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WASHINGTON PUBLIC POWER SUPPLY SYSTEM

P.O. Box 968 » 3000 George Washington Way * Richland, Wasbington 99352-0968 * (509) 372-5000

January 19, 1993
G02-92-016

. Docket Nos: 50-508
50-397
50-460

U. S. Nuclear Regulatory Commission

Attn: Document Control Desk
Mail Station P1-137
Washington, D.C. 20555

Gentlemen:

Subject:

vy

NUCLEAR PROJECTS NOS. 1, 2, & E!“‘ANNUAL FINANCIAL REPORT

Enclosed for your information, as required by 10 CFR 50.71, are three (3) copies of the
Washington Public Power Supply System’s 1992 Annual Report.

Sincerely,

/&

. C. Sotensen, Manager

Regulatory Programs (Mail Drop 280)

GCS/bk
Attachments

cc: MM Mendonca, NRC
DP Steinberg, PP&L
WL Bryan, WWP
RE Dyer, PGE
JW Clifford, NRC
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JR Lauckhart, PP&L

JB Martin, NRC RV

NS Reynolds, W&S

DL Williams, BPA (399)
NRC Site Inspector, (901A)
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(Do]lars fn mmiOHS) NUCLEAR FY 1692 PACKWOOD NUCLEAR FY 1991 PACKWOOD
PROJECT LAKE PROJECT LAKE

OPERATING STATISTICS NO.2 PROJECT NO.2 PROJECT
Power generation costs* $428.6 $ 14 $ 416.5 $ 1.2
Net generation (millions of kWh) 3799 92 5670 112
Total cost in mills/kWh* 112.8 15.2 73.5 10.7
Operating cost in mills/kWh 43.3 8.3 29.7 5.0
Plant availability 43.3% 100.0% 62.5% 100.0%

39.9% 38.1% 59.1% 46.5%

Plant capacity

*Excludes litigation related costs and extraordinary items.

FINANCIAL AND OPERATING HIGHLIGHTS

For the year ended June 30, 1992

5,519 5945 6,034 6,496 5,670 3,799

Plant 2 Net Generation
Millions of kWh

S

Packwood Net Generation [/ —
Millions of kWh
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Several years ago, the Supply System’s

Executive Board adopted a strategic plan
in which we defined criteria for Supply
System success. Our major activity is
production of electricity, with 98 per-
cent of that energy coming from our
nuclear power plant—Plant 2—situated
near Richland, Washington State, One
criterion for Supply System success is
that we operate Plant 2 safely, reliably,
and in such a manner that the price
of the electricity it generates is com-
petitive. And competition there is, in
increasing variety and number of
alternate resources.

The Executive Board’s emphasis on
keeping Plant 2’s output competitively
priced was reinforced frequently during
fiscal year 1992 by representatives of the
BonnevillePower Administration (BPA),
the federal agency that purchases all of
Plant 2's generation. The unmistakable
message we received from BPA is that
our goal to generate reliable, cost-effec-
tive power at Plant 2 is on target, and
that it is very important to our future to
achieve this goal.

Reflecting on the events of FY 1992, [
would say that the Supply System’s
progress toward meeting our strategic
plan goals, particularly regarding cost of
Plant 2 electricity, was decidedly mixed.
Wehad some large successes, and alarge
disappointment during the year.

Successes included installation of
replacement rotors in the three low-
pressure sections of Plant 2's turbine-
generator during the plant’s spring and
summer 1992 maintenanceandrefueling
outage; Executive Board authorization
of two major components of the Mega-
watt Improvement Program that will
increase Plant 2's electrical output and
efficiency of nuclear reactor operation;
and the March 1992 settlement of the
Supply System’s litigation with General
Electric Company involving modifica-
tions to the Plant 2 reactor containment
system. Thissettlementendsseven years
of litigation. In general terms, it requires
GEto provide certain goods and services
to Plant 2 at no charge to the Supply
System. Additional designated goods
and services will be provided at substan-
tial discounts. Benefits of the settlement
will include an increase of about 50
megawatts in Plant 2 power production.
New equipment and hardware also will
significantly improve the plant’s
reliability.

Another Executive Board initiative that
will help the Supply System achieve its
strategic plan goalsisthe Organizational
Efficiency Study that was conducted for

us by Tenera L.P. during the first half of
FY 1992. In its report to the Executive
Boardin December 1991, the contractor
made recommendations that, when
implemented during the next three
to five years, will result in an increas-
ingly efficient organization. The Supply
System now is implementing recom-
mended work process efficiencies,
applying more discipline to prioritizing
incoming work, and planning resource
changes.

The Executive Board on April 23, 1992,
approved a total of $773 million in
Supply System budgets for FY 1993. The
Plant 2 portion of this total reflects our
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\x arl M. Halvorson
Executive Board Chaifman
strategy for reducing the cost of power
from this plant by keeping costs rela-
tively constant, while boosting the
electrical output through the Megawatt
Improvement Program, and improving
reliability of operation to boost plant
capacity factor.

My biggest disappointment for FY 1992
is the nearly three months (July, August,
and September) that Plant 2 did not
operate because reactor operating crews
did not passtheir operator requalification
exams. Spreading our fixed costs over
fewer kilowatt-hours sent our cost of
power for the fiscal year in the wrong
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direction. My expectation is that, with
this situation behind us, we will con-
tinue the downward trend toward our
goal for cost of Plant 2 power.

Another high priority in the Supply
System’s strategic plan is that we be
prepared to meet new energy and other
resource needs of our member utilities
and other utilities. Wetookaction todo
that in June 1991 when we submitted a
formal proposal to BPA to locate a new
natural-gas fired combustion turbine
(CT) power plant on our Satsop site in
western Washington State. This project
was not selected for negotiation. How-
ever, in May 1992, we submitted a new,
unsolicited proposal to BPA to place a
160-average-megawatt natural-gas fired
CT at the Satsop site. The proposal
includes a firm gas-supply contract that
guarantees fuel prices for the life of the
proposed operating agreement, and an
option for a second CT at the same site.
It was accepted in June by BPA for an
in-depth review,

Another of our strategic plan priorities
is efficient management of our assets
and debt, In the latter category, in
September 1991, we completed the
seventh bond sale of the refinancing
program that began two years earlier,
selling $550 million in advance
refunding bonds. This brought to $4.45
billion the amount of refunding
bonds sold to refund $3.3 billion in
outstanding bonds for projects 1, 2,
and 3. The total debt service savings
to BPA to date are: gross nominal
savings of $1.2 billion, and net
present value savings of $1 billion.

Finally, there were some changes in
Executive Board members during FY
1992. Mark Crisson, superintendent of
the City of Tacoma’s (WA) electrical
utility, joined the Executive Board on
Oct. 11 to fill the unexpired term of
former Seattle City Light Supt. Randy
Hardy, who was appointed earlier in
the year to be the BPA Administrator.
And Washington Gov. Booth Gardner
in March 1992 appointed Stephen
Williams to the Board to replace Sydney
Steinborn, whose term had expired.
Williams is a project coordinator for the
City of Seattle’s Department of Adminis-
trative Services, and a former Tacoma
Utility Board member.

Changeisinherent in ourbusiness. We
will continue to examine the changing
needs of our customers and to be aware
of changes in economics, technology,
regulation, and other public concerns.
We will respond to these changes in
ways that will keep our product—
electricity—competitively priced.
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v y primary focus during fiscal

year 1992 was to ensure that the Supply
System kept progressing toward its goal
.+ of becoming an electricity supplier

| of choice for the Pacific Northwest,
To meet our goal, the Supply System
has established three main strategic
initiatives: reducing the cost of power
from Plant 2; improving organizational
, performance; and improving regulatory

", performance.

The cornerstone of our plan is ensuring
the costof powerfrom Plant 2is competi-
tive with alternative resources available
to the Bonneville Power Administration.

I am disappointed to report that our

' progress toward that goal was hampered

' by our failure to meet critical Plant 2

+ production goals in FY 1992, Several

s unplanned interruptions in operation

i[ during theyearkept Plant 2 generation at
¥y about 3.8 million megawatt-hours for

1 FY 1992.

Our commitment to achieve our stated
goal isnoless firm in the coming years as
we focus harder on meeting productivity
and regulatory goals as part of our plan.
Costs are being controlled quite well at
the Supply System as our emphasis on
reliability of our plantoperation increases.

Management made a painful decision
to keep Plant 2 out of operation most of
the first three months of the fiscal year
while operator emergency response
procedures were revised and the plant's
*y reactor operators underwent additional
training. That decision was made after
some of our highly skilled, licensed reac-

K ‘I tor operator crews had difficulty passing

Nuclear Regulatory Commission (NRC)
4 requalification exams. Supply System
¢ management accepts full responsibility
| for the crew failures.

When faced with the choice of giving
our operators a crash course to enable
them to pass an exam, or sticking to a
conservative, safety-first philosophy on
which we've based six years of safe
Plant 2 operation, we chose the latter.

' The NRC, in its Systematic Assessment
. of Licensee Performance (SALP) report,
\ noted the problems our operating crews

v encountered as reason to give Plant 2
». operations the NRC's Jowest acceptable
rating. lam confident thatthe nextSALP
report will reflect the improvements we
have made that have put the Plant 2
licensed operator training program at
the forefront of the nuclear industry.

Organizational performance is continu-
ing a transition that began several years
ago. In FY 1992, several management
changes were made, including hiring a
new assistant managing director of Op-
erations and a new director of Quality
Assurance from two of the nation's best
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performing nuclear power plants.
They have brought new ideas and
methods to the Supply System.
Further efficiencies are expected as we
implement the recommendations of
the Organizational Efficiency Study
completed in December 1991.

A team of Supply System managers
was formed in the spring of 1992 to
develop plans to implement specific
efficiency recomendations in five major
areas: integrated work schedules; sys-
tems to prioritize work; simplified
processes to reduce resource expendi-
tures; cleaner lines of responsibility and
accountability; and improved goals and

tenance and refueling outage ever con-
ducted at Plant 2 was successfully
completed in July 1992. The outage was
scheduled to coincide with the spring
runoff that increases water flow in the
region's rivers, fills the reservoirs, and
makes possible maximum generation at
the region's numerous hydroelectric
facilities. Resumption of Plant 2 opera-
tion in July was scheduled to help the
Bonneville Power Administration cope
with a year in which the water available
for hydroelectric generation is expected
to be less than 70 percent of normal,
Although the outage extended into late
July, I was pleased with the amount of
work accomplished. The outage was
completed within budget, and the most
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performance indicators to manage
processes. Therestructuring of processes
will be completed in FY 1993.

The Organizational Efficiency Study
complements several programs already
in place. These include training em-
ployees to use teamwork to increase the
quality of their work; developing an
integrated information management
system; conducting cost-benefit analy-
ses as part of our business practices; and
using "structure trees," a planning and
communication tool that uses logic dia-
grams to relate key priorities to actions.

These initiatives are paying off. The
longestand most complexannual main-
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complex task of the outage, replacing
Plant 2's three low-pressure turbine ro-
tors, was completed ahead of schedule.
The original Westinghouse turbine ro-
tors were replaced with new fully integral
rotors which will reduce turbine mainte-
nance and downtime by requiring less
frequent turbine inspections and settle
our claim against Westinghouse for the
design defectin the original equipment.

The new rotors have also boosted the
plant's 1,100-megawatt netelectrical out-
put by an estimated 20-plus megawatts,
which is in excess of the minimum
Supply System/Westinghouse settlement
value. That's enough additional generat-
ing capacity to supply the annual needs
ofatleast 6,000 homes served by a typical
Pacific Northwest public utility district,
at about 10-15 mills/kilowatt-hour.

Further Increases in Plant 2's generating
capacity will be achieved in the coming
years as our Megawatt Improvement
Program Is implemented and the plant
reaps the benefits of the March 1992 legal
settlement with the General Electric
Company. These capacity and reliability

<improvementswillsupply the Bonneville
Power Administration with much-
needed, cost-effective power.

The Supply System is also helping en-
sure the region's future energy supply by
continuing to responsibly preserve the
assets of Nuclear Projects 1and 3. These
mostly completed projects represent a
$5 billion investment by Pacific North-
west ratepayers. The total of $10.5 mil-
lion spent each year for preservation
ensures that these projects will be ready
for resumption of construction and
eventual generation of electricity when
needed by Bonneville,

I believe that the initiatives we have
put in place, both short-term and long-
term, and the commitment of our orga-
nization to improve, will ensure that the
Supply System continues to have an im-
portantrolein the region's energy future.
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EXECUTIVE
BOARD

WASHINGTON
PUBLIC
POWER
SUPPLY |
CARL M. HALVORSON
(Chair!nan)
Halvorson Masl:lisé:i(i;f

Portland, OR

S0

RAY FOLEEN PARKER L. KNIGHT

(Secretary) Commissioner
Consultant Skamania County PUD
Portland, OR Carson, WA

VERA CLAUSSEN
(Assistant Secretary)
Commissioner
Grant County PUD
Ephrata, WA

PAUL J. NOLAN
(Vice Chairman)
Attorney
Tacoma, WA
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JOHN F. COCKBURN
Investment/Consultant
Scattle, WA

JAMES G. ROWLAND
Commissioner
Okanogan County PUD
Okanogan, WA

i R

MARK CRISSON
Superintendent
Tacoma City Light
Tacoma, WA

WILLIAM D. SCOTT
Commissioner
Chelan County PUD
Wenatchee, WA

Battelle Seattle
Research Center
Scattle, WA
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STEPHEN J. WILLIAMS
City of Scattle Facilities Div.
Dept. of Admin. Services
Scattle, WA
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chlacing the original
Westinghouse low-pressure
turbine rotors with rotors of a
more cfficient design was one of
several projects the Supply
System has undertaken to
enhance the safety, reliability,
and power output of Plant 2.
The turbine rotor replaceinent
during the April - July 1992
outage — the longest and most
complex outage ever conducted
at the 1,100-megawatt nuclear
power plant — completed a
three-year, $30 million project.
The three new “ruggedized”
rotors, in which the shaft and
collars are a one-piece ma-
chined forging, will require less
frequent inspections, reducing
turbine maintenance and
downtime. The improved
cfficiency of the rotors will
boost the plant’s electrical
output by an additional
20-plus megawatts, enough
electricity to supply the annual
needs of at least 6,000 homes
served by a typical

Pacific Northwest

public utility district,
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During its seven-and-a-half years of
operation, the 1,100 net megawatts of
power from the Supply System’s Nuclear
Plant 2 have been a significant source of
electricity for the Bonneville Power
Administration (BPA).

The Supply System is committed to
operating Plant 2 safely, reliably and
economically. The cornerstone of our
strategy to generate competitively priced
power at Plant 2 is to achieve an operat-
ing cost of power of 21.8 mills per
kilowatt-hour (in constant 1989 dollars).
That includes operation, maintenance,
and nuclear fuel expenses, and waste
disposal fees. Not included are fixed
costs such as net debt service, deprecia-
tion and decommissioning.

Cost of power from Plant 2 averaged
about 43 mills per kilowatt-hour in fiscal
year 1992 (in 1992 dollars ). This was
due primarily to a three-month delay in
getting Plant 2 into operation following
the 1991 maintenance and refueling
outage. The FY 1997 target of 21.8 mills
per kilowatt-hour will be achieved by
improving the plant’s capacity factor
(the ratio of how much power the plant
produces in a year compared to how
much it could generate if it operated
continuously at full power), increasing
the net generating capacity from 1,100
megawatts to 1,164 megawatts, and
controlling costs.

In February 1992, the federal regula-
tory agency for Plant 2--the Nuclear
Regulatory Commission-issued an
evaluation of Plant 2 performance
between Sept. 1, 1990, and Dec. 31,

" 1991. The NRC assigned its lowest
rating of "3" to the Plant operations
functional area, largely due to the
inability of a number of licensed
operators to properly implement the
emergency operating procedures during
requalification examinations and
operational evaluations administered by
the NRC in the spring and summer of
1991. The problems delayed restart from
the Plant's refueling outage from June
until the end of September 1991. Supply
System management made significant
changes in the Operator Requalification
training program during the summer of
1991, including adding trainers with
operations experience to the program
staff, and expanding the review process
that assures examination materials meet
current nuclear industry standards.

page
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As part of the effort to meet its cost of
power goal, the Supply System, in
conjunction with BPA, has implemented
the Plant 2 Megawatt Improvement
Program to increase the plant’s power
output and the amount of time it
operates each year. The six-year pro-
gram includes numerous projects in
four general categories: energy recovery
projects designed to eliminate inefficien-
cies in systems and equipment; conser-
vation projects to reduce the amount of
electricity used for “in-house” electric
loads; new projects that produce
additional power from the existing
plant; and energy enhancement projects
designed to improve the plant capacity
factor.

Although not a part of the Megawatt
Improvement Program, the replacement

of the low-pressure turbine rotors is
expected to boost Plant 2's 1,100-
megawatt net electrical output by an
additional 20-plus megawatts.
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The Supply System’s Local
Area Network (LAN) provides
the physical link allowing
integration of computer
hardware and software.

A combination of copper cable,
fiber optics and electronics is
being installed to transmit

the information,

At the end of FY 1992, 500
LAN work stations were part of
the communication system
linking more than

650 employees.
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The combined efforts of more than
1,700 Supply System employees contrib-
uted to the successful completion in
FY 1992 of many projects that are
improving the way work is done. These
successes reflect employees’ commit-
ment to the Quality Improvement
Program, initiated at the Supply System
in 1987.

Quality Improvement at the Supply
System is being furthered through a
specialized training program and a
formal problem-solving process. The
training program includes Quality
Management Skills for managers and
The Quality Advantage for all employ-
ees. The training is designed to set a
foundation for educating every
employee on the values of quality and
the methods for incorporating quality
improvement tools and techniques into
the work place. Quality training is an
ongoing process as new staff are hired
and as strategic initiatives and new
opportunities evolve. Quality Action
Teams of employees from all levels have
been formed to examine issues or
problems which need explicit improve-
ment or solutions.

In an effort to improve quality and
enhance the Supply System'’s efficiency
as an organization, Tenera L.P., a
consultant with nuclear industry
expertise, was hired last year. Tenera
reviewed the organization and its major
work processes and recommended
improvements in an Organizational
Efficiency Study published in December.

The study noted five major themes
that are incorporated in specific recom-
mendations: develop integrated work
schedules; improve systems to prioritize
work; simplify processes to reduce
resource expenditures; assign clear
responsibility and accountability; and
improve goals and performance indica-
tors to manage processes.

A team of Supply System managers was
formed in January 1992 to develop
plans to implement Tenera’s recommen-
dations. Restructuring of processes
should be completed by 1993, with
benefits being fully realized beginning
in 1994.

The Organizational Efficiency Study
complements several programs already
under way. These include the Quality
Improvement Program; the Core
Integration Project, which applies

pasge

modern computer technology to an
integrated information management
system; Cost Effectiveness Analysis,
which requires a cost-benefit analysis as
part of business practices; and Structure
Trees, a planning and communication
tool that uses logic diagrams to relate
key priorities to actions.

Another project that has improved the
organization’s efficiency is the expansion
of the Local Area Network (LAN) to
nearly 400 more work stations during
FY 1992. A LAN is a system that gives
employees who connect to it access to a
common communications network,
enabling them to share information and
quickly gain access to various resources
such as mainframe computers, high
speed printers and plotters, and external
communications.

With the number of personal comput-
ers at the Supply System having grown
to more than 1,000, the LAN has
become a vital communications link.



Our employees are involved
| in their communities through
participation in local events,

as members of service organi-

zations, and by volunteering

time to help others. A number

serve as spokespersons for

the Supply System while

participating in the

organization’s speakers’

bureau and educational

outreach programs.

As an organization, the

Supply System’s commitment

to the community is reflected

in its membership in the

Tri-City Industrial Develop-

ment Council, Grays Harbor

Economic Development

Council, and local

Chambers of Commerce.

The Supply System is also an

active participant in annual

events such as the

Products Industrial Exposition

in Pasco, Grays Harbor

County Fair, and Earth Day

celebrations.
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As the population of the Pacific
Northwest continues to grow, the
additional homes, schools, and busi-
nesses add to the number of electric
power customers. As the operators of
both a nuclear and a hydroelectric
facility, the Supply System is looking
toward the future and how it can
continue to help fulfill regional power
needs.

‘Two options available to help meet
the region’s electrical needs are WNP-1
located near Richland and WNP-3 near
Satsop in Grays Harbor County,
Washington. Construction of these two
nuclear power plants, 65-percent- and
75-percent-complete, respectively, was
suspended in the early 1980s because of
a growing regional surplus of electric
generating capacity at that time and
difficulties in obtaining financing for
further construction. The Supply
System is preserving the two plants
using techniques that minimize
deterioration of installed and ware-
housed materials and equipment. Other
aspects of preservation include main-
taining federal construction permits and
access to national financial markets.
The design and technology in place for
both WNP-1 and WNP-3 are the most
advanced for the respective types of
plants.

Another option the Supply System
presented to the Bonneville Power
Administration (BPA) this year was a
proposal to locate and operate a 160-
average-megawatt natural gas-fired
combustion turbine (CT) power plant
at the Supply System’s Satsop site in
western Washington.

The proposed CT power plant would
be financed, designed and built by
Westinghouse Electric Co. under a
contract with the Supply System. It
offers several advantages to BPA in
meeting the region’s growing need for
electric resources: the existing Satsop
site is already dedicated to power
generation; the site is located in western
Washington where the need for
additional generation is greatest; the site
is connected to the BPA transmission
system and does not require construc-
tion of a new transmission corridor; and
the plant would be equipped with state-
of-the-art pollution controls. The
proposed CT plant would be indepen-
dent of, and would not impact, the
completion of WNP-3.

page

In addition to meeting the electrical
needs of the region, the Supply System
contributes in several ways to communi-
ties near its plant sites. During FY 1992,
Washington schools and taxing districts
in the vicinity of Plant 2 shared a
$1,547,878 annual tax payment. The
state general fund received four percent
of the total tax, as well as an excise tax
based on a seven percent surcharge on
the tax. Remaining funds were shared
by the state general fund for schools and
by counties, cities, fire protection
districts and library districts within 35
miles of Plant 2.

Since Plant 2 began operating in 1984,
the Supply System has paid more than
$13.8 million in generation taxes. These
costs are paid from BPA’s revenues from
electricity sales in Washington, Oregon,

Idaho, western Montana, and small
portions of California, Nevada, Utah
and Wyoming.

Other types of contributions are made
by our employees who belong to local
service clubs; participate as coaches,
managers, and referees in local sporting
events; and generally function as
involved citizens of the communities in
which they live. Il
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BOARD
OF DIRECTORS

Roberta P. Bradley
Superintendent
. Seattle City Light

: Don Carter
Energy Services Director
' City of Richland

Vera C;laussen (Secretary)
i Commissioner
Grant County PUD

‘ Mark Crisson
Superintendent
‘Tacoma City Light

! 'Dan G. Gunkel
Commissioner
Klickitat County PUD

Riéhard W. Hickman
, Commissioner
Franklin County PUD

Parker L. Knight (Vice President)
1 Commissioner
Skamania County PUD

William G. Kuehne

i Commissioner

+ Ferry County PUD

james G. Rowland

; Commissioner

Okanogan County PUD
’1

" James W. Sanders

i Chief Engineer

Benton County PUD

William D. Scott
Commissioner
Chelan County PUD

Roger C. Sparks (President)
; Commissioner
Kittitas County PUD

Arne Torget (Assistant Secretary)
Commissioner
Wahkiakum County PUD

EXECUTIVE
BOARD COMMITTEES

Administrative and Public Responsibility
Committee
Vera Claussen, Chairman
Sam J. Farmer
Ray Foleen
Paul J. Nolan
James G, Rowland
Carl M. Halvorson, Ex Officio

Audit, Legal and Finance Committee
Sam J. Farmer, Chairman
Vera Claussen
John E. Cockburn
Paul J. Nolan
William D. Scott
Carl M. Halvorson, Ex Officio

Opcrations / Construction Committee
Parker L. Knight, Chairman
John F. Cockburn
Mark Crisson
Ray Foleen
James G. Rowland
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/ ~ The management of the Supply System is responsrble for preparmg the accompanymg financial
“ statements-and for thefr mtegnty The statements were: kprepared in accordance with generally accepted
- accountmgprrncrples appliéd on’a“consistent basrs, and include amounts that are based on management’s best
> estimates and judgments. | v ) AR

- v -5
N
. The financial statements have been audited by Delortte & Touche, the Supply System s mdependent\

.- auditors. Management has made avarlable to Deloitte & Touche 2ll financial records and related data, and

P
-

R

. ’» “ believes that all representations made to l?elortte & Touche dunng its audit were valrd and appropriate. A

v - Management has established and maintafns internal control proqedures that providereasonable assur-

or disposition, and the prevention and detectron of’ fraudulent financial reportmg ﬁThese control procedures
“provide for appropnate division of responsrbrlrty and are documented by wrrtten policies and procedures. *

.~ The Supply System ‘mamtams an ongoing mtemal audrtmg program that provrdes for mdependent

¢ _ - assessmentof the effectiveness of Ingernal controls, and for recommendations of possible 1mprovements thereto.
In’addrtron Deloitte & Touche has considered the infernal control sttucture in order to determine their audrtmg

. procedures for the purpose of expressing an opinion on the ﬁnancral statements. Management has considéred

' anceas to the mtegnty and reliability of the financral statements “the protection of assets from unauthorized use R

/- ! recommendations made by the internal auditor and Deloitte-& ouche concerning the control proceduresand .

‘ _hastaken appropriate action’to respond to the recommendations. Management belreves that, as ofJune 30,1992,
T internal control procedures are adequate: gt ‘ - -
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The Executrve Board’s Audit, Legal and Finance Committee is composed of five mdependentdrrectors
Members of the Commrttee are Sam J, Farmer, Charrman ;Vera Claussen; Paul J. Nolan; William D. Scott; John F.
Cockburn, and Carl M Halvorson, Ex Officio The Committee held 12 meetmgs durmg the fiscal year ended]une

‘ 301992 L . A . >y
e *‘"\ The Committee gversees the SupplySystem 's financial reporting process on behalfof theExecutrve’Boar .
»_ Infulfilling its responsibility, the Commrttee drscussed with the internal auditor and the independent auditors
N the overall scope and specific plans for their respectrve audits, and reviewed the Supply System S fmancral
~ L statements and the. adequacy of the Supply System’s iriternal controls. ~ . . -
< The Commrttee met regularly with the Supply System’s interhal auditor and independent auditors to

* discussthe results of their examinations, theirevaluations of the Supply System’s internal éo trols, and the overall-

commumcatron with the Commrttee desired by the i internal auditor or mdependent auditors. .~
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INDEPENDENT AUDITORS’ REPORT

Executive Board
Washington Public Power Supply System
Richland, Washington .

We have audited the accompanying individual balance sheets of Washington Public Power Supply
System’s (the Supply System) Nuclear Project No. 2, Packwood Lake Hydroelectric Project, Hanford Generating
Project, Nuclear Project No. 1, Nuclear Project No. 3, and Nuclear Projects Nos. 4 and 5 as of June 30, 1992, and
the related statements of operations and cash flows for the year then ended. These financial statements are the
responsibility of the Supply System’s management. Our responsibility is to express an opinion on the financial
statements based on our audits.

‘We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts .
and disclosures in the financial statements, An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of
the Supply System’s individual projects at June 30, 1992, and the results of their operations and cash flows for the
year then ended in conformity with generally accepted accounting principles.

As discussed in Note F to the financial statements, Nuclear Projects Nos. 1 and 3 are involved in disputes
concerning costs shared with Nuclear Projects Nos. 4 and 5. The ultimate amount of additional costs, if any, to
be borne by Nuclear Projects Nos. 1 and 3 due to this matter is presently indeterminable. As further discussed in
Note F to the financial statements, creditors of Nuclear Projects Nos. 4 and S are attempting to obtain payment
from assets or funds held by other projects of the Supply System or the revenues pledged thereto. Supply System
management is of the opinion that creditor claims can only be realized from the assets, funds, or revenues of the
projects to which such claims relate. If it is found that creditors are not limited to payment of their claims from
the project to which such claims relate, it may have an impact on the individual projects of the Supply System in
amounts which are presently indeterminable. As further discussed in Note F to the financial statements, the
Department of Energy has announced the termination of the N-Reactor, eliminating the Hanford Generating
Project’s present energy source. The ultimate utilization of the Hanford Generatmg Project Facility in another
energy production capacity is uncertain.

Seattle, Washington
August 21, 1992



BALANCE SHEETS
As of June 30, 1992 Dollars in thousands
NUCLEAR PACKWOOD HANFORD NUGCLEAR NUCLEAR NUCLEAR
PROJECT LAKE GENERATING PROJECT PROJECT PROJECTS
NO.2 PROJECT PROJECT NO. 1 NO. 3¢ NOS, 4/5**
ASSETS
UTILITY PLANT (NOTE B)
In service $3,240,545 $12,487 $ 86 $ 12803 § 1,356
Allowance for depreciation (805,898) (8,085) (46) (4,278) (707)
2,434,647 4,402 40 8,525 649
Nuclear fuel, net of
accumulated amortization 129,121 257,683 34,835
Plant held for future use 12,579
Construction work in progress 119,709 2,237,602 1,827,911
2,683,477 4,402 12,619 2,503,810 1,863,395
RESTRICTED ASSETS (NOTE B)
Special funds
Cash 8 1 2 496 1,174 $ 262
Investments 40,575 294 3,382 131,150 18,692 14,607
Accounts receivable 3,288 6,142 210
Due from other projects 33 13 19,001
Prepayments and other 30 29 1
Debt service funds
Cash 44 15 9 187 82 2
Investments 140,843 707 9,231 221,071 175,055 66,872
181,470 1,017 12,624 356,255 201,187 100,955
LONG-TERM
RECEIVABLE (NOTE B) 56,361
CURRENT ASSETS
Cash 1,807 148 ] 8 398
Investments 21,040 1,348 1,881 5,877 7,880
Accounts receivable 3,190 194 1 49
Due from participants 8
Due from other projects 230 1,471
Due from other funds 26,773 29 1,381 25,203 4,359
Materials and supplies 40,641 1 375
Prepayments and other 553 1
94,234 1,720 3,651 32,560 12,686
DEFERRED CHARGES
Costs in excess of billings 3,367
Unamortized regulatory studies 8,965 '
Unamortized debt expense 19,264 13 2 21,805 21,965
Other 749 757
28,229 3,380 2 22,554 22,722
TOTAL ASSETS $3,043,771 $10,519 $28,896 $2,915,179  $2,099,990 $100,955

* Supply System's ownership share (Note A)
** Supply System's ownership share on a liquidation basis (Note A)

See notes to financial statements
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NUCLEAR PACKWOOD HANFORD NUCLEAR NUCLEAR ~ NUCLEAR
PROJECT LAKE GENERATING PROJECT PROJECT PROJECTS |
NO.2 PROJECT PROJECT NO. 1 NO. 3* NOS. 4/5** i
LIABILITIES ‘
DEFICIENCY IN ASSETS $(4,092,820) ‘
BILLINGS IN EXCESS OF COSTS § 549,024 $19,010 $ 466,720 $ 138,894 ‘
|
LONG-TERM DEBT (NOTE E) }
Revenue bonds payable 2,502,995 $ 8,551 5,663 2,382,000 2,237,310
Unamortized discount
on bonds - net (111,068) (49) (12) (45,510) (365,048)
2,391,927 8,502 5,651 2,336,490 1,872,262
DEBT IN DEFAULT, CURRENTLY
PAYABLE (NOTESE & F)
Revenue bonds payable, 2,250,000
Subordinated revenue notes 65,384
2,315,384
LIABILITIES - PAYABLE FROM |
RESTRICTED ASSETS (NOTE B) |
Special funds |
Accounts payable and accrued
expenses 15,815 1,947 3,084 28,448
Due to other projects 178 18,838 8,140
Due to other funds 21,368 14 883 20,178 1,128
Debt service funds ,
Accrued interest payable 107 72 82,875 58,738 1,834,043
Accounts payable 7,760
Due to other funds 5,405 15 498 5,025 3,231 |
42,588 136 1,453 110,203 85,019 1,878,391 |
\
OTHER NONCURRENT ‘
LIABILITIES 6,030 6 ) 7
CURRENT LIABILITIES |
Current maturities of
long-term debt 8,185 200 972 ,
Accounts payable and accrued
expenses 44,345 98 63
Due to participants 1,475 1,497 1,766 3,815
Due to other projects 197 S 1,482
54,202 1,800 2,517 1,766 3,815
DEFERRED CREDITS
Deferred gain on redemption
of revenue bonds 75 258
COMMITMENTS AND
CONTINGENCIES (NOTE F)
TOTAL LIABILITIES $3,043,771 $10,519 $28,896  $2,915,179 $2,099,990 § 100,955
|
|
|
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STATEMENTS OF CASH ELOWS

For the year ended June 30, 1992 Dollars in thqusands
NUCLEAR  PACKWOOD  HANFORD NUCLEAR  NUCLEAR  NUCLEAR
PROJECT LAKE GENERATING PRCgECI‘ PROJECT  PROJECTS
NO.2 PROJECT PROJECT NO. 1 NO.3 NOS. 4/5
CASH FLOWS FROM OPERATING
AND OTHER ACTIVITIES
Operating revenue receipts $ 370,388 $ 2,907
Cash payments for operating expenses (160,941) (728)
Non-operating revenue receipts $ 7,000 $136,047  $145,302 $ 755
Cash payments for maintenance of
projects in extended construction delay (5,265) (6,221)
Cash payments for other expenses (3,864) (350) (7,680) (1,771) 3,347)
Distributions of operating and
non-operating surplus (1,909) (1,855) 1,844
Net cash provided/(used) by
operating and other activities 205,583 270 4,795 124,946 137,310 (2,592)
CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES
Proceeds from bond refundings 252,936 146,545 136,501
Refunded bonds escrow requirement (232,645) (138,971) (129,506)
Bond issuance costs paid (4,726) (1,935) (2,061)
Bond issuance costs refund 1,491
Capital and nuclear fuel acquisftions (98,423) 12) “42)
Cash payments for deferred programs (5,694) (749) (755)
Interest paid on revenue bonds (169,227) (328) (283) (165,096) (116,806)
Principal paid on revenue bond
maturities (14,679) (258) (5,585) (24,455) (17,995)
Net cash used by capital
and related financing activities (272,458) (598) (5,868) (183,170) (130,664)
CASH FLOWS FROM INVESTING
ACTIVITIES
Purchase of investment securities (1,494,838) (7,010) (29,098) (957,803) (638,532) (529,579)
Sales of investment securities 1,541,192 7,370 29,535 992,792 622,066 527,679
Interest on investments 19,723 82 634 23,184 9,968 4,481
Net cash provided/(used) by investing
activities 66,077 442 1,071 58,173 (6,498) 2,581
NET INCREASE/(DECREASE) IN CASH. (798) 114 2) (63)) 148 11)
CASH AT JUNE 30, 1991 2,657 50 18 742 1,506 275
CASH AT JUNE 30, 1992 (NOTE B) $ 189 5§ 164 $ 16 § 691 § 1654 § 264

* Supply System's ownership share (Note A)
** Supply System's ownership share on a liquidation basis (Note A)
See notes to financial statements
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STATEMENTS OF CASH FLOWS (continued)

For the year ended June 30, 1992 Dollars in thousands

NUCLEAR  PACKWOOD  HANFORD NUCLEAR  NUCLEAR  NUCLEAR
PROJECT LAKE GENERATING PR%ECI‘ PROJECT  PROJECTS
NO. 2 PROJECT PROJECT NO. 1 NO. 3 NOS. 4/5
RECONCILIATION OF NET OPERATING
REVENUES TO NET CASH PROVIDED BY
OPERATING AND OTHER ACTIVITIES
CASH FLOWS FROM OPERATING
AND OTHER ACTIVITIES
Net operating revenues $§ 162,439 § 190
Adjustments to reconcile net
operating revenues to cash
provided by operating activities:
Amortized revenues (67,844) (405)
Depreciation and amortization 115,565 435
Decommissioning 3,991
Other (1,089)
Change in operating assets
and liabilities:
Accounts receivable 3,727) 198
Materials and supplies (4,507)
Prepaid and other assets 486 1
Due from/to other projects,
funds and participants (6,131) (189)
Accounts payable 6,400 40
Non-operating revenue receipts $ 7,000 $136,047 $145302 $ 755
Cash payments for maintenance of
projects in extended construction delay (5,265) (6,221)
Cash payments for other expenses (350) (7,680) (1,771) 3,347)
Distributions of non-operating surplus (1,855) 1,844
Net cash provided/used by
operating and other activities $ 205583 $ 270 § 4,795 $124,946 $137,310 $ (2,592)

* Supply System's ownership share (Note A)
** Supply System's ownership share on a liquidation basis (Note A)
See notes to financlal statements
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OQUTSTANDING LONG-TERM DEBT
As of June 30, 1992 Dollars in thousands

TRUE INITIAL SERIAL
DATE INTEREST OQFFERING COUPON ORTERM
SERIES OF SALE COST (A) PRICES ‘ RATE MATURITIES AMOUNT
NUCLEAR PROJECT NO. 2 REVENUE BONDS
1973 6-26-73 5.65% 100 S5.70% 7-1-2012 $ 121,200
121,200
1974 7-23-74 7.21 100 6.90 7-1-1994 2,700
100 7.00 7-1-1999 15,000
100 7.37S 7-1-2012 37,000
54,700
1974A 11-26-74 7.67 100 7.20 7-1-1994 2,400
100 7.40 7-1-1999 15,000
17!400
1975A 3-6-75 6.88 103.32 6.60 7-1-1994 2,300
100 6.60 7-1-1999 15,000
100 6.875 7-1-2012 78,000
95,300
1976 6-3-76 6.63 100 6.10-6.25 7-1-94/1998 11,610
99,25 6.625 7-1-2006 42,300
100 6.75 7-1-2012 49,860
103,770
1976A 11<18-76 5.86 ) (B) 5.50-5.75 7-1-94/2000 39,025
100 6.00 7-1-2007 44,815
99.50 6.00 7-1-2012 60,990
144,830
1978 7-11-78 6.71 ’ 100 6.00-6.60 7-1-94/2000 35,635
100 6.80 7-1-2006 45,520
100 6.875 7-1-2012 66,230
147,385~
1979 3-13-79 6.49 B) 5.75-6.00 7-1-94/1999 28,285
" 100 6.75 7-1-2012 83,605

111,890

(A) Based on original issue

(B) Various prices

(C) Compound Interest bonds stated at original Issue price
(D) Excludes amounts due July 1,1992

(E) Includes amounts'due July 1, 1992
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OUTSTANDING LONG-TERM DEBT
As of June 30, 1992 Dollars in thousands

TRUE INITIAL SERIAL
DATE INTEREST OFFERING COUPON OR TERM
SERIES OF SALE COST (A) PRICES RATE MATURITIES

NUCLEAR PROJECT NO. 2 REVENUE BONDS (Continued)

1979A 10-17-79 7.69% 7.00-7.30% 7-1-94/1999 § 19,945

1990B

1990C

1991A

6-7-90

11-1-90

9-26-91

7.69

7.84

6.81

Adjustment for compound interest bonds accretion

Revenue bonds payable

PACKWOOD LAKE PROJECT REVENUE BONDS

1962 3-20-62
1965 11-4-65
Revenue bonds payable

(A) Based on original issue

(B) Various prices

3.66
3.76

(C) Compound interest bonds stated at original issue price

(D) Excludes amounts due July 1, 1992
(B) Includes amounts due July 1, 1992

94.135

®)
97.50
97.65
98.25

(®)

(B)
90.375

(B)

99.425
100.5

7.60

14.375
8.25

7.25

7.50

7.25

7.625
7.375

7.00

6.60-7.50
7.625
7.375
7.875

©

5.40-6.60
6.00

©

3.625
3.75

7-1-2004

7-1-2001
7-1-2003

7-1-2003
7-1-2004
7-1-2006
7-1-2008
7-1-2012

7-1-2012

7-1-93/2003
7-1-2010
7-1-2011
7-1-2012

7-1-04/2005

7-1-94/2005
7-1-2012
7-1-06/2007

3-1-2012
3-1-2012

23,050

42,995

30,000
100,000

130,000

73,705
61,510
35,790
62,215
189,625

422,835

200,840

200,840

230,415
209,625
35,810
101,980
18,054

595,884

143,115
105,940
13,431

262,486
__ 59655

2,511,180 (D)

6,641

2,110
8,751




TRUE INITIAL SERIAL
DATE INTEREST OQFFERING COUPON OR TERM
SERIES OF SALE COST (A) PRICES RATE MATURITIES AMOUNT
HANFORD GENERATING PROJECT REVENUE BONDS
1963 5-8-63 3.26% 98 3.25% 9.1-1996 $ 6,635
Revenue bonds payable $ 6,635
NUCLEAR PROJECT NO. 1 REVENUE BONDS
1975 9-18-75 7.73 (B) 7.00-7.40 7-1-92/2000 26,300
26,300
1976A 2-4-76 6.84 B 6.00-6.25 7-1-92/1998 19,320
100 6.90 7-1-2010 66,485
100 7.00 7-1-2017 76,495
162,300
1976B 8-31-76 6.37 100 5.40-5.90 7-1-92/1998 21,145
100 6.50 7-1-2010 66,940
99.50 6.50 7-1-2017 71,235
159,320
1978A 3-21-78 5.69 (B) 5.00-5.50 7-1-92/2002 44,060
100 5.80 7-1-2010 50,920
100 5.875 7-1-2017 64,810
159,790
1978B 12-5-78 6.61 (B) 5.60-6.00 7-1-92/1998 21,925
100 6.35 7-1-2003 22,305
100 6.60 7-1-2009 38,190
99.50 6.80 7-1-2017 81,150
163,570
1979 6-19-79 6,64 B) 6,00 7-1-92/1998 17,390
100 6.40 7-1-2003 18,560
100 6.70 7-1-2009 32,370
100 6.80 7-1-2017 69,685
138,005
1980A 8-5-80 9.15 100 7.50-8.25 7-1-92/1995 25,500
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OUTSTANDING LONG-TERM DEBT (continued)

As of June 30, 1992 Dollars in thousands
TRUE INITIAL SERIAL
DATE INTEREST OFFERING COUPON OR TERM
SERIES OF SALE COST (A) PRICES RATE MATURITIES, AMOUNT
NUCLEAR PROJECT NO. 1 REVENUE BONDS (Continued)
1989A 9-14-89 7.76% 100 6.60-7.30% 7-1-92/2002 § 31,695
98.185 7.00 7-1-2004 27,385
99.017 7.50 7-1-2007 62,105
97.759 7.50 7-1-2015 295,575
82.083 6.00 7-1-2017 95,110
511,870
1989B 12-7-89 7.44 100 6.70-7.25 7-1-96/2003 31,095
98.375 7.00 7-1-2005 2,100
100 7.40 7-1-2009 5,180
97.25 7.25 7-1-2018 50,040
98.533 7.125 7-1-2016 41,070
129,485
1990A 3-15-90 7.73 (B) 6.30-7.60 7-1-92/2005 72,705
92.75 7.00 7-1-2011 56,770
81.75 6.00 7-1-2017 55,635
185,110
19908 6-7-90 775 (B) 7.00-7.20 7-1-99/2003 24,495
97.979 7.25 7-1-2009 72,770
98.913 7.25 7-1-2012 56,000
98.50 7.75 7-1-2017 164,735
318,000
1990C 9-27-90 7.85 (B) 6.60-7.75 7-1-92/2003 173,095
99.50 7.75 7-1-2008 22,085
99.50 8.00 7-1-2017 60,045
255,225
1991A 9-26-91 7.02 (B) 5.10-6.80 7-1-92/2008 54,560
98.375 6.875 7-1-2017 92,965
147,525
Revenue bonds payable $2,382,000 (E)
NUCLEAR PROJECT NO. 3 REVENUE BONDS
1975 12-3-75 7.87 100 6.70-7.25 7-1-92/1998 15,150
' 15,150

(A) Based on original issue

(B) Varlous prices

(C) Compound interest bonds stated at original issue price
(D) Excludes amounts due July 1, 1992

(E) Includes amounts due July 1, 1992
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TRUE INITIAL SERIAL
DATE INTEREST OFFERING COUPON OR TERM
SERIES OF SALE COST (A) PRICES RATE MATURITIES AMOUNT
NUCLEAR PROJECT NO. 3 REVENUE BONDS (Continued)

1976 4-13-76 6.48% ®) 5.60-6.00% 7-1-92/1998 $ 10,825
99.625 6.50 7-1-2010 35,100

100 6.60 7-1-2018 45,295

91220

1977 7-12-77 5.71 (B) 5.00-5.50 7-1-92/2000 38,590
99,50 5.70 7-1-2009 63,535

99.50 5,80 7-1-2018 107,160

209,285

1978 9-12-78 6.27 (B) 5.90-6.00 7-1-92/2004 51,950
100 6.375 7-1-2010 42,985

99 640 7-1-2018 90,630

185,565

1989A 9-14-89 7.43 100 6.60-7.30 7-1-92/2002 30,750
,‘ ®) © 7-1-2003/2014 18,668

’ 98.533 7.25 7-1-2016 98,340

84.75 6.00 7-1-2018 54,570
—202,328

1989B 12-7-89 7.39 100 6.40-7.15 7-1-93/2001 84,480
(B) © 7-1-2004/2014 71,321

98.375 7.00 7-1-2005 85,690

100 7.40 7-1-2009 29,235

97.25 7.25 7-1-2015 226,230

98.533 7125 7-1-2016 76,145

79.755 5.50 7-1-2017 62,560

79.525 5.50 7-1-2018 65,905

~ 701,566

1990B 6-7-90 7.57 (B) 6.40-7.25 7-1-92/2000 147,180
(BY ©) 7-1-2001/2010 39,210

98.923 7.375 7-1-2004 55,920

98 7.50 7-1-2018 107,885

350,195

1991A 9.26-91 6.97 (B) 5.10-6.80 7-1-92/2008 53,210
97.75 6.75 7-1-2011 20,790

94,552 6.5 . 7-1-2018 66,065

140,065

Adjustment for compound interest bonds accretion 341,936

Revenue bonds payable

$2,237,310 (E)
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DEBT-SERVICE REQUIREMENTS
As of June 30, 1992 Dollars in thousands

NUCLEAR PROJECT NO. 2 PACKWOOD LAKE HANFORD GENERATING
PROJECT PROJECT***

5!;&“. PRINCIPAL INTEREST TOTAL PRINCIPAL  INTEREST  TOTAL PRINCIPAL  INTEREST TOTAL

6/30/92 .

Balance* $ 5574 § 03s 5574 § 100 $107 § 207 S 4863 $ 72 $4,935
1993 8,185 170,923 179,108 305 316 621 1,639 58 1,697
1994 32,476 170,413 202,889 320 305 625 133 4 137
1995 49,79§ 168,061 217,856 333 293 626
1996 36,685 164,900 201,58S 347 281 628
1997 52,320 162,611 214,931 367 269 636
1998 55,805 158,778 214,583 387 255 642
1999 104,910 154,694 259,604 422 241 663
2000 115,685 146,933 262,618 473 226 699
2001 - 152,105 138,321 290,426 498 208 706
2002 75,270 127,187 202,457 524 190 714
2003 194,090 121,813 315,903 548 171 719
2004 139,594 119,495 259,089 5§73 151 724
2005 97,795 121,858 219,653 599 130 729
2006 114,071 104,760 218,831 623 108 731
2007 147,135 97,801 244,936 648 86 734
2008 174,880 75,249 250,129 673 62 735
2009 178,775 62,943 241,718 572 37 609
2010 198,160 50,493 248,653 274 16 290
2011 165,035 36,637 201,672 122 6 128
2012 353,180 25,421 378,601 43 2 45
2013
2014
2015
2016
2017
2018

Adjustment** §9,655 (59,655)

$2,611,180 $2,319,636 $4,830,816 $8,751 $3,460 $12,211 § 6,635 $134 $ 6,769

* Bond fund account balances less accrued Investment income.

** Adjustment for compound interest bonds accretion. Compound interest bonds are reflected at their face amount less discount on
the balance sheet.

*** The Supply System intends to redeem all outstanding bonds for HGP effective September 1, 1992 (Note E).
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NUCLEAR PROJECT NO. 1 NUCLEAR PROJECT NO. 3 NUCLEAR PROJECTS
NOS. 4/5

glégﬁ\l‘ PRINCIPAL INTEREST TOTAL PRINCIPAL INTEREST TOTAL PRINCIPAL TOTAL

6/30/92 ,

Balance* $ 30950 $ 83,528 § 114,478 § 28385 $ 58,738 § 87,123 § 0 s 0
1993 34,520 163,170 197,690 31,245 115759 147,004 2,315,384 2,315,384
1994 36,325 161,582 197,907 33,245 113,807 147,052
1995 38,280 159,174 197,454 35430 111,683 147,113
1996 41,740 156,610 198,350 41,090 109,386 150,476  Refer to Note F under Nuclear
1997 46,035 153,882 199,917 30,015 106,682 136,697 [Projects Nos. 4 and $
1998 48,360 150810 199170 27965 104719 132,684 L cmination, Boud Default

4 ' ’ ’ ’ ’ and Litigation and Nuclear
1999 63,585 147,559 211,144 61,910 102,886 164,796  Projects Nos. 4 and 5 Bridge
2000 67,795 143,137 210,932 66,600 98,656 165,256  and Termination Loans
2001 72,695 138,438 211,133 64,950 100,676 165,626
2002 71,435 133,347 204,782 68,922 96,964 165,886
2003 62,120 128,303 190,423 70,917 95,501 166,418
2004 73,840 124,009 197,849 54,496 107,360 161,856
2005 66,155 118,896 185,051 55,421 105,739 161,160
2006 83,595 114,249 197,844 56,292 103,893 160,185
2007 89,460 108,386 197,846 51,251 104,031 155,282
2008 95,735 102,109 197,844 52,921 102,361 155,282
2009 99,475 95,391 194,866 54,843 100,437 155,280
2010 106,415 88,415 194,830 56,967 98,311 155,278
2011 130,810 80,929 211,739 75,449 87,198 162,647
2012 140,150 71,631 211,781 89,332 83,012 172,344
2013 152,980 61,782 214,762 94,563 77,788 172,351
2014 163,895 50,860 214,755 100,200 72,141 172,341
2015 175,825 38,935 214,760 133,980 38,368 172,348
2016 188,505 26,255 214,760 143,310 29,041 172,351
2017 201,320 13,446 214,766 153,195 19,156 172,351
2018 162,480 9,863 172,343
Adjustment ** 341,936 (341,936)
$2,382,000  $2,814,833 $5,196,833 $2,237,310 $2,012,220 $4,249,530 $2,315384 $2,315,384

27




e - P ST AR , t T oy !
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Y The Washmgton Publlc I’owerSupply System (Supply System), lnvestor-owned utilltle; are obllgated by contract to pay Nucléar ?' .
* amunicipal corporatlon and joint operating agency,of the State'of /; Pro]&tNo. laspeclflcamount t’ortheirp,ortlon of projectcapabllity ~ .
Washlngton, was orgamzed in 19§71t rs‘empowéred to finance, | - -throughJune 1996 'lheremalnlngutllities (participants), pursuant -
. acqulre, construct and operate facilities for th\e generation and ~ to the terms ol' thelr purchaseagreements are obligated to pay the ~
‘ \ ltransmlssl'on of electrlc power. OnJune 30, 1992,itymembership - anhual costsof each pro]ect, includlngdebtservrce,whetherornot ! .
' congisted.of 10’ publlc utility’ districts and the clties ‘of Richland, > theprb]ectlscompleted operableoroperatlngand notwlthstandlng Do~
° - Scattle, and Tacoma. _All mqmbers own and operate electric \ the\rspenslon, reduetronorcurtallmentof pro]ectoutput These
) systems within the State of Washlngton The Supply System has pro]ect partlcnpants have resold such capability to the Bonneville A
N ' ndtaxing authonty. e ’ ‘ A, ,J 3 Power Admlnlstrallon (BPA) and ln return BPA is obligated to pay bt -
% , i \: e T A 5 B *i - ” ,» ¥ L = \ annualcostsof th&epro;ccts,lncludlngdebtservlcc,byaprocedixre Lo e
Y L~ ‘ referred to 4s net-billing. Under net-bllllng, projéct participants ;
. SUPPLY SYSTEM PRO] ECTS -, : /" ’ / pay the Supply System their respective shares of annual costs and - « v \j )
R - 'l‘heSupplySystemoperatesNuclearl’ro]ectNo 2,a1,100MWe’ * <BPA pays prolgctl partlclpants {denucalkam\ounts by reducing o v
: generatlng plant completed in 1984 and the Packwood-Lake M- amountsduetoBl’Abypartlchantsunderpowersalesagreements. ot
L. Hydroelectrlc Project (l’acl\wgod), a27.5 MWe plant completed in: Eighty-elght prdject partlcipants in Nuclear Pro]ects Nos 4and .
P 1964, 7 7\ N ' " $ were orlglnally“obllgated ‘by contract to pay annual costs of ~
A o "The Hariford G’enerating Pro]cct (HGP), an 860 MWe plant was ! Nuclear Projects Nos. 4 and 5, Including debt service, whether or SN
. completed in 1966°and was ini operatlon tltroﬂgl1)986 using by- not the projects were completed. However, these contracts havés] E ‘
~, 3 productsteam fromtheDepartmentof Energy” sdual‘purposeNew been declared invalid” BPA has no obllgatlon with respect to ¢
- i Productlon Reactor(N Rea’:tor) The N-Reactorwasshut down t‘or . annual costs of Nuclear Pro;ects Nos.'4 and. 5 (l 2 r Vie S
. N safety lmprovements in' 1987 placed in dryJay-up status In 1989, y.\ ~ All Ylectridal \eneﬁgy prodiiced by SupplyISystem projects is” /
B v + and In August 1991,,the Secretary of Eriergy announced the - deliveredtoelectricaldlstrlbutlonfacilrtresownedandoperatedby S
- declslon to place the N-Reagtog I permanent shutdown, This " 7 < BPA.as part of the Federal Colunibla River Power Sysfem, BPA, in \" -
- = actlon climinated, the N:Reactor 3¢ a power source f°’ HGP\(see tumdlstributestheelectrlcitytoelectrlcalutllltysystemsthroughout W
.7 NoteFunder Hanford Generatlng Pfolect) HGPis currentlypeing the Northwest, includin g participants In’Supply-System pro]ects, | .
~_preserved by t the Supplxﬁystem as a potentlal future energy ' forultimaté distribution to consiimérs:-BPA Is obligatéd by Taw to\ s
N resource, oy : establlsh rates for electric-power which w\lll recover thé cost of -+
;"’Jw / ‘Nuclearl’rojectNo 1, al ZSOMWeplant, lsss’ percentcomplete £ - acquisition (includlngallpaymentsundernet-blllingagre‘bments), ~
. ” ,and lsln theeleventh yearofa construction delay/NuclearPro;ect » and BPA’s other costs. L - ) Lo
. " No.3,al 240MWeplant 1575percentcompleteandlslnthetenth v T ’ N e ‘;" PR
P yearofa\constmctlondelay. Nuclearl’rojectNo lrswholly-owned Note B - Summary Of Slgmficant Accountmgf - !
'/ bythe Supply System. Nuclearr Project No. 3 s ]oi\ntly-owned, 70 Pohcres . - PR K3 -
~ = percent by the Supply System and 30 ‘percent by four lnvestor-r Lo - ._,\” AR . .
. - owned utilities’(PacifiCorp, Portland General Electric Company, ~ 'BASIS OF ACCOUNT ING ’* - ) - W
) PugetSoundP ower &l)ghtCompany, and'l‘lmWashlngtonWater «The, Su'p\ply System has adopted accountlng pollcles and . 7
N Rower,Company). Voo e o practlces‘that are In dccordance With genefally ‘acceptedy V , '~
- Nuclear Proiects:Nos 4 and s were “terminated on january 22, N /ac\countlng pripciples. applicable. to -governmental, utilities. -
N 1982 and are in liquidation. Substantially all of. ‘the utllity plant " Accounts are maintained In_accordance’with the uniform
I \assetshavebeensold NuclearProject No. 4lswholly—ownedbythe\ " systemof accoun\ts,of the Federal Enérgy RegulatoryOommlsslon*’
7« SupplySystem. Nuclear Project No. ﬁls folntly-owned, 90 percent Separate furids-and books of account are mairitained for each N
tr ! bY the Supply_ System and 10 percent by PacifiCorp (see Note F > utility- system. Payment of qbligations ‘of one utllltyiystem !
- _undér Nucléar Projects Nos. 4 and § Termination, Bond Default, K. with, finds of. another utility system is prohlblted and would .
"% !and Litigation). v v constltute violation of bond resolution covenants. .. ¥ N 7
. N Each Sﬁpply System project lg financed apd accoutitéd t‘or as axt - : . ¢ ' - 4‘; NI ' N
/ utllltysystemseparatel'romallothercurrentort‘uturepro]ectswrth ) LITY PLANT ) g N UL {
AL the exception of Nuclear. Projects Nos. 4and 5 which aretreated as UTI s ¥ “ § ”
one utility sys‘tem N y , - i ML JUtlllty plant is stated at orlglnal cqst Plant in Service is <
L More*than 100. Northwest utllltles have purchased all-of thé depreclated by the straight-line methdd-over the cStimated / _ ~
o pro]ect capability of Nuclear Projects NGs. 1,2, and'the Supply - -useful llves of the varlous classes of plant. ' oo
7 System's 70 percentownershlp share ofNuclear Prﬂoled No.3 Five'- Effectlve July l,«lp91,,the Supply System ceased depreclatlng - .
_,':»( o ,*«ﬁ,‘r J,”:/ ‘rf‘f* - RN S :
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LI PN s W - TN " > N -
1 4 ,’7{, T p ) \ - \'ﬁ‘, - ;: - f': 1 ‘“ .{\n N Jj ; Do \ ‘y\’ 71" ll . ‘-¢
NPV o o wm BT ST
! S utilityplantamountspertalnlngtotheHanfordGeneratlngPro]ect ‘ Minimum guaranteed amounts/pertalnlng to future discounts _._ ) p
o . The project continues to be preserved asapotentral fugure energy. have been rec/orded within NuclearrProject No. 2.Long-Term ,
o resource (See Note F - Hanford Generatlng Pro]ect) e ; Receivables, Constructlon Work in Progress, and Current Assets, d
PRI Duging he normal.construction phase of a projéct,.the Supply S ,wrthacorrespondingreductlon toUtilityPlantlnSgrvrce. iAdditi\opal» .
W . i System’s policy Is to tapitalize 3l costs relating to the project, ~  discopnts are also avallable™ o, Nucleaf Project No. 2 depefident” | 1
« » Including Interest expense (net of interdst< Income), anﬁ > uponthelcvcloffuturepurc,l\rasesfromGeneralElectricCoInpany
* - administrative and general expense. -~ - T NP
A ' *Becausc of the extended delay of Nuclear Pro;ects Nos. Tand3, 7 REST RICTED ASSETS T * -; M/m, ; ,‘iﬂ o 5
A theSup ply System discontlnue(kcapltallzlng interest expense and ; lnaccordancewrth prolectbondresolutlons, related agreements’ '
o prcservatlon costs JInterest expense,. tennlnatron‘expenses and A N ¥ e o ! -
- asset drsposltlon costs forNuclearPro‘]ccts Nos' 4and5are charged el stare Jaw, scparate resmcted funds have been established (Or- - \
“ . to current operatrons - o ,k ‘ each pro]ect. “The:assets heldIn these funds are restricted for ; R
» - R " specrﬁcuseslncludi’ngconstmcuon,debtservice,capltaladdltlons, Ny
L T T . b [' v N Ji T extraordlnary operatlon and malnter}ance, termination, - ~
- N UCLEAR FUEL REEANEES - ‘ > - decommisslonlng, and workers compensatlon”cléims. o .
=T -Al expendlturesrelated to the purchase of nuclear fuel are — o, ;| S , v Vo s
. capitalized and carried at’cost. When thé fuel is placed’in the DECOMMISSIONING . N "T M o
\ " reactor, thcfuelcos?lsamortrzedtooperatlng )penseonthebasls . { ! 3¢ - ‘ . (r“\
L, of quantity of heat p,oduccd\fo,cgmmuqn of electric énergy, Estimated Nuclear Profect No. z decommrssionlng/costs are N ‘.
A \ Accumr‘rlated nuclear fuel amortization as of June 30/ 199.'Lfor P~ being accrued. and funded currcmly Monthly paymentsaremade .. ,
- Nuclear Prolcct No. 2 is 37)1 4 million. Current period operating - nto a sinking fund whlch, with accumulated Interesty Is expected, -
" expense for Nuclear Project No. Zlncludesachargefor futurespent tobeadequateto f“nd decommissioning costs at the end of the- -
P nucléarfucl storageanddlsposzn robeprovldedbytheDepartment ;ld-yearplantoperatingllfe. Decommlsslonlng‘costsarecurrently R ~
s X, of EnergylnaccordancewlthlheNuclearWastePollcyActof 1982, 7 estimated at $403"million (ln 1987 doMars). Payments to. the -
.~ ' No'provision has been' madé for additional storage and disposal / decomm‘lsslonlngfundfor theyear, ended]une30 1992388”83'6(i )
P! = costs Wthh may be ]ncu"ed by the Supp]y SYStem pﬂbn to the ~ SZ 8mrlllon and thebalancc ofthe fund atjune30 1992“\’35 $15. 8»,\ N _F
F \transfer of spent t fucl’to the Deparrment ofEnergy V' Y. mllllon ST A o o7
. ~ Under certaln exchange agreements, the- Supply System has R 77 Ny R - . :\
, transferred tothird parues approximately 1. 6'million pounds of - MAERIALS AND ,SUPI’UES Yo ,
: Nuclearlfo]ect No 1 uranjum and:.2 mllllon pounds of Nuclear ~ S
_ Pr oject No. 2 uranium. In return, the §u ppl ySystem will réceive Materialsandsupphesarevaluedatcost uslngwelghted-averagq N
v o p equivalentquantitiesof uraniumin futureyears Additionally, the - e.th)ods Y L oo ! /! o .
TN g Supply System receives usage fees.for a poption of the’transferred SN ) e ),r“' A
:_'k ’ Jwranium, Theseexch%ngeagrcements_have beén secured bybank ’ FINANCING E}‘(PENSE BOND DISCbUNT' AND . S
S * letters of credit at current market valde, "adjusted semlannually. » DEFERRL’D GAIN 7 - » beoo 4
¢ ~ The cost of this 'uranium, $48:2 milliort and $3. i n)mlon) is i l bond i : 44 f d * p I" %
T lncluded in the carrylng amount of Nuclearl’ro]ects Nos.1and2 . inancirig. exp ense, on scounts, an < eferred gain, on Y
nuclear fuel respectlvely. P ,1n\ ’ N . < = redemption of rcyenue bonds are amortlzedo er the terms of the/(
,respective bond issues. O A T T A 3
© A 7 ™ Prorto 1992; the Department of Energ)’ overcharged nuclear — Tl e ! “ 4
wr - generating. facilltres for\fdture spent nuclear fuel storagé. yTo” | y Yo . -
N l' . Xecover past{ overpayments, facrlitles are all)owed credits against REGULATORWSTUDH:S - L . AN -
s fufure quarterly payments. The refund,proeess will allow the . Expenses assoclatedwrth regulatory studies for Nuclear Project -
¢ Supp]ySysfemtorecovcroverpayments,lncludingaccrucdlnterest, . No 2are defer;ed 4nd amortized by the stralght-line method over_ <
NN by ﬁscal year 3995 Therefund hagbeen reflccted in otherincome, -_the esrlmatcd operatmg life of the plant. - N ‘,L -,
S “and principal and Interest to be receivcd are refle¢ted fn-Nuclear K DT r g !
. ) - ‘ ;
5 ‘,/( ;:iieciz;l:; Zbong-TermRecelvapfl(esfand FurrentAssets Accountsj CURRENT M A ’TURI TIES OI;‘}(EVL‘NUE BONDS L . {, 3
PN A e e L, gri “ 7 ' . 0 ,“ e ~ Current matuntres of revenue bonds payable from restrlcted Cr
i ‘¢ LITIG ATION SETI‘L EMENT - /: ‘L_I \ . . assefs arercflectedIn Long-Term Debr’ Current maturltlesqf bonds RN
, - / forwlrlchfundshavenotyetbecnrestrlctédareréflectedlnCurrent ¢ .
lnMarch 1992, theSupplySystementeredlntoasettlementw:th ! Llabllltles - BN A ) ~ .
. 5 General Electric Company endlng lltlgatron pertalnlng to . \ ST \*: ) e - e .
“:‘ rmodlficaglons to the containn’i’ent system for Nuclear l‘roject REVENUES oy L, ! \i - ~ "_‘ -
No,zr{ The settlement requiresteneral ,Electrlc Company to ,' ‘o .- =, y
o, ;provide certaln goods and services.to Nucléar-Praject No. 2 at .’ W“h the CXCCP“QD OfN“CICaf Projects Nos. 4 and 5, theSupply ‘
- substantial.discounts: The parties to the settlement have been . System ‘CCOVéfSr th‘°“8h vatlous-agreements, actual cash Y,
N enjoined from discloslng terms of the sett}ement<by court order. - requirements for OPCW“O"S and debt service for each project over o> :
,\é/,;x ! ‘*‘ \ - . T v /‘( \ 3 . A . ’:’,:A ~
' - : ” “* X J i N o " 29 : 3 N o ; it ' :: "y o
b ' ’ . i RN - ?:‘} P p L ' P . o \:"{\ - N, p ‘T o



<" _ -INVESTMENTS . ~ - _ . - US.Govit _US.Govt | ! ) Accrued | ” ~ Can'ylng 0t

{ . (Doiiars in thousands) ‘ f‘ AR ‘Securities” » Agencles Total _\ » "Interest  ~ Amount i T
' ¢ N = it N\ - - ) ~ > K -
2% NUCLEAR PROJEC’I‘NO 2 o N -~ . v ' b '
. Amortizedcost | Y $ 146,099 $ 52470, 198,569 v 8 3889 $ 202458
=~ .~ Market value g 148,548 - 52,541 v 201,089 N X ‘
- PACKWOOD LAKE PROJECT " - A R
‘Amortized cost <~ 7239 .0 2,349 - w0 LT 23497 b
.~ _Market value . - 2351 " . -0- 2,351 Lo SN )
~  HANFORD GENERATING PROJi:C’I‘ Vo , ~ N o ~ - A
. 7 Amortized cost .~ . -7 1418.0 v 0 14418 =7 N 76 "% 14494 . T
v Marketvalue * 4 -¥ - . 14478 0. - 14,478 o~ ; - N
- NUCLEARPRO_]ECTNO{L - R - A ’ R -
. Amortized cost T~ 18y, 465~ - ’161 960 7 ' 351,425 6,673 . 358,098
’ Market value - . . - 193,683 162,502° 356,185 (e ~ s s
. NUCLEARPROJECT NO.3 ' | o - v ) v ‘
i Amortized cost © __ « = 76,602 : 120776 ~ . 197,378 N 4249 201,627
x ™  Market value ) SN L~ T 77,209 O 121,107 « — il98%l6 ‘ N o e - ~
© 7\ - NUCLEARPROJECTSNOS. 4/5 - ’ . e S T = N
' Amortized cost ; 58,169 - 22,743 . - 80912 " > 567 ‘81,479 -
~ ‘-  Marketvalue ! - . 58,865 22,760 . 81,625 t ‘" .
4N ,,,:' -y " - - “‘“ 7 7 % %, -

! ~ the Ilfe of that pro]ect. Accordingly, thc Supply System recognizes "

revenues equal to operating costs for each perlod. No-néet income
: - orlossls recognized and no équity fs accumulatéd.-

cumulative operating costs‘is\reported on the balance sheet as
‘ either billings in excess of costs (liabllity) or as costs inexcess of
— billlngs (defcrred charge), as appropriate. Such amounts will be

. T recognized as'revenues, Of COsts, during future operatrng periods

yo-- N . —

X o ba s )

/.~ . OTHER rzxmsr\rs'zz,xi s vy

P - = i . -
+ Other expcnse for Nuclear Prolect No. lincludesa provision for
‘.~ an interpro]ect receivable from [Nuclear i’roject No. 4 and the net
\loss on disposall o( thecontrol room simulator Uue to obsolescence’
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STATEMENTS OF CASH FLOWS‘ ~

Tow L -

i-‘or purposes of the statements of cash flows, the term ”cash"

’f includes unrestricted and restricted cash.balances. Short-term,

-0 highly-liquid investments are not ¢ considered cash equlvalents\
7 " £ . B r <

"~ Note C Cash and Investments

Cash and’ lnyestments for each utllity,systcm are separateiy
- * naintalned. The Suppiy System’s deposits are Insured by federal
- depository insurance or through the Washington Public Deposit

- Protection Commission, Suppiy System investment policies limit
rnvestment authority to obllgations of the United States 'l‘reasury

> 7/~ Fedenal National  Mortgage stociation, Federal Home Loan Banks
> +  Farm CreditSystern and Federal Home Loan Mortgage Corporation,

N )‘as well as repurchaSe agreements. Collateral fof repurchdse

N
~

“"The difference between cumuiative revenues rece\vegi -and

L

7

)\

K¢

¥

|

interest The. conrbineci carrying value of investments for all
pro]ects at year-end (inciuding accrued interest) approximates
“market value. The Supply System s Investmerits are categorized -
abovetogiveanindicationofthetypesandamountsofinvestments
-~ held by each pro]ect at year-end )

S 75 /

’Note D - Retrrement Benefits v ‘7
- -y

7 ) -t

- Substantially all Supply System full-time employees participate
lh the statewide localgovernment Public Employees’ Retlrement -.
System (PERS). PERS isacontributory muiti employer cost-sharing \
retirement system established by the Washington State i.egisiature

. and admimstered by the State of Washington tirrough the\‘ :

Department of Retirement Systems For the year ended June 30, p
1992, the Supply System's payroll covered under’ PERS was
584 1 million, representing 99 percent of total payroil

-PERS contains two plans. Plan I members/(empioyed on, or
before September 30, 1977) may retire with full benefits at age 60
_withatleast five years of credited service, at age 55 with 23y years of
servicej orupon reaching 30 years of service regardless of {age. Plan
Il members (empioyed after September 30, 1977) may retire with
i‘uil benefits atage 65 with atleast five years of credited service, or
with actuariaiiy reduced benefits atage §5 with 20 years of service.,

Theannual pension benefits are genérally basedona percentage of~ .

final average saiaryl L v N

Required empioyer contributions for both, plans, 4nd PERS II
employee contributions, ar¢ determined each bilennrum by the
Legrslature Empioyee contribution ratesfor Plan [ are;established :

s Jby legislative statute. Employer rates forPlan1are not necessarily
adequate to fuliy fund the system The employer and employee .
contribution rates for Plan Il are deveioped by the Office of State |

. 2 agreements must bc authorized investments under Supply System Actuary to fully fund the system. The methods used to detennine
- investn(rient poiicie}s; Durlng fiscal y::“ 1992 “the Supply lsyi;em] thecontribution requlrementswereestabilshed understatestatute.
, 7 Invested In repurchase agreements, however, none were held at
< p & g ¢ -7 Asof December31, 1990 (the iatestactuarral valuation date), the
year-end. All investmentsare heldin theSugply System’s name by
. @ fekeeping agents, custodians, or trustees.. ¥ i pension benefit obligation of PF,RS,\which Is the actuarialprese{rt
P . ’ " - - N e value, of -credited pro]ecte(i benefits adlusted for the effects-of
g Investments are stated:at amortized cost and Include accrued ¢ projected salary increases; was, $7. 993 billion and thie value of net
< « ’ - e - o {X P i w', i - y - ~
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assets available to satisfy present and future pension benefit
obligations was $6.428 billion. The pension benefit obligation is
astandardized measurewhichenablesreaders of financial statements
to assess the funding status of each system and progress made in
accumulating sufficient assets to pay benefits when due, and to
makecomparisonswithotherretirementsystems. Thestandardized
disclosure method is independent of the actuarial funding method
used to determine contributions.

Contributions for the year ended June 30, 1992, expressed both
in dollar amounts and percentages of current-year covered payroll,
were as follows:

Plan I Plan II

Rate Amount Rate Amount
Employer Contributions
Actuarially determined
requirement 7.33% $1,037,691 7.33% $5,130,022
Actual Suppg
System contributions 7.72% $1,115,602 7.72% $5,520,644
Employce Contributions
Actuarlally determined
requirement 6.00%" $ 849,711 4.85% $3,394,353
Actual employee
contributions 6.00% $ 849,711 4.70% $3,345,146
* Fixed at 6.00%

The Supply System’s actuarially determined employer
contribution requirement represents approximately 2.1 percent of
the total for all employers covered by PERS.

Historical trend Information showing PERS’ ‘progress in
accumulating sufficientassets to pay benefitswhenduels presented
1n the State of Washington's June 30, 1991 comprehensive annual
financial report.

In addition to the pension benefits available through PERS, the
Supply System offers postemployment life insurance benefits to
retirees who are eligible to receive pensions under PERS Plan I and
Plan II. Currently, 148 retirees are eligible to receive life insurance
benefitsand 107 retireeshaveelected toparticipatein thisinsurance. *
The life insurance benefit is equal to the employee’s annual rate of |
salary at retirement for non-bargaining unit employees and one-
half of the employee’s annual rate of salary at retirement, witha
minimum benefit of $22,000, for bargaining unit employees.
Retirees contribute $6.00 per $1,000 of coverage annually for life
Insurance, and the Supply System funds the death benefit ¢clalms
on a pay-as-you-go basls.

At the time of retirement, the Supply System accrues a lHability
equal to the present value of estimated claims, net of retiree
contributions. The total expense recognized for the year ended
June 30, 1992 was $.3 million, and the total llability at June 30,
1992 was $2.5 million for these benefits.

Note E - Long-Term Debt

Except for Nuclear Projects Nos. 4 and 5, which were financed
together as one utility system, each Supply System project is
financed separately. The resolutions of the Supply System
authorizing Issuance of revenue bonds for each project provide
that such bonds are payable solely from the revenues of that
project.

31

During the year ended June 30, 1992, the Supply System issued
$550.1 million in net-billed bonds for Nuclear Projects Nos. 1, 2
and 3 to advance refund $485.8 million of outstanding bonds with
an average interest rate of 7.48 percent. The net proceeds of the
new Issues were deposited In separate frrevocable trusts under the
control of escrow agents to provide for all future debt service
payments on the refunded bonds. Asa result, the refunded bonds
are considered to be defeased and the liability for those bonds has
been removed from long-term debt.

Although the advance refundings resulted in the recognition of
an accounting loss for the year ended June 30, 1992, the changen
the aggregate debt service payments for Nuclear Projects Nos. 1,2
and 3 and changes to debt service reserve fund balances resulted in
an economic gain of $5.7 million, $9.4 million, and $7.8 million,
respectively,

A summary of fiscal year 1992 Series 1991A bond refundings by
project Is presented below:

FISCAL YEAR 1992 BOND REFUNDINGS

(Dollars in Thousands)-

Nuclear Nuclear Nuclear
Project Project Project
No. 1 No. 2 No. 3

Size of Issue $147,525 $262,486 $140,065

Amount of bonds refunded 133,000 228,900 123,855

Accounting loss 7,714 5,532 7,371
Reduction (Increase) In

debt service payments 1,611 (55,807) 6,991

Economic gain 5,747 9,391 7,774

In prior fiscal years, the Supply System defeased certaln revenue
bonds by placing the proceeds of new bonds in irrevocable trusts
to provide for all future debt service payments on the old bonds.
Accordingly, the trust account assets and the }ability for the
defeased bonds are not Included In the financlal statements.
Including thefiscal year 1992 defeasements, approximately $730.8
million, $820.5 million, and $690.1 million of bonds outstanding
are considered defeased at June 30, 1992 for Nuclear Projects Nos.
1, 2 and 3, respectively.

The Supply System expects to continue the refunding of high-
Interest bonds when economically feasible.

The Supply System Intends to redeem all remaining HGP bonds
In the principal amount of $6.635 million effective September 1,
1992,

Outstanding revenue bonds of the various projects as of june 30,
1992, are presented on pages 21 through 25, and debt service
requirements for these bonds are presented on pages 26 through 27.

SECURITY - NUCLEAR PROJECTS NOS. 1,2AND 3

Project participants and five investor-owned utilities for Nuclear
Project No. 1 have purchased all of the project capability of Nuclear
Projects Nos. 1and 2 and theSupply System’s 70 percentownership
shareof project capability of Nuclear Project No, 3. BPA hasin turn
acquired the entire project capability from the project participants
under contracts referred o as net-billing agreements. Under the
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T ‘net-bllllng agreements for each of the pro]qcts, project partfapants SE CURITY - PACK WObD LAKIJ\H YDROELECTRIC"
_ areobligated to pay the Supply Systemn thelr pro  raga sh shateoftotal  \ PRO)ECT v, -/ ’t,.f’\ .1: '
annual costs of the respectrve projects, includlng debt service on ’} Yooy

d sal cem ts 12, be chasers h
bonds‘relating to.cach project, and BPA In turn is obllgated to pay Under power €3 apree bn gnem d pur 2 ers ave.

2 flof th bility.of P h b ~
s the participants_identical amounts by reducing amounts dueto - ¢ purchaseda otthep ro]ectcap ability.of Packwood. T emérd v ‘
purchasers are obhgéted to pay annual ' costs of the pro]ect, ‘
¢ BPA by participants under BPA pQwer sales agreements. ‘The nete- Includin ¥ debt sepvice, whethier or not the ro]ect is operable
A bllling agreements prdvrde that project participants and BPA ae ¢ . Tl outgstan din pl;on’ds are.paid or rovlsi% o Is ma depfor the - -
,_. .- oblifated to make such payments whether or notthe projectsare-- | 8 hp P £ e‘kbo d resol ?
s compl . N - ,retlrement in accordance wlt provisions oft nd resolution. \
pleted, “operable or operating and notwrthstanding the - P ' - g
x suspension, interruption, interference, reduction o;curtallment of\ N -/ £ Uk y B
, . theproj‘écts"output The validity of the net-billlngagreementswas /NOte F COMltlnentS and Contmgencres
N Y chal ber1982,1 83, the U.S. District Court
e oo s NUCLEAR PROJECTS NOS. £ AND S TERMINATION,
7' and this declsion was upheld on.appeal.™’ Y TN L e pONDDEFAULT AND- EITIGATION P (’ : , -
S -, ‘ L .. . . e . > ananuary 1982, the Supply SystemsNuclear Pro]ects}Nos 4 N
. A
M SECURITY ‘NUCLEAR I’RO]ECTSNOS 4 AND 5. . ~ 7 and§were tefminated when construction was 24 percent and 16 ~ !
‘L =, . ‘ ' ~ pcrcentcomplete, respectlvely ’l‘heSupplySystem had previously . ~
. o 1 connectron,;vritl; the Issuance of thc(:i ger;]er:;t ng facil tles‘ ) —isstied $225 blllion of bonds to pay costs of the prcﬂects. \
revenuebondsfor uc| earPro]ectsNos 4andS$, the upplySystem 7 ; / .
pledged the revenues to be derived under participants agreements | ™ 'l'hepa rticlp ants agreements(drscussedlnNoteEunderSecunty- Nl
\“ with, 88)utilities operatlng principally in the Northwest ‘The Nuclear Pro]ects Nos{‘la‘r{rd 5) pr(i)vlded that cach partlclp an t’pay{{ N 7
. o ' partlclpan‘ts"agreements provided that each- partlclpant pay its it::zﬁct::::ajr:o‘flahe 2<;btls;:v c:;:’r:vthebor;dsanstt:::ir;ati:nb
~ rrespectlve share of annual costs, including debt service onethe ¢ & g nuary ,3 ever, payme etnider! -
B { the partrcrpants ’agreements were not made pending a ]udlclaL
bonds, whether or not he pro]ects were completed operable, or N~ ~ -
. operatlng 3nd notwithstan ding the suspension interruptlon . determlnation of. the participants’ autherty and obligation to. ~
o ! * 7. pay. In'1983,and agaln In 1984, the Washington StatéSupremes™
?\ , /lnterference, reduction or curtailment of the pro]ects output. _ Court ruled tt at Washineton munlci al utilities did not have Ny
N T’ayments from the participants forb}uclear Prolects Nos 4 and 5, i 8 p -
" ie statutory;authonty to enter mto the, participants’ agreements; -
termlnatlon costs and debt service weré due beginnlngpnjanuary - - 4 }
N 25 1983. As afesult of 2 ruling by the Washmg ton S tatq Supreme thus Irivalidating the agreements When the'U.S. Supreme Couit .
., Coisit declaring,the participans’ agreements® invall d avrfients denledavyitof certlorarl bywhich the state court decision might o
s 7 g the participanis’ ag P ym be revieWed thls suit wasepded. - . . i
. due’under the participants’ agreements were not made and.an T S .
- eventofdefault, asdefined In thé bondresolution, occurredonjuly SN ?"1“1)'22 1983, theSupplySystemacknowledgedthatltcould '
. 22, 1983 (see Note F. undersNuclear l*rojects Nos. 4 and 5. . not payNuclearl’roiectsNos 4 and 5 obligations as theybecame
! . ’I’erm’lnatlon, Bond Defau]t’ and thigatlon) . 3 %7 due.. ’l‘hrsadmlsslon represented an eventof. default under the -
PR B .7 "i\ . o " NuclearT Projects Nos. 4 and 5 bond resolution, On July 25,1983, A
b SEGURITY H ANFORD GENEMTH\VG I"RO]ECT P - ChemlcalBank asbondfundtrust’ee,demandedthatallremalnlng - v,
L4 f -
- . ] . . %, project funds be transferred fo it for holding in a special account. b
ol ltwasinitiallyintendedthatNuclearPro]ectNo 1becontructed ,  On August:18, 1983, ChemlcalBanl\ declared the principal of all \ AR ;
v ; . nextto HGP to provide the energy soutce to operate the project < Nuclear Projects Nos, 4 and § fevenue bonds and Interest: accrued \
AL whentheDepartmentofEnergyceasedoperatlonof theN-Reactor. - ~ thereon to be dueand payable rmmediately .~ 7 r .

. To.allow for construct?on of Nuclea;}’rolect No. 1 it would have -
\f’ been necessary to shut’ down}-lGP on Oétober 31, 1977, , Because -
“studies'at that time lndrcated that generatlng resources in the ~
. \
- Pacific Northwest would belnadequate Inthelate 19705 and carly . * member utrlities, and Nuclear Projects Nos 4and 5 papticipants.
1§80$, the Supply System amd BPA determlned that HGP should be

_ L The lawsuits alleged violations of federal and state securitles law,
AN ~kept avallable 161 power productlon Therefore, the NuclearPro]ec( 4 o

fraud’ mrsrepresentatlon, negligence and breach of contract, Y4nd ~
No. 1 net-brllmg, exchangeand profect agreements were a{nended SN sought monetarydamages, rescission and restitution. The federal
to provide for the separation of Nuclear Project No .1 from HGP.

vactions were consohdated frra singlermultrdistrlct proceedlng in
’ , [The amended agreements “provide for the payment of allHGP . > the Unjted States Distrlct Court for.the ,Westem District-of
« i »  debtservice ‘-'°5t5: net of Investment Income, by Nuclear Project. | washington under the caption In re WPPSS Seamtles Litigation, +
.0 UNe1 particlpants,beglnnlngjuly1 1980, regardlessof continued - . lWDHSSI MDL 551X v
T operation of theN- Reactor, and tha;oérer costs/to thie extent nots.< ¢ ~

otherwise provided for; be treated as Nuclear Project,No 1 coslts .

‘In carly 1983, a number of securities fraud'suits were filed by
and on behalf of purchasers‘of Nuclear'Pro]ects Nos. 4 and §’

v /a
In August 1983, Chemlcal Barik filed a lawsult In United §tates
> District Oourt\for the Westein DistricEof Washington, on behalf  °

T 770« withtHGP having d first clalm on thie fevenues of that project. ~
NS N & projs ~ - of all “Nuiclear Pro;ectﬂ Nos 4 and 5- bondholders, agalnst thé
[ 4 -
P “ji \ v i » LN e T, Supply Syst’em‘aliNuclear Projects N,os 4 and5 participants,and
" - ” s " “ -~ ’
- T ay o 4 " N N N Supply System member utllities. The'Tawsuit alleged claims and
- ~ 4 ¢ N‘) N . >~-s Il “x/ ~ ~ 'u\",\ s [ . .
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sought relief slmllar to that alleged and sought lni/IDL’ SSIEN N, woula provide for the rel/ase of . clalms assertedrm the Ho/fer N

PR

o« fax \Anotherlawsult *Ha‘bemmnv WPPSS, etal, (Habemmn),was ﬁfed . ,\’"“83"0" W T N o ! A
N " against the Supply System and others lnaWashlngton State cour “ 7, TIf approval of the settlements is modlfled or reversed \the L i
- byanumberof Nuclearl’ro’lectsNos 4and5bondholdersalleglng ~ Supply System,is unable to predrct the' outcome of l\fDL :551, the ! o
substantiallythesameallegathnsasweremadelnthefederaleases Chemlcal Bank lrtlgatlon, Habemmn or }(o[fer P co
o ’l‘helatvsult?’descnbedabovesm(ghttorecoverthebondholders ‘ c":’?' ~ N o \’ ) ¥ N A

investmentin theprincipalamountofsz 25brlllon,plusunspeclfled ' LIA BIL ITY INSURANCE LITIG ATION ¢ J !

3 <! *damages, lnterest costs,and attorneys* fees - "‘ <( —~ “x

PR - 'l‘he exeess carrier of dlrectors‘ and offlcers liability lnsurance,

7 lnSeptember 1988 theSupplySystem sExecutrve Board approved
an agreement$o settleclalmsagalnst the SupplySystem InMDL 551,
o the Chemical-Bank’ lltlgatlon and related lltlgatlon including the
) ~Habennan action.” Thé agreement calls for the Supply System to v
- consent to entry of a “judgment on the contract claim on the~
-4 Nudlear Projects Nos: 4 and 5 bonds . brought;by MDL 551 class,
~. ~¥ plaintiffsand Chemlcal Bank} Al other claims agalnsttheSupply
. ¢System are to be dlsmlssed ‘Wwith pre;ud}ce The-amount of the
’ ]udgmentshall be egual to the aggregate unpald prlncipafamount
Y - of the Nuclear Prolects Nos. 4 and® 5 bonds and accrued interest
- thereon at the time the judgment is en)tered Asof _fune 30, 1992, -
< - the amount of such accrued interest was approxlmately Y

Natlonal Unron (AlG), filed alawsuit In September 1985, seeking N
Ya declaratlon thatit has no obligation under the ln/suréncepollcy} '
becatise of the alleged fallure of the Supply System to declare facts
which, if known» to the lnsurer would have resulted‘ In it not
issuing the policy. 3 ’(he court-in. MDL 551 has approved a, .
settlementbetwéén theSupplySystem sdlrectorsandtheplalntlffs ’* —
ln\MDL,SSI whrch dlsmlsses all claims against the dlrectors in®
__Teturnfora payment of $30 mllllon by, the carrjer. It approval of
thissettlementbecomes finaland non-appealable, the lnsurerwlll
« ‘be barred from prQeeedlng with thls litigation. If approval is- ,
modlfled ot reverséd, the Supply System is unable to predlct the P -

-~

~

o “$1.691 billion. That’ 1udgmenf shallbentered orfy.upon a final outcome of/thls lftlgatlonl - ~ ! R >
/ ~ . judgment or final settlerment’of all claims in MDL 551 and e’ - - RS : d A b
. A Chemical Banl\lltlgatlon Recourseforsatrsfactlon’of theiudgment / NUCLEAR I’RO]ECTS NOS. 4 A’ND S BRIDGE AND e
g Is expressly llmlted to the funds and assets’of th(.\Supply Systen{ TERMINA‘T TON LOANS T oY /a e '
f’ p ledged to secure the Nuclear Pro]ects o 4 anqs bonds. o ! In late 1981 68 Nuclear. Pro]ects Nos 4 and 5 partrclpants and” ' B
-~ CInanother lawsuit entltled Hoffer v. State of Washington (Hoffer), 7~ othersloaned the Supply Systen $60 million to pay project costs ~ * x
certampurchasersofNuclearProf ctsNos, 43/“45[70“‘15“3"@“19‘5 ’ untrlanaltematlvesoureeofﬂnancrngcouldbefound Nonewas =~ -
- . ﬂclalmsonbehalt'ofallbondholdersagarnsttheStatcofWashlngton, found and afterthepro]ectswere }ermlnated inJanuary 1982, 42 =
~_. _, thesfate auditorand other elected ofﬁcrals’ asserting thatthestate \ Nuclear,l’rp]eets Nos. 4°and § partl_clpants loaned the Supply L,
‘ : fsliable to the plaintiffs for damages. 'l‘heState ofWashlngton has” S“ystem'addltional amounts of:approximitely $8 ‘million to pay A
% advised th"-SUPP]}’ System that ifthe lltlgatlor;) against the Statéof termlnatlon costs. The first set of loans were » called bridge loans, 1 ’
L Washlngton\s not resgfved It may file-cross-claims againstthe .  “iand the second termination “loans. All of these loans Were -/ .\ ™ »
e Supply System and the other MDL 551 defendants .. * subordinate to, the' §2.25 ‘billion of bonds payable/ and werer * .
- | ot'irer defendants ln’Habennan, Hoff'er, MDL 551 and the., payable solely from therevenues of Nuclear l’ro;e‘cts Nos.4andS5.
N ~ Chemical Bank lltlgatron also have reached agreeme\nts to settle 1 'l‘he Supply System defaulted onall of theloans at’thé same time ;
Y clalms agalnst them. The totalijamounﬁo bé:pald under these’ it defaulted on Nuclear Projects Nos. 4/and § bonds in-1983. s
, ’ settlements In MDL 551 exceeds SSSO mrlllon . Y y¢ " 'Interest on these loans In the' amount of approxrmatxely SMQ 1.,
“All of the, settlements were approved by the District Court on '} _ * mllllon also rémidins unbald atJune 30, 1992.¢) ~ . ( .o

~

o0y Septembers 1989. MemuryoundthatChemlcal BanLrepresented f‘ Mostof the lenders have sued the Supply System and all but”_
v all/Nuflear Pro]ects Nos. 4 and.S bondholders in the litigation. If / three of the suits thoSe brought by ccrtal?r lnvestor-dwned N
v itbécomes final, the court's ruling willperm\anently bar Chemlcal *utllltles) have been 5educed to‘ludgment ’l‘he Washlngton St/ate,t Y.
Banleand all Nuclear l’ro]ects Nos. 4 and 5 bongd purchasers from _ Supreme Couitt has held that the terms of the loans llmlted the i.
, 1 commenclng, prosecuting, or contlnumg any action agalnst the “. source ofrecovery to funds and.assets of Nuclear Pro]ects ‘Nos'
i Ty Suppinystem arlsfngout of or\relatlng totheallegations sorsubject - and3. < d .7 e . ; ] T
/¢ matter of the lltlgatlon The rullng, lioweven will not preclude - R { L v ¥ PR ’ *,“ < Ve
172 o w ggi;{:::: ::lgl:vfrom —contlnulng vvlth the cost-sharlng litlgatlon ' INTER-PR O]E OT CLAIMS A G AINST REVENUI}:S AND . .
/ot o / - OIHER ASSETS 1 ) < s )
:, On February S5, 1992 the Court of Appeals afflrmed “in lts‘, , - 4 i .
" entirety, the settlement of all, clalms.in MDL551. Motioris for Somecredltors of Nuclear ProfectsNos. 4and s héveattempted, -
A reconslderatl'on and rehearlng enbancwere denled., The plainitiffs " and others have threatencd 19 attempt, to obtatn. payment from . /.

~-  the physlcal assets of other projects of the Supply System or from .-~ ¢
S the revenues pledged arsecurrty jor the-Supply System bonds )
issued In connection with, andreveriues ple‘dged forthepayment  --°
' of costs of, suchotlfer projects. Such creditors lnclude presentand P \

< in Hoﬁ'er petltloned for) revlew by the United States Supreme Court
“r on Augustl 18, 1992. ln the opinion of Supply System Speelal
- Counsel and Chief Counsel the trlal courts ruling, as {affirmed by
- tthourt of Appeals, unless modified or reve;sedby the United

. . \1 -
h fStates Supreme Court, jvvouldl bar the Habennan lltlgatlon and former holders}of the Nuclear'l’ro]ects Nos. 4and § bods and ’,
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- Sthers. who/may assert\ clarms In the* t'uture. against the Supply ‘billed pro;ect In any given suit or proceedlng, ‘however, the t’e\ -
, > System and/or its pro]ects - Ny / - 7 = x 7 question of whethera gartlcular activity does or does not relate to™
‘ = Bond Couinsel and Chlef Counsel to theSupply Systcm areofthe . anet-billed projectisa factual matter tobedetermlnedby thejudge =~~~ ¢
“Yollowing opinions.with respect to the ability of various classes of - Orjury, asthe case maybe. No assurance Gaiibe given that in any
\ claimant3, creditors, and future creditors.to realize upon the' . Suchi sult or proceeding there il not be a-finding that the-
- X revenues or physical assits of Nuclear Projects Nos 1,2 and 3~ ,  complained-of activity relates to one or more of the netbilled.  ~
. v N\ - pro]ects If- such a frndrng is made, the clalmant may be ableto'f i =
N First, wlth respect tothe revenues, income, recelpts, prot’lts, and ;! reallze upon the Pledged Revenues & the Physical Assets A NN
- | other moneys held under edch of the nét-billed resolutions and - p ) o~
“ , ple dged thereby for the payment of the rclated net-bllled lg\onds » _ Ifitwere determlned ‘that a claim is an obligationof one or mpre N
! " énd for the payiment of all other costs of the related net-billed . of the net-billed projects, the claim ‘would be pald in the sime, - -
. . project (collectively, the “Pledged Revenues”), Bond Counsel and - _manner as other obligations of those projects. < ©
y 7 ChiefCouriseltothe SupplySystem ard of the dpinionf tha’ﬁrolders . Bond Counsel and Chief Counsel tothe SupplySystem have not §
ry,. p of Nuclear l‘rojects Nos. 4 and § bonds, creditors of the Supply undertaken an invcstigation of the issues discussed abov\c with 1 —
oo :System whose claims arose from the fumlshlngofgoods orservices i« respect.to the Packwood Lake Hydroelectnc li’ro]ect or Hanford v
.. ~ WithiespecttoNuclear i’ro]ects Nos, 4 and ¢ §, and creditors  whose Generating Proiect However, they belleve that upon full
-, lJudgments derlved from other contract clalms against the Supply mvestigation, thesame oplnions could be rendered withrespect to ~ M
’ - Systern that do not arise t‘rgm actlons or t’allures to act relatlng assets of the Packwood Lake deroelectnc Project and Hanford * K d
\ d directly or lndirectly tosuch net-billed project, will not be able to ,Generatlng Pro]ect‘and revenues:or funds held In trust or for-the - ”
.- reallzeupon the Pledge?l Revenues ~ L% ' - holders. of bonds Tssued l)y the - Supply Sy’ §tem to ﬁnance the /.~ i
’ : Second, with, respect to the Pledg\ed Re\(enues\relating toa - VCO“S"UC“OU of such projects. .. ™ -
particular net‘-billed pro]ect, wlrilc the specific issue has not been” 2 Ifitls found that creditors are not llmlted fo  payment “of their _—
N N decided by the Supreme Colirt of the State of V’V{.ashington, Bond__ clalms from the proiect to which such claims r;elate, it will have a N a
- i Counseland Chief Counsel totheSupplySystémare of the opinlon ~material adverse lmpact on the Supply System SN .
that credltors ofthe 2 Supply System whose judgments derive frgm ‘ - N =4 & v ”’ . N . .
A e tort clarmsagalnst theSupplySystem thatdonotarisefrom actlonsr - COST-SH. A RIIyG LITIG ATION N ¢ o t\ -
' __ orfallures to acttrelati\ng Qirectly or lndlrectly tosuch net-billed [
A pro]ect will nGt be able to realize upon the Pledged. Revenues; and N Nuclear Pro]ects Nos. 1 and4are ofsubstantially thesame deslgn -
N Bond Counsel'and Chlef Counsel to. the Supply System’ belreve C and are referred to 93 “fwin units.” Nuclear. Prp]ects Nos.3and5 _ -~
¢ that, if presented with‘the question, a court would so hold \ T hare also twm\ upits of substantidlly the same design. Architect- .~
* '~ Third, with respect to the,physical assets of ithe ,net-billed N englneerservrces, construction management andcertalncommon« o
e proiects that are necessary for the purposes gf such projects vequipment used in thé constructron of twin'units beneﬁted both ~
e . —~(Physical Assets), while the specific Issue ‘has'iot been decided by - unifs, and costs are sharable by the twin pits. The SApIy System’ 4 :
N . the Suprenie Court of the State of Washington, Bond Counseland : | * allocated such’ sllared costs orr thekbasls ot‘ respective benefit to the ‘
., 4 Chief Counselto theSupplySystem areof theoplnlon thatholders = Projects Involved. ) . . !
N of Nuclear Prtﬂects Nos. 4 and 5 bonds,” creditors of the Supply lnhugustf982 theI’articipants‘Commltteet‘orNuclear l’ro]ects
. : System whose claimsarose fromthe t‘urnlsh\lng of goods or services 0s. 4 and §, on behalf of the proiect participants demanded that -
. - with respect to ‘Nuél:ear Projects Nos. 4 and 5, and creditors whose the Supply System reallocate 5161 mlllion, plus lnterest in shared —-—
; Y .. judgments def“ive‘ from other contratt or tort clalms‘ai;alnst the ' - costs previously pald by Nuclear Pro]ccts Nos. 4 and 5, based on a j
’ * Supply Sy’stem that do not arise t‘rom\actions or fallures to act *  revised f’ormula t‘Orsharingofcosts Thedemandindicated thlswas N v
o ) relating directly or indirectly to the net-billed projects, will notbe ot the total extent of claims which could be made by the Nuclear
- X able to réalizé- -Gpon-the Physlcal Assetsy and Bond Counsel and "~ Projects Nos. 4 and § partlcipants The r\nvestor-owned utllltles s -
- Chief Counsel to the Supply System believe that, If presented with } 7(10Us) ownlng 30 percent of Nuclear Project No. .3'have asserted a
'; - Vthe question, a court t should so hold. The above opinion as to ire ., thatthey are. entlt‘led to set, off the amounts owed by the Supply
.’ 3 abillty of bondholders or other creditors fo realize_upon the System on bridge and termination loans made forNuclearProjects / L7
P Physical Assets of the net-billed pro]ects islimited to those Dhyslical Nos.4and 5in 1981, totalingSl\z;milllon pluslnterest against' any
"o “Assets located within the State,of Washlngton, orastgwhicha ¢ cost-shariné obllgation T vy . y N
! court ivould apply the law of the State of V\{ashlngton Y A October 1982, thé Supply»System filed a complalnt for !
N The above oprmons exclude clalms against the SupplySystem - 'declaratory ]udgment in Federal»Distric\t Tourt for Western J:‘ -
‘ { afising from a valid exercise of the soverelgn police power of the Washington, namlng the partlclpants in Nuclear Projects Nos. 1,
- 5 / \ State of Washlngton or‘of the constitutional powers of the United <2, 3,4and S, BPA, the four IOUs swnlng shares of Nuclear I’ro]ect
S States of Amerlca & p ,‘ VI ' b No. 3, and the bond fund trustees forNuclearPro]ects Nos. 1 and .
N lnordertoexpress tlrelegal éonclusionSSett'orthln thet‘oregoing . 3as dcfendantsJ and asking the court'fo dedlare the rigl\ts and PN
‘ \( ) Y opinions, Boid Counsel and Chief Counsel to the Supply System '\obligatlons of tlrc parties' with regard to the allocation of osts’ /1
, haveassumed that the activities giving rise to the claimsdescribed - 3MONg ! the profects.’ O ¢ ) oo
! ~  insuch opinlons were. not directly or indirectly related to any. pet- . 3 ; \ ’ e oo br e
{ ) SN ~ . ) A { P < ’ - Ve .
*\(, \/ :, ) Lo !, ’ s ' “ ) . N ) f."\(,\\
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o A L\c‘ ’x.u.: “ - - » “\ “ o . s 7“"1\‘ > i
s m ffiay 1983, the court deslgnated BPA as the plalntlff and an NUCLEAR PROJECTS NOS.4 AND S Voo )
- other,partles as defendants.” The case is-captiofied BPA v v Siipply, - - SIT E RESTORATION IR e . R S
L System, ei al. Certaln other claims have beer: filed as part of this “ No provisions have\been m e fo sl te restoratlon of Nuclear £ P . " |
sy Action. 74'” oY ,»/ Projccts Nos. 4 and 5, which Is. governed by the stte certification, o
' lnjune 1983, Chemlcal Bankintervenedasbond fundtrustecon' agreementbétweentheSupplySystemandtheStateof Washlngton e |
" behalf éf theNuclear Pro]ectsNos 4and5bondholders Chemical and regulatlons‘adoptcd by the VYashlngton Energy Faclllty Site A N
o Bank has alleged that the’ Supply System’s allocations of costs .~ Evaluation Councll (EFSEC) and, with respect to Nuclear Project 7 .
- 7 amongthetwlnnedprolectswerelmproperandthatrepaymentto \No 4, theleaseagreementwlththeDepartmentofEnergy ltlsnot >
~ = . the Nuclear Projects Nos-4 and 5'bond fund Is required for such - known at this time w(hat actions will be necessary to comply with Lo~ |
- costs allegedly 1mproperly allocated ety these requirements Because the site certrﬁcatlon agreement for S
B « _In May.l989,(the District Court ruled that Chem,cgl Bank hasa \Nuclear Project No. 1 also covers Nuclear Project No. 4, and the -~ -, -
_ lien in an amount of any funds which may be determlned in the agreemient for Nuclear Project No. 3 also covers Nuclear Project = >,
£, futuré to have been Improperly expended as a result ofacosts Na. 5, EFSEC mlghtassert that NuclearPro]ects Nos. 1and 3aré ,
e fmlsallocated to Nuclear Projects Nos. 4 and §, but the court stated obligatedto paytlle costof slte restoration 1 forNuclear ProjectsNos~ ’
v “thatany enforcement of the lien must await resolution of the’lssue ~ _4and 5:"Such costs arg estimated to bein the range of $49t0.382 . ’l
.= of whether- there was ahy Impr6per allocatlon s - Lo million. L, e SRRV S .
’ On October 5, 1990, the District Court ruled that the Nuclear v o ’ > ,,“ . l
7~ 7 ProjectsNos. 4and$ Bond Resolutions required the: application of °  NUCLEAR-PROJECTS NOS 1AND 3, - oy
"7~ principles “akin to those espoused” by Chemical Bank. Thécourt CONSTRUCTION DELAY = . N
\l’; ~ stated- that because sr;chprlnclples were no‘t appl]red ) Nuclear l“ April 1982 the Supply System commenced a constru(tlon |
IPro]ects Nos. 4and 5 apparently bo:e more tlian thelr fair and delay of Nuclear Pro]ect No. 1, and In July 1983 it commen ced a - Py
equltable;hare of constructlon costs. “ P constryction- dela'y of Nuclear Pro]ect No, 3. These projects 2 are o
“The court granted Chen?lcal Bank's motlon for seeking an - currently in an extended”‘ delay modeh Plant assets are’ belng ., -~
) accountlngofalltheusesofbondproCeedsofNuclearPro]eétsNos. ., preserve\d/and pro]ect licenses; are being. malntalned during the - !
N 4an({ S. 'l'heSupplySystem and other partles inthe case appealed S delay period in order to cnable the Supply ‘System to resume -
.~ thisordefto.theU.s. Court of Appeals for the Ninth Clrcuit. - constructlon of the pro|ects at such time as, that actlon is -
. on -February, 25, 1992, \the Court of ; Appeals reverséd both the defe"“i“ed approprlate T ~ R Lo
R May 1989 and October 1990 rullngs’ creatlng a llen .on after- In the 1986 Northwest Conservation'and Electric Power Plan, ~°~ -
» = acquired-assets and requiring the application” of cost‘ sharlng _Issued by the Northwest Power, Planning Council (Council) In ~ )
: X principles “akin to'those espouscg" by Chemical Banl\ The Court - January 1986, the Gouncil lndlcated that Nuclear Projects Nos. 1 » o
. of Appeals upheld-the concept of a proportlonal basls “of cost 7 and 3 can be cost-effective for the region and should be preserved‘ N
" sharing bétween each of thie twinned pro]ects and remanded the  —as potential fesource options. \However, the Council did not -
o case to the Dlstrict/Court for resolution of the’ remalnlng Issues in -includeNuclear ProjectsNos. and 3injtsresource portfolioat that N )
” .. accordance Jvlth the Court of Appeals dcclslon 4, / time due to legarand other uncerfalntjes In A})rll 1991, the \) o
/ Counsel for Chemlcal Banlt hasestlmate dthe potentlal recovery Councll released lés 1991 Powelr Plan, whlch includesan ob]ectlve S
) for’Nuclear Pro]ects Nos: 4 And‘S at up'to-$1 billlon, Indluding t?determlne the dost and aval ability of resourges to the region in, K
, 4 thenext 20 years Such resources, among othersﬁlnclude Nuclear ~ , -
- interest, lfa;udgmentwereaw)ardedln favor of Chemical Bankand .
Prolects Nos. 1 and 3.. An action plan itemsupporting that ‘7 .
. costs previously allocated to Nuclear l‘roiecté Nos.¥4 and § were - biecti d l t BPA and the Slipply Syst dortake e
} allocated: tootherSu ly System rolects such‘amountswouldbe objec ryerecommen tha anc thesupply ys em underta el -
- PPy oY P P ~the.work necessary to determlne whether outstandlng fssues are 7N
N construction costs of such pro]ects. K - resolvable;o that the Councll canmake an informed judgméntin =~ 7/ -
S 4 \The Supply-System: Is unable to predlct the outcome of this the next Power Plan’as whether to: 1) continue preserving the ™ =i . -
lltlgatlon. R . - -t N projects, 2) construct elther or both of the pro]ects l£ne9ded 0?3) A
; - - B ' h . terminate the pro]ects BPA and the Supply’ System have initiated ,7 ;
N NUCLEAR PROJ. ECT NO: 5TERMINATION CLAIM - work in Tesponse to, thls recommendation. RGN ER
L4 ' N ] y In7its 1987 Resource” Strategy, BPA found that there was nQ J
] ;\ « In A“S““ 1983, Pacl}ﬁcorp, owner of-10 percent of Nuclear “compelling case either for or against continued prescivation'of . =
> Project No. 5, filed a  counterclalm in BPA V. Supply System, et al. Nuclear Projects Nos. 1 ‘and3onanet presentvalue basls, and that ~ |
asserting that,termlnatlon of Nuclear Project No. 5. wasabreach of présewauon of both pro]ects was somewhat favorable from an. -
/.~ " the.ownership agreement befween PacifiCorp dnd, the Supply ™. economic risk management standpoint. BPA concluded-that*’” N
. System. PaclﬂCorpseeltsdamageslnan uns’peclfledamount Such . , preservation of Nuclear.Projects Ngs. 1 and 3-was the' prudént . g
amount would presumably be approximately 3150 fillion, and " “-course of actlon-at that time. These ﬂndlngs and conclusions—+
. could be a general-claim against assets of the Suppb’System  refhained tinchanged in BPA’s 1988 Resource Programand 1990 b
¢ AC(iOﬂS on that clalm have been stayed $ince 1983.. The Supply Puource Program. No new decision- regatding gompletion or g (
) X System Is unable f'oyredlct the outcome of this litigation. termlnatronof the projects lsexpected tobe rellectedln BPA’s 1992 R
T R, - e ) Resource Program , p
- 7 A - . ., s - g -
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Preservatron of each pro;ect is expected to continue until a,
Y /décision is made whether to complete construction or tetminate
-..~ .~ oneor both projects. Continued funding of Nuclear Project-No. 1

preservatidr\ costs 1s provided by the Nuclear Pro;ect No. 1,
- constructron fund, Continued funding of Nuclear Project No. 3.
preservation costs Is provided by pro]ect participants (70 percent

£
/.
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- thelr settlement agreements’ with the  Supply System not to assert

claimschallengingtheNuclearPro]ectNo 3SettlementAgreements

M the settlement agreements between BPA and the IOUs are
determined tobe mvalid or unenforceable, the IOUs mlght renew

" theirélaim that theyare entltledto rescission of theNuclear Pro]ect
No. 3 ownershlp agreement. However, the I0Us have agréed in_

wd

~ ‘pursuant.to net-billing agrkeements) and by the four ifvestor- anyclalmagalnsttheSupplySystem formoneydamages, restltution‘
. ‘71 ~ owned utility owners (30 percent pursuant\to a settlement’ \ or*lnjunctiverelief A\ - N L \ .
! ' agreement) N~ N \Tl, - ,\; The Supply- Systeni is unable to predict what(results will be '\
N ” (\ W ; R - . . reached with respect'to these claims, . -
\ : - NUCLEAR PRO]ECT NO. 3 DII’LAYLITIGATION . 2D Wy Ny 7 T, 1 o
1 b4 . ~ ~
o = In July and August 1983' the four 10Us owning 30 percent of ‘<~ HANFORD GEN ERATING PRb( ECT
| P Nuclear Project No./3 filed claims agalnst BPA, the SupplySystem HGP was éompleted In 1966 arid operated through 1986 using
f“ \ \ and the Nuclear Project No. 3 partlclpant(s dsserting that they ( \by-produét steam from_(h&l)cpanment of Energys (DOE) ‘N- o
“ * suffered damdges as:a esult of the extended construction delay of Reactor. InJanuary 1987, DOE shut doyvn the N-Reactor forsafetys ,
" .~ Nuclear Pro;ect NO- 3 e~ - . . “improvements, and in October 1989 piacedltinadrylay;upstatus,
¢ s x " 'The Supply System executed agreements on September 17, 1985 while maintaining the capability to restart within-a two-to-three > 4
r \), tosettlethe construétion delay claims With BPA and with eachof — “ yearperiod. In August 199], the Secretary of Energy dninounced
C NS theIOUs owmngshares of Nuclear Project Nb.3.-Anumberofthe . . the decisiori to place the N-Reactor in permanent shutdown This R
_ "5 . 2 NuclearProject No.3 participants haveopposedthesettiémentand ) «-dction eliminated theN- ReaCtor as a power soiitcé for HGP. -
, - dlsmissalotclalms InOctober 198§, thepartici antsﬁledpleadmgs Certain preservation costs of HGP have been fuhded bY DOB o=
_ L. - In theU S. District COUlt asserting challe’nges totheNuclear Pl'O]QCt r‘ﬂ-slnce 1989 under a supplemental agreement bctween tye Supply/ )
. ) .No.3 settlement agreements between BPA and theYOUs. None of , System and DOE. Thls agreement expired June 3'0 1992, and DOE -
- theagreementsexecutedby theSupply Systemhasbeencliallenged.  jndicated thattheywill notrequireHGPsu portservlcessubsequent N
! \ However, the pleadings filed by some patticipants alio Include , ;‘ to that date wrth the exceptlon of mipor fire protection backup ’
i’ + claims 3831115‘ the Supply System, the IOUs and BPA unrelated to. service Oontlnumg présérvation costs, .or project, terminatfon_ ‘
' A the validity of the settlement. In July 1986, the Dlstrlct Court ~ costs, will'be funded by BPA. /A B
o dlsmlssed the claims challenging B&\'s autlrorlty to enter into the: . . Anindependent powerprodu corls currentlypreparing afeasrbillty .
¢ Nuclear Pro;ect No. 3 settlementvagreements with the I0Us and ) K study ofrepowenng HGP with natural gas, using the pl'oject site for i
B ~ stayed alllother claims relatingtoor a)rlslng out ot' the constriiction new éas-fired combustion turbines, or developlng a cogeneratlon - .
N , - delay or the settlement. = i “ STt - facllity generating eleetricity and providing steam to nearby DOP; 4
» An original proceeding ¢ also was ﬁled in the Unlted States Court t‘acillties “ f ’\"\‘(
_ of Appeals for the Ninth Circuit challenglng BPA's settlcments ~ »,  Options for the drspositlon of HGP include the Suppiy System ™. -
‘ with the IOUs. lnjanuary 1989 the Court of Appeals rejected azl)I r- or BPA repowerlngthe project, developnﬂent_’pyan independent,
A statutory challenges to BPA’s settlements, afﬁrmed BPA’s authbrl y P ower producer, transferrln gthepro ofect to DOEby DOE exercisin g ; \
g . "« "to enter the settlements, andtdrsmissed other clalms, lncludlng Jts contractual,opti on, or removal and restoration. All of these /. | -
h .~ clalms agzunst tlle IOUS anid "the SUPQIY System, for lack of options are currently/belng ‘evaluated with theoutcome unl\nown> -
f - - jurdsdiction. , ™ % N , L= ~#_ atthis time. A final décislon is expet?ted In late 1992. Nl
- In May 1989, the District Court dismissed the/claims of all but R s v - o, -
, —nine of the Nuclear l’ro]ect.No 3 participants against the Supply I\“IUCLEA R INSURANCE = o . o
S System, BPAandthelOUsrelatlngtoorarlslngoutot' theconstructlon ‘ v
oot delay of Nucléat Pro]ect No. 3 or.the settlement;-purspant to a’, \ THe Price Anderson Act currently provides for mlclear llabillty / '
! \ stipulation 6f the partics. No action has been t:ll\en‘by thesenine —  indurance c up to $7.8,billion per incident, which fs ¢ covered by a -
B non-stlpu‘latfng participants since the May 1989 istrict Courtn comblnatloniof commerclal nuclear | insurancq and mandatory “
e rullng - N N Y . lndustry sélf-Insurance. “The Supply System lras,purchased the”, -
o 7 .. The four lOUs owning 30 percént of Nuclear. Project No: 3 also - maximum commercrai Insuranceavailable of $200 mlllion, which N
- filed complaints in state courts in King Coulnty, Washington, and’ Is the first layer of piogection The second layer of protection fs/
’ ; N Multnomah Oounty, Oregon, In May 1983 seckirig declarativeand < provlded throughamandatorylndustryself insuranceplanwhereln | /.
. equltable relief and damages,because of the Nuclear Project No. 3 “each, licensed nucear facility requlred to participate in the plan
A constructlon delayas claimed by thém ln BPAv. Supply System, etal. (currently 115) may beassessed up to $66.15 million perincident, - _
“_ “Thes€ cases were filed as a precaution agalnst any determlnatlon Jubject toar maximum annual agsessment of $10 million per year.
« ¢ _, thattheFederalDistrict Court lacked]urisdlctldn totry 7the Nuclear Nuclearpropertydamagelnsurancerequlrementsaremetthrough -7
, P10 ect No. 3 constructLon delay claims. Tthashlngton casewas_ “acombination of commercial nuclearinsutance policies purclfased
PR dlsmlssed without prejudice in March 1992 Proceedings in the™ by the Supply System and BPA. The total amount of insurance -
., - Oregon case are stayed by strpulation’of the\parties The parties purchased is currently $1.625 billion. The deducttble for this
/. have agreed to dismiss tlre Oregon case after flnaél dismissal of the e coverage\is $10-million per OCCurrence J AN R .
s parallel(clarms in the Federal Court and the final dlsmlssal ofany - {l / e N =N ,‘ t “ -7 ~.
o AES 3~ ' - \>' r 4‘ o ( Y N ; ; ’ o= - ¥% I
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