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April 15, 1995

The Honorable David L. Carpenter, Senate Chair
The Honorable Carol A. Kontos, House Chair

& The Honorable Members of the :
Joint Standing Committee on Utilities & Energy
State House Station # 115

Augusta, Maine 04333

Dear Senator Carpenter, Representative Kontos and Distinguished Committee Members,

On behalf of the Finance Authority of Maine, I am pleased to submit this report on the
Electric Rate Stabilization Program for your review and consideration.

The Electric Rate Stabilization Program was enacted in April of 1994 as one way to
help stabilize rising electric rates in Maine. The rapidly rising costs of electricity are difficult
for families and businesses alike. In fact, the increasing cost of power is proving to be a
substantial deterrent to economic growth. One significant factor in the cost of electricity is the
cost of power purchase contracts between Maine's electric utility companies and non-utility
generators. The Electric Rate Stabilization Program was designed to promote a restructuring
of these power purchase contracts in order to stabilize electric rates.

This report describes FAME's role in the Electric Rate Stabilization Program and the
financing the Authority provided to assist Central Maine Power in its buyout of the Fairfield

Energy Venture contract. We have also included recommendations for continuing the program
to permit the consideration of future projects. -

I would welcome the opportunity to discuss this report and its recommendations with
you and your colleagues on the Committee.

Sincerely,

; Timothy P. Ag;zw E

Chief Executive Officer

cc: The Honorable Angus S. King, Jr., Governor
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Executive Summary

On April 15, 1994, Governor John R. McKernan, Jr. signed into law P.L. 1994,
Chapter 712: An Act to Encourage Electric Rate Stabilization. This innovative and important
legislation was designed to encourage the stabilization of electric rates by establishing a
mechanism to support the buy down or buyout of expensive power supply contracts between
Maine's electric utilities and non-utility generators (NUGs).

In the Public Utility Regulatory Policies Act of 1978 ("PURPA"), the United States
Congress sought to address the impact of the rapidly escalating price of oil by providing
substantial economic incentives to non-utility power producers by allowing cogenerators and
small power producers to sell their entire energy output to an electric utility at the utility's
"avoided-cost." Following the lead of the Federal government, the Maine State Legislature
enacted companion legislation in 1979.

In the aftermath of PURPA, Maine's electric utility companies entered into a wide
variety of contracts with non-utility generators. Prices for the power output vary greatly, but
in most, if not all cases, those prices substantially exceed the wholesale cost of electric power
today. The result has been that Maine ratepayers are paying a premium for this power in their
electric rates. While PURPA has met the goal of encouraging the development of alternative
energy sources, it has done so at a price. In 1994, Maine lawmakers were becoming
increasingly concerned about the high costs of electricity and the impact those costs were
having on ratepayers and the State's economy.

Recognizing the problem created by these high cost contracts with non-utility
generators, Governor McKernan and State lawmakers examined a variety of alternatives to
stabilize rates before enacting the Electric Rate Stabilization Program. This report reviews the
legislation enacted last year, the actions taken by the Finance Authority of Maine in response
to the one application received under the program and the results of those actions. In addition,
this report contains recommendations with regard to the program's sunset date of May 1, 1995
and the future of the program.
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In 1993 and early 1994, Central Maine Power Company sought legislation that would
have placed a new tax on the revenues of independent power producers (IPPs). Based on the
premise that these independent power producers were reaping windfall profits at ratepayer
expense, Central Maine Power Company suggested that the State should consider
implementing a windfall profits tax on the independent power producers.

While Central Maine Power Company's proposal did not garner enough support to be
enacted, it prompted recognition that some action was necessary to control the rapidly rising
costs of electricity throughout Maine. Governor McKernan and State lawmakers sought ways
to achieve rate savings without interfering in binding contracts entered into by non-utility
generators and Maine's electric utility companies.

The search for a consensus position resulted in the creation of a new program that was
designed to encourage electric utilities and non-utility generators to negotiate changes in their
existing contracts that would result in a stabilization of electric rates, if not an actual decline in
those rates. The new program, the Electric Rate Stabilization Program, contains a two part
process to set in place a contract renegotiation procedure in which all affected parties --
utilities, non-utility generators, and ratepayers -- would benefit from the results. A copy of
P.L. 1994, Chapter 712, entitled An Act to Encourage Electric Rate Stabilization, is included
with this report.

Finance Authority of Maine L1 83 Western Avenue [ ] Augusta, Maine .1 04330






FINANCE AUTHORITY OF MAINE

Electric Rate Stabilization Program

Prepared for the

Joint Standing Committee on Utilities & Energy

& the Members of the 117th Maine State Legislature
April 15, 1995

Page 3

The Maine Public Utilities Commission & the Certificate of Approval Process

The legislation creating the Electric Rate Stabilization Program provides for both the
Maine Public Utilities Commission and the Finance Authority of Maine to perform specific
roles to help reduce electric utility costs. The legislation contemplates a negotiation process
between utilities and non-utility generators through which the utility agrees to pay a sum of
money or other consideration in exchange for reductions in the rate the utility must pay for
power from the non-utility generator (a "buy down") or the termination of a power purchase
contract (a "buyout").

The Electric Rate Stabilization legislation established a new Certificate of Approval
process, under which electric utilities can apply to the Maine Public Utilities Commission for
approval of a change in the agreement between the utility and a non-utility generator. That
proposed new agreement must meet the following criteria in order to receive a Certificate of
Approval from the Maine Public Utilities Commission:

® There must be near-term benefits to ratepayers reflected in electric rates;
® Potential future impacts must not be disproportionate to near-term gains;
° The agreement must not result in closing of a qualifying facility with a capacity

in excess of 50 megawatts;

® The agreement must be consistent with State energy policy, which requires
electric utilities to pursue least cost planning taking into account risk and
diversity of supply;

° The agreement must not "adversely impact the availability of a diverse and
reliable mix of electric energy resources"; and

Finance Authority of Maine .1 83 Western Avenue L1 Augusta, Maine L1 04330
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o The agreement must not "significantly reduce the long-term electric energy or
capacity resources available to the electric utility and needed to meet future
demand."

"The Electric Rate Stabilization legislation also contains a preference for "buy downs"
over "buyouts." However, the law does not indicate how this preference is to be
implemented.

Upon receipt of an application for a Certificate of Approval, the Electric Rate
Stabilization legislation requires the Maine Public Utilities Commission to approve or deny the
certificate within 30 days. An approval has two primary effects. First, any costs incurred by
the utility under the terms of a contract approved by the Maine Public Utilities Commission
under the Electric Rate Stabilization Program may not be disallowed or reduced by the
Commission in any future rate proceeding, allowing the utility to recover the costs. Second,
the Certificate of Approval allows the utility to apply to the Finance Authority of Maine for
financing assistance to reduce the cost of borrowing associated with a specific project.

Finance Authority of Maine [1 83 Western Avenue (1 Augusta, Maine [1 04330
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Financing Assistance: Moral Obligation Credit Enhancement

For a variety of reasons, including the cost of power contracts with non-utility
generators and the Federal Energy Policy Act of 1992, financial markets have downgraded the
creditworthiness of Maine's electric utilities and most other electric utilities throughout the
country. This increased concern about creditworthiness translates directly into a higher cost of
capital, both through stock offerings (equity) and borrowings (debt).

A major component of the Electric Rate Stabilization Program is financing assistance to
help the utilities pay for the costs of renegotiated contracts with non-utility generators at lower
interest rates than they would otherwise pay. The savings translates into lower electric rates
for ratepayers.

To help reduce financing costs as much as possible, the Finance Authority of Maine
was authorized to issue up to $120,000,000 in revenue obligation bonds to finance electric rate
stabilization projects. Of that amount, $100,000,000 was available for direct project costs and
$20,000,000 was made available only to be used to fund capital reserve funds to provide a
reserve of one year's debt service on the bonds. In the event that the capital reserve fund is
drawn upon to pay debt service and not replenished, the Finance Authority must call on the
Governor to include the necessary funds in an appropriation request.

This financing mechanism is important because it effectively pledged the State's credit
to secure repayment of the bonds. Because the State of Maine enjoys a high credit rating, the
interest rate on the bonds is substantially less than the interest rate that would have been
available to Maine utilities without the credit support made available through the Finance
Authority of Maine.

“Finance Authority of Maine L1 83 Western Avenue 1 Augusta, Maine 1 04330
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Bonds issued under the program are backed by the "moral obligation" of the State of
Maine. "Moral obligation" bonds are those which State law provides will be repaid from a
General Fund appropriation in the event that the primary repayment source fails. Unlike
general obligation bonds issued by the State of Maine which are backed by the "full faith and
credit" of the State, including its taxing power, so-called "moral obligation" bonds are,

_ technically speaking, not legal obligations of the State because one Legislature cannot
constitutionally bind a future Legislature to honor the repayment obligation.

However, the nation's financial markets have historically regarded "moral obligation”

~ debt as nearly the equivalent of full faith and credit obligations because the State's credit rating
and ability to finance its operations would be damaged if a State ever reneged on a "moral
obligation" pledge. The Finance Authority of Maine, Maine Municipal Bond Bank, Maine
State Housing Authority, Maine Educational Loan Authority and Maine Health and Higher
Education Facilities Authority are examples of State agencies that rely on the "moral
obligation" of the State to conduct their financing activities and reduce borrowing costs.

The Electric Rate Stabilization Program did not contain any criteria for FAME to apply
in considering applications for financing under the program other than receipt of a Certificate
of Approval from the Maine Public Utilities Commission. Existing law requires the Finance
Authority of Maine to assess the credit quality of borrowers benefitting from "moral
obligation" bonds in order to seek maximum protection for the State's obligation.

Finance Authority of Maine (1 83 Western Avenue [1 Augusta, Maine 1 04330
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Central Maine Power Company & Fairfield Energy Venture

In June, 1994, shortly after enactment of the Electric Rate Stabilization Program,
Central Maine Power Company announced that it had reached agreement with Fairfield Energy
Venture to buyout a contract to purchase power produced by a 33 megawatt wood-fired facility
in Fort Fairfield. The plant began supplying power to Central Maine Power Company in 1987
under a contract that extended to 2002. The cost per kilowatt hour of that power to Central
Maine Power was among the highest of any of its non-utility generators. The agreement to
terminate the Fairfield Energy Venture contract included a cash payment to the owners of the
plant of $81,428,960 and transfer ownership of the plant to a subsidiary of Central Maine
Power.

In early July, 1994, Central Maine Power Company submitted its application under the
Electric Rate Stabilization Program to the Maine Public Utilities Commission. The application
immediately provoked controversy because of the impact the closing of the Fort Fairfield plant
would have on the local tax base, the jobs that would be lost at the plant itself and the impact
the closing would have on the businesses that supported operation of the plant. In objecting to
the proposed buyout, the Town of Fort Fairfield cited the fact that the community had already
been significantly impacted by the closing of Loring Air Force Base and a damaging flood.
The Town mobilized opposition to the closing of the plant, intervened in the Certificate of
Approval proceedings before the Maine Public Utilities Commission and initiated discussions
with Central Maine Power to keep the plant open.

In August, 1994, the Borrower and the Town of Fort Fairfield entered into a settlement
agreement pursuant to which Aroostook Valley Electric Company, a subsidiary of Central
Maine Power Company, would acquire and operate the plant for a minimum three year period,
subject to the condition that an independent third party must make a determination within six
months of the acquisition that the plant is capable of operating within certain specified
operating parameters. The Town of Fort Fairfield retained the right to fund improvements to
help the plant meet the operating parameters or to acquire the plant at liquidation value if the
plant could not meet the stated parameters for operation.
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After considering the Central Maine Power Company application, the Maine Public
Utilities Commission issued orders on August 5, 1994 and August 18, 1994 certifying
approval of the project to terminate the Fairfield Energy Venture contract. Among other
factors, the approval was based on the estimate that the project would provide a present value
savings of approximately $35,000,000 over the remaining life of the contract being terminated.
After an appeal by an intervenor, the Maine Public Utilities Commission approval became
final and non-appealable on October 21, 1994. As a result of the approval and the buyout
financed under the new program, Central Maine Power Company implemented an electric rate
decrease of approximately $5,600,000 in December, 1994.

Finance Authority of Maine 1 83 Western Avenue (1 Augusta, Maine 1 04330
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FAME Issues Bonds Totalling $79,300,000

Upon the approval by the Finance Authority of Maine Board of Directors of the Central
Maine Power Company financing request, the Authority, its underwriters and Central Maine
Power Company established a schedule for completing the financing and focused intensive
efforts on structuring and documenting the transaction and selling the bonds at the lowest
possible interest rate. Although an appeal was filed by the Independent Energy Consumer
Group (IECG) of the action by the Maine Public Utilities Commission approving the project,
financing activities continued as quickly as possible even though bonds could not be issued
until the IECG appeal was actually resolved. When the appeal was withdrawn after agreement
was reached between the Independent Energy Consumer Group and Central Maine Power, the
FAME bonds were ready to be issued within eight days after the Commission's approval
became final.

The sale of the revenue obligation securities and the closing of the loan to Central
Maine Power Company took place on October 29, 1994. The major features of the financing
were as follows:

] The principal amount of the bonds was $79,300,000. Of this amount,
$64,067,824 was used to pay project costs of the termination of the Fairfield
Energy Venture contract and acquisition of the plant. Central Maine Power
Company contributed $15,000,000, bringing the total project cost to
$79,067,824. Costs of issuance of the bonds, including the cost of the bond
insurance described below, totaled $2,361,136.
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° $12,871,040 of bond proceeds were used to fund a Capital Reserve Fund. This
amount equals the highest amount of principal and interest payments required in
any one year of the financing. The funding of this reserve assures that there
will be adequate cash on hand to pay bondholders for at least one year after a
payment default by Central Maine Power Company. That one year time delay
allows an opportunity to try to solve the problem that caused the default or, in a
worst case, to seek an appropriation from the General Fund to make debt
service payments on the bonds pursuant to the "moral obligation" of the State.

° After reviewing a variety of options for sale of the bonds, the sale was
conducted in accordance with Rule 144A of the Securities Act of 1933. The
bonds were not qualified under federal securities laws for sale to the general
public. Rather, the Rule 144A offering permitted sale to qualified institutional
buyers with limitations on resale other than to similarly qualified institutional
buyers.

° In order to make the securities more recognizable to institutional buyers and to
increase the rating on the bonds to the highest ratings available: AAA by
Standard & Poor's Corporation and Aaa by Moody's Investors Services, the
Finance Authority of Maine obtained a bond insurance policy from Financial
Security Assurance. In exchange for an insurance premium paid to the insurer,
the interest rate on the bonds was reduced as a result of the higher rating on the
bonds. Bondholders can look to both Financial Security Assurance and the
State of Maine for payment in the event that Central Maine Power is unable to
pay the debt service on the loan.
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° The Taxable Electric Rate Stabilization Revenue Notes bear an interest rate of
8.16% fixed for 10 years. This interest rate is substantially below the rate that
would have been available to Central Maine Power Company had the Company
attempted to finance the Fairfield Energy Venture buyout on its own. The first
two years of the loan will require payments of interest only; thereafter payments
will amortize the principal balance over the remaining 8 years. A Market and
Pricing Commentary prepared by Prudential Securities is included with this
report.

Finance Authority of Maine [1 83 Western Avenue L1 Augusta, Maine 1 04330
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FAME's Program Implementation Process

The Finance Authority of Maine began the process of implementing the Electric Rate
Stabilization-Program when the legislation creating the program was signed into law. In order
to acquaint the members of the Finance Authority of Maine Board of Directors with the
. background of the program and legislative intent, the Authority's Board convened a panel of
knowledgeable speakers to testify at the Board's regular monthly meeting held on July 21,
1994 in Augusta. Those speakers included: State Senator John Cleveland, Senate Chair of the
Utilities Committee; Representative Carol Kontos, member the Utilities Committee;

' Representative James Donnelly, member of the Utilities Committee; Stephen Ward, the Public
Advocate; and Stephen Adams, Director of the State Planning Office.

In addition to providing the members of the FAME Board with an overview of the
problem of high cost non-utility generator contracts, panel members also addressed FAME's
role with regard to the controversy created by the Central Maine Power Company's proposal
to close the Fairfield Energy Venture plant in Fort Fairfield. As an entity charged with
encouraging economic development in Maine, the Board was troubled by the adverse economic
impact the financing and subsequent buyout would have on the community of Fort Fairfield
and the surrounding area.

However, the legislation establishing the Electric Rate Stabilization Program does not
anticipate the Finance Authority of Maine weighing the "public benefits" to ratepayers against
the adverse impact of a plant closing. Most of the panel speakers indicated that the Maine
State Legislature and the Utilities Committee specifically did not intend the Finance Authority
of Maine to undertake such an analysis. Rather, FAME board members were advised that the
Utilities Committee and the Maine State Legislature recognized that in enacting legislation
creating the Electric Rate Stabilization Program that efforts to reduce the high cost of non-
utility generator power could have adverse localized impacts in the event of plant closings.

Finance Authority of Maine 1 83 Western Avenue [ Augusta, Maine 1 04330



FINANCE AUTHORITY OF MAINE

Electric Rate Stabilization Program

Prepared for the
Joint Standing Committee on Utilities & Energy
& the Members of the 117 th Maine State Legislature
April 15, 1995
Page 13

State lawmakers attempted to address the "public benefit" issue by establishing a
preference for buy downs instead of buyouts, and the legislation specifically prohibited
buyouts of plants generating more than 50 megawatts. Further, the Electric Rate Stabilization
legislation required the Maine Public Utilities Commission to make the public benefit analysis.
The Finance Authority of Maine was to solely focus its efforts on implementing a prudent
financing package if State guarantees were requested for a specific electric rate stabilization
project.

At its July 21, 1994 meeting, the Finance Authority of Maine Board also considered a
proposed new rule: Chapter 107, Electric Rate Stabilization Project Taxable Bond Program.
The proposed rule established an application and loan approval process, criteria for approval,
loan terms and conditions and a fee structure. The criteria for approval of loan applications
under the Electric Rate Stabilization Program were limited to two.

First, an application would not be approved "unless the Authority determines that there
is a strong likelihood that the loan will be repaid according to its terms." Second, FAME
approval requires a determination that it would be prudent for the Authority to provide the
assistance requested and to assume the liability. The members of the FAME Board approved
the proposed rule for further consideration in accordance with the Administrative Procedures
Act.

The Finance Authority of Maine scheduled a Public Hearing on the proposed rule in
Presque Isle on August 17, 1994. Because the agreement between the Town of Fort Fairfield
and Central Maine Power Company was consummated prior to the public meeting, the Town
of Fort Fairfield supported the proposed rule and Central Maine Power Company's pending
application. Because of the lack of significant opposition to FAME's proposed rule and the
urgency of the Central Maine Power Company application for financing assistance, the
members of the FAME Board adopted Chapter 107 on an emergency basis in accordance with
the Administrative Procedures Act.

Finance Authority of Maine 1 83 Western Avenue [1 Augusta, Maine L1 04330
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FAME's Loan Application Process

Central Maine Power Company filed an application with the Finance Authority of
Maine in early August, 1994. The Company requested prompt action by the Authority
because of deadlines in its contract with Fairfield Energy Venture and because of the
significant savings that would accrue upon termination of the contract. Accordingly, the
Finance Authority of Maine scheduled a Special Board Meeting on August 29, 1994 at the
Augusta Civic Center.

The two principal questions confronting the Authority's Board of Directors were
whether Central Maine Power would be able to repay the proposed loan and whether it would
be prudent for the Authority to commit the State's credit to the transaction. FAME staff
prepared an extensive analysis of the Company's financial performance, the risks in the
electric utility industry and the Company's prospects over the next few years. The primary
risk factors were identified as the trend toward greater competition in the utility industry,
regulatory actions that could hurt the Company's revenues, the cost and availability of electric
power (including the risks associated with Maine Yankee's nuclear power), and the Company's
ability to access debt and equity markets to fund capital expenditure needs over the term of the
proposed loan. '

The members of the Finance Authority of Maine Board present at the Special Board
Meeting voted unanimously to support a staff recommendation to approve the proposed
financing. Approval was based, in part, on the strong public interest in taking steps to
stabilize electric rates, the approval of the Public Utilities Commission, and the judgment that
Central Maine Power Company was a reasonably creditworthy business with a strong
likelihood of generating the revenues necessary to repay the debt. While it is difficult to
predict the future in such a volatile industry, Central Maine Power Company has the capacity
to make the payments on the loan based on its performance over the past several years. The
transaction strengthened the Company's future financial prospects and provided substantial
benefits to ratepayers and the State's business climate.
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The Board also recognized its responsibility to require appropriate loan covenants and
collateral that were deemed reasonable and necessary to protect the Authority and the State of
Maine in the event of a loan default. The Authority conducted extensive negotiations with
Central Maine Power Company to determine what collateral was available to secure the loan
that might have value in the event of a default. Most of the Company's assets were pledged to
existing creditors under agreements that limited to a maximum of $15,000,000 the additional
collateral that Central Maine Power Company could pledge to the Finance Authority of Maine.

Central Maine Power Company proposed that rather than pledging $15,000,000 worth
of assets, it would contribute that amount in cash to reduce the amount of the borrowing
needed from the Finance Authority. This proposal was preferable to collateral for three
reasons. First, it reduced the Authority's overall exposure on the loan. Second, it meant that
in the event of a default the Authority would not have to take legal action to foreclose on
specific assets that might not be worth $15,000,000 in a forced liquidation. Third, the
reduction of the loan request meant that $15,000,000 in capacity would remain available for
other electric rate stabilization projects.

Central Maine Power Company also agreed to pledge the Fairfield Energy Venture
facility in Fort Fairfield as collateral for the loan. While the plant has low liquidation value, it
could have a far more substantial value as a going concern and offers the potential of a
significant collateral support.

Finally, Central Maine Power Company agreed to use bond proceeds to fund a Capital
Reserve Fund in the amount of $12,871,040. The availability of this fund assures that even if
Central Maine Power Company is unable to make payments on the loan at some point in the
future, there will be sufficient funds to pay bondholders for at least one year. This reserve
fund allows the Company and the State time to attempt to solve the financial problems that
- caused the default or, in a worst case scenario, to seek an appropriation from the General Fund
to continue paying debt service.
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In addition to FAME's collateral requirements and the reduction in the loan request, the
Authority also required loan conditions and covenants to help provide protection to the
Authority and State taxpayers. These covenants include regular reporting of the Company's
financial results, projections and significant events, and any limitations on the Company's
ability to sell its assets or merge with another corporation, among others.
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The Bangor Hydro-Electric Company Application

On March 31, 1995, Bangor Hydro-Electric Company filed an application with the
Maine Public Utilities Commission seeking a Certificate of Approval for a buyout of its
contract with Babcock-Ultrapower. Assuming the Public Utilities Commission deems the
application complete and approves it in the 30 day period provided for in the Electric Rate
Stabilization legislation, then the Certificate of Approval will be issued before the May 1,
1995 sunset provided in statute.

The Bangor Hydro-Electric Company application seeks approval for a $160,000,000
buyout of two 30 year power purchase agreements pertaining to two 24 megawatt wood-fired
power plants in West Enfield and Jonesboro. The contracts were entered into with two related
joint ventures: Babcock-Ultrapower West Enfield and Babcock-Ultrapower Jonesboro. The
application projected that the present value of the savings from the buyout would be
approximately $60,000,000 assuming an after tax cost of capital of 8.3%. While there are no
firm plans to shut down the two power plants, Bangor Hydro-Electric Company does not
intend to assume ownership of the plants, and it is uncertain whether the owners of the
facilities will be able to find an alternative market for the power or whether the plants will be
dismantled. ’

No formal application has been filed to date with the Finance Authority of Maine.
However, the Company has verbally indicated an interest in financing $100,000,000 of the
project using the Electric Rate Stabilization Program. Using the proceeds of a Finance
Authority of Maine bond issue rather than the high cost financing alternatives available to
Bangor Hydro, we estimate the Company could save an additional 3% of the amount of the
financing, or about $3,000,000 per year for the term of the financing (likely 10 years).
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Because there is only $33,571,040 in remaining capacity for project financing costs in
the Electric Rate Stabilization Program, financing the Bangor Hydro-Electric Project would
require action by the Legislature and the Governor to increase the amount of financing
authorized for the program. Governor Angus S. King, Jr. has introduced legislation to
increase the amount of bonds authorized from $100,000,000 for projects to $200,000,000. As
of this date, the bill has not been printed or considered by the Legislature.
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Other Pending Projects

Other than the pending Bangor Hydro-Electric Company agreement, the Finance
Authority of Maine is not aware of any pending agreements for potential electric rate
stabilization projects. We have had informal discussions with Maine Public Service Company
about the possibility of using the program for a buy down of a contract with a non-utility
generator but, to the best of our knowledge, the parties have not yet reached an agreement. If
the proposed legislation to increase the program capacity for Bangor Hydro-Electric Company
is enacted including an extension of the sunset date, then Maine Public Service could
potentially benefit from the program.
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Activity to Date

As of April 15, 1995, only one Certificate of Approval has been issued by the Maine
Public Utilities Commission and only one loan has been approved and closed by the Finance
Authority of Maine under the Electric Rate Stabilization Program. That loan was made to
Central Maine Power Company on October 26, 1994 in the amount of $66,428,960, leaving
remaining capacity of $33,571,040 for other projects.
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Program Sunset

In enacting the Electric Rate Stabilization Program, the Maine State Legislature
included a sunset date providing that no Certificate of Approval could be issued by the Public
Utilities Commission after May 1, 1995. This sunset was included for two reasons. First, the
Legislature felt that providing a deadline would help to encourage utilities and non-utility
generators to begin the negotiation process sooner than they otherwise might have. Second,
the sunset provides an opportunity for the Legislature to reassess the program and to determine
whether the program should be continued. Accordingly, both the Public Utilities Commission
and the Finance Authority of Maine were directed to report to the Utilities & Energy
Committee on the Electric Rate Stabilization Program by April 15, 1995.
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Recommendations

The Electric Rate Stabilization Program has effectively achieved the goal of helping to

stabilize electric utility rates in Maine. The access to capital and interest rate savings provided
by this program benefit ratepayers through stabilization of electric rates. Stabilizing rates is
critically important to Maine's economic future because of the sensitivity of manufacturing and
other industries to the cost of electricity. Enactment and implementation of this legislation
helped to send a message that the State of Maine is working hard to improve the business
climate and to keep electric rates competitive.

The following recommendations are based on the experience of the Finance Authority

of Maine with the Electric Rate Stabilization Program to date.

1.

Extend the Program's Sunset Date. The Maine State Legislature should extend the
May 1, 1995 sunset date of the Electric Rate Stabilization Program. An extension will
allow the unused capacity in the program to be applied to eligible projects. Extending
the program to February 1996 would allow the Maine State Legislature and the
Governor to consider whether a further extension is warranted at that time.

Increase Guarantee Capacity. The Maine State Legislature should increase the
$100,000,000 in loan guarantees currently authorized for electric rate stabilization
projects to $200,000,000. This increase will allow full consideration of the Bangor
Hydro-Electric Company financing. While the Finance Authority of Maine has not
reviewed the credit quality of the Bangor Hydro-Electric Company application and
therefore reserves judgment on the prudence of the financing, it appears from
information provided by the Company that the savings to ratepayers may be substantial,
far surpassing the benefits of the Central Maine Power Company buyout of the
Fairfield Energy Venture contract. The increase would also provide the opportunity for
all three of the State's major electric utilities to benefit their ratepayers through the
Electric Rate Stabilization Program. :
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Public Benefit Criteria. Current legislation addresses the public benefit of electric
rate stabilization projects based on their effect on electric rates and by prohibiting
buyouts resulting in the cessation of operation of plants of more than 50 megawatts
capacity. A great deal of concern has been focused on the impact on the community in
which a plant is located when that plant could be shut down. While these localized
impacts may be substantial, they can be outweighed by the benefit to the ratepayers as a
whole, particularly when non-utility generating facilities cannot be operated
economically and must be subsidized by all ratepayers. Accordingly, any conditions to
limit buyouts should be based on public benefit criteria that take the interests of all
ratepayers and the overall health of the State's economy into account.
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APPROVED . CHAPTER
4R 1 5 94 712

BY GOVERNGR EUBLIO CAY

STATE OF MAINE

IN THE YEAR OF OUR LORD
NINETEEN HUNDRED AND NINETY-FOUR

S.P. 774 - L.D. 1997

An Act to Encourage Electric Rate Stabilization

Be it enacted by the People of the State of Maine as follows:
Sec. 1. 10 MRSA §963-A, sub-§7-A is enacted to read:

Sec. 2. 10 MRSA §963-A, sub-§10, L, as amended by PL 1991, c. 439,
§3, is further amended to read:

L. Any hazardous waste or solid waste recycling or
reduction project; es® :

Sec. 3. 10 MRSA §963-A, sub-§10, M, as enacted by PL 1991, c. 439,
§4, is amended to read:

M. Any aboveground oil replacement or upgrade project,
including equipment installed to meet requirements for
gasoline service station vapor control and petroleum liquids
transfer vapor recovery-=: OL

Sec. 4. 10 MRSA §963-A, sub-§10, N is enacted to read:
N AD ] . ! tabilization .
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Sec. 5. 10 MRSA §1053, sub-§6, as amended by PL 1993, c. 460, §8,
is further amended to read:

6. Securities outstanding. The authority may not have at
any one time outstanding revenue obligation securities to which
subsection 5 is stated in the trust agreement or other document
to apply in principal amount exceeding an amount equal to
$150,000,000 less the aggregate outstanding balance of mortgage
loans secured by capital reserve funds pursuant to section 1032.

NQ‘;Wlthstaudlng any other pProvision of this 5ubsgg;t;gm, the

v The amount of revenue
obligation securities issued to refund securities previously
. issued may not be taken into account in determining the principal
amount of securities outstanding, provided that proceeds of the
refunding securities are applied as promptly as possible to the
refunding of the previously issued securities. In computing the
total amount of revenue obligation securities of the authority
that may at any time be outstanding for any purpose, the amounts’
of the outstanding revenue obligation securities that have been
issued as capital appreciation bonds or as similar instruments
are valued as of any date of calculation at their then current
accreted value rather than their face value.

* Sec. 6. 35-A MRSA §3156 is enacted to read:
§3156. Certificates of approval

ric r n W n
: 13 ; : val ; ) : 3 wit]
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chapter 110, subchapter III.
.. be i 3 i hi ) M
1. 1995, . _
Sec.7. 35-A MRSA §3309 is enacted to read:
§3309. Performance of contracts:; commercially reasonable
busi . - A
In the performance or enforcement of any contract for the
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Sec. 8. Loans authorized. The Finance Authority of Maine may make
loans to electric wutilities for electric rate stabilization
projects, as defined in the Maine Revised Statutes, Title 10,
section 963-A from up to $100,000,000 of the proceeds of revenue
obligation securities secured by capital reserve funds pursuant
to Title 10, section 1053. Notwithstanding any provision of
Title 10, chapter 110, 1loans may aggregate up to $100,000,000
plus an amount determined by the Finance Authority of Maine of up
to an additional aggregate of $20,000,000 to fund any capital
reserve fund established by the authority for these 1loans.
Revenue obligation securities secured by capital reserve funds
pursuant to Title 10, section 1053 relating to such loans may not
be issued for an electric rate stabilization agreement, as
defined in Title 35-A, section 3156, executed after May 1, 1995.
Any revenue obligation securities 1issued for electric rate
stabilization projects secured by capital reserve funds pursuant
to Title 10, section 1053 are limited obligations of the Finance
Authority of Maine payable from revenues from borrowers and any
capital reserve funds pledged for those securities as those funds
are administered under Title 10, chapter 110, subchapter III and
are not payable from any other assets or funds of the Finance
Authority of Maine.

Sec. 9. Reports. The Finance Authority of Maine shall report by
April 15, 1995 to the joint standing committee of the Legislature
having jurisdiction over utilities matters on all loans made to
electric utilities for electric rate stabilization projects, as
defined in the Maine Revised Statutes, Title 10, section 963-A.
The report must identify each loan made, to whom the 1loan was
made, the amount of the loan and the general description of the
electric rate stabilization project for which the loan was made.
The report may include recommendations for extending the period
during which loans to electric utilities may be made or any other
suggestions for changes to the provisions of this Act. The
Public Utilities Commission shall report by April 15, 1995 to the
joint standing committee of the Legislature having jurisdiction
over utilities matters on all -electric rate stabilization
agreements for which an application for a certificate of approval
has been processed pursuant to Title 35-A, section 3156. - The
report must identify the number of applications received by the
commission, the identity of the applicants, a general description
of each application and, for each application, whether the
application was approved or denied. The report may include
recommendations for extending the period during which
certificates of approval may be issued to electric utilities or
any other suggestions for changes to the provisions of this Act.
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94-457 - FINANCE AUTHORITY OF MAINE
Chapter 107
Electric Rate Stabilization Project Taxable Bond Program

SUMMARY: This rule establishes the procedures, standards and fees applicable to borrowers
applying for and benefiting from the Authority's program for issuance and sale of Authority bonds
secured by loans benefiting from a capital reserve fund contract with respect to an Electric Rate
Stabilization Project.

1. DEFINITIONS

A. Reference to Act Definitions. Certain terms used in this rule, which are defined
in the Finance Authority of Maine Act, 10 M.R.S.A. §961 and following (the Act), shall have
the meanings set forth in the Act, unless clearly specified otherwise or unless the context clearly
indicates otherwise.

B. Defined Terms.

1. "Bond" means a revenue obligation security (as defined in the Act), and
includes a certificate of participation or other evidence of indebtedness
representing an interest in one or more loans benefiting from capital reserve
fund security under this program.

2. "Borrower" includes a prospective borrower where the context requires.

3. "Capital Reserve Contract" means an agreement pursuant to which the
Authority establishes a capital reserve fund to back a bond and/or to benefit
a loan.

4, "Capital reserve fund" means a capital reserve fund established pursuant to

10 M.R.S.A. §1053.

5. "Cash equivalents” means deposits of money, certificates of deposit or
other cash equivalents, irrevocable letters of credit issued by financial
institutions acceptable to the Authority or loan guarantees from insurance
companies or other institutions satisfactory to the Authority.

6. "Certificate of Approval" means a certificate issued by the Maine Public
Utilities Commission (MPUC) upon application of an electric utility with
respect to an electric rate stabilization agreement pursuant to 35-A MRSA
Section 3156.

7. "Chief Executive Officer" means the Authority's chief executive officer or
a person acting under the supervisory control of the chief executive officer.

8. "Electric Rate Stabilization Project" means an agreement by an electric
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utility with a qualifying facility as defined in 35-A° MRSA Section 3303,
that will result in the reduction in costs to the electric utility and that has
been certified by the MPUC to meet the standards established under 35-A
MRSA Section 3156.

9. "Eligible enterprise” means an Electric Rate Stabilization Project.

10. "Financing commitment" means, for purposes of this rule, a letter from the
chief executive officer agreeing to include a loan in the program to be
funded from the proceeds of bonds backed by a capital reserve fund, on the
terms and conditions and subject to the requirements stated therein.

11. "Members" means the members of the Authority as provided for in the Act.

12. "Program" means the Electric Rate Stabilization Project Taxable Bond
Program of the Authority established pursuant to the Act.

13. "State" means the State of Maine..

14. "Trustee" means a financial institution acting as trustee for holders of bonds
issued and sold pursuant to this rule and the Act.

15.  "Underwriter" means a qualified entity capable of buying and/or marketing
the bonds.

2. APPLICATION PROCEDURES

A. The borrower shall submit an application, which complies with the requirements
of this rule on such forms and in such numbers as may be specified with such supporting
information as shall be required by this rule and such additional information as may be requested
by the chief executive officer.

B. The chief executive officer shall be responsible for making application forms
available and assisting borrowers in preparing applications.

C. No application will be considered complete unless all questions are answered, and
all supporting information is provided in form and substance satisfactory to the chief executive
officer.

3. PRIORITY

. The Authority will review only complete applications. An application will not be complete

without a Certificate of Approval from the Maine Public Utilities Commission. Once a complete
application is received it will be reviewed in the normal course of the Authority's business and
voted upon by the Board. Following approval by the Board, a financing commitment will be
issued and must be executed by the applicant within the time provided for therein, which may not
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exceed sixty days. In the event that aggregate applications are received in excess of the dollar
amount of bonding authority available, then applications will be considered on a "first come, first
served" basis based on the date and time a complete application is received by the Authority. The
Authority will document the date and time of receipt of a complete application. If an incomplete
application is received at the Authority, documentation of that incompleteness will be explicit,
written notice thereof will be given to the applicant, and subsequent completion of the application
will be explicitly documented. No application will be deemed received for purposes of
establishing priority until the application is complete as determined by the chief executive officer.
If an applicant does not execute a financing commitment and pay all fees required to be paid
within the time provided in the financing commitment, the application shall be deemed withdrawn
and the next project for which the Authority has received a complete application will be entitled
to first priority.

4. APPLICATION CONTENTS

A. Project Information. There shall be submitted with each application such general
information identifying and describing the borrower, the proposed project, and the proposed
financing of the project as specified in the application form and as otherwise requested by the chief
executive officer, and shall include evidence of management and planning capability of the
borrower, evidence pertaining to the project's proposed plan of financing, pro forma financial
statements, historical financial statements and such other evidence or information as the chief
executive officer or the application form may require.

B. Certificate of Approval. No application is complete without an accompanying
Certificate of Approval.

5. CRITERIA AND CONSIDERATIONS

A. An application will not be approved unless the Authority determines that there is
a strong likelihood that the loan will be repaid according to its terms.

B. An application will only be approved to the extent, in terms of the assistance
requested and the liability assumed by the Authority, that it is prudent for the Authority to provide
such assistance and assume such liability.

6. LOAN, COLLATERAL, INSURANCE AND TERM STANDARDS

A. Collateral. The Authority may require such collateral as it deems necessary to
secure a loan. ’

B. Maximum Capital Reserve. Without limiting the generality of any other
provisions of this rule or the Act, in the case of an electric rate stabilization project the Authority
may secure up to 100% of the revenue obligation securities by and with a capital reserve fund up
to the maximum dollar amount allowed by the Act.

C. Term. The maximum term of loans under the program will be determined by the
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Authority on a case-by-case basis. The Authdrity may approve such vamortization schedules,
including balloon payments, that it deems to be prudent.

7. COMMITMENT OR REJECTION

A. Upon approval of an application by the Authority, a financing commitment shall
be issued setting forth the terms and conditions under which a loan will be included in the
program. The financing-commitment may specify special requirements applicable to the project
and requiring the submission in final form within a time specified of all appropriate documents,
drawings, plans, specifications, appraisals, environmental site assessments, bonds, guarantees,
permits, approvals, surveys, title insurance, opinions, financial statements, cost and other
certifications and other instruments evidencing full compliance with Authority requirements and
in form and content satisfactory to the Authority.

B. No financing commitment shall become effective until the borrower has signed it
and the borrower has paid to the Authority the commitment fee as specified in the financing
commitment, and other applicable fees due pursuant to Section 11 herein.

C. If, upon examination of the application and supporting information, the Authority
rejects such application, the borrower shall be informed in writing of the rejection and the reasons
therefor. o

8. LOAN TERMS AND CONDITIONS

A. Mandatory Covenants. Any loan approved for the provision of capital reserve
fund security under the program shall include covenants requiring the borrower to:

1. . Make periodic payments of principal and intérest;

2. Pay any taxes and governmental charges assessed against the borrower or
any collateral;

3. Comply with all applicable federal, state and local laws, regulations and
ordinances; ‘
4. Obtain, maintain and pay for any insurance required as a condition of the

financing commitment against damage to or loss of any collateral;
5. Maintain and repair any collateral;

6. Permit the Authority to inspect any collateral and to inspect and copy the
borrower's books and records at any reasonable time;

7. Provide to the Authority periodic financial reports in form and content, at

times and for periods acceptable to the Authority and prepared by persons
acceptable to the Authority and also provide to the Authority, when
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specifically requested, annual income tax returns;

8. Refrain from transferring any interest in the collateral, if any, without the
Authority's prior written consent;

9. Repay any advances necessary to protect the collateral, if any, or enforce
the rights of the trustee or the Authority;

11. Execute such further assurances as may be reasonably required; and

12.  Keep the collateral, if any, free from liens and encumbrances not approved
in advance in writing by the Authority.

B. Optional Covenants. In addition, the Authority may impose such other terms and
conditions as it may deem prudent or desirable to assure the sale of bonds at reasonable rates,
completion and continuation of the project, preservation of collateral, if any, and repayment of
the loan benefitting from a capital reserve fund.

9. RIGHTS AND RESPONSIBILITIES OF THE AUTHORITY

A. The Authority's obligation to arrange or to replenish a capital reserve fund will be
evidenced by a capital reserve contract or other documentation in form satisfactory to the
Authority.

B. The Authority may impose such conditions, provisions and obligations in any
capital reserve contract, loan documents, bond documents, or other documentation used to
evidence a transaction pursuant to this Program as it may deem necessary or prudent for the
effective servicing and monitoring of any loan made under this Program.

10. CAPITAL RESERVE FUND OPTIONS

Pursuant to the capital reserve contract or other documentation, the Authority will require
the trustee to notify the Authority of any default by the borrower. After passage of a period of
time specified in the capital reserve contract or other documentation and upon performance of such
obligations by the trustee as the Authority may by contract require, the Authority may require that
it have the following options:

A. Cure one or more defaults up to a stated limit;
B. Purchase the entire loan on the terms specified in the contract and call the
applicable bonds;

C. Arrange for payment of the remaining balance of the capital reserve fund liability,
either in one lump sum or over the original term of the defauited loan;

D. Such other options as the contract or documentation may provide.



11.  PREMIUMS, FEES AND OTHER CHARGES

A. The Authority will be paid a commitment fee in accordance with the following

schedule:
LOAN AMOUNT
Up to $7,000,000

Greater than $7,000,000 and less than
$10,000,000

FEE

1% -of the loan benefitting from capital
reserve fund security

1% of the first $7,000,000 of the loan
benefitting from the capital reserve fund

security, plus up to 1% of the portion of the
loan above $7,000,000

1% of the first $7,000,000 of the loan
benefitting from the capital reserve fund
security, plus up to .5% of the portion of the
loan above $7,000,000

$10,000,000 or more

The Authority may, in its discretion, provide that a portion of the commitment fee is due
upon execution of the financing commitment with the remainder due at a later date specified in
the financing commitment, any such later date shall not be later than the date of issue of the
bonds. Upon funding of the loan benefitting from capital reserve fund security, the commitment
fee may in the discretion of the Authority, be applied in whole or in part to the first year's capital
reserve fund premium. In the event that the borrower elects not to participate in the program for
reasons other than the Authority's breach of the financing commitment, the full amount of the fee
may be retained by the Authority as liquidated damages and/or for payment of the Authority's
time and expenses unless otherwise provided in the financing commitment.

B. The Authority shall be paid an annual capital reserve fund premium not to exceed
2%, as determined by the Authority, of the outstanding balance of the portion of each loan
benefitting from a capital reserve fund at the closing of the loan and on each anniversary date of
the loan or such other date specified in the contract. The premium shall be paid in advance for
such period as is specified in the contract or other documentation. In the case of a loan in excess
of $10,000,000, the annual premium shall not exceed 1/2 of 1%, as determined by the Authority.

C. The Authority may. provide that it shall receive in lieu of annual capital reserve fund
premium payments a one time payment upon execution of the capital reserve fund contract equal
to the estimated present value of premiums scheduled to be due over the anticipated term of the
loan.

D. In the event that bonds are issued for the program prior to the execution of the
capital reserve contract, the Authority may require borrowers to pay the interest rate differential
between the rate paid on the bonds and the rate achieved by investment of bond proceeds prior to
the funding of the loan from bond proceeds.



E. A borrower shall reimburse the Authority for its out-of-pocket expenses in
connection with processing an application for capital reserve fund security or with the capital
reserve fund, including any fee payable in connection with servicing the loan, and all expenses
in connection with the bond issue, including without limitation charges of counsel and costs of sale
of bonds, copying, mailing, phone calls, advertising and travel.

F. Where application is made after issuance to obtain the Authority's and/or trustee's
consent to transfer of collateral, if any, alteration of rights or other matters, the Authority may
charge the borrower for the cost of the Authority's staff and trustee's staff utilized to review the
application and for the Authority's and trustee's out-of-pocket expenses in connection with the
application, including without limitation, charges of counsel.

12.  CREDIT ENHANCEMENT

The Authority may select an insurer or letter of credit issuer to provide credit enhancement
for a bond issue, with or without the backing of the Authority's authority under 10 M.R.S.A.
§1053. Borrowers shall be required to pay any fees and expenses charged by the provider of
credit enhancement.

13.  DEBT MANAGEMENT TRANSACTIONS

In exercising the debt management powers of the Authority, the chief executive officer of
the Authority shall be authorized to commit the Authority to enter into transactions or agreements
in the form of interest rate swaps, rate exchanges, and such other such transactions or agreements
as are necessary or desirable, in the opinion of the chief executive officer of the Authority, to
reduce financing costs or to reduce the risk of price changes or interest rate fluctuations,
including, but not limited to the purchase of financial futures contracts, options or other
transactions which constitute offsetting positions with respect to such interest rate swaps or rate
exchanges, all as shall not be inconsistent with the purposes of the Act.

14, WAIVER OF RULE
The members or the chief executive officer may waive any requirement of this rule, except

to the extent that the requirement is mandated by the Act, in cases where deviation from the rule
is insubstantial or not materially adverse to the interests of the Authority.
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15. MISCELLANEOUS

Any approvals, reviews, determinations or findings of the Authority related to any plans,
specifications, contracts, applications or other documents required or contemplated by this rule
or the Act are solely for the benefit of the Authority and shall not in any way constitute any
approval of the adequacy of such documents or of the project.

RIGINAT RULE

Basis Statement: This rule is intended to implement the Authority's program for providing
financing for electric rate stabilization projects and sale of Authority bonds secured by eligible
loans. Through use of capital reserve funds, credits are enhanced to allow for long term loans at
reasonable interest rates.

This rule is based on the following:

1. The Finance Authority of Maine Act, 10 M.R.S.A. Chapter 110, and particularly
§§ 969-A, 1053 and 1054, and subchapters II and III, and Chapter 712 of the
Public Laws of 1994 whereby the Authority was given the authority to issue
$100,000,000 in revenue obligation securities for the purposes of making loans for
electric rate stabilization projects and an additional $20,000,000 in revenue
obligation securities for the purposes of funding capital reserve funds for electric
rate stabilization projects.

2. Underwriting standards of other public and private sector lenders and loan insurers.

3. The expertise and experience of the members and employees of the Authority who
represent a broad and diverse background in business, finance and government.

4. Advice and opinions of professionals in the underwriting community, lenders and
counsel.

BASIS STATEMENT - PUBLIC COMMENTS

GENERAL COMMENTS - PUBLIC BENEFIT

Comment #

&

! Central Maine Power Company ("CMP") submitted written comments on Chapter 107
which registered agreement with the Rule's not requiring the Members to make a public benefit
determination, stating CMP's belief that this is "consistent with the legislative intent reflected in

the Statute."
NO RESPONSE REQUIRED

2 At the Public Hearing on Chapters 107 and 202 (Amendment 12) held in Presque Isle,
Maine on August 17, 1994, Catherine Lee, Esq., Bernstein, Shur, Sawyer & Nelson,

o



representing the Town of Fort Fairfield submitted oral comments on Chapter 107.

3

Ms. Lee stated that the Town of Fort Fairfield agreed to support Central Maine
Power in its effort to obtain support for its approval of the Fort Fairfield Venture buyout.
She added that the town would submit written comments. She stated that since the PUC
has evaluated the public benefit and made a finding that the project provides public benefit,
it is not necessary for FAME to make the same evaluation. She added that it is still
appropriate for FAME to look for the economic impact and suggests that FAME consider
the economic impact in evaluating future projects.

NO RESPONSE REQUIRED
At the Public Hearing on Chapters 107 and 202 (Amendment 12) held in Presque Isle,

Maine on August 17, 1994, John Reebee, a forester submitted oral comments.

4

Mr. Reebee's comments regarded the difficulty in stabilizing electric rates. Mr.

Reebee stated that he thought it was presumptuous to assume that we can do that. He

- further added that in the long-term interest of the State and the economy, the effect on

Northern Maine should be carefully considered. He further stated that when the pendulum

swung the other way on what to do about energy, the State would find that the expense of
reestablishing Fort Fairfield is great.

RESPONSE

The Legislature considered the public policy and long-term interests of the State
and the economy. Issues were addressed by the Legislature when the enabling
legislation was passed, and therefore the Members felt it was not the Authority's
responsibility to deal with those issues. '

At the Public Hearing on Chapters 107 and 202 (Amendment 12) held in Presque Isle,

Maine on August 17, 1994, Caroline Mahaney, Easton, candidate for Senate, submitted oral
comments.

Ms. Mahaney encouraged the Authority to do the best thing for all of the interested
involved.

NO RESPONSE REQUIRED

GENERAL COMMENT - CONSTITUTIONALITY

5

At the Public Hearing on Chapters 107 and 202 (Amendment 12) held in Presque Isle,

Maine on August 17, 1994, Martha Grant, Esq., Fort Fairfield, candidate for Maine House
submitted oral comments.

She is not satisfied with the constitutionality of the proposal. She stated that she
feels the proposal violates the prohibitions against using the State's credit without a State-
wide referendum. In her opinion, this is an indirect loan of the State's credit.
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RESPONSE

The Members felt that the constitutionality of the law was something with which
the Legislature and the Attorney General's office had already dealt and it was not the
Authority's responsibility to deal with that issue.

GENERAL COMMENT

6 At the Public Hearing on Chapters 107 and 202 (Amendment 12) held in Presque Isle,
Maine on August 17, 1994, Martha Grant, Esq., Fort Fairfield, candidate for Maine House
submitted oral comments on Chapter 107.

She believes that there should be a showing that the project will not adversely affect
the State's credit rating.

RESPONSE

The Members felt that the effect the law could have was something with which
the Legislature already dealt and was not a specific issue with which it was the
Authority's responsibility to deal directly.

SPECIFIC COMMENT - Chapter 107, Section 3. PRIORITY
7 Central Maine Power Company (CMP) submitted written comments regarding that part
of the Rule establishing a priority protocol and questioning whether priority should be established
on the basis of a completed application. CMP registered the thought that "the priority should be
based upon receipt of the Certificate of Approval from the PUC along with a completed
application form rather than upon the receipt of every last bit of detailed information which the
FAME staff may request following the initial submission."

RESPONSE

The Members felt that a completed application was important, otherwise the
priority would be established merely by filing a piece of paper purporting to be an
application, and agreed with the staff's belief that the application requirements and the
requirements of the Rule are clear enough so that anyone applying for benefits under
the program should be able to put together a correct, completed application. Therefore,
no change was made to the Rule as a result of CMP's request. In this regard, it should
be noted that CMP also commented that "the Rule could provide that no application will
be accepted unless accompanied by the PUC Certificate of Approval, " but indeed to the
contrary the Members found that staff has spent substantial time in advance of that
Certificate of Approval on one project, at the behest of CMP.

- SPECIFIC COMMENT - Chapter 107, Section 5. CRITERIA AND CONSIDERATIONS
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8 At the Public Hearing on Chapters 107 and 202 (Amendment 12) held in Presque Isle,
Maine on August 17, 1994, Martha Grant, Esq., Fort Fairfield, candidate for Maine House
submitted oral comments.

She felt that the Rule includes too few standards to make an adequate determination
of the viability of a project. She indicated that with no standards in the Rule, it is difficult
for those who might be on FAME Board or Staff in the future to know what to do. She
suggested that the Authority consider using the standards used for bond rating of public
utilities.

RESPONSE

The Members felt that the standards set by the Rule provide flexibility to the staff
while at the same time, giving the staff standards which have been and are presently
being applied in other loan programs. The Members, therefore, did not feel that any
changes were needed.

SPECIFIC COMMENT - Chapter 107, Section 6. LOAN, COLLATERAL, INSURANCE
AND TERM STANDARDS, A. COLLATERAL

? At the Public Hearing on Chapters 107 and 202 (Amendment '12) held in Presque Isle,
Maine on August 17, 1994, Martha Grant, Esq., Fort Eairfield, candidate for Maine House
submitted oral comments.

She stated that she was concerned that the project should have sufficient collateral
to secure a loan. She suggested a minimum standard of a first mortgage on any property
purchased with bond proceeds.

RESPONSE

The Members felt that a determination of the requirement for collateral, if any,
was a decision which the staff and the Members would make based on all financial
information provided during the application and approval process. The Members felt
that the Rule, as drafted, sufficiently addressed these elements and that no further
amendment was required. '

10 At the Public Hearing on Chapters 107 and 202 (Amendment 12) held in Presque Isle,
Maine on August 17, 1994, Jim Donnelly, State Representative submitted oral comments.

Mr. Donnelly stated that he felt the Rule language regarding collateral is sufficient
because it allows the Board to consider each project on its own merits. ‘

NO RESPONSE REQUIRED

SPECIFIC COMMENT - Chapter 107, Section 11. PREMIUMS, FEES AND OTHER
CHARGES
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i Central Maine Power filed written comments stating that it "believes that the fees
established by the Rule are unreasonably high."

RESPONSE

The Rule fairly reflects the risks taken by the Authority and the work performed
by the Authority, and in any event is subject to modification using the Waiver provision
of Section 14 of the Rule, thereby providing the flexibility to deal with specific instances
where adjustment of the fee is justified.

The Members believe that the rule will benefit the citizens of Maine by providing the
criteria for issuing bonds for electric rate stabilization projects as permitted by PL 1994, c. 712.
The Members feel that any costs associated with establishing these criteria is outweighed by the
benefits. There do not appear to be any alternatives which would be less costly to society. The
rule is designed to encourage and assist businesses, including small businesses, by allowing the
use of bonds for electric rate stabilization projects and thereby stabilizing electricity rates.

Economic Impact Analysis Statement/ Fiscal Impact Note:

A. This rule will have no cost to the Authority other than costs which can be absorbed
within allocated appropriations.

B. Public utilities which may use the program and nonutility generators which may have
contracts renegotiated as a result of a loan made under the Program may be affected by the Rule.

C. The rule will have no effect on competition. It is expected the rule will help improve
businesses by assisting public utilities to lower costs, and thus rates, by using bonds for electric
rate stabilization projects. :

D. The above statements are made based on existiﬁg demands on the program and analysis
conducted at the time the underlying legislation was enacted.

The proposed rule will not impose any costs on municipalities or counties.

Effective Date: Original Rule: October 29, 1994
Authority: 10 M.R.S.A. § 963-A et seq., § 969-A, Subchapter III of Chapter 110,

including §§1053 and 1054; Chapter 712 of the Public Laws of 1994,
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MARKET AND PRICING COMMENTARY

FINANCE AUTHORITY OF MAINE
Taxable Electric Rate Stabilization Revenue Notes
Series 1994A (Central Maine Power Company)

On Tuesday, October 18, 1994 the Finance Authority of Maine ("FAME") issued $79,300,000
of fixed rate taxable bonds to be sold to qualified institutional buyers in the private placement
market pursuant to Rule 144A. The net proceeds of the financing were loaned to Central Maine
Power Company ("CMP") to finance the termination of a power purchase agreement between
CMP and Fairfield Energy Venture, the owner of a 33-megawatt wood-fired electric generating
.plant which was then acquired by a subsidiary of CMP. Proceeds were also used to fund the
Capital Reserve Fund as part of this financing program. CMP estimated that the savings from the
"buy out" of the contract will result in present value savings to Maihe‘s ratepayers of $35 million.
This financing was the first issue under this program, which was authorized by the State

Legislature this year.

Prudential Securities monitored taxable and Treasury market conditions during the weeks prior
to setting the spread for the financing in order to advise FAME and CMP of the appropriate time
to market and price tl.e Electric Rate Stabilization financing. Prior to pricing, many market
commentators believed that the market had absorbed much of the inflationary data which had
caused the market to sell off and had caused the 30-Year Treasury rate to rise 1.25% in eight
months. However, while many taxable bonds had settled into a trading range for some time, it
was clear that the interest rate cycle was still focused on rising rates. Nevertheless, many analysts
believed that the long bond would top 8% by the end of the year and that the Fed would tighten
at least once more in 1994. As a result, while the market was relatively calm for several weeks
prior to pricing, Prudential Securities advised both FAME and CMP that underlying market jitters
continued and that it still remained a buyer's market. Therefore, having a flexible marketing and
pricing timetable was essential to catching the market in the event of a temporary movement

toward lower rates.
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- The initial price talk for the financing began on Tuesday morning at a spread of 65 basis points
to be priced off of the average life of the financing which was calculated to be 6.70 yéars. The
maturity of the cofnparable Treasury was the August 15, 2001 (7 7/8%) Treasury which was
trading at 7.43 % at the open of the market. By noon, Prudential Securities had received initial
feedback from a number of potential investors who indicated that they were interested in the
financing, but would not circle inside of a 70 basis point spread. By the same time, we had only
received firm orderé of $9 million at a spread of 65 basis points, but had received strong
indications of interest from investors at a spread of 70 basis points. Because of the turbulence of
the market and due to the strong interest from several large institutional buyers at the spread of
70 basis points, Prudential Securities recommended to FAME and CMP that the financing be

repriced at the spread of 70 basis points, which both FAME and CMP agreed to.

Within a very short time period, Prudential Securities had received firm circles for $83 million,
slightly more than the par amount of bonds, at a spread of 70 basis points. We then advised both
FAME and CMP to close the order period. During this time period, the yield of the August 2001
Treasury had begun to slide somewhat and was yielding a 7.46%. Because the market was
expecting a Trade Balance Report on Wednesday of the week and a Jobless Claims Report and
Housing Starts Report on Thursday, Prudential Securities believed that the market would only
deteriorate and advised FAME and CMP to lock in the spread to the Treasury. At 4 p.m.,
FAME, CMP and Prudential Securities locked in the coupon for the financing at 8.16% which
represented the spread of 70 basis points over the August 2001 (7 7/8%) Treasury, trading at
7.46% at that time.

* The market timing of the Finance Authority of Maine - Central Maine Power financing could not
have been more fortuitous. Indeed, the Housing Starts Report issued on Thursday, October 19th,
detailed stronger than expected housing starts which signaled a strong indication to the market that
the economy and inflation was more robust than previously thought. As a result, the 30-Year
Treasury, which closed at 7.86% on the day of the FAME pricing, closed at 7.996% only two
days later and broke the 8% barrier the following week. In addition, by Tﬁursday, October 20th,
two days after pricing, the yield of the August 15, 2001 Treasury had increased by 17 basis points
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and has continued to increase since that time.

When compared with comparable issues in the market for the same time period and as
demonstrated by initial feedback from the market that a 65 basis point spread was too aggressive,
the final spread on the FAME financing was considered extremely tight to the market. This
phenomenon is particularly noteworthy since taxable moral obligation bonds had never been
sold in the 144A Private Placement market. One week prior to the sale, the County of Los
Angeles sold a taxable pension obligation financing in the public market with a comparable
maturity to the FAME financing's average life. The Los Angeles debt was AMBAC insured,
exempt from California income taxes, and was priced in the public market at a spread of 50 basis
points over the comparable Treasury for a coupon of 8.00%; however, by the week of the FAME
pricing, the issue was trading in the secondary market at a spread of 70 basis points to the
Treasury. Also in the public market that week, two utility financings rated "AAA" priced at
spreads between 70 and 85 basis points. In the 144A market and Private (Regulation D) Market,
during the same week, several large financings with final maturities in 2003 were priced with

spreads in excess of 80 basis points over the comparable Treasury.
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Finance Authority of Maine

Taxable Electric Rate Stabilization Revenue Notes
Series 1994 A
(Central Maine Power Company)

Par Amount Average Offering Approx.

Rating ($ mils) Issue Life Guarantor Type Spread
AaalAAA 79.30 Finance Authority of Maine 8.16% 1/1/05 6.71 years FSA 144A +70
Aaa/AAA 43.00 Philadelphia Electric 7.125% 8/15/23 28 years MBIA Public +85
Aaa/AAA 3.00 Duquesne Light 6.625% 6/15/04 NA MBIA Public +70
Aaa/AAA 90.25 Los Angeles Pension Obligations 8.00% 6/30/01 7 years AMBAC Public +50
Aa3/AA 400.00 Met Life 6.3% 11/01/03 NA NA 144A +85
A1/AA- 300.00 Prudential Capital 6.875% 4/15/03 NA NA 144A +95
A1/AA- 100.00 VW Credit 6.5% 11/15/03 NA NA 144A +80
AAA 50.00 Champion 2025 Loan Bckd 3.8 years CAPMAC 144A +120
Aaa/AAA 20.00 Genstar 6% 12/30/07 7.66 years General Electric Private +95
Aaa/AAA 20.00 Continental Airlines Lev. Lease 10.5 years General Electric Private +95
AAA 40.00 First City Lease Bckd 2 years NA Private +90
AAA 110.00 Trailer Train Pass Thru 7 years NA Private +70
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Our View

NUG buy-out has

unintended result

he small Aroostook County town of Fort Fairfield
finds itself in a dilemma.

The = -ea has been whacked by the closure of Loring
Air forc : Base. The town was swamped by an
overflowing Aroostook River. There have been two bad
years for the potato crop.

But wiiat really galls townspeople is the use of state-
backed c >llars, in the words of one community advocate,

eto dest wy the town.”

The cc (lict results from the legislation engineered by

: Central : [aine Power, which allows funds guaranteed by
-the Fina: .cial Authonty of Maine to buy out or buy down
_expensiv ! electrical contracts involving non- utlhty
.generatc s (NUGs) that sell power to CMP. Lo
The co: apromise reached last spring was hailedasa
way for t- e utility to escape from decade-old contracts -

that lock: d in the price of electricity at a cost far higher
than the ‘oing rate. CMP would obviously benefit and so,

it was pr: sumed, would its ratepayers.

" Fairfie! [ Energy Venture is a 32-megawatt privately
owned sr: all power producer utilizing biomass fuels to

generate :lectricity. It provides 30-33 percent of the Fort -

Fairfield ax base, 38 well-paying jobs and an additional

" -100 jobs -r suppliers, and with a $1.5 million payroll is

one of th: top two or three local employers.
CMP w .uld buy the plant from its out-of-state owners.
By thus e iminating its need to purchase expensive |

'; ~ power, C: [P would be able to effect a modest rate o
reductior, to its southern and central Maine customers.

And inc :ed, that was the intent of the NUG buy-out
legislatio: .

But For Fairfield officials see it differently, arguing
that the FAME money is being used to benefit CMP by
eliminatir g one of the town’s largest employers and
taxpayer:

A heari> g before the Public Utilities Commission is
schedule: this week and we would hope a solution could

_ be found i) preclude the dire straits predicted by

townspec ‘le.

The sck ‘me devised to buy out NUG contracts was
supposec .0 create rate reductions that ultimately would
be passec along to customers.

It was not supposed to create additional hardships for
isolated iaine communities already suffering from
economic reversals over which there was no control.
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Fort Fairfield buyout

he state of Maine is about to get a

lesson in the high human cost of

public policy gone awry.

The classroom is Fort Fairfield,

a community of 3,200 people, with a local
economy historically grounded in natural-
resource-based industries, timber and po-
tatoes and, most recently, the production
of biomass electrical energy from burning
wood and waste fiber at the Fairfield En-
ergy Ventures plant.

The problem is high electric rates
statewide, driven to a significant degree
by public policy developed in the early
1980s that encouraged the construction of
alternative energy plants such as the one
in Fort Fairfield (12.74 cents per kilowatt
hour).

The objective was to wean the region
off its dependence on imported oil, which
was projected to cost $50 per barrel in the
1930s. It now is selling for $12. The power
companies are burning far less oil. How-
ever, they are locked in these expensive
contracts well into the next century. Spot-
market electricity can be bought today for
less than 5 cents per KWH, the expected
cost of long-term supplies of new wind
powened generators.

The issue is whether the public should
continue to subsidize this policy through
higher power rates and jobs that won't be
created in a costly energy environment.
During the period of high alternative en-
ergy costs, Maine has foregone, by one es-
timate, 3,000 to 4,000 jobs.

A law that becomes effective July 14,
provides Central Maine Power Co. with
access to a $100 million pool of financing
to buy down or rid itself of these costly al-
ternative power contracts. It has chesen
to buy out the Fairfield contract and the
plant for $78 million, at a projected sav-
ings to its ratepayers of $35 million over
what would have been the remaining sev-
en-year life of that deal. It is equivalent to
a 1 percent impact on CMP's rates.

The bottom line in this scenario is that
public policymakers, in Washington and
Augusta, in creating a system of subsi-
dies have created dependence and the like-
lihood that people will be hurt. Whether
public money is used to build a military
base or a welfare system, when the day
comes to dismantle the enterprise, there is
pain.

" Central Maine Power Co. has lopped 500

In the past six years, Fort Fairfield has
come to rely on Fairfield Energy Ventures
for one-third of its municipal tax base
($189,000, or 7 percent of its school bud-
get), more than 30 high-paying jobs and
another 100 jobs in the woods and the com-
mercial sector. The plant is a solid public
citizen. Put in perspective, it would be like
Bangor gaining and losing 300 to 400 De-
fense Finance Accounting Service (DFAS)
jobs in the span of six or seven years.

During the past three years, however,

jobs off its payroll. Electric rates paid
their salaries, too, in places like Jackman,

Portland, Dover and Augusta.

. When the PUC hears testimony tonight
in Fort Fairfield, it will get a clear picture
of the human cost of rectifying a govern-
ment policy that was well-intentioned, par-
tially successful but which long ago was

~ overtaken by events.

The community will point out the un-
fairness of the buyout, which in its view
mugs an Aroostook County town in order
to save $6 a year on the light bill of a Scar-
borough resident. It will point out an iro-
ny: Fort Fairfield sent lobbyists to
Augusta to argue for the legislation that 3
now may devastate its economy. The town
expected the bill to resuit in a buy-down
of the cost of the contract, not a buy-out
and closure of the plant, The community
says it is prepared to sacrifice to produce -
lower electric rates, but is unwilling to be
sacrificed itself.

The CMP-Fairfield Energy Ventures
buyout is the first to come before the com-
mission under the new law, which places
a greater share of the responsibility for
this issue where it properly belongs, on
state government. '

The power companies are obliged to .
take the initiative in making deals to buy . }:
down or buy out expensive contracts.

CMP has done this.

The state, through the PUC and the Fi-
nance Authority of Maine, now must make
choices that have the effect of indemnify-
ing the power companies politically and
economically. In the process, new policy
will be created.

The state’s mission this time is to take
a long view, however painful that may be
in the present, and not create another ]
class of victims. '
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FAIRFIEID ENERGY VENTURE

PUC should approve
CMP plant buy-out

® Nobody wants to hurt a small
town, but spiraling power costs
hurt Maine’s overall economy.

ainers’ concern for one
another transcends
county lines and muni-
cipal boundaries. Even
so, difficult decisions
sometimes involve a careful weighing of
local damage ‘against a broader public
good. Such a decision awaits the Public
Utilities Commission and the Finance
Authority of Maine this summer.

It is the proposal by Central Maine
Power Co. to buy out a private wood-
fired generating plant in Fort Fairfield,
using $78 million in FAME loans.

Residents of Fort Fairfield (pop. 3,998)
argue convincingly that closing the Fair-
field Energy Venture plant would
severely damage their local economy.
It's already depressed by poor potato
harvests, the closing of Loring Air Force
Base in Limestone and recent flooding.
The plant provides 38 well-paying jobs
and helps sustain 100 more.

Those jobs for Fort Fairfield, however,
come at considerable cost to other
Mainers: namely CMP rate-payers. CMP
is seven years into a 15-year contract
with Fairfield Energy Venture, one of its
major power suppliers. The price of FEV
power runs 12.75 cents a kilowatt hour.
Ratepayers last year paid $29 million

for power from the Fort Fairfield plant
that CMP contends was available for
only $6 million on the open market. .
Cost differentials like that spurred
legislative passage of the Electric Rate |
Stabilization Act earlier this year. It
allows the utility to seek low-interest
FAME funding it will later repay to buy
down or buy out costly private power |

‘contracts. That’s been the plan since the

legislation was enacted April 15.
A CMP buy-out of the Fort Fairfield

plant will save ratepayers an estimated

$44 million during the eight years
remaining in the contract. It will take the
utility 20 percent of the way toward its |
goal of reducing annual fuel costs by
$55 million. Meeting- that goal, in turn, |
should hold CMP rate increases to the |
level of inflation.

That's a saving for 80 percent of
Maine’s population that public officials
cannot afford to ignore. Nor should they
ignore painful economic losses for Fort
Fairfield. If CMP buys out the plant, it
should make every effort to keep it
operating. Failing that, public support for,
job creation in Fort Fairfield should be
openly financed through economic devel-
opment legislation, not through rate-
payers’ electric bills.

High-priced power from private gener-
ators is costing CMP customers millions
of dollars a year they shouldn’t be
paying. It is also costing Maine jobs.

The power cost spiral must stop.
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Reality factor 7
in energy buyouts

A little over two months ago, a low-interest loan
fund to encourage buyouts of costly electricity con-
tracts passed the Legislature by acclamation.

Maine’s rising retail electric rates demanded
that something be done, and the Legislature did what it
could without raising or enacting new taxes,

Last month, Central Maine Power announced a ,
major deal — a $78 million buyout of a Fort Fairfield
wood-burning plant producing.13 cent per kilowatt
hour electricity, among CMP’s most costly suppliers.

But shutting down the plant, as appeared likely,
would damage the economy of a region already hard
hit by the impending closing of Loring Air Force Base.

Suddenly legislators from Aroostook County were
singing a different tune. CMP’s proposal would misuse
the loan fund, it was charged. The law authorized
“‘buy downs,’’ keeping plants running, but not
buyouts. The plan wasn’t what Jawmakers intended.

The answers are simple: no, no and no.

‘What happened was that reality set in. The idea of
saving money for ratepayers — which people liked —
ran head on into the reality that someone (the Fort
Fairfield area, in this-case) benefits from producing
high-priced electricity. The argument against the CMF
plan amounts to a version of ‘‘not in my back yard.”

The uproar has had some effect, though: the Public
Utilities Commission hustled up north for an unusual
field hearing, and heard what it might have expected —
Fort Fairfield doesn’t want to lose a major employer.
What it did not hear was how CMP is ever going to
save money on purchased power contracts if it
is forced to operate (or buy from) producers whose
electricity costs more than twice the going rate.

None of this brings us nearer a solution. Despite the

clamor for contract renegotiation, CMP has little room .

for manecuver, Buying out hydro contracts would make
little sense; the investment in plant and equipment has
already been made, and the fuel cost — for running
water — is essential zero, so shutting down the

. generator doesn’t save money. So CMP concen-

trated on plants like the wood-burning operation in
Fort Fairfield. Whoever is bought out, it will hurt
someone’s local economy. Merely finding a different
plant to buy won’t affect the overall result.

The best outcome would be for CMP to continue
operating the plant at a reduced cost. If the wood
suppliers and farmers who take ash for their potato
fields are willing to accept lower prices, and plant
workers lower wages, there’s a possibility of gaining
savings comparable to a shutdown.

In the wake of public reaction, CMP is going to the
bargaining table, said spokesman Mark Ishkan-

‘ian, to see if such a deal can be worked out.

But evervone ought to recognize that economic
reality can’t be ignored. We didn’t much like it
when OPEC held us to ransom, and the cartel failed
when the market produced lower-cost alternatives.

Similarly, we can’t keep plants like Fort Fairfield’s
in business to produce energy no one can afford.

CMP slammed
for buyout plan

Associated Press

FORT FAIRFIELD — Acknowledging northern
Maine concerns, Central Maine Power Co. is explor-
ing ways to continue the operation of an Arcostook
County wood-fired power plant that it is proposing to
buy for $78 million, according to company officials

But CMP spokesman Mark Ishkanian reiterated
Friday that the current economics of the Fairfield
Energy Venture plant work against that prospect

At a PUC public bearing Thursday night. about 450
people applauded speakers who objected to the pro-
posed buyout, which would be financed through a
low-interest loan from the Finance Authority of
Maine.

Critics say the buyout would result in closing the

33-megawatt plant, costing nearly 40 jobs there and
about 100 others in related businesses, and that a
closing would also upset the town’s tax structure.

They also complain that a closing would reduce
revenue to the local utility, Maine Public Service Co.,
by more than $440,000 annually and likely prompt mte
increases in Aroostook County. -

“We face the possibility of losing one of the few
remaining vital contributors to our economy, one-
third of our tax dollars, the source of funding in part

" for our schools, our library, our fire department, our

police department, our security,” said Fort Fairfield
Town Manager Scott Seabury. “You are talking about
our

Area lawmakers have charged that the proposed
buyout violates the intent of the new state law that
made $100 million in FAME financing available to
utilities seeking to reduce the costs of their contracts
with non-utility power generators.

The new law takes effect July 14 and a PUC deci-
sion is required by mid-August.

Rep. John L. Martin, the former House speaker
from Eagle Lake, said if the PUC approved the pro-
posal, the governor should call a special session of
the Legislature to change the law,

Fort Fairfield puils
McKernan invitation

Associated Press

AUGUSTA — A Fort Fairfield business group has
canceled Gov. John McKernan's invitation to be the
featured speaker at an industry dinner during the
upcoming Maine Potato Blossom Festival, accusing
him of “an obvious lack of support” for opponents of a
controversial utility buyout.

McKernan responded by telling the group he had
received no request for a statement of support, but
that he had directed state officials to monitor the case
and seek ways to ease the impact of a buyout on the
town.

The Fort Fairfield Chamber of Commerce “respect-
fully” issued its cancellation to McKernan in a letter
dated June 25. The group said it acted in response to
McKernan's “recent decision not to furnish a public
statemnent” on the intent of a new law that authorizes
low-interest. state-backed loans for utilities.
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CMP BUYOUT

PUC and FAME have
separate Toles to play

® FAME reco that in a
rule proposed this week.

wo state agencies are deeply
involved in Central Maine
Power Co.'s request to use
$78 million in low-interest
loans from the Finance
Authority of Maine to buy out a wood-
burning power plant in Fort Fairfield.

The Maine Public Utilifes Commis-
sion and FAME can serve the state
best by confining themselves to their
very different roles.

The FAME board recognizes that in
proposing a rule limiting it to judging the
financial soundness of CMP’s loan re-
quest. It should hold to that rule despite
pressure to expand it, sure to come at an
Aug. 17 public hearing in Presque Isle.

Maine has entrusted responsibility
for regulating public utiliies to the
Public Utlifes Commission. It's the
proper authority to approve or reject
CMP’s request to buy out the Fairfield
Energy Venture generating plant.

The commission should approve the
buyout. It carries a projected savings of
$35 million to CMP ratepayers over six

; =
Wood chips to power in Fort Fairfield.

years. FAME, in turn, should authorize
the low-interest loan CMP’s borrowing
options are limited by its junk-bond
credit rating.

Even with a buyout, every effort
should be made to continue operating
the private Fort Fairfield plant. The
economy of the town benefits from its 38
jobs and those in supporting services.

The buyout decision and the low-
interest loan for CMP are important
decisions waiting to be made. They can
be made best by agencies that stick to
their clear and separate roles.
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FAME a good call- ‘

esidents of the Fort Fairfleld

area falled to deter the Finance

Authorlty of Maine from ap-

proving draft rules that ratify
what it was intended to have: an impor-
tant but narrow focus in elminating expen-
sive alternative energy contracts that
have driven up electric rates and cost this.
state jobs.- . -

The controveraial buy-out of Fairfield
Energy Venture by Central Maine Power
Co. put FAME in the hot seat Thursday. '-
To its credit, the agency resisted the lobby

that wanted it to overextend its jurisdic- -

tion, which in this matter is responsibly
handimg a $78 million loan:

+ The people from the County who were
bused down to Augusta this week are cor- - .

,,|“<....,:‘

: sale or retall wheeling of electrical

" energy. - - - -

- The Pubhc Utlhtles Commlssion has
the flexibility to interject ideas and con-"-
cepts of its own. The PUC will serve ma-
jority ratepayer interests by eliminating -

.~ Fairfield’s 13-cent electricity on the state

grid. It may be able to contribute to ac-
tions that will preserve Aroostook County
jobs while addressing the larger issue of
policy In future contract buy-downs and

. plant buy-outs; ..’

. But the finance agency’s role Is limited.

~ As FAME's Charles Mercer accurately

rect in thinking there is room for compro-: 3

mise and interpretation on issues relating
to the Fort Fairfield plant and its
employees.

. CMP may succeed in finding a way to "
keep the plant operating. Perhaps it can

land a role in the larger context of whole— -
. S S

L

b3

pointed out at Thursday’s meeting, it was -
not dealt into the process as a political
player, but as a financial agent. It has an
important function in establishing under-.
wnting standards, analyzmg credit and
managing the program’s money. -

The Finance Authority of Maine is wise

~ to leave the politics and energy issues
. where they belong, with the Leglslature

and the PUC




FAME and CMP

ike any nervous loan applicant,
Central Maine Power Co. is wait-
ing for a decision from the Fi-
nance Authority of Maine
(FAME), the agency empowered by the
Legislature to handle the utility’s request
for a $78 million loan to buy a wood-fired
power plant in the Fort Fairfield area.

CMP needs the loan — the largest in
Maine history — to get expensive generat-
ing capacity off its books. FAME says it
wants to lend the money, which would be
borrowed in the form of a moral obliga-
tion bond of the state, but it has hit a snag
on the issue of collateral. There doesn’t
seem to be any.

FAME’s problem is that unlike other
loans in Maine’s $3.2 billion in outstanding
moral obligation debt — Maine State
Housing, student loans and municipal
bonds — the power-plant-purchase pro-
gram hastily assembled by the Legislature
provides no cushion between bond holders
and the state treasury.

This will be a single loan to a troubled
company. If the payments aren’t made,
there are no homes or buildings to re-
posses, nothing comparable to the huge
pool of college debt to absorb a defauit
and no taxing authority (except that of the
state), on which to fall back. When
FAME floats the bonds, both the general
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fund and the agency’s credibility will be
hanging on CMP’s capacity to meet its ob-
ligations, and FAME doesn’t take lightly
the challenge this loan presents to its own
track record: $1 billion loaned out since
1983. Some sour deals. But because they
were built with backstops, the agency has
never gone to the Legislature for a bail-
out.

With $78 million on the line, and some
risk (the value of CMP’s stock has de-
clined and it already has $450 million in
secured debt and nearly $250 million in un:
secured debt), a FAME spokesman ex-
plains that this isn’t ‘““slam-dunk credit.”

According to the finance authority’s
Charles Mercer, ““If anything bad hap-
pened on this deal, and the state’s credit .
were called upon, it would be hell to pay -
for everyone.” Creditors would head for -
the deep pocket of the general fund, and
the ground would tremble under the $3.2
billion in outstanding debt.

Although FAME may be flexing a bit in
this situation — sending a message that it
is an important player in Maine lending
circles and unwilling to rubber stamp a
high-profile agreement, even one for
which the Legislature prepared the rough
draft — its concerns are practical. The .
manner in which they are resolved are of
great interest to the people of this state.




The first deal

he CMP buyout of Fairfield Ener-

gy Venture is the first deal of its

kind under a new law. It should

be done right, not only to buffer
the state’s credit rating from a financial
melt-down at CMP, but also to protect
what may prove a valuable tool in con-
trolling the rising cost of electrical energy.

Legislators involved in making the law
that resulted in the Fort Fairfield buy out
say the collateral issue never was specifi-
cally addressed. No surprise there. The
bill was conceived, drafted, negotiated
and squeezed through under time and fi-
nancial pressure.

One moment there was nothing but
high rates from non-utility generators, a
sick power company and a frustrated
public. The next, everyone wanted to
claim responsibility for a creative com-
promise that offered a way out. It was a
package of loose ends.

The basic arrangement is a good one,
but it came quickly, announced by the
power company even before the law took
effect. It caught the public and lending
and regulatory agencies by surprise.

Expensive power has been subsidizing
jobs in Aroostook County even as it has
been discouraging development in CMP’s
territory. The lost employment and impact
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on the community became instant con-
cerns, as did the fact that the power com-
pany was buying the plant, rather than
using a loan to buy down the cost of the
Fairfield plant’s energy.

The negative reaction does not diminish
the positives of purchasing Fairfield Ener-
gy Venture. The utility gains control of
nearly 20 percent of the $55 million in ex-
pensive-fuel projects from which it has
been obliged to buy power.-The criticism,
however, has caused CMP to step up its
efforts to find alternative markets for the
power. That'’s positive, too.

Similarly, FAME is feeling its way
along in coming up with acceptable stan-
dards for putting these financial pack-
ages together. The FAME board is
scheduled to meet today in Presque Isle
to finalize its rules. It is justified in taking
its time.

The solution, as all parties have been
aware from the beginning, lies in patience
and cooperation. The objective is to stabi--
lize or lower the cost of electrical energy

in Maine without creating new victims of .

public policy.

This buy out and the bonding that will
make it possible are new experiences for
everyone. The priority is to get them
right, the first time.



Secretary of Defense Les Aspin, the
Pentagon conducted a “Bottom-Up
Review” — a thoroughgoing analysis of
the nation’s military measured against
the new administration’s concept of its
mission: to fight two “regional wars”
— of Desert Storm size — at one time.

Why two? Because if we are fully
engaged in one war, dictators elsewhere
might find the temptation to grab a
neighboring nation irresistible.

The Bottom-Up Review concluded
that to implement a “two-war” strategy,
we needed 15 active divisions, 20 tactical
air wings, 12 carriers in a 346—sh1p Navy,
and 174,000 Marines.

However, according to a number of
sources, the Clinton administration is at
least $150 billion short of that commit-
ment over the next five years.

Our defense spending has dropped
40 percent in inflation-adjusted dollars
since 1986, from 6.5 percent of our gross
domestic product to 4 percent, and is on
its way to 3 percent. In 1992 dollars, we
have gone from $330 billion to
$265 billion, with further cuts pending.

Our budget is enough, says Larry

tilt-rotor transport for the Marines (their
current helicopters flew in Vietnam).

That's where BIW comes in: The
Navy’s professional journal, “Proceed-
ings,” recently noted that present ship-
building levels are heading us toward a
180-ship Navy. Deutch’s memo, if imple-
mented, would mean only one ship-
yard of the current two would survive.

Making the Navy choose between BIW
and the Ingalls shipyard in Mississippi
wouldn’t be a choice at all, according to
DiRita: Ingalls builds more ships, and
more kinds of ships, than BIW.

That concern, as large as it looms in
Maine’s economy, shrinks when com-
pared to our strategic situation: We
cannot fulfill our national defense plan.

What can we do? Either adjust our
strategy to what we can do - funding it
fully, without shortcuts in training, sup-
plies, pay or weapons; or commit to
funding a “two-war” military to match
our professed “two-war” strategy.

The current policy — telling the
American people the administration has
a plan to defend them that it cannot
implement — does no one any good.

FINANCE AUTHORITY OF MAINE

FAME should approve loan

for CM]

® Fairfield Energy Venture
purchase can help lower rates.

he Finance Authority of

Maine will make a major

decision today. The 15-mem-

ber board will decide

whether to grant a $78 mil-
lion low-interest loan to Central Maine
Power Co. to buy a wood-fired power
plant in Fort Fairfield.

The board should approve the project.
“We are working very hard to get this
deal done,” Charles Mercer, spokesman
for FAME, said after disagreement arose
over collateral earlier this month. “It's
not what either of us wanted, but we're
moving in the right direction.”

Enabling CMP to purchase the Fair-
field Energy Venture plant is more than
the right direction for FAME, it's the
righ. direction for Mainé.

P power deal today

2
Fil photo
Wood chips to energy in Fort Fairfield.

It would mark CMP's first major
purchase of a private power plant since
lawmakers authorized low-interest loans
for that purpose earlier this year. Rate-
payers should benefit. So should Fort
Fairfield, which is working with CMP to
keep the plant open. Will it happen?

Today it’s uz to FAME.

and can’t provide the support that the
children and foster parents need, and then
there are shutdown days.

These children need to be provided with
adequate care, which costs money.

Are budget cuts in the foster care
program worth it when it comes to
providing for these children?

The state of Maine needs more foster
parents. Although it is a frustrating sys-
tem, I encourage people to get involved for
the sake of the children. With some love
and security these children can grow up to
be healthy and responsible aduits.

Andrew Berenson
York Beach

Emissions testing plan
spewing out problems

Am 1 understanding correctly the infor-
mation being printed in the newspapers
about the emissions tests?

Only those cars registered in several
counties in southern Maine are to be
tested. Cars which fail are to be adjusted
at the owner’s cost. Should this result in a
reduction in the pollution, factories in
Maine could receive “credits” permitting
them to pollute more, adding back in some
of the pollution that was extracted in the
emissions testing pro

Cars from the other counties of Maine
and from any other state traveling here,
the many buses and trucks emitting their
clouds of black exhausts into the atmos-
phere and old autos are all exempt.

ABSOLUTE VALUES

The Bible off

There is a document that challenges the
conclusion of a recent letter stating,
“Claims of knowledge of absolute right
and wrong are dangerous and
fallacious.”

The Bible is “inspired” (iterally God-
breathed): It represents an autograft o
God’s will upon the writings of 40 individ
uals over a 1,600-year period with God’s
best plan for our lives in the setting o
absolute values.

As an illustration of Biblical teaching it
the context of the prior letter, God i
involved in our lives before conceptior
“Before 1 formed you in the womb, I knev
vou. Before vou were born, 1 set yor
apart” (Jeremiah 1:15).

In fetal development, God directs th
steps, “For vou created my innermos
being; you knit me together in m
mother>s womb” (Psalms 139:13).
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FAME OKs loan
for plant buyout

AUGUSTA (AP) — The Finance
Authority of Maine has approved a
$64 million loan to Central Maine
Power to buyout a Fort Fairficld
power plant.

The loan falls $15 million short
of the $79 million CMP had re-
quested, FAME spokesman Charles
Mercer said Monday.

The additional financing for the
buyout will come from CMP,
which, in (urn, will leave morc
money available for other electric
rate stabilization projects, he said.

Under the plan, CMP will buy out
Fairfield Encrgy Venture and oper-
ate the wood-burning plant for at
least three yecars.

Mercer said that the deal, unani-
mously approved at a board meeting
Monday afternoon,  will  help
stabilize CMP and increasc clectric
rate slability over the long lerm.

CMP customers will save $30
million in cnergy savings cost fiom

the buyowt, which without it, would
be lost in the cight remaining years
of the contract between CMP and
Fairlicld  Encrgy, according to
Mercer.

Approval of the loan *‘says a lot
about the state’s commitment to the
high-cost NUG (non-utility gener-
ator) problem,”” said CMP spokes-
man Mark Ishkanian.

‘““We have a lot of work ahcad of
us. This is a very significant step in
the right direction. We hope more
contract holders will step forward 1o
voluntarily renegotiate their con-
tract,”’ he said.

CMP has sought 1o get out ol
contriacts because they were nego-
tiated when power costs were much
higher. It was required by faw 1o
sign the contracts in the 1980s.

FAME’s Chict Exceutive Olficer
Timothy P. Agnew said the agency
negoliated the best possibie loan,

s
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FAIRFIELD ENERGY VENTURE

FAME okays

$64 millior

for major CMP buyout

® Utility’s ratepayers will benefit.
So, with luck, should Fort
Fairfield.

he Finance Authorily of

Maine met Lthe demands of a

light schedule and tough

questions Lhis week. The

authority unanimously
approved a $64 million low-inlerest loan
for Central Maine Power Co. Lo buy oul
one of ils cosllier non-ulility power
producers.

CMP will apply the loan toward pur-
chase of the Fairfield Energy Venlure
biomass plant in Forl Fairfield. The
ulility has had a contractual agreemenl
wilh the plant lo purchase power al a
rale well above thal on the current
surplus energy markel.

Total cost of the buyoul is placed at
$79 million. Savings from il are projecled
to reach $30 million in energy costs for
CMP cuslomers. Thal makes Lhe pur-
chase, scheduled for complelion Oct. 1,

an imporiant slep loward rale stlabiliz
lion for CMP consumers.

Meanwhile, the ulilily is working wi
the lown of Fort Fuairfield lo ke
the wood-fueled planl operating. 1
important to the local cconomy. T
benefils, a labor reduction and negoti
tions wilh wood suppliers all are aim:
al bringing the plant’s power costs dow
CMP will operale the plant for a time
see if il can become compelilive.

The ulility had asked FAME Lo provir.
the full $79 million purchase price
low-inleresl loans. The authori
declined. Instead, il insisled that CN
also invesl money of its own. Thal's
prudenl requiremenl. Moreover,
leaves a useful $15 million in low-intert
loans unspenl. Thal money can |
pul to good nse, buying oul or buyi
down olher coslly non-ulility pow
producers,

Stretching the FAME loan fund
far as possible makes sense. CM
consumers — induslrial, commerc
and residential — need every break «
power rales they can gel.

l};m
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Ratepayers wait
for buy-out benetit

he serialized saga of an Arooslook County power

generaling plant whose expensive electrical contract
Cenlral Maine Power Co. is seeking lo buy oul conlinues
wilh yet anolher installment.

Agreements reached by CMP and Fairfield Energy
Venlure, blessed by Lthe Public Ulilities Commission and
bankrolled by the Financial Authorily of Maine, have
been challenged in court by a special inlerest group of
large Maine power users, Lhe Induslrial Energy
Consumer Group. Members include paper mills and
other large manufacturing plants such as Keyes Fibre.

Under the Fairfield Energy contract buy-out, up to $30
million In reduced energy costs was expecled to he saved
by CMP over the next three years. The presumption was-
those savings would be passed along Lo consumers,
although the average residential customer would see a
negligible lowering in the monthly eleclric bill.

Bul the big energy consumers claim the PUC is
allowing a pass-through of savings of only $4 million in
December of Lhis year.

CMP meanwhile, has warned that the group’s appeal
to the Maine Supreme Courl will delay the $4 million rate
cut due in December.

This seemingly slraight-forward and well-intentioned
initiative keeps gelting bogged down in intricacies.

Lawyers are making a bundle on this dispule while
ratepayers have yel Lo see a break. If the Supreme Courl
justices do rule on Lhe case, lel’s hope they resolve it
once and for all.

i
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FAME should approve loan
for CMP power deal today

L l".urﬁeld Energy Venture
purchase can help lower rates.

he Finance Authorily of

Maine will make a major

decision Loday. The 16-mem-

ber board will declde

whether o grant a $78 mil-
lion low-interest loan o Central Maine
Power Co. to buy a wood-fired power
plant in Fort Fairfield.

The board should approve Lhe project.
“We are working very hard lo gel this
decal done,” Charles Mercer, spokesman
for FAML, said alter disagreement arose
over collateral earlier Lthis month. “It’s
not what eilher of us wanted, bul we're
moving in the right direction.”

Enabling CMP to purchase lhe Fair-
field Energy Venlure plant is more than
lhe right direction for FAME, il’s the
righu direction for Maine.

Eile phote
Wood chips to energy in Fort Fairlichl.

It would mark CMI”s first majo
purchase of a private power plant sinc
lawmakers authorized low-interest loan:
for that purpose earlier Lhis year. Ratc
payers should benefil. So should For
Fairfield, which is working with CMP (.
keep the plant open. Will it happen?

Today it's up to FAME,
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Editorials

CMP contract
buyout beneficial |

With. approval by the Financial Authority of Maine
for a 364 million loan to Central Maine Power Co.
earlier this week, the somewhat harrowing process of
buying outr an expensive electricity~-producing contract
has apparently besn accomplished successfully.

Not to be smug, but we knew it could be done.

At issue was the Fairfield Energy Venture power
plant in Fort Fairfield, targeted by CMP as the
stereotypical high-cost producer of electricity to which
the urility was bound as a result of now-onerous
contracts negotiated a decade ago.

The Legislature last spring approved FAME financ-
ing of such buyouts and CMP went after the
Aroostook County plant. But Fort Fairfield officials
raised the specter of economic devastation to their

¢
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town, as a third of the tax base would wither and up to *

three-dozen well-paying jobs would be lost.

There had to be a better way and negotiations found
one: CMP would use the FAME-guaranteed money to
buy out the non-utility generator but operate it for up
to three years. Hopefully it could then continue to
operate as it was made more economical. The deal got
a blessing from the Public Utilities Commission.

But FAME officials balked at lending the full $79
million to buy the plant without some form of
collateral to cushion the risk of default. CMP
maintained its assets were already tied up or otherwise
restricted from further commitments.

Once again, there had to be a better way and once
again negotiations found one: FAME guarantesd 364
million in loans and CMP agreed to put up $15 million’
in addizional borrowing to buy out the plant.

There are some small savings for CMP’s ratepayers,
for in fact it is they whom the entire exercise ultimately
benefits. At least 330 million in energy costs are
projected to be saved over three years as CMP won’t

" be purchasing power at rates well above those available

elsewhere in the current surplus energy market.

There are also guarantees required by FAME for
involvement in or approval of any future capital
expenditures or the purchase or sale of assets by CMP
and assurances that the loan payments are made first
before dividends are paid to stockholders.

In short, the deal appears to benefit everyone —
CMP and the people of Fort Fairfield. And the utility’s
consumers get a break too, more symbolic than
financial, but just as important.

!
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excuse. As was true last year, the vital monitors. Equaﬂy important, stu-

latest NCAA infraction underscores the

dents should monitor themselves.

FAIRFIELD ENERGY VENTURE

FAME okays $64 million
for major CMP buyout

® Utility's ratepayers will benefir.
So, with luck, should Fort
Fairfield.

ae Finance Authority of

Maine met the demands of a

tight schedule and tough

questions this week The

authority unanimously
approved a $64 million low-interest loan
for Central Maine Power Co. to buy out
one of its costlier non-utility power
producers.

CMP will apply the loan toward pur-
chase of the Fairfield Energy Venture
biomass plant in Fort Fairfield The
utility has had a contractual agreement
with the piant to purchase power at a
rate well above that on the current
surplus energy market.

Total cost of the buyout is placed at
$79 million. Savings from it are projected
to reach $30 million in energy costs for
CMP customers. That makes the pur-
chase, scheduled for completion Oct 1,

an important step toward rate stabiliza-
tion for CMP consumers.

Meanwhile, the utility is working with
the town of Fort Fairfield to keep
the wood-fueled plant operating. It's
important to the local economy. Tax
benefits, a labor reduction and negotia-
tions with wood suppliers all are aimed
at bringing the plant’s power costs down.
CMP will operate the plant for a time to
see i it can become competitive.

The utility had asked FAME to provide
the full §79 million purchase price in
low-interest loans. The authority
declined. Instead. it insisted that CMP
also invest money of its own. That's a
prudent requirement. Moreover, it
leaves a useful $15 million in low-interest
loans unspent. That money can be
put to good use, buying out or buying
down other costly non-utility power
producers,

Stretching the FAME loan fund as
far as possible makes sense. CMP
consumers -~
and residential — need every break on
power rates they can get.

YOUNG CONSERVATIONIST'S PLEA

Sand dollars should be left

alone: their home is in sea

® Once common, they now have
been decimated in Maine.
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FAME, CMP and public policy

he loan package to unburden

Central Maine Power Co. of an ex-

pensive purchased-electricity

contract was delivered Monday by
the Finance Authority of Maine, but it
would be a mistake for lawmakers, power
generators or customers to relax. The
state’s utilities remain snarled in a web of
public policy issues that are in direct con-
flict with the desire for cheaper
electricity.

Comfortable with arrangements for col-
lateral, FAME Monday approved the $77
million loan CMP will use to buy out the
Fairfield Energy Venture plant in Fort
Fairfield. The facility has been burning
wood to generate electricity that costs
CMP customers more than four times as
much as power available elsewhere.
That’s a direct result of state policy
adopted in the 1980s.

The collateral issue was a laie snarl in
a financial leverage process hastily as-
sembled last spring by the governor’s of-
fice, legislative leadership, the power
company and representatives of the
state’s non-utility generators (NUGs). The
process worked because key participants,
including FAME and the Public Utilities
Commission, recognized the seriousness
of the situation and handled their obliga-
tions with speed and thoroughness.

Although there was some drama to the
FAME decision, it was never the agency’s
intention to obstruct the deal. It only
wanted reasonable demands met to reduce
its exposure if the power company had
trouble repaying the bonds. Those condi-
tions are in the state’s interest.

The buyout should be good for CMP’s
customers, which could save more than
$30 million as a result of the deal. It also
will improve the state’s appeal to cost-con-
scious companies seeking to invest and
do business here. It should make economic
life more tolerable for indigenous compa-
nies still struggling out of recession.

The deal should improve the health of
CMP, which in a single stroke lops off 20
percent of $55 million in high-fuel-cost
power it must jettison to get rates under
control. Combined with 26 other contract
renegotiations completed this year and
last, the company’s expensive power load
is down now to around $15 million.

But like losing weight, that last 10 or 15
comes off the toughest. As the Fairfield
Energy Venture buyout illustrated, when
public policy drives business decisions, a
layer of subsidy, economic fat, becomes
embedded in the economy. That’s true
down in Westbrook, where CMP pays the
largest single amount to any NUG, $45
miilion a year (10.5 cents per kilowatt-
hour). When that deal is up in 1997, it is
not autornatic that a lower negotiated
price for CMP will follow.

The sale of energy by the aging Scott
paper mill there is not gravy, but part of
the main course that sustains a business
with more than 1,000 workers — 10 times
the magnitude of the problem in Fort
Fairfield. Because the mill may not be
able to sell power at a lower price and -
stay in business as a papermaker, the -
community is considering municipalizing
its electric system, maintaining the sub-
sidy within the local economy.

If Westbrook moves in this'direction, as *

* other communities also think they want to

do, it will force issues of stranded power-
company investments and the rippling im-
pact on customers throughout utility
service areas. Lawmakers buried a low-in-
come subsidy in power rates. If West-
brook and other communities split off
their systems, who will legislators tap to
pay make up the difference?

This buyout is important, but it is only
a first step into what will be a period of
transition for the utilities, their custom-
ers and regulators. The Legislature should
be on alert. Its work reshaping pubhc pol-
icy has only begun.
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tappears comphcated ﬂuck w1t.h future of a ma]or taxpayer and employer
thealphahetsoupofauﬁhty a bio- :. _is argued, deliberated and remanded back -
massoperator astateregulatory ~:%. to the PUC by the court.Everymonth that
' agency, public policy, and an industry. - the closing on the FAME loan is delayed
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Cenh‘alMamePowerCo.behevalt"— thatratepayersweremforpnce shock.
msavesaz million in high energy costs - .The commission attempted a “smoothing”
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southern Maine, electricity consumers are - at which some of that high-priced power

waiting for a $4 million cut in power bills - would be reflected in consumers’ bills. The |-

schedlﬂedfoerember—ad:rectconse- ,NUGshadtobepaxd.CMPborrow,edthe
quence of the buyout. - ~" money, approximately $60 million.

e The IECG says the commission drdn’t " . The plan now is to.pay off that debt,
do its job, in that only $4 million of what it _ gradually, but keep rates stable by offset-
estimates as $36 million in savings from .. ting this fuel balance (which otherwise
the buyout will flow directly to ratepayers. ~ would have to covered by ratepayers),
1t is also concerned about precedent. The  with the additional savings of the Fort
way the savings are handled in this case Fairfield buyout.
may influence another utility proceeding This commission, contrary to IECG criti-
on a separate track, the development of cism, is not being bamboozled in the FEV

CMP’s alternative rate plan. - deal. The PUC is aware of the issues. It

e The Finance Authority of Maine - has squeezed CMP physically and finan-
(FAME) at this moment is putting the cially the pastyearandahalf.ltcn'ticized
wrapping and ribbon on the $78 million the power ¢company’s early failure to buy
loan package for the purchase of FEV. -down NUG contracts, and punished them ~

FAME is proceeding full-speed-ahead for - for it. The PUChasthmgsundercontroL
an October closing. It finds comfort in the . In addition, with the FAME loan, the state

fact that the issues between CMP, the . becomes CMP's largest unsecured credi-

IECG and the PUC are resolvable. tor. Thepowercompanywmhaveplenty N

e In Fort Fairfield there is anxiety about of supervision.
the future of the biomass plant, and local =~ Although there is virtue in a group
jobs. CMP, which at first intended to close watchdogging state energy policy, it
the plant, has pledged to rum it for up to " appears that in this case, the JECG wants
ﬁ:reeyearsﬁoperahngandmdcostscan its cake (the $4 million rate reduction in
be brought down. : " December), wants to eat it, too (forcing
IECG's appeal imperils the loan and is a CMPtoabsorbloanstakenouttopay
threat to Fort Fairfield. Given CMP’s con- NUGs, including IECG members, for
dition, FAME can’t borrow a dime if the expensive power), and wants to take home
revenue stream from the savings is backed the knife and the platter by establishing a
up in court. Fort Fairfield, meanwhile, will precedent, unacceptable to nearly every
dangle on the end of the grid while the other party at the table.




Power postscripts

_ their chamber because the ramifications

_ington — have cleared the air,
temporarily, on important issues
relating to electrical energyproductxon in
Maine. However, there  Was a message in
each for key players: ::.aiic . ..ine
*The $78 million deal is on for the pur- ~
chase of the Fort Fairfield hiomass plant

wo decisions late last week — one
l I IinAugustaandtheothermWash-

. by Central Maine Power Co., courtesy of . ..

alastmmuteconc&smnbyCMPtotheIn-
dustrial Energy Consumers Group .
(IECG), which threatened to delay the -
buyout by appealing how more than $30
million in savings would be distributed. :

The appeal had virtually no chance to
succeed, but because it threatened to de-
lay the buyout for a month — a net loss to
all CMP customers of $2 million — the -
IECG managed to squeeze an additional
'ﬂﬁmﬂhonmxmmedlaterateredncuons ‘
out of the arrangement. - '

Credibility
able, but fragile commeodity. The IECG
‘squandered much of its cache by holding
up the power company for a big pay day. -
In the process, the group damaged its re-
lations with the Public Utilities Com- -
mission, the Finance Authority of Maine,
the residents of Fort Fairfield and con-
sumers in CMP’s service area.

The IECG, which at one time was able
toposeasac.hampmnforratepayerson
issues of principle, now has been re- -
vealed for what it is — a collection of self-
interests, some of whom both buy and
sell wer,thatlsmnremtemtedma
fastﬁxforthebottomlinethaninfa—
shioning responsible energy policy. The
appeal, which “T personally thought had
essentially no chance of ' PUC
Chan'manThomasWelchobservedlast

Monday, risked “the compromise of rate- .
‘payer interest in a rather seriousand I . .

‘think unfortunate way.” Well stated.
The IECG may be back for another go

- on a different issue, but it won’t be afford-
ed the same respect in the process.
*The Penobscot Indian Nation didn’t get
its amendment to federal legislation that
would have given it access to the revenue
stream from Milford Dam on the Penob-
scot River.

Sen. George Mitchell and Sen. William

Cohen intereceded when the bill came to

-ists under the terms of the Maine Indian

.- amendment was being rushed through,
+ _-causing concern among Penobscot water— -
shed landowners and dam operators, in-

-'should be conducted in the area that will

‘be affected, not only in Washington — be-
- ".fore bringing the issue to a vote. In the

- the Penoscot and Passamaquoddy, is ne-

mthepubhcarenaxsavalu—
‘ ‘ofplacmgapnontyonpraerwngtheen-

" verage and a keen understandmg of busi- -
- ness and investment. ‘

the Milford case and'in its other involve- ,

. does not conduct itself as if it has a firm
.notion of its own expectations, intentions

~  working with the flow of hydro develop-

,whmhoﬂereconomlcdmdendsto tribes
that get involved, but most of all, they
. give Indian people control over the man-

LBON Jo-/D

of the amendment, in the context of the -
very complicated legal situation that ex-

Claims Settlement Act and the Federal
Power Act, had not been examined. The -

cluding Bowater and Bangor <~ - == oo |
Hydro-Electric Co. - ‘
Thebstsohhonwastowmt. Congress -

R A_.....

Heanngscanbeheldnextyear they

long te:m, however, the best approach
for Maine’s federally recognized tribes,

gotiation: talk directly thh the people S

who produce power. - -
" The fwo Indian nations have a mstory

vironment, but they aiso have a land
base, tremendous legal clout, political le-

‘The Penobscots were looking at the val-
ue of power at Milford. Maine’s working
rivers historically have been a source of
fishing, recreation and income. Power pro-
duction is part of that mix.

In the intervention on Basin Mills, in

ment on hydro-power issues, the nation

and long-term objectives.
- - Indian tribes in other regions of the
United States have adopted a policy of

ment, becoming participants, when it .

makes environmental and economlc |

sense. |
- These are investments in the future '

et e

ner in which pm]ects are developed, pro-
tecting their economic stake and
environmental turf. -

What works for these tribes would work
equally well for the Penobscot and Passa-
maquoddy nations.

?



fown vows ’
to opposc
CMP plan
for buyout

By Debra Sund
Of the NEWS Stall

FORT FAIRFIELD — Locai off]-
cials, eager to keep the nolsy tur-
bines of Fairfield Energy Ventures
producing electricity, are gearjng
up to fight the closing of the facility
that has a $10 million impact on the
local economy.

Ceniral Maine Power Co., with
500,000 customers in southern
Maine, has proposed a buyout of
the 6-year-old plant. Fairfield En-
ergy, [ueled by waste wood, sells 33
mepgawatls of electricity to CMP.
The plan Is expected to save CMP
ratepayers $35 million.

If approved by stale regulators
and funded by the Finance Author-
ity of Maine, the buyout would add

-125 people to the ranks of the unem-
ployed in northern Maine. Alter
buylng out the contract with Falr-,
field Energy, CMP plans to moth-
ball the plant.

Recent leglslation authorized
FAME to Issue up to $100 miiilon In
bonds for Maine utllitles wanting
to change thelr contracts with non-
utility generators. CMP’s plan
would cost $78 million, Including $2
million to purchase the plant.

Local officials are working fo
convince FAME and the Malne
Public Utilities Commlssion that
the plan should not be approved,
according to Anna Watt, director
of the Fort Fairfieid Chamber of
Commerce. In additlon, the Coun-
ty's legislative delegatlon has of-
fered their assistance in working
with the town to fight the buyout
proposal.

“he delegation’s Interpretation

-he legislation, passed last ses-

eld Energy Venture In Fort Fairfleld, the object

of a $78 miilion buyout atiempt by Central Maine Power Co. (NEWS Photo by Debra Sund)

slon, was that the bill would allow
utilities to renegotlate contracts.
The Intent of the law was not to

close down plants and put people
-out of work, Watt said Tuesday.

‘e chamber Is coordinating a
campalgn urging local officlals to
write lelters to the PUC, FAME
and legislators asking for their
support In keeping Fairfield Ener-
gy Venture open.

On Monday, the Presque Isle
City Council approved a letter to be
sent to staté officlals.

Waltlt sald that if neither the PUC
nor FAME can be persuaded to
(leny appyoval of the deal, pew leg-

islation could be written.

Meanwhile, the PUC is formulat-
Ing procedures on how to deal with

proposed buyouts under the newly- - ‘

enacted Act to Encourage Electric

Rate Stabliization. The CMP pro-
posal has been the only one filed
under the act, according to PUC
officials.

At the same time, some Industry
observers sald that only $22 million
would be left from the authorized
$100 million If the CMP proposal
were to be approved.

The PUC staff is meeting today
in Augusta to determine how to
proceed with the case. According
to the law, which takes effect July
14, a decislon must be rendered
withln 30 days.

On Thursday, June 30, PUC
Chairman Thomas E. Welch wili
preside over a public hearing in
Fort Fairfleld on the issue.
“We're trylng to make people

re of what the Impact could
" .- sald Watt. “There’s a factlon

out there who belleve it’'s a Fort
Fairfield problem.”

A f[act sheet that details the eco-
nomic impact of the plant closing is
being distributed by the chamber.
In addition to the loss of jobs, the
area would also lose property tax
revenue and $7 million paid annu-
ally to waste wood suppliers. The
sheet also points out that northern
Malne electric rate payers could
end up with higher rates because
Maine Public Service Co., which
transmits the Fairfield electricity
to CMP, would need to recoup
some of the money it would lese in
the proposed deal. Co

“We're cutting our own throats,”
sald Watt. “We'’re paying for this
10 times over (when the economic !
impact, tax-supported FAME and
MPS rates are considered.”)
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Critics take aim at CMP buyout plan

Lawmakers, town officials say'Féirfieid Energy pprchase will lead to shutdown

By Francis X. Quinh

AUGUSTA (AP) — Aroostook County law-
makers are lining up with other critics of the
proposed $78 miilion buyout of a Fort Fair-
field power plant by Central Maine Power
Co., saying the deal would misuse a low-
interest loan fund set up by the Legislature.

As the Public Utilities Commission begins

its review of the CMP plan, legisiators who

joined their colleagues in April to approve
the state-backed borrowing mechanism
have filed formal petitions to intervene In
the case.

A number of the lawmakers, as weil as
municipal officials from the County, are ex-
pected to express their views at a PUC pub-
lic hearing Thursday night in Fort Fairfield.’

At Issue is CMP’s proposal to tap a $100 ~
million Finance Authority of Malne fund to ™
not only buy out the utility’s power-supply -

contract with Fairfield Energy Venture, but
also acquire the wood-burning facility Itself.

CMP says the buyout would save its cus- '

tomers nearly $36 million over the eight
years left of what was originally a 15-year
contract. The company also says it will try
to keep the plant open but can make no
guarantee because its power costs nearly 13
cents per kilowatt-hour — well above cur-
rent market prices. '

Critics say the buyout will result in a shut-
down, costing nearly 40 full-time jobs at the
plant, threatening about 100 jobs in related
businesses, undermining Fort Fairfield's
tax structure and cutting revenue to Maine
Public Service Co.

*“The proposed buyout would add one
more problem ‘to the already weakered
economy of the central Aroostook County
area,” Easton Town Manager Jackalene
Bradley wrote to the PUC last week. -

“We firmly believe that the intent of the
Legislature was to allow electric companies
to borrow low-Interest money from FAME

““The proposed bliyout

would add one more .

problem to the already
weakened economy of
the central Aroostook
| County area.”

" — Easton Town Manager
Jackalene Bradley

PR

to renegotlate contracts. We'vigorously pro-
test any use of state money to buy out and
close Fairfield Energy Venture.

“At a time when Aroostook County has to
face the closing of Loring Air Force Base
and on the heels of the devastating flood in
Fort Fairfield, this buyout should not be
allowed,” Bradley wrote.

.-

The Easton official’s concerns have been
€choed by legislators.

““This plant was built with private funds,”
wrote Sen. Margaret Ludwig, R-Houlton.

. *“In addition to those directly employed by

the plant, dozens of individuals invested in
expensive equipment so that they could ac-
qulre and deliver fuel to the plant. They
planned to pay for this equipment over the
course of the contract.

‘“The compromise bill passed last session
was meant to allow utilities to renegotiate
‘contracts — to buy down, but not to buy out,
thelr competitors. This legislation was not
designed to put people out of work overnight
or to pull the economic rug out from under a
large portion of northern Maine,” Ludwig
wrote.

Presque Isle-based Maine Public Service,
not Augusta-based CMP, serves most of the
Aroostook area — Bangor llydro-Electric
Co. also serves a small portion of the county
— and critics of the buyout say the local
utility could be forced to raise rates In the
wake of a Fort Fairfield project shutdown.

According to Fairfleld municipal offi-
cials, Fairfield Energy Venture pays more

than $1.1 million annually to Maine and New .

Brunswick utilities, including more than
$340,000 to Maine Public Service, for trans-
mission capacity.

The 33-megawatt facilily also pays Maine
Public Service more than $100,000 annually
»for backup and maintenance power, town
officials say.

A Maine Public Service spokesman con-
firmed the general range of those numbers.

CMP officials say they are sympalhelic to
northern Maine concerns, but are following
prudent business policy and legislative urg-

ings by trying to reduce the cost of contracts
with nonutility generators.

In a statement issued to the media, the
company maintains, ‘‘the 80 percent of
Maine people who live in CMP's service
area can’t afford to go on paying uncompeti-
tive prices for electricity, whether from
Fort Falrfield or any other source.” -

CMP officials also note that buyouts and
renegotiations were undertaken prior to the
establishment of the FAME fund, which
does not actually become effective until
next month.

The company bought out a wood-burning
facillty In Lewiston in 1892 and a plant in
Topsham that was still on the drawing board
earlier this year. It has also revised nearly a
dozen small hydroelectric contracts this
year.

This week’s public hearing comes less
than three months after iawmakers enthu-
slastically authorized low-interest loans for
utilities seeking to reduce purchased-power
costs.

The leglslation was approved in response
to complaints by CMP and others that ex-
pensive, long-term power-supply contracts
were driving electric rates steeply upward.

Enactment came without recorded oppo-
sition in either the House or Senale after an
initial skirmish belween Senate President
Dennis Dutremble and Gov. John McKer-
nanover the bill’s shape and authorship was
resolved.




'WLY 3. 1994 £'1994 Guv Gannett Communications " volunie 1wy, 2 .umber

I Shif

ly TUX TURKEL
Staff Writer
FORT FAIRFIELD - Safety
osters at the Fairfield Energy Ven-

ire power plant remind workers to
protect their eyes and heads, but

® Fort Fairfield fears the economic loss from the
proposed closing of a power plant. CMP says the
shutdown is needed to help stabilize elecmic rates.”

there’s no warning telling them how

to save their jobs. What they need is

a flashing, neon sign: “Caution,
watch for shifting public policy.”

State policy in the 1980s replaced

foreign oil with 100 small power

_. plants that run on wood. water and

illette

. owner of Lenny's Family Restaurant, says the power

;i ssing will be a bigger blow than April's flood. “it’s
| 0 affect everybody . . . it's going to hurt for years.”
f

ting public policy takes on

(a human face in northemm Maine

trash. Electric rates soared, but the
policy brought energy indepen-
dence and thousands of jobs, a good
tradeoff at the ime.

Times change. Now state loans
may belp close some of the same
plants, and throw people out of
work.

This potato farming town of 4,000
people is set to suffer the first hit

Up here, the shifting outline of. §

\Plea.se see CMP, Page 14A

Earlan Tumer's Exxon station
sees a handful of chip trucks
bound for the Fairfield Energy
Venture power plant stop each
day for fuel.




CMP

Continued from Page 1A

ublic policy is about to take on a

uman face,

Just eight vears ago an out-of-
state partnership came here to the
Canadian border and sank $60 mil-

n into a giant wood-chip and

ill-waste burner. It cranks out

1ough electricity for Central Maine
Power Co. to run 9,000 homes down-
State. Back then, clean-burning,
“ame-fueled power was patriotic
1d the plants were heroes.
. But many of the plants get bad
‘names when demand fell and bills
soared to pay for all the new,
nnneeded power. With customers in
wolt, CMP went to its highest-cost
ants and asked for new deals.
.08t refused.

So last spring CMP went to the
-1egislature, Down in Augusta, CMP

amed the power piants for rate

kes and sought a controversial

x As a compromise, lawmakers
approved $100 million in state-

_backed funds to help refinance

sty contracts, or buy them out.

olks here knew their plant was
¢ : Uy, almost double today's going
rate. They figured CMP would use
the money to negotiate a lower
~~ntract. So "they were shocked

inted $78 million of the bond
money to buy the piant, and shut it
down.

The deal will save CMP cus-

mers $35 million over the next

it years. Put another way, the
--erage homeowner will pay 50
cents less on a monthly bill
But for a customer in Portland to
ve $6 a year, people in Arvostook
™ country will bear a high cost.
The piant contributes one-third of
Fort Fairfield's taxes. It employs 37
workers who earn an average of
2.50 an hour, good money in the
unty. Loggers, truckers and saw-
lls send 355,000 tons of biomass a
year in the front end Farmers get
leftover ash out the back door to
~ “tilize their soil. Almost everyone
.;sl:mealinwwnortops up a gas
In eight years, Fairfield Energy
Venture has become more than just
~ good corporate neighbor. It's a
tite-hot light in a darkening local
nomy.
Residents have struggled the past
two years with a potato blight that
has ravaged the crop. They watched
llions of dollars fly out of the
anty when the last bomber took
- from Loring Air Force Base.

“re still cleaning up from the

flood. when the fickie Aroos-

- River reared up and spread icy
voc along Main Street.
Now this.

4A  Maine Sunday Telegram, July :

ree weeks ago to learn that CMP -

Bitter over policy change

Two weeks ago, a group of plant
operators sat nervously in the con-
trol room and talked about the
gathering doom. These are young
men with families, mortgages and
car payments. hitter about a policy

change they couldn’t see coming, ’

and don't understand.

“It's no secret they want to turn
Bangor north into a wildlife area”
says Scott Haggerty, a plant opera-
tor with a wife and infant son.

“We'll all be park rangers,” a
colleague adds.

“No, guides,” shouts another.

Everyone laughs. Gallows humor.

Then they get serious. They can't
believe they're being sold out, with
state backing, so southern Mainers
can save $6 a ,

CMP says there’s another side to
the story.

Its 500,000 customers are the real
victims, the company says. They've
been subsidizing unneeded or over-
priced power plants for years. Why
should electric customers support
what amounts to a jobs program?

Paying too much for power also
costs jobs in southern and central
Maine. CMP says. An economist
estimates the financial impact of
excess power payments for indepen-
dent energy at about $200 miliion,
the equivalent of roughly 4,000
potential jobs.

Now the debate over the future of
this isolated power plant in Aroos-
took County is expanding into a
high-stakes battle with statewide
implications.

CMP fears that if opposition
derails the deal, it will set-a prece-
dent that will-deter other private
power plants from renegotiating.
That would handcuff CMP’s
attempts to stabilize rates.

FAIRFIELD ENERGY

| Contract term: 15 years

Annual spending: $9.3 million

Source: Mainewatch Institute

Vital statistics: )

Owner: Limited Parmership, -
U.S. Energy of Washingten and
HYDRA-CO Enterpnises Inc. of
Syracuse, N.Y., a subsidiary of
Niagara Mohawk Power Corp.”

Capacity: 32 megawatts

Fuel: wood chips, sawdust, slash
and bark (355,000 tons
annually)

(1987-2002)
Revenue from elecrric sales,

1992: 328.2 million

Economic impact:

Direct employment: 37 workers
Average wage: $12.50/hour
Construction spending, 1987:

$60 million

(includes biomass fuel. salanes,
taxes and transmission costs)

Lawmakers and local officials with
high-cost private power plants in
their communities worry about the
future of those facilities.

The buyout must be approved by
the Maine Public Utilites Commis-
sion. The PUC will decide over the
next several weeks on the rate-
saving merits of the deal The town,
northern Maine lawmakers and
other intervenors will argue against
approval.

The iaw allowing the use of public
funds takes effect mid-month.

1f the deal makes it through the
PUC, stale loans must then be
approved by the Finance Authority
of Maine. If both agencies sign off.
CMP plans to close the plant at the
end of Septemnber.

An idyllic place
Aroostook’s remote farm country

is an idyllic place in summer. Per-

haps it's payback for long, subzero
winters.

Gentle hills roll to the horizon,
where they meit into the biggest sky
in Maine. The land is a tapestry of
green havfields and plowed brown
rectangles of potatoes and row
crops. From a rise outside town. the
blue steel building and silver stack of
Fairfield Energy Venture form a
high-tech, industrial backdrop for
this bucolic scene. :

Every 10 minutes, a tractor-trailer
pulls up to the site and tips 30 tons of
wood chips into a pile. The trucks
converge from up to 50 miles away.

Inside, workers keep the
machinery roaring, but their minds
spin like the turbines they watch
over.

Some grew up in the county. They
went to school and came back to run
the plant Operators figured they
were set until 2002, when the 15-vear
contract expired. Many bought
homes or ilies and set-
tled down. Now what?

The men say it's all politics. South

oF
a3

vs. north. Haves vs. have-nots,

“You just don't put something like
this on line and then shut it down,”
says Hugh Gilley of Limestone.

“It's not going to cost any jobs in
the southern part of the state”

Haggerty says.

“Ask CMP if they want to take
over my 15-year mortgage,” says
Dale Daigle, a shift engineer.

Venture benefits farmers

Frustration has blanketed Fort
Fairfield like a late-spring snow.

In the countryside, John Durepo
works in his barn on the family farm.
He just put 200 acres of potatoes in
the ground and the green vines have
begun to ernerge. Alfalfa, bariey and
oats alternate on the rest of. his
land.

For farmers, the power piant is a
perfect it It's a new source of
income from their woodiots. It's free
fertilizer, a renewable resource that
can save $190 a ton on potash. And
since farmers are the higgest land-
owners in town, they know just how
much the plant has kept their taxes
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buyout or buy-down nioney.

Source: CMP

CMP iIs trylng to renegotiate all its high-rate contracts, but some deals
would have more impact than others. The lollowing planis are among .
those with the highest kilowatt-hour rates and power costs to CMP. The
first number is how much cach producer received from CMP in 1992; the
second is the cost per kilowatt. Those exempted aren't eligible for public

Exempt: Scou, Westbrook, wood cogeneration, $46.8 million, 9 cents
Falrfield Energy, Fort Fairficld, wood, $29 million, 13 cenis

SEA, Stratton, wood, $27.5 million, 9 cents

Exempt: Maine Energy, Biddelord, waste, $24 million, 14 cents
Scott, Winslow, wood cogeneration, $15.8 million, 9 cents
Greenville Steam, Greenville, wood, $8.8 million, 11 cents
Miller-Worumbo, Lisbon Falls, hydro, $7.9 million, 12 cents
tlydro-Kennebec, Winslow, hydro, $7 million, 9 cems

Abenakl, Madison, hydro, $6.6 million, 10 cents

Pejepscot, Topsham, hydro, $6.4 million, 11 cents

Exempt: Regional Wasie Systems, Pontland, waste, $6 million, 8 cents
Lockwood, Waterville, hydro, $5 million, 15 cents

down.

Farmers here expect to cope wilh
changing wealher and markets.
They didn'l expect lo lose their
power plant, and they are angry.

“We were jusl beginning lo gel
things in place and find some solu-
tions,” Durepo says. “This is a com-
plele wasle. Our slale Isn’l thinking
long-lerm. They're doing everything
on emolion, polilics and the
dollar.”

Frustration and determlnation
mix along Main Streel.

Al Earlan Turmer’s Exxon station,
where a handful of plant-bound chip
trucks slop each day for fuel, a sign
reads: “If you can't see the bright
side — polish the dull side.”

Workers are rebuilding a wall on
the flood-damaged pharmacy. Some
storefronls remaln empty and un-
glazed, ripped aparl by April's
powerful ice and waler.

A posler on the window of the
vacanl Nipper's Restauranl pro-
claims the recovery effort and
shows a frog being hall-swallhwed

0

by a heron. The frog has managed to
gel its front legs oul and is choking
the beron's neck. “Never give up!”
Lhe caption reads.

A short distance away, Lenny
Willelle hasn’l given up. lle had 69
inches of waler In Lenny’s Family
Restaurant, bul he's back al the grill
for the lunch crowd. He thinks Lhe

ower plant clpsing will be a bigger
low. :

“It's going to affect everybody, not
just the low-lying areas on Main
Street,” he says. “The flood is a
one-shol deal. You crawl oul and .
pick up lhe pleces. This Is long-:
range. It's going to hurt for years.”

Willelte sees the familiar faces of
plant workers at his tables. Night-
shil workers order pizza. Truck
drivers grab a meal on thelr way lo
the mill.

“1 need lhe busincess climale we
presenlly have, if not more, to keep
this thing going,” he says.

Scolt Seabury can lake the pulse,
of Main Streel from his second-floor

. window at Town Hall. Tha‘ lown's

l manager, he was already swamped
trying lo $peed federal relief to help
offset the $100 million worth of
damage caused by the flood. Now
he's also trying lo build a legal and
political defense machine lo go
" against CMP and slate policy
makers. .

Seabury Is plenty frustrated. He
was quoted in the Bangor Daily
News saying the new policy is lo
“salisfy the desires of our yuppie
friends lo the south.” Now be says
the reporier musl have misunder-
stood him about “yuppie.” What he
really said involved profanily.

Seabury depends on lhe plant’s
$60 million valualion to help run the
town. CMP now says Lhat, minus the

wer conlracl, the 7-year-old faci-
lﬁ)y is worth only $2 million, lhe
value of the machinery. Thal could
mean culting the lown staff, laying
off half the five-person police lorce,
closing the library and ending the
recrealion program.

Local residents got a chance late’
lasl week to lell the PUC how much
the closing would hurt thelr lown.
More lhan 400 people came lo a
public hearing, including northern
Maine lawmakers who said the
governor should call a special legis-
lative session lo change the law. -

Seabury and other locals say they
thought the slate financing would
help CMP focus on renegolialing
rales, or buying oul unbuill facililies
— not shulling down exisling
plants.

“We knew the game was going to
change with lhe legislation,” Sea-
bury says. “But we never expecled

Iis,

Big plants exempt

Down in Augusla, officials eay the
law s doing what it was supposed
d

o. .
The new law exempts plants wilt
a capacity above 50 megawalts
Lawmakers [fcared that closing
large cogeneration plant in a pap¢
mill, for example, could affecl thou
sands of manufacturing jobs. The
language they finally drafted favors
buy-downs for other plants, but it
doesn't forbid buyouts, like the one
proposed in Fort Falrfield.

Unless you close some big, expen-
sive plants, policy makers say, the
faw won't have mwuch impact on
rales. And when you do close a big
plant, some people lose their jobs.

Fairfield is 33 megawalts and has
a contract price of 13 cents a kilo-
watt-hour. The buyoul will cost $78
million, but avold fulure operaling
cosls of $113 million. The tradeofl is
37 jobs, and an economic blow to a
small town, .

“I'm not being insensllive to the
impact,” says Sen. John Cleveland,
D-Auburm, a member of the Legisla-
ture’s Ulilities Commillee. “Bul
there isn't a magic bullet to solve Lhe
problem withoul pain to some
folks.”

The growing controversy has pul
CMP In a tough position.

The power company has contracls
wilh 86 private planls. Roughly 25
wilh above-markel rales are lar-
geled for rencgotiation or buyouls.

Almost all are in CMP's service
area.

“Polilically, therc's going o be
fallout in northem Maine on (his,”
says Mark Ishkanian, a CMP spo-
kesman. “Bul our cuslomers are 80
percent of Lhe stale’s population,
and for years Lhey've paid higher-
than-market rates for thal power.
Any bengelits thal come to thein are
long overdue.”

In a campaign to head off growing
opposition lo the deal, CMP took oul
newslraper ads lasl weck lo explain
that the buyout was important lo ils
goal of minimizing rale increases.
Its officers also visiled newspaper
edilorial boards to explain the com-
pany’s posilion.

Alteninive soapli

CMP” says it will continue looking
this s wnmer for ways to keep the
Elanl operaling. Another ulilily could

uy il. Perhags it can be mothballed,
for a lime when Lhe region’s power
appelile returns. Maybe il can be
run as a wholesale gencrator by
some fulure subsidiary of CMP, lo
sell power out of slate.

Bul the mosl likely oullook now s
also the most bleak: This modem,
reliable source of renewable energy
and economic vilalily may be dis-
mantled and sold lor salvage.

Fort Fairfield will survive without
its power plant. But for residents
who have walched the unit rise
against the rural landscape, and
have quickly come 1o depend on it,
the closing is part of a grim conlin-
uuin that is pulling the vitality from
their communily. 1t's nol a pile of
steel thal’s al risk, nol even a bunch
of jobs, really. It's a way of life.

Lenny Willelte says he can keep
cleaning his reslaurant when the
river goes wild, but as he stands by
the fryer as the lunch crowd leaves,
his thoughts turn lo his three grown
children. Two live out of slale. A
Lhird is headed south.

“I'd love to have my grandchildren
nearby so I can visil them,” he says.
“We're losing everything for our
chilfdren here. It's really
discouraging.”

Arooslook Counly exerts a strong
pull on the people who make il their
home. But they know they can'l exist
on dreams alone.

“We're fighlers up here,” Willette
says. “We wanl lo stay in business.
Bul things like this, we jusl can’l
withstand, 'i‘." J
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Power deal good news for lavryers

.The savings Central Maine ,Power Co. ratepayers
would get from the Fort Fairfield deal is also good news
for a Portland law firm, which- will be paid nearly $1
million for helping arrange the buyout.

Frustrated by years of slow progress in renegotiating
private power contracts, CMP put out bids for assis-
tance last year and hired Curtis, Thaxter, Stevens,
Broder & Micoleau.

CMP agreed to pay the firm on a contingent fee basis,
meaning it didn’t get paid-unless it could pull
together a deal that saved customers money. The fee,
which totaled $975,000, was based on a percentage of
the savings, in this case $35 million.

CMP says it couldn’t have negotiated Fort Fairfield
alone.

“Their help was immeasurable,” says Frederick
Woodruff, CMP’s power supply director. “There is a
basic level of distrust between private power plants and
owrselves. They could'xopen doors, because of their

experience.” :

Some of the firm’s lawyers have jroad experience
and involvement with the industr: Prior to taking
this case, Charles Micoleau serve: as the lawyer
representing the lobbying group .o many private
power plants. He is also counsel ‘ad a director of
Consolidated Hydro Inc, which op rates 13 private
power piants in Maine.

Curtis Thaxter also hired out-of-: ate financial and
investment consultants to help in ‘aeir efforts. And
while the fee may seem high, Wood:. I notes that CMP
persuaded Curtis Thaxter to lower . fee in exchange
for future work And he says cus*)mers will get a
substantial benefit for the $975,000 fe+.

“This is one of the best deals with !{ = greatest savings
that is.going to come along,” Woodr: ¢ says.
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FORT FAIRFIELD - Acknowledging
northern Malne concerns, Central Maine
Power Co. Is exploring ways 1o coatinue the
operation of an Aroostook County wood-
fired power plant thal it is proposing to buy
for $78 million, according 1o company
officials.

Maine Qov. John R. McKernan also came
under [ire from a Fort Fairfield business
group for his perceived stance supporting
the CMP buyout. McKernan said he has
never issucd a formal statement of
support.

CMP_spokesman Mark Ishkanian rei-
terated Friday that the current economics of
the Fairfield Energy Venture plant work

%ams( the prospecl of continued operation

the power plant.

Al a PUC public hearing Thursday night,
about 450 people applauded speakers who
objected to the prorosed buyout, which
would be financed through a low-interest
loan from the Finance Authority of

AUGUSTA, MAINE
! Lo !;‘ ;.

Maine,’ ’ 'e- for
Critles say the buyout would result in
closing the 33-megawatt plant, costing
ncarly 40 jobs there and about 100 others in
related businesses, and that a closing would
also upset the town's tax structure. | .

They also complain that a closing would
reduce revenue 1o the local utility, Maine
Public Service Co., by more than $440,000
annually and likely prompt rate increases in
Aroostook County.

“*We face the posslblllly of losing one of .

the few remaining vital contributors to our
economy, one-(hﬁ-d of our tax dollars, the
source of funding In part for our schools,
our library, our fire depariment, our police
Tarlmcnl our security,” said Fort Fair-
d Town Manager Scott Scabury. ‘‘You
ar: talking about our survival."” - i
Arca lawmakers have charged that the
proposed buyout violates the intent of the
new state law that made $100 million in
FAME financing available to utilities seek-

KENNEBEC JOURNAL
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ing to reducc !he costs of
their contracts with
non-utllity power
generators,

July 14 and a PUC deci-
sion is required by
mid-August.

Rep. John L. Martin,
the former House speaker
from Eagle Lake, said if
the PU(li n'?provcd the
proposal, the governor
McKERNAN should call a special ses-
sion of the Lexlsla(ure to change the law.

Among those urging a different approach
to keep the plant operating was independent
gubernatorial candidate Angus King. .

‘“There are two parties al the table playing
ﬁoker with our money,"” King said. **There

as to be a way to get back 10 the table and
help keep the plant working.

The new law takes effect .

. Fairfield

PN K

“This Is the first case under this law,’" he
said. “*You have the responsibility to ensure
all cllizens of the staie are considered in this
matter.’

The plant is owned by the U.S. Energy
Corp. of Bethesda, Md., and HYDRACO of
Syracuse, N.Y.

Mecanwhile, the Fort Fairfield Chamber of
Commerce canceled McKernan’s invitation
to be the fealured speaker at an industry
dinner during the upcoming Maine Potato
Blossom Festival, accusing him of ‘“‘an
obvious lack of support"’ for opponents of a
controversial utility buyout.

McKernan responded by telling the group
he had received no request for a statement of
support, but that he had direcied state
officials to monitor the case and seck ways
to case the impact of a buyout onm the
town.

In lta letter to McKernan, the Fort
chamber said the lack of a
statement on  the maiter by McKernan
] B 1t NN B
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cKernan take heat over buyout

*‘really leaves us with no alternative bu
cancel the invitation®’
dinner.

In a letter written Friday, McKei
responded by saying he was unaware of
contact with his office by town or chan
officials.

McKernan said he had established a 1
force involving the State Planuing O1
and the Deparunemt of Economic
Community Development “‘to expl
options for keeping the Ft. Fairfield Enc

to speak at the Jul

enture facilily operating, should
buyout be completed.”’
On that score, McKernan said,

combination of reduced operating costs .
alternative uses for the energy plant 1
provide an avenue for its contin
operation.”’

As to the intent of the legislation enac
in April, McKernan said it *‘allowed so .
flexibility 1o facilitate the buy-out &
buy-down of power purchase agrecmnent:
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PUC to vote on go-ahead ﬁf‘@fMP
to form a sub51dlary to sell power

By GARY J. REMAL
Staff Writer

AUGUSTA — The Public Utilities
Commission Friday is expected to approve
aplan by the state’s largest electric utility to
set up a 330 million unregulated subsidiary
to provide power to other companies.

The plan has been worked out between
Central Maine Power Co., which originally
_ had applied for authority to create a $70

million subsidiary, the commission’s staff,
the Maine public advocate and several
ratepayer organizations.

Company officials describe the venture
'as a relatively small experiment when

compared to CMP’s $900 million annual
sales of electricity, and critics say there are
enough safeguards built into the agreement
.to prevent the venture from having a major
negative impact on the financial health of
.the company even if it were to fail.

CMP spokesman Clark Irwin said a new
competitive power generation market has
leveloped in which utilities such as CMP
ire at a disadvantage because they must
seek approval for any business venture, and
that frequently takes much longer than the
spportunity to do it.

‘“We have opportunities under study but
e do not have any projects ready to run,”’
Irwin said. ‘‘But there’s a competitive
market and offers can be made and

withdrawn very quickly. We wanted an
organization ready so if we got an
opportunity in which we wanted to
participate we had a way to do it without
going through a complete litigated pro-
ceeding before the commission."’

Other electric utilities have diversified
into fields apart from power production,
many of them unsuccessful, he said.

The company had originally asked to
invest up to $70 million in
its unregulated subsidi-
ary. But consumer
groups, including those
representing large com-
mercial customers,
objected. They said large
losses from failed invest-
ments by the subsidiary
could harm CMP’s credit
rating and ability to bor-
row money, forcing A
Maine ratepayers to pick -
up even higher costs. WARD

The agreement before the commission
Friday, in addition to limiting the amount
of money that can be invested in the
subsidiary to 330 million, calls for a review

-by the state public utilities commissioners

after three years, sooner if necessary, limits
investments to stockholders’ money and
puts controls on company cash flow to
prevent exorbitant amounts of money

flowing from CMP to the subsidiary.

Perhaps the biggest restriction is a
request for the requirement that the
company seek approval by the Public
Utilities Commission anytime a CMP
subsidiary ifivests in a New England or New
York project.

That provision was included to prevent
CMP from allowing the unregulated
subsidiary to take advantage of either sales
or purchases of power or other resources
that could have reduced the utility’s costs
and benefited its ratepayers.

Public Advocate Stephen Ward said his
office originaily opposed the.proposal. But
he said he was convinced that with proper
safeguards the idea might
marginal advantages.

Ward said the idea of having unregulated
subsidiaries is popular with Wall Street
investors, which might give CMP’s belea-
guered stock a boost while at the same time
providing an incentive for many of the
company’s most talented employees to stay
on. He said in recent months many of
CMP’s best workers have left. - .

““I see this opportunity as fairly small
and with some potential risk associated
with it, so early on we focused on
minimizing the risk rather than maximizing
the opportunities. We don’t think there will
be many opportunities there,”” Ward
said. :

have some_ -



Fort Fa‘irﬁeld’.s problems tied to high cost of NUG energy

who turned out at Fort Fairfield June 30 to

protest the loss of jobs and tax revenues that
would hit the Aroostook County town if the owners
of the Fairfield Energy Venture shut the power
plant down.

That could happen if the Maine Public Utilities
Commission approves a buy-out agreement
between the FEV plant’s owners and Central
Maine Power Company, and the local impact
would be heavy. The townspeople’s concern is
understandable.

I t's easy to sympathize with the 300-plus people

Some speakers’ charges that the negative local - -

impacts of the buy-out constitute a “subsidy” to
people in southern Maine, on the other hand,
betray a complete mlsunderstandmg of the
economics of this contract. )

Subsidies have been flowing for eight years, but:
northward, to the FEV plant and its out-of-state
owners, in the form of inflated energy prices. CMP
customers bought $29 million of electricity from
FEV last year at an average cost of 12 cents a
kilowatt-hour.

That's more than double the competltive price . i

; Guestopinion - ',

for wholesale power, and 33 percent above the
already-too-high average wholesale price for all
NUG energy being sold into the CMP system. It
gels worse: For 1994, the FEV contract requires
paying nearly 13 cents per kwh.

FEV energy is so over-priced that even after
paying the out-of-state owners $78 million to
surrender their contract, CMP custoiners can stilt
save about $44 million over the seven remaining
years it would otherwise run. Keeping over-priced
FEV energy fowing onto the CMP grid wheniit’s
surplus and when much cheaper alternatives are
available might preserve jobs in Fort Fairfield, but
only at the cost of continued multi-million
subsidies billed to the 80 percent of Malne people -
that CMP serves.

Cutting the costs of NUG energy is v1ta| to
easing the burden on our customers, and to CMP's
goal of holding future price changes below the rate

1

David Flanagan

’

of inflation. NUG costs totaled $361 million last
year, or nearly $1 million a day. That’s 40 percent of
all the revenue we collect from CMP customers up
from less than 1 percent in 1980.

Since January 1988, the cost of making state-
mandated purchases of NUG energy have
accounted for more than 70 percent of the rate
hikes that people keep telling us, correctly, are bad
for our business and for Maine’s economy.

CMP has cut budgets and laid off more than 240
people itself this year, but considered where the
big-ticket costs are, nothing we can do can produce
anything near the savings possible from stopping
the flow of customers’ dollars to over-priced NUG-
units.

The FEV buy-out would be just one more step,

though a big one, in a CMP effort that has bought
out, bought down to a lower price, or restructured
two dozen NUG contracts since 1988.

On that point, people in Fort Fairfield asked,

' “why not buy down the FEV contract to keep the

plant running at a lower price and those jobs alive?
It's a good question with a simple answer: The
costs of a buy-down would be much higher thana -
buy-out, and would produce only one-third the
savings for electric customers.

The logic is simple. In a buy-down, the owners
would have to go on paying FEV's relatively high
operating costs, in addition to satisfying their
profitability requirements.

CMP is working to develop or locate a buyer for

1 the FEV plant or for its energy. As corporate
¢ citizens and as fellow human begins, we'd prefer to

see the plant continue operating as long as we can
deliver the savings our customers demand and our
state government expects.

Fort Fairfield indeed has problems, but so do

;" CMP's customers, who are paying at least $100

million a year above competitive levels for NUG
energy and may have lost 4,000 to 5,000 job
opportunities because of it. "The Fort Fairfield
NUG is a big part of that problem, being one of the
most expensive contracts we have.

But Fort Fairfield's problem isn’t CMP. It's the
cost of FEV energy. If it were competitively priced,
there’d be no way to design a buy-out that
produced big savings for customers, and no need
for the current anxiety in Fort Fairfield. Aftacking
CMP for seeking savings for its customers is far
less constructive than investigaling ways in which
the FEV plant might be made competitive.

Until and unless that happens, CMP’s duty to its
505,000 customers is to look for ways Lo ease the
pressure on electric rates. And NUGs like the FEV
plant remain the biggesl source of that pressure.
CMP must continue working to reduce the costs of
these expensive NUG contracts.

David 7. Flanagan is president
of Central Malne Power Company.



Buyout

Official says power plant

o
-

too costly for customers

By JENNIFER SULLIVAN "' '
Sun-Journal Staff Writer ., .
LEWISTON — If Central Maine
Power Co. falls to buy out a Fort
Fairfield power plant — a move that
would save statewide customers mil-
lions but Is hotly opposed In Aroost-
ook County — the results could

The company Is banking on the
proposed $78 million buyout of Fair-
field Energy Venture to break a “log-
Jam” and begin renegotiating power
contracts with other such non-utility
generators, Including a plant in Eu-
stis, Chief Executive Officer David
Flanagan sald. )

.

The buyout is part of CMP's eiforts

crucial for CMP

-

pace of inflation; he said, but tha col-
lapse of the Fort Fairfield deal would
be “so catastrophic that we’d have to
reassess our strategy.” .

The northern Maine plant now
costs CMP ratepayers $2 mliilion a
month, he added. . ,

. Flanagan spoke with the Sun-Jour-
nal’s editorial board in an effort to
drum up support for the buyout,
CMP, which plans to finance the deal
with a low-interest loan from the Fi-
nance Authority of Maine, says the
buyout would save its customers
more than $44 million over the eight

prove devastating, the head of CMP

sald Wednesday.

b Lo

to keep rate increases below the
R (TS 11139 AP .- Bt b o o

years remalning in the Fairfield con-

i ad e 1, ) U

“The vast majority of Maine's peo-
ple and Maine's prospects for eco-
nomic development will benefit from
this idnd of transaction,” he sald.

CMP is exploring ways to keep the
wood-fired Fairfield plant open if
possible, he sald, adding that “more |
than one” other company has ex-.
pressed interest in running it.

“It’s our position that if we can run ,
the plant economically, we'd be glad
to do it,” he sald. “But it is severely
uneconomic right now, and they
know it.” o

- — guch as paper companles that gen.

"made by the Public Utilitles Com- .

He maintained that the expensive
contracts CMP was told to negotiate
with NUGs, or non-utility generators -

erate power as a byproduct, for ex-
ample, or trash-to-energy plants —
are the result of policy decisiont

mission in the 1980s. - ara
“We have a responsibility to out

customers to make every effort we [y NER s %

can to reduce the costs of NUGSs," [iiifiasiis i

A
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tract. .
But Aroostook County residents
charge that it would result in the'
closing of the 33-megawatt plant,;
costing 37 jobs-there and about 100; -
others In related businesses. It would: -
also eliminate one-third of Fort Fair-} -
field's tax base. e
Flanagan said he recognizes the
“anguish” that Aroostook County”
has suffered as its economy has de-*
clined. But CMP must welgh the pos-
sible loss of 37 jobs to the costs faced
by Lhe utility’s customers. .., . |, "
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See CMP, page 8
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Flanagan sald. R g

Lo

The Fairfield plant is

owned by

CMP pays 12.75 cents per kilowatt
hour for power generated at Fairfleld !
— a bill that added up to more than '
$20 million for CMP customers last
year. That same energy could have i
been bought on the open market for |
$6 ‘million, Flanagan saild, adding!
that even it Falrfleld were closed, |
CMP has a power surplus expected
to last for years. The Fairfleld Energy !
Venture contract 18 one of CMP’s
most expensive and requires new
price increases in each of the next
eight years.

- U.B. Energy Corp. of Bethesda, Md,,
- and HYDRACO of Syracuse, N.Y.
+, The latter company is also part own-
er of the Stratton Energy Associates
plant in Eustls. CMP is talking with
;. the owners of that Franklin County
. plant, Flanagan sald, declining to
| distuss the nature of thelr negotia-

" tions. . .

OMP owes $60 milllon for energy
produced by NUQs. That debt must
be pald down without subjecting
customers to “rate shock,” he sald.
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FAME answers
a reader’s concerns

By Timothy P. Agnew

hould Maine support ef-
forts of its electric utdli-
ties to stabilize electric
rates for the benefit of

ratepayers?
That question bad a prominent
role during the recently Juded

it results in the public benefit de-
fined in the new law. The PUC has
30 days after receipt of an applica-
tion to issue a Certificate of Ap-
proval or to deny a project
application. If a Certificate of Ap-
proval is issued. then the cost of
financing the project is treated as
an allowsbl for rate-

legislative session. After hearing

ratepayers alike, the Legislature
and Gov. McKernan answered
yes. In doing 5o, they estahlished a
program that aliows the state’s
electric utilities to access financ-
ing at terms that make elsctric
rate stabilization projects feasible
and possible.

Now that the Electric Rata Sta-
bilization Program has become
hwnuund we have huxﬂme about po~
tential impacts of program,
the debate about whether Maine
should be invoived in such proj-
ects has begun anew. In tMat dis-
cussion. some have negatively
characterized the actions of dif-

this program. That is certainly
true for the Finance Authority of
Maine.

A guest column by Martha
Grant thet appeared in ths Bangor
Daily News on July 25 goes 5o far
as to criticize FAME because the
rule the authority has drafted for
the Electric Rate Stahilization

isn't similar to rules the
authority has for other programs
it administers. While [ appreciate
the concerns raisad by Ms. Grant,
1 believe those concerns to be un-
founded. FAME is impl i
this program mindful of the role
that we were intended to have
when this legislation was enacted.
No more. No less.

In drafting a rule for the pro-
gram, FAME did what we always
do. We reviewed the law. We re-
viewed the legisiative history. We
spoke with pegple involved in
drafting the legislation. As a re-
sult, the draft rule FAME has pro-

meets the parametars set
forth in the law that created this
program. The reason this rule is
not symilar to other FAME rules is
really quite sumple: the program
is different.

For example, the Legislature
did not stipulate a term for these
loans b it was tully
argued by proponents of the bill
that ing on what size these
loans are, terms will vary signifl-

. cantly. There was po maximum

loan size put in statute because
lawmnakers were told that electric
rate stabilizaton projects could
range in size from several mil-
lions of dollars to tens of millians
of dollars. The percentage guar-
antee on these ioans was not limit-
ed, as it is for some FAME
programs, because legislators
wanted to secure the best possible
rates and terms for projects {-
nanced under the program.
Finaily, FAME has been criti-
cized by some because the author-
ity's proposed rule does not
include a *public benefit" aspect.
The fact is, in implementing the
Electne Rate Stabilization Pro-
gram the Legisiaure saw the
need for two agencies to make de-
cisions on ejectric rate stabiliza-
tion projects. As such, the law
contains two major components:
a Public Utilities Commission ap-
provai process and & FAME fi-
nancing process,
The PUC 15 required to look at
each project todetermina whether

making purposes in the future, so
that the utility can recover the
cost of buying out or buying down
the non-utility generator
contracts.
Because Maine utilities have not
performed well financially in re-
cent years, and becausa of the
pegatve outlook for the utility in-
dustry in general, borrowing to
pay the costs of an Energy Rate
Stabllization Project may be very

these contracts, the Legislanme
determined it to be 1n the public
interest to provide assistance in
the financing of buying out or buy-

" Administering
a program
to benefit
ratepayers

ing down these projects in order to
reduce the furure cost to rate-
payers. Accordingly, the Finance
Autharity of Maine was author-
fzed to issue bonds backed by the
state’'s moral obligation in an ef-

at the lowest possib .
legisiation mandates that the
benefits of these lower rates be
passed on to ratepayers.
Asaﬁnalpom.lmtmwuch

businesses access capital while si-
multaneously protecting the
state's limited financial re-
sources. During this period,
FAME has helped thousands of
firms to sccess more than $1 bil-
lion in financing. _
Significantly, the authority has
pever had to call upon taxpayers

and managed these ioans appro-
priately, FAME has always made
good on its obligations without
cailing on the state treasury. As

Contrary to the assertions made
Ms. Grant in her column,
FAME'sdraft rulefor the Electric
Rate Stabilization Program was
pot hastily conceived or ill thaught
out. And this program. like all pro-
grams FAME admunisters, will be
bandled in the most prudent, pro-
fessional and fair way possible.
After all, that's our job.

Timothy P. Agnew is the chief ex-
ecutive officer of the Finance Au-
thority of Maine, the siate’s

and higher educaton fi-
nance agency.
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All eyes
on FAME
rule review

Power contract buyouts
crux of draft proposal

By Dabra Sund
Ot the NEWS Staf!

of nonutility generator

contract buyouts, will be reviewed

Thursday by the Finance Author-
ity of Maine.

The eyes of both porthern and

southern Maine will watch to see

how FAME will treat the rule's

opment office.

A public hearing on the rule also
bas been scheduled for 7:30 p.m.
Wednesday, Aug. 17, at the Univer-
sity of Maine at Presque Isle.

i
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tends that the plan would result in
lower electric rates for its 500,000
customers,

On Monday, a CMP spokesman
.uidthlﬂ.heeompmywlswurk-

contract with ponutility genera-
tors. The legisiation, LD, 1997, be-
came law last week.

Charles Mercer of FAME.

One of the topics to be discussed
at the morning portion: of Thurs-
day's FAME meeting in Augusta is
whether FAME must consider the
“public benefit” of such a move.
While the PUC must consider i,
Mercer said, the legislation was
not clear on whether it should be

of FAME'S criteria.

“It’s dlfficult to determine the
public benefit of shutting plants
down,” Mercer said. “We know
how to put bonds in place.”

The draft rule will be presented
during the afternoen session, when
agency members could amend the
stafl's proposal on the rule.

However, a local attorney and
legislative candidate, Martha
Grant, said the pew rule was vagus

. and appeared not as restrictive as
- other rules governing FAME.

“It's messing with our money, &
Mot of mopey,” Grant said. who
practices law in Fort Fairfiaid.
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FAME Board meets on draft rule'

The Finance Authorlty of Malne
(FAME) met st the Auguata Doy's
Iun on Thursdsy, July 21, opening
their meeting to lestimony from
interested parties regarding their
droN rule dealing with electric rate
stabillzation projects,

The FAME board voted to adopt
the draft rule at

Augusta on Thursday to provide
rensons for the FAME board to
alter their rute in the hope that a
changed rule would deny funding
to CMP for their proposed buy-out
of Falrfield Energy Venture.
Among the poinls presenled for
consideration to the FAME board

prepared lo sell them We would
ba willing to sell to someone who

would compete with ua.®
Roy Hlewes, of FAME's board,
asked If CMP would be willing to
allow the plent to stay open, and
Flanagan vepeated that the
company would be wlilling. :
8Samuel Shaplro,

the conclusion of 7 "
their mceting.

FAME boa
mecmbers  were PRSI
vllowed to \'.i"\:i"‘ L S
1d only :

LI

LA AR

i 1his."” e

thers me most Is govemmenl ls domg ’ln#—‘il

ol ,u, {x (;"-“Whai bT

ﬂf" " Iy ey 1 -Samuel Shpirn Sllh Trnuun

7 ml ,‘:.T‘,unolhu FAME
‘$board member ond
wi State Treasurer,

oy .im 14 remarked, ~ft

238 doesn’t seem right

clements directly

reloted to the proposed rule.
FAME was established to provide
funding for businesses in Maine at
a reasonable rate of Interest.
Many of the busl that

was the issue, ralsed by state sena-
torial candidate Carolyne Mahany,
thot the leglslulion does not
require FAME to be a conduit for
funding fur CMP. Section 8 of the

approoch FAME for funding are
annble to Mid aulable financlsl
bucking elyewhere.

FAME's propased rule does not
addreas economic Impact.

Central  Maine Power will
tequire $78 million to buy out
FEV's contract. The legislatlon
enacted In LD. 1997, permitting
buy-out and buy-down of non-
utility generator (NUQ) contract
by electric utilities, includes
language enabling FAME to
provide the funding for thess
trunsactions. The bill does not
s¢qulre FAME to provide funding,
sut states that the agency “may” do
W

Fort Fairfield town government
Mcials and cltizens traveled to

legisiation etatea that FAME
“tnay” (not "shult” or “must”) moke
loans. Muhany eald that CMI™s
proposal “certninly does not help®
Job crestion and economic develop-
ment, two of FAME's primnary
directives, She sald, “A responalve
government always makes excep-
tions for municipalitica slready
dcvastoted.”

The first 1o testify before the
FAME board wae CMP Presldent
David Flanagan. 1le said that
CMP servea 80% of Malne's people.

FAME's capability, he sald, was,

“critical to the ebility of CMP (o
buy out and buy down.” e added,
"We nced to find a way to run these
{alternate energy sources) econom-
lcally ourselves. 1f we can't, we'rs

- - .

b daa t0 put one person

out of work. What

bolherl me most ls government |8

doing this. T don't think govern.

ment should be Involved in privaté

enterprise.* Flansgan responded,

saylng that “This buy out s the

most  benevolent  way  (to

limplemnent the cnergy policy fur
the eotate).

Shapiro sald, “it bolls down to, |I'
CMP decided, if they had the
money, to go buy out, 1 woulda't
have o word Lo say. Dut govern;
,meat didn't do i0.* 1

Flanagen aaid, “The ﬂnl people
to be hit are our stockholders,
Thelr dlvld:nd has lln-dy been
cul 42%."

Shapire rnpondcd I boulht
CMP once — not Lo be of benefit to

the state of Maine but to make: * -

money. A deal was done with the

owners, very acceptable lo them!

and you. I would ilke to have morq
M +

- -

» See FAME .. pg 3
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\h-ﬂng of the fina} deal. You won't
hove Lo ask for a rats Incroase
becauso you Just got one. The big
faclore are people who wiil lose jobs
bnd rates that hlvo to go down, not
stay the same.”

{ Another board ber made an

collaleral i

1 v——— .

Flanogan sald In llll l-eltlmony,
Donnelly polnled out, “CMP la In
Junk bond rating.”

Rep. Richard Kneeland ques-
tioned whether the FAME rule

Insudible remark, to which
Flanagan responded, “No one wil]
hegoliate with us ln the fulure if
Ibls 1s not done. The state will
have no credibility.”

Norman Hamphll), retired vice
president of CMP said that as he
raveled hls tion

bling the buy out funding
would be “enhancing Jobs or
deleling Jobs,” thereby fulfiiling
FAME's directlve or contrary ta L.
The town's atlorney, Catherine
Lee, testified, saying, “We belleve
that Chapter 107 (the new rule)
pmpoucd by the Aulhonly stall Is

with CMP often came up. “1
dlways have Lo defend CMP,*

* he complained. “The stete forced
these contracts on CMP. A atrong
electric utility 1s necessary to the
life of the state. Fort Falrficld Is a
nlce community. But 80% of Malne
people should not contlnue to

subsidize. The greatest good for
the greatest number should
provafl.”

Senator l.eo Elel‘l’er, called to
tastify, said that In the Interest of
protecting taxpayerd Id I.Iu staté;

legally d. It Ignores
a number of statutory require-
mente." She said that the rule does
not requlre an electric utility
borrower Lo demonstrate that the
project will contribute to the
econoinic growlh of tho State and
rogion, that It will enlarge opportu-
nitica for gainful empr oymont to
the poople of the State and reglon,
or that It will genernlly better the
general health, safety, and welfare
of the State or JLs inhabitants. She
anid, “Indeed, the proposed rule

. :doed not require that the electric
the rul Pould'lpacl!y & flrs &iitillty  borrower

detnonstrate

She added that atate

"mul’ act

mortgoge of soma type of readily :omplhmtn with any public policy
soleable property, and specify :rllerlu

exactly what the collateral regula- definltl

tlon would be. | In the public interest.®

“Shaplro responded, saylng that
this lssue had beén dluulus with
underwriters. “If we (FAME) have
collateral, the state wili be fighting
in bankruptcy court with other
creditors.” Rep. Jim Donnelly
wanted lo add terms and condl-
tions to the FAME rule iegarding
collsteral, making sdre that sny

Lee also pointed out thst
nowhare In the proposed rule sre
stipulations imposed on FAME In
Its creatlon addressed. . The
Authority must consider the atate
sconomic development stralegy
and the policles and activities of

‘the Depurtment of Economlic and*
*Communlity ’

Development,

- welfare of all the people.

the propoacd rule ignores

these statulory requirements, we .

believe that It Is open Lo legal
challenge.”
Cheryl Russell, of Hannington

Brothers, 8 logging compony,
stated that FAME's vision
statement says It should

dlacourage a short-terin fix for a
lung-tenn problem.  She rcud o
atatement from H. C. Hoincs, who
polnted out that when he waos in
trouble financislly in the 1960's, no
one loaned him money. HE
suggesnted Lthat CMP take car of its
own financial problem. Ruasell
ssid that CMP paya $31 milliva per
year for projects never completed,
projecta that produce no power at
all, and that CMP's own plants,
bullt In the samo tlme period us
FEV, have highor contract costs
thon Fuirficld Encrgy.
: Carolyne Mahany said that
FAME ehould not be dealing with
the “greatest good for the grealest
number,® but with the common
“For
FAME to become parl of an
operation - ‘that will  further
devastate a town declared @
Federal Disaster Area ls controry”
to common understanding of
FAME's role in the Maine
acoliomy.
llnwnd Miller of Watcrville, an
electrical contractor, said that
rcoph complaln to hlm about high
ight bllls. “CMP,” he soid, “ls

paylng 15 centa for 4 cent power.” *

Bill Flagg, of Cary Medical
Conter, pointed out that every
membor of the Arbostook delega-
ton had declored that a buy-oul

had not been the intent of the legis-
Inhon He remarked thut this was
a “risky venture financially”™ sud
that the “implications of CMP* du
not suggest 8 goud investient °
le said that the rule should set a
Hmit on the amount of money
avsilable to anyone and to force an
applicant to motch funds CMI”s
plan was not in hanmony, he said,
with Uie slate Economic Develop-
ment Plan,

Noger Vormriman of Manchester
asked what would happen 1o the
struclure of electric costs for CMP
if the conpany were not granted
the loan.

Don Fenchen of Fort Faitficld
testifled that CMP ix not a good
risk for state moncy, but “onc of
the most nismanaged disasters in

* the country.”

Roy Peasley, o CM{® employce,

. felt that CMP wos trying to help

consumess in the stote, bl he was
troubled Ly potentind job loss in
Fort Falifickd e suid that the
state should woik with CMI to
kecp FEV opent and operating
William  Vail, of the Forest

Hesources geoup, zaid that n geal of
the rule should nsk FAMNE (o
Insure that a project  will

contribute to the econumic griowth
of the slale and, il a proposal
results In closure, that o lnan
application demonstrates practi
cable alterualives

Ken Fclier, o member of Fort
Falrfield's town council, said that
FAME should consider economic
bmpact.

At the end of oli teatitnony, Ray
Hewes sald that the board hod
veccived lettera from  Scaator
Margoret Ludwig nnd othess, und
a letler from the tlown of

Y.m‘w“mﬂng lhe

! Catherine Lee remarked that the
,town must fight the proposnl us It
nundl, every way we cen. * Council
member Howard Higging sald thut

s |he felt optimistic becauae he saw |

| an attitude chnngo in Flunsguo's
remarks.

the polnt of 1alking,” be said.
A Public Utilitiea Comunission

hearing will be held in Augusta ot

‘ July 29.

FAME wili hold s puhlic hearir
on August 31 at the University
Malne at Presque Isle.

meeling,

!
l

“Al jcast we've cne o,

.
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Artlcle regardmg FAME amenm(_i

In the lasue of the Fort Falrﬁeld
Review dated July.K 13, 1994, a
front-page article ~discussed a
proposed amendment to the
Finance Authority of Maine
(FAME) rules for the Electric Rate
Stabilization Program. That
article drew the attentlon .of
Charles Mercer, of FAME, who
called to state that it was an inac-
curate portrayal of FAME's role in
the proceedings regarding the
Electric Rate Stabilization
Program and FAME's proposed
rule. He said, “I believe your story
last week is very unfair to FAME
and it is not an accurate assess-
ment of the situation.”

In 1986, a federal program was
established for tax exempt
financing. This allowed certain
financing programs to be exempt
from federal taxes. FAME bonds
can be exempt from taxes, making
them a good deal for investora.. A
FAME rule was at that time
created to deal with the regula-
tions for that program. .

This spring, L.D. 1897 was
passed, creating the process under
which Central Maine Power, or

another electrlc utlllty, could

purchase contracts (buy-put) wlth 4 out.

non-utility generators, : such- as.
CMP plans to do wnth Falrﬁeld
Energy.: . %

. FAME is mvolved ln the process

because the legislation provides for -

a state guarantee of loans obtained
by an electric utility to purchase a
contract.

.. FAME, said Mercer; had no
knowledge of the CMP deal prior to
the commencement of its rule-
making process. FAME was an
active participant in the drafting of
the bill’s sections dealing with
guaranteed loans because,
according to Mercer, “Governor |
McKernan and the Maine Legisla-
ture wanted to make sure that the

prudent manner. FAME knows
how to structure complex financial |
{transactions whlile slmultaneously

-protecting the State’s valuable':

financial resources. That's what

jwe are suppoaed to do in this .

‘program.”
The generally—held miaunder-

standing in Fort Fairfield is that
FAME will be using state funds to .

- IR (T
lend money to CMP. for the buyf
This issue was addre sed’

* geveral times in the PUC public

‘hearing. According to Mercer,!
CMP will_not be regeiving funds
‘from FAME .or from the state of
Maine. He sald that FAME's only
-responasibility is to provide credit in
.a prudent and responsible manner;.
" It is not clear at thia time juat how
CMP will obtain the money from
the sale of FAME’s bonds. -

FAME will sell bonds on the

- stock market and those bonds will

be guaranleed by the state through
FAME. This is very similar to the
mid-80’s deal whereby the federal
government backed
loans. . Without FAME's bac! ing 3t it

Chr, sler 8.

ment draws attention

stressed that FAME is slmply
following legislative guidelines
established in the legislation and is
completely unbiased regarding the
FEV buy-out. The legislation, he
said, required that FAME provide
a guarantee if the Authority
decides that CMP is a prudent
credit risk. The state has a moral,
not a legal, obligation to cover the
pay back. If CMP defaults, the
state has no legal obligation to take
on the loans. However, if the state
refused to make payment, it would
be difficult, if not impossible, to sell
future state bonds.

As to the FAME amendment
discussed in last week’s issue of the
Review, Mercer said that the

. y 7J-a0 -5

is doubtful that CMP would be able
State’s credit .was handled in a 1 o gell $78 to $100 mlllion in bonds
on the stock market, but Mercer

— et et =

Authorl;y had been required by the
legislation of L. D. 1997 to revamp

See FAME wpg3
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thelr regulatlona to sult the |arge

amount of money being guaran-.

teed. 2

In looking over their regulations,
“the board decided that the rule
dealing with tax-exempt financing
was close to the new requirements
~for the bill. In a desire to
implement the new regulations
quickly, the Authority decided to
amend that existing rule. Each
insert of the phrase, “except for
electric rate stabilizations
projects,” according to Mercer, was
required by the legislation and was
not inserted as a favor to CMP
after CMP’s plans regarding FEV
became known or any other utility,
“Moreover,” said Mercer, “the rule
amendment was not drafted with
any specific project in mind. When
FAME started drafting its program
rule, we had no knowledge of the
CMP/Fairfield Energy Venture
(deal).” According to Mercer, “the
story that appeared in last week's

edltlon of the Review certainly
implies ‘that FAME was trying to
accommodate CMP. Rather, what
FAME is trying to do is to get a
program online.

That is what we are required to
do by State law.” Mercer did not
address the issue of collateral, a
subject not covered in the legisla-
tion. FAME, under section 6. B. of
the discarded amendment, states

that “The foregoing provisions

shall not apply in the case of an
electric rate stabilization project,
in which case the Authority inay
require and accept such collateral
as is deemed prudent.” Collatersl
is not addressed at all in 1..1). 1997.
The Authority has drafted a new
rule, dealing specifically with
electric rate stabilization projects.
This new rule will go to the FAME
board on ‘Thursday, July 21. A
public hearing on the rule will be
heard by the FAME Board in
Presque Isle on August 26.
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With that very brief’ overview of
Maine’s energy policy, I wouald s
m%mlddr&wmedmatpd- - .
ic issues raised by the propossd | s
buyout. CMP wants to replacs
Faufield Energy Vennrre's Oul-
put with its own oil-burmung Wy-
man station. Not only is thus & step
backward in reducing our depend-
ence on oil. but the price CMP 15
showing for Wyman does not ake
into account the millions of doliars
needred to rewrofit the plant to com-
ply with the Clean Air Act. All of
thase casts will be passed on ta the
ratepayers for CMP's piants.

-| another proposed

' CMP spinofi

plan appears
before state
regulators

By Francis X. Quinn

AUGUSTA (AP) — State utility
regulators Friday took up a new
plea by Central Maine Power Co.
for authorization to set up an un-

| regulated subsidiary and affiliates

that would operate outside the
region. ‘
But actual deliberations by the

put off. . .
CMP, which originally proposed
investing up to $70 million in new
entities, has won support from the
PUC staff and the office of Maine’s
public advecate for a scaled-down
plan that envisions an initial in-
vestment of up-to $30 million.
The utility proposal, however,
has come under sharp attack by a
group of CMP customers orga-
nized as the Industrial Energy
Consumer Group. IECG represen-
tatives urged regulators Friday to
turn down the proposed
agreement.

The critics argued that the plan
does not contain enough protec-

-| tions to guarantee that company

customers would not be harmed by
the formation of an ‘‘exempt
wholesale generator’’ — the type of
unregulated energy entity. that
CMP has described.

Meanwhile, CMP, the public ad-
vocate and the PUC staff have filed
agreement with
the PUC that would reduce the
company’s pending $29 million
rate-hike request to $23.3 misllion.

A hearing on that proposal is ex-
pected to be held next week.

The pending rate hike would
come in the form of an annual fuei-
cost adjustment designed to cover
CMP’s fuel-related expenses, .

CMP said Friday its willingness
to lower its fuel-clause request re-
sulted in part from the future sav-

ings it expects to net from the

Energy Venture power contract
and plant in Arcostook County.

The buyout, which has been criti-
cized by northern Mainers who
warn of its potentially detrimental
impact on the already troubled
Arcostook economy, is also under
PUC review.

! CMP said the lower fuel-clause
' request, if approved in full, would

raise company revenue by less
than 2.8 percent.

- .. f\‘i \al‘\"'

Public Utilities Commission were :

proposed buyout of the Fairfield. ‘
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® Stephen Ward, who
represents ratepayers in
utility matters, says the
plan has short- and
long-term benefits.

By TUX TURKEL
Staff Writer

Central Maine Power Co. cus-
tomers would see their bilis drop by
one-half percent in December as
part of a new proposal to keep a
wood-fired power plant open in Fort
Fairfield.

But a group of large industrial
customers says the savings should
be greater. The group argues that
the settlement violates the inlent of a
new state law designed to lower
electric rates.

The Public Utilities Commission is
scheduled to weigh each side’s argu-
ments at a hearing today in
Augusta.

The deal could also give CMP a
toehold into the business of unregu-
lated power generalion.

The plant, now owned by an
independent company, would be
operated by a regulated subsidiary of

CMP. But CMP would have the

option to convert it to an exempt
generator that could sell electricity
to factories or utilities.

The action stems fom CMP’s
efforts to buy out the high-cost
contract and close the plant. To
finance the buyout, CMP has applied
to the state for a $78 million loan,
part of a new law designed to help
utilities buy out or modify costly
contracts with private power plants,

But the plan stunned northern
Maine residents, who were upset

that stale backing would be used to,

shut down a major employer. That
set the stage last week for talks
leading to Tuesday’s compromise.

Under the orginal buyout deal,
CMP said customers wounld save $35
million over eight years. Put another
way, an average home customer
with a $58 monthly bill would have
saved about 50 cents.

The new proposal would cut
annual electric rates by $1 miilion
beginning this December. That
would save an average home cus-
tomer about 30 cents a month.

But a sticking point is how and
when additional savings are

_realized.

The savings may be harder to
calculate in Lhe future because the
PUC is considering a different
melhod of setting utility rates. It is

€¢Supporters say it would be
nice to have the plant around
and that it would be good
for us. ... But we do know
there are very specific savings
that would result from a
buyout over the next few
years. And the legislative
intent is for us to receive
those benefits.99

Tony Buxton, industry lawyer I

also possible that an unrepulated

arm of CMP could buy Lhe power
plant, or sell it to another entity, at a
grealer fulure value. That would
increase fulure benefits for CMP’s
500,000 ratepayers. ’

“Qver Lhe life of the conlract,” said
Arthur Adelberg, a CMP vice presi-
dent, “we expect customers to
acheive the same level of benefits, or
slightly more.”

CMP was initially opposed to
keeping the plant open because the
conlract cost was oo high and the
power unneeded. But it will try to

lower operating costs by negotiating
lower fuel-wood prices and gaining
tax concessions from Lhe town, for
example.

Industrial customers, however,
are pushing for the original buyout
plan.

The Industrial Energy Consumer
Group comprises 12 companies that
include paper mills and large facto-
ries. Together lhey use about 10
percent of CMP’s power supply.

“Supporters say it would be nice to
have the plant around and that it

would be good for us,” said Tony
Buxton, a lawyer representing the
industrial group. *No one knows that
for sure. But we do know there are
very specific savings that would
result from a buyoul over the next
few years. And the legislative intent
is for us to receive those benelits.”

The immediate difference
between the buyoul and seltlement
savings is perhaps a few dollars
yearly for a homecowner. But for
large businesses, it could add up to
thousands of dollars, Buxton said.

But a leading ralepayer represen-
tative said the settlement is a good
deal for most ralepayers.

The compromise has gained the
support of Stephen Ward, the slate’s
public advocate. Ward, who repre-
sents ratepayers in ulility matters,
said the deal would have both short
and long-lerm benefits. Customers
will see bills drop in December, and
Maine will retain a compelitive
source of power for the future.

“I think it’s desirable for rate
payers {o receive an immediale ratc
reduction,” Ward said. “But I alsc.
think the facility will have value it
the 21st century. It would be :
shame to dismantle it and truck if ol
for salvage.”



AUGUSTA (AP) — To the dismay of opponents of a
controversial utility buyout plan in Aroostook County,
the Finance Authority of Maine board Thursday
proposed a rule limiting its oversight role in thc
dispute.

FAME board members accepted the urging of agency
analysts to leave broader questions about the public
benefits of a Central Maine Power Co. plan to buy out
the Fairfield Energy Venture plant in Fort Fairfield up to
the Public Utilities Commission.

FAME?’s role, according to the agency staff, should be
merely to judge the financial soundness of CMP's
application for a $78 million low-interest loan to pay for
the buyout.

The board handed a procedural defeat — although a
preliminary one — to buyout critics by issuing the
proposed rule for public comment,

Critics, who want both FAME and the PUC to assess
the potential economlc impact of a buyout on
Aroostook County, worry that nelther. will. However,
they will get another chance to argue for a broader rule
at a public hearing in Presque Isle on August 17,-,

Before reaching its decision, the board heard from
two executive branch agencies and several legislators
who helped develop a new eleciric rate stabilization
program that gives utilities access to, low-interest
financing to help them buy down or buy out contracts
with non-utility generators.

All of the witnesses but one, Republlcan Rep..James
Donnelly of Presque Isle, agreed that the Legislature

SN MAINE - £:2

AME see

intended to have the PUC make thé broader judgment
on the merits of a utility’s application, with FAME
ruling only on its financial feasibility.

“Public benefit is always something that FAME
should consider,’ he said.

Those arguing that the PUC alone should decide
included the commission, Public Advocate Stephen
Ward and the head of the State Planning Office,

“ Public benefit Is always’
something that FAME should
conslder. ” :

Rep. James Donnelly,
R-Presque Isle

Stephen Adams. )
Northern Maine critics of the buyout warn that it will
likely result in a shutdown of the wood-burning plant at

-a cost of at least several dozen jobs. They also complain

that modest savings for CMP customers resulting from
the buyout will be coupled with rate increases in the
Aroostook County area served by another utility.

The CMP application, if approved by the PUC and
FAME, would drain more than three-quarters of the

S reduced role

Agency’s request deals blow to critics! of CMP buyout

AUGUSTA, MAINE ) FHlDAY JULY 22, 1994 )
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$100 million loan fund authorized by the Legislature and
Gov. John McKernan. 13
That factor, as well as the fact that CMP customers
stand to benefit at the expense of another part of the
state, inade a political battle over the buyowt proposal
inevitable, said Democratic Rep. Carol Kontos of !
Windham.
““It’s regrettable . . . that this first deal which comes
before us takes so much of the aliocated money .
(and) that the particular negoliation takes place outside
CMP’s service territory,'’ Konltos said. ]
Meanwhile, Adams t10ld the board he saw a likelihood-i.
that further negouallons could keep the plant open to ..
some extent, even if the buyout proceeds. I3
“[ am confldenl . there is a solution to keep thef:
plant operating at some level,”’ Adams said, ‘*as well as
receiving the rate benefit of {he buyout.” R
CMP has said the buyout could save its customers,

"around $35 million over six years, because the COlnPdllyll

would be able to replace expensive power it is unduol
contract to get from the Fairfield facility with cheapcr
sources. i
However, a lawyer for the town of Forl Fairfield;
Catherine I.ee, said CMP’s estimates were open 1ot
challenge. nh
And one board member, state Treasurer Samueli3d
Shapiro, pressed CMP President David Flanagan on
why the utility, even with a junk-bond credit rating; A
cpuldn’t absorb a §2 million annual cost to borrowf)
money for a buyout on the open markel 1a

. 53
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® The agency may leave
questions about the public
benefits of a CMP plan to
buy out a Fort Fairfield
plant up to the Public
Utilities Commission.

By FRANCIS X. QUINN -

Associated Press

AUGUSTA - The Finance
Authority of Maine board Thursday
proposed a rule limiting its oversight
role in an Aroostook County utilily
buyout.

FAME board members accepted
the urging of agency analysts to
leave broader questions about the
public benefils of a Central Maine

Power Co. plan to buy out the )
. Republican Rep. James Donnelly of

Fairfield Energy Venture plant in
Fori Fairfield up to the Public Utili-
ties Commission. - .

FAME'’s role, according to the
agency staff, should be merely to
judge the financial soundness of
CMP's application for a $78 million
low-interest loan to pay for the
buyout.

The board handed a procedural
defeat — although a preliminary one
— 1o buyoyt critics by issuing the
proposed rule for public comment.

But critics, who want both FAME

and the PUC to assess the potential
economic impact of a buyout on

Portland Press Herald, Friday, July 22, 1994 3B

FAME may limit utility-buyout role

'6€1 am confident . . . there is a solution to keep the
plant operating at some level, as well as receiving
the rate benefit of the buyout.99

Stephen Adams, State Planning Office

Aroostook County, will have another
chance to argue for a broader rule at
a public hearing in Presque Isle on
Aug. 17.

Before reaching its decision, the
board heard from two execulive
branch agencies and several legisla-
tors who helped develop a new
electric rate stabilization program

that gives utilities access to low-

interest financing to help them buy
down or buy oul contracts with

_non-ulility generators.

All of the wilnesses but one,

Presque Isle, agreed that the [egis-
lature intended to have the PUC
make the broader judgment on the
merils of a ulility’s application, with
FAME nuling only on its financial
feasibility. . o

“Public benefit is always some-
thing that FAME should censider,”
he said. v

Those arguing that the PUC alone
should decide included the commis-
sion, Public Advocate Stephen Ward
and the head of the State Planning
Office, Stephen Adams.

Northern Maine critics of the

buyout warn that it will likely result
in a shutdown of Lhe wood-buming
plant at a cost of at leasl several
dozen jobs. They also complain that
modest savings for CMP cuslomers
resulling from the buyout will be
coupled with rale increases in the
Aroostook Counly area served by
another utility. .

The CMP application, if approved
by the PUC and FAME, would drain
more than three-quarters of the $100

million loan fund authorized by lhe-

Legislature and Gov. John
McKeman.
That factor, as well as the fact that

CMP customers stand fo benefit at -

the expense of anolher pari of the
state, made a political battle over the
buyout proposal inevitable, said
Democratic Rep. Carol Kontos of
Windham.

Meanwhile, Adams told the board
he saw a likelihood that further
negotialions could keep the plant
open lo some exlent, even if the
buyout proceeds.

“] am confident ... there is a
solution to keep the plant operating
at some level,” Adams said, “as well

as receiving the rate benefit of the
buyoul.”

CMP has said the buyout could
save its customers around $35 mil-

lion over six years, because the

company would be able lo replace
expensive power il is under contract
to get from the Fairfield facility with
cheaper sources.

However, a lawyer for the lown of
Fort Fairfield, Catherine Lee, said
CMP’s estimales were open to
challenge.

And one bhoard member, slate
Treasurer Samuel Shapiro, pressed
CMP President David Flanagan on
why the ultilily, even with a junk-
bond credit rating, couldn't absorb a
$2 million annual cost (o borow
money for a buyout on the open
markel.

CMP officials said increased
indebledness through normal chan-
nels could preclude other borrowing
needed for capital projecls.

The FAME board received a pre-
view of what members can expecl at
next month's Presque Isle hearing
Thursday as a series of Aroostook
County advocates raised a variety of
cancerns about CMI”s plan.

Echoing others who charged that
northern Maine was being penalized
to benefit utility ratepayers else-
where, Republican Rep. Richard
Kneeland of Easton asked: “Are we
just shifling the burden from one
end of the state to the other?”
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The price of FAME

By Martha A. Grant

would like to amplify the re-

marks concerning the pro-

posed Finance Authority of

Maine rules attributed to

me by Debra Sund in the
July 19 Bangar Daily News (“It’s
messing with our money, a lot of
money”’). There are a number of
substantial deviations between
the rule proposed to cover Energy
Rate Stabilization Projects
(ERSPs), such as Central Maine
Power’s buyout of Fairfield Ener-
gy Venture (FEV), and the other
secondary market taxable bond
programs which FAME finances.
The people of Maine, who will end
up paying for the buyout if CMP
defaults, are entitled to know what
those differences are.

Charles Mercer, FAME'’s direc-
tor of External Affairs, has re-
cently stated that “Maine utilities
have not performed well financiai-
ly in recent years” and that the
“outlook for the utility industry in
general” is ‘“‘negative.” The rule
proposed to regulate the $78 mil-
lion funding of CMP’s buyout of
FEV is particularly interesting
against the background of that
statement. , - )

One of the most significant dif-
ferences between the rule pro-
posed for ERSPs (a better
acronym might be “ERPS”) and
other FAME bond programs is the
total lack of criteria for determin-
ing the financial viability of pro-
posals. While other projects are
measured against four pages of
criteria, Section 5 of the draft rule
provides that an ERSP may be
approved if “the Authority deter-
mines that there is a strong likeli-
hood that the loan will be repaid
according to its terms’ and “to
the extent ... that is is prudent for
the Authority to provide such as-
sistance and assume such liabil-
ity.” Missing from the draft rule
are such criteria applied to other
projects as profitability for the
most recent three years of opera-
tions, a minimum asset to liability
ratio, a maximum debt to net
worth ratio, a minimum debt ser-
vice coverage ratio, and other
similar measures of financial
performance.

_A second distinction of equal

significance is the total lack of any
collateral requirements for
ERSPs beyond ‘‘such collateral as
(the Authority may deem) neces-
sary.” Other bond projects are re-
quired to be secured by liens on
property “‘sufficient to provide ad-
equate security for the loan” and
the total loan may not exceed %0
percent of the value of real estate:
plus 75 percent of the value of per-
sonal property securing the loan.
The proposed rules would atlow-

.FAME to provide $78 million for-

the buyout of FEV, a project 11
times larger than any other- fi-
nanced by FAME, with no coila-
teral if none is deemed necessary
by the Authority. The funds would
be provided to an entity Charlie
Mercer says has “not performed
well financially in recent years”

.and has a “negative’” outlook

Furthermore, since FAME may
require no collateral, under the
proposed rules FAME has no right
to require liquidation of the colla-
teral in case of a default.

- There is no limit to the amount
which may be loaned for any one

- project under the proposed rule,

This would allow CMP to get 78
percent of the funds available (80
percent of the cost of buying the
plant itself is allowed) for its one
project, the buyout of FEV. Every
other similar bond project is limit-
ed to $7 million in funding from
FAME. As the rule proposes to
fund projects on a first-come,
first-served basis, rather than ac-
cording to the comparative worth
of proposals, CMP’s proposal is
ensured financing if it meets the
other entirely discretionary
criteria. o

No specific term limits for the
loans to ERSPs are proposed. Oth-
er projects are limited to either 10
or 25 years, depending on the type
of project, but the proposed rules
allow FAME to determine the
maximum term of loans to rate
stabilization projects *‘on a case
by case basis.” .

The proposed rules have all the
earmarks of a hastily conceived
plan which is likely to be poorly
executed. Before FAME goes
“messing with our money” the
rules deserve a long hard look.
Martha A. Grant, an attorney in
Presque Isle, is a candidate for
House District 145. i

—



FAME Board to meet July 21 in Augusta

ELECTRIC RATE - .

STABILIZATION PROGRAM.

. TOPS AGENDA'

On Thursday, July 21, the Board
of Directors of the Finance
Authority of Maine will hold its
regular monthly -meeting in
Augusta. during the day long
meeting, FAME board members
will discuss several aspects of the
Electric Rate Stabilizatlon
Program.

The proposal of Central Maine
Power Company (CMP) to use the
Electric Rate Stabilization
Program to buy out the contract of
Fairfield Energy Venture in Fort
Fairfield and potentially close the
plant has focused a great deal of
attention on the new program and
FAME’s role in financing this
project. At this week’s board
meeting, Steve Adams, Director of
the State Planning Office, and two

‘members Aof the Legislature’s Joint
:Standlng Committee on Utilities,
‘Senator John J. Cleveland of
.auburn and Representative Carol
A. Kontos of Windham, will discuss

‘the new program. FAME is also

‘expecting representatives from
.Central Maine Power Co. and the
"town of Fort Fairfield to be present
:during board deliberatlons that
.day.

As enacted into law, the Electric '

Rate Stabilization Program Act
.contains two major components: a
Public = 'Utilities = Commission
approval process and a FAME
financing process. The Public
Utilities Commission is required to
look at each proposed Energy Rate
Stabilization Project to determine
whether the proposed project
results in the public benefit defined
in the legislation. If the Public
Utilities Commission approves a

project, they then issue the utility

company proposing the project a
‘ That -
Certificate is required if the utility

Certificate of Approval.

wants to access financing under
the Electric Rate Stabilization
Program. If a Certificate of

-Approval is issued for any given

project, the costs of financing the
project are treated as an allowable
expense for ratemaking purposes.
This allows the utility to recover
the costs of buying out or buying
down the non-utility generator
contract.

Because borrowing to pay the
costs of an Energy Rate Stabiliza-
tion Project may be difficult and
costly, the Legislature and the
Governor determined it to be in the
public interest tp provide assis-
tance in the financing of these

projects in order to reduce the costs -

to the ratepayers. That is where
the second component of the
Electric Rate Stabilization
Program comes into play.

Under this sectlon of the bill the

Projects at the lowest cost possible.
All of the savings of the financing
must be passed = through to
ratepayers.

During its board meeting on

"Thursday, the FAME Directors

wiil attempt to learn’ more about
the background of the Electric Rate
Stabilization Program from the
Director of the State Planning
Office and two members of the
Legislature’s Utilities Committee.
They will also learn about the
potential impacts and ramifica-
tions of the program from utility
company officials and residents of
Fort Fairfield.

Foliowing that discussion the
FAME board will review a draft
ruie for the Electric Rate Stahiliza-
tion Program. The FAME Board

prFoed 1AJ

L

will also consider applications it —

has received from underwriters
who want to assist the Authority in
structuring and selling any bonds
that are authorized under the
program.

- The FAME Board meeting w1|l

i A
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Energy project talks continue

Fort Fairfield still resisting Central Maine Power proposal

By FRANCIS X. QUINN
Associated Press

AUGUSTA — Central Maine Power Co.
and officials of Fort Fairfield, at odds over
CMP's bid to obtain $78 million in state-
backed financing to buy out a power plant
that is a major employer and laxpayer in
the town, gained more time this week to
attempt to settle their dispute.

Prospects for a deal remained uncer-
tain on Thursday, as talks brokered by
State Planning Office Director Stephen
Adams continued.

But a Public Utilities Commission
hearing on CMP’s proposal originally set
for Friday has been postponed until the
middle of next week.

Adams said the town and company
were trying “to see if there’s a way that
they can work together toward a buyout

- that will keep the plant open and achieve

the savings” that CMP has projected.

“They're just trying to see if they can
bridge their differences,” Adams said. “If
they are able to do that ... there will be
broader discussions mvolvmg all of the
parlies.”

CMP’s buyout plan Is the first advanced
since a new state law made available up to
$100 million in low-cost financing Lhrough
the Finance Authority of Maine for utilities
seeking to renegotiate or end their con-
tracts with non-utility generators.

CMP has blamed high-priced contracts *

with power suppliers like the Fairfield

Energy Venture in Fort Falrﬂeld for driv-
ing up its rates. The Augusta-based utility
says buying out the contract and acquir-
ing the wood-fired plant itself could pro-
duce savings of around $35 million over
six years. ’

While some skeptics within a business
coalition known as the Industrial Energy
Consumer Group have questioned
whether ratepayers will actually reap the
full benefit of projected savings, northern
Maine critics of the CMP plan have
raised different objections.

Area lawmakers and other Aroostook
County advocates complain that northern
Maine customers of a smaller utility —
Maine  Public Service Co. based in
Presque Isle — stand to see their rates

go up because of the spinoff effects of
closing the Fairfield facility.

They also warn of job losses and lost
taxes from a plant closing.

CMP officials have said they would look
at options for keeping the plant open in
the event a buyout is approved by FAME
and the PUC, but that currently there
could be no guarantees.

Adams said officials of CMP and Fort
Fairfield had agreed not to discuss the
details of their discussions publicly.

The rescheduled PUC hearing on the
buyout plan is slated for Wednesday
morning at the commission’s headquar-
ters in Augusta.

A PUC decision is due by the middle of
next month
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C Aroostook t
seek a compromise

® (Closing the plant would
save ratepayers’ money,
but the town says it needs
the induswial jobs and
taxes.

By TUX TURKEL
Staff Writer

Central Maine Power Co. and the
town of Fort Fairfield are seeking a
settlement that would keep the com-
munity’s power plant running but
still lower electric bills for CMP
customers.

The parties asked the Public Utili-
ties Commission to delay a hearing
set for today on CMP’s plans to close -
the high-cost generator.

CMP’s proposed buyout of the
Fairfield Energy Venture plant has
polarized Arcostook County resi-
dents and southern Maine electric
customers. It also has sparked some
political fallout. Lawmakers and
bureaucrats are debating the intent
of a new law designed to help
utilifes shed expensive contracts
with private power plants.

The two sides have been meeting
for three days with state officials and
consultants to find compromises on
fuel costs, taxes and operating
methods. The goal is to keep the
wood-fired plant running at some

. level past September. ‘

But a group representing large
factories and mills says any compro-
mise may reduce the savings that
customers would otherwise get if the
plant closed.

“We're concerned that ratepayers
get the full benefit of the savings
associated with the original deal
proposed by CMP," said Richard
Sillkman, a spokesman for the Indus-
trial Energy Consumer Group.

. CMP has said that it doesn’t need

the energy from Fairfield, and that

-BACKGROUND- - ~-

CMP announced in June thac it
could save customers 535
million over the next eight years
by buying out the conmact for
the 33-megawaut Fairfield Energy
Venture wood-fired plant in Fort
Fairfield.

CMP doesn’t need the power,
which costs more than double
the current marker rate. It had
planned to shuc the planr at the
end of September.

To finance the buyout. CMP -
applied to the state for a 578
million loan to end its contact
with the out-of-state energy
developers that now own the
plant. The loan is part of a new
law designed to help udlices buy

out or modify expensive
conaacts with private power
plants.

While the deal has come under
fire. two state agencies that must
pass judgment on any plan have
been moving ahead. The Public
Urtilides Commission must
weigh the impact on ratepayers.
The Finance Authority of Maine
is o rule on the financial
soundness of CMP’s applicaton.

A PUC hearing is sec for
Wednesday in Augusta. The
commission is due to make its
decision in the case Aug. 15.

FAME has scheduled a hearing
in Presque Isle Aug. 17.

buying out its contract and closing
the plant will lower bils for its
500,000 customers. Opponents have
argued that the buyout will use
state-backed loans to eliminate a
major employer and taxpayer in
northern Maioe.

Now they are frying to find a
middle ground.

Any agreement must be approved
by the PUC. The hearing has been
rescheduled for Wednesday at th
PUC offices in Augusta. :

A key sticking point in the negotia-
tions is that the electricity from
Fairfield costs CMP 13 cents a
kilowatt hour. But the regional
power glut means CMP can buy
surplus energy for about 3 cents,

“We need to be somewhere in that
ballpark to keep the plant operat-
ing,” said Arthur Adleberg, a CMP
vice president involved in the talks.

The two sides have focused on
several key areas where savings are

possible.

R RS

The plant burns about 355,000 tons
of waste wood a year, at a cost of
roughly $7 million. Fuel is by far the
plant’s largest expense. CMP is tatk-
ing to wood suppliers about lowering
their prices.

CMP is also exploring different
ways to run the plant It now runs
around the clock, but costs could be
cut by only generating power at
times of peak demand CMP is also
looking at how many people it needs

to run the plant, their wages, taxes
and fees paid to the towrL

“We're looking at anything that
could bring the costs down,” Adle-
berg said

Consultants hired by the town are
trying to convince CMP the piant
can be run profitably.

Silkman said that if state officials
believe it’s good public policy to keep
the plant running, or offset economic
losses in Arcostook County, they
should develop methods that dom’t
hurt CMP customers.

Ram Island closes school;

— oy
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CMP rate cuts will be smaller

Keeping Fort Fairfield plant open will stem reductions

By FRANCIS X. QUINN
Associated Press

new plan to keep open the Fort Fairfleld
generator it Intends to buy would mean
smaller rale reductions for CMP cus-
tomers than envisloned when the utility
planned to shist the plant down, state ana-
lysts said Tuesday.

“The savings aren't going to be quite as -

much,” Public Utilities Commission staff-
lawyer Joanne Steneck said.
Nonetheless, the PUC slaff and Maine’s

public advocate were lining up behind the -

arrangement worked out by CMP and Fort
Fairfleld.

A proposed settlement agreed to by
those parties was scheduled to be present-
ed Wednesday to the three-member PUC.

Public Advocate Stephen Ward echoed

Steneck in agreeing that, “there’s a reduc--

. lion in savings.”

CMP, which plans o use $78 million in

" state-backed fnancing to purchase the
AUGUSTA — Central Maine Power Co.’s _

enerator from its out-of-state owners, had
Itially pegged savings at around $35 mil-
lion over a half-dozen years or more. -
" Ward estimated savings from the revised
plan at $30 million,

But Ward said that besides saving jobs In

northern Maine, the revised plan could
help save a potentially cheap energy pro-
ducer using renewabie resources — a
potential long-term benefit not contemplat-
ed under CMP’s original buyout plan.

“It’s reaily been transformed into a kind
of a contract buy-down,” Ward said.

As broadly described at a State House
news conference called by Gov. John McK-
ernan last week, the proposal developed by
CMP and the town seeks to keep open the
Fairfleld Energy Venture plant and retaln
most of its nearly 40 jobs for at least three

years.

CMP says |t will acquire the plant
through a subsidiary and continue to oper-
ate the wood-fired generator if costs can be
controlled within six months.

The town in turn has pledged to take
steps to help reduce those costs in an effort
to preserve jobs.

When CMP first announced its intention
to buy out its contract and take over the
Fairfield Energy Venture plant, officials of
the Augusta-based utility pledged that sav-
ings would be passed directly on to its cus-
tomers in the central and southern reaches
of the state.

As late as last Friday, a CMP spokesman
maintained that the same amount of sav-
ings would be realized even if the company
kept the plant open, as it has been urged to
do by Aroostook County advocates.

Negoliators said Tuesday the new plan
would result in a rate decrease of $4 million

this December and that additional savings
could be realized next summer, depending
on how CMP's fuel costs are treated by
state regulators.

A spokesman for an Industrial coalition
critical of the proposed agreement derided
CMP’s projections of future benefits and
said utility customers stand to lose out on
$10 million in savings over three years.

“This is a very sophisticated way for

CMP to say the check is in the mail," .

Anthony Buxton of the Industrial Energy
Consumer Group said.

-While protecling jobs in Aroostook Coun-
ty is a laudable goal, Bukton said, “the idea
that we have to pay a ransom to do it is not
appropriate.”

Pending approvals by the PUC and the
Finance Authority of Maine, CMP would
purchase the plant from the U.S. Energy
Corp. In Bethesda, Md,, and HYDRACO of
Syracuse NY.




Plan would keep biomass plant open

Fort Fairfield, CMP agreement must get approval from PUC, FAME

Power, from Al
bought today for as low as 2 cents
per lilowatt-hour.

The high prices paid to Fairfield
Energy Venture and about 80 other
non-utility generators in Maine
stern from locked-in prices tied to
the price of oil when it was much
higher than it is today.

The agreement fashioned in ne-
gotiations led by State Economist
Stephen Adams still must win ap-
proval from the Public Utilities
Comumission and the Finance Au-
thority of Maine.

The tug of war between Mame
utilities and the non-utility genera-
tors over high-priced contracts re-
sulted in legislative passage of a
mechanism to provide $100 million
in low-interest loans for utilities to

L Lottery

Daily numbersv: 222 — 4788
' ’

either buy out or renegotiate
contracts.

" . David Allen of CMP said the Fort
Fairfield piant, which burns wood’

chips and wood waste from nearby
mills, is one of the largest plants
with the most expensive contracts.

Even paying the $78 million
buyout costs, CMP says it can save
$10 million a year by terminating
the contract with the 33-megawatt
plant that employs 37 workers.

Allen said of the agreement with
Fairfield Energy Venture, “It's a
good first step for us in trying to
stabilize electric rateés.”

‘“This is a good example of how if
we all pull together we can come
up with a win-win situation,” said
McKernan, ‘“The absolute bottom
line is we have to keep the plant
running.

“We obviously want CMP to
make a prudent business decision,
but we also want the plant to run.”

Scott Seabury, Fort Fairfield
town manager, said, ‘‘Basically,
the town is very pleased that we
have done what we could ... There

is a chance of layoffs, but the vast
majority of jobs will stay in place.”

The Fairfield Energy Venture
plant provides almost one-third the
property taxes in Fort Fairfield. It
is owned by HYDRA-CO Enter-
prises of Syracuse, N.Y., and U.S.
Energy Associates of Washington,
DC. -

Of the $78 million in the buyout
proposal, about $2 million is for
purchase of the plant and equip-
ment and most of the rest is for the
value of the remaining eight years
on the contract.

Peter Powers, general manager
of Fairfield Energy Venture, said

.of Friday’s announcement, ‘I
‘think it's wonderful for Aroostook

County to have a business to con-
tinue-to operate.”
--Employees, he said, were “‘excit-
ed to think that doom and gloom
may be lifted.”

Sen. R. Leo Kieffer, R-Caribou,

said, ‘“The insistence of the gover- |
nor’s office and his staff is what |

brought us all together.”
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PUC approves proposal
to keep plant on line

® [ndusmial customers are
waryv of the plan to reduce
costs rather than close the
Fort Fairfleld plant.

Bv TUX TURKEL
Staff Writer

AUGUSTA - A pian that will
lower elecmric bills for Central Maine
Power Co. customers starding in
Decemper. while keeping open an
Aroostook County power plant for at
least three years. was approved on
Wednesday by state regularors.

The deal will save the average
guﬂftomer 30 cents on a $59 monthiy

The agreement was controversial
because the paper indusoy and
other large customers argued that
they and other ratepayers would
see greater relief if the wood-fired
piant in Fort Fairdeid were closed,
as CMP first intended

But the Public Utlities Commis-
sion decided unanimously that the
deal met the intent of a new state
law designed to lower electric rates.
The three-member panel said the
agreerment would give quick and
direct benefits to customers and
was -consistent with state epergy
policy.

Focus now shifts to another state
agency, the Finance Authority of
Maine, which must act on CMP's
request for a $78 million state-

backed ioan to buy out the power

contract from the plant's private
owners. A public hearing is set for
Presque Isie on Aug. 17.

CMP initially wanted to use the
money to end the contract and
close the piant, because its power
was too costly and unneeded. But
poliics intervened after northern
Maine residents complained they
would lose a major empiover. Their
objections spawned negotiations,
which led this week to a widely
supported alternative plan for CMP
to run the piant but cut its operating
costs. That plan was put to regula-
tors on Wednesday.

A key point of dispute was
timing,

At issue was whether the Legisla-
ture, which passed the rate-stabii-
zation law last spring, intended for
all savings to be passed on immedi-
ately or at some point in the future.
Industrial opponents argued that
the compromise pian moved a large
chunic of ratepayer benedts into the
late 1990s, using the money to pay
down costs that CMP is owed for
past fuel purchases. Their concerns
were aiso colored by speculation
about a related. ongoing case at the
PUC that could change the method
for setting future utility rates.

The PUC pointed out that it
would retain its ability to make sure
ratepayers receive the benefits of
any savings, with or without a new
rate-setting method.

The commission did, however,

express its own concerns about the

a—— ——

potentiai ‘or CMP to convert the
plant into an unregulated generator
that could sell elecmicity wholesale
to fctories or other utiliies. Be-
cause the move would change the
plant's impac: on rates, the PUC
asked CMP to speed up its consi-.
deraton of such plans.

Reacdon to the PUC's decision
was predictabie and mixed

“We're verv pleased” said Scott
Seabury, Fort Fairfeid's town man-
ager. “On to step two.”

CMP officiais said they were
pieased with the ruling and were
happy for the support they got from
diverse pardes. including the state’s
Public Advocate and the PUC’s
advocacy sta

Industrial customers said the
PUC decision makes it unclear if
ratepayers wiil ever see the full
benedts they are entitled to.

“Somebody forgot about the con-
sumer who will back those bonds,”
said Tony Buxton, a lawyer repre-
senting the group. ’
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Fairfield Energy to stay
under new CMP dgreemient.|

Resldents and town officials
were successful In kesping the
Fairfleld Energy plant open under
a plan unanimously approved
Wednesday hy the Public {Jtﬂltlu
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the plnnL-& en “goes’ to Bcol" hearing that l;.'npp}e'qhu'sd‘ thd

(Seabury) and the town for having ‘time and effort all wha had
the tenacity to fight back, the testified had expended in thq
tenacity to hold on for what waa offort. Another PUC membep tolg
right. They ended up with a just "~ 'Lee that after reading the completd

Commisalon, according to result.” She said also that she had | transcript of the hearing, she felt -
Catherine Lse, s municlpal been “really pleased® to be able to™ that It was the “best public witness
attorney wléh the law . T o transcript® ahe had
firm of Bernsteln, gosxmams ey i enliin eyerread. . v L b
Shur, Bawyer & J¥ ﬁt’g« : . .'Yi She sald lhﬂ;' 'tha;
Neison. transcript played a

The plan allows ji 3 ‘very Important part
Central Maine Power %1 In"  her | under-
to buy Fairfield . -+ otanding. . " 1

Energy Venture under a new sta
faw designed to stabilize CMP's
energy costs by buying down or
buying out contracts with on-
utilitiy generators like Fairfield
Energy. The plan will still reduce
ratea for CMP customers iIn
Southern Maine, accordlng to
CMP. “This is the first time the
new law, designed to reduce
electric rates for Maine cliizens,
has ever been applied,® said Lee.
*The PUC finding ls consistent
with the poaition the town has had
all along, that kesping planta open
Is far more In keeplng with the
intent of the leglslation.”

An earlier plan propased by CMP
to close down the plant and sell it
for scrap once it was purchased
came under fire by town officiala.

bring the Involvement of other ' recounting
members of her firm, Gordon
Grimes and Patrick Scully among ~ Aroostook
others, in & team effort. She added . thing around.”

, "Hats off to the residents. of

she was “very pleased® with the
result. “This 1y an example of all * August 17 at at 7:30 p.m. at the
sides coming together and coming . Campus Center, Uplversity of
up with a creative decision. This ls Maine at Presque. Isle by thq"
what the statute Intended — to ' Finance' Authorlty; of ; Maing

lower rates .and  keep peopls  (FAME) where CMPy requept fop .~ ;¢

employed.”
Lee gaid )
held here in Fort Fairfield, had Under the new law, $100 milllo
played a most important part In _ wag garmarked,to help QMP bu
the proceedings.. The hearing,. down or buy out gnergy contractd
attended by more than 450 people, = with independent geneyators, |’ i,
had been called for by Lee. lee . “The agreement to keep'ﬂ"m»
said that it wes felt that if the , plant open will maintain the town's
commiasion had a chance to hear -'!' tax base, keep needed jobs, in
people, the commission 'would
respond. PUC Chalrman Thomas ~~

.. $78 million to buy tha contrac

> R T LR I Pyt W |
Leo said the the credit for kesping Welch remarked at the close of the ", '\. .. ,"l». See FEV?,.,.pﬂ’ge 3
P -y a [ pesiaiigide oG B A T
— jorimene

S
~

N

thia story, Lee 'm«ﬂ )

‘open;

unty who turned fhla ;
The next step ls a hegring o’r!"

L . ; : tand ¢,
that the PUC heuinxi the plant will come undepmn&wﬂ- T

- FEV.....iiii.from page 1

' share® In keeping the plant open.

" lown's futurs sand economic well- .
VL ‘(,.“.'of"d':'."n on,’ asid Los, “It- - Together, we managed to keep s
h it B lgo’ gabllize vates for, OMP ¥good portlon of our tax bas an

P s Its w ! “ quite » few jobs,” sald Beabury. “It
. il;;v‘q:m:v.{n-l\:rl::.oguﬁl;m':l.g " gru"l_worthwhlle effort, aven
i ‘achisved when the interests of I.r}l ffthougll; I:lllle It:wl.:x ::d b'::: ax::e ew:
- conces! X
‘ore Eﬂfected partlen are conte still have a major employer that
: ored. o St 0 eontributes to the town economi-
;. Town manager Scott Seabury .:. cally. And that affecta us all”
“+ liaid the support of the Arcostook ; beor. settcio
" ldelegation, the Governor's office .ii: Lee. has .been pr dhag
‘land townspeople helped CMP . municlpal law for 13 yeara an
negotiate an agreement with the extenslve experience In ene{gy
town to keep the plant open. 'l‘hlel ;:.lttebl;s. An;a&:v% zlx;::lwlgh::
1x-month " en W , ,
:gr;e;;l‘:; l‘:ll-l;":lllﬂ:ld.Energy to ' Bawyer & Nelson since 1984 and is
/bring Its costs to within )imits * known for her work In envimni_
| eatablished by the agreement. : mental law. She Is a IEEmber o
After costs have been adjusted, the - the Maine Chamber of om;‘ne:-c::
plant will remuin open for thres and Industry and the Pal in
with an-option for contin-*: Alllance Environmental Policy
uing. Part of the adjustment will - Committes. Bernstein, Sr}n:,
be made possible by a lowering of!ii Bawyer & Nelson Is ont: uc: t :
{axes, a concession- made-by the :: state’s largest law firms wﬂ_ mo;-
town.' Another part will be renego-': than 60 attorneys In officea :
~ltiatlon of wood contracta.  -Lee:i Augusta, Portland an
“ | sald, “Everyone needa to do thélr- Kennebunk. -
1
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By FRANCIS X. QUINN
Associated Press Writer

of a Fort Fairfleic power plant.

St gk il
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CMP disputes ™~
need for collaterai

AUGUSTA — Central Maine Power Co. remains at p_dds with
the Finance Aus=ority of Maine over the need to provme.collat-
erai for $78 millicn in low-cost Snarcing for the planned buyout

TAME's chief sxecutive officer, Timothy Agnew, has tqld (0pVn )
tka; FAME requires collateral to protect the state agzinst po-

tential losses rom all loans and loan
guarar:ess.

“I urga you to recorsider your posi-
tion arc propose the best collateral
positios that can be made available
to FAMT to provide us with assur-
ances we need to move forward on
this specific loan request,” Agnew
said ir a letter to CMP Treasurer
Douglas Stevenson.

Corzpany spokesman Clark Irwin
said Ttursday he did not think CMP
had resconded in writing to Agnew®'s
July 29 letier, but that FAME's insis-
tence or collateral for the loan could
“xll the deal”

Irwiz said FAME S=ancing would
be repzid by revenue from existing
CMP rz:2s and that agency officials
should Z=d that revenue stream to be
adequa:2 0 cover the loan.

He s:cpped shory of saying CMP
would refuse to offer additional as-
suraness.

“I'm suve discussiors are corntinu-
ing,” Irain said.

At the same time, Ir=in added that
it wouic aot be prac:icable for the
compar7 *0 provide “major collater-
al,” sayir g virtually all CMP assets are
already =i2d up or restricted from fur-
ther com=itments.

CMP's proposed buyout of the Fair-
field Ecerzy Venture wood-fired ener-
gy plant in Fort Fairfeld will be the
focus of a public hearing at the Uni-
versity of Maine at Presque Isle next
Wednesczy night.

FAME is sponsoring the hearing to
hear views on CMP's loan request, the
first mace under a new loan authoriz-

ing up to $100 million in léw-cost
loans for utilities seeking to reduce
the costs of their contracts with non-
utility generators.

CMP is seeking emergency action
on the request so it can proceed with
the buyout as scon as possible. )

The Pablic Utilities Commission re- |
cently approved the proposed power-
plant purchase after the utility and
Fort Fairfleld officials reached an
agreement aimed at preserving jobs |
at the plant.

As part of the agreement, CMPisto
reduce its rates by $4 million in De-
cember, saving a residential customer
about 30 cents on a §59 monthly bill

By winning PUC approval, CMP
was thought to have cleared the ma-
jor hurdle to its buyout plan. FAME
officials had said their review would
be strictly limited to the prudence of
the loan

But the dispute over collateral has
raised new concerns about the viabil-

" ity of the plan. ;

“T would say it ain't a done deal. I
ain't even close,” said FAME
spokesman Charles Mercer. S

Irwin said CMP had already made ]
two good-faith compromises in pur-’
suing state assistance for its efforts to -
cut purchased power costs: dropping
a campaign in the Legislature to win |
enactment of 2 windfall profits tax on
non-utility generators, and making
the deal aimed at keeping the Fort
Fairfield plant open. -
. Irwin said FAME's demand for col-
lateral “doesn’t pass the straight-fac
test.” B!
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CMP disputes need for FAME loan collateral

$78 million in financing sought for buyout of Fort Fairfield power plant

By Francis X. Quinn

AUGUSTA (AP) — Cenlral Maine Pow-
cr Co. remalins at odds wilh the Finance
Authority of Maine over the need to pro-
vide collateral for $78 million In low-cost
{inancing for the planned buyout of a Fort
Fairfield power plant.

FAME's chief execulive officer, Tl-
mothy Agnew, has told CMP that FAME
requires collateral lo protect lhe slate
against potential losses from all loans and
loan guarantces.

1 urge you 1o reconsider your posilion
and propose lhe best collaleral posilion
that can be made available to FAME (o
provide us with assurances we need Lo
move forward on this specific loan re-

quest,” Agnew sald In a leller to CMP
Treasurer Douglas Slevenson.

Company spokesman Clark Irwin sald
Thursdsy he did not think CMP had re-
sponded In writing to Agnew's July 29 lel-
ter, but that FAME's Inslslence on
collateral for the loan could “kill the deal.”

Irwin sald FAME financing would be re-
paid by revenue from existing CMP rales
and that agency officlals should find that
revenue stream to be adegquate Lo cover Lhe
loan.

He stopped shorl of saying CMP would
refuse to offer additional assurances.

“I'mn sure discussions are¢ conlinulng,”
Irwin said.

Al the same time, Irwin added that It
would not be praclicable for the company
to provide *major collateral,” saying vir-

tually all CMP assels are already tled up
or resiricled from [urther commmitments.

CMP’s proposed buyout of the Fairfield
Energy Venture wood-fired energy plant
In Fort Fairfleld will be the focus of a
public hearing Wednesddy night, Aug. 17,
at the University of Malne at Presque Isle.

FAME is sponsoring the hearing lu hear
views on CMP’s loan request, the first
made under a new loan authorlzing up to
$100 million in Jow-cost loans for utililies
seeking Lo reduce the costs of their con-
tracts with nonmutility generators.

CMP is secking emergency action on Lhe
request so It can proceed with the buyuut
as soon as possible.

The Public Ulilities Commission recent-
ly approved the proposed power-plant pur-
chase after the ulllity and Fort Fairfield

officials reached an agreement aimed at
preserving jobs at the plant. As parl of the
agreement, CMP Is to reduce Its rates by
$4 mlilion In December, saving a residen-
tial customer about 30 cents on a $59
monthly bill.

By winning PUC approval, CMP was
thought to have clearecrlhe major hurdle
Lo its buyoul plan. FAME offlcials had said
their review would be strictly Hmlted to
the prudence of the loan,

But the dispute over collalernl has
raised new concerns about the viability of
the plan.

*1 would say il ain’t a done deal. It aln't
even close,” said FAME spokesman
Charles Mercer.

Irwin said CMP had already made two
good-faith compromises in pursuing stale

asslstance for Its efforts lo cul purchased
power cosls: dropping a campaign in the
Legislature to win enactment of a windfall
profits tax on nonutility generators, and
making the deal almed at keeping the Fort
Falrfleld plant open.

frwin said FAME’s demand for colla-
teral **doesn’t puss the straight-fuce test.”

Under a pending agreenient, CMP would
purchase l‘\e Forl Falrficld plant from the
U.S. Energy Corp. in Bethesda, Md., and
HYDRACO of Syracuse, N.Y.

The company said initially that the pro-
posed buyout, which contemplated shut-
Ling lhe plunt down, could produce savings
of around $35 million.

Since Ihen, with the buyout being trans-
forined into a sort of buy-down which could
keep the plant open, analysts have pegged
polential savings somewhal lower, at
around $30 million.
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ELSEWHERE
IN MAINE

Finance Authority
scheduled to decide
fate of CMP loan

AUGUSTA - The Finance
Authority of Maine is scheduled to
decide the fate of Central Maine
Power Co.’s application for $78 mil-
lion in low-cost financing at a session
in Augusta on Aug. 29.

CMP is seeking a FAME-pro-
cessed loan to finance its buyout of a
long-term energy conmact with a
wood-fired power plant in Fort Fair-
field and the acquisition of the plant
itself .

The Public Utilities Commission
has already agreed to the plan.

But the deal remains incomplete,
because FAME and C)MP have vet to
resolve what sort of security should
be required to back the loan. '

LAY {31

BN Y--/SJL‘;L

FAMIE sets public hearing

at UMaine-Presque Isle

PRESQUE ISLE — The Finance
Authority of Maine will hold a pub-
lic hearing on a proposed emergen-
cy rule for its electric rate
stabilization program at 7:30 p.m.
Wednesday, Aug. 17, at the Univer-
sitv of Maine at Presque Isle’s
Campus Center.

FAME is seeking to adopt its pro-
posed rule on an emergency basis

as a result of an agreement.

reached between the town of Fort
Fairfield and Central Maine Power
Co. on the Fairfield Energy Ven-
ture project. Under the electric
rate stabilization program, CMP is
seeking to borrow $78 million in
FAME-guaranteed loans to pur-
chase the Fairfield Energy Ven-
ture plant in Fort Fairfield,
according to Charles Mercer,
FAME director of external affairs.
*‘CMP has requested that FAME
consider its proposed rule on an
emergency basis in order to meet
an aggressive time frame the com-
pany has established for complet-
ing the project,” said Mercer.
The hearing is part of a two-day
visit by FAME that will include a

luncheon meeting with the Loring |

Development Authority, a tour of

Loring Air Force Base, and a meet- |

ing with Fort Fairfield town offi-
cials on Aug. 17. A regular board
meeting will be held at 8:30 a.m.
Thursday, Aug. 18, 'at UMPI's
Campus Center. :

The cost of energy

It is nice to know that the .
Finance Authority of Maine is
interested in lowering Maine citi- -
zen energy bills. Investing $70-380
million to buy out Fairfield
Energy will save Central Maine
customers about 30 cents a
month. No problem. ...

That a legal contract with
Fairfield Energy is being pres-
sured out of existence with tax-
payers’ money is in keeping with
government highhandedness. ...

At last check, Aroostook was
still a part of Maine. We have an
ongoing situation of overpriced
gasoline here in the County. For
many years it has been talked
about, investigated and then
dropped by various politicians
and individuals.

Here’s a simple solution (real-
izing it won’t be simple if govern-
ment forces get involved): :

Obviously FAME has millions
to spend and wants to help the cit- :
izens of Maine. We have an exist-
ing pipeline from Searsport (I °
believe) to Loring. It supplied °
fuei to that location for years. -
Even Uncle Sam evidently felt
the transport prices we have to
pay are too much. FAME could
buy or lease this pipeline and sup-
ply gas to storage facilities at .
Loring and I'm sure private
haulers would supply the County
at less than the 20-30 cents differ-
ence a gallon we now pay com-
pared with central Maine.

So, FAME would have to
invest a few million. It would cer-
tainly save us more than the 30-
cents-a-month savings for elec-
tricity users in central Maine. We
would save nearly that much in a
few gallons of gas. .

OK, all you politicians, let us .
know all the difficuities and
impossibilities that exist in the
idea I've presented. And don't
forget to mention the power and
influence the oil companies have. -
They have no problem with the

Cbunty subsidizing lower costs for |
the rest of the state. i
Ted Blanchard '

Ao 7. d"?.y Presque Isle
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CMP says collateral
order could Kkill deal

By FRANCIS X. QUINN
Associated Press Writer

AUGUSTA — Central Maine
Power Co. remains at odds with the
Finance Authority of Maine gver the
need to provide collateral for $78
million in low-cost financing for the
pianned buyout of a Fort Fairfield
power piant.

FAME’s chief executive officer,
Timothy Agnew, has told CMP that
FAME requires coilateral to protect
the state against potential losses
from all loans and loan guarantees.

‘I urge you to reconsider your
position and propose the best collat-
erali position that can be made
availabie to FAME to provide us
with assurances we need to move
forward on this specific loan
request,”” Agnew said in 2 letter to
CMP Treasurer Dougias Stevenson.

Company spokesman Clark [rwin
said‘l'hursdayhe did not think CMP
had responded in writing to Agnew’s
July 29 letter, but that FAME’s
insistence on couatcral Tor the loan
could *‘kill the deal.”

Irwin said FAME financing would
be repaid by revenue from existing
CMP rates and thar agency officiais
shouid find thar revenue stream to
be adequate to cover the loan.

He stopped short of saying CMP
would refuse to offer additional

ces.
*I"m sure discussions are contimu-
ing,’* Irwin said.
At the same time, Irwin added
that it would not be practicable for

the company to provide “major
coilateral,”” saying virtually all CMP
assets are already tied up or
restricted from further com-
mitments.

FAME is sponsoring the hearing
to hear views on CMP’s loan
request, the first made under a new
loan authorizing up to $100 million
in low-cost ioans for udlities seeking
to reduce the costs of their contracts
with non-utility generators.

CMP is sesking emergency action

“l wouid say it
ain’t a done deal. It
ain’t even close. ”

Charles Mercer,
FAME spckesman

on the request so it can proceed with
the buyout as soon as possible.

The Public Utilities Commission
recently approved the proposed
power-plant purchase after the util-
ity and Fort Fairfield officials
reached an agresment aimed at
preserving jobs at the plant. As part
of the agreement, CMP is to reduce
its rates by $4 million in December,
saving a residential customer about
30 cents on a $59 monthly biil.

By winning PUC approval, CMP
was thought to have cleared the
major hurdle to its buyout plan.
FAME officials had said their review

would be swicdy limited to the
prudence of the loan.

But the dispute over collateral has-
raised new concerns about the
viability of the pian. :

“1 would say it ain’t a done deal.
It ain’t even close,”” said FAME
spokesman Charles Mercer.

Irwin said CMP had almuiy made.
two good-faith compromxsa in pur-
suing state assistance for its efforts
to cut purchased power costs:
dropping a campaign in the Legisla-
ture to win enacrment of a windfall
profits tax on non-utility generators,
and making the deal aimed at
keeping the Fort Fairfield piant
open.

Irwin said FAME’s demand for
collateral ‘“‘doesn’t pass the straight-
face test.”” ‘

Under a pending agreement, CMP
would purchase the Fort Fairfield
plant from the U.S. Energy Corp. in
Bethesda, Md., and HYDRACO of
Syracuse, N.Y.

The company said inidally that r.he
proposed buyout, which contem-
plated shutting the plant down,
could produce savings of around 33§
million. :

Since then, with the buyout bemg,
transformed into a sort of buy-down
which could keep the piant open,
anaiysts have pegged potendal sav-
ings somewhat lower, at around $30
miilion.
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FAME to help CMﬁimrchase power plant

CMP would put $15 million upfront
toward the purchase as well as use
the mortgage ou the Fort Fairficld
plant as collaleral, a sticking point
in pasl negoliations.

While the salvage value of Lhe
plant, for collaleral purposes, was
only abowt $2 million, FAME olfi-
cials estimaled thal, fully opera-
Lional, the plant is worth closer lo
$15 million lo anolher power
compiiny.

Flanagan said the $15 million
payment will be borrowed by the
company and not come oul of rale
reduclions lo cuslomers. In De-
cember, CMP is expecled Lo drop
rales by $4 million, or aboul 30
cenls on a residential bill of $59.
Reductions could reach $10 million
per year loward Lhe end of the loan
period.

Under guidelines still being de-
veloped, CMP? will be put under in-
lense scruliny and condilions by
IFAME. The slipulations require
thal at least $30 million in savings
be returned to CMI? cuslomiers; re-
quire CMP Lo provide {ive-year fi-
nancial forecasls on the company;
require involvementl or approval of

FFAMLI in capilal expendilures and
for the purchase or sale of assels or
in (he case of a merger.

IFAMIS officials also want Lo es-
tablish a mechanismm (halt would
assure lhal loan repaymenls are
made [irst, before dividends (o
stockholders.

“We don’'t wanlt a situalion
where Lhe company can’l afford (o
pay us, bul is paying dividends,"”
IFAMIEE CEEO Timolhy Agnew lold
the power company.

Also, as part of an agreecment
reached wilh Forl Ifairfield offi-
cials, CMP will continue Lo operale
the energy plant for six monlhs.
Aller Wthat, if the plant is economi-
cal Lo operale, il will slay on-line
for al lcasl another Lhree years. In
exchange, lown officials have
agreed Lo look al reducing operal-
ing eosts, including lax rales.

“1 would like Lo keep il running
indefinitely,” Flanagan said dur-
ing Lthe meeting.

The loan was part of a new law
thal wenl inlo effect this summer
which aulhorized FAMLE Lo linance
np Lo $100 million in low-inlerest
loans. .

BON

By Doug Kesseli buyoul could lead Lo other buyouls
Ol Ihe NEWS Stall and help bolster the cconomy. Rte-
ducing costs like enerpty is one way
AUGUSTA — The Finance Au- (o keep businesses going, he said,
thority of Maine on Monday agreed — especially with little growth and
to lend Cenlral Maine Power up Lo meager profils expecled during
$62 million to purchase FFairfield (he next few years.
Energy Venlure, a wood-burning Financed by FAMIE, the pur-
electrical plant in Forl Fairficld.  chase of Fairficld Energy Venlure
Despile all Lhe hoopla dwring the  will mean réduclions in CMP’s
pasl several months over the ac-  high-cosl energy purchases from
quisilion, Monday’s mecling was  ponutility-generalors, or NUGs.
quict and altended by only a land- [lanagan said last year Fairfickl
ful of people, nearly all CMP repre-  Euergy supplied CMP with $6 mil-
sentalives. Voling unaunimously, lion worth of power, yel CMP had
the FAMIC board of directors ap- {0 pay $29 million for it under slale
proved the {inancing, which CMP  Jaw. lle estimalted that (his year,
officials said is a major step for-  gne-Lthird of $360 million in NUG
ward in reducing eleclric rales in  payments will be overcharges.
the state. By purchasing Fairficld KKnergy,
““This is a positive day, il'sapos- CMP expecls lo save cuslomers
itive development,” said CMI*  $30 million or more over lhe 10-
President and ClsO David IFlama-  year life of the loan.
gan. I'lanked by ether CMI® repre- Included in the FAMIE loan is the
senlalives, Flanagan mel wilth the  base $64 million lo purchase the
IFAME board for more than lwo  plant and anolher $13 million Lo be
hours al the Augusla Civic Cenler, used as a FAME reserve account
some of the time behind celosed  ghonld CMI? be unable Lo make a
doors. payment.
Slephen Adams, direclor of slale CMP and FAME slalf members
- planning for Maine, said CMP's  reached an agreemienl whereby
\“.\,'I ..... A 4% _ S . W_ . - . A4 —nn

5/30/78.



FAME staff: Cut CMP ioan request

Associaled Press

AUGUSTA — Finance
Authorvity of Maine stafl will
recommend Monday Lhat Central
Maine Power Co.'s requeslt for a
$79 million loan to buy oul a Fort
Fairfield power plant be reduced by
$15 million, a FAME spokesman
said.

The additional financing for the

buyout would come from CMP’,
spokesman Charles Mercer said
Sunday night.

The investment by the company
is important because it reduces the
slate’s tinancial risk and it leaves
more money available for other
clectric-rale stabilization projects,
he said.

FFAME staff was to make the
recommendations Monday after-
noon nt a board of directors

mceting in Augusta.

But final approval of the proposal
remains with the board.

CMP wants the low-finance loan
to buyout the Fairfield Energy
Venlure facilily, a wood-burning
power planl.

“Approval of this proposal will
help Lo stabilize Lhe company, while
increasing electric-rate stability
over the long term,” Mercer sald,

CMP customers would save $30

L o AT 2T I

million in energy savings cost front;
the buyout, which without it, woult('
be lost in the eight remaining yearsg:
of the contract between CMP and'
Fairfield Energy, according ¢
Mercer. /

CMP has opted to buy the entird:
Fort Fairfield plant, rather thairl
simply renegoliale the price of ils!

ower, because Its owners mighps

ave sold the power to one of;
CMP's present customers,
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FAME allows $6

Associated Press

AUGUSTA — The Finance Authority of Maine voted
unanimously Monday to approve a $64 million loan to
Central Maine Power to buy out a Forl Fairficld power
plant.

The loan falls $15 million short of the $79 million CMP
had requested, FAME spokesman Charles Mercer said.

The additional financing for the buyout will come from
CMP, which, in turn, will leave more money available for
other electrie rale-slabilizalion projects, he said.

Under the plan, CMP will buyoul Fairfickl Energy
Veuture and operate the wood-burning plant for al least
three years.

Mercer said that the deal will help stabilize CMI? and

4M loan to CMP

increase electric-rate stability over the long term.

CMP cuslomers will save $30 million in cnergy sav-
ings cost from the buyout which, without it, would be lost
in the eight remaining years of the contract between
CMP and Fairfield Energy, according to Mercer.

Approval of the loan “says a lot about the slale’s com-
mitment to the high-cost NUG mon-ulility generator)
problem,” CMP spokesman Mark Ishkanian said.

“We have a lol of work ahead of us, This is a very sig-
nificant step in the right direction. We hope more con-
tract holders will step forward to voluntarily rencgotiate
their contract,” he said.

CMP has soughl lo get out of contracts because they
were negolialed when power cosls were much higher. it
was required by law (o sign the conlracts in the 1980s.

o (RAME . L







PRIVATE PLACEMENT MEMORANDUM CONFIDENTIAL

$79,300,000
A

I 0 ] FINANCE AUTHORITY OF MAINE
I_FZ/E\T_M% Taxable Electric Rate Stabilization Revenue Notes
Series 1994A (Central Maine Power Company)
Dated: Date of Delivery Interest Rate: 8.16%
Final Maturity: January 1, 2005 ) Price: 100%

The Notes are being issued by the Finance Authority of Maine (the “Authority’’) pursuant to, and are
secured under, a Trust Indenture by and between the Authority and Shawmut Bank, N.A., Boston, Massachu-
setts, as Trustee, for the purposes of financing the Project (defined herein) and funding the Capital Reserve Fund.

The Notes are issuable in the form of fully registered notes in Initial Amounts of integral multiples of
$100,000 and, upon delivery, will be represented by one note registered in the name of Cede & Co., as nominee of
The Depository Trust Company, New York, New York (“DTC?’), which will act as the securities depository for the
Notes. Purchases of Notes will be made in book-entry form only, and individual purchasers will not receive
physical delivery of Note certificates. Principal payments are scheduled on January 1 of each of the years 1997
through 2005, and interest payments are scheduled on January 1 and July 1 of each year commencing July 1,
1995, except as otherwise described herein. The Notes are not subject to redemption prior to maturity.

The scheduled payment of principal of and interest on the Notes when due will be guaranteed under an
insurance policy to be issued concurrently with the delivery of the Notes by

BEE\ FINANCIAL

Y
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Of the Notes, $66,428,960 principal amount is being issued to finance the Project. Repayment of such
principal and interest thereon is the obligation of Central Maine Power Company (the ‘‘Borrower”’) pursuant to a
Loan Agreement between the Authority and the Borrower. The obligations of the Borrower under the Loan
Agreement are general unsecured obligations, See “The Borrower’ herein and Exhibit A—*“Recent Filings by
Central Maine Power Company Under the Securities Exchange Act of 1934 and Certain Other Documents”.

The remaining $12,871,040 principal amount of Notes will be used to fund the Capital Reserve Fund in the
same amount, which is equal to the initial Reserve Requirement. For a description of provisions of the Finance
Authority of Maine Act and the Indenture relating to the maintenance of the Capital Reserve Fund, see
“Introduction” and ““‘Security for the Notes” herein and Exhibit C — “Summary of Certain Provisions of the
Indenture”. The Borrower is obligated under the Loan Agreement to pay to the Trustee certain amounts to
compensate for inadequate investment earnings and investment losses of the Capital Reserve Fund as described
herein, but is not obligated to replenish the Capital Reserve Fund (except to the extent that payments by the
Borrower of overdue principal or interest under the Loan Agreement and Loan Note after a draw on the Capital
Reserve Fund may be deposited therein) or otherwise make payments with respect to the Notes issued to fund the
Capital Reserve Fund.

The Notes are limited obligations of the Authority, payable solely out of the Trust Estate available under the
Indenture for the payment thereof. The Notes shall not constitute any debt or liability of the State of Maine or of
any municipality therein or any political subdivision thereof, or of the Authority, or a pledge of the faith and credit
of the State of Maine or of any such municipality or political subdivision. THE AUTHORITY HAS NO TAXING
POWER.

See “The Borrower”, ‘“‘Security for the Notes” and “Investment Considerations’ herein for a discussion of
and reference to certain factors that should be considered in connection with an investment in the Notes offered
hereby.

THE NOTES HAVE NOT BEEN AND WILL NOT BE REGISTERED UNDER THE SECURITIES ACT OF
1933,-AS AMENDED (THE “SECURITIES ACT”’), OR ANY STATE SECURITIES LAW, AND MAY ONLY BE
OFFERED OR SOLD TO QUALIFIED INSTITUTIONAL BUYERS (AS DEFINED IN RULE 144A UNDER
THE SECURITIES ACT) IN RELIANCE ON THE EXEMPTION FROM THE REGISTRATION REQUIRE-
MENTS OF THE SECURITIES ACT PROVIDED BY RULE 144A FOR SALES TO QUALIFIED INSTITU-
TIONAL BUYERS, OR PURSUANT TO OTHER EXEMPTIONS FROM THE REGISTRATION
REQUIREMENTS OF THE SECURITIES ACT AND ANY OTHER APPLICABLE LAW. BY ITS ACCEPTANCE
OF A NOTE, EACH PURCHASER AND ANY TRANSFEREE SHALL BE DEEMED TO MAKE CERTAIN
REPRESENTATIONS AND AGREEMENTS. SEE “NOTICE TO INVESTORS” AND “PLAN OF OFFERING”
HEREIN. THE NOTES ARE NOT TRANSFERABLE EXCEPT UPON SATISFACTION OF CERTAIN CONDI-
TIONS AS DESCRIBED IN “NOTICE TO INVESTORS” HEREIN.

This cover page contains certain information for quick reference only; it is not a summary of the terms of the
Notes. Potential purchasers should read the entire Confidential Private Placement Memorandum to obtain
information essential to the making of an informed investment decision.

The Notes are offered by the Initial Purchasers when, as and if issued by the Authority and received by the
Initial Purchasers, subject to prior sale and to certain other conditions. The Initial Purchasers reserve the right to
withdraw, cancel or modify such offer and to reject orders in whole or in part. It is expected that the Notes in
definitive form will be available for delivery in New York, New York, through the facilities of DTC on or about
October 26, 1994,

Prudential Securities Incorporated
Lazard Freres & Co. Smith Barney Inc.

The date of this Confidential Private Placement Memorandum is October 19, 1994



This Confidential Private Placement Memorandum is being furnished in connection with a
transaction not involving any public offering of the Notes within the meaning of and in compliance
with the Securities Act of 1933, as amended (the ‘““Securities Act”), on a confidential basis, solely for
the purpose of enabling prospective investors to consider the purchase of Notes. Delivery of this
Confidential Private Placement Memorandum to any other person or any reproduction of this Confi-
dential Private Placement Memorandum, in whole or in part, without the prior consent of the
Authority, the Borrower and the Initial Purchasers named herein is prohibited.

The distribution of this Confidential Private Placement Memorandum and the offering of the
Notes in certain jurisdictions may be restricted by law. Persons into whose possession this Confiden-
tial Private Placement Memorandum comes are required by the Authority, the Borrower and the
Initial Purchasers to inform themselves about and to observe any restrictions. This Confidential
Private Placement Memorandum does not constitute an offer to sell or the solicitation of an offer to
buy, and there shall not be any sale of Notes by any person in any jurisdiction in which it is unlawful to
make such offer, solicitation or sale. For a description of certain restrictions on offering, sale, resale,
and delivery of Notes, see “Notice to Investors’ and ‘‘Plan of Offering’’ herein.

THE NOTES HAVE NOT BEEN AND WILL NOT BE REGISTERED UNDER THE SECURI-
TIES ACT, OR ANY STATE SECURITIES LAW, AND NEITHER THE AUTHORITY NOR THE
BORROWER INTENDS TO REGISTER THE NOTES OR LIST THE NOTES ON ANY STOCK OR
OTHER SECURITIES EXCHANGE. IN MAKING AN INVESTMENT DECISION, INVESTORS
MUST RELY ON THEIR OWN EXAMINATION OF THE AUTHORITY AND BORROWER AND
THE TERMS OF THE OFFERING, INCLUDING THE MERITS AND RISKS INVOLVED. THE
SECURITIES AND EXCHANGE COMMISSION HAS NOT PASSED UPON THE ACCURACY OR
ADEQUACY OF THIS CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM. WITH RE-
SPECT TO THE VARIOUS STATES IN WHICH THE NOTES MAY BE OFFERED, NO ATTORNEY
GENERAL, STATE OFFICIAL, STATE AGENCY OR BUREAU, OR OTHER STATE OR LOCAL
GOVERNMENTAL ENTITY HAS PASSED UPON THE ACCURACY OR ADEQUACY OF THIS
CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM OR PASSED UPON OR ENDORSED
THE MERITS OF THIS OFFERING OF THE NOTES. ANY REPRESENTATION TO THE CON-
TRARY IS A CRIMINAL OFFENSE.

For New Hampshire Residents Only

IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR OWN
EXAMINATION OF THE AUTHORITY, THE BORROWER AND THE TERMS OF THE OFFER-
ING, INCLUDING THE MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT
BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR REGU-
LATORY AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT CON-
FIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

No broker, dealer, salesman or other person has been authorized to give any information or to
make any representations other than those contained in this Confidential Private Placement Memo-
randum in connection with the offering made hereby and, if given or made, such information or
representations must not be relied upon as having been authorized by the Initial Purchasers.

Information herein has been obtained from the Authority, the Borrower and other sources
believed to be reliable, but it is not guaranteed as to accuracy or completeness by, and is not to be
construed as a representation by, the Initial Purchasers.

The information and expressions of opinions herein are subject to change without notice and
neither the delivery of this Confidential Private Placement Memorandum or the sale of any of the
Notes shall, under any circumstances, create any implication that the information herein is correct as
of any time subsequent to the date hereof.

OTHER THAN WITH RESPECT TO INFORMATION CONCERNING FINANCIAL SECUR-
ITY ASSURANCE INC. (“FINANCIAL SECURITY”) CONTAINED UNDER THE CAPTION
“NOTE INSURANCE” HEREIN, NONE OF THE INFORMATION IN THIS CONFIDENTIAL
PRIVATE PLACEMENT MEMORANDUM HAS BEEN SUPPLIED OR VERIFIED BY FINANCIAL
SECURITY AND FINANCIAL SECURITY MAKES NO REPRESENTATION OR WARRANTY, EX-
PRESS OR IMPLIED, AS TO (I) THE ACCURACY OR COMPLETENESS OF SUCH INFORMA-
TION OR (II) THE VALIDITY OF THE NOTES.
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NOTICE TO INVESTORS

Because of the following restrictions, purchasers are advised to consult legal counsel prior
to attemptmg to make any offer, sale, resale, pledge or transfer of Notes.

Each purchaser of the Notes (other than the Initial Purchasers in connection with the initial
sale of the Notes) will be deemed to have represented and agreed as follows (terms used in this Notice to
Investors and defined in Rule 144A ("Rule 144A") under the Securities Act of 1933 as amended (the
"Securities Act") have their respective meanings set forth in Rule 144A):

1. The purchaser (a) is a qualified institutional buyer within the meaning of Rule 144A
("QIB") and is aware that the sale to it is being made in reliance on Rule 144A; and (b) is acquiring such
Notes for its own account or for the account of a QIB; and (c) is not acquiring the Notes with a view to
distribution thereof or with any present intention of offering or selling any of the Notes.

2. The purchaser understands and agrees that the Notes are being offered only in a
transaction not involving any public offering within the meaning of the Securities Act, that such Notes have
not been and will not be registered under the Securities Act, and that: (a) if it decides to resell, pledge or
otherwise transfer such Notes, such Notes may be resold, pledged or transferred only (i) to the Authority, (ii)
" to the Borrower or an affiliate thereof, (iii) so long as such Notes are eligible for resale pursuant to Rule
144A, to a person whom the seller reasonably believes is a QIB that purchases for its own account, or for the
account of a QIB, in a transaction meeting the requirements of Rule 144A and to whom notice is given by the
purchaser that the resale, pledge or other transfer is being made in reliance on Rule 144A, or (iv) subject to

- receipt by the Trustee of the written consent of the Authority and the Borrower together with a certification
of the transferee satisfactory, and to an opinion of counsel reasonably satisfactory, to the Authority, the
Borrower and the Trustee to the effect that such transfer is in compliance with the Securities Act, in reliance
on another exemption from the registration requirements of the Securities Act, and in each case under this
clause (a) in accordance with the Indenture (including the representations and agreements of such purchaser
and the transferee required thereby) and any applicable securities laws of any state of the United States or any
other applicable jurisdiction; (b) the purchaser will, and each subsequent Holder is required to, notify any
purchaser of Notes from it of the resale restrictions referred to in clause (a) above, if then applicable, and to
deliver to the transferee before the sale a copy of a notice to investors describing such restrictions (copies of
which may be obtained from the Trustee), except that this clause (b) shall not apply to transfers to Financial
Security in connection with payments under the Note insurance Policy referred to herein; and (c) with respect
to any transfer of Notes not held in book-entry form, the Trustee will require written confirmation from the
transferee that the transfer is being made in compliance with the restrictions on transfer specified in either
clause a(iii) or clause a(iv) above, as the case may be.

3. The purchaser acknowledges that it has such knowledge and experience in financial
affairs, that it is capable of evaluating the merits and risks of purchasing Notes, and that it has received such
information as is relevant to its decision to purchase Notes. All such information was either furnished,
requested, obtained and reviewed (and any questions arising therefrom have been answered to the purchaser’s
satisfaction) or its rights with respect thereto have been voluntarily and knowingly waived by the purchaser.
Without limiting the generality of the foregoing, the purchaser has been afforded an opportunity to request
from the Authority and the Borrower, and to review, and it has received and reviewed, all additional
information considered by it to be necessary to verify the accuracy of the information in this Confidential
Private Placement Memorandum and has not relied on the Initial Purchasers or any person affiliated with the
Initial Purchasers in connection with its investigation of the accuracy of the information contained in this
Confidential Private Placement Memorandum or in connection with its investment decision.

4, The purchaser understands that the Notes and the Indenture may be amended from
time to time without the consent of any Noteholder to modify the restrictions on and procedures for resales
and other transfers of the Notes to reflect any change in applicable law or regulation (or the interpretation
thereof) or in practices relating to the resale or transfer of restricted securities generally.

(1)



Each Note shall bear the legend as follows:

"THIS NOTE HAS NOT BEEN AND WILL NOT BE REGISTERED. UNDER THE
SECURITIES ACT OF 1933, AS AMENDED (THE "SECURITIES ACT") OR ANY STATE SECURITIES
LAW. THE HOLDER HEREOF, BY PURCHASING THIS NOTE, REPRESENTS THAT IT IS
ACQUIRING THIS NOTE FOR INVESTMENT AND NOT WITH A VIEW TO ANY SALE OR
DISTRIBUTION, AND AGREES FOR THE BENEFIT OF THE FINANCE AUTHORITY OF MAINE (THE
"ISSUER") AND CENTRAL MAINE POWER COMPANY (THE "BORROWER") THAT THIS NOTE
MAY BE OFFERED, RESOLD, PLEDGED OR OTHERWISE TRANSFERRED ONLY (A)(1) TO THE
ISSUER, (2) TO THE BORROWER OR AN AFFILIATE THEREOF, (3) SO LONG AS THIS NOTE IS
ELIGIBLE FOR RESALE PURSUANT TO RULE 144A UNDER THE SECURITIES ACT TO A PERSON
WHO THE HOLDER REASONABLY BELIEVES IS A QUALIFIED INSTITUTIONAL BUYER, WITHIN
THE MEANING OF RULE 144A, IN A TRANSACTION MEETING THE REQUIREMENTS OF RULE
144A AND TO WHOM NOTICE IS GIVEN BY THE PURCHASER THAT THE RESALE, PLEDGE OR
OTHER TRANSFER IS BEING MADE IN RELIANCE ON RULE 144A, OR (4) SUBJECT TO RECEIPT
BY THE TRUSTEE (AS DEFINED HEREIN) OF THE WRITTEN CONSENT OF THE ISSUER AND THE
BORROWER TOGETHER WITH A CERTIFICATION OF THE TRANSFEREE SATISFACTORY, AND
AN OPINION OF COUNSEL REASONABLY SATISFACTORY, TO THE ISSUER, THE TRUSTEE AND
THE BORROWER TO THE EFFECT THAT SUCH TRANSFER IS IN COMPLIANCE WITH THE
SECURITIES ACT, IN RELIANCE ON ANOTHER EXEMPTION FROM THE REGISTRATION
REQUIREMENTS OF THE SECURITIES ACT, (B) IN ACCORDANCE WITH THE REQUIREMENTS
OF THE INDENTURE (DEFINED HEREIN), INCLUDING THE REPRESENTATIONS AND
AGREEMENTS OF SUCH HOLDER AND THE TRANSFEREE REQUIRED THEREBY AND (C) IN
ACCORDANCE WITH ANY APPLICABLE SECURITIES LAWS OF ANY STATE OF THE UNITED
STATES OR ANY OTHER APPLICABLE JURISDICTION; AND THAT THE HOLDER WILL, AND
EACH SUBSEQUENT HOLDER IS REQUIRED TO, NOTIFY ANY PURCHASER OF THIS SECURITY
FROM IT OF THE RESALE RESTRICTIONS REFERRED TO IN CLAUSE (A) ABOVE AND DELIVER
TO THE TRANSFEREE BEFORE THE SALE A COPY OF A NOTICE TO INVESTORS DESCRIBING
SUCH RESTRICTIONS (COPIES OF WHICH MAY BE OBTAINED FROM THE TRUSTEE), EXCEPT
IN THE CASE OF TRANSFERS TO THE NOTE INSURER IN CONNECTION WITH PAYMENTS
UNDER THE NOTE INSURANCE POLICY REFERRED TO HEREIN. THIS NOTE AND THE
INDENTURE MAY BE AMENDED. FROM TIME TO TIME WITHOUT THE CONSENT OF ANY
NOTEHOLDER TO MODIFY THE RESTRICTIONS ON AND PROCEDURES FOR RESALES AND
OTHER TRANSFERS OF THIS NOTE TO REFLECT ANY CHANGE IN APPLICABLE LAW OR
REGULATION (OR THE INTERPRETATION THEREOF) OR IN PRACTICES RELATING TO THE
RESALE OR TRANSFER OF RESTRICTED SECURITIES GENERALLY."

In order to preserve the exemption for resales and transfers under Rule 144A, the Loan
Agreement will include a covenant whereby in the event that the Borrower is not subject to the reporting
requirements of the Securities Exchange Act of 1934, as amended, the Borrower will make available the
information and reports required by Rule 144 A to enable resales of the Bonds to be made pursuant to Rule
144A.

(i)



CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM

RELATING TO
THE ORIGINAL ISSUANCE OF

$79,300,000
FINANCE AUTHORITY OF MAINE
TAXABLE ELECTRIC RATE STABILIZATION
REVENUE NOTES, SERIES 1994A
(CENTRAL MAINE POWER COMPANY)

INTRODUCTION

This Confidential Private Placement Memorandum, including the cover page, the Table of
Contents page, and the Appendices, is provided to furnish information in connection with the original issuance
and sale by the Finance Authority of Maine (the "Authority") of its $79,300,000 Taxable Electric Rate
Stabilization Revenue Notes, Series 1994A (Central Maine Power Company) (the "Notes"). The Authority
is a body corporate and politic and a public instrumentality of the State of Maine (the "State"): The Notes
are being issued pursuant to the Finance Authority of Maine Act (the "Act"), constituting Chapter 110 of Title
10 of the Maine Revised Statutes, as amended, and a Trust Indenture dated as of October 19, 1994 (the
“Indenture”) between the Authority and Shawmut Bank, N.A., Boston, Massachusetts, as trustee (the
"Trustee"). No additional notes or other obligations may be issued under the Indenture.

Capitalized terms used and not otherwise defined herein shall have the meanings given to
them in the Indenture.

The scheduled payment of principal of and interest on the Notes when due will be guaranteed
under an insurance policy to be issued concurrently with the delivery of the Notes by Financial Security
Assurance Inc. ("Financial Security” or the "Note Insurer") See "Note Insurance" herein and Exhibit D -
"Specimen Note Insurance Policy".

This Confidential Private Placement Memorandum is being furnished in connection with an
offermg of the Notes in a transaction not involving a public offering within the meaning of and in compliance
with the Securities Act of 1933, as amended (the "Securities Act"), on a confidential basis, solely for the
purpose of enabling prospective investors to consider the purchase of Notes. For a description of certain
restrictions on offering, sale, resale, and delivery of Notes, see "Notice to Investors” and "Plan of Offering"
herein.

The proceeds received from the sale of $66,428,960 principal amount of the Notes will be
loaned to Central Maine Power Company (the "Borrower"). The loan, in the principal amount of
$66,428,960, will be made pursuant to the terms of a Loan Agreement dated as of October 19, 1994 between
the Borrower and the Authority (the "Loan Agreement"). The loan is being made to finance the Project,
which consists of the termination of a power purchase agreement between the Borrower and Fairfield Energy
Venture, the owner of a 33 megawatt wood-fired electric generating plant located in Fort Fairfield, Maine (the
"Plant"), and the related acquisition of the Plant by a subsidiary of the Borrower, and to pay costs of issuance
of the Notes including the Note insurance policy premium. Pursuant to the Loan Agreement, the Borrower
agrees to make payments by the times and in the amounts necessary to pay the principal of and interest on
such portion of the Notes when due. To evidence such obligation, the Borrower also will execute and deliver
to the Authority, and the Authority will assign to the Trustee, a promissory note (the "Loan Note") in a
principal amount equal to the principal amount of such portion of the Notes. The obligations of the Borrower
under the Loan Agreement are general unsecured obligations, are not restricted to revenues or performance



of the Plant, and are not secured by the Plant. The Borrower is not obligated under the Loan Agreement with
respect to the balance of the Notes except to the limited extent described below. ' '

In addition, the proceeds received from the sale of $12,871,040 principal amount of the Notes
(which proceeds equal such principal amount) will be used to fund the Capital Reserve Fund. This amount
is equal to the initial Reserve Requirement. The Act provides in effect that in order to assure maintenance
of the Reserve Requirement in the Capital Reserve Fund with respect to the Notes, there shall be paid from
the State Contingent Account (as established in Title 5, Maine Revised Statutes, Section 1507) and, to the
extent sufficient moneys are unavailable therein, appropriated annually and paid to the Authority such sum
as shall be certified by the Authority as necessary to restore the amount in the Capital Reserve Fund to the
Reserve Requirement. - Under the Act and the Indenture, the Authority shall annually, on or before December
1, deliver a certificate to the Governor stating the amount, if any, necessary to restore the Capital Reserve
Fund to the Reserve Requirement. See "Security for the Notes" herein. Such amount, even if fully funded,
may be insufficient to pay all debt service on the Notes in the event of an acceleration thereof following an
Event of Default.

" While the Notes and the aforesaid provisions of the Act do not constitute a legally
enforceable obligation upon the State or create a debt on behalf of the State, there is no constitutional
bar to future Legislatures to appropriate such sum as shall have been certified by the Authority to the
Governor as necessary to restore the Capital Reserve Fund to an amount equal to the Reserve
Requirement.

The moneys in the Capital Reserve Fund not theretofore paid out as provided in the Indenture,
but not in excess of $12,871,040, shall be used to pay the last remaining like aggregate amount of installments
of principal and interest on the Notes. The Borrower is obligated under the Loan Agreement to pay to the
Trustee certain amounts to compensate for inadequate investment earnings and investment losses of the Capital
Reserve Fund, but is not obligated to replenish the Capital Reserve Fund (except to the extent that payménts
by the Borrower of overdue principal and interest under the Loan Agreement and Loan Note after a draw on
the Capital Reserve Fund may be deposited therein) or otherwise make payments with respect to repayment
of the portion of the Notes issued to fund the Capital Reserve Fund. See "Security for the Notes" herein and
Exhibit B - "Summary of Certain Provisions of the Loan Agreement - Additional Amounts Payable” and "-
Obligations of the Borrower Unconditional”. Until so used, amounts on deposit in the Capital Reserve Fund
will be invested in Eligible Investments. For a description of Eligible Investments, see Exhibit C - "Summary
of Certain Provisions of the Indenture - Provisions as to Funds - Eligible Investments" and "- Government
Obligations".

The Notes are limited obligations of the Authority, and are payable solely out of the Trust
Estate available under the Indenture for the payment thereof. See "Security for the Notes" herein. The Trust
Estate includes, among other things, the loan payments required to be made by the Borrower under the Loan
Agreement and the Loan Note, and the Additional Payments referred to above required to be made by the
Borrower under the Loan Agreement relating to the Capital Reserve Fund.

THE NOTES SHALL NOT CONSTITUTE ANY DEBT OR LIABILITY OF THE STATE
OR OF ANY MUNICIPALITY THEREIN OR ANY POLITICAL SUBDIVISION THEREOF, OR OF THE
AUTHORITY, OR A PLEDGE OF THE FAITH AND CREDIT OF THE STATE OR OF ANY SUCH
MUNICIPALITY OR POLITICAL SUBDIVISION. THE AUTHORITY HAS NO TAXING POWER.

Brief descriptions of the Authority, the Notes, the Borrower and certain other matters follow.
Additional information regarding the Borrower, together with summaries of the Loan Agreement and the
Indenture, are included in the Exhibits hereto. The descriptions and summaries of the Loan Agreement, the
Indenture and other documents contained herein do not purport to be comprehensive or definitive and are
qualified in their entirety by reference to those documents, and all references to the Notes are qualified in their
entirety by the definitive form and provisions thereof included in the Indenture. Copies of such documents



will be available at the offices of Prudential Securities Incorporated as representative of the Initial Purchasers,
One New York Plaza, New York, New York 10292, Attention: Public Finance, until the initial issuance and
delivery of the Notes, and thereafter at the principal corporate trust office of the Trustee, Shawmut Bank,
N.A., currently located at One Federal Street, Boston, Massachusetts 02211, Attention: Corporate Trust
Department.

THE AUTHORITY

General

The Authority was created in 1983 by legislative act of the Legislature of the State
consolidating three former State agencies: the Maine Guarantee Authority, the Maine Veterans’ Small Business
Loan Authority, and the Maine Small Business Loan Authority. One of the Authority’s purposes is to
stimulate a larger flow of private investment funds to help finance expansion of industrial, manufacturing,
fishing, agricultural and recreational enterprises in the State. In July 1990, the Authority assumed
responsibility for administration of the State’s higher education loan programs.

The Authority is empowered to issue revenue obligation securities and to provide credit
enhancement with respect to the financing of "eligible projects" within the meaning of the Act. The Authority
is authorized to provide credit enhancement either by securing its revenue obligation securities with capital
reserve funds (as it is doing with the Notes by establishing the Capital Reserve Fund) or by providing
mortgage insurance with respect to the loans securing the revenue obligation securities. The Authority has
an annual budget of approximately $25.0 million. As of June 30, 1994, the Authority had assets of $72.3
million, a fund balance of $14.3 million, and outstanding credit enhancement obligations in excess of $107.7
million, plus commitments for an additional $6.2 million. Some of these credit enhancement obligations
pertain to revenue obligation securities of the Authority, and others represent mortgage insurance on
commercial loans. As of June 30, 1994, the Authority also had contingent liabilities of approximately $469.0
million on student loans, which are currently at least 98% insured by the United States Government.

The Authority is a body corporate and politic and a public instrumentality of the State. It
consists of 15 voting members, as follows: the Commissioner of Economic and Community Development; the
State Treasurer; one natural resources commissioner designated by the Governor from either the Department
of Agriculture, Food and Rural Resources, the Department of Conservation or the Department of Marine
Resources; two members selected by the Governor from the appointed members of the Maine Education
Assistance Board; and ten members appointed by the Governor (including a certified public accountant, an
attorney, a commercial banker, two veterans, and two persons knowledgeable in the field of natural resource
enterprises or financing), which appointments are subject to review by the joint standing committee of the
State Legislature having jurisdiction over economic development and subject to confirmation of the State
Legislature. The members elect a chair, a vice chair who also serves as secretary, and a treasurer, and
employ a chief executive officer.

The present members of the Authority, their terms of office and their principal occupations
are as follows (currently, there are two vacancies):

Principal Occupation/

Name Term Expires Affiliation
Jayne Crosby Giles, Chair September 1996 Senior Vice President,
Key Bank of Maine
Ray D. Hews, Vice Chair September 1994° R.D. Hews Associates
Laura Emack, Treasurer September 1994° CPA



Michael W. Aube Ex-Officio Commissioner of Economic and
Community Development

Samuel Shapiro Ex-Officio Treasurer, State of Maine
Bernard W. Shaw Ex-Officio Commissioner, Maine Department
of
Agriculture, Food and Rural
Resources
Janis Cohen, Esq. . September 1997 UNUM Life Insurance Company of
America
Helen Sloan Dudman September 1994° Dudman Communications Corp.
Lawrence E. Dwight September 1995 Registered Representative, H.M.
Payson and Co.
Donald A. Kopp, Esq. January 1998 Jensen, Baird, Gardner & Henry
Anita C. Stickney September 1997 " Retired
Bradford S. Wellman September 1997 Retired
Edward Williams January 1997 Senior Vice President of Human
Resources,

Casco Northern Bank

*Members continue to serve upon expiration of their term until a successor is appointed.

The Authority employs a staff of 38 persons. The following are the Authorlty staff members
with primary responsibility for the Authority’s ﬁnancmg programs:

Timothy P. Agnew, Chief Executive Ojﬁcer. The Chief Executive Officer is responsible for
coordinating personnel and instituting policies and programs of the Authority. His responsibilities. include
oversight and administration of all programs of the Authority, and Authority administration. Mr. Agnew was
nominated Chief Executive Officer on January 4, 1989 and confirmed by the Legislature on February 2, 1989
after having served as Acting Chief Executive Officer and as General Counsel. Before assuming the position
of General Counsel in January, 1986, Mr. Agnew served as Assistant Counsel to the Authority from April,
1984, Prior to joining the Authority in April, 1984, he was associated for four years with a private Maine
law firm. He is a graduate of Vassar College and the University of Virginia School of Law.

Stephen A. Canders, General Counsel. Mr. Canders has been General Counsel since April
3, 1989, and previously had been Deputy General Counsel of the Authority since October 3, 1988. He was
formerly an attorney in private practice in Presque Isle, Maine. Mr. Canders is a graduate of Colby College
and the University of Chicago School of Law.

Elizabeth L. Bordowitz, Deputy General Counsel. Ms. Bordowitz has been Deputy General
Counsel since June 16, 1992 and had previously been Assistant Counsel of the Authority since March 27,
1989. She was formerly associated with a private Maine law firm for one and a half years. She holds a B.A.
and a M.A. in political science from Rutgers College and Rutgers University, respectively, and is a graduate
of Rutgers School of Law-Camden.



Duncan R. MacKellar, Director of Finance. The Director of Finance is responsible for
coordinating and supervising all financial activity of the Authority, including the Authority’s investment
portfolio and accounting system. Mr. MacKellar joined the Authority in December, 1983. Prior thereto he
was an accountant and financial analyst for GTE-Sylvania in Danvers, Massachusetts. He holds a Bachelor
of Science Degree and Master of Business Administration Degree in Financing and Accounting from the
University of Maine, Orono.

David S. Markovchick, Director of Business Development and Commercial Loan Officer. Mr.
Markovchick has been Director of Business Development since October, 1985. He is responsible for all
business activity within the Division of Business Development, including implementation of the Authority’s
Commercial Loan Insurance, Industrial Development Bond and Small Business Loan Insurance Programs and
direct loan programs. Prior to joining the Authority in January, 1984, Mr. Markovchick served as Chief
Executive Officer of Franklin County Community Action Agency, a socioeconomic/development corporation.
He holds a Bachelor of Science Degree in Marketing and Organizational Research and a Masters Degree in
Business Administration from the State University of New York at Buffalo,

Charles A. Mercer, Director of External Affairs. The Director of External Affairs is
responsible for marketing and promotion of all agency programs and activities and serves as legislative liaison
with the Maine State Legislature. Prior to joining the Authority in October, 1985, Mr. Mercer was
Legislative Assistant to the President of the Maine Senate. He holds a Bachelor of Arts Degree in Political
Science from the University of Maine.

Charles J. Spies IIl, Director of Natural Resources and Commercial Loan Officer. The
Director of Natural Resources is responsible for the administration of an agricultural direct lending program
and interest rate subsidy programs for natural resources and other industries. Mr. Spies also develops bond
and commercial loan insurance projects under the Authority’s various financing programs, and oversees the
Authority’s loan insurance portfolio. Prior to joining the Authority in May, 1990, Mr. Spies was an Assistant
Vice President of Treasury at Casco Northern Bank, a Bank of Boston Company, and was responsible for
securities portfolio management. He holds a Bachelor of Science Degree in Forestry and a Master of Science
Degree in Forest Entomology from the University of Maine, Orono, and a Master of Business Administration
Degree from New Hampshire College.

The Authority’s main office is located at 83 Western Avenue, Augusta, Maine 04330, and
its telephone number is (207) 623-3263.

Electric Rate Stabilization Projects

Pursuant to the Act, among other things, the Authority is authorized to have outstanding at
any time up to $120,000,000 principal amount of revenue obligations relating to loans for electric rate
stabilization projects (defined below), consisting of not more than $100,000,000 for loans and up to
$20,000,000 to fund capital reserve funds. These amounts are, subject to certain conditions, exclusive of
refundings, and capital appreciation bonds and similar instruments are valued at their accreted value. These
electric rate stabilization project financing provisions were added to the Act in 1994,

The Project is the first electric rate stabilization project being undertaken by the Authority.
The Authority approved the issuance of revenue obligation securities for the Project on August 29, 1994,

The Authiority may issue additional obligations in the future for the same or additional electric
rate stabilization projects up to the limits prescribed by law, as it may be changed from time to time, either
to the Borrower or to other electric utilities. However, no additional notes or other obligations may be issued
under the Indenture.



Financing of each electric rate stabilization project requires satisfaction of certain provisions.
of Maine law, including but not limited to those described below.

An electric rate stabilization project is defined in the Act as an agreement by an electric utility
with a qualifying facility (small power producers and cogenerators as defined in Title 35-A, Maine Revised
Statutes, Section 3303) that will result in the reduction of costs to the electric utility and that has been certified
by the Maine Public Utilities Commission (the "MPUC") to meet the standards established under Title 35-A,
Maine Revised Statutes, Section 3156, Such standards are summarized as follows:

1. Benefits. The agreement, and any assistance in financing the agreement to be
provided by the Authority, will provide near-term benefits to ratepayers of the electric utility that will be
reflected in rates paid by the electric utility’s customers.

2. Rate impacts. Potential future adverse rate impacts associated with the agreement
are not likely to be disproportionate to near-term gains.

3. Protection of certain facilities. The agreement does not have as a necessary or
probable consequence the permanent cessation of operations of a qualifying facility with a capacity of more
than 50 megawatts.

4. Consistent with energy policy. The agreement is consistent with Title 35-A, Revised
Code of Maine, Section 3191, also known as the Maine Energy Policy Act, which requires an electric utility
to pursue least cost planning taking into account risk and diversity of supply, and requires the MPUC to give
preference to conservation, demand management and then to power purchased from qualifying facilities when
available alternatives are otherwise equal.

5. Protection of energy resources. The agreement will not adversely impact the
availability of a diverse and reliable mix of electric energy resources and will not significantly reduce the long-
term electric energy or capacity resources available to the electric utility and needed to meet future electric
demand. Under Section 3156, to the extent consistent with the long-term interests of ratepayers, an agreement
resulting in a modification of an existing contract and that preserves electric energy or capacity resources is
preferred over an agreement that results in the permanent cessation of operations of a qualifying facility.

THE BORROWER -

The following is a brief summary of information concerning the Borrower and should be read
in conjunction with, and is qualified in its entirety by, the more detailed information contained in the Annual
Report on Form 10-K for the year ended December 31, 1993, the Quarterly Reports on Form 10-Q for the
quarters ended March 31, 1994 and June 30, 1994 and Current Reports on Form 8-K dated January 5, 1994,
January 13, 1994, February 3, 1994, April 4, 1994, April 6, 1994, May 16, 1994, July 5, 1994, and
October 14, 1994 filed by the Borrower with the Securities and Exchange Commission pursuant to the
informational requirements of the Securities Exchange Act of 1934, as amended, and a Current Report on
Form 8-K dated October 17, 1994 (not filed as of October 19, 1994), and a Press Release dated October 19,
1994, relating to third quarter 1994 operating results, all of which are attached hereto as Exhibit A and are
incorporated herein by reference.

General
The Borrower, an investor-owned Maine public utility incorporated in 1905, is engaged in

the business of generating, purchasing, transmitting, distributing and selling electric energy for the benefit of
retail customers in southern and central Maine and wholesale customers, principally other utilities. Its



principal executive offices are located at 83 Edison Drive, Augusta, Maine 04336, where its general telephone
number is (207) 623-3521.

The Borrower -has more customers and greater revenues than any other electric utility in
Maine, serving approximately 500,000 customers in its 11,000 square-mile service area in southern and central
Maine and having $894 million in consolidated electric operating revenues in 1993. The Borrower’s service
area contains the bulk of Maine’s industrial and commercial centers and includes approximately 936,000
people, representing about 77 percent of the total population of the state. The Borrower’s industrial and
commercial customers include major producers of pulp and paper products, producers of chemicals, plastics,
electronic components, processed food, and footwear, and shipbuilders. Large pulp and paper industrial
customers account for approximately 66 percent of the Borrower’s industrial sales and approximately 27
percent of total service-area sales. In 1993, approximately 13.8 percent of its energy was supplied by
hydroelectric sources, 28.0 percent by nuclear generating plants, 15.5 percent by oil-fired generating plants,
2.5 percent by contracts with Canadian supply sources and 40.2 percent from contracts with non-utility
generators.

The Borrower is subject to the regulatory authority of the MPUC as to retail rates,
accounting, service standards, territory served, the issuance of securities maturing more than one year after
the date of issuance, certification of generation and transmission projects and various other matters. The
Borrower is also subject as to some phases of its business, including licensing of its hydroelectric stations,
accounting, rates relating to wholesale sales (which constitute less than one percent of operating revenues) and
to interstate transmission and sales of energy and certain other matters, to the jurisdiction of the Federal
Energy Regulatory Commission under the Federal Power Act. Other activities of the Borrower from time to
time are subject to the jurisdiction of various other state and federal regulatory agencies.

Certain Recent Developments

Base-Rate Decision. The Borrower, like electric utilities generally, is facing a number of
challenges resulting from a weak economy, increasing competition and increasing costs that are in large part
due to the high costs of power purchased from non-utility generators. A December 1993 decision by the
MPUC in a base-rate case of the Borrower, which resulted in an increase in net revenue of only $26.2 million
compared to the $83 million requested by the Borrower, has subjected the Borrower to additional pressure.

The Borrower’s response to the December 1993 base-rate decision and other business
challenges was the reduction in its quarterly common-stock dividend from 39 cents to 22.5 cents per share.
In addition, the Borrower has implemented a broad-based plan to reduce its own operating expenses, to cut
costs of contracts with non-utility generators, and to work with the MPUC and other parties to develop the
alternative rate plan discussed below to provide innovative, competitive new pricing and service options.

Alternative Rate Plan. On October 14, 1994, the Borrower filed with the MPUC for its
approval a stipulation proposing an alternative rate plan (the "ARP") signed by most of the parties
participating in the ARP proceeding, including, among others, the MPUC Staff and the Public Advocate. The
ARP was developed in response to the MPUC’s order in its December 1993 base-rate case decision that a
follow-up proceeding be held to implement a rate stability plan by mid-1994. The following is a summary
of certain significant provisions of the stipulation, which is described more fully in the Borrower’s Current
Report on Form 8-K dated October 14, 1994, which is included in Exhibit A hereto.

The proposed ARP contains a price cap mechanism that provides for the Borrower’s retail
rates to increase annually on July 1, commencing July 1, 1995, by a percentage combining (1) a price index
to measure inflation and establish the basis of each annual price change, (2) a productivity offset to the price
index, consisting of a 1 percent general offset and a second formula-based offset commencing in 1996 intended
to reflect the limited effect of inflation on the Borrower’s purchased power costs during the five-year period,
(3) a sharing mechanism that would adjust the subsequent year’s July price change if the Borrower’s earnings



were outside a range of 350 basis points above or below its allowed return on equity, which is currently 10.55 .
percent but is subject to annual indexing for changes in capital costs, and (4) certain flow-through items and
mandated costs. The price cap would apply to all of the Borrower’s retail rates, including the Borrower’s fuel
and purchased power costs, which previously had been treated separately. Under the ARP no separate fuel
clause price adjustments would occur.

As part of the stipulation, the Borrower agreed that it would take the following before-tax -
“restructuring charges" against 1994 earnings:

1. the unrecovered balance of its deferred fuel and purchased-power costs as of
December 31, 1994, which the Borrower estimates will be approximately $57
million;

2. the unrecovered balance of deferred demand-side management costs for 1993 and

1994, which the Borrower estimates will be approximately $17 million;,

3. the unrecovered balance of deferred Electric Revenue Adjustment Mechanism
(ERAM) revenues as of December 31, 1994, which the Borrower estimates will be
approximately $24 million; and

4. the unrecovered balance of deferred costs related to the possible extension of the
operating life of one of the Borrower’s generating stations, as of December 31,
1994, which the Borrower estimates will be approximately $2.5 million.

On an after-tax basis, these charges would total approximately $60 million.

The proposed ARP would provide the Borrower the ability to adjust rates below the price-cap
limit in three service categories: (1) existing customer classes, (2) new customer classes for optional targeted
services, and (3) special-rate contracts. The Borrower believes that the added flexibility will position it more
favorably to meet the competition from other energy sources that has eroded segments of its customer base.
Some price adjustments could be implemented upon 30 days’ notice by the Borrower, while certain others
would be subject to expedited review by the MPUC.,

The stipulation also contains provisions to protect the Borrower and ratepayers against
unforeseen adverse results from the operation of the ARP. These include review by the MPUC if the
Borrower’s actual return on equity falls outside the designated return-on-equity range two years in a row, a
mid-period review of the ARP by the MPUC in 1997 (including possible modification or termination), and
a "final" review by the MPUC in 1999 to determine whether or with what changes the ARP should continue
in effect after 1999. : :

The ‘stipulation provides that it will be effective December 1, 1994, but it is subject to
approval by the Borrower’s Board of Directors and the MPUC. The stipulation states that the parties consider
it to represent an integrated solution to the issues in the ARP proceeding resulting from a balancing of
competing interests and objectives and that it will be null and void and not binding on the parties if the MPUC
does not accept it without modification. The MPUC is expected to act on the stipulation by late November
1994. The Borrower cannot predict whether the MPUC will approve the stipulation or whether or in what
form an alternative rate plan for the Borrower will result from the MPUC proceeding. If the stipulation is
not approved or the ARP or another alternative rate plan is not implemented, traditional ratemaking principles
and procedures would continue to apply.



Fairfield Energy Venture Contract

Since 1987, the Borrower has been purchasing power from Fairfield Energy Venture ("FEV")
pursuant to a non-utility generation contract (the "Contract") which expires in 2002. In June 1994, the
Borrower entered into an agreement with FEV pursuant to which the parties agreed to terminate the Contract.

The Contract is the largest single non-utility generation contract of the Borrower terminated
to date involving an operating plant. The Borrower expects such termination to result in savings of
approximately $35 million, which amount is equal to the net present value of savings over the remaining term
of the Contract. The costs associated with the termination of the Contract are recoverable through rates over
the remaining term of the Contract. The first year revenue requirement associated with the termination cost,
offset by a portion of the expected fuel savings, will result in a rate decrease of approximately $5.6 million
to be implemented on or about December 1, 1994.

Initially the Borrower expected that the 33 megawatt wood-fired facility (the "Plant") operated
by FEV would cease to operate as a result of the termination of the Contract. The Town of Fort Fairfield
(the "Town"), however, opposed the shut-down of the Plant because of the adverse economic impact on the
Town, including the loss of jobs at the Plant. As a result, the Borrower and the Town entered into a
settlement agreement pursuant to which it was agreed to continue operation of the Plant if economically
feasible. Pursuant to the agreement, Aroostook Valley Electric Company ("AVEC"), a subsidiary of the
Borrower, will acquire and operate the Plant for a minimum three-year period, subject to receipt of regulatory
approvals and the transfer of required licenses. The obligation to operate the Plant is also subject, among
other conditions, to a determination by an independent third party, within a six-month test period following
the acquisition, that the Plant is capable of operating at a sustainable minimum 81 percent capacity factor at
a specified maximum fuel cost per megawatt hour. If the Plant fails to meet the test criteria, the Town may
fund modifications to the Plant to enable it to meet such criteria. If the Town does not exercise that right or
if the Plant fails the retest, AVEC will have no further obligation to operate the Plant. The Plant does not
constitute collateral for the Notes.

Other Matters Affecting the Borrower and its Industry

Cost Reduction. In response to the December 1993 base-rate decision and other economic
pressures, the Borrower has restructured its organization along functional lines and eliminated 225 full-time-
equivalent jobs, or approximately 10 percent of its workforce. The 1994 operating budget has been cut by
$22 million, or 12 percent, from previously planned levels, and the 1994 capital budget for plant, equipment,
and conservation programs has been cut by $14 million, or 19 percent, from previously planned levels.

Non-utility Generation. The Borrower’s contracts with non-utility generators have contributed
the largest part of the Borrower’s increased costs in recent years. The average price of non-utility generators’
energy is significantly higher than the Borrower’s own cost of generation, and much higher than the price of
energy on today’s open market. In response to these circumstances, the Borrower has taken various actions
with respect to such contracts. These actions have included buyouts or terminations of contracts, and
restructurings. The restructurings have in certain cases involved continued plant operation, but have modified
the terms and manner of such operation. Since 1988, these actions have affected 37 non-utility generation
contracts, which by their original terms contemplated approximately 342 megawatts of power generation in
the aggregate. '

Increased Competition. The Energy Policy Act, enacted by Congress in 1992, (the "Policy
Act") was designed to encourage competition among electric utility companies, improve energy resource
planning and encourage the development of alternative fuels and sources of energy. The Policy Act has been
a significant factor in creating new areas of competition for electric utilities, including the Borrower. The
Borrower anticipates that competition will continue to place pressure on both sales and the price the Borrower
can charge for its product because customers’ energy options have been expanded.



In July 1993, the Borrower’s largest wholesale customer, the Town of Madison Electric
Works ("Madison"), accepted a competitive bid from Northeast Utilities ("NU") to become its wholesale
electric supplier. Madison, NU and the Borrower subsequently entered into an agreement which provides
more economic benefit to the Borrower than if it had under-bid NU for the electrical supply to Madison’s
system, but less than if Madison had stayed on the Borrower’s system at the former rates. This increasingly
competitive environment has resulted in the Borrower’s entering into contracts with its two remaining
wholesale customers to provide their energy needs at prices and margins lower than the current averages.

Residents of several small localities in the Borrower’s service territory have expressed interest
in investigating the feasibility of organizing local electric utility districts for the purpose of providing their
own electric service with power purchased from a selected supplier. A referendum question is on the ballot
in the upcoming November election in four municipalities concerning the formation of such local electric
utility districts. The Borrower believes that the formation of such local districts is not in the best interests
of either its customers or its investors and is strongly opposing such action, including opposing the four
referenda questions. The Borrower further believes that formidable obstacles would be encountered by any
group in attempting to create such districts, including obtaining MPUC approval and economically acquiring
or constructing the necessary facilities for a local utility system. The Borrower cannot, however, predict the
ultimate results of any such attempts.

Deferred Costs. Over the past few years, in accordance with the regulatory policies of the
MPUC, the amount of the Borrower’s deferred charges and regulatory assets has increased. The Securities
and Exchange Commission has periodically considered issues regarding the proper accounting treatment of
charges deferred by regulatory policy. As a result, the Bortrower has regularly requested the MPUC to issue
accounting and ratemaking orders to provide appropriate authority to comply with changing accounting
requirements and to allow the Borrower to appropriately reflect the amounts as deferred charges and
regulatory assets. In recent years, the Borrower received such orders with respect to issues such as purchased-
power contract buy-outs, environmental-site cleanup costs and accounting for postretirement benefits. The
Borrower continues to monitor situations that result in deferred charges and regulatory assets. See
"Alternative Rate Plan" above and Exhibit A.

General Factors Affecting the Electric Utility Industry. The electric utility industry has been
experiencing, or may in the future experience, problems, including (a) obtaining timely and adequate rate
treatment, (b) the effects of inflation upon the costs of construction and operation of generating units, (c)
increased costs and uncertain availability of capital, (d) availability and volatile cost of fossil fuel for
generation, (e) opposition to nuclear power, (f) uncertainties in predicting future load requirements, (g)
compliance with changing environmental safety and licensing requirements, (h) the effects of conservation on
the use of electric energy, (i) uncertainties associated with the implementation of a national energy policy and
(j) increased competition from energy suppliers, including cogenerators and independent power producers,
and possible retail wheeling. The Borrower is or may in the future be affected by the foregoing factors in
varying degrees through the ownership and operation of its electric facilities and systems.

THE PROJECT

The Project consists of the termination of a power purchase agreement between the Borrower
and the Fairfield Energy Venture, the owner of a 33 megawatt wood-fired electric generation plant located
in Fort Fairfield, Maine (the "Plant") and the related acquisition of the Plant by a subsidiary of the Borrower.
The Plant is a "qualifying facility” under Title 35-A, Maine Revised Statutes, Section 3303, and has been in
operation since 1987. The energy from the Plant has been purchased by the Borrower pursuant to contract,
and in order to achieve cost savings, the contract will be terminated and the Plant acquired pursuant to an
agreement between the Borrower and its current owner. For a description of the benefits expected to be
derived by the Borrower’s ratepayers as a result of the undertaking of the Project, see "The Borrower” herein.
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As required by Title 35-A, Maine Revised Statutes, Section 3156, the MPUC entered Orders
dated August 5 and 18, 1994, certifying as summarized above under "The Authority - Electric Rate
Stabilization Projects” with respect to the Borrower-Fairfield Energy Venture purchase agreement the
termination of which (together with the related acquisition of the Plant) constitutes the Project (the "Project
Orders"). On September 6, 1994, the Industrial Energy Consumer Group ("IECG"), an intervenor in the
MPUC’s proceedings leading to the entry of the Orders, appealed the Orders to the Law Court of the State.
The Borrower, IECG and other parties to a proceeding before the MPUC relating to a fuel clause case of the
Borrower, have entered into a stipulation approved by the MPUC, under which stipulation IECG agreed to
withdraw its appeal of the Project Orders. The withdrawal of the appeal of the Project Orders has been
approved by the Law Court, which approval (unless reconsidered after petition to the court) will become final
and no longer subject to appeal on October 21, 1994, at which time the Project Orders also will be final and
no longer subject to appeal.

USE OF NOTE PROCEEDS

The total estimated cost of the Project is $81,428,960, including the costs of the contract
termination and related acquisition of the Plant, costs of issuance of all of the Notes and the Note insurance
premium. Of this total, $15,000,000 will be contributed by the Borrower from other available sources and
the balance is being financed by the issue of a portion of the Notes. In addition, the initial funding of the
Capital Reserve Fund in the amount of the Reserve Requirement will be financed by the issue of a portion
of the Notes.

The sources and uses of the Note proceeds and certain other moneys with respect to the
Project are as follows:

SOURCES:
Note Proceeds $79,300,000
USES:
Project Costs (excluding costs of issuance) $64,067,824
Capital Reserve Fund 12,871,040°

Costs of Issuance of the Notes, including
Note Insurance Premium and Initial
Purchasers’ Discount 2,361,136
$79,300,000

* The initial Reserve Requirement. See "Security for the Notes".

Any costs of the Project not paid from the proceeds of the Notes or from the contribution referred to above
will be paid from other funds provided by the Borrower.
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THE NOTES
General

The Notes will be issued as fully registered Notes without coupons and will be dated the date
of their initial delivery. The Notes will mature on January 1, 2005, and will not be subject to_redemption
prior to maturity. The Notes are initially issuable in denominations of integral multiples of $100,000, which
constitute "Initial Amounts”.

Principal of the Notes shall be paid on the Principal Payment Dates and in the respective
amounts as follows:

| Principal Payment

Dates (January 1) Amount
1997 $ 6,300,000
1998 6,800,000
1999 7,400,000
2000 8,000,000
2001 8,600,000
2002 9,300,000
2003 10,100,000
2004 10,900,000
2005 11,900,000

If less than all of the Notes are to be paid on any Principal Payment Date, the principal of the Notes shall be
paid pro rata, based on Principal Balance, rounded to the nearest dollar. The term "Principal Payment Date"
means each January 1 commencing January 1, 1997, and any other date upon which principal of the Notes
is due and payable in accordance with its terms, whether at stated maturity, by acceleration or otherwise. The
term "Principal Balance" means, as of any date, the Initial Amount less all payments of principal made prior
to that date allocable to such Initial Amount.

The principal of any Note or portion thereof payable when due, other than upon final payment
in full, may be paid to the Holder thereof without presentation or surrender of such Note. Upon any such
payment without presentation and surrender, for all purposes of (i) the Note to which such payment has been
made and (ii) the Indenture, the Principal Balance of such Note Outstanding shall be reduced automatically
- by the principal amount so paid.

The principal of any Note shall be payable upon final payment in full to a Holder only upon
presentation and surrender of such Note at the principal corporate trust office of the Trustee or at the office,
designated by the Trustee, of any Paying Agent.

The Notes will bear interest from the date of their initial delivery at the rate per annum set
forth on the cover page hereof, calculated on the basis of a year of 360 days consisting of twelve 30-day
months. Interest is payable on each Interest Payment Date. The term "Interest Payment Date” means January
1 and July 1 of each year commencing July 1, 1995, and any other date upon which interest on the Notes is
due and payable in accordance with its terms.

The Principal Balance of the Notes shall bear interest payable on each Interest Payment Date
from the Interest Payment Date next preceding the date of their authentication to which interest has been paid,
or, if authenticated on an Interest Payment Date, from such date if interest has been paid to such date, or, if
authenticated prior to the first Interest Payment Date, from the date of initial delivery. The interest payable
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on the Notes on each Interest Payment Date shall be for the period from the date specified in the preceding -
sentence to and including the date immediately preceding such Interest Payment Date. :

Principal of (other than upon final payment in full) and interest on any Note shall be paid on
each Note Payment Date (which means a Principal Payment Date or an Interest Payment Date) by check or
draft which the Trustee shall cause to be mailed on that date to the person in whose name the Note is
registered at the close of business on the close of business on the fifth Business Day preceding such Note
Payment Date (the "Regular Record Date") at the address appearing on the registration books held by the
Trustee as Registrar. Notwithstanding the foregoing, principal of and interest on any Note with a Principal
Balance of $1,000,000 or more shall be paid by wire transfer in immediately available funds if such Holder
in a timely manner notifies the Trustee of the bank account number and address for such purpose. In the
event of a default in the payment of principal of or interest on any Note when due, the Trustec may establish
a Special Record Date with respect to that payment of principal or interest when money becomes available
for such payment, which Special Record Date shall be not more than 10 days nor fewer than 15 days prior
to the date of the proposed payment.

The term "Business Day" means a day of the year, other than a Saturday or Sunday, on which
both the Note Insurer and commercial banks located in the city in which the Trustee maintains its principal
corporate trust office are not required or authorized to remain closed. If any Note Payment Date is not a
Business Day, then payment of interest and principal need not be made on that date, but that payment may
be made on the next succeeding Business Day with the same force and effect as if that payment were made
on such Note Payment Date, and in such case no interest shall accrue for the period from such Note Payment
Date.

Subject to the next paragraph hercof, the Notes may be transferred or exchanged for one or
more Notes in like aggregate Initial Amount (and in an Initial Amount) and of like aggregate Principal
Balance, and bearing interest at the same rate, upon surrender thereof at the designated office of the Trustee
as Registrar or at the designated office of any Authenticating Agent (initially, the Trustee) by the registered
owners or their duly authorized attormeys or legal representatives. Upon surrender of any Note to be
transferred or exchanged, the Authority will execute, and the Registrar will record the transfer or exchange
in its registration books and the Registrar or Authenticating Agent shall authenticate and deliver, new Notes
appropriately registered and in appropriate Initial Amounts and Principal Balance.

Notwithstanding the foregoing, transfers may be made only upon compliance with the
restrictions on transfer set forth in the Indenture and the Notes. See "Notice to Investors" and "Plan
of Offering" herein,

In the event that the principal of or interest on any Note becomes due in whole or in part,
or a check or draft for principal or interest is uncashed, and if moneys sufficient to pay the principal and
interest then due on that Note or to pay such check or draft shall have been made available to the Trustee for
the benefit of its Holder, all liability of the Authority to that Holder for such principal or interest then due
on the Note or represented by such check or draft thereupon shall cease and be discharged completely.
Thereupon, it shall be the duty of the Trustee to hold those moneys, without liability for interest thereon, for
the exclusive benefit of the Holder, who shall be restricted thereafter exclusively to those moneys for any
claim of whatever nature on its part under the Indenture or on, or with respect to, the principal or interest then
due on that Note. Any such moneys remaining unclaimed for two years after becoming due and payable shall
be paid to the Borrower or the Authority, and the Holders of such Notes shall thereafter be entitled to look
only to the Borrower or the Authority, as the case may be, for payment and only in an amount equal to the
amounts received by or paid to or on behalf of the Borrower or the Authority, as the case may be, without
any interest thereon.
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Book-Entry Only System

The Depository Trust Company, New York, New York ("DTC"), will act as securities
depository for the Notes. The ownership of one fully registered Note will be registered in the name of Cede
& Co., DTC’s partnership nominee. SO LONG AS CEDE & CO. IS THE REGISTERED OWNER OF THE
NOTES, AS NOMINEE OF DTC, REFERENCES HEREIN TO THE NOTEHOLDERS, HOLDERS OR
REGISTERED OWNERS OF THE NOTES SHALL MEAN CEDE & CO. AND SHALL NOT MEAN THE
BENEFICIAL OWNERS OF THE NOTES.

DTC is a limited-purpose trust company organized under the New York Banking Law, a
"banking organization" within the meaning of the New York Banking Law, a member of the Federal Reserve
System, a "clearing corporation" within the meaning of the New York Uniform Commercial Code and a
"clearing agency" registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934,
as amended. DTC holds securities that its direct participants (the "Direct Participants") deposit with DTC.
DTC also facilitates the settlement among Direct Participants of securities transactions, such as transfers and
pledges, in deposited securities through electronic, computerized book-entry changes in Direct Participants’
accounts, thereby eliminating the need for physical movement of securities certificates. Direct Participants
include securities brokers and dealers, banks, trust companies, clearing corporations and certain other
organizations. DTC is owned by a number of its Direct Participants and by the New York Stock Exchange,
Inc., the American Stock Exchange, Inc. and the National Association of Securities Dealers, Inc. Access to
the DTC system is also available to others such as banks, brokers, dealers and trust companies that clear
through or maintain a custodial relationship with a Direct Participant, either directly or indirectly (the "Indirect
Participants"). .

Beneficial ownership interests in the Notes must be purchased by or through Direct
Participants, which will receive a credit for the Notes on the records of DTC. The ownership interest of each
actual purchaser of each Note ("Beneficial Owner") is in turn to be recorded on the Direct and Indirect
Participants’ records. Beneficial Owners will not receive confirmation from DTC of their purchases, but
Beneficial Owners are expected to receive written confirmations providing details of their transactions, as well
as periodic statements of their holdings, from the Direct or Indirect Participants through which the Beneficial
Owners entered into the transactions. Beneficial Owners of Notes will not receive certificates representing
their beneficial ownership interests in the Notes, unless use of the book-entry only system is discontinued as
described below. :

Transfers of ownership interests in the Notes are to be accomplished by book entries made
by DTC and in turn by the Direct Participants and Indirect Participants who act on behalf of the Beneficial
Owners of Notes. To facilitate subsequent transfers, all Notes deposited by DTC Participants are registered
in the name of DTC’s partnership nominee, Cede & Co. The deposit of Notes with DTC and the registration
of Notes in the name of Cede & Co. effects no change in beneficial ownership. DTC has no knowledge of
the actual Beneficial Owners of the Notes; DTC’s records reflect only the identity of the Direct Participants
to whose accounts such Notes are credited, which may or may not be the Beneficial Owners. The DTC
Participants will remain responsible for keeping account of their holdings on behalf of their customers. For
every transfer and exchange of beneficial ownership in the Notes, the Beneficial Owner may be charged a sum
sufficient to cover any tax, fee or other governmental charge that may be imposed in relation thereto.

Conveyances of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners
will be governed by arrangements among them, subject to any statutory or regulatory requirements as may
be in effect from time to time.

Neither DTC nor Cede & Co. will consent or vote with respect to the Notes. Under its usual
procedures, DTC mails an Omnibus Proxy to the Trustec as soon as possible after the record date. The
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Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose
accounts the Notes are credited on the record date (identified in a listing attached to the Omnibus Proxy).

Principal of and interest payments on the Notes will be made to DTC. DTC’s practice is to
credit Direct Participants’ accounts on payment dates in accordance with their respective holdings shown on
DTC’s records unless DTC has reason to believe that it will not receive payment on the applicable payment
date. Payments by Direct Participants to Beneficial Owners will be governed by standing instructions and
customary practices, as is the case with securities held for the accounts of customers in bearer form or
registered in "street name," and will be the responsibility of such Direct Participants and not of DTC, the
Trustee or the Authority, subject to any statutory or regulatory requirements as may be in effect from time
to time. Payment of principal and interest to DTC is the responsibility of the Trustee, disbursement of such
payments to Direct Participants shall be the responsibility of DTC, and disbursements of such payments to
the Beneficial Owners shall be the responsibility of Direct and Indirect Participants.

The above information contained in this subsection "Book-Entry Only System" is based solely
on information provided by DTC. No representation is made by the Trustee, the Authority or the Initial
Purchasers as to the completeness or the accuracy of such information or as to the absence of material adverse
changes in such information subsequent to the date hereof.

Under the Indenture, payments made to DTC or its nominee shall satisfy the obligations under
the Indenture to the extent of the payments so made. '

THE AUTHORITY, THE INITIAL PURCHASERS AND THE TRUSTEE CANNOT AND
DO NOT GIVE ANY ASSURANCES THAT DTC, THE DIRECT PARTICIPANTS OR THE INDIRECT
PARTICIPANTS WILL DISTRIBUTE TO THE BENEFICIAL OWNERS OF THE NOTES (1) PAYMENTS
OF PRINCIPAL OF OR INTEREST ON THE NOTES; (2) CERTIFICATES REPRESENTING AN
OWNERSHIP INTEREST OR OTHER CONFIRMATION OF BENEFICIAL OWNERSHIP INTERESTS
IN NOTES; OR (3) NOTICES SENT TO DTC OR CEDE & CO., ITS NOMINEE, AS THE REGISTERED
OWNER OF THE NOTES, OR THAT THEY WILL DO SO ON A TIMELY BASIS OR THAT DTC, THE
DIRECT PARTICIPANTS OR INDIRECT PARTICIPANTS WILL SERVE AND ACT IN THE MANNER
DESCRIBED IN THIS CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM. THE CURRENT
"RULES" APPLICABLE TO DTC ARE ON FILE WITH THE SECURITIES AND EXCHANGE
COMMISSION, AND THE CURRENT "PROCEDURES" OF DTC TO BE FOLLOWED IN DEALING
WITH DIRECT PARTICIPANTS ARE ON FILE WITH DTC.

NEITHER THE AUTHORITY, THE INITIAL PURCHASERS NOR THE TRUSTEE WILL
HAVE ANY RESPONSIBILITY OR OBLIGATION TO ANY DIRECT PARTICIPANT, INDIRECT
PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY OTHER PERSON WITH RESPECT TO: (1)
OTHER THAN TO DTC, THE NOTES; (2) THE ACCURACY OF THE RECORDS OF DTC, CEDE &
CO., ANY DIRECT PARTICIPANT OR ANY INDIRECT PARTICIPANT; (3) THE PAYMENT TO ANY
DIRECT PARTICIPANT, INDIRECT PARTICIPANT, BENEFICIAL OWNER OR OTHER PERSON,
OTHER THAN DTC, OF ANY AMOUNT IN RESPECT TO THE PRINCIPAL OF OR INTEREST ON
THE NOTES; (4) THE DELIVERY TO ANY DIRECT PARTICIPANT, INDIRECT PARTICIPANT,
BENEFICIAL OWNER OR OTHER PERSON, OTHER THAN DTC, OF ANY NOTICE REQUIRED OR
PERMITTED UNDER THE TERMS OF THE INDENTURE TO BE GIVEN OR MADE AVAILABLE TO
NOTEHOLDERS; OR (5) ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC AS A
NOTEHOLDER.

Discontinuation of Book-Entry Only System
DTC may determine to discontinue providing its service with respect to the Notes at any time

by giving written notice to the Authority, the Borrower and the Trustee and discharging its responsibilities
with respect thereto under applicable law.. Upon the giving of such notice, the book-entry only system for
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the Notes will be discontinued unless a successor securities depository is appointed by the Authority. In
addition, the Authority, with the consent of the Borrower and without the consent of any other person, may
. terminate the services of DTC with respect to the Notes if the Authority determines, and shall terminate the
services of DTC with respect to the Notes upon receipt by the Authority, the Borrower and the Trustee of
written notice from DTC to the effect that DTC has received written notice from Direct Participants or
Indirect Participants having interests, as shown in the records of DTC, in an aggregate amount of not less than
50% of the aggregate Principal Balance of the then Outstanding Notes, that : (A) DTC is unable to discharge
its responsibilities with respect of the Notes; or (B) a continuation of the requirement that all of the
Outstanding Notes be registered in the name of Cede & Co., as nominee of DTC, is not in the best interest
of the Beneficial Owners.

Upon the discontinuance or termination of the services of DTC with respect to the Notes,
after which no substitute securities depository willing to undertake the functions of DTC hereunder can be
found which, in the opinion of the Authority and the Borrower, is willing and able to undertake such functions
upon reasonable and customary terms, the Notes shall no longer be restricted to being registered in the name
of Cede & Co., as nominee of DTC, but may be registered in whatever names Noteholders transferring or
exchanging Notes shall designate, in accordance with the provisions of the Indenture.

In the event that the book-entry only system for the Notes is discontinued, Notes are to be
delivered pursuant to the conditions set forth in the Indenture.

SECURITY FOR THE NOTES

The Notes will constitute limited obligations of the Authority payable solely from, and secured
solely by, the Trust Estate pledged and assigned by the Indenture to secure that payment. The term "Trust
Estate" is defined in the Indenture to mean (i) all right, title and interest of the Authority in, to and under the
Loan Agreement and the Loan Note, (ii) all revenues and other receipts, funds or moneys derived by the
Authority under the Loan Agreement and the Loan Note, including without limitation the Loan Payments, (iii)
all other amounts receivable by or on behalf of the Authority or the Trustee under the Loan Agreement,
including without limitation the Additional Payments specified in the Loan Agreement to compensate for
inadequate investment earnings and investment losses of the Capital Reserve Fund as described below, (iv)
all moneys and securities on deposit in the Funds and Accounts, including without limitation the Note Fund,
Project Fund and Capital Reserve Fund, and (v) all other amounts otherwise available under the Indenture for
the payment of the Notes; provided, however, that the Trust Estate shall not include (a) any Unassigned
Issuer’s Rights, (b) as to any Notes, any moneys or securities set aside under the Indenture specifically for
the payment of other Notes, or (c) any amounts paid by Financial Security pursuant to the Note insurance
Policy. The term "Unassigned Issuer’s Rights" is defined in the Loan Agreement to mean all of the rights
of the Authority (a) in, to and under security agreements, mortgages and collateral as contemplated by the
Loan Agreement, including a mortgage on the Plant and the right to enforce, and consent to the modification
of or waiver of compliance with, the foregoing; (b) to enforce, and consent to the modification of or waiver
of compliance with, certain covenants and agreements of the Borrower; (c) to receive Additional Payments
(other than those relating to compensation for inadequate investment earnings and investment losses of the
Capital Reserve Fund); (d) to examine certain books and records and receive other information; (e) to be held
harmiess and indemnified; (f) to give or withhold consent to amendments, changes, modifications, alterations
and termination of the Loan Agreement and in the definition of certain fees payable to the Authority; and (g)
to receive notices under the Loan Agreement, and in each such case any corresponding rights under the Loan
Note. Unassigned Issuer’s Rights does not include any rights of the Trustee under the foregoing provisions,
including but not limited to its right to receive Additional Payments relating to compensation for inadequate
investment income and investment losses of the Capital Reserve Fund as described below. THE
AUTHORITY HAS NO TAXING POWER.
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The Indenture contains a number of provisions recognizing or creating significant rights
of the Note Insurer, including rights of the Note Insurer as subrogee or Noteholder whether or not in
default under the Policy issued by it. Among other things, the Indenture provides that the Note Insurer
shall be deemed to be the sole Holder of the Notes for the purpose of exercising any voting right or
privilege or giving any consent or direction or taking any other action that the Holders of the Notes are
entitled to take pursnant to Article VII (pertaining to defaults and remedies) and Article VI (pertaining
to the Trustee and other agents) of the Indenture, See "Note Insurance” herein and Exhibit C -
"Summary of Certain Provision of the Indenture" including " - Default Provisions," " - The Trustee" and
" - Special Provisions Relating to Note Insurance" therein.

No additional notes or other obligations may be issued under the Indenture.

Under certain conditions following certain Events of Default under the Indenture or the Loan
Agreement, the Notes are subject to acceleration. For a description of such provisions and other rights and
remedies following default, and of significant limitations on exercise of such rights and remedies, see Exhibit
C - "Summary of Certain Provisions of the Indenture - Default Provisions" and "- Special Provisions Relating
to Note Insurance".

Enforceability of the provisions of the Notes, the Loan Agreement and the Indenture may be
subject to bankruptcy, insolvency, reorganization, moratorium and other laws in effect from time to time
affecting creditors’ rights, and is subject to the application of principles of equity relating to or affecting the
enforcement of contractual obligations.

As security for the Notes, the Indenture requires that an amount of proceeds of Notes equal
to the initial Reserve Requirement shall be credited to the Capital Reserve Fund. If payment of the principal
of and interest on any Notes payable on any Note Payment Date has not been made in full, or such payment
in full duly provided for, by the first Business Day prior to such Note Payment Date, the Trustee shall
forthwith withdraw from the Capital Reserve Fund an amount not exceeding the amount required to provide
for such payment in full, and shall transfer the amount so withdrawn to the Note Fund for application to such
payment.

The "Reserve Requirement” means as of any date of calculation, an amount equal to the
greatest amount of principal of and interest on the Notes to accrue or come due (without regard to any default
or acceleration of maturity) in the then current or any future calendar year.

On the Business Day following the date the Trustee determines the Value of Eligible
Investments on deposit in the Capital Reserve Fund as described below, unless otherwise agreed by the
Authority, Financial Security, the Borrower and the Trustee, the Trustee shall give notice thereof to the
Authority and the Borrower. The Indenture and Loan Agreement provide that the Borrower shall pay, as
Additional Payments, on the Business Day following the date on which notice of the Value of Eligible
Investments is given as aforesaid, the amount (if any) by which the cash and Value of Eligible Investments
so determined on deposit in the Capital Reserve is less than the Reserve Requirement after deducting from
the amount of the Reserve Requirement the amount of any withdrawals to pay debt service since the previous
such determination reduced by any investment losses incurred in the liquidation of any securities for such
purpose. Such Additional Payments shall be deposited in the Capital Reserve Fund and retained therein until
applied in accordance with the Indenture.

For each period commencing on a scheduled Note Payment Date (or, in the case of the first
period, the date of initial delivery of the Notes) and ending on the day prior to the next scheduled Note
Payment Date, the Trustee shall determine the amount equal to the interest that would have accrued on the
Reserve Requirement in effect at the time of calculation if invested during such period at the interest rate on
the Notes (the "interest amount"), and shall give written notice thereof to the Authority and the Borrower by
no later than the third Business Day next preceding such next scheduled Note Payment Date. The income or
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interest earned and gains realized in excess of losses suffered by the Capital Reserve Fund.in any such period,
to the extent not in excess of the interest amount, shall be credited to the Note Fund on the second Business
Day next preceding each applicable Note Payment Date but shall not be credited against any amount payable
by the Borrower under the Loan Agreement, the Loan Note, or otherwise (but shall operate to reduce the
amount of the Additional Payments described below in such period). Any excess in any such period of such
income, interest and net gains of the Capital Reserve Fund over the interest amount shall be retained in the
Capital Reserve Fund until applied in accordance with the Indenture. Any excess in any such period of the
interest amount over the income, interest and net gains of the Capital Reserve Fund shall be paid by the
Borrower, as Additional Payments, on the second Business Day next preceding each applicable Note Payment
Date. Such Additional Payments shall be deposited in the Capital Reserve Fund and retained therein until
applied in accordance with the Indenture,

"Value of Eligible Investments” shall be determined as of the close of business on the fifteenth
day of December in each year commencing December 15, 1995 (or if such day is not a Business Day, the next
succeeding Business Day), and each date any moneys are withdrawn from the Capital Reserve Fund to pay
debt service on the Notes as described above, and means as of any such date (i) (a) the bid quotation prices
thereof as reported as of said date in The Wall Street Journal or, in the event such newspaper is not published
or such price is not reported in said newspaper, in a newspaper or a financial journal of general circulation
in the Borough of Manhattan, City and State of New York, selected by the Trustee, or (b) if such price is not
reported in any such newspaper, the amortized cost thereof, or (c) in lieu of value determined pursuant to
clause (a) or (b), value determined by any other method as agreed by the Authority, the Borrower, the Trustee
and the Note Insurer, or, if lower, (ii) the price at which such obligations are then redeemable by the holder
at his option, in each case not including accrued interest on the Eligible Investments paid as a part of the
purchase price thereof and not collected.

For a description of provisions of the Indenture and the Act relating to the replenishment of
the Capital Reserve Fund following a withdrawal to pay debt service on the Notes, see "Introduction" herein
and Exhibit C - "Summary of Certain Provisions of the Indenture - Provision as to Funds - Capital Reserve
Fund."

For a summary of other provisions of the Indenture that describe or affect the security for
the Notes and the enforcement thereof, see Exhibit C - "Summary of Certain Provisions of the Indenture”,
- including but not limited to the information contained therein under the caption "Special Provisions Relating
to Note Insurance”, and "Note Insurance” herein.

NOTE INSURANCE

There follows under this caption certain information concerning Financial Security Assurance
Inc. ("Financial Security"), the terms of the Municipal Bond Insurance Policy to be issued by Financial
Security (the "Policy") and certain provisions of the Indenture related thereto. Information with respect to
Financial Security and the Policy has been supplied by Financial Security. No representation is made by the
Authority, the Borrower or the Initial Purchasers as to the accuracy or adequacy of such information. The
Policy does not constitute a part of the contract between the Authority and the Holders of the Notes evidenced
by the Notes and the Indenture. Except for payment of the premium on the policy, the Authority has no
responsibility with respect to such insurance in any way, including the maintenance, enforcement or collection
thereof.

Note Insurance Policy
Concurrently with the issuance of the Notes, Financial Security will issue its Policy for the
Notes. The Policy unconditionally guarantees the payment of that portion of the principal of and interest on

the Notes that has become due for payment, but shall be unpaid by reason of nonpayment by the Authority.
On the later of the day on which such principal and interest is due or on the business day next following the
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business day on which Financial Security shall have received notice by telephone or telecopy, subsequently
confirmed in a signed writing, or written notice by registered or certified mail, from a Holder of Notes, the
Trustee or the Paying Agent (as defined in the Policy), of the nonpayment of such amount by the Authority,
Financial Security will disburse such amount due on any Notes to the Trustee or the Paying Agent, for the
benefit of the Noteholders or, at the election of Financial Security, directly to each Noteholder, in either case
upon receipt by Financial Security in form reasonably satisfactory to it of (a) evidence of the Noteholder’s
right to receive payment of the principal and interest that is due for payment and (b) evidence, including any
appropriate instruments of assignment, that all of such Noteholder’s rights to payment of such principal and
interest shall be vested in Financial Security. The term "nonpayment" in respect of a Note includes any
payment of principal or interest that is insured by Financial Security made to a Holder of a Note that has been
recovered from such Holder pursuant to the United States Bankruptcy Code by a trustee in bankruptcy in
accordance with a final, nonappealable order of a court having competent jurisdiction.

The Policy is non-cancelable and the premium will be fully paid at the time of delivery of
the Notes. The Policy covers failure to pay principal of the Notes on their respective stated maturity dates,
or dates on which the same shall have been duly called for mandatory sinking fund redemption, and not on
any other date on which the Notes may have been called for redemption, acceleration or other advancement
of maturity, unless Financial Security shall elect, in its sole discretion, to pay such principal due upon
acceleration together with any interest accrued to the date of acceleration, and covers the failure to pay an
installment of interest on the stated date for its payment. Payment by Financial Security of principal due upon
acceleration and interest accrued to the accelerated maturity date (to the extent unpaid by the Authority) shall
fully discharge Financial Security’s obligations under the Policy.

Financial Security may appoint a fiscal agent (the "Insurer’s Fiscal Agent") for purposes of
the Policy by giving written notice to the Trustee and the Paying Agent specifying the name and notice address
of the Insurer’s Fiscal Agent. From and after the date of receipt of such notice by the Trustee and the Paying
Agent, (i) copies of all notices required to be delivered to Financial Security pursuant to the Policy shall be
simultaneously delivered to the Insurer’s Fiscal Agent and to Financial Security and shall not be deemed
received until received by both and (ii) all payments required to be made by Financial Security under the
Policy may be made directly by Financial Security or by the Insurer’s Fiscal Agent on behalf of Financial
Security.

The Insurer’s Fiscal Agent is the agent of Financial Security only and the Insurer’s Fiscal
Agent shall in no event be liable to Holders of the Notes for any acts of the Insurer’s Fiscal Agent or any
failure of Financial Security to deposit or cause to be deposited sufficient funds to make payments due under
the Policy.

Under the Policy, Financial Security will, to the extent permitted by applicable law, waive,
only for the benefit of the Holders of Notes, all rights and defenses that might otherwise have been available
to Financial Security to avoid payment of its obligations under the Policy in accordance with its terms.

THE POLICY IS NOT COVERED BY THE PROPERTY/CASUALTY INSURANCE
SECURITY FUND SPECIFIED IN ARTICLE 76 OF THE NEW YORK STATE INSURANCE LAW.

Financial Security Assurance Inc,

Financial Security is a wholly owned subsidiary of Financial Security Assurance Holdings
Ltd. ("Holdings"),’a New York Stock Exchange listed company, Holdings is owned approximately 60.5%
by U S WEST Capital Corporation ("U S WEST"), 7.6% by Fund American Enterprises Holdings Inc. ("Fund
American"), and 7.4% by The Tokio Marine and Fire Insurance Co., Ltd. ("Tokio Marine"). U S WEST
is a subsidiary of U S WEST, Inc., which operates businesses involved in communications, data solutions,
marketing services and capital assets, including the provision of telephone services in 14 states in the Western
and Midwestern United States. Fund American is a financial service holding company whose principal
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operating subsidiary is one of the nation’s largest mortgage servicers. Tokio Marine is a major Japanese
property and casualty insurance company. U S WEST has announced its intention to dispose of its remaining
interest in Holdings as part of its strategic plan to withdraw from businesses not directly involved in
telecommunications, Fund American has certain rights to acquire and vote additional shares of Holdings from
U S WEST and Holdings. No shareholder of Holdings is obligated to pay any debt of Financial Security or
any claim under any insurance policy issued by Financial Security or to make any additional contribution to
the capital of Financial Security.

Financial Security is domiciled in the State of New York and is subject to regulation by the
State of New York Insurance Department. At June 30, 1994, Financial Security’s total policyholders’ surplus
and contingency reserves were approximately $475,843,000 and its total uncarned premium reserve was
approximately $232,860,000 in accordance with statutory accounting principles. At June 30, 1994, Financial
Security’s total shareholders’ equity was approximately $530,024,000 and its total net unearned premium
reserve was approximately $206,026,000 in accordance with generally accepted accounting principles.

Copies of Financial Security’s financial statements may be obtained by writing to Financial
Security at 350 Park Avenue, New York, New York 10022, Attention: Communications Department.
Financial Security’s telephone number is (212) 826-0100.

Financial Security’s claims-paying ability is rated "Aaa" by Moody’s Investors Service, Inc.
and "AAA" by Standard & Poor’s Ratings Group. Such ratings reflect only the views of the respective rating
agencies, are not recommendations to buy, sell or hold securities and are subject to revision or withdrawal
at any time by such rating agencies.

The Policy does not protect investors against changes in market value of the Notes. The
market value of the Notes may be impaired as a result of changes in prevailing interest rates, changes in
applicable ratings or other causes.

Financial Security makes no representation regarding the Notes or the advisability of investing
in the Notes. Financial Security makes no representation regarding the Confidential Private Placement
Memorandum, nor has it participated in the preparation thereof, except that Financial Security has provided
to the Authority the information presented under this caption for inclusion in the Confidential Private
Placement Memorandum.

INVESTMENT CONSIDERATIONS

Prospective Purchasers should consider carefully, in addition to the other infofmation
contained under "The Borrower”, "Security for the Notes", and elsewhere in this Confidential Private
Placement Memorandum, the following factors before purchasing the Notes offered hereby.

Appropriation for Reserve Requirement

Chapter 110 of Title 10 of the Maine Revised Statutes, the Finance Authority of Maine Act,
provides in effect that in order to assure maintenance of the Reserve Requirement in the Capital Reserve Fund
with respect to the Notes, there shall be paid from the State Contingency Account (as established under Title
5, Maine Revised Statutes, section 1507) and, to the extent sufficient moneys are unavailable therein,
appropriated by the Maine State Legislature annually and paid to the Authority, such sum as shall be certified
by the Authority as nécessary to restore the amount in the Capital Reserve Fund to the Reserve Requirement.
The aforesaid provisions of the Act do not constitute a legally enforceable obligation upon the State of
Maine or create a debt on behalf of the State of Maine. No assurance can be given that future
Legislatures will appropriate sums required to restore the amount in the Capital Reserve Fund to the
Reserve Requirement. However, there is no constitutional bar to future Legislatures to appropriate such
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sum as shall have been certified by the Authority to the Governor as necessary to restore the Capital
Reserve Fund to the Reserve Requirement.

Note Insurance

The scheduled payment of principal of and interest on the Notes when due will be guaranteed
under an insurance policy to be issued concurrently. with the delivery of the Notes by the Note Insurer. The
ratings ‘assigned to the Notes reflect the respective rating agencies’ current assessment of the creditworthiness
of the Note Insurer and its ability to pay claims on its policies of insurance. The ratings are not
recommendations to buy, sell or hold the Notes insured by the Note Insurer and such ratings may be subject
to revision or withdrawal at any time by the rating agencies. Any downward revision or withdrawal of either
or both ratings as a result of a change in the creditworthiness of the Note Insurer may have an adverse effect
on the market price of the Notes.

Exercise of Rights and Remedies

The Indenture contains a number of provisions recognizing or creating significant rights of
the Note Insurer, including rights of the Note Insurer as subrogee or Noteholder whether or not in default
under the Policy issued by it. Among other things, the Indenture provides that the Note Insurer shall be
deemed to be the sole Holder of the Notes for purposes of exercising any voting right or privilege or giving
any consent or direction or taking any other action that the Holders of the Notes are entitled to take pursuant
to Article VII (pertaining to defaults and remedies) and Article VI (pertaining to the Trustee and other agents)
of the Indenture. '

Possible Limitations on Security

The pledge of and security interest in the Trust Estate may be limited by the following: (i)
statutory liens; (ii) rights arising in favor of the United States of America or any agency thereof; (iii)
constructive trusts, equitable liens or other rights impressed or conferred by any state or federal court in the
exercise of its equitable jurisdiction; and (iv) Federal Bankruptcy or state insolvency laws affecting
assignments of revenues earned after any effective institution of bankruptcy or insolvency proceedings by or
against the Authority or the Borrower.

PLAN OF OFFERING

Subject to the terms and conditions set forth in the Purchase Contract dated October 19, 1994
* (the "Purchase Contract"), among the Authority, the Borrower and Prudential Securities Incorporated, Lazard
Freres & Co. and Smith Barney Inc. as the Initial Purchasers, the Authority has agreed to sell to each of the
Initial Purchasers, and each of the Initial Purchasers has severally agreed to purchase from the Authority, a
portion of the Notes. In the Purchase Agreement, the Initial Purchasers have agreed, subject to the terms and
conditions set forth therein, to purchase all of the Notes if any Notes are purchased. The Initial Purchasers
will purchase the Notes at a price of $78,772,655, which represents the principal amount thereof less the
Initial Purchasers’ discount of $527,345.

The Initial Purchasers intend to resell the Notes to Qualified Institutional Buyers (as defined
in Rule 144A under the Securities Act) in reliance on the exemption from the registration requirements of the
Securities Act provided by Rule 144A for sales to Qualified Institutional Buyers. The Initial Purchasers may
reject any offer, in whole or in part.

The Initial Purchasers intend, but are not obligated, to make a market in the Notes in
accordance with the restrictions on transfers described in "Notice to Investors" herein. Accordingly, no
assurance can be given that a secondary market will develop or, if a secondary market does develop, that it
will continue.
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After the initial offering, the Notes may be sold from time to time at varying prices.

The Purchase Contract provides that the Borrower will indemnify the Initial Purchasers
against certain liabilities, including liabilities under applicable securities laws, or contribute to payments the
Initial Purchasers may be required to make in respect thereof.

The Prudential Insurance Company of America (" Prudential Insurance"), the holding company
of Prudential Securities Incorporated, one of the Initial Purchasers, and Prudential Securities Incorporated are
investors in the Borrower. In addition, Prudential Insurance and another of its affiliates are creditors of the
Borrower.

RATINGS

Moody’s Investors Service, Inc. and Standard & Poor’s Ratings Group have assigned their
municipal bond ratings of "Aaa" and "AAA", respectively, to the Notes based on the understanding that upon
delivery of the Notes a policy insuring the scheduled payment when due of the principal of and interest on
the Notes will be issued by Financial Security Assurance Inc. An explanation of the significance of such
ratings may be obtained only from the rating agency furnishing the same at the following addresses: Moody’s
Investors Service, Inc., 99 Church Street, New York, New York 10007; and Standard & Poor’s Ratings
Group, 25 Broadway, New York, New York 10004. Generally, a rating agency bases its rating on the
information and materials furnished to it and on investigations, studies and assumptions of its own. There is
no assurance that any such ratings will be in effect for any given period of time or that they will not be
revised downward or withdrawn entirely by such rating agencies if, in the judgement of the respective rating
agency, circumstances so warrant. Any such downward revision or withdrawal of such ratings may have an
adverse effect on the market price of the Notes.

TAX MATTERS

In the opinion of Note Counsel, the interest on the Notes is exempt from State of Maine
income tax imposed on individuals under existing statutes. No opinion will be expressed as to whether interest
on the Notes is not included in gross income for federal income tax purposes.

ALL PROSPECTIVE PURCHASERS OF THE NOTES ARE ADVISED TO CONSULT
THEIR OWN TAX ADVISORS REGARDING THE FEDERAL, STATE AND LOCAL TAX
CONSEQUENCES OF THE PURCHASE, OWNERSHIP AND DISPOSITION OF THE NOTES.

LEGALITY FOR INVESTMENT

The Act provides that the Notés are securities in which all public officers and public bodies
of the State of Maine, its political subdivisions, all municipalities and municipal subdivisions, all insurance
companies and associations and other persons carrying on an insurance business, all banks, bankers, banking
associations, trust companies, savings banks and savings associations, including savings and loan associations,
building and loan associations, investment companies and other persons carrying on a banking business, all
administrators, guardians, executors, trustees and other fiduciaries and all other persons who are now or may
later be authorized to invest in bonds or other obligations of the State of Maine, may properly and legally
invest funds, including capital, in their control or belonging to them.

The ‘Act also provides that the Notes are securities which may properly and legally be
deposited with and received by all public officers and bodies of the State of Maine or any agency or political
subdivision and all municipalities and public corporations for any purpose for which the deposit of bonds or
other obligations of the State of Maine is now or may later be authorized by law.
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LITIGATION

There is no controversy or litigation of any nature pending or threatened restraining or
enjoining the issue, sale, execution or delivery of the Notes or the undertaking of the Project, or in any way
contesting or affecting the validity of the Notes or any proceedings of the Authority taken with respect to the
issuance or sale thereof, the pledge or application of any monies or securities provided for the payment of the
Notes or the existence or powers of the Authority, or the Project, except as discussed in "The Project” herein.

APPROVAL OF LEGAL PROCEEDINGS

Legal matters incident to the authorization, issuance and sale of the Notes are subject to the
approving opinion of Hawkins, Delafield & Wood, New York, New York, Note Counsel to the Authority.
Certain legal matters will be passed upon for the Authority by its General Counsel, Stephen A. Canders, Esq.;
for the Borrower by its Corporate Counsel, William M. Finn, Esq., and LeBoeuf, Lamb, Greene & MacRae,
a limited liability partnership including professional corporations, New York, New York; and for the Initial
Purchasers by their counsel, Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C., Boston, Massachusetts.

MISCELLANEOUS

This Confidential Private Placement Memorandum is submitted only in connection with the
issuance and sale of the Notes by the Authority and may not be reproduced or used in whole or in part for
any other purpose.

So far as any statements are made in this Confidential Private Placement Memorandum
involving matters of opinion, whether or not expressly so stated, they are intended merely as such and not as
representations of fact. '

The agreement of the Authority with the holders of the Notes is fully set forth in the
Indenture, and this Confidential Private Placement Memorandum is not to be construed as constituting an
agreement with the purchasers or holders of the Notes.

The execution and delivery of this Confidential Private Placement Memorandum and its
distribution have been duly authorized by the Authority.

FINANCE AUTHORITY OF MAINE
/s/Timothy P. Agnew

Timothy P. Agnew
Chief Executive Officer
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FINANCE AUTHORITY OF MAINE
MEMORANDUM

TO: Members of the FAME Board of Directors
/

FROM: Timothy P. Agnew %/,/ Jf}ﬁ/w\)

DATE: July 14, 1994

SUBJECT: Electric Rate Stabilization Program - Background and Status

The proposal of Central Maine Power Company (CMP) to use the Electric Rate
Stabilization Program to buy out the contract of Fairfield Energy Venture in Fort Fairfield
and potentially close the plant has focused a great deal of attention on the new program and
FAME’s role in a possible financing. At next week’s Board Meeting, I have arranged for
Steve Adams, Director of the State Planning Office, and two members of the Legislature’s
Joint Standing Committee on Utilities, Senator John J. Cleveland of Auburn and
Representative Carol A. Kontos of Windham, to attend and discuss the new program with the
Board. I am also expecting representatives from CMP to be present for this discussion as
well. In anticipation of that preséntation and the related action items on the board agenda,
this memo will outline the background of the Electric Rate Stabilization Program, the
legislative intent as FAME understands it to be, the current status of the program and how
the. Authority might proceed.

LEGISLATIVE BACKGROUND

The Electric Rate Stabilization Program is the result of a compromise reached after
Central Maine Power Company sought legislation that would have placed a new tax on
revenues of independent power producers (IPPs). The State’s three utilities have repeatedly
identified the cost of IPP power as a major financial burden that adversely affects the rates
they must charge ratepayers. The electric utility companies maintain that legislative actions
and policies of the Public Utilities Commission over the past decade have contributed to the
very high cost the utilities must pay independent power producers under binding contracts.

Recently, State legislators have become more sympathetic to the problem of high

-energy rates caused in part by the costly IPP contracts. Based on the recognition that the

economic future of the State depends, at least in part, upon affordable energy rates,
Governor McKernan and Maine State Legislature worked to establish an electric rate
stabilization program that would help to reduce the impact of the IPP contracts and bring
some stability to electric rates in the future.
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The legislation that emerged, a copy of which is attached, establishes a process to
help Maine’s electric utilities to renegotiate their contracts with independent power
producers. Since the IPPs have guaranteed contracts, the only feasible way to reduce the
rates being paid under their contracts is to either buy out the contract entirely or to pay a
sum of money (premium) up front to buy down the cost of the contracts.

The legislation contains two major components: a Public Utilities Commission
.approval process and a FAME financing process. The Public Utilities Commission is
required to look at each proposed "Energy Rate Stabilization Project” and to determine
whether the proposed project results in the public benefit defined in the legislation. Despite
some of the comments in letters about the Fairfield Energy Venture you may have received,
the legislation clearly allows the buy out of these independent power producer contracts, but
it does direct the PUC to give preference to projects that buy down contract rates rather than
contract buy outs that result in shutting down IPPs. However, the legislation does not say
how the "preference"” is to be applied. The legislation also prohibits PUC approval of
buyouts of facilities generating more than 50 megawatts of electricity a year. This provision
was designed to prevent the use of the program to shut down the larger facilities determined
to have major public benefits.

The Public Utilities Commission has thirty days after receipt of an application to issue
a Certificate of Approval or to deny an Energy Rate Stabilization Project application. If a
Certificate of Approval is issued, then the cost of financing the project is treated as an
allowable expense for ratemaking purposes in the future, so that the utility can recover the
cost of buying out or buying down the IPP contract from ratepayers. In addition, because
Maine utilities have not performed well financially in recent years, and because of the
negative outlook for the utility industry in general, borrowing to pay the costs of an Energy
Rate Stabilization Project may be very difficult and certainly will be costly. Since the
ratepayers are paying the cost of buying out and buying down IPP contracts, the Legislature
determined it to be in the public interest to provide assistance in the financing in order to
reduce the cost to the ratepayers. Accordingly, the Finance Authority of Maine was
authorized to issue bonds backed by the State’s Moral Obligation in an effort to help the
utilities finance Electric Rate Stabilization Projects at as low a cost as possible. All of the
savings of the financing must be passed through to ratepayers.
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Last month, Central Maine Power announced that it would be submitting an
application to the Public Utilities Commission under the program for approval of the buyout
of the Fairfield Energy Venture. The $78,000,000 proposal would result in the termination
of the existing contract to purchase power from Fairfield Energy Venture, and would result
in transfer of ownership of the facility to a subsidiary of Central Maine Power. That
application has been submitted to the Public Utilities Commission, which is expected to issue
a decision in August. Only after the Public Utilities Commission process is completed will
an application for project financing be formally submitted to the Finance Authority of Maine.

At the last Board Meeting, we discussed the program and the pending application
generally and whether and to what extent the Finance Authority is required or expected to
consider public benefit in reviewing an application for financing from a utility under the
Electric Rate Stabilization Program. Since that meeting, Charlie Mercer and I have spoken
to all of the members of the Joint Standing Committee on Utilities, as well as several other
members of the Legislature, the Governor’s Office and the State Planning Office in an effort
to determine what the expectation was when the legislation was passed.

The near unanimous view of all persons involved in the bill writing process is that
FAME was expressly not expected or intended to apply public benefit criteria in reviewing
an application for financing. Their view is that the Legislature intended the Public Utilities
Commission to make the public benefit determinations, that the fifty megawatt limitation
would prevent the shutdown of large projects and that some detriment in the form of lost jobs
or other adverse impacts as a result of the program was an unfortunate but necessary result
of the overwhelming State need to reduce the cost of energy in the future. FAME was
brought in to the process solely to provide the credit analysis and underwriting standards
necessary for the prudent management of this innovative financing program.

THE RULEMAKING PROCESS

To implement the new program, FAME must adopt a rule for the program under the
Administrative Procedures Act (APA). At the last Board Meeting, staff presented a proposed
amendment to Chapter 104, the Secondary Market Taxable Bond Program, designed to
incorporate the Energy Rate Stabilization Program within the existing rule. Those
amendments were approved by the members for an expedited rulemaking process that did not
include a public hearing. After the events of the last month and the many requests we have
received for a hearing on the rule, I am recommending that the pending rulemaking be
terminated and a new rule focussed solely on the Energy Rate Stabilization Program be
considered and approved for rulemaking. Given the attention being focussed on the program
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and the substantial differences from our other programs, I believe it makes sense to establish
a stand-alone rule for this program. This rule will be considered as an action item at the
July 21 Board Meeting. Please note that under Section 5 of the proposed new rule, the only
criteria for approval of a complete application are financial: whether the board believes the
loan will be repaid and the prudence of the financing. There is no provision in the rule to
consider the public benefits or detriments resulting from the proposed project. Also note that
under Section 4, a certificate of approval from the Public Utilities Commission i is an essential
element of an application.

Staff is proposing that this rule be approved for rulemaking and that we conduct a
public hearing on the rule amendment in Presque Isle in August. We have had numerous
requests for a public hearing on the rule and most of those requests have urged that the
public hearing be in Fort Fairfield. Given that we had planned to meet in Presque Isle in
September anyway, it seemed logical to move the Presque Isle meeting to August to
accommodate the interest in the rule and to consider the comments of the public earlier in the
process rather than later. I expect that the lack of any public benefit or detriment
consideration in the draft rule will result in a great deal of comment from those concerned
about the shutdown of Fairfield Energy Venture. The Town of Fort Fairfield has already
retained the firm of Bernstein, Shur, Sawyer & Nelson to oppose the CMP application in the
PUC process.

CENTRAL MAINE POWER SCHEDULE

The agreement between Central Maine Power and the owners of Fairfield Energy
Venture apparently calls for a closing on or before September 30, 1994. Central Maine
Power Company is anxious to meet this deadline and is concerned about any delay in the
rulemaking process. Given the substantial projected savings to the ratepayers beginning
immediately upon the buy out of the contract, I believe it is important for FAME to move
forward as expeditiously as possible in order to consider the application if it is approved by
the Public Utilities Commission. However, to close a very complex financing package by
September 30 will be difficult under any conditions. It should also be noted that, in an effort
to address the concerns focussed on the Fairfield Energy Venture application, Central Maine

"Power Company is working diligently to see if there are ways to keep the plant open and

operating, thereby reducing the economic impact of a shutdown.
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UNDERWRITER SELECTION PROCESS

Requests for Information were sent last month to 15 underwriting firms. Thirteen
proposals were received by the July 7 due date. These proposals are being reviewed by the
staff and a board subcommittee comprised of Ray Hews, Sam Shapiro, Janis Cohen and
Larry Dwight. Interviews have been scheduled with eight of the underwriters for the
position of senior manager on Wednesday, July 20 in Portland. As a result of those
interviews, a recommendation for underwriter will be made to the full Board on Thursday,
July 21. The eight firms being interviewed are Prudential Securities, Merrill Lynch, Morgan
Stanley, Goldman Sachs, Lazard Freres, A.G. Edwards, Smith Barney Shearson and Kidder
Peabody.

WHERE WE GO FROM HERE

FAME’s first priorities are to implement a program rule, select an underwriting team
to begin structuring the financing and to develop an application for the utilities to prepare and
submit to FAME. Obviously the application form depends in part on the contents of the
program rule.

If the PUC approves the Fairfield Energy Venture contract buy out and CMP files an
application with FAME, a request could come to the Board as early as the September Board
meeting. If the FAME Board agrees to leave public benefit determinations to the Public
Utilities Commission, then the primary issue we would focus on would be the credit and the
structure of the financing. There may be an issue with Central Maine Power Company
regarding collateral for the loan. They have indicated that providing FAME with collateral
would be difficult and very disruptive of their existing financing arrangements, and that
collateral is really not necessary as security for the FAME loan since the Public Utilities
Commission must approve adequate rate increases to permit payment of a FAME loan. This
~ Is an issue that will need to be explored further with the advice of our senior manager

underwriter. Lack of collateral could affect the rating, pricing and marketability of the
bonds.

Once an underwriter is in place, we will need to consider various alternative
structuring scenarios for the bond financing. A bank letter of credit or insurance contract
could be obtained to raise the rating on the bonds. A bank letter of credit would also result
in an exemption from securities registration laws and allow the bonds to be sold publicly.
Otherwise, the bonds would likely be privately placed which would add slightly to the cost of
financing.





