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• Financial market upheavals, recession impacts
• Access to capital markets severely limited

– $55 million in notes payable issued
– Bond issuance planned but not priced until 11/18-19
– Cost of capital is higher

• Wholesale revenue is volatile and trending downward
• Higher probability of a larger surcharge on retail rates exists
• Our 90-day weather forecast is drier than normal
• Rocky Reach license issue date unknown
• Conservation programs I-937, NERC/WECC requirements
• Preparing for a variety of uncertainties

– Critical reliability and mandated projects have to stay in
– Every possible cut/deferral has been examined
– Contingency plans being prepared

• Budget plan = “Flexibility, flexibility, flexibility”

2009 Budget Environment
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• Board set policies in 2007
• Direction given based on policies
• 5-year planning done by Strategic Financial Planning 

Group
• Budget targets set
• Review of early budget results helped reveal preliminary 

cuts
• Further developments in the financial markets necessitated 

further cuts
• Contingency planning begun to maintain flexibility

2009 Budget Planning



2009 Targets and Key Results
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Description Target Preliminary 
Budget

Operations, Maintenance, and Taxes growth 
(estimated inflation plus real cost growth) 5.97% 3%

Expected combined Utility Services systems 
operating ratio (includes cost of power from 
Hydros)

103.2% 105%

Expected combined Utility Services systems 
change in net assets before Contributions In 
Aid of Construction (CIAC) - includes cost of 
power from Hydros

$1.0 million ($3.8) million

Expected retail surcharge (50% probability) 0% 0%

Retail surcharge potential in unusual 
conditions (10% probability) 14.5% 18.0%



2009 Targets and Key Results
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Description Target Preliminary 
Budget

Capital (net of CIAC, including 2008 carryovers) $103.1 million $89 million

Expected Utility Services Minimum Reserves 
(50% probability), end of year balance $130 million $232 million

Expected Senior Debt Coverage (50% probability) 4.6 4.2

Expected Senior Debt Coverage (90% probability) 1.25 (.2)



Overview
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• Timeline
• Internal budget challenges
• Revenue and expense assumptions
• Preliminary 2009 budget
• Significant activities
• Net asset & debt cover impact
• Capital by system
• Debt balances
• Are we on track with targets and strategic planning?
• Next steps

• No action requested today
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Proposed 2009 Budget Timeline
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• Aging Infrastructure requires increased 
maintenance/modernization - hydro facilities, electric and 
water, and hatcheries

• Labor and benefit increases
• Controlling staffing levels
• Prioritizing budget dollars by project/activity
• Ripple effect of cutting capital

– Scarcer capital funding means fewer capital projects
– Causes some shifting of internal resources to O&M
– Pushes capital plans into 2010 and beyond

• Risks of cutting/deferring projects

2009 Internal Budget Challenges
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• Net Wholesale Revenue is based on expected outcome (50% 
probability)

• Results of rate restructuring are included
• System load growth:

– 2.4% Electric
– 3.5% Water
– 0.5% Wastewater
– 2,500 drops and 1,200 connections  for Networks

• Rocky Reach spring fish spill  potential of 0% - 24%, modeled 24%
• Rocky Reach summer fish spill consistent with 2008
• Rock Island spring and summer fish spill consistent with 2008
• Lake Chelan outage for modernization

Revenue Assumptions
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Projected Net Wholesale Revenue
10/23/2008

2009

Low $27.4 M

Budgeted $50.5 M

High $69.5 M

Note: The numbers above are the total calculated before 
subtracting out internal hydro power costs.
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Net Wholesale Revenue Volatility

2008
11/01/07      10/23/08

2009
09/03/08     09/18/08    10/08/08      10/23/08

Low $32.6 M $46.3 M $31.8 M $30.3M $29.5 M $27.4 M

Budgeted $62.3 M $48.5 M $58.9 M $55.8 M $52.4 M $50.5 M

High $83.2 M $51.1 M $80.1 M $75.1 M $70.7 M $69.5 M

Note: The numbers above are the total calculated before 
subtracting out internal hydro power costs.
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Environmental Revenues
Chicago Climate Exchange (CCX) Revenues and Expenses

Renewable Energy Credit (REC) Revenues and Expenses

2009 2008
CCX Gross Revenues 808K 1,451K
CCX fees 43K 246K
Tax on revenues 32K 56K
Net Revenue  to RR 733K 1,149K
Net Revenue  to Distribution 475K 769K

2009 2008
REC Revenues 90K 116K
REC Fees 3K 8K
Net Revenue  to Distribution 87K 108K
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• Operations, Maintenance and Tax costs controlled
• Bargaining unit wage adjustments

– 3.38% contractual on Aug 1, 2008 (approx 6% including 
promotions, step increases, letters of understanding, etc.) plus 
another raise on Aug 1, 2009

• Non Bargaining unit wage adjustments 
– 4% pool (4.75% including promotions, market adjustments)
– Additional 0.25% reserved for structural adjustments

• Benefit cost increases
– PERS – 6.13% effective 1/1/08

• Increased to 8.31% on 7/1/08
• Expected to decrease to 7.93% on 7/01/09 (4.6% decrease)

– Healthcare: 4.3% on 8/1/2008, estimating 8% on 8/1/2009 
(industry average = 12%)

– 401(a)/457 plan:  Participation steady, no growth for 2009

Expense Assumptions
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System Operations, Maintenance,
and Taxes cost control

System 2009 OMT
Growth Target

OMT Growth
2009 vs 2008 Budget

Utility Services 5% <1%
Hydros 7% 4%
All District 6% 3%
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Staffing

FTEs
Regular Hours

FTEs
Overtime Hours

2009
(proposed budget)

743.2 29.7

2008
(adopted budget)

743.0 27.8

2007
(adopted budget)

751.3 24.5

• FTE comparison, budget to budget
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Preliminary Budget 
Results
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Combined Hydros
($000s)

2009 
Budget

2008 
Budget

Variance
$                 %

Operating Revenue 170,427 162,064 8,362 5%

Operating Expenses
(Operations, Maintenance, Taxes)

93,228 89,740 3,488 4%

Depreciation/Amortization 30,159 27,707 2,452 9%

Non-Op  Exp (Inc) 46,165 43,385 2,780 6%

Net Revenue 875 1,232 (358) (29%)

Cost per MWh $17.3 $16.8
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Combined Hydros
($000s)

2009 
Budget

2008 
Forecast

Variance
$                 %

Operating Revenue 170,427 159,388 11,038 7%

Operating Expenses
(Operations, Maintenance, Taxes)

93,228 86,231 6,997 8%

Depreciation/Amortization 30,159 27,362 2,797 10%

Non-Op  Exp (Inc) 46,165 43,836 2,329 5%

Net Revenue 875 1,959 (1,085) (55%)

Cost per MWh $17.3 $17.9
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Combined Hydro Significant O&M Activities
(000)

Generate 
Energy

$93,228

Direct Hydro
$32,218

Parks
$3,742

License Imp
$1,053

Lands
$409 Water

$363

Fish/Wildlife
$7,855Indirect Hydro

$7,528
Shared Services

$22,095

Compliance/Legal
$3,261

Transmission
$4,793

Hatcheries
$9,911



Combined Hydro O&M by Program
Budget Comparison

2009 
Budget

2008 
Forecast

2008 
Budget

Var to 
Forecast

Var to 
Budget

Direct Hydro 32,218 30,216 30,885 7% 4%
Shared Services 22,095 21,347 21,967 4% 1%
Hatcheries 9,911 6,031 7,031 64% 41%
Fish/Wildlife 7,855 9,617 9,715 -18% -19%
Indirect Hydro 7,528 8,072 8,270 -7% -9%
Transmission 4,793 3,841 3,975 25% 21%
Parks 3,742 3,403 3,419 10% 9%
Comp/Legal 3,261 3,006 3,471 8% 6%
License Imp 1,053 168 468 527% 125%
Lands 409 397 404 3% 1%
Water 363 134 135 171% 169%
Total 93,228 86,231 89,740 8% 4%
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Combined Utility Services
($000s, including Wholesale and Internal Service Systems)

2009 
Budget

2008 
Budget

Variance
$              %

Operating Revenue 66,484 64,247 2,237 3%

Purchased Power 36,119 30,549 5,570 18%
Operating Expenses
(Operations, Maintenance, Taxes)

42,481 42,338 143 0%

Net Wholesale Margin 24,145 34,683 (10,538) (30%)

Operating Income 12,030 26,042 (14,013) (54%)

Depreciation/Amortization 18,533 18,344 188 1%

Non-Op  Exp (Inc) (2,734) (6,541) 3,807 58%
Net Revenue (Loss) (3,769) 14,239 (18,008) (126%)

Cap Contributions 3,574 10,238 (6,665) (65%)
Inc/(Dec) in Net Assets (195) 24,477 (24,672) (101%)

Operating Ratio 105% 95%



24

2009 
Budget

2008 
Forecast

Variance
$              %

Operating Revenue 66,484 65,137 1,347 2%

Purchased Power 36,119 33,185 2,934 9%
Operating Expenses
(Operations, Maintenance, Taxes)

42,481 41,131 1,350 3%

Net Wholesale Margin 24,145 25,425 (1,280) (5%)

Operating Income 12,030 16,246 (4,217) (26%)

Depreciation/Amortization 18,533 17,856 677 4%

Non-Op  Exp (Inc) (2,734) (6,009) 3,275 54%
Net Revenue (3,769) 4,400 (8,169) (186%)

Cap Contributions 3,574 10,166 (6,593) (65%)
Inc/(Dec) in Net Assets (195) 14,566 (14,761) (101%)

Operating Ratio 105% 101%

Combined Utility Services
($000s, including Wholesale and Internal Service Systems)
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Utility Services Significant O&M Activities
(000)

Deliver Utility 
Services              
$42,481K

Operate  
Systems        
$7,429K

U.S. Admin
& General
$6,140K

Reactive 
Maint/Repair        

$5,456K

Proactive 
Maint/Repair        

$2,206K

Replacements        
$371K

Non-U.S. Dept 
A&G $9,297K

Rents        
$2,083K

Taxes
$4,599K

Non-U.S. 
Dept O&M        
$2,322K

Self-Insurance        
$708K

Misc Power 
Supply Exp        

$1,870K



Utility Services O&M by Program
Budget Comparison

2009 
Budget

2008 
Forecast

2008 
Budget

Var to 
Forecast

Var to 
Budget

Administrative/General 6,140 7,092 7,143 -13% -14%
Daily Operations 7,429 6,679 6,722 11% 11%
Proactive Repairs/Maint 2,206 2,256 2,413 -2% -9%
Reactive Repairs/Maint 5,456 4,422 5,964 23% -9%
Replacements 371 349 362 6% 2%
Non-US Dept A&G 9,297 8,354 8,463 11% 10%
Non-US Dept O&M 2,322 2,684 1,974 -13% 18%
Rents 2,083 2,353 2,353 -11% -11%
Taxes 4,599 4,497 4,311 2% 7%
Misc Power Supply Exp 1,870 1,806 1,994 4% -6%
Self-Insurance A&G 708 639 639 11% 11%
Total 42,481 41,131 42,338 3% <1%
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Wholesale Revenue impact on Net Assets 
and Non-Hydro Senior Debt Cover

“High” revenue has a 10% probability of occurring

“Budget” revenue has a 50% probability of occurring

“Low” revenue has a 10% probability of occurring

High

Budget

Low

$69.5M, $15.3M,     7.5

$50.5M,  ($3.8M),     4.2

$27.4M,  ($26.8M),  (0.2)

Wholesale Sales Senior Debt 
Cover

Utility Services 
Change Net 
Assets*

* Change in Net Assets does NOT include Contributions in Aid of Construction
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Capital Expenditures
($000s)

2009 
Budget

2008 
Budget

Variance
$                 %

Distribution 21,858 23,000 (1,142) (5%)
Networks 9,930 12,546 (2,616) (21%)

Water/WW 6,854 7,900 (1,046) (13%)

Rocky Reach 5,543 7,000 (1,457) (21%)

Rock Island 20,613 19,000 1,613 8%

Lake Chelan 24,605 23,000 1,605 7%

Internal Service 3,074 4,400 (1,326) (30%)

Total 92,478 96,846 (4,328) (5%)

Less CIAC 88,904 86,680 2,224 3%
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Capital Expenditures
($000s)

2009 
Budget

2009 
Target

Variance
$                 %

Distribution 21,858 25,125 (3,316) (13%)
Networks 9,930 9,932 (2) N/A
Water/WW 6,854 6,285 639 10%

Rocky Reach 5,543 8,538 (2,995) (35%)
Rock Island 20,613 38,390 (17,777) (46%)

Lake Chelan 24,605 15,705 8,900 57%

Internal Service 3,074 2,283 791 35%

Total 92,478 106,258 (13,760) (13%)
Less CIAC 88,904 103,073 (14,169) (14%)
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Significant Capital Activities – Hydros
(000)

2009
Budget

2008
Estimate

Hydro Modernization 39,078 28,662

Transmission 1,218 3,176

License Implementation 6,421 10,985

Hatcheries 1,665 3,995

Hydro Plant 2,380 4,563

Total Hydro capital 50,761 51,381
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Significant Capital Activities – Utility Services
(000)

2009
Budget

2008
Estimate

Improvements 13,501 5,056

System Expansion 13,221 14,923

Customer Growth 7,833 14,485

Replacements 4,087 5,705

Total U.S. capital 38,642 40,169

Less CIAC 35,068 30,003
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Significant Capital Activities – District Services
(000)

2009
Budget

2008
Estimate

Information Technology 2,197 2,670

Facilities & Fleet 877 106

Total District Services capital 3,074 2,776
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Estimated Revenue Bond Debt Balances
Current Plan 10-28-08 ($millions)

Non-Hydro Related Debt 2007* 2008 2009
Senior Consolidated ** $      53 $      51      $     48
Subordinate Consolidated 29 34             34
Subordinate Notes 0 55             55
Wastewater Revenue Bonds 1 1 1

$      83 $    141      $   138
Hydro Related Debt

Distribution Share $    337 $    351      $   347 
Purchasers Share 537 549 540

Total Revenue Bond Debt $    957 $1,041      $1,025

Assumptions – 2008 new money & refinancings
‐ 2008 Distribution Notes $55MM & Rock Island  Bonds $35MM
‐ Any refinancings would be par for par

*Actual        
**Used for the Senior Consolidated Debt Coverage Calculation



34

Capital Financing Decision Flowchart
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Are we on track with 2009 Targets?
Target 2009 

Budget

OMT growth (estimated inflation plus real cost growth) 5.97% 3%

Expected combined Utility Services systems 
operating ratio (incl Hydro cost of power) 103.2% 105%

Expected combined Utility Services systems 
change in net assets before capital contributions 
(incl Hydro cost of power)

$1.0 million ($3.8) million

Expected retail surcharge (50% probability) 0% 0%

Retail surcharge potential in unusual conditions 
(10% probability) 14.5% 18%

Capital (including 2008 carryovers) $103.1 million $89 million

Minimum Utility Services reserves (50% probability) $130 million $232 million
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Operating Ratio Forecast
(Utility Services Including Net Wholesale Margin)

2008 2009 2010 2011 2012
Expected Conditions
(50% Probability)

101% 105% 110% 104% 77%

Unusual Conditions
(10% Probability)

103% 129% 137% 122% 90%

Target:  Overall operating ratio of 80%-100% by 2011 
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Change In Net Asset Forecast
(Utility Services Including Net Wholesale Margin, before CIAC) 

(in millions) 2008 2009 2010 2011 2012
Expected Conditions
(50% Probability)

$4.4 ($3.8) ($6.7) ($0.4) $56.7

Unusual Conditions
(10% Probability)

$2.4 ($26.9) ($32.9) ($22.0) $24.1

Target:  Positive Change in Net Assets (bottom line) by 2011 
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Surcharge Potential Forecast
(Utility Services Including Surplus Wholesale)

2008 2009 2010 2011 2012
Expected Conditions
(50% Probability)

0% 0% 0% 0% 0%

Unusual Conditions
(10% Probability)

0% 18% 27% 8% 0%

Target:  Limit the potential surcharge to 14% at a 90% confidence level
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Utility Services Reserves
(Utility Services Cash and Investments, End of Year Balances) 

(in millions) 2008 2009 2010 2011 2012
Expected Conditions
(50% Probability)

$259 $232 $208 $199 $246

Unusual Conditions
(10% Probability)

$257 $209 $182 $178 $213

Policy:  Maintain minimum Utility Services reserves of $130 million



Are we on track with targets and strategic 
financial planning forecasts?

2009 - stressed for some targets in off years
2010 - stressed beyond current targets in off years
Vulnerable to low wholesale outcomes
Increasing upward pressure on costs
Increasing downward pressure on wholesale prices
List of known unknowns continues to grow
Need contingency plans for financial market 
uncertainties

Need to keep “eyes on path”
to maintain future financial health
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Next Steps

• Continue to prioritize and refine budget
• Issue bonds – Pricing set for Nov 18-19
• Address Board questions – Strategic topic 

at November 24 meeting
• Final Budget Hearing – December 1
• Request board approval – December 8
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