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The Preliminary Safety &nalysis Report has becn revised to incorporate
the addition of WiP-5 and to respond to quasticns raised duiring the LIP-3
completeness review. A1l items listed in Mr. Giambussc's letter of

April 15, 1974 (reference 1) as beina required for docketing, have beer
responded to and included in the PSAR except as noted in our letter of
June 4, 1974 to !'r. O'iLeary {reference 2). Responses have aiso been
provided to as meny of the requests for additicnal informetion (not
required for docketing) 2s possible at this point. To assist the
reviewers, a list of the completeness review questions and the Tocation
of the responses is inciuded following Chapter 17 of the PSAR.

As noted in our letter of June 4, 1974 to tr. O'Leary, the Environmentsl
Report is scheduled to bz submitted on August 15, 1974, It is cur under-
standing from discussicns with members of the staff that additional
copies of the anti-trust information are not required at this tine.

Additiona) cnpies of the PEAR and applicatici will be provided upen
notification by the staff of the satisfactory completion of the comnleie-
ness review.

Very truly sours,

.\\ \

Vo ¥, DS
Managina Jirecior

JJS:GCS:ct
Enclosure
cc: Mr. J. B. Knotts, Conner, Hadlock & Knotts

Mr. G. C. Sorensen, Veshinoton Public Power Supply System
v, P. J. Mannaway, Ebascc Services, Incorporated
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the Board has made both findings of fact relating to the

radiological health and safety issues specified in the

Notice of Hearing, appropriats corclusions of law, as
set out below, along with our ordey ruling on the matter
of issuance of construction permits for WNP-3 and WNP-5.

In making the followidq

ndings and conclusions, the
Board reviewed and considergd the entire record of the pro-
ceeding and all of the pgdgosed findings of fact and conclu-
sions of law submitted'by the parties. All such proposad
findings of fact and Fonclusions of law which are not
incorporated diregtly or inferentially in this Initial
Decision are heréby rejected as bz2ing unsupported in law

or in fact, or as being unnecessary to the rendering of

this Initial Decision.

II. FINDINGS OF FACT - GENEPAL HEALTH
AND SAFETY MATTERS

A. FINANCIAL QUALIFICATIONS

l. Washington Public Power Supply System is a municipal
corporation and joint operating agency of the State of Wash-
ington, organized in January 1957 pursuant to the laws of the
State of Washington. WPPSS is composed of 19 operating public
utility districts and the cities of Richland, Seattle, and
Tacoma, Washington, each of which operates an electrical

distribution system within the State of Washington. WPPSS



is empowered to acquire, construct and operate facilities
for the generation and transmission of electric power and
energy, but does not engage in the distribution of electric
energy at retail. (Applicant's Exhibits 1 and 54; Staff

Exhibit 16; Perko, Tr. following p. 598.)

2. WPPSS does not have rates and is not subject to the
jurisdiction of any regulatory agency having control over
rates. Rather, WPPSS is reimbursed for the cost of each

" project, including debt service, b; the purchasers of the
capability of that project. 1Ir this regard, the entire

electrical capability of WPPSS' 70% ownership share of WNP-3

has been purchased by 103 publicly and cooperatively owned
3/

utilities ("Participants"),  all of whom are statutory
preference customers of the Bonneville Power Administration
("BPA"). The remaining 30% ownership share of WNP-3 has been
purchased by four investor-ocwned utilities ("Companies") in
the following undivided portions: Pacific Power and Light
Company (10%), Portland General Electric Company (1lC%),

The Washington Water Powe - Company (5%), and Puget Sound

3/ The respective portions purchased by each Participant
are set forth in the formal Application (Applizant's
Exhibit 1). A portion of WPPSS' 707 share of the
WNP=3 output will be sold to 15 indus:rial customers
of the Borneville Power Administration from the date
of commercial operation threcugh June 30, 1984, pur-
suant to a "Power Sale Agreement”,




‘ﬁowegxand Light Company (5%). (Applicant's Exhibits 1

and 54; Staff Exhibit 16; Perko, Tr. following p. 598.)

3. WPPSS estimates its total cost for WNP-3 tc be
$970 million. This estimate includes totai nuclear pro-
duction plant costs ($910,536,000), transmission and
general plant costs ($14,989,000), and nuclear fuel in-
ventory cost for the first core ($44,475,000). (Perko,

Tr. following p. 598.)

4. The Participants have executed "Net Billing Agree-
ments"i/ with WPPSS and BPA which provide that the Participants'
portion of WPPSS' 70% share of the capability of WNP-3 will be
sold to the Participants, which in turn will assign the capa-
bility to BPA. The Net Billing Agreements provide that BPA
will then credit the payments made to WPP5S by each Participant
for its proportionate share of the WNP-3 annual costs (including
debt service) against billings made by BPA to the Participant
for power and services. All Participants are cbligated by the
Net Billing Agreements to pay their proportionate shares to
WPPSS whether or not WNP-3 is complete, operable or operating,
and notwithstanding the suspension, interruption, interference

with, reduction, or curtailment of WNP-3., Further, BPA will

4/ A form of Net Billing Agreement is set forth in Exhibit
A to WPPSS' formal Application (Applicant's Exhibit 1).



Eicdis all payments made to WPPSS by the Participants ir-
respective of energy actually received by BPA. Thus, there
is assurance that the Participants will possess the necessary
funds to bear their share of costs for WNP-3 irrespective of
operation of that project. In the event of a default by a
Participant, the remaining Participants are obligated to
automatic step-ups in their billings (by as much as 25%) to
satisfy the total obligations of the Participants. Thus,
there are three levels of security for rerayment of bonds
and notes issued by WPPSS to finance its 70% share of WNP-3.
The first level of security is the revenues to be derived
from operation of WNP-2. The second level of security is
the Net Billing Agreements pursuant to which the source of
funds for payment of project costs is not dependent oOn actual
project revenues. The third level of security is the obliga-
tion of the United States Government (through BPA) to provide
power and credits to the Participants irrespective of opera-
tion of WNP-3. (Applicant's Exhibits 1 and 54; staff Exhibit
16, Perko, Tr. following p. 598.)

5. Permanent financing of WPPSS' 70% ownership share
Of WNP-3 is effected by issuance of long-term debt securities
of the revenue bond variety. State of Washington law (R.C.W.
§43.52.3411) provides that WPPSS may issue revenue bonds
payable from the revenues of the utility properties operated

by it. WPPSS' Board of Directors has adopted a project plan
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the dual purpose N-Reactor of the United States Eneragy
Research and Development Administration ("ERDA") on the
Hanford Reservation. Construction costs were financed
by the sale of revenue bonds in 1963 in the total amount
of $122,000,000. All costs, including debt service, have
been paid on a current basis and, in addition, excess con-
struction funds have been applied to retire $34,825,000 par
value of bonds ahead of schedule. 1In addition, $28,265,000
.bonds have been retired according o the original debt
retirement schedule. The project nutput is sold to 76 power
purchasers, including public utility districts, municipal-
ities, rural electric cooperatives and investor-owned
utilities in the Northwest region. Operating revenues for
fiscal year 1976 totaled $29,690,579. (Perko, Tr. following
p. 598.)

B. WPPSS is currently constructing its Nuclear Project
No. 1 ("WNP-1l") (1250 mw) located on ERDA's Hanford Reser-
vation near Richland, Washington. WNP-1l is being financed
pursuant to Net Billing Agreements similar to those executed
for WNP-3. 1In September of 1975, WPPSS issued the first
long-term revonue bends to finance this project, and a total
of $535,000,000 in long-term debts has becn issuad to date.

These securities were rated Aaa by Moody's Investor Service,
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cial operation is scheduled for January 1982. (Perko, Tr.
following p. 598.)

9. WPPSS is also currently constructing WPPSS Nuclear
Project No. 2 ("WNP-2") (formerly Hanford No. 2) (1100 mw)
which is also located on the Hanford Reservation. WNP-2 is
being financed in the same manner as WNP-1 and WNP-3, with
the entire capability being sold to public and cocperatively
owned utilities under similar Net Billing Agreements. In

~ July of 1973, WPPSS issued the fig;t long-term revenue bonds
to finance WNP-2, and a total of $800,000,000 in long-term
debts has been issued to date. These securities were rated
Aaa by Moody's Investor Service, Inc. and AAA by Standard
and Poor's Corporation., Commercial operation is scheduled
for September 1980. (Perko, Tr. following p. 598.)£/
10. WPPSS has also begun work on WPPSS Nuclear Project

No. 4 ("WNP=4"), a duplicate of WNP-1l, located on the

Hanford Reservation. WNP-4 is being financed with

WNP-5 as cne system, and the project financing approcach

5/ The Atomic Safety and Licensing Board in Washingteon
Public Power Supply System (WPPSS Nuclear Projects
Nos. 1 and 4) 2 NRC 922, 927 (December 22, 1975),
concluded that WPPSS possessed cor hrd veasonable
assurance of obtaining the funds necassary to cover
. estimated construction costs of WiP~-l and related
fuel cycle costs.

E/ The Atomic Safety and Licensina Boars in Washinaton

Public Power Supplv Svstem (WPPSS Nuzlaar Project
No. 2) K—XEE_T§§!Tﬁ5rch 15, 1973), ecn=luded that
the record was adejuate to supgort findirgs subse-

quently made by the then Director of lwgulation that
WPPES was financially aualifiesd tr renetruct WNP=2,

|
|
|
\
' 5/
‘ .- Inc. and AAA by Standard and Pocr's Corporation. Commer-













detail herein, supra, paragraphs 4 - 9, will not be altered.

(Applicant's Exhibit 54; Perko, Tr. following p. 598.)

14. WPPSS estimates its total cost of WNP-5 to be
§1,718,661,000. This estimate includes total nuclear pro- -
duction plant costs ($1,539,207,000), transmission and
general plant costs ($19,271,000), and nuclear fuel inven-
tory for the first core and reload fuel ($160,183,000).
(Perko, Tr. following p. 598.) .

15. Under the Participants' Agreements, WPPSS receives
a promise frcm the Participants that each will pay a portion
of the costs of acquiring, constructing and operating the
project (WNP-4 and WNP-5), Each Participants' portion of
such costs includes the amount required each year to pay
the interest and a portion of the principal on the bonds
outstanding, plus the Participants' share of the annual
operating costs. The first level of security for repayment
of bonds is the revenues to be derived from operation of the
project. The second level of security is that the Participants
are obligated to make payments whether or not the project is
completed, cperable or operating, and notwithstanding inter-
ruption or curtailment of output. Thus, th2 source of funds
for the payment of project costs is not derendent on actual
project revenues, but is insured on a broa! base through the

vwisyativn vl the public and cooperacive entities. Assurance



that such obligations can be met is provided in that the
Participants covenani to increase rates to the level
necessary to meet their obligations to WPPSS set forth in
the Participants' Agreements. These rates are not subject
to review or approval by any State agency. In the case of
default by a Participant, each other Participant in its
class (i.e., cooperative or public agencies) promises tc
step-up their respective obligatio?s by as much as 25%.
(Applicant's Exhibit 54; Perko, Tr. following p. 598.)

16. To finance WNP-4 and WNP-5, revenue notes in the
amouﬁt of $15,000,000 were sold in August of 1974 for the
preliminary planning and progress payments. These notes
matured and were retired on June 15, 1976. In addition,
short-term revenue bonds in the amount of $100 million
were sold in July of 1975, and long-term revenue bonds
in the amount of $145 million were sold in February of
1977. Most recently, on May 24, 1977, long-teorm bonds
in the amount of $90 million were sold by WPPSS. These
bonds were rated A-1 by Moody's znd A+ by Standard and
pPoors. (Tr. 606-07.) To continue financing WiP-4 and
its ownership's share of WNP-5, in additi~or to the $335
million revenue bonds already sold, WPFPE3 will issue

approximately $3.1 billion of its tax-exemdt revenue

bonds in series f.om time to time during =ne period of
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construction (Perko, Tr. folluwing p. 598). Based upon
the foregoing, the Board finds that WPPSS is financially
qualified in terms of 10 C.F.R. §50.33(f) and Appendix C
to 10 C.F.R. Part 50 to design and construct WNP-5 in
that WPPSS possesses or has reasonable assurance of
obtaining the funds necessary to finance its share (90%)
of those activities and related fuel cycle costs.lg/

17. Pacific Power and Light Company ("PP&L") has
executed an "Ownership Agreement" with WPPSS to purchase

11/
10% of WNP-5. PP&l, will finance its ownership share of

WNP-5 in the same manner as the balance of its respective
construction programs, viz., short-term borrowing, sale

of egquity securities, proceeds from first mortgage bonds,
internally generated funds (ircluding retained earnings,
depreciation, and deferred taxes), lcases or other executory
arrangements and other secured and unsecured transactions or

12,
construction financing. The Board finds that PP&L is

10/ As noted, WNP-4 and WPPSS' share cf WNP-5 will be
financed as one system. We note that the Atomic
Safety and Licconsing Roard in YWashington Public
Power Supply System (WPPSE Nuclear Project ho. 4)
in its demorandum and Order dated Sapt:mber 7, 1974,
stated that it could at that time "mak» a favorable
conclusion of law on the financial gu~lifications
issue for NMP-4." However, the Bcard :n WNP=-4 de-
ferred issuance of the decisicn on {i-~.ncial guali~
fications to await resolution of certain unrelated
outstanding matters.

i1/ A copy of the Ownership Agreement betwezn PP&L and
WPPSS ies set forth in Exhibit H to W:D88' formal
Application, as amended by PSAR Amendiant 39
(Apelicant's Exhibit 54).
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financially gualified in terms of 10 C.F.R, 550.33(f) and
Appendix C to 10 C.F.R. Part 50 in that it possesses or has
reasonable assurance of obtaining the funds necessary to
finance its share (10%) of design and construction costs
for WNP-5, including related fuel cycle costs. (Appli-
cant's Exhibits 1 and 54; Staff Exhibit 16; Perko, Tr.
following p. 598.)

B. DESCRIPTION AND SAFETY EVALUATION OF THE FACILITIES

18. The facilit}es are tc be locaped on a 2450-acre
site in southeastern Grays Harbor Couynty, Washington, one
mile scutheast of the ccnfluence of the Satsop and Chehalis
Rivers, and approximately 26 mi; s west-southwest of Olympia,
Washington. The exclusion argz)is approximately circular in
shape with a minimum bouhdarf distance of 4,300 feet (1,310
meters) measured approximafely from the center of either
reactor building. The aéél cant currently owns all portions

of the exclusion area fequir for plant construction

activities. Further/ the Applicant has obtzined by ease-

ment the authority,&o determine \all activi<ies within the

exclusion area, iAcluding exclusibn or i :vval of peorscnnel
and property, with the exception of twe nurcels. lHegotiatione
are ongoing between the Applicant and “lLi» ~wners of those

parcels for easements similar to thogg olLtilned Ly the

Applicant from other landowners in the erclusion aroa.

‘b4 ¢
at susuesaful,

In the event that these negotiations r> n7t SUSLLG3
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1.1

1.9

1.0 [INTRODUCTION AND GENERAL DISCUSSION

Introduction

The Nuclear Regulatory Commission’s (Commission) Safety Evaluation Report in the matter
of the application by the Washington Public Power Supply System, Pacific Power & Light
Company, Portiand General Electric Company, Puget Sound Power & Light Company and The
Washington Water Power Company (hereinafter referred to as the applicants) for Project
No. 3 (WNP-3) and the Washington Public Power Supply System and Pacific Power & Light
Comgany for Project No. 5 (WNP-5) to construct and operate the proposed facilities was
{ssued on February 13, 1976.

The purpose of this supplement is to update the Safety Evaluation Report by providing
(1) our evaluation of additional information submitted by the applicants since the
Safety Evaluation Report was issued, (2) our evaluation of the matters where we had not
completed our review of information submitted by the applicants when the Safety Evalua-
tion Report was issued and (3) our responses to the comments made by the Advisory
Committee on Reactor Safeguards in its report dated April 16, 1976.

Except for the appendices, each o€ the following sections of this supplement is numbered
the same as the sections of the Safety Evaluation Report that is being updated, and the
discussions are supplementary to and not in lieu of the discussion in the Safety Evalua-
tion Report.

Appendix A to this supplement is a continuation of the chronology of the staff's principal
actions related to processing of the WNP-3 and WNP-5 application. Appendix B is the
Report of the Advisory Committee on Reactor Safeguards on WNP-3 and WNP-5. Appendix c
is a listing of errata to the Safety Evaluation Report.

Qutstanding lssues

In Section 1.9 of the Safety Evaluation Report, we listed a number of outstanding
jssues. A1l of the outstanding issues have been resolved,

1-1



Geography and Demography

Exclusion Area Control

The exclusion area is approxim
of 4,300 feet (1,310 meters) m
building. The applicants have
through easements of all prope
parcels. In a letter dated Ju
are continuing with the proper
executed by other property own
neqgotiations fail to produce a
thority to control these porti
intention to either purchase ¢

to authority granted by Washir

With this commitment from *he
that the applicants will have

exclusion area as required by

TEMS AND COMPONENTS

stulated Rupture of Piping

‘lsted Rupture of High

wpplicant
systems and
ith the
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DESIGN CRITERIA FOR STRUCTURES, 2YSTEMS AND COMPONENT:

Protection Against Dynamic Effects Associated with the Postula ted Ruptur

Protec tion Against Dynamic Effects Associated with t he Postulated R
Energy Piping Outside Containment

In the Safety Evaluation Report, we stated that we had reviewed the applicant
commitments regardina the design of the high and moderate energy piping system
associated components and Structures We found them to D€ 1n accordance with the

guidance set forth in the Commission's letter of July 12, 1974, “Frotectior Again
Postulated Events and Accidents Outside Containment

We further statec that the applicants had submitted 2 Topical Report
Considerations for the Protection from the Effects of Pipe Ruptuyre, "
detail criteria which will be used in providing protection from thes
events The Topical Report als0 summarizes the analytical methods
€55ess the consequences of the postulated failure we stated that we woul
that the criteria described in this topical report be consistent with the

positions

Amendment 33 to the Prelimi Safety Analysis Report
leted reference to ! Report. As stated in the
continue to fine 3t the applicants’ commitments,
of the high and moderate energy piping systems

*S, @re 1n accordance with our design criteria and

resolved

_and Components

x"855 ¢ and 3 Components

Installation Criteria, Pr essure Relieving Devices
we reported in the Safevy Evaluation Report that the applicants had referenced tw
recently deveioped computer codes, LOADFACT and PIPESTRESS 2010, for use in analyzing
the effects of dynamic loadings associated With the sudden operation of pressure
relieving devices. We stated that we would require the applicants to establish the
validity of these codes for this type of analysis in accordance with our technical

positions

Amendment 30 to the PSAR, the applicants submitte g id information

for PIPESTRESS 2012 Also in Amemdment 30, the applicants statec t applicable

validation informatior for LOADFACT could be obtained from reviewing the elast

solution validatior results for a code entitied Plast 2267, ac contained ir

TQ 184
eport N- U




We have reviewed this information and find that

the validations, as submitted, comp]
with our technical positions as described in Standard Review Plan 3.9.1.
we consider this issue to be resoived.

¥y

Therefcre,




6.2
6.2.8

6.0 ENGINEERED SAFETY FEATURES

Containment Systems
Containment Air Purification and Cleanup Systems

In the Safety Evaluation Report, we described the applicants' proposed spray additive
system and stated that, because of the unproven design of this system, we would re-
quire integral pre-operational testing of the spray and spray additive system to
demonstrate adequate performance of the design. These pre-operational tests must be
of sufficient detail to permit the evaluation of the capability of the system to
inject sodium hydroxide into the containment spray flow at an adequate rate to produce
an hydrogen ion concentration (pH) value of 8.5 in the containment sump at the end of
injection, while maintaining the spray solution within the pH values of 5.0 and 11.0.
The performance of the system within these 1imits must be demonstrated with a single
active failure in the spray or spray additive system, or any support system. In
Amendment 30 to the PSAR, the applicants described a series of pre-operational tests
which include integrated testing of the spray and spray additive system with a single
active failure either in the spray or spray additive system. The spray additive tank
will be filled with water in 1ieu of sodium hydroxide. The results of these integrated
tests will be correlated with separate sodium hydroxide flow measurements. We find
this pre-operational testing commitment acceptable at the construction permit stage
of review, and we consider this issue to be resolved.

6-1



9.5
9.5.1

9.0 AUXILIARY SYSTEMS

Other Auxiliary Systems
Fire Protection System

In Amendments 30 and 31 to the PSAR, the applicants documented the following informa-
tion to resolve our concerns regarding the fire protection system:

(1) Portable Halon 1301 fire extinguishers will be used as the fire extinguishing
agent in the control room cabinets and computer room cabinets.

(2) The fire extinguishing system in the dry cooling tower electrical rooms will use
jonization fire detectors, alarmms, and automatic Halon 1301 flooding.

(3) The Halon 1301 inventory of each Halon 1301 fire extinguisher will be checked
quarterly by weighing the Halon container.

(4) Pre-action sprinklers with heat and ionization detectors and alarm plus manual
fire hoses will be provided in the electrical penetration areas.

(5) An automatic hydrogen analyzer and alarm will be provided in the battery rooms
to monitor hydrogen gas buildup from operation of the batteries. Portable
Halon 1301 extinguishers will be located directly outside the battery rooms.
Hose stations and portable Halon 1301 extinguishers will be provided in the
vicinity of the emergency switchgear rooms.

(6) The diesel fuel oil storage tanks have been moved from the previous loration
directly under the electrical rooms between the dry cooling towers to the
opposite ~nds of the dry cooling towers. The electrical rooms for the dry
cooling towers remain in the original area between the two dry cooling towers.
The electrical rooms and each diesel fuel oil storage tank will be enclosed in
barriers with a minimum fire rating of three hours. The diesel fuel oil storage
tank areas will be orovided with automatic foam system with alarms.

(7) 1n Section 9.3 3 of the PSAR, the applicants stated that the safety related
equipment rooms with automatic spriniler systems such as the cable vault areas
will be providad with floor drains.

Based on our review of the above fire protection system modifications, we conclude
that the design criteria and bases meet the requirements of Criterion 3 of the General



Design Criteria regarding design of structures and systems and provision of fire
detection anc fighting systems of appropriate capacity and capability to minimize

the probability and effect of fires and are accepta' le. We, therefore, consider

this issue resolved. However, as a result of investigations presently being con-
ducted by the staff on fire protection systems, additional requirements may be imposed
before plant operation to further improve the capability of the fire protection system
to prevent unacceptable damage that may result from a fire.




11.0 RADIOACTIVE WASTE MANAGEMENT

Evaluation Findings

On April 30, 1975, the Commission adopted Appendix | to 10 CFR Part 50, “Numerical
Guides for Design Objectives and Limiting Conditions for Operation to Meet the
Criterion 'As Low As Reasonably Achievable for Radioactive Material in Light-Water-
Cooled Nuclear Power Reactor Effluents'.” To effectively implement the requirements of
Appendix 1, we have reassessed the parameters and mathematical models used in calcu-
lating releuses of radioactive materials in liquid and gaseous effluents in order tc
comply with the Commission's guidance This guidance directed that current operating
data, applicable to proposed radwaste treatment and e*fluent control systems for a
facility, be considered in the assessment of the inrut parameters. The input para-
meters, models and their bases are given in Regulatory Guide 1.BB, "Calculation of
Releases of Radivactive Materials in Liquid and Gaseous Effluents from Pressurized
Water Reactors (PWRs)," September 9, 1975.

By letter from Daniel R. Muller to J. J. Stein, dated September 12, 1975, we requested
the applicants to submit additional information concerning the means proposed to be
employed to keep levels of radioactive materials in effluents from WNP-3 and WNP-5 tc
unrestricted areas "as low as reasonably achievable” in accerdance with Appendix
guidel ines In a letter dated October 17, 1975, the applicants chose to perform the
cost-benefit analysis required by Section 11.D of Appendix 1 to 10 CFR Part 5¢(

We have performed an independent evaluation of the applicants' proposed methods t¢
meet the requirements of Appendix | as documented in Supplement 6 to *he Environmenta)
Report Our evaluation consisted of: (1) a review of the information provided by tt
applicants in response to the letter of Sepiember 12, 1975; (2) a review of the
applicants’ proposed radwaste treatment and effluent control systems as described ir
the PSAR as amended through Amendment 27 and in the Environmental Report as amended
through Amendment 5; (3) the calculation of new source terms based on models and
pargmeters as given in Regulatory Guide 1.BB; and (4) the calculation of the cost-
benefit of potential radwaste treatment augments, using doses based on the source
terms calculated in (3) above and guidance as given in Regulatory Guide 1.110, "Cost-
Benefit Analysis for Radwaste Systems for Light-Water Cooled Nuclear Power Reactors"
(March 1976).

The individual and population doses were calculated using the guidance in Regulatory

Guide 1.109, "Calculation of Annual Average Doses to Man from Routine Releases of
Reactor Effluents for the Purpose of Evaluating Compliance with 10 CFR Part 50C,
Appendix 1" (March 1976) Meteorologic and hydrologic facturs in the dose calcu-
lations were determined using the guidance in Regulatory Guide 1.111, "Methods for
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Estimating Atmospheric Transport and Dispersion of Gaseous Effluents from Routine
Releases from Light-Water-Cooled Reactors" (March 1976), and in Regulatory Guide
1.EE, "Analytica) Models for Estimating Radiofsotope Concentration in Different
Water Bodies"” (September 1975).

We have determined the Quantities of radicactive materials that will pe released in
the Tiquid and gaseous effiuent streams during normal operation including anticipated
operational occurrences. The principal radionuciides expected to be released in
liquid and gaseous effluents are given in Tables 11.1 and 11.2 to this supplement. [n
making these determinitions, we have considered waste flows, radionuclide activities,
and equipment decontamination factors, which are consistent with thnse expected over
the 40 year operating life of the plant, considering normal operation including
anticipated operational occurrences. A list of the parameters used in these determina-
tions 1s given in Table 11.3,

In our evaluation, we have determined that for each reactor on the WNP-3 and WNP-5
site that (1) the release of all radicactive materials above background in 1iquid
effluents will not result in an annua) dose or dose commitment to any individual in an
unrestricted area from al) pathways of exposure in excess of 3 milliroentgens equiv-
alent man (millirems) to the tota) body and 10 millirems to any organ, (2) the release
of all radiocactive materials above background in gaseous effluents will not result in
an estimated annual air dose at any location near ground level which could be occupied
by individuals in unrestricted areas in excess of 10 milliradiation absorbed doses
(millirads) for g9amma radiation or 20 millirads for beta radiation, and (3) the release
of all radiocactive fodine and radioactive material in particulate form above background
will not result in an annual dose or dose commitment to any individual in an unre-
stricted area from al) pathways of exposure in excess of 15 millirems to any organ.

effectively reduce the cumulative population dose reasonably expected within a 50 mije
radius of the reactors.

We evaluated the potential radwaste system adugments based on a study of the design of
the app’icants’ systems, on the dose information provided in Tab'es 11.4 and 11.5 of
this supplement, on the basis of an interim value of $1,000 per mar-roentgens equivalent
man (man-rem) to the total body and $1,000 per Mman-rem to the thyroid for reductions

in dose by the apnlication of augments, and on the cost of potential radwaste system
dugments as presented in Regulatory Guide 1.110.

The doses from gaseous releases to the popuiation within a 50 mile radius of each
reactor, when multiplied by $1,0C) per man-rem to the total body or $1,000 per man-rem
to the thyroid, resulted in 8 cost-assessment valye of $7,000 for the man-rem dose to
the total body and $8,000 for the man-rem dose to the thyroid, Similarly, the doses
from liquid releases resulted in cost-assessment values of $610 for the man-rem doses
to the total body and $1,100 for the man-rem doses to the thyroid,

1.2




TABLE 11.1

CALCULATED RELE:..S OF RADIOACTIVE MATERIALS IN GASEOUS EFFLUENTS FROM

WNP-3 and WNP-5
(Curies per year per unit)

Waste Gas Condenser
Processing Reactor Auxiliary Turbine Air
Nuclide System Bldg Bldg __Bldg Removal Vent Total

Krypton-83m " a & : a
Krypton-85m « 1 2 - 1
Krypton-85

Krypton-87

Krypton-B88

Krypton-89

Xenon-131m

Xenon-133m

Xenon-133

Xenon-135m

Xenon-135

Xenon-137

Xenon-138

lodine-131

lodine-133

Cobalt-60

Cobalt-58

Iron-59

Manganese-54

Cesium-137

Cesium-134

Strontium-90
Strontium-89

Carbon-14

Hydrogen-3

Argon-4)

%egligible compared to overall source term, €.9., less than 1.0 curies per year noble gases,
less than 1 (-4) curies per year iodine

-5
belponeﬂt!a' notation: 7(-5) = 7 x 10




TABLE 11.2

ATED R S TIVE MATERIALS IN LIQUID EFFLUENTS FROM
WNP-3 AND WNP-5
Curies per year Curies per year
Nuclide per unit Nuclide per unit

Chromium-51 8(-5)* Tellurium-13Im 4(-5)
Manganese-54 1(-3) Tellurium-131 2(-5)
Iron-55 1(-4) lodine-131 5.9(-2)
Iron-59 5(-5) Tellurium-132 4.4(-4)
Cobalt-58 4.9(-3) lodine-132 2.5(-3)
Cobalt-60 8.8(-3) lodine-133 3.7(-3)
Bromine-83 8(-5) lodine-134 3(-5)
Rubidium-86 2(-5) Cesium-134 2.7(-2)
Strontium-89 2(-5) lodine-135 1.1(-2)
401ybdenum-99 1.6(-3) Cesium-136 2.8(-3)
Technetium-99m 1.6(-3) Cesium-137 3.4(-2)
Tellurium-127m 1(-5) Barium-137 9.7(-3)
Tellyrium-127 2(-5) Neptunium-239 2(-5)
Tellurium-129m 6(-5) A1l Others

Except Hydrogen-3 6(-5)
Tellurium-129 4(-4) Total 2.1(-1)
lodine-130 1.7(-4)

Hydrogen-3 7.6(+2)

®exponential notation: 8(-5) = 8 x \0'5
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TABLE 11.3

PRINCIPAL PARAMETERS AND CONDITIONS USED IN CALCULATING RELEASES
OF RADIOACTIVE MATERIAL IN LIQUID AND GASEQUS EFFLUENTS FROM

WNP-3 AND WNF-

Reactor Power Level
Plant Capacity Factor
Failed Fue!l

Primary System

Mass of Coolant

Letdown Rate

Shim Bleed Rate

Leakage to Secondary System

Leakage to Containment Building

Leakage to Auxiliary Buildings

Frequency of Degassing for Cold Shutdowns

Secondary System

Steam Flow Rate

Mass of Steam/Steam Generator

Mass of Liquid/Steam Generator

Secondary Coolant Mass

Rate of Steam Leakage to Turbine Building

Fraction of Feedwater Processed Through
Condensate Demineralizers

Steam Generator Blowdown Rate

Containment Building Volume

Annual Frequency of Containment Purges (shutdown)
Annual Fregquency of Containment Purges (at power)
lodine Partition Factors (gas/liquid)

Leakage to Auxiliary Building

Steam Generator

Leakage to Turbine Building

Main Condenser/Air Ejector (volatile species)

3800 thermal megawatts
0.80
0.12 percent (a)

5.4 x 105 pounds

84 galions per minute
1.1 gallons per minute
100 pounds pcr day

(b)

160 pounds per day

2 per year

1.7 x 107 pounds per hour

1.6 x \0‘ pounds

1.6 x 10° pounds

2.8 x 6 pounds
x

10
1.7 3 pounds per hour

10
0.6

% 105 pounds per hour
3.4 x 106 cubic feet

4

20

0.0075
0.0
1.0
0.15

81nis value is constant and corresponds to 0.12 percent of the operating power fission
product source term as given in Regulatory Guide 1.BB, September 9, 1975.

bOM percent per day of the primary coolant noble gas inventory and 0.001 percent per day of
the primary coolant jodine inventory.
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TABLE 11.3 (Continued)

Decontamination Factors (DF) for liquid wastes

Floor Drain Wastes Laundry and
Boron Recovery Inorganic Chemical Wastes, Hot Shower
System (BRS) Regenerant Solutions Drains
lodine R 1 x10* 1
Cestum, Rubidium 2 x 10* 1 x10° 1
Others 1 x 10° 1 x 10° 1

A1l Nuclides

Except Jodine lodine
- B

i b Radwaste Evaporator DF 10, 10,
BRS Evaporator DF 10 10
4
Cesium and
Anions Rubid fum Other Nuclides

Boron Recycle Feed Demineralizer, DF 10 2 10
. Primary Coolant Letdown Demineralizer, DF 10 2 10
Fvaporator Condensate Polishing
4 Demineralizer, DF 10 10 10
Mixed Bed Condensate Demineralizer,DF 10 2 10

Turbine Air Removal System and Containment

Building Internal Recirculation System
' Charcoal Filter DF (lodine Removal) 10
: Fuel Handling Building and Auxiliary Building

yentilation System Charcoal Filter,DF

(lodine Removal) 10




TABLE 11.4
COMPARISON OF CALCULATED DOSES FROM
WNP-3 AND WNP-5 OPERATION
WITH SECTIONS I1.A, I1.B AND I1.C
OF APPENDIX I TO 10 CFR PART 50
(Doses to Maximum Individual per Reactor Unit)

Appendix 1 Dose Calculated
Criterion Design Objective Doses

Liquid Effluents

Dose to total body from all pathways

Dose to any organ from all pathways
Noble Gas Effluents

Gamma dose in air ( /yr .6 mrad/yr
Beta dose in air .7 mrad/yr

1

Dose to total body of an individua }).9 mrem/yr

"

tose to skin of an individual : . 2.1 mrem/yr
Radioiodines and Partic

Dose to any organ

8

millirems per year

Dm1lltrads per year

LCOFDOﬁ-“ and tritium have been added to this category




TABLE 11.5

CULAT ATION DOSES FOR COST-BENEFIT
ANALYSIS, SECTION I1.D OF APPENDIX I T0 10 CFR PART 50*
Total Body Thyroid
Pathway n- ivalent man man-roen ivalent man
Liquid 0.6 1.1
Gaseous 6.8 8.0

*Based on the population reasonably expected to be within a 50 mile radius of the reactor.
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Potential radwaste system augments were selected from the list given in Regulatory
Guide 1.110. We considered 10 augments to the gaseous radwaste system and 10 augments
to the liquid radwaste system. The total annual cost (TAC) for the gaseous radwaste
System augments ranged from $8,000 to $660,000 per year. The TAC for the liquid
radwaste system augments ranged from $11,000 to $200,000 per year. The principal
parameters used in determining the TAC are given in Table 11.6.

For the 20 augments evaluated, we found that the TAC for each augment exceeded the
$1,000 per man-rem to the total body or $1,000 per man-rem to the thyroid cost-benefit
ratio. We concluded, therefore, that there were no cost-effective augments to reduce
the cumulative population dose at a favorable cost-benefit ratio.

Based on our evaluation, we conclude that the liquid and gaseous radwaste treatment
systems as described in the PSAR withou: augments are capable of reducing releases of
radioactive materials in liquid and gaseous effluents to "as low as reasonably
achievable” levels in conformance with 10 CFR Part 50.342 and meet the requirements of
Appendix I to 10 CFR Part 50 and are acceptable. We, therefore, consider the issue to
be resolved.



TABLE 11.6

PRINCIPAL PARAMETERS USED IN THE COST-BENEFIT ANALYSIS

Labor Cost Correction Factor, Federal Power Commission Region 7%
Indirect Cost Factor®

Cost of Money®
Capital Recovery Factor?

®From Regulatory Guide 1.110.

bFru Applicants' Environmental Report Supplement 6.

1-10

1.3

1.62

7 percent
0.0806



15.5
15.5.6

15.0 ACCIDENT ANALYSES

Postulated Acciderts
Radiological Consequences of Accidents

The whole body dose model used by us to calculate the radiological consequences of the
design basis accident has been revised since we reported the whole body doses in the
Safety Evaluation Report. The revised whole body dose mode! considers explicit dose
conversion factors for each isotope of interest, and this mode)! was used to calculate
the doses reported in Table 15.1 to this supplement. In addition, the thyroid < ose
from contaimment purging to control hydrogen a-cumulation following a design basis
lToss-of-coolant accident has been reduced to reflect the additional dose reduction
credit obtained by use of the containment spray additive system. The revised doses in
this supplement do not affect our conclusion stated in the Safety Evaluation Report
that the doses calculited for the design basis accidents are well within the applica-
ble guideline exposures of Regulatory Guide 1.4, "Assumptions Used for Evaluating the
Potential Radiologcial Consequences of a Loss-of-Coolant Accident for Pressurized
Water Reactors," anc thus a small fraction of the 10 CFR Part 100 guideline values.
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TABLE 15.1

RADIOLOGICAL CONSEQUENCES OF

DESIGN BASIS ACCIDENTS
== 21> ALCIDENTS

Exclusion Arn!v' Low Pnpulation Zoney
2-Hour Dose 30-Day Dose,
roentgen equivalent man roentgen equivalent man
cident Thyroid Whole Body Thyroid Whole Body
Loss-of-Coolant 7 15 25 ¢
Al Hydrogen Purge .o - 2 <1
) Fuel Hand)ing 3 1 " .
X
l’; ,
-

-'-/Exclusion area boundary distance = 1,310 meters
!/Low population zone distance = 4,830 meters (3 miles)




18.0 REVIEW BY THE ADVISORY COMMITTEE ON REACTOR SAFEGUARDS

The Advisory Committee on Reactor Safeguards (the Committee) completed its review of
the application for construction permits for the Washington Public Power Supply System
Units No. 3 and No. 5 at its 192nd meeting held Apri] 8-10, 1976. The application was
2150 considered during the 191st meeting of the Committee held March 4-6, 1976. A
copy of the Committee's report, dated April 16, 1976, which contains comments and
recommendations, is attached as Appendix B to this supplement. The actions we have
taken or plan to take in response to these comments and recommendations are d -cribed
in the following paragraphs.

(1) The Committee stated that if studies, conducted with the best available tech-
niques, establish that significant further emergency core cooling system improve-
ments can be achieved, consideration should be given to incorporating such
improvements into WNP-3 and WNP-5,

Studies are being conducted by several reactor vendors and the staff to better
define the current safety margins associated with emergency core cooling systems.
More specifically, we are holding generic discussions with Combustion Engineering
regarding the concept of combined hot and cold side emergency core cocling system
fnjection. Current efforts by the staff are aimed at determining if hot leg
(upper head) injection would bring about significant improvement in the reflood
period after a loss-of-coolant accident. Experiments to determine the effective-
ness of alternate emergency core cooling injection modes such as these are planned
to be performed at the semiscale test facility in Idaho. In addition, we are
developing advanced computer models for emergency core cooling systems performance
evaluation., We will consider the results of these studies in evaluating any future
modifications to the WNP-3 and WNP-5 emergency core cooling system,

(2) The Committee stated that a generic question has arisen concerning loads on the
vessel support structure for certain postulated loss-of-coolant accidents in
pressurized water reactors, and that :his matter should be resolved for WNP-3 and
WNP-5 in a manner satisfactory to tne staff.

In a letter dated November 26, 1975, we requested the applicants to verify that
the final design procedures would account for transient asymmetric pressure loads
on the reactor vessel supports. In a letter from N. 0 Strand to B. C. Rusche,
dated December 31, 1975, the applicants stated that it is their intent that the
final design of the reactor vessel support system will take into account these
asymmetric loads in combination with the appropriate loss-of-coolant accident
and seismic loads. The applicants further stated that the results of these
analyses and the final design parameter; for the supports will be incorporated in
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(3)

(4)

(8)

(6)

the Final Safety Analysis Report. We consider this to be an acceptable commitment,
and, that accordingly, the design of the reactor vessel supports is acceptable
for the construction permit stage of review.

The Committee expressed the view that the applicants and the staff should continue
to review the WNP-3 and WNP-5 design for features that could reduce the possibility

and consequences of sabotage.

As we stated in the Safety Evaluation Report, we have conciuded that the appli-
cants' arrangements for protection of the plant against acts of industrial
sabotage are acceptable for the construction permit stage of review. We have
undertaken a study, on a generic basis, of design features of nuclear power plants
to reduce the possibility and consequences of sabotage. We will apply the results
of this study, as appropriate, to the WNP-3 and WNP-5 design.

The Committee wishes to be informed of the specific application of the Browns
Ferry Nuclear Plant fire special review group's recommendations as they apply
to WNP-3 and WNP-5. These recommendations describe the development of
additional information for fire prevention, fire fighting, quality assurance,
and improvement of Commission policies, procedures and criteria.

We are proceeding wiLh a program to conduct a comprehensive review and evaluation
of nuclear power plants based on the staff's newly developed guidelines for fire
protection system. The guidelines considered experience gained from the Browns
Ferry Nuclear Plant iire, recommendations from the special review qroup,

Nuclear Energy Liability-Property Insurance Association, and other qualified
fire protection consulting agencies. The fire protection systems for WNP-3

and WNP-5 will be upgraded if the results of our evaluation so dictate. We

will inform the Committee of the results of our review.

The Committee expressed its continuing concern regarding generic problems related
to large water reactors, recommending that such problems be dealt with appropri-
ately by the applicants and the Nuclear Regulatory Commission staff.

These generic problems are discussed in a report by the Committee dated April 16,
1976. These problems are being worked on by the various reactor vendors, other
industrial organizations and the staff, and will be the subject of our continuing
attention.

The following additional comment was appended to the letter:
“The recurrence interval of an earthqueke of the order of the safe shut-
down earthquake (SSE) may be about 1,000 years for this site. For such a
recurrence interval the probability of not achieving safe shutdown, given

the SSE, must be very small if the staff goal of less than 10 per
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year, of a serious accident from any singie cause, is to be achieved.

Since seismic design adequacy is not subject to direct experimental confir-
mation, we believe that other measures, including indapendent design
review, low-amp)itude shaking measurements of the completed structure, as-
built construction validation, and detection of possible inservice degrada-
tion, should be evaluated and the necessary steps taken to provide the
high degree of detailed specific assurance required with regard to seismic
capability of all safety-related features "

We have in the past identified as a desirable safety objective for a large pop-
ulation of reactors that the probability of an accident with consequences that
would significantly exceed the 10 CFR Part 100 guidelines from cue accident
source should be lo" per reactor-year or less. This objective was primarily set
for application in postulated accidents where we have been ahle to quantify

or bound the probabilities (e.g., in the anticipated transients without scram
case and in considering aircraft crashes), but was not intended for use in
seismic design.

In the case of seismic design, we believe that a quantitive definition

of various probabilistic parameters is still beyond the reach of the current
state-of-the-art. Therefore, the use of a deterministic and conservative ap-
proach to ensure seismic design adequacy of safety related structures and systems
is more appropriate.

The seismic design criteria of WNP-3 and WNP-5 were reviewed and accepted on the
basis of deteiministic onsiderations. We concluded that the WNP-3 and WNP-5
seismic design will comply with applicable staff positions as set forth in
Section 3.7 of the Standard Review Plan,

With regard to seismic capability of equipment, all essential mechanical and
electrical equipment, including supports, in the WNP-3 and WNP-5 facilites will
be seismically qualified by experiment and/or analysis as indicated in the
Safety Evaluation Report. This seismic qualification is in accordance with the
requirements of Appendix C in the Safety Evaluation Report, and is consistent
with our positions set forth in Sections 3.9.2, 3.9.3 and 3.10 of the Standard
Review Plan and IEEE Standard 344-1975, "IEEE Recommended Practices for Seismic
Qualification of Class IE Equipment for Nuclear Power Generating Stations." In
addition, we are conducting a seismic audit program to assess the implementation
of approved qualification methods and procedures for all essential mechanical and
electrical equipment. This audit is being accomplished through visits to architect
engineering compani:s, reactor vendors, and to typical plant sites to evaluate
the test or analytical method employed for each item of equipment taking into
account the actual configuration and mounting location of the item.
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The measures noted are, nevertheless, considered significant and should be imple-
mented if we are to further improve the reliability and conservatism of seismic
design for safety related structures and systems. We are currently studying the
advisability of implementing the above recommended measures, specifically, the
implementation of an independent design review of plants.

We believe that the accaleration for seismic design which was accepted

for the WNP-3 and WNP-5 site is near an upper bound value based on the geology
and seismicity of the Puget Sound Region. Though the probability of this event
being exceeded has not been determined, we believe that it is extremely low.

With respect to the comment on the probability of not achieving safe shutdown
given an SSE of about 1000 years recurrence period, the design criteria used in
the seismic design of the plant are such that the probability of not achieving
safe shutdown is indeed very small but cannot be realistically quantified at
this time.

We are of the opinion that there is not further need to implement other measures
such 2s independent design review, low amplitude shaking of completed structures
and detection of pcssible inservice degradation, insofar as licensing of WNP-3
and WNP-5 is concerned.

7. The following additional comment was appended to the letter:

“With increasing frequency, aquestions have arisen concerning the appropriate
degree of conservatism to be included in the seismic design criteria for
nuclear power piants. The needs of public safety would be best served if
the design practices currently in vogue were altered to permit inelastic
response so as to enhance the energy absorption characteristics of nuclear
structures under severe seismic 10adings. For the more severe seismic con-
ditions inelastic design principl s should be applied to foundations, con-
crete containments, floors, and support structures in order to assure a
high degree of damping and thus minimize the forces transmitted to critical
safety features and to the primary coolant circuitry. This would eliminate
the need for many of the complex supplemental structural features of
questionable reliability which are now used to meet extreme seismic design
conditions. This design approach would allow nuclear structures to satisfy
even the most pessimistic loading requirements of the most extreme seismic
prophet. If it is not used there is doubtful value, and possibly some loss
in public safety margin, from the use of ultraconservative seismic design
requirements because the reliability of the structural restraints cannot be
assessed from relevant structrual experience or post-construction vibra-
tional testing.”
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(8)

We considered the concerns expressed in the above statement on the appropriate
degree of conservatism to be included in the seismic design criteria for nuclear
power plants, and how best would the needs of public safety be served if in-
elastic design principles instead of the elastic design approaches currently used
were applied in the design and analysis of structures for the severe seismic
conditions. We recognize some of the anomalies of elastic design. However, the
current elastic design approach to seismic design has been established after
extensive research and development. Research efforts in recent years have
demonstrated that earthquake effects, including lack of damage as well as damage,
usually cannot be totally reconciled with elastic unit stresses and current
design procedures. Various inelastic design methods have been proposed by several
investigators, and certain empirical relationships and approximations are
employed in order to reduce the complex problem of inelasticity and energy to
more general application. However, there is a lack of more rigorous approach and
the absence of complete scientific justification for the inelastic methodology.
For instance, if the response spectrum approach which is rigorously applicable to
structures only in the elastic range is used, inelastic response spectra have to
be established. Since nonlinear systems have no true vibrational modes, such
inelastic response spectra are generally obtained by modifying the elastic response
spectra, which is, at best, an approximation and requires experience and judgment.
There are other questions such as the damping values and ductility ratios to be
used. Basically, the state-of-the-art of the non-linear design approach has not
yet reached the point for more general and immediate application.

Realizing the Timitations of the elastic approach, we have allowed the use of
ultimate strength design for concrete structures and plastic design for stee!
structures in the design of member sections. We are presently considering the
use of the inelastic approach for reevaluation of already built nuclear plants.
In addition, the inelastic approach is being considered for non-T3tecory 1
structures, systems and components. Furthermore, we are considering the en-
gagement of experienced consultants to investigate and establish nonlinear
design approaches.

The following additional comment was appended to the letter:

“The site for WPPSS Nuclear Projects No. 3 and No. 5 lies in a seismically
active region that has been subject to large earthquakes in historic time

and includes active major faults. While we do not disagree with the proposed
seismic design basis, we believe it would be desirable to have the geologic
and seismic aspects of such sites, and perhaps most sites, also reviewed by
the U. S. Geological Survey to provide the penefit of an additional independent
evaluation.”

The comment does not question the adequacy of the seismic Lesign basis selected
for the site. Rather it relates to the policy presently followed by the staff in
determining the need for obtaining the advice of the U. S. Geological Survey in
the review of nuclear plant sites. As indicated in our Standard Review Plan,
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section 2.5.1, a decision is made during the acceptance review as to the extent
consultants such as the U. S. Geological Survey should be tnvolved in the review.
This decision is based on considerations which include the complexity of the
geology of the site and surrounding region, the proximity of the site to previously
reviewed sites, and familiarity of ‘the staff with the region. The bases for our
decision to not involve the U. S. Geological Survey in the review of the WNP-3 and
WNP-5 site are addressed in a memorandum from Edson G. Case to Raymond R. Fraley
dated March 30, 1976, which is included in this report as Appendix D.

We arc reviewing our policy regarding the involvement of the U. S. Gec ogical
Syrvey in case reviews.
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20.0 FINANCIAL QUALIFICATIONS

Introduction

In the Safety Evaluation Report, wi stated that we would report the results of our
evaluation of the applicants' financial qualifications in 2 supr lement to the Safety
Evaluation Report The applicants have provided additional financial information in
Amendment 32 to the PSAR and a letter from D. L. Renberger to E. C Rusche, dated
Agril 20, 1976, indicating ownership of WNP-5. Our evaluation is presented below

The Commission's regulations related to the financial data and information required

to establish financial quaiifications for applicants for facility constryuction permits
appear in Paragraph 50.33(f) and Appendix C to 10 CFR Part 50. In accordance wit
these renulations, the applicants, Washington Public Power Supply System, Pacific
Power & Light Company, Portland General Electric Company, Puget Sound Power & Light
Company and The Washington Water Power Company, submitted financia) information with
their application, as well as providing additional financial information in response
to a request bv us. Washington Public Power Supply System and the four investcr-owned

utilities are the applicants for WNP-3. Washington Public Power Supply System and

Pacific Power & Light Company are the applicants for WNP-S Their respective

percentages of undivided ownership interest in each unit are listed below

Ownership Interest

(In percert)

“

Washington Public Power Supply System 90
Pacific Power & Light Company

Portland Genera! Electric Company

Piget Sound Power & Light Company

The Washington Water Power Company

100
The foliowing analysis summarizes our review of the application and the additional
information and addresses the qualifications of each applicant to finance its un-
divided interest in the costs of designing and constructing the unit(s) in which it
is a participant.

Construction Cost Estimates

The applicants have submitted construction cost estimates for the facility as follows




20.3
20.3.1

WNP-3 and WNP-5 (dollars in millions)
Nuclear production Plant COSES.......ocrvvernnnrnnnres $2,380.1
Transmission, distribution and general plant costs.... 35.7
Nuclear fuel inventory cost for first core............ 134 .8
Total $2,550.6

The applicants' estimated cost for the nuclear production plant has been compared

with costs estimated by the CONCEPT computer costing model. The Oak Ridge National >
Laboratory (ORNL) which does the CONCEPT computer work for the staff states that
"estimates produced by the CONCEPT code are not intended as substitutesfor detailed
engineering cost estimates, but were prepared as 2 rough check on the applicants’
estimate.” The CONCEPT costing mode! projected the cost of the nuclear production
plant to be $1,942.0 million. Discussions with the Oak Ridge National Laboratory and
the applicants indicate that extraordinary structural requirements for the units
(which are not assumed by the CONCEPT model) account for 2 significant portion of the
difference between the two estimates. In addition, the units will have 2 smaller
proportion of common use facilites than is assumed by the CONCEPT model. We have
concluded that it is reasonable to use the applicants' estimate for purposes of this
analysis because it represents the more detailed engineering cost study for this
specific project.

Participants and Financing Plans
washington Public Power Supply System

washington Public Power Supply System is a municipal corporation and 2 joint opera-
ting agency of the State of wWashington. It is composed of eighteen operating pub ¢
utility districts of the State of Washington and the cities of Richland, Seattle and
Tacoma, Washington. Washington Public Power Supply System has statutory authority to
acquire, construct and operate plants and facilities for the generation and transmis-
sion of electric power. It has completed two electric generating projects: the 7.5
megawatt Packwood Hydroelectric Project and the 860 megawatt Hanford Steam Electric
Project. In addition to WNP-3 and WNP-5, Washington Public Power Supply System has
under construction or in advance planning, three additional nuclear units, ramely
WNP-1, WNP-2, and WNP-4. Washington Public Power Supply System does not engage in
the distribution of power to retail customers, but is reimbursed for the cost of each
project, including debt service, by the participants therein. Also, it is not under
the jurisdiction of any regulatory agency having control over its rates and services
of the existing and proposed projects.

The respective financial obligations between Washington Public Power Supply System
anc the above-named investor-owned companies are covered in the Ownership Agreement.
Such agreement provides that each party shall be responsible for providing its own-
ership share of the costs of construction and operation, and will be entitled to its
ownership share of the units' electrical capability. Under the Ownership Agreement,
the investor-owned utilities have designated Washington Public Power Supply System to
act as their agent to conmstruct, operate and maintain the project.
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Washington Public Power Supply System wi 1 finance its 70 percent ownership in WNF-3
and its 90 percent ownership in WNP-5 through the issuance of its revenue notes and
its long-term revenue bonds. These securities are issued from time to time as con-
struction funds are required washington Public Power Supply Systew engages

"project financing” and thus each of 1ts security issues is related to 2 specifi
constiuction project 1ts recent revenue bond offerings have been ratec Aaa, the
highest rating by Moody's and by Standard and Poor's. Washington Public Power Supply
System issued $150 million of revenue bonds in December 1975 to finance constructior
of WNP-3 and an additional $100 millton in April 1976 It issued 3100 million of
revenue bonds in July 1975 in partial support cf preliminary work on WNP-5. An

additional revenue bond fssuance is planned during 1976 in support of WNP-5

As noted above, Washington Public Power Supply System is not a retail distributor of

electric power Its 70 percent share in the capacity of WNP-3 and its 90 percent

share in the capacity of WNP-5 will be sold to approximately 100 consumer-ownecd u
the Pacific Northwest. The Net Billing Agreements provide the contractual

arrangements whereby the participants are obligated to make payments to Washingtor

Public Power Supply System for their pro-rata shares of project costs whether

the project is completed, operable or operating, and notwithstanaing

curtaiiment of output Thus, the satisfaction of project costs is not

dent on actual project revenues, but 1§ insured on a broad base through other

producing assets of the participants. Each participant has covenanted that 1t
establish. maintain and collect rates or charges for power, energy anc other
furnished th-ough its electric utility properties which shall be adequate to
revenues sufficient to make the required payments to Washington Public Power
System The aforementioned contractual arrangements and the underlying revenue-pr

ducing capability provide the security for the servicing of Washington Pub
revenue bonds and note

Pacific Power & Light Company

Pacific Power & Light Company is an fnvestor-owned electric utility operating 1in six

etates in the West and the Pacific Northwest 1t serves approximately 540,000 resi-

dential, commercial, and industrial customers as well as selling power at wholesale

to consumer-owned utilities. Pacific Power & Light Company s operating revenues in-

creased from $254.2 million for the 12 months ended February 28, 1975, to $309.4

million for the 12 months ended February 29, 1976, and net income increased from

$56.1 million to $72.7 million over the same period. Invested capital on December 31,

1975 amounted to $1, 2.6 million and consisted of 53.5 percent long-term debt,

10.2 percent preferred stock and 36.3 percent common equity. The company's first

mortgage bonds are rated “Baa" by Moody's and "A-" by Standard and Poor's

Pacific Power & Light company plans to finance its ten percent portion of the WNP-3

and WNP-5 design and construction costs as pert of its overall construction progran

The funds will be provided from a combination of internally-generated sources (1n-

cluding retained earnings, depreciation and deferred taxes) and from the issuance of




20.3.3

securities including Tong-term debt, preferred stock and common stock. Interim fund-
ing requirements will pe met with short-term borrowing. In response to our request,
the company has submitted a source of funds statement (or financing plan) with under-
lying assumptions for 1ts system-wide construction expenditures for the period 1976
through 1982, the estimated earliest year for completion of WNP-5. The financing plan
and assumptions are shown in Tables 20.1 and 20.2, respectively.

Pacific Power & Light Company 1s subject to regulatory jurisdiction by state commissions
in Oregon, ldaho, Washington, California, Montana and Wyoming. Since December 31,
1974, Pacific Power & Light Company has been granted seven rate increases in five of
the jurisdictions totalling $55.9 million on an annualized basis. The allowed rates

of return on common equity ranged from 11.25 percent to 13.5 percent. The company has
four rate increases pending which request an average 15.0 percent return on common
equity and a total annual revenue increase of $35.0 mi11ion.

Portiand Genera!l Electric Company

Portland Genera) Electric Conpany is an investor-owned electric utility operating in
nerthwest Oregon. It serves approximately 390,000 residential and industrial

Customers as well as selling power at wholesale to other utilities. Portland

General Electric Company's operating revenues increased from $146.8 million for the

12 months ended January 31, 1375, to $184.8 million for the 12 months ended January 31,
1876, and net income increased from $30.3 million to $51.2 million over the same
period. Invested capital on December 31, 1975 amounted to $837.4 million and con-
sisted of 53.1 percent lTong-term debt, 13.0 percent preferred stock and 33.9 percent
common equity. The company's first mortgage bonds are rated “"Baa” by Moody's and “BBE"
by Standard and Poor's.

Portland General Electric Company plans to finance fts ten percent ~ortion of the
WNP-3 design and construction costs as part of its overal] construction program.

The funds will be provided from a combination of internally-generated sources (in-
cluding retained earnings, depreciation and deferred taxes) and from the issuance of
securities including long-term debt, preferred stock and common stock. interim
funding requirements will pe met with short-term borrowing. In response to our
request, the company has submitted a sources of funds statement (or financing plan)
with underlying assumptions for its system-wide construction expenditu s for the
period 1976 through 1981, the estimated earliest year for completion of WNP-3. The
financing plan and assumptions are shown in Tables 20.3 and 20.4, respectively,

Portland General Electric Company is subject to the regulatory jurisdiction of the
Pubiic Utility Commission of Oregon. The Company's most recent retail rate action,
effective September 26, 1975, was a 24.7 percent increase amounting to $39.6 million
On an annual basis. A 13.3 percent rate of return on common equity was allowed in
the case. Portland General Electric Company has requested a further 20 percent in-
crease amounting to $42.2 million on an annual basis. A 13.3 percent rate of return
on common equity has been requested.
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TABLE 20

APPLICANT PACIFIC POWER & .Ar.w COMPARY N _»:.g.':_

SOURCE OF FUNDS FOR SYSTEM-WIDE CONSTRUCTTON EXPEND.

_age ‘mmmv POWER *Tu INTS

miliions of dollars)

Construction Years of Subject Nucl

Security fssues and
other funds 1977 1978

Common Stock
Preferred stock
Long-term debt
Notes payable
Contributions from

parent-net
Other funds

Tota

Internal funds
Net inc mgi
Less
Preferred dividends
Common dividends
Retained earnings
Deferred taxes
Invest. tax cred
(deferred
Depreciation & amort
Less AFDC
Tota
TOTA

L()"S"‘_ uctior
Nuclear power
Other

Total const

Subject nuclear plant

#ExcTusive of AFDC (allowance for funds used during construction)




TABLE 20.2
PACIFIC POWER & LIGHT COMPANY
INPUT ASSUMPTIONS FOR SOURCES OF
FUNDS STATEMENTS FOR

WNP-3 AND WNP-5

Capitalization goals of 52 percent Debt, 10 percent Preferred Stock anc

38 percent Common Equity;

Rates of 9-1/2 percent on long-term debt and preferred stock;

Short-term interest rates at 8-1/2 percent

Over-all rate of return up to 9.83 percent;

Price/earnings ratio of 10;

Dividend payout ratio of approximately 65 percent, and

Coverages sufficient to maintain current bond ratings

Preferred Stock Coverage requirement and its method of calculation as contal

the "Restated Articles of Incorporation,” Article III (17) (c Attached

For the period 1976-1983, the coverage of total interest and preferred dividends
combined would be

1976 1.85X
1977 1.86X
1978 1.93X
1979 1.91X

SUS GOVERNMENT PRINTING OF FICE




TABLE 20.3

APPLICANT PORTLAND GENERAL ECECTRIT COMPANY NUCLEAR PLANT WKP-3
SOURCE OF FUNDS FOR SYSTEM-WIDE CONSTRUCTION EXPENDITURES DURING PERI0D
— OF CONSTRUCTION OF SUBJECY NUCLEAR POWER PLANT

(mil1ions of dollars)

Construction Yezr of Subject Nuclear Power Plant

Security 1ssues
and other funds 1976

1977 1978 1979 1:30

Common stock $ 54 $ 79 $ 104 $ $ 60
Preferred stock 25 38 38 ) (2)
Long-term debt 106 86 124 146
Notes payable (40) (4) ] 27
Contributions from

parent-net - .

Other funds 5 14

Total i ~204 281

Internal funds
Net Tncome
Less
Preferred dividends
Common dividends
Retained earnings
Deferred taxes
Invest. tax cred
(deferred
Depreciation & amort
Less: AFDC
Tota!
TOTAL FUND

—

o
~ D

o o
- D O

.

Construction Expenditures*

Nuclear power plants

Other 177
Total Const. Exp's : 'V I——m

Subject nuclear plant

*ExcTusive of AFDC (allowance for funds used during conctruction)




TABL  20.4

PORTLAND GENERS . _ELECTRIC COMPANY
INPUT ASSUMPTIONS FOR SOURCES OF

FUNDS_STATEMENT FOR

WNP-3

Ttem

Rate of return on average common stock equity
Preferred stock dividend rate'®)

Growth nus(b)
a. kilowatt hour sales
b revenues
4 expenses
d. interest charges
e net income

Market/book ratio with respect to project
common stock offerings

Common stock dividend payout ratio

Target capital structure

Numerical Value

13.5 percent -
10.0 percent

7.44 percent
16.48 percent
13.03 percent
19.38 percent
14.54 percent

1.00/1.00 on 2/29/76'4)
1.21/1.00 on 12/31/85

6.27 percent (1976) to 44,1
percent (1985)(e)

55 percent debt

10 percent preferred stock
35 percent common stock

Resultant Security Exchange Commission and indenture 1976-2.330 1981-2.352
coverages over the period of construction(') 1977-2.250 1982-2.356
1978-2.677 1983-2.247
1979-2.467 1984-2.337
1980-2.399 1985-2.199

Long-term debt interest rate 10 percent
Short-term debt interest rate 8 percent (general)
8.5 percent (nuclear fuel)

(')Applus to new issues.

(b)hch element of revenue and expense is individually analyzed and forecasted so that no
single growth rate is used in their development. The values given summarize the results
of all of the detailed analyses for the period December 31, 1975 to December 31, 1985 on
an annually compounded rate of growth basis.

(c)lncludes forecasted rate of increase in average sales price of 9.60 percent. Remaining
growth rate is caused by increased unit sales.

“”m market/book ratio is not an independent input; it is the product of other forecasts
and therefore varies over the range shown.

(')Varics over the range shown due to assumed 6 cents per year annual dividend increment.
(f)otcubor 3] covering earnings divided by December 31 annualized fixed charges.
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20.3.4

20.3.5

P r ight n

Puget Sound Power & Light Company is an investor-owned electric utility operating

in northern and central Washington State. It serves approximately 410,000 residen-
tia), commercial and industrial customers. Puget Sound Power § Light Company's op-
erating revenues increased from $145.7 million for the 12 months ended March 31, 1975,
to $169.6 million for the 12 months ended March 31, 1976, and net income increased
from $19.6 mil1ion to $24.7 million over the same perfod. Invested capital on
December 31, 1975 amvunted to $622.9 million and consisted of 57.& percant long-term
debt, 10.7 percent preferred stock and 31.5 percent comuon equity. The company's
first mortgage bonds are rated “"Baa” by Moody's and *BBB" by Standard and Poor's.

Puget Sound Power & Light Company plans to finance its five percent portion of the
WNP-3 design and construction costs as part of its overall construction program. The
funds wil! be provided from a combination of internally-generated sources (including
retained earnings, depreciation and deferved taxes) and from the issuance of securi-
ties including long-term, preferred stock and common stock. Interim funding re-
quirements will be met with short-term borrowing. In response to our request, the
company has submitted a sources of funds statement (or financing plan) with underlying
assumptions for its system-wide construction expenditures for the period 1976 through
1981, the estimated earliest year for completion of WNP-3. The financing plan and
assumptions are shown in Tables 20.5 and 20.6, respectively.

Puget Sound Power & Light Company is subject to regulatory jurisdiction by the Wash-
ington Utilitfes and Transportation Commission. Its most recent rate increase amount-
ed to $22.9 million or 19.9 percent on an annual basis and was effective November 1,
1974. The company has filed an additioral $36.5 million rate increase request which
would allow a 13.0 percent rate of return on common equity.

The Washington Water Power n

The Washington Water Power Company is an investor-owned electric and gas utility
operating in the states of Washington and ldaho. It serves approximately 190,000
residential, commercial, and industrial customers as well as selling power at whole-
sate to consumer-owned utilities. The Washington Water Power Company's operating
revenues increased from $117.4 million for the 12 months ended March 31, 1975 to
$142.5 million for the 12 months ended March 31, 1976, and net income increased from
$14.6 million to $19.1 million over the same period. Invested capital on December 31,
1975 amounted to $409.7 million and consisted o’ 63.2 percent long-term debt and

36.8 percent common equity. The company's first mortgage bonds are rated “A" by
Moody's and Standard and Poor's.

The Washington Water Power Company plans to finance its five percent portion of the
WNP-3 design and construction costs as part of its overall construction program. The
funds will be provided from a combination of internally-generated sources (including
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: cV.
pPLICANT PUGET SOUND POWER § LTGHT COMPANY NUCL!
OF FUNDS FOR GYSTEM-WIDF CONSTRUCYION EXPENDITUR!
OF CONSYRUCTION OF SUBJECY NUCLEAR POWEE P

Security issues

and other funds 1976 1977 1978 1979 1980 1981
Conmon stock $ 247 $ 28.7 $ 25.9 $47.9 $ 7.4 $ 87.2
4 Preferred stock 22.0 25.0 35.0 45.0 40.0 0.0
Long-term debt 40.0 40.0 105.0 155.0 115.0 140.0
Notes Payable (short term) (10.5) 12.0 18.5 15.4 12.7 12.1
TS Contri:ut'on('ra parent-net " - - - - - -
: Other funds (pollution contro 2.3 - - - - -
Total 78.1 105. 7 184.4 263.3 239.1 239.3
Internal funds
Net income (adjusted) 30 46.8 52.4 76.2 99 1 112.¢
Less:
Preferred dividends (6.8) (6.8) 10.6) (13.9) (17.8) (19.3)
Common dividends (15.3) (18.0) 23.6) (29.R) (37.7) (44.6)
Retained earnings 7.9 20.0 18.2 32.5 43.6 48.3
Deferred taxes 5.7 1.8 1.4 1.0 2.0 3.8
Investment tax credit (deferred) 7.3 6.0 6.4 10.3 8.5 8.3
Daproci:tion and amortization 19.0 21.1) 22.6) 24.6) 28.7 B
Less: FOC _{6.5} 12.3 4.5 44 .4 9.0) 68.6)
Total 9.4 . . % “‘3'—5.. 'L.m
TOTAL FUNDS J07.5 s V423 JES : $2625 §e6€3
Construction expenditures*
NucTear power plants $343 $ 67.5 $87.6 $156.2 $150.5 $170.0
Other 73.2 74 .8 120.9 131.1 112.4 93.3
Total Const. Expenditures $107.5 § T42.3  $206.5 . $262.5  $66.3
i Subject nuclear plant 5.8 8.3 13.7 10.4 1.9 3.1
i "Exclusive of AFDC (allowance for funds used during construction)

This source of funds statement is based upon and qualified by the assumptions described on

b the attached pages and has been prepared and furnished at the request of the Nuclear Regula-
J'- tory Commission. It fs not to be used in connection with the sale or purchase of the Company's
¢ securities.
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TABLE 20.6
PUGET SOUND POWER § LIGHT COMPANY
INPUT_ASSUMPTTONS LRLED INDS_STATEMENTS

1
\

Generally maintain a minimum of either » percent return on average COmmON equity

3
or first mortgage bond indenture coverage of 2.2 times interest

Preferred dividend rate on new issue of 10 percent.
Growth rate in kilowatt hour sales to consumers 6 percent

Inflation factor of 7 percent compounded each year through 1982 for construction expen-
ditures and certain operating and maintenance expense, 5 percent inflation factor com-
pounded each vear to forecast operation and maintenance of major generation plant

Interest rates used in forecast

Notes payable (short term
Bank loans percent
Commercial paper b percent
Long term debt .25 percent

Target capital structure
1976-198¢ 1981-198¢

Notes payable (short term percent 5§ percent
Long term debt percent 50 percent
Preferred stock percent 10 percent
Common stock . percent 5 percent

“

Common stock price/earnings ratio times earnings

Common dividend payout ratio averages §2 percent
Maximum dilution of common stock does not exceed 15 percent in any given year

In 1ine with the 1975 Tax Reduction Act (Se 402 of P.L. 94-12) the following investment
tax credit assumptions are incorporated in the projections.

Invest tax credit rate - 1976 at 10 percent; 1977 to 1982 at 4 percent

Investment tax credit taken on progress payments on Colstrip 3 and 4, Skagit Ur

1 and 2, and Pebble Springs Units 1 and 2 Applicable transition percentages

phasing in qualified progress payment are 1976, 40 percent; 1977, 60 percent,

1978, B0 percent and 100 percent after 1978

Limitation on use of investment tax credit as a percent of tax liability 1s 100 per-
cent for 1976 and is scaled down 10 percent each year until it reaches the 50 percent
level in 1981

f capital AFDC accruing from

AFDC rate adjusted periodically to reflect composite cost ©
1977 and subsequent years

construction of major production plant is normalized in




TABLE 20.6 (Continued)

(12) Schedule of Major Plant Construction

Puget Power Project
Plant Ownership Share Completion Date
Colstrip #2 - coal 50 percent st 1976
Colstrip #3 - coal 25 percent July 1980
Colstrip #4 - coa) 25 percent July 1981
y WNP #3 - nuclear 5 percent March 1982
Skagit #) - nuclear 40 percent July 1983
Pebble Springs #1 - nuclear 20 percent July 1985
s Skagit #2 - nuclear 40 percent July 1986
Pebble Springs #2 - nuclear 20 percent July 1988

(13) Power Supply:

(a) System resources are pased on an average
west group forecast.

(b) Purchased hydro power costs
" owners official statement.
(¢) Secondary (non-firm) sales are made either within or outside the Northwest Power Pool,
and are based on relative levels of surplus. Revenues derived from sales are
primarily based on established Bonneville (BPA)* rates or other agreements as

applicable.

of the 30 water years included in the 1975

debt service requirements are 2s precribed in the project

(¢) Wheeling charges are based on:
(1) Required capacity to move purchased power to Puget's system.

(11) BPA established rates

o
(14) Other Information
1 (a) Security Exchange Commission Fixed charge coverage:

1976 = 1 95, 1977 = 2.68,

& ' (b) Growth rate of revenue from sales of electricity 17 percent, expenses 15 percent,
{nterest cost 21 percent, and net income 26 percent.

g Bonneville Power Administration
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retained ear and depreciation) and from the issuance of securitie

long-term del sreferred stock and common StoCk Interim funding requirements wil

be met with short-term borrowing. In response to our request, the company has submitted
a sources of funds statement (or financing P an) with underiying assumptions for its
system-wide construction expenditures for the period 1976 througf 1681. the estimated
earliest year for completion of WNP-3 The financing plan and assumptions are shown

in Tables 20.7 and 20.8 respectively

The Washington Water Power Company 1S subject to regulatory jurisdict) by the

Washington Utilities and Transportation Commission and the 1daho Public ytilities

Commission In August 1975, the Washington Commission authorized electric and gas

increases totaliing $3.6 million on an annyal basis and allowed a 12.75 percent return
on common equity. Also in August 1975, the ldahc Commision authorized electric and
gas increases totalling $1.2 million on an annual basis and allowed 2 12.75 percent

retyrn on common equtly The company had no rate requests pending as indicated Ir

Amendment 32 to the PSAR
Cont luysion
Based on the preceding analysis including our evaluation of the reasonableness

financing plans and under ying assumptions, we have concluded that Washing

power Supply System, pacific Power & L1ght ompany, Portland General Electric Company,

Puget Sound Power & Light Company, and The wWashington water Power Company are fina
cially qualified to desigr and construct p.1 and WNP-5 i1 proportior to their re
spective yndividec ownershig interests a ) od in Section ¢ ) f csupplement
Our conclusion 1§ pased on th determinatior t applicants have reasonable
assurance of obtain t L necessary to com ete the design and const

activities inciluding : 4 fuel cycle g 1+ ic also based on the bas?

tions of rational regulatory environment and viable capital markets due to

future period involved and the expected heavy dependence oOnN external finan




TABLE 20.7
APPLICANT THE WASHINGTON WATTE POWER COMPANY NUCLEAR PLANT WNF.3
SOURTE OF FUNDS FOR SYSTEM-WIDE CONSTRUCYION EXPENDITURES DURTNC PERIOC
CT1 L R PLANT o
{HTTTTons of dollars)

v

(1
__Construction Year of Subject Nuclear Power Plant

Security issues
and other fynds [ 1977 ] 79 1980
Common stock N $ 15.0
Preferred stock ) . 20.0
Long-term debt 2 ) 60
Notes payable .0) ! .0) ‘ (29.0
Contribution from parent-net D 0 -0-
Other funds (4, B 3.9
Tota) ' ). v : ___§-_7 o L :E R

Internal funds

Net income
Less
Preferred dividends
Common dividends
Retained earnings
Deferred taxes
Invest. tax red. (deferred)
Depreciation & amort
Less AFDC
Tota)

')

e LT

=

3
™
fwl~donon & 7 n

1

Construction Expenditures'”
Nuclear power plants
Other

Total const. Exp's

Subject nuclear plant
Interest coverage

First five years (1976-1980) based on five year financial mode! data. Last two years pr
jected manualiy on a consisten basis

‘“TExclusive of AFDC (allowance for funds used during construction




(7

(8

(1) Rate of return on Average Common E
(2) Preferred Stock Dividend Rate - 9 percent.

(3) Growth Rates:
percent per year
utilities are subject to resourc

 wASHINGTON WATER PO
JY_ASSUMPYIONS FOR SOU
ONDS_STATEMENT

quity - 14.5-15.0 percent.

sales of general business kilowatt hours are estimated to increase about 5
know, kilowatt hour sales to other

during the forecast period. As
e availability and market conditions and therefore are not

trendable.
t are a result of the genera) business

Electric and gas revenues
kilowatt hour/t
through-out the forecast as needed.

and composite debt cost prevailing at that point in time and the

previously mentioned.

(4) Common stock price/earnin

(5) Common stock dividend payout ratic:

(6) Target capita

\
/

Operating expenses subject

included within the forecas
of rate relief which were programmed

nerm sale trends and include elements
The basis of rate relief was the debt/equity ratios
return on common equity as

ed at 10 percent in 1976, decreasing to

lance of the forecast. ltems such as

to inflation were escalat
tract and are not subject to escalation.

t in 1977 and finally to 6 percent for the ba
yrchased are generally regulated by con
k ratio with respect to the projected

and book values of common stock
about 5 percent. No price/

7 percen
power and gas P
gs ratio or market/boo
common stock offerings: This forecast assumes thzt market
are approximately equal, but on an increasing annual rate of
earnings ratio was used for projected common offerings.

a target of 65 percent was assumed .

1 structure: @ target goal of 60 percent debt, 30 percent common equity
and 10 percent preferred has been assumed.

Interest coverage requirements:
annual interest requirements must be at lea

gross earnings. Considering the rate relie
allowed us to exceed the two times intzrest coverage test und

made a Security Exchange Commission coverage test.
was assumed on all projected mortgage pbond issues.
of 7-1/2 percent was utilized.

Our most restrictive indenture requirement states that

st twice any 12 consecutive months pre-tax

¢ programmed in the forecast, our results have
er the indenture. We have not

For

An interest rate of 9 percent
short term bank loans, & rate




21.0 CONCLUSIONS

In Section 21.0 of the safety Evaluation Report, we stated we would be eble to make
certain conclusions upon favorable resolution of the outstanding matters set forth
in Section 1.9 of the Safety Evaluation Report. We have discussed these matters in
this supplement and indicated a favorable resolution of each matter. We are able
to make the conclusions listed in Section 21.0 of the Safety gvaluation Report.
Furthermore there are no other issues outstanding.

Accordingly, we affim the conclusions 1isted in Section 21.0 of the safety Evaluation
Report.




APPENDIX A

CONTINUATION OF THE CHRONOLOGY OF THE R L

SAFETY REVIEW OF WASHINGTON PUBLIC POWLT .

CTS NO. 3 AND MO

February 13, 1§ 1ssuance of the Safety Evaluation Report
february 24, . Advisory Committee on Reactor Safeguards meeting
February 27 submittal of Amendment NO

Notice of availability of the Safety Evaluatior

Report published Ir federal Register
submitta) of Amendment NC

Advisery Committee OF Reactor Safeguard

full committee meeting
Submitta f Amendment N

Letter from the Advisory Committee
Safeguards

stter from applicantis providir

)

regarding ownership of WNP-S

submittal of Washington Publ

System Deeds and Agreements

Letter from applicants providing {nformatior

on status of control of exclusion area




APPENDIX B
REPORT OF THE ADVISORY COMMITTEE ON REACTOR SAFEGUARDS, DATED APRIL 16, 1976

WWW”MO‘WM

NUCLEAR REGULATORY COMMI S8 10N
WASMING TON O C 20888

April 16, 1976

Dear Mr. Fowden:

puring its 192nd meeting, Mpxil 810, 1976, the Advisory Committee on Resctor
ummm-mmotmmmdmmmu
fower Supply System (WPPSS) ¢«mwnmmmmm
Project No. 3 and WPPSS Nuclear Project No. 5 (WNP-3 and WNP-5) . T™he site
was visited on August 4, 19n.wan_1m-tu¢mnum

- ]
Committee had the benefit of Aiscussions with representatives of WPPSE and
its consultants, Combustion Engineering, Inc., hasco Services, Inc., and
the Nuclear mnmuﬂ-u\ (NRC) Staff. The Committee also had the
benefit of the documents listed.




Honorable Marcus A. Rowden April 16, 1976

The Committee recommended in its report of Septamber 10, 1973, on accept-
ance criteria for BOCS, that s lmuy“meﬂuuydnud
be provided for reactors for wh construction permit requests were filed
after January 7, 1972. hnzm'sumummum.
n-uumu-m_a-uxum—-nu.mwumwu
umkmummwn-ﬂn.mumuuz. Al though
mm-umcumm-.mmmdummum.-y
n.x-eazuncmumuxuuuy,mo—tmmum
mcmmmmamm-ummemmmuma-
mittee's September 10, 1973, report. 1f stidies, conducied with the best
available techniques, establish that significant further BOCS improvements
mhaw.eu-uummuﬂnomma—mm
WNP-3 and WNR-5,
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anxil 16, 1976
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W. Carbon, David Ckremt, milton S. Plesset,

are presentad below.

Sincerely yours,

Bode i bl

Members Max W. Carbon pavid Okrent, Milton S. Plesset

Aditional Comments

mu

u.un




fnorable Marcus A. Rowden April 16, 1976

Additional Members David Okrent and Milton 5. Plesset

The recurrence interval of an earthguake of the order of the safe shut-
down earthquake may be about 1,000 years for this site. For such a

:
i
|
¥
|
<
]
L
;
:
_!

Wwith increasing frequency, questions have arisen concerning the appro-
wwmraummmummumumum
criteria for nuclear power plants. The needs of public safety would
be best served if the design practices currantly in vogue were altered
mmituﬂ.tumnuwmhmm
character istics of muclear structures under severe seimmic loadings.
Por the more severe seismic conditions inelastic design principles
should be applied to foundations, concrete containments, floors, and
owtmm.muub-rochmm&mm
thus minimize the forces tranmmitted to critical safety featuras and
to the primary coolant circuitry. This would eliminate for
many of the complex supplemental structural
reliability which are now used to meet extreme se
ditions. This design approach would allow nuclear structures
satisfy even the most pessimistic loading requirements of the most
extreme seimmic prophet. If it is not used there is doubtful value,
and possibly some loss in public safety margin, from the use of
ultraconservative seismic design requirements because the relia-
bility of the structural restraints camot be assessed from rolevant
structural experience or post-construction vibrational testing.

;
{
{

References :

1. -‘mmmumwym_muumm.a
. § Preliminary Safety Analysis Report (PSAR) Volumes 1-18
2. Mendments 1-30 to the PSAR
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In the Safety Fvaluation Report we {nadvertently
d1d not mention all owners of these projects. (See
paragraph 1.1 of this supplement.)

M ... “report.”

Change "50.371F1" to *50.33(f)"

Change “"reverse” to “severe”

Change “trnasfor” to “transform”

Change "tornado” to “Tornado”

Change “provides” Lo “provide”

Change "((ACI)" to “(ACI)"

Change "384" to "383"

Change “American National Institute” to “American National
Standards Institute”

Change "N18.1971" to *N1B.7-1971"

Change “for Nuclear Power Plants” to “for water-Cooled
Power Reactors”

Add:

“(9) 1.2 peaking factor”

“(10) 0.45 percent of the fuel reaches at leas® incipient
melting after rod ejection accident.”

*(11) 100 percent of noble gases and 50 percent of fodine in
fue! reaching incipient centerline melting temperature are
released to the primary coolant.”

C-1




APPENDIX D

LETTER FROM THE STAFF TO THE ADVISORY COMMITTEE ON REACTOR SAFEGUARDS
STAFF REGARDING WPPSS 3 (WNP-3) AND § (WNP-5) SEISMOLOGY AND GEOLOGY REVIEW

£

)

™ UNITED STATES
. Y NUCLEAR REGULATORY COMMISSION
WABHINGTON O C. 20888

R WF

Docket Mos: STN 50-503
STN 50-509

Mr. Raymond R. Fraley

Executive Secretary

Advisory Committee On Reactor Safeguards
washington, D. C. 20655

Dear Mr. Fraley:

In response to your recent request, there are transmitted herewith
tor the use of the Committee 18 ~spies of a memorandum dated March 26,
1976, from the Director, Division of Site Safety and Environmental
Analysis to the Deputy Director, Office of Nuclear Reactor Regulation
concerning the WPPSS 3 and 5 seismology and geology review carried
out by the NRR staff.

1f you need any further information on this matter, plesse let me
know.

Sincerely,

Orge Sl N
LG~

Edson G. Case, Deputy Director
Office of Nuclear Reactor
Regulation

Enclosures:
As stated

0-1




Edson G. Case

The seismological review was conducted independently by Carl Stepp.

Dr. Stepp, prior to joining the NRC, spent two years working on seismic
risk mapping 1o the Puget Sound region. He, therefore, vas already
familiar with the literature of the region and was aware of the known
relationships between earthquakes and geclogic structure in the region
of the site.

The WPPSS 3 and 5 site is locatel om the southwest extent of the Puget
Sound lowlands. Although the utility proposed a division of tectomic
provinces which would have placed the site vithin the Wallapa Hills
tectonic mubprovince, in our review we considered the site to be re-
lated to the larger Puget Sound region. The maximum historic earthquake
in the Puget Sound region produced an intensity VIIl. This earthquake, if
assumed at the site, would result in an 0.25g acceleration. However,

the maximum historic earthquake vas not controlling in determining the
scceleration for seismic design for WPPSS 3 and 5 because of the presence
of "capable” faults near the proposed site. The applicant did an ex~
tonsive and thorough analysis of the relationship between earthquakes

and geologic structures in the region. Most of the major earthquake
producing structures are not wpparent at the surface. They do produce
very large gravity anomalies, however, permiting their extent to be
essily mapped. The safe shutdown earthquake at the site was based on

an assessment of the maximum earthquake that can reasonably be expected
to occur on the nearest capable fault to the site - 21 miles away.

The assessment of the maximum earthquake on that structure wvas based

on & conservative estimate of the percentage of the total structure

that could break in a single earthquake and a conservative interpreta-
tion of the empirical relationship between length of fault rupture and
earthquake magnitude. Finally, the acceleration at the site was computed
on the basis of curves that envelop the world-wide data set, and this
value was incorporated into the design as the high frequency anchor
(332) for Regulatory Guide 1.60 response spectra to be applied at the
foundation level of structures. We accepted the applicant's proposed
accelaration for seismic design of .32g because we found his analysis

to be conservative.

During the ACRS meeting on March 4, Dr. Stepp was asked for an estimate

of the probability that the acceleration for seismic design (0.32g) for
the WPPSS 3 and 5 plant would be exceeded. He replied that no computation
of that probability had been attempted. However, he added that computa-
tions indicate the probability of an intensity VIII being exceeded at

Abe , sabout 12 miles from the WPPSS 3 and 5 site, is of the order of
10*? per year. Dr. Stepp finally stated that it is his view that the

.32g is near an upper bound value of scceleration for seisaic design for
the VPPSS 3 and 5 site.

0-3




While the probability of this scceleration at the WPPSS site being
exceeded has not been computed, Dr. Stepp would expect it to be

orders of magnitude lower than the probability of an intensity § at
Aberdeen being exceeded. It is Dr. Stepp's judgment that the probability
that the .32g accelerat vill be exceeded at the WPPSS site is extremely
low {i.e. lass than 10° per year). This difference in probability is
primarily attributable to the facts that the WPPSS 3 and 5 facilities

are founded on bedrock with the 0.32g seisai~ imput applied at the
foundation level, vhereas Aberdeen is sited on valley alluvium which

is observed to result in higher intensities for a given magnitude

i HE dL A

Harold R. Denton, Director
Division of Site Safety and
Eovironmental Analysis



$29,000,000

i WASHINGTON PUBLIC POWER SUPPLY SYSTEM

{

A Municipal Corporat: n and a Joint Operating Agency of the
State of Washington

43{ 9. Washington Public Power Supply System
Nuclear Project No. 3 Revenue Notes, Series 1973A

Dated: October 1, 1973 Due: June 15, 1976

Principal and semi-annual interest (December 15 and June 15, first coupon due December 15, 1973)
payable at Chemical Bank, New York, New York, or Peoples National Bank of Washington,
Seattle, Washington. The Notes will be in coupon form in the denomination of $25,000.

Interest exempt, in the opinion of Bond Counsel, from federal income taxation under existing laws and
regulations and n specific ruling issued by the Internal Revenue Service with respect to the Notes.

The Notes are being issued * finance a portion of the Supply System’s Ownership Share of ihe cost
of acquiring and constructing Washington Public Power Supply System Nuclear Project No. 3, to pay
at maturity the principal of and interest on $2,000,000 of notes of the Supply System previously issued
for such gurposc and to pay interest on the Notes to maturity. The Project will be constructed and
operated by the Supply System pursuant to an agreement between the Supply System and four investor
owned utilities (the “Companies”). The Project will be 70% owned by the Supply System and 30%
by the Companies. The Supply System's Ownership Share of Project capability, less a portion of the
Project’s output which will be sold to certain industrial companies during the period July 1, 1951 through
June 30, 1984, has been sold by the Supply System to certain statutory preference customers (the
“Participants”) of the Bonneville Power Administration under agreements called Net Billing Agreements.
The Participants will pay to the Supply System an amount equal to the Supply System’s costs, including
debt service, associated with its Owncrsh:r Share of the Project, less amounts payable by the industrial
companies. Each Participant has assigned its share of the Supply System's Ownership Sguu'c of Project
capability to Bonneville which will ¢i it the payments made to the Supply System by each such Par-
ticipant against billings made by Bo eville to each such Participant for power and certain services. The
Net Billing Agreements provide th. ch Participant is obligated to pay the Supply System whether or
not the Project is completed, operaci®, or operating and notwithstanding the suspension, interruption,
interference, reduction or curtailment of Project output.

The Notes, to¥cthcr with the interest thereon, will be payable from any moneys of the Supply System
that may be lawfully applied the-cto, including revenues derived from the Supply System’s Ownership
Share of the Project and the proceeds of revenue bonds or refunding noies of the Supply System. Interest
on the Notes will be capitalized to maturity. The Notes are not subject to redemption prior to maturity.

PRICED TO YIELD 4.259 TO MATURITY
(ccrued interest to be added)

The Notes are to be issued subject to the approval of legality by Wood Dawson Love & Sabatine, New York,
New York, Bond Counsel to the Supply System, and Houghton Cluck Coughlin & Riley, Seattle, Washington, Special
Counsel to the Supply System. It is expected that the Notes in definitive form will be ready for delivery in New York,
New York, on or about October 24, 1973,

October 10, 1973
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OFFICIAL STATEMENT

WASHINGTON PUBLIC POWER SUPPLY SYSTEM
(A MCWM.“MMMM&M“WM”

$29,000,000 43¢ 9% Washington Public Power Supply System
Nuclear Project No. 3 Revenue Notes, Series 1973A

October 10, 1973

The purpose of this Official Statement is to set forth information concerning Washingion Public
Power Supply System (the “Supply System”), its Washington Public Power Supply System Nuclear
Project No. 3 (the “Project”) and its $29.000,000 Washington Public Power Supply System Nuclear
Project No. 3 Revenue Notes, Series 1973A (the “Notes”), in connection with the sale by the Supply
System of the Notes a..d for the irformation of all who may become holders of such Notes. The Notes
are to be issued pursuant to the Revised Code of Washington, Chapter 43.52, as amended (the “Act”)
and Resolution No. 673 (the “Resowution”) adopted October 10, 1973 by the Supply System.

PURPOSE OF THE NOTES

The purpose of the Notes is to pay a portion of the Supply System's Cwnership Share of certain
preliminary costs of the Project, including paying at maturity the principal of and interest on $2,000,000
principal amount of notes previously issued by the Supply System for such purpose and paying interest
on the Notes to maturity. The estimated ap Vicaiion of the proceeds from the sale of the Notes to pay
such costs is set forth herein under “The Project—Initial Financing Program”.

The Supply System has entered into an agreement (the “Ownership Agreement”) with Pacific
Power & Light Company, Portland General Electric Company, Puget Sound Power & Light Company
and The Washington Water Power Company (the “Companies™) which provides for the acquisition,
construction, operation and ownership, as tenants ir common, of the Project. The Ownership Agreement
provides that the Project will be owned by the Supply System (70% ), Pacific Power & Light Company
(10% ), Portland General Electric Company (10% ), Puget Sound Power & Light Company (5% ), and
The Washington Water Power Company (5% ). The Supply System’s share of the Project is herein
referred to as the “Supply System’s Ownership Share”.

Under the Ownership Agreement each party will be responsible for providing its ownership share
of the costs of construction and operation and will be entitled to its ownership share of the Project’s
capability. The parties to the Agreement have designated the Supply System to act as their agent to
construct, operate and maintain the Project.

THE SUPPLY SYSTEM

The Supply System, a municipal corporation and a joint operating agency of the State of Washington,
was organized in January, 1957, pursuant to the Act. Its membership is made up of 18 operating public
utility districts and the Cities of Richland, Seattle and Tacoma, all located in the State of Washington.
The Supply System has the authority, among other things, to acquire, construct and ope. e plants, works
and facilities for the generation and transmission of electric power and energy. The Supply System has
the power of eminent domain, but it is specifically precluded from the condemnation of any plants, works
or facilities owned and operated by any city, public utility district or privately-owned electric utility.

The Supply System has its principal office in Richland, Washington. The management and control
of the Supply System is vested in a Board of Directors composed of representatives of each of the
members. Regular meetings of the Board are held quarterly.
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The Executive Committee of the Board administers the business of the Supply System between
regular meetings of the Board. The Executive Committee holds regular meetings twice each month and
special meetings as often as the business of the Supply System may require.

Members of the Supply System and their respective representatives on the Board of Directors are
a5 follows:

Public Utility District No. 1 of Benton County .. ............ John Goldsbury
Public Utility District No. 1 of Chelan County ............... Kirby Billingsley
Public Utility District No. 1 of Clallam County .............. Alvin E. Fletcher
Public Utility District No. 1 of Clark County ............ .... Ed Fischer*

Public Utility District No. 1 of Cowlitz County .............. D. E. Hughes*
Public Utility District No. 1 of Douglas COMMY .....ccon0600 Howard Prey
Public Utility District No. i of Ferry County ................ Thomas F. Kroupa
Public Utility District No. 1 of Franklin County ............. Glenn C. Walkley*
Public Utility District No. 2 of Grant County . ............... John L. Toevs
Public Utility District No. 1 of Grays Harbor County ......... James E. Tannabhill
Public Utility District No. 1 of Kittitas County . .............. Harold W. Jenains
Public Utility District No. 1 of Klickitat County . ............. Gerald C. Fenton
Public Utility District No. 1 of Lewis County ................ Arnold J. James
Public Utility District No. 3 of Mason CORIRY ¢ .i00nisnnense Edwin W. Taylor
Public Utility District No. 2 of Pacific R 3 &-656 &0 4 5 Skttt E. Victor Rhodes*
CRyofRishiand .........ccovvcc0ninnnes RS g S s K Bl Joseph Shipman
Iy ol e . . .....o0viivniiniein i irerre e, Gordon Vickery*
Public Utility District No. 1 of Skamania BRE 5 svsoeviein Rolf E. Jemtegaard
Public Utility District No. 1 of Snohomish County ............ W. G. Hulbert, Jr.*
Y0 BUROIIL - - .oi'onsninnsosrnssassnen s neneesssss A. J. Benedetti*
Public Utility District No. 1 of Wahkiakum County ........... Francis Longo

* Executive Committee Member

The Supply System presently employs 180 persons, including a highly qualified technical staff whose
combined experience in the nuclear field totals over 600 man years and whose training includes disciplines
in electrical, mecharical, civil and nuclear engineering. Through the operation of the Hanford Project
described below the Supply System staff has accumulated substantial experience in the operation of a large
steam electric generating facility.

The Supply System owns and operates the Packwood Lake Hydroelectric Project with a name
plate rating -+ approximately 27,500 kilowatts. In 1962 and 1965, the Supply System sold $10,500,000
and $3,200 .2 Packwood Lake Hydroelectric Project Revenue Bonds, of which $i3,181,000 were
outstanding as of September 7, 1973.

The Supply System also owns and operates an 860,000 kilowatt electric generating plant and
associated facilities (the “Hanford Project”) located on the Hanford Reservation of the United States
Atomic Energy Commission (the “AEC”). The Hanford Project is currently the second largest pro-
ducer of electricity generated from nuclear energy in the United States. Steam is provided for the
Hanford Project from the New Production Reactor owned and operated by the AEC. In 1963,
the Supply System issued $122,000,000 Hanford Project Electric Revenue Bonds, of which $61,330,000
were outstanding as of September 7, 1973. The AEC presently plans to end operation of the New
Production Reactor in 1977. The Supply System is planning to build a new nuclear steam supply
system and additional generating facilities which will incorporate the existing geuerating facilities of
the Hanford Project, such facilities to be known as the Washington Public Power Supply System
Nuclear Project No. 1. This project will have a 1,220,000 kilowatt net generating capacity. The Supply
System has issued $25,000,000 principal amount of revenue notes to finance preliminary work on this
project, which is presently scheduled to begin commercial operation in September, 1980.




The Supply System has begun construction of a 1,100,000 kilowatt nuclear electric generating
plant, known as the Washington Public Power Supply System Nuclear Project No. 2. In July, 1973,
the Supply System issued $150,000,000 principal amount of revenue bonds in order to pay a portion
of the costs of acquiring and constructing this project. This project is under construction on the Hanford
Reservation of the AEC and is preseatly scheduled to begin commercial operation in September, 1977.

By 1982, it is expected that the Supply System will operate electric generating facilities with a capa-
bility of approximately 3,540,000 kilowatts. Recentiy the Public Power Council, consisting of more than
100 statutory preference customers of the Bonneville Power Administration (“Bonneville”), requested
the Supply System to investigate the financing and construction of an additional 1,200,000 kilowatt
ruclear project for operation in 1984.

All prejects heretofore undertaken by the Supply System have been financed as sepzrate systems.
The obligations issued with respect to each project are payable solely from the revenues of that project.
The Supply System’s Ownership Share of the Project will be similarly financed as a separate system.

On the basis of the estimated cost and interest during construction for the Supply System’s Nuclear
Projects Nos. 1, 2 and 3, it is estimated that the Supply System will require total long-term financing
prior to 1980 of approximately $1,600,000,000. The first long-term financing for Project No. 1 is
projected for early in 1975 while the second long-term financing for Project No. 2 is projected for the
fall of 1974. Additional financing for the Supply System's fourth nuclear project, if undertaken, will be
required before 1980.

The schedule of financing for the Project contemplates, in addition to the sale of the Notes, the
sale of bonds in one or more issues totaling approximately $529,000,000 as described in more detail
ander the caption “The Project—Permanent Financing Program”. The first such sale is presently
contemplated for the summer of 1975.

SECURITY FOR THE NOTES

The Notes, together with the interest thereon, shall be payable from any moneys of the Supply System
that may be lawfully applied to the payment thereof, including (i) revenues derived from the Supply
System’s Ownership Share of the Project, including all payments to be made to the Supply System
pursuant to certain agreements ( the “Net Billing Agreements”) described below; and (ii) the proceeds
of revenue bonds or r=funding notes of the Supply System. Interest on the Notes will be capitalized to
maturity.

The Supply System’s Ownership Share of Project capability, less a portion of the Project output
which will be sold to 15 industrial companies during the period July !, 1981 through June 30, 1984 pur-
suant to a power sales agreement (the “Power Sales Agreement™), has been sold by the Supply System
to 103 statutory preference customers (the “Participants”) cf Bonneville, and assigned by the Partici-
pants to Bonneville, pursuaut to the Net Billing Agreements. Of the Participants, 27 are municipal-
ities, 29 are districts and 47 are cooperatives. Exhibit 1 attached hereto lists each Participant and
indicates its share of the Supply System's Ownership Share of Project capability.

The Participants will pay to the Supply System an aggregate amount equal to the Supply Sys-
tem’s costs, including debt service associated with its Ownership Share of the Project, less any amounts
payable pursuant to the Power Sales Agreement. Each Participant has assigned its share of the Supply
System's Ownership Share of Project capability to Bonneville which will credit the payments made t> the
Supply System by such Participant against billings made by Bonneville to such Participant for power and
certain services. The Net Billing Agrcements provide that the Participants are obligated to pay the
Supply System whether or not the Project is completed, operable, or operating and notwithstanding the
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suspension, interruption, interference, reduction or curtailment of the Project output and that such
payments shall not be subject to reduction and shall not be conditioned upon the performance or nun-
performance by the Supply System or Bonneville or any other Participant under the Net Billing Agree-
ments or any other agreement or instrument.

The Supply System covenants in thc Resolution that it will terminate the Net Billing Agreements
if fer any reason it is unable to issue and sell revenue bonds or refunding notes to obtain funds to pay
the principal of the Notes, together with any interest thereon. when duc. The Supply System may
terminate the Net Billing Agreements if it i. determined that the Supply System is unable to construct,
operate or proceed as owner of the Project due to licensing, financing or operating conditions or other
causes which are bayond its control and for other reasons specified in the Net Billing Agreements. Upon
giving the notice of termination of the Net Billing Agreements, the Supply System shall make monthly
accounting statemems to the Participants which shall show as the amounts due from the Participants in
such month the maximum amount which cau be stated therein for payment by the Participants without
causing the amount Jue from any Participant to exceed the ability of Bonneville to allow net billing credits
in such month to said Participant, taking into account all assignments which can be made pursuant to the
Net Billing Agreements. The amounts paid by the Participants in the event of termination, or so much as
is required therefor, will be deposited in the Washington Public Power Supply System Nuclear Project
No. 3—Note Retirement Fund to be used to pay the principal of and interest on the Notes.

R. W. Beck and Associates (the “Consulting Engineer”) estimates that under current Bonneville
rates there will be in excess of $60,000,000 of net billing capability available to the Participants during
the fiscal year ending June 30, 1976,

THE PROJECT

The Project will be constructed and operated by the Supply System pursuant to the Ownership
Agreement as part of the Hydro Thermal Power Program designed to meet the anticipated needs for
power in the Pacific Northwest, The Supply System and Bonneville have entered into an agreement
(the “Project Agreement”) with respect o Project construction, operation, maintenance and budgets.

Application will be made to the Thermal Power Plant Site Evaluation Council of the State of
Washington for certification of a site in southeastern Grays Harbor County along the south bank of
the Chehalis River near its confluence with the Satsop River. The site is approximately three miles
south of the community of Satsop, Washington, and approximately 66 miles southwest of Seattle. Site
investigation work is presently being carried out. Prior tc the certification by such Cour. il public hearings
will be held at which it is expected that some opposition to the Project will be posed.

The Project will consist of a pressurized water nuclear electric generating plant having a nominal
capacity of 1,200,000 kilowatts, together with associated facilities required to deliver the Project output
to Bonneville's high voltage transmission system in the vicinity of the Project site. A more complete
description of the Project is contained in the report of the Consulting Engineer attached as Exhibit 1I
to this Official Statement,

The Supply System has entered into contracts for the delivery of cer:ain items of equipment and
material for the Project that require extensive lead time, including the nuclear steam supply system from
Combustion Engineering, Inc., the turbine-generator from Westinghouse Elect-ic Co. and reload nuclear
fuel from Exxon Nuclear Company. Specifications are presently being prepared for the uranium supply
for the ini al nuclear core.

The Supply System has employed Ebasco Services, Inc. as architect-engineer for the Project (the
“Architect-Engineer”), R. W. Beck and Associates as Consulting Engineer, and The S. M. Stoller
Corporation as nuclear fuel consultant.
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Under its current schedule, the Supply System anticipates (i) receipt of the AEC construction permit
in the summer of 1975; (ii) fuel loading in the spring of 1981 and (iii) commercial operation in
September 1981. The Supply System has considered environmental factors relative to the Project
together with the technical and economic matters referred to herein; it has taken the steps required
to date to conform with the Washington State Environmental Policy Act of 1971 and will continue
to meet the requirements of that Act.

Initial Financing Program

The proceeds from the Notes are estimated to provide the necessary funds to pay for the Supply
System’s share of the cost of the work that will be accomplished prior to June, 1976.

Estimated Disposition of Note Proceeds

Engineering and Construction Management ................. $12,957,000
Escalation and Tontingencies ...........cco00iiiiciiianaans 7,140,000
SONCIINE D 15 v e io il iR g e o e w2 2,772,000
Supply System’s Direct Costs(1) ............coviieviienann. 5,166,000
PIAE BRI .: s v sivionnaslinss'sssn vrrensees s 232,000
CODIIENG IRERPOIEE) = - < s s voos v s vwrespngaise ivainnsesso 3,489,000
RO - &> 0 4563 » wiaadds s hbnieen sy ahsonns s $31,756,000
Less: Investment Earnings ..........ccccevem0000s 2,756,000
Principal Amount of Note Issue ................... $29,000,000

(1) Includes pavment of the principal of and interest to maturity on $2,000,000 of revenue
notes issued in May, 1973,

(2) Assuming an interest rate of 434 %.

Permanent Financing Program

The current Supply System program anticipates that permanent financing for its Ownership Share
of the Project will be initiated after the construction permit is reccived from the AEC through the
iss aice of long-term bonds to be retired from revenues derived from the sale of the Supply System'’s
Ownership Share of the Project capability. These bonds are proposed to be issued to provide funds to
retire the Notes and to pay the balance of the Supply System’s share of the costs associated with the
construction of the Project and placing it into operation. The Supply System proposes to issue the bonds
in several series.

The Architect-Engineer and the Supply System have estimated that the cost of construction of the
Project will be $581,366,000, including engineering and construction management, escalation and
contingencies to a 1981 operating date, initial nuclear fuel core, sales tax and owner’s costs, but ex-
clusive of financing expenses and interest during construction. The Supply System’s share of these costs
is estimated to be $406,957,000.

The Supply System's current program anticipates that funds necessary to provide one-half year's
interest in a reserve account in the bond furd, working capital and an initial reserve and contingency
fund associated with its Ownership Share of the Project will be obtained under the Net Billing Agree-
ments in advance of the expected date of commercial operation.
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Based on the foregoing and assuming permanent financing through the sale of four issues of bonds
of approximately equal size at a 6% interest rate, the estimated total amount of bonds to be issued to
finance the Supply System's Ownership Share of the Project is shown in the following table:

Estimated Permanent Financing Required

for the Supply System’s Ownership Shure
of the Project

Supply System’s
Total Ownership Share
Project Costs of Project Costs
Structures and Improvements . ................c0viiereinnins $ 95,000,000 $ 66,500,000
Reactor Plant EQUIpPmMent . .........oovnon i eriinnnn s, 140,000,000 98,000,000
Turbine Generator Unit . . .............00oiiriineennnnns 110,200,000 77,000,000
Accessory Electrical Equipment ... .............000veuninnin. 35,000,000 24,500,000
Miscellaneous Power Plant Equipment . .. ..................... 3,000,000 2,100,000
R e S S D e LA 4,000,000 2,800.000
BUDIOBMICEJLD) . .. iviinnennnrnsnnrsascsneseessnss $387,000,000 $270,900,000
CORUNGENCIENI2) ..oconvroonrivnsonsoncnsnsonnnssosesese 53,400,000 37,380,000
) L T R 34,331,000 24,032,000
DD TRIRED < Jkie fials s s aniin 45 55 5 Nrn g s e i bl L T 21,635,000 15,145,000
Engineering and Construction Management(2) ................. 45,000,000 31,500,000
Owner's Diseet Costh(3) ... .ccivvivnnrnnessososssstenenne 40,000,000 28,000,000
e AR RS R i S N o Bt W T Ny $581,366,000 $406,957,000
Bond Discount and Other Financing Expenses(5)............... 9,990,000
Cap:talized Interest During Constructioni(6) . ................... 152,255,000
Cr00s MEQUIFSIIERE . . . . .o vovevconnnivesonsonse e $569,202,000
Less: Esumated Income From Temporary Investments(7)......... 40,202,000
B I 10 s sl Tl U s i s e W g b $529,000,000

(1)—Includes escalation to projected date of commercial operation, September 1, 1981.
(2)—Estimated by the Architect-Engineer.

(3)—Estimated by the Supply System.

(4)—Includes sales tax on nuclear fuel.

(5)—Includes estimated cost of issuing the Notes.

(6)—Includes interest on the Notes at 4% % to June 15, 1976 and interest on bonds at 6% to September 1, 1982.

(7)—Includes income from temporary investment of the proceeds from the Notes.

In addition to the foregoing amounts to be obtained through issuance of bonds, present planning
anticipates that the Participants will, between January 1, 1981 and September 1, 1981, pay under the

Net Billing Agreements the following amounts:

Reserve Accountinthe Bond Fund ....................... $15,900,000
WO SRR Y s i e e R e e 10,100,000
Reserve and Contingency Funa . ......................... 2,100,000

L R SR R SN Pl T ST ot $28,100,000

(1) Includes $8,000,000 to be provided from advanced net billing to permit leveling annual fuel

costs in the event of a critical period of power supply.
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BONNEVILLE POWER ADMINISTRATION

Bonneville, a bureau of the U. S. Department of the Interior, was established by the Bonneville
Project Act of August 20, 1937, to build transmission facilities and to market power from federal
hydroelectric projects in the Pacific Northwest. Such projects now number 27 with an installed capacity
of 10,485,900 kilowatts. These projects and autherized new projects and additions at existing projects
wiil have, when completed, an installed capacity of approximately 21,335,900 kilowatts, Bonneville's
transmission facilities include over 12,000 miles of 115 kV to 500 kV ac and 800 kV dc transmission
lines. These transmission facilities together with the hydroeleciric projects mentioned above comprise
the Federal Columbia River Power System.

Bonneville Revenue by Major Classification of Customers’

Fiscal Year Other Transmission
Ended Preference Electric Service

_June 30 Customers Utilities Industrial _and Other Total
1968...... $49,134,719 $12,515810 $39,498,338 $16,739,045 $117, 887,912
1969...... 55,752,314 16,967,117 46,204,161 18,353,608 137,277,200
... .. 58,419,581 20,319,033 50,063,203 13,878,209 147,680,026
L 7t Y 64,078,043 25,120,610 45418,745¢* 21,060,576 155,677,974
1t v SRR 69,452,035 37,918,589 45,733,067% 22,990,720 176,094,411

(1) From Bonneville Summary Financiz' Data.

(2) The decline in industrial reveaues was primarily due to shutdown of aluminum potlines in the area and to
curtailment by Bonneville of interruptible power to certain of its industrial customners.

The major part of the 500 kV and 230 kV backbone transmission system in the Pacific Northwest
is owned by Bonneville as a result of its role in constructing transmission facilities as part of the Federal
Columbia River Power System. Bonneville transmits cver the Federal Columbia River Power System
the major portion of the power from 11 nonfederal projects to various private and public utilities in the
Pacific Northwest. This system represents approximately 80% of the bulk power transmission capacity
for the Pacific Northwest.

The Federal Columbia River Power System has interconnections with other regions in the United
States and Canada. Three high voltage transmission line interconnections (two 500 kV ac, one 800 kV
dc) of the Pacific Northwest-Pacific Southwest Intertic have been completed and are now in operation.
One existing 500 kV ac and one future 500 kV ac line will interconnect the Federal Columbia River Power
System with British Columbia, Canada, and several 230 kV ac lines interconnect the eastern portion of the
system wich utilities in the Mountain States and adjacent Canadian provinces. These interconnections
provide, in addition to mutual support in the event of a breakdown or emergency, the means to carry
capacity and energy which is surplus to the Pacific Northwest needs to these areas, and conversely to
carry surplus capacity and energy from these areas into the Pacific Northwest.

Additional Power Supply

In addition to the federal hydroelectric projects, Bonneville has acquired additional power supply and
hydro storage to enable it to continue to meet its customers’ requirements. Under agreements executed in
1963 by Bonneville, 76 utility customers of Bonneville and the Supply System, Bonneville exchanges firm
power from its system for the output of the Hanford Project of the Supply System. In 1964 Bonneville,
acting jointly with the U. S. Army Corps of Engineers as the United States Entity, pursuant to the
Treaty Between the United States and Canada Relating to the Cooperative Development of Water
Resources of the Columbia River Basin, and pursuant to certain agreements executed in connection with
such Treaty, obtained certain rights to 15,500,000 acre-feet of hydre storage on the Columbia River
in Canada.
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Under the Hydro Thermal Power Program, Bonneville will obtzin through the Net Billing Agree-
ments the Supply System's Ownership Share of the Project capability upon its completion and
through similar agreements the capability of the Supply System's Nuclear Project No. 1 and Nuclear
Project No. 2 and the City of Eugene, Oregon's 30% share of the Trojan Nuclear Project.

Bonneville Contracts

Bonneville and each of the Participants have entered into one or more contracts requiring payments
to Bonneville for the purchase or exchange of power, the operation and maintenance of facilities or the
transmission of power over the Federal Columbia River Power System.

Bonneville markets power to 149 customers, including 105 statutory preference customers in the
Pacific Northwest (public bodies and cooperatives which have preference and priority upon power
from the Federal Columbia River Power System pursuant to the Bonne ville Project Act, as amended)
under the terms of various power sales contracts. Each of the Participants is a preference customer and
is a party to at least one such power sales contract. These contracts generally provide for the sale and
delivery of firm power to a Participant 1 the amount of its requirements for power over and above the
generating resources, if any, that the Participant has available to serve its own loads. Bonneville's
obligation to meet a preference customer’s requirements 1s effective for the term of the contract unless
Bonneville gives the Participant at least eight years’ prior notice of insufficiency of supply.

These power sales contracts with preference customers are usually for a term of twenty years and
contain provisions for a rate review once each five years, the next rate review date being December 20,
1974. In the past Bonneville has co/mally replaced these power sales contracts on or prior to their
expiration with new power sales contacts.

THE HYDRO THERMAL POWER PROGRAM AND POWER SUPPLY
IN THE PACIFIC NORTHWEST

The Hydro Thermal Power Program was conceived by the Joint Power Planning Council, con-
sisting of 110 electiic cooperatives, public utilities and private utilities in the Paciiic Northwest and
Bonneville, in order to plan the coordination of existing and future thermai and hydroelectric resources
in the Pacific Northwest. The major part of the power supply in the region has been historically from
hydroelectric resources, but the remaining hydro projects to be developed will be essentially for peaking
power rather than for base load. Thermal power will provide an increasing portion of the base load
resources in the future. The combination of hydro peaking and large scale thermal generating plants was
found by the Council to be the soundest plan to achieve the aims of the Hydro Thermal Power Program.
The principles of this Program and the federal government’s participation through Bonneville, the Army
Corps of Engineers and the Bureau of Reclamation have been endorsed by current and previous admin-
istrations and by the Congress.

The members of the Joint Power Planning Council kave concluded that the Hydro Thermal Power
Program will:

1. Best preserve the environment and natural beauties of the Pacific Northwest.
2. Make efficient and economic use of the Federal Columbia River Power System.
3. Obtain the economies of scale from large thermal generating plants.

4. Meld the large thermal generating plants with existing hydro generating units and the
peaking generation units which will be installed at existing dams, to achieve the most economic
and reliable power supply to meet the power requirements of the Pa-ific Northwest.
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The prescat Hydro Thermal Power Program of thermal generating plants for installation through
. 1981 is tabulated below:

Scheauled
Plant Principal Capacity c&"-.:u
Nember Spousor Location Type (MW)  Operstion
1 Pacific Power & Light Company
and The Washington Water
Power Company (Centralia
o - ) SRR SR PRE T Centralia, Washington Coal-fired 1,400 (1)
2 Portland General Electric Com-
pany (Trojan Project) ....... St. Helens, Oregon Nuclear 1,130 Tuly 197§
3 Pacific Power & Light Company 500 Sept. 1975
(Jim Bridger Project) . ...... Rock Springs, Wyoming Coal-fired 500 Sept. 1976
4 Washington Public Power Supply
System (Nuclear Project No. 2) Hanford, Washington Nuclear 1,100 Sept. 1977
5 Portland General Electric Com-
pany (Boardman Project) . . .. Boardman, Oregon Nuclear 1,200 Sept. 1980
6 Washington Public Power Supply
System (Nuclear Project No. 1) Hanford, Washington Nuclear 1,220 Sept. 1980
7 Washington Public Power Supply
System (Nuclear Project No. 3) Satsop, Washington Nuclear 1,200 Sept. 1981

(1) Currently in operation at reduced capacity.

The Centralia Project is owned by Pacific Power & Light Company, The Washington Water Power
Company, Portland General Electric Company, Puget Sound Power & Light Company, the Cities of
Scattle and Tacoma and the Public Utility Districts of Grays Harbor and Snchomish Counties. The
Trojan Project is owned by the Portland General Electric Company, the City of Eugene, Oregon, and
Pacific Power & Light Company. In accordance with present plans the Boardman Project will be a
jointly owned project.

In addition to the foregoing major projects in the Pacific Northwest, The Montana Power Company
and Puget Sound Power & Light Company are constructing a coal-fired steam electric generating plant at
Colstrip, Montana. A portion of the output of this project will be used outside of the Pacific Northwest
coordinated system and the balance of the output will be used by Puget Sound Power & Light Company
to assist in meeting its needs within the Pacific Northwest. Under present plans, 350,000 kilowatts are to
be available to Puget Sound Power & Light Company by 1976. Planning is proceeding on two additional
700,000 kilowatt blocks of power from additional units to be installed at the Colstrip site, presently
scheduled for initial operation in September 1978 and September 1979. The Puget Sound Power & Light
Company has also announced plans to construct a 1,100,000 kilowatt nuclear plant on the Skagit River
near Sedro Woolley, Washington, to come on line in the early 1980’s.

The Joint Power Planning Council is now considering further installations to meet the power
requirements of the Pacific Northwest during the 1980’s. Recently the Public Power Council requested
the Supply System to investigate the financing and construction of an additional 1,200,000 kilowatt
nuclear project for operation in 1984,
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Northwest Power Pool, West Group(1)

Year Additional Balance of
— S} Required) Pt Resonary)
Peak Capability—Kilowatts (000)
i, PP 21,939 22,519 (580) — (580)
- PR 23,979 22,840 1,139 - 1,139
|, SO 24,783 24,433 350 S 350
i PR 25,859 27,473 (1,614) — (1,614)
198........ 27,343 28,009 (666 ) — (666)
99........ 28,479 30,210 (1,731) — (1,731)
1980........ 29,754 32,317 (2.563) — (2,563)
1981........ 31,263 34,293 (3,030) - (3,030)
- PR 32,669 35,522 (2,853) 306(4) (3,159)
1983........ 34,564 36,567 (2,003) 994(4) (2,997)
1984........ 36,373 36,813 (340) 994(4, (1,434)
Energy Clpabmly—Aveme Kilowatts (000)
1974. .. ... .. 13,877 14,309 (4322) — (432)(5)
U S 14,696 14,453 243 — 243 (5)
Y. ... 14,999 15,470 (471) —— (471)
iy SRR 15,669 16,184 (515) — (515)
1998 ... 16,489 16,719 (230) - (230)
5 s 17,239 17,485 (246) — (246)
1980........ 18,064 18.298 (234) - (234)
1981........ 19,021 15,782 (761) — (761)
1982........ 19,926 20,276 (350) 615 (965)
1983, ....... 20,871 20,511 360 878 (518)
1984, .. . . 21,934 20,609 1,325 1,012 312
——'_l‘-fr;;. served by the utility members of the Joint Power Planning Council other than The Montana Power

(2) Not including the Project.
(2) Parenthesis denotes surplus.

(4) After deduciing 15% for reserves and 3% for realization factor (under the Pacific Northwest Utility Con-
ference Corimittee Planning Guidelines).

(5) Current estimates by Bonneville based upon reservoir levels on September 1, 1973 and a 20% month critical
period now indicate a 900,000 kilowatt average energy deficit in the years ending Yune 30, 1974 and June 30,
1975.

THE NET BILLING AGREEMENTS
The Supply System, Bonaeville and each Participant have entered into a Net Billing Agreement.




from other sources, including amounts payable under the Power Sales Agreement. In consideration of
such assignment Bonneville will offset or credit the amounts paid by the Participants to the Supply
System against amounts owed Bonneville by the Participants for power purchased and certain services
under Bonneville Contracts, This system of offsets or credits is termed “net billing”. An abbreviated
summary of certain provisions of the Net Billing Agreements follows; however, reference should be made
to full text of the form of Agreements attached hereto as Exhibit IV,

The capitalization of any word or words which is not conventionally capitalized (e.g. Project,
Participants ) indicates that such words are defined in the Net Billing Agreements (Exhibit IV). (The
same practice is followed in the summaries of the Ownership Agreement, Project Agreement and
Resolution which follow. )

Term of the Agreement

Each Agreement became effective upon execution and delivery, Net billing will begin on January 1,
1981, or the Date of Commercial Operation, whichever is earlier, or at some earlier date if the Net
Billing Agreements are terminated prior to such dates, as hercinafter described under the caption
“Termination”,

Although the Net Billing Agreements may be terminated prior to the maturity of any notes or bonds,
the obligation of each of the Participants thereunder to pay its proportionate share of debt service on any
notes or bonds shall continue until the notes or bonds have been retired, and Bonneville will continue
to be obligated to offset or credit these payments against the bills rendered pursuant to the Participant’s
Bonneville Contracts.

Ownership and Operation

The Supply System will perform its duties, exercise its rights under the Ownership Agreement and
use its best efforts to construct, operate and maintain the Project and finance its interest therein, in
accordance with Prudent Utility Practice.

Sale, Purchase and Assigzment

The Supply System sells and each Participant purchases its Participant's Share and in turn assigns
its Participant’s Share to Bonneville.

In each Contract Year, the Participant’s Share is the percentage of the Supply System’s Ownership
Share of Project Capability specified for such year in Exhibit A to the Net Billing Agreements. During the
period from July 1, 1981 through June 30, 1984, the amount of power made available to each Participant
from the Supply System’s Ownership Share of Project Capability is reduced by sales of output under the
Power Sales Agreement. The purchase price to be pai¢ by each Participant in each Contract Year
will be the amount specified in the Billing Statement rendered to the Participant by the Supply System.
The amount of the Billing Statement is determined by multiplying the Annual Budget or any amended
Annual Budget, less any other funds, including amounts payable under the Power Sales Agreement,
specified in the Annual Budget as being payable from sources other than payments under the Net
Billing Agreements, by the Participant’s Share. The Annual Budget shall provide for all of the Supply
System’s costs with respect to the Project in the Contract Year, including debt service. The Participant
is obligated to pay the Supply System whether or not the Project is completed, operable or operating
and notwithstanding the suspension, interrupu~n, interference, reduction or curtailment of the Project
output, and such payments shall not be subject to reduction and shall not be conditioned upon the
performance or nonperformance by the St 'ply System or any other Project Cwner or Bonneville or any
other Participant under the Net Billing Agreements or any other agreement or instrument.

The Participant assigns and Bonneville accepts the assignment of the Participant’s Share. In con-
sideration of such assignment, Bonneville will offset or credit the amounts paid by the Participant to the
Supply System under the Net Billing Agreement against amounts owed Bonneville for power purchased
and certain services rendered under the Participant’s Bonneville Contracts.
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Bonneville is obligated to make the offsets and credits specified in the Net Billing Agreements
whether or not the Project is completed, operable, or operating and notwithstanding the suspension,
interruption, interference, reduction or curtailment of the Project output. Such offsets and credits shali
not be subject to reduction and shall not be conditioned upon the performance or nonperformance by
the Supply System or any other Project Owner or any Participant under the Net Billing Agreements or
any other agreement or instrument.

Payment

Each Participant is obligated to pay the Supply System on a monthly basis its Participant’s Share
of the Supply System’s annual costs associated with its Ownership Share of the Project as specified in its
Billing Statement. Each month's payments will be based on the amount of net billing credit reccived

Bonneville may enter into net billing agreements with any or all of the Participants in connection
with the construction and operation of other thermal generating plants, and has entered into such
agreements with all of the Participants in connection with one or more of the Supply System’s Nuclear
Projects No. 1 and No. 2 and the Trojan Project. Pursuant to the Net Billing Agreements, Bonneville
will offset the amounts it owes under the Net Billing Agreement and all other net billing agreements
which it may have in effect with each Participant against the sum of the amounts that such Participant may

the aggregate of its billings to the Participani to be less than 115 percent of the Bonneville net billing
obligations to the Participant under all agreements providing for net billing.

Two or more Participants may agree to a reallocation of their Participant’s Shares so long as,
ameng other requirements, the aggregate of the increases is equal to the aggregate of the decreases and
the reallocation does not cause Bonneville's estimate of the payments to be made by a Participant to
the Supply System to exceed 86.95% of Bonneville's estimate of its billings to the Participant.

If Bonneville is unable to net bill the amounts to be 1 .d to the Supply System because the dollar
obligations due Bonneville from a Participant are, or arc expected to be, insufficient to offset Bonne-
ville’s doliar obligations to such Participant, Bonneville will use its best efforts to arrange for a voluntary
assignment of such amounts which cannot be net billed and the Participant shall make any such assign-
ment so arranged. The other Participants will have the first right to accept such assignment, pro rata
among those exercising such right, before such an assignment is made to a customer who is not one of
the Participants. If Bonneville is unable to arrange for such an assignment, the Participant will make such
assignment to the other Participants, who are obligated to accept it Pro rata, provided that the sum of
such assignments to a Participant shall not, without its consent, exceed either 25% of its Participant’s
Share or its estimated net biiling capability.

If assignments cannot be made in amounts sufficient to bring into balance the respective dollar
obligations of Bonneviile and the Participant and an accumulated balance in favor of the Participant from
a previous Contract Year is expected by Bonneville to be carried for an additional year, such balance and
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any subsequent monthly net balances that cannot be net billed will be paid in cash to the Participant b
» subject to the availability of appropriations for such: p 2

The Net Billing Agreements will terminate if the Supply System is unable to participate in
ownership, construction, or operation of the Project due to licensing, financing, construction or oper-
ating conditions which are beyond its contro) or if the Supply System is in default under the Ownership
Agreemeni and has been requested by Bonneville to give notice of termination, or if the owners of
the Project invoke the procedure to end the Project set forth in the Ownership Agreement. The Supply
System shall give notice of termination of the Net Billing Agreements effective on the date of such
notice. The Supply System shail then terminate its activities relating io construction and operation

of its ownership interest in the Project, all in accordance with the Ownership Agreement. After such
terminaiion, the Supply System will make monthly accounting statements to Bonneville and each
Participant of al Costs associated with such termination. The monthly accounting statements wil| credit
against such costs al amounts received by the Supply System from the disposition of the Supply System's
Ownership Share of the Project assets. Such monthly accounting statements will continue at least
until all Bonds have been paid or funds arc set aside for their Payment. If the monthly accounting state-
ments show that such costs exceed such credits, the Participant wil] Pay its portion of such €XCess costs to

The Participant’s Share purchased by the Participant from the Supply System and assigned to
Bonneville under each Net Billing Agreement will be automatically increased for the remaining term of
the Agreement Pro rata with that of other nondefaulting Participants if, and 1o the extent that, one or
more of the Participants s unable, fails, or refuses for any reason to perform its obligations under ijts
Net Billing Agreement; provided however, that the sum of such increases for each Participant, without

Participant’s Rate Covenant

No Participant will be required to make Payments to the Supply System under its Net Billing
ment except from revenues derived from the ownership and operation of its electric utility properties
and from payments by Bonneville under such Agreement. The Participant covenants that it will establish,
maintain and collect rates or charges for power and energy and other services, facilities and commodities

sold, furnished or supplied by it through any of jts electric utility Properties which shall be adequate to
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provide revenues sufficient to enable ths Participant to make the payments to the Supply System pursuant to
its Net Billing Agreement and to pay all other charges and obligations payable from or constituting a
charge and lien upon such revenues.

Applicability of Other Instruments

The Net Billing Agreements are made subject to the terms and provisions of the Ownership Agree-
ment, the Bond Resolution and all licenses, permits and regulatory approvals necessary for the owner-
ship, construction and operation of the Project.

Exhibits
The Exhibits described below are a part of the Net Billing Agreements and are attached to the
form of Net Billing Agreement appended to this Official Statement as Exhibit IV,

Exhibit A—A list of the Participants and their respective Participant's Shares.
Exhibit B—Project Characteristics.

Exhibit C—Contractual provision required by Siatute or Executive Order. Under the provisions
of Executive Order 11246 of September 24, 1965 and the Rules and Regulations and relevant Orders of
the Secretary of Labor thereunder, the Supply System has been granted a limited exemption from the
cancellation, termination, and suspension provisions contained in Section 3(f) of Exhibit C to the Net
Billing Agreements in the event of non-compliance with the Equal Opportunity clause contained in said
Agreements by the Director, Office of Federal Contract Compliance, U.S. Department of Labor.

THE PROJECT AGREEMENT

The Supply System and Bonneville have entered into the Project Agreement. That Agreement,
among other things, contains provisions with respect to the financing, construction, operation and
maintenance of the Project, and the making of any replacements, repairs or capital additions thereto,
and budgeting under the Net Billing Agreements. An abbreviated summary of some of the provisions
of the Project Agreement follows; however, reference should be made to the full text of the Agreement
attached hereto as Ezhibit V.

Term

The Agreement became effective upon its execution and delivery and will terminate when the
Net Billing Agreements terminate.

Design, Construction, Operation and Maintenance of the Project

The Supply System agrees among other things (i) to perform its duties and exercise its rights under
the Ownership Agreement and the Project Agreement in accordance with Prudent Utility Practice; and
(ii) to keep Bonneville informed of all significant matters with respect to construction or operation of the
Project, where practicable in time for Bonneville to comment thereon before decisions are made, and
(iii) to confer with Bonneville during the development of the Supply System's proposals for such matters
when practical to do so.

Borneville will use its best efforts to construct, operate and maintain necessary facilities to inter-
connect the Project with the Federal Columbia River Power System so as to be ready to receive Project
generation on or before the initial test and operation of the Project.

Financing

The Supply System shall use its best efforts to issue and sell Bonds to finance its share of the Project
costs and the completion thereof, as such costs are defined in the Bond Resolution, and to finance its share
of the cost of any capital additions, renewals, repairs, replacements or modifications to the Project;
provided, however, that such Bonds may then be legally issued and sold.

Prior to its adoption, the Bond Resolution shall be subject to the approval of Bonneville.
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The Supply System will appoint a member designated by Bonneville to the Committee established
pursuant to the Ownership Agreement, who shall have the right to vote the lesser of 50% of the Supply
System’s Ownership Share or the sum of the Participant’s Shares assigned to Bonneville under the Net
Billing Agreements at the beginning of the Contract Year.

The Sup+ly System will not proceed with the following elective items under the Ownership Agree-
ment without the concurrence of Bonneville’s representative on the Committee: (i) notice to repair the
Project if the cost of repair is in excess of 20% of the depreciated value of the Project, (ii) renewals
and replacements not necessary to assure design capability and additions not required by governmental
agencies, (iii) construction of the Project if any other party to the Ownership Agreement does not
participate, for the reasons set forth in the Ownership Agreement.

Budgets

Bonneville has reviewed the Supply System’s Construction Budget. Promptly after the approval of
any revised construction budget pursuant to the Ownership Agreement, the Supply System shall submit
to Bonneville a revised Construction Budget. The budget shall include the Supply System’s share of
construction costs pursuant to the Ownership Agreement and all of the Supply System’s other costs
related to construction and financing of the Project. The updated Construction Budget for the succeeding
calendar year and revised Construction Budgets for the current calendar year shall become effective
unless disapproved by Bonneville within 30 days, and 7 days, respectively.

Prior to the Date of Commercial Operation and each succeeding Contract Year, the Supply System
shall submit an Annual Budget showing the Supply System’s Ownership Share of operating costs under
the operating budget adopted pursuant to the Ownership Agreement, its cost of fuel and all its other
costs related to its Ovmership Share of the Project. The Annual Budget shall be revised during the
Contract Year if necessary. The Annual Budget and any revised Annual Budget shall become effective
unless disapproved by Bonneville within 30 days and 7 days, respectiveiy.

Bonds for Replacements, Repairs and Capital Additions

If in any Contract Year the amounis in the Annual Budget for renewals, repairs, replacements
and betterments and for capital additions necessary to achieve design capability or required by govern-
mental agencies (“Amounts for Extraordinary Costs”), whether or not such amounts are costs of
operation or costs of construction, exceed the amount of reserves, if any, maintained for such purpose
pursuant to the Bond Resolution plus the proceeds of insurance, if any, available by reason of loss or
damage to the Project, by the lesser of:

(1) $3,000,000 or

(2) an amount by which the amount of Bonneville’s estimate of the total of the net billing
credits available in such Contract Year to the Participants and the amounts of such reserves and
insurance proceeds, if any, exceeds the Annual Budget for such Contract Year, exclusive of
Amounts for Extraordinary Costs;

the Supply System will, in good faith, use its best efforts to issue and sell Bonds to pay such excess.

Applicability of Other Instruments

The Project Agreement is made subject to the terms and provisions of the Bond Resolution and all
licenses, permits and regulatory approvals necessary for the ownership, construction and operation of
the Project.
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The Exhibits described below are an integral part of the Project Agreement. Exhibits A and B
are attached to the copy of the Project Agreement appended to this Official Statement as Exhibit V.
Exhibit C, the Ownership Agreement, is atrached hereto as Exhibit I11.

Exhibit A—Project Characteristics.

Exhibit B—Ccntractual provisions required by Statute or Executive Order. Under the provisions
of Executive Order 11246 of September 24, 1965 and the Rules and Regulations and relevant Orders
of the Secretary of Labor thereunder, the Supply System has been granted a limited exemption from
the cancellation, termination, and suspensicn provisions contained in Section 3(f) of Exhibit B to the
Project Agreement in the event of non-compliance with the Equal Opportunity clause contained in said
Agreement by the Director, Office of Federal Contract Compliance, U. S. Department of Labor.

Exhibit C—The Ownership Agreement.

THE OWNERSHIP AGREEMENT

The following is a summary of certain provisions of the Ownership Agreement and does not purport
to be complete. Reference should be made to the full text of the Ownership Agreement attached hereto
as Exhibit 111

Ownership of the Project. The Project shall be owned by the Parties as tenants in common. The
Supply System has an undivided interest of 70% and Pacific Power & Light Company, Portland General
Electric Company, Puget Sound Power & Light Company and The Washington Water Power Company
have undivided interests of 10%, 10%, 5% and 5% respectively. A Party’s Ownership Share may be
adjusted upon the occurrence of certain events, as described below.

Each Party promptly and with due diligence shall wke all necessary actions and seek all regulatory
approvals, licenses and permits to carry out its obligations under the Ownership Agreement.

The Parties waive the right to partition of the Project.

The duties, obligations and liabilities of the Parties are several and not joint or collective, and none
of the Parties shall be jointly or severally liable for the acts, omissions, or obligations of any of the
other Parties.

The Supply System shall construct, operate and maintain the Project and shall have possession and
control of the Project for all the Parties.

Committee. There shall be a Committee composed of seven members, three to be appointed by
Supply System (one of whom will be designated by Bonneville pursuant to the Project Agreement), and
one member to be appointed by each other Party. Eoch Committee member shall have the right to
vote that part of the Ownership Share of the Party appointing him as designated in the notice of appoint-
ment, aid the member appointed by Bonneville shall have the right to vote the portion of the Supply
System’s Ownership Share provided in the Project Agreement. The total voting rights of the members
of the Committee appointed by each Party shall be equal to such Party’s Ownership Share.

The Supply System shall keep all members of the Committee informed of all significant matters
with respect to planning, construction, operation or maintenance of the Project, and when practicable, in
time for members to comment thereon before decisions are made, and shall confer with the Committee,
or separately with members thereot, during the development of the Supply System's proposals regarding
such matters when practicable to do so. Upon request of any Committee member, the Supply System shall
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furnish or make available to all members of the Committee, with reasonable promptness and at reasonable
times, any and all other information relating to the planning, construction, operation or maintenance of
the Project.

The Supply System shall submit each of the matters listed below to the Committee for approval,
which approval must be by a vote of Committee members having combined Ownership Share voting
rights of more than 80% :

Determination of the Minimum Capability of the Project

Any p.oposal made by Committee members, appointed by Parties other than Supply System, having
Ownership Share voting rights of 20% or more, or by the Committee member designated by
Bonneville

Construction budgets and budgets of Annual Costs and changes therein

Any increase in the working fund in the Construction T rust Account or the Operating Trust Account
described below

Award of any contract or approval of any change order, in either case in excess of $500,000
Fuel Plan, changes therein and determinations relating thereto

Scheduled outages

Insurance coverage, including limits and choice of insurers

Estimate of cost of repair or damage to the Project if in excess of $1,000,000, and estimate of the
value of the Project without repair

Sales of salvage materials in excess of such minimum amount as is established by the Committee.

If any of the above matters cannot be resolved by the required vote of the Committee, procedures
have been established to resolve the issve in accordance with Prudent Utility Practice.

“Prudent Utility Practice” means any of the practices, methods and acts, which, in the exercise of
reasonable judgment in the light of the facts ( including practices, methods and acts engaged in or ap-
proved by a significant portion of the electrical utility industry prior thereto) known at the time the
decision was made, would have been expected to accomplish the desired result at the lowest reasonable
cost consistent with reliability, safety and expedition. Prudent Utility Practice is not limited to the optimum
practice, method or act, but rather a spectrum of possible practices, methods or acts. In evaluating
whether any matter conforms to Prudent Utility Practice there shall be taken into account (i) the fact
that Supply System is a municipal corporation and operating agency under the laws of the State of Wash-
ington; and (ii) the objective to integrate the Project Capability with the generating resources of the
Federal Columbia River Power System and the generating resources of other systems operated by the
Parties to achieve optimum utilization of the resources of such systems.

Supply System shall submit the following additional matters to the Committee and shall proceed
on such matters only upon unanimous approval of the Committee:
(i) Selection of the site of the Project
(ii) Selection of the type of nuclear steam supply system
(iii) Selection of the method of heat disnosition
(iv) Award of contracts for nuclear steam supply system and turbine-generators
(v) Selection of an architect engineer
(vi) Extension of insurance to any additional unit or generating project

(vii) Capital additions to the Project after the Date of Commercial Operation which are not
necessary to assure design capability, or are not required by governmental agencies.
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If the Committee is unable to reach uranimous agreement within sixty days after submission by
Supply System of any of the matters (i) through (v) listed above, then unless the Committee unanimously
agrees otherwise, Supply Sysiem shall notify the Parties in writing and they shall then terminate the
Project, or one or more of the Parties may elect to proceed with the Project upon reimbursing the non-
electing Parties for their Costs of Construction and Fuel. Upon such reimbursement, the interest of the
non-electing Parties in the Project shall vest in the electing Parties. Each of the Parties has agreed to the
Supply System's de‘ermination of the matters listed in (i), (ii), (iv) and (v) above.

mmomumm

The Supply System shall (a) take whatever action is necessary or appropriate to seek and obtain
all licenses, permits and other rights and regulatory approvals necessary for the construction, operation
and maintenance of the Project; (b) prosecute construction of the Project in accordance with Prudent
Utility Practice, AEC licensing requirements, any applicable Federal or State laws and regulations there-
under, and plans and specifications for the Project prepared or recommended by the Project architect-
engineer, and so as to schedule the Date of Commercial Operation as near as may be to September 1,
1981; (c) operate and maintain the Project in accordance with Prudent Utility Practice, giving due
consideration to the recommendaticns of the Committee and the manufacturer’s warranty requirements
and in such a manner as to meet the requirements of the AEC and other government agencies having
jurisdiction, to safeguard the health and safety of persons and safety of property, and, as necessary in
the normal course of business, to assure the continued operation and maintenance of the Project.

Commmwhy-m

Construction Budgets and budgets of Annual Costs, except Fuel costs, and revisions thereof shall
be submitted to the Committee for approval at the times specified in the Ownership Agreement.

Costs of Construction and Annual Costs, including Fuel costs, shall be paid from the Construction
Trust Account ai.d Operating Trust Account, respectively, which the Supply System is required to establish
and maintain as separate accounts in a bank located in Washington meeting all requirements imposed
upon depositories for any of the Parties. All moneys received by the Supply System uncer the Owner-
ship Agreement shall be deposited in the appropriate Trust Account. Payments by the Parties shall be
made at the times specified in the Ownership Agreement.

The Supply System shall keep up-to-date books and records of all financial transactions and other
arrangements in carrying out the terms of the Ownership Agreement. All accounts shall be so kept as to
permit conversion to the system of accounts prescribed for electric utilities by the Federal Power Com-
mission. The Supply System shall cause all books and records to be audited by independent certified

and when such accounts are closed. Copies of such audits shall be supplied to each Party. Each Party
shall have the right to examine and copy all plans, specifications, bids and contracts relating to the Project.

Fuel and Scheduling

The Supply System shall arrange for Fuel in amounts so that each Party may utilize its Ownership
Share of the Project in a manner which such Party estimates is best suited to its individual system needs.
Each year the Supply System will p ‘pare and submit to the Committee for approval a ten-year fuel

At the time of each fueling, the Supply System shall submit to the Committee for approval its
determination of the next fueling date (the “Forecast Refueling Date™), the kilowatt-hours of net energy
available to each Party to such Date (the “Energy Entitlement”) and the cost per kilowatt-hour of its
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Energy Entitlement. Each Party’s Energy Entitlement shall equal as nearly as practicable such Party’s
forecasted generation requirements,

Generally each Party shall be entitled to receive, as scheduled by it, its Ownership Share of the
Project Capability, and each Party shall schedule energy from the Project in such a manner that is
Energy Entitlement is adequate to maintain such Party’s Ownership Share of Minimum ¢ apability until
the next Forecast Refueling Date.

Each Party shall order at least its Ownership Share of the Fuel necessary to insure operation at
Minimum Capability to the Forecast Refueling Date,

Any Party may (i) order less than its Ownership Share of the Fuel necessary to insure operation at
Minimum Capability to the Forecast Refueling Date, (ii) require that such Date be advanced or delayed,
(iii) use the Energy Entitlement of other Partics, or (iv) require that the Project not be operated, upon
arranging for equivalent alternate capacity and energy for the other Parties, but any such action shall not
adversely affect the availability of capacity and energy to which any other Party is entitled from the
Project or any other Party’s costs for such capacity and energy.

The Supply System shall schedule Project outages, other than fueling outages, and submit them
to the Committee for approval as far in advance as practicable, but may shut down the Project to meet
governmental requirements or to avoid hazard to the Project or any person or property.

Liabilities; Waiver of Subrogation

Each of the Parties releases cach of the other Parties from any claim for Joss or damage,including
consequential loss or damage, arising out of the construction, operation, maintenance, reconstruction,
and repair of the Project due to negligence, including gross negligence, but not any claim for loss or
damage resulting from breach of any contract relaung to the Project, including the Ownership Agree-

damages to any Party resulting from loss of use and occupancy of the Project or any part thercof, resuit-
ing from the Project and based upon injury to or death of persons or damage to or loss of Project property
and property of other parties, to the eéxtent not covered by collectible insurance, shall be charged to Costs
of Construction or Annual Costs, whichever may be appropriate.

Parties, its agents and employees, for losses, costs, damages or €xpenses arising out of the construction,
Operation, maintenance, reconstruction or repair of the Project.

Dluplothhojed

* = extent that Supply System’s estimate of the cost of repair is less than 20% of the then depreciated
“slue of the Project, and if the Parties do not unanimously agree that the Project shall be ended (see the




caption “Enc of Project” below), Supply System shall promptly submit a revised Construction Budget or
budget of Annual Costs, as appropriate, and shall proceed to repair the Project, and each Party shall pay
its Ownership Share of the cost of such repair.

If the Project suffers damage to the extent that Supply System’s estimate of the cost of repair
exceeds 20% of the then depreciated vaiue of the Project, computed according to the Ownership Agree-

the Project if it is terminated without repair, and the denominator of which is said fair market value
Plus the actual expenditures for repair. The amount of such reduction shall be proportionately added
to the Ownership Share of each Party giving such notice.

If the Project suffers damage to the extent that Supply System’s estimated cost of repair cxceeds
20% of the then depreciated value of the Project and no Party gives the notice referred to above, the
Project shall be ended.

Default

Upon failure of a Party to make any payment when due, or to perform any obligation herein, any
other Party may make written demand upon said Party, and if said failure is not cured within 10 days from
the date of such demand, it shall constitute a default at the expiration of such period. Any nondefaulting
Party may take any action, in law or equity, including an action for specific perfoimance, to enforce the
Ownership Agreement and to recover for any loss, damage or payment advances incurred by reason of
such default.

Assignment

the Ownership Agreement, and no transfer or assignment hereunder shall operate 1 increase the number
of members on the Committee. Transfer or assignment shall not relieve a Party of any obligation under the
Ownership Agreement except to the extent agreed to in writing by the other Parties.

End of Project

When the Project can no longer be made capable of producing electricity consistent with Prudent
Utility Practice or the requirements of governmental agencies having jurisdiction or is no longer licensed
by the AEC, or when the Project is ended as a result of damage thereto as described above, Supply System
shall sell for removal all saleable parts of the Project, exclusive of Fuel. to the highest bidders. After de-
ducting all costs of ending the Project, Supply System shall close the appropriate Trust Account and, if
there are net proceeds, distribute to each Party its Ownership Share of such proceeds. Supply System shall
liquidate the Fuel, ard after making all required payments and receiving all due receipts, shall disburse
the proceeds to the owners as their interests appear. In the event the costs of ending the Project exceed
available funds, each Party shall pay its Ownership Share of such zxcess as incurred.

If one or more of the Partie. is rendered incapable of proceeding with its obligations under the
Ownership Agreement by reason of (i) inability to finance or (ii) failure to obtain necessary legal
authorizations, including regulatory approvals, which cordition is beyond the ability of such Party to
remedy by reasonable means within a reasonable time, one or more of the other Parties may elect to
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proceed with the Project without the disabled Party. The Parties so electing shall promptly reimburse
each non-electing Party for its Costs of Construction and costs of Fuel, if any, incurred under the
Ownership Agreement. Upon such reimbursement, the non-electing Parties’ interest in the Project shall

Secattle, Washington, or New York, New York.

Use of the Proceeds

The Resolutior. authorizes the issuance of the Notes for the purpose of paying a part of the cost to
the Supply System of constructing and acquiring its ownership interest in the Project and placing it into

making site and other studies and surveys for the Project, obiaining necessary permits, licenses and
approvals, preparing detailed plans and specifications for the construction of the Project, paying the
principal of and interest on the outstanding $2,000,000 note issue which was issued for the Project, the
expenses of issuing and selling the Notes and the fees and charges of the trustee and depositaries
appointed pursuant to the Resolution and the paying agents for the Notes and the $2,000,000 note issue
and paying interest on the Notes from their date to the date of maturity thereof,

Description of the Notes

multiple thereof, (as may be requested by the purchaser or purcaasers ), numbered from | upwards, and
dated October 1, 1973, They will bear interest at such rate as is determined by the Board at the time of
sale thereof, payable on December 15, 1973 and semi-annually on each December 15 and June 15
thereafter, and shall mature without option of prior redemption on June 15, 1976.

Sources from Which Notes Payable

Cmﬁonoll?ubnl.\m

The Resolution authorizes the creation of two special funds of the Supply System: one, known as
the “Nuclear Project No. 3—Preliminary Construction Fund” (the “Preliminary Construction Fund™),
will be held in trust and administered by the Supply System, and the other, known as the “Nuclear
Project No. 3—Note Interest Fund” (the “Note Interest Fund”), will be held in trust and administered by
the Note Interest Fund Trustee (the “Note Interest Fund Trustee”). The Supply System will appoint
one of the Paying Agents for the Notes as Note Interest Fund Trustee.

DM.thothm
From the proceeds of the sale of the Notes there shall be deposited:

1. With the paying agent for the $2,000,000 principal amount of notes beretofore issued by
the Supply Svstem, a sum sufficient to pay the principal of and interest on said notes.
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2. With the Note Interest Fund Trustee for credit to the Note Interest Fund an amount equal
to the interest to accrue on the Notes from the date thereof to June 15, 1976, which shall be
used to pay interesi on the Notes during such period.

3. With the Supply System for credit to the Preliminary Construction Fund the balance of
such Note proceeds, which will be applied for the purposes noted above under the caption “Use of
the Proceeds”.

Monies in the Note Interest Fund will be used solely for the purpose of paying interest on the Notes.
On or before the fourteenth (14th) day of each month in which an instalilment of interest falls due on
the Notes, the Note Interest Fund Trustee will transfer from the Note Interest Fund to the Paying Agents
an amount which, together with any monies theretofore received or held by the Paying Agents for the
purpose, will be sufficient to pay the installment of interest then falling due on the Notes. If at any time
monies in the Note Interest Fund and other available monies are inadequate for payment of interest, the
Supply System will transfer from the Preliminary Construction Fund to the Note Interest Fund any addi-
tional amounts of money required.

All monies held or set aside by the Supply System in the Preliminary Construction Fund will, until
invested or applied as provided in the Resolution, be deposited by the Supply System for the account of
the Preliminary Construction Fund in such depositary or depositaries (hereinafter referred to as the
“Construction Fund Depositary” or “Construction Fund Depositaries”) as the Supply System may
appoint. Each Construction Fund Depositary will be a state bank or trust company or national banking
association located in the State of Washington and qualified under the law: of said State to receive
deposits of public monies, having a capital stock and surplus in excess of $7,500,000. All monies so
deposited shall be continuously secured for the benefit of the Supply System and the holders of the Notes
to the extent permitted by applicable state or federal laws for the securing of deposits of public monies.

Investment of Monies Held in Funds

Monies held for the credit of the Preliminary Construction Fund and Note Interest Fund are to be
invested in the following:

1. Direct obligations of, or obligations the principal of and interest on which are uncondi-
tionslly guaranteed by, the United States of Ameuica;

2. General obligation bonds of any state of the United States of America rated by a nationally
recognized bond rating agency in either of the two highest rating categories assigned by such
rating agency;

3. Bonds, debentures, notes or participation certificates issued by the Bank fcr Cooperatives,
the Federal Intermediate Credit Bank, the Federal Home Loan Bank System, the Export-lmport
Bank of the United States, Federal Land Banks, the Federal National Mortgage Association or
any other agency of the United States of America or any corporation wholly owned by the
United States;

4. Public Housing Bonds or Project Notes issued by Public Housing Authorities and fully

secured as to the payment of both principal and interest by a pledge of annual contributions to be
paid by the United States of America or any agency thereof; or

5. Bank time deposits evidenced by certificates of deposit issued by any bank, trust company,
or national banking association located in the State of Washington which is a member of the Federal
Reserve System, is a qualified public depositary under the laws of the State of Washington and
bas capital stock and surplus of at least $7,500,000. Such time deposits will mature not later than
the time when the funds invested are required for the purpose iniended and will be secured at all
times in the maaner provided by the laws of the State of Washington, provided, that the funds
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' ' invested in bank time deposits issued by any one bank, trust company or national banking association
will not exceed at any one time 50% of the total of the capital stock and surplus of such bank,
trust company or national banking association.

All interest earned by reason of investment of monies in either fund shall accrue to the Preliminary
Construction Fund. In the event monies that are invested are needed in the Preliminary Construction
Fuad or Note Interest Fund to meet obligations for which funds are not otherwise available, then the
Supply System shall sel! or present for redemption any part of the investments to the extent required to
provide the necessary funds.

Particular Covenants of the System
The Supply System covenants and agrees with the purchasers and holders of the Notes as follows:

A. The Supply System will pay the principal of and interest on each and every Note issued
by the Supply System pursuant to the Resolution on the dates and at the places provided ior in the
Notes from any monies of the Supply System that may be lawfully applied to the payment thereof,
including revenues derived from the Supply System'’s ownership interest in the Project and the
nroceeds of revenue bonds or refunding notes of the Supply System.

B. So long as any of the Notes are outstanding and unpaid, the Supply System will not, (i)
veluntarily consent to or permit any rescission of, nor will it consent to any amendment to, nor
otherwise take any action under or in connection with any of the Net Billing Agreements which will
reduce the payments provided for therein or which will release any party thereto from its obligations
thereunder, or which will in any manner impair or adversely affect the rights of the Supply System
or of the holders of the Notes, and the Supply System will perform all of its obligations under the
Net Billing Agreements and take such action and proceedings as shall be necessary to protect and
safeguard the security for the payment of the Notes afforded by the provisions of the Net Billing
Agreements; or (ii) voluntarily consent to or permit any rescission of, nor will it consent to any
amendment to or modification of, nor otherwise take any action under or in connecticn with the
Ownership Agreement or the Project Agreement which will in any manner impair or adversely
affect the rights of the Supply Systen: or of the holders from time to time of the Notes. The Supply
System will perform all of its obligations under the Ownership Agreement and the Project Agree-
ment and will take such actions and proceedings as shall be necessary to protect and safeguard the
security for the payment of the Notes afforded by the provisions of such Agreements.

C. The Supply System will proceed as promptly as is reasonably possible and practicable to
obtain all necessary permits, licenses and approvals, to prepare detailed plans and specifications for
the construction of the Project and to do other necessary preliminary work so that the construction
of the Project can be commenced and financing of the Supply System’s ownership interest therein
provided for through the sale of revenue bonds of the Supply System.

D. As scon as it is reasonably practicable the Supply System will issue and sell its revenue
bonds for the purpose of providing funds to pay the cost of construction and acquisition of the Supply
System's ownership interes: in the Project, which cost shall include, among other things, the L ayment
of the principal and interest not paid from the principal of the Notes authorized pursuant to the
Resolution. If for any reason the Supply System is unable to issue and sell bonds or refunding notes
to obtain funds to pay the principal of the Notes when due, or is unable to proceed with the financ-
ing of the Project for any reason, the Supply System will terminate the Net Billing Agreements as
provided in sub-paragraph (a) of Section 10 of each of the Net Billing Agreements and will invoke
the provisions of such Section. Thereafter the Supply System shall in each month make monthly
accounting statements under the Net Biliing Agreements which shall show as the amounts due from
the Participants in such month the maximum amount which can be stated therein for payment by
the Participants in such month without causing the amount due from any Participant to exceed the
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E. The Supply System reserves the right to issue additional Dotes to pay a part of the Supply
System’s share of the cost of acquiring and constructing the Project Payable on a parity with the
Notes from the proceeds of revenue bonds or notes or any other monies available therefor, including
revenues to be received pursuant to the provisions of the Resolution summarized in the preceding

Severability
If any one or more Provisions of the Resolution shali be declared by any court of competent jurisdic-
tion to be contrary to law then the affected provisions shall be separable from, and shall in no

TRUSTEE

The Supply System has appointed Peoples National Bank of Washington to serve as the Note Interest
Fund Trusiee,

NEGOTIABLE INSTRUMENTS

The Notes and interest coupons attached thereto are negotiable instruments in accordance with the
Provisions of Section 54.24.120 of the Revised Code of Washington.

LITIGATION

There is no litigation pending, nor to the knowledge of the Supply System, any threatened, question-
ing the corporate existence of the Supply System, or the title of the officers of the Supply System to their
respective offices, or the validity of the Notes, or the power and authority of the Supply System to issue
the Notes, or the validity of the Net Billing Agreements, the Project Agreement, the Ownership Agree-
ment, or any other proceeding taken or contract entered into by the Supply System, which is in any way
related to the Project, or the power and authority of the Supply System to fix, charge and collect rates for
the sale of powc:, energy and capability from the Supply System’s Ownership interest in the Project as
Provided in the Resolutic-




APPROVAL OF LEGAL PROCEEDINGS

All legal matters incident to the Net Billing Agreements, the Ownership Agreement, the Project
Agreement and the authorization and issuance of the Notes are subject to the approval of Messrs. Wood
Dawson Love & Sabatine, Bond Counsel to the Supply System, and Messrs. Houghton Cluck Coughlin
& Riley, Special Counsel to the Supply System. Copies of the opinions they propose to render are
appended hereto as Exhibits VI and VII.

TAX EXEMPTION

In the opinion of the above named Counsel, the interest on the Notes will be exempt from Federal
income taxation under existing laws and regulations and a specific ruling issued by the Internal Revenue
Service with respect to the Notes.

MISCELLANEOUS

The references, excerpts, and summaries contained herein of the Net Billing Agreements, the Project
Agreement, the Ownership Agreement, and the Resolution do not purport to be complete statements of
the provisions of such documents and reference should be made to such documents for a full and complete
statement of all matters relating to the Notes, the rights and obligations of the holders thereof and said
agreements.

The authorizations, agreements and covenants of the Supply System are set forth in the Resolution,
and neither this Official Statement nor any advertisemant of the Notes is to be construed as a contract
with the holders of the Notes. Any statements made in this Official Statement involving matters of
opinion or of estimates, whether or not expressly so identified, are intended merely as such and pot as
representations of fact.

All of the information relative to the Pacific Northwest, Bonneville, Joint Power Planning Council
and Pacific Northwest Utilities Conference Committee has been taken from sources deemed to be
reliable but is not guaranteed as to completeness or accuracy.

The delivery of this Official Statement has been duly authorized by the Supply System.

WASHINGTON PuUBLIC POWER SUPPLY SYSTEM

By E. VicTor RHODES
Secretary

Dated October 10, 1973
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EXHIBIT 1
WASHINGTON PUBLIC POWER SUPPLY SYSTEM
Nuclear Project No. 3

Columns (1) and (2) in the following table show the number of customers and the gross revenues
of each Participant and Company for fiscal 1972.

Column (3) shows the decimal fraction of the Supply Systew’s Ownership Share of Project Capa-
bility that has been purchased by each Participant and assigned to Bonneville and the ownership shares
of each Company.

Column (4) shows the amount of the biilings for power and certain services, after deducting any
amounts previously committed under other net billing or exchange agreements, that Bonneville estimates
each Participant will be obligated to pay in the fiscal year ending June 30, 1983.

Based upon an estimated average annual cost to the Supply System, Column (5) shows tiie estimated
annual Project costs as they are allocated to each Participant for fiscal year 1982-1983 to be offset or
credited against the anticipated billings to the Participant shown in Column (4).
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WASHINGTON PUBLIC POWER SUPPLY SYSTEM

PARTICIPANTS

City of Albion, Idaho ..............
City of Bandon, Oregon . . . .. S ok b
Public Utility District No. 1

of Benton County, Washington . . . . .
Benton Rural Electric Association . . . .
Big Bend Electric Cooperative, Inc. . . .
Blachly-Lane Cooperative Electric

AsSociation ....................
City of Blaine, Washington . ..... .. ..
City of Bonners Ferry, Idaho . ... . ...
City of Burley, Idaho . ..............
City of Canby, Oregon .............
City of Cascade Locks, Oregon . .....
Central Electric Cooperative, Inc. . . . .
City of Centralia, Washington . . . .. . ..
Central Lincoln Peoples’ Utility District
Public Utility District No. 1

of Chelan County, Washington . . . .
City of Cheney, Washington ... .. ...

Public Utility District No. 1
of Clallam County, Washington . . . .

Public Utility District No. 1

of Clark County, Washington . . . . ..
Clatskanie People’s Utility District . . . .
Clearwater Power Company ........

Columbia Basin Electric Cooperative,
e R AN oS

Columbia Power Cooperative
Association, Inc. .............. ..

Columbia Rura! Electric Association,
o R R R S

Coos-Curry Electric Cooperati: 2, Inc.. .
Town of Coulee Dam, Washington . . ..
Public Utility District No. 1

of Cowlitz County, Washington . .
City of Declo, Idaho .......... . ...
Public Utility District No. |

of Douglas County, Washington . . . .
Douglas Electric Cooperative, Inc. . . . .
City of Drain, Oregon . .......... ...
East End Mutual Electric o, kad. ...
City of Ellensburg, Washington . .. ...

Nuclear Project No. 3
1) 2) 3 ) 3
m’:‘:‘ Estimated
of Supply Participant's
System's Anticipated Share of
Flscal 1972 Statistics O-An:r:'mn B%r‘-m[le Anﬁf:emtm
Customers Revenues  1982-1983(1) 1982-1983(D)  1982-198%(F)
146 § 23,974 0.00006 $ 4500 § 2,500
1,558 374,134 0.00132 124,900 54.100
15,301 4,740,481 0.04160 2,466,200 1,704,300
4,894 1,213,861 0.00783 400,500 320.800
4,297 1,789,678 0.00528 351,500 216,300
1,786 726,056 0.00415 296,200 170,000
1,127 245,318 0.00116 71,800 47,500
1,602 339,683 0.00108 67,600 44,200
3,908 826,893 0.00198 148,800 81,100
1,887 405,929 0.00164 153,100 67,200
578 175,057 0.00049 ~ 50.700 20,100
4,685 1,234,504 0.01183 608,600 484,700
6,258 1,156,453 0.00275 190,600 112,700
17,268 6,184,656 0.03236 2,607,500 1,325,700
18,808 5,537,414 0.00606 257.500 248,300
2,568 667,506 0.00479 278,700 196,200
9,579 2,739,106 0.01006 630,500 412,100
53,865 14,216,846 0.15228 7,123,600 6,238,600
2,432 1,833,515 0.00763 806,800 312,600
5,343 1,370,112 0.00703 371,500 288,000
3,002 1,015,501 0.00382 236,600 156,500
1,286 459,649 0.00101 68,800 41,400
1,838 775,135 0.01323 650,100 542,000
t 8,626 (.00007 3,700 2.900
8914 2,780,145 0.01655 1,221,400 678,000
7,809 2,569,924 0.00880 543,700 360,500
546 171,988 0.00052 36,300 21,300
28,619 9,446,009 0.02370 1,968,900 970,900
100 19,540 0.00017 10,200 7,000
7,290 2,054,707 0.00083 38.500 34,800
5,019 1,151,293 0.00617 463.900 252,800
556 178,700 0.00085 73,600 34,800
293 58,697 0.00032 17,100 13,100
4928 1,118,022 0.00712 430,600 291,700
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Fall River Rural Electric Cooperativs,
R Lt ot

Farmers Electric o bt ...
Public Utility District No. 1

of Ferry goumy. Washington . . . . ..
Flathead Eiectric Cooperative, Inc. . .
City of Forest Grove, Oregon ... .....
Public Utility District No. 1

of Franklin County, Washington . . . .
Public Utility District No. 2

of Grant County, Washington . . . . . .
Public Utility District No. |

of Grays Larbor County, Washington
Harney Electric Cooperative, Inc. . . ..
City of Heyburn, Idaho ...... ..
Hood River Electric Cooperative,

Oregon
Idako County Light & Power Coopera-

tive Association, Inc. . ..., ... ...
City of Idaho Falls, Idaho ., ..., . .
Inland Power & Light Company . . . ..
Public Utility District No. 1

of Kittitas County, Washington . . . .,
Public Utility District No, 1

of Klickitat County, Washington . . .
Kootenai Electric Cooperative, Inc . . .
Lane County Electric Cooperative, Inc.
Public Utility District No. 1

of Lewis County, Washington . . . . .

Lincoln Electric Cooperative, Inc.
(Montana)

.......................

....................

(Washington )
Lost River Electric Cooperative, Inc. . .
Lower Valley Power & Light, Inc. . . ..
Public Utility District No. 1

of Mason County, Washington . . . . .
Public Utility District No. 3

of Mason County, Washingion . . . ..
Town of McCleary, Washington . . . .
City of McMinnville, Oregoa ... ... ..
Midstate Electric Cooperative, Inc. . ..
City of Milton-Freewater, Oregon . . .
City of Minidoka, Idaho . . ... . . . .
Missoula Electric Cooperative, Inc. . . .
City of Monmouth, Oregon .........

Nuclear Project No, 3 . (continued)
) (%) 3) “ (5)
3 Estimated

of Supply Participant's

Fiscal 1972 Statisties ovnerthp ":;7',";:':"?? ‘,,%‘.::"'3:“

Customers Hevenues  1982-1983(A) 1982-1983(D) 1980 1ons (s
4,102 § 922296 0.0025¢ $ 142,100 $ 102,400
183 18,079 0.00021 12,900 8,600
1,502 476,510 0.00116 70,400 47,500
3,939 788,284 0.00355 186,200 145,400
4,045 938,707  0.00000(B ) 375,600 0
9,990 2,928,955 0.01251 796,000 512,500
19,500 6,935,552 0.00589 250,200 241,300
28,007 6,355.467 0.02040 1,791,500 835,700
1,527 875,562 0.00263 169,700 107,700
686 391,556 0.00173 122,600 70,900
2,132 639,192 0.00436 293,000 178,600
1,543 346,106 0.00111 63,200 45,500
12,967 3,208,038 0.00797 568,000 326,500
11,575 2,814,575 0.02029 1,000,900 831,200
1,162 300,982 0.00205 118,600 84,000
5,881 1,704,287 0.00565 355,500 231,500
4,360 944,530 0.00515 260,100 211,000
7,320 1,902,374 0.01114 743,200 456,400
15,166 3,501,978 0.01249 788,100 511,700
1,655 536,898 0.00225 120,100 92,200
1,486 595,268 0.00119 84,900 48,800
1,288 307,481 0.001 20 69,100 49,200
6,122 1,634,136 0.00671 360,800 274,900
2,356 409,976 0.00171 102,500 70,100
11,826 2,776,718 0.01419 815,000 581,300
626 215,454 0.00075 54,400 30,700
5,185 1,559,912 0.00102 498,400 41,800
3,625 988,747 0.00590 410,500 241,700
2916 625,527 0.00000(C) 339,760 0
50 8,979 0.00001 1,300 400
3,437 775,496 0.00412 206,700 168,800
1,812 § 395850 0.00352 s 325,600 $ 144,200
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Nuclear Project No. 3 — (continued)
PARTICIPANTS 1) @) 3 4) (5)
PR T T m‘.‘:‘ ; Estimated
of Supply hlftlv!p.mr s
System'’s Anticipated Share of
Tlscal 1972 Statistics O%nership ‘Bomnevilie ARDUG] Coxt
Customers Revenues  1982-1983(A) 1982-1983(D) 1982-1683 (F )
Nespelem Valley Electric

ooperative, Inc. ............... 989 274,951 0.C0146 76,800 59,800
Northern Lights, Inc. .......... ... . 5,503 1,219,293  0.00547 278,900 224,100
Northern Wasco County People’s

Utility District ................. 2,458 515,977 0.00142 197,300 58,200
Public Utility District No. 1

of Okanogan County, Washington . . 11,437 2,852,454 0.00299 200,400 122,500
Okanogan County Electric

Cooperative, Inc. ............... 982 194,031 0.00092 55,300 37,700
Orcas Power & Light Company . .. ... 3,208 932,971 0.00728 379,700 298,200
Public Utility District No. 2

of Pacific County, Washington . . . .. 10,832 1,928,811 0.00941 578,900 385,500
Public Utility District No. 1

of Pend Oreille County, Washington 2,771 865,990 0.00064 27,800 26,200
City of Port Angeles, Washington . .. .. 6,836 1,979,504 0.00754 549,500 308,900
Prairie Power Cooperative, Inc. .. ... . 310 78,217 0.00026 13,500 10,700
Raft River Rural Electric Cooperative,

A U T P S P 1,645 1,015,079 0.00533 300,700 218,400
Ravalli County Electric Cooperative,

R Y e e R 2,027 547,786 0.00455 226,700 186,400
City of Richland, Washington ...... ., 9,061 2,551,518 0.01479 938,100 605,900 .
Riverside Electric Company, L. . ... 205 37,847 0.00025 13,100 10,200
City of Rupert, Idaho ..., ... ... ... 1,972 471,793 0.001:1 85,700 49,600
Rural Electric Company ............ 1,764 472,445 0.00443 218,300 181,500
Selem Electrle ................... 6,745 1,313,349  0.01025 752,000 419,900
Salmon River Electric Cooperative, Inc. 1,223 309,683 0.00104 59,300 42,600
City of Seattle, Washington .. ... .. . 255,651 60,443,753  0.09930 5,011,100 4,068,100
Public Utility District No. 1

of Skamania County, Washingtes | | 2,561 774,612 0.00291 185,100 119,200
Public Utility District No. 1

of Snohomish County, Washington . . 103,736 24,320,282 0.19767 10,726,500 8,098,100
South Side Electric Lines, Inc. ....... 374 125,736 0.00085 43,700 34,800
City of Springfield, Oregon . ... .. . 5,735 1,377,068 0.00145 203,200 59,400
Town of Sumas, Washington . ... ... 321 75,851 0.00019 13,400 7,800
Surprise Valley Electrification

orporation ................... 2,652 764,747 0.00163 96,200 66,800
City of Tacoma, Washington . . .. ... .. 62,84+ 30,587,028 0.02309 1,873,100 946,000
Tanner Electric .......... .. .. ... 658 152,145 0.00109 58,000 44,700
Tillamook People’s Utility District . . . . 10,921 2,811,835 0.00746 708,600 305,600
Umatilla Electric Cooperative

Association ................ ... 4472 1,466,520 0.01487 1,226,800 609,200
Unity Light & Power Company . ... ... 1,083 241,686 0.00278 139,800 113,900
Vera Irrigation District No. 15 ... .. 3,196 603,229 0.00378 239,700 154,900
Vigilante Electric Cooperative, Inc. . .. 2,929 726,325 0.00136 82,600 55,700
Public Utility District No. 1

of Wahkiakum County, Washington 1,941 383,874 0.00203 125,500 83,200

Wasco Electric Cooperative, Inc. . . . .. 2,273 719,014  0.00271 191,400 111,000




i WASHINGTON PUBLIC POWER SUPPLY SYSTEM

Nuclear Project No, 3 — (continued)
PARTICIPANTS ) (@) (&} 4) 5)
Estimated
of Supply Participant's
8 g Anticipated Share of
Customers Revenues  1682-1983(A) 1982-1983(D) 1982-1983(E)
Wells Rural Electric Company . ...... 1,370 § 681,336 0.00270 $ 122,300 $§ 110,600
West Oregon Electric Cooperative, Inc. 2,544 628,305 000238 175,300 97,500
Public Utility District No. 1
of Whatcom County, Washington . . . 1 285,388 0.00459 231,200 188,000
TOTAL PARTICIPANTS (103) ..... 961,318 $359,154,118 1.00000 $72,248,300 $40,968,000
~'A_—' b s o‘mmh(l’)shne of
Fiscal 1972 Statistics
Mﬂﬂ Revenues mfo‘&z‘f:'f&'i'm’
Pacific Power & Light Company ..................... . 507,746 $197,950,424 .10000
Port'and General Electric Company ................... .. 365,415 112,442,578 .10000
Puget Sound Power & Light Company ................ .~ 379,726 108,146,204 05000
The Washington Water Power Company ........... ... . 178,037 55,618,482 05000
ToraL Companies o UL AT 1,430,924 $474,157 688 .30000

(A) Furticipants’ Shares are not the same in all years. See Exhibit A to the Net Billing Agreements.
(B) Has .00C00 Participant’s Share until July 1, 1986, and .00091 Participant’s Share thereafter.
(C) Has .00000 Participant’s Share unti] July 1, 1986 and .00002 Participant’s Share thereafter.

(D) Based upon current Bonneville rate . chedules plus 40%, less estimate¢ amounts of the Par-
ticipants’ net billing capability committed to the purchase of a portion of the capability of the City of
Eugene, Oregon’s 30% share of the Trojan Nuclear Project, the 20% share of the Centralia Project
now proposed for net billing by the City of Tacoma, Washington, and the Public Utility Districts of

annual cosis for the Project may be structured by deferring principal payments or by some other means
to reduce costs in the early years of the Project’s operation. Such reduction would increase costs in
later years. Revenues under the Power Saies Agreement are anticipated in the following amounts:

1981-82............ $11,250,000
1982-83............ 11,250,000
1983-84............ 5,625,000




EXHIBIT 11
R. W. Beck AND ASSOCIATES

ANALYTICAL AND CONSULTING ENGINEERS

PLANNING SEATTLE, WASHINCTON
DESIGN DENVER, COLORADO
RATES PHOENIX, ARIZONA
ANALYSES 200 TOWER BUILDING ORLANDO, FLORIDA
EVALUATIONS SEATTLE, WASHINGTON 98107 COLUMBUS, NEBRASKA
MANAGEMENT TELEPHONE 206-622-5000 BOSTON, MASSACHUSET

FILE NO. $8-11 17-NF1-TA
October 10, 1973
Board of Directors
Washington Public Power Supply System
Post Office Box 968
Richland, Washington 99352

Gentlemen:
Subject: Suminary Engineering Report
Washington Public Power Supply System
Nuclear Project No. 3

posal by the Washington Public Power Supply System (the “Supply System”) to issue $29,000,000 of its
Washington Public Power Supply System Nuclear Project No. 3 Revenue Notes, Series 1973A (the '
"“Notes™) which will mature on June 15, 1976 for the purpose of paying the Supply System's share of

certain initial costs of acquiring, constructing and placing into Operation a nuclear-fueled electric generat-

ing plant of approximately 1,200,000 kilowatts and related facilities to be located in the vicinity of Satsop,
Washington, and known as Washington Public Power Supply System Nuclear Project No. 3 (the “Proj-

ect”). The Supply System’s present financing Program provides that the Notes will be retired from

proceeds of long-term bonds issued to provide permanent financing for the Supply System’s Ownership

Share of the Project.

The Supply System has entered into an agreement (the “Ownership Agreement”) with Pacific Power
& Light Company, Portland General Electric Company, Puget Sound Power & Light Company and
The Washing'on Water Power Company (the “Companies”) which provides for the acquisition, con-
struction, ope ‘ion, and ownership, as tenants in common, of the Projsct. Under the Ownership Agree-
ment each party will be responsible for providing its Ownership Share of the costs of construction and
operation and will be entitled to its Ownership Share of the Project’s capability. The parties to the
Ownership Agreement have designated the Supply System to act as their agent to construct, operate
and maintain the Project. Under the Owrership Agreement the parties will have Ownership Shares as

follows:
Percentage

Party Share
Supply System ......................... 70%
Pacific Power & Light Company ...... . .. -~ 10%
Portland General Electric Company ...... . .. .. . 10%
Puget Sound Power & Light Company ...... . ... 5%
The Washington Water Power Company ... . . ... 5%
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The costs to be financed from the proceeds of the Notes include the Supply System's Ownership
Share of the cost of preliminary work and expenses incurred in connection with the Project such as (a)
engineering and other professional services; (b) obtaining the necessary permits, licenses and approvals
required for construction of the Project; and (¢) preparing detailed plans, specifications and reports
for the Project; together with the cost of issuing the Notes and interest on the Notes to maturity (col-
lectively referred to herein as “Initial Work™). A portion of the proceeds of the Notes will be used to
retire $2,000,000 of revenue notes previously issued for such purposes.

The Initial Work will include that necessary to obtain z certification of the site for the Project by the
Washington State Thermal Power Plant Site Evaluation Council, to obtain a construction permit from
the United States Atomic Energy Commission (the “AEC™ ) and, in general, to accomplish any other
work to be undertaken prior to the issuance of long-term bonds to provide permanent financing for the
Supply System’s Ownership Share of the Project.

The Supply System

The Supply System is a municipal corporation and a joint operating agency organized under the
laws of the State of Washington and has 21 members consisting of 18 public utility districts and three
municipalities all located within the State of Washington. The Supply System owns and operates the Pack-
wood Lake Hydroelectric Project with a 27,500 kilowatt capacity, located in Lewis County, Wash-
ington, and the steam-electric generating plant with a capacity of approximately 860,000 kilowatts jocated
in Benton County, Washington, known as the Hanford Project. Steam is provided to the Hanford Project
from a nuclear reactor that is owned and operated by the AEC on its Hanford Reservation near Richland,

Washington.

The Supply System presently plans to continue operation of the Hanford Project until the fall of
1977, when the operation of the AEC's reactor that supplies steam to the Hanford Project is scheduled
to be terminated. The Hanford Project generating facilities will then be incorporated into the proposed
Washington Public Power Supply System Nuclear Project No. 1, which will include in addition to the
Hanford Project generating facilities, a nuclear steam supply system and topping turbine-generator
equipment. Total generating capacity of Project No. 1 is estimated to be approximately 1,220,000 kilo-
watts. Project No. 1 is presently scheduled for commercial operation in September, 1980,

The Supply System has begun construction of a 1,100,00° kilowatt nuclear power generating
station on the Hanford Reservation of the AEC, known as Washington Public Power Supply Sysiem
Nuclear Project No. 2, presently scheduled for commercial operation in September, 1977,

The Supply System issued $13,700,000 of Packwood Lake Hydroelectric Project Revenue Bonds,
Serie. of 1962 and 1965, to finance the construction of the Packwood Lake Hydroeleetric Project and
$122,000,000 of Hanford Project Electric Revenue Bonds, Series of 1963, to finance construction of
the Hanford Project. The Supply System has also issued $150,000,000 of Nuclear Project No. 2 Revenue
Bonds, Series 1973, to finance part of the cost of the construction of Nuclear Project No. 2. In addition,
the Supply System has issucd $25,000,000 of revenue notes to finance certain initial costs for Nuclear
Project No. 1.

Each of the foregoing projects is a separate utility system and the revenues of each are pledged to
the respective systems,

Proposal

The Project will consist of a nuclear steam supply system, turbine-generating unit, associated
auxiliary equipment and facilities, and transformation and transmission equipment. The Supply System
has entered into contracts for certain items for the Project that required long delivery times and js pro-
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ceeding with the engineering and investigations Decessary to obtain certification of the site by the Wash.
ington State Thermal Power Plant Site Evaluation Council and a construction permit from the AEC.
The Project is scheduled for commercial Operation in ember, 1981,

The Sapply System’s Ownership Share - the Project will be owned and operated as a separate
system from other Supply System projects, and the revenues from the Supply System’s Ownership Share
of the Project will be Pledged to said system,

County, Washington, approximately 16 miles east from the City of Aberc'een, and 66 miles southwest
from the City of Seattle.

approximately 3,817 Megawatts thermal and includes reactor control systems, steam generators, and
other auxiliary Systems. The waste heat from the turbine condenser will be dissipated in a closed cycle

Prior to construction of the Project, the Supply System must obtain certification of the site from the
Washington State Thermal Power Plant Site Evaluation Council and a construction permit from the AEC.

Construction Program

The Supply System has employed the firm of Ebasco Services, Inc. (“Ebasco™) as Architect-Engineer
to design and supervise the construction of the Project.

The construction schedule for the Project prepared by Ebasco calls for continued work on the
design of the major components and structures of the Project until receipt of the AEC construction
permit which is expected by the sumnier of 1975. The major Project construction work js scheduled
to begin in the fall of 1975 after the receipt of the construction permit. The initial fuel loading is currently
scheduled for the spring of 1981 and commercial operation for September, 198].

The Supply System has entered into contracts for the supply of major equipment and material
for the Project totaling approximately $125,862. 567, No payments are anticipated under these con-
tracts until after July 1, 1976, These contracts are for the delivery of the turbine-generator unit, the
nuclear steam supply system, including the fabrication of the initial nuclear fuel core, and for the reload
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L
nuclear fuel. The following table shows those major equipment and material contracts that have been
awarded for the Project as of August 20, 1973.

Contractor Ttem Contract Award Date Contract Amount
Combustion Engineering, Inc. .... Nuclear Steam 7/19/73 $54,271,000(1)
Supply System
Westinghouse Electric Co. ....... Turbine-Generator 8/20/73 $39,138,236
Exxon Nuclear Company ........ Reload Nuclear Fuel 7/25/73 $32,453,331

(1) Includes 38,251,000 for fabrication of the fuel for the initial core.

Initial Financing Program

The proceeds from the Notes are estimated to provide the necessary funds to pay fcr the Supply
System’s Ownership Share of the Initial Work, that will be accomplished prior to June, 1976.

The estimated disposition of the proceeds of the Notes, based on an interest rate of 434 %, is
given in the following table:

Engineering and Construction Management ................. $12,957,000
Escalation and Contigenciens ..........vooeiuivisirsrsonss 7,140,000
T T R RO U S A ] S B oL ol s S 2,772,000
Supply System’s Direct Cost(1) .........covvvrivnvennrnsnns 5,166,000
FUNNEINE BRBEINERE 0y a5 ivls 5 5 wiore 6 5500 06 R P TE 6N T B5LE 6555 232,000
Capitalined IMIETeRE .- . ..o oiverivivirivensroisnannosrsnny 3,489,000

T R SR R U (RO A $31,756,000
Lons: INvestment BEEMIDEE : « < i« vvidsasinsoshinssssressns 2,756,000

Principal Amount of Note Issue ................... $29,000,000

(1) Includes funds for the retirement of $2,000,000 of revenue notes used for preliminary
work on the Project.

The Supply System covenants in the resolution adopted in connection with sale of the Notes that
it will terminate the Net Billing Agreements as provided in such Agreements if the Supply System deter-
mines it is unable to construct, operate or proceed as owner of the Project due to licensing, financing or
operating conditions or other causes which are beyond its control. In the event that the Supply System
terminates the Net Billing Agreements such Agreements will provide the mechanism by which the Supply
System's obligations will be discharged. We estimate that under current Bonneville rates there will be
in excess of $60,000,000 of net billing capability available to the Parucipants during the fiscal year
ending June 30, 1976.

Permanent Financing Program

The current Supply System program anticipa*~s that permanent financing for its Ownership Share
of the costs of construction for the Project will be initiated after the construction permut is received from
the AEC through the issuance of long-term bonds to be retired from revenues derived from the sale of the
Supply System's Ownership Share of the Project capability. These bonds are proposed to be issued to
provide funds to retire the Notes and to pay the balance of the Supply Systean's Ownership Share of the
costs associated with the construction of the Project and placing it into operation. The Supply System
expects to issue the long-term bonds in several series.

The construction costs for the entire Project have been estimated by Ebasco and the Supply System
to be $581,366,000, including engineering and construction management, escalation and contingencies
to a 1981 operating date, initial nuclear fuel core, sales tax and owner's costs, but exclusive of financing
expenses and interest during construction. The Supply System’s Ownership Share of these costs is
estimated to be $406,957,000.
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The Supply System's current program anticipates that funds fecessary to provide one-half year's
interest in a reserve account in the bond fund, working capital and an initial reserve and contingency
fund associated with its Ownership Share of the Project will be obtained under the Net Billing Agreements

in advance of the expected date of commercial operation,

Based on the foregoing and further assuming permanent financing through the sale of four issues
of bonds of approximately equal size o . 6% interest rate, the estimated total amount of bonds to be
issued to finance the Supply System's Ownership Share of the Project is shown in the following table:

Esm'ml’huch'w

for the Supply System’s Ownership Share
of the Project Supply System's
ProeiCosts o Vg o
Stractures and Improvements ......... ... . . § 95,000,000 $ 66,500,000
Reactor Plant i e L T 140,000,000 98.000,000
TP R DO .ot 110.000,000 77,000,000
Accessory Electrical Equipment ................. ... ... ... . 35,000,000 24,500,000
Miscellaneous Power Plant Equipment .. .. .. . . 3.000,000 2,100,000
R MO .. icinsiiara et 4,000,000 2.800,000
s L O $387,000,000 $270,900,000
Contingencies( - AT IO T O S S S R R R 53,400,000 37,380,000
SO EMIERY s oo i b s e g 34,331,000 24,032.000
s S S 21,035,000 15,145,000
Engineering and Construction Management(2)....... ... ... . . 45,000 000 31,500,000
Owner’s Dircet Costs( & e raling s b g o LTS 40,000.000 28.000.000
NI | il i i i il s ki g T $581,366,000 $406,957.000
Bond Discount and Other Financing Expenses(5) ..... ... . .. . 9.990.000
Capitalized Interest During Construction(6) ........... ... .. 152.255.000
ek s L L $569,202,000
Less: Estimated Income From Temporar)' lmestmems(?} ......... 40,202.000
e o SO <7 000,000

(1 )—Includes escalation to projected date of commercial operation, September 1, 198].
(2)—Estimated by Ebasco.

(3)—Estimated by the Supply System.

(4)—Includes sales tax on nuclear fuel.

(5)—Includes estimated cost of issuing the Notes.

(6)—Includes interest on Notes at 4% % to June 15, 1976 and interest on bonds at 6% to September 1, 1982.

(7 )~Includes inconie from temporary investment of the proceeds from the Notes.

anticipates that the Participants will, between January 1, 1981 and September 1, 19

Net Billing Agreements the following amounts:

Reserve Account in the Bongd B st it s B s $15,900,000
SO EMILY . oo b e gl 10,100,000
Reserve and Ny WO s s nt i s i e 2,100,000

o R LT TR R e e $28,100,000

(1) &cludu $8,000,000 to be provided from advanced net billing to permit leveling annual

| costs in the event of a critical period of power supply.
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" Project Output

The Project is estimated by Ebasco to have a nominal net peaking capability of approximately
1,200,900 kilowatts. Operating at an 85% annual plant factor, it would be capable of producing about
9,000,000,000 kilowatt-hours annuaily with the Supply System's share being 6,300,000,000 kilowatt-
bours. During a critical period of power supply in the Pacific Northwest, caused by water shortage,
it is expected the Project would be operated to produce nearly its full energy capability. During other
periods, however, there will be times when surplus water will be available to generate power at existing
hydroelectric projects thereby permitting a reduction in the total amount of energy produced by the
thermal-electric projects to be constructed under the Hydro Thermal Power Program, including the
Project. Studies prepared by Bonneville indicate that the average output required from the Project will
be in the order of 750,000 to 850,000 average kilowatts. Annual generation would, therefore. average
between 6,500,000,000 and 7,500,000,000 kilowatt-hours.

Annual Costs

Preliminary estimaies of the annual costs of the Project, exclusive of interest and amortization of
the capital investment, have been prepared based on 1973 cost levels escalated to 1982-1983 cost levels.
The estimated costs to the Supply System for its Ownership Share of the Project’s output on the basis
of estimated 1982-1983 cost levels, assuming total annual generation of 6,500,000,000 kilowatt-hours
are as follows:

Towl | Owmeriy
Project Share
Annual Costs:
Operation and Maintenance(1) ... ........cvoiiiennnnnns. $ 5,464,000 §$ 3.825.000
Administrative ard Generiad(1) . .. ..o v ini s 1,461,000 1,023,000
T T i e e, S0 ] LR B, R S S O Py 2,000,000 1,400,000
o e ey ety L S VORI TR Mg ot s 53 _ 13,000,000 9,100,000
LN T R R T $21,925,000 $15,348,000
NI 5y o v o) A e e 6 % B Rl S e a iy B b 910,000
Interest and Amortization(2) ...........covuririrnnn.. 36,485,000
Payments to Reserve and Contingency Fund (10% of Annual
L IR e s L e 7 Pl e 3,649,000
- (N R S R el N WG U (A Y $56,392,000
I ess:
Surplus of Prior Year’s Payment to Reserve and Contin-
RN UIIEEY o ciin s onr'ssnsbsshoomssbstrohess 2,809,000
Interest Earnings on Reserve Funds(4)............... 1,365,000
g T St N SR S A $52,218,000
Net Anaual Cost per kilowatt-hour ........ .............. 11.5 mills(5)

(1) Labor and materials escalated at 4% per year to 1982,
(2) Based on level debt service and a 35-year amortization.

(3) Computed as follows:
Payment to Reserve for Contingency Fund (10% of annual debt service).. $3,649,000

Less: Amount Required for Renewals, Replacements and Additions .. ... ... 840,000
S ISR (e T I L SR S et et o el $2,809,000

(4) Computed at £.25% interest earnings.

(5) Net annual cost per kilowatt-hour to the Supply System is estimated to average 8.93 mills assuming total
annual generation of 9,000,000,000 kilowatt-hours during critical periods.
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Sale of Power

Each of the owners of the Project will control its Ownership Share of Project capability and will
pay the costs associated with its Ownership Share. Except as noted below the Supply System's Owner-
ship Share of Project capability has been sold to 103 statutory preference customers of Bonneville (the
“Participants”), which have executed Net Billing Agreements with the Supply System and Bonneville
that provide for such sale. (Summary statistical information on the Participants and the Companies is
given in Table 1 at the end of this report.)

The Supply System, Bonneville, and 15 industrial companies that purchase electrical power
from Bonneville have entered into a Power Sales Agree nent under which such companies will purchase
a portion of the energy from the Supply System’s Ownership Share during the period from July 1,
1981 to June 30, 1984. The payments made to the Supply System for such sale of power to the industrial
companies will serve to reduce the Participants’ and Bonneville's payments under the Net Billing
Agreements. It is anticipated that the energy sold to and the payments made by the industrial customers
will be as shown in the following table:

Contract Year Energy S+« Amount Paid
(Thousands of kWh)
SO s 5 5 idonis s o 1,500,000 $11,250,000
B .o ouiianivoarins 1,500,000 $11,250,000
1905-84.............0... 750,000 $ 5,625,000

The Net Billing Agreements provide that the Participants pay the Supply System the annual costs
the Supply System incurs for its Ownership Share of the Project less amounts payable under the Power
Sales Agreement. The Participants, in turn, assign their interest in the Project capability to Bonneville.
Bonneville pays the Participants in the form of credits on their power bills from Bonneville, amounts
equal to the Participants’ payments to the Supply System.

The Supply System and Bonneville have entered into a Project Agreement, which, among other
things, provides standards for the design, construction and operation of the Project.

Summaries of the Ownership Agreem..nt, the Net Billing Agreements and the Project Agreement are
included in the Official Statement to which this Summary Report is attached. Reference is made to such
summaries and to the full text of the Agreements which are appended to the Official Statement as Exhibits.

Conclusions

Based on our studies and analyses of the Supply System’s proposal to construct the Project, we
are of the opinion that:

1. The output of the Project is required to meet the load growth of the utility systems of the Pacific
Northwest under the Hydro Thermal Power Program and can be absorbed at an early date by the
Participa: ts, the Companies and the industrial companies that are parties to the Power Sales

Agreement.

2. The Supply System’s program for financing its share of the Initial Work is sound and provides a
sound basis for proceeding with the Project prior to permanent financing.

3. The Ownership Agreement, the Net Billing Agreements, the Power Sales Agreement and the
Project Agreement provide a sound foundation for proceeding with the Project.

4. The estimated costs of the Project are rcasonable an. comparable to costs expected from
simiiar projects to be developed within the same time frame.

Respectfully submitted,

R. W. BECK AND ASSOCIATES
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Table 1

WASHINGTON PUBLIC POWLR SUFTLY SYSTEM
" Nuclear Project No. 3
Summary of Participants and Companies
Financial and Statistical Data
1971 1972
Mmultl c.-;&m Participants ComEnln
Statistics
CUSTOMERS:
Residential ........... .. 800,548 1,214,675 835,398 1,262,037
O it nen s 917,145 1,378,697 961,318 1,430,924
ENERGY SALES: kWh (000). ..., 27,639,931 37,654,504 30,823,055 44,021,777
ENERGY PURCHASES: kWh (000)
Boaneville (Hanford Project
Exchange) ........ .. 2,341,231 1,569,971 5,953,230 2.600,720
Bonneville ...... ... .. ° 17,537,556 8,697,626 16,682,943 8,689 833
RS M N 1,280,268 18,047,104 1,241,055 20,690,824
Total Energy Purchases
kWh (000) . ...... 21,159,055 28,314,701 23,877,228 31,981,382
ENERGY GENERATED: kWh (000) 8,809,551 14,767,352 9,380,417 16,178,204
Total Energy R:quire-
ments kWh (000) . . 29,968,606 43,082,053 33,257,645 48,159,586
PEAk Demanos: kW ... .., | 6,469,166 6,053,100 7,165,289 9,018,283
Operations
INCOME:
Total Operating Revenues . . $ 234,424,723 § 423,276,392 § 259,154,118 § 474,157,688
Other Income
(Non-Operating) ...... 5,950,794 15,034,818 6,276,342 17,465,171
Total Income ..... .. $ 240,375517 3 438,311,210 § 265,430,460 § 491,622,859

OPERATING EXPENSES:
Purchased Power
Bonneville (Hanford Project
Exchange)
Bonneville
R it e bt L2 s

...........

..............

Expense

Generating Expense
otal Power Supply

Expense

Other Expense (Including Depre-
ciation and Taxes)

...........

Exgenses
Condensed Balance Sheet
ASSETS:
Net Utility Plant
Other Property and
Investments
Current Assets

.........

...........
...........

.........

Total Assets
LIABILITIES:
Long-Term Debt
Current Liabilities
Deferred Credits
Reserves

.........

.........

...............

-----

$ 7473570
51,829,198
5,239,645

$ 645424)3

6,011,286

$ 3219330
18,371,713
54,035,003

$ 75,626,046

13,342,527

$ 17,558,138
50,733,178
4,933,972

o

5,535,128
21,871,730
56,468,284

$ 73225288

5,946,656

$ 83875142
19,731,012

$ 70553699
117,441,078

$ 88,968,573
220,491,074

$ 79,171,943
131,572,445

$ 103,606,154
272,351,367

$ 187,994,777

$1,087,589,545

59,367,890
115,229,862
19,399,279

$ 309,459,647

$2,168,575,513

36,466,005
91,836,966
24,235818

$ 210,743,389

$1,154,595,218

99,035,720
134,437 921
25,767,546

$ 375957521

$2,388,011,624

33,604,402
108,362,176
29,535,728

$1,281,586,575
$ 637,625,280

$2,321,114,302
$1,275,115,250

$1,413,836,405
$ 723,469,313

$2,559,513,930
$1,339,431,023

4527798 150,330,026 53573953 163531160
4,921,100 8,139201 10,566,136 66,798 522
8,018,740 46,097,723 7,928,872 5,164,942
21638721 21173459 26582283  23.901.393
339,854,937 520,258,643 _ $91,7i5.848 960686860
$1,281,586,576 $2,321,114,302 $1,413,836,805 $2.559. 51393
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EXHIBIT I

WASHINGTON PUBLIC POWER SUPPLY SYSTEM
NUCLEAR PROJECT NO. 3

AGREEMENT
executed by
PACIFIC POWER & LIGHT COMPANY
PORTLAND GENERAL ELECTRIC COMPANY
PUGET SOUND POWER & LIGHT COMPANY
THE WASHINGTON WATER POWER COMPANY
and

WASHINGTON PUBLIC PCWER SUPPLY SYSTEM

(Ownership Agreement)
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THIS IS AN AGREEMENT among WASHINGTON PubLic POWER SUPPLY SYSTEM, a municipal
corporation of Washington, herein called Supply System; PaciFic POWER & LIGHT Company, a Maine
corporation, herein called Pacific; PORTLAND GENERAL ELECTRIC COMPANY, an Oregon corporation,
herein called Portland; PUGET SoUuND POWER & LiGHT COMPANY, a Washington corporation, herein
called Puget; and THE WASHINGTON WATER POWER CoMPANY, a Washington corporation, herein called
Water Power; each individually called Party, and collectively called the Parties.

RECITALS

In order to achieve the economies of scale, the Parties enter into this agreement, pursuant to RCW
54.44 as amended, for the undivided ownership of a nuclear plant for the generation of electricity of
approximately 1,100 megawatts net electric capacity and related facilities and property, all comprising
the Project, hereinafter defined, and for the planning, financing, acquisition, construction, operation and
maintenance thereof.

Supply System intends to acquire a site in the State of Washington for such Project, to be known
as the Washington Public Power Supply System Nuclear Project No. 3 and Supply System, in connection
therewith, intends to enter into certain contracts relating to said Project, and to file applications for
the required licenses and permits to construct, operate and maintain the Project.

Supply System is organized under the laws of the State of Washington ( RCW 43.52) and author-
ized by law to construct, acquire, operate and maintain works, plants and facilities for the generation
and/or transmission of electric power and energy. Pacific, Portland, Puget, and Water Power are
investor-owned electric utility corporations subject to regulation by either the State of Washington or
the State of Oregon, or by both.

All as hereinafter provided: Each Party shall own a percentage of the Project, hereinafter defined,
and shall farnish money or the value of property equal to such percentage for the acquisition and con-
struction of the Project and shall own and control a like percentage of the electrical output thereof.
Each Party shall defray its own interest and other payments required to be made or deposited in con-
nection with any financing undertaken by it to pay its percentage of the money furnished or value of
property supplied by it for the planning, acquisition, construction and operation of the Project, or any
additions or betterments thereto, a uniform method being provided for determining and allocating operation
and maintenance expense of the Project.

Now, THEREFORE, the Parties mutually agree as follows:

1. Definitions. The singular of any term in this Agreement shall encompass the plural, and the
plural the singular, unless the context otherwise indicates.

(a) “AEC” means the United States Atomic Energy Commission and such successor agencies as
shall have responsibility for licensing or regulating nuclear power generating plants.

(b) “Annual Costs” means all Project costs except Fuel costs included in any budget or revised
budget of Annual Costs which has been approved, or Projects costs incurred under Section 8(b),
allocable to (1) Operation and Maintenance Expense Accounts as such accounts are described in the
Uniform System of Accounts, (2) elective capital additions made pursuant to Section 18, and (3)
beginning on the Date of Commercial Operation, repairs, renewals and replacements necessary to assure
design capability, and modifications, betterments and additions required by governmental agencies. Credits
relating to such costs shall be applied to Annual Costs when received.

(¢) “Bonneville” means the Bonneville Power Administration, a bureau of the Department of the
Interior of the United States of America acting by and through the Bonneville Power Administrator,
or such successor entity as shall be assigned the responsibilities of the Bonneville Power Administrator
under Contract No. 14-03-39100.
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(d) “Committee” means the Committee established pursuant to Section 3 hereof.

(e) “Contract Year" means the period commencing on the Date of Commercial Operation, and
ending at 12 p.m. on the following June 30, and ther2after means the 12-month period commencing each
year at 12 p.m. on June 30, except that the last Contract Year shall end on the date of termination of
this agreement.

(f) “Costs of Construction” means all costs allocable to the planning, acquisition and construction
of the Project and of making it ready for operation (excluding the cost of Fuel and interest during
construction ), after giving appropriate consideration to credits relating to costs of construction, sales of
salvage materials and interest received on monies deposited in the Construction Trust Account referred to
in Section 6 hereof. Without limiting the generality of the foregoing such costs shall include:

(1) Preliminary investigation and development costs, engineering, contractors’ fees, labor,
materials, equipment and supplies, operator and other personnel trainine. testing, legal costs and
all other costs properly allocablc to construction.

(2) All costs of insurance obtained pursuant to Section 13(a) hereof and applicable to the
period of construction.

(3) All costs relating to injury and damage ciaims arising out of the construction of the
Project less proceeds of insurance maintained in accordance with Section 13(a) hereof.

(4) All Federal, state and local taxes and payments in lieu of taxes legally required to be paid
in connection with the construction of the Project, except any tax or payment in lieu of taxes assessed
or charged directly against any individual Party unless such tax or payment was assessed or charged
to the individual Party on behalf of the Project.

(5) The cost of all services performed by or at the request of Supply System which are directly
applicable to Project construction.

(6) An appropriate allocation of administra.ive and general costs of Supply System applicable
to Project construction to the extent such costs are not chargeable pursuant to the foregoing sub-
section (5).

(g) “Date of Commercial Operation” means the date fixed by Supply System as the point in time
when the Project is ready to be operated and its output scheduled on a commercial basis.

(h) “Fuel” means nuclear fuel and rights relating thereto.

(i) “Matter” means any subject, or any aspect thereof, arising out of or relating to the interpreta-
tion or performance of this Agreement, including any proposal that may be made by any Committee
member.

(j) “Minimum Capability” mecns the capability of the Project determined by Supply System but
not less than the minimum generation permitted by the manufacturer’s recommendations or by the
terms of the AEC operating license, whichever is higher.

(k) “Ownership Share” of a Party means the percentage specified in Section 2 or as may be
adjusted pursuant to Sectiors 16(b) and 22(b).

(1) “Plant Real Property” means the real property to be acquired by the Parues as the site for
the Project. A description of the Plant Real Property will be attached as Exhibit A when determined
pursuant to Section 3(j)(i).

(m) “Project” means the nuclear generating plant and related property as described in attached
Exhibit B. Exhibit B may be revised from tims to time by mutual agreement of the Parties.

(n) “Project Capability” at any time means the actual net electrical generating capability of the
Project at such time.
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(0) “Prudent Utility Practice” at a particular time means any of the practices, methods and acts,
which, in the exercise of reasonable judgment in the light of the facts (including but not limited to the
practices, methods and acts engaged in or approved by a significant portion of the electrical utility indus-
try prior thereto) known at the time the decision was made, would have been expected to accomplish the
desired result at the lowest reasonable cost consistent with reliability, safety and expedition. Prudent
Utility Practice shali apply not oniy to functional parts of the Project, but also to appropriate structures,
landscaping, painting, signs, lighting, other facilities and public relations programs reasonably designed
to promote public enjoyment, understanding, and acceptance of the Project. Prudent Utlity Practice is
not intended to be limited to the optimum practice, method or act, to the exclusion of all others, but
rather to be a spectrum of possible practices, methods or acts. In evaluating whether any Matter con-
forms to Prudent Utility Practice, Supply System, the Committee and ar special board established
pursuant to Section 4 hereof shall take into account:

(i, The fact that Supply System is a municipal corporation and operating agency under the
laws of the State of Washington, with prescribed statutory duties and responsibilities; and (ii) the
objective to integrate the Project Capability with the generating resources of the Federal Columbia
River Power System and the generating resources of other systems operated by the Parties to achieve
optimum utilization of the resources of such systems.

(p) “Uniform System of Accounts” means the Federal Power Commission Uniform System of
Accounts prescribed for public utilities and licensees in effect on January 1, 1970 as amended to date
of this Agreement.

2. Ownership and Waiver of Partition (a) The Project shall be owned by the Parties as tenants
in common, with each Party’s respective undivided interest being in the following percentage (Owner-
ship Share). except as modified pursuant to Sections 16(b) and 22:

Party Ownership Share

SUPPLY SYSTEM ..........ccon0e0s 70%
DREIME. . iihosoriiosngsinmesnhn i 10%
DORBEAME - ;oo wsinndeonspsmntys 10%
DUBRE (225t er vosssirnmee vaes 5%
WATBR POWRE .o cvonvsiarnnsnsns 5%

(b) Each Party promptly and with all due diligence shall take all necessary actions and seek all
regulatory approvals, licenses and permits necessary to carry out its obligations under this agreement.

(¢) So long as the Project or any part thereof as originally constructed, reconstructed or added te
is used or useful for the generation of electric power and energy, or to the end of the period permitted by
applicable law, whichever first occurs, the Parties waive the right to partition whether by partition in kind
or sale and division of the proceeds thereof and agree that during said time they will not resort to any
acticn at law or in equity to partition and further that for said time they waive the benefit of all laws that
may now or hereafter authorize such partition of the properties comprising the Project.

(d) The duties, obligations and liabilities of the Parties are intended to be several and not joint or
collective, and none of the Parties shali be jointly or severall; liable for the acts, omissions, or obligations
of any of the other Parties. No provision of this agreement shall be construed to create an association
joint venture, partnership, or impose a partnership duty, obligation or liability, on or with regard to an:
one or more of the Parties. No Party shall have a right or power to bind any other Party without its or
their express written consent, except as expressly provided in this agreement.
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(e) Each Party and its designees shall have the right to go upon and into the Project at any time
subject to the ruies and regulations of public authorities having jurisdiction thereof and to the necessity of
efficient and safe construction and vperation of the Project, but Supply System shall have posses-ion and
control of the Project for all the Parties.

(f) In order to provide unified management of the Project, the other Parties authorize and designate
Supply System, and Supply System agrees to act, as their agent, to construct, operate and mainiain the
Project under the terms of this agreement. The Parties agree that such agency relationship shall not be
changed without unanimous written consent of al Parties.

(g) In the construction and operation of the Project, each Party shall act without compensation
other than reimbursement of costs and expenses as provided herein.

3. Committee (a) The Parties hereby establish a Committee to facilitate effective cooperation,
interchange of information and efficient management of the Project, on a prompt and orderly basis. The
Committee shall be composed of seven members, three to be appointed by Supply System (one of whom
will be designated by Bonneville pursuant to Contract No. 14-03-39100), and one member to be
appointed by each other Party.

(b) Upon execution of this agreement each of the Parties shall notify ali other Parties of the Com-
mittee member it appoints, and, thereafter, of any change in its appointment. Any Party by written
notice to the other Parties may appoint an alternate or alternates to serve on the Committee in the
absence of the regular Committee member which it has appointed, or to act on specified occasions or
with respect to specified matters.

(¢) The Committee shall meet regularly, but not less often than once in each calendar quarter, as
may be agreed upon, and at such other times as requested by any Committee member upcn three days’
written notice. Supply System shall prepare written minutes of all meetings and distribute them to each
Committee member within a reasonable time after each mecting.

(d) Each Committee member shall have the right to vote that part of the Ownership Share of the
Party appointing him as designated in the notice of appointment. The total voting rights of the members
of the Committee appointed by each Party shall be equal to such Party’s Ownership Share.

(e) Any action which may be taken at a meeting of the Committee may be taken without a meeting
by individual action taken in writing by all members of the Committee.

(f) Supply System shall keep all members of the Committee informed [ all significant Matters
with respect to planning, construction, operation or maintenance of the Project (including, without limita-
tion, plans, specifications, engineering studies, environmental reports, budgets, Fuel Plans, estimates and
schedules ), and when practicable, in time for members to comment thercon before decisions are made,
and shall confer with the Committee, or separately with members thereof, during the development of
any of Supply System’s proposals regarding such Matters when practicable to do so. Upon request of
any Committee member, Supply System shall furnish or make available to ull members of the Committee,
with reasonable promptness and at reasonable times, any and all other information relatirg to the planning,
construction, operation or maintenance of the Project

(g) Supply System shall submit each of the Matters listed below to the Committee for approval,
which approval must be by a vote of Committee members having combined Ownership Share voting
rights of more than eighty percent.

Determiration of Minimum Capability (Section i(j))
Any proposal made by Committee members, appointed by Parties other than Supply System,
having Ownership Share voting rights of 20 percent or more, or by the Committee member designated

by Bonneville pursuant to Section 3(a) (Section 4(e))
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Anyincreﬂinthcwormmndintbecmtmcﬁoﬁ'fnm Account (Section 6(b))
Awardohnycontmtornpprovalohnychanaeorder.incitheraninexwdﬁw,ooo
(Section 7(¢))

Budgets of Annual Costs (Section 8(2)) and revisions thereof (section 8(b))

Any increase in the working fund in the Operating Trust Account (Section 9(b))

Fuel Plan, changes therein and determinations relating thereto as provided in Section 10

Scheduled outages as provided in Section 11(¢)
Insurance COVETage, including limits and choice of insurers (Section 13)

Estimate of cost of repair or damage to the Project (Section 16(a)) if in excess of $1,000,000,
and estimate of the value of the Project without repair (Section 16(b))
Sales of salvage materials in excess of swch minimum amount as is established by the

Committee.

(h) All proposals of Supply System relating to any Matters regarding the planning, construction,
operation of maintenance of the Project submitted 10 the Committee under any pro isions »f this agree-
ment shall include itemized cost estimates and other detail sufficient to support @ comprehensive review,
including, but not limited to, & COpY of all supporting reports, analyses, recomm.ndations or other
documents pertaining thereto.

(i) 1f any Matter submitted to the Committee under subsection (g) above is not approved by the
vote within 30 days after the original submittal to the Committee, or within such longer time as the Com-
mittee may decide upon unanimously, then each member of the Committee who declines to vote approval
shall specify in @ written statement his reasons for declining approval, and shall also state therein what
alternative is acceptable to him. Such statement shall be submitted to the other Committee members
within 10 days after expiration of the later of (i) such 30-day period, or (ii) such longer period as the
Committee may decide upon unanimously. Each member who has not submitted such written statement
within the time provided in the preceding sentence shall be deemed to have approved the Matter as
submitted by Supply System.

Immediately after receipt of the written statement pursuant to the preceding paragraph from Com-
mittee members having 20 percent Of more Ownership Share voting rights, Supply System may refer the
disputed Matter t0 @ special board for a decision pursuant to section 4 of this agreement. 1f Supply
System elects not to do so and does not submit an alternative proposal, or if pursuant to section 8(b)
Supply System continues to operate the Project without an approved budget of Annual Costs, members
of the Committee having 20 percent of more of said voting rights may refer such matter to the special
board for decision pursuant to section 4.

(j) Supply System shall submit the following additional Matters to the Committee and shall pro-
ceed on such Matters only upon unanimous approval of the Committee:

(i) Selection of the site of the Project

(ii) Selection of the type of nuclear steam supply system

(iii) Selection of the method of heat disposition

(iv) Award of contracts for nuclear steam supply system and turbinc generators
(v) Selectiva of an architect engineer

(vi) Extension of insurance to any additional unit or generating project

(vii) Elective capital additions to the Project
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4. Proceedings of Special Board. (a) Supply System may refer any Matter which fails to receive
¢ than

the required vote of mor eighty percent under Section 3 hereof to a board of three members for
decision by serving notice on ali members of the Committee. Such notice shall specify in reasonable detail

other Committee members may apply to the Chief Judge of the United States District Court for the
judicial district of Washington in which the project is located, for appointment by him of such board
member. Promptly after the second board member is appointed, e‘ther by said vote of such Committee
members or by said judge, such Committee members shall serve upon all other Committee members
written notice which shall name the board member so appointed and state their position or positions on
the matter submitted to the board. Within ten days after their appointment, tie two board members

(b) If the two board members fail to agree upon the appointmen: of the third within the time
specified above, any Committee member, after three days’ notice to the board members and to each of
the other Committee members, may apply to the Chief Judge of the United States Distyict Court
f - *we judicial district of Washington in which the Projsct is located, for appointment by him of
tie third board member. Such judge shall be requested to appoint an individual of national reputation
having demonstrated expertise in the field of the Matter submitted to the board.

(¢) If any board member so appointed fails, or is unable, to act or to serve until a decision

of the board is rendered, his successor shall be appointed by the same Committee members, the other
board members, or by said Judge, as the case may be, who made the original appointment.

(d) Unless otherwise stipulated in writing by the parties to the proceeding, the board shall
commence a hearing within ten days after the appointment of its third member, shall conduct the
proceeding expeditiously and render its decision within thirty days after the close of such hearing.
The board may receive any evidence that in their opiniow will enable them to arrive at a fair and
correct decision. The board shall decide whether the Matier proposed by Supply System is in
accordance with Prudent Utility Practice. If the board decides in the affirmative, Supply System
shall proceed as proposed by it; if in the negative, Supply System shall not so proceed. The decision
of the majority of the board shall be final and conclusive.
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Committee members. Within 15 days after receipt of such proposal, Supply System may submit one
or more written alternative proposals. Such an alternative proposal may be that the Project continue
to be constructed, operated and maintained, as the case may be, as previously planned; failure of
Supply System to submit a written proposal to the Committee or to the board shall be treated for
all purposes of this section 4(e) as if Supply System had submitted a written alternative proposal
to such effect. The Committee shall meet with reasonable promptness and vote on such proposals.
If Committee members by a vote of more than 80 percent approve any of Supply System’s proposals,
the proposal of the other Committee members shall be dismissed and Supply System shall implement
its approved proposal. If the Committee does not approve ary of Supply System's proposals, as they
may be amended, the Committee shall vote on the proposal or proposals of the Committee members,
and if the Committee approves any proposal by a vote of more than 80 percent, Supply System shall
proceed with the approved proposals. If the Committee does not approve any of the proposals submitted,
it may require submission of further proposals, or dismiss all proposals by a vote of more than 80 percent.

If the Committee does not require further proposals or dismisses all proposals by a vote of more
than 80 percent, any Committee member appointed by Supply System or the Committee members
submitting any such proposal having 20 percent or more of the Committee votes may submit its proposal
to the board for review within 15 days after the Committee vote. Such board shall then consider
Supply System’s proposal and determine if its proposal is in accordance with Prudent Utility Practice.
If the board so determines Supply System shall proceed accordingly and the proposal of the other
Committee membr-s shall be dismissed. If the board determines Supply System’s proposal is not
in accordance with Prudent Utility Practice it shall then consider the proposal of such other Committee
members and determine if such proposal is in accordance with Prudent Utility Practice. If the board
determines such proposal is in accordance with Prudent Utility Practice, Supply System shall proceed
with the proposal. If the board determines that none of the proposals conform with Prudent Utility
Practice, it shall dismiss all proposals and dissolve.

If, pursuant to section 3(i) or this section 4(e), Committee members initiate board review of a
Matter, they shall serve on all other Committee members written notice naming a member of the
board and stating their positior on the Matter to be submitted. Thereafter the procedure shall be
followed insofar as applicable, as set forth in subsections (a) through (d) and subsection (f) of this
section 4. The Committee may adopt rules designed to implement the intsnt of this section.

(f) The board members shall determine the costs of the proceeding hereunder, including
reasonable compensation for the board members and the reasonable costs incurred by each Party in
connection with the proceeding, all of which costs shall be Costs of Construction or Annual Costs, as
appropriate.

5. Construction Budget. An initial budget setting forth the preliminary estimate of amounts
expected to be expended for Costs of Construction in each quarter hercafter to the completion of
construction has been submitted by Supply System to each of the other Parties together with an
estimated cash flow schedule for each of said quarters; said initial budget and schedule are hereby
approved. By October 1 of each year rntil completion of construction, Supply System shall submit
to the Committee for approval an updated budget and cash flow schedule, supported by detail adequate
for the purpose of comprehensive review, describing the items of Costs of Construction and of the
amounts expected to be expended therefor in each month during the next twenty-four months and in
each quarter thereafter until completion of construction. Construction budget and cash flow schedules
shall be changed by Supply System from time to time as necessary to reflect substantial changes in
construction schedules, plans, specifications or costs, and when so changed shall be submitted to the
Committee for approval.

6. Construction Pavments. (a) Supply System shall establish a separate trust account (Con-
struction Trust Account) in a bank located in the State of Washington and having qualifications
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meeting all requirements imposed upon depositories for any of the Parties. Moneys

Construction of the Project shall be deposited therein and, except provided in sectiol

System shall withdraw and apply funds therefrom only as necessary to pay Costs of Const
(b) Upon execution of this agreement each Party shall pay he Construction

its Ownership Share of a working fund of $100,00

it shall submit its proposal to the Commu

maintain its Ownership Share of such Fund

approved by the Committee

(¢c) Except as otherwise agreed to by the Parties, Supply System wil
to the date set for a meeting of its Board of Directors or Executive Committee
Parties a schedule of the Costs of Construction and reimbursement of the working fund
paid on the Monday following such meeting if held on Friday, or on the next busi
meeting is held on any other day, and cach Party shall deposit its Ownership Share « such am
in the Construction Trust Account on the day of such payment, whether or not such amounts
specified in the budget

(d) Upen completion of the Project, acceptance thereof by Supply System and settiement
all the obligations relating to construction Supply System shall close the Constructior I'rust Acc
and distribute to each Party its Ownership Share of any balance remaining

Construction, Licensing, Operation and Maintenance. ()
action is necessary or appropriate to seck and obtain all licenses, perm | other rights

aporovals necessary for the construction, operation and mamntenance ( the Project

itself and the other Parties

(b) Supply System shall prosecute construction of the Project in accoraance with Prudent
Practice, AE( ensing requirements, any applicable Federal or State laws and regulation
and plans and specifications tor the Project prepared or recommended by the Pr

ind so as to schedule the Date of Commercial Operatior

(¢) Supply System shall operate and
Practice, giving due consideration 1o the recommendations

warranty requu ements

(d) Supply System shall erate and maintain the Project
requirements of the AEC and other government agencies having
Jth and safety of persons and safety of property, and, as

to assure the continued operation and maintenance of the Pro

System shall award contracts for the construction, operation and maintenance
a manner designed to result in the least over-all cost consistent with stanc

Contracts may be lump sum or unit price, and maj also contain incentive
Supply Systen hall advertise for bids and award contracts or reject al
and review in accordance with app icable laws of the State of Washingtor
to making co.nmitments thereon Supply System shall submit to the Comur
contract award or change order, In either case. for any amount in excess of £ 500

R Annual Costs—Budget (a) At least four months prior
Qperation Supply System shall submit to the Committee for ap
except Fuel costs, but including administrative and general
each month from the expected Date of Commercial Operatio

Year Thereafter, by March 1 of each year Supply System shall submit to the

similar budget for the next two succeeding Contract Years which budget shall
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cumulative difference between payments into and expenditures from the Operating Trust Account
established pursuant to Section 9 hereof up to the preceding March 1 and provide for restoration, as
necessary, of the working fund. Each budget of Annual Costs shall be supported by detail adequate for
the purpose of comprehensive review and shall show, among other things, staffing allocations and Supply
System services.

(b) The effective budge: of Annual Costs shall be changed as necessary to reflect changed cir-
cumstances, and when such changed circumstances become known, and prior to expenditure of any funds
not contemplated in the effective bucget of Annual Costs (except as otherwise provided hereafter in this
subsection), Supply S, stem shall submit promptly a revised budget to the Committee for approval.
Unbudgeted expenditu-es made by Supply System in an emergency or to protect the safety of persons
or property shall be Annual Costs as incurred. Other expenditures nzcessary in the normal course of
business for the continued safe operation and maintenance of the Project, which are made by Supply
System prior to the Committee’s approval of a budget of Annual Costs, or a revision thereoi shall be
Annual Costs as incurred.

9. Operating Trust Account. (a) Prior to the date of the first payment required on account of
Fuel, Supply System shall establish an Operating Trust Account in a bank located in the State of
Washington and having qualifications meeting all requirements imposed upon a depository for any of
the Parties. Each Party shall deposit therein its payments on account of Fuel, determined pursuant to
Scction 10 hereof, not less than 24 hours prior to the time payments are to be made by Supply System
for Fuel.

(b) Prior to the Date of Commercial Operation each Party shall deposit in such Account its
Ownership Share of a working fund in the amount of $100,000.00. If Supply System proposes any
larger amount it shall submit its proposal to the Committee for approval. All moneys received by Supply
System under terms of this Agreement, except Costs of Construction and receipts related to Construction,
shall be deposiied in such Account.

(¢) No later than Thursday of each week, each Party shall deposit in the Operating Trust Account
such Party's Ownership Share of the portion of Annual Costs to be paid by Supply System in the suc-
ceeding week; provided, however, that if such portion of the Annual Costs increases during a week, each
Party at the request of Supply System shall immediately deposit in the Operating Trust Account such
Party’s Ownership Share of any such increase for that week.

10. Fuel. (a) Supply System shall arrange for Fuel in amounts so that each Party may utilize its
Ownership Share of the Project in a manner which such Party estimates will be best suited to its individual
system needs.

(b) Not later than 90 days in advance of the first commitment for Fuel and annually thereafter by
each July 1 until the Date of Commercial Operation, Supply System shall prepare and submit to the
Committee for approval a ten-year Fuel management plan (Fuel Plan). Each year thereafter, the Fuel
Plan shall be submitted with each budget of Annual Costs beginning with the first such budget.

Supply System shall consult with the Committee, and shall prepare the Fuel Plan consistent with
section 10(a). The first Fuel Plan shall describe the proposed Fuel contract arrangements; each suc-
ceeding Fuel Plan shall describe in detail cach contemplated action and payment and the dates thereof,
as well as core usage and design burnup, and estimated fueling dates. It shall include a cash flow analysis
of forecasted expenditures and credits for each Party for each major component of the Fuel cycle by
years, for the entire period, and cash flow by months, for the first five years of the period.

Each Party shall furnish to Supply System, as requested, forecasts of its generation requirements
from the Project. Supply System shall use such forecasts in preparing each Fuel Plan. Supply System shall
amend the Fuel Plan as reasonably required to reflect changes in conditions unforeseen at the time the
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Fuel Plan was prepared, and shali submit such amended Fuel Plan to the Committee for approval.
Supply System shall secure Fuel and refuel the Project in a manner which implements the Fuel Plan to
the extent reasonably practicable.

(¢) At the time of each fueling, Supply System shall submit to the Committee for approval its
determination of (i) the next fueling date (Forecast Refueling Date), (ii) the kilowatt-hours of net
energy available to each Party to the Forecast Refueling Date (Energy Entitlement), and (iii) the cost
per kilowatt-hour of its Energy Entiticment. Each Party’s Energy Entitlement shall equal as nearly as
practicable such Party's forecasted generation requirements. Supply System shall periodically review
such determinations with the Committee, revise such determinations as necessary and submit them to the
Committee for approval.

(d) Each Party shall order at least its Ownership Share of the Fuel necessary to insure operation
at Minimum Capability to the Forecast Refueling Date; provided, however, that a Party may order
less than such Ownership Share, to the extent that such Party has arranged, pursuant to section 11(d),
for the delivery of alternative capacity and energy to the Parties requesting operation.

(e¢) Each Party shall pay or cause to be paid into the Operating Trust Account its share of the
amounts for Fuel as and when determined by Supply System and appropriate to the Fuel Plan.

Each Party shall have the right to make whatever arrangement: it may desire, whether by lease,
security transaction, or otherwise, for the discharge of its Fuel payment obligation so long as such arrange-
ments do not impair the rights of any other Party. Supply System shall disburse each payment relating
to Fuel, when due, from the Operating Trust Account.

(f) Each Party shall receive appropriate net Fuel recovery credits, as determined by Supply System.

(g) Any Party may require that the Forecast Refueling Date be advanced or delayed and/or may
use the Energy Entitlement of the other Parties if such Party (1) makes arrangement for delivery of
alternative capacity and energy at the Project point of delivery equivalent to the amount of capacity and
energy which would have been available to such other Parties from their Ownership Shares of Project
Capability if the Forecast Refueling Date had not been advanced or delayed or such Energy Entitlement
had not been used by the iequiring Party, or (2) makes other arrangements acceptable to the affected
Parties, including, but not limited to, payments for Fuel used or making a portion of such Party's
Ownership Share of Project Capability available for use by such other Parties; provided, however, that
neither the advancing or delaying of the Forecast Refucling Date nor the use of another Party's Energy
Entitlement shall (i) adversely affect the availability of capacity and energy to which any other Party
otherwise would have been entitled from the Project, or (ii) adversely affect any other Party’s costs for
such capacity and energy.

(h) After reprocessing of a Fuel batch removed from the core, Supply System shall make a detailed
final accounting of all costs, payments and energy allocable to each Party. Such final accounting shall
stipulate any credits or deficits due any Party, including any provisional settlements made. Supply System
shall submit such data to the Committee for approval, after which the Parties will settle accounts within
30 days or as otherwise agreed.

11. Scheduling. (a) Within the constraints of section 10 and this section 11 each Party shall be
entitled to receive, as scheduled by it, all or any part of its Ownership Share of the Project Capability.
Supply System’s dispatcher promptly shall notify each Party of any significant change in Project Capability.

(b) By 4:00 p.m. on each regular working day, each Party shall submit its hourly schedule for the
following day to Supply System’s dispatcher except that each Party shall submit its hourly schedule for
a holiday, Saturday, Sunday, and for the first following regular working day by 4:00 p.m. on the regular
working day immediately preceding. Each party submitting such hourly schedules may make changes
therein at any time; provided, however, that if the total requested changes in the level of operation of the
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generating plant requires a rate of change in excess of that prescribed either by the manufacturer’s war-
ranty or in the AEC operating license, each Party whose scheduled rate of change is in excess of its
Ownership Share of the prescribed limit shall be limited proportionately so that the total rate of change
does not exceed the prescribed rate of change.

(¢) Supply System shail schedule generating plant outages other than fueling outages and submit
same to the Committee for approval as to the time and duration thercof as far in advance as practicable.
Notwithstanding the foregoing, Supply System may shut the generating plant down to meet requirements
of AEC or other governmental agency having jurisdiction or to avoid hazard to the Project or to any

person or property.

(d) Except as otherwise provided herein, each Party shall schedule energy from the Project in such
a manner that its Energy Entitlement is adequate to maintain such Party’s Ownership Share of Minimum
Capability until the next Forecast Refueling Date; provided, however, that a party may require that the
Project not be operated during any period by arranging for delivery of alternative capacity and energy
at the Project point of delivery to the Parties requesting operition equivalent to the amount of capacity
and energy which would have been available to such Parties from their Ownership Shares of Project
Capability during such period, and such requesting Parues shall pay the supplying Party a percentage of
the amount of incremental savings which the requesting Parties realize from the displacement of energy
from the Project, which percentage and amount of savings shall be as agreed by the Parties involved,
provided further, that requiring non-operation of the Project will not (i) adversely affect the availability
of capacity and energy to which any other Party otherwise would have been entitled from the Project, or
{(ii) adversely affect any other Party’s costs for such capacity and energy.

If fulfilling the schedules submitted by the Parties would require operation of the Project at an
operating level below the Minimum Capability, Supply System’s dispatcher shall immediately notify all
Parties. Unless otherwise agreed by the Parties as provided in the preceding paragraph, the Parties
whose schedules are greater than their Ownership Share of such Minimum Capability shall take such
schedules, and the other Parties shall schedule and take (proportional to their Ownership Share) the
remainder of such Minimum Capability.

(e) When testing of plant facilities requires generation, each Party shall make provision for accept-
ance of its Ownership Share of such generation. Supply System will notify Parties of test schedules as
far ir advance as practicable.

(f) During any hour in which the Project does not generate its station use and losses, Supply
System's dispatcher shall notify the Parties and each Party shall arrange for delivery of its Ownership
Share of such energy to the Project.

12. Accounting. Supply System shall keep up-to-date books and records showing all financial
transactions and othcr arrangements in car;ying out the terms of this agreement. Such books and records
shall contain information supporting the allocation of Supply System’s indirect costs associated with the
Project. Such books and records shall be retained by Supply System for ten years and shall be made
available for inspection and audit by the Parties at any reasonable time.

Any contract with any consultant or contractor of Supply System providing for reimbursement of
costs or expenses of any kind shall require the keeping and maintenance of books, records, documents,
and other evidence pertaining to the costs and expenses incurred or claimed under such contract to the
extent and in such detail as will properly reflect all costs related to this agreement and shall require such
books, records, documents and evidence to be made available to the Parties at all reasonable times for
review and audit for a period of three years after final settlement of the applicable contracts. Each of
the Parties shall have the right to examine and copy all plans, specifications, bids and contracts relating
to the Project.
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(b) All accounts shall be kept so &s to permit conversion to the system of accounts prescribed for
electric utilitics by the Federal Power Commission, and the allocation of costs by Supply System between
Costs of Construction and Annual Costs pursuant to this agreement shall be binding on the Parties for
purposes of this agreement, but the manner in which accounts are kept pursuant to this agreement is
not intended to be determinative of the manner in which they are treated in the books of account of the
Parties.

(¢) Supply System shall by the 15th of each month supply to each Party a complete, itemized
account of all deposits in and withdrawals from the trust accounts during the previous month, together
with an itemization of the basis for reimbursement made to Supply System from such account during such
month. Supply System shall cause all books and records to be audited by independent Certified Public
Accountants of national reputation acceptable to all the Parties at approximately annual intervals and
at such time as such accounts are closed. Copies of such audits shall be supplied to each Party.

13. Invurance. (a) Supply System shall procure at the earliest practicable time and thereafter
maintain in force for the benefit of the Parties as named insured and with losses payable to the Parties as
their respective interests shall appear, such insurance coverage for the construction, operation, main-
tenance and repair of the Project as the Committee may determine pursuant to Section 3(g), but not less
than shall be required under the contract to be executed with the Project Architect Engineer, and not
less than will satisfy the requirements of the Atomic Energy Act of 1954 (as amerded), (including all
AEC regulations in effect from time to time thereunder), and conform to Prudent Utility Practice.

(b) Any Party may request additional insurance to the extent available, and Supply System shall
purchase such requested insurance at the expense of such Party. The Proceeds from such requested
insurance shall be disbursed as directed by such Party.

14. Liabilities; Waiver of Subrogation. (a) Each of the Parties releases each of the other Parties,
its agents and employees from any claim for loss or damage, including consequential loss or damage,
arising out of *he construction, operation, maintenance, reconstruction, and repair of the Project due to
negligence, it ding gross negligence, but 2ot any claim for loss or damage resulting from breach of
any contract relaing to the Project, including this Agreement, or for willful or wanton misconduct.

(b) Any loss, cost, liability, damage and expense to the Parties or any Party, other than damages to
any Party resulting from loss of use and occupancy of the Project or any part thereof, resulting from the
coustruction, operation, maintenance, reconstruction or repair of the Project and based upon injury to or
death of persons or damage to or loss of Project property and property of other partics, to the extent
not covered by collectible insurance, shall be charged to Cost of Construction or Annual Costs, whichever
may be appropriate.

(c) Each Party shall cause its insurers to waive any rights of subrogation against each of the other
Parties, its agents and employees, for losses, costs, damages or expenses arising out of the construction,
operation, maintenance, reconstruction or repair of the Project.

15. Uncontrollable Forces. No Party shall be considered to be in default in the performance of
any of the obligations hereunder, other than obligations of any Party to pay its Ownership Share of costs
and expenses, if failure of performance shall be due to uncontrollable forces. The term “uncontrollable
forces” shail mean any cause beyond the control of the Party affected and which, by the exercise of
reasonable diligence, the Party is unable to overcome, and shall include but not be limited to an act of
God, fire, flood, explosion, strike, sabotage, an act of the public enemy, civil or military authority, includ-
ing court orders, injunctions, and orders of government agencies with proper jurisdiction prohibiting acts
necessary to performance hereunder or permitting any such act only subject to unreasonable conditions,
insurrection or riot, an act of the elements, failure of equipment, or inability to obtain or ship materials
or equipment because of the effect of similar causes on suppliers or carriers. Nothing containcd herein
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shall be construed so as to require a Party to settle uny strike or laber déspute in which it may be involved.
Any Party rendered unable to fulfill any obligation by reason of uncontrollable forces shall exercise due
diligence tc remove such inability with all reasonable dispatch.

16. Damage 1. the Project. (a) If the Project suffers damage resulting from causes other than
ordinary wear, tear or deterioration to the extent that Supply System’s estimate of the cost of repair 1s
less than 20% of the then depreciated value of the Project, and if the Parties do not unanimously agree
that the Project shall be ended pursuant to Section 22, Supply System shall promptly submit a revised
construction budget or budget of Annual Costs, as appropriate, and shall pr oceed to repair the Project,
and each Party shall pay as budgeted, into the appropriate Trust Account, its Ownership Share of the cosi
of such repair.

(b) 1f the Project suffers damage to the extent that Supply System’s estimate of the cost of repair
exceeds 20% of the then depreciated value of the Project, Supply System shall determine the estimated
fair market value of the Project if it is then terminated without repair. Thereafter, each Party which,
within a reasonable time to be determined by the Commitiee, gives notice in writing to each of the
other Parties of its desire that the Project be repaired, shall pay into the appropriate Trust Account,
as budgeted in a revised budget, that part of the wotal cost of repair in the proportion that its Ownership
Share bears to the total of the Ownership Shares of all Parties giving such notice. If any Party has
given such notice, the Ownership Share of each Party which has not given notice shall be reduced at
the end of each month thereafte: to the extent determined by the following formula:

\Y
s"'s"[v + C

where
V = Estimated fair market value of the Project if it is terminated without repair
C = Actual expenditures for Repair
§, == Ownership Share prior to loss
S, = Reduced Ownership Share

At the same time, the amount of such reduction shall be added to the Ownership Share of each Party
giving such notice iu the proportion that its Ownership Share bears to the total of the Ownership Shares
of all Parties giving such notice.

(¢) If the Project suffers damage to the extent that Supply System’s estimated cost of repair
exceeds 20% of the then depreciated value of the Project and no Party gives the notice provided in
Section 16(b), the Project shall be ended pursuant to Section 22.

(d) For the purposes of this section 16, the depreciated value of the Project at any time shall
be based on the original cost of the Project, plus additions and less retirements, depreciated on a straight-
line basis using a composite life of 35 , ears.

(e) Supply System shall submit each of the estimates referred to in this section hereinabove to
the Committee for its approval pursuant 10 Section 3(g).

17. Default. (a) Upon failure of a Party to make any pcyment when due, or to perform any
obligation herein, any other Party may make written demand upon said Party, and if said failure is
not cured within 10 days from the date of such demand it shall constitute a default at the expiration

of such period.

(b) If a Party in good faith disputes the legal validity of said written demand, it shall make
such payment or perform such obligation within said 10 day period under written protest directed to
each of the other Parties. Such protest shall be in writing and shall specify the reasons upon which the
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is based. Payments not made by the defaulting Party pursuant to said written demand mzy be
advanced by the other Parties and, if so advanced, shall bear interest until paid, at the highest lawful
rate. Upon resolution of such dispute, then any payments advanced or made between the Parties,
as in this section provided, shall be adjusted appropriately.

(¢) In addition to the rights granted in this Section 17, any nondefaulting Party may take any
action, in law or equity, including an action for specific performance, to enforce this Agreement and
to recover for any loss, damage or payment advances, including attorneys’ fees in all trial and appellate
coufts and collection costs incurred by reason of such cefault.

18. Elective Capital Additions. Renewals and replacements not necessary 1o assure design
capability, and betterments and additions not required by governmental agencies, shall be made after
the Date of Commercial Operation only upon unanimous approval of the Committee.

19. Investment. Supply System shall use its best efforts to invest funds in the Construction Trust
Account or in the Operating Trust Account in legally issued obligations of the United States or the State
of Washington, or in other obligations in which Supply System is authorized to invest. The net proceeds
;om such investments shall be deposited in the Account from which it came and credited to the Parties
in their respective Ownership Shares.

20. Assignments. This agreement shali be binding upon and shall inure to the benefit of successors
and assigns of the Parties; provided, however, that no transfer or assignment of other than all of a
Party's interest in the Project and under this agreement to a single entity shall operate to giv® the
assignee or transferee the status or rights of a Party hereunder and no transfer or assignment hereuader
shall operate to increase the number of members on the Committee. Except as provided in Section 16
of this agreement, the undivided interest (or a portion thereof) of any Party in the Project, the property,
real or personal, related thereto, and under this agreement may be transferred and assigned as set out
below but not otherwise, provided that so long as Supply System retains its Ownership Share in the
Project, no interest, except as a security interest, in the Project shall be sold or assigne pursuant
to subsections (b) through (f) to an entity not authorized by RCW 54.44, as amended, to participate
and enter into agreements with an operating agency for the undivided ownership of common facilities:

(a) To any mortgagee, trustee, Or secured Party, as security for bonds or other indebtedness
of such Party, present or future; such mortgagee, trustee or secured Party may realize upon such
security in foreclosure or other suitable proceedings, and succeed to all right, title and interests
of such Party;

(b) To anv corporaticn or other entity acquiring all or substantially all the property of the
Party making the transfer;

(¢) To any corporation or entity into which or with which the Party making the transfer
may be merged or consolidated,;

(d) To any corporation or eatity, the stock or ownership of which is wholly owned by the
Party making the transfer;

(e) To any corporation of entity in a single transaction constituting « sale and lease back
to the transferor or assignor;

(f) To any other person, provided that the Party shall first offer to transfer or assign such
interest to the other Parties in proportion to their respective Ownership Shares in the amount of
and on terms and conditions not less advantageous than those which it is willing to accept for a
transfer or assignment to such other person. Such offer shall remain open for a reasonable period
but not less than three months and, if the offer of the selling Party’s interest is not accepted by
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the other Parties proportionately, the entire offer may be accepted by one of the other Parties or
in dif :rent proportions among the other Parties as such Parties may mutually agree.

(g) Transfer or assignment shall not relieve a Party of any obligation hereunder except to
the extent agreed to in writing by ail the other Parties. Any interest or assignment permitted by
subsections (b) through (f) of this section 20 is expressly conditioned upon the transferee or
assignee assuming the obligations of the transferring or assigning Party under this agreement.

21. Training. Supply System shail carry out a familiarization and training program to maihtain
adequate staffing in connection with the construction, operation and maintenance of the Project and
the expenses thereof shall be part of the Costs of Construction or Annual Costs as appropriate. Each
Party shall be entitled to have employees present at the Project for purposes of training, subject to
reasonable rules to be established by Supply System. Any increase in the Costs of Construction or
Annual Costs resulting from such training shall be borme by the Parties employing such trainees.

22. End of Project. (a) When the Project can no longer be made capable of producing electricity
consistent with Prudent Utility Practice or the requirements of governmental agencics having juris-
diction or is no longer licensed by the AEC, or when the Project is ended pursuant to Section 16,
Supply System shall sell for remov~l all salable parts of the Project exclusive of Fuel to the highest
bidders. After deducting all costs of ending the Project, including, without limiting the generality of
the foregoing, the cost of decommissioning, razing all structures and disposing of the debris and meeting
all applicable requirements of law, Supply S;stem shall close the appropriate Trust Account and, if
there are net proceeds, distribute to each Party its Ownership Share of such proceeds. Supply System
shall liquidate the Fuel, and after making all required payments and receiving all due receipts, shall
disburse the proceeds to the Owners as their interests appear. In the event such costs of ending the
Project exceed available funds, each Party shall pay its Ownership Share of such excess as incurred.

(b) (i) If the Parties are unable to reach agreement to any of the items (i) through (v) described
in Section 3(j), one or more of the Parties may, within ninety (90) days after the date of the notice 10
the Parties provided for in Section 3(j), elect to proceed with the Project.

(i) If one or more of the Parties is rendered incapable of proceeding with its obligations here-
under by reason of one or more of the conditions listed below, which condition is beyond the ability of
such party to remedy by reasonable means within a reasonable time, one or more of the other Parties
may, within ninety (90) days afte: 70tice by a Party of the occurrence of the condition, elect to proceed
with the project without the disabled Party; provided, kowever, that if such disabled Party is proceeding
with all due diligence to remove such disability, the election shall not be made until 90 days after final
order or other final disposition of the matter; provided further, that if delay would cause substantial
additional costs to be incurred if the election were so postponed, the electing Parties may proceed as
necessa:y to avoid or minimize delay, preserving the rights of the disabled Party until final order or
other final disposition. The conditions are:

1. Inability to finance.
2. Failure to obtain necessary legal authorizations, including regulatory approvals.

(iii) Upon the election for any of the reasons set forth in (i) and (ii) abive, the Parties so electing
shall promptly reimburse each non-electing Party for its Costs of Construction and costs of Fuel, if any,
incurred hereunder; provided, however, that such reimbursement shall not occur with regard to a disabled
Party until final order or other final disposition in the Matter confirming the disability. Upon such
reimbursement, the non-electing Parties’ interest in the Project and in this Agreement, and any related
rights or interest acquired by them hereunder, shall forthwith vest in the electing Parties in such propor-
tion as the electing Parties may agree.
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23. Notices. Any notice, demand or request provided for in this Agreement served, given or made
in connection therewith shall be deemed properly served, give: or made if given in person or sent by
registered or cert.fied mail, postage prepaid, addressed to the person and at the address designated in
writing by the respective Party or by Bonneville, as the case may be. Any Party and Bonneville may
at any time, and from time (o time, change its designation of the person to whom notice shall be given
by giving notice to all other Parties as herein above provided.

24. Provisions Relating to Delivery. Deliveries of electric power and energy to the Parties and to
Bonneville shall be made at the point of delivery and at the approximate voltage described below. Such
electric power and energy shall be in the form of three-phase current, alternating at a frequency of
approximately 60 her'z. Amounts so delivered at such point during each month shall be determined
from measurements made by the meters, adjusted for losses as agreed upon by the Parties, installed to
record such deliveries at the place and in the circuits hereinafter specified:

ProJECT POINT OF DELIVERY:

Location: the point where the 230 kv or higher voltage facilities of the Project and those of
Bonneville or of a Party are connected;

Voltage: 230 kv or higher;
Metering: in the circuits over which such electric pover and energy will flow;
Adjustment: for losses between the point of metering and the point of delivery.

25. Additional Generating Units and Facilities. (a) Each Party shall have the right to install and
operate on the Plant Real Property such facilities as are reasonably required to enable it to deliver to
its own system its Ownership Share of the Project Capability; provided, however, that the facilities of
such Party shall be so instled and operated as not to burden or interfere with those of any other Party,
or the Project, or the construction on the Plant Real Property of generating units in addition to the first
unit. In the event of construction on the Plant Real Property of generating units in addition to the first
unit, the Party who installs such facilities, if necessary to avoid interference with such new generating
units, shall relocate such facilities at its own expense. If a Party proposes to install or operate facilities
which would require the relocation of previously installed facilities of any other Party, or of the Project,
but would otherwise meet the requirements of this subsection, the Party desiring to install or operate
such facilities shall have the right to call for such relocation if it bears all costs resulting therefrom.

(b) Supply Svstem, either individually or jointly with other entities, shall have the right o construct
and operate on Plant Real Property (subject to the provisions of subsection (c), below, giving each of
the other Parties a right to participate therein) additional nuclear generating units and necessary appurte-
nances thereto. If Supply System individually or jointly with any other entity decides to construct and
operate an additional generating unit or units and appuortenances which would require the relocation of
previously installed facilities of the Project, it shall have the right to call for or accomplish such reloca-
tion, as the case may be, if it bears all costs resulting therefrom. In connection with any such addition?
units, Supply System individually or jointly with other entities shall have the right to use any facil® ies
installed es part of the Project and to modify such facilities for use in connection with the instailation or
operation of such additional generating units and appurtenances; provided, however, that such use of
Project facilities shall not burden or unreasonably interfere with the Project, that the cost of any
modification shall be borne by Supply System, and that Supply System shall pay to the Parties a reason-
able monthly facilities charge based on the portion of the Project facilities devoted to the use of the
additiona! units as compared to the portion devoted to the generating unit of the Project, which charge
shall take into account such costs as capital and other carryirg charges, depreciation, operation and
maintenance expense, taxes, insurance and return on investment.
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(¢) To the extent Supply System individually or jointly with any other entity decides to construct
and operate additional nuclear generating units on the Plant Real Property, each of the othe: Parties
shall have the right to participate in the ownership of such units to the extent it elects but not to «xceed
its Ownership Share of the total ownership of each unit under terms and conditions substantially similar
to this Agreement, ta¥1ag into account intervening ck.anges in construction, ownership and operating costs
and conditions. Such right shall be exercised with respect to each individual additional generating unit
at the time that Supply System makes a firm decision to construct said additional unit snd may not be
cumulated for application against later generating units.

(d) All of the rights of the Parties described in subsection (¢) above shall be subject to the follow-
ing limitations:
(1) If a Party elects to participate pursuant to subsection (c¢) above, it will so advise Supply
System in writing within ninety (90) days of the receipt by it of written notice from Supply System
that it has made a firm decision. Prior to sending such notice, Supply System shall make available
to each of the Parties 2y relevant information it has concerning the proposed additional generating
unit;

(2) Such rights are not assignable by a Party to any other entity without the consent of
Supply System except to a corporation whose stock or other ownership is wholly owned by the
Party or except to a suctessor corporation to a Party resulting from a corporate reorganization in
which there is no substantial change in beneficial ownership;

(3) No assignment shall be made except to a corporation authorized by RCW 54.44 as
amended to participate and enter into agreements with an operating agency for the undivided owner-
ship of common facilities.

(4) Supply System, unless otherwise mutually agreed, shall be the Operator of any generating
plants constructed under the terms of this section.

26. Personal Covenants; Rule Against Restrictions on Alienation. (a) Except for the Parties’
mutual waiver of the right to partition set forth ir. Section 2(¢), all of the covenants and conditions herein
shall be personal to the respective Parties and not covenants running with the land and shall be binding
upon any Party which acquires any right, title or interest of any Party in or to the Project or under
this Agreeme 1, Ly assignment or in any other way.

(b) I the duration of any term or condition of this Agreement shall be subject to the rule against
restrictions on alienation or to a similar cr related rule, then the effectiveness of such term or condition
shall not extend beyond (i) the maximum period of time permitted under such rule or (ii) the specific
applicable period of time expressed in this Agreement, whichever is shorter. For purposes of applying
the rule against restrictions on alienation, or any similar or reiated rule, the measuring lives in being
shall be those of the officers and members of the board of directors of Supnoly System listed by name on
pages 6-7, Exhibit B entitled “Directory of Officials” of the “Report of Examination™ of Supply
System made by the State of Washington, Office of the State Auditor, Division of Municipal Cor-
porations, for the year ended December 21, 1972 (Examination No. 39548), together with all such
listed persons’ children who are living on the date of execution of this Agreement. As used in this
paragraph, the word “children” shall have its generally accepted meaning of descendants of the first

degree.

27. Construction of Agreement. This Agreement shall be construed in acco:unce with the law
of the State of Washington.

28. Additional Documents. Each Party, upon request by the other Parties, shall make, execute
and deliver any and all documents reasonably required to implement the terms of this Agreement.
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In WiTNESS WHEREOF, the Parties hereto have caused this Agreem:nt to be executed this 17th

day of September, 1973,

ATTEST:

Ep FISCHER
Secretary

L. BENNETT
Secretary

H. H. PHiLLIPS
Secretary

W. E. WATSON
Secretary

J. P. BUCKLEY
Secretary

(SEAL)

(LEAL)

(SEAL)

(SEAL)

(SEAL)

WASHINGTON PUBLIC POWER SUPPLY SYSTEM

By J.J.StEIN

Managing Director

Paciric PoweR & LiGHT COMPANY

By GeorGE L. BEARD

Senior Vice President

PORTLAND GENERAL ELECTRIC COMPANY

By ROBERT H. SHORT

Senior Vice President

PuUGET SoUND POWER & LIGHT COMPANY

By D.H. KNiGHT

Vice President

THE WASHINGTON WATER POWER COMPANY

By H.W. HARDING
Vice Presideni
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WASHINGTON PUBLIC POWER SUPPLY SYSTEM
NUCLEAR PROECT NC. 3

The Washington Public Power Supply System’s Nuclear Project No. 3 is expected to have 2 net
electrical plant capability of approximately 1,200 MW.

It will be located on a site in the State of Washington acceptable to the Project Owners and Bonne-
ville, such site to be described more particularly in Exhibit A

The plant and associated facilities will include the site referred to, a nuclear steam supply system,
fuel and reactor coolant system with all related containment structures, safety features. instrumentation,
control and auxiliary systems; turbine-generator, condensers and circulating water cooling systems,
facilities and piping; electrical and mechanicai systems and other related equipment and facilities;
electrical facilities required to deliver the output of the Project to the point of delivery described in
Section 24 and other structures, shops, warchouses, construction facilities, offices, equipment or ficilities
required in the construction, maintenance and operation of the Project.

EXHIBIT B
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EXHIBIT IV
FORM OF NET BILLING AGREEMENT

CONTRACT NO. i4-05-
11-27-72

WASHINGTON PUBLIC POWER SUPPLY SYSTEM
NUCLEAR PROJECT NO. 3

AGREEMENT
executed by the
UNITED STATES OF AMERICA
DEPARTMENT OF THE INTERIOR
acting by and ihrough the
BONNEVILLE POWFR ADMINISTRATOR
and
WASHINGTON PUBLIC POWER SUPPLY SYSTEM
and

(THE PARTICIPANT)
(Net Billing Agreement)
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This AGREEMENT, executed September 25, 1973, by the UNITED STATES OF AMERICA (Govern-
ment), Department of the Interior acting by and through the BONNEVILLE POWER ADMINISTRATOR
(Administrator), and WASHINGTON PusLic POWER SUPPLY SYSTEM (Supply System), a municipal
corporation of the State of Washington, and o corporation of
tne State of (Participant)

WITNESSETH:

WHEREAS in order to achieve the economies of size for the benefit of Supply System’s members,
the Participants and the other Project Owncrs, the Project Owners have entered into an agreement
simultaneously with this agresment providing that the Project Owners will finance and own the Project
and that Supply System will design, construct, operate and maintain the Project on behalf of the
Project Owners; and

WHEREAS Supply Systera and the Companies have entered into short-term Power Sales Agreements
simultaneously with this agreement providing for purchase by the Companies of output from Supply
System's Ownership Share of the Project; and

WHrEREAS the Participant proposes to purchase the Participant’s Share from Supply System for
assignment to the Administrator hereunder and the Administrator proposes to acquire such Participant’s
Share; and

WHEREAS Supply System end the Participant have each determined that the sale by Supply System
to the Participant of the Participant’s Share and assignment thereof to the Administrator as herein
provided wili be beneficial to it by reducing the cost of and increasing the amounts of firm power and
energy which will be available to serve its members or customers in the future; and

WHEREAS the Administrator has determined that the acquisition of the Participant’s Share as
herein provided will assist in attaining the chjectives of the Bonneville Project Act and other statutes
which pertain to the disposition of electric power and energy from Government projects in the Pacific
Northwest by enabling the Government to make optimum use of the Federal Columbia River Power
System, and that the integration of capability of the Project acquired hereunder with the generating
resources of the Federal Columbia River Power System as provided herein will enable the Administrator
to make available additional firm power and energy to meet the needs of his customers; and

WHEREAS the construction of the Project is a part of the Hydro Thermal Power Program for the
Pacific Northwest and this agreement is one of a series of agreements implementing such programs; and

WHEREAS the Administrator will pool electric power and energy acquired hereunder with other
electric power and energy available to the ..uministrator from the Federal Columbia River Power
System so that any costs or losses associated with acquiring such electric power and energy will be
borne by the Administrator’s ratepayers through rate adjustments if necessary; and

WHEREAS the Administrator and the Participant are parties to agrecments which require payments
by the Participant to the Administrator which may be used 'o offset payments by the Administrator
to the Participant hereunder under a net billing procedure; and

WHEREAS Supply System and the Administrator propose to enter into the Project Agreement
simultaneously with this agreement which will provide among other things for reiationships between
Supply System and the Administrator with respect to Project construction, operation, maintenance
and budgets; and

WHEREAS Supply System and the Administrator propose to enter into agreements with the other
Participants containing terms and conditions substantially identical to those specified herein; and
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WHEREAS Supply System is organized under the laws of the State of Washington (Rev. Code of
Washington, Ch. 43.52) and is authorized by law jeintly to construct, own, acquire and operate works,
plants, and facilities for the generation and/or transmission of electric power and energy and to enter
into contracts for such purposes and with the Administrator and public and private organizations for the
disposition and distribution of electric power and energy produced thereby; and

WHEREAS the Administrator is authorized pursuant to law to dispose of electric power and energy
generated at various federal hydroelectric projects in the Pacific Northwest and to enter into related
agreements;

Now, THEREFCRE, the parties hereto mutually agree as follows:
1. Definition and Explanation of Terms.

(a) “Arnual Budget” means the budget adopted by Supply System not less than 45 days prior
to the beginning of each Contract Year which itemizes the projected costs of Supply System's Ownership
Share of the Project applicable to such Contract Year, or, in the case of an amended Annval Budget,
applicable to the remainder of such Contract Year. The Annual Budget, as amended from time to
time, shall make provision for all such Supply System's costs, including accruals and amortizations,
resulting from the wvnership, operation (including cost of fuel), and maintenance of the Project and
repairs, renewals, replacements, and additions to the Project, including, but not limited to, the amounts
which Supply System is required under the Bond Resolution to pay in each Contract Year into the
various funds provided for in the Bond Resolution for debt service and all other purposes and shall
include the source of funds proposed to be used; provided, however, that the Annual Budget for any
portion of a Contract Year prior to the Date of Commercial Operation or September 1, 1981, whichever
occurs first, shall include only such amounts as may be agreed upon by Supply System and the
Administrator.

All taxes imposed aud required by law to be paid with respect to Supply System's Ownership Share,
and which are due and payable in a Contract Year, shall be included in the Annual budget for that
Contract Year as a Project cost. To the extent Supply Syster: is permitted by law to negotiate for
payments in licu of taxes or other negotiated payments to state or iucal taxing entities, the Annual Budget
shall also include the amounts of such negutiated payments; provided, however, that Supply System
shall not agree to such negotiated payment if in any Contract Year the sum of such negotiated payments
and taxes imposed by law would exceed the total amount of ad valorem taxes that Supply System
would have paid in that year to such taxing entities if Supply System's Ownership Share of the Project
or portion thereoi within the boundaries of each such taxing entity, were subject to ad valorem taxes
and its valuation tor tax purposes were added to the valuation of the property subject to ad valorem
taxes by suck taxing entity, but with its millage rate reduced so that the amount of ad valorem taxes
tuised would be unchanged.

(b) “Billing Statement” means the written statement prepared by Supply System that shows the
amount to be paid to Supply System by the Participant for the Participant’s Share for a Contract Year
or, in the case of an amended Billing Statement, for the remainder of such Contract Year. Such amount
shall be de’ermined as to the Participant by multiplying the amount of the Annual Budget or the amended
Annual Budget, as the case may be, less any other funds (including but not limited to amounts payable
under the Power Sales Agreements) which shall be specified in the Annual Budget as being payable
from sources other than the payments to be made under the Net Billing Agreemunts, by the Participant’s
Share. At the end of cach Contract Year any amount over or under billed during such year will be
reflected in the Billing Statement for the following Contract Year.

(¢) “Bonds” means any bond, bonds or other evidences of indebtedness issued in connection
with the Project pursuant to the Bond Resolution (1) to finance or refinance Supply System’s Owner-
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ship Share of the costs associated with planning, designing, financing. acquiring and constructing the
Project pursuant to the Bond Resolution and (2) for any other purpose authorized thereby.

(d) “Bond Resolution” means the resolution or resolutions adopted or supplemented by Supply
System, as the same may be amended or supplemented, to authorize the Bonds.

(e¢) “Companies” means the eiectric utilities or other entities, other than Supply System, that
execute and are party to a Power Sales Agreement.

(f) “Contract Year” (1) means the period commencing on the Date of Commercial Operation,
or on January 1, 1981, whichever occurs first, and ending at 12 p.m. on the following Jur: 30, and (2)
thereafter means the 12 month period commencing each year at 12 p.m. on June 30, except that the
last Contract Year shall end on the date of termination of this agreement.

(g) “Date of Commercial Operation” means the date fixed pursuant 1o section 1(g) of the
Project Agreement.

(h) “Net Billing Agreements” means this agreement and all other agreements for the Project
similar to this agreement entered into by Supply System, the Administrator and each of the Participants
(Contracts No. 14-03-39101 through 14-03-39203, inclusive).

(i) “Ownership Agreement” means the Agreement for construction, ownership, and operation of
the Project, as the same may be amended, and as executed by the Project Owners.

(j) “Participants” means those entities which are specified in Exhibit A or which become
assignees of all or part of any Participant’s Share pursuant to sections 7(b) or 15.

(k) “Participant’s Share” means the decimal fraction share of Supply System's Ownership Share
of Project Capability, reduced by short-term sales of output from Supply System's Ownership Share of
the Project under the Power Sales Agreements, purchased by the Participant hereunder as specified
in Exhibit A, plus, during any period in which a decimal fraction is assigned to the Participant pursuant
to sections 7(f) or 12 hereof or pursuant 1o section 7(b) in the other Net Billing Agreements the
decimal fraction share or shares so assigned, and minus any reductions under section 12 herecf or
under the assignment by the Participant under section 7(b) hereof during any period in which such
reductions or assignments are in effect; provided, however, that such short-term sales frora the Supply
System's Ownership Share shall not exceed a total of 1,000 megawatt-years and shall not extend beyond
June 30, 1984,

(i) “Power Sales Agieements” means the agreements for the short-term sale and purchase of
output from Supply System’s Ownership Share of the Project entered into simultancously with this
agreement by Supply System and each of the Companies.

(m) “Project” means the nuclear generating plant and related property as described in Exhibit B.
Exhibit B may be revised from time to time by mutual agreement of Supply System and the Administrator,
after consultation with the Participant, but in any event shall conform to the description of the Project
in the Bond Resolution which authorizes the issuance of Bonds in an amount suficient to pay ihe
costs of acquiring and constructing Supply System’s Ownership Share of the Project.

(n) “Project Agreement” means the agreement for the financing, construction and operation of
Supply System's Ownership Share as the same may be amended, executed by Supply System and the
Administrator (Contract No. 14-03-39100).

(0) “Project Capability” means the actual electrical generating capability, if any, of the Project
at any particular time (including times when the Project is not operable or operating or the operation
thereof s suspended, interrupted, interfered with, reduced or curtailed, in each case in whole or in part),
less Froject station use and losses.
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(p) “Project Consultant” means an individual or firm, of national reputation having demonstrated
expertise in the field of the matter or item referred to it, appointed among other things, for the resolution
of a difference regarding a matfer or item referred by Supply System. A different Project Consultant
may be appointed for each matter or item referred.

(q) “Project Owners” means Supply System and the electric utilities that execute and are party to
the Ownership Agreement.

(r) “Prudent Utility Practice” at a particular time means any of the practices, methods and acts,
which in the exercise of reasonable judgment in light of the facts (incluring but not limited to the practices,
methods and acts engaged in or approved by a signif- .ant portion of the electrical utility industry prior
thereto) known at the time the decision was made, would have been expected 1o accomplish the desired
result at the lowest reasonable cost consistent with reliability, safety and expedition. Prudent Utility
Practice shall apply not only to functional parts of the Project but also to appropriate structures, land-
scaping, painting, signs, lighting, other facilities and public relations programs reasonably designed to
promote public enjoyiient, understanding and acceptance of the Project. Prudent Utility Practice is not
intended to be limitcd to the optimum practice, method or act, 10 the exclusion of all others, but rather
to be a spectrum of possibie practices, methods or acts. In evaluating whether any matter conforms to
Prudent Utility Practice, the parties and any Project Consultant shall take into account (1) the fact that
Supply System is a municipal corporation and operating agency under the laws of the State of Washington
with the statutory duties and responsibilities thereof and (2) the objective to integrate the entire Project
Capability with the generating resources of the Federal Columbia River Power System, the Project Owners
(except Supply System) ard the Companies, to achieve optimum utilization of the resources of such
systems taken as a whole. and to achieve efficient and economical operation of such systems. Any prac-
tice, method or act which pursuant to the Ownership Agreement is determined to be Prudent Utility
Practice shall be deemed to be Prudent Utility Practice hereunder.

(s) “Supply System’s Ownership Share” means 0.70 or such other decimal fraction as may be deter-
mined under the Owncrship Agreement.

2. Exhibits. Exhibits A through C are by this reference incorporated herein and made a part of
this agrerment. Supply System and the Participant shall each be the “Contractor” as that term is used in
Exhibit C.

3. Term of Agreement. This agreement shall be effective upon execution and delivery and, except
as provided in section 10(c) and except as to accrued obligations andJ liabilities, shall terminate on the
date of written notice by Supply System pursuant 10 section 10(a).

4. Financing, Design, C onstruction, Operating and Maintenance of the Project. Supply System shall
perform its duties and exercise its rights under the Ownership Agreement in accordance with Prudent
Utility Practice, and shall, in good faith and in accordance with Prudent Utility Practice, use its best
efforts to construct, operate and maintain the Project and to finance its interest therein.

. Sale, Purchase and Assignment of Participant’s Share.

(a) Sale of Participant’s Share. Supply System hereby sells, and the Participant hereby purchases,
the Participant’s Share. The purchase price to be paid for each Contract Year by the Participant to Supply
System for the Participant’s Share shall be the amount specified in the Billing Statement. The Participant
shall make the payment 10 be made to Supply System under sections 5, 6 and 10, whether or not the
Project is completed, operable or operating and notwithstanding the suspension, interruption, interference,
reduction or curtailment of the Project output, and such payments shall not be subject to any reduction
whether by offset or otherwise, and shall not be conditioned upon the performance cr nonperformance
by Supply System or any other Project Owner or the Administrator or any other Participant under this

or any other agreement Of instrument.
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(b) Assignment of Farticipani’s Share 10 the Administrator. The Participant hereby assigns, and
the Administrator hereby accepts the assignment of, the Participant’s Share. In consideration of such
assignment, the Administrator shall provide to the Participant the payments, olisets and credits specified
in sections 7 and 10 in the manner provided therein, whether or not the Project is completed, operable or
operating and notwithstanding the suspension, interruption, interference, reduction or curtailment of the
Project output. Such payments, offsets or credits to be made by the Administrator under this agreement
shall not be reduced by offset or otherwise, except as specifically provided in section 7, and shall not be
conditioned upon the performance or nonperformance by Supply System, or any other Project Owner,
the Participant or any Participant under this or any other agreement or instrument.

6. Payment by the Participant.

(a) Not less than 45 days prior to cach Contract Year, or whensver the Annual Budget for such
Contract Year is amended, Supply System shall prepare and deliver to the Participant and the Admin-
istrator a Billing Statement showing the amount (o be paid by the Participant for such Contract Year.

Whenever during a Contract Year the Participant’s Share changes from that used in preparing the
Billing Statement for that Contract Year, an amended Billing Statement shall be prepared for the re-
mainder of that Contract Year reflecting such change and shall be submitted to the Participant and the
Administrator.

(b) The Participant shall pay to Supply System each Contract Year the amount specified in the
Billing Statement submitted under subsection (a) above. Such payments shall be mad= as specified below.

The Participant shall pay to Supply System each month in a Contract Year the amount by which
the net billing credits and cash paymerits theretofore received from the Administrator by the Participant
for tha, Contract Year under section 7 exceed the sum of the Participant’s previous payment. to Supply
System for that Contract Year until the amount of the Billing Statement has been paid; provided, how-
ever, that in any event the Participant shall pay by the end of the last month in that Contract Year the
amount by which the amount in the Billing Statement exceeds the total of the monthly amounts previously
paid to Supply System by the Participant in such Contract Year.

Each such payment shall be made on or before the thirtieth day after (1) the date on each of the
Administrator’s bills to the Participant which reflects a credit to the Participant for such Contract Year
pursuant to section 7(a) or (2) the date that payment is received from the Administrator pursuant to
section 7(¢). Amounts due and not paid by the Participant on or before the close of business of such
thirticth day shall bear an additional charge of two percent of the unpaid amount. Thereafter, a further
charge of one-half percent of the initial amount remaining unpaid shall be added on the last day of each
succeeding 30 day period unti! the amount due is paid in full. Remittances received by mail will be
accepted without assessment of the delayed payment charges referred to above provided the postmark
indicates the payment was mailed on or before the thirtieth day after the date of the bill. If the thirtieth
day after the date of the bill is a Sunday or other nonbusiness day of the Participant, the next following
business day shall be the last day on which payment may be mailed without addition of the delayed pay-
ment charge.

(¢) In the event that Supply System bears any cost under section 8(e) of the Project Agreement
the Participant will pay to Supply System an amount equal to the amount of such cost multiplied by the
Participant’s Share, in addition to the payments specified in section 6(b) hereof. Payments under this
section 6(c) hereof shall be made within 3C days from the date of mailing of the statement stating the
amount of the payments.

7. Payment by the Administrator.

(a) For each Contract Year, the Administrator shall pay to the Participant an amount equal to that
set forth in the Billing Statement for that Contract Year. The Administrator’s payments shall be effected
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by means of credits against the Administrator's monthly billings to the Participant under the Participant’s
Bonneville Contracts, as follows:

(1) For Contract Years in which this is the only agreement requiring the Administrator to
make payments to the Participant: In the month preceding each such Contract Year the Adminis-
trator shall allow a billing credit in the form of an offset to the Participant in the full amount of the
Administrator’s billings in that month under the Parucipant’s Bonneville Contracts. A billing credit
computed in the same manner shall be allowed in each of the succeeding months (except the last)
in that Contract Year until the full amount owed by the Administrator for that Contract Year has
been offset against the Administrator’s billings to the Participant.

(2) For Contract Years in which there are two or more agreements requiring the Adminis-
trator to make payments to the Participant: In the month preceding each such Contract Year and
in each of the succeeding months (except the last) in that Contract Year the Participant’s billing
credits under this agreement shall be offset in the manner specified in (1) above against the pay-
ments due from the Administrator under all agreements of the Participant requiring the Adminis-
trator to make payments to the Participant, in the proportion that the amount specified in the Billing
Statement bears to the sum of the amounts to be paid by the Administrator under all such agree-
ments for that Contract Year.

The total offsets allowed to the Participant hereunder for a Contract Year shall not exceed the sum of
(1) the amount specified in the Billing Statement for that year and (2) any amount paid by the Partici-
pant for a prior Contract Year which remains unpaid by the Administrator to the Participant under this
agreement.

“Participant’s Bouneville Contracts™ as used in this section means all contracts or agreements be-
tween the Participant and the Administrator which require payments by the Participant to the Adminis-
trator for sale and exchange of electric power and energy, operation and maintenance of facilities, use of
transmission facilities, and emergency and standby power.

(b) If for any Contract Year, the Administrator determines that the dollar obligations due the
Acministrator from the Participant, referred to in subsection (a) above, are or are expected to be in-
sufficient to offset the Administrator's dollar obligations to such Participant under subsection (a) above,
and, in the opinion of the Administratcr and the Participant, are expected to remain insufficient for a
significant period, the Administrator shall use his best efforts to arrange for assignment of all or a portion
of the Participant’s Share and the associated benefits and obligations (subject to the prior assignment of
the Participant’s Share to the Administrator hereunder) to another customer or customers of the Ad-
ministrator for all or a portion of the remaining term of this agreement to the extent required to eliminate
the insufficiency, and the Participant shall make the assignment so arranged. The other Participants shall
have first right to accept such assignment, pro rata among those exercising such right, before an assign-
ment is made to a customer who is not one of the Participants. If the Administrator is unable to arrange
for such assignment, the Participant shall make such assignment to the other Participants pro rata pur-
suant to the counterparis of subsection (f) of this section in the other Net Billing Agreements.

(¢) If (1) assignments under subsection (b) above cannot be made in amounts sufficient to bring
into balance the respective dollar obiigations of the Administrator and (2) an accumulated balance in
favor of the Participant from a previous Contract Year is expected by the Administrator to be carried
for an additional Contract Year, such balance and any subsequent monthly net balances that cannot be
net billed shall be paid in cash to the Participant by the Administrator, subject to the availability of

appropriations for such purpoeses.

(d) The Administrator and the Participant shall not enter into any agreements providing ior pay-
ments to the Participant +wvhich the Administrator estimates will cause the aggregate of his billings to the
Participant to be less than 115 percent of the Administrator's net billing obligations to tne Participant
under all agreements providing for net billing.
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(e) 1If all or a portion of the Participant’s Share is assigned under this section, the Participant shall
nevertheless remain liable to Supply System to pay the purchase price for the Participant’s Share in
accordance with section S(a) as if such assignment had not been made, and such liability of the Partici-
pant shall be discharged oniy to the extent that the assignee of the portion of the Participant’s Share so
assigned shall pay to Supply System the purchase price for the portion of the Participant’s Share so
assigned in accordance with the provisions of this agreement. Supply System may commence such suits,
actions or proceedings, at law or in equity, including suits for specific performance, as may be necessary
or appropriate to enforce the obligations of the Participant with respect to such liability.

(f) If assignments pursuant to section 7(b) of the other Net Biiling Agreements cannot be made
in amounts sufficient to balance dollar obligations of the Administrator and any other Participant, the
Participant shall accept on a pro rata basis with other Participants assignment of a portion of such other
Participant’s Share, 10 the extent required to eliminate such insufficiency; provided, however, that the
sum of such assignments to the Participant under this subsection shall not without the consent of the
Participant exceed an accumulated maximum of 25 percent of the Participant’s Share specified in Exhibit
A, nor shall any such assignment under this subsection cause the estimate of the payments to be made
by the Participant to Supply System under this agreement to excecd the estimate of the Administrator’s
billings to the Participant for each Contract Year during the period of such assignment, both such
estimates to be made by the Administrator.

(g) The estimates by the Administrator under this agreement of billing credits and of payments
to be made by the Participant and the Administrator giving rise to such billing credits shall be conclusive.

8. Scheduling. Prior to 4 p.m. on each work day beginning on the day preceding the Date of
Commercial Operation (work day meaning a day which the Administrator and Supply System observe
as a regular work day) the Administrator shall notify Supply System of the amounts of energy from the
Participant’s Share he will require for each hour of the foliowing day or days; provided, however, that
the Administrator may during any hour request delivery of other amounts of such energy. Supply
System's dispatcher, within the capability of the Participant’s Share and in accordance with Prudent
Utility Practice, shall schedule for delivery to the Administrator at the point of delivery specified in
section 11 for each hour in the term hereof the amounts of energy so requested by the Administrator.

9. Participant’s Right to Use Project Capability.

(a) 1f the Administrator is unable to satisfy his obligation to the Participant by net billing, assign-
ment or cash payment under section 7, and determines, in consultation with the Participant, that this
inability will continue for a significant period, the Participant may direct that all or a portion of the
energy associated with the Participant’s Share be delivered by Supply System foi the Participant’s account
at the point of delivery specified in section 11, for either the expected period of such inability or the
remainder of the term hereof, whichever is specified by the Participant when it elects to have such
energy delivered to it. The amount of such delivery shall be limited to the amount of the Participant’s
Share for which payment cannot be made. at the time the Participant elects to have such delivery made
to it, by net billing with the Participant or assignees or by direct payment by the Administrator here-
under. The Participant’s obligations to assign its Participant’s Share to the Administrator and the
Administrator’s obligations to acquire such share and make payments to the Participant under this
agreement shall then be appropriately modified. The Administrator’s prior obligations to the Participant
not previously liquidated pursuant to the terms of section 7 shall be preserved until satisfied.

(b) If the Participant elects to withdraw all or a portion of its Participant’s Share as provided in
this section, the Administrator will transmit such share to any point(s) of delivery on the Federal
Columbia River Power System designated by the Participant where the Administrator determines such
share can be made available, will supply station service and losses related to such share during shutdown
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of the Project aud will provide forced-outage reserves for such share, under the same terms and condi-
tions as provided in contracts for similar service then being offered to other utilities in the Pacific
Northwest owning interests in large thermal projects.

(v} Upon withdrawal of any portion of the Participant’s Share under this secticn, the Participant
shall schedule such portion in the same manner as provided for the Administrator in section 8, and the
Administrator’s rights under section 8 shall be correspondingly reduced.

Whenever the Participant schedules any portion of its Participant’s Share, the Participant .nd the
Administrator shall (1) schedule at least their respective proportionate shares of the minimum capability
of the Project, as determined by Supply System, unless all Participants with similar obligations to
schedule and the Project Owners and the Administrator agree to a shutdown of the Project; provided,
however, that the Administrator may, at his election, and in accordance with section 11(d) of the
Ownership Agreement, require shutdown of the Project if he supplies through exchange arrangements
the power and energy the Participant otherwise would schedule from the Project during such period of
shutdown, and (2) supply to Supply System all necessary forecasts of their generation requirements
from the Project for ensuing periods as necessary to enable Supply System to prepare the fuel manage-
ment plan pursuant to section 10 of the Ownership Agreement.

10. Termination Settlements.

(a) If Supply System is unable to participate in ownership, construction, or operation of the
Project due to licensing, financing, construction or operating conditions which are beyond its control,
or if Supply System is in default as defined in the Ownership Agreement and has been requested by the
Administrator to give notice of termination, or if the Project Owners invoke the End of the Project
procedure in section 22 of the Ownership Agreement, Supply System shall give notice of termination
of this agreement effective on the date of such notice. Supply System shall terminate its activities related
to construction and operation of the Project, and shall undertake the salvage, discontinuance, decom-
missioning and disposition or sale of Supply System ownership interest in the Project, all in accordance
with the Ownership Agreement. Thereafter Supply System shall provide monthly accounting statements
to the Administrator and the Participant of all costs associated therewith. Such monthly accounting
statements shall continue until all Bonds have been paid or funds set aside for the payment or retirement
thereof in accordance with the Bond Resolution or the final disposition of the Project whichever is later,
at which time a final accounting statement shall be prepared by Supply System at the earliest reasonable
time. Such costs of salvage, discontinuance decommissioning and disposition or sale shall include, but
shall not be limited to, all of Supply System’s accrued costs and iabilities resulting from Supply System’s
ownership, construction, operation (including cost of fuel) and maintenance of and renewals and
replacements to the Project, all other Supply System costs resulting from its ownership of the Project
and the salvage, discontinuance, decommissioning and disposition thereof, and all amounts which Supply
System is required under the Bond Resolution to pay in each year into the various funds provided in
the Bond Resolution for debt service and all other purposes until the date that all of the Bonds have
been paid or funds set aside for the payment or retirement thereof in accordance with the Bond Resolution.

The monthly accounting statements shall credit against such costs all amounts received by Supply
System from the disposition of Supply System's Ownership Share of Project assets. The final accounting
statement shall credit the fair market value of any assets related to the Project than retained by Supply
System. If the monthly or final accounting statements show that such costs exceed such credits, the
Participant shall pay Supply System at times reasonably agreed upon the sum determined by multiplying
the amounts shown to be due in such statements by the Participant's Share. In any case such payments
shall be made at times and in amounts sufficient to cover on a current basis the Participant’s Share of the
amount which Supnly System 1s required under the Bond Resolution to pay in each year into the various
funds providec in the Bond Resolution for debt service and all other purposes. If the final accounting
statement shows that such credits exceed such costs, Supply System shall pay at times reasonably agreed
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upon an amount determined by multiplsing such excess by the Participant's Share, such amount to be
divided between the Administrator and the Participant as their interests may appear. Such excess credits
shall bear interest from the date of such final accounting statement to the date of payment, at the average
of the annual intercst rates for each month during such time for three-to-five vear issucs, United States
Government securities (taxable ), Money Market Rales, as published by the Board of Governors of the
Federal Reserve System in the “Federal Reserve Builetin” or equivalent publication or the maximum
rate lawfully payable by Supply System, whichever is less.

(b) To the extent of the Participant's Share then assigned to the Administrator, the Administrator
shall pay the Participant the umounts, if any, paid by the Participant to Supply System pursuant 10 this
section. Such amounts shall be paid in the manner specified in Section 7 and at such times as the parties
agree upon.

(¢) The provisions of this section and the provisions of sections S(a) and 5( b) describing the cir-
cumstances under which payments are to be made in this section and the provisions of section 13 shall
remain in effect notwitbstanding termination of this agreement pursuant to section 3.

11. Provisions Relating to Delivery. Deliveries of electric power and energy to the Administrator
shall be made at the point of delivery and at the approximate voltage described in the exhibit specified
below. Such electric power and energy shall be in the form of three-phase current, alternating at a
frequency of approximately 60 hertz. Amounts $0O delivered at such point during each month shall be
determined from measurements made by Project meters, adjusted for losses, if any, as agreed upon by
the parties hereto, installed to record such deliveries at the place and in the circuit agreed upon by
Supply System and the Administrator. Such point of delivery shall be described in a suitable exhibit 1o
this agreement when the location, voltage, and metering details of the point of delivery are S0 agreed.

12. Obligations in the Ever! of Default. The Participant’s Share purchased by the Participant from
Supply System and assigned by the Participant to the Administrator under this agreeme.t shall be auto-
mati.lly increased for the remaining term of this agreement pro rata with that of other nondefaulting
Participants if, and to the extent that, one or more of the Participants 1s unable, or fails or refuses for
any reason, to perform its obligations under its Net Billing Agresment, and the Participant’s Share of
the defaulting Participant shall be reduced correspondingly; provided, however, that the sum of such
increases for the Participant pursuant to this subsection shall not, without consent of the Participant,
exceed an accumulated maximum of 25 percent of the Participant’s Share specified in Exhibit A, ror
shall any such increase under this subsection cause the estimate of the payments to be made by the Par-
ticipant to Supply System under this agreement 10 exceed the estimate of the Administrator’s billings t0
the Participant during the period of such increase, which estimates shall be made by the Administrator

and shall be conclusive.

If the Participant shall fail or refuse to pay any amounts due to Supg'y System hereunder, the fact
that the other Participants have assumed the obligation to make such payments shall not relieve the Par-
ticipant of its liability for such payments, and the Participants assuming such obligation, either individually
or as a member of a group, shall have a right of recovery from the Participant. Supply System or any
Participant as their interests may appear, jointly - r severally, may commence such suits, actions or pro-
ceedings, at law or in equity, including suits for specific performance, as may be necessaiy Cr appropriaie
to enforce the obligations of this agreement against the Participant under this subs>ction.

13. Sources of Participant's Payments. The Participant shall not be required to make the payments
to Supply System under this agreement except from the revenues derived by the Particip2nt from the
ownership and operation of its electric utility properties and from payments by the Administrator under
this agreement.

The Participant covenants and agrees that it will establish, maintain and collect rates or charges for
power and encrgy and other services, facilities and commodities sold, furnished or supplicu by it through
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any of its electric utility properties which shall be adequate 10 provide revenues s “icient to enable the
Pariicipant to make the payments (o be made by it 1© Supply System under this agreement and to pay
all other charges and obiigations payable from of constituting a charge and lien upon such revenues.

14. Modi «cation and Uniformity of Agreement.

(a) This agreement shall not be binding upon any of the parties hereto if it is not binding upon
all of the parties hereto, but this agreement shall not be subject to termination by any party under any
circumstances, whether based upon the default of any other party under this agreement, Of any other
instrument, or otherwise, except as specifically provided in this agreement.

(b) This agreement shall not be an ended, modified, or otherwise changed by agreement of the
parties in any manner that will impair or adversely affect the security afforded by the provisions of this
agreement for the payment of the principal, interest, and premium, if any, on the Bonds us they respec-
tively become payable s0 long as any of the Bonds are outstanding and unpaid or funds are not set aside
for the payment of retirement thereof in accordance with the Bond Resolution.

(¢) If any Net Billing Agreement is amended or replaced s0 that it contains terms and conditions
different from those contained in this agreement, the Administrator shall notify the Participant and upon
timely request by the Participant shall amend this agreement 10 include similar terms and conditions.

15. Assignment of Agreement. This agreement shall inure to the benefit of and shall be binding
upon the respective SuCcessors and assigns of the parties to this agreement; provided, hewever, that except
as provided in sections 7, 9 and 12 hereof, neither this agreement nor any interest therein shall be trans-
ferred or assigned by any one of the parties hereto except with the mutual consent in writing of the oth.r
two parties hereto, 10 any other entity except the United States or an agency thereof. Such conser.
will not be unreasonably withheld. No assignment Of transfer of this agreement shall relieve the parties

of any obligation hereunder.

16. Approval by Rura! Electrification Administrator. 1f the Participant is a party to an agreement
or other instrument pursuant to which approval of this agreement by the Administrator of the Rural
Electrification Administration is required as listed in Exhibit A, this agreement shall not be binding upon
any of the parties antil it shali have been approved by him or his delegate.

17. Participanis’ Review Board.

(a) Composition; election. Not more than 30 days after the execution of this agreement, and
thereafter not less than 60 days prior t© the commencement of each Contract Year and at such other
times prior to June 30, 1981, as the Participants’ Review Board may determine, the Participants shall
e'ect a Participants’ Review Board consisting of nine members. Supply System shall give each Partici-
pant not less than 15 days’ written potice stating the time and place at which a meeting of representatives
of the Participants shall be held for the purpose of holding such election. Each Participant shall desig-
nate the person and an alternate (to serve in the absence or disability of such person), to cast its vote(s)
for Board members by written notice filed with Supply System. The vote cast in behalf of each Participant
shall be pr portional to its Participant's Share. Any vacancy on the Board shall be filled by vote of the
remaining Board members pending the next Board election.

(b) Board meetings; voting: and rules. Meetings of the Participants’ Review Board shall be held at
least quarterly during the construction of the Project and at least semiannually thereafter. Timely written
notice of the time and pace of such meeting shall be given to the parties. Each member of the Board
shall be entitled to one vote, to be cast in person and not by proxy. A majority of the Board shall consti-
tute a quorum, and the majority of those present shall be necessary and sufficient for the adoption of
any motion of resolution except as otherwise provided in subsection (e) below. All meetings of the
Board shall be open 10 attendance by any person authorized by any of the Participants. Except as herein
provided, the calling and holding of meetings of the Board, and all of its other proceedings, shall be
governed by rules adopted from time t0 time by two-thirds of the entire membership of the Board which
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rules may provide that the Board sha!l have the right to appoint persons of technical, legal, auditing or
other special qualifications to committees 1o carry out reviews and investigations.

(¢) Except in the event of an emergency requiring immediate action, copies of all proposed Con-
struction and Annual Budgets and fuel management plans, including amendments thereto, and plans for
refinancing the Project shall be submitted by Supply System to the Participants’ Review Board within a
reasonable time, prior to the time such proposed budgets and plans are to be adopted by Supply System.
Such copies shall be submitted to the Participant upon its request.

(d) Except in the event of an emergency requiring immediate action, all bids, bid evaluations and
proposed contract awards for amounts in excess of $500,000 shall be submitted to the Participants’
Review Board at least seven days prior to award.

(¢) Supply System will consider the recommendations of the Participan's’ Review Board, giving
due regard to utilizing the Project consistent with Prudent Utility Practice and the Supply System’s
statutory duties. Written recommendations may be made to Supply System whenever such recommenda-
tion is approved by the majority of the members of the Participants’ Review Board. Such written
recommen:dations shall be forwarded to Supply System within a reasonable time along with supporting
data, which time shall not exceed the comparable time, if any, prescribed in the Project Agreem:nt.
Supply System shall take action on such recommendations within a reasonable time for adoption, modi-
fication or rejection. Supply System, upon taking action, shall notify the Participants’ Review Board
promptly of such action, and if it modifies or rejects a recommendation, shall give the reason therefor.

(f) If Supply System modifies or rejects a written recommendation of the Participants’ Review
Board concerning a matter submitted for review under subsections (¢) or (d) above, the Participants’
Review Board may refer the matter to the Project Consultant in the manner described in section 8 of the
Project Agreement for his written decision and his decision shall be bindin? upon the parties. Pending
any decision by the Project Consultant under this subsection, Supply System shall proceed in accordance
with the Project Agreement. Nothing in this subsection shall affect the procedure for the settlement of
any dispute between the Administrator and the Supply System under this agreement or the Project
Agreement.

(g) Except as specifically provided in section 8(e) of the Project Agreement Supply System shall
not proceed with any itens as proposed by it and not concurred in by the Administrator without approval
of the Participants’ Review Board.

(h) Supply System shall not, without the consent of the Administrator and the Participants’ Review
Board, cause the insurance cn the Project to be extended to any additional units or generating projects
or to lapse to permit the extension of such coverage.

18. Applicability of Other Instruments. It is recognized by the parties hereto that Supply System
in the ownership, construction and operation of the Project must comply with the requirements of the
Bond Resolution and all licenses, permits, and regulatory approvals necessary for such ownership,
construction and operation, and it is, therefore, agreed that this agreement is made, and referrals to the
Project Consultant hereunder shall be. subject to the terms and provisions of the Ownership Agreement,
the Bond Resolution and all such licenses, permits, and regulatory approvals.
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In WITNESS WHEREOF,

(SEAL)

(SEAL)
ATTEST:

By Ep FisCHER
Chairman, Executive Board

(SEAL)

ATTEST:
DY ccrescsrsearsernnenans R g
WUE vk R A R oiae

the parties hereto have executed

UNITED STATES OF AMERICA
Department of the Interior

By DoxaLp PauL HopEL
Bonneville Power Administrator

WASHINGTON PUBLI

By J. J.STEIN
Managing Director

PARTICIPANT
By .ovecvonnnns Sk w8
THID .. ovvovncs e .

this agreement in several counterparts.

¢ POWER SUPPLY SYSTEM
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TABLE OF PARTICIPANTS AND PARTICIPANT'S SHARE

Durtisipens

Cityof Albion, Idaho ..........cococieirrsverosissnssssnessrsssanens
City of Bandon, OFEEON . .. .......ovuverrrruiosirsransrascnesnssassns
Public Utility District No. 1 of Benton County, Washington . ................
*Benton Rural Electric ASSOCIBtION .......covvtvrrsnssanssssascssnsnsoss
*Big Bend Elecinic Cooperative, Inc. . ........cviniiivaarrnianaennn,

*Blachly-Lane County Cooperative Electric Association .....................
The City of Blaine, Washington ............ccoivriiierrirrineeiernaiaas
The City of Bonners Fery, Idaho . ........... .o
Cityof Burley, Idaho ..........covviviiiiinirininnnnnenanunnsieanes
The Cityof Canby, OTEROM ... ....covvrrrrviinrnssessssirnssnssannnes

City of Cascade Locks, Oregon ............c.ouvmnnnnrriinerinarsnnnas
*Central Electric Cooperative, Inc. . .........coiiiiiiiiiiiiniiiianneen
The City of Centralia, Washington .. ............coiiiiiniriiianinianans
The Central Lincoln Peoples’ Utility District . .. ........coooiviiinnnaes
Public Utility District No. 1 of Chelan County, Washington . .................

The City of Cheney, Washington ............ccocviiinirriaararrnanein
Public Utility District No. 1 of Clallam County, Washington . .................
Public Utility District No. 1 of Clark County, Washingtor ....... G S
Clatskanie Peoples’ Utility District . .........c.oiiiiiiiiiiniinieneannns
*Clearwater Power COMPANY . .......oovuvvneririraninonssssssessnsssns

*Columbia Basin Electric Cooperative, Inc. ............cciiiiiiiiicinnns
*Columbia Power Cooperative Association, Inc. . ..........cooviiiiiininn,
*Columbia Rural Electric Association, Inc. ..........ociviiiiiiiiiiiiinns

Consolidated Irrigation District No. 19 .........c.oiiiiiiiiiininan
SConsUmETS POWEr, I o oiicicvnrsnnsssasgsmshsassasnsrrnsnssnsesons

*Coos-Curry Electric Cooperative, Iac. .......... .coiiiiiiiiiiiiiinnn
City of Coulee Dam, Washington . ..........ooiviiiiiriuiiiniiaianen,
Public Utility District No. 1 of Cowlitz County, Washington ................
The Cityof Declo, Idaho . ... ....ovvvviiniiiii it
Public Utility District No. 1 of Douglas County, Washington . ................

*Douglas Electric Cooperative, INC. . .......oviiviiiiiiiiiiiiiiiiiaens
The City of Drain, Oregon . .........c coviirairrninneninnaiais e,
East End Mutual Electric Co., Ltd. . ......covviiiiionnirrarisninnonnss
The City of Ellensburg, Washington .......... ..o,

*Fall River Rural Electric Cooperative, Inc. ... .........cciiiiiniinanans.

Farmers Bleetrde Co., L. . ... ivvvvvionnnroninsnssssissnssssasssasvens
*Public Utility District No. 1 of Ferry County, Washington . .................
*Flathead Electric Cooperative, Inc. . ........cooviiiiiniiiiiiniiiiinn,

The City of Forest Grove, OTegon . . .......couminiiiniiiiiaiiitiianinis

Public Utility District No. 1 of Franklin County, Washington ................

* Apptoval of Agreement by Rural Electrification Administration required.
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TABLE OF PARTICIPANTS AND P ARTICIPANT'S SHARE ~(Continued)

Participant Reference

District No. 2 « ' f Grant

District { Gr \ ounty ngte Grays Harbor
Harne
Heyburn

v Light & Pow
Fal Idah

,\.\ l gt

N

Ma |
Mason 3
McCieary

McMinnville
Midstate
Milton-}
Mir

Mis

Monn
Nespe
N
Nsrtl

Okan«

stion Administration required
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TABLE OF PARTICIPANTS AND PARTICIPANT'S SHARE—(Continued)

Participant Reference
Public Utility District No. 1 of Skamania County, Washington ............ . .. Skamania
Public Utility District No. 1 of Snohomish County, Washington . .. ......... .. Snohomish
South Side Electric Lines, I0c. ................c00vrnnuennnnnnnn South Side
The City of Springfield, Oregon ................................. " Springfield
The Town of Sumas, Washington . ........................... """ Sumas
*Surprise Valley Eiectrification e R L Surprise V.
City of Tacoma, Washington ............................ ..~ Tacoma
*Tanner Electric .................... v ERAE S0 bh o b e e A e s Tanner
*Tillamook Peoples' Utility Distriet ......................... ... . " Tillamook
*Umatilla Electric Cooperative Association ................. ... . . . . Umatilla
Unity Light and Power e o AT T R LN Unity
Vera Irrigation District No. 15 . ..............ccovvennnnnon 0 Vera
*Vigilante Electric Cooperative, Inc. ....................... ... .. " Vigilante
Public Utility District No. 1 of Wahkiakum County, Washington .............. Wahkiakum
*Wasco Electric Cooperative, Inc. . ... . eI P R s P v R e R SR Wasco
*Wells Rural Electric Company ................c.oouvuevnnnnnonnnn, Wells
*West Oregon Electric Cooperative, Inc. ...................... . " West Oregon

Public Utility District No. 1 of Whatcom County, Washington ........ ... .. .. Whatcom

*Approval of Agreement by Rural Electrification Administration required.

Upon prior written notice to Supply System, the Administrator and all of the other Participants, this
Exhibit A may be amended from time to time upon mutual agreement of two or more Participants so as to
provide revised Participants’ Shares for such Participants so long as the aggregate of the increases in Par-
ticipants’ Shares is equal to the aggregate of the decreases in Participuats’ Shares; provided, however, that
the sum of any such decreases for any Participant pursuant to this paragraph shall not exceed an accumu-

estimate of the Administrator’s billings to such Participant during the period of such increase, which
estimates shall be made by the Administrator and shall be conclusive; provided, further, that any such
increase or decrease shall not affect or impair the tax exempt status of the Bonds. The Administrator shall
then prepare a revised Exhibit A which shall be substituted for this Exhibit A and become a part of this
agreement,
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EXHIBIT A (WPPSS Ne. 3)
PARTICIPANT'S SHARE ,

P_Iﬂ!_ 198081 1981.82 1982-83 1983.84 1984.85 1985.86 1986-87
)
N O 0.00004 0.00004 0.00006 0.00006 0.00005 0.00004 0.00003
DI, o5 oo eoie it 85 0.00094 000094 000132 000140 0.00143 0.00147 000144
Benton PUD ............. 003604 003604 004160 0.04308 004174 004158 004295
Benton REA .........c0s 007573 000748 000783 0.00741 000699 0.00673 0.00645
Big Bend . ....cocooenren 000074 000074 0,00528 0.00507 0.00484 0.00332 0.00374
Blachly-Lane ............ 000388 000388 000415 000436 0.00452 0.00470 0.00491
BRI+ ismssdsennissinrs 000092 000092 000116 0.00107 000103 0.00102 0.00101
Bonners Ferry ............ 0.00084 0.00084 000108 0.00109 0.00105 000104 0.00099
AR TR 0.00081 0.00081 000198 0.00198 0.00188 000121 0.00155
B s ooy o v v w Riohs S 0 000139 000139 000164 000193 0.00211 000231 0.00256
Cascade Locks ........... 000042 000042 0.00049 0.00054 0.00058 0.00061 0.00064
Contral EIC. ....ooovose 001009 001243 001183 001157 001079 001010 0.00966
Centralia .......ooveeeess 0.00148 000148 000275 000284 000278 000246 000258
Central LinC. ........onvns 6.02763 002763 003236 003432 0.03476 0.03569 0.03607
o A R 0.00747 000478 0.00606 0.00562 0.00496 0.00451 0.00433
. R 000431 000431 0.00479 0.00481 0.00460 0.00451 0.00442
CIURM ...oovvvnrsennsns 0.00738 000738 0.01006 0.01040 0.01020 001025 0.0100]
o R 013903 013764 0.15228 0.14715 0.14467 014576 0.13633
CIALSKARIE . .. vvvenneennns 0.00492 000492 000763 000731 0.00670 0.00628 0.00530
ClEarwater ..........-.s. 000584 000604 000703 0.00667 0.00631 0.00609 0.00573
Columbia Basin ...... ... 000217 000217 000382 000377 0.00368 000366 0.0033%
Columbia Power .......... 0.00078 0.00078 0.00101 0.00098 0.00096 0.00095 0.00088
Columbia Rural ..... .... 001058 001330 001323 001301 001272 001271 001298
Cons, ITiG. «.ovvvvnnnsees 0.00008 000008 0.00007 0.00006 0.00005 0.00005 0.00005
CONSUMETS. . ..ovvoeessss 0.01538 001751 0.01655 0.01794 001923 002049 0(.242 0
CREI 05 ay v v 0.00481 0.00481 0.00880 0.00869 0.00852 0.00844 0.00781
Coulee DAM . ...cocvveees 000032 000032 0.00052 0.00052 0.00049 0.00040 0.00041
COMMEE .. cvocovosnsresis 003296 004227 002370 0.01984 0.03146 0.02896 0.03461
BRI | ik s s o s = wudss 0.00013 - 0.00013 000017 0.00019 0.00020 0.00021 0.09023
Douglas PUD ............ 000123 000097 0.00085 0.00070 0.00057 0.00057 0.00049
Douglas Eiec. «....ooovvts 000574 000638 0.00617 0.00634 0.00654 000673 0.00692
B 0 kit s oo s 000051 000051 0.00085 0.00089 0.00088 0.00082 0.00083
Bat BOE »ovovvvinrvrsses 000028 000028 000032 000029 0.00027 0.00026 0.00023
Elensburg ......ooovvves 000584 000584 000712 000723 000699 0.00693 0.00675
Bal) BUVOE <o .oovscovives 0.00095 000099 0.00250 0.00288 0.00321 0.00359 0.00393
et P RO 000014 000014 000021 000019 0.00016 0.00011 0.00011
BRI .t v i i 0.00100 000100 000116 000112 0.00104 000099 0.00091
e R O 0.00291 000327 000355 0.00327 000300 000282 0.00257
Poteat GIOVE .o vosssssss 000000 0.00000 0.00000 000000 0.00000 0.00000 0.0009!
BRI -+ 5 o v v'p sk 000898 000898 001251 0.01270 0.01225 0.01212 001151
s S e 0.00725 0.00464 0.00589 000545 0.00482 0.00438 0.(0420
Grays HATBOE .....covnves 003090 003090 002040 002209 0.02251 0.02333 002386
o R 0.00055 0.00055 0.00263 0.00261 0.00256 0.0021C €.00221
BHYDUIR ... oovveinesnnes 000090 0.00090 0.00173 000174 0.00166 0.00131 0.0014¢
BRood RIVET . ....cocnssesr 000340 0.00340 000436 0.00448 0.00457 0.00469 0.00469
RO O v seroismenns 000067 000067 000111 000109 0.00106 0.00105 0.00098
Biaho FOllE . ...oioveenss 000363 000363 000797 000836 0.00831 000722 0.00787
= i RSO 001735 002076 002029 001946 0.01857 0.01811 001798
BRI ¢ s 000180 000180 000205 000210 0.00205 0.00205 0.00206
BERORIEE ... .ocseusnenies 000442 0.00442 000565 000534 0.00503 0.00486 0.00448

1 Participant's Shares will remain the same as 1986-87 for remaining Contract Years in the term hereof.
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PARTICIPANT'S SHARE~(Continued)

Participant 1980.81 198182  1982.83  1983.84  1984.85  1985-86 1986-87
()
Kootensi .....coorevvvvns 0.00436 0.00502 0.00515 0.00492 0.00468 0.00454 0.00443
RO s oniersssassnissas 0.00832 0.00832 0.01114 001125 001133 0.01150 0.01123
B cinverssasannorvas 0.00944 0.00944 0.01249 001253 001197 0.01173 0.01103
Lincoln (M) ............. 0.00187 0.00192 0.00225 0.00214 0.00202 0.00194 0.00182
Lincoln (W) ........c000nn 0.00143 0.00143 0.00119 0.0Ci16 0.00113 0.00112 0.00117
Lost River .............s 0.00069 0.00069 0.00120 0.00121 0.00121 0.00122 0.00118
Lower Valley ............ 0.00540 0.00542 0.00671 0.00642 0.00611 0.00594 0.00557
Mason 1 ........cco0000s 0.00144 0.00144 0.00171 00173 0.00167 0.00165 0.00161
Mason 3 ........co00vuen 0.01326 0.01326 0.01419 001411 001336 © 01299 0.01265
McCleary ....cooceveenas 0.00036 0.00036 0.00075 0©.00074 0.00070 0.00050 0.00059
McMinnville ............. 0.00000 0.00394 0.00102 0.00276 0.00469 0.00343 0.00547
Midstate .......cc000000 0.00475 0.00524 0.00590 0.00620 0.00648 0.00678 0.00704
Milton F. .....cocvnennen ©.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00002
Minidoka ........o0c00ns 0.00001 0.00001 0.00001 0.00001 0.00001 0.00001 0.00001
Missoula ........o00vvnns 0.00346 0.00411 0.00412 0.00392 0.00372 0.00360 0.00352
Monmouth .........cc.en 0.00292 0.00292 0.00352 0.00423 0.00473 0.00525 0.00588
Nespelem ............... 000120 0.00129 0.00146 0.00140 000133 0.001 29 0.00123
Northern Lts. ............ 0.00446 0.00512 0.00547 0.00530 0.00509 0.00499 0.00489
Northern Wasco .......... 0.00147 0.00147 0.00142 0.00165 0.00182 0.00197 0.00213
Okanogan Elec. .......... 0.00033 0.00033 0.00092 0.00086 0.00085 0.00081 0.00079
Okanogan PUD .......... 0.00253 0.00253 0.00299 0.00272 0.00266 0.00066 000143
OBEAB o issesniiisnrvessns 0.00537 0.00604 0.00728 0.00728 0.00722 0.00730 0.00733
PROG -« onitahs s is 5 s v ms 0.00746 0.00746 0.00941 0.00952 0.00916 0.00905 0.00870
PendOreille .............. 0.00078 0.00051 0.00064 0.00060 0.00053 0.00049 0.00047
Port Angeles ............. 0.00366 0.00366 0.00754 0.00746 0.00702 0.00481 0.00576
I P 0.00024 0.00029 0.00026 0.00023 0.00020 0.00018 0.00016
Raft River ..........000 0.00341 0.00341 0.00533 0.00522 0.00507 0.00501 0.00468
Ravalli ....o.con0vvvennnn 0.00377 0.00455 0.00455 0.00438 000420 0.0041> 0.00409
Richland ..........con0en 001006 00i006 0.01479 0.01559 0.01556 0.01589 0.01 576
Riverside ............... 0.00025 0.00027 0.00025 0.00022 0.00019 0.00017 0.00015
Rupert ......ocovivnenns 0.00062 0.00062 0.00121 0.00123 0.00119 0.00098 0.00106
MUl . .oovesonivsinnnns 0.00355 0.00442 0.00443 0.00436 0.00427 0.00426 0.00435
L PR SR 0.00988 0.00988 0.01025 (.01119 0.01200 0.01280 0.01 385
Salmon .......ce0neenenn 0.00063 0.00063 0.00104 0.00104 0.00102 0.00102 0.00097
Seattle ..... o000 0s0nn 012094 0.11740 0.09930 0.08236 0.08079 0.07475 0.07206
Skamania ......c.0000000 0.00207 0.00207 0.00291 0.00298 0.00290 0.00289 0.00278
Snohomish . ............. 022212 0.24072 0.19767 0.20948 0.19085 0.19308 0.19334
SouthSide .........co0nvn 0.00074 0.00081 0.00085 0.00080 0.00074 0.00071 0.00067
Springfield .............. 0.00040 0.00040 0.00145 0.00180 0.00202 0.00224 0.00238
T R R TR 0.000.0 0.00010 0.00019 0.00019 0.00019 0.00019 0.00018
Surprise V. ........o00enn 0.00097 0.00097 0.00163 0.00148 0.00135 0.00108 0.00102
TacomB ......oovesonnss 0.06858 0.03044 0.0.309 002792 0.04456 0.05865 0.05803
TADORE '« covncsoavsnsssss 0.00078 0.00084 0.00109 0.00108 0.00106 0.00106 0.00104
Tilamook .......oeeensss 000464 0.00464 0.00746 0.00804 0.00827 0.00857 0.00833
Umatilla ........o00000es 0.01473 0.01467 0.01487 001651 001794 0.01910 0.02107
UBity ...ocovvvonvnnnnees 0.00239 0.00275 0.00278 0.00264 0.00250 0.00242 0.00235
VEIB ...ovvevensannvaces 0.00259 C.00259 0.00378 0.00398 0.00397 0.00405 0.00401
Vigilante ..........c000en 0.00066 0.00066 0.00136 0.00126 0.001i5 0.00090 0.00088
Wahkiakum ..........0 0o 0.00156 0.00156 0.00203 0.00208 0.00203 0.00203 0.00198
WEBCO ...cvsvensennsvrss 0.00225 0.00225 0.00271 0.00265 0.00260 0.00258 0.00244
L IPRITRGRRRRT TYSCTTLY 0.00262 0.00245 0.00270 0.00248 0.00228 0.00214 0.00214
West Oregon . .....ccovo oo 0.00229 0.00229 0.00238 0.00241 0.00246 0.00250 0.00252
Whatcom .....cocovnneen 0.00563 0.00482 0.00459 0.00427 0.00380 0.00347 0.00335

1 Participant’s Shares will remain the same as 1986-87 for remaining Contract Years in the term hereof.
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EXHIBIT B
PROJECT CHARACTERISTICS

WASHINGTON PUBLIC POWER SUPPLY SYSTEM
NUCLEAR PROJECT NO. 3

The Washington ¥ublic Power Supply System’s Nuclear Project No. 2 is expected to have a net
electrical plant capabiiity of approximately 1,100 MW.

It will be located on a site in the State of Washington acceptable to the Praject Owners and the
Administrator.

The plant and associated facilities will inciude a nuclear steam supply system, fuel and reactor
coolant system with all related containmep. structures, safety features, instrumentation, control and
auxiliary systems; turbine-generator, condensers and circulating water cooling systems, facilities and
piping; electrical and mechanical systems and other related equipment and faciities; electrical facilities
required to deliver the output of the Project to the BPA iranswission system a & oint to be determined
by the Supply System and the Administrator; and other strectures, shops, warehouses, construction
facilities. offices, equipment or facilities required in the construction, maintenance and operation of

the Froject.

A complete description of the Project will be prepared after bids have been received and evaluated
and awards have been made for major plant components.
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EXHIBIT C

PROVISIONS REQUIRED BY STATUTE OR EXECUTIVF ORDER

1. Contract Work Hours and Safety Standards.

This contract, to the extent that it is of a character specified in the Contract Work Hours and Safety
Standards Act (Public Law 87-581, 76 Stat. 357-360, as amended) and is not covered by the Walsh-
Healey Public Contracts Act (41 U. S. C. 35-45), is subject to the following provisions and to all other
provisions and exceptions of said Contract Work Hours and 3afety Standards Act.

(a) No Contractor or subcontractor contracting for any part of the contract work which may
require or involve the employment of laborers or mechanics shall require or permit any laborer
or m.chanic in any workweek in which he is employed on such work, to work in excess of eight
hours in any calendar day or in excess of forty hours in any workweek unless such laborer or
mechanic receives compensation at a rate not less than one and one-half times his basic rate of
pay for all hours worked in excess of eight hours in any calendar day or in excess of forty hours in
such w..«week, whichever is the greater number of overtime hours.

(b) In the event of any violation of the provisions of subsectior (a), the Contractor and any
subcontractor responsible for such violation shail be liable to any affected employee for his unpaid
wages. In addition, such Contractor or subcontractor shall be liable to the United States for liquidated
damages. Such liquidated damages shall be computed, with respect to each individual laborer or
mechanic employed in vioiation of the provisions of subsection (a), in the sum of $10 for each
calendar day on which such employee was required or permitted to work in excess of eight hours or
in excess of forty hours in a workweek without payment of the required overtime wages.

(¢) The Administrator may withhold, or cause to be withheld, from any moneys payable on
account of work performed by the Contractor or subcontractor the full amount of wages required
by this contract and such sums as may administratively be determined to be necessary to satisfy
any liabilities of such Contractor or subcontractor for liquidated damages as provided in sub-
section (b).

(d) No contractor or subcontractor contracting for any part of the contract work shall require
any laborer or mechanic employed in the performance of the contract to work in surroundings or
under working conditions which are unsanitary, hazardous, or dungerous to his health or safety,
as determined under construction safety and health standards promulgated by the Secretary of
Labor by regulation based on proceeding: pursuant to section 553 of title S, United States Code,
proviced that such proceedings include a hearing of the nature authorized by said section.

(e) The Contractor shall require the foregoing subsections (a), (b), (¢), (d) and this sub-
section (¢) to be inserted in all subcontracts.

(f) The Contractor shall keep and maintain for a period of three (3) years from the com-
pletion of this contract the informatio: required by 29 CFR § 516.2(a). Such material shall be
mnade zvailable for inspection by authorized representatives of the Government, upon their request,
at reasonable times during the normal work day.

2. Convict Lator.
The Contractor shall not employ any person undergoing sentence of imprisonment at hard labor.
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3. Equal Opportunity.
Unless exempted pursuant to the provisions of Executive Order 11246 of September 24, 1965 and )

the rules, regulations and relevant orders of the Secretary of Labor thereunder, during the performance

of this contract, the Contractor agrees as follows:

(a) The Contractor will not discriminate against any employee or applicant for empioyment
because of race, color, religion, sex, or national origin. The Contractor will take affirmative action
to ensure that applicants are employed, and that employees are treated during employment, without
regard to their race, color, religion, sex, or national origin. Such action shall include, but not be
limited to, the following: employment, upgrading, demotion or transfer; recruitment or recruitment
advertising; layofi or termination; rates of pay or other forms of compensation and sclection for
training, including apprenticeship. The Contractor agrees to post in conspicious places, available
to employees and applicants for employment, notices to be provided by the Administrator setting
forth the provisions of this equal opportunity clause.

(b) The Contractor will, ir all solicitations or advertisements for employees placed by or on
behalf of the Contractor, state that all qualified applicants will receive consideration for employment
without regard to race, color, religion, sex, or national origin.

(¢) The Contractor will send to each labor union or representative of workers with which
he has a collective bargaining agreement or other contract or understanding, a notice, to be pro-
vided by the Administrator, advising the labor union or worker's representative of the Contractor’s
commitments under this equal opportunity clause and shall post copies of the rotice in conspicious
places available to employees and applicants for employment.

(d) The Contractor will comply with all provisions of Executive Order No. 11246 of Sep-
tember 24, 1965, and of the rules, regulations, and relevant orders of the Secretary of Labor.

(e) The Contractor will furnish all information and reports required by Executive Order No.
11246 of September 24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, ’
or pursuant thereto, and will permit access to his books, records, and accounts by the Admin-
istrator and the Secretary of Labor for purposes of investigations to ascertain compliance with such
rules, regulations and orders.

(f) In the event of the Contractor’s noncompliance with the equal opportunity clause of this
contract or with any of such rules, regulations, or orders, this contract may be cancelled, terminated,
or suspended in whole or in part and the Contractor may be declared ineligible for further Govern-
ment contracts in accordance with procedures authorized in Executive Order No. 11246 of Septem-
ber 24, 1965, and such other sanctions may be imposed and remedies invoked as orovided in
Executive Order No. 11246 of September 24, 1965, or by rule, regulation, or order of the Secretary
of Labor, or as otherwise provided by law.

(g) The Contractor will include the provisions of paragraphs (a) through (g) in every sub-
contract or purchase order unless exempted by rules, regulations, or orders of the Secretary of Labor
issued pursuant to Section 204 of Fxecutive Order No. 11246 of September 24, 1965, so that such
provisions will be binding upon each subcontractor or vendor. The Contractor will take such action
with respect to any subcontract or purchase order as the Administrator may direct as a means of
enforcing such provisions including sanctions for noncompliance; provided, however, that in the
event the Contractor becomes involved in, or is threatencd with, litigation with a subcontractor or
vendor as a result of such direction by the Administrator, the Contractor may request the United
States to enter into such litigation 1o protect the interests of the United States.

4. Interest of Member of Congress.

No Member of or Delegate to Congress, or Resident Commissioner shall be admitted to any share
or part of this contract or tc any benefit that may arise therefrom. Nothing, however, herein contained
shall be construed to extend to such contract if made with a corporation for its general benefit.




EXHIBIT V

CONTRACT NO. 14-03-39100
1-26-73

WASHINGTON PUBLIC POWER SUPPLY SYSTEM
NUCLEAR PROJECT ~O. 3
AGREEMEN
executed by the
UNITED STATES OF AMERICA
DEPARTMENT OF THE INTERIOR
acting by and through the
BONNEVILLE POWER ADMINISTRATOR
and

WASYINGTON PUBLIC POWER SUPPLY SYSTEM

(Project Agreement)
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This AGREEMENT, executed September 25, 1973, by the UNiTeD STATES OF AMEwCA (Gov-
ernment ), Department of the Interior, acting by and through the BONNEVILLE POWER ADMINISTRATOR
(Administrator ), and WASHINGTON PUBLIC POWER SYSTEM (Supply System), a municipal corporation
of the State of Washington,

WITNESSETH:

WHEREAS in order to achieve the economies of size ior the benefit of Supply System’s members, the
Perticipants and the other Project Owners, the Project Owners have entered into an agreement simul-
taneously with this agreement providing that the Project Owners will finance and own the Project and that
Supply System will design, construct, operate and maintain the Project on behalf of the Project Owners;
and

WHEREAS the Administrator has determined that acquisition of up to 70 percent of Project Capa-
bility will assist in attaining the objectives of the Bonneville Project Act, and other statutes which pertain
to the disposition of electric power and energy from Government projects in the Pacific Northwest by
enabling the Government to make opimum use of the Federal Columbia River Power Systein, and that
the integration of capability of the Project with the generating resources of the Federal Columbia River
Power System as provided herein will enable the Administrator to make avaii ble additional firm power
and energy to meet the needs of his customers; and

WHEREAS the construction of the Project is a part of the Hydro-Therma! Power Program for the
Pacific Northwest and this agreement is one of a series of agrecinents implementing such program; and

WHEREAS Supply System plans to acquire a site for the Project in the State of Washington, acceptable
to the Project Owners and the Administrator, and plans, in connection therewith, to enter into certain
contrzcts for the financing, planning, engineering, construction and operation of said plant; and

WHEREAS Supply System and the Companies have entered into short-term Power Sales Agreements
simultaneously with this agreement providing for purchase by the Companies of output from the Supply
System's Ownership Share of the Project; and

WHEREAS Supply System, the Administrator and the Participants are parties to Net Billing Agree-
ments under which Supply System sells Project Czpability to the Participants and under which the Ad-
ministrator will acquire such Project Capability; and

WHEREAS Supply System is organized under the laws of the State of Washington (Rev. Cnde of
Washington, Ch. 42.52) and is authorized by law to jointly construct, own, acquire and operate works,
plants, and facilities for the generation and/or transmission of eiectric power and energy and to enter
into coatracts for such purposes and with the Administrator and public and private organizations for the
disposition and distribution of ¢lectric power and energy produced thereby; and

WHEREAS the Administrator is authorized pursuant to law to dispose of electric power and energy
generated at various federal hydroelectric projects in the Pacific Northwest and to enter into related
agreements;

Now, THEKEFORE, the parties hereto mutually agree as follows:
1. Definiuon and Explanation of Terms.

(a) ‘Annual Budget” means the budget adopted by Supply System not less than 45 days prior to
the beginning of each Contract Year which itemizes the projected costs of Supply System’s Ownership
applicable to tiie remainder of zuch Contract Year. The Annual Budget, as amended from time to time,
Share of the Project applicable to cuch Contract Year, or, in the case of an amended Annual Budget,
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shall make provision for all such Supply System’s costs, including accruals and amortizations, resulting
from the ownership, operation (including cost of fuel), and maintenance of the Project and repairs,
renewals, replacements, and additions to the Project, including, but not limited to, the amounts which
Supply System i- required under the Bond Resolution to pay in each Contract Year into the various funds
provided for in the Bond Resolution for debt service and all other purposes and shall include the source
of funds proposed to be used; provided, however, that the Annual Budget for any portion of a Contract
Year prior to the Date of Commercial Operation or September 1, 1681, whichever occurs firsi, shall in-
clude only such amounts as may be agreed upon by Supply System and the Administrator.

(b) “Bonds" means any bond, bonds, or other evidences of indebtedness issued in connection with
the Project pursuant to the Bond Resolution (1) to finance or refinance Supp'y System’s Ownership
Share of costs associated with planning, designing, financing, acquiring and constructing the Project pur-
suant to the Bond Resolution and (2) for any other purpose authorized thereby.

() “Bond Resolution” means the resolution or resolutions adopted or supplemented by Supply
System, as the same may be amended or supplemented, to authorize the Bonds.

(d) “Companies” means the electric utilities, other than Supply System, that execute and are party
to a Fower Sales Agreement.

(e) “Construction Budget” means the budget adoptcd by Supply System which sets forth an esti-
mated schedule of construction expenditures and itemizes all costs related to ownership, design, planning,
construction and financing of Supply System's Ownership Share of the Project, as well as any revision
or updating thereof during the course of construction.

(f) “Contract Year” (1) means the period commencing on the D.te of Commercial Operation, or
on January 1, 1981, whichever occurs first, and ending at 12 p.m. on the following June 30. and (2)
thereafter means the 12 mouth period commencing each year at 12 p.ca. on June 30, except that the last
Contract Year shall end on the date of termination of this agreement.

(g) “Date of Commercial Operation” means the date determined pursuant to Section 1 of the
Ownership Agrecment.

(h) “Net Billing Agreements” means the agreements for the Project entered into by Supply System,
the Administrator and each of the Participants (Contracts No. 14-03-39101 through 14-03-39203,
inclusive).

(i) “Ownership Agreement” means the Agreement for construction, ownership, and operation of
the Project, attached hereto as Exhibit C, as the same may be amended, as executed by the Project
Owners. Any amendment thereto which may affect rights, duties, or costs of the Administrator uncer the
Net Billing Agreements shall require approval by him pricr to execution by Supply System.

(j) “Participants™ means those entities which are specified in Exhibit A of the Net Billing Agree-
ments, or which become assignees of all or part of any Participant’s Share pursuant to such agreements.

(k) “Power Sales Agreements” means the agreements for the short-term salc and purchase of output
from Supply System's Ownership Share of the Project, entered into simultaneously with this agreement
by Supply System and each of the Companies.

(1) “Project” means the nuclear generating plant and related properties as described in Exhibit A.
Exhibit A may be revised from time to time by mutual agreement of the parties, but in any event shall
conform to the description of the Project in the Bond Resolution which authorizes the issuance of Bonds
in an amount sufficient to pay the costs of acquiring and constructing Supply System’s Ownership Share
of the Project.

(m) “Project Capability” means the actual electrical generating capability, if any, of the Project
at any particular time (including times when the Project is not operable or operating or the operation
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thereof is suspended, interrupted, interfered with, reduced or curtailed, in each case in whole or in part),
less Project station use and losses.

(n) “Project Consultant” means an individual or firm, of national reputation having demonstrated
expertise in the field of the matter or item referred to it, appointed among other things, for the resolution
of a difference regarding a matter or item referred by Supply System. A different Project Consultant may
be appointed for eacn matter or item referred.

(o) “Project Owners” means Supply System and the electric utilities that execute and are party to
the Ownership Agreement.

(p) “Prudent Utility Practice” at a particular time means any of the practices methods and acts,
which in the exercise of reasonable judgment in light of the facts (including but not limited to the prac-
tices, methods and acts engaged in or approved by a significant portion of the electrical wtility industry
prior thereto) known at the time the decision was made, would have been expected to accomplish the
desired result at the lowest reasonable cost consistent with reliability, safety and expedition. Prudent
Utility Practice shall apply not only to functional parts of the Project but also to appropriate structures,
landscaping, painting, signs, lighting, cther facilities and public relations programs reasonably designed
to promote public enjoyment, understanding and acceptance of the Project. Prudent Utility Practice is
not intended to be limited to the optimum practice, inethod or act, to the exclusion of all others, but
rather to be a spectrum of possible practices, methods or acts. 'n evaluating whether any matter con-
forms to Prudent Ullity Practice e parties and any Project Consultant shall take into account (1)
the fact that Supply System is a municipal corporation and operating agency uader the laws of the State of
Washington with the statutory duties and responsibilities thereof and (2) the objective to integrate the
entire Project Capability with the generating resources of the Federal Columbia River Power System,
the Project Owners (except Supply System) and the Companies, to achieve optimum utilization of the
resources of such systems taken as a whole, and to achieve efficient and economical operation of such
sstems. Any practice, method or act which pursuant to the Ownership Agreement is determined to be
P1 dent Utility Practice shall be deemed to be Prudent Utility Practice hereunder,

(q) “Supply System’s Ownership Share” means 0.70 or such other decimal fraction as may be
determined under the Ownership Agreement.

2. Exhibits. Exhibits A through C are by this reference incorporated herein and made a part of this
agreement. Supply System shall be the Contractor as that term is used in Exhibit B.

3. Term of Agreement. This agreement shali be effective upon execution and delivery and shall
terminate when the Net Billing Agreements terminate.

4. Representation of the Administrator. Supply System shall appoint a member designated by the
Administrator to the Committee established pursuant to the Ownership Agrcement. During the period
the Administrator is assigned any Participant’s Share or portion thereof under the Net Billing Agree-
ments, Supply System, in accordance with section 3 of the Ownership Agreement, shall specify that the
Administrator’s representative on the Committee shall have the right to vote the lesser of 50 percent of
Supply System’s Ownership Share, or the sum of the Participant-’ Shares assigned to the Administrator
under the Net Billing Agreements at the beginning of the Contract Year. All Supply System costs and
expenditures related to the Project made at the written request of the Administrator, which are not Costs
of Construction or Annual Costs pursuant to the Ownership Agreement, shall be billed separately for
payment by the Administrator under section 7 of the Net Billing Agreements..

5. Design, Construction, Operation, and Maintenance of the Project.

(a) Supply System shall perform its duties and exercise its rights under the Ownership Apreement
and under this agreement in accordance with Prudent Utility Practice.
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(b) Supply System shall keep the Administrator informed of all significant matters with respect
to construction or operation of the Project (including without limitation, plans, specifications, engineering
studies, environmental reports, budgets, fuel plans, estimates and schedules) where practicable in
time for the Administrator to comment thereon before decisions are made, and shall confer with him
during the development of Supply System's proposals for such matters when practical to do so. Upon
request by the Administrator, Supply System shall furnish or make available to him with reasonable
promptness, and at reasonable times, any and all other information relating to the planning, construction,
operation or maintenance of the Project.

(¢) Subject to provisions of section 2(e) of the Ownership Agreement, the Administrator may,
at his option and at Government expense, maintain a representative at the Project site during the con-
struction of the Project. Such representative shall have no authority regarding administ:.iion or inspection
of the Project construction.

(d) The Administrator shall use his best efforts to construct, operate and mainta n necessary facili-
ties to interconnect the Project with the Federal Columbia River Power System so as to be ready to receive
Project generation on or before the initial test and operation of the Project, presently scheduled for April
1, 1981

(¢) The Administrator shall have the right to purchase upon reasonable terms and conditions
energy produced during any test operation of the generating unit of the Project, upon reasonable notice
to Supply System of his intention to do so, given prior to the commencement of such test operation. If the
Administrator does not exercise such right, he shall accept delivery into the Federal Columbia River
Power System and, upon reasonable terms and conditions, shall deliver any such energy not purchased
by him to Supply System or its assignee at mutually agreed points.

(f) During any hour in which the Pi-ject does not generate lectric power and energy for station
use and for losses to the high-voitage terminals of the Project subst ition, the Administrator shall furnish
his pro rata share of such electric power and energy, based on the sum of decimal fraction shares then
assigned to him under the Net Billing Agreements, to the Supply Sy..=m at the point of delivery specified
in the Net Billing Agreements; provided, however, that deliveries of such electric power and energy may
be interrupted or reduced in the case of system emergencies, or in order to make repairs, replacements or
necessary additions to or perform maintenance on that portion of the Federal Columbia River Power
System necessary to provide such electric power and energy.

6. Financing of the Preject.

(a) Supply System shall, in good faith and with due diligence, use its best efforts to issue and sell
Bonds to finance Supply Sys.2m's Ov-ership Share of the costs of the Project and the completion thereof,
as such costs are defined in the Bona Resolution and, subject to the provisions of section 7(b), to finance
Supply System's Ownership Share of costs of any capital additions, reaewals, repairs, replacements or
modifications to the Project which Supply System is required to pay pursuant to the Ownership Agree-
ment, provided, however, that in each such case such Bonds may then be legally issued and sold.

Supply System may, after submitting its financing proposal to the Administrator, or shall, whenever
requested by the Administrator, adopt proceedings to authorize the issuance and sale of additional Bonds
to refund outstanding Bonds prior to maturity in accordance with the Bond Resolution; provided, how-
ever, *hat if in the judgment of Supply System or the Administrator no substantial benefits or economies
will be achieved by such refunding, the matter shall be referred to the Project Consultant as provided in
section 8.

(b) Notwithstanding any other provisions of this agreement, the Bond Resolution shall be subject
to approval of the Administrator.
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7. Budget and Accounting Procedures.

(a) Construction Budgei. The Administrator has heretofore reviewed Supply System's Construc-
tion Budget in connection with the Project. Promptly after approval of an updated or revised construc-
tion budget pursuant to the Ownership Agreement, Supply System shall submit to the Administrator its
revised Construction Budget. Such budget shall include Supply System’s share of construction costs pur-
suant to the Ownership Agreement and shall separately itemize all Supply System’s other costs related
to construction and financing of Supply System’s Ownership Share of the Project. Updated Construction
Budgets for the succeeding calendar year and revised Construction Budgets for the current calendar year
shall become effective unless disapproved by the Administrator within thirty days, and seven dJays. re-
spectiv 'y, after submittal. Any item disapproved shall be referred to the Project Consultant as provided
in section 8,

A monthly Construction Budget report shall be prepared by Supply System and filed with the
Administrator show.'zg by major plant accounts or contracts, the cumulative amounts committed and
the cumulative expenditures to date of each such report.

(b) Annual Budget. At least 90 days prior to the expected Date of Commercial Operation, Supply
System shall submit to the Administrator a proposed Annuai Budget for the period from the er yected
Date of Commercial Operation to the next succeeding July 1, and if the Date of Commercial Operation
occurs subsequent to April 1 in a calendar year, a similar Annual Budget for the next succeeding Con-
tract Year, Thereafter, on or before April 1 of each year Supply System shall submit to the Adininistrator
a similar Annual Budget for the next succeeding Contract Year, which budget shall take into account the
cumulative difference between total moneys received and expenditures for the prior Contract Year and
provide for adjustment, as necessary, of the appropriate working cash fund.

The Annual Budget shall include Supply System’s Ownership Share of operating costs according to
the operating budget adopted pursuant to the Ownership Agreement, and Supply System’s share of
anticipated fuel and nther costs pursuant to the Ownership Agreement and shall separately itemize all of
Supply System's other costs related to the Supply System’s Ownership Share of the Project. All taxes im-
posed and required by law to be paid with respect to Supply System's Ownership Share, and which are
due and payable in a Contract Year, shall be included in the Annual Budget for that Contraci Year as a
Project cost. To the extent Supply System is permitted by law to negotiate for payments i> lieu 0" taxes
or other negotiated payments to state or local taxing entities, the Annual Budget shall also include the
amounts of such negotiated payments, provided, however, that Supply System shall not agree to such
negotiated payment if in any Contract Year the sum of such negotiated payments and taxes imposed
by law would exceed the total amount of ad valorem taxes that Supply System would have paid in that
year to such taxing entities if Supply System’s Ownership Share of the Project or portion thereof, within
the boundaries of each such taxing eatity, were subject to ad valorem taxes and its valuation for tax pur-
poses were added to the valuation of the property subject to ad valorem taxes by such taxing entity, but
with its millage rate reduced so that the amount of ad valorem taxes raised would be unchanged.

If in any Contract Year the amounts in the Annual Budget for renewals, repairs, replacements, and
betterments, and for capital additions necessary to achieve design capability or required by governmental
agencies (Amounts for Extraordinary Costs), whether or not such amounts are Costs of Operation or
Costs of Construction as defined in the Ownership Agreement. exceed the amount of reserves, if any,
maintained for such purpose pursuant to the Bond Resolution plus the proceeds of insurance, if any,
available by reason of loss or damage to the Project, by the lesser of:

(1) an amount of $3,000.000 or

(2) an amount by which the amount of the Administrator’s estimate of the total of the Ad-
ministrator's net billing credits available in such Contract Year to Participants pursuant to section
7(a) of the Net Billing Agreements and the amounts of such reserves and insurance, if any, exceeds
the Annual Budget for such Contract Year exclusive of Amounts for Extraordinary Costs.
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Supply System shall, in good faith, use its best efforts to issue and sell Bonds to pay such excess in
accordance with section 6(a).

Notwithstanding any other provision of this agreement, Supply System’s Ownership Share of costs
incurred by Suppiy System in an emergency or to protect the safety of the Project or the public, and un-
budgeted expenditures necessary in the normal course of business for the continued safe operation and
maintenance of the Project prior to approval of the Annual Budget or revised Annual Budget, shall be
added to the Annual Budget as incurred. Promptly after any such occurrence, and prior to expenditures
of any other funds not contemplated in the effective Annual Budget, Supply System shall submit a revised
Annual Budget to the Adm:aistrator.

The Annual Budget and revised Annual Budget shall become effective unless disapproved by the
Administrator within thirty days, and seven days, respectively, after submittal. Any item disapproved
shall be referred to the Project Consultant as provided in section 8.

(¢) Accounting. Supply System shall keep up-to-date books and records showing all financial trans-
actions and other arrangements made in carrying out the terms of this agreement. Such books and records
shall contain information supporting the allocation of Supply System’s indirect costs associated with the
Project. Such books and records shall be retained by Supply System for three years and shall be made
available for inspection and audit by the Administrator at any reasonable time.

All accounts shall be kept so as to permit conversion to the applicable system of accounts prescribed
for electric utilities by the Federal Power Commission.

Any contract with any consultant or contractor of Supply System providing for reimbursement of
costs or expenses of any kind shall require the keeping and maintenance of books, records, documents,
and other evidence pertaining to the costs and expenses incurred or claimed under such contract to the
extent and in such detail as will properly reflect all costs related to this agreement and shall require such
books. records, documents and evidence to be made available to the Administrator at all reasonable times
for review and audit for a period of three years after final settlement of the applicable contracts.

(d) All moneys received on account of Supply System’s Ownership Share of the Project which are
surplus to a current year's operating and capital expenses and Bond Resolution requirements shall be
invested by Supply System in accordance with the Bond Resolution until such surplus moneys can be
appropriately applied in a future Contract Year.

8. Administrator's Approval and Project Consultant.

(a) All proposals of Supply System, including but not limited to, budgets, plans, actions, activities
_ matters submitted io the Administrator under any provisions of this agreement shall include itemized
cost estimates and other detail sufficient to support a comprehensive review, including but not limited
to, a copy of all supporting reports, analyses, recommendations, or other documents pertaining thereto.
If the Administrztor does not disapprove the proposal within the time specified, or if no time is specified,
within seven days after receipt, the proposal shall ve deemed approved. Any proposal disapproved shall
be segregated so that the exact items of difference are identified and shail become effective immediately
as to items not disapproved.

(b) Disapproval by the Administrator shall be given in writing and, except as provided in section
6(b), shall be based solely on whether the proposal or item is consistent with Prudent Utility Practice.
Such disapproval shall describe in what particular the proposal or item is not consistent with Prudent
Utility Practice and shall at the same time recommend what would meet that standard.

Wher any proposal or item is so disapproved by the Administrator, Supply System shall adopt the
suggestion of the Administrator or within seven days after receipt of such disapproval, shall appoint a
Project Consultant acceptable to the Administrator to review the proposal or item in the manner de-
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scribed in this section. If the parties shall not agr . upon the seiection of the Project Consultant, Supply
System shall promptly request the Chief Judge of the United States District Court for the judicial district
of Washington in which the Project 1s located to appomnt the Project Consultant.

(¢) The Project Consultant shall consider all written arguments and factual materials which have
been submitted to it by either party within the ten days following its appointment, and as promptly as
possible after the expiration of such period, make a written determination as to whether the proposal or
item disapproved by the Administrator referred to it by Supply Syst-m would or would not have been
consistent with Prudent Utility Practice. If the Project Consultant determines that the proposal or item
referred to it was not consistent with Prudent Utility Practice it shail, at the same time, recommend what
would, under the same circumstances, have met such test.

Proposals or items found by the Project Consultant to be consistent with Prudent Utility Practice
shall become immediately effective. Proposals or items found by the Project Consultant to be inconsistent
with Prudent Utility Practice shall be modified to conform to the recommendation of the Project Con-
sultant or as the parties otherwise agres and shall become effective as and when modified.

(d) All costs incurred by Supply System for or by reason of employing a Project Consultant under
this agreement and the Net Billing Agreements and all reasonable costs of Supply System related to
presentations to the special board which may be convened pursuant to the Ownership Agreement, shall
be a cost of the Project.

(e) If any proposal or item referred to the Project Consultant has not been resolved and will affect
the continuous operati- . vt the Project, Suppiy System shall continue to operate the Project. Supply
System may proceed with the item (1) as proposed by it, or (2) as proposed by the Administrator, or
(3) as modified by muiual agreement by Supply System and the Administrator prior to the time such
item affects operation of the Project; provided, however, that if Supply System proceeds with a d's-
approved item reviewable under this agreement and if the determiration made by the Project Consultant
is that the item is not consistent with Prudent Utility Practice, Supply System shall bear any net increase
in the cost of construction or operation of the Project resulting from such item without charge to Supply
System's Ownership Share of the Project in the Annual Budget to the extent such item was inconsistent
with what the Project Consultant determined would under such circumstances have met such test. Not-
withstanding other provisions of this section 8(e), whenever a proposal has been referred to the Project
Consultant, Supply System shall operate in accordance with Supply System's proposals until such pro-
posal has been resolved by the Project Consultant, whenever Supply System determines that the Adminis-
trator’s proposals would create an immediate danger to the safe operation of the Project.

(f) The Administrator's approval or failure to disapprove any plan, proposal or item pursuant to
the terms of this agreement shall not render the Government. its officers, agents, or employees, liable or
responsible for any injury, loss, damage, or accident resulting from ownership, design, construction, opera-
tion, or maintenance of the Project.

(g) Supply System shall not proceed with the following elective items under the Ownership Agree-
ment without the concuirence of the Administrator's representative on the Co.amittee; (1) notice to
repair damage to the Project, pursuant to section 16(b), (2) a capital addition to the Project pursuant to
section 18, and (3) construction of the Project pursuant to section 22(b). The Administrator shall
evidencz his approval of any such items in writing and Supply System’s share of costs associated with any
item 50 approved shall become Project costs related to Supply System’s Ownership Share.

(h) Items subject to review by the Committee under the Ownership Agreement shall not be review-
able hereunder.

(i) The word “item” as used in this section means the item described including the cost specified
therefore.
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9. Insurance. Supply System shall keep the Administrator informed of the insurance carried pur-
suant to the Ownership Agreement and shall purchase additional insurance requested by the Adminis-
trator, at the Adminisirator’s expense, t0 the extent insurance may be available. The proceeds from such
requested inturance shall be disbursed as directed by the Administrator.

10. Permits. Subject 10 any regulations of the Atomic Energy Commission pertaining to the
Project, if by the terms of this Agreeinent any equipment or facility of either party is, or is to be, located
on the property of the other, a permit 10 install, test, maintain, inspect, replace, and repair during the
term of this agreement and to rer.ove at the expiration of said term such equipment and facility, together
with the right of ingress to and egress from the location thereof at all reasonable times in such term, is
hereby granted to the other party.

11. Ownership of Facilities.

(a) Ownership of any and all equipment, and all salvable facilities, installed by the Administrator
or the Project Owners on the property of the other, shall be and remain in the installine party.

(b) Each party shall identify all movable equipment and to the extent agreed upon by the parties,
all other salvable facilities which are installed by such party on the property of the other by permanently
affixing thereto suitable tags, stencils, stamps, or other markers piainly stating tac name of the owner
of the equipment and facilities so identified.

12. Inspection of Project Facilities. Tre Administrator may, but shall not be obligated to, inspect
the Project at any reasonable time, but such inspection, or failure to inspect, shall not render the Govern-
ment, its officers, agents, Or employees, liable or responsible for any injury, loss, damage, or accident
resulting from defects in the Project.

13. Assignment of Agreement. This agreement shall inure to the benefit of, and shall be binding
upon, the respective successors and assigns of the pariies to this agreement. provided, however, that neither
this agre:ment, nor any interest therein shall be wransferred or assigned by (a) Supply System to any
entity othe * than the United States or an agency thereof, without written consent of the Administrator, Or
(b) the Administrator to any party otler thar the United States, or an agency thereof, without written
consent of Supply System.

14. Applicability of Other Instruments. 1t is recognized by the parties hereto that Supply System
in the ownership, construction and operation of the Project must comply with the requirements of the
Ownership Agreement, the Bond Resolution and all licenses, permits and regulatory approvals necessary
for such ownership, construction and operation, and it is, therefore, agreed that this agreement is made,
and referrals to the Project Consultant hereunder shall be, subject to the terms and provisions of the
Bond Resolution and all such licenses, permits, and regulatory approvals.

Ix WiTNESS WHEREOF, the parties hereto have executed this agreement in several counterparts.

UNITED STATES OF AMERICA
Department of the Interior

[sEAL] By Do~NaLD PauL HoDEL
Bonneville Power A dministrator
{sEAL) WASHINGTON FUBLIC POWER SUPPLY SYSTEM

By J. J. STEIN
Managing Director

ATTEST:

By Ep FISCHER
Chairman, Executive Board
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EXHIBIT A

PROJECT CHARACTERISTICS

WASHINGTON PUBLIC POWER SUPPLY SYSTEM
Nuclear Project No. 3

The Washington Public Power Supply System’s Nuclear Project No. 3 is expected to have a net
eiectrica’ plant capability of approximately 1,100 MW.

It will be located on a site in the State of Washington acceptable to the Project Owners and the
Administrator.

The piant and associated facilities will include a nuclear steam supply sv. o, fuel and reactor
coolant system with all related containment structures, safety features, instrumentation, control and
auxiliary systems; turbine-generator, condensers and circulating water cooling systems, facilities and
piping; electrical and mechanical systems and other related equipment and facilities; electrical facilities
required to deliver the output of the Project w0 the BPA transmission system at a point to be determined
by the Supply System and the Administrator; and other structures, shops, warchouses, construction
facilities, offices, equipment or facilities required in the construction, maintenance and operation of the
Project.

A complete description of the Project will be prepared after bids have been received and evaluated
and awards have been made for major plant components.
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EXHIBIT B
PROVISIONS REQUIRED BY STATUTE OR EXECUTIVE ORDER

1. Contract Work Hours and Sajety Standards.

This contract, to the extent that it is of a character specified in the Contract Work Yours and Safety
Standards Act (Public Law 87-581, 76 Stat. 357-360, as amended) and is not covered by the Walsh-
Healey Public Contracts Act (41 U. S. C. 35-45), is subject to the following provisions and to all
other provisions and exceptions of said Contract Work Hours and Safety Standards Act.

(a) No Contractor or subcontractor contracting for any part of the contract work which may
require or involve the employment of laborers or mechanics shall require or permit any laborer or
mechanic in any workweek in which he is employed on such work, to work in excess of eight hours in any
calendar day or in excess of forty hours in any workweek unless such laborer or mechanic receives
compensation at a rate not less than one and one-half times his basic rate of pay for all hours worked
in excess of eight hours in any calendar day or in excess of forty hours in such workweek, whichever

is the greater number of overtime hours.

(b) In the event of any violation of the provisions of subsection (a), the Contractor and any
subcontractor responsible for such violation shall be liable to any affected employee for his unpaid
wages. In addition, such Contractor or subcontractor shall be liable to the United States for liquidated
damages Such liquidated damages shall be computed, with respect to each individual laborer or mechanic
employed in violation of the provisions of subsection (a), in the sum of $10 for each calendar day on
which such employee was required or permitted to work in excess of eight hours or in excess of forty
hours it a workweek without payment of the required overtime wages.

(¢) The Administrator may withhold, or cause to be withheld, from any moneys payable on
account of work performed by the Contractor or subcontractor, the full amount of wages required by
this contract and such sums as may administratively be determined to be necessary to satisfy any liabilities
of such Contractor or subcontractor for liquidated damages as provided in subsection (b).

(d) No Cc tractor or subcontractor contracting for any part of the contract work shall require
any laborer or mechanic employed in the perfosmance of the contract to work in surroundings or
under working ronditions which are unsanitary, hazardous, or dangerous to his health or safety, as
determined under construction safety and health standards promulgated by the Secretary of Labor by
regulation based on proceedings pursuan. to section 553 of ude 5, United States Code, provided that
such proceedings include a hearing of the nature authorized by said section.

(¢) ‘The Contractor shall require the foregoing subsections (a), (b), (¢), (d) and this subsection
(¢) to be inserted in all subcontracts.

(f) The Contractor shall keep and maintain for a period of three (3) vears from the completion
of this contract the information required by 29 CFR § 516.2(a). Such material shall be made available
for inspection by authorized representatives of the Government, upon their request, at reasonable times
during the normal work day.

2. Convict Labor. The Contractor shall not employ any person undergoing sentence of imprison-
ment at hard labor.

3. Equal Opportunity. Unless exempted pursuant to the provisions of Executive Order 11246 of
September 24, 1965 and the rules, regulations and relevant orders of the Secretary of Labor
thereurder, during the performance of this contract, the Contractor agrees as follows:

(a) The Contractor will not discriminate against any employee or applicant for employment
because of race, color, religion, sex, or pational origin. The Contractor will take affirmative action
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to ensure that applicants are employed, and that employees are treated during employment, without
regard to their race, color, religion, sex, or national origin. Such action shall include. but not be
limited to, the following: employment, upgrading, demotion or transfer; recruitment or recruitment
advertising; layoff or termination; rates of pay or other forms of compensation and selection for
training, including apprenticeship. The Contractor agrees to post in conspicuous places, available to
employees and applicants for employment, notices to be provided by the Administrator setting forth
the provisions of this equal opportunity clause.

(b) The Contractor will, in all solicitations or advertisements for employees placed by or on
behalf of the Contractor, state that all qualified applicants will receive consideration for eraployment
without regard to race, color, religion, sex, or nationa! origin

(c) The Contractor will send to each labor union or representative of workers with which he
has a collective bargaining agreement or other contract or understanding, a notice, to be provided
by the Administrator, advising the labor union or worker’s representative of the Contractor’s com-
mitments under this equal opportunity clause and shall post copies of the notice in conspicuous
places available to employees and applicants for employment.

(d) The Contractor will comply with all provisions of Executive Order No. 11246 of September
24, 1965, and of the rules, regulations, and relevant orders of the Secretarv of Labor.

(¢) The Contractor will furnish all information and reports requir:d by Executive Order No
11246 of September 24, 1965, and by the rules, reguiations, and orders of the Secretary of Labor,
or pursuant thercio, and will permit access to his books, records, and accounts by the Administrator
and the Secretary of Labor for purposes of investigations to ascertain compliance with such rules,
regulations and orders.

(f) In the event of the Contractor's noncompliance with the equal opportunity clause of this
contract or with any of such rules, regulations, or orders, this contract may be cancelled, terminated,
or suspended in whole or in part and the Contractor may be dcclared ineligib’e iur further Gov-
ernment contracts in accordance with procedurss authorized in Executive Order No. 11246 of

i

September 24, 1965, and such other sanctions may be imposed and remedies invoked as provided in
Executive Order No. 11246 of September 24, 1965, or by rule, regulation, or order of the Sec-
retary of Labor, or as otherwise provided by law

(2) The Contractor will include the provisions of paragraphs (a) through (g) in every sub-
contract or purchase order unless exempted by rules, regulations, or orders of the Secretary of
Labor issued pursuant to Section 204 of Executive Order No. 11246 of September 24, 1965, so
that such provisions will be binding upon each subcontractor or vendor. The Contractor will take
such action with respect to any subcontract or purchase order as the Administrator mav direct as a
means of enforcing such provisions including sanctions for noncompliance; provided, however, that
in the event the Contractor becomes involved in, or is threatened with, litigation witl ibcontractor
or vendor as a result of such direction by the Administrator, the Contractor may request the United
States to enter into such litigation to protect the interests of the United States

4. Interest of Member of Congress. No Member of or Delegate to Congress, or Resident Com
missioner shall be admitted to any share or part of this contract or to any benefit that may arise there-
from. Nothing, however, herein contained shall be construed to extend to such contract if made with a

corporation for its general benefit




EXHIBIT VI

WOOD DAWSON LOVE & SABATINE

R AT LAW

Board of Directors
Washingtor: Public Power Supply System
301 Fifth Avenu

Richland, Washington
Dear Sirs

WASHINGTON PUBLIC POWER SUPPLY SYSTEM
NUCLEAR PROJECT NO. 3 REV ENUE NOTES, SERIES 1973A, $29,000,000

At vour request we have examined into the validity of an 1ssue of $29,000,000 Washingt
Power Supply System Nuclear Project No. 3 Revenue Notes, Series 1973A, of Washington

Supply System (the “System” ), a municioal corporation and joint operating agency
Washington. Said notes arc issuable in coupon form, arc dated October 1, 1973, mature
optios prior redemption On June 15, 1976, are of the denomination of $25.000 each, numbered
1160, inclus nd bear interest at the rate of 4% per centum per annum payable semi-ain
June 5 commencing December 15. 1973. Said notes recite that

1
under and pur o Resolution No. 673 adopted by the Board of Directors 0Ol

the 10th day © 1973 (the “Note Resolution™), and under the authont

compliance wilh the onstt

statutes of the State of Washington, including

of the Revised Code ol Washington, and proceedings of the Boar¢ of Directors of

adopted, for the purpose of paying a part of the cost to the System of construction, and acquisitiol

an undivided ownership interest in, the Project (as such Project i» defined 1n the Note Resolul

We have examined the Constitution and statutes of the State of Washingtor,, and certii

4
1§ S8

of proceedings of the Board of Directors of the System authornzing the issuance of said NOtes

the Note Resolution, and other proofs relating to the issuance of said notes, also an e

cACLuilu

of said i1ssue

In our opinion the Note Resolution has been duly adopted, the provisions thereof are

el daif

System and said notes have been duly autl orized and issued In accordance

binding upon the
Constitution and statutes ol the State of Washington, and constitute valid and legally bind'n
of the System, payable from any moneys Oi the System that may be lawfully applied t
thereof, including revenues derived from the System s ownership interest in the Project, and
of revenue bonds 01 refunding notes of the System

It is also our opinion that the interest on said notes is exempt from taxation by the United St
of America under existing laws ¢ regulations and a speciic ruling issved bv the Internal Revenuc
Service with respect to said note

Very truly yours,

Woop DawsoN Love & SABATINE
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WOOD DAWSON LOVE & SABATINE TELEPHONE 212 422-0480
ATTORNEYS AND COUNSELLORS AT LAW SADAR. ADRERES TFSMRD-

CAVIO M WOCD neeR 1980
JOEN B DAWSON
LEROY LOVE
LED E. . SABATINE
BRENDAN CBRIEN
JS— 48 WALL STREET
CEOWARD o Mo CORMICHR
SAMUEL | MECLMAN NEW YORK, N Y. IO0O0OS
STEVEN LLTURNER

Board of Directors

Washington Public Power Supply System
301 Fifth Avenue

Richland, Washington

Dear Sirs:
WASHINGTON PUBLIC POWER SUPPLY SYSTEM
NUCLEAR PROJECT NO. 3 REVENUE NOTES, SERIES 1973A, $29,000,000

Under date of , 1973, we rendered an opinion approving the validity of t1. above
notes (the “Notes”) issued pursuant to a resolution adopted by the Board of Directors of the Wasi i~gton
Public Power Supply System (the “System™) on October 10, 1973 (the “Nots Resolution”).

We have examined into the validity of of the Net Billing Agreements referred ‘o on
page 14 of the Official Statement of the System, dated October 10, 1973, relating to the Notes, : mong
the United States of America, Department of the Intrior, acting by and through the Bonneville Power
Administrator, the System, and certain of the Participants referred to in Exhibit I of said Official State-
ment, which agreements provide for the purchase and assignment of an aggregate of not less
than % of the System’s Ownership Share of the Project Capability (as defined in the Net Billing
Agreements and reduced in the period July 1, 1981 through June 30, 1984 by certain short-term sales
of output) of the Project (as defined in the Note Resolution) in any Contract Year (as defined in the
Net Billing Agreements). With respect to the authorization, execution and delivery of said
Net Billing Agreements, we have examined certified copies of proceedings of the System and of the
Participants which are parties thereto, authorizing the execution and delivery of said Net Billing
Agreements, and such other documents, proceedings and matters relating to the authorization, execu-
tion and delivery of said Net Billing Agreements by each of the parties thereto as we deemed
relevant. In our opinion, each of said Net Billing Agreements has been duly authorized,
executed and delivered by each of the parties thereto and constitutes a valid and binding agreement, en-
forceable in accordance with its terms.

We have also examined into the validity of the Ownership Agreement referred to on page 20 of
said Official Statement, among the System and Pacific Power & Light Company, Portland General Electric
Company, Puget Sound Power & Light Company and The Washington Water Power Company. With
respect to the authorization, executicn and delivery of said Ov nership Agreement, we have examined
certified copies of proceedings of the System and of the Companies which are parties thereto, authorizing
the execution and delivery of said Ownership Agreement, and such other documents, proceedings and
matters relating to the authorization, execution and delivery of said Ownership Agreement by each
of the parties thereto as we deemed relevant. In our opinion, said Ownership Agreement has been
duly authorized, executed and delivered by each of the parties thereto and constitutes a valid and
binding 2greement, enforceable in accordance with its terms.

We have also examined into the validity of the Project Agreement (Contract No. 14-03-39100)
between the United States of America, Department of the Interior, acting by aad through the Bonneville
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said Official Statement. With respect
we have examined certified copies of

proceedings of the Board of Directors of the System authorizing the execution and delivery of said agree-

Power Administrator, and the System, referred to on page 18 of
to the authorization, execution and delivery of said agreement,

ment, and such other documents, proceedings and matters relating to the authorization, execution and
delivery of said agreement by each of the parties thereto as we deemed relevant. In our opinion, said
ot has been duly authorized, executed and delivered by each of the parties thereto and constitutes

a valid and binding agreement enforceable in accordance with its .erms.

In rendering this opinion, we have relied upor the opinion of counsel for each of the Participants
and aforesaid Companies that the Net Billing Agreement or Ownership Agreement t0 which such
Participant or Company is a party has been duly executed and delivered by said Participant or Company
and is not in conflict with, or in violation of, and will not be a breach of, or constitute a default under,
the terms and conditions of any other agreement Of commitment by which such Participant or Company
is bound.

Very truly yours,

Woop Dawson LOVE & SABATINE
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EXHIBIT VII

LAW OFFICES OF
HOUGHTON CLUCK COUGHLIN & RILEY

ROLLA V HEUBNTON (1970) 800 HOAE BVILDING TELEPHONE
JACK R CLUCK SEATTLE, WASHINGTON 98104 {20€)623-650!
PAUL COUBHLIN

JOHN W RILEY

EMIL B SCHUBAT

DAVID SBKELLENOIER

BERT L METZGER JA.

JORL HAGGARD IN REPLY REFER TO
WILLIAM N MATHIAS IN
JOMN B CATHEY

OUR FILE NO.

Board of Dircctors
Washington Pullic Power Supply System
301 Fifth Avenue
Richland, Washington
Dear Sirs:
WASHINGTON PUBLIC POWER SUPPLY SYSTEM
NUCLEAR PROJECT NO. 3 REVENUE NOTES, SERIES 1973A, $29,000,000

At your request we have examined into the validity of an issue of $29,000,000 Washington Public
Power Supply System Nuclear Project No. 3 Revenue Notes, Series 1973A, of Washington Public Power
Supply System (the “System™), a municipal corporation and joint operating agency of the State of Wash-
ington. Said notes are issuabie in coupon form, are dated October 1, 1973, mature without option of prior
redemption on June 15, 1976, are of the denomination of $25,000 each, numbered 1 to 1160, inclusive,
and bear interest at the rate of 43 per centum per annum, payable semi-annually June 15 and December
15 commencing December 15, 1973. Said notes recite that they are issued vnder and pursuant to Resolu-
tion No. 673, adopted by the Board of Directors of the System on the 10th day of October, 1973 (the
“Note Resolution”), and under the authority of and in full compiian_e with the Constitution and statutes
of the State of Washingon, including Titles 43 and 54 of the Revised Code of Washington, and proceed-
ings of the Board of Directors of the System duly adopted, for the purpose of paying a part of the cost to
the Sysiem of construction, and acquisition of an undivided ownerchip interest in, the Project (as such
Project is defined in the Note Resolution).

We have examined the Constitution and statutes of the State of Washington, and certified copies of
proceedings of the Board of Directors of th: System authorizing the issuance of said notes, including the
Note Pesolution, and other proofs relating to the issuance of said notes, also an executed note of said issue

In our opinion the Note Resolution has been duly adopted, the provisions thereof are valid and bind-
ing upon the System and said notes have been duly authorized and issued in accordance with the Con-
stitution and statutes of the State of Washington, and constitute valid and legally binding obligations of
the System, payable from any moneys of the System that may be lawfully applied to the payment thereof,
including revenues derived from the System's ownership interest in the Project, and the proceeds of revenue
bonds or refunding notes of the System.

It is also our opinion that the interest on said notes is exempt from taxation by the United States of
America under existing laws and regulat’ons and a specific ruling issued by the Internal Revenue Service
with respect to said notes.

Very truly yours,

HoucuTtoN CrLuck CouGHLIN & RILEY
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ROLLA V HOUGHTON 1870)
JACK B CLUCK SEATTLE, WASHINGTON 98104 208 623-650!
PAUL COUBMLIN

JOMN W RILEY

EMIL P SCHUBAT

DAVID SKELLENOER

BERT L METZOER JR

JOEL HAGGARD IN REPLY REFER TO
WILLIAM N MATHIAS IN
JOMN B. CATHEY

LAW OFFICES OF
HOUGHTON CLUCK COUGHLIN & RILEY

P00 HOGE BUILDING

OUR FILE NO

Board of Directors

Washington Public Power Supply System
301 Fifth Avenue

Richland, Washington

Dear Sirs:
WASHINGTON PUBLIC POWER SUPPLY SYSTEM

NUCLEAR PROJECT NO. 3 REVENUE NOTES, SERIES 1973A, $29,000,000

Under date of 1973, we rendered an opinion approving the validity
of the above notes (the “Notes”) issued pursuant to a resolution adopted by the Board of Directors of
the Washington Public Power Supply System (the “System™) on October 10, 1973 (the “Note Reso-
lution”).

We have examined into the validity of of the Net Billing Agreements refrred to on
page 14 of the Official Statement of the System, dated October 10, 1973, relating to the Notes, among
the United States of America, Department of the Interior, acting by and arough the Bonneville Power
Administrator, the System, and certain of the Participants referred to in Exhibit I of said Official State-
ment which agreements provide for the purchase and assignment of an aggregate of not less than

% of the System’s Ownership Share of the Project Capability (as defined in the Net Billing Agree-
ments and reduced in the period July 1, 1981 through June 30, 1984 by cerain short-term sales of
output) of the Project (as defined in the Note Resolution) in any Contract Year (as defined in the Net
Billing Agreements). With respect to the authorization, execution and delivery of said Net Billing
Agreements, we have examined certified copies of proceedings of the System and of the Participants
which are parties thereto, authorizing the execution and delivery of said Net Billing Agreements,
and such other documents, proceedings and matters relating to the authorization, execution and delivery
of said Net Billing Agreements by each of the Parties thereto as we deemed relevant. In our
opinion, each of said Net Billing Agreements has been duly authorized, executed and delivered
by each of the parties thereto and constitutes a valid and binding agreement, enforceable in accordance
with its terms.

We have also examined into the validity of the Ownership Agreement referred to on page 20 of
said Official Statement, among the System and Pacific Power & Light Company, Portland General Electric
Company, Puget Sound Power & Light Compuny and The Washington Water Power Company. With
respect to the authorization, execution and delivery of said Ownership Agreement, we have examined
certified copies of procedings of the System and of the Companies which are parties thereto, authorizing
the execution and delivery of said Ownership Agreemcnt, and such other documents, proceedings and
matters relating to the authorization, execution and delivery of said Ownership Agreement by each of the
parties thereto as we deemed relevant. lu our opinion, said Ownership Agreement has been duly au-
thorized, executed and delivered by each of the parties thereto and constitutes a valid and binding agree-
ment, enforceable in accordance with its terms.
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We have also examined into the validity of the Project Agreement (Contract No. 14-03-39100),
between the United States of America, Department of the Interior, acting by and through the Bonneville

Power Administrator, and the System, referred to on page 18 of said Official Statement. With respect to

the authorization, execution and delivery of said agreement, we have examined certified copies of pro-

$

ceedings the Board of Directors of the System authorizing the execution and delivery of said agree-
n «nd such other documents, proceedings and matters relating 10 the authorization, execution and
delivery of said agreement by each of the parties thereto as we deemed relevant. In our opinion, said
agreement has been duly authorized, executed and delivered by each of the parties thereto and con-
stitutes a valid and binding agreement enforceable in accordance with its terms

In rendering this opinion, we have relied upon the opinion of counsel for each of the Participants
and aforesaid Companies that the Net Billing Agreement or Ownership Agreement to which such Par-
ticipant or Company is a party has been duly executed and delivered by said Participant or Company
and is not in conflict with, or in violation of, and will not be a breach of, or constitute a default under,
the terms and conditions of any other agreement or commitment by which such Participant or Company

is bound

Very truly yours,

HoucuTtoN CLuck COUGHLIN & RILEY
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THE MONTANA POWI R COIPANY ARD CUBSIDIARIES
CONSOLIDATED STATLAVEND OF INCOME
The following comsalidated statement of income, insofar os it relates to the five years cnded
December 31, 1973, ha boen cramined by Price Waterhouse & Co., independent secountants, whose
report thorcon appaats clrewhere in this Prospectus, la the opmon o the Compuny, all adjusimoents,
consisting only of nornsl yecurnng accruals, necessary for a fair statoment of the results of operations
for the unaudited twelve moaths ended 5. prembor 30, 1974, have boen inade. The statement should be
read i conjunction witli the other comsulidated hnancial statements @il notes thereto included ciowhere

in this Prospectus.

12 Monthy
Fudled
Mghewterdl =~ WeerEndedBecsmber M,
(Uniadited) !37__3_ 1972 197} 19270 1909
Thorortsof Dollars
Operating Revennes:
FIoalin  coceicopnsbassgsas Er e s $ 12,7719 $ GORE7T S 62452 § 57,714 $ 56539 § s1mR]
Botaral Bov oo cowreirrrnrare - 41,2140 17,426 3240 29,542 29,517 27,09
WRIEE + onosivrase SR R A ATy R ., S o iy | S 671 _ 619 _ 604
»Il-%.fh»ﬁ Ji%,048 €S0t 85,227 £6,67S FOLSYS
Operating I xpennes and Tuxes: - e T
Opeiation . oasscarssesasrnss § 46,942 19,320 12,208 27,349 28,054 21,4F6
Maintenance (Note 1) o ooveeronncons 5,025 4,796 410 3,306 3408 3,523
Pe:aeciaton and depletion (Note 1). .. 5,039 7,612 7162 652 6,559 6,645
Ineosne taxes (Note 1)
S e DR RV PERE, XN 8,944 12,155 7,552 13,171 13,828 14,518
(.m“dun cdEeshEsr ARG LGS PR (1‘) (3) ‘ 13 5 39
Provi-ons for deferred taxes on income
(Nute 1): '
Accelerated depreciation and amorti-
GNEIT - o b e e ey 1,592 1,245 1,008 928 938 869
Reir Projoct elafpes oo oooiacannrne (516) (516) 4910 - - e
Juva stment tax eredite -net oL £93 (1] 3 1u6 (126) 17
Ot LNES oo rvivssnrsnananmsresins 13,294 12,658 11.0/2 11,103 10,758 9352
£4.197 717,904 65,500 62993 GORI4  SussE
Onbtatioy BOPME 3 irsvnvinersson 30,580 W48 20001 28234 28881 24437
Othor Jucome amd Deducinens:
NOROPErAUNg WSOy =gl .. iaeiis 1,913 1,275 1,019 1,256 646 194
Allowange for fumds wed donng con
struction (Note 1) . .ooovavieeen _ 3099 L19Y 596 212 93 10K
TAE .ok slians vk : 5,012 2468 P28 " Traes T 1w a2
Jacome Refore Interest Charges .ooooe e 35,598 26l2 28,6008 - “:E‘__?O: jﬂ,hu o ;:.::‘}
Inteiest Chorges
Interest on Jonpterm debt ... 11,143 9,094 6,730 6171 4794 4189
Other nterest ... .. .o covrrrninnnns L lees o9 £95 <72 2151 2471
Total Iutereat Chatges ... 12812 9,793 7328 $743 6848 6 560
Net Income ke e e ik o 23,786 22819 21081 19980 19.648 18,369
Pividends Applicable 1o Prefeired Stk 1,200 . | Bt 1,208 1,702 ),209
Net Insome Avalable for Common stk $ 2087 £ el $ 0Ny K —?-\'.750 % ]S.;;»}. $ 17,160
Average Number of Conmon Shures i .
Outstandin © (e ands of Shates) .. 7.5 7,509 .52 7.518 7.512 7,449
Net Jocome Per Shane of Compon Sk $ 287 § 2N $ 207 § 249 $ 245 $ 229
Disitomds Peched on Common Stoch,
Per Stwe .. ... s £ ARy Sd e $ 180 $ 180 $ 1095 $ 168 § 1.68 € 108
Ratio of Lanines to Fixed Charges
AN B e ciureiansas s pekanyad 339 459 S48 595 5.60 573

( ) Denotes red fipmie,
The num ol note references feler o the Notes to Consolidatod Financial Statements appearing
ehewhere i s Prospectus.
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NOTFS TO CONSOPIDATED STATEMENT OF INCOME

Note A -— The Consolidated Statement of Income for the twelve months ended September 30, 1974,
and the five years endod December 31, 1973, 15 presented on the bases of accounts pro scribed by the
Public Service Commission of Montana snd the Federal Poser Commis-ion, between which there are no
differences, as explained in Note 1 to the Consolidated 1 inancial Statemznts.

Note ‘B- For the purpose of computing this ratio, ¢.wnings have heen caleulinted by 2dding to not
income (i) provisions for corrent and deferred taxes on income, and (i) fixcd charges. Fixed chargos
include interest and related amortization cn long-term ¢obt and interest on short-term borrowings. Fixed
charges abso includ: enac-tlard of zll rentols, excluding delny rentals subsoquent 10 1970, and rentals on
joint-use properiy for the 12 months ended September 30, 1774,

The unaudited pro forma ratio of carnings o fixed charpes for the twelve months caded Septem-
ber 30, 1974, is 2.62 after piving elfect to the annual reguiraments on outstanding debt at Scptember 30,
1974, issuance of the Now Bonds at an assumicd interest rate of 9144 aud application of thy estimated
proceeds from the proposed sales of the New Bonds and Additional Shares to the paynent of short-termi
borrowings (cxcluding those of Western Lueryy Company ) to be outstanuing at the tim. of such sile.
Iuterest in the amount of $2,799,000 was exciuded from the fixed charg.s for the pro forma ratio as it
reluted to the 8% % first mortgage bonds 1-funded Apni 1, 1974, and to chort-term borrowings durin:
the twelve months endid Sentember 30, 1974, to be pani froim prog cds of the New Bonds. Withouw!
giving cffcet o the proposed sale of the Additional Shures, the pro forma ratio of carnings to fixed
charges would be 2.33. For this Jatter computabon interest in the net amount of $445,000 was excluded
f.om the fixed charpes for the pro forma ratio ater giving eficet o the additional interest va short-tery
borrowings duc 1o the unzyailabihiny of the pro. eds from the sale of Additionn) Shares. A difference
of Vi of 155 from the assumed interest tate will Change tics rabos approsimately .01 )

The annual interest requirement on the New Bonds will amount to $2,625,000.

For the twelve months ended October 31, 1974, operating revenins were $115758,0600 and
net income, bofore deducting preferred stk dividend requircmionts, was $22 900,000, Nt incone
after deducting such dividond requirciionts was $21.091,000, or $2.88% per share of common stoch
These amounts are wadited but, in the epimon of the Company, include all adpustments, consisting
only of normal recurring aweruals, neces.ary to fair prosentation thoreol, The unaudiod pro forma
yatio of carnings to fixed charges for the weelve me miths ended October 31, 1974, compaiad on a basis
equivalent to that used in Note B, is 2.57, and without giving cficct 1o the proposed sale of the Addtonal

Shaigs, is 2.20.
-
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PLLCERIC O DO ING STATISTICS

12 Mot g
Fodod Y ear Ended December 3,

DDk B ™ el e - g S

1974 1973 1972 1971 1970 1969

Elevic Prerpy Generatod and Purchased e s
(M Kkah):

Steems ..., ., RGO 5 = 4s v o s ia r ATE el ! 966204 1,1072 BIF 61K 654,111 K60 49K (40,926
Hydio and Interma) € anbarguwm . - 36847 6 318617 3000 970 3,764,302 3,544 1,470.685
Tore) Generat f, Not Station Output. 4621002 42%i69 4512588 4415435 4403890 411160)
Purchased wud Net Ieterchange. ... ... ... (WY VLY B 2% Gninng 6L 574 E04,110 917,494

C o etad Generand and Purchased . TS TIRG2Y  S741618 5,416,048 5,057,009 3208007 019,108
Company Usc, Drtiaon and Transimeson

Lomses and Unoaccowmred for ..., A 577,508 31 53¢ $25.958% 456,724 $26 R4k 461903
Yotal Encrpy Soles to Public, . .. . 5,161,424 4,710,020 4890056 4,570,285 4,651,155 4,557,202
Elcctiic Sales (N Kwh)

Re . otential LU= e 1,034,545 1,006,702 G54,849 912 850 50,321 §20.690
Conuncrvial and Sl ndostnal ..., .. ) 1AB 164 JATRG-1 LA7o06 1,247,263 LI17,190 1,042 35K
Indbetnnid B oatpe € toangrs | N 1LS6S. K14 1,555,482 1,741 .38} 1,727,698 1,932,239 1,919,163
Pubiie Srreet il Thodoway Pishling . . o 46,570 45,253 43 K04 43, 1%0 42,692 42,687
Othes Sales o Pulibis Amthonties, ... .. , 7,018 90,994 84,426 59,146 93,0092 95,229
Sales to Ocher Flovtnie Whilines. Lo, ... 906, LUR 474,345 $K1.537 470,196 573,279 SEn71
Sales 1o Rl sadds il Boudways (2) . 31,704 51.570 50,993 79,942 72.343 $4.714
fotal L.osipy Sides to Public ... . TS, 161,424 A TI00KD 4590686 4570285 4,681,155 4,557,202
Interdepattmental . oLl " 12,959 12618 12,739 Y17 1329 7,630

Fotal Energy * ten . TS074303 4722695 A901,425 T4S5TOM0Z T4.6K9.4KE 4,503 K32

Numiter of Castomwrs  Aveiare for Peood)

Revidpiial Lo vo-iadyensingins 164,351 160,755 156,157 151,354 147,325 1445816
Compcrcial and Sm B Inddustiind, ..., ..., 26,179 2° 567 24.960 24 4046 23,500 231,643
Industiad =) are Coooamers A R e e 17 13 18 1% 18 17
Public Street wod Hichioay Lishung | . £26 801 762 738 699 662
ey Soles b Publ Sudhoritwes ... .. .. 109 108 105 1o 110 112
Sales 1o Other Elevt o Eitilities v i a $4 53 53 50 50 50
Sales 1o Ratroads ant Radways. ... ..., " 1 1 1 1 1 1
Boteropartmental ... i . 254 254 251 249 247
Fotal Number of Customers. .. .. ... 191,84 181,859 162304 176,908 ~ 172,35 169,588
Operating Revenues (1 owsamds of Dollars )
Resulenlial . ... ovin e cresivrna e § 25437 08 24922 & 22173 0§ 20421 § 19254 § 18,147
Commeranl and Soadl hwlustrial - 28,205 27,507 24,000 21,818 20,232 15,7¢3
; Inductrind b srge Cucomers (Analysis
y Helow) oy I 10,457 10,707 10,218 10,123 13,097 10,706
Public street aod Miphooav Lishting ... .. 1,553 1,557 1,439 1,390 1.333 1,257
Other Sales 1o Pubbie Moidesiow ... ool GO $96 647 677 681
Sales do Other Elogtis: Lilies .. ... os 4,51 2287 1,549 1,503 2177 1,948
Saks o Ravhowds and Raslways. . ..., ... 170 276 4312 429 i8R 114
lotad .. vou b 4 40 - 70,961 68,164 €80 $6.131 SS.158 S1.816
Othier Operatinge Rey TR L2 RS LEIN 1,723 14" 1,383 1,181 ). 066
Toial Operan RPovenues (Exchwdp e i i N
Ioterdepartmentd ) Lo : 72,701 69 887 62452 57,714 56,539 $2.882
] nterdeparimontal . 2 216 189 157 141 130
Tetad Vleoine Operaine Resenues, < 72908 § 70008 § tredl S §7.87) § Shasn S ' §3012
Analysis of Pdostriad <V e Cuaomets Ehlege - -
tie Resermaes € Thou opxds of Pollas)
Minmg and Sochmge (h) SR Ty 5930 § 6411 $ 4929 § 4112 § 4891 § 4472
Ficotioliti, Zine Redotom (0) .o onvnn . .y —_ —_ j 428 2,221 2881 3,147
Cement Plints N A W ey ¥3 721 689 618 59§ §72 573
Lumbor and Paper T R b T - 1,770 177 1,509 1476 1,239 1,237
Ol Indntiy " . v bl P se st el 13 & - 200 LER0 P‘? L L . 1 1317
Total T $61 8 D Vg $ 10443 3 10707 $ us S 10523 0§ 18T $ 10706
Averape Annnal Resident o Use (Kwh) 6,297 6324 6,07 0032 $772 $.667
Averaze Amnnal Beswdeniol Revenne per Ewh 2.40¢ 2.45¢ ~28% 2.24¢ 2.0¢ 2.2%¢

ta) Sales to ratlioruds and raibw s wore discontinued in July, 1974, as a result of the conversion from
electric to dhese] Tocor non by the Clicago, Midwaakee, St Paul & Pacific Railroad Company.

(b)Y Puring 108, 4 nonrecurring sale of SSP2.000 was made to ‘The Anaconda Aluminum Company, a
customar of Bonneville Power Adrunisteaion, duc to adverse water econditions in the Pacific Notthwest,

(¢) In August 1972, The Anaconda Company discontinued its 2me operations at Great Fulls, Montana,
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Nattkar Gias OPEFRATIONS:
Sysiem Inpast (Milhons of Cubic lccl)

Gas Prodinced ... ... ot e i
Gis Purchaed

Gas from Storape

OBOEEE S s o R el i ey 9

Sales (Mijlons of € whwe Fect):
Reudentin) ... .. a4
Conmercial ... co5-000
PPN e g e B R e
Government an -! Mmmm AI ...... brs
Sales 1o Other Gas Unhitics Lo oonn s

Toti) Gas Sold to Public ... ...
Interdepartmental ..ol ciiriaiieann

Subtolal Sales . ... i eiresiss
Gas 1o Storage ..

®Total Sules and Stotage . ... ...
Number of Custaners (Average for
Period ) :

Residentiol ... coeievosvmeis dnves
Commersit] o oiirvvesrrasiandsiony
Industiial. von Jois s vase b nn b e o
Governayent -m‘l ‘! U\XP.ll ......
Other Gas P20 o oovvvions s amins
Interdepartmental ... ciaeaiiins

TEEY. .. . v v d soa b e b
Onerating Revenue (Thom.mds of
Doliars):

Residential .. ..c.ovevvcenvensnsanss
Commertial . ..ovomavssin
Industial . ... .o vl Bl ’
Government anl \h nicipal ... oo oo
Sales to Oiher Utilities o oovvivarens

Total Gas Service Revenues ... ..

Other Gas Operating Kevenues ... ..

Total Operating h(\-ﬂmcs
(Excludine  Iaterdepartmental)

Interdepartmental ..ol iiaieinann
Total Gas Kevenues ..

Average Annual Redonnal Use (Mo
Averape Annual Nesndentia! Revenue

NATURAL GAS GUERATING SEATIVHICS
2 Monthy
Foded! Yeor ) nded brocember 3,

Seplembes M, T T T ' PHRSTR e g
1974 1973 1972 1971 1976 197
19.761 19 943 15 394 20 155 22,529 AL
3762 349.2:7 A0, K 374 34,357 12534
6,40% 5650 6,594 €9 6,132 6. TS
64,071 vz 65,577 63,368 61,08 61,378
13960 14,326 14,638 13584 13,34 13,429
K192 R.203 K235 7.°53 7,476 7,562
26167 26.48¢ 27211 2639 27,343 28,168

1014 1.667 1,663 1618 1373 1650
6,540 6911 7.583 7,299 7308 7,248
9 S1492 SS90 S6o6d  STUah 582w
2 128 35 231 §eS 29
5795 57730 $93AS  S6°9d  Siyss  s5an2
8,759 U £,700 R Ee] 6975 £509
65,594 67,506 65,065 65,438 64,919 64031
§5.673 83,511 £1.273 78,470 75.719 73,572
10,328 95868 9,430 $.155 8,985 BN
So% 561 sz €59 616 611
15 15 1$ 15 15 16

‘ 6 6 6 6 6

19 19 18 I8 19 18
96,607 G480 91114 g5 183 §5360 83,072
$14,373 SI668  $12995  BILSSL S11AN8 €100
6.£50 6261 8,378 4570 471 4,419
14.75¢ 11,643 0470 0 9,280 §.o0 s
Kys s 674 =30 6.2 78
4203 1,540 LR 3573 3,371 A REL
41,106 518 32579 29703 29,400 27408
159 11 115 129 115 101
41,205 37.426 22 494 29,342 29,417 27,809
24 46 17 4 246 14
Sirn-aiil el —

$41,289 17472 SIS0 $29913 §29763 27423
162 171 150 177 176 183
$1.02 $1.02 €080 §0 86 $0 86 $0.£0

PerMet ... oioinianim A y

» 1t volune of natural gas purchased and produced s stated at a fived basis, while the volame of
Phe duferent standards of measurement esult n
figures making it appear that more gas wus sold and stored than was purehased and produccd. even
thoueh there s o small Joss betwveen points of mput and sale.

patural gas sold is stated at varying pressure bases

o — ey — - ——
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RUSENESS
General:  The Company's sefvice arca comprises 96,000 squarc miles or approximately 65% of the
land arca of the State of Montana. The estimated 1974 population of the Company's service arca is

$87,000 or 82.4% of the total population of the State.

The Company provides electne service in 184 communitics and t!
and in Yellowstone Nat.nal Park; natural gas service in 90 communitics at retail and 6 at wholesale, and
water scrvice in 2 communitics. The Company also sells firm powcer at wholesale, supplying the partizl
ctiic co-operatives and the total requircments of 3 rural cleetric co-oputatives.
distributing companic, at Great Falls, Cut Bank and Shclby,
ana, and to Canadian distribution systems serving the

we rural arcas surrounding them

requircments of 9 rural cle
The Company sclls gas at wholesale to
Montana; to a pipeline company in northern Mont
comimunitics of Coutts wnd Milk River, Alberta,
The sources of (1) operating rovenugs, and (2) o
to cach line of business accounting for 106 or more of the consolidated operating fevenu:s and
operating income dusing the 12 months ended September 30, 1974 and the years 1969 through 1973,

were as follows:

serating income before income Lixes, attributable

12 Mouths
Fnded Year Ended December 31,
September 30, i
1978 1973 1972 1971 1970 1969
Electric Operations:
Operating Revenues ....... vensses 03% 65 % 65% 65% 65% 65%
Operating Income Before Income Tuxes 80% 76% 6% 76% 75% 73%
Natural Gas Operations:
Operating Revenues . ...coonae-e .o 36% 35% % 34% 34% 34%
Operating Income Before Income Taxes 19% 24% 23% 23% 24% 26%

The economy of Montana is diversificd. Aericulture and livestock account for approximately onc-haif
the annual value of production. Other major factors in the cconomy include nonferrous metal mining,
smelting and refining, coul mamng; forest products; peiroleom yefining, and tourism. For the 12 months
ended Sepiember 30, 1974, industrial customers asceanted for 2990 of the Company's total operaung

revenuus, including 10,4950 ac ounted for by the operations of The Anaconda Company.

Regulation:  1The Company’s ublic utility business in Ui State of Montana is subject to the jurns-
diction of the Public Scrvied Cowmissica of Montuna (“PSCT) as 1o rales, scrvices, Issuance of securitics
and accounting. The Federal Power Commission FPC™) has jurisdiction pursuant to the Federal Power
Act over the Company as a liconsee of hvdrocdectnie developmients (Soe “Eleetrie Properties™) and as a
public utility i & in the transmission and sale of ¢lectne power in interstate commerce. The FPC has
no jurisdiction over the Company’s patural gas or waler sales or over the sale of clectric power at retail.
The importation of patural gas fror Canada requires approval by e Alberta Encigy Resources Cou-
scrvation Board, the Nutional Energy Board of Canada and the FPC. The PSC, on January 6, 1975,
will be reconstituied, the prosent three-member commission, vieeted statewide, being replaced by a
five-member commission, with cach member clected fiom one of five districts in the State of Montana.

The Company's cxpenience has been that the cost of purchased Montana gas has increased from
13.75¢ por Mefin 1972 1o 40¢ per Mol at the prosont ime and that the cost of purchased Canadian gas,
which constitutes more than 8070 of the Company s pas supply, has mereased from anproximately 24¢
per Met i 1972, 1o approximately 644 per Mo at the present time,
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The Company’s basic eleatric and g rate wohodules wor adio od m October, 19720 In July, 1973,
the PSC authorized o procedure for adje tine gas rates (o mtenuphible ielustrial comtract customess
on a monthly bao and 10 other non-resideninl customers on a quarterly basis, o offsct the aincreased

cost of purch.ood Canadian gas.

In April, 1974, the Comipany applicd to the PSC for further authorzation to adjust s rates 1o
flow through to all customers the incrensed vt of purclinod gas and the incroased royadiy expons
of produccd pas, buth in Cancda and Montona. which inercised cost was projecied at thit time by i
Company to be at least $12,000,000 en an annual basis commencing July 1, *974. On Auguest 30, 1974,
the PSC, by miajuiity voto, pranted the Company’s application and aothorizad o continuing st adjust-
ment procedure wherehy the rates of iterrupribic industrial contract customers are ncroasad o decrensed
on a monthly bosis begiming with gas deliverios in July, 1974, and the rites of all other cistomers ar
increased or decreased on @ quarterly basis offoctive with meier readings oa and aficr Octo o 1, 1974,
to flew throuph ity actual dncrcases or deercases in purchased gas costs and royaity exponses. Hhis
adjustment proccdure superseded that authonzod by the July, 1973, orger. For the three months ended
Scptember 30, 1974, the Company collocted approximately S1,800,000 from its intervupuble industiial
contract custonic s and for the month of Ocober, 1974, approximately $1.020,000 from o customers
by these rate wdjusiments.

Scparate b1 actions by the Montany Coscumer Counscl, o state cgeney, nd the dinsenting
member of the PSC, challenging the v Jity of the PSC order, have been tild in a State Distnet Court.
The Company - s intervencd us a defendant in both cases in support of the PSC decision. Femporan
restraining ordors preventing the Company from plucing the new rates in effect were dissolved at a
hearing on Octolei 11, 1974, by the presding judge, who allowed the rates to become eflective
immediatcly, subjeet to refund by the Compeny i dirccted to do so by tinal court order. Further triad
proceedings are boing conducted by the prosiding judge. The Company connot predict the oulcome of
this litigation, but anticipates prompt disposition of these eases. I the Commnussion’s order should not be

sustained, it would matenally atteer the Compamy’s revenues and curnings

The Canadian Goverpment has orderad that the price of patural gas imported from Canada,
currently costing the Company about 64¢ por Mel, ™ increascd o ST per mithon Btu (approvimarcly §1
per Mcf), eflcctive January 1, 1975, (See "o Natural Gas™,) Unless the PSC order should be
invalidated, the ('um]‘.mj capacts to flow !:.'\\‘.'_‘h this imercasad s CXpense o its custont. s by pPsC
approval of increasd pate sohodules purswant o the rate adjustment procedure establisied b the

would have a muaterial adverse offect on the Company’s camings,

The Company's eleetric rovenucs for the 12 months ended September 30, 19,4, averaged 2.46¢
per kwh for residentiad sarviee, 2.22¢ per hahi for commiereial service and V800 por kwh 1-‘.‘md.:s:zi.‘l
service.

For the 12 months ended September 30, 1974, the Company's average revenue from the sale of
natural gas was $1.03 per Mof for residential service, S+¢ por Mef for commercial senice and S6¢
per Mef for industrial service. '

Electric Propertics:  The Company’s fully integrated amd interconnec ol electiic system extends
through the western two-thirds of Monma, Relability of somvice w enhanced by the lecation of hydio-
electric gencration on four scparate watershods with ditferent preapitation characterisiivs, ;m.:-m:nh.'d by
thermal gencration. f

The maximum demand on the Company’s clectric system for the 12 months endod Seprember 30,
1974, was $97,000 kw on Jangary 10, 1974, Total capability of the Company's electric system on that
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date wa s 1,025,000 kw, including 769,000 kv provided by the Company's penerating facilities und 256,000
bw from firm pow.r purchases, cxchanie arrang ineats and whoching payments in power. The Company’s
pencrating capability is provided principally by 13 hydrocleetric progects with total capubility of 520,000
kw and two thermal pencrating plants with total capabality of 246,000 hw. The hydroclectric projects
nre licensed by the 1PC. The heense for the My te Lake projec: (11,560 kw) expired in 1969, Since
then, it bas been rencwed annualty pending action o) the Comypany’s spphication for renewal. “The Ticense
for the Thompson Falls projeet (40,000 hw) expites i 1975, and the Company has applicd for rencwal
wnder the Fedoral Power Act. The license for the Kerr project ( 150,600 kw) expires in 1980, All other
licenses expire subscquent to 1988, (See Note 6 to the Consalidated Financia! Stalements. )

Through construction of additional generatine facilitics, replacement and exchange agreements and
firm power purchics, the Company expects o have sufficiciit ¢ ability to me2t the projected demands
of its customers and miaintain reserves of at least 15% of frm demand. (See “Future Generation™)
Western Faerpy his adequate supplies of Jow-sulfur coal 1o supply the Company's projected thermal
pencration reguinements. (See “Coal Properties.”)

During the 12 months ended September 30, 1974, the sources of the Company's gencrition were:
hydio 79.1%, coul 18.7%, gas 1.5%, and oil 0.7%. The Conpany's coul costs have been as tollows.

12 Months
Faduil
Scptembior 30,
1974 1973 !17_2_ 1971 1970 l?g
Average cost per million bto's ... ... .. 23.3¢ 19 6¢ 18.3¢ 17.4¢ 17.2¢ 18.2¢
Avcrage cost per ton (delivered) ... ... $4.07 $3.38 $3.16 $3.01 $2.97 $3.16

The Comnpany participates with Pacific Power & Licht Company, Portland General Electric Company
and The Washington Water Power Company in the ownership of Pucific Northwest Power Compony,
which, with the Wishinoton Public Power Supphy Svstem, hos applicd for an FPC license to build and
operate a hydroclectric project on the Middle Snake River betweon Idalio and Oreon. An FPC administra-
tive law judge has issucd a docision and ordor granting tw apphcanis 2 heenss to constng! the
2,700,000-kw Pleacant Valley-Mountain Sheep Project on or aiier September 1 1978, unless | gislution
has been enacted prior to that time, classifying the Middle Snake River as a wild or scenic river or
declaring a moratorium on dam construction i that streich of the nver. The matier is pending bofore the
FPC on excepiions to the onginal decision and the outcome is not presently determinable.  Legislation
to preclude any project on this portion of the Siake River is pending in Congress,

Future Generation:  The Company and Puget Sound Powor & Light Company ("Puget™) wie jomtly
constructing two 330,000-kw mine-mouth gencrating units at Colstrp, in southcastern Montina, Applica-
tions are pending before the Montana Bourd of Natural Resourccg for Beenses required to construct
transmission lines necessary to the operation of these units. The Company aand Puget will o, vijual
ownership of and cafi upon the output of these units, Toe Company will operats the units, and Western
Energy will supply their wotal coal reqaiements. The Company amd Puget, together with The Woshmgton
Water Power Conpany, Portland General Electric Company wodd Pacilic Power & Light Compais, propose
to construct two additional 700.000-kw gencrating units at the Colstnp site, with associated trommission
facilities. It is anticipated that Western Faergy will also sopply the total codl requiremernts of these
units, Western Vnerey has dedicated to all four umits rescives which it belioves 10 be suioent for
their operation during their useful lives. These companies have applications pending before appropriate
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State and Federad apencics for permits to construct and operate the units and associated facilitics. Infor-
mation with respect to the new pencration is sct forth in the following table:
Company Share

Estimated Net -
Dute of Capability Estimatcd Cost
. Byt A _— Lo
Calinip e, 1% oo oo Coal July, 1975 330 S0%
1.000,0 116
Colstrip No. 2¢° ... ........  Coal July, 1976 330 507 } SEL— e
COlOUnp N0, 3% . irsiaean Coal 1978 700 307
156,162 000 372
Cobuip No. 4%% ........ceu0 Coal 1979 700 30'.1} ’ ’

* Under construction.
** Planncd.

Regional Intercomaections:  The Company’s clectne system forms n integral part of the Northwost
Power Pool consisting of the major clectric supplicrs in the Unite.i States Pacific Northwest and
British Columbia, Conada. The Company also is a party to the Pacific Northwest Coordination Agree-
ment integrating clectric and hydraulic operations of the 16 parties associated with geocrating facilities
in the Pacific Northwest, is a member of the Western Systems Coordinating Council organized by 38
electric systems in the 13 western states and Britich Columbia to assure reliability of operations and
service 1o their customers, and 1s a party to the Intcrcompany Pool Agreement for the coordmation of
load and resource planning, allocation of cnerny and nansmission opcrations among seven utilitics
in Washington, Orcpon, Idaho, Montana, Wyoiming and Utah. The Company participates in an inter-
connection sgreement with The Washington Water Power Company, ldaho Power Company, Utah
Power & Light Company and Pacific Power & Light Conipany, providing for the sharing of transmission
capacity of ccrtain lines on their respective interconnected systems and emergency standby power for
each company. The Company and the United States Burcau of Reclamation have agreements which
provide for the use of excess capacity of certain hnes on cach party’s system for the transmission of
power east of the Continental Divide in Montani and for the firm wse of the Company’s transmission
lincs to deliver Government power from the Canyon Ferry hydroelcuric project to the Governiment's
porthern Montana transimission system and from Great Fal's to Cat Bank, Montana The Company
also has sgreements for the mutual uee of excoss capacity of cortan lines of the Company and Bonneville
Power Admi..i<i-ation for the transmission of power west of the Continental Divide.

Natural Gas: More than 80% of the Company's gas supply comes from Canada and is subj ot
to export permits granted by the Provinewl and Federal governments in Canada and impori porants
granted by the FPC. As of December 31, 1973, the Company’s total gas reserves were 962,000,000
Mcf. Of this amount, 144,000,000 Mcf, located in Montana, were ggned by the Company; 254,000,000
Mecf. located in Alberta, Canada, were owned by Canadian-Montana Gas: 46,000,000 Mef, located in
Montana, were ownad by others and dedicated 1o the Company, and 518,000,000 Mcf, located m
Alberta, were owned by others and dedicated 1o Canadian Montana Pipe Line, Gas requirements for the
12 months ended September 30, 1974, totaled 56,800,000 Mof, of which the Company and Canadiin-
Montana Gas produced 3440 and purchosed the balanee.

Avntial purchises from Alberta & Southern Gas Company, Ll are authorized at 30,200,000
Mef under National Encrgy Board of Canada ("NEB7) Jicenses which have expiration dates from
1985 to 199,
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Canadian-Montana Pipe Ling has :pplied to NI B for authority 1o €Xport an additional 20,000 Mcf
daily, to be purchised from Alberta & Southern Gas Company. The Company cannol predict the
cutcome of this apphication. An Alburta permit for the eapoit, and an FPC authorization for the
import, of this pas have bueen obtained.

Canadian-Montana Pipe Line is cxporting 10 the Company a maximum of 99460 Mcf peor
day and 19,892,000 Ml annually of gas purchas ! from Consdiam-Montana  Gas in south-
castern Alborta at Aden, Alberta, pursuant 10 avthoaeations from the NEB and the Alberta Enerpy
Resources Conservation Board (“ERCBT) which will expirc May 14, 1975, Import suthorizavon for
this gas, issued by the 11PC, will expire on May 10, 1975. The Company in Junuary, 1974, appbed to
the FPC for a new authorization to continuc the importation of g+ at Aden for a period ending
December 31, 1992, Hearings have been complet. 4 and a decision by the FPC is expeeted within &
reasonably brief period. In 1972, Canadian-Montna Pipe Line apphed to the ERCH for a permit
to continue the exportation of gas at Adon fora pery d ending December 31, 1992, Ia March, 1973, the
ERCB recommended o now penmit be psued as applicd for, but the Licutenant Goversor in Council o
date has not ucted on this recommendation. On NMay 14,197 the BRCB, with the approval of the
Licutenant Goweinor in Coundil, issucd @ temporety permit horizing @ continuation of he Aden
export for one yeur ending May 14, 1975, Canad.: a-Monzama iipe Line, in November, 1973, applied
to the NEB for a new Jicense authorizing the continuation of the exportition of gas at Aden for a peried
ending Decomber 31, 190 . The application has not been set for hearing. The NEB, in May, 1974,
with the approval of the Governor n Council, issucd 2 temporary license authorizing a contiuation
of thé Aden export until May 14, 1975,

The Company anticiputcs its cost of gas purchised from Canadizn sources will incrense matorially
in the future. The Canadian Gosernment has amendzd natural gas eaport Heenses, raising the (\'mi‘-.m}:s
border price for notural gas imported from Canada 0 $1 por nadllion Bl (approvimatcly 81 por Mf),

‘:\ effective January 1, 1975, The Company currently poyvs approximately 63¢ per Mef for the gas it impors
= from Canada. Unloss the PSC rate adju-tmuent order of Aucust 20, 1974, should be invalidated, the Com-
o pany expects to flow through this increased gas expanse o its custoniers by PSC approval of increascd
ﬂ; rate schedoles pursuant to provedurys cstablished by such order. (S “Businoss—Regulation™.)
a;" The NEB began hearings in Calgary, Alberin, November 13, 1974, to determine Cunadion pas
_‘ requirements, supply ond deliverability and  amounts available for cxport, if any. The NEB has
indicated that 1t will take no action op export apy cations pending bofore it unti) these hearings have
becn completed and o report issued. The Compooy comot predict the oucome of the procecdings
K. } before the NEB, the TRCB or the FPC. M any of these applications should ultimately be donied, the
= Company's ability to meet the needs of some of jis customers would by mipaired.
‘...‘..:' ‘ Appm\im;ncly 900 of the (.’Ol\\;*llll\'\ naturasd gos gusiomers re served from the CUH?[‘?IH\'\
w0 ‘ main integrated transmission system. The remainder are served from a scparate systen. Gas storage
i i facilitics are located in d pleted production areas 1n four regions o Montana, These facilitics gn;l‘:!;
"‘:.‘ ! the Company during the summer months to trhe wnd store gas in excess of system Joad roquirements
e | and to distribute such gas during winter periods of poak demand.
el |
! Conl Propertivss  Wostern Encrgy has coal mining leases eovering approximutely 610 million
an i recoverable tons of low sulphur (averaging 0.700 by waight) coal rescives at Colstrip in somtheastern
o Montana where Western Energy conducts surface mining operations Approsimastely 490 million tons
of these reserves are committed to presont contracts, including those for the Company’s cnisting coul-fired
17
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plant and Colutriy nnits N, 1 oand 2, and tho e anticipated for Colsteip umts Nos. 3 and 4 b addition

.

Fedoral mining leee apphications coveni ) londs at Coltip v fumatesd b

Western bnorpy b e
of Tow sulphor Gaeragong GT% by wopht) coal

contain appioamately 150 nalion tcoverible tos
gesceves. Woestern Foacigy cannot state the extant low
o boeds oo castorn Montane whe Ty i

the applications. Westein Eacrgy sho Frive coal mming Juases covening

has established contain approxineiely 200 milhon tons of how sulphur Coverar ng e s than 17 b woinit),

surface-mincable coal m place. The cadent to which this wnmage il be doeamnad b be foow
commercialiy-mincable coal deponds wpon addivonal exploration, Study @ e ais sadupen futu
demand for coal. The Company behioses that Wostern Eoipy has stua€ict o, unddr minae K

Company’s Jong-range gemrain roguitemonts. I addiion, Norhiweaem

hich or when 1t will ol s mining koases pursian’ to

to more than st fy the
Resaurces Co., it wholly owned subsidiery of Wt Laerys. bokds undevel ped coul vighis in Wyoming

and Texas winch are e vanious shages of explotaiion, study and anaty s,

At Colstrip, Wostern Encrey ming. coal and, after crushing, seils it without further prepuration,
principally for we by clectrn utiditic s, incleding the Compant. in stoamec L cins generating plants. Wesiomn
Encrgy presently ostimad o that, donng 1074, it wilt min and soll 3400000 qons, Viestorn Eroray
further estimates that s production devng 1975 will be mote than 5,000,600 teas as delnories unida
long-term contracts are piincod production in 1977 and thavafier now i sstimated at approsimaely
13,000,000 1ns por year. Bow mming machinery, including two 60-¢ ibie-y ard draglines and unit-tan
loadout fucilitics, is beit wstillod m Colaip to accommodate this ineroased production. The emplog
engaged in mining operatins at Colstrip are sepresented by the Operating: Engsineers Union, pussuant to @
contract eatending to March of 1975 Watom Foergy anticipates that this contraet will boren wud
for a period of more than one year at incteased wage Jevels.

Western Fnergy's nining operations arc subject 1o, and in substanti:d compliance with, existing
State and Federal environmenial and hoalth and safety Tavs and repolations. Western Enc. o3 olbidans
annual pormits 1o conduct mng opetations required by Montana law. Legislaton to repulate suriee
mining is being considercd by a jont § mate-House conference commitice of the Congiess. The Senate
has passed a bill which, in addition to regulating surface mining, Contaiis & provision which would
withdraw from surface nuning a1l coal owned by the Federa! Governmant unloss the Federal Governniong

also owns the related bnd sutlace, The House of Represcrivatives has passed a bill which also rogutates

surfuce mining and this fegishitiom provid
obitamed.  The Jorat Confergnes © olmnticy hos ndicated that neither of ih

that, Bofore mining can be wnderiakhen, the writen consont @

the sushoce ownor et b
Provisions s e prable oo prapity « the conmpittes.  Fhe Company cannot predicl what, Jf amy, ks
Wil result: Bosserver, if the Sonaie prosision s niworpoer wed 1 the Taw and s applicable the op et 1ons
of Western bnerey at Colvtnp, it would hive am adverse etfeet upon oporcions gt that fecaton e
almiost 3077 of the Cobtrip reserves presently undes lease would be sohject to withdrwal and the cost
of mining the senrander would be matorially increased. and if the House peovision, allowing the surlac
owner o exereise comtrol over the mimng of coal underneath s i s aveopred and such provision s
applicable o Western Py, 1, 100, would live a sumibar adverse effect upon long-term operations at
that Jocation sim e most o ihe
developmiont of Western Eacrgs s other roerves il casiim Nontana and thess of Korthw ostern Resoprees
Co. in Wyoming and Tesas woukd nol by aflocted by the swihdiawal provisons of the Semate Wil siney
none of such coot eserves afy covered by Federal leases. (dee aho U Busiiess = Environment.”)

wives sibjeet to withdoe dd would be subject 1o such control, Tutun

The Company’s mvestnwnt in Western Frorgy s less than 109 of the eonsolidated net assots of

tue Company wmd its subsidiaries, Likowise, the sales and invome of Western Energy are Jess than 109
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of i consolidated sales and income of the Comprany and its suboidiaies. While incicased future pro-
o on will peguire additional nvedinont by We e Baerpy (5o “Use of Procceds and Constructhon
Frapam™), the Company dovs nol anticipate that it mvestent o Western Bacrgy vill exeead 10%
of e consolidated net ascts of the (,'ump:my‘;md its subsidiarics i tie foresceable future.

Environment: 1hic Company is subject to cnvironmental repulations by Federal @ad State authoritics,
7 _ading regulations under the Federal Clean A Act and the Foderal Water Pollution Control Act
£+ ndments of 1972, The Company docs not belicve thil material expenditures will be required under
Coegt interpretations of apphenble environmental laws and repalations for o ' ditional pollution contrel
. wpment for evistig facilitics. All of the Company's cutrent construction projects have been designad to
Coaapiy with current nicrpretations of the envirommnial faws and regulations applicable to them and the
ver of pollution control facilitics, which is sub tomtidl, is included in the construction budgeis for
U . projects. (Sce “Use of Proceeds and Construction Program.™)

Air guality <10 Tards adopted by the State of Montana have been disupproved by the Environmental
Frosection Aponcy (1 PA) to the extent that they Lick procedures or seguiations for prevemting significant
¢+ rioration of air quality in portions of the Sate where air quadicy is now better than the national
andards promulgoted by the EPA. Neither the Clean Air Act nor current regulations of the EPA contun
#i g definition of “sipnificant deterioration™ or any standurds by which it may be determined to have
wrurred. The A Las proposed new regulations with respect to this matter. The Company cannot
proddiet the impact of these regulitions or other lutuie polh?ion control regulations on the Colunp
ponerating complex or on its existing Lxcilities.

Legal and administrative procecdings have been instituted involving the Colstrip generating complex
el the operations of Western Energy. In Jung, 1973, the Sierra Cluly and others instituted 2 suit 1o the
Umited States Distsict Court for the District of Columbia against the Scoretary of the Interion and other
Foderal officials asking that coal devilopment in a four-state aree, incluuing Montana, be susponded
ponding a comprehonsive study and cvitoninontal impact report. The Company hus intersened in the
Ce. In Febiumy, 1974, the Court entered a swnnary judgment in favor of the defendants, and an
appeal has been talen by plaintiffs to the Court of Appeals for the District of Columbia. Tix Count of
Appeals has remandad the ease to the District Court for a fusther evidentiary hearing which was held
o November 6, 1974 1n July, 1973, Buffade Rapuds Tregation District ond others mstiguied & pro-
ceeding before the FPC contending tht FPC Beons s are requited for the Colstip gencrating wiits,
A motion 1o dismise B been filed by the Compuny and the other respondents wnd the matter is stil
Ponding. A lawsuin s ponding in the United States Soprome Coort involving similer issues, andd the
Company and som. of its associates in the Colstrip umits have petitioned the Court 1o file a brict us
amcus curiae. None of these proveedings has reached the point where the Company can predict its
outcome or fleet upon the Company.

-~

Energy Conservation:  Various measures are under consideration by governmental bodics to redece
energy demand. Although the extent cannol be deternnnad, the Company belivves that the encrg
Comservation movemicnt has had a retarding offect upon the vse of enerpy by some of s customers,
(Sce “Fleetic Operating Statisties™ and “Natoral Gas Operating Statistics.”)  While the Company
eapects to have sufficiont capabihity to meet the proseit and projecicd electnie demands of its custonicrs
and maintain an adequate reserye, it cannot predict the Impact vpon its operations of future povern-
mental actions. (Sve “Business—Lilectnic Proportivs” and “Coal Poperiies.™)
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DESCRIVITON OF NIV BONDS

Generak: 1 he New Bonds will be issued under the Company’s Moitgrage and Dued of 1oy, dated as
of Octoler 1, 1945, 1o Guaraty Frust Company of Row York (now Moigan Guaranty Trut Compuny of
New Yorl ) and Arthur L. Burke (R, Amandsen, succewor), as Trustecs, as supplemented by scven
supplemicntal mdentures, horein referred to s the “Muosigape™, The Compaay naiitains normal banking
and borrowing relationships with Morgan Guaranty Trust Company of New York which is the trustee
for its principa! retirement plin. The statemonts herein conoerning the New Bonds and the Mortgage arc
merely an outline and do not purport o be complete. They make use of ivrms defined in the dMongage
and arc qualificd i theiv entircty by express n {orence 1o the cited Soctions and Articles, The New
Bonds arc not subject to a sinking or improvement fund or other proviaons for amortization prior to
maturity.

Interest and Payment: The New Bonds will be due Decomber 1, 1951 and will bear miterest at the
rate shown on the cover page payable June 1 wnd Decembor 1.

The New Bonds will be issued as fully « pistered boads in denominations of §1,001 and multiples
thereof and will be transferable and cxchangeable without charge (except for stamp Laxes, if any, and
other governmental charges) at the ofiee of Morgan Guaranty Irust Company of New Yori in New
York City.

Security: 1 he New Bonds, together with alt other Bonds now or hereafter issued under the Mortgage,
will be sccurcd by the Morigage, which con<titut -, in the opinton of the General Counsel of the Company,
a first mortpape fien on all of the materiatly important pagsical propertics of the Company (except as

stated below ), subject to excepted encumbrances. ' ore are exeepted from the licn all cash and sceuritics;
certain merchumdise, camipment, apparitos, mata supplics; aireraft, automobiles, and other wehicles;
receivables, contructs, Jeascs and vperating 22n ts; tmber, minerals, mineral rights and royaltics,
and all gas and oil production property. The o the Mortgage does not extead 1o the Company’s

subsidiarics or their stock or to the Corapany’s ¢ieciric or pas supply coniracts.

The Muortgage contains provisions for subjecting aficr-pegrin d propenty  (subject to pro-existing
liens) to the e theicod, subjeet to mitations in the case of consolidation, merger or sale of substantially
all of the Company’s assets. (Sev Morigags, See. 87.)

The Mortpage provides that the Trustees shall have & lizn upon the mortgaged property prior to the
Bonds for the payment of their reasonable compuisation aid expenses and for indemnity against certain
liabilitics. (Sce Mortgage, Sce. 90.)

-

Replacement Fend; No Sinking Fuud: The New Bonds, as such, are not entitled 1o the bonefit of a
replacemient fund  However, so long as any 1975, 1984 or 1959 Series Bonds are ouwtstanding. i addi-
tion 1o actua! expenditinres for maintenance and repairs, the Company is reguired to expaad or deposit
each yuar, for replacement and pmprovements i respect of the mortgazed clectrie, gas, steam and ‘or
water wtility property and antomative cquiponnt, $1,300.000 plas 2% of net addivons to th depreciable
wtility proporty of such ehoracter, made ofter Jaly A1, 1945, and prior to the beginning of the year. Such
requircment nay be met by depositing cash or by eortifying gross propeity addivions or eapenditures for
awtomotive couipient or by taking eredit for B nds and qualified lien bonds retived. Mot of the net
property additions certificd 1o meet this Fequircment nviy Focome unfunded when 1975, 1904 and 1959
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Serics Ronds are no longer outstanding.  Any creess in s b credits may be applicd apainct future
requircments. Such casti may be withdrawn avunet pross propoity additions of 6n waiver of the nght to
issue Bonds, or e applicd o the setirement of Bonds, The Morgape may be amended vithout any
fers of the Now Bonds sa as 1o cxclude natural pas teansmission property from the base
undor this requitenient of so s to substitute for the forcgoing provision a requircment that there shall be
expended 120270 of sdjusted pross operating revonues from the mortguged and pledeed property fother
than natural Fas tamsmissdon Fevenucs, as alocated or deternsined by the Company) for manteninge
and replacencnts morespect of the mortgaged property and antomotive equipment (other than natural
from wil und natural gas production propertics are not inhuded in
(Sce Mortgage, Scc. 39, Finst Supplemental, Sce. 4 and Second

approval by hol

£AS tan massion projeriv) Revenues
such adjurded provs oprrating Fevenues.
Supplemental, e 4.)

‘There is no sinking fund for the New Bonds.

Special Provisions for Refirement of Ronds. 17, during any 12-month period, property i divposed of
by the order of or 1o any povernmental authority, resulting in the receipt of 5,000,000 or more proceeds
thercfor, the Company (sahject to certain conditions and deductions) must apply such procecds 10 the
retirement of Bovde Fhe Now Bonds wre redeemable at the special redemplion price cqua! to 1007
of their principal amount for this purpose. Such $5.000.000 figure may be increased to an amount
not in cxcess of $15.000.000 by amendment 10 the Mortgag. without any approval by the holders of
the New Bonds. The Morgage may abo be amended, without amy approval by holders of the New
Bonds. to climinate the foregoing special provisions for retirement of Bonds, (Sce Mortgage, Secs. 64
and 87, Firat Supplementad, See. 11 and Fourth Supplemental, Sce. 8.)

Issuance of Additional Bonds: The maximum principal amount of Bond: « hich may be issued under
Bonds of any scrics may be issued from time to time on the basis of (1) 6U%

the Mortgage 1s not Lnited,
ments: (2) retirement of Bonds or qualificd lien

of proporty additions after adjustments o ofisct retire
bonds; and (3) deposit of casly

The Mortpare may be amended with
000 of Bonds wias be sued without comp
of net carmings forped toin the nest sentege

it any approval by holders of the New Ronds, so that $25,000,-
lanee with (1), (2) or (3) above, but only upon the show ing
With cortan exceptions o the ease of (2) above, the
isswance of Butids is subjeet wo adjusted net earnings before income tixes for 12 out of the preceding 15
months being at least twice the wanual mterest sequiteinents on all Bomds ot the time outstanding plus
the additional isie amd all indebtedness of prioe ank. Such adjusted net carmings e computed after
irement and deprociation of proporty, provided that, m licu
of the actual provi don o retirement and depreviation of certaim mortgaged ntility property and automotive
equipment, thore shall be weodd an amount cqual to the currently existing replacement fund requirements
for such penod, but the Mortgage may be ametided, without any apoval by holders of the New Bods, to

use only such actual provision.

expenses for mamic nance and provision for 1o

Property additioas penerally include clectrie, gas, steam oFf Wiler property acquired afier July 31,
1945, but may not inclide property used principally for the transmission of natural gas (except for the
purpose of credit uuder the 1984 and 1989 Sinkine of Improvement Funds or ¢xeept for the purpose of
credits against corlan Fehcments o releases) o pas and oil produchon properiy. It is anticipated that the
New Bonds will e issicd against unfunded met propeiy additions and that, following the issuance of the
remaining wnfunded et property additions: as of Sopromber 30,

e
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The Mortgape restricts the sasuance of Bonds apanst prope ety additions subj <t 1o prior liens. The
amount of the obdipations sccured by prior liens o mortgag.d property may b meseised, provided that, if
any property subjoct to such hon shall have beon made the basis of o credic under the Mot sze by the
Company, all the wlditional olipations are depoited. (See Mortgage, Sees. 4 to 7, 20 to 32, iud 46 and
Fourth Supplemcntal, Sees. 2, 3md 7.)

Relcase and Substitution of Property: Proporty may be released upon the basis of (1) depisit of ¢osh
or, 1o a limited extent, purcha.c moncy morigares, (2) propoerty additions. sfier adjustments i cortuin
cases 1o oflset retitements and after making adjustments lor qualificd ben bonds outstandng o
property additions, and (3) waver of the nght to psuc Bonds, without appl:ing any earpings .osi. Fher
is no requirement to ollset retirenienis of natural gas transmission property cxcept to the extent that such
property has been used as a credit under the Mortzage. Cash may be withdrawn upon the bas s stated in
(2) and (3) above. When propety released or cash withdriwr consists or represents proceeds of property
which was not funded property, property addinons made the basis of the relcase or withdras 4l may m
cortain cases remain or become available as o credit under the Mortgage, and the waiver of the right to
issue Bonds made the basis of the re'zase or withdrawal may in certain cases c.ase 1o be effccing as such a
waiver. The Morigage contains <pecial provicions with respect to qualifi-d lien bonds plodecd and
disposition of muncys received on pledged prion lien bonds. No prior notice 10 Bondholders i+ required in
connection with relcases, but subscyuent Feports wie required in cortain cases, (Sce Mortgage, S.ov. 5, 31,
32,37,46,57 1063, 100 and 118.)

.
1

Dividend Limitations: Cush dividends on common stock are restricted by the amount, if ar: . by vhich
(a) replacment fund requirements, if any, from October 1, 1945, excecd (b) provisions for Cepreciation
from that date plus the excess of current earncd surplus over earmed surplus at September 30, 1945, less
certain deductions.  (See Mortgage, Sec. 39, and Note 3 to Financial Statements )

Modification: The rights of the Bondholders may be modified with the consent of 70% of the Bonds,
and, if Jess than all serics of Bonds are affccted, the consent also of 7090 of the Bonds of vach series
affccted. ‘The Company has teserved the right to amend the Mortgage without any approval by Lolders of
the New Bonds o as to substitute for the forcgoing provision a provision to the effect that the rishts of the
Bondholders mav be modificd with the eonsent of 662355 of the Bonds, and, if less than 1 senes of
Bonds are aflevted, the consent also of 66730 of the Bonds of cach series affected. In general, no
moditication of the terms of payment of principal or nterest and no medification of the Company’s abligs
tions under Scction 68 or atfccning the lien or reducing the percentoe reguired for modification i« effuctive
against any Bonabolder without his consent. (See Moitgage, Articke XIX and Fourth Supplemaeatal,
Sce. 9.)

Debaults sl Notice Thereofs Detanlts e dofined as boing: dXault in pavment of principal; default
for 60 days in payment of mtercst of of installuients of funds tor renrement of Bonds, certain detaulis with
respeet to Quadiied 1icn Bondss cortain events i bankruptoy. insolvency or teorgamization; or Jefault for
90 davs after notice i other conenants. The Frustees may withhold notice of defaulis (exeept in payment
of principal, interest or fund for semement of Bonds) i they think it in the interests of the Bondholders.
(Sce Mortgage, Sees, 65 and 00.)

The holders of 257 of the Bonds may doclie the principal and interest due on default, but a
majority may annul such deckiration f such detuult has bee cured. No holder of Bonds may enforce the
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lien of the Mortgage without piving 1o the Tae © ariticn natice of a defanlt and unloss 259 of the
Bonds have requested the Truteos to act and ofto o them resonable oppor ity o act and the Frusiees
have failed to act. The Trustoes ane pob reguired o nch thoir funds o othersee mcur persopal linbility
if there is reasonable pround for bohovinge it repayment = not 1 onably asured. A oty of
the Bonds may dir-ct the e, method and ptac o conducting any proceedings for any remedy available
10 the T rustees oF eyercising any (vt of poscr conferred upon the Trustees. (See Mortgage, Sous 67, 71,
80 and 95.)

L

=

Evidence of Compliznce vith Morteape Provisioms: An wnimal centificate is required to be filed as
to the abscnce of default undor uny of the covenants in the Mori zage.

Redemption snd Parchase of Bonds: The P Bonds will be redeemable in whole o in part on 30

red in days” potice (a) at the special redemption price cqual to 1007 of thein principal amount for 1« geplace-
perty ment fund or with certain ¢ posits and proceeds of property, snd (b)Y st the peneral redai)tion prices
ay st forth below for all other red mphions, in eaci case togetier with accrued interest to the dute fixed
sht W for redemnption; provided that no New Bonds siall be redecmable prior to December 1, 1970 for the
wuch a replacement fund or at the goneral redemptivi prices with borrowed funds or in anticipation of funds
4 and to be borrowed laving an interest cost (ealculaicd in aceoid ince with accepted financial proctice) of
ired in Jess than 8 90% por amaum,
5,31, M redeemed dorin:
12-mouth period Genernl
[T Redemption
which November 30, Frics ('él
ciation S oo inensiansnaseasey — FINED
5, less B9 . veiveivensavensd veeeee 10700
| ¢ SNPGRS - -
( I8 i.civiansennisn s aay e 000
RBonds, PO, . i vik aradi i nesisn ] NI
g " R I 100,00
s ol the ., ) S esvaenrns - YOIOOD
':;' of I at the time the notice is given the redomption moncis are not on deposit with the Corporate
; ',m Trustee, the redemption may be made subject to their yeeapt befine the dwte fised for redenevion, and
“M"‘"" such notice shalt by of no effect videss such inonicys e so reevived,  (See Montgage, Artcle N, and
::l:::; Seventh Supplemental, See. 1.)
Cash deposited under any provisions of the Mongage (with evrtain exceptions) may be applicd to the
P purchase of Bonds of any series, (Sce Mortgipe, Soc. 55.)
v ault
alts with ~
{avlt for . LIGAY OPANIONS
payment The legality of the New Booads will be pasaod on for the Company by William H. Coldiron, T, Vice
Iholders President and Generad Counsel of the Comprany, 40 East Broadway, Botte, Montana, and by M s, Ruid
& Pﬁ"\l, 40 Wall Street. Now \'\\lk, A\'\‘\\ \'U!L. J8 ’-[L'\‘i.ll ('n‘.mn‘l o “k‘ Con ‘;"\.n\.\, Nlc\sl‘_&_ ,\];n.!;:c R\')\
i, but a Guthric & Alexamber, 20 Broad Stiect, New York, New York, will render an opinon on the legabity of the
foree the New Bonds for the Undorwriters. The incorperation of the Company, it tithes, franchises, permits and
23
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artesge and all other mutters poverned by Montana law, will
‘s of Sepiember 30, 1974, Willam H. Colditon, Esy.,

licenses, the lien and enforceability of the M
be passed upon only by William H. Coldiron, Py,
owned 2,400, and hld vptions on 4,400, shares of the Company's common stock.

EXPLRTS

The financial stutcments inchided in this Prosprectus, except as they relate to the unaudited twelve
eptember 30, 1974, have been so inchuded in roliance on the report of Price Water-

month period ended S
house & Co., independent accountins, and on thoir authority as cxperts in auditing and accounting.

The statements muale as to matiers of Taw and legal conclucions under “Business—Rervlation”,
“Rusiness — Coul Properties”™, “Busines: —Environment™ and *D seription of New Jonds—Seeurity” kave
been reviewed by William 1. Coldiron, Esq., Vice President and General Counsel of the Company, and
are st forth hercin upon the authority of such Counsel.

24
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REPORT OF INDLPENDENT ACCOUNTANITS

To the Board of Dircctors of
The Montana Power Company

We have cxamined the consolidated balance sheets of The Montana Powcr Company and its
subsidiaries as of Pecember 31, 1973, the consolidated satement of changes in financia! position and
consolidated statcioents of carnings rtained for use in the busine s for the five years ended Decomber 31,
1973, together with the consolidato! statement of income for the five vears ended December 31, 1973
appearing clsewhers in this Prospecivs. As expl dned in Note 1o the financial statements, the Company
maintains accounts to conform to the accounting 1egaurements of both the Public Scrvice Connission of
Montana and the Federal Power Commission; financial statements hased on the accounts pre<cribued by
both Commissions are presented in this Prospectus. Our examinations, which were directed to both scts of
financial statements, were made in accordance with penerally accepted auditing standards and accordingly
included such tests of the accounting records and such other auditing procedures as we considered
pecessary in the cicumstances.

As described more fully in Note 1, the differcnces between these two sets of financial statemints arise
from a decision of the Federal Power Commission which has resulted in the exclusion of some $21,600,000
of Company's custs from the propenty accounts with @ corresponding reduction in stockholders’
investment. The Public Service Commussion of Montana recognizes such amounts as Jegitimate costs of
wtility property and permits the Company to carn a roium thercon.  Because the Public Service
Commission of Montana has the major juricdichion over the affairs of the Company, including rates and
securitics issucs, the financial statements based on its accovnting requirements, in our opinon, are the more
useful to the Company’s stochbolders.

In our opinion, the aforementioned statements based on the acconnts prescribed by the Public Scrvice
Commission of Montana present furly the consolidated financial position of The Montana Power
Company and its subsidiarics at December 31, 1973, the results of their operations and the changos in their
financial position for the five years then ended, in conforimty with generally accepted accounting principles
consistently apph.d.

Also, in our opinion, the aforementionsd statements based on the accounts preseribed by the Federal
Powei Commission present fairly the consolidated financial position of The Montana Power Company and
its subsidiaries at Docomber 31, 1973, the reswits of thair operations and the changes in their financial
position for the five yoars then ended. in confornuity with the applica®e accounting regulations wid onders
of the Federal Powet Commission consistently applicd.

Price Warrenouse & Co,

Portland, Oregon
February 6, 1974
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THE MONTANA POW! Y DOMPANY AND SURSIDIARIDS

CONSOLINAT B BALANCE SHEETS
ASSETS

o

PrOCERTY AND PLANT IN STRVICT AND Utinrr
Consiruciion Cncludes Sa5.5 000 at Sep-
ttm.bcf 30. l"7':. Jll(l -\:'37.1:' '.':'"U b1 § DL\'\ -
ber 31, 1973, under constraction)

Utility projrrtics:

EREIiC ....coiiasvns L e Biae S
Natufi! P voesoenvsnrinssnrsncass
Water and common LY ....ovevnien
Nonutility property . .......... b BER AN

Less—Accumulazed depreciation and deplction

MiscrLLANEOUS INvesTMENTS (af COBLY i e vn
CURRENT ASsSUTE.
Cosh (Note 4) .. .ocvvvivosonratanussans
Accounts reecivable, Jess allow auce of $107,555
for doubtful ACCOMES . .o i
Materials and supph s (principally at averale
P T T T T L oy
Prepayments and other assets . ooovoeanes
Work in Progress . .o.ovvsrcssonsvuen i

DeErrern Cravays:
Preliminary st vey amed investipation chaiges
Unamortized 0B CRpemse . .oooeveinaes
Extraordmary propoty loss (Nae 1) ..o
Headwater ben (it <lorges Gvote 1) ...

Kerr Projeet chorges thvote 1) oovvivnons
Deferred taxes attnbutable to Keer Project
CHAIBES .o .. v

—— s —

( ) Denotes rod fipure,

L . ———

Public & rvice Cianmisuon

of Moot ae

September A,
1574
(Unpaeditedy

53‘:)3,“7{!
133,141
17,(‘}-3
42.29%

556,151
129,919

426,232
2,712

13,159
13,352
7479

2,461

12.62%

49,058

427
714
417

4“3

-~

6,987
(4,045)

- e

82713

s»’;\"_\;"‘

26

Peearrtor 31,
l-i.}

(Note 1) Prased on sccounts prew ribed by |

Fedornd Power
e _(‘oml{tl}don y .
September 30,
1974 Docvinhor 3,
ﬂ,'n‘..mﬁ‘hd ) 1973

Tnousands of Dolluy

PSR-

e e

$327,722 $341.262 §$305908
128,329 133,143 128,329
12,272 17,634 17,272
30,021 42,474 30,197
503,344 534,513 481,706
122,995 129,897 122,973
380,349 404,616 358,733
2,470 2,712 2,476
8,450 13,159 8,450
12,704 13,252 12,704
3,071 7.479 3,981
1,627 2.409 1.627
1,243 12,629 1,243
JSA08 49,085 28,008
983 927 988

170 749 370

471 417 471

“ 381 238 351
7,655 6,987 7,688

t(4.433)

— - ————

5,433

S416.203

(4,045) (4,432)

- ————

5,273 5433

$461 680 $204.047

e
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\ THE MONTANA POWEIE COMPANY AND SUBSIBIARIES
.
CONSOLIDATED BALANCT SHERTS
LIABILITIES
s S0t B3 Bue A ar A PO s
—_— Public Service Commission Federa) Pover
e NI SRS s
G September S0 Septenticr 30,
3, 1974 Pecember 31, 1974 December 31,
(Unaudited) 1973 (Unaudited) 1973
Thoussods of Dollars
CAPITALIZ VHION:
Sharcholders” imvestment:
Capital stk (Note 2):
Prdessetd i oo v anss v e nbiaiEkan v $ 21983 $ 21983 $ 21,983 $ 21983
ESUBTRBNINE | 1o v » 50h e it 0 6 i M 114,043 113,400 114,043 113,400
08 Clupitad toch CXPense .. ooovirianrrrenas (479) (479) (479) (479)
29 Priscount o capital stogk oL e e -— —_ (500) (500)
” Capitzl surplus (no change during last five
97 PEATS) ot vinerrinbenrrnasiaacnr Ty 16,205 16,205 — —
- Earping  retainead for use in the business
06 (Notes 1 and 3) .ovvivvarnravsinens 37,135 31,461 32,224 26,550
3 188,657 182,870 167,271 160,954
"3; Treasury stock—Common (at cost) (Note 2) (27)) (271) (271) (271)
188,610 182,299 167,000 160,653
476 Long-term debt (Note 3) ..oovurvnernsns 184,017 152939 184017 152939
4 372,633 335,238 351,017 313,622
‘e CurrrNy T rannivive:s
Notes payable to hanks (Note 4) . ivevisnes 58,500 30,500 58,500 30,500
104 A R 3,64 3,607 3,699 3,687
; U. §. and Canadian income tazes .......... 3.6:0 3,435 3.620 3,438
.t OUMREREIES . . , o 1o qbeosonrrenbainsrssss 8,48 4 5,301 8,484 5,306
"j‘ Accounts payable .o iiiiisiiiiiniia §$,275 4,281 §273 42583
24 BOCTESE BERTORU o ¢ v s bess nnnibes v isss 4,425 3,171 4,438 3,171
e Customer deposits . ovvervrsresissrinnvs 539 70 539 5§76
X! Othir current habilities © .. coveivsiservnns 3,714 p B e 2.714 3,222
87,267 53,180 87.267 3,180
::i Drrrerin Cripms:
LA Customer shvanees for construgtion ... .. v s 2,228 2,118 - i, 2118
:‘: Investment tuy credit (NOe 1) oo ovinivonnn 4,002 4,000 4,092 4,000
88t 6,917 6,208 6,917 6,205
H Ristrves For Ivavris, Dasaces, EMpLoviers -
432) PROVIDENT AND QTR .. ovvvvnvsonenssns 1,055 039 1,088 939
w— ConTirInt TIoNs ¥y Costonrirs FOR Consti ue-
43 TION 0F Propviay (Note 1) o.ooou, —_ 7,077 -~ 7,077

AccuMuianin Iseonre Tax Repuerions Ry-

sULTIYG Frost Acoririann DEPRECIAYION
AND AMORTIZATION (Note 1) coovvivvernnvs 15433 13,674 15,13} 13,624
$4N1305  §416261  -SI61.689  $394,647

i . —— e

|

& —————— - - . o

() Denotes red figure,
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THE MONTANA FOWER COMUANY AND SUPSIDIARIES

CONSOLIDATER STATINENTS O PARNINGS RETAINED
FOR USL N THIEL BUSINESS

Based on Accounts Preseribe ! by (Note 1):
Pustic Sirvicy COMMISSION OF
MONTANA
Balance ut bepinning of paiod ... ...
Add:
Net Income from Censnlidated
Stutement of Ingome . oo
Deduct
Dividends (cash):
Preferred Stk
$6.00 Series . ... ocvains o
$4.20 Series ... ieiiiann e
Cummon Stock
$1.68 per share in 1969; $).68
per share 1n 1970 und 1971,
;l.b‘ﬂ per share in 1972, and
1.80 per siaie 10 1973 und
12 months endcd Septumber
30, 1074 . £ ¥ o R0

Total Dividends . ......
Transfer to Common Sioch (Note 2) ..

Balance &t end of period (Notes 1
BBE 3D svssiiirnishhrisenasness

Firirat Powpr COMMISSHION
Bulance at beginting of period
Add:
Net Income fiom Con oiidated
Statement of Incore e
Deduct:
Tota! dividends (as ahove)
Teansfer to Common Siock (Note 2)
Balance at end of period (Notes |
BNy s v rens

12 Manths
Y nded

Scutember My

1474
-(_l. lpl.-‘l Iu.mﬂl_b

$22,114

22,786

957
252

$37,1358

$24.201

22,780

14,765

$32.724

$43.168

22,819

657
252

1347

14,7 .6
20,000

e

_53! 461

$18 487

22 819
14726
21’" wn

$2.5°0

28

1972

M“_':.m_lf_gl Dollars

$36,028

21,281

957
252

$31,117

21281

13,941

————r

sw’&?

Year Ended Docember 3,

1971

$29,5904

19,959

957
252

12,626

13,838

e ———

$36.028

$24.993

19959

13,818

s

. g e

1976 1969
24,090 $19.310
19,645 18,369
957 947
282 252
12,622 12,350
13,83 13,559
§19,604 $24,000
19,179 £14390
19,644 18,369
13,53 11,580
824,993 §$19.17%

L4 -



THE MONTANA POVWLIRR COVPANY AND SURSIDIARIES

CONSOLIBATLD STATIMENT OF CHANGES IN FINANCIAL POSEHION

(Boed on necotat o prose ribed by the Pubbe Service Comimeosion
of Muntana wd the Federal Fower Commission—Note 1)

—— o ————

—  ———— —— e ————————— "

o —— - g——

s — —————— ——— ——— —

. 12 Montls
Poded :
September 30, Yeur ¥ oded December 31,
1974 BETRITE RS o oo st e
msbody B3 BB Bm P B
Thousaunds of Dollars
Souscr or 1 UNDS
Curtent operations
NEt INCOMIE .. .oocrvnroririnsss $ 22,7%6 $22.819 $21,281 $19.959 £19,645 S$18.369
10 ems not requiting curtant outlays:
Peprciation, deplition and
EIRMTIIRMION <. cnoprpsirsnmenes 10,424 10,772 9,476 8,670 7,969 7.513
69 Provtions for defened taxes on
[TV T R 5 b f A s 3,547 1,656 6F2% 1,234 812 94
Allowance for funds wed during
CONSIENEHON .. osneiavres b i (3,697) (1,19%) (S04 (212) (91) {19%)
" OMEE—ME - .. ovreribsabssarene (S86) $ha 260 14 0 '3
12 1,72 S ;a0 19765 286 26476
Sale of common sivch under stock option
pad ..ovs. e e s TN LA W £99 107 0 24 90 418
Sule of Tongterm oM Lo o 60,160 24,8004 — 25,000 30,000 -
Guaranty of polluiion contiol o cnue
bowds oo fund . on doposit wath
" frustec (fsote 3 .. R R 2287 .37 — — - -
— Short terr botroving dah s L W 50,00 I{IAUVL 17,000 —_ -— 5450
589 Changes 1 oiher assits wind Diabilatien—
— net {Noie A) ATEA LTI TR § i (4nl) (1.967) 677 §.6M g7
e Sness Coses 62430 385467 SEL0NT  $1A7a8
0’0 APPLICATION OF Funns ' ; " NEEEP R ; :
e Girens  w'dition o propoity and  plant
(Note 1) . § B4R $46.503 $28.417 21 851 $14618 20,174
Alloss ance for fumds vsed during
1399 contruction I T (L.00) (1,19%) {206} (212) (LA} (195}
SRR O X LI T R L 19576
Porchase of trecvny of wl o 2 - -~ s
3,369
Retsrement of Jovy topm (R §73 s 6l 014 181
1,989 Retiterment of shori form borrawne - - - 19,140 TR =
- Dividersts on comimont sid pookeried sk 14,768 14,736 11,941 13848 (RN [RRER
Settlewmvat of herr Proogedd Charyy s s
$1. 224 430 peveived from downstiicam .
9179 benctiviinies — aiis 10074 - - -
Qi —-——e $127,08% SR $A2.422 LLLRT S TR LAREL]

( ) Denotes red figae, ' : ; '

Note A < The chaner i othor assets and Babilitios <net for the 12 months ended September 30, 1974
is due principally to ivreases i gl S92, ptterials and supplies $3,244,000, and
work in propevss S6 RG]0

Note I8 e Comtribations i aid of eomtraction for the five v ended Docomber 31, 1973 have boen
peckassificd s a seduction of prose adidivions to propeity and plant. See Note 1 to the
Conselidhatedd Paancial Stalvments

2
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THE MONTANA POWER COMPANY AND SURSIDIARIES

NOEES TO CONOLIDATED VENANCIAL SEATEMENTS

For the Five Years Foded Deccnber 3, 1973 and
the Unaudited T welve Months baded S ptember 30, 1974

NOTy |- SUMMAKY OF SICNIFICANT ACCOUNTING Porcns:

The Company's ac -~ unting policies copforin to generally accepted accounting principles as applicd
in the cive of regu'ated public wulitics and wre w accordunce with the accounting requirements and
ratemaking practices of the repulatory authoritics having Jurisuction.

Principles of Consodidation: The consolidited fiaancial <tatements include the accounts of all whilly
owned wubsidiarics The noe mssets of th cubsidiarics 25 shown by their books at December 31, 1973,
and Scpiomber 30, 1974, exceeded the Company™s cost of investiment by $5,520,777 and $6,103,797
respectively, teprosenting undistributed net income of the cubidiarics sinee acquisition which is included
in comolidated canings retained for use in the business. The current assets and lighlities of the
subsidiaics operating in Cannda are exprossed in United States dollars ut the period-end rate of exchange;
other assets and Jobalitios arc expressed at rates pravailing at the time of 1he transagtions. Revenue and
expense armounts for cach moath are tanslated ot the wverage 1aic of ¢xchange in effect during the month
The exchange adjustm nt from tianslation of Canadian currency are not matetial during the five years
ended December 3, 1973, on inthe aguogate and arg incladed in othar reserves,

Financial Statement Presestation:  The Company mvintains accounts to conform to the secounting
reguirements of both the Public Serviee Comassion of Montina (PSC) and the Federal Power Come
miission (1 PC) for prrposes of complying with the Montann statutes whiels give the PSC broad regulatory
Jurisdiction over the afiain of the Comprany and for purposc of compiving with federal Taws which pive
the FPC jurisdiction over hoensed projects and the transmission and sale of Power ininterstale comimere

Financial statement are presented in this seport Fased on the socounting reguirements of both
Commissions.  Wecause of the extensive Jutieichion which the PSC has over the Company’s affairs,
including ratey, sorvives, secunities issuos and ercation of Tions, 1ok the opimion of the Conpany that
the financial stutomeonis based o the reguireimeils of Momtana Jaw and of the PSC represent the propar
presentation of the fivancnd position and the results of operations of the Company., (Approxunaicly 98¢
of the Company s revenues arg donved from minstate sevices al gates fincd by the PSC) However,
the FPC has the niglit 1o presenbe hooks of necounts to by paantaned for it purposes and in view of the
1964 decision of the UL 8 Court of Appeals for the Fourtly Circut in the case of Appalachian Pover
Company v. th Poderal Power Commission which held that, in that case, the FPC accounts were busi
accounts and must bhe proocnt o eports 1o stockholders, foangial statements based on the lcquitcnu nis
of that Commission are also prosented.

Itowill be noted ot the differences botween the twa presentations relate primarily 1o Unility
Properties, Capital Sonptoe, and Dammgs Retoned for Uso i the Bosiess. These differences exist
bocanse of diverpont fimdogs of the twe Conpmissons, thoir respoctive property rechassification onders
i F948, as 1o eorporate cost and oripanal cost’ o et propeition, und as disposition of amounts
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THE. MONTANA POVER COMPA™NY AND SULCINTARIES

NOTES TO CONSOLIDATED FINANCIAL STATEME N S—(Continarcd)

NGTE 1—SUMMAKY OF SIGHIFICANT ACCOUNTING Poricii s—(Continucd)

clavsificd oy Elcctnie Phat Acquisition Adjustments. Since 1959, there has been no diffzrence affecting
the imcome statement,

Pursuznt to an order from the PSC, accumulated income tax reductions resaldng from aceeh ruted

depreciation and amorlizidion on utility property are recorded as Earnings Retained for Use in thc
Business-- Restricted, but in the accompany ing balunce shvets, these tax reductions have been teclassitizd,

Deprecigtion wid Deple tion: Provisions for depreciation and deplotion are recorddegd at amounts
substanti=lly equivalent to calculations made on stiaight line and unit of procuction methads by application
of various rates based on wseful Jives of propertics determined from siudies and computations made by
competent cngmcor, Duning the five years ended December 31, 1973, and the twelve months ended
Scptember 30, 1974, the provisions for ¢ preciation and depletion approximated 2% of Ui depruciable
and depletable property at the beginning of the year.

Maintenance and repairs of property and replacements and renewals of items determined to be less
than units of property are charged to opcrating expenses. The cost of unite of property retired or otherwise
disposed of, adjusicd for 1 moval costs and salvage, is charged to the accumulated provicions for deprocia-
tion and depletion, and the cost of tlated replacements and rencwals is added to wtility plant. Guin or
Joss is tccognized upon the sale or other disposition of land or wtility plant constituting an operating
unit or system.

Allowance for Funds Used During Consiruction: As provided by the applicable reculatory systems
of accounts, the Company capitalizes into plant in service a fiscd percent on the cost of utility constiuction
projects that exceed minimium requirements both as to dollar expenditures and duration of the period
of construction. An amoant ¢qual to the amount capitalized is shown on the Consolidated Statement of
Income as “Allowance for Funds Used Daring Construction.” an item of Oiher Income. The allowance
was computed at the rate of 6126 for the years 1969 and 1970 and 7% for the years 1971, 1972,
1973, and the twelve months ended Septemiber 30, 1974, and cynaled 290, 1%, 1%, 20%, 5%, and 14%¢
of Net Income for the five yoars ended Decomber 31, 1973, and the twelve months endod Scptember 30,
1974, respectively.

Assuming that funds vsed to finanes construction during the five years ended December 31, 1973,
and the twelve months endod September 30, 1974, were provided in the same proportion as the Company s
average capitilizaion ratios and wing the Company’s averige act®al cost of debt, after provision for
income taxes, during the penied, the conunon equity componcnt of the allowanee 1or funds usad duiing
constri tion ¢Xprossed os porcentages of carnines for comien stock was 1.5 iy 3o, 8%, L%, . ) f,‘y
and 9.37% for the yoars 1909 through 1973 and the twalve months ended September 30, 1974, respectiv cly.
Fhe amount of the allowance varies from joar to yen with the Company’s construction programi.

E xploration and Devetopment Costs: The Company and its subsidiarics account for exploration and
development costs mcurivd on or relited to hydrocarbon Jeases on the individaal propeity i basis.
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] : I MONTANA POVER COMPANY ARD SUBSIDIAREES

!. NOTIS 10 CONSOLIDATLD FINANCIAL ST,\'I‘!I?\!ll.‘\'lﬂ—-—((fumiaued)

Note 1 —SuMMary oF SIGHIFICANT ACCOUNTING poLiciEs—(Continod)

and producing propartic: and the

Corts over ther productive Bive . Nonproditive ¢xplorsim sadd dolhing costs are

“Fhis results in capitfization of cost. related to the acguiition of Jeases

amortization of the
' charged to expense currontly.

- —

rrol Fecilities: 1o Company, pursuant to un agrooment dated June 1,

1973, has waconditionally guatantead the paymeis ¢ i prinapal ond interest oa $22,000,000 County of
| Roschud, Montana 5% % pollution Contiol Ravenus Bonds due June 1, 2003 The Compuny 18
capitulizing the eo! of purchasing, acquinng, cok sucting and Bstalin g the cquipent being acovired

with the proceads of these bonds and will depreciate the equy raent v r s e tul hfe. Interest g MS
' on the debt are oo ad o expense currently, Uncapendud procecds of the sond issue on duroit Wil

the Trustee #re wnporarily invested and the catings are included in Other Incomc,

Capitalization of P Mution Con

Contributions in Aid of Consiruction; Effcctive Januar, 1, 1974, the TPC has ordercd that contri-
butions by customers for conetruction of property will be zccounit 1} for as a reduction in the original
cost of the utility property rather than secumu!zing these contributions . @ scparate account and

presenting this amait on the liability side of the balance shevt

s -

At December 3, 1973, the W cumulated customr contributions ank mted 1w $7.076.760. This
amount has been tran ferred to the utiliny properii section of thy balarce shaet al September 30, 1974. .
! To the extent thowe historical amouits may be associaied with utility propery and plant currently in
reduced; the remaining amounts will be transferrd to the accumulated
‘This chmge affects the present.uon of finanaal statements
araount lias consstent!y been exclud.d from

service the original cost will be
provisions for dopreciation and depletion.
but will have no cfiect o the Compuny’s earmugs s thiy
plant investment for depreciution and fatemahing puIposes. :

Costs Deferied 1o Funwre Operating Perios Puring 1970 man.gement concluded that use of the
Madisom natuaeal gas SOFdge field be discontinued and U L hithes abeadoned. This eatrandinary
2 peticd of en yeurs CONUPCNCINg

property loss altos apitividile Taxss Iy buing eharg d f0 Metie v

i 1 July 1, 1970 as anthoiized by the PSc.
] On January 15, 1974 the FPC issucd an order appioving o sotthonient agreemam dotermning
the United States ton peadwater benefite poovided by ats Camyon Ferry hydrociccing

payments due
H project for the Company
through 1970 and the net addic vl exponse aficr apphna

periodd of five yors commencig Jaouary b, 1971 as authotzed by th EPC and the PSC.

In 1967, the FPPC ordered on ingreise m e annual giurees for ihe w2 of Todian lands at the Kerr
318,375 o $OSO0UN annually effcctive May 30, 1989, plus mterost. On ey M, 1972,
1,249.015 wlditional atii! eharges for e poisd My 20, 1959 (hrough
Dutine the years  1967-1952, the Company recondod an
the inercased annaal rontals as determined by the FPC

poriond 1983 throush 1970 The souttenent excevd B amounts acerned by the
ble tases is bemg chaiped to neoms over a

' Project from 3
| the Company paid $1
Docember 31, 1971, mclading intacsh
apnual Charpe i mcone o fecnpema

1
| i therefore, atter Lases and provisen ho Aoty secoverabils from downstroam boneficiarices, the balance
.
; a2 .
| ! )
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THE MONTALA POWER COMPANY AND SUBSIDEARIES

NOTES 1O CONSOLIDATED FINANCIAL STATEMENTS-—(Continued)

NOTE 1-=SUMMARY OF SIGHICANT Acconn i Poren . ~(Continued)

1o be accourtud for vas $3,755,000. The Compiny peeave 4 suthorization from the PSC and the FPC
10 amortiz: this amonnt 10 CeLinig OpLFting cAp2 W oS @ i of ten yours commencing in Augast
1972, This results in a charge againtt incoise m 1972 of $157,000 and $376,600 in subscguont years
until fully amortizod. The pestncton on the as.dability of retained carmings for dividend purposes
imposed by the Board of Directons i 1968 was 1emoved by 1o olution in July 1972.

Interest Charged to Nonutiliey Property:  Intzrest on borrowed funds expended principilly for the
construction or avguisition of certain ponutility mining prop.orties not in service i buing capitatizcd
in nonutihty proporty. The wreount of intercst copitatized was S 159,000 in 1973, the first your in which
intcrest was incerred on funds borrowed for the consiructi 1 or zequisiion of such properties, und

$1,343,000 m the twilve month period ended St mber 30, 1974,

Income Ter !vpense:  Income tax depieciition of property acquired after 1970 is b..od on IRS
Class Life Assct Depreciation Reguitions utihizing acederared methods and depreciation of proparty
acquited prior to 1971 s bascd on IRS Guilehine Class Live  utilizing acc-lerated methods for ¢leetrie
utility property euly. In accordance with the cicounting +oquirements of rezulatory authorives, the
Company provides deferred ipcome taxes on Oi difterone between sewal income tax depreciation
and straight line dopreonation using IRS Guid."se Class Lives and also provides deferred income
taxcs on the diticrence betweon jocome tax Jopreciation and financial accounting depreciciion for
principal nonutiliy propertics.

As more fully described above, during 1972 the Comy ny deducted for income tax purposes the
additional annu ! rentals and intorest paid for us of Indian Londs at the Korr Hydrocleetric Project for
the period May 20, 1959 through December 31, 19715 and in 1973 bogan capitulizing intorost on
borrowed funds capended principally for the covsiruetion ol acquisition of noautility mining proporty
ot in service, Fhe tinng dificrence resulting oo Jelorral ©f these costs 1o fuuee aprating povinds for
finanicial accounting purposes as well as ohor trng diflerences s principal nonutility opviations have
been pormalizcd.

The remaininy dificrences, SO of which are pormac ot in natury, botween deprociation and
depletion wed i enmiang Coabl dnceme ond et e e for fmancial sdeounting purposes an
prinuanly due 1o diticienees Betwaon IRS Gutio e Class §ives and fooncial ascounting baes, and
“‘r;(hcr with ethor Biflorenges botween tasGble o come and fiancial .I(‘\'\"!:'ﬂiilg meome, arg aveounted
for as net current reductions in Come Wx Provisens.

The reduction in current federal inecine 123 resuiting from the fuvestmet tax erddit on utility
propertics is hone Cihen into income based on 1y vanous Taes of the assets giving nise w the eredin,
I 1974 the Company adopted the P through srethod of o ounting for the mvestment s cradit on
its principal ponutiiy propeiiivs “Piiere has been o miatanial cioet on netiavome at Septeimber 30, 1974,
v over vestment Ly credits of approxim ely S300,000 may be realized prior o December 31, 1974
depending upon the ineserviee shates and vhipibiiy of major propeity additions. The ivestiaent tas
credit on such popertics was insynificant i poet years.
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T MONTANA POWER CONIPANY AR CULSIDEALULS

NOTES 10 CONSOLIDATED PINARCIAL STANLY UNT S (Continued)

Note 1--Summiny ov SIGNIFICANT ACCOUNTING Poriews—(Continued)

U. S. and Canaudian income 1axes charped to cu iy und €apens s A B follows:
12 Norihe ! w4
’fl-:(‘l-v '-.f RIUN

W o8y M1 293 B
Ti - ueands of Dollars
CUBEML oo ivnsornnbsbntsnrpysraasusnins SR $12.448 § 7.REE §13.934
Deferred
Accelerated depreciation and amortization. . ., 2,240 1,749 1,201 928
Kerr Project Chatges ... convrasrvnrrnnnts (449) (449) 4,300 -
Interest charged (0 povutility propetty. . ..oos €07 91 - —_—
Javesiment 18x Credit=Del. . oo nerrrerins (23] 656 194 248
Miscellaneous HEMA=BEl o cooaarraranerie 184 76 288 58
Sen g (e Hse

o

C——— — . e

Actual income 145 expense i reconeilad to toypeetad”
applying the UL 8. inconi tax rate of S2.8%
and the twolve months ended Scptember 30, 1974 10 incoms before (an, as follows:

12 Men s Faded

e te____ Yo uted Domber .
(Uoaudited) 1973 1972 i g
Th ousands of Dollus
Actual income tax expine $12.452 $14068 $14,065  S15168 $14.787
Adjustments for tay effects of:
Ercess of niility inconie lut depreciation wilizi
the straight line method and guslciine chass
hives over hinand i acconnting depresiaion 1.8 1.6 2024 1,968 1,881
Allowance for funds wisedd during constiiclion, | ARR 7 40 102 46
Miscellaneous Hemn=net ..o 1,440 1.427 ® o (M%) 226
Computed seapected” income fux espense ;Ir 4 L1706 $160 34“.‘,3..0 ?“._.,m

made no provision for U, S or Canadion income

undistribated earmings of Canudian subsidianes, as those caroin;
an indelinite period of time and, i addition, oy FERMEANG o
mate rial amounts of such tases by epetaten of 1he 1 Jovant statuls
of available tax crodins and deductions. Al othet sl
U. §. income tas returmn.

The Company T
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1970

$13.978

(126)

—
e

$14,787

—
——

——

e

$14,646

!1.9.5"1

e -

wrom. tex cxpense, which is computed by
in 1069, 49.2% in 1270 and 45<: in 1971 through 1973

1960

$18,592

2.049
pALY

#l
$17.40

fases on the cumulitive
are eapectod to remain ivesiod for
these amounts would result 13 0o
currently in effect and by utilization
\iaties are inctuded in the Company’s copsolidated
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BHE MONTANA POWLIE COUPANY AND SURSIHIARIES
NOTTS 1O CONSOLIDATED FINANCIAL STAT 1 VENT S (Continved)

Notr 2-CartTaL Stocy
Capital stock cope i+t uf the following:
Preferred (cunmlative, no par valuc):

Authorizod 3,000,000 sharcs
Issucd ond ontstanding.
$6.00 serics—159,5Y7 shates . ..o cocvriniranens desvases 3 15955500
$4.20 setics— 60,000 shares ......... 6,024,600
21,963,500
Common (no pur velug):
Authorized—-22,000,000 shares
fssued and ovtstanding, including 9,900 shares held in troasury:
Scptember 30, 1974 7,547,356 shuwes.. ... B T L. $114,043,045
December 31, 1973 7,521,355 shates. ..o v cenenss $113,399,595

The preferred stock is redeemable at the option of the Company o thirty-day notice at $110 per
shate for the $6.00 wories und $103 por share for the §4.20 corivs, plus aceumulated dividends. The
biquidation price of profurred shares i $100, p'us accumulated dividands,

The Board of Dircctors amthorizad on incrense in the stoted valne of common stack of $20,000,000
i March, 1973, by a tiansfor of Ui anount from Farnings Reaind for Use in the Business.  The enly
other changes in contoon shch four the By yeaes nd wne it v Seplember 30, 1974, were shares
issucd under the vontaon stock optron plan as sesan b low,

The Roard of Divectors, in accordancye with the Comp s s comiman stoch option plan, may authornie,
before June 1R, 1979, the geant of options 1o oliier and other g oy employees to purchase 110,527
addivional shates of the mo par genunen stk of the Connipany Optone pranted shall be at not less than
the closing price on the Rew York Stoch Pachange on the dite the options are granted and become exor-
eisable ufter twe yors, provided there ste e prespiicd proe oplion cantracis, Options wust be excroisd
in the order granted and expire hve yoas from the dake of gant,

AN outstanding options aie exerctoble. On Deecinber 18, 1974, 178,048 shares at an average option
price of $24.75 per share will eapire i not excieised, '

35
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THE MONTANA VOWER COMPANY

NOLIS 10 CONSOLIDATED B INANCI

Noti 2-=Cariiat § 10 K=~ Cuntinucd )

C AT SURSIDIARIES

AL S \'HMILN'IQ—J('«»MM‘)

. '_Q'Hrm Viwe | P \}#i ot YVl
Nuniher
of Averane Averuy
!,"’"‘ _'_ev S Jﬂ(' __P_u fihire .'Iuh‘.
Opuons outstichng. (a)
Granted in: 1969 .oviviavnes 128,64K $24.75 $3,184,03% $24.75  $0,184.00
’Q.J‘, ses s BNV ERE — — — - g
9P i ireneaimes - - - -
972 .issirannnve 40,925 $28.00 1,145,904 $£25.00 1,145,900
‘973 ssr s RS REORS -—— — — - — ——
9 Months Fadd
Septomber 39,
‘9‘.-00.0---. —_— - —— - _—
Total at September 0, 1974, ... oo 169573 $28.53  $4,0.09) §28.47  §4.920938
tions which became exercisable (h)
dunng:
1969 ..... ceavesn  1ONA2 §32.38 § 44E120 g3).7¢ - § AZO4Nd
1930 s ininanes ’ £.420 2708 151,249 013 163 458
1971 .oviinrenes 3 0 29.57 97,679 LA 105 048
19712 isannanines 60 24.75 14,600 30 4 16 861
§973 .. iassrnine 75,513 24,78 1565947 3047 2,300,822
9 Months 1o lod
Septemb.r 30,
I . ..oininee BENTTS a5.R2 3, ton 47 2981 1689421
Options ¢ xeroised during: (¢)
1969 ,,.000i 8 40 50 €23 ¢ G184 €A BN #1249 787
) || e Ml h 27.4% uioLAg 11 8 103,74
l”' PR AR G, 4 0 N 5.7 2 M UL KAS
3 T2 i 1,728 2679 40,6 3400 5047
' 1973 .ivoo I 4,286 2812 IRMUAL 32 80 130 879
. 0 Months §aded »
Seprember 30,
! 1094 . ooiies cee 25,093 24.7% 6iNAS) 10.54 703,080
|
| (a) At dates options wery pianted
‘
1 () At dates eptions heeamie v acteisable
|
i (€) At diates options Were Cavieis d

Options e not Poctod in Batance sheet avoounts wtil exnervised, ot which time the vapit! stock
account is ervahited with the e s, N harpen of reilits B Mt i miade with respodt to options
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THE MONTANA POWEE COMPANY AND SURSIDIARILS
NOTES TO CONSOLIDATED FENANCIAL STATIATENY S < ( Continucd)

Nore 3—Lone-Tram Diny;

Septenher 30, December 3,
' g T8
1 ong-term di bt consists of the following:
Fiest mortgape honds:
BW S senies, due 1974 o & o S S LN TR — $ 20,996 4%
‘”g' “'l‘. thh. "75.0'---1- TR .. ”"’I',’: ,9.",“.3.'9
SR serics, due 1988, Lo b e Sl i 6,044,275 6,047,740
AVA%% sorivs, due 19ED . Lo 15,028,087 15,039,509
e sorion, e 20MY . oo iar b 24 806,771 24,801, 4!
.9‘.'/"\("”\."“\'mm‘-.......... ooooooo WA EEL e w.ls’.“s -
Sinking fund debuitores:
’“%.m.”‘m----n---.c..-.u.-n-o.n.----.-c.-... ’o.’m'(" t‘.‘so\‘zv
TV, due 1WUE. . ..o.i R N NS 24912813 24,910,124
Guaranty «f County of Roscbad, Montana 522 5% Pollution Cone
ol Revenus Moy, e 3003, .0 oiiiiiees THTE %5 19,866,222 19,862,929
Funds on deposit with Trustee. ..o v S s (16,741.071) (18,033376)
$184.016,748 $152.939,191
RS i S 44 iy . By

The principal amount of long-term debt 15 shown adjusted for unamortized debt dicount and
premium, which amonnted to o aet discount of $320,423 and $160,081 wt Decomber 31, 1973 and
Sepiember 30, 1974, respectively. These amoants ate beng amottized over the period the related bonds
are outstandimg,

The agreoment socuting the 3145 debontares due 1979 provides that the Company st dolivet
1o the trust oo, for o otmeme it sihing Tl S ST0000 gash or primeipal anwant of debenturs cach Yo
theough 1975 At Deceniber 31, 1973 o) S privindor MY, B0 T the Comprang It acquired $S98.000
el $OT000 4, et ly, poneipal amount of 3005 debortares which qualify for Latuee sinking fund
pequiteamnts wmd which, acevrdingly, hav o ppbed 0 U bolasee shevt as a toduchon of this dobt,
The agrecin nt seenning the 7'2 % Sk Bued Ibentores duw e 1995 provides thin the Company
must deliver fo the trustey Bor i tetirgnnent stk T i of $300,000 ¢ash or principal amount
of debontires cad vour Tromm 1979 ol 1997 Sinking vl Megutiemonts et the fiisl morgage
bonds arv being met tircagh propory adbithons. Ot oqutivd prineipal payments on joag-fetm dein
for the years 1975 throwgh 1979 are SV 1S 000, 2Tt st mortgape bonds, on October 1, 1975, and
$9,000,000, a4t sinking fund debentwes, on May 1, 1979, which are expested 1o b ifunded with
other long-term ebhpatin.

The Compuny's Mortp e and Doed of Trast to Moty Guatanty Trwst Company of Now York
dated Octobor 1, 1945, as supplomicntad, sposes o diredt st merigage Ton on Al physical properies
wwigd of therealtor acapmired, vacdosne of stlsidhiny company sty Al et prop s and ety
specifically ¢xeeptod from sad livin AU Bocomber 31, 1973 and Scpember 30, 1974, the und preciated

v
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TOL MONTANA POWLR COMLINY AND SULSIDIARIES
NOIIS 1O CONSOLIDATTD FUOANUIAL wwn;uwn—cm‘o

Nore 2 LoveTium D1 ni-—~(Contivu:d)

ook vulue of poels subject 1o the fien was $401,926,000 andd $447,253,000, pespectincly. At Duoeme
ber 31, 1973 and Sepreniwr 30, 1974 the ob galions collterabized are st Mortge o Bonds o 13
princip.l anount of $115,185,000 and $145,158,009, pespeetvely,

Long tem dobt aprements mpose no mutcrial Festoictions on the availability of retained camngs
at Scprominr 3, 1974 for dividends.  Laraings petsined for wse i U business shown by the PSC
financicl stitements Ced wich petaingud carmings shovi by the FIC financial statemcnts by $4,910,603
which the FPC might comtomd are not wvilalile for puyment of dividuids (hte 1),

Nott 4-—Suokr Tuns Lonrowme:

Five Company i svriontly & ithogized by the PSC 1o Kave s wred promivsory potes b aggresate
principal aimount it 10 ¢ ceedd STHOULU0, At Decetber My 1941 it & plembor MY 1974, bt l
DOrrow e Stranpeit witly lending cominereinl beanks provide for lines of credit aggrvgating 340,04 0,40
and $74 000,000, e v dy, ol which $9,500,000 and $18, 500001 Wi uhased, Umnecured promis
sory netes are wswed fo b ading commerclal banks for siv-month perio! bear interet ot the lender’s
prime ratc in effcct Trom Lm0t and may otdiman!y b propaid withoat punaity.

Thy averipe it rest Fule on outrtunding notos payabts Pegembet 3, 1973 wnd September 20,
1974 was 10% wnd 11TES, puspestively. The Brakinii wmonnt 1) noles payabh outatan ding (uting
1973 wies $IU,SUOIUD aid during the twelve moniy ended Beptoninr 30, 1974 was S48, Cu0,000
The approvimaty weiploed average of nolos oy Mo cutstanding for 1973 and the 12 months ended
September 30, 1974 was $7,336,000 and 528,526,000, respectively, with an avernge ausual inter st
gate of 9.3% and 11.0%, pespoetively.

Campentiting balanges wote 4 mulhon sl £5 miltion, PeSp eiively, at Decemvr 3, 1973 and
Septeniber 30, 1474 and afe inchindedd b gRTIent sscis the Comnetlid oo Nalanee Shoeis Thise bube
ances, which i ke ety pormally witained for workingt ¢ apn ity wie subjest 1o
'“N'uﬁdl but th Compuaty Uity ll"} TR LRI iy Inilangs will RGO iy ek Paten at ul the of
eredit and ten porent o e Borrowing thereunder o i IOV ANEoICe Buis,

Noti S<Ryummi st PLARN

The Company montiiis prusteed, noneoniributory Retiremoent Plons covering employess who attain
petireiment e, o Wy e 68, andd Tave congplored one v of wpviee, During e five yean endded
Decoitwr M, PTL, e markel valwe of sty Il By the lestoes approsimatd the o Mly-
mpﬂﬂ' Pror serviey cints, A 't"\h«“*]y. canty ot the P, fundcd At d,,.,‘-“‘ O CAPEmS for ¢ah
year, plate e ity eitrrent sofvieds il wen L105,508, $ 448,287, $4006, 448, $8a1 044 and
$474, 301 for the yoats 1Mt h P, rosmechively

Por the twelve e ity emded Septenbier W, JOTA, gosts of the PLans, funded and eharged o oxpuiney
whivh wote foF cutivnt sorviees, wels Cot e, athenh ot sl e awtinarially ooy
SePvie Vsl saeveded the w whet vt of v ts frekd B the frnsdeos 1y approsim ptely $8.000.000 I
Penvion Refurne Wl of TUTH peguings thy funtding, ovar ot o i of anfunded prior oo gumts
and the amemdment of th Pl b0 i mn s Wil will incivan curront servige voste AL this Bk, the
Comp iy dos ot buliove that the gt of vompedi e with the Aot wilt materially stleet net mecing.
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THE MONTANA POWER CORMPANY AND SURSIDIARIES

NOTES 10 CONSOLIDATED FINANCIAL STATLMENIS—(Continued)

NOTE 6—CONTINGINCIES AND COMMITMENTS!

The Company's hydroclectric proiccts are operated under licenses issucd by the FPC which expire
at various times through 1998, When & license ¢ pires, it may be reissued to the Company, 1ssuxd to a
aew licensee or the facility mav be (sken ever by the Uniied States. In either of the last two cvents the
Company would be entitled 1o coupensation equivclont o its 1.1 investment in the project, not to excecd
fair value, plus severance damages. In determining net nvetment in the project, the licenses provide
that there may be deducicd the amount contained in @R waorlzation resene which shall be accumulated
from a portion of the wmount carned in excess ol & specificd reasonzble vate of retumn after twenty ycars
of operation under the license. The amount of these amortization reserves, if any, relating to the
Company's hydroclcctric projects cannot be asceriained with sccurecy at this time because of vanous
uncertaintics reparding methods of caleulation. However, monagement at this time believes thut any
such amortizition reserves are not material in relation to the Company’s investment in property and
plant or 10 sharcholders’ vquity.

Minimum annual 1ontals under soncanccllable leascs for the year 1973 and the twelve months ended
September 30, 1974 woie $1,400,000 and $1,290,000, respectively. These rentals consist of $975,000
hydroclectric project ronta!s under terms of licenses issuzd by ithie FPC (Note 6), the largest of which is
$950,000 upplicable 10 the Kerr hydrocieetric preject which lieense capires in 1950, and tronsmission
line rentals amounting 1o $425,000 for the year 1973 cod $315,000 for the 12 months endud Septem-
ber 30, 1974. Minimum trapsmission Jine ieatals are bosed on negotiated percentages of physical plant
costs and variable operating costs, and do nol contain renewal options. One transmission line rental
agreement, constituting $213,0600 minimum annuet rertals, capired March 31, 1974, The remaining
transmission line rental agreements continue to 2015, The nunimum rental commitments under non-
canccllable leases for cach of the five succecding vears, cach of the noat three five year perieds, and the
remainder based upon smrcements in etfect on Docember 31, 1973 are sct forth below.

Tran-mission
Hydroclvetsic Line Tota)

B - R N e K sness ¥ FISOO < 265,000 $1,240,600
o R o NC Y o ity M MR LRy 973,000 212,000 1,187,000
BIO g s wene eh T o A 975,000 212,000 1,187,000
4 e e M N 975,000 212,000 1,187,000
L NN e ey e C L o 975,000 s 212,000 1,187,000
1979 through 1983, ... ...... ceerese 1,470,000 1,158,000 2,528,000
198 throuyh 1988, ... .ovunen 125,000 1,158,000 1,183,000
JOX9 through 1993, (. cvevies SRl 120,000 1,158,000 1,178,000
Remaimder 1994 through 2015...... e 120,000 3,033,000 3,153,000

In conncction with their continuing construction program, the Company and its subsidiaries have
entered into purchase commitments which amouated o approximately $45,000,000 at December 31,
1973, and $40,000,000 ot September 30, 1974,
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THE MONTANA POWER COMPANY 25D St

WSIDTARIES

NOTES TO CONSOLIDATED FINANCIAL SEAT EMENTS—(Cusnicluded)

NoOTE 7—SuprprrL) MIENTARY INCOME STATEMENT INFORMATION!

12 Manthy

Year Ended December 31,

1972

1571 1974 1569

Thou anas of Dollars

$ 4672
5,541

635

2,457
451
1,290

648
684
266
977

$12.773

$ 2990

S 1.50%

Iudad
Scpte mher 370, N .=
e iy
Charged to conis and cxpenses

Maintenance and FCPirS . ooasarrnraniiis $ 5632 § 5420
Deprecistion and depletion ......ooovveeees 9,769 9,624

Amontization of cots deferred to future operat-
ing period- (vote 1) oo PR ara e 1,155 1,185

Taxes, other than income taes;

AQ VAlOTEM .. covsvasaimessersvannasis 0,444 8,195
Feders! and state s0ciad seeurity .ooovvvuans 655 600
State hceie T o e B EENEH G 2,047 2,004

Provision for deferred state cOrporation Jicense
et PrOject < ocs0es e 4 N R O (658) (G8)
State electtic pross prosecds o.oo.iaiiieees £8S £51
State gas distribution . ..coiaeeiaraaens 256 260
OUBEE) sy siin dwe bb S man sas 5% sin 688 T ED 182 1,477
$15.081  S14.009
Rents(B) - ooovrovenrravsnnns '5—'4:; -S—B.l‘;}
ROYVAMIES .. .vovenssscossrssaintonaassonss $ 2,371 € 1,576
(a) Includes deluy 1entals of counvvveannns saves 3 1,B00 $ 1,439

( ) Denotes red figure.
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$ 1,270

$ 3630 § 3552 § 3632
£,392 7,92¢ 7.513

277 4] o

8,013 7, VER 6985

370 A58 62
1,991 1,788 1,238
€74 625 [XL
253 25F 24%
992 372 200

$12,293  $11,189 § 9,581

s 2078 8 186§ 1,396
§ 1286 § K02 § 624

§ 958 § 913 § 635



UNDIMWRITING

The Underwriters named below have severally agreed, subject to the terms and conditions of the
Underwriting Apreement, to purchase from the Company the respechive principal amounts of New
Bonds sct forth opposite their n.unes:

Principal
Name Amount
Kidder, Peabody & Co. Incorporated . ......ooovvnenvnvenens $ 2,700,000
Smith, Barncy & Co. Incorporated . .......cvovivennrionenn 2,700,000
Halscy, Stuart & Co. InC. . ..vviviveimrnnnnamnseieninnes 2,700,000
Blyth Fastman Dillon & Co. Incorporated ........ocvveennes 850,000
The First Boston Corporation .........ooeeerrsesssssessns 850,000
Drexcl Burnham & Co. Incorporated .. ..ovvuviiirinnacanes 850,000
Goldman, Sachs & CO. ... cvveivviverrasssrsssnsrssanes 850,000
Hornblower & Wecks-Hemphill, Noyes Incorporated ......... 850,000
E. F. liutton & Company Inc. .........cvvieviinnnnnaenns 850,000
Lchman Brothers Incorporated . .....oovvviviiinieiaiiine 850,000
Merrill Lynch, Pierce, Fenner & Smith Incorporated . .......... 850,000
Painc, Webber, Jackson & Curtis Incorporated . ......oovvun 850,000
Salomon Brothers . .....c.covsvssrnssssssasasssssssnsssss 850,000
White, Weld & Co. Incorporated .......covvuvnurvnnannes 850,000
Dean Wiiter & Co. Incorporated .. .......covivvviinrnninns §50,000
Bear, Stearns & €O, ...ccvvveerisairssnssscrsrsscansnss 850,000
L. F. Rothschild & 00 - v cvvnssonannsimossss newssssasor 850,000
Shiclds Modc! Rotand Sccurities Incorporated ......c.vvivvns. 700,000
D. A. Davidson & Co. Incorporated . ......ccvvevvienonnsssnns 700,000
ABD Sccuritics Corporation . .......cvcvvraiioncrniaanens §25,000
Amecrican Sccuritics Corporation . .......ceeviriiiiiiaanns 525,000
Dominick & Dominick, Incorporated ......coovviiiniinnn. §25.000
Moscley, Hallgarten & Estabrook Inc. ....ovvvvniiininnnn §25,000
R. W. Pressprich & Co. Incorporated ....ovviviinininnen. 525,004
SoGen-Swiss International Corporation ... ..cvvivnviiivanes 525,000
ST PIOUNCES .« o o x5 505 vim 7055 AW s 5.8 5305 Wb & 0 Sk M vep S0 50 525,000
Thomson & McKinnon Auchincloss Kohlmeyer Inc. .........0. 525,000
UBS-DB Corporation .......ecocossssenssssosssssesvasas §25,000
Wood, Struthers & WinthropIne. ......ooovvunin i, . ....... 525,000
Bateman Fichler, Hill Richards Incorporated ..........c0nn 325,000
Williami Blair & Company . ....oovurievrrsnravsssnssanes 325,000
Bocttcher and Company ....cvevveenssssssnvissacosnsnss 325,000
Bosworth, Sullivan and Company, Inc. .. .oovvveiiaiiiinnne. 325,000
Dain, Kalman & Quail, Incorporated . ..oviviniviniiniennns 325,000
41
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Principal

—— Amowst
First of Michipan Corporation . .......coueees e ey $ 325,000
First Mid America Inc ..o vvevvnrnns kR  Riele b R 325,00
Piper, Jafiray & Hopwood Incorporated .. ..ooovone vonenes \ 325,000
Cunningham, Schmertz & Co., INC. .ooovvensnnensssnsannnnsne 150,000
Foster & Marshall Inc. . .c.one.vrcosvaaanrasarnsoansennns 150,000
The Minois Company Incorporated ....c.ovvvvnrnrnrrrriess 150,000
Kirkpatrick, Pettis, Smith, Polian INC. ..ovvvvvnnns L o e b e 150,000
Rodman & Renshaw, Inc. ...... g L 1 150,000

TOtA] oooovvsososssassscassansnnnanens 3?0'(_)_0.(”_)90

The several Underwriters, through their Representatives, have advised the Company that the several
Underwriters propose to make a public oficring of the New Bonds initially at the price to the public sct
forth on the cover page of this Prospectus. Any such offering and sale will be for delivery when, as and
if issued and acccpted by the Underwriters and subject to the right of the Underwriters to withdraw,
cancel or modify the offering and to reject orders in whole or in part. On any such offering made through
dcalers, the Underwriters may allow a concession of not in excess of .450% of the principal amount of the
New Bonds, of which not in excess of 250% of such orincipil wmount may be reallowed to certan
other dealers. After the initial public offering, the price to the public, the concession and the reallow-
ance may be changed.

The Underwriters are committed to take and pay for all of the New Bonds if any are taken. Under
certain conditions involving defaults by onc or more Underwriters, the remaining Undernwriters have the
right, but are not obligated, to take up and pay for the New Bonds which the defaulting Underwriter or
Underwriters failed to purchase or to substitute another underwriter or underwrters sati factory to the
Company. If the remaining Underwriters do not take up and pay for all the New Bonds agreed to be
purchased by the defaulting Underwriter or Underwriters of substitute another underwriter or underwnters,
the Company may substitute another underwriter or underwriters satisfactor: 10 the Representatives.

The Company has agreed 10 indemnify the several Underwriters agamnst cenain civil habilities,
including liabilitics under the Sccuritics Act of 1933.
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PROSPLCTUS

§25,600,060
The Washington Watcr Power Company

First Mortgage Bonds, 9%, Series duc 2005

Interest payable February 1 and August 1 Duc¢ February 1, 2005

The New Bonds are not refundalle out of cerfain monics wrior to Febroary 1, 1985, exeept under
certain circumstances, Otherwise, they are redeemable at any time at the option of the Company at
declining redemption prices. The New Bonds will be issoable only in fully registeved form and will be
transfcrable without service charpe. Sce “Deseription of New Bonds™ herein,

11nmﬁsrc1urruwll\vran'nrrN,uwm(nww)nnluﬁ«vrnnvrnln'TnEsrcernEs
AND ENCHANGE COMUISSION WO 1EAS THE COMAISSION PASSED UFON THE
ACCURACY OR ADEQUACY GIF TS PROSPECIES, ANY REPRESEN-
TATION 10 THU CONTRARY I8 A CRIMINAL OGEFITNSE.

Underwriting
Price to Discounts and Procesds to

Public(l)

101.250°%

$25,312,500

|

Commissions(7)

K75

Compoany (1)(3)

100.375%

$£25,093,750

$218,750

—— - - - - e e
_— - = — = = — - - — —

(1) Plus accrued interest from Februery 1, 1975 to the date of payment and delivery.
(2) The Company has asreed 1o ‘ndemnify the several Underwriters against certain civil liabilities,
including liabilities under ke Securitics Act of 1933

(3) Before deduction of expenses of the Company estimated at $115,000.

‘The New Bonds are ofiered by the several Underwriters when, as and it issued Iy the Company and
accepted by the Underwriten and subicet (o theie right to retect orders in whole or in part. 1t is expected
that the New Bonds will be available for delivery at the ofiice of iidder, Peabody & Co. Incorporated,
10 Hanover Square, New York, New York 10005, on or about February 26, 1975,

B

Kidder, Peabody & Co.
Incorporated

White, Weld & Co.
Incorporated
Dean Witter & Co.

Incorporated

The date of this Prospectus is Pebnuary 11, 1975




No dealer, salesman, or any other ponon btk Been suthorised o give any informution or to miake
any reprosentations, other than those contained i this Prospedtus, in connection with the offer des rihed
herving and, i given or made, such information or Fepres plations must not be relicd upoi s having
been apthorized by the Company or by any Undoewriter. This Prospectin does not constitute ap ollering
by any Underwriter in any jusidiction to any person 1o whosn it is wilawiul Jor such Underwriter to
make such olicr in such jurisdiction.

Neither the dedivery of thiv Prospectus nor any wile meade hereomder shatl, under any circumstances,
create any implication that thore has not heew any change in the sdtain of the Company since the date

bercof.

This Prospectus, with appropriute changes, will be vsed by separate prouts of underwriters for the
offcring of $25.000,000 principal mount of }irst Morteage Bonds, 93, Series due 2005 (the “Now
Bonds”), and for the oficrin: of 460,000 shares of Cominon Stoc k., nn par value (the *New Commeon
Stock”). The sale of one issu is not contingent upon the sale of the other.

TABLE OF CONTUNIS
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Summary Information : v, WY K} Power and Gas Supply L L e e
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Construction Program ........ocoorrannnrrenions 4 BRI il o s Ve s up oy Sy e nEs R Ae L A 2?2
Capital SECUtiiCs ..o ooeiicirencacrinaraa T Litigation : BCH o ot R g 5 e 23
Dividends and Price Range .. ..o vierininses 6 Legal Opintons _ y el
Statement of INCOME ... oo e 7 Experts ; ; ol s " 2
Elcctric Operating SIalisties ... .ooovonaiass 10 Opinion of Independent Centified Publi
Gas Operating Staustics s e L PR P | Accouniints - gt . SRR 23
Business ... ey B o T | Financirl Statemonts o] e o 24
Property ......coseviisvsasasensnnss P hradtiper g Underwnitens : e e w Thot el 3

-

IN CONNFCTION WITHE THIS OFTFRING. F1 UNDERWRITERS MAY OVER-ALLOT
OR FFIFCE TRANSACTIONS WIICH STABIELIZE OR MAINEAIN HHE MARRET PRICE OF
THE NEW BONDS, THE NPW COMMON SFOCK AND OU ISEANDING COVMON SHOCK OF
THE COMPANY AT A EUVEL ABOVE TIEAT WINCH WGHT OFIIFRWISE PREVAIL IN THE
OPEN MARKIE. SUCH FEANSACTIONS MAY BE FEEVCHTD Wi RESPECT 10 sten
RONDS IN THE OVER-THE-COUNTER M ARKE Y OR OTHERWISE, AND WITIN RESPECT TO
SUCH STOCK ON THE NEW VORK, PACIIC OR SPOLANE SEOCK PNCHANGES, 1N e
OVER-THIF-COUNTFR MAKKUT OR OTHERWISE. SUCH SEABIIZING, TF COMMENCED,
MAY BE DISCONTINUED AT ANY 1INV

t2
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SUMMARY INFGOAMATION
The foll- #INE material is qualificd in it catirety by U detaited informanon and financial statements
| (mcluding ne' thereto) appearing elsewhere an this Prospactus.

T™E OI:'."-"]NG (see cover page, pages 2 and 4)
The Washineton Water Power Company

( "ml’il"_v ....... Shpss g iRl Ney N el ganwie sy

Sceurity bt OMerat) ... cisipdbioiiasvsons $25.000.000 Fst Mortzage Bonds due 2005
lixpcul:.'d (ilering Date . ........ el s 50 i , s ... February 11, 1975
Additiona! ecutities being Offered ..o ooin i 400,000 shares of Common Stock
Use of Pror S ooiaiiiiiiiiianinnnine To prepay bank loans and to finance construction

THE COMPANY (see pages 3, 4, 11 and 12)

Principally electric and pas utiiiy

BUM“CS! L. smaeawe o v u e FE LR B WA e T X ‘e
Bapvio S 4 <pkssibnnsoiSunrsnay ysavheiae P s Eastern Washington and northern Ideho
Service Air Populalion ........oieivveininacaiinnnsionenas ~........ Approximatcly 550,690
Operating’ prevenue Sources for 12 months cnded _ . A

October 'l e e S Py Ty P G IR Electric (85, Gas 3077, Other 27

Source of | vetric Generation for System Load ........... Hydro, with minor exceptions
Recent Rate INCreases ....o...ovvevininnnnes Electric. Novembor 1974; Gas, December 1974
) (See “Busine»—Rates and Regulation™)

FINANCIAL. INFORMA FION (see pages 5, 7 and 8)

12 Months Ended
Drecember 3, October 3,
1973 1974

Selected 1 #'me Statement Data: D o .,

Operating ROVERUES oo vvivuevinri i $ 92099000  SINR055 000

Net Fit 08 1 ovinnemsninsioesiamnnacons R e S 13,656,000 S 14,421,000

Earpine 18T Averase Share of Common Stock v e $2.04 $2.12

Dividend INT Share of Conynon Stock . ... o iiiaan $).44 $1.47

Ratio of ! arnings to Fixed Charges ..o voveiinenn 229 246 2.26*

Supplens atal Ratio of Larnings to Fixed Charges ... .. 2.14 p i 2 13"

October ." ) 1974

7\.(.'1\:::! - \;",\d-'m"_d"
Capital Sty ture:
Long-ten TR - veanls oo nie s 2 0 a0 b e s e & 257492 000y £260,492.000 645
Comunn PUBIY . covoeiinsimnniennn oen s e 3 137418000 144818000 36
T - . S LT L T g:‘”-‘."’h LH\NV) < '5'.‘3 I "mx»)- ._I.” 7

*Pro (o riatios for the twelve months ended October 31, 19749
*eGive it 1o the sale of the BNew Bonds and New Common Stock.

GENIRAL PROBIENS OF THE ULILITY INDESTRY

The W.lhington Water Power Company (the “Company™) has been experiencing some of the
problems v 108 to the clectric and natwal gas industiies including increased costs resulting from
inflation, the neeh cost of capital and the necd to comply with emvironmental requirements. However,
gince. with W WF EXCEPHONS, 1S POWCT supply 1s obtamed from hydroclectiic resources, the Company’s
cost of power 7 system load has not been materially atiected by mcrcased fuel costs. Abso, the state
utility comusW0ns have permsitted the Company promptly to pass on 1o customers the increased cost of
its natural y » sapply. While 1is cost probicas luve not been as serious as the problems of many other
companics 1 the utility business, the Compuany  may soquire additional rate relief from regul dory
commissions < the near future (o naintamn i crowth in carnmgs which is essential to obtaming capital
for expansie its facibities. The Company is subject to cuitadment with respect to its source of Canadian
gas supphy a2 ¢ other gas distributing companies i the Pagitic Northwest. (See “Business—Rates and
Regulation” = W “Power and Gas Supply—Gas Supphy™)
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THE CONPANY

The Company v incorporetod an 1ESY ander the Lo of the State of Waluneton and has s
principal oflices at Jaot 13LE AL e Avenne, Spobany, Washing oo 90002 Tts telephone number s
509-489-9500. The Company is pranly engeced in the reneration, parchase, trantaision, distribution
and sale of clectne encrpy and the purchise, dinbution and sale of natara) gas. To @ minor extent, steam
heating and water services are also provided,

USE OF PROCEEDS

The net pioceeds from the sale of the New Bond. and New Common Stock, aggrezating approxis
mately $32,560.000, will be wsed (o prepay S27.000000 of wasecnred promissory notes due December 1,
1975, expected 1o be outstanding at the tine of osine wder the Company™s existing line of vredit with
certain Washington and Fdabo commercial hanks, with the remaindor of such net procesds to be msed
to carry forward the Company's construction prosgars out'ined below. “The procecds of the borrowinas
due December 1, 1975 weee used to propay SES000,000 of notes due November 1, 1974, with the balance
used for construction purposes. (See Note 2 1o Financizl Statements.)

CONSTRUCTION PROGRAM

The Company estimates its construction program for 1975 will be approximately $29.26050030 con-
sisting of:

Colstrip Coal-fired Steana Floctric Generatime Project

(Company's 154, owrer-bip share of Units 3and 4) ... e $ 3,253,000
Skagit Nuclear Project \
(Company’s &5, ownership share of Units Jand 2) ... ... .. 1,710,600

Washinaton Public Power Supply Svelem Nudlear Unit No. 3
s S B,

(Company's 5% ownusshipshare) ... .. ....ocooi i 867,000

Other Flectric Generating Plant . 3 S o G 2364000

Electric Transmission PRl . oo covo e dnenvonsiusine imnens ol 7.246.000

Flectric Distribution Plant . » : . £233.000

Natwmal Gas Utility Plant Pl 2.697.000

Other Utility Plant ... ... ... ...... SR, ok 1.063,000

Miscellancous and General Plant P e T i 1.800.000

| ol L P, ! R ) e e, 29,265 000
| S e

| In addition to internally gencrated funds from retamcd camings and depreciation and amortization,
| the Company in 1975 expects fo issie unseaured promissony potes under s onisting hne of eredit with
\ .

| the banks at various times and m vanioos amounts Bot pie enidy determmable, to nance the construction

program outiined above. (Sce “Propariy” and “Power wd Gas Suppiy™.)



CAPITAL SECURGTIES

Ouoistanding
Amount (kl:l\.-':' LI N A‘(i:::m'
Aviboriara i Fuaming
Lose- T rest Dint:
First Mortgage Bonds: $500,000,000(1)
3% Series due 1982 s $ 20,370,000 S 20,370,000
474", Scries due 1987 . .. ... 30,000,000 30,000,000
4Y,',. Scries due 148 - 20,000,000 20,000,000
4%;'/, Scrics due 198S : 15,000,000 15,000,000
4% Series due 1950 Ll 15,000,060 15,000,000
437, Saics due 1994 s 30,008,060 30,000,000
4%, Scries due 1995 Thin 10,000,000 10,000,000
6 < Serics due 1996 : 20,000 (K¥) 20,000,000
9V 4% Series due 2000 ... 20,00, (kXD 20,000,000
7%5, Series due 2003 e 20,0061 00K) 20,000,000
New Bonds . Je 3 3w ~- 25,000,000
Sinking I'und Debentures(?)
44 due 1978 ... ... ... ... $  8.092,000 8.002,000 8,092,000
455 duc 1983 ... ... 6,930,000 6,930,600 6,930,000
4%, duc 1920 .. o e 5,100,000 5,100,000 5,100,000
8., duc 1991 . (AL - 15,000,0:%) 15,000,000 15,000,000
Notes Payable—Banks:
Due December 1, 197:(3) S 35,000,000 22,010,000 (4)
Tota' Long-Term Debt ; $257,412,000 $260,492,000
Comuon Stock, No Pax Vatui 10000000shs.  68120S1shs. 7212051 shs.(5)

(1) Issuance limited by property, earnings, and other provisions of the Mortpage

(2) Exclusive of SISR0 currently 10 be retred throush sipking fund operations; the debenture agree-
ments contaon provisions which, under certain conditions, vould restrict the assuance of unsecured
long-term mdebtedness,

(3) These notes bear mterest at a rate equivalent 1o the prime commercial loan rate prevailing from
time to time, which was 9150 as of February 1O, 1475,

~

(4) A pottion of the net prosceds of the New Bonds and New Common Stk will be used to prepay
outstandinz notes doe December 1, 1975 which arne capected to he ST A000,000

(5) Exclosive of any shares issuable under the Employees’ Stock Puichase Plan referted to under
“Management”™.

T e



DIVIDENDS AND PRICE RANGE

T Company has poid dividends without intermstion on oetstanding saares of s Commoen Stock
since 1899 and has increa-ed the tota) dividend for cach of the past iwodve years. On Decomber 15, 1974
the dividend was raised 1o ats present rate of 38 cents por share Ceguivalent to an annualizad rate of $1.92)
Dividends paid and the bish and low prices of the Company’s Common Stock on the New York Stock
Exchange for the neriods indicated were as follows:

Dividends R —
RSl Mg L
0 et R N L iy o A R e R $22 $1734
JORN L0 . ) G i 5 R e e 1.36 24 2004
1972 Ist Quarter . .. ... ... L e g T o b 0.34 2314 21
TR s TS A N P W L - TR b PN 035 22%¢ 21
N0 AT . £ S B b A5 e s mbrats & v 0.25 242 21
AR QUARICT oo eenoneensiasnsiinnesnneinas 035 2314 2114
o 7 1 L Rk M R S 036 223 20'4
O AIIRIIET- . vl e s s oo soad e s s pbawnm < Eisla 036 2114 2014
e R SR I SRR P 0.36 213 1834
T R DR TR R T R L A 036 2003 17%
FOTE DR YU . o 5x s v vres it eswims 50 55.6.5.2 3 ks ok 200 037 21 19
DD OBREIEE o ho s vnn s s isios aision mnvo s wi 037 2034 1714
DT RT3 5 5 1 v o 6 eandraos® o b b ok ek e b 037 18 1534
4th Quarter . . S, L T ol 0.38 17% 1534
1975 )st Quarter (through February 10, 1975) ... .. - 1934 16! 5

The last reported sale price on the New York Stock Pxchange on February 10, 1975, was S19 50
per share

A quarterly dividend of 38 cents per share on the Common Stock was declared on February 50,
1975 payahic March 13, 1975 1o holders of record on Vebruary 27, 1975, This dwidend will be paid
on the New Common Stock.

1t is the intention of the Board of Directors to continue to pay dividends goarterly on the Common
Stock, but such dividends are dependent on future carnings, financial position of the Company and

other factors.
-
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STATEMENT OF InCoNE

{ The following gatement of o for the suus 196 1o 174 amchisive, by been oxamned by Haskins & Sells,
independent certiticd public accotitanty, whose opmion witi pe ot thereto appaars cisew here e thns Prospectus,
The statement for 1 twelve months ended Ocober 31, 1973 s been audited but in the opinon of the Company

includes all adjustm ats, compi st omly pormal recurring acei il necessary for a fanr statement of thie resufts of
operations. This statement should be considered m congunciion w % the other financial statuments and iclated notes
sppearing chsewhere in this Prospectus.

12 Manths
Years Ended Docenber 31, Ended
SRR S ah bt il S 10-31-74
1969 1970 1971 1972 1973 (Upawlited)
waiiel i St i prians e, B e o
i 1 housands of Dollars)
Operating Revenues
BRREE 1o N v S AN R RS § AR FIR $ 48849 S sO668 § S2.576 § 55618 S 65,167 S 74,745
BIE. o Lo s s epp ik ks R s weehd BhEAL Rk 18,939 20,163 23,033 25 SR 26424 32,399
Steam MMeating ..o B L ¢ g ok e RN 5 08 770 $21 953 987 859 1,054
s e U P TR A S e 434 44f 423 471 $49 (G
Totul operating FEVERLUS . ..oovne.roesrs T eRww? a0 16987 T RaxSa TPy 10K 9SS
Operatine Reveriw Doduchons e T Sl - . PR
Operating Lxpenses:
Power puidt ised and net interchange e 6.526 6,704 6,230 7410 £.900 9 450
Gas purchased ooovennns POLEEIY S 987X 10,550 12,180 4044 15.280 20,691
Other production, transmission and distnibution .. 4174 4448 4.871 S04 9,012 10538
Custom=rs' acconniing and sules promotion .. ... 2,569 3,084 3,364 3888 3.252 3.512
Adminisiratve and gencral . R e Flwr 4533 4937 5,075 5,755 $.805 6113
Maintenance and FOPAITS ..o oocenninaons Sl 2.491 2.5% 3172 3387 1650 4557
Total vnrating CAPENSES . cianvrrnceess e T 0474 T3 T3 8% T 40NTS T T§8.361
Depreciation(1} ... .oooe b AR T e 5,199 5,566 6,320 6448 7.779 8287
Taxee—other thin iNCOME L.oiianaeraanrmmnnersees 7,091 7406 7917 8,385 9,350 922
Pederal income 1aN(D) Looonnrrnars e (A §718 5437 4910 4,546 6,812
SLate INCOME 14X ... comansranessoratoss s s 196 197 201 W8 185 €12
Total operating revenue deductions .....c.. —93 SIS sm e eI msid
Net Operating Keveries ..o e e siatvis Ets 0483 oS 22316 _ 228M TTasa 4l
Other Income (Deduciions) B BTN BNl A | S| SRS
Equity in carpines (losses) of subsidiary companies(1) 576 (346)
Interest and dividend MEOME .oooopoaeene nr et 226 904 291 290 a8 312
Allowance for funds used durning consiruction{3) .... 403 631 147 2 (149 466 652
Loss on disposition of Property ...c..ooooeriter s (497)
Amortization o1 utility plant acguisshon adjusuments, (210) (205) (41 (146)
Other—net ... -o <o ISR B S T SO (261) (161} (142) (151 (265) (131)
Total ether income (deducuons) ...oeo y R TS R TTUSE - " a4n?
tncome Before Interest Chatges ..ooooonecrerees s “joRa: 22062 | 2337 33379 e WK N6
Interest Charges e TR L e R BT i B Sl
Interest on lon: wrm debt ..., R Ry Yool 9,751 11,300 11,634 12,075 13128 12 53]
Amortization of dobt discount, pre yium and capense—
et o cenns N LR LT g s NG Ry 57 62 75 74 i "
Other interest ..o conne e vl T S A 28 2 188 y 95 143
Tota) inercst Charges ....oooaamaopnrenss S EE g | 1215 TR0 14746
fncome before the Vollowing He 1 .ooooocaan oo TTloo0e T 10,608 13580  12A2 13003 T 13882
Transfer from Acciumulited Amount fvested i the Busi-
ness Equivalent 1o Redoctions i 1 oderal Tncome banes
Resulting from Aveclerated Amoihzationt{2) ... 542 §42 542 542 542 £42
Net Income Available for Dividends and Other Corporate - S ot it S
Purposcs -+ ey o o b ad ks < . s 1085 $ L0 § 12072 § 12765 § 11646 § 14424
Earnings Per Share (Based on Weighted Average Shares Zeotn Fmees weSms EmSSm =eeE T
s o A $1.76 <180 S1.88 £1.9 204 $2.12
Shares Outstaindin (Weishted Average) . .oooveoeriooe $086,061 6228653 642348 6499117 6678810 6,791.054
Earnings Per Share (Rased on Nuniber of Shares Outstand-
ing at End of T R SSERTE £ CTSCE s $1.70 S180 $1 84 <19 <2 212
Shares OQutstanding (AL End of Tear) vol. cvvsav pndundh 6274105 6232503 6.487.00 6504810 6769538 6812051
Dividends Per Share ..o oo RERIR PR Sty « S Wy v $1.28 $1.32 $1.36 S S1 44 s1.47
Ratio of Farmngs to Fived Charpestd) . oooivans conins 267 245 244 343 229 2 46
Supplemental Ratie of Vamings to baed Charpes(4) .... 24 226 4 ¢ b 214 229
7
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(1) For the Company's practice cotaputoe precccaon Toe domecration and in accomting for
carmings of subsidiary compunies, cce Note | to b ioncial Statens "

(2) Federal meome taves charped o OpeLtiae copesey v computed i accordance  with
requirerments of roadatory aath i, v e ichicn over the Company™s rates. Soe Note 1 1o
Financial Statements. A reconciliation of Fed ral bioosie tases deived from stalulory tax rates applicd
to imcome for accounting purposes and such tases chatped (o operating expense is <hown as follows:

Yeans § nded Deeember 3. 12 NManths
4 e g g S e 940 e ] gt S A e Shiies Fuded
163174

1949 1970 e, 1972 1973 (U nandited)

(Thowaomds of Dallary)
Tax expense derived from icome for

accounting purposcs , S BG37 § 8NS5 S 8008 S 8222 S 8390 S 9984
(Reductions) and additions in taxes

from.
Additional tax depreciation (1,95¢)  (1825) (1.515) (1.803) (2.394) 2,315)

Other timing differences (priocipally
the allowance for funds vwed dur-
ing comtruction and  tases and

expenses capitalized) ... .. Yo (243) (307) (813) (2.033) (689) 50
Iovestment credit .. ... 99) (208) 30 (546) (882) (7506)
Investment tax credit adjustment - 1.070 121 __asn

Federal wcome tax charged to operating
ERPOOSES. ... ... .osii cianes S 634X S STIS S 5437 5 4

910 S 486 S 6812

(3) Credits to income for allovance for funds used durizg construction ("AFDC™) are primanly the
resuli of construction related 1o the € mpany’s enc-third owner hip in an underziound gas storage
project at Chehalis which was placed in servic: in 1970 ond the Company’s 15¢, ownership in the
Centralia stcam-electric generating plant which was placed in service December 3, 1972

In accordance with the accomnting practice descihed in Note 1 to the Financial Statements, a ¢come
posite rate of 69, vas used 10 charge AFDC 10 construction work in progress for jobs started prior 1o
January 1, 1973, and 744, for Jobs started subsequeni o that date. Determination of the components
of the composite rate attributable to cach source of Tunds wes for construction is impracticable: however,
on the assumption that the funds used for this prrpess were provided from sowrees n e same rano
as the Compans’s capitalization ratio of 652 debt and 15 common caquity, with  «eDC attributabic
to debt being based upon embeddod interest costs (hofore wicome 1ax eficer), the pothion of funds pro-
vided by common cquity would amount 1o e Yy Mo, T M0 and 20, respectively, of net income
available for dividends and other corporate purposes for the years ended Dogmbor 31, 1969 throngh
1973 and the twelve months ended October 31, 1974, respectinely,

(4) “Eamings™ consist of “Net Income Availalls for Divideads and Oiher Corporate Purposes”
plus “fixed charges™ (interest. related amortization and inferes: partion of total rentals) and income taes.
The pro forma ratio of carnines to fined charees for the 12 1oonths endod October 31, 1974, adjusted to
give offect 1y the annual interest requurements on long-term Jdebt expectod 1o be outstanding upon sale
of the New Bonds (1157 rate assumed) would be 226, A chanee of 1L of 19 in the interest rate of the
New Bonds would result in a chanse of approximately 004 in this ratio,

The Company has calcalated supplemental ratios of carmings to fived charges In this supplemental
caleulation “carnings™ are detined as above and “fined vhargas™, i addiion to stems referred to above,

8
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couy of poser putcmsad Trom
w MPower and Gas Supply™) Such
nol sabiteet B witislawal
monihs ended Ocober 31,
~ RBonds would result in a change

inchudes the Company™ allocable portion ol mtered s adkad i He

Washeton pubidic wihity detnicts under Fogie-terrm cor s by b
allacable portion of intere b expante relites, ouly 10 thoc power puk s
ander the contracts. The pro foia supplomentad gatio for the e elve
1974 voild be 213 A chanee of 10 of 1 mn the interest rate of the Ne

of approximately 003 in this ratio

The annual interest regquircinents on the New. Bouds will amount 1o $2.333.750
ame available for dividends and other gorporate parposss for the
1974 wore SHOO9800) and 14351000, respectisdy. Eariings per

SN

Operating Fevenies and net
tecdve months ended Docenbo 31,
share (based on weighted averape shares outstanding) weie
Management’s Discussion and Anahwis of the Statement ol Ircome
cquent 1o December 31, 1972 is attributable
increascd natural pas rates ol the increased cost of purcliased
Hates and Regulation™) Iflationary factors and
ey for the twelve moaths end:d

The HRPrOVEMIENT M FEVCHNCS for the periods endtire by

(o increced dectric sales fon resals,
natutal pas and sysiem prowth,  (See “Buwine
increase in purchused matnral pas cost e alted

October 31, 1974 increasmgt al @ ore papid vate i eporatng Increasad operating expunses
in 1973 resubted primarily from placing the Comulin Steem Plant 1 service. Intercst charges in 1973

increased duc 10 increased mterest raies on and highier Jevels of bank botrowings.

i operating eLvp
ToVU NI,

9
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FiECIHRIC OPERATE NG STATINEICS

1969

NET Svan s Risotrers (Midlons of Kwh):
Mydro gencration (Frons Compois®s Stations) ..., ...... 3,545
Thermal generation (Fiom Company's Ststions) ... .. —

Purchased power ......... Ry gL R 1 o 2474
Net interchange (eredit) .. ...... (37)
Power generated and received L., &85 ol P e & o -_.{'1\1
Deliverics outaide systan .. ... .. e S e e o 1,303
Net System Resowroes ..ovovvviaensnn. 3k _-."_"g.'
NET SysTaM Riot s sixas (Milbons of Kwh):
Encrgy Sales
Residential ... ... ... 569
Commereinl ... OB 05 5 T B e s R 039
U R SR S EherEih davi's 1,291
Public street and highway hghting . .ooonnvennn.. " 13
Total CGieneral Busisiess . ovninnnen S g NS MS."S:
Public utilitics and ratdroads .. ...onivninnininnns ] 486
Tonal Encrgy Sold (0 Poblic . . .oviimnevmisnavs —_.54h
Sales outsice syMem ..o.i.iia.., g St aiines ) SHaN)
Encrgy losses ... ... P e 497
Nt System Reauirements ... ...in. .. oy = "-U-.\'l
NuMpik oF Etrcisg Cosiodsrs (Average for Poriodi:
T e P RN s e L o e 142,506
Convnercial  ........ oy ol 18,915
PRI ; T e e s Dttt SEL AN AL },212
Public sireet and highway highting ... .. ......... 361
Wolal Gienceal BUMRESS .o oilorsiinshiyy s, 163,314
Public wtilities and railroads . ... ...... i 10
Total Electric Costomers ,....... T, S L E e B .I;-'1~
BTk Orparisg Rivisors (SO0
e T e e e R e e sl e e o 20448
Commeicial ., e S L T ol ks % e T 12,950
Idusteistl ... i RN el oo TS 8,626
Public strect and highway lighting ... ..., §42
Totul General Business .. ....... B AT .42:&40»
Public utilitics and railroads ... oottt 4978
Towal frony Paerpy Sales . o..0 . vniveeiisnuness -47,.\'34
Miscellancous yevenies ... ..., M (e M 1028
Total Fleviric Revenues | ... .. e e 4 .?x'::..\ i
Net Operating Revenues Before Jicome Taxes (3000) . $21.718
poncymic Resme saiv Sigvier Aviaot s
Annual Use pvre Costoiver (Kwhy ..., ynE b oy ! 1129
Revenue por Kah (nooents) ..o i, 2w

Annual Revenoe per Cusbomer ... .., o o.uaeoee..  SHAIW

10

Yuus eradod Devonaher 31,

1970

3Aw
2604
126
_—E' 6l
1,294
4872

666
9%9
1,377
34
407
1512
TSR

(1.254)
568
4572

146,616
19078
1,20
36
167,332
32
167343
S0 sa2
135409
S630
N7
43918
§ 539

49470
1198

S‘U Ht N

22154

11.361
el
St an

17l

351

2540
(%)

6,340

1,247

A RE

1804
1,076
1423
3
4,344
1451
5,798
(1.203)
42
BERET

151610
19111
1,267
b, 4
172,250
(B

FEs

ST
J4.381
8877
807
J6.08
§$437
Stam
hLtw

1) 00
|
SH3 28

1972

3,740
1403
(118)
2035
1.569
5,456

1.965
1132
1476
32

. 4.608
1,797
6,402
(1.530)
ALE ]

.‘,4(41

157,208
19,230
1,306
264

178025

| 8 U
1 19¢
S9N

T1973

314

768
3176

397
7,255
1,798
5587

2,056
1.144
1,515
32
e
2,056
6,803
(1,798)
5§52

183.57)

$24.564
16 452
9,702
929
—;ﬂ‘(t"";
13,197
63N
1203
$65.167
£25.459

12667
Lo
s151.32

12 NMonthe
}ondded
13174

N0
859
3,556
144
K401
2 RS

S'h‘u

213
1.150
1,54
2
4837
3032
7859
(2788}
s75
5%

165 204
19 900
1,381
9
187,424
18

187439

£25 18
’c_\'r,;
| LEN I

956
§2.505
2076
A

1474
S74.748

.“l.:htl

2814
| 2ug
S153.82

-
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GAS OPERATEVG SEATISEIOS

f- Yoars caded Deceaber 3, 12 Munths
- e — §ondod
: 1oen 19 1971 1972 1973 1M
Neswi or Gas Costontas {Avcrape for Poried):
Residential . .oonoeenss R ORE O CU R L RIS | - 47,550 S1,070 §5,540 $8.908 G135
Cutmerettl  ooiainiriiiinriarnaaes ok o5 Ay §,0%5 5,546 5,714 6,250 6527 127
Indusinial=fhem ... s AR 22) 232 23 265 Ry b 280
Industraad~interiuptible oo I D H rgt Wk Lo e = _ . 2 N _»m L.
Torad Gas Cunomicss ooveeuaenanes snsermpyity | NE IR S3an2 STt WIS 660 6y 027
Turrat Sants (Hiousands of Dhensh SRS : o Tl
Rasidential o ivescsaamarnrencs Ry ey S5 inase DS GRS 778738 £1034 ¥1.632 &332
Commoercial . .oivsceminiiivneravisaseriirirenaee . 41,020 441455 $1.342 7,959 8306 604
Industoral ~Bhem Lo, ey ) L DR AN rakel” = SRRy 105,853 JORNT0 110676 108,087 111ain
) Industrial - mtcimuptible o wasmhih 77452 8IS TRNI2 O KSM43  BLSAS 47T
: Tl Ciow SR 25000 cveranessumrnsncarvoses Jsaar  doec W2ew W AT . Q9eld o T
Gas OPERATING Rivisurs (3000): g R FIFEEN (Ll ST 4 e
Residential ... .. B rs © Ll T S b F T i O [ SR S Ray7 $ 9758  S11013 S1L0IA $1241)
Commurcial ..ovinverees et Ane s o an B e 3,74 3.9 4918 5454 s 62
Tndusteiad =HImY ... ..iou s e o ety 4382 4,536 4,938 §408 5,745 7913
Industrial- ntasuptible L oaiiiiiee e Fov Rl v . 2899 KRLEY A6 366 3762 _483
Futal from Thetim Soles | cou s oisunsveainses . Isu3s 200 22787 25584 26,20 32,168
Misechancous revenues ... IR b SRrgs 4% RO AR S 190 234
Total Gas Rovenues ...oveee LI o Serk o " <in 039 L 60 S23033 IR uN8 S26424 S32.39%
Net Operating Reveoues Hefore Income Tines (S ... S 34359 S 400 S AKRN S aan S 4600 § 4,636
Gias 2SI NTIM SERVICE AVERSGES: ) : ' s Y e
Annudd Use per Customer (Therms) oo o 1,500 1444 1.507 1.511 1,384 1,239
Revenree por therm (in gents) oo e s Rl s 12.19¢ 1230 12.80¢ 3¢ 13.50¢ 15.14¢
‘ Annual Revenue per Cintomer oo ioiian, aenas  SHEED SI7768 SISS RS S19828 S186.82 20261

BUSINESS
General. The Company derives abont 687, of its operating revenues from supplving electric service,
e from supplying natoral gas service, and the remaming 25 from supplyimg steam heat and water
SCrvice.

Flectric service is suppliad to more than 190,900 customers in 93 communitics in castern Washin:ton
and northern Kaho, The Company has a service arca of approvinaly 6000 sgquare miles with an
estimated population of SS0.000. The principal commmunity the e senved s Spokane, Washinzion,
with a metropolitan area population stimated ar 240000 The arca served inctudes highly produciive
farm and timber fands. as well as the Cocur d'Alone mining disteict in Shoshore County, Wabeo The
Company's historical peak load of 1005000 kw Esupplicd by Conipany gencration and puichased pover)
occurred on Janvary Y, 1974 botween 0 and 7 PN

| Natural gas service is supphicd i Spokane wnd 13 other conumusitios i costern. Washington
f and 24 communiiies in northern Jdahoo Approvimately O s custong s e served in these arvus,

Water serviee is supphied in and around Clarhsion, Washington and in arcas omedialy adjacent
to Spokane, Washington including Clayton and Deer b abe as well as 1o e small systems in Kootenai
Coumty, Mabio: Steam hoat service is supphied i the central portion of Spokane.

Rates and Regolation. e Company, as a pulhic vility, s stbiect to rerulation by the Washington
Utihities amd | ransportation Commission (WU TCT8 the Rdiho Pubi Utihities Conumission (CIPUCT)
and the Montana Public Service Conmmission CMPSCT) with respact I Fales, Siecouitine, the isswanee 0!
securitios amd with respect w0 other madiers peitonme o its elevtrie, gas and water operations within
their respective jurisdictions. WEHTC dovs pot o risdiction vver the steam heating operations of
the Company. The Company o both a “heenes and o Cpublic ntlinn™ as those wems e wsed in the
Federal Power Act, i accordimzdy s subject to resuiati as o corntin matters by e Pederal Power

{ Commission (“FPC™) . The Company iy mot i natuad was company wnddor the Natural Gas Act

} .
N
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The Company received VI approval 1o o ity electine wholesade povier rates i 1978 The
new ates will poncrate approsinetely SIS 000 wddibonal revenis onan antaaal basi,

In Novembor 1974 the Company increassd cleciric rates as approved by WURC and TPUC Hose
few Fate schedutos bovame clfechve with comsmption o and afice November 130 124 in Tdaho, and
with consumption on and after November 190971 i Waslington. These pates are ¢ wpested o pencrite
additional revenne of approsimuicly SA00000 on an anoial bacis Inoaddition, WHAC ordered a Y
surcharpe be added to commercial and industiml cdomers as & Capervation measure. This surcharge
will be in clicet from November 19, 1974 until March 1, 1975, and is subject o possible refund of the
surcharge doos not result in conservition. :

i
;

The Company reveived peonbatory spprosal to adiost sateral sas rates in Washongton and Kdahir in
January, April and December 1974 The morcased rates me itonded 1o oflsgl increases due 10 the
increased cost of gas purchaced fiom the Company’s supplicr. Nosibwest Pipeline Corporation.

The Company appiicd o and received approvad frome WiTTC and 120C for water rate imcicases
which became effvtive Noverabar 12, 1973, wnd amcanted 1o appiosasatcly SES7000 additional 1evena:
on an annual basts On Loy 270 1975 the Company apphed (o WETC Tor & waler raie imcrease which
would amount 1o spprovimately 51976000 addiemal revenns onan sl horsis

Ny R ESrNSram———

-

In March wid Docerrbor of 1974 the Compamy inercased the raies for steam heating serviee. The
March 1973 increase amounicd to cpprosidiately $2000600 on st annual basic and the most resont
increase. effective December 6, 1974, is inteided to produce additional revenue of approximately S550.000
annually. These raie ncrcases wore prmarily for wage and salary adjustiments and increased cosis of
fucl

For the twelve months ended October 31, 1974, average elecinic revenues per Kilowatt-hour sold 1o
residential, commarc il and industrial customsers were 120 cents, 138 cents and 6.05 mills, respectively
The Company™s iverape restdential revenne per hibovatihour is wnops the bowest of any investor-owid
or government-onned utiliny b the naton, while the consamption of 12,81 kilowait-hours per averase
residential customer divinge (he same poriod ranks wmong e highest

L — RN T TERRR R e

I

|

For the twohie monils ended October 31, 1974, saverage gas covenue per therme was 1073 conts l
under fiem tates and 6,58 cents wider internupaible iotes available 10w dow ke indwatrial or institutional :
customers. Averase conssimption per residential customer for this penod was 1339 therms i
i

Environmental Matters. The Company is subject o environmontal regulation by federal, state and
local avdoritics.

Al of the Compamy’s carrent constrnction projects, including ity share of ity owned: generating
plants have been designed to cotply wativ all eovrommental Tans prosently applicable o them, and the

costs of suich comphiairs e mshided i the constrection bidgats for such projects. However, air aprehing i
stanchandy adopicd by the State of Montana June boon disapproved by the Emyhommental Prowdion !
Agency. The Company cannot predict the efficat on the Colstrip peccrating olant of Tutare regulunons '
adopted pursiant 1o the Clean Air Act Delays resulting from opposttion o constrction of gengrals
mg plants and major tansmission: lines have resabicd i delay and mav®result e additional delay of
the Colstrip Project in Montmer. (See “Power and Gas Supply™)

I
1
|
|
|
L. Studies are beins conducied by the Company in cooperation with the Washington Staie Department
‘ of Fooloey o determine, subject 1o FPC approsal, feasible methods of amprovioe water quabiy in the
1 Spokane Rivor. The Kdabo Departioont of Favironmental Protection and Heall and the Washinzton
|
|

e

State Department of Pooloey lave adopted dissolved niporen stamdands for the watrs of those states,
but are siaking fwiber stuhes of thy effvet on fish of dissolvad pitroen and possib!, remeshios, 16 1S ot
possible at this time e determine the eflect, it any, of the forepoing on the operations of the Company’s
hydroclectie projects i these states o the mwasies, iy, that may be regquied to improve water
quality of the rivers whore these projects are located

Other than the items set forth above, there are no known material ovpenditures which will be
requited of the Company for pollution vontrol equipraent under applicable coviconmental Liws

|'|
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PROVIRTY

General.  The Company’s el propertic. are located i Winhinoton, Idaho and Montana.
The properties include hediockatnic gencrating plants with @ preoont capability of £20.200 kw. The
instailed cepacity (mameplate vating) otaly 626,50 L, of which 132,900 hw b m six plants Jocared
in Washinsion, 211,250 hw o two plants locatsd m jlahio, amd #2880 hw i in the Noxon Rapels
plant logated in vestern Monta The Company also owns a 32800 kw capability combustion turbine
pencrating unit Prated al Othellos, Washineton, and has a 1577 inferest in the 1,400,000 kw Contralia
(Wishington) steam electig generating plant 102 plant s jointly owned by the Company, three other
investor-owned utilitics and four public azencics

As of December 31, 1973, the Company had 244 substations with a total insialled capacity of
3069696 Fyva wnd 9579 miles of electric tramse ion and dictribution Tine, The transmission sysiem
consists of $36 miles of 230.000-volt Tine, 1310 nndes of 1100 Dvoit e, and 170 miles of 60.500-volt
line. The Company his 7.563 miles of distribution bnss

The Company's natural pas properties consist of approximately 1.883 miles of eas distribution mains
and a one-third ownersbip noan underground pas storgee proiect near Choehalis, Washineton. In 1974
the Company acired Colunbia Gas Compuany, & smisll natural gas distribution company, in a trams-
action recorded as a purchase. The acguistion rosalied i an inctease of S882.000 in net utitity plant.
The effect on oprations during 1973 was not significant

Steam heating proporiics owned by the Company include a central gencrating station and 48,400
feet of distributi ' mains

Water propaities owned by the Company include reservoirs, a filtration plant, 32 wells, and 239
miles of mains

Additions and Retisements of Utilicy Property. For the S-year period ended December 31, 1973,
the Company msle gross property additions 1o utility plant of approximately S 15.283.000 and approsi-
mately S$15.130,050 was petired from utility plant. Such gross wbditions amounted to approvimately 267,
of total utility plant at Pecember 31, 1973

‘Titles. In the opinion of its General Counsel the Compans owas i fee all its principal plants and
other important units of real property Overflow riohis Lor rescivolrs as weil as transmission and distribu-
tion lines are on propert: owned in o2, feasad, o for which b Company has vahid casements, hoensss,
permits o franchies. Some of the titles and rieiats of the Company are subject 10 minos defu s and
irrecularitios wually found i properties of ke natur cad mugnitude which in the opinion of General
Counsel. for the Cor pany do not impai the wee of the property i the operation of the Company’s
business. The Company’s steam heating: distributiom swstem cocnpios the strects and alleys of Spokane
under the terms of & rental agrecment o) indefinite durzton. Sobsiaatially all of the physical propertics
of the Company are subject o the hen of the Mortgaze and Dead of Trust sevuring outstanding First
Mortgage Bonds of the Company.

Properties Subicet to Cederal Licenses. Six of the Company’s peferating sations HOW in service
are under major FPC heenses. The licenses are as follows:

Iicense

o e i S A Nameplate
Project Numbher Fapires T ocation Rating

Cabinet Gorge ... ... - cens 2058 1-10-2001 Tduho 200.000 kw

Noxon Ropids(D) ... ..o 2075 5-10. 2005 Mauontana 282 850 kw

Spokane River( ....oooonn 2545 8- 1:2007 Washington 99,200 Lw

— o ——

(1) Application has been filcd with the FPC requastine an onter o poemit the mstatlation of the
Hfth gencratine: ung the Company’s Noxon Wapids Hydroekectric Proiect tocatad at Nosven,
Montana. This additional vt & foduted for complenon in November 1977, will increase the
Project’s and the Conpam s net apainline by 112000 kw

(2) Consisis of 3 operating bu ilities: Fong Tabe, Nine Mile, Monroe Strect and Upper Falls stations.
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b acddision 10 the abovementi ned propeets, e Cospany operfos ton pencrating. plints on the
Spokane Riser (Little Fall o Pot Falls, withonameph 2 patimes of 30000 hw sl 1L2SO b, resjng-
tively) weder parmits Bom e Federal povermaent piodd prior o cmctinent of the Fedeial Powas
Acl. Ouesons Bave been raved as o certaine hadhan s and oy to the wece vty of extending the
Spokase 1er hoense 1o ke these tvo plants. oo d amndion Fas been made as o the neegssity
for Jicensii one or both ol these plants.  (Soe VHitgate )

As a heensee under thic Dederal Poser Act, the Coopany mnd its Boensed projects e subject to
the proviioms of Part 1 oof that Act incldig provisior s rekating 1o payment for headwater henelits,
condainnation of licemsed projects upon payment ¢f gust compeisation and tiake-over of sedh projocts
after the ¢ ration of the hecnse upon payment of the Jesar of “net imvestment™ or “lair vatue™ of the
project. in uther case plins severance dameges

POWER A'WD GAS SUPPLY

Power Supply. The Company™s hydroclectric sonerati o, toeether with ity portion of the output from
the Contralis stemaselectiie progeet and Jong-term firm comracts Tor the purchooe of poser G, Wi b
opinion of thie Company, sutiient 1o sapply the Compan, s estimated equirsinents. far both peak und
energy, throooh the operatine year 19771978 which ends 1ne 30, 1974 To meet the expected mwrensed
requirements thereadter, the Company s dovelopang additional sowrces of supply as discussed below.,

The miaior poriion of e Company’s long-teem controats for the parchise of power are ith Public
J L ¥

Utility Districts ("PUDS™) owning hydrodlectric projects o0 the Coluibia River and tributaries undor
which the Company purdhiss portions of the project outpat as set forth in the following tabulation

Approvimate Purchase .
ol - s —a Fapiration
?l»inf Owper Mkcl % of Ouviput Ki’m\ﬂh Date
PUD No 1 of Chelun County . ... Chelan 100.0(a) 56,000 1995
PUD No. | of Chelun County . ... Rocky Reach 32(h) 41,000 2011
PUD No. 2 of Grani County A Priest Rapids 10.7(¢) 96,000 2008
PUD No. 2 of Grant Comnty ... . Wanapum 128(0) 117,900 2000
PUD No. 1 of Douglias Connty .. Wells 5.6(d) 47,000 2018

(@) The Company prrchases the project output and sells back to the PUD about 207, of the
outpit to supply focal service arca réquiements.

(B Contract amount = roduced 1o 297 an Joly 1477 for the remainder of the contract,

(€) May be reduged in predetermined manimum amet s upen exercise of withdrawal b the PUD
‘The Company's munmum share of Priest Kapuds s 604075 and Wanapum s §270. Notive of
withdrawal has Boen recoved raducing the Comp,, oy's share in cach project by 047, in 1970
6%, in 1978 and 127, in 1979 so that as of soptember 119790 the Company’s share of
Pricst Rapids and Wanapum will be 737 aml 9677, respectively

() My be reduged by exererse of withdawal by the PUD within cortain limits, but not below 3.57,
Naotice of withdiavad will reduce the Company’s shae by O m 10977 and 0.1, in 1979,

Under the power contiacts with the PUDs. the Company pass a share of the evpenses (including
debt service charges) of the related projects, which share is Based on the propernion of the project output
o which the Company v entitied under the respecting coniracts,

The Company has soveral other sigmteant long-torm agreements for the puschase, sale, or exchange
of power with other uhilites 0 agencios vonsisting ol
(1) Agreement with Kaho Power Company for the exchanes of summier capacity and encrgy
on the Company’s sysici and for winter capaoiny and enerey on ldaho's systeme This agreeient
continues indefinitely unless terminated by caber party siving four wears advance notice.
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(2) Commmencin i Sepivinbor 11966, the Conrany obiaincd fiom power frone the Bonueville
O Power Admmistration CREAT) aeder @ 30-acar oot in oxchansme for the Company™s 107
srtio of the output of the Wadan ton Public 10 Sapply Sytem (CWIPSST) seneration at
the Mautord Atomic Weak Hhe oot ol pesor valo A ot WA pabe s equitakont o the
Company's anmnal paviment 1o WEPS On ooy 25, 1971, the Hantond poacton was shut down
by Prosidential onder Uipon appral, sovermment 10 aealives aorecd to albaw the Atomic Poerpy
Comtursion AL CT) t operate the reactor For power anly opetation with the utilitiey’ promise o
pay ALC costs T conjun o with this estension of the operation, the Company has agreed o
y W of the steam paymcnt Cods for 1075 of the plant outpul which om addition 1o that
poveived for Dlanford debt service pavients. Thive contracts have nowe hoen signed for exterdine
Hlanford operation throwsh October 1977 An asteanent jor further extonsion of the nudlear power
reacto: operation is being nerotated

Beginning in 1950 the Cotpany will yoceive B0 kw poaver from BPA nocwhange for the
Company's share of WP No 1 nocloar project. WKE No Loa 125000 -kw pland, is beine bailt
) proj | :
by WPPSS to replace the loss of power when the Hanford reactor s fmally Slat down. BPA s
requtred to dediver power b the Company under the eachange avicement, whether or not the prowat
is completed and hecomus aperational

(3) The Company receives 55 of Columbia Storaoe Power Exchanse ("CSPE™) power und
pays 5, of CSPE's vonts. The contrant was miade 1oowible thiowyh ratitication of @ treaty benseen
the United States and Canada by which Canadi constrocted tiree dams for 13,5070000 acre feet
of storage on the upper Columbia River The Company’s share when recalled for ils oW usy,
commiencing April 1976, will amonat 1o 69,000 b at 5075 annoal Dad fctor, In conjunction with
CSPL. arranccments, the Company has purchiasad capas ity from Bonneville which amounts o
§4.000 kw commening Aprit 1977

(4) Agreement with San Dicro Gas & Viewtic Company for the exchange of surplus firm
hydreclectric capacity and energy on the Company™s system for surplus firm off-prak thermal encrgy
on San Diggo’s system.

The Company, toecther with vanous ot wtilitios and agencicos i the Pacific Northwest, his
entered into a lonz-term Coordination Avrecient extendine until 2008, This agreement provides for
the coordinated operation of substantialhy all tie powe plants and teservoirs in the area The Compauy
is also @ party to an hntercompany Pool Avteement with siv other investor-owned utilities in Washington,
Idaho, Montana, Vtah and Oregon and an Interconnection Agreement with Tdaho Power Company and
Pacific Power & 1ight Company. Coordinated opeiation pnder these avreements has been responsible
for firming up thomands of hdowatis of otherwing sevonbary power in the Northwest region

Steun Fleetrie Generadion, The Company owne 150 juterest i the Centrabin (Washineion)
1400000 Aw coul-fived Steam electiie gencrating station Phive other imvestor-onned ttiiities and tour
public azencios abse have an ownership i this plant. Vhe fiest 700000 Lw unit was placed in serviee m
the fall of 1971 and the second unit i o suminer of 1972, The plant bas not been able 1o operate
at full vapacity and s presently cortitiad lor operation at 1267000 hw capaity - Studies are i
progress 1o determine the prodifications and costs nevessary for opertion at full rated capacity.
The Company’s share of the output s prosently 190000 kw aod will by MO0 kw when the plant
is fully operational. The Company has < siened a portion of its share of the power 1o Cemral Valley
Project (USBRY throush 181 Of its portien unassivasl, the Company iv using a small amount for
its own Joad requirements and has mads short-term arraneements Tor disposition of the reniindee
theovsh 1977, Coal cegquiied o operate the plant is sappbicd from ceal fickds contaiming Tow sulphur coud
owned jointly by Pacitic Power &1 it Company and Washineton brianon & Development Company
(CWIDCO™Y . WIDCo, a wholly owned subsidiary of ihe Company . is the g ol the mining opera-
fions, Corrent monthly contiact egquitomaniiy s AR000 fons. AT Ociober 31, 1974, approvimately
2000000 toms were stk piled at the power plant.
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The Company i participating i the plansed devclopiant of two 200090 b coal-ivd thermal
unity Jocated at Cobtop, Mowtana Vs propot i jom » phwied by Puecr Souvid Power & Linhy
Company, The Montana Powye: Company, Portlad Goocrad Fhome Company and the Comy any
The Company's portion of these two ity will b0 150 el if do | pedy sl provide a future poser
source alter 1979 An application lor a pernet 1o the Mootena State Deparbieent of Natural Resour o
(the “Depanment™) which st approve the progct, i poading A veport aclesed January 28, 1975
By the Duepartiiem o the Rourd of Notira? Remroes amd Cansorvation, vhich Bourd will make the
adnunistrative decivion atter formal heanmgs, recomurendoad denial of . preprt. A bass an the cortifia-
bion provess have debayed the schedulod 1978 maervice date of the fs vt 1 he € CHPANY IS It
ire other possible pover souces to apply it doad onett atter July 1908 The oot o this profea o
proposad lepakation, Federal awnd State, yelatmg to sinig snie cammot 1w be dotermin o

Nuclear Elecic Generation. 1 he Comipany has signed a letter of iniont 1o own a 875 <hare in Pyost
Sound Power & Light Company™s comtruction and aperaiion of the Skazit Nudlear Projeet. The projat
will consist of two 1,250,000 kw units with the irst unit schedul ' dor operation in 1982 and the second
unit for 1984

The Company s abo envared with other Novthwed wiilitess in the devclopment of & 1,250,600 3w
auclear project sehoduled for sarviee in September Pish The project, despacacd WANP Noo 50 will
be spomsorcd by WEPSS and the Company will own 8, of the project and will be cntitied to 5 of
the power output

Othere Power Sopply Activities. The Company s alw a participant in Pacitic Northwest Power
Company, which is sechins a licenee Tiom the FPC 1o build a hydro-clectric project on the Snake River
in Waho The future status of this dovelopment is subjoct to the UL S Congress md final review by
the IPC. For this reuson, the power which the Compuny may have an opportunity (o acquire is not
presently detcrminable

Gas Supply. “The Company is depandent upon Northwest Pipdine Corporation ("Northwest™”),
sucerwor ta Bl Paso Nonad Gas Company’s northaost division, as its sole source of supply. It has
comracts with Nowthawest for twe types of fism gas service and one type of interruptible service. The fum
8as a8 purchased on w combinad sysiom basis and inchides both pipeline and storage gas senvce Pipeling
firm gas suppicd to the Company’s distribution svstem is porchased wader a senvice agreement whidl
extends £ October 31, 1986, and from year to year thercatter: The presont rate is approsimately 9 22¢ 1
8t 10657 Joud factor and Yoele/th at 757 Joad factor  Thi- contract provides for & maximam prak
deviand of up o 279068 therms per duv Novthwest's sas supph s paimariiy from Canadian sourges
and scoondaridy from the Rovky Movatains and the San Faan Basin, Apporonimatcds 70, of Nonthw ot
gas supply woimported from Canada wnder both PO ancd Camedian Navional Daeons Woand veealains
Gas imported From Biiteh Columbia combitetes @ rooer portion of 1 cos immorted gom Canada,  1he
Premvier of Brtish Columbia has recontly ancotnced Tus vention of s ine sobstantial ingredases in the
prive of gas from Brish Colambia Hosiech price mcicases materiatioe. they would rostlt in mgreasaed
costs o the Compamy of prchised pass (See “Bosines Baaes amd Re olation™ )

The Company, Northwest and Washington Natmal Gas Compame each oo ongthind wndividad
interest in an undergromad gas storare eld Tocaied near Chichalis, Waduoaten, This project, hnown s
the Juckson Praivic Storage Progect, became operatnal ofr Novemaber 1700 and now has a poak dan
deliverability of 230,000 mcl per day and o tetad stovaee capaciiy of 213 bl enbie feet. Plans e
under way to increase the deliverabilioy of this Storac e Progect 1o 300000 mof per day Additional anond
mereases i storage capaeity e anteoipated poand the csamated 35 Bithon cobic feet of ultinate storasy
capacity v achieved.

A weduction m o suppiy to Novthiwest frome Botsh Cofumbe s reanlicd ina peak day shori-fall
supply during the current peiod. The Company s boon advsed thor approvionieh oneshall of such
short-fall s due to mechomical probloos eapected 1o be ol shoitaerm durston and un the remaindes
of the shortall s due 1o production probboms expecied 1o by of Toneer duration Nosthwest hus
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esperienced @ 3005 peak oy deticen s oo then sy i dugae the 197175 wanter due 1o the shorntall

However, becamse of the avalability of onc-thad ol the Jackson Pramie Stoiacs Progeet capaaty, the
Company Bas et and ©opocts Boomeet s b foad acgpmscments, aid the Camadian supply debiciency
is resulting only i some additional curtatient of inteirapuble customers over that normally expenienced
by such customers.

Nowthwest has seceived FPC approval to constingt and operate @ contrally located haucticd natural
gas plant m the Pacibc Northwest The plant, swhach o0 now ander constoaction, as expectad te be an
serviee by November 1976, and will have an mtad poal day deliveiabiinty of 150070 anch and i@ storape
capacity of the cquivalen of 1.2 bdlion cabie feet of nataal pas of which the Company’s share will be
approximately 1450

The increases in the backson Praivie Sterage Projeor deliserability and capaciny and the consiruction
by Northwest of the ligquobed natural pas plant wogerher with the Company™s sas supply contracts with
Northwest will, in the opinien of the Company, provide the Commuany with an adequate vas supphy to
meet its anticipated liem regquirements throuoh the winter of 1978-79 4f the shortage of supply i Biitish
Columbia s remedied, of which there gan be no gssarance. The Cotpany is investigating additronal
resources 1o sapplement future gas supply,

CONVIPLETEION A™D PUBEIC OV SERMNE ACEINTHIES

The Company is pot in direct competition with any imvestor-owned public atility in s seivies area
In some minor stances, however, the Company is o competition i fringe wreas with certan rural
electric cooperatives whose operations have not materially affected or threatened to affect the Company’s
busines

Since the adoption in 1930 of the Districi Power Act of the State of Wieshington, PUDs have had
the power by statiie 1o avquire clectric wtibity propertics within their respective distrcts by comstiicien
or by purchase or condenmation of existine facititios. However, an amendment to the Act requires the
PUDs to obtain o fvorable vote of the voters in the district before condemmation of properties in that
distrivt. PUDs presently exist in three counoes within the termitory teing senved by the Company,
namely, Stevens, Lincoln amd Perry Counties, and o a sinall rural arca in Spokane County. Existonce
of these distrivts has not nunenadly affected the Company’s busing: s

There s no stutute permitting the formation or operation of PUDs a Jdaho or Montana.
The Company’s gas ratos are competitine with coal and oil, the other principal fuchs in the arcs
There is also some competition botween sas and clectncity. Inoareas where both services are furnished
i !
by the Comapany, it sells the respective serviees on e baas of castomer preference

DESCRIPTION OF NEW BONDS

General, The Now Bonds are to be mauad onder the ¢ cmpamy's Morteaee and Dead of Prast, daied
as of June 1. 1939, a8 supplememed (the “Morizaee™), o which Fist Nanonal Cay Bank i Frasiee
The statements horein voncernime the New Bonds and the Moensage are morehy summaries and do st
purport 1o by complete. They make e of werew detied i the Monp®e gid are gquahiied in thei
entirety by express refercnee to the vited Sectons and Articles of the Martrape. Sections 123 o 150 of
the Morteage appear i the it Supplementa! budenture.

Interest and Paveent. The Now Bonds will matore Febroary 1 2005 and will bear imerest from
Febimary 1. 1975 an the ate shown in ther titde, pavable semiamnually oo Febooary 1 and Angust |
of cu(h.\:’ur. commencne Meant L 19750 Prncpal and amtenst are pavable at it Natiosad City
Bank in New York, N Y. Phe New Bonds will be issuable only in fully registeiad form i denoninations
of $1LO00 and multiples theieof

Redemption and Pavehase of Bonds, The New Boads will be redeemabics i whole or n part. on
30 davs notive () at the tollowme spavial sedemption prces with cash deposited for the current
inlpm;vnwm fund or wider the mamtenance and replaccment provisions or with the proceads of certan
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gty solid by the Company op seleesd from the Moriape, and (h) at the Tollowinge vonerad redemy-
e prrces for all other pedcipions:

I redeemed during the twelve months perind endimy January 31,

General Spocial General Special General Special
Redemp-  Redomp- Redemp- Rodemp- Redemp- Redomp-
tion Gon tion tion tion tion
Price Piice Price Price Vrice Price
year I o) 0 Year ) )
LM iiis s 110.63 101.25 19%6 ..... 06497 10112 199 ..... 10330 100 &)
977 ..... 11026 © 10128 987 . .... 0660 10110 097 ... 2 10 75
I3 7 109.96G 10124 J9SK oL - 30623 10,08 Rk ... BIRSY 100 69
& 1 i 1153 101 23 1989 . ... 10587 10 00 L R 107 .20 100 63
190 s YOLNG 0122 990 . ... 10550 101 .03 i | 3 ¢ SR 101 84 10057
jaRl ... 10880 161.20 1908, ... 10513 161.00 200 ..... 10147 100,49
Ja2 ... 1OB43 101.19 1992 ..... 10L77 100 97 2002 ..., 10110 1060 41
o N 108.07 1018 1993 ... HLA0 100.93 2008 ..... 10074 10032
71 SRR 107.70 10116 P98 104 04 1%} R W01 ... 10037 123
PRy 107.33 0114 1995 ... 10X67 100,85 2005 .. ... HDOO JO0 G0

o vach case together with accrued interest to the date fixed for redemption: provided that no New Boods
gl be redecmable at the general redempiion prices privi to February 1, 1985 with borrowed funds or
o sticipation of funds to be bosrowed havime an interest cost (caleulated in accordance w ith acceptable
gpancial practice) of less thun 93757 per annum,

I at the time the notive is given the redemption moneys are not on deposit with the Trustee. e
pedemption may be made suhiect to the depo.it of the redemption moneys with the Frustee on or before
(e ddate fined for redemption and such notice shall be of no cffect unless such moneys are so received

Cash deposited under any provisions of the Mongaee (with certain exceptions) may be applied to
give purchase (ncluding the purchase from the Compuny) of Bonds of any series,

(Mortzase, Secs. 38, 29 and 64 and Art. X; Sixteenth Supplemental, See. 1)

tmprovement Fond. 1he annual Improvement Fund payments for cach outstanding acries, which
will invlude the New Bowds, are 1% of the zreatest amownt of Bonds of such series ot any cie fnne out
standing prior 1o the begimnmg of the year in which such payment s due less certain Bonds therstofore
petied and cortain Bonds v rieht 1o issue which shali have been waived. Fhis requiement may be
st () m cash or primcipal amount of Bonds of such series or (h) Iy credit for the amouit of
groads that mueht otherwise be boaed on the basis of cither property additions or of Bonds o prior bew
ponds thierctotore retired 1 he requizement for any vear may be anticipated, bat o the date fved Tor s
yoaltng redemption shall Be prior 1o the calendar year mwhich such improvement fund pavient is diw,
peslemption shall be at the eoreral redemption price and subject 1o the limitgtion on such redeipt 00 st
ponth wnder “Redemption and Purchase of Bonds™.

The Company has resenved the right 1o amemd the Morteage (without any consent or other action
1970, inciuding the New Bonds) o ehimimnaie

ol BN SCTICS of Bonds vreated subsequent to March 31
New

{he amprovement fund payments with respect o Bonds created subsequent to that date, mcluding the

Pl
(Morigage, See. 39, Tenth Supplemental, Sec. 3: Pourteenth Supplemental, See. 5)

shaintenance and Retirement of Property. Subject 1o the orders and reculations of any regulatory
sty having jusisdiction, the Company s required for cach calendar yeur to expend or acerue for

anthe ; L
te for proparty reticement o for property amertization 13,7 of the gross

WABILRIICE OF 10 appropi s
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operating revenues of the Company, s detined. Pxcess amounts in any year may be credited against
the five succceding years' requurcments. (Morlgaee, Seo 35)

Special Provisions for Retirement of Bonds, 17 durioe any 12 monthis period, proparty dispored of
by order of or o any povcrmmental authonty resttlts i thie Campany seveving SIXOUUK or more m
gash, the Company must apply such proceeds Gubjedt 1o eertam conditions and  deductions) 10 the
retitement of Bonds. ‘The New Bonds are redecmable at the Special Redemption Prices for tlus purpose.
(Mortgage, Sce. 63, Tenth Sapplemental, Sec. 4.)

Scewrity, The New Bonds, together with all other 1 mds now or hereafier issued under the Mort
gage. will be secured by the Mortzage, which constitut <. in the opmion of Gener! Counsel, & tirst
mortgage Len on all of the present propertics of the Coramnany texeept as stated helov ). subject o )
leases o anor portions of the Company's property 1o others for wses which, in the opinion of Ge eral
Counscl, d not interfere with the Compans’s husiness, (h) leases of certiin properiy of the Company
not used in its uiility business, (¢) excepted encumbrances. as defined in the Mortgage, and (d) encum-
brances. defects and incgularities deemed immaterial by General Counsel in the operation of the
Company’s business. There are exeepted from the hen wil cosh and securities: merchandise, equipmont,
materials or supplies held for sale or consumption m the Company’s operations: receivables. contracts,
Jcases and operating agreements, clectric energy, and other matesial or products (including gas) generated,
manufactusod, produced or purchased by the Company, 1or sale, distribution or use in the ordinary course
of its busitiess.

The Morteage contains provisions for subjecting alter-acquired proparty (subject to pre-evisting
liens) to th- lien thereof, subject to limitations in the ease of consolidation, merger or sale of substantiath
all of the Company’s assets. (Mortgaze, Art. XV0)

The Mortease provides that the Trustee shall have a lien upon the mortgaged propanty, prior to
the Bond-, for the payment of ats reasenable compensation and aapenscs and for indemnity. (Mortgage.
Secs. 92 and 97.)

Dividend Covenant. So long as any Now Bonds are outstanding, dividends or distributions on the
Company’s common stock. other than dividends payab’s solly ia shares of its common stock, are
limited 10 net income apphicable to common stock sing. July 1, 1957, pluas $0.00,000, and plas on
amount equal 1o the proceeds from the sale of common stock subsequent 1o July 1, 1957, (Sinteenth
Supplemental. Sev 2)

foswance of Additional Bonds, $500.000000 principal amount of Bonds is the prosent masimum
amount wlinch mav be outstanding unde the Mortzape. Howeser, the Company has resenvad the neh
to amend the Morigage (without any comsent or other acion of any series of Bonds created subsoguont
to Februay 28, 1905, mcluding the New Bonds) 1o romove this linytation

Bonds of any series nmay he issuad from time fo fime on the basis ol (1) 60T, of cost or fair
value of property additions (whichever is Tess) after adjusiments to offset retirements: (1) retirement of
Bonds or prior hen bonds: and (3) deposit of cash Wil certain exceptions in the case of () above
the issance of Bonds is subject o net carvings for 12 ot of the pieceding 15 months before income
taxes beine at least twice the annual inferest rouiremanits on all Bonds at the time outstanding, including
the additeaal issue, and on all indebteduess of prior rmk Such not carmngs are vomputed after
provision for mrntenance. retiement and depreciation of property equal to 131, of gross operaning
revenues of the Company for such period. 1 is expectad thint the Now Bonds will be assued apnnsg
unfunded property addinons and that afier the issuance tiereof the wndunded property additions renvn?
will be appronamately S31L000,000.
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Property additions penerally inclade electiie or eas aopaiy o quined alter May 21 1970 bat
i il mtural pos

may not inchide property used prncpadly for the producioom o gl

|
g
|
i
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The Company has rescrved the npht to amoend the Mosteage Eaathont any conecut of other actio
i toding the New Bonds) o dadd

i of any series of Bonds created subocguent to Mach 51 110

!f water property and steam heat propoity as propaty mbiditions.

E No Bonds may be issucd on the basis of property additions syt oot 10 pricr Tier - unless the prios
r licn bonds secured thereby have been qualificd by bung deducied from the B mich cahersase bstable
and do not exceed 07, of such property additions, and unless e B3 why then to he catstanding whi b
| have been issued against property subyoct 1o continting pior ficie and certmn othe, s would not
1’ exceed 159, of the Bonds outstanding.

| ‘The amount of prior licns on mortgaged propaly acguired afier the date of dolvery of the Maort-

gage may be increased subscquent 1o the acquisition of sudhi propoity proy ided thiat, of any propenty sube
ject 1o such pricr lien shall have been made the basis of way application under the Mortzage, all the
additional obligations are deposited with the Trustee or the trusice o other holer of & prior lien.

4 .

(Mortgage, Sces . to ¥, 20 to 30 and 46; Ins Supplemental. Sce. 30 Fifth Supplomoatal. See. 2
Elcventh Supplemental, Sees. 4 and 5; Twelfih Supplomental, See. 1) varteenth Supplosacntal, Sec. 4)

Release and Substitution of Propesty. Property may be releaod upon the b of (1) depost
of cash or, to a limited amount, purchase money morteazes, (2) property additions aad () waner o
the right to issue Bonds. Cash muy be withdrawn upon the bases stated in (2) and (3) shove. When
property released is not funded property, property andditions usad to effect the welease may agam,
certain cases, become available as credits under the Mortgape, and the waiver of the el to nsue Bonds
to effcct the release may, in certain cases, cease 1o be effecave as sech a waiver. Sincar provisions are
in eficct as 10 cash proceeds of such property.  Fhe Mortzaps contiins special prove-ions with respoct
to prior lien bonds pledged, and disposition of meneys 1o cived on pladeed bonds secuied by prior lien.
(Mortgage, Secs. 5, 31, 32, 46 to 50, 59, 60, 61, 118 und 154)

Modification. I general, the Mortgage, the rights and obligations of the Compui. and the nights of
the Bondholders may be modified only with the consont of 757 of the Ronds, and. if 1oss than all soties of
Bonds are affected. the consent alo of 757 of the Bonds of cach series affected. The Company bas
reserved the right to amend the Mortpage (without any consent o1 other action of any series of Bonds
created subsequent 1o March 31 19700 including the New Bonds) so s to chance 775 . i the foregang
sentence 10 6625, However, no modilication of the terms of pavimaat of principal or interest, ad no
modification aflecting the hen or reduomg the pereentupe reguired oe modification, 1 eflcctive agamnst
any Bondholder without his consent. The Company has the right 1o make certain specific amendments
and amendments nevessary from time o time to gquahfy the Mortyaae under the Trost Indemture At
of 1939 us in force on the date of such amenduents without the consent®of Bondi ldees. (Mornigage
Art. XVIIL Secs. 120 and 1495 Fist Supplemental, See. 10, Fourtoonth Supplemeniad, Soe. 3)

Delanlts and Notice Thereof,  Dofaults are: default in payment of prncipal, Jotault for o0 days
in payment of interest; default e payment of interest of prinvipal of qualiiied pror ben bowds continted
beyond grave peood: certain events in hankruptoy, msoheney or recizanization: and Jelltm complying
with other covenants for 90 days afier notice The Tiustes may w ihihold notice of defanlt (exeept
payment of principal. interest o funds for retitement of Bonds) if it thinks it s in the mterests of the
bondholders. (Mortzage, Sees. 44, 65 and 135)

In case of default, holders of a majority of the Bouds may dedlare the prncipal and mterest due

and payable. No holder of Bonds may entorce the Tien of the Morzage undess such holder shall have
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given the Trustee writlen notice of a default and unlew the haliders of 25797 of the Bonds e reguested
the Trustee in writing to act and have otferad the Trastee adeguate secunty aod ndemmity and
reasonable opportunity to act Holders of w maponty of the Boods may doeat the time, methold aud
place of conducting any proceeshings for any remedy avadable to the Trastog, or exereram any et ar
power conferred upon the Troslee, or may direct the Trastee 1o take certoin action.  (Mortgage, Sees.
6S, 68, 69, 79, 92 and 138(d) and At XXV

Evidence of Compliance with Mortgge Provisions. Compliance with Morteosse provisens bs e
denced by written statements of the Company™s oficens of perons sefected o parid by the Company. In
certain major matters the accountant or cagincer must beandependent. Vivious certificites amd other
papers are required to be filed annually and upon the happening of cortum cvents, incloding an ol
centificate with reference to compliance with the terms of the Mortgage amd absence ol Detaulis

DESCRIPTION OF CONMNON STOCK

The followine is a brief description of certain of the rights and privilepes attaching o the Common
Stock. without nominal or par value, of the Company. For a complete description. reference is misd: to
the Company's Restated Articles of Incorporaion and 1o the Taws of the State of Washingon. The
following summary, which docs not purport 1o be complete, is qualiied i its entinely by such referenoe

Holders of Common Stock of the Company are entitled to reccive such dividends as may be Tawfully
declarcd from time to time by the Board of Dircctors of the Company

Fach holder of Common Stk is entitied to one vore for each shaie held by him, and to vote
cumulatively for the election of directors

In the event of any liquidation of the Company. the holders of Common Stock would be entitled o
share ratably in all assets of the Company available for disttibution to stockhoideis

No holder of Commen Stock lis any presempiive rizhts, except that af the Company offers shares
of its Commaon Stock or any securitios convertible into e of its Common Stock for n\\\nc}'. ather than
by means of a public otfering, the new shares or comyertible securitios must first be olfered pro rata 1o
the holders of the then ewtstanding Common Stock of the Compuny upon iemms not Jess favorahle o
them than the terms upon which the new shares or convertible secnnties are (o be sold to persons other
than such stochholders. Sach Jmted pre-emptive rights are nol anplicable, however, to the gramting of
options to purchase, of oflerines for sale of, shares of the Common Stock of the Compans 1o offivers
and employees of the Company of najornity-omnad subsidiaries of the Compuny.

The presemly outstamding shares of Common Stock of the Company are fully pad and non

assessable and, upon ssanore and sale as herein descuibed, the shares of New Common Stovk will be

fully paid and non-assessable -~

The Common Stock o€ the Company is Bisted on the New York, Pacitie and Spokane Stock Fae

changes.

The Transfer Asents tor the Common Stock are First Nationad Oy Bank, 111 Wall Seeer, New
York. N. Y. 10015 and Ofhiee of the Company, PO Box 3727, Spokane. Wishington #9200 The
Registrans are Repistar and Tramsfer Company, 3 Pachange Place Jersey Ciiy, N ) 07302 and The
OId National Bank of Wohunzton, West 428 Riverside Sveaue, Spokane, Washiugton 99201,

oThe Articles of Tncerpotation presently anthons the Company o issie 1000000 shares of Come
mon Stovk. 1 s comemglated that the anmirad ecting of stockbollers schieduhed for May 90 1975 e
stochhodders vl be pegin aad o amend the Mbckos W viaey thes .m.hmt:.n'f*u fo 20000 shugres ol
Common Stock and 1o anthorize TORRDND shes of @ new chiss of Prctenad Stk

a1
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MANAGENMENT

The names of the directors and executive othicers of the Company are as follows:

Noame (Age at Octaber 3, 1974) Positinn
*K. M. Robinson (79) ..... s A TR Ay Kb vovs Chairman of the Board ard
Chiel Vxecutive Oflcer
M. ). Satre (86) . .iiineiienininn ceressneseennes President and Dircclor
S P PRy €] .icvihasniniva S A B g .. Vice President and Secretary
H W. Harding €52) ccocvennon o e e, voo Vice President
D. M. Oliason (44) ...... v vsrns shaniyasarasene: Vit Prosidont
Wm. A Lowry (59) ....... v e e s e e sas oy o Nike Prosident
BL Oon (89 .....0.00s crrrrensrernnnensens Assistant Vice President
R.T. Mchendon (50) .. ..ivivinrernncnsennsannss Assistant Vice President
J. M Coowbs (58) .....con00ss sasssanaverransis  FECHAUTES
Rodncy G. ANt (58) ....ovvvviavnnncnscrsainesy Dirstor
®A. L. Bamnos (69) .. .ovviinnes FIRPA St ERY | YL
Duany B. Hugadone (42) .. .ccooovsisersons s cive  Darector
*Roy ). Jolimson (63) ........ e i e T i SRR ¢ T T
*James B McMonigle (69) ......... S o T o . Ducaor
James A. Poore, Jr. (55) ...... e m s ok , ROMOREDT

Eugens Thompson (52) ...covvine vavnninencians  Direstor

*Meimber of Paaccutive Commitiee

AN erecutive oflicers have been actively employed by the Company cither as an officer or employee
during the past live years

Remuneration of directors and oflicers during 1973 was as follows

Estimated
Avnual
CLpacities in Apgrepaie Benefits
Name of Tndividua Which R cation Duevt U pon
or Mentity of Group “g Rewcived Remmmeiation Retircment
K. M. Robinson ........ Chairman of the Bourd and
Chief Excoutive Oflicer $ 95,100 $ 47.216
W.J Satre ..........0. President and Director 68,433 25008
All Directors and Officers
as a Growp ........ .. Directors and Oflicers 497,427 200,106

As of October 31, 1974, directors and ofticers as a provp owned 26,95 shares of Common Stock
of the Company.

The Company has in elfect an Employees” Stock Porchase Plins which provides for the granting
to all sepular full-time emplovees of the Company, during such inited offering poriods as may be
speciticd from time 1o time by the Boad of Diectors, of the rivht o purchase o hmited number of
shares of the Company’™s Common Stock, with the provilege of pavine Tor such shares onan mstalioe
basis through payroll dedoctions. This plan qualiies as an “Fmploce Stock Purchase Plan™ as tha
term is detined i the Intemnal Revenue Code of 1954, as amended. At October 31, 1974, there were
6.183 shares remaining 1o be isoed under an ofiening made to coplosees on Juiy 201978, an o prie
of $19.95, which poice was 937, of the market price of fhe stock on the day the eiiving was made. An
additional offering of 30600 shares s contemplated i the near futie

For a revent market prive of Connmon Stock of the Company, see “Divadends and Price Range”
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EVIGATION

The Secrciary of the Interior and the Spobane ad Cocor d"Abane Bribies of Indians have petitiond
the PO 1o reguire the T omang of tie Company™s Fattic Balls and Poat Eatb poaer plaats, and o reguie
paymunt. to the Fudie for the occupamcy of Bands Copaad o be Badan Resonvateoas or Tormer ndian
Reservation fands.  “The, matter b also refened 1o pader “Propeny- < Propertics Subject 1o Fedood
Livemaes™. Exeept For thie above peter, there ee nooateris) pesding loval proccedigs nor any s b
procecding knowe to be comtemplate o sdisch the Coupany or any ol it sabadicnes oo party or of
which any of their propoty s the sabject, other thin crdigary roatime Bigation mcidantal to the Lind
of business conducted by the Company ot s subadiries,

FEGAL OPINVONS

The validity of the New Bonds and of the New Conmon Stoch will be pased upoa for the Comjuny
by Mesars Paine, Lowe, Coflin, Homum & O'Kelly. Spohane, Washimigon, Generol Counsel for the
Compuny, and Messrs. Reid & Poest, 40 Wall Street. New York, NOYL and for the Undervaiters by
Messes. Sullivan & Cromwell, 48 Wall Sucet, New Yok, NoY. However, all matiers pertaining to
the organization of the Company, titles to property, franchises, heenses and permits and all mattens of
Washington, Jdalio and Montana Jaw will be passad upon only by Mesas. Pamne, Lowe, Coitn,
Herman & O'Kelly.

ENPRRGS

The balance sheet as of Docember 310 1973 and the aclated statement of income for the e years
then cnded. and the statements of retained camings and CJhanges in financial positien for the three voues
then ended included i this Prospecins hiee been examimed by Hasdons & S, imdependent eortificil
public accountants. as stated in thei oponon appearine herein and have been so incloded m reban:
upon such opinion given upon the authority of that T as experts i Gocoenting and anditing

The statements maddc as to mattors of Law and lepod conclusions andor “Dividends andt Price Ran ™,
“Business—=Rates and Ropalation”™, “Proporty”, "Pover and Gas Supply ™, “Competition and  Pul!
Ownership Activities”, “Description of Noo Bonds™, “Description of Common Seock™. “Managemant”
and “Livgation” have boeen reviewed by Moessrs, Pane, Lowe, Coflin, Henman & O'Relly, The statemiciss
made s to matiers of ke and legal conclasions under “DPoseription of New Bonds™ and “Deseription o
Common Steck™ have boon reviewed by Mosses, Reud & Priest. Al of the foregaing are sot forth hon
in rehiance upon the opinions of said tums, respeetively, and in reliance upon their authority as experts

OPINION OF INDEPENDENT CERGIVIED PUBLIC ACCOUNTANTS
The Washington Water Power Company:

Wi have examvined the balance shevt of The Waslungion Water Power Company as of December
30973 and the related stateraents o icome Tor the nve sears then endad and of reraned garmings
and changes in financial position for the thice yeas then endad Our exagamation sas made in aceonds
ance with generally accepted amdhiting standavds, and aooordingly snchidad sueh wests of the agvounting
records and such other auditing procedures as we comsidored pocessary i the Chrommsianees.

In our opinion, the abovesmentioned nancial statements presest fairly the financ sl position of the
Company at December 31, 1975 and the results of s operations and changes i it fimancial position
for the stated periods then emded, i conformity withe pengially acceptod acconunting principles apphicd,
except for the change, with which we concur, i method of aecounting for mvestiments i subsidiary
companics as deseribed i Note 1o Fimancal Stiements, on @ consistent basis,

Thaskine & Srits
Scattle, Washington i
January 24, 1974



THE WASHINGTO S WATER POWER COMPANY

October M,
juta
(Unanihited )

1 Om.t;\;nd\ ol Dollars)

ASESEYS
Devemmer M,
1973
Urn iy Peant (Notes | oand 2):
Electric . Lt $A6T.274
Gas ). T . o L §9.746
Steam  Heating its 3.501
Water . . U T O PP IR i 8515
Construction work in nropress ol bra sl . . 6,994
Yol . N T e AT 416,334
Accumulated depreciation and amortization §0.328

Utility plant-—-nel 3(«..,4 K

INVESTMENTS

Subsidiar s companics—at equity (Note 1) ... . M e 14,802
Other—at cost T b e e il . 1.171
Total investments bR -y B~ ‘ 15,975

CURRINT ASSTTN
Cash in banks and working funds ... ............ . n

Temporary cash investmonts

Receivables:
Customers—net . s A . 847
Other . " " 1.790
Materials and supplics—acrage et 2682
Other ... .. . ] ‘ , : 240
Total current asseis : o ‘ l.‘\,c.(.,’
“
Diverren Divnse

Unamortized debt discount and expense (being amort ol over Tnves of
related dobr) , oo . . . . 1. 280
Preliminary survey and investization eharyos o B 873
OIEr . ..o iooiieiarnnansiinen ; . . L 1000
Total deleried debits BT
T . s S N3

See accompany e Notes 1ol uneie il Statement,

>4
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$374.590
62.0011
3,545
9,033
19,173
465432
86934
T

1.340
gM

9005
3070
Si7nl
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THE WASHINGTON WATEZ POWER COUPANY
BALANCE 000

LIABH THIES

“\ tohor M,
December 31, 1974
1473 (Uridined )
(1 hmeondds of Dollas)

Lona-tikst Dint (Note 2):

First mortgage bonds .. ... ... .. S e e LT e $206.370 $290.370
Sinking fund debentures (portion maturing after one year) - 5342 o o
Notes payable—banks ... o T A o Al S s 12,000 22.06p

Total long-term debt . e A s Al e L 24112 257,492

Carmar S100K:

Commen, no par. anthorized 10000000 shares; outstanding, 1973,
6,769.535: 1973, 6812051 (Note 3) = 2 110.795 111.662

Riraint b FARNINGS ek & 16,087 21329

ACCUMUL VTED AMOUNT Ixvisten IN TiE Busisess Forwvanisr 10 Rr-
pucTioss v Frorean Incostie Taxes Resuinng Freos ACCRLERATED
AMORTIZATION (Rycornin As Riramrn FEapnisos—Risiacien lFor
Furvir Froresn Incostt Tavis s Accotrss MaN s b PURSUANT 10
SiatE Riavsiony RiovikisiNigs) (Note 1) 7 ) 4879 4427

Curwt Nt Liavnines:

Currently matnring long-term debt Wl W 586 488
Accounts pavable . e o 7R S O g : 2816 3,952
Taxes accrucd ; ! L 6,207 R.303
Interest acerued ‘ . 2564 344¢
Other (inclindes $05,000 due subsidiarics m 1974 ] e, 1.310 1.767
Total current Tudhilities | . s . _I\l-\ - l?.‘)(al

Drvrrarn Criprs: >
Investment tax eredits (Note 1) . ST )L WA e £,192 953
L I R T ) NSRE PR O 1, PP S P o e 540 625
Total deferred credits o oo o - —-'1"7“\1 “l.\’.
CONTRIBUTIONS IN AID OF CONSTRUCTION D N 1. LR W 3,218 3,172

ComatirniiNis (Note §) e P LI A Py LR

g 1 SIS PI SU O $308.803 $417.621

See accompanying Notes to Fiancial Statements,
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1973

Ch housands of Dollars)

$12.9%7
jiei6
pORRE

9639

16,984

THE WASHINGTON WATED POV COMPANY
. STATEMENT OF RETAINED EARNINGS
s :
.
; Yeurs Foded Deeen her 3,
1971 1972
Balance at beginning of period ......ooiiiiiiiiiie ieniiiiaeas vl S92 $29.255
Add net income avialable for dividends and other orpotate purposes ... .2 12,765
Foll . s P el S DO S e T CVRTE 42023
Deduct:
Cash dividends on Common Stock (per share 1971, $1.36; 1972, S1.A;
1973, $1.44, 12 months ended October 31, SN SEET) .2l .icidivina s 8,736 403
Transior to Common Stock account (Note 3) ... . - 2060
Balance at close of period .. ... .. e s e e AL i L $79 258 S10 9%7

STATEMENT OF CHANGES IN FINANCIAL POSUTON

Source of Funds:

From operations
Net inconie available for dividends and other corpoiuie purposes ..
Depreciation and wnortization ... AR R 7 WSS b
Investmient ton eredits defarred—net

Loss on disposition of property
Allowance for funds vsed dunng coniruction
Undistributed (earnings) Josses of subsidiary companies .,

Less non-cush mcome transfer

Total from operations

From other sources:
Sale of mongage bonds and debentures ..o
Sale of Commen Stock
Stock 1ssied in Columbra Gas Merger
Banlk borrowings .
Proceeds from sale of Lewaiston ||\\ o Propct
Refund of prior vear Federal income taves— net
Net change in other ftems . .ooov e

Total funds available

Application of Fands:
Repayment of bank borrowings
Construction uxpenditires (net of allowance for fumds used doring con

struction)
Net otility plant acquired in Columbia Gas Mu"u
Cash divilends
Redemption of debentiies ..o iviiecoiarioniimesnnes
Investiient in subsadiary compames
Incicase (decrease) an other workin
Total funds apphied

capital compencats

Years I mh d Dece mbu - &

Jen

$12.072
7,054

(1.471)

(%42)

17113

1€000
Snil

&0
261
[XER

$14000

23803
£736
'u,
W,
(1.379)

\1, 06

1972

(1 howsands of |)u"'.ll’\l

$12,768
(‘.35'-
1,070
4497
(2.03%)

- (< '-’
IN.0627

z\(l

18 (0
=0
101

s

QA

W $11,000

:'_"l'\
Q036
950
1.217
{ o

TN

Sce accompanying Notes to Financial Stateiments
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$13,64¢
8,046
121
(e
(570)
. (542)
20,229

20.000
411

8.0

21,000

:4 A0t
6,649
6n?
4611
¥14

sainT

12 Manwths
¥ nded
1374

(o it s

€ 1A

1,52

()'n,., :

12 Months
b ndded
| R S |
(U naadiad)

€14.424
8572
{1581}

(652
340
(5S4

21,997

253
661

SESO0

15 849
882
9yt
770
03
it}
SShU26




THE WASHINGTON WATER POWIR COMPANY
NOTES TO FINANCIAL STATEMENTS

hudormation as of October 31, 1974 and for the
Twelve Moaths Then Faoded is Unaudited

1. Summary of Significant Accovnting Palicies:

System of Accowns

The accounting records of the Company are maintained in accordance with the unifoim syaem
of accounts prescribed by the Vederal Power Commission (“FPCT) and adopted by the appropriate
state regulatory comimissions.

Unility Plant

The cost of additions to utility plunt constructed by the Company, including an allowance for
funds used during construction and repiacements of umits of property and  betierments, s capi-
talized.  Maintenance and repairs of property and seplacements determined o be less than units of
propeity are charged to operating eapenses. Costs o depicciable units of propenty yetred plus costs
of rewmoval less salvage are charged to accumulated depreciation. Upon sale or disposition of prop-
ity other than through normal retirement. the dinference. if matenial. between the proceeds reabized and
the cost less the estimated portion of the reserve for depreciation apphicable thereto s recorded i income
accounts,

Allovance for Iundys Used During Construciion
<
In accordance with the uniform system of accounts prescribed by regelatory authorities, an allowance

for funds used durmg comsiruction (“AFDRCT) is included in construction work in progress and credited
to incorie using a composite rate, apphied o construction work in propress, which assumes thar funds
used for construction were provided by debt and common equity.  This accounting prictice resulis in
the inchision in comstruction work in progress of AFDC whieh will ultmately be induded morate base
in establishing rates for utility charges

Depreciation

Pepreciation provisions are computed by a2 method of depreciation accourting utilizing unit rates
for clectiie hydro production plants and composite sates for other propertios. Such rates e desizned 1o
provide for retiteiments of propertios at the expiration of their service hves. The rates inclide iy
and interest components, in which the interest component for electric hvdge production: plant is siv pey
cemt and for other property is zero per cent Depreciation of transportation equipment s provided
on the basis of miles or houts of operation.

The ratios of provisions for depreciation o average deprectable property were as follows: 1971,
1.82C,: 1972, 78 1973, LAY ..

Subsidiarics

In compliance with an order of the FPC effective Junnary 1 1973, the Company chanped from the
“Cost™ to the “Lguity™ methed of accounting for mvestments i subsidiony companies. As aresult of
such treatment the Company recoenized subsidiary income of $576,000 (S.09 o shaicd in 1973, The etfect
on net income of priov years s not material and it has not been restated.

2



THE WASHINGTON WATER POWLER COMPANY

NOTES TO FINANCIAL STATEMENI S—(Continued)

Retirement Plan

The Company has a Trusteed Retirement Plan covering its reeular full-time employees. Pension
costs arc computed on the basis of accepted actuarnial methods and include current service costs and
amortization of prior service costs over 15 years The costs of the plan are vorne by the Company:
total pension costs were: 1971, SLOZE000, 1972, S1.013,000; 1973, S856.000; and twelv> months ended
October 31, 1974, $936,000. The Company’s policy is to fund pension cost accrued.

income Taxes

Provisions for income taxes are based gencrally on income and cxpense as reported for financial
statemient purposes adjsted principally for the allowance for funds used during copstruction, taxes
capitalized and the excess of tax depreciation (computed primarily on accelerated methods) over book
depreciation.  In accordunce with requirements ol regalatory authorities having urisdiction over ratos,
the Company’s tax provisions reflect the current (ax reductions arising irom such timing differences,

Investmient tax credits are accounted for on the “flow-throurh™ method whereby credits on new
production facilities are amortized over a five-vear period and credits on other plant placed m seivice
are credited to Federal income tay expense currently. Such tecaiment iy m accordance with directives
of regulatory authorities and resulted in a reduction of Federal income iy xpense of 1971, $300,600;
1972, $546,000; 1973, S8:2.000, and twelve month period ended October 31, 1970, ST50.000

The Company and its subsidiarics file consohdated Federal income tax returing Subsidiaries are
pan’
charged or credited with the tax effects of their operations and investiient credits

Durine a 60-month period ended February 1938, provisions for Federal come fases gave eflect
to accelerated amortizaion, for ax purposes only. ol 6575 of the depreciable cost of the Cabinet
Gorge Hydroelectric Prowet. Accounting for the resultant reductions in Federal meome 1axes was as
prescribed by an order ol the Washington Utihities and  Transportation Comniission The order pro-
vided that during the 60-month period the reduction in laxes was o be seerecated from net income and
accumulated in an account entitled Retained Farnines-Restricted. and that the amount so accumulatad
be transicrred (542040 annualiv) o retined carmings of the following 25-year period, during which
period and continuinge throuzhout the hife of the property, Federal income taxes are expected (0 be
greater than they would hase been if aceelerated amortization had not been claimed




THE WASHINGTON WATER POWER COMPANY
l NOTES TO FINANCIAL SEATEMENTS - (Continued)

2. Long-lerm Debt:
Long-term debt consists of the following (i thousands of dollars):

December 31, October 3,
_ 1973 1974
First mortgage bonds:
33205 Series hue B9K2 L oii i et $ 20370 S 20,370
4% % Series due B e e e o Rl L R s F i 3 wis g 30,000 30,000
440 Series due PIRE oL 20,000 20,000
4345 Series Jue 19BE ..ot inn s 15,000 15 000
A% Series due 1989 oL iiiiaiiiis et ciin s 15,000 15,000
A% Series due T e A p 30,000 30,000
4%% Serics due 1995 Lot 10,000 10,000
6 ‘/‘}A Scries B0 THID v cov oo sn/an sms s bipssy s 6Wie a0 QO.W 20,0(1)
91467 Series due 2000 Lol iiiiai s 20,000 20,000
T % Scries due 2003 L. 20,000 20,000
J T S e N AR iR T W LS A 200.370 200,370
Sinking fund debentures (poriion maturing after one year):
LA T U T e RCT R TR R AL 8,092 8,092
A T L b L LA RS TR R AL 7,000 6,930
A% due T ... iiin s itresi s AT e iy 5,250 5,100
B35 dUC 1991 . iin e e e v s i A 15,000 15,000
T T e D S R TS SO Loy PO R S 35.342 35132
4 Notes payable—banks
) Duc November I, T o« ononiiiciinasrnsisvnnnaisscasssen 12,000 —
Duc Dicember b T8 0o ioisies s vasniapdmvemiss s o i — 22.000
‘Tota) long-termn debt ... ... S:-ﬂ.?lf $257,492

The notes due December 1, 1975 were issued under the terms and conditions ¢f a Credit Agreement
dated Junc 25, 1974 extendins a hine of credit under which the Company can borrow trom several banks
a maximum principal amount of S35000.000 at any vne time outstanding; S15.000.000 of the borrowings
thereunder were used o prepay notes which were due November 1, 1974, Pursuant to the terms and
conditions of the Apreement. these notes bear interest at the prime commercial lean rate of the Seattle-
First Natiomal Baok prevailing from tune to ume during the hie of the notes (11.25% at October 31,
1974). There are no compunatiig balance requirements The averaee short-term bank borrowings out-
standing during the year ended December 31 1973 was $7.700,000 and the average interest rate was
7.17%. The averase outstandine dunne the twelve months ended October 31, 1974 was $13,300,000 and
the average interest rate was 10947 . .

The ageregate annual sinkin® fund requirements for the six years from December 31, 1973 under the
bonds and debentures outstasding October 31, 1974 amount to: 1974, $2,491.700; 1975, $2,671.700; 1976
and 1977, $3.141,700 and 1975 and 1979, $2.803,700. Of these annual amounts $2,003,700 may be met
by certification of property additions at the rate of 16777 of requirements

The mavimum principal amount of Morigage Bonds which may be issued under the Mortgage is
limited 1o $500,000000. However, the Company  has reserved the right to amend the Mortgage,
without any consent of the holders of the 1995 scries or any subsequent series of bonds, to reuiove
this limitation

Substantially all of the utility plant is subjéct to the lien of the mortgage and deed of trust

underlying outstanding First Morigige Bonds. -




THE WASHINGTON WATLRL  OWER COMVIPANY
NOTES TO FINANCIAL STATIAENTS (Concladed)
connt of the Compmy. or held in

None of the Jong-term debt is pledyped, hetd by or for the ac
its sinking or other special funds.

3. Common Steck:

The Company publicly sold shares of its no
follows: 1971, 250,000 shares for $5,503 %) and 1975,
32,988 shares were insued o acguire Columbia Gas Compony wiuch swas mi; ed imo the Company

1974
The Company transferred 20,000,000 dwing 1972 from retained carnings 1o Cominoa 8tck acconn:

pursuant to authorization by the Board of Dircctors.

par value Common Stock during the Xeyear period as
3000 shares for S3H2700 In addivion

Plan vhich provides for the erartng 1o all regnlis
olieriie periods as may he specitied from tmye

& hamited number o shares of the Compainy’s
Sallment bas's throagh payrol

‘The Company has an 1 mployees” Stock Purchase
full-time cinployces of the Company, duging such fimited
to time by the Board of Daicctons, of the nght to parchis
Common Stock, with the privikeve of paying for such shares on an uw
deductions. The Company issucd the following chares inder the Plan: 3,621 in 1971 17.806 in 1972,
14,725 in 1973, and 9,528 shares during the n months ended October 31, 1974, at prices from $19.95 W
$21.00. At October 31, 1974, tere were 6,153 shares ot 1o be issucd at 519.95 under wn enenng
to employees on July 2. 1973, On May 10, 1974, the Company's shaichoklers approved an amendment
to the Plan providing that the maximig number of shares which may be issued as a result of all offermgs

after May 10, 1974 shail be 150,000 shares.

As shares are issucd, proceeds are credited o the Common Stock account; no amounts are charzed

to income.

4. Supplemental Information:
12 Months

Years Ended December 3,
iy o Juicd

TS I Lk 1971 16-31.74

—

{ Thowands of Daliars)
Taxes, other than 1 ome laxes, are as follows:

aceounts ... s e R 6 e e e

Ad valorem ...... ceeissiesnracanns IR b - 5,300 S5.508 S 5764
Federal and state social security . o.oooon e S13 6ot DA 9ls
State of Jdaho hwh gencration 15 ) 2o fid
KLl OXCIBE o oo vvviovsrmunnssronsssbareas 1,533 1,771 1,953 2019
Municipal ocenpation taves and livense fees .. 1048 .t Bl 1413
Miscellancous ....... e L LY L a2 49 44 S0
o iyt SN - WA wom el 108

Charged to: ' ¥
Operating Feveniue deductions--Taxes S$7917 $8,38% $9.5%0 99522

Utility plant, clearing and other sundry

66 630 ) kI

Amounits of maintenance and repairs and deprecidtion. o than set out separaiciy i the statement

of income, are not nateriy
I and Jevelopnient costs are not material

Amounts of rentals, aa - fising ¢osts and rescin
§. Commitments:

The Company has substantial power supply vonunitmen
through 2018, Reference is made to “Power and Gas Supply”.

ts and contracts expiring at various daies

30



Subject to the terme and condition contamed i the Vindenariting
filed as an exhibit to the Reristration Statoment, the Uudawnter, pamed bl have severally apn

to purchase, and the Company s agrecd to sell to them soverally, the pesprective principal amounts

UNDERWRERL I

of New Bonds set forth below,

Name

.- -

Kidder, Peabhody & Co Incorporated o ..oooooeones
White. Weld & Coo hacorporatad .

Dean Witter & Co, bwcorporated oo oanent
Drevel Burnham & Co hncorperated ..o

The First Boston Corporation ...

Goldman. Sachs & Co ... oy T

Homblower & Woeks-Hemphill, Noyes Incormoraied

F. F. Hutton & Company Inc ... .. .. L one, o s i e

Lehman Brothers tacorporated ... oo i

Loch, Rhoades & Co
Merrll 1yach, Picree, Penner & Sauth Tacorporated
Paine. Webber, Jackson & Curtis Tncorporated

Revanalds Sccuritios Ing

Salomon Brothers L, o eneia ¢ 1A e v B 5 WD 3

Smith, Barney & Co. Incorporata !

L. F. Roth«chuld & Co. PO G- TR
Shearson Havden Stone b

Shichds Mode? Rolard Secusitics Incorporaied
Weaden & Co lncorporated

Domiank & Dominick, Incorpoiated

Voster & Masshall b

Hatis, Upham & Coo Invorpornaied
Maoscley, Hallparten & Fsabrook i

Thomson & MoKmmon Auchinctoss Kobbeyver T

Spencer Trask & Co Incorporated oo

Tuckher, Anthony & RL. Day

American Securities Corporation . ... ...ooivaviie

Bacon, Whpple & Co

Blunt Fllis & Sinunons Incorporated o000

Mciomald & Company «......ovvivnisransisnrns

The Ohio Company . ...

Piper, Jatfray & Hopwood Incorporated oo

i

Principal
Amomit

2 ) 006
2S00, )
2,500,060
725,065
725,000
725,000
T25.081)
725,000
725,000
725.000)
725,000
725,600
725.000
725 06n)
725,060
625,000
625,000
625,000
625,000
SO0 80
SO
SOt
SO,k
SO0
SOO,000)
S00,00k)
300000
300, 0k%)
300,000
300,000
200,000
300,000

Aercement, a copy of whici i



Principal

Nome ’ Al
Edkins, Strowd, Suplee & Co, oo e e s R T
Frecman Sevuritios Company, Inc ..o 200,030
The Whinors Company Incorporated ... o0 oo W 200,006
Missihs Nebion & Co, T i cnesissinrbasess vensssnestsnio 200,000)
Wagenseller & Punt, IBC. .o.ovviiiiniiiiiiiiiiriiianen 200,000
Total ... S ) TS LRI U KI500K).000)

Kidder, Peabody & Co. Incorporated, White, Weld & Co. Incorporated, and Dean Witier & Co.
Incorporated, as Representatives of the several Underwniers, have advised the Company as follows:

The several Underwriters are offeringe the New Bonds to the public at the public offering price
set forth on the cover pace of this Prospectus, and 1o Dolers ata price which represents a concession
of 475, of the princpal amount under the pubhic offermg pi ice. ‘The Underwriters and such
Dealers may reallow a concession of 257 to dealers who are members of the National Associution
of Securities Dealers, Inc. or certain forcien dealers who agree not to make sa’ of the New Bonpds
in the United States or to nationals of sesidents thereof. After the initial public ofiering, the
public offering price and the concessions 1wy be changed.

- ———

———

—————— . i i - -

o —



No person has been authorized to give any
information or to make any representations,
other than those contained in the Prospectus
in connection with the offer contained in this
Prospectus, and, if given or made, such infor-
mation or representations must not be relied
upon as having been authorized by the Com-
pany. This Prospectus does not constitute an
offer to scil the securitics in any state to any
one to whom it is unlawful to make such offer
in such state.
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PRELIMINARY PROSPECTUS DATED APEIL 22, 1975

PROSPECTUS

600,000 Shares

Puget Sound Power & Light Company

0, Preferred Stock
(Cumulative, $25 Par Value)

Price § Per Share to Yield %
Entitied to cumulative annual dividends of §  per share from date of original issuance.

The New Preferred Stock may not be redeemed through certain refunding cperations as
more fully set forth herein prior to June 1, 1980.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE
SECURITIES AND EXCHANGE COMMISSION NOR HAS THE COMMISSION
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS.
ANY REPRESENTATICN TO THE CONTRARY IS A CRIMINAL OFFENSE.

= s B SN St

Price to ' Underwriting ] Proceeds to
Public(1) Commissions(2) | Company (3)
Per ShATE........cceocneveeisvmnassnsaressnns 8 $ ‘ 8
Total.......... aSclinis s | $ l 8

= P e S — ms=o== EESEREE e

(1) Plus accrued dividends, if any, from date of original issuance.

(2) The Company has agreed to indemnify the several Underwriters against certain civil
liabilities, including liabilit'es under the Securities Act of 1933.

(3) Before deducting expenses payable by the Company estimated at $88,000

The ilew Preferred Stock is offered subject to prior sale, when, as and if delivered to and
accepted by the Underwriters, and subject to approvzl of certain legal matters by their counsel
and by counse! for the Company. The Underwriters reserve the right to withdraw, cancel or
modify such offer and to reject orders in whole or in part. It is expected tha* delivery of the
shares of New Preferred Stock will be made in NewsYork, N. Y., on or about June 5, 1975.

Merrill Lynch, Pierce, Fenner & Smith  Dean Witter & Co.

Incorporated Incorporated

The date of this Prospectus is May 29, 1975.




e PP
DD . . i Do Al . -

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVER-ALLC
OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICL
OF THE SECURITIES OFFERED HEREBY AT A LEVEL ABOVE THAT WHICH MIGHT
OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF COMMENCLD,

m\' BE DISCONTINUED AT ANY TIME.

tional requirements of the Securities Exchange Act of 1

and other information with the Securities and Exchange
ctors, and

The Company is subject to the informa 931
and, in accordance therewith, files reports
Commission. Certain information as of April 11, 1975 with respect to the Company s dire
certain other information for 1974 and prior vears with respect to the remuneration paid by th:
Company to its directors and officers and with respect to interests of management and others in certan
transactions with the Company, have been disclosed in proxy statements distributed to shareholders of
the Company and filed by it with the Securities and Exchange Commission. Such reports, proxy staie-
ments and other information can be inspected at the office of the Commission at 1100 L Street, NV .,
Washington, D.C. 20519, and copies of such material can be obtained from the Commission at pre-
scribed rates. The Company’s Common Stock. $10 par value, is listed on the New York Stock Exchange
where reports, proxy material and other information concerning the Company can also he inspected

THE COMPANY
y (the “Company”), a Washington corporation, is an electric

Puget Sound Power & Light Compan
utility providing electric service exclusively within the State of Washington.

The Company's exccutive office is located in the Puget Power Building at 10608 N.E. 4th St.,
Bellevue, Washington 98009. The telephone number is 206 454-6363.

The electric utility industry in general is enrrently experiencing certain problems; however, the
impact of these problems varies among companies and regions. Although a few of these problems afiect
the Company as described below, the Company’s experience in relation th reto has been relati |

favorable.
The Company, similar to many other electric utilities, is involved in a verv substantial construction
m (sce “Use of Proceeds and Construction Program™). Its ability to sell additional securities to
d. in the case of senior

finance this construction will depend on general money market conditions an
securities, its ability to meet various earnings coverage requirements. The Company has been adversel:
affected by inflationary factors (see “Management's Discussion and Analysis of the Statements of
Income”). In early 1974, the Washington Utilities and Transportation Commission gr ated interim
rate relief and effective November 1, 1974 the Company received a general rate increase of approxi-
mately 209 in annual operating revenucs hased on a 1973 test period, which was about 98 of the
original request by the Company (see “Business—Regulation and Rates”). Future earnings depend,

in part, on future ratc increasecs.
Over 96% of the Company's energy requirement for the year ended December 31, 1974 was
t adversely affected by prices

supplied by hydro-electric generation. Accordingly the Comfiany was no
or shortages of fossil fuel (see “Business—Power Resources—Existing” and “Business—Fuel Supply ™).
The Company has not to date experienced significant delays in its construction program as a
result of environmental regulaticn or licensing problen... The Company is unable to predict whether
these factors will result in delays or additional costs in projects under construction or proposed fse¢
“Business—Environment” and wBusiness—Power Resources—Under Construction or Planned™).
For a description of hearings rela:ing to the Company's application for a construction permit for two
sdditional gencrating units at Colstrip, Montana, see “Business—Legal Proceedings.”




Company ...
Security Offered

Use of Proceeds

Business ..

Service Arca

Population
Customers

The following material is qualified in its entirety
statements (including !

Expected Offering Date
Dividend Payme

Sources of Generation {Year end
Available Peaking Capability—hilowatts

Total Capitalization

*Giving effect to the issuance of the

SUMMARY
by the detail 1 information and financial
he notes thercto) appearnng clsewhere in this Prospectus
THE OFFERING
Puget Sound Power & Light Company
600,000 <hares of . Prefe rred Stock,
cumulative, 320 par value
Mav 29, 1975
August 15, November 15
bank loans incurred for

construction purposes

February 15, May 15,

nt Dates
Repay

THE COMPANY
Production,

transmission, distribution and

sale of electric energy

Hydro 96% . fossil fuel 4
Appru.ximahlx a 500,000
Apprnximnlvl_\' 9900 square mies in the
western portion of Washington S
Approximately 1.020,000

Approximatd_\' 109,000

.l December 31, 1974)

tate

FINANCIAL INFORMATION

Years Ended Dece mber 31

1973 1974
Operating Revenues (thousands) £116,902 §142,393
Net Income (thousands) $ 15463 3 91385
Eamings per Common Share
Assuming no conversion of preference stock $2.94 £4.03
Assuming full conversion $2.89 23.88
Ratio of Eamings to Fixed Charges and Preferred Dividend Requirements
Actual 1.85 1.96
Pro Forma — 1.92%
As of December 31,1974
L (Thousands)
i Actunl As Adjusted®
Long-Term Debt $318,749  594% $318,749 57.8%
Preferred Stock 37,122 6.9 52,122 0.4
Convertible Preference Stock 14,814 2.8 14,814 2.9
Common Equity 166.05¢ 30.9 166,059 30.1
8536744 100.0% $551,744 100.0%
e p LAY A A

PSS

New Preferred Stock.




USE OF PROCEEDS AND CONSTRUCTION PROGRAM

The net procecds (approximately 3 )} from the sale of the 600,000 chares of 52
value preferred stock being offered hereby (the “New Preferred Stock™) will be applicd towa
repayment of ontstanding bank loans incurred for construction purposes. These bank loans ar
expected to aggregate approximately 448,000,000 at the time of delivery of the New Preferred Stock

Construction expenditures for 1974 amounted to approximately $94,400,000 and it is estimaty :
that the Company's 1975 construction program will require the expenditure of approximar '
$90,700,000 (excluding allowance for funds uscl durng construction) as follows: production pla.
additions and improvements, $61.700,000, including approxinately 343,500,000 applicable to th
Company's portion of the Colstrip generating plant in Rosebud County, Montana and approxmmnate
$16,000,000 applicable to the Company's portion of the Skagit Nuclear Project (see “Business—Pow.:
Resources—Under Construction or Planned”): transmission plant improvements and extensior
$7,700,000; distribution plant improvements, $10,200,000, new services and extensions, >9,200,00
and general plant iniprovements, 31,900,000.

The Company expects to finance the balance of its 1975 construction program with fund
obtained from internal sources and from short-term borrowings Such borrowings will be refunde
through the sale of debt and equity securities which are expecte d to approximate $45.000.000 durin,
the remainder of 1975, The Company's construction program for the years 1976 and
continuing review and adjustment, is estimated at 3500 000,000 (excluding allowance for funds used
during construction) of which approximately 75% is expected to be raised through the sale of secun-
ties. The amount, character and timing of future financing will be determined in the light of then

existing conditions. Sce “Business——Power Resources—Under Construction or Planned

19/, subhlect U

Gross clectric utility plant at December 31, 1974 amounted to $§672,269.000., During the five years
ended December 31, 1974 the Company made gross property additions (excluding allowance for funds
used during construction) in the amount of $264,535,000.




Long-Term Debt:
First Mortgage Bonds. ..o
Debentures.... . Beoaiiret e
Notes payable s
5.90% pollution control revenue bonds, series
1973, due 1998 . S A O
Less funds on deposit with trustee.....
Total Long-Term Debt B
Preferred Stock, $100 par value, 1,000,000 shares
authorized, 371,222 shares outstanding LT
New Preferred Stock, $25 par value. 3,000,000 shares
authorized (b), 600,000 shares to be issued

Total Preferred Stock

Preference Stock, $50 par value, 700,000 shares
authorized, 296,200 convertible shares outstanding

Common Stock, $10 par value, 10,000,000 shares
authorized (b), 4,997 852 shares outstanding

Additional paid-in capital
Eamings reinvested in the business
Total Common Equity
Total Capitalization

Bank Loans and Commercial Paper

(a) Assuming full conversion of the Convertible

9.4%; and Common Equity 32.8%.

(b) Subject to sharcholder approval, which is expect

ments, appearing elsewhere in this Prospectus.

The capitalization of the Company as of December 31,
adjusied to reflect the issuance and sale of the New Preferred Stock, is as follows:

Preference
Company, the adjusted capitalization ratios would be:

(¢) See “Use of Proceeds and Construction Program”
Bank lvans and commercial paper are expected to aggr®gate approximately
$18,000,000, respectively, at the time of delivery of the New Preferred Stock.

Reference is made to the Balance Sheets and Notes 4, 5,6, 7 and 8

CAPITALIZATION

mmTe

£ 46,200 (c)

—

ed on May 13, 1975.

with respect to repayment of bank
\‘\‘ll'ul\‘u’n ;\n‘i

Stock into Common Stock
Long-Term Debt 57.8%; Preferted Stock

1074 (see Balance Sheets), and as

_Pf"!"ff’ 3!.'!974. o o .--,f\_’,"dj““ff", -
_0—\!!?_(5"}‘5!\“. !’;-(io (Z\{cslfvvding l}uﬁ!in(»ﬂ\
(Thousands of Dollars)
$303,147 $303,147
8,486 8,486
525 525
20,000 20,000
.. (13,409) (13,409
. 318,749 5049 318,749 57.8%
37,122 37,122
e _15'900
37, 122 6.9 0532122 9.4
14814 2.8 ‘ 14,814 .7
49,979 49,979
34,689 34,689
. 81,391 81,301
_]66,0;’19 30.9 166,059 30.1
$536,7414 100.0% §551.744 100.0%

of the

loans

of the Notes to Financial State

r— -



The following

examin>d by Coopers & Lybrand,
is included elsewhere
oﬁher financial statemen

OPERATING REVENUES (Note 1)

statements of i

ts and related notes appean

OPERATING EXPEN SES

ration

Purchased and interc hanged power—net

Other

Maintenance (Note 1)

Depreciation (Note 1

Taxes other than Federa inco

F.df‘"\‘ ncome taxes i Notes 1 nm
Payable currently

me Lases (Note 9)
1 10)

Deferred investment Lix crodits—net

Deferred—other

Total operaling expenses
OPERATING INCOMI

OTHER INCOME-

Income [rom prope

NE
iy sales—net

Allowance for funds used during

cunstruction (N
Miscellaneous—net

tv 1)

Total other income- net

INCOME BE

FORE

INTEREST CHARGES

INTEREST CHARGLS
Interest on long term debt

Other interest

Amortization of debt expense. net of

premium (Nate

1)

Total interest charges

NET INCOME

LESS DIVIDI ND ACCTRIUALS

Preferred stoch

Convertible preference stod k
Total dividend i ruals
NET INCOME FOR COMMON STOCUK
Common shares— weighted average

Qutstanding

Assuming full convi

rsion of preference sto k

Earnings per comman share (Nowe 1)

Assuming no o

nversion ol prelerence stock

Assuming full CORVErsion
Dividends pet common share

Ratio of earning

preferred dividene

Note references

vs tor combined fixed charges and

| requirements

are to the Notes to Financial State

ncome for the five ye
i)u‘lll('
should be r

ng elsewhere herein.

independent certifi
in this Prospectus. The statements

STATEMENTS OF INCOME

ed

1970

$ 86,082

20 884
17.0256
3.7
8,585
10 854

626

(176)
61.627

25 0405

oY

77

141
1,000

5 20,145

11,0340
2,000

52
13,100
13,045

SR WS
1278

1 ORS

2 366

$ 1067Y

-
3,053,799
4 408 344
L %
$2.70
sonl
$176

184

ars ended December 31,

1974 have bec.

accountants, whose opimon

I?_‘Il

1972

1973

(Thousands of Dollars)

$ 94,101

22,966
17,723

4,085
10,467
10 851

1,309
269
11
68 284

25,817
270

1,419
4

1914

27.731

12613
1,188

13 86K
13 861
1,246
1 OR7
2.3%3
£ 1150
o
4112676
4 566, 752
$2 RO
$276
$1 82

1.93

ments included elsewher

3!0",‘40»

26,939
19651
5622
11,204
13,257
2.462
1.261

203

79 5494

28 547

14,720
16044

212
1,084

s 10
P
4367 055

4 R15079

$315
$308
AR

24

§116 902

25,582
23, 148
6140
12.331
14,861

2,958
a0
20

B 005

4,070 882

4 KON Six
o4

R
i)

-
- be
S

> -

1 RS

thereon

ead in conjunction with the

1974

$142

2.240
1074
3314

L 180T
4480 210
4,032,140

8400

$1 88

$1.0n

1 96

e in this Prospectus



For the purpose of computing the ratio ol carmngs tor combined fixed charges and preferred
dividend requirements, “eamnings” are defined as income hefore income taxes and fixeld charges
(adjusted for undistributed income or loss of unconsolidated cub-idiaries): “fixed charpges” consis!
of interest on debt. amortization of debt discount and expenses net of premium and such portion of
rentals as are estimated to be representative of the interest factor in the pnnu'ul.nr case, and Tpr

ferred dividend requirements’” consist of the requirements for dividends on the Company s prefurred
stock multiplied by the ratio that pre-tax income bears 1o net income.

The Company has caleulated supp'emental ratios of earnings to combined fixed charges and
pﬂ!ft‘rn‘d dividend requirements pursuant to Accounting Scries Release No, 122 issuvd August 10
1971 by the Sccurities and Fxchange Commission. In this supplemental caleulation
“preferred dividend requirements” are defined as above and “fixedd charges,” in additin to aten
referred to above, include the Company s allocable portion of interest included in the costs of powel
purchased from Washington public utility districts under long-term contracts (see "Busing - —Power
Resources Existing”). Such allocable portion of interest relates only ta those power purchases not
subject to future reduction under the contracts. The supplemental ratios of earnings to combined
fixed charges and preferred dividend requiremonts for the vears 1970 through 1974 were 1.51, 1.58,
1.73, 1.59 and 1.71, respectively.

Assuming a dividend rate of 116 on the New Preferred &tock. the pro-forma ratio of earmings
to combined fixed charges and preferred dividend recuirements 1or the vear 1974, alter gnving effect
to the sale of the New Preferred Stock and repay ment of notes payable to banks, would have been
1.92. The pro-forma suppleni atal ratio defined above for the year 1971, after giving oflect to the
sale of the New Preferred Stock at an assumed dividend rate of 11 and the repavment of notes
payable to banks. w wild be 1.68. A difference of 1y of 17, 0 the actual dividend rate from the as
sumed rate on the New Preferred Stock would change the pro-forma ratio of earnings to combined
fixed charges and preferred dividend requirements by less than 0.01 in both of the above cases.

Cearnings’ m

The annual dividend requirement on the New Preferred Stock will be 3

Operating Revenues, Net Income, and Net Income ol Common Stock for the 12 months ended
March 31, 1075 were 8149660000 <39 050,000, and $19.625 0 |v~pu-hn-!\ Eamings por common
share (based on the average pumber of shares outstanding during the period) were =124 Assum-
ing full conversion of the Preference Stock. earnings per common share were 54,08, These amounts
are unaudited but in the opimon of the Company reflect all adjustments (consisting of only normal
pecurring adjustments) necessary for a fair statement of such amounts

Management's Discussion and Analysis of the Statements of Income

An interim and general rate increase aceounted for about #11.7 million of the increase i opet
ating revenues for 19004 Sce “Business—Regulation and Rate * The general rate increase wasn
effect only during the last two months of 1971 and the full Mt of such increase will be retlocted n
1975 revenues. Sales to other utilities accounted for 11,1 millioe of ne reased 1974 operating revenues
Although the Company expects to sell power to other utilities in the future. the amount ol such
sales depends on the factors discussed under “Business Sales to Other Utilitios)”

The increase in operating expenscs for 1974 is due to inceased power costs Lo COVET INCTEA= i
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1 and 1973 is due o inflationary factors resulting in increascd wage rate
The increase in depreciation cxpense for 1974 and 1975 is due U
in depreciation rates in 1974. Taxes other U

a~ed revenues, property valuations an’!
l"t-dt'r..'.

power sales and for 197

and matenal and supply costs.
increased depreciable clectric plant and to an increase

Federal income taxes increased n 1974 and 1973 due to nore
salaries and wages upon which the other taxes arc bascd, together with increascd tax rates.

income taxes were significantly higher in 1974 primarily due to the increase in taxable income.

The increases in other income for 1974 and 1973 were due

for funds used during construction which are attributable to higher lev
and (2) an increase in interest income from funds invested by the trustee of the 5.907. poilutior

control honds.
The higher interest charges in
1972, 1973 and 1974 and higher leve

rates,
BUSINESS
General

The Company is an inv
of Washington Statc The territory served covers a

Puget Sound region of western Washington, and includes
of the State. On December 31, 1971 the estimated population of the Company’s service area total

over one million. On December 31, 1974 the Company had 408, 56 customers, consisting of 365
residential, 38918 commercial, 462 industrial and 1439 other customers. During the ycar ende
December 31, 1974 over 067, of th Company’s energy requirement was supplied by
generation In the future an MCFEasing percentage of the Compary's energs requIrements will

derived from projects using conl and nuclear fuel.

The hasic economic activities in the Company's service are
farming. shipping and those connected with various branches of n
include the manuiacture of commercial aircraft and aerospace products (including
trucks and logging equipment; oil re
chemicals, light metals, steel and iron products and cement; and

to (1) increases in the allowanc

o the issuance of additional bonds it

1974 and 1973 are due t
rest rates in exces: of prior avers,

ls of short-term debt at inte

estor-owned public utility furnishing electric service in the
Pl)r('\im:\tvlv 3.200 square miles, pnm'\p..}h in

part of Kittitas Countv in the ¢ ntral port

pany), ships, freight cars,
and other wond products,

1

i th

els of construction expe nditure:

western portion

‘1}'(12‘!»-(‘;'-- {n
i

a include manufacturing. lumhbering
ational defense, Major incdustri
The Boemng )

fining; the manufacture of pulp, paje

processing of food products.
ete derived 51.1% fro:

For the year ended December 31, 1974, the Company’s revenues w
05 4% from comne reial users, 10.6% from industrial users, a

residential service,
principally cales to other utilities During this period, 00 single custome
2.2¢ of the Company 's operating Fevenues.

11, 1974 the average kilowatt-hour use pe
kilowatt-hours, almost tw ice the national averaze,
¢ kitowatt-hour compar
1974 the available peaking

For the year ended Ded ember
served by the Company was 13,806
pate for electnicity sold to all home users was 1.44 cents pe
average for inve 1 00 cents. At December 31,
bility of the Company Was approximately 2 500,000 KW, The Company s historical peak load
2,115,200 KW occurred December 7, 1952

The Company has no significant competition in the territory now

tributing electricity, except from the Cities of Tecoma and
service arca and whose municipal eloctric system operations extend to some areas outsi

city limits. Since 1930, public utility districts, which may be created by a pul
8

Aor owned utilities of !

served by it from others «

nd 12,97 from other
r accounted for more thar

r residential custome:
and the avera
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de of the

lic vote, have had t'



power by statule to condemn propurties of private Iy owned public utilities under cortain circumstances
and subject to certain limitations. Prior to 1969, such power of eminent domain could he exe rcised
rsuant to a resolution of the distnet commis=sion without a public vote on such condemnation
In 1969 the Washinzton Jegi<lature qualified such power ol eminent domain by requiring, except under
certain circumstances, a public vote on proposals by a di=trict to construct or acquire any electri
facilities for the generation, transmission or distnbution of elecirie power. The Company has no
knowledge of any proceedings of this nature pending or threatencd.

The Company has approximately 1.820 regular emplovees, of which approximately 1,350 are
members of the International Brotherhood of Electrical Workers,

Sales to Other Utilities

The Company has begun o sell increased amounts of power to other utilities as a result of in-
creased use by utilitics in the Southwest portion ui the United States of power 1o displace their own
generation from high cost oil-fired sources

Firm power is generally available for sale to other utilitics (1) if the demand for power by the
Company's retail customers is Jess than the Company’s projections of such demand or (2) if the
timing of new resources creates a temporary firm power surplus.

Nonfirm power is available for sale to other utilities during periods when stream flows for hydro-
generating plants supplying the Company are above the mimmum expected levels. based on the
recorded conditions over a 10-year historical period. The Company has sufficient firm resources 1o b
able to meet its firm load under minimum cxpected water conditions. During periods when stream
flows are above the minimum expected levels, surplus power is produced at hydro-generating plants
and such power is used to displace power from the Company’s higher-cost thermal generating plants.
This displaced thermal gencration is then available for sale to other utilities. To the extent that the
Company has surplus power from hydro-electric sources which is in excess of power required for
displacement of the Company's thermal g neration, such power is also available for sale to otaer
utilities,

In 1974, revenue from such sales by the Company amounted to approximately $11.1 million of
which $3.2 million (581 milhon Lkwh) was sales of firm power and $7.9 million (1,783 million kwh) of
nonfirm power. The Company expects to continue to make sales of power to other utilities in the
future and, on the hasis of the average of 30 vears’ water conditions, it would annually have approxi
mately 1,500 million Lwh of nonfirm power available to displace its own thermal generation and to s Il
to other utilities if average water conditions prevail for a given year. Water conditions were above
average in 1974 and below average in 1055, The amount of such sales in the future will depend
primarily on the availability of power in excess of the Company’s requirements. The Company’s ability
to market this power is dependent on the availability of transmission facilities and is aflected by the
amount of surplus power of other Northwest utilities and the Bonneville Power Administration which
is available for sale to other utilities,

Regulation and Rates

The Company is subject to the regulatory authority of (1P the Washington Utilities and Trans-
portation Commi=sion (“WUTC™) as to rates, accounting, the issuance of securities and certain
other matters, (2) the Federal Power Commission (“FPC") in the transmission of electric energy n
interstate commerce. in the sale of electric vnergy at wholesale for retail, in the licensing of hydro-
electric projects and in certain other matters and (3) the Montana Public Service Commission as 10
accounting and certain other matters in connection with the Colstrip generating plant. Under Wash-




ington law the WUTC is required to act upon rate filings within cleven months of the date of filing

Effective November 1, 1974 the WUTC granted a gencral rate increase which would produce o
increase in anrnual rcvenues of approximately S22.577.000, or 2077 in annual operating revenu
the basis of the Company’s operations for the 12 months cnded June 30, 1973, The amount gran
was about 987 of the original request by the Company. The WUTC had granted the Compans
interim rate increase representing approximately <12.000.000 of increased annual revenucs, which v
into effect on February 9. 1974 and continued until the gencral rate increase became cliective

The WUTC's order also required the Company to impose a 5% surcharge in addition to ¢
general rate increase on all electric power delivered to commercial and industnial customers dur
the four month periorl November 1, 1974 through February 28, 1975, the winter peak demand pe
for electrical energy in the Pacific Northwest. The WUTC <tated that the surcharoe wis desier
to provide an cconomic incentive for businesse< to eliminate energy waste in their commercial o
industrial operations. The WUTC reserved the right to order refunds of the surchargze. in whel
in part, to such customers if experience with this surcharge indicates that the surcharge ha- “mern
resulted in substantial increased revenue to the Company with no measurable reduction in den
for encrgy attributable to the surchargze.” Revenue from the surcharge amounted to approxima’
$1,000,000 and has been deferred by the Company

The Company’s previous general rate increase became effective April 18, 1972 and represont
an increase in electric rates of 117,7,.

The WUTC has also granted a rate increase to he applied as a surcharge on rates to allow
Company to recover certain rescarch and development expenses, The increase became effective «
August 13, 1973 and as a result of an extension runs through December 31, 1975, Revenues fro
this surcharge amounted to approximately $750,000 in 1974 and are anticipated to approximats
$980,000 in 1975,

Power Resources—Existing

Of the Company's present electrie requirements approximately 80, is obtained through lor
term contracts with several of the Washington public utility districts owning hydro-clectric pro ¥
on the Columbia River at a cost in 1974 of about 3 mills per kwh. The balance is supplied b
Company's own generation, purchase and interchange, w hich are primarily from hydro-electric sour

The purchase of power from these projects is penerallv on a “cost-of-service’ basis under whi
the Company pavs a proportionate part of the annual cost of each project in direct ratio to the an
of power allocated to it. These projects are financ ed through substantially level debt service paviion:
and their annual costs should not vary substantially over the term of the contracts. Appropri
amounts of all-risk insurance are in eflect

The Company is currently entitled to purchase portions of the power output of the district

projects as set forth in the following tabulation: Suitons R
Amount Purchasahle
_Approximately )

— - Contract
Kilowatt Expiration
Svejors Ownse Project e of Output Capacity Dt

PUD No. 1 of Chelan County Rock Island v 8719 217,000 2012
PUD No. 1 of Chelan County Rocky Reach 59.7% 768,000 2011
PUD No. 1 of Douglas County Wells 50.3% 424,000 2018
PUD No. 2 of Girant County Priest Rapids 14.5% 130,000 2005
PUD No. 2 of Grant County Wanapum 16.99 152,000 2000
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The Company's share of the output of the existing Rock Island Project will be 87.17% through
June 30, 1983, and will decrease gradually comme ncing July 1, 1953, to a minimum of 507 for the
period from July 1, 1999 until expiration of the contract (For the expansion of the Rock Island
Project see “Power Resources—Under Construction or Planned”.) The Company's share of the
output of the Rocky Reach Project may be reduced over a period of vears to 58.9% upon exercise of
withdrawal rights by the District for use within its local service area and by Colockum Transmission
Company (a subsidiary of Alcoa). The Company's share of the output of the Wells Project may be
reduced over a period of vears to 31.3% upon the exercise of withdrawal rights by the District for use
within its local scrvice arca. The Company’s shares of the output of the Priest Rapids and Wanapum
Projects may be reduced over a period of years to 8% and 10.8% , respectively, upon exercise of with-
drawal rights by the District.

Certain United States utilities are obtaining the benefits of over 1.000,000 KW of additional
capacity as the result of the ratification of a Treaty between the United States and Canada by which
Canada is providing approximately 15.500.000 acre-feet of storage on the upper Columbia River. The
Company is obtaining a portion (estimated at 160,000 KW in 1975) of this power by virtue of its
existing contracts to receive power from Columbia River plants. In addition the Company has con-
tracted for 17.57% of both capaaity and average cnergy (240000 KW and 130,000 KW, re-
spectively, in 1975) of Canada’s share of the power resulting from such storage (Columbia Storage
Power Exchange). These amounts decrease gracdually until expiration of the contract in 2003. This
power has been assigned to other utilities subject to future withdrawal by the Company. Notice has
been given that the Company is withdrawing a portion of such power (84,247 KW of capacity and
45,147 KW of average encrgy) effective Apnl, 1975,

The Company has also contracted to purchase from other utilities Columbia Storage Power
Exchange power in the approximate amount of 300,000 KW of capacity and 161,000 KW of average
energy. This power became available in April, 1975 and is subject to rights of withdrawal by the
other utilitics in future vears. Certain of these utilities have withdrawn their power effective March
31, 1976. Therefore, the Company will have available commencing April 1, 1976, approximately
186,000 KW of capacity and 98,000 KW of average energy.

The Company owns a 7% intercst in the 1.100,000 KW coal-fired steam-electric plant near Cen-
tralia, Washington, built jointly by a group of four investor-owned utilities and four public ag neies
Unit No. 1 was declared to be commetcially operable on July 11, 1973, and Unit No. 2 on September 1,
1973. The present rated capability of 1,274,000 KW is expected to be increased to approxin ately
1,400,000 KW (the design capability ) w hen additional tests and possible modifications are completed.

The Company has leased a 67,500 KW combustion turbine which has been installed on a site
near Ferndale, Washington. This unit became operational on December 13, 1974 for standby and
peaking capability.

Other Company-owned plants have a generating capability of 426,950 KW.

The Company also has a contract to receive power from thg Bonneville Power Administration
through September, 1977 equivalent to approximately 147 of the annual output of Hanford Atomic
Power Plant No. 1. Starting on July 1, 1950 the Company will be entitled to receive 80,000 KW
of capacity and 68000 KW of average energy from Washington Public Power Supply System
(“WPPSS") Nuclear Project No. 1 until July 1, 1996,

The Company, the Bonneville Power Administration and various other utilities and agencies in the
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arca have entered into a long-term Coordination Asreement extending until June 20, 2003 Tl
agreement provides for the coordinated operation of substantially all of the power plants and reservo
.in the Pacific Northwest. Among other things, it materially increases the ability of the Company
carry load with its existing resources dunng periods of insufficient stream flows or forced outages of
equipment.

Power Resources—Under Construction or Planned

'
i(

Estimated Construction Cost

Estimated
Net Energy Date of s Dollars
Unit Capability Source Planned Total (ay Company’s
Project and Location No. (Megawatts) (Fuel) Operation per KW (Millions:  Share(’
co(l;(:lnp M i o i ] | 9.75 |
strip, Montana 1 330 Con 9.75| P aAG
2 330 Coal 7.76) $336 $ 222 50
3 700 Coal 1979 - .
4 700 Coul 1980 328 499 2
Rock Island
Rock Island, Washington 1 410 Hydro 1977)
through through | 400 164 th)
B 1978
Skagit
Scdro Woolley, Washington 1 1,288 Nuclear 1982] 542 1.395 &0 )
1,288 Nuclear 1985 o oo =
WPPSS No. 3
1,240 Nuclear 1981 547 678 5

Satsop, Washington
(a) Excluding allowance for funds used during construction and transmission facility costs
{b) The Company will receive, under a power contract with Chelan County Public Utility Distnet
No. 1, the owner of the facility, 100 of the output through the year 2012, subject to reduction
after July 1, 2000, as described below.

(¢c) Approximately.
Colstrip Project—The Company is jointly constructing with The
(“Montana Power”) two coal-fired, mine-mouth thermal generating uni
(“Colstrip Project™), 100 miles cast of Billings. The two umis w.ll each have a net capx
330,000 KW and will burn coal controllcd by Western Energy Company, a subsidiary of Montar
Power. A related transmission line and other associated facilities may require approval of the Bureau
of Land Management and other Federal agencies, and environmental impact statements ma} T

required in conjunction with such approvals. See “Environment.”

The Company has joined with four other utilities in determining the feasibility of constiucting
two additional 700.000 KW units at the Colstrip site. In June, 1973 the five utilities applied for a
certificate for the two additional units under the Montana Utility Siting Act of 1973, This matter has
been set for hearing as a contested case before the Montana Board of Natural Resources and Conser
vation following an unfavorable departmental report. Sce “Fnvironment” and “Legal Procecdings.’
In the event that the additional units are constructed. the entire proje
Montana Power's share, would be transmitted over two 500 KV transmission lines to be constructs d
from Colstrip to a point of interconnection with the main northwest transmission grid near Hot Springs
Montana. Costs of these transmission facilities are estimated 1o be approximately S185.0U0UCU: the
Company's portion of these costs has not been determined. Additional permits from Federal and state
agencies, together with environmental impact statements, may be required for the two additional units

transmission lincs and related facilities.

Montana Power Comp.
ts at Colstrip, Montana

) :}!'j‘ 1

ot output, less a portion of
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Rock Island Project— Construction commenced in 1971 on cight additional generating units at
the Rock Island Project. The additional units will produce .xp;nn\imau-l_\' 410,000 KW of capacity
and 150,000 KW of average encray. The Company has <zned a contract whereby the Company will
purchase the entire output of the additional units on a “eost-of-service” basis until the year 2012,
which may be reduced not in excess of 107 per year beginnin* July 1, 2000 to 50¢; upon the exer-
cise rights of withdrawal by Chelan County PUD for use in its socal service area.

 Skagit Project—The Company has proposed the construction of a nuclear power project on a
site near Sedro Woolley, Washington (“Skagit Proiect”™ ), about 60 miles north of Seattle. The project
is expected to consist of two nuclear gencrating units, each with an expected net plant capahility of
1,288,000 KW. Bechtel Power Corporation has been retained to act as architect-engineer and con-
struction manager for the project. Contracts have been entered into with General Electric Compans
for the nuclear steam supply svsiems and mitial nuclear fuel for the project and Westinghousc Electric
Corporation for the turbine-generting units. The proposed project will be a regional resource. Neces-
sary contracts for joint ownership with other utilities are being negotiated.

The Company has appiied to the State of Washington Thermal Power Plant Site Evaluation
Council (“TPPSEC") for site certification, which must be obtained before construction may begin
TPPSEC has scheduled hearings on the Skagit I'roject commencing May 22, 1975. Several groups and
individuals have intervened in opposition to the project, The final decision on site certification will b
made by the Governor after receipt of TPPSEC's recommendation: the Governor's decision 18 subject
to judicial review. The Company has applicd to the Nuclear Regulatory Commission (“NRC") (form-
merly the Atomic Energy Commission) for a limited work authorization permitting preliminary site
preparation and for construction permits for the Skagit Project. One organization opposing the project
has been admitted in the NRC proceedings as an intervenor. A hearing on the limited work authoriza-
tion is scheduled to commence July 15, 1975. Hearings on the construction permits are expected to
be held in 1976, The Company will also eventually apply to the NRC for licenses to operate the
project upon completion of construction

WPPSS No. 3 Project—The Company has executed an ownership agreement to acquire a 5%
undivided share of WPPSS Nuclear Project No. 3 near Satsop, Washington, This plant is expected
to have a net electrical capability of approximately 1.240.000 KW and is currently scheduled to be

in operation by September, 1982,

Fuel Supply

For the year ended December 31, 1974, over 96¢; of the Company's energy requiren nt was
.‘.“_ '“’T"‘

supplied by hydro-electric generation. For the 1974-75 operating vear (July 1, 1974-June
less than 1/ of the Company’s encrgy requirements will be derived from projects burming oil and
natural gas and less than 4 from projects burming coal, if average water conditions prevail for suct
year. The Company does not own or lease coal lands or reserves. but purchases the coal requir d for
each of its coal-fired plants under long-term contracts. In the future an increasing percentage of the
Company's encrgy requirements will be derived from projectgusing coal and nuclear fuel.

Coal Projects. The Company and Montana Power, as joint owners of Colstrip Units 1 and 2. will
purchase the coal requirements for the units from Western Epergy Company, a subsidiary of Montana
Power, under the terms of a long-term coal supply agreement providing for a fixed cost per ton, with
escalation provisions to cover actual mining cost INCreases. Under the terms of this agreement. Western
Energy Company has agrecd 1o supply 85 million tons of oal which is expected to be the require-

13




ments for Units 1 and 2 over the project’s anticipated useful life. The coal supply agreement sprcifi
a maximum sulfur content in delivered subbituminous coal of 1.5% and an average content of 0.7
There are no current or known future regulatory lumitations on the sulfur content of such coal. S+
“Legal Procecdings™ for discussion of air quality regulations limiting emissions. A long-term coal suppil
agreement for Colstrip Units 3 and 4 is under negotiation. It is anticipated that coal supply arrang

ments for Units 3 and 4 will be similar to those obtained for Units 1 and 2.

The Company and the other seven joint owners of the Ceniralia Project have entered into a lor
term coal supply agreement with Washington Irrigation and Doevelopment Company (“WIDCO™) an
Pacific Power & Light Company (“Pacifi ), who jointly own and lease certain coal lands in Lewis an
Thurston Counties, Washington. WI1DCO and Pacific have agreed to supply up to 125 milhon tons ¢ |
subbituminous coal which is estimated to be the coal requirement of the Centralia Project over i
anticipated useful life. The sulfur content of the coal is approximately 0.7% and there are no currer’
or known future regulatory limitations on the sulfur content of such coal. The Centralia Projp
has made major additions to its electrostatic prec ipitators to limit emissions to meet local air quality
standards at full plant output, and air quality standards have been met at a plant output of 1.274.01
KW. Additional plant modifications may be required to increase the plant capability above its current
Jevel. Coal costs are presently running at approximately 39.00 per ton (56¢/MBTU)

Nuclear Projects. Generally, the supply of fuel for nuclear generating units involves the acq i-
sition of uranium concentrate, its conversion to uranium hexafluoride, enrichment, fabrication of the
nuclear fuel assemblies and reprocessing of the spent fuel. The Company has contracted for sufficient
uranium concentrate for the initial core loading and one reload for each of the two units planned at
its Skagit Project. Although the Company has not entered into an agreement for conversion, it ddoes
not anticipate any difficulty n obtaining such an agreement. In June, 1974 the Company and the
NRC entered into a contract to provide enri hment services by NRC for the Skagmt Projoct lor o
years at prices subject to change by the NRC from time to time. The Company has also entered mt
an agreement providing for the fabrication of the fuel for initial core loading and first n load. ™™
following table shows cstimated uraniuim concentrate requirements and commitments

Thousands of PP'ounds of Uranium Concentrate

Unit 1 Unit 2
—Yﬂn Required il:rq‘ul.n-d (’omm‘iu.od _f{;_«_;?in& 7_(‘.omminnl
1980-1981 : : o 1457 1,457 — -—
1982 . . eoshk el 699 699 1,457 1,457
1983 . e ; 668 0 0 0
| . —— 0 0 0
1985 : 600 0 699 699
1986 L P 600 0 668 0
1987 . . b Sres chai il 600 0 553 0
Annually thereafter . U “« 0 600 0

Additional contracts for uranium concentrate. conversion and fabrication will be required for
operation of the plant after initial core loading and first reload; however, availability, prices and term:
cannot now be predicted.

The Company, as a 5% owner of WPPSS Project No. 3, has with other owners contracted for
sufficient uranium concentrate, enrichment and fabrication for fifteen years of operation of the project

14



s, They utilize an area classification plan and initially designate al
as Class 11, in which moderate air quality deterioration is permissib
to provide for some industrial growth. Any arca may be reclassificd by a state, Federal land manag::
or independint Indian reservation after public hearings, but Federal lands may be reclassified onl
to Class 1, which permits virtually no increases in pollutant concentrations. The Company be lieves ti
its existing generating umts and the two generating units pre<ently under construction at Colst
Montana operale or will operate in comphance with current interpretations of these regulation
Company cannot now cstimate the impact upon it of any future reclassification of one or mor
areas in which its generating units are then located, of future interpretations of these regulations, ol
the effeet of the regulations upon the proposed additional umts at Colstrip. The Company an
other particapants in the Colstrip Project are seeking judicial review of these regulations belor
the United State Court of Appeals for the Sixth Circut,

of certain pollution control cquipment at

t ¥

better than national standard
clean-air areas in the country

The Company has anticipated financing its share
Skagit Project and the WPI'SS No. 3 Project through the issuance of pollution contro! revenue
The Boards of County Commissioners of Skagit County and of Grays Harbor County have agreed 1o
authorize the snance of such bonds on terms and conditions to be negotiated. On \May 22, 19574, a
association and fwo individuals filedd an action agunst Skagit County in the County Syperior Cour
challenging the vahdity under the Washington Constitution of the Washington statute authonzng
issuance of such honds and sccking to prevent the Company from financing certain 1A pes of equipren’
at the Skazit Project with sue b bonds, On October 17, 1074, the Washington Supreme Court.n Purt
of Longuvici 1 Taxpavers of the Port of Longricw, held the statute at issue to be unconstitution i
As a result it appears likely that unless the Washington legislature and voters adopt a constitut
amendment, the Company will be unable to finance pollution control equipment for the Skamit :
WPPSS No. 3 'rojects, and other projects o atedd in Washmgton State, through sales of pollution
control revenue bonds, This will result in increased financing costs

In June 1973, the Company ar d four other utilities filed an application with the Montana D

f Natural Resources and Conservation (“Department”) for a certificate of environ
neeid under the Montana Utility Siting Act of 1971 in order to constr
Coletrin. Montana. The Company would have a 50 ownersl
(075 the Department advised the Montana Board of Natut

partment « ment
compatibility and publ
two additional generating umts al
interest in the two unit In January,

Resources and Corse rvation (" Board ) that the Department was not ;'-'r~n‘n1w| that the proj
additional umits repre «ont the “"mingnan wiverse environni ntal impact” or that there s 2 "t
for the project m Montana, as those torms are used under the Siting Act. Final authority to is=s
the certificate or to deny the application rests with the Board, subject to judicial review The B
has set the matter for hearing as a contested case. with hefeings to commence April 21, 1975, Sever
groups and individuals have appeared in the pros eedings in opposition to the project In the ovi
the Company is unable to obtain the neccssary certificate, it may have to charge operations Wil
cancellation charges and construction exvenditures Such cancellation charges were approximat
$1,600,000 as of December 31, 1074 and are not expes ted to increase materially in 1975, Constructi
by the Company as of December 31, 1974 were approximately 2400000 and an
tional $1.100,000 i< expected to he expended prior to the anticipated date of decision by the l
Should charges to operations become nEcessary the Company will request the approval of the Wa
ington Utilitics and Transportation Commission to amortize the charges over a period of year

expenditure
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Environment

The Company is ~ubject to environmental and other regulation by Federal authoritics including
the Environmental Protcction Ageney (“EPA™) and state and local authorities. The Company does
not believe that material expenditures will be required under applicable environmental laws for addi-
tional pollution control cquipment for existing facilitios of the Company. All of the Company s current
construction projects have been designed 1o comply with environmental laws and regulations currently
applicable to them, and the cost of pollution control facilities is included in the construction hudgets
for those projects.

To date the Company has expended or hecome contractually committed for appro wately $18
million for the equipment required to bring existing facilities and those under construction into com-
pliance with environmental controls and regulations. The future cost to the Company related to en-
vironmental controls for particulates and culfur oxides for the two additional gencrating units at the
Colstrip Project is estinated to be approximately 230 million. Mining of the coal for these projecis
is subject to state or Federal regulations respecting land reclamation. Legislation to regulate strip
mining is pending in Congress, but the Company cannot predict at this time the impact on the cost
of coal for its projects if such legislation b comes Jaw,

On June 13, 1973 various plaintifis fled suit in the U.S. District Court for the Ditrict of
Columbia against certain Federal agencies alleging that they arc making decisions concerming the de-
velopment of coal re-ources of the No: thern Great Plains Region without making requisite environ:
mental impact statements in violation of the National Environmental Poliey Act. On February 14,
1974 the Court granted the Federal and intervening defendants’ motions for summary judement and
the intervening defendants’ motion for judgment on the pleadings. The plaintifts have appealed to the
United States Court of Appeals for the District of Columbia,

On October 16, 1973 varicus plaintiffs filed a complaint in the United States District Court for
the District of Montana at Billings against various Federal agencies. The original complaint was
dismissed and an amended complaint was filed secking injunctive and declaratory relicf in regard to
the disposition of water rights to certain bodies of water in Montana. The Colstrip Project will prob-
ably utilize water to be withdrawn from one of those bodies of water.

The Company is unable to predict the ultimate effects of the-e proceedings and of other aspects
of the developing environmental laws and regulations upot the Colstrip or Skagit Projects or upon
any other projects which the Company may undertake i the future However, it is possible that they
may delay or impede the Company s construction and operation of such projects and require the
Company to make substantial additional expenditures.

Legal Proceedings

The Muckleshoot Indian Tribe filed a complaint agains<t the Company on July 18, 1972 in the
United States District Court for the Western District of Washington requesting  damages of
$45,000,000 for alleged wrongful diversion ana conversion ot water from the White-Stuck River and
an injunction against further diversions, This complaint relates go the Company ‘s 6 1,400 KW White
River Generating Plant which was constructed in 1010 In the opinion of general counsel, the
Company has substantial defenses in this litigation and there is little likelihood of signmificant recovery
against the Company.

EPA regulations, adopted eflective January 6, 1975, require the air quality implementation
plan of each state to prevent significant deterioration of ambient air in areas where air quality is

15
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Flectric revenues by classes (thousands) =E
Residential $49 897
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Other consumers ARTH
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MANAGEMENT
Directors

Winston D, Brown
Chairman of the Board (Retired), Howard S. Wright Construction Co., Seattle

Raven M. Davis
President of the Company, Bellevue

Joun W. ErLuis
E xecutive Vice President of the Company, Bellevue

F.J. Hers
Chairman of the Board, The Bellingham National Bank, Bellingham

J. H. Kinc
Vice President and Treasurer of the Company, Bellevue

Lowert P. MickrLwarr
Director Emeriius, The Boeing Company, Seattle

Roserr D. O'Brirn
Chairman of the Board, PACCAR Inc, Bellevue

Inving B. RaniL
Chairman of the Board, Star Machinery Company, Seattle

RaLpu Stonnvans
Chairman of the Board, Associated Grocers, Inc. and
President, Ralph's Thrijtway Stores, Olympia

Officers
Ralph M. Davis ... President
John W. Ells Executive Vice President
J. H. Abramson Vice President—Administration
W. J. Ferguson I Vice President—Major Projects
L. E. Hall Vice President—Public Aflairs
J. H. King A Vice President —Finance ana Treasurer
D. H. Knight . ‘ Vice President —Power Supply
R. F. Whaley Vice President &nd Controller
R. C. Wing o Vice President
W. E. Watson — Secretary
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DESCRIPTION OF THE NEW PREFERRED STOCK

General
The following statements include summaries of certain provisions relating to the New Preferr
Stock contained in the Company’s Arti les of Incorporation (the “Articles”), Mortgage Indintur
Debenture 'ndenture, and Statement of the Relative Rights and Preferences of the New Dreier
Stock, all of which are Exhibits to the Registration Statement of which this Prespectus is a |
* Reference is male to the pertinent Exhibits for a full and complete statement of such provisions
the following statements are qualified in their entirety by such reference.

The Arti~les at present authorize three classes of capital stock 2100 par value Proferred St
$50 per value Convertible Preference Stock, and $10 par value Common Stock. It is antiapate It
the shareholders of the Company will. on May 13, 1975, approve a proposal to authonze
shares of £25 par value Preferred Stock: the 600,000 chares of New Preferred Stock being offers
hereby will constitute the first series of the $25 par value Preferred Stock.

The remaining 2,400,000 shares of 25 par value Preferred Stock may in the future be issucd a
additional secries of 325 par value Preferred Stock without further approval by the shan holders. in

cluding such terms as the Board of Directors may fix according to law.

Dividend Rights

The holders of the New Prefecred Stock, together and on a parity with the holders of the S10¢
par value Preferred Stock. will be entitled to receive, when and as declared by the Board of Directors
cumulative dividends at the annual rate fixed for each particular series, before the Company ma’
pay dividends on, make any other distiibutions on, or make any expenditures for the acquisition i
shares of the Preference Stock or the Common Stock.

Dividends on the 600,000 shares of New Preferred Stock will be pavable at the annual rate « i
fied on the cover page of this Prospectus on the fifteenth days of February, May, August and Ni
ber. The first dividend on the New Preferred Stock will accrue from the date of original issue an
will be payable on August 15, 1975.

Liquidation Rights

In the event of any involuntary liquidation, dissolution or winding up of the Company. holder
of the New Preferred Stock, together and on a parity with holders of the $100 par value Prefern
Stock, will be entitled to receive. before any distribution is made on the Common Stock or thu
Preference Stock, the par value of such shares (825 or £100, as the case may be) plus accrued dis
dends, or, if such liquidation, dissolution or winding up is voluntary, such holders will be entitle

to receive the applicable optional redemption prices.

Redemption Provisions
The Company may, at its sption. redeem, on not less than 30 nor more than 90 davs’ notice, th

New Preferred Stock in whole or in part at the applicable optional redemption prices, including n
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each case accrued dividends. The optional redemption prices for the New Preferred Stock are
$ per sharc if redeemed on or prior to Junc 1, 1980: § if redeemed thereafter and on or
prior to June 1, 1985, $ if redeemed thereafter and on or prior o June 1, 1990; and > if
redeemed thereafter, including in cach case accrued dividends; provided, however, that the Company
w'l' not, prior to June 1, 1980, redeem any shares of the New Preferred Stock in any refunding
operation involving funds (other than the proceeds of an issue of junior stock) having an cflective
cost to the Company below that of the New Preferred Stock.

Voting Rights

The holders of the Common Stock have exclusive voting rights except as referred to below under
“Restrictions on Corporate Action,” except when holders of £100 par valuce Preferred Stock. =20 par
value Preferred Stock or Preference Stock are entitled to vote under the Articles as a result of an
arrearage in dividends, and except as otherwise required by the laws of the State of Washington.

Whenever dividends pavable on any $100 par value Preferred Stock or 8§25 par value Preferres
Stock are in arrears in an amount equivalent to or exceeding four quarterly dividends, holders of
$100 par value Prefeired Stock have the right to clect the smallest number of directors neces=ary to
constitute a majority of the Board of Directors and holders of $25 par value Prelern d Stock have
the right to elect tv.o directors. Such rights shall continue until no dividends are in arrcars and the
current dividend has been set apart.

|

Restrictions on Corporate Action

The Company may not, without the consent of two-thirds of cach outstanding class of Preferre i
Stock: (i) authorize aay prior ranking stock: (ii) change the terms of the Preferred Stocks in any
prejudicial manner, provided, however, if such change would be prejudicial to the holders of one
class, or any series thereof, alone. onlv the like consent of holders of such class or series of stock is
required; (i) dispose of substantially all of its property (but no consent is required to mortrage
assets of the Company); or (iv) dispose of any shares of either class of Preferred Stock unless certam
earnings and othcr tests are complied with.
ajority of cach outstanding class of Preferred
by the laws of the State of Washington), n
) incur unsccured indebtedness

The Company may not, without the consent of a m
Stock (or such greater proportion as may be required
certain instances (i) merge with any corporation or (1
hts of each class of Preferred Stock described above in this
any of the matters specified, provision is made for the
referred Stock at the time outstanding.

Under the Articles, the voting rig
section are not effective if, in connection with
redemption or other retirement of all such class of P

Preemptive Rights
No holder of shares of stock of any class has preemptive or ther rights to subscribe for or pur-
chase any stock of the Company of any class, or securitivs convertible into stock.

21
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Liebility for Further Calls or Assessments
The New Preferred Stock, when issucd

will be fully paid and nonassessable

Transfer Agents and Registrars

Rainier National Bank, Qeattle, Washington and Manufacturers Hanover Trust Company, N
York, New York will both be Transfer Agents and Registrars for the New Preferred Stod
)

e —— ] —— -
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LEGAL OPINIONS AND EXPERTS

The validity of the New Preferred Stock offered hereby is being pis d upon for the Company by
Messrs. Perkins, Coie, Stone, Olsen & Williams, 1900 Washington Buil ling, Seattle, Washington,
general counsel, and for the Underwnters by Messrs. Mudge Rose Guthrie & Alexander, 20 Broad
Street, New York, New York. All matters pertaining to the laws of the States of Washington and
Montana are being passed upon only by Messrs. Perkans, Coie. Stone. Olsen & Williams.

Messrs. Perkins, Coie, Stone, Olsen & Williams have reviewed the statements made herein as to
matters of law and legal conclusions under “Business” with respect 10 “Regulation and Rates”
“Fuel Supplv.,” “Environment” and “Legal Procecdings,” and under “Description of the New P're
ferred Stock” and those statements are sel forth herein on the authority of such firm as experts. At
April 15, 1975, attorneys in that firm were the b neficial owners, dircetly or indirectly, of approxi-
mately 600 shares of the Company's comn.on stock and $40.000 in principal amount of its first mort-
gage bonds.

The financial statements of Puget Sound Power & Light Company as of December 31, 1974 and
for the five years then ended have been examined by Coopers & Lybrand, independent certified public
accountants, and are included in this Prospectus in reliance upon the accompanying report of said
firm, which report is given upon their authority as experts in accounting and auditing

23




BALANCE SHEETS

ASSETS

UTILITY PLANT:

Electric plant, at original cost (Notes 1, 2, 7 and 13)

Less accumilated depreciation (Note 1)
Net utility plant s et e

OTHER PROPERTY AND INVESTMENTS:
Nonutility property, at cost

Investment in and advances to subsidiaries (Note 1)

Other investments, at cost (Note 3)
Total other property and investments

CURRENT ASSETS:
Cash (Note 8).
Acrcounts receivable:
Customers
Miscellaneous . .
Less allowance for doubtful accounts

Materials and supplies, at average cost
Current portion of deferred income taxes (Note 1)
Prepayments .

Total current assets

DEFERRED CHARGES:
Advance under power contract
Unamortized debt expense (Note 1)
Accumulated income taxes (Note 1)
Thermal plant feasibility costs
Prepaid power costs
Other .. .. PR R T TR PN
Total deferred charges .

24
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The accompanying notes are a part of the financial statements.

December 31
1974

Decembier

1973

(Thousands of Dollars

. $672,269

92,766

. 579,503

79
2,543

880
4,602

3,701
3,769
4,543
(408)
17,904
9433
900
1,326

33,264

oEmr 61
ovibH]

81,074

2,7
1,467

4,00

1,294

9861
3,651
(340)
.t)“l."j
1,195

'.)l e~
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Puget Sound Power & Light Company
BALANCE SHEETS

LIABILITIES AND CAPITAL

December 31 December 31
1974 1973

(Thousands of l;tllarnt' X

CAPITALIZATION:

Shareholders’ investment:
Common stock (Notes 4 and 12) .. $ 49979 $ 43,850
Additional paid-in capital (Notes 5 and 12) e, 34,689 26,976
Earnings reinvested in the business (Note 6) . s mnenaeesneeee 81,391 73,202
Total common equity . e et v .. 166,059 144,028
Preferred stock (Note 4). . LY , : OEATICIO | % 39,345
Convertible preference stock (Note 4) . . B e e __1.4:8!4 - 1‘4,.&‘14
Total sharcholders’ investment e s T RS 217,995 198,187
Long-term debt (Note 7) L C e i e - R 256,116
Total capitalization A e TR £ AL o et 536,744 454,303
NOTES PAYABLE TO BANKS (Note 8) s Sl Pl . 30,500 41,000
CURRENT LIABILITIES:
Commercial paper (Note 8) . e 15,700 6,000
Accounts payable e eemsonssaisakilaniries veas vasun e Rp ST SR an ety § b 4,704 4,679
Accrucd expenses:
Taxes .. . FLREO D B o easunis i 12,457 9,649
Salaries and wages , o i R o sesmvenseil 1,667 1,547
Interest . » PR . . S 4,226 2,175
OANEY ... simmenss FE A : A 2,441 653
Total current lishilities . 41,195 24,703
DEFERRED TAX CREDITS (Note 1):
Accumulated investment tax credits B e T 3,754 2,449
Accumulated income tax credits D et , . 1,223 833
Total deferred tax credits i — . i 4977 3,.2’8—2
OTHER DEFERRED CREDITS:
Customer advances for construction (Note 1) e e il 3,213 2,942
< T e 2,572 1,230
Total other deferred eredits , e ot iorC A v 5,785 i A.J??
ACCUMULATED PROVISION FOR SELF-INSURANCE G -orsme . 2,076 1,812

COMMITMENTS AND CONTINGENCIES (Notes 2 and 14)

$621,277 529272

The accompanying notes are a part of the financial statements.
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Puget Sound Power & Light Company

STATEMENTS OF EARNINGS REINVESTED IN THE

BUSINESS

Years Ended December 31

19797 !911 1972 1973 1974
(Thousands of Dollars)
‘BALANCE AT BEGINNING OF YEAR $55.099 859,726 S$63370 S68TT8 87
NET INCOME ; 13045 13863 16,044 15463 21
Total 69,044 73.589 719414 84 241 04
DEDUCTIONS:
Cash dividends paid
Preferred stock
$4.84 per share on 4 847, issue 624 612 602 589 !
$4.70 per share on 4707, issue 658 637 609 592 E
$8.00 per share on 87, issue — - - 113 ]
7.259, Convertihle preference stod k. $3 625 per share 1,078 1,087 1,086 1,074 1.4
Common stoc 5® 6,908 7.388 8.339 8671 &
Expemes relating to 1ssuance of equity securnties
8% Preferred stock, 150.000 shares - b e i, 94
Common stock, 400,000 shares in
1971 and 600,000 shiares in 1974 - 495 . - &7
Total deductions 9318 10,219 13
BALANCE AT END OF YEAR (Note 6) $60.726  $63.370 £
*Gee Statements of Income for dividends per common share.
The accompanying notes are a part of the financial statements.
&
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Puget Sound Power & Light Company

STATEMENTS OF CHANGES IN FINANCIAL POSITION

27

Years Ended December 31

The accompanying notes are a part of the financial statements.

N

=

1970 1971 1972~ 1973 1974
(Thousands of Dollars) =
FUNDS PROVIDED BY OPERATIONS
Net income $ 13045 $ 13863 $ 16044 § 15463 § 21,385
Add (deduct) items nol alfecting working capital
in the current period
Depreciation, in¢ luding amounts charged
to other expense ac ounts 9,264 11,047 11,896 13,131 14,751
Equity portion of allowance for funds
used during construction (337) (546) (611) (730) (1,701)
Deferrod investment tax credits and
income taxes—net (176) 383 1,464 1,185 1,568
Other ____(_3.’_;1—3) _*_c_'l‘.'l) ik 443 ____3_3;‘1 Lk 803
Total from operations 21,443 24 668 29,236 29287 36,806
OTHER FUNDS PROVIDED (APPLIED):
Issuance of first mortEnge bonds 30,000 — 30,000 — 60,000
Issuance of equity securiies 47 12,071 405 15.2R3 13.183
Increase (decrease) in notes pavable to banks (6,000) 9,000 (10,500) 25,000 {10,500)
Proceeds of pollution control bonds—net — —_ — 2738 3,852
(Increase) decrcase in other investments (328) (115) 1,652 231 448
Additions to utility plant—net of equity portion
of allowance for furds used during construction {36,541) (34.664) (40,402) (62.330) (97,094)
(Increase) decrease in prepaid power costs - e - (2,573) 2573
Payment of dividends (9,318) (9.724) (10,636) (11,039) (12,674)
Reacquired secunties (531) (1,124) (498) (569) (2.152)
Miscellaneous—net ___!_.8’2.'1 451 733 1112 472
Increase {decrease) 1n working capital b3 600 g 563 S (10 S ..:;-‘,f-y .S-- z-jx:.".)
Changes in components of working capital:
Increase (decrease) in ¢ urrent assets:
Cash .8 667 § 1543 S (1,600) & (2880) S 2.407
Accounts receivable 981 423 2,552 724 4732
Materials and supplies (89) (58) 46 1.453 3.837
Current portion of ferred income taxes -— e - . 900
Prepayments 114 43 89 309 131
(Increasc) decrease in current habilities
Commercial paper and accounts payable (1,150) (1,205) 351 (3.649) (9.725)
Accrued expenses and other 7 (183} (1.44%) 1.093 (6.768)
< 600 $ 563 8 (10) $ (2.860) 2 (4.486)
= e —————




Puget Sound Power & Light Company

NOTES TO FINANCIAL STATEMENTS

1. Summary of Accounting Policies
erally accepted accounting principles and t

The Company's accounting policies conform to gen
ficant policies are described below,

accounting requirements of regulatory authorities. Signi

Utility Plant—Utility plant includes taxes incurred and allowances for funds used dunng con-
struction. It is the general policy of the Company to charge the cost of maintenance and repairs t
operating expenses and other appropriate accounts. The cost of renewals and betterments is charged !
appropriate utility plant accounts, except the cost of minor replacements which is charged to maint:
nance expense. The original cost of operating property retired or otherwise disposed of and the cost ©
removal, less salvage, is charged to accumulated depreciation. However, in the case of the sale of o
significant operating unit or system, the original cost is removed from the utility plant account:
sccumulated depreciation is charzed with the accumulated depreciation related to the propert) solil
and the net gain or loss on disposition is credited or charged to incomne.

Investment n Subsidiaries—The investment in subsidianes is stated on an equity basis. Thi
assets, revenues, carnings, and carnings reinvested in the business of the subsidiaries are not materia!

in ralation to those of the Company.
eraiing Revenues—The Company bills its customers on a monthl
ating revenucs include only amount-
and the

Accounts Receivable and Op
and bi-monthly cyclical basis. Accounts receivable and oper
billed. They do not include an estimated accrual for service between the last cvclical billing
end of the year.

Customer Advances for Construction—Customer advances for construction may be refunde. B
whole or in part or may be transferred to utility plant. Such credits represent amounts paid by cu-
tomes and others toward utility plant improvements, principally underground distribution facilitic:

Depreciation and Amortization—The Company provides
for all depreciable property, except for 15.6% of such property (principally hydro-electnic proc
property) which is depreciated on a 6 percent compound-interest method.

for depreciation on a straight-line basis
luction

he Company's accounts were equivalent to th
e utility plant:
1970 1971 1972 1973 1974

Straight-line method (%) ... o7 30 30 30 31

Compound-interest method (7) . B8 72 76 81 85
Automobiles, trucks, power operated equipment and‘tools are depreciated by the straight-lin

method and such depr.ciation is charged to fixed asset and maintenance or other expense account

Debt expense is being amortized ratably over the periods of outstanding long-term debt.

ion for Federal income tax purposes. the Compar
ted asset lives which differ from those used in its financi
construction and certain taxes durin
oses. Principally as

The annual depreciation provisions recorded in t
following percentages of the original cost of deprecial

Federal Income Taxes—In computing depreciat
uses depreciation methods and estima

statements. In additi
construction are treat

on. the allowance for funds used during
ed differently for income tax and financial statement purp
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Puget Sound Power & Light Company

NOTES T0 FINANCIAL STATEMENTS, Continued
result of these factors, the Company’s effective tax rate varies from the statutory Federal income tax
rate (See Note 10).

The Company normalizes, with the approval of the Washington Utilities and Transportation
Commission, the tax effects of (1) liberalized and asset depreciation Tange depreciation on production
property acdditions after 1969 and 1970, respectively; (2) job development investment credits; (3) the
provision for self-insurance 1n €Xcess of deductible losses; and (4) certain accrued property taxes
sed During Construction—The allowance for funds used during construc-
tion (“AFDC") represents capitalization of the estimated portion of interest and equity cOsts of
capital funds which are applicable to utility plant while under construction. AFDC is included in
other income with a corresponding charge to utility plant, in accordance with accounting require-
ments of regulatory authorities. The Company. in the rates used to bill customers for utility service
is permitted, under established regulatory rate practices, o recover these capitalized costs and a fair
return thereon through their inclusion in rate base and the provision for depreciation atter the related
utility plant has been placed in service.

The composite rate used by the Company to capitalize the cost of funds devoted to construction
was 7.8% for the five years ended December 31, 1974. Such rate was determined on the basis of the
estimated cost of capital employed to finance the Company’s construction program, without giving
effect to income taxes related to interest on debt.

A substantial portion of AFDC represents, in effect, the capitalization of a portion of the interest
charges shown as an expense in the statements of income. The amount of AFDC, which directly
affects net income for common stock. varies from year to vear. depending principally upon the level
of construction work in progress The portion of AFDC attributable to funds provided by common

stock equity amounted to ]

Allowance for Funds &

2319, 3.47%, 3.26%. 4.15 and 691 of net income for common stocx
for the five years ended December 31, 1974, respectively. The foregoing percentages are based on
the assumptions that (1) funds required for construction were supplied 60% from funded debt, 10%
from preferred and preference stock, and 309 from common <tock equity, and (2) the incremental
cost rates for funded debt and preferred and preference stock were 8. For the five vears ended
December 31, 1974, AFDC amounted to 8.21%. 12.31%. 11.56%, 14.73% and 2448, respectively.
of net income for common stock. Cash inflow related to AFDC does not occur until the related utility
plant is placed in service.

Earnings per Common Share—Earnings per common share for each of the five years ended
December 31, 1974 have been computed as follows:

Earnings per common chare assuming no conversion of preference stock: the net income for
commen stock is divided by the weighted average number of Sommon shares outstanding.

Eamings per common share assuming full conversion: the aggregate of the net income for com-
mon stock plus the dividends accrued on convertible preference stock is divided by the aggregate
of the weighted average number of common shares outstanding plus the number of shares that would
be outstanding if the convertible preference stock were fully converted.
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Puget Sound Power & Lizht Company

NOTES TO FINANCIAL STATEMENTS, Continued

2. Utility Plant Expenditures

Expenditures for utility plant during 1975 are expected to approximate $90,700.000. The Con
pany's construction program for the years 1976 through 1977, subject to continuing review at
adjustment, is estimated to be $304.600,000. Certain purchase commitments have been made 10
connection with the construction prcgram. ;

3. Other Investments |

Other investments consist principally of (1) mortgages receivable resulting from sale of certain
non-operating properties which are collateralized by such property but have no ready marketability.
and (2) long-term notes receivable deemed fully realizable.

4. Capital Stock i
Preference ‘
Stock {
(700,000 {
Preferred Stock shares Commn
ﬂ (1,000,000 shares ﬂu!hﬂﬁ_lfg'__ :cha‘-rxnf!.» _._':h..'
7.267; ;
4847 4.70% 87, Convertible i
Par wvalue $100 8100 8100 €50 a1
2 — = —
(shares)
Authorized : 150,060 l:y‘(l_fl(fl 150 000 306) OO0 60000
Outstanding Juwnary 1, 1970 131,800 140, 585 — 300,000 3955 i
Issued to trustee of employee investment plan
1970 . J— o il - BT
1971 - —_ —_ - 6.7
1972 — - — e e R
1973 - - . s 9,70
|974 . o - — — l’_?p.
Sold to public
1971 " -— — — — 400,04
1973 - - — 150,000 — -
197" - -— — —— 6()(,'(‘
Conversion of preference stock into common stod
1971 - — — (310) 40¢
1972 . , S = - (3,400) 5,150
Acguired for sinking fund 8
1970 e . (4427)n  (3,255) - - - 1
1971 = (1,742) (5,995) - s == !
1972 : - s (1 3,264) (4 .376) — —- —
1973 . et (2.355)  (3.520) —— — - 1
1974 . _(a407) (8200 (170000 _— = __=
Outstanding December 31, 1974 - 'l_l_.‘:ig'- 122617 133.000 206,200 4997 8~
Available for future sinking fund requirements - 7.395 6.983 17.000
‘.




Puget Sound Power & Light Company

ROTES TO FINANCIAL STATEMENTS, Continued

The preferred stock may be redeemed by the Company at the following redemption prices per

share plus accrued dividends:

4.849 Series—$103 prior to May 15, 1977 and $£102 thereafter.
4.70% Series—S$102 pnor to May 15, 1979 and £101 thereafter.
8% Secries—$108, $105 and 8103 prior to February 15, 1978, 1983 and 1988, respectively,

and $101 thereaiter.

ally in a sinking fund sufficient to redeem the
crued dividends: 4.847 se ries and
and 5.000, 6,000, and

:»ﬁwi }'}

The Company is required to deposit funds annu
following number of shares of each series at $100 per share plus ac
4.70%;, series, 3,000 shares cach: 8C; series, 4.000 shares from 1975 through 1984
1,000 shares through 1989, 2003, and 2004, respectively. These requirements may be sati
delivery of reacquired shares.
emed at par plus accrued dividends, The Company
stock 448.924 shares of its authorized and
for preference stock and common

The convertible preference stock mav be rede
must keep available for conversion of this preference
unissued $10 par value common stock. based on conversion values

stock of $50 and 833, respectively.

5. Additional Paid-in Capital
Years Ended December 31

1970 1971 1972 1973 1974

i __-T'f‘hous;nh of Dollars) :
Balance at beginning of yvear 16920 $17.276 £26.043 S26,59 S2¢,97¢
Excess of proceeds over par s Jdue of common stock sold to public — 8,350 - 6,900
Excess of par value over cost of preferred stock re acquired

N7 273 271 200 657

for annunl sinkinz fund requirements

Excess of procecds over par Mue of common stock issued to
I 30 133 158 186 156

trustee of employee investment pian
onversion price over par value of common stock

Excess of ¢
ble preference stock

issued in exchange lor converti

Baiance at end of vear

i

—
—
V|-
-
n

!

|

I

12!
—
]
v-‘
<1
i
“}.'.‘
|2 |
| or
fen
’
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6. Earnings Reinvested in the Business

Earnings reinvested in the business unrestricted as to pavment of ¢
stock amounted to approximately £51,100,000 at December 31. 1974, under pr
restrictive covenants applicable to the preferred and preference stock and long-term debt.

ash dividends on common
ovisions of the most
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Puget Sound Power & Lizht Company

NOTES TO FINANCIAL STATEMENTS, Continued

7. Long-Term Debt
Amount Outstanding

. -wl)ewemhrr 3
1974 1973

(Thousands of Dollars)

First Mortgage Bonds:

1034 % scries, duc 1983 B B .. .....%30,000 § —
314 % scries, due 1984 s : ... 25,000 25,000
415 % series, due 1988 ] 30,000 30,000
4549, series, due 1991 s s s . 15,000 15,000
45, <, series, due 1993 , 40,000 40,000
43, scries, due 1994 15,000 15,000
514 % scries, due 1996 ; o 20,000 20,000
655 % series, due 1997 . . , . 20,000 20,000
7% %% series, due 1999 -, 8 20,000 20,000
915, serics, due 2000 s esssrssnsenaennes 29100 29,700
7%, % series, due 2002 ez T SRR Y 30,000 30,000
83, % series, due 2004 e ot . 30,000 —

304,700 244,700
Debentures, 515 <, due 1983 TN . £,486 9,292
5.90% pollution control revenue bonds, series 1973,

due 1998 (520,000,000, net of funds on deposit

with trustee of $13,409,000 and $17,261,000) 6,591 2739

Notes payable : 525 544
320,302 257,275

Less unamortized discount—net of premium 1,653 1,159
Total e : 8318.749  £256.116

The effcctive interest cost approximates the coupon rate during the life of the bonds and the

discount or premium applicable to individual issues is not material.

The Company is required to make annual sinking and improvement
trustee equal to one percent of the aggrezate principal amount of each series of first mortgage bond
outstanding as provided in the respcctive indentures. except for the 103, series, due 1955, which
has no sinking fund provision. The aggregate amount of such requirements for 1975 is $2.447,000 an
for each of the years 1976 through 1979 1s $2.747,000. This requirement may be met by the substitu-

tion of certain credits as provided in the indentures. -

fund pavments to the

The Company is also required to make an annual sinking fund payment sufficient to redeem (at
gpeciel redemption prices not to exceed 100.75 percent of principal) $375.000 principal amount of
debentures on November 1 of each vear through 1932, This requirement may be satisfied by delivery
of reacquired debentures. At December 31, 1974, $889,000 of reacquired debentures were available

to meet future sinking fund requirements.
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Puget Sound Power & Light Company

NOTES TO FINANCIAL STATEMENTS, Continued

were issued by Roscbud County, Montana. The

The 5.90¢; pollution control revenue bonds
the bonds.

Company has guaranteed the payment of principal and interest on

On March 7, 1974, the Company jssucd $30,000,000 of tirst mortgage bonds, 83} ¢ series, due
March 1, 2004. On November 14, 1974. the Company issued 530,000,000 of first mortgage bonds,
103, % series, due November 1, 1983, The proceeds of these issues WeTe used to retire a like amount
of notes payable to banks.

subject to the lien of the first mortgage bonds.

Substantially all properties of the Company are

8. Notes Payable

Notes payable to banks represent borrowings under a credit agreement with 21 banks, which
provided for a maximum commitment of £50.000,000 with interest on borrowings at 105% ol the prime
rate. The agreement also provided for a fee of 1, of 17 per annum oOn the unused commitment The

st rate of 129 at December 31, 1974 and matured April 1. 1975, It

borrowings carried an average intere:
wes informally understs ad that the Company would maintain compensating balances on a yearly
average basis equal to 5% of the total line of credit based on monthly bank statement balances. The

normal delay in check clearances through the depository banks substantially met this compensating

balance requirement.
due April 1. 1976 under

On April 1, 1975 notes payable to banks were refinanced with notes
t of §75,000,000.

a new credit agreement with 22 banks which provides for a maximum commitmen
The new agreement provides for interest on borrowings at 114% of the prime rate and a commitment
fee of 15 of 1%. The Company has informally agreed to maintain compensating balances of 712%.
1974 was 10.75%.

on commercial paper outstanding at December 31,
25.000,000 supple-

t which expired December 31, 1974, a
11, 1975, and the unused portion of the rc

The average interest rate
A 815,000,000 supj Jlemental credit agreemen
mental credit agreement which expired Marc h
line were used to support the issuance of commercial paper.

gular credit

and commercial paper outstanding
The approximate average
ighted

balance of notes pavable to banks
266,800,000 at October 31.
as $42.560,000 and the approximate we

The maximum aggregate
at any month end during the year 1974 was
balance of borrowings outstanding during 1974 w
average interest rate was 11.25%, calculated on a daily average basis.
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: Puget Sound Power & Light Company

NOTES TO FINANCIAL §1 ATEMENTS, Continued

‘9. Supplementary Income Statement Information Years Ended December 31
1970 1971 1972 1973 1974
(Thousands of Dollars)
Taxes:
Real estate and personal property s 6092 $5609 §1739 §T7.808 € 64
State business e, 3.094 3,361 3853 229 4.4
Municipal, occupational and other Y 1.219 1.379 1.347 1.479 2.
State sales and use Y89 1.084 1,157 1.353 1,600
Payroll . 756 845 1.128 1.477 1.
Other . . 281 302 353 a4
S12431  $12.583 15234 s10
Charged to: A ey .
Tax expense g10880  S10851  £13.257  SHRAL ST
Other accounts, including construction in Propress 1.542 1.732 1977 1800 s
J d12471  S12583  SI152M  d16T0 8107

See the Statements of Income for maintenance and depreciation.
Rentals, advertising, rescarch and development expenses and amortization of intangibles are n
considered to be significant. The Company pays no royalties.

10. Federal Income Taxes

The Company's effective Federal income tax rates for the five vears ended December 31, 1671
were 3.3%, 1097, 19.7%, 21.1% and 27.2%, respectively. The difference between these effective
rates and the 48, Federal income tax statutory rate compriscs:

1970 1971 1972 1973
Iems on which the tax effect has not been deferred in accordance with o e = -
regulatory requirements
Depreciation expense dedu ted for income tux prrposes in excess of
depreciation expense included in the finansial statements, net of
liberalized deprecuation tre wted as a timing difference 2542, 1877, 164°;, 16 47, 11V
Allowance for funds used during construction included as income in
the financial statements and exd luded from taxable income 31 14 38 47 y B
Certain taxes included in the cost of utility plant in the finanaal
statements and deducted for income tax prrposes 48 41 33 3f 27
Certain general and administrative expenses int luded in the cost of
utility plant in the financial statements and deducted for income
tax purposes 39 26 — — -
Flow through of investment tax credits - 42 16 13 .
Other _ w 5 31 32 10 (.2)
WIE 3110, 2837, 2697 2
L 22 ——=-= === = -




Puget Sound Power & Light Company
NOTES TO FINANCIAL STATEMENTS, Continued

Deferred tax amounts in the Statements of Income for the vears ended December 31, 1973 and
1974 result from timing diflerences in the recognition of expenses for tax and financial statement pur-
poses (See Note 1). The source of these differences and the tax effect of each were as follows:

1973 1974
{Thousands of D;!I;'n-

Excess of deductible liheralized and asset depreciation range depreciation on production
property additions after 1969 and 1970, respectively, over related depreciation in the

financial statements : SPR P INTRE e ey $ 307 § 390
Property taxes accrued in the financial statements in excess of amounts deductible for

tax purposes s ' - : - — (900)
Provision for self-insurance in the financial statements in excess of deductible losses for

tax purposes - (131 (127)

$ 206 $(637)

E F———=

11. Employee Pension Plan

The Company has a noncontributory pension plan covering substantially all of its emplovees.
The total cost of this plan for each of the years 1970, 1971 and 1972 was 1,620,000 and for 1973 and
1074 was $1.800,000 and $2.300.000, respectively, including $526.000. $503,000, $502.000, £587,000
and §725,000, respectively, charged to construction. Efiective January 1, 1974 the plan was amended
to increase plan benechits which had no material eflect on net income. Unfunded prior service costs
are being amortized over a period of approximatcly thirty vears. The Company's policy is to fund

nsion cost accrued. At December 51, 19074, unfunded past service costs were approximately
$10,392,000. The actuarially computed value of vested benefits exceeds the value (based primarily
on market) of the pension fund by approximately $8,600,000.

12. Employce Investment Plan

The Company has a qualified employee investment plan under which prescribed payroll deduc-
tions as designated by the emplovees are deposited 1aonthly with a trustee and are used to purchase
a diversified investment portfolio. The Company makes a monthly contribution to the trust fund
equal to 35% of the basic contribution of each participating emplovee. The basic contribution is
limited to 6% of the employec's regular earnings. Under the investment plin agreement. all Com-
pany contributiors are used by the trustee to purchase common stock directly from the Company
at a value established by sales at specified dates on the New York Stock Exchange.

For the years 1970 through 1974 the Company contributed 865,000, £200,000, $224.000, £253,000
and $240,000, respectively, n cash to the plan and the trustec purchased from such contributions
1,752, 6,723, 7,750, 9,706 and 12,802 shares of Company comin stock. Proceeds from such sales
were credited to the common stock and additional paid-in capital accounts on the books of the
Company.
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Puget Sound Power & Light Company
NCTES TO FINANCIAL STATEMENTS, Continued

13. Restatements

In accordance with regulatory requirements effective January 1, 1974, contributions in aid of
construction have been reclassificd as a reduction of utility plant. Utility plant as of Dece mber
1973 has been restated to reflect this change resulting in a reduction of $12,954,000. Previously suc!
contributions were shown separately among the liabilities. In addition, certain other restatements
have been made to conform previously reported amounts to 1974 classifications.

14. Contingencies

See “Business—Legal Proceedings” for details of a complaint filed against the Company by the
Muckleshoot Indian Tribe requesting damages of 45,000,000 and a contested case before the
Montana Board of Naturai Resouices and Conservation regarding the application for a construction
permit for two additional generating units at Colstrip, Montana.
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Puget Sound Power & Light Company

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Puget Sound Power & Light Company
Bellevue, Washington

We have examined the balance sheets of Puget Sound Power & Light Company as of December
31, 1974 and 1973 and the related statements of income, earnings reinvested in the business and
changes in financial position for the five years ended December 31, 1974, Our examinations were made
in accordance with generally accepted auditing standards and, accordingly, included such tests of
the accounting records and such other auditing procedures as we considered necessary in the cir-
cumstances.

In our opinion, the aforementioned financial statements present fairly the financial position of
Puget Sound Power & Light Company at December 31, 1974 and 1973 and its results of operations
and changes in financial position for the five vears ended December 31, 1974, in conformity with
gencrally accepted accounting principles applied on a consistent basis.

Coorers & LYBRAND

Seattle, Washington

February 12, 1975, except as to Note 8 with respect
to which the date of this report is April 1, 1975.
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suthorlzed to glve any Information or to make
any rcpresentations, other than those con-
talned in this Prospcctus, In conneclion with
the offer made by this Prospectus, and, If
glven or made, such Informaticn or repre-
sentations must not be relied voon #s having
been authorized by the Compeny or Dy any of
the Underwrlters. Ncither the dellvery of this
Prospectus nor any sole made hereunder
shall, under any circumstances, creaie any
implication that thcre has been no change In
the affalrs of the Company since tne date
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an offer or sollcit.ilon by anyone in any
Jurisdiction In which cuch offer or s oilcitation
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Prospectus

$60,000,000

Pacific Power & Light Company
First Mortgage Bonds, 10% % Series due 1830
Interest Is payable May 1 and November 1

Upon exerclse by the holder of the New Bonds of an election describod hereln, the maturity date
of the Ncw Bonds shall bo May 1, 1085 Instead of May 1, 1980,

The New Bonds arc redeemable at the option of the Company as & whole or in part at any time upon not
less than 30 days' notice, at the applicable redemption prices set forth herein, with accrued interest to the
date fixed for redemption, except that prior 10 May 1, 1980 no redemption of the New Bonds may be
made at a General Redemption Price for the purpose, of in anticipation, of refunding such New Bonds
through the use, directly or indirectly, of funds borrowed by the Comoany at an effective interest cost 10
the Company of less than 10.9456% per annum The initial General and Speciai 7= demption Prices are
110.45% and 100.00%, respectively. See "Description of New Bonds''.

YHESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND
EXCHANGE COMMISSION NOR HAS TH= COMMISSION PASSED UPON THE ACCURACY OR
ADEQUACY OF THIS PROSPECTUS. . NY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

Underwriting
Price to Discountis and Procesds to
Public(1) Commissions(2) Company(1)(3)
Per BONG......coooivueimminmmmsssinissirssssnsssinnns £8.70% 1.125% 88 575%
TORDY.....coneoscrsassnsesnesssrsrmsssssuasanssusasnsnssas $59,6820,000 $675,000 $59,145,000

(1) Plus accrued interest from May 1, 1875 10 date of payment and celivery.

(2) The Company has agreec 10 indzmnify the several Underwriters against certain liabilities, including
ligbllities under the Securities Act of 1833.

(3) Before deduction of expenses payable by the Company estimated at $135,000.

The New Bonds are offered when, as and If issued and accepted by the Underwriters named within. and
subject 10 approval of legal matiers by counse!, prior sale or withagwal, cancellation or modification of
the offer without notice. It Is expected that delvery of the New Bonds will be made in New York City on
May 8, 1875.

Salomon Brothers
Blyth Eastman Dilion & Co.
incorporaied

The First Boston Corporation

Kidder, Peabody & Co.
incorporated
The date of this Prospectus is May 1, 1875
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IN CONNFCTION WETH TS OFFERE G HHE UNDI PWHRITERS MAY OVIRALLOT OR
EFFECT TRANSAC FIONS WHICH STARILIZE OR ATAINTAIN THE MARKE D PRICE OF 11N
BONDS OFFERED MIEREBY AT A LENVIL ABOVE THAT WO MIGHT OTHE RN ST
PREVAIL IN THE OPEN MARKET, SUCH STABILIZING, ¥ COMMENCED, MAY BL DIS
CONTINUED AT ANY 1IME.

AVAILABLL INFORMATION

The Company is subject to the informational requirements of the Sceurities Fxchanpe Act of 1934

> and in accordance therewith files yeports and oiler information with the Securities and Fxchang

Commission. Information as of particular dates, concerning directors and oflicers, their rapuncrstion,

the principal holders of securities of the Company and any matenial interest of such persons m

transactions with the Company, is disclosed in prony statements distributed to sharcholdors of the

Company and hiled with the Commission. Soch reports, provy statements and other information may be

inspected at the office of the Commission at 1100 1, Street, NoW., Washington, D.C. 20005, and copies of

such material may be obtained from the Commission at prescribed rates, The Company's connon stoch

is listed on the New York and the Pucific Stoch Exchanges where reports, proxy muterial and other
mformation concerning the Company may also be inspected.
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THE COMPANY

Pacific Power & Light Company { Company) s an operating pubbc wiitity, incorporated under the
laws of Maine on June 16, 1910 The principul crecutive offices of the Company are located in the Public
Service Building, Portlund. Oregon 972040 the wlephone number 1s (503) 243-1122. N is engaged
primarily in gencranng. pur hasing, transmitiing and distrihuung electricity in more than 240 communitics
(the largest of which s Portland, Orcgon ) in the Stiies of Oregon. Wyoming, Washington, California,
Montana and ldaho. The Company provides cusiomer >ervices through four division offices and thirty
district offices located throughout its service arca

PROBLEMS OF THE FLECTRIC UTILITY INDUSTRY

The Company has heen expenencing some of the problems generally common 1o the electric utility
industry, such as increased costs resulung from inflation, the hich cost of capital, the need to comply with
environmental requirements (see *Business— Regulation”), the effect of encrgy conscrvaton on elecinc
operating revenucs and, 1n some of the states 1n which the Company operates, obtaining rate relief within a
reasonable ume afier the filing of applications ther for (see “business- Rates™)

USE OF PROCEFDS. CONSTRUCTION PROGEAM AND FINANCING PLANS

Company CONSIFUCHON COSLS IN 1973 are expected to aggregate approxunately $225,000.000, of which
approxamately $37,000,000 hus heen incurred through February 28, 1975, and the construction piogr (min
1976 is expected to equal or exceed the 1975 progiam. The 1975 and 1976 construction programs ¢xclude
costs relating to the Wyodak Project (see “Business—Propeny and Power Supply”™). The Company’s
estimate of construction costs and ummg of construction projects 1s subject 10 continuing review and
adjustment.

The Company issued 3,500,000 shares of commoa stock for approximately $55,580,000 in Januany,
1975 1o retire shori-term debt issued in connection with the 1974 construction program

In addition to the use of internally pencrated funds, the Company expects to finance the 1975
construction program through the use of shoit-teim borrowings and permanent finanang  The Company
intends to issue. in addition to the Finst Mortzage Bonds offered hereby ( New Bonds ), $70,000.000 of
additional long-term debt and equity sccunnes pror o the end of 1975 Wahin the neat year, the
Company may also guarantee appronimately $78.000.000 of pollution contro} revenue bonds. in addiion
to $15.000.000 of such bonds sold in Apnl 1975 The construction and financing planned for perniods
subsequent to 1975 will depend upon the cost and avalabibiy of capital, the nmehness and adequacy of
rate relief, and other econonue factors

The Company’s repulatory and corporate short-term horrowing Buthority consists of a $65.000.007
line of credit with fourteen banks, a $33.000.000 loan facility n the Fuvodollar market and authory to sl
COMMEICIa, paper up to C60.000.000 outstanding at any one ume. At the time of the sale of the Now
Bonds, the Company estiniates that it will have outstandimg $30.000.000 of bank loans under s hine of
er~dit, $55,000.000 of commercial paper and 38,000,000 under its Lurodollar loan faclity. The proceeds
from the sale of the Now Bonds will be used o retire portions o these short-term borrowimgs outstanding
in types and amounts that will resultin the Towest cilective INETSst Cost on amounis remaming outstanding
after such retirements, consastent with the mterest rates and matnues of such short-term debt.
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CAPFTALIZATION
The capitalization of the Company and its consohidated suhsidiarnies as of February 28, 1975, and as
* adjusted to refiect the Company’s puaranty relaed 1o the ivwuance of $15.000,000 prnapal amount of
85% Senes, due 2005, pollution control revenue bonds by Sweetwater County, Wyoming and the issuance
of $60,000,000 prncipal amount of New Bonds 1s as follows:

~ February |98

: ___ Ousundine _____ AsAdinid
S Ao Amswnt Rutic
e Thousands of Dollars ——
Long-Term Debt ( Now 6 )
First mortgage bonds (A) i $ 667,788 § 72778K
Guaranty of pollution control revenue bonds. 25,000 40,000
Less funds on deposit with trustee (B) . (3.000)
Long-term debt of consolidated subsidiancs.. 58,085 58,085
Miscellancous long-term debt i, 1,034 1,034
Unamoruzed premium and discount on long-
1CPM AEDl . Lo (3,239) (3.239)
Total Long-Term Debt ....coconnivannene. 748,668 820.668 56 9%
Preferred Stock (NO€ 4) i 1,172,360 117,236 117.236 81
Common Equity (Notc 4):
Common stock ($3.25 parvalue ) .o 206,686,268 86,730 86,730
Premium on capital stock ... R 279,449 279,449
Installments rceeived on common stock ... 196 196
Capital stoch exPense ..o.coovvevvrininns B (11,228) (11.228)
Retained Earmings (NO€e 5) oo . 149,455 149,458
Tota! Common Equity ..o ' 504,602 504,602 350
Total Capitalization.........cooccovenvnne. $1,370.506  $1,442.506 100.0%

Notes 4. § and 6 refer to Notes 1o Consolidated Financial Statements

(A) Addional first mortgage bonds may be issued without hmitation as 1o principal amount upon
satisfaction of the requirements of the Company’s Mortgage and Deed of Trust duted as of July 1,
1947, as supplemented (see “Descnipion of New Bonds--Issuance of Addinonal Bonds™).  For
information as to shori-term borrowings, see ~Use of Proceeds, Construcuon Program and Financing
Plans™ and Note 10 10 Consolidated Fimancial Statements

(B) Under terms of the indenture of trust relaning to the 8'% Senes, due 2005, pollution control revenue
bonds, the procecds from the issue will be deposited with the wusiee Disbursements will be made by
the trustee as the polluton control facihities for the Jim Bpdger Project are constructed  (see
“Business--Property and Power Supply ™). As such disbursements are made the amount of funds on
deposit with the trustee will be reduced. In the Company’s accounts, the total amount of bonds
outstanding under the indenture less the funds on deposit w ith the trustee will be reflected as a
liability. As of the date the 85 Senies, due 2005, poliution control revenue bonds were issued, after
disbursements tor such polivtion control facihties were made, approximately $3.000,000 remaincd on
deposit with the trusiee.
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NOTIS 1O STATESMIENT OF CONSOLIDATED PNCOME

A The statement of consohdated mcome indudes the operations of the Company and ns subsidiarie
majority-owned, since dates of OFganIZaticn OF acuinition. All sipnihcant ntercompany tansactions have be.
ehiminated.

The statement of consolidated income for the four years ended December 31, 1973, which previously includ
subsidiary operations on the equity basis of accounting, has been restated to the consolidated basis of presentatis
This restatement had no eflect on previously reported net income.

B In accordance with the accounting practce described in Note | 10 Consolidated Financial Statement
allowance for funds used duning construction (AFDC) was determined on the hasis of a composite rate of 7 the
June 30, 1974, and at a composite rate of B% hepinning July 1, 1974 The “Allowance for funds wscd dari
construction”, an item of non-operatng “Other Income™, 1 defined in the Uniform System of Accounts proserihed !
the Federal Power Commussion as including the net cost for the period of construction of borrowed funds used
construction purposes and a reasonable raic on other funds when so used

Determination of the components of the composite rate attributable 1o cach source of funds used for constructic:
is impracticable; however, on the assumption that the funds used for this purpose were provided from soutces in the
same ranos as the Company's capitalization ratvos dunng the applicable periods ($6%-61% debt, 8%-12% preferred
stock and 30%..33% common equity), with AFDC attributable 10 debt and preferred siock being based upo
incrementasl costs (with interest on debt computed on & pre-tax basis), the poruon of AFDC aunbutable o fun
provided by common equity would amount o 0 8%, 64%, 64%, 4.1%, 6.9% and 5 5% of carmings apj licable to
common stock for the years ended December 31, 1970 through 1974 and the twelve months ended February 28, 1975,
respectively

C  Asof February 1, 1974, the Company has included as other income a non-recuring payment in the amount
of $3.80r, 000 received from Idaho Power Company 1o the ransfer of an undivided one-third interest in coul reserves
at the Jim Brdger plant, resulung o an ancrease of $1,976,000 ($.09 per common share) “Othcr income
(deductions) - Net™ after provisions for income taves.

D “Farnings” represent the aggregate of (a) consolidated net income. less equity in undistributed earning’
joint ventutes, (h) taxes based onancome and (¢) inxed charges. “Fixed charges” represent interest charges o
estimated amount renresenting the INrest 1actor in rents The pro forma reto of earnings o fixed charges for the
twelve months ended February 281975, adjusted o pive effect 10 annual inierest requirements on outstanding detn
and on $15.000000 of the #'4% Senes, due 2005, pollution control revenue bonds suld by Sweetwater County
Wyoming, $60,000,000 principal amount of the New Bonds at an assumed mierest rate of 10%, and $78.0G0.0
additiona! pollution control revenue bonds. which may be sold duning the twelve months ended Feluuany 29, 1978, at
an estimated mterest rate of 8% and the ehimination of intcrest on short-term and long-term debt heretofore retired, or
to be renred with the proceeds from the sale of such pollution control revenue bonds and the New Bonds, would b
1.65; achange of 1/8 of 1'C in the interest raie on the Now Bonds would result in a change of approximately 00210
this pro forma rato. This pro forma rate does not take into consideration the annual effect of electne rate increases
discussed under " Business — Raies™ or the eifect of anticipated addional permanent finaning, other than pollution
control revenue honds  (Sce " Use of Proceeds, Construcion Piogram and Financing Plans™)

E. Pursuant to Accounting Senes Release No 122 of the Securities and Exchange Commussion. in ths
ﬁ supplemental calculation of the ratio of earmings 1o fixed charges, in ad@uon 1o wems included in the calculation of
fixed charges in D above, fised charges include the Company's allocable portion of inerest expense of Washington
public utihity districts relanng w bonds nssued 1o finance certain generatng facihines from which. under long-term
arrangements, the Company » purchasing power  Such allocable portion of interest expense relates only to those
power purchases not subject 1o withdrawal upon note  (See Note 7w Consohidated Financial Statements ) The
supplemental pro forma ratie of carmngs to fined charees for the twelve months ended Februan 28, 1975, adjusied as
in Note D above, would be 1610 a change ol 178 of 1" the interest rate on the New Bonds would resultin a change
of approvimately 002 i this supplemental pro formu ratio

F. Numbered note references are o Notes o Consolidated Financial Statements appeanng slsewhere heran
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reventies, comohdared carmngs appi ble o common stock and consolid
cnded March 31 1975 were § 5%, 300,000, 39 4K 3 e and 30

Unaudited total operaung:
carning: per common share for the twelve month
respectively. as compared with $237.097 000, $46.403 000 and $2.29 o the twelve months ended Maich 3
The rauo of carmngs 1o fixed chatpes for the twelve menaths ended *orch 31 1975 wis 2.02 and the pro !
was 1.71 (see Note D) 1o Statement of Comobidaicd Income ) The sepplemental fiatio of carmngs o fned chagpys fo
the twelve months ended Muarch 31, 1975 was 1.96 and the pro forma ratuo was 1.67 (sce Note F oo Staten
Consohidated Income ). In the opimion of the Company all adjustments (constituting only normal recurnng accrulo)
pecessary to @ L stateinent ol wich amounts for such penods have been included

The carnings COVEragy provisions of the Mortgage covenng the Company s First Morntgage Bond rog
issuance of additional mortgage bonds, except for certan refunding purposes. that mimimum e rmngs e
Allowance for Funds Used During Construction, hefore mcome taaes. be equil 10 st Jeast 1w0 times pro il
interest charges on bonds.  On the basis of this formula. the pro forma coverage (assuming the bsuatic
$60.000.000 of New Bonds at an assumed interest rate of 10%) for 12 consceutive months out of the 1S meonths
immediately preceding the issuanee of the New Bonds would be at leust 7 10 rimes as compared with the reguireens
of at least two times

The annual interest reguiremeont an the New Bonds will be $6.450.000

MANAGEMINT'S DISCUSSTON AND ANALYSIS OF THE
OF CONSOLIDATED INCOME

The decline 1n clectrnc operiling revenues for the year ended December 31, 1974 us compared
ended December 31, 197318 prncipally the result of reduced hilowart-hour sales 10 “Public Utilities and Other™ (sales
for resale) and inadequate levels of electric rates in relation 10 CONUNUING INCIASES 1N Operating COsts and nierest
costs. Such increases were substantiaily offset by related reductions in income taxes, addinonal equity " edrnines of
joint ventures, and increased allowance for funds used durning construcion with the result that netingome Ineredsed
shghtly for 1974 as compared 1o 1973, The decline in indusinial kilowatt-hour sales (sec “Flectric Oper ng
Sratistics™ ) between the year ended December 31, 1974 und the twelve months ended February 28, 1975 15 pring pally
the result of encrgy conservation and general economi condivons in the Pacine Northwest The decline n
governmental and muniapal eneryy sales from the yeur ended December 111973 through the wwelve maonths ended
February 28, 1975 resulis prncipally from the ransfer of a larpe poveramental customer W 4 commervitl
classificanon.  Although elecinc operaung revenuas dechned between the years ended December 31, 1973 and
December 31, 1974, for the twelve months ended February 28 1978 clectne operating revenues increased. primariy
reflecung the cffect of increased clectne rates which became eflecuive 1 the fall of 1974 See “Pusiness— Rates™ for
information regarding electng rate InCreases recently pat ainto effect The decrease in consohidatod carmings per
common share for the year ended December 31, 1974 and the iwelve months ended February 28, 1973 as compuared
with the year ended Doecomber 31, 1973 reflects The
incredse in electne sl operating CXpense. mcluding fuel and other production expense. for the vears ended
December 31, 1973 and 1974 and the iwelve months eaded February 28, 1975 over the fespectivg Prior Penods,
tesults from the Company s INCrcasing siem clevtiic peneration in relation to the poruon of encrgy generated and
purchased from hydroeledine sources (see “Fleaine Operating Statsties” and “Business —Property and Power
Supply ™). Operaung expemes also mercased due W ndredses i dcprccuk\n. maintenance and adnunntraimye and
peneral expense which are related 1o increased uuhiy plant put o seIvice, & well as 10 mgher costs of Labar and
matenals. Maintenance and admimistrative and pencral cxpenmses abso sncteased as @ result of the avquisiion of wontrol
of Telephone Unlines, Ine i October 1973, The redu o in adounistrative and general expense between 1972 and

1973 results principally from o reductionn emploves Benefit Program imnsurance premiums Phe ncreased amounis
of interest charges reflect addinon il capital obtunaed W hnamne the Company's CoRnUING COMBIUCHON Progiam (s
“Hustness™). See Notes to Statement of Consohidawed Income above and Notes o Comsohdated Finanguil Saemenis
for information relanng o aceounimg for meome LNy, allowance for funds wed dunng construction, gty in
carmings of ot ventures, wlephong operaiis
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ELVCIRIC OF

o~ Twelve Months | nded December 3w o
S L S U S L R .
Operating Revenues (thousands of dollars)
Fevudental $6a319 $ TV S M $ bif0s $87.445
Commeraial ... 43 101 45.49) $1.708 54 660 Sk 146
Induttnial R 35,558 35,598 40.¥94 42 35K 47.526
Government and Mumup.ll : 2.60% 2.530 2.685 pRAT 2,803
Pubhic Uulities and (iher 4267 5.6 13,408 AR a4y 15393
Towal I nerpy Sales 149 908 165 dyb II‘ Giny 217 14) 211,293
M seellaneous Flecine Kevenues 247 kR I3 4270 €236 5,496
Total Flectr Operaung Revenues.  $152.042 $171.679 sw 170 820377 $2i6.789
Suma s A SIS, e & e N LS. = _o
Encrgy Sales ¢ thousands of Kwh)
Revdential 4558470 4962477  S235060 §,529.310 565331
Commeraa! 275264y 2940770 3 IR410N 3358 342 JA4IR00R
Indusinal 4761 4 4828 399 5671 %37 $23:418 §.28¢6.491
Giovernment and Mumipal 149 045 119,154 152374 157 407 141 144
Public Unliies and (nther 1.099.414 1553944  291x 407 34030448 | 977,384
Total | norgy Sales 13320942 14424539 16,567,586 17705210 16,476,479
IR T P RS === - EIBEETETS [ S
Number of Customers (average for penod
wunted on location hasiy)
Revudennal 395 080 405 5146 474 544 440278 461 461,
Commyraal . 66.6%1 65,194 TJu.24n 72.594 74,087
Industnia! 249 2692 2.590 2470 2,504
Government and Municipal | 1322 694 717 b4l 814
Public Utthires and Oiler 24 24 b3 29 27
Tota! Costomers 468 4% 477 0%0 49> 143 37, |«4 $39.00%
Avcrage Per Residenti i) Customer: ) ¥ = agm g
Annual use~ Kwh 11.53% 122 12331 12.391 12281
Annual Revenue $162 86 SIRN 66 S8 6? $152 87 $1ky 4
Revenue per Kwh V41 | ke 147% 1 48¢ 1.85¢
Sum of Non-simultancous l'ul Nemands (ke
watts as deternvned tor all systems ) 2,519,000 2.610 000 3.2 jnnn 3 040 O 000
Encrgy Generated and Purchased (thousands of
Kwh)
Generated -~ Net Sunon Outpat
Hydroeleding 4,140 128 SOI6O XN TSR 3706 827 5 039 740
Steam 2698751 2415 408 L6 T | S7IR04
Other . ) h 20 10y 13
Total Generated 6EIA AT 7434V RIDTUTY 1029L WYY E»’*,s.' wiY
Purchased and Net Intorchange TL9426 RA0e 3T WA B.R7" A0 7461 010
Total Generated and Purchased FAAAN 3T AR O KIS ASK T2 ANT TR
Company Use s LAE [ Ll N I 187 14 4R 1063
Lost and Unacevunted For v PAIIASE  LATSAR8 LA slS LARTORE L0YAAS
Energy Sold PN 1442AYI 1 SRTSN TTINAIN 164249

-

(a) Includes temporary sales under ¢¢
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BUSINESS

General. During tach of the Jast five fiscal years, more than 87%, of the Company’s consohidat
operating revenue has heen derived from the electric husiness and the remainder from steam heasts
telephone and water operations. ke geographical distnbution of its electric operaung revenues for 1
(welve months ended February 28. 1975 was: Orcgon, 61.0%: Wyoming, 18.0%; Washington, 12.5
California, $.2%; Montana, &.5%: and ldiho, 0.8%.

Telephone operations contributed approximately 2%, 3%, 2%, 6%, 13% and 12% of consolidated net
utility operating income, before income taxes, for the five years cided December 31, 1974 and the twelie
months ended February 28, 1975, respecuvely, with eleciric operations contributing substanually all of the
remainder (sce Note 2 to Consclidated Financizl Statements regarding acquisiion of Telephone Uuhuics,
Inc.).

Business activitics in the Company's electnc scnice areas are highly diversificd it the agricultura:
extractive. recreational and industrial fields. Among the important types of busincsses using ¢
Company's service are lumber, plywood, pulp. paper, hardoard and partucieboard plants; ol wells
refinenies and pipcline compressor S1auons, iron ore mi and benefictanon; trong, pantonite and
gypsum extraction and processing. recreaton complexes, st s ski lodges and resorts, drconium &4
titanium processaing and machining: transporiation equipait nt and mobiie home factorics, seafond
processing plants: beet sugar factories; flour s creamenics; meat packing plants; fruit, vegetable, hop
berry and nut processing plants: and irngation pumping ins1allations.

Regulation. The Company is subject to the jurisdiction of public uuhity regulatony authornties of each
of the states in which it operates as 10 [1s F4lCs. Services, sccounting. the issuance of secunues and oib.r
matters. The Company 15 both a “licensee™ and a “public utility ™ as these terms are veed in the Federal
Power Act and is. therefore. suhicct 1o regulation by the Federal Power Commission { FPC) as 1o i
jssuance of sccurites, accountng. cortain rates and other matiers. Certain oi the Company’s hydroelecii
projects are licensed under the Oregon Hy droelectric Act and are subject 1o 1ts provisions As a partapant

.in a nuclear generaung facility under construchon, the Company is subject o the jurisdwuon of the
Nuclear Regulatory Commussion. which has broad supervisory and regulatory jurisdiction over i
construction and operation of nuclear 1eactors. particularly with regard to public health and safety (sc<
“Property and Power Supphy ™).

In addivon to zomng and other regulation by local gauthonties, the Company s subject 10
environmental regulauon by federal, state and local amhontes.  Costs incurred by the Company 1n
connection with compluance with exietiry and anticipated environmental standaids and controls have
increased and are expected to conunuc w0 increase in the future. Such costs have becn approximatey
$15.000,000, $29.000.000 and $44.000.000 for the yvears 1972, 1973 and 1974, respectively, and e
estimated to be approxim itely $50.000.000, $71.000.000 and $64.000,000, respectnely, for the years 1975,
1976 and 1977. The amounts for 1975 and 1970 arc included in the 1975 and 1970 COnstruCuoOn progiar
(see " Use of Proceeds, Construcuon Program and Financing Plans™). Fxcept with respect to the recently
adopted Wyonung sulfur oxide emission standards, in the Company’s opinion it curient construction
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projects have been designed 1o comply with apphicable environmental laws and regulations. and the
estimated cost of pallubon control fucilitics such as elecostang Precpiiaton scrubbers, covhing tower:
and settling ponds 18 included 0 the comstruction hudgets for those projucts (see “Property and Powcer
Supply” and " Coul Sales and Reserves™).

Rates. On September 3, November 12 and Novembher 20, 1974, the Oregon Public Unliny
Commissioncr, the 1daho Public Uulines Commupsion and the W.shington Public Unhities and Trans-
portation Cemmission, respectively, 1ssued orders permitiing the Company o IRLTCUsE petatl eloginic rates
in Orcgon, Idaho and Washington in the aggregatc amount of approxin ety S33.000.000 annuchs. hased
upon estimated 1974 operations. Pursuant o an order issucd on March 25, 1975 by the Califorma Public
Utilities Commission, the Company has increased its retal rates i Calitornia by approximately & 15016
annually. The Company also bas on file & rate appheation n the St of Montana o Incre.eg e
clectric rates by an aggrepate of approximately S1.300.000 anaually. On Januery 31, 1975 and Apnil 1K
1975, respectively, applications were fled m the States of Orepon and Washiingion 10 nerease retil vlectne
rates in the aperepate by approximately $21.000.000 anoually. The Company cannot apucip.il i or o
what extent these appheations, or other apphcauons the Company expects to file Jater in 1975, will be
granted. Muor factors i the Company's need for increased rates 4re the increase in povier production
costs resulting from increased steam clectne generation, Juaher costs of construction of new gencrating
facilities and the current hiph cost ol capital.

Ten of the Company’s largest industrial customers in Oregon have filed suit challengmmg the
September 3, 1974 order of the Orvron Public Uthity Commissiones on the ground that too muh of the
overall revenue increase aliowed, which they do not challenge. 1s imposed upon them.  They sech @
reduction of approxmiately $2,500.000 annually in the increase charged them. One residential cusiomer of
the Company in Orcgon has filed suit, 10 s individual capacity. sechiny 10 revoke or modiiv 7 the same
order, alleging thut the Company’s residental rates pernutted by that order ure “discrimunatory amon,
customers of the same ¢lass™ and that the Compuany “fatled w0 establish a need for the various mongtan
increases in residential services.” The coun has denied the motons of the industnal customers and the
residential customer that the Commissioner's order. to the extent challenged by them, be stayed or that the
Company he required to undertale to provide a refund 1o them of amounts they claim to be in cxeess of a
Jawful increase. The Cuty of Portland has also tiled suit on behali of iisel! and al! other custoniers of the
Company within the City alleging (hat such order is unjust and unrcasonable in placing Porthand rates on
the same level as elsewhere in Oregon. The ditierence involved 1~ approsimately $2.000,00) annualiy. The
Company cannot predict the outcome of these suits on the ments. The Company s advised. however. that
if any of these plamufls prevail on the ments, they will seek & refund for any amounts pad by them or, m
the case of the suit bronght by the City ot Porthand, paid by the Company’s cusiomais in the City on and
after September 3, 1974 1n excess of the rates the court of the Commssioncr. on remand 10 him, may
finally sct. Counsel have advised the Company that plaintifh’ nght togs refund under such crcumstances s
not settled under Oregon faw.

Property and Power Supply. The Company owas 33 hydroclectric gencraung plants with a rated
capacity of 863,393 Kilowatts. It also owns thrce steam-clectric generating plants and has ownenhip
interests in one other. the aggrepate rated ceam-clectric capacity owned by the Company being 1433080
Mlowatis  In addinon it has nunor mternal combrstion Jeacranng capaciy Dunng the year ended
December 31, 1974, approximately 897 o the Company’s ¢ty fequiement was supphicd by its plants,
27'% was obtained under long-term purchase contracts, prnciradly from hvdroelectnic generanig facihines
and the balance of 14% through merchange and other puichase arrangements (se¢ “Electrnic Operating
Statsties™). The Company has replaced ibstantially alt of the energy purchased under Bonneville Power
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Authority ( BPA) contracts which expired Aupust 31, 1973 with ovtput from tts Centralia ( Washmgion)
Sream Electric Generating Plant and the fourth unit at the Dave Johnston Plant and the bulince from a
aumbcr of other purchase contracts. The Company also has contracts to purchase firm peabing capasity
from BPA and expects to purchase non-firm energy from BI'A to the extent avallable (sce Note 710
Consohidated Financial Statements ).

Most of the Company's hydroclectric plants are licensed as major projects under the Federal Power
Act. The first of these hicenses (for a 1,100 hw plant) expired June 26, 1974 and was rencwed: and the
second (for a 136,000 kw plant) expires in 1979 The remaming licenses expire on dates from 1997
through 2006. Upon expuation of a heense the project may be re-licensed 1o the Company or, upon
payment 1o the Company of its net investment therein, not o exceed fair value, plus severance damages,
the project may be tahen over by the United States or licensed 1o a new hicensce. Each of these licenses
also provides that after the hirst 20 ycars of operation, out of surplus carmings thercalier, if any.
accumulated 1n oxcess of a specihed rate of return upon net nvestment in the licensed project the heensee
shall establish and Mmaintain 3MOrMZanon rescrves which. in the discretion of the FPC. shall he held untl
the termination of the hicense or upplied from ume to time in reduction of net investment in the project In
the opinion of the Company’s management, any such excess carnings realized from those projects which
have been in operation for 20 years have not been matenal but may be material in the future

The Company's gencrating facilities arc interconnected through its own lines or the lincs of others,
and, along with substanuaily all other generaung facihities and reservoirs located within the region in
wihich the Company operates, arc operated on a coordinated basis 10 obtain maximum load-carrying
capabibity and ciliciency O December 31, 1974, the Company owned 5,910 circuit miles of transmission
lines, including 49 miles of 500 kv, 1,733 miles of 230 kv, 271 miles of 161 kv, 1,222 miles of 115kv and
2,635 miles of 69 kv capaaity or less.

Near Rock Springs, Wioming, the Compuny and ldaho Power Compuny are constructing the Jim
Bridger coal-fincd gencratng plant. consisung ot four 500,000 kw coal-fired units. The first unit has been
placed in commeraial operation and the second, third and fourth umits are scheduled for operation in 1976,
1977 and 1979, respecuively  The Company's share of the total cost of the plamt and associated
transmission faclities and coal nine is esumated 1o be approximately $700.000,000 of which approxi-
mately $103.000.000 wiil be for ur and water pollution contiol facilines ldaho Power Conmpany will
receive the entire output of the first unit unuil completion of the second umt. The Company s share of the
output of the plant will be 30% begimming with completion of the second unit and 663:% upon completion
of the third and fourth units

Additional it quahity control cquipment 1o conform 1o Wyoming and federal an quathity standards 18
being instalicd for the nrst three units at the Company’s Dave Johnston coal-fired generating plant at an
estimated cost of approximaiely QoL 000000, OF this total, $3.400,000 has been expendad through 1974
and approximatcly $20.000.0 W0 has been or will be expended g 1975 and i included in the estimated
construction costs for 1975 set forth under * Use of Proceeds, (‘un&nmmn Program and Finanang Plansy™
These units are exempt from federal thermal ctituent discharge standards. Cooling towers which mect

Wyoming water quality sandards. to the extent currently determined., have been instalied at a ¢ost of

approximatcly $7.000.000. Studics nOW 1IN PrOEress will determine whether additional water cooling will
be required 1o meet Wyoming waier quahity standards.

The Company and Black Thils Power and Light Company are constucting a 330,000 Kilowatt air-
cooled, coal-fired plant (the Wyodak Project) cast of Gillenie, Wyoming, near codl Jeposits controlied by
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Black Hills “The Company's share of the Wyod b Project is 647 and 1. expeoed o cost approvimatcly
$130,000,000. The Company and Black Thills Poser and Light Company intend to sell and feasel ok this

iy 000 n 1975, 15 not included in the

Project. The estmated cost of construction, approxmately S25.K
Construction Program and Finanang

Company's consiruciion program discussed under “Use of Prococds,

Plans™.
On January 11, 1975, the Wyoming Fnvironmental Qualay Counci! adupted air quality standazds,

much stncier than federal standards, hmitng pornissible erarsions of sulfur dionide from ol fuel

burming equipment  Eatorcement of these regulatons vill require the mstallauon of scrubbers at the Jim
Bndger plant and at the Wyoduk Project Studics by the Company indicate 1ot compliance with these
regulations may also require installation of scrubbers on Unics 1, 2 and 3 at the Dave Johiston plant;
however., the Department of I nvironmental Quality has stated that the new sulfur oxide cmission
standards were desipned to permit operation of these umi- of the plam without scrubbers  The
Department has not yet extablished uny comphance sehedule under winch the standards must be met at
the Company's gencrating Lacilities

The Company extimates that ity share of the cost of scrubbicrs on th
plant and at the Wyodak Project will require capital expenditures of approximaizly $1350.,000,000 and will
result in addiuonal cxpenses of approximutely $30,000.000 per year. The sulfur dioxide emission
standards applicable to the proposed Jim Brdeer Unit No. 4 are stricter than those 2pplicable to the other
plants. Studies are being made to determine whether avalable echnology wou'd enable that vt to meet
those standards  The decmion w proceed with construction of Unit No. 4 will depend on the outcome of
those studies or of the huganon referred to below. The Company’s share ol capital expenditires and
additional operaunyg expenses for 3 cerubber for Unit No. 4 1< esumaied at $45.000.000 and $9.000,000,
respectively.  If scrubbers must Ao he tnstalied on the first three units of the Dave Johnston plant,
approximately $5% 00000 of addmonal capital expenditures and $11.000 00 of additiona!l annual
expenses will be required.  The foregoing capital Cost estumates are based ¢n complenion of scrubher
installation at the Dave Johnston plant and at Jum Bridger Units 1,2, and 3 by 1979, and at hiry Brndger
Unit No 4 and Wyodak concurrently with the complenen of those units. These amounts are not ¢ e iy
included in the Company s forecast of construction expenditurds

The Compuny and Idaho Power Company have filed suit for Judicial review of these standards on the

grounds, amony others. that the nvironment.d Qualiy Couryil excerded its authonity, that the Council's
1 string ont standards Sumnilar suits

¢ first three units at the Jim Bndger

action was arbitrary and capricious and that no need was shown for s

have been filed by others The Compaty cannot predicd the outcome of this hugation.
The Company has apreed toacquire 4 10 . mierest 10 1w 1240000 hw auclear gencraung enits to be

constructed in western Washington by Washimgion Public Power Supply Systerm (WPPSH 1 g jomt
operating agency of public wility distactsy wheduled for operation in 1982 and 1984 and has alwo agreed
1o acquire a 20 nterestan a LSS 000 hw nuclear generatin: plant sponsored by Puget Sound Power &
Light Company. wheduled for operation i 982 The Company b8 agieed o acquire a 10% interest in
two 700,000 hw coal-fired steam cleciie generaung units o be construgted by The Montana Power
Company near Colsinp. Montana, scheduled by the sponsor for operation in 1979 and 1980 (s¢e "Coal
Sales and Reserves™)

The Company owns 28 ot the votmg securities of Pacitie Northwest Power Company whose sole
activity s seching, as jomnt apphicant with WEPSS, a4 heense from the 1 PC 1o build & major hydroclectnic
project on the Snake River between Orepon and Idalo On February 23, 1971 a heanng examiner
recommended prantng a boense with construction of the project o he postponed unul September 11,
1975, apparently w provide Congress nme o deternune whether construction of any project in this area
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should be permitted  The matier 1 pending before the FPC oa oxceptions 1o the imnad deasion endt 4
outcome is not preseatly determinable Femslution to prechude any project on this portion o f the Snab
River between Oicpon and Idaho is pending i Congress.

Since 1973, the Company has had in eflect throughout its seFvic. AR @ Progrim 1o encoirage on 59
conservation and has filed encrpy custalment proprams with the approprate repulatory podies 17t
states. Because of natonwide eneigy shortages and possible shortapes in the Pacific Northwest i 1l neal
several years, the Company cxpects to continue 10 CHCOUraPE Cne Yy conservation

On August |, 1974 the Port!ind Cuy Counail. after receiving @ feport from a consitlur o firm
recommending further study into the guestion of benefits that mizht be derived from a merger of the
Company and Portland General Electiie Company. requested the two companies hoth of which serve
customers within the City, 1o study separately the advantages and disadvantages of @ merger and 1o cach
submit 10 the Coundil either a plan of merger or a statememt of the reasons why a merger would noi he in
the best interests of the respective Ccompany’s customers or investor- The Company and Portland Guoneral
Electric Compary filed merger feasthility audices with the Ceoncil in early March, 1975 and each compan
has been reguested 1o evaluate the other’s study Based upon the stndy it submittod 10 the Counail, the
Company has concluded that a mergeris not feasible at this ume. One of the five memher: of the Portland
City Council has staed that, if he s not watisfied with the compantes’ good faith in the merper studes or
the results thereof, he may propose a study of the feasibility of pulilic ownership of the utihues' properues
within the City or that the Ciny's pover to <et clectric rates in the City be invoked Approximately 6 4% of
the Company's clectric operating revenues were denived from customers within the Ciy of Portland for the
year cinded Decembier 31, 1074

The following tables summarize the Compuny’s existing and planned gencrating plants

ENISTING GENERATING PLANTS

Jasteliavon  Nameplate

Fuerpy Source Dates Rating
(Megawatts)
COPCO PLANTS ... Copeo. Cahfornia Klamath Rivor 1918 192¢ 47
LINCOL N e Portland. Orepon Oil Gas Steam - Fledinic 16231928 188
PROADI O] o Prospedt. Oregon Rogue River 1624 n
MERWIN Apnch, W oslunon Lewis Raver (L AVE Pads 136
EIGH T NOK I UMPQUA PLANTS loketee Falls, Orepon N 1 mipgus Raver, Fish Creek
& Clearwoior Riner 1950 195¢ 18585
-YALY . Anihon . Washor fon Lew:s River 1953 oK
BOYI Keno, Oiepor KbLimath River 1948 80
SWik1 Cougar. Wash. 1on Lewis River Juss Jud
DAVL JOUNSTON . Glenroch. Whao ung Coul-Fued Steame lectn 1§ A 7503
IRON GATH Hombeook, Cat tormin Klamath Roer 1962 IR
TRONA  Green Rever. Weoming  Oil-Gas Steam-leging 1968 156
LIRBY : Libby Montans C --0"’~n\|m‘_| urbine 1972 218
CENTRALIA ( Company Porton) Centraha, Waskinpton Coui-d wred™icam- lectnie 1972 6317
JM BRIDGER UNIE NO 1 (Compan
Portion)* Rock Springs. Wyonung Coal Hired Sieam-Fleane 1974 KRL
17 miscelancous mimor hydroglectne units - - 19U 1957 L9
TOIAL ; . 24503

Note:  Hydioeleetric piojedat locitions are stated by locality and nver w.rtershed
® Sec text above for schedule of Company s pariapation m output
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Sched Conpany s Ownaersinp
uled ibaAic u L R
by € ost Tutal b atunated
Spon- throuph Fatoauted { TN
Faergy Source st Capacity 5 MW 2IS Gt Per KW*
(Mepae (005 (D)
watls)
JIM BRIDGEFP ¥k Springs, Coal-Fired Steam-ilecine
Wyoming No 2 196 00 ‘ .
No 3 19N St 667 1000 $266, 2062 §647 E C4kse
No 4 1979 sy J
TROJAN * aimer, Orepon Nudlear 197¢ | U 28 283 | XA §5. 0000 3408
WYODAK .. €ocae, Wyonung Coul-Fred Steam-1lectne 197K 3w [RE 19% 15100 (R PRUEY (A3
COLSTRIP....  (.lunp, Montins Cosl-Fired Steam-Electnw = - b %0
No | Ay
No 4 19%) 00 16.0 2! o 74000 330
WPPSS .‘all"p" Washingion Nuclcar No 3 1yn2 1.240 no 124 1LBODY 212 603 R4SH
No § [19%4 1.240 1 124
SKAGIT No. 1* Cancrere. Washington  Nudlear 1982 1,288 200 257.6 48000 210000 BIS?

FUILRE GEN ATING PLANIS

FJOIAL . . L} . LENS

——e >

' Conts and esuniited costs include only the Company's portion of jointly-ow ned plants Fauimated
€osts are suhject o constant freview and change.

2 Includes Company’s portion of costs relaung to Jim Bridger Unit No. 1, currently in service:
therefore the estimated cost per KW s based upon 1,333 MW, the Company's portion of the enure plant
capacity.

3 Excdludes costs of nuclear fuel

¢ Although the Company has agreed 10 parucipate in the construction and ownership of nuclear
generatng facilities being sponsored by others. 1t currently has no material investment in such facibues

Coul Sales and Reserves.  The Company owns i fee and has mining leases on strip coal reserves in
Washinpton, Wyoming and Montand In southwestern Washington. the Centralia Plant (see “Propeny
and Power Supply™) is fucled with coal mined and <old to the plant participants from adjacent reserves
held by the Company and Washington lrrigation & Development Company, a subsidiary of The
Washirgton Water Power Company

The Company has snip coal reserves in four major arcas and several smaller arcas in Whonimg
aggregeting approximately 950,000,000 tons, of which approumaiely 250,000,000 tons are committed 1o
the Duve Johnston and Jim Brdge aeam-cleciric gencratng plants

The Company has approvim ey QU000 000 tons of stip coal reserves near Decker, Montana In
addition. Decker Coul Company, & Jint yenture in which the Company’s subsidiary, Western Mincralds,
Inc.. bas a onc-hall micrest, controls approsim stely 750,000,000 tons of coal reserves near Decher, having
an average heat value ol approvmately 9200 10 9600 Bia per pound. The joint veniure has exceuied
contracts to sell approxvimately 20.000,000 1ons of coul through 2003

Approximately 1300000000 tons of stnp coal reserves mwnncd by the Company (including
reserves controlied by Decher Coal Company ) currently are uncommitted . Of the total reserves, RS% have
a sulfur content of less than 10% Tnthe ¢ ampany's oprmon. all of its ¢l reserves have a sufficient!y high
heating value 0 be used elivient!y as boaler tuel in the Company’s coal-tired steam-electic gencrating
plants. The Wyommy' | avironmental Quahity Council sultur oxide enussion standards (see "Properiy and
Power Supply '), however, might prevent use in Wyoming of the Company’™s coal reserves having a sulfur
content greater than 106 as boiler fuel  Mimng of these coal resenves i subject to state and federal

regulations respecting land reclamation aind envitonmental protection
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s, substantially identical 10 & tall vetoed by the President at the end o
the 93rd Conpross, passed both houses of Conpress and were referred 10 @ conference gormee A
conference commitice Comproniie il has been reported back 10 hotis houses. Neather the henate, Phess

Surface mimag regulaton b

ipany from being able 1o ppne Al o

por the confercnce conunitiee mill. if enacted, would prevent the Con
f approximately $3,000,000 pcr yeat

its coal reserves hut cach would resulun net increased MInIng €oss ©
at present levels of operation.

The State of Wyonung passcd legislation in carly 1975 which will require the consent of the vt
owner of a waiver of consent pror 10 the issuance of a Statc nuning permit. The validity of thit i 1
10 the extent Jt restricts AcCess 10 coal held under federal coal leases 15, in the opimon of counse o
Company, queccunnable. This lepisianon may affect approumately 65,000,001 tons of the Compar: ™ coa!
held under federal leases, but will not affect any reserves currently dedicated 1o plants in Operats noor
under construction.

The following table describes the Company's recoverable coal rese

rves as of February 28, 1975:

Percentspe

Assigned Unassiyned or Sulfvr
Recoverahle of Didwnted Undcdated Contemt
Con! R!\.tfl‘:" (-l-n_n_\_) {tony) b)__\“\“r\ : !_.l'( ‘n‘l
WASHINGTON
Centralia Ficld near Centralia oo __Centralia Plant% 3
76,000 0004 07
WYOMING
Jim Brdger Coal Ficld ncar Rock Sprangs. .. Jim Brdger Plam? 3
132,000,0004 33,000,000¢ 06
Dave Johnston near GIERFOCK oo Dave Johnsion Plant? 3
117,000,000 0.8
Antelope northeast of “lenrock b 300 000,000 4
North Antelope® nontheast of Glenrock ... 145,000,000 07
Cherokee weet of Rawhins.. 250,000,000 1 ¢
MONTANA
Decker near Decker oo Decher Coal Company
165.000,0004 210,000,000¢ 04
400 10,000 0s

West Decker near Decker

Totals

——————

4R 000000 1.338.000,000

1 Recoverable coal reserves represent the poruon of total reserve estimates which. 1n the apron of
the Company. 18 uhstantiated by adequate ilormation. including that denved from explozation mining

operations (1n s0ME CIsES 1. outerop data, quality testing and knowledge of miming €0 wditn Reseive
estimates arc subject 0 adjustment us Q result of continuing engineenng evalugtion o1 addinorn
exploratory and development intormation and as a result of changes in cconomic factors affccung the
marketability or utihization by the Company of such reserves

2§ee “Property and Power Supphy™. v

3 The Company considers that the respective reserves assigned to the named plants aic suflicient 1o

vide fuel to these plants for their ceonomically useful hives

4 Excludes reserves controlled by other participant in project.

8 Nifne NON-CONIEUOUS TESCTVE AFcas.

¢ Controlled by Decker Coal Company. but not subject to contract for sale

}
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In June, 1973 the Sierra Club and other plannils bled o complamt for dedaraton pudgment i
the Secretary of the Interior and other fodoral ofhicils 1o cupern any ledeial acuon rehated o cva
development, including the approval of oy plans, i the Northern Great Phar region i lading
portheastern Wyoming and castern Montana, pror to the preparatson of @ comprehienave eovires aents
impact statement reparding coal development i that regon. On bebiarny 14, 1974, the Umitcd Statos
District Court for the Distnict of Columbia pranied he defendants’ and ntervenon’ motions for somman
judgment and judgment on the pleadings and demissed the huyation Plantils have appee’od this
deasion and the Court of Appeals has issued o wmporan injunction pending @ deciston on the appo!
The Company 1 unable to predict the outcome of the iganon  The Company owns coal Feserve - 1m ti

4

region subject to the hitgaton: however with the pessible exception of cowl supphies for the Wyo b aind
Colstnp projects (see “Property and Power Supphy ') and any addinon i contfe. s for the sale of coal M
Decher Coal Company, the Company does not bebieve that this hugation will affect ats correntiy
contemplated actvities.

Telephone Operations. The Company owns indirectly, thiough a subadiars over 807, of the
currently outstanding vouing stock of Telephone Undities. Inc.. s Washington telephone holding compuany
Telephone Unhitres operiies telephone propernes through 33 subsduanies, pracpadly n Woediangon,
Orcgon, Montana, kdaho and Nevada,  Jelephone Unhues' subsidiaines hase approximuatels 600
telephone stations in service

DESCRIPTION OF NEW BONDS

General. The New Bonds are to he isued under a Morigage and Deed of Trust. dated as of Julv 1,
1947, to Guaranty Trost Company of New Yorl (now Morgan Guaranty Trust Company of Now Yok
(“Corporate Trusiee™) and Oliver R Brooks (R L. Sparrow, suceessor ) as Trusiees, as suppi.menic |

heremafter referred 1o as the “Morigage™  The statements herein concerning the Sew Bonds cod the
Mortgage are merely an outhne and do not puipoit o be complete They make use of ierms detivad m the
Morigage and are quahificd in their entirety by express reference 1o the ted Secttons and Artichos of the
Mortgage

The New Bonds are not subject 10 a smbang or improvement fund or other provision for amortzation
prior 1o matunty (sce “Matonty Dates™)

The New Bonds will he issuahle in the form of registered bonds without coupons i denomirtions of
$1.000 and any muluple thereof  The New Bonds are exchangeable at the office or agenay ol ihe
Company in New York Ciy without pavinent of any charge other than o sun sofficient to pemmibarse th
Company for any LIy of Lizes of other governmenta! cherge incdent therew

Maturity Dates. The New Bonds wall maivie on Ay b Eo o, at the electon of the Boldes ther,
on May 1, 1985 11 THE HOLDER DESIRES THAY ALL OR ANY PORTIONOF THE SEW BONDN
(IN AMULTIPLE OF SEO000) REGISTEReD IN TS SAME MATERL ON MY L 198s JHE OR
HIS AUTHORIZED ATTORNEY . MUST DI IVER IO THE CORFORNLE TEUSTEE ANDY THI
CORPORATE TRUSTTE MUST RICHIVE AN IRREVOCABLY WRITHEN NOLICE OF FLECHON
NO TARLIFR THAN NOVEMEBIR 10 1984 AN NO LATFR THAN DECEMEBER 31 190 0 THA
SUCH NEW BONDS SPLCTEH D IN THE FTTCHON MATL RIBON MAY 11988 THE NOTIC)
MUST EITHER BE DELIVERED OR SENT BY REGISTERED MAIL 10 THE CORPORATI
TRUSTEE. 23 WALL STREE L NPW YORK NEW YORK 10015 ATH NTION: CORPORANTI
TRUST DEPARTMIN T, ANDMUST BE A COMPANTED BY THE NEW BONDS 1O WHICH THI
PLECTION RELATES 1E AN FHTCTION IS AMADE AS 1O ONLY A PORTION OF ANY MW
BOND. THE COMPANY WILL ENLCUTE AND THE CORPORATE TR! STEE WILL D LIVER,
WIHTHOUT CHARGL, A NEW BOND OR BONDS IN PRINCIPAL AMOUNT EQUAL 10O TiH
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PORTION OF 111 NIW PONDS DELIVERFD TO THE( ORPORATE TRUSTFE FOR W HICH NO
o ELECTION HAS BEEN MADL

Interest aud Payment. The New Bonds will hear interest at the rate shown in their utle, payable semi-
annually on May | and November 1, beginming November 1, 1975 Interest will be paid 1o the persons 1n
whose names the New Bonds are regisiered at the close of business on the 15th day of the calendar mont
next preceding cach wemi-annua! interest payment date (with ceraimn exceplions, as provided for 1n the
Mortgage). Prncipal and interest are payable &t Morgan Caaranty Trust Company of New York

Redemption and Purchase of Bonds. The New Bonds will be redeemable in whole or in part 04 3
days’ notice (i) at the special redemption prices set forth below for the replacement fund or with certaun
deposits and proceeds of property. and (b) at the general redempuion prices set forth below for all other
redemptions, provided. however, that no New Bonds shall be redeemed prior 1o May 1 190, if such
redemption is for the purpose, orin anticipation. of refunding wch New Bond through the usc. directly or
indircctly, of funds horrowed by the Company at an effective interest cost to the Company (¢ alculated in
accordance with acceptable financia) pracuces) of less than 10.9456% per annum.

If, at the time the potce is given, the redemption moneys ire not held by the Corporate Trustec, the
redemption may be made subject 10 thewr recaipt by the Corporate Trustee before the dute fixed for
redemption and such nouice shall be of no effcet unless such moncys are so received.

) Cash deposited under any provisions of the Mortgage (with certun exceptions) may be applied to the
purchase of Bonds of any serics. (Sec Morngage. Art. X, and Twenty-eighth Supplemental, Scv 1)

General Special General Specidd
Redemption  Redemption Redemption  Redenion
Year Price () Price (‘v ) Year Price (") Price (“c)

If redeemed during the twelve months period ending Apnl 30,

TS AP 110.45 100.00 SRR . .o oo svrissonid . 102.05 100 .00
17 7 e 109 40 100.00 L R Y 101.00 100 00
1978 ... e JOB3S 100.00 BOREG: L oo mesreniie 100.00 106 1)
IDTY......cconeriarsnnaine 107.30 10000 1987 )00 00 TR
1980 o 106 25 100.00 113 SRR (L LAY L {EARAL
1981.... s 105.20 10000 AR e ensrnnrn 100,00 TTLRLY
1982 .. e 104 18 10006 s P S 100.00 TLARLL
(171, PO 103,10 106,00

in each case, together with secrued interest 1o the date fixed for redemption

Replacement Fund, There hall be expended each year 158t adjusted gross operating revenues for
maintenance and replacements in respect of the morigaged property and automoanve equipment. Such
requirement may be met be deposiing cash or certifying gross property additions or avtomaotve vyuipment
expenditures or by taking credit for Bonds and gualified hien bonds retired Amy eacess in such redits ma
be apphed apanst future requirements. Such cash may be withdrawn on the basis of pross Properts
additions or waiver of the right 10 assue Bonds of may be apphied 1o the retirement of Bonds  (See
Nincteenth Supplemental, Sec | and Twenty-cighth Supplemental, Sec 2.)
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Special Provisions for Rotirement of Bonds. 1 dunmg any 12 months’ penod, propeits i di-per ed of
by the order of of 1 any governmental authonty, resubting n the reeept of S10.00H0 N oF more &
proceeds therefor, the Company (subjeet 1o certain conditions and deductions) must apply such procceds
to the reurement of Bonds The New Bonds an redecmable at the special redemplion price for tha
purpose. I the Company s con olidated with, merged inio, OF COnveys all 1ts propenty to, <ny other
corporation having o plant account of not less than $10.000.000, or if a governmental or pubihic hody
acquires 0%, of the Company'’s common aodh towards s dissolution, A1 ounstanding Bonds may b
redeemed at the special redemphon prices any pme within 12 months. (See Mortpage, Secs. 64 and 27

Security. The New Bonds, topether with all other Bonds now of hercafter issued undor the
Mortgape, will be secured hy the Morngage, which constitutes, m the epinion of General Cournel w the
Company, a first moripage lien on all of the cleane generating plants and other matenally important
physcal propertics of the Company (except as Jated helow ), subject 1o (i) leases of minor portions of the
Company's property 10 others for uses which, in the opinon of counsel, do not mterfere vath the
Company's business. (h) leases of certain property of the Company not used inats clecinic utiliny business,
(¢) excepted encumbrances. as defined n the Morpage, and (d) as 1o certain property situated primanly
in the City of Rawhas, Wyommg. the prior hen of the Indenture made by Rawhins Electne Company W
Irving Trust Company, as Trustee, dated as of Ocoher 1, 1941, as supplemented There are excepied from
the lien all cash and seounties, certain cquipment. apparatus, matcrials and supphes: aireraft, automo siles
and other vehicles, receivables, contracts, leases and operating agreements; timber. mincrals, mineral
rights and royalties and all natural gas and oil production property.

The Mortgage contains Provisions for subjecting after-acquired property (subject to pre-existing
liens) 1o the hien thereof, subject to limitations i the case of consolidation, merger or sale of substantially

all of the Company s assets. (See Mortgage, Sec 87.)
The Mortgage provides that the Trustees shull have a lien upon the mortgaged propernty, prici o the

Bonds, for the payment of their reasonable compensation and expenses and for indemnity agaitst (2itain
liabiliics. (See Manpage, Sec. 96.)

Issuance of Additional Bonds, Bonds of any series may be issued from time to time on the hass of
(1) 607 of Property Additions after adjustments 10 offset retirements, (2) reurement of Bonds oi qualthed

" hien bonds otherwice than with Funded Cash and (3) deposit of cash. With ¢ertaim excepuons in the case

of (2) above, the ssuance of Bonds 1s subject t© adjusted net carnings before income taxes for 12 out of
the preceding 15 months being ar least twiee the annual interest reguirements 06 all Bonds at the ime
outstanding and on all indebtedness of prior rank, incloding the addimonal wsue Such adiusied net
carnings are compinted aftler expenmes for mammienanee and provision for reurement and deprodiation of
property. provided that, m liew of the acal provision for setirement and depreviation of aeriah
mortgaged uulity property and antomotive egripment there shall be used an amount cquitl to S0
plus 2'a% of net additions to such depreciable mottaged vulity property made aftes April 20, 1947 and
prior to the begimng of the year for which ¢ deutated

Propenty Addimons penerally include elevifie, gas, steam or waler utilny propeity, acquited At Apnil
30, 1947, but may not wctlude sevutities, arcratt automobiles or othd® vehdes. oi patural gas transmission
lines of natural gas and oil production propety I s expected that the New Bonds will be tssucd agamst
unfunded Property Addimons and that after the isuance thereot untunded Property Additions romuning
will be approximately £314.000,000. In addainon, when the Bonds of all senies issued prior 1o 1969 have
been retired, Property Addinons theretofore funded w satsty sinhing or improvement funds for such serics
will revert 1o unfunded status

19
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The Mortpage restrics the issuance of Ronds apainst Property Additions subject 10 prior hiens

The amount of the i ganons seeurcd hy prior hens on montgaged property may bo ncrce o
providzd that, il any property subjedt 10 such hen shall have been made the basis of 4 credit under the
Mongage by the Company, all the addional obhipations gre deposied

(See Mortpage, Sees. 4 0 7. 20 1w 30, and 46, Qixteenth Supplemental, Sce . Twentieth
Supplemenial, Sees. 2, 3 and 4 and Twenty-cighth Supplemental, Sec 2.)

Release and Substitution of Property. Propeny may be released against (1) deposit of cash or, o &
himited extent, purchase moncy MOFIRAECS, (2) Property Addons, and (3) waiver of the ppht 19 Bssus
Bonds, without applying any earn:ngs test. Cash may be withdrawn upon the bases stated in (2) and ()
above. ‘The Morngage contanm special Provisions with respect to qualificd licn bonds pledged and
disposition of moneys receis ed on pledped prior hen bonds. (See Mortgage, Secs. 5. 31, 32, 37, 46 10 3.
57 w 63 and 100.)

Dividend Covenants, Al retained carnings as of Junc 30, 1947 ($3,560,311), except §1 30,000, was
initially restncted as to payment of cash dividends on common stock. ~  amount of restrcted retancd
carnings was subject 10 being increased or decreased and restricted recained earnings could be used for
vanious purposes  As of February 28, 1975 none of the rctain.d carnings was restricied under the
Mortgage. (Sce Morngage, Sce 39 and Twenty-eighth Supplemental, Sec. 2)

Reference 1s also made o Note $ 10 Consohidated Finanaal Statements appearing el ewhore herem

The Trustees. Morpian Guaranty ruct Company of New Yorh owns certain unsecured promissary
notes issucd by the Company and 15 Trustee for the Company’s Retrement Pian for Employces

Modification. The nghts of the Bondholders may be moditied with the consent of the holders of 70
of the Bonds, and. if less than all senes of Bonds are affected, the consent also of the holders of 7t of the
Bonds of cach series affected. The Company has reserved the nght without any consent €1 other action by
holders of the New Bonds or any other scries of Bonds created since 1969 to subsuwte for the foregom,
provision # provision 1o the effect that the nights of the Bondholders may be moditied with the consent ol
holders of 662:% of the Bonds, and i less thun all senies of Bonds are afiected, the consent also of holders
of 66%% of the Bonds of each senes cficcted  In general. no modification of the terms of payment o
principal or interest and no modification aliccung the lien or reducing the percentage required o
modification 1s cffectuve against any Bondbolder without his consent, (See Mongage, Art. NIX and
Twenty-sccond Supplemental. Sec. 3))

Defaults. Defaults are defined as: default in paymeit of prncipal: default for 60 days in payment of
interest or of installments of funds for retirement of Bonds: certain events in bankrupicy insolveney of
reol ganiZution; certuin defaults with respect to gualitied hien bonds; and detault for 90 day s alier potie 10
‘other covenants (See Morizape. Sees 6S and 66.)

The holders of 28 of the Bonds may declare the panapal and interest Jdue on default, but & muoriy
may annu! such declaration if such default has been cured. No holder of Bonds may enforee the hen of the
Mortgage without giving the Trustees wnttien notiee of & defanlt and vnless the holders « Y5 of the
Bonds have requested the Trustees toad and offered indemnity satisfactory 10 them againa the costs,
expenses and habihities 10 e incutred thereby and reasonable opportunity 1o act. and the Trustecs shall
have failed to act. The holders of a majonty of the Bonds mdp direct the ume. method ind place of
conducting any proceedings for any remedy available 1o the Frustees OF ¢XCTCISING any trist of posver
conferred upon the Trustees The Trustees are not reguired 1© risk their funds of ineur personal Dbty af
there is reasonable ground for believing that repayment is not reasonably assured. (See Mortgaye. See
67, 71, 80 and 95.)

The Company must file with the Corporate Trustee annually an Oficers’ Certificate with referenge o
compliance with the terms of the Mortgage and the absence of defaults. (See Mortgage, Soc 44
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LI GALILY

The legality of the secunties 10 which this Prospectos relates will be passed upon for the Company by
Rives, Bonyhadi & Drummond, Genera! Counsel 10 the Company, Public Service Bilding. Portland,
Orepon 97204, and for the underwriters by Winthrop, Sumson, Putnam & Roherts, 40 Wall Strect New
York, N. Y. 10005 However, all matters pertuning to the organization of the Company, and li mauers
of Oregon, Wyoming, Washinglon, Caltornia, Montana, Utah and 1daho law will bz passed upon only by
Rives, Bonyhadh & Drummond. George D Rives, a pariner in the firm of Rives, Bonyhad) & Drummond
is a director of the Company and a1 March |, 1975 members of the firm owned 4,566 shares of the

Company's Common Stock.

EXPERTS

The consolidated bulunce sheet as of December 31, 1974 and the related statlements of consohidated
income, retained carmings and changes in linencial positon for the five years then ended contaimed in this
Prospectus have been examined by Haskins & Sells, independent Certified Public Accountants, as stated 1n
their opinion appearing herein, and have heen so included 1n rehance upon such opinion given upoi the
authority of that firm as ¢xpers in accounting and auditing

The statements made as 1o matters of Taw and legal conclusions under “Business”, and “Description
of New Bonds™ have been reviewed by Raves, Bonyhadi & Drummond and all such statements are set
forth hercin upon the authomy of such counsel.

OPINION OF INDEPENDENT CERTIFIFD PUBLIC ACCOUNTANTS

Pacific Power & Light Company:

We have examined the consohidied balance sheet of Pacific Power & Light Comipany and
subsidiatics as of December 31, 1974 and the related statements of consohidated income, retained carnings,
and changes in financial positon for the hve years then ended  Our examination was made in accordance
with gencrally accepted audiing standards. and aceordingly mcluded such tests of the accounting recurds
and such other anditing procedures as we considered necessary in the areemsianees

In our opimion, the above-mentoned comohidated pnancial statements present fairly the fin incial
position of the companics i Decer ber 31, 1974 and the resulis of their operatians and the changes in their
financial position for the e years then ended. i conformity with genarally accepted accounting prim iples
apphied on a consistent basis after restatement for the change. with which we coneur, to the consohdated
basis of presentation as explaned in the sevond paragraph of Now | w Consolidated Finanaial
Statements t

Hasnins & Seuis

Poriland, Orepon
February 28, 1975
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PACIFIC POWEE & LIGHHT COMPANY AND SUBSIDIARILS

CONSOLIDATED BALANCE SHEET

Uty Prast (Notes | and 6)
Utihty plant i setvice
| AT
Stcam hestng
Telephon
Waler
Total by plantn service e
Accumulated provisions for depreciaton ancd ame

Linhity plantm servwe 1ot
Construction work in propivss
Unlity plant hekd for futore use
Electne plant 4oouisttion adjustments

Unihity plant - net

O1Hik PROFIFTY AND INVISTMINTS
Nonutihity property Cal cost)
Accumulated provisions for deprovstion and an
Iavestment i ottt ventures { Notes 1 and 2)
Other

Jotal other property and ipvestment

CURRINT ASS IS
Cash (Nowe 1)
Working funds and deposits
Temporary «shuamvestmenty
Acvounts revens ablie
Customer
Other
Accumulotgd provisien For pn Heotihle sovoum
Material and supphos (3taverape costor ioas )
Prepay monts
H Total current asseis
Derrgrin Dine s
Unamortred debt expense
Prelinmnary sunvey amd svestigatan charges
Jobbing and other work i progies:
Other
Total deferred debts

Total

The accompanying Notes to Comolid

ASSI

F LT

STuzanon

Decembier 31,

1674

Februay 28
1958
(Vpasuditeo

Thousands of Dollars

$1,24n 99¢
2.765

1 583
73020
Tlaes A
(228902
).13%.431
12501
4757
3,720
1,473,547

3.03%

in conjunction with the above shatement
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$L.ANR 4:}.

U
s
»
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7 1¥%

T.84%
K Yst
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$1L67 180
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PACIFIC POWER & LIGIHHE COMPANY AND S

CONSOLIDATED BALANCE Sirr

LIABILITILS

CAPITAL 1IZATION

Propnciany capual tNoie 4)
Preferred stk

Common st d . $3 2% par asthorizcd S 4wk (K shares, outstanding.

1974 3304621 fares, 1975 D6 HR6.26M shates (Nute 4)
Premium on capital stind ! P
'ﬂ\l.inmtlll» renetsod on common shink

Capital stoch eapensg

Retained carnan, » (SNole )

Fotad proprctany capitad

Long-term debi ( Paoie 6]
Total capahizaton

Cusment Liamiins
Long-term deht currenthy maturing i L.
Notes payable 1o hanb ! o )
Commereral paper ¢ Sote 1)
Accounts pavabile
Taxes accrued
Interest acuried
Pividends devlare o
Other current habilisie

Total current labditics

Disrrarn Cripits
Customer adyanaus for conrign ;
Accumulated deletred imneatrent it e Qs tSoe 1)
Accumulated detoii J itoome Laves £ S oe 1
Accelerared arnornoation
Liberalized depiossatum
Repanr allow i
Other deferred ciadins

Torad o feried e dirs

OriRaTinG Risigves
MINOREEY DR EERESE 1% SUBSIDIARY L oViasies

COMMITMEN TS AN D CONTINGE S I Nl )
Toral

1588 4%

BSIDIARIES

Fehruary 28
December 1, 1978
o _l_?ld____ (Fuudiu-d;
- Thousands of Dollars —
$ 117236 $ 117236
75,350 87730
232,179 279,445
1 ive
(8,104 (11,228
135,187 146 45¢
581 %59 621878
749,169 T48 60
1,301,028 1,370,506
11878 13872
69,400 40 400
43.65¢ $6.110
35,490 22,986
24253 25053
1497¢ 13 K1
11379 -
6916 10,319
219,956 182.437
4182 4220
7.954 Ran7
21367 27,084
10,260 TUCRE
7184 1.3711
973 123
$7.020 T
I.Vae T(:;;
B8 £.508
$1621 K&

The avompanyng Nortes 1o Comsaoidated "VM\.H\\M' Statements .\hﬂ\lld be C\‘l\.\lticfl.‘d
i conunetion with the above statement
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PACIFIC POWER & LIGHT COMPANY AND SUBSIDIARIES
STATEMENT OF CONSOLIDATED RETAINED | ARNINGS

Twelhe
.\1'111'1 .
buded
February 28
— - Year Fudcd Devember 31 -~ jo7e
1970 97 1972 171 1974 (0 nandated )

e Thousonds of Dollars -

Balance at Beginning of Penod s $ K119 § 87,706 $ 97.556 S111.492 $125.4%4 $137%
Net income 31051 33,864 47 K52 $3,542 54,129 §6.07%
Total 112,190 126,590 145 4% 165,034 179,613 193 8%

et e —— SRR RS- e S

Deduct Cash Dividends

Preferred stock

§%—$5 00 per sharc 633 613 (XR 633 6N 6N
4 52% Senal- $4 52 per share 44 44 44 44 44 a4
7.00% Sciial - $7.00 per share 126 126 1206 126 126 124
6007 Senal 86 00 per share 36 36 16 36 16 3¢
$.00% Scrial  $500 per share 210 210 210 210 210 210
§ 4% Senal - $5 40 per share 1% 17 178 178 178 17
472% Scnal  $4 72 pet share 4an 47 472 472 41 an
4 56% Seral  $4 56 share 456 456 a6 456 4414 ant ‘
£.92% Serial - SR 92 per share 1338 1,338 j.a% 1,338 R 1338
9.08% Senal 1971 $4 74 thereafier
$9 0% per share 1.422 2724 2,74 2,724 3,724
796 Scena! 1972, SS9 thaeaficr
$7 96 per sharc . 39 1.990 | 9% 1.99
Common Sunk 1971 §) N LUNIE
1972.81 47, 197181 4TS and 1974 St
per share 0,79 11818 273 1).143 KU 6018
Tota! 3448 29044 13 it V9. 850 44 4447¢
Ralance at Close of Perwd (Note §) $ B2 70¢ $ 97 5% YL S104.48d TR LR L §14v ass

The accompanyimng Notes o Consohdated Frnancial Statements should be vonsidered 1n
comunction with the above statement
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PACINIC POWER & LIGHT COMPANY AND SUBSIDIARIES

STATEMENT OF CHANGIES IN CONSOL ADATED FINANCIAL

} Souncr 61 Fusps
| From Operatony:
Netingome . b
| Non-cash charges (mdm) o income
; DRIPECAUON. ... cvoeimssssiin: eirese e —

Deferred income wres Net TR
favestinent tax credit adjusiments T
Alluw ance for funds wwed dunag CORMIucnon ...
Undistnbuted catmnps of Jjoant ventures

! Minnarity interest in net income of subsidiaties

. Other - Net.
Total from operatons .

From Outude Sources
Long-term debt
! Preferred stock
' Common stock .
Net increase in shor! term debi. =L .
l Net decrease in 1emPOrary iNVEsments ... ...

Total from outude surces

! Decrease ( Increase ) 1n working capital (ucludmg short-
term debt and emporary INVestmeEnts ) :
Other sources— Net 1

Total source of funds. ...

APPLICATION OF FusDs
Comrumon [lprnduuvﬂ
Uity plant
Non-utlity phm Net

Total constrution expenditures
Less atiow ance for funds used duning consiruchion

Construction expenditures  Net
Putchase of Telephone Unities. Ing dess working capital
quiny J
Propery - Net
Other asscts and habidines
Long-term debt assumicd
Dividends
Preferted stock
Common stovk
Lonp term debt reuremant
Net decre ¢ 1n shortaerm deln
INet incTEASe I LEMMPOTAn) INvestinents. .

Total applianon of funds

\;I

POSITION
Twelie
l‘cmh 5
Fnduod
Febrvan 2%
——ee - Yeut Ended December M — = — (Ut
1970 1971 |_9'_7§ 1”3 1974 (Unaudie®)
e e e Thousands of Duilars - e
8§ 31081 § JAER4 $ 47RE2 8 $3.542 $ 54129 § $6.07%
17.943 19,960 21,097 26,062 30,901 316492
(1L667) 1,230 1,447 2.662 4536 4347
(9) 161 7008 221 (2.08Y) (2 7‘ 4)
(3387)  (10.447) (12.024)  (7.887) (16,7991 (189471
- - (825) (462 ) (2.08%) {2.70:4)
3 3 b 167 0t r 3
§.353 1,670 $57 a2\ (419) (64 )
T17 TIa6)  esask  T60R  GR9 Ter v
24.746 73,95 3940 45,493 137,188 74731
- 29,930 25042 - - ot
2397 1019 17077 3107 51 984 0T 1%
25,000 - — §7.08] 56,202 76673
2008 0 - ASI0 - -
769k 10Lusa 101 o TehEeI 245401 3%
3,245 34882 9214 18887 (1088 (11844
1,660 (9.314) S.088 (5975) 6,084 11638
$T37.000 S1%0.083  SIR1A) ST IEs Snaaes saafead
= oomm st BETTTIIR. Bl &N === —2 P o —
$106.547  $120670  SIILGIR $173.010 $25K942 $274 v
674 §0 b 128 213 169
167531 T80 Tiiat  DIRIE  JSeR 174
8387 10 447 12204 71887 e Ty LR
W Tes  NWs0d  eea 16824 ETAN T LY
- - 81652
- - (2.87Y
- (di4v]) - -
1001 118 6818 §.407 §.407 & 407
20,791 13919 27131 LI LE R A 019 A
a1 10 446 0361 7566 25,856 I
- (LY SRR o - b
- - 9o - LA (b
ST SIA0AT BINLANT S23IR28S Ak S5
2l BT "3 TEEE: 3 &£ 2. P LTINS . =T F o L Pt

The accompanying Notes to Consolidaied Financial Statements should be considered in
conjunction with the above statemant.
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PACIFIC POWER & LIGHT COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATENVENTS

For the Five Years Ended December 31 1974 and (Unandited)
the Twelve Months Faded February 25, 1975

1. SusmMary ol SIGNITICART A COUNTING Poi i s

Basis of Presentation
The consohidated financ el statements include the accounts of the Company and its subst diaries
majority-owned. sinee dates of organization of acquisition Ihe Company and such subsidiart - are herein
sometimes ffered 0 as the *Compames. ™ Al sigmihicant intcrcompany ransactions and bolanges have
been eliminated

Financial stitements for penods privs 1o 1974, which previomhy indluded the subsidiinies on the
equity basis of dceounting. have heen restated o the consohidated basis of presentation This restalement
had no effect on previously reporied net incone

Investments in pmncorporated joint ventures are included in the finanaal statements on the equity
basis.
Regulatory Authorities

Utility operanons of the Compamges are subjeet 10 regulation with respect 10 accoununy «nd raes by
Federal agenaws and the public regulatory agencies of the vanous states in hich the Compuinies operat
Utility Plani

Utihity plant in service i crated substanially at onginal cost. Additions to wility plant represent the
ornginal cost of contracted sevices, direet bl and matena! allowance for funds used during ONMIUCUCT
and indirest charges for enpineenng. superyision and sl overhead mems Mantenan.o J repairs of

property, and replacements and renew als of items determined 10 be less than units of proparn. e charged

10 operatng expense maintenance.  The cost of vans o propeity replaed or rencs ed. plus emon !
costs, lJess salvape, 18 charged 10 accumul; ted provision for depreciaton, and the co of relawd
replacements and renewals s added w0 wtiliny plant. Benerments are charged to utthry plant L pon sale of
disposition of property othed vhan through nomidl reuremient the difference petween the proseed redlized
and the cost, fess the estimated portien of the secumulated provision for depreciation apphcc i thereto. s
recorded 1 moonw
Allowance fro Funds Used During Construeiiom

I aceordance with the uniform systeim of devounts Pros abed by regu cory autheniics. .o allowange
for funds used during construction is inclnded in consiructon work i progress and et meeme
using @ composite rate, applicd W construciion work i progress, which assumes that funds used 1o
CONSLIUCHION Weiv provided by horrowings, preferred ovk. and commaon ¢ uity This dceet iting practine
results in the indlusion im utihty plant in service of amounts comsidered By pepulatory gt hionties as .
appropridie cost of funds for the purpose of establishing rates for wuility charges 10 Qustvin iy
Deprecianon -

Depreciation of utilty plant s computed under the straight-hne method hased on the estimated
service hives of the vanous classes of property

The pereentage relationship of provisiis 1or deprecianon of uulity PlLant i serviy (averapged ) wa
.ppm\im.ncl) AN 2 M 20N 388, 287 and S ol tor 1970, 1971, 1972, 1975 1974 and 1
twelve months ended February 28, 1975, pespestively
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NOTES TO CONSOLIDATED | INANCIAL STAT FMENTS = (Continued )
Income Taxes- -

The Company includes the operations of its subsidianes i a consolidated Federal income tax rewurn.
Income tax provisions of the imdividual companies ae computed on @ separale rewrn basis.

For income tax purposes. the Companies generally compute depreciation under the bberalized
methods allowed by the Asset Depreciation Range System (ADR) which bevame effective in 1971 Fuou
electric, steam heating. and water unhity properties, deferred imcome taxes are provided for the eacess of
the tax reductions attnbutable 1o the use of ADR over the use of hiberalized depreciation methods and
guideline lives used pror to the adoption of ADK. The tax reductions relating to the difference betveen
such prior Liberahized methods and book deprecianion are flowed through 1o net income.  For telephone
utility properties, deferred income tives are provided for the wtal tax reduction resulting from the excess of
the ADR method over book depreaation

Federal incowne tax reductions resulung from the investment tax credit relating to utility plant other
than telep.hone are deferred and amortized to income over five year penods for those related o mass
property additions and ten-year penods for those related 10 major addiuons.  Investment tax creduts
relating to telephone plant are deferred and amortized to income over the estimated useful life of the

property.

Deferred income taxes accumulated prior to 1964 resuliing from acvelerated amortization of certain
nroperties under Necessity Corttivates are bemg amortized o income.

Retirement Plans-

Substanually all employees of the Compuanies are covered under various retrement plans. Current
service costs are funded s the hubiliny accrues. based on actuanal determinations. Prior service costs are
being amortized over penods ranging up o 30 years.

2. SursiDIARITS AnD JOint ViSTURES

The operations of Telephore Unhines: Ine (T.U) are includec in the consohdated  financial
statements since October 1 1978 st wiueh e the Company had acguired by purchase approvimately
665 of the outstanding common stovk of LU o Washington company operatng telephone properies,
through subsidiarics, principatdihyom Wadhington, Qiegon, Idabe and Nevada On November 30, 1973, the
Company exchanged all of the vustinding common stock of its sghsidiary, Northwestern Telephone
Svstems, Inc, for an addional E30000 commor shares of TUD This vansacuon resulied i the
Company's ownersiip of approvmately Mee of the oustanding common stock of T.U.

Iavestments 1 joint ventoies andide the 805 equiny anerest in Decker Co' Company, an
s porated toimt ventie, the Company’s eguan i whose acoounts at February 28, 1975 1s suramarnized
as fohiows (in thousands ) assets SIS T30 Tabilines, $3,477, and jomt vemture capital, $15,260 (317,231,
SLNN, and S1VLO1E, respectiveds . at December 3, 1974)
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NOTES TO X INSOLIDATED FINANCIAL ST ATEMENTS —(Continued)

The Company’s equity 1 operations of the Joint venture for the three years ended December 31, 1974
and the twelve monihs cnded February 28, 1975 1 summarized as follows (in thousands )

Twihe
Moanths
Ended
Fobraary 28
i9m 1973 1974 197¢
Revenues EPACL o e RS $9.014 $16.527 $1K 387
Eapenscs AR 94r $.769 $.711 1 a0l
Jownt venture income before applicabic income e g 525 3.245 6,516 7.56¢

3. INCOME TAXIY
Provisions for income taxes ‘or the nve yeurs ended December 31, 1974 and the twelve months endud

February 28, 1975 were less than the amount:. computed by applying the statutory Federal income tax rate
of 48% 10 income before tax ‘Ihe reasons for these diferences are as follows (in thousands)

Tuahe
Months
}ﬂdlﬂ
February 2K,
we wn @ W puBE
Computed rncome La hased on Statvtory Feder-
al income tan rare - . 1,79 $22.775 $27.555 $20.3%% $26.924 $27.0¢6
Reduction in tax resuiting from
Allowance for funds used duiing construe:
uon ) (2.617) (5.014) (5916) (3.897) (8061 (8.116)
Facess of tan over book depreaiaiion { fow-
through hasis) (6,592) (5.47%) (2.363) (10.262) (10.20%) (10047)
Ad valorem, payroll and sales taxes vapitad
ired. (17 (1.57%) (1.467) (1.647) (2.23%) (242
Investment tax credit restored (4) (49) (713N (LS (1,570) (1.994)
Other mems capitabiad and isccthaneo s
uming differomes ; (1381 {1,561 (1.760) 13.494) (3,419 (1914)
Total income tax ¢xpeme (eredit) $.750 AT 10,312 5528 | 35 T (2%)
Amount credited (s hirged) to othet weome 169 431 (62 (1.043) (4124 (2,744)
Federal and state 1ncome (ax expons Ceredit i .
included in OpeEating expenses § S919 $ 945 $10. 250 § 7472 € 2.740 S 2. 769
Income 1ax eXPense consisis of the followang (n thousands ):
Twelve
Maonthy
1 uded
Febrwiry I8,
1970 1971 1972 1973 1974 1978
Tanes currently payahle efundabic)
Federal $ 6.x0 $ 7188 st,n\; § 2863 §( 1,459 2
Stae & 566 s ne 993 a0 441
Defereed income Lnes
Deferred : o ki 2597 388 d05% 6585 ¢ 410
Restored (1.667) (1667 (1 809) (1aet) (2.052) i B
Iavestment tax credi adjustments oot (v) 16l 7004 M (2.085) R
Total income Lax expense (eredit) ! $ 7% $ RYok L IR § RS § 1L & 123

Deferred income taxes relate prmanly 0 uping differences between book and ta deproiation
amounts.
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4. PropriTARY CAriraL

December 31, 1974)

NOTES 1O CONSOLIDATED | INANCIAL

Under an Fmployees’ Stack Purchase PL

. Company as Trustee and 106.62
' of the parucipants in the Plan at Febru

[N . 1974). In addinon, 255,376 shares we

- e —— . - i we

' At December 31, 1974 and Februaiy 28, 1975 the Company b

cumulative Prefericd Stock

The redemption

. 26929 shares of common
% shates of unissued common SOk WETE TOSEIvVY
ary 2K, 1975 (28,397 and 109,706, respecuvely, at Decenber 3l
re reserved for future offenngs unde

and hgudisnon prices show

wnpaid accumulated dividends 1o date of redempuon or hgudation.

SIATEMINIS— (Continued )

dock were held by the
d for unpard subscnintions

r the Plan (253943 at

ad outstanding the following shares of
n would be increased by uny

hs ended - Redemption
& tax rate A __ Orice Per Share(l)
| S = = I’.{e’ltml
Twelve a, Authorired  Quistanding _2/I8/TS S
Ly [ 8% Preferred . 126,49 126631 $11000 $11000
28, Serial Preferred 1,500,000
ﬁ l 4 52% seres 9.£3% 103 50 103 50
! 7 00%, series 18,060 Non-callable
$17,066 l 6 .00% scris S9N Non-callable
‘ § 00% scrwes 42000 100 00 100 OO
(9.116) 3,40%. ser 20,000 102,00 101 00
4 72% senes 106 00K 103 40 102 S0
(10.047) ‘ 4 865 senes 100.000 102 34 102 34
{ 0) ; B 92% senis 150,600 109 37 10237
1, 294) ! 908" senes A 00 1083(2) 104 02
(3514) ' 7.965 senes 250 0000 1003 ) ‘119
-3 \ No Par Senal Preferred 4 000 (h ) Fs
(1,‘“) ; Toral sharcs outstanding: I‘l"::_l.f:i
$(2.769) | At par of stated value s—lﬁ_zn Ly
Twelve (1) Upon voluntary hiquidaton, the 7.00° -, .00 S0, and S.407 ¢ senies are enutled
m‘ $100 per share and the remaming oulstanding senes are entitled 1o ar amoaat cytal
% o the then current rademprion prices of cach such senies. Upon anvoluntary
1978 hguidation all preferred stodk entitled 1o par or stated value per share
$(2.630) (2) The 908% and 7965 seties are ot redeemable pror lndnl} 1. 1976 and Novembgr
454 1. 1977, respestinely duectly or mdirectiy, as part ofFor o antiapation of. ans
6469 rcfumlm;- operation mvolving the mcurimg ol mdebtedness of the pssuance of shares
017) of preferred stk ranking equally with or prior e such senies av o dividends or on
1 246) Niguidhation, of the nterest on sich indebtedness o the dividends on shares of 4
(%) such prefered stock would fesult meffectine cosis 1o the Compan of less than

—— T —— E———_—L e ‘.

9.0746% and 79318 (. respevtively, per annum
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NOTES TO CONSOLIDATED FIN

ANCIAL STAT FAIENTS = (Continued)

Changes in capital stock and relined premums (i thousands ).
-._fmmmw \hn} !‘-n-fr__vrrd Stoch
Total
- L
Balance, Jaruary 1, 1970 $ 95943 15.44% $ MGG 622 sN
1970 -On sales o employees... 747 53 747
On conversion of dehentuies ... 23 1 23
On sales to public 19,326 1,546 19,326
1971 - On sales to employees 780 85 780
On conversion of debontures .. 143 21 343
On sales to public 1% 060 I8
1972 On sitles 1o employees.. 1.254 76 1,254
On conversion of delentures . 137 N M
On sales 10 publ 30,940 1,714 30851 250 K9
1973 - On sales to employees... 1,291 n 1,261
On conversion of Geheures ... 85 S 85
On sales 1o public 360 1,600 1,600
1974 On sales w employees 1,283 87 1,283
On conversion of debentures .. 34 2 34
On sales 1o public . 44175 2,500 44378
Balance, December 31,1974 NI 23188 231 99¢ LN | %4
1975 (1o February 28, 197%)
On sales to employees 20 1 20
On sales 10 public. 47250 1,500 47250
Balance, February 28, 1975. §279 44 26,686 §779.26¢ N $184
s e s - = =

§. RESTRICTIONS ON ConsOLIDATED RITAINI

Total consohdated retained earmngs not
and $9,897,000 December 31, 1974 and Fel

and b
Company ink

Under an order of the Secunnies
e merger of Northwestern Fleetin
on the common stock of the Company (other th
carnmings accumulated subsequent o the
dividend requirement on the Company's pre
there was $3.951.000 of retained ear
First Mortgape Bonds
retained carnings at such date w

The loan agreements Covenng
covenants, himititions on the payment
covenants, $5,706.000 and $5.944.000 of ret
31, 1974 and I chruary I, 1975, respectively

outstanding

. b AR

avatlable for the payment of dividends
sty 28, 1975, pespecavely. s Jisclisne

hange Commission, dated Aprid

an dividends pay able e gommen
effective date of the merger
ferred stock from such date:
nings so restited Althou
coptains festncuve pron Isons 1e
s restricted thereunder.

of dividends
aned ¢

D FARNINGS

1w S (59,0010

AREICEd
J '\'ln‘\\

34, 1947, i vonnectinon wit!
no dividends may be deddared or pad
stk ) enee it owt of

therefrom the

v the Company.,

and after deducting

M L'-I\‘\ ol the Prathanes sheet dutes
gBthe Company s MOTEe welating wois
Jating 10 common stock divideids, none of the

IMNosE,  among other
mterpretaton of these

Jebt of cerin subsidianes
Under the most sestictive

atmings of such subsidianies was restricted at December

30
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659,000

wn with
or paid
it out of
rom the
set dates
ng o its
¢ of the

1§ other
of these
ecember

NOTES TO CONSOLIDA TR FINANCIAL STATENMINTS = (Continned )

6. Lone-Tiam Dinr

Long-term deht 1ssued or assumed by the Company and its subadianes and outstanding at December

31, 1974 and February 25, 1975 was as follows (in thovsands ):

Pacific Power & Light Company:
First Mongage Bond.

R ORI A DT . o rooeirninionisiberssdiiests vastss wivg g s FEs S URY
3075 Sories duc APEE Y, BTN mniistiismiairiiossssitasiin inba
30 Senes dve ABgust L POT9...commainmmismssparisssives
F 4 SO C VOB o ooeiiieiiiesiasenivassssaasrnss oesennnseinsns
%7 Series dne June 1, TR, ..o ciniannensssesensosbossmisisain
In‘ Sencs due 1982 . R Y R
3%' Sencs due Sepientber |, 1982 ..
A7 Series e Otober . 1982 .o immsiomiorivsissvenssssiiisi

J‘m(v Sernies due 0 L R R e N PP
NG Series due JIRE e WA
3% Series due Augost b, T8 e v
ING Series due 1985 . e B RO o e,
AN ROios dhue BIN 1. TUBE.. ..couisscoissitocovusstiviiaibcinensinens
ST RSB BHE TIRE (.. o oiivimsisitivmimsissiv bamsdavecyskifinns
4% Senies duc July ). 1988 T AT Ty
L A TN T T N A S
QUG SERION BUE 1992 ..ot sssse saisessirstsberersssriassssn
44" Senes due December |, IW‘ ................................. .
AN SCes QUE FIUD ..o iiiiiisiccararsisinasssess sesesesssesssssins
REF SCECT UL FIOM . i ccvcorsinisiminsriammensntinerusedssassbbinbspsshs
& G Berios QU TU9Y ... iinvsirimsrinstissssasarsns s eabisssaisins
B G Serios QUC 1999 .....ociriiciiniasmiraissysssmsnassessse vesssvssass

8 %% Sernies due November 11999 o

9% Seres due 2000 e

Th'% Senes due 2001 . s MM TS

8 % Sernivs due October |, 2o

7Y% Seres due 2002

BN Seres due 2

9%’ Senes due 1983
Rawhins Eleciie Compam

First Mort; e Bonds

4% % Senes due 1975 b2y S Ty

6 ‘% Sencs due 1977 o N
Guaranty of Pollutien Control Revenus Bonds, 6% Series due 2007
MISCENAMCOUS o cvoioiiiiiii i ccinisieirinres Ddnirasbga
Unamortized prcnnum and discount o I.»n« AT AW s eernecsrrees

Total longaerm debt of Pavific Power & h, ht
COMPIRY cooniivissssirsn WL IS SSIP IS RO =5

3

T g N —— e — ~h Sk e ke

1974

29 000
4 5001
4651
G .60
$.549

12,500
7,500
6,157
8,089
£.000

30,6400

10.000

14.454

15,000

20,000

20,000

35,000

32 000

30,000

30,100

30,000

25,000

20.000)

25.000

40,000

35 000

w0

6O (i)

70,000

90

128
25.000
1 .060

(3ol)

690,586

T

1978

v 29,000

4, 500

4.95)

9,000

5,849
12,500

7.500)

6157

E.6SY

8000
30,000
10,000
14,454
}5.000
20,000
20,000
35,000
32 000y
0,600
30,001
30 066
25.000
201,060
7,‘_“ i)
400
18011
W nn
6O MR
T0, 0600

g0

128

28 M)
1,014
(3.239)

6Y1), «m
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NOTES TO CONSOLIDATED FINANCIAL STAT EMENTS = (Continued )

1974 1os
Subsidiaries:
Felephone Unhues, Inc:
2%. First Mortgape Sotes due 19901999 i 909 9011
&Y% 0% 1 st ortgage Notes due 19780998 20,163 20,092
%%, Second Mortzape Sote dug P20 i s 1,600 116000
§3%50-915%, Unsecured Notes Jue P78 1998 i 12,875 12,631
Total Telephone Uthities, IC. oo . 44,947 44 524
Other Subadhanes
%K% Unscomred Notes due in instaliments through 1997 ....... 1,953 1,953
10%°* Note due moinstallments through 1978 Tl s Fr s 4,6%3 430K
T%% Note due 1980, I T ey [ P AR 7.000 7.000
Total long-term debt of subudianies oo $8.583 SK (1S
Total Jong-termi debt . .o §$749.169 $74% 6OK

* Interest rate at December 31, 1974 and February 28, 1975, 1&te 1s based on prime rate plus 3%, such rate
10 be not less than 67« nor more than 10%
In April. 1975 the Company expects to guarantee $15,000.000, §%% Series, due 2008, pollution

control revenuc bonds to be issucd by Sweerwater County. Wyoning

Substanually all of the assets of the Compuany and its subsidiaries are subject 1o liens of morigages or
security agreements Addinonal Finst Morigage Bonds of the Company may be issued i amounts himited
by property, carnmings and other provisions of the mongage indenture

Matunity and sinking fund 1equirenmcnts for the years 1978 10 1979 on the total long-term deb
outstanding amount 1o $19.087.000 for 1975, $0.047.000 for 1976, $38.032. 000 for 1977, SIS0 for
1978 and $11.183.000 for 1979 Of these requirements $1 139,000 in 1975, $LOYS.O00 g 1976
$30.084.000 in 1977, $3.670.000 1 1978, and $4.060.000 in 1979, are payahle in cash: the revamder may
be saushed by certficanon of property additions as follows: 1975, $7.948 000y 1976, 87 948 000, 1977,
$7.948.000, 197K, $7.240. 000, and 1979, 87,125,000

7. CommirMings AND CONTINGT NONS

Reference is made 107U se of Proceeds, Construction Piograr and Financing Plans™ and " Business
Property and Power Supph ™ for informaton relitmg o the Company’s consttuction program. The
Company has substantial commitments i connechion thetewnth

Sunstantial amounts of power are being purchased under lof-term arangements with Woshington
public utility districts owmng gencraing phants Such purchases are made from ponatliliated persons on o
weost of service” basis, with the Company buying o siated pereentige of project output and paving o like
pereentage of projwedt annual costs (operanng expenses and debt servive ) whch are included m “Powg
purchased and imterchanpod = Ner ™ The putchase arrangements which expue from 1996 10 JOUIN provde
for firm power (o such dates and most ol them abso provide Tor addimonal power, withdrawable by the

n
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L NOTES 1O CONSOLIDATED FINANCIAL STATEAN IS - (Continved)
! owner upon two fo five years' notice For the year 1974 purchases wndor these affangements ap
proximated 27% of the Company's energy requirements. 4% was obtaied throngh other puicie ol
| nct interchange arrangements  The Company has recened notues of withdrewal ¢Tecuve 1974 thnoaph
‘| 1979 10 withdraw up to approximately 159,000 kw capacity from these plants
. Reference is made 1o information under *Buuiness — Property «nd Power Supply ™ relating 16 hoonses
| * on hydroclectnc planis
‘ The Companies have incurred exponses related W lease commitn nis for the penods mcicates a
- follows.
| Twehe
| » Munthis
. t ndud
R e = N s e SR Year Ended Dicomber Mo~~~ Febrnany
| !m 1971 wn ICJ\ 10%4 !0‘?9
- Total Rentals JRE— ey WO || O
i * Charged 10
= Operaung expenses e - : § 086 S1065 S0 S1LAAT 0 SIS0k $1 R8s
| Other ingome accounis e o (31 (&1] [ £28 (2 628
3
e mte Uulity plant, ciearing and sundry accounts . --OEO lﬂl-‘l _l—,l.‘_f: —_l_—l_c 37_0-.5 "2 4_7\.
I
| Tota!l \ = - 25% 2713 3 309l 490 490
*.uzon Less rentals from subleases ; 10 640 (2] m m 129
Net Total — . 1A% $2073  $2412 2w S48
T oor . T e B e
"3( ed The mimimum gross rental commitments of the Companies under all noncanvellable leases for the
periods indicated e as follows (in thousands of dollars)
i IO oo s § 23281
ity BN oo it . W
& "% 1977 ... N K FEr i DI 3,061
-",”,‘” BOR . kil 3,96+
\ -
| ' . BT s ernnns i : 2.7
1980 - 1984 L a— . 11,34}
JORS. JUR9 9 72¢
19%) 1094 .66
; Remander , ; Ly«
! a0~ \ _ R M
= The Towal : : . . , ?f:-!',“'
L7 On : Rental payments are caloulated upon the basis of \‘UPN‘J time® Substantialh Al OPLIORs 10 I0EEW
-~ na existing leases provide for pegotation of the amount of rental at the fime oF everasing sl opte s
=251 ihe Except for relatively mmor leases, thefe e io @xistiig options i purchase o escalaton chaises The
=% wer i Companies are also committed w0 pay all tases and expenses of aperition Cother than depreciitom b oand
. orrnide maintenance apphicable 1o the leased properis. except for the properts wader several relatnely nunot
- " the leases.
n
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NOTES 10O CONSOLIDATED FINANCIAL STATEMIENTS = (Continued )

R Fmprovies Repmimint Prans

For the years ended Devember 31, 1970 through 1974 respectively, retirement plan costs were
$2.654.000, $3,212,000, $3,124.000, $3.430,604 and $3.739.000 of which $655000, $550,060, $43 8.0
$544.000 and $311.000 were for pnor senie Of these costs, S908.1"), $1,170.000. S ET
$1,206,000 and $1,399,000, respectively. wer applichle o consruction paytoll and were ¢l o0t p!
accounts. For the twelve months ended Fobrues 28, 1975 reurement plan cosis wer S39i60
including $33K.000 for prior service, of the total $1.27,000 was applicable 1o constructn pu, roll and v s
charged to plant accounts Unfunded prior service cost at January 1. 1974 (exclumve of mterosty was
approximately $6,250.000 Of this toral hiabbuy ooproximately €2 998,000 represented the anount by
which vested benehits exceeded the pension fund aects. In Seprember 1974, the Federal 1974 Pensor
Reform Act was enacted and will hecome appheabie o the Companics, 0 perunent part, In 1978, The
Companies have estimated that reticement plan costs will Imerease approin aely $300,000 o $700.000
annually as a result of such Act

9. SUPPLEMENTARY INCOMI STATEMENT INIORMATION:
Tuehe
Maonthis
Eoled
Febiuarn
=Y eat § nded Decemnber M e %,
1970 1971 1972 1973 1974 197¢

I—— T Y L —

Tanes. other than income. are as fullows )

Federa, and state socitl security $ 135 S 18 S 8¢ $247% 8N $ L

Propery , 13,00 j3.454 16,99¢ 182010 20,9% 21428

State pross 1o eipts tax on public utihitics 74l K717 LR Qo4 |40t ) Sk

Occupation and franchee 2.4 2438 2.4 2611 3. 2 8

Regulatory commission fees 124 109 204 358 20t 3

State sales und use P i b 5 \N LA 2.1n% 32N 1%

Misceancons ol b3 £ 1 W & d

Towl $I0sat S0 S $74.560  SReer} MlLdes 8O
Charged 1o

Operating expenses-- Tazes $16.517  $1T440  S19.72% 8§22 %s 14087 b ST

Other inconie aceouniy N oy 'I pLLY 29 L

Utibity plant, eleanng and sundmy acocunis V00 LR 4,549 PR 7078 &

- »® . L - [ g -
Muaintenance and depreviation, ether thon amounts set oul separately in the Staement of € oisoh
dated Income, are not materal
Amounts of adverising costs and reseanh and development costs are not matenial
For further information regarding lease commitments and rentals see Note 7
4
}
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS = (Concluded)

10. COMPINSATING BALANCTS AND SHORT-Tiry Borrowine:

Substantially all of the funds included in cash are in the form of demand deposits and include
compensating balances informaully required by banks under a credit agrecment and hnes of credit with
respect 10 outstanding short-term Joans and vnused lines of credit. These balances may he vathdrown
without restisction for use as pencral operating fuads on o day-to-day basis. provided the Company
maintains average hank balances totaling 1072 of the banks’ commitinent under the credit agreement and
lines of credit or 15% of the oustanding borrowings, whichever i preater.

At December 31, 1974 and February 25, 1974, and dunng the twelve month period then ended, total
bank commitments under the credn agreement and hines of credit were $65,000.000 and average
compensating balance requirements were $6,500,000. The hines of credit are periodically reviewed by the
various banks and may be renewed or cancelied. Commitment fees charped in connecion with the credit
agreement and Furodollar loan facility are not significant; po commitment fee s charged 1n connection
with maintaining the hines of eredit. On July 1, 1974 the Company replaced the credit agreement with hines
of credit.

At December 31, 1974, outstanding notes payable to banks under the lines of credit totaled
$41,000,000 1epresenting shori-term rotes with an average interest rate of 10 26%. during the year then
ended, such notes payable averaged (on a monthly weighted basis) $25,167.000 with an average interest
rate of 11.03% Duning the sume period. maxinium month-end aggregate shor-term notes payvable under
such lines were $43.000,000

On February 2K, 1975, there were no notes payable under the hnes of credit: during the twelve
months then ended, notes payable te banks averaged (on a monthly weighted hasis ) $22,416,667 with an
average interest rate of 11.27%. Maximum month ¢nd aggregate shori-term notes payable to banks dunng
the twelve months ended Febroary 25, 1975 were $43.000.000

At December 31, 1974, there was $43.665.000 of commercial paper outstanding with an average
interest rate of 10.73%; during the year then ended. commercial paper outstanding averaged $19.826,000
with an average intcrest rate of 12 09%, Maximum month-end aggregate commercial paper outstanding
during the year ended December 31, 1974, was $52.150.000

On February 28, 1975, there was 856,110,000 of commeraial paper outstanding with an average
interest rate of 7230 during the twelve months then ended. commeraal paper outstanding averaged

2R.E38.000 with an average interest rate of HHO . Maximum montheend ay gregate commarcial paper
outstanding Juring the twelve months ended Februany 28, 1978 was $56.1 oo

At December 31, 1974, there was $2 1,000,000 of outstanding notes payable under the Eurodolia loan
facility representing short-term notes with an average interest rate of 1091 during the vear then ended,
notes payablc under this Joan fachy averaged $7.483000 with ag average imerest rate of 10 7%
Maximum month-¢nd aggregate short-term notes payvable under lIm‘uruJuH.nr loan faahty dunng the
year ended December 31, 1974, were $35,000,000

On February *%. 1975, there was $35,000.000 of outstanding notes pavable under the Furadollar
Loan Facility representing short-term notes with an average interest rate of 741%: during the year then
ended. notes payable under this loan facliny averaged SEY SO0000 with an average mterest rate of 9 805
Maximum month end aggiegate shoraaerm notes pavable under the Furadollar Loan Facility for the
welve months ended February 28, 1975 were $35,000,000

Reference is made 1o “Use of Procecds. Consiruction Program and Finanomg Plans™ for iformation
relating to the Company's shortterm borrowiny authonty

38
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UNDIRVRITING

Subject 10 the terms and conditions set forth in the Underwrining Agreement, the Comprny kos
agreed to sell to each of the Underwriiers pamed below and each of the Underwriters, for whor, Salum

Brothers, Blyth Fastman Dillon & Co Incorporated, The First Boston Corporation and Kidder, Peabods

& Co. Incorporated are acting as Representatives, has severally agreed to purchase the principal amount ¢ f

the New Bonds, if any are purchased, set forth opposite its name below:

Principal Principal
Name Amount Name Amaunt
Salomon Brothers ... e § 4750000 Boeticher & Company. ... § ASHu
Blyth Ea_tman Dillon & (‘o Iucomonltd ‘ 4,750,000 ). C Bradford & Co " 1
The First Boston Corporation . .. o 4,750,000 The Chirapo Corpmation, A8 (Y
Kidder. Peabody & Co l'\cnrpoulcd v 4,750,000 Crowell, Weedon & (o 350,000
Dillon. Read & Co Inc s S 1,000,000 Dain Kalman & Qual, Incorporated 150
Drexe! Burnham & Co lmovpor.ncd eesieneane 1,000,000 Doft & Ca I 350,014
Goldmaz, Sachs & €O oo s 1,000,000 A G Edwards & Sons. Ine 380000
Halsey, Swwan & Co. Inc. ... 1,000,00 " First of Michiy en Corporatic 340,07
Hornb! owcr & Weeks Hcmp ul! \o)cs lm First Southwest Company 350,000
corporated. . ... 1,000,000 Foster & Marshall 86 oo iimmmmenmnmsimmeinns 359,600
E. F. Hutton & Company Inc.. s 1,000,000 Janney Momgomery Scott Inc. . 350,000
Kubn, Loeb & Co....... .. ryis e 1,000,000 Legg Mason/Wood Walker, D,
Larard Freres & Co. .. v wrnee 1,000,000 of First Regronal Securiues, Inc ... 280 6 ¥
Lehihan Brothers Incorporated 1,000,000 Loewi & Co Incorporated s s
Loeb, Rhoades & Co. oo i 1,000,000 McDorald & Company 350
Merrill Lynch. Pierce. Fenner & Smuh In- Moore, Leorard & Lyrch lrcorro'a ed. b it
corporated . ... . 1,000,000 Piper, Jafiray & Hupwood Incorporated 350
Paine. Webber, Jackson & Curus lncc'“oum 1,000,007 Pmcnu. Ball & lurben . LYK
Reynolds Secuntes Inc . ., 1,000 00x Rauscher Picroe Secunnes Corporation 350
Smith, Barney & Co Immpomed ,,,,,, 1,000,000 “The Ro P"nnn Wumphrey Company. Inc AS0
Werthe:im & Co., Inc. .. ... srssnssaneanes 1,000,000 Rotan Masle Ine o A8
Whate, Weld & Co. Incorye orated . s 1,000,000 Shuman Agnew & Co  Inc 380411
Dean Witter & Co. lncmpomed......w e 1,000,000 Sufel. Nicolaus & Company Incorpo raed 350
Bear, Stearns & Co... oo B 690,000 Stone & Younghig : 340,06
L. F. Rothschid & Co R - 690,000 Stuan Drother. ERl
§t.2ars0n Hayden Stone Inc v €90,000 Sutro & Co Incorpotated A8
Shields Mode! Roland Sccunies lnwrpomu : 690,000 Wheat. First Sccuritios. Ing iy
Weeden & Co Ingorporaicd ‘ 690,000 Birr. Wilson & Cov i 20
Basle Securines Corporanon . .. — $00 000 "”““,& Company, Ine bl
Alex Brown & Sons. RS R $00.000 Blakely, Strand & Willuims. Ing %
D.iwa Securives Americy Inc T ‘ $00,00 Bosw oz Sulinan & Company. Inc 20
F Eberstadi & Co, Inc $00 070 Craigie. Mason:1i:pan. Ing ?
Matris. Upham & Co. Incorporated . oe . 300,000 Davis Shapps & Cor b 2
Nomura Securiues International, IB¢ oo 800,000 Gallarher & Jensen. Ine X
Wm E Pollock & Co  Inc ... $00,000 Hibb 4 & O'Tonror Secunties, Ing !
R W Pressprich & Co Immr\‘r.ncd = A $00,000 :mk" \omf“ gt I :
$oGen-Swiss Internatic .l Corporation .. 800,000 K’“" Kendrichil Co.. Ine.... e 2
Thﬂmm & McKinnon Aucnmclou kohlmrm L;'kt'-"mi. Petns, Smuth. Polian Ine P
400,000 pereg, de Neuflize & Co Incorporated 20
lpﬁmr Trash & Co. Incorporated .. L 800,000 Newhatd, Cook & Co Incorpotated. . 0
Tucker. Anthonv & R L Day e ‘ 00,00 Npp\-\ 'ﬂ“\\l‘ Hess & MoFaul, Ing .. )
U.s ‘)‘ cm.m'ﬂ e E 00,0011 R Rosland & Co ‘1\\\‘[]\".1\4 b
Wood. Struthers & \\uuhmpln( I 00,000 Stern. Frank, Mover & Fou lncorpor ued bl
Advest Co . iy 340,000 Wagenseller & Durst, ine Mo _ v
Bacon Whipple & o —] 350,000 | SRRy —— $60 0001 1
Blunt Ellis & Simmons lmqumd ...... v 350,000
36
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The several Underwriters propose imitially to offer the New Bords o the pubhic &t the pubhic offening
price set forth on the cover page of this Prospectus, and 1o certan dealers at such price Jess 4 wonce - on nnt
in excess of .7 of 1% of the prncipal amount of the New Bond, The Underv iiters may allow o d suih
dealers may reallow a concession not i excess of 5ol 1% of the principal amount of the New B oads o
certain other dealers. Some or all of the Underwriters may be meluded amor 2 such dealers, At the
initial public offcning. the public offering price and concessions 10 dealers may be changed from ume to

time by the Representatives of the Underwriters

Rl

— . A — . —— -




-~

. A—— o — -

$40,000,000

" PORTLAND GENERAL ELECTRIC COMPANY

FIRST MORTGAGE BONDS, 10% SERIES DUE APRIL 1, 1982

The New Bonds will be redeemable at the option of the Company at prices set forth herein,

provided that no redemption may be made prior to April 1, 1980 through refunding by the

‘ issuance of indebtedness having an interest cost of less than 10.0%¢ per annum. See “Description

of New Bonds" herein.

The Company will make application for the listing of the New Bonds on the New York
Stock Exchange. Listing will be subject to meeting the requirements of the Exchange, including

those relating .o distribution.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE
SECURITIES AND EXCHANGE COMMISSION NOR HAS THE COMMISSION
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS.
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

M

Underwriting
Price to Discounts and Proceeds to
Public (1) Commaussions (£) Compary (1) (38)
PerBond .....coovvvennnannns 100.00% 1.30% 98.70"
Tota) ..ccrivnesrsassnesanens £40,000,000 $520,000 $39,480,000

p—

(1) Plus accrued interest from April 1, 1975 to date of delivery and payment.
(2) The Company has agreed to indemnify the severai Underwriters against certain civil

liabilities, including liabilities under the Securities Act of 1923.

(8) Before deducting expenses payable by the Company estimated at $95,000.

The New Bonds, which will be issued in fully registered form. only, are offered by the
several Underwriters thereof as set forth under “Underwriting” herein. It is expecied that
delivery of the New Bonds will be made in New York, N. Y. on or about April 10, 1975.

BLYTH EASTMAN DILLON & Co.

INCORPORATED

The date of this Prospectus is April 3, 1975.

- —— —— —— s g — — - ——
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DEAN WITTER & CO.

INCORPORATED
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IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OV
ALLOT OR _FFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN TH!
MARKET PKICE OF THE NEW BONDS AT A LEVEL ABOVE THAT WHICH MIGHT
OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF COI”
MENCED, MAY BE DISCONTINUED AT ANY TIME.

TABLE OF CONTENTS
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Summary of Prospectus ..........c0000e 3 BORIRIOn v v s assini iba v iy sbd rasiins 2i
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No person has been authorized to give any information or to make any representation not
contained in this Prospectus and, if given or made. such information or representation must not
be relied upon as having been authorized. This Prospectus does not constitute an cffer of ar-
securities other than those to which it relates or an ofier of those sccurities to which it relat !
to any person in any jurisdiction where such offer would be unlawful. The delivery of this
Prospectus at any time does not imply that the information herein is correct as of any ume
subsequent to its date.

AVAILABLE INFORMATION

Portland General Electric Company (the “Company™) is subject to the informational require-
ments of the Securities Exchange Act of 1934 and in accordance therewith files reports and
other information with the Securities and Exchange Commission. Information, as of particular
dates, concerning directors and officers, their remuneration, and any material interest of such
persons in transactions with the Company, is disclosed in proxy statements of the Company
distributed to shareholders of the Company and filed with the Commission. Such reports. proxy
statements and other information can be inspected at the Egiblic Reference Room of the Commis-
sion, 1100 L Street, Washington, D. C. and copies of suCh material can be obtained from the
Commission at prescribed rates. Shares of the Company's Common Stock are listed on the
New York and Pacific Stock Exchanges where reports, proxy material and other information
concerning the Company may also be inspected.
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. SUMMARY OF PROSPECTUS
The following material 18 qualified m ity entirety by the (etatled information and financial state-
ments (mcluding the notes thereio ) appeaiing clsewhere in this P'rospectus

THE OFFERING

COMEANG  -o s o sssie st s onpenpdneaenyassansfentstet i itrn Portland General Electric Comrany
Type Of SECUTLY oo v creeeersssnnst s ieetene s il ler interest cos First Morigage Donds
Kedemption Provisions. .....oeeeeese Not refundable at lower interest cost prior to Apri 1. 19%¢
o AR T IR T e April 3. 1973
Principal Armount i R S T R L Y $40.000 <
e oAU S L L Vg e Y April 1, 1922
Use of Proceeds. .....coocvnsnsennnossssssrss To reduce short-term debt of the Compan: whicl

was incurred in connection with the Company’s
construction program

THE COMPANY

BUSIEs. .o csoroesnsnsssassssassnsanssnts Generation, purchase, transmission, distribution and
sale of electric energy
Service ATER. ... ..svressnorsssasnsassresoss 3,350 square miile arca within the State of Oregon,

including 54 incorporated cities of which Portland
and Salem are the largest

Estimated Service Area POPUAHION. . oo ovsraenansspnsasase st S rE ...972,000
Customers { December 31, N T i ey Approximate!s 363,000
Estiniated 1973 Consirucuion EXPEndItUres. . o cooovssusansnnessnrensrsrssssatts $152,000,000

FINANCIAL INFORMATION

Thousands of Dollars
(except ratios)
12 Months Ended
December 31 February 28
1974 1975
Statement of Income Data:

Operating RevEmes .. c.couseusnnerssasissernesstss s ?rmrrt 00 $146,00] 140738
Utility Operating INCOME . ...ovnsnesresnesssnersttmrmr 7700 46,263 47,546
B DHOOIIE o «v s Lo bonbrndnssn sana ghEguonanson dRES BEERETIE 32918 29454
Ratio of Earnings to Fixed CHATEESs «ovocvsosanrsosssenastssnnnsos 198 1.86
o Pro FOTIE .. (»evsssssassiosogustsbssasanaisaesatoatsns 172 1.67
Supplemental Ratio of Earnings to Fixed Charges ....oooonecreenneee 184 1.75
oG PO o v« vhyveh ve cxermapeRsnanas suguatabnstin olL 1.63 1.59
_ December 31,1674 %5 of
Capital Structure: Actual As Adjusted® Capitalization

Long-Term Debt (including long-term debt maturing
within one year and current sinking fund

POQUITEMENTS) .. +oocoronnrrrensrrersrerets $364,929 $403,927 53.5
Cunmlative Preferred GLOCK «..occvrssaannuannas 80,000 110,000 146
Commion Stock EQUity «...esneerensnensnnnesses 241,965 240,985 319

Total .o roerenosrvinassassoepssnsnsoves $686,5894 $754012 1000

—_——

* Adjusted to give effect to the sale of the New Bonds offered*hereby, to the sale of 300.000 shares
of Cumulative Preferred Stock on January 23, 1973 and the other adjustments set forth under
“Capital Structure”.
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Portland Genera! Elecine Company, inc orpoiated in Oregon in 1930 as succes sor 1o Partiand Elects
Power Company al its predecessors, ha princijal offices Jucated at 621 S. W. Alder Streer, iortinn
Oregon 97205 (telephone purcher : 503 228-7181). The Comjuny is an electric wiiity eugiges an -
generation, purchase, transmission, distribution and saie of electricity m the State of Oregon Jrigen
with its predecessors, the Company has been furmishing electric servize for 83 years. Its service ares
3,350 square mile urea within a state approved service area allocation oi 4,230 square nnic-. nciudin,
incorporated cities of which Portland and Salem are the largest. The Company estmaies tha
population of the service area at the end of 1974 was approximately 972,000, At December 31, 1974 U
Company served 393,411 customers, constituing about 425¢ of the state’s electric customers.

Recent Developments in Finarcial Considerations

During 1974 approximately 965 of the Company’s cleciric energy input was obtained from ks
electric facilities, including Company hydroeleciric plants, the Bonneville Power Administration (" Bow
ville”) and Washington Publx Utlity Districts, and 4% from thermal generation, including jurchs
Until September 1, 1973, Lonneville was cuntractually obligated to supply all of the Compan; =
power requireinents in €Xcess of its other power resources and had, for some vears, accounit
approximately 400¢ of total encrgy requirements. The Company 1s currently entitled to some firmi §
non-firm energy and additional peaking capacity from Bonnevilie.

To enable the Company to meet the capacity and energy demands of its system between the ume o
termination of Bonneville's firm power commitment and the commencement of operations of the Compa:
Trojan Nuclear Plant, presently scheduled for late 1973 or early 1976, the Company entered into purd
and exchange agreements with Bonneville and other utilities and in 1973 instalied jet-cupme ¢
bustion turbines. The Company added 439,000 kw of industrial type combustion turline capacity ¥
August 1974

Need for operation of the combustion turbines during the fall and winter of 1974-1975 has bees
virtually non-existent hecause of the availability of energy purchases, favorable hvdro conditions, reduce
usage by customers due to energy conservaion measures and warmer than normal winter weather an’
the acquisition of 1.5 billion Kilowatt-hours irom Lonneville pursuant to an Exciiange Agreement enier
into on June 12, 1974 (see “"Bonneville Power Administration” under “Business—Power Supply ™). In
the event of further delay m completion of the Trojan Plam (see “"Future Resources —Trojan Plam
coupled with poorer than normal ky dro and weather conditions and the unavailability of power for purcis
need for operation of the combustion turbines during the fall and winter of 1973-197C could be substan:
which could materially increase the Comipany’s cost of power. Operation of the combustion turlbin:
requires permits from environmental authorities relating to air quality and nosc control and, while 1l
Company presently has such pernuts, the Company’s ability to operate its six jet-engine type turbines
is limited (sce "Construction Program” and “Regulation—Environinental Matters'').

The Company estimates that following completion oi the Trojan Nuclear Plant, approximately G0°
of its energy mput will be from livdroelectric facilities, 329 from nuclear facilities and the balance frum
fossil fue! generation and purchascs.

In order to meet the additional custs of operation and the capital costs of its construction progra:

including providing suffcient eanngs 10 meet interest and dividend coverage requirements jor tie
issuance of additonal bonds and preierred stock. the Company has aggressively sough: rate increases
On September 3, 1974 the Public Lrlity Commissioner of Qregon (the “Commissioner’ ) issued an
Order which permitted the Company 10 recover the cost of p&'cr in excess of 4.8 mills per kwh durn.s
the 1974-1973 winter. On December 23, 1974 the Commissioner granted the Company a rate increa:c
of 9.7% for service rendered on and afier that date. On March 11, 1973, the Company filed an appi-

Vi

cation for a 23 increase in all rates to be effective in September 1973 and requested that the Commis-
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sioner grant as interim relicl an increase i at least 1589 effective in April 1975 In addition, sueh filing
requests a cost of power adjustiment clause designed to permit the Company to recover the ¢t of poser
in excess of 5.2 mills uer kwh during the 1973-76 winter. The Conmnsaoner, by order dated April 2
1975, granted the Company interim relief 10 the extent of a 105 mercase divtive wiil !
after April 4, 1973 for service rendered on and after March 12, 1975, The Company expects 1
additional rate increase of approximately 10% to 137 wil be required in 1976 (see ~Regulmion—iate
increases™).

General Problems of the Industry

The Company has Leen experiencing, in varying degrecs, certain problems which are general in
the electric wtility industiry, including the difficulty m obtaining an adequate return on invesied cujain? @t
“Regulation—NRate Increases”), the difficulty in financing a large construction program (sce “(on-
struction Program™ ), the difficulty of the capital markets in absorbing utility debt and equity sccurities
the restrictions on operations and increased costs and delays attributable to envivonmen:il consnicr a0
{see “Regulation—Environmental Matters”), the necessity of expending substantial sums on studics anc
other preliminary work with respect to, and in some cases for the purchase of sites for, future aciiiies
prior to the determination of their feasibility, and the necessity of making substantial invesiments o
facilities prior to the completion of licensing and other proceedings by regulatory bodics necessary for the
construction and/or operation of sauch facilines (see “Business— Future Resources”), the eficcis of
energy conservation (sce “Business—Energy Curtailment”), and the difficulty of obtaining arequate
supplies of fuel at reasonable prices (sec “Business—Company Generation” and “Business—Futare

P
i el APPLICATION OF PROCEEDS
The net proceeds from the sale of the New Bonds offercd hereby (estimated at S32.383.000, will
be used to rcimburse in part the Company's general funds for past construction e-penditures. Out of
its general funds the Company will repay a like aniount of its short-term bank loans and commercial
paper (estimated to aggregate $55.000.000 at the time of such sale). Such obligations were incurred in
connection with the Company's construction program.

CONSTRUCTION PROGRAM

To meet the requirements of its consumers, the Company is continually extending and enlarging its
3 ) £ g
18

facilities. During the vears 1970 through 1974, yross property additions approximated §701.1070.000 an ]
gross property retireinents approximated $23.000000. Estimated construction costs (including allowance
for funds used during construction and nuclear cores) during 1975 are S132.000,000. of whic
$111,600.000 will be ncurred to construct generating plant facilities. $§33.600.000 for iransiission ond

distribution facilities and $6.800.000 for general construction and equipment. In addition, the Company
may increasc its 1975 construction program by approximately §12.130.000 for the purchuse of a sujpy @
¢ranium hexafluoride, with respect to which negotiations were commenced in late February 1975 (see
*Business—Future Resources—Trojan Plant™). At February 28, 1973, $20.963.000 of the 1975 con-
struction costs had been incurred.

The Company estimates that, in addition to the pro.eeds from the sale of 300.000 shares of Cumulitive
Preferred Stock in January 1975 and from the sale of the New Bon<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>