





Dollar Breakdown (2006)

Purchased
Power
$0.65

Operating
Expenses

$0.17

Debt
Service
$0.06

Electric &
General

Plant-Revenue
Funded
$.0.12

Capital
Credits
$0.0045

* 65¢ purchased power

* 17¢ operating expenses

* 6¢ debt

* 12¢ electrical and general plant additions
* .0045¢ for capital credits

3.76%. An annual increase in kWh sales of 2.50% has been used to forecast operating revenues for this five-year plan.
The majority of projected revenue, 65%, is the recovery of power cost through a base rate charge and the Power Cost
Recovery Factor (PCRF) for any costs that are not recovered in the base rate.

Rate increases also contribute to increases in revenue. Bluebonnet implemented a 5.25% rate increase in January of 2006.
POWER COST

Total power cost is projected to be $108 million in 2007, increasing to $119 million in 2011. As with kWh sales,
purchases are also estimated to increase by 2.50% each year. Wholesale power rates as presented in the Lower

Colorado River Authority’s (LCRA) Price Select 2007 were used to develop power cost estimates.

OPERATING EXPENSES

The budgeted operating expenses in 2007 are $31.7 million,
which represents a 2.35% increase from 2006°s budgeted
total of $30.9 million. The average annual increase in

Operating Expenses
(% Increase Over Previous Year)

forecasted operating expenses is 3.47%, as compared to the | 15.00%

annual average increase of 5% forecasted last year. The 12.00%

majority of this decrease is due to the current and expected 9.00%

future reduction in headcount. In comparison, the average 6.00%

increase in actual operating expenses over the past ten 3.00%

years, 1996 to 2005, was 11.78%. 000% N B . | . | . H B
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MARGINS Average

Margins are forecast to be $6.77 million for 2007. Margins decrease in 2008 through 2010 due to increases in operating
expenses each year, along with increases in interest and depreciation expenses. Increases in kWh sales due to growth

in meters and weather-related usage slightly offset the increases in expenses. As mentioned previously, a 2.5% increase
in sales is projected from an increase in meters, but weather can dramatically increase or decrease the forecast sales.
Should kWh sales increase by less than 2.5%, margins may be lower. Although margins are forecast to be $2.56 million
in 2010, Bluebonnet’s forecast equity is projected to remain

stable at 39%. Forecast Net Margins

With a 3% rate increase planned for 2011, margins increase 56,000,000

to $7.51 million. This margin level along with normal 56,000,000

asset additions produces an equity ratio above 40% in 2011. $4,000,000

Barring any unplanned expenses or inflationary pressure, the $2,000,000 I .
interval between future rate increases should resemble the S0 T E TTTT
current forecast of five years.

EQUITY RATIO

Bluebonnet’s equity ratio has decreased as a result of lower margins and the modernization effort to the organization’s
infrastructure from 2004 through 2006. The equity ratio is the calculation of total equity divided by total assets.



We embarked on numerous projects to implement cutting edge technology into our daily business-
Automated Meter Reading software and meters, GIS/Mapping technology, and an entire
new operating system (SAP) that the cooperative will never outgrow.



Rebuilding our fleet and implementing a plan for ensuring that our fleet will always meet the highest levels of
maintenance, safety and utility for our employees has been a priority for Bluebonnet.




The majority of Bluebonnet’s equity consists of the accumulation of margins that have been allocated to patronage
capital but not yet returned as capital credits to members. The margins are considered cash that is utilized to fund a
portion of asset additions, which is the portion of the assets that members own, or the system equity.

As margins are not accumulating fast enough to keep up with the addition of assets, the equity ratio is declining. Using
the Key Ratio Trend Analysis from the National Rural Utilities Cooperative Finance Corporation (CFC), cooperatives
of similar consumer size to Bluebonnet have a median equity ratio of 34.65% for 2005. The median equity ratio for
cooperatives of all sizes in the state of Texas, according to CFC, is 37.97%.

The proposed equity ratio for year-end 2007 is 40.07%, and it declines slightly due to reduced margins to a forecast
equity of 39.33% in 2010. The equity ratio remains stable from 2007 to 2010 even with margins decreasing, due to
asset additions returning mainly to normal electric system improvements. With the planned increase in margins

in 2011, the equity ratio increases to 40.14% in 2011. Demand increases placed on the electric system along with
higher than normal increases in meter growth could result in pressure on the equity ratio due to additional assets for
the electric distribution system.

Throughout the five-year plan, there is a forecast Capital Credits payout to Bluebonnet members. Each year,
staff will develop scenarios to allow the Board to consider different options on the total amount of payout.
These scenarios will be developed based on how the different payout totals will affect the average member, the
cooperative’s cash position, and Bluebonnet’s equity ratio.

RATES

Bluebonnet had a 5.67% increase in base rates in 2004 and a 5.25% increase in January 2006. These increases

Year
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Equity as a Percentage of Assets

CFC Analysis
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44.68 34.66
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Forecast Equity Percentage
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were necessary to maintain sufficient debt service coverage and maintain an equity ratio around 40% while the organization progressed through its modernization efforts.

For the 2007 to 2011 business plan, a 3% rate increase is forecast for 2011. This is two years later than forecasted in last year’s plan which included a 4% increase for 2009.
An increase in kWh sales and a decrease in forecasted operating expenses are allowing the postponement of the increase. There are several variables that could change the
forecast rate increase. These include kWh sales, cost of purchased power, inflationary pressure on operating expenses and interest rates.

DEBT

Debt service includes projected debt obligations of $155.5 million at the end of fiscal year 2006. The
outstanding debt balance is projected to be $195.7 million at the end of 2011. Loan advances in 2007 are
estimated to total $17.6 million. For the five-year plan, $45.1 million of new debt is expected, while $13.8
million will be retired, leaving a net increase of $31.3 million in debt obligations. The majority of the debt
advanced for the five-year plan is for the funding of normal system improvements.

Although Bluebonnet’s current long-term debt portfolio is 100% fixed as a result of the Board’s decision to
take advantage of historically low long-term fixed interest rates, the debt analysis utilized for this five-year plan

forecasts the utilization of long-term variable rates to maintain an 80/20 fixed to variable ratio. Because the
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long-term variable rate percentages are similar to available fixed rates, this planning approach was determined to

be conservative, as fixed rates receive additional discounts when compared to variable rates. The current long-term rates with CFC are in the range of 7.25%.




EMPLOYEE TOTALS
Currently, Bluebonnet has 280 full time employees.

The five-year plan includes employee totals as follows:

* 2007 — 282
* 2008 — 278
* 2009 - 274
* 2010 - 269
* 2011 -262

The organization plans to maintain the “critical need only” philosophy for the duration of this five-year plan. This philosophy does not mean that there will not be any new
employees. It means that each vacated or proposed position will be strictly scrutinized prior to the position being posted for hire. Hiring is anticipated only when a position is
determined to be a critical need, and only after determining that replacing a vacated position is absolutely necessary. Not included in this forecast is the pressure on employee
resources should an extreme increase in system growth occur. Should this take place, an increase in headcount may be necessary above what is planned.

BONUS PLAN

A new Bonus Plan has been implemented as part of Bluebonnet’s five-year plan. The intent of this new program is to inspire all employees to work together to accomplish
organizational goals, and to link the strategic plan to a set of criteria that is measurable and will determine the level of bonus payout. The new plan will be funded by shifting
the dollars planned for the current bonus, shifting merit increases from the previous plan, and designating a portion of the savings from workforce reduction to establish a total
plan amount that employees will see as a real reward for outstanding organizational performance.

CAPITAL BUDGET
The total Capital Budget for 2007 is $23.97 million, increasing to $24.84 million in 2011.

Electric system improvements make up the majority of the capital budget. The improvement plan consists of:
* Constructing new lines to connect members;

* Building new substations and increasing the capacity of distribution lines for increased load; and

* Replacing current facilities and adding new equipment to the system.

Increasing material costs have had a dramatic affect on the Capital Budget. Bluebonnet, and the electric utility industry as a whole, experienced a 50% increase in material
costs in 2006, as compared to 2005. In addition, a 30% increase is anticipated in 2007 when compared to 2006. This translates to an increase in excess of 80% in two
years. As a result, the Capital Budget has increased significantly. Consequently, Bluebonnet members will pay more in contribution costs for new extensions.

CONCLUSION

The end of 2006 brings to a close the capital-intensive strategic plan adopted by the Bluebonnet Board in 2003. With the new infrastructure in place and the cooperative’s
renewed focus on efficiency, members, employees and financial performance, Bluebonnet will transition to a plan that focuses on accurate planning and consistency. Within
the next decade, Texas is forecast to grow by about six million new residents. As it stands today, power generators are not going to be making enough power to support that
many people. The Electric Reliability Council of Texas predicts energy demand will probably exceed our existing capacity within the next few years. Without some new
sources of generation, they say Texas’ electricity reserves might dip below reliable levels as early as next year. Bluebonnet will carefully monitor these developments to seek
out opportunities for the most efficient, reliable and cost effective source of power.



2007 marked the end of an era in which Bluebonnet has implemented new metering technology, a new
communications systems, a mapping system, a new member and business information system, and new facilities.






