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May 5, 2003

The Honorable Denise Nappier Secretary Marc Ryan

Treasurer Office of Policy and Management
State of Connecticut State of Connecticut

55 Elm St. 450 Capital Ave., MS55SEC
Hartford, CT 06106 Hartford, CT 06106

Re:  Notice Pursuant to C.G.S. 22a-261, as amended
An Act Concerning the Connecticut Resources Recovery Authority and Prohibiting

Quasi-Public and State Agencies from Retaining Lobbyists
FINANCIAL MITIGATION PLAN

Dear Madame Treasurer and Secretary Ryan:

This Plan is provided to satisfy the requirement of Section 22a-261 of the Connecticut General
Statutes, as amended (the “Statute”), that the Connecticut Resources Recovery Authority (the
“Authority”) submit a Financial Mitigation Plan (the “Plan”) for approval by the State Treasurer
(the “Treasurer”) and the Secretary of the Office of Policy and Management (“Secretary” and
“OPM”). Pursuant to the Statute, the Authority may borrow an amount up to one hundred fifteen
million dollars ($115,000,000) from the State of Connecticut (the “State™). This Plan is a formal
request for up to $22 million to be loaned from the State to the Authority for the fiscal year
ending June 30, 2004. It is expected that any borrowings from the State will result in a loan to be
amortized through January 2013 generally by level payments of principal and interest, all in
compliance with a Master Loan Agreement to be entered into between the State and the
Authority.

Section 3 of the Statute provides that the Financial Mitigation Plan include the following:

“...Such financial mitigation plan shall include information detailing the efforts
that the authority has made to reduce the amount necessary to borrow from the
state, including, but not limited to, the reduction of general administration and
costs, renegotiation of vendor contracts, efforts to increase the price paid for the
sale of steam or electricity, and efforts to assess the viability of the sale of hard
assets of the project. In addition, the authority shall provide the State Treasurer
and the Secretary with its proposed budget for the ensuing fiscal year, a three year
{inancial plan, a cash flow analysis showing the need for the current and projected
future borrowings, and the most recent certified audit of the authority.”




In order to satisfy the foregoing requirements, attached as part of this Plan are the following
exhibits: | '

Exhibit A Plan To Minimize Tipping Fees For Municipalities

Exhibit B Authority Efforts To Reduce Administrative Costs

Exhibit C Authority Efforts To Renegotiate Vendor Contracts

Exhibit D Authority Efforts To Increase Electricity And Steam Revenues

Exhibit E Authority Efforts To Assess Viability Of The Sale Of Hard
Assets '

Exhibit F Adopted Mid-Connecticut Budget For Fiscal Year 2004 and
Three Year Financial Plan

Exhibit G Cashflow Analysis Through Fiscal Year 2006

Exhibit H Certified Audited Financial Statements For Fiscal Year 2002

In addition to the required exhibits, included as Exhibit I are the resolutions of the Authority’s
Board of Directors approving the Financial Mitigation Plan and request of the $22 million loan
from the State. Also included as Exhibit J is the Authority’s Comprehensive Annual Financial
Report for the Fiscal Year Ended June 30, 2002,

Executive Summary of the Proposed I.oan Drawdown

The Authority is a statewide quasi-public solid waste management authority created by the
General Assembly in 1973. The Authority owns a waste-to-energy facility in Hartford called the
Mid-Connecticut project, which generates approximately 445 megawatt hours of power each
hour and processes approximately 790,000 tons of municipal solid waste per year.

On December 2, 2001, the Authority was informed that Enron Power Marking, Inc. (“Enron™)
had declared bankruptcy. This was significant in that the Authority had entered into a tri-party
agreement with Enron and the Connecticut Light & Power Company (“CL&P”) with regard to its
Mid-Connecticut project on December 22, 2000. Among other things, the agreement obligated
Enron to pay the Authority $2.2 million per month in steam capacity charges and $175,748 per
month in Operations and Maintenance Fees until 2012. The impact to the Authority of the loss
of these revenues is material, as illustrated on the following table:




ENRON PAYMENTS TO CRRA

Payment Steam Capacity Electricity Sales Monthly
Date Payments Revenues Expenses Total
Apr-01 $ 2,200,000 0 * 5175748 $2,375,748
May-01 2,200,000 31258048 175,748 3,633,796
Jun-(1 ) 2,200,000 652,903 175,748 3,028,651
Jul-01 2,200,000 g * 173,748 2,375,748
Aug-01 2,200,000 1,122,167 175,748 3497915
Sep-01 2,200,000 1,219,301 175,748 3,595,049
Qct-01 2,200,000 1,153,496 175,748 3,529,244
Nov-01 2,200,600 1,118991 175,748 3,495,739

* During these periods, CL&P purchased electricity from the Authority instead of Enron, per closing documents.

Currently, the Authority has three series of bonds outstanding for its Mid-Connecticut project:

CRRA — Summary of Mid-Connecticut System Bonds as of March 1, 2003

Original Par Currently Credit Original Current
Bond Series Value Outstanding Par Enhancement | Moody’s/S&P | Moody’s/S&P
{3000) Value ($000) Security Rating Rating
1996 Series A $209,675 $ 179,775 MBIA/SCRF AaalAAA AaalAAA
1997 Series A 3,000 4,000 MBIA/SCRF AaalAAA Aaa/AAA
2001 Series A 13,210 13,210 Subordinated AZ/A Baa3/BBB

| Monthly debt service requirements for these bonds total approximately $2.2 million. The final
_ maturity of the bonds is November 15, 2012.

These bonds are supported by contracts backed by the full faith and credit of the Mid-
Connecticut project member towns and two are additionally secured by the State’s Special
Capital Reserve Fund (“SCRF”), as noted, as a further pledge to bondholders, in addition to
municipal bond insurance. The third - the 2001 Series A Bonds - are subordinate debt that is not
secured by the State’s SCRF and do not carry municipal bond insurance. As such, they have
received downgrades from both Moody’s Investors Service and the Standard & Poor’s
Corporation as a direct result of the loss of Enron revenues to apply toward debt service. Both
rating agencies have expressed concern with the ability of the Authority to set tipping fees for the
Mid-Connecticut project at a level sufficient to cover its debt service, as required by the Mid-
Connecticut bond resolution. With the loss of the Enron payments, the Authority has been
forced to draw down on reserves related to the Mid-Connecticut project to fund operations in
order to meet the Mid-Connecticut debt service obligations.

On December 31, 2002, the Steering Committee Report to the Board of Directors and the
Connecticut General Assembly was released in compliance with the Statute. The Steering
Committee Report contained a plan to restructure the Authority and presented a financial model
to alleviate the pressure on the member towns of the Mid-Connecticut project and the State. This
Financial Mitigation Plan details the Authority’s plan to minimize tipping fees for the Mid-
Connecticut project municipalities; its efforts to reduce administrative costs; its efforts to
renegotiate vendor contracts; its efforts to increase electricity and steam revenues; and its efforts
to assess viability of the sale of hard assets. In addition, the required financial models, budgets
and audits are included.




The Authority started fiscal year 2003 on July 1, 2002. At that time, the Authority had over
$19.0 million in Mid-Connecticut project-related reserves and other surplus accounts (excluding
the debt service reserve fund and SCRF accounts dedicated to support debt service on the Mid-
Connecticut project bonds) that were used to mitigate the cashflow drain from the Mid-
Connecticut project. In addition, through its contractual arrangement with CL&P and Enron for
electricity sales, CL&P provided $7.8 million in escrowed electricity revenues in March 2003.
With the loss of both the monthly Enron steam capacity and O&M payments — representing
approximately 30% of Mid-Connecticut’s monthly revenues - the Authority’s reserve utilization
is approximately $2.4 million per month. Without State support, the remaining available reserve
funds of the Mid-Connecticut project are projected to be depleted by July 2003.

On February 27, 2003, the Board of Directors of the Authority adopted the fiscal year 2004
Budget for the Mid-Connecticut project, which included a tip fee of $63.75 per ton — an increase
of nearly 12% over the previous fiscal year. The budget incorporates a concerted effort by the
Board to incorporate cost-saving measures but nonetheless utilized monthly loan drawdowns
from the State-authorized $115 million loan. The fiscal year 2004 Mid-Connecticut budget
contemplates the use of $18.4 million in loan drawdowns in support of the Authority’s debt
service obligations.

In conjunction with yearly tip fee increases and potential other sources of revenues, the monthly
and yearly loans required from the State may diminish over the years. The Authority has
projected the use of $1.5 million in State loans for the balance of fiscal year 2003; $18.4 million
- in State loans for fiscal year 2004; $8.2 million in State loans for fiscal year 2005; and $6.5
million in State loans for fiscal year 2006. Full repayment of these loans will occur from the
drawdown date through January 2013. Notwithstanding the current projected use of State funds
in 2005 and 2006, additional deliberations and decisions by the Authority’s Board regarding tip
fees and required loan terms may modify this projection.

It must be noted that the Authority has developed and oversees three other waste-to-energy
projects in the State located in Bridgeport, Preston and Wallingford. None of the revenues,
reserves or cashflows from these projects may be used to mitigate the financial strain that the
Mid-Connecticut project is facing. All four projects are distinct and stand-alone projects from a
financial perspective. The Authority is not permitted to use project funds from one project to
support another project.

The Authority gratefully acknowledges the cooperation and support of both the Office of the
State Treasurer and the OPM with developing the terms of the Master Loan Agreement and the
cashflow models. '




Dated: May 5, 2003

Respectfully Submitted On Behalf
of the Connecticut Resources Recovery Authority

ichael A. Pace <>
Chairman

by L D Sk

Thomas D. Kirk
President

By: OW % olte. _

James P. Bolduc
Chief Financial Officer
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EXHIBIT A

PLAN TO MINIMIZE TIPPING FEES FOR MID-CONNECTICUT MUNICIPALITIES

The Steering Committee Report to the Board of Directors and the Connecticut General Assembly
submitted pursuant to Public Act 02-46, filed in December 2002, required a plan to minimize
tipping fees for the Connecticut municipalities that utilize the Mid-Connecticut project. This
Report detailed several approaches to mitigate the effect of the Enron loss on the Mid-
Connecticut, which totals over $26.4 million per year (or approximately 30% of annual Mid-
Connecticut project revenues). However, these approaches, even if successful and taken in total,
would not be enough to fill the budget gap. The Connecticut Legislature responded by providing
a loan in an amount not to exceed $115 million with the expectation that the loan would be used
to help minimize the financial impact on the Mid-Connecticut project municipalities.

Tip fees to the municipalities are being minimized in the short term due to two factors: (1) cost
reductions and (2) the Mid-Connecticut project maintained healthy reserve balances. These
factors, in conjunction with a maximum $115 million State loan would be utilized to minimize
the tip fee impact on the municipalities over the longer term.

The Steering Committee Report anticipated yearly increases based upon the aforementioned
assumptions and facts. Due to continued contractual disputes with the current operator of the
Mid-Connecticut facility and larger than anticipated legal expenses in connection with the Enron
bankruptcy, the Board was compelled to increase the tip fee for fiscal year 2004 by 12%, an
increase larger than previously anticipated and projected. Tip fee increases for future years are
naw expected to be significantly higher than previously projected, as a result of the more
stringent debt repayment terms that may be required by the State lending authorities.

In assessing the tip fee Ievels, the Authority considers many elements including:

* Debt service payments on outstanding debt. Currently, the annual debt service obligation
of the Authority on its Mid-Connecticut debt is over $26.0 million. Any debt service

decrease accomplished through an economic refunding would have a direct impact on the
expenses of the Authority.

* Impact of tip fee increases on the towns. This is a very difficult year for all Connecticut
towns completing their fiscal year 2004 budgets in light of the State fiscal crisis and

current projections for 2005 are expected to be equally difficult.

» FEstimates of solid waste volumes. There is an inverse relationship between tip fees and
solid waste deliveries as price elasticity impacts delivery volumes. It is critical to find a
proper balance of price and deliveries in order to still attract enough waste volume to

* generate the revenue required. Historically, tip fee levels were at a below market level,
such that some level of future increases can be implemented without negatively
impacting waste volume,
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* [Estimates of recycling volumes. Currently, the Authority does not mmpose a charge for its
recycling activities; however future economic and financial conditions may warrant a
charge.

* Electricity revenues. The Authority may be able to increase electricity revenues from
renegotiating its electricity contract (currently the Authority receives 3.2¢ per kilowatt
hour, escalating to 3.3¢ on January 1, 2004) and the use of our electric supplier’s license
and acceptance into NEPOOL (the New England Power Pool), which will allow the
Authority to sell it’s power on a wholesale basis into the electric power grid or a bilateral
agreement with other NEPOOL electric suppliers.

* Municipal Solid Waste Contracts with Municipalities. The future operation of the Mid-
Connecticut project is considered as contracts with municipalities start to expire in 2012.

* Operations and maintenance contracts associated with the Mid-Connecticut facility.
Several of the programs and functions at the Mid-Connecticut facility are performed
under contracts that are a premium to market and could be readily accomplished at a
lower cost. The Authority is actively seeking to reduce these costs, which impact the tip
fees directly and substantially.

The Mid-Connecticut project was fortunate to have amassed significant reserves. As noted by
Moody’s, these reserves were able to keep the project (and rating) afloat during critical periods
when the Authority did not receive monthly electricity revenues from CL&P. At the time of the
Enron bankruptcy, the Revenue Fund of the Mid-Connecticut project had a balance of
approximately $10.1 million. All revenues of the project are deposited monthly into the Revenue
Fund. Without the $2.2 million steam capacity payments coupled with the loss of the actual
electricity sales from Enron, this fund balance was depleted in April 2002. Subsequently,
monthly transfers from other Mid-Connecticut reserves began in order to cover operating
expenses and debt service payments.

Three other sources of funds were identified (not including the debt service reserve fund or
State-backed SCRF funds) to augment the diminished cashflow of the Mid-Connecticut project.
These funds totaled $25.6 million at April 2002 and were used to mitigate the monthly cashflow
deficiencies of the project. These funds are projected to be exhausted by June 2003, at which
point, the monthly cash flow deficits are expected to be augmented by the loans from the State.
' The loans can only be used to support debt service payments on the outstanding Mid-Connecticut
bonds, which total $2.1 million per month.

The Authority’s working financial recovery model currently contemplates tip fee increases
augmented by State loans to mitigate the monthly cashflow deficiencies. In addition, the
Steeting Committee Report identifies other potential sources of revenues that would be applied
either toward mitigating the tip fee increases or repaying the State loan. These include:

Bottle Escheats

The Authority supports escheats legislation that would distribute the unclaimed bottle and can
deposit revenue of an estimated $16.4 million to all Connecticut municipalities, including the
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Authority’s Mid-Connecticut project towns. The Mid-Connecticut Project towns are projected to
receive approximately $5.6 million, pro-rated, based upon population.

Authority Chairman Michael Pace, Vice Chairman Stephan Cassano, other Board Members and
President Thomas Kirk testified on March 14, 2003 before the Environment Committee
regarding Senate Bill 1030, An Act Concerning the Escheat of Unclaimed Beverage Container
Deposits, which would retumn the revenue to the State. The bill was subsequently referred to the
Finance, Revenue and Bonding Committee where it cutrently resides.

Elimination of Dioxin Tax

Section 22a-232 of the Connecticut General Statutes requires that owners of Resources Recovery
Facilities (“RRF”) pay the Connecticut Department of Environmental Protection $1 per ton of
solid waste processed as a “solid waste assessment.” This Statute became effective October 1,
1987. The funds collected go into the “solid waste account”, per Section 22a-233 of the Statutes,
to be used for activities which include: (1) pollution prevention, (2) stack testing for dioxin and
furan emissions, (3) preoperational and post-operational testing for dioxins and furans in the
ambient air, soil, surface waters and biota in the area of existing or proposed resources recovery
facilitics, (4) residue testing, (5) leachate testing for dioxins and furans at resources recovery
residue disposal sites, (6) inspection and enforcement, (7) operator and inspector training, and (8)
staffing necessary fo carry out such activities.

There are seven municipal waste combustion facilities in Connecticut subject to this “Dioxin
Tax.” (The facility in Sterling processes tires exclusively, but is regulated as a municipal waste
combustor (“MWC™)). The following table lists the approximate tonnage of municipal solid
waste processed at these facilities during a 12-month period, the associated fee each facility pays
for the tonnage it processes and the maximum reimbursement for which each MWC is eli gible.

Annual Annual Number of Maximum
Facility/ Location Tonnage Dioxin Tax Combustion Allowable
Processed Units Reimbursement

CRRA/ Hartford 668,950 $6638,950 3 $82,500
CRRA/Wallingford 145,665 $145,665 3 $82,500
CRRA/Bridgeport 722,500 $722,500 3 $82,000
CRRA/Preston 247,094 $247.094 2 $55,500
-{ Bristol RRF/Bristol 194,290 $194,290 2 $55,500
Wheelabrator/Lisbon 178,707 $178,707 2 $55,500
Exeter Energy/Sterling 108,616 3108616 2 $55,500
Total 2,265,822 $2,265,822 17 $469,500

Section 22a-233a of the Statutes requires that any cost associated with testing air emissions from
a resources recovery facility shall be paid from the “solid waste account,” not directly by the
owner of the resources recovery facility, provided the owner pays for certain other costs (DEP
weather monitoring, initial emissions performance testing prior to permitting, emissions
performance testing following modification of the facility, emissions performance testing if DEP
suspects permit violation), :
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From at least 1993 through 2000, the DEP conducted annual air emissions testing of the resource
recovery facilities in the State, with DEP staff performing the testing for dioxin/furans and ten
metals (arsenic, beryllium, cadmium, chromium, copper, lead, manganese, mercury, nickel and
_ zinc). The Dioxin Tax was used to fund the DEP’s emission testing activities,

The DEP’s Source Emission Monitoring Group ceased performing emissions testing on
municipal waste combustor facilities in 2000, and entered into contracts with each MWC for
reimbursement of the costs associated with this annval emissions testing. The DEP’s contract
limits reimbursable expenses to $25,000 per combustion unit plus a 10% contingency.

Therefore, the Authority estimates that elimination of the $1.00 per ton dioxin tax would result in
net annual Authority savings of approximately $586.450.

Enhancing Interest Income

- The funds of the Authority are wholly invested in the State Treasurer’s Short Term Investment
Fund (“STIF”). The Cash Management Division of the State Treasurer’s Office manages the
STIF. Created in 1972, STIF setves as an investment vehicle for the operating cash of the State
Treasury, state agencies and authoritics, municipalities, and other political subdivisions of the
State,

The Authority had a total of $130.1 million Mid-Connecticut funds invested in STIF as of
December 31, 2002. The current rate of STIF is 1.44%. One of the benefits of the STIF account
is the daily liquidity of the fund, which provides flexibility in the Authority’s treasury and
accounting functions. The Authority is presently completing a reserve fund and investment
analysis to identify funds and accounts that could be invested in longer-term instruments in
-accordance with the Authority’s Investment Policy and Indenture requirements. It is premature
to quantify the exact additional interest income that will be realized. However, a conservative
estimate on the Mid-Connecticut funds alone indicates that potential increased interest income
could be approximately $425,000 per year ($85 miltion at a 50 basis point improvement.) '




EXHIBIT B

AUTHORITY EFFORTS TO REDUCE ADMINISTRATIVE COSTS

As part of the Authority’s plan to mitigate the loss of energy revenues to the Mid-Connecticut
Project, Administrative expenditures have been reduced, as graphically summarized below:

Historical General Administration Expenditures
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Direct reductions were made to the Mid-Connecticut administrative budget for an additional
$137,000 for fiscal year 2003. The reductions were derived from the itemized list below:

Non-Personal Services — reduced number of copiers, enter lower cost service plans for
copiers/phones, advertising, business meetings; eliminate corporate giving and various
confractual and miscellaneous services

Capital Outlay - elimination of various office and computer-related purchases

Personal Services - elimination of bonus and market adjustment pools mandated by
previous policy; elimination of four vacancies; combination of four positions;
postponement of vacancy fulfillment

Eliminate lobbyist expenses

Reduce use of outside consultants

Limit public education expenses such as radio ads

Iniplement policy changes for tighter controls on employee expenses
Assume more services to be performed in-house (copying/duplication)
Reduce general office expenses (supplies)

As shown in the above graph, the fiscal year 2004 budgeted Administrative expenditures were
further reduced by 8.8%, as compared to the adopted fiscal year 2003 budget. Of these
reductions, approximately 75%, or an estimated $440,000, would have been allocated to the
Mid-Connecticut Project.




EXHIBIT C

AUTHORITY EFFORTS TO RENEGOTIATE VENDOR CONTRACTS

The Authority will recognize more positive cashflow with successful vendor contract
renegotiations. To that end, the Authority is in the process of renegotiating major contracts with
- Manafort, Wheelabrator and the MDC. It has also renegotiated all its legal services agreements
and is renegotiating with the law firms employed by the Attorney General’s office. Other
vendor’s contacts will be renegotiated as they expire.

The Authority attempted to renegotiate a contract with Covanta for the operation and
maintenance of the Mid-Connecticut Air Processing System (“MCAPS™). As a result, the
Authority decided that instead of continuing this contract with Covanta (valued at approximately
$300,000 per year), Authority staff has assumed the operations and maintenance responsibilities
for the MCAPS. It is projected this will result in a net savings in excess of $200,000 annually.

The Authority is continuing to investigate the viability of replacing Covanta with its own staff
for the operation and maintenance of the Electric Generation Facility (“EGF”) (annual operating
and maintenance costs is approximately $3.5 million and would require a staff of 15 to 20). The
operation of the EGF is initially tied to the operation and maintenance of the Power Block
Facility (“PBF”), which is operated and maintained by Covanta under a contract with a
termination of date of 2012. Safety and efficiency concerns with splitting the EGF and PBF
need to be assessed prior to proceeding.

The Authority continues to work with the Metropolitan District Commission (“MDC™) to
improve efficiencies and reduce costs in connection with the Mid-Connecticut facility. As the
MDC contracts represent 19% of the overall costs to the project, significant opportunity exists.
The Authority will insist that contractor costs, quality and performance are market competitive or
alternative options will be considered.

The Authority is also investigating the feasibility of renegotiating the PBF contract with Covanta
to include the processing of the process residue in the boilers rather than landfilling this material.
‘The cost savings associated by exercising this option could be in excess of $2 million annually in
future years.

Other initiatives include close investigation of exercising the Authority's rights under the ash
disposal agreement with Waste Management to take Mid-Connecticut ash to the Putnam Landfill
under favorable rates.
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AUTHORITY EFFORTS TO INCREASE ELECTRICITY AND STEAM REVENUES

‘The Authority continues to evaluate a number of options for the sale of electricity generated at
the Mid-Connecticut Project, with the goal of maximizing - revenues from that sale while
simultaneously minimizing market risk. The Authority has the opportunity to sell 250,000-
megawatt hours of that electricity (formerly sold to CL&P; the “Enron Electricity”) on an annual
basis, as a result of the rejection by the Enron bankruptcy trustee of an Electricity Purchase
Agreement between Enron Power Marketing and CL&P.

First, the Authority applied for and obtained a retail Electric Supplier License from the
Connecticut Department of Public Utility Control on November 6, 2002. The Authority’s intent
in obtaining that license was to sell the Enron Electricity at retail (possibly to the State of
Connecticut, as recommended in the Cibes Report). However, subsequent financial analysis
indicated that the estimated incremental revenue to be gained from a retail sale to the State of the
Enron Electricity was overstated. In addition, retail electric rates are currently capped under a
statutorily mandated Standard Offer. Those factors, combined with the fact that the Authority
would need to rely on a single source of generation to serve the retail market (thus requiring the
Authority to potentially become involved with electric futures and hedging to cover shortfalls or
outages), have led the Authority to conclude that selling the Enron Electricity at retail might not
be the most profitable nor the most prudent use of that electricity, and that other opportunities (as
described below) should be explored. However, the Authority shall retain its Electric Supplier
License, in order to take advantage of future opportunities in the retail market.

Second, the Authority has issued a Request for Offers (“RFO”), inviting parties interested in
executing a bilateral contract for the purchase of the Enron Electricity at wholesale, to submit
bids for that electricity. The Authority is presently awaiting the results of the RFO. Authority
goals with respect to the RFO are to evaluate the value of the Enron Electricity in the wholesale
market and to determine whether the Authority can obtain a firm commitment for the Enron
Electricity, under terms and conditions favorable to the Authority with respect to both revenue
-and risk.

Third, the Authority is seeking to negotiate a new Energy Purchase Agreement with CL&P
(“EPA”), which would include the Enron Electricity. CL&P currently purchases the output of
the Mid-Connecticut Project in excess of the Enron Electricity at wholesale; the Authority
believes that a new EPA encompassing the entire output of the Mid-Connecticut Project could
prove beneficial, by providing the Authority with a single wholesale customer with a known
(low) risk profile.

Finally, the Authority has submitted a membership application to the New England Power Pool
(“NEPOOL”); that application is currently proceeding through the appropriate NEPOOL
channels. The Authority is seeking to obtain NEPOOL membership effective July 1, 2003, so
that it may sell the Enron Electricity at wholesale directly into the NEPOOL Control Area. The
Authority is taking this step for two reasons. First, the Authority wishes to have an alternative
market for the Enron Electricity in the event that the aforementioned CL&P negotiations and the
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RFO are not successful. Second, selling directly into the NEPOOL Control Area may in fact
prove to be the best alternative for the Authority from the standpoint of both revenue and risk.
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AUTHORITY EFFORTS TO ASSESS VIABLITIY OF THE SALE OF HARD ASSETS

To date, there have been several hard assets identified for potential sale that might be available to
mitigate the tip fee increases. They include:

s Sale of the Jet Turbines The Authority is reviewing its options with respect to the long-term

- disposition of the peaking jet turbines. The contracts with Select Energy for the output of the
units and with Northeast Generating System for the operation and maintenance- of the units
terminates in 2010, with provisions to terminate as early as May 2005. A sale of the units in
2005 is one option being considered.

¢ Collins Bﬁilding, Hartford “The sale of this building could realize potential revenue of
$400,000. However, this is currently on hold pending a long-term strategy on the future
administrative office needs of the Authority.

¢ Portions of the South Meadows property (a total of approximately 90 acres) may be available
for the Authority to sell. Site remediation, being performed as required by the property
transfer act, is under way and should be completed prior to the sale of any portion of the
property. The Authority is working to develop a strategic plan for the property.

® Other parcels within the South Meadows site (currently contaminated and in process of being
remediated). The Authority is working with the Department of Economic and Community
Development and other quasi-publics for development potential and long-term strategic
planning.

* Gas Rights at the Ellington Landfill In order for the Authority to sell the gas rights at this
site, a feasibility study would need to be exccuted to determine how much gas generation life
remains, which would determine the level of interest of a potential sale. '

¢ Miscellaneous Equipment The Authority has various equipment (bulldozer and autos) that
could be sold in the future. Specific proceeds from potential sales have not been determined,
but should be less than $50,000.
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ADOPTED MID-CONNECTICUT BUDGET FOR FISCAL YEAR 2003 AND THREE
YEAR FINANCIAL PLAN
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DRAFT — FOR DISCUSSION PURPOSES ONLY

- CONNECTICUT RESOURCES RECOVERY AUTHORITY
STATE OF CONNECTICUT $115 MILLION LOAN ANALYSIS

SUMMARY OF KEY FACTORS AND ASSUMPTIONS
April 22, 2003

160% of payment of “I* from day one of borrowing

Borrowing from FY03 to FY11 payment of “P” amortized to FY12

Interest rate 4.0% Fixed

FY04 tip fee set at $63.75, which cannot be increased :
Tip fees are set to bring revenue equilibrium with expenses. Any deficiency
shortfalls are offset by a pro-rata 50/50 split between tip fee increases and
utilization of the State loan

Tonnage delivered to project is equal to maximum capacity of plant (800,000
annual tons)

Assumes 100% of Town commitment continues to be applied to project
(Enforcement Issue) :




2+~ MID-CONNECTICUE PROJECT REVENUE AND EXPENDITURE SUMMARY - -~

ACTUAL ADOPTED ADOPTED PROJECTED PROJECTED
Account Description FY02 FY03 FY(4 FY05 FY(6

41-001-000-40101 Service Charges Solid Waste-Members $33,041,418 $35,987.917 $41,284,364 350,564,400 $56,804,400
41-001-000-40102 Service Charges Solid Waste-Contracts $12,039,845 $14,277,083 $15,487,824 $18,967,800 $21,307,800
41-001-006-40103 Service Charges Solid Waste-Spot $872,985 $434,000 $272,500 $251,500 $311,000
41-001-000-41101 Bulky Waste - Municipal $1,594,872 $1,258,000 $1,813,000 $1,813,000 $1,813,000
41-001-000-41102 Bulky Waste - Commercial 361,019 $102,000 $85,000 $85,000 $85,000
41-001-000-43103 DEP Cettified Materials $8,620 $19,000 $220,750 $229,750 $229,750
41-001-000-42101 Recycling Sales $1,135,305 $1,362,825 51,467,600 $1,467,600 $1,467,600

Receyeling Tip Fee Revenue 30 50 $0 50 - $0
41-001-000-42103 Metals Service Charge $9,025 35,000 $5,230 $5,200 35,200
41-001-000-43101 ‘Electricity $21,669,715 $14,332,500 $14,462,500 514,462,500 $14,462,500
41-001-000-45150 Miscellaneous Income $896,166 §703,480 $536,386 $550,060 $550,000
41-001-000-46101 Interest ncome $1,606,031 $1,373,500 $354,600 $250.000 $250,000

Use of Reserves & State Loan £0 $18,852,133 $18,421.399 $8,284,400 $6,506,413

Jets / EGF $9,394,754 $5,759,522 $6,067,737 $6,427,700 54,102,200
41-001-000-48202 Use of Bond Proceeds $403,369 $0 3¢ $0 $24,725

Total Revenues $82,733,124 $94,466,960 $100,487,890 $103,398,850 $107,919,588

ACTUAL ADOPTED ADOPTED PROJECTED PROJECTED
Account Description Y32 FY03 FY(4 FY05 FY#6

41-001-501-xxxxx General Administration $6,100,883 $5,059,005 $5,351,482 $4,974,100 $5,100,600
41-001-502-xx0x0xx Debt Service/Administration $26,597,876 $26,000,243 $26,893,541 $29,120,142 $30,329,549
41-001-505-100xx Waste Transport $13,182,337 $8,610,401 $13,901,762 $14,004,900 $19,547,100
41-001-506-xx0xx Regional Recycling $2,370,433 $3,359,688 $2,798,781 52,499,900 $2,568,900
41-001-601-xxxxx Waste Processing Facility $18,128,758 $21,935,289 $20,316,311 321,127,800 321,453,900
41-001-602-xx0xx Power Block Facility $15,886,607 515,872,887 $16,775,052 $17,051,600 $17,200,200
41-001-603-x00x Energy Generating Facility $1,701,008 $2,123,579 $1,461,706 $1,498,300 $1,535,800
41-001-604-x0000 Landfill - Hartford $3,969,572 $3,809,319 34,241,332 34,010,508 $3,332,939
41.001-605-xx00x Landfill - Ellington $273,351 $279,250 $397,281 $402,900 $408,700
41-001-61x-x00x Transfer Stations $2,481,367 $1,787,539 $2,242 348 $2,239,400 $2,296,900
41-001-620-x00xx 171 Murphy Road $36,815 $39,811 $40,556 341,600 $42,700

Yets / EGF $5,676,827 $5,499,950 $6,067,737 $6,427,760 $4,102,300

Total Expenditures 396,405,834 $94,466,961 $100,487,889 $103,398,850 $107,919,588

Balance ($13,672,710) $0) 50 50 50




MID-CONNECTICUT PROJECT REVENUE AND EXPENDITURE SUMMARY

§ EXPENDITURE DET

ACTUAL ADOPTED ADOPTED PROJECTED PROJECTED
Account Description FY(2 FY03 FY04 FY05 FY#6

GENERAL ADMINISTRATION
41-001-501-52101 Postage & Delivery Fees $10,628 $12,000 $12,000 $12,300 512,600
41-001-501-52104 Telephone & Pagers $19,999 $19,000 514,000 $14.400 $14,800
41-001-501-52111 Ouiside Copying 544,761 $10,000 $10,000 $10,300 £10,600
41-001-501-52115 Advertising $13,200 $25,000 $20,000 $20,500 £21.000
41-001-501-5220% Office Equipment §0 $500 $500 $500 $500
41-001-501-52202 Office Supplies $7.715 $9,000 310,000 $10,300 $10,600
41-001-501-52211 Protect Clothing/Safety Equip. $650 $3,000 $3,000 $3,100 $3,200
41-001-501-52302 Miscellaneous Services $4.648 $18,000 £5,000 © $5,100 $5,200
41-001-501-52303 Subscriptions and Publications 328 $0 10 $0 30
41-001-501-52304 Dues - Professional Organizations $50 £0 30 S0 30
41-001-501.52305 Business Meetings and Trave! $1.540 $3,000 $1,000 $1,000 $1,000
41-001-501-52306 Training ' $231 50 $0 50 50
41-001-501-52355 Mileage Reimbursement $5.010 $7,250 $5,000 $5,100 $5,200
41-001-501-52401 Vehicle Repair / Maintenance $3,239 $10,000 $6,000 $6,200 36,400
41-001-501-52403 Office Equipment Service $17,237 $22,500 $15,000 $15,400 $15,800
41-001-501-52404 Building Operations $38,835 571,885 $71,960 $73,800 $75,600
41-001-501-52415 Grounds Maintenance $37,960 §26,500 526,500 $27,200 $27,960
41-001-501-52502 Fees/Licenses/Permits $531 $250 $500 $500 $500
41-001-501-52505 Claims/Losses $6.692 $8,500 38,500 $3.700 $8,900
41-001.501-52602 Bad Debt Expense $0 $10,000 $10,000 $10,300 $10.600
41-003-501-52612 Fuel $3,197 $6,000 $4,000 $4.100 $4,200
41-001-501-52615 Office Temporaries $0 30 $0 50 $0
41-001-501-528356 Legal $2,029,798 $1,500,000 $1,500,000 $1,000,000 $1,000,000
41-001-501-52859 Financiat 50 50 $65,000 $66.600 568,300
41-001-501-52862 Arbitrator 30 $0 50 30 o
41-001-501-52863 Auditor 30 30 $30,000 $30,800 $31.600
41-001-501-52875 Insurance, Consulting, Brokerage Serv $25.200 $54,983 $86,500 388,700 $90,900
41-001-501-52899 Other Consulting Services ) 3$336,076 $E50,000 130,000 $153,800 $157,600
41-041-501-53301 Gas $4,865 $7,500 $7,850 $8.000 $8,200
41-01-501-53304 Electricity $37,5331 $45,000 §55,000 $56,400 $57,800
43-001-501-54481 Office Furniture 50 30 30 $0 $0
41-001-501-54482 Computer Hardware $15.844 $16,000 $10,800 $10,300 510,600
41-001-501-54483 Computer Software $12,297 $4,000 $4,000 $4,100 $4,200
41-001-501-52853 Information Techaology $0 $36,000 $80,000 $32,000 $84,100
41-001-301-57840 Allocation - Salaries $1,657.221 $1,508,757 $1,731,582 $1,800,800 $1,872,800
41-001-501-57850 Allocation - Overhead $1,765,810 $1.474,370 $1,408,590 $1,443,800 $1,479,900

Subtotal $6,100,883 $5,059,005 $5,351,482 $4,974,100 $5,100,600

-17.1% 5.8% -7.1% 2,5%




MID-CONNECTICUT PROJECT REVENUE AND EXPENDITURE SUMMARY

EN])ITURE DETAIL

ACTUAL ADOPTED ADOPTED PROJECTED PROJECTED
Account Description FY02 FY#3 FY04 FYl5 FYG6
DEBT SERVICE/ADMINISTRATION
41-001-502-55525 Interest - 96 Series $11,188,584 510,464,441 $9,704,513 58,836,975 $7,879,045
41-001-502-55526 Interest - 97 Series $238,571 $199,180 $157,406 $113,419 $67,131
41-001-502-55536 Interest - 01 Series $6846,623 $686,623 $686,623 $686,623 $686,623
41-001-502-55560 Principal Repayment $14,432,744 $14,725,000 $15,470,000 $16,333,125 $17.373,750
41-001-502-55585 Frustee Fees $51,354 $15,000 §£15,000 $15,000 $15,000
Loan Repayment $0 $0 $860,000 $3,135,000 $4,308,000
Subtotal $26,597.876 $26,090,243 $26,893,541 $29,120,142 $30,329,549
-1.9% 31% 8.3% 4.2%
WASTE TRANSPORT
41-001-505-52409 Other Repairs & Maintenance $0 $2,000 $2,000 32,000 $2,000
41-001-505-52509 Transfer / Transport Subsidy $224.256 $229,253 $229,794 $229,800 $229,800
41-001-505-52658 Rolling Stock Reserve $750,000 $750,000 $750,000 $750,000 $750,000
41-001-505-52701 Contract Operating Charges (MDC) $4,145,386 50 $3,083,800 $3,160,900 $2,561,400
41-001-505-52701 Contract Operating Charges (Other) $1,818,243 $4,478,946 $2,317,300 $2,386,100 $8,490,100
Ash Loading $0 $156,702 $159,013 $163,000 $167,100
41-001-505-52706 Ash Hauling $402,192 $430,500 $426,855 $437,500 $448,500
41-001-505-52707 Contract Hauling - Other 381,935 $25,000 §23,000 $23,600 $24,200
41-001-505-52899 Other Consuling Services $110,091 £60,000 360,000 560,000 360,000
Subtotal $7.532,603 $6,132,401 $7,051,762 $7,212,900 $12,733,100
41-001-505-52710 Dispasal Fees - Sobid Waste (T ipping Fees/Exports) $5.649,734 $2.478,000 $6,850,000 $6,792,000 $6,814,000
Subtotal - Waste Transport $13,182,337 $8,610,401 $13,901,762 $14,004,900 $19,547,100
-34.7% 61.5% 0.7% 39.6%
REGIONAT, RECYCL!N(_;
41-001-506-52118 Marketing & Public Relations $9.931 $40,000 840,000 $41,060 $42,000
41-001-506-52202 Office Si.lpplies $11,38% $10,000 10,000 $10,300 $10,600
41-001-506-52302 Miscellareous Services 38,732 $2,000 $2,000 $2,100 $2,200
41-001-506-52303 Subscriptions/Publications/Ref, Material $112 $200 $200 $200 3200
41-001-506-52404 Building Operations $5,313 $21,100 $25,000 $25,600 $26,200
41-001-506-52407 Project Equipment Maintenance $22,165 $14,700 $38,000 $39,000 $40,000
41-001-506.52418% Education Exhibits Maintenance $7,163 $35,000 $35,000 335,900 $36,800
41-001-506-52502 Fees/Licenses/Permits $14,923 $9,000 $13,000 313,000 $13,000
41-001-506-52652 Equipment Replacement Reserve $125.000 §125,000 $125,000 B125,00( $125,000
41-001-506-52701 Contract Operating Charges $802,465 $1,513,928 $1,076,044 $727,900 $746,100
41-001-506-52709 Other Operating Charges {Electronics Recycliog) §0 $40.000 350,000 $51,300 $52,600
41-001-506-52810 Contract Services 39,161 $45,000 $50,000 $51,300 $52,600
41-001-506-52858 Engineering 341,063 345,000 5100,000 $102,500 $105,100
41.60H-506-52901 Environmental Testing $4,355 36,500 $6,3500 £6,700 56,900
41-001-506-54482 Computer Hardware $0 $1,000 $1,060 $1,000 $1,000
41-001-506-56605 Construction $0 $15,000 525,000 £25,000 $25,000
41-001-506-57840 Allocation - Salarjes $640,962 £720,560 $669,722 $696,500 $724,400
41-001-506-57850 Allocation ~ Overhead $667,700 .$715,760 $532,315 $545,600 $559,200
Subtotal $2,370,433 $3,350,688 $2,798,781 $2,499,900 $2,563,900
41.7% -16,7% -10.7% 2.8%




MID-CONNECTICUT PROJECT REVENUE AND EXPENDITURE SUMMARY

8 EXPENDITURE DETAIL

ACTUAL ADOPTED ADOFPTED PROJECTED PROJECTED
Account Description FY{2 FY@3 FY04 FY#5 FY06
WASTE PROCESSING FACILITY
41-001-601-52404 Building Operations $66,867 $25,382 $10,000 £10,300 $10,600
41-001-601-52407 Project Equipment Maintenance 32,555 $10,000 $5,000 $5,100 $5,200
41-001-601-52507 Payments in Lieu of Taxes $2,592,341 $2.900,197 32,471,211 $2,533,000 $2,596,300
41-001-601-52604 Rental / Lease $57.453 $15,000 $15,000 $15,400 $15,800
41-001-601-52640 Insurance Premium $938,555 31,663,420 31,567,600 $1,646,000 $1,728,300
41-001-601-52701 Contract Operating Charges $12,859,272 $12,875,750 $13,723,300 $14,066,900 $14,418,600
41-001-601-52709 Other Operating Charges $884,228 $441,000 $178,200 $178,200 $178,200
41-001-601-52710 Other Operating Charges 30 50 $290,000 $297.300 $304,700
41-001-601-52858 Engineering $198,398 $450,000 $57,000 $58,400 $59,900
41-001-601-52899 Other Consulting Services $9,230 $22,500 $15,000 $15,400 $15,800
41-001-601-52901 Environmental Testing $17.730 $20,000 $25,000 $25,600 $26,200
41-001-601-53304 Electricity 10 $300,000 $300 $300 $300
41-001-601-54482 Computer Hardware 3¢ $1,000 $1,000 $1,000 $1,000
41-801-601-56605 Construction $65.760 $1,600,000 $750,000 $1,050,000 $850,000
Capital Amorization 30 $0
Use of Surplus Funds $0 $0
WPF Modification Reserve $500,000 $500,000 5500,000 $500,000
Subtotal (WPF) $17,692,389 $20,824,249 $19,609,111 $20,402,900 §20,710,900
Mid-Comecticut Air Processing System (MCAPS)
41-001-601-52616 Fuel $166,192 $635,040 $509,400 $522,100 $535,200
41-001-601-52713 Odor - Maintenance Costs $20177 $300.000 $91,000 $93,300 395,600
41-001-601-52713 Odor - Filter Maintenance 30 $176,000 $106,800 $109,500 $112,200
Subtotal (MCAPS) $436,369 §1,111,040 $707,200 $724,900 $743,000
Subtotal $18,128,758 321,935,289 $20,316,311 $21,127,800 $21.,453,900
21.0% -1.4% 4.0% 1.5%
POWER BLOCK FACILITY
41-001-602-52502 : Fees/Licenses/Permits $107,341 §125,000 $126,000 $126,000 $126,000
41-001-602-52506 Dioxin Tax 5695,972 $724,2%0 $693,416 $693,400 $693,400
41-001-602-52611 Revenue Sharing Expense (5.05) $3,410,021 33,406,649 $3,724,713 $3,724,700 $3,724,700
41-001-602-52613 Coal $0 $0 §$154,750 $154,800 $154,800
41-001-602-52614 Lime $638,700 $739,200 $747,502 $747,500 $747,500
41-001-602-52616 SNCR (Urea) $240,572 $187,500 $208,000 $208,000 5208,000
41-001-602-52702 Contract Ops Charge - Equipment {5.02) $3,612 466 $3,725.345 $3,753,030 $3,846,900 $3,846,900
41-001-602-52703 Contract Ops Charge - Management Fee (5.03) $1,449,082 $1,504,670 $1,505,439 $1,543,100 §$1,543,100
41-001-602-52709 Contract Ops Charge - Personnel (5.01) $5,175,183 34,975,233 $5,132,202 $5,260,500 $5,392,000
41-001-602-52858 Engineering £133,277 545,000 $63,000 $66,600 $68,300
41-001-602-52899 Other Consulting Services 30 £5,000 $5,000 $5,100 $5,200
41-001-602-52901 Environmental Testing $207,397 $200,000 $170,000 $174,300 $178,700
41-001-602-52910 Continucus Emission Monitoring $221,830 $200,000 $175,000 $179,400 $183,900
41-001-602-53305 Electricity 50 $0 $250,000 $256,300 $262,700
41-001-602-56605 Construction (35,234) $35,000 $65,000 $65,000 $65.000
Subtotal $15,886,607 $15,872,887 316,775,052 $17,051,600 $17,200,200
-0.1% 5.7% 1.6% 0.9%
ENERGY GENERATING FACILITY
41-001-603-52504 Assessment / Taxes $1,701,008 32,123,579 $1,455,206 31,491,600 $1,528,900
41-001-603-53304 Electricity 3¢ $0 $6,500 $6,700 $5,900
Subtotal $1,701,008 $2,123,57% $1,461,706 $1,498,300 $1,535,800
24.8% -31.2% 2.5% 2.5%




MID-CONNECTICUT PROJECT REVENUE AND EXPENDITURE SUMMARY

J EXPENDITURE DETAIL

ACTUAL ADOPTED ADOPTED PROJECTED PROJECTED
Account Description FYo2 FY03 FY04 FY(s FYd6
LANDFILL - BARTFORD
41-001-604-52104 Telephone & Pagers $3,00% $3,500 $3,75¢ $3,800 $3,900
41-001-604-52404 Building Operations $11,982 $7,000 $13,000 $13,300 $13,500
41-001-604-52407 Project Equipment Maintenance $76,425 549,000 $67,200 $68,900 $70,600
41-001-604-52415 Grounds Maintenance $273,318 $200,000 $242,500 $248,600 $254,800
41-001-604-52502 Fees/Licenses/Permits $16,513 $20,000 $14,500 $14,500 $14,500
41-001-604-52507 Payments in Lieu of Taxes $167,050 $127,719 3179914 $184,400 50
41-001-604-52604 Rental / Lease $525,000 $525,000 $525,000 $525,000 $525,000
41-001-604-52650 Post Closure Reserve $475,000 $475,000 $475,000 $627,608 $692,159
41-001-604-52701 Contract Operating Charges $1,490,159 $1,562,100 $1,482,250 $1,519,300 $934,380
41-001-604-52709 Other Operating Charges $470,248 $325,000 $408,290 $418,500 $429,000
41-001-604-52858 Engineering $313,523 $158,000 $207,000 $212,200 $217,500
41-001-604-52901 Environmental Testing $147,023 $122,000 $106,528 $109,200 $111,900
41-001-6(4-53304 Electricity $232 $5.000 $13,900 $14,200 $14,600
41-001-504-54482 Computer Hardware 39 50 $1,000 $1,000 $1,000
41-0MH-604-56605 Construction 30 $230,000 $500,000 $50,000 $50,600
41-001-604-58001 Contingency 30 $0 $1,500 $¢ 30
_Subtotal $3,969,572 $3,809,319 $4,241,332 $4,010,508 $3,332,939
-4.0% 11.3% -5.4% -16.9%
LANDFILL - ELLINGTON
41-001-605-52407 Project Equipment Maintenance $4,760 54,000 34,000 $4,100 $4,200
41-001-605-52415 Grounds Maintenance $78,218 $61,000 537,500 $38,400 $39,400
41-001-605-52502 Fees/Licenses/Permits $144 $250 $250 $300 $300
41-001-605-52650 Post Closure Reserve £55,014 $50,000 $175,000 $175,000 $175,000
41-001-605-52709 Other Operating Charges $90,190 $91,000 $117,281 $120,200 $123,200
41-001-605-52858 Engincering $7.568 $15,000 $12,600 $12,300 $12,600
41-001-605-52901 Environmental Testing $27,434 338,000 $33.250 $34,100 $35,000
41-001-505-53304 Electricity $10,023 $20,000 $18,000 $18,500 $19.000
Subtotal $273,351 $279,250 $397,281 $402,900 $408,700
2.2% 42.3% 1.4% 1.4%
TRANSFER STATION - ELLINGTON
41-001-610-52104 Telephone & Pagers $1,208 $1,000 $1,000 $1,000 31,000
41-091-610-52302 Miscellaneous Services $400 - $500 $500 $500 $500
41-001-610-52404 Building Operations $14,015 $5,000 $12,000 $12,300 $12,600
41-001-610-52502 Fees/Licenses/Permits $4,750 32,000 $1,500 $1.500 $1,500
41-001-610-52508 Municipal Subsidy $5,152 $9,000 $6,188 $6,200 $6,200
41-001-610-52701 Contract Operating Charges $410,770 $344,210 $434.600 $445,500 $456,600
41-001-610-52901 Environmental Testing 3716 $3,500 $1,200 $1,200 $1,200
41-001-610-53304 Electricity $0 36 $1,800 $1,800 51,800
41-001-610-54482 Computer Hardware 50 $700 $1,000 $1,000 $1,000
41-001-610-56605 Construction $21,902 $6,000 $16,000 $10,000 $10,000
Subtotal $458,913 §371,910 §475,788 $481,000 $492,400
-19.0% 27.9% L1% 2.4%
TRANSFER STATION - ESSEX
41-001-611-52404 Building Operations $25,698 $10,000 $30,000 $30,800 531,600
41-001-611-52502 Fees/Licenses/Permits 35,000 $2,350 $1,500 $1,500 $1,500
41-001-611-52701 Contract Operating Charges $630,191 $409,772 $607,900 $623,100 $638,700
41-001-611-52901 Environmental Testing $6,367 $3,800 $3,500 $3,600 $3,760
41-001-611-54482 Computer Hardware $0 $700 $1,000 $1,000 31,600
41-001-611-56605 Construction $38,600 $4,000 $16,000 $10,000 $10,000
41-001-611-57820 Local Administration $58,000 $58,000 558,000 $58,000 $58,000
Subtotal $763,856 3488622 $717,900 $728,000 $744,500
-36.0% 46.9% 1.4% 23%




MID-CONNECTICUT PROJECT REVENUE AND EXPENDITURE SUMMARY

ACTUAL ADOPTED ADOPTED PROJECTED PROJECTED
Account Description FY§2 FY{3 FY{4 FY05 FY06
TRANSFER STATION - TORRINGTON
41-001-612-52404 Building Operations $52.426 $2,000 $35,000 $35,900 $36,800
41-001-612-52502 Fees/Licenses/Permits £1,500 $1,500 $1,500 $1,500 $1,500
“ 41-001-612-52701 Contract Operating Charges $600,247 $442,553 $455,829 $469,500 $483,800
41-001-612-52901 Environmental Testing $1,621 $2,000 $2,000 $2,100 $2,200
41-001-612-34482 Computer Hardware $0 3700 51,000 $1,000 $1,000
41-001-612-56605 Consiruction $3,615 $2,000 $3,000 $5,000 $5.000
Subtotal $659,409 $450,753 5498329 $515,000 $530,100
-31.6% 10.6% 13% 2.9%
TRANSFER STATION - WATER' TOWN
41-001-613-52404 Building Operations §13,582 $3,000 514,000 314,200 $14,800
41-001-613-52502 Fees/Licenses/Permits $35,164 $2,000 $1,500 $1,500 $1,500
Municipal Subsidy (Waterbury) %0 $22,500 $22,500 $22,500 $22,500
41-001-613-52701 Contract Operating Charges $548,846 $442,554 $455,831 $469,500 $483,600
41-001-613-52901 Environmental Testing 31,597 $3,500 $1,500 $1,500 $1,500
41-001-613-54482 Computer Hardware 0 $700 $E,000 $1,000 $1,000
41-001-513-56605 Construction $0 $2,000 $54,000 $5,000 35,000
Subtotal $599,189 $476,254 $550,331 $515,400 .$529,900
-20.5% 15.8% -6.3% 2.8%
171 MURPHY ROAD
41-003-620-52404 Building Operations $7.731 $10,000 510,000 $10,300 $10,600
41-001-620-52507 Payments in Liew of Taxes $29,084 529,811 530,556 §31,300 $32,100
Subitotal $36,815 $39,811 $40,556 $41,600 $42,700
8.1% 1.9% 2.6% 2.6%
Jets | EGF
02-001-50-xxxxx General Administration 5567274 $486,865 $281,691 $511,500 $262,200
02-001-95T-xxxxx Jets 51,355,247 51,253,854 $1,687.961 31,767,200 50
02-601-952-x0000x Energy Generating Facility $3,754,306 $3,759,231 $4,098,085 $4,140 000 £3,840,100
$5,676,827 $5,499,950 $6,067,737 $6,427,700 $4,102,300
SB31% 10.3% 59% -36.2%




MID-CONNECTICUT PROJECT REVENUE AND EXPENDITURE SUMMARY

ACTUAL  ADOPTED ADOPTED PROJECTED PFROJECTED

EXPANDED ASSUMPTIONS FY02 FY$3 FYo4 FY05 FY06
Tip Fees MSW Fees )
Member $51.10 $57.00 $63.75 37825 $88.00
Contract $51.05 $57.00 $63.75 $7825 $88.00
Spot $51.14 $48.00 $63.75 $78.25 $88.00 :
Reeycling Residue $55.84 $62.00 $68.75 $78.25 $88.00 i
Landfill Fees
Metals $75.00 $75.00 $75.00 £75.00 $75.00
Bulky Waste - Commerciaf $85.00 $85.00 $85.00 $85.00 $35.00
Bulky Waste - Municipal $69.00 $74.00 $74.00 £74.00 $74.00
White Goods $65.00 $74.00 $74.00 $74.00 $74.00
Certified Soils $95.00 $95.00 $95.00 $95.00 $95.00
Unprocessible Fee $61.00 $74.00 $74.00 $74.00 $74.00
Cover Material - Charged $3.00 n/a $15.00 $15.00 $15.00
Other Fees
Ferrous Residue $12.00 $0.00 $12.00 $12.00 $12.00
Woodchips ‘ $0.00 $0.00 $0.00 $0.00 $0.00
RDF $15.00 $0.00 $15.00 $15.00 $15.00
Power Production kwh/ton of MSW Processed 538 542 562 562 . 562
Total kwh Sold 426,136,014 455,000,000 445,000,000 445,000,000 445,000,000
Rate Per kwh $0.030 $0.032 $0.033 $0.033 $0.033
Delivery / Processing Member MSW 641,858 623,000 640,000 440,000 640,000
Confract MSW 229,667 247,000 240,000 240,000 240,000
Spot MSW 16,231 4] 0 0 0
Recycling Residue _ 2377 7,000 2,000 2,000 2,000
Fetrous Residue 10,575 0 10,000 10,000 10,000
Shredded Material 0 0 0 0 0
Wood chips 713 0 1,000 1,000 1,000
RDF (Imported) 582 0O 1,000 1,000 1,000
Deliveries to the System 890,134 877,000 894,000 894,000 894,000
Hauled Tons (MSW & Recyclables)
Elington 73,065 78,500 70,000 70,000 70,000
Essex 78,688 78,000 78,000 78,000 . 78,000
Torrington 77,755 74,000 78,000 78,000 78,000
Watertown 117,925 133,000 112,000 112,000 112,000
Transfer to Southeast 15,894 2,060 12,000 12,000 12,000
Transfer to Bridgeport 43,659 5,000 10,000 10,000 10,000
Export 33,824 30,000 80,000 80,000 80,000
Transfer/Expeort tons 93,386 37,000 102,000 102,000 102,000
Total Tons Processed 791,760 840,000 792,000 792,000 792,000
RDF Produced 696,667 714,000 693,416 693,416 693,416
Residue
Ash Rate (Per Ton of MSW) o 20.3% 20.0% 21.0% 21.0% 21.0%
Process Residue Rate (Per Ton of MSW) 9.1% 10.0% 9.0% 9.0% - 9.0%
Ferrous Metals Rate (Cutbound) (Per Ton of MSW) 3.1% 3.5% 3.0% 3.0% 3.0%
Ferrous Residue Rate (Inbound) (Per Ton of MSW) 1.3% 0.0% 13% 13% 1.3%
Unprocessible Waste - From WPF (Per Ton of MSW) 1.3% 1.5% 2.0% 2.0% 2.0%




MID-CONNECTICUT PROJECT REVENUE AND EXPENDITURE SUMMARY

ACTUAL  APOPTED ADOPTED PROJECTED PROJECTED

EXPANDED ASSUMPTIONS FY02 FYD3 FY04 FYD5 FY06
- Hartford Landfitt " Waste Deliveries fons
Ash 160,585 168,000 166,320 166,320 166,320
Process Residue 71,900 84,000 71,280 71,280 71,280
Ferrous Metals 24,590 29,400 23,760 23,760 23,760
Unprocessible Waste - Direct 9,430 9,000 9,000 9,000 9,000
Unprocessible Waste - from WPF 10,533 12,600 15,840 15,840 15,840
Metals 86 0 50 50 50
Bulky Waste - Commercial 1,279 1,260 1,000 1,000 1,000
Bulky Waste - Municipal 23,082 17,000 24,500 24,500 24,500
White Goods 29 0 20 20 20
Certified Soils 51 200 50 50 50
Cover Material - Charped 2,070 [ 15,000 15,000 15,000
Waste Diverted to Manchester LF 0 0 0 0 o}
Recycling Containers 20,573 21,000 22,000 22,000 22,000
- Paper (total) 58.308 54,000 60,000 60,000 60,000
Recyclables Delivered to the System 78,881 75,000 82,000 82.000 82,000
Revenues
Containers (CRRA recieves 50% ) $37.39 $45.00 $40.00 $40.00 $40.00
Paper Contract $12.45 $18.00 $18.00 $18.00 $18.00
Residue Rate- Containers 8.03% 7.00% 7.00% 7.00% 7.00%
Residue Rate- Paper 0.36% 5.00% 2.00% 2.60% 2.00%
Expenditures
Container Processing Fee (FCR) $20.82 $21.34 $21.64 $22.18 $22.73
Paper Processing Fee (CROC) §19.50 $i9.74 $10.00 $4.00 $4.10
Recycling Tip Fee (Member Towns) $0.00 $0.00 $0.00 . $0.00 $0.00
Mounicipal Subsidies Fees (per fon)
Canton $4.42 $4.42 $4.42 $4.42 $4.42
East Granby $8.38 $8.38 $8.38 $8.38 $8.38
Ellington $225 $225 $2.25 $2.25 $2.25
Granby $7.90 $7.90 37.90 $7.90 $7.90
. Simsbury $8.13 $8.13 $8.13 $8.13 $8.13
Regional Refuse Disposal District #1 (RRDD#1) $66.00 $60.00 $60.00 $60.00 $60.00
Tonnage
Canton 5,547 5,400 5,500 5,500 5,500
East Granby 3,451 3,650 3,500 3,500 3,500
Granby 5,702 5,540 5,700 5,700 5,700
Simsbury 14,823 14,800 14,800 14,800 14,800
RRDD#1 Recyclables 864 900 9006 900 900
Waterbury (Watertown TS) 44,355 45,000 45,000 45,000 45,000
East Windsor MSW (Ellington TS) ‘ 2,290 4,000 2,750 2,750 2,750
Transportation Fees Ellington nfa $10.40 n/a $0.00 $0.00
Essex nfa $10.40 0/ $0.00 $0.00
Torrington $12.18 $10.40 $12.55 31293 $13.31
Watertown $11.60 $10.40 $11.95 $12.39 $12.67
Southeast Project Diveresion Fee (per ton) $55.00 $59.00 $60.00 £61.00 $62.00
Bridgeport Project Diveresion Fee {per ton) $52.00 $58.00 $61.00 §62.00 $63.00
Exports Fee (average per ton) $68.51 $69.00 $62.00 $68.00 $68.00
" Process Residue Havling (per ton) nfa $4.91 $0.00 $0.00 $68.45
Non-Processible/Bulky (per ton) nfa $226.60 $0.00 $0.00 $72.83
Ash Hauling (per ton) $2.50 $2.50 $2.57 $2.63 $2.70




MID-CONNECTICUT PROJECT REVENUE AND EXPENDITURE SUMMARY

ACTUAL  ADOPTED  ADOFTED PROJECTED PROJECTED

EXPANDED ASSUMPTIONS FYp2 FY03 FY04 FY05 FYD6

Miscellaneous Fees Coal Price (per ton) $60.50 $62.00 $61.90 $61.90 $61.90
PILOT - Bulky Waste (per ton) $6.85 $7.02 $7.06 $7.23 $0.00
Ash Loading (per ton) n/a 50.93 $0.96 $0.98 $1.00
Lime (per ton) $96.35 $110.00 $93.00 $98.00 $98.00
Urea (per gallon) $1.02 n/a $0.80 $0.80 $0.80
Femrous Residue $12.26 $15.00 $7.50 $7.50 §7.50

Miscellaneous Data Lime (Lbs/Ton of RDF Butned) 17 16 22 22 22
Bulky Waste Shredding Expense/Ton n/a nfa n/a nfa nia
Coal Purchase (Tons) 0 0 2,500 2,500 2,500
‘Coal Use (Tons) 2,423 na 2,500 2,500 2,500
Urea (gallons per year) 236,105 na 260,000 260,000 260,000
inflation Fstimate 0.54% 2.50% 2.50% 2.50% 2.50%




EXHIBIT G

CASHFLOW ANALYSIS THROUGH FISCAL YEAR 2006
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- Connecticut Resources Recovery Authority

MANAGEMENT’S DISCUSSION AND ANALYSIS

The Connecticut Resources Recovery Authority (the “Authority”) was created in 1973 by an act
of the Connecticut Legislature and is a public instrumentality and political subdivision of the
State of Connecticut (the “State”). The Authority is responsible for implementing solid waste
disposal, recycling and resources recovery systems, facilities and services. Revenues generated
by Authority operations, primarily disposal fees, energy revenues and recycling revenues,
provide for the support of the Authority and its operations on a self-sustaining basis. The State
provides no revenues to the Authority and the Authority has no taxing power. In carrying out
this mission the Authority utilizes private industry to construct and operate solid waste disposal
and resources recovery facilities. The Authority contracts with Connecticut member
municipalities, non-member municipalities (spot waste), and commercial haulers to provide
waste management services and charges fees for these services. These entities must then agree
to deliver a minimum amount of solid waste to the facilities. The Authority is authorized to issue -
tax-exempt bonds and notes to finance its activities. The Authority’s bonds are generally
secured by service agreements with the participating entities. Authority bonds are also secured
by revenues from the sale of energy generated by the facility and waste from non-municipal
sources. In addition, Authority bonds may also be secured by a special capital reserve fund
(backed by the State) and municipal bond insurance or bank letters of credit.

The Authority has developed and helps oversee four regional waste-to-energy projects across the
‘State. These facilities in Bridgeport, Hartford, Preston and Wallingford process over 80% of the
State’s waste and serve approximately two out of every three municipalities in the State. The

Authority is also Connecticut's largest recycler, having developed two of the country's largest
recycling facilities and a statewide transportation network.

The following Management Discussion and Analysis (“MD&A™) of the Authority’s activities
and financial performance provide an introduction to the audited financial statements for the
fiscal year ended June 30, 2002 as compared to June 30, 2001. Following the MD&A are the
basic financial statements of the Authority together with the notes thereto, which are essential to
a full understanding of the data contained in the financial statements.

The Authority’s financial statements use propriety fund reporting and reports its financiat
position in three basic financial statements: (1) a statement of nét assets; (2) a statement of
revenues, expenses and changes in net assets; and (3) a statement of cash flows.
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The Authority’s fiscal year 2002 assets decreased by $33.3 miilion or 7.4% over fiscal year 2001
and liabilities decreased by $22.2 million or 7.1%. Total assets exceeded liabilities by $130.9
miltion in 2002 as compared to $142.0 million for 2001 » or a net decrease of $11.1 million.

FINANCIAL POSITION SUMMARY

STATEMENTS OF NET ASSETS

“ {In Thousands)
Fiscal Years Ending June 30,
2002 2001

- ASSETS: _
Current unrestricted assets $ 94241 $ 99835
Current restricted assets 85339 103413
Total current assets 179,580 203,248
Capital asseis 229,151 237,665
Other assets 11,480 12,665
Total assets ' 420211 453,578
LIABILITIES: .
Current liabilities 47,137 51,201
Long-term debt outstanding 220,606 238,980
Landfill closure and post closure 21,548 21,344
Total Liabilities 289,291 3 11,525
NET ASSETS: :

Invested in capital assets, net of debt 27,037 22,698
Restricted ' _ 20,786 21,514
Unrestricted 83,097 97,841
Total net assets 130,920 142,053

FINAN CIAL OPERATIONS HIGHLIGHTS

The following is an overview of major changes within the Statement of Net Assets during the
past fiscal year:- '

Current unrestricted assets decreased by $5.5 million. This is due primarily to the drawdown
of funds from reserves to cover Operating Expenses in the Mid-Connecticut project due to the
Enron bankruptey (see Enron and Covanta Exposure section herein and Note 7 in the Notes to
Financial Statements section). :

Current restricted assets decreased by $18.0 million. This decrease was the result of:

e Cash and cash equivalents decreased by $18.3 million due the drop in revenue related to
the Enron bankruptcy (see Enron and Covanta Exposure section herein and Note 7 in the
Notes to Financial Statements section). '

 Investments increased by $659,000 due to the purchase of a U.S. Treasury Bill.
Non-Current assets decreased by $9.7 million. This was derivedlprimarily by:

e Capital asseis decreased by $8.5 million primarily due to an increased accumulated
depreciation expense of $13.8 million, which was offset by a $3 million land purchase.

y
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* Other assets decreased by $1.1 million due to an increased accumulated amortization i
expense for development and bond issuance costs.

Current Liabilities decreased by $4.0 million. This was detived primarily by:

¢ Bonds paxable decreased by $2.4 million due to two bond issues maturing during fiscal
year 2002: Bridgeport Subordinated Bonds 1991 Series A and Mid-Connecticut System 1
Bonds 1991 Series A. :

¢ Closure and postclosure care of landfills decreased by $1.5 million due primarily to the
closure of the Shelton and Wallingford Landfills during fiscal year 2002. Subsequent

landfill costs are being funded from the postclosure reserve fund.
Long-Term Liabilitics decreased by $18.1 million. This was derived primarily by:

* Bonds payable decreased by $18.3 million due to regular principal amortization on
Authority bonds. . '

SUMMARY OF OPERATIONS AND CHANGES IN NET ASSETS
Net Assets may serve over time as a useful indicator of the Authority’s financial position.

STATEMENTS OF REVENUES, EXPENSES

AND CHANGES IN NET ASSETS
(In Thousands)

Fiscal Years Ending June 30,

2002 2001 -
Operating revenues ' $ 157,513 % 171,518
Operating expenses 141,082 137,056
Excess before depreciation and other non-
operating income and expenses : 16,431 34,462
Depreciation - 16,975 16,710
Income before other non-operating income and ) , N
expenses, net {544) 17,752
Other non-operating inc_omc and expenses, net {10,589) . 58,313
Increase/{Decrease) in Net Assets {11,133) 76,065

s Operating revenues decreased by $14.0 million in fiscal year 2002 or 8.2% from fiscal
year 2001 due primarily to the loss of revenue resulting from the Enron bankruptcy (see
Enron and Covanta Exposure section herein and Note 7 in the Notes to Financial
Statements section),

* Operiting expenses; net of depreciation for the same period increased 2.9% due mainly to

increased solid waste operations expensecs.

» Other non-operating_ income and expenses. net decreased by $68.9 million at June 30,
2002 from the same period due mainly to the one-time settlement income of $59.9
million income received in fiscal year 2001 from the Enron energy contract (see Enron

~and Covanta Exposure section herein and Note 7 in the Notes to Financial Statements
" 'section). : '




SUMMARY OF REVENUES

Connecticut Resources Recovery Authority ‘ ’

The following chart shows the major sources and the percentage of operating revenues for the
fiscal year ended June 30, 2002: "

Energy Revenue
26.7%

Ash_ Disposal

Other Service 2.4%

Charges
16.9% -Other Income

3.9%

Investment
Income
2.7%
- Settlement
M ember Service Income

Charges 0.0%
47.3%
Percentages may not add due 1o rowzdfng

Solid Waste tipping fees (member and other service charges) and ash disposal fees account for
two-thirds of the Authority’s revenues. Energy production makes up another 26.7% of revenues.
A summary of revenues for the fiscal year ended June 30, 2002, and the amount and percentage
of change in relation to prior fiscal year amounts is as follows: -

SUMMARY OF REVENUES
{Dollars in Thousands)
. Inci'easc/ - Percent
Percent of {(Decrease) from Increase/
2002 Amount Total 2001 (Decrease)
Operating: _ S
Member Service Charges 76,634 . 473% - 2,028 2.7
Other Service Charpes 27,389 - 7 16.9% @71 (9.0)
Energy Revenmue 43,246 T 260% _ (11,869 (21.5)
Ash Disposal 3945 - 2.4% - 224 6.0
Other Income ' 6,299 39% {1,682) (21.1)
Total Operating Revenues 157,513 97.3% {14,005) (8.2)
Non-Operating:
Investment Income 4,388 2. 1% (3,934) “417.3)
Settlement Income 0 0.0% (66,841) {(100.0)
Total Non-Operating Revenues , 4,388 2.7% (70,775) (94.2)
TOTAL REVENUES 161,901 100.0% (84,780) (34.4)

Percentages may not add due to rounding,
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Overall, fiscal year 2002 revenues declined by 34.4% over ﬁs.cal year 2001. The following
discusses the major changes in operating and non-operating revenues of the Authority:

* Other service charges, which represent spot waste haulers, decreased by $2.7 million or
9.0% from fiscal year 2001 to 2002. The decrease in spot hauler waste is offset to an
increase of $2.0 miilion of member service charges.

» Energy Revenue decreased by $11.8 million or 21.5% from fiscal year 2001 due fo the
absence of capacity payments due the Authority under its contract with Enron (see Enron
and Covanta Exposure section and Note 7 in the Notes to Financial Statements section). -

This decrease was slightly offset by increased revenues realized from the Jet turbine
engines purchased late in fiscal year 2001.

~ * Other Income decreased by 21.1% or $1.6 million over the same period due to lower

recycling sales caused by the declining recyclable commodities market and the general
economic downturn. ‘

* Investment income decreased $3.9 million from fiscal 2001 to 2002 -or 47.3% due fo
overall market declines and lower returns on the Authority’s investments.

* Seftlement income represents a one-time gain of $59.9 million received in fiscal year

2001 from the Enron energy contract (see Enron and Covanta Exposure section and Note
7 in the Notes to Financial Statements section).

SUMMARY OF EXPENSES

The following chart shows the major sources and the percentage of operating expenses for the
fiscal year ended June 30, 2002:

Closure/P ostclosure
0.5%

Sobd Waste
Operations
75.2%

&
Mamtenance and
Utilties
2.1%
B Project Admin.
3.8%
Depreciation

- 9. 7%
Other Bond Interest

0.3% Expensc
8.4%

Day-to-day Solid Waste Operations is the major component of the Authority’s expenses
accounting for over 75% of the expenses in fiscal 2002. A summary of expenses for the fiscal

year ended June 30, 2002, and the amount and percentage of change in relation to prior year
amounts is as follows: ' '
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SUMMARY OF EXPENSES
(Dollars in Thousands)
Increase/ Percent
Percentof . (Decrease) from Increase/
2002 Amount Total 2001 __(Decrease)
Operating: _
Solid Waste Operations 130,051 75.2% T 5,427 : 44
Maintenance and Utilities =~ 3,565 2.1% (493) (12.1)
Project Administration 6,619 : 3.8% (577) ' (8.0)
Closure and Postclosure 847 0.5% (331) (28.1)
Total Operating Expenses 141,082 81.5% 4,626 _ 29
Depreciation 16,975 9.8% 387 ) 23
Non-Operating: -
Bond Interest Expense 14,456 8.4% (1,320) {3.4)
Other (revenues) expenses 521 ' 03% , (553) - {519
Total Non-Operating Expenses 14,977 8.7% (1,873) (11.1)
TOTAL EXPENSES 173,034 100.0% 2,540 1.5

FPercentages may not add due to rounding.

In general; the Authority’s expenses remained fairly constant between fiscal year 2001 and 2002
increasing by 1.5% in total. Notable differences between the years include:

* Solid Waste Operations increased by $5.4 million primarily due to annual contractual

increases to the operators of the resource recovery facilities and plant upgrades to comply
with stricter emission regulations.

¢ Maintenance and utilities expenses decreased $493,000 from fiscal year 2001 to 2002 or
12.1% due to slightly less expended for construction projects in fiscal year 2002.

+ Landfill closure and post-closure costs decreased 28.1% or $331,000 due to the closure of
the Shelton and Wallingford landfills.

 Other (revenues) expenses, shows the net difference between investment income, bond
expense, property gains and losses, GAAP offsets and use of prior years retained
- eamnings, among others. This amount decreased by $553,000 from fiscal year 2001 to

2002 due primarily to a $591,000 decrease in the use of prior years retained earnings for
the Wallingford project.

ENRON and COVANTA EXPOSURE.

As part of the national deregulation of the energy industry and the resultant energy contract buy-
downs, the Authority entered into agreements with Enron Power Marketing, Inc. (“Enron™) and
- the Connecticut Light & Power Company (“CL&P”) on April 30, 2001 that, among other
_obligations, required Enron to pay the Authority a monthly $2.2 million “capacity charge” for the
purchase of steam and an additional charge for conversion of steam into electricity from its Mid-

6
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‘Connecticut facility. As part of this transaction, Enron received $220 million and the Authority
received $59.972 million during fiscal year 2001. Enron filed for bankruptcy on December 2,
2001 and has not made its monthly capacity, electricity or other payments due since that time.
The Authority, in an effort to generate adequate revenues to pay debt service on its bonds, has
increased the Mid-Connecticut tipping fees, is pursuing remedies in bankruptcy court with the
State’s Attormney General, negotiating with CL&P and other parties for increased electric rates
and has applied for licensure as an electric supplier in the State.

Also Covanta Mid-Conn,, Inc., the operator of the steam and electricity production components
of the Mid-Connecticut facility, and Covanta Projects of Wallingford, L.P., the operator and
lessee of the Wallingford facility, filed for bankruptcy on April 1, 2002, Thus far the bankruptcy
has not affected Covanta’s operation of either the Mid-Connecticut or Wallingford facilities.

The State is obligated to maintain the minimum capital reserve for the Mid-Connecticut bonds to
the extent the Authority uses monies in the special capital reserve fund to pay debt service on the
Authority’s outstanding bonds. It is unclear at this time whether there will be any need for the
State to make payments to maintain the minimum capital reserve requirement. During April
2002, the General Assembly passed Public Act No. 02-46 which authorizes a loan by the State to
the Authority of up to $115 million to support the repayment of the Authority’s debt for the Mid-
Connecticut facility. No amounts were drawn down through June 30, 2002. ‘

SUMMARY OF CASH FLOW ACTIVITIES

The following shows a summary of the major. sources and uses of cash and cash equivalents for
the past two fiscal years. Cash equivalents are considered cash-on-hand, bank deposits and
“highly liquid investments with an original maturity of three months or less.

STATEMENTS OF CASH FLOWS

(In Thousands)
Fiscal Years Ending June 30,
2002 - 2001

Cash flow from .operating activities S $ 17,209 s 10,085
Cash flow from investing activities 4,165 8,994
Cash flow from capital and related financing activities (44,933) (73,192)
Net increase (decrease) in cash and cash equivalents (23,559) 45,887
Cash and cash equivalents: _ : |

Beginning of year , o 177,705 - 131,818

End of year - 154,146 177,765

The Authority’s available cash and cash equivalents decreased $23.6 million from $177.7 million
at the end of fiscal year 2001 to $154.1 million at the end of fiscal year 2002 due to the negative
flow of funds used by operations and decreased investment income, as described below:

¢ Cash flow from operating activities for the fiscal years-as indicated above represents the net
- difference between cash received for services and cash paid to suppliers. For the fiscal year
2002, this net figure was $92.8 million less than 2001 and was mainly due to an $81.3

7
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million decrease in cash received from providing services representing the $66.6 million
setflement income received in fiscal year 2001 and approximately $19.6 million in
uncollected capacity and energy payments due from Enron (see Enron and Covanta Exposure
section and Note 7 in the Notes to Financial Statements section).

» Cash flow from investing activities represents the net difference between interest on
investments of Authority funds and accounts plus any maturing investments versus the
purchase of investment securities. For the fiscal year 2002, this net figure was $4.8 mitlion
less than 2001 and was mainly due to a decrease of $3.6 million in investment income
representing the steady decline in interest rates experienced in the market during the year.

* Cash flow from capital and related financing activities represents the net difference between

. total proceeds from bond or equipment sales and total costs involved with bonding, landfill
closure and postclosure, debt service expenses, and capital acquisition. For the fiscal year
2002, this net figure improved by $28.2 million over 2001 and was mainly due to a
combination of no proceeds from bond sales during 2002 and a $43.1 million decrease in
capital acquisition costs. During fiscal year 2001, capital acquisition costs were $50.5
million and represented Mid-Connecticut purchases related to the Non-Project Venture
generation equipment and buildings; the construction of an air processing system; and the
construction of a maneuvering hall for delivering solid waste.

LONG-TERM DEBT ISSUANCE, ADMINISTRATION and CREDIT RATINGS

The following table highlights the municipal bond issued and outétanding as of the fiscal year.
ending June 30, 2002. Also included is the outstanding credit rating for each issue.

STATUS OF OUTSTANDING BONDS ISSUED AS OF FISCAL YEAR 2002

Standard & . X= _ . ORIGINAL
Poor's Moody's SCRF ) Maturity ~ AMOUNT PRINCEPAL
SERIES Raﬁng Rati ng BACKED DATED Date - BONDED OQUTSTANDING
MiID-CONNECTICUF PROJECT .
1991 Series A - Recycling AA Al X 08/15/91 11/15/01 7,735,000 0
1996 Serics A - Project Refinancing AAA Aaa X 08/20/96 111512 209,675,000 193,170,000
1997 Series A - Project Construction AAA Aaa X 07/15/97  11/15/06 8,000,000 4,880,000
2007 Series A - Project Construction A Baa3 Q1/18/01 11/15/12 © 13,210,000 13,210,000
211,260.000
BRIDGEPORT PROJECT
1991 Series A - Recycling AA - X 08/1-51'9 1 17102 9,480,000 L]
1999 Series A - Project Refinancing AAA Aaa 08/31/99 1/1/09 141,695,000 111,790,000
2000 Series A - Refinancing (Partial Insurance) AHAAA A3/Aaa 08/01/00 1/1/09 9,200,000 2.875.000
) 119,665,000
WALLINGFORD PROJECT
1991 Series One - Subordinated - A3 03/01/91 11/15/05 7,000,000 4,000,000
1998 Series A - Project Refinancing AAA Ana 10/23/9% HA5/08 33,790,000 29,100.000
. 33,100,000
SOUTHEAST PROJECT
1989 Series A - Project Refinancing AA A2 X 05/01/89 1/15m 3,935,000 1,630,000
1998 Series A - Project Refinancing AAA Aaa X 08/18/98 11/15/15 87,650,000 77,140,000
CRRA:CORPORATE CREDIT REVENUE BORDS
1992 Series A - Corp. Credit - - 09/01/92 1111522 30,000,000 30,000,000
2001 Series A - Ametican Ref-Fue! Company LLC-1 - A3 11/15/01 11/15/15 6,750,000 6,750,000
2001 Series A - American Ref-Fuel Company LLC-II - Baa2 1115/01 11/E5/15 6,750,000 5,750,000
— 123,270,000
TOTAL BONDS OUTSTANDING . . 374,870,000 487,295,000
QUTSTANDING SCRF BONDS §$2771,820.000
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The ratings of the Authority’s outstanding bonds were unchanged during fiscal year ending June
30, 2002 with one exception: the Mid-Connecticut System Subordinated Revenue Bonds, 2001
Series A. Of the three outstanding Mid-Connecticut system bond issues, the 2001 Series A
bonds are subordinated debt that is not secured by the State’s special capital reserve fund and do
not carry municipal bond insurance. Moody’s Investor Service downgraded this series of bonds
twice, due to the Authority’s Enron exposure at the Mid-Connecticut facility (see Enron and
Covanta Exposure section and Note 7 in the Notes to Financial Statements section). The other
major bond rating agency, Standard & Poor’s, maintains its “A” rating on the bonds.

Chrono]ogy of Mid-Connecticut 2001 Series A Bonds Downgrades by Moody’s Investors Service

Currently Original Downgrade ‘
Bond Series | Original Issue | Outstanding | Moody’s Ratingon .| Downgrade Rating
Par Amount { Par Amount Rating March 11, on March 27, 2002
\ : ($000) . ($000) 2002
2001Series A $13,210 £ 13,210 A2 ' Baal Baa3
(Subordinated) - with negative outlook

During the fiscal year ended June 30, 2002 the following bond issues were refinanced:

Refinancing Original Issue
Project Series Purpose Issuance Date Par Amount
($000)
Southeast 1998 Series A Refinance November 15,
{Duke) 2001 $6,750
Southeast 1998 Series A Refinance November 15, _
{BFD) 2001 $6,750

These bonds represent a refinancing of two series of bonds for which the Authority serves as a

conduit issuer. As such, they are not carried on the

debt service on these bonds.

Authority books, nor does the Authority pay

[—
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors :
Connecticut Resources Recovery Authority
Hartford, Connecticut

We have audited the accompanying statements of net assets of Connecticut Resources Recovery

Authority (a component unjt of the State of Connecticut) as of June 30, 2002 and 2001, and the

related statements of revenues, expenses and changes in net assets, and cash flows for the years

then ended. These financial statements are the responsibility of the Awthority’s management.
- Our responsbility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America and with the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. 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 also includes examining on a test
basis, -evidence supporting the amounts and disclosures in the financial statements. An audit also

mcludes assessing the accounting principles used and significant estimates made by management,

as well as evaluating the overall financial statement presentation.  We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in ali material respects,
the financial position of Connecticut Resources Recovery Authority as of June 30, 2002 and
2001, and the results of its operations and its cash flow for the years then ended in conformity
with accounting principles generally accepted in the United States of America.

Certified Public Accountants and ConsuMants 10
Maritime Center m 555 Long Wharf Drive m New Haven, CT 06511 m 203,787 8600 m {ax 203.787.8604
Goodwin Square m 225 Asylum Street ® Hartford, CT 06103 u 850.241 8962  fax 860.241.5157




As discussed in Note 1 to the accompanying financial statements, in the year ended June 30,

2002, the Authority has adopted Government Accounting Standards Board Statement No. 34,
Basic Financial Statements — and Management’s Discussion and Analysis — for State and Local
Governments.

The accompanying Management’s Discussion and Analysis as listed in the table of contents is not
a required part of the basic financial statements but is supplementary information required by the
Govemment Accounting Standards Board. We have applied certain limited procedures, which
consist primarily of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the
mformation and express no opinion on it.

Our audit was eonducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The combining financial statements listed in the table of contents are presented
for purposes of additional analysis and are not a required part of the financial statements of
Connecticut Resources Recovery Authority. Such information has been subjected to the audxtlng
procedures applied in our audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relahon 1o the basic financial statements taken asa who]e

ln accordance with Govemment Auditing Standards, we have also issued our report dated
September 23, 2002, on our consideration of Connecticut Resources Recovery Authority’s
mternal control structure over financial reporting and our tests of its comphance with certain
provisions of laws, regulations, contracts and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction
with this report in considering the results of our audit.

%fWAéa

Hartford, Connecticut
September 23, 2002

i1
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STATEMENTS OF NET ASSETS ' EXHIBIT I
AS OF JUNE 30, 2002 AND 2001
(In Thousands)
ASSETS . 2002 2001
CURRENT ASSETS
Unrestricted Assets:
Cash and cash equivalents $69,705 $74,879
Service payments receivable - 11,683 13,876
Accounts receivable 7,411 6,086
Accrued interest and other receivables 380 550
Prepaid expenses 1,519 908
Inventory 3,543 3,536
Total Unrestricted Assets . 94,241 99.835
Restricted Assets: ) '
Cash and cash equivalents i 84,441 102,826
Investments 659 0 -
Accrued interest receivable 239 587
Total Restricted Assets ' ' $5,339 103413
Total Current Assets 179,580 203,248
NON-CURRENT ASSETS
Capital Assets, net 229,151 237,665
Development and Bond Issuance Costs ‘ 11,480 12,665
Total Non-Current Assets _ 240,631 250330
TOTAL ASSETS $420,211 . $453,578

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES )
Current portion of bonds payable, net $18,373 $20,802
Current portion of closure and postclosure care of landfills 1,317 2,816
Accounts payable and accrued expenses 27,447 27,583
Total Current Liabilities 47,137 51,201
LONG-TERM LIABILITIES : i
Bonds payable, net ' 220,606 238,980
Closure and postclosure care of landfills : 21,548 21,344
Total Long-term Liabilities I 242,154 260,324
Total Liabilities 289,291 311,525
NET ASSETS 7
Invested in Capital Assets, net of Related Debt 27,037 22,698
Restricted 20,786 21,514
Unrestricted 83,097 . 97,841
Total Restricted and Unrestricted 103,883 119,355
Total Net Assets ' 130,920 142,053
TOTAL LIABILITIES AND NET ASSETS $420,211 $453,578

The accompanying notes are an integral part of these financial statements.
' 12
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STATEMENTS OF REVENUES, EXPENSES AND EXHIBIT 1I
CHANGES IN NET ASSETS _ !
FOR THE YEARS ENDED JUNE 30, 2002 AND 2001 |
(In Thousands)
Operating Revenues 2002 2001
Service charges: .
Members $76,634 $74,606 "
Other . 27,389 30,100
Energy generation 43,246 55,110
Ash disposal fees - 3,945 3,721
Other income- 6,299 7,981
Total operating revenues ' . 157,513 171,518
Operating Expenses : .
Solid waste operations _ _ , 130,051 124,624 .
Depreciation and amortization ) 16,975 16,710
Maintenance and utilities 3,565 4,058
Closure and postclosure care of landfills ' 847 1,178
Project administration ' 6,619 7,196
Total operating expenses 158,057 153,766
Operating (Loss) Income (544) . 17,752

Non-Operating (Expenses) and Income :
Investmeiit income 4388

8,322

Settlement income L 66,841
Bond interest expense (14,456) (15,776}
Other (521 (1,074)

Total Non-Operating (Expenses) and Income (10,589) 58,313

Net Assets . .

.(Decrease) Increase in Net Assets (11,133) 76,065

Total Net Assets, beginning of year 142,053 65,988

Total Net Assets, end of year , $130,920 $142,053

The accompanying notes are an integral part of these financial staterents.
‘ 13




[ S—

L -

[ —

————

Connecticut Resources Recoverjz Authority ‘ ’

STATEMENTS OF CASH FLOWS :
FOR THE YEARS ENDED JUNE 30, 2002 AND 2001

EXHIBIT I
(In Thousands)
: ' 2002 2001
Cash Flows From Operating Activities
Cash received from providing services $161,953 $243,343
Cash paid to suppliers {140,956) {128,627)
Cash paid to municipalities for rebates ' (559) (1,150)
Cash paid to employees ' (3,219) (3,481)
Net Cash Provided by Operating Activities . 17,209 110,085
Cash Flows From Investing Activities
Interest on investments _ 4,842 8,461
Proceeds from sale and maturities of investment securities 0 889
Purchase of investment securities (677) (356)
Net Cash Provided by Investing Activities 4,165 8,994
Cash Flows From Capital and Related Financing Activities
Proceeds from sale of bonds : : L] 23,084
Proceeds from disposal of equipment 155 58
Refunding of debt ‘ 0 (112)
Bond issuance costs incurred - 0 (599)
Payment of landfill closure and postclosure care liabilities 2,140 2,011 .
Interest paid on bonds - (13,970) (15,224)
Principal paid on bonds ‘ (21,498) (27,733)
Acquisition and construction of capital assets ‘ " (7.484) (50,575)
Net Cash Used for Capital and Related Financing Activities (44 837) . (73,112)
Cash Flows From Non-Capital Financing Activities .
Other interest and fees ‘ (96) (30)
Net Cash Used for Non-Capital Financing Activities (96) (80)
Net {decrease) increase in cash and cash equivalents ' - (23,559) 45,887
Cash and cash equivalents, beginning of year 171,705 131,818
Cash and cash equivalents, ending of year : : : $154,146 $177,705
Reconciliation of Operating lncome to Net Cash Provided By Operating Activities: ‘
Operating (loss) income ($544) $17,752
Adjustments to reconcile operating income to net cash
provided by operating activities:
Settlement income ’ 0 66,841
Depreciation of propesty, plant and equipment ' 15,789 15,464
Amortization of development and bond issuance costs 1,187 1,246
Provision for closure and postclosure care of landﬁl]s 847 1,178
Other nonoperating revenues ' 0 43
Rebate to municipalities (559)° (1,150}
(Increase) decrease in: Lo ‘ ‘
Accounts receivable | : (1,325) 4,419
Accrued interest and other receivables 171 794
Inventory ' ) (533)
Service payments receivable 2,193 (68} .
Prepaid expenses ‘ (611) 229
(Decrease) Increase in: :
Accounts payable and accrued expenses ’ 68 3,870
Net Cash Provided by Operating Activities $17,209 $110,085

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

14
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2002 AND 2001

1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

A. Entity and Services

The Connecticut Resources Recovery Authority
(Authority) is a body politic and corporate, created in
1973 by the State Solid Waste Management Services
Act, constituting Chapter 446e of the Connecticut
General Statutes. The Authority is a public
instrumentality and political subdivision of the State
of Connecticut (State) and is included as a component
unit in the State’s Comprehensive Annual Financial
Report. The Authority Board of Directors consists of
thirteen full members and eight ad-hoc members.
The Governor of the State appoints three full
members and all eight ad-hoc members. Eight fuli
members are appointed by the State legislature and
two full members are ex-officio. The Treasurer of the
State approves the issuance of all Authority bonds
and notes. The State is contingently liable to restore
deficiencies for certain Authority bonds.. The
Authority has no taxing power.

The Authority has responsibility for implementing
solid waste disposal and resources recovery systems
and facilities throughout the State in accordance with
the State Solid Waste Management Plan. To
" accomplish its purposes, the Authority is empowered
to determine the location of and construct sofid waste
management projects, to own, operate and maintain

waste management projects or to make provisions for

operation and maintenance by contracting with
private industry. The Authority is required to be self-
sufficient in its operation; that is, revenues from user
services and sales of products, such as electricity,
cover the cost of fulfilling the Authority's mission.

The Authority is comprised of four comprehensive
solid waste disposal systems, a Non-Project Ventures
group of accounts and an Administrative Pool. Each
of the operating systems has a unique legal,

contractual, financial and operational structure
described as follows:

Mid-Connecticut Project

The Mid-Connecticut Project consists of a 2,710 ton
per day refuse derived fuel Resources Recovery
Facility located in Hartford, Conneccticut, four
transfer stations, the Hartford Landfill, the Ellington
Landfill and a Regional Recycling Center located in
Hartford, Connecticat.  This system of facilities
provides solid waste disposal services to seventy
Connecticut municipalities throngh service contract
arrangements. -The Authority owns the. Resources
Recovery Facility, the transfer stations, the Eilington
Landfill and the container-processing portion of the
Regional Recycling Center. ‘Fhe Anthority leases the
land for the Essex transfér station and paper
processing portion of the Regional Recycling Center.
The Authority controls’ the Hartford Landfill under a
long-term lease with the City of Hartford. The
Anthority leases the paper processing facility of the
Regional Recycling Center to a private vendor.

- Private vendors under various operating coptracis

conduct  operation” of the facilities. AN revenue
generated by the facilities accrues 1o the Authority.
Certain operating contracis have provisions for
revenue sharing with a vendor if prescribed operating
parameters are achieved..  The "Authority has
responsibility for all debt issued in the development
of the Mid-Connecticut system. .

Bridgeport Project

The Bridgeport Project consists of a 2,250 ton per
day mass burn Resources Recovery Facility located in
Bridgeport, Connecticut, eight transfer stations, the
Shelton Landfill, the Waterbury Landfill and a
Regional Recycling Center located in Stratford,
Connecticut. The Bridgeport Project provides solid
waste disposal services to eighteen Connecticut
municipalities in Fairfield and New Haven Counties
throngh service contract arrangements. The
Authority holds title to all facilities in the Bridgeport
system. The Resources Recovery Facility is leased to
a private vendor under a long-ferm sales-type
arrangement until December 2008, with several
renewal option provisions. The private vendor has
beneficial ownership of the facility through this
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armangement. The vendor is obligated to pay for the

costs of the facility including debt service (other than

the portion allocable to Authority purposes for which

the Authority is responsible). The Authority derives:

its revenues from service fees charged to member
municipalities and other system users. The Authority
pays the vendor a contractually specified disposal fee.

Energy and nonmember town revenues accrue to the
vendor.

Wallingford Project

The Wallingford Project consists of a 420 ton per day
mass burn Resources Recovery Facility located in
Wallingford, Connecticst and the Wallingford

Landfill. Five Connecticut municipalities in New

Haven County are provided solid waste disposal
services by this system through service contract
armangements. The Authority leases the Wallingford
Landfill and owns the Resources Recovery Facility.
The Resources Recovery Facility is leased to a
private vendor under a long-term arrangement. The
private vendor has beneficial ownership of the facility
through this arrangement. The vendor is responsible
for operating the facility and servicing the debt (other
than the portion allocable to Authority purposes for
which the Authority is responsible). The project’s
fevenues.are: primarily service fees charged to users
and fees for electric energy generated. The Authority

pays the vendor a contractually determined service
fee.

Southeastern Project

The Southeastern Project consists of a 690 ton per
day mass burn Resources Recovery Facility located in
Preston, Connecticut and the Montville Landfill. The
System provides solid waste disposal services to
sixteen Connecticut municipalities in the eastern
portion of the State through service contract
arrangements. The Authority owns the Resources
Recovery Facility. It is leased to a private vendor
under a long-term lease. The private vendor has
beneficial ownership of the facility through this
arrangement. The vendor is obligated to operate and
maintain the facility and service the debt (other than
the portion allocable to Authority purposes for which
the Authority is responsible). The Authority derives
revenues from service fees charged to participating
nnicipalities and pays the vendor a service fee for
the disposal service. Electric energy and nonmember
town revenues accrue to the vendor with certain

contractually prescribed credits to the service fee for
these revenue types. :

Non-Project Ventures

In conjunction with the deregulation of the State’s
electric industry, the Authority currently owns four
Pratt & Whitney Twin-Pac peaking gas turbines, and -
certain land and asset acquired from the Connecticut
Light & Power Company (“CL&P™). An operating
and license agreement was entered into with CL&P to
operate the gas turbines. Operating and maintenance
agreements were entered into with Northeast
Generation Services Company to operate the gas
turbines and with Covanta Mid-Conn, Inc. to operate
the steam turbines. Some or all of the ‘Non-Project

assets may be incorporated into the Mid-Connecticut
Project. :

Administrative Pool

The Authority has an Administrative Pool in which
the costs of central administration are accumulated.
These costs are allocated to the Authority’s projects

and pon-project ventures group based on time -
expended, '

B. Adoption of Governmental Accounting
Standards Board Statement N, 34

On July 1, 2001, the Authority adopted GASB
Statement No. 34, Basic Financial Statements — and
Management Discussion and Analysis - for State and’
Local Governments. The adoption of Statement No.
34 required the Authority 10 make several changes to
the presentation of its basic financial statements in
addition to requiring the presentation of the
Authority’s Management Discussion and Analysis
(MD&A). MD&A is considered to be required

supplemental information and precedes the financial
statements. The 2001 financial statements have been
restated to conform to the current year presentation. _

C. Measurement Focus, Basis of Accouﬂﬁng and
Basis of Presentation

The accounts of the Authority are organized as
Enterprise Funds, each of which is considered a
separate accounting entity. Each fund is accounted
for by a separate set of self-balancing accounts that
comprise its assets, liabilities, fund equity, revenues
and expenses.
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Enterprise fonds are established to account for
operations that are financed and operated in a manner
similar to private business enterprises, where the
intent is that the costs of providing goods or services
on a continning basis are financed or recovered
primarily through usecr charges.

Enterprise funds are accounted for on the flow of
economic resources measurement focus and use the
accrual basis of accounting. Revenues are recognized
when earned and expenses are recognized when
incurred. Interest on revenue bonds, used to finance
the construction of certain assets, is capitalized during
the construction period net of interest earned on the
“investment of unexpended bond proceeds.

The financial statements are presented in accordance
with Alternative #1 under Governmental Accounting
Standards Board (GASB) Statement No. 20, and the
Authority follows (1) all GASB pronouncements and
(2) Financial Accounting Standards Board Statements
and Interpretations, Accounting Principles Board

Opinions and Accounting Research Bulletins issued
on or before November 30, 1989, except those which
conflict with 2 GASB pronouncement.

* D. Estimates

The preparation of financial statements in conformity
with accounting principles generally accepted in the
United States of America requires management to
make estimates and assumptions that affect the
reported amoumts of assets and labilities and
. disclosure of contingent assets and liabilities at the
" date of the balance sheets and the reported amounts
of revenues and expenses during the reporting period.
Such estimates are subsequently revised as deemed
necessary when additional information becomes

available. Actual results could differ from those
estimates.

E. Cash and Cash Eqﬁivalents

For purposes of the Statements of Cash Flows, all
unrestricted and restricted highly liquid investments
and those with maturities of three months or less when
purchased are considered to be cash equivalents.

F.V'Receivables

‘Receivables are shown net of an allowance for the
estimated portion that is not expected 1o be collected.

The Authority performs ongoing credit evaluations
and generally requires a guarantee of payment form
of collateral. Service payments receivable are stated
net of an allowance for the estimated portion that is

not expected to be collected of $220,000 at June 30,
2002 and 2001.

G. Inventory .

Inventory is valued at the lower of cost (first-in/first
out) or market.

H. Investments

Investments are stated at fair value. Gains or Iosses

"on sales of investmenis are determined usmg the

specific identification, melhod

Toterest on investments is recorded as revenue in the
vear the interest is eamned, unless capitalized as an
offset 1o capitalized interest expense on assets
acquired with tax-exempt debt.

L Restricted Assets

Under provisions of various bond indentures and
certain other agreements, restricted assets are used for
debt service, special capital reserve funds and other
debt service reserve funds, development, construction
and operating costs.

J. Development Costs

Costs incurred during - the development stage of an
Authority project, including, but not limited to, initial

planning, permitting and bond administration costs,

are capitalized. When the project begins commercial
operation, the costs are amortized using the straight-
line method over twenty to twenty-five year periods.

At June 30, 2002 and 2001, accumulated amortization
of development costs for the projects is as follows:

Project .

(000') 2002 2001
Mid-Connecticut $2,336 © $2,179]
Wallingford 3,683 3,400
Southeastern 4,516 4124
Total $0535  $9703
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K. Capital Assets

- Capital assets with a useful Life in excess of one year

afe capitalized at historical cost. Depreciation of
exhaustible fixed assets is charged as an expense
against operations. Depreciatioh has been provided
over the estimated useful lives using the straight-line
method. The estimated useful lives of landfills are
based on the estimated years of available disposal
capacity. The estimated useful fives of other capital
assets are as follows:

Capital asseis | Years
Resources Recovery Buildings 30,
Other Buildings _ 20
Resources Recovery Equipment - 30
Gas and Steam Turbines 10-20
Recyclipg Equipment 10
Rolling Stock and Automobiles 5
Office and Other Equipment - 35
Roadways ‘ 7 20

L. Other Financing

The Authority has issued several bonds pursuant to
Indenture Agreements with a Trustee to fund the
construction of waste processing facilities by
independent contractors/operators, These bonds are
payable from a pledge of revenues derived primarily
under Lease. or Loan Agreements between the
Authority and the operators.

The Authority does not become involved in the
construction activities or the repayment of the debt
related to the waste processing facilities {(other than
the portion " allocable to Authority purposes). A
Trustee administers debt service. The Authority has

not guaranteed repayment of debt service in the event |

of default; therefore, the Authority does not record

the debt or the related capital lease receivable in its
financial statements.

The portion of all bond issues allocable to Authority
purposes is recorded as long-term debt.

M. Compensated Absences

The Authority’s liability for vested accumulated
unpaid vacation, sick pay and other employee benefit
amounts is recorded on an accrual basis,

N. Net Assels

Invested in capital assets, net of related debt, consists
of capital asscts, net of accumulated depreciation and
reduced by the outstanding balances of bonds that are
attributable to the acquisition, construction, or
improvement of those assets.

Unreseived net' assets represent the net assets
available to  finance future operations or for
distribution, '

Reservations of net assets are limited to outside third
party restrictions and represent the net assets fhat
have been legally identified for specific purposes:
Reserved retained earnings at June 30, 2002 and 2001
are summarized as follows:

. Reserved Net Assets ,
{000's) 2002 | 2001 .

Debt principal payment $11,694  $13,095
Operating and maintenance 3,336 3,245
Equipment replacement 3,185 3,098 |
Regional recycling center

equipment 1,871 1,367
Landfill custodian ac’:cc;ums 679 671
Mercury Public Awareness 21 . 38)
Total i_&.l_iﬁ &M
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2. CASH, CASH EQUIVALENTS AND
INVESTMENTS

The Connecticat General Statutes authorize. the
Authority to invest funds in obligations of the United
States or any state or other tax-cxempt political
subdivision under certain conditions. Funds may also
be deposited in the Short Term Investment Fund

(STIF) administered by the Office of the Treasurer of
the State,

STIF is an investment pool of shori-term money
market instruments that may include adjustable-rate

- federal agency and forelgu government securities
whose interest rates vary directly with short-term
money market indices and generally are reset daily,
monthly, quarterly and semi-anmmally. .  The
adjustable-rate securitics have similar exposures to
credit and legal risks as fixed-rate securities from the
same issuers, The fair value of the position in the
pool is the same as the value of the pool shares.

- The Authority’s primary investment tools are STIF

and treasury securities.
A.' I)eposits

At June 30, 2002 and 2001, the carrying amounts of
the Authority’s deposits were $2,586,000 and
$1,439,000, respectively, and the bank balances were
$5,401,000 and $3,075,000, respectively. Of the
bank balances, Federal Depository Insurance covered
at risk category 1, $200,000 and $100,000, at June
30, 2002 and 2001 , Tespectively. The remaining bank
balances of $5,201,000 and $2,975,000 at June 30,
2002 and 2001, respectively, were categorized at risk
category 3. . '

Category 3 deposits are those bank balances which
are uninsured and -are either not collateralized, or
collateralized with securities held by the pledging
financial institution, or by its trust department or
agent, but not in the name of the Authority. The
minimum amounts of the Authority’s category 3 bank
balances collateralized at June 30, 2002 and 2001
were $540,000 and $308,000, respectively. The
remaining category 3 bank balances of $4,661,000
and $2,668,000 at June 30, 2002 and 2001,
respectively, were not collateralized.

The following table is a summary of GASB Statement
No. 3 deposits reconciled to Total Cash and Cash
Equivalents (unrestricted and restricted) at June 30,
2002 and 2001.

(000's) [ 2002 | 2001

Total Deposits $2,586 $1,439
STIF 146,618 172,959
U. S. Treasury Open End

Mutual Fund 4,942 2,637
LS. Treasury Bills (not

classifiedas

investments) 0 670
Total Cash and Cash ;

Equivalents

(unrestricted and :

restricted) $154,146  $177.705

B. Investments

Investments, under GASB -Statement No. 3, are

categorized to give an indication of the level of risk
assumed by the Authority at year-end. Category 1
includes investments that aré insuréd or registered or
for which the Authority or its agent in the Authority’s

name holds securities. Category 2 includes umnsured_

and uaregistered -investments for which
counterparty holds the securities by a counterparty S
trust department or agent in the Authority’s name.
Category 3 includes wuninsured or unregistered
investments for which the securities are heid by a
counterparty’s trust department or agent, but not in
the Authority’s name.

At June 30, 2002, investments as defisied by GASB
Statement No. 3 were U, S. Treasury Notes in the fair
value amount 6f $659,000 classified in Risk Category
3. At June 30, 2001, investments, so defined, were
U.S. Treasury Bills in the amount of $670,000 (with
maturities less than 90 days classified as - cash
equivalents) classified in Risk Category 3.
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3. CAPITAL ASSETS

Co-incident with the March 2001 assignment of the

- Mid-Connecticut Project Energy Contract explained

in Note 7, the Authority purchased certain generation
equipment and land at the Mid-Connecticut Project
for a total value of $35,087,000.

A summary of capital assets at June 30, 2002 and
2001 is presented as follows:

Classification
(000%) 2002 2001

Land , 327,774 $24.833
Plant : 198,651 184,941
Equipment 192,818 193,903
Construction in progress 30 10,314
Subtotal 419273 413,991
Less accurpulated

depreciation (190,122) (176,326}
Capital’aSéefs, net $229.151 $237.665

Interest is capitalized on assets acquired with tax-
exempt debt. The amount of jnterest to be capitalized
is calculated by offsetting interest expense incuired
from the date of borrowing until completion of the
projects with interest eamed on invested proceeds
over the same period. During fiscal 2002 and 2001,
there was no interest capitalized in capital assets.

4. LONG-TERM DEBT

The principal long-term obligations of the Authority
are special obligation revenue bonds isswed to finance
the design, development and construction of
resources recovery and recycling facilities and
landfills throughout the State. These bonds are paid
solely from the revenues generated from the
operations of the projects and other receipts, accounts

and monies pledged in the respective bond
indentures. - '

In January 2001, the Authority issued $13,210,000

‘Mid-Connecticut 2001 Series A bonds. The proceeds

were used towards the construction of (i) a

- maneuvering hali for delivering solid waste and (ii)
an air processing system at the. Mid-Connecticut

facility.

In August 2000, the Authority issued $9,200,000
Bridgeport 2000 Series A bonds with an average
interest rate of 5.0%. The proceeds of the 2000
bonds, together with $1,268,000 of other Authority
funds ($1,145,000 restricted) were deposited into an
irrevocable trust. These amounts were used to refund
$10,260,000 of Bridgeport 1989 Series A bonds
which had an average interest rate of 7.5%,

The Bridgeport refondinig resulted in a difference of
$112,000 between the reacquisition price and the net
carrying amount of the old debt. The amount is being
charged to interest expense through fiscal year 2009
using the proportionate-to-stated interest method.
This refunding is reducing the Authority’s total debt _
service payments by $2,647,000 through fiscal 2009
and generated an’ economic gain {the difference
between the present values of the debt service
payments of the old and new bonds) of $755,000.

As of June 30, 2002, the Authority has no outstanding
balance of the defeased Bridgeport 1985 Series A and
B bonds. _ .

In Januiry 1999, the Authority defeased the
Southeastern 1988 Landfill bonds which had an
outstanding principal balance of $2,445,000, by
depositing  $2,573,000 ($1,689,000 of restricted
funds) into an irrevocable trust. Debt service
payments for the defeased bonds were made from this
trust through the final maturity date of November 15,
2000,
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The annual requirements to amortize long-term debt recorded by the Authority as of June 30, 2002, illciudillg interest

payments of $80,198,000, are as follows:

Year Ending Mid- '
June 30 Connecticut | Bridgeport { Wallingford | Southeastern |  Interest Total '
{000's) .

2003 13,750 - L605 2,556 462 13,057 31,430

2004 14 512 | 1,651 1,327 507 12,034 30,03 1

2005 . 15,320 1,696 1,351 555 | 10,948 29,8701 . %

2006 . 16,298 - L161 1126 609 . 9,758 29,552

2007 _ ’ 17,463 1,860 653. 666 8,524 . 29,166

2008-2012 99,002 3,672 1,391 4,255 24672 132,992

2013-2016 31.934 0 0 2997 “1.205 36,136

Total - $208279  $12245 $8404 310051 $80098  $319477

Interest Rates 4.25-6.25% - 4._6-5.5% 3.63-6.85% 5.125-1.7% |

Certain of the Authority’s bonds are secured by
special capital reserve funds. Each fund is equal to

the highest annual amount of debt service remaining

on the issue. The State is contingently liable to
-restore any deficiencies that exist in these fonds in
any one year in the event that the Anthority must
draw from the reserve fund. Certain Authority bonds
are insured. Bond principal amounts recorded as
long-term debt at June 30, 2002 and 2001, which are
backed by a special capital reserve fund, aie as
follows: )

Project

(000's) 2002 2001
Mid-Connecticut $194,565 $208,578
Bridgeport 0 1,230
Southeastemn 10,051 10474
Total $204 616 $220,282

The long-term debt amounts for the Projects in the
two tables above have been reduced by the deferred
loss (gain) on refunding of bonds, net of the
wnamortized premaium on the sale of bonds at June 30,
2002 and 2001, as follows:

Project
(000's) 2002 2001
Deférred loss (gain): )
Mid-Connecticut $3485  $4,102
" Bridgeport (81) {102)
‘Wallingford 52 67
- Southeastern 2111 2394
Subtotal 5,567 6,461
Reduced by unambrtized ' -
premium: : _ _
Mid-Connecticut (504) (556)
Bridgeport (60) 7N
Southeastern {948) (1,074)
Net Reduction $4.055 M
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5." LONG-TERM LIABILITIES FOR
CLOSURE AND POSTCLOSURE
CARE OF LANDFILLS

Federal, State and local regulations require the
Authority to place final cover on its landfills when it
stops accepting waste (including ash) and to perform
certain maintenance and monitoring functions for

periods “which may extend to thirty years after
closure.

GASB Statement No. 18 "Accounting for Municipal
Solid Waste Landfill Closure and Postclosure Care
Costs", applies to closure and postclosure care costs
which are paid near or after the date a landfill stops
accepting waste.  In accordance with GASH
Statement No. 18, the Authority reports a portion of

these closure and postclosure care costs as an
operating expense in each period based on landfill.
capacity used as of the balance sheet date. This
amount increases the liability on the balance sheet for
closure and posiclosure care of landfills, These costs
are generally paid when the landfill is closed and may
continue for up to thirty years thereafter. The liability
for these costs is reduced when these costs are
actually incurred.

Actual costs may be higher due to inflation of
changes in permitted capacity, technology or
regulation,

The closure and postclosure care expenses and the
amounts paid or accrued for fiscal 2001 and 2002 for
the landfills, are presented separately in the following
table:

Liability Liability ' Liability
Project/Landfill at at Paid or at
- {000's) Jaly 1, Expense Accrued June 30, | Expense | Accrued June 30,
2000 2001 : . 2002
Mid—Connacticut:
Hariford . $4,312 ($199) $0°  $4,113 $193 $0 $4,306
Ellington 3320 114 @35) 3,199 393 @211) 3,381
EBridgeport:
Shelton 11,381 1,985 (1,551). 11,815 404 (1,506) 10713
Waterbury - 607 - ©1) 0 516 @ 0 s
Wallingford -~ 5372 631 224 4517 139 423 3955
Total 124992 SLITE (52010) 524160  $847 (820400 522867
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The estimated remaining costs to be recognized in the future as closure and postclosure care of landfills expense, the
percent of landfill capacity wsed and the remaining years of life for open landfills at June 30, 2002, are scheduled

be_low:

Project/Landfilt Remaining Costs to Capacity Used Estimated Years of Remaining
(000's) be Recognized Landfill Area Landfill Area Life
: Ash Other Ash Other
Mid-Connecticut- .

Hartford $1,451 42% 95% 10 6.0
Bridgeport-Waterbury 246 — 68% — 13.0
Total $1,697

The State of Connecticut Department of

Environmental Protection (DEP) reguires that certain
financial assurance mechanisms be maintained by the
-Authority to ensure payment of closure and
postclosure  costs related to certain landfills.
-Additionally, DEP requires that the Authority budget

for anticipated closure costs for Mid-Connecticut’'s
Hartford Landfill.

Trust accounts were held for financial assurance
purposes. The Mid-Connecticut Ellington Landfill
account was valued at $407 000 and $402,000 at Fune
30, 2002 and 2001, respectively. The Bridgeport
‘Waterbury Landfill account was valued at $145,000
and $143,000 at June 30, 2002 and 2001,
respectively. The Wallingford Landfill account was
valued at $127,000 and $126,000 at June 30, 2002
and 2001, respectively. These trust accounts are
reflected as restricted assets on the balance sheet.

At June 30, 2002 and 2001, a letter of credit for
$305,000 was outstanding for financial assurance of
‘the Bridgeport Shelton Landfill.  No funds were
drawn on this letter during fiscal year 2002,

In addition to the above accounts and letters of credit,
the Authority satisfies certain financial assurance
requirements at June 30, 2002 and 2001 by meeting
specified criteria pursnant to Section 258.74 of the
federal Environmental Profection Agency Subtitle D
regulations.

6. MAJOR CUSTOMERS

Steam and electricity revemues from the CL&P
totaled 12% and 26% of the Authority’s operating
revenues for the years ended June 30, 2002 and 2001,
respectively.

Service charges revenues from Waste Management of
Connecticut, Inc. “totaled 11% and 10% of the
Authority’s operating revenues for the years ended
June 30, 2002-and 2001, respectively.

7. SETTLEMENT INCOME

In March 2001, CL&P assigned the Mid-Connecticut
Project energy contract to Enron Power Matketing -
Inc.. The Authority and Enron Power Marketing Jnc.
amended the contract to inclede payment for the
purchase of capacity and energy from the Mid-
Connecticut Project.  This transaction yielded
$59,972,000 of settlement income in the Non-Project
Ventures group of accounts. '

In June 2000, the Authority entered into an Operating
and License Agreement with CL&P to operate certain
gas turbines. The proceeds from the operation of the
units were held in escrow umtil March 2001. In
March 2001, in conjunction with the pwchase
discussed in Note 3, the escrowed proceeds of
$6,619,000 were transferred to the Authority as
settlement income in the Non-Project Ventures group
of accounts.
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: 7 Pool provides statutory benefits pursuant to the
During both fiscal 2001 and 2000, the Authority provisions of the Connectiont ~ Workers’

received $250,000 from the Southeastern Project’s Compensation Act. The coverage is a guaranteed
regional suthority. These payments resulted from cost program. The deposit contributions (premiums)
agreements entered into in fiscal 1996 between the paid were $27,000 and $16,000 for the years ended
regional authority and private entities. June 30, 2002 and 2001, respectively. The premiums
: are subject to payroll audit at the close of the
coverage period. CIRMA’s Workers’ Compensation
Pool retains $750,000 per occurrence and purchases
reinsurance above that amount which is unlimited.

8. RETIREMENT PLAN

The Authority is the Administrator of its 401(k)
Employee Savings Plan. This defined contribution '
Tetirement plan covers all eligible staff members. To 10. COMMITMENTS
be eligible, the staff member must be 18 years of age

and have been a full time employee for six months. The Authority has various operating leases for office

space, land, landfills and office equipment. For the
Under the Amended and Restated 401(k) Employee years ended June 30, 2002 and 2001, operating lease
‘Savings Plan, effective July 1, 2000, Authority payments totaled $949,000 apd $1,340,000,
contributions are § percent of payroll with a dollar for respectively. Fuoture minimum rental commitments
dollar match of employees” contributions up to 5 under noncancelable operating leases as of June 30,
percent. Authority contributions for the years ended 2002 are as follows:
June 30, 2002 and 2001 amounted $299.000 and

$279,000, - respectively. Employees  contributed Fiscal Year :
$252,000 to the plan in fiscaf 2002 and $240,000 in - (000's) Amount
fiscal 2001, -
2003 - 3919

9. RISK MANAGEMENT 2004 912
The Authority is exposed to various risks of loss 2005 934
related to: toris; thefi of| damage to, and destraction :
of assets; errors and omissions; injuries to employees; 2006 047
and, natural disasters. The Authority purchases _
commercial insurance for alf insurable risks of loss. 2007 950
There were no significant reductions in insurance . _
coverage from the prior year. Settled claims have not -+ Theréafter 1,609
exceeded this commercial coverage in any of the past - . _ ,
three fiscal years. Total $6.271
The Authority is a member of the Connecticut _
Interlocal Risk” Management Agency (CIRMA), an The Authority leases the Bridgeport - Regional
unincorporated association of Connecticut local public Recycling Center and its equipment to a private
agencies, which was formed in 1980 by the vendor.  Under this operating Icase, the Authority
Connecticut Conference of Municipalities for the camed rental income of $1,093,000 and $1,115,000
purpose of establishing.and administering an interlocal for the years ended June 30, 2002 and 2001,
risk management program pursuant to the provisions of respectively.  The cost of the plant and equipment
Section 7-479a et. Seq. of the Connecticnt General vnder lease is  $3,025,000 and $1,909,000
Statutes. respectively, at June 30, 2002. The carrying value at

L June 30, 2002 of this plant and equipment wnder lease
The Authority is a member of CIRMA’s Workers’ is $1,607,000 and $69,000, respectively. The future
Compensation Pool, a risk sharing pool, which was minimum rental income on non-cancelable leases at
begun on July 1, 1980. The Workers’ Compensation
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June 30, 2002 is $6,395,000 due in fiscal years 2003
through 2008 in equal annual amounts of $1,066,000.
During fiscal 2001, the Authority coatracted to
construct an air processing system for the Mid-
Connecticut facility. At June 30, 2002, the remaining

amount fo complete the construction contract was
$124,000,

In June 2001, the Authority authorized the purchase of
three parcels adjacent to the Mid-Connecticut
Ellington Landfill for the approximate amount of
$900,000. The purchase of all three parcels had
occurred in fiscal 2002. The Administration Project
provided the funds for these purchases.

In December 2000, the Authority authorized
purchasing land adjacent to the Wallingford landfill
for approximately $1,850,000 plus legal fees. The
purchase had occurred in fiscal 2002.

11. OTHER FINANCING

The Authority has issued several bonds pursnant to
Indenture Agreements to fund the construction of
waste processing facilities by an independent
confractor/operator. The revenue bonds are issued by
the Authority to lower the cost of borrowing for the
contractor/operator of the projects. The Authority
does not become invelved in the construction
activities, and construction requisitions by the
contractor are made from various trustee accounts.

The Authority does mot become involved in the
repayment of debt on these issues except for the
portion of the bonds allocable to Authority purposes.
In the event of default, and except in cases where the
State has a contingent liability discussed below, the
payment of debt is not guaranteed by the Authority or
the State. Therefore, the Authority does not record the
assets and liabifities related to these bond issues in its
financial statements. The amounts of these bond issues
outstanding at June 30, 2002 (excluding portions
allocable to Authority purposes) are as follows:

Project (000's) l| Amount
Bridgeport - 1999 Series A $107.560
Wallingford - 1998 Series A 24,644
Southeastern -
1992 Series A (Corp. Credit) 30,600
1998 Series A (Project) 68,555
2001 Series A (American Ref-Fuel
Company LLC —1) 6,750
2001 Series A (American Ref-Fuel
Company LLC - 1) 6750
_ 112,055
Total | : $244,259

The Southeastern 1998 Series A Project bond issue is
secured by a special capital reserve fund. The State is
contingently liable for any deficiencies in the special

capital reserve. fund for this bond issue, as explained

in Note 4. . ;

12. SERVICE CONTRACT
. COMMITMENTS '

The Authority has wvarious contracts with the
operators of the waste processing and power block
facilities, regional recycling centers, transfer stations
and landfills under varions terms and conditions
expiring through WNovember 2015.  Generally,
operating charges are derived from various factors
such as tonnage processed, encrgy produced and
certain pass-through operating costs.

The approximate amount of contract operating charges
included in solid waste operations and maintenance
and utilities expenses for the years- ended June 39,
2002 and 2001 are as follows:
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Project (000) | 2002 | 2001 13. SEGMENT INFORMATION -
- ENTERPRISE FUNDS
Mid-Connecticat $38,544 $38,898 -
' : The Authority has four operating enterprise funds
Bridgeport  41.943 39.450 which are intended to be self-supporting through
’ ’ service fees charged to operate resources recovery
Wallingford 12.483 11.390 and recycling facilities. The Authority also has a
_ ’ _ o non-project ventures enterprise fund, established in
Sontheastern 10.840 9978 { fiscal 2001, that is intended to be self-supporting
’ : ’ primarily through certain energy revenues. In
Non-Project Ventures 4.141 940 addition, the Authority has an Administrative Pool.
Financial segment information is presented below as
Total ‘ $107,951 $100,656 of and for the year ended June 30, 2002,
Mid- Bridge- | Walling- South- Non- Adminis-
‘Connecticot port ford eastern | Project trative Total
(000's) Project Project Project Project Ventures Pool ‘ 2002
Operatihg‘rgr‘gpues $71,799 345,165  $21,573 $10,462 58,514 $0 3157,513
Depreciation and -
amortization : ‘ o A
expense 12,330 1,073 324 448 2,563 - 237 16,975
Operating income (loss) (4,054) @31 6,207 1,774) 273 {265) (54
Net income (loss) (13,670) (286) 5830 (2,284) LIS6  (1,879) (i1,133)
Operating transfers:
Out , 0 0 0 0 0 (2042) (2,042)
In 962 1,080 0 -0 0 0 2,042
Capital Assets:
Adﬂiﬁons 5,407 - 97 - 1,980 0 0 69 71,553
Deletions (2,025) (ON 0 0 (246) ) (2,273)
Bonds payable
(including current : ,
portion) o 208,279 12,245 8,404 10,051 0 0 238979
Total net assets 23,929 4,697 18,423 6,815 68,023 9,033 130,920
Net working capital _ .
(deficiency) 50,835 2,975 23,909 . 10,130 36,065 “ 8,529 132443
Total Assets $259,341 $33,694 $33,527 $19,712 $63,023  $10,824 $420211
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14, CONTINGENCIES

In September 2001, the Authority began to arbitrate a

vendor’s  $5,000,000 claim for costs over the -

contracted amount to coastruct the Mid-Connecticut
air processing system. At present, the parties are

_attempting - to scttle the matter without fature
arbitration. The Authority has recognized a Hability
of $1,084,000.

In May 2001, Bridgeport Resco filed a demand for
atbitration seeking a declaratory judgment that it is
entitled to approximately $9,000,000 of savings from
an August 1999 bond refinancing. The parties are
attempting 1o settle this claim. In the opinion of
management and its outside counsel, the amount of
: any liability is currently not determinable.

In August 1999, the Authority terminated an
operating contract with a former operator of the
methane collection system at the Shelton landfili for
system failure and methane gas leak. In November
1999, the operator was placed in the involuntary
bankruptcy and. then filed an adversary proceeding
- against the Authority for improperly terminating the
contract and is secking damages in excess of

$3,800,000 and punitive damages in an unspecified |

amount. The Authority has denied all material
allegations and has counterclaimed for breach of
contract, negligence, stattory violations and
declaratory relief. The Authority seeks declaratory
relief, compensatory damages, indemnification and
punitive damages. The trial on liability alone is
scheduled for the end of October 2002. Management
believes that the outcome of the above matter wilt not

have a material adverse effect on the Authority’s
financial position.

The Authority is subject to mumerous federal state
and local environmental and other regulatory laws
and regulation and management believes it is in
substantial compliance with all such governmental
laws and regulations

The Authority is involved in other legal and
administrative proceedings and claims of various
‘types. While any litigation confains an element of
uncertainty, based upon the opinions of outside
counsel, management presently believes that the
outcome -of these proceedings and claims will not

have a material adverse effect on the Authority’s
financial position. '

. market prices.

15. SIGNIFICANT EVENTS

In connection with the restructuring of the state’s
electric industry, in March 2001, Connecticut Light &
Power Company (CL&P) assigned its Mid-
Connecticut encrgy agreement with the Authority to
Enron. Power Marketing, Inc. (Enron). Enron was
obligated to pay the Authority a monthly "capacity
charge" for the purchase of steam and an additional
charge for conversion of steam into electricity. The
capacity charge was significantly above current
Earon filed for bankmptcy on
December 2, 2001 and has not made its capacity or
electricity payments since that time. It is unlikely that

Enror wili make its other required payments to the

Auxthority. Therefore, management has decided not to
record the amoumnts due from Enron on the
Authority’s financial statements. The Authority, in an

. cffort 1o generate adequale revenues to pay debt

service on its bonds for the Mid-Connecticut facility,
is considering renegotiating the rate at which CL&P
pays for the Authority’s power, as well as pursing

-remedies in bankrupicy court. The Authority has

been working with CL&P, The US Attorney's Office,
and bankrupicy counsel to resolve this issue as soon
as possible.

In addition, Covanta Mid-Connecticut, Inc.,
(“Covanta™) operator of the steam and electricity
production components ' of the Mid-Connecticut
facility, filed for bankruptcy on April 1, 2002, Thus
far the bankruptcy has not affected Covanta's
operation of the Mid-Connecticut facility and it
appears that Covanta will continue to operate without
any foresceable problems relating to the bankruptcy.

During April 2002, the General Assembly passed

Public Act No. 02-46 authorizing a loan by the State to

the Connecticut Resources Recovery Authority of up
to $115 million to support the repayment of the
Authority’s debt for the Mid-Connecticut facility and
to minimize the amount of tipping fee ihcreases
chargeable to the towns which use the Mid-
Connecticut facility. The Awuthority is looking into
ways in which to utilize these nionies to repay the Mid-
Connecticut debt and to minimize the tipping fees for
Mid-Connecticut. As of June 30, 2002, the Authority
had not drawn upon these funds.
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EXHIBIT I

RESOLUTIONS OF THE AUTHORITY BOARD OF DIRECTORS APPROVING THE
T FINANCIAT MITICATION PT AN AND DT o o e S S L
FINANCIAL MITIGATION PLAN AND REQUEST FOR $22 MILLION LOAN




As approved by Finance
Committee on 4/10/03

and approved by the Board
Of Directors on 4/17/03

SUPPLEMENTAL
RESOLUTION OF THE BOARD OF DIRECTORS OF THE
CONNECTICUT RESOURCES RECOVERY AUTHORITY
TO AUTHORIZE AN INTERIM FINANCING FROM THE
STATE OF CONNECTICUT FOR THE BENEFIT OF
THE MID-CONNECTICUT PROJECT

WHEREAS, the Connecticut Resources Recovery Authority (the “Authority”) has been
duly established and constituted as a body politic and corporate, constituting a public
instrumentality and political subdivision of the State of Connecticut (the “State™), to carry out the
purposes of Chapter 446e of the Connecticut General Statutes, Sections 22a-260 et. seq., as the
same has been amended and modified by Public Act No. 02-46 (the “Act” and, collectively with
Sections 22a-260 et. seq. of the Connecticut General Statutes, the “Statute™); and

WHEREAS, on February 27, 2003, the Board of Directors of the Authority approved a
resolution (the “February 2003 Resolution™) authorizing the Officials of the Authority, namely
the Steering Committee of the Board, the President and the Chief Financial Officer of the

Authority, to submit an application to the State Treasurer and the Secretary of OPM, in the name
of and on behalf of the Authority, in connection with the extension by the State of a loan to the
Authority in an aggregate amount not to exceed $115,000,000 to support the repayment of debt
issued by the Authority on behalf of the Mid-Connecticut Project (the “Financing”); and

WHEREAS, Section 5 of such February 2003 Resolution further authorized the
Officials, prior to the finalization of the proposed Financing, to enter into an interim financing
arrangement with the State (the “Interim Financing™); and

WHEREAS, the Authority desires to enter into an Interim Financing arrangement with
the State, substantially upon the terms and conditions authorized in this Supplemental
Resolution.

NOW, THEREFORE, BE IT RESOLVED by the Board of Directors of the Authority:

Section 1. That the action of the Officials of the Authority, in entering into an Interim
Financing arrangement with the State of Connecticut in the form of a loan in an amount not to
exceed $22,000,000, be and the same is hereby authorized and approved.

Section 2. That the loan from the State shall provide for the Authority to request
advances from the State through June 30, 2004 in an amount not to exceed $22,000,000, the
proceeds of which shall be expended by the Authority to support the repayment of debt service
on the Mid-Connecticut Project during the remainder of the Authority’s fiscal year 2003 and
fiscal year 2004, and shall further provide for an amortization schedule setting forth the
repayment of such loan through December 1, 2012, - '




Section3.  The Officials are authorized and directed to perform and take such other
actions as may be desirable, necessary, proper or convenient to accomplish the intent and
purposes expressed herein, and the performance thereof by such Officials shall be conclusive as
to the approval by the Authority of the terms thereof. '

Sectiond4.  This supplemental resolution shall take effect immediately, and shall
supplement and modify the February 2003 Resolution. Notwithstanding the foregoing, all other
terms and provisions of the February 2003 Resolution shall remain in full force and effect.
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Adopted by the Board of Directors on February 27, 2003

RESOLUTION OF THE BOARD OF DIRECTORS OF THE
CONNECTICUT RESOURCES RECOVERY AUTHORITY
TO AUTHORIZE A SUBORDINATE LOAN FROM THE
STATE OF CONNECTICUT FOR THE BENEFIT OF
THE MID-CONNECTICUT PROJECT

WHEREAS, the Connecticut Resources Recovery Authority (the “Authority”) has been
duly established and constituted as a body politic and corporate, constituting a public
instrumentality and political subdivision of the State of Connecticut, to carry out the purposes of
Chapter 446e of the Connecticut General Statutes, Sections 22a-260 et. seq., as the same has
- been amended and modified by Public Act No. 02-46 (the “Act” and, collectively with Sections
22a-260 et. seq. of the Connecticut General Statutes, the “Statute” ; and

WHEREAS, the Authority has, from time to time, issued bonds, pursuant to certain
powers and duties expressly provided for in the Statute, to finance its Mid-Connecticut System, a
Waste Processing Facility and Power Block Facility, and operated by the Authority, pursuant to
the powers vested in the Authority under the Statute (the “Mid-Connecticut Project™); and

WHEREAS, Section 3 of the Act provides that the Authority may, upon the approval of
two-thirds of the appointed directors of the Authority and subsequent approval of the State
Treasurer and the Secretary of the Office of Policy and Management (“OPM”), borrow from the
State of Connecticut, in an amount not to exceed one hundred fifteen million dollars
($115,000,000.00), for the purposes of supporting the repayment of debt issued by the Authority
on behalf of the Mid-Connecticut Project; and

WHEREAS, the Act requires that any loan from the State to the Authority for such
purpose as stated above shall be subordinate to all bonded indebtedness of the Authority; and

WHEREAS, the Authority desires to finance certain debt service payments of the Mid-
Connecticut Project through a loan in an amount not to exceed $1 15,000,000.00, all in
accordance with the terms and conditions of Section 3 of the Act; and

_ WHEREAS, the Board of Directors of the Authority (the “Board”) wishes to authorize
the application to the State Treasurer and the Secretary of OPM for such loan, and further wishes
to authorize the negotiation and documentation of the financing to support the repayment of debt
issued by the Authority on behalf of the Mid-Connecticut Project; and

WHEREAS, the Board wishes to give the members of the Steering Committee of the
Board, the President and the Chief Financial Officer of the Authority (collectively, the
“Officials™) the authority to submit such application as well as to negotiate and document such
financing; '

'NOW, THEREFORE, BE IT RESOLVED by the Board of the Connecticut Resou.rce
Recovery Authority:




Section 1. That the action of the Officials of the Authority, in submitting an
application to the State Treasurer and the Secretary of OPM, in the name of and on behalf of the
Authority, in connection with the extension by the State of Connecticut of a loan to the Authority
in an aggregate amount not to exceed $115,000,000.00 to support the repayment of debt issued
by the Authority on behalf of the Mid-Connecticut Project (the “Financing™), be and the same is
hereby authorized and approved.

Section 2, That the Authority, in connection with such application for the Financing,
shall submit for approval, by the State Treasurer and the Secretary of OPM, those items required
under the provisions of Section 3 of the Act including, but not limited to a Financial Mitigation
Plan, the proposed budget for the Mid-Connecticut Project for fiscal year 2004, the Authority’s
three-year plan for fiscal years 2004, 2005 and 2006, a cash flow analysis showing the
Authority’s need for current and future borrowings through fiscal year 2012, a certified audit of
the Authority for fiscal year ended June 30, 2002, all as previously reviewed and approved by the
Board, as well as any other items reasonably requested by the State Treasurer and the Secretary
of OPM in order to effectuate the Financing.

Section3.  That the Board of Directors of the Authority hereby authorizes the
Officials to enter into negotiations with the State Treasurer and the Secretary of OPM, to
establish the terms of such Financing, which terms shall include the maturity, interest rate,
repayment terms and other terms of the Financing provided, however, that the repayment of such
Financing shall be subordinate to the repayment of any bonds of the Authority, all in accordance
with the terms and provisions of Section 3 of the Act and in substantially the form of the Term
Sheet, attached hercto as Exhibit A (the “Term Sheet”) and made a part hereof, all in such
manner as the Officials shall determine to be in the best interests of the Authority.

Section 4. That the Board hereby authorizes the Officials, for and in the name of and
on behalf of the Authority, to take such actions and to negotiate any and all such loan
instruments, notes and documents including, but not limited to a Master. Loan Agreement (the
“Loan Documents”), substantially in accordance with the attached Term Sheet, and in such form
as such Officials shall approve, subject to the advice of bond counsel to the Authority, as are
deemed necessary, appropriate and advisable and in the Authority’s best interests in order to
effectuate such Financing.

Section 5.  That prior to the finalization of the Financing, the Board of Directors of
the Authority hereby authorizes the Officials to enter into an interim financing arrangement (the
“Interim Financing”) with the State to borrow funds to support the repayment of principal and
interest during the remainder of the Authority’s fiscal year 2003 on debt service issued by the
Authority, such Interim Financing to be on such terms and conditions and embodied in such
Interim Financing documents (the “Interim Loan Documents™) as the Officials shall approve,
subject to the advice of bond counsel to the Authority. All amounts advanced as part of the
Interim Financing shall, upon the completion of the Loan Documents, be rolled over and made a
part of the Financing subject to the same terms and conditions as the Financing,

Section 6.  That the Board hereby authorizes the Chairman of the Board and the
President, for and in the name of and on behalf of the Authority, to execute, acknowledge and
deliver the Loan Documents and the Interim Loan Documents, and the execution of such Loan




Documents and the Interim Loan Documents, by the Chairman of the Board and the President
shall be conclusive evidence of the approval of the Authority.

Section 7. That any two of the Chairman of the Board of Directors, the Chairman of
the Finance Committee, the President and the Chief Financial Officer, acting together, are further
hereby authorized, for and in the name of and on behalf of the Authority, to approve, execute or
- submit, as appropriate, any and all of the Authority’s requisition forms for the disbursement of
loan funds as submitted to the State Treasurer and Secretary of OPM during the term of the
Financing and the Interim Financing, in such form and substance satisfactory to the Authority
and the State Treasurer and Secretary of OPM.

Section 8.  The Officials are authorized and directed to perform and take such other
actions as may be desirable, necessary, proper or convenient to accomplish the intent and
- purposes expressed herein, and the performance thereof by such Officials shall be conclusive as
to the approval by the Authority of the terms thereof,

Section 9. This resolution shall take cffect immediately.
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December 6, 2002

i - Board of Directors

- Connecticut Resources Recovery Authority
— 100 Constitution Plaza, 17" Floor
: Hartford, CT 06103

We are pleased to present the Connecticut Resources Recovery Authority’s (the “Authority™)
Comprehensive Annual Financial Report prepared for the fiscal year ended June 30, 2002.

The accuracy, completencss .and fairness of this report are the responsibility of the
Authority’s management. We believe this report as presented is accurate in all material
aspects and that it presents fairly the financial position of the Authority and the results of its
operations as measured by the financial -activity of the various projects. All disclosures

necessary to enable the reader to gain an inderstanding of the Authority’s financial affairs
have been included. ' o

The report is presented in three sections:

0 The Introductory Section contains this transmittal Ietter, which provides a description
of Authority operations, pertinent financial information and an outline of major
initiatives accomplished in fiscal year 2002 and planned for fiscal year 2003. The

Introductory Section also contains a list of Authority Board members and officials
and an organizational chart. - '

O The Financial Section contains the independent auditors® opinion of the financial
statements, the management’s discussion and analysis, the combining financial
statements, the notes to the financial statements and supplementary information.

O The Statistical Section contains unaudited data on selected financial, opcratii_lg and
. demographic on a multi-year basis. )

THE REPORTING ENTITY

The Authority is a body politic and corporate, created in 1973 by an act of the Connecticut
Legislature, and is a public instrumentality and political subdivision of the State of
Connecticut (the “State”). The Authority is responsible for implementing solid waste

1
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disposal, recycling and resources recovery systems, facilities and services. Revenues -
generated by Authority operations, primarily disposal fees, energy revenues and recycling
revenues, provide for the support of the Authority and its operations on a self-sustaining
basis. The State provides no revenues to the Authority, and the Authority has no taxing
power. In carrying out this mission, the Authority utilizes private industry to construct and
operate solid waste disposal and resonrces recovery facilities. The Authority contracts with
Connecticut meniber municipalities, - non-member municipalities (spot waste), and
commercial haulers to provide solid waste management services and charges fees for these -

services. The Authority is authorized-to issue bonds and notes to finance its activities upon
approval of the State Treasurer.

The Authority is governed by a thirteen member Board of Directors. In addition, two ad hoc

directors serve on the Board for each operating resources recovery project. These ad hoc
directors vote only on matiers concerning the project they represent.

SOLID WASTE MANAGEMENT SYSTEMS

The Authority has developed four régional solid waste management projects, which together
- serve more than 100 Connecticut cities and towns. Each of these projects is described below:

The Mid-Connecticut Project

The Mid-Connecticut Project consists of a 2,710 ton. per day refuse derived fuel (RDF)
resource recovery facility; the Hartford Landfill, which handles ash, process residue and
bulky waste; a network of four transfer stations; and a regional recycling center composed of

paper and container processing facilities. The Mid-Connecticut Project serves 70
communities in the greater Hartford area and around the State, :

The Mid-Connecticut resources recovery facility began commercial operation inn October
1988 and generated power at an annual average rate of 50.8 megawatis of electrical energy
(net of in-plant usage) in fiscal year 2002.

The Bridgep 6rt Project

"The Bridgeport Project consists of a 2,250 ton per day mass burn resources recovery facility;
the Waterbury Landfill, which provides bulky waste disposal capacity for the project; the
Shelton Landfill, which has been closed; a network of eight transfer stations; and a regional
recycling center. The ash residue from the resources recovery facility is disposed of at an in-

state landfill under contract with a private operator. The Bridgeport Project serves 18
communities in the southwest and south central part of the State.

- The Bridgeport resources recovery facility began commercial operation in July 1988 and
generated power at an annual average rate of 54.9 megawatts of electrical energy (net of in-

plant usage) in fiscal year 2002. Electrical energy and non-member town service charge
revenues accrue to the facility operator,
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drawn down as of June 30, 2002. Overall, the Mid-Conncct_icuf project had a decrease in net

- assets of $13.6 million, which reflects the loss of revenues related to the Enron bankruptcy

described herein.

Other Projects

Only one of the remaining three projects posted net income for fiscal year 2002. The
Wallingford project had an increase in net assets of $5.8 million. Contributing to this
increase is the continued high level of waste deliveries to the Wallingford project. Member
town waste deliveries exceed the budget by 109.6% for fiscal year 2002.

The Bridgeport project posted a decrease in net assets of $286,000 for fiscal year 2002 due to
several adverse economic factors. Included in these was a significant decrease in interest
income due to deteriorating financial markets, Actual interest income earned for fiscal year
2002 was only 22.9% of the fiscal year budgeted amount. In addition, the Bridgeport project
incurred higher resource recovery facility and transfer station expenses. However, the
Authority and the member towns had anticipated a loss and had budgeted to approximately
$0.7 million of Retained Earnings in order to stabilize tipping fees,

The Southeast préj ect incurred a decrease in net assets for fiscal year 2002 of $2.3 million.
Of particular note, the Southeast project enjoys a highly advantageous energy contract that

will provide significant increment earnings in future years. As such, the project had

- anticipated this decrease and had budgeted to approximately $0.9 million of Retained
[Earnings to cover the anticipated shortfall, However, this shortfall was further hindered by a

* substantial decrease in interest income that was only 31% of the fiscal vear 2002 budgeted
~amount. Total deliveries to the plant during fiscal year 2002 were higher than 2001.

1-*In:-.‘f0tal, the Authority projects received over 2.0 million tons of municipal solid waste for
« fiscal year 2002, up 45,442 tons or 2.3% from fiscal year 2001,

Financial and operating accomplishments for fiscal year 2002 include the following:
1. Distribution of $559,000 million in service charge rebates o the Wallingford project.
‘2. Installation of a carbon injection system for mercury control at the Southeast project.

3. Installation of a carbon Injection system for mercury control at the Wallingford
project. '

4. . Completion of the Selective Non-Catalytic Reduction (SNCR) for nitrogen oxide
control at the Bridgeport project, '

- 5. Completion of the Mid-Connecticut air processing system (MCAPS) and assumption
‘of operations and maintenance responsibilities with in-house staff. '

6. Commenced receipt of “Blackstart” payments from ISO New England for the jet
turbine engines acquired at the South Meadows site during fiscal year 2001,




7. Commenced work on acquiring an electric supplier license to potentially generate
“more electric revenue by selling power produced at CRRA plants to the State. In this
vein, we continue to develop a cost/benefit analysis with the State.

- 8. Extended the Hartford Landfill life by reducing process residue ﬁom 11% to 8%.

9. Continued to work with the replacement contractor (CWPM}) at the Torrington and
- Watertown.transfer stations.

10. Worked with the MDC to control costs of the Mid-Connecticut waste proceésmg

facility, the Essex and Ellington transfer stations, the balance of the transportation
functions and the Hartford Landfill.

11. Reviewed options for plant expansion at the Wallingford facility to improve
. economics and reduce waste exportation costs.

12. Completed a Review of Future Options Plan for the Wallingford facility.

13. Completed a Review of Futare Options Plan for the Bridgeport facility and continued
analysis with the Bridgeport Solid Waste Advisory Board (SWAB).

Since fiscal 1997, a primary Authouty initiative has been to reduce and maintain member tip
fees for all project at “marketplac tipping fees, and continue to increase member delivery
volumes while improving the financial strength of each project. Figure 1 depicts the
relatlonsh1p between the tip fee and deliveries for the Bridgeport Project. As illustrated, there

is an inverse relationship between tipping fees-charges and the amount of waste delivered to a

project for disposal purposes. Member tipping fees were above marketplace levels in fiscal
year 1997 through 1999, and during that time, deliveries of waste on behalf of the member -
towns declined. However, as the Authority successfully reduced member tip fees during

fiscal years 2000 and 2001, deliveries increased. For fiscal year 2002, the Bndgeport project.
tip fees were held constant.

With the exception of the Mid-Connecticut project, the Authority’s other projects were able
to hold tip fees constant or lower during fiscal year 2002 from fiscal year 2001 levels
enabling the Authority to deliver at or below market tipping fees to its members.

In'addition, the projects also accept waste from “spot” market deliveries of in-state and out-

‘of-state waste. Because tipping fees paid by short-term, spot-market deliverers are less than

those paid by member town and long-term contract haulers, the waste delivery mix a project
experiences (the ratio of member waste, contract waste and short-term waste) is vitally
important to overall, economic performance of the system. Figure 2 highlights the
performance of the Authority’s strategy to reduce reliance upon short-term suppliers, and to
deliver improved and more predictable financial results through increased deliveries of
member town waste and longer-term contract deliveries.
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The Wallingford Project

- The Wallingford Project consists of a 420 ton per day mass burn resources recovery facility.

‘The ash residue from the resources recovery facility is disposed of at an in-state landfill
“under contract with a private operator. :

The Wallingford facility began commercial operation in May 1989 and generated power at an
annual average rate of 7.6 megawatts of electrical energy (net of in-plant usage) in fiscal year
2002. Five towns in New Haven County are served by this facility.

The Southeastern Proi_ect

The Southeastern Project consists of a 690 ton per day mass burn resources recovery facility,
located in Preston. The ash residue from the resources recovery facility is disposed of at an
in-state landfill under contract with a private operator.

The Southeastern facility began commercial operation in February 1992. The facility
generated power at an annual average rate of 15.4 megawatts of electrical energy (net of in-

plant usage) in fiscal year 2002, The Southeastern Project serves 16 communities in the
eastern portion of the State. ‘

ﬁﬁh;Proi ect Ventures

I conjunction with the deregulation of the State’s electric industry, the Authority i fiscal

year 2001, purchased certain land and generation equipment owned by Connecticut Light and

. Power (“CL&P”). This acquisition included four Pratt & Whitney Twin-Pac peaking gas
* turbines with a total summer capacity of 152 megawaits and a total winter capacity of 191

megawatts. An operating and license agreement was entered info with CL&P to opérate the

- gas turbines. The Authority entered into an operating and maintenance agreement with

Northeast Generation Services Company to operate the gas turbines and with Covanta Mid-

-Conn, Inc. to operate the steam turbines. Some or all of the Non-Project assets may be

incorporated into the Mid-Connecticut Project.

Administrative Pool

In addition to the Authority’s operating projects, the Authority maintains an Administrative
Pool in which the costs of central administration are accumuiated. These costs are allocated

~ to the Authority’s projects and the non-project ventures group based on efforts expended.

Please refer to Note 1A in the “Notes to the Financial Statements” in the Financial Section of
this report for additional information on the waste management systems.

it




ECONOMIC CONDITION AND OUTLOOK-

The Authority’s four projects delivered mixed econemic performance in fiscal year2002. On
‘the whole, the combined net assets during the fiscal year decreased by $11.1 million. This is
compared to.an increase of $9.5 million during fiscal year 2001 (net of a one-time receipt
from the settlement of a power contract).

Mid-Connecticut Project and Enron Exposure

As part of the national deregulation of the energy industry and the resultant energy contract
buy-downs, the Authority entered into agreements with Enron Power Marketing, Inc.
(“Enron”) and the Connecticut Light & Power Company (“CL&P”) on April 30, 2001 that,
among other obligations, required Enron to pay the Authority a monthly $2.2 million
“capacity charge” for the purchase of steam and an additional monthly charge of $175,000
for conversion of steam into electricity from its Mid-Connecticut facility. As part of this
transaction, Enron received $220 million and the Authority received $59.972 million during
fiscal year 2001. Enron filed for bankmuptcy on December 2, 2001 (fiscal year 2002) and has
not made its monthly capacity, electricity or other payments due since that time. The
Authority, in an effort to generate adequate revenues to pay debt service on its bonds, has
increased the Mid-Connecticut tipping fees, is pursuing remedies in bankruptcy court with
the State’s Attomey General, negotiating with CL&P and other parties for increased electric
rates and has applied for licensure as an electric supplier in the State. The net effect on the
Mid-Connecticut project is the loss of significant monthly operating revenues. .

This situation exacerbates the Authority’s outstanding Mid-Connecticut Bonds, which are
secured by revenues from the participating member towns under service agreements that
commit the towns to deliver a minimum amount of waste to the facility each year. In
addition, some bonds are further secured by the Special Capital Reserve Fund of the State of
Connecticut whereby the State is obligated: to maintain a- minimum capital reserve for the
bonds to the extent the Authority uses monies in the special capital reserve fund to pay debt
service on the Authority’s outstanding bonds. At fiscal year-end, it was unclear whether there
. would be any need for the State to make payments to maintain the minimum capital reserve
requirement due to the non-receipt of payment from Enron. As of June 30, 2002, the
Authority had approximately $211.2 million Mid-Connecticut bonds outstanding of which
the State’s Special Capital Reserve Fund secured approximately $198.1 million.

Also, duriné March 2002, Moody’s Investors Service twice downgraded that portion of the
Mid-Connecticut bonds that were not secured by a municipal bond insurance policy from

“A2” to “Baa3.” The downgrades reflected the loss of revenues associated with the Bnron
bankruptcy.

As a result of these events, the Board of Directors was reconstituted on June 1, 2002, In
addition, the position of President was vacated on April 19, 2002.

In an effort to help ease the Mid-Connecticut project’s financial sifuation, the Connecticut
General Assembly passed Public Act No. 02-46 during April 2002, which authorizes a loan
by the State to the Authority of up to $115 million to support the repayment of the-
Authority’s debt for the Mid-Connecticut facility and to minimize the amount of tipping fee
increases chargeable to the towns which use the Mid-Connecticut facility. No amounts were
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Both member and contract solid waste delivéry volumes increased in fiscal yeér 2002 from
the prior year, while spot deliveries declined for the fifth year in a row. Overall, total

municipal solid waste deliveries increased to a record 2.0 million tons in fiscal 2002, up 2.3%
from the prior fiscal year. '
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At the end of fiscal year 2002, the. Authority successfully came through one of its most
turbulent years, witnessing not only the after-effects of September 11 on insurance premiums
(which wili be increasing dramatically into fiscal year 2003), but also the significant increase
in tipping fees that were passed by the Board of Directors for the Mid-Connecticut project
and the change in leadership of the Authority. Nonetheless, the tip fees adopted for the
ensuing fiscal year were the same as the current fiscal year for the projects, with the

exception of the Mid-Connecticut project, which experienced a 12% increase due to the
_Enron situation, discussed herein.

MAJOR INITIATIVES

Electric Utility Deregulation and Power Diversification

In May 1998, the Connecticut Public Act 98-28 (the “Deregulation Act”) was signed into
law, which provided for the restructuring of the state’s electric industry. While the
Deregulation Act was designed to achieve a number of goals, certain aspects of the law

particularly apply to the Authority and its projects. Three issues of particular importance to
the Authority were as follows:

* CL&P was directed to divest itself of its interest in all power generating facilities,
" which included the South Meadows Station site at which the Mid-Connecticut
Project’s Waste Processing Facility and Power Block Facility were constructed;

* While the Deregulation Act contained provisions intended to protect the electricity
power sales agreements for the Authofity’s projects, CL&?P and United Iluminating
(“UI") took steps to “auction” these historical arrangements, including payment
obligations contained therein, to other parties; and

* The Deregulation Act set in place a mechanism for Connecticut’s regulated industry
to be compensated for historical costs that would not be recovered from customers
going forward (“stranded costs”), which included one-time compensation to either
“buy-down” or “buy-out™ histerical contracts with parties for the supply of electricity
where the price paid was in excess of today’s markeiplace conditions. The
Deregulation Act contained specific provisions related to the “buy-down” or “buy-
out” of such power sales agreements for the Authority’s projects. "The overall goal of
this process was to eliminate “over-market” priced electricity being used in the State.

For all projects, the revenue received from the ‘sale of electricity is a vital component of
project revenues. The Authority’s resources recovery projects produced an average of nearly
130 megawatts of power in fiscal year 2002. The revenues from this production are
substantial and significantly reduce the amount of revenue that would otherwise need to be

raised from tipping fees. Prescrving, enhancing and securing this revenue stream have been,
and continue to be vital to the Authority’s environmental mission., ‘

In recognition of their obligations under the Deregulation Act, CL&P moved to include the
Hartford South Meadows site into its general auction process. Fortunately, the Authority was
able to convince both CL&P and the DPUC that it was inappropriate to have this site
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included in the general auction, and a negotiated transaction resulted which was approved by
the DPUC and implemented in fiscal year 2001. Consequently, the Authority now owns the
site at which it has over $300 million in facility investment, and which is relied upon by
approximately 70 municipalities for waste processing and disposal services. Further, this

acquisition has also brought to the Authority ownership of the 160 megawatt jet turbine
peaking units at the South Meadows site. '

Finally, as part of this “buy-down” the Authority entered inio agreements with CL&P and
Enron, discussed earlier in this letter, which provided the Authority with the funding for the
acquisition of the South Meadows site and for the extensive environmental remediation
associated with the nearly century-long use of the property for electricity generation
purposes. These agreements had originally been anticipated to provide revenues to the Mid-
Connecticut project for the life of the project. However, following Enron’s declaration of
bankruptcy, the Authority is now faced with the loss of a significant capacity charge of $2.2

million per month and the loss of electricity sales that Enron was contractually obligated to

purchase under the agreements.

Debt Refinancing

All four of the Authority’s resources recovery facilitics were ﬁﬁanced in the mid to late

1980°s when interest rates were high relative to today’s rates. There was no new bond -

financing activity during fiscal year 2002, with the exception of the following:

In November 2001, the Authority refinanced two of the Southeast project bonds, replacing

the corporate credit of the isster. These bonds were the $6,750,000 1998 Series A (Duke)

‘Bonds and the $6,750,000 1998 Series A (BFD) Bonds. The corporate credit of both bonds

was replaced with American Ref-Fuel Company, LLC-I and LLC-I, respectively. . These
bonds represent a refinancing of two series of bonds for which the Authority serves as a

conduit issuer. As such; they are not carried on the Authority’s books, nor does the Authority
pay debt service on these bonds.

Plsint Improvement

During fiscal year 2002, the Authority completed the work associated with the installation of
mercury control systems at both the Southeast and Wallingford projects. In addition, the
Authority completed the work associated with the air processing system at the Mid-
Connecticut project. This represented completion of the project designed to eliminate
odorous emissions from the buildings ‘associated with the Mid-Connecticut project. Also
during fiscal year 2002, the installation of the Selective Non-Catalytic Reduction (SNCR) for
nitrogen oxide control was completed at the Bridgeport project. * - - _

Lohg—Term Service Planning

The contractual life of the Authority’s projects (the term of the municipal service contracts,
power contracts, operating contracts and project bonds) extends to between 2008 and 2015,
While this appears to be years away, the Authority has already begun to consider how solid
waste services will be provided beyond the term of the existing projects. During fiscal year
2002, the Authority commissioned and received a “Review of Future Options” report for the
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- Wallingford and Bridgeport projects. These documents are being used as the basis for
moving ahead on additional investigations and negotiations.

Market Competitive Tip Fees

A multi-year initiative was begun in fiscal year 1997 to return and maintain all project tip
fees at market rates. Efforts to reduce fees have included project bond refinancings,
executing enforceable delivery contracts with waste haulers, securing lower cost ash disposal
capacity, staffing reductions, discontinuing use of non-performing landfili assets and

eliminating uncertainties related to the power contracts through settlements with the utility
companies.

These efforts paid off in terms of reduced tip fees. Figure 3 highlights the member tip fees
for all four projects since fiscal year 1997. The Authority has leveraged its service reliability
and market proximity with competitive tip fees to assure waste deliveries by means of

“economic flow control.” Simply put, waste haulers generally seek out the closest reliable
~ disposal option offering a reasonable market price.

The Authority was successful in increasing member waste flow through reductions in tip
fees. With the exception of the Bridgeport project, the Authority’s tip fees were below the
average market rate during fiscal years 2001 and 2002. However, due to the Authority’s
- Enron exposure (discussed previously) the Board of Directors passed a $6 per ton increase in
the Mid-Connecticut project tip fee for fiscal year 2003. In addition, the Bridgeport project
tip fee was also raised $2 per ton due to increases in a variety of expense-related factors
including insurance, recycling and a reduction in interest income.

Figure 3
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FINANCIAL INFORMATION

The Authority’s Board of Directors has the sole power to establish service charges (tip fees)
for the waste disposal services provided by the Authority at the Mid-Connecticut, Bridgeport

- and Wallingford Projects. The Board of Directors of the Southeastern Connecticut Regional

Resources Recovery Authority formally establishes the service charges for the Southeastern
Project. :

The Authority is a component unit enterprise fund of the State. Enterprise funds account for
operations that are financed and operated in a manner similar to private business enterprises.
The acquisition, maintenance and improvement of the Authority’s physical facilities are
financed from existing cash resources or through the issuance of bonds.

The Authority uses the acorual basis of accounting, where revenues are recognized when
cammed and expenses are recognized when incurred. Additional information regarding the

significant accounting policies can be found in the “Notes to the Financial Statements” in the
Financial Section of this report.

Management of the Authority is responsible for establishing and maintaining internal
controls designed to ensure that the assets. of the Authority are protected from loss, theft or
misuse and to ensure that adequate accounting data is compiled to allow for the preparation
of financial statements in conformity with generally accepted accounting principles. The
internal controls are designed to provide reasonable, but not absolute, assurance that these

_objectives are met. The concept of reasonable assurance recognizes that: (1) the. cost of

controf should not exceed the benefits likely to be derived; and (2) the valuation of costs and
benefits requires estimates and judgments by management.

Financial Results

The 2002 fiscal year financial operations showed an operating loss of $0.5 million. Net
assels, net of the proceeds received in fiscal 2001 from settlement of the Mid-Connecticut
energy contract and the Non-Project Ventures turbine operations, decreased 217% from fiscal
2001 to $11.1. Please refer to Summary of Operations and Changes in Net Assets in the
Management’s Discussion and Analysis (“MD&A”) in the Financial Section.

Total operating revenues for fiscal 2002 were $157.5 million, a decreased of 8.2% or $14.0

mitlion. Please refer to Summary of Revenues in the MD&A in the Financial Section of this
report for discussion and analysis on the Authority’s révenues.

Operating expenses increased 2.9% or $4.0 million from fiscal year 2001 to fiscal year
2002. Please refer to’ Summary of Expenses in the MD&A in the Financial Section of this
report for additional discussion and analysis. a

Debt Administration

The Authority issues debt for financing construction and improvements to the solid waste
disposal facilities. In addition, the Authority issues debt to refund existing high interest rate
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debt. At June 30, 2002, the Authority had $238.9 million in outstanding reverue bond debt,
. The outstanding debt by project was as follows: ' '

{$000’s}
‘Mid-Connecticut $208,279
Bridgeport 12,245
Wallingford . 8,404
Southeastern 10,051
Total o 538970

"The outsfanding series of revenue bonds are generally rated by ‘either Moody’s Investor
Service, Inc, or Standard & Poor’s Corporation, or both. Credit features vary across and
within projects. As a result, there are a variety of ratings on Authority issues. Please see

Exhibit 10 in the Statistical Section of this report for a complete listing of outstanding bond
ratings. - ' .

Cash Management

During the year, cash was invested on a short-term basis. The Authority’s primary shori-term
investment vehicle is the Short-Term Investment Fund (“STIF”) operated by the Office of the
State Treasurer. The annualized average yield for STIF for fiscal year 2002 was 2.61%

‘compared to 6.11% in fiscal year 2001. This represents the steady decline in interest rates
experienced in the market during fiscal 2002.

Risk Management

~The Authority purchases commercial insurance for its property and liability needs. The
Authority has secured insurance coverage for a variety of environmental exposures related to
the operation and control of its projects and landfills. Statutory workers’ compensation -
benefits are provided by the Authority’s membership in the Connecticut Interlocal Risk
Management Agency Workers’ Compensation Pool. The Authority also has designated
nearly $8 million of the retained earnings in the Administrative Pool to cover insurance
deductibles and losses not covered by the Authority’s commercial insurance among other
items. The Authority engages in an on-going. evaluation of its risk exposures to prevent

losses where possible and minimize the financial impact of those risks that must be
‘undertaken.

Independent Audit

State statute requires that an annual audit be conducted by an independent certified public
accountant. The accounting firm of Scillia Dowling & Natarelli LLC, was selected in May
1999 to perform audits through June 30, 2002. The auditor’s report on the financial
. statements and supplementary information is included in the Financial Section of this report.
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Certificate of Achievement

The Government Finance Officers Association of the United States and Canada (“GFOA™)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the
Connecticut Resources Recovery Authority for its Comprehensive Annual Financial Report
for the fiscal year ended June 30, 2001. This was the ninth consecutive year that the
Authority has received this prestigious award. In order to be awarded a Certificate of
Achievement, the Authority must publish an easily readable and efficiently organized
Comprehensive Annual Financial Report, which conforms to program standards. The report
must satisfy both generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. The Authority believes
this current comprehensive annual financial report continues to meet the Certificate of

Achievement Program’s requirements and is being submitted to the GFOA to determine its
eligibility for another certificate.

Acknowledgments

We would like to express our gratitude to the many individeals whose support and
cooperation contributed to the production of this report. In addition, despite significant
challenges with the leadership and support of the Board of Directors, the Authority has made

substantial progress towards financial restructuring and return to stable and reliable
performance.

Respectfully

Bettina M. Bronisz
Acting Finance Division Head
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Nhan Vo-Le :
Director of Accounting
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Connecticut Resources' Recovery Authority ‘ '

Board of Directors
as of June 30, 2002

Directors : ' Ad Hoc Directors

" Honorable Michael A. Page, Chairman Mid-Connecticut Project

R. Christopher Blake
Honorable Stephen T. Cassano
Benson R. Cohn

Honorable Mark Cooper
James Francis

Honorable Alex A. Knopp
Honorable Mark A. Lauretti
Theodore H, Martland
Honorable Denise L. Nappier
Raymond J. O’Brien

Marc S. Ryan '
Andrew M. Sullivan

President

Vacancy
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Alphonse S. Marotta
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Bridgeport Project
Vacancy
Vacancy
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Louis L. Rubenstein
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REPORT OF INDEPENDENT AUDITORS -

To the Board of Directors _
Connecticut Resources Recovery Authority
Hartford, Connecticut

We have audited the accompanying statements of net assets of Connecticut Resources Recovery
Authority (2 component umit of the State of Connecticut) as of June 30, 2002 and 2001, and the
related statements of revenues, expenses and changes in net assets, and cash flows for the years
then ended. These financial statements are the responsibility of the Authority’s manpagement.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America and with the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. 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 also includes examining on a test
basis, evidence supporting the amounts and disclosures in the financial statemeénts. An audit also
mcludes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial stalement presentation.  We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Connecticut Resources Recovery Authority as of June 30, 2002 and
2001, and the results of its operations and its cash flow for the years then ended in conformity
with accounting principles generally accepted in the United States of America.

: Certified Public Accountants and Consuitants _ I
Manbme Cente: w 555 Long Wharl Drive m New Haven, £T 06511 » 203. 787 8600 w lax 203.787 8604
© Goodwin Squase ® 225 Asylum Street ® Hartlerd. CT 06103 w 860,24 18962 = lax 860.241.9157




As discussed in Note 1 to the accompanying financial statements, in the year ended June 30,
2002, the Authority has adopted Government Accounting Standards Board Statement No. 34,
Basic Financial Statements — and Management’s Discussion and Analysis — for State and Local
Governments,

The accompanying Management's Discussion and Analysis as listed in the table of contents is not

a required part of the basic financial statements but is supplementary information required by the

Government Accounting Standards Board. We have applied certain limited procedures, which
consist primarily of inquiries of management regarding the methods of measurement. and

presentation of the required supplementary mfonnahon. However, we did not audit the
mformation and express no opinion on it.

Our andit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The combining financial statements listed in the table of contents are presented
for purposes of additional analysis and are not a required part of the financial statements of
Connecticut Resources Recovery Authority. Such information has been subjected to the audltmg
procedures applied in our audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

In accordance with Government Auditing Standards; we have also issued our report dated
September 23, 2002, on our consideration of Comnecticut Resources Recovery Authority’s
internal control structure over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction
with this report in considering the results of our audit.

%XWA&

Hartford Connectlcut
September 23, 2002
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Connecticut Resources Recovery Authority ’

MANAGEMENT’S DISCUSSION AND ANALYSIS

The Connecticut Resources Recovery Authority (the “Authority”) was created in 1973 by an act
of the Connecticut Legislature and is a public instrumentality and political subdivision of the
State of Connecticut (the “State”). The Authority is responsible for implementing solid waste
disposal, recycling and resources recovery systems, facilities and services, Revenues generated
by Authority operations, primarily disposal fees, energy revenues and recycling revenues,
provide for the support of the Authority and its operations on a self-sustaining basis. The State
provides no revenues to the Authority and the Authority has no taxing power. In carrying out
this mission the Authority utilizes private industry to construct and operate solid waste disposal
and resources recovery facilities. The Authority contracts with Connecticut member
_municipalities, non-member municipalities (spot waste), and commercial haulers to provide
. Waste management services and charges fees for these services. These entities must then agree
to defiver 2 minimum amount of solid waste to the facilities. The Anuthority is authorized to issue
tax-exempt bonds and notes to finance its activifies. The Authority’s bonds are generally
secured by service agreements with the participating entities. Authority bonds are also secured
by revenues from the sale of energy generated by the facility and waste from non-municipal

sources. In addition, Authority bonds may also be secured by a special capital reserve fund
(backed by the State) and municipal bond insurance or bank letters of credit. :

The Aauthority has developed and helps oversee four regional waste-to-energy projects across the
State, These facilities in Bridgeport, Hartford, Preston and Wallingford process over 80% of the
State’s waste and serve approximately two out of every three municipalities in the State. The

Authority is also Connecticut's largest recycler, having developed two of the country’s largest
recycling facilities and a statewide transportation network.,

The following Management Discussion and Analysis (“MD&A”™) of the Authority’s activities
and financial performance provide an introduction to the audited financial statements for the
fiscal year ended June 30, 2002 as-compared to June 30, 2001. Following the MD&A are the

basic financial statements of the Authority together with the notes thereto, which are essential to
a full understanding of the data contained in the financial statements. '

The Authority’s financial statements use propriety fund reporting and reports its financial
position in three basic financial statements: (1) a statement of net assets; (2) a statement of
revenues, expenses and changes in net assets; and (3) a statement of cash flows.




‘ ’ _Connecticut Resources Recovery Authority

FINANCIAL POSITION SUMMARY

‘The Aﬁthority’sﬁscal ye-ar 2002 assets decreased by $33.3 million or 7.4% over fiscal year 2001
and liabilities decreased by $22.2 million or 7.1%. Total assets exceeded liabilities by $130.9
million in 2002 as compared to $142.0 million for 2001, or a net decrease of $11.1 million.

STATEMENTS OF NET ASSETS

(In Thousands)
Fiscal Years Ending June 30,
_ 2002 2001
ASSETS: :

Current unrestricted assets $ 94,241 $ 99,835
Current restricted assets 85,339 103,413
" Total current assets 179,580 203,248
' Capital assets 229,151 237,665
Other assets 11,480 - 12,665
Total assets 420,211 453,578

LIABILITIES: _ L
Current liabilities ' 47,137 51,201
Long-term debt outstanding 220,606 238,980
" Landfill closure and post closure 21,548 21,344
Total Habilities n 289,291 311,525
NET ASSETS: .
* Tnvested in capital assets, net of debt 27,037 22,698
Restricted 20,786 ' 21,514
- Unrestricted 83097 97,841
Total net assets 130,920 142,053

FINANCIAL OPERATIONS HIGHLIGHTS

The following is an overview of major changes within the Statement of Net Assets during the
past fiscal year: '

Current unrestricted assets decreased by $5.5 million. This is due primarily to the drawdown
of funds from reserves to cover Operating Expenses in the Mid-Connecticut project due to the

Enron bankruptey (see Enron and Covanta Exposure section herein and Note 7 in the Notes to
Financial Statements section).

Current restricted assets decreased by $18.0 million. This deérease was the result of:

* . Cash and cash equivalents decreased by $18.3 million due the drop in revenue related to

the Enron bankruptcy (see Enron and Covanta Exposure section herein and Note 7 in the
Notes to Financial Statements section).

* Investments increased by $659,000 due to the purchase of a U.S. Treasury Bill,

* Non-Current assets decreased by $9.7 million. This was derived primarily by:

» Capital assets decreased by $8.5 million primarily due to an increased accumulated
depreciation expense of $13.8 million, which was offset by a $3 million land purchase.
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Connecticut Resources Recovery Authority

~* Other assets decreésed by $1.1 million due to an increased accumulated amortization

expense for development and bond issnance costs.

Current Liabilities decreased by $4.0 million. This was derived primarily by:
* Bonds payable decreased by $2.4 million due to two bond issues maturing during fiscal

year 2002: Bridgeport Subordinated Bonds 1991 Series A and Mid-Connecticut System
Bonds 1991 Series A.

Closure and postclosure care of landfills decreased by $1.5 million due primarily to the

closure of the Shelton and Wallingford Landfills during fiscal year 2002. Subsequent
landfill costs are being funded from the postclosure reserve fund.

Long-Term Liabilities decreased by $18.1 million. This was derived primarily by:

Bonds payable decreased by $18.3 million due to regular principal amortization on
Authority bonds. :

SUMMARY OF OPERATIONS AND CHANGES IN NET ASSETS

Net Assets may serve over time as a useful indicator of the Authority’s financial position.

*

STATEMENTS OF REVENUES, EXPENSES

AND CHANGES IN NET ASSETS
(In Thousands)
_ Fiscal Years Ending June 30,
2002 ' 2001

Operating revenues $ 157,513 $ 171,518
+.Operating expenses 141,082 137,056

Excess before depreciation and other non- ‘

operating income and expenses ‘ 16,431 _ 34,462

Depreciation _ ' 16,975 16,710

Income before other non-operating income and

expenses, het 7 (544) 17,752
. Other non-operating income and expenses, net _ - (10,589) 58,313

Increase/(Decrease) in Net Assets (11,133) 76,065

Operating revenues decreased by $14.0 million in fiscal year 2002 or 8.2% from fiscal
year 2001 due primarily to the loss of revenue resulting from the Enron bankruptcy (see
Enron and Covanta Exposure section herein and Note 7 in the Notes to Financial
Statements section). a

Operating expenses, net of depreciation for the same period increased 2.9% due mainly to
increased solid waste operations expenses.

Other non-operating income and expenses. net decreased by $68.9 million at June 30,_

2002 from the same period due mainly to the one-time settlement income of $59.9
million income received in fiscal year 2001 from the Enron energy contract (see Enron
and Covania Exposure section herein and Note 7 in-the Notes to Financial Statements

‘section).
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SUMMARY OF REVENUES

The following chart shows the major sources and the percentage of operatmg revenues for the
- fiscal year ended June 30, 2002:

Eneigy Revenue
26.7%

Ash Disposal

Other Service 2,49

Charges

16.9% Other Income

3.9%

Investment
Income
2.7%

Settiemént
] Income
Charges 0.0%
A73%

Member Service

Percentag'es may not add due to rounding.

Solid Waste tipping fees (member and other service charges) and ash disposal fees account for
two-thirds of the Authority’s revenues. Energy production makes up another 26.7% of revenues.
A summary of revenues for the fiscal year ended June 30, 2002, and the amount and percentage
of change in relation to prior fiscal year amounts is as follows:

SUMMARY OF REVENUES
{Dollars in Thousands)
Increase/ Percent
Percent of {Decrease) from Increase/
2002 Amount - Total 2001 (Decrease)
Operating:
Member Service Charges 76,634 47.3% 2,028 : 2.7
Other Service Charges 27,389 16.9% (2,711 9.0)
Energy Revenue : 43,246 26.7% (11,864) (21.5)
Ash Disposal 3,945 2.4% : 224 6.0
Other Income o 6,299 3.9% (1,682) {21.1)
"Total Operating Revenues 157,513 ' 97.3% (14,005) (8.2)
Non-Operating: 7
" Investment Income 4,388 2.7% (3,934) 47.3)
Settlement Income : 0 0.0% (66,841) (100.0)
Total Non-Operating Revenues 4,388 279% (70 775) 7 (94.2)
TOTAL REVENUES 161,901 100.0% ( 84 780! | §34.4!

Percentages may not add due to rounding.
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Overall, fiscal year 2002 revenues declined by 34.4% over fiscal year 2001. The following
discusses the major changes in operating and non-operating revenues of the Authority:

*  Other service charges, which represent spot waste baulers, decreased by $2.7 million or
9.0% from fiscal year 2001 to 2002. The decrease in spot hauler waste is offset to an
increase of $2.0 million of member service charges. :

* Energy Revenue decreased by $11.8 million or 21.5% from fiscal year 2001 due to the
absence of capacity payments duc the Authority under its contract with Enron (see Enron
and Covanta Exposure section and Note 7 in the Notes to Financial Statements section).

‘This decrease was slightly offset by increased revenues realized from the Jet turbine
engines purchased late in fiscal year 2001. ' -

*  QOther Income decreased by 21.1% or $1.6 million over the same period due to lower-
recycling sales caused by the declining recyclable commodities market and the general
economic downturn. :

* Investment income decreased $3.9 million from fiscal 2001 to 2002 or 47.3% due to
overall market declines and lower returns on the Authority’s investments. "

* Seftlement income represents a one-time gain of $59.9 million received in fiscal year
2001 from the Enron energy contract (see Enron and Covanta Exposure section and Note
‘7.in the Notes to Financial Statements section). ' '

SUMMARY OF EXPENSES

The following chart shows the’major sources and the pérccntage of operating expenses for the
fiscal year ended June 30, 2002: '

Closure/Postclosure
0.5%

Solid Wasie

Operations .

© 75.2% Maintenance and
Utilities
2.1%

| Project Admin,

3.8%

Depreciation

97%

Other Bond Interest
0.3% -Hxpense
8.4%

Day-to-day Solid. Waste Operations is the major component of the Authority’s expenses
accounting for over 75% of the expenses in fiscal 2002, A summary of expenses for the fiscal
vear ended June 30, 2002, and the amount and percentage of change in relation to prior year
amounts is as follows: '
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SUMMARY OF EXPENSES
(Dollars in Thousands)
Increalse/ ‘ Percent
Percent of {Decrease) from Increase/ .
2002 Amount Total 2001 (Decrease)
* Operating: '
Solid Waste Operations 130,051 75.2% 5,427 44
Maintenance and Utitities 3,565 - . 21% (493) (12.1)
Project Adminisiration 7 6,619 ' 3.8% L)) ’ 8.0y
Closure and Postclosure 847 0.5% - (331) . (28.1)
Total Operating Expenses 141,082 . 81.5% ' 4,026 29
Depreciation 16,975 9.8% 387 2.3
Non-Operating: _ : :
Bond Interest Expense 14,456 8.4% (1,320) 8.4)
Other (revenues) expenses 521 0.3% (553) {(5L.5)
Total Non-Operating Bxpenses 14,977 8.7% a873) aLy
TOTAL EXPENSES 173,034 100.0% 2,540 1.5

Percentages may not add due to rounding.

In general the Authority’s expenses remained fairly constant between fiscal year 2001 and 2002
increasing by 1.5% in total. Notable differences between the years mclude

* Solid Waste Operations increased by $5.4 million primarily due to annual contraciual

increases to the operators of the resource recovery facilities and plant upgrades to comply

with stricter emission regulanons

'+ Maintenance and utilities expenses decreased $493,000 from fiscal year 2001 to 2002 or

12.1% due to slightly less expended for construction projects in fiscal year 2002.

* Landfill closure and post-closure costs decreased 28. 1% or $331 000 due to the closure of
the Shelton and Wallingford andfills.

* Other (revenues) expenses, shows the net difference between investment income, bond
expense, property gains and losses, GAAP offsets and use of prior years retained
earnings, among others. This amount decreased by $553,000 from fiscal year 2001 fo

2002 due primarily to-a $591,000 decrease in the use of prior years retained earnings for
the Wallingford project.

ENRON and COVANTA EXPOSURE

As part of the national deregulation of the energy industry and the resultant energy contract buy-
- downs, the Authority entered into agreements with Enron Power Marketing, Inc. (“Enron”) and
the Connecticut Light & Power Company (“CL&P”) on April 30, 2001 that, among other
obligations, required Enron to pay the Authority a monthly $2.2 million “capacity charge” for the
purchase of steam and an additional charge for conversion of steam into electricity from its Mid-

]
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Connecticut facility. As part of this transaction, Enron received $220 million and the Authority
received $59.972 million during fiscal year 2001. Baron filed for bankruptcy on December 2,
2001 and has not made its monthly capacity, electricity or other payments due since that time.
The Authority, in an effort to generate adequate revenues to pay debt service on its bonds, has
increased the Mid-Connecticut tipping fees, is pursuing remedies in bankrniptcy court with the
State’s Attorney General, negotiating with CL&P and other parties for increased electric rates
and has applied for licensure as an electric supplier in the State,

Also Covanta Mid‘-Conn.,'hlc., the operator of the steam and electricity production components
of the Mid-Connecticut facility, and Covanta Projects of Wallingford, L.P., the operator and
lessee of the Wallingford facility, filed for bankraptcy on April 1, 2002. Thus far the bankruptcy
has not affected Covanta’s operation of either the Mid-Connecticut of Wallingford facilities..

The State is obligated to maintain the minimum capital reserve for the Mid-Connecticut bonds to
the extent the Authority uses monies in the special capital reserve fund to pay debt service on the
Authority’s outstanding bonds. It s unclear at this time whether there will be any need for the
State to make payments to maintain the minimum capital reserve requirement. During April
2002, the General Assembly passed Public Act No. 02-46 which authorizes a loan by the State to
the Authority of up to $115 million to support the repayment of the Authority’s debt for the Mid-
Connecticut facility. No amounts were drawn down through June 30, 2002.

SUMMARY OF CASH FLOW ACTIVITIES

The following shows a summary of the major sources and uses of cash and cash equivalents for
the past two fiscal years. Cash equivalents are considered cash-on-hand, bank deposits and
highly liquid investments with an original maturity of three months or less.

STATEMENTS OF CASH FLOWS
(In Thousands)

Fiscal Years Ending June 30,

2002 ) 2001

' Cash flow from operating activities , '$ 17,209 $ 110,085

Cash flow from investing activities 4,165 8,994

Cash flow from capital and related financing activities (44,933) (73,192)

Net increase (decrease) in cash and cash equivalents (23,559) 45,887
Cash and cash equivalents: '

" ‘Beginning of year 177,705 131,318

End of year 154,146 177,705

The Authority’s available.cash and cash equivalents decreased $23.6 million from $177.7 million
at the'end of fiscal year 2001 to $154.1 million at the end of fiscal year 2002 due to the negative
flow of funds used by operations and decreased investment income, as described below: '

o. Cash flow from operating activities for the fiscal years as indicated above represents the net
- difference between cash received for services and cash paid to suppliers. For the fiscal year

- 2002, this net figure was $92.8 million less than 2001 and was mainly-due to an $81.3
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million decrease in cash received from providing services representing the $66.6 million
settlement income’ received in fiscal year 2001 and approximately $19.6 million in

- uncollected capacity and energy payments due from Earon (see Enron and Covanta Exposure
section and Note 7 in the Notes to Financial Statements section).

Cash_flow from_investing_activities represents the net difference between interest on

investments of Authority funds and accounts plus any maturing investments versus the
purchase of investment securities. For the fiscal year 2002, this net figure was $4.8 million
less than 2001 and was mainly due to a decrease of $3.6 million in investment income
representing the steady decline in interest rates experienced in the market during the year.

Cash flow from capital and related financing activities represents the net difference between
total proceeds from bond or equipment sales and total costs involved with bonding, landfill
closure and postclosure, debt service expenses, and capital acquisition. For the fiscal year
2002, this net figore improved by $28.2 million over 2001 and was mainly due to a
combination of no proceeds from bond sales during 2002 and a $43.1 million decrease in
capital acquisition costs. During fiscal year 2001, capital acquisition costs were $50.5
million and represented Mid-Connecticut purchases related to the Non-Project Venture
generation equipment and buildings; the construction of an air processing system; and the
construction of a maneuvering hall for delivering solid waste.

LONG-TERM DEBT ISSUANCE, ADMINISTRATION and CREDIT RATINGS

-The following table highlights the municipal bond issued and outstanding as of the fiscal year

ending June 30, 2002. Also included is the outstanding credit rating for each issue.

STATUS OF OUTSTANDING BONDS ISSUED AS OF FISCAL YEAR 2002

Standard &

X= ORIGINAL
Por's  Moody's SCRF Matwity  AMOUNT PRINCIPAL
swgiEs Batin __ Ratieg BACKED PATED _ Date _ BONDED  QUISTANDING
MID-CONNECTICUT PROJECT '
1991 Seties A - Recyling AA Al X omIS®T uasen 7,735,000 0
. 1996 Serics A - Project Refinancing AAA A X OR2096  1M15M2 209,675,000 193,170,000
1997 Seriss A - Project Construction AAA Asa X omiseT 111506 8,000,000 4,880,000
2001 Serics A - Project Construction A Bead oMis0l  LASN2 13210000 13210000
711,260,000
BRIDGEPORT PROJECT
1991 Series A - Recycling AA - X ossm - vim 9,480,000 -
1999 Series A - Project Refinancing AAA Asa 0899 1/1/09 141,695,000 114,790,000
2000 Serics A - Refinancing (Partial Insurznce) AHAAA  A3/Ama 080100 1109 9200000 7875.000
09,00 -
WALLINGFORD PROJECT -
199 Serics One - Subordinated - A 080191 /15705 7,000,000 4,000,000
1998 Serics A - Project Refinancing AAA Aza 1002398 1115/08 33,790,000, 29,100,000
33,100,000
SOUTHEAST PROJECT B
1989 Series A - Project Refinancing AA A2 X o6oMEs  1Asn 3,935,000 2,630,000
1998 Serics A - Project Refinancing AAA Ana X 01898 UASNS 27,650,000 77,140,000
CRRA-CORPORATE CREDIT REVENUE BONDS _ :
1992 Series A - Corp, Credit - - WO A 30,000,000 30,000,000
2001 Series A - American RefFuol Company LG — M WASOL 1ASAS 6,150,000 6,750,000
- 2001 Sories A - American Ref-Fuel Company LLG-H Baz? 15101 111515 6750,000, £.750.000
: —— 123,270,000
TOTAL BONDS OUTSTANDING $74,570.000 267,295,000
OUTSTANDING SCRF BONDS : $I77820.000

10

[PPSR

et s ety

[ ——

[ TURE




Connecticut Resourcos Recovery Authority

The ratings of the Authority’s outstanding bonds were unchanged during fiscal year ending June
30, 2002 with one exception: the Mid-Connecticut System Subordinated Revenue Bonds, 2001
Series A. Of the three outstanding Mid-Connecticut system bond issues, the 2001 Series A
‘bonds are subordinated debt that is not secured by the State’s special capital reserve fund and do
not carry municipal bond insurance. Moody’s Investor Service downgraded this series of bonds
twice, due to the Authority’s Enron exposure at the Mid-Connecticut facility (see Enron and
Covanta Exposure section and Note 7 in the Notes to Financial Statements section). The other
major bond rating agency, Standard & Poor’s, maintains its “A” rating on the bonds.

Chronology of Mid-Connecticut 2001 Series A Bonds Downgrades by Moody’s Investors Service

: Currently Original Downgrade
Bond Series | Original Issue ‘Outstanding Moody’s Rating on Downgrade Rating

Par Amount | Par Amount Rating March 11, on March 27, 2002
($000) ($000) 2002 -
2001Series A $13.210 $13210 A2 Baal Baa3l

(Subordinated)

with negative outlook

During the fiscal year ended June 30, 2002 the following bond issues were refinanced:

, ‘ Refinancing - Original Issuc
.| Project Series Purpose Issuance Date Par Amount
- : 7 . . ($000)
Southeast 1998 Series A Refinance November 15,
(Duke) - 2001 $6,750
‘| Southeast 1998 Series A Refinance ‘November 15,
(BFD) ‘ 2001 . $6,750

These bonds represent a refinancing of two series of bonds for which the Authority serves as a

conduit issuer. As such, they are not carried on the Authority books, nor does the Authority pay
" debt service on these bonds. '

1
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STATEMENTS OF NET ASSETS EXHIBIT I
AS OF JUNE 30, 2002 AND 2001
(In Thousands)
ASSETS ‘ . 2002 2001
CURRENT ASSETS
Unrestricted Assets:
Cash and cash equivalents _ $69,705 $74,879
Service payments receivable 11,683 13,876
Accounts receivable 1411 6,086
Accrued interest and other receivables 380 550
Prepaid expenses : 1,519 908
Inventory - . . 3,543 3,536
Total Unrestricted Assets ' 94,241 99,835 .
Restricted Assets: . ; :
Cash and cash equivalents B4,441 102,826
Investments S 659 7 L
Accrued interest receivable 239 587
Total Restricted Assets ‘ o ' 85,339 103,413
Total Current Assets ' 179,580 - 203,248
NON-CURRENT ASSETS ‘ C
Capital A_ssets, net ) 229,151 237,665
Development and Bond Issuance Costs 11,430 : 12,665
Total Non-Current Assets 7 . 240,631 250,330
- TOTAL ASSETS ' $420,211 . $453578
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES -
Current portion of bonds payable, net , 318,373 $20,802
Current portion of closure and postclasure care of landfills 7 - 1,3%7 2,816
Accounts payable and accrued expenses : 27,447 27,583
Total Current Liabilities 47,137 51,201
LONG-TERM LIABILITIES
Bonds payable, net ' ' 220,606 238,980
Closure and postclosure care of landfills - 21,548 21,344
Total Long-term Liabilities . 242,154 260,324
Total Liabilitics 289,291 311,525
NET ASSETS o
Invested in Capital Assets, net of Related Debt ©271,037 22,698
Restricted 20,786 21,514
Unrestricted : . 83,097 97,841
Total Restricted and Unrestricted 103,883 119355
Total Net Assets 130,920 142,053
TOTAL LIABILITIES AND NET ASSETS $420,211 $453,578

The accompanying notes are an integral part of these financial statements.
‘ o 12
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o STATEMENTS OF REVENUES, EXPENS_ES AND _ EXHIBIT 1
CHANGES IN NET ASSETS
FOR THE YEARS ENDED JUNE 360, 2002 AND 2001
(In Thousands)
Operating Revenues 2002 2001
Service charges:
Members $76,634 $74,606
. Other . 27,389 30,100
Energy generation ' 43,246 55,K10
Ash disposal fees 3,945 3,721
Other income 6,299 7,981
Total operating revenues . A 157,513 171,518
Operating Expenses
Solid waste operations 130,051 124,624
Depreciation and amo_rﬁzation ) . . 16,975 16,710
Maintenance and utilities 3,565 4,058
Closure and postclosure care of landfills ' 847 1,178
Project administration - 6,619 7,196
Total operating expenses ' ' 158,057 153,766
Operating (Loss) Income : (544) 17,752
Non-Operating (Expenses) and Income
Investmeit income 4,388 3,322
Sertlement income . 0 66,841
Bond interest expense (14,456) (15,776}
" Other (521) {1,074)
Total Non-Operating (Expenses) and Income (19,539) 58,313
Net Assets
(Decrcase} Increase in Net Assets {11,133) 76,065
Total Net Assets, beginning of year _ 142,053 65,988
Total Net Assets, end of year _ $130,920 $142,053

The accompanying notes are an integral part of these financial statemeénts, -
' 13 ‘
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STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2002 AND 2001 EXHIBIT 111
: (In Thousands)
. . 2002 2001
Cash Flows From Operating Activitics
Cash received from providing services $161,953 $243,343
Cash paid to supplicrs (140,966} (128,627)
Cash paid to municipalities for rebates (559) (1,150)
Cash paid to employees (3,219 (3,481)
Net Cash Provided by Operating Activities 17,209 110,085
" Cash Flows From Investing Activities
Interest on investments 4,842 8,461
. Proceeds from sale and maturities of investment securities 0 289
'Purchase of investment securities (677) (356)
Net Cash Provided by Investing Activities 4,165 8,994
Cash Flows From Capital and Related Financing Activities .
- Proceeds from sale of bonds 1) 23,084
Proceeds from disposal of equipment 255 58
Refunding of debt 0 (112
Bond issuance costs incurred 0 (599)
Payment of landfill closure and postclosure care liabilities (2,140) (2,011
Tnterest paid on bonds 13,979) (15,224)
Principal paid on bonds (21,498) (27,733)
Acquisition and construction of capital assets (7,484) (50,575)
Net Cash Used for Capital and Related Financing Activities 44,837y {73,112)
Cash Flows Fiom Non-Capital Financing Activities :
Other interest and.fees . (96} 80
Net Cash Used for Non-Capital Financing Activities {96) (80)
Net (decrease) increase in cash and cash equivalents (23,559) 45,887
Cash and cash equivalents, beginning of year 177,705 | 131,818
Cash ard cash equivalents, ending of year $154,146 $177,705
Reconciliation of Operating Income to Net Cash Provided By Operating Activities:
Operating (loss) income : (3544) $17,752
Adjustments to reconcile operating i income to net cash
provided by operating activities:
Settlement income ’ 0 66,841
. Depreciation of property, plant and equipment 15,78% . 15,464
Amortization of development and bond issuance costs 1,187 1,246
Provision for closure and postclosure care of landfills 847 1,178
Other nonoperating revenues . 0 B X
Rebate to municipalities (559) (1,150)
(Increase) decrease in: :
Accounts receivable ) (1,325) 4,419
Accrued interest and other receivables 171 794
Inventory e} - (533)
Service payments receivable 2,193 - (68}
Prepaid expenses (611) ©229
(Decrease) Increase in:
Accounts payable and accreed expenses 68 3,870
Net Cash Provided by Operating Activities $17,209 $110,085

The accompanying notes are an integral part of these finsncial statements.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2002 AND 2001

1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

A. Entity and Services

The Connecticut Resources Recovery Authority
(Authority) is a body politic and corporate, created in
1973 by the State Solid Waste Management Services
Act, constituting Chapter 446e of the Connecticut
General Statutes. The Authority is a public
instrumentality and political subdivision of the State
of Connecticut (State) and is included as a component
unit in the State’s Comprehensive Annual Financial
Report. The Authority Board of Directors consists of
thirteen full members and eight ad-hoc members,
The Govemor of the State appoints three full
members and all eight ad-hoc members. Eight. full
members are appointed by the State legislature and
two full members are ex-officio. The Treasurer of the
State approves the issuance of all Authority bonds
and notes. The State is contingently liable to restore
deficiencies for certain Authority bonds. The
Authority has no taxing power.

The Authority has responsibility for implementing
solid waste disposal and resources recovery systems
and facilities throughout the State in accordance with
the Stite Solid Wastc Management Plan. To
accomplish its purposes, the Authority is empowered
to determine the location of and construct solid waste
management projects, to own, operate and maintain
waste management projects or to make provisions for
~operation and maintenance by contracting with
private industry. The Authority is required to be self-
sufficient in its operation; that is, revenmes from user
services and sales of products, such as electricity,
cover the cost of fulfilling the Authorily's mission.

The Authority is comprised of four comprehensive
solid waste disposal systems, a Non-Project Ventures
group of accounts and an Administrative Pool. ¥ach
of the operating systems has a vnique  legal,

contractual, financial and operational structure
described as follows:

Mid-Connecticut Project

The Mid-Connecticut Project consists of a 2,710 ton
per day refuse derived fuel Resources Recovery
Facility located in Hartford, Connecticut, four
transfer stations, the Hartford Landfill, the Elington
Fandfill and a Regional Recycling Center located in
Hartford, Connecticut.  This system of facilities
provides solid waste disposal services to seventy
Connecticut municipalities through service contract
arrangements. - The Authority owns the. Resources
Recovery Facility, the transfer stations, the Ellington
Landfill and the container-processing portion of the
Regional Recycling Center. ‘Fhe Authority leases the
land for the Essex transfer station and paper
processing portion of the Regional Recycling Center.
The Authority controls the Hartford Landfill under a
long-term lease with the City of Hartford. The

-Authority leases the paper processing facility of the

Regional Recycling Center to a private vendor.
Private vendors under various operating contracts

conduct: operation of the facilities. ‘Al revenue

generated by the facilities accrues to the Authority,

‘Certain operating - contracts -have provisions for

revenue sharing with a vendor if prescribed operating
parameters arc¢ -achieved.  The Authority has
responsibility for all debt issued in the development
of the Mid-Connecticut system. T

Bridgeport Project

The Bridgeport Project consists of a 2,250 ton per
day mass bum Resources Recovery Facility Iocated in
Bridgeport, Connecticut, eight transfer stations, the
Shelton Landfill, the Waterbury Landfill and a
Regional Recycling Center located in Stratford,
Connecticut. The Bridgepoit Project provides solid
waste disposal services to eighteen Connecticut
municipalities in Fairfield and New Haven Counties
through service contract arrangements. The
Authority holds title to all facilitics in the Bridgeport
system. The Resources Recovery Facility is leased to
a private vepdor under a long-term sales-type
arrangement until December 2008, with several
renewal option provisions. The private vendor has
beneficial ownership of the facility through this

15
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arrangement. ‘The vendor is obligated to pay for the

costs of the facility including debt service (other than
the portion allocable to Authority purposes for.which
the Authority is responsible). The Authority derives
its revenues from service fees charged to member
municipalities and other system users. The Authority
pays the vendor a contractually specificd disposal fee.

“Energy and nonmember town revenues accrue to the
vendor.

Wallingford Project

The Wallingford Project consists of a 420 ton per day
mass bum Resources Recovery Facility located in
Wallingford, Connecticut
Landfill. Five Connecticut municipalities in New
Haven County are provided solid waste disposal
services by this system through service contract
arrangements. The Authority leases the Wallingford
Landfill and owns the Resources Recovery Facility.
The Resources Recovery Facility is leased to- a
private vendor under a long-term arrangement. The
private vendor has beneficial ownership of the facility
through this arrangement. The vendor is responsible
for operating the facility and servicing the debt {other
than the portion aliocable to Authority purposes for
which the Authority is responsible). The project’s
revenues:are. primarily service fees charged to users
and fees for electric energy generated. The Authority

pays the vendor a contractnally determined service
fee.

Southeastern Project

The Southeastern Project consists of a 690 ton per
day mass burn Resources Recovery Facility located in
Preston, Connecticut and the Montville Landfill. The
system provides solid waste disposal services to
sixteen .Connecticut municipalities in the eastern
portion of the State through service contract
arrangements. The Authority owns the Resources
Recovery Facility. K is leased to a private vendor
under a long-term lease. The private vendor has
~ beneficial ownership of the facility through this
arrangement. The vendor is obligated to operate and
maintain the facility and service the debt {other than
the portion allocable to Authority purposes for which
- the Authority is responsible). The Authority. derives
revenues from service fees charged to participating
municipalities and pays the vendor a service fee for

the disposal service. Electric energy and nonmember

town revenues accrue to the vendor with certain

and the Wallingford .

contractually prescribed credits to the service fee for
these revenue types.

Non-Project Ventures

In conjunction with the dercgulation of the State’s
electric industry, the Authority currently owns four
Pratt & Whitney Twin-Pac peaking gas turbines, and
certain land and asset acquired from the Connecticut
Light & Power Company (“CL&P™). An operating
and license agreement was entered into with CL&P ‘to
operate the gas turbines. Operating and maintenance
agreements were entered into with Northeast
Generation Services Company to operate the gas
turbines and with Covanta Mid-Conn, Inc. to operate
the steam turbines. Some or all of the Non-Project
assets may be incorporated into the Mid-Connecticut
Project. _

Administrative Pool

The Authority has an Administrative Pool in which
the costs of central administration are accumulated.
These costs are allocated to the Authority’s projects
and non-project venmtures group based on time
expended.

B. Adoption of Governmental Accounting
Standards Board Statement No. 34

On July 1, 2001, the Aunthority adopted GASB
Statement No. 34, Basic Financial Statements — and
Management Discussion and Analysis — for State and
Local Governments. The adoption of Statement No.
34 required the Authority to make several changes to
the presentation of its basic financial statemeits in
addition to requiring' the presentation of the
Authority’s Management Discussion and Analysis
(MD&A). MD&A is considered to be required

_ supplemental information and precedes the financial

statements. The 2001 financial statements have been
restated to conform to the current year presentation.

C. Measurement Focus, Basis of Accounting and
Basis of Presentation :

The accounts of the Authority are organized as
Enterprise Funds, each of which is considered a
separate accounting entity. Each fund is accounted
for by a scparate set of self-balancing accounts that
comprise its assets, liabilities, fund equity, revenues
and expenses. : o
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Enterprise funds arc established to account for
operations that are financed and operated in a manner
similar 1o private business enterprises, where the
intent is that the costs of providing goods or services
on a continuing basis are financed or recovered
primarily through user charges.

Enterprise funds are accounted for on the flow of
economic resources measurement focus and use the
accrual basis of accounting. Revennes are recognized
when earned and expenses are recognized when
incurred. Interest on revenue bonds, used to finance
the construction of certain assets, is capitalized during
the construction period net of interest eamed on the
investment of unexpended bond proceeds.

~ The financial statements are presented in accordance
with Altemative #1 under Governmental Accounting
Standards Board (GASB) Statement No. 20, and the
Authority follows (1) all GASB pronouncements and
(2} Financial Accounting Standards Board Statements
and Interpretations, Accounting Principles Board
Opinions and Accounting Research Bulletins issued
on or before November 30, 1989, except those which -
‘conflict with a GASB pronouncement.

D. Estimates

The preparation of financial statements in conformity
with accounting principles generally accepted in the
United States of America 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 balance sheets and the reported amounts
of revenues and expenses during the reporting period.
Such estimates are subsequently revised as deemed
necessary. when additional information becomes
available. "Actual resulis could differ from those
estimates.

E. Cash and Cash Equivalents

For purposes of the Statements of Cash Flows, all
unrestricted and restricted highly liquid investments
and those with maturities of three months or less when
purchased are considered to be cash equivalents.

¥, Receivables

Receivables are shown net of an allowance for the
estimated portion that is not expected to be collected.

The Authority performs ongoing credit evahations -
and generally requires a guarantee of payment form
of collateral. Service payments receivable are stated
net of an allowance for the estimated portion that is

not expected to be collected of $220,000 at June 30,
2002 and 2001,

G. Inventory

Inventory is valued at the lower of cost (first-in/first
out} or market.

H. Investments

" Investments are stated at fair value. Gains of losses

on sales of investments are determined usmg the
specific identification method.

Interest on investments is recorded as revenne in the
Year the interest is earned, unless capitalized as an
offset to capitalized interest expense on assets
acquired with tax-exempt debt.

1. Restricted Assets

Under provisions of various bond indentures and
certain other agreements, restricted assets are used for
debt service, special capital reserve funds and other

debt service reserve funds; development, construction
and operating costs.

L I)e;’elopment Costs

Costs incurred during the development stage of an
Authority project, including, but not limited to, initial
planning, pemmitting and bond administration costs,
are capitalized. When the project begins commercial
operation, the costs are amortized using the straight-
line method over twenty to twenty-five year periods.

At June 30, 2002 and 2001, accumulated amortization
of development costs for the projects is as follows:

Project : | '

{000's) 2002 2001
Mid-Connecticut $2,336 $2,179
Wallingford 3,683 3,400
Southeastern : 4,516 4,124
Total ' $10.535 $9.703
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K. Capital Assets

Capital assets with a useful life in excess of one year
are capitalized at historical cost. Depreciation of
exhaustible fixed assets is charged as an expense
against operations. Depreciation has been provided
over the estimated ussful lives using the straight-line
method. The estimated useful lives of landfills are
based on the estimated years of available disposal

capacity. The estimated uscful lives of other capital
assels are as follows:

Capital assets I Years
Resources Recovexy Buildings 30 .
Other Buildings 20
Resources Recovery Equipment 30
. § Gas and Steam Turbines 10-20
Recycling Equipment 10
Rolling Stock and Automobiles 5
Office and Other Equipment 3-5
Roadways 20

L. Other Financing

The Authority has issued several bonds pursuant to
Indenture Agreements with a Trustee to fund the
construction of waste processing facilities by
independent contractors/operators. These bonds are
payable from a pledge of revenues derived primarity
under Fease. or Loan Agreements between the
Authority and the operators.

The Authority ‘does not become involved in the
construction activities or the repayment of the debt
refated to the waste processing facilities {other than
the portion allocable to ‘Authority purposes). A
Trustee ‘administers debt service. The Authority has
not guaranteed repayment of debt service in the event
of default; therefore, the Authority does not record

the debt or the related capital lease receivable in its
financial statements.

The portion of all bond issues allocable to Authority
purposes is recorded as Jong-term debt.

M. Compensated Absences

The Authority’s liability for vested accumulated

unpaid vacation, sick pay and other employee benefit
amounts is recorded on an acerual basis.

N. Net Assets

Invested in capital assets, net of related debt, consists
of capital assets, net of accumulated depreciation and
reduced by the outstanding balances of bonds that are
attributable to the acquisition, construction, or
improvement of those assets.

Unreserved net assets represent the net assets
available to finance future operations or for
distribution.

Reservations of net assets are limited to outside third
party restrictions and represent the net assets that
have been legally identified for specific purposes.
Reserved retained earnings at June 30, 2002 and 2001
are summarized as follows:

Reserved Net Assets

{000's) 2002 2001 .
Debt principal payment $11,694 $13,095
Operating and m_ainfenancc 3,336 3,245
Equipment replacement 3,185 3,098
Regional recycling center
equipment 1,371 1,367
Landfill custodian accounts 679 7 671 |
Mercury Public Awareness 21 38
Fota $20.786  $21,514
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2. CASH, CASH EQUIVALENTS AND
INVESTMENTS

The Connecticat General Statutes authorize the
Authority to invest funds in obligations of the United
States or any state or other tax-exempt political
subdivision under certain conditions. Funds may also
be deposited in the Short Term Investment Fund

(STIF) administered by the Office of the Treasurer of
the State.

STIF is an investment pool of short-term money

market instruments that may include adjustable-rate
federal agency and foreipn government securities
whose interest rates vary directly with short-term
money market indices and generally are reset daily,
monthly, quarterly.. and semi-annually. The
adjustable-rate securities have similar exposures to
credit and legal risks as fixed-rate securities from the
same issuers. The fair value of the position in the
pool is the same as the value of the pool shares.

The Authority's pripary investment tools are STIF
and treasury securities. :

A. Deposits

At June 39, 2002 and 2001, the carrying amounts of
the Authority’s deposits were $2,586,000 and
$1,439,000, respectively, and the bank balances were
$5401,000 and $3,075,000, respectively. OfF the
" bank balances, Federal Depository Insurance covered
at risk category 1, $200,000 and $100,000, at June
30, 2002 and 2001, respectively. The remaining bank
balances of $5,201,000 and $2,975,000 at June 30,

2002 and 2001, respectively, were categorized at risk
category 3.

Category 3 deposxts are those bank balances which
are wninsured and are either not collateralized, or
collateralized with securities held by the pledging
financial institution, or by its trust department or
agent, but not in the name of the Authority. The
minimum amounts of the Authority’s category 3 bank
balances collateralized at June 30, 2002 and 2001
were $540,000 and $308,000, respectively. The
remaining category 3 bank balances of $4,661,000
and $2,668,000 at June 30, 2002 and 2001,
respectively, were not collateralized.

The following table is a summary of GASB Statement
No. 3 deposits reconciled to Total Cash and Cash

Equivalents (unrestricted and restricted) at June 30,
2002 and 2001.

(000's) | 2002 | 2001

Total Deposits $2,586 $1,439
STIF 146,618 172,959
U. 8. Treasury Open End

Mutual Fund 4,942 2,637
U.S. Treasury Bills (not

classified as '

investments) 0 6701
Total Cash and Cash )

Eqguivalents

(unrestricted and

restricted) $154146  $177,705

B. Investments

Investments, under GASB Statement No. 3, are
cateporized to give an indication of the level of risk
assumed. by the Authority at year-end. Category 1
includes investments that are insured or registered or
for which the Authority or its agent in the Authority’s
name holds securities. Category 2 includes uninsured
and unregistered investmuents for which a.
counterparty holds the securities by a counterparty’s
trust department or agent in the Authority’s npame.
Category 3 includes uninsured or unregistered
investments for which the. securities are held by a

counterparty’s trust department or agent, but not in
the Authority’s name,

At June 30, 2002, investments as defined by GASB
Statement No. 3 were U. S. Treasury Notes in the fair
value amount of $659,000 classified in Risk Category
3. At June 30, 2001, investments, so defined, were
U.S. Treasury Bills in the amount of $670,000 (with
maturities less than 90 days classified as cash
equivalents} classified in Risk Category 3.
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3. CAPITAL ASSETS

Co-incident with the March 2001 assignment of the
Mid-Connecticut Project Energy Confract explained
in Note 7, the Authority purchased cértain generation
equipment and land at the Mid-Connecticut Project
for a total value of $35,087,000.

A summary of capital.assets at June 30, 2002 and
2001 is presented as follows:

~ Classification )
{(000's) 2002 2001
Land | 327,774 $24,333
Plant _ 198,651 184,941
Equipment 192,818 | 193,903
Construciion in progrcsé 30 16.3 14
Subtotal 419,273 413,991
_ Less accumulated
depreciation 190122y ¢ 176,326)
Capital assets, net 3229151  $237.665

Interest is capitalized on assets acquired with tax-
exempt debt. The amount of interest to be capitatized
is calculated by offsetting interest expense incurred
from the date of borrowing until completion of the
projects with interest eamned on invested proceeds
over the same period. During fiscal 2002 and 2001,
there was no interest capitalized in capital assets.

4. LONG-TERM DEBT

The principal long-term obligations of the Authority

are special obligation revenue bonds issied to finahce.

the design, development and comstruction of
resources recovery and recycling facilities and
landfills throughout the State. These bonds are paid
solely from the revenues generated from the
operations of the projects and other receipts, accounts

and monies pledged in the respective bond

indentures. :

In January 2001, the Anthority issued $13,210,000
Mid-Conmecticut 2001 Series A bonds. The proceeds
were used towards the construction of (i a
maneuvering hall for delivering solid waste and (ii)

an air processing system at the Mid-Comnecticut
facility.

In August 2000, the Authority issued $9,200,000
Bridgeport 2000 Series A bonds with an average
interest rate of 5.0%. The proceeds of the 2000
bonds, together with $1,268,000 of other Authority
funds (31,145,000 restricted) were deposited into an
irrevocable trust. These amounts were used to refund
$10,260,000 of Bridgeport 1989 Series A bonds

-which had an average interest rate of 7.5%,

The Bridgeport refunding resulted in a difference of
$112,000 between the reacquisition price and the net
carrying amount of the old debt. The amount is being
charged to interest expense through fiscal year 2009

“using the proportionate-to-stated interest method.

This refunding is reducing the Authority’s total debt
service payments by $2,647,000 through fiscal 2009
and generated an economic gain (the difference
between the present valves of the debt service
payments of the old and new bonds) of $755,000.

As of June 30, 2002, the Authority has no outstanding

- balance of the defeased Bridgeport 1985 Serics A and

B bonds.

In January 1999, the Authority defeased the
Southeastern 1988 Landfill bonds which had an
outstanding principal balance of $2,445,000, by
depositing  $2,573,000 (51,685,000 of restricted -
funds) into an irevocable trust. Debi . service
payments for the defeased bonds were made from this

trust through the final maturity date of Noveimber 15,
2000.
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The anaual requirements to amortize long-term debt recorded by the Authority as of June 30, 2002, including interest
payments of $80,198,000, are as follows:

Year Ending Mid- ' .
June 30 Connecticut Bridgeport Wallingford | Southeastern Interest Totat
(000's) : .

42003 13,'.750 1,605 2,556 462 | 13,057 31430
2004 14,512 1,651 1,327 507 ‘ 12,034 30,031
2005 ' 15 ,3207 1,696 | 1,351 555 10,948 | 29,870
2006 , 16,298 1,761 1,126 609 . 9,758 | 29,552
2007 17463 1360 - . 653 666 8524 29,166
2008-2012 99,002 3,672 1,391 4255 | 24672 132,992
2013-2016 . 31934 0 0 2997 1205 36136
Total $208279  $12.045 $8404  $10051  $80098  S319.177
Interest Rates 4.25-6.25% . 4.6-5.5% 3.63-6.85% 5.125-1. 7%

Certain of the Authority’s bonds are secured by
- special capital reserve funds. Each fund is equal to
the highest annual amount of debt service remaining
on the issue. The State is contingently lLiable to
restore any deficiencies that exist in these funds in
any one year in the event that the Authority mmust

draw from the reserve fund. Certain Authority bonds ' Project :
are insured. Bond principal amounts recorded as (000's) 2002 2001
lfong-term debt at June 30, 2002 and 2001, which are , YR
backed by a special capital reserve fund, are as Deferred loss (gain):
follows: : ‘ Mid-Connecticut $3,485 $4,102
— Bridgeport (81) (1o)k
Project Wallingford 52 67
(000's) 2002 2001 Southeastern 2,111 2304
Mid-Connecticut $194,565  $208,578 Subtotal . : 5,567 6,461
¥ Bridecport 0 1.230 Rcduccfd by unamortized
) : _ premium:- B
Mid-Connecticut (504) (556)
Southeast 10.051 10,474 . ) -
o A2l Bridgeport (60) an
Total $204,616 $220.282 Southeastern {948} . 1.074
: Net Reduction $4.055 $4,754

The Jong-term debt amounts for the Projects in the
two tables above have been reduced by the deferred
loss {gain) on refunding of bonds, net of the
unainortized premium on the sale of bonds at June 30,
2002 and 2001, as follows:
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5. LONG-TERM LIABILITIES FOR
- CLOSURE AND POSTCLOSURE
CARE OF LANDFILLS

Federal, State and local regulations require the
Authority to place final cover on its landfills when it
stops accepting waste {(including ash) and to perform

certain maintenance and monitoring functions for

periods which may extend to thirty years after
closure.

GASB Statement No. 18 "Accounting for Municipal
Solid Waste Landfill Closure and Postclosure Care
Costs", applies to closure and postclosure care costs
which arc paid near or after the date a landfill stops
accepting  waste. In accordance with GASB
Statement No. 18, the Authority reports a portion of

these closure and postclosure care costs a8 an
operating expense in each period based on andfil
capacity used as of the balance sheet date. Thig
amount increases the liability on the balance sheet for
closure and postclosure care of landfills. These costs
are generally paid when the landfill is closed and may
continue for up 1o thirty years thereafter. The liability

for these costs is reduced when " these costs are
actually incurred.

Actual costs may be higher due to inflation or

changes in permitted capacity, technology or
regulation.

The closure and postclosure care expenses and the
amounts paid or accrued for fiscal 2001 and 2002 for

the landfills, are presented separately in the following
table: :

Liability Liability Liability
Project/Landfill at Paid or at Paid or at
(000's) July 1, Expense Accrued June 30, Expense Accrued June 30,
2000 . 2001 ' 2002
iMid-Connecticut:

“Hartford $4,312 ($199) 30 $4.113 $193 : o $4,306,
“'Ellington 3320 114 (239) 3,199 393 211) 3,381
Bridgeport: -

Shelton 11,381 1,985 (1,551} 11,815 404 (1,506) 10,713
Waterbury 607 ©1n 0 516 €} 0 512
Wallingford - - 5372 (631 224) 4517 139 423 3,955
Total 2492 SLUE (20100  R4I60 5847 (20400 2086
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The estimated remaining costs to be recognized in the future as closure and postelosure care of landfills expense, the
percent of landfill capacity used and the remaining years of life for open landfills at June 30, 2002, are scheduled

below:

[ Project/Landfill Remaining Costs to Capacity Used Estimated Years of Remaining
(000's) be Recognized Landfill Area Landfill Area Life
- _Ash " Other Ash Other

Mid-Connecticut- .

Hariford $1.451 42% 95% 1.0 6.0
Bridgeport-Waterbury 246 — 68% — 13.0
Total $1,697

The State of Connecticut Department of 6. MAJOR CUSTOMERS

Environmental Protection (DEP) requires that certain
financial assurance mechanisms be maintained by the
Authority to ensure payment of closure and
posiclosure costs refated to  certain  landfills,
Additionally, DEP requires that the Authority budget

for anticipated closure costs for Mid-Connccticut’s
* Hartford Landfill.

Trust accounts were held for financial assurance
purposes.  The Mid-Connecticut EMlington Landfill
account was valued at $407,000 and $402,000 at June
30, 2002 and 2001, respectively. The Bridgeport
Waterbury Landfill account was valued at $145,000
“and $143000 at June 30, 2002 and 2001,
respectively. The Wallingford Landfill account was
valued at $127,000 and $126,000 at June 30, 2002
and 2001, respectively. These trust accounts are
reflected as restricted assets on the balance sheet.

At June 30, 2002 and 2001, a leiter of credit for
$305,000 was outstanding for financial assurance of
the Bridpeport Shelton Landfill. No funds were
drawn on this letter during fiscal year 2002.

In addition to the above accounts and letters of credit,

- the Authority satisfies certain financial assurance
requirements at June 30, 2002 and 2001 by meeting
specified criteria pursuant to Section 258.74 of the
federal Environmental Protection Agency Subtitle D
regulations.

Stearn and electricity revenues from the CL&P
totaled 12% and 26% of the Authority’s operating
revenues for the years ended June 30, 2002 and 2001,
respectively. )

Service charges revenues from Waste Management of
Connecticut, Inc. totaled 11% and 10% of the
Avuthority’s operating revenues for the years ended
June 30, 2002 and 2001, respectively.

7. SETTLEMENT INCOME

In March 2001, CL&P assigned the Mid-Connecticut
Project cnergy contract to Enron Power Marketing
Inc.. The Authority and Enron Power Maiketing Inc.
amended the confract to include payment for the
purchase of capacity and energy from the . Mid-
Connecticut Project.  This transaction yielded

- $59,972,000 of settlement income in the Non-Project

Ventures group of accounts.

In Jupe 2000, the Authority entered into an Operating
and License Agreement with CL&P to operate certain
gas turbines. The proceeds from the operation of the
units were held in escrow until March 2001. In
March 200}, in comjunction  with the purchase
discussed in Note 3, the escrowed proceeds of
$6,619,000 were transferred to the Authority as

settlement income in the Non-Project Ventures group
of accounts.
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During both fiscal 2001 and 2000, the Authority
received $250,000 from the Southeastern Project’s
regional authority. These payments resulted from
agreements entered into in fiscal 1996 between the
regional authority and private entities.

8. RETIREMENT PLAN

- The Authority is the Administrator of its 401 (k)

Employee Savings Plan. This defined contribution
retirement plan covers all eligible staff members. To
be eligible, the staff member must be 18 years of age
and have been a full time employee for six months.

Under the Amended and Restated 401(k) Employee
Savings Plan, effective July 1, 2000, Authority
contributions are 5 percent of payroll with a dollar for
dollar match of employees’ contributions up to 5
percent. Authority contributions for the years ended
June 30, 2002 and 2001 amounted $299,000 and

-$279,000, . respectively. Employees  contributed

$252,000 to. the plan in fiscal 2002 and $240,000 in
fiscal 2001.

9. RISK MANAGEMENT

The Authority is exposed to various risks of loss
related to: torts; theft of, damage to, and destruction
of assets; errors and omissions; injuries to employees; .
and, natoral disasters. The Authority purchases
commercial insurance for all insurable risks of loss.
There were no significant redoctions in insurance
coverage from the prior year. Settled claims have not

exceeded this commercial coverage in any of the past
three fiscal years.

The Authority is a member of the Connecticut
Interlocal Risk Management Agency (CIRMA), an
unincorporated association of Connecticut local public
agencies, which was formed in 1980 by the

Connecticut Coriference of Municipalities for the .

purpose of establishing and administering an interloeal
risk management program pursuant to the provisions of

Section 7-479a et. Seq. of the Connecticut General
Statutes.

The Authority is a member of CIRMA’s Workers’
Compensation Pool, a risk sharing pool, which was
begun on July 1, 1980. The Workers’ Compensation

Pool provides statutory benefits pursuant to the -
provisions of the Connecticut = Workers’
Compensation Act. The coverage is a guaranteed
cost program. The deposit contributions (premiums)
paid were $27,000 and $16,000 for the years ended
June 30, 2002 and 2001, respectively. The premiums
are subject to payroll audit at the close of the
coverage period. CIRMA’s Workers’ Compensation
Pool retains $750,000 per occurrence and purchases
reinsurance above that amount which is unlimited. .

10. COMMITMENTS

The Authority has various operating leases for office

space, land, landfills and office equipment. For the
years ended June 30, 2002 and 2001, operating lease
payments  totaled $949,000 and $1,340,000,

- respectively.  Future minimum rental commitments

under noncancelable operating leases as of June 30,
2002 are as follows:

Fiscal Year
- (000's) Amount
12003 ' $919
2004 912
2005 934
2006 . 947
2007 950
Theréafler 1609
Total ; __$6271

The Authority leases the Bridgeport Regional
Recycling Center and its equipment to. a private
vendof. Under this operating lease, the Authority
camed rental income of $1,093,000 and $1,115,000
for the years ended June 30, 2002 and 2001,
respectively. The cost of the plant and equipment
under Jease is  $3,025000 and $1,909,000
respectively, at June 30, 2002. The carrying value at
June 30, 2002 of this plant and equipment under lease
is $1,607,000 and $69,000, respectively. The fature
minimum rental income on non-cancelable leases at
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June 30, 2002 is $6,395,000 due in fiscal years 2003
through 2008 in equal annual amounts of $1,066,000.
During fiscal 2001, the Awthority contracted to
construct an air processing system for the Mid-
Connecticut facility. At June 30, 2002, the remaining.

amount to complete the construction coniract was
$124,000.

In June 2001, the Authority authorized the purchase of
three parcels adjacent to “the Mid-Connecticut
Ellington Landfill for the approximate amount of
$900,000. The purchase of all three parcels had
occurred in fiscal 2002. The Administration Project
provided the funds for these purchases.

In December 2000, the Authority authorized
purchasing land adjacent to the Wallingford landfill
for approximately $1,850,000 plus legal fees.
purchase had occwrred in fiscal 2002.

11. OTHER FINANCING

The Authority has issued several bonds pursuant to
Indenture Agreements to fund the construction of
waste processing facilities by an independent
contractor/operator. The revenue bonds are issued by
the Authority 1o lower the cost of borrowing for the
contractor/operator of the projects. The Authority
does not become involved in the construction
activities, and construction requisitions by the
contractor are made from various trustee accounts.

The -Authority does not become involved in the
repayment of debt on these issues except for the
portion of the bonds allocable to Authority purposes.
In the event of default, and except in cases where the
State has a contingent liability discussed below, the
payment of debt is not gnaranteed by the Authority or
the State. Therefore, the Authority does not record the
agsets and liabilities related 16 these bond issues in its
financial statements. The amounts of these bond issues
- outstanding -at June 30, 2002 (excluding portions
allocable to Aunthority purposes) are as follows:

The

Project (000's) | MO@t
Bridgeport - 1999 Séries A $107.560
Wallingford - 1998 Series A 24.644
Southeastern -

1992 Series A (Corp. Credit) 30,000

1998 Series A (Project) 68,555
2001 Series A (American Ref-Fuel

‘ Company L1LC -T1) 6,750
2001 Series A {(American Ref-Fuel

Company LLC--1I) . - 6730

, 12055

Total %.2_52

The Southeastern 1998 Series A Project bond issve is
secured by a special capital reserve fund. The State is
contingently liable for any deficiencies in the special

capital reserve fimd for this. bond issue, as explained
in Note 4.

12. SERVICE CONTRACT

COMMITMENTS

The Authority has various contracts with the
operators of the waste processing and power block
facilities, regional recycling centers, transfer stations
and landfills under various terms and condiiions
expiring through November 2015.  Generally,
operating charges are derived from various factors
such as tonnage processed, energy produced and
certain pass-through operating costs.

The approximate amount of coniract operating charges
included in solid waste operations and maintenance
and utilities expenses for the years- ended June 30,
2002 apd 2001 are as follows:

25




Connecticut Resources Recovery Authority ‘ ’

Project (000's) | 2002 | 2001 13. SEGMENT INFORMATION - -
ENTERPRISE FUNDS -
Mid-Connecticut $38,544 $38,898 : .
' The Authority has four operating enterprise funds
Bridgeport 41943 39,450 which are intended to be self-supporting through
' . service fees charged to operate resources recovery
Wallingford : 12,483 11,390 and i‘c:pycli_ng facilities. The Aauthority also has a
non-project venturcs enterprise fund, established in
Southeastern 10,840 9978 fiscal 2001, that is intended to be self-suppoiting
’ primarily through certain energy revenues. In
# Non-Project Ventures 4.141 940 addition, the Authority has an Administrative Pool.
Financial segment information is presented below as
Total $107,951 £100.656 of and for the year ended June 30, 2002,
. Mid- | Bridge- | Walling- | South- Non- | Adminis-
Connecticut port | ford eastern Project trative Total
(000's) - Project Project | Project Project Ventures Pool 2002
Operaling revenues $71,799  $45,165  $21,573  $10462  $3.514 $0  $157,513
i)epr_eciation and |
amortization ,
expense 12,330 1,073 324 443 - 2,563 237 16,975
Operating income (loss) (4,054)  (931) 6,207~ (1,774) 273 (265) Gan
Net income (loss) - (13,670) (286) 5,830 (2,284) LI56  (1,879)  (11,133)
Operating transfers: . 7
Out _ 0 0 0 0 0 (2042) (2,042)
In 962 1,080 0 -0 0 0 2,042
Capital Assets:
Additions - - 5,407 97 190 - o - ¢ 69 17553
Deletions (2,025 o - 0 0 {246) 2y (2,279
Bonds payable ' -
(including current _
portion) 208,279 12,245 8404 10,051 0 0 238979
Total net assets 23,929 4,697 18,423 6,815 68,023 9,033 130,920
Net \;vorking capital ' _ : '
{deficiency) - 50,835 2,975 23,909 10,130 36,065 8,529 132443
Total Assets T $259341  $33,694 $33,527 319,712 $63,023  $10,824 $420211
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14. CONTINGENCIES

-In September 2001, the Authority began to arbitrate a
vendor’s  $5,000,000 claim for costs over the
contracted amount 10 construct the Mid-Connecticut
air processing system. At present, the parties are
attempting to seitle the matier without future

arbitration. The Authonty has recognized a liability
of $1,084,000.

In May 2001, Bridgeport Resco filed a demand for

arbitration seeking a declaratory judgment that it is

entitled to approximately $9,000,000 of savings from

an August 1999 bond refinancing. The parties are

attempting to seftle this claim. In the opinion of

management and its outside counsel, the amount of
- any liability is currently not detesminable.

In August 1999, the Authority terminated an

operating contract with a former operator of the .

methane collection system at the Shelton landfill for
system failure and methane pas leak. Tn November
1999, the operator was placed in the involuntary
bankruptcy and. then filed an adversary proceeding
against the Authority for improperly terminating the
contract and is seeking damages in excess of
$3,800,000 and punitive damages in an unspecified
amount. The Authority has denied all material
allegations and has counterclaimed for breach of
contract, megligence, statutory violations and
declaratory relief. The Authority sceks declaratory
relief, compensatory damages, indemnification and
punitive damages. The trial on Jiability alone is
‘scheduled for the end of October 2002. Management
believes that the ontcome of the above matter will not

have a material adverse effect on the Authority’s
financial position.

The Authority is subject to numerous federal state
and local environmental and other regulatory laws
and regulation and managemenit believes it is in
substantial compliance with alt such governmental
laws and regulations

The Authority is involved in other legal and

administrative proceedings and claiims of various

types. While any litigation contains an element of
. uncertainty, -based upon the opinions of outside
counsel, management presently believes that the
outcome of these proceedings and claims will not

bave a material adverse cffect on the Authority’s

financial position.

15. SIGNIFICANT EVENTS

In connection with the restructuring of the state’s
electric industry, in March 2001, Connecticut Light &
Power Company (CL&P) assigned its Mid-
Connecticut energy agreement with the Authority to
Enron Power Marketing, Inc. (Enron). Enron was
obligated to pay the Authority a monthly "capacity
charge" for the purchase of steam and an additional
charge for conversion of steam into electricity. The
capacity charge was significantly .above current
market prices. Enron filed for bankruptcy on
December 2, 2001 and has not made its capacity or
electricity payments since that time. It is unlikely that
Enron will make its other required payments to the
Authority. Therefore, management has decided not to
record the amounts due from Enron on the
Authority’s financial statements. The Authority, in an
effort to gencrate adequate revenues to pay debt
service on its bonds for the Mid-Connecticut facility,
is considering renegotiating the rate at which CL&P
pays for the Authority’s power, as well as pursing
remedies in bankruptcy court. The Authority has
been working with CL&P, The US Attorney's Office,
and bankruptcy counsel to resolve this issuc as soon
as possible.

In addition, Covanta Mid-Connecticut, Inc,
(“Covanta”) operator of the steam and electricity
production components of the Mid-Connecticut
facility, filed for bankruptcy on April 1, 2002. Thus |
far the bankruptcy has not affected Covanta's
operation of the Mid-Connecticut facility and it
appears. that Covanta will continue to operate without
any foreseeable problems relating to the bankruptcy.

During April 2002, the General Assembly passed
Public Act No. 02-46 authorizing a loan by the State to
the Connecticut Resources Recovery Authority of u up
to $115 million to support the repayment of the
Authority's debt for the Mid-Connecticut facility and
to minimize the amount of tipping fee increases -
chargeable to the towns which use the Mid-
Connecticut facility. The Authority is looking into
ways in which to utilize these monies to repay the Mid-
Connecticut debt and to minimize the tipping fees for
Mid-Connecticut. As of June 30, 2002, the Authority
had not drawn upon these fands.
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Connecticut Resources Recovery Authority

. Exhibit 11 - Demographic Information

Fiscal

Year | Mid-Comnectiout ____ Bridgeport | __ Wallingford _Southeastern
w,oﬁEwmou #of | Population  #of Population Hof wowﬁwnon  #of
Served *Towns Served Ho.ﬁ_m Served , Towns Served Towns
1993 s 54 637,990 18 200,450 5 247,350 13
1994 1,052,066 64 636,820 18 198,525 5 . mz 17
1995 | 1,051,197 64 635,384 18 198,870 s 276,605 17
1906 1,049,516 - 64 636,438 18 198,760 s oame2 w7
1997 1,005,714 63 © 636438 18 198,760 5 277,022 17
1998 1,018,728 6 &o_%.u 18 198,351 5 269,366 16
1999 1,088,026 67 643194 18 199,295 5 263,715 16
2000 1,137,468 66 627,153 18 200,877 5 294,111 17
2001 1,177,063 66 633372 18 208,360 5 254,715 17
(1) 2002 1,177,063 70 633,372 18 208360 5 254,715 16

Source: Department of Health Services
(1) Estimated populations as of July 1, 2001

44




