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WASHINGTON PUBLIC POWER SUPPLY SYSTEM

P.O. Box 968 * 3000 George Washington Way ¢ Richland, Washington 99352
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Docket No. 50-460 G01-91-0003
Docket No. 50-508 GO03-91-005

January 15, 1991

U. S. Nuclear Regulatory Commission
Attn: Document Control Desk
Washington, D, C. 20555

Subject: SUBMITTAL OF ANNUAL FINANCIAL REPORT -
WNP-2 NPF-21, WNP-1 AND WNP-3

Enclosed are three copies of the Washington Public Power Supply System’s 1990 Annual
Financial Report for WNP-1, WNP-2 and WNP-3. These reports are being submitted in
compliance with 10CFR50.71.

G. C. Sorensen, Manager
Regulatory Programs (280)
GCS:lg
cc: . G. Bailey, Puget Sound Power & Light (w/o att)
. L. Bryan, Washington Water Power (w/o att)

. E. Dyer, Portland General Electric (w/o att)

. L. Eng, NRC/NRR (w/att)

. A. Lockhart, Pacific Power & Light (w/o att)
. B. Martin, NRC Region V (w/att)

. M, Mendonca, NRC/NRR (w/att)
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Financial and Operating
Highlights
"A Fruition of Programs "
C. M. Halvorson
Executive Board Chairman
"A New Decade of Strength "
D. W. Mazur
Managing Director

Executive Board
" Mission Statement "

Fiscal Year 1990
" A Year of Performance "

Board of Directors
Financial Information

Near the close of
the fiscal year, Deputy
Managing Director
Jack Shannon retired from
16 years service to the
Supply System. Jack's
contributions will be
remembered by many and
his loyalty and dedication
to the Supply System will
be missed.

The Financial Informatlon section of this Annual Report Is printed on recycled fiber.

A




=¥

FINANCIAL AND
OPERATING HIGHLIGHTS

For the year ended June 30, 1990  Dollars in milltons

FY 1990 FY 1989
NUCLEAR PACKWOOD NUCLEAR PACKWOOD
PROJECT LAKE PROJECT LAKE
NO. 2 PROJECT NO. 2 PROJECT
OPERATING STATISTICS
Power generation costs * $449.0 $ 1.2 $452.6 $ 12
Net generation (millions of kWh) 6496 102 6034 91
Cost in mills/kWh 69.1 11.5 75.0 12.6
Plant availability 71.0% 100% 66.5% 100%
Plant capacity 67.7% 424% 62.9% 37.7%
* Excludes litigation related costs and extraordinary items.
OUTSTANDING DEBT
June 30, 1990 June 30, 1989
Total outstanding principal $6,592.0 $5,845.5
(excluding WNP - 4/5)

Average coupon* 7.68% 9.88%

* Compound Interest bonds excluded from average coupon ¢alculation,

As of November 18, 1990, outstanding prindipal totalled $6,780,839,449, with an average coupon rate of 6.81%. Increased principal resulted from

advanced refunding of high-interest Supply System bonds.
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A
FRUITION
OF
PROGRAMS

Executive Board Chairman

FDﬂs year has seen the fruition of
last year’s turnaround programs. The
Supply System at that time was in a
position to re-enter the bond market
after an absence of about elght years.
The objective was to refinance billions
of dollars of high-interest debt
accumulated in the late 1970s and
carly 1980s. With the sale of about
four billion dollars in new bonds, we
have now refinanced all debt with
Interest rates of nine percent and
higher. This created net present value
savings of nearly one billion dollars,
thereby reducing Bonneville Power
Administration’s future debt service by
about 80 million dollars on average
per year,

Corollary to this effort, our bond
ratings were initially established at
AA-/A/AA- by the three agencies who
rate municipal bonds. Indications of
the bond market’s regained confidence
in the Supply System and BPA were
later evident when, concurrent with
our third and fourth bond sales, our
ratings were upgraded to AA.

The positive results of the refinanc-
Ing program were made possible by
pralseworthy efforts of our staff and
BPA staff working jointly and

cooperatively with the Executive Board,
underwriters, bond counsels and
financial advisors to maximize regional
ratepayers’ savings.

During the past decade, the region
was fortunate to have a surplus of
electrical generating supply. Gradually
over that period, the surplus has been
eroded by increases in population and
clectrical use. We are now at a position
of “resource balance,” with future
growth rates estimated at between one-
and-one-half to two percent per year.

This brings increased attention to
WNP-1 and -3, on which construction
was delayed eight years ago at comple-
tion points of 65 percent and 75
percent, respectively. The Northwest
Power Planning Council has deter-
mined that future decisions on
completion of these facilities will be
based on objective comparisons with
other options that have potential for
meeting future Northwest clectrical
needs.

The cooperation and support of
various regional entitles was heartening
throughout both our refinancing effort
and the regional planning process. The
Participants’ Review Board, represent-
ing all participants in Nuclear Projects
1, 2 and 3, the Public Power Council,
with technical representatives from
all public utilities, and the Pacific
Northwest Utilities Conference
Committee, with representatives from
all of BPA’s customer groups, were
key entities that contributed to
favorable outcomes In both areas. I
look forward to the continued involve-
ment of these groups In major issues
that affect the Supply System.

The region’s existing resource base
Is the great hydroelectric system
extending throughout the Columbia
and Snake River basins, supported
significantly by our Plant 2 and the
Trojan nuclear power plant. These
resources are all integrated by a major
transmission grid extending through-
out the region. Regional hydroelectric
generating facilities are experiencing
increased pressures from potentially
endangered salmon species and
possible climatic changes occurring as
a result of global warming. Increasing
population growth in areas already
experiencing voltage instability is also
a reality.

As these various pressures develop,
the Supply System will be in a position
to play a significant role.

»




’]:Ile Supply System'’s progress
during this first year of a new decade
continues to demonstrate the strength
and competence of our staff and
organization. We are well positioned
for the 1990s and I am excited about
the possibilities for serving our
customers and the sense of accomplish-
ment we can anticipate.

Returning to the municipal bond
market to refinance $2.9 billion in
high-interest debt was one of our most
visible accomplishments. We teamed
with the Bonneville Power Administra-
tion to develop a plan and followed
through with a series of six bond sales
to reduce debt service on outstanding
bonds sold to finance construction of
Nuclear Projects 1, 2 and 3.

Our financial advisors and underwrit-
ers were “first class” and helped
develop excellent investor acceptance
of Supply System bonds. We benefited
from improved market interest rates
and our continued cffort to provide the
market with needed information. The
results through November 1990 shaped

NEW
DECADE
QF STRENGTH

Donald W,

Operatlons at the Packwood Lake
* Hydroelectric Project were equally

Managing Director

on our commitment to quality and work
toward consistent top performance.

page 3

Our viston for the future and how we as
an organization can best contribute to the
region are key to the Supply System’s suc-
cess throughout the 1990s. Recognizing
that it’s not just the Plant, it’s our People,

outstanding during the fiscal year when,
for the first tlme in a decade, generation
at the facility exceeded 100 million

kilowatt-hours. Additionally, Packwood

our offerings for a successful refinanc-
ing of $2.9 billion of bonds previously
Issued. The cumulative nominal
savings were in excess of $1.1 biilion.

For the fifth consecutive year, nuclear
operations at Plant 2 were highlighted
by significant improvements and
increased power production. Net
clectrical generation has steadily
increased since the plant began
operating in 1984, with a 7.7 percent
increase this year alone. Recognizing
that limits exlist, there Is still room for
improvement and we are dedicated to
achieving it.

Exemplary staff performance was a
common characteristic of our many
successes this past year. Records set at
Plant 2 during its fifth operating cycle
are evidence of the high degree of
dedication, skill, and commitment to
quality displayed by our operations
and support staff. Highlights included
a record 203-day operating run,
exceeding the previous plant record of
133 continuous days set in 1987; a
record production of 6.5 billion net
kilowatt-hours of electricity, and
achievement of a 67.7 percent capacity
factor. These are significant accom-
plishments for a relatively new
operating plant and have contributed
to our improving assessments from the
Nuclear Regulatory Commission and
the Institute of Nuclear Power
Operations, an industry peer group.

&

returned nearly $1.7 million to project
investors this year — the second highest
annual return in more than 25 years of
operation,

Continued progress will require that
we persistently seek the best from our
organization. This involves striving for
greater productivity and exercising
careful control of expenses to keep the
cost of our product, clectricity, as low as
possible over time.

This fiscal year we also made several
changes, including management
additions and emphasis on two new *°
program arcas: information management
and megawatt enhancement. These
changes have helped focus responsibil-
ity, and strengthened the organization
and the way we do business.

Greater employee participation in
overall Supply System decislon-making
and emphasis on quality improvement
has also improved the way we do
business, We have made a major
commitment to seeing that all 1,600
Supply System employees are provided
with the tools, skills and opportunities
to incorporate quality in every facet of
their work. With these and other basic
techniques, such as establishing Quality
Action Teams, we'll continue to build

gives us a good start on the path to that

vision. B




BOARD

to serving its members and Public
Power. The Supply System under-
takes projects, as authorized by its
members, to provide a safe,
reliable and cost-effective electric
power supply. The Supply System
conducts its activities consistent
with its agreements with and
dedication to the Bonneville
Power Administration and power
purchasers in a manner that is in
the best interest of all ratepayers
affected by the Supply System and
its projects.

EXECUTIVE BOARD

CARL M. HALVORSON 1§
(Chalrman) H

Prestdent
Halvorson Mason Corp.
Portland

VERA CLAUSSEN [’
(Asslstant Secretary)
Comnlssioner

Grant County PUD

v
MISSION —.
_ STATEMENT Supply Systems is a oint operating
agency formed uqder the laws of .
EXECUTIVE the State of Washington dedicated  KENNETH COCHRANE

Commilssioner
Franklin County PUD

Investor/Consultant
Seattle

SAM J. FARMER
Consultant
Battelle Memorial Institute
Seattle

RAY FOLEEN
(Secretary)
Consultant
Portland

PARKER L. KNIGHT

A Commilssloner
H Skamanla County PUD

| PAUL J. NOLAN
(Vice Chalrman)
Attorney

Tacoma

M WILLIAM D. SCOTT

Comnmissloner
Chelan County PUD

SYDNEY STEINBORN
Consulting Engineer
Seattle

FRANK N. WARD
Comunlssloner
Kllckitat County PUD




Kenneth Cochrane, a Franklin County
PUD Commissioner and dedicated
member of the Supply System Executive
Board and Board of Directors, passed
away on May 15,1990,

Packwoodd's Lower Lake Creek
-]
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As the operator of electrical generating
facilities in the Pacific Northwest, the
Supply System s well in tune with the
region’s increasing demand for low-cost
electricity and is helping to meet that
demand through safe, reliable and cost-
effective operation of its power plants.

The Supply System’s commitment to
helping the Bonneville Power Administra-
tion maintaln the region’s low-cost clectric
rates is demonstrated through efficient
management and sound operation of its
Nuclear Power Plant 2 and the Packwood
Lake Hydroelectric Project.

Increased net electrical generation by both
facilities is among the most notable
achievements during fiscal year 1990. A
record 6.5 billion kilowatt-hours of electric-
ity generated by Plant 2 exceeded the
steadily increasing generation records set
during the five previous years of operation.
Packwood'’s generation of 102 million
kilowatt-hours of clectricity this year marked
the first time In a decade that the project
surpassed 100 million kilowatt-hours,
Together, these increases have significantly
contributed to maintaining the cost per
Kilowatt-hour of electricity at a fairly
constant rate,

The achlevement of a 67.7 percent
capacity factor and a record 203-day
operating run at Plant 2 this year are also
signs that the various initiatives and
improvements put into place are having a
positive effect. The Supply System’s
objective is to build on these successes and
continue a trend of operational improve-
ments.

Much attention is also belng devoted to
Increasing Plant 2's electrical output. Plans
are under way to replace the plant’s three
low-pressure turbine rotors, reduce house
loads, and make other plant modifications
and improvements that will yield increased
electrical output. Collectively, there are
approximately 150 megawatts of additional
electricity that Plant 2 can economically
gencrate. The Supply System’s dedication to
increased megawatt output, while remaining
within the current operating and mainte-
nance budgets, will be a positive step in
helping BPA meet regional load demands.

The Supply System is working closely with
its Executive Board members on other
capital improvement initiatives as well.
Construction of a new Plant Engineering
Center to support Plant 2 operations
remained on schedule and within budget
during the fiscal year. Plans are to move
engineering and technical staffs into the
facility following the scheduled 1991
malntenance and refueling outage.

-~

Acquisition of a new Plant 2 control
room simulator, designed and constructed
to better meet reactor operator training
and licensing requirements, will be delayed
until late 1991 because of contractor-
specific problems. With approval from
the Nuclear Regulatory Commission, the
existing simulator will be used until that
time without impairing Plant 2's training
and licensing programs.,

The long-range benefit of these and
other improvements being initiated by
the Supply System is safe and economic
production of needed electricity for the
Pacific Northwest.

The success of Plant 2
operations Is attributed in part
to the abllity to detect
potential problems and make
improvements that lead to the
increased safety and rellability
of the plant, With a less than
50-day outage In sight this
year, problems with one of the
plant’s diesel-generators forced
the plant into an extended
anuual malutenance and
refucling outage to make
necessary repalrs. Involving
outskle ex{)crts and an out-of-
town repalr shop, our crews
worked day and night to ready
the diescl-gencrator for
operation. The hard work and
cooperation of those involved
in the repair work agaln
demonstrated a staff
conumitted to operating a safe
and reliable nuclear power
plant in a very responsive way.
Photo at left of maln generator
i maintenance.

The new two-story Plant Engineering Center will ouse about 470 Plant 2 staff in 100,000 square feet of
office space. The facllity will replace temporary office bulldings remalining from constructlon days.




FISCAL YEAR

OPERATIONS

In keeping with the ongoing emphasis
on operational safety within the nuclear
industry, safety at the Supply System
rematins a top priority and the basis for
several programs designed to protect its
employees and the public. The Supply
System recognizes safety as an essential
factor in maintaining excellent operational
performance of its gencrating facilities, and
communicates the importance of working
safely through the organization’s mission
statement and goals and objectives.

The number of recordable injurles and rate
of lost-time accidents are two key indicators
used to measure safety performance.
During the past five years, the number of
recordable injuries at the Supply System has
decreased by nearly one half — a notewor-
thy improvement attributed to an increas-
ing sense of safety awareness among
employees. The FY 1990 recordable injury

- rate of 2.3 or less was met with a 1.73 rate
for the year. However, the lost-time injury
rate of 0.5 was not achieved by a slight
margin. Through increased emphasis on
training, communications, and manage-
ment involvement, the Supply System is
continuing to work toward improved safety
performance.

The end of FY 1990 coincided with the
achievement of another safety goal for the
Supply System and its staff of 1,600. For the
first time, Supply System employees worked
one million hours without a lost-time
accident -- a milestone involving total
commitment on the part of every employee.
We are concentrating on maintaining this
commitment, to the benefit of employees

¢ and the Supply System.

Additional safeguards were incorporated
into the Supply System’s existing Fitness-
for-Duty program this year with the
initiation of random chemical testing for
employees with unescorted access to Plant 2
and certain emergency response personnel.
Chemical testing at the Supply System was

previously restricted to employment
candidates, for-cause testing of present
employees, and for specific employees
participating in a Fitness-for-Duty agree-
ment. While the change was made to
comply with a new Nuclear Regulatory
Commission requirement for all nuclear
utilities, the Supply System recognizes the
value of the program in assuring its
employees and the public that Plant 2
operates in a drug and alcohol-free environ-
ment.

Protecting the health and safety of
employees and the public is also the focus of
emergency preparedness activities at the
Supply System. Each year, representatives
from local, state and federal agencies join
Supply System emergency response workers
in drills and a federally-evaluated exercise
designed to test the cffectiveness of
procedures for handling an emergency at
Plant 2. The emergency response team
demonstrated its abilities in three drills and
one full-scale exercise during FY 1990, an
increase of two drills compared to prior
years. Frequent practice helps maintain the
high level of competency demonstrated by
the team in assuring public health and safety
in the event of an emergency situation.

The full-scale emergency exercise con-
ducted each year is a requirement for
maintaining a license to operate commercial
nuclear power plants and is evaluated by the
Nuclear Regulatory Commission and the
Federal Emergency Management Agency.
Representatives from the two regulating
agencies this year noted that emergency
workers conducted their duties competently
and all involved agencies worked together as
an cffective emergency response team.
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r.[;xe Supply System views its people as
the key to unlocking opportunities and
meeting the many challenges experienced
by an operator of electrical generating
facilities. To best use the individual skills
and talents of our employees and to help
create a work environment that fosters
employee commitment and top work
performance, the Supply System has
devoted many resources to an organization-
wide Quality Improvement effort.

The Quality Advantage training com-
pleted by employees and the Quality
Management Skills learned by managers
and supervisors laid the framework for
Quality Improvement. The training
introduced the tools and skills necessary to
begin improving the way we do business
and emphasized the importance of good

[15 NOT AT THE PLANT

b
e

U Ry
[ Lerd
.?*}‘Gf %‘?‘2 v The Important role of
D o
2 ; each emiployee in

b
o lielplng to meet Supply
System's Goals and
Obljectives is high-

lighted in a poster

listing the names of all

| HEE
customer/supplier relationships. Whether it s S _'j
R ) employees.

is individuals working one-on-one, or
groups working together on a project, there
is evidence that the concepts learned In the
training are being applied throughout the
Supply System.

These concepts have also begun to have a
positive impact on the way the Supply
System works with its member utilities,
project participants and other public power
entities. Frequent interaction with these

groups, both by Supply System staff, Board Supply System employces visit the Plant 2 control room simulator during the second
of Directors, and Executive Board members, annual Employees’ Fair. Employees take pride in establishing booths and displays
provides many good opportunities for to share thelr work with other employees.

strengthening working relationships. > =TT
The success of Quality Improvement at ‘ - i Cias - mnx ngl;:gs:ﬁz f)l(l)l‘)yclg’ :Xﬁﬁ?ﬁ%mion
;he Supply Sy stclm to dla te has adde]d - Pk | 1 11 J3ET I W refinancing cffort is a primc‘
ncentive to explore other potentia > , ! . . B Cxample of teamwork at its best.

applications that can improve the way we
do business. The formation of several new
Quality Action Teams, based on the success
of carly teams, Is one example of how
Quality Improvement is flourishing. The
knowledge and expertise of individual
employees, coupled with training on
problem-solving techniques, Is making a
positive difference in finding solutions to
challenges in the workplace.

Efforts undertaken by Quality Action
Teams range from seeking Improvements in
broad areas such as organization-wide
communications and accountability, to the
more specific challenge of improving the
coordination of work activities and
reduction of equipment problems on
Plant 2’s refueling level during the annual
maintenance and refueling outage.
Through dedicated team members and total
management support, Quality Action Teams
continue to help align Quality Improve-
ment processes with Supply System
performance needs.

Financial experts from both staffs
worked closely with financial
advisors, underwriters and bond
counsels to accomplish the
successful refinancing of approxi-
mately $2.9 billion in high-interest
debt. Through six bond sales
completed in November 1990, the
region has realized a net present
value debt service savings of

$990 million.

One of the major, ongoing cfforts
Initiated and continued through-
out the refinancing program has
been working with the national
bond rating services to communi-
cate cconomic vitality in the
region, BPA’s enhanced financial
flexibility, and lower fixed costs to
the federal system. The resulting
improvement in bond ratings and
excellent investor acceptance of
the bonds were evidence of the
solid program developed by a team
of dedicated and highly qualified
professionals.




BOARD OF DIRECTORS

Don Carter
Energy Services Director
City of Richland :

Vera Claussen (Sccretary)
Commissioner

Grant County PUD
Donald R. Clayhold

Manager
Benton County PUD

Edward E. Coates

Director
Department of Public Utilitics
City of Tacoma

Kenneth Cochrane
Commissioner

Franklin County PUD

Randall W. Hardy
Superintendent

Scattle City Light

Parker L. Knight (Vice President)

Commissioner
Skamania County PUD

Grays Harbor County PUD resigned its
membership in the Supply System in

Sept. 1989.

William G. Kuehne
Commissioner

Ferry County PUD

James G. Rowland
Commissioner
Okanogan County PUD

William D. Scott
Commiissioner
Chelan County PUD

Roger C. Sparks (President)
Commissioner
Kittitas County PUD

Arne Torget (Assistant Sccretary)
Commissioncr
Wahkiakum County PUD

Frank N. Ward
Commissioner
Klickitat County PUD
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N Administrative and Public Responsibility Committee

Vera Claussen, Chairman
Sam J. Farmer

Ray Foleen

Paul J. Nolan

Carl M. Halvorson, Ex Officio

N Audit, Legal and Finance Committee

Sam J. Farmer, Chalrman
Vera Claussen

John F. Cockburn

Paul J. Nolan

William D. Scott

Carl M. Halvorson, Ex Officio

H Construction Committee

Sydney Steinborn, Chairman
Kenneth Cochrane

Ray Foleen

William D. Scott

Carl M. Halvorson, Ex Officio

N Opcrations Committee

! Parker L. Knight, Chairman
John F. Cockburn
Sydney Steinborn
Frank N. Ward
Carl M. Halvorson, Ex Officio

8 Administrative (Performance) Audit Committee

Frank N. Ward, Chairman
Kenneth Cochrane

Ray Foleen

Parker L. Knight

Carl M. Halvorson, Ex Officlo
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MANAGEMENT REPORT ON
RESPONSIBILITY FOR FINANCIAL REPORTING

The management of the Supply System is responsible for preparing the accompanying financial
statements and for their integrity. The statements were prepared in accordance with generally accepted
accounting principles applied on a consistent basis, and include amounts that are based on management'’s best
estimates and judgments.

The financial statements have been audited by Deloitte & 'I‘ouche, the Supply System’s independent
auditors. Management has made available to Deloitte & Toucheall financial records and related data, and believes
that all representations made to Deloitte & Touche during its audit were valid and appropriate.

Management has established and maintains a system of internal control that provides reasonable
assurance as to the integrity and reliability of the financial statements, the protection of assets from unauthorized
use or disposition, and the prevention and detection of fraudulent financial reporting. The system of internal
control provides for appropriate division of responsibility and is documented by written policies and procedures.

The Supply System maintains an ongoing internal auditing program that provides for independent
assessment of the effectiveness of internal controls, and for recommendations of possible improvements thereto.
Inaddition, Deloitte & Touche has considered the internal control structure in order to determine their auditing
procedures for the purpose of expressing an opinion on the financial statements. Management has considered
recommendations madeby the internal auditor and Deloitte & Touche concerning the system of internal control
and has taken appropriate action to respond to the recommendations. Management believes that as of June 30,
1990, the system of internal control is adequate.

D

D. W. Mazur J. D. Perko
Managing Director Chief Financial Officer

AUDIT, LEGAL AND FINANCE COMMITTEE
- CHAIRMAN'’S LETTER

The Executive Board’s Audit, Legal and Finance Committee is composed of five independent diréctors.
Members of the Committee are Sam J. Farmer, Chairman;Vera Claussen; Paul J. Nolan; William D. Scott; John F.
Cockburn; and Carl M. Halvorson, Ex Offxcxo The Committee held twelve meetings durmg the fiscal year ended
June 30, 1990..

The Committee oversees the Supply System’s financial reporting process on behalf of the Executive Board.
In fulfilling its responsibility, the Committee recommended to the Executive Board the selection of the Supply
System’s independent auditors, discussed with the internal auditor and the independent auditors the overall
scope and specific plans for their respective audits, and reviewed the Supply System’s financial statements and
the adequacy of the Supply System’s internal controls.

The Committee met regularly with the Supply System’s internal auditor and independent auditors to
discuss theresults of their examinations, their evaluations of the Supply System’s internal controls, and the overall
quality of the Supply System’s financial reporting. The meetings were designed to facilitate any private
commumcatnon with the Committee desired by the internal auditor or independent auditors.

WW

Sam JVFarmer
Chairman, Audit, Legal and Finance Committee
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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 S as of June 30, 1990, 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 auditincludes 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, 1990, and the results of their operationsand cash flows for the
year then ended in conformity with generally accepted accounting principles.

As discussed in Note E 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 dxscussed in
Note D to the financial statements, creditors of Nuclear Projects Nos. 4 and 5 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.

TheSupply System adopted StatementNo.9 of the GovemmentalAccountmgStandards Board, Reporting
Cash Flows of Proprietary and Nonexpendable Trust Funds and Governmental Entities That Use Proprietary Fund
Accounting, for the year ended June 30, 1990, which is a change in presentation from the statement of changes
in financial position presented in the prior year.

Deeloitts + T

Seattle, Washington
September 7, 1990 (except for
Cost Sharing Litigation in Note E
for which the date is October 11, 1990)
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BALANCE SHEETS ‘
As of June 30, 1990 Dollars in thousands

NUCLEAR PACKWOOD HANFORD NUCLEAR NUCLEAR NUCLEAR
PROJECT LAKE GENERATING PROJECT PROJECT PROJECTS
NO.2 PROJECT PROJECT NO.1 NO. 3* NOS. 4/5*
. ASSETS
UTILITY PLANT (NOTE B) o
In service $3,320,882 $12,414 $67,619 § 12,054 $ 1,710
Improvements to U.S.
government facilities 22,922
Allowance for depreciation ‘ :
and amortization (599,206) (7,209) (74,958) (3,192) (1,093)
2,721,676 5,205 15,583 8,862 617
Nuclear fuel 170,890 257,683 34,835
Allowance for amortization (88,040) ¢
82,850 257,683 34,835
Construction work in progress 23,944 2,246,010 1,828,523
Terminated projects -
net realizable value $ 3,973
2,828,470 5,205 15,583 2,512,555 1,863,975 3,973 ,
RESTRICTED ASSETS (NOTE B)
Special funds . °
Cash ~ 14 4 6 425 1,203 356
Investments 38,720 296 3,398 124,762 20,427 5,898
Accounts receivable 5,536 6,616 585
Due from other projects 8,189 251 18,689
Prepayments and other 58 57 17
’ 38,734 300 3,404 138,970 28,554 25,545
Debt service funds .
Cash 10 26 12 489 46 22
Investments 157,914 623 8,635 248,272 163,499 63,419
196,658 949 12,051 387,731 192,099 88,986
CURRENT ASSETS
Cash 1,003 18 4 39 59
Investments 30,560 1,484 2,891 20,059 77,220
Accounts receivable 1,630 307 4
Due from other projects 56 2,206
Due from other funds 26,627 45 1,337 30,562 18,285 |
Materials and supplies 33,486 1 375 ' |
" Prepayments and other 2,108 3 . 4
. 95,470 1,858 4,611 52,870 95,564
DEFERRED CHARGES
Costs in excess of billings : 2,936
Unamortized regulatory studies 1,433
Unamortized debt expense 18,677 15 26 22,543 22,692
‘ ‘ 20,110 2,951 26 22,543 22,692 ‘
TOTAL ASSETS $3,140,708 $10,963 $32,271  $2,975,699  $2,174,330 $92,959

* Supply System’s ownership share (Note A)

-




NUCLEAR PACKWOOD ' HANFORD NUCLEAR NUCLEAR NUCLEAR
PROJECT LAKE GENERATING PROJECT PROJECT PROJECTS
NO. 2 PROJECT PROJECT NO. 1 NO. 3* NOS. 4/5°
LIABILITIES
"DEFICIENCY IN ASSETS $(3,690,399)
BILLINGS IN EXCESS OF COSTS § 785,038 $10,571 § 575,673 § 211,569
LONG-TERM DEBT (NOTE C) ’ ]
Revenue bonds payable 2,309,415 $ 9,041 17,105 2,341,650 1,914,822
Unamortized discount ‘ /
on bonds - net : (43,326) (58) (142) (52,176) (49,620)
2,266,089 8,983 16,963 2,289,474 1,865,202
DEBT IN DEFAULT, CURRENTLY
PAYABLE (NOTE D) -
Revenue bonds payable 2,250,000
'Subordinated revenue notes 66,201
2,316,201
LIABILITIES - PAYABLE FROM m
RESTRICTED ASSETS (NOTE B)
Special funds
Accounts payable and accrued
expenses 11,645 3,911 3,114 25,322
Due to other projects 18,523 8,038
Due to other funds 23,902 20 903 18,849 3,539
‘ 35,547 20 903 22,760 25,176 33,360
Debt service funds ,
Accrued interest payable 1,172 110 185 76,048 54,133 1,429,501
Accounts payable . 4,296
- Due to other funds 2,725 25 434 . 11,713 14,746
. 39,444 155 1,522 110,521 94,055 1,467,157
CURRENT LIABILITIES
Accounts payable and accrued , ,
expenses 46,001 57 43 31
Due to participants 3,573 1,680 207 3,504
Due to other projects 563 6 2,261 :
- 50,137 1,743 2,511 31 3,504
DEFERRED CREDITS
Deferred gain on redemption
of revenue bonds 82 704
COMMITMENTS AND
CONTINGENCIES (NOTE E)
TOTAL LIABILITIES $3,140,708 $10,963 $32,271 82,975,699 §2,174,330 $ . 92,959
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STATEMENTS OF OPERATIONS

For the year ended June 30, 1990

Dollars in thousands

NUCLEAR

NUCLEAR

PACKWOOD  HANFORD . NUCLEAR NUCLEAR
PROJECT LAKE GENERATING PR%ECT PRO&ECI‘ PROJECTS
NO.2 PROJECT PROJECT NO. 1 NO. 3 NOS. 4/5
OPERATING REVENUES $ 561,398 $1,173
OPERATING EXPENSES
Nuclear fuel 26,429
Fuel disposal fee .6,521
Decommissioning 2,566 -
Depreciation and amortization 103,618 428
Operations and maintenance 102,617 484
Administrative & general 32,316 110
Taxes 2,432 7
Total operating expenses 276,499 1,029
NET OPERATING REVENUES 284,899 144
OTHER INCOME & EXPENSE
Non-operating revenues $2,067 $ 360,080 $ 348,077 $ 5,090
Investment income . 18,890 203 1,164 26,048 15,976 5,881 .
Interest expense and ‘ .
discount amortization (191,424) (347) (683) (153,683) 97,293)  (229,014)
Depreciation and maintenance . (2,820)
Termination and asset
disposition expenses * (6,963)
Decrease in recoverable value :
estimates (1,087)
. Other (7,035) 272 2,964
NET REVENUES BEFORE
EXTRAORDINARY ITEM 105,330 0 - 0 232,445 266,760  (223,129)
EXTRAORDINARY ITEM
Loss on bond refunding (Note C) (105,330) (232,445) (266,760)
NET REVENUES $ 0o $ 0 $ O $ 0 §
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STATEMENTS OF CASH FLOWS

For the year ended June 30, 1990 Dollars in thousands
NUCLEAR  PACKWOOD  HANFORD NUCLEAR  NUCLEAR  NUCLEAR
NS i CRGMNC  MOQRT QR Mgren
CASH FLOWS FROM
OPERATING ACTIVITIES
Net operating revenues . $ 284,899 § 144
Adjustments to reconcile net
operating revenues to cash
provided by operating activities:
Amortized revenues ' (211,232) 1,476
Depreciation and amortization 130,047 428
Decommissioning 2,566
Change in operating assets
and liabilities: ‘
Accounts receivable © 1,000
Materials and supplies 12,874)
Prepaid and other assets (332) - Q)
Due from/to other projects,
funds and participants 219 (1,277)
Accounts payable 8,287 11
Non-operating revenue receipts ' $6,372 $§ 8,731
Cash payments for non-operating expenses (353) . $ (5625 (6,567)
Distributions of operating surplus (1,989) 1,680
Other ' (6,834)
Net cash provided/(used) by '
operating activities 205,313 781 4,030 (3,945) 2,164
CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES
Proceeds from bond refundings 604,858 1,107,062 $1,221,759
Refunded bonds escrow requirement (568,920) (1,060,396) (1,142,838)
Bond issuance costs paid (8,635) (18,026) (21,604)
Contributions for construction, ,
preservation and termination ' 56,576 186,756 - 118,219
Cash payments for preservation
and termination . (5,720) (6,149)
Capital and nuclear fuel acquisitions (51,115) 3) '
Interest paid on revenue bonds (189,257) (346) (556) (181,306) (122,622)
Principal paid on revenue bond ‘
maturities . (2,900) (303) (18,970) (11,315)
Net cash provided/(used) by capital ‘
and related financing activities (159,393) 652) (556) 9,400 35,450
CASH FLOWS FROM INVESTING
ACTIVITIES ‘
Purchase of investment securities (1,022,436) (9,813) (30,028) (1,013,199) (817,425) (300,514)
Sales of investment securities 958,047 9,518 25,824 982,647 765,700 292,891
Interest on investments 17,867 149 741 24,853 15,601 5,374
Net cash provided/(used) by investing ”
activities ‘ ' (46,522) (146)  (3,463) (5,699) (36,124) (2,249)
NET INCREASE/(DECREASE) IN CASH - (602) (17) - 11 (244) (674) (85)
CASH AT JUNE 30, 1989 1,629 65 11 1,197 1,982 463
CASH AT JUNE 30, 1990 (NOTE B) s 1,027 § 48 § 22 § 953 § 1308 § 378
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OUTSTANDING LONG-TERM DEBT

As of June 30, 1990 Dollars in thousands
TRUE INITIAL SERIAL
DATE INTEREST OFFERING COUPON OR TERM
SERIES OF SALE COST (A) PRICES " RATE MATURITIES AMOUNT
NUCLEAR PROJECT NO. 2 REVENUE BONDS
1973 6-26-73 5.65% 100 5.10% 7-1:199i $ 3,000
100 5.70 7-1-2012 124,400
127,400
1974 7-23-74 7.21 (B) 6.80-6.90 7-1-91/1994 10,000
100 7.00 7-1-1999 15,000
100 7.375 7-1-2012 37,000
62,000
1974A i1-26-74 7.67 (B) 7.20 7-1-91/1994 8,800
100 7.40 7-1-1999 15,000
100 7.75 7-1-2012 78,000
- ‘101,800
1975A 3-6-75 6.88 ® 6.60 7-1-91/1994 8,100
' 100 6.60 7-1-1999 15,000
100 6.§75 7-1-2012 78,000
. 101,100
1976 6-3-76 6.63 100 5.80-6.25. ‘ 7-1-91/1998 16,955,
99.25 6.625 7-1-2006 42,300
100 6.75 7-1-2012 49,860
109,115
1976A 11-18-76 5.86 (B) 5.50-5.87§ 7-1-:91/2002 ' 66,050
100 6.00 7-1-2007 44,815
99.50 6.00 7-1-2012 60,990
171,855
1978 7-11-78 6.71 100 5.70-6.60 7-1-91/2000 46,660
100 6.80 7-1-2006 - 45,520
100 6.875 7-1-2012 66,230
" 158,410
1979 3-13-79 6.49 (B) 5.50-6,00 7-1.91/1999 39,075
100 6.40 7-1-2004 33,490
100 6.75 7-1-2012 - 83,605
156,170
1979A 10-17-79 7.69 (B) 6.80-7.30 *7-1-91/1999 27,715
100 7.60 7-1-2004 23,050
100 ?.75 7-1-2012 - 57,000
(A) Bascd on original issuc M

(B) Various prices

(C) Excludes amounts dueJ uly 1, 1990
(D) Includes amounts due July 1,1990
(E) Compound mterest bonds”




SERIAL

TRUE INITIAL
DATE INTEREST OFFERING COUPON OR TERM
SERIES OF SALE COST (A) PRICES RATE MATURITIES AMOUNT
NUCLEAR PROJECT NO. 2 REVENUE BONDS (Continued)
1980 10-21-80 9.63% 118.13 10.90% 7-1-1991  § 2,660
2,660
1981A 9.4-81 14.67 100 14.375 7-1-2001 30,000
59.958 8.25 7-1-2003 100,000
130,000
1982A 2-11-82 ' 15.04 100 12.0013.75  7-1-91/1996 23,295
100 14.50 7-1-2002 51,665
99.25 14.75 7-1-2012 159,100
: 234,060
1982B 5-20-82 13.92 100 12.00-13.00  7-1-91/1996 27,115
27,115
1982C 5-20-82 14.11 100 13.50 7-1-2002 56,960
100 13.875 7-1-2012 139,320
196,280
1990A 3-15-90 7.77 99.75 7.25 7-1-2003 73,705
98.50 7.50 7-1-2004 61,510
97.125 7.25 7-1-2006 -~ 35,790 '
98.75 7.625 7-1-2008 62,215
96.125 7.375 7-1-2012 189,625
~ 422,845
1990B 6-7-90 . 7.69 94.135 7.00 7-1-2012 200,840
200,840
$2,309,415 (C)
PACKWOOD LAKE PROJECT REVENUE BONDS
) 1962 3-20-62 3.66 99.425 - 3.625 3-1-2012 6,861
1965 11-4-65 3.76 - 100.50 3.75 3-1-2012 2,180 |
$9,041
HANFORD GENERATING PROJECT REVENUE BONDS
1963 5-8-63 3.26 98 3.25 9-1-1996 17,105
$17,105
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TRUE

INITIAL

L)

o - SERIAL
DATE INTEREST OFFERING COUPON OR TERM .
SERIES OF SALE COST (A) PRICES ‘RATE MATURITIES AMOUNT

NUCLEAR PROJECT NO. 1 REVENUE BONDS o

1975 91875 7.73% ® 6.757.40%  7-1:00/2000 '$ 30,200
© 100 7.70 712010 58,300
100 *7.75 712017 74,700
' 163,200
1976A 2476 6.84 ®) 6.00-6.25 7-1-90/1998 23,415
‘ : 100 6.90 7-1-2010 66,485
100 7.00 | 7412017 76,495
166,395
1976B . 83176 637 100 . 520590  7-1-90/1998 25,790
- : 100 1650 712010 66,940
99.50° 6.50 7-1-2017 71,235
- 163,965
19784 . 32178 5.69 ® 500550  7-1-90/2002 49,850
100 5.80 712010 50,920
, 100 5.875 712017 . 64,810
~ S 165,580
1978B 12:5-78 6.61 "®) 5.50-6.00 - 7-190/1998 26,745
| : - 100 635 712003 22,305
100 . 6.60 17-1-2009 . 38,190.
99.50, 6.80 ' 7-1:2017 81,150
* o ; ~ 168,390
1979 619-79 6.64 ®) 6.00 7-1-90/1998 21,020
100 6.40 7-1:2003 18,560
100 6.70 7-1:2009 32,370
100 6.80 7-1:2017 69,685
141,635
1980A 8-5-80 9.15 100 710825  71:90/1995 37,500
' ' 37,500
1981D 9-4-81, 15.42 100 14.375 7-1-2001 20,000
60.077 8.25 71-2003 30,000
100 15.00 - 712017 60,940
: ~110,940

(A) Based on original issue

(B) Various prices o

(C) Excludes amounts due July 1, 1990
(D) Includes amounts dueJuly 1,1990
(E) Compound interest bonds
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TRUE INITIAL . SERIAL
DATE INTEREST OFFERING COUPON ORTERM
SERIES OF SALE COST (A) PRICES RATE MATURITIES AMOUNT
NUCLEAR PROJECT NO. 1 REVENUE BONDS (Continued)

1982A 2-11-82 . 15.13% 100 11.50-13.75%  7-1-90/1996 § 25,255
100 14.50 7-1-2002 50,645
" 75,900
1989A 9-14-89 7.76 100 6.25-7.30 7-1-90/2002 35375
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
515,550
19898 12-7-89 7.44 100 6.70-7.25 7-196/2003 31,095
: 98.375 7.00 7-1-2005 2,100
. 100 7.40 7-1-2009 5,180
97.25 7.25 7-1-2015 50,040
98.533 7125 7-1:2016 41,070
129,485
1990A 3-15-90 7.73 ®) 6.30-7.60 7192/2005 72,705
92.75 7.00 7-1-2011 56,770
81.75 6.00 7-1-2017 55,635
185,110
1990B 6-7-90 | 7.75 (B) 7.00-7.20 7-1-99/2003 24,495
‘ 97.979 7.25 7-1-2009 - 72,770

98.913 7.25 712012 56,000
98.50 7.75 7-1-2017 164,735
318,000

32,341,650 (D)
NUCLEAR PROJECT NO. 3 REVENUE BONDS

1975 12-3-75 7.87 100 6.45-7.25 7-1:90/1998 18,245
100 7.875 7-1-2010 52,695

99.25 7.875 7-1-2018 71,160
142,100
1976 4-13-76 6.48 (B) 5.50-6.00 7-1-90/1998 13,175
99.625 6.50 7-1-2010 35,100
100 6.60 7-1-2018 45,295
93,570

23



TRUE INITIAL SERIAL
DATE INTEREST OFFERING COUPON OR TERM
SERIES QF SALE COST (A) PRICES RATE MATURITIES AMOUNT
NUCLEAR PROJECT NO, 3 REVENUE BONDS (Continued)
1977 . 7-12-77 5.71% (B) 5.00-5.50% 7-1-90/2000 $ 45,125
. 99.50 5.70 7-1-2009 63,535 '
99.50 5.80 7-1-2018 107,160
215,820
"1978 9-12.78 6.27 ®) 5.90-6.00 7-1-90/2004 56,800
100 6.375 7-1-2010 42,985
99 6.40 7-1-2018 90,630
190,415
1981A 2-11-81 11.18 102.62 9.50 7-1-90 2,695
2,695
1982A 2-11-82 15.22 100 11.50 7-1-90 500
500
1982B 5-20-82 14.24 100 11.50- 7-1-90 775
775
1989A 9-14-89 7.43 100 6,25-7.30 7-1-90/2002 34,320
. (B) (E) 7-1-2003/2014 19,684
98.533 7.25 7-1-2016 98,340
84.75 6.00 7-1-2018 54,570
| 206,914
1989B 12-7-89 7.39 100 6.40-7.15 7-1-93/2001 84,480
B) (E) 7-1-2004/2014 74,013
98.375 7.00 7-1-2005 85,690
T 100 7.40 7-1-2009 29,235
97.25 7.25 7-1-2015 226,230
98.533 7.125 7-1-2016 . 76,145
79.755 - 5,50 7-1-2017 62,560
79.525 5.50 7-1-2018 65,905
704,258
1990B 6-7-90 7.57 ®B) 6.30-7.25 17-1-91/2000 154,680
(B) (E) 7-1-2001/2010 39,290
98.923 7.375 7-1-2004 55,920
98 7.50 7-1-2018 107,885
357,775
31,914,822 D)

(A) Based on original issue
(B) Various prices

(C) Excludes amounts due July 1, 1990
(D) Includes amounts due July 1,1990

(E) Compound interest bonds




DEBT-SERVICE REQUIREMENTS
' TRANSFERS TO BOND FUND ACCOUNTS
As of June 30, 1990 Dollars in thousands

HANFORD GENERATING

NUCLEAR PROJECT NO. 2* PACKWOOD LAKE
PROJECT* PROJECT*
ilgAC{zL PRINCIPAL INTEREST TOTAL PRINCIPAL INTEREST TOTAL PRINCIPAL INTEREST TOTAL
1991 § 12,784 § 195073 § 207,857 - § 83 $ 331 § 414 $ 5318 §424  §5,742
1992 32,345 192,614 224,959 293 327 620 5,793 246 6,039
1993 34,780 190,211 224,991 305 316 621 1,639 58 1,697
1994 37,445 187,569 225,014 320 305 625 134 4 138
1995 40,375 184,663 225,038 333 - 293 626
1996 43,595 181,457 225,052 347 281 628 .
1997 60,930 177,924 238,854 367 269 636
1998 66,845 171,972 238,817 387 255 642 ’
1999 73,705 165339 239,044 422 241 663
2000 79,610 159,144 238,754 473 226 699 -
2001 90,435 152,239 242,674 498 208 706
2002 94,120 144,269 238,389 523 190 713
12003 - 151,230 135704 286,934 . 548 171 ° 719
2004 148,395 124,353 272,748 573 151 724
2005 83,740 112,802 196,542 599 130 729
2006 136,595 105,829 242,424 - 623 108 731
2007 139,215 94,814 234,029 648 86 734
2008 150,935 82,993 233,928 674 62 736
2009 164,180 70,052 234,232 572 37 609
2010 177,500 55928 233,428 274 16 290
2011 170,955 40,489 211,444 122 6 128
2012 299,685 25151 324,836 43 2 45
. 2013- :
2014
2015
2016
2017
2018
- $2,289,399 $2,950,589 $5,239,988 $9,027 $4,011  $13,038

-$12,884 §732  $13,616

- Excludes amounts remaining in Bond Fund accounts as of June 30, 1990 to be
used to satisfy fiscal year 1991 sinking fund requirements.
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DEBT-SERVICE REQUIREMENTS o
TRANSFERS TO BOND FUND ACCOUNTS *

As of June 30, 1990 Dollars in thousands

NUCLEAR PROJECT NO. 1**  NUCLEAR PROJECT NO. 3** NUCLEAR PROJECTS

NOS. 4/5%**
glggl{ﬂ, I;RINCIPAL lN'l'ERES'I; TOTAL PRINCIPAL  INTEREST - TOTAL PRINCIPAL ” INTEREST TOTAL
1991 § 24,455 $ 166,817 $ 191,272 § 17,995 § 118,605 $ 136,600 $2,250,000 $1,315,329 $3,565,329
1992 26,905 171,378 _ 198,283 25715 118,100 143,815
1993 28,910 169,495 198,405 30,745 116,517 147,262
1994 30,560 167,412 197,972 32,720 114,592 147,312
1995 32,365 165,154 197,519 34875 112,495 147,370
1996 35705 162,705 198,410 40,505 110,230 150,735
1997 39,925 160,061 199,986 29,395 107,560 136,955
1998 42,590 156,645 199,235 27,310 105,633 132,943
1999 58,315 152,894 211,209 61,215 103,839 165,054
2000 62,795 148,199 210,994 65,910 99,605 165,515
2001 68,160 143,039 211,199 = 64,265 101,617 165,882
2002 = 67,525 137,322 204,847 68,247 97,898 166,145
2003 59,040 131,449 190,489 70,247 96,428 166,675
2004 70,615 127,299 197,914 _ 53,836 108,279 162,115
2005 ' 62,820 122,295 185,115 54,771 106,649 161,420
2006 80,155 117,755 197,910 55,647 104,797 160,444
2007 85920 111,990 197,910 50,611 104,928 155,539
2008 92,115 105795 197,910 52,296 103,248 155,544
2009 98775 99,137 - 197,912 54,233 101,306 155,539
2010 105940 91,977 = 197,917 56,382 ° 99,155 155,537
2011 130,545 84,287 214,832 74,894 88,011 162,905
2012 140,100 74,725 214,825 88,817 83,785 172,602
2013 150,285 64,540 214,825 - 94,118 78,494 172,612
2014 161,640 53,182 214,822 99,835 72,768 172,603
2015 174330 40495 214,825 133,705 38,903 172,608
2016 187,320 27,503 214,823 143,140 29,467 172,607
2017 200,590 14,238 214,828 153,150 19,459 172,609
2018 162,580 10,025 172,605

$2,318,400 $3,167,788 $5,486,188 $1,897,159 $2,552,393 $4,449,552 $2,250,000 $1,315,329 53,565,32.9"

** Excludes payments of bond fund principal and interest made on July 1, 1990,
and amounts remaining in Bond Fund accounts as of June 30, 1990 to be used to
satisfy fiscal year 1991 sinking fund requirements.

*** Excludes principal and interest on subordinated revenue notes; refer to Note D -

Nuclear Projects Nos. 4 and 5 Termination, Bond Default and Litigation, and
Note E - Commitments and Contingencies.
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. NOTES TO FINANCIAL STATEMENTS

—
Note A-General

ORGANIZATION

The Washington Public Power Supply System (Supply
System),a municipal corporationand joint operatingagency
of the State of Washington, was organized in 1957, It is
empowered to finance, acquire, construct and operate
facilities for the generation and transmission of electric
power. On June 30, 1990, its membership consisted of 10
public utility districts and the cities of Richland, Seattle,
and Tacoma. Allmembers own and operate electricsystems
within the State of Washington. The Supply System has no
taxing authority.

SUPPLY SYSTEM PROJECTS

The Supply System operates Nuclear Project No. 2, a
1,100 MWe generating plant completed in 1984, and the
Packwood Lake Hydroelectric Project (Packwood), a 27.5
MWe plant completed in 1964.

. The Hanford Generating Project (HGP),a 860MWe plant
which used by-product steam from the Department of
Energy’s dual-purposeNew Production Reactor (N-Reactor),
was completed in 1966 and operated through 1986. In
January 1987, the N-Reactor was shut down for safety
improvements. In October 1989, the Department of Energy
placed the N-Reactor in dry lay-up status for an

undetermined length of time, eliminating HGP’s present

energy source,

Nuclear Project No. 1, a 1,250 MWe plant, is 65 percent
complete and is in the ninth year of a construction delay.
Nugclear Project No. 3, a 1,240 MWe plant, is 75 percent
complete and is in the eighth year of a construction delay.
Nuclear Project No. 1 is wholly owned by the Supply
System. Nuclear Project No, 3 is jointly owned, 70 percent

by. the Supply System and 30 percent by four investor-.

owned utilities (Pacific Power & Light Company, Portland
General Electric Company, Puget Sound Power & Light
Company, and The Washington Water Power Company).

Nuclear ProjectsNos. 4 and § were terminated on January
22,1982 and are currently in an asset sales phase, The asset
sales program was completed in August 1990. Nuclear
Project No. 4 is wholly owned by the Supply System.
Nuclear Project No. 5 is jointly owned, 90 percent by the
Supply System and 10 percent by Pacific Power & Light
Company.

Each Supply System project is ﬁnanced and accounted
for as a utility system separate from all other current or
future projects with the exception of Nuclear Projects Nos.
4 and § which are treated as one utility system,
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More than 100 Northwest utilities have purchaséd allof
the project capability of Nuclear Projects Nos. 1, 2 and the
Supply System’s 70 percent ownership share of Nuclear -
Project No. 3. Pursuant to the terms of their purchase
agreements, they are obligated to pay the annual costs of
each project, including debt service, whether or not the
project is completed, operable or operating and
notwithstanding the suspension, reduction orcurtailment
of project output. These project participants have resold
such capability to the Bonneville Power Administration
(BPA) and in return BPA is obligated to pay annual costs of
these projects, including debt service, by a procedure
referred to as net-billing. Under net-billing, project
participants pay the Supply System their respective shares
of annual costs and BPA pays project participants identical
amounts by reducing amounts due to BPA by particlpants
under power sales agreements.

Eighty-eight project participantsin Nuclear Projects Nos.
4and 5 were originally obligated by contract to pay annual
costs of Nuclear Projects Nos. 4 and 5, including debt
service, whether or not the projects were completed.
However, these contracts have been declared invalid. BPA
has no obligation with respect to annual costs of Nuclear
Projects Nos. 4 and S.

All electrical energy produced by Supply System projects
is delivered to electrical distribution facilities owned and
operated by BPA as part of the Federal Columbia River
Power System. BPA in turn distributes the electricity to
electrical utility systems throughout the Northwest,
including participants in Supply System projects, for
ultimate distribution to consumers. BPA is obligated by law
to establish rates for electric power which will recover the
cost of acquisition (including all payments under net-
billing agreements), and its other costs.

»

Note B-Summary of Significant Accountmg
Policies

BASIS OF ACCOUNTING

The Supply System has adopted accounting policies and
practices that are in accordance with generally accepted
accounting principles applicable to governmental utilities.
Accounts are maintained in accordance with the uniform
system of accounts of the Federal Energy Regulatory
Commission. Separate funds and books of account are
maintained for each utility system. Payment of obligations
of one utility system with funds of another utility system



is prohibited, and would constitute a violation of bond
resolution covenants,
UTILITY PLANT

Utility plant is stated at original cost, and is depreciated
by the straight-line method over the estimated useful lives

. of the various classes of plant in service. Improvements to

U.S. government-owned facilities are amortized over the
period covered by the contract for dual-purpose operation
of the U.S. Department of Energy’s N-Reactor.

During the normal construction phase of a project, the
Supply System’s policy is to capitalize all costs relating to
the project, including interest expense (net of interest
income), and administrative and general expense.

The Supply System discontinued capitalizing interest
expense (net) applicable to Nuclear Projects Nos. T and 3
effective July 1, 1984 because of the extended delay of
these projects. The interest expénse, which is funded by
payments under net-billing agreements, will not be
capitalized during the delay period.

The asset values of Nuclear Projects Nos. 4 and § have
been reduced to estimated net realizable values, which are
based on Supply System staff estimates. Interest expense,
terminatlon expensesandassetdisposition costsare charged
to current operations.

NUCLEAR FUEL . '

All expenditures related to the purchase of nuclear fuel
are capitalized and carried at cost. Starting at such time

the fuel is placed in the reactor, the fuel cost is amortized '

to operating expense on the basis of quantity of heat
produced for generation of electric energy, Current period
operating expense for Nuclear Project No. 2 includes a
charge for future spent nuclear fuel storageand disposal to
be provided by the Department of Energy in accordance
with the Nuclear Waste Policy Act of 1982, No provision
has been made for additional storage and disposal costs
which may be jncurred by the Supply System prior to
transfer of spent fuel to the Department of Energy.

Under certain exchange agreements, the Supply System
has transferred to third parties approximately 2.1 million
pounds of Nuclear Project No. 1 uranium concentrates
(U,0,) with a cost of $62.3 million. In return the Supply
System will receive, in future years, equivalent quantities of
uranium hexafluoride (UE). These exchange agreements
have been secured by bank letters of credit at current

market value, adjusted semiannually. The cost of this

uranium is included in the carrying amount of Nuclear
Project No. 1 nuclear fuel.
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RESTRICTED ASSETS

Inaccordance with project bond resolutions and related
agreements, separate restricted funds are established for
each of the projects. The assets held in these funds are
restricted for specific uses including construction, debt
service, capital additions, extraordinary operation and
maintenance, termination, and decommissioning.

CASH AND INVESTMENTS

Cash and investments for each utility system are
separately maintained. The Supply System’s deposits are
insured by federal depository insurance or through the

Washington Public Deposit Protection Commission.

Supply System investment policies limit investment
authority to obligations of the United States Treasury,
Federal National Mortgage Association, Federal Home
Loan Banks, Farm Credit System, and Federal Home Loan
Mortgage Corporation. Investments are statedatamortized
cost and include accrued interest. The combined carrying
valueof investments forall projectsatyear-end (including
accrued interest) approximates market value.

Inaccordance with StatementNo.9 ofthe Governmental
Accounting Standards Board, statements of cash flows

+have been presented for the year ended June 30, 1990. For

purposes of the statements of cash flows, the term “cash”
includes unrestricted and restricted cash balances. Short-
term, highly-liquid investments are not considered cash
equivalents.

MATERIALS AND SUPPLIES

Materialsand suppliesarevaluedat cost, using weighted-
average methods.

FINANCING EXPENSE AND BOND DISCOUNT

Financing expense and bond discount are amortized to
operating cost overthe terms of therespectivebond issues.

CURRENT MATURITY OF REVENUE BONDS

Current maturities of revenuebonds payable arereflected
in Long-Term Debt- Revenue Bonds Payable, and funding
of current maturities is reflected in Restricted Assets - Debt
Service Funds.

REVENUES - OPERATING I’RO]ECTS AND DELAYED

PROJECTS

Inaccordance with bond resolutions, the Supply System
is authorized to recover actual cash requirements for
operations and debt service for each project over the life of
the project. Accordingly, the Supply System records
revenues equal to operating costs for each period. No net

incomeorlossisrecognized, and noequityisaccumulated.




The difference between cumulative revenues received
and cumulative operating costs is reported on the balance
sheetaseitherbillingsin excessof costs (lability) oras costs
inexcess of billings (deferred charge), as appropriate. Such
amounts will be recorded as revenues, or costs, during
future operating periods. :

DECOMMISSIONING

Estimated Nuclear Project No. 2 decommissioning costs
arebeingaccrued and funded currently. Monthly payments
are made into a sinking fund which, with accumulated
interest, is expected to be adequate to fund
decommissioning costs at the end of the 40-year plant
operating life. Decommissioning costs are currently
estimated at $403 million (in 1987 dollars). Payments to
~the decommissioning fund for the year ended June 30,

1990 aggregated $2,566,000and the balance of thefund at

June 30, 1990 was $8,275,183.

RETIREMENT PLAN

Substantially all Supply System full-time¢ employees
participate in the statewlde local government Public
Employees’ Retirement System (PERS). PERS is a
contributory multi-employer cost-sharing retirement
system administered by the State of Washington through
the Department of Retirement Systems.

PERS contains two plans. Plan I members (employed on
or before September 30, 1977) may retire with full benefits
at age 60 with at least five years of credited service, at age
$5 with 25 years of service, or upon reaching 30 years of
service regardless of age, Plan Il members (employed after
September 30, 1977) may retire with full benefits at age 65
withatleast five years of credited service, orwith actuarially
reduced benefits at age 55 with 20 years of service.

The Officeof theState Actuary, using methods prescribed
by statute, determines actuarially required contribution
rates. However, the rates actually levied are determined by
the legislature. Contribution rates are not necessarily
adequateto fully fund the plan. While the Supply System’s
contributions for the year ended June 30,1990 of
$4,646,696 on a covered payroll of $71,256,983 represent

_its full liability under the system, any unfunded future
pension benefit obligation could be, reflected In future
yearsas higher contribution rates. Asof December31, 1988
(the Jatest actuarial valuation date) the pension benefit
obligation of PERS, which is the actuarial present value of
credited projected benefits adlusted for the effects of
projected salary increases, was $6.7 billion. As of the same

date, the value of net assets available to satisfy presentand -

future pension benefit obligations was $5.3 billion.

Contributions for the year ended June 30, 1990 were as
follows:
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PlanI Plan II
= Ratc Amount Rate Amount
Employer Contributions ' .
Actuanally determined
requ frement 8.51% $1,251,433 7.23% $4,088,679

Actual Suppl
System contributions 6.50% $ 955,649 6.53% $3,691,047

Employec Contributions

Actuarially determined

requirement 6.00%*$ 882,679 4,79% $2,708,819
Actual employee

contributions 6.00% $ 882,679 4.67% $2,642,028
* Fixed at 6.00% )

Note C-Long-Term Debt

Except for Nuclear Projects Nos. 4 and 5, which were
financed together as one utility system, all Supply System
projects are 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.

During the year ended June 30, 1990, the Supply System
Issued $3.037 billion in net-billed bonds forNuclear Projects
Nos. 1, 2 and 3 to ‘advance refund $2.261 billion of
outstanding bonds with an ayerage interest rate of 12.9
percent. The net proceeds of the new issues were deposited
in separate irrevocable trusts under the control of escrow
agentsto provide forall future debt service paymentson the
refunded bonds. As a 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, 1990, the aggregate debt service payments for Nuclear
Projects Nos. 1, 2 and 3 have been reduced resulting in an
economic gain (difference between the present values of
the old and new debt service payments) of $261 million,
$104 million, and $312 million, respectively,

Asummary of fiscal year 1990 bond refundings by project
and series is presented on the following page. Outstanding
revenue bonds of the various projects as of June 30, 1990,
are presented on pages 20 through 24, and debt service
requirements for these bonds are presented on pages 25
and 26.

SECURITY-NUCLEAR PROJECTS NOS. 1, 2 AND 3

Project participants have purchased all of the project
capability of Nuclear Projects Nos. 1 and 2 and the Supply
System'’s 70 percent ownership share of Nuclear ProjectNo.
3. The Department of Energy, acting by and through BPA,
has in turn acquired the entire project capability from the
project participants under contracts referred to as net-
billing agreements. Under the net-billing agreements for
each of the projects, project participants are obligated to
pay the Supply System their pro rata share of total annual




FISCAL YEAR 1990 BOND REFUNDINGS - .

Dollars in thousands Scries 1989A Series 1989B Series 1990A Series 1990B All Scrics
NUCLEAR PROJECT NO. 1 )
Size of issue $515,550 $129,485 $185,110 $318,000 $1,148,145
Amount of bonds refunded 396,420 108,580 154,500 204,060 863,560
Accounting loss 94,927 20,974 14,370 102,174 232,445
Reduction in aggregate ' ‘

debt service payments 348,160 27,160 5,598 " 95,768 476,686 .
NUCLEAR PROJECT NO. 2
Size of issue 422,845 200,840 623,685
Amount of bonds refunded 354,090 135,900 489,990
Accounting loss - 44,043 61,287 105,330
Reduction in aggregate

debt service payments . 12,210 34,817 47,027
NUCLEAR PROJECT NO. 3 ’ '
Size of issue 205,898 701,566 357,695 1,265,159
Amount of bonds refunded 148,500 465,925 292,735 907,160
Accounting loss 39,727 174,140 52,893 266,760
Reduction in aggregate - : )

debt service payments 150,406 308,284 52,369 511,059

costs of the respective projects, including debt service on
bonds relating to each project, and BPA in turn is obligated
to pay the participants ldentical amounts by reducing
amountsdueto BPA by participants under BPA power sales
agreements. The netbilling agreements provide that
project participants and BPA are obligated to make such
payments whether or not the projects are completed,

operableoroperatingandnotwithstanding thesuspension,

interruption, interference, reduction or curtailment of the
projects’ output. The validity of the net-billing agreements
was challenged in November 1982. In May 1983, the U.S.
District Court of Oregon declared that the net-billing
agreements were binding, and this decisionwasupheld on
appeal.

SECURITY-NUCLEAR PROJECTS NOS. 4AND §

In connection with the issuance of the generating
facilities revenue bonds for Nuclear Projects Nos. 4 and §,
the Supply System pledged the revenues to be derived
under participants agreements with 88 utilities operating
principally in the Northwest. The participants agreements
provided that each participant pay its respective share of
annualcosts, including debtservice on thebonds, whether
or not the projects were completed, operable, or operating
and notwithstanding the suspension, interruption,
interference, reduction or curtailment of the projects’
output. Payments from the participants forNuclear Projects
Nos. 4 and § termination costs and debt service were due
beginning January 25, 1983. As a result of a ruling by the
Washington StateSupreme Courtdeclarmg theparticipants
agreements invalid, payments due under the participants
agreements were not made and an event of default, as
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defined in the bond resolution, occurred on July 22, 1983
(see Note D).

SECURITY-HANFORD GENERATING PRO]ECT

It was initially intended that Nuclear Project No. 1 be
constructed next to the Hanford Generating Project
(HGP) to provide the energy source to operate the
project when the Department of Energy ceased operation
of the N-Reactor. To allow for construction of Nuclear

Project No. 1, it would have been necessary to shut down -
HGP on October 31, 1977, Because studies at that time

indicated that generating resources in the Pacific North-
west would be inadequate in the late 1970s and early
1980s, the Supply System and BPA determined that HGP
shouldbekept available for power production. Therefore,
the ‘Nuclear Project No. 1 net-billing,  exchange and
project agreements were amended to provide for the
separation of Nuclear Project No. 1 from HGP.

The amended agreements provide for the payment of
all HGP debt service costs, net of investment income, by
Nuclear Project No. 1 participants, beginning July 1,
1980, regardless of continued operation of the N-Reactor,
and that other costs, to the extent not otherwise provided
for, be treated as Nuclear Project No. 1 costs with HGP
having a first claim on the revenues of that project.

SECURITY-PACKWOOD LAKE HYDROELECTRIC
PROJECT

Under power sales agreements, 12 member purchasers
have purchased all of the project capability of Packwood.
The member purchasers are obligated to pay annual costs




of the project, including debt service, whether or not the
project is operable, until outstanding bonds are paid or
provision is made for the retirement in accordance with
provisions of the bond resolution.

Note D-Nuclear Projects Nos. 4 and 5
Termination, Bond Default, and Litigation

In January 1982, the Supply System’s Nuclear Projects
Nos. 4 and 5 were terminated when construction was 24
percentand 16 percentcomplete, respectively. The Supply
System had previously issued $2.25 billion of bonds to pay
costs of the projects.

The participants agreements (discussed in Note Cunder
Security-Nuclear Projects Nos. 4 and §) provided thateach
participant pay its respective share of the debt service on
the bonds and termination costs begmnmg January 25,
1983. Payments due under the participants agreements
were not made pending a judicial determination of the
participants' authority and obligation to pay. On June 15,
1983, and again on November 6, 1984, the Washington
State Supreme Court ruled that Washington municipal
utilities did not have statutory authority to enter into the
- participantsagreements, thusinvalidating theagreements.
TheSupply System and Chemical Bank, trustee forNuclear
Projects Nos. 4 and 5 bondholders, petitioned the U.S.
Supreme Court for grant of a writ of certiorari by which the
state courtdecision mightbereviewed by thatcourt. Grant
of the writ was denied by the U.S. Supreme Court on April
29, 1985.

OnJuly 22, 1983, the Supply Systemacknowledged that
it could not pay Nuclear Projects Nos. 4 and 5 obligations

as they became due. This admission represented anevent |

of default under the Nuclear Projects Nos. 4 and S bond

resolution. OnJuly 25, 1983, Chemical Bank, asbond fund -

trustee, demanded that all remaining project funds be
transferred to it to be held in a special account. On August
18, 1983, Chemical Bank declared the principal of all

- Nuclear Projects Nos. 4 and 5 revenue bonds and interest

accrued thereon to be due and payable immediately.

In early 1983, a number of securities fraud class actions
were filed in federal courts on behalf of purchasers of
Nuclear Projects’Nos. 4 and S bonds. Other suits by
plaintiffson theirownbehalfwere filedin federal and state
courts. Thedefendantsnamedincluded theSupply System,
its member utilities, and Nuclear Projects Nos. 4 and 5
participants. The lawsuits alleged violations of federal and

state securities law, fraud, misrepresentation, negligence -

and breach of contract, and sought monetary damages,
rescission and restitution. The federal actions were
consolidated in a single multidistrict proceeding in the
. United States District Court for the Western District of
Washington under the caption In re WPPSS Securities
»+» Litigation, MDL 551 (MDL 551).

In August 1983, Chemical Bank filed a lawsuit.in United
States District Court forthe Western Districtof Washington,
on behaif of all Nuclear Projects Nos. 4 and 5 bondholders,
against the Supply System, all Nuclear Projects Nos. 4 and
§ participants, and Supply System member utilities. The
lawsuit alleged claims and sought relief similar to that
alleged and sought in MDL 551,

AnotllerlaWsuit, Habennanv, WPPSS, etal. (Habennan), was
filed against the Supply System and othersina Washington
State court by a number of Nuclear Projects Nos. 4 and 5
bondholders alleging substantially the same allegations as
were made in the federal cases.

The lawsuits described above sought to recover the

bondholders’ investment in the principal amount of $2.25

billion, plus unspecified damages, interest, costs and
attorneys’ fees.

In September 1988, the Supply System’s Executive Board
approved an agreéement in principle to settle claims against
theSupply Systemin MDL 551,the Chemical Bank litigation,
and related litigation including the Haberman action. A
definitive agreement has been executed. The agreement
provides for entry of judgment dismissing with prejudice
any and all claims which have been, could have been, or
might in the future be asserted against the Supply System
by members of the classes in MDL 551, by Nuclear Projects
Nos. 4 and S bondholders represented by Chemical Bank,
orbybond purchasers in any otheraction arising out of the
subject matter of MDL 551.

The agreement calls for the Supply S&stem to consent to

+ future entry of a judgment on the contract claim on the

" Nuclear Projects Nos. 4 and 5 bonds brought by MDL 551

class plaintiffs and Chemical Bank. All other claims against
the Supply System are to be dismissed. The amount of said

" judgment shall be equal to the aggregate unpaid principal
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amount of the Nuclear Projects Nos. 4 and § bonds and
accrued interestthereonatthetimethe judgmentisentered.
As of June 30, 1990, the amount of such accrued interest
was approximately $1.315 billion. That judgment shall be
entered only upon a final judgment or final settlement of
all claims in MDL 551 and the Chemical Bank litigation.
Recourseforsatisfaction of the judgmentis expressly limited
as provided in the Nuclear Projects Nos. 4 and 5 bond
resolution to the funds and assets of the Supply System
pledged to secure the Nuclear Projects Nos. 4 and S bonds.

All defendants in MDL 551 and the Chemical Bank
litigation have reached agreements to settle claims against
them. The total amount to be paid under these settlements
in MDL 551 exceeds $650 million, not including past
payments by the Supply System and future payments from
the proceeds of asset sales of Nuclear Projects Nos. 4 and §,
and not including proceeds of certain insurance claims
assigned by defendants to plaintiffs.




In April 1989, certain present holders of Nuclear Projects
Nos. 4 and 5 bonds served the Supply System and others
with noticeofasuit, entitled Heereyv. Supply System (Heerey),
in New York State Supreme Court for the County of
New York which seeks $750 million and other rellef. The
plaintiffs in Heerey allege that the Supply System and other
defendants are liable to the plaintiffs for nonpayment of
interest and principal on the Nuclear Projects Nos. 4 and 5
bonds, based on comimon law fraud and other theories.
The district court in MDL 551 and the Chemical Bank
litigation has prevnously ruled that Chemical Bank
represents all of the holders of Nuclear Projects Nos. 4 and
5 bonds.

In another lawsuit entitled Hoffer v. State of Washington
(Hoffer), certain purchasers of Nuclear ProjectsNos. 4 and

5 bonds have filed claims on behalf of-all bondholders

against the State of Washington, the state auditor and
otherelected officials, assergingthatthestatelsliabletothe
plaintiffs for damages. The State of Washington has
advised the Supply System that, if the litigation against the
State of Washington is not resolved, it will file cross claims
against the Supply System and the other MDL 551
defendants.

All of the settlements were approved by the court on
September S, 1989. The court found that Chemical Bank
represented all Nuclear Projects Nos. 4 and 5 bondholders

-in the litigation, . The court’s ruling permanently bars
Chemical Bank and all Nuclear Projects Nos. 4 and 5 bond

purchasers from commencing, prosecuting, or continuing

any action against the Supply System arising out of or
relatingtotheallegations orsubjectmatterofthelitigation.
The ruling, however, will not preclude Chemical Bank
from continuing with the costsharing litigation descr]bed
in Note E below.

The plaintiffs in Heerey and Hoffer have filed notices of
appeal. Anindividual bondholder has also appealed. The
time period in which appeals are allowed has expired, and
no additional appeals are expected. In the opinion of
Supply System Special Counsel and Chief Counsel, the
court’s ruling, unless modified or reversed on appeal,
wouldbarthe Heereylitigation and the Habennanlitigation,
and would provide for the release of claims asserted in the
Hoffer litigation,

Ifthe Supply System’s settlement is modified or reversed,

orifthedistrictcourt’sruling that Chemical Bank represents
all of the Nuclear Projects Nos.4 and S bondholders is not

upheld, the Supply System is unable to predict the’

outcome of MDL 551, the Chemical Bank litigation,
Haberman, Heerey, or Hoffer.

The excess carrier of directors’ and officers’ liability
insurance filed a lawsuit in September 1985, seeking a
declaration that it has no obligation under the insurance
policy because of the alleged failure of the Supply System

to declare facts which if known to the insurer, would have

- resulted in it notissuing the policy. The courtin MDL 551

has approved a settlement between the Supply System’s
directorsand the plaintiffsin MDL 551, which dismissesall

" . claimsagainst the directors in return for a payment by the
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carrier. The court’s approval is subject to appeal. When
finalized, this settlement will end the litigation involving
the insurance carrier and the directors.

Note E - Commitments and Contingencies

NUCLEAR PROJECTS NOS.4AND § BRIDGE AND
TERMINATION LOANS

In late 1981, sixty-eight Nuclear Projects Nos, 4 and S

‘participants and others loaned the Supply System $60

million to pay project costs until an alternative source of
financing could be found. None was found, and after the
projectswereterminatedinJanuary 1982, forty-two Nuclear
Projects Nos. 4 and S participants loaned the Supply
System additional amounts of approximately $8 million
to pay termination costs. Thefirst set of loans were called
bridge loans, and the second termination loans. All of
theseloans were subordinate to the $2.25 billion of bonds
payable, and were payable solely from the revenues of
NuclearProjectsNos.4and S, TheSupply System defaulted
onall of theloans at the same time it defaulted on Nuclear
Projects Nos. 4 and S bonds in 1983. Interest on these
loans in the amount of approximately $116.7 million also
remains unpaid at june 30, 1990,

Mostof the lenders have sued the Supply System and all
but three of the suits have been reduced to judgment.
Some of the lenders obtained general judgments against
any Supply System assets, whether for Nuclear Projects
Nos. 4 and 5 or another project. The Supply System
appealed these judgments, and in 1985 the Washington
State Supreme Court reversed, holding that the terms of
the loans limited recovery to funds and assets of Nuclear
Profects Nos. 4 and S. !

INTER-PROJECT CLAIMS AGAINST REVENUES AND
OTHER ASSETS

Some creditors of Nuclear Projects Nos. 4 and S have

* attempted, and others have threatened to attempt, to

obtain payment from the physical assets of other projects
of the Supply System or from the revenues pledged as
security for the Supply System bonds issued in connection
with, and revenues pledged for the payment of costs of,
such other projects. Such creditors include present and
former holders of the Nuclear Projects Nos. 4 and 5 bonds
and others who may assert claims in the future against the
Supply System and/or its projects. '

Bond Counse] and Chief Counsel to the Supply Sy;f»tem

are of the following opinions with respect to theability of .




various classes of claimants, creditors, and future creditors
to realize upon the revenues or physical assets of Nuclear
Projects Nos. 1, 2 and 3.

First, with respect to the revenues, income, receipts,
profits, and other moneys held under each of the net-
billed resolutions and pledged thereby for the paymentof
the related net-billed bonds and for the payment of all
other costs of the related net-billed project (collectively,
the “Pledged Revenues”), Bond Counseland Chief Counsel
to the Supply System are of the opinion that holders of
Nuclear Projects Nos. 4 and $ bonds, creditors of the
Supply System whose claims arose from the furnishing of
goods or services with respect to Nuclear Projects Nos. 4
and §, and creditors whose judgments derived from other
contract claims against the Supply System that do not
arise from actions or failures to act relating directly or
indirectly to such net-billed project will not be able to
realize upon such pledged revenues.

Second, with respect to the pledged revenues relating to
a particular net-billed project, while the specific issue has
not been decided by the Supreme Court of the State of
Washington, Bond Counsel and Chief Counsel to the
Supply System are of the opinion that creditors of the
Supply System whose judgments derive from tort claims
against the Supply System that do not arise from actions
or failures to act relating directly or indirectly to such net-
billed project will notbe able to realize upon such pledged
revenues; and Bond Counsel and Chief Counsel to the
Supply Systembelieve that, if presented with thequestion,
a court would so hold.

Third, with respect to the physical assets of the net-
billed projects that are necessary for the purposes of such
projects, while the specific issue has not been decided by
the Supreme Court of the State of Washington, Bond
Counsel and Chief Counsel to the Supply System are of
the opinion that holders of Nuclear Projects Nos. 4 and §
bonds, creditors of the Supply System whose claims arose
from the furnishing of goods or services with respect to
Nuclear Projects Nos. .4 and S, and creditors whose
judgmentsderive from othercontractortort claimsagainst
theSupply System thatdo notarise fromactionsor failures
to act relating directly or indirectly to the net-billed
projects will not be able to realize upon such assets; and
Bond Counsel and Chief Counsel to the Supply System
believe that, if presented with the question, a court should
sohold. Theaboveopinionasto theabilityof bondholders
orother creditors to realize upon the physical assets of the
net-billed projects is limited to those assets located within
the State of Washington, or as to which a court would
apply the law of the State of Washington,

The above opinions exclude claims against the Supply

System arising froma valid exercise of the sovereign police
power of the State of Washington or of the constitutional
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_powers of the United States of America. o

In order to express the legal conclusions set forth in the
foregoing opinions, Bond Counsel and Chief Counsel to
the Supply System have assumed that the activities giving
rise to the claims described in such opinions were not
directly or indirectly related to any net-billed project. In
any given suit or proceeding, however, the questions of
whethera particularactivity doesordoes not relatetoanet-
billed project is a factual matter to be determined by the
judgeor jury, as the casemaybe. Noassurance canbe given
that in any such Suit or proceeding there will not be a
finding that the complained of activity relates to one or
more of the net-billed projects. If such a finding is made,
the claimant may beable torealize on the pledged revenues
or physical assets of one or more of the net-billed projects.

If it were determined that a claim is an obligation of one
or more of the net-billed projects, the claim would be paid
in the same manner as other obligations of those projects.

Bond Counsel and Chief Counsel to the Supply System

have notundertakenaninvestigation of theissues discussed

above with respect to the Packwood Lake Hydroelectric
Project or Hanford Generating Project. However, they
believe that upon full investigation, the same opinions
could be rendered with respect to assets of the Packwood
Lake Hydroelectric Project and Hanford Generating Project
and revenues or funds held in trust or for the holders of
bonds jssued by the Supply System to finance the
construction of such projects.

If it is found that creditors are not limited to payment of
their claims from the project to which such claims relate,

itwill havea materialadverseimpacton the Supply System._

COST SHARING LITIGATION

NuclearProjects Nos. 1 and 4 are of substantially identical
design and are referred to as “twin units.” Nuclear Projects
Nos. 3 and 5 are also twin units of substantially the same
design. Architect-engineer services, construction
management, and certain common equipment used in
construction of twin units benefited both units, and costs
are shareable by the twin units. The Supply System
allocated such shared costs on the basis of respective
benefit to the projects involved.

In August 1982, the Participants Committee for Nuclear
Projects Nos. 4 and 5, on behalf of the project. participants,
demanded that the Supply System reallocate $161 million,
plus interest, in shared costs previously paid by Nuclear
Projects Nos. 4 and 5, based on arevised formula for sharing
of costs. The demand indicated this was not the total
extent of claims-which could be made by the Nuclear
Projects Nos, 4 and 5 participants. The investor-owned
utilities (IOUs) owning 30 percent of Nuclear ProjectNo.3
have asserted that they are entitled to set off the amounts




owed by the Supply System on loans made for Nuclear
Projects Nos. 4 and S in 1981, totaling $12 million plus
interest, against any cost sharing obligation.

In October 1982, the Supply System filed a complaint for
declaratory judgmentin Federal District Court for Western
Washington, naming the participants in Nuclear Projects
Nos. 1,2, 3, 4 and 5, BPA, the four IOUs owning shares of
Nuclear Project No. 3, and the bond fund trustees for
Nuclear ProjectsNos. 1 and 3 asdefendants, and asking the
court to declare the rights and obligations of the parties
with regard to the allocation of costs among the projects.

In May 1983, the court designated BPA as the plaintiff
and all other parties as defendants. The case is captioned
BPA v. Supply System, et al. Certain other claims have been
filed as part of this action.

In June 1983, Chemical Bank intervened as bond fund
trustee on behalf of the Nuclear Projects Nos. 4 and §
bondholders. Chemical Bank has alleged that the Supply
System’s allocations of costs among the twinned projects
wereimproper and thatrepaymentto the Nuclear Projects
Nos. 4 and $bond fundisrequiredforsuch costs improperly
allocated. '

In May 1989, the court ruled that Chemical Bank has a
lien on any funds which may be determined in the future
to have been improperly expended as a result of costs
misallocated to Nuclear Projects Nos. 4 and 5, but the court
stated that any enforcement of the lien must await
resolution of the issue of whether there was any improper
allocation.

By agreement among the Supply System, BPA and
Chemical Bank signed August 29, 1989 and approved by
the court, any final, nonappealable judgment entered in
cost sharinglitigation granting relief to Chemical Bank for
costs misallocated from Nuclear Projects Nos. 1, 2 or 3 to
NuclearProjects Nos. 4 or Swould be payable by BPAunder
net-billing agreements. In return, Chemical Bank agreed
to release any lien on proceeds of Nuclear Projects Nos. 1,

. 2 or 3 refunding bonds to be issued in the future, and any

other funds disbursed to pay amounts properly payable
priortoajudgmentin the cost sharinglitigation. However,
the release by Chemical Bank does not apply to any funds
disbursed aftera judgmentin the cost sharinglitigation. If,
after such judgmentin thecost sharinglitigation, Chemical
Bank seeks to enforce a lien on the Nuclear Projects Nos. 1,
2 or 3 bond funds or revenue funds, Bond Counsel and
Chief Counsel to the Supply System are.of the opinion that
acourtshould hold thatany such lienwould besubordinate
to the lien of Nuclear Projects Nos. 1, 2 or 3 bondholders.

The court received briefs and heard oral arguments in
September 1989 on the question of proper basis for
allocating costs among Supply System projects. On
October5, 1990, the court ruled that principles of equitable
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cost allocation required the application of principles "akin
to those espoused” by Chemical Bank. The court stated
that because such principles were not applied, Nuclear
Projects Nos. 4 and 5 "apparently bore more than their fair
and equitable share of construction costs.”

The court granted Chemical Bank's motion that seeks an
accounting of all the uses of bond proceeds of Nuclear
Projects Nos. 4 and 5. A, hearing was set for February 1991
to reopen discovery in the case and to set a trial date on
cost-sharing issues. ‘

It is expected that an appéal will be filed.

In April 1989, counsel for Chemical Bank estimated the
potential recovery for Nuclear Projects Nos. 4 and 5 at $1
billion, including interest. If a judgment were awarded in
favor of Chemical Bank and costs previously allocated to
Nuclear Projects Nos. 4 and S were allocated to other
Supply System projects, such amounts would be
construction costs of such projects.

The Supply System is unable to predict the outcome of
this litigation.

NUCLEAR PRé]ECTNO. 5 TERMINATION CLAIM

Under the terms of the Nuclear Project No. 5 ownership
agreementbetween the Supply System and Pacific Power &
Light Company (Pacific), Pacific is obligated to fund its 10
percent ownership share of Nuclear Project No. §
termination costs beginning January 25, 1983, and
continuing until ail costs of termination have been paid.
Ten percent of the funds received from sales of Nuclear
Project No. 5 assets,are applied as a reduction of Pacific’s
obligation for termination costs.

In August 1983, Pacific filed a counterclaim in BPA v.
Supply System, et al. asserting that termination of Nuclear
Project No. 5 was a breach of the ownership agreement
between Pacific and the Supply System. Pacific seeks
damages in an unspecified amount. Such amount would
presumably be approximately $150 million, and could be
ageneral claimagainstassets of the Supply System. Actions
on that claim have been stayed since 1983. The Supply
System is unable to predict the outcome of this litigation.

NUCLEAR PROJECTS NOS. 4AND 5§
SITE RESTORATION

No provisions have been made for site restoration of
Nuclear Projects Nos. 4 and S, which is governed by thessite
ceitification agreement between the Supply System and

the State of Washington and regulations adopted by the’

Washington Energy Facility Site Evaluation Council
(EFSEC). It is not known at this time what actions will be
necessary to comply with EFSEC’s requirements. Because
the site certification agreement for Nuclear Project No. 1
also covers Nuclear Project No. 4, and the agreement for




Nuclear Project No. 3 also covers Nuclear Project No. 5,

EFSEC might assert that Nuclear Projects Nos. 1 and3are -

obligated to pay the cost of site restoration for Nuclear
Projects Nos. 4 and 5. Such costs are estimated to bein the
range of $45 - $§77 million (in 1989 dollars).

NUCLEAR PROJECTS NOS. 1 AND 3
CONSTRUCTION DELAY '

In April 1982, the Supply System commenced a

* construction delay of Nuclear Project No. 1, and in July

1983, it commenced a construction delay of Nuclear
Project No. 3. These projects are curzently in an extended

" delay mode. Plant assets are being preserved and project

licenses are being maintained during the delay period in
order to enable the Supply System to resume construction
of the projects at such time as that action is determined
appropriate.

In the 1986 Northwest Conservation and Electric Power
Plan, issued by the Northwest Power Planning Council
(Council) in January 1986, the Council indicated that
Nuclear Projects Nos. 1 and 3 can be cost-effective for the
region and should be preserved as potential resource
options. However, the Council did not include Nuclear
Projects Nos. 1 and 3 in its resource portfolio at that time
due tolegal and otheruncertainties. The Council isin the
process of reassessing the status of Nuclear Projects Nos. 1
and 3 for its draft 1990 resource portfolio.. On May 23,
1990, the Council voted-to include Nuclear Projects Nos.
1 and 3 among the resources for consideration in the

resource portfolio of the Council’s Draft 1990 Power Plan. ~

This is not a final decision regarding the status of such

" projects. The Council’s Draft 1990 Power Plan is expected

to be issued in late 1990.

Inits May 1987 Resource Strategy, BPA found that there
was no compelling case either for or against continued
preservation of Nuclear Projects Nos. 1 and 3 on a net
present value basis, and that preservation of both projects
was somewhat favorable from an economic, risk
managementstandpoint. BPA concluded that preservation
of Nuclear Projects Nos. 1 and 3 was the prudent course of
actionat that time. Inits July 1988 Resource Program, BPA
Indicated that its assessment of the need for the projects
remains essentially the same as indicated in the 1987
ResourceStrategy. Inits 1990 Resource Program, published
in mid-1990, BPA recommended that no new study of the
need for Nuclear Projects Nos. 1 and 3 be undertaken until
changes in circumstances occur.

Preservation of each project is expected to continue
untiladecision ismade whether to complete construction
or terminate one or both projects. Continued funding of
Nuclear Project No. 1 preservation costs is provided by the
Nuclear Project No. 1 construction fund, and continued
funding of Nuclear Project No. 3 preservation costs is
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provided by BPA, 70 percent pursuant to net-billing
agreements and 30 percent on behalf of the four investor-
owned utility owners pursuant to a settlement agreement,

NUCLEAR PROJECT NO. 3 DELAY LITIGATION

In July and August 1983, the four IOUs owning 30
percent of Nuclear Project No. 3 filed claims against BPA,
theSupply Systemand theNuclear Project No. 3 participants
asserting that they suffered damages as a result of the
extended construction delay of Nuclear Project No. 3. The
claims were filed in Federal District Court in the pending
actionentitled BPA v. Supply System, etal. (See“Cost Sharing
Litigation” above.) Included are claims for injunctive and
declaratory relief, damages, rescission of the Nuclear Project
No. 3 ownership agreement and recovery of the total
amount of payments made under the Nuclear Project No.
3 ownership agreement to date,

The Supply System executed agreements to dismiss the
construction delay claims with BPA and with each of the
I0Us owning shares of Nuclear Project No. 3 on September
17,198S. Pursuant to thoseagreements, the Supply System
and each of the other parties exchanged covenants not to
sue with respect to the construction delay. BPA also
executed settlement agreements with each of the IOUs.
Pursuant to the various agreements, the Supply System,
BPA and the IOUs asked the court to enter an order
dismissing their construction delay claims. A number of
the Nuclear Project No. 3 participants have opposed the
settlement and dismissal of claims. In Qctober 1985, the
participants filed supplemental pleadings in the Federal
District Court asserting challenges to the Nuclear Project
No. 3 settlement agreements between BPA and the IOUs.
None of theagreements executed by the Supply System has
been challenged. However, the supplemental pleadings
filed by some participants also include claims against the
Supply System, the IOUs and BPA unrelated to the validity
of thesettlement. InJuly 1986, thedistrictcourtdismissed,
forlackof subject matterjurisdiction, theclaims challenging
BPA’s authority to enter into the Nuclear Project No. 3
settlement agreements with the IOUs and stayed all other
claims relating to or arising out of the construction delay
or the settlement. These participants also filed an original
proceeding in the United States Court of Appeals for the
Ninth Circuit, challenging BPA’s settlements with the
10Us as exceeding BPA’s statutory authority. In January
1989, the United States Court of Appeals for the Ninth
Circuitrejectedall statutory challenges to BPA's settlements,
affirmed BPA’s authority to enter into the settlements, and
dismissed other claims, including claims against the IOUs
and the Supply System, for lack of jurisdiction.

InMay 1989, thedistrict courtdismissed the claims of all
but nine of the Nuclear Project No. 3 participants against
the Supply System, BPA, and the IOUs relating to or arising



from the construction delay of Nuclear Project No. 3 or
thesettlement, pursuant toastipulation of the parties. The
claims of the nine participants who did not enter into the
stipulation include, among others, claims that the
settlement agreements between BPA and the 10Us are
invalid and unenforceable because performance of the
Nuclear Project No. 3 settlementagreement would breach
© contractual rights of the participants under the Nuclear
ProjectNo.3 net-billingagreements, ownership agreement
and project agreements and because the settlement
contravenes public policy of the State of Washington; a
demand that the Supply System give notice of termination
of Nuclear Project No.3; and a claim for a declaratory
judgment that construction costs for Nuclear Project
No.3 cannotbe net-billed onacurrentbasis. Noaction has
been taken by these nine pamupants since the May 1989
district court ruling.

The four IOUs owning 30 percent of Nuclear Project
No.3 also filed complaints in state courts in King County,
‘Washington, and Multnomah County, Oregon in May
1983, seeking similar declarative and equitable relief and
damages because of the Nuclear Project No.3 construction
delay as clalmed by them in BPA v. Supply System, et al.
They filed these cases as a precaution agalnst any
determination that the Federal District Court lacked
jurisdiction to try the Nuclear Project No. 3 construction
delay claims. Proceedings in these state court cases have

been stayed by stlpulation of the parties.

In thesettlementagreementsbetween theSupply System
and each of the 10Us, the parties agreed not to proceed
further against each other on the clalms in the state court
cases, and agreed to dismiss these state court cases after
final dismissal of the parallel claims in the federal court
and the final dismissal of any claims challenging the
Nuclear Project No. 3 settlement agreements.

Ifthe settlement agreements between BPA and the IOUs
are determined to be invalid or unenforceable, the IOUs
might renew their claim that they are entitled to rescission
of the Nuclear Project No. 3 ownership agreement.
However, the I0Us have agreed in their settlement
agreements with the Supply System not to assert any claim
against the Supply System for money damages, restitution
or injunctive relief.

The Supply System is unable to predict what results will
be reached with respect to these claims.

HANFORD GENERATING PROJECT

TheHanford Generating Project (HGP) began generating
power from steam supplied by the Department of Energy's
(DOE) N-Reactor in 1966. In January 1987, the N-Reactor
was shut down for safety improvements, and in October

1989 the reactor was placed in a dry lay-up status for an
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undetermined length of time, while maintaining the
capability to restart within a two-to-three year period.

It is not known whether or when the N-Reactor will
resume operations. In 1989, the Supply System and DOE
entered into a supplemental agreement that provided for
DOE to pay certain Supply System operating costs in
exchange for the Supply System maintaining HGP in a
condition capable of accepting steam energy from the N-
Reactor within two years after notice that the N-Reactor

would resume operation. The term of this agreement )

continues through September 30, 1991.

The Supply System has completed areview of alternative
steam sourcesand BPA has completed astudy to determine
if conversion to an alternative steam source warrants
preservation of HGP. Results of the BPA study indicate that
from a risk management standpoint, it would not be
prudent to terminate this project unless there was a
substantial indication that it had no value as a power

-resource.

Debt service costs of HGP are paid by Nuclear Project
No.1 participants and BPA under net-billing agreements,

regardless of continued operation of the project

{ see Note C).

NUCLEAR INSURANCE

The Price Anderson Act currently provides for nuclear
liability insurance up to $7.8 billion per incident, which is
covered by acombination of commercial nuclearinsurance
and mandatoryindustry self-insurance. TheSupply System
has purchased the maximum commercial nuclear liability
insurance avallable of $200 million, which is the first
layer of protection. The second layer of protection is
provided through a mandatory industry self-insurance
plan wherein each licensed nuclear facility (currently 115)
may be assessed up to $66.15 million per incident, subject
to a maximum annual assessment of $10 million per year.

Nuclear property damage insurance requirements are
met through a combination of commercial nuclear
insurance policies purchased by the Supply System and
BPA. The total amountof insurance purchased is currently
$1.475 billion, The deductible for this coverage is $10
million per incident.
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Carl M. Halvorson
Executive Board Chairman

High standards of excellence are a requisite for operators of
electrical generating facilities in today’s society. In the Pacific
Northwest, the Washington Public Power Supply System is working
to maintain such standards through safe, reliable and cost-efficient
operation of two generating plants, identification of ways to enhance
power generation capabilities, and protecting the region’s investment
in Supply System projects.

Improving Plant 2 performance continues to take center stage
among the Supply System’s cast of priorities. Unfortunately, opera-
tional performance during FY 1991 was marred by difficulties with
reactor operator requalifications and equipment failures that required
unplanned work during the plant’s annual maintenance and
refueling outage. These problems resulted in lower than anticipated
operating statistics for the year, and present the Supply System with
significant challenges for FY 1992.

The challenge of increasing Plant 2’s power generation is the focus
of a new five-year Megawatt Improvement Program. Designed to
boost the plant’s 1,100-megawatt net output by at least 60 megawatts,
the program places additional emphasis on maintenance actlvities
that will increase reliability, shorten outages, and improve the plant’s
output. The program is considered a significant undertaking for the
Supply System and directly supports the region’s growing power
needs.

The Packwood Lake Hydroelectric Project completed its 27th year
of service to the region by generating 112 million kilowatt-hours of
clectricity. The project’s success also benefitted the 12 public utility
districts that divided $1.9 million in surplus operating funds for their
participation in the project.

Continuation of the highly successful Supply System and
BPA program to refinance high interest Nuclear Project 1, 2
and 3 revenue bonds brought substantial benefits to the
region. Through seven refunding bond sales held during the
past two years, BPA will realize a net present value savings of
more than $1 billlon in debt service for Supply System
bonds. This reduces the combined Supply System and federal
debt service obligations of BPA by about $100 million per
year over the life of the bonds. ¢

Support for the refinancing effort intensified as a result of
the three primary rating service agencies raising Supply
System bond ratings to “AA,” and the narrowing of the
spread between rates received by the Supply System and
comparable public power issues. These were positive steps
toward building a solid foundation in the financial market-
place.

Recognizing the substantial savings from the refinancing
cfforts, the Supply System will continue to examine ways to
manage its debt that will offer additional benefits to regional
ratepayers.

The value of WNP-1 and 3 was recognized in April 1991,
when the Northwest Power Planning Council, in its 1991
Northwest Conservation and Electric Power Plan, recom-
mended continued preservation of the two partially complete
nuclear plants, and included both in a group of 46 potential
regional electricity resources.

The plan also directs the Supply System and BPA to
address certain unresolved issues pertaining to WNP-1 and 3
and report to the Power Council by 1994, so that regional
power planners can make a fully informed judgment about
how outstanding issues, whether related to preservation,
construction, or termination, can be resolved.

The options that exist for WNP-1 and 3 at'this time are to
continue preserving the plants, to construct either or both of
the plants if needed, or to terminate them. The Supply
System will continue to preserve WNP-1 and 3 as potential
commercial power producers while remaining responsive to
the needs of the power planners as they examine options and
select appropriate resources for the region.,

The Supply System’s dedication to helping meet increased
power demands prompted our exploration of non-nuclear
generating opportunities. In response to the Bonneville
Power Administration’s (BPA) request for additional generat-
ing resources, we submitted a proposal to construct a natural
gas-fired combustion turbine power plant of either 70- or
155-megawatt size at our WNP-3 site in western Washington
state. The project, which would not affect the Supply
System’s ability to complete and operate the partially
constructed WNP-3 nuclear power plant, is designed to help
meet projected power deficits and improve voltage stability
in the Puget Sound area.

We're getting closer to the time when some key decisions
must be made to ensure that the Pacific Northwest will have
an adequate, economical and reliable electricity supply. By
maintaining our dedication to achieving high performance
standards for both our existing and future generating
facilities, the Supply System will be ready to support those
decisions, lll
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Ensuring a Precious Commodity

In the Pacific Northwest, electricity is an increasingly
precious commodity essential for continual growth
and prosperity. To meet growing electrical needs, the
Supply System is placing additional emphasis on safety,
improved organizational performance, and increased power
generation potential.

The Supply System faced many challenges this fiscal year,
and regrettably we realized that important procedures

%necessary for maintaining industry as well as our own high
standards for reactor operator training were not being met.
The consequences of our predicament necessitated we keep
our plant down longer than planned, greatly impacting our

"operating goals and ability to provide power to the
Bonneville Power Administration.

Looking beyond this setback, we can note several positive
achievements for the Supply System. For the first time since
operating Plant 2, our annual maintenance and refueling
outage was completed on time and under budget. Consider-
able concentration and hard work by Supply System staff
went into making this year’s outage one of the most success-
ful on record.

Plant 2’s total program costs for the year, Including
operations and maintenance, debt service, and capital
additions, were $12.5 milllon under the budgeted $459
millon. A significant accomplishment contributing to
this underrun was that controllable operations and mainte-
nance costs for Plant 2 were managed within budget.

An exceptional operating year was recorded at our
Packwood Lake Hydroclectric Project, which gencrated more
electricity during FY 1991 than at any other time in the past
decade. Packwood generated 112 million kilowatt-hours of
clectricity, far surpassing its 10-year average of 93 million
kilowatt-hours. Operating costs for the project were about §
mills (about one-half cent) per kilowatt-hour.

For the second consecutive year, the Nuclear Regulatory
Commission (NRC) gave all “superior” and “good” perfor-
mance ratings to the Supply System for operation of Plant 2.
In its annual Systematic Assessment of Licensee Performance
(SALP) report, NRC noted “improved performance in Plant
Operations, Engincering & Technical Support, and Safety
Assessment & Quality Verification” during the period June 1,
1989 - August 31, 1990.

In June 1991, we delayed the restart of Plant 2, following
the annual outage, to revise our emergency operating
procedures and to provide more comprehensive training to
our reactor operators. We were made aware, prior to the
decision, that our emergency operating procedures, designed
to guide reactor operators through highly complex accident
scenarios, were difficult to use in certain circumstances.

We did not apply a “quick-fix” solution to the situation. We
conducted a major overhaul of the procedures so that reactor

© operators can rely on them to handle the most challenging

accldent scenarlos encountered in regulatory examinations
and in the unlikely event of a real emergency.

The delay in restart caused Plant 2’s operating statistics
to fall below our forecasts. Net generation for the fiscal year
was 5.67 billion kilowatt-hours and the plant capacity factor
was about 59 percent. Cost of power averaged about 29.7
mills per kilowatt-hour (operations) during FY 1991, which
Is higher than had been projected based on our goal to
significantly reduce the cost of power by 1997.
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The Supply System is committed to seeking and implementing
new processes to increase generation and lower power costs. Several
programs to accomplish this goal are in place, and more will be
initiated in the future. One example of improving efficiency in
power generation at Plant 2 is the installation of new turbine rotors
during the Spring 1992 outage. New low-pressure turbine rotors are
expected to increase Plant 2 output by at least 15 megawatts.

Strong plant performance prior to our extended shutdown
resulted in new plant generation records and in greater amounts of
electricity provided to the Bonneville Power Administration’s
reglonal transmission grid. A new monthly generation record of
797,521 megawatt-hours of electricity surpassed Plant 2's previous
record by 10,200 megawatt-hours. A new monthly plant record
capacity factor of 97.89 percent, compared with the former 97.5
percent record, was also set.

We were disappointed to learn that delivery of the new Plant 2
control room simulator will be delayed until fiscal year’1993 due to
manufacturing setbacks. When installed, the new simulator will's~
provide a state-of-the-art training environment for our reactor
operators. The simulator is a full-scale, computerized model of the
Plant 2 control room, and will enable reactor operators to receive the
very best hands-on training possible,

Simply saying we want to be the best organization possible is not
enough given today’s high expectations by consumers and industry
regulators. At the Supply System, we are emphasizing four strategic
areas: operations, maintenance, engineering support, and safety/
quality verification, so we can better meet industry’s high standards
for safety and performance.

Staff development is another area of extreme importance, and we
are seeing positive results from our Quality Improvement program
initiated three years ago. Through the program, staff have been
provided with communication tools to create and.perform in a
quality work environment. The quality of our work — among one
another and with individuals and groups outside the Supply System
— has improved. More efficlent work processes and relationships
have resulted, along with significant cost savings, from the total
Quality effort. This experience reinforces the value of involving our
employees in Quality Improvement.

The Supply System is committed to Quality and to meeting
customer needs. We will be ready when called upon to meet the
power requirements of the region. lll
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Plant 2

Jerry Droppo, instrumentation and control
maintenance

Operation of a facility as complex as
Washington State’s only nuclear power
plant requires a team of highly skilled
and dedicated professionals. At the
Supply System’s Plant 2, Jerry Droppo is
one of those people. Jerry is a mainte-
nance engincering supervisor who
oversees the instrumentation and
control systems required to operate the
1,100-megawatt reactor plant,

“Reliability is one of the most impor- ~
tant clements of operating Plant 2,” says
Jerry. “By maintaining steady state
operation of the plant, we are an
example to the region that nuclear
power is very much a viable option.”

Jerry, an cight-year Supply System
employcee, emphasizes the
organization’s commitment to team-
work as one of the keys to successful
operation of Plant 2. “Our challenge is
to demonstrate that we can work
together to provide the region.with a
safe, reliable power source,” says Jerry.
More than 100 regional public utilitics
receive electricity from Plant 2 througeh
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MANAGEMENT REPORT ON.
RESPONSIBILITY FOR FINANCIAL REPORTING »

”

The management of-the Supply System is responsible for preparing the accompanymg financial
statements and for their integrity. The statements were prepared in accordance with generally accepted
accounting principles applied on a consistent basis, and include amounts that are based on management’s
best estimates and judgments.

The financial statements have been audited by Deloitte & Touche, the Supply System’s independent

auditors. Management has made available to Deloitte & Touche all financial records and related data, and
believes that all representations made to Deloitte & Touche during its audit were valid and appropriate.

. Management has established and maintains a system of internal control that provides reasonable
assurance as to the integrity and reliability of the financial statements, the protection of assets from unauthorized
use or disposition, and the prevention and detection of fraudulent financial reporting. The system of internal
control provides for appropriate division of responsibility and is documented by written policies and procedures.

The Supply System maintains an ongoing internal auditing program that provides for mdependent
assessment of the effectiveness of internal .controls, and for recommendations of possible improvements
thereto. In addition, Deloitte & Touche has considered the internal control structure in order to determine
their auditing procedures for the purpose of expressing an opinion on the financial statements. Management

has considered recommendations made by the internal auditor and Deloitte & Touche concerning the system -

of internal control and has taken appropriate action to respond to the recommendations. Management
believes that as of June 30, 1991, the system of internal control is adequate. .

D. W. Mazur J. D. Perko ) .
Managing Director . Chief Financial Officer

4

AUDIT, LEGAL AND FINANCE COMMITTEE
CHAIRMAN'S LETTER

The Executive Board’s Audit,-Legal and Finance Committee is composed of five indepeﬁdent directors.

Members of the Committee are Sam J. Farmer, Chairman;Vera Claussen; Paul J. Nolan; William D. Scott; John F..

Cockburn; and Carl M. Halvorson, Ex Ofﬁc1o The Committee held twelve meetings durmg the fiscal year
ended June 30, 1991. .

" . .The Committee oversees the Supply System’s financial reporting process on behalf of the Executive
Board. In fulfjlling its responsibility, the Committee discussed with the internal auditor and the independent
auditors the overall scope and specific plans for their respective audits, and reviewed theSupply System sfinancial
statements and the adequacy of the Supply System s internal controls. -

The Committee met regularly w1t_h the Supply System’s internal auditor and independent auditors
to.discuss the results of their examinations, their evaluations of the Supply System’s internal controls, and the
overall quality of the Supply System’s financial reporting. The meetings were designed to facilitate any
private communication with the Committee desired by the mtemal auditor or independent auditors.
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Chairr 1an, Audit, Legal and Finance Committee -
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INDEPENDEN T AUDITORS' REPORT

Executive Board )
Washington Public Power Supply System
Richland, Washington .

A}

-

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, 1991, 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 ﬁnancxal
statement presentation. We believe that our audlts provxde a reasonable basis for our opnmon ’

In our opinion, such financial’ statements present fairly, in all material respects, the financial position
of the Supply System’s individual projects atjune 30, 1991, 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.4and S are attemptmg 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 utxhzatlon of the Hanford Generating Project -
Facility in another energy productlon capacity is uncertain.

Seattle,'Washington a . :
August 23, 1991 )
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BALANCE SHEETS

As of June 30, 1991 Dollars in thousands
‘ NUCLEAR PACKWOOD HANFORD NUCLEAR' NUCLEAR NUCLEAR
. . N PROJECT LAKE GENERATING ,  PROJECT PROJECT PROJECTS
’ - : NO. 2 PROJECT PROJECT NO.1 .NO.3* NOS. 4/5*
ASSETS
UTILITY PLANT (NOTE B) .
In service " $3,325,993 $12,451 S 70 $ 12294 § ° 1,544
Allowance for.depreciation (703,784) ", (7,638) (38) © (3,633) (911)
. 2,622,209 4,813 32 8,661" 633
Nuclear fuel LR - 170,410 257,683 34,835
Allowance for amortization + (85,963)
. 84,447 ) 257,683 34,835 -
Plant held for future use 12,580 . ‘
Construction work in progress - 48,311 T 2,245144 1,828,075
2,754,967 4,813 12,612 2,511,488 1,863,543
- t * N
RESTRICTED ASSETS (NOTE B)
Special funds ) :
Cash * - .26 ! 4 - 561 1,231 $ 272
Investments . 39,535 302 3426 . 128,808 19,066 13,652
Accounts receivable 4,391 6,299 676
Due from other projects 8,283 171 18,844
Prepayments and other ‘ . 43 - 64 7
39,561 302 3,430 142,086 26,831 33,451
Debt service funds . )
Cash 42 25 4 158 99 *4
Investments . 175,497 . *757 . 9,387 260,569 160,894 65,953 -
) 215,100 1,084 12,821 402,813 187,824 . 99,408
CURRENT ASSETS
Cash ' 2,726 25 . 10 29 182 CN
Investments - - 32,326 1,622 2,085 4,689 4,748 .
Accounts receivable 1,048 392 8 70
‘Due from participants ~ 207 ‘5
Due from other projects , . 4 3 3,335
Due from other funds « 28,268 42 1,546 24,908 4,893 |
Materials and supplies 36,133 1 374
Prepayments and other” 1,303 2 3
. 102,011 - 2,088 . 4,021 32,974 9,893
DEFERRED CHARGES
Costs in excess of billings 3,192 . )
. Unamortized regulatory studies . 3,687
Unamortized debt expense 17,448 14 11 21,364 21,654 °
. 21,135 3,206 11 21,364 21,654 °
TOTAL ASSETS $3,093,213 $11,191 ¢ $29,465 $2,968,639  $2,082,914

$99,408

_ * Supply System's ownership share (Note A)
See notes to financlal statements

¢
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NUCLEAR NUCLEAR

NUCLEAR

$29,465

NUCLEAR PACKWOOD - HANFORD
PROJECT LAKE GENERATING PROJECT PROJECT PROJECTS
NO.2 PROJECT PROJECT NO.1 NO. 3* NOS. 4/5*
LIABILITIES ‘
DEFICIENCY IN ASSETS . $(3,889,025)
BILLINGS IN EXCESS OF COSTS $ 617,184 $13,225 $ 512,094 § 131,655
LONG-TERM DEBT (NOTE E) ‘ -
Revenue bonds payable 2,467,850 . $ 9,041 12,220 2,391,930 2,239,095 |
Unamortized discount ) . .
on bonds - net (83,488) , (54) 60), ° (47,957) (375,415)
- 2,384,362 ~ 8,987 12,160 2,343,973 1,863,680
DEBT IN DEFAULT; CURRENTLY
PAYABLE (NOTES E & F) .
_ Revenue bonds payable 2,250,000
Subordinated revenue notes 66,201
’ ' 2,316,201
LIABILITIES - PAYABLE FROM
RESTRICTED ASSETS (NOTE B)
Special funds | ’
Accounts payable and accrued . | ]
expenses 13,083 3,723 3,449 26,791
Due to other projects . - 18,681 8,096
Due to other funds - 23,478 23 930 19,868 1,701
! W 36,561 23 | 930 23,591 23,831 34,887
Debt service funds .
Accrued interest payable 110 * 132 83,878 ° 59,589 1,632,540
Accounts payable ) 4,805
Due to other funds 4,790 19 616 " 5,040 - 3,192 )
41,351 152 1,678 112,509 86,612 1,672,232
CURRENT LIABILITIES
Accounts payable and accrued
expenses 47,227 64 65 .
Due to participants 1,366 1,909 12 63 671 .
Due to other projects 1,723 1,844 ’ 296 ’
' ’ 50,316 1,973 1,921 63 967
DEFERRED CREDITS
Deferred gain on redemption
of revenue bonds - . 79 481 .
COMMITMENTS AND . .
CONTINGENCIES (NOTE F) !
TOTAL LIABILITIES 53;093,2}3 $11,191 $2,968,639 $2,082,914 § 99,408
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STATEMENTS OF OPERATIONS . L0
For the year ended June 30, 1991 Dollars in thousands
- NUCLEAR PACKWOOD  HANFORD NUCLEAR ~ NUCLEAR  NUCLEAR e
- PRO&F.C’I‘ . LAKE GENERATING PR%ECT . m«gacr PROJECTS ]
NO.2 . PROJECT PROJECT NO. 1 NO. 3 NOS. 4/5 '
OPERATING REVENUES $ 529,165 $1,18f ' . i
OPERATING EXPENSES. - '
Nuclear fuel - =~ 21,641 s
Fuel disposal fee 5,707 -
‘. Decommissioning 3,548 -
Depreciation and amortization 103,273 432 ’

- Operations and maintenance 106,648 453 - k
Administrative & general 35,112 104 - - . . . :
Generation tax 1,894 8 .

Totdl operating expenses . 277,823 997 . _!
NET OPERATING REVENUES 251,342.. 184
OTHER INCOME & EXPENSE
. Non-operating revenues - net . $2681 $ 2i0,097 $ 124,161 $ 2,417 ‘
Investment income . 25,695 152 1,162 27,046 14,116 5457 ]
Interest expense and ; ‘
| discount amortization (164,390) (336) (497) (166,327)  (132,736) . (203,611)
* Maintenance of projects in , - ' ’ ) .
extended construction delay (5,056) (4,364) 4
Depreciation and maintenance (2,751) -
Termination and asset . _ . .
disposition expenses o . (6,738)
Other ; (1,55%) (595) (1,598) (1,177) 3,850
NET REVENUES BEFORE \
EXTRAORDINARY ITEM 111,092 0 0 64,162 0 (198,625)
" EXTRAORDINARY ITEM- .o '
* Loss on bond refunding' (Note E) “ [(111,092) ° J (64,162) )
NET REVENUES 3 O 8 0 8§ O 5§ ‘0§ 0  $(198,625)
‘ See notes to financial statements ’ ,
| , . :
- . i 4
' .
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STATEMENTS OF CASHFLOWS -

For the year ended June 30, 1991 . Dollars in thousands T .
‘ NUCLEAR PACKWOOD HANFORD NUCLEAR,  NUCLEAR = NUCLEAR
- PR%ECT ‘ LAKE GENERATING PROJECT PR%ECI‘ PROJECTS

NO. 2 PROJECT PROJECT NO. 1 NO. 3 NOS. 4/5

CASH FLOWS FROM OPERATING
AND OTHER ACTIVITIES
Operating revenue receipts

Cash payments for operating expenses -

Non-operating revenue receipts
Cash payments for maintenance of +

projects in extended construction delay
Cash payments for non-operating expenses

Distributions of operating and
non-operating surplus

Other :

Net cash provided by

“ - operating and other activities

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES |
Proceeds from bond refundings
Refunded bonds escrow requirement - _
Bond issuance costs paid .
Capital and nuclear fuel acquisitions
Interest paid on revenue bonds
, Principal paid on revenue bond
. maturities - .
Net cash used by capital
and related financing activities

CASH FLOWS FROM INVESTING
ACTIVITIES
Purchase of investment securities
Sales of investment securities
_ Interest on investments
Net cash provided/(used) by investing
activities

NET INCREASE/(DECREASE) IN CASH |

- CASH AT JUNE 30, 1990 _

CASH AT JUNE 30, 1991 (NOTE B),

See notes to financlal statements

$ 358897 § 2,749 .
| (149,623).

(573)

(5,845)

o

$7204 5152334 -$43,252 § 10,055

. (6836)
(411) (6,786) . (5,305)
(1,680) . (2,426) 2,206
1,439 ~
210,713 496 4,367 140,918 37,407 4,750
600,882 . 255,426 O
(553,040) , (240,377) :
8,797) (3,190) (299) )
(57,649) (36) T 43
(163,714) ©  (330)  (456) . (155978) (113,723)
(32,800) " (4,885) (23,250),  (13,875)
(215,118) - (366) (5,341)  (167,326)  (127,899) ’

. (1,670,963) (10,776) (63,175)" (1,253,995) (833,164) (501,188)

. 1,652,082 10,507 63,177 1,252,455 ~ 908,717 490,385
25,053 141 968 27,743 15,142 5951  °
6172  (128) 970 *26,203 90,695  (4,852)
1,767 2 ) @0s)© 203 (102)

. ‘ :
1,027 48 22 953 1,309, 378

S 2794 § 50 § 18 § 748 § 1512 § 276~




- STATEMENTS OF CASH FLOWS (continued)

For the year ended June 30, 1991 Dollars in thousands

NUCLEAR  PACKWOOD  HANFORD =~ NUCLEAR  NUCLEAR  NUCLEAR
T A M
RECONCILIATION OF NET OPERATING .
REVENUES TO NET CASH PROVIDED BY
OPERATING AND OTHER ACTIVITIES:
CASH FLOWS FROM OPERATING . .
AND OTHER ACTIVITIES
Net operating revenues $ 251,342 § 184
Adjustments to reconcile net
operating revenues to cash ’ 4
provided by operating activities: \ .
Amortized revenues (170,268) (434)
Depreciation and amortization 124,914 431 . ) ~
Decommissioning i 3,548
Change in operating assets .
and Hlabilities:
* Accounts receivable 641 (84) -
Materials and supplies (2,647) . )
Prepaid and other assets 805 1
Due from/to other projects,
funds and participants (3,870) 391 ,
Accounts payable 7,803 7 .
Non-operating revenue receipts ) $ 7,204 $152,334 $43,252 $ 10,055
Cash payments for maintenance of
projects in extended construction delay (6,836) (5,845) "
' Cash payments for non-operating expenses (411) (6,786) (5,305)
Distributions of non-operating surplus . (2,426) 2,206 .
Other . (1,555) N . ‘.
Net cash provided by - - .
operating and other activities $ 210,713 % 496 $ 4,367 § 140918 § 37,407 § 4,750

See notes to financlal statements
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- OUTS TANDH\,TG LONG-TERM DEBT

As of June 30, 1991 Dolfa(s in thousands
. TRUE. . INITIAL - SERIAL
DATE - INTEREST OFFERING COUPON OR TERM
SERIES » OF SALE COST (A) PRICES. _RATE Lo MATURITIES AMOUNT
NUCLEAR PROJECT NO, 2 REVENUE BONDS
1973 6-26-73 5.65% 100 < 5.70% 7-1-2012 ° $ 124,400
: © 124,400
- 1974 7-23-74 7.21 ®) ° 6.80-690 . 7-1-92/1994 7,700
. . . 100 7.00 7-1-1999 15,000
100 7.375 7-1-2012 37,000
. . 59,700
1974A 11-26-74 7.67 ®) 7.20 7-1-92/1994 . 6,800
. 100 7.40 7-1-1999 15,000
. 100 7.75 7-1-2012 78,000
1975A 3-6-75 6.88 © ®) 6.60 7-1-92/1994 , 6,300
. 100 6.60 7-1-1999 15,000
100 6.875 7-1-2012 78,000
) . 99,300
1976 6-3-76 6.63 100 5.90-6.25 7-1-92/1998 15,265
99.25 6.625 7-1-2006 42,300 *
100 6.75 7-1-2012 49,860
| 107,425
1976A 11-18-76 5.86 (B) 5.so-s.s§s 7-1-92/2002 62,080
.l - 100 6.00 " 7-1-2007 44,815
99.50 6.00 . 7-1-2012 60,990
- . . 167,885
1978 7-11-78 . 6.71 100 5.80-6.60  7-1-92/2000 * * 43,235
.. 100 6.80 7-1-2006 45,520
- 100 6.875 7-1-2012 66,230
- - 154,985
1979 3-13-79 6.49 . (B) 5.60-6.00 = 7-1-92/1999 35,670
. : 100 - 640 7-1-2004 33,490
‘ 100 675, 7-1-2012 .___ 83,605
- . 152,765

I

(A) Based on original Issue

- (B) Various prices

(C) Compound interest bonds stated at original Issue price "
(D) Excludes amounts due July 1, 1991
(E) Includes amounts due July 1, 1991 ‘




ouTs TANDING LONG-TERM DEBT (Connnued)

As of June 30, 1991 Dollars in thousands ’ -
- : . TRUE , . INITIAL " SERIAL : -
DATE INTEREST, OFFERING COUPON OR TERM
SERIES OF SALE COST (A) ~° IRICES *  RATE MATURITIES AMOUNT
NUCLEAR PROJECT NO. 2 REVENUE BONDS (Continued) ’ L
1979A 10-17-79 7.69% B) 6.90-7.30% 7-1-92/ 1999 $ 25,260
100 . .7.60 7-1-2004 23,050
. 100 7.75. 7-1-2012 57,000 -
- o : . . 105,310
’ . - -
1981A < 9-481 ‘. 14.67 100 14.375 7-1-2001 " 30,000
159.958 8:25 © 7-1-2003 100,000
’ 130,000
. 1990A 31590 7.77 " 9975 725 | 7-1-2003 73,705
. 98.50 7.50 7-1-2004 61,510
97.125 N 7.25 7-1-2006 35,790
98.75 7.625 7-1-2008 62,215
96.125 7.375 _ 7-1-2012 189,625
‘ 422,845
1990B . 6-7-90 7.69 94,135 7.00 . 7-1-2012 200,840
~ » . 200,840
1990C 11-1-90 7.84 . B) ’ 6.40-7.50 7-1-92/2003 242,080
97.50 ;5 7.625 " 7-1-2010 209,625
. 97.65 © 7.375 7-1-2011 . 35810
. - . . 98.25 . 7875 7-1-2012 * 101,980
-, i B) °©) 7-1-04/2005 18,054
. - » - 607,549
Adjustment f"or compound interest bonds accretion ) ' ‘ 35,046
Revenue bonds payable ' o $2,467,850 (D)
"PACKWOOD LAKE PROJECT REVENUE BONDS ' ) " N
1962 3-26'62 . 3.66 99.425 . 3.625 3-1-2012 6,861
1965 11-4-65 3.76 100.5 375 3-1-2012- 2,180
Revenue bonds payable ~ . . \ ' « - § 9,041
(A) Based on o.riglnal issue : ) ’ <
(B) Various prices . ' .
(C) Compound interest bonds stated at original issuc prlce . . .
(D) Excludes amounts due July 1, 1991 v
(E) Includes-amounts due July 1, 1991 . ) .




TRUE

INITIAL . . SERIAL

= DATE INTEREST »» » OFFERING .COUPON OR TERM
SERIES OlfSALE . COST (A) PRICES RATE MATURITIES AMOUNT

HANFORD GENERATING PROJECT REVENUE BONDS .
1963 '5.8-63 3.26% 98 £ 3.25% 9-1-1996 § 12,220
Revenue bonds payable ' - $ 12,220
NUCLEAR PROJECT NO. 1 REVENUE BONDS .
1975 9-18-75 © 773 (B) 5.99-7.40' 7-1-91/2000 _ 28,300
100 7.70 7-1-2010 ,58,300
100 7.75 7-1-2017 . 74,700
. . - 161,300
1976A 2-4-76 6.84 (B) 6.00-6.25 7-1-91/1998 21,430
) 100 6.90 7-1-2010 66,485
100 7.00 ' 7-1-2017 76,495
. 164,410
1976B 8-31-76 - 6.37 100 5.30-5.90 7-1-91/1998 23,530
100 6.50 7-1-2010 66,940
. 99.50 6.50 7-1-2017 71,235
. 161,705
. . . . _—
- -

1978A 3-21-78 5.69 (B) _ 5.00-5.50 7-1-91/2002 47,045
: 100 5.80 7-1-2010 50,920
100 5.875 17-1-2017 64,810
) : 162,775
19788 12-5-78 6.61 (B) 5.50-6.00 7-1-91/1998 24,405
: 100 635 - 7-1-2003 22,305
) 100 6.60 7-1-2009 38,190
. . 99.50 6.80 7-1-2017 81,150
. « 166,050
1979- - 6-19-79 6.64 B) " 6,00 7-1-91/1998 19,265
100 6.40 7-1-2003 18,560
. . 100 v 6.70° 7-1-2009 32,370
' ' "100 6.80 7-1-2017 69,685
| - 139,880
1980A 8-5-80 9.15 100 . 7.25-8.25" 7-1-91/1995- 31,500
i ‘ 31,500
1982A 2-11-82 15.13 " 100 12.00 7-1-91 2,725
: . 2,725
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OUTSTANDING LONG—TERM DEBT (contlmled)
As of June 30, 1991 Do"ars in thousands

' TRUE INITIAL
. DATE INTEREST OFFERING
SERIES OF SALE COST (A) PRICES

SERIAL
" OR TERM -
MATURITIES AMOUNT

- NUCLEAR PROJECT NO. 1 REVENUE BONDS (Continued')

1989A 9-14-89 . 7.76 %

]

1989B 12-7-89 7.44 * 100

: ' . . ’ 98.375
100

97.25

98.533

"1990A ' 3-15-90 7.73 (B)
92.75
81.75

1990B 6-7-90 7.75 B
: ’ 97.979
98.913
98.50

1990C 92790 7.85 ®'
9950
. 99.50,

Revenue bonds payable

NUCLEAR PROJECT NO. 3 REVENUE BONDS -

1975 12375 o787 100

99.25

N

(A) Based on original issue

(B) Various prices

(C) Compound interest bonds stated at original issue price
(D) Excludes amounts due July 1, 1991 Yo
(E) Includes amounts due July 1, 1991 ~

*6.45-7.30%"

7.00
7.50
.7.50
6.00

6.70-7.25

+ 7.00

7.40 .

7.25
7.125

6.30-7.60
7.00
6.00

7.00-7.20
7.25-
725 »
7.7

6.60-7.75 .
7.7
8.00

"6.60-7.25

7:875
7.875

7-191/2002 § 33,590
7-12004 . 27,385
7-1-2007 62,105
7-1-2015 - 295,575
7-1-2017 95,110

513,765

7-1-96/2003 31,095

7-1-2005 2,100
7-1-2009 5,180
7-1-2015 50,040
7-1-2016 41,070

129,485

7-1-92/2005 72,705
7-1-2011 . ' 56,770
7-1-2017 - 55,635

185,110
7-1-99/2003 24,495
7-1-2009 72,770 -
7-1-2012 56,000
7-1-2017 164,735
318,000
7-1-92]2003 173,095
7-1-2008 22,085
7-1-2017 60,045
T -255,225
$2,391,930

‘7-1-91/1998 16,755

7-1-2010 52,695
7-1-2018 ¢ 71,160

€

140,610 ,
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INITIAL -

“TRUE

SERIAL

. s =
\ R ¥
.

. DATE .+ INTEREST OFFERING COUPON OR TERM )
SERIES OF SALE »COST A) PRICES ‘RATE MATURITIES AMOUNT
NUCLEAR PROJECT NO. 3 REVENUE BONDS (Continuéd)
1976 . 41376 - 6.48% (B) . 550-600%  7-1-91/1998 -§ 12,035
g . - 99.625 6.50 7-1-2010 35,100
- : 1 100 6.60 7-1-2018 45,295 :
) . : 22,430 .
1977 7-12-77 5.71 " ® 5.00-5.50 7-1-91/2000 41,925
- 99.50 .5.70 - 7-1-2009 63,535
* 99.50, 5.80 7-1-2018 . __ 107,160
- : : 212,620
1978 9-12-78 6.27 ®) 5.90-6.00 7-1.91/2004 54,455,
. . 100 . " 6.375 7-1-2010 42,985
3 S © .99 6.40 - 7-1-2018 90,630 |
: - * | ' 188,070
. 1989A 9-14-89 743 100 6.45-7.30 " 7-1-91/2002 32,590 -
IR R . ® © - 7-1-2003/2014 18,668
" . . 98.533 +7.25 7-1-2016 98,340
) - . . oot 84.75 6.00 7-1-2018 . * 54,570
) - ‘ . " T -204,168
19898 " 12789 7.39 100 6.40-7.15 - ‘7-1-93/5001 84,480
, . (B) (©) 7-1-2004/2014 71,321,
T . ) 98.375 7.00 7-1-2005 85,690
< 100 d 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 .  67-90 7.57 . ® 6.30-7.25 7-1-91/2000 ° 154,680
: - (B) © 7-1-2001/2010 39,210 .
) o 98.923 7.375 7-1-2004 55,920
. - 98 7.50 7-1-2018 107,885
. 357,695
"Adjustment for compound interest boinds accretion s 3 341,936
Revenue bonds payable ;.52,‘239,095 (E)
-
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. DEBT-SERVICE REQUIREMENTS . . ' .

As of June 30, 1991 Dollars in thousands * . .

/ NUCLEAR PROJECT NO. 2 PACKWOOD LAKE HANFORD GENERATING
: _PROJECT PROJECT

gléfl?l. ' PRlb_JClPAL lN’l‘ERESTa TOTAL Pl}lNClPAL INTEREST TOTAL "PRINCIPAL INTEREST . TOTAL

6/30/91 _ -

Balance* $ 0s -0 8 0 $ 151 $ 110 § 261 $ 4,836  $132 $ 4,968
1992 37,160 172,757 209,917 239 327 566 5612 223 - 5835
1993 31,860 . 170,455 202,315 305 316 621 " 1,639 58 - 1,697
1994 34,225 168,479 202,704 320 305 625 133 4 137
1995 45,765 166,333 212,098 333 . 293 626 . ’
1996 32,425 163,398  ©195,823 347 1281 628
1997 47,815 161,356 209,171 © 367 - 269 636 -

~ 1998 51,040 157,789 208,829 387 255 642
1999 91,555. 153,991 245,546 422 241 " 663 o .

2000 - 107,340 147,058 254,398 473 . 226 699 . .

2001 150,325 138,902 289,227 498 . 208 - 706 .
2002 . 73,470 127,845 201,315 524 190 714 ]
2003 184,330 122,588 306,918 548 171 719 v
2004 140,594 120,852 261,446 573 151 724
2005 90,785 123,107 213,892 599 130 729
2006 118,850 94,224  .213,074 623 108 731 .
2007 153,225 85,955 239,180 648 86 . 734
2008 169,440 74,933 244,373 673 62 735 ‘

t 2009 173,240 62,718 235,958 572 37 609 )
2010 192,550 ' 50,347 242,897 274 . 16 290 '
2011 159,360 36,556 195,916 122 6 128
2012 347,450 25,389 372,839 - 43 2 45 ,
2013 . . ’ ‘
2014 - < ST

2015 . T

2016 : . .

2017

2018 ” B

Adjustment** 35,046 -(35,046) : d '

$2,467,850 $2,489,986 $4,957,836 . $9,041 $3,790  $12,831.  §12,220 $417 $12,637

. * Bond fund account balances less accrued investment income.
** Adjustment for compound Interest bonds accretion; compound mterest bonds are reﬂected at thelrface amount
less discount on the balance sheet.

L]
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v
NUCLEAR PROJECT NO.'1 NUCLEAR PROJECT NO. 3 NUCLEAR PROJECTS
) : oL . NOS. 4/5
: 51;%?!. PRINCIPAL INTEREST * TOTAL P‘RINCI PAL INTEREST . TOT:AL PRINCIPAL TOTAL
3 6/30/91 : : c S _ o \
Balance*$ 24,455 'S 83,878 § 108,333 § 17,995 $° 59,589 'S 77,584 $ 0o s ' o
E . 1992 28,165 166,083 194248 25715, 118100 ,143,815 . 2,316,201 2,316,201
- 1993 34,105 164,298 - 198403 30,745 . 116,517 147,262 <
© 1994 35890 162,078 197,968 32,720 114,592 147,312 -
1995 37,825 159,694 , 197,519 34,875 112,495 . 147,370,  Referto Note F under Nuclear
1996 41,255 157155 198410 40505 110230 = 150,735 - pores Hondands Temmination
1997 45525 154,455 199,980 29,395 107,560 136,955 Nuclear Projects Nos. 4 and §
1998 47,820 151,414 199,234 27,310 105,633 132943  Bridge and Tenmination Loans.
1999 . 63010 148,195 211,205 61,2215 103,839 165054 _ :
" 2000 67,185 143,808 210,993 65910 99,605 ~ 165,515 C
£ 2001 . 72050 139,147 211,192 64,265 = 101,618  .165,883 T
2002 70,805 134,040 204,845 68247 97,897 166,144
. 2003 61,500 . 128,984 190,484 70,247  '96,429 . 166,676 .
- 2004 73,240 124,673 197913 53,836 108,279 -+ 162,115.
2005 65570 119,543 185,113 . 54,771 106,649 161,420
2006 83,025 114,883 197908 55647 104,798 160,445
2007 88,900 .109,006 197,906 50,611 104928 ' 155,539
2008 "7 95195 102710 197,905 52296 103,247 155543 .
2009 98,960 95967 194927  54,233° 101,306 155,539 T
2010 105925 | 88,966 - 194,891 . 56,382 99,155 155537 . S X
* 2011 130355 81,448 , 211,803 74,894 88,010 162,904 - .
2012 139,735 72,107 211,842 88817 83,785 172,602 ‘ : : .
2013 152,615 62,207 . 214,822 94,118 78,494 172,612 -
2014« 163,595 51,224 214819 99,835 72,768  172,603" . ‘
. 2015 175,595 39,226 214,821 133,705 38903 ° 172,608 .
2016 188,360 26,463 214,823 143,140 29,468 - 172,608 -
2017° 201,270 13,557 214,827 153,150 19,459 172,609, '
2018, ’ 162,580 10,025 172,605
Adjustent** > 341,936 _ (341,936)

-

.

32,316,201 $2,316,201

$2,391,930 $2,995,209 $5,387,139 $2,239,095 - $2,151,442 $4,390,537
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NOTES TO FINANCIAL STATEMENTS -

Note A-General

ORGANIZATION

The Washington Public Power Supply System (Supply System), -
a municipal corporation and joint operating agency of the State |

of Washington, was organized in 1957. It is empowered to
finance, acquire, constructand operate facilities for thegeneration
and transmission of electric power. On June 30, 1991, its
membership consisted of 10 public utility districts and the citles
of Richland, Seattle, and Tacoma. Al members own and operate
electric systems within the State of Washington. The Supply
System has no taxing authorlty

SUPPLY SYSTEM PROJECTS

The Supply System operates Nuclear Project No. 2, an 1,100
- MWe generating plant completedin 1984, and the Packwood

Lake Hydroclectric Project (Packwood), a 27.5 MWe plant _

Jcompleted in 1964.

The Hanford Generating Project (HGP), an 860 MWe plant was
completcd in 1966 and was in operation through 1986, using by-
product steam from the Department of Energy’s dual-purpose
New Production Reactor (N-Reactor). The N-l}eactor was shut
down forsafety improvementsin 1987, placed indrylay-upstatus
in 1989, and in August 1991, the Secretary of Energy announced
thedecislon to place the N-Reactorin permanent shutdownin the
near future. This action will eliminate the N-Reactor as a future.
energy source for HGP (see Note F under Hanford Generating
Project). HGP is currently being preserved by the Supply System
as a potential future energy resource. )

Nuclear Project No. 1, a 1,250 MWe plant, is 65 percent
complete and s in the tenth year of a construction delay. Nuclear
Project No. 3, a 1,240 MWe plant, is 7§ percent complete"and Is
in the ninth year of a construction delay.

Nuclear Project No. 1 is wholly owned by the Supply Systcm
Nuclear Projéct No. 3 Is jointly owned, 70 percent by the Supply
. System and 30 percent by four investor-owned utilities (Pacific
Power & Light Company, Portland General Electric Company,
Puget Sound Power & Light Company, and The Washington
Water Power Company).

Nuclear Projects' Nos. 4 and § were terminated on January 22,
1982and, as of]une 30, 1991, substantially all of the utility plant
assets have been Sold. Nuclear Project No. 4 is wholly owned by
the Supply System. Nuclear Project No. § is jointly owned, 90
percent by the Supply System and 10 percent by Pacific Power &
Light Company (see Note F under Nuclear Projects Nos. 4 and §
Termination, Bond Default, and Litigation).

Each Supply System project is financed and accounted forasa -
utility system separate from all other current or future projects

with the exception .of Nuclear Pro]ects Nos 4and S whlch are
treated as one utility system,

More than 100 Northwest utilities have purchased all of the
project capability of Nuclear Projects Nos. 1, 2, and the Supply.

System’s 70 percent ownership share of Nuclear Project No. 3.
Putsuant to the terms of thelr. purchase agreements, they are

obligated to pay the annual costs of each project, including debt

service, whether or not the project is completed, operable or
operating and notwithstanding the suspension, reduction or
curtailment of project output. These project participants have
resold such capabillity to the Bonneville Power Administration
(BPA) and in return BPA is obligated to pay annual costs of these
projects, including debt service, by a procedure referred to as net-
billing. Under net-billing, project participants pay the Supply
System thelr respective shares of annual costs and BPA pays
project participants identical amounts by reducing amounts due
ta BPA by participants under power sales agreements.

Eighty-eight project pamcl pants in Nuclear Projects Nos. 4 and
5 were originally obligated by contract to pay annual costs of

Nuclear Projects Nos. 4 and 5, including debt service, whether or -

not the projects were completed. However, these contracts have
been declated invalid. BPA has no obligation with respect to
annual costs of Nuclear Projects Nos. 4'and 5.

All eléctrical energy produceél by Supply System projects is
delivered to electrical distribution facilities owned and opera{cd
by BPA as part of the Federal Columbia River Power System. BPA
In turn distributes the electricity to.electrical utility systems
throughout the Northwest, Including participants in Supply
System p;o]ects, for ultimate distribution to consumers. BPA Is
obligated by law to establish rates for electric power which will
recover the cost of acquisition (including all payments under net-
billing agreements), and BPA's othier costs.

Note B—Summary of Significant Accounting
Policies .,

BASIS OF ACCOUNTING

The Supply System has adopted accounting policies and
practices that are In accordance-with “generally accepted
accounting principles applicable to governmental utilities.
Accounts are maintained in accordance with the uniform
system of accounts of the Federal Energy Regulatory

" Commission. Separate funds and books of accountare maintained

for each utility system. Payment of obligations of one utility

", system with funds of another utility system Is prohibited, and

‘32

would constitute violation of bond resolution covenants.

UTILITY PLANT

Utility plant is stated at original cost, and Is depreciated by the
straight-lme method over the estimated useful lives of the varlous
“classes of plant in service.

During the normal construction phase of a project, the Supply
System's policy Is to capitalize all costs relating to the project,

~

-




including interest expense (net of interest income), and
administrative and general expense. .

Because of the extended delay of Nuclear Projects Nos. 1and

3, the Supply System discontinued capitalizing interest expense

for these projects effective July-1, 1984 and, effectiveJuly 1, 1990,
discontinued capitalizing all other costs (which totalled $6.7
million and $5.5 million for the year ended June 30, 1991 for
Nuclear Projects Nos. 1 and 3, respectively). Interest expense,
termination expensés and asset disposition costs for Nuclear
Projects Nos. 4 and S are charged to current operations.

.
.

NUCLEAR FUEL . .

-

Al expendiﬁrres related to the purchase of nuclear fuel are
capitalized and carried at cost. When the fuel is placed in the
reactor, the fuel cost Is amortized to operating expense on the
basis of quantity of heat produced for generation of electric
energy. Current perlod operating expense for Nuclear Project No.
2 includes a charge for future spent nuclear fuel storage-ar\d
disposaltobeprovided by the Department of Energy inaccordance
with the Nuclear Waste Policy Act of 1982. No provision hasbeen
made for additional storage and disposal costs which may be
incurred by the Supply System pnor to the transfer of spent fuel
to the Department of Energy. .

. Under certain exchange agre¢ments, the Supply System has
transferred to third parties approximately 2.1 million pounds of
Nuclear Project No. 1 uranium with a-cost of $62.3 million. In

" return, the Supply System will receive equivalent quantitics of -

uraniumin future years. Additionally, the Supply System receives

usage fees for a portion of the transferred uranium, These’,

exchange agreements have been secured by bank letters of credit
at current market value, adjusted semiannually. The cost of this
uranium is included in the carrying amount of Nuclear Project
No. 1 nuclear fuel.

RESTRICTED ASSETS

In accordance with project bond resolutions and related
agreements, separate restricted funds are established for each
project. The assets held in these funds are restricted for specifi¢
uses Including construction, debt service, capital additions,
extraordinary operation.and maintenance, termination, and
decommissioning. .

.

.

STATEMENTS OF CASH FLOWS

For purposes of the statements of cash flows, the term “cash”
includes unrestricted and restricted cash balances. Short-term,
highly-liquid investments are not considered cash equivalents.

MATERIALS AND SUPPLIES *  °

" Materials and supplies are valued at cost, using weighted:-

5

average methods.

-
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'FINANCING EXPENSE AND BOND DISCOUNT

Financing expenseand bond discountsare amortized overthe
terms of the respective bond issues.

“cC URRENT MATURITY OF REVENUE'BONDS

Current matuntles of revenue bonds payable are reflected in
Long-Term Debt - Revenue Bonds Payable, and funding of
current maturities is reflected in Restricted Assets - Debt Service .
Funds.

REVENUES .

With the exception of Nuclear Pro]eéts Nos. 4 and §, the
Supply System recovers, through various agreements, actual cash
requirements for operations and debt service for each project
over the life of that project. Accordingly, the Supply System
recognizes revenues equal to operating costs for each period. No
net income or loss Is recognized, and no equity is accumulated.

The difference between cumulative revenues received and
cumulative operating costs is reported on the balance'sheet as
either billings In excess of costs (liability) or as costs in excess of
billings (deferred charge), as appropriate. Such amounts will be
recognized as reveriues or costs during future operating periods.

e

DECOMMISSIONING

Estimated Nuclear Project No. 2 decommissloning'costs are
being accrued and funded currently. Monthly payments are
made into a sinking fund which, with accumulated interest, is
expected to be adequate to fund decommissioning costs at the
end of the 40-ycar plant operating life. Dccommlssionlng costs
arecurrently estimatedat $403 million (in 1987 dollars). Payments
to the decommissioning fund for the year ended June 30, 1991
aggregated $2.7 mimon and the balance of the fund at June 30, .
1991 was $11.8 million. >

Note C-Cash and Investments

Cash and investments for each utility system are separately
maintained. The Supply System’s deposits are insured by federal
depository insurance or through the Washington Public Deposit
Protection Commission. Supply System investment policies
limit Investmént authority to obligations of the United States
Treasury, Federal National Mortgage AsSociation, Federal Home
Loan Banks Farm Credit System, and Federal Home Loan
Mortgage’ Corporatlon. During fiscal year 1991, thie Supply
System’s investment policy was revised to allow for investments
inrepurchaseagreements, however, noinvestmentsin repurchase
agreements were made during the year. Allinvestmentsare held
in the Supply System’s name by safekeeping agents, custodians,
or trustees. :

Investments are stated at amortized cost and include accrued
Interest. The combined carrying value of investments for all
projects at year-end (Including accrued interest) approximates
market value. The Supply System's investments are categotized




U.S. Gov't
Agenciecs

US. Gov't
Securitics

Carrying,
Amount

VTotal

(Dollars in thousands)
NUCLEAR PROJECT NO. 2 *
Amortized cost $ 127,689 $.115,525 $ 243,214
Market value 127,881 115,557 243,438
PACKWOOD LAKE PROJECT .
. Amortized cost . 2,667 -0-

* Market value . 2,668 -0-
HANFORD [GENERATING PRO_]ECI‘
Amortized cost

Market valué

'S 247,358

2,667 14 2,681

2,668

14,818 80

14,813

-.0-
(- "

14,818
14,813

14,898

NUCLEAR PROJECT NO 1 . N

Amortized cost
Market value

187,552
- 187,869

199,063
199,030

386,615 7,451 394,066

-386,899

72,799 .
72,773

NUCLEAR PROJECT NO. 3
Amortized cost ,
Market value

108,434
108,442

181,233
181,215

3,475 184,708

NUCLEAR PROJECTS NOS. 4/5
Amortized cost
Market value

34,
34

79,206
79,227 :

79,240 365

" 79,261

79,605

"

above to give an indication .of the types and amounts of
Investments held by each project at year-end.

Note D-Retirement Benefits *

SubstantlallyallSupplySystem full-timeemployees partlcnpate
in the statewlde local govcmment Public Employces’ Retirement
System (PERS). " PERS is a contributory multi-cmployer cost-
shafing retirement system established by the Washington State

Legislature and administered by the State of Washington through -

the Department of Retirement Systems. For the year ended June
30, 1991, the Supply System’s payroll covered under PERS was
$75.8 million, representing 96 percent of total payroll.

« progress made in a'ccumulat.lng sufficient assets to pay benefits

° Actuarlally determined

when due, and.to make comparisons with other retirement
systems. The standardized disclosure 5nethod is independen_t of
the actuarial funding method used to determine contributions.

Contributions fortheyearended June 30, 1991, expressed both
Indollaramountsand percentages of cutrent-year covered payroll,
were as follows:

Planl - Plan II
Rate Amount Raté Amount

Employer Contributions

-

requirement 7.00% $ 985,053 7.00% 34,324,14-9

Actual Supp ,
«  PERS, contains two plans. Plan I members (employed on or- ;"St;'l" comgbu?:l‘: " 741% $1,043271 7.43% « 34,591,689
mployee Contributions -,
before September 30, 1977) may retire with full benefits at age 60 Actuam“y determined

with at least five years of credited service, at age 55 with 25 years
of service, or upon reaching 30 years of service regardless of age.

Plan Il members (employed after Scptember 30, 1977) may retire
with full benefits at age 65 with at least five years of credited

service, or with actuarially reduced benefitsatage 55 with 20'years
of service. The annual pension benefits are generally based ona
“percentage of final average salary. .

Required employer contributions for both plz.ins, and PERS II
employee contributions, are detérmined each biennlum by the
Legislature. Employeecontributionrates for Plan I are established
by ieglslatlve statute. Employer rates for Plan I are not necessarily

" adequate to fully fund the system. The employer and employee

contribution rates for Plan Il are developed by the Office of State
Actuary to fully fupd the system. The methods used to determine
thecontribution réquirementswercestablishcdunderstatestatuge.

As of December 31, 1989 (the latest actuarial valuation date),

v . the pension benefit obligation of PERS, which Is the actuarial

prcscntvalueof credited pro]ccted benefitsadjusted forthe effects
of projected salary Increases, was $7.259 billion and the value of
net assets available to satisfy present and future pension behefit

®

. . obligationswas $6.222 billion. The pension benefit obligation is ~
_ a standardized measure which enables readers of financial

statements to assess the funding status. of ‘cach system and

requirement . ¢

Actual employce
contributions

* Fixed at 6.00%

6.00%*S 844,639 4.33%. 32,674,795
.6.00% $ 844,639 4.70% $2,900,453

The Supply System’s actuarially determined employer
contribution requirement represents approximately 2.2 percent
of the total for all employers covered by PERS. ,

Historlcal trend “information showing PERS’ progress in
accumulating sufficient assets to pay benefits when due is
presented in the State of Washington’s’ june 30, 1990
comprehensive annual financial report.

Inadditionto the pension benefits avallable through PERS the
Supply System offers postemployment life insurance benefits to
retirces who are eligible to receive pensions under PERS Planland |
PlanI. Curréntly, 118 retirees are eligible to receive lifeinsurance .

* benefits and 101 retirces have elected to participate in this
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insurance. 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, wigh a minimum benefit of $22,000, for bargaining
unit employces. Retirces contribute $5.28 per $1,000 of coverage _
annually for life Insurance, and the Supply System funds the
death benefit claims on a pay-as-youtgo basis.




Atthetime of retirement, the Supply System accruesa ilablllty
equal to the present value of estimated claims, net of retiree
contributions. The total expense recognized for the year ended
June 30, 1991 was $.7 million and the total liability at June 30,
1991 was $2.1 million for these benefits.

LY

Note:E~Long-Term Debt

Except for Nuclear Prol'ccts Nos. 4 and §, which were financed

together as one utility system, each Supply System project is

- financed separately. The resolutions of the Supply System

autfxpxlzlng issuance of revenue bonds for each project provide

. . that such bonds are payable solely from the revenues of that
' project. .

[

- \ During'theyearendedjune 30,1991, the Supply System issued
_$862.8 millionin net-billedbonds forNuclear Projects Nos. 1and
2toadvancerefund $633.1 million of outstandingbondswithan
average Interest rate of 13.94 percent. The net proceeds of-the¢ -
newissiies weredepositedinseparate irrevocabletrustsunderthe .
. control of escrow agents to provide for all future debt service
payments on the refunded bonds.

-

Alt'hough the advance refundings résulted In the recognition
. of-an accounting loss for the year ended June 30, 1991, the
v aggregate debt service pay}nents for Nuclear Projects Nos. 1 arid
. 2 have been reduced resulting In an economic gain, including
changes to debt service reserve fund balances, of $25.9 million

and $156.5 million, respectively. .

" Inpriorfiscalyears; the Supply System defeased certaln revenue_
* bonds by placing.the proceeds of new bonds in an frrevocable
trust to provide for all future debt service paymentson theold
bonds. Accordingly, the trust account assets and the lability for
the defeased bonds are not included in the finapcial statements.
- Including the fiscal year 1991 defeasements, approximately
$890.8 million, $726.6 million, and $907.2 million of bonds
outstanding are considered defeased at June 30, 1991 for Nuclear
Pro]ects Nos. 1, 2 and 3, respectively.

A summary of fiscal year 1991 Series 1990C bond refundlngs'
by project is presented below:

FISCAL YEAR 1991 BOND REFUNDINGS

(Dollars in Thousands) . '
° < Nuclear Project  Nuclear Project

, No.1 No.2 '
Size of Issuc $255,225 $607,549
Amount of bonds refunded 181,695 451,360

. Accounting loss 64,162 111,092 |

* Reduction In aggregate
debt service payments . 26,742 110,480

The Supply System expects to continue the refunding of high-
interest bonds when economically féasible.

Outstanding revenue bonds of the various projects as of Ju;ie
y 30, 1991, are presented on pages 25 through 29, and debt service
. requirements for these bonds are presented on pages 30 and 31.

.
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SECURITY-NUCLEAR PROJECTS NOS. 1,2AND 3

Project participants have purchasedallof the pro]ectcapability
of Nuclear Proiccts Nos. 1 and 2 and the Supply System'’s 70
percent ownershlp share of project capabllity of Nuclear Project *
‘No. 3. The U.S. Department of Energy, acting by and through
BPA, has In turn acquired the entire pro]cct'capability from the

* project participants under’ contracts referred to as net-billing

agreements. Under the net-billing agreements for each of the
projects, project participants are obligated to pay the Supply
System their pro rata share of total annual costs of the respective

projects, Including debt service on bonds relating to each

project, and BPA in turn is obligated to pay the participants
identical amounts by reducing amourits due to BPA by
participants under BPA power sales agreements. The net:billing
agreements provide that project participants and BPA are
obligated to make such paymerits whether or not the projects

- are completed, operable or operating and notwithstanding the

suspension, interruption, interference, reduction or curtailment
ofthe projects’ output. The \'ralidity of thenet-billingagreements
was challenged In November 1982. In May 1983, the U.S.
District Courtof Oregon declared thatthe net-billing agreemients
were binding, and this decision was-upheld on appeal.

SECURITY-NUCLEAR PROJEGTS NOS. 4 AND §

In connection’with the issuance of the gcx;cratlng facilities
revenue bonds for Nuclear Projects Nos. 4 and 5, the Supply -
System pledged the revenues to be derived under participants'
agreements with 88 utilities operatlng principally in the
Northwest. The participants' agrcements provided that cach
participant pay its respective share of annual costs, including
debt service'on the bonds, whether or not the projects were
completed, operable, or operating and notwithstanding the

.suspension, Interruption, interference, reduction or curtailment
of the projects’ output. Payments from the participants for
Nuclear Pro]eds Nos. 4 and S termination costs and debt service
were due beginning on January 25, 1983, Asaresult of aruling ,
by the Washington State Supreme Court declaring the
participants' agreements invalid, payments due under the A
participants'agreements were not made andan eventof dcfault
asdcfined in thebond resolution, occurred onJuly 22, 1983 (see
Note Funder Nuclear Projects Nos. 4 and 5 Termination, Bond
Default, and Litigation).

" SECURITY-HANFORD GENEMTING PROJECT

It was initially intended that Nuclear, Project No. 1 be
constructed next to the Hanford Generating Project (HGP) to
‘provide the energy source to operate the project when the
Department of Energy ceased operation of the N-Reactor. To
allow for construction of Nuclear Project No. 1, it would have
been necessary to shutdown HGP on October 31, 1977. Because
studles at that time indicated that generating resources in the
Pacific Northwest would be inadequate in the late 1970s and
early 1980s, the Supply System and BPA determined that HGP |
should be kept available for power productxon Therefore, the
Nuclear Project No.1 net-bllling, exchange and project
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agreements were amended to provide for the separation of
Nuclear Project No. 1 from HGP. . ) -

The amended agreements provideé for the paymcnt ofall debt
service costs, net of investment income, of HGP by Nuclear
Project No. 1 participants beginning july 1, 1980, regardless of.

. continued operation of the N-Reactor, and that other costs, to

K the extent not otherwise provided for, be treated as Nuclear

ProjectNo. 1costswith HGP havinga first claim on the revenuies
of that project. - . :

SECURITY-PACKWOOD LAKE HYDROELECTRIC
PROJECT . .

Under power sales agreements, 12 member purchasers have
purchasedallof the pto]ect capabllity of Packwood. The member
purchasers are obligated to pay annual costs of the project,
including debt service, whether or not the project is operable,
until outstandmg bonds are paid or provision is made for the

" retlrément ln accordance with provisions of the bond resolutlon

- ®

Note F—Commltments and Contmgenaes

NUCLEAR PRO]EC’I' S NOS. 4 AND 5 . .
TERMINATION, BOND.DEFA ULT, AND LITIGATION-

'In January 1982, the Supply System’s Nuclear Projects Nos. 4
and 5 were terminated when construction was 24 percentand 16
percent complctc, respecuvely The SupplySystem had previously -
issued $2.25 billion of bonds to pay costs of the projects.

The paxtic‘:ipants' agreements (discusscd in Note E under
Security-Nuclear Projects Nos. 4 and 5) provided that cach
participant pay its respective share of the debt service on the
bonds: and termination costs beginning January 25, 1983.
However, payments dueundertheparticipants'agreements were

not made pending a judicial determination of the participants' .

.- authorlty and obligation to pay. In 1983, and againin 1984, the
Washlngton State’ Supreme Court ruled that Washington
municipal utilities did not have  statutory authority to enterinto
the participants' agreements, thus invalidating the agreements,
When the U.S. Supreme Court denled a writ of certiorari by
which the stateTourt decislon might be reviewed, this suit was
ended. :

On July 22, 1983, the Supply System acknowledged that it
could not pay Nuclear Projects Nos. 4 and S obligations as they
became due. This admission represented an event of default
--under the Nuclear Projects Nos. 4 and 5Sbondresolution. OnJuly
25, 1983, Chemical Bank, as bond fund trustee, demanded that
all remalnlng pro]cct funds be transferred to it for holding ina
special account. On August 18, 1983, Chendical Baiik declared
the principal of all Nuclear Projects Nos. 4 and S revenue bonds
andinterestaccrued thereon tobeducand pa}able immediately.

In early 1983, a number of securitles fraud class actions were

filed in federal courts on behalf of purchasers of Niclear Projects "~
Nos. 4and 5 bonds. Other suits by plalntit‘fs on their own behalf

were filed In federal and state courts. The defendants named
included the Supply System, its member utilities, and Nuclear,
Projects Nos.4and 5 participants. Thelawsuitsalleged violations

.
" )

-

.

of federal and state securitles law, fraud, mistepresentation, .
negligenceandbreach of contract, and sought monetary damages,
rescission and restitution. The federal actions were consolidated
ina single multidistrict proceeding in the United States District
Court for the Western District of Washington tinder the caption:
In re WPPSS Securities Litigation, MDL 55 f‘(MDL $51). , -

In August 1983, Chemical Bank filed a lawsuit in United St‘at'es“
District Court for the Western District of Washington, on behalf ) '
of “all;Nuclear Projects Nos. 4 and 5 bondholders,” against the

‘ Supply System, all Nuclear Projects Nos. 4 and § barticipants, and’

Supply System member utilities. The lawsuit alleged claims and
sought reltef similar to that alleged and sought in MDL 551.

Another lawsult, Haberman v, WPPSS, et al. (Habenman), was
ﬁlcd against the Supply System and others in a Washington State

‘court by a number of Nuclear Projects Nos. 4 and 5 bondholders *

alleging substanttally the same allcgatlons as were made in the
fcderal cases. ' '

' Thelawshits described abovesoughttorecoverthebondholders’

investment In the principal amount of $2.25 billion, plus :

unspecified damagcs, lnterest, costs and attorneys’ fees.

In Scptember 1988, the Supply System’s Executive Board
approved an agreement to settle claims against the Supply System

In MDL 551, the Chemical Bank litigatlon, and related litigation .

Including the Haberman action. The agreement calls for the

Supply System to consent to entry of a judgment on the contract

"clalm on the Nuclear Projects Nos. 4 and 5 bonds brought by MDL

551 class plaintiffs and Chemical Bank. All other clalms against
theSupplySystem aretobedismissed with pre|udlce Theamount
of the judgment shall be equal to the aggregate unpald principal
amount of the Nuclear Projects Nos, 4 and 5 bonds and-accrued
inferest thercon at the time the judgment Is entered. Asof June
*30,1991, the amount of such accrued Interest was approximately
$1.503 billion. That judgment shall be entered only upon a final
]udgmcnt or final settlement of all clalm’s in MDL 551 and the
Chemical Banklitigation. Recourseforsatisfaction of the judgment
is expressly limited to'the funds and assets of the Supply System
pledged to secure the Nuclear Projects Nos. 4 and 5 bonds. <

All other defendants in MDL 551 and the Chemical Bank
litigation also have reached agreements to settle claims against
them. The total amount to be paid under these settlemcnts in
MDL 551 exceeds $850 million.

" In April 1989, certain present holders of Nuclear Projects Nos.

4and 5bonds servcd the Supply System and others with notice of
a suit, entitled Heerey v. Supply System (Heerey), in New York State
Court which seeks $750 million and other relief. The plaintiffs
allegethattheSupply Systemand othersareliablefornonpayment

o

“of interest and principal on the Nuclear Projects Nos. 4 and §

bonds, based on tommon law fraud and other theories. The _
district court in MDL 551 and the Chemical Bank litigation has
previously ruled that Chemical Bank represents all of the holders
of Nuclear Projects Nos. 4and 5 bonds. Proceedings in Heereyhave
been stayed by agreement of the parties pending the outcome of
appeals of the order approving joint MDL 551 settlements..

Inanother lawsuit entitled Hofferv. Stateof Washington (Hoffer),

, certaln purchasers of Nuclear Projects Nos. 4 and S bonds have
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filed claims on behalf of all bondholders against the State of "+ these.loans were subordinate to the $2.25 billion of bonds

i Washington, thestateauditorand otherelectedofficials, asserting payable, and were payable solely from the revenues of Nuclear
that the state is liable to the plaintiffs for damages. The State of Projects Nos.3and 5. The Supply System defaulted on‘all of the
Washington has advised the Supply System that, if the lmgatxon loans atthesametime ltdefaultcd onNuclear Projects Nos.4 and
agalnst the State of Washington is not resolved, it may file cross- “ 5 bonds In 1983. Interest on these loans in the amount of
) * claims against the Supply System and the other MDL 551 approximately $132.3 million also rcmalns unpald at June 30, .
defendants. - . O 1991, )
Allofthesettleménts were approved by the courton September ’ Most of the lenders have sued the Supply System and all but  +
5, 1989. The court found that Chemical Bank represented all three of the sults (those brought by certain investor-owned }
. Nuclear Projects Nos. 4 and 5 bondholders in the litigation. Ifit  ° utilities) havebeen reduced to judgment. The Washlngton State
- ) .becomes final and non-appealable; the court’s ruling will -  Supreme Court has held that the terms of the loans limited the
. permanently bar Chemical Bank and all Nuclear Pgojects Nos.4 ~ source of recovery to funds and assets of Nuclear Projects Nos. 4
N and 5 bond purchasers (including the Heerey plaintiffs) from " and$. ’ ,
' commencing, prosecuting, or continuing any action against the . : : i
. - . Supply System arlslng out of or relating to the allegations or INTER-PROJECT CLAIMS AG AINST REVL‘NUES AND . ’
) ; subject matter of the litigation. The ruling, however, will not * OTHER ASSETS . .
preclude Chemical Bank from commulng with the cost-sharing
. litigation described below Somecreditors of Nuclear Pro;ects Nos. 4and5haveattempted

and others havc threatened to attempt, to obtain payment from
. The plaintiffsin Hcerey and Hoffer have filed notices of app cal the physical assets of other projects of the Supply System or from

and an individual bondholder also has appealed. No additional
‘ : . . the revenues pledged as security for the Supply System bonds

appeals are expected. In the opinion of Supply System Special
X . . issuedin connection with, and revenues pledged for the payment

Counseland Chief Counsel, the court’s ruling, unless modified or
of costs of, such other projects. Such creditors include present

reversed on ap. p cal, would bat the.Heercy Hitigation and the and former holders of the Nuclear Projects Nos. 4 and § bonds
Habenman litigation, and would provide for the release of claims
. andothers whomay assert claims in the future against the Supply .

asserted in the Hoffer litigation,
N K fer litig . System and/or its projects. .t
If approval of the settlements is modified or reversed, the

Supply System Is unable to predict the outcome of MDL 551, the

Bond Counsel and Chief Counsel to the Supply System areof '

the followlng opinions with respect to the ability of various
|
|

. . (':hemlca! Bank litigation, Habenn‘an, Heerey, or Hoffer. - —~ classes.of claimants, creditors, and future creditors to realize | iy
. . . < ' _upon thé revenues or physlcal assets of Nuclear Pro]ects Nos. 1,
. LIABILITY INSURANCE LITIGATION L *2 and 3.
’ - The excess carrier of directors' and officers’ liability lnsurancc, First, with respect to the revenues, incomé, recelpts, profits,
. National Unton (AIG), filed alawsuit in September 1985, seeldng and other moneys held under cach of the net-billed resolutions S
v adeclaration that it has no obligation under the Insurance policy. and pledged thereby for the payment of the related net-billed < |
. because of thealleged fatlure of the Supply System todeclare facts bonds and for the payment of all other costs of the related net-
T whlch if known to the insurer, would have resulted in it not . bnlledpro]ect(collecuvely, the"PledgcdRevenues"), Bond Counsel
issumg the policy. “The court in MDL 551 has approved a and Chicl Counsel to the Supply System are of the opinion that
‘. settlementbetween theSupply System’s directorsand theplaintiffs holders of Nucledr Projects Nos. 4 and 5 bonds, creditors of the
X in MDL 551, which dismisses all claims against the directors in “Supply System whose clalms arose from the furnishing of goods '
" return fora payment of $30 million by the carricr. Ifapprovalof- ,  or services with respect to'Nuc’lear Projects Nos. 4 and §, and -

~ = this shettlemcnt‘becomes final and non-appealable, the insurer creditors whose judgments derived from other contract clalms
E . - will be barred from proceeding with this litigation. If approvalis  ° ° against the Supply System that do not arise from actidns or
modified or reversed, the Supply System’ ls unable to.predict the - fallures to act relating directly or indirectly to such net-billed

outcome of this litigation. . project, will not be able to realize upon such pledged revenues.
. N ‘ Second, with respect 'to'the pledged revenues relating toa .

“ | NUCLEAR PROJECTS NOS. 4 AND 5§ BRIDGEAND particular net-billed project, while the specificissuc has notbeen

. TERMINATION LOANS ’ decided by the Supreme Court of the State ’of Washington, Bond

“ ' Counsel and Cliief Counsel to the Supply System are of the

’ . In late 1981, 68 Nuclear Projects Nos. 4 and 5 participants opinion that creditors of the Supply System whose judgments

and others loaned the Supply System $60 million to pay project derlve from tort clains against the Supply System that do not

costs until an alternative source of financing could be found. - ap6 from actions or failures to act relating directly or Indirectly

. _ None was found, and after the projects were terminated in - to such net-billed project will not be able to realize upon such
January 1982, 42 Nuclear Projects Nos. 4 and § particnpants .. pledged revenues; and Bond Counsel and Chief Counsel to the :

loaned the Supply System additional amounts of approximately Supply System believe that, If presented withi the question, a

. . «  $8 million to pay termination costs. The first set of loans were court would so hold. *T -
. called bridge loans, and the second termination loans. All of ’ \

Y .
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Third, with respect to the physical assets of the net-billed
projects that are necessary for the purposes of such projects,
while the si)eclﬁc issue has not been decided by the Supreme
Court of the State of Washington, Bond Counsel and Chief
Counsel to the Supply System are of the opinion that holders of
Nuclear Projects Nos. 4 and 5 bonds, creditors of the Supply

.. System whose claims arose from the furnishing of goods or

services with respect to Nuclear, Projects Nos. 4 and'$, and
creditors whose judgments derive from other contract or tort

“ claimis against the Supply System that do not arise frox'n actions

or failures to act relating directly or indirectly to (he net-billed

projects, ‘will not be able to realize upon such asscts, and Bond
Counsel and Chief Counsel to the Supply System belleve that, If
presented with the question, a court should so hold. The above
opinion as to the ability of bondholders or other credltors to
realize upon the physical assets of the nét-billed projects is
limited to those assets located within the State of Washington,

“or as to which a court would apply thé law of the State of

~ Washington.

Theabove opinions exclude clalms agalnst the Supply System

arising from a valid exercise of the soverelgn police power of the

State of Washington or of the constitutional powers of the
United States of America.

In order to express the legal conclusions set forth in the
foregoing oplnloris, Bond Counsel and Chief Counscl to the
Supply System have assumed that the activities givingriseto the
claims described In such opinions were not directly or indirectly

related toany net-billed project. Inany given suit or proceeding,

however, the question of whether a particular activity does or
does not relate to a niet-billed.project is :a factual matter to bé
determined by the Judge or jury, as the case may be. No
assurance can be given that in any such suit or proceeding there
will not be a finding that the complained-of actlvity relates to
one or more of the net-billed projects. If sucha ﬁ;ldlng is made,
the claimant may be able to realize on the pledged revenues or
physlcal assets of one or more of the net-billed projects.

I it were determined that a claim is.an obligation of one or
more of the net-billed projects, the claim would be paid in the
same manner as other obligations of those projects.

Bond Counsel and Chief Counsel to the Supply System have
not undertaken an Investigation of the Issues discussed above
with respect to the-Packwood Lake Hydroelectric Project or
Hanford Generating Project. However, they belleve that upon
full investigation, the same opinions could be rendered with
respect to assets of the Packwood Lake Hydroelectric Projectand
Hanford Generating Project and revenues or funds held in trust
or. for the holders of bonds issucd by, the Supply System to
finance the consgmctlpn of such projects.

If it is found that creditors are not limited to payment of their

clalms from the project to which such claims relate, it will have
a material adverse impact on tlie Supply System.

- *

COST-SHARING LITIGATION ) T

» B

Nuclear Projects Nos. 1 and 4 are of substantially the same
désign and are referred to as “twin units.” Nuclear Projects Nos.

N .

3 and- 5 are also twin units of substantially the same design.

Architect-engineerservices, constructionmanagement, and certain

common equipment used in construction of twin units benefited

both units,and costs are sharable by the twin units. The Supply

System allocated such shared costs on the basis of respective
. benefit to the projects involved. .

In August 1982, the Participants' Committee for Nuclear Projects
Nos.4and 5,on behalf of the project participants, demanded that
the Supply System reallocate $161 million, plusinterest, inshared
costs previously pald by Nuclear Projects Nos. 4 and $, based on
arevised formula for sharing of costs. The demand Indicated this
was not the total extent of claims which could be made by the
Nuclear Projects Nos. 4 and 5 participants. The Investor-owned
utilities (I0Us) owning 30 percent of Nuclear Project No. 3 have
asserted that they are entitled to set off the amounits owed by the '
Supply System on bridge and termination loans made for Nuclear
Projects Nos. 4 and 5'in 1981, totaling $12 mlllion plus interest,
agalnst any cost-sharing- obligatlon .

In October 1982, the Supply Systcm filed a complaint for
declaratory judgment in Federal District Court for Western
" Washington, naming the participants in Nuclear Pro;ects Nos. 1,
2,3,4and 5, BPA, the four IOUs owning shares of Nuclear Project.
No. 3, and thebond fund trustees for Nuclear Projects Nos. 1and
3 as defendants, and asking the court to declare the tights and
obligations of the parties with regard to the allocation of costs
among the projects.

In May 1983: the court designated BPA as the plaintiff and all
other parties as def_epdants. The case is captioned BPA v. Supply
Systent, et al. Certaln other claims h.ave been filed as part of this
actlon. .

In June 1983, Chemical Bank intervened as bond fund trustee
on behalf of the Nuclear Projects Nos. 4 and 5 bondholders.
Chemical Bank has alleged that the Supply System’s allocations of
costs'among the twinned projects were improper and that
repayment to the Nuclear Projects Nos. 4 and 5 bond fund is

< required for such costs allegedly impropetly allocated.

In May 1989, the court ruled that Chemical Bank has a lien in
an amount of any funds which may be determined in the future
tohavebeenimproperly expended asaresult of costs misallocated
to Nuclear Projects Nos. 4 and 5, but the court stated that any
enforcement of the lierd must await resolution of the issuc of
whether there was any lmproper allocation.

By agreement among the Supply System, BPA and Chcmical
“Bank :signed August 29, 1989 and approved by thecourt, anyfinal,
nonappealable judgment entered in cost-sharing litigation
granting relief to Chemical Bank for costs misallocated from
NuclearProjectsNos. 1,2 or 3 toNuclear Prélect_s Nos.4or5would
be payable by BPA under net:bifling agreements. In return,
Chemical Bank agreed to releaseany lien on procceds of Nuclear
Pro]ec;s Nos. 1, 2 or 3 refunding bonds to be issued in the future,
and any other funds disbursed to pay amounts properly payable
prior to a judgment in the cost-sharing lltlgatlon However, if
. Chemical Bank obtains a judgment, therelease by Chemical Bank
willnotapply toany fundsdisbursed after such judgment. If, after
“such judgment in the cost-sharing ltigation, Chemlcal Bank

. B ~
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. seeks to enforcea lien on the Nuclear Projects Nos: 1, 2or3 bond

.. funds or revenue funds, Bond Counsel and Chief Counsel to the

Supply System are of the opinion that a court should hold that
. anysuchlien would be subordinateto thelien'of Nuclear Projects
Nos 1;2 or 3 bondholders. -

’_ < On October 5, 1990, the court ruled-that the Nuclear Projects
Nos. 4 and’5 Bond Resolutions required the application of

A

»

. principles “akin to those espoused” by Chemical Bank. The court

stated that because such principles were not applied, Nuclear
Projects Nos. 4 and 5-“apparently bore more than their fair
“  and equltable share of construction costs.” i

" The court gtanted Chemrcal Bank’s motron for seekmg an ,
accountlng of all the uses of bond proceeds of Nuclear Projects
Nos. 4 and 5. The Supply System and other parties in the case
have appealed this order to the Unlted States Court of Appeals
for the Ninth Circuit., . . .

Counsel for Chemical Bank has estlmated the potential
recovery for Nuclear Projects Nos. 4 and 5 at $1 billion, Including
interest. Ifa judgment were awarded in favor of Chemical Bank
" and costs previously allocated to Nuclear Projects Nos. 4 and 5
were allocated to other Supply System projects, such amounts
would.be construction costs of such pro]ects

~n

-

The Supply System is unable to predlct the outcome of thrs
litigation. ‘

I3 id

]

‘ NUCLEAR PROJECT NO. 5 TERMINATION CLAIM

In August 1983, Pacific Power & Light Company (Pacific),
owner of 10 percent of Nuclear Project No. 5;filed a counterclaim -
.inBPA v.SuppIySystcm, ctal.asserting thatterminationof Nuclear .
* Project No. 5 was a breach of the ownership agreement bettveen
Pacific and the Supply System Pacific secks damages in an
unspecified amount. “Such amount would presumably be

* approximately $150 million, and couldbe a general claim against
*assets-of the Supply System. Actions on that claim have been °
stayed since 1983. The Supply System is unable to predict the

£ \ outcome of this litigation. . .

¥
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NUCLEAR-PROJECTS NOS.4AND S .
SITE RESTORATION .

- - . Y

-

No provisions have been made for site restoration of Nuclear
Pro]ects Nos. 4 and 5, which is governed by the site certification
agreement between the Supply System and the -State of
Washlngton and regulatrons adopted by the Washington Energy
Facility Site Evaluation Oouncil (EFSEC). It Is not known at this
time . what actions wlill be necessary to comply with EFSEC's
requirements. Becausethesite certification agreement for Nuclear
l’ro;eétNo 1alsocovers Nuclear Project No. 4, and theagreement
" for Nuclear Project No: 3 also covers Nuclear Project No. 5, EFSEC
might assert that Nuclear Pro]ects Nos 1 and 3 are obllgated to
pay the cost of site restoration for Nuclear Piojects Nos. 4 and 5.
Such costs are estimated to be in therange of $45. to §77 mlllron
_ (in 1989 dollars).

N
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NUCLEAR PROJECTS NOS. 1 AND 3
CONSTRUCTION DELAY"

1. .
In April 1982, the Supply System com’menced a construction
delay of Nuclear Project No. 1, and in July'1983, it commenced a
constructlon delay of Nuclear Project No 3. These projects are |
currently in an extended delay mode. Plant asstts are being
preserved and project licenses are being maintained during the
delay period in order to enable the Supply System to resume
construction of the projects at such tlme as that action fis .
determined appropriaté. ‘

Inthe 1986 Northwest Conservation and Electric Power Plan,,
fssued by the Northwest Power Planning Council (Council) In

* January 1986, the Council indicated that Nuclear Projects Nos. 1

»

.

-

and 3 can be cost-efféctive for the region and should be preserved

as potential resource options.” However, the Council did not *

include Niclear Projects Nos. 1 and 3 In its resource portfolio at
that time due to legal and other uncertalntrcs In April 1991, the
Council releasedits 1991 Power Plan, whichincludesanobjective
to determine the Cost and availability of resources to the region
in the next twenty years. Such resources, amongothers, mclude
Nuclear Projects Nos. 1 and 3. An action plan item supportlng .
that objective recommends that BPA and the Supply System
undertake the work necessary to determine whether outstanding
issues are resolvable so that the Council can make an informed
judgment in the next Power Plan as to whether to: 1) continue
preserving the projects, 2) construct either orboth of the projects
if needed, or 3) terminate the projects. BPA and the Supply -

-System have initiated work In response to thisrecommendation,
-and anticipate completion by mid-1993. s .

.

In Its 1987 Resource Strategy, BPA found, that there was no
compelling case either for or against continued preservation of '
Nuclear Projects Nos. 1 and 3 onanet present value bisis, and that
preservation of both projects was somewhat favorable from an
economic rls]\ management standpoint. BPA concluded that
preservation of Nuclear Projects Nos. 1 and 3 was the prudent
course of action at that time. Thesé findings and conclusions
remained unchanged in BPA'’s 1988 ﬁesourc_e'Program and 1990
Resource Program. No new decision regarding completlon or
termination of the prolects Is expected to be reflected in BPA's
1992 Resource l’rogram

Preservation ot‘ cach project is’ expecteh to.continite until a

" decislon Is made whether to complete construction or terminate -

one or both projects. Contlnued funding of Nuclear l’ro]ect
No. 1 preservation costs is provided by the Nuclear Project No. 1
construction fund, and continued funding of Nuclear Project

. No: 3 preservation costs is provided by project participants (70

percent pursuant to net-billing agreements) and by the four
mvcstor-ownedutllltyowners(30percentpursuanttoasettlement
agreement). . - .

[N
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NUCLEAR PROJECT NO. 3 l')EI:»AYLIHGATION

~ InJulyand Augixst‘l983, the four IOUs ownlng 30 percent of
Nuclear Project No. 3filed clalms against BPA, the Supply System
and the Nuclear Project No. 3 participants asserting that they

-
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suffered damages as a result of the extended construction delay
of Nuclear Project No. 3. . -

The Supply System executed agreements on September47
1985, to settle the construction delay claims with BPA and with
each of the IOUs owning shares of Nuclear Project No. 3. A
number of the Nuclear Project No. 3 participants have opposed
the settlement and dismissal of claims. In October 1985, the
participants filed pleadings in the U.S. District Court asserting

challenges to the Nuclear Project No. 3 settlement agreements .
between BPA and the JOUs. Noneof the agreements executedby .

the Supply System has been challenged. However, the pleadings
filed by some participants also Include clalms against the Supply
System, the IOUs-and BPA unrelated to the validity of the
settlement. In July 1986, the district court dismissed the claims
challenging BPA’s authority to enterinto the Nuclear Project No.
3 settlement agreements with the JOUs and stayed all other
claims relating to or arlslng out of the construction delayor the
settlement.

An original proceeding also was filed in the United States
Court of Appeals for the Ninth Circult, challenging BPA's
settlements with thelOUs. InJanuary 1989, the Courtof Appeals
rejected all statutory challenges to BPA's settlements, affirmed

" BPA's authority to enter the settlements, and dismissed other

clalms, including claims against theIOUsand the Supply System,
for lack of jurisdiction. .

In May 1989, the district court dismissed the claims of all but
nine of the Nuclear Project No. 3 participants against the Supply
System, BPA, and the 10Us relating to or arising out of the

-construction delay of Nuclear Project No. 3 or the settlement,
pursuant toastipulation of the parties. ‘Noaction hasbeen taken
by these nine non-stipulating participants since the May 1989
district court rullng -

The four IOUs owning 30 percent of Nuclear Project No. 3
alsofiled complaintsinstate courtsin King County, Washington,
and Multnomah County, Oregon in Ma'y 1983, secking similar
declarative and equitable relief and' damages because of the
Nuclear Project No. 3 construction delay as claimed by them In
BPA v. Supply System, et al. These cases weie filed as a precaution
against any determination that the federal District Court lacked
jurisdiction to try the Niiclear Project No. 3 construction delay

clalms. Proceedings in these state court cases have been stayed
by stipulation of the parties. The parties have agreed to dismiss
these state court cases after final dismissal of the parallel claims
in the federal court and the final dismissal of any claims

challengmg theNuclear Project No. 3 settlement agreements.

If the settlement agreements between BPA and the I0Us are
determined to be invalid or unenforceable, the IOUs might
renew their claim that they are entitled to rescission of the

Nuclear Project No. 3 ownership agreement. However, theIOUs ~

have agreed In their settlement. agreements with the Supply
System hot to assert any claim against the Supply System for
money.damages, restitution or Injunctive relief,

The Supply System Is unable to predict what results wll[ be
reached with respect to these clalms .

-~ »

HANFORD GENERATING PROJECT

The Hanford Generating Project (HGP) was completed in 1966
and operated _through 1986, using by-product steam from the
Department of Energy’s N-Reactor. In January 1987, the
Department of. Energy shut down the N-Reactor for safety
improvements, and in October 1989 placed it In,a’dry lay-up

Y status, while maintaining the capability to restart within a two-
to-three year period. HGP has not operated since 1986.

‘In 1988, the Supply System completed a study of alternative

steam sources for HGP, and BPA completed a study to determine -

lfconversiontoana!temativcstcamsourcewarrantedpreservatlon
of HGP. BPA’s conclusion at that time was that from a risk

" management standpoint, it would not be prudent to terminate
thepro]ei:tunless there wasa substantial indication thatithad no
value as a power resource.

In August 1991, theSecretar'y of Energyannounced thedecision
to place the N-Reactor In permanent shutdown in thenear future.
This action will eliminate the N-Reactor as a future power source
for HGP. The Supply System and-BPA are again reviewing the
status of ‘HGP to determine whether' the project should be

. terminated or continue to be preserved as a potential future
energy resource. )

Certain HGP' preservation costs have been funded by the
Departmentof Energysince 1988 undera supplemental agreement
between the Supply System and the Department of Energy. This
agreement expires on September 30, 1991, and it Is uncertain
whether this agreement will be extended. Remaining HGP debt
« service costs and continuing preservation costs, or pro]ect
termination costs, will be funded by project participants.

. NUCLEAR INSURANCE

“The Price Anderson Act currently provides for nuclear liability
Insurance up to $7.8 billion per incident, which is covered by a
combination of commercial nuclear insurance and mandatory

+ Industry self-Insurance. The Supply System has purchased the
maximum commercial insuranceavailable of $200 million, which

is the first layer of protection. The second layer of protection Is )

_ provided. through a mandatory industry self-Insurance plan
whereln cach licensed nuclear facility required to participate in
the plan (currently 115) may be assessed up to $66.15 milllon per
incident, sub]cct toamaximumannualassessmentof $10million
per year.

” Nuclear praperty damage Insurance requirements are met
through a combination of commercial nuclearinsurance policies
purchased by the Supply-System and BPA. The total amount of
* insurance purchased Is currently $1.625 billion. The deductible
for this coverage is $10 million per occurrence.

40
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Hanford Site Neighbor

Joan Ames

Joan Ames and the Supply System’s
operating nuclear power Plant 2 have
been neighbors for seven years. How do
they get along? Joan, a retired high
school fine arts teacher, conveys a sense
of pride in knowing that her neighbor
is making a contribution to the quality
of life in the Pacific Northwest,

“Compared with other generating
alternatives, the operation of Plant 2







Packwood Lake
Hydroelectric Project

Bill Johnson, maintenance

For 19 years, Bill Johnson has been
responsible for maintenance of the
Supply System’s first clectrical generating
plant. The Packwood Lake Hydroelectric
Project, which began operation in 1964,
is one of the Pacific Northwest’s most
constant and reliable sources of electricity.

Situated in the foothills of Mt. Rainier,
the 27.5-megawatt plant generates an
average of seven megawatts of electricity.
“We're not a large generating plant,” says
Bill, “but we're a reliable one.”

One of only two Supply System employ-
ees stationed at Packwood, Bill appreciates
the challenge of maintaining the project
in top-notch operating condition. The
small Packwood crew takes special pride
during the winter months when Packwood
may be called upon to support the local
public utility district during electrical
power losses. “It’s important that
Packwood is ready and available when



WNP-1

Mark Domarotsky, craft coordination

The Supply System’s 65-percent
complete pressurized water reactor,
WNP-1, has been in a preserved state
since 1982, People like Mark
Domarotsky, craft coordinator, have

worked hard to ensure the plant’s
ckriictnre ic Iin onnd condition aned the
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WNP-3 !

Sandi DeLoe, administration

Sandi DeLoe, administrative coordina-
tor, and 70 other full-time employces
work at the Supply System’s 75-percent
complete WNP-3 project near Satsop in
Grays Harbor County, Washington,

The 1,240-megawatt pressurized water
reactor is being preserved until the
region makes a decision about the future
of the project.

“We take pride in preservation,” says
Canedi “WNIP.R emnloveee firmlv healiove
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Donald W. Mazur resigned from
the Supply System in fiscal year
1993, after nearly 10 years service
as managing director. His many
contributions to the organization
are appreciated, and his enthusi-
asm and personal commitment to
the Supply System and its employees
will long be remembered. He is
wished the best.
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FINANCIAL AND OPERATING HIGHLIGHTS

For the year ended June 30, 1993 {Dollars in millions)

BONDS OUTSTANDING FY1993 FY 1992
Amount*/Weighted Average Coupon Rate
WNP-1 amount $2,406.3 $2,382.0
weighted average 6.6% 6.9%
WNP-2 amount $2,507.4 $2,454.5
weighted average 6.6% 7.0%
WNP-3 amount $1,868.1 $1,895.4
weighted average 6.1 6.1
*Excludes, Compound Interest Bonds Accretion
BOND RATINGS .
Fitch Investors Service, Inc. AA AA
Moody's Investors Service, Inc. Aa Aa
Standard and Poor's AA AA
INVESTMENT PERFORMANCE
Income $ 46.8 $ 57.7
Average Balance 839.2 884.2
Rate of Return 5.6% 6.5%
FY 1993 FY 1992
NUCLEAR PACKWOOD NUCLEAR ~ PACKWOOD
PROJECT LAKE PROJECT LAKE
OPERATING STATISTICS No.2 PROJECT No.2 FRoxd
Total production costs* S 138.6 $ 03 $ 1169 $ 03
Net generation (millions of kWh) 6129.7 65.8 3799.2 92.1
Cost in mills/kWh 22.6 4.4 30.8 34
Plant availability 68.8% 100.0% 43.3% 100.0%
Plant capacity 63.7% 27.3% 39.9% 38.1%

*Includes operation and maintenance costs per FERC report

Plant 2 Net Generation

6,034 5,670 6,130
5,945 | 6,496 | 3,799

Millions of KWh Fiscal Year 88 89 90 91 92 93

Packwood Net Generation

Millions of KWh

page 1
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Carl M. Halvorson
Executive Board Chairman

Competitive
Effort

. "
.

As electricity needs in the
Pacific Northwest continue to spiral
upward, Supply System efforts are
concentrated on getting as much
generation as possible from its
operating power plants, and investi-
gating other power-producing
opportunities. In both cases, the end
result must be safe and reliable
generation of cost-effective electricity
for the region's ratepayers.

Various resources ar¢ vying for
positions in today's energy market.
And while the Supply System's Plant
2 has been a significant contributor
to the region's electricity base for
nine years, operating costs must be
carefully watched. We're seeing
Plant 2 costs gradually decrease, and
anticipate that 1993 and 1994 costs
will be the lowest to date.

During fiscal ycar 1993, Plant 2
costs were held within budget,
Savings in plant capital additions
were sufficient to offset a slight
increase in operating costs, resulting
in a net overall reduction of about $2
million in the plant's $200 million
annual budget.

The collaborative effort of the
Supply System and BPA to continue
pursuit of refinancing opportunities
also paid off well during the fiscal
year. The sale of $644 million in
refunding revenue bonds for Projects
1, 2 and 3 in October 1992, and $796
million in bonds sold for Projects 1
and 2 in May 1993, represented $83
million in net present value savings
for the Supply System and BPA.
Seventeen million in notes for
Project 1 were sold in May 1993.

As of October 1993, two additional
sales, each at $691 million, have
brought economic benefits to Supply
System projects and Northwest
ratepayers by increasing total net
present value savings for the entire
refinancing effort, which began in
September 1989, to $1.2 billion.
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Additional attention was focused
on Projects 1 and 3 when in April
1993, Supply System Executive Board
members recommended termination
studies for the two partially complete
reactor plants. The realization that
completion of the projects as
commercial nuclear power plants is
unlikely, prompted this action. A
decision on the future of Projects 1
and 3 will most likely be made in
carly 1994, after the parties involved
have had time to analyze and discuss
the results of the studies.

Good news was received this year
on our proposal to construct a gas-
fueled combustion turbine project at
our Satsop site in western Washing-
ton. In June 1993, BPA announced
that the 204-average megawatt
project was one of three finalists
selected for consideration as a
potential new electrical generating
facility in the Northwest. While this
step gave the Supply System the
green light to proceed with site
development activities at BPA
expense, it does not obligate BPA to
call for project construction and
operation unless the resource is
needed by the region within a ten-
year option period. ’

As competition for resources and
other changes swirl through the
electric utility industry, the Supply
System will continue to rely on its
assets — our people, the region, and
our technological leadership — to
maintain its position as a provider
of low-cost electricity.
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EXECUTIVE BOARD

Washington:

Public
Power

Supply
System

From left to center
CARL M. HALVORSON

President, Halvorson Mason Corp., Portland, OR (Board Chainnan)

VERA CLAUSSEN
Comumissioner, Grant County PUD, Ephirata, WA (Board Assistant Secretary)

JAMES G. ROWLAND
Commissioner, Okanogan County PUD, Okanogan, WA

RAY FOLEEN
Consultant, Portland, OR (Board Secretary)
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Fiscal year 1993 can be classified
as a turnaround year for the Supply
System. A number of changes have
been made throughout the organiza-
tion to more effectively dedicate
resources to improving Plant 2
performance. Most visible is the new
management team, with representa-
tives, including myself, from top-
performing nuclear plants throughout
the country. These individuals, with
lengthy experience in operations,
engineering and quality assurance,
bring with them proven successful
approaches to safe and reliable plant
operations.

Strong emphasis on teamwork
prevails throughout the Supply
System. We're diligently working to
improve our cohesiveness, with each
employee striving to achieve the
challenges we've established for
ourselves. We have made a commit-
ment to the Nuclear Regulatory
Commission (NRC) to demonstrate
improvement in this arca. It is, and
will remain, a top priority.

We also are emphasizing proce-
dural compliance. We've taken some
criticism from the NRC in this area
and have devoted considerable effort
to climinate any non-compliance
issues.

In their annual assessment of our
operations, the NRC said "the perfor-
mance of licensed activities at WNP-2
" is acceptable and directed toward safe
facility operation." But we need to
significantly improve our Systematic
Assessment of Licensee Performance
(SALP) grades in the key areas of plant
operations, maintenance, engineering
and plant support.

The Supply System had a success-
ful maintenance and refueling outage
this year. Having joined the Supply
System just prior to the outage, I was
repeatedly impressed with the high
caliber of work being performed by
our employees.

Safety was a prime consideration
for all involved in outage work, with
zero lost-time accidents and only
three recordable injuries sustained in
more than 700,000 hours of work.
That effort contributed to this outage
being Plant 2's safest, as well as
shortest (at 53 days), in its nine-year
operating history.

That's quite an accomplishment
considering outage work included the
replacement of more than one-fifth of
the reactor's 764 nuclear fuel assem-
blies. Completing all work on
schedule offered real benefit to the
Bonneville Power Administration
(BPA), the federal agency that markets
electrical power from Plant 2.

Below average water flows
through the region's hydroelectric
systém during the entire year placed
increased regional reliance on power
from Plant 2. An illustration was
BPA's request to the Supply System to
delay the start of Plant 2's annual
outage by two weeks. We were glad
to help relieve some of the stress
being experienced by the Northwest
electrical power system at that time.

By playing to our strengths and
targeting opportunities for improved
performance, the Supply System can
continue to be responsive to the
growing eclectrical needs in the
Pacific Northwest.
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Managing Director

A Period of
Performance
and Change
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John F. Cockbum Sam J. Farmer Stephen J. Witllams

Three Supply System Executlve Board members Join more than 200
other governor-appointecs whose nominations for another term
were withdrawn by Washiugton State Governor Lowry

in April 1993. This action temporarily reduced

the 11-member Board to elght members,

From center to right
. MARK CRISSON
Superintendent, Tacoma City Light, Tacoma, WA

WILLIAM D. SCOTT
Commissloner, Chielan County PUD, Wenatchee, WA

PAUL J. NOLAN
Attorney, Tacoma, WA (Board Vice Chairman)

PARKER L. KNIGHT

Comumnlssioner, Skamania County PUD, Carson, WA
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Changes in the electric power industry are motivating
operators of electrical generating facilities to focus on two key
areas—reliability and cost of power. Likeany otherbusiness,
the nuclear industry secks to satisfy its customers, in this case
by operating safe and reliable power plants that produce low-
cost electricity.

Operations at the Supply System’s Plant 2 during fiscal year
1993 were on the mark in both areas. Plant 2 maintained a
high level of performance throughout the year, generating
more than 6.1 billion kilowatt hours of electricity and achiev-
ing a capacity factor of 63.7 percent. Both statistics are
improvements over previous years’ performance, and are
indicators that Plant 2 has the ability to become a top
performer.

Thisyear’s clectrical generation, which was second to Plant
2'srecord of 6.5 billion kilowatt-hours of electricity produced
during fiscal year 1990, contributed significantly to the
region’s power supply. Steady operations resulted in power
from Plant 2 averaging about 10 percent of the Bonneville
Power Administration’s (BPA) firm power load for the greater
part of the year. BPA is the federal agency that markets
electrical power from Plant 2 and 30 hydroelectric projects to
residents and industries throughout the Pacific Northwest.

Reliable plant operations were the basis for an increased
capacity factor of 63.7 percent in fiscal year 1993. Capacity
factor refers to the ratio of energy-actually produced to that
which would have been produced during the same period
had Plant 2 operated continuously at 100 percent power.
Plant 2's capacity factor is an area that has been targeted for
even greater improvement, and operations staff are working
diligently to achieve an 80 percent capacity factor goal
within the next few years. Such an achievement would
result in Plant 2 power costs that would be among the
nuclear industry’s lowest.

Plant 2’s cost of power during the fiscal year, reported using
nuclear industry standards, was 22.6 mills per kilowatt hour.

Reflecting significant improvement over past years, cost of

power is an area that will continue to be fine-tuned.

From a regional perspective, as reported by BPA and
including controllable, incremental and capital costs, Plant
2’s cost of power totalled 40.7 mills per kilowatt hour. With
measures in place to i'x'nprove Plant 2's overall performance
and reliability, expectations are that the cost of power from
Plant 2 will continue to decline as operating and mainte-
nance costs are held within budget.

The Supply System will continue to meet the challenge of
improving Plant 2 performance and reducing associated
costs to better serve the region as a safe and reliable source
of electricity.
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Washington
Public Power
Supply System
is a key player

in the

full-time

role of
supporting
state-wide
electricity use.
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provides enough
electricity

to meet the
needs of about
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homes.
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Plant 2 took center stage on several occasions during
fiscal year 1993 when other electrical generating resources in
the Pacific Northwest were impacted by economic and envi-
ronmental constraints. For example, Portland General Elec-
tric Company permanently closed its Trojan nuclear power
plant in January 1993, reducing the region’s supply of elec-
tricity by 800 average megawatts. This action left Plant 2 as
the only commercial nuclear power plant operating in the
Pacific Northwest.

Economics and the uncertainty surrounding the future
operating costs were contributing factors that led to Trojan’s
premature closure. The Supply System is acutely aware of the
symptoms that lead to such drastic measures and is working
diligently to reduce economic uncertainties by meeting
ambitious performance and cost goals.

The loss of Trojan, combined with dry weather condi-
tions affecting the region’s hydroelectric system, strength-
ened the Bonneville Power Administration’s (BPA) reliance
on the 1,112 megawatts of electricity produced by Plant 2.
The increasing need for power from Plant 2 was demon-
strated in April 1993, when BPA officials requested a two-
week delay in the start of the nuclear power plant’s annual
maintenance and refueling outage. The scheduled outage
coincided with dry weather conditions and several consecu-
tive years of low streamflows on the Columbia and Snake
Rivers that forced BPA to rely more heavily on its non-
hydroelectric resources.

The Supply System’s Packwood Lake Hydroelectric
Project was not exempt from the region’s stressed water
situation. Lack of snow and reduced rainfall, coupled with
maintenance activities, resulted in a low production year
for the 27.5-megawatt plant. During fiscal year 1993,
Packwood generated 66 million kilowatt-hours of electricity,
down considerably from the 92 million kilowatt-hours
produced the previous year.

Dependence on the region’s hydroelectric system was
impacted further this year by measures being taken to protect
endangered salmon species. Measures already implemented,
and others being considered, promise significantly fewer
megawatts from the hydro system.

Serving as a base load power resource for the region,
particularly when the hydroelectric system is stressed,
is one of Plant 2's chief responsibilities. The power it
generates gives BPA more flexibility in responding to the
effects of competing demands on use of water in the
region’s rivers.

Such demands were evident this year with increased
economic and population growth throughout the region.
The influx of new people and business, added to the
existing power load, has the potential to create a power
deficit of nearly 900 megawatts in 1994.

As the region continues to balance the need for power
with its available resources, the Supply System will work
to ensure that Plant 2 maintains its value as a safe, reliable
and low-cost provider of electricity.
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Wlen Plant 2 shut down on April 30, 1993, for its annual

maintenance and refueling outage, the countdown began.
The Bonneville Power Administration (BPA), regional power
planners, the news media, the Nuclear Regulatory Commis-
sion (NRC), Supply System employees, and the public all
watched closely as outage activities were completed within
a record-setting 53 days — one day less than the previous
Plant 2 annual outage record set in 1988.

Success in meeting the challenges of a safe and efficient
outage and smooth reactor start-up was critical so that Plant
2 could help meet the region’s high demand for electricity
experienced during this year’s summer months. Supply
System workers met that challenge by returning Plant 2 to
the BPA transmission grid on schedule,

This year’s major outage work focused on replacing 128
of the plant’s 764 nuclear fuel assemblies and completing a
variety of maintenance activities expected to increase Plant
2’s operating efficiency and reliability.

The annual outage also was Plant 2’s safest to date,
with a sixty-percent reduction in number of recordable
injuries and zero lost-time accidents reported from among
the nearly 1,200 people involved. Recordable injuries
require medical attention, while lost-time accidents in-
volve time away from work.

Exemplary safety performance continued throughout
the year. In May 1993, employees achieved a new safety
record by working one year without a lost-time accident.
The effort involved 3,200,000 hours of work, and is the first
time the Supply System has surpassed the three-million
hour mark. ‘ .

In recognition of the year's safety accomplishments,
the Northwest Public Power Association and the American
Public Power Association honored the Supply System with
first-place awards in safety competitions involving utilities
with employees who annually work between two-and four-
million hours.

Success in safely completing this year’s outage on
schedule is attributed in part to careful planning and
execution of work. Tollowing the outage, the Supply
System began evaluating the scope of work conducted
during annual outages as part of a study of the feasibility of
converting Plant 2 to a two-year refueling cycle. The
extended cycle is a possibility for Plant 2 once its capacity
factor hasbeen increased to approximately 80 percent. The
longer cycles would provide greater fuel efficiency and
increased electrical generation.
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Washington
Public Power
Supply System
achieves success
" with the
shortest and
safest refueling
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refueling
activities took
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to complete,
with a safety
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zero lost time
accidents.
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BOARD

OF DIRECTORS

Roberta P. Bradley
Superintendent
Seattle City Light

Don Carter
Energy Services Director
City of Richland

Vera Claussen (Secretary)
.Commissioner
Grant County PUD

Mark Crisson
Superintendent
Tacoma City Light

Beverly Cochrane
Commissioner
Franklin County PUD

" Dan G. Gunkel
Commissioner
Klickitat County PUD

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

William G. Kuchne
Commissioner
Ferry County PUD

James G. Rowland
Commissioner
Okanogan County PUD

James W, Sanders
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

Ray Foleen

Paul J. Nolan

James G. Rowland

Carl M. Halvorson, Ex Officio

Audit, Legal and Finance Committee
William D. Scott, Acting Chairman
Vera Claussen
Paul J. Nolan
Carl M. Halvorson, Ex Officio

Operations / Construction Committee
Parker L. Knight, Chairman
Mark Crisson :
Ray Foleen
James G. Rowland
William D. Scott
Carl M. Halvorson, Ex Officio
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MANAGEMENT REPORT ON
RESPONSIBILITY FOR FINANCIAL REPORTING

The management of the Supply System is responsible for preparing the accompanying financial
statements and for their integrity. The statements were prepared in accordance with generally accepted
accounting principles applied on a consistent basis, and include amounts that are based on management’s best
estimates and judgments.

The financial statements have been audited by Deloitte & Touche, the Supply System'’s independent
auditors. Management has made available to Deloitte & Touche‘all financial records and related data, and
believes that all representations made to Deloitte & Touche during its audit were valid and appropriate,

Management has established and maintains internal control procedures that provide reasonable assur-
ance as to the integrity and reliability of the financial statements, the protection of assets from unauthorized use
or disposition, and the prevention and detection of fraudulent financial reporting. These control procedures
provide for appropriate division of responsibility and are documented by written policies and procedures.

The Supply System maintains an ongoing internal auditing program that provides for independent
assessment of the effectiveness of internal controls, and for recommendations of possible improvements thereto.
In addition, Deloitte & Touche has considered the internal control structure in order to determine their auditing
procedures for the purpose of expressing an opinion on the financial statements. Management has considered
recommendations made by the internal auditor and Deloitte & Touche concerning the control procedures and
has taken appropriate action to respond to the recommendations. Managementbelieves that, as of June 30, 1993,
internal control procedures are adequate.

W. G. Counsil
Managing Director Chief Financial Officer

B lonr. 4, Guono %’701_ 2 M

AUDIT, LEGAL AND FINANCE COMMITTEE
CHAIRMAN'S LETTER

The Executive Board’s Audit, Legal and Finance Committee is composed of three independent directors.
Members of the Committee are William D. Scott, Acting Chairman; Vera Glaussen; Paul J. Nolan; and Carl M.
Halvorson, Ex Officio. The Committee held twelve meetings during the fiscal year ended June 30, 1993.

The Committee oversees the Supply System’s financial reporting process on behalf of the Executive Board.
In fulfilling its responsibility, the Committee discussed with the internal auditor and the independent auditors
the overall scope and specific plans for their respective audits, and reviewed the Supply System’s financial
statements and the adequacy of the Supply System’s internal controls.

The Committee met regularly with the Supply System’s internal auditor and independent auditors to
discuss the results of their examinations, their evaluations of the Supply System’s internal controls, and the overall
quality of the Supply System’s financial reporting. The meetings were designed to facilitate any private
communication with the Committee desired by the internal auditor or independent auditors.

Witlianr. D, RoTT—

William D. Scott
Acting Chairman, Audit, Legal and Finance Committee
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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 $ as of June 30, 1993, 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, 1993, 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 G 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
Notes A and G, the Supply System has determined that completion of Nuclear Projects Nos. 1 and 3 as nuclear
generating facilities isunlikely, and intends to study thelegal and otherissues associated with termination of either
or both of the projects or their conversion to fossil fuel powered electric generating facilities.

D oloitle + Torwele

Seattle, Washington
September 1, 1993
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BALANCE SHEETS ,
"As of June 30, 1993 Dollars In thousands
NUCLEAR PACKWOOD HANFORD NUCLEAR 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 $3,284,109 $12,496 $§ 92 $ 12947 § 1,390
Allowance for depreciation (904,950) (8,519) (46) (4,650) (695)
2,579,159 3,977 46 8,297 695
Nuclear fuel, net of
accumulated amortization 132,166 264,231 39,640
Construction work in progress 106,947 ‘ 2,237,504 2,451,379
Less joint owners' share ‘ (624,925)
2,618,272 3,977 46 2,510,032 1,866,789
RESTRICTED ASSETS (NOTE B)
Special funds
Cash 5 1 268 1,120 $ 5,380
Investments 44,863 290 1 131,053 18,876 9,390
Accounts receivable. 2,354 7,655 244
Due from other projects 174 119 19,201
Due from other funds 2,291
Prepayments and other 36 37 1
Debt service funds -
Cash 55 2 ) 120 155
Investments 172,128 717 243,903 178,600 46,043
217,051 1,010 1 377,908 208,853 80,259
LONG-TERM
RECEIVABLE (NOTE B) 50,238
CURRENT ASSETS
Cash 2,386 22 25 44 153
Investments 40,087 916 8,652 1,569 4,667
Accounts receivable 2,938 365 2,241 113
Due from participants 77 4 20
Due from other projects 21 35 592
Due from other funds 24,809 20 26,171 2,103
Materials and supplies 44,428
Prepayments and other 493
Plant & equipment held for sale 1 3,900
115,218 1,345 12,612 30,621 7,056
DEFERRED CHARGES
Costs in excess of billings 3,488
Unamortized regulatory studies 13,445
Unamortized debt expense 20,492 11 25,671 20,773
Other deferred debits 749 747
33,937 3,499 26,420 21,520

TOTAL ASSETS $3,034,716 $ 9,831 $12,659 $2,944,981 $2,104,218 $80,259

* Supply System’s ownership share (Note A)
** Project recorded on a liquidation basis
See notes to financial statements
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NUCLEAR PACKWOOD HANFORD NUCLEAR  NUCLEAK NUCLEAR
PROJECT LAKE GENERATING PROJECT PROJECT PROJECTS
NO, 2 PROJECT PROJECT** NO. 1 NO.3* NOS. 4/5**
LIABILITIES
DEFICIENCY IN ASSETS $(4,151,010)
BILLINGS IN EXCESS OF COSTS  $ 452,977 $5279 $ 461,993 § 153,834
LONG-TERM DEBT (NOTE E)
Revenue bonds payable 2,587,080 $8,241 2,389,405 2,210,000
Unamortized discount
on bonds - net (125,284) (44) (44,295) (351,034)
Notes Payable 16,900
2,461,796 8,197 2,362,010 1,858,966
DEBT IN DEFAULT, CURRENTLY
PAYABLE (NOTES E & G)
Revenue bonds payable 2,155,755
Subordinated revenue notes 65,384
2,221,139
LIABILITIES - PAYABLE FROM
RESTRICTED ASSETS (NOTE B)
Special funds
Accounts payable and accrued ‘
expenses (NOTE F) 20,403 8,964 8,102 34,828
Due to other projects 18,995 8,093
Due to other funds 21,129 9 20,787 ‘
Debt service funds
Accrued interest payable 2,394 103 84,792 57,719 1,958,598
Accounts payable 8,611
Due to other funds 3,680 11 5,384 4,394
47,606 123 119,927 89,210 2,010,130
OTHER NONCURRENT
LIABILITIES (NOTE F) 21,731 6 8
CURRENT LIABILITIES
Current maturities of
long-term debt 250 210
Accounts payable and accrued
expenses 47,365 120 6,780 4 4
Due to participants 2,437 1,104 1,047 2,204
Due to other projects 554 S92
50,606 1,434 7,372 1,051 2,208
DEFERRED CREDITS
Deferred gain on redemption
of revenue bonds 71
COMMITMENTS AND
CONTINGENCIES (NOTE G)
TOTAL LIABILITIES $3,034,716 $9,831 $12,659  $2,944,981 $2,104,218 $ 80,259




STATEMENTS OF OPERATIONS

For the year ended June 30, 1993

Dollars in thousands

NUCLEAX PACKWOOD HANFORD NUCLEAR NUCLEAR NUCLEAR
PROJECT LAKE GENERATING PROJECT PROJECT PROJECTS
NO. 2 PROJECT PROJECT** NO. 1 NO. 3* NOS. 4/5*
OPERATING REVENUES $ 494,126 $1,372
OPERATING EXPENSES
Nuclear fuel 24,456
Fuel disposal fee 5,796
Decommissioning 4,588
Depreciation and amortization 105,547 445
Operations and maintenance’ 121,577 602
Administrative & general 35,201 97
Generation tax 2,251 1
Total opetating expenses 299,416 1,145
NET OPERATING REVENUES 194,710 227
OTHER INCOME & EXPENSE
Non-operating revenues - net $ 15,446 $190,635 $128,085 $ 147,971
Investment income 15,636 92 703 17,995 8,627 5,174
Interest expense and )
discount amortization (169,759) (319) (44) (162,263) (130,712)  (201,226)
Maintenance of projects in
extended construction delay (5,009) (3,400)
Maintenance of plant held
for disposition 377)
Termination and asset
disposition expenses (15,728) (10,109)
Other (11,859) (2,200) (1,904)
NET REVENUES BEFORE
EXTRAORDINARY ITEM 28,728 0 0 39,158 696 (58,190)
EXTRAORDINARY ITEM
Loss on bond refunding (Note E) (28,728) (39,158) (696)
NET REVENUES § 0 $ 0 $ 0 $ 0 $ 0 § (58,190)

* Supply System's ownership share (Note A)
P p

** Project recorded on a liquidation basis

See notes to financial statements
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STATEMENTS OF CASH FLOWS

For the year ended June 30, 1993

Dollars in thousands

NUCLEAR

PACKWOQOD
LAK

HANFORD

NUCLEAR

NUCLEAR

NUCLEAR

ROMT LG, MmO MQET  MORT RO
CASH FLOWS FROM OPERATING
AND OTHER ACTIVITIES '
Operating revenue receipts 398,963 § 2,186
Cash payments for operating expenses (175,744) (726)
Non-operating revenue receipts $2,704 $185449 § 143,638 $ 147,880
Cash payments for maintenance of
projects int extended construction delay (4,392) (5,950)
Cash payments for other expenses 573 391) (1,626) (1,915) (3,989)
Distributions of operating and
non-operating surplus (1,497)  (1,860) (844)
Net cash provided/(used) by
operating and other activities 223,792, 37) 453 178,587 135,773 143,891
CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES
Proceeds from bond refundings 596,284 842,063 14,564
Refunded bonds escrow requirement (557,664) (818,749) (14,089)
Bond issuance costs paid (4,818) (10,644) 126
Capital and nuclear fuel acquisitions (46,097) ) (191) (33)
Cash payments for deferred programs (4,628) 1) 7
Interest pald on revenue bonds (161,449) (317) (108) (160,008)  (116,353) (75,755)
Principal paid on revenue bond ,
maturities (7,714) 271)  (6,635) (30,950) (28,385) (94,245)
Net cash used by capital .
and related financing activities (186,086) 592y  (6,743) (178,480)  (144,163) (170,000)
CASH FLOWS FROM INVESTING
ACTIVITIES
Purchases of investment securities (1,006,814) (6,833) (26,076) (792,875)  (641,601) (11,717,874)
Sales of investment securities 953,547 7,242 31,827 771,948 639,144 11,743,324
Interest on investments 16,148 81 549 20,561 10,621 5,776
Net cash provided/(used) by Investing
activities (37,119) 490 6,300 (366) 8,164 31,226
NET INCREASE/(DECREASE) IN CASH 587 (139) 10 (259) (226) 5,117
CASH AT JUNE 30, 1992 1,859 164 15 691 1,654 263
CASH AT JUNE 30, 1993 (NOTE B) 2446 $ 25 § 25 $ 432 § 1,428 § 5,380

* Supply System's ownership share (Note A)
** Project recorded on a liquidation basis
Seé notes to financial statements
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STATEMENTS OF CASH FLOWS (continued)
For the yecar ended June 30, 1993 Dollars in thousands

NUCLEAR PACKWOOD HANFORD NUCLEAR
PR%ECF LAKE GENERATING PR(gECT
M NO. 2 PROJECT PROJECT** NO. 1

*>

NUCLEAR  NUCLEAR
PROJECT  PROJECTS
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 $ 194,710 $ 227
Adjustments to reconcile net
operating revenues to cash
provided by operating activities:

Amortized revenues (95,162) (408)
Depreciation and amortization 126,345 435
Decommissioning 4,588
Other N 18
Change in operating assets
and liabilities:
Accounts receivable 1,597 (171)
Materials and supplies (3,788) 1
Prepaid and other assets 60
Due from/to aother projects,
funds and participants (7,835) (143)
Accounts payable 3,259 22
Non-operating revenue recelpts $ 2,704 $185,449  $143,638 $147,880
Cash payments for maintenance of o
projects in extended construction delay (4,392) (5,950)
Cash payments for other expenses 391 (1,626) (1,915) (3,989)
Distributions of non-operating surplus T (1,860) (844)
Net cash provided/(used) by
operating and other activities $ 223,792 § (37) $ 433 $178,587  $135,773 3 143,891

* Supply System's ownership share (Note A)
** Project zecorded on a liquidation basis
See notes to financial statements
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OUTSTANDING LONG-TERM DEBT

As of June 30, 1993 Dollars in thousands

TRUE INITIAL SERIAL
DATE INTEREST OFFERING COUPON ORTERM
SERIES OF SALE COST (A) PRICES RATE MATURITIES AMOUNT
NUCLEAR PROJECT NO. 2 REVENUE BONDS
1973 6-26-73 5.65% 100 5.70% 7-1-2012  § 117,815
117,815
1976 6-3-76 6.63 100 6.20-6.25 7-1-96/1998 7,425
99.25 6.625 7-1-2006 42,300
100 6.75 7-1-2012 49,860
99,585
1976A 11-18-76 5.86 (B) 5.50-5.75 7-1-94lé000 34,080
100 6.00 7-1-2007 44,815
99.50 6.00 7-1-2012 60,990
139,885
1979 3-13-79 6.49 B) 5.90-6.00 7-1-96/1999 19,985
100 6.75 7-1-2012 83,605
103,590
1981A 9-4-81 14.67 100 14,375 7-1-2001 30,000
§59.958 8.25 7-1-2003 100,600
. 130,000
1990A 3-15-90 7.77 99.75 7.25 7-1-2003 73,705
98,50 7.50 7-1-2004 61,510
97.125 7.25 7-1-2006 35,790
98.75 7.625 7-1-2008 62,215
96.125 7.375 7-1-2012 189,625
422,845
19908 6-7-90 7.69 94,135 7.00 71-2012 200,840
200,840
1990C 11-1-90 ‘ 7.84 (B) 7.00-7.50 7-1-97/2003 204,870
' 97.50 7.625 7-1-2010 209,625
97.65 7.375 7-1-2011 35,810
(B) (&) 7-1-04/2005 18,054
468,359
1991A 9-26-91 6.81 (B) 5.40-6.60 7-1-96/2005 135,260
90.375 6.00 7-1-2012 105,940
(B) © 7-1-06/2007 13,431
254,631

{A) Based on original Issue

(B) Various prices

(C) Compound interest bonds

(D) Excludes amounts due July 1,1993
(E) Includes amounts due July 1, 1993

21



OUTSTANDING LONG-TERM DEBT
As‘of June 30, 1993 Dollars in thousands

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

NUCLEAR PROJECT NO. 2 REVENUE BONDS (continued)

1992A 10-2-92 6.19% 4.65-6.30% 7-1-96/2009 $ 193,360
6.25 7-1-2012 66,780
6.30 7-1-2012 50,000
© 7-1-2010/2011 9,084

319,224

1993A . 2.90-6.00 7-1-1994/2010 208,480
5.75 7-1-2012 42,105

250,585

Compound interest bonds accretion 79,971

Revenue bonds payable $2,587,330 (D)

PACKWOOD LAKE PROJECT REVENUE BONDS

1962 3-20-62 3.66 3-1-2012
1965 11-4-65 3.76 3-1-2012

Revenue bonds payable | 3 8,451

NUCLEAR PROJECT NO. 1 REVENUE BONDS

1976A 2-4-76 6.84 (B) 6.00 7-1-93 2,395
. 2,395

1976B 8-31-76 6.37 100 5.50-5.90 7-1-23/1998 18,625
100 6.50 7-1-2010 66,940

85,565

1978A 3-21-78 5.69 . B) 5.00-5.50 7-1-93/2002 40,885
100 $.80 7-1-2010 50,920

100 5.875 7-1-2017 64,810

156,615

1978B 12-5-78 6.61 B) 5.70 7-1-93 2,775
. 2,775

(A) Based on original issue

(B) Various prices

(C) Compound Interest bonds

(D) Excludes amounts due July 1,1993

(E) Includes amounts due July 1, 1993 b
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TRUE INITIAL SERIAL
DATE INTEREST QFFERING COUPON ORTERM
SERIES OF SALE COST' (A) PRICES RATE MATURITIES AMOUNT
NUCLEAR PROJECT NO. 1 REVENUE BONDS (continued)
1979 6-19-79 6.64% B) 6.00% 7-1-93 . 2,150
2,150
1989A 9-14-89 7.76 100 6.70-7.30 7-1-93/2002 29,675
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
§2.083 6.00 7-1-2017 95,110
509,850
19898 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 7-1-2015 50,040
98,533 7.125 , 7-1-2016 41,070
129,485
1990A 3-15-90 7.73 (B) 6.40-7.60 7-1-93/2005 71,575
92.75 7.00 7-1-2011 56,770
81.75 6.00 . 7-1-2017 55,635
183,980
1990B 6-7-90 7.75 @) 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
153,265
1990C 9.27-90 7.8% (B) 6.80-7.75 7-1-93/2003 168,755
99.50 7.75 7-1-2008 22,085
196,840~
1991A 9.26-91 7.02 (B) 5.10-6.80 7-1-93/2008 51,775
98.375 6.875 7-1-2017 92,965
144,740
1992A 10-2-92 6.51 B) 3,10-6.40 7-1-93/2011 65,770
’ 99.375 6.50 7/1/2015 137,820
98 '6.25 7-1-2017 78,815
282,405
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OUITSTANDING LONG-TERM DEBT (continued)
As of June 30, 1993 Dollars in thousands

TRUE INITIAL SERIAL
DATE INTEREST OFFERING COUPON ORTERM
SERIES OF SALE COST {8) PRICES RATE MATURITIES AMOUNT
NUCLEAR PROJECT NO. 1 REVENUE BONDS (continued)
1993A 5-20-93 5.86% (B) 2.90-7.00% 7-1-94/2008 $215,485
100 5.75 7-1-2011 80,000
99.75 6.05 7-1-2012 35,705
96.306 5.75 7-1-2013 37,970
96.566 5.70 7-12017 176,180
545,340
Revenue bonds payable 2,389,405 (E)
1993A 5-20-93 4.975 100 4.70 7-1-1995 16,900
NOTES 16,900
Revenue bonds/notes payable 32,406,305
NUCLEAR PROJECT NO. 3 REVENUE BONDS
1976 4-13-76 648 (B) 5.70-6.00 7-1-93/1998 $ 9,545
| 99.625 6.50 7-1-2010 35,100
100 6.60 7-1-2018 45,295
89,040~
1977 7-12-77 5.71 (B) 5.10-5.50 7-1-93/2000 35,100
99.50 5.70 7-1-2009 63,535
99.50 5.80 7-1-2018 107,160
205,795
1978 9-12-78 6.27 (B) 5.90-6.00 7-1-93/2004 49,280
100 6.375 7-1-2010 42,985
99 6.40 7-1-2018 90,630
182,895
1989A 9-14-89 7.43 100 6.70-7.30 7-1-93/2002 28,790
B) © 7-1-2003/2014 18,668
98.533 7.25 7-1-2016 98,340
84.75 6.00 7-1-2018 54,570

(A) Based on original issue

| (B) Various prices

‘ (C) Compound Interest bonds
(D) Excludes amounts due July 1, 1993
(E) Includes amounts due July 1, 1993

200,368
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TRUE INITIAL SERIAL
DATE INTEREST QFEERING COUPON OR TERM
SERIES OF SALE COST (A) PRICES RATE MATURITIES AMOUNT
NUCLEAR PROJECT NO. 3 REVENUE BONDS (continued)
1989B 12-7-89 7.39% 160 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 7.125 7-1-2016 76,145
79.755 5.50 7-1-2017 62,560
79.525 $.50 7-1-2018 65,905
701,566
1990B 6-7-90 7.57 B) 6.50-7.25 7-1-93/2000 132,590
B) (&) 7-1-2001/2010 39,210
98.923 7.375 7-1-2004 55,920
98 7.50 - 7-1-2018 107,885
335,605
1991A 9-26-91 6.97 (B) 5.10-6.80 7-1-93/2008 50,540
97.78 6.75 7-1-2011 20,790
» 94.552 6.5 7-1-2018 66,065
137,395
1992A 10-2-92 4.86 100 3.10-5.10 7-1-19937/1998 14,500
14,500
Compound Interest bonds accretion 341,936

Revenue bonds payahle

§2,210,000 (E)
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DEBT-SERVICE REQUIREMENTS
As of June 30, 1993 Dollars in thousauds

NUCLEAR PROJECT NO. 2 PACKWOOD LAKE
PROJECT

slésll{\[‘ PRINCIPAL INTEREST TOTAL PRINCIPAL INTEREST TOTAL

6/30/93

Balance* $ 12,939 $ 309 $ 13,248 $ 105 $ 103 $ 208
1994 250 166,345 166,595 320 305 625
1995 1,025 166,066 167,091 333 293 626
1996 43,996 165,812 209,808 »347 281 628
1997 60,515 163,534 224,049 367 269 636
1998 64,005 159,693 - 223,698 387 255 642
1999 113,150 155,570 268,720 422 241 663
2000 123,980 147,753 271,733 473 226 699
2001 160,570 138,973 299,543 498 208 706
2002 83,915 127,657 211,572 524 190 714
2003 202,930 122,090 325,020 548 171 719
2004 148,624 119,578 268,202 573 151 724
2005 107,060 121,707 228,767 599 130 729
2006 123,686 104,261 227,947 623 108 731
2007 ’ 157,130 96,920 254,050 648 86 734
2008 185,300 73,948 259,248 673 62 735
2009 189,615 61,220. 250,835 572 37 609
2010 199,479 58,289 257,768 274 16 290
2011 165,620 45,165 210,785 122 6 128
2012 363,570 24,147 387,717 43 2 45
2013
2014
2015
2016
2017
2018

Adjustment** 79,971 (79,971)

$ 2,587,330 $ 2,139,066 $ 4,726,396 $ 8,451 $ 3,140 $11,591

*  Bond account balances less accrued Investment income.

**  Adjustment for compound interest bonds accretion; compaund interest bonds are reflected at their face amount less discount on the

balance sheet.
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NUCLEAR PROJECT NO. 1 NUCLEAR PROJECT NO. 3 NUCLEAR PROJECTS

NOS. 4/5
glégé\L PRINCIPAL INTEREST TOTAL PRINCIPAL INTEREST TOTAL PRINCIPAL TOTAL
6/30/93
Balance* § 35050 $ 79,966 § 115016 $ 31,545 §$ 57,719 $ 89,264 § 0$ 0
1994 38,085 158,335 196,420 33,505 113,546 147,051 2,221,139 2,221,139
1995 58,345 152,682 211,027 35,635 111,473 147,108
1996 44,500 149,730 194,230 41,245 109,228 150,473
1997 48,680 147,121 195,801 30,120 106,573 136,693  Refer to Note G under Nuclear
1998 50,900 144,151 195051 28015 104,664 132,679 ?;‘:j,f;fjtiofl";o,:, l‘)‘:,’f‘ju,ﬁ
1999 66,025 140,999 207,024 61,910 102,886 164,796  and Litigation and Nuclear
2000 70,085 136,725 206,810 66,600 98,656 165,256  Projects Nos. 4 and S Bridge
2001 74,865 132,148 207,013 64,950 100,676 165,626 nd Tennination Loans
2002 . 73,565 127,102 200,667 68,922 96,965 165,887
2003 64,195 122,107 186,302 70,917 95,500 166,417
2004 75,845 117,884 193,729 54,496 107,360 161,856
2005 68,090 112,844 180,934 55,421 105,739 161,160
2006 85,455 108,268 193,723 56,292 103,893 160,185
2007 91,255 102,475 193,730 51,251 104,031 155,282 |
2008 97,695 96,030 193,725 52,921 102,362 155,283 |
2009 101,465 89,127 190,592 54,843 100,436 155,279
2010 108,495 82,287 190,782 56,967 98,311 155,278
2011 132,590 74,962 207,552 75,449 87,198 162,647
2012 141,725 65,936 207,661 89,332 83,012 172,344
2013 154,350 56,202 210,642 94,563 77,788 172,351
2014 164,370 46,262 210,632 100,200 72,141 172,341
2015 175,100 35,541 210,641 133,980 38,369 172,349
2016 186,925 23,711 210,636 143,310 29,041 172,351
2017 198,650 11,995 210,645 153,195 19,156 172,351
2018 162,480 9,863 172,343
Adjustinent** 341,936 (341,936)

$2,406,305 $2,514,680 $4,920,985 $2,210,000 $1,894,650 $4,104,650 §$ 2,221,139 $2,221,139




NOTES TO FINANCIAL STATEMENTS

Note A - General

ORGANIZATION

‘The Washington Public Power Supply System (Supply System),
a municipal corporation and joint operating agency of the State of
Washington, was organized In 1957. It is empowered to finance,
acquire, construct and operate facilities for the generation and
transmission of electric power. On June 30, 1993, its membership
consisted of 10 public utility districts and the cities of Richland,
Seattle, and Tacoma, All members own and operate electric
systems within the State of Washington, The Supply System has
no taxing authority.

SUPPLY SYSTEM PROJECTS

The Supply System operates Nuclear Project No. 2,2 1,120 MWe
(DER net) generating plant completed In 1984, and the Packwood
LakeHydroelectricProject (Packwood), a 27.S MWe plant completed
in 1964,

The Hanford Generating Project (HGP), an 860 MW plant,
previously usedby-product steam from the Department of Energy’s
(DOE) dual-purpose New Production Reactor (N-Reactor) and has
not operated since the shutdown of the N-Reactor In 1987. As a
result of the Secretary of Energy's decision ta place the N-Reactorin
permarient shutdown, the Supply System has evaluated alternative
energy uses for the plant and anticipates termination of HGP in
fiscal year 1994, and subsequent removal and site restoration (see
Note G - Hanford Generating Project,)

Nuclear Project No. 1,a 1,250 MWe plant, is 65 percent complete
and Is In the twe]fth year of a construction delay. Nuclear Project
No. 3, a 1,240 MWe plant, Is 75 percent complete and is in the
cleventh, year of a construction delay. The future of Nuclear
. Projects Nos. 1 and 3 has not been determined. In April 1993, the
Supply System's Executive Board determined that completion of
Nuclear Projects Nos. 1 and 3 as nuclear generating faclities was
unlikely and has initlated a study of the Issues associated with the
termination of either or botly pfoiccts, or their conversion to fossil
fuel powered clectric generating facilities. The Supply System
Intendstocontlnueplant preservationactivitiesduting theextended
construction delay. Nuclear Project No. 1 is wholly-owned by the
Supply System. Nuclear Project No. 3 s jointly-owned, 70 percent
by the Supply System and 30 percent by four Investor-owned
utilities (PacifiCorp, Portland General Electric Company, Puget
Sound Power & Light Company, and The Washington Water
Power Company).

Nuclear Projects Nos. 4 and 5 were terminated on January 22,
1982 and are in liquidation. Substantially all of the utility plant
assets have been sold. Nuclear Project No.4 is wholly-owned by the
Supply System. Nuclear Project No. § is jointly-owned, 90 percent
by the Supply System and 10 percent by PacifiCorp (see Note G -
Nuclear Projects Nos. 4 and S Termination, Bond Default, and
Litigation). B

Each Supply System project s financed and accounted for as a
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utllity system separate from all other current or future projects with
the exception of Nuclear Projects Nos. 4 and 5 which are treated as
one utility system.

More than 100 Northwest utilities have purchased all of the
project capability of Nuclear Projects Nos. 1, 2, and the Supply
System’s 70 percent ownership share of Nuclear Project No. 3. Five
Investor-owned utilities are obligated by contract to pay Nuclear
Project No. 1 & specified amount for their portion of project
capability throughJune 1996. Theremainingutilities (participants),
pursuant to the terms of their purchase agreements, are obligated
to pay the annual costs of each project, Including debt service,
whether or not the project is completed, operable or operating and
notwithstanding thesuspension, reduction or curtailment of project
output. These project participants have resold such capability to
the Bonneville Power Administration (BPA) and In return BPA is

- obligated to pay annual costs of these projects, Including debt

service, by a ptocedure referred to as net-billing. Undernet-billing,
project participants pay the Supply System gheir respective shares
ofannual costsand BPA pays project participantsidenticalamounts
by reducing amounts duc to BPA by participants under power sales
agreerents.

Eighty-eight project participants In Nuclear Profects Nos. 4 and
5 were originally obligated by contract to pay annual costs of
Nuclear Projects Nos. 4 and 5, including debt service, whether or
not the projects were completed, However, these contracts have
been declared invalid. BPA has no obligation with respect to
annual costs of Nuclear Projects Nos.4 and 5.

All electrical energy produced by Supply System profects is
delivered to electrical distribution facilities owned and operated by
BPA as part of the Federal Columbia River Power System. BPA in
turndistributestheelectricity toelectrical utility systems throughout
the Northwest, Including participants in Supply System projects,
for ultimate distribution to consumers. BPA is obligated by law to
establish rates for electric power which will recover the cost of
acquisition (includingall payments undernet-billing agreements),
and BPA’s other costs.

Note B - Summary of Slgmﬁcant Accounting
Policies

BASIS OF ACCOUNTING

The Supply System has adopted accounting policles and
practices that are in accordance with generally accepted
accounting principles applicable to governmental utilities.
Accounts are maintalned in accordance with the uniform
systemof accourits of the Federal Energy Regulatory Commission.
Separate funds and books of account are malntained for each
utility system. Payment of obligations of one utility system
with funds of another utility system is prohibited, and would
constitute violation of bond resolution covenants,




UTILITY PLANT

Utility plant Is stated at original cost. Plant in service Is
depreciated by the straight-line method over the estimated useful
lives of the various classes of plant.

During the normal construction phase of a project, the Supply
System’s policy is to capitalize all costs relating to the project,
Including interest expense (net of interest income), and
administrative and general expense. ‘

HGP has been reduced to its net realizable value in anticipation
of project termination In fiscal year 1994 (sce Note G - Hanford
Generating Project).

Because of the extended delay of Nuclear Projects Nos. 1 and 3,
the Supply System discontinued capitalizing Interest expense and
preservation costs. Interest expense, termination expenses and
asset disposition costs for Nuclear Projects Nos. 4 and § are charged
to current operations.

NUCLEAR FUEL

All expenditures related to the ‘purchage of nuclear fuel are
capitalized and carried at cost. When the fuel is placed in the
reactor, the fuel cost is amortized to operating expense on the basis
of quantity of heat produced for generation of electric energy.
Accumulated nuclear fuel amortization as of June 30, 1993 for
Nuclear Project No. 2 is $90 million. Current period operating
expense for Nuclear Project No. 2 includes a charge for future spent
nuclear fuel storage and disposal to be provided by the DOE in
accordancewith the Nuclear Waste Policy Act of 1982, and acharge
by DOE for cleani-up of its nuclear enrichment facilitles, in
accordance with the Energy Policy Act of 1992. No provision has
been made for additional storage and disposal costs which may be
incurred by the Supply System prior to the transfer of spent fuel to
DOE. -

Under certain exchange agreements, the Supply System can
transfer to third parties approximately 2.1 million pounds of
Nuclear Project No. 1 uranium (equivalent U,0,) and 2.3 million
pounds of Nuclear Project No. 2 uranium (equivalent U,0)). In
return, the Supply System will receive equivalent quantities of
uranlum in future years. Additionally, the Supply System receives
usagefeesforaportion of the transferred uranium. These exchange
agreemerits have been secured by bank letters of credit at current
market value, adjusted semiannually. The cost of this urantium,
$46.5 million and $34.2 million, is included In the carrying
amount of Nuclear Projects Nos. 1 and 2 nuclear fuel, respectively.

RESTRICTED ASSETS

Inaccordancewithprojectbondresolutions, related agreements,
or state law, separate restricted funds have been established for
each project. The assets held In these funds are restricted for
specificusesincludingconstruction, debtservice, capitaladditions,
extraordinary operation and maintenance, termination,
decommissioning, and workers’ compensation claims.

LONG-TERM RECEIVABLES

Long-term receivables include minimum guaranteed amounts
pertaining to future discounts for certain goods and services fo be

provided to Nuclear Project No. 2 as the result of a litigationt |

settlement,

DECOMMISSIONING

Estimated Nuclear Project No. 2 decommilssloning costs are
accruedbased on current fundingrequirements. Monthly payments
are made into a sinking fund which, with accumulated interest, is

expected to be adequate to fund decommissioning costs at theend

of the 40-year plant operating life. Decommissioning costs are
currently estimated at §403 million (in 1987 dollars). Payments to
the decommissioning fund for the year ended June 30, 1993
aggregated $3.0 million and the balance of the fund at June 30,

. 1993 was $20.4 million. |

MATERIALS AND SUPPLIES

Materlals and supplies are valued at cost, using welghted-average

7 methods. -

29

FINANCING EXPENSE, BOND DISCOUNT, AND
DEFERRED GAIN

Financing expense, bond discounts, and deferred gain on
redemption of revenue bonds are amortized over the terms of the
respective bond Issues.

REGULATORY STUDIES

Expenses associated with regulatory studies for Nuclear Project
No. 2 are deferred and amortized by the straight-line method over
the estimated operating life of the plant.

CURRENT MATURITIES OF REVENUE BONDS

Current” maturities of revenue bonds payable from restricted
assetsarereflectedin Long-Term Debt. Current maturities of bonds
forwhich fundshavenot yetbeenrestricted arereflectedin Current
Liabilities.

REVENUES

With the exception of Nuclear Projects Nos. 4 and §, the Supply
System recovers, through various agreements, actual cash
requirements for operations and debt service for each project over
the life of that project. Accordingly, the Supply System recognizes

fevenues equal to operating costs for each period. No net Income

or loss Is recognized, and no equity is accumulated.

The difference between cumulative revenues received and
cumulative operating costs is recorded as either billings in excess of
costs (llability) oras costsin excess of billings (asset), asappropriate,
Such amounts will be recognized as revenues, or costs, during
future operating periods.

STATEMENTS OF CASH FLOWS

For purposes of the statements of cash flows, the cash includes' "

unrestricted and restricted cash balances. Short-term, hlghlﬂy-
liquid investments are not considered cash equivalents.
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INVESTMENTS US. Gov't U.S. Gov't Accrued Carrying
(Dollars in thousands) Sccurities Agencies Total Interest Amount
NUCLEAR PROJECT NO. 2

Amortized cost $ 219,944 $ 33,257 $ 253,201 $ 3,877 $ 257,078
Fair value 226,784 33,426 260,210

PACKWOOD LAKE PROJECT

Amortized cost 1,923 -0- 1,923 ~0- 1,923
Fair value 1,923 -0- 1,923

HANFORD GENERATING PROJECT

Amortized cost 8,577 -0- 8,577 75 8,652
Fair value 8,577 -0- 8,577

NUCLEAR PROJECT NO. 1 :

Amortized cost r 238,833 133,038 371,871 4,654 376,525
Fair value 246,206 133,769 379,975

NUCLEAR PROJECT NO. 3

Amortized cost 85,257 114,288 199,545 2,598 202,143
Fair value 87,704 114,696 202,400

NUCLEAR PROJECTS NOS. 4/5

Amortized cost 54,793 6 54,799 634 55,433
Fair value 55,095 6 55,101

Note C - Cash and Investments

Cash and Investments for each utility system are separately
malntained. ‘The Supply System’s deposits are insured by federal
depository insurance or through the Washington Public Deposit
Protection Commission. Supply System Investment policies limit
investment authority to obligations of the United States Treasury,
Federal National Mortgage Association, Federal Home Loan Banks,
Farm Credit System, and Federal Home Loan Mortgage Corporation,
as well as repurchase agreements. Collateral for repurchase
agreements must be authorized investments under Supply System
Investment policles. During fiscal year 1993, the Supply System
invested in repurchase agreements, however, none swere held at
year-end. Allinvestmentsare held in the Supply System’s nameby
safekeeping agents, custodians, or trustees.

Investments are stated at amortized cost and include accrued
interest. The Supply System’s investments are categorized above to

giveanindication of the typesand amounts of investments held by

each project at year-end.

Note D - Retirement Benefits

Substantially all Supply System full-time employees participate
in the statewide local government Public Employees’ Retirément
System (PERS). PERS Isa contributory multi-employer cost-sharing
retirement system established by the Washington State Legislature
and administered by the State of Washington through the
Department of Retirement Systems. For the year ended June 30,
1993, the Supply System’s payroll covered under PERS was
$87.6 million, representing 92 percent of total payrotll.

PERS contains two plans, Plan I members (employed on or
before September 30, 1977) may retire with full benefits at age 60
with at least five years of credited service, at age 55 with 25 years of
service, or upon reaching 30 years of service regardless of age. Plan
JI members (employed after September 30, 1977) may retire with
full benefits at age 65 with at least five years of credited service, or
with actuarially reduced benefits at age 55 with 20 years of service,

Theannual pension benefits are generally based on a percentage of
final average salary.

Required employer contributions for both plans, and PERS I
employee contributions, are determined each biennium by the
Legislature. Employee contribution rates for Plan I are established
by legislative statute. Employer rates for Plan 1 are not necessarily
adequate to fully fund the system. The employer and employee
contributlon rates for Plan I are developed by the Office of State
Actuary to fully fund the system. The methods used to determine
thecontributionrequirementswereestablishedunderstatestatute.

Asof December31, 1991 (the latest actuarial valuation date), the
pension benefit obligation of PERS, which {s the actuarlal present
value of credited projected benefits adjusted for the effects of
projected salary Increases, was $8.881 billion and the value of net
assets available to satisfy present and future pension benefit
obligations was $7,938 billion. The pension benefit obligation is
astandardized measure which enablesreaders of financial statements
to assess the furiding 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.

Supply System contributions for the year ended June 30, 1993,
expressed both in dollar amounts and percentages of current-year
covered payroll, were as follows:

Planl Plan II

Ratc Amount Rate Amount
Employer Contributions
Actuarially determined !
requirement 7.19% $1,013,875 7.19% $5,288,012
ActualSuppg
System contributions 7.58% $1,069,889 7.58% $5,573,805
Employce Contributions
Actuarially determined
requirement 6.00%* $ 845,690 4.98% $3,662,628
Actual employee B
contributions 6.00% $ 845690 4.85% $3,566,596
* Fixed at 6.00%
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The Supply System’s actuarially determined employer
contribution requirement represents approximately 2.4 percent of
the total for all employers covered by PERS.

Historical trend information showing PERS® progress in
accumulating sufficient assetsto pay benefits when dueis presented
in the State of Washington’s June 30, 1992 comprehensive annual
financlal 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 ] and
Plan 1L Currently; 169 retfrees are eligible to receive life Insurance

benefitsand 123 retirees haveelected to participatein 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, with a
mininmum 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 claims
on a pay-as-you-go basls.

At the time of retirement, the Supply System accrues a lability
for the actuarial present value of estimated claims, net of retiree
contributions. The total expense recognized for the years ended
June 30,1993 2nd 1992was$.3 milllonand $.3 million, respectively,
and the total liability at June 30, 1993 was $2.8 million for these
beriefits.

During fiscal years 1993 and 1992, pension costs for Supply
System employees and postemployment life insurance benefit
costsTorretirees were calculated and allocated to each project based
on direct Jabor dollars. Approximately, 91 percent of all such costs
wereallocated to Nuclear Project No. 2 during fiscal years 1993 and
1992.

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.

During the year ended June 30, 1993, the Supply System issued
$1.44 billiont in net-billed bonds for Nuclear Projects Nos. 1, 2 and
3 to refund $1.345 billion of outstanding bonds with an average
interest rate of 6.98 percent. The net proceeds of the new Issues
were deposited in separate frrevocable trusts under the control of
escrow agents to provide forall future debt service paymentson the
refunded bonds. Asaresult, 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, 1993, the change in
the aggregate debt service payments for Nuclear Projects Nos. 1, 2
and 3 and changes to debt service reserye fund balances resulted in
an economic gain of $42.1 million, $32.2 million, and $.6 million,
respectively.

" In prior fiscal years, the Supply System defeased certain 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 Mability for the

" defeased bonds are not included In the financial statements.

Including the fiscal year 1993 defeasements, approximately $1
billion, $507 million, and $253.8 million of bonds outstanding are
considered defeased at June 30, 1993 for Nuclear Projects Nos. 1, 2
and 3, respectively.

A summary of fiscal year 1993 Serles 1992A and 19934 bond

- refandings by project Is presented below:

FISCAL YEAR 1993 BOND REFUNDINGS

(Dollars In Thousands) -

‘ Series Series All

NUCLEAR PROJECT NO. 1 1992A 1993A Series
Size of fssue $282,405 $562,240 $844,645
Amount of bonds refunded 268,480 520,910 789,390
Accounting loss 26,535 12,623 39,158
Reductlon In aggregate

debt service 57,994 25,845 83,839
NUCLEAR PROJECT NO. 2
Size of issue $347,394 $250,585 $597,979
Amount of bonds refunded 312,375 229,350 541,725
Accounting loss 19,928 8,800 28,728
Reduction/(Increase) in 7,545

aggregate debt service (66,503) (58,958)
NUCLEAR PROJEGT NO. 3
Size of Issue $ 14,500 $ 14,500

~ Amount of bonds refunded 13,425 13,425

Accounting loss 696 696
Reductlon In aggregate

dcebt service 142 142
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The Supply System expects to continue the refunding of high-
interest bonds when economically feasible, In July 1993, the
SupplySystemissuedatotal of $691.4 million in refunding revenue
bonds, Serles 1993B, for Nuclear Projects Nos. 1 ($189.7 million),
2 ($219.4 million), and 3 ($282.3 million). The proceeds of the
bonds will be used to refund $175.1 milllon, $203.2 million and
$268.6 milllonof Nuclear Projects Nos. 1, 2and 3bonds, respectively.

The Supply System redeemed all remaining HGP bonds in the
principal amount of $6.635 million on September 1, 1992.

Outstanding revenue bonds of the varlous projects as of June 30,
1993, 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, 2 AND 37

Projectparticipants and f{ve Invesgor-owned utilities for Nuclear
Project No. 1 have purchased all of the project capability of Nuclear
Projects Nos. 1and 2and the Supply Systemt’s 70 percent ownership
share of project capability of Nuclear Project No, 3. BPAhasin turn
acquired the entire project capability from thie project participants
under contracts referred to as net-billing agreements. Under the




net-billing agreements for cach of the projects, project participants
are obligated to pay the Supply System thelr pro rata share of total
annual costs of the respective projects, including debt service on
bonds relating to each project, and BPA In turn s obligated to pay
the participants identical amounts by reducing amounts due to
BPA by participants under BPA power sales agreements. The net-
billing agreements provide that project participants and BPA are
obligated to make such payments whether or not the projects are

completed, operable or operating and notwithstanding the-

suspension, interruption, interference, reduction or curtailment of
the projects’ output. The validity of the net-billing agreements was
challenged inNovember 1982. In May 1983, the U.S. District Court
of Oregon declared that the net-billing agreements were binding,
and this decision was upheld on appeal.

SECURITY - NUCLEAR PROJECTS NOS. 4 AND 5§

In connection with the issuance of the generating facilitles
" revenuebonds for Nuclear Projects Nos. 4 and §, the Supply System
pledged the revenues to be derived under participants' agreements
with 88 utilities operating principally In the Northwest. The
participants' agreements provided that each participant pay its
respective share of annual costs, including debt service on the
bonds, whether or not the projects were completed, operable, or
operating and notwithstanding the suspension, Interruption,
interference, reduction or curtailment of the projects’ output.
Payments from the participants for Nuclear Projects Nos. 4 and 5
termination costs and debt service were due beginning on January
25, 1983. Asa result of a ruling by the Washington State Supreme
Court declaring the participants’ agreements invalid, payments
due under the participants’ agreements were not made and an
eventof default, asdefined in thebond resolution, occurredon July
22,1983 (see Note G ~ Nuclear Projects Nos. 4 and S Termination,
Bond Default, and Litigation).

SECURITY - HANFORD GENERATING PROJECT

It wasinitially intended that Nuclear Project No. 1 be constructed
next to HGP to provide the energy source to operate the project
when DOE ceased operation of the N-Reactor. To allow for
construction of Nuclear Project No. 1, it would havebeeri necessary
to shut down HGP on Qctober 31, 1977, Because studies at that
time indicated that generating resources in the Pacific Northwest
would be inadequate in the late 1970s and early 1980s, the Supply
System and BPA determined that HGP should be kept available for
powerproduction. Therefore, the Nuclear Project No. 1 net-billing,
exchangeand project agreements were amended to provide for the
separation of Nuclear Project No. 1 from HGP.

The amended agreements provide for the payment of all HGP
debt service costs, net of investmenit income, by Nuclear Project
No. 1 participants, beginning July 1, 1980, regardless of continued
operation of the N-Reactor, and that other costs, to the extent not
otherwise provided for, be treated as Nuclear Project No. 1 costs
with HGP having a first claim on the revenues of that project.

32

SECURITY - PACKWOOD LAKE HYDROELECTRIC
PROJECT

Under power sales agreements, 12 member purchasers have
purchased all of the project capabllity of Packwood. The member
purchasersare obligated topayannual costs of the project, including
debtservice, whetherornottheprojectisoperable, untiloutstanding
bondsarepaid orprovisionismade fortheretirementinaccordance
with provisions of the bond resolution.

Note F - DOE Uranium Enﬁchment Assessment

In October 1992, the Energy Policy Act of 1992 created a new
Uranium Enrichment Decontamination and Decommissioning
Fund which requires annual funding by alt domestic utilities that
have purchased enriched uranfum from DOE. This fund will be
used by DOE for the clean-up of its nuclear enrichment facilities.
Payments to the Fund are due annually over a 15 year period and ‘
will be adjusted for inflation. The Supply System has recognized
this obligation as a nuclear fuel cost and recorded a liability for it
pro rata share of the total funding, estimated to be $6.6 million,
$17.6 million and $4.8 million, respectively, for Nuclear Profects
Nos. 1, 2and 3. Theinitlal combined payment of $1.934 million
IsdueSeptember 30, 1993. Theannualassessment may beadjusted
based on DOE produced separative work units purchased from or
sold to another party. Thisliability is reflected in accounts payable
and accrued expenses for Nuclear Projects Nos. 1 and 3; and in
other noncutrent liabilities ($16.5) for Nuclear Project No. 2.
AmountsapplicabletoNuclearProject No. 2'snuclear fuel previously
used have been recorded as other expense (§11.9 million) and the
amountsapplicableto currentyearNucleat Project No. 2 operations
havebeenrecorded asnuclear fueloperating expense($1.3 million).

Note G - Commitnients and Contingencies

COST-SHARING LITIGATION

Nuclear Projects Nos. 1 and4areof substantially the samedesign
and are referred to as “twin units.” Nuclear Projects Nos. 3 and §
dre also twin units of substantlally the same design. As costs of
architect-englneer services,” construction management services,
certain common equipment used In the construction of twin units
and other costs jncurred by the Supply System benefited both
units, it was concluded that those costs should be shared by the
twin units. The Supply System allocated such shared costs on the
basis of respective benefit to the projects involved In accordance
with a policy statement adopted by the Supply System’s Executive
Committee.

In August 1982, the Participants’ Committee for Nuclear Projects
Nos. 4and 5, on behalf of the project participants, demanded that
the Supply System reallocaté $161 million, plus Interest, in shared
costs previously paid by Nuclear Projects Nos. 4 and §, based ona
revised formula for sharing of costs which it prepared. Thedemand
indicated this was not the total extent of claims which could be
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made by the Nuclear Projects Nos. 4 and 5 participants. The
investor-owried utilities (IOUs) owning 30 percent of Nuclear
Project No. 3 asserted that they are entitled to set off the amounts
owed by the Supply System on bridge and termination loans made

for Nuclear Projects Nos. 4 and 5 in 1981, tataling $12 million plus
Interest, against any cost-sharing realfocation obligation.

In October 1982, the Supply System filed a complaint for 7

declaratory judgment in Federal District Court for Western
Washington, naming the pariit:l pants in Nuclear Projects Nos. 1,2,
3,4and S, BPA, the four IOUs owning shares of Nuclear Project No.
3, and the bond fund trustees for Nuclear Projects Nos. 1 and 3 as
defendants, andaskingthe courttodeclaretherightsand obligations
of the parties with regard to the allocation of costs among the
projects. Certain other claims have been filed as part of thisaction.

In May 1983, the court desfgnated BPA as the plaintiff and all
other parties as defendants. The case is captioned BPA v. Supply
System, et al.

InJune 1983, Chemical Bankintervened asbond fund trustee on
behalf of the Nuclear Projects Nos. 4and 5 bondholders. Chemical
Bank alleged that the Supply System’s allocations of costs among
the twinned profects were improper and that repayment to the
Nuclear Projects Nos. 4 and 5 bond fund was required for such costs
allegedly improperly allocated.

In May 1989, the District Court ruled that the cost allocation
procedures used were improper and that Chemical Bank has a lien
inanamount of any funds which may be determined in the future
to have been improperly expended as a result of costs misallocated
to Nuclear Projects Nos. 4 and 5. The court stated that any
enforcement of the llen must await resolution of the issue of
whether there was any improper allocation.

On October 5, 1990, the District Court ruled that the Nuclear
Projects Nos, 4 and 5 Bond Resolution required the application of
cost allocation principles “akin to those espoused” by Chemical
Bank. The court stated that becanse such principles were not
applied, Nuclear Projects Nos. 4 and 5 “apparently bore more than
their fair and equitable share of construction costs.”

The court granted Cheniical Bank’s motion for an accounting of
all uses of bond proceeds of Nuclear Projects Nos. 4 and 5. The
Supply System and other parties in the case appealed this order to

. the U.S. Court of Appeals for the Ninth Circuit.

On February 25, 1992, she Court of Appeals reversed both the
May 1989 and October 1990 rulings. The Court of Appeals upheld
the proportional cost sharing method implemented by the Supply
System’s Policy Statement, reversed the lower court’s finding of a
lien on misallocated funds, and remanded the case to the District
Court forresolution of the remaining issues in accordance with thie
Court of Appeals’ decision, :

Prior to the reversal, counsel for Chemical Bank had publicly
estimated the potential recovery for Nuclear Projects Nos. 4 and 5
atup to $1 billion, Including Interest. If a judgment were awarded
infavor of Chemical Bankand costs previously allocated toNuclear
Projects Nos. 4 and 5§ were allocated to other Supply System
projects, such amounts would be treated as construction costs of
such projects.

The case is still in the early stages of discovery and the Supply
System Is unable to. predict thie outcome of this litlgation.

NUCLEAR PROJECTS NOS. 1 AND 3 CONSTRUCTION
DELAY

In April 1982, the Supply System commenced a constructfon
delay of Nuclear Project No. 1, and in July 1983, it commenced a
construction delayof Nuclear Project No. 3. Both projectsarebeing
preserved and project licenses are being maintained so that
construction can be completed, if the projects are needed in the
future. Any decision to either finish construction or to terminate
could be made independently for Nuclear Projects Nos. 1 and 3.
Consequently, the decisions may be different for each project, and
the decisions do not have to be made at the same time for each
project. ‘

Preservation of each project is expected to continue until a
decislon'is made whether to complete construction or terminate
one or both projects. Continued funding of Nuclear Project No. 1
preservation costs Is provided by the Nuclear Project No. 1
construction furid. Continued funding of Nuclear Project No. 3
preservation costs Is provided by project participants (70 percent
pursuant to net-billing agreemients) and the four investor-owned
utility owners (30 percent pursuant to a settlernent agreement).

On April9,1993, theSupply System’s Executive Board determined
that the completion of Nuclear Projects Nos. 1 and 3 as nuclear
generating facilities was unlikely and that BPA and the Supply
System should study the legal and other issues assotiated with
termination of either or both of Nuclear Projects Nos. 1 and 3 or
thelr conversion to fossi! fuel powered electric generating facilities.
BPA and the Supply System have initiated Investigative studies.
The Supply System Is continuing project preservation activities
whileperforming thestudies which areanticipated tobe completed
In fiscal yéar 1994.

NUCLEAR PROJECT NO. 3 DELAY LITIGATION ,

In July and August 1983, the four I0Us owning 30 percent of
Nuclear Project No. 3 filed claims against BPA, the Supply System
and the Nuclear Project No, 3 participants asserting that they
suffered damages as a result of the extended construction delay of
Nuglear Project No. 3. )

_ TheSupply System executed agreements on September 17, 1985
to settle the construction delay claims with BPA and with each of
the IOUs owning shares of Nuclear Project No. 3. A number of the
Nuclear Project No, 3 participants have opposed thesettlementand
dismissalof claims. In October 1985, the participants filed pleadings
intheU.S. District Courtasserting challenges tothe Nuclear Project
No. 3 settlement agreements between BPA and the IOUs. None of
theagreementsexecutedby theSupply System hasbeen challenged.
However, the pleadings filed by some participants also include
claims against the Supply System, the IOUs and BPA unrclated to
the validity of the settlement. In July 1986, the district court
dismissed the claims challenging BPA’s authority fo enterinto the
Nuclear Project No. 3 settlement agreements with the I0Us and

'stayed all other clalms relating to orarising qut of the construction

delay or the settlement.

An original proceeding also was filed in the United States Court
of Appeals for the Ninth Circuit, challenging BPA’s settlements
with the IOUs. In January 1989, the Court of Appeals rejected all
statutory challenges to BPA’s settlements, affirmed BPA’s authority
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Y . System‘and DOE. ,,,Preserva:lon costs havq b;en funded by BPA °~  .was depled by the U S. Supreme. flourt on November,z 1992 e )
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revenue. On March 8, 1993, Chemical Bank made an interim
distribution of $170 milllon to current bondholders representing

principal in the amount of $94 million and accrued interestof $76
million. .

LIABILITY INSURANCE LITIGATION

The excess carrier of directors’ and officers’ liability insurance,
National Union (AIG), filed a lawsuit In September 1985, seeking
a declaration that it has no obligation under the insurance policy
because of the alleged fallure of the Supply System to declare facts
which if known to theinsurer, swvould have resulted in it notissuing
the policy. The court has approved a settlement between the
SupplySystem’sdirectorsand theplaintiffsin thesecuritieslitigation,
which dismisses all claims against the directors in return for a
paymentof $30millionby thecarrier. l[fapproval of thissettlement
becomes final and non-appealable, the insurer will be barred from
praceeding with this litigation. This suit was dismissed without
prejudice for want of prosecution on August 13, 1993.

NUCLEAR PROJECTS NOS. 4 AND 5 BRIDGE AND
TERMINATION LOANS

Inlate 1981, sixty-cight Nuclear Projects Nos. 4 and § participants
and others loaned the Supply System $60 million to pay project
costs untilan alternative source of financing could bé found. None
was found, and after the projects were terminated n January 1982,
forty-two Nuclear Projects Nas. 4 and 5 participants loaned the
Supply System additional amounts of approximately $8 million to
pay termination costs. The first set of loans were called bridge
loans, and the second termination loans. All of these loans were
subordinate to the $2.25 billion of bonds payable, and were
payable solely from the revenues of Nuclear Projects Nos. 4 and 5.
The Supply System defaulted on all of the loans at the same tinie
1t defaulted on Nuclear Projects Nos. 4 and 5 bonds {n 1983.
Interest ont these loans in the amount of approximately $163.9
million also remains unpald at June 30, 1993.

Mostof thelenders have sued the Supply Systemandallbut thiree
ofthessults (thosebrought by certain investor-owned utilities) have
been reduced to judgment. The Washington State Supreme Court
has held that the terms of the loans limited the source of recovery
to funds and assets of Nuclear Projects Nos. 4 and 5.

INTER-PROJECT CLAIMS AGAINST REVENUES AND
OTHER ASSETS

Same creditors of Nuclear Projects Nos. 4 and § have attempted,
and others have threatened to attempt, to obtain payment from
the physlcal assets of other projects of the Supply System or from
the revenues pledged as security for the Supply System bonds
issued In connection with, and revenues pledged for the payment
of costs of, such other projects. Such creditors include present and
former holders of the Nuclear Projects Nos. 4 and 5 bonds and
others who may assert claims in the future against the Supply
System and/or its projects.

The Supply System’s management and legal counsel are of the
opinion thatsuch creditors will only be able to realize upon the net
assets of Nuclear Projects Nos. 4 and 5 and will not be able torealize
upon any net assets or future revenues of the Supply System and/
or its other projects.

NUCLEAR PROJECT NO. § TERMINATION CLAIM -

In August 1983, PaclfiCorp, owner of 10 percent of Nuclear
Project No. 5,filed a counterclaim In BPA v. Supply System, et al,
asserting that termination of Nuclear Project No. § was a breach of
the ownership agreement between PacifiCorp and the Supply
System. PacifiCorp seeks damages in an unspecified amount. Such
amount would presumably be approximately $150 million, and
tould be a general claim against assets of the Supply System.
Actions on that clalm have been stayed since 1983. The Supply
System Is unable to predict the outcome of this litigation, but
counsel is of the opinion that a successful claim against assets of
other than Nuclear Projects Nos. 4 and 5 is zemote.

NUCLEAR PROJECTS NOS. 4 AND 5 SITE RESTORATION

No provistons have been made for site restoration of Nuclear
Profects Nos. 4 and 5, which s governed by the site certification
agreementbetweentheSupply System and the State of Washington
and regulations adopted by the Washington Energy Facility Site
Evaluation Council (EFSEC) and, with respect to Nuclear Project
No, 4, theleaseagreement with the Department of Energy. Itisnot
known at this time what actions will be necessary to comply with
these requirements. Because the site certification agreement for
Nuclear Project No. 1 also covers Nuclear Project No. 4, and the
agreement for Nuclear Project No. 3 alsa covers Nuclear Profect No.
5, EFSEC might assert that Nuclear Projects Nos. 1 and 3 are
obligated to pay the cost of site restoration for Nuclear Projects Nos.
4 and 5. Such costs are estimated to be In the range of $49 to $82
million (in January 1992 dollars).

NUCLEAR LICENSING AND INSURANCE

The Supply System Is a Hcensee of the Nuclear Regulatory
Commission and s subject to routlne licensing and user fees, to
retrospective premlums for nuclear labjlity Insurance, and to
license modification, suspension, or revocation or civil penaltiesin
the event of violatlons of various regulatory and license
requirements.

The Price Anderson Act currently provides for nuclear liability
Insurance up to $7.8 billlon per Incident, which is covered by a
combination of commercial nuclear insurance and mandatory
industry self-Insurance. The Supply System has purchased the
maximum commercial insurance avallable of $200 miition, which
Is the first layer of protection. The second layer of protection is

. provided through amandatory Industry self-insurance plan wherein

each licensed nuclear facility required to participate in the plan
(currently 116) maybe assessed up to $79.275 million perincident,
subject to a maximum annual assessment of $10 million per year.

Nuclear property damage and decontamination liability
Insurance requirements ar¢ met through a combination of
commercial nuclear insurance policies purchased by the Supply
System and BPA, The total amount of Insurance purchased is
currently $1.825 billion. The deductible for this coverage Is $10

* _ million per occurrence.
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