RELATED CORRESPONDENGE
SUMMARY OF APPLICANT'S FINANCIAL QUALIFICATIONS

WASHINGTON PUBLIC POWER SUPPLY SYSTEM
WNP-1

TESTIMONY OF JAMES D. PERKO

My name is James perko. My business address

is washington Public Power supply System, 3000 George Wash-
ington Way, Richland, Washington. 1 am the Treasurer
of the wWashington Public Power Supply System.

The purpose of my testimony today is to summarize and
update the information in our license application regarding
the Supply System's financial qualifications, that is, in the
terms of the NRC regulations, 10 CFR 50.33(f), information

which shows that WPPSS possesses, or has reasonable assurance \

of obtaining, the funds necessary to cover estimated construction )
costs and related fuel cycle costs for WPPSS Nuclear Project |
No. 1 ("WNP-1"). : “
An updated estimate of the total cost of WNP-1 (current as
of September 1, 1975) is:
(a) Total nuclear production plant costs. . .51‘0‘2'509'0001/
(b) Transmission and general pl%nt.costs. . .$ 15,426,000
(¢) Nuclear fuel inventory cost” for
FirSt COT@. « o« + o « +» o = = = = ¢ 89,065,000

_ 1/
Total estimated cost. . ,$1,147,000,000

As to the source of construction funds, the following
will provide background tegardiné, and will summarize, our

plan for financing the cost of WNP-1l.

1/ Including net interest during construction, owners' costs,
and allowances for escalation and contingencies.

2/ Nuclear fuecl will be purchased rather than leased.
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Washington Public Power Supply System is a municipal
corporation and joint operating agency of the State of Washing-
ton, organized in January, 1957 pursuant to the laws of Washington.
The Supply System is composed of 18 Public Utility Districts and
three cities, each of which operates an electrical distribution
system within the State of Washington. The Supply System 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.

The sources of construction funds for Washington Public
Power Supply System are typical of those for a public agency,

i.e., advances or guarantees from purchasers or prospective
purchasers of the output of the project as an interim measure

to cover initial expenditures (often followed by the issuance

of short term debt securities), and, for permanent financing, issu-
ance of long term debt securities. There is, of course, no equity,
that is, no invested capital, involved in public agency financing.
Since WPPSS itself does not have - =nues from a variety of
wholesale and retail sales, .. . from sales of generation,

and since revenues do not exceed costs but rather are limited

to reimbursement of costs, there are no internclly generated

funds in the sense of retained earnings which micht be looked

to as sources of construction funds.

Thus, in the absence of equity or internally generated
funds, debt securities are the fundamental source of construction

financing.



WPPSS debt securities are of the revenue bond or revenue
note type. Revenue bonds or notes are of course the normal
form of debt security for public agency financing of activities
such as electric generation construction programs, and, in
any event, WPPSS is authorized to issue only revenue securities.
Specifically, the Supply System is authorized by R.C.W. 43.52,
3411 to "issue revenue bonds or warrants payable from the
revernues of the utility properties operated by it". Project
financing is being employed in the case of WNP-1, which will
be 100% owned by the Supply System. This means that security
issuances are earmarked as being for WNP-1l, and proceeds of
the sale of securities may be expended only for that project.
Correspondingly, revenues associated with contracts for the sale
and purchase of the output of WNP-1 may be applied only to
WNP-1 costs, including debt service on, and the retirement of
the principal of, bonds and notes.

Approval of the mechanics of the construction of a gener-
ating project and the issuance of securities on a project-
financing basis are straightforward. The Supply System's
Board adopts a resolution describing the proposed system or
Plan and setting forth the estimated cost just prior to the
issuance of securities. Such resolutions have already been
adopted for WNP-1 in connection with resolutions for revenue
notes of $25 million issued on February 15, 1973 and $77 million
issued on May 15, 1974, and a resoclution for revenue bonds in

the amount of $175 million issued on September 1, 1975.



-

The bonds or notes of the Supply System are negotiable
instruments and legal securities for deposits of public monies,
and are legal investments for trustees and other fiduciaries,
and for savings and loan associations, banks and insurance
companies doing business in the State of Washington.

The note and bond resolutions adopted by the Supply System's
Board of Directors serve as the indentures to the buyers of
the securities in which certain covenants are made to such buyers.

The underlying security for the bonds or notes starts
with contracts with utilities who have undertaken to purchase
the output of WNP-1. That is, for WNP-1, the issuance of the
revenue bonds will be based upon the contractual commitments of 104
public and cooperative utilities (the "Participants") and five
investor-owned utilities (the "Companies"), to purchase the entire
electrical capability of WNP-1. The contracts with the public
agency and cooperative participants are called "Net Billing
Agreements". The agreements with investor-owned utilities
are called "Exchange Agreements." The entire capability of
WNP-1, ( except as noted later) has been sold by the Supply
System to these 104 publicly and cooperatively owned utilities,
all of whom are statutory preference customers of the Bonneville
Power Administration (BPA" or "Bonneville"). The exception is
that, during the period 1980 to 1996, 32.4% of the capability
will be purchased by Portland General Electric Company, The

Montana Power Company, The Washington Water Power Company,



Pugcet Sound Power and Light Company, and Pacific Power and Light

Company, each of which are also customers of BPA. Stated another
way, the Participants will purchase 67.53% of the facility's
capability during the period 1980 to 1996 and 100% tnereafter,
while the Companies will purchase 32.47% during the period 1980
to 1396 only.

Under both Net Billing Agreements and Exchange Agreements,
the effect is that the Supply System receives a promise to pay
a portion of the costs of acquiring, constructing and operating
the facility. The aggregate of these purchaser's obligations
must equal the total coste of the facility. Each participant's
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 participant's share of the annual operating
costs. The Supply System covenants with the bond holders to
pay this principal and interest, as provided in the bond reso-
lution, from the revenues received by it which are pledged to
payment of the bonds. The bonds are to be repaid on a level
debt service basis over the anticipated life of the Project.
The Supply System agrees to set aside, in sinking funds,
amounts sufficient to pay each year's accrued interest and
principal and to deposit all revenues of the Project into a
Project Revenue Fund. The Supply System further promises not

to agree to any modification of the contracts with participants



or others, or amendment of the bond resolution which would
adversely affect the rights of the bond holders. 1In this way
the annual project budget, including retirement of debt and
associated interest, is paid by the Participants and by the five
Companies.

The 32.4% share during 1980 - 1996 will be purchased by
Companies on the following basis: the Exchange Agreements
provide that each of the five companies will purchase a 6.494
percent share of the project capability beginning July 1, 1980,
and ending June 30, 1996. Such share is assigned to Bonneville
in exchange for which Bonneville agrees to make available during

such period to each company 80,000 kilowatts of capacity and

68,000 average kilowatts of energy (595,680,000 kilowatt hours

annually).

pay the Supply System for 1
during the period of July 1, 1980, through
an amount determined by applying Bonneville's wholesale rates
then in effezt to the capacity and energy made availab’
each company.

For the final six years, i.e., July 1, 1990, through
June 30, 1996, each company will pay its share based on the
Supply System's estimated costs assoclatea with the project.
Monies paid by the Companies are used to reduce annual
project budget after which the balance 1is paid

the Participants.




Net Billing Agreements betwcen each participant, the Supply

System and Bonneville provide that the Project's entire capability

(excep. as noted earlier) will be sold by the Supply System to the

Participants as statutory preference customers of Bonneville,
and assigned by the participants to Bonneville. Thus, as to
each participant, the Net Billing Agreements provide that it
will assign its share of Project capability to Bonneville. 1In
turn, Bonneville will credit the payments made to the Supply
System by each participant for its proportionate share of the
Project's annual costs (which includes debt service) against bill-
ings made by Bonneville to the participant for power and certain
services delivered under other contracts. The Net Billing
Agreements provide that the Participants are obligated to
. pay the Supply System whether or not the Project is cumpleted,
operable or operating and notwithstanding the suspension,
interruption, interference, reduction or curtailment of
the Project output. Because Bonneville gives credit for
payments made irrespective of energy actually received,
there is assurance that the Participants will have funds to
bear their share of costs irrespective of operation.

In case of default of a Company, the non-defaulting
Companies are obligated to satisfy the tctal requirement of the

defaulting Company. 1In the event of a default of a Participant,



other Participants agree to automatic set-ups in their billing

(by as much as 25 percent) to satisfy the total participant

obligations to WPPSS.

It will be seen that the first level of security for
repayment of bonds (which will have retired outstanding notes)
is the revenues to be derived from operation of the project.
Since the Participants and the Companies are obligated to
make payments whether or not the project is completed, operable
or operating and notwithstanding interruption or curtailment of
output, the source of funds for the payment of project costs
is not dependent on actual project revenues, but is "insured"
on a broad base through the obligation of the 104 public
and cooperative entities and, to the extent of their interest,
the five utility companies. This is the second level of
security. Moreover, it will be seen that there is a third
level of security for the financing of the project in the
obligation of the federal government, acting through the
Bonneville Power Administration, to provide power and credits
to the public participants and to provide capacity and energy
at no additional cost to the companies (beyond that which they
pay the Supply System) irrespective of the operation of the project.
These arrangements tend to ensure the availability of revenues
to the Participants and the Companies sufficient to cover

payments to the Supply System.



This method ot tinancing large electric generating

projects and electric systems has been successfully utilized
in the Pacific Northwest for many years. It has proven to
be a sound economic means of financing and is particularly well
adapted to the needs of the Supply Svstem in undertaking the financing
of large nuclear generating projects. These Net Billing Agree-
ments are included in the Ten Year Hydrothermal Power Program
of the Pacific Northwest. This program was approved by
Congress in the Public Works Bill, 1970 (83 Stat. 323, 333)
and in Public Works Appropriaticns Bill, 1971, (84 Stat. 890).
The promise to pay is not dependent upon successful operation
of the Project. In the case of the Participants, they are
obligated to raise rates to whatever level necessary to meet
their share of costs, and there is no legal restriction or
mandatory review by other agencies to prevent this from
occurring. The power received through exchange or net billing
by the Companies or the Participants, respectively, is in
almost all cases the most economic source available to them.
BPA credits, power, and energy are available irrespective of
Project output. In summary, the security for the WNP-1 obli-
gations is well diversified and ultimately backed by the U. S.
Gover.ment.

The Supply System has a record of successful financing
of generating projects. In 1962, the Supply System began

construction and is now operating the Packwood Lake Hydro-
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electric Project (27,000 kw). Construction costs of this
project were financed by the sale of revenue bonds in the
amount of $13,700,000. All costs, including debt service,
have been paid on a current basis and, in addition, excess
construction funds have been applied to retire $519,000 par
value of bonds ahead of schedule. The project output is sold
to 12 public utility districts. Operating revenues for fiscal
year 1975 totaled $749,450.

The Supply System successfully financed and is now
operating the Hanford Generating Project, which is supplied
steam by ERDA's N-Reactor. Construction costs were financed
by the sale of revenue bonds in 1963 in the tctal amount of
$122,000,000. All costs, including debt service, have becen
paid on a current basis and, in addition, excess construction
funds have been applied to retire $28,408,700 par value of
bonds ahead of schedule. The project output is sold to 76
power purchasers, including public utility districts, munici-
palities, rural electric cooperatives and investor-owned
utilities in the Northwest region. Operating revenues for
fiscal year 1975 totaled $30,210,421.

The Supply System is now construciing WPPSS Nuclear Projeci
No. 2 or "WNP-2" (formerly Hlanford No. 2) which is also locaied
on the Hanford Reservation necar WNP-1 and WPPSS Nuclear Project
No. 4 or "WNP-4". WNP-2 is being financed in the same manner as

WNP-1, with the entire capability being sold to public and
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cooperative bodies under similar net billing agrcements.

In July of 1973, the System issued the first long-term

revenue bonds to finance WNP-2. To date, a total of $480,000,000
in long term debt has been issued. These securities were rated

Aaa by Moody's Investor Service, Inc. and AAA by Standard

and Poor's Corporation. WNP-2 will have an installed capacity

of 1100 megawatts and will cost an estimated $794,000,000.
Commercial operation is scheduled for late 1978. The System
also plans to construct a nuclear electric generating plant,
known as the Washington Public Power Supply System Nuclear
Project No. 3, at its Satsop site in Grays Harbor County
Washington, having an installed capacity of approximately

1130 megawatts and in which the Supply System will have a 70%
ownership interest. The WPPSS share of WNP-3 is being financed
in the same manner s WNP-2 and WNP-1 (apart from the exchange
agreements)é/

To finance the WNP-1 project, as already noted, WNP-1
Revenue Notes in the amounts of $25,000,000 and $77,000,000
were sold in February, 1973 and May, 1974, respectively, for
preliminary planning and initial constructior costs and progress

payments. From the proceeds of the $77 million revenue notes,

funds were placed in trust to redeem the $25 million revenue notes.

3/ The Supply System is also planning to construct a duplicate
tc WNP-1 known as WNP-4 at the same Hanford site, and a
duplicate to WNP-3, known as WNP-5, at the Satsop site.
Financing plans for these units will be considered separately.




In September, 1975, the Supply
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during the period of construction. The Supply System plans to

issue these bonds in the following approximate amounts and

on the following schedule:

DATE OF ISSUE

1976
1977
1978
1979
1980

AMOUNT _
$150,000,000
300,000,000
150,000,000
150,000,000
222,000,000

Each series of bonds iszued will be on a parity with

other bonds issued.



Washington Public Power Supply System
PO Box968 3000George WashingtonWay Richiand, Washington 98352 (509)372-5000

April 30, 1982
G01-82-0169
Docket No. 35U-460

Mr. Harold R. Denton, Director

Office of Nuclear Reactor Regulation/NPC
Pnillips Bldg., Room P-404A

9720 Norfolk Avenue

Bethesda, Maryland 20074

Dear Mr. Dernton:

Subject: STATUS OF WNP-1

The purpose of this letter is to provide you with current information

regarding the status of activities related to continued construction of
WNP-1.

On April 19, 1982, the Administrator of Bonneville Power Administration
(BPA) recommended to the Supply System's Board of Directors that construction
of WNP-T be delayed for 2 period of "from 2 to 5 years" (see attached
letter). On Wednesday (April 21) an order was issued by the Benton
County Superior Court restrazining the Board from taking any action to
slowdown or terminate construction on WNP-1 for a two week period, until
& show-cause hearing could be held. The Supply System Bcard met in
Richland on Friday (April 23) to review the BPA recommendation with the
Administrator and to receive further input from the Supply System staff
and the public. Because of the existence of the restraining order, and
to provide time for the Board to evaluate alternatives presented at the
meeting, no action was taken by the Board at the April 23 meeting. As

@ result of 1 court hearing held on Monday (April 26) the restraining
order against Board action on WNP-1 was 1ifted.

Several alternatives to the BPA recommendation were presented at the
April 23 meeting, and others were prepired subsequent to that. The
Board met again on Wednesday (April 28) in Seattle to hear further

public comment on the BPA recommendation. At the conclusion of the - CDI
April 28 meeting, the Board deferred their decision until Thursday ‘$C>
(April 29) to provide time to review the alternatives and consider <
public comments. At the Thursday meeting, the 8PA Administrator stated ///c

SRR SRR,
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H. R. Denton
Page 2

April 30, 1982
Status of WNP-1

that none of the alternatives would be acceptable to BPA and that a cou.i=u~*tion
delay on WNP-1 was required. Because BPA support is essential to the financing
of all three Supply System projects, the Board voted to accept the BPA
recommendation.

A ramp down of construction activities at WNP-1 will begin immediately.
Activities essential to maintaining the Construction Permit will continue
throughout the construction delay. This will include supporting NRC review
of the FSAR as required, and processing of the OL Application. We would
1ike to meet with the staff in the near future to discuss details of the
WNP-1 licensing review schedule in light of the planned construction delay.

It should be noted that the miost recent "need for power" study performed by

BPA (attached), which was the basis for the recommendation to delay WNP-1,

shows a clear need for all three of the Supply System projects. The only

item being questioned is the time of the need. Therefore, the action taken

on WNP-1 is only a deferral and not termination. Because WNP-1 is approximately
63% complete at this time and represents a valuable resource to the region,
termination of the plant at this stage is not being considered. We firmly
believe that construction will be resumed in the 2 to 5 year period discussed
by BPA. For this reason, we believe it will be to our mutual benefit for

the Commission to proceed with the docketing of the WNP-1 FSAR. The FSAR

was submitted for acceptance review in November 1981, and it is our understanding
that the staff has found it acceptable for docketing. Copies of the FSAR

are now being prepared for docketing and it is our intent to submit those

copies to the staff by May 14, 1982. Docketing of the Operating License
Application at this time would avoid the need to repeat the acceptance

review process when construction resumes.

We will continue to keep you apprised of the situation as further information
is developed.

Very truly yours,

G. D. Bouchey, Deputy Director
Safety & Security

GCS/sm

Attachments

cc: CR Bryant BPA A
RW Hernan NRC
AD Toth NRC

0G Eisenhut NRC
RH Engelken RO. Vv



OFFICE OF THE ADMINISTRATOR

April 19, 1982

Mr. Stantomn H. Cain

Chairman, Executive Board

Washington Public Power Supply System
17930 Pacific Highway South

Suice 400

Seat:tle, Washingson 98188

dear Mr. Caia:

In accordanca with =y commitment to express my recomzendation regarding tle
construction schedules to be maintained for the WN? 1, 2, and J projects, I
am hereby aotifying you of the conclusions which have been reached. It is
cecessary that these recomsendations be fully uaderstood by you and

the a2exbers of your 3card in the development of the Washingten Public Power
Supply System's 1983 budget and in the development of a future financing plan.
To assist in this understanding, members of my staff and I will be availadle
at the Ixecutive Board zeetiag of April 19, 1982 to review the factors lead-
ing to this recommendation and will be available thereafter to respond to any
furthier inquiries wnich you or members of your Bcard =ay develop.

I az recommending to the Board and staff of the Supply Systea that:

1. The construction of WNP 72 and WNP #3 proceed at full pace 2o
zaintain or improve the existing construction schedules for these
projects.

2. The construction completicn schedule of WNP #1 be delayed for a
period of from 2 to 5 years; and

3 The Board instruct the staff of the Supply System to prepare a
hudget and financing plan consistent with these recommendations.

This recommenddticn is the result of careful consideration of manv fac:ars and,
in view of the significant impact it will have on the region, was not an easy
choice. However, I believe that as you and the other mexbers of vour 3card
becose more fully acquainted with all of the financing, economic, markesing
and locad/resource balance studies and investizations which have preceded

this recommendaticn you will share 2y belief that adherence to the proposal

is the prudeni action to de taken.
/ﬂc-r-lv- Wi
’
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Analysis of Resource
Alternatives

Bonneville Power Administration
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ANALYSIS OF RESOURCE ALTERNATIVES

BONNEVILLE POWER ADMINISTRATION
April 19, 1982

SUMMARY

This paper pPresents the details of a decision which will have 3 significant
impact on the future of the Pacific Northwest. Circumstances which are
largely economic have placed in Jeopardy major regional energy prograas, the
financial health of many of the region's electric utilities, and possibly the
region's figcal credibility. The incomes and eaployment of thousands of the
region's citizens are being impacted by these circumstances.

The decision announced in this Paper was made following extensive analysis of
complex power financing and Supply issues. There was wide consultavion with
regional leaders, concerned inoividu;ls, and experts inside and Outside the
region. The finagl decision was based upon the judgment of the Bonneville
Pover Administration (BPA), which is charged with the responsibility of

providing electricsl energy to the region on a "prudent and businesslike"
basis,

The decision BPA has been addressing is what its recommendation should be to
the Washington Pudlie Power Supply System (Supply System) on future financing
alternatives for the Supp.y 3ystem's projects ¢1, #2, and ¢3. Because of the
need for additional financing in May 1582 to continue construction of these
plants, decisions @ust be made impediately to provide as wmuch certainty as
possible about the future of these Projects. The wmanagers of the financing
gToup which markets the Supply System's construction bonds for the projects
have advised BPA that existing circumstances could make the next bond sale,
scheduled for May 1982, more difficult and perhaps more éxpensive than past

sales., Th OSts of thes slap . R s Ot T2CCs called

net->illing : Qe . z b iz ponsibility o BPA d its

custom . The status and SN ulin? OF These piants,
- 0 e 3c2padly affect ‘ever Do aNd_every consumer of o] ¢

in the region. X

B e B —

In reaching a decision on the scheduling of resources needed in the region, a
iwumber of realities other than economics must be addressed. Not the least of
these is the State of Washington Initiative 394 which signals a serious voter
concern. BPA respects this concern and understands that the decision it makes

regarding the Supply System pProjects, and other energy facilities, must be in
the best interests of Bpa's CRASTTIN m.“nnn--.’“gﬂmﬁm‘
the Pacific Northwes:.

N —————————————

Actions taken now Bust provide sufficient flexidbility for the region to
respond to future load/resource imbalances and changes in power marketing
conditions. Because of the enormous regional investment i{n the three Supply
System Projects, ameans must e found €0 realize the maximum value of these
important Tegional assets,

NE.



in all of the analyses BPA performed, it was apparent that the on-schedule

completion of NP gi el SRS PN AT A1 AR the region from the standpoint of
both power production and the economic benefits of the revenues it will

produce. The advanced stage o ompletio of the oproject (it is about
90 p ’ oottt L L8 . 10VESTmENT (DOTE TREL LIRS
already committed nd near-rern La0LTIEY Ol L i eV ETY

1TV} e il 0T LE S 10N 800 OPETALion OFf WNP BHon
econot e . : o

On the basis of these analvses, BPA has concluded that from the viewpoint of
need-for-power, economics, and financing, it will be feasible to extend the
construction schedule of WNP #1 for a period of up to 5 years. Near-term
funding options appear to be adequate to continue WNP #2 and WNP #3 on their
current schedules and extend construction of WNP #l1. A forecasted near-term
power surplus supports extension of the WNP #1 construction schedule by up to
5 years. Construction can be restarted earlier if circumstances dictate.

Given the uncertainties involved, no one element of the BPA analyses is, by
itself, persuasive. What is persuasive is the reinforcing consistency with
wnich all <factors--load/resource uncert inties, resource economics, and
financial planning--point to the same conclusion. It is & matter of business
prudence that BPA reduce its financial risk and not leverage itself further by
incurring additional debt to support surplus capability.

Considering the interests of the ratepayers and the region as a whole,
continuing wNP #2 and #3 on current schedules and extending the construction
of WNP #l best preserves and protects the economic and financial integrity of
BPA and the region. It has fewer disadvantages and more advantages than any
of the other options, and provides flexibility for the region in meeting
future 1load/resource balances and in responding to rapid changes and

contingencies.

OBJECTIVES

(A
-4
n

The principal objectives BPA used in performing the analyses and testing
decisions were:

L. To further the best interests of current and future ratepayers of the
region.

<. To minimize the financial risks to, and maximize the fiscal integrity of,
BPA and the region as a whole.

3. To preserve the region's economic ability to deliver the benefits of the
Pacific Northwest Electric Power Planning and Conservation Act (Regiona!
Act), including conservation and renewable resource development.

4. To bring greater certainty, stadbility, and predictability to rates and
resource decisions.

5. To provide a maximum opportunity for the region's economy to recover and
remain prosperous.




6. To identify the most effective strategy for marketing the bonds needec (o
finance the completion or preservation of the Supply System projects.

7. To maximize the region's flexibility to accommodate changing load and
economic conditions.

8. To identify a choice which assures a healthy and positive comstruction
environment within the Supply System in order that maximum efficiencies
can be achieved.

LOAD/RESOURCE ANALYSIS

Recent demand forecasts, including BPA's preliminary forecast, show Cthat the
region, wvhile needing additional electrxc.:y supplies in the 1990's, now faces
possible surpluses of generating capacity in the 1980's BPA's forecast shows
annual average percentage load increases of .8, 1.7, and 2.5 percent as its
low, base, and high case forecasts. Under the Regional Act, the Regional
Pover Planning Council has responsibility for forecasting future loads and
resource requirements. It will be several months before the Regional Council
can publish for comment its first load forecast which, in April 1983, will
become a part of the official regional power plam. In this interim period BPA
has been working closely with the Regionmal Council, and has reviewed the BPA
preliminary forecast with the Council as well as other regional public and
private utilities.

BPA also arranged to have its preliminary forecast independently revieved by
National Economic Research Associates (NERA), consulting economists from
outside the region with an international reputation for expertise in electric
energy demand forecasting. That firm suggested that the BPA range of load
growth is too narrow and rccounended that & higher range "would provide a more
defensible guide to policy.' A number of utility executives and experts
believe it is prudent utility practice to plan resources to meet loads in the
high portion of the forecasting range. Under these circumstances, and using
the high range recommended, all three net-billed projects could prove to be
needed on schedule. However, a driving element in the situation is that
financial and other constraints preclude this option.

nchedulcd to bccone connercxall

alccrnn:xvcs for revising the completion sc cdules were examined, in the
following analysis only the three most likely options are depicted:

Option A - Continue the current schedule for completing all three plants.

Option B - Complete WNP ¢2 and #3 on schedule and extend completion of
WNP #1 up to 5 years.

Option C = Complete WNP #2 on schedule and extend completion of WNP ¢l up
to S5 years and #3 up to 3 years.

e Lo S G e e D Sgh SeAe .« & el W ——— - -




The following chart shows the effect of these options on the load/resource
balance:

REGIONAL FIRM LOAD/RESOURCE BALANCE
Assuming A 1.7 Percent Annual Growth Rate
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This chart suggests the following:

1. Clearly, all three plants are needed by the region since there will be
significant firm deficits in the early 1990's. The questions are "When

are they needed?”" and "Should construction of any of the plants be
extended?"

2. Under the current construction schedule for the three net-billed plants,
there will be some significant surpluses in the mid- and late 1980's.

3. 1f construction is extended on two projects there will be some
significant firm load deficits in the late 1980's and early 1990's.

4. 1f the loads turn out to be greater, as some of the forecasts indicate,
then the point at which deficits oceur is moved up in time. For example,
the wupper forecast of 2.5 percent combined with all three plants on

schedule would shovw a deficit in 1987 instead of the 1990 shown on the
chart.



CONSERVATION AND RENEWABLE RESOURCES

VUV

The region's future powver needs, forecastin

desirability of having additional resources
existing and announced conservation
renevable resources programs suould conmtinue to operate during the
surplus. BPA considers these programs to be valuable, unfinished

and will make an aggressive effort to complete them.
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4 net economic disacvantage of about $128 million (compared with
completing the plants on their current schedule, operating them and
selling the surplus).

2. Constructing WNP #2 and #3 on schedule, but extending construction of
WNP #1 up to 5 years would have an economic advantage of about
§212 million compared with bringing all the plants in on schedule (about
§340 million sdvantage over alternative 1).

3. Constructing WNP #2 on schedule, but extending construction of WNP 91 up
to 5 years and #3 up to 3 years would also present a slignt economic
sdvantage of adbout $20 million compared with completing all the plants on
schedule (roughly $200 million less advantage than option 2).

FINANCIAL ANALYSIS

In BPA's financial analysis, performed concurrently with the two analyses
described previously, an equally large number of alternatives were examined.
In order to fully assess the alternatives, BPA considered the following:

4. The financing requirements for each plant.

b. The revenue/rate impacts of the construction and ocperational
alternatives.

€. The limits of BPA's flexibility in financing the plants.

d.,»’TF;—:;;::::in:l of the fin b4l markets (amounts that can be raised
(:;._Alt reasonable interest rates).

P

e. The impacts on the credit worthiness of BPA, the region's utilities,
and states.

e
-

The legal and political implications of the alternstives, including
the possible impacts of Initiative 394.

Based on advice provided by underwriters (the people who market the bonds to
individual investors) and financial advisors, it was determined that $550 to
$650 million would be a reasonable amoynt for the bond offering this May.
"Therefore, BPA realistically has only two financing options avasilable: (1) to
fund WNP 02 to a level which wvill permit completion while continuing
construction of one of the other two plants, or (2) to delay beth ocher plants
while applying all the proceeds of the bdond sale toward completion of WNP #2.

Because the load/resource, resource economic, and financial analvses indicate

the feasidility and prudence of continuing WNP? #2 plus one other plant on their
current schedules, a choice must be made between proceeding with WNP ¢1 or 1.

.
—— -




CHOICE OF WNP #1 CR WNP #3

There are several valid arguments for selecting WNP #1 over WNP ¢3 for
on-schedule completion. WNP #1 would be in commercial operation about 6
months earlier than WNP #2; the power would be about 9 mills per kWh cheaper
(or about 10 percent); and WNP #1 is located on the Hanford, Washington,
nuclear reservation, near WNP #2.

However, since WNP #1 is located on the Hanford reservation, it is near
numerous DOE nuclear pgzirans and & skilled nuclear labor force. When a
startup is required, remobilization of the work force should occur more
rapidly at the WNP #1 plant at Hanford than at Satsop, Washington, location of
WNP #3. Such an edge might prove to be a significant economic advantage in
view of the rapid changes which have occurred in regional load/resource

balances. This could result in significant cost savings to regional
ratepayers.

WNP #3's locstion is west of the Cascade Range and closer to the mzjor Pacific
Northwest load centers than WNP #1, vresulting in shorter <transmission
distances. This reduces Jiot losses and increases transamission
reliability--an additional potential cost savings to regional ratepayers.

In terms of the total fimancing required to complete all of WNP #1 and the
Supply System's 70-percent share of WNP #3, there is little to distinguish
between the projects. Rougnhly $1.5 billion in additional Supply System
financing is required to complete =~ach plant.

It is of significance that the capability of WNP #1 has been wholly assigned
to BPA. WNP #3 is jointly owned by the Supply System and four investor-owned
utilities (IOU's) with only 70 percent, of its capability assigned to BPA. A
decision to extend the consiruction schedule of WNP #3 would require the
agreement of the other owners and it now dppears they may need that power
earlier than 3PA. Additionally, the other owners will assist BPA in
furnishing oversight to the Supply System.

Finally, extending consiruction on WN? #l will result in a slightly lower BPA

rate increase next October than if WNP #3 construction schedules were extended
instead.

RATE IMPACTS

During a period when rates are rising rapidly, it is difficult to find cause
for optimism. MHowever, the future outlook is for stabilization of electricity
rates 1in view of an estimated reduction in the need for expensive new
resources. Also, the anticipated temporary resource surplus will allow the
region to take advantage of time in anticipation of lower inflation and
interest rates when it may meet its needs at reduced borrowing rates which
vill produce lower cost resources. Most importantly, the region will continue
to enjoy electricity prices which, as a whole, are significantly lower than
the national average, as shown on the chart on the following page.
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in eddition, the results of our economic anelysis and our review of the debt
service BPA would have to pay on bonds ‘yet to be issued for the construction
of the Supply System projects #1, ¢2, and #23, indicate that:

b Failing to go forward with WNP I would result in increased power
purchases and higher rates both in the near- and long-term.

-t 2. Going forward with ali three projects would result in the need for a
E higher rate increase planned for next October.
} 3s If we proceed with WNP #2 and #3 on current schedules and extend
12 Qe construction of WNP #1 for 5 years, 1982 rates will be reduced by
Fs about $90 million. :
-— 3
1; 4, Finally, while :xtending construction schedules for all three

projects could result in a short-term decrease in rates, it would
result in much higher rates in the mid- and long~term.

Consequently, proceeding with current construction on WNP #2 and WNP ¢3, and
extending the construction for WNP @1 will benefit ratepayers in both the
shori- and long-term while providing power supply flexibility necessary to
Support the regional economy.

WOTZ: THE BONNEVILLE POWER ADMINISTRATION WELCOMES QUESTIONS AND COMMENTS
ON THE INFORMATION PROVIDED IN THIS PAPER.
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TESTIMONY OF JAMES p. PERKO

My name is James perko. My business address
ply System, 3000 George Wash-=

ington Way. Richland, Washington. 1 am the Treasurer

of the Washington Public Power Supply System.

The purpose of my testimony today is to sunmarize and

update the information ir our license application regarding

the Supply System's financial quali

fications, that is, in the

terms of the NRC regulations, 10 CFR 50.33(f), information

which shows that WPPSS possesses, O has recasonable assurance

of obtaining, the funds necessary to cover estimated construction

N

costs and related fuel cycle costs for WPPSS Nuclear Project

’ No. 1 ("wnP=1").

of September 1, 1975) is:
1/

An updated qstimnte of the total cost of wNp=-1 (curvent as

’

(a) Total nuclear production plant costs. . .$1,042,509,0007
(b) Transmission and general plznt.costs. . .§ 15,426,000
(¢) Nuclear fuel inventory cost’ for

tit.t COE®s ¢ » & 5 & v & & ¢+ F 390065.063

1/
Total estimated cost. . ,$1,147,000,000 &(

As to the source of construction funds, the following

will provide background togardiné. and will summarize, Our

plan for financing the cost of WNP-1.

Y,
¥

Including net interesc during construction, owners' costs,
and allowances for escalation and contingencies.

Nuclear fucl will be purchased rather than leased.
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Washington Public Power Supply System is a municipal
corporation and joint operating agency cf the State of Washing-
ton, organized in January, 1957 pursuant to the laws of Washington.
The Supply System is composed of 18 Public Utility Districts and
three cities, each of which operates an electrical distribution
system within the State of Washington. The Supply System is
empowered to acquire, construct and operate facilities for the
generation and transmission of electric power and energy, but
does not engage in the distribﬁtion of electric energy at retail.

The sources of construction funds for Washington Public
Power Supply System are typical of those for a public agency,

i.e., advances or guarantees from purchasers or prospective
purchasers of the output of the project as an interim measure

to cover initial expenditures (often followed by the issuance

of short term debt securities), and, for permanent financing, issu~-
ance of long term debt securities. There is, of course, no equity,
that is, no invested capital, involved in public agency financing.
Since WPPSS itself does not have revenves from a variety of
wholesale and retail sales, but only from sales of generation,

and since revenues do not exceed costs but rather are limited

to reimbursement of costs, there are no internally generated

funds in the sense of retained earnings which might be looked

to as sources of construction funds.

Thus, in the absence of equity or internally generated
funds, debt securities are the fundamental source of construction

financing.



WPPSS debt securities are of the revenue bond or revenue
note type. Revenue bonds or notes are of course the normal
form of debt security for public agency financing of activities
such as electric generation construction programs, and, in
any event, WPPSS is authorized §P issue only revenue securities.
Specifically, the Supply System is authorized by R.C.W. 43.52.
3411 to “issue revenue bonds or warrants payable from the
revenucs of the utility properties operated by it". Project
financing is being employed in the case of WNP~-1, which will
be 100% owned by the Supply System. This means that security
issuances are earmarked as being for WNP-1, and proceeds of
the sale of securities may be expended only for that project.
Correspondingly, revenues associated with contracts for the sale
and purchase of the output of WNP-1 may be applied only to
WNP-1 costs, including debt §ervice on, and the retirement of
the principal of, bonds and notes.

Approval of the mechanics of the construction of a gener-
ating project and the issuance of securities on a prdject-
financing basis are straightforward. The Supply System's
Board adopts a resolution describing the proposed system or
Plan and setting forth the estimated cost just prior to the
issuance of securities. Such resolutions have already been
adopted for WNP-] in connection with resolutions for revenue
notes of $25 million issued on February 15, 1973 and $77 million
issued on May 15, 1974, and a resolution for revenue bonds in

3
the amount of $175 million issued on Scptember 1, 1975,
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The bonds or notes of the Supply System are negotiable
instruments and legal securities for deposits of public monies,
and are legal investmentis for trustees and other fiduciaries,
and for savings and loan associations, banks and insurance
companies doing business in the State of Washington.

The note and bond resolutions adopted by the Supply System's
Board of Directors serve as the indentures to t' buyers of
the securities in which certain covenants are made to cuch buyers.

The underlying security fo. the bonés or notes starts
with contracts with utilities who have undertaken to purchase
the output of WNP-1l. That is, for WNP-1, the issuance of the
revenue bonds will be based upon the contractual commitwmciis of 104
public and cooperative utilities (the "Participants") and five
investor-owned utilities (the "Companies"), to purchase the entirc
electrical capability of WNP-1. The contracts with the public
agency and cooperative participants are called "Net Billing
Agreements". The agreements with investor-owned utilities
are called "Exchange Agreements." The entire capability of
WNP-1, ( except as ncted later) has been sold by the Supply
System to these 104 publicly.and cooperatively owned utilities,
all of whom are statutory preference customers of the Bonneville
Power Administration (BPA" or "Bonneville"). The exception is
that, during the period 1980 cto 1996, 32.4% of the capability
will be purchased by Portiand General Electric Company, The

Montana Power Company, The Washington Water Power Company,



Puget Sound Power and Light Company, and Pacific rower and Light

Company, each of which are also customers of BPA. Stated another
way, the Participants will purchase 67.53% of the facility's
capability during the period 1980 to 1996 and 100% thereafter,
while the Companies will .purchase 32.47% during the period 198¢C
to 1996 only.

Under both Net Billing Agreements and Exchange Agreemernts,
the effect is that the Supply System receives a promise to pay
a portion of the costs of acquiring, constructing and operating
the facility. The aggregate of these purchaser's obligations
must equal the total costs of the facility. Each participant's
portion of such costs includes the amount required cach year to
pay the interest and a portion of the principal on the bonds
outstanding, plus the participant's share of the annual operating
costs. The Supply System covenants with the bond holders to
pay this principal and interest, as provided in the bond reso-
lution, from the revenues received by it which are pledged to
payment of the bonds. The bonds are to be repaid on a level
debt service basis over the anticipated life of the Project.
The Supply System agrees to set aside, in sinking funds,
amounts sufficient to pay each year's accrued interest and
principal and to deposit all revenues of the Project into a
Project Revenue Fund. The Supply System further promises not

to agree to any modification of the contracts with participants



adversely affect the rights of the bong holders, In this way
-he annua) Project budget, including retirement of debt and
associateq interest, is paig by the Participants and by the five
Companies. :

The 32,4% share during 1980 - 1996 wil) be Purchasegd by

Companijies on the following basis: the Exchange Agreements

Percent share of the Project Capability beginning July 1, 1980,
and ending June 30, 1996, Such share is assigned to Bonnevilie
in exchange for which Bonneville agrees to make available during
Such periog Lo each Company 80,000 kilowattg of Capacity ang
68,000 arerage kilowatts of energy (595,680,000 Zilowatt hours

annually),

The Exchange Agreementg Provide that €ach Company wiljl
Pay the Supply System for its share of Project Capability

during the pPeriod of July 1, 1980, through July 30, 1990,

June 30, 1996, each Company wil) Pay its share based on the

Project budget after which the balance js Paid to WPPSs by

the Participants.



Net Billing Agreements between each participant, the Supply

System and Bonneville provide that the Project's entire capability

(except as noted earlier) will be sold by the Supply System to the

Participants as statutory preference customers of Bonneville,

and assigned by the participants to Bonneville. Thus, as to

each participant, the Net Billing Agreements provide that it
will assign its share of Project capability to Bonneviile. 1In
turn, Bonneville will credit the payments made to the Supply
System by each participant for its proportionate share of the
Project's annual costs (which includes debt service) éagainst bill-
ings made by Bonneville to the participant for power and certain
servicés delivered under other contracts. The Net Billing
Agreements provide that the Participants are obligated to

pay the Supply System whetner or not the Project is completed,
operable or operating and ﬁotwithstanding the suspension,
interruption, interference, reduction or curtailment of

the Project output. Because Bonneville gives credit for
payments made irrespective of energy actually received,

there is assurance that the Participants will have funds to

bear their share of costs irrespective of operation.

In case of default of a Company, the non-defaulting
Companies are obligated to satisfy the total requirement of the

defaulting Company. 1In the event of a default of a Participant,



other Tarticipants agree to automatic set-ups in their bkilling
(by as much as 25 percent) to satisfy the total participant

obligations to WPPSS.

It will be seen that the first level of security for
2 oS s TC IAE T ER RE Ao .

repayment of bonds (which will have retired outstanding notes)

is the revenues to be derived from operatdion of the project.
Since the Participante Qi hbimboRaniocp)e obligated to

make payments whether or not the project is completed, operable
or operating and notwithstanding interruption or curtailment of

output, the source of funds for the payment of project costs

is not dependent on actual project revenues, but is "insured

on a broad base through the obligation of the 104 public

and cooperative entities and, to the extent of their interest,

the five utility companies. Thig JS.thg gecond level of

" security. Moreover, it will be seen that there is a-
———

or the financing of the project in the B.PA.

oblidatlon of the federal government, acting through the

Bonnevilic Power Administration, to provide power and credits

to the public participants and to provide capacity and energy

at no additional cost to thé companies (beyond that which they

pay the Supply System) irrespective of the operation of the projzct.
These arrangements tend to casure the availability of revenues

to the Participants and the Companies sufficient to cover

payments to the Supply System.



This method of financing large electric generating
projects and electric :systems has been successfully utilized
in the Pacific Northwest for many years. It has proven to
be a sound economic means of financing and is particularly well
adapted to the needs of the Supply System in undertaking the financing
of large nuclear generating projects. These Net Billing Agree-
ments are included in the Ten Year Hydrothermal Power Program
of the Pa~ific Northwest. This program was approved by
Congress in the Public Works Bill, 1970 (83 stat. 323, 333)
and in Public Works Appropriations Bill, 1971, (84 Stat. 890).
The promisc to pay is not dependent upon successful operation
of the Prcject. In the case of the Participants, they are
obligated to raise rates to whatever level necessary to meet
their share of costs, and there is no lecal restriction or
mandatory review by other agencies to prevent this from
occurring. The power received through exchange or net billing
by the Companies or the Participants, respectively, is in

almost all cases the most economic source available to them.

BPA credits, power, and energy are available irresovective of

Project output. 1In summarx, the securitz fg; L obli-

gations is well diversified and ultimately backed by the U. S.
“
Government.
—— ————————
The Supply System has a record of successful financing

of generating projects. In 1962, the Supply System began

construction anéd is now operating the Packwood Lake Hydro-
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electric Project (27,000 kw). Construction costs of this
project were financed by’ the sale of revenue bonds in the
amount of $13,700,000. &All costs, including debt service,
have been paid on a current basis and, in addition, excess
construction funds have been applied to_retire $519,000 par
value of bonds ahead of schedule. The project output is sold
to 12 public utility districts. Operating revenues for fiscal
year 1975 totaled $749,460.

The Supply System successfully financed and is now
operating the Hanford Generating Project, which is supplicd
steam by ERDA's N-Reactor. 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 construction
funds have been applied to retire $28,408,700 par value of
bonds ahead of schedule. The project output is sold to 76
power purchasers, including public utility districts, munici-
palities, rural electric cooperatives and investor-owned
utilities in the Northwest region. Operating revenues for
fiscal year 1975 totaled $30,210,421.

The Supply System is now construciing WPPSS Nuclear ProZect
No. 2 or "WNP-2" (formerly Hanford No. 2) which is also locatcd
on the Hanford Reservation ncar WNP-1 and WPPSS Nuclear Project
No. 4 or "WNP-4". WNP-2 is being financed in the same manner as

WNP-1, with the entire capability being sold to public and
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cooperative bodics under similar net billing agrecements.

In July of 1973, the System issued the first long-term

revenue bonds to finance WNP-2, To date, a total of $480,000,000
in long term debt has been issued. These securities were rated
Aaa by Moody's Investor Service, Inc. and AAA by Stancdard

and Poor's cOrporation.. WNP-2 will have an installed capacity
of 1100 megawatts and will cust an estimated $794,000,000.
Commercial operation is scheduled for late 1978. "The System
also plans to construct a nuclear electric generating plant,
known as the Washington Public Power Supply System Nuclear
Project No. 2, at its Satsop site in Grays Harbor County
Washington, having an installed capacity of approximately

1130 megawatts an d in which the Supply System will have a 70%
ownership interest. The WPPSS share of WNP-3 is being financed
in the same manner as WNP-2 and WNP-1 (apart from the exchange
agreements)é/

To finance the WNP-1 project, as already noted, WNP-1
Revenue Notes in the amounts of $25,000,000 a2nd $77,000,000
were sold in February, 1973 and May, 1974, respectively, for
preliminary planning and initial construction costs and progress
payments. From the proceeds of the $77 million revenue notes,

funds were placed in trust to redeem the $25 million revenue notes.

3/ The Supply System is also planning to construct a duplicate
to ¥WNP-1 known as WNP-4 at the same Harford site, and &
duplicate to WNP-3, known as WNP-5, at the Satsop site.
FPinancing plans for these units will be CO“%lOurCG separately.




In September, 1975, the Supply System issued $175 million
of long term revenue bonds. These long term securities have
been rated Aaa by Moody's Investor Service, Inc. and AAA by
Standard and Poor's Corporat.on. From the proceeds of the
$175 million revenue bonds, funds were placed in trust to
redeem the $77 million revenue notes.

siting, fuel cycle costs, payments to vendors, and pre-
liminary construction expenditures through September 30, 1975,
amount to $41,286,50U. As stated above, the total cost of
the Project is estimated to be +1,147,000,000. Current estimates
for WNP-1 expenditures (incluéing fuel and owners' cost) through

the year 1980 are as gollows:_

idT] bod

MLEYA I
YEAR —\’m" EXPEY\?ITJR&S
1975 s 68,089,000
1976 172,919,000
1977 313,061,000
1978 253,272,000
1979 219,052,000
1980 ' 86,253,000

01y

; : . b

To continue financing the WNP-1 projégt, in addition to

the $175 million revenue bonds already sold in September 1975,
the Supply System will issue approximately $972 million dollars

of its tax exempt revenuc sonds in series from time toO time



during the period of construction. The Supply System plans to

issue these bonds in the following approximate amounts and

on the following schedule:

DATE OF ISSUE

1976
1977
1978
1979
1980

Each series of bonds iscued will be on a parity with

other bonds issued.

AMOUNT
$150,000,000
300,000,000
150,000,000
150,000,000
222,000,000



