CRRA President Thomas D. Kirk sent the following letter to the chief officials of each of the 70 towns in the Mid-Connecticut Project:








July 23, 2003

Re:

 CRRA Periodic Status Report to Mid-Connecticut Project Towns

Upon my selection to serve as President of the new CRRA six months ago, the new CRRA Board of Directors made clear their intent to operate in an open and transparent manner. Accordingly, I was asked to pay particular attention to improving communications with our member communities. I am pleased and committed to do so. This letter will provide you with the status of the Mid-Connecticut Project and the efforts to recover from the failed Enron Agreement.

Eighteen months ago, it would have been hard to imagine the impact that the failure and bankruptcy of a large Texas corporation, Enron, could have on the citizens of Connecticut.  Tragically, the consequences of the Enron failure and bankruptcy have affected each of us in a real and substantial way and will continue to affect us in our professional responsibilities to our customers and constituents for some time to come.

Enron’s failure impacted and victimized a broad sector of the public.  For the members of the Mid-Connecticut Trash to Energy Project, those impacts were immediate and acute, specifically, the loss of $220 million in electricity revenues. These revenues were necessary for the operation of the facility and servicing the project debt through the conclusion of the member agreements in 2012.  While many have questioned the wisdom of the Enron Agreement, there is no question as to motive. The old CRRA was trying to preserve its above market price for electricity generated at the Mid Connecticut facility subsequent to Electric Deregulation. 

Fortunately, reaction to the Enron bankruptcy in Connecticut was swift.  Legislation was passed and signed into law that led to the appointment of an entirely new Board of Directors of the CRRA.  The new CRRA Board, under the leadership of Chairman Michael Pace, First Selectman of Old Saybrook, took office in June of 2002 and immediately went to work.  Six months later in January 2003, the new Board asked me to serve as President, and shortly thereafter Jim Bolduc joined the new CRRA to serve as Chief Financial Officer.  Jim and I immediately began to work with the new CRRA Board to identify and repair any systemic problems of the CRRA and to address directly the problems caused by Enron.

Let me clearly identify the challenge we face as a result of the Enron failure and bankruptcy.  In the spring of 2001, the old CRRA entered into a complicated business agreement with Enron and Connecticut Light and Power (CL&P). That agreement, simply stated, took 220 million dollars of value associated with a favorable electric power contract that ran through 2012 and transferred it to Enron in return for 11 years of monthly energy payments ($26,000,000/year).  With the failure and bankruptcy of Enron, those hundreds of millions of dollars in monthly payments, necessary for debt service and operations through 2012, were lost.

In the past, the revenues from the very favorable power contract the CRRA had with CL&P offset the Mid-Connecticut debt and operating expenses significantly.  CRRA retained all of the electricity revenues from that agreement, not sharing them with a facility operator, a benefit unique to the Mid-Connecticut Project. As a result, the Mid-Connecticut member towns for many years enjoyed tip fees well below those of other waste-to-energy projects in the state.  Tip fees at the Mid-Connecticut Project were as much as $30 per ton (of incoming solid waste) less than would have been expected had the facility been operated by a for-profit entity and in the absence of that unique agreement.  The legacy of the Enron failure and bankruptcy is the loss of this $30 per ton revenue advantage.

The challenge for us:  how do we mitigate the loss of this $220 million (or $30 per ton) over the course of the nine years remaining in the project?  The member towns, as you are aware, have the unfortunate responsibility and burden of resolving this loss through the tip fee.  The CRRA is required both by statute and bond indentures to set tip fees sufficient to cover the debt service and operational expenses of the plant.  

To be clear, there are no state grants to offset the loss in revenues.  Legislation that created the new CRRA Board provides for a line of credit to allow the Mid-Connecticut project to continue operating while it resolves the impact of the Enron failure and bankruptcy.  Any loans from the state must be serviced to cover full interest and principal.  

The new CRRA Board in the past year and the new CRRA Management in the past six months have taken a number of steps to mitigate the Enron problem and restore confidence in the CRRA organization. These include reducing administrative costs, eliminating contracts and consultants, resolving long standing legal disputes and reestablishing policies and procedures for properly managing, operating and administering the CRRA. In addition:

· We are continuing to pursue additional cost reduction and revenue initiatives, some of which show substantial promise.  Most important, we are pursuing the renegotiation of contracts with all of the project’s major vendors — including our largest single contractor, the Metropolitan District.  It is our intent to ensure the Mid-Connecticut Project communities receive top value for their tip fee dollar and Project costs reflect true market conditions.  We believe such efforts can reduce future tip fees by as much as $5/ton.

· We have negotiated a new Electricity Purchase Agreement (EPA) to increase the revenues from the sale of electricity, which is projected to provide another $2.5/ton in additional revenues over the next two years.

· Perhaps the greatest asset we possess is the Mid-Connecticut facility itself.  The facility is in sound mechanical condition and processes the solid waste of 70 Connecticut towns with excellent environmental performance.  The bonds on the Mid-Connecticut Project will be paid off in 2012.  The facility’s design life will extend at least a decade beyond that date.  After 2012 the project will be debt-free, significantly reducing the facility tip fee revenue requirements.  There is potential opportunity to not only significantly lower future tip fees, but to stabilize tip fees now.  The CRRA is investigating an initiative, now in preliminary study, that would allow member communities to commit to the Mid-Connecticut Project beyond 2012.  Such commitments could allow CRRA to refinance its Mid-Connecticut debt, stabilize tip fees now, and assure disposal at reasonable tip fees in future years.  

· We continue, with the Attorney General, to doggedly pursue legal action to recover damages from those responsible for the Enron failure and bankruptcy.  While we ultimately expect to prevail in the litigation, the legal process is lengthy and the ultimate timing and amount of any recovery is uncertain.

As you can see, the new CRRA and the new CRRA Board of Directors are pursuing a number of avenues to minimize solid waste disposal costs for the Mid-Connecticut Project towns.  Many of these avenues could yield dividends in cost savings or revenues immediately.  Still others, including any litigation or bankruptcy settlements represent potential revenue that will serve to lower future tip fees. Beneficial legislation regarding changes in beverage container escheats, (the nickel deposit bottle bill) or changes in emissions taxes could similarly affect tip fees favorably.  Unfortunately, we are not able to set tip fees in anticipation of these revenues.  We are absolutely required to set tip fees sufficient to meet current expenses and debt service. 

It is important to understand that the full impact of the Enron failure and Bankruptcy has not been reflected in the existing Mid-Connecticut tip fee.  You can expect the full impact to be felt in the coming years, with the actual tip fee impact dependent on a number of factors, including our success in reducing costs and increasing revenues, litigation results, and the final disposition of a state loan.  In any case it is certain the tipping fees at Mid-Connecticut will be higher than in the past due exclusively to the Enron failure and bankruptcy.

As tip fees increase, it is particularly important to the Member towns that the Mid-Connecticut project maintains its viability.  It is critical that the facility retain the delivery of waste from all of its member towns. I look forward to working cooperatively with you to ensure all your community’s waste is delivered to the project.

Thank you for your attention to this important matter. I look forward to speaking with you shortly.  In the meantime, please feel free to contact me directly at 860-757-7777 if you have any questions or comments.

Sincerely,

Thomas D. Kirk

President

