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ATTACHMENT A

PRELIMINARY - FOR DISCUSSION ONLY

EXCHANGE AGREEMENT

Participation

This exchange is between BPA and Portland General Electric
Company, Puget Sound Power & Light Company, and the Washington
Water Power Company. Pacific Power & Light Company (Pacific) is
not initially a party to the exchange. Pacific may at any time
prior to January 1, 1994 elect on at least 12 months notice to
enter the exchange provided that if BPA determines to resume full
plant construction Pacific must elect or forego the option within
6 months after construction is resumed. If the plant is termi-
nated at a time when the option has not been exercised, the option
may not thereafter be exercised. If Pacific elects to make the
exchange effective and the plant is later terminated prior to the
effective date of the exchange, the exchange will become effective
on the specified effective date, unless, prior to such date,

Pacific notifies BPA that it rescinds such prior election.

Detailed Description

The following paragraphs describe the exchange and its application.
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1. Definitions

For the purposes hereof and unless the context requires

otherwise:

a. "BPA" means the Bonneville Power Administration.

b. "CT" means a simple-cycle combustion turbine.

¢. "Equivalent availability factor" means the annual factor

for the unit as defined in, .

or if not available, a reasonable equivalent. This
factor is O (zero) for a unit that no longer has an

operating license.

d. "Utility" means Pacific Power & Light Company, Portland
General Electric Company, Puget Sound Power & Light
Company, or The Washington Water Power Company, as the

case may be.

e. "WNP 3" means the 1,240 MW nuclear power plant at Satsop,
Washington, sponsored by the Washington Public Power

Supply System and known as Unit No. 3.
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"Surrogate annual equivalent availability factor" means

the simple average of the Equivalent Availability Factors

of Surrogate Units. In the first year of the exchange
(1987), the Surrogate Annual Equivalent Availability

Factor will be calculated as the simple average of the
Equivalent Availability Factors of the Surrogate Units

for the first year of the operation of each unit.

Likewise, in the second year of the exchange, the average

of the Surrogate Units in the second year of the
operation of each unit will be used, and so on. This
computation will continue to be bgsed on the equivalent
availability of all units, until the last unit is

decommissioned.

"Surrogate 0&M cost" means the average 0O&M cost per MWH
of Available Production of the Qualifying Surrogate
Units. "Available Production" means the sum, for all
Qualifying Surrogate Units, of the product of the
capacity of each Qualifying Surrogate Unit, that unit's

Surrogate Annual Equivalent Availability Factor and

'8760. For this purpose, "O&M costs" is the sum for all

Qualifying Surrogate Units of all of the costs required

to keep a nuclear plant in operation and to decommnission
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it, such as would have been incurred had the Utilities
been paying the costs of operating WNP 3 (exclusive of
the initial capital costs). If a Qualifying Surrogate
Unit's plant factor is less than its Equivalent
Availability Factor, then fuel cost will be adjusted to
reflect costs avoided. 1In this context, "0O&M costs"
include reported fuel costs, operating costs, maintenance
costs, waste disposal costs and fees, taxes, insurance,
annualized unreimbursed capital additions amortized over
the remaining life of the plant based on an assumed
35-year life, and decommissioning costs to the extent
charged by the sponsoring Utility to O&M. 1In the first
year of the exchange (1987), the Surrogate 0&M Cost will
be computed by adjusting the 0&M costs of each Qualifying
Surrogate Unit in its first year of operation to 1987
dollars, using the GNP price deflator, summing the
adjusted O&M costs of the Qualifying Surﬁogate Units, and
dividing that sum by the sum of the Available Production
of the Qualifying Surrogate Units. In the second year of
the exchange, the Qualifying Surrogate Units' O&M costs
in their second year of operation would be adjusted to
1988 dollars, and so on.

[Agreement on items on list, data sources.]
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h. "Surrogate Units" means the following four nuclear units,
which are similar in design and vintage to WNP 3, provided

they are in commercial operation by December 1, 1985:

1. Palo Verde 1
2. Arkansas 1, Unit 2
3. Waterford 3

4. San Onofre 3

If any of the four plants above fail to achieve
comnercial operation by December 1, 1985, Calvert
Cliffs 2 shall be substituted as a Surrogate Unit in

its/their place.
i. "Qualifying Surrogate Units" means Surrogate Units which
have a Surrogate Annual Equivalent Availability Factor

greater than zero in any year.

Term of the Exchange

The exchange shall begin on January 1, 1987, and last for a
number of years equal to the lifetime of the longest-lived

Surrogate Unit. The lifetime of the Surrogate Unit is the

e ——————
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number of yecars from the unit's commercial operation date to

its decommissioning date.

3. Enerqy Exchange

Subject to Paragraph 5, Utility agrees to deliver energy to
BPA from combustion turbines, as requested by BPA, but not to
exceed the amount determined pursuant to Paragraph 4.

Utility will make available to BPA 66-2/3 percent of its
ownership share of the capability of WNP 3, if any. 1In
exchange, BPA shall deliver to the Utility an amount of
energy equivalent to the amount determined pursuant to

Paragraph 4, subject to scheduling provisions.

4. Amount of Exchange

The auérage amount of exchange energy delivered by BPA to
Utility specified in Paragraph 3 shall be determined by
multiplying (Utility share) MWs [for PGE and PP&L each -
82.67: for WNP and PSP&L each - 41.33] by 1.196721 (365
divided by the quantity 365 less 60: this represents an
expected refueling shutdown of 60 days) multiplied by the
Surrsgate Annual Equivalent Availability Factor. Energy will

be delivered during the periods January 1 through April 30
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e

and June 30 through December 31. Energy delivery shall be in
equal hourly amounts in these periods. When WNP 3 attains
commercial operation, the maximum rate of delivery shall be

each Utility's share (MW) listed above.

5. Combustion Turbines

The Utility shall make energy available to BPA from CTs or
equivalent resources at BPA's request for the term of the

exchange, without regard to the status of WNP 3.

Utility shall make available to BPA energy from CTs during
the 42-month critical period equal to the amount of energy
BPA supplies to Utility in such critical period within the

following criteria:

a. Utility shall make such energy available in the last

36 months of the 42-month critical period.

b. Utility will make energy available in equal monthly
amounts except it may predeliver or delay delivery of two
months of energy to provide for extended peaking

operations or maintenance periods. If Utility delays
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delivery, it will make energy available prior to the end

of the operating year.

¢. When BPA requests delivery of such energy, Utility may
deliver such energy at rates of delivery equal to two
times the average rate of delivery of exchange energy to
Utility during such critical period, unless higher

delivery rates are arranged under g below.

d. Utility reserves CT capability during peak periods for its
own use. In other periods, capacity equal in amount to
that provided to the Utility under Paragraph 4 is

available.

e. Utility will use its best efforts to deliver such energy
in a fashion recognizing and seeking to avoid potential

conflicts with BPA system operating constraints.

f. Energy will be delivered by Utility to BPA at system
points of delivery as defined in each Utility's Exchange

Agreement.

g. BPA will have the right to schedule capacity and energy
from the lowest cost CT exempt from the Fuel Use Act not

being utilized by the Utility.
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The energy made available to BPA by Utility is in exchange
for energy made available to Utility by BPA. BPA may choose
to not take CT energy made available by Utility. If BPA
takes CT energy, BPA will pay Utility its operating costs to
produce such energy (fuel and other operating cost) plus

"M" $/MWh for maintenance attributable to BPA's use.

Unit maintenance costs, "M", shall be as agreed, or lacking
agreement, shall be the average maintenance costs for: €T
maintenance used by a representative sample of utilities in

the United States.

BPA will pay actual CT cost or the Utility may supply the
energy from other resources. If it does so, BPA will pay for
such energy at fully distributed cost or purchase price, but

not to exceed the Utilities' estimated CT cost.

6. Utility O&M Payment

a. Prior to WNP 3's attaining commercial operation, each
Utility shall pay to BPA an amount equal to the Surrogate
0&8M Cost, as defined in Paragraph 1, multiplied by the

energy delivered to the Utility.
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When WNP 3 attains commercial operation, each Utility
will pay BPA the product of actual un-reimbursed WNP 3
0&M costs, the ratio of Qualifying Surrogate Units to
total Surrogate Units, 66-2/3 percent, and each Utility's

ownership share of WNP 3.

7. Utility's Share of WNP 3

BPA and the Utility recognize that the project is being
preserved pending resumption of construction. If
construction is to be resumed pursuant of a plan approved .
by the Owners Committee, the Utility agrees to use its
best efforts to sell or assign its remaining unexchanged
share to BPA pursuant to the Regional Act or to another
entity acceptable to BPA. Prior to resumption of
construction, Utility's remaining unexchanged share will
be acquired under Section 6(C) of the Regional Act. In
no event shall the Utility be obligated to finance
resumed construction unless BPA has acquired the

Utility's remaining unexchanged share.

BPA will pay all 0&M costs associated with each Utility's
share under this agreement of WNP 3. From and after

January 1, 1985, BPA will assume the Utility's obligation
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to fFurnish construction, preservation, or any other costs
for which the Utility is not reimbursed under either
Regional Power Act Section 6(c) acquisition contract or

Paragraph 8 below.

Utility agrees that it will not disapprove any matter
submitted to the Owner's Committee for WNP-3 proposed or
approved by BPA, or of which BPA does not disapprove
pursuant to the provision of the Ownership Agreement or
the Project Agreement, except as to those matters which
the Utility as an owner and co-licensee of the project

has a nondelegable duty to perform.

8. Reimbursement of Preservation Costs

At BPA's request, Utility will pay to WPPSS for WNP 3 for
preservation purposes a sum not to exceed $ [an

amount to support preservation to January 1, 1990].

BPA shall credit Utility for its ownership share of costs
of WNP 3 pursuant to the Ownership Agreement paid after
January 1, 1985 through the date the project is acquired
Ar terminated, plus interest [?] accrued from January 1,

1985. This credit shall be applied as a reduction to the
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10.

| )

H

O0&M cosls owed to BPA by the Utility pursuant to
Paragraph 6. If Pacific does not enter into the
exchange, the costs will be reimbursed to Pacific in cash

upon termination or acquisition of WNP 3.

Relationship of Exchange to WNP 3

The delivery of energy by BPA to Utility will not in any way
be affected if for any reason WNP 3 is not completed or fails

to operate as contemplated.

Point of Delivery

The point of delivery for energy delivered to Utility under
this exchange is at the Satsop Substation or other point of
delivery agreed to between each Utility and BPA; and BPA will
provide wheeling to the Utility at the standérd BPA system

wheeling rate.

Marketing Assistance

Each Utility had a resource under construction on the
effective date of the Regional Power Act, and power from that

resource has been offered for sale at cost, including a
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reasonable rate of return, in the amount of MW for the
period 1987-2022 as part of this settlement. BPA has
determined not to accept the offer of this power for
acquisition. Moreover, BPA, through this settlement,
disposes of surplus power which would otherwise require the
use of federal transmission services. Therefore, the
Administrator hereby grants marketing services under

Section 9(i)(3) of the Regional Power Act. Services are
limited to the amount of exchange energy delivered at a
uniform 10-month rate to the Utilities under this settlement;
and since an equivalent amount of the Administrator's surpius
power is disposed of, there is not substantial interference

with the Administrator's power marketing program.

In addition, BPA will provide, fraom January 1, 1987 to e =
January 1, 1992, or the date of completion of the third ac
intertie, whichever is earlier, a short—term transmission
contract for marketing an amount of power not to exceed the
amount of this exchange. BPA will provide firm transmission
on a long-term basis for firm power sales contracts by each
Utility not in excess of its amount of this exchange, subject

to BPA's long-term intertie access policy.
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12. Residential Exchange Program - The cost to the Utility of

energy the Utility receives from BPA under this agreement
includes the Utility's cost of providing BPA's right to
receive the Utility's share of the output of WNP 3. To the
extent retail rate regqgulators recognize this as a cost
recoverable through retail rates, neither the future
disposition of WNP 3, nor anything in this agreement shall
exclude such cost from the Utility's average system cost of

resources under the methodology adopted by the Administrator.

13. Assignment - Utilities may assign rights and obligations

under this agreement.

Gh/1lub
3196e.185



Exhibit B

Memorandum From Walter Pollock, BPA Assistant Power Manager to
Edward Sienkiewicz, BPA Assistant Administrator,
Capacity Impact Studies-WNP-3 Settlement
(September 17, 1985)
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U.S. Department of Energy jBPy

DATE : September 17, 1985 UNITED STATES GOVERNMENT

In reply

HECR Memorandum
TO . Edward W. Sienkiewicz, Assistant Administrator

Office of Power and Resources Managment - P

¢

FROM _Walter E. Pollock, Assistant Power Mana ’/,&"
for Resources Planning and Acquisitigﬁ/fe;;

SUBJECT: Capacity Impact Studies for the WNP-3 Settlement Contract

Capacity studies were performed to examine the impact of the proposed WNP=-3
settlement contract on Federal capacity resources.

The study horizon assumed that the WNP-3 settlement contract will be
implemented January 1, 1987, with WNP-3 commercial operation beginning March
1, 1992. The contract, which spans 30 1/2 years, consists of the following
peak and energy components.

BPA Energy Obligation to:

Company Nov-Feb Mar-Apr

Before WNP-3 C.O. Peak 492 MW 246 MW
Energy 470 MW 232 MW 193 MW avg annual

After WNP-3 C.O. Peak 540 MW 270 MW
Energy 470 MW 232 MW 193 MW avg annual

Company's Energy Return to:

Sept-June (Excluding May)

BPA Peak 0 MW
Energy 259 MW#® 193 MW avg annual

#BPA assumed energy returns would be made during 12 offpeak hours at 518 MW

The Federal firm 50-hour surplus/deficit tables were revised to study the
impact. All tables assume that BPA is meeting the capacity and energy
requirements of Public Agencies and Direct Service Industries.

Table 1 shows the Federal Firm 50-Hour Surplus/Deficit with WNP-3 settlement
dedicated to load, WNP-3 and 1 in, and 100 percent IOU capacity obligations to
the Federal system.

Table 2 shows the Federal Firm 50-Hour Surplus/Deficit with WNP-3 settlement
dedicated to load, WNP-3 and 1 out, 100 percent I"U capacity obligations to
the Federal system, and additional energy resourc:c added as necessary to meet
the Public and DSI energy obligations at a 1.25 capacity factor.

BONNEVILLE POWER ADMINISTRATION. PORTLAND OREGON RPA 1100 NOV
1981




Tables 3 and 3A show, in graphic and tabular form respectively, the additional
energy resources needed to meet the Public and DSI energy obligations.

Table U4 shows the Federal Firm Forced Energy Sales with the WNP-3 settlement
in and WNP-3 and -1 in.

Table 5 shows the Federal Firm Forced Energy Sales with the WNP-3 settlement
in and WNP-3 and -1 out.

Table 6 shows the Federal Firm 50-Hour Surplus/Deficit with WNP-3 settlement
dedicated to load, WNP-3 and -1 out, O percent IOU capacity obligations to the
Federal system, and additional energy resources added as necessary to meet the
Public and DSI energy obligations at a 1.25 capacity factor.

Tables 4 and 5 are identical since the WNP-3 settlement contract nighttime
return energy to BPA does not create any further Federal return problems
whether or not WNP-3 and -1 are in the study.
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TABLE 3A

Energy Resource Additions to the Federal System
Necessary to Balance Energy Obligations to Publics and DSI's

WNP-3 and WNP-3 and
Year WNP-1 Out WNP-1 In
1985 0 0
1986 0 0
1987 0 0
1988 0 0
1989 0 0
1990 0 0
1991 0 0
1992 0 0
1993 0 0
1994 0 0
1995 0 0
1996 87 0
1997 87 0
1998 87 0
1999 164 0
2000 323 0
2001 398 0
2002 508 0
2003 663 0
2004 832 0
2005 1021 0
2006 1230 0
2007 1439 0
2008 1668 0
2009 1917 222
2010 2186 500
2011 2475 798
2012 2784 1116
2013 3113 1454
2014 3462 1822
2015 3831 2200
2016 4220 2598
2017 4629 3016

WP-PR-0728H August 6, 1985
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Exhibit C

Letter From Robert Ratcliffe, Deputy BPA Administrator to
Jim Weaver,
Estimated Investor Owned Utility Rate Impacts
(June 17,1985)
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JUN 171985

BPA-ALG

Bonorable Jim Weaver
Chairman, Subcommittee on General
oversight, Northwest Power
and Porest Management
Washington, DC 20513

Dear Mr. Chalrman:

As promised in our interim response to your letter of May 20, 1983, wve are now
providing you with estimates of the {nvestor-owned utility (IOU) cate impacts
that may be attributed to the Washington Kuclaar Plant No, 3 (WNP=3) settle-
ment proposal. As you will see, {mpacts could range from a small geduction to
a small increase in IOU rates, vary from year to year, vary from utilicy to
utility and depend upon many things which cannot now be known with certainty,
particularly treatwent by the individual State requlatory commissions. In
addition to the Bonneville Power Administration (RPA) analysis, we are also
providing you with an analysis prepared by Portland Genersl Electric (PGE).

BPA's analysis shows possible IOU rate {mpacts from the settlement proposal
ranging from 0.2 to 2.6 mills in 1387 and from ~1.8 to 0.2 maills in 2005
(constant 1984 dollars). This is an average for all the IOUs in the region
and reflects s varjety of scenarlos ranqing from a "hest® to "woret® case,
This range was developed vsing the BPA model which produced the range dis-
tributed earlier in the public consultation effort (0 to 2 mills) . The major
Aifferences between the original analysie and the revised enalysis wvere adjust-
ments to account for the ®grnss up® for tax liabilities and a less optimistic
outlook for the value of tha “exchange® power the IOUs receive under the
pettlemont agreement. In addition, BPA included a new scenario where WNP-3 is
terminated and all sunk cost are allowed hy the State public utility
commissions in I0Us® retail rates, but the sunk costs are not allowed in
average system cost determinations.

In your letter you have asked for just the “worat case” scenario included in
pPA'a analysis for each of the four 10U rarticipants of WNP-3, for 20 years.

Our wcdelas do not allow uge to break out individual I0Us by year for a 20-year
pericd, BPA has averaged across all regional IOUs, including those not
involved in tho settlement, decause our models treat the IOUs as one entity,
Boiaber to téapond id best we can to your request, we have in Attachment 1
provided an fggtegabe tate imhact for all roeiconal YOUs beginning in 1967

and extending each year for 20 years (in 1984 dollars). BPA has attempted

a aimplified calculation of the 1987 rate impacts on each of the four IOU
participants in @WNP-3. Attachment 2 contains thie informetion (in 1984 and
1987 dollars).




we have also enclomed estimates of the settlement's impact on BPA's Priority
Firw rates each vear for 20 years. The estimates show a noutral effect on
EPA's Priority Firm ratce. Acrosa the range of Priority Pirm rate scenarios,
rates do not increane, or Jdecreate, by mnre than 1 mill/kWh, The enclosed
study description provicdes more details about the assunptione and interpreta-
tion of the analysia,

It should be recojynized, howevar, that the estimates we have provided at your
request, and the ranje of esticates prepared by BPA, addrees two diffecent
questions. You have asked for only the “vorst case® rate impact for each

70U, BPA's analysis hea, from the start, tried to identify a range of impucts
described as an aversge for the IOs, This Jdifference may have caused some of
the confusion ahout why earlier catimates naje Ly the Subcommittee Counsel and
RPA differed.

PPA's analysis iZ2entitiec the IOU rate impact sc a ranqe bescause we cannot
know with certainty how much of the investment in WNP-3 each 10U might be
allowed by the State pudlis utility comxissions with, or without, the
settlement. We believe a vesr-hy-vear astimate, for each 10U, using only one
"return on investrant®™ scenarle, suggyests a level of accuracy that is not
warranted given th= uncertainties which exist,

in your letter vou cationel vour concern stemmed from the disparity between
the SBubcommuitters Counsel's ectimatrs of the rate impacts for PGE and EPA'e
cstimates of the averaqe j.anacts, To nore accurately assess the impact on
thin one utility, we contacted PGR and recuested they provide us with their
own analysis of the settlement proposal's {mpact on thelr rates. A copy of
PGEB's analysis it enclosed au Attechment 3, PGP projects an impact in their
rates in 1987 ranaina from a decrease of =0,.1 nercent to an increase of 4.1
percent (approximately -0.05 to 2.4 mills/kvh). Attachment 4 identifies thosa
PGE assunpgtiony which Aiffer frow FPA's ®"worst cuze® assumptions and
reconciles the two {ndependent rate estimatea.,

We understand your concerns and yvour desire to {dentify the year-by-year
°*worst cane® rate impacts ~f tre gettlement pronogal. We believe in addition,
that it is egually important I(n eveluating the szttlement to examine the othar
possible outcomes, including thase with little impact on IOU rates and thos~
that could result in an actual dacrease ir ION ratea.

ﬁ&aip, the {mpact ~n 10U rates, {f any, will be created by the 8tate public
Qtlltty cotmieaions’ decislons on what costs chould be included in each 1CU

rate bagay To falrly evaluite khe settlement, the region should look with
onen evead at all the pasaible outcones=-qons un’ had=--of those decisiouns.

Thin {s exactly what BPA {ic doing. Ue assured that over the next 6 weeks of



the extended public p

others raised by the public.
developrents.

rocens we will continue to review this {seue and all
Of course, we will keep you informed of

1f vou have 5Hy questions or commentsa, plense contact use.

4 Bnclosures

BPA:GKantor:tm:x7306:6-13-85

cc?

BPA-AC (2)

J.
H.
S.
G.
E.
w.

Robertson/D. Geiger - AL
Spigal -~ AP

Ailshie/P. Crabtree - D
Tupper - O

Sienkiewicz - P

Pollock - PH

Adm. Chron. File - A

official File - ALG (CCO $71)

Sincerely,

(Sgd) ROBZRT E. RATCLIFFE

ACTING Meministrator

(WP-ALG-5775P)




Attachment 1
REVISED RATE IMPACT ANALYSIS

The attached tables contain the results of a rate impact analysis that is a
revision of the analysis contained in the February 1985 issue update on the
proposed WNP-3 settlement. Since the original analysis was conducted, a
considerable amount of data and information has been developed on the costs of
WNP-3 and their treatment in the retail rates of the investor-owned utilities
(I0Us). The updated costs and detailed treatment of these costs under
alternative scenarios reflecting different State Public Utility Commission

(PUC) treatment of the costs were explicitly included in this analysias. The
analysis was also revi¥ed to assume that all IOU firm power surpluses are sold |
in the nonfirm market to the Pacific Southwest or for the displacement of f
regional firm resources. When the IOUs are in deficit, the power received ”
under the settlement exchange is used to reduce power purchases from BPA at
the New Resources Firm Power (NR) rate.

The results presented are for the Priority Firm Power (PP) rate and the
average retail rate for all I0Us in the region (including Idaho Power Co.,

Montana Power Co., and CP National which are not WNP-3 participants). BPA \
does not have existing models which forecast specific IOU rates on a long-term ‘

basis, that take into account the interaction between IOU rates, purchases
from BPA, sales in the nonfirm and surplus market, and IOU and other regional ‘

load growth. However, the one year analysis for each of the four IOU
participants in WNP-3 under th "worst case® ecenario (Attachment 2) can

reasonably be expected to folluw a similar pattern as the aggregate rat¥
impacts when adjusted for magn!tude.

As in the original analysis, considerable uncertainty still exists about the
completion of WNP-3 and about the state PUC treatment of the IOUs sunk

investment costs for WNP-3 in retail rates and in determining average system
costs (ASCs) for the residential and small farm load exchange. Therefore,

this analysis includes scenarios where WNP-3 is completed and where it is
terminated, as well as differing assumptions about PUC treatment of the sunk

costs. This includes a "worst case®” where WNP-3 is terminated and all the
state PUCs allow full recovery in the IOUs' retail rates, but the sunk costs

are not allowed in their ASC determinations. They should provide a sense of
the uncertainty associated with the potential rate impacts of the WNP-3

settlement.

The results in Tables 1 and 2 show that under the "worst case,” comparing
against a base case with termination and no settlement, the IOU rate impacts i

teach a high of 2.6 mills/kWh (constant 1984 dollars) in PY 1987 and decline
to 0.2 mills/kwh in FY 2005. Under more favorable conditions, where WNP-3 is

completed and the PUCs allow no sunk costs into rates or ASC, the maximum IOU
rate impact is 0.2 mills/kWh in FY 1987 and declines to a reduction in IOU

rates in FY 2005 of 1.8 mills/kWh. These results generally bound the results
for the other cases. The impacts on the BPA PF rate are considerably less.

This analysis does not alter the conclusion that the settlement has no impact
on the evaluation of the cost effectiveness of the plant.

The base cases for this analysis, where WNP-3 is either constructed or
terminated, assume not only that the settlement proposal is not implemented

but that BPA wins the lawsuit. However, the outcome of this lawsuit is still
extremely uncertain and the base cases could also have included consideration |

of potential damaqes that BPA would be required to pay or immediate restart of




construction on WNP-3, 1In addition, its far from certain how the state PUCs
will deal with the treatment of the IOUs' sunk costs for WNP=3 in the I0Us'
retail rates., Absent the settlement, the PUCs may still allow partial or full
recovery of those costs.

Major Assumptions and Methodologies

- Supply Pricing Model (SPM) used for aggregate analysis.

- WNP-3 on-line in March 1992 for completion cases. Under termination
cases, preservation costs end after October 1986. WNP-1 on-line in
September 1993,

- Incremental revenue requirement streams for the WNP=3 IOU sunk costs were
developed exogenously and input directly into the SPM.

- Nonfirm revenues are calculated endogenously in the SPM based on a
probabilistic allocation of available nonfirm and surplus firm

generation. Rates applied are projected BPA Standard nonfirm rates and
Displacement rates.

- Level of service to the IOUs under the WNP-3 exchange from Federal nonfirm
and I0U combustion turbines is calculated endogenously by the SPM.

- IOU deficits are assumed to be served by BPA under the NR rate.

- Annual increments to the IOU's revenue requirements, including a “"gross
up® for income tax liabilities, were input explicitly into the SPM,



TARLE |
KNF-3 SETTLEMENT
%74 FRIORITY FIRM RATES
ALTERNATIVE RATE EASE AND ASC DETERMINATIONS
(Constant 1984 aeills/kwh)

4 m

Year 10 i I 4 17 2T 0 a7
1567 19.8 19.3 19.6 20,6 19.0 192 19.4 19.4
1988 9.0 1S 19.6 20,0 18.7 191 19.2 19.6
1969 20,9 21.0 21,1 21.4 20,2 20.4 20,5 20,7
1990 20,2 20.4 20,95 20,7 19.2 19.4 1945 19.7
1991 20,6 20,7 20,9 21 19.4 1979 19.6 19.5
1992 20,9 20.6 20,7 20.9 192 19.4 1908 19.7
1693 20,5 20,2 20.2 20,9 18.8 19.0 19 19.%
1994 20,0 19.7 193 20,0 18.2 18.3 18,9 18.7
1995 19.5 19,2 19.2 19.4 17.8 18.0 18.1 18.2
1996 19.2 18.8 19.0 191 17.3 1749 17.6 72/
1997 18.7 16.9 18.3 18,6 17.1 17.2 1152 173
1996 18.0 17.8 17.8 18.0 16,7 17.0 17.0 171
1999 17.4 17.3 1#:3 b 16.5 16.4 16,7 16.8
2000 17.2 17.0 17.0 17.1 16.2 16.2 16.3 16.5
2001 16.8 16.6 16.7 16.7 16.0 16.0 16,1 16.1
2002 16.4 16.3 16.3 16,5 15.8 15.8 16.0 16.0
2003 16.3 16.1 16.2 16,3 16.8 16.3 16,5 16.4
2004 16.3 16.0 16.1 15,1 17.0 17,0 17.1 1741
2085 16.8 16.1 16.2 16,2 171 17.1 17.1 1742
NOTES: C = WNP-3 is coepleted.

T = WNP-J is tersinated.

1C:  No settlesent is reached.

20: Settlesent costs are spread over all rate pools. FUC's do not allow

3Ce

4C:

biis
20

3t

47:

WNP-3 sunk costs
Cottleaent costs
WNF-3 sunk costs
Cettlement costs
WNP-J sunk costs
No settlesent is
Settlesent costs
KNP-3 sunk cosis
Settlement costs
WNP-3 sunk costs
Settlement costs
WNP-2 sunk costs

in rate base.

KNP-3 sunk costs

are spread over all rate pools.

in rate base.

WNF-3 sunk costs

are spread over all rate pools.
in rate base. WNF-3 sunk costs
reached.

are spread over all rate paols.
in rate base. WNF-J sunk costs
are spread over all rate pools,
in rate base. WNP-3 sunk costs
ara spread over all rate pools.
in rate base. KNP-3 sunk costs

are not included in ASC.

PUC's allow all

are not included in ASC.

FUC's allow all
are included in ASC.

FUC's do not allaw

are not included in ASC.

FUC's allow all

are not included in ASC,

PUC’'s allow all
are included in ASC.




Year
1987
1988
1969
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2604
2005

NOTES:

1C

39.8 _

39.8
40.8
40.7
41.1
42.1
42,7
2.5
42.2
42,1
41.7
41.6
1.3
41.3
41.2
41.2
‘103
4.6

- 431

- 20

40.0

40,0

41.0
40.8
41,2
41.2
4.1
4.0
40,8
40.7
40.5
40.5
40,3
40.5
40,3
40.3
40.6
40.7
41.3

ALTERNATIVE RARTE BASE AND ASC DETERMINATIDNS
{Constant 1964 a:lls/kwh)

i
42,3
2.1
43.0
42,6
42.8
42,6
42,5
42.2
41.8
41,7
41.3
41,2
4.1
41.1
4.0
40.8
1.1
41.2
41.7

C = WNP-3 is coapleted.
T = WNP-J3 is terminated.

1C:

28

3C:

No settlement is
Settlement costs
WNP-3 sunk costs
Settleaent costs
WNP-J sunk costs
Settleaent costs
kNP-3 sunk costs
No settleament is
Settlement costs
KNP-3 sunk costs
Settleaent costs
WNP-1 sunk costs
Settleeent costs
WNP-3 sunk costs

reached,

are soread over all rate pools,
in rate base.
are spread over all rate pocls.
WNP-J sunk costs are not included in ASC.
FUC's allow all

in rate base.
are spread over all rate nools.
in rate base. WNP-J sunk costs are included in ASC.
reached.,

are spread over all rate pools.
in rate base.
are spread over all rate pools.
WNF-3 sunk costs are not included in ASC.
FUC's allow all

in rate base.
are spread over all rate pools,

in rate base. WNP-I sunb costs are included in ASC.

10U AVERABE RETAL

AL
41,6
41,7
42.6
42,3
42,5

-42.3
42,2
42,0
4.7
41.5
41.2
41,1
41.0
41,0
40.8
40.8
4.1
4.1
41.7
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20
0.0
39.8
40.7
40,3
4.4
0.6
0.6
40.3
40.3
40.1
39.8
40.0
40.0
40.1
40.0
40.1
4.7
8.2
43,9

I
42,2
§2.0
42,6
42.1
42.1
42.0
41.8
41.6
4.3
41.1
40.8
40.8
40,7
40.7
40.6
40.7
£2.3
41.7

44,2

FUC's do not allow
NP-J sunk costs are not included in ASC.
PUC's allow all

FUC's do not allow
WKP-T surk costs are not included in ASC.
FUC's allow all

i
41.6
41,3
42.2
41.8
41.8
41.7
41,6
41.3
41.2
41.0
40.4
40.7
0.6
40.6
40.5
40.6
42.2
43.6
44.2



Attechsent 2

POTENTLAL WORST CASK WNP-3 SKTTLEMENT EVFECTS
ON REGIONAL 10U
AVEHAGK PMICE OF ELECTRLICLITY

POE PPEL L/ wwp PSPaL COMBIMED

wiP-3 Addition to

Average Rate Base ($000) 300,043 212,907 152,087 129,227
Before Tax Return (%) 20.23 18.90 18.80 20.71
Beturn on Rate Base ($000) 62,323 40,239 28,105 26,763
wHP-3 Deprec. Bxpense ($000) 8,714 6,171 4,426 3,740
WiP-3 O&M Expense ($000) 11,620 8,595 5,810 5,810
Subtotal -

ilnceaase in Rev. Req. (§000) 82,0657 55,0095 38,941 36,319
Credit for lncrementsl

0ff-System Sales Kev. ($000) (11,0620) (_8,99%) (_5,810) (_5,810)
Met Increasse in

fevenue Ruquirement ($000) 71,037 46,410 33,13} 30,509 101,087
Totel Retall Losd (gWh)

{excludes sales for cusalu) 13,705 15,308 7,084 15,945 92,102
nille/kwh lncrease - 878

(across retail loads) 5.2 3.0 4.7 1.9 3.%
Mills/kwh Incresse - Ba§ 2/

(scrose retell loads) 4.4 2.0 4.0 1.6 3.0

MOTES AND ASSUMPTLIONS

This analysis assumes that utility commissions would allow 10U's to include wup-3
capitel coste, direct and indirect, in rata bese and earn & return; ia addition, it
sssumes WNP-3 depreclation exponse and surrogste 06M expenses would be allowed. For
purposes of this analysis, in determining the tull worst case effects of the settlement,
s full yesr's effect of rate-basing WNP-3 capital costs has been shown.

This anelysis essumes that additlional power provided by the proposed settlement would be
sold off-system producing revenuas equal to WNP-3 O&AM expense.

This snalysis does not take into sccount the possible benefits to 10U's from the
exchange program. 1f the 1UU's were allowed to exchange such costs, the increased not
penefits received frum BPA would reduce the rate increese to 10U gesidential customers

(provided the utility is not doeming).

WwNP-3 Addition to Aversge Bate Base: This rotlects the average rate base incresse
during the first full year based on addition ot [OU WNP-3 cespital costs vepurted es
of the end of calendar ywar 1984. Sources: PCE-1984 Annual Report, PPAL-1984
annusl Beport, WWP-1984 Annual Weport, PSPAL-1984 Form 10 K.  This snalysis assumes
that additional capitsl costs will not be lacurred end that no sdditional AFULC i3
sccrued. No write-oft of losses or sssocisted income tax benefits are assumed.

petore Tax Meturn (%): This is the bofore tax rate of return required to achieve
the spprovod sfter tax rate of return. The stter taz rates of return used in this
anslysis ere those rates ot return from the rate orders upon which the most rocent
ASC filings ere based. In computing the eggregato bofore tax rate of craturn for
eesch 10U, the equity portion of the atter tex allowable return was sdjusted by the
utdlity's net to gross factor.

Meturn on kate Base: Computed ss WNP-J Addition to Average Rats Base X Bafore Tax
Heturn.

WHP-3 Deprecistion Expense: Assumes 100% is depreciated over 35 years,
straight-line method.

WNP-) OM Hxpense: O&M ls expressed in 863, assuming 161 MY are exchanged; 22.0
mills/kwh in 84§, 6% annual escalation.

Tots)l Hetall Loed (excludes sales tor resale): Source: Horthwest Regional Focrscaet
of Power Loads and Besources, July 1985 - June 2005, PNUCC, Merch 1985; adjusted
downward by 4.3% to exclude losses.

e e e

[V 4438 toge! tlility cor.i heyw buen sdjusted by 73.9/% to reflect regional figures.

2/ tHased on escalation tactors ct 5.0%, -.u%, and 5.2% for 1985, 1986, and 1987,




ATTACHMENT 3

Tr[;:G _ECE Portiand General Electric Company

May 31, 1985

Walter E. Pollock

Asst. Power Manager for Resources
Planning and Acquisition - PH

Bonneville Power Administration
PO Box 3621

Portland OR 97208

Dear Walt:
Subject: Rate Effect of WNP 3 Settlement

At your request, we have prepared a quick analysis of the impact of
the WNP 3 settlement on Portland General Electric Company's rates. *
Please feel free to use this analysis as you see fit in your response
to Representative Weaver.

The analysis examines the effect on PGE's overall rates using the
assumptions contained in Representative Weaver's May 20 letter to
BPA. The analysis includes both a "worst case" with no inclusion of
costs in the residential exchange and the case in which WNP 3 costs
are included in the exchange in compliance with BPA's currently
adopted methodology.

The amount of investment recovered in rates will be influenced by many
factors. These will affect the amount requested by PGE and then the
amount allowed by the Oregon Public Utility Commissioner. The final
determinations will include consideration of the impact on rate
levels, prudence and timing of investment, and equity between
ratepayers and shareholders. Since the amount of cost that will be
sought or allowed in rates is unknown, a table of results has been
provided which brackets the potential impacts. The studies display
results assuming that from zero to 100 percent of the costs of the
remaining WNP 3 investment are recovered in rates.

The level of revenues used to compute the percent change in rate
levels is an estimate and may increase or decrease with changing
assumptions. Revenues are assumed to increase at approximately

5 percent per year (approximately the rate of inflation). The
analysis assumes that the income tax deductibility of a WNP 3
write-off is allowed in 1987 and is equal to the amount of direct
expenditures. Future amounts of revenue allowed above the exchange




Fotarent Creneernd | e tne

Walter E. Pollock
May 31, 1985
Page 2

contract energy price are not assumed to be tax deductible, resulting
in an increase in the future income taxes payable when those taxable
revenues are received. The price of energy resulting from the
settlement exchange contract of WNP 3 is assumed to inCrease at

1 percent above the rate of inflation.

The "avoided cost" figures that are used in this analysis were
submitted for review in a recent filing to the Oregon Public Utility
Commissioner. This filing is currently being revised; however, the
revised figures are anticipated to be approximately equal to the
figures used in this analysis.

In the analysis, the 100 percent recovery of the remaining investment
in WNP 3 does not fully recapture the total investment to date in

WNP 3 since a portion of the investment has been written off against
the Company's earnings an.. is not included.

If you have any questions regarding the attached analysis, please give
me a call. Thank you for the opportunity to contribute to your
response on this issue.

By

Sincerely,

:_/f
gLé.é? derson

General Mapager
Rates and Revenue Requirements

GA/1sh
3621e.585



Calculation of Kate lepact of WKPS Seltlesent

Assuaplions:

1987
191
VEY]
1950
114}
1992
1994
1994
1495
1990
1y9/
178
199y
2000
2001
2002
2003
2004
2005
2006

S
NHPS Capacily (M) 240
¥NPS Capacily factor 0.6%
pet. Share ol Output 6.6/1
pet Share of Energy 4/0939

Initial Cost of WWPS inergy ($/meh) 20.6

Rate Escalation Rate 51
Nuclear tuel Fscalation Rite ol
Incoae lar Rale 50.051
PGt Cost of Capital
1 Cap. Rate Mt Cost
Debt 49.57 0.105 0.0476
Cquity ¢0.02 0.149 0.059%

preferred  14.42

0.129  0.0165

100.03 0.125%
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a3y - L2lR 54 ¢
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2.0 2.8 1Ll 0
M.0 2.0 i110 0
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5.0 .38 M 68.08 SR/
37.0 4.8 1055 6614 93¢
$7.0 Y o1 70,19 Su0S
8.0 .l 1034 71.% SIS

115.0  41.5  J46di 0
120.0  43.9 35820 0
125.0 46,6 36934 0
131.0 494 30e43 0
138.0 S2.3 40845 0
1480 555 41692 c
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Total
Avoided
Cost
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($#1000)
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544
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Pul Resaining Investacnl
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Indirect fxpenditurcs ($41000) 54000
lotal Expenditures --;;;;&;-
lavestors After Tar Loss 124412
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(1987 Estisated)

calculation of Full Recovery
Recovery of WNP3 Investeent
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apital Return Incose  Total
Recovery PReqats  Taxes Revenue
RGQI!S~.

($#1000) ($#1000) ($1000) ($#1000)
1147 15649 15899 52
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414/ 14005 13749 2601
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4147 10432 10651 . 25230
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Al4) 9369 1000] 23530
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4147 8346 9392 21845
1LY, 7824 9027 20993
4147 7303 8702 20152
4147 6781 8371 19300
4147 6239 €053 10459
4147 9738 7728 17613
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1993
1594
1997
1958
1999
2000
2001
rooe
2005
2004
2003
2006

Year

Pereent uf Invesisent Recovery
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1072077 -0.12 0.4
1125080 -0.52 .02
1131904 0.5 .01
1241063 ~0.58 -0.11
15081 1e -0.41 -0.11
1368271 -0.61 0.2
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1500519 -2.41 -2.11
1563943 2.1 2.1
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1.61
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1.02
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-1.61
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Attachment 4

OF POTENTIAL RATE EFFECTS
OF THE PROPOSED WNP-3 SETTLEMENT

1987
7
Mills/kWh
BPA *WORST CASE" INCREASE (see Attachment 2) 5.2
RECONCILIATION ADJUSTMENTS FOR ALTERNATE ASSUMPTIONS:

1984 WRITE-OFF OF $69 MILLION 1/ (1.6)
TERMINATION IN 1987 2/ (1.6)
AVOIDED COST SAVINGS 3/ o
OTHER 4/ .5

- BPA's 35-year depreciation vs. PGE's 30-year

amortization
- BPA's use of average rate base approach

PGE MAXIMUM INCREASE (see Attachment 3) 2.4

1/ BPA assumed that all WNP-3 sunk costs are included in PGE's rate base. PGE
wrote off $69 million of WNP-3 indirect costs in 1984 and incorporated this

write-off in their analysis. The resulting lower rate base return, income
taxes and amortization expense reduced PGE's rate effects relative to BPA's

analysis.

2/ BPA assumed no termination of WNP-3 by 1987 whereas PGE assumed termination
before 1987. The resulting termination tax benefits lowered PGE's rate base

return, income taxes and amortization expense, and reduced PGE's rate effects

relative to BPA's analysis.

3/ BPA assumed the variable cost of the exchange power PGE received from BPA was
exactly equal to PGE's avoided cost. 1In other words, the variable cost of the

exchange power was exactly offset by increased off system sales and/or reduced
power purchases. PGE assumed that the variable cost of the exchange power was

lower than their 1987 avoided cost. The benefits of this differential for
PGE's ratepayers reduced PGE's rate effects relative to BPA's analysis.

4/ PGE made two other assumptions which increased the rate effects in the PGE

analysis relative to the BPA analysis. First, BPA assumes the rate base

addition to be a capital asset which is then depreciated on a straight-line
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OF POTENTIAL RATE EFFECTS
OF THE PROPOSED WNP-3 SETTLEMENT
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PGE MAXIMUM INCREASE (see Attachment 3) 2.4

1/ BPA assumed that all WNP-3 sunk costs are included in PGE's rate base. PGE
wrote off $69 million of WNP-3 indirect costs in 1984 and incorporated this

write-off in their analysis. The resulting lower rate base return, income
taxes and amortization expense reduced PGE's rate effects relative to BPA's

analysis.

2/ BPA assumed no termination of WNP-3 by 1987 whereas PGE assumed termination
before 1987. The resulting termination tax benefits lowered PGE's rate base

return, income taxes and amortization expense, and reduced PGE's rate effects

relative to BPA's analysis.

3/ BPA assumed the variable cost of the exchange power PGE received from BPA was
exactly equal to PGE's avoided cost. In other words, the variable cost of the

exchange power was exactly offset by increased off system sales and/or reduced
power purchases. PGE assumed that the variable cost of the exchange power was

lower than their 1987 avoided cost. The benefits of this differential for
PGE's ratepayers reduced PGE's rate effects relative to BPA's analysis.

4/ PGE made two other assumptions which increased the rate effects in the PGE

analysis relative to the BPA analysis. FPirst, BPA assumes the rate base

addition to be a capital asset which is then depreciated on a straight-line



basis over 35 years. No additional taxes result from the depreciation

expense. PGE assumes the rate base addition to be a capital loss which is
amortized on a straight-line basis over 30 years. Additional income taxes
result fgom the amortization charge. Second, BPA used an average rate base
approach by charging one-half years depreciation to the rate base addition

prior to calculating the return on rate base. PGE calculated their return

based on the full addition to rate base with no charge for depreciation.

Note: This analysis assumes PGE's 1987 total retail loads, excluding losses, are

13,765 gWh. (See Attachment 2, Total Retail Load (excluding sales for
resale.)
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Jim Weaver, Chairman of the House Subcommittee on General Oversight,
Northwest Power, and Forest Management,
Press Release
(September 6, 1985)



PUBLIC INVOLVEMENT

NoaP 2 Bate
243 SEP 0§ 1985

Referred to:
September 6, 1985 FOR IMMEDIATE RELEASE

Action Taken:

BPA MOVE ON WEPSS 3 COULD COST OREGON RATEPAYERS §2 BILLR™ = "™
——— T T TISR

The Bonneville Power Administration's proposed settlement of lawsuits
brought by Portland General Electric Co. (PGE) and Pacific Power & Light
Co. (PP&L) could cost Oregon ratepayers nearly $2 billion over the next 30
years, according to a study released today by Rep. Jim Weaver, chairman of
the U.S. House of Representatives Subcommittee on General 0ver§1ght,
Northwest Power, and Forest Management, which oversees BPA.

"This so-called settlement is really a scheme hatched by the private
utilities, the Oregon Public Utility Commissioner and BPA to bilk the
region's electricity ratepayers," said Weaver. "The primary objective of
the Oregon utilities, PGE and PP&L, is to use the settlement agreement to
circumvent Oregon Ballot Measure 9, enacted by the voters ih 1978 to
prohibit the utilities from charging ratepayers for the cost of uncompleted
projects. They think they can use the settlement to get around this law,
and, with the help of the Oregon Public U:ility Commissioner, they may
well be right."

In 1983, the four largest private utilities in the Paéific Northwest,
including PGE and PP&L, sued BPA over its decision to halt construction on
Nuclear Project No. 3 of the Washington Public Power Supply System (WPPSS
3). Rather than defend this decision in court, BPA intends to offer the
private utilities a "gettlement" in which BPA would obtain the private
utilities' 30% share of the mothballed WPPSS 3 project in return for |
selling them 50 billion kilowatt-hours of federal power over the next
30-33 years at rates based upon the operating and maintenance costs of 4

"surrogate" nuclear power plants around the country.

8996 16:50 BPA WASHINATON DN $07




By trading their shares of the uncompleted WPPSS 3 project for thie
power from BPA, PGE and PP&L believe they could charge Oregon ratepayers
for 9470 million of the money they have already spent on WPPSS 3. The
Weaver study shows that, if the settlement enables PGE to put its WPPSS 3
costs into its ratebase, then PGE rates would increase by 8§72 million in
1987 and by a total of 81.27 billion over the next 30 years. Similarly,
PP&L's rates in Oregon could increase by $§39 million in 1987 and $684
million over the 30-year period. Total rate increase facing Oregon:
$1.96 billion.

“I call this the 7/11 raw deal for Oregon," sald Weaver, "because PP&L
rates would go up by 7%, and PGE rates would rise by 11%. This is like a
lottery where the utility stockholders always win and the ratepayers always
lose."

"BPA claims that the WPPSS 3 settlement won't cost the ratepayers
anything," noted Weaver, "But none of BPA's economic ‘studies’ accounts
for this rate increase for customers of the private utilities. BPA has
deliberately evaded this issue for months."

Today was the last day BPA will receive commehta on the proposed
settlement. The Utility Reform Project, a group that has represented
ratepayers in proceedings betor-e the Oregon Commissioner, told BPA that it
would intervene in the litigation, if necessary to protect Oregon

consumers.

CONTACT: Dan Meeck (202) 225-1661
staff Director
Subcommittee on General Oversight, Northwest Power,
and Forest Management
1626 Longworth Building
Washington, D.C. 20315



Exhibit E

Letter From Puget Sound Power & Light Co. to
Peter Johnson, BPA Administrator,

Retail Rate Impacts of WNP-3 Settlement on PSP&L Customers
(August 1, 1985)
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UFFICIAL FiLE COPY

No.6 Date
! AUG 0 1 1985
PUGET SOUND POWER & LIGHT COMPANY| cered To
P.O. BOX 97034
BELLEVUE, WASHINGTON 98009-9734 Action Taken
(206) 454-6363 [0 ANS. [J NC REPLY
July 30, 1985/% i

Mr. Peter T. Johnson, Administrator i J
Bonneville Power Administration

Post Office Box 3621

Portland, Oregon 97208

Dear Peter:

You inquired as to the relative impact of the proposed WNP-3
settlement on the retail rates of Puget Sound Power & Light
Company .

As you know, Puget Power serves customers at retail only in the
State of Washington and, therefore, the public service commission
solely responsible for regulating Puget's retail rates is the
Washington Utilities and Transportation Commission (WUTC). Any
rate consequences of the proposed settlement ultimately, of
course, would have to be approved by the WUTC, subject to
appellate review. However, this letter will serve to describe
how Puget views the likely rate consequences of the proposed
settlement, subject always to the reservation that the WUTC might
see them differently in the context of a specific rate proceed-
ing.

As a public service company under the laws of the State of Wash-
ington, Puget must provide service to customers within its service
territory. In order to discharge this "duty to serve,” we have
traditionally either built and owned generating facilities or
purchased power from others that we then resell to our retail
customers. Taking a five-percent ownership interest in WNP-3

was an integral part of our efforts to discharge our "duty to
serve" and, prior to mothballing, power from that project was
expected to be available approximately January, 1987. If the
project had not been mothballed, Puget would have sought rate
recognition from the WUTC, effective approximately January, 1987,
to recognize the costs of WNP-3 as an operating project. At that
time, we would have expected the WUTC to include our WNP-3
investment in our rate base, thereby, enabling us to recover,
through rates, our costs of money on that investment. We also
would have expected the WUTC to have recognized the O&M expenses
associated with WNP-3 in our rates.

1f we had not participated in WNP-3, we would have had to acquire
an equivalent amount of power on approximately the same time
schedule in order to discharge our "duty to serve." Such power
would have been acquired through ownership in another project or
from power purchases. Presumably, the rate impacts of such




PUGET SBOUND POWER & LIGHT COMPANY

Mr. Peter T. Johnson
Page Two
July 30, 1985

alternatives would have been similar to the rate impacts of WNP-3
going into service in approximately January, 1987. The point
made by the foregoing is simple. Pugeiﬂwould need rate recogni-
tion of an additional power supply resource in approximately
January, 1987, whether it was WNP-3 or another resource. Because
the actions of BPA and WPPSS in mothballing WNP-3 have deprived
Puget of WNP-3 as a power supply in January, 1987, it has had to
obtain a substitute. The exchange power to be furnished to us by
BPA under the proposed WNP-3 settlement is contemplated to be
that substitute and its rate consequences will simply be in place
of (not in addition to) those which Puget would have expected
anyway if WNP-3 had been completed on the contractual time
schedule or if some other resource had been acquired by Puget in
its place to discharge its "duty to serve."

There is one other situation that merits examination. If the
proposed settlement is not consumated, the continued viability

of WNP-3 will be threatened. If the project is abandoned, the
likely retail rate impact for Puget Power is two-fold. First,
based on past precedent in Washington, it would be anticipated
that the WUTC would allow Puget to recover, in rates, its net
investment in WNP-3 over ten years, which would represent a period
of time significantly shorter than the anticipated life of the
project or the anticipated life of the Settlement Exchange Agree-
ment. Second, Puget would have to arrange for a substitute
resource as discussed above and seek rate recovery of its costs.
Assuming Puget recovers damages from BPA and/or WPPSS, the WUTC
may seek to assert jurisdiction to determine how, if at all, such
damage recovery should impact rates.

We trust the foregoing is responsive to your question.
Very truly yours,

Y //%?,ﬁ%

D. H. Knig
Senior Vice President
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Letter From The Washington Water Power Company to
Peter Johnson, BPA Administrator,
Rate Impacts of the WNP-3 Settlement
(July 31, 1985)
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Paul A. Redmond

Chairman of the Board, OFFICIAL FILE COPY
President and
Chiet Executive Officer

The Washington Water Power Company

No Ul 1 1985
Referred To:

July 29, 1985 T T
[] ANS. [ NO REPLY
By Date

Mr. Peter Johnson
Administrator

Bormeville Power Administration
P, 0, Box 3621

Portland, Oregon 97208

Dear Mr. Johnson:

This letter is in response to concerns expressed in reference to the
t on the customers of the investor owned utilities following a settlement
of the Project 3 construction delay litigation.

Normally when new projects come into service a regulated utility's
investment is rate based at one time and a rate increase to reflect the
investment is made effective at one time. This approach was adopted by both
the Washington Utilities and Transportation Commission and the Idaho Public
Utilities Commlssion in respect to the Compeny's imvestment in
Colstrip Unit 3. However, in respect to Project 3, the Company currently
contemplates a ''phasing in" of ome-fifth of its investment over five years
rather than rate basing its investment all at one time. Thus, a rate increase
assoclated with a settlement of Project 3 would represent approximately a 27
increase per year for five years assuming that the respective state com-

missions agree with the Company's proposed approach.

Clghl

Paul A. Redmond

PELVED - 4p

P.O. Box 3727 e Spokane, Washington 89220 * (309) 488-0500
PROVIDING EASTERN WASHINGTON AND NORTHERN IDAHO WITH ELECTRICITY AND NATURAL GAS




Exhibit G

Letter from Portland General Electric Co.
Peter Johnson, BPA Administrator,
Rate Impacts of the WNP-3 Settlement,
(July 30, 1985)

to
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i Leerred To:

David F. Bolender 3

President Aciion Taken

] ANS. [0 NC REPLY
2y Da'e

July 31, 1985

Peter Johnson

Bonneville Power Administration
1002 NE Holladay

Portland, Oregon 97208

Dear Mr. Johnson:

The purpose of this letter is to respond to your request for
information about the possible impact of WNP-3 settlement on
Pacific Power & Light Company's retail electric rates.

Under the terms of the proposed settlement, Pacific Power
has until 1996 to decide whether or not it will enter the
WNP-3 exchange. If it does not do so, there should be no
impact on our rates whatsoever, except for the possible
beneficial effect that settling this matter might have on
company  financing costs.

In the near term, Pacific has available to it incremental
generating resources that are less expensive than the power
that would be available to us under the provosed agreement.
Accordingly, there is no current plan to add exchange
"resources" to our rate base.

There are, however, two sets of circumstances in which we
would enter the exchange:

o First, we would do so if it appears there is a
viable wholesale marketing opportunity for the
exchange power (that is, an opportunity to sell
it to other utilities who may have a more
immediate need for the power than Pacific).

o Second, we would enter the exchange if it
appears the power is needed by our retail
customers and is cost effective from a system
nlanning standooint.
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If the power is sold on the wholesale market, we anticipate
the transaction would have either no effect on retail rates,
or would lower those rates.

If additional power ultimately is needed to meet the
requirements of Pacific's retail customers, the exchange
agreement may provide a cost-effective alternative. Any
determination that is made in this 'sgard, would be subject
to review by regulators in the states we serve.

Pacific thanks you for your initiative in pursuing a
settlement of this portion of the ongoing WPPSS litigation.
We share your belief that the proposed settlement is in the
interests of '‘all Bonneville customers.

Sincerely,

%‘*’W

David F. Bolender
President
Pacific Power & Light Company

DFB/gb

e L T
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Letter From Pacific Power and Light Co. to
Peter Johnson, BPA Adminstrator,
Rate Impacts of the WNP-3 Settlement
(July 31, 1985)




PoRTLAND GENERAL ELECTRIC COMPANY
121 S.W. SALMON STREET
PORTLAND, OREGON 97204

ROBERT H. SHORT
CHAIRMAN OF THE BOARD (503) 226-8822

July 30, 1985

Mr. Peter Johnson, Administrator
Bonneville Power Administration
P.O. Box 3621

Portland, Oregon 97208

Dear Peter,

OFFICIAL FILE COPY

No.

JU'S 1 1985

“eierred To:

:Ac;ion Taken
] ANS.  [J NC REPLY

.{ By Da'e

This letter will reconfirm the information provided by
Grieg Anderson of PGE on May 31, 1985, to Walt Pollock
regarding the level of retail rates which might result from the

pending settlement of the WNP-3 dispute.

Mr. Anderson sent Mr. Pollock an analysis of the possible
rate effect of the settlement based on several "worst case"
conditions given by Oregon Representative Jim Weaver. Our view
of the costs and benefits of the settlement have not changed in
any major respect. Provided costs of the settlement as
recognized by the Public utility Commissioner of Oregon are
included in Average System Costs, the greatest rate effect we
currently see is 3.3 percent above rates which would otherwise

prevail.

Portland General Electric Cowpany has a genuine,
long-standing concern for the rates our customers face. We are
continuing to do everything possible to keep those rates low.
If we can provide further information, please let us know.

Sincerely,

iSoiS
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City of Seattle, City Light Department,
Analysis of Modification to the Proposed WNP-3 Settlement Agreement
(August 14, 1985)
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City Light Department
Energy Resources Planning & Management
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ANALYSIS OF MODIFICATIONS TO THE PROPOSED WNP-3 SETTLEMENT AGREEMENT

AND THEIR ECONOMIC IMPACT

INTRODUCTION

The purpose of this discussion is to explain the modifications to the
proposed WNP-3 Settlement Agreement and their economic impact.
Modifications resulted from a series of three party negotiations
during July which in turn, resulted from issues raised during the
public comment period initiated April 17, 1985 when BPA and four
private utilities who own 30 percent of WNP-3 published the initial
Settlement Agreement proposal and Exhibits.

Background

Under the modified agreement, BPA has assumed an obligation to deliver
an amount of power to the private utilities (equivalent to their
investment in WNP-3 multiplied by an availability factor) in return
for an irrevocable option to acquire the private utilities' share of
WNP-3. BPA must deliver a minimum of 35 million megawatt hours of
energy in 30.5 years to the private utilities. Actual deliveries may
exceed this amount, because they are based on the actual performance
of nuclear plants used as surrogates for WNP-3. BPA's delivery
obligation is satisfied through an exchange with the private utilities
who are obligated to provide (at BPA's request) an amount of energy
from their combustion turbines equal to BPA's delivery obligation to
them.

(Capacity of the private utilities' ownership share of WNP-3)
X
(Portion of the plant completed)

X

(Availability of the surrogate units)
X

(A delivery multiplier of 1.2 which represents 36 years of generation
divided by 30.5 years of delivery)

Example: 372 aMW x .667 x .65 x 1.2 multiplier = 193
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Anaiysis of Modifications to the Proposed
WNP-3 Settlement Agreement
Page 2

Three of the private utilities (Puget Sound Power & Light, Portland
General Electric and the Washington Water Power Company) have the
option to delay up to .2 (or about 17 percent) of their power
deliveries from BPA for up to ten years. If no delay is chosen, the
utilities are still required to receive power deliveries calculated
according to the above formula assuming a multiplier of 1.0.
Deliveries during non-delay periods will assume an 1.2 multiplier.

The option to delay deliveries for 10 years enables these utilities to
receive power from BPA for almost 2 years beyond the 30.5 year term.
In other words, a delay of .2 for 10 years could lead to approximately
2 additional years of deliveries (.2 x 10 years = 2.0 years of
delivery at 1.0; 2.0 divided by an 1.2 delivery rate = 1.667 years).

The delayed delivery option available to the private utilities could
prove beneficial; however, there is a risk associated with this option
if the surrogate plants do not operate beyond a 30.5 year time frame.
If a utility chooses to delay deliveries (assume a 10-year delay), and
if the surrogate plants do not operate beyond 30 years, then BPA is
not obligated to deliver the delayed energy.

Pacific Power and Light (PP&L) is in a slightly different position.

It has indicated that it will join the Agreement; however, since it
has no need for power until at least ten years hence it wants up to a
ten-year delay for all deliveries. PP&L agreed to a one-time election
to initiate the exchange. Once initiated, deliveries will include a
1.2 multiplier through the year 2017. If minimum deliveries of energy
have been met by 2017, then BPA has no further obligation. If the
minimum has not been meet yet, then deliveries fall back to a 1.0
multiplier. Further, in no event does BPA have an obligation to
deliver energy beyond 2027, whether or not the delivery minimum has
been met.

Operation and Maintenance payments (0&M) for all of the private
utilities are calculated as a function of the actual cost of operating
and maintaining the surrogate plants. However, these costs are
constrained by a floor and ceiling that escalate with the rate of
inflation. In the event WNP-3 is commercialy operable, floors and
ceilings are not imposed and 0&M payments are based on actual costs no
matter what the plant's generation may be.

Negotiation Process

Modifications to the proposed Agreement do not change the conceptual
frampework of the exchange. They do, however, capture the majority of
modifications, clarifications, and specifications that were identified
by public agencies at a Public Power Council meeting held in Portland,
Oregon June 17. (This list is attached to the document as Exhibit A)
All public agencies, representing seven litigant groups, were invited
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to participate in the Public Power Council activities. Three of these
groups chose to participate directly in the three party negotiations
with the private utilities and BPA (Seattle City Light, Snohomish
County PUD also representing Clallam County PUD, and Eugene Water and
Electric Board also representing Clatskanie, Central Lincoln, Tillamook,
Columbia River, Emerald and Northern Wasco Public Utility Districts).
The remaining four litigant groups did not participate in the
negotiations for a variety of reasons.

The Revised Agreement

Three party negotiations started on July 11th and were completed on
August 2nd; the result being substantial modifications to the
Agreement. A description of the modifications and Letters of
Understanding follow.

(1) A floor was applied to the operation and maintenance costs paid by
the private utilities for nuclear generation. The Agreement
initially set the 0&M costs as a function of the O&M costs of the
surrogate plants or WNP-3 (if the plant was completed). During
the public comment process, the concern that these costs may drop
below the opportunity cost of nonfirm energy (BPA's expected
average price for its sales of nonfirm energy) was raised. The
amendment to the Agreement establishes a "floor" at the projected
(Fiscal Year 1987) average rate for nonfirm energy, 16 mills/kwh,
which rises with the national rate of inflation. A ceiling was
also placed on the 0&M payment .at 29 mills/kwh, the projected
(Fiscal Year 1987) Surplus Firm Energy rate which also rises with
the rate of inflation. The economic analyses performed to date
have assumed that the private's 0&M payments will equal 22
mills/kwh on a levelized basis over 35 years. Since these
analyses have been performed, further study has been performed in
order to determine the "best quess™ or "expected™ nuclear plant
O&M costs. First year (1987) O&M payments including Calvert
Cliffs approach 24 mills/kwh; excluding Calvert Cliffs, approach
26.5 mills/kwh. This data supports changing the 22 mills/kwh
figure; 24 mills/kwh was chosen for conservative purposes.

(2) A limit was put on the life of the Agreement of 30.5 years.
Initially the Agreement had no specific time-frame and was to
remain in effect as long as the longest living surrogate plant was
still commercial. Economic analyses to date have been based on an
assumed 35 year time frame. In exchange for the fixed term of
30.5 years, the privates were offered energy deliveries of 1.2
times the initial estimate of power deliveries (161 aMW) which
equals 36/30.5 (36 years of power in 30.5 years) times the 161 aMW
figure or 193 aMW. The privates also have an one time option to
defer deliveries (only .2 of the power deliveries) for the first
ten years, The option to defer allows up to a 2 year extension
beyond the life of the Agreement.




Analysis of Modifications to the Proposed
WNP-3 Settlement Agreement
Page 4

(3)

(%)

(5)

(6)

(7

(8)

All language on average system cost treatment relating to the
Residential and Rural Exchange (Exhibit JJ) was removed from the
Agreement.

All language (Exhibit UU and VV) referring to private utility
rights to use the Pacific Northwest-Southwest Intertie or receive
marketing assistance was deleted.

Clarification of the private utilities' rights in the case of
financing the completion of WNP-3 was achieved. First, no matter
how BPA approaches financing the completion of WNP-3, the )
requirements set forth in section 6 (¢c) of the Regional Power Act
must be followed. Second, BPA still retains the right to request
the private utilities to finance completion of their ownership
share. If however, BPA requests financing assistance, then the
private utilities retain rights to the resource in the event the
region experiences insufficiency (S 5(e) of the Regional Act). If
financial assistance is not requested, then the privates waive
their 5(e) rights. Finally, in this event, BPA will not
volu?tarily assign a WNP-3 acquisition to the Federal Base System
(FBS).

The initial Agreement did not speak to this issue. During the

negotiation process however, it became clear that the financing
option that BPA retains had to be coupled with the 5(e) rights.
Similarily, it became clear that 5(e) resource rights conflict

with assigning resources to the FBS.

Calvert Cliffs nuclear plant remains a surrogate plant however,
the role of this plant in the Agreement has been greatly
diminished. Calvert Cliffs will only be used as a surrogate if
one or both of two surrogates, Waterford 3 and Palo Verde 1, do
not reach commercial operation in the next five years; both of
these plants are now in the 6-month testing phase that precedes
commercial operation. The Agreement initially included Calvert
Cliffs as a surrogate if Waterford 3 and/or Palo Verde 1 did not
reach commercial operation by December 1, 1985,

"Nuclear risk" was captured in the case that one or more of the
surrogate plants experience a long-term outage and again become
commercially operable. Any operational, maintenance, or capital
addition expenses shall be capitalized and expensed via
amortization payments over the remaining life of surrogate plant
(assumed to be a 35 year plant life) or five years, whichever
results in higher ‘annual payments.

Finally, all parties agreed to write language that would provide
the opportunity to dismiss claims raised by the suit.
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In addition to the above Agreement modifications, clarification of a
number of issues are underway, such as a periodic review of the
cost-effectiveness of WNP-3, conforming implementation of the
Agreement with the requirements of the Coordination Agreement, review
of the level of preservation costs for WNP-3 and the rate treatment of
the costs and benefits associated with the Settlement.

Economic Evaluation-Initial Agreement

The issues or variables that have a significant impact on the
economics of this Agreement were analyzed to a greater or lesser
degree in the May 23, 1985 report prepared by Seattle City light and
the Seattle Office of Management and Budget. The May 23rd report
concluded that the costs and benefits of the initial Agreement were
slightly negative; that the discounted present value of the Agreement
over a 35 year time frame approximated a cost of $100-150 million.
Further, several modifications to the Agreement were identified as
being necessary in order to limit the uncertainty of the exchange:

1. eliminate "marketing assistance™ to the IOUs;

2. establish a floor on the I0OUs's operation and maintenance
payments;

3. prohibit termination costs to be exchanged through BPA Residential
and Rural Exchange;

4, establish the ratemaking methodology used by BPA to account for
the exchange; and

5. specify a finite time frame during which the Agreement is in
place.

The "cost"™ associated with the initial Agreement was a calculation
which resulted from numerous assumptions. As was discussed in the
earlier report, the costs of the initial Agreement was based on the
cost of delivering 161 aMW to the private utilities over an estimated
35-year time frame. The cost was calculated as the opportunity cost
of nonfirm energy and the variable cost of running combustion turbines
(CTs) or other resources to meet this obligation. The benefits to BPA
included the payments from the privates for the delivered power, and
the value of the option right to acquire the private share of WNP-3,
which is estimated to cost less to complete than building a coal
plant.

The $100-150 million cost was a result of the following assumptions:

1. The opportunity cost of nonfirm energy approximates 24 mills/kWH
(levelized cost);
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2. The cost of running CTs is 65 mills/kWH (levelized costs); however,
CTs will be needed for only 12 percent of the obligation;

3. Payments by the private utilities for .the delivered power equals
22 mills/kWH (levelized cost);

4. The value of the option right to acquire WNP-3 is tied to the cost
to complete assumption which was estimated to be about 41
mills/kWH (levelized).

These assumptions were consistent with the Eugene Water and Electric
Board analysis which concluded that the expected net benefit/cost was
-96 million. Variations to these assumptions were made by BPA, the
Public Power Council and the Pacific Northwest Generating Company.
Each of these entities used the same basis frame work to model the
Agreement however, assumptions regarding other issues such as average
system treatment, preservation costs, probabilities of various load
growth in the region, etc. were analyzed.

Although no explicit assumptions were made with regard to the costs of
some of these other items (average system cost treatment, "marketing
assistance”, or the length of the Agreement") the Seattle analyses
considered it reasonable to attribute approximately $50 million (of
the range of $100-150 million) to the uncertainty that these issues
introduce to the economics of the exchange. A summary of the economic
results of the four analyses mentioned above are shown below: on
Table I (Table 6, p. 21 of the May 23 report)

TABLE I
WNP-3 Settlement Analyses
Present Value of Costs and Benefits
(millions of 1984$)

. Completion Termination [Expected Nexi Benefit

BPA +71 -89 +19
EWEB -69 -153 =96
PPC
Low RRE case -94 =154 =114
High RRE case =94 =424 =201
PNGC*® =73 =264 -178

®Expected net benefit is based on BPA's probability distribution

(.675 for completion and .325 for termination), except in the case of
PNGC, which assigns a .45 probability to completion and a .55
probability to termination. PNGC's analysis, like PPC's, includes the
cost of the Residential and Rural Exchange.
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Since these results were published, one change to the analytical frame
work of the model has been made. This change reduced the cost of the
exchange by reducing the need for CT generation to meet the exchange
obligation to the private utilities. The analytical frame work
assumes that resources needed to meet the delivery obligation never
cost more than 65 mills/kWH (the assumed running cost of CTs).

In the initial model, each different load growth scenario was weighted
and averaged together in order to calculate an "expected™ load growth.
Next, a resource portfolio that could serve this load was used to
calculate the cost of delivering the energy. The change that was made
to this algorithm was to balance each different load growth scenario
with different resource portfolios and then aggregate the cost streams
for delivering the energy. The result of this change was to reduce
the need to run CTs; an increase in the net benefit of BPA's 35 year
analysis of $45 million (BPA expected net benefit of calculation
increased from $19 to $64 million). This change impacts all of the
analyses in a comparable manner. '

Economic Evaluation-Modified Agreement

The modifications to the Agreement can also be analyzed economically
(See Table II). Three scenarios have been developed in order to

capture reasonable "Pessimistic™, "Optimistic", and "base™ case

results. In addition to these three scenarios, a "base" case (for the
initial Agreement) has been included for comparative purposes. The
ninitial base™ case is directly comparable to the -$100-150 million
value of the initial Agreement with the incorporation of the revised
modeling assumptions for the CTs, the shorter time frame associated with
the Agreement (30.5) years and, a relatively higher nuclear 0&M payment
by the private utilities (24 mills/kwh rather than 22 mills/kwh).

Sensitivity Cases

Following the earlier discussion entitled "The Revised Agreement"
modifications to the economics are now discussed. Comparisons between
each sensitivity and the Initial Base Case will be discussed in detail;
the assumptions used in the "Optimistic™ and "Pessimistic™ cases were
chosen for the purpose of bounding the uncertainty of the economics.

Before discussing these cases it should be noted that no costs
relating to the residential and rural exchange average system cost
calculations or the marketing assistance (9(i)) offer are assumed
because the language regarding these issues was deleted from the
Agreeement. These issues are incorporated into some utilities'
analyses, we consider them however, to be extraneous to the economics
of the modified WNP-3 Settlement Agreement. These issues will be, as
they should be, argued in a different forum. The negotiation process
was used specifically for this purpose; to sever these issues from
the WNP-3 Agreement.
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Modified Base Case Assumptions

This case reflects only two modifications to the Initial Base Case.
First, the assumption that CTs would be needed for twelve percent of
BPA's delivery obligations to the privates was maintained at 12
percent; however, it was assumed to be served with a combination of CTs
and other resources which are less costly than CTs. This change was a
result of BPA's interest in exploring resource alternatives that could
be used to displace the CTs that the privates are obligated to provide
under the Agreement. Therefore, the CTs are assumed to be needed only
four percent of the time and other resources are expected to be needed

the remaining eight percent of the time. Second, rather than assuming

that each utility will take power as of the first day of the

Agreement (January 1, 1987), the delivery of energy includes a ten year
delay of PP&L: five year delay for PGE; and zero delay foor PSP&L and
WWP. This schedule is a result of discussions that took place during
the negotiations. This scenario suggests an expected value of +$49
million.

Optimistic Case Assumptions

In the Optimistic case, six variables differ from the Initial Base
Case. First, in the short-run, the opportunity cost of delivering
energy to the private utilities is reduced by 2 mills/kwh or ten
percent. This change is fairly minimal, since the short-term
represents less than one-third of the life of the Agreement. However,
this change does improve the economics of the privates 0&M payments.

Second, the annual availability of the surrogate plants; the factor
that drives the deliveries of power, is reduced from 65 percent to 50
percent. This reduces the revenue that BPA receives for deliveries
in the short-run; however, also reduces the costs associated with
operating CTs or other resources needed to meet the delivery
obligation.

Third, the private's 0&M payments have been increased to 28 mills/kwh
to reflect the significantly lower probability that Calvert Cliffs
nuclear facility will be used for calculating surrogate 0&M.

L e
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Fourth, it is assumed that BPA will need CTs for orly three percent of
the deliveries. However, other resources are assumed for 12 percent
of the deliveries due to the assumption that BPA may need to
supplement the nonfirm energy more than 12 percent of the time. The
argument supporting a number greater than 12 percent is one which
allows flexibility in the operators' decisions to run thermal
resources to firm-up the exchange delivery. In other words,
statistics say that back-up resources will be needed 12 percent of the
time; flexibility of operations can arguably justify another three
percent.

In addition, other resources are assumed to cost 30 mills/kWH, a
calculation that reflects running costs associated with surplus
thermal resources currently available in the region (Boardman,
Centralia, Colstrip, etc).

Finally, the delivery schedule under this scenario is assumed to have
no delays for any of the utilities. The results of this scenario
suggest an expected value of +$170 million.

Pessimistic Case Assumption

This scenario deviates from the Initial Base Case in five ways.

First, the availability of surrogate plant generation is increased
from 65 to 70 percent; a change that increases revenues in the
short-run. However, it also increases the deliveries in the future,
the amount of energy that can be delayed and the amount of CT or other
resource running costs. Second, the O&M payments by the private
utilities go to 20 mills/kwh, or twenty percent less than the level of
payments expected. Third, CT and other resources are needed a total
of 15 percent of the time to meet delivery obligations; CTs are
needed 10 percent and other resources are needed for five percent of
the time. In addition, the other resources are expected to cost 40
mills/kWH. The fifth change is the assumption for delays; all
utilities are assumed to delay as much as possible. Therefore, PP&L
delays all deliveries for 10 years and the other utilities delay their .
multipliers for ten years. The result of this scenario is an expected
value of -$96 million.

Conclusion

The economic results of the Modified Agreement, including the Base,
Pessimistic and Optimistic cases are less variable than the analyses
of the Initial Agreement. Further, the Modified Agreement is more
favorable in that the expected value is an improvement over the
expected cost of the Agreement performed in May in each case. For
these reasons, the modified Agreement is considered a better "deal"
economically than the Initial Agreement.




AU Ly SAD VLI MUULILCALLIONS LU LNEe Proposed
WNP-3 Settlement Agreement
Page 10

The fact that the economics appear to have improved for BPA and its
customers does not necessarily mean that the private utilities are
worse off. Some of the modifications, such as the minimum delivery or
the delay option, are obviously beneficial to the private utilities.
Nonetheless, the benefits that the private utilities stand to gain are
in many cases "non-impacts" to BPA and its customers. For example,
the separation from WNP-3; effort to settle a lawsuit; ability to
exchange energy with BPA; potential tax benefits; etc, are benefits
that will not necessarily harm BPA. Comparing the costs and benefits
of this Agreement realized by the privates and BPA was basic to
determining how a settlement could be designed. This comparison,
however, is not important or germane in terms of whether or not the
Agreement is favorable to continuing to litigate the issue from BPA's
standpoint.

In economic terms, the modified Agreement appears preferable to
litigation of the WNP-3 mothballing issue. As was detailed in the May
23rd report, the range of uncertainty regarding the results of
litigation is significant. It is also clear, that litigation would
not result in circumstances that could leave BPA and its customers any
better than neutral (no cost) whereas, the modified Agreement may
positively impact BPA.

Although it is impossible to foresee the outcome of the pending
litigation, judgements about the possible outcomes are critical to
determining whether or not the modified settlement is acceptable.
Table III (Table 9 of the earlier report) is provided to aid in
comparing the present value of the Agreement with the present value of
hypothetical results of litigation.

CCO:gb
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TABLE II

ECONOMIC EVALUATION-MODIFIED AGREEMENT

BASE I® BASE M*® OPTIMISTIC PESSIMISTIC
Opportunity Cost of Nonfirm
(mills/kwh)
Short-term 21 21 19 21
Long-term 24 24 24 24
Surrogate Equivalent
Annual Availability Factor (%) .65 .65 .50 e
Nuclear 0&M (mills/kwh) 24 24 28 20
WNP-3 cost of completion
(mills/kwh) 40 40 40 40
CT running cost (mills/kwh) 65 65 65 65
CT percentage use (%) 12% 43 3% 10%
Other resources cost
(mills/kwh) D 35 30 40
Other resource use (%) 0% 8% 12% 5%
Delivery delays (years): PP&L 0% 10 0 10
PGE 0% 5 0 10
PSP&L 0% 0 0 10
WWP 0% 0 0 10
Present Value Results ($ million, discounted, cumulative value)
Termination: =16 +3 +124 -130
Completion: ' +58 +95 +216 -61-
Expected®® .
+21 +49 +170 -96

M®: Base Case - Modified Agreement

I%: Base Case - Initial Agreement

Expected®®: reflects a weighting of 50% probability of completion and 50%

probability of termination in determining "expected" value.

In other words,

this weighting used BPA's load growth and completion/termination probabilities
to calculate marginal costs however, used a 50/50 weighting when calculating
n"expected™ value. (As indicated earlier, BPA assumed 62.5% probability of
completion and 32.5 percent of probability of termination).




TABLE III
Expected Costs of Continued Litigation

In a Hypothetical Example

Probability of IOU Victory® Expected Cost Discounted Present Value®##
($750 milion in damases§ (millions of §) (millions of $ )

0 0 0
o2 150 191
o4 300 381
.6 450 572
.8 600 762
1.0 750 953

®This table is based -upon the IOUs' claims and not upon any judgement
about ther merits of their claims.

#8To put the cost of litigation on par with the discounted net present
value numbers used in the cost/benefit analyses, the expected cost
(middle column above) has been financed at 12 percent over 35 years
and discounted (right-hand column).
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15.
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17.
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ATTACHMENT A

TOTAL COMBINED LIST

BPA & PUBLICS

No reference to Intertie access or marketing assistance
Agreement to Jdismiss all claims against all parties
Allocations during insufficiency :
Wheeling dollars based on actual deliveries
How will WNP-3 be treated as FBS resource?
Exchange on concurrent hourly basis
Treatment of costs & benefits in ratemaking
Clarify EAAF

Clarify MDC

BPA's authority to terminate WNP-3 Reimbursement of
Presentation Cost

Preference to nonfirm energy

Clarification of PP&L irrevocable offer

Level of preservation costs

Use of less costly resources than CTs

CT O&M charges

Flor on 0&M nuclear

I0Us get actual cost for resources substituted
ASC concerns

Limit duration of X/C

Surrogate TMI costs

less surogates - choice of surrogates
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22.
23.
24,
a5.
26.
a7.
28.
29.
30.
33.
32.
33.
34,

Exhibit C issues

Forced outage reserves

Scheduling changes

Legality of agreement

Pacific "Option"™

Finance of WNP-3 on restart

No informal side agreements

IOUs don't stand in way of legislation of fix WNP-4/5 problem
Definition of “company load"

Definition of P.U.P. (prudent utility practice)
IOU financing commitment

Capital addition & decommissioning of WNP-3

Liability for cost sharing
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Analysis of Proposed Agreements Related to the Construction Delay at WNP-3
(August 14, 1985)
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Date: August 23, 1985

Jo:

From:

Subject:

I.

All Mempers of the Seattle Zity Council
.'10.

Nancy Glaser, Central starf Analyst'®

Analysis of tne Proposad Settlement Agreements Relatea -0 tne
Extanded Construction Delay at Washington Puplic 2ower 3uppiy
System's Project #3 and Recommendations for City of Seattie
Comment

BACKGROUND

This is an analysis of the modified Settlement Proposals rel2ased oy tne
3onneville Power Administration (sonneville) on Aygust 7, 1985 following
negotiations between several public power igencies (incluging Seattle Zity
Lignt, Snonomish County PUD ana Eugene Water and Electric B3oara}, 3onneviile
and four investor-owned utilities who have asserted claims of approximateiy
$2 pillion against 3onneville/WPPSS for the extendead construction delay at
the Supply System's Project #3, Public comment on these modified Settiement
Proposals (hereaftar called Settlement’ 2roposals) is due at Sonneville no
later than September 6, 1985.

The Settlement Proposals outiine an exchange of 2nergy between 3onneville
and four investor-owned utilities (Washington Water Power, Puget Sound Power
and Lignt, Portland General Electric and Pacific Power and Light}. 3onne-
vyille is expectea to deliver 193 a MW a7F 2nergy =0 the four investor-owned
uytilities (I10Us) for 30.53 years. In return for the energy, Ine investor-
owned utilities will dismiss all tneir claims against 3onneville and WPPSS
for the extended construction delay at Project 3, orovide access Lo tneir
combustion turbines or other resources should that be necessary 7or Bonne=-
ville to fulfill its obligation to deliver energy, pay an amount eguivaient
to nuclear 0&M costs for energy delivered from Bonneville and irrevocanly
agree to give Bonneville the option to ourchase their 0% snhare of WNP-3 and
thus gain effective control of the plant.

The current Settl!ement Prnposals were modified in response to the concerns
voiced Dy public officials on both the content of the earlier proposal ana

‘the process (closed negotiations between Bonneville and the investor-owned

uti1lities) of arriving at that proposal. Participation of pubiic utilities
in the subsequent process resulted in moaitications to tne eerlier settie-
ment proposal which doth reduced the 2conomic and resource uncertainties and
improved the economics of the proposed 2xchange,

The most important modifications to the earlier Settlement proonsals ‘ncluae
the following:

0 A1l language related to [ntertie Access, marketing assistance for 3is5-
posal of the investor-owned utilities' surplus power, and.dverage Sys-
tem Cost has heen eliminated. These first two cnanges are especially
significant for Seattle because the City's generating utility will not
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I1.

face increased competition in the sale of its own surplus 2nerqy. The
iatter ieaves average system cost to be determined, as it snould be, in
other forums.

0 The term cT tne Settlament Agreement is limited to 20.5 sears. The
Tife of the agreement in the earlier proposal was depenagent Jn <ne 200-
nomic lives of four 'surrogate" nuclear plants.

o The amount o7 2nergy 3onneville could deliver to the investor-owned
jtilities 1s increased %o comoensate for the fact that the li<a2ly term
OT the agreement s Jecreased.

o A minimum amount Of 2nergy wnich 3PA must deliver to the investor-ownedq
utilities is aerined. There were no guaranteed deliveries earlier.

o) The price of tnis energy is twea to the averaged D&M costs of “our
auclear plants. Tne aefinition of operations and maintenance <COSLs Nis
been axpanded to include capitalized costs, subject £0o some iimits,
This subjects the investor-owned utilities to some of the ~iwks asso-
ciatea with the oJperatian of nuclear plants.

0 A floor of 1o milis/kwh is placad on the orice the i1nvestcr-owned 5Ti-
1ties will pay Tor enerjy. n principle, this floor is meant tg
reduce the risks to puniic utilities and Bonneville, In fact, tnis
floor is not at all iikely to de reached. [t is possibie that the
price thne investor-owned utilities pay for power under the Zontract
will pDe less tnan future non-7Tirm energy rates and/or the ratas paid oy

3onnevilie's pubiic agency customers.

0 A ceiling of 292 1ills/kxwn is piaced on the price the investor-cwnea
utilities will pay ror tne energy unless WNP-3 is completea. I[n tnat
case, the price wili match the nperating and maintenance costs of

aNP-3, This ciause ''mits the nucl=24r ri1s«s the investor-ownedg utili-
ties will face under the proposal.

0 Bonnevilile is authorized to use resources other thae compustion tur-
Sines to fulfill 1ts opligation to deliver energy under the settlement.
This snculd reduce tne 3onnevilie's cost of meeting the terms of tne
aroposed agreement anc2 tne regional suroius of firm power Jisaopears.

COUNCIL ACTION REQUESTED

Bonnevalie issuea its fI1rsT dratt of proposed Settlement Agreements witn
four investor-owned ugtiiitiazs in April, 1285. Those ayreements w~er= geve-
1ocea in lignt 2f udge 31idy's decision (11784} tnat Bonneville naa
oreached 135 contract w~itn the four investor-owned utilities <hat owned a
30% snare of WNP-3.
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on May 1o, 1985, Judge 3iiby's initial decision <hat 3onnaviiie nad
Sreached its contract witn tne investor-owned utilities was vacated oy
Judge Browning. In late May, City Light and the Jffice of Management inc
Judget sriefed tne Zouncil again and racomnended igainst any ¥¥ictai Jiy
3t Seattle response at that time. Instead, they yutlined 2 numper 7 ways
they feit the inicial Settlement 2roposals couia de improvea., City _fint
~as effective in getting 3onneville and tne investor-gwnea gtilities=to ne-
Jpen negotiations cn the Sertlement Proposals ana include some puniic
agency representatives in the discussion.

Jonneville released a revised set of Sertliement Agreements dn August 7,
1985. The City of Seattie is now deing asked to comment on tnese agree-
ments prior to the Septemoer 35, 1985 4eadline astaplisned 2y Zonnevil'a,
This is the subject of the aiscussion at this time,

Souncil Staff nas incependentiy analyzed tnese oroposed Settiament Agrae
ments and recommends that tne Seattles City Councii adoot Jesolution 2732
~his resolution 2xpresses support of the City of Seattle 7or the oropose
sattlement of claims and ii%igation among certain investor-owned ytilities,
3onneville and the Washington Pupiic Power Supply System ~elating to the
construction delay at WNP-3 :ondgitioned upon: -

5
qd
e

a. a judicial review ind aetermination of valigity af said agreements; ind
~. release of Seattle from zlaims reiated to Project No. 3 lit°jatien; and
s continuing compliance of said agreements witn the following orincinies:

i. All public agencies in tne NortnwesT inciuding Seatti= shoula oe
slaced in a position, 3s near as may de nossiple, of cost neutral-
ity; i.e., that the vaiue of the pubiic agency payments no 30nre-
ville over the life of tne agreements De substantially the same
with or without the Jroposed sattiiement,

11, The ris« %o Seattle of exposure to approximately two Bilifan
dollars of alleged claims and iegal axcenses arising dut 3F <he
axtended construction selay of 2raject 'o. 3 should De 2iiminataq.

! ~J

iii. Seattie's legal axcenses and subDstantive a2xposure refating %0
sther issues in conpectign witn construction of 2roject No. 3
should De reduced.

iv. Contral of Northwest public utility systems shoula de raturned T3
locally elacted officials ana others cnarged with thelr aamint-
stration rather than fe Subject o the uncertainties of litiga-

tion,
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i The setzlament igreements should e Ionsistent with tne are-
ference orovisions of the Sonnev:'!'e ?rgject Act and che
Regicnal Act.
Vi, Tha ar<iciency of the region's diverse “irm ana nen=7irm

resourczas snould de maximizad.

T e The prica to Ye paid by the investor-owned utilitias snouid Je
commensurate ~itn the value of the power tnat they receive “rom
the 3onnevilla 2ower Administration,

viii, All future Bonnevilie proceedings related to ANP-2 should de
Jpened at tne outset to full participation oy Northwes: pudlic
agencies arvacted by 3onneville riates.

Resolution 27325 also gives the City Lignt Superintencent 3nd
the City Attorney the authority 79 narticipate in angoing
Settlement processes related to WwiNP-3 ana states that Seattle
recommenas that 3onneville open ai! future discussions of
regional Jower matiers, wnether reiited 2o the Supply System or
q0t, to meaningrui participation sy 23cific Nocrinwest oublic
igencies 3t the sutset.

11T. ECONOMICS OF THE PROPOSED SETTLEMENT

A

(S8

Regional Perspective

The Proposed Settlements provide for an 2concmically efficient use of
the Pacific MW region's diverse energy Jroducing resources in Two
ways. First of 211, tney enhance the 3onnev:'le Power lgministri-
tion's apiiity to marxket power during years when the region has a sur-
plus of firm energy, Secondly, the proposed saettiaments creatively
define a mechanism t3 cost-erfectively transtorm Bonneviile's <yoi-
caliy apundant put unpredictadle non-Firm anergy resource into 2 $irm
resource Dy ra2serving 3cnneville the rignt %0 purchase the outout of
compustion turbines wnen water conait-ons 1imit the availabiiity of
non-firm energy. This strategy to "firm-up” the region's agn-firm
energy nas oceen suggested recently dy tne Northwest 2ower Planning
“cuncil as 3 relativeiy low cost way =0 meet load urowth and will
ticely da incorporated into the 1346 r=vii‘an to the Council's Power
“lan,

Praference Customer 2erspective

Tne fact that twre Propused Seftlement s aconomically afficrsnt no ne
ragion as 2 wnoie 10es 10 necessariiy resuit 1n an equitap'~ or rarr
JsTtribution of the caosts and benefits AT tnat proposal to aiil zhe
affactea parties. 2upnlic utilities (Bonneviile's preference custo-
mers) have consistent!s arqued that an acceptaole Settlement 2rnposal
would piace all opupiic agencies in the Northwest (including Seattlei

'n 3 position, 23S near as may oe 20ssidbie, 27 cast neutrality. This
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nas been interoreted to mean that the value of the sublic agency 2ay-
ments to 3onneville over the life of the Proposad Settlements snouic de
1poroximately the same with or without 2xecution of <hose Settlements.
This was a aajor goal of the public utility representatives in the re-
negotiation of the initial settlement proposals.

- <

yiven <ne uncartainty surrounding the future energy environment, 1% °S
not nossible to accurately predict the exact ¢ost of the oroposed
satziements fo public agencies in the Northwest. Althougn a r2presen-
-arivye 3ot of oprimistic, pessimistic ang basecase assumptions can Se
sa“ineq to estimate the range of zosts/benefits that 3onneville wil!
‘ncur-accrue if it proceeds with the proposed settlements, tne eventuali
3linocation of =hose potential costs/nenefits to its various customer
jroups 1s uncliear, [t should not oe assumed that the COsSts 0 3onne=-
ville ars necassarily equal to the costs o BPA's pubiic agency custc-
mers.

Since the decision to complete or terminate WNP #3 will not be mace for
3 numoer of years, 2ach of these scenmarios must be evaluated recogniz-
iag nhat aizner completion or terminatinn may bDe the yitimata resuit.

Sity Lijnt summarized i1ts economic analysis of the proposed Settiement
Agreements in an August 13, 1985, submittal to Mayor 0yer. An 1nde-
pendent analysis of tnese proposed Agreements has been completed by
founcil Staff and the office of Management and B3udget (OMB}. 2oth Tity
Lignt's ana Council Staff/OMB analyses of tne a2conomics of tne proposed
setzlements ara summarized pelow. Council Staff/OMB analysaes inaizara
=hat tne zosts of the proposed settiements wiil likely de jreater than

tnose astimated by City Light.

1. City Light's Economic Analysis

In its August 13, 1985 submittal to Mayor Royer, City Light sum-
marized an 2conomic amalysis of the propcosed settlement 2greements
wnich concluded that the 3100-i30 million expected <osSt 0 3anne-
ville of the initial settlement proposals had been elimingted.
The range of possible outcomes nad neen narrowed and Lhe aistridu-
=ion of =he potential costs/benerits o 3onneville aver 2 range of
sessimistic and optimistic scenarins was ~oughly symmetricai

round zero. These results ar2 summarized in Tanle .

.

H T
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Table 1
City Light's Analysis of the Present Value
of the Costs/Benefits to Bonneville of the Proposed Settlements
(Millions of 1984 dollars)

3ase Case Jotimistic Paggimieti:

Assumptions Assumptions Assumptions
4PPSS 3 Terminatad * ooy +124 <138
APPSS 3 Completeq +55 +216 - 31
Ixpected Costs/Benefits™ ~d9 +170 - 36

*agsumes 30,50 chance of teraination/completion.

Y i Council/OMB Staff Economic Analyses

The most important aifference petween the ity Lignt analysis anc
zne Councii/OMB 3Starf economic analyses is the ai“farant Zonc2o-
tual aoproach takzn in estimating the "opportunity zost” of
3onneviiie’s use Of ifs own non-Tirm <o meet 'nvestor-owned uti-
Tity ioad under tne proposed Settliement Agreements. “Opportumcty
cost" here 1s an 2stimate of the cost to Bonnevilie of using 7ts
aon-firm energy to meet the obligations defined 'n the proposed
settlements rather tnan using that non-firm 2nergy in 1ts MOS?
valuable alternative use. '

City Lignt pasically defines the "opportunity cost” of non-firm
anergy to 3onneviile to be the revenue iost as a result of reduceq
sales in the non-firm market. This is assumed Zo-.vary from 1.9 <o
2.1%/kwn in the near-term and de 2.4</kwh over the ionger term,

Althougn Council/OMB Starf® concur with City Light in tnis concep-
tualization during tne early years 0f the proposed setilement
agreements, Council/OMB Staff argue that the most valuapie alter-
native use of 3onneville's non-firm 2nergy over the longer run %o
Jonnevilla fassumea %0 De the same as public agencies) is to com-
nine it wlon comousTion turcines that 3onnevilia itself tould
acquire at 1 relativel, low capital -ost as needed ar scme ‘uture
date o create firm power, [f 3onneville adopted :nis strategy,
it wouia De anle to avoid tne expense of developing mor2 expersive
$irm resgurces. ne long-term opportunity cost o 3cnneville 13
tnen 2aual O the =xpected regional cost of acaui~ing new firs
resaurces n any given year minus tne levelizeq ‘aprtal cost °f
3c3uiring a combustion turhine, Thus in The Tounci:/OMB stafs
anaiyses, the long-term opportunity cost of non-firm eneryy risas
as nign as 412%2/kwn 1n some scenarios in contrast to Lne 2,17 <wn
long-term opportunity cost embedded in all of City Lignt's analy-
ses. The Council/OMB Staff analysis is consistent with 1deas

recantly developed 5y the Northwest Power Planning Council.
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The resuylts of %ne Council/CMB Starf inaiyses are summar® . 2¢ °°
Tiple 2. :3dgaitional <ecnnical information is inciuded i1 £3H8 U3
Analysas af the Moci<iad Settizment, Auyust 23y 198ELg
Table 2 |
Council/OMB Staff Analyses of the Present Value
of the Costs/Benefits to Bonneville of the Proposed Settlements
(Millions of 1984 Dollars)
3ase Case Jprimistic Pessimistic
Assumptions Assumptions Assumptions F
JPPS5S 3 Terminated =50 - 74 -154 i
WPPSS 3 Completed -18 ~i32 -371 i
zxpected Costs/Benefits” -39 *128 =263
'
: W 2 , AR e g el e RN {
City Lignt's Approximate Share -1.3 Miilion + 5 Miliion - 10 Miiiion
Annual Impact on City Lignt -.075/year +.25/year -.53/ yjear ‘
over life of Proposed ,
Agreements

*Agsumes 50/50 chance of termination/completion, The axpecteaq costs 1n tne
sascase analysis woula increase i the aropability of tarminating WNP-3
were issumea to pe greater tnhan S0%.

TwO summary DOints deserve mention:

. Altnough there s 3 present vaiue cost 3f 320 to 80 7nilizon i
to 3onneville and its oreference customers 'n tne dasacase
analysis, this cost would transiate 1nto less than 3 9.1%
levelized incraase in 3onneville preference customer ratas
over tne life of tne proposed agreements. Thus tne proposed
Settlement Agreements couid de Interpreted Lo be relatively
cost neutral.

P

iy The range of costs/benefics %o 3onneville ana 1ts prefarenca
customers is not Tikely to fail outsige the range of a pre-
sent value of - 3400 million o = 3200 miilion, These
fyguras rougniy transiate into 2 leveiized 9.1% increase in
3onneville nrefarence customer ratas and 2 0.2% gecreaase 1in
Bonnevilie prefarence Zustomer rates, raspectively.

-

~ ~

C. City Lignt ‘Perspective

The oroposea settlements financially imoact Jeattla it Laight: througn
Jonnevillie ratas and non-firm enerdy 3ai2s.

Th tne pasecase analysis, Seattle City Light wouid pay gonnevilia tne |
aquivalent of an additional 575,000/ year over the 1ife of the Prooosed
Agraements in increased wnolesale power rates. (The present value of




§75,000 per sear for 320 years is $1.5 million.) In actualiczy, 3P2
ratas wou'd ornnably be reduced in the near-tarm but increasaa more
cver tne longer-term,

The costs,cenefits to Seattle City Light frem changes in 3onneviile's
wnolesal2 sower ratas range from an iaditional cost of $500,300, year
for 30 years Jiven pes3simistic assumprtions and a decisinn .0 comoliete
WNP-3 t0 a reduction in wnolesale power costs of +3250,J00/year for 20
years given optimistic assumptions and a decision to compl!ate WNP-3.,

A 3500,000/year change in City Liygnht's costs translates currently ints
T2ss than a J.2% cnange in average customer rates,

The terms or :tne proposed Settlements tnat entitle Sonneviiiz 2o
purchase resources lass expensive than the output of compus=tion tur-
bines when 1z does not nave non-7irm energy availaole to deiiver %o
tne investor-owneag utilities may credte a lucrative marxet “ar (ity
Light's own non-firm 2nergy. ince City Lignt may have the capability
to shape its own non-firm into the “ime periods when Bonnevilia nas
none, City Light's revenues may increase, No quantitative estimates
of this potential odenerit have been aittempted.

Iv. POTENTIAL COSTS [F NO SETTLEMENTS ARE REACHED

The primary economic benefit of the Proposed Settlements from tne Cizy of
Seattle’'s viewpoint 1s that 1t 2liminates %ne possibility that <he four °
privata utilities will ootain a substantial [uwo to 32 Bi1llion' ;uagment

+3gainst WPOSS, its memoer utilities and/or the Bonneville Power Aaminis-
tration. Thus it is relevant to compare the range and magnituge 2f <osts
that could ootentially be incurred with the Settlement Agreements ©o Lhose
tnat may oe facea 'f no Settlements are reached. These potentral zoscs
are summarized in Table 3. 4

Table 3
A Comparison of Potential Economic Costs/Benefits to Public
Utilities With and Without the Proposed Settlements

Jptimistic Qurcome Pessimistic Jutcome
41tnout Settlements Cost of Legal Fees Legal Fees - 32 3i'l1an
Cost
AYTn the Proposead
Settlements 5290 Million penefit $300 Millign "5

Cl2arly tre potential magnitude of the claims against Bonnevi!i2 3nou 9
zne four private utilities prevail in their liability and damaces !awsur®
1S mucn gr2ater than %tne most pessimistic assessment of the costs Jf tne
proposed Settliements,
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Judge 3rowning's July 10, 1335 dec1sions nave definitely placaa <ne 11abi-
1ity and damages lawsuit in 3 context where +he Court coula noid tnat
Jonneville and WPPSS nacd oreached tneir contracts with the investor-owne<
gtilities. Subsequent proceedings woula then need to assass tne "nateri-
ality" of tne breach before damage claims would be 1ssessed.

Althougn there is clearly 10 way to oredict now this lawsuit mignt 2e
decided at some future date snould the claims not de withdrawn from tne
Court, each person can make thelr own subjective juagment apout Ine magni-
tude and likali1hood of tne potential outcome. For axample, if ane ayno-
thetically pelieves that tners may De 2 50/50 chance of 2 1 2iliion
damage claim ,this is not a lagal opinion), then the axpectad <ast 3f not
agreeing to the Proposed Settiements is $500 million. The expectad CJst
of the Proposed Settiements given the nessimistic assumptions in thne
caouncil/OMB staff analysis is $270 miilion dollars. Thus it can de arjued
that the expected costs and risks associated with the proposea Setiiements
are likely to de 12ss than those associated with the alternative.

From the City of Seattle's perspective, it may be most relevant to compare
the City's ootential shar2 of inhe COSTS of the proposed Settliement Agree-
ments with the l2gal 72es the City 7ignt axpect to incur if iitigation
were to continue. Lagal zounsel nas astimategd that it is possidle chat
the City of Seattle could incur $250,700/year in litigation rcelataa axpen-
sas gver each of tne next 3-4 years if tne current WNP-3 "breacn of Ion=-
tract" disputes are not settled. This is approximately nalf the <osts
Seattle would likely pay as ‘ts shara [51.5 million) of the cost o 3onne=-
yille of =ne Proposead Sertiament. A 375),000 expense ©0 Seattis for
litigation, nowever, leaves open the risk of claims seing awaraed °J tne
investor-owned utilities. Additionally these expenses would ali 2e
incurred over a relatively short numoer of years as compared to the C0StS
of the proposed Settlement. (Seattie's share of the proposed Settiement
could range from a cost of $10 miilion to a benefit of 35 militon., Any
costs or benefits wcuid dDe spread over 3 30 year time norizon.'

V. POTENTIAL LEGAL CONCERNS ASSOCIATED WITH THE: PROPOSED SETTLEMENTS

1¢ tne Settlement 2roposals are avecuted, the investor-owned utilities
will drop their claims 3gainst 3gnneville and the Wasnington Pupliic “ower
Supply System for “motnoalling” ANP-3 ana w#ill pe unlikely =0 pursue such
claims against tne wNP-3 sarticipants directly, (Seattle 15 2 ANP =2
participant.) Thus tne Zity of Seartle would only remain 3 party 23 tre
sresent iawsuit oy virzae of 22¢ci1fic Power and Lignt Company's n1ra 2arty
compiaint regarding cost snaring and sridge loans. Leygal counsei nas
racommended that it may Je orudent for tnhe City of Seattle tc make anv
support far tne Prcposed set=lements conditioned on the clains r2l2t2a I35
WNP-3 nseing 4ropped.
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vi.

Adgitionally a group Of Wdashington public utilities *(the Wasnhington i
Group) has raised legal Juestions as to the legality, validity and ar<sr-
ceability of the Settiement 2roposals. [t is possibie that tnhe ity oF
Seattle coula de drawn into further legal disputes i¥ it supports :ne
’roposed Settlements and the Jashington Group gecides to oursue 1ts 1243
ittack on them, enven tnough 3eattle would not 2e a signatary to the /
Settlement Agreements as they are now structured.

There are serious practical and legal impediments to the Washington Grouo
following through on such a legal chalienge. However, the City 2f Seatt’=2
can lessen its risk Dy urging Juage 3rowning to r2view the Proposeqa
Settlement Agreements to jetermine that they are lawful, vaiiag anc 2n7or-
ceable and clearly stating that Seartle’s support for the Proposed Settle-
ment Agreements is conditioned on them deing found to be lawful, vaiia and
anforceable.

COUNCIL STAFF RFECOMMENDATION

The City of Seattie is facea witnh two less than iaeal choices: supoore
Sattlement Agr2ements tnat are not 3is desireable as they mignt be or =15«
“ne outcome of iitigation wnicn coula result in significantly nigrer caszs
to Bonneville and Pacific Northwest pubiic utilities,

The proposed Settlement Agreements are less than ideal in at least severa! é
ways:

1. Althaough they embody the concepts of a floor and ceiling price to :
bound the payments the investor-owned utilities will make to Bonne-
ville for emergy tney raceive unger the settlement, the cerling 1s
much more irkely to De reacnhed than tne floor. In faet, there is 3
reasonable cnance that the 1nvestor-ownea utilitias could gay o orocea
lower than the priority firm rate paid by Sonneville's pubiic agency
customers for power that must De recognizea as firm at the celirvery
a2nd.s (ln return, 3omnevil!le does receive the value of an aption 2o
acquire the IQU's share of WNP-3 and the right. to purchase the output g
of the [0QU's combustion turbines.) i

2. Under "most propabia" or dasecase circumstances, soth Bonneviiie ina
its pubiic agency customers are iikaly to incur 3520-60 million in
costs regardless of the decision te terminate or complete WNP-3,
Seattle's shara of tnese costs 15 likxely to be rougnly $1.5 miilion
spread over JU. years.

*The Washington Group incliudes tnese utilities in WNP-3 litigation: 3enzon
County 2UD Mo. 1; Ciark County PUD No. 1; Cowlitz County PUD No. L; Grays
Haroor County PUD No. 1; Lewis County PUD No. l; Mason County PUD No. 1l; “ason

County PUD No. 3; Okanogan County PUD No. 1; Pacific county PUD No. 2; Skamania
County PUD No. 1; City of Zllenspurg; ana City of Tacoma.



A}l the economic analyses facus on 20sts/benefits <0 Sonnev-ile ing
seem t0 impiy that these are tne costs/benefifts tnat accrue 29 putitc
utilities. 4However, tnere is considerapie uncertiainty sur~luncing tne
future allocation of costs and benerits in 3onneviile's ratemaking.
For axample, 1 significant 2conomic penefit Of whe Droposec Setii2ment
Agreements is the option value 27 WNP-3 snould tne ragion neea 20
develop additional firm resources. Since the investor-owneq D ¥ ofa B i
are projectad to need aaditional firm resources vears in agvanca 2
public agencies, the benerits of fThe WNP-3 Joftion 2o puplic 3gencias
is likely to pe significantiy less than tne value >f tnat sotion =
Sonnevilie.

Jespite these limitations to the proposed Settlement Agreements, they
appear to represent a3 significant imorovement over tne status Juo.
This is particurlarly true given tne pravailing perception tnat the
Settlement Agreements as currently proposed are2 a “fake=1t or leave
it" proposition.

Since the proposed Settlement Agreements significantly reduca the
range of costs and risks that public agencies anc 8PA ara facing ang
sinca they represent a great step Tarwara 1n returning control 2t the
qublic utility industry to tne neads of 2lected puotic officiais,
Council Staff recommends tne €ollowing:

A. Recommendation 1

Council Starf reccmmends tnat the City 27 Seattle axpress suopors:
for the Proposed Settlements of claims ang litigation amony Four
investor-owned utilities (Puget Souna Power ind Lijgnt, Aasnington
Water Power, Pacific Power and Light, ana Portland General! Elec-
tric) and the Bonneville Power daministration together witn the
washington Public Power Supply System relating o extendad
construction delays at «NP-3 Zonditionea upon:

1. A judicial review and determination of validity of saiaq
agreements; and

2. Release of Seattle from claims ralated to Project =3
f1tigation; and

3. Continuing compliance of saia agreements w~izh the foliowing
principles taken as a wnoie:

a. Ali public agencies in tne Pacific Nortnwest including
Seattle snould pe oclaced in 3 position, as near ias day Je
Jossible, of zost neutrailty; .i.e., tnat tne vaiue aof e
public agency oayments o 3onneviila over Tne e of ftne
agreements be substantially tne same witn or ~7ingut tre
oroposed settiement.
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p. The risk to deattle of exposure to approximately Iwc 911 ''2n
dollars of alleged claims and lega! axpenses arising aut °F
the extended construction delay of Project No. 3 shoula 2e
2liminated.

s Seattle's Tega! expenses and substantive 2xposure relating 'o

other issues in connection witn construction of Project No. 3
should be reduced.

3. Control of MNorthwest puplic utility systems should De raturn-
ad to locally elected officials and others cnarged with tneir
administration rather than be subject to the uncartainties af
litigation.

W

. The settlement agreements should be consistent with the pra-
farence provisions of the 3onnevillie Project Act and the
Regional Act.

f. The efficiency of the region's diverse firm ana non-firm
resources should be maximized.

3. The orice to be paid by the investor-owned itilities snould
Je commensurate with the value of tne power that tney receive
f~om the Sonneviile Power Administration.

n. A1l future BSonneville proceedings relating to ?roject No. 3
should be open at the outset to full participation by Pacific
Northwest public agencies affected by Bonneviile rates.

Recommendation 2

Council Staff recommends that the City of Seattle's comment on the
Oroposed Settlement Agreements 1nclude tne following comment on “ne
arocess to 2e followed 11 all future activities with respect %o oiner
penaing Pacific Northwest ragional iitigation:

Seattle strongly celieves that the 3onneviile Power Administration
should have opened discussions on the Project No, 3 sa2ttlement
araposal to Pacific Northwest publis agencies at a mucn e2arlier
gat2 and that nucn agverse public comment, expensa, ana rancor
could nave thereby bdeen avolded. Seattie recommends ftnat 3onne-

1ile gpen a'l future discussions of regionai sower matters,
wnether related o the Supply System or aot, to meaningru! Dar-
tictpation Dy 2acific Northwest public agencies 3t the suftse',
3onneville is encouraged Lo undertake turtner 4ctiviites wr n
respect Lo other nending Pacific Northwest regional 1it14at” un
reiating o tne supply system 1n order to achieve fthe rafyrn o7
Pacific Northwest public agency =lectric systems to a cooperstive
and equitable environment.
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~hese two racommendartions, inciuding 3 statament that <ne ity of
seattle believes tnat appropriate settlement Of the ciaims relatad 0
rne extended construction deiay of WNP-3 would de denericial “or all
parties in the Northwest, are 2mpodiad 1in Resolution 2722%.
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Exhibit K

Eugene Water and Electric Board,

WNP-3 Settlement Analysis
(May 23, 1985)




OBJECTIONS TO PROPOSED WNP-3 SETTLEMENT

RATE IMPACTS ARE NOT NEUTRAL

* Benefits depend crucially on WNP-3 completion
Near-term power surplus not diminished from Regional perspective
* BPA's cost-benefit analysis

- reveals prolonged period of net losses for BPA

- does not consider impacts on 10U Average System Costs

- relies on optimistic cost assumptions

»*

THE SETTLEMENT TERMS DO NOT RESEMBLE THE WNP-3 NUCLEAR PLANT

* JIsolates I0Us from Supply System and Regional decisions
- WPPSS Management

- 4/5 Cost Sharing Litigation
* Ppower deliveries do not resemble power from a nuclear plant

I10US ESCAPE DIMENSIONS OF NUCLEAR RISK

Risk of WNP-3 termination absent the mothballing decision

"TMI-type” risk exposure averaged over four surrogate plants

"TMI-type" expenses not included for non-operating surrogate plant
Decommissioning costs incurred after surrogate plant taken of f=-line but not

in decommissioning fund are excluded

* % * *»

THE PROPOSED SETTLEMENT IS UNNECESSARILY COMPLEX
* Surrogate plant operations are not related to the PNW region

* Difficult to explain extraregional surrogate plants to ratepayers
* Exposure to EIS, NEPA environmental objections to combustion turbines

432PM616
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EWEB WNP-3 SETTLEMENT ANALYSIS
May 23, 1985

EWEB recognizes the uncertainty and ranges of possible costs and benefits
surrounding the proposed WNP-3 settlement. The purpose of our technical

analysis is twofold:

1) To explain BPA's cost/benefit analysis and results; and

2) To demonstrate how fragile BPA's results are to reasonable changes in

the underlying assumptions.

Two alternative cost/benefit scenarios are offered that more closely resemble

the expected financial consequences of the proposed power exchange.

BPA's Cost/Benefit Analysis

BPA determines the costs expected to be incurred by the proposed settle-
ment from BPA's marginal cost studies. Based on different load growth
scenarios, power generation resources are selected that would meet additional
projected loads, and these resource costs are used to estimate the costs of
providing power to the IOUs under the terms of the proposed settlement.

One adjustment is made to the "marginal costs” determined above. Under
the terms of the proposed settlement, the availability of combustion turbines
forms a "cost cap”; BPA will never need to incur costs greater than the run-
ning costs of a combustion turbine. The power needed to fulfill BPA's obli-

gation is expected to be provided by secondary energy under most water year

422PM615 1




conditions. BPA's cost/benefit analysis identifies expected costs as

follows:1

Net Present Value of Power Generation $1,017 Million
= Net Present Value of Combustion Turbines 255 Million
= Net Present Value of Costs to BPA $ 762 Million

BPA determines the benefits expected from the exchange from estimates of
"0&M" payments from the IOUs to BPA and from the potential value of an option
on the WNP-3 plant. The O0O&M payments are based on the operation and mainte-
nance expenses incurred at surrogate nuclear plants (or on WNP-3), and are
estimated to average approximately 22.0 mills/KWH over the life of the pro-
posed power exchange. |

The value of an option on WNP-3 depends on the ultimate disposition of tbg
nuclear plant; if WNP-3 is terminated, preservation costs are incurred by BPA
with no offsetting generation benefits. However, if WNP-3 remains a cost-
effective resource and is needed to meet preference customer loads, the I0Us'
30% share would serve to hold down BPA's power production costs. In BPA's
cost/benefit anlaysis, WNP-3 is assumed to be on-line in 1995 and benefits are
calculated over an expected 35-year plant lifetime. Expected benefits are

calculated as follows:

Net Present Value of 10U O&M Payments $628 Million
+ Net Present Value of WNP-3 Option 205 Million
= Net Present Value of Benefits to BPA $833 Million

The net benefit to BPA under the assumption that WNP-3 is a cost-effective

resource for BPA's preference customers and is completed is the difference

1Figures based on BPA's completion case scenario.
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between the above benefits and costs, as follows:

Net Present Value of Benefits $833 Million
- Net Present Value of Costs 762 Million

$ 71 Million

All figures are expressed in "real” (adjusted downward to account for expected
inflation) and "discounted” (adjusted downward to account for the time-value

of money) terms. Actual costs and benefits would therefore be larger.
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EWEB WNP-3 Settlement Analysis

EWEB has used the identical cost/benefit framework as BPA, butfcalculaces

results based on the following modified assumptions:

a) Costs to complete and operate WNP-3 - 40.0 mills/KWH as opposed to
BPA's 37.3 mills/KWH estimate;

b) "Cost cap” from combustion turbine/nonfirm availability - 30.8
mills/KWH as opposed to BPA's 28.8 mills/KWH estimate;

c) Opportunity cost of nonfirm power during near-term surplus valued
at 23.0 mills/KWH in the completion case and at 21.0 mills/KWH in
the terminated case.

The selection of the above values does not represent the unique solution to
the cost/benefit calculation, but serves to represent realistic consequence;
of the proposéd WNP-3 settlement and also serves to display the sensitivity of
the results to reasonable changes in the underlying assumptions,

The costs to complete and operate WNP-3 were increased by 2.7 mills/ KWH

to account for the following:

a) Remaining capital costs spread over a 35-year period instead of a 40-
year period (an increase of 1.3 mills/KWH);

b) An extended delay of the on-line date expected for the plant that
could increase the expected real (adjusted for inflation) value of
operation and maintenance costs, capital addition costs, nuclear fuel
costs, and administration and general overhead costs.

For comparison, the Regional Council staff's preliminary estimate for WNP-3

completion and operation costs 1s 44 mills/KWH (WNP-1 and WNP-3 Planning

Assumptions, February 11, 1985),
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The “"cost cap"” arising from the use of combustion turbines and nonfirm
power was increased by 2.0 mills/KWH to reflect a higher value of nonfirm
power during periods of load/resource balance and also to account fdf a higher
possible use of the 10U combustion turbines. In their cost/benefit analysis,
BPA assumed a value for nonfirm power of 23.86 mills/KWH during periods of
load resource balance. For comparison, BPA's 1984 WNP-1 and 3 restart study
(BPA Review of Washington Public Power Supply System Projects 1 and 3,
November, 1984) assumed a 30 mill/KWH value for nonfirm power during periods
of load resource balance. A 26.1 mill/KWH value for nonfirm power would
result in the 2.0 mill increase to the combustion turbine/nonfirm "cost cap.”

Alternatively, a higher need for combustion turbines would result in an
increase in the "cost cap.’ BPA assumes that combustion turbine operation
would be required 12% of the time during periods of load/resource balance. An
increased reliance on available nonfirm power has been identified as part of
the Regional Council's 1985 Power Plan to meet the region's firm loads. Such
a reliance would increase the expected need for combustion turbines pursuant
to the terms of the WNP-3 settlement. A 17% need for combustion turbine
operation corresponds to the 2.0 mill increase to the combustion
turbine/nonfirm “cost cap.”

The third change made to BPA's cost/benefit analysis concerns the
incorporation of alternative benefits available from secondary power sales
during the near-term power surplus. If BPA could serve the DSI top quartile
loads with available secondary power, displace high-cost thermal resources in
the Pacific Northwest, completely fill its share of the expanded Pacific
Southwest'intertie for sales to California utilities, and fulfill the terms of

the WNP-3 settlement, this “opportunity cost” of secondary power is low.

However, if the proposed WNP-3 settlement results in a decrease in nonfirm
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———— e

sales valued at the 23.4 mill/KWH standard rate or a decrease in surplus firm
sales valued at 28.0 mills/KWH, the opportunity cost of secondary power would
be high, and the proposed WNP-3 settlement would decrease BPA's revenue

opportunities,
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Cost/Benefit Results

The following four graphs illustrate possible economic consequeﬁces of the
proposed WNP-3 settlement. The first two graphs portray BPA's assumptions and
calculations--these are the precise results released by BPA, The remaining
two graphs incorporate changes in the underlying assumptions relating speci-
fically to the costs expected to complete and operate WNP-3 and to the value
to BPA of secondary power. No costs have been incorporated to account for
changes in the 10U "average system costs” under the provisions of the BPA

Residential and Rural Exchange program. All values are expressed in real,

discounted terms.
1. BPA's WNP-3 Settlement Analysis - Completion Case

BPA's cost/benefit analysis shows positive net benefits accruing to
BPA in 1987 and 1988, followed by 16 years of negative net benefits. The
positive net benefits in 1987 and 1988 result frpm 10U payments during a
period of surplus, while the negative net benefits arise due to increasing
BPA power production costs. The projected cash flow arising from the
settlement agreement becomes positive in the year 2005 due to benefits
derived from the WNP-3 plant, and remains positive for the remaining life

of the WNP-3 plant. Under BPA's scenario, the final net benefit of §71

million is achieved in the year 2029.
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2. BPA'"s WNP-3 Settlement Analysis - Termination:Case

BPA's termination case assumes: a higher probability: of low~ioad growth
and therefore lower power production costse. BPA receives positive net
benefits through the year 2001, followed by a period of net losses through
the remaining term of the proposed settlement exchange. BPA would pay for

the I0Us' 30% share of any WNP-3 preservation costs under this scenario.
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3.

EWEB WNP-3 Settlement Analysis - Completion Case

The following graph derives from BPA's cost/benefit framéwork, but
incorporates a 40.0 mill/KWH estimate necessary to complete and operate
WNP-3, a "cost cap” of 30.8 mills/KWH arising from BPA access to the IOU
combustion turbines, and an "opportunity cost” value of secondary power
diverted to the I0Us of 23.0 mills/KWH.

This scenario shows that additional revenues received by BPA from the
settlement are offset by alternative sales that BPA would forego in 1987
through 1989, and that the benefits received from the I0Us' 30% share of
WNP-3 do not offset the losses BPA would incur from 1990 through 2005 in
providing power to the IOUs pursuant to the terms of the proposed WNP-3
settlement. The net benefit of this scenario is a real (adjusted downward
for inflation) discounted (adjusted downward for the time value of money)

net loss of $69 million.

422PM615 9




&.. EWEB WNP-3 Sertlement Amalysis = Termination' Case

The following graph incorporates a “cost cap” of 30.8- mills/KWH
arising from BPA access to the IOU combustion turbines and an “opportunity
cost” value of secondary power diverted to the IOUs of 21.0 mills/KWH.
This scenario shows that additional revenues received by BPA are offset by
alternative sales that BPA would forego from 1987-1993, and that BPA would
incur higher power supply costg than payments from 1994 through the end of
the proposed settlement. The net benefit of this scenario is a real
(adjusted downward for inflation) discounted (adjusted downward for the

time value of money) net loss of $153 million.
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Additional problems accompany the proposed WNP-3 settlement. The quantity
of power delivered to the IOUs is based on the assumption that the WNP-3 plant
would have been built "on time, on budget” absent the BPA mothbarling deci-
sion. "Three Mile Island-type” risks are not incurred for non-operating
surrogate plants, nor are decommissioning costs that may exceed those that
were budgeted for the surrogate nuclear plants. Neither "Three Mile Island-
type” expenses nor higher than expected decommissioning costs at the WNP-3
plant are included if these events occur after the lifetime of the surrogate
nuclear plants, and the basis for "O&M" payments is not specified in the event
that the WNP-3 plant reaches commercial operation but is subsequently taken

of f-line while a surrogate plant is still operating.
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STATEMENT OF THE EUGENE WATER & ELECTRIC BOARD
BEFORE THE BONNEVILLE POWER ADMINISTRATION
HEARING ON WNP-3 SETTLEMENT PROPOSAL
EUGENE CITY COUNCIL CHAMBERS
MAY 17, 1985

At its Boafd meeting last Monday night, the Coﬁmissioners of the Eugene
Water & Electric Board voted unanimously to oppose the proposed settlement
between the Bonneville Power Administration and four private utilities over
the mothballing of the WNP-3 nuclear plant. The .Commissioners foundrthat the
continuation of the private utilities' lawsuit may be preferable to the
settlement as currently proposed.

Yesterday, Judge William Browning set aside a previous judicial ruling
that Bonneville had breached its ownership agreement with the four private
utilities. The Eugene Water & Electric Board opposes future discussions of
this settlement without the 1legal finding that a breach of contract has
occurred.

The Eugene Water & Electric Board opposes any settlement process that
continues to exclude representation by EWEB and other customers who are
ultimately responsible for any settlement payments.

EWEB opposes any settlement requiring payment by the.ratepayers of the
Eugene Water & Electric Board in order for the private utility owners of WNP-3
to receive more benefits from the mothballing decision than they would have if
the WNP-3 plant had been completed on schedule. Bonneville's proposed
settlement leads EHEB to ask, will Bonneville offer a similar settlement to
the owners of the remaining 70 percent of WNP-3 in the form of a long-term
low=-cost sale of power?

What 1is wrong with the proposed settlement term? EWEB has performed

detailed analyses of the expected revenue impacts on Bonneville's publicly

owned utilities and has concluded that the risk of detrimental rate impacts on
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EWEB WNP—3 SETTLEMENT ANALYSIS
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our ratepayers is very real. How fragile are the economics of this proposed
settlement? OQur cost/benefit analyses conclude that any positive benefits of
the settlement's power exchange transaction depends heavily on thé eventual
disposition éf the WNP-3 nuclear plant. In order for Bonneville's public
agency customers to avoid heavy financial losses from the power exchange
contemplated in the proposed settlement, the WNP-3 nuclear plant would have to
be completed and the power would have to be needed by Bonneville's public
agency customers. Will power from WNP-3 be needed by these customers? The
best information available to the region today indicates that the plant will
not be needed by Bonneville's public agency customers over the immediate
resource planning horizon and the plant may not be available at such time that
the power 1is needed. In fact, as recently as Wednesday of this week the
Regional Council staff cast further doubt on the ultimate availability of
power from WNP-3. EWEB questions why its ratepayers should be required to pay
to preserve and complete the WNP-3 nuclear plant when the power will most
likely be needed first by customers of the investor-owned utilities. EWEB's
analyses indicate that even if the WNP-3 plant was found to be a needed and
available resource, only a slight deviation from the estimated completion
costs and expected plant life would result in a $150 million cost to
Bonneville's publicly-owned utility customers,

Will the pfoposed settlement result in Bonneville receiving more revenue
from the WNP-3 private utility owners than it would receive from other avail-
able secondary markets? We believe not. In fact, we commend Bonneville for
its recent implemention of a successful power marketing program for its
secondary energy. EWEB is opposed to an exchange of Federal Base System
secondary power at prices below the rates set for the sale of such power to

Bonneville's other customer groups.
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There are other problems with Bonneville's settlement proposal. The
private utility owners of WNP-3 should not receive power based on.a nuclear
piant scenario while escaping reasonable risks of owning and o;etating a
nuclear power plant. EWEB's analyses of the documents comprising the proposed
settlement indicate that the private utility owners would not be exposed to
the risk of "Three-Mile Island-type"” costs and excessive decommissioning costs
that might arise at surrogate nuclear plants during such time that WNP-3 is
not operating. The WNP-3 private utility owners would not bear the risk of
these same costs at the WNP-3 plant after the surrogate nuclear plants have
been taken off-line. What is the treatment of costs in the event that WNP-3
reaches commercial operation but is subsequently taken off-line while at least
one of the surrogate nuclear plants remains in operation?

What should Bonneville do now? Given the substantial opposition to the
proposed settlement by Bonneville's public agency customers and the action
yesterday vacating the earlier judicial ruling that Bonneville had breached
its contracts with the private utilities, Bonneville should set the proposed
settlement aside. Bonneville should move forward to determine the most
advantageous disposition of the mothballed WNP-3 nuclear plant in view of the
power supply needs of its customers. If there is ever talk of settlement on
this issue in the future, Bonneville must include the concerns voiced by its
publicly-owned utility customers. Any settlement must be fair, and must not
adversely affect Bonneville's other customer groups. The Commissioners and
staff of the Eugene Water & Electric Board have been and remain willing to

work constructively towards responsible disposition of this and other of the

region's energy problems.
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Staff Recommendation
WNP-3 Settlement Proposal

Staff cannot support Bonneville's proposed settlement. In fact,
continuation of the IOU lawsuit to its conclusion may be preferable to
the settlement as proposed. At a minimum, more time should be made

available for a continued public process.

Staff is convinced that Bonneville has not adequately taken into
account a number of significant concerns and, therefore, recommends that

the Board direct the staff as follows:

A. Urge Bonneville to extend its May 31, 1985, public process
deadline in order to provide adequate time to hear and consider

the technical concerns of its customer groups.

B. Continue to work with other publically owned utilities through
the forum provided by the Public Power Council to construct

an alternate proposal that would take into account:

1) The capture of all dimensions of nuclear risk;

2) the average system cost treatment of the residential/rural
exchange;

3) terms of power deliveries and plant performance that
resemble WNP-3;

4) further mitigation of adverse rate impacts on Bonneville's
preference customers;

>~ 5) clearance of Bonneville's authority to terminate WNP-1 and 3

if necessary; ,

6¢) minimization of the complexity of any , power exchange
arrangement;

7) a more limited settlement term.




Exhibit L

Memorandum from Steve Waddington to
PNGC Board of Directors,
Proposed WNP-3-—An Economic Evaluation
(April 17, 1985)
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Paclific Northwest Generating Company
Serving the power needs of our member
rural electric cooperatives

8383 N.L. Sandy Blvd.

Suite 330
Portland, Oreqgon 97220
503 255 7248

PINGE

Aprid<17;=1985
”~

MEMORANDUM

To: PNGC Board of Directors
From: Steve Waddington $><Z~&-
Subject: Proposed WNP-3 Settlement--An Economic Evaluation

Last January the Bonneville Power Administration (BPA) and four
private utilities proposed an exchange agreement that could
settle litigation involving BPA's decision in 1983 to halt
construction of the Washingtcn Supply System nuclear plant #3
(WNP-3). Subsequent to this announcement, BPA staff released an
economic analysis concluding that BPA's expected benefits from
the exchange agreement were sifficient to cover its expected
costs. The PNGC staff has evaluated this economic analysis.
This evaluation and some preliminary conclusions are reported to
you in this memorandum.

PNGC is not a party to the litigation involving WNP-3, and is not
taking a position as to the propriety of any settlement. The
analysis and conclusions presented below are intended to be an
objective evaluation of the costs and benefits implied by the
proposed exchange agreement. There was also no effort made to
compare these impacts with the potential costs if the lawsuit is

not settled.

The analysis is also subject to change. The draft settlement
contract language, which is scheduled for release by BPA this
week, could well have material changes that would have to be

incorporated into the analysis.

Preliminary Conclusions

Except under the most favorable circumstances, PNGC concludes
that the proposed exchange agreement results in a net cost to
BPA. Our best guess is that it would cost BPA about $180 million
over the next 45 years. We would emphasize that this expected

»




cost is bounded by a wide range of costs, from zero to $700
million, depending on load growth and whether the plant is
ultimately needed and completed.

It is virtually impossible to compare this cost to the potential
cost if the litigation is not settled. The IOU's have claimed
over $2 billion in damages. On the other hand, a BPA spokesman
recently stated that the lawsuit would ultimately be won by BPA.
He continued by advocating the settlement because it would be a
"good deal" for BPA, and because litigation is divisive.

While our conclusion is that this exchange agreement would likely
result in higher costs to BPA, it is uncertain how expensive it
would be. This uncertainty is probably more important than the
dollars, and it is a difficult proolem to get our arms around.

We do not know how fast BPA's loads will grow. We are not sure
when or if WNP-3 will be built, or at what cost. And the
ultimate outcome of the litigation is unknown.

The cost/benefit analysis has made it possible to identify
specific outcomes that would likely be very expensive, and others
that show the cost of exchange agreement to be slight. These
high and low cost outcomes are itemized below.

The settlement would be very expensive to BPA under any of the
following conditions:

Low load growth, plant completed.

High or medium load growth, plant involuntarily
terminated.

BPA would ultimately win the litigation.

It costs significantly more to complete WNP-3 than
currently estimated.

The settlement would not be very expensive, or could possibly be
a net benefit to BPA, under the following conditions:

High load growth, plant completed.
% Low load growth, plant terminated.
. BPA would ultimately lose the litigation.
. CT's are required to meet the exchange 5% or
' less of the time.

The remainder of this report is organized as follows. A brief
description of the exchange agreement is provided in Section 1.
This is followed by a summary of BPA's cost/benefit analysis and
conclusions. 1In Section 3, the PNGC staff analysis is described
and compared to BPA's.* Finally, several issues that were not
quantified are itemized in Section 4.

*Anyone desiring more information on the analysis reported here
should contact the PNGC staff. Full documentation is available.




section 1 - The Proposed Exchange Agreement

The basis of the agreement is an exchange of energy between BPA
and the four private sponsors of WNP-3: Pacific Power & Light
Company, Portland General Electric Company, Puget Sound Power &
Light Company and The Washington Water Power Company. BPA would
provide the Investor Owned Utilities (IOU's) with 160 average
megawatts of power in exchange for the right to the private
utilities' share of power from the uncompleted nuclear proiject.
The 160 aMw is pasea on the I0OU's investment to date in the
plant. Delivery would begin in 1987, when WNP-3 would have been
completed under the last construction schedule. The exchange
would last about 35 years, the expected plant lifetime.

The IOU's would pay BPA an amount equal to the operating and
maintenance (0&M) costs if WNP-3 had been operating (about 22
mills/kWh), or the actual costs if the plant is completed. The
IOU's also would provide to BPA energy from their combustion
turbines (CT's) to meet the 160 aMW exchange, and BPA would pay
the 0O&M costs of operating them. In most years, however, BPA
would draw upon non-firm or other, cheaper sources of energy to
deliver the exchange power, and would not incur the CT operating
costs.

In addition, the actual amount and length of the energy exchange,
as well as the O&M payments made by the IOU's, will depend upon a
pool of four "surrogate" nuclear plants if WNP-3 is never
completed. The IOU's would continue to pay the preservation
costs of WNP-3 at present, but BPA would reimburse those costs in
the future. And if BPA acquires the IOU share of the plant under
the Northwest Power Act and dacides to complete construction, the
IOU's would arrange for financing for their share of the plant.

Section 2 - BPA's Cost/Benefi: Analysis

The above exchange agreement has been described by a BPA
spokesman as a '"good deal" for BPA. It diminishes the power
surplus now, in exchange for the optiou un the IOU's share of the
nuclear plant if it is needed in the future. To actually
estimate whether the benefits outweigh the costs, the BPA staff
prepared a cost/benefit analysis. In this study, the costs of
meeting the load obligation were compared to the benefits
received from two sources: (1) the 0O&M payments made by the
I0OU's, and (2) the value to BPA of the WNP-3 option, if the plant
is completed. The study was performed over 45 years, in order to
capture the full impact of the exchange. The resulting benefits
or costs as reported here are in present value terms over the
full study horizon, and are in real 1984 dollars.

The cost of the exchange to BPA is the cost of non-firm power,
firmed up with power from CT's when non-firm is unavailable. BPA
assumed that CT's would be required to meet the exchange 12
percent of the time. The levelized cost of these two sources of
energy were assumed to be 21 mills/kWh for non-firm and 65




mills/kWh to operate the CT's. It was also assumed that the
IOU's would pay BPA 22 mills/kWh, a surrogate of the 0&M costs of
this power if it were generated by a nuclear plant. This payment
to BPA, by itself, is insufficient to offset BPA's cost to serve.
However, if the WNP-3 plant is built, this increases the benefit
to BPA significantly. The power generated by this plant in the
future could be cheaper than the next available resource, and
BPA's analysis includes the difference as an added benefit to BPA
under the exchange agreement.

The above comparison of costs and benefits is very sensitive to
two somewhat related assumptions: (1) how fast will BPA's loads
grow? and (2) will WNP-3 be completed, and if so, at what cost?
The value of the WNP-3 option is very sensitive to load growth
assumptions. If loads grow fast, the marginal value of power is
very high, and the option is a great benefit to BPA. However, if
the plant is completed and low load growth materializes, the
WNP-3 option is a serious liability. If the plant is terminated,
BPA bears the termination costs, and, of course, there is no
value to the option.

The BPA analysis treated these uncertainties probabilistically.

A decision tree was used to estimate the probability of different
load conditions occurring. The value of the WNP-3 option was
then a weighted average of different load growth possibilities.
These average results are summarized in Table 1. If the plant is
completed (p = .675), the IOU's O&M payment and the WNP-3 option
benefit exceed the cost of delivering the power by $71 million.
If the plant is terminated (p = .325) the exchange ends up as a
net liability to BPA and costs about $89 million. The net
"expected" benefit, given the probabilities assumed, was
concluded to be $19 million, or close enough to be characterized
as a "wash."

Section 3 - PNGC Analysis

The PNGC staff adopted the same basic approach to evaluating the
benefits and costs. Within that structure, some modifications
were made, and these will be described below. Overall, the
changes result in a reduction in the "expected" benefit to BPA.
The probabilistic approach to load growth was then set aside, in

‘order to evaluate the costs under different assumptions about

load growth. This sensitivity analysis revealed a wide range of'
costs, depending on load growth and whether the plant is
ultimately built. These results are reported below too.

PNGC made three important changes to the analysis:

1. BPA's probabilities of load growth and plant
completion were felt to be too optimistic. BPA assumed
that except for a low probability of uncontrollable
termination, that WNP-3 would be built if high or medium
load growth materializes. PNGC assumed that a 50 percent
probability exists for voluntary termination in the




medium load growth scenario. Because of this change, the
overall probability of plant completion was lowered from
68 percent to 55 percent. This change also results in
higher marginal prices in the completion case, increasing
the value of the WNP-3 option.

2. The 0O&M costs for operating cT's to firm up BPA's
energy obligation were revised. PNGC used cost estimates
for existing combustion turbines, as published in ‘the
PNUCC Thermal Resources Database. in addition, PNGC
assumed a 1%/year real escalation in fuel prices. The
BPA cost estimate included higher escalation in fuel
prices, but the rate used was levelized over the study
period. The benefit BPA receives from using CT's
provided by the 10U's was also capped, and assumed not to
exceed BPA's own cost of installing CT capacity to meet
the exchange. overall, these changes increase the
estimated cost to BPA of meeting the exchange.

3. .The residential exchange impact was incorporated into
the analysis. 1If WNP-3 is terminated, there is some
possibility that thaz I0OU's would be allowed to include
the sunk investment in their rate base. This increase in
their average systen costs could, in turn, be passed
through to BPA under the residential exchange. PNGC used
a conservative approach to estimate the cost of this
impact. It was assumed that 70% of the sunk investment
would be allowed into the rate base, and that only two of
the four IOU's actually participate in the residential
exchange. Further, it was assumed that the impact goes
away by 1997, when tha IOU systems are no ionger surplus.
By then the I0U's average system costs would bpe expected
to increase anyway, as the IOU's invest to serve
jncreased load.

The expected benefit calculated by PNGC is ¢compared to the BPA
result in Table 2. In the completion case,. the cost of delivery
is about 30 percent higher than estimated by BPA. The value of
the WNP-3 option js significantly higher too. On net, the
expected outcome if the plant is completed is a cost to BPA of
$84 million. In the termination case, the cost of delivery is 15
percent higher. 1In addition, the residential exchange impact
costs BPA over $100 million. On average, the exchange agreement
would cost BPA over $300 million if WNP-3 is never needed or
built.

The cost of the exchange agreement ranges from zZero to over $700
million, depending on load growth and the conditions of
completion or termination. This range is jllustrated in Table 3.
If the plant is built, then the higher the load growth, the more
the benefit to BPA. If the plant is not completed, and load
growth is low, the cost to BPA is not high, only $51 million.




The very worst case, a $700 million cost, is associated with the
occurrence of both high load growth, and involuntary termination.

Also itemized in Table 3 are the probabilities used in the PNGC
base case described above. Altering your expectations about
load growth or plant completion would significantly change the
expected cost estimate. The PNGC analysis implies, however, that
the exchange agreement is a net cost to BPA in all but the most
favorable circumstances.

Section 4 - Issues not Quantified

There are several issues or uncertainties that were not
explicitly included in the above analysis, but that could be
quantified. They are mentioned here briefly, in two groups;
those that would decrease the BPA's costs, and those that would
increase the costs.

Assumptions that would decrease BPA cost

1. The exchange agreement would result in some
additional wheeling charges that BPA would receive from
the IOU's. No effort was made to estimate the magnitude
of this added benefit.

2. The analysis assumed full operation of the existing
Direct Service Industry load. Lower operating levels
would increase BPA's surplus, and CT's would not be
required to meet the load as often.

3. Non-firm energy availability was based on a 40-year
historical water record. Availability based on the
102-year water record would also imply less need for CT
operation.

4. When non-firm power is unavailable, it is possible
that other sources of power would be available to BPA
that is cheaper than the 0&M cost of the CT's.

5. The preliminary exchange agreement calls for delivery
of the energy from July to April. This delivery period
is rumored to be narrowed to between November and April
in the revised exchange agreement. This change would
most likely reduce the amount of time CT's would be
required, as well.

Assumptions that would increase BPA cost

1. The load growth forecasts used are higher than the
range presently being contemplated by the Council. Lower
load forecasts would reduce the benefit of the WNP-3
option, and possibly lower the probability of completion.




2. Before WNP-3 could be completed, the resource would
need to be acquired by BPA under terms of the Northwest
Power Act. This analysis assumes the plant is completed
in 1995. Current resource portfolios being considered by
the Council include WNP-3 further out than this.

Slipping the completion date of the plant would reduce
the option benefit of the exchange significantly.

3. The analysis is very sensitive to the assumed cost to
complete WNP-3. In the base completion case, a 10
percent increase in the cost to complete WNP-3 increases
the overall exchange cost by 285 percent. The expected
cost of the exchange increases from $84 million to $240
million.

4., The amount of time CT's are used is based upon
regional non-firm availability. If only Federal Base
System non-firm is available, the CT's would be needed to
firm up the exchange more often.
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TABLE 1
WNP-3 Exchange Agreement
Expected Benefit (Cost) to BPA - BPA Analysis

(Present Value - Millions of Dollars)

Plant is Plant is

Completed Terminated
Cost to Deliver Exchange (762) (691)
Oo&M Payment from IOU's 628 628
Value of WNP-3 Option 205 (26)
Expected Benefit (Cost) 71 (89)




TABLE 2
WNP~-3 Exhange Agreement
Expected Benefits (Cost) to BPA

(Present Value - Millions of Dollars)

Plant is Completed Plant is terminated

BPA PNGC BPA PNGC
Cost to Deliver Exchange (762) (1002) (691) (792)
0O&M Payment from IOU's 628 628 628 628
Value of WNP-3 Option 205 290 (26) (26)
Residential Exchange Impact 0] (o] (0] (116)

Expected Benefit (Cost) 71 (84) (89) (306)




TABLE 3

WNP-3 Exchange Agreement

Sensitivity to Load Growth Assumptions

(Present Value - Millions of Dollars)

Plant is Completed
Load Growth Probability Benefit(Cost)

High (2.6%) 50% 0
Medium (1.4%) 38% (61)
Low (0.3%) 12% (469)

Voluntary Termination Involuntary Termination
Load Growth Probability Benefit(Cost) Probability Benefit(Cost)
High (2.6%) 0% - 5% (701)
Medium (1.4%) 41% (369) 9% (539)
Low (0.3% 41% (77) 5% (51)




Exhibit M

Letter from Doug Ragen, Washington Utilities Group,
Comments on the Revised WNP-3 Settlement
(September 6, 1985)
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Subject:

Gentlemen:

PUBLIC INVCLVENMENT
No WP Care
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Referrec to

Acticn Taken:
O Ans. [ No Reply

Ms. Donna L. Geiger
Public Involvement Manager

Washington Utility Group Comments
on Revised WNP-3 Settlement and
Revised Environmental Assessment

On behalf of the Washington Utility Group, we
submit the attached comments on the revised WNP-3 settlement.
Because the revised settlement and revised environmental
assessment do not remedy the defects of the prior settlement
and environmental assessment, we resubmit our July 12, 1985,
comments on the environmental assessment.

Very truly yours,

s |
7 .
2 o BT ¥ : ' / FUGE R S

Douglas M. Ragen

cc & enc - Washington Utility Group

Managers and Counsel
Mr. Albert R. Malanca
Liaison Counsel
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September 6, 1985
WASHINGTON UTILITY GROUP COMMENTS

ON REVISED WNP-3 SETTLEMENT AND
REVISED ENVIRONMENTAL ASSESSMENT

INTRODUCTION

BPA's conduct in reaching a settlement on the IOUs'
Project 3 claims has been both insulting and injurious to BPA's
public power preference customers.

BPA has insulted public power preference customers
by excluding them from participation in the settlement negotia-
tions. The Washington Utility Group and other public utility
groups consistently requested an opportunity for such participa-
tion. Sée, for example, attached letters to Peter Johnson dated
December 19, 1984; February 6, 1985; and June 6, 1985. Even

after the "briefings" demonstrated that such exclusion was politi-

cally unacceptable, BPA conditioned public power participation

in the negotiations so severely that no meaningful improvements
in the settlement were possible. The few publics which did meet
with BPA and the IOUs in July and August, 1985, were restricted
on the issues they could negotiate and did not represent the
majority of Project 3 participants.

It is significant that BPA did not seek public powers'
views on an acceptable settlement before engaging in secret negotia-
tions with the IOUs. BPA thereby ignored its duty as a trustee
for its preference power customer interests. It appears that
BPA has acceded to directions from officials in Washington, D.C.,

or made private commitments to the IOUs to bail out the IOUs
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from their Project 3 risks. BPA's conduct blocked any potential
for negotiating changes which would be fair and acceptable.
The result is a settlement which is illegal, too complex, and
too expensive.

BPA has become such an advocate of the settlement that
it does not enjoy the confidence of public power to act fairly
on its behalf. Under the circumstances, the Washington Utility
Group believes that the only process for assuring a fair negotiat-
ing process and a reasonable settlement is through a court super-
vised mediation under Local Rule 39.1 of the United States District
Court for the Western District of Washington.

BPA has been too quick to accommodate the IOUs, all
at the expense of the publié preference customers. BPA's present
management has apparently forgotten that it was BPA that persuaded
the participants to join in Project 3 back in 1973, with the
assurance that the I0Us would take 30 percent of the plant.
At that time, it was recognized that the participants did not
need the 30 percent and did not have forecasted net billing capac-
ity to pay for the additional 30 percent. As a part of the hydro-
thermal power program which contemplated shafing the risks associ-
ated with construction, ownership, and operation of nuclear plants,
the I0OUs accepted the risk that the plant might not be needed
as scheduled.

The settlement‘injures public utilities by relieving
the I0Us of their obligation to pay for 30 percent of the comple-
tion of the plant when needed. Furthermore, it injures the public

by handing over to the IOUs a significant quantity of public
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power with a super preference over deliveries to other BPA cus-
tomers.

BPA's conduct in negotiations and settlement with the
I0Us has created a problem in the relationship between BPA and
public power which goes beyond the deficiencies of the settlement.
As a government agency, BPA should first serve its public power
customers. Public power has stated its objections to the settle-
ment at briefings in Seattle, Vancouver and Eugene. The substan-
tial participant consensus, measured by the interest in Project 3
and quantity of power obtained from BPA, is that the settlement
is a bad deal and should be rejected. Given this opposition,
BPA should have held to its earlier announced principle that
the settlement must be acceptable to the BPA customers who will

pay for it. BPA has ignored the interests of its public power

constituency--and that is a problem which BPA should remedy.




A SALE OF "SUPER" PREFERENCE POWER

The Bonneville Project Act gives the public agency
customers of BPA preference to the resources of the federal base
system. This resource commitment to public agency loads is reflected
in both the operational aspects of providing power and the rate-
setting methodologies of BPA. This preference, however, must
and has reflected the reality that there may one day be insuf-
ficient resources to serve public power needs. As a consequence,
public customer contracts include callback and pro rata reduction
provisions on the amount of power delivered in the event of future
insufficiencies. These contracts with public power run for a
term of 20 years.

The settlement agreement grants the IOUs "super" prefer-
ence power and violates public power's preference rights in four
principal ways:

1. BPA contracts to commit a federal base system
resource beyond the term of the 20-year power sales contracts
for its other customers.

2. There is no provision for callback or even
a prorated reduction in delivery if in the future there
is insufficient power in the federal base system to meet
BPA's other commitments.

3. The price of the exchange power will be below
that charged preference custmmers for similar power over

the life of the agreement.



4. The I0Us obtain a priority of service over
preference customer access to BPA power.
This "super" preference to the IOUs is illegal, unprecedented

and an unacceptable erosion of public preference rights.
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ILLEGALITY OF THE SETTLEMENT AGREEMENT AND FURTHER LITIGATION

The Washington Utility Group has sought a declaration
from Judge Browning that the settlement agreement is illegal
and unenforceable because it violates participants' rights as
third-party beneficiaries of the ownership agreement, violates
the Northwest Power Planning Act, the Bonneville Act, and NEPA.
BPA has failed to make any response during the briefings or in

its Issue Papers concerning the legality of the agreement. BPA's

reaction has been to level personalized charges against the Washington

Utility Group's counsel, who acted at the direction of their
clients to obtain such a declaration. The region has already
endured uncertainty in connection with contracts involving the
Washington Public Power Supply System projects. The settlement
agreement should not be executed until the court has had an oppor-
tunity to rule on its legality and enforceability.

BPA recognizes that there is substantial concern about
the legality of the settlement agreement. It has adopted the
unusual, if not unprecedented, course of action of providing
for a "fallback" agreement. As will be discussed below, the
fallback agreement is itself flawed.

A major defect of the settlement agreement is that

it transfers all of the meaningful incidents of ownership of

the IOUs' interest in Project 3 to Bonneville without a Section 6(c)

review by the Northwest Power Planning Council. As Congressman
Weaver stated during a hearing at which Administrator Johnson

described the settlement, "You bought it." As the Northwest



Planning Act requires, BPA should submit the settlement transaction
to the Northwest Power Planning Council for Section 6(c) review
before finalizing the settlement.

BPA claims the settlement does not bias the termination
or completion decision. That claim is not true. Without the
settlement, the 70 percent public share of Project 3 can be com-
pleted without Northwest Power Planning Council approval. With

the settleﬁent, there is no option to complete just 70 percent

for public power. The Northwest Power Planning Council must

approve need for 100 percent of the plant for public power.

If BPA and the IOUs were to cooperate, both a court
review of the legality of the agreement and, if appropriate,
a Section 6(c) review by the Northwest Power Planning Council
could be accomplished before the agreement is proposed to go
into effect in January, 1987.

BPA supports the settlement because it claims that
the settlement will avoid expensive litigation. This expectation
is unfounded. The settlement agreements are more complicated
than the lawsuit they seek to settle and will stimulate further
litigation. The agreements are far too complex to present an
acceptable method of solving a regional problem such as the IOU
claims.

Furthermore, the agreements fail to address some of
the important issues which must be resolved for rational treatment
of the future administration of the project or its termination.

For example, litigation focused on the meaning and application




of "prudent u;ility practice." That term needs to be defined

to remove all doubt that it was intended to cover need for power,
cost effectiveness and the schedule, budgeting and financing

for the project.

The>agreement also fails to deal with the participants'
claims that BPA is not entitled to direct that the project can
be completed by financing through BPA rates. If these items
are not resolved by the settlement, they will continue to present

the same litigation problem that exists in the current lawsuit.



AVERAGE SYSTEM COSTS

The prior settlement agreement expressly permitted
the IOUs to include their sunk costs, power exchange operation
and maintenance costs, and CT capital costs in the average system
cost methodology. Public utilities strenuously objected to this
double4dipping benefit to the IOUs. BPA a;d the IOUs responded
by removing the expfess permissive language in the prior agreement.
BPA went on to present its economic analysis of the settlement
and ignored the impact for average system costs.

The IOUs have frequently stated that they intend to
take advantage of the average éystem cost treatment under the
settlement. They have stated that they consider the revised
agreement "economically neutral"” in comparison to the initial
agreement.

At page 7, paragraph 3, of the}BPA's Issue Update dated
August 15, 1985, BPA has left open the opportunity for the IOUs
to include the exchange of power in its average system cost. 1In
contrast to its statements in the Issue Update regarding marketing
assistance, BPA has remained silent regarding "commitments" which
"are being made by BPA" on average system cost treatment.

Before signing the‘agreement, BPA should formally notify.
the IOUs and the public that it intends to exclude ﬁhe IoUs'
sunk cost and power exchange costs from average system cost.
If BPA has informally committed to allow average system cost

treatment of the settlement, BPA has misrepresented a major




economic impact of the settlement and has given away far too

much for the settlement.

For further comments on average system cost, see pages 23

to 26.
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BPA'S ECONOMIC ANALYSIS IS MISLEADING--BPA GAVE TOO MUCH AND

OBTAINED TOO LITTLE IN THE SETTLEMENT

In its public relations releases and other statements
advocating acceptance of the settlement, BPA regularly referred
to the IOUs' claims as representing a risk of $2 billion or $2.6.
BPA has then stated that it is confident that it will win the
litigation if litigation proceeds in the courts. What BPA has
failed to do is obtain or discuss its assessment of the value
of the IOU claims. BPA does not have sufficient information
to make a realistic evaluation of the claims. BPA has also failed
to quantify or discuss the value of the benefits of the settlement
to the IOUs. BPA should not settle until it has made such evalua-
tions and presented them for public comment.

BPA advocates of the settlement ignore that the IOUs
have gained substantial advantages from the construction delay
decision. The IOUs have not been required to advance the cost
to complete their share of the project. There is a serious ques-
tion whether certain of the utilities such as Puget and Washington
Water Power would have been able to raise their share of these
completion costs. Each of the IOUs has been able to represent
to the financial market that through this settlement they have
extricated themselves from the contingent liability of completion.
They have received an opportunity to recover their sunk costs
even though the project is not completed. The financial market's
response has been to upgrade their estimation of the IOUs' securi-

ties. In contrast to termination, the delayed decision has also
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allowed the IOUs who chose to do so to keep Project 3 on their
books rather than writing the project off against inadequate
earnings. Even if completed, the IOUs would have faced a substan-
tial risk that all or a substantial portion of their investment

in Project 3 would not be included in their rate bases by the
state public utility commissioners because the output of the

plant was not needed to meet their loads. In summary, the IOUs
have obtained many benefits from the delayed decision. BPA has
failed to analyze, quantify or discuss these advantages and thereby
has misled the public about the economics of the settlement.

BPA has also misled the public about the value of the
settlement through a biased selection of assumptions used in
calculating the economic impact of the settlement. It has also
granted benefits to the IOUs without obtaining comparable benefits
from the IOUs. For example,

- (1) BPA's evaluation of the settlement does not
include the substantial risk of average system cost treatment
on public utility customers.

(2) BPA has contended that there is a substantial

~value to the region for the option to acquire the IOUs'

interest in Project 3. The value of this option turns on
whether or not the plant will ever be completed. The chances
of completion are undercut by allowing the IOUs to walk
away from the project without paying their full share of
completion costs and operating costs, and without contributing
their political and technical support to the project. BPA

continues to use even in its most recent analysis the load
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growth projections it adopted in November, 1984. Since
then, BPA and then the Northwest Power Planning Council
have reduced the load forecast. These reduced load forecasts,
and particularly the load forecast for public power, indicate
the project will probably not be needed and, therefore,
is unlikely to be completed. The value of the option was
reduced when the Northwest Power Planning Council removed
Project 3 from the resource portfolio. The IOUs have stated
that the delayed project will not be cost effective.
Nevertheless, BPA uses in its analysis of the economic impact
of the settlement a 67.5 percent chance of completion.

The best way to recognize the absence of value
in ﬁhe option to acquire the IOUs' 30 percent share is to
look at the alternative. If the option has value, the IOUs
which claim a need for power should be interested in taking
an option to acquire the 70 percent share from theASupply
System in settlement of their claims. The IOUs have refused
to take over the plant because they recognize the option
to complete does not have value.

(3) In a trade for setting a minimum price of
16 mills per kwh, BPA agreed to a maximum price of 29 mills
per kwh. This was an unwise and unbalanced trade. The
16 mill per kwh minimum price is at or below what all experts
consider as the low for the operating and maintenance costs
of the surrogates and provides no real protection against

reduced revenues. In contrast, the maximum of 29 mills
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per kwh is well within the outside costs and limits unreason-
ably the potential revenue for the power delivered. As
measured by the opportunity price, the 29 mill price is
much lower than the market price for a similar long-term
contract for sale outside of the region.

(4) The cost-of-living adjustment for the price
of power delivered is inadequate. Because of expected increased
costs for safety, maintenance, and hazardous waste disposal,
the operation and maintenance expenses for nuclear power
plants will increase more rapidly than general inflation.

(5) Apparently, in exchange for a reduction in
the term of the contract, the IOUs obtained a concession
that BPA supply a minimum quantity of power per year and
a minumum aggregate quantity of power. However, BPA failed
to obtain, as would be reasonable, a reduction of the maximum
limit on either the annual or total quantity of power.

(6) It is advantageous to BPA to deliver the

maximum quantity of power under the agreement in the early

‘'years. In exchange for a commitment to supply a minimum

quantity of power, BPA should have obtained a concession

that it be allowed to deliver on a take-or-pay basis the

maximum quantity of power, 193 megawatts, when it wished
to satisfy the minimum annual and aggregate supply require-
ments of the agreement.

(7) The quantity of power to be delivered is
based upon a 65 percent availability factor. This figure

is higher than industry experience and unsupportable.
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(8) The I0Us received shaping benefits which
give them power in the winter months when they need it most,
unlike the steady output of a nuclear plant. BPA receives
no compensating benefits for this advantage to the IOUs.

(9) The agreement allows the IOUs to predeliver
or delay delivery of up to 2/9ths of the energy due to the
company's right to first meet its own load during extended
peaking operations or for maintenance periods. BPA receives
no compensating benefit for this flexibility offered to
the IOUs. Similarly, it receives no compensating benefit
for the flexibility offered to the IOUs to double the rate
of delivery of their power under the exchange.

(10) BPA grants to the IOUs the advantage of
"uniform" wheeling charges even though the IOUs will take
power in concentrated blocks on which wheeling charges for
such quantities would be higher.

(11) BPA has failed to adequately estimate the
frequency with which CTs will be required. BPA has also
failed to quantify the use of CTs beyond the year 2005 when
they are expected to be more frequently in demand due to
regional resource locad balance.

(12) BPA's economic evaluation is based upon
the value of the option to complete the plant. This option
in turn is based upon preconstruction delay budgets of the
cost to complete. Those budgets were designed as operating

goals that contained inadequate provision for the contingen-

cies experienced by other plants for both pre- and post-operation
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"completion." Thus, BPA has understated the benefit to
the IOUs of the relief they have obtained from their responsi-
bility to pay for their share of the completion of the project.
(13) BPA's economic analysis understates the
benefit to the IOUsvof the opportunity to resell the energy
provided to California at higher prices when market conditions
allow.
In summary, BPA began the negotiating process with
the expressed goal of trying to place the IOUs in a position
similar to that which they would have been in had there been
no delay in construction. Instead of reaching this goal, BPA
relieved the IOUs of much of the expense and uncertainty of nuclear
plant construction and operation and gave them economically advanta-
geous certainty on quantity, price and delivery. The IOUs obtain
a minimum quantity of power at a bracketed price on a delivery
schedule known to them in advance. The IOUs have replaced the
uncertainty of nuclear power plant construction, completion,
and operation with the certainty and reliability of the Columbia
River and the federal base system. BPA has granted this advantage
to the IOUs without a discount in the quantity of power, nor
an upward adjustment in its price. BPA has made these concessions
without any realistic estimate of the exposure presented by the
pending litigationm.
On the following pages, we present a more realistic
economic analysis of the WNP-3 revised settlement proposal. This
analysis includes the assumptions used and an explanation of

the Average System Cost methodology for the residential exchange.
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As can be seen from this analysis, the range of cost (in millions)

of the settlement under Termination and Completion is as follows:

Low Medium High
Termination: -$148 -$322 -$630
Completion: 90 - 48 = . 293

Note: The above figures do not include the economic
burden of the items listed which are difficult to quantify and

have not been incorporated into our analysis or that of BPA.

N 1
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WNP-3 REVISED PROPOSAL

ECONOMIC STUDY ASSUMPTIONS

LOW MEDIUM HIGH
O&M 24 mills 24 mills 22-24 mills
PLANT CAPACITY FACTOR .65 .65 .65
BPA OPPORTUNITY COSTS 21 mills¥® 22 mills* 23 mills*
OTHER RESOURCES 12% 172 207
CT 6% 11% 147
OTHER 6% 67% 6%
CT COST 57 mills® 57 mills* 57 mills*%
OTHER RESOURCE COST 35 Mills 40 mills 45 mills
; WNP-3 COST 42 mills 44 mills 46 mills
l
\
i DELIVERIES PPL -10 yr. delay WWP-no delay or deferral

PGE-5 yr. deferral PSPL-no delay or deferral

FROBABILITY COMP/TERM 40/60 40/60 40/60
i RESIDENTIAL EXCHANGE PGE PGE PGE,WWP, PSPL, PPL
| PRESERVATION COSTS $14 million/yr. $26 million/yr. $26 million/yr.
(Approximate)
; DECISION DATES 1992 1997 2000

ASSUMPTIONS NOT INCLUDED
1. Site restoration estimated at $20 million.

2. Site demolition estimated at 777?77 million.

*These rates are escalated at 1/2%. In the early years before load-resource balance,
20 mills levelized is assumed.
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WNP-3

SETTLEMENT ECONOMICS
($ MILLIONS)

NEW AGREEMENT MEDIUM CASE

COMPLETION TERMINATION

COSTS

Cost Of Supply 173 773

R.P.SA. 74 110

Preservation 0 - 79
BENEFITS

IOU Payments 640 640

WNP-J Option (3 R 0

NET COST | 48 322
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WNP-3

SETTLEMENT ECONOMICS
(§ MILLIONS)

NEW AGREEMENT LOW CASE

COMPLETION TERMINATION

COSTS |

Cost Of Supply 683 683

R.P.S.A. 50 67

Preservation 0 38
BENEFITS

IOU Payments 640 640

WNP-3 Option 183 0
NET COST , -90 148

=20 =
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WNP-3

SETTLEMENT ECONOMICS
($ MILLIONS)

NEW AGREEMENT HIGH CASE

TERMINATION

COMPLETION

COSTS

Cost Of Supply 836

RP.SA 246

Preservation 0
BENEFITS

IOU Payments 631

WNP-J3 Option 158

NET COST 288

836
332
93
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LIST OF ITEMS WHICH ARE DIFFICULT
TO QUANTIFY AND HAVE NOT BEEN
INCORPORATED INTO THIS ANALYSIS

1. SITE RESTORATION COSTS ESTIMATED  $20 MILLION
2. SITE DEMOUTION COSTS.....77n it
3. CAPITAL EXPENDITURES ON CTs ; EITHER FOR NEW GENERATION OR FOR IMPROVEMENTS ON EXISTHG UNiIS

4. POTENTIAL BENEFITS RESULTING FROM THE NEW AGREEMENT DUE TO LANGUAGE CHANGES

S. BPA CONTROL OVER THE PUANT

6. LOAD GROWTH FLUCTUATIONS AFTER 1990
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AVERAGE SYSTEM COST ANALYSIS

The final results of any analysis of the economic impacts of the
proposed settlement are largely effected by assumptions concerning
the average system cost. Some analysis of the modified settlement
package have removed any reference to the average system cost and
its potential rate impacts.

The original settlement package in Exhibit JJ contained language
which stated,

"To the extent retail rate regulators recognize the Company's
investment in WNP 3 as partial consideration for capacity and
energy available to the Company under this Agreement and
recoverable through retail rates, neither in the future
disposition of WNP 3, nor anything in this Agreement, shall
exclude such cost from the Company's average system cost of
resources...."

The modified settlement proposal Exhibit JJ was excluded. Instead,
in the BPA Revised Environmental Assessment, BPA states,

"To the extent retail rate regulators recognize costs of the
Settlement Exchange Agreement, including all or a part of the
utilities sunk investment as recoverable through retail rates,
the utilities might ask BPA to include such costs in the
utilities average system cost."

The difference between the old language and the absence of language
in the modified settlement is open to speculation. The old
agreement stated that nothing in the agreement would exclude sunk
costs of WNP 3 from the average system costs of the utilities if
retail regulators allowed such costs. The new agreement, by being
silent, has nothing in the agreement which would exclude such costs
if retail rate regulators permitted their inclusion in rates.

It has been the stated objective of each of the four utilities that
they intend to attempt to obtain recovery of their sunk costs in
WNP 3 through retail rates. Even though they may attempt such
recovery, recovery is not guaranteed. The various rate regulating
agencies will be responsible for the determination of whether the
utilities' investments in WNP 3 will be allowed in the rates.
Because of this uncertainty, we have used a 70 percent probability
factor for retail rate recovery. This should be viewed as a 100
percent chance of obtaining 70 percent cost recovery.
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The primary importance of the average system cost comes in a
termination scenario. If WNP 3 were terminated, without there
being any settlement, the IOUs would be prohibited by law from
recovering any costs associated with WNP 3 through the average
system cost. However, if WNP 3 were terminated after the
settlement is in place, the settlement itself provides the vehicle
whereby the IOUs could receive average system cost treatment for
their investments in WNP3. This is because, as stated by BPA, the
IOUs would claim that their sunk investment in WNP 3 was "partial
consideration for capacity and energy available to the Company
under this Agreement." In other words, their sunk investment in
WNP 3 was the fixed cost of obtaining a thirty year power supply
from a phantom resource.

The probability exists that the PUCs would recognize the settlement
exchange agreement as an energy cost to the extent that it provides
a used and useful source of power for their respective ratepayers.

If WNP 3 is terminated, the sunk costs of the IOUs would be
excluded from average system cost calculations because the Regional
Act precludes terminated plant costs and the uncompleted plant is
neither used nor useful in providing power. In the event of
termination, the need to replace WNP 3 would not exist.

Bonneville defines a "reasonable case" for defining the upper limit
of rate impacts of the average system cost calculation on page 31-
34 of the Revised Environmental Assessment as,

1. All the PUC's allowed rate base treatment of the IOU's
sunk costs and exchange costs.

2. The PUCs allowed a normal period for revenue recovery from
rates.

The current BPA policy is to include costs of utilities retail
rates in the calculation of average system cost. To the extent
that these costs are not terminated plants and the exchange is used
and useful to the IOU ratepayers, BPA will allow them.

Evidence of the intent of the IOU's to include the exchange
agreement costs in the average system cost studies can be seen in
recent new articles of Puget Sound Power and light filing for coal
strip number 4 inclusion in its retail rates. This is also true of
Washington Water Power's intention.



REVISED SETTLEMENT AGREEMENT R. P S. A ASSUMPTIONS

The assumptions used in the economic analysis for estimating
the effects of the revised settlement proposal correspond to
the optimistic, medium and pessimistic scenarios used in the
economic study.

RESIDENTIAL EXCHANGE PARTICIPANTS

In the interest of keeping estimates at conservative levels,
only PGE was included in the average system cost estimate in
the low or optimistic and medium scenarios. PGE, WWP and
PSP&L were included in the pessimistic scenario. Each

participant was assumed to have its appropriate share of WNP
3.

PGE would be assumed to execute the agreement in 1987 but
defer the energy delivery for five (5) years in all three (3)
cases.

Washington Water Power and Puget Sound Power and Light would
execute the agreement in 1987 and begin energy delivery.

RESIDENTIAL LOAD

A 35 percent residential load was assumed for PGE, WWP and
PSP&L as a conservative load. If Pacific Corp were included a
40 percent residential load would be assumed.

DISCOUNTED CASH FLOWS

All cash flows were discounted by three (3) percent back to
1984,

RATES OF RETURN

The rate of return on rate base was assumed to be 12.497 based
on the most recent PUC filing of Pacific Corp. This rate was
also used for PGE, WWP and PSP&L.

0 & M COSTS
The O & M Cost used was 24 mills/KWH times either the 1.0
share of the WNP 3 plant in the case of PGE five (5) year

delay of energy delivery or 1.2 share at where no deferral is
in effect for WWP and PSP&L. ‘
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70X _PROBABILITY

Intended recovery of the IOU's sunk costs through retail rates
and the average system costs inclusion is not guaranteed.
Historically PUCs have granted only a portion of the requested
rate increases. This uncertainty is reflected in 30%Z
probability against the average system cost used in the
analysis.

ASSUMPTIONS NOT USED
AFUDC capitalized was not included in the net rate base.

PP&L's average system cost for WNP 3 was not used in the
economic study. '

Future CT capital costs were not used in the economic study.



THIS SETTLEMENT PUTS THE IOUs IN A BETTER POSITION THAN THEY

WOULD HAVE BEEN IN HAD THE PROJECT NOT BEEN DELAYED

The settlement is too generous to the IOUs because
it does more for them than they would have had if the construction
had continued:
a. Without delay, the IOUs would be required
to pay for completion and bear the continuing risk of a
dry hole. The settlement relieves them of the obligation
to pay completion costs. The amount of completion costs
is uncertain and presents an unlimited contingent liability
to the Project 3 owners. There is no provision for adjusting
downward the amount of power delivered for the likely prospect
that completion costs will exceed the predelay budget.
The settlement substitutes surrogate plants which are already
or nearly completed and have considerably less dry hole
risk than Project 3.

b. The IOUs get a quantity of power guaranteed
in advance of delivery. They do not need to live with the
uncertainty of emergency shutdowns as has been experienced
at Project 2. If the surrogate plants are shut down, the
IOUs are forewarned and can plan for it.

c. The amount of power the IOUs obtained is com-
pressed into six months of their greatest need. This power
is delivered when it is most valuable and when public power
is required to pay a premium price. The I0Us can schedule

delivery so that BPA is forced to make delivery of not Just

193 megawatts, but up to 540 megawatts.
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d. The IOUs are trading the sunk cost of an incom-
plete mothballed nuclear plant for hydro <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>