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Agenda for Today

¢ Introduction

¢ Financial forecast review
— Tools & resources
— Jlargets, strategjies and assumptions
— \VVolatility,
— [Debit coverage ratio
— Forecasts & scenarios
— Observations
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Tools and Resources

& Staff expertise
¢ External expertise

¢ Forecast tools
— Budgets
— Capital plans
— Relicensing plans
— [fead fierecasts
— Electricity, price market surveys & medeling
— AlUmRitmr smelter ierecasting
— CoMbINING GrEcCaSES



Targets, Strategies & Assumptions

1. Fargets
— Minimum of $75 millien 1n cash
— Minimum 1.75 debt coverage ratio

2. Strategies
— EXISting retaill rate: structure

— Revenue finance: Utility, Service capiital

afiter Use: ol existing vend URds
¢ (Cd9swWithrreveRuess average: approximately, $19. 65/ year)
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Targets, Strategies & Assumptions

3. Assumptions
— Noermal water years geing forward

— Future prices
¢ Near term: market
¢ Out year 2012: model
& Averaging $49.91 / mwh through) 20411

— [Lead grewth 2.5% (plus 1-efiff Yahee! added in 2006)
— Operation & maintenance: (OM) grewitih 7Y annual
— Current capital plans

— Alcea 2 poetiine eperatieon usingl — 14 alviV\/ el eplienal
O5/00 PBWEY:

— Surplus sales average $54.. 4 throughy 2041

— $89NVIFcashi paymenit frem PUget recenvedin 2006; Ui
defenrfed asseciated revenues e nevw: Contract term pPost
2041

ASsUmplionstaieraverage ol polpt-Estimates
(Comparediteraniestimaterrange)
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\olatility — Future
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\olatility — Future

Mid-C Market Price
Look Forward

—— 17-Apr-06
——— 19-Dec-05
—8— 2-May-05

Grand Coulee Inflows
Look Forward

- 2006 —e— 2005

100% - v v v y_ v

P o o o o e = ®

Dec Jan Jan Jan Feb Feb Feb Mar Mar Mar April April Aprii May May May June June June July July Final
EB Mid EB Mid EB Mid EB mid EB mid EB mid EB

Forecast date




Debt Coverage Ratio

— Net cash from operations / debt service

Operating revenues - Operating expenses *

Principal and Interest payments

OSSO GEPRECIALIONI EXPENSE



Debt Coverage Ratio

¢ Measure ofi ability to service debt

¢ One measure ofi overall fimnancial health
& Higher Is better

¢ Credit rating may. droep If below: 1. 75

¢ Needs te be 1.25 te Issue new debt

¢ Covenant minimun: 1.00
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Forecasts and Scenarios

¢ Base case forecast

» SCENAKIGS
—|LOW Walten
— LOWEN PFICES
— Alcea eperaticnal impact
—Jncreasing electric retail leads
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Strategic Risk Analysis

Chelan PUD Utility Services (Non-hydro) 412012006
Financial Projections

Coverage Sources & Uses

%)
c

=
£

&

2006 2007 2008 2009 2010 2011 2006 2007 2008 2009 2010 2011
C—Elec Retail revs [ Surplus sales

OCash OPSE Cap Res 2006 2007 2008 2009 2010 2011 B Reserve Use e nds Required

Observation: Cash maintained
cenario 1. basec case above goal, but cover challenged

In out years.
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Strategic Risk Analysis

4120/2006

Chelan PUD Utility Services (Non-hydro)
Financial Projections

Coverage Sources & Uses

$ millions

2006 2007 2008 2009 2010 2011 2006 2007 2008 2009 2010 2011
C—Elec Retail revs [ Surplus sales

OCash OPSE Cap Res 2006 2007 2008 2009 2010 2011 B Reserve Use e nds Required

Observation: Cover challenged
SENENTD &7 |0 Tl in low water years. Cash hit

$38M.

Two years of bad water 80% in 2008
and 90% in 2009. Alcoa increases

use of optional 95/2000 power
assuming a 2 potline operation.

17



Strategic Risk Analysis

4120/2006

Chelan PUD Utility Services (Non-hydro)
Financial Projections

Coverage Sources & Uses

$ millions

2006 2007 2008 2009 2010 2011 2006 2007 2008 2009 2010 2011
C—Elec Retail revs [ Surplus sales

OCash OPSE Cap Res 2006 2007 2008 2009 2010 2011 B Reserve Use e nds Required

Observation: Cover challenged

Scenario 3:_Low prices in lower price years. Cash hit

$40M.

Two years of lower prices of $30/mwh

in 2008 and $35 in 2009. Assumes
Alcoa stays at 2 potline operation.
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Strategic Risk Analysis

4120/2006

Chelan PUD Utility Services (Non-hydro)
Financial Projections

Coverage Sources & Uses

$ millions

2006 2007 2008 2009 2010 2011 2006 2007 2008 2009 2010 2011
C—Elec Retail revs [ Surplus sales

OCash OPSE Cap Res 2006 2007 2008 2009 2010 2011 B Reserve Use e nds Required

E———— Observation: Cover challenged
SENEIIE A ALEDE) e in out years. Cash hit $46M.
all optional power

Alcoa use of 95/2000 option power
increased to max of 42 mw. A 2%

potline operation could make this
happen.
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Strategic Risk Analysis

4120/2006

Chelan PUD Utility Services (Non-hydro)
Financial Projections

Coverage Sources & Uses

$ millions

2006 2007 2008 2009 2010 2011 2006 2007 2008 2009 2010 2011
C—Elec Retail revs [ Surplus sales

OCash OPSE Cap Res 2006 2007 2008 2009 2010 2011 B Reserve Use e nds Required

S Observation: Cover challenged
Scenario 5: Higher ) :
. in out years. Cash hit $11M.
retail loads

Increase retail load growth to 4.0%
(from 2.5% base) per year. No

change to existing rate structure.
Cumulative load addition is
approximately 17 aMW.

240)



Observations

¢ Long-term trends of declining cash
and cover

¢ Volatility and future uncertainty
¢ Einanciall fiexibility’ 1s; diminishing
threugh time
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Next Steps

» May 1°t meeting — Alternatives

— Explore strategies related to:
¢ Debt reduction
¢ Vianaging velatility, and Uncertainty
o Revenue: financing future nen-hydrer capital
& Cost growth changes
& Capiitaliplans
¢ EIECHHC retaul rates

Feedback and comments?
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