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INTRODUCTION

For nearly the past 2 years, the Bonneville Power Administration (BPA) has worked with
its customers and other regional interests to develop this 10-Year Financial Plan (Financial
Plan). The development of BPA's Financial Plan through such a broad, participatory
process is unprecedented for BPA. The Financial Plan is a financial companion to BPA's
other long-term program plans, such as the 10-Year Operations, Maintenance and
Replacement Plan and the 1992 Resource Plan. The time frame covered by this document
is fiscal years (FYs) 1992 through 2001.

The purposes of the Financial Plan are to identify long-term financial issues facing BPA
and to develop strategies that address the issues and enhance BPA's long-term rate
predictability and competitiveness. Three key issues/areas were identified in developing
the Financial Plan's scope: operating risk, capital funding, and customers' desire for a
comprehensive review of aggregate program spending and related rate impacts. As
development of the Financial Plan got underway, financial risk management and capital
funding became the primary focus of BPA and the region. The Executive Summary below
outlines the policies that BPA 1s adopting in the areas of financial risk mitigation and
capital funding.

The Financial Plan's policies will be subject to further review and refinement during BPA's
1993 rate case. At the conclusion of that rate case, BPA will make a final decision on the
Financial Plan. It is BPA's intent that the Financial Plan provide a broad and consistent set
of policies that will guide BPA's decisions over successive rate periods. The consequence
of BPA's final action in adopting the Financial Plan is that it will constitute precedent that
BPA shall adhere to, absent a determination by the Administrator that the policies included
in the Financial Plan should be modified to meet BPA's changing operating environment.
Establishment of rates in any future rate proceeding in accordance with the elements of the
Financial Plan will constitute substantial evidence that the rates are in accord with sound
business principles.



I1.

EXECUTIVE SUMMARY

Financial Risk Mitigation

The Financial Plan's key objective is to design financial policies that will ensure BPA's
ability to make its annual U.S. Treasury payments in full and on time, while also providing
increased rate predictability. This financial objective helps ensure that all operating costs
will be met, because by law, payments to the Treasury are made after other BPA costs are
paid.

In order to meet this key objective, the primary focus of this first Financial Plan has been to
determine the amount of financial reserves necessary to meet the uncertainties that exist in
BPA's operating environment. To determine the required amount of financial reserves, it
was necessary to quantify the types and related dollar amounts of operating risk and the
effectiveness of alternative combinations of financial risk mifigation measures.

Developing the Financial Plan enabled BPA and its customers to improve our technical
capabilities to quantify operating risks and to analyze alternative combinations of risk
mitigation tools. A key issue in developing the Financial Plan was what level of financial
reserves should be maintained by BPA sufficient to meet the target Treasury payment
probability objective. These reserves can be achieved through a combination of measures,
or "tools.” The Financial Plan adopts three risk mitigation tools: (1) planned annual net
revenues used to increase or maintain financial reserves; (2) an interim rate adjustment
(IRA); and (3) program cost deferrals. The IRA and program cost deferrals will be
implemented only if financial reserves fall below a predetermined level at the end of the
first year of each 2-year rate period.

The following financial policies for risk mitigation have been adopted:

 First, as a long-term financial policy choice, BPA will set rates in each 2-year rate
period to maintain a level of reserves sufficient to assure a 95 percent probability of
meeting its U.S. Treasury payments in full and on time. During the FY 1994-95 rate
test period, BPA is phasing in this standard, rather than meeting the standard within the



first rate period covered by the 10-year scope of the Financial Plan. This one-time
only phase-in approach is being adopted to reduce the impact of the Financial Plan on
rates in FYs 1994 and 1995.

e Second, BPA is adopting the IRA and program cost deferral mechanisms as integral
components of its risk mitigation planning. The IRA is designed to result in an interim
rate increase of no more than 10 percent, and to trigger with an estimated frequency of
no more than 20 percent over the Financial Plan's 10-year period. If BPA's financial
reserves fall below a specified level in the first year of a rate period, the IRA would be
implemented in the second year. Before the IRA would be put into effect, BPA would
implement cost deferrals of $25 million, with no more than $10 million occurring in
the expensed program areas. The remainder of the reductions would occur in capital
programs.

e Third, rates will be set to include recovery of any inherent downward bias in BPA's
expected cash flow distribution, taking into account normal operating risks.

This combination of risk mitigation policies and tools is aimed at helping BPA meet the
ordinary operating risks it faces.

In 1ts next Financial Plan, anticipated to be prepared prior to the 1995 rate case, BPA will
explore the adoption of a refund policy, such that when BPA's cash reserves exceed

$800 million, 50 percent of the excess over $800 million would be rebated to customers.
The other 50 percent would be returned to the Treasury by increasing amortization
payments in excess of planned repayment levels or by reducing the levels of planned
borrowing.

Capital Funding Plan

Over the next decade, BPA and the region need to finance Federal Columbia River Power
System (FCRPS) capital investments exceeding a projected $7 billion for energy resource
acquisition, transmission construction and replacements, and fish and wildlife projects.
During development of the Financial Plan, BPA and its customers examined alternative
sources for meeting the funding requirements for these investments. In addition, different
approaches to restructuring BPA's existing debt were examined.



BPA developed a capital funding plan that continues the agency's traditional reliance on
debt financing. An important part of the capital funding plan is BPA's intent to develop
increased opportunities for third-party financing, especially tax-exempt debt. BPA bonds
issued to the Treasury, and Congressional appropriations to fund Corps of Engineers
(Corps) and Bureau of Reclamation (Bureau) improvements at the Federal dams, round
out the Federal borrowing resources being adopted. Long-lived nuclear project capital
investments at the Washington Public Power Supply System (Supply System) nuclear
project WNP-2 will be funded through debt to the extent feasible. Current revenues will
be used to finance those nuclear project capital improvements that are not financed with
debt issued by the Supply System. The decision to continue the agency's traditional
reliance on debt was based on the fact that debt financing continues to be a cost-effective
means to fund new FCRPS capital investments.

This capital funding plan, with its emphasis on seeking increased opportunities for
third-party financing arrangements, provides both an opportunity and a challenge for BPA
and the region to reduce BPA's reliance on Treasury borrowing. Because there are
significant levels of investment projected for FYs 1993-2001, BPA will continue to
consider seeking an increase in its Federal borrowing cap and/or obtaining authority to
enter the financial markets directly.

BPA believes that the proposed capital funding plan, along with the proposed risk
mitigation measures, strike an appropriate balance between the region's desire to reduce
upward pressures on rates and the region's commitment to maintain a level of financial
reserves sufficient to assure a high probability of making Treasury payments and the credit
worthiness necessary to support increased levels of third-party financing,

How Does This Financial Plan Compare to BPA's June Proposal?

With respect to risk mitigation, in the Proposed 10-Year Financial Plan (June 1992), BPA
suggested that increasing BPA's levels of financial reserves and planned net revenues
would be the best hedge against unpredictable operating risks. In subsequent discussions,
customers indicated a preference for adopting interim rate period tools--the IRA and
program cost deferrals--to be put into effect only if financial conditions so warranted.
BPA has included similar rate adjustment mechanisms in previous rate decisions, but

financial circumstances have not required their use. In addition, BPA's minimum year-end
cash



working capital reserve level, which was set at $100 million in the June proposal, has been
reduced to $50 million. This makes an additional $50 million of BPA's current financial
reserves available to meet Treasury payments, if necessary.

The Financial Plan continues to rely on 100 percent debt financing for FCRPS investments
coupled with an emphasis on achieving increased levels of third-party financing. The
Financial Plan places greater reliance on debt financing for long-lived improvements at the
Supply System's nuclear project WNP-2.

Table 1 on page 6 presents a comparison of these policies with the policies in the 1991
rate case Interim Long-Term Policy.



TABLE 1

How is the 10-Year Financial Plan Different
Than the 1991 Rate Case Interim Long-Term Policy?

1991 Rate Case Interim
Long-Term Policy

10-Year Financial Plan

Risk Mitigation:

Repayment
Criteria

At least a 95 percent probabiiity of making
Treasury payments over the
2-year rate period.

BPA will establish rates sufficient to achieve
a 95 percent Treasury payment probabillity in
each 2-year rate period. Policy incorporates
a more comprehensive risk assessment method.

Overall Capital
Structure

Achievement of a 80 percent total-debt-to total
asset ratio by the year 2001 using customer
reventas in lieu of bonds issued o Treasury.

Rely fully on debt financing where feasible.

Planned
Net Revenues

Required Net Revenues (excess of
amortization payments over dapraciation).

Additional planned net revenues to: mitigate

risk; increase debt management flaxibllity,
Including potential financing of BPA capital
programs; and create 80 percent confidence of
meeting annual expenses out of annual revenues.

- Same.

Additional planned net revenues to achieve
the 95 percent repayment probabillity
described above. Includes a "true-up*® for the
projected average dawnward cash fiow bias.

Financial No specified target reserve level. Formula approach that defines level of target
Reserves reserves to achieve 85 percent Treasury payment
probability, through planned net revenues
and risk mitigation tools.
Risk Mltigation None Interim Rate Adjustment mechanism and cost
Tools defarrals implemented If raserves fall below
an established lavel.
Sources of Capital:
Third-Party No policy. Use to the extent feasible to finance resource
Sources

acquisitions and capital investments

which traditionally have been financed with
bonds issued to Treasury, as well as
long-lived WNP-2 capital investments.

Bonds Issued

Limited to incur no increases in Federal

Use to finance BPA capital program investments

to Treasury net debt. and Corps and Bureau capital investments, if
timely and suftficient appropriations and/or
third-party funding sources cannot be obtained.
Appropriations No policy. Use to finance Corps and Bureau capital
) investments.
Customer Revenue finance BPA capital program Used to finance WNP-2 capital investments
Revenues investments to extent needed to avoid

increase In net Fedaral debt. Also use
for all nuclear project fuel acquisitions,
replacements and capital additions.

that are not debt financed.
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I11.

BACKGROUND

At the Programs in Perspective (PIP) sessions in the fall of 1990, participants discussed
financial goals and objectives proposed by BPA for FYs 1992 and 1993. At that time,
BPA proposed to move the agency away from its total reliance on debt financing of capital
investments by: (1) moving to a 90 percent total-debt-to-asset ratio by the year 2001;

(2) financing from revenues approximately 35 percent of new Federal capital investments
projected for the FYs 1992-2001 period; and (3) incurring no increase in outstanding BPA
Federal debt over the same 10-year period. BPA proposed to implement its financial goals
by setting rates to produce sufficient revenues in each year of the next decade to achieve
those objectives.

Most of BPA's customers were unwilling to support this shift in capital investment funding
policy and urged BPA to develop a long-range Financial Plan before making fundamental
changes in financial policies. As part of the 1991 rate case settlement, and in recognition
of BPA's then high level of projected financial reserves, BPA's objectives for the FY 1992-
93 rate period were modified to include an average of $80 million per year in planned net
revenues.

During the 1990 PIP meetings, BPA agreed to develop a long-term Financial Plan. In the
spring of 1991, interviews were held with customers and other interested parties in the
region to help define the scope and process for the Financial Plan. As a result of these
meetings, work groups were established to focus on four principal subject areas. The
work groups were made up of BPA staff, customer representatives, and members of the
public.

The Issue ldentification/Option Evaluation Work Group defined financial issues and
developed critena for evaluéting options. The Scenario/Risk/Rates Analysis Work Group
explored the risks facing BPA, developed scenarios and models for 10-year risk analysis,
and analyzed the rate impacts of various capital financing options. The Capital
Budget/Program Impacts Work Group examined hypothetical program budget levels in
conjunction with alternative scenarios of BPA's business environment. The
Fiancing/Sources of Capital Work Group evaluated alternative sources of capital to
finance future FCRPS investments and the financial and rate effects of alternative capital
structures, given capital budget requirements. Work group efforts led to the first version
of the Financial Plan, the "Staff Comment Draft," which BPA circulated for public
comment in April 1992.

7



Customer and public comment on the Staff Comment Draft of the Financial Plan were
solicited at informal meetings throughout the region and at a public comment meeting in
April 1992. A second draft of the Financial Plan entitled "Proposed 10-Year Financial
Plan," dated June 1992, was prepared taking into account the comments received.

During the PIP meetings held in July 1992, BPA's Administrator and other senior officials
engaged the region in discussions of proposed programs and their costs, rate levels, and
the Proposed 10-Year Financial Plan. Thereafter, customers and interested parties in the
region submitted written comments on BPA's proposed financial policies. The financial
policies in this Financial Plan reflect consideration of the concerns of BPA's customers
and other interested parties that were raised during the 2-year planning process, including
during PIP.



IV. FINANCIAL RISK MITIGATION

A. SUMMARY OF BPA POLICY

The Financial Plan's risk mitigation policy is made up of the following elements:

. Long-Term Financial Policy Choices

Probability of Meeting Treasury Payments - BPA shall establish rates
to maintain a level of financial reserves sufficient to achieve a 95 percent
probability of making its U.S. Treasury payments in full and on time for

each 2-year rate period.

Rates will be set to include recovery of any inherent downward bias in
BPA's expected cash flow distribution, taking into account normal
operating risks.

Interim Rate Adjustment - BPA shall establish rates to include an IRA
that will result in an interim rate increase in the second year of the rate
period of up to 10 percent if at the end of the first year reserves fall
below a specified trigger level, with an expected frequency of occurrence

of no greater than 20 percent.

Program Cost Deferrals - Prior to implementing the IRA, BPA shall
defer $25.0 million of program costs, with no more than $10.0 million of

the deferral occurring in operating expenses, and the remainder in capital
programs.

. Near Term FY 1994-95 Implementation

In the FY 1994-95 rate period, BPA will implement the 95 percent
Treasury payment standard through a one-time phase-in approach, rather
than meeting the standard within the first rate period. The phase-in will
be accomplished by targeting an average 95 percent probability for each
of the 2 years of the rate period, rather than for the 2-year rate period as a
whole. This one-time only phase-in approach reduces the impact of the
Financial Plan on rates in FYs 1994 and 1995.
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BPA's 1993 rate case initial proposal will establish rates based on a target
level of financial reserves of $380 million. To achieve this target level of
reserves, the Tool Kit model results in planned net revenues for risk
totaling $42 million over the FY 1994-95 rate period. For the initial

1993 rate proposal, planned net revenues for risk of $25 million over the
FY 1994-95 rate period are included in revenue requirements,
recognizing that additional cash flow for risk is projected to be available
in FY 1995. |

The IRA will be implemented in the second year of the 2-year rate period
if reserves at the end of the first year are projected to drop below a
trigger point of $245 million.

Planned net revenues for risk, target reserve levels, and the IRA trigger
point may be revised during the 1993 rate case (based on specific factors
that will be reviewed in BPA's 1993 rate case) to reflect changes in
projected ending reserves for FY 1993 and operating risk conditions.

Long-Term Implications

Consistent with the long-term policy choices outlined on page 9, BPA
expects to maintain a target range of financial reserves of about

$535 million on average during the remainder of the 10-year period.
This higher level of target reserves in future rate periods is explained by
the increased cost recovery risk to BPA when aluminum prices are in the
normative range, rather than the depressed levels projected for FY 1994-
95. This is explained in greater detail in Section E, "Determining the
Target Level of Financial Reserves," which begins on page 22.

When beginning reserves are below $535 million (or the amount required
to achieve a 95 percent probability standard of paying the Treasury in
full and on time), planned net revenues for risk will be incorporated into
BPA's revenue requirements which, together with the IRA and program
cost deferral tools, will meet the 95 percent Treasury payment
probability during each rate period.

10



- The long-term target level of financial reserves and the risk mitigation
parameters will change from rate case to rate case to reflect changes in
the levels of operating risk attributable to changes in BPA's environment.

This combination of risk mitigation measures is designed to provide the financial
resources sufficient to meet the ordinary operating risks present in BPA's operating
environment while promoting BPA's objectives of improving financial and rate
stability. Figure 1 on page 12 graphically depicts BPA's historical financial
reserves, and the expected target reserve levels and IRA trigger points, for both the
near term (FY 1994-95) and the long term (FY 1996 and beyond), given the current
modeling results. ‘

QUANTIFYING OPERATING RISKS

A key component of BPA's Financial Plan is the analytical approach used to
evaluate and quantify risk. BPA's annual financial performance is subject to many
kinds of operating nisk that can cause BPA's revenues to fluctuate significantly from
planned levels. In order to increase BPA's financial stability, the maintenance of
adequate financial reserves along with adequate rate adjustment mechanisms are
essential. BPA's financial reserves consist of available/projected cash balances and
deferred Treasury borrowing. Deferred Treasury borrowing represents capital
program expenditures temporarily financed with cash from revenues instead of with
Treasury borrowing.

STREAM Model

BPA's Financial Plan process advanced the agency's ability to quantify normal
operating risks. This was achieved through the development of a simulation model,
the Short-Term Risk Evaluation and Analysis Model (STREAM). STREAM was
developed cooperatively by BPA and its customers. The STREAM model takes
into account the probability of occurrence of different outcomes for BPA's normal
operating risk factors, including weather and its affect on annual hydro streamflow
and heating/cooling loads, the price of aluminum for BPA's variable industrial rate
customers, regional economic conditions, thermal plant performance, and the
supply and demand for electrical energy in the Northwest and Pacific Southwest,
which are particularly affected by the cost of competing fuels such as natural gas.

11
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Two primary risk factors explain most of the vanability in BPA's annual net cash
flows. The first is annual hydro system streamflows, which affect sales of nonfirm
power and power purchases. The second 1s the market price of aluminum, which,
through the variable rate to BPA's aluminum smelter customers, affects the annual
amount of Direct Service Industry (DSI) revenues. Figure 2 below shows what the
range of magnitude of each of the major operating risk factors would be if
considered separately.

FIGURE 2

Analysis of Risk Factors as Reflected in 10-Year STREAM Distribution
Maximum Value, Minimum Value, Mean, and Confidence Interval
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The STREAM model provides a more accurate specification of risks and the
interaction among risk factors than previous methods and generates a more
complete representation of the distribution of projected cash flows. The STREAM
model projects the expected variation in BPA's annual cash flows by
systematically combining and analyzing variations in the risk factors to determine
the frequency, duration, and impact of these interactions on BPA's net cash flows.
Figure 3 below depicts the 10-year distribution of cash flows that are
representative of BPA's operating environment.

FIGURE 3

10-Year Plan STREAM Distributions (Normal Reservoirs)

Mean = 546 Milllen
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The analysis from the STREAM model shows that, in setting rates based on a
single "median" or base case forecast for the future, there is an inherent downward
bias in BPA's expected annual cash flow distribution, derived from the many
possible outcomes for those future rate periods. This means that there is a greater
probability that BPA's net cash flows will be lower than those planned at the end
of any given year. As shown on Figure 3 above, based on a 10-year analysis, this
downward bias is $46.4 million.
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The size of this annual cash flow bias, or "true-up," will depend on the specific
risk factor assumptions used in the median, or base case revenue forecast against
which it is measured and upon which rates are based. The existence of this cash
flow bias has been largely acknowledged by the region in reviewing the analyses
conducted throughout development of the Financial Plan, and the region has been
supportive that the true-up amount be included in determining BPA's rates. The
specific mechanics of how the true-up is included are explained in the next
section.

How STREAM is Used

The STREAM is used for two distinct purposes: first, to analyze the distribution
of risk over a 10-year planning horizon, and second, to analyze the distribution of
the same risk factors over the near-term 2-year rate period. In analyzing the
10-year planning horizon, the beginning of each 10-year simulation was "reset" to
"normal" conditions. The 10-year STREAM analysis provides a "normative case"
upon which to evaluate the alternative risk mitigation tools and observe their
performance over a simulated 10-year period. In conducting the 2-year rate period
STREAM analysis, initial conditions for each of the major operating risk factors
are "reset" to current conditions for each 2-year simulation. This 2-year
STREAM analysis 1s used specifically to develop the cash flow distribution for the
2-year rate period, because it reflects the most current near-term estimates for each
of the operating risk factors consistent with the base case revenue forecast.

The STREAM cash flow data provides inputs to the risk mitigation Tool Kit
Model which tests different combinations of risk mitigation "tools" to meet a given
probability of making Treasury payments on time and in full over each 2-year rate
period. These risk mitigation tools include alternative levels of annual planned net
revenues for risk, different IRA levels and their frequency of occurrence, and the
level of program cost deferrals.

15



RISK MITIGATION AND THE DEVELOPMENT OF RATE TOOLS

The issue of financial risk mitigation is concerned with BPA's ability to address the
uncertainties of its operating environment. While BPA cannot eliminate all risks, it
must find ways to mitigate its operating risk in its long-range financial planning.
The ability of BPA to mitigate operating risks is a direct function of the
maintenance of adequate levels of financial reserves.

Since BPA typically reviews its rates every 2 years, financial reserves must be
sufficient, at a minimum, to mitigate against the probability of 2 successive years of
poor financial results within any rate period. Because BPA's actual financial results
can be quite different from its planned results, due to the operating risk factors
previously discussed, adequate levels of financial reserves are necessary to assure
BPA can make its Treasury payments. Thus, risk mitigation is predicated on the
answer to two key questions:

1. How high should the annual probability be that BPA will make its Treasury
payments in full and on time?

!\J

Given the desired probability of meeting Treasury payments, how much
money does BPA need in reserves and/or other risk mitigation tools to
protect against the low probability of 2 successive years of poor financial
results within any rate period?

What Is the Acceptable Probability of Making Treasurv Pavments?

BPA's financial reserves could be set at a sufficiently high level to ensure nearly a
100 percent probability that the agency could make Treasury payments on time and
in full. Achieving 100 percent certainty could require substantial wholesale rate
increases to provide the needed up-front funding of reserves. The acceptance of
modest amounts of Treasury payment risk reduces the amount of required reserves.

Comments received during the development of the Financial Plan have consistently

supported the notion that BPA should plan to achieve a very high probability of

meeting its Treasury payments. Many comments supported the 95 percent

probability standard proposed by BPA. At the same time, however, comments

indicated serious concern about the level of reserves and the rate increase that could
16



result from pursuing this standard, given BPA's current financial circumstances and
increased program requirement rate pressures. BPA has addressed this concern by
implementing the 95 percent probability standard using a one-time phase-in
approach during the FY 1994-95 rate period.

Risk Mitigation Tools

The risk mitigation tools that have been considered and evaluated during
development of the Financial Plan can be classified into two general

categories: up-front funding and delayed risk funding. Up-front funding refers to
the collection of net revenues in each year of a rate period to maintain or increase
BPA's financial reserves. Delayed risk funding depends on the contingent
collection of additional revenues in the second year of a rate period through the use
of the IRA, and program cost deferrals. Delayed risk funding mechanisms are
designed to "trigger" if financial reserves fall below a predetermined point at the
end of the first year of a 2-year rate period.

Up-front Funding of Reserves. Over the FY 1984-93 period, BPA has included
an operating margin (planned net revenues) averaging about $100 million in its

rates. Planned net revenues provide an operating reserve to mitigate the impacts of
net revenue shortfalls and therefore increase the assurance that BPA will be able to
make Treasury payments on time and in full. The amount of planned net revenues
included in rates has not previously been explicitly linked to a target level of
financial reserves. In the current FY 1992-93 rate period, planned net revenues
were included in rates for the additional purpose of reducing the growth in BPA's
debt, and thereby increasing BPA's financial flexibility. Table 2 on page 18
outlines the planned versus actual increase in financial reserves over the

FY 1984-93 period.

Delaved Risk Funding. In developing the Financial Plan, BPA and its customers

evaluated the effectiveness of two delayed risk funding tools, the IRA and program
cost deferrals. Delayed funding provides protection against Treasury deferrals only
in the second year of a rate period. In the first year of a 2-year rate period, the only
protection against a Treasury deferral is the beginning balance of financial reserves
and the amount of planned net revenues included in BPA's revenue requirement for

17



TABLE 2

PLANNED VS ACTUAL INCREASE IN RESERVES

The planned and actual changes in BPA's reserves over the FY 1984-93 period are outlined below.
The planned increase of $949 miliion in reserves over the 10-year period results from BPA's policy of
pilanning for about $100 million in planned average annual net revenues. This table also shows the
actual and projected change in BPA's reserve balance, beginning with the year-end reserve balance of
$265 million at the end of FY1983.

CHANGES IN BPA RESERVES LEVELS

PLANNED VS ACTUAL
FY 1984-93
($ Millions)
Year end

Planned  Actual Reserve

Increase Change Delta Balance
FY 1983 265
FY 1984 18 35 17 300
FY 1985 38 160 122 460
FY 1986 70 (71) (141) 389
FY 1987 108 (170) (278) 219
FY 1988 114 (75) (189) 144
FY 1989 134 67 (67) 21
FY 1980 144 233 89 444
FY 1991 138 433 295 877
FY 1992 120 (236) (356) 641

Projected 1/
FY 1993 65 (276) (341) 365
FYs 1984-93
~ Total 949 100 (849)
Restated 2/
FYs 1984-93 949 (307) (1,256)
Total

1/ Source: BPA Fourth Quarter Review, November 1992.
2/ BPA's reserves at the end of fiscal year 1991 would have been $407 million lower than they
actually were, if BPA had not refunded high interest Supply System bonds.

This table shows that the policy of planning for net revenues to generate cash for risk mitigation has
contributed to BPA's ability to make its annual Treasury payments in the face of many years with low
streamflows and low aluminum prices.

This table also demonstrates some of the uncertainty in BPA's financial performance that has been
modeled in the STREAM. In 5 out of the 10 years of this period, the actual change in reserves has
differed from planned by more than $180 million.
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the first year. However, because delayed funding tools provide some coverage for
the second year of the rate period, their use allows BPA to reduce its reliance on
up-front funding, while still achieving the desired Treasury payment probability.

Interim Rate Adjustment. BPA's adoption of the IRA, a delayed risk funding
tool, has received support throughout the region. The IRA is a 1-year rate
adjustment, implemented in the second year of a rate period, if the level of financial

reserves at the end of the prior year are projected to fall below a specified level.

Program Cost Deferrals. Program cost deferrals, another delayed risk funding

tool, were consistently supported by customers in developing the Financial Plan.
If triggered, the cost deferral mechanism would occur in conjunction with the IRA
and would trigger reductions in BPA's program levels during the rate period.
Program deferrals would total $25 million, with up to $10 million occurring in
expense programs and the remainder in capital programs.

While the use of these delayed risk funding tools reduced the amount of annual
planned net revenues for risk, it did not eliminate the need for annual planned net
revenues to augment financial reserves. This up-front funding rate tool is discussed
next.

Annual Planned Net Revenues For Risk Formula. The determination of the

amount of annual planned net revenues for risk necessary to obtain the desired
Treasury payment probability is expressed in the formula below. This formula is
based on two key components: the estimated annual cash flow bias, or "true-up,"
and the difference between the target cash reserves and the estimated beginning
reserve balance at the start of the rate period.

Annual
Annual Planned Net = Cash Flow Bias + (Target Reserves-Beginning Reserves)
Revenues for Risk  (True-up) 2
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The target reserves level is determined through a series of repetitive testing of
various combinations of up-front funding (net revenues for risk) and delayed risk
funding (cost deferrals and IRAs) until the desired Treasury payment probability
and frequency of IRA implementation targets are obtained. In the formula above,
annual planned net revenues for risk is a function of the beginning reserve level,
the target reserve balance, and true-up. A decrease in the size, frequency, or
elimination of delayed funding tools will necessitate an increase in the target
reserve balance and resultant net revenues for risk in order to maintain the desired
Treasury payment probability. Conversely, increasing the size or frequency of
delayed funding tools results in a reduction in the target reserve level and net
revenues for risk amount in order to maintain the same Treasury payment
probability.

The cash flow bias, or true-up, component of the formula reflects the expectation
that, on average, BPA's annual cash flow will fall short of the base forecast by this
amount. In cases where BPA's beginning reserves are below the target level, the
second component of the formula is based on the collection of one-half of the
difference between the beginning financial reserves and the target level of
financial reserves in each year of the 2-year rate period. One would then expect
that, on average, BPA would achieve the target level of reserves by the end of the
rate period, provided the true-up adjustment is also included in setting rates.

Inherent in BPA's annual planned net revenues for risk formula approach is the
fact that the annual amount of planned net revenues for operating risks will vary
from one rate case to the next. This is due to variations in BPA's projected
beginning reserve balance; changes in the annual cash flow bias ("true-up"), based
on the assumed initial conditions of each risk factor for each rate case; and
changes in the overall cash flow distribution resulting from changes in base case
revenue forecast assumptions. The interaction between planned net revenues for
risk and the other risk mitigation factors is discussed further in Section E.
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BPA'S YEAR-END CASH WORKING CAPITAL RESERVE

In calculating the 95 percent Treasury payment probability, BPA previously had
assumed that $100 million of its reserves at fiscal year-end would be reserved to
meet near-term cash operating requirements and would therefore not be available
for making Treasury payments. Customers encouraged BPA to re-examine 1ts
assumption about its minimum year-end cash working capital reserve and consider
other alternatives. One of the alternatives suggested was that BPA rely on its
short-term borrowing arrangement with the Treasury to meet short-term cash
operating requirements associated with funding BPA's capital program outlays, if
financial conditions so warranted.

Based on discussions with some of the Financial Plan work group participants, BPA
estimated that, under adverse financial circumstances, $50 million in year-end financial
reserves would be sufficient to cover its expense program outlays, and that BPA could
rely on short-term borrowing from Treasury to temporarily finance its near-term capital
program outlays. Thus, BPA revised the year-end cash working capital reserve
assumption for this Financial Plan to $50 million, and the Tool Kit model analyses
contained herein assume that Treasury deferrals occur when financial reserves at the end
of any year are less than $50 million.

DETERMINING THE TARGET LEVEL OF FINANCIAL RESERVES

The target level of financial reserves that BPA needs to maintain depends on the
following five principal factors. The discussion below explains the key
relationships which influence the levels of BPA reserves needed to meet various
Treasury payment probabilities.

Target Treasury payment probability;,
Treasury deferral point;

IRA and cost deferral mechanisms;
Beginning reserves; and

hAl ol S

Amount of risk assumed in BPA's base revenue forecast.
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Target Treasury Payment Probability. The higher the desired probability of
making Treasury payments on time and in full, the greater the level of financial

reserves BPA needs at either the start of a rate period, or to be collected during the
rate period.

Treasury Deferral Point. The lower the amount of minimum year-end cash

working capital BPA reserves at year-end to pay its bills, the lower the amount of
target reserves. As discussed above, Treasury deferrals are modeled to occur when
year-end reserves drop below $50 million.

Interim Rate Adjustment And Cost Deferral Mechanisms. The IRA and
program cost deferrals are delayed risk funding tools that provide funding based on

decreases in reserves during the first year of a rate period. Increasing the size and
frequency of the IRA, i.e., the expected recovery of funds from this tool, makes it
possible to maintain lower levels of BPA reserves, given a specific Treasury
payment probability objective.

Beginning Reserves. The higher the beginning reserves, the less likely it will be
that a very poor first year of a rate period will result in a deferral of planned
Treasury payments. Therefore, higher beginning BPA reserves allow for more
reliance on the delayed funding tools, such as the IRA, and conversely, lower
initial reserves require that higher levels of planned net revenues for risk be
collected during the rate period, with less reliance placed on the IRA.

Amount of Risk Assumed in Base Revenue Forecast. The fundamental issue in
determining a target level of reserves is quantifying how much risk exists that
BPA's future revenues will differ from the base revenue forecast. Clearly, larger
levels of potential deviations between the base revenue forecast and other possible
revenue outcomes require larger amounts of financial reserves. The two most
dominant nisk factors are streamflow assumptions and the impact of projected
aluminum prices on BPA's DSI revenues.

For the FY 1994-95 base revenue forecast used in BPA's initial 1993 rate case
proposal, BPA is assuming low aluminum prices, with the Variable Rate at its
lowest value. The level of revenue risk associated with DSI revenues is therefore
low and thus requires a lower level of target reserves. In contrast, over the 10-year
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"normative case," the base assumption for aluminum prices projects the Variable
Rate to be on the "platean"” (meaning more average conditions), which presents
greater downside revenue risk, therefore requiring a higher level of target reserves.

MODELING RESULTS AND IMPLEMENTATION ISSUES

10-Year STREAM and Tool Kit Results

The results of the STREAM and Tool Kit analyses over the 10-year period reflect
a "normative case." The 10-year analyses are conducted assuming that for each
simulation, initial conditions for each of the operating risk factors are "reset" to
"normal" conditions that are more representative of long-term conditions that have
the greatest probability of occurrence. The "normative case" allows an evaluation
of the performance of the individual tool kit measures over an extended period,
and also provides 10-year average statistics for key nisk and Tool Kit parameters.

The 10-year STREAM analysis results in a cash flow distribution with an average
negative bias of $46 million. Reflected in this result is the amount of risk inherent
in the "normal" level of risk exposure assumed in the STREAM. Based on the
10-year "normative case," the average level of target reserves is $535 million, with
average annual planned net revenues for risk of approximately $70 million. The
IRA, designed to increase rates up to a maximum of 10 percent with an average

20 percent frequency of occurrence, would trigger at an ending reserve balance of |
about $340 million. Program deferrals would occur at the same trigger point as the
IRA.

2-Year STREAM and Tool Kit Results -- FY 1994-95 Implementation

For the FY 1994-95 rate peniod, BPA conducted 2-year STREAM and Tool Kit
analyses. These results incorporate the most current estimates available to BPA at
the time the analyses were prepared for each of the operating risk factors.
Currently, these estimates reflect unusually low aluminum prices as well as the
phase-in of the long-term Treasury payment standard. The inclusion of the current
unfavorable conditions in BPA's near-term base revenue forecast and the phase-in
of the Treasury payment standard has a direct effect on the 2-year STREAM and
Tool Kit results. Since much of the operating risk related to low aluminum prices
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is already captured in the base revenue forecast, the 2-year STREAM distribution
results in a smaller negative bias of $28 million relative to the $46 million in the
10-year "normative case."

For the 2-year rate period, estimates prepared for BPA's 1993 initial rate proposal
result in target reserves of $380 million, with average annual planned net revenues
for risk of $21 million. The IRA would trigger if reserves were reduced to

$245 million at the end of the first year of the 2-year rate period. These results are
subject to change during BPA's 1993 rate case as risk conditions are updated prior
to BPA preparing its final rate proposal.

Because previous rate adjustment tools included in BPA rate schedules have never
been triggered, the region will be exploring new frontiers in the implementation of
the IRA. Some of the procedures for its implementation and administration may
eventually be modified after the region gains some experience with it.

Refund Mechanism

BPA will be considering a refund policy such that when reserves exceed

$800 mullion, 50 percent of the excess would be rebated to customers. The other
50 percent would be returned to the Treasury by increasing amortization payments
above the levels contained in the repayment plan or by reducing the levels of
planned borrowing. This refund policy 1s anticipated to be developed prior to
BPA's 1995 rate case.
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V. FEDERAL COLUMBIA RIVER POWER SYSTEM CAPITAL
FUNDING

A

SUMMARY OF BPA POLICY

BPA's policy concerning the sources of funds used to finance capital investments of
the FCRPS will be to pursue the least-cost sources of funding, while trying to
minimize the use of BPA bonds issued to the Treasury. This financial policy will
be accomplished by adopting the following capital funding plan:

- To reduce pressure on its Treasury borrowing cap, BPA will seek to increase the
use of third-party sources of capital to the greatest extent feasible. Prionty will
be given to tax-exempt third party sources to minimize interest expense. Third-
party sources (including taxable sources) that are more costly than BPA's
Treasury bond rate will be utilized when they are cost-effective, i.e., when the
overall economics of a resource proposal provides greater net benefits than
competing proposals utilizing lower interest rate sources of capital.

- BPA capital investments that cannot be funded through third-party financing
will continue to be financed with bonds issued to the Treasury. BPA will
consider requesting an increase in its $3.75 billion Treasury borrowing cap.

- Corps and Bureau capital investments of the FCRPS will be primarily funded
through appropriations to avoid added pressure on BPA's Treasury borrowing
cap. BPA will, however, use bonds issued to the Treasury for critical
generating capability and reliability investments of the Corps and Bureau, for
which timely and sufficient appropriations cannot be obtained.

- Capital additions and replacements with asset lives in excess of 10 years for
Supply System nuclear projects WNP-2 will be funded to the extent feasible by
third-party financing sources. Remaining WNP-2 capital investments will be
funded through current revenues.

- Opportunities for joint and multiparty development of transmission and energy
resource investments will be pursued when they are mutually beneficial.
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-BPA's capital funding policy objective of increasing the use of the third-party
financing will be difficult to achieve. As outlined on Table 5 on Page 37,
$720.4 million in investments are currently projected to be funded through third-
party financing arrangements. This represents just 10 percent of the total projected
funding requirements of $7,224.0 million (per Table 3) over the Financial Plan
period (FY 1992-2001).

Transmission system development and replacements, along with capital equipment
investments, make up $3,636.3 million, or 50 percent, of the total FCRPS projected
funding requirements during the 10-year period. These transmission system
investments have been traditionally financed with BPA bonds issued to the
Treasury. To reduce the level of Federal borrowing, BPA will identify and consider
opportunities for increased use of joint ownership and multiparty development of
proposed investments to increase the level of third-party financing.

Even with increased third-party financing efforts, the magnitude of the projected
investment of $7.2 billion over the FY 1992-2001 period indicates that BPA needs
to obtain an increase in its current $3.75 billion Treasury borrowing cap, or adopt
other sources of funding, such as direct market access authority and current
revenues, or both.

FCRPS EXISTING DEBT STRUCTURE

BPA's capital investments have historically been financed in full with debt, using
three pnimary sources: (1) bonds issued by BPA to the Treasury; (2) Federal
appropriations; and (3) non-Federal third-party sources. At the end of FY 1992,
BPA's outstanding long-term debt obligations totaled $15.6 billion. Of this amount
$8.7 billion was owed to the Treasury, and $6.9 billion was owed to bondholders
secured through contractual agreements between BPA and non-Federal project
owners. (See Figure 4 on the following page.) The weighted average interest rate
on BPA's total outstanding obligations was 5.5 percent as of September 30, 1992.

Yy
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FIGURE 4

' FEDERAL COLUMBIA RIVER POWER SYSTEM DEBT |
as of September 30, 1992
($ IN MILLIONS)

FEDERAL APPROPRIATIONS BONDS ISSUED TO TREASURY OUTSTANDING
Witd. Avg. interest 3.4% $1,908

Wid. Avg. Interest 8.2%

P
CORPS  $4,304 /
f
BUREAU $998 | :
BPA $1,507 |1y od g
el T ST suPPIYSYSTEM $6/544
TR Wid. Avg. Interest 6.8%
TROJAN $112
Witd. Avg. Interest 5.8%
COWLITZFALLS  $171

Wid. Avg. Interest 6.7%
Total FCRPS debt is $15,591 million. Total weighted average interest is 5.5%. OTHER $49
Outstanding obligations for irrigation assistance (not included above) Wid. Avg. Interest 8.6%
total $819 miilion at O percent interest. $6,876

T

C. PROJECTED FCRPS FUNDING REQUIREMENTS

Over the next decade, BPA and its customers must finance a high level of planned
FCRPS capital investments for energy resource acquisitions, transmission
construction and replacements, and fish and wildlife projects. These capital
investments are intended to meet the region's increasing demand for power, provide
reliable and responsive transmission services, and help in restoring and enhancing
fish runs. Current FCRPS capital investment projections exceed $7.2 billion
through FY 2001 (see Figure 6 and Table 3 on pages 29 and 30).
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D. CAPITAL FUNDING SOURCES
Sources of capital available to the FCRPS fall into four main categories:

. Federal sources, including Federal approprations for Corps and Bureau
projects and bonds that BPA issues to Treasury;

. Third-party debt, both tax-exempt and taxable;

. Current revenues; and

. Direct capital market access, an option that would require new legislation
authorizing BPA to sell bonds in the public market.

These sources of capital differ in terms of legal authorities required, terms,
conditions, benefits, and costs. A primary factor in any form of debt financing is
the rate of interest charged. Figure 5 below presents a continuum of current interest
rates as of December 1992, associated with these sources. Issuance costs
associated with tax-exempt and taxable third-party sources (estimated at 0.5 to

1.5 percent of bonds, depending on the size of the offering sold), and the potential
for bonds sold by BPA directly to public markets (0.75 percent) are not included.
Such issuance costs increase the effective interest cost of these sources.

FIGURE 5
INTEREST RATE CONTINUUM
ALTERNATIVE SOURCES OF CAPITAL
{Interest Rate in %)
BPA bonds |
Tax-exempt 30-year issued to ?
3rd parnty TFBBSUVY Tfe&sunj Taxable
Securities (40 Year) 3rd party
62 63 7.5 80 825 84 8.65 |
|~ ! T + } ! % i s
Appropriations BPA BPA bonds,

based on bonds dlr:g::;narkm i
the direct vathaut f
EV°'?9° market Federal Agency I

yield access

of the with S

long-term Faderal

(15-ysars Agency

or more) Status
Treasury |
Securities |

Based on market interest rates as of December 1992. Actual interest rate spreads may change based on a variety of credit market
factors. Since BPA has neither issued bonds in public markets nor backed taxable 3rd party issued debt, interest rates for these
financings are only estimates; actual experience could be significantly ditferent.
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FIGURE 6
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TABLE 3

PROJECTED CAPITAL FUNDING REQUIREMENTS
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The Financial Plan work groups analyzed and evaluated the four alternative funding
sources for:

- Cost-effectiveness;

Impact on BPA rates in both the short- and long-term;
- Reliability, so that BPA is sure to meet its FCRPS capital funding needs;
- Impact on the current $3.75 billion Treasury borrowing cap; and
- Impact on BPA's debt service coverage ratios.
A summary of this analysis and evaluation is discussed below for each funding
source. In addition, Table 4, "The View from Wall Street," on page 32,
summarizes factors that the financial community would consider in evaluating

utility capital structures and credit worthiness.

Bonds Issued to the Treasury. BPA plans to use this source to finance BPA

capital program investments that are not financed with third-party sources. In
addition, bonds issued to the Treasury will be used to finance Corps and Bureau
investments that are critical to generating capability and reliability if timely and
sufficient appropriations cannot obtained. Based on the capital investment
projections shown on Table 5, on page 37, investments totaling $5,243.1 million
during the FYs 1992-2001 period will be financed with this funding source. (The
$5,243.1 million consists of: transmission construction of $3,753.4 million, fish
and wildlife improvement of $312.1 million, and conservation, direct application
renewable, and generating resource investments of $1,177.6 million.)

BPA's Treasury borrowing is legislatively capped at $3.75 billion of bonds
outstanding. Of this total, $2.50 billion is for transmission and other Federal
capital investment purposes, including fish and wildlife and conservation and
renewable resources. The remaining portion, $1.25 billion, is reserved for
conservation, direct application renewable, and resource purposes. At the end of
FY 1992, bonds outstanding with Treasury totaled $1,905.6 million, with
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TABLE 4

THE VIEW FROM WALL STREET

Bond rating organizations use a combination of several factors to rate a utility's credit-
worthiness. Factors they consider include:

The nature of the utility, including its powers, obligations
and financial structure;

The breadth and depth of the service area economy;

The nature of demand and supply sides of system operations;
The utility's financial and rate performance, such as rate
structure, quality and quantity of revenue stream, percent

of debt, and financial "cushions" provided to pay debt service;

Ability of agency or utility to revise rates when necessary;

A demonstration that the utility has planned for and/or
mitigated potential financial risks; and

A demonstration that the utility is committed to implementing
its financial planning tools when needed.

Bond rating organizations have indicated that they look at generally the same financial
ratios for BPA as they would for any utility. They would weight them differently, however.
For example, debt service coverage would be treated as an important indicator, but a lower
annual level may be acceptable for BPA given its ability to defer Treasury payments.
(Deferrable Treasury payments include Corps and Bureau O&M, interest on Federal
obligations, and planned principal payments on Federal debt.) In addition, the investment
community has suggested that the total debt to asset ratio is a useful indicator of a utility's
credit-worthiness. Results for this ratio indicate that BPA's capital structure is made up
almost entirely of debt, and is indicative of BPA's "uniqueness" as compared to other
utilities. The size of BPA's financial reserves is also viewed as playing an important role in
determining BPA's financial strength.

The financial community generally agrees that full reliance on debt to finance Federal
investments would not adversely affect public market access, but that continued market
acceptance of 100 percent debt would be contingent on:

1.
2.

3.

BPA maintaining significant debt repayment coverage;

Treasury borrowing capacity remaining at a significant level and
appropriations remaining available for Corps and Bureau needs; and
Political pressures or other extraordinary risks not substantially
increasing future financing needs.
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$1,086.6 million still available under the transmission/other Federal capital
investment portion of the cap, and $757.8 million available under the conservation,
direct application renewable, and generating resources portion.

Interest rates on bonds issued by BPA to the Treasury are set at market interest
rates comparable to securities issued by U.S. Government corporations. Typically,
BPA's 40-year bonds that contain call provisions are priced by Treasury with a
"markup" of about 70-80 basis points above 30-year Treasury bonds. (A basis
point is one-one hundredth of 1 percent, i.e., .01.) As of September 30, 1992, the
weighted average interest rate on outstanding bonds issued to the Treasury was

8.2 percent.

Reliance on this source of capital is not risk-free. Because of growing Federal
deficit pressures, there have been repeated efforts during the Federal budget process
to reduce BPA's borrowing. Congress has indicated in report language that BPA
should reduce its reliance on Federal debt. As shown on Table 5, the current

$2.50 billion transmission/other Federal capital investment portion of the Treasury
borrowing cap is projected to be reached during FY 1997 on a cash basis. The
$1.25 billion portion of the cap for conservation and renewable resource purposes
is projected to be reached during FY 2002.

BPA will consider requesting an increase in the $3.75 billion Treasury borrowing
cap to maintain Treasury bonds as a viable, cost-effective financing option.
Attempts to raise the borrowing cap may be difficult to achieve due to growing
Federal deficit pressures.

Federal Appropriations. BPA plans to continue the primary reliance on this
funding source to finance Corps and Bureau capital investments of the FCRPS.
Direct funding with bonds issued to the Treasury will be used, however, when
timely and sufficient appropriations for these agencies' investments cannot be
obtained. In recent years, the Corps and Bureau have faced growing difficulty
obtaining appropriations sufficient to keep Federal hydroelectric resources
operating efficiently. Newly enacted legislation clarifies BPA's authority to direct
fund Corps and Bureau additions, replacements, and improvements, as well as
operations and maintenance costs for power facilities. Interest rates on new
appropriations are slightly less than interest rates on the bonds that BPA issues to
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the Treasury. Based on the capital investment projections in Table 5, Federal
appropriations for capital investments totaling approximately $938.1 million will be
required over the 10-year period.

Third-Party Sources. BPA will pursue the use of third-party sources to the
greatest extent possible, with priority given to tax-exempt third-party sources. If
third-party financing is successful, it should reduce pressure on BPA's Treasury
borrowing cap and, to the extent that tax-exempt sources are used, help minimize
interest costs. BPA also plans to use third-party financing arrangements for new
conservation and generating resource acquisitions that BPA would treat as
capitalized contracts, and to finance, when feasible, long-term WNP-2 additions
and replacements. Based on investment levels in Table 5, FCRPS investments
totaling $720.4 million are targeted to be financed with this source through

FY 2001.

Increased levels of third-party financing can be achieved only if BPA and its utility
customers work together in partnership. The near-term challenge for BPA and its
customers is to find new opportunities to structure the financing of new FCRPS
investments through these types of arrangements.

Since the mid-1970s, BPA has borrowed through third-party sources to finance
generation, conservation, and transmission projects. Third-party borrowing sources
fall into two general categories that are key determinants of whether they quality
for tax-exempt financing:

1. State and local agency: Issuers that exercise governmental authority

of a state, including individual states, joint operating agencies, state
authorities, municipalities, Public Utility Distrnicts, and counties.
Generally, debt issued by these entities could qualify for tax-exempt
status.

2. Cooperatives and nonprofit and for-profit corporations: Private
enterprises licensed by a state to conduct business. Such corporations

have a legal identity of their own. Generally, debt issued by such
entities would not qualify for tax-exempt status.
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Third-party debt differs from Treasury debt in that entities other than BPA or the
Treasury issue the debt. Ownership of transmission facilities financed through
third-parties may be Federal or non-Federal. Because BPA is precluded by law
from owning generating resources, generation facilities are owned either by
non-Federal entities or the Corps or Bureau. In certain cases, BPA serves as
guarantor or security for bonds that the third-party sells, with the effect likely to be
wider market access and more favorable interest rates for the seller (Le., bond
ratings based on BPA's credit worthiness). BPA sets rates to recover total system
costs. This includes BPA's payments for third-party obligations, and all other
operating expenses which have priority over the $600-700 million that it plans and
schedules to pay the Treasury each year. Because BPA's annual planned payments
to Treasury are paid last, they are an important factor in evaluating the payment
security to third-party entity bondholders.

Third-party sources of capital are particularly attractive if the issuer and the project
qualify for tax-exempt financing. Currently, tax-exempt bonds backed by BPA
would trade at approximately 220 to 245 basis points lower than taxable third-party
bonds, and about 200 basis points lower than bonds that BPA issues to Treasury.
Given the magnitude of energy resource investments projected through FY 2001, use
of tax-exempt debt could reduce financing costs substantially.

Normally, bonds sold or backed by Federal agencies such as BPA would be taxable,
not tax-exempt. However, Section 9(f) of the Pacific Northwest Electric Power
Planning and Conservation Act enables BPA to acquire conservation, direct
application renewable, and generation resources through public entities who finance
these investments at tax-exempt rates, provided certain requirements and
qualifications are met. Use of Section 9(f) is constrained primarily by post-1980
load growth of BPA's state and local government preference customers. To qualify,
all or most all of the resource’s capability must benefit tax-exempt entities.

Current Revenues. Current revenues have been used to temporarily fund a portion
of BPA capital program expenditures. As of the end of FY 1992, some $196 million
of BPA's financial reserves were held in the form of deferred borrowing capability.
In other words, rather than borrow, BPA used $196 million in cash to temporarily
fund BPA capital expenditures, which can be borrowed for at a later date. Deferred
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borrowing capability can be accumulated and converted to cash through the issuance
of bonds to the Treasury at a later date. This cash management flexibility enables
BPA to time its borrowing to when interest rates are favorable.

Current revenues will be used to finance WNP-2 additions and replacements that are
not financed with third-party debt. As shown on Table 5, this totals $658.8 million
over the 10-year period.

BPA Direct Capital Market Access. Authority to sell bonds in the public market
will continue to be evaluated for cost-effectiveness and as an alternative to
increasing BPA's Treasury borrowing cap. BPA direct capital market access would
require new Federal legislation providing BPA the authority to sell bonds in the

public market.

Projected Debt Structure For FYs 1992-2001. The projected schedule of
borrowings and amortization by funding source for FYs 1992-2001 1s outlined on
Table 5 on page 37. The composition of BPA's projected debt structure at the end of
FY 2001 is depicted graphically on Figure 7 on page 38. A comparison of the
changes in the composition of BPA's debt structure between FY 1992 and FY 2001
1s also presented on Figure 7.

(1011R)
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TABLE 5
PROJECTED SCHEDULE OF BORROWINGS AND AMORTIZATION

£6/vlL va4a:yl

"1qop A118d PAYY UBY) JeyiBs SBNUSAR) YIIM peILBLL [en) pus *sjuswednjdel 'suoiyippe (BidEd Z-dNM SION0Y 9
‘uojaelosd GGG 40 UDHE{EISE Jusdisd £ 1aeijes | 002966 10) uNOWY "JALNE U peosid 8 jueid ayi piun wbeq jou ssop
Audel 0} UoLEBIGD 3,¥4g '$18G SinUpUSXS U UO SPUN) Hey} sAle3R) neRIng pue sdio] syl sy ¥ o1nBi4 Ul UMOYS 38 3e.njipuedxs [OU ‘SJIAIRS-UI-WBld S108)0Y |G
“31364 4383 & UO PRISNEYXe oq (M dEa Buwnosioq AMsesI] S YIIM Wt JeA By} S108eY [y
“sasnjpusdxa jepdea 3,18eA 4IBS JO jUs|XS §N) O} MOLIOG [IM YJG 10y} SUNSS | 00Z-FE6L SA4 40) Swnowy JE

8'859 8'859 6'LLS LL8P 0'8ly 9'$S¢E ¥ 162 9 1€T 6'0L1 9'60] #0s
608 T06 L'69 79 4 ) 86§ L'09 €19 T6S ¥0S
A%/ YAl TETE'LY  PSLOLI  00TF'Ll  TOSILL  09L8'O1 TOLS'91 POEE'9l IOl TEIE'ST  9'065°S]
£588°S £588°S  8'960'9 9E0E'9  EO6K'9  0°009'9 ¥ERY'9  T6SL'O 108’9 T'688'9  BSLB'9
wezL'n (s880) (98D (£esD  (evLi)  (sovD)  (9'8€D)  (6'8€D) (€81 (588) (6 ¢con
P oTL oLL 8L 9'99 99 1'€9 829 089 T'6s 6101 y's8
£p68°9 8'960'0 9E0E'C  CO6F'9 0009'9 €899  T6SL'9 1068’0 T688'9  ®'SLB'O  EV68'9
€LPTL CLPI'L  USPI'L  TI80'L  EEE0°L  VEW'L 81569 T906'9  €9L8'9  L'9T6'9  T'608°9
wsis) (1°'86) (€€e) (s (€ 18) woLn (rov) (9°€5) (Lwszn  (8Lp (e
1'8¢6 L'66 896 0'v6 6 9'88 098 S'€8 £'8L £s€l L'v8
6LTL'Y LSPI‘L  TTR0L  CEEO'L  MEIOL  SIS6'9  T906'9  €9L8'9  L'9T6'9  T608'S  6'LILY
L'881°L L88I't  yor0'l 9676 8508 6'EbL riu 6'pS9 (734 S 68Y zwv
6'stp) 90 99D 00 (0'89) (L'¥6) 0°09) (0°99) (6% (1°¢8) (0°09)
9°LL1'l 6'Tpl v Eel 8'ETI 6611 L [ y9Tl 6601 y'Z8 Tsol
0°LEY FOPO‘'l 9676 8508 6'EpL Pz 6459 S'v6S S 68 T 0'LEY
%) Uoflnid 5¢°1
6 10L°E &10L'c S986'€  9boi'c 8068z [LBOSZ J9€ITT  1010°T 61081  8L09°1  vEIY']
¥/
(7°865*1) o011 (v eon) (9'sg1)  (©O1¥D es1) (8°507) 9851 (1ogh) gept) (0's61)
1°7IE 9'9Z 96T Lve 78T 1'Z€ '8¢ 9'¥E v LE syl 0°0§
P ESLE $'86€ . Lély L¥EP X434 T TILE TUEE 86T 1'€2€ R %43
9°pET’1 c'o8C'c 9bOI'C  SOERT  L80S'T  9EITT  1010°T 61081 809 vEIYL  9pEC’
) uofiig ¢°7
100226 9Ad T00T Ad 000 Ad 66 Ad 86 Ad L6 Ad 96 A4 S6 Xd 6 Ad €6 Ad T 6 Ad
TV1OL

s1e|[0Q J0 SUO||I

*sjoefosd neeing o} Buipunj Jaesp sepnjou| 7
Vodey enuuy 7661 A4 /L
_'83L0N100d

AnE[ AW
[encuy

9/ KNOIAY JuALIMD

AONVIVE SNOLLVINdOUddY / LE3d 'TYLOL
sous(eg 193 Suipug
nuswieyg [ediduug

(12N) penss] 1Goq MoN
2ouseg 192 3viomdsg

¥aq Jo Rmog A JPIHL
sousyeg paietidaaddy Smpug
nuaWwied uonwziowy

/s powudoiddy munowy
sousjeq powudoiddy Suiuuideg

souw(eg 199 Swipug

nuawAsd uonsZILOWY

J§ pomoliog munowy
asusjug 19> Juuuidag

1 61 ponive] spudy SamMo) IIQUadUIY PUT UOREAIIO)

aous(eg 199 Smpug

nuswied uonEZinowy
P W YL - pomoilog nunowy

/€ /T UONONIISUO)) UCISSIWSULRS] - POAOLIOg MuUROWY

asusjeg 1g2q Juwuidog

nsEa] 0) ponw] spucy SJIIPIIM ¥ L] W UOHMOMOC) UOwSTURIEL |

(SISYE HSY2) NOILYZILHOWY GNV SINIM0OYYO0A8 40 31NAIHIS G3L1I370Ud

W31SAS 4IMO0d H3ANH VISWNT0D TvHIA3d

37



FIGURE 7

FEDERAL COLUMBIA RIVER POWER SYSTEM
COMPOSITION OF PROJECTED DEBT STRUCTURE

SEPTEMBER 30, 2001
(CASH BASIS, $ IN MILLIONS)

BONDS ISSUED TO TREASURY OUTSTANDING 1/
$4,890.6

FEDERAL APPROPRIATIONS

$7,147.3

R Shat THIRD-PARTY FINANCING

Total FCRPS debt is $17,923.2 million. Outstanding obligations $5.885.3
for irrigation assistance (not included above) total $819 million H
at 0 percent interest.

1/ This projected level of bonds issued to the Treasury exceeds
BPA's existing borrowing cap of $3.75 billion by $1,140.6 million
at the end of FY 2001.

Changes in the Composition of Debt - FYs 1992-2001 ‘
(Cash Basis)

FY 1992 FY 2001
$ Millions Percent $ Millions Percent
Federal Appropriations 6,808.2 44 7,147.3 40 ‘
BPA Treasury Bonds 1,905.6 12 4,890.6 27 ‘
Third-Party Financing  6,875.8 44 5,885.3 33 |
$15,590.6 100 $17,923.2 100 ‘
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