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SUBJECT: FINANCIAL QUALIFICATIONS OF WASHINGTON PUBLIC POWER
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PUBLIC POWER SUPPLY Sim ui NUCLEAR PROJECT, UN_IT NO. 2

Enclosed is an analysis prepared by Jim C. Petersen of my staff regardi..;
the financial qualifications of Washington Public Power Supply System to
operate and decassission WNP-2. It is intended for inclusion in the
staff's Safety Evaluation Repor.t in this proceeding.
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20 FINANCIAL QUALIFICATIONS
,

-The NRC requirements for the detemination of an applicant's financial

qualifications for an Operating License are stated in 10 CFR 50.33(f)
.

and Appendix C to 10 CFR Part 50. The former regulation states: "[If]
i

the application is for an Operating License, such information shall show
,

that the applicant possesses the funds necessary to cover estimated

operating costs or that the applicant has reasonable assurance of obtainina

the necessary funds, or a combination of the two." Appendix C Subsection

1(B) restates the fomer with the additional proviso: "For purposes of

the latter requirement, it will ordinarily be sufficient to show at the

time of filing of the application, availability of resources sufficient'

to cover estimated operating costs for each of the first five years of

operation plus the estimated costs of permanent shutdown and maintenance

of the facility in a safe condition." This subsection concludes with

the expectation that: "In most cases, the applicant's annual financial

statements contained in its published annual reports will enable the
;

4

Comission to evaluate the applicant's financial capability to satisfy

this requirement.":

i

.

In response to a staff request submitted pursuant to Appendix C(IV), the

applicant submitted the necessary financial infomation. This infomation

addresses the applicant's financial plans to operate, shutdown (if

necessary), and maintain Washington Public Power Supply System Nuclear

Project, Unit No. 2 (WHP-2) in a safe condition. The financial information
|

provided by the applicant states the required financial data reaardinq
!

estimated facility operating expenses, shutdown costs, and proiected

maintenance expenses to keep the facility in a safe shutdown condition.
!

s
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The following analysis constitutes the staff evaluation of the applicant's

submittal and addresses the financial qualifications of the applicant

to operate the WNP-2 facility, shut it down (if necesrary), and maintain

it in a safe condition. The cost estimates and other financial data

presented are the most current figures available to the staff at the time

of preparation of this analysis. Although these estimates and

figures may be revised or updated over time, the staff has no reason to

expect that the relative magnitudes as measured against the applicant's

resources will vary significantly enough to affect the conclusions herein.

20.1 Business of Applicant

WPPSS is a joint operating agency and a municipal ' corporation of the State

of Washington organized under Chapter 43.52 of the Revised Code of Washington,

as amended. The Supply System is composed of 19 operating public utility
.

districts of the State of Washington and the cities of Richland, Seattle,
,

Tacoma, and Ellensburg, Washington. Pursuant to its statutory authority,1

WPPSS is empowered to acquire, construct, and operate plants and facilities
WPPSSfor the generation and transmission of electrical power and energy.

is reimbursed, pursuant to the provisions of the WNP-2 Net Billing Agreements,

by the participants for all WNP-2 costs, whether or not the project is

completed, operable, or operating.

!

.
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20.2 Estimated Operating Costs of Facility
.

For the purpose of estimating the facility's operating costs, the applicant

has assumed that the first year of comercial operation for WNP-2 will

be1984(5monthsonly). Estimates of the total annual cost of operating

the plant for 5 months of 1984 and for each of the following years are

presented in Table 20.1. WPPSS assumes that the plant capacity factors

will be 60 percent for the first 12 months of operation, 65 percent for
1

the second 12 months, and 70 percent thereafter. As an element of

conservatism operating costs are also presented in Table 20.1 based upon

alternative capacity factors of 50 and 60 percent, respectively. Operating

costs include all costs associated with the capital investment and

operation and maintenance including nuclear fuel. Total estimated

expenses also include a provision for full recovery from customers of

eventual decomissioning costs.
.

Table 20.1 Estimate of total annual cost of operation
of WNP-2 ($ millions)

! Fiscal Years Ending June 30
,

1984* 1985 1986 1987 1988 1989 1990 1991

.
*

|
Capacity Factor

60% 1st year $96 $243 $240 $249 $263 $280 $300 $317

65% 2nd year
,

70% thereafter'

f 50% all years 89 223 222 222 229 241 253 266

60% all years 96 240 231 235 247 260 276 292

* 1984 Cost Estimate Data is for 5 months only.

.
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20.3 Estimated Costs To Decomission Facility
.

. Although an applicant is not required to comit to a particular mode of

decomissioning when applying for an OL, WPPSS is presently planning to

! decomission WMP-2 by placing the facility in protective storage at the

end of its operating life and then dismantle it after 50 years. The

applicant estimates the total cost for placing WNP-2 in passive safe
!

.

storage to be $26.8 million (1978 dollars) and estimates that subsequent
; .

annual protective maintenance costs will total $75 thousand (1978 dollars) ,
,

prior to final dismantlement. WPPSS further estimates that eventual

dismantlement costs will total $30.2 million (1978 dollars).:
f

1 !
,

Under contract for the NRC, the Pacif.ic Northwest Laboratory operated by |
;

'

Battelle Memorial Institute issued its report " Technology, Safety, and

!
Cost of Decomissioning a Reference Boiling Water Reactor Power Station" -

j NUREG/CR-0672 (June 1980). In this report the Pacific Nor.hwest
i

,

Laboratory (PNL) estimated the costs of decomissioning a boiling wateri

| reactor power station under various types of decommissioning methods. The

| PNL estimates (in 1978 dollars) corresponding to the decomissioning

I methods and time frame assumed by WpPSS are as follows:

$26.8 millionPreparation for passive safe storage -

$68 thousandAnnual pmtective maintenance -

Dismantlement costs after 50 years

$26.4 millionof passive safe storage -

.
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The WPPSS estimates are comparable or slightly higher than:the PNL

estimates for each decommissioning activity. As an element of conservatism, )

!

the higher estimates are assumed for the purpose of this analysis. |

20.4 Reasonable Assurance of Funds. General

'

The staff evaluation of the financial qualifications of the applicant'

included consideration of the Connission's decision on Public Servicei. .

Ceany of New Hampshire, et al., 7 NRC 1, at 18, (1978), (Seabrook

Station, Units 1 and 2), affirmed sub nom. New England Coalition on

Nuclear Pollution vs. NRC 582.F. 2d 87 (1st Cir.1978), which states:

...the applicant must have a reasonable financing plan in light of"

relevant circumstances." The reasonable assurance standard, cited above, :

must be viewed in light of the potentially long period of commercial!

|
,

! utilization of the facility. Consequently, one must necessarily assume

i that there will be rational regulatory policies over this period with
'

respect to the setting of rates. This implies that rates will be set to at!

;

least cover the cost of service, including the cost of capital. In
,

consideration of the foregoing cost estimates, the following analysis will
'

! evaluate the reasonableness of the applicant's financial plans in covering:

the various costs that will result from operation of the facility.

|
,

In general, an evaluation of the financing plans of the applicant to:

meet operational expenses and decommissioning costs can only reasonably
:

,

be considered in relation to the applicant's nature of business, size
Because

i
in revenue, assets, net income, and overall financial strength.

! the applicant is an ongoing entity, such an evaluation requires a review
.I

!

.

'
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of the financial results of the operation bf the entity over a sustained
-

period of time. Emphasis is placed upon recent performance. The near

tenn financial outlook of the entity is also given consideration.

Long-term financial considerations are tiso important in the financial

review because some costs will occur over a long time. However, as noted

in Seabrook, the number of variables such as interest rates, the state of

the stock and bond markets, inflation, and the costs of fuel and labor, among

many others, make long-term financial forecasting inherenti,v uncertain.

Therefore, for long-term forecasts, the staff places primary reliance on

recent performance and current characteristics of the applicant's financial

condition. In consideration of those relevant circumstances, the following

evaluates the reasonableness of the applicant's financial plan.

.

20.5 Reasonable Assurance of Funds, Costs of Operation

The applicant and its member public utility. systems plan to recover all

costs of operation of WNP-2 in the same manner in which they have historically

recovered such costs; i.e., through revenues derived from customers in

system-wide sales of electricity. The sole purpose of the WNP-2 facility

will be the production of electricity for the service of the member systems'

Because such capability will qualify the facility as a productivecustomers.

asset, from an accounting viewpoint such property will reasonably be

expected to qualify as " property used and useful in public utility service"

for ratemaking purposes. As a consequence of this, the facility's costs

.

! |
'

:
,

.

I

I
.
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of construction will be included in the utilities' rate bases for rate-
Rate base inclusionmaking purposes in the amount of the investment in it.

of the facility will allow the applicant to recover the capital costs

associated with facility construction. The same regulatory treatment also

allows recovery of all fixed and variable operation and maintenance
A: would be expected,

expenses necessary for the production of power.

review of the applicant's long-term statements of operation shows consistent

recovery of historical costs of operation.
*

|

Because the applicant has demonstrated the ability historically to achieve

consistent recovery of capital and operating costs for other facilities

it has constructed and operated, it is reasonable to conclude that theA

~'

plan to finance the facility's operation through revenues derived from

rates charged to customers for utility service represents a reasonable

financing plan in light of relevant circumstances.

*
.

WNP-2 will be used fc the generation of electrical energy. It will be

Netfinanced, constructed, operated, and owned by the Supply System.

Billing Agreements between the Supply System, the Bonneville Power Adminis-
.

tration (BPA), and the utility customers provide for the payment of

project costs and the allocation of project capability.

|

|

'
|

- - - - - - - - - - -_ __ _ . _ _ _ _ _
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Under the Net Billing Agreements, each participant will assign its share
.

of the project capability to BPA. BPA's purchase of the capability of

WNP-2 was authorized and approved by Congress in the Public Works

Appropriations Acts of 1970 and 1971. BPA is obligated under the Net

Billing Agreements to pay the participants of WNP-2, and such participants

are obligated to pay the Supply System, the total annual costs of WNP-2,

including debt service on the bonds issued on the project, less amounts

paid from other sources, whether or not WNP-2 is completed, operable, or

operating and not withstanding the suspension, reductions, or curtailment

of WNP-2's output. Payments of project costs by the participants to the

Supply System will be credited against the billing made by BPA to the

participants for power and certain services. Each participant has

covenanted that it will establish, maintain, and collect rates or charges

for power and energy and other services furnished through its electric

utility properties which shall be adequate to provide revenues sufficient

to make required payments to cover all WNP-2 costs of the Supply System.
.

20.6 Reasonable Assurance of Funds, Decomissioning of Unit

The applicant plans that decomissioning costs of WNP-2 will be recovered

in the rate process, and through the use of a decomissioning sinking

fund. Payments into the fund during operation of the plant, together

with investment income thereon, will result in the accumulation of

monies to finance the subsequent decomissioning. Periodically, at

intervals no longer than five years during comercial operations, the

decomissioning technology and regulatory climate will be reviewed to

detemine if the, payments will be adjusted accordingly.

1.

_.
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~ The applicant haintains and the staff concurs that there is reasonable

assurance of financing the decommissioning of WNP-2 at the expiration of
,

its serviceabie life. This opinion is based on the applicant's nature

of business, in combination with its historical and present financial

strength. Additionally, because the NRC requires that any operating

reactor be safely decommissioned when it is retired (for the protection

of the public health and safety), it is reasonable to assume that those

amounts will be allowed in customer rate charges as necessary and

reasonable expenses. Accordingly, the staff has conluded that the
!.

applicant's plan to finance these expenses from customer revenues

constitutes a reasonable financing plan in light of relevant circumstances.

Moreover, although the NRC requires no specific plan to fund decommissioning
:
'

expenses, the staff believes that the applicantts plan to fund'such

amounts provides the necessary element of assurance in that it constitutes

a reasonable method for obtaining the necessary amounts of proceeds to

meet decommissioning costs. As stated earlier, utilities customarily

adjust their charges for decommissioning on a periodic basis to compensate

for changes in the decommissioning cost estimates. This constitutes an

additional level o'f assurance that decommissioning funds will be available

Furthermore, should additional amounts be needed overwhen necessary.

and above those accumulated in the sinking funds, the applicant has two
!

other traditional sources of funds available to meet any such amounts.'

The first source is internal cash generation attributable to depreciation

expensas for all utility plants. The second source of funds is the

!

!
!

.
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external capital market. As p.ub1'c utilities constitute the most capital-

intensive industry in the United States, they have long had access to funds

in the public securities market.

|

20.7 Conclusion
(

In accordance with the regulations cited herein, an applicant must demon-
'

strate that it has reasonable assurance of obtaining the nec'essary funds

to cover the estimated costs of the activities contemplated under the

license. As stated earlier, the Comission has determined in Seabrook

that the reasonable assurance requirement for financial qualifications
.

Basedis a reasonable financing plan in light of relevant circumstances.

upon the preceding analysis of its proposed financing plan, the staff

concludes that the applicant has a reasonable financing. plan in light of

relevent circumstances to operate, shut down (if necessary), and maintain'

the WNP-2 facility in a safe condition. *

Accordingly, the staff has determined that the applicant has reasonable

assurance under 10 CFR 50.33(f) of obtaining the necessary funds to cover

estimated operating costs of the facility. As a consequence, the staff

finds the applicant financially qualified to operate and decommission

the WNP-2 facility.
;

*

i
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March 3,1975 Moody's Bond Surtey 1581'

.

trade and technical schools. Service enterprises also include
[ one large Veteran's hospital and 19 other hospitals. MOODY'S MUNICIPAL BOND YlELD AVERAGES
P Although the City has been a frequerit borrower in recent rev. Feb. Feb. Feb. 4tonthly- - 1974-75 -

rf le 13 .s Feb. Jan. High t.owyears, its well arranged debt structure and increased tax
base has kept the debt load within moderate limits. A con- composite s.s1 s 43 s.31 s.ss s 40 s 89 7.14 s.ts

siderable portion of debt is deemed self-supporting and U":- -[j! jjj [M j!! sjf [jj @ *$
general bonds require only a mocest portion of general A,,,-,,,,;,--8jj sjg gjs sjg sjg gg ggg gjg
revenum. Finances have been maintained in a favorable Ten-year

manner over the years, strengthened by a broad revenue Ag --- _ - jjj sjg gjg jg jsj sg sjs jjj
base; revenues of the general fund as of June 30, 1974 '

totaled $95.9 million of which 52% was derived from local 3;[e ot'In#Ya'rftS, N7s SND t". R Yr

taxes,11% from State taxes,7% from licenses and permits,
13% from charges for services and the remaining 17% from .

utthey systems, State grants and fines. ing, constructing, and operating electric production facili-
Moody's is mainteining the Aa rating on the City's gen- ties whose output is delivered over the regional transmission

eral obligation bonds. The rating reflects an improving network of BPA and sold to utilities in the Pacific North-
financial position, good tax collections, moderate debt load, west. Pacific Northwest utilities have a demonstrable record
average payout of principal and a sound economic base. of coordination and cooperation in planning to meet their

area's power needs, and Nuclear Project No. 2 will be an
Washington Public Power Supply System-Nuclear important component of the first phase of a hydro-thermal

Project No. 2 power program which will result in large-sized thermal
The Washington Public Power Surply System (WPPSS), units planned for operation into the early 19SO's. The net

billing concept is one that is common in the Pacific North-a municipal corporation and joint bperating agency of 18 west and in addition to Nuclear Project No. 2, will also be
operating public utility districts and three cities, is offering in effect for WPPSS's share of capability of two other nu-
for public sale on March 6,1975, a total of S125.000.000 clear plants and for Eugene, Oregon's share of the Trojan=

Nuclear Project No. 2 Revenue Bonds Series 1975A. These Nuclear Project, other components of the first phase of thebonds will provide moneys for continued construction of hydro-thermal power program. Disposition of the outputNuclear Project No. 2, a 1,100 mw. plant located on the
Hanford Reservation of the U. S. Energy ' Resources De. of these generating units is assured by the extensive trans-

mission grid of BPA.
velopment Agency (formerly the AEC). This project's com.

4 mercial operation date is presently estimated for June 1978,
An additional and significant factor of security for these

as compared with an original date in 1977. Work on the bonds of WPPSS is the ability of BPA to use its resenues

project began in 1972, the AEC construction permit was to pay any costs billed to preference customers which are
obtained in 1973, arid while construction and other costs not offset under the net billing agreements. DPA, a bureau

have increased oser 1973 and early 1974 estimates, almost of the Department of Interior, builds transmission lines and
three-fourths of the dollar amount of equipment and con- markets power from the Federal hydro-electric projects in

struction contracts have been awarded. Additional bond the Pacific Northwest. Under Federal legislation enacted in

financing will be needed for the Project No. :2; total bond October 1974, BPA now has the authority to use its rete-
financing is estimated at S614.000.000, of which a total of nues. without further appropriation of Congress, to make
$355,000,000 was issued in 1973 and 1974. expenditures for any purpose to carry out its dutics. Amounts

to be paid to participants not paid throuch net billing willOutstanding and offered bonds are payable on a parity be on a parity with other BPA operating expenses, and pliorfrom a first claim on pledged revenues. Pledged revenues to payments by BPA to the Treasury for repayment of thecomprise revenues from Nuclear Project No. 2 including Federal investment in the Federal Columbia River power
all payments to be made pursuant to Net Billing Agree. system and of any of the St.2 billion bonds authorized bvments. The entire output of Nuclear Project No. 2 will be the Act to be issued by BPA for financing additions to its
sold to 94 public power systems who are all statutory pref.)

erence customers of Bonneville Power Administration (BPA)
regional transmission system. BPA revenues are projected
at levels, which reflect rate increases, sufficient to meet

with output assigned by preference customers to BPA under its operating expenses and net billing requirements, includ-the net billing agreements. Net billing agreements prodde ing those for Nuclear Project No. 2, and provide ample
that each preference customer is obligated to pay to WPPSS amounts to service their future bonds. Earning capability
its share of project annual costs including debt service on is aided by the approval of a 270*c power rate increase inWPPSS bonds for Project No. 2, and BPA is obligated to
credit the amounts paid against amounts owed to BPA late December 1974,

by the preference customers for the power and services it The availability of BPA revenues to this Project. the
proddes, whether or not the Project is completed, npera- importance of this Project fc,r meeting area power and
tional, and notwithstanding the suspension, interruption, energy needs, and the net billing agreements combine to
reduction, or curtail. ment of Project output. Payments are support an upward revision in the rating of WPPSS bonds
to begin in 1977, and each participant has agreed to main- for Nuclear Project No. 2 from Ar to Aaa. Plans now ca:1
tain electric rates to provide revenues sufficient to make for only the limited application of the net billing concept

| the required payments to WPPSS. Before BPA entered into to certain publicly-financed components of the first phase

l net billing agreements, it determined that its estimated of the power program; no net billing is contemplated for
| 3 aggregate billings to each of the participants would be not prejects to be built under the second phase of the program.

8 less than 1.15 times BPA's net billing obligations to the With this additional security, lent by the BPA financial
;

respective participants under all agreements providing for participation. we are also revising the rating on Eugene.-I

I net billing. Oregon, Trojan Nuclear Project Revenue Bonds from A to
WPPSS has achieved a commendable record of develop- Ana.

|

_ _ .__ __ -. , .



__ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ .

.
.

*

t 1: . . sv "u
*

g p fort.p M 2--, .. .

[6gU
'

f,/1o,00o |W O
~

, ,f,n. '.,, \
*

Ugj,'%'/I|O $\
- p

f fll $. 1

og'L% gi#

%d
,

f

--oo0oo---

AUDITED FINANCIAL STATEMENTS AND OTHER FINANCIAL INFORMATION.

WASHINGTON PUBLIC POWER SUPPLY SYSTEM
NUCLEAR PROJECT NO. 2
KENNEWICK, WASHINGTON

December 31, 1971
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Board of Directors
Washington Public Power Supply System
Kennewick, Washington

We have examined the balance sheet of the Washington Public
Power Supply System Nuclear Project No. 2 as of December 31, 1971 and
the related statement of funds for the period February 2,1971 (incep-,

tion) to December 31, 1971. Our examination was 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 circumstances.

In our opinion, the accompanying balance sheet and statement
of funds present fairly the financial position of the Washington Public
Power Supply System Nuclear Project No. 2 at December 31, 1971, and the
results of fund activity for the period February 2, 1971 to December 31,
1971 in conformity with generally accepted accounting principles.

Seattle, Washington;

February 4, 1972'

,

e

!
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BAI ANCE SHEET

WASHINGTON PUBLIC POWER SUPPLY SYSTEM
NUCLEAR PROJECT NO. 2

.

December 31, 1971 -

,

ASSETS

Preliminary costs relating to future construction of $ 3,631,142
utility plant - Note B:

Special funds - consisting of cash - $322,358, and United
States Government and other investment securities at
amortized cost - $11,369,335 (market value - $11,434,396)
and accrued interest thereon of $95,196 and prepaid
insurance and advances from or to other funds:

10,717,325Preliminary Construction Fund*

1.143,750
,

Note Interest Fund - Note C 11,861,075

283,871Deferred charge - unamortized financing costs

228.750Special cash deposit - matured interest
s16.004.838

LIABILITIES

Nuclear Project No. 2 Revenue Notes, 3.057. maturing
$15,000,000July 1, 1974 - Note C

Preliminary Construction Fund: 763,173Accounts payable and accrued expenses,

12.915Amounts withheld from contractors 776,088
,

i 228,750
| Matured interest on revenue notes

Conunitments - Notes B and D
,

M
I

.

!

f
See notes to financial statements.

.

9
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WAS1t!:CTOM FUBLIC FC%TR SUFFLT SYSTDI -

EUCI. EAR PROJECT 100. 2

|
Frosi Tebruary 2,1971 (inception) to December 31, 1971 |

m riu. n m as
Fretteinary Note Tctal special Total of-

Ccns t ruc tion Interest Special Deposit- ett

Fumi Fund Funds interest Funds

i

lisuases of Revenue Eotes, including accrued interest from January 1.1971
$13.438.146 $1.601.250 $15.039.396 8 -o- $15.039.396

cf $39.396 - Notes A and C
.

Additiones
11tsrest earned on l'atted Statea Coverrwent and other qualifytag

433.895 M.774 498.669 498.669
tavsstment securities

Tressfer of interest earned on investments in f:ste laterest Fund to M.774 (64,774) .o. .o.
Ptslininary Canstruction Fund

457 500 45*.500
Transfer fran Prettuinary Contruction Fund

13.936.815 1.601.250 15.538.065 457.500 15.995.545

Deductions:
Frs11minary costs relatin's to future construction of utility (including .

reimbursement of preliminary planning cost of prior years - $344.279)
esclusive of capitalised financing costs ,

3.609.187 3.609.187 3.609.187

224.900 224.90 224.900
Debt discount on issuance of note - Dote C

161.491 161.491 161.491
Experses in connection with issuance of notes - Este C ,

228.750 228.750
11s'nrsement of interest on revenue notes to noteholdere

457.500 457.500 447.500
Traisfer of interest currently payable to Special Deposit - laterest Accovet

1.905.475 457.500 4.4 5 L o7 9 225.750 a.**1.828

s o_*tt ?37 s1.143.750 s11_ess.ett s??s tso $11.311.737

malines consists of $ 312.295 8 10.063 S 322.358 5228,750 $ 551.100
Cath
United States Coverment securities, other qualifying investment

securtstes and accrued interest thereon 10.30I.037 1.163.444 II.4 M.531 II.4M.531
99.029 99.029 99.029Asovits due frco ott.or funde
4.914 4.914 4,914

Fripaid insurance
(29.757) (29.757) . (29.757)Amounts due to other funde (774.035) (77A.0881 f74.ep3) qAcrovate payable and enounts withheld from contractors

s 9_941_737 $1.163.750 $11.ons.es? $774.759 411.313.717 {

.

See notes to financial statemente.
.

.

* .
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NOTES TO FINANCIAL STATEMENTS.

WASHINGTON PUBLIC POWER SUPPLY SYSTEM
NUCLEAR PROJECT NO. 2 g, .,,, , f ,

December 31, 1971,

Note A - Organization

The Washington Public Power Supply System is a municipal corporationThe System is'

of the State of Washington and was organtzed in January 1957.
composed of public utility districts and two municipalities which own andIt is empowered to
operate electric systems within the State of Washington.
acquire, construct and operate facilities for the generation and transmissionDuring 1971 the System obtained interim financing

.

'

of electric power and energy.
by issuance of Revenue Notes to pay for preliminary costs andof $15,000,000

studies preparatory to construction of the Nuc1 car Project No. 2 generatingIt is estimated that the cost of the Project'

plant and associated facilities. Fund accountability was established
willaggregateapproximatelyj{@bD.000,~000)

, on February 2,1971 upon receip't of the proceeds from the issuance of the
-

In addition, the System is operating the Hanford Project,
'

Revenue Notes.
consisting of a steam electric generating plant, utilizing by-product steam
energy from the New Production Reactor owned and operated by the United States
Atomic Energy Commission, located near Richland, Washington, and the Packwood
Lake Hydroelectric Project. Separate books of account for the projects are

'

; maintained by the System.>

e

4 Note B - The Project

It is contemplated that the Nuclear Project No. 2, which is now in
:
i

the preliminary design stage, will consist of a nuclear energy generatingi

station and a nuclear steam supply system located within the United States
Atomic Energy Commission's Hanford Reservation near Richland,. Washington.
The generating plant will be constructed on land which is leased from the

The lease agreement provides, among other things, that its term:
Commission.shall continue in effect for a period in excess of the estimated life of thei

The lease contains terminationProject and be subject to renewal thereaf ter.
provisions which, among other things, provides for cancellation in the event
the System is unable to obtain necessary permits and licenses from regulatory

j" agencies.

The Icase, commencing on January 1, 1972, includes provisions forI

annual rentals of approximately $4,000 for the first five years, approximately |!

$8,000 for the second five years and rentals subject to revision for each
'

Any taxes or assessments which may be imposedfive year period thereafter.
upon the leasehold will be borne by the System.

.

S

mas

- . - - - - - - - - - - - , - . - . . . . - . , - - , . _ _ . . - . . , -
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

WASHINGTON PUBLIC POWER SUPPLY SYSTEM
NUCLEAR PROJECT No. 2

December 31, 1971

Note C - Revenue Notes (Continued) |
,

The System and Bonneville Power Administration have entered into |

the Project Agreement, the term of which extends for the life of the Project.
'

.That Agreement, among other things, provides standards for design, licensing,
financing, construction, fueling, operation and maintenance of the Project,
and for making of any replacements, repairs or capital additions thereto.

Under terms of the Agreement, the System shall cause the Project
to be salvaged, discontinued, decommissioned and disposed of or sold in
whole or in part to the highest bidder or bidders, or disposed of in such
other manner as the parties may agree when:*

The Supply System determines it is unable to construct, operatea.
or proceed as owner of the Project due to licensing, financing,
or operating conditions, or other causes which are beyond its
control,

b. The parties determine the Project is not capable of producing
energy consistent with prudent utility practice or, if the
parties disagree, the Project Consultant so determines, or

The Bonneville Power Administration directs the end of the Projectc.
if the estimated cost of a replacement or repair or capital
addition required by a governmental agency exceeds 20 percent
of the then depreciated value of the project.

''

As other security, provisions of the Note Resolution established
the trustee-administered Note Interest Fund in an amount ($1,601,250) equal

v to the interest to accrue on the Notes from January 1, 1971 to July 1, 1974.
The Fund shall be used to pay interest on the notes during such period. The

. balance in the Note Interest Fund at December 31,1971, was $1,143,750,
representing the remaining interest due on the Notes for the period January 1,
1972 to July 1,1974.

Costs of issuance of the Revenue Not'es composed of debt discount
($224,900) and various expenses ($161,491) are being amortized on a straight

,

line basis over the life of the Revenue Notes. Amortization for 1971 aggregated
$102,520 and was charged to preliminary costs relating to future construction
of utility.

Note D - Commitments .

At December 31, 1971, the System had entered into certain significant
contracts which aggregate approximately $155,000,000 to provide for services
reisting to financing, design of the plant, and the supply of nuclear fuel and
reactor components.

I

___ _ _ _ _ _ _ _ _ _ _ _ _ . _ _ _ _ _ _ _ _ _ _ _ _
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ACCOUNTANTS' REPORT ON OTHER FINANCIAL INFORMATION

t

Washington Public Power-Supply System
Kennewick, Washington

.

The audited financial statements of Washington Public Power
Supply System Nuclear Project No. 2 and our report thereon are presented
in the preceding section of this report. The information presented
hereinafter, excepting comments regarding funds, was derived from the
accounting records tested by us as part of the auditing procedures
followed in our examination of the aforementioned financial statements,
and in our opinion it is fairly presented in all material respects in
relation to the financial statements taken as a whole; however, it is
not necessary for a fair presentation of the financial position of the
Project.

W e information shown in the comments regarding funds was
obtained from ncnaccounting records of the Systems. We compared this
information with the note resolution from which it was prepared, and found
'it to be in agreement therewith.

-

.h h bi

i .

Seattle, Washington
February 4, 1972

.

.

.
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COM1ENTS REGARDING FUNDS

WAS111NGTON PUBLIC PORER SUPPLY SYSTEM
NUCLEAR PROJECT NO. 2

December 31, 1971

The note resolution requires that two special funds be established,
held, and administered in trust for the protection of the notcholders. Both
funds described below may invest in government obligations of the United States
and certain of its agencies. Additionally, the Prelbninary Construction Fund
may invest in certain bank time deposits evidenced by certificates of deposit-

and secured at all times in the manner provided by the laws of the State of
Washington, subject to certain restrictions relative to the amount of capital-
ization of the Bank issuing such certificates. The note resolution also
provides for the semi-annual transfer from the Note Interest Fund to the Interest
Paying Agent Account of amounts equal to the interest installments due on

.
January'1 and July 1 of each year to July 1,1974.

Other funds will be established in the future pursuant to the proposed
-bond resolution.

Preliminary Construction Fund

Note proceeds reduced by the original amount of the Note Interest
Fund were deposited to the credit of the Preliminary Construction Fund for
the purpose of paying a part of the cost of planning for the acquiring and
constructing of the Project and placing it into operation. The unexpended
balance in the Fund was $9,941,237, at December 31, 1971.

Note Interest Fund

The Note Interest Fund is required to contain cash and value of
1

investments aggregating the amount of note interest accrued since the last
semi-annual interest payment to July 1, 1974. Transfers are made on a semi-
annual basis to the Interest Paying Agent for purposes of paying the interest
to noteholders. Ihe balance in the Fund at December 31, 1971 was $1,143,750.

Special Cash Deposit - Interest Paying Agent

Pursuant to provisions of the note resolution, the Project is to
transfer from the Note Interest Fund to the paying agent on the 27th day of
each month preceeding the interest duc dates an amount equal to the interest due.
The Project has met these provisions and at December .31,1971, the Special Cash
Deposit account contained $228,750 of cash with which to pay interest due on*

January 1, 1972.

.
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SCllEDULE OF PRELIMINARY COSTS RELATING TO FUTURE CONSTRUCIION |
* OF UTILITY PLANI

WASHINGTON PUBLIC POWER SUPPLY SYSTDI
NUCLEAR PROJECT NO. 2

December 31, 1971

_
. ._ .. ._

Engineering Services:
Architect engineer $2,282,707
Nuclear fuel consultant 180,294
Consulting engineer 81.564 $2,544,565

Legal Services 135,657

Preliminary site studies - Roosevelt Beach 110,369

Administrative and General:
Salaries 393,303
Office supplies and expenses 142,906

.

Regulatory expenses 56,396
Outside services 54,834.

Employee benefits 43,940
Bond performance 42,890
Rents 14,273
Office furniture and equipment 10,181
Miscellaneous 59.873 818,596

3,609,187

Capitalized finance costs charged to construction:
Interest payments on Revenue Notes 457,500
Less accrued interest received on sale of Revenue Notes (39,396)

418,104
Amortization of debt discount and expense 102.520 520,624

4,119,811

Less interest earned on United States Government
and other qualifying investment securities 498,669

PRELIMINARY COSTS RELATING TO FUTURE CONSTRUCIION
OF UTILITY PLANT AT DECEMBER 31,1971 $3.631.142

| -

.

-11- ,

. ___ _, _ - . __. _ __
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weess court IIearing Potlatch Sees Growth -

_-

SEATTLE-Lawyers for Chenucal Bank

In Second-Quarter Net
T

CSX Midt 0ffer One-Stoo Ship 1oing order that has prevented default by the w
. .

oi new roru a=kcd a countx court to uf1 an.

=
C 1 3

Washmgton Public Power Supply System on

IfIt Wins TakeoverBid for Texas Gas| .
5225 biiilen of deot. If it is hfted. wPrSS n. . w .m. s > - . . n. .. -.

could plunge into the largest municipal bond SAN FRANCISCO-Potlatch Corp. said it g
,

o default m history. expects earnings for the current quarter to
S railroads may go hunting for their own exceed the ss.! milnon, or as cents a share, a

A heanng has been set tentauvely for

siaff a s ,rs.r f T.es w AsA symme.T JW A4 But even if CSX acquires Texas cas, it July 5 before King County Supenor Court posted m the 1982 second quarter but saidBy Bn.i. pat!!. barge Imes.
they are hkely to fall below the 59.7 million, a

NEW YORK-If CSX Corp. succeeds in won't have a clear title to the concern's Judge 11. Joseph Coleman. Chemical Bank or 48 cents a share, posted in the 12 firsttold the court that the restraining order, en. a
s the contest to acquire Texas Gas Re- Owensboro, Ky.-based barge unit until it

sources Corp., it may take a giant step to- conymces the Interstate Commerce Com. tered May 27, should be lifted because of a quarter. a
recent Washington state supreme court deci. The paper and lumber products company

wo ward becoming the nation's first transpor- mission that the combmation won't lessen cited increr. sing plant start-up and interest a
tif'. tation company to offer onestop ship- competition. Until then, the barge hue sion freemg that state's utthties from paying costs. Results for its Northwest Paper divi-

their share of the WPPSS debt on abandoned h W trau W year-earha W k btio ping. would be placed in a votmg trust.
nuclear power p!nts Nos. 4 and 5. Chentaj

cause of a seven-week shutdown for rebuild- le
sic Richmond, Va-based CSX already is the .it' * Bad Deal, Bank is the bond fund trustee for bondhold.parent of two railroads, a trucking com- Archie Wilson, president of Dixie Carn.- ers of debt on the two canceled plants. Ing at a Mmnesota plant, Potlatch said. As

Based on current economic conditions,un pany and an aircraft maintenance and ser- ers Inc., Houston, expects the barge indus- S. Meanwhile, m. Portland, Ore., the Bonne" 19tt3 second-half performance should bedr yices concern' It also owns rights-of-way try t light CSX. "It's a bad deal." he said.
ville Power Administration restated its com- "substantially ahead of 1982." said Richard Teiover which it has said it ma bul!d coal. " Railroads have always wanted to e!!mi.

Tl slurry !mes The urch of Texas " n and I don't think this is nit nt to pay the of W re B. Madden, chairman and cinef executive ei;;;
DGas wou d add,'unless barred by the fed- an h nt 'm '

13 eral government, a barge company and a But many observers exp(ct CSX to win
fe natural-gas pipeline. ICC approval because of preva:Img atti-

The Justice Department yesterday indi- tudes in Washington that support deregula-
Bi cated that the government won't oppose

IIO"-
en CSX's inendly 552-a-share bid for all Texas CSX Beckett Aviation Inc. possibly
se Gas shares, or Coastal Corp 's nyal, two. could pursue some air-express busmess as
pi part offer. Houston-based Coastal pledged part of a padage of transponauon ser ,

to make its 5t.05 billion offer " superior" to . vices; the unit manages the world,s largestni
CSX's $1.07 billion bid, and Texas Gas's

fi genera a ati
LLS-ROYCE MOTORS has dollar, there has never beI

th ap v $4 a-share off cr as s rvices at I m r
U.S. airports. But just where CSX's air- always been dedicated to the nme to invest in the pre,eg,

pl move Coastal conceded "would jeopar. cra t ces b hiess would to tiie j gg gg
p dize" its $5&ashare offer for the same

P
ti m.mber of shares. (Ween any two points should be trav- And there's no bettsyehIf CSX 13 the victor, the company might in addition, CSX recently announced e in a ute luxury. to invest in than the Sihc1

g be able to offer shippers a variety of trans- plans to develop a telecommunications sys.
si portation routes and modes. For example, tem with Southern New England Telephone he purchase of a Roll 3-Royce, Eight years to create and.

coal, grain or chemicals might be shipped however,11as always done more than Silver Spirit is our fitst n,a
ay own b ofni c te .

or offices of corporate clients. salbfy one s desire [or luxury. For over stadan in li[ teen yeal3.all lo e The sh o hav to de
with only one company-presumably a the years its consideral'le financial ap- Each Silver Spirit ta

[ more efficient and less costly approach. ten er ff is sig to es roy he
ji May Be a Disadvantage nancing Coastal has arranged for its offer. preciation has resiitted .n its owners months to build. h is fitt
a But one-stop shipping, some shippers Texas Gas said it could spend as much as ng quite preMy, as Well. vanCed self-leveling suspt

beheve, cotdd also be a disadvantage, re- 5450 mt!! ion of the assets that it believes
c ducing compeutron for their business. Coastal has pledged as secunty to obtain And thisyear, weare pleased to so sensitive it can adjust

t "This is something we're gomg to have bank financing for the 5550 mill.on cash Coni'trin that Will he more (Tue than of a set of golf clubs .in tl
-

s to look at" said James Bartley, executive part of its offer. Thus, Texas Gas lopes the

I g vice president of the National Industnal possibility that Coastal's offer cou'd co!- ever. In point o[ faci, With today's compartment.
1 Transportation league, a shippers' group. lapse will prompt Wall Street speculators economy and the strengtI1 ofIhe U.S. T1lere is, of Collise,
s The 1,800 member organization, he said, to tender their stock to CSX. Rolls-Royce dual level ai

might be concerned with a " lack of com- coastal is offertag $55 a share for 52%

i pettuve balance" among types of transpor- of Texas Gas, and then would provide se- sa WS of two level
e! . tauon. cunties equivalent to about $48 a share for k Ctr u!td1 !)tt*ans the

t A CSX Texas Gas combination analysts he rest. Coastal management said yester-
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'W'"n''.''"""'d"""" owned'utunies and t::e f'a.:r' m ;c4 triv.ae:y"i * W- - -

comnumut.
Pursuant to the Atomic Energy Act of terner 19 owned ututttes in the Px10 Northwest i*

1954. as e. mended, the regulattons in 'ntle / wuss_ts a municipal corperntton and a Jointly drveicped a p:an for the constructi:n
10, Code of Federal Regulations,Part 2- doint operating agency of the Strae of Wah. of thermal plan's to aument the prcduett:n .
Rules of Practice and the notice of hear * linbton and ts coqpesed of 18 pub tc utuity from extattus and future hydrcelenrte stan*.s

dtsetts of the AtMe of wasting *on and in the area. Thts p an referred to r.s the ,las referred to above, notice is hereby
stven that the Commission has desig Nthe citWcf.Eich nnd and seatt!e. WPP83 " Hydro. Thermal Powa Program." consti-

nated Dr. Lawrence R. Quarles as the .hsrthe statutory authority hacquire, con. third member of the Appeal Board in this ,struct, and operate plants and fa:utttes fer Pu:Sc Northwest to ratet their Icsd gacath
tutes an erort by att the uttutits in the

;the generatica and transmisston of e:ectric requirements at the lowest positble cest.
Under this plan, thermal plants-both fesstproceeding. . power.

Tt2e power produced by Hanford No. 2 wn) fuel and nuclear-are to be tuas df both
Dated at Germa' ton, Md., this 26th \be distributed by the Bonnevnte Power Aa- put!!c and private utilities with access ton

day of January 1972. ministration (B:mneville) within the Fed. such p:sc:s cpen to any utnity which needs
.

W. B. McCoor., eral columt:a niver Power sys:em in po ver.accordance wtt:1 so-caned" Net stnteg Agree. The first reAtJt cf the IIydro-Thertna! Pci.nSecretary of the Commissicn. entered into tetween B%2aeville. ns that a gretp c: pubh: ararnents' Pro;-n52
t

[FR Doc.72-102 Ftted 2-1-72.8:47 mm] 'WPPSS.end ip5 ststutory p" reference.gustom. ;r!:ste ud!ittes planned and hint?y En2naedalt &|:Ip;;rrh:3e
,ers of Lonnerte .cs ' ~T' e dilit.' Thase 95 the construction of twc cca!.ared 700 nu.
(Fy67a'ei generateNy urJts rt Cetra:lt Warh.. schedried to SeTnDdM M p W'C,m' con.[ Docket No. 50-3MA) l' stat cf n mum 7Gi:fristems. 02 pud- com=m:r; epration in septemte- In: c .stc te'p Septemte at. ' Ire see:nu r nt' WASHtf;GTON FU3 tic FOWE:: ite ututty distrie:s. and 45 nsa corpera:tves. constructed in accorcance with this progr:m

SUPPLY SYSTEfA These os utmties conautute the vast mm. 28 ** W *c (2r m.t on ce cenm
a j nty c: the appeata- le p su-!y mver s. car Porti$nt ore:. T'c15 Cant .-.

Natice o'i Receipt of Advice on T.ime [ owned usutetes in the Ps-ite wrthwat.: J01:227 owed b7 t5'o private uu: etes. Per .
e Each or the ss partiet; ants has a contreet land cenest E: ectr:e co. and P2 :c.: Power &for Filing of Petitions to Interv

for the purchase of es pore: requiremees Light Cc.. sad by the etty cf Euger.L Or'; .on Antitrust Mot:ers . f rom PAnnetete. Under ""et EClin;f' the en. wa:e & L1;ht Ecard such thrcush the "r.e
'nte Commission has received, pur- tire generatir.g capacity of nanfra Nc. 2 b*nin;f* procedure actu 117 provided cc

suant to section 105c of the Ato:nic wul be assignes tc Ecnaar:Ue. Each cf the n.rens T.hereby 13 other puWr;y owr +1
Enctgy Act of !*54, as amended, a letter 951arti:iNnts w21 pay to T/ PTS 3 a certain utm:les in the area could part:cipa e it the~

i tspercen ate cf''ttie innur.t ~ccat4%! the ur.it. P.j2[y. * |g{(d [.Cy g%.pr -$el cdrice fro'n the Atto-: ey General of Th:s enMt:es ech ra*:tettsnt ta recetre from

1972, a copy of which is attached as Ap- j B0^"'[ ebI] e hUj'k ' . units in Wyoming atlie JdEd!;e[P.E$the United States, dated Janu:.r/ 21
, th by PaciS Power & Lyht Co. E'.nford N1. 2*

MW A. pacity. BennEine then credits e.th Par- is the f:ur;h yoject nd sGeir . imr
Any person v.tcar intercat may L? af- stet a.nt, enh yw.r, foi thm:unt sh c .. *4 O

Iceted by this proce&Cn2 :ney. pimuant ii'p;itd to %TP2s es its sters c: the units " * P
D""' i^ " I

M* ~ h **: FICZ~^gyy y|[*Q[C[jQQQ[[]to i 2.114 of the Commmlor.'s rules of annot ecsts. r,.nne.r:e c edens this tum ]tractice,10 CrJ. Part 2, fde pe!! tion fro a the amount ubteh enn rartie: pent0:herwise must yay under its por:ct ocn ract
Inf$$ U N' gfor lesto to intervene and requect a hcor. large are s:.:.11, in the Pac:?.: N:::hwar.yied th[n t bNinging on the antitrust aspect,s of the app!!- Itrstord No. 2 la one o! ser ral gs:. :..ig

t:ciput7,in Inn" Is"h a **e.e d ylO.U: yr$res " * * D * " " M *" * I**!* !"Mi IN;2 ^ 27Cn in "% Ccatien. Petitiem for lea"? to interunt * -

v.!;; recJce increM frsnand ren':Mts Dr hearing shan be f.Md '"*

D I. [ # ** h " ." ' " "." '! '$/ {[.'[i, ,:,1, & ednfaTirt9'c:*.:
Emr ine at Ear.tn ".e s raswitPJa th:rir 4?i days eftx pd.Ser.t!cn YBcnnevine. ween cuaie:a po.ri- * + *=r.

cf thiffotie' lith? 7tv.a.A . Rzetura, eramaroe:ectric plants bunt by 'Ee~[e'd-
'

h
-

either (1) by deliscry to the AEC Pub- eral Governmen*. is the dominant suppiae of'. cape t3 g *

lic Document Room at 1717 H Street poxer at whotesrae to pubt:<.y owned ut:1* ama:1. puntic:y osned ut hties in t*.e P2
NW., Washington. DC, or (2) by mail c; st!*s in the Pacif.: Northwest and 1 as the Northvces wel pe :1ct; ate in I?nicr: Nr 2 i

MS*4t ThM''!'ift'.In th' L ti:n E:nt"- ad wroy et* cia arm :,::a cccc pmr. itelegram addrened to th * E:eretar-r, UE. '

Atomic Energy Co:nmiulon, Washington. $ y o$n',"1Tt $ ties i eQ2 fe h$ fn#[s$^%*g3 h*'2=bc ih* t

2% . . t ntion: Chief, Public Pro- t
been substantis; experatan and p; ann:n2 cr n;r.!nti;n a situati:n ine -dro-e v.O r;.c -

4 L anmru: :a ra cnd w sie r.o nece n en
Pac' . NorOves,..'E.:t ?'172to uN'51n theSQ N EuhFor the Atomic Energy Com:rds3h, s : many years the var * antitrust he rin *+.

I.TALt. johnson,
tous ut!!itles in the area v%untar.;7 co- [FR I'oc.70-!D3 F. led 2-1-U.8: n sm;ordinated oper2tt;r.s of their fae::itiesDire:for, Elriston of through the Nor:hwest Power Pool. In 1M4

State end Lieruce Refc! ions. Bonneville, the Co ps of Engineers and 14 [ Doc 1tet No. 5C458]
APPENert A of the area's pubuc and private genera:ing

NEERASXA PUBLIC POWERutilities agreed to cocedina*e their oparations
JAst Aar N.1372. *n*'b*' ! * f Int ^1 ' n ** cnM th' DISTRICT

washington Pubite Power supply system Paese Northat cmd:namn Agrument Order Extend,ing Provisional. Hanford No. 2 Nue: ear ent:. AEc Docte: No; '. arly 13 o's it b*esme evident that
t,a:e Pach.'. Northreest would socn need more Construction Permit CompletICn Ucfe

2

SG-097A. Department of Justice PCe No. 64- h
n p wer than c uld te suppued by theum

You have requested our advice pursuant to hyd*CcW PWs in W area. As a re By app'! cation dated December 7,1971..

the prortstons o! sec: ton 103 of tha Aton+1e '"". C ng ns in IM3 auth raed ccnstru:- the Nebraska Pub'ic Power Distric re-i
4

h
' Quented an eX*en51Cn of the later ccm-Energy Act of 144. as re:ent:y an:eues or *

s s pletion date speciated in pro.fision,3} cmPubhc Lart 91-500 (Decemt:er 19.19N} in ,
c *t

regard to the s'.o.e...:ed appt:ni. $;;ngtien permit No. CFi.1-42. L:e i:tr.
The Har. ford NL 2 Nu :sar t* sic, wl:h a i The BonnevC e Act specif.es that " prefer. niit authorizes the construction o** a

l'senerating capacity cf appr:.cnate:y 2JCoanw., w111 be locsted on ths U.S. A:om!c enee custome s''such as municipally owned ,,,, e Uck, Md cMaWn MT4
Energy comn21ssion's nanford P.mtrattan on e:ce:rt: syste:n3 sna n:A cooperattres sha:t Wa er nuclear reacter, knCwn as the

.

the Cclumbia P.ner near the city cf P.ich Ed have priority in otta:ning low-emt power Cooper Nuclear Station. ort the spf!-5

I in souttesstern Wash.ngton. It sul be ecn- znarketed by Benne*..ne. cant's site on the gest bank of the
structed and operated by Washingn Ppbue 8The 95 Partic! pants are Icested pre.

de*n!nantly in the fr.ur S ates of Wa:htng.
, Power Supply Systect (t*PPasi thleh pres- ton. O-*;en, T''aho, and *.!ortana. a:*hengh *The Department. by letter dated J al- 8.,

4

enSy ow::a and operstes tin EU Fter. ste. m- 1971, adr1. red the ACC that issua".cv cf thea few of the Itu coopera:;res oper re par.
electric ganerating plant fcr wh! h steam ts t!s"y in sma" sar:1ents Of nerwrn Ctit. pro;csel license !st tt; Trgan y2.cer
suppited fro.it a nu?. ear re.'.!ter c".Ted anf
operated by the AEC on ce IImford Reser- fors2.. N m da. And L'tah and Visacern P: ant would not crene cr nNn*/:n a s

n.
tion inconsistent with the an%tr s; lars.

9attor The estimated cCit of cenJtruetton. E yoming,
'

. S
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