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ORDINANCE / IQ/lC?

AN ORDINANCE relating to ~he City Light Department; authorizing

rhe executiocn of the First Amendment CO the Centralia Fuel Supply

Agreement pated as of January 1, 1992.

VHEREAS, the City owns ap eight pexrcent share of the rentralia
steam Plant which ig jointly owned with pacifiCorp Electric

Operations, The Washington Water Power company, Puget Sound
power & Light Company, portland General Elecrtyic Company.
public Utility pisty ~t No. 1 of snohomish County.,
Washington, Public U tgy District NoO. 1 of Grays Harbor
county, Washington, ai. che city of Tacoma, Wasninoton
(coll ~ctively referred to as the sowners”); and

WHEREAZ, the Owners executed a1 agreement known as the Centralia
Fuel Suprly Agreement which became effactive January 1, 1991;

and
desire to amend the pension cost section of
the “Accourting .olicizs and Procedures k:lated to the

Centralia Fuel sSupply iLyreement” as conte .ned at pages 1 and
9 of Exhibit 1.21 of the Centrrlia Fuel cupoly Agreement;

Now. Therefore,

WHEREAS, the Owners

BE IT ORDAINED BY THE CTTY Or SEATTLE AS FOLLOW :

Jection 1. Tae superintendent of the City - .gat Department

i

is authorized to execute for and on behalf of the City the

agreement entitle 1. "First Aaendment to Centralia Fuel supply

Agreem=nt pDated as of January 1, 1992", substant . ©ily in the form

of the attached agreement. Thig Agr~-~2ment amends (e . ision cost

seccion of the Centralia Fuel Suppliy Agreement.

cction 2. Any other act consistent with the au
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prior to the effective date of this ordinance is hereby ratified

and confirmed.

Secticn 3. This ordinance shall take effect arnd be in force
thirty (30) days from and after its approval by the Mayor, but 1if
aot approved and returned by the Mayor within ten (10) days after
presentation, it shall take effect as provided by Municipal Code

gection 1.04.020.

passed by the City Council the /,12 day of M&% s
1996, and signed by me in open session in authentication of its

passage this C; day of ﬁ“{ﬁzif , 1996.

/
\/M(.Ww -

President@hﬂﬁmmg_ of the City Council
o thi avy” .
aApproved by me this /%5 day of ¢/ZZ' Gg} , 1996.

e

Filed by me chis 19 day of 5{46L€ , 1996.

Y Mayor

(\ — (M
T~ leﬂjgkfﬂ s i%:v \‘LTQ P
~ Aty clerk

/
{

(Seal)
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FIRST AMENDMENT
TO
CENTRALIA FUEL SUPPLY AGREEMENT
DATED AS OF JANUARY 1, 1992

THIS FIRST AMENDMENT TO CENTRALIA FUEL SUPPLY AGREEMEN [
("First Amendment") is made retroactivaly effective to Samuary 1, 1992, by and between
PacifiCorp Electric Operations, an assumed business iame ~f PacifiCorp, an Oregon
corporation ("Seller"), The Washington Water Power Company, a Washington corporation
("Water Power"); Puget Sound Power & Light Company, u Washington corporation
("Puget™); Portland General Electric Company, an Oregon corporation ("PGE"); Public Utility
District No. 1 of Snohomish County, Washington, a Washington municipal corporation
("Snoisomish"); Public Utility District No. 1 of Grays Harbor County, Washington, a
Washington municipal corporation ("Grays Harbor"); the City of Seattle, Washington a
Washington municipal corporation ("Seattle"); and the City of Tacoma, Washington, 4
Washington municipal corporation ("Tacoma”). Seller, Water Power, Puget, PGE,
Snohomish, Grays Harbor, Seatti= 2nd tacoma are esmciimes referred to herein individually
as & "Party” and collectively s the * “arties.” Water Poveer, Puget, PGE, Snohomish, Grays
Harbor, Seattle and Tacoma are sometimes referred to he. 2in individually as a "Buyer" or
collectively as the "Buyers."

WHEREAS, prior to 1992. Centralia Mining Company ("CMC" maintained its
own separate defined benefit pension plar. and

WHEREAS, beginning with the accounting period which began on January 1,
1992, CMC's pension plan was merged into the retirement plan of Seller; and

WHEREAS, the parties now desire to amend the pension costs portion of the
"Accounting Policies and Procedures Related to the Centralia Fuel Supply Agreement” as
contained at pages 1 and 2 of Exhibit 1.21 of the Centralia Fue! Supply Agreement.

NOW, THEREFORE, the parties hereto hereby agree as follows:
A The portion of the text of the "Accounting Policies and Procedures Related

to the Centralia Fuel Supply Agreement" contained at pages 1 and 2 of Exhibit 1.21 under the
heading "PENSION COSTS" is hereby deleted.

B. The "Accounting Policies and Procedures Related to the Centralia Fuel
Supply Agreement” is hereby amended by adding thereto the following paragraphs which
shall constitute the entire text under the heading "PENSION COSTS " (Except as otherwise
specifically provided herein, defined terms shall have the meaning given in the Centralia Fuel
Supply Agreement.)

Prior to 1992, Centralia Mining Company (CMC) maintained its own
separate defined benefit pension plan. This aended and restated accounting

SL.C1-18885.2 16840-0001
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policy covers the period beginning January 1, 1992 when CMC's pensic 1 plan was
merged into the retivement plan of Seller.

The basic method of financial accounting for pension cost for purposes of
determining the pension costs to be included in the Fixed Costs of the Mine under
the Centralia Fuel Supply Agreement will be each year's Sevvice Cost attribuiable
to CMC employees. (This Amendment does not affect pension costs allocated to
the Plant.) Service Cost has the meaning gi «en to it in the Statement of Financial
Accounting Standards #87 (FAS 87, and will be caculated as an end-of-year
(December 31) cost using the same actuarial assumptions (including discount rate,
salary scale, long-term rate of return, turnover, and mortality) as are used by Seller
in its normal FAS 87 pension cost calculations for such year with respect to its
retirement plan.

wsic method described above will be modified in two ways:

The excess of CMC's pension plan assets over its Projected Benefit
Obligation (PBO) as of Jamary 1, 1992, measured as $6,759,596,
will be amortized in level annual installments over eight years at 6%
interest and applied as a credit against the Service Cost in each vear
from 1992 through 1999. The amount so computed as a credit for
each of such eight years is $1,088,538.

An adjustment will be made whenever the plan benefits are
amended with respect to CMC plan participants. The amount of
Prior Service Cost (as defined in FAS 87) created by the plan
amendment will be amortized, using the straight line method, over
the remaining period to December 31, 2020. Seller will accrue
interest at a 6% annual rate on any unamortized Prior Service Cost
created by a plan amendment. This Prior Service Cost amortization,
plus interest, will be added to the Service Cost allocation for the
period; and from the sum of these two components shall be deducted
the overfunding credit for the period as described in the preceding
paragraph. If the plan amendment results in a credit or reduction of
pension costs, such credit or reduction will be recognized in the
same manner as the cost increase. If the mine closes earlier than
December 3 I, 2020, any unamortized Prior Service Cost created by
a plan amendment wiil be recovered or refunded through the mine
closing process. The calculation will be made as of the
amendment's effective date; or if the effective date is not January 1,
as of the next subsequent January 1 if the results would not be
materially altered thereby.

The determination of CMC's annual pension ifl be unaifected by any
actuarial gains and losses or by any change in PBO arising from changes in
actuarial assumptions. Special benefits provided to participants whose employment
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is terminated at time of mine shutdown will be charged and accounted for as
described in #2 above.

C. Except as explicitly amended hereby, the Centralia Fuel Supply Agreement
remains in full force an 1 effect as originally written.

IN WITNESS WHEREOQF, the parties hereto have caused this Fi: 't Amendment to
be exccnted as of the date set forth in the first paragraph hereof.

PacifiCorp Electric Operations, an
assumed business name of PacifiCorp

Date of Execution: By o

Title

The Washington Water Power Company

Date of Execution: By

Title

Puget Sound Power & Light Company

Date of Execution: By

Title

Portland General Electric Company

Date of Exscution: _ By

Title

Public Utility District No. 1 of Snohomish
County, Washington

Date of Execution: __ . By
Title

SLC1-14885.2 16840-0001
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Date of Execution:

Date of Execution:

Date of Execution:

SLCI-18885.2  16840-0001

Public Utiiity District No. 1 of
Grays Harbor County, Washington

By

Title

T+» City of Seattle, Washington

By

Title

The City of Tacoma, Washington

By

Title,

301L0N

*INIWNO0Q IHL 40 ALITVAD 3HL OL 3ng SI LI

30II0N STHL NYHL ¥¥3TD SS37 ST 3Wvdd SIRL NI INIWAJ0Q 3HL Al

—




FIRST AMENDMENT
CENTRALIA FUEL SUPPLY AGREEMENT
FACT SHEET

Background

The Centralia Steam Plant is jointly owned by PacifiCorp (47.5 %), The Washington Water Pov »v
Company (15.0 %), Puget Sound Power & Light (7.0 %), Tacoma City Light (8.0 %), Seattle City
Light (8.0 %), Public Utility District No. 1 of Snohomish County (8.0 %), Public Utility District No.
1 of Grays Harbor (4.0 %), and Portland General Electric Company (2.5 %).

By the terms of the Agreement for the Operation of Centralia Steam Electric Generating Plant
(“Operating Agreement™), PacifiCorp was appointed as operator of the project by the remaining, non-
operating owners (“NOO’s”). The Onerating Agrecment provides for the sharing of operating
expenses, including the payroll expenses of the operator’s employees and related employee benefit
costs and pension funding expense.

In July 1989, PacifiCorp was iormed by the merger of Utah Power and Pacific Power & Light
(“PP&L”). Afier PacifiCorp purchased the mine at Centralia in 1990, they executed an agreement with
the NOO's, known as the Centralia Fuel Supply Agreement (“CFSA™), to provide all of the Centralia
Plant’s {uel requirements for the remaining life of the plant. Under that agreement, the NOO’s are
obligated to share in the funding of fixed costs of the Centralia Mining Company’s {“*CMC”) mining
operation, including pension costs.

Prior to 1992, CMC maintained a separatc accounting for its defined benefit pension plan. The cost
allocation method used by PacifiCorp was based on total net periodic pension costs for all PacifiCorp
holdings combined and costs were aflocated to CMC in proportion to service cost. This was a fair and
teasonable allocation method until the pension plans merged in 1992, At that time, PP&L’s pension
plan was slightly overfunded and Utah Power’s pension plan was sigi:ficantly underfunded which
resulted in a significant increase in the total pension costs for all former PP&L holdings.
Consequently, unfunde} liabilities added by the Utah Power plan merger were unfairly allocated to
CMC and passed along to the NOO’s,

The issue of unfair allocation of pension funding costs came to light in 1994 following the joint
Centralia Owners’ annual operations audit which showed a dramatic increase in pension costs to the
Centralia Owners in 1993 relative to previous years. As a result of th-1 finding, the NOO's hired an
actuarial consultant, Edward Heintzberger, to independently review Centralia’s pension costs
allocation and to represent the NOO's in negotiations with PacifiCorp on this issue. Mr.
Heintzberger’s subsequent analysis and report confirmed that the allocation methods used by
PacifiCorp had resuited in a significant misallocation of costs.

In early 1995, Mr. Heintzberger met with Howard Johnson Company (actuaries for PacifiCorp) lo
develop a method that would provide direct separate accounting for pension costs attributable to
services performed at CMC and eliminate sharing of other inappropriate components of pension cost.
The actuarials reached agreement on the methad for apportioning periodic pension costs to CMC as
described below. Language for the proposed amendment was negotiated among the Owners and
distributed for execution in February 1996.

Power Management
CMW: Macaroni HD: PCAFATTTS.DOC Page 1 of 2
April §, 1996; 2:01 PM
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Features of the Proposed_ .- nendment

The proposed amendment revises the pension costs portion of the Accounting Policies and
Procedures scetion of the CFSA.

The amendment affects the pension cost allocation to CMC only and is effective retroactively to
January 1, 1992. The pension cost issue for the Centralia Steam Plant will be addressed
separately by the Owners.

The proposed cost atlocation limits the net periodic cows allocation to one corponent: service
cost. Service cost is the estimated amount of benefits to be paid in the future, staied at present
value, for services rendered by employees in the current period. This approach eliminates pension
adjustments related to unfunded past service liabilities that did not pertain to CMC employees.

The new method will also allow a special credit with respect to the surplus accumulated nnder the
old CMC plan prior to merger with the PacifiCorp plan. This credit to CMC of $6,759,596,
calculated as the excess of CMC’s pension plan assets over its Projected Benefit Obligation will be
allocated in level annual installments over eight years at 6 percent interest and will be applied as a
credit against the CMC service cost in each year from 1992 througl: 1999. The annual credit will
be $1,088,538, with Scattle City Light's share being approximately $87,000 per year which will
be offset against future CMC coal invoices.

The proposed method also addresses how the costs of future amendment to plan benefits of CMC
participants will be handled to ensure that the same problems won’t be created by future pension
plan amendments. Moreover, to minimize the annual cost impacts on the owners, increases or
reductions in pension costs that result from future plan amendments will be amortized evenly over
the remaining period 1o December 31, 2020.

Summary

s The proposed new method solves the major problems with the pension cost allocations under the
CFSA and can be expected to produce cost allocations which reasonably reflect the intent of that
agreement.

s Pension costs allocated to CMC will be limited to costs that are directly related to current services

performed by einployees at CMC.

o Following execution of this amendment, Seattle City Light will receive a credit of $87,000 per year
against the CMC coal invoices through 1999,

Power Management
CMW: Macaroni 1ID: PCAFACTS.DOC Page 2 of 2
Aprii 3, 1996; 2:01 PM
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Seattle City Light

CGary Zosker. Superimendent
Narman B, Rice. Mayor

Amil 18, 1996

The Honorable Jan Drago, President
Seattle City Council

600 Fourth Avenue

1 1th Floor, Municipal Building
Seattie, Washington 98104-1873

Via:  Tom Tierney, Director
Office of Management and Planning

Dear Councilmember Drago:

First Amendment to Centralia Fuel Supply Agreement

Enclosed for your consideration is an Ordinance authorizing Seattle City Light to sign the First
Amendment to Centralia Fuel Supply Agrcement (“Amendment”) with the owners of the
Centralia Steam Plant. This Amendment resolves an issue related to allocation of pension cost
of Centralia Mining Company (“CMC”) eraployees, which are applicable to cost of fuel under
the terms of the Centralia Fuel Supply Agreement of January 1, 1991.

The pension cost allocation issue was raised fellowing the merger of Utah Power with Pacific
Power & Light pension plans in 1992, because Utah Power’s pension plan was under funded
and Pacific Power & Light’s penison plan was overfunded. The attached Fact Sheet explains
the background and features of the Amendment in more detail. When the Amendment is
approved, the City will receive a credit against the cost of CMC coal for excess pension plan
assets paid over the Projected Benefit Obligation, which approximates $87,000 per year for the
years 1992 through 1999.

A copy of the Agreement is included as an exhibit of the ordinance. No budget authority is
required to execute or implement this Amendment. Il you have any questions, please call Paula
Green at 386-4530 or Cindy Wright at 386-4533. Thank you.

Sincerely,

Gary Zarker

Superintendent
MW
Enclosures
Ap Equal Emploviment Opporanuy At wtion Emploser
oy ot seauls - iy Lighe Department. 706 Fidth Ave
Tetephone, {206 625-3900  THDY 20016,

Acconsnodations for people with disabuly e 1dot on regaest

Printed vn recyvhed puper
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City of Seattle

Executive Departmant—0Office ~” Management and Planning

Thomas M. Tierrey. Direcior
Norman B. Rice. Mayor

April 18, 1996

The Honorable Mark Sidran
City Attorney

City of Seattle

Dear Mr. Sidran:

The Mayor is proposing to the City Council that the enclosed legis'ation be adopted.

REQUESTING
DEPARTMENT: City Light Department
SUBJECT: AN ORDINANCE relating to the City Light Department; authorizing

the execution of the First Amendment to the Centrania Fuel Supply
Agreement Dated as of January 1, 1992,

Pursuant to the City Council's S.0.P. 100-014, the Executive Departinent is forwarding this
request for legislation to your office for review and drafting.

After reviewing this request and any necessary redrafting of the =nclosed legislation, return the
legislation to OMP. £y specific questions regarding the legislation can be directed to Yazmin
Mehdi at 684-8088.

Sincerely,

Nerman B. Rice 3

Mayor —
[oo)

by =

Ygmin oo 2
w

for TOM TIERNEY
Director

haadminMlegisMawltrs\mehdi2

Enclosure

Accummodations for paople with disabiliies provided on request.  An equal employment opportunity - affirmative action employer.
Office of Managamsnt and Planning 300 Municipat Buiiding. Seatiie. Washington 98104-1826  (206) 684-808u (TDD) 684-8118
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S

STATE OF WASHINGTON - KING COUNTY

68214

City of Seattle.City Clerk

City of Seattle
TITLE-ONLY PUBLICATION

The full text of the following or-
dinnnces, passed by the City Council
an May 6, 1996, and publiahed here by
title .uly, will be muniled, at no cost,
=poic ~equest for two months aftor this
publication. For further informntion,
Ecntnct the Seattle City Clerk at 084-

344,

ORDINANCE NO, 118118

AN ORDINANCE authorizing a collec.
tive bargaining sgrecinent between The
City of Seattle and Seattle Police Dis-
Putchcrs' Guild, effective through Decom-
1gm- 31, 1995, and providing pnyment there-
or.

# ORDINANCE NO. 118119

AN ORDINANCE relating to the City
Ligh* Department; suthorizing the execu-
tioe . € the First Amendment o the Cen-
tralia Fuel Supply Agreemenl Dated as of

. January 1, 1992,

ORDINANCE NO, 118122

AM ORDINANCE -lating to the City
Light Department; au‘’orizing an_ease
I ment agreement witk the Stato of Wash-
. ington Department of Transportation {t
“State™) for use of the City of Seat:le
Skagit Transmission Line Right of Way in
Skagit County, Washington, for a rifht of
way for Stafe Mighway SR 830 (P. M.
#341019-3-302).

CRDINANCE NO. 118123

AN ORDIMANCE praviding for the ac-
quisition by condemnation of land and
other property rights in a portion of H. Van

selt Bonatien Claim Ne. 50, being parts
of Sections 27, 28, 33 and 34, Township 24
North, Hange 4 East, W. M, in King
County, Washington, lying south of River-
side Additior, according to the plat thereof
recorded in Velume 5 of Plats, pege 92, in
King County, Washington, for open s{lacz,
park  and  vecreation purposes ~_(East

uwamish (reenbelt) under the Seattle
Open Space and Trails Bond Program.
ORDINANCE NO. 118124
i AN ORVINANCE appropristing money
: to pay Zertnin audited claims nnd ordering
; the payment thereof.
| Publication ordered by JUDITH PIP-
' PIN, City Clerk,

Date of official publication in the Daily

¢ Journal of Commerce, Seattle, May 21, .
5/21{68214)

Affidavit of Publication

—-58.

Atfidavit of Publication

The undersigned, on cath states that he is an
authorized representative of The Daily Journal of Commerce, a
daily newspaper, which newspaper is a legal newspaper of general
circulation and it is now and has been for more than six months
prior to the date of publication hereinatter referred to, published in
the English language continuously as a daily newspaper in Seattle,
King County, Washington, and it is now a~.1 during ali of said time
was printed in an office maintained at .ne aforesaid place of
publication of this newspaper. The Daily Journal of Commerce
was on the 12th day of June, 1941, approved as a legal newspaper
by the Superior Court of King County.

The nolice in the exact form annexed, was published in regular
issues of The Daily Journal of Commerce, which was regularly
distributed to its subscribers during the below stated peried. The
annexed notice, a

CTOT: 116118 .192.22-24

was published on

05/21/96

The amount of the fee charged for the foyegoing publication is

the sum of $ , which aHu

e
\ Su_bscriked
A e

fl

A

afd sworn tc\hefore me on
|
\ (\\( N

Netary rublic for the Siate of Washingion,
residing in Seatile

No. ORDINANANCE
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