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Financial 0 erat;ing Highlights
For the yesr ending June 30,

OPERATING STATISTICS
FY 1997 FY 1996 FY 1995

1 997 (Dollsrs in millions)
NUCLEAR PROJECT NO. 2

FY 1994 FY 1993

Total production costs*
Net generation Imillions of kWh) '*
Cost in mills/kWh*
Plant availability***
Plant, capacity****

$ 119.5
6,965.3

17 2
83.7'Yo
60.0Yo

$ 133.3
7.703.6

17,3
79.7%
61.3%

$ 139.9
6,942.7

20.2
75.CP/o

67.9%

$ 155.9
7,288.8

21.4
79.5%
76.6%

$ 138.6
6,129.7

22.6
68.8%
63.7%

PACKWOOO LAKEPROJECT

Total production costs*
Net generation (millions of kWh)
Cost in mills/kWh*
Plant availability***
Plant, capacity"

'*'Y1997

$ 0.4
123.1

3.3
88.5%
51.1%

FY 1996

$ 0.1
125.4

0.9
901%
51S%

FY 1S95

$ 1.0
60.7
16.3
60.CP/o

22.9%

FY 1994

$ 0.4
65.6

6.7
SO.CP/o

27.3'Yo

FY 1993

$ 0.3
65.8

4,4
100.0Yo
27 3%

INVESTMENTPERFORMANCE

Income
Average Balance
Rate of Return

FY 1997

$ 41.4
701.3

59%

FY 1996

$ 50.8
853.8

5.9%

CHANGE

~ 18.5%
17 9%

O.CP/o

BONDS OUTSTANDING
Amount ff /Weighted Average Coupon Rate

FY 1S97 FY 1996 CHANGE

WNP-1

WNP-2

WNP4

Packwood

fixed
weighted average
variable
average rate
fixed
weighted average
fixed
weighted average
variable
average rate
fixed
weighted average

$ 2,160.6
60%

142.6
3.5%

2,491.7
6.0%

1,623.8
60%

190.0
3.5%
7.1
37%

$ 2,168.9
64%

146.3
3.7%

2551.0
61%

1,663.7
60%

194.3
3.7%
7.4
3.7%

Q.4o/o

6.3%
~2.5%
~5.4%
2.3%
1.7%

-2.4%
0.0o/o

2.2%
5Ao/o

41%
O.CP/o

ilExdudes compound interest bond accretion

lndudes operating, maintenance, and fuel amortization
costs per FERC report
lndudes BPA economic dispatch generation
(millions of kWh) credit of 1,150.9; 1,759.2;
and 480 in FY 97. FY 96 and FY 95, respectively
Plant availability is defined as the ratio of the sum of
source hours and reserve shut down hours to total
period hours
Plant capacity factor is the ratio of the actual energy
production over a given period of time to the
maximum energy production capability

9>000
z>600
l>000
B,aoo
6,000
4,600
4,000
3>600
3>000
D>600
D,OOO
1,600
1>000

600

1 00
Ja
aQ
Da

0

0
rl

tti

I c

s
6
ta
t'ai

cz
0

1 993 1D94 1DDB 1DDD 1 997

Packwood Plant S
~ Not Gonoratlon (Q Not sonar ation

> a~otowo 4~ >oa>ooo ot O»>o>



Executive Board Committees

Administrative and Public
Rosponsibility

Committso
Vera Claussen, Chairman

Ted Coates
John Cockburn

Dan Gunkel
Bob Royer

Don Carter, Ex Officio
Audit, Logal and Finance

Committee
John Cockburn, Chair man

Rudi Bertschi
Vers Claussen

Bob Royer
Roger Sparks

Lou Winnard
OonCarter, ExOfficio

Operations and Construction
Committoo

Par ker Knight, Chair man
Rudi Bertschi

Ted Coates
Dan Gunkel

Roger Sparks
Lou Winnard

Oon Carter, Ex Officio



Top row from left to right

DON CARTER (Board Chairman)
Deputy City Manager for Utilities and Physical Services
Cityof Richland, WA
RUDI BERTSCHI
Consultant, Economic 8 Technical Analysis Group,
Seattle, WA
VERA CLAUSSEN (Board Assistant Secretary)
Commissioner, Grant County PUD, Ephrata, WA
EDWARD E. "TED"COATES (Board Secretary)
Retired UtilityExecutive, Tacoma, WA
JOHN COCKBURN
Retired Bank Executive, Seattle, WA

~J .e

Bottom row fi om left to right

DAN GUNKEL
Commissioner, KlickitatCounty PUD, Goldendale, WA
PARKER KNIGHT
Commissioner, Skamania County PUD, Carson, WA
ROGER SPARKS
Commissioner, Kittitas County PUD, Ellensburg, WA
BOB ROYER
Partner, Royer/Katz Communications, Seattle, WA
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The Supply System began fiscal year
1997 committed to improved performance
standards for Plant 2 and its work force.
By a number of measures, these standards
were met or surpassed.

To our sole customer —the Bonneville
Power Administration —improved Plant 2
performance means a reduction in the
dollars spent by the federal power marketing
agency for safe and reliable operation of
this 1,200.megawatt electrical generating
station. Competition is mounting as deregu-
lation of the electrical industry looms, and
Plant 2 must be ready to accommodate
BPA's needs for low-cost, reliable electricity.

To our member utilities, it means
benefiting from involvement in Supply System
operations and activities. The 13 utilities
that are Supply System members are critical
to our future, and we'e dedicated to
strengthening our understanding and
connection with these organizations, and
capitalizing on ways to provide them with
additional services and benefits.

And to the ratepayers of the Pacific
Northwest. it means a return on their
investment and safe, reliable, low-cost
electricity.

Most significant among this year 's

performance improvements were a 270-
continuous day record operating run, a new
plant record for AvailabilityFactor, and a
cumulative employee radiation exposure well
under anticipated targets.

Lowering radiation exposure was a trend
that began in fiscal year 1995, and contin.
ues to be emphasized throughout the
organization. Annual goals for collective
radiation exposure during the last several
years have been coupled with annual goals
for Plant 2 unit capability and quarterly
goals for human performance, in our Share
the Savings employee incentive program.

Most employees received payouts for
human performance goal achievement in
three of the four quarters this fiscal year,
and an annual incentive payout, in recognition
of achieving all or substantial parts of the
goals.

The success of our effort to work to
higher standards has been noted by our
federal regulator, the Nuclear Regulatory
Commission, and by peer reviewers,
including the Institute of Nuclear Power
Operations. INPO, in fact. has lengthened
the intervals between its conduct of
comprehensive evaluations of Plant 2
performance, signifying increased confi.
dence in our ability to operate safely and
reliably.

During the year, we reinforced the focus
of each of our employees on achieving the
overall Supply System strategic objectives
of Safety, Cost Competitiveness, Human
Performance, Public Confidence, Trust 8
Stewardship, Business Development and
Material Condition.

Our latest strategic plan sets even
higher standards and more challenging
goals. For example, the "regional cost" for
Plant 2 decreased from $251 million in FY
1994 to $171.6 million in FY 1997. We
use the regional cost measurement, which
includes operations, maintenance, fuel,
capital, administrative and general, to
evaluate the cost competitiveness of Plant
2 in relation to other Northwest energy
resources.

Our planning target in FY 1997 was
to have that cost down to $ 150 million in
FY 2000. Some steps we'e taking to
achieve this lowered budget include further
staffing efficiencies, controlling capital
expenses and overtime, and reducing
outside services.

We expect this reduction in operating
budget to be accompanied by a correspond.
ing reduction in regional cost of power
generated at the plant-from a cost of 2.46
cents per kilowatt hour in FY 1997 to less
then 2 cents per kilowatthour in FY 2000.

Fiscal year 1997 continued our trend
of improving our standards and meeting
our goals. Our challenge now is to further
our efforts to improve performance and
explore other business opportunities so that
we will continue to play a lead role in the
regional electrical industry.

From left:
Vice President Operations Suppor t/Public Information Officer

Rcd Wobring
Vice President Nuclear Operations

Paul Bomls
Vice President Administration/Chief Financial Officer

Jerry Kucora
Chief Counsel
Al Mcuncor

Vice President Resource Development
Jack Baker



Il,~,, i
~fgl'7(, y], I

,,l „III
~g~z<<lgx~ r<,,F7~)>>r< <

~/i> y~ ( gl'zI<r~

'a
4lQ Q~

I 4 ~

!

J



The Plant 2 operating cycle that began in
the summer of 1996 and concluded at the
end of March 1997 was notab'le for the
amount of load cycling the plant did in
response to the power needs of Bonneville
Power Administration, the customer for our
generation. In February 1997, BPA officially
expressed appreciation for the Supply
System's demonstrated ability "to safely and
effectively integrate Plant 2 into the opera-
tion of the FCRPS (Federal Columbia River
Power System) by load cycling.

This phrase is used to describe the
practice of operating Plant 2 st varying
power levels on a daily snd weekly basis. For
example, for several days in early January
1997 we operated the plant at 100 percent
power from 7 a.m. to 9 p.m., decreased
power to 70 percent and stayed at that level
until 5 a.m. the following morning, and then
returned to 100 percent power. After
decreasing to 70 percent power on Friday
evening, that power level was maintained
through the weekend, with return to full
power on Monday morning. That approxi-
mates the typical pattern of electricity use,
with maximum demand occurring during the
day on weekdays and decreasing late night.
early morning and on weekends.

Load cycling was done in July 1996, and
in January, February, and March 1997.
This flexibilitybrought several benefits to
BPA and other federal agencies involved in
operation of the FCRPS. First, it increased
their flexibilityin regulating river flow for any
of several reasons, including fish migration,
flood control, and electricity generation.
Second, it gave BPA the ability to maximize
the economic benefits of Plant 2 operation.

The key to the increased use of Plant 2
for load cycling operation is the new
Adjustable Speed Drive/Digital Feedwatei
combination of systems that was opera.
tional at the plant for the first time during
this fiscal year. When it resumed operation
in July 1996, Plant 2 became the first
nuclear power plant in the United States
with this combination of computerized
controls for adjusting plant power level and
feedwater flow into the reactor vessel.
While there were problems with compo.
nants of both systems during this psst
operating cycle, they did fulfilltheir promise
by making it easier for operators to change
reactor power level on demand. For further
discussion of the new systems, see the
"Operational Highlights" section of this
report.

In addition to the periods of load cycling,
power generation at Plant 2 also was
affected by two periods during which the
plant was placed in economic dispatch by
BPA. These occurred before and after the
spring 1997 annual plant refueling outage.
Economic dispatch means that a plant is
not operated because there is a surplus of
electric power driving the market price
below the cost of production.

In total, the Supply System transmitted
nearly 6 billion kilowatt.hours of electricity
to BPA during FY 1997. This included
generation from Plant 2 and from our
Packwood Lake Hydroelectric Project.
The cost of this power was 2.46 cents per
kilowatt hour for Plant 2 and 0.8 cents per
kilowatt hour for the Packwood Project
(both regional basis). The cost of power
for Plant 2 includes correction for load
cycling and economic dispatch, which
brings the credited generation for
FY 1997 to nearly 7 billion kilowatt hours.
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Plant 2
The Supply System operates a sing'le.unit nuclear power station-Plant 2. Some unusual challenges are associated with this key

segment of our business. Our success during FY 1997 is a good indication of the high skill level, flexibilityand innovative talent of our staff.
We have one customer for the power Plant 2 generates-Bonneville Power Administration. More than 80 percent of the electricity that

BPA sells is generated at hydroelectric facilities, a circumstance that has influenced Plant 2 to stay on an annual refueling cycle in which
refueling snd maintenance outages coincide with springtime high water flows in the Pacific Northwest's rivers. During this past annual
operating cycle, Plant 2 also was the first commercial nuclear power plant in the United States to operate with s combination of digital
feedwater controls and adjustable speed drives for its reactor recirculation pumps.

And what an operating year it was! For one thing, it was non stop-270 days of continuous operation, beginning on June 29, 1996, for
the longest operating run in the p!ant's 12-year history. The availability factor that went along with that record operating run was 83.7
percent. another Plant 2 record. The availability factor measures what percent of the entire year the plant wss either operating or
available to operate. The month of December during that operating run was a standout, with Plant 2 transmitting 850,855 megawatt
hours of electricity to BPA, the highest single month's generation in the plant's operating history.

"Plant 2's ability to achieve consistent and long operation lengths during the psst four cycles despite various challenges to plant
systems and components has enhanced its reputation ss s reliable resource," said Ed Brost, BPA's Contract Generating Resources
manager.



That 270.dsy record operating run
might have been longer but for the impact of
hydroelectric system operation on Plant 2.
The request to shut down came from BPA in
late March 1997 because excess water and
lower power demands were resulting in
"spilling water at hydroelectiic dsms
throughout the Federal Columbia River
Power System (FCRPS). The plant shutdown
reduced spilling, which is detrimental to fish.

Those unusually high water flows in the
Columbia and Snake River systems led BPA
to request extensive load cycling by Plant 2
beginning during the week of Feb. 10 and
continuing until plant shutdown in late
March. The combination of Adjustable
Speed Drive and Digital Feedwater systems,
unique to Plant 2, made it more convenient
for operators to vary plant power level in
response to requests from BPA. The
downpowers during load cycling, povyer
reductions during inter mittent problems
with the new ASD and Digital Feedwater
systems, and periods of economic dispatch
both prior to and following the 270 days of
operation resulted in transmission of a total
of 5.8 billion„kilowatthours of electricity

to'PA

during fiscal year 1997. Electricity
transmission otherwise might well have
exceeded-7 billion kilowatthours.'-'-~~

BPA expressed appreciation for Plant 2's.-
demonstrated ability to load cycle; pointing
out that this'h'as'enabled more efficient and

,. economical iris''egration of the plant into the
FCRPS. "Supply System staff should be

, proud of Plant Biperformance, and its
I 4

chievement as the, leader in the nuclear
, industry for successful integration of a'" ''>

''uclearplant with a hydro-base'd System."hI
said. Bus Ed Brost.

Anotner key success during the 1996-
"„„'„97 operating'cycle was achievement of our

goal to further reduce the cost of Plant 2
power. The Supply System. began FY-1 997

,, „with the Plant'2 regional cost budget set
at $190 million, a sizeable reduction from
the pr evious year's regional cost of $197
million. The actual regional cost for FY
1997 was $171.6 million. Jerry Kucera,
the Supply System's Vice President.
Administration/CFO, noted that the final
cost represented a multimilliondollar direct
cash savings to BPA and Pacific Northwest
ratepayers. The FY 1997 cost number
would have been even lower, but the Supply
System chose to make a $7 million pay-
down on an amount due for previous nuclear
fuel purchases. The cost of power for FY
1997, on a regional basis, was 2.46 cents
per kilowatt.hour. In FY 1996 the compa-
rable figure was 2.57 cents per kilowatt.
hour.

Some other highlights of the year for
Plant 2 were:
~ Early in the 1996.97 operating cycle,
Plant 2 twice helped stabilize the regional
electrical distribution grid during distur
bances-on July 2 and Aug. 10, 1996. In
both instances, electricity transmission
interties between the Pacific Northwest and
California shut down, generating facilities at
hydroelectric projects and elsewhere
dropped off.line, and the entire Pacific
Northwest grid broke into "islands. Plant 2
continued operating through both tran.
sients.
~ ln October snd November of 1996 a
team of nuclear industry peers under the
auspices of the Institute of Nuclear Power
Operations (INPO) conducted an extensive
evaluation of Plant 2 Operations. Training,
other aspects of plant operation, plant
Maintenance and Engineering, and human
performance. The results of the INPO
evaluation indicated that the overall
performance was exemplary, industry
standards of excellence wei e met in many
areas, and no significant weaknesses were
noted.
~ Safety System Functional (SSF) and
Maintenance Rule Inspections were
conducted at Plant 2 in November, Decem-
ber, snd January by Nuclear Regulatory
Commission (NRC) teams. NRC is the
federal agency that regulates Plant 2
operation. The SSF inspection at Plant 2
was the first in a series that the NRC has
planned at nuclear power plants throughout
the country during the next two years.
During the inspection, no issues were

'identified that would raise an immediate
yopersbility question in any of the three plant

safety'systems examined in considerable
depth. It was concluded that the three
systems were capable of perfoiming their
required safety functions.
~ In February 1997 the Supply System
became the first U.S. utilitywith a nuclear
power plant using a BWR.5 nuclear steam
supply system to convert to Improved
Technical Specifications. This major change
culminated several years of work and was
implemented smoothly.
~ NRC Chairman Dr. Shirley Ann Jackson
toured Plant 2 on March 20. In addition to
Jackson's plant', tour, she received briefings
from Supply System management on
performance improvement initiatives,
efforts to reduce Plant 2's cost of power,
plant performance to achieve electric
transmission grid stability in the region, snd
proposed mixed-oxide fuel use at Plant 2.
~ The NRC on April3, 1997, distributed an
assessment of the plant's performance
between Sept. 3, 1995, and March 1 ~

1997, that showed significant improvement
from the previous assessment.
~ We accomplished a great deal of work
during the R-1 2 maintenance and refueling
outage, and itwas done without significant
error. Our expectation is that this work will
improve the efficiency and reliability of the
station. Among the major tasks performed
during this year's outage were:
~ Replacement of 112 of the plant's 764
nuclear fuel assemblies;
~ inspection of the low-pressure turbine snd
removal, cleaning, and reinstallation of one of
its three sections;
~ Exchanging 18 control rod drive mecha-
nisms that control reactor power level;
~ Replacing nine main steam safety relief
valves;
~ Inspecting reactor vessel internals and the
suppression pool; and
~ About 1,400 preventive maintenance tasks.
~ Collective radiation exposure for Plant 2
workers during FY 1997 was 256.1 person.
rems. This was less than the goal of 280
person.rems, and continues the downward
trend that began in FY 1995. The cumulative
radiation exposure to workers during this
year's outage (194.6 person.rems) was the
lowest at Plant 2 since Refueling Outage 1 in
1986!

Packwood Hydroelectric Project
For the Supply System's Packwood Lake

Hydroelectric Project, FY 1997 was the
second consecutive year of exceptionally high
power output

Packwood generated 123,135,000 net
kilowatt hours of electricity during fiscal year
1997. That's the second-best generating
year for the 27.5 megawatt hydroelectric
pr oject in its 33 years of operation. It is 2.3
million net kilowatt hours under the best
generating year, which was fiscal year 1996.

The electrical output from the eastern
Lewis County power station during these two
years far surpassed the project's lifetime
average annual generation of 93 million
kilowatt hours. Generation during Msy and
June of this year was the highest for these
months since the mid.1980s. Operating
costs for the 27.5.megawatt project were
about 0.8 cents per kilowatt hour.

Power from the Packwood project is
sold to the Bonneville Power Administration.
This change from previous years'ractice
was authorized in January 1997 by the
Supply System's Executive Board. Any
revenue from power sales in excess
of operating costs is shared by the 12
public utilitydistricts participating in the
project. This year's surplus. paid to the
participants in September 1997, totaled
about $400,000.
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'pplied Process

Engineering Laboratory

APE(
The Applied Process Engineering Laboratory (APEL) in Richland, WA, was

dedicated on June 20, 1997. It's a cooperative effort of the Supply System
working with the Port of Benton and Pacific Northwest National Laboratory to
establish an incubator facilityfrom which new companies that use state-of-the-art
technologies in the area of environmental cleanup will be spun off. The intent is

to develop and test in APEL new processes and products that willgenerate new
business and jobs in the local economy.

The laboratory and testing facility is located in the Supply System"s former
Richland Office Complex warehouse, The facility is expected to open its doors in

the spring of 1998.



The Port of Benton invested $ 1.5
million in project revenue bonds toward
construction of APEL, and Battelle's Pacific
Northwest National Laboratory pioneered
the original APEL vision and willserve as an
anchor tenant Other APEL partners
include the Department of Energy and its
$3.5 million economic development grant
for the APEL facilityconstruction; the Tri-

City Industrial Development Council
(TRIDEC), that worked with DOE to secure
the economic development grant; and
Washington State University Trinities, the
City of Richland, and a variety of entrepre-
neurs and startup companies.
Mixed Oxide Fuel

The Supply System has advocated using
mixed. oxide (MOX) fuel at Plant 2 since
1994 as an avenue to effectively render
surplus weapons plutonium safe from re-
use as weapons, and to generate lower
cost electricity.

The U.S. Department', of Energy (DOE)
in January 1997 determined it will fully
develop two methods for disposing of 50
metric tons of U.S. surplus weapons
plutonium, in keeping with the 1993
agreement between the United States and
Russia for each nation to reduce its nuclear
weapons stockpiles. The two methods
involve (1) use of existing, domestic
commercial reactors such es Plant 2 in
which a portion of the present uranium
oxide fuel would be replaced with a mixed.
oxide fuel consisting of oxides of surplus
weapons plutonium combined with uranium
oxides, and (2) vitrification, in which
plutonium would be mixed with glass fritend
highly radioactive Cesium.137 to produce
borosilicate glass logs.

Following DOE's January announcement,
the Supply System joined e consortium of

organizations ready to provide the DOE with
start-to-finish comprehensive services for
disposing of U.S. surplus weapons. grade
plutonium. The consortium is led by the
Siemens Power Corporation, and consists
of the Supply System, Entergy Operations,
Inc., Battelle Memorial Institute, Mason 6.
Hanger Corporation, and Raytheon
Engineers 6 Constructors.

The Supply System elected to join this
consortium because the members possess
the skills, expertise, and leadership needed
to meet the nation's objective for treating
this material, such as fuel fabrication,
security and safeguards, and of course
reactor operations. If successful in the bid
to make and use mixed oxide fuel, Siemens
would contract with the government, and
the Supply System would receive the MOX
fuel from Siemens.

In July of 1997 the DOE issued ita
draft proposed acquisition strategy for
contracting for MOX fuel services. The
proposed schedule anticipates a request for
proposals next May with award of a
contract in September of 1998. The
winning consortium must be able to load the
first reload of MOX fuel as early es 2005
but no later than 2007.

The consortium will bid on the full scope
of the proposed DOE MOX program for
surplus weapons plutonium disposition, to
include: designing, constructing, licensing,
and operating a MOX fuel fabrication facility,
fabricating the MOX fuel; testing several
MOX fuel assemblies in Plant 2, and full.core
use of the fuel in U.S. commercial nuclear
power plants. Those plants are: the Supply
System's Plant 2, and two Entergy Opera.
tions, Inc. boiling water reactor plants,
Grand Gulf and River Bend. Additional
reactors may be added to the program
depending on the government's desired r'ate
of surplus plutonium disposition through
MOX fuel use.

ln the summer of 1996, the concept of
using commercial nuclear reactors for
disposal of the nation's surplus weapons-
grade plutonium and the Supply System's
proposal to use Plant 2 for testing of MOX
fuel assemblies to collect data for U.S.
licensing purposes were endorsed by the
American Public Power Association's
Legislative and Resolutions Committee.
Satsop Combustion Tur bines

Washington State Gov. Mike Lowry and
Supply System CEO Vic Parrish in May
1996 signed an amendment to the state
site certification agreement for the Supply
System's Satsop power plant site in
southwestern Washington. The amend-
ment covers construction of two pr oposed
natural gas-fired combustion turbine power
plants at the site in Grays Harbor County.

Each combined cycle combustion turbine
power plant would generate 245 mega-
watts of electricity end use natural gas
supplied through a 48-mile pipeline that
would be routed in Thurston and Grays
Harbor Counties. The Supply System has
been working with the U.S. Army Corps of
Engineers to acquire the permit needed for
construction of this pipeline.

One of the power plants is committed to
the Bonneville Power Administration's
resource contingency program under a 10.
year option period. The second plant would
serve the emerging energy needs of the
Pacific Northwest, with the output available
to public and/or private utilities.
Satsop Redevelopment Project

The Supply System acquired the Satsop
Site in southwestern Washington state as

the intended location for two large nuclear
power plants. Neither of these projects
was completed, but the significant construe.
tion effort resulted in the 1,600.acre site
now having warehousing facilities, office
space, utilities, and water treatment
capabilities. About 400 acres ere available
for development,

Over the past several years the Supply
System has had discussions with represen-
tatives from the Grays Harbor County area
to consider potential redevelopment of the
Satsop Projects'ite. Concurrent with
these discussions, the Supply System has
addressed the potential role of the site in
supporting its Iong-term objectives and its
continuing obligations associated with
ownership.

To conduct formal discussions with the
Supply System and with BPA, the Grays
Harbor representatives formed the Satsop
Redevelopment Project (SRP). The SRP is a

coalition of governments established by
interlocal agreement between Grays Harbor
County, the Port of Grays Harbor, and the
Grays Harbor Public UtilityDistrict No. 1.

In the fall of 1996, the SRP contracted
for the preparation of a Redevelopment
Plan on which possible negotiations would
be based. The Plan includes the alternative
development patterns for use of the land
and infrastructure with an emphasis on
maximizing the use of existing structures
and utilities with minimum costs and
impacts; end general alternatives for
demolition and restoration to protect the
public from risks. The study, completed in
June 1997, also addresses the economic
aspects of a potential transfer and the
subsequent costs of ownership and
operation of the site.

In July of 1997, the Satsop Redevelop-
ment Project submitted a preliminary set of
conditions and expectations for transfer of
the site from the Supply System end BPA.
This submittal was the first step in a
negotiation between the parties to
establish a transfer that is equitable and
beneficial to all parties.
Sale of Surplus Assets

The Supply System maintained a
program during FY 1997 to sell assets it
no longer needs et the sites of terminated
nuclear projects WNP-1 and WNP-3.
For sale is property the Supply System
acquired during project construction,
including pumps, tanks, valves, cable, tools,
steel, construction and electrical materials,
transformers, reactor equipment, end
temporary storage buildings. Information
on assets for sale is available from Malcom
Chunn at the Supply System's Richland
office, (509) 377%517.
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Standing fram left to right Roger Sparks
Commissioner, Kittitas County PUD
Robert Graves (Board President)
Commissioner, Benton County PUD
Parker Knight
Commissioner, Skamania County PUD
Tom Casey
Commissioner, Grays Harbor County PUD
Charles Buennagel
Commissioner, Wahkiakum County PUD

Not pictured:
Darrel Bunch (Board Assistant Secretary)
Commissioner, Okanogan County PUD
Vera Claussen
Commissioner, Grant County PUD
Mark Crisson
Director of Utilities, Tacoma Public Utilities
Gordon Mclntyre
General Manager, Ferry County PUD
Gary Zarker
Superintendent, Seattle City Light

Seeted from left to right Dan Gunkel
Commissioner, KlickitatCounty PUD
Beverley Cochr ane Fitzgerald (Board Vice President)
Commissioner, Franklin County PUD
Don Carter
Deputy City Manager for Utilities
and Physical Services, City of Richland
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MANAGEMENTREPORT ON
RESPONSIBILITYFOR FINANCIALREPORTING

lt

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 Price Waterhouse LLP, the Supply System's indepen-
dent auditors. Management has made available to Price Waterhouse LLP all financial records and related
data, and believes that all representations made to Price Waterhouse LLP during its audit were valid and
appropriate.

Management has established and maintains internal control procedures that are intended to provide
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.
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, Price Waterhouse LLPhas considered the internal control structure in order to determine
their auditing procedures for the purpose ofexpressing an opinion on the financial statements. Management
has considered recommendations made by the internal auditor and Price Waterhouse LLP concerning the
control procedures and has taken appropriate action to respond to the recommendations. Management
believes that, as ofJune 30, 1997, internal control procedures are adequate.

J. Vic Parrish
Chief Executive Office'r

G.J. Kucera
Vice President, Administration/
Chief Financial Officer

AUDIT,LEGALANDFINANCE COMMITTEE
CHAIRMAN'SLETTER

The Executive Hoard's Audit, Legal and Finance Committee is composed of five independent
directors. Members of the Committee are John F. Cockburn, Chairman; Rudi Hertschi; Vera Claussen;
Roger Sparks; Louis Winnard and Don Carter, Ex Officio.The Committee held 18 meetings during the fiscal
year ended June 30, 1997.

The Committee oversees the Supply System's financial reporting process on behalf of the Executive
Hoard. In fulfillingits 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.

John F. Cockburn
Chairman, Audit, Legal and Finance Committee

14



INDEPENDENTAUDITORS'EPORT

Executive Board
Washington Public Power Supply System
Richland, Washington

In our opinion, the accompanying individual balance sheets and the related statements ofoperations
and ofcash flows present fairly, in all material respects, the financial position of the Washington Public Power

Supply System Nuclear Project No. 1, Nuclear Project No. 2, Nuclear Project No. 3 and Packwood

Hydroelectric Project at June 30, 1997, and the results of their operations and their cash flows for the year
then ended in conformity with generally accepted accounting principles. These financial statements are the
responsibility of the Washington Public Power Supply System's management; our responsibility is to express

an opinion on these financial statements based on our audits. We conducted our audits of these statements
in accordance with generally accepted auditing standards which 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, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis

for the opinion expressed above.

Portland Oregon
August 27, 1997 (Except for the final paragraph of Note F as to which the date is September 19, 1997)
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BALANCESHEETS
As ofJune 30, 1997 Dollnrs ln thousnnds

ASSETS

NUCLEAR
PROJECT

No. 2

PACKWOOD
LAKE

PROJECT

NUCLEAR
PROJECT
NO. 1¹

NUCLEAR
PROJECT
NO. 3m¹

UTILITYPLANT (NOTE B)
In service
Allowance for depreciation

$ 3,430,794
(1,308,458)

2,122,336

$ 12,591
(9,971)
2,620

Nuclear fuel, net of
accumulated amortization

Construction work in progress
127,997

15,375

2,265,708 2,620

RESTRICTED ASSETS (NOTE B)
Special funds
Cash
Available-for-sale investments
Accounts and other receivables
Due from other projects
Due from other funds
Prepayments and other

Debt service funds
Cash
Available-for-sale investments
Other receivables

7
29,165
41,905

73
151,197

2,402

2 $
304

20
709

21
80,474

697
9,043

102

249
201,876

1,218

$ 2,604
18,200
4,010

272
13,385

76

118
154,982

1,095

224,749 1,035 293,680 194,742

LONG-TERM
RECEIVABLES (NOTE B)

CURRENT ASSETS

Cash
Available-for-sale investments
Accounts and other receivables
Due from participants
Due from other projects
Due from other funds
Materials and supplies
Prepayments and other

~ Nuclear fuel held for sale
Plant R equipment held for sale

41,227

590
24,482

4,830
85

27,908
56,140

1,088

115,123

11
1,182

318

— 101
30

32

1,674

332
4,971

23
2

103
23,378

12,403
9,736

50,948

573
4,026

198
56

102

2,794

7,749

DEFERRED CHARGES
Costs in excess of billings
Unamortized regulatory studies
Unamortized debt expense
Other deferred charges

16,952
16,192

399

3,235 2,020,739

24,115

1,760,883

16,617

TOTALASSETS

33,543

$ 2,680,350

3,242 2,044,854 1,777,500

$ 8,571 $ 2,389,482 $ 1,979,991

Supply System's ownership share (Note B)
¹ Project recorded on a liquidation basis

See notes to financial statements
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LIABII.ITIES

NUCLEAR
PROJECT

NO. 2

PACKWOOD
LAKE

~ PROJECT

NUCLEAR
PROJECT
NO. 14

NUCLEAR
PROJECT
NO 3'N

BILLINGSIN EXCESS OF COSTS $ 65,140

UNREALIZED INVESTMENT
GAINS (LOSSES) 1,205 $ (467) $ (461)

LONG-TERM DEBT (NOTE E)
Revenue bonds payable
Unamortized discount

on bonds - net
Unamortized loss on bond refunding

LIABILITIES PAYABLEFROM
RESTRICTED ASSETS (NOTE B)

Special funds
Accounts payable and accrued

expenses
Due to other funds

Debt service funds
Accrued interest payable
Due to other funds

OTHER NONCURRENT LIABILITIES
Other noncurrent liabilities

'ueto other projects

CURRENT LIABILITIES
Current maturitles of

long-term debt
Accounts payable and

accrued expenses
Due to participants
Due to other funds
Due to other projects

DEFERRED CREDITS
Deferred gain on redemption
of revenue bonds

2,503,805

(78,634)
(19,762)

2,405,409

44,533
22,887

5,021

72,441

11,000
2,778

13,778

741120
(

39,424
2,014

6,819

122 377

$ 6,853

(27)

6,826

8
15

87
15

125

253

850
452

1,555

56

2,303,220

(14,112)
(42,394)

2,246,714

52,473
18,806

65,655
4,572

141,506

255
1,474

1,729

2,220,400

(334,702)
(2,489),

1,883,209

38,329

44,427
3,639

86,395

171
907

9,746
24

10,848

COMMITMENTSAND
CONTINGENCIES (NOTE F)

TOTALLIABILITIES $ 21680,350 $ 8,571 $ 2,389,482 $ 1,979,991
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STATEMENTS OF OPERATIONS
For the year einleil Jane 30, 1997 Dollars ln thonsanrls

NUCLEAR
PROJECT

NO. 2

PACKWOOD
LAKE

PROJECT

NUCLEAR
PROJECT
No. 1»

NUCLEAR
PROJECT
NO 3'O

OPERATING REVENUES $ 422,218 $ 1,532

OPERATING EXPENSES

Nuclear fuel

Fuel disposal fee

Decommissioning

Depreciation and amortization

Operations and maintenance

Administrative R general

Generation tax

Total operating expenses

21,434

5,519

-5,630

110'89
103,481

29,608

2,378

278,739

364

899

99

21

1,383

NET OPERATING REVENUES 143,479 149

OTHER INCOME R EXPENSE

Non-operating revenues

Investment income

Gain/(loss) on current bond redemption

Interest expense and

discount amortization

Plant preservation and termination costs

Fuel settlement

Raytheon litigation
Joint owners'hare of costs

Other

17,503

(37)

(161,516)

(77)

648

95

25

(269)

$ 127,580

17,068

'(141,950)

(2,112)

(1,073)

487

$ 109,439

7,694

(114,626)

(3,111)

(1,517)
1,259

862

NET REVENUES $ 0 0 $

Supply System's ownership share (Note Ii)

tt Project recorded on a liquidation basis

See notes to financial statements
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0
STAZ'EMITS OF CASIIFLOWS
For the year ended/une 30, 1997 Dollars ln thousands

NUCLEAR
PROJECT

NO. 2

PACKWOOD NUCLEAR NUCLEAR
'AKEPROJECT PROJECT

PROJECT NO. 1¹ NO. 3'¹

CASH FLOWS FROM OPERATING
AND OTHER ACTIVITIES

Net operating revenues
Adjustments to reconcile net operating revenues
to cash provided by operating activities:
Amortized revenues
Depreciation and amortization
Decommissioning
Transfer of decommissioning funds to BPA
Other
Change in operating assets and liabilities:

Accounts receivable
Materials and supplies
Prepaid and other assets
Due from/to other projects,

funds and participants
Accounts payable
Increase in Working Capital

Non-operating revenue receipts
Cash payments for preservation and
termination expenses

Cash payments for litigation settlement
Cash payments for other expenses
Net cash provided/(used) by
operating and other activities

$ 143,479

(50,331)
126,436

5,630

(37,483)
572

3,820
(348)
(320)

1,745
(5,172)

188,028

$ 149

(329)
352

69

(31)

(1,387)
582
250

(345)

$ 99,546 $ 127,730

(3,716) (5,354)
(4,650)

92 36

95,922 117,762

CASH FLOWS FROM CAPITALAND
RELATED FINANCINGACTIVITIES

Proceeds from bond refundings
Refunded bonds escrow requirement
Payment for bond issuance and financing costs
Escrow restructuring receipts
Capital and nuclear fuel acquisitions
Cash payments for deferred programs
Interest paid on revenue bonds
Principal paid on revenue bond maturities
Net cash used by capital
and related financing activities

214,283
(215,682)

(3,564)

(27,183)
(537)

(148,869)
(69,917)

(251/469)

(5)

508,827
(506,757)

(8,685)
588

32,679
(31/568)

(92)
938

(593) (186,443) (140,872)

(268) (133,851) (95,354)
(320) (46,565),(47,475)

CASH FLOWS FROM INVESTING
ACTIVITIES

Purchases of investment securities
Sales of investment securities
Interest on investments
Receipts from sales of plant assets and fuel
Net cash provided by investing activities

NET INCREASE/(DECREASE) IN CASH

(1,263,483)
- 1,305,756

20,407

62,680

(761)

(10,510)
11,218

102

810

(128)

(958,455)
1,004,997

16,426
22,668

(690,910)
703,601

8,489

3.737
85,636 24,917

(4,885) 1,807

CASH ATJUNE 30, 1996 1,431 161 5,487 1,488

CASH ATJUNE 30, 1997 (NOTE 8)
Supply System's ownership share (Note Il)

¹ Project recorded on a liquidation basis
See notes to financial statements

$ 670
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0
OUTSTANDINGLOiVG-TERMDEBT
As offnnc 30, 1997 Dollnrs In thorrsands

SERIES
DATE

OF SALE

TRUE
INTEREST
COST (A)

INITIAL
OFFERING

PRICES
COUPON

RATE

SERIAL
OR TERM

MATURITIES

AMOUNI'UCLEAR

PROJECT NO. 2 REVENUE BONDS

1973 6-26-73 5.659o 100 5.709o 7-1-2012 $ 102,220
102 220

1976A 11-18-76 5.86 (B)
100

99.50

5.75
6.00
6.00

7-1-98/2000
7-1-2007
7-1-2012

18,645
44,815
60,990

124 450

1981A 9-4-81 14.67 100
59.958

14.375
8.25

7-1-2001
7-1-2003

24,000
100,000
124 000

1990A

1990C

3-15-90

11-1-90

7.77

7.84

99.75
97.125

(B)
(B)

7.25
7.25

7.10-7.50
(C)

7-1-2003
7-1-2006

7-1-1998/2003
7-1-2004/05

73,705
35,790

109,495

'97,530
18,054'15,584

1991A 9-26-91 6.81 (B)
90.375

(B)

6.00-6.60
6.00
(C)

7-1-1998/2005
7-1-2012

7-1-2006/07

126,495
105,940

13,431
245,866

1992A

1993A

10-2-92

5-20-93

6.19

5.76

100
97.230
98.875

(B)

(B)
96.404

5.10-6.30
6.25
6.30
(C)

4.625-6.00
5.75

7-1-1998/2009
7-1-2012
7-1-2012

7-1-2010/1'1

7-1-1998/2010
7-1-2012

163,005
66,780
50,000

9 084
288,869

187,420
42,105

229,525

1993B 7-15-93 5.64 (B)
100

97.775

4.30-5.65
5.55

5.625

7-1-1998/2008
7-1-2010
7-1-2012

104,665
51,000
43,455

199,120

(A) Based on original issue
(B) Various prices
(C) Compound interest bonds
(D) Excludes amounts due July 1,1997 which were paid on June 30, 1997
(E) Includes amounts due July 1, 1997
(F) The estimated fair value shown has been reported to meet the disclosure requirements of the Statement of Financial Accounting

Standards (SFAS) 107 and does not purport to represent the amounts at which these obligations would be settled.
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e
OUTSTAND1NG LONG-TERMDEBT (contini<ed)
As ofJune 30, 1997 Dollars in thousands

SERIES
DATE

OF SALE

TRUE
INTEREST
COST (A)

INITIAL
OFFERING

PRICES
COUPON

RATE

SERIAL
OR TERM

MATURITIES AMOUNT

NUCLEAR PROJECT NO. 2 REVENUE BONDS (Continued)

1994A 1-27-94 5.31,o/o (B)
100
100

3.90-6.00% '. 7-1 1998/2011
5.40 7-1-2012
(c) 7-1-2009

$ '537,750
100,200

4,776
642,726

1996A 9-13-96 5.72 (B) 5.00-6.00 7-1-1998/2012 209,875
209,875

Co)npound interest bonds accretion 86,195

Revenue bonds payable

Estbnated fair value at June 30, 1997

$ 2,577,925 (D)

$2,212,277 (7)

PACKWOOD LAKEPROJECT REVENUE BONDS

1962
1965

3-20-62
11-4-65

3.66
3.76

99.425
100.5

3.625
3.75

3-1-2012
3-1-2012

5,386
1,720

Revenue bonds payable

Estimated fair value at June 30, 1997

$ 7,106

$ 6,457 (5)

NUCLEAR PROJECT NO. 1 REVENUE BONDS

1989A 9-14-89 7.76 100
82.083

7.10-7.30
6.00

7-1-1997/2002
7-1-2017

$ 20,160
95,110

115,270

1989B 12-7-89 7.44 100
98.533

7.00-7.20 7-1-1999/2002
7.125 7-1-2016

21,060
41,070
62,130

1990A 3-15-90 7.73 (B)
81.75

7.00-7.50 7-1-1997/2002
6.00 7-1-2017

39,845
55,635
95,480

1990B 6-7-90 7.75 (B)
97.979

7.00-7.20 7-1-1999/2003
7.25 7-1-2009

24,495
72,770
97,265

(A) Based on original issue
(B) Various prices
(C) Compound Interest bonds
(D) Excludes amounts due July 1, 1997 which were paid on Junc 30, 1997
(E) Includes amounts due July 1, 1997
(F) The estimated fair value shown has been reported to meet the disclosure requirements of SFAS 107 and does not purport to

represent the amounts at svhich these obligations would be settled.
I
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OUTSTAND1NGLONG-TERMDEBT (continued)
As ofJune 30, 1997 . Dollars in thousands

SERIES
DATE

OF SALE

TRUE
INTEREST
COSI'A)

INITIAL
OFFERING

PRICES
COUPON

RATE

SERIAL
OR TERM

MATURITIES AMOUNT

NUCLEAR PROJECT NO. 1 REVENUE BONDS (Continued

1990C 9-27-90 7.85% (B) 7.25-7.75% 7-1-1997/2003 $ 130,190
130,190

1991A 9-26-91 7.02 (B) 5.90-6.80 7-1-1997/2008 49,985
49,985

1992A 10-2-92 6.51 (B)
99.375

98

4.80-6.40
6.50

'.25

7-1-1997/2011
7-1-2015
7-1-2017

32,185
137,820

78,815
248,820

1993A 5-20-93 5.86 (B)
100

99.75
96.306
96.566

4.50-7.00
5.75
6.05
5.75
5.70

7-1-1997/2008
7-1-2011
7-1-2012
7-1-2013
7-1-2017

186,025
80,000
35,705
37,970

176,180
818 880

1993B 7-15-93 5,64 (B)
98.138

4.30-7.00
5.60

7-1-1997/2010
7-1-2015

828530
94,885

177,415

1993C 9-10-93 5.47 (B)
100

98.166

4.00-5.30
5.40

5.375

7-1-1997/2010
7-1-2012
7-1-2015

22,175
66,400
75,650

1993-1A 12-15-93 NA NA Variable

164,225

7-1-1997/2017 142,595
142,595

1996A 9-10-96 5.77
, (B) 4.50-6.00 7-1-1997/2012 356,570

356,570

1996B 9-13-96 5.72 (B) 4.50-6.00 7-1-1997/2005 30,460
30,460

1996C 10-07-96 5.71 (B)96.170'.50-6.00
5.50

7-1-1997/2015
7-1-2017

92,075
24,860

1'16,935

Revenue bonds payable

Estimated fair value at June 30, 1997

(A) Based on original issue
(B) Various prices
(C) Compound interest bonds
(D) Excludes amounts due July 1, 1997 which were paid on June 30,1997
(E) Includes amounts due July 1, 1997
(F) The estimated fair value shown has been reported to meet the disclosure requirements of SFAS 107 and does not

purport to represent the amounts at which these obligations would be settled.

$2,303,220 (E)
$2,360,240 (F)
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0
OUTSTANDINGLONG-TERMDEBT (continued)
As'fJune 30, 1997 Dollars fn thousands

SERIES
DATE

OF SALE

TRUE
INTEREST
COST (A)

INITIAL
OFFERING

PRICES
COUPON

RATE

SERIAL
OR TERM

MATURITIES AMOUNT

NUCLEAR PROJECT NO. 3 REVENUE BONDS

1989A 9-14-89 7.43o/o 100
(B)

84.75

7.10-7.30%
(C)

6.00

7-1-1997/2002
7-1-2003/14

7-1-2018

$ 19,555
18,668
54 570
92 793

1989B 12-7-89 7.39 100

(B)
98.375
98.533
79.755
79.525

6.80-7.15
(C)
7.00

7.125
5.50
5.50

7-1-1997/2001
7-1-2004/14

7-1-2005
7-1-2016
7-1-2017
7-1-2018

65,180
71,322
85,690
76,145
62,560
65 905

426 802

1990B 6-7-90 7.57 (B)
(B)

98.923

7.00-7.25

(C)
7.375

7-1-1997/2000
7-1-2001/10

7-1-2004

64,810
39,210
55 920

159 940

1991A 9-26-91 6.97 (B)
97.75

94.552

5.90-6.80
6.75
6.50

7-1-1997/2008
7-1-2011
7-1-2018

48,375
20,790
66065

135 230

1992A 10-2-92 4.86 100 4.80-5.10 7-1-1997/98 5 290
5 290

1993B 7-15-93 5.64 (B)
97.775
98.138
98.058
97.719

4.30-7.00
5.625
5.60
5.60
5.70

7-1-1997/2010
7-1-2012
7-1-2015
7-1-2017
7-1-2018

127,745
28,295
49,095
37,795
20 605

263 535

1993C 9-10-93 5.47 (B)
100

(B)
98.166

99.5

4.00-7.50

5.40'C)

5.375
5.50

7-1-1997/2010
7-1-2012

7-1-2013/18
. 7-1-2015
7-1-2018

168,295
105,000
25,248

188,355
20 805

507 703

1993-3A 12-15-93 NA Variable 7-1-1997/2018 190 040
190 040

(A) Based on original issue
(B) Various prices
(C) Compound interest bonds
(D) Excludes amounts due July 1, 1997 which were paid on June 30,1997
(E) Includes amounts due July 1, 1997
(F) The estimated fair value shown has been reported to meet the disclosure requirements of SFAS 107 and does not

purport to represent the amounts at which these obligations would be settled.
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OUTSTAXDlNGLONG-TERMDEBT (continued)
As ofJune 30, 1997 Dollars in thousands

SERIES

TRUE INITIAL
DATE INTEREST 'FFERING

OF SALE 'OST (A) PRICES
COUPON

RATE

SERIAL
OR TERM

MATURITIES AMOUNT

NUCLEAR PROJECT NO. 3 REVENUE BONDS (Continued)

1996A 9-10-96 5.71% ~ (B) 4.50-6.00% 7-1-1997/2009 $ 32 485
32,485

Compound interest bonds accretion 406,582

Revenue bonds payable $ 2,220,400 (8)

Estimated fair value at June 30, 1997 $ 1,923,656 (97

(A) Based on original issue
(B) Various prices
(C) Compound interest bonds
(D) Excludes amounts due July 1, 1997 which were paid on June 30,1997
(E) Includes amounts due July 1, 1997
(F) The estimated fair value shown has been reported to meet the disclosure requirements of SFAS 107 and does not

purport to represent the amounts at which these obligations would be settled.
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0
DEBT-SERVICE REQUIREMENTS
As ofJune 30, 1997 Dollars in thousands

FISCAL YEAR

NUCLEAR PROJECT NO. 2
PRINCIPAL INTEREST TOTAL

PACKWOOD LAKE
PRINCIPAL, INFEREST TOTAL

6/30/97
Balance* $ 127 $ 87 $ 214

1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012

74,120
122,550
133,670
170,630
93p620

213c015

159,129
116,035
132,136
165,530
192,680
188,806
201,969
165,780
362,060

147,208
142,802
134,692
125,543
113,930
107,986
105i063
108,716
91,447
84,153
62,199
57,645
51,277
40,546
21,110

221,328
265,352
268,362
296,173
207,550
321,001
264,192
224,751
223,583
249,683
254,879
246,451
253,246
206,326
383,170

387
422
473

498
523,
548
573
598
623
648

674
572
274
122
44

255

241

226
208
190
171

.151

130
108

86
62
37
16

6

2

642
663

699
706

713
719
724
728

731

734
736

609
'90

128

46

Adjustment*" 86,195 (86,195)

$ 2,577,925 $ 1,308,122 $ 3,886,047 $ 7,106 $ 1,976 $ 9,082

Bond fund account balances less accrued Investment Income
Adjustment for compound interest bonds accretion; compound Interest bonds are reflected at their face amount less discount
on the balance sheet
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DEBT-SERVICE REQUIREMENTS (continued)
As ofJune 30, 1997 Dollars in thousands

NUCLEAR PROJECT NO. 1

FISCAL YEAR PRINCIPAL INTEREST TOTAL

NUCLEAR PROJECT NO. 3
PRINCIPAL INI'EREST TOTAL

6/30/97
Balance* $ 53,165 $ 65,655 $ 118,820 $ 36,630 '$44,427 $ 81,057

-1998
1999
2000

'2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

57,410
71,875
76,170
81,195
78,335
69,135

- 801510

72,500
89,900
95,405

1011495

104,950
111,550
134,630
142,585
156,400
165,605
175,465
186,700
198,240

133,770
130,403
125,937
121,152 "

115,891
110,775
106,883
102,174
97,990
92,580
86,567
80,059
73,749
67,451
59,854
51,806
42,713
32,985
23,038
11,644

191,180
202,278
202,107
202,347
194,226
179,910
187,393
174,674
187,890
187,985
188,062
185,009
185,299
202,081
202,439
208,206
208,318
208,450
209,738
209,884

34,790
68,395
73,285
71,860
76,547
78,827
62,716
63,956
64,812
59,666
61,361
63,688
66,117
84,464
98,062
95,410
98,355

129,220
133,834
142,027
149I796

94,192
92,272
87,891
89,737
85,850
84,169
95,791
93,933
92,190
92,523
90,919
88,691
86,461
75,450
71,717
74,630
71,816
41,108
36,663
28,643
21,047

128,982
160,667
161,176
161,597
162,397
162,996
158,507
157,889
157,002
152,189
152,280
152,379
152,578
159,914
169,779
170,040
170,171
170,328
170,497
170,670
170,843

Ad/ustntent" *

$ 2,303,220 $ 1,733 p076 $ 4,036,296

406,582 (406,582)

$2,220,400 $ 1,233,538 $ 3,453,938

* Bond fund account balances less accrued investment income
'..* Adjustment for compound interest bonds accretion; compound interest bonds are reflected at their face amount less discount

on the balance sheet
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NOTES TO FINANCIAI.STATEMENTS

Note A - General

ORGANIZATION

The Washington Public Power Supply System (Supply System),

a municipal corporation and joint operating agency of the State

ofWashington, was organized in 1957. It is empowered to finance,

acquire, construct and operate facilities for the generation and

transmission ofelectric power. On June 30, 1997, its membership

consisted of 10 public utilitydistricts and the cities of Richland,

Seattle and Tacoma. All members own and operate electric

systems within the State of Washington. The Supply System is

exempt from federal income tax. The Supply System has no

taxing authority,

SUPPLY S YSTLMPROJECTS

The Supply System operates Nuclear Project No. 2, a 1,153 MWe

(Design Electric Rating net) generating plant completed in 1984,

and the Packwood Lake Hydroelectric Project (Packwood), a

27.5 MWe generating plant completed in 1964. The Supply

System has obtained all permits and licenses required to operate

Nuclear Project No.2includlnga Nuclear RegulatoryCommission

(NRC), operating license which expires in December 2023.

Packwood operates under a fifty-year license from the Federal

Energy Regulatory Commission (FERC) that expires on February

28, 2010.

Nuclear Project No. 1, a 1,250 MWe plant, was placed in extended

construction delay status in 1982, when it was 6S percent com-

plete. Nuclear project No. 3, a 1,240 MWe plant, was placed in
extended construction delay status in 1983, when it was 75

percent complete. On May 13, 1994, the Supply System's Board

of Directors adopted resolutions terminating Nuclear Projects

Nos. 1 and 3. The Supply System has explored alternative uses for
Nuclear Projects Nos. 1 and 3. However, no viable alternatives

have been identified (see Note F - Nuclear Projects Nos. 1 and 3

Termination). Asset disposition plans and amended budgets,

which included asset disposition activities, were adopted by the

Executive Board on January 26, 1995. On March 6, 1996," the

Internal Revenue Service confirmed the Supply System's interpre-

tation of certain complex tax laws and regulations applicable to

revenue generated from thc sale of assets originally purchased

with thc proceeds of tax exempt municipal bonds. The favorable

ruling has a two-fold benefit. It allows the Supply System to
continue refinancing the debt issued in connection with Nuclear

Projects Nos. 1, 2, and 3; and to proceed with the sale of major

assets at Nuclear Projects Nos. 1 and 3. 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 (PaclfiCorp, Portland General

Electric Company, Puget Sound Power gr LightCompany and The

Washington Water Power Company).

Each Supply System project is financed and accounted for as a

utilitysystem separate from all other current or future projects.

The combined financial statements include Nuclear Projects

Nos. 1, 2, 3, and Packwood. The Hanford Gcncrating Project is in

termination status and has not operated since 1987. Alllitigation

,related to Nuclear Projects Nos. 4 and 5 has been settled and a

finaldistribution was made to the bondholders in fiscal year 1996.

The Supply System also wrote off the remaining balance of
revenue bonds and accrued interest payable in fiscal year 1996.,

All electrical cncrgy produced by Supply System projects ls

delivered to electrical distribution facilities owned and operated

by the Bonneville Power Administration (BPA) as part of the

Federal Columbia River Power System. BPA in turn distributes the

electricity to electrical utilitysystems throughout the Northwest,

including participants in Supply System projects, for ultimate

distribution to consumers. BPA is obligated by law to establish

rates for clcctric power which will recover the cost of electrical

energy acquired from the Supply System and other sources as well

as BPA's other costs. See Note E, Security - Nuclear Projects Nos. 1,

2 and 3, for discussion of BPA's obligations with respect to

Nuclear Projects Nos. 1, 2 and 3.

Note 8 - Summary of Significant Accounting
Policies

BASIS OF ACCOUNTIHG

The Supply System has adopted accounting policies and

practices that are inaccordance with generally accepted

accounting principles. Accounts are maintained in accordance

with the uniform system ofaccounts of FERC. Separate funds and

books ofaccount arc maintained for each utilitysystem. Payment

of obligations of one utilitysystem with funds of another utility
system is prohibited, and would constitute violation of bond

resolution covenants.

Pursuant to statement No. 20 of the Governmental Accounting

Standards Board (GASB),'Accounting and Financial Reporting for

Proprietary Funds and Other Governmental Entities That Usc

Proprietary Fund Accounting,'he Supply System has elected to

apply all Financial Accounting Standards Board Statements and

Interpretations except for those that conflict with or contradict

GASB pronouncements.

The financial statements of Nuclear Project No. 3 reflect the

Supply System's 100 percent ownership of thc project assets and

obligations. However, the balance sheet account of plant and

equipment held for sale reflects 70 percent Supply Systein

ownership.
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The preparation of the Supply System financial statements In
conformity with generally accepted accounting principles neces-

sarily requires management to make estimates and assumptions
that directly affect the reported amounts of assets, liabilities,and
disclosure of contingent assets and liabilities at the date of the
flnancial statements and the reported amounts of revenue and
expenses during the reporting period. Actual results could differ
from these estimates. Certain Incurred expenses are allocated to
the projects based on specific allocation methods and manage-

ment considers the allocation methods to be reasonable.

ments in future years and usage/loan fees. The Supply System

has transferred approximately 630,000 pounds of UF6 and
113,503 SWU of Nuclear Project No. 2 uranium. The exchange

agreement has been secured by an irrevocable letter of credit
issued in the amount of the replacement value of the loaned

uranium product, adjusted semiannually. The cost of the loaned

uranium, $ 19.2 million, Is included in the carrying amount of
Nuclear Project No. 2 Nuclear Fuel.

RESTRICTLD ASSETS

UTILITYPLANT

Utility plant is stated at original cost. Plant in service Is

depreciated by the straight-linc method over the estimated
useful lives of the various classes of plant, which range from five
to 40 years.

During the normal construction phase of a project, the
Supply System's policy was to capitalize all costs relating to the
project, including Interest expense (net of interest Income), and
related administrative and general expense.

Nuclear Projects Nos. 1 and 3 have been reduced to their net
realizable values due to termination. A loss on the 'write-down of
Nuclear Projects Nos. 1 and 3 was recorded in fiscal year 1995 and
is Included in Cost in Excess ofBillings. Plant and equipment held
for sale includes management's best estimate of the net realizable

value of thc remaining inventories, buildings, equipment, tools,
materials and consumables, common and operational spares,

moveable equipment and land. Interest expense, termination
expenses and asset disposition costs for Nuclear ProJects Nos. 1

and 3 have been charged to current operations.

NUCLEARFUEL

All expenditures related to the purchase of nuclear fuel,
including interest, are capitalized and carried at cost. When the
fuel ls placed in the reactor, the fuel cost is amortized to operating
expense on the basis ofquantity of heat pioduccd for generation
of electric energy. Accumulated nuclear fuel amortization (the
amortization of the cost of nuclear fuel assemblies in the reactor
used ln the production of energy) is $93'million as of June 30,

1997, lorNuclear Project No.2. 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 Department Of
Energy (DOE) in accordance with the Nuclear Waste Policy Act of
1982, and a charge by DOE for clean-up of its nuclear enrichment
facilities, in accordance with the Energy Policy Act of 1992. No
provisions have been made for additional storage and disposal

costs which may be incurred in the future by the Supply System

prior to the transfer of spent fuel to DOE.

The Supply System has entered into an agreement with
General Electric Company to transfer enriched uranium in
exchange for equivalent amounts of uranium at reload enrich-

In accordance with project bond resolutions, related
agreements, or state law, separate restricted funds have been

established for 'each project. The assets held in these funds
are restricted for specific uses Including construction, debt
service, capital additions, extraordinary operation and
maintenance, termination, decommissioning, and

workers'ompensation

claims.

LONG-TLRMRECEIVABLES

The long-term receivable includes minimum guaranteed
amounts adjusted annually pertaining to future discounts for
certain goods and services to be provided to Nuclear Project No. 2
as the result of a litigation settlement and subsequent revisions.

DECOMMISSIONING

The Supply System, as the licensee and owner of Nuclear Project
No. 2, Is required to submit a plan to the NRC that provides
assurances that funds willbe available lor the decommissioning of
Nuclear ProJect No. 2. Pursuant to this requirement, the Supply
System established on June 20, 1990, an external Nuclear Project
No. 2 Decommissioning Trust Fund (the Fund) to meet the
decommissioning and site restoration flnancial obligations and
contracted for trustee and custodial services to manage the Fund.

Based on a comprehensive cost study in 1987, the Supply System's

currently estimated decommissioning costs are $ 357 million (in
1987 dollars). This estimate includes decommissioning costs of
$286 million and site restoration costs of $ 71 million. The
estlmatc assumes a 40 year plant life, three years ofpreparation for
storage and a 30 year protective storage period; a return on
investment rate of 7 percent; a cost escalation rate of 4 percent;
and a 7 percent present value factor to state escalated decommis-

sioning costs in 2024 dollars. The Executive Board adopted a

resolution in April 1996 approving the termination of the Fund
and thc transfer ofall Nuclear Project No. 2 decommfssloning and
site restoration funds, investments and investment activities to a

newly established Bonneville External Trust Fund (the External

Trust). The Supply System and BPA signed an agreement in
September 1996 wherein BPA assumed the Supply System's obli-
gation to fund the External Trust at least in the amountrequired
by NRC regulations and provided assurances that the obligations
willbe met on a continuing basis. BPA assumed the responsibility
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for directly funding the External Trust and maintaining the

investment policy that willguide the trustee's activities. This new

fund allows all funds in the External Trust to be invested in

equities which are expected to enhance the investment growth to

meet NRC decommissioning requirements, and minimize re-

quired future contributions into the External Trust by BPA. All

funds were transferred to BPA on September 30, 1996. Per

agreement, BPA willmake annual payments to the External Trust

Fund based on thc funding schedule (the schedule to accumulate

funds for the estimated cost of decommissioning and the cost of
site restoration). The funding schedule reflects a balance of $41.9

million at June 30, 1997. The balance has been recorded in
Accounts Payable and Accrued Expenses-Restricted, in the accom-

panying financia statements on a discounted basis.-A receivable

from BPA equal to the liabilityis reflected in the financial,statc-

mcnts (Restricfed Assets, Accounts and Other Receivables).

MATERIALSANDSUPPLIES

Materials and supplies arc valued at cost, using weighted-average

methods.

Expenses associated with regulatory studies for Nuclear Project

No. 2 are deferred and amortized by the straight-line method

over the estimate/ remaining operating life of the plant. The

Supply System expects the plant to operate until 2023.

CURRENT MATURITIESOF REVLNULBONDS

Current maturities of revenue bonds payable from restricted

assets are reflected in Long-Term Debt. Current maturities of

bonds for which funds have not yet been restricted are reflected

in Current Liabilities.

ACCOUNTS PAYABLE

Accounts payable and accrued expenses include payroll and

benefits related accruals for Nuclear Project No. 2 and Packwood

of $ 16.3 millionand $ 80,300, respectively. Nuclear Project No. 2

includes a Personal Time Bank accrual of $9.6 million. Packwood

Includes an accrual for a refund to Lewis County ($538,000) for

sales, for resale due to the new BPA contract and an accrual for

a capital equipment purchase ($ 136,000).

FINANCINGEXPENSE, BOND DISCOUNT, AND
DEFERRED GAINANDLOSSES

Financing expense and bond discounts are amortized over the

terms of the respective bond issues using the bonds outstanding

method.

In accordance with the Statement of Governmental Accounting

Standard No. 23 effective for periods after June 15, 1994, losses on

debt rcfundings have been deferred and amortized as a compo-

nent of interest expense over the shorter of the remaining life of
thc old or new debt. The balance sheet includes the deferred

amount less the annual straight line amortization expense for

debt issued in fiscal year 1997 as a valuation adjustment of thc
new debt.

RLGULATORYSTUDIES

Regulatory studies include programs designed to improve Nuclear

Project No. 2's ability to show compliance with federal, state, and

industry requirements associated with owning and operating a

nuclear power plant..These programs include Design Require-

ments Documentation (DRD), $ 8.1 million; Design Basis Recon-

struction (DBR), $ 6.2 million; Spare Parts Data Identification

(Spares), $2.3 million; and Plant Component/Equipment Data-

base, $0.4 million. The purpose of DRD is to improve retrieval of
technical and licensing information needed for making safe,

timely, and cost effective decisions relating to operation, mainte-

nance, and configuration changes. The purpose of DBR is to
provldcadmlnistrativeandtechnicalsupport toregeneratedesign

information that may be inaccurate, unretrlcvable or was not
produced. The purpose of Spares is to review master equipment
listdata, correct errors and to develop detailed safety function data

at the component level in support of the Core Integration Project.

FAIR VALUEOF FINANCIALINSTRUMENTS

The fair value of financial instruments has been estimated

using available market information and appropriate valuation

methodologies. Considerable judgment is required in interpret-

ing market data to develop fairvalue estimates and such estimates

are not necessarily indicative of the amounts that could be

realized in a current market exchange. The following methods

and assumptions were used to estimate the fair value of each of
the following financial instruments.

Financial instruments for which the carrying value is considered

a reasonable approximation of fair value Include: cash, accounts

receivable, accounts payable and accrued expenses, other noncur-

rcnt liabilities and due to and from participants, other projects

and other funds. The fair values of investments and revenue

bonds payable have been estimated based on quoted market prices

for such Instruments or based on the fair value of financial

instruments of similar nature and degree of risk.

RLVENUES

The Supply System accounts for revenue on an accrual basis and

recovers, through various agreements, actual cash requirements

foroperations and debt service for each project over the lifeof the

project. Accordingly, the Supply System recognizes revenues

equal to expenses for each period. No net income or loss is

recognized, and no equity is accumulated.

The difference between cumulative billings received and cumula-

tive operating expenses is recorded as either billings in excess of
costs (liability)or as costs ln excess ofbillings (asset), as appropri-

ate. Such amounts will be recognized as revenues, or expenses,

during future operating periods.
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AVAILABLEI:OR SALE INVLSTMENTS
(Dollars hi thousands)

UCLEAR PRO E N 2
U.S. Government Securities
U.S. Government Agencies
Total

KW D AKE PRO E

U.S. Government Securities

NU LEAR PR F .1

Amortized Cost

$ 106,484
97 155

$ 203,639

$ 2,195

Unrealized
Galas

$ 1,599
229

$ 1,828

Unrealized
Lass<a

$ <521>
<102>
<623>

Fair Value
$ 107,562

97 282
$ 204,844

5 2,195

U.S. Government Securities
U.S. Government Agencies
Total

CLEAR PRO E N
U.S. Government Securities
U.S. Government Agencies
Total

AtJune 30, 1997 the contractual

U I.FAR PR NO 2

$ 87,064 $ 487
200,724 316

$ 287,788 803

$ 54,292 $ 488
123,377 106

$ 177,669 $ 594

maturities of available-for-sale investments are:
<1 Year 1-5 Years 6-10 Years.

$ <620>
<650>

$ <1,270>

$ <1,004>
<51>

5 <1,055>

> 10 Years

$ 86,931
200,390

$ 287,321

$ 53,776
123 432

$ 177,208

Total

U.S. Government Securities
U.S. Government Agencies

Maturities at Fair Value

PA KW D I K ~ PR ~

U.S. Government Securities

Maturities at Fair Value

U LFAR PR F

$ 18,565
76,322

$ 94,887

5 2 195

5 2,195

$ 21,717
17,026

$ 38,743

$ 26,185

26,185

$ 41,095
3,934

$ 45,029

$ 107,562
97 282

204,844

5 2 195

$ 2,195

U.S. Government Securities
U.S. Government Agencies

Maturlties at Fair Value

U LFAR PR .3
U.S. Government Securities
U.s. Government Agencies

Maturities at Fair Value

$ 37,362
170,625

$ 207,987

$ 18,704
107,378

$ 126,082

$ 25,441
7,263

32,704

$ 13,032
11,800

$ 24,832

$ 11,728
21,151

$ 32,879

$ 55755
2,182

$ 7,937

$ 12,400
1,351

$ 86,931
200,390

$ 13,751 $ 287,321

$ 16,285
2,072

$ 53,776
123,432

$ 18,357 $ 177,208

STATEMENTS OP CASH FLOIIFS

For purposes of the statements of cash fiows, cash includes

unrestricted and restricted cash balances. Short-term, highly-
llquld investments are not considered cash equivalents.

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 invest-

ment policies limit Investment authority to obligations of the
United States Treasury, Federal National Mortgage Association,

and Federal Home Loan Banks. All investments are held for the
benefit of the individual Supply System's projects by safekeeping

agents, custodians, or trustees.

Investments are classified as available-for-sale and are stated at fair
value with unrealized gains and losses excluded from earnings

and reported on the balance sheet as unrealized investment

gains/(losses). Available-for-sale investments are categorized

(see chart above) to give an Indication of the types and 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'etirement
System (PERS). PERS is a 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, 1997, the Supply System's payroll covered under
PERS was $ 71.9 million, representing 94 percent of total payroll.

PERS contains two plans. Plan I members (employed on or before
September 30, 1977) may retire with fullbenefits 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 II members (employed after September 30, 1977) may retire
with full benefits at age 65 with at least five years of credited
service, orwithactuarially reduced benefits at age 55 with20 years
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,Plan I
Rate Amount

Plan II
Rate Amount

Actuarially dctcrmlncd
rcqulrcmcnt
Actual Supply
System contributions

7.32% $ 776,582 7.32% $4,486,119

7.62% $ 808,410 7.62% $4,669,973

Actuarially determined
requirement
Actual employee
contributions
'ixed at 6.00%

6 00% $ 636~543 4 6S% $ 2p849 789

6.00% $ 636,543 S.08% $ 3,113,309

The Supply System's actuarially determined employer
contribution requirement represents approximately.1 4 percent

of the total for all employers covered by PERS.

Historical trend information showing PERS'rogress in
accumulating sufficient assets to pay benefits when due

ls presented ln the State of Washington's June30, 1996,

comprehensive annual financial report.

In addition to the pension benefits available through PERS, the

Supply System offers post-employment life insurance benefits to

retirees who are eligible to receive pensions under PERS Plan I and

Plan Il.Currently, 224 retirees are eligible to receive lifeInsurance

benefits and 152 retirees have elected to participate in this

insurance. The Supply System's Board of Directors in 1994,

approved provisions which continued the. life insurance benefit

to retlrees at 25 percent of the premium for employees who retire

prior toJanuary 1, 1995 and charged the full100 percent premium

of service. The annual pension benefits are generally based on a

percentage of final average salary.

Required employer contributions for both plans, and PERS II

employee contributions, are determined each biennium by the

Legislature. Employee contribution rates for Plan I are established

by legislative statute. The employer and employee contribution

rates forPlan llare developed by the OfficeofState Actuary to fully
fund the system. The methods used to determine the contribution

requirements were established under state statute.

As of December 31, 1995 (the latest actuarial valuation date per

the Department of Retirement. Systems), the pension benefit

obligation of PERS, which is the actuarial present value of

credited projected benefits adjusted for the effects of projected

salary increases, was $ 12.936 billion and the value of net assets

available to satisfy present and future pension benefit obligations

was $ 12.349 billion.The pension benefit obligation is a standard-

ized measure which enables readers of financial statements to

assess the funding status of each system and the progress made

in accumulating sufficient assets to pay benefits when due, and

to make comparisons with other retirement systems. The stan-

dardized disclosure method is independent of the actuarial fund-

Ing method used to determine contributions.

Supply System contributions for the year ended June 30, 1997,

expressed both in dollar amounts and percentages ofcurrent year

covered payroll, werc as follows:

to employees who retired after December 31, 1994. The Board also

reduced the retiree life insurance amounts for employees who

retired after December 31, 1994. The life insurance benefit is

equal to the employee's annual rate of salary at retirement for

non-bargaining cmployces retiring prior to January 1, 199S. For

non-bargaining employees retiring after December 31, 1996, the

benefit is limited to $ 40 000. The lifeInsurance benefit is based on

one-half of the employee's annual rate ofsalary at retirement with

an $ 18,000 maximum benefit forbargaining employees. Employ-

ees who retired prior to January 1, 1995, contribute $ 6.60 per

$ 1,000 of coverage while employees who retired on or after

January', 1995, contribute $ 26.S2 per $ 1,000 of coverage. The

contributions are actuarially determined. The Supply System

funds the death benefit claims on a pay-as-you-go basis.

At the time each employee retires, the Supply System accrues a

liabilityfor the actuarial present value of estimated claims, nct

of retiree contributions. The total liability recorded at June 30,

1997, was $ 3 million for these bencfits.

During fiscal year 1997, pension costs forSupply System employ-

ees and postemployment life Insurance benefit costs for retirces

were calculated and allocated to each project based on direct labor

dollars. Approximately 96 percent of all such costs were allocated

to Nuclear Project No. 2 during fiscal year 1997.

Note E - Long-Term Debt
Each Supply System project is financed separately. The resolu-

tions of the Supply System authorizing issuance ofrevenue bonds

for each project provide that such bonds are payable solely from

the revenues of tha't project. Allbonds issued under Resolution

Nos. 769, 640 and 775 for Nuclear Projects Nos. 1, 2 and 3,

respectively, have the same priority of payment within the

projects. The variable rate debt issued for Nuclear Projects Nos. 1

and 3 ls subordinate to the bonds stated above.

During the year ended June 30, 1997, the Supply System issued

$747.8 millionin net-billed bonds withan average interest rate of
5.7 percent for Nuclear Projects Nos. 1, 2 and 3 to refund $ 699.5

millionof outstanding bonds with an average interest rate of 7.2

percent. The net proceeds of the new issues were deposited in

separate irrevocable trusts under the control of escrow agents to

provide for all future debt service payments on the refunded

bonds. As a result, the refunded bonds are considered to be

defeascd and the liability for those bonds has been removed

from long-term debt.

The change in the aggregate debt service payments for Nuclear

Projects Nos. 1, 2 and 3 and changes to debt service reserve fund

balances resulted in an economic gain (the differcncc between the

present values of the debt service payments on the old and new

debt) of$ 45.5 million,$ 16.1 millionand $ 3 million,respectively.

The advance refundlngs resulted in a difference between the

reacquisition price and the net carrying amount of the old debt of

$44.4 million,$ 20.6 millionand $2.6 millionforNuclear Projects

Nos. 1, 2 and 3, respectively. The difference is amortized over the

31



lifeof the new debt (which is the same as the remaining lifeof the
old debt) using the straight-line method.

A summary of fiscal year 1997 Series 1996A, 1996B, and 1996C

bond refundings by project is presented below.

In prior flscal years, the Supply System defeascd 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 liability for the
defeased bonds are not included in the flnancial statements.

Including the fiscal year 1997 defeasements, approximately $ 8S9.5

million, $916.2 million, and $507 millionof bonds outstanding
are considered defeased at June 30, 1997, forNuclear Projects Nos.

1, 2 and 3, respectively.

Outstanding revenue bonds ofvarious projects as ofJune 30, 1997,
are presented on pages 20 through 24, and debt service require-
ments for these bonds are presented on pages 25 and 26.

The Supply System expects to continue the refunding of higher
interest bonds when economically feasible.

SECURITY - NUCLEAR PROJECTS SOS. I, 2 AND3

Project participants and five investor-owned utilities for
Nuclear ProJect No. 1 have purchased all of the project capability
of Nuclear Projects Nos. 1 a'nd 2 and the Supply System's 70

percent ownership share of project capability of Nuclear Project
No.3. BPA has in turn acquired the entire project capability
from the proJect participants under contracts rcfcrred 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 amounts due to BPA

by participants under BPA power sales agreements. The net-
billingagreements 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 sus-

pension, interruption, interference, reduction or curtailment of

the projects'utput. 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 decision was upheld on appeal.

On May 13, 1994, the Supply System's Board of Directors
adopted resolutions terminating Nuclear Projects Nos. 1 and 3.

The Nuclear Projects Nos. 1 and 3 project agreements and the
net-billing agreements, except for certain sections which relate

only to billing processes and accrued liabilities and obligations
under the net-billing agreements, ended upon termination of
the projects. The Supply System entered into an agreement
with BPA to provide for continuation of the present budget

approval, billingand payment processes. With respect to Nuclear

Project No. 3, the ownership agreement among the Supply
System, Puget Sound Power Sr Light Company, PacifiCorp,
Portland General Electric Company and The Washington Water
Power Company remains in effect following termination.

SECURITY - PACKIVOODLAEEHYDROELECTRIC
PROJECT

The Supply System and BPA entered into a Transmission and

Exchange Agreement (Packwood Agreement) in October 1961,

whereby BPA agreed to supply the 12 public utilitydistrict

particip-

antss in Packwood with electric power and energy at specified

points of delivery in exchange for BPA receiving the electric

energy and peaking capacity of Packwood for inclusion in the
government system. The project participants had certain rights
under their respective Power Sales Contracts to take the project's

energy and capacity and displace„BPA sales. In June 1996, BPA

published new Wholesale Power and Transmission Rate Sched-

ules which adversely affected the values of the exchanged capac-

ity and energy under the Packwood Agreement. The Supply
System and BPA signed an amendatory agreement in April 1997

which became effective on October 1, 1996. The new agreement

simplified the administration of thc Packwood Agreement and

provided a new payment mechanism for electric capacity and

energy delivered from the project. The amendatory agreement Is

FISCAL YEAR 1997 BOND REFUNDINGS (Dollars In thousands)

U AR PRO F. TN 'I
Size of issue
Amount of bonds refunded
Defcrrcd loss
Reduction in aggrcgatc debt service

U I RPR 0 2
Size of issue
Amount of bonds refunded
Dcfcrrcd loss
Reduction in aggregate debt service

U ARPR F. N .3
Size of issue
Amount of bonds refunded
Deferred loss
Reduction in aggregate debt service

Series 1996A
$ 356,570

333,070
32,952
39,559

211,400
200,840

20,641
23,426

32,485
29,235

2,645
1,641

Series 1996B
$ 30,460

29,485
2,543
1,769

$ 116,935
106,835

8,952
11,887

$ 503,965
469,390

44,447
53,215

211,400
200I840

20,641
,, 23,426

32,485
29,235

2,645
1,641

Scrles 1996C AllSciics
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effective through July 1, 2001 and states that BPA will pay the

Supply System in exchange for the project's total output ofelectric

capacity and energy delivered from the project. BPA willpay 17.5

mills per kWh for the first 80,000,000 kWh delivered to the

interconnections and 5 millsper kWh for any energy delivered to

the interconnections in excess of 80,000,000 kWh during the

fiscal year. In addition, BPA pays to the Supply System their Lewis

County PUD No. I transmission costs and the Supply System

receivesgenerationcrcditforspillrequestedbyBPA. ThePackwood

participants are obligated to pay annual costs of the project

including debt service, whether or not the project is operable,

until the outstanding bonds are paid or provision is made for the

retirement ln accordance with provisions of the bond resolution.

Note F - Commitments and Contingencies

NUCLEAR PROJECT NO. I TERMINATION

On May 13, 1994, the Supply System's Board ofDirectors adopted

a resolution terminating Nuclear Project No. 1. Since that date,

the Supply System has been planning for the demolitlon of
Nuclear Pro Ject No. I and restoration of the site in lightof the fact

that there is no market for the sale of the Project in its entirety; and

no viable alternative use has been found. Funding for the Project

has continued for administrative'efforts associated with termina-

tion and planning of demolition activities for the Project.

Preservation activities have been continued for certain high-value

assets to maximize the return on their expected resale. At this

time, the eventual disposition of the Project is unknown. The

Supply System has reduced the assets to their estimated net
realizable value and has accrued for the estimated cost of removal

and site restoration.

NUCLEARPROJECT NO. 3 TERh1INATION

On May 13, 1994, the Supply System's Board ofDirectors adopted

a resolution requesting that the Nuclear Project No. 3 Owners

Committee declare the termination of the Project. The Owners

Committee voted unanimously to terminate the Project in June

1994. Since that date, the Supply System has been planning for the

demolition of the Project and restoration of the site under its

obligations to the State of Washington ifno bona fide purchase

offers were received. Funding for the Project has continued for
administrative efforts associated with termination and planning
of demolition activities for the Project. Preservation activities

have been continued forcertain high-value assets to maximize the
return on their expected resale. At this time, the eventual

disposition of the Project is unknown. The Supply System has

reduced the assets to their estimated net realizable value and has

accrued for the estimated cost of removal and site restoration.

SECURITIES LITIGATION

Following default on Nuclear Projects Nos. 4 and 5 Bonds, a

number of lawsuits were filed in federal court against the Supply

System and numerous other defendants by current and former

Project bondholders alleging violations of various federal securi-

. ties laws. Tjte actions were consolidated in a single multldlstrict

proceeding in the United States District Court for the Western

District of Washington under the caption ln re Washington Public

Power Supply System Securities Litigation, MDL SS1 ('MDL SSI').

This action has been settled and concluded with finality.

COST-SIIARING LITIGATION

In 1982, litigation was commenced by Nuclear Projects Nos. 4

.and 5 bondholders against the Supply System, BPA, and all of
the utilities participating in Nuclear projects Nos. 1, 2, 3, 4 and 5

alleging costs shared between Nuclear ProJects Nos. 1 and 4 and

Nuclear Projects Nos. 3 and 5 had been mlsallocated to the

detriment of Nuclear Projects Nos. 4 and 5, In 1983, Chemical

Bank, as trustee for the Nuclear Projects Nos. 4 and 5 bondholders,

intervened on behalf of the bondholders.

On July 6, 1995, a set tlemcnt agreement was executed between the

Supply System, Chemical Bank, BPA, and all public and private

utilities involved in Nuclear Projects Nos. 1, 2, and 3, except

Pacl fiCorp. (On August 12, 1996, the Supply System and Pacificorp

executed a settlement agreement resolving all claims between the

parties in any way arising out of the construction, termination and

future site restoration on Nuclear Project No. 5. By order dated

August 19, 1996, the court approved the settlement and dismissed

the action with prejudice.) The terms of the settlemcnt provided

for payments'of $ 55 million to Chemical Bank forthe benefit of
Nuclear, Projects Nos. 4 and 5 bondholdcrs. All parties to the

settlement agreement agrccd to release all claims against the

Supply System relating to Nuclear Projects Nos. 4 and 5, except

those utilities which made "Bridge and Termination'oans to

Nuclear Projects Nos. 4 and 5. Chemical Bank further agreed to

extinguish its $ 2.2S billionjudgment obtained against the Supply

System in the MDLSS1 iltlgatlon in exchange for the issuance of
a warrant payable only against the Nuclear Projects Nos. 4 and 5

bond fund. The settlcmcnt agreement further provided that

Nuclear Projects Nos. 4 and 5 assets and properties may, at some

time in the future, be transferred to Nuclear projects Nos. 1 and 3

at the direction of BPA and the Supply System, and that all rights

of Chemical'Bank to proceeds from sales of such assets and

properties be transferred to BPA. On July 26, 1995, an order was

entered in the District Court approving the settlement. On

November 9, 1995, a final distribution was made to the Nuclear

Projects Nos. 4 and 5 bondholders.

INTER-PROJECT CLAIh1S AGAINSTREVLNULSAND
OTHER ASSETS

Some creditors of Nuclear Projects Nos. 4 and 5 have attempted,

and others have threatened to attempt, to obtain payment from

the physical assets of other projects of the Supply System or from
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the revenues pledged as security for the Supply System bonds

issued In connection with, and revenues pledged for the payment
ofcosts 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'anagement and legal counsel are of the

opinion that such creditors willonly be able to realize upon the

net assets of Nuclear Projects Nos. 4 and 5 and willnot be able to
rcallzc upon any net assets or future revenues ofthe Supply System

and/or its other projects.

NUCLEAR PROJECTS IVOS. I, 3p 4AIVD5 SITE
RLSTORATIOIV

Site restoration requirements forNuclear Projects Nos. 1, 3, 4 and

5 are governed by site certification agreements between thc

Supply System and the State ofWashington; regulations adopted

by the Washington Energy FacilitySite Evaluation Council (EFSEC);

and for Nuclear Projects Nos. 1 and 4, a lease agreement with
DOE. Thc Supply System submitted a site restoration plan to
EFSEC on March 8, 1995, which"complied with EFSEC require-

ments to remove the assets and restore the site by demolitlon,
burial, entombment, or other techniques such that the sites pose

minimal hazard to the public. EFSEC recognized that tliere is

uncertainty associated with the Supply System's proposed plan.

Accordingly, EFSEC's conditional approval provided for addi-

tional reviews once thc details of the plan are finalized.

Based on current estimates for site restoration, the Supply System

has accrued liabilities of $46 million for Nuclear Project No. 1

and $36 million for Nuclear Project No. 3. Funding for these

liabilitieswillbe provided by BPA. No source of funding has been

identified for site restoration on Nuclear Project No. 4 which is

located approximately one-half mlle from Nuclear Project No. 1.

No source of funding has been idcntlficd for sita restoration of
Nuclear Project No. 5 which is adjacent to Nuclear Project No. 3,

sharing a turbine-generator building on the same site. The Supply
System believes that although Nuclear Projects Nos. 1 and 3 have

no legal obligation to fund Nuclear Projects Nos. 4 and 5, respec-

tively, it is possible that claims may be asserted against Nuclear

Projects Nos. 1 and 3 to pay the costs ofsite restoiation forNuclear

Projects Nos. 4 and 5, respectively. The Supply System currently
estimates that the costsof site restoration forNuclear Projects Nos.

4 and 5 are $20 million and $ 10 million, respectively. As stated

previously under'CostSharing Litigation,'Nuclear Projects4 and

5 assets may, at some future time, be transferred to Nuclear

Projects Nos. 1 and 3, respectively.

During 1995, a group from Grays Harbor County, Washington,
which is Interested ln economic dcvclopmcnt, formed the Satsop

Redevelopmcnt Project. The Satsop Redevelopment Project

introduced legislation with the State ofWashington under Senate

Bill No. 6427, which passed and was signed by the Governor

of the State of Washington on March 7, 1996. The legislation

enables local governments and the Supply System to negotiate

an arrangement allowing such local governments to assume

an interest in the site on which Nuclear Project No. 3 exists for
economic development by transferring ownership of all or
a portion of the site to local government entities. This legislation

also provides for the local government entities to assume

regulatory responsibilities for site restoration requirements and

control of water rights.

The Supply System has cntercd discussions with representatives

of Grays Harbor County about possible alternate uses for the site

on which Nuclear Project No. 3 exists. This may benefit Grays

Harbor County in economic development and may reduce the
SupplySystem'sobllgationforsiterestoration. TheSupplySystem

has deferred the issuance of a formal Request for Proposals for
the demolition/site restoration contract while these discussions

are ongoing.

FUEL COIVTRACTS - IVUEXCO BAIVKRUPTCY

The Supply System has lor several years engaged in uranium
purchase, sale and loan transactions with Nucxco Trading
Corporation (Nuexco), a corporation owned by Oren I Benton
('enton'. On February 23, 1995 (the 'Petition Date" ), Nuexco,

Benton and several related entitles filed chapter 11 bankruptcy
cases in the U.S. Bankruptcy Court for the District of Colorado

(the "Bankruptcy Case" ). Prior to commencement of the
Bankruptcy Case, the Supply System had outstanding three

uranium loan or sale contracts (two contracts relating to Nuclear

Project No. 1 and one contract relating to Nuclear Project No. 2).

Nuexco had secured these contracts with a letter of credit and a

pledge of uranium in various forms.

A fcw months before the Bankruptcy Case commenced, Nuexco

had defaulted to the Supply System on a significant payment for
the purchase of uranium relating to Nuclear Project No. 1. Thc

Supply System drew on its letter ofcredit in partial satisfaction of
such payment and, pursuant to the terms of a subsequent settle-

ment agreement (the 'Settlement Agreement ), Nuexco trans-

ferred to the Supply System all of Nuexco's right, titleand interest

In the uranium pledged to the Supply System. In addition,
Nuexco, together withcertain guarantors ofNuexco's obligations,

including Benton, agreed to paya deficiency claim In the amount
of$ 14.5 million(93.3% was allocated to Nuclear Project No. 1 and

6.7% was allocated to Nuclear Project No. 2). The Supply System

reserved the entire receivable in fiscal year 1995.

In September 1996, the Supply System agreed in principle to the

terms of a proposed settlemcnt agreement with the debtors and

the Official Creditor's Committee. The terms of the proposed
settlement were Included in the debtors'lan of Reorganization

filed on October 18, 1996. The settlement agreement provides

for the approval of the Supply System's unsecured claim against

Nuexco and lesser amounts against the three other debtors. The ~

Supply System expects to collect only its pro rata share of
said claim amounts as assets of the debtors are liquidated.

The settlement agreement also confirms the Supply System's

ownership rights to uranium previously pledged as collateral
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($21.4 million-approximately $ 2.7 million of Nuclear Project

No. 1 material and $ 18.7 millionof Nuclear Project No. 2 mate-

rial) and also provides for a $ 1.15 million cash payment by the

Supply System to the bankrupt estates to settle any and all

potential avoidance actions. On August 18, 1997, the Plan of
Reorganization was approved by the Bankruptcy Court. The

4

$ 1.15 millionhas been accrued at Junc 30, 1997; $ 1,073,000 was

allocated to Nuclear Project No. 1 and $ 77,000 was allocated to
Nuclear Project No. 2 based on the split of the deficiency claim of
$ 14.5 million.

RAYTHEONV. SUPPLY SYSTLM

Following termination of Nuclear Project No. 3 In 1994, the

Supply System terminated a contract with Raytheon Engineering
'nd

Constructors, Inc. (Raytheon), thc successor to Ebasco Ser-

vices, Inc., which was the architect/engineer and construction

manager for Nuclear Project No.3. In September 1995, Raytheon

filed an action forbreach ofcontract against the Supply System in
U.S. District Court of the Western District of Washington.
Raytheon claims that it is entitled to additional payments of
approximately $ 19 million under the terms of the contract.

Approximately one-half of the total amount claimed is for pre-

judgment interest. Raytheon's claim is based on a claim of
entitlement to incentive fees allegedly earned prior to 1984.

Following an eight-day bench trial in March 1997 on liability
issues, a judgment was rendered in favor of the Supply System on
all issues. Raytheon has appealed this decision to the United
States Court ofAppeals for the Ninth Circuit. Abriefing schedule

has been established with a decision not expected until spring of
1998.

OTIIER LITIGATIONAND COMMITMENTS

The Supply System is involved in various claims, legal actIons

and contiactual commitments not mentioned above as both
plaintiff and a defendant and in certain claims and contracts
arising in the normal course of business. Although some suits,

claims and commitments are significant in amount, final dispo-
sition is not determinable. In the opinion of management, the
outcome of such litigation, claims or commitments will not
have a material adverse effect on thc financial positions of the
projects or thc Supply System as a whole. The estimated cost of
the projects, however, may either be increased or decreased as a

result of the outcome of these matters.

NUCLEAR LICENSINGANDINSURANCE

The Supply System is a llccnsec of the Nuclear Regulatory
Commission and is subject to routine licensing and user fees,

to retrospective premiums for nuclear liability insurance, and
to license modification, suspension, or revocation or, civilpenal-

ties in the event of violations of various regulatory and license

requirements. I

The Price Anderson Act currently provides. for nuclear liability
insurance over $ 8.72 billion per lnddent, which is covered by a

combination of commercial nuclear insurance and mandatory

Industry self-insurance. The Supply System has purchased

the maximum commercial insurance available 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 required

to participate in the plan (currently 110) may be assessed up to

$79.275 million per incident, subject to a maximum annual

assessment of $ 10 million per year.

Nuclear property damage and decontamination liability insur-

ance requirements are met through a combination ofcommercial

nuclear insurance policics purchased by the Supply System and

BPA. The total amount of insurance purchased is currently $ 1.06

billion. The deductible for this coverage is $ 10 million per

occuncnce.

POSSIBLE FUTURE SUPPLY SYSTLMPROJECTS-

SATSOP CT PROJECT

In 1990, the Board of Directors of the Supply System voted to

study the siting of a combustion turbine power plant at the

Nuclear Projects Nos. 3 and 5 site. Such a combustion turbine, if
ultimately determined to be feasible and constructed, would be

developed consistently with the resource planning requirements

ofmemberutilltiesand BPA. Anysuchprojectswouldbescparate
and distinct from all other Supply System Projects.

Beginning In 1992, the Supply System submitted a series of
proposals to BPA in response to its solicitations for new generat-

Ing resources. InJunc 1993, BPA notifled the Supply System that
the Supply System's combustion turbine, known as the Satsop CT

Project, was selected as one of three combustion turbine power

plants to be dcvcloped (designed and permitted) and held as an

"option'nder Bonneville's Resource Contingency Program.

The Satsop CT Project has completed all required environmental

studies and permit applications for two combustion turbine

power plant units, and,fina State permit approvals have been

obtained. There can be no assurance ifand when the output of
either of thc two units willbe nccded, but the permits willbe

maintained for ten years.

ADVANCLDPROCLSS ENGINEERING LABORATORY

The Supply System, Port of Benton and Pacific Northwest Na-

tional Laboratory are cooperatively developing and bringing into
operation the Advanced Process Engineering Laboratory (APEL),

to be housed in the Supply System's Richland Office Complex
Warehouse. Thc mission of APEL is to provide high-quality
laboratory and validation testing facilities and assoclatcd offices

forpilotscale research, development and testing ofnew processes

and products, including, but not limited to, environmental
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restoration, chemical waste treatment and energy conservation.

APEL is intended to be an 'incubator'acility that willencourage

and facilitate the formation ofnew or expanded companies. The

Supply System will retain ownership of the warehouse and

function as the landlord of APEL.

SUBSEQUEiVT EVENTS

In September 1997, the Supply System issued a total of $721.9

millionin refunding bonds, Series 1997A and 1997B, forNuclear

Projects Nos. 1 ($278.5 million),2 ($327.3 million)and 3 ($ 116.1

million). The proceeds of the bonds willbe used to refund $257.7

million, $303.5 million and $ 107.9 million of previously out-

standing Nuclear Project Nos. 1, 2, and 3,bonds, respectively.

For the year ended June 30, 1997 (unaudited)

BOND RATINGS - SUPPLY SYSTEM
Fitch Investors Service LP

, Moody's Investors Service, Inc. (Moody's)
Standard and Poor's Corporation (S R P)

VARIABLERATE LETTER OF CREDIT BANKS
Long Term

Series 1993-1A/3A-1
Series 1993-1A/3A-2
Series 1993-1A/3A-3

Short Term
Series 1993-1A/3A-1
Series 1993-1A/3A-2
Series 1993-1A/3A-3

FY 1997
AA-
Aal
AA-

$ RP
AA-
AA-
AA

MOODY'S
Aa3
Aa3
Aa2

A-1+
A-1+
A-1+

VMIG1
VMIG1
VMIG1

~FY 1 96 OUTLOOK
AA- Stable
Aal
AA- Stable
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