Fitch Rates Chelan Cnty PUD s $180M Consol Sys Rev Bds ‘ AA

Fitch Ratings- NY-March 26, 2004: Chel an County Public
Uility District No. 1, WA's (Chelan) $110 million in fixed
rate refunding series 2004 A B, C, D and series 2005 E and F
(forward delivery) subordi nated hydro consolidated system
revenue bonds, and up to $70 million in new nbney series
2004 E (taxable) and F auction rate subordi nated hydro
consol i dated system revenue bonds are all rated ‘ AA by
Fitch Ratings. The bonds are scheduled to price via

negoti ation the week of April 12, 2004 with Lehman Brothers
and JP Morgan co-nmanagi ng the underwiting. In addition, in
excess of $900 million, in aggregate outstandi ng senior and
subordi nate hydro consolidated system revenue bonds, and
seni or and subordi nate Rock |Island and Rocky Reach hydro
project revenue bonds are all affirnmed at ' AA" by Fitch
Ratings. The Rating Qutlook is Stable.

Despite Chel an’ s mai nt enance of senior and subordi nate
liens and project versus consolidated system debt, Fitch
rates all obligations the same. The distribution and hydro
generating projects are viewed as a consol i dat ed,
integrated system wth a closed hydro consolidated system
senior lien. Chelan’s operating lien is the subordinate
consol i dated systemlien. Followi ng this refunding, the
district will have less than $5 nmillion of senior lien
consol i dated system debt remai ning.

Chelan's (the utility) high credit quality stens fromthe
utility's exceptionally | ow-cost hydroel ectric power
projects, very conpetitive retail electric rates (3.0 cents
per kwh average delivered rate), solid financial
performance with healthy unrestricted cash reserves ($66
mllion as of Dec. 31, 2003). Chelan's | ow power costs
reflects its ownership of three hydroelectric projects
(Rock Isl and, Rocky Reach and Lake Chelan), with a conbi ned
generating nanmepl ate capacity in excess of 2000 MV and an
esti mated average production cost of 1.7 cents per kwh in
2003. Approximately 41%is currently allocated for use by
Chel an's distribution system and the rest is sold at cost
via long-termcontracts to northwest electric utilities

(i ncludi ng Puget Sound Energy, Inc., Portland General
Electric Co., PacifiCorp, and Avista Corp.).

Chelan’s hydro allocation is usually sufficient to neet the
distribution systenis power requirenents and Chelan is
typically a net power seller, except on the very col dest



days in the winter. Chelan weat hered the northwest power
crisis and severe drought conditions in 2000-2001 fairly
well in conparison to many of its peers, by offsetting
expensi ve requi red power purchases on peak days with sal es
of surplus power during offpeak periods (sales were at
relatively high energy prices). Wth the option to take an
addi ti onal 41 MW per year of Rock Island output for its

di stribution system s power requirenments, Chelan should
remain generally long power in the future, except during
the nost severe dry water years coupled with extrene

t enmper at ur es.

Chel an' s managenent has al so been proactive in managi ng
fish and wildlife protection issues, as exhibited by the
devel opnment of Habitat Conservation Plans (HCP) for the
Rock | sl and and Rocky Reach hydroel ectric projects. The
HCPs provide for ‘no net inpact’, or essentially 100%
survival rate of anadronmous fish via a conbination of
passage t hrough the hydro project and fish hatcheries. The
HCP, which required several years of consensus building to
attain approval by numerous federal, state, and | ocal

st akehol ders, hel ps set a boundary on long-termfish
protection related expenditures. Chelan has filed with the
Federal Energy Regul atory Comm ssion (FERC) to incorporate
the HCPs into the Lake Chel an and Rocky Reach re-licensing
application. An agreenment of this nature enconpassing
various interested parties, would be a positive factor in
FERC s review of Chelan’s re-licensing application.

The main credit concern is the re-licensing of the Lake
Chel an (2004) and Rocky Reach (2006) hydroel ectric
projects, which requires approval by the FERC. As nentioned
above, incorporation of the HCP into the FERC re-licensing
filings is a plus for Chel an. However, while the HCP
enconpasses the protection of currently |listed endangered
fish species along the Colunbia River, it does not address
the potential expenditures should new species of fish be
desi gnat ed as endanger ed.

Anot her concern the past few years, is the escal ati on of
Chel an’s debt outstanding to just under $1 billion in
aggregate. The utility has been financing extensive
upgrades and other capital inprovenents to the hydro
projects, including the installation of fish bypass and
ot her fish-related expenditures. Gven the small size of
the distribution system Chelan is relatively highly

| evered as evidenced by the 7.80 tinmes (x) total debt-to-



funds-avail abl e-for-debt service ratio (consolidated
basis). The nedian for integrated retail systens in the
rating category is 6.5x. Mtigating this concern is the | ow
cost of power fromthe projects despite the |arge capital
expenditures the past five years. Chelan’s nearest
conpetitor is Bonneville Power Adm nistration, providing
power to 40% of the northwest, with an average power cost
(preference power) of roughly 3.2 cents per kwh — wel

above Chel an’s average production cost of 1.7 cents per

kwh.

Chel an County PUD No. 1 is an integrated electricity
provider, with approximately 38,000 retail electric
custonmers in central Washington. Chelan al so naintains a
smal | water and wastewater system serving approximtely
4,700 users and accounting for | ess than 2% of consoli dated
revenues in 2002.
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