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TMPLICATIONS OF WASHINGTON PUBLIC POWER SUPPLY SYSTEM PROBLEMS
ON INVESTOR OWNED UTILITIES IN THE PACIFIC NORTHWEST

LFRUT LOWERS RATINGS ON: PACIFIC POWER, PORTLAND GENERAL, PUGET
SOUND AND WASHINGTON WATER POWER

OVERVIEW

As the Washington Public Power Supoly System (WPS) #4 and 45 nuclear projects near
the brink of default, an assessment must be made concerning the fate of the WPS 43
nuclear plant in which four investor owned utilities (IQUs) —~Pacific Power & Light,
Portland General, Puget Sound and Washington Water Power—have a cumlative 30%
interest. At this juncture, it avoears as though project #3 has sufficient funds
to continue construction only through the summer. Aporoximately $1 billion must
be raised to camplete the plant which was schediled for mid-1986 commercial
cperation. But because of the Supply System's highly publicized problems with

the #4 and #5 units, along with the Bonneville Power Administration's (BPA) own
budgetary and legal difficulties, the future of WPS #3 is in serious jeopardy .

On May 27, 1983theSu{plySystaninstimtedmutathdwrkmsim

at project #3. A construction slowdown, frequently the first step toward project
hami:mtim,isdictatedbyaladtoffuﬂsmdmhnbiutytomthemital
markets until 4 and 5 problems are resolved. About the only things WPS #3 seems
to have going for it right now are that: (1) logic would dictate that a project
Mh?ﬂcmpleteslrxldm,uﬂa)tmkqhmlmmm
established a need for the plant. Logic notwithstanding, termination of WrS 43
hariakwhidumstbeaddmaadasisﬂnlw'sabilitytohmdleasizeable
WPS #3 write-off, especially since it is likely that the Skagit nuclear plant has
gone sour and will have to be written-off as well. If project #3 is eventually
terminated, all four IOU participants will have to lean veiy heavily on th '~
respective state comissions in order to maintain their financial integrity.
Given the sizeable asset over-hang and requlatory precedents established thus
far,theczaditinpactwillmtbemﬂydisttimmdmnﬂmefmrcmpmies.
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ctru\-cuhmtcraqmurormtheentueyur. Rather, reduced
financial flexibility, potential indenture violations, as well as significant
camen equity erosion could result from the cancellation and eventual write-of f
of the WPS #3 investment. nnlmdluﬂ\ec\mmtfinancmmlthwinbean

indicator of the IOU's ability to deal with the write-off stress of

Skagit and WPS #3 terminations, in the final analvsis, the recourse
available will be the most critical variable f

our of t the
regulatory likalytohepavimdinthemtofaumixmdmforuch

Wherewithall %t_g_ 's S&P LFRUT
Pacific Power & Light BEE BBB3
Portland General Poor Poor Baa? BBB~- BBEB3
Puget Sound Poor Favorable Baa? BBB BEB3
washington Water Poor Favorable A3 BBB+ BRB3

prospect for a "cure" to the Skagit termination--and possibly WPS--
would be forthocoming mwiuhnvemmheevidmceofmisinaulym
the comnission prescribes treatment for Puget's investrent in the
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Mofﬂmiswriting,thefubneof“hmnumuinﬁmm. With WPS #4
-ﬂOSmanbnnkof&fmlt.aummmmtuuﬂermttheW
will be for projects #1, $#2, and 83 (the net-billed, BEPA backed plants) . Work
mpmject.lmmxhdnstyearmofalaerloadforecastreleased
wmmlhmmﬂm(wm,adimmofminthe

Pacificnorﬂmtandmmicyofthefe&nlqwenmt. Since the beginning



of 1983, work on units #2 and #3 has been proceeding at a reduced rate, largely
as a result of the inability of WPS to market new securities because of the
problems at unics #4 and #5. The following table mwmmarizes the current status,
construction schedules, and estimated financing requirements for each of the five
WPS projects.

Percent Cammercial Bonds Bonds To Be
Capability Camlete Operation Outstanding m ginnd

Project tts) (4/83) Date 11 ) (Millions)
fo.1 i,;nﬁ L 63¢ “Wpthhalled r N.A.
No.2 1,100 95 10 1984 2,370 $149

No.3 1,240 73 20 1986 1,600 961

No.4 1,250 24 Terminated #2250 -

No.5 1,240 3 Terminated 2 -

Work
e Total bonds outstanding on projects #4 and #5.

has been suspended, but the last official service date estimate was 20 1986,

The two key projects to focus on are #2 and #3, which require $149 and $961
lion, respectively, in order to be campleted. At this juncture, it appears
ﬂnmmhwillmttpmemxeymededtofinishmitnfmitsamm

T

authority, we suspect that any resolution would be embroiled in the political
process and, as such, we hold little hope that this endeavor will be successful
in the near term. A second and more promising option would be to have a new
agency created tofimnceuuhradiffemtnmewithmammwimitscmdit
behindthemtity,tmsmwingitasfaraspouiblefmthems"m.
E‘runapmcticalstmﬂpoint,thismtobettemfeasiblenemsofgetting
the money to finish unit #3. Yet there is one other stumbling block--namely,
inouﬂerfaramaqmcytoasmrupmsibilityforﬂnnhingmitn (in
midxtrcinvesmrmndutilitieshneaw\omnativeM)ﬂeummst
be unbundled fram the financial liabilities of projects #4 and #5. This is the
case not only because units #3 and #5 share a cammon site, but because the whole
Project is held hostage by the W°S financing umbrella. It is unclear at this
point\\tmtcamssimswillhavetobeundeino:tbrtoeffectmuaet-q:ura-
tion. m.ﬂnmratimmsmldbeompliatedbyﬂnnmm—
:uolvadqmstimofalloatingmfacilitydamhomitn. WPS has
indicated that these costs could total $504 million, consisting of $269 million
ofalmirnrmdawﬂimmsnsmnimofmdvequesm
unit #5. The cost-sharing issue is currently in litigation and there exists
the possibility that an amount less than $504 million will ultimately be shifted
to unit #3. In view of this, the previous cost estimate of $2.6 hillion for
mitﬂiswxhrstatadand,asamaﬂt,itislikelyt.tuttmslbinimof
financing needed to camplete the unit is also low.



‘8%%
i
-4
1
b
i
£
g
¥
%
g

mm-mmmitnmm

mjnhﬁnitely,a:dshinfusimmldmbeenmedsdbymismmt n order
fartur&uvmkwpmaad. Given the tremendous surroundil 0
1t&esmtq:purtlutanyfmmcmgcmbech\eatﬂustm Thus, v expected
the WPS announcment on May 27, 1983 of an extended construction slow-down on
unit 03mdpossib1euothballing of the plant. The intention behind this action would
betomytinetohwudqateandwork financing alternatives. However, we
bcuavethatthilmmyadymﬂthepmblcmfwmgms Any delay of
mm—mmofmitnumldirmuexucoct With a price tag of

have to
lely,mnma&ddskmtmyfmofmrkm\simvmldbe
paraivaduﬂefirstmmrdw\-camletimofmjectﬂ. As vart of
WPS "controlled termination” on units #4 and #5, a work suspension preceded
cancellation. Given WPS' poorcredihilitymﬂﬂ'eq:ecterofapmject #4 and
#5 default, a work suspension on unit #3 would merely intensify the uncertainty
surrounding its funne—apmcpectvmic:h is equally as unpalatable for the investor
owned utilities as it is for the holders of WPS #1, 42 and 43 bonds .

Ofﬂemwnrmrlearpmjectsinthemgim,PebbleSpringsandSkagit,
only Pebble Springs has officially been cancelled. Although Skagit is still
"officially" a live pmject,?ugetm\d.mespmsm, in February 1983 asked
the Nuclear Regulatory Commission (NRC) to susoend certification and licensing
;n:oaedi:lisperdi:\qmdmofazo-yearmqia\almr?m (a plan which
ultimtelydidmtim:hﬂe&aqitmtdmmchﬂewsn). In view of this,
Pacific Power & Light announced that it was writing off its investment in Skagit
formhqpmsyetmtfomnlly'wiaﬂrmasamﬁcipmt. At same
point&:mﬂr:mditqpeaxsasﬂnn;hsngitwnlgomuuyofPebbleSprmgs
and WPS #4 and #5, eventually being cancelled,mkimitthefmrth nuclear
plmtinthemgimtobescrqped. 'mei:wolvumtofueimmtoromed
utilitiesinplamadmclurpmjectsintrenqimismiledbew:

WPS WPS *WPS *WPS
$1sé 43 44 $5 *pebble i g!a}_g
Pacific Pwr & Lt None = 10 None 10% 29. IE\EEE =
Portland General None 108 None None 47.1% 30%
Puget Sound None 5¢ None None 23.5% 40%
washington Water None 5% None None Nore 10%

+ Officially Terminated




The cancellation of Skagit would come as no surnrise. For some time now
confidence in its campletion has been waning on the part of all the participants.
In fact, with the exception of Puget, the remaining owners

AFDC on the investment--and only Puget continues to accrue

anA
. though the principal question
surrounding Skagit is not whether but, rather, when abandonment will be made
official. The timing of a decision regarding Skagit can only be complicated by
the very uncertain future of WPS #3. If WPS #3 craters, all four investor
owned utilities could be facing substantial write-offs, placing them squarely
at the mercy of their regulators. With this in mind and given the recovery
treatment accorded other projects, we think PPL's move to write Skagit off early,
Miumﬂmmm,ﬁllmmficnlinﬂelalrm.
Nevertheless, all four utilities have a great deal of nuclear investment at stake,
as reflected in the following table:
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Year-End 1982
Investment in Nuclear Projects
($ Miillions)
WPS#5 Pebble Spring it WPS#3 Total
Pacific Pwr & Lt ———$47 ?"ﬁ? $228.3 $31¢.8
Portland General None Written off 135. 208.9 344.0
Puget Sound None $53.5 159.8 96.9 310.2
Washington Water None None 38.7 100.0 138.7

While the potential for a write-off of WPS #3 seems unclear at this point, it is
nevertheless a possibility which cannot be ignored. With the asset over-hang

of both Skagit and WPS #3 so large, the effects the
resourse available--could be quite substantial. asset exposure
of these units is summarized here:

ASSET EXPOSURE
Total ($Millions)
Skagit/WPS#3 ~— Total
Investment Assets (%) Cor mon %%:x (%) Retained %& (%)
Pacific Pwr & Lt $316.8 $4,412.0 (7.2) 1,233.4 w7} 326.8 .9)
Portland General 344.0 2.323.0 (14.8) 755.5 (45.5) 143.2 (240.2)
Puget Sound 256.7 1,953.8 (13.1) 659.8 (38.9) 167.3 (153.4)
Washington Water 138.7 1,069.2 (13.0) 400.7 (34.6) 85.1 (163.0)

*EARNINGS EXPOSURE

Annual AFDC ($Millions Wes#3
Accruals on _M_‘L AFDC/

WPS#3 Incame ROE Net Inc

Pacific Pwr & Lt $31.0 $157.1 17.7% RLN.
Portland General $18.0 97. 12.9% 18.5%
Puget Sound $6.5 77.9 11.8% 8.3%
Washington Water $12.0 48.8 12.2% 24.6%

" Withtreeaweptimofmget,eadxutilityhuttq:adboddnqmmmbble

&ri{ugs:mqet continues to take AFDC under instruction fram The Washington
camission.




From an earnings standpoint, cesatimofummwsnwinmtbe&mtating.
In the worst instance Mmmwmr),mthmformwinbe
reduced by 25% and equity returns, i.ngm.‘l.vmldbeﬂmndfmmelzt-n\
rmqetomn:los-mubh levels for Triple-B credits. Yet, whether the

utilities involved would be inclined or to ig AFIC on Woo ¥4
Thde a mothball/extended constx SCenario is . is
Tikely campany to t1on its state camussion for a

directive on this issue. mmnamt—mwmmmmm
Springs plmt—auadinqumtommpmjactsmid\hmebamcmcened.

wﬁlemmnlwuntmmhdvemmequitvamMeamings
Wum.nbmwmmﬂmmnmlmwbewritm
offagahmmm.ormthntﬂueﬁgueswinbewutive
of any write-off lewvels. m,ﬂutableischsigndmhit_txlightﬂe
pohmtialequityridtfulbyudxutility and, accordingly, the importance of
fm&lemmmwmwsnbemted.

nesinglemstmportmtqnsdmtobeaddmaedinthehcificmst
tightrmismm'mismihbleformyof investments in
terminated projects. misismminlymecnseforﬂmgitanditismissue
w\id\mxstbemidemdi.nauesshqmemnll riskiness of a WPS #3 involve-

dimmﬁa,vebelieveﬂutﬂejuryisstinaxt. The one glimmer of hope
raised thus far cames fram the Washington commission which gave Pacific
Paer&mqhtaz.%xmdequitykidertomiuq@cudimutorusess-
nmtofina'easedtiskforthetemirmtimofwstsmmtbleSprinq& The

ﬂatu\isamnissimwillbeamztive. m,uedomtmmminplyﬂ\at
Mwmtizw@dtmmlemimumtwincammw
other plants. The over-riding difference is dollars--the Pebble Sorings invest-
ment relative to Skagit is about one-third. Instead, it is conceivable that
the rate-me'.ing treatment will be different in future instances. For example, A
much longer amortization period could be employed--perhaps 20 years.



On the other hand, the recovery approaches, or lack thereof, established in
Oregon for Pacific Power and Portland General are cause for concern. The
mmmwmmmmupmmmyofmm
plant through increased rates. Accordingly, in 1982 Pacific wrote off its invest-
muinlpsosdeﬁlemmmmnahoclumdhbbmSpﬁngsfm
its books. These extraordinary losses were offset by gains from debt/
quwm.wmumm:mltiwcffwtmmmmimof
the equity base. As a practical matter, this "accounting™ approach seems to

. we suspect that the technique has limited
to came through regulatory channels.
is discouraging. While Pacific has
, a

requested a declaratory
aidalﬁorhtl-um-umthuymofiumminm‘gm)
tnmtorhciﬂc.mid:&timtoutﬁtofitselectﬁcmtmm.
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Finally, in Wyoming, which accounts for 19% of Pacific Power's electric reven.es,
ﬂnamiuimhuaho&ﬂ.dmyofmudplmuwnm.

The campany has filed for a judicial review of this decision. Menawhile,
pProceeds from the 1982 debt/equity swap were applied to this jurisdictional
write-off. Decisions from the California (4% of revenues) and Montana (3%)
camissions are pending, but the cutcome of these cases will be less significant
for Pacific than those previously discussed.

ADDITIONAL INFORMATION IS AVAILABLE UPON RENWEST



