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Building on a Northwest Legacy

TO BPA CUSTOMERS, TRIBES, CONSTITUENTS AND INTERESTED PARTIES:

Meeting the demands on the Federal Columbia River Power System (FCRPS) — while keeping rates as low as
possible — remains a challenge for the Bonneville Power Administration (BPA) and the region. The challenges
are magnified when considering the long-term need to build on the power system’s 75-year legacy of
providing reliable, low cost hydropower to the Northwest, while investing in strategies that enable the system
to operate more efficiently and reliably, while at the same time stretch the region’s supply of clean, affordable,
carbon-free energy.

During the development of program spending levels that will be part of the 2014 Integrated Program Review
(IPR), BPA considered both the near-term and long-term challenges facing the region. Even though there is an
understandably strong desire for the public to focus primarily on the program spending levels for the next rate
period, BPA also strongly encourages participants to take a step back from BPA’s two-year rate cycle and think
longer-term about BPA’s cost structure, spending priorities and potential trade-offs needed to preserve the
extraordinarily valuable federal power system for decades to come.

For example, one of the most important long-term challenges facing the region as more clean energy joins our
resource base is the shift from an energy-constrained system to one that is more limited by capacity. This shift
not only presents a challenge to the region, but a major opportunity for innovation to modernize the grid and
explore methods of coordinating assets more efficiently to serve the region’s future.

As with past IPRs, the public will have an opportunity to rigorously review BPA’s proposed program and
spending levels for FYs 2016-17 before they are used to develop revenue requirements for the FY 2016-17 rate
case.

The Power and Transmission services’ programs that came out of the 2012 IPR provided BPA the opportunity
to meet regional needs despite challenging economic conditions and low wholesale power prices. Currently,
BPA is in sound financial condition and continues to take the lead on issues of consequence to the Northwest,
including:

Investing in the infrastructure of the region’s unique hydroelectric system,
Working to restore the Columbia Basin’s endangered and threatened fish runs,
Advancing energy efficiency, and

Introducing new products to integrate intermittent renewable resources.




B O N N E V I L L E P O W E R A DM I NI S TR ATI ON

In addition, for a better part of the last decade, BPA's asset management strategies have set the direction for
maintaining, replacing and adding capabilities to the power and transmission systems. These strategies called
for a ramp up in capital spending to manage the risks of an aging system, meet long-term capacity and
flexibility needs, fulfill regional commitments in energy efficiency and fish and wildlife and improve internal
efficiency.

Conversely, these past decisions limit the flexibility BPA has to adjust future spending levels. For example, in
Power Services, debt restructuring and extensions for rate relief caused uncommonly low capital-related costs
in the last two rate periods. This accentuates the percentage increase in the FY 2016-2017 rate period.

The proposed program spending levels for both Power and Transmission services demonstrate hard work on
BPA’s part to contain costs in areas in which the agency has a significant amount of control. However, some
increases are projected to occur where BPA is required or mandated to invest, maintain or sustain services.

Power Services. The proposed Power Services program for FY 2016-17 supports BPA’s mission to provide
adequate, efficient and economical power supply and mitigate the impacts of the FCRPS on fish and wildlife.
The revenue requirement for Power Services Program contains a mix of costs, some of which are included in
the IPR process, some are not. Some of those items that are part of the IPR include:

e Bureau of Reclamation and Army Corps of Engineers operation and maintenance costs to
continue refurbishing FCRPS projects, as set out in their long-range plans.

e Fish and Wildlife costs including biological opinions and Fish Accords.

e Internal costs largely driven by corporate costs related to energy imbalance market, Columbia
Grid and the recently adopted Oversupply Management Protocol.

Some Power Services’ costs are not included in the IPR because they are either part of the upcoming rate case
or BPA debt management process. Some items influencing these costs, which make up about half of Power
Services’ spending level, include:

e Past capital spending, including principal and interest associated with past capital spending and
debt restructuring.

e Power purchases,

e Residential Exchange program, and

e Transmission acquisition and ancillary services, partially driven by Southern Idaho load service.

Transmission Services. Transmission Services’ key goals are to build on BPA’s longstanding legacy of
transmission service reliability by cost-effectively managing and maintaining transmission assets, and
developing a strategic framework, built upon a foundation of regulatory and statutory compliance that
delivers innovative products and market-based solutions for Northwest customers. The primary factor
influencing transmission costs in the next rate period is an escalating capital requirement related to the ramp-
up in investments needed to sustain and expand the transmission system and meet steadily increasing
aforementioned regulatory requirements.

These spending levels have been thoroughly reviewed internally. It is now time for those outside of BPA to
provide input. This input can come through challenges to specifics in the scope and design of programs and
through discussions of the spending itself. BPA looks forward to a thorough, challenging and informed
discussion.
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INTRODUCTION

AGENCY STRATEGY

BPA’s mission as a public service organization is to create and deliver the best value for our customers,
stakeholders, and constituents as it acts in concert with others to assure the Pacific Northwest:

e Anadequate, efficient, economical and reliable power supply;

e Atransmission system adequate to the task of integrating and transmitting power from federal
and non-federal generating units, providing service to BPA’s customers, providing interregional
interconnections and maintaining electrical reliability and stability; and

e Mitigation of the Federal Columbia River Power System’s (FCRPS) impacts on fish and wildlife.

BPA is committed to cost-based rates and public and regional preference in its power marketing. BPA will set
its rates as low as possible consistent with sound business principles and the full recovery of all its costs,
including timely repayment of the federal investment in the system.

BPA’s vision is to be an engine of the Northwest’s economic prosperity and environmental sustainability. BPA’s
actions advance a Northwest power and transmission system that is a national leader in providing:

e High reliability; e Responsible environmental
e Low rates consistent with sound stewardship; and
business principles; e Accountability to the region.

BPA delivers on
these public

responsibilities
S1 S3 S5 s7 S9

th rough a Policy & Regional Tiered Power Rates Energy Efficiency Environment, Stakeholder
) Actions Fish & Wildlife Satisfaction
commercially
S2 sS4 S6 S8
SucceSSfUI FCRPS Operations Transmission Access Renewable Energy Climate Change
H & Expansion & Rates
business.
’ P F1 F2 F3
BPA S mission and Capital Access Cost Recovery Cash Flow
“u. H ” .
four pillars” of its
iSi i} 13 15 17
vision are Operational Governance & Technology Risk-Informed Decision
su p po rted by the Excellence - Internal Controls . Innovation o Making & Transparency,
agency’s Strateglc One BPA Asset Management Collaboration
objectives. These
. | P1 P2 P3 P4
are 0ng0|ng, Ong' High Performance Right Composition Right Skills & Positive Work
& Size Competencies Environment

term outcomes
BPA pursues across all dimensions of its business.

BPA elevated six strategic priorities for special focus in FY 2012-17. These priorities support strategic objectives
and are especially critical to fulfilling the vision given the drivers of change in our operating environment.
Major drivers and strategic priorities are outlined in the Strategic Direction 2012-2017 Report. BPA’s top
strategic priority is to “Preserve and enhance federal generation and transmission assets and the economic,
environmental and operational value they produce for the region, while anticipating and adapting to industry
developments and regulatory change.” Consistent with this, BPA is investing to sustain and modernize its core
assets through its focus on capital project prioritization and integrated asset management practices to
maximize the long-term value of the system.



http://www.bpa.gov/corporate/about_BPA/StratDocs/BPA_Strategic_Direction_2012-2017_FINAL_for_posting.pdf
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BPA’s core values include:

Trustworthy Stewardship

As stewards of the FCRPS, BPA is entrusted with the responsibility to manage resources of great value for the
benefit of others. BPA is trusted when others believe in and are willing to rely upon our integrity and ability. To
be worthy of trust the Agency must:

Consistently adhere to the highest ethical and professional standards

Obtain the greatest value from the FCRPS for the people of the region

Collaborate with those BPA serves as decisions are made

Communicate clearly, forthrightly and fully

Hold ourselves accountable for performance on our commitments by aligning our words and
actions.

Collaborative Relationships

Trustworthiness grows out of a collaborative approach to relationships. Internally BPA must collaborate across
organizational lines to maximize the value brought to the region. Externally the Agency must work with many
stakeholders who have conflicting needs and interests. Through collaboration, BPA can discover and
implement the best possible long-term solutions. This approach of creating together requires:

e Taking time to listen and understand each other's viewpoints, issues, and concerns
e Searching respectfully for mutually beneficial solutions
e Sharing and explaining decisions in a timely fashion

Operational Excellence

Operational excellence is a cornerstone of delivering on the four pillars of BPA's strategic objectives (system
reliability, low rates, environmental stewardship and regional accountability) and will place the Agency among
the best electric utilities in the nation. Operational excellence requires:

e Continual review and improvement of standardized systems, processes and controls

e Measurement of our accomplishments against clearly-defined and benchmarked performance
standards

e Investment in our people
Focus on ease of doing business with customers and with each other

Safety

BPA values safety in everything it does. Together, our actions result in people being safe all day, every day. At
work, at home or at play, everyone at BPA contributes and is committed to a safe community for themselves
and others.

BPA demonstrates its commitment by:
e Taking the time to do our work safely
e Proactively speaking up to eliminate and prevent hazards
e Incorporating safety into everything BPA does, including how success is measured

ACCOMPLISHMENTS

2013 Successes
e 2013 produced positive adjusted net revenues of $56 million due in large part to cost management.
e Made payment to the U.S. Treasury on time and in full for the 30th consecutive year.
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Maintained high reliability and system performance for
the generation and transmission system, and
successfully met cost and performance targets for
Columbia Generating Station.

Continued major efforts to replace and refurbish
essential hydro generation and transmission equipment
to address aging assets and meet other needs.

Met targets to ensure the U.S. entity efforts on the
Columbia River Treaty review were on track to produce
a report and regional recommendation to the U.S.
Department of State.

Delivered over 80 aMW of new energy efficiency from
all BPA and public utility energy efficiency programs.

A D M

N

S T R A T 1 O N

N e

Completed installation of an unparalleled synchrophasor network to gain greater visibility to transmission

operations and improve reliability.

Completed a 5-year effort to map more than 15,000 circuit miles of BPA’s transmission system using Light

Detection and Ranging (LiDAR).
Implemented the Power Prepay Program.

Implemented the Super Forecast, a new software program built by a small team of BPA analysts that

supports the reliable integration of renewable resources.

Bonneville Dam recorded the largest run of Fall Chinook salmon since the dam was built in 1938.
Implemented 12 projects that protected or restored over 110 acres of estuary habitat.

Habitat improvement actions protected over 15,000 acre feet of water in-stream. Sixty-seven barriers
were removed restoring access to 192 miles of habitat. Enhancements were made to 270 miles and 8,500

acres of stream.

Recognition of Excellence
R&D Magazine innovation award for image-processing occupancy sensor detectors.

Peak Load Management Alliance award for Innovative Application of Demand Response.
Platts Global Energy Award for BPA’s synchrophasor program.
Finalist for Platt’s Stewardship Award for Efficiency Initiative (Energy Supplier) for the Energy Smart

Industrial program.

HOW BPA PREPARES IPR SPENDING LEVELS

SPENDING LEVEL DEVELOPMENT PROCESS

Based on customer and stakeholder requests and after researching other processes, BPA changed its approach
to developing IPR spending levels for the 2014 IPR. In the last IPR, spending targets were established for each
program based on inflating the budgeted amount from the prior-year, with few exceptions. This resulted in
every program receiving a proportionate bump-up in their spending level target from the prior year. This
forecasting technique is commonly referred to as Incremental Budgeting and is widely used.

For this IPR process, the revised approach sought to be more strategic about the requested spending levels
recognizing that the prior method did not take into account proposed spending level execution when
establishing the spending level targets or that some programs are a higher priority than others. By using the
Incremental Budgeting method in the past, this effectively treated all programs equally by setting all spending
level targets using inflated budgets.
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The new method for developing IPR spending levels is grounded in actual results. The revised spending level
development process started with FY 2013 expense actuals as the basis of comparison, with capital-related
costs being the result of the recent CIR process. Personnel costs were adjusted to reflect BPA’s headcount as
of December 2013, but non-personnel costs (i.e. service contracts, materials, supplemental labor, etc.) were
inflated based on FY 2013 actuals. This created what is being referred to as the Baseline and served as the
starting point for program and department managers that were developing their resource needs for the

FY 2015-17 period. Coupled with the Baseline, an Upper Limit (or ceiling) was established. The Upper Limit was
calculated based on inflated BP-14 rate case amounts. In aggregate the difference between the Baseline and
the Upper Limit created a delta or “Planning Pool” for IPR spending levels being reviewed.

Upper Limit

Planning Pool

s Baseline

r T 1

FY15 FY16 FY17

To encourage discussions of trade-offs and the prioritization of funding requests, all of BPA’s costs were
consolidated into four distinct planning pools. The planning pools include departments for the following
categories: Power, Transmission, Chief Operating Officer, and Deputy Administrator. Each of these pools
received considerable scrutiny and was managed by the executive responsible for those organizations — the
Senior Vice Presidents of Transmission and Power, the Chief Operating Officer, and the Deputy Administrator
—and are referred to as Pool Managers. The Pool Managers had the ability to distribute their planning pool to
fund new initiatives, projects, or staffing that were not included in the calculation of the baseline. See the table
below for organizations and programs that make up each planning pool.

Planning Pool Program Summary
Deputy Administrator CO0 Transmission Power

Compliance and Governance |Safety System Operations Columbia Generating Station
Internal Audit Human Capital Management Scheduling Bureau of Reclamation
Public Affairs Supply Chain Business Support Corps of Engineers

Security and Continuity of
Risk Operations Marketing Energy Efficiency
Finance Workplace Services Maintenance Non-Generation Operations
General Counsel Customer Support Services Engineering Renewables

Transmission Acquisition

Corporate Strategy Information Technology and Ancillary Services

Environment, Fish and Wildlife

10
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The process required that the program managers, department managers, and eventually senior-level
managers and vice presidents justify to their respective Pool Manager any increases to their proposed costs in
excess of their baseline. Proposed increases also required evaluation of other activities that could possibly be
scaled-back or eliminated to offset the increase in costs. Taking into account all of the requests for additional
funds before them, the Pool Manager would determine which increases to include in the IPR proposed
spending. This method allowed for some high priority programs to receive more proposed funding than other
programs that were held closer to their baseline. Any requests for funds in excess of a planning pool were
brought to an IPR executive sponsor team for ultimate approval/disapproval for inclusion in the proposed IPR

spending levels. The subsequent spending levels are being brought forward as BPA’s IPR proposed spending
levels subject to stakeholder comment and revision based on feedback.

A comparison of the methods used in the 2012 IPR vs. the 2014 IPR is shown below.

2012 IPR Methodology

2014 IPR Methodology

CEO/COO's OFFICE 1%
b IT 1% $13 million
. e‘r’;’ifmt INTERNAL BUSSINESS SERVICES 2% reduction from
pRer FINANCE 5% 2012 IPR
($23 million Methodol
average) CORPORATE STRATEGY 35% lethodology
RENEWABLES 3%
TRANSMISSION ENGINEERING 28% CEO/COO's OFFICE 3%| )
Average Annual Upper Limit $1.8 Billion
— CEO/COO's OFFICE 2% IT 3%
IT 2% INTERNAL BUSSINESS SERVICES 4% Above
INTERNAL BUSSINESS SERVICES 2% FINANCE % li_PF’?f
\ o imit
DEPUTY ADMINISTRATOR'S OFFICE 2% TS G 7%
FINANCE 2%
Al programs LEGAL 2% RENEWABLES 5%
solvedfora 2% CORPORATE STRATEGY 2% TRANSMISSION ENGINEERING 30%|—
increase COLUMBIA GEN STATION ¥ DEPUTY ADMINISTRATOR'S OFFICE 1% ) At or below
(inflation). FED HYDRO ¥ NON-GENERATION OPERATIONS 0% upperlimit,
Anythingabove GENERATION CONSERVATION 2% FED HYDRO # —  but no
the upperlimit NON-GENERATION OPERATIONS 2% COLUMBIA GENERATING STATION g reductions
was an ncrease RENEWABLES 2% TRANSMISSION OPERATIONS 19|
TBLAQUISITION & ANCILLARY 2% LEGAL 8% )
TBL REIMBURSABLES 2% GENERATION CONSERVATION -3% Cost
TRANSMISSION ENGINEERING 2% TBLAQUISITION & ANCILLARY -15%| — Reductions
TRANSMISSION MAINTENANCE 2% TBL REIMBURSABLES -12%
| TRANSMISSION OPERATIONS 2% TRANSMISSION MAINTENANCE -4%| —

* The Columbia Generating Station and Fed Hydro upper limits were set based on their long-range plan instead of inflation.

The initial results show that the methodology used in the 2014 IPR yielded spending levels that were
$13 million lower per year than they would have been using the prior method.

11
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After all of the IPR proposed spending levels were totaled by pool, further analysis was performed on BPA’s
historical underspending across the four planning pools and including all of the costs discussed in IPR.
Historical spending for the past four fiscal years was compared to the amounts included in the BP-12 and BP-
14 rate case for the IPR costs. This analysis showed that while the programs or departments that underspent
varied by year, BPA has in recent years systematically underspent what was put into rates as a whole. The IPR
sponsor team decided to account for this underspending in the proposed IPR spending levels by including
undistributed reductions totaling $29.7 million per year. These reductions made up a majority of the
underspending BPA experienced across the programs BPA has more direct control over. The annual reduction
amounts by pool are as follows: Power - $20 million, Transmission - $2.1 million, Chief Operating Officer - $3.8
million, Deputy Administrator - $3.8 million. The undistributed reductions for the Chief Operating Officer and
Deputy Administrator are allocated to the Power and Transmission revenue requirements (52 percent
Transmission, 48 percent Power) based on the weighted average of all the Corporate allocations.

By combining the effects of the new spending level development methodology with the underspending
analysis resulting in undistributed reductions, the total reduction to IPR spending levels compared to past
practices is $42.7 million per year.

The summary — level results for each of the planning pools:

Pool Results Summary: Upper Limit to Proposed IPR Comparison*
FY15 FY16 FY17
($ Thousands) A B C D E F G H |
Pool Upper Limit| Proposed Delta |Upper Limit| Proposed | Delta |Upper Limit| Proposed Delta

Power 856,092 854,171 (1,920) 813,789 795,119 | (18,669) 883,989 857,105 (26,884)
Transmission 292,532 292,532 0 298,746 296,646 (2,100) 304,988 302,888 (2,100)
Deputy 92,595 94,012 1,417 94,497 98,654 4,157 96,409 102,148 5,738
COO0 506,597 506,367 (230) 515,855 515,281 (574) 524,949 526,604 1,656
Total 1,747,817 | 1,747,083 (733)| 1,722,886 | 1,705,701 | (17,185)| 1,810,335 | 1,788,745 | (21,590)

*This table shows a view of IPR related costs used for spending level development and is not intended to tie directly to the program cost
information provided in the IPR publication

Proposed Spending Assumptions

Budget Assumptions
Assumption FY15 FY16 FY17
Cost of Living Adjustment 1% 1.5% 1.5%
Step and Grade Increases 1% 1% 1%
Benefits as a percentage of salary 31.20% 31.61% 32.02%
General Inflation (non-personnel) 1.64% 1.66% 1.62%
Awards Assumptions:
Awards assumptions are consistent with DOE requirements.

12
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GENERAL ALLOCATION OF AGENCY SERVICES COSTS

Costs resulting from Agency Services organizations must be included in the Power and Transmission revenue
requirements. Some costs are direct charged to Power and Transmission O&M programs, and some costs are
allocated. The allocation process is accomplished through General and Administrative (G&A) and Business
Support Services cost pools.

BPA has fourteen G&A cost pools and nine Business Support pools. The G&A and Business Support pools are
collections of costs from the centralized Agency Services organizations. Each Agency Services organization may
charge into one, and sometimes more than one cost pool and certain organizations may also charge directly
into Power and Transmission O&M programs. The description of products and services provided by these
organizations can be found in the individual organizations summaries in the Agency Services section of this
publication.

INTEGRATED PROGRAM REVIEW

The following items are outside the scope of the IPR process and will be addressed in the upcoming joint
Power and Transmission Rate Case.

e Loads and resources e Revenue credits e Ratelevels

e Cash reserve levels including net secondary e Billing determinants
e Rate design sales/power purchases

e Reimbursables e BBLlevels

Program estimates are provided for the following but are not described in detail during the IPR process.

Long-Term Contract Generating Projects

Operating Generation Settlement (Colville Settlement)

Non-Operating Generation (Trojan Decommissioning and WNP-1 and 4 O&M)
Power Services Transmission Acquisition and Ancillary Services

Residential Exchange Program

BPA held a public meeting January 8, 2014, in order to receive input from regional stakeholders prior to the
upcoming 2014 IPR. Discussion centered on controlling costs and curtailing the increasing of rates. BPA
executives described strategic drivers of costs and rates, and stakeholders provided their perspectives. BPA
understands many of its customers’ members are having financial troubles and that power and transmission
rates stand to make a significant impact to their daily lives and well-being.

Proposed spending levels reflect BPA’s current estimate of the costs needed to deliver on its mission. The
estimates have been scrubbed but have not been finalized; participants can influence proposed spending
levels that will be included in the rate case, by providing input during the 6-week comment period. To enhance
accessibility and understanding all information is centralized in this document with a consistent format. Please
refer to the Next Steps section for information on how and where to submit requests for additional
information.

Between May 28 and June 6, participants may request additional information or technical discussions
targeting specific programs, which will allow participants to engage on areas of specific interest.

BPA asks that all requests pertain to the IPR. Questions and requests outside the scope of the IPR will not be
appropriate for this venue and will be redirected to the proper venue where possible.
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Technical discussions, if requested, will be held June 18-19. Discussions will be based on specific questions and
requests received from IPR participants. This option encourages collaborative discussions on specific areas of
interest to the IPR participants.

A six-week public comment period will provide interested participants an opportunity to comment on
programs and proposed spending levels.
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2.4 2014 CAPITAL INVESTMENT REVIEW
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Following the CIR process, BPA proposes to use the following capital spending levels in the debt
management analyses and June workshop. BPA continues to seek comment on the proposed spending
levels. For more information on the specific projects, please refer to the asset strategies on the 2014 CIR

webpage.
Agency Capital Spending by Asset Category
1,200,000
1,000,000 -}
Asset Category
800,000 -
Headroom
- Security/Environment/Fleet
T
§ M Facilities
3 600,000 -+
o miT
[=
w M Fish & Wildlife
400,000 - M Energy Efficiency
M Fed Hydro
B Transmission
200,000 -

2015 2016 2017
Fiscal Year
Proposed IPR
($ Thousands) 2015 2016 2017
Costs Described in IPR
Headroom 56,000
Security/Environment/Fleet 24,465 18,585 | 20,570
Facilities 26,427 38,876 | 17,005
IT 32,262 34,900 | 26,624
Fish & Wildlife 51,807 54,807 | 30,795
Energy Efficiency 92,000 94,800 | 97,600
Fed Hydro 211,829 240,790 | 241,908
Transmission 673,069 584,111 | 498,374
Grand Total| 1,111,859 1,066,869] 988,876,
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3.1 POWER OVERVIEW

The proposed Power Services’ program for FY 2016-17 supports BPA’s mission to provide an adequate,
reliable, and low-cost power supply and to mitigate the impacts of the FCRPS on fish and wildlife. The
Integrated Program Review (IPR) process focuses on program and internal costs that make up approximately
45 percent of Power Services’ overall cost of doing business (commonly referred to as the revenue
requirement). For FY 2016-17, Power is forecasting an average annual increase of $12 million in IPR expenses
compared to the 2012 IPR. Some of the main areas that drive increases in Power Services’ IPR costs are:

e FCRPS Infrastructure: To ensure continued reliable output from an aging hydropower
infrastructure, this proposal contains increases in Bureau of Reclamation and Corps of Engineers
Operation and Maintenance expenses to continue refurbishing the projects in the FCRPS, as set
out in their long-range plans.

e  Fish and Wildlife: Consistent with BPA commitments in biological opinions and the Fish Accords,
Fish and Wildlife costs are also increasing.

e Internal Operations: Increases in internal costs are largely being driven by Corporate allocations
to Power for additional staff and systems support.

These increases are being offset by a decrease in the funding levels required for the Columbia Generating
Station and $20 million in annual undistributed reductions from Power Services.

In the following sections, this document provides more information about these and other IPR programs and
their costs.

The other costs in Power’s revenue requirement are not included in the IPR because they are largely a function
of variables that will be decided in the upcoming BP-16 rate case or debt management process. While most of
these projections will change, updated forecasts for these non-IPR costs are summarized in the table on

page 18. The main drivers behind these cost increases are:

Past Capital Spending: Depreciation, amortization, debt service and interest on past capital spending account
for approximately 36 percent of Power Services’ revenue requirement. These costs are projected to
increase by about $123 million per year. This increase is higher than it otherwise would have been
because of $85 million in one-time actions that decreased the capital related costs imbedded in
FY 2014-15 rates. These one-time actions allowed for a smaller rate increase to mitigate economic impacts
on the region.

Other Non-IPR Costs: BPA is also projecting about $26 million in increased costs associated with items that are
modeled in the rate case or are a function of past settlements such as:

e Residential Exchange Program: This increase is caused by implementation of the cost schedule in
the 2012 Residential Exchange Settlement.

e Transmission Acquisition and Ancillary Services: Due to increases in General Transfer Agreement
wheeling costs for Southern Idaho Load Service offset in part by lower wind integration costs,
Transmission Acquisition and Ancillary Services costs are expected to increase.

2012 Final IPR 2014 Proposed IPR
FY 2011 Actuals to FY 2015 FY 2013 Actuals to FY 2017
Final IPR Proposed IPR
Overall 5-Year Change 17.7% 12.2%
Compound Annual Growth Rate 4.2% 2.9%
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Power Potential Revenue Requirement

Power Purchases
3%

Residential Exchange Benefits
10%

The revenue

requirement includes

costs outside the

scope of the IPR.

IPR Costs
45%

Capital-Related Costs
36%

Transmission Acquisition and
Ancillary Services
6%

FY 2016-17 Average: Proposed IPR

Power Internal Support Bureau of Reclamation
Renewables 6%—\ 12%
NW Power & Conservation 3%

Council
1%

Non-Generation Operations

Corps of Engineers
2% [ g

19%

Fish & Wildlife, Lower Snake
River Comp Plan
24%

Columbia Generating Station
23%

Energy Efficiency
4%
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Power Services Expense Summary

1,400,000
1,200,000 — —, ——1 —— — — —
1,000,000 — — — — — — — — — — = =
800,000
600,000
400,000
200,000
2014-2015 2016-2017
Actuals Rate Case Proposed IPR Average Rate Average
(200,000) Case Proposed IPR
® Columbia Generating Station M Bureau of Reclamation m Corps of Engineers
W Renewables M Energy Efficiency ® Non-Generation Operations
Fish & Wildlife, Lower Snake River Comp Plan # NW Power & Conservation Council Power Internal Support

Undistributed Reduction

Actuals Rate Case Proposed IPR
($ Thousands) 2013 2014 2015 2015 | 2006 | 2017
Costs Described in IPR
Columbia Generating Station 330,066 298,751 338,558 339,863 270,048 330,173
Bureau of Reclamation 127,116 140,601 143,033 143,033 156,818 158,121
Corps of Engineers 208,096 225,687 231,878 231,878 243,885 250,981
Renewables 30,463 39,799 40,147, 40,331 40,987, 41,641
Energy Efficiency 36,078 48,408 49,320 50,122 51,814 44,150
Non-Generation Operations 79,302 92,156 95,010 90,628 97,018 99,836
Fish & Wildlife, Lower Snake River Comp Plan 267,684 284,670, 291,670 291,670 299,303 306,949
NW Planning & Conservation Council 10,118| 10,568| 10,799 10,799 11,094 11,338
Power Internal Support 69,928 73,603 76,034 76,644 75,413 76,854
Undistributed Reduction (20,000) (20,000)
Costs Described in IPR Total 1,158,851 1,214,242 1,276,449 1,274,968 1,226,379 1,300,044
Other Costs
Long-Term Contract Generating Projects 22,518 25,999 26,619 27,461 22,303 17,034
Non-Operating Generation (25,878) 2,206 2,228| 1,467 1,600 1,863
Operating Generation Settlement 22,122 21,405 21,906 21,497 21,863 22,234
Power Services Transmission Acquisition 162,351 164,845 165,102 164,914 171,645 183,546
Residential Excahange & 10U Settlements 201,933 201,919 201,899 203,900 217,100 217,100
Other Costs Total 383,046 416,374 417,754 419,239 434,511 441,777
Grand Total 1,541,897 1,630,616 1,694,202 1,694,207 1,681,032 1,761,929
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3.2 CoLUMBIA GENERATING STATION

FY 2016-17 Average: Proposed IPR

Columbia Generating

Station $300,110
23%
400,000
350,000
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250,000 -
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150,000 -
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2009 2010 2011 2012 2013 2014 2015 2015 2016 2017 2014-2015 | 2016-2017
Actuals Rate Case Proposed IPR Average Average
Rate Case | Proposed
IPR
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Program Details
Actuals Rate Case Proposed IPR
($ Thousands) 2013 2014 2015 2015 2016 2017
Columbia Generating Station 330,066 298,751 338,558 339,863 270,048 330,173
Grand Total 330,066 298,751 338,558 339,863 270,048 330,173

Description, Purpose and Responsibilities

The Columbia Generating Station (CGS) is a 1,120 net megawatt
boiling water nuclear reactor located on the Department of
Energy Hanford Site in Richland, Washington. It is owned and
operated by Energy Northwest. CGS began operating in 1984
and is on a two-year refueling and maintenance outage cycle.

CGS operating costs are included in the revenue requirement of
the Power Services’ rate structure and are tied to operations
and maintenance of the nuclear plant. BPA acquires 100 percent
of CGS generation and funds 100 percent of its costs plus
directly funds the Decommissioning Trust Fund and Nuclear
Electric Insurance Limited (NEIL) insurance premiums.

Goals

CGS strives to operate in a safe, reliable, and cost effective manner such that its performance is in the top
quartile of the industry in technical performance and has adopted a goal of remaining in the top quartile of the
industry in cost performance relative to its peers on a sustained basis.

Proposed IPR levels for FY 2015-17 will support continued operation and maintenance of CGS and are
consistent with the spending forecast provided by the FY 2015 Energy Northwest Long-Range Plan (LRP) for
CGS that reflected cost reductions from the previous LRP. In FY 2015 and FY 2017, CGS will have refueling and
maintenance outages.

Changes from 2012 IPR

The earthquake and tidal wave that occurred in Japan in 2011 continues to have a financial impact on nuclear
plants in the United States. The Nuclear Regulatory Commission (NRC) has been taking a closer look at U.S.
nuclear plants and the impacts that natural disasters may have on operations and safety. CGS has included
approximately $30 million in its LRP over the next three years to respond to the NRC mandates that have been
and will be issued as a result of the events and damage that occurred at Fukushima.

In March 2013, the NRC issued its annual assessment letter for CGS for calendar year 2012. The NRC cited
findings in the Emergency Preparedness area which resulted in additional NRC oversight in 2013. A
supplemental inspection was performed in March 2013 which resulted in the closure of the issues associated
with the findings and no additional findings. The NRC determined that sustainable performance improvements
had been made through appropriate corrective actions and CGS has shown station performance
improvements in calendar year 2013.
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CGS is now operating under a sixty year NRC license. On May 23, 2012, the NRC signed the documents
approving the extension of CGS' operating license to 2043. This extension of operating life has allowed BPA to
reduce contributions to the CGS Decommissioning Trust Fund as the contributions will be made over a longer
period of time.

In May 2012, the Department of Energy (DOE), Tennessee Valley Authority, the U.S. Enrichment Corporation
and Energy Northwest signed agreements to pursue another depleted uranium program to provide nuclear
fuel for CGS, a program similar to the one conducted in 2005. The program involves DOE providing depleted
uranium hexafluoride (DUFg) that can be cost effectively enriched to provide enough enriched uranium for
CGS operations through at least 2028. This agreement generates savings of $20 million per year for the

FY 2014-17 period. The enrichment program has now been completed and the benefits have been reflected in
the LRP.

New Projects/Programs

Each year CGS identifies, funds and completes projects. Examples of expense and capital projects for FY 2015-
17 include the following:

Expense

e In-service inspection and non-destructive examination as required by NRC to inspect the reactor
during the outage on a periodic basis

Inspection, repair and refurbishment of valves in the plant

Vessel services during the outage

Transformer yard maintenance

Cooling tower preventative maintenance

Capital

Fukushima impacts due to the natural disaster that occurred in Japan in 2011
Control rod blade procurement and replacement

Radioactive dose reduction

Control rod drive repair and refurbishment

The cost estimates for FY 2015-17 include funding for identified Fukushima-related modifications that need to
be made in response to the NRC's mandates. These modifications are forecast to be implemented from

FY 2015 through FY 2017. If these modifications are not completed, CGS will be out of compliance with
regulatory requirements and could be shut down.

Risks of Operating at Levels below the Proposed Spending Levels

The impacts of reductions to the CGS O&M expense forecasts would be reductions to long-term reliability and
performance. Projects would be deferred and/or canceled. Deferred projects may cause a future bow wave of
projects that would need to be done in a short period of time, probability of plant shutdowns may increase
due to the long time period in ordering spare parts, and short-term CGS performance and reliability may be
affected if human performance improvement initiatives cannot be completed

Non-funded Items
e Forced outages if the plant needs to be taken offline for repairs

e Undefined as well as unknown regulatory mandates from the NRC
e Likely change mandates issued as result of Fukushima
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Challenges/Constraints

Some of the challenges and risks that exist for FY 2015-17 are as follows:

Emergent equipment reliability issues
Length of the refueling outages
Regulatory fees

Forced outages

Increases in employee benefits
Unknown regulatory mandates
Additional Fukushima impacts

Plant aging and equipment obsolescence
License extension implementation
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3.3 BUREAU OF RECLAMATION AND CORPS OF ENGINEERS

FY 2016-17 Average: Proposed IPR
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Program Details

Actuals Rate Case Proposed IPR
($ Thousands) 2013 2014 2015 2015 2016 2017
Bureau of Reclamation 127,116 140,601 143,033 143,033 156,818 158,121]
Corps of Engineers 208,096 225,687 231,878 231,878 243,885 250,981
Grand Total 335,212 366,288 374,911 374,911 400,703 409,102

Description, Purpose and Responsibilities

The Federal Columbia River Power System (FCRPS)
comprises 31 hydroelectric plants — 21 owned and
operated by the U.S. Army Corps of Engineers (Corps) and
ten by the Bureau of Reclamation (Reclamation). The
FCRPS has an overall capacity of 22,060 megawatts,
delivering power worth nearly $4 billion annually to the
people of the Pacific Northwest. In addition, it provides
flood protection and mitigation, as well as enhancement of
fish and wildlife while mitigating hazards to native species.

BPA works with the Corps and Reclamation to fund
operations and routine maintenance activities, non-routine
extraordinary maintenance projects, security and
WECC/NERC requirements, and fish and wildlife and
cultural resources enhancement and mitigation activities.

The Corps and Reclamation’s proposed FY 2016—17 IPR levels are unchanged from the five-year O&M spending
plan presented in the 2012 IPR.

In addition to the routine O&M funded by the program, subcategories include non-routine extraordinary
maintenance (approximately 17 percent of proposed spending levels), fish and wildlife O&M (approximately 14
percent of proposed spending level), and cultural resources (approximately two percent of proposed spending
level). In addition, the O&M Program manages about $15 million per year in maintenance related small capital.

Goals

Provide low cost, reliable power, and be a trusted steward of the FCRPS.
Near-Term (FY 2014-17)

e Provide energy and capacity to meet our Regional Dialogue contract obligations (Tier 1) to our 130
plus publicly owned utility customers.

e Continue to ensure the FCRPS generators remain reliable and available to support the FCRPS
during the Grand Coulee Third Power Plant (TPP) overhauls, during which successive 805/690 MW
units will be removed from service over a period of 10 to 12 years.

e Continue to address the Northwest’s cultural resources and fish and wildlife mitigation
responsibilities to enable its residents to realize the benefits of a low cost hydropower system.

Long-Term (FY 2014-19)

e Operation and expansion of FCRPS power facilities meet availability and reliability standards in the
most regionally cost effective manner.
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e Endangered Species Act, NW Power Act, National Environmental Policy Act, Fish Accords and
other environmental responsibilities are met using a performance-based approach.

e BPA, the Corps, and Reclamation maximize the long-term value of FCRPS power and transmission
assets through integrated asset management practices.

Continuing Issues Identified in the 2012 IPR

Long-term forced outages continue to be a concern for the FCRPS. For instance, there have been multiple
forced outages of John Day turbines due to blade linkage/pin failures caused by a design flaw that had been
previously identified on this family of generating units. A mitigation plan was developed and implemented,
providing an interim repair plan (blocking the blades on the Kaplan turbines) until they can be rebuilt. In
addition, Bonneville Powerhouse 2 has had several long-term forced outages associated with the generators
that may indicate a systemic problem associated with those units. Also, there have been long-term forced outages
at McNary and Grand Coulee recently. These failures have increased the forced outage factor for the FCRPS, are a
significant risk to reliable system performance, and require non-routine extraordinary maintenance funds to
address the problems. Generally, non-routine maintenance funding pressures have increased as work
originally planned for execution in the FY 2014-15 rate period was deferred into the FY 2016—17 rate
period. Given the age and condition of the system, BPA expects these pressures to continue into future
rate periods.

WECC/NERC reliability compliance requirements continue to increase as well, including the work associated
with recurring audits. Both Seattle District and Portland District were audited by WECC last year. Although they
were very successful, the audits require a high level of resources in order to respond to data calls by WECC, and
cost a total of nearly $900,000. These audits can be expected to occur every few years for both the Corps
and Reclamation.

Reclamation is continuing to increase staffing levels to the level approved in the last IPR. The staffing increase
reflects recommendations received from third-party peer review assessing industry best practices, and
includes staff for the project management program, O&M engineering support, and the safety program.
As work activities have dramatically increased at Grand Coulee due to greater reliability requirements,
increased routine and non-routine maintenance needs, and ongoing capital improvements, staffing
levels have not increased in proportion. As a result, work crews are spread too thin.

New Requirements

Compliance activities associated with WECC/NERC have continued to increase and are becoming more
stringent. Enforcement activities and required audits are greatly increasing the need for additional personnel
to address auditor and documentation demands. One example of compliance impacts is the upcoming Critical
Infrastructure Protection (Critical Infrastructure Protection) 005 requirements. The cyber security hardening
required for Walla Walla District alone is forecasted to cost up to $11 million annually due to the
determination that all six power facilities are critical cyber assets. In addition, cyber and physical security
threats are increasing and protection/preventative measures are becoming more necessary and complex.
Highly skilled personnel are needed to develop, certify, and manage the power plant control systems (e.g.,
Generic Data Acquisition And Control System) and other security programs. For the Corps, Department of
Defense cyber and physical security regulations must be complied with in order to obtain the necessary
certification to operate the hydropower projects.
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In addition, the Corps has identified $16 million in critical spare equipment required across their facilities. This
equipment is needed to prevent long-term outages and return units to service quickly. These items
(transformers, bushings, and bearings) have very long lead times associated with replacement and BPA has
recently experienced long outages due to a lack of available spares.

A significant new requirement since the last IPR is the O&M activities associated with Columbia River Fish
Mitigation-funded fish passage investments at Corps facilities. These critical assets were built with
appropriated capital funds provided by the Columbia River Fish Mitigation program. Now that they are in
service, these new facilities require funding for their maintenance needs. These new routine O&M activities
represent over $4 million in additional annual funding requirements.

Lastly, about 65 percent of the O&M program hydropower spending levels are required to pay employee
salaries and benefits. A majority of those employees are classified as trades and crafts (T&C). T&C wages are
set based on a regional survey of the hydropower industry. During the federal wage freeze, Corps T&C
employee wages were frozen along with the rest of the Corps employees, but Reclamation T&C employee
wages were not. However, non-Corps hydropower industry employees (both inside and outside of the region)
have seen substantial wage increases while federal wages have been frozen. Now that the federal pay freeze
has been lifted, salaries and benefits for the FCRPS T&C employees will be realigned with prevailing rates.
Expectations are that the cost associated with this will be significant for the Corps (as much as 5 to 7 percent
or ~$10 million total). Pay increases are expected before the end of FY 2014. Regular wage increases will
resume after that, which have typically averaged 3 percent per year for T&C employees.

Operating at Proposed Funding Levels and Associated Risks

The proposed funding levels for the Corps and Reclamation represent the minimum spending levels necessary
for maintaining the hydro system’s safe and reliable performance during the upcoming Third Powerplant (TPP)
overhauls at Grand Coulee. In order to keep the rest of the FCRPS generating units available to support the loss
of 805 MWs from the system during the overhaul of the first three units, the Corps and Reclamation need to be
appropriately staffed and have sufficient resources to address the operations, routine maintenance, and non-
routine extraordinary maintenance required across the system.

The Corps and Reclamation use a baseline budgeting process to develop program requirements for a routine
O&M program. These baseline spending levels have outlined a minimum effort to successfully and consistently
maintain the facilities for acceptable reliable performance. The routine, or base level items, are required in
order to perform minimal required maintenance at the facilities while meeting regulatory mandates required
for operation. Typical spending levels consist of two-thirds labor and one-third devoted to contract support
(which includes security, fish and wildlife and cultural resources mitigation) and materials and supplies
required for operations and maintenance.

To illustrate how funding is distributed, the pie chart on the next page shows routine O&M actual costs for
FY 2013.
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FCRPS Expense Program
Breakout
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The Grand Coulee TPP overhaul is the most significant single critical action for maintaining the value of the
hydro system. Because of its age and condition, the equipment in the facility requires a significant amount of
non-routine maintenance funding to ensure its long-term reliable operational performance. These costs are
significant, but not funding this work would have a much larger impact on Grand Coulee’s ability to generate
revenue and provide long-term value to the region. A significant forced outage due to a mechanical failure
would take one of the large units down indefinitely, shifting additional load requirements to the remaining
units. The lost revenue associated with losing the first unit for a year is about $34 million. Once the overhaul
begins, if two additional units were lost for a year, the loss in revenue would be about $124 million.

Across FCRPS generating facilities, similar age and equipment conditions and risks as those described for Grand
Coulee exist. Reclamation has identified a number of items requiring non-routine maintenance in addition to
the Grand Coulee TPP Overhaul. This includes spillway/drum gates, penstock gates, penstock and draft tube
coatings, turbine rehabilitations/overhauls, cavitation repair at Grand Coulee and Hungry Horse, crane
overhauls, and fire systems rehabilitations. The Corps has identified the following list of non-routine needs as
well:

e Spillway gate rehabilitation and maintenance at Chief Joseph, The Dalles, McNary, Bonneville, and
throughout the Willamette Valley

e Baldwin Lima Hamilton family of turbines at John Day and the Lower Snake plants which have
high potential for blade linkage failures due to design flaws; several of these units have
experienced failures

e Repairs to units at Bonneville 2nd Powerhouse due to design flaws in the thrust collar and thrust
runner (among other issues, these flaws contributed to the Unit 11 long-term forced outage)

e Additional Corps HQ-mandated maintenance requirements, including turbine integrity

inspections at all facilities which were developed after the catastrophic failure at the Sayano-

Shushenskaya hydro plant

Monolith joint repairs at Chief Joseph, John Day, and Dworshak

Trash rack replacement and transformer refurbishment at John Day

Cavitation repair at Lower Granite

Headgate refurbishment at McNary
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The Corps, Reclamation, and BPA are managing these growing non-routine extraordinary maintenance needs
within the proposed funding level, but they will continue to put reliability at risk and increase cost pressures on
the O&M expense proposed spending levels.

The value of making investments and maintaining the reliable generating capability of the FCRPS is illustrated
in the following graph. It shows the lost revenue as a result of potentially losing one, two, three or four units in
the TPP at Grand Coulee. Also, the graph illustrates the increased value associated with the rest of the
generating units across the FCRPS as a result of the lower system availability during the TPP overhauls.

Reduction in TPP Output

22,000 due to unit outages during 12-year overhaul schedule
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*Assumes a baseline 5-year average availability of 77.3% at Grand Coulee
*Assumes a 12-year (2013-2024) levelized energy value of $46.93/MWh (based on the current forward price curve from BPA’s Common Agency Assumptions as of July 2013)

The red line indicates the output and generation with the Grand Coulee TPP overhaul underway. The blue line
indicates scenarios of losing one additional unit (either 805 or 690). The purple indicates combinations for
losing two additional units in addition to the overhauled unit, and the green indicates losing three additional
units after the overhaul begins.

As illustrated in the above graph for the TPP output, understanding the systems operational availability and
ability to generate is of vital importance. Beginning in 2012, the three agencies have annually developed a five-
year plan to assess FCRPS availability and production capability. System availability is currently lower than in
years past due to the overhaul work at Grand Coulee and some longer term forced outages at several Corps
plants. During the next five years, availability is projected to remain at similar levels. During this period, the
Corps and Reclamation are focusing on maintaining high reliability and availability across the rest of the plants
in the FCRPS. During this period, adequate equipment spares and manpower are essential to quickly address
breakdowns and return units to service as rapidly as possible.
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The proposed IPR FY 2016 -17 spending levels are based on required performance of routine system
operations and maintenance activities, as well as addressing reliability requirements for WECC/NERC
compliance, accomplishing critical non-routine maintenance (especially at Grand Coulee, John Day, and Chief
Joseph), managing reliability and safety issues associated with obsolete drawings, dam safety and employee
safety requirements, funding significant increases in stewardship/mitigation requirements for Cultural
Resources, and funding large non-routine maintenance requirements (especially the Third Powerplant
Overhauls at Grand Coulee, as well as dealing with catastrophic equipment and generating unit failures and
aging infrastructure at both Corps and Reclamation facilities). Maintaining qualified staff at all facilities is a
necessity. Power plant training programs and an engineering intern program are essential to ensure a pool of
highly skilled and qualified employees. This is especially critical because a high proportion of the workforce is
eligible for retirement. Additionally, many projects are struggling to attract and retain qualified staff,
particularly at remote work locations. The proposed spending levels to meet the needs described above have
outlined a minimum effort to successfully and consistently maintain the generating facilities for acceptable
reliable performance.

Non-funded Items

The Corps and Reclamation are generally funding all critical activities at the proposed FY 2016-17 program
funding levels. However, there are some areas of concern.

Potential changes in security and cyber security requirements (re: Federal Information Security Management
Act) are not clearly defined at this point, but generally become more severe and require more resources in
FY 2016-17. WECC/NERC requirements for cyber security are increasing dramatically. Cyber vulnerabilities of
power plants are an issue of great concern in the Department of Defense. The Corps is governed by Defense
policy and must comply with Defense standards for cyber security. This is an issue for Reclamation as well,
particularly with Grand Coulee having national icon status in the Department of Interior.

Corps and Reclamation joint-funded facilities need additional work. Fish passage facilities, hatcheries and joint
feature items at the dams are the same age and condition as the power facilities and in need of maintenance
and investment. Reclamation and the Corps must get matching appropriations for these items, which may
prove difficult with flat or declining appropriations.

Risks of Operating at Levels below the Proposed Spending Levels

Operating and maintaining the facilities at less than the proposed spending levels results in deferring
maintenance that puts the reliability of the hydro system at risk. Maintaining adequate levels of maintenance
is critical with aging infrastructure, as older worn out equipment requires more maintenance, and much of the
equipment is operating past its intended design life. The average hydroAMP condition rating of major power
train components has declined from 7.8 to 7.3 over the past five years. About 25 percent of equipment has
exceeded it design life at the Main Stem Columbia, Headwaters, Snake River, and Southern Idaho generating
projects. For the small local area generating projects, nearly 40 percent of equipment has exceeded its design
life. If the Corps and Reclamation were to operate at spending levels lower than those proposed, they would
again be required to make significant reductions in the O&M program, increasing risks to both generation and
transmission reliability and generating availability and the ability to generate revenue.
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The proposed spending levels were based on safety, regulatory and reliability requirements, and growing non-
routine maintenance needs at the generating facilities. For Reclamation, the overhauls in the Third Powerplant
and other non-routine projects would need to be halted or scaled back, and a staff reduction at Grand Coulee
would be necessary. Reclamation’s ability to respond to forced outages and return units to service would be
negatively affected. For the Corps, the non-routine maintenance program would need to be reduced or
possibly eliminated and with the potential for units to remain forced out for extended periods of time.
Additionally, staffing cuts would need to be made, and the engineering intern program would be cut back or
eliminated. Also, spare parts inventory will be reduced or eliminated, lengthening the return to service time
associated with major forced outages.
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3.4 RENEWABLES
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Program Details
Actuals Rate Case Proposed IPR
($ Thousands) 2013 2014 2015 2015 2016 2017
Renewables 30,463 39,799 40,147 40,331 40,987 41,641
Grand Total 30,463 39,799 40,147 40,331 40,987 41,641

Description, Purpose and Responsibilities

In the 2007 Long-Term Regional Dialogue

Record of Decision (ROD), BPA proposed to

base its renewables program goal on the

Council’s forecasted renewable generation

and public power’s share of regional load

growth. The ROD calls for BPA to assess

public power’s renewable acquisitions and p
acquisition plans, load growth and revisions
to the Council’s Plan to determine if the
target is being met. BPA is proposing to
continue this strategy through the FY 2016-17
rate period. Using the Sixth Power Plan and
public power’s resource plans, BPA has
concluded that the publics are likely to
purchase sufficient renewables to meet BPA’s
goal through 2017.

Goals

Meet existing contract obligations while seeking opportunities to reduce costs. Maintain existing program
functions.

Short-Term Strategy: Continue to purchase the output of six wind projects. Maintain the solar and wind
monitoring networks (used in forecasting). Cover fees/costs associated with the management of Tier 1
Renewable Energy Certificates. Retain the existing Resource Development proposed spending levels to cover
infrastructure development, generation options, pilot programs, or permitting which either help meet BPA’s
stated renewable generation goal or reduce Tier 1 exposure to capacity risks. An example of a Resource
Development activity is Power Services’ share of the funding for Demand Response Advanced Demonstrations
costs at $1.6 million per year for FY 2014-15. Also the Resource Development funds were used in FY 2012-13
for software development in order to enable integration of third-party balancing reserves into BPA’s systems.
In the event of a windy year, any unused Resource Development proposed spending levels would be available
to offset wind production costs above the forecast at the six wind projects.

Changes from the 2012 IPR

e Renewable power purchase expenses have been updated.
The Foote Creek 2 Power Purchase Agreement will expire in June 2014.

e Power Services’ share of the funding for the Demand Response Advanced Demonstrations will be
$1.6 million each year from the Renewables Resource Development category
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e The Project Development portion of the proposed spending has been reduced by about $300,000
per year as no specific projects have been identified for development.

Risks of Operating at Levels below the Proposed Spending Levels

Maintain $4 million per year for Resource Development which funds the pre-energization costs associated
with acquisition of non-federal resources (permitting, etc.). The Resource Development category definition
was previously expanded to cover a wider range of resource activities such as infrastructure
development, generation options, and permitting pre-energization. If this spending is reduced, there may
not be enough funding available to acquire unplanned resources in a timely manner. No inflation was applied
to the $4 million proposal for Resource Development.

Also in the event of a windier than forecast year, any unused Resource Development spending would be
available to offset wind production costs at the six wind projects.

Renewables power purchases was credited with a $2,384,350 payment due to a supplier not meeting a
Federal Energy Regulatory Commission obligation. This artificially deflated the cost of purchases. For
planning purposes, the $2,384,350 credit was removed from the FY 2013 actuals used for the baseline,
because it has no bearing on actual FY 2013 expenses.

Challenges/Constraints

The majority of the proposed spending is associated with existing wind power purchase contract obligations.
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3.5 ENERGY EFFICIENCY
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Program Details
Actuals Rate Case Proposed IPR

($ Thousands) 2013 2014 2015 2015 2016 2017
Demand Side Management Technology 1 0 0 0 0 0
Conservation Acquisition 10,394 16,444 16,754 14,692 14,632 14,642
Low-income Energy Efficiency 5,025 5,155 5,252 5,252 5,336 5,422
Reimbursable Energy Efficiency Development 5,368 11,859 12,083 13,000 15,000 7,000
Legacy 773 1,031 1,050 605 605 605
Market Transformation 14,517 13,919 14,180 14,748 14,996 15,236
Demand Response & Smart Grid - - - 1,825 1,245 1,245
Grand Total 36,078 48,408 49,320 50,122, 51,814 44,150

*Note: Demand Response and Smart Grid was previously embedded in Conservation Acquisition.

Description, Purpose and Responsibilities

When acquiring resources to meet planned future loads, the Northwest Power Act
requires the administrator to first consider and acquire cost-effective conservation
consistent with the Northwest Power and Conservation Council’s (Council) Power
Plan. Expense funding is used towards this goal in three ways. First, the funding is
used for program support such as technical service providers and the research and

evaluation needed to quantify non-programmatic savings and substantiate

reported achievements. Second, it is used to acquire a subset of the savings target
set by the Power Plan. These savings include market transformation savings, savings
realized from our Low Income Energy Efficiency grants and reimbursable work with
regional federal entities (energy efficiency development) where public power can

capture the savings. Including non-programmatic, the savings acquired with the proposed expense spending
levels are forecast to make up nearly 25 percent of the total annual savings reported towards the Sixth Plan.
Third, expense funding is used to pay for services and labor that supports the conservation program (see

Conservation Support in the Non-Generation Operations program for proposed spending levels).

Support from Agency Services

Energy Efficiency works closely with Finance, Information Technology (IT), and Office of General Counsel.
Eliminating or reducing this support would adversely affect spending level development, systems
development, and legal counsel for Energy Efficiency, also putting at risk the successful implementation of the

energy efficiency program.

Goals

Along with meeting public power’s share of energy savings as aligned with the Council’s Power Plan, BPA’s
Long-Term Regional Dialogue Policy is to pursue conservation equivalent to all cost-effective conservation in
the service territories of those public utilities served by BPA. The savings are acquired in partnership with
public utilities at the lowest cost to BPA. The proposed spending levels will be used to enable capital
acquisition of energy efficiency and to achieve approximately 25 percent of BPA’s share of the savings target.
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Conservation Acquisition

Program Infrastructure Support: Develops policies to encourage conservation, improves the
region’s ability to achieve energy efficiency through regional programs, engages with customers
and other project implementation stakeholders, designs and implements program support such
as regional contractor skill-building for energy efficiency project implementation, conducts
research and evaluations, and provides technical support for project implementation and
innovation in new technologies. These expense funded initiatives support BPA Energy Efficiency’s
capital program that provides incentive dollars to achieve cost effective conservation.
Non-Programmatic Savings: Non-programmatic savings target energy efficiency occurring
through codes and standards as well as savings created outside of utility programs or market
transformation efforts. For instance, thousands of compact fluorescent light bulbs are purchased
and installed in the region without the use of utility incentives, making these efforts extremely
cost effective to count toward public power’s target. A portion of the Conservation Acquisition
expense proposed spending levels covers the necessary research, data collection and evaluation
to capture these savings. Part of funding to the Northwest Energy Efficiency Alliance (market
transformation) also helps with this initiative.

Demand Response

Demand Response helps BPA and utilities adapt to variations in loads and generation sources and
is @ promising approach to mitigating the region’s capacity challenges. BPA has several demand
response pilots in the residential, commercial, and industrial sectors, as well as some in multiple
sectors.

Low Income Conservation State and Tribal Grants

BPA administers a grant program to the four Northwest states and recognized tribes within the
region for the purpose of improving efficiency levels in qualified low-income residences. Grants to
states are determined formulaically on a proportional basis using the most current census data of
households with incomes below federal poverty guidelines. Grants to tribes for low income
services are made on an application basis and take a variety of factors into consideration
including geographic dispersion, prior participation and local needs.

Energy Efficiency Development (Reimbursable Activities)

BPA provides assistance in a number of ways to other federal agencies in an effort to leverage
energy saving achievement. The scope of activities is defined through inter-agency agreements
and can include scoping audits, developing statements of work, facilitation of third party financing
actions, construction procurement, project management, quality assurance, and reporting. Both
direct and indirect costs for these services are fully paid for by the client agency, thus making
these activities rate neutral to BPA and its customers.

Legacy Programs

Funds still owed to regional entities for prior conservation work. The upfront funding to finance
these measures was raised by others rather than BPA. BPA continues to pay costs from those past
agreements.
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Market Transformation Savings

e Market transformation leverages the regional market’s power to accelerate innovation and
adoption of energy-efficient products, services and practices. Examples include collaborating with
manufacturers to integrate conservation into their product designs and with architects and
builders to promote early adoption of energy efficient designs and practices. BPA partners with
and is the largest funder of the Northwest Energy Efficiency Alliance (NEEA), which promotes
market transformation in the Northwest.

Changes from the 2012 IPR

In 2012, BPA began operating under a new framework designed in the Post 2011 process. This framework,
which focuses on utility equity, has prompted several changes to how BPA designs and implements programs.
After two years of implementation, the Post 2011 framework is under review and BPA is currently seeking
feedback from customer workgroups.

As described in more detail below, other program changes are a regular aspect of BPA’s approach to energy
efficiency.

New Programs/Projects

Program size and scale is evaluated and modified in response to customer and market needs. Energy efficiency
integrates new technologies to obtain savings. Examples include ductless heat pumps, heat pump water
heaters and variable speed drives for HVAC systems. Energy efficiency also builds programs to serve evolving
market opportunities. For example, BPA is launching an HVAC Trade Ally Network to provide resources and
training to improve the delivery of efficiency improvements in heating, ventilation, and air conditioning
systems.

To keep a consistent savings pipeline BPA plans to ramp investments in program and project evaluations and
developing new measures. Because energy efficiency is a reduction in future load, when energy efficiency
savings are reported, additional quality assurance is essential to prove its reliability and persistence. With the
ramp-up of savings delivered for the Sixth Plan, BPA will be increasing its project and program evaluation
efforts for that quality assurance. Additionally, there is an increased need for new measure research to keep
the savings pipeline full as previous measures mature and saturate the region.

Such new measure and new p