Memorandum

To: Michael Pace, Chairman of the Board
From: John D. Clark, Operations Division Head
Date: December 23, 2002

Re: Summary — Review of Power Marketing Alternatives

This memorandum provides a summary of CRRA’s consideration of electrical
power marketing options for the Mid-Connecticut Project.

Review of Power Marketing Options

In performing this review, CRRA engaged the services of PLM, a consulting firm
that has specialized expertise in power marketing and marketplace operations.
CRRA’s engineering and operations staff supported PLM in this effort. A
memorandum prepared by PLM is attached as Exhibit 1, which summarizes the
results of their work.

CRRA has performed a formal analysis of three primary options for the sale
of power from the Mid-Connecticut Project, as follows:

= Option 1 — Sell All Power to CL&P At the “Buy-Down” Contract Price

= Option 2 —Wholesale Market One-Half the Output, and Sell One-Half To
CL&P at the “Buy-Down” Contract Price

= Option 3 —Market One-Half the Output to a Designated Load of State
Facilities and Sell One-Half To CL&P at the “Buy-Down” Contract Price

In addition, staff has also reviewed two additional options. These additional
options were not incorporated into the financial model that was developed for the
purpose of considering the three primary options, described above. These two
additional options are summarized as:

= Option 4 —Negotiate a new arrangement with CL&P for 100 percent of the
output from the Mid-Connecticut Project. This option has been discussed
with CL&P, and viewed by CRRA as a means of providing benefits to both
CL&P and CRRA. A copy of CRRA’s proposed Memorandum of
Understanding (MOU) that would be used as the basis for further
negotiations is attached as Exhibit 2. This MOU has been reviewed by
CL&P and a conference call between CL&P and CRRA was held on
December 18, 2002. During that conference call, CL&P raised a concern
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that the MOU reduced certain CL&P benefits and would not likely be
acceptable to DPUC.

=  Option 5 — CRRA becomes a member of the New England Power Pool
(NEPOOL), and sells power directly into the electric grid. Selling power
directly to the NEPOOL means that the Mid-Connecticut Project would be
paid the actual marketplace “clearing price”, which is set by NEPOOL from
time-to-time. The clearing price constantly changes throughout each day, and
is a function of many factors, including but not limited to load, availability of
other units, and similar factors. While this option does not provide price
certainty, it may warrant further investigation as an interim strategy for use
while the Project undertakes the process of evaluating, selecting, and
implementing a permanent solution. Recent pricing suggests this fifth option
could yield more total revenue than CL&P would pay under the “buy-down”
contract schedule. However, there is no assurance that average price would
yield increased revenues in the future.

Further information on each of the three primary options identified above,
and the results of the analysis is presented in the sections below. An overall
summary and suggestions for future action are presented at the end of this
memorandum. A copy of a Memo presented to the Board of Directors at the July
Board Meeting is attached as Exhibit 3. The July Memo provides background
associated with this effort.

Option 1 — Sell All Power To CL&P At the “Buy-Down” Contract Price

This option would involve selling all of net electrical energy output of the
Mid-Connecticut Project each year to CL&P at the stipulated contract pricing. This
option is the simplest to evaluate in that the rates that would apply each year are
established in the agreement, and the transaction involves relying upon a single
buyer.

Option 2 —Wholesale Market One-Half the Output, and Sell One-Half To
CL&P at the “Buy-Down” Contract Price

This option involves selling the first 250,000 MWh of net electrical output
from the Mid-Connecticut Project each year to an electric supplier, who will use the
energy in its portfolio. The balance would be sold to CL&P at the pricing stipulated
in the existing contract.

This option was somewhat more complex than Option 1, because it involved
marketing the electrical power to another electric supplier. The best information
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available, including the information presented in the July 19, 2002 memo has been
used in estimating the revenues the Project is expected to receive under this option.

Option 3 -Market One-Half the Output to a Designated Load of State Facilities
and Sell One-Half To CL&P at the “Buy-Down” Contract Price

This option is highly complex, and has been approached by considering a number of
technical and business factors, including:

= For almost all of the time, the Mid-Connecticut Project will produce either
too little power to perfectly match the load of the selected facilities (such as a
summer daytime load), or too much power (such as an early weekend
morning). When it produces too little, the Project would need to buy power
from another source to serve the load. When the Project has too much power
to serve the load, it will need to sell the surplus into the wholesale
marketplace.

= The Mid-Connecticut Project is not available 100% of the time, and there
will be occasions when system maintenance or outages will affect some or
even all of the output, requiring the purchase of replacement power in the
market, occasionally on an emergency, unplanned basis.

* Those times when the output of Mid-Connecticut will least be able to serve
the load (a summer afternoon, for example) will coincide with the times
when the cost of replacement power in the market will be the highest, and
has been as much as $1.00 per KWh in the NEPOOL.

= Those times when Mid-Connecticut will have the most power to sell into the
wholesale market (such as early in the morning on a September weekend),
pricing in the wholesale market will be the lowest.

In order to evaluate these factors, with the assistance of PLM, it was
necessary to first develop a business model for the various power purchasing and
marketing transactions that would be associated with the option. Additionally,
preliminary estimates were prepared of the administrative and operational costs that
would be incurred to operate this new business. Finally, in combination with
forecasts of the wholesale power market, a cash-flow model of the overall business
was prepared that considered a wide range of factors, including:

1. Estimated amounts of power to be purchased by the state and pricing;

2. Estimated amounts of power to be purchased by the new business to meet the
projected loads, and to address planned and unplanned outages at the Project;

Estimated costs associated with the replacement power;

4. The cost of purchasing financial instruments (“hedges”) that would protect
the Project from market pricing fluctuations;
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structure, and costly. However, in light of the potential for the Project to suffer
substantial losses in the absence of such mechanisms, they are an important

Administrative costs;
Capacity payments;

Transmission charges; and,

© =N W

Metering costs.

It should be noted that the financial instruments associated with protecting
the Project from market conditions in serving the load are both sophisticated in their

component of the business model, and have been included in the business model.
These, and similar financial instruments are typically used by companies that serve a
customer base to protect themselves from significant losses.

Project revenue that exceed both the expected net revenue of Options 1 and 2.

As is somewhat the case under Option 2, Option 3 presents even greater risk
as compared to Option 1. Consequently, for Option 3 to be sufficiently appealing to
be recommended for consideration, it must provide superior expectations of net

Summary And Suggestions For Future Action

CRRA may be able to “wholesale” one-half the output of the Mid-Connecticut
Project to a supplier at greater prices than provided for in the existing CL&P

Although the concept of selling power to the State has a measure of initial
appeal, the analysis performed by our consultant indicates that option is the least
attractive, given current retail pricing in Connecticut, and the other aspects of the
business that may pose additional risk. However, the analysis does indicate that

agreement.
Following is the summary analysis performed by PLM:

Base Case Results — Current Market Conditions for Wholesale Offers and Retail Pricing

First 250,000 MWhrs only

Projected
Calendar 2003
Net Income

Rank

Variance
from
Option 2

Pricing
($/MWhr)

Option 1

100% of Output to CL&P

$14,594,784

-8.1%

32.0

Option 2

Wholesale first 250,000 MWhr

$15,879,319

34.8

Option 3

Retail Service of State Load

$14,970,413

DN [ —

-5.7%

45.9

The model developed by PLM is adaptable to numerous variations of the

options. Ifit is determined that CRRA is able to wholesale or retail the entire output
of the facility (as compared to only the first 250,000 MWhrs of output) the model
can be modified and rerun with these parameters.
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Based upon the above, and the current pricing in the market, and, assuming
the Authority’s goal is to maximize revenues without taking undue risk, I believe
that the best course of action is to simultaneously pursue the following courses of
action:

¢ Gain approval to market power to the Power Pool (Option 5),

e Negotiate with CL&P (Option 4), and

e Continue to negotiate with energy suppliers interested in the wholesale
purchase of the output (Option 2).

Depending upon the outcome of the CL&P discussions, CRRA could then
either move forward with CL&P, begin selling to the Pool at the marketplace
clearing pricing, or sell the output on the wholesale market.



Exhibit 1
PLM Report



ELECTRIC POWER ENGINEERING
I L M 35 MAIN STREET, HOPKINTON, MA 01748 - TEL: (508) 435-0200 - FAX: (508) 435-6163

- PRIVILEGED AND CONFIDENTIAL -

To:  John Clark (CRRA)

CC:  Ann Stravalle-Schmidt (CRRA)
Peter Boucher (H&S)

From: Mark J. Cordeiro

Date: December 6, 2002

Subject: Evaluation of Use of CRRA’s Mid-Connecticut Project For Retail Supply

INTRODUCTION

As requested, we have analyzed the feasibility of the Connecticut Resources Recovery
Authority (“CRRA”) utilizing part of the electric output from its Mid-Connecticut Project as part
of a retail access program. Specifically, the first 250,000 MWh of energy produced from Mid-
Connecticut, also known as South Meadows 5 & 6. This energy, plus additional energy and
other required electric commodities assumed to be purchased in the wholesale electric market
were the basis for the supply-side of the analysis. Specified state load currently served by
Connecticut Light & Power (“CL&P”) and identified by the Office of Policy and Management
(“OPM”) served as the demand-side of the analysis.

There are three basic options available to CRRA for the sale of part or all of South
Meadows 5 & 6 discussed in this report. They include:

1. Sale of 100% of the output directly to CL&P at specified contract rates. For 2003, the
rate will be $32/MWh, rising to $33/MWh in 2004.

2. Selling the first 250,000 MWh of energy produced each contract year commencing July
1*" into the wholesale market(s). For this option, CRRA could either sell directly to a
wholesaler via a bilateral contract or into the wholesale spot market(s) administered by
the Independent System Operator of New England (ISO NE)."! This report specifically
considers recent bilateral offers for South Meadows 5 & 6.

3. The third option the CRRA is considering is the use of the first 250,000 MWh as part of a
retail supply portfolio to serve specified state loads. The principal purpose of this report
was to assess the feasibility of this third option.

! Currently, the ISO NE administered energy market includes a single energy-clearing price for each hour of the day.
However, as part of a proposed Standard Market Design scheduled for implementation in Spring 2003, there will be
a multi-settlement system including separate Day Ahead and Real Time prices for energy and certain other electric
commodities.
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CONCLUSION

Based on current conditions in the wholesale electricity market (emphasis added), we
recommend CRRA pursue Option 2 identified above and pursue a wholesale transaction for the
sale of the first 250,000 MWh from South Meadows 5 & 6 formerly sold to Enron, rather than
pursue the use of this same resource as a supply component for the retail supply of specified state
load. Our results from base case assumptions are summarized in Table 1 below.

As discussed in our introduction, the CL&P contract is scheduled to pay $32/MWh in
calendar 2003. That translates into $14.6 million annually (option 1). When recent offers for the
first 250,000 MWh of energy produced each contract year commencing July 1% are coupled with
the $32/MWh from CL&P for the balance of the output (option 2), we estimate CRRA would
earn $15.88 million in calendar 2003, an average of $34.8/MWh. However, when we evaluated
the use of the first 250,000 MWh as part of a supply portfolio to supply specified state loads at
retail (option 3) we estimated the net income in the test year 2003 to be only $14.97 million, a
5.7% loss compared to option 2. This base case analysis of option 3 assumed current Standard
Offer pricing for the specified state loads, which we calculate to average $45.9/MWh, or 4.59
cents per kWh.

Table 1
Base Case Results - Current Market Conditions for Wholesale Offers & Retail Pricing
Projected Applicable
Calendar 2003 Delta (%) vs.| Pricing
Net Income Rank Option 2 ($/MWh)
Option 1:|100% of Output to CL&P $ 14,594,784 3 -8.1% 32.0
Option 2: |First 250,000 MWh Wholesale 15,879,319 1 0.0% 34.8
Option 3: |Retail Service of State Load 14,970,413 2 -5.7% 45.9

This conclusion is not static. Rather, it is subject to change with price variations in the
wholesale and retail electric markets. We tested the effects of such market fluctuations for two
scenarios:

Scenario 1 focused on what retail pricing level CRRA would need to charge in
order to achieve specific income targets;

Scenario 2 focused on how much the wholesale market would need to fall from
current levels in order to make retail (option 3) more lucrative, based on current retail
pricing assumptions.

SCENARIO 1 — Current Wholesale Prices Coupled with Increasing Retail Prices

We tested what level of retail price increases would be necessary for the retail access plan
(Option 3) to produce net income at least 10% greater than Option 2 (a wholesale bilateral for the
initial 250,000 MWh of energy produced each contract year). Table 2a below summarizes our
results.
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Table 2a

Scenario 1 Results - Current Wholesale Offers & Targeted Retail Pricing Resulting in

Retail Net Income 10% Greater Than Wholesale

Projected Applicable
Calendar 2003 Delta (%) vs.| Pricing
Net Income Rank Option 2 ($/MWh)
Option 1:{100% of Output to CL&P $ 14,594,784 3 -8.1% 32.0
Option 2: |First 250,000 MWh Wholesale 15,879,319 2 0.0% 34.8
Option 3: |Retail Service of State Load 17,547,008 1 10.5% 50.9

As we can see from Table 2a, CRRA would need to charge $50.9/MWh, or almost 5.1
cents per kWh in order to achieve net income at least 10% greater than the wholesale transaction

(option2).

Table 2b below summarizes the results if CRRA wanted net income via retail (option 3)
to be 20% greater than wholesale (option 2). As shown in Table 2b, CRRA would need to
charge approximately 5.4 cents per kWh in order to achieve the target net income.

Table 2b

Scenario 1 Results - Current Wholesale Offers & Targeted Retail Pricing Resulting in

Retail Net Income 20% Greater Than Wholesale

Projected Applicable
Calendar 2003 Delta (%) vs.| Pricing
Net Income Rank Option 2 ($/MWh)
Option 1:{100% of Output to CL&P $ 14,594,784 3 -8.1% 32.0
Option 2: |First 250,000 MWh Wholesale 15,879,319 2 0.0% 34.8
Option 3: |Retail Service of State Load 19,186,659 1 20.8% 54.1

We recommend CRRA focus on targeting net income from retail (option 3) to be
measurably greater than a wholesale bilateral (option 2) in order to justify the higher risks
associated with retail supply.

Risks associated with retail supply but not necessarily applicable to wholesale
transactions include:

A. Greater exposure to dramatic price fluctuations in the wholesale market

during periods when CRRA would either be:
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a. Selling surplus energy (e.g. off-peak hours) when prices can
actually be negative and therefore a seller must pay to inject
energy into the system, or;

b. Buying energy during on-peak hours with extremely high Real
Time prices when the output of South Meadows 5 & 6 is either
less than retail demand or South Meadows 5 & 6 in contractually
obligated to CL&P (e.g. January through June).

There will be periods when the actual spot price of electricity is
significantly different from that assumed in this analysis. Therefore,
sufficient capital reserves are required to address those times.

Hourly load forecasting error, exposing CRRA to spot market purchases
in magnitudes different than those planned for and thus the financial
implications;

Loss of the South Meadows 5 & 6 facility during periods of high
demands and corresponding high spot market prices; and,

Higher than anticipated congestion exposure under the Standard Market
Design scheduled for implementation by the Independent System
Operator of New England (ISO NE) in the spring of 2003.

The graph below summarizes the results of our sensitivity analysis for scenario 1. The
red bars reflect increases in retail pricing of 1% from the previous observation. Wholesale

Price (Red & Blue

bars) ($/MWh)

Retail @ $50.9/MWh D — — 20
5400 =$17.5 million (10%) $1 9
Retail @ $45.9/MWh $18 §
48.00\ =$14.97 milion se
< $17 stz
42.00 | $16 3§%
i $15 I
36.00 - <
] - $14 )
30.00 - $13

CRRA Use of Mid-CT Project
Scenario 1
Current Wholesale Prices Coupled with Increasing Retail Prices

Retail @ $54.1/MWh =
$19.2 million (20%)

1 2 3 4 5 6 7 8 9 10 M1 12 13 14 15 16 17 18 19 20 21

Observations

Il Avg. Retail Pricing
Net Income at Wholesale — Net Income at Retail

Bl Current Avg. Wholesale Pricing

conditions are held constant in scenario 1 as displayed by the blue bars. Net income via retail
(option 3) is displayed by the green line while net income via a wholesale bilateral (option 2) is
displayed by the gold line.
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SCENARIO 2 - Falling Wholesale Prices Coupled With Current Retail Prices

The next scenario for consideration reflects falling prices in the wholesale electric
market. The effect of such decreases in wholesale prices is two-fold. First, it reduces the value
of the Mid-Connecticut project through a wholesale bilateral sale to a third party. Secondly, it
would reduce the cost of additional supplies to CRRA during periods when South Meadows 5 &
6 is contractually obligated to CL&P. Specifically, all energy production beyond the initial
250,000 MWh per contract year formerly sold to Enron.

The results of scenario 2 are graphically displayed below. We can see the impact of
falling wholesale prices on CRRA’s projected net income via a retail supply scenario. As
discussed earlier, recent offers for the first 250,000 MWh from South Meadows 5 & 6, coupled
with revenues from CL&P for the balance of energy and all other commodities averages
$34.8/MWh for the 12 month period January through December, 2003 (blue bar, observation
point 1 of Scenario 2 graph below). This would result in net income to CRRA of approximately
$15.88 million (gold line, observation point 1 of Scenario 2 graph below). At the existing
average retail price of $45.9/MWh (red bar, observation point 1 of Scenario 2 graph below) we
estimate the net income to CRRA for the same period (January through December, 2003) as a
retail supplier to be approximately $14.97 million, (green line, observation point 1 of Scenario 2
graph below) or 5.7% less than the wholesale option.

CRRA Use of Mid-CT Project
Scenario 2
Falling Wholesale Prices Coupled With Current Retail Prices

Retail constant @

$45.9/MWh . = Retail Net Income :
Retail Net Income = ‘ $16.9 million (20%)
$16.25 million (10%) p

_ 18
48.00
4 Wholesale @ $34.8/MWh = ‘ 17 &
s $15.88 millon T 7
@ g ] 8s
32 42.00 - 16 ¢
1IN 15 22
36.00 - z8
, 14 <°
30.00 - 13

Observations =$14.7 million

Il Current Avg. Retail Pricing I Falling Avg. Wholesale Pricing
Net Income at Wholesale — Net Income at Retail

To expand the analysis, we held the retail price assumptions constant (the red bars in
Scenario 2 graph) and reduced wholesale pricing offers for South Meadows 5 & 6 by decrements
of 1% (blue bars in Scenario 2 graph). With retail sales price assumptions held constant at
$45.9/MWh (or 4.6 cents per kWh), net income via both wholesale and retail changes. As
displayed by the Scenario 2 graph, net income via retail is greater than the wholesale option at
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observation point 6, which reflects the combination of the most recent offers for South Meadows
5 & 6 reduced by 5% and then combined with CL&P contract prices for an annual average of
$33.86/MWh.

To be consistent with Scenario 1 analysis discussed above, we determined how far prices
in the wholesale electric market must fall in order to achieve net income from retail (option 3) at
least 10% greater than wholesale (option 2). Table 3a below summarizes our results. As
mentioned earlier, option 2 wholesale revenue is a combination of market based pricing for the
initial 250,000 MWh of energy production from South Meadows 5 & 6 coupled with already
established pricing with CL&P for the balance of the facility’s energy output. We can see
wholesale revenue would need to fall to an average of $32.33/MWh, resulting in net income via
retail (option 3) of approximately $16.25 million versus $14.75 million wholesale in the same
year.

Table 3a

Scenario 2 Results - Retail Prices Held Constant & Decling Wholesale Pricing Resulting in
Retail Net Income 10% Greater Than Wholesale

Projected Applicable
Calendar 2003 Delta (%) vs.| Pricing
Net Income Rank Option 2 ($/MWh)
Option 1:|100% of Output to CL&P $ 14,594,784 3 -1.0% 32.0
Option 2: |First 250,000 MWh Wholesale 14,745,791 2 0.0% 32.3
Option 3: |Retail Service of State Load 16,252,647 1 10.2% 45.9

To expand scenario 2 further, we considered if CRRA wanted net income via retail
(option 3) to be at least 20% greater than wholesale (option 2). Assuming existing retail prices,
such a scenario would require approximately $16.94 million of net income via retail versus $14.1
million wholesale in the same year and we can see wholesale revenue would need to fall to an
average of $31.00/MWh. These results are summarized in Table 3b below.

Table 3b

Scenario 2 Results - Retail Prices Held Constant & Decling Wholesale Pricing Resulting in
Retail Net Income 20% Greater Than Wholesale

Projected Applicable
Calendar 2003 Delta (%) vs.| Pricing
Net Income Rank Option 2 ($/MWh)
Option 1:|100% of Output to CL&P $ 14,594,784 2 3.2% 32.0
Option 2: |First 250,000 MWh Wholesale 14,135,430 3 0.0% 31.0
Option 3: |Retail Service of State Load 16,943,080 1 19.9% 45.9

With the underlying models that generated these results, CRRA may quickly estimate the
impact on net income of changes in the wholesale market and or Standard Offer pricing as a
benchmark for retail prices.
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BACKGROUND

The evaluation began with the basic components of the proposed business plan, specified
state loads and the CRRA’s Mid-Connecticut Project. Historic hourly load characteristics for
specified CL&P rate classes were provided by OPM. Table 4 summarizes the identified loads
for the fiscal year 2001. These rate class specific energy requirements were adjusted for
transmission and distribution losses, for both Pool Transmission Facilities (“PTF”’) and non-PTF
facilities. For analysis purposes, PTF loss factors of 1.5% were applied to all the loads. Non-
PTF loss factors depend on whether the customer is connected at primary or secondary voltage.
For analysis purposes, we assumed all but one rate class were secondary voltage customers with

Table 4
Assumed PTH Annual Energy
CL&P Rate Annual Metered Customer | Avg Monthly | Approximate | & Non-PTF | Requirements
Class Description Sales (kWh) Counts Use (kWh/mo)] Peak (kW/mo) | Loss Factors| (kWh)

1 Residential Non-Space Heat 3,654,011 237 1,285 3 6.7% 3,911,489
5 Residential Space Heat 613,595 15 3,409 10 6.7% 656,831
30 Small General Service 42,403,317 1007 3,509 9 6.7% 45,391,240
35 Intermediate General Service 71,041,057 176 33,637 74 6.7% 76,046,922
40 Small Church & Schools 4,210,571 20 17,544 58 6.7% 4,507,266
56 Intermediate TOD Non-Manufacturers 381,447,795 34 934,921 2,032 3.8% 396,494,978
115 Unmetered Lighting 3,462,493 6.7% 3,706,475
116 Street / Security Lighting 3,745,154 6.7% 4,009,054
510,577,992 1,489 534,724,255

non-PTF loss factors of 5.16%. Rate 56 (Intermediate Time-of-Day Non-Manufacturing) meters
are assumed to be connected at primary voltage with a non-PTF loss factor of 2.33%. If the Rate
56 customers are all secondary customers of CL&P, the difference in non-PTF loss factors (i.e.
5.16% vs. 2.33%) is worth approximately $500,000 per year. We have asked the Office of
Policy and Management to confirm the interconnection voltage of these customers but have yet
to receive confirmation.

As part of our evaluation, we tested the feasibility of serving all the state load
summarized in Table 4 above and tested all combinations of rate classes. That is, we built into
the detailed model the ability to serve only certain rate classes of load and assessed the impact on
the economics of each combination. We found no significant benefit from eliminating any of the
state loads. Therefore, all combinations discussed earlier include all state loads summarized
above.

A detailed model was developed comparing hourly supply with hourly demands. The

Forward Looking ISO NE ECP model Was
benchmarked with
60.00 actual market pricing
50.00 Prediced Avg ECP data for the fiscal
2 2000 % M id-CT Offers Plus years 2001 and 2002.
: zggg ~ g 10% Based on the results of
10.00 \ ———Mid-CT Offers this benchmarking
S E T e S ook S s for the

éoA 3fz>° N ®% > N
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calendar year 2003 were developed. For forecasting purposes, we first looked at our own in-
house projections of monthly spot market pricing for the short run period through December
2003. We then compared those projections to currently available over-the-counter pricing (i.e.
the broker market) and recent purchase offers for South Meadows 5 & 6. As can be seen from
the graph above, they all follow the same pattern (over-the-counter pricing was only available
through June 2003).

Table 5
: : For analysis purposes, we used the asking prices of
Market Price Assumptions ($/MWh) .

Month _ [On-Peak [Off-Peak suppliers as quoted from the broker market, extrapolated out
Jan-03 52.50 37.50 . :
Fobo03 5250 a0 | tO December 2003 as the ba51§ for energy hedges during
Mar-03 45.00 3500 | periods when internal supply (i.e. South Meadows 5 & 6)

r-03 45.00 35.00 . . .

,(,L.\fy_o;; 46.00 3550 | was less than projected demands. These specific price
Jun-03 48.25 36.00 | agsumptions are summarized in Table 5.

Jul-03 61.90 35.20

Aug-03 61.90 35.20 : .
Sep-03 43.20 31.40 Monthly hedge amounts assumed in the analysis
Oet-03 4260 3140 followed the pattern of supply vs. demand on a monthly
oV~ ! . . . .
Dec-03 42.60 350 | basis. A sample of the type of hedging assumptions

contained in the analysis is displayed in graph below. As can
be seen from the graph below, for analysis purposes we assumed that hedges would only be
utilized during on-peak periods and that any energy requirements not supplied by South
Meadows 5 & 6 and/or hedged would be served from the energy markets administered by the
ISO NE. As discussed in previous memos, the current single settlement market is scheduled to
evolve into a multi-settlement system in the spring of 2003, with both Day-Ahead and Real Time
pricing.

Megawatts

Sample CRRA Actual Load & Resource Schedule

100
80
60
40
20
0 11 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24
Balancing -0.23 | -0.27 | -0.19 | -0.27 | 0.17 | -0.03 | -0.48 | -0.03 | 0.39 | -0.15 | -0.09 | 0.39 | 0.17 | 0.09 | -0.06 | -0.05 | 0.07 | -041 | 043 | 0.29 | 0.33 | -0.20 | 0.44 | -0.29
== Bilateral or Hedge | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 |17.02 |17.02 |17.02 | 17.02|17.02 | 17.02 | 17.02 | 17.02 | 17.02 | 17.02 | 17.02 | 17.02 | 17.02 | 17.02 | 17.02 | 17.02 | 0.00
mmmmm DAM Bid 9.00 | 7.00 | 5.00 6.00 | 7.00 | 9.00 |17.00 | 12.00 | 20.00 | 23.00 | 23.00 | 22.00 | 21.00 | 22.00 | 20.00 | 20.00 | 28.00 | 25.00 | 19.00 | 14.00 | 10.00 | 7.00 0.00 | 14.00
== South Meadows 6 | 10.37 | 11.59 | 11.72 | 11.70 | 12.40 | 12.89 | 11.83 | 10.15 | 9.41 | 9.02 | 9.56 |10.21 | 9.05 8.86 | 9.00 | 8.78 | 7.74 7.78 | 10.01|10.62|10.19 | 9.90 9.90 | 9.85
mmmmm South Meadows 5 | 26.98 | 27.02 | 28.39 | 27.43 | 27.43 | 28.28 | 28.13 | 27.99 | 27.27 | 28.06 | 29.43 | 30.73 | 31.52 | 30.64 | 31.19 | 29.50 | 22.88 | 22.05 | 23.31 | 24.86 | 26.64 | 25.49 | 26.91 | 25.45
e—| 0 2l 46.58 | 45.88 | 45.29 | 45.40 | 46.66 | 50.20 | 57.44 | 67.19 | 73.31 | 77.24 | 79.10 | 79.55 | 78.42 | 78.41 | 77.27 | 75.36 | 75.57 | 72.25 | 68.91 | 66.20 | 63.52 | 59.61 | 53.39 | 49.59

Monthly metering expenses (line 24 of the attached budget) were based on the
assumption that CRRA would take limited advantage of CL&P retail metering options.
Specifically, pay the identified carrying costs associated with installing hourly interval metering
at specific customer points. For analysis purposes, we have assumed all Rate 35 and Rate 56
customers were utilize such metering. This accounts for 14% of the metering points, however,
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also accounts for nearly 89% of the load at a budgeted cost of $75,600 per year. If 100%
participation were assumed, the carrying costs would exceed $500,000 per year.

Monthly congestion cost exposure (line 15 of the attached budget) assumed in the
analysis reflects a very preliminary estimate based on limited data available to-date from ISO
NE. The source of the estimate are zonal Locational Marginal Price assumptions contained in
specific scenarios included in the ISO NE’s recently published Regional Transmission
Expansion Plan.

Our conclusion that under current market conditions (both wholesale and existing
Standard Offer Pricing), CRRA’s risk in the retail market may not be justified by the potential
rewards when compared to simply selling the same output at wholesale, we believe is
substantiated by the retail market as it exists today. Or more specifically, where it does not exist.
There is relatively little competitive activity at the retail level, we believe, for the very reasons
that we conclude here. The potential economic reward from participating in the retail market is
not substantial enough versus the lower risk wholesale market and therefore there are not many
retail electric suppliers competing in the Northeastern United States, including Connecticut.

On the following page we are including our initial draft budget for your review and
comments. We welcome your feedback on any and all line items. I look forward to discussing
this further. Please let me know if there are any questions regarding this.



196png Bunelsdo Alddns |19y €002 Jepusied YO

T abedq

[enuepluod ou| ‘N1d

"0 uBnoayy ¢ ssutsnid og auljsienbs : 114 aur
"z€ aul| A papIAIP vE dul|senbs : €€ aur
"€z ybnouys oz seut|snid g1 saulfsgenbe : L2 aul
S91I0N
ETY'0/6'PT$ 999'86E'CTS 650'266'TT$S L9L'TYE'0TS OVS'0S6'8$  208'2€9'/$  92T'8CS'9$  LT0'72h'S$  608'TEZVS  S0C'986'C  v70°099'T$
0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0$ sloug AIRINWND OS|
ETY'0L6'PT$ 999'86E'ETS 650'286'TT$ L9L'TYE'0OTS OVS'0S6'8$  <208'Z€9'/$  92T'8CG'9$  LT0'Zeh'S$  608'TEZYS G0C'986'C  ¥10'099'TS  966'6T6S SiesSY BN £F
‘ysed Bu DIOAN SJe8 A SN0 INSIH 0} Sjusuuisn _U<
ETV'0L6'VTS LvL'TIS'TS L09'TOV'TS T6C'S6S'TS 822 TTY'T$ LEL'/62'T$ 9/9'W0T'T$ 60T'90T'T$ 802'06T'T$ P09'Sve'T$ TIT'9ZE'TS LvO'Ov.$  966'6T6$ uo1as|10Q (JpUN)/PAO 2¥
LET'TOV'.ES €6L'6VE'TS LPL'09T'CS 9v8'TTC'Z$ TCU'[6E7$ 0T9'96L'C$ 129'G8Y'Z$ 6E0'9Z8'cs 2€8'T/6'ES  60£'7€8'€s E€6QTTTVS PST'0EL'ES  LGE'GRS'ES ($) senwerey E10L T
SHP2ID BUYIO OF
0 anuensy BUYIO 6€
2L TIS9% - $ - $ - $ - $ - $ - $ 682'6GC'T $ G29'v8Z'T $ 028'882'T $ GFL'09E'T $ T9S'800'T $ €89'69€ $ )G ONOCR I0)d7®TD) ONuUBASY BUYIO 8E
0 0$ 0$ 0$ 0$ 0$ 0$ 0$ 0$ 0$ 0$ 0$ 0$ ($) enuenay 4ol L€
0$ ($) nod Jomod wewede|dey 9g
Geg'sov'/$  TOL'8L€S  GlV'€6e$  CT0'66C$  T68'6LES  0EC'L09  G9L'06€$  89C'ZE9$  vPSTI8S  088'0V.$  OFB'2085  000'vZ6$  02Z'6SC'TS $enuanay abpoH e
68G'€ey'er$ 260'TL6'TS  2/2'/98'T$  PES'ETE'TS 0£Z'.TOCS 0BE'68T'ZS T98'YST'ZS 28F'VE6'TS €99'G/8'T$  609'208'T$ 60T'EV6'TS €6G'26L'T$ GS'9S6'TH ($) senuenay ABseus e
08ty 18°€r 08ty 6LEY 8L€y 08ty 18°€r 18°€r 08ty T8y z8EY z8EY T8y (UMINA) enueney “BAY €€
¥2L'VES 1667t 1292y S0L'ey z.0'9 G86'6Y Z6T'6Y 65T v28'ey 0ST'TY 14 T20'TY G597y (UMIN) swewsiinbay ABreuz zg
002€ 002€ 002€ 002€ 002€ 002€ 002€ 002€ 00z 00z 00z 00Z€ (UMIN/B) 9 B G INS 1043RI 1D TE
0$ 0$ 0$ 0$ 0$ 0$ 0$ 0$ 0$ 0$ 0$ 0$ 0$ ($) senuenay pueweq Og
000 000 000 000 000 000 000 000 000 000 000 000 (ow-pwi/$) pueura 62
0 (M) puewsq >esd 82
uoire|nde) arey Abisu3 pue puewsd
¥2L'06v'2¢$ 9v0'8LL$  OVT'669$  VSS'.T9$  €68'G86$  788'86V'T$  TS6'08E'TS 6¢6'6TLCS 729787 G0L'98G'C$  2EG'G8L'T$  LOT'066'C$  T9E'S99'7$ ($) 1500 Buiresedo fe101 /2
asuedx3 130581l 92
Aouebunuo) Gz
009'G.$ 00€'9 00€'9 00€'9 00€'9 00€'9 00€'9 00€'9 00€'9 00€'9 00€'9 00€'9 00€'9 asuedxg BuleB N 2
000°02T$  000°0T 000°0T 000°0T 000°0T 000°0T 000°0T 000°0T 000°0T 000°0T 000'0T 000'0T 000'0T sob reyo uossiwsURIL 0S| €2
000'0¢T$  000'0T$ 000'0T$ 000'0T$ 000'0T$ 000'0T$ 000'0T$ 000'0T$ 000'0T$ 000'0T$ 000'0T$ 000'0T$ 000'0T$ ssuedx3 diys BQUBIN OS1 22
922'660'TS <209'T6 ¢ 209'T6 $ <209'T6 ¢ 209'T6 $ <209'T6 ¢ 20916 $ <209'T6 ¢ 20916 $ <209'T6 $ 20916 $ <209'T6 209'T6  $ WWeIINbey dvON/dvII oSl 12
Lv0'0BE'0CS €28'8T9$  LT6'6ESS  TEE'8SY$  0/9'928$  6S9'6ECTS 82.'T2CT$  90L'095C¢  TOV'EZ9'c$  28v'/2v'es 60E'929'C$  ¥B88'0E8'CS  8ET'90S'CH $) e0L 02
0 0 0 0 0 0 0 0 0 0 0 0 0 ABiouz premiod OS1 - 6T
2TL'eL6'2T  0LT'90€ 2L9'6TE 628'9/¢C 1S€'655 vE6'LEL §86°22S €EV'V68'T  TBS'E8L'T  0EG'299T  66E'66LT  LZv'088'T  ¥6E'SCZ'T asuadxg fuuerg oS 8T
(886'szy)  (zT¥'86) (oev'sot)  (eet'otr)  (TOE'WH) (696'T€) (s18'0¢) 0 0 0 0 0 (ce6'y) (Bwooul) Bupuereg oS LT
000002 soueinsu|afeno 1elod 9T
T0€'.€€ ¥9€'2e 002'2€ ¥52'9g 2252 ¥18'GE 118'GE S00'vE §/2'le z.0'6T 0,0'6T 1S¥'9e 1St'9e (Bwooul) /esuedxg uopssbuod  GT
seer|ld T
220's6y'.  TOL'S8LE Gl¥'e6C 18€'39¢2 260682 698'/65 oL 'e6l 892'2€9 528 088‘0L 0v8'208 000726 02z'652'T sefipeH sewnogayi-enO €T
A|ddns Bmod
1S8'S6v$  TZE'TYS TZETHS TZETVS TZETHS TZE TS TZE TS TZE TS TZE TS TZE TS TZE TS TZETVS TZE TS $) er01L 2T
000'0ST 0052t 00SZT 0052t 00SZT 0052t 0052t 0052t 0052t 0052t 005ZT 0052t 00SCT S0IARS Ajddns Jemod  TT
00005 19T 19T 19T 19T 19T 19T 19T 19T 19T 19T 19T 19T SiueynsuoD BYIo 0T
000'72 000’2 000’2 000’2 000’2 000’2 000’2 000’2 000’2 000’2 000’2 000’2 0002 abueyopiulergolon®E 6
000°0€ 0052 0052 0052 0052 0052 0052 0052 0052 0052 0052 0052 0052 Bununoooy 8
000°'GL 0529 0529 0529 0529 0529 0529 0529 0529 0529 0529 0529 0s2'9 [ a
000°'GT 0S2'T 0S2'T 0S2'T 0S2'T 0S2'T 0S2'T 0S2'T 0S2'T 0S2'T 0S2'T 0S2'T 0S2'T soweinsu| 9
158°0€ 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 T.S'T SnosLe|R3SIN G+ §
00029 €85G €85G €85G €85G €85G €85G €85G €85G €85G €85G €85G €8G'S SKleEsS ¥
000°0Z 1997 1997 1997 1997 1997 1997 1997 1997 1997 1997 1997 1997 ssuedxgpreog €
000°'8T 00S'T 00S'T 00S'T 00S'T 00S'T 00S'T 00S'T 00S'T 00S'T 00S'T 00S'T 00S'T so1jddng % Jewdmnbg 0O T
000°9T €ee'T gee'T gee'T €ee'T €ee'T €ee'T €ee'T €ee'T gee'T €ee'T gee'T €ee'T auoyd ‘ssninN‘wey T
[eBUD) pue aAlelSIuiwupyY
el €0-03d €0-AON €0-100 €0-d3S €0-9NVY €0-71NC €0-NNC €0-AVIN €0-ddVv €0-dVIN €0-d34 €0-uer

Bbpng buireedo A|ddns 211108|3 |eIOY SYIUO N ZT [elliu|
>H_‘_O—._H3< AJBN0IDYH S90.1N0S9 Yy 1NJ1123/uUu0)

‘1I8qWIAON Held [ellu]




9Tt

[T]
0o Qo
0888

9Tt

[T]
[N eNR]
0888

sselo
ary
d%®10

186png Buneiado A|ddns j1e19Y €002 Jepusied vYydD Z abed lenuapyuo? oul ‘Wld
88'Sy T6'S 68'Gl7 98'Glr £8'Glr 98'Glr 98'Glr 98'Glr 98'Glr 88'Glr 06'Gl7 T6'S T6'S (UMN$) 30ud dBeBAY
685'cCr'ec $ 260'TL6'T 2/2'198'T VE8'ET6'T $ 0g2'L10C 06€'68T'C T98'YST'C $ 28r'vE6'T £99'G/8'T 609'208'T 60T'EV6'T £€65'L6L'T SS1'9S6'T $
908'61T 966'ST 9ETT 96T 70T €80T €266 1576 95207 ETTT 020t SITET 89CST BuRyBIT AwNoss /19115
8€Z'L9T 280'7T L66°€T S06°€T 0/8°€T €88'cT 886°CT 006°€T L68'ET T/8'€T TS0'YT S68°CT 868'€T Bunybr passrewun
0EL'LTE'LT 2CETY'T 688'05€'T 98E'LTV'T TEE'GES'T 9T6'ev9'T TCT'619'T ZLTYSY'T ¥98'90v'T ¥€9'SEE'T 0€8'8TY'T 28T°20€'T €80'00V'T  SlaImoejnueN-UON GO drelpaula]
26L'€0C 67L'LT YSL'LT ¥06'9T €€6'GT ¥8T'9T 195'GT 0S6'GT 826'0T §99'0T S/1'8T V2T 60T'8T S|00YdS B YoINy2 Jrews
S0€'962'e 29€'882 §26'TLC 858'0LC ¥89'992 026°€0E 2€6'86C 9/8'29¢ ¥69'952 0€5'05¢ ¥9€'LL2 €12'85¢ 9iv'68C 80INIBS [BIBUSD BFeIpauLIB|
T2E'250'C €9V'16T ¥95°2LT 216'29T 67T'9ST 6€8'6.T 2r9'9LT G26'6ST TV6'eST 1S2'IST €28'8.T T€9'0LT €LT'26T BOINIBS [eIBUBD [[eWS
zIE'0e Tov'e €95°C 1T T98'T 8/0'C 260'C €56'T 626'T 692'C LT 662'c 98Y'e JeaH aoeds [enuapisay
980'90 159'8T ¥20'LT S9/'ST 8re'ST 18v'8T 165'8T 6T1'9T 2ST'ST L¥2'ST TL0'6T vZe'sT 266'LT JeaH aoedS-UON [enuspisay
0 anuerey
0
266'LL5'0TS ST2'9e6'2y 98v'289'07 YIv'ZEL'TY 880'6T0'VY 0TO'VVL LY 0.6'986'97 ¥€0'08T'2Y 509'206'07 888'€62'6€ Lv8'0EE'ZY 202'TST'6E 622'219'2Y
YST'SVL'E 888'66€ 888'€9€ 70687 9vE'TOE 690'2.2 1.0'8%C 69T'2€C 00¥'952 8.£'8/Z 68Y'GeE ¥98'TEE 889'T8E Bunybry Awnoss /1980s
£6V'297'E ¥S5'162 ¥6.'682 168'182 891'/82 0EY'L82 209'68Z 262182 82,182 281'182 ST6'062 169282 2182 Bunybr paseawun
S6.'LvY'18E £V9'90E'TE 22v'188'62 9v6'6TZ'TE 638°LT8'EE §65'602'9€ L9¥'€99'SE 922'0£0'2€ £02'886'0€ T9Z'6TY'6C ¥92'1S2'TE ¥2¥'289'82 986'0/6'0E  SIaImoejnUEBN-UON QOL SelpauLau]
T.5'0T2'Y 202'99€ 128'99¢ €92'6vE 681'62€ TLE'VEE £29'T2E 9€5'62€ 6526V 6TEVYE €16',8€ 606'95€ SST'VLE S|00Y2S @ Yd2Iny [rews
1S0'TVO'TL S0L'vT2'9 9v¥'098'S €9v'/€8'S 16Y'LVL'S S00°'0S5'9 S6Y'2ry'9 S2¥'599'S 66T'2€S'S 9GE'66€'S 119'116'S 122'6.8'S 690'8€2'9 BVINISS [e1BUSD delpalulaiu]
LIE'EOV'ZY Sv8'SS6'E 9/£'595'E 656'G9E'E 822'922'e ¥89'STL'E 2€9'679'E 0vZ'voe'e 209'08T'E zerere'e 189'769'c 627'GeS'e 60S'026'€ BIINIBS [BIBUID [leWS
S6S'ET9 0£0'02 188'TS 1SY'EY §99'L€ S90'2Y ove'zy 2ES'6E £50'6€ 926'Sy 092'v9 TLL'99 v.5'0L JeaH aoeds [enuapisay
TIO'YS9'E £08'0€€ 258'T0€ §25'6.2 9eT'2LZ 162°L28 ovL'62¢ £TT'T6Z 859'892 vve'0LZ TrT'8ee 868'v2E 600'6TE eaH 99edS-UON [enuapisay
semxm o4 uonduasag
Aviol £0-03d £0-AON £0-100 £0-d35 £0-5NV. £0-InC £0-NNC E0-AVIN £0-8dv 09V €093 £0-ter

($) sonuenay 7 (UM safes ABlsu3 pe BB N

S88se|Q PWOISND VHHO



Exhibit 2
DRAFT Memorandum of Understanding Between
CRRA and CL&P



DRAFT
FOR DISCUSSION PURPOSES ONLY

MEMORANDUM OF UNDERSTANDING BETWEEN
THE CONNECTICUT RESOURCES RECOVERY AUTHORITY (“CRRA") AND
THE CONNECTICUT LIGHT AND POWER COMPANY (“CL&P”)

Memorandum of Understanding dated this day of ,
2002 by and between CRRA and CL&P.

WHEREAS, CRRA, Enron Power Marketing, Inc. (“EPMI”) and CL&P are
parties to certain energy purchase agreements (the “EPA’s) concerning the purchase
and sale of electricity generated at the South Meadow Station (the "Facility"), which
is owned by the CRRA; and

WHEREAS, pursuant to the EPA’s, in each fiscal year, which is the period July
1 through June 30, CRRA sells to EPMI, and EPMI resells to CL&P, the first
250,000,000 kWh of electricity generated at the "Facility"); and

WHEREAS, also pursuant to the EPA’s CRRA sells all of the remaining energy
products produced at the Facility after the first 250,000,000 kWh of electricity are
produced in each fiscal year directly to CL&P, thereby causing CL&P effectively to
purchase all of the Energy Products produced at the Facility each fiscal year through
fiscal year 2012; and

WHEREAS, beginning on December 2, 2001 and thereafter, Enron and its
debtor subsidiaries and affiliates, including EPMI, filed voluntary petitions for relief
under chapter 11 of the Bankruptcy Code (the “Enron Bankruptcy”); and

WHEREAS, EPMI has failed to deliver to CL&P the first 250,000,000 kWh of
electricity it is required to deliver under the pertinent EPA for fiscal year 2002, and
under the terms thereof, CRRA has the right, but not the obligation, to assume
EPMI's obligations to CL&P; and

WHEREAS, CRRA has advised CL&P that CRRA will not assume EPMI's
obligations to CL&P under the terms of the EPA’s, and will consider the electricity
EPMI was to have delivered to CL&P from the Facility under the EPA’s to be
electricity belonging to CRRA which CRRA is free to sell or otherwise utilize for its
own purposes; and

WHEREAS, in light of CRRA’s determination not to assume EPMI's obligations
under the EPA’s, CL&P has determined that its only recourse is to terminate its
obligation under the EPA’s to purchase any of the Energy Products produced at the
Facility; and



WHEREAS, CL&P utilizes the electricity it purchases pursuant to the EPA’s to
serve load and fulfill other contractual obligations, and thereby provides CL&P with
certain benefits, including but not limited to the opportunity to purchase a certain
amount of electricity at relatively low rates and to resell such power into the ISO-NE
spot market and to apply the proceeds in excess of cost to reduce CL&P's stranded
costs; to the extent CL&P is no longer able to purchase electricity from the Facility
pursuant to the EPA’s, CL&P may lose the benefit of its bargain as reflected in the
EPA’s and may be required to pay a higher price for replacement power should it
need to purchase replacement power; and

WHEREAS, in the event all of the EPA’s are so terminated CRRA may benefit
to an extent equivalent to CL&P’s loss by CRRA’s ability to sell the Energy Products
produced at the facility into the ISO-NE spot markets or under a bilateral contract, in
either case at terms more favorable than under the EPA’s; and

WHEREAS, in the event all of the EPA’s are so terminated CRRA may lose the
certainty of a contracted price and fixed term for the sale of the Energy Products
produced at the facility through fiscal year 2012; and

WHEREAS, CRRA and CL&P desire to reestablish certain of the benefits of
the bargains accruing to each of them in the EPA’s which have been lost as a result
of the Enron Bankruptcy,

NOW THEREFORE, this memorandum of understanding confirms the intent of
CRRA and CL&P to negotiate a mutually satisfactory New EPA the key elements of
which are as follows:

1. CRRA agrees to sell to CL&P, and CL&P agrees to purchase from
CRRA, all of the Energy Products produced by the Facility which CL&P
previously purchased under the EPA’s for the remainder of the original
term of the EPA’s.

2. CL&P agrees to pay to CRRA the following amounts for the Energy
Products:

a) the price paid by CL&P for the Energy Products under the EPA’s,
plus

b) 70% of the proceeds, if any, resulting from the resale of the
Energy Products by CL&P into the ISO-NE spot market, or from
any other such resale of the Energy Products by CL&P.

C) CRRA agrees to assume the obligations of EPMI under its EPA
with CL&P for fiscal year 2002.

CRRA and CL&P agree that nothing herein shall be construed to constitute a
new contractual arrangement between CRRA and CL&P for the purchase and sale of
Energy Products from the Facility

363028.1(HSFP)
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Memorandum

To: CRRA Board of Directors
From: John D. Clark, Operations Division Head
Date: June 19, 2002

Re: Power Sales Commencing on July 1, 2002

CRRA produces approximately 460,000 MWhrs of net electric output at
its Mid-Connecticut facility annually. In March 2001, CRRA entered into an
Agreement with Enron Power Marketing Inc. (EPMI), a subsidiary of Enron,
pursuant to which EPMI was to receive the first 250,000 MWhrs (commencing
July 1 of each year) of CRRA’s electrical output and, in return, was to pay
CRRA 3.1¢/kwhr. This represents approximately $1.1 to $1.3 million per month
in energy revenue. EPMI was also required to pay a $2.2 million per month
capacity payment. In a parallel, but separate agreement between CL&P and
EPMI, EPMI was then to sell that same electrical energy output to CL&P for
3.1¢/kwhr. CRRA sells the electrical output in excess of the 250,000 MWhr

(approximately 210,000 MWhrs) directly to CL&P for 3.1¢/kwhr.

Enron declared bankruptcy on December 3, 2001. EPMI failed to pay
CRRA for electric output delivered under the Agreement for November 2001,
December 2001 and January 2002, and has not paid the $2.2 million monthly
capacity payments since November 2001. CRRA has declared EPMI in default
for non-payment. Currently, EPMI owes CRRA approximately $2.904 Million
for electrical output and $15.4 million for capacity payments.

Subsequent to the EPMI bankruptcy, CL&P (which received the first
250,000 MWhrs from EPMI) placed the money owed to EPMI for electric output
into an escrow account. The balance in the escrow is reported to be the same
$2.904 million ultimately owed to CRRA.

The Enron Bankruptcy has resulted in the Mid-Connecticut Project’s loss
of the $2.2 million per month capacity payment provided from EPMI, and has
also raised significant concern regarding payments for the electrical energy
output delivered to the electric grid commencing on July 1, 2002. The
anticipated payment for electrical energy output is approximately $1.1 to $1.3



million per month. There are ongoing discussions between CRRA, CL&P,
representatives of the Attorney General’s Office, CRRA’s bankruptcy counsel,
and CL&P’s bankruptcy counsel, seeking a final resolution of the issues
associated with the Enron bankruptcy and the related contracts.

While the Enron bankruptcy and legal issues surrounding the Enron
transaction are being resolved, CRRA, in an attempt to maximize revenues for
the Mid-Connecticut Project and to insure that CRRA has available to it all
feasible alternatives for power marketing for the period beginning on July 1,
2002, has done the following:

e Pursued issuance to CRRA of a Connecticut Electric Suppliers License
through the Department of Public Utility Control (DPUC), which would
allow CRRA to sell the electrical energy output to the State of
Connecticut, as recommended by the Governor’s Advisory Panel and as
incorporated into Public Act 02-46.

e Pursued offers from wholesale electric suppliers interested in purchasing
part or all of the electric output from the Facility, and commenced efforts
to prepare an Agreement for marketing the Project’s electrical energy
output.

CRRA has, in particular, taken the following actions:

1. Supplier License

e Engaged in ongoing discussions with the Office of Policy and
Management regarding the electric loads of State Buildings. A load
curve of the combined “aggregated” load is being developed to help the
parties identify which state buildings could be effectively served by the
CRRA Mid-Connecticut Project.

e Submitted an Application to the DPUC on May 16 for an Electric
Supplier License for the Connecticut Resources Recovery Authority.

e Responded to Interrogatories by the DPUC and the Office of Consumer
Counsel (OCC) on June 7, 2002.

e Participated in a Hearing on June 12, 2002 at which time John Clark and
Ann R. Stravalle-Schmidt appeared as witnesses for CRRA.

e Engaged in ongoing discussions with energy experts and consultants
regarding the implications and practicality of entering the retail suppliers
market with a single generation source.

e Pursued investigation of membership in the New England Power Pool to
ensure proper balancing provisions associated with the concept of CRRA
entering the retail suppliers market.

e Responded to DPUC and OCC requests for Late Filed Exhibits.

One of the Late Filed Exhibits requested by the DPUC was verification that
the CRRA staff representing CRRA had been properly authorized to seek



Licensure as an Electric Supplier. CRRA stated that it would provide a copy of
the Resolution passed by the previous Board of Directors and that it would make
a request that the new Board of Directors pass a Resolution at the June 20, 2002
Board of Director’s Meeting directing CRRA to obtain an Electric Suppliers
License. The DPUC also requested evidence of authorization and commitment
for a Surety Bond. A copy of the Bond and the proposed Resolution for the
Board’s consideration are attached.

On June 18, 2002 the DPUC suspended the hearing schedule and its review of
the Supplier Application, citing, among other issues, DPUC’s rights to rule on
the prudence of CL&P’s involvement.

2. Wholesale Market Indicative Offers

CRRA, with the assistance of PLM, an outside consulting firm with
expertise in wholesale marketing, conducted a competitive solicitation process,
known as a Request For Offers (RFO) in order to obtain proposals from the
wholesale marketplace for the purchase of the electrical energy output from
CRRA’s Mid-Connecticut facility.

CRRA procurement documents were structured to test a variety of
arrangements because many variables contribute to pricing in the wholesale
markets, including:

e A short-term sale, perhaps through the winter of 2003 or June 2003,
allowing CRRA to re-enter the market if there is reason to believe
prices will be more favorable to CRRA next year;

e A longer term sale of the unit’s output (e.g. 10 years);

¢ Ancillary market variables, including premiums for renewable energy
and Installed Capacity (ICAP) were incorporated

The final RFO was distributed electronically to a distribution list of
approximately twenty wholesale electric suppliers actively involved in the
wholesale power market in New England.

A summary of the bid results is included at the end of this Memo. Key
issues associated with the proposals are:

e Select Energy was the only bidder that provided pricing for all options;

e PGET submitted a second proposal that excluded the backstop provision.
While this information was valuable, it is not consistent with the other
bids or the project requirements and the revised bid was not ultimately
considered; and,

e Based upon the review of submittals, Select Energy and Constellation
Power were “short-listed” for further review.



SUMMARY OF PROJECTED ANNUAL REVENUES

Fiscal Year

Rank

Delta %

2003
2004
2005
2006
2007
2008
2009
2010
2011
2012

2003
2004
2005
2006
2007
2008
2009
2010
2011
2012

2003
2004
2005
2006
2007
2008
2009
2010
2011
2012

CRRA will continue discussions with these two parties and prepare a
summary of the results of this process for review and consideration by the Board
at a future meeting. In addition, we will prepare a proposed contract for
consideration by the Board that is based upon the results of this process.

Annual Revenues ($)
First 250
GWh Only
100% Output Plus CL&P
Dominion | Select | Constellation | PGET Select & CL&P
$ 14,850,653 $ 16,144,563 $ 16,701,618 $ 14,866,712 $ 15,592,882
15,008,425 16,104,978 - 14,853,030 15,354,236
15,092,841 16,346,712 - 14,926,004 15,582,327
15,163,823 15,975,363 - 15,103,877 15,605,235
15,337,077 15,508,570 - 15,272,630 15,138,442
15,538,405 15,505,236 - 15,359,286 15,138,442
15,705,291 15,508,570 - 15,409,456 15,138,442
15,805,020 15,508,570 - 15,555,404 15,138,442
16,217,112 15,508,570 - 15,591,891 15,138,442
16,671,089 15,505,236 - 15,664,864 15,138,442
$ 155,389,737 §$ 157,616,368 $ 16,701,618 $ 152,603,153 | $ 152,965,332
Dominion | Select | Constellation | PGET Select & CL&P
4 2 1 3
2 1 4 3
2 1 4 3
2 1 4 3
2 1 4 3
1 2 4 3
1 2 4 3
1 3 4 2
1 3 4 2
1 3 4 2
Dominion | Select | Constellation | PGET Select & CL&P
-11% -3% 0% -11%
-7% 0% -8%
-8% 0% -9%
-5% 0% -5%
-1% 0% -2%
0% 0% -1%
0% -1% -2%
0% -2% -2%
0% -4% -4%
0% -7% -6%




Resolution Regarding Application for Electric Supplier License

RESOLVED: That the Chairman is hereby authorized to direct the CRRA
Operations and Legal staff to complete an Application for Electric Supplier
License, to submit such Application to the DPUC, and to take all other actions
necessary to obtain an Electric Supplier License, including the obtaining of a
surety bond for $250,000, the premium for which shall not exceed $5,000.

FURTHER RESOLVED: That the Chairman is authorized to sign the
aforementioned surety bond on behalf of the Authority.
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