engineering
Lines - electric
Street lighting and signal systems
Meters
Structures and equipment
Line transformers
Station equipment
Miscellaneous
Total transmission and distribution

789,391
4,208,572
1,764,346
6,762,309

741,489
4,207,676
1,834,378
6,783,543

$

350,515
131,927
712,660
712,208
595,259
2,502,569

354,400
113,352
942,095
270,215
477,047
2,157,109

16,139,758
25,404,636

17,656,393
26,597,045

266,470
21,244
10,564
205,349
22,616
2,271,954
144,610
218,508
3,161,315

240,097
19,757
9,716
202,797
21,998
759,796
139,412
156,012
1,549,585

321,457
1,508,958
109,291
15,348
1,945
69,143
150,871
8,685
2,185,698
5,347,013

337,251
1,443,023
113,647
11,384
18,831
80,118
- 131,963
11,891
2,148,108
3,697,693
30,294,738

Forward
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Taunton Municipal Lighting Plant
OPERATING EXPENSES - CONTINUED
Years ended December 31,

Brought forward
CUSTOMER ACCOUNTING
Meter reading labor and expenses
Accounting and collecting expenses
Uncollectible accounts
Advertising expense
ISG labor
Total customer accounting
ADMINISTRATIVE AND GENERAL
Operation
Administrative and general salaries
Office supplies and expenses
Outside services employed
Property insurance
Injuries and damages
Employee pensions and benefits
Miscellaneous general expenses
Transportation expenses
Regulatory commission expense

Maintenance
Fiber optic
General plant
Office building
Total administrative and general
DEPRECIATION AND AMORTIZATION

1998

1997

$30,751,649

$30,294,738

301,052
968,072
317,000
23,004

286,708
778,186
185,182
101,267
4,799

1,609,128

1,356,142

650,195
283,505
539,104
190,567
229,488
1,968,628
529,563
228,679
19
4,619,748

816,538
203,480
400,434
119,514
296,114
2,056,902
565,156
233,066
39,654
4,730,858

249,681
183,448

433,129
5,052,877

1,395
202,005
149,315
352.715
5,083,573

4,673,659

4,598,011
262791

NUCLEAR EXPENSE
$42,289,887
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$41.,595, 255

