Department of Energy Official File

Bonneville Power Administration
P.O. Box 3621
Portland, Oregon 97208-3621

CORPORATE

April 1, 2005

In reply refer to: KDP-7

Schwabe, Williamson & Wyatt, P.C.
Mr. Raymond S. Kindley

PacWest Center

Suites 1600-1900

1211 SW Fifth Ave

Portland, OR 97204-3795

(503) 222-9981

Re: FOIA Request No. 05-024
Dear Mr. Kindley;

On February 2, 2005, Bonneville Power Administration received a Freedom of
Information Act (FOIA) from you, designated as our log number 05-024, in which you
requested

“Copies of all communication, correspondence, notes, e-mails, memoranda, meeting minutes,
spreadsheets, analysis, reports, studies or other records (written or electronic) concerning any
risk analysis or economic analysis of the BPA contracts with PacifiCorp and Puget Sound
Energy numbered 01PB-10854 and 01PB-10885. These agreements are also know[n] as the
financial settlement agreements and include the provisions for the $200 million in risk
reduction discounts to these utilities.

Please include in this request any information concerning BPA’s comparison of actual or
forecasted market power prices to the contract prices that BPA agreed to pay-to PacifiCorp and
PSE to buy down BPA’s obligation to deliver power as contained in the financial settlement
agreements. I would like to receive any analysis conducted before BPA entered into the
agreements as well as any analysis conducted after the execution of the agreements.”

BPA is hereby providing all records in its possession that are responsive to the above request, as
displayed on the enclosed list.

Pursuant to 5 USC § 552(b)(5) (Exemption 5) of the FOIA, BPA is withholding a portion of thé
material on page 8 of the document entitled “Power Rates and New Power Contracts Briefing for
Deputy Secretary”, because of the attorney-client privilege. The withheld portion reveals



confidential communications between a BPA attorney and its internal BPA client on issues in
which the client sought legal advice. Release of this information would harm BPA's interests of
ensuring that its legal counsel can provide frank and complete confidential advice to BPA staff.
The redacted document and page are marked correspondingly. All other documents are provided
in full, without redaction.

BPA has no other documents responsive to this request.

If you are dissatisfied with this determination, you may make an appeal within thirty (30) days of
receipt of this letter to Director, Office of Hearings and Appeals, Department of Energy,

1000 Independence Avenue SW, Washington, D.C. 20585. Both the envelope and the letter
must be clearly marked “Freedom of Information Act Appeal”.

You have agreed to pay associated fees to process your request. In our letter of February 15,
2005, we estimated fees of $300 to complete your request. Search, reproduction, preparation,
and review costs for this FOIA totaled $881.49. Because our estimate was for approximately
$300.00, you will only be charged the estimated amount. You will be sent an invoice for
$300.00 under separate cover by our accounting department.

If you have any questions regarding this response, you may contact me at 503-230-5110.

Sincerely,

Debra Smiley
Freedom of Information Act Office

Enclosures
List of Materials Responsive to BPA FOIA #05-024
Responsive Materials



L List of Materials Responsive to BPA FOIA #05-024

Partial Stipulation and Settlement Agreement, WP-02-E-BPA-70(E1), discusses use of market
prices in rate case, 38 pages, February 15, 2001.

Testimony of Allen L. Burns, Sydney D. Berwager, and Michael J. DeWolf WP-02-E-BPA-70,
testimony on market prices, 15 pages, undated. '

Risk Analysis Study and No-Slice Analysis, testimony of Sidney L. Conger et al, WP-02-E-
BPA-71, 12 pages, undated.

Filling the Remaining Augmentation & Rate Mitigation Deficit/BPA’s Peaking Resource
Strategy, 5 pages, circa March 21, 2001.

Financial Settlement Agreement and Amendment to Residential Exchange Program Settlement
Agreement with PacifiCorp, Record of Decision, 44 pages, May 23, 2001.

Amended Residential Exchange Program Settlement Agreement with Puget Sound Energy,
Administrator’s Record of Decision, 45 pages, June 6, 2001.

Power Rates and New Power Contracts Briefing for Deputy Secretary, [PowerPoint package], 16
pages, June 14, 2001.

Washington DC Briefings, [PowerPoint package], 12 pages, June 18-19, 2001.

Proposed Contracts or Amendments to Existing Contracts with the Regional Investor Owned
Utilities Regarding the Payment of Residential and Small-Farm Consumer Benefits under the
Residential Exchange Program Settlement Agreements FY2007-2011, Administrator’s Record of
Decision, 31 pages, May 25, 2004.

2002 Supplemental Power Rate Proposal Administrator’s Record of Decision WP-02-A-09, 12
page excerpt, June 20, 2001.

Deputy Secretary Briefing on IOU Rate Reduction Purchases, 3 pages, undated circa
June 25, 2001,

Forward Prices for FY02-06 Forward Blocks of Mid C Flat Energy, 2 pages, undated circa
June 2001.

LB CRAC % - Low Market Case, 9 pages, undated circa May 2001.



?C’ UNITED STATES DEPARTMENT OF ENERGY
BEFORE THE
BONNEVILLE POWER ADMINISTRATION

2002 Bonneville Power Administration )
Proposed Wholesale Power Rate ) BPA Docket No. WP-02
Adjustment Proceeding )

PARTIAL STIPULATION and SETTLEMENT AGREEMENT

This Partial Stxpulatxon and Settlement Agreement (“Partial Settlement”) effective
this 15" day of February 2001, is entered into by the undersigned Parties in the
above-referenced rate case (hereinafter referred to individually as a “Party” or

- collectively as “the Parties™).

A. BACKGROUND

1. The Bonneville Power Administration (“BPA”) issued a Record of Decision in
BPA Docket No. WP-02, dated May 15, 2000, and as amended by errata dated
June 22, 2000, adopting power rates for the five-year rate petiod commencing
October 1, 2001, through September 30, 2006 (“May Proposal™), BPA
subsequently filed the proposed power rates with the Federal Energy Regulatory
Commission (*FERC™) requesting approval of the rates effectwe October 1, 2001.

2. On August 4, 2000, BPA filed a motion with FERC requesting a stay in FERC 5
review of BPA’s WP-02 Wholesale Power Rate filing.

3. On December 12, 2000, BPA reopened the WP-02 proceeding to amend the May
Proposal. BPA published its Amended 2002 Bonneville Power Administration
Power Rate Case Proposal, Docket No. WP-02 (“Amended Proposal”) to address
BPA’s changing financial obligations die to increased loads and market price
volatility.

4: In January and February 2001 a series of noticed meetings were held where a
group of customers outlined a proposal to modify the Amended Proposal. Over
the weeks the Parties and BPA staff worked out the specifics of this proposal
The Parties eventually reached agreement on the strcture for resolving the issues
raised in Amended Proposal and have translated that into this Partial Settlement.

5. This Partial Settlement resolves issues raised in the May Proposal and Amended
Proposal as set forth herein.

PARTIAL STIPULATION Page |
and SETTLEMENT AGREEMENT
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The Parties have jointly developed a proposal to address certain of the issues
presented in the Amended Proposal. The elements of the proposal are descnbed
in Exhibit “A™ hereto (“Parties’ Proposal”).

2. Required Actions

a. BPA Staff agrees to file a Supplemental Proposal as required by the Revised
Procedural Schedule in the Amended Proposal proceeding that incorporates
all the clements of the Parties’ Proposal as set forth in Exhibit A. Pirties
acknowledge that BPA’s Supplemental Proposal will ot exactly mirror the
language contained in the Parties’ Proposal and that such divergence, so long
as it does not undermine the intent of the Parties’ Proposal, does not constitute
a breach of this Partial Settlement.

b. Except as provided in section B(2)(g), if BPA's Supplemental Proposal
incorporates all the elements of the Parties’ Proposal, all Parties other than
BPA Staff agree to file testimony in both their direct and rebuttal cases that is
consistent with, and in support of, the Supplementa] Proposal. The Parties
shall be free to file direct and rebuttal testimony in response to issues raised in
testimony by any party to the WP-02 proceeding , so long as such tesumony is
not inconsistent with the Parties’ Proposal. '

Supplemental Proposal filed by BPA Staff dlﬁbrs from the Parties’ Proposal
in any material way, the Parties shall, in-good faith and using their best

efforts, attempt to develop a revised proposal that is as similar as practicable
to the Parties’ Proposal prior to the deadline for filing Parties’ direct testimony
in this proceeding. If the Parties reach agrecment, the Parties other than BPA
will submit testitnony consistent with the agreed upon changes. All Parties
agree to file testimony in their direct and rebuttal cases that is consistent with,
and in support of, the Supplemental Proposal as revised.

d. Except as provided in section B(2)(g), in the event that the Parties are unable
to develop a revised proposal after a good faith attempt to develop such a
pmposal within the time permitted pursuant to section B(2)(c), then cach Party
is free to file direct and rebuttal testimony addressing any aspect of the
Supplemental Proposal, and may file rebuttal testimony to any party’s direct
case. In such event, this Partial Settlement shall have no further force or
effect, and shall terminate without liability to any party. The Parties agree
that this Partial Settlement shall not be cited by any Party for any purpose in
any administrative or judicial forum; provided however, that any Party may
cite this Partial Settlement for the purpose of explaining why a Party did not

PARTIAL STIPULATION Page 2
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C’ raise an issue earlier in the WP-02 rate proceeding in compliance with this
Partial Settlement. In such event, the Parties shall have no obligation to file
testimony in this proceeding in support of the Supplemental Proposal, and no
issue raised by a Party at its earliest opportunity (whether in direct, rebuttal or
-a Party’s brief) will be deemed to be waived.

e. In addition, subsequent to filing the Supplemental Proposal, BPA Staff will
perform additional Slice/Non-Slice Cost Shift analyses, incorporating a
variety of load loss assumptions, to determine the impacts of using revenue
and load bases for allocating Augmentation True Up costs. The results of this
analysis will be made available to all Parties and will be discussed at a noticed
meeting to be held no later than seven days after BPA files its Supplemental
Proposal, along with proposals to reduce the level of the overall rate increase,
At such meeting, the Parties shall attempt to reach agreement on the
appropriate basis for making such allocation, and any other revisions to which
the Parties mutually agtee.

f. Inthe event that the Parties reach agreement on the appropriate basis for the
allocation of Augmentation True Up costs, such resolution will be
incorporated in the Parties’ Proposal and the Parti¢s (other than BPA Staff)
will include such resolution in their direct testimony, and BPA Staff will
support such resolution in its rebuttal testimony.

g. In the event that any Party objects to the resolution of the appropriate basis for
the allocation of Augmentation True Up costs, regardless of what that
resolution may be, such Party may by writtert notice to all other Parties to be
served not less than seven days prior to the date for the Parties, other than
BPA, to file their direct case, elect to include such issue on Exhibit B and
reserve such issue for litigation, and by doing so shall be free to take whatever
position such Party deems appropriate in its direct and rebuttal testimony with
regard to such issue notwithstanding any provision of this Partial Settlement.
The Parties further agree that despite any objections a Party may have
regarding the resolution of such issue, that all other aspects of this Partial
Settlement remain valid and enforceable.

h. So long as section B(Z)(d) of this Partial Settlesnent is not invoked, the Parties
agree that the provisions of the Parties’” Proposal that address the Safety Net
CRAC (SN CRAC) and the attendant section 7(i) procedures to implement
such an SN CRAC are consistent with, and permitted by, the language in
each Party’s respective Subscription power sales agreement with BPA, Each
Party waives all arguments to the contrary and agrees not to challenge (or
support or join any challenge) to its Subscription power sales agreement on
the basis that the implementation procedures or the SN CRAC violates its
Subscription power sales agreement in ahy administrative or judicial forum
whatsoever.

PARTIAL STIPULATION | Page 3
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i. So long as section B(2)(d) of this Partial Settlement is not invoked, each Party 9
. waives all arguments that the financial benefits payable for FY 2002-2006
under each Subscription Residential Exchange Settlement Agreement with
BPA should not be calculated using a forward flat block price forecast of
$38/MWh as proposed by BPA in its Supplemental Proposal. BPA agrees that
in any subsequent WP rate proceeding, or any other proceeding, it will not cite
the WP-02 rate proceeding as evidence of the propriety of (or precedent for)
using a forward flat block forecast for calculation of financial benefits under
the Subscription Residential Exchange Settlement Agreements different from
the forward flat block forecast used to determine BPA's augmentation costs.

j- So long as section B(2)(d) of this Partial Settlement is not invoked, the Parties
agree that execution of this Partial Settlement waives the nght of any Party
hereto to seek review, including before the FERC or the. 9% Circuit Court of
Appeals, of any issue raised by a Party in the May Proposal and decided
finally by BPA therein, except those issues reserved by a Pafty by listing such
issues in Exhibit B. Except as provided in section B(2)(d), the Parties agree
not to assert in any forum that they did not waive, as part of this Partial
Settlement, the right to seek FERC or judicial review of any issue raised by a
Party in the May Proposal that is not reserved in Exhibit B. The Partxes
acknowledgc that listing an issue in Exhibit B does not, in itself, revive such
an issue for appeal if such issue was not preserved in the WP-02 proceeding
by the Party listing the issue.

k. Prior to the date direct testimony must be filed, the Parties agree to file with
the Hearing Officer in this proceeding a motion requesting an order stating
that issues raised by Parties in their Initial Brief or Brief on Exceptions and
decided in the May Proposal and set forth on Exhibit *“B” need not be re-
argued in their brief in this proceeding to preserve such issue for appeal to the
FERC or the Court of Appeals for the 9™ Circuit.

1. This Partial Settlement is intended to be consistent with the Subscription
Contracts, however, to the extent there are any inconsistencies between a
Subscription contract and this Partial Settlement, the Parties agree to use good
faith efforts to negotiate revisions to such contracts to remove such
inconsistencies with this Partial Settlement.

3, Regulatory ¢ :'.ion ctio

a. The Idaho Public Utilities Commission, Montana Public Service Commission,
Public Utility Commission of Oregon, and Washington Utilities and
Transportation Commission (collectively “the Commissions™) are all
signatories of this Stipulation and Partial Settlement.

b. The Commissions agree to provide collectively at least one witness to file
testimony in support of the Parties’ Proposal and Partial Settlement.

PARTIAL STIPULATION | Page 4
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. The Parties enter into this Partial Settlement to avoid further expense,
inconvenience, uncertainty and delay in this reopened WP-02 proceeding. By
executing this Partial Settlement, no Party shall be deemed to have approved,
admitted or consented to the facts, principles, methods or theories employed in
arriving at the terms of this Partial Settiement or the Parties’ Proposal, nor shall
any Party be deemed to have agreed that any provmon of this Partial Settlement
or Parties’ Proposal is appropriate for resolving issues in any other proceeding
regardless of whether the Parties’ Proposal or Partial Settlement is adopted by the
Administrator, except as expressly provided in this Partial Settlement.

. If the Administrator issues 3 Final Record of Decision in the WP-02 docket that is
consistent with the Parties’ Proposal, the Parties agree to support this Partial
Settlement and the Parties® Proposal in the WP-02 docket proceeding and before
the FERC.

. Each Party represents that it has the power to execute this Partial Settlement and
any other documentation relating hereto, and that it has taken all necessary action
to obtain any authorization needed to execute and perform under this Partial
Settlement.

. Notwithstanding any othéer provision of the Partial Settlement: (1) any Party may
respond, in a manner not inconsistent with this Partial Settlement, to any issue
raised at the FERC or in judicial review of WP-02 or otherwise; and (2) in the
event that the Ninth Circuit Court of Appeals invalidates any rate adopted in WP-
02 and remands such rate to BPA, no Party shall be limited by this Partial
Settlement from msmg any issues within the scope of the remand, or be deemed
to have waived any issue, by virtue of this Partial Settlement.

. Nothing in this Partial Settlement is intended to preclude any of the Commissions
from exercising any right they may have to intervene in proceedings reviewing
the WP-02 rate case (whether at FERC or the Ninth Circuit Court of Appeals) and
BPA will not oppose such interventions.

This Partial Settlement may be executed in counterparts and each signed

counterpart shall constitute an original document.

This Stipulation and Partial Settlement Agreement is effective on the ____ day of
, 2001, regardiess of the date signed by each executing Party

PARTIAL STIPULATION | Page 5
and SETTLEMENT AGREEMENT

R.A.R. 051737 - WP-02-E-BPA-70(E1)



Boaneville Power Administration Avists Corporation

By:
Puget Sound Energy, Inc. Portland General Elcctric Cotnpany
By: | By: o
PacifiCorp tdaha Power Company
i , — :B-y:'
Montana Power Company Washington Utilities and
Transpartation Commission
B y | | T By:
Idaha Public Utilities Commission Public Ulility Commission
Of Oregon

PARTIAL STIPULATION ‘ Page 6
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This Stipulation and Puutial Sectloment Agreement is cffoctive on the ___ dny of

remeepmesr s » 2001, regardless of the date signed by ench execiting Party

1t below, '

1 Bonnovillo Power Admunisteation Avista Cotponion
By: By: Fesemey (5, 2007
Pugut Sound Energy, Inc. Partland General Electric Company

: By: ) | T By:

[ PacifiCorp ' (daha Power Company

feyy By:

i

{ Mogtans Power Compuny Washington Utilitics and

i Transposiation Commission

b
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By By

PacifCorp Idaho Power Company | '
By - By:

Montaga Power Campany Washington Utilitics snd

\
By " By
Ideho Pablic Utilities Commission Public Utility Connnirsion _ \
Of Oregon
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FEB-15-01 THU 04:38 Ph AERMES & REG  FAKNO. 6 _jq766l P. 02/
Ronncville Powor Administration Avista Corporation
Pupet Sound Boorgy, Jnc. Porfland Gencral mcemo Compuny

Iy
PaciiCorp ” Idabo Power Compruy
T an
Montana Powor Company Wuhmgton Utitities and
Transportation Corrmission
By T By
Hdzho Publtio Utilitics Commission Publio Utitity Commission
Of Orogon
By: " T By:
PARTIAL STIFULATION Fags 6

nid SUTTLEMIINT AGREEMENT

R.A.R. 051741 WP-02-E-BPA-7T0(E1)



o

Bonneville Power Administration Avista Corporation

By: By

Puget Sound Encrgy, Inc. Portland General Blecuic Company

By: BY:

PacifiCom ldaho Power Company

MPs -
By: \/‘é (7= Am\- By:
<?<7 u&"-’t

Montana Power Company Washington Utilities and
Transportation Commissian

By- By:

Idaho Public Utilitics Comnmission Public Utitity Cotnmission
Of Oregon

PARTIAL STIPULATION
and SETTLEMENT AGREEMENT
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telow, |
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.IMI.mdlnsnfﬂmd&lmdhy each excauting Party

Bonneville Power Administration Avista Corporation
By: By:
Puget Sound Encrgy, Inc.- Portand General Electric Company
| By: . By:
PecifiCorp
By: BY! Rinhard lhami '
Sec. Vies Preai.dent
Montana Power Company Washington Utilities and
Transpottation Commission
B‘y:" | By:
Jdako Public Utilities Comumission Public Utility Commission
Of Cetgon
PARTIAL STIFULATION * Page 6
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IN THE MATTER OF:
UNITED STATES DEFARTMENT OF ENERGY
_ BEFORE THE
BONNEVILLE POWER ADMINISTRATION

2002 Boaneville Power Administration )
Froposed Wholesale Power Rate ™~ ) BPA Docket No, WE-02
‘Adjmunent Froceeding )

PARTIAL STIPULATION snd SETTLEMENT AGREEMENT
The Washington Utilitics and Teansportation Commyission approves
the Partial Stipulation and Seitlement Agreement.

- DONE AND DATED a1 Olympie, Washington this lg'th.dny of February, 2001.

Washington Utilities and Transportation Comumission

R.A.R. 051744

Bouz
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Dated this 15 day of Februaty, 2001.
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Public Utitity Commizsion
S50 Capital Street NE, Suite 215
Salem, OR 9700)-2557
(503) 5737304
DATED at Satem, Oregon, and effective this 13 dey of Rebruary, 200.
OREGON PUBLIC UTILITY COMMISSION

RE: BPA-related Stipulation
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RE: Approval of Bonaevillc Power Administration Partial Stipulation & Settloment
DONE AND DATED at Helona, Montans, and this 14th day of Febraary, 2001,

MONTANA PUBLIC SERVICE COMMISSION

MATT BRAINARD, Commissioner

/e ?M/
BOB ROWE, Commissioner

RA.R. 051747 WP-02-E-BPA-T0(E1
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By - By
Montana Public Service Commission Northwest Requivenents Utilities
Public Genersting Pool Western Publlc Agenoles Group
By: By
Market Access Coalition Seattle City Light
By: By:
PARTIAL STIFULATION Fage?
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By: By:
Montana Public Service Commission Northwest Requirements Utilitiss

Pacific Northwest Generating Cooperative  Public Power Couagil

By:
Public Qeuncrating Pool Western Public Agencies Group
By: By:
Market Access Coalition Seaude City Light
By: By ‘
FARTIAL STIPULATION Page 7
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Montana Public Service Commission Northwest Requircments Utilities

Parific Northwest Generating Cooperative  Public Power Council

By:
Public Generating Pool ' Western Public Agencies Group
B &

Market Access Coalition Seattle City Light
By By:
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1500 NE rving, Euie 200
Purtland, Oregon 97232
FAX {503) 2395959
February 15, 2001
Mr. Peter Burger .
Office of General Counsel LP-7
Bonneville Power Administration
905 NE 11" Avenue - 7* Floor

Portland, Oregon 97232

RE: Partial Stipulation and Settlement Agreement in the WP-02 Ratc
Proceeding

Dear Mr. Burger:

The Public Power Council (PPC) has signed the Partial Stipulation and
Settlement Agreement (Agreement) entered into among several parties 10 the
WP-02 rate case on February 15, 2001. .

~ Attached is a letter from Dan Scligman representing the Canby Utility
Board. Canby is a member utility of PPC. Canby doss not agree to the terms of
the Agrecment and thereforc will not sign the document, The purpose of my letter
is 10 declare that PPC’s execution of the Agreement no way limits Canby's right to
' pursue any issuc it deems appropriate in the WP-02 rate proceeding or any other
forum. In other words, Canby is not bound by PPC’s position in this matter.

Thank you for your attention to this matter. If you have any questions,

please call me at (503) 232-2427.
Sincerely, /

Manager

Attachment
~cc: 'WP-02 Scrvioe List

Represtmting ConsumanQwned Utdiitles in the Pecliio Northwest

R.A.R. 051751 .
WP-02-E-BPA-TO(E
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February 15, 2001

Ms. Jerry Leone, Manager
Public Power Council

1500 N.E, lrving, Suite 200
Portland, Ocegon 97232

SUBJECT: Partial Stipulation and Setilement Agreement
BPA Rate Casc WP-02

Dear Jexry:

My clicat, the Canby Utility Board, does not join in the Partisl Stipulation and Scttlement
Agreement for the Bonneville Power Administration’s WP-02 mtc case.

if the PPC signs the Stxpulanon, please notc Canby’s posmon so that it is clear to BPA
that my client does not weive the right to raise vertain issues later in this proceeding.

Thank you for your assistance. Please call if you have any questions about this request.

R.A.R. 051752 ' WP-02-E-BPA-70(E1)



P.02/02

FEB 15 2e6t 15:99 FR SOHRABE WL AMEON

R.A.R. 051753 WP-02-E-BPA-70(



Sont by: WARGH MUNDORF PRATT 142523702865 02/1B/01  4316PM; Jfollior #2085POgO 2/2

Momana Public Service Conunission Nosthwest Requirements Usilities

Pacific Northwest Generating Company  Public Power Coungit

e By

Public Generating Pao! Western Pithlic Apenning ooy
 Tna 2,

By: S 'B{rTmeLMmdorcAmncy

Market Access Coalition Seattle City Light

By: By:

PARTIAL STIPULATION - Page 7

R.A.R. 051754 WP-02-E-BPA-70(B1)



a

®
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By: - | By:

By: ‘ By:

Public Generating Pool Western Poblic Apencies Group

By By:

Market Access Coalition Seattlc City Light

By:

DuwsdehtTmmw,LLP
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Moutans Public Service Commission Nosthwest Requivements Utilitios

By' e o
Pacific Northwest Generatiug Cooperative  Public Power Council

Public Gengrating Pool Western Public Agencies Group

By By

Market Access Caalition Seartic City Light

By:
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EXHIBIT A
PARTIES’ PROPOSAL

The proposal has the following elements

1. LB CRAC will be calculated using an augmentation market price based on the
forecast market price for the rate period and will be applied to the following rate
schedules: PF rates, excluding Slice, Industrial Firm Power (IP-02), including under
the Industrial Firm Power Targeted Adjustment Charge (IPTAC), Cost-Based Index
Rate, actual power deliveries under the Residential Load (RL-02), and New Resource
Firm Power (NR-02). The CRAC does not apply to Pre-Subscription contracts or
Slice product or the financial pomon of the Residential Exchange Settlement.

2. The forecast of market prices for the rate period to be used in setting the final rates
will be performed as late in the rate process as practicable while permitting its
inclusion in the draft Record of Decision. BPA will conduct oné or more public
workshops with the parties on this forecast. BPA will make available to the parties
prior to the workshop the inputs used and the resuits of the forecast, and will make
available at the workshop(s) for questioning the BPA staff that participated in the
preparation of the fowcast '

3. BPA shall give due consideration to the comments and suggestions made by the
parties regerding the forecast dunng the course of the workshop(s) in preparation of
the forecast that is finally included in the draft Record of Decision.

B. Augmentation True Up

BPA and the other Parties have discussed two bases for allocating the costs of

Augmentation True Ups, those being revenues and loads. The lack of time has made it

impracticable for the Parties to analyze the impacts of both approaches or to explore

potential alternative approaches. The Parties intend to do such analysis after the filing of

Supplemental Proposal, and will atternpt to reach consensus on either of these methods or
_some alternative approach to use in this proceeding.

1. By June 1, 2001, BPA will estimate Forecasted Total Load it expects to serve
during each month of Fiscal Year (FY) 2002 under subscription contracts and other
existing contracts. BPA will estimate amount of sales subject to the LB CRAC,
identifying separately Slice sales. Forecasted Total Load shall exclude Slice load and
shall reflect any known reductions (for contract terminations, amendments, load
losses, or buydowns) and reasonably predictable load reductions for BPA's full and
pattial service contracts.
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2. BPA shall also forecast the total Expected Revenue for the first half of that year at
its Base Rates (excluding any CRACs) from sales subject to the LB CRAC, mcluding
separately indentifying Expected Revenue from Slice sales (assuming 1 ,732 aMW in
the Net Cost of the Inventory Solution). BPA shali calculate the Average Base Rate
by dividing this Expected Revenue by the forecasted number of megawatt-hours of
sales subject to the LB CRAC. BPA shall calculate the amount of Net Augmentation
Costs In Base Rates already inciuded in Expected Revenue by dividing forecasted
number of megawatt-hours of sales subject to the LB CRAC by the number of
megawatt-hours of sales assumed for each six months in the May Proposal and
multiplying the resulting ratio by the six-month amount of net augmentation costs
already included in the base rates from the May Proposal. -

3. BPA will assume federal system output (reduced for system obligations and
transmission losses) of 7,070 aMW minus Slice sales, with a monthly shape
proportionate to the percentage each month’s Forecasted Total Load is of the annual
Forecasted Total Load. BPA will calculate its Expected Augmentation Quantity by
subtracting this assumed federal system capability from the Forecasted Total Load for
each such month.

4, BPA will calculate its Assumed Average Net Augmentation Price by computing
for each month of the period the weighted average price per megawatt-hour it has
paid for powér to be delivered in that month. If BPA has not purchased for any
month in the period as much power as its Expected Augmentation Quantity, it shall
calculate the residual amount needed. For these residval amounts, BPA shall obtain
Forward Price Strips during the last five business days of May and average those
strips in with the average price BPA paid for its advance purchases for that month to
establish the Assumed Average Augmentation Price for the first half of the contract
year. BPA will subtract from this Assumed Average Augmentation Price the
Average Base Rate to establish the Assumed Average Net Augmentation Price for the
period.

5. BPA shall multiply the Assumed Average Net Augmentation Price times the
Expected Augmentation Quantity, add the payments made by BPA to any customer to
buy-down loads (including Conservation Augmentation), add the cost of options to
hedge the cost of augmentation, and subtract the Net Augmentation Costs In Base
Rates to calculate the Expected Net Additional Augmentation Cost for the period.

The Expected Net Additional Augmentation Cost shall be multiplied by the ratio of
the Slice portion of Expected Revenues to forecasted Expected Revenues from all
sales subject to the LB CRAC to establish the Slice Shaie of the Expected Net
Additional Augmentation Cost which shall be added to the Slicers’ share of the Slice
Revenue Requirement. The Non-Slice Share of Expected Net Additional
Augmentation Cost shall be divided by the Expected Revenue from non-Slice sales
subject to the LB CRAC to establish the LB CRAC to be paid during the period by all
non-Slice sales subject to the LB CRAC. This results in a single percentage to be
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Revenue Requirement for that period, that difference shall be added to the Slice Share Q
of Expected Net Additional Augmentation Costs for the upcoming period, and ifitis
less it shall be subtracted.

10. To calculate the Revised Non-Slice Share of Net Additional Augmentation
Costs, BPA shall calculate a Revised Average Net Augmentation Price for those
months by: (1) updating the Assumed Average Net Augmentation Price to include
the weighted average price of any additional power BPA purchased before each of
those months (but afier calculating the Assumed Average Net Augmentation Price the
preceding June or December); and (2) if BPA had still not purchased all of the
Revised Augmentation Quantity, valuing the residual amounts by replacing the
Forward Price Strips used to calculate the Assumed Average Net Augmentation Price
for that six-month period, with Forward Price Strips for power to be delivered each
individual month obtained (averaged) during the last five business days prior to that
individual month.

11. BPA shall calculate the Non-Slice Share of the Revised Net Additional
Augmentation Cost for those months by multiplying the Revised Augmentation
Quantity times the ratio of Expected Revenue from non-Slice sales subject to the LB
CRAC divided by the Expected Revenue from all sales subject to the LB CRAC
times the Revised Average Net Augmentation Price, and adding the non-Slice share
of any additional payments not assumed in the Non-Slice Share of Expected Net Cost
of Augmentation Cost made by BPA (1) to any customer to buy-down loads
(including Conservation Augmentation), or (2) for additional options to hedge the
cost of augmentation. If the Non-Slice Share of the Revised Net Additional
Augmentation Cost is greater than the Non-Slice Share of the Expected Net
Additional Augmentation Cast, the difference shall be added to the Non-Slice Share
of the Expected Net Additional Augmentation Cost for the upcoming period; and if it
is less, the difference shall be subtracted,

12. The determination of the Augmentation True Up will be subject to audit by
BPA'’s independent outside auditing firm, and the results of such audits will be
available to customers. One year after the end of each of the six month periods
described in this section B, the Parties, other than BPA, will be allowed to review or
andit the documentation of any augmentation power purchase made by BPA that is
used either in the calculation of the Assumed Augmentation Net Cost, Revised Slice
Share of Net Additional Augmentation Costs or the Non-Slice Share of the Revised
Net Additional Augmentation Costs. Prior to that time, the Parties, other than BPA
will not have access to the terms of the purchases in order to verify the above

. referenced calculations, BPA will retain verifiable records necessary to facilitate such
audits.

C. _ FBCRAC

1. FB CRAC will use the trigger amounts and the maximum collection amounts of the
CRAC set out in the BPA May Proposal for FY's 2003, 2004, 2005 and 2006. For FY
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applied to all non-Stice adjustabla rates and charg&s (dmmnd atlergy. and load
variance).

6. As early as possible in June (and every six months themaft@r fer subsequent
periods); BPA shall hp!d a publicly noticed workshop fo review 1ts preliminary

BPA v will make avat&bie to 'tl'xe panws pnor t the workshop the mputs aadthe )
results of the forcoast, and wilI make available at the workshop(s) for @ i

connnems it receives and rewsmg its calcuiauons as it deems appmpnate, BPA shall
notify customers before June 30, 2001 of the LB CRAC and the Stice Shate of the
Expected Net Additional Augmentation Costs that it will apply for the first six-month
period (and by the end of each December and June of the rate pcnod for subsequent
periods),

blishi

7. By December 1, 2001 (and every six months thereafter), BPA shall perform the
same calculations as above to establish the LB CRAC and the Slice Share of the
Expected Net Additional Augmentation Costs for the next six-month period, (using
Forward Price Strips averaged during the last five business days of each November
and May as appropriate for the upcoming six month augmentation period), but with
the Slice and Non-Slice Shates of Expected Net Additional Augmentation Cost for
the upcoming period increased or decreased as follows.

8. BPA shall calculate a Revised Augmentation Quantity for the most recently
completed six months (only October and November 2001 in the case of the December
2001 calculation) by replacing the Forecasted Total Load used in the calculation
pursuant to Section B.3 above for those months with Actual Total Load under
subscription contracts and other existing contracts.

9. BPA shall calculate the Revised Slice Share of Net Additional Augmentation
Costs by: (1) replacing the Expected Augmentation Quantity with Revised
Augmentation Quantity,; (2) updatmg the Assumed Average Net Augmentation Price
to include the weighted average price of any additional power BPA purchased at least
120 days before each of those months (but after calculating the Assumed Average Net
Augmentation Price the preceding June or December) (3) if BPA had still not
purchased all of the Revised Augmentation Quantity, continuing to value the residual
amounts with the Forward Price Strips used the preceding June or December to
calculate the Assumed Average Net Augmentation Price for that six-month period;
(4) adding the Slice Share of any additional payments not assumed in the Slice Share
of Expected Net Cost of Augmentation Cost made by BPA to any customer to buy-
down loads (including Conservation Augmentation), or for additional options to
hedge the cost of augimentation purchases. If the Revised Slice Share of Net
Additional Augmentation Costs is more than the Slice Share of Expected Net
Additional Augmentation Costs that was added to the Slicers’ Share of the Slice
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C’ . 2002, the threshold from the BPA May Pmposai will be used, the amount tobe
coMlected shall not be subject to a dollar cap but may not exceed the amount needed
for reserves to equal the FB CRAC threshold,

2. FBCRAC may be triggered at the start of any FY durmg the rate peﬁnd based on the
Third Quarter Review forecast of end-of-year accumulated net revenues in the prior
year. Collection will begin in October and continue for 12 mionths. There will be a
true-up of the amount collected i Mirch on the FY usiug BPA‘s audtted actual ycar
end financial vesults for the preceding FY,

3. FB CRAC will be apphed to the following rate schedules: PF rates, excludmg Shce.
Industrial Firm Power (IP-02), including under the Industrial Firm Power Targeted
Adjustment Chargé (IPTAC), Cost-Based Index Rate, actual power deliveriés under
the Resndentml Load (RL—02), and Ncw Resource an Power (NR-OZ) ‘I‘he FB

financial portion of the Residential Exchange Settlement.
D.__SNCRAC

1. A Safety-Net CRAC will be gvailable if the Administrator determines that after
implementation of the FB CRAC and any Augmentation True Ups either of the
following condit:ons exist:

. BPA forecasts a 50 percent or greater probability that it will
nonetheless miss its next payment to Treasury or other creditor, or
. BPA has missed a payment to the Treasury or some other creditor,

2. The SN CRAC will be an upward adjustinent to posted power rates to which it
applies. The SN CRAC will modify the FB CRAC parameters. BPA will propose
changes to the FB CRAC parameters that will, to the extent market and other risk
factors allow, achieve a high probability that the remainder of Treasury payments

 during the FY 2002-2006 rate period will be made in full. BPA's proposal could
include changes to the Revenue Amount, the duration (the length of time the SN
CRAC would be in place, which could be more than 1 year), and the timing of
collection. BPA will calculate the Revenue Amount that the changes in the FB
CRAC parameters are intended to generate during the period that such changes are
effective. Such Revenue Amount shall be collected by means that will result in a
uniform percentage increase to all rates subject to the FB CRAC and a commensurate
decrease in the financial portion of the Residential Exchange Settlement

3. The SN CRAC apphes to power purchases under these fitm power rate schedules: PF
Preference (Exchange Program, and Exchange Subscription), Industrial Firm Power
(IP-02), including under the Industrial Firm Power Targeted Adjustrnent Charge
(IPTAC) and Cost-Based Index Rate, Residential Load (RL-02), New Resource Firm
Power (NR-02) and both the actual power deliveries and the financial portion of the
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Residential Exchange Settlement. The CRAC does not apply to Pre-Subscription | 0
contracts or Slice product.

SN CRAC Notification Process

4.

At the time the Administrator determines that the SN CRAC has triggered, BPA will
send written notification of the determination to customers that purchase power under
rates subject to the SN CRAC and to other interested parties. Such notification shall
include the documentation used by BPA to determine that the SN CRAC has
triggered, the amount of any forecast shortfall, and the time and location of a -
workshop on'the SN CRAC.

The purpose of the SN CRAC workshop will be to discuss with customers and

interested parties the cause of shortfall, and any proposed changes to the FB CRAC
that will achieve a high probability that the remainder of Treasury payments during
the FY 2002-2006 rate period will be made timely. In determining which proposal to
include in its initial proposal in the SN CRAC Section 7(I) proceeding, BPA will give
priority to prudent cost management and other options that enhance Treasury
Payment Probability (TPP) while minimizing changes to the FB CRAC.

SN CRAC Hearing Process

6.

As soon as practicable after a determination that the SN CRAC has triggered, BPA
will publish a Federal Register nofice initiating an expedited hearing process to be
conducted in accordance with Section 7(I) of the Northwest Power Act. The hearing
shall be completed within 40 days, unless a different duration is agreed to by the
parties. Upon completion of such hearing, BPA will submit the following
documentation in support of a request for review and confirmation; S'cpar,ate
Accounting Analysis, current and revised revenue tests, the proposed revisions to the
FB CRAC parameters and the administrative record compxled by BPA in the SN
CRAC proceeding.

E. Exchange Settlement
1.

Financial beneﬁts for the IOUs will be calculated for Settlement purposes usmg a
price of $38/MWh,

Power deliveries to the IOUs under the Settlement will be subject to all three CRACs
(LB, FB and SN).

. Financial benefits to the IOUs under the Settlement will only be subject to SN CRAC.

Both power deliveries and the 900 aMW of federal power delivered as financial
benefits will be used to calculate the IOU participation in DDC disbursements.
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1. The Slice rate will be subject to the augmcntatton pme true. up in the mmcri
dcscnbed in SuetmnB

2. The Slioe tate wxll not be subject to the LB, FB or SN CRACs

3. Slice loads will not participate in any distribution under the DDC

1. The DDC is a clause establishing criteria that will determiine when dividends should
be distributed and the amount that should be distributed, The DDC enablcs BPA to
distribute dividends to customers,

2. The DDC applies to power customers under these firm power rate schedules: PF
rates, excluding Slice, , Industrial Firm Power (IP-02), including under the Industrial
Firm Power Targeted Adjustmént Charge (IPTAC) and Cost-Based Index Rate,
Residential Load (RL-02) including the financial portion of any Residential Exchange
Settlement , New Resource Firm Power (NR-02), and Subscription purchases under
Firm Power Products and Services (FPS) that are subject to the LB, FB and SN
CRACs. The DDC does not apply to Pre-Subscription contracts or Slice product.

Formula for the Calculation of the Dividend Distribution Amountr

3. The DDC process will be implemented if audited actual accumulated net revenues for
the end of any of the fiscal years 2002-2005 are above the DDC Threshold value.

4. Actual Accumulated Net Revenues (AANR) are generation function net revenues, as
accumulated since 1999, at the end of each of the Fiscal Years 2002 through 2005.
‘Net revenues are accrued revenues less acerued expenses, in accordance with
Generally Accepted Accounting Practices, with the following exceptions. For
purposes of determining if the DDC Threshold has been reached, actual and
forecasted expenses will include BPA expenses associated with Energy Northwest

" debt service as forecasted in the May 2000 WP-02 Final Studies. The impact of
adopting Financial Accounting Standard 133, Accounting for Derivative Instruments
and Hedging Activities, will not be considered in determining if the CRAC threshold
has been reached. Only generation function revenues and expenses, which is to say
accrued revenues and accrued expenses that are associated with the produiction,
acquisition, marketing, and conservation of electric power, are included in
determinations under the DDC; accrued revenues and expenses of the transmission
function are excluded. The determination of AANR will be audited by BPA's
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independent outsxde auditing firm in 2002 and will be confirmed by the auditing firm o
in each subsequent year,

5. DDC Threshold is the minimum level of AANR that must be realized before a
dividend distribution is considered. The DDC Threshold is $250 million for the end
of Fiscal Years 2002, 2003, 2004, and 2005. [change to whatever level is
equivalent to ' $1.7, $1.5, $1.2, and $1.2 billion doflars in the appropriate FYs in
BPA financial reserves.)

6. DDC Amount is the aggregate amount that is available to be distributed to customers.
The DDC Amount may be equal to zero and will be determined by the following
formula:

AANR - DDC Threshold
7. The threshold for any fiscal year will be adjusted upward by the following:

a. Inthe event there has been a power system emergency during the fiscal year, and
there are agreed-upon fish and wildlife mitigation efforts related to the emergency
.operations for which BPA has not yet spent, said amounts will be added to the
threshold amount for that year.

b. BPA fish and wildlife diréct program costs previously budgeted for expenditure in
‘that fiscal year for implementation of the Biological Opinion that were not spent
in that fiscal year due to suspension or deferral, and for which a need continues,
will be.added to the threshold amount for that year.

8. The Power Customer DDC Amount will be converted to a percentage (the Power
Customer DDC Percentage), which will be applied to all power customer rates
subject to the DDC to amrive at the amount to be rebated on power bills for each of the
included power customers.

9. The Power Customer DDC Percentage will be determined by the fo,llowing\ formula:

Power Customer DDC Percentage equals:
Power Customer DDC Amount

Divided by the

DDC Revenue Basis

Where DDC Revenue Basis is the total generation revenue for the loads subject to the
DDC for the fiscal year in which the DDC implementation begins, based on the then
most current revenue forecast.

10. Each covered power customer will receive a rebate equal to the Power Customer
DDC Percentage applied to their total charge for energy, demand and load variance.
For customers receiving financial benefits under the Residential Exchange
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13.

14.

15.

EXHIBIT A

Settlement, their total charge will include the product of each such customer's AMW
share of 900 aMW (based on its portion of the total financial benefits) and the sum of
the Residential Load (RL-02) rate and the amount of any CRAC applied to power
deliveries under such rate.

‘Det’emﬁna.tion and Timing of a2 Dividend Distribution

In January of each year of the rate period (FY 2002-2006), the Administrator will
determinie whether the AANR exceeds the DDC Thireshold. The Administrator will
distribute dividends in every FY in which the AANR exceeds the DDC Threshold.

Dividends dlstnbuted to customers are included in bills for deliveries beginning May
1, and, for any Fiscal Years 2003-2005, remain in effect for 12 months i.e., through
April 30 of the followmg year. In the last year of the rate period (FY 2006), the
rebate would expire on Septembcr 30,2006,

Determining How the Distribution is Allocated

The first $15 million of the DDC Amount, if the DDC Amount exceeds $15 million,
or the entire DDC Amount if it equals $15 million or less, will be allocated to
qualifying customers’ participating in the C&R Discount. The C&R Discount is a
rate mechanism designed to encourage incremental conservation and renewable
resource development by BPA's power purchasers under PF, IP, RL, and NR rate
schedules. See C&R Discount GRSPs, Section ILA. The DDC amounts will be
allocated based on the total revenues paid to BPA since the beginning of the rate
period or the last DDC distribution, whichever is later. Such revenues shall inciude
the product of 900 aMW and the applicable RL Rate for the financial portion of the
Residential Exchange Settlement

Dividend Distribution Notification Process
Financial Performance Status Reports

By no later than August 31 of each year, BPA shall post on its electronic information
access site (World Wide Web) a forecast of AANR attributable to the generation
function for the fiscal year ending September 30. By December | of each year, BPA
shall post on its website the unaudited AANR.

Notlcc of DDC Tngger

On or about January 15 in each of the Fiscal Years 2003-2006, BPA will notify all
power custoiners and rate case parties if the AANR exceeds the DDC Threshold. (If
the December unaudited AANR report for the generation function indicated that the
DDC Threshold might be exceeded, and the audited actuals show that it was not
exceeded, customers will also be notified). Notification will include the AANR for
the prior fiscal year, the DDC Amount, the calculation of the DDC Amount, and the
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estimated resnlting Power Customer DDC Percentage for each applicable rate 0
schedule. The notice shall also describe the data and assumptions refied upon by
BPA. Such data, assumptions, and documentation, if non-proprietary and/or non-

- privileged, shall be made available for review at BPA upon request.

16. On or about April 15 of any of the Fiscal Years 2003-2006 in which the AANR
exceeds the DDC Threshold, BPA shall notify customers of the final calculation of
the DDC Amount and, if applicable, the resulting level of the Power Customer DDC
Percentage to be applied to each applicable firm power rate schedule.

17. The DDC will at the end of each FY automatically return to customers BPA reserves

. as follows: FY 2003, reserves in excess of $1.7 blllxon, FY 2004, reserves in excess
of $1.5 billion; FYs 2005 and FY 2006, reserves in excess of $1.2 billion. This sum
will be converted to an accumulated net revenue equivalent. In determining the -
amount of reserves available for retum to the customers, costs previously budgeted
for expendlture in the prior FY for implementation of the Biological Opinjon that
were not spent in the FY for which they were budgeted, due to suspension or deferral,
will be deducted from reserves to dctenmne if the threshold for returning reserves to

- customers has be met.

18. The determination of the AANR will be audited in 2002 and confirmed in each year
thereafter by BPA’s independent outside auditing firm, and the results of such audit
or confirmation will be made available to customers eligible for DDC distributions.

H.  DSLRATE

The DSI rate will be subject to the LB, FB and SN CRACs, and to the augmentatjon true
up in the same manner as the PF, RL and NR rates.

10
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(’ ’ EXHIBIT B

1. Public Power Council

The sections of Public Power Council’s (PPC's) Initial Brief (WP-02-B-PP-01)
dated February 28, 2000, that PPC preserves and does not waive for purposes of Exhibit
B of the Partial Stipulation and Settlement Agreement are as follows:

1. Section JL2.B: BPA Should Eliminate TAC, TACUL and SUMY and Revise its
Design for the Unauthorized Increase Charge and the Excess Factoring Charge.

2. Section IL4.A: The “Compromise Approach™ Does Not Exempt DSI Rates from
- Implementation of the Legal Floor Rate.

3. Section [L4.B: BPA Rates Must Be Based Upon Substantial Evidence, Including
lmplementation of a Properly Calculated Industrial Margin.

4. Section IL4.C: BPA's Offer of a DSI Variable Rate Must Not Increase Risk to
Other BPA Customers.

5. Section [L.5.A. BPA Has Administratively Conferred Rights to Certain Utilities
and Denicd Them to Others, In Violation of Existing Statutory Provisions.

6. Section IL5.B: The Propased Subscription Settlement Is Generous and May
Exceed the Value of the Traditional Exchange.

7. Section IL5.C: BPA's ASC Methodology is Neither As Temporary Nor As
Malleable As the IOUs Claim.

8. Section I1.5.D: There is No Inherent Bias in the 7(b)(2) Rate Test Model.

9. Section I1.5.E: BPA Improperly Mingled the Rate Design Step and the
Subscription Step.

10. Section II.5.F: Inclusion of Uncontrollable Costs in 7(g) Adjustment to the 7(b)2)
Rate Test is Not Supported.

11. Section I1.5.G: Inclusion of Power From the Pricing of the de-Columbla Dams
in 7(b)}(2) Resource Stack is Appropriate.

12. Section 11.5.H; Conservation and Other Resources Should Be Least-Cost Ordered
in 7(b)(2) Resources Stack.

Page |
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E.  BPA’'s Aggressive Briefing Schedule Denied the Parties an
Adequate Amount of Time to Fully Brief the Issues in the Draft
ROD

V.  The Public Utility Commission of Oregon

The Public Utility Commission preserves the issues raised in its Brief on
Exceptions to the extent not inconsistent with the Partial Settlement.

VI. Pacific Northwest Generating Cooperative

Pacific Northwest Generating Cooperative, on behalf of itself and its Members
(collectively, PNGC), reserves (i.e., does not waive) the following issues, and all
arguments related thereto, for fature litigation in WP-02 proceedings before the BPA
Administrator, at the FERC and in the Ninth Circuit Court of Appeals:

1. The Targeted Adjustment Charge for Uncommitted Loads, including without
limitation that the TACUL is unlawful and should be eliminated. See, PNGC’s Initial
Brief, Section II; PNGC’s Brief on Exceptions, WP-02-R-PN-01, Sections 1-7;
Administrator's Final ROD, WP-02-A-02, Section 19; FERC Docket No. EF00-2013.

2. Theright to reply to ainy settling party’s challenge to the Administrator’s
determinations conceming General Transfer Agreements. See, Initial Brief of PNGC,
Section III; Administrator’s Final ROD, WP-02-A-02, Sections 8.3 and 9 (June 22,
2000)

3. Demand and Load Variance Charges, including without limitation that these charges
were not set low enough by the Administrator. See, Initial Brief of PNGC, Section V;
Administrator’s Final ROD, WP-02-A-02, Sections 10.3, 10.4 and 10.5 (June 22,
2000).

4. The Administrator’s calculation of the Low Density Discount for Slice Product
customers. See, PNGC'’s Brief on Exceptions, WP-02-R-PN-01, Section 7;
Administrator’s Final ROD, WP-02-A-02, Section 10.12 (June 22, 2000)

5. The right to reply to any settling party’s challenge to the Administrator’s
determinations concerning the Low Density Discount. See, Initial Brief of PNGC,
Section IV; Administrator’s Final ROD, WP-02-A-02, Section 10.12 (June 22, 2000).

6. The right to reply to any settling party’s challenge to the Administrator’s
determinations concerning Delivery Segment costs being retained in power rates on a
rolled-in basis. See, Initial Brief of PNGC, Section VI; Administrator’s Final ROD,
WP-02-A-02, Section 8-15 (June 22, 2000).

Page 6
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' 7. To the extent not specified above, PNGC also reserves the right to assert any
argument not expressly precluded by the Partial Settlement in response to any
argument made by any settling or non-settling party that is not preciuded by the

Partial Settlernent.

Page 7
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WP-02 BPA Data Response

Request No,: PG-BPA: 134

Request:

Witnesses; '
Exhibit: WP-02-E-BPA-77, Attachment A, pages 14-15 -

Please state and explain the rationale for the proposal to use revenues to
effectively allocate net augmentation costs between Slice and non-Slice
rates, rather than (a) the approach used to reflect other BPA costs in the
calcuiation of the Slice Rate, which was determined in BPA's Record of
Decision published in May 2000, or (b) the approach to this issue
proposed by BPA in the December 2000 Amended Proposal.”

Response:  First, regarding the specific requests contained in this data

request, neither the ROD in May 2000 nor the December 2000 Amended
Proposal contained a methodology to adjust both Slice and non-Slice
power rates multiple times each year during the rate period for changes in
BPA’s augmentation costs. In fact, the issue now is not a Slice vs. non-
Slice issue. Rather, it is an issue of which power products subject to LB

. CRAC recover what amount of the additional net augmentation costs.

The approaches to recovering net augmentation costs in May ROD and
December 2000 Amended Proposal are different than that proposed in the
Supplemental Proposal. It simply is not possible to explain some
distinction that is alleged to be introduced in this Supplemental Proposal
when neither the May 2000 or December 2000 proposals contained no
method for calculating and then apportioning these costs in one way
between individual power products. No such segmentation was required
in either of those two prior proposals.

In the May ROD, there was only one CRAC, which allocated the amount
of revenues to be raised by non-Slicer power products based on revenues
(WP-02-FS-BPA-024, p. 283). However, that one CRAC did not attempt
to collect BPA’s net augmentation costs as the currently proposed LB
CRAC atternpted to do..

In the December Amended Proposal, BPA proposed two very different
methods for collecting net augmentation costs from customers. Slice share
of augmentation costs was determined based on share of the FBS, Non-
Slice power products’ share of net augmentation costs was determined
using loads. Together, these two approaches collected more than 100% of
BPA'’s net angmentation costs.

Errata
WP-02-E-BPA-73 (E1)
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augmentation costs using twice-annual rate adjustments to all power
products subject to LB CRAC. This new approach required a new
methodology, and, as a result, this new methodology cannot be directly
compared to methodologies in the earlier proposals.

Q Sé, the Supplemental Proposal contains a new methodology to recover net

Second, turning to the broader question of the justification for using
revenues, there are several reasons why BPA considers this to be the
correct approach.

‘The first pohcy objective driving the Amended Proposal and Supplemental
Proposal is that “It should be as simple as possible.” (WP-02-E-BPA-70,
pg. 6, line 4). One principle underlying settlement discussions was that
the LB CRAC method ought to assure that each power product subject to
the LB CRAC is charged with recovering the same percentage increase in
revenue.

The approach to determining the equal percentage increases in revenue
reqmred from each power product subject to LB CRAC is to use revenues
in the determmatlon of the LB CRAC%. In this calculation, net

, all power products sub]ect to LB CRAC for the entire G-month duratlon of
the LB CRAC. The resulting percentage, referred to as LB CRAC%, is
then applied equally to each power product subject to the LB CRAC. This
approach assures that each separate power product, subject to the LB
CRAC, will then have a revised rate that is determined using the same
percentage increase in required revenue.

Additionally, the problem BPA is grappling with is one of sufficient
revenues. Net augmentation costs are expressed in dollars. Revenues
from power products without the LB CRAC is expressed in dollars. By
spreading the former dollars over the latter dollars, and applying the
resulting percentage to revenues without the LB CRAC, results in
incremental dollars required from each separate power product that is
subject to the LB CRAC. This appears to BPA to be a very fair and
equitable approach to recover net augmentation costs,

April 10, 2001

cc:  Hearing Clerk and Service List (via electronic mail)
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Page C-4:
Page C-135:

Page D-2:

 Bratato
Final 2002 Power Rate Proposal
Statements A-F

WP-02-FS-BPA-08(E1)

Insert Table B-1 (will be out of order—after Table B-2).

Replace Statement C, pages C4-C134, with Statement C pages C4 - C99 errata.

Replace Table C-1, pages C135-C142, with Table C-1 pages C100-C107 errata,

Replace Statement D, pages D2-D315, with Statement D pages D2- D407

errata,

~ Erata
WP-02-FS-BPA-08(E1)
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TESTIMONY OF
ALLEN L. BURNS, SYDNEY D. BERWAGER, AND MICHAEL J. DEWOLF
Witnesses for Bonneville Power Administration

SUBJECT: POLICY

Section 1. Introduction and Purpese of Testimony

Please state your names and qualifications.

My name is Allen L. Burns. My qualifications are contained in WP-02-Q-BPA-08.

My name is Sydney D. Berwager. My qualifications are contained in WP-02-Q-BPA-03. -

My name is Michael J. DeWolf. My qualifications are contained in WP-02-Q-BPA-16.

Have you previously filed testimony in the WP-02 proceeding?

Yes. b

What is the purpose of your testimony?

The purpose of this testimony is to generally describe changes occurring since our

Amended Proposal to the 2002 Power Rate Case (Amended Proposal), in particular,

substantially higher and more uncertain market prices and a decline in the expected value

of starting reserves for Fiscal Year (FY) 2002, We then summarize some fundamental

design changes to our Amended Propesal for Load-Based (LB), Financial-Based (FB),

and Safety-Net (SN) Cost Recovery Adjustment Clause (CRAC) mechanisms and to the

Dividend Disfribution Clause (DDC). These changes arc a result of settlement

discussions with rate case parties. Although these discussion did not yield a settlement

with all parties, the discussions did resolve most issues with all the investor-owned

utilities (IOUs) and state commissions (PUCs) as well as virtually all of the rate case

parties that repre'sent nearly all of the region’s individual public ntilities. The design

changes to the CRACs and DDC and other solutions that are part of the Partial Seftlement

Agreement (see Attachment A) are different enough from Bonneville Power
WP-02-E-BPA-70

‘ Page 1
Witnesses: Allen L. Bumns, Sydney D). Berwager, and Michael J. DeWolf

R.A.R.009963



—

U= L D T

B EENEES I &R G B RO

Administration’s (BPA) Amended Proposal to warrant this Supplemental Power Rate
Proposal (Supplemental Proposal). This testimony provides an averview of the
Suppler;lental Proposal and supporting policy decisions made to suppert this propesal.
How is your testimony organized?

This testimony is organized in four sections. The first section is this introduction.
Section 2 describes the need for this Supplemental Proposal. Section 3 exﬁlains the
policy objectives of the Supplemental Proposal. Finally, Section 4 summarizes the major

changes in this Supplemental Proposal.

Section 2.  Need for the Supplemental Proposal

Q.
A.

Please describe why BPA has decided to file this Supplemental Praposal,

There are three reasons why BPA is filing this Supplemental Proposal. First, BPA’s
forecast for starting rate period reserves has dropped very substantially since the forecast
in our Amended Proposal. Second, market prices available now for power during the
first two years of the rate period are significantly higher than BPA had forecast in the
Amended Proposal. Regardless, BPA would have prepared an update to the Amended
Proposal to show the impact of these revised forecasts on BPA’s proposed rates. The

third reason is that, as a result of discussions with the rate case parties, BPA reached a '

" Partial Settlement Agreement with many of those parties. Part of that agreement is that

BPA will file a Supplemental Proposal reﬂecﬁng the Partial Settlement Agreement.
Please describe the changes that have occurred in BPA's financial situation since BPA
filed its Amended Proposal in December.
Since December, forecasts for run-off for this water year have declined substantially.
Water Year forecasts in our 2002 Final Power Rate Proposal (May Proposal) and
Amended Proposal assumed average water for both this FY 2001 and for the next five
years of the rate period — 102.4 million acre feet (MAF). By contrast, this year could be
the fourth lowest runoff year on record, with current runoff forecasts now at 67 MAF.
WP-02-BE-BPA-70
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These conditions are requiring BPA to purchase much more power this year than
expected to meet loads, at extremely high prices, and have reduced the amount of surplus
encrgy BPA can sell this year. As we descriﬁed in our Amended Proposal, prices in the
wholesale electricity market have been extremely volatile and high. BPA has seen these
increased market prices during this year. In fact, during one week in January alone, BPA

purchased over $50 million in power to meet load. This is putting tremendous pressure

on our end-of-year reserves. End-of-year reserves translate into starting rate period
reserves. In our May Proposal, starting reserves were estimated to be $842 million on an
expécted value basis. In our Amended Proposal, our starting reserves expected value
esﬁhatc had increased to $929 million. Now, the expected value of BPA’s starting
reserves estimate has dropped to $309 million. There is still a significant range of
uncertainty surrounding this estimation of starting reserves. This is driven by Some
unknown factors for the rest of this fiscal year around hydro operations related to fish
requirements, run-off levels, and the volatility in market prices. BPA will update the
starting reserve level in the final studies based upon the results of the second quarter
review. It should be noted that the new estimates of starting reserves from the First -
Quarter Review of FY 2001 may differ somewhat from the estimates used in this
Supplemental Proposal due inlarge part to the difference in timing for the two studies.
How does this drop in starting reserves affect BPA's rates and cost-recovery adjustment
charges?

Starting reserves are a key risk mitigation tool in this rate proposal. (See Lefler, er al.,
WP-02-E-BPA-73.) A significant drop in starting reserve levels, without other
adjustments, reduces Treasury Payment Probability (TPP) for the five-year rate period.
Therefore, in order to offset this decline, and maintain a TPP level within the acceptable

range, adjustments to other tools need to be made.

WP-02-E-BPA-70
Page 3
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Besides the increase in market prices for power in the past few months, are there other

changes to market prices that BPA has noticed?

Yes. Market prices during the rate period are higher in the first years of the rate period,
ranging from $200/megawatthour (MWH) to $240/MWh for FY 2002, and then drop
during the last years of the rate period, to a range between $40/MWh and $60/MWh in
FY 2006. This compares with a risk-adjusted expected price forecast in the Amended
Proposal for the five-year rate period around $48/MWh, where expected prices for
individual years did not vary by more than $5/MWh from the $48/MWh average.
Please explain how this affects BPA.

Because BPA will be in the market purchasing power to serve load during the next five
years, BPA’s purchase power costs will fluctuate as market prices change. Because fhe
potential Jevels of power purchases and prices are so great, BPA noeds to concern itself
not only with annual or rate period totals, but with the seasonal and semi-annual timing of

costs and revenues. In order to maintain TPP at an allowable level, all other things being

equal, the expected value for the average rattz over the five years will be higher with an
airerage flat rate than with a rate shaped to match the expected market. Therefore, BPA
has revised the LB CRAC so that our expected revenues closely match the shape of our
augmentation costs.

BPA has participated in settlement talks with the rate case parties. What has been the

result of these discussions?

BPA staff held productive discussions with rate case parties to explain the chaﬁges to
starting reserves and market price escalation and uncertainty that have occurred since the
Amended Proﬁosal and that must be addressed in this rate case. BPA and a large group
of the parties were able to reach agreement on how BPA should address these problems.
The Partial Settlement Agreement, shown in Attachment A, embodied concepts that are

different from what is contained in BPA’s Amended Proposal. This Supplemental
WP-02-E-BPA-70
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Proposal represeats a package that meets BPA’s critical objectives as specified in the
Amended Proposal and resolves most of the issucs that rate case parties had with BPA’s

earlier proposal. By preparing this Supplemental Proposal, along with presenting the

. Partial Scttlement Agreement, BPA can give rate case parties an indication of the effects

of the lower starting reserves and higher market prices.
What is the general design of this Partial Settlement Agreement?
The Partial Settlement Agreement is intended to serve as 2 basic understanding for an

acceptable approach to resolving the cost recovery problem faced by BPA. The

Supplemental Proposal is intended to serve as a means of implementing the objectives

and intent outlined in the Partial Settlement Agreement. The Partial Settlement
Agreement acknowledges that BPA staff would not use the exact language of the
Exhibit A of the Partial Seftlement Agreement when it developed this Supplemental
Proposal. Time and other factors did not allow BPA siaff and the parﬁes to develop the
Partial Settlement Agreement with the same detail as is embodied in thc. Supplemental

Proposal. This level of detail is necessary to include, for example, in the General Rate

. Schedule Provisions. In the testimony of Lefler, ef al., WP-02-BPA-E-73, BPA staff

describe how they embodied the intent of the Partial Settlement Agreement in specific

language.

Section 3. Policy Objectives of thie Supplemental Propasal

Q.
A.

What policy objectives drave the Amended Proposal?
We described in our December testimony supporting the Amended Proposal, the
development of our policy objectives. (See Burns, et al., WP-02-E-BPA-62, at 4.) They

are restated here.

WP-02-E-BPA-70
Page 5
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In BPA’s August 31, 2000, letter to customers and interested parties, the BPA
Administrator described the criteria BPA used to determine the appropriate approach to
solving this cost-recovery problem. The criteria for the proposed solution were:

1. It should be as simple as possible;

2. Tt should allow Subscription contract signing to proceed to completion as soon

as possible;

3. It should not require review or revision of the overall Subscription Strategy;

4. Specifically, reallocation of Subscription power among customer groups, or a

change in the basic balance of interests in Subscription should not be required;

5. Tt should require limited revisions, if any, to the 2002 rate proposal cufrent[y

before Federal Energy Regulatory Commission (FERC), and limited revisions,
if any, to the Subscription contract; and

6. It must achieve the goal of leaving BPA’s probability of repaying the U.S.

Treasury, in full and on time, within an acceptable range over the 2002-2006
rate pertod.
What was the guidance you gave 1o staff redesigning the CRAC for the Amended
Proposal?
First, the CRAC, when combined with the other risk mitigation tools that are being
modeled, should acﬁieve a TPP that falls within the 80 to 88 percent range established by
the Fish and Wildlife Funding Principles (Principles), specifically Principle No. 3.

Second, redesign of the CRAC should satisfy Principle No. 4.

‘Third, given that revenue requirements are not being revised, the CRAC, along
with commensurate changes in the Slice, must remedy the under-recovery that results
from the likelihood of purchasing mm;e power at higher prices than assumed in the May
Proposal.

WP-02-E-BPA-70
" Page 6 }
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Fourth, all other things being equal, BPA would prefer to utilize contingent
measures to mitigate revenue and cost uncertainties because the expected value cost to
ratepayers is lower. However, this must be balanced with tools that will avoid rate
shocks resulting from frequent and significant changes to rates, potential customer
problems of liquidity, and other implementation risks not captared in the risk analysis.

And finally, vB-PA sought to minimize the potential for contention and
administrative burden during implementation of the CRAC. See Bumms, et al.,
WP-02-E-BPA-62, at 5.

Has this guidance changed?
The guidance has been refined based on the nature of the Partial Settlement Agreement.
We would still like to avoid rate shock, including the desire for rates that aveid frequent
and significant changes, as described above. Given the size of the potential problem of
high augmentation costs, almost any proposal BPA could put forward would have rate
shock. However, as a result of discussions with rate case parties leading fo the Partial
Settlement, BPA and the parties agreed to a revision to the LB CRAC, which would
create biannual rate level changes to deal with these augmentation costs. As a result of
this, BPA will rely less on contingent measures. We believe that by having an LB CRAC
which more closely matches our revenues to our augmentation costs, our proposal will
still result in a rate design that results in the overall lowest expected valﬁé cost to
ratepayers, while achieving our given TPP objectives.
You maintained BPA had not changed its cost recovery goal of 88 percent TPP in the
Amended Rate Proposal. Is this also true for this Supplemental Proposal?
Yes. BPA’s goal continues to be an 88 percent proﬁability that payments to Treasury be
made on fime and in full over the five-year rate period. See Volume 1 of Documentation -
for Revenue Requirement Study, WP-02-FS-BPA-02A, and the May Record of Decision
(May ROD), at 7-7 through 7-10. As in the May and Amended Proposals, this
WP-02-E-BPA-70
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Supplemental Proposal continues to implement the Fish and Wildlife Principles in order
to deal prudently with potential fish mitigation costs, The TPP in the Amended Proposal
was 83 4 percent TPP. The range of TPPs for this Supplemental Proposal is from
82.7 percent to 85.9 percent, assuming that BPA’s fotal Slice sales are 2,000 average
megawatts (aMW). See Lefler, ef al., WP-02-E-BPA-73.
Why are you showing a range of TPP values instead of a single number?
We are describing the Supplemental Proposal through the use of a set of analyses instead
of a single analysis because of the design of the LB CRAC. The LB CRAC in this
Proposal is a formula, rather than a percentage to be fixed in the Final Record of Decision
(Final ROD). The formula is based on BPA’s net cost of augmentation, which depends
on the remaining augmentation need (i.e., the augmentation need for which BPA does not
have purchases in place), and a mark'et-based forward indicator of future power prices.
As we have noted above, in today’s electricity world, future power prices can be highly
volatile. In addition, the LB CRAC percentage may be large enough to induce some
customers to reduce their BPA load. To avoid basing another proposal on a single
estimate of forward prices and remaining augmentation, BPA is presenting a proposal
developed with its customers in which the LB CRAC will adjust to market prices and
BPA’s augmentation needs. Since we cannot predict what the forward prices and
remaining augmentation needs will be, we are presenting a range of possibilities.
With a TPP lower than 88 percent, does your proposal still meet the Principles?
Yes. As with the 83.4 percent TPP in the Amended Proposal, the range of TPPs in this
Supplemental Proposal falls within the 80 to 88 percent range allowed by Principle Na. 3.
The LB CRAC fluctuates as aéma-l augmentation costs change, thereby mitigating that
market risk. And as with our Amended Proposal, this proposal still includes the SN
CRAC, which serves as additional assurance that payments to Treasury will be made,
though it is not modeled in the TPP analysis.

WP-02-E-BPA-70 .
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In addition, this proposal yiclds expected values of ending reserves in FY 2006 of
over $1 billion, even after taking into account the effect of the DDC, a result that BPA’s
May Proposal could not quantify. In the May Proposal, the likelihood that BPA would
end 2006 with at least $500 million in reserves was approximately 75 percent. Now, the
corresponding range of probabilitics is approximately 78 to 85 percent (assuming
2,000 aMW of Slice sales). (See Lefler, ef al,, WP-02-E-BPA-73).

Section 4. Summary of Major Changes in Supplemental Proposal
)
1A.

What are the major changes in this Supplemental Proposal?

Consistent with the Partial Settlement Agreement, there are several changes reflected in
this Supplemental Proposal. First, design changes are being proposed to each of the three
CRAG:s, in particular the LB and FB CRACs. Second, there are changes to the threshold
and other criteria for the DDC mechanism. Third, modifications are being proposed to
the calculation of the financial portion of the Investor-Owned Utilities Residential
Exchange Program Settlement (REP Settlement). Fourth, modifications are being
proposed to the Slice “inventory solution” true-up costs. There are no changes being
proposed to the calculations of the Direct Service Industry (DSI) rates, besides those
mentioned later in this testimony.

Please summarize the mﬁjo'r changes to the three CRAC mechanisms.

This Supplemental Proposal retains the threc—componént CRAC structure (i.e, LB
CRAC, FB CRAC, and SN CRAC) that was the center of the Amended Proposal.
I-iowever, BPA is proposing to modify each of them somewhat, to match the Partial
Settlement Agreement.

We are ﬁm.posing two major changes to the LB CRAC. First, going into
successive six-month periods, the value of the LB CRAC will be based on a forecast of
augmentation costs, (both market price and augmentation amounts). That forecast would
be “trued-up” every six months, after-the-fact, based on actual augmentation costs and

WP-02-E-BPA-70

‘ Page 9 ,
Witnesses: Allen L. Burns, Sydney D. Berwager, and Michael J. DeWolf

R.A.R.009971



o o ~ @& Lh E-N L2 3] it

revised cost projections. Second, the preliminary LB CRAC amount, set in the final rate
proposal, will be shaped to reflect the deplining market forecasts. See Lefler, et al.,
WP-02-E-BPA-73. As mentioned above, BPA’s cutrent forecasts are that market prices
would be high in the first year of the rate period and decline by the last year of the rate
period. See Conger, et al., WP-02-E-BPA-71. The changes to the LB CRAC mean that
it will be the primary risk mitigation tool dealing with one of our largest risks, BPA’s
augmcntaﬁon costs. |

The FB CRAC has reverted back to the May Proposal with two exceptions. First,
in the first year the threshold amount has been lowered to Accumulated Net Revenues
cqual to $300 million in reserves and there is no cap on revenue increases other than this
lower threshold. Second, if the FB CRAC triggers, it would be in effect for 12 months.
It would be based on a third quarter forecast, and then be trued-up based on-audited
actuals when those actuals become available a few months later. See Lefler, et al.,
WP-02-E-BPA-73. |

The SN CRAC was revised'so that it.could trigger if there is a 50 percent
probability of BPA missing 2 payment to‘ the Trea;sux:y, or other creditor; or, alternatively,
if BPA misses a payment to either the Treasury or other creditor. Second, in the
Amended Proposal, BPA had proposed a public process, short of a 7(i) process, to
implement the SN CRAC. This Supplemental Proposal, consistent with ﬂ1e Partial
Settlement Agreement, proposes that BPA would conduct a 7(i) and seek FERC approval
prior to the SN CRAC being implemented.
What changes are being proposed to the DDC?
BPA is proposing three modifications to the DDC. First, beginning with the second year
of the rate period, if a specific DDC threshold is met, all of the DDC amount (above the
$15 million already committed to conservation and renewable resources) will
automatically be distributed to customers and will no longer be discretionary on the part

WP-02-E-BPA-70

Page 10
Witnesses: Allen L. Burns, Syduey D. Berwager, and Michael J. DeWolf

R.A.R.009972




—

V= 2 R - LY N S VR X

B P D S A R R RN NG S AR S WE TR, T T L 550 00 AR, £ Sty [T 650 01 e Ll bt A

of the Administrator. Distributions will no longer be divided and allocated based on
decisions in a later public process. Second, the thresholds willAbe fixed at $1.7 billion in
reserves for the second year, $1.5 billion for the third year, and $1.2 billion for each of
the last two years. These thresholds will be fixed, except in the cvent that BPA has
outstanding expenses under the Biological Opinion. See Lefler, et al., WP—02~E-BPA-73.
Finally, as part of the Partial Settlement Agreement, BPA is proposing that the Financial
portion of the REP Settlement Benefits be éligib‘le for a portion of the DDC. See Lefler,
et al., WP-02-E-BPA-73.

In the Partial Seitlem.eut Agreement, are there any other proposed changes fo the
Investor-Owned Utilities Residential Exchange Program Settlement?

Yes. In the Amended Proposal, BPA proposed a $34.1/MWh forecast for purposes of
calculating the financial benefits under the REP Settlement. BPA now proposes an
adjustment to this oumber. -

What is this adjustment?

As noted previously, BPA recently conducted settlement discussions with all interested
paﬁi_es in BPA’s WP-02 rate case. As mentioned above, large number of those parties
proposed a partial settlement of many rate case issues. One element of that proposal is
that $38/MWh should be used in calculating the financial benefits under the REP
Settlement, instead of the $34.1/MWh forecast in BPA’s Amended Proposal. (BPA’s
testimony regarding the $34.1/MWh forecast is contained in the festimony of Doubleday,
et al., WP-02-E-BPA-65, and Doubleday, ef al., WP-02-E-BPA-74.) Where s0 many
parties support $38/MWh as part of the Partial Setflement Agreement, this suggests that
such parties believe that the $38/MWh is consistent with BPA’s policy goal of
“[s]preading[ing] the benefits of the Federal Columbia River Power System as broadly as
possible, with special attention given to the residential and rural customers of the region.”
See Power Subscription Strategy, at 3.

WP-02-E-BPA-70
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When viewed in the context of the Partial Settlement Agreement, BPA believes
that it is appropriate to adjust the forward five-year market forecast from $34.1/MWh to
$38/MWh. BPA’s $34.1/MWh forecast was developed at a time when market prices had
increased significantly from market prices at the time of BPA’s May Proposal. However,
as noted in the testimony of Conger, ef al., WP-OZ-’B—BPAJI, market pricés have aiso
increased significantly from the time of BPA's Amended Proposal. BPA has elected to

make the adjustment to $38/MWh to reflect this observed price increase in the

marketplace because this is consistent with BPA's policy goals as noted above. While
BPA does not expect current prices to continue for the five-year period of the forward flat
black forecast, BPA feels that current high market prices lasting through the first

6-18 months of the forecast period, viewed in the context of the Partial Settlement
Agreement, justify an increase in the forward five-year market forecast price to
$38/MWh.

Is BPA proposing changes fo the Slice methodology?

Yes. The Amended Proposal contained a mechanism to caleulate the Slice purchasers’
share of BPA’s actual angmentation costs. Consistent with the Partial Settlement
Agreement, BPA is revising the manner in which Slice purchasers will pay their
proportionate share of augmentation costs.

How will Slice purchases pay for their proportionate share of the augmentation casts?
BPA is now proposing that the Slice purchasers pay for augmentation in a fashion similar
to the manner in which the LB CRAC is now being implemented (see Lefler, er al.,
WP-02-E-BP A-73), with some minor changes in the design of the true-up due to the
different nature of the product. (See Procter, ef al., WP-02-E-BPA-72).

dre Slice purchasers now subject to the LB CRAC?

Yes. As aresult of the agreements reached in the Partial Settlement Agreement, the
manner in which Slice customers pay for their share of augmentation will mirror in
WP-02-E-BPA-70
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the early part of the rate period. BPA understands the harmful impact that these large
rate increases could have on the region. Therefore, we are committed to work to lower
those a;;gmentaﬁcn costs including conservation efforts. We will work with customers to
reduce ihc amount of éugmentation purchases we must make. We will also work
diligently to manage the purchases we must make, in order to get the best price we can.

In addition, if BPA is able to resolve cash flow issues, it may be able to

restructure the LB CRAC to produce average LB CRAC increases, that is, a LB CRAC

percentage that recovers the net augmentation costs for more than one year over a period
of the same number of years. For example, ﬂmre could be a single LB CRAC percentage
for a two-year period that recovers BPA's net augmentation costs for that two-year
period, with a true-up following.

Does this conclude your testimony?

Yes.

WP-02-E-BPA-70
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almost all respects the design of the LB CRAC. Therefore, the Stice will now be subject
to the LB CRAC, with some slight modifications. The LB CRAC adjushﬁent will replace
the previous method for the one-time megawatt (MW) true-up and the true-up for actual
costs of augmentation. Slice will also continue to be exempt from the FB CRAC and the
SN CRAC since the risks that those CRACs are designed to cover are already directly
assumed by the Slice Customers. (See Lefler, ef al., WP-02-E-BPA-73). Slice continues
to not be eligible for the DDC. |

Are there any proposed changes to the rates to be charged the DSLs?‘.

No. The Industrial Firm Power Targeted Adjustment Charge rate will remain unchanged.
The LB CRAC, FB CRAC, and SN CRAC will all apply to the DSI rates. And the DSIs
will be eligible for the DDC. Of course, the CRACs are modified from the Amended
Proposal, as described elsewhere in this testimony.

Are there any other significant changes that are being made in this Supplemental
Proposal?

Yes. As we mentioned above, BPA has noticed that ﬁmkct prices during the rate period
are appearing to be significantly higher than our models would indicate in the first years
of the rate period. In the testimony of Conger, ef al., WP-02-E-BPA-71, we describe the
steps we have taken to calibrate our models to more closely match the observed market
price levels.

What updates does BPA intend to include in the final proposal?

Each piece of technical testimony identifies the particular information that would be
updated. HoWever, in particular, the augmentation cost inputs into the LB CRAC
formula will be updated and shown in the final studies. BPA understands that given our
curent expectations of those augmentation costs, based on the amount of power we will

need to purchase and the prices at which we may have to make these purchases, the LB

.CRAC formula has the potential of resulting in a very large rate increase, particularly in

WP-02-E-BPA-70
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TESTIMONY OF
SIDNEY L. CONGER, ARNOLD L. WAGNER, EDWARD L. BLEIFUSS,
ROBERT J. PETTY, ROBERT W. ANDERSON, MARK H. EBBERTS,
JON A. HIRSCH, ELIZABETH A. EVANS,
CARL T. BUSKUHL, AND JEFFREY W. CHOW

SUBJECT: RISK ANALYSIS STUDY AND NO-SLICE RISK ANALYSIS

Section 1. Infroduction and Purpose of Testimony

Please state your names and qualifications.

My name is Sidney L. Conger, I My qualifications are contained in WP-02-Q-BPA-14.

My name is Arnold L. Wagner. My qualifications are contained in WP-02-Q-BP A-67.

My name is Edward L. Bleifuss. My qualifications are contained in WP-02-Q-BPA-04.
My name is Raobert J. Petty. My qualifications are contained in WP-02-Q-BPA-58.

My name is Robert W. Anderson. My qualifications are contained in WP-02-Q-BPA-01.
My name is Mark H. Ebberts. My qualifications are contained in WP-02-Q-BPA-18.
My name is Jon A. Hirsch. My qualifications are contained in WP-02-Q-BPA-28.

My name is Elizabeth A. Evans. My qualifications are contained in WP-02-Q-BPA-69.
My narse is Carl T. Buskuhl. My qualifications are contained in WP-02-Q-BPA-09.

My name is Jeffrey W. Chow. My qualifications are contained in WP-02-Q-BPA-71.
What is the purpose of your testimony?

The purpose of this testimony is to sponsor the Risk Analysis Study for the 2002
Supplemental Power Rate Proposal (Supplemental Proposal) and the No-Slice Risk
Analysis performed in support of the Cost Shift Analysis for the Slice product. The Risk

Analysis Study and the No-Slice Risk Analysis evaluate operating and non-operating

risks that affect Bormeville Power Administration’s (BPA) ability to make its annual

U.S. Treasury payments on time and in full during the Fiscal Year (FY) 2002-2006 rate

WP-02-E-BPA-71
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1 period. Operating risks include variations in economic, load, and generation resource

2 conditions. These operating risks include the impact that spot market electricity prices, |

3 load levels, and resource output (including hydre generation uﬁder alternative hydro

4 operations associated with the 13 fish and wildlife alternatives) have on net revenues.

5 The impact of operating risks on BPA’s net revenues is quantified by the Risk Model

6 Analysis (RiskMod). See Risk Analysis Study and Study Documentation,

7 WP-02-FS-BPA-03/03A. ‘Non-operating risks include uncertainties in capital costs and

8 expenses (but not operational impacts) associated with the 13 fish and wildlife

9 alternatives, uncertainty in achieving cost reductions from the Cost Review
10 recommendations, costs associated with Business Line separation, costs associated with
11 conservation and renewables, and interest rates. The impact of non-operating risks on
12 BPA’s net revenues is quantified by the Non-Operating Risk Model (NORM). See Risk
13 Analysis Study and Study Docurnentation, WP-02-FS-BPA-03/03A.
14 10 How is your testimony organized?
15 1A This testimony contains seven sections including this introductory section. Section 2
16 provides an overview (_)f the changes in the Risk Analysis Study since the 2002 Amended
17 Power Rate Proposal (Amended Proposal). Section 3 describes the changes in RiskMod
18 and NORM since the Amended Proposal. Section 4 des#ribes the changes in loads and
19 resources since the Amended Proposal. .Scction 5 describes the changes in the natural gas
20 price forccast since the Amended Proposal. Section 6 describes the changes in the
21 AURORA model since the Amended Proposal. Finally, Section 7 describes the changes
22 that BPA anticipates making to the Risk Analysis Study and the No-Slice Risk Analysis
23 for the Final Record of Decision (Final ROD).
24
25

- 26
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| Section 2, Changes in the Risk Analysis Study Since the Amended Propaesal
Q.
A.

What changes have been made to the Risk Analysis Study since the Amended Proposal?
The Risk. Analysis Study for the Supplemental Proposal incorporates several changes
from the Risk Analysis Stady performed for the Afnended Proposal. The changes include
the following: (1) modeling and data changes in RiskMod; (2) revised resources and
analysis using two load levels; (3) revised methodology for simulating Heavy Load Hour
(HLH) and Light I.oad Hour (LLH) monthly electricity price risk for FY 2002 and 2003
at three price levels. See Chapter 2, 2002 Supplemental Power Rate Proposal Study,
WP-02-E-BPA-67.

Section 3. Changes in Risk Model Ahalysis and the Non-Operating Risk Model Siace

o)

Q<

the Amended Proposal
What modeling and data changes have been made to RiskMod since the Amended
Proposal?
Modeling and data changes in RiskMod are as follows: (1) revisions so that the Rate
Case parties bear the risk of the amount and price of System.Aumentation purchases,
including the cost of serving the load growth and load variability of the Full and Partial
Requirement customers; (2) revisions to calculate the net reveuué impact of two load
levels and three market prices; (3) removal of the computation of the cost of the
Inventory Solution from the Slice Revenue Requirement in RiskMod; (4) capping the
4(1)(10)(C) credits at the amount of the annual Treasury Payments for FY 2002-2006;
(5) revision of the expected FCCF reserve at the start of FY 2002 and (6) revisions of the
expected Non-Treaty Storage level at the start of FY 2002,
Why were these changes made to RiskMod?
As discussed in the testimony of Burns, ef al.,, WP-02-E-BPA-70, BPA and many rate
case parties reached agreement on most of the rate case issues in the Partial Settlement

Agreement. A key feature of the Partial Settlement Agreement is that BPA's power

WP-02-E-BPA-T1
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1 customers essentially bear the risk of the amount and price of System Augmentation

2 purchases, including the costs of serving the load growth and load variability of the Fali

3 and Partial Requirements customers. Tlns approach is a prudent means of dealing with

4 the pfmccnt market conditions. Therefore, RiskMod needed to be revised to account for

5 this change.

6 |0 Why was RiskMod revised so that BPA could calculate the net revenue impact of a range

7 of alternative loads? |

8 fA. As stated in Section 4 of the Testimony submitted by Burns, ef al., WP-02-E-BPA-70,

9 BPA has indicated that it will work with its customers to reduce the amount of System
10 Augmentation purchases that BPA must make. Also, BPA anticipates that there could be
11 load responses to the possible large adjustments to rates anticipated in the S_upﬁlemcntal
12 Proposal through the Load-Based Cost Recovery Adjustment Clause (LB CRAC). These
13 load responses might reduce the amount of System Augmentation purchases and
14 subsequently lower the LB CRAC rate. However, since BPA does not know how much
15 load reduction there will be, it is appropriate fo evaluate a range of alternative loads. As
16 a result, RiskMod was revised to incorporate these possible outcomes when estimating
17 net revenues.

18 10 Why did BPA remove the computation of the cost of the Inventory Solution from the Slice
19 Revenue Requirement in RiskMod and incorporate this computation in the ToolKit

20 Model?

21 A BPA removed the computation of the cost of the Inventory Solution from the Slice

22 Revenue Requirement in RiskMod and incorporated this computation in the ToolKit

23 Model so that the calculations of the LB CRAC for all parties are performed in the

24 ToolKit model.

25

26

WP-02-E-BPA-71
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io. In the Amended Proposal, BPA did not have caps on 4(h)(10)(C) credits. Why did BPA

cap 4(W(10)(C) credits at the amount of the annual Treasury Payments for
FY 2002-2006 in RiskMod for the Supplemental Propasal?

A. BPA capped 4(h)(10)(C) credits at the amount of the annual Treasury Payments for
FY 2002-2006 in RiskMod for the Supplemental Proposal for two reasons. First, unlike
in the Amended Proposal, market price and market price risk for FY 2002 and 2003 are
much higher resulting in the possibility of 4(h)(10)(C) credits exceeding the annual
Treasury Payments. Secondly, BPA capped the 4(h)(10)(C) credits at the amount of the |
annual Treasury Payments because BPA is unsure whether or not it is possible to collect
funds beyond the amount of the Treasury Payment. It would be imprudent to assume
more can be collected until an agreement has been reached with the U.S. Treasury that
states BPA can collect more.

Q. Why did BPA revise its estimate of the expected Fish Cost Contingency Fund (FCCF)

reserve at the start of FY 2002 to a point estimate of $167 million for the Supplemental
Proposal? . «

A BPA revised the expected FCCF reserve at the start of FY 2002 to a point estimate of
$167 million for the Supplemental Proposal because BPA now has better estimates of
streamflow cnﬁditions and potential streamflow variability for ¥Y 2001 than when the
Amended Proposal was published. _

0. Why did BPA revise the expected Non-Treaty Storage level at the start of FY 2002 from
2,858 megawatts (MW)/months to 1,000 MW/months for the Supplemental Prbposal?

A. For the Supplemental Proposal, BPA has updated its forecast based on information on
anticipated storage and withdrawals of Non-Treaty Storage in light of current storage
levels, projected streamflows, and current hydro operations that reflect the impact of the
dry weather conditions in FY 2001, which differ from typical Non-Treaty storage levels

under normal weather conditions. Consideration of these factors resulted in the

WP-02-E-BPA-T1
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1 adjustment of the expected Non-Treaty Storage level at the start of FY 2000 from
2 2,858 MW/months to 1,000 MW/months.
3 ] BPA performed risk analyses for two load scenarios (0 and 1,500 load reduction) and
4 three electricity price levels ($315/megawatthour (MWh), 3210/MWh, and §140/MWh in
5 FY 2002). What was the basis for BPA selecting these particular values?
6 |A The values selected were for illustrative purposes, but they were degmed to represent
7 reasonable potential ranges.
8 {2 Since the Amended Proposal, what changes have been made to the Risk Simulation
9 Models (RiskSim), which are a component of RiskMod?
10 jA BPA developed the Forward Market Price Simulator to simulate electricity prices and
11 price variability for FY 2002 and FY 2003. This risk model simulates matket price
12 uncertainty using monthly forward market electricity prices and electricity price
13 volatilities derived from option premiums (implied price volatilities).
14 10 Why did BPA use the Forward Market Price Simulator to simulate electricity prices and
15 price variability for FY 2002 and 20037
16 | A. BPA used the Forward Market Price Simulator to simulate electricity prices and price
17 variability for FY 2002 and 2003 because BPA believes the methodology is the most
18 appropriate methodology for simulating electricity prices under current market conditions
19 (See Section 6 of this Testimony). The Forward Market Price Simulator sinulates
20 monthly forward market electricity prices. The Forward Market Price Simulator uses
21 forward market prices at which traders are currently willing to buy and sell energy for
22 different points in time in the future and the price volatility reflected in option premiums
23 (referred to as implied price volatility) at which markct participants are currently willing
24 to buy and sell options for different points/periods in time in the future.
25
26
WP-(02-E-BPA-71
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What is the implied volatility on forward electricity prices?

Implied volatility is a measure of the expected future volatility of forward electricity
prices and is stated as the annualized day-to-day percentage change in price as a normal
distribution.

Why daes BPA believe that the implied volatilities derived from currently traded options
are a better reflection of future volatility than the volatility in historical market prices?
BPA believes the implied volatilities derived from currently traded option premiums are a
better reflection of estimated future volatility than using historical changes in price
because the market is willing to trade on their belief of future volatility. Historical
volatility, however, says nothing about the future; it can only reflect price levels that have
traded in the past.

BPA describes in Section 2.2.7 of the 2002 Supplemental Power Rate Proposal Study
(WP-02-E-BPA-67) a methodology for calibrating electricity prices estimated by
AURORA to the électricity prices simulated by the Forward Market Price Simulator for
FY 2002 and 2003. Why did BPA calibrate the prices estimated by AURORA to the
results from the Forward Market Price Simulator, rather than just using the results from
the Forward Market Price Simulator? |
There are two reasons why BPA calibrated the prices estimated by AURORA to the
results from the Forward Market Price Simulator, rather than just using the results from
the Forward Market Price. The Forward Market Price Simulator simulates electricity
price variability for each month independent of the prices simulated for all other months.
This yields prices simulated for each month that do not account for the dependency in
monthly prices through fime. In contrast, AURORA, which estimates monthly prices
using fundamental market data that incorporates monthly dependencies, estimates prices
through time that reflect dependency in monthly prices through time. Also, the monthly

prices simulated for each month by the Forward Market Price Simulator are not tied to

WP-02-E-BPA-T1
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0.
A.

any market findamentals such as the amount of hydro generation and level of loads.
Accordingly, it would be inappropriate to calculate revenues and expenses in RiskMod
using randomly simulated prices. By using the calibrated AURORA prices to estimate
revenues and expenses in RiskMod, the dependency between hydro generation, load, and
prices are maintained. '

Have there been any changes in NORM since the Amended Proposal?

No.

Section 4. Changes in Loads and Resources Since the Amended Proposal

0.
A,

What changes have been made to Federal resources since the Amended Proposal?

Bi’A has revised the actual System Augmentation purchases that it has made since the
Amended Proposal. Actual System Augmentation purchases used in RiskMod for the
Amended Proposal amounted to 917 ziverage megawatt (aMW)/year at a cost of

$242.9 million/year ($30.20/MWh) and were based on all purchases as of October 23,
2000. See Tables 2-3 and 2-4 in the 2002 Amended Power Rate Proposal Study
Documentation, WP-02-E-BPA-60. Actual System Augmentation purchases used in
RiskMeod for the Supplemental Proposal amount to 1,048 aMW/ycar at a cost of

$280.5 million/year ($30.55/MWh) and were based on all purchases as of January 1,
2001, See Tables 2-1 and 2-2 in the 2002 Supplemental Power Rate Proposal Study, WP-
02-E-BPA-67,

Has BPA modified its public utility customer sales forecast from that presented in the
Amended Proposal?

No, BPA has not modified its public utility customer sales forecast for this Supplemental
Proposal. The sales forecast in the Amended Proposal was based on signed contracts.

No changes in the status of those signed contracts have occurred as yet, and individual

utility forecasts have not been modified.

WP-02-E-BPA-71
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1 |0 Why did BFPA analyze the impact of aitemative load scenarios an BPA rates?
2 1A As stated in Section 3 of the Testimony submitted by Burms, ez al., WP-02-E-BPA-70, the
3 LB CRAC employs a formula approach, rather than a fixed pémentage specified in the
4 Final ROD, and is subject to adjustment and true-up every six months, depending on the
5 amount and price of System Augmentation purchases. The level of augmentation.
6 required, a major component of the cost of the LB CRAC, is a direct reflection of the
7 level of sales projected. BPA is working with its customers to reduce the level of BPA
8 System Augmentation needs. It is also possible that there will be a load response to the
9 size of the LB CRAC being anticipated in the Supplemental Proposal. Therefore, an
10 analysis of a range of loads is appropriate.
11 j@ Do you anticipate changing the sales forecast for the Final ROD?
12 A Yes, it is likely that BPA will change the sales forecast for the Final ROD.
13§ Section 5. Changes in the Natural Gas Price Forecast Since the Amended Proposal
714 Q Are there any changes to the natural gas price forecast from the Amended Proposal?
15 {A. No. The natural gas price forecast can be separated into two parts, a short-term forecast
16 applied from FY 2000 to 2002, and a mid-term forecast for the years afier 2002, The
17 short-term forecast was tied to the New York Mercantile Exchange (NYMEX) futures
18 contract for Henry Hub. The mid-term forecast was based solely on BPA analysis. BPA
19 believes that the mid-term forecast is still valid. For the short-term, the NYMEX price
20 has changed from the Amended Proposal. However, BPA is proposing a new method for
21 cdﬁlaMg the short-term electricity market prices in which the natural gas price forecast
22 is not a factor. Therefore, the short-term forecast is not relévant and was not updated.
23
24
25
26
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Section 6.  Changes in AURORA Since the Amended Proposal

1a

A

Has BPA made any changes to AURORA for the Supplemental Propasal?

No. For the Supplemental Proposal, BPA used another methodology described in
Section 3 of this Testimony for estimating electricity prices and price variability for

FY 2002 and 2003. BPA believes that the prices and price variability estimated by
AURORA for FY 2004-2006 remain sound estimates. However, BPA may update the
AURORA model to estimate prices and price variability for FY 2004-2006 in the Final
ROD.

Why did BPA decide not to use the price output ﬁoﬁ the AURORA for the first twe fiscal
years of the rate period? |

BPA has witnessed market prices much higher in the near term than the AURORA model
is forecasting. The AURORA model is an economic fundameﬁtals based model. BPA
believes that during normal market conditions, when loads and resources are in balance,
the AURORA model is a reasonable model for forecasting prices. However, the current
market conditions and prices reflect an extreme state of load and resource imbalance. In
these extreme situations, a purely economic fundamentals based model may not
adequately account for the market dynamics that can produce the very high prices
currently being observed. During these situations, market quotes used in combination

with statistical methods are a more appropriate way to simulate market prices.

Section 7. Anticipated Changes for the Final Amended Proposal

0.

Has BPA identified any changes that it anticipates making to the Risk Analysis Study for
the Final ROD?

Yes, as indicated in Scection 4 of this Testimony, BPA anticipates making revisions {o its
sales forecast. It is also very likely that BPA will be updating its electricity price forecast

and estimates of market price variability.

WP-02-E-BPA-T71
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Q. Are the changes that BPA has identified in this Testimony all the possible changes that
BPA might make in the Risk Analysis Study for the Final ROD?

A No. BPA may make additional changes in the Risk Analysis Study for the Final ROD.

<

Does this conclude your testimony?

A. Yes.

WP-02-E-BPA-T1
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BPA’s Peaking Resource Strategy
March 21, 2001

Synopsis: As a part of our augmentation strategy BPA is currently pursuing peaking resources
that will come on line during the first 6 months of Subscription. These units have higher heat
rates than we previously considered when pursuing combined cylcle CTs but they have
significantly more operational flexibility and are available sooner.

How many Megawatts: 200-300 aMW total
Heat Rates: 9,000-11,000 MM btu/kwh

Costs:
Total Cost: Under $80 Mwh (If ran whenever available with $5 gas)
Gas Cost: $45-- $55 with current $5 gas.

Benefits

Flexibility. Can be turned on and off hourly providing significant operational flexibility to shut
down or ramp up on short notice. BPA could also sell some of this flexibility by selling options
to recoup some of our fixed costs.

Available Early in Subscription. Projected to be on-line January to February 2002, earlier than
combined cycle CTs will be available.

Hedge Against High Markets. If markets take longer to settle to rational levels than currently
projected, the benefits of these units increase.

Key Risks

e Unit Contingent. Power is unit contingent and won’t be available if the plant breaks down

¢ Gas. BPA takes onrisk associated with the gas prices. We plan to hedge this risk but
dealing in the gas arena is a new venture for BPA.

e Future Market Prices. Lower market prices in later Subscription years might make these
look expensive then.

Specific Projects

o Avista-Longview. We have signed a nonbinding letter of intent for two 45 MW LM6000 CTs
that would come on-line February 2002. We are beginning contract discussions and expect
to conclude those by May.

»  GoldenNorthwest Projects. In early discussions to buy output from 4 LM6000 units from
Brett Wilcox. These are a part of Brett’s plan to proactively create long-term power options
for his aluminum plants. Just started discussions a couple of weeks ago but negotiations
could move fairly quickly.

¢ Marson Energy. In this project BPA would purchase 5 years of capacity from small portable
gas distributed generation and place them in 24 MW groups on customer sites. The logistics
of procuring sites, gas and managing these generators in the midst of current staff overload
may make these unattainable for BPA as we concentrate on bigger megawatt chunks such as
I0U and DSI buy-downs. Customers have responded positively in providing sites . A BPA
go/mo go decision on this project will occur in mid April at the Energy Web Steering
Committee.
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INTRODUCTION

This Record of Decision addresses the development of an amendment to the Residential
Exchange Program Settlement Agreement between PacifiCorp and the Bonneville Power
Administration (BPA), Contract No. 01PB-12229, executed in October 2000, and the
coincident development of a separate Financial Benefits Agreement, in order to provide
financial benefits to the residential and small farm consumers of PacifiCorp through a
settlement of PacifiCorp’s participation in the Residential Exchange Program (REP) for
the period from July 1, 2001, through September 30, 2006. 16 U.S.C. § 839¢(c). In order
to fully understand the proposed amendment and financial agreement with PacifiCorp, it
is helpful to understand BPA’s initial development of the REP Settlements with regional
investor-owned utilities (IOUs). A review of such development follows.

BACKGROUND

BPA was created in 1937 to market electric power generated at Bonneville Dam, and to
construct and operate facilities for the transmission of power. 16 U.S.C. § 832-8321
(1994 & Supp. 11 1997). Since that time, Congress has directed BPA to market power
generated at additional facilities. /d. § 838f. Currently, BPA markets power generated at
thirty Federal hydroelectric projects, and several non-Federal projects. BPA also owns
and operates approximately 80 percent of the Pacific Northwest’s high-voltage
transmission system. In 1974, BPA became a self-financed agency that no longer
receives annual appropriations. Id. § 838i. BPA’s rates must therefore produce sufficient
revenues repay all Federal investments in the power and transmission systems, and to
carry out BPA’s additional statutory objectives. See id. §§ 832f, 838g, 8381, and 839%¢(a).

In the 1970’s, threats of insufficient resources to meet the region’s electricity demands
led to passage of the Pacific Northwest Electric Power Planning and Conservation Act
(Northwest Power Act). 16 U.S.C. § 839, et seq. (1994 & Supp. II1 1997). In that Act,
Congress, among other things, directed BPA to offer new power sales contracts to its
customers. Id. §§ 839c, 839¢(g). While Congress provided that BPA’s public agency
customers (preference customers) and investor-owned utility customers (IOUs) had a
statutory right for service from BPA to meet their net requirements loads, Congress did
not provide such a right to BPA’s direct service industrial customers (DSIs). BPA was
provided the authority, but not the obligation, to serve the DSIs’ firm loads after the
expiration of their power sales contracts in 2001. See id. §§ 839¢(b)(1), 839d. Congress
also established the Residential Exchange Program, which, as discussed in greater detail
below, provides Pacific Northwest utilities a form of access to the benefits of low-cost
Federal power. Id. § 839c(c).
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A. The Residential Exchange Program (REP)

Section 5(c) of the Northwest Power Act established the REP. Id. § 839¢(c). Under the
REP, a Pacific Northwest electric utility (either a publicly owned utility, an IOU or other
entity authorized by state law to serve residential and small farm loads) may offer to sell
power to BPA at the utility’s average system cost (ASC). /d. § 839¢(c)(1). BPA
purchases such power and, in exchange, sells an equivalent amount of power to the utility
at BPA’s PF Exchange rate. /d. The amount of the power exchanged equals the utility’s
residential and small farm load. /d. In past practice, no actual power sales have taken
place. Instead, BPA provided monetary benefits to the utility based on the difference
between the utility’s ASC and the applicable PF Exchange rate multiplied by the utility’s
residential load. These monetary benefits must be passed through directly to the utility’s
residential and small farm consumers. /d. § 839¢(c)(3). While REP benefits have
previously been monetary, the Northwest Power Act also provides for the sale of actual
power to exchanging utilities in specific circumstances. Pursuant to-section 5(c)(5) of the
Northwest Power Act, in lieu of purchasing any amount of electric power offered by an
exchanging utility, the Administrator may acquire an equivalent amount of electric power
from other sources to replace power sold to the utility as part of an exchange sale. 1d. §
839¢(c)(5). However, the cost of the acquisition must be less than the cost of purchasing
the electric power offered by the utility. /d. In these circumstances, BPA acquires power
from an in lieu resource and sells actual power to the exchanging utility.

Each exchanging utility’s ASC is determined by the Administrator according to the

1984 ASC Methodology, an administrative rule developed by BPA in consultation with
its customers and other regional parties. A utility’s ASC is the sum of a utility’s
production and transmission-related costs (Contract System Costs) divided by the utility’s
system load (Contract System Load). A utility’s system load is the firm energy load used
to establish retail rates. BPA’s current ASC Methodology was established in 1984. BPA
has recognized, however, that the ASC Methodology can be revised. BPA’s current ASC
Methodology uses a “jurisdictional approach” in determining utilities” ASCs, which
relies upon cost data approved by state public utility commissions (in the case of IOUs)
and utility governing bodies (in the case of public utilities) for retail ratemaking. These
data provide the starting point for BPA’s determination of the ASC of each utility
participating in the REP. Costs that have not been approved for retail rates are not
considered for inclusion in Contract System Costs.

The schedule for filing and reviewing a utility’s ASC is established in the 1984 ASC
Methodology, which provides that “not later than five working days after filing for a
jurisdictional rate change or otherwise commencing a rate change proceeding, the utility
shall file a preliminary Appendix 1, setting forth the costs proposed by the utility and
shall deliver to BPA all information initially provided to the state commission.” The
filing mcludes all testimony and exhibits filed in the retail rate proceeding. Not later than
20 days following the effective date of new rate schedules in a jurisdiction, the utility
must file a revised Appendix 1 reflecting costs as approved by the state commission or
utility governing body. BPA then has 210 days to review the filing and issue a report
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signed by the Administrator. During this review process, BPA ensures that the costs and
loads conform to the rules and requirements of the ASC Methodology, as well as the
applicable provisions of the Northwest Power Act. BPA makes adjustments as necessary.

The REP has traditionally been implemented through Residential Purchase and Sale
Agreements (RPSAs), which were executed in 1981. Between 1981 and the present,
Residential Exchange Termination Agreements have been negotiated with all of the
previously active exchanging utilities except Montana Power Company (MPC). MPC
continues to be in “deemer” status. When a utility’s ASC is less than the PF Exchange
Program rate, the utility may elect to deem its ASC equal to the PF Exchange Program
rate. By doing so, it avoids making actual monetary payments to BPA. The amount that
the utility would otherwise pay BPA is tracked in a “deemer account.” At such time as
the utility’s ASC is higher than BPA’s PF Exchange rate, benefits that would otherwise
be paid to the utility act as a credit against the negative “deemer balance.” Only after the
“positive benefits” have completely offset the “negative balance,” bringing the negative
“deemer account” to zero, would the utility again receive actual monetary payments from
BPA under an existing or new RPSA. The issue of deemer balances with IOUs is
currently in dispute. Regional utilities are eligible to participate in the REP again
beginning July 1, 2001, except for those utilities that have previously executed settlement
agreements for terms extending beyond July 1, 2001.

B. The Comprehensive Review of the Northwest Energy System

In early 1996, the governors of Idaho, Montana, Oregon and Washington convened the
Comprehensive Review of the Northwest Energy System to seize opportunities and
moderate risks presented by the transition of the region's power system to a more
competitive electricity market. See Comprehensive Review of the Northwest Energy
System, Final Report, December 12, 1996 (Final Report). The governors appointed a 20-
member Steering Committee that was broadly representative of the various stakeholders
in the power system to study that system and make recommendations about its
transformation. Id. Each governor had a representative on the Steering Committee to
make certain the public was educated about and involved in the Comprehensive Review.
1d. In establishing the review, the governors stated:

The goal of this review is to develop, through a public process, recommendations for
changes in the institutional structure of the region's electric utility industry. These
changes should be designed to protect the region's natural resources and distribute
equitably the costs and benefits of a more competitive marketplace, while at the same tine
assuring the region of an adequate, efficient, economical and reliable power system.

Id. In 1996, the Steering Committee held 30 daylong meetings. Id. In addition, almost
400 people were involved in more than 100 meetings of various work groups reporting to
the Steering Committee. /d. Hundreds of citizens attended the 10 public hearings that
were held throughout the region on the Commiittee's draft report. Id. More than 700
written comments were received. /d. The Final Report was the product of that work. Id.
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The Final Report noted that the electricity industry in the United States is in the midst of
significant restructuring. Id. This restructuring is the product of many factors, including
national policy to promote a competitive electricity generation market and state initiatives
in California, New York, New England, Wisconsin and elsewhere to open retail
electricity markets to competition. Id. This transformation is moving the industry away
from the regulated monopoly structure of the past 75 years. Id. Today the region is
served by individual utilities, many of which control everything from the power plant to
the delivery of power to the region’s homes or businesses. Id. In the future, the region
may have a choice among power suppliers that deliver their product over transmission
and distribution systems that are operated independently as common carriers. Id. There
is much to be gained in this transition. /d. Broad competition in the electricity industry
that extends to all consumers could result in lower prices and more choices about the
sources, variety and quality of their electrical service. Id.

The Final Report also noted that there are risks inherent in the transition to more
competitive electricity services. Id. Merely declaring that a market should become
competitive will not necessarily achieve the full benefits of competition or ensure that
they will be broadly shared. Id. It is entirely possible to have deregulation without true
competition. Id. Similarly, the reliability of the region’s power supply could be
compromised if care is not taken to ensure that competitive pressures do not override the
incentives for reliable operation. /d. How competition is structured is important. /d. It
is also important to recognize the limitations of competition. /d. Competitive markets
respond to consumer demands, but they do not necessarily accomplish other important
public policy objectives. Id. The Northwest has a long tradition of energy policies that
support environmental protection, energy-efficiency, renewable resources, affordable
services to rural and low-income consumers, and fish and wildlife restoration. /d. These
public policy objectives remain important and relevant. Id. The Final Report states that
given the enormous economic and environmental implications of energy, these public
policy objectives need to be incorporated in the rules and structures of a competitive
energy market. /d.

The Final Report stated that, in some respects, the transition to a competitive electricity
industry is more complicated in the Northwest because of the presence of BPA. Id. BPA
is a major factor in the region's power industry, supplying, on average, 40 percent of the
power sold in the region and controlling more than half the region's high-voltage
transmission. Id. BPA benefits from the fact that it markets most of the region's low-cost
hydroelectric power. Id. It is hampered by the fact that it has high fixed costs, including
the cost of past investments in nuclear power and the majority of the costs for salmon
recovery. Id. As a wholesale power supplier, BPA is already fully exposed to
competition and is struggling to reduce its costs so that it can compete in the market. Id.
The transition to a competitive electricity industry raises many issues for the BPA and the
region. Id. In the near term, how can BPA continue to meet its financial and
environmental obligations in the face of intense competitive pressure? /d. In the longer-
term, when market prices rise and some of BPA's debt obligations have been retired, how
can the Northwest retain the economic benefits of its low-cost hydroelectric power when
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the rest of the country is paying market prices? Id. And finally, what is the appropriate
role of a Federal agency in a competitive market? Id.

The Final Report noted that while participants on the Comprehensive Review Steering
Committee represented, by design, many divergent interests, they were fundamentally
interconnected through one unifying value. Id. Collectively, they share an abiding
interest in the stewardship of a great regional resource -- the Columbia River and its
tributaries. /d. The river is the link that brought all the parties together and unites them
in a single, overriding goal. Id. That goal is to protect and enhance the assets of this
great natural resource for the people of the Pacific Northwest. /d.

The Final Report stated that the Federal power system in the Pacific Northwest has
conferred significant benefits on the region for more than 50 years. Id. The availability
of inexpensive electricity at cost has supported strong economic growth and helped
provide for other uses of the Columbia River, such as irrigation, flood control and
navigation. /d. The renewable and non-polluting hydropower system has helped
maintain a high quality environment in the region. /d. But while the power system has
produced significant benefits, these benefits came at a substantial cost to the fish and
wildlife resources of the Columbia River basin. /d. Salmon and steelhead populations
had been reduced to historic lows, and many runs were about to be listed under the
Federal Endangered Species Act. /d. Resident fish and wildlife populations had also
been affected. Id. Native Americans and fishery-dependent communities, businesses and
recreationists had suffered substantial losses due in significant part to construction and
operation of the power system. Id. The region's ability to sustain its core industries,
support conservation and renewable resources, and restore salmon runs would be clearly
threatened if the region cannot reach a consensus regional position to bring to the national
electricity restructuring debate. Id. Without a sustainable and financially healthy power
system, funding for fish and wildlife restoration could be jeopardized. Id.

The Final Report noted that the Governors of Idaho, Montana, Oregon and Washington,
in their charge to the Comprehensive Review, and the Steering Committee in their
deliberations, recognized that the electricity industry is changing, whether the region
likes it or not. /d. The Comprehensive Review was not an initiation of change, but a
response to change. /d. It was an effort to shape that change, to the extent shaping is
possible, to ensure that the potential benefits of competition are achieved and equitably
shared, environmental goals are met, and the benefits of the hydroelectric system are
preserved for the Northwest. Id. The region's ability to shape the change in the
Northwest electricity industry depends on its ability to develop a regional consensus. fd.
If the Comprehensive Review failed to result in a consensus for regional action, the
electricity industry would still be restructured. Id. A return to the historical industry
structure is not an option. /d. Many of the comments received during the public hearing
process on the Steering Committee's draft recommendations made it clear that this was
not a widely appreciated fact. /d.

The Final Report summarized the Steering Committee’s goals and proposals. The
Steering Committee's goals for Federal power marketing were to: (1) align the benefits
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and risks of access to existing Federal power; (2) ensure repayment of the debt to the U.S.
Treasury with a greater probability than currently exists while not compromising the
security or tax-exempt status of BPA's third-party debt; and (3) retain the long-term
benefits of the system for the region. /d. The recommendation was also intended to be
consistent with emerging competitive markets and regional transmission solutions. /d.
The mechanism proposed to accomplish these goals was a subscription system for
purchasing specified amounts of power at cost with incentives for customers to take
longer-term subscriptions. /d. Public utility customers with small loads would be able to
subscribe under contracts that would accommodate minor load growth. Id.

Subscriptions would be available first to regional customers a specified multiparty
priority order, starting with preference customers, then the DSIs and the residential and
small farm customers of the IOUs participating in the REP, followed by other regional
customers. Id. Non-regional customers could subscribe after in-region customers. Id.
Within each phase of the subscription process, longer-term contracts would have pr1or1ty
over shorter-term contracts if the system were oversubscribed. Id.

With regard to the REP, the Final Report noted that as a result of the Northwest Power
Act, Northwest utilities have the right to sell to BPA an amount of power equal to that
required to serve their residential and small farm customers at the utilities' average
system costs and receive an equal amount of power at BPA's average system cost. /d. In
reality, this is an accounting transaction. /d. No power is actually delivered. Id. This
was intended to be a mechanism to share the benefits of the low-cost Federal hydropower
system with the residential and small farm customers of the region's IOUs. Id. Asa
result of decisions made by BPA in its 1996 rate case, those benefits were reduced. Id.
The Steering Committee acknowledged that the residential and small farm consumers of
exchanging IOUs would be adversely affected by the reduction of exchange benefits. /d.
Congress intervened for one year to stabilize the exchange benefits. /d. However, on
October 1, 1997, there would be rate increases to the residential and small farm
customers of the exchanging utilities. /d. The Steering Committee encouraged the
parties to continue settlement discussions and to explore other paths to ensure that
residential and small farm loads receive an equitable share of Federal benefits. /d.

C. BPA’s Power Subscription Strategy

The concept of power subscription came from the Comprehensive Review of the
Northwest Energy System, which, as noted above, was convened by the governors of
Idaho, Montana, Oregon, and Washington to assist the Northwest through the transition
to competitive electricity markets. The goal of the review was to develop
recommendations for changes in the region’s electric utility industry through an open
public process involving a broad cross-section of regional interests. In December 1996,
after over a year of intense study, as noted above, the Comprehensive Review Steering
Committee released its Final Report. The Final Report recommended that BPA capture
and deliver the low-cost benefits of the Federal hydropower system to Northwest energy
customers through a subscription-based power sales approach. In early 1997, the
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Govemor’s representatives formed a Transition Board to monitor, guide, and evaluate
progress on these recommendations.

Public process is integral to BPA’s decisionmaking. With the changing marketplace for
electric power, there is considerable regional interest in defining how and to whom the
region’s Federal power should be sold. The public was involved at several levels during
the development of BPA’s Power Subscription Strategy. In addition to the public
meetings held specifically on Subscription, BPA sought input from a wide range of
mterested and affected groups and individuals. BPA collaborated with Northwest Tribes,
interest groups, Congressional members, the Department of Energy (DOE),

the Administration, and BPA's customers to resolve issues, understand commercial
interests, and develop strong business relationships.

In carly 1997, BPA and the Pacific Northwest Utilities Conference Committee (PNUCC)
invited 2800 interested parties throughout the Pacific Northwest to help further define
Subscription. The collaborative effort to design a Subscription contract process began
with a public kickoff meeting on March 11, 1997. At this meeting, a BPA/customer
design team presented a proposed work plan, including a description of the
environmental coverage for Subscription. An important element of the work plan was the
formation of a Subscription Work Group. The Work Group, which normally met in
Portland twice a month from March 1997 through September 1998, was open to the
public. On average, 40-45 participants--representing customers, customer associations,
Tribes, State governments, public interest groups, and BPA--attended. Three subgroups
formed to more intensely pursue the resolution of issues involving business relationships,
products and services, and implementation.

Over 18 months, BPA, its customers and other interested parties discussed and clarified
many Subscription issues. During this time, BPA and the public confirmed goals,
defined issues, developed an implementation process for offering Subscription, and
developed proposed product and pricing principles. The following is a chronology of
events.

On March 11, 1997, a public meeting was held in Portland to kick off the Federal Power
-Marketing Subscription development process. The following topics were discussed at
this meeting: the role of the Regional Review Transition Board in the Subscription
process; the Draft Work Plan that was developed to guide the development process; the
issues that relate to the Subscription process that need to be addressed; and the National
Environmental Policy Act (NEPA) strategy for this effort. The Work Plan identified a
"self-selected" work group to lead this effort (anyone eligible to participate).

On March 18, 1997, a "Federal Power Markéting Subscription" web site was established
at BPA to help disseminate information about the Subscription Process.

On March 19, 1997, the Federal Power Subscription Work Group held its first meeting in
Portland, Oregon. The Work Group held a total of 33 meetings (approximately two per
month), ending on September 22, 1998.
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On September 9, 1997, a Progress Report was presented to the Transition Board.

On November 25, 1997, an update meeting for stakeholders was held in Spokane to
discuss progress to date and next steps. A summary of the meeting, along with the
meeting handout/slide presentation and concerns/issues raised, was posted to the
web site.

In January 1998, an article entitled "Subscription Process Underway was published in
the BPA Journal, (January 1998).

On April 30, 1998, BPA's Power Business Line (PBL) established a web site to
disseminate information about a customer group's Slice of the System Proposal. The
Subscription Work Group evaluated the Slice proposal, and the proposal as modified by
BPA continued to be developed in a subgroup through January 1999. BPA's pricing of
the Slice product was part of BPA's initial power rate proposal and was also included in
BPA’s 2002 Final Power Rate Proposal, Administrator’s Record of Decision (ROD),
WP-02-A-02.

In June 1998, as part of the Issues '98 process, BPA published Issues '98 Fact Sheet #3:
Power Markets, Revenues, and Subscription. Issues *98 (June/Oct. 1998). The fact sheet
discussed implementation approaches being considered by the Subscription Work Group
so participants in the Issues '98 process could comment. As part of Issues '98 BPA
conducted a series of meetings around the region. Issues related to Subscription were key
topics in the discussions at those meetings. The public comment period for Issues *98
closed June 26, 1998.

On June §, 1998, BPA's PBL established a web site to disseminate information about
development of the power rates that would be used in the Subscription contracts
beginning October 1, 2001. Preliminary discussions regarding development of the power
rates occurred in a series of informal public meetings and continued in workshops before
BPA’s initial proposal was published in early 1999.

On June 18, 1998, the third Subscription public meeting was held in Spokane to present,
discuss, and collect comments on the various components related to Subscription. The
meeting slide presentation and summary of the meeting were posted to the web site.

On September 18, 1998, BPA released its Power Subscription Strategy Proposal for
public comment. Accompanying the proposal was a press release entitled "Spreading
Federal Power Benefits" and a Keeping Current publication entitled "Getting Power to
the People of the Northwest, BPA's Power Subscription Proposal for the 21st Century.”
Keeping Current (Sept. 1998). On September 25th, an electronic version of the BPA
Power Product Catalog was posted to the web site.

On September 22, 1998, the Federal Power Subscription Work Group held its final

meeting in Portland, Oregon.
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Subscription issues were discussed at the "Columbia River Power and Benefits" ‘
conference on September 29, 1998, in Portland, Oregon. Over 250 people attended.
Conference notes were posted to BPA's web site.

On September 30, 1998, BPA's Energy Efficiency organization established a web site to
help disseminate information on the proposal for a Conservation and Renewable
Discount. Development of the discount continued in a series of meetings through
January 1999. Development of the discount was part of BPA's initial power rate proposal
and was also included in BPA’s 2002 Final Power Rate Proposal, Administrator’s ROD,
WP-02-A-02.

The public was invited to participate in two comment meetings on the Subscription
Proposal; one in Spokane, Washington, on October 8, 1998; the other in Portland,
Oregon, on October 14.

BPA developed the Power Subscription Strategy Proposal after considering the efforts of
the Subscription Work Group, public comments on Subscription, and the broad
information from Issues "98. The Proposal incorporated the information received from
customers, Tribes, fish and wildlife interest groups, industries and other constituents.

It laid out BPA’s strategy for retaining the benefits of the Federal Columbia River Power
System (FCRPS) for the Pacific Northwest after 2001. The comment period on the
proposal closed October 23, 1998, although all comments received after that date were
considered in the Power Subscription Strategy ROD and the NEPA ROD.

During the spring and summer of 1998, BPA conducted extensive public meetings with
all interested parties regarding the development of BPA’s Power Subscription Strategy.
At the conclusion of these lengthy discussions, on September 18, 1998, BPA released a
Power Subscription Strategy Proposal for public review. During the comment period
BPA received nearly 200 responses to the proposal comprising nearly 600 pages of
comments. After review and analysis of these comments, BPA published its final Power
Subscription Strategy on December 21, 1998. See Power Subscription Strategy, and
Power Subscription Strategy, Administrator’s ROD. At the same time, the Administrator
published a National Environmental Policy Act (NEPA) ROD that contained an
environmental analysis for the Power Subscription Strategy. This NEPA ROD was tiered
to BPA’s Business Plan ROD (August 15, 1995) for the Business Plan Environmental
Impact Statement (DOE/EIS-0183, June 1995). The purpose of the Subscription Strategy
is to enable the people of the Pacific Northwest to share the benefits of the FCRPS after
2001 while retaining those benefits within the region for future generations.

The Subscription Strategy also addresses how those who receive the benefits of the
region’s low-cost Federal power should share a corresponding measure of the risks. The
Subscription Strategy seeks to implement the subscription concept created by the
Comprehensive Review in 1996 through contracts for the sale of power and the
distribution of Federal power benefits in the deregulated wholesale electricity market.
The success of the Subscription process is fundamental to BPA’s overall business
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purpose to provide public benefits to the Northwest through commercially successful
businesses.

The Subscription Strategy is premised on BPA’s partnership with the people of the
Pacific Northwest. BPA is dedicated to reflecting their values, to providing them benefits
and to expanding and spreading the value of the Columbia River throughout the region.
In this respect, the Strategy had four goals:

Spread the benefits of the FCRPS as broadly as possible, with special
attention given to the residential and rural customers of the region;

Avoid rate increases through a creative and businesslike response to
markets and additional aggressive cost reductions;

Allow BPA to fulfill its fish and wildlife obligations while assuring a high
probability of U.S. Treasury payment; and

Provide market incentives for the development of conservation and
renewables as part of a broader BPA leadership role in the regional effort
to capture the value of these and other emerging technologies.

The Power Subscription Strategy describes BPA decisions on a number of issues. These
include the availability of Federal power, the approach BPA will use in selling power by
contract with its customers, the products from which customers can choose, and
frameworks for pricing and contracts. The Power Subscription Strategy discussed some
issues that would not be finally decided in the Strategy. Most of these issues were
decided in BPA’s 2002 power rate case, although some were decided in other forums,
such as the transmission rate case, which concluded recently. For example, while the
Strategy documents BPA’s intention to implement a rate discount for conservation and
renewable resources, the final design of that discount was developed in BPA’s

2002 power rate case. Other issues to be decided in the 2002 power rate case include the
design and application of the CRAC, which rates apply to which sales, and the design of
the Low Density Discount (LDD). Customers raised issues regarding the application of
other customers’ non-Federal resources to serve regional load. These resource issues
involve factual determinations under section 3(d) of the Act of August 31, 1964,

P.L. 88-552 (Regional Preference Act), and section 9(c) of the Northwest Power Act, 16
U.S.C. § 839f(c) (1994 & Supp. 111 1997), which BPA could not address in the Power
Subscription Strategy and which were not made a part of the decisions in the Subscription
Strategy ROD.

While BPA's Power Subscription Strategy did not establish any rates or rate designs, rate
design approaches identified in the Power Subscription Strategy were part of BPA’s
initial power rate proposal, which was published in 1999. The comments received during
the Subscription public process regarding the various rate-related issues were addressed
in BPA’s 2002 power rate case, which included extensive opportunities for public
involvement.
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BPA’s Power Subscription Strategy provided a framework for the 2002 power rate case
and Subscription power sales contract negotiations. The Subscription window was to
remain open 120 days after the 2002 Final Power Rate Proposal, Administrator’s ROD,
was signed by the BPA Administrator, providing relatively certain information to
potential purchasers regarding rates.

One element the Power Subscription Strategy proposal was a settlement of the REP for
regional IOUs for the post-2001 period. The Power Subscription Strategy proposed that
10Us may agree to a settlement of the REP in which they would be able to receive
benefits equivalent to a purchase of a specified amount of power under Subscription for
their residential and small farm consumers at a rate expected to be approximately
equivalent to the PF Preference rate. Under the proposed scttlement, residential and
small farm loads of the IOUs would be assured access to the equivalent of 1,800 aMW of
Federal power for the FY 2002-2006 period and 2,200 aMW of Federal power for the FY
2007-2011 period.

The Power Subscription Strategy noted that BPA would set the physical and financial
components of the Subscription amount, by year, in the negotiated Subscription
settlement contracts. Any cash payment would reflect the difference between the market
price of power forecasted in the rate case and the rate used to make such Subscription
sales. The actual power deliveries for these loads would be in equal hourly amounts over
the period.

The Power Subscription Strategy proposed that BPA would offer five-year and 10-year
Subscription settlement contracts for the IOUs. Under both contracts, the Subscription
Strategy proposed that BPA would offer and guarantee 1,800 aMW of power and/or
financial benefits for the FY 2002-2006 period. At least 1,000 aMW would be met with
actual BPA power deliveries. The remainder could be provided through either a financial
arrangement or additional power deliveries, depending on which approach was most cost-
effective for BPA. The IOUs’ settlement of rights to request REP benefits under section
5(c) of the Northwest Power Act would be in effect until the end of the contract term.

See 16 U.S.C. § 839¢(c) (1994 & Supp. III 1997).

Under the 10-year settlement contract, in addition to the benefits provided during the first
five years, BPA proposed to offer and guarantee 2,200 aMW of power or financial
benefits for the FY2007-2011 period. BPA intended for this 2,200 aMW to be comprised
solely of power deliveries. The I0Us’ settlement of rights to request REP benefits under
section 5(c) would be in effect until the end of the 10-year term of the contract. In the
event of reduction of Federal system capability and/or the recall of power to setve its
public preference customers during the terms of the five-year and 10-year contracts, BPA
would either provide monetary compensation or purchase power to guarantee power
deliveries.

In summary, residential and small farm loads of the IOUs could receive benefits from the
Federal system through one of two ways. An IOU could participate in the established
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REP or it could participate in a settlement of the REP through Subscription. If an IOU
chose to request REP benefits under section 5(c), then the Subscription settlement
amount for all the IOUs would be reduced by the amount that would have gone to the
exchanging utility.

D. Power Subscription Strategy Supplemental ROD

As noted above, on December 21, 1998, the BPA Administrator issued a Power
Subscription Strategy and accompanying ROD, which set the agency’s PBL on a course
to establish power rates and offer power sales contracts in anticipation of the expiration
of current contracts and rates on September 30, 2001. The Strategy and ROD were the
culmination of many public processes that came together to form the framework to
equitably distribute in the Pacific Northwest the electric power generated by the FCRPS.

BPA’s 1998 Power Subscription Strategy served to guide BPA in accomplishing its
goals. After adoption of the Strategy, however, developments occurred that prompted
BPA to seek, in some instances, additional comment from customers and constituents on
new issues. The Strategy contemplated further public processes to implement its goals.
BPA’s 2002 power rate case, ongoing since August 1999, was completed on May 8,
2000. BPA and its customers continued discussions on power products and power sales
contract prototypes, and the Slice of System product was further defined. In a December
2, 1999, letter, BPA sought comment from customers and constituents on some of these
new issues, specifically, the length of the Subscription window for power sales contract
offers, the actions required of new small utilities during this window to qualify for firm
power service, and new developments with respect to General Transfer Agreements.
Other issues arose independently, such as new large single loads (NLSL) under the
Northwest Power Act, duration of the new power sales contracts, and a new contract
clause regarding corporate citizenship. BPA also undertook a comment process on the
amount and allocation of power and financial benefits to provide the IOUs on behalf of
their residential and small farm consumers. On November 17, 1999, BPA sent a letter to
all interested parties requesting comments on two specific issues: (1) whether the amount
of the proposed 10U settlement should be increased by 100 aMW from 1800 aMW to
1900 aMW for the FY 2002-2006 period; and (2) the manner in which the settlement
amount should be allocated among the individual IOUs.

1. Total Amount of IQU Settlement Benefits

BPA’s intent in the Power Subscription Strategy was to spread the benefits of the FCRPS
as broadly as possible, with special attention given to the residential and rural customers
of the region. The Subscription Strategy enabled the benefits of the FCRPS to flow
throughout the region, whether currently served by publicly owned or privately owned
utilities.
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The Power Subscription Strategy provided that residential and small farm loads of the
IOUs, through settlement of the REP, would be provided access to the equivalent of 1800
aMW of Federal power for the FY 2002-2006 period. At least 1000 aMW of the

1800 aMW would be served with actual BPA power deliveries. The remainder would be
provided through either a financial arrangement or additional power deliveries depending
on which approach was most cost-effective for BPA.

The four Pacific Northwest state utility commissions (Commissions), in a letter dated
July 23, 1999, requested that BPA increase the amount of the settlement from 1800 aMW
to 1900 aMW for the FY 2002-2006 period. This request was made in order for the
Commissions to arrive at a joint recommendation for allocating the settlement benefits
among the IOUs for both the FY 2002-2006 and FY 2007-2011 periods. Many parties
supported this increase for many reasons, including: (1) the increase is a wise policy
decision and it helps to ensure that the regional interest in the system and preserving the
system as a valuable benefit in the Northwest will be shared as broadly as possible among
the region’s voters; (2) the increase 1s appropriate in order for BPA to achieve the stated
Subscription Strategy goal to “spread the benefits of the Federal Columbia River Power
System as broadly as possible, with special attention given to the residential and rural
customers of the region,” see Power Subscription Strategy at 5; (3) the increase creates a
fair and reasonable settlement to the REP for the IOUs; (4) the increase to the settlement
staves off contentious issues surrounding the traditional REP as well as provides a fair
allocation of power to the IOUs; and (5) the increase will help ensure an appropriate
sharing of benefits of Federal power among the residential ratepayers in the Northwest.

After review of the comments, BPA found the arguments for increasing the IOU
settlement amount by 100 aMW to be compelling. BPA determined that the conditions
surrounding the proposed increase to the proposed Subscription settlement of the REP
were expected to be met. Therefore, BPA increased the amount of total benefits for the
proposed settlements of the REP with regional IOUs from 1800 aMW to 1900 aMW.

2. Allocation of Settlement Benefits Among I0Us

In the Power Subscription Strategy, BPA noted its intent to request comments from
interested parties regarding the amounts of Subscription settlement benefits that should
be provided to individual IOUs. BPA also noted that the Commissions indicated that
they would collaborate on an allocation recommendation. After review of all comments,
BPA would determine the appropriate amounts to be allocated to the individual IOUs.

BPA solicited the Commissions’ views on the proposed allocation of settlement benefits.
This was appropriate because the Commissions have traditionally been responsible for
establishing retail electric rates for residential consumers of the regional IOUs, including
the credit applied to those rates to reflect benefits of the REP as determined by BPA. The
Commissions also have a statutory responsibility to the residential consumers of the IOUs
in their particular state jurisdiction. Furthermore, because of these responsibilities, a joint
recommendation by the Commissions would likely reflect a fair allocation of benefits
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among the residential consumers of the Northwest states and would enhance the
likelihood of BPA delivering the benefits in a way that would work for each state and its
consumers.

The Commissions collaborated and submitted a joint recommendation on the proposed
allocation of the settlement benefits. They noted that their recommendation reflects
many different considerations, including the amount of residential and small farm load
eligible for the REP, the historical provision of REP benefits, the REP benefits received
in the last five-year period ending June 30, 2001, rate impacts on qualifying customers,
and the individual needs and objectives of each state. BPA reviewed the Commissions’
recommendation and determined that this proposal was a reasonable approach upon
which to take public comment.

Virtually all commenters supported the allocation recommended by the Commissions and
proposed by BPA. The reasons for such support included: (1) it is appropriate for BPA to
weigh heavily the Commissions’ joint recommendation concerning the allocation of
benefits; (2) the Commissions are the best arbiters of the settlement among the IOUs; and
(3) the proposed allocation establishes access to a level of benefits that recognizes
changed market conditions while at the same time addresses the needs and issues
important to each of the four states. It is worthy of note that BPA’s allocation has
received support from diverse customer and interest groups: publicly owned utilities,
10Us, the Commissions, state agencies, and a city commission. BPA concluded that the
following allocation amounts would be incorporated into the proposed settlement
contracts with the individual IOUs that choose to settle the REP:

Ameount of Amount of
Settlement Settlement (aMW)
(aMWw) FY2007-2011
FY2002-2006

Avista Corp. 1/ 90 149

Idaho Power Company 1/ 120 225

Montana Power Company 24 28

PacifiCorp (Total) 476 590

PacifiCorp (UP&L) 140 140

PacifiCorp (PP&L — WA) 1/ 83 109

PacifiCorp (UP&L — OR) 1/ 253 341

Portland General Electric 490 560

Puget Sound Energy (PSE) 700 648

Total 1900 2200

1/ BPA also concluded that the allocation of benefits among the states served by these
multi-state utilities would be based on the forecasts of the respective state residential and
small farm loads at the time the IOU signs its Settlement Agreement.
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E. BPA’s Section 5(b)/9(c) Policy

As BPA recognized that its existing long-term power sales contracts would soon expire,
BPA proposed to establish a policy to guide the agency in making determinations of the
net requirements of its utility customers in order to offer Federal power under new
contracts. (For the most part, existing power sales contracts expire by October 1, 2001.)
A net requirements policy is an important component to BPA’s execution and
implementation of new power sales contracts. Under section 5(b)(1) of the Northwest
Power Act, BPA is obligated to offer a contract to each requesting public body,
cooperative, and investor-owned utility to meet each utility’s regional firm load net of the
resources used by the utility to serve its firm power consumer load. 16 U.S.C. §
839¢(b)(1) (1994 & Supp. 111 1997). In making this determination, BPA has a
corresponding duty to apply the provisions of section 9(c) of the Northwest Power Act,
16 U.S.C. § 8391(c) (1994 & Supp. III 1997), and section 3(d) of the Regional Preference
Act, 16 U.S.C. § 837b(d) (1994 & Supp. III 1997).

BPA provided two opportunities for public review and comment in developing its
proposed policy. On May 6, 1999, BPA published its initial policy proposal, entitled
“Opportunity for Public Comment Regarding Bonneville Power Administration’s
Subscription Power Sales to Customers and Customer’s Sale of Firm Resources,” 64 Fed.
Reg. 24,376 (1999). BPA held two public meetings to discuss this policy. The first
meeting was held on May 27, 1999, in Spokane, Washington. The second meeting was
held on June 2, 1999, in Portland, Oregon. On June 3, 1999, the thirty-day comment
period was extended by BPA through June 30, 1999.

After reviewing and considering the comments received on the initial policy proposal,
particularly those that requested that BPA provide a second round of review and
comment, BPA issued a revised policy proposal on October 28, 1999, entitled “Revised
Draft Policy Proposal Regarding Subscription Power Sales to Customers and Customer’s
Sales of Firm Resources,” 64 Fed. Reg. 58,039 (1999). BPA reviewed and considered
the comments received on the revised policy. On May 24, 2000, BPA issued its final
“Policy on Determining Net Requirements of Pacific Northwest Utility Customers under
Sections 5(b)(1) and 9(c) of the Northwest Power Act,” also called BPA’s “Section
5(b)/9(c) Policy.” BPA also issued a Section 5(b)/9(c) Policy Record of Decision.

F. IOU Settlement Agreements

After completion of the Administrator’s Supplemental ROD, BPA began the
development of a prototype Residential Purchase and Sale Agreement (RPSA) and a
prototype Settlement Agreement. On May 5, 2000, BPA sent a letter to all interested
parties requesting comments on the proposed agreements. BPA’s letter included a
background document describing the two agreements. BPA also enclosed copies of the
. draft RPSA and Settlement Agreement. BPA’s letter and attachment noted that BPA’s
Power Subscription Strategy proposed comprehensive settlements of the REP with
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participating regional IOUs and that IOUs would also have the option of entering into
contracts to participate in the REP. The Power Subscription Strategy also noted that
public agency customers were eligible to enter RPSAs under the REP.

BPA’s letter noted that BPA had prepared a prototype RPSA to itmplement the REP and
that this prototype would be used as the basis for contracting with all eligible parties to
apply for benefits under the REP. BPA requested public comment on the following
issues: (1) which entities are eligible utilities to request benefits under section 5(c) of the
Northwest Power Act; (2) BPA’s proposal to implement the in lieu provisions of section
5(c)(5) of the Northwest Power Act through wholesale market purchases; (3) any
exceptions to the limitations of section 5(c)(6) that preclude the restriction of exchange
sales under section 5(c) below the amounts of power acquired from, or on behalf of, the
utility pursuant to section 5(c); and (4) any comments on the terms and conditions of the
prototype RPSA agreement.

BPA’s letter also described BPA’s proposal for comprehensive settlement of the rights of
regional IOUs eligible for benefits under the REP. BPA noted that it had prepared a
prototype Settlement Agreement for implementing the Subscription Strategy. The
prototype provided power sales pursuant to a contract offered under section 5(b) of the
Northwest Power Act. The prototype also provided for the payment of monetary
benefits. BPA requested public comment on all relevant issues, including the following
1ssues: (1) any comments on the terms and conditions of the prototype Settlement
Agreement; and (2) whether the total amount of benefits and the proposed terms and
conditions for settling the rights of regional IOUs to request benefits under the REP were
reasonable. -

BPA’s letter noted that BPA’s Power Subscription Strategy proposed an allocation of
benefits to the region’s IOUs that included both physical and monetary components. It
further noted that the Administrator’s Supplemental ROD for the Power Subscription
Strategy proposed to offer the IOUs the equivalent of 1900 aMW of Federal power for
the FY 2002-2006 period. Of this amount, at least 1000 aMW would be provided in
physical power deliveries. BPA requested that each JOU notify BPA by July 21, 2000,
whether they wished to participate in BPA’s REP. The IOUs were not required to make
an election whether to accept a settlement offer or participate in the REP through an
RPSA at that time. Based on each IOU’s request to participate in the REP, BPA would
prepare a settlement offer for their consideration prior to October 1, 2000. At the time
each IOU requested to participate in the REP in July, BPA’s letter asked that each IOU
identify (1) its preferred mix of physical deliveries and financial settlement; and (2)
whether it would prefer a five-year or 10-year offer. BPA would only make a settlement
offer including net requirements physical deliveries if the JOU could establish a net
requirement for the amount of power requested.

BPA’s letter requested public comment on two issues regarding the offer of physical
power and financial benefits in settlement of REP rights: (1) whether BPA should require
IOUs to take additional power if the combined requests of all the companies for physical
deliveries are less than 1000 aMW; and (2) how BPA should limit physical deliveries to
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each IOU if the companies requested physical deliveries of more than 1000 aMW and
such deliveries were more power than BPA was willing to offer.

Comments on all of the issues regarding the prototype agreements were to be submitted
through close of business on Friday, June 9, 2000. BPA'’s letter noted that after receiving
public comment on the proposed prototype agreements, BPA would prepare final draft
prototypes based on the public comments. These draft prototypes will be published to
allow I0Us to determine whether they wish to participate in the REP pursuant to an
RPSA or through a settlement offer based on physical or monetary benefits. Once BPA
received each IOU’s request to participate in the REP, BPA would prepare a settlement
offer and an RPSA for each IOU in accordance with the choices made. BPA prepared a
ROD addressing the public comments on the proposed REP Settlement Agreements. A
separate ROD was also issued which addressed the public comments on the proposed
RPSA. BPA offered both an RPSA and a Settlement Agreement to each IOU. .

On July 28, 2000, BPA sent a letter to interested parties regarding a request by Montana
Power Company (MPC) to be offered a Settlement Agreement in which the power
component would be made under section 5(c) of the Northwest Power Act instead of a
sale of requirements power under section 5(b) of the Act. BPA’s letter noted that on May
5, 2000, BPA asked for public comment on BPA’s proposed contracts for implementing
the REP, including a request for comments on a proposed IOU Settlement Agreement.
The Settlement Agreement BPA offered for comment on May 5 contained benefits that
were comprised of proposed power sales and monetary payments. The power sales
proposed under the Settlement Agreement were sales under section 5(b) of the Northwest
Power Act. See 16 U.S.C. § 839c(c) (1994 & Supp. III 1997). However, as BPA stated
in its Power Subscription Strategy, released on December 21, 1998, power sales in its
proposal for settling the REP could be based either under section 5(b) or 5(c) of the
Northwest Power Act. In the background document included with BPA’s May 5 letter,
BPA noted that it had not prepared a prototype Settlement Agreement based on a power
sale under section 5(c) of the Northwest Power Act, but that it would consider such
proposals if they were made.

In a letter dated July 27, 2000, MPC requested that BPA provide a settlement offer
including firm power benefits under section 5(c) of the Northwest Power Act. BPA
prepared a draft Settlement Agreement reflecting a section 5(c) power sale. The
proposed settlement, attached to BPA’s July 28, 2000, letter, was very similar to the
proposed agreement that BPA issued for public comment with BPA’s May 5, 2000, letter.
Instead of providing an IOU Firm Power Block Sales Agreement (Block Sales
Agreement) for a specified amount of firm power under section 5(b) of the Northwest
Power Act, this proposed section 5(c) prototype agreement provided a specified amount
of firm power under a Negotiated In Lieu Agreement.

On October 4, 2000, the BPA Administrator issued a decision document entitled
“Residential Exchange Program Settlement Agreements With Pacific Northwest
Investor-Owned Utilities, Administrator’s Record of Decision,” which concluded that it
was appropriate to offer the REP Settlement Agreements to regional IOUs. The REP

Page 17
Record of Decision



Settlement Agreements were then executed the same month. One of the regional IOUs
executing a settlement agreement was PacifiCorp.

G. BPA’s 2002 Wholesale Power Rate Case

On August 13, 1999, BPA published a notice of BPA’s 2002 Proposed Wholesale Power
Rate Adjustment, Public Hearing, and Opportunities for Public Review and Comment.

64 Fed. Reg. 44,318 (1999). This began a lengthy and complex hearing process that
concluded with BPA’s 2002 Final Power Rate Proposal, Administrator’s Record of
Decision, in May 2000 (May Proposal). 16 U.S.C. § 839¢(i). In July 2000, BPA filed its
proposed 2002 wholesale power rates with the Federal Energy Regulatory Commission
(FERC) for confirmation and approval. 16 U.S.C. § 839e(a)(2). Subsequent to that time,
however, during the late spring and summer months, the West Coast power markets
suffered price increases and volatility that had not been seen before. By August, it was
clear that these market prices were not a short-term phenomenon. This meant that BPA’s
cost-based rates, which were already below the original market forecast, were even more
attractive. Thus, BPA assumed that additional load would be placed on BPA, and BPA
would need to purchase additional power to augment the Federal Columbia River Power
System (FCRPS) supply. BPA determined that the implications for cost recovery were so
serious that a stay of the rate proceeding at FERC was requested. This enabled BPA to
review the events that had occurred during the summer months and to determine whether
the escalating prices and increased volatility would require remedial action.

Escalating and more volatile market prices had two related effects. First, the specter of
higher prices and continued unpredictability caused customers to place as much load as
possible on BPA. Second, to meet this increased load obligation, BPA would need to
make substantially greater power purchases at substantially higher and more uncertain
prices than anticipated in the May Proposal. BPA concluded that the May Proposal, as
filed with the FERC, was not adequate to deal with the added costs and financial risks
that the high and volatile market prices created for BPA.

During the initial phase of the rate case, BPA’s load forecast exceeded BPA’s forecast of
generation resources by 1,732 average megawatts (aMW). Due to escalating and volatile
market prices, BPA estimated that expected loads would exceed the original rate case
forecast by an additional 1,518 aMW. Inasmuch as the generating capability of FCRPS
was already inadequate to meet the carlier load forecast, BPA would have to purchase to
further augment its inventory to serve these additional loads. The cost of power to serve
these unanticipated loads was not included in revenue requirements.

The combination of an unanticipated increase in loads and purchase requirements, with
higher and more uncertain market prices, greatly diminished the probability that rates
proposed in the May Proposal would fully recover generation function costs. Absent a
change to the May Proposal, Treasury Payment Probability (TPP) would be reduced to
below 70 percent, a level that would fall well short of specific goals and targets. In its
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judgment, BPA had a serious cost recovery problem that it was obliged to address by
reason of statute and Administration policy.

BPA’s Amended Proposal rate case was a continuation of the WP-02 rate proceeding. It
was being conducted for the discrete purpose of resolving a cost recovery problem
brought about by market price trends and load placement changes occurring since the
record was closed in the first phase of the proceeding. During the consideration of the
Amended Proposal, however, BPA concluded that it was necessary to make additional
changes to ensure BPA’s cost recovery. BPA then filed a Supplemental Proposal. There
were three reasons BPA filed a Supplemental Proposal. First, BPA’s forecast for starting
rate period reserves had dropped very substantially since the forecast in its Amended
Proposal. Second, market prices available for power during the first two years of the rate
period were significantly higher than BPA had forecast in the Amended Proposal.
Regardless, BPA would have prepared an update to the Amended Proposal to show the
impact of these revised forecasts on BPA’s proposed rates. The third reason was that, as
a result of discussions with the rate case parties, BPA reached a Partial Settlement
Agreement with many of those parties. Part of that agreement was that BPA would file a
Supplemental Proposal reflecting the Partial Scttlement Agreement.

Since BPA filed its Amended Proposal in December 2000, forecasts for run-oft for the
water year had declined substantially. Water Year forecasts in BPA’s 2002 Final Power
Rate Proposal (May Proposal) and Amended Proposal assumed average water for both
this FY 2001 and for the next five years of the rate period — 102.4 million acre feet
(MAF). By contrast, the current year could be the second lowest runoff year on record,
with current runoff forecasted at under 60 MAF. These conditions would require BPA to
purchase much more power this year than expected to meet loads, at extremely high
prices, and to reduce the amount of surplus energy BPA can sell this year. As BPA
described in its Amended Proposal, prices in the wholesale electricity market had been
extremely volatile and high. BPA had seen these increased market prices during this
year. In fact, during one week in January alone, BPA purchased over $50 million in
power to meet load. This was putting tremendous pressure on BPA’s end-of-year
reserves. End-of-year reserves translate into starting rate period reserves. In BPA’s May
Proposal, starting reserves were estimated to be $842 million on an expected value basis.
In BPA’s Amended Proposal, starting reserves expected value estimates had increased to
$929 million. Then, the expected value of BPA’s starting reserves estimate dropped to
$309 million. There is still a significant range of uncertainty surrounding this estimation
of starting reserves. This is driven by some unknown factors for the rest of this fiscal
year around hydro operations related to fish requirements, run-off levels, and the
volatility in market prices.

Starting reserves are a key risk mitigation tool in BPA’s Supplemental Proposal. A
significant drop in starting reserve levels, without other adjustments, reduces Treasury
Payment Probability (TPP) for the five-year rate period. Therefore, in order to offset this
decline, and maintain a TPP level within the acceptable range, adjustments to other tools
need to be made.
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Market prices during the rate period are higher in the first years of the rate period,
ranging from $200/megawatthour (MWh) to $240/MWh for FY 2002, and then dropping
during the last years of the rate period, to a range between $40/MWh and $60/MWh in
FY 2006. This compares with a risk-adjusted expected price forecast in the Amended
Proposal for the five-year rate period around $48/MWh, where expected prices for
individual years did not vary by more than $5/MWh from the $48/MWh average.

Because BPA will be in the market purchasing power to serve load during the next five
years, BPA’s purchase power costs will fluctuate as market prices change. Because the
potential levels of power purchases and prices are so great, BPA needs to concemn itself
not only with annual or rate period totals, but with the seasonal and semi-annual timing of
costs and revenues. In order to maintain TPP at an allowable level, all other things being
equal, the expected value for the average rate over the five years will be higher with an
average flat rate than with a rate shaped to match the expected market. Therefore, BPA
revised the LB CRAC so that its expected revenues closely match the shape of its
augmentation costs. In summary, BPA’s Supplemental Proposal suggested that BPA’s
customers could see much higher prices during the October 1, 2001, to September 30,
2006, rate period. - '

H. Administrator’s Call for Rate Mitigation Efforts

On April 9, 2001, the BPA Administrator delivered a speech to the citizens of the Pacific
Northwest regarding the potential impact of BPA’s proposed rate increase and possible
- ways to reduce the impact of the increase. The text of the speech follows:

Last January, I sent out a letter to Northwest citizens that caused some
shock waves. That was my intent. 1believe it is important to warn of bad
news while there is still time to take actions that can lessen the impact. At
the time, I said that, if certain conditions persisted, BPA's customers--
Pacific Northwest utilities and direct-service industries--could face a
significant rate increase for the wholesale power they buy from the
Bonneville Power Administration. The figures I cited then were for an
average rate increase of 60 percent over the five-year rate period that starts
this coming October. I cautioned that the increase could be as high as 90
percent in the first year.

Unfortunately, the situation has worsened. It now appears possible that,
without the kinds of action that I am about to call for today, the first-year
increase could be 250 percent or more. If that were to occur, it likely
would translate into doubling the retail rates in many utility service areas.

An increase of this magnitude would have widespread economic
consequences. Already, we are seeing some businesses curtail operations
or even close as a result of high energy prices. With such an increase,
we'd surely see more businesses close and more job losses, with people
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with lower incomes suffering disproportionately. In addition, a weak
economy frequently translates into less public support for environmental
protection.

I don't believe these consequences are acceptable. More importantly, I
don't believe they are inevitable. That's why I am here today to call for
some very specific actions and to call on all stakeholders in the Pacific
Northwest to own part of the process that will help us avert an economic
blow to our region. I believe we can get the rate increase down to a
manageable level, but we need to make some tough decisions, and we
have little more than 60 days to do this. BPA's rates, which will go into
effect in October, should be submitted to the Federal Energy Regulatory
Commission in June.

First, let me review what has led us to this point. Some of it you already
know. We are experiencing the second worst water year in 72 years of
record-keeping. According to a report released by the Northwest Power
Planning Council, if the drought persists, the hydropower generating
capability in the Northwest from March through August will be 4,700
megawatts below normal over those months--the equivalent power
consumed by four Seattles. The implications are ominous since the
Northwest relies on hydropower for nearly three-quarters of its electricity.

But the summer drought is only the immediate crisis. We are becoming
increasingly concerned about power supply for the coming winter.
Canadian reservoirs, which store half the system's water, are extremely
low this year, which means we could start next year with less than a full
tank. If that were to happen, and especially if we have a second dry year
in a row, electricity reliability wouldn't be the only thing at risk. Low
reservoir levels also raise concerns for salmon and steelhead next year.

Low water combined with a tight wholesale power market and -
skyrocketing power prices is a devastating combination. The fiasco in
California has helped drive wholesale electricity prices to unprecedented
levels. When we completed our new Subscription power contracts last fall,
BPA's contractual obligations added up to approximately 11,000
megawatts--about 3,000 megawatts more than our current generating
resources can provide on a firm basis. The only way we can meet our
obligations is to buy the vast majority of the additional power in a
wholesale power market where supplies are tight and prices are sky high.
This 1s what is driving rates up.

This year, due to the high power prices, BPA has not been able to

purchase sufficient power to ensure system reliability. Consequently, we
have periodically declared power system emergencies. These emergency
declarations have allowed us to increase power generation from the river
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and reduce operations that offer benefits to migrating juvenile fish. The
increased generation has reduced the amount of water that is normally
stored at this time of year so that it can be used to augment spring and
summer river flows. While there may be some impact on fish, by far the
major impact on fish is the drought itself, not the emergency power
operations. We are continuing to implement all other aspects of the
federal measures for fish recovery.

Currently, we are operating the river on an emergency basis, and we can
continue some fish spill or flow augmentation only as long as water
volume does not dip much below current estimates. The record low runoff
is a water volume of 53 million-acre feet. As of last week, the volume
forecasts had dropped to 56 million-acre feet, which is 53 percent of the
normal runoff. This severely limits our flexibility to do much more than
meet power needs.

Beyond the current drought, high power prices are expected to continue
until significant new generation and additional conservation measures are
put in place. This will take a couple of years at best. And, we can’t
expect much help from Canada, which also is suffering drought, nor any
help from California, which is in the throes of an electricity restructuring
Crisis.

We must focus instead on what we can control if we expect to minimize
the size of the coming wholesale rate increase. The most immediate and
direct way to decrease the size of next year's rate increase is quite simply
to decrease the amount of power BPA has to buy in the market.

We already have taken a number of extraordinary steps in this direction.
We have promoted conservation aggressively and sought voluntary
curtailments in power use. We have begun to purchase curtailments from
our direct service industrial customers and from irrigators who are served
by our utility customers. We have offered innovative incentives for
development of conservation and renewables, and we have engaged in
beneficial 2-for-1 power exchanges with California. We also are
continuing to collaborate with the Corps of Engineers and Bureau of
Reclamation to increase the productive capability of the federal power
system.

But even these extraordinary measures haven't been enough in the face of
the triple whammy of historic low water conditions, an extremely tight
power market and enormous volatility in power prices. We now need to
up the ante if we are to get the rate increase for the next year down to a
manageable level. '
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We literally are at a crossroads, and the region has essentially two options.
Path A is to wait and see where market prices settle in June. Under this
scenario, we'd rely on cost recovery mechanisms to kick up rates if prices
remain high. We would take no special actions and we wouldn't push or
negotiate with our customer groups to secure load reductions. The risk is
that, if market prices stay the same, we could expect to see a first year rate
increase in the 200 to 300 percent range, and possibly greater.

Then there's Path B, which calls for aggressive and immediate steps to
reduce the size of the rate increase by reducing the amount of electricity
demand put on BPA. Under this scenario, BPA would not have to buy as
large an amount of power in a very expensive wholesale power market. It's
a strategy that calls on our customers and other stakeholders to share a
sacrifice by reducing their demands for power. It requires significant, and
I mean significant, contributions from all customer groups. It could keep
the first-year rate increase below 100 percent. I believe Path B is the
course we must choose, so let me lay out some of the actions that will
move us along this path. :

As I discuss this path, let me outline the principles [ believe are key to
reducing rates. First, rates must be set to cover costs if we are to avoid
creating a credit problem, which could lead to refusals to sell to us in the
future. We must also cover our costs to ensure we preserve the benefits of
the federal hydropower system over the long term, which is essentially the
bottom line.

Second, the situation is urgent. We must act quickly because rates must be
in effect this coming October 1. As I said earlier, our rate proposal is due
in to the Federal Energy Regulatory Commission in June.

Third, our problem is caused by a significant exposure to a volatile market
in the first one-to-two years of the rate period. If we are to manage a
reduction in the rate increase, we must reduce our exposure to that market
by reducing demand for energy, increasing our supply and minimizing the
short and long-term damage to the region's economy.

Fourth, contributions to the solution are needed from all customers. We
can't play a game a chicken where each party waits for the other to step
forward. If that happens, no one will step forward. Each group must
contribute if we are to preserve an equitable distribution of the benefits of
our hydropower resource.

Given those principles, let me outline the actions we as a region need to
take. We need a three-pronged approach that includes curtailment of

Page 23
Record of Decision



power use, conservation--or more efficient use of power--and power
buybacks. This needs to happen across all four states, across public and
private power, and across all sectors of energy use--industrial,
commercial, agricultural and residential. It will take all of us working
together if we are to avoid severe economic hardships for the region. Let
me be clear; what I am about to suggest requires a great deal of sacrifice,
but the alternative is to suffer far more serious consequences. We are
beginning negotiations now with our customers. If-people don't come to
the table with reductions in their demand for electricity, a very large and
very damaging rate increase is inevitable.

First, we are calling on our public utility customers to make a contribution
to the solution. We need every utility customer to reduce its Subscription
purchases from BPA by 5 to 10 percent. BPA's rate increases will spur
some of this reduction, but more focused efforts are needed if we are
going to achieve significant savings. We are willing to make modest
incentive payments to help achieve this, but the incentive payments cannot
be large or they will defeat the intended effect.

We are running several demand-side management initiatives including a
conservation and renewables discount, a conservation augmentation
program and a demand exchange program. In addition, we now are
discussing the potential for new programs to provide incentives to our
public utility customers to adopt innovative retail rate structures that
encourage their consumers to conserve energy.

Second, we are calling on investor-owned utilitics to make a contribution.
When our new rates go into effect this October, investor-owned utilities--
or [OUs--will receive sizable benefits from BPA for their residential and
small farm customers as a result of a the residential exchange. Under this
program, as it is set out in the Subscription period, 1,900 average
megawatts of financial and power benefits are scheduled to go to the
10Us. But, because of dramatic changes in market prices, the estimated
value of these benefits has increased enormously since they were
negotiated a year ago. By 2002, the value will be 10 times higher than the
negotiations intended to capture. As a result, IOUs are in a position to
reduce their Subscription demand significantly and still enjoy benefits in
excess of anything they have experienced in the 20-year history of the
residential exchange.

Third, we are asking our direct service industries--or DSIs--to agree not to
take power from us for up to the first two years of the rate period in return
for certain limited compensation to the companies and their workers. It is
our expectation that the companies would not be able to operate given a
potential tripling of our rates anyway. Coming to an agreement now that
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the plants will not operate would allow BPA to avoid making power
purchases, thereby decreasing our rates for all remaining customers.

It is not our intention to drive the aluminum industry out of the region, but
we are continuing to encourage the industry to move off of BPA power
supplies after the 2006 rate period because we do not have a statutory
obligation to continue to serve them. The customers we are obligated to
serve--the region's retail electric utilities--need more than our current
generation resources can produce. We will work with these companies to
help them find a means to operate profitably in the long run without
relying on BPA.

Almost all of the DSIs are already shut down until this fall, and their
power is being remarketed to support Northwest needs during the current
drought. These buydowns played a key role in keeping the lights on this
winter and in maintaining reservoir levels higher than they otherwise
would have been.

Fourth, I am urging all citizens of the Northwest to heed the call of our
governors to reduce electricity consumption by 10 percent through
eliminating waste and using electricity more efficiently. There are a
number of common sense measures we can all take, and one good place to
start right now is to go out and replace conventional light bulbs with
compact fluorescents, which consume about 20 percent of the electricity
used by regular bulbs for the same amount of light.

These four sets of actions that I have described are urgently needed
between now and June if we are to avert grave ncar-term economic
consequences. These are difficult actions. But, with hindsight, we can
learn from the problems California experienced and seek to avoid them.
We need to do everything we can to avoid power purchases in this
incredibly expensive market. We also need to make sure we set rates high
enough so we can cover our costs to assure generators get paid when they
deliver power on a contractual basis so we don't put our credit at risk.

We also are looking to longer-term solutions that will help lead to
lowering the incredible wholesale power supply prices we are currently
experiencing. The fundamental problem is supply and demand being out
of balance. Prompt infrastructure investments are needed in generating
resources, especially gas-fired and wind-powered generation; gas pipeline
capacity and storage; electric power transmission facilities; and energy
conservation measures.

BPA’s [proposed] rates [might] now be set on a six-month basis based on
our actual costs. If wholesale power prices can be brought down quickly,
through infrastructure investments and other actions, then our rates will
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come down in the future. The faster these actions can be taken, the
quicker our rates can come down.

We already have begun plans to shore up the transmission infrastructure,
and we are negotiating to purchase the output from combustion turbines
and new renewable resources. We also are increasing our efforts to
encourage and procure energy efficiency. We are working to implement
these actions quickly, but at best, some actions, such as securing more
generation, will take one-to-two years.

That's why I am calling for cooperation and sacrifices for the next two
years from all parties BPA serves. If the region cannot or will not take the
actions necessary to reduce the rate hike, we have no recourse but to set
our rates to recover our costs. BPA does not receive subsidies from
taxpayers. We must wholly cover our costs with revenues we receive
from sales of power and transmission. We are obligated to repay, with
interest, all capital investments that have been made by the federal
government in the facilities that are part of the Northwest's federal power
system. Already, we have drawn on our financial reserves heavily this
winter, and more of the same still may be ahead of us.

Some have suggested that we can simply fail to pay one of our largest
creditors--the U.S. Treasury--rather than declare power emergencies or
raise rates sharply. While there 1s no absolute guarantee we will make our
full Treasury payment this October, I believe we should use all
management tools available to do so. Our ability to pay our debt in full
and on time is the best protection the Northwest has to preserve the
benefits of the Columbia River hydropower system for the region. There
are interests outside the region that want to see the benefits of this system
directed toward other purposes. They could take great political advantage
of the opportunity that would be presented if BPA did not cover its costs.
One consequence could be the loss of cost-based rates for power from the
federal system. We have seen how exorbitant market rates can be. If that
were to happen, the region would be looking at far higher rate increases
than we are now facing.

So, in closing, let me underscore the message. We are on a trajectory that
poses grave consequences for the Pacific Northwest, primarily due to
extraordinary conditions beyond our control--extremely low water, an
extremely tight power supply and extremely high wholesale power prices.
We believe the only alternative to a huge rate hike is to reduce our
exposure to the market in the first two years of the next five-year rate
period by reducing the Subscription demand on BPA. It will take major
contributions from all our customers if we are to prevent a triple digit rate
increase. And, we will need to make these very difficult decisions very
quickly.

Page 26
Record of Decision



Finally, we believe this proposal, while not an easy one to achieve, fairly
balances the sacrifices the region needs and does not unfairly hit one
customer group or one state over others. I know putting these proposals
into place will be tough, but I believe the consequences of not taking this
path will even be tougher.

Thus, the Administrator asked the regional IOUs to contribute to the mitigation of BPA’s
potentially difficult rate increases. The Administrator’s reasoning regarding the
amendment to PacifiCorp’s REP Settlement Agreement and the separate Financial
Settlement Agreement, which help to address this concern, is addressed below.

I. AMENDMENT TO PACIFICORP’S REP SETTLEMENT AGREEMENT

BPA and PacifiCorp have negotiated a letter agreement (Amendment No. 1), which
constitutes an amendment to PacifiCorp’s Residential Exchange Program Settlement
Agreement, Contract No. 01PB-12229 (Settlement Agreement), executed by BPA and
PacifiCorp. Since the time of execution of the Parties’ Settlement Agreement, BPA and
PacifiCorp have agreed that BPA will, rather than deliver firm power to PacifiCorp for
the first five years of the Settlement Agreement, make cash payments during the period
that begins October 1, 2001, and ends on September 30, 2006. These cash payments will
be made under a Financial Settlement Agreement, Contract No. 01PB-10854.
Amendment No. 1 removes BPA’s obligation to deliver firm power for the first five years
of the Settlement Agreement. BPA and PacifiCorp intend to execute Amendment No. 1
and the Financial Settlement Agreement simultaneously.

A number of issues arose during the negotiation of Amendment No. 1 and the Financial
Settlement Agreement. The reasoning supporting the resolution of these issues is
addressed below.

A. EFFECTIVE DATE

Section 1 of Amendment No. 1 provides that it will take effect on the date signed by the
Parties. This allows the amendment to take effect at the beginning of the contract period.

B. AMENDMENT OF SETTLEMENT AGREEMENT

1. Satisfaction of Section 5(c) Obligations

Section 2 of Amendment No. 1 describes a number of changes to the Settlement
Agreement. Section 3(a) of the Settlement Agreement is replaced by language providing
that BPA, in full and complete satisfaction of its obligations under or arising out of
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section 5(c) of the Northwest Power Act during the period from July 1, 2001, through
September 30, 2011,will provide PacifiCorp three things. First, BPA will provide cash
payments for the period from July 1, 2001, through September 30, 2001, pursuant to
section 3(d) of the Settlement Agreement. Second, BPA will provide, beginning October
1, 2001, and continuing through September 30, 2006, cash payments under the Financial
Settlement Agreement in lieu of firm power deliveries under the Settlement Agreement,
plus Monetary Benefit payments under the Settlement Agreement. Third, BPA will
provide, beginning October 1, 2006, firm power or Monetary Benefit payments, or both,
pursuant to sections 4 and 5 of the Settlement Agreement. Similarly, PacifiCorp agrees
that the cash payments, Firm Power or Monetary Benefits, or both, provided under the
Settlement Agreement, and the cash payments provided under the Financial Settlement
Agreement, satisfy BPA’s obligations under section 5(c) of the Northwest Power Act
during the period from July 1, 2001, through September 30, 2011. This provision
incorporates the substitution of benefits under the Financial Settlement Agreement for the
reduction of firm power deliveries under the Settlement Agreement into the satisfaction
of BPA’s section 5(c) obligation to PacifiCorp.

2. Invalidity

(a) Invalidity of the Settlement Agreement

The Parties have worked diligently to ensure that Amendment No. 1 and the Settlement
Agreement are legally sound and will be effective for their respective terms. Some BPA
customers, however, have been extremely litigious regarding the implementation of
BPA’s Power Subscription Strategy. Given this environment, an invalidity provision
addresses the possibility, hopefully slight, that a challenge might render the agreements
invalid. Section 3(b) of the Settlement Agreement is replaced by new language. This
language provides that if the United States Court of Appeals for the Ninth Circuit finally
determines that the Settlement Agreement (or payments under section 4 of the Settlement
Agreement) is invalid, then PacifiCorp has two options. First, PacifiCorp can provide
written notice to BPA within 30 calendar days that the cash payments provided under the
Financial Settlement Agreement satisfy all of BPA’s obligations under or arising out of
section 5(c) of the Northwest Power Act for the period following the court’s final
determination through September 30, 2006. Second, if PacifiCorp provides no notice,
BPA and PacifiCorp agree that the provisions of section 3(a), which establish the
satisfaction of BPA’s section 5(c) obligations, will be of no further force or effect.

A new section 3(b)(1) of the Settlement Agreement also provides that in the event of the
court’s above-noted final determination, the Parties intend that the cash payments
pursuant to section 3(d) and the Monetary Benefits provided prior to the court’s final .
determination should be retained by PacifiCorp, to the maximum extent permitted by law.
Also, the satisfaction of BPA’s obligations to PacifiCorp under section 5(c) of the
Northwest Power Act prior to the court’s final determination should be preserved, to the
maximum extent permitted by law. This would avoid a difficult and complicated process
of determining a new agreement and retroactively implementing changes to the benefits
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for that period. Additional difficulties would lie in the ability of PacifiCorp and the state
public utility commissions to implement such changes without creating potential
economic harm to consumers. In addition, section 3(b)(1) provides that it is severable
and would continue in effect in the event that any other provision of the Agreement was
found invalid. '

(b)  Invalidity of the Financial Settlement Agreement

A new section 3(b)(2) of the Settlement Agreement provides that in the event the United
States Court of Appeals for the Ninth Circuit finally determines, after all appeals or
requests for reconsideration, that the Financial Settlement Agreement (or cash payments
under the Financial Settlement Agreement) is invalid, then PacifiCorp has two options.
First, PacifiCorp can provide written notice to BPA within 30 calendar days that the
Monetary Benefits provided under section 4 of the Settlement Agreement satisfy all of
BPA’s obligations under or arising out of section 5(c) of the Northwest Power Act for the
period following the court’s final determination through September 30, 2006. Second, if
PacifiCorp provides no notice, BPA and PacifiCorp agree that the provisions of section
3(a), which establish the satisfaction of BPA’s section 5(c) obligations, will be of no
further force or effect. Section 3(b)(2) also provides that in the event of the court’s
above-noted final determination, the Parties intend that the cash payments pursuant the
Financial Settlement Agreement and the Monetary Benefits provided under the
Settlement Agreement provided prior to such final determination will be retained by
PacifiCorp, to the maximum extent permitted by law. Also, the satisfaction of BPA’s
obligations to PacifiCorp under section 5(c) of the Northwest Power Act prior to the
court’s final determination should be preserved, to the maximum extent permitted by law.
As noted previously, this would avoid a difficult and complicated process of determining
a new agreement and retroactively implementing changes to the benefits for that period.
Also, additional difficulties would lie in the ability of PacifiCorp and the state public
utility commissions to implement such changes without creating potential economic harm
to consumers.

() Negotiation of New Agreement if this Agreement Held
Invalid -

Section 3(c) of the Settlement Agreement is replaced by new language. This language
provides that if the Settlement Agreement (or section 4(a), section 4(c), or section 5 of
that Agreement) is finally determined to be invalid and PacifiCorp does not notify BPA
that the cash payments under Financial Settlement Agreement satisfy all of BPA’s
obligations under or arising out of section 5(c) of the Northwest Power Act as described
in section 3(b)(1), then both Parties agree to negotiate in good faith a new, mutually
acceptable agreement that would, until the end of its term, be in satisfaction of BPA’s
obligations under or arising out of section 5(c) of the Northwest Power Act. The term of
the new agreement would continue for the remaining term of the Settlement Agreement.
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3. Settlement Benefits

A new section 4(a)(1) of the Settlement Agreement eliminates BPA’s obligation to
provide firm power to PacifiCorp during the period from October 1, 2001, through
September 30, 2006. This section reduces BPA’s obligation to purchase 251 annual
average MW of firm power in the wholesale market for a period of five years. BPA has
substituted an obligation to make cash payments under the Financial Settlement
Agreement. Sections 4(b)(1)(A), 4(b)(1)(B), and 4(b)(1)(C), which related to firm power
deliveries under the Settlement Agreement from October 1, 2001, through September 30,
2006, were deleted.

Section 4(a) of Exhibit A of the Settlement Agreement (Contract No. 01PB-12230) is
amended to eliminate BPA’s obligation to make firm power available to PacifiCorp under
its Firm Block Power Sales Agreement during the period from October 1, 2001, through
September 30, 2006.

4. Termination of Amendment No. 1

Section 3 of Amendment No. 1 provides that if BPA does not adopt the Partial
Stipulation and Settlement Agreement in BPA’s WP-02 Wholesale Power Rate
proceeding, then PacifiCorp may, upon written notice to BPA prior to September 1, 2001,
terminate both Amendment No. 1 and the Financial Settlement Agreement. This
provision addresses PacifiCorp’s concern that BPA’s proposed wholesale power rates
may not turn out consistent with a settlement agreement that BPA staff and many
customers agreed to in BPA’s Supplemental Proposal. In such case, PacifiCorp would
not be willing to agree to the terms of Amendment No. 1 and the Financial Settlement
Agreement.

II. FINANCIAL BENEFITS SETTLEMENT

The Northwest Power Act establishes a Residential Exchange Program to provide
benefits to residential and small farm consumers of Pacific Northwest utilitics. Also,
BPA implements the REP through the offer, when requested, of a Residential Purchase
and Sale Agreement. On October 31, 2000, BPA and PacifiCorp entered into Contract
No. 01PB-12229 (the “Settlement Agreement™), which provides, among other things, for
BPA to provide PacifiCorp with Firm Power and Monetary Benefits to settle the REP.
The term of the Settlement Agreement continues through September 30, 2011. Since the
execution of the Settlement Agreement, BPA and PacifiCorp have agreed that BPA will,
rather than deliver firm power to PacifiCorp for the first 5 years of the Settlement
Agreement, make cash payments to PacifiCorp during the period that begins October 1,
2001, and ends on September 30, 2006. The cash payments in lieu of firm power
deliveries under the Settlement Agreement will be as provided for under the Financial
Settlement Agreement. The Parties will also simultaneously execute an amendment to
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the Settlement Agreement that removes BPA’s obligation to deliver Firm Power during
the first 5 years of the Settlement Agreement.

A number of issues arose during the negotiation of the Financial Benefits Agreement.
The reasoning supporting the resolution of these issues is addressed below.

A. TERM

As noted previously, the intent of the Agreement is to provide PacifiCorp cash payments
in lieu of firm power deliveries under the Settlement Agreement for the first five years of
that agreement. Therefore, the Agreement takes effect on the date signed by the Parties.
Performance of the Agreement begins on July 1, 2001, and continues through

September 30, 2006, unless terminated prior to that date. Even though cash payments
under the Agreement do not start until October 1, 2001, the parties recognized that
PacifiCorp may start implementation of the passthrough requirements of the Agreement
as early as July 1, 2001.

B. DEFINITIONS

The Parties agreed to certain defined terms in order to implement the Agreement. These
terms are generally consistent with the defined terms in the Settlement Agreement.

C. SATISFACTION OF SECTION 5(c) OBLIGATIONS
1. Satisfaction of Section 5(¢) Obligations

The purpose of the Agreement is to provide PacifiCorp with financial benefits in order to
settle PacifiCorp’s rights to participate in the REP during the period from October 1,
2001, through September 30, 2006. Part of the financial benefits are provided in lieu of
power under the Settlement Agreement, and part of the financial benefits are the
Monetary Benefits PacifiCorp receives under the Settlement Agreement. Therefore, the
Agreement provides that BPA will provide PacifiCorp: (1) cash payments for that period
(as discussed in greater detail below regarding section 4 of the Agreement); and (2)
Monetary Benefit payments during that period under the Settlement Agreement, as
amended. These payments will comprise full and complete satisfaction of all of BPA’s
obligations during the above-noted period under or arising out of the REP, which is
established in section 5(c) of the Northwest Power Act. PacifiCorp, in turn, agrees that
the foregoing payments and benefits provided under the Agreement and the Settlement
Agreement satisfy all of BPA’s obligations regarding the REP for the noted period.

Page 31
Record of Decision



2, Invalidity

The Parties have worked diligently to ensure that the Settlement Agreement and this
Agreement are legally sound and will be effective for their respective terms. Some BPA
customers, however, have been extremely litigious regarding the implementation of
BPA’s Power Subscription Strategy. Given this environment, an invalidity provision
addresses the possibility, hopefully slight, that a challenge might render the agreements
invalid. Section 3(b)(1) of the Agreement provides that in such an event, PacifiCorp can
make an election. First, PacifiCorp can provide written notice to BPA within 30 days
that the Monetary Benefits provided under the Settlement Agreement satisfy all of BPA’s
obligations under or arising out of section 5(c) of the Northwest Power Act during the
period following the court’s ruling through September 30, 2006. Alternatively, if
PacifiCorp provides no notice, BPA and PacifiCorp agree that the provisions of section
3(a), which establish the satisfaction of BPA’s section 5(c) obligations, will be of no
further force or effect.

Section 3(b)(1) also provides that in the event of the court’s above-noted final
determination, the Parties intend that the cash payments pursuant to section 4, and the
Monetary Benefits provided prior to the court’s such final determination, should be
retained by PacifiCorp, to the maximum extent permitted by law. Also, the satisfaction
of BPA’s obligations to PacifiCorp under section 5(c) of the Northwest Power Act prior
to the court’s final determination should be preserved, to the maximum extent permitted
by law. This would avoid a difficult and complicated process of determining a new
agreement and retroactively implementing changes to the benefits for that period.
Additional difficulties would lie in the ability of PacifiCorp and the state public utility
commissions to implement such changes without creating potential economic harm to
consumers. In addition, section 3(b)(1) provides that it is severable and would continue
in effect in the event that any other provision of the Agreement was found invalid.

Section 3(b)(2) of the Agreement addresses the potential invalidity of the Settlement
Agreement. This provision is very similar to section 3(b)(1). In the event the court
finally determined that the Settlement Agreement (or the payment of Monetary Benefits
under the Settlement Agreement) was void, then PacifiCorp has two options. First,
PacifiCorp could provide written notice to BPA within 30 calendar days that the cash
payments provided under section 4 of this Agreement satisfy all of BPA’s obligations
under section 5(c) of the Northwest Power Act during the period following the court’s
final determination through September 30, 2006. Alternatively, if PacifiCorp provides no
notice, BPA and PacifiCorp agree that the provisions of section 3(a) of the Agreement
would be of no further force or effect. Section 3(b)(2) also includes the same provisions
noted in the preceding paragraph.

Section 3(b)(3) of the Agreement provides that if the Agreement (or payment under
section 4 of the Agreement) were finally determined to be unlawful, void, or
unenforceable, and PacifiCorp did not notify BPA that the Monetary Benefits provided
under the Settlement Agreement satisfy all of BPA’s obligations under or arising out of
section 5(c) of the Northwest Power Act as described in section 3(b)(1), then both Parties
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agree to negotiate in good faith a new, mutually acceptable agreement that would, until
the end of its term, be in satisfaction of BPA’s obligations under or arising out of section
5(c) of the Northwest Power Act. The term of such new agreement would continue for
the remaining term of the Agreement.

D. CASH PAYMENTS

BPA has negotiated cash payments to PacifiCorp for two different time periods. During
the first year of the Agreement, from October 1, 2001, through September 30, 2002, BPA
has negotiated a cash payment based on two different principles. Under the first
principle, PacifiCorp has agreed to reduce BPA’s obligation to deliver firm power by
10% (or 25 annuval aMW) in exchange for a cash payment of $20 per MWh. This
payment is substantially below the market value for a one-year purchase of firm power
from the wholesale market and represents PacifiCorp’s contribution to the regional effort
to reduce BPA’s wholesale rate increase. This reduced payment is contingent on BPA’s
other customers contributing to the regional effort as further described below in the
section on load reduction contingency. If the contingencies in the load reduction
provisions occur, this payment will increase to $38 per MWh.

The balance of the first year payment for the remaining 226 annual aMW of firm power
and the payments for the remaining four years for 251 annual aMW is based on a cash
payment of either $38 or $45.49 per MWh depending on the results of settlement
discussions among PacifiCorp and BPA’s public agency customers. This payment
reflects the value to BPA of avoiding a purchase of wholesale firm power for a five-year
period.

During the one-month period of negotiation of this Agreement, the market price for five-
year purchases of firm power has varied between $100 per MWh and $75 per MWh,
reflecting the current high and volatile market prices. If BPA had supplied firm power to
PacifiCorp, BPA forecasts that the rate paid by PacifiCorp would average between $28-
$38 per MWh depending on market prices and assumptions made about BPA’s success in
reducing its wholesale rates through the current regional effort. BPA believes that the
payment to PacifiCorp is a reasonable payment by BPA to avoid a purchase in the
wholesale market and a subsequent sale by BPA to PacifiCorp.

A number of BPA’s customers have filed legal challenges of BPA’s Settlement
Agreements with investor-owned utilities. PacifiCorp has agreed in this Financial
Settlement Agreement that it will agree to a reduction in its cash payment to $38 per
MWh if any of BPA’s publicly-owned and cooperative customers enter into a settlement
agreement regarding challenges to the BPA actions that provide benefits to the residential
and small farm customers of PacifiCorp. PacifiCorp may choose which customers and
which claims it will settle, but agrees to reduce the cash payments from BPA if it settles
any claim with any publicly-owned or cooperative customer to any of the following: (1)
the Settlement Agreement; (2) this Agreement; (3) the Residential Purchase and Sale
Agreement Record of Decision (ROD); (4) the Power Subscription Strategy RODs,
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including the Residential Exchange Program Settlement ROD; and (5) the application of
the 7(b)(2) surcharge to BPA’s WP-(02 rates.

1. Cash Payment Adjustments Due to Application of Safety Net
Cost Recovery Adjustment Clause (SN CRAC) and Dividend
Distribution Clause (DDC) to BPA Firm Power Sales

BPA has negotiated one exception to the cash payment it makes to PacifiCorp under this
Agreement. BPA’s wholesale power rates include an SN CRAC. The SN CRAC is
designed to ensure that BPA can cover its costs as soon as possible if BPA fails to meet
one of its Treasury payments. If BPA is in a situation where it must impose the SN
CRAC under its wholesale power rates, BPA will reduce its monthly payments to
PacifiCorp under this Agreement. BPA’s monthly payments would be reduced in the
same amount as the increase in rates to BPA’s preference customers under the SN CRAC
for the amount of firm power that BPA has converted to cash payments under the
Agreement. This provision ensures that PacifiCorp’s residential and small farm
customers share in the resolution of any emergency that threatens BPA’s ability to
recover its costs.

BPA’s wholesale rates also include a DDC. The DDC is designed to return money to
BPA’s wholesale power customers if market and other conditions result in BPA’s cash
reserves reaching certain levels. BPA has agreed that it will make an offsetting
adjustment to PacifiCorp’s monthly payments if BPA has made payments to its firm
power customers under the DDC. These increased payments are only made after DDC
payments made to firm power customers and are limited to the amount of any reduction
in payments due to imposition of the SN CRAC.

(a) Adjustment to Cash Payments Resulting from SN
CRAC and SN CRAC Balancing Account

This section of the Agreement calculates the reduction in the monthly payment to
PacifiCorp under the Agreement in the event that BPA imposes an SN CRAC on its firm
power customers. BPA records the amount of any such reductions in an SN CRAC
Account.

(b) DDC Balancing Account

This section determines if BPA has made DDC payments to its firm power customers.
BPA records the amount it would have paid a preference customer for 226 aMW of
power in Contract Year 2002 and 251 aMW in each year of Contract Years 2003-2006.
BPA records such amount in a DDC Account.
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(¢) Adjustment to Cash Payments Resulting from Amounts
in SN CRAC Account and DDC Account

There are three situations where BPA increases the monthly payment to PacifiCorp to
reflect reduced payments from imposition of an SN CRAC. The first situation occurs
when BPA has imposed an SN CRAC and then makes a DDC payment at a later date.
BPA has agreed that it will increase the cash payment under this Agreement within nine
months of the first DDC payment for a period of six months. The increased payments are
designed to return any reduction in payments recorded in the SN CRAC account up to the
amounts recorded in the DDC Account.

The second situation occurs when BPA imposes an SN CRAC after BPA has made DDC
payments at an earlier date. BPA has agreed that it will increase the cash payment under
this Agreement within nine months of the SN CRAC reduction for a period of six
months. The increased payments are designed to return any reduction in payments
recorded in the SN CRAC Account up to the amounts recorded in the DDC Account.

The third situation occurs when BPA has increased PacifiCorp’s payment for a six-month
period. BPA agrees to increase the monthly payments for the next six month period as
necessary to bring the balance in the SN CRAC Account or the DDC Account to zero,
whichever is smaller. BPA agrees that it will make payments for the remainder of any
six-month period that extends beyond the end of the Agreement, if necessary.

2. Payment Provisions

This section of the Agreement provides that BPA will pay PacifiCorp the monthly cash
payments as determined in sections 4(a), 4(b), and 4(c) within 30 days of the end of the
calendar month for which cash payments are due (Due Date). After the Due Date, a late
payment charge is calculated at a prescribed rate. This section also provides that BPA
will pay by electronic funds transfer using PacifiCorp’s established procedures.

3. Load Reduction Contingency

When BPA proposed that its customers all contribute to BPA’s rate reduction efforts, a
number of customers and other interested stakeholders requested that BPA include a
provision that ensured that any single customer would not be the only customer
modifying its contract to reduce its obligation on BPA. BPA agreed to include a load
reduction contingency provision that operated to terminate the customer’s obligation to
BPA if certain contingencies occurred. BPA has offered to include this provision in all of
its rate reduction contracts where customers are taking actions that are valued below their
market value. Under the Financial Settlement Agreement, BPA’s payment to PacifiCorp
will increase from $20 to $38 per MWh if any of the contingencies occur on the effective
date for the particular contingency. These contingency provisions only apply to
payments during the period from October 1, 2001, until September 30, 2002. Any
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contingencies that are effective after that date will have no effect on payments to
PacifiCorp.

The first contingency is whether BPA adopts the proposed rate case settlement entered
into by the Joint Customer Group and BPA staff. If the Administrator elects to not adopt
that settlement in his final decisions in Docket No. WP-02, the load reduction
contingency occurs and the payments to PacifiCorp will increase effective October 1,
2001. Under such settlement proposal, BPA would implement a Load Based Cost
Recovery Adjustment Clause (LB CRAC) that assumes that BPA will purchase from the
wholesale market any remaining amounts of power needed to augment BPA’s system to
serve its Subscription obligations.

The second contingency is whether BPA achieves a sufficient amount of rate reduction
agreements with its public agency, investor-owned utility and direct service industrial
customers during the first six-month period of the LB CRAC calculation. The second
contingency measures the amount of purchases BPA makes from the market in the LB
CRAC calculation excluding purchases from BPA’s public agency, investor-owned
utility and direct service industrial customers during the period from April 10, 2001,
through the calculation of the LB CRAC in late June. If BPA does not achieve
approximately 1450 aMW over the initial six-month period in reductions of market
purchases, the load reduction contingency occurs and payments to PacifiCorp will
increase effective on October 1. This provision assures any individual customer that they
are not the only customer participating. ‘

The third contingency is whether BPA achieves a sufficient amount of rate reduction
agreements with its public agency, investor-owned utility and direct service industrial
customers during the second six-month period of the LB CRAC calculation. The third
contingency measures the amount of purchases BPA makes from the market in the LB
CRAC calculation excluding purchases from BPA’s public agency, investor-owned
utility and direct service industrial customers during the period from April 10, 2001,
through the calculation of the LB CRAC in late June and extensions of purchases with
such customers entered into prior to April 10, 2001. If BPA does not achieve
approximately 1250 aMW over the second six-month period in reductions of market
purchases, the load reduction contingency occurs and payments to PacifiCorp will
increase effective on April 1. This provision assures any individual customer that they
are not the only customer participating during this period.

The fourth contingency measures the end of the load reduction emergency by examining
the amount of direct service industrial load BPA forecasts to serve in its calculation of the
LB CRAC. If the forecast amount of direct service industrial load exceeds 400 aMW per
month over the six month period of a LB CRAC calculation, the load reduction
contingency occurs and payments to PacifiCorp will increase at the start of the six month
period included in the calculation of the LB CRAC.

The fifth contingency measures the end of the load reduction emergency by examining
the actual amount of direct service industrial load served by BPA., Once BPA starts
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serving more than 400 aMW per month during any six-month period, the load reduction
contingency occurs and payments to PacifiCorp will increase at the start of the month
following the determination.

4. . No Other Adjustments to Cash Payments

Section 4(f) of the Agreement clarifies that except as provided in sections 4(a), 4(b), 4(c),
and 4(e), there are no other adjustments to the cash payment amounts under the
Agreement.

E. PASSTHROUGH OF BENEFITS

Section 5(c)(3) of the Northwest Power Act provides that the benefits of the REP are to
be passed through directly to a utility’s residential loads within a State. 16 U.S.C. §
839¢(c)(3). Similarly, the Parties provide that the benefits from the Settlement
Agreement and the Agreement be passed through in such a manner. Section 5 of the
Agreement therefore provides that, except as otherwise provided in the Agreement, cash
payment amounts received by PacifiCorp from BPA under the Agreement must be passed
through, in full, to each residential and small farm consumer, as either (1) monetary
payments, or (2) as otherwise directed by the applicable State regulatory authority. BPA
has audit rights, as provided in section 6 of the Agreement to ensure that, even if benefits
are passed through as directed by the applicable state regulatory authority, BPA can
require that benefits only be passed through to eligible Residential Load. Section 5(b) of
the Agreement ensures that cash benefits under the Agreement must be distributed to
PacifiCorp’s Residential Load in a timely manner. This is accomplished by providing
that the amount of benefits held in an account will not exceed the expected receipt of
monetary payments from BPA under the Agreement over the next 180 days. If the
annual monetary payment is less than $600,000, section 5(b) permits PacifiCorp to
distribute benefits on a less frequent basis provided that distributions are made at least
once each contract year. Section 5(c) of the Agreement provides that the benefits will be
passed through consistent with procedures developed by PacifiCorp’s State regulatory
authority(s). Cash payments under the Agreement will be identified on PacifiCorp’s
books of account in order that such benefits can be easily tracked. In addition, funds will
be held in an interest bearing account, and will be maintained as restricted funds,
unavailable for the operating or working capital needs of PacifiCorp. Also, benefits will
not be pooled with other monies of PacifiCorp for short-term investment purposes. These
provisions ensure that benefits will be provided only to PacifiCorp’s residential and small
farm consumers. Section 5(d) provides that cash benefits under this Agreement can be
used for the buydown of residential and small farm loads. This allows PacifiCorp’s
residential and small farm consumers to receive the benefits of the Settlement and alse
allows PacifiCorp to assist the region in reducing its market purchases that lead to higher
rates.
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F. AUDIT RIGHTS

Section 6 of the Agreement establishes audit rights that are virtual identical to the audit
rights in the Settlement Agreement. Basically, BPA retains the right to audit PacifiCorp
at BPA’s expense to determine whether the benefits provided to PacifiCorp under the
Agreement were provided only to PacifiCorp’s eligible Residential Load. BPA retains
the right to take action consistent with the results of the audit to require the passthrough
of benefits to eligible Residential Load. BPA’s right to conduct audits of PacifiCorp with
respect to a Contract Year expires 60 months after the end of the Contract Year. As long
as BPA has the right to audit PacifiCorp under the Agreement, PacifiCorp will maintain
all relevant records.

G. ASSIGNMENT

Section 7 of the Agreement addresses the assignment of the benefits of the Agreement.
This section reflects the need for flexibility in the provision of benefits to PacifiCorp’s
residential and small farm customers in light of the uncertainty of the energy industry
regarding dercgulation or other efforts that could restructure state retail electric service.
These provisions are virtually identical to the assignment provisions in the Settlerent
Agreement. Section 7(a) requires PacifiCorp to assign benefits to BPA if a Qualified
Entity serves Residential Load formerly served by PacifiCorp (unless BPA has approved
an agency agreement for such Qualified Entity), or BPA has approved a state program for
the passthrough of benefits by a distribution utility.

Section 7(b) of the Agreement provides that the Agreement is binding on any successors
and assigns of the Parties, but that neither Party may otherwise transfer or assign this
Agreement without the other Party’s written consent. Such consent cannot be
unreasonably withheld, provided that PacifiCorp agrees it will assign benefits under this
Agreement subject to the following terms and conditions: (1) PacifiCorp will quantify an
amount of Residential Load each month served by Qualified Entities that would have
been eligible to receive benefits if served by PacifiCorp, and provide written notice of
such amount to BPA; (2) PacifiCorp will assign to BPA during the month following such
notice a share of the total benefits, whether or not PacifiCorp continues to serve such
Residential Load. The Residential Load of PacifiCorp will not include Residential Load
receiving benefits over a new distribution system; (3) If the passthrough of benefits is
made to consumers with PacifiCorp acting as agent, then PacifiCorp will retain the cash
payments assigned to BPA and use such cash payments to provide benefits to individual
residential and small farm consumers.

Section 7(c) of the Agreement provides that PacifiCorp may continue to pass through
benefits to individual residential and small farm consumers under this Agreement not
served by PacifiCorp if (i) PacifiCorp is acting as the agent under an agreement entered
into between PacifiCorp and a Qualified Entity which has been approved by PacifiCorp’s
applicable state regulatory authority and BPA; or (ii) BPA has approved a program
developed by the applicable state regulatory authority providing for the passthrough of
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benefits received by PacifiCorp under the Agreement to all its residential and small farm
consumers acting in its capacity as a distribution utility.

Section 7(d) of the Agreement provides that if a Qualified Entity eligible to purchase firm
power under section 5(b) of the Northwest Power Act acquires all or a portion of the
distribution system serving the Residential Load of PacifiCorp, PacifiCorp will assign a
share of the total benefits to BPA for the remaining term of the Agreement.

H. CONSERVATION AND RENEWABLES DISCOUNT

The rates contained in BPA’s May Proposal include a Conservation and Renewables
Discount (C&R Discount). The C&R Discount is designed to encourage the
development of conservation and renewable energy resources. Section 8 of the
Agreement addresses how the C&R Discount will apply to the cash benefits provided to
PacifiCorp. Subject to the terms specified in BPA’s applicable Wholesale Power Rate
Schedules, including GRSPs, BPA will pay PacifiCorp an amount equal to the C&R
Discount for 251 aMW for each Contract Year during the October 1, 2001, through
September 30, 2006, period, unless PacifiCorp has notified BPA’s Power Business Line
(PBL) before August 1, 2001, that it will not participate in the C&R Discount. This is to
ensure that PacifiCorp’s residential and small farm consumers will retain the benefits
they would have received if PacifiCorp had provided power benefits instead of cash
benefits. Where PacifiCorp is willing to assist BPA’s rate mitigation efforts by receiving
cash benefits instead of power, PacifiCorp should not be penalized for such actions.

To retain the full amount of the C&R Discount, PacifiCorp must satisfy all obligations
associated with the C&R Discount as specified in BPA’s applicable Wholesale Power
Rate Schedules, including GRSPs, and the C&R Discount implementation manual.
PacifiCorp will reimburse BPA for any amount it received but for which it did not satisfy
such obligations.

L GOVERNING LAW AND DISPUTE RESOLUTION

Section 9 of the Agreement addresses the law governing the Agreement and the manner
in which disputes under the Agreement will be resolved. This section is virtually
identical to the governing law and dispute resolution section of the Settlement
Agreement. In summary, the Agreement will be interpreted consistent with and governed
by Federal law. Final actions subject to section 9(e) of the Northwest Power Act are not
subject to binding arbitration and shall remain within the exclusive jurisdiction of the
United States Ninth Circuit Court of Appeals. Any dispute regarding any rights of the
Parties under any BPA policy, including the implementation of such policy, shall not be
subject to arbitration under this Agreement. Other contract disputes or contract issues
between the Parties arising out of this Agreement will be subject to binding arbitration.
The Parties will make a good faith effort to resolve such disputes before initiating
arbitration proceedings. During arbitration, the Parties will continue performance under
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this Agreement pending resolution of the dispute, unless to do so would be impossible or
impracticable.

J. NOTICE PROVIDED TO RESIDENTIAL AND SMALL FARM
CUSTOMERS

Section 10 of the Agreement provides that PacifiCorp will ensure that any entity that
issues customer bills to PacifiCorp’s residential and small farm consumers will provide
written notice on such customer bills that their benefits are “Federal Columbia River
Benefits supplied by BPA.”

K. STANDARD PROVISIONS

Section 11 of the Agreement includes a number of standard contract provisions. These
provisions are virtually identical to those in the Settlement Agreement. These provisions
include a requirement for a written instrument to amend the Agreement; conditions
governing the exchange of information and the confidentiality of such information; a
provision that Agreement constitutes the entire agreement between the Parties; a
provision that incorporates the exhibits into the Agreement by reference; a provision that
no other person is a direct or indirect legal beneficiary of, or has any direct or indirect
cause of action or claim in connection with the Agreement; and a provision providing that
any waiver at any time by either Party to the Agreement of its rights under the Agreement
will with respect to any default or any other matter arising in connection with this
Agreement shall not be considered a waiver with respect to any subsequent default or
matter.

L. TERMINATION OF AGREEMENT

Section 12 of the Agreement address termination of the Agreement. Basically, if BPA
does not adopt the Partial Stipulation and Settlement Agreement in the WP-02 Wholesale
Power Rate proceeding, then PacifiCorp may, prior to September 1, 2001, and upon
written notice to BPA, terminate the Agreement and Amendment No. 1 to the Settlement
Agreement.

M.  SIGNATURES

Section 13 provides that each signatory represents that he or she is authorized to enter
into this Agreement on behalf of the Party for whom he or she signs.
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CONCLUSION

The BPA Administrator has delegated the authority to execute Amendment No. 1 to the
Settlement Agreement, and the Financial Settlement Agreement, to the BPA Account
Executives for the respective investor-owned utilities. I have reviewed and evaluated the
record compiled by BPA on the foregoing issues regarding BPA’s Amendment No. 1 to
the Settlement Agreement, and the Financial Settlement Agreement. Based upon the
record compiled in this proceeding, the decisions expressed herein, and all requirements
of law, I hereby adopt Amendment No. 1 to the Settiement Agreement, and the Financial
Settlement Agreement. The evaluations and decisions used in the development of
Amendment No. 1 to the Settlement Agreement, and the Financial Settlement Agreement,
are consistent with the environmental analysis conducted for BPA’s 1998 Power
Subscription Strategy, BPA’s Power Subscription Strategy NEPA ROD, BPA’s Business
Plan EIS and BPA’s Business Plan ROD.

Issued at Portland, Oregon, this 23rd day of May, 2001.

/s/ Mark E. Miller

Account Executive
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INTRODUCTION

This Record of Decision addresses the development of an Amended Settlement
Agreement between Puget Sound Energy (Puget) and the Bonneville Power
Administration (BPA), which replaces in its entirety Puget’s Residential Exchange
Program Settlement Agreement, Contract No. 01PB-12162 (Settlement Agreement). The
Amended Settlement Agreement provides financial benefits to the residential and small
farm consumers of Puget through a settlement of Puget’s participation in the Residential
Exchange Program (REP) for the period from July 1, 2001, through September 30, 2006,
and provides a combination of power and monetary benefits to such consumers through a
settlement of Puget’s participation in the Residential Exchange Program (REP) for the
period from July 1, 2006, through September 30, 2011. 16 U.S.C. § 839¢(c). In order to
fully understand the proposed Amended Settlement Agreement with Puget, it is helpful to
understand BPA’s initial development of the REP Settlements with regional investor-
owned utilities (IOUs). A review of such development follows.

BACKGROUND

BPA was created in 1937 to market electric power generated at Bonneville Dam, and to
construct and operate facilities for the transmission of power. 16 U.S.C. § 832-8321
(1994 & Supp. III 1997). Since that time, Congress has directed BPA to market power
generated at additional facilities. /d. § 838f. Currently, BPA markets power generated at
thirty Federal hydroelectric projects, and several non-Federal projects. BPA also owns
and operates approximately 80 percent of the Pacific Northwest’s high-voltage
transmission system. In 1974, BPA became a self-financed agency that no longer
receives annual appropriations. /d. § 838i. BPA’s rates must therefore produce sufficient
revenues repay all Federal investments in the power and transmission systems, and to
carry out BPA’s additional statutory objectives. See id. §§ 832f, 838g, 8381, and 83%¢(a).

In the 1970’s, threats of insufficient resources to meet the region’s electricity demands
led to passage of the Pacific Northwest Electric Power Planning and Conservation Act
(Northwest Power Act). 16 U.S.C. § 839, et seq. (1994 & Supp. 11 1997). In that Act,
Congress, among other things, directed BPA to offer new power sales contracts to its
customers. Id. §§ 839c, 839¢(g). While Congress provided that BPA’s public agency
customers (preference customers) and investor-owned utility customers (IOUs) had a
statutory right for service from BPA to meet their net requirements loads, Congress did
not provide such a right to BPA’s direct service industrial customers (DSIs). BPA was
provided the authority, but not the obligation, to serve the DSIs’ firm loads after the
expiration of their power sales contracts in 2001. See id. §§ 839¢c(b)(1), 839d. Congress
also established the Residential Exchange Program, which, as discussed in greater detail
below, provides Pacific Northwest utilities a form of access to the benefits of low-cost
Federal power. Id. § 839¢(c).
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A. The Residential Exchange Program (REP)

Section 5(c) of the Northwest Power Act established the REP. Id. § 839¢(c). Under the
REP, a Pacific Northwest electric utility (either a publicly owned utility, an IOU or other
entity authorized by state law to serve residential and small farm loads) may offer to sell
power to BPA at the utility’s average system cost (ASC). Id. § 839¢c(c)(1). BPA
purchases such power and, in exchange, sells an equivalent amount of power to the utility
at BPA’s PF Exchange rate. /d. The amount of the power exchanged equals the utility’s
residential and small farm load. Id. In past practice, no actual power sales have taken
place. Instead, BPA provided monetary benefits to the utility based on the difference
between the utility’s ASC and the applicable PF Exchange rate multiplied by the utility’s
residential load. These monetary benefits must be passed through directly to the utility’s
residential and small farm consumers. /d. § 839¢(c)(3). While REP benefits have
previously been monetary, the Northwest Power Act also provides for the sale of actual
power to exchanging utilities in specific circumstances. Pursuant to section 5(c)(5) of the
Northwest Power Act, in lieu of purchasing any amount of electric power offered by an
exchanging utility, the Administrator may acquire an equivalent amount of electric power
from other sources to replace power sold to the utility as part of an exchange sale. Id. §
839¢(c)(5). However, the cost of the acquisition must be less than the cost of purchasing
the electric power offered by the utility. /d. In these circumstances, BPA acquires power
from an in lieu resource and sells actual power to the exchanging utility.

Each exchanging utility’s ASC is determined by the Administrator according to the

1984 ASC Methodology, an administrative rule developed by BPA in consultation with
its customers and other regional parties. A utility’s ASC is the sum of a utility’s
production and transmission-related costs (Contract System Costs) divided by the utility’s
system load (Contract System Load). A utility’s system load is the firm energy load used
to establish retail rates. BPA’s current ASC Methodology was established in 1984. BPA
has recognized, however, that the ASC Methodology can be revised. BPA’s current ASC
Methodology uses a “jurisdictional approach” in determining utilities” ASCs, which
relies upon cost data approved by state public utility commissions (in the case of IOUs)
and utility governing bodies (in the case of public utilities) for retail ratemaking. These
data provide the starting point for BPA’s determination of the ASC of each utility
participating in the REP. Costs that have not been approved for retail rates are not
considered for inclusion in Contract System Costs.

The schedule for filing and reviewing a utility’s ASC is established in the 1984 ASC
Methodology, which provides that “not later than five working days after filing for a
jurisdictional rate change or otherwise commencing a rate change proceeding, the utility
shall file a preliminary Appendix 1, setting forth the costs proposed by the utility and
shall deliver to BPA all information initially provided to the state commission.” The
filing includes all testimony and exhibits filed in the retail rate proceeding. Not later than
20 days following the effective date of new rate schedules in a jurisdiction, the utility
must file a revised Appendix 1 reflecting costs as approved by the state commission or
utility governing body. BPA then has 210 days to review the filing and issue a report
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signed by the Admmistrator. During this review process; BPA ensures that the costs and
loads conform to the rules and requirements of the ASC Methodology, as well as the
applicable provisions of the Northwest Power Act. BPA makes adjustments as necessary.

The REP has traditionally been implemented through Residential Purchase and Sale
Agreements (RPSAs), which were executed in 1981. Between 1981 and the present,
Residential Exchange Termination Agreements have been negotiated with all of the
previously active exchanging utilities except Montana Power Company (MPC). MPC
continues to be in “deemer” status. When a utility’s ASC is less than the PF Exchange
Program rate, the utility may elect to deem its ASC equal to the PF Exchange Program
rate. By doing so, it avoids making actual monetary payments to BPA. The amount that
the utility would otherwise pay BPA is tracked in a “deemer account.” At such time as
the utility’s ASC is higher than BPA’s PF Exchange rate, benefits that would otherwise
be paid to the utility act as a credit against the negative “deemer balance.” Only after the
“positive benefits” have completely offset the “negative balance,” bringing the negative
“deemer account” to zero, would the utility again receive actual monetary payments from
BPA under an existing or new RPSA. The issue of deemer balances with IOUs is
currently in dispute. Regional utilities are eligible to participate in the REP again
beginning July 1, 2001, except for those utilities that have previously executed settlement
agreements for terms extending beyond July 1, 2001.

B. The Comprehensive Review of the Northwest Energy System

In early 1996, the govemors of Idaho, Montana, Oregon and Washington convened the
Comprehensive Review of the Northwest Energy System to seize opportunities and
moderate risks presented by the transition of the region's power system to a more
competitive electricity market. See Comprehensive Review of the Northwest Energy
System, Final Report, December 12, 1996 (Final Report). The governors appointed a 20-
member Steering Committee that was broadly representative of the various stakeholders
in the power system to study that system and make recommendations about its
transformation. Id. Each governor had a representative on the Steering Committee to
make certain the public was educated about and involved in the Comprehensive Review.
Id. In establishing the review, the governors stated:

The goal of this review is to develop, through a public process, recommendations for
changes in the institutional structure of the region's electric utility industry. These
changes should be designed to protect the region's natural resources and distribute
equitably the costs and benefits of a more competitive marketplace, while at the same tine
assuring the region of an adequate, efficient, economical and reliable power system.

Id. In 1996, the Steering Committee held 30 daylong meetings. /d. In addition, almost
400 people were involved in more than 100 meetings of various work groups reporting to
the Steering Committee. /d. Hundreds of citizens attended the 10 public hearings that
were held throughout the region on the Committee's draft report. /4. More than 700 ,
written comments were received. /d. The Final Report was the product of that work. Id.
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The Final Report noted that the electricity industry in the United States is in the midst of
significant restructuring. /d. This restructuring is the product of many factors, including
national policy to promote a competitive electricity generation market and state initiatives
in California, New York, New England, Wisconsin and elsewhere to open retail
electricity markets to competition. /d. This transformation is moving the industry away
from the regulated monopoly structure of the past 75 years. Id. Today the region is
served by individual utilities, many of which control everything from the power plant to
the delivery of power to the region’s homes or businesses. /d. In the future, the region
may have a choice among power suppliers that deliver their product over transmission
and distribution systems that are operated independently as common carriers. /d. There
is much to be gained in this transition. /d. Broad competition in the electricity industry
that extends to all consumers could result in lower prices and more choices about the
sources, variety and quality of their electrical service. Id.

The Final Report also noted that there are risks inherent in the transition to more
competitive electricity services. Id. Merely declaring that a market should become
competitive will not necessarily achieve the full benefits of competition or ensure that
they will be broadly shared. /d. It is entirely possible to have deregulation without true
competition. Id. Similarly, the reliability of the region’s power supply could be
compromised if care is not taken to ensure that competitive pressures do not override the
incentives for reliable operation. Id. How competition is structured is important. Id. It
is also important to recognize the limitations of competition. /d. Competitive markets
respond to consumer demands, but they do not necessarily accomplish other important
public policy objectives. Id. The Northwest has a long tradition of energy policies that
support environmental protection, energy-efficiency, renewable resources, affordable
services to rural and low-income consumers, and fish and wildlife restoration. Id. These
public policy objectives remain important and relevant. Id. The Final Report states that
given the enormous economic and environmental implications of energy, these public
policy objectives need to be incorporated in the rules and structures of a competitive -
energy market. Id.

The Final Report stated that, in some respects, the transition to a competitive electricity
industry is more complicated in the Northwest because of the presenice of BPA. Id. BPA
is a major factor in the region's power industry, supplying, on average, 40 percent of the
power sold in the region and controlling more than half the region's high-voltage
transmission. /d. BPA benefits from the fact that it markets most of the region's low-cost
hydroelectric power. Id. It 1s hampered by the fact that it has high fixed costs, including
the cost of past investments in nuclear power and the majority of the costs for salmon
recovery. Id. As a wholesale power supplier, BPA is already fully exposed to
competition and is struggling to reduce its costs so that it can compete in the market. Id.
The transition to a competitive electricity industry raises many issues for the BPA and the
region. Id. In the near term, how can BPA continue to meet its financial and
environmental obligations in the face of intense competitive pressure? Id. In the longer-
term, when market prices rise and some of BPA's debt obligations have been retired, how
can the Northwest retain the economic benefits of its low-cost hydroelectric power when
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the rest of the country is paying market prices? /d. And finally, what is the appropriate
role of a Federal agency in a competitive market? Id.

The Final Report noted that while participants on the Comprehensive Review Steering
Committee represented, by design, many divergent interests, they were fundamentally
interconnected through one unifying value. fd. Collectively, they share an abiding
interest in the stewardship of a great regional resource -- the Columbia River and its
tributaries. /d. The river is the link that brought all the parties together and unites them
in a single, overriding goal. Id. That goal is to protect and enhance the assets of this
great natural resource for the people of the Pacific Northwest. Id.

The Final Report stated that the Federal power system in the Pacific Northwest has
conferred significant benefits on the region for more than 50 years. Id. The availability
of inexpensive electricity at cost has supported strong economic growth and helped
provide for other uses of the Columbia River, such as irrigation, flood control and
navigation. Id. The renewable and non-polluting hydropower system has helped
maintain a high quality environment in the region. Id. But while the power system has
produced significant benefits, these benefits came at a substantial cost to the fish and
wildlife resources of the Columbia River basin. /d. Salmon and steethead populations
had been reduced to historic lows, and many runs were about to be listed under the
Federal Endangered Species Act. Id. Resident fish and wildlife populations had also
been affected. /d. Native Americans and fishery-dependent communities, businesses and
recreationists had suffered substantial losses due in significant part to construction and
operation of the power system. /d. The region's ability to sustain its core industries,
support conservation and renewable resources, and restore salmon runs would be clearly
threatened if the region cannot reach a consensus regional position to bring to the national
electricity restructuring debate. Id. Without a sustainable and financially healthy power
system, funding for fish and wildlife restoration could be jeopardized. 7d.

The Final Report noted that the Governors of Idaho, Montana, Oregon and Washington,
in their charge to the Comprehensive Review, and the Steering Committee in their
deliberations, recognized that the electricity industry is changing, whether the region
likes it or not. /d. The Comprehensive Review was not an initiation of change, but a
response to change. /d. It was an effort to shape that change, to the extent shaping is
possible, to ensure that the potential benefits of competition are achieved and equitably
shared, environmental goals are met, and the benefits of the hydroelectric system are
preserved for the Northwest. Id. The region's ability to shape the change in the
Northwest electricity industry depends on its ability to develop a regional consensus. /d.
If the Comprehensive Review failed to result in a consensus for regional action, the
electricity industry would still be restructured. Id. A return to the historical industry
structure is not an option. /d. Many of the comments received during the public hearing
process on the Steering Committee's draft recommendations made it clear that this was
not a widely appreciated fact. Id.

The Final Report summarized the Steering Committee’s goals and proposals. The
Steering Committee's goals for Federal power marketing were to: (1) align the benefits
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and risks of access to existing Federal power; (2) ensure repayment of the debt to the U.S.
Treasury with a greater probability than currently exists while not compromising the
security or tax-exempt status of BPA's third-party debt; and (3) retain the long-term
benefits of the system for the region. /d. The recommendation was also intended to be
consistent with emerging competitive markets and regional transmission solutions. Id.
The mechanism proposed to accomplish these goals was a subscription system for
purchasing specified amounts of power at cost with incentives for customers to take
longer-term subscriptions. Id. Public utility customers with small loads would be able to
subscribe under contracts that would accommodate minor load growth. /d.

Subscriptions would be available first to regional customers a specified multiparty
priority order, starting with preference customers, then the DSIs and the residential and
small farm customers of the IOUs participating in the REP, followed by other regional
customers. Id. Non-regional customers could subscribe after in-region customers. Id.
Within each phase of the subscription process, longer-term contracts would have priority
over shorter-term contracts if the system were oversubscribed. Id.

With regard to the REP, the Final Report noted that as a result of the Northwest Power
Act, Northwest utilities have the right to sell to BPA an amount of power equal to that
required to serve their residential and small farm customers at the utilities' average
system costs and receive an equal amount of power at BPA's average system cost. /d. In
reality, this is an accounting transaction. Id. No power is actually delivered. Zd. This
was intended to be a mechanism to share the benefits of the low-cost Federal hydropower
system with the residential and small farm customers of the region's IQUs. Id. Asa
result of decisions made by BPA in its 1996 rate case, those benefits were reduced. Id.
The Steering Committee acknowledged that the residential and small farm consumers of
exchanging IOUs would be adversely affected by the reduction of exchange benefits. Id.
Congress intervened for one year to stabilize the exchange benefits. Id. However, on
October 1, 1997, there would be rate increases to the residential and small farm
customers of the exchanging utilities. /d. The Steering Committee encouraged the
parties to continue settlement discussions and to explore other paths to ensure that
residential and small farm loads receive an equitable share of Federal benefits. Id.

C. BPA’s Power Subscription Strategy

The concept of power subscription came from the Comprehensive Review of the
Northwest Energy System, which, as noted above, was convened by the governors of
Idaho, Montana, Oregon, and Washington to assist the Northwest through the transition
_to competitive electricity markets. The goal of the review was to develop
recommendations for changes in the region’s electric utility industry through an open
public process involving a broad cross-section of regional interests. In December 1996,
after over a year of intense study, as noted above, the Comprehensive Review Steering
Committee released its Final Report. The Final Report recommended that BPA capture
and deliver the low-cost benefits of the Federal hydropower system to Northwest energy
customers through a subscription-based power sales approach. In early 1997, the
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Governor’s representatives formed a Transition Board to monitor, guide, and evaluate
progress on these recommendations.

Public process is integral to BPA’s decisionmaking. With the changing marketplace for
electric power, there is considerable regional interest in defining how and to whom the
region’s Federal power should be sold. The public was involved at several levels during
the development of BPA’s Power Subscription Strategy. In addition to the public
meetings held specifically on Subscription, BPA sought input from a wide range of
interested and affected groups and individuals. BPA collaborated with Northwest Tribes,
interest groups, Congressional members, the Department of Energy (DOE),

the Administration, and BPA's customers to resolve issues, understand commercial
interests, and develop strong business relationships.

In early 1997, BPA and the Pacific Northwest Utilities Conference Committee (PNUCC)
invited 2800 interested parties throughout the Pacific Northwest to help further define
Subscription. The collaborative effort to design a Subscription contract process began

- with a public kickoff meeting on March 11, 1997. At this meeting, a BPA/customer
design team presented a proposed work plan, including a description of the
environmental coverage for Subscription. An important element of the work plan was the
formation of a Subscription Work Group. The Work Group, which normally met in
Portland twice a month from March 1997 through September 1998, was open to the
public. On average, 40-45 participants--representing customers, customer associations,
Tribes, State governments, public interest groups, and BPA--attended. Three subgroups
formed to more intensely pursue the resolution of issues involving business relationships,
products and services, and implementation.

Over 18 months, BPA, its customers and other interested parties discussed and clarified
many Subscription issues. During this time, BPA and the public confirmed goals,
defined issues, developed an implementation process for offering Subscription, and
developed proposed product and pricing principles. The following is a chronology of
events.

On March 11, 1997, a public meeting was held in Portland to kick off the Federal Power
Marketing Subscription development process. The following topics were discussed at
this meeting: the role of the Regional Review Transition Board in the Subscription
process; the Draft Work Plan that was developed to guide the development process; the
issues that relate to the Subscription process that need to be addressed; and the National
Environmental Policy Act (NEPA) strategy for this effort. The Work Plan identified a
"self-selected" work group to lead this effort (anyone eligible to participate).

On March 18, 1997, a "Federal Power Marketing Subscription” web site was established
at BPA to help disseminate information about the Subscription Process.

On March 19, 1997, the Federal Power Subscription Work Group held its first meeting in
Portland, Oregon. The Work Group held a total of 33 meetings (approximately two per
month), ending on September 22, 1998.
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On September 9, 1997, a Progress Report was presented to the Transition Board.

On November 25, 1997, an update meeting for stakeholders was held in Spokane to
discuss progress to date and next steps. A summary of the meeting, along with the
meeting handout/slide presentation and concerns/issues raised, was posted to the
web site.

In January 1998, an article entitled "Subscription Process Underway" was published in
the BPA Journal, (January 1998).

On April 30, 1998, BPA's Power Business Line (PBL) established a web site to
disseminate information about a customer group's Slice of the System Proposal. The
Subscription Work Group evaluated the Slice proposal, and the proposal as modified by
BPA continued to be developed in a subgroup through January 1999. BPA's pricing of
the Slice product was part of BPA's initial power rate proposal and was also included in
BPA’s 2002 Final Power Rate Proposal, Administrator’s Record of Decision (ROD),
WP-02-A-02.

In June 1998, as part of the Issues '98 process, BPA published Issues '98 Fact Sheet #3:
Power Markets, Revenues, and Subscription. Issues *98 (June/Oct. 1998). The fact sheet
discussed implementation approaches being considered by the Subscription Work Group
so participants in the Issues '98 process could comment. As part of Issues '98 BPA
conducted a series of meetings around the region. Issues related to Subscription were key
topics in the discussions at those meetings. The public comment period for Issues *98
closed June 26, 1998.

On June 8, 1998, BPA's PBL established a web site to disseminate information about
development of the power rates that would be used in the Subscription contracts
beginning October 1, 2001. Preliminary discussions regarding development of the power
rates occurred in a series of informal public meetings and continued in workshops before
BPA’s initial proposal was published in early 1999.

On June 18, 1998, the third Subscription public meeting was held in Spokane to present,
discuss, and collect comments on the various components related to Subscription. The
meeting slide presentation and summary of the meeting were posted to the web site.

On September 18, 1998, BPA released its Power Subscription Strategy Proposal for
public comment. Accompanying the proposal was a press release entitled "Spreading
Federal Power Benefits” and a Keeping Current publication entitled "Getting Power to
the People of the Northwest, BPA's Power Subscription Proposal for the 21st Century."
Keeping Current (Sept. 1998). On September 25th, an electronic version of the BPA
Power Product Catalog was posted to the web site.

On September 22, 1998, the Federal Power Subscription Work Group held its final
meeting in Portland, Oregon.
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Subscription issues were discussed at the "Columbia River Power and Benefits"
conference on September 29, 1998, in Portland, Oregon. Over 250 people attended.
Conference notes were posted to BPA's web site.

On September 30, 1998, BPA's Energy Efficiency organization established a web site to
help disseminate information on the proposal for a Conservation and Renewable

Discount. Development of the discount continued in a series of meetings through

January 1999. Development of the discount was part of BPA's initial power rate proposal .
and was also included in BPA’s 2002 Final Power Rate Proposal, Administrator’s ROD,
WP-02-A-02.

The public was invited to participate in two comment meetings on the Subscription
Proposal; one in Spokane, Washington, on October 8, 1998; the other in Portland,
Oregon, on October 14.

BPA developed the Power Subscription Strategy Proposal after considering the efforts of
the Subscription Work Group, public comments on Subscription, and the broad
information from Issues "98. The Proposal incorporated the information received from
customers, Tribes, fish and wildlife interest groups, industries and other constituents.

It laid out BPA’s strategy for retaining the benefits of the Federal Columbia River Power
System (FCRPS) for the Pacific Northwest after 2001. The comment period on the
proposal closed October 23, 1998, although all comments received after that date were
considered in the Power Subscription Strategy ROD and the NEPA ROD.

During the spring and summer of 1998, BPA conducted extensive public meetings with
all interested parties reégarding the development of BPA’s Power Subscription Strategy.
At the conclusion of these lengthy discussions, on September 18, 1998, BPA released a
Power Subscription Strategy Proposal for public review. During the comment period
BPA received nearly 200 responses to the proposal comprising nearly 600 pages of
comments. After review and analysis of these comments, BPA published its final Power
Subscription Strategy on December 21, 1998. See Power Subscription Strategy, and
Power Subscription Strategy, Administrator’s ROD. At the same time, the Administrator
published a National Environmental Policy Act (NEPA) ROD that contained an
environmental analysis for the Power Subscription Strategy. This NEPA ROD was tiered
to BPA’s Business Plan ROD (August 15, 1995) for the Business Plan Environmental
Impact Statement (DOE/EIS-0183, June 1995). The purpose of the Subscription Strategy
is to enable the people of the Pacific Northwest to share the benefits of the FCRPS after
2001 while retaining those benefits within the region for future generations.

The Subscription Strategy also addresses how those who receive the benefits of the
region’s low-cost Federal power should share a corresponding measure of the risks. The
Subscription Strategy seeks to implement the subscription concept created by the
Comprehensive Review in 1996 through contracts for the sale of power and the
distribution of Federal power benefits in the deregulated wholesale electricity market.
The success of the Subscription process is fundamental to BPA’s overall business
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purpose to provide public benefits to the Northwest through commercially successful
businesses.

The Subscription Strategy is premised on BPA’s partnership with the people of the
Pacific Northwest. BPA is dedicated to reflecting their values, to providing them benefits
and to expanding and spreading the value of the Columbia River throughout the region.
In this respect, the Strategy had four goals:

Spread the benefits of the FCRPS as broadly as possible, with special
attention given to the residential and rural customers of the region;

Avoid rate increases through a creative and businesslike response to
markets and additional aggressive cost reductions;

Allow BPA to fulfill its fish and wildlife obligations while assuring a high
probability of U.S. Treasury payment; and

Provide market incentives for the development of conservation and
renewables as part of a broader BPA leadership role in the regional effort
to capture the value of these and other emerging technologies.

The Power Subscription Strategy describes BPA decisions on a number of issues. These
include the availability of Federal power, the approach BPA will use in selling power by
contract with its customers, the products from which customers can choose, and
frameworks for pricing and contracts. The Power Subscription Strategy discussed some
issues that would not be finally decided in the Strategy. Most of these issues were
decided in BPA’s 2002 power rate case, although some were decided in other forums,
such as the transmission rate case, which concluded recently. For example, while the
Strategy documents BPA’s intention to implement a rate discount for conservation and
renewable resources, the final design of that discount was developed in BPA’s

2002 power rate case. Other issues to be decided in the 2002 power rate case include the
design and application of the CRAC, which rates apply to which sales, and the design of -
the Low Density Discount (LDD). Customers raised issues regarding the application of
other customers’ non-Federal resources to serve regional load. These resource issues
involve factual determinations under section 3(d) of the Act of August 31, 1964,

P.L. 88-552 (Regional Preference Act), and section 9(c) of the Northwest Power Act, 16
U.S.C. § 8391(c) (1994 & Supp. I1I 1997), which BPA could not address in the Power
Subscription Strategy and which were not made a part of the decisions in the Subscription
Strategy ROD.

While BPA's Power Subscription Strategy did not establish any rates or rate designs, rate
design approaches identified in the Power Subscription Strategy were part of BPA’s
initial power rate proposal, which was published in 1999. The comments received during
the Subscription public process regarding the various rate-related issues were addressed
in BPA’s 2002 power rate case, which included extensive opportunities for public
involvement. :
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BPA’s Power Subscription Strategy provided a framework for the 2002 power rate case
and Subscription power sales contract negotiations. The Subscription window was to
remain open 120 days after the 2002 Final Power Rate Proposal, Administrator’s ROD,
was signed by the BPA Administrator, providing relatively certain information to
potential purchasers regarding rates.

One element the Power Subscription Strategy proposal was a settlement of the REP for
regional 10Us for the post-2001 period. The Power Subscription Strategy proposed that
IOUs may agree to a settlement of the REP in which they would be able to receive
benefits equivalent to a purchase of a specified amount of power under Subscription for
their residential and small farm consumers at a rate expected to be approximately
equivalent to the PF Preference rate. Under the proposed settlement, residential and
small farm loads of the IOUs would be assured access to the equivalent of 1,800 aMW of
Federal power for the FY 2002-2006 period and 2,200 aMW of Federal power for the FY
2007-2011 period.

The Power Subscription Strategy noted that BPA would set the physical and financial
components of the Subscription amount, by year, in the negotiated Subscription
settlement contracts. Any cash payment would reflect the difference between the market
price of power forecasted in the rate case and the rate used to make such Subscription
sales. The actual power deliveries for these loads would be in equal hourly amounts over
the period.

The Power Subscription Strategy proposed that BPA would offer five-year and 10-year
Subscription settlement contracts for the IOUs. Under both contracts, the Subscription
Strategy proposed that BPA would offer and guarantee 1,800 aMW of power and/or
financial benefits for the FY 2002-2006 period. At least 1,000 aMW would be met with
actual BPA power deliveries. The remainder could be provided through either a financial
arrangement or additional power deliveries, depending on which approach was most cost-
effective for BPA. The IOUs’ settlement of rights to request REP benefits under section
5(c) of the Northwest Power Act would be in effect until the end of the contract term.

See 16 U.S.C. § 839¢(c) (1994 & Supp. I11 1997).

Under the 10-year settlement contract, in addition to the benefits provided during the first
five years, BPA proposed to offer and guarantee 2,200 aMW of power or financial
benefits for the FY2007-2011 period. BPA intended for this 2,200 aMW to be comprised
solely of power deliveries. The IOUs’ settlement of rights to request REP benefits under
section 5(c) would be in effect until the end of the 10-year term of the contract. In the
event of reduction of Federal system capability and/or the recall of power to serve its
public preference customers during the terms of the five-year and 10-year contracts, BPA
would either provide monetary compensation or purchase power to guarantee power
deliveries.

In summary, residential and small farm loads of the IOUs could receive benefits from the
Federal system through one of two ways. An IOU could participate in the established
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REP or it could participate in a settlement of the REP through Subscription. If an IOU
chose to request REP benefits under section 5(c), then the Subscription settlement
amount for all the IOUs would be reduced by the amount that would have gone to the
exchanging utility.

D. Power Subscription Strategy Supplemental ROD

As noted above, on December 21, 1998, the BPA Administrator issued a Power
Subscription Strategy and accompanying ROD, which set the agency’s PBL on a course
to establish power rates and offer power sales contracts in anticipation of the expiration
of current contracts and rates on September 30, 2001. The Strategy and ROD were the
culmination of many public processes that came together to form the framework to
equitably distribute in the Pacific Northwest the electric power generated by the FCRPS.

BPA’s 1998 Power Subscription Strategy served to guide BPA in accomplishing its
goals. After adoption of the Strategy, however, developments occurred that prompted
BPA to seck, in some instances, additional comment from customers and constituents on
new issues. The Strategy contemplated further public processes to implement its goals.
BPA’s 2002 power rate case, ongoing since August 1999, was completed on May 8,
2000. BPA and its customers continued discussions on power products and power sales
contract prototypes, and the Slice of System product was further defined. In a December
2, 1999, letter, BPA sought comment from customers and constituents on some of these
new issues, specifically, the length of the Subscription window for power sales contract
offers, the actions required of new small utilities during this window to qualify for firm
power service, and new developments with respect to General Transfer Agreements.
Other issues arose independently, such as new large single loads (NLSL) under the
Northwest Power Act, duration of the new power sales contracts, and a new contract
clause regarding corporate citizenship. BPA also undertook a comment process on the
amount and allocation of power and financial benefits to provide the IOUs on behalf of
their residential and small farm consumers. On November 17, 1999, BPA sent a letter to
all interested parties requesting comments on two specific issues: (1) whether the amount
of the proposed 10U settlement should be increased by 100 aMW from 1800 aMW to
1900 aMW for the FY 2002-2006 period; and (2) the manner in which the settlement
amount should be allocated among the individual IOUs.

1. Total Amount of IOU Settlement Benefits

BPA’s intent in the Power Subscription Strategy was to spread the benefits of the FCRPS
as broadly as possible, with special attention given to the residential and rural customers
of the region. The Subscription Strategy enabled the benefits of the FCRPS to flow
throughout the region, whether currently served by publicly owned or privately owned
utilities. '

Record of Decision
Page 12



The Power Subscription Strategy provided that residential and small farm loads of the
I0Us, through settlement of the REP, would be provided access to the equivalent of 1800
aMW of Federal power for the FY 2002-2006 period. At least 1000 aMW of the

1800 aMW would be served with actual BPA power deliveries. The remainder would be
provided through either a financial arrangement or additional power deliveries depending
on which approach was most cost-effective for BPA.

The four Pacific Northwest state utility commissions (Commissions), in a letter dated
July 23, 1999, requested that BPA increase the amount of the settlement from 1800 aMW
to 1900 aMW for the FY 2002-2006 period. This request was made in order for the
Commissions to arrive at a joint recommendation for allocating the settlement benefits
among the IOUs for both the FY 2002-2006 and FY 2007-2011 periods. Many parties
supported this increase for many reasons, including: (1) the increase is a wise policy
decision and it helps to ensure that the regional interest in the system and preserving the
system as a valuable benefit in the Northwest will be shared as breadly as possible among
the region’s voters; (2) the increase is appropriate in order for BPA to achieve the stated
Subscription Strategy goal to “spread the benefits of the Federal Columbia River Power
System as broadly as possible, with special attention given to the residential and rural
customers of the region,” see Power Subscription Strategy at 3; (3) the increase creates a
fair and reasonable settlement to the REP for the IQUs; (4) the increase to the settlement
staves off contentious issues surrounding the traditional REP as well as provides a fair
allocation of power to the IOUs; and (5) the increase will help ensure an appropriate
sharing of benefits of Federal power among the residential ratepayers in the Northwest.

After review of the comments, BPA found the arguments for increasing the IOU
settlement amount by 100 aMW to be compelling. BPA determined that the conditions.
surrounding the proposed increase to the proposed Subscription settlement of the REP
were expected to be met. Therefore, BPA increased the amount of total benefits for the
proposed settlements of the REP with regional IOUs from 1800 aMW to 1900 aMW.

2. Allocation of Settlement Benefits Among I0QUs

In the Power Subscription Strategy, BPA noted its intent to request comments from
interested parties regarding the amounts of Subscription settlement benefits that should
be provided to individual IOUs. BPA also noted that the Commissions indicated that
they would collaborate on an allocation recommendation. After review of all comments,
BPA would determine the appropriate amounts to be allocated to the individual IOUs.

BPA solicited the Commissions’ views on the proposed allocation of settlement benefits.
This was appropriate because the Commissions have traditionally been responsible for
establishing retail electric rates for residential consumers of the regional IOUs, including
the credit applied to those rates to reflect benefits of the REP as determined by BPA. The
Commissions also have a statutory responsibility to the residential consumers of the IOUs
in their particular state jurisdiction. Furthermore, because of these responsibilities, a joint
recommendation by the Commissions would likely reflect a fair allocation of benefits
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among the residential consumers of the Northwest states and would enhance the
likelihood of BPA delivering the benefits in a way that would work for each state and its
CONSUMErs.

The Commissions collaborated and submitted a joint recommendation on the proposed
allocation of the settlement benefits. They noted that their recommendation reflects
many different considerations, including the amount of residential and small farm load
cligible for the REP, the historical provision of REP benefits, the REP benefits received
in the last five-year period ending June 30, 2001, rate impacts on qualifying customers,
and the individual needs and objectives of each state. BPA reviewed the Commissions’
recommendation and determined that this proposal was a reasonable approach upon
which to take public comment.

Virtually all commenters supported the allocation recommended by the Commissions and
proposed by BPA. The reasons for such support included: (1) it is appropriate for BPA to
weigh heavily the Commissions’ joint recommendation concerning the allocation of
benefits; (2) the Commissions are the best arbiters of the settlement among the IOUs; and
(3) the proposed allocation establishes access to a level of benefits that recognizes
changed market conditions while at the same time addresses the needs and issues
important to each of the four states. It is worthy of note that BPA’s allocation has
received support from diverse customer and interest groups: publicly owned utilities,
10Us, the Commissions, state agencies, and a city commission. BPA concluded that the
following allocation amounts would be incorporated into the proposed settlement
contracts with the individual IOUs that choose to settle the REP:
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Amount of Amount of

Settlement Settlement (aMW)
(aMW) FY2007-2011
FY2002-2006

Avista Corp. 1/ 90 149

Idaho Power Company 1/ 120 225

Montana Power Company 24 28

PacifiCorp (Total) 476 590

PacifiCorp (UP&L) 140 140

PacifiCorp (PP&L — WA) 1/ 83 109

PacifiCorp (UP&L - OR) 1/ 253 341

Portland General Electric 490 560

Puget Sound Energy (PSE) 700 648

Total 1900 2200

1/ BPA also concluded that the allocation of benefits among the states served by these
multi-state utilities would be based on the forecasts of the respective state residential and
small farm loads at the time the IOU signs its Settlement Agreement.

E.  BPA’s Section 5(b)/9(c) Policy

As BPA recognized that its existing long-term power sales contracts would soon expire,
BPA proposed to establish a policy to guide the agency in making determinations of the
net requirements of its utility customers in order to offer Federal power under new
contracts. (For the most part, existing power sales contracts expire by October 1, 2001.)
A net requirements policy is an important component to BPA’s execution and
implementation of new power sales contracts. Under section 5(b)(1) of the Northwest
Power Act, BPA is obligated to offer a contract to each requesting public body,
cooperative, and investor-owned utility to meet each utility’s regional firm load net of the
resources used by the utility to serve its firm power consumer load. 16 U.S.C. §
839¢(b)(1) (1994 & Supp. I1I 1997). In making this determination, BPA has a
corresponding duty to apply the provisions of section 9(c) of the Northwest Power Act,
16 U.S.C. § 839f(c) (1994 & Supp. III 1997), and section 3(d) of the Regional Preference
Act, 16 U.S.C. § 837b(d) (1994 & Supp. I1I 1997).

BPA provided two opportunities for public review and comment in developing its
proposed policy. On May 6, 1999, BPA published its initial policy proposal, entitled
“Opportunity for Public Comment Regarding Bonneville Power Administration’s
Subscription Power Sales to Customers and Customer’s Sale of Firm Resources,” 64 Fed.
Reg. 24,376 (1999). BPA held two public meetings to discuss this policy. The first
meeting was held on May 27, 1999, in Spokane, Washington. The second meeting was
held on June 2, 1999, in Portland, Oregon. On June 3, 1999, the thirty-day comment
period was extended by BPA through June 30, 1999.
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After reviewing and considering the comments received on the initial policy proposal,
particularly those that requested that BPA provide a second round of review and
comment, BPA issued a revised policy proposal on October 28, 1999, entitled “Revised
Draft Policy Proposal Regarding Subscription Power Sales to Customers and Customer’s
Sales of Firm Resources,” 64 Fed. Reg. 58,039 (1999). BPA reviewed and considered
the comments received on the revised policy. On May 24, 2000, BPA issued its final
“Policy on Determining Net Requirements of Pacific Northwest Utility Customers under
Sections 5(b)(1) and 9(c) of the Northwest Power Act,” also called BPA’s “Section
5(b)/9(c) Policy.” BPA also issued a Section 5(b)/9(c) Policy Record of Decision.

F. IOU Settlement Agreements

After completion of the Administrator’s Supplemental ROD, BPA began the
development of a prototype Residential Purchase and Sale Agreement (RPSA) and a
prototype Settlement Agreement. On May 5, 2000, BPA sent a letter to all interested
parties requesting comments on the proposed agreements. BPA’s letter included a
background document describing the two agreements. BPA also enclosed copies of the
draft RPSA and Settlement Agreement. BPA’s letter and attachment noted that BPA’s
Power Subscription Strategy proposed comprehensive settlements of the REP with
participating regional IOUs and that IOUs would also have the option of entering into
contracts to participate in the REP. The Power Subscription Strategy also noted that
public agency customers were eligible to enter RPSAs under the REP.

BPA’s letter noted that BPA had prepared a prototype RPSA to implement the REP and
that this prototype would be used as the basis for contracting with all eligible parties to
apply for benefits under the REP. BPA requested public comment on the following
issues: (1) which entities are eligible utilities to request benefits under section 5(c) of the
Northwest Power Act; (2) BPA’s proposal to implement the in lieu provisions of section
5(c)(5) of the Northwest Power Act through wholesale market purchases; (3) any
exceptions to the limitations of section 5(c)(6) that preclude the restriction of exchange
sales under section 5(c) below the amounts of power acquired from, or on behalf of, the
utility pursuant to section 5(c); and (4) any comments on the terms and conditions of the
prototype RPSA agreement.

BPA’s letter also described BPA’s proposal for comprehensive settlement of the rights of
regional IOUs eligible for benefits under the REP. BPA noted that it had prepared a
prototype Settlement Agreement for implementing the Subscription Strategy. The
prototype provided power sales pursuant to a contract offered under section 5(b) of the
Northwest Power Act. The prototype also provided for the payment of monetary
benefits. BPA requested public comment on all relevant issues, including the following
issues: (1) any comments on the terms and conditions of the prototype Settlement
Agreement; and (2) whether the total amount of benefits and the proposed terms and
conditions for settling the rights of regional I0Us to request benefits under the REP were
reasonable.
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BPA’s letter noted that BPA’s Power Subscription Strategy proposed an allocation of
benefits to the region’s IOUs that included both physical and monetary components. It
further noted that the Administrator’s Supplemental ROD for the Power Subscription
Strategy proposed to offer the IOUs the equivalent of 1900 aMW of Federal power for
the FY 2002-2006 period. Of this amount, at least 1000 aMW would be provided in
physical power deliveries. BPA requested that each IOU notify BPA by July 21, 2000,
whether they wished to participate in BPA’s REP. The IOUs were not required to make
an clection whether to accept a settlement offer or participate in the REP through an
RPSA at that time. Based on each IOU’s request to participate in the REP, BPA would
prepare a settlement offer for their consideration prior to October 1, 2000. At the time
each IOU requested to participate in the REP in July, BPA’s letter asked that each IOU
identify (1) its preferred mix of physical deliveries and financial settlement; and (2)
whether it would prefer a five-year or 10-year offer. BPA would only make a settlement
offer including net requirements physical deliveries if the [OU could establish a net
requirement for the amount of power requested.

BPA’s letter requested public comment on two issues regarding the offer of physical
power and financial benefits in settlement of REP rights: (1) whether BPA should require
IOUs to take additional power if the combined requests of all the companies for physical
deliveries are less than 1000 aMW; and (2) how BPA should limit physical deliveries to
each IOU if the companies requested physical deliveries of more than 1000 aMW and
such deliveries were more power than BPA was willing to offer.

Comments on all of the issues regarding the prototype agreements were to be submitted
through close of business on Friday, June 9, 2000. BPA’s letter noted that after receiving
public comment on the proposed prototype agreements, BPA would prepare final draft
prototypes based on the public comments. These draft prototypes will be published to
allow I0Us to determine whether they wish to participate in the REP pursuant to an
RPSA or through a settlement offer based on physical or monetary benefits. Once BPA
recetved each IOU’s request to participate in the REP, BPA would prepare a settlement
offer and an RPSA for each IOU in accordance with the choices made. BPA prepared a
ROD addressing the public comments on the proposed REP Settlement Agreements. A
separate ROD was also issued which addressed the public comments on the proposed
RPSA. BPA offered both an RPSA and a Settlement Agreement to each IQU. .

On July 28, 2000, BPA sent a letter to interested parties regarding a request by Montana
Power Company (MPC) to be offered a Settlement Agreement in which the power
component would be made under section 5(c) of the Northwest Power Act instead of a
sale of requirements power under section 5(b) of the Act. BPA’s letter noted that on May
5, 2000, BPA asked for public comment on BPA’s proposed contracts for implementing
the REP, including a request for comments on a proposed IOU Settlement Agreement.
The Settlement Agreement BPA offered for comment on May 5 contained benefits that
were comprised of proposed power sales and monetary payments. The power sales
proposed under the Settlement Agreement were sales under section 5(b) of the Northwest
Power Act. See 16 U.S.C. § 839¢c(c) (1994 & Supp. lII 1997). However, as BPA stated
in its Power Subscription Strategy, released on December 21, 1998, power sales in its
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proposal for settling the REP could be based either under section 5(b) or 5(c) of the
Northwest Power Act. In the background document included with BPA’s May 5 letter,
BPA noted that it had not prepared a prototype Settlement Agreement based on a power
sale under section 5(c) of the Northwest Power Act, but that it would consider such
proposals if they were made.

In a letter dated July 27, 2000, MPC requested that BPA provide a settlement offer
including firm power benefits under section 5(c) of the Northwest Power Act. BPA
prepared a draft Settlement Agreement reflecting a section 5(c) power sale. The
proposed settlement, attached to BPA’s July 28, 2000, letter, was very similar to the
proposed agreement that BPA issued for public comment with BPA’s May 5, 2000, letter.
Instead of providing an IOU Firm Power Block Sales Agreement (Block Sales
Agreement) for a specified amount of firm power under section 5(b) of the Northwest
Power Act, this proposed section 5(c) prototype agreement provided a specified amount
of firm power under a Negotiated In Lieu Agreement.

On October 4, 2000, the BPA Administrator issued a decision document entitled
“Residential Exchange Program Settlement Agreements With Pacific Northwest
Investor-Owned Utilities, Administrator’s Record of Decision,” which concluded that it
was appropriate to offer the REP Settlement Agreements to regional IOUs. The REP
Settlement Agreements were then executed the same month. One of the regional IOUs
executing a settlement agreement was Puget.

G. BPA’s 2002 Wholesale Power Rate Case

On August 13, 1999, BPA published a notice of BPA’s 2002 Proposed Wholesale Power
Rate Adjustment, Public Hearing, and Opportunities for Public Review and Comment.

64 Fed. Reg. 44,318 (1999). This began a lengthy and complex hearing process that
concluded with BPA’s 2002 Final Power Rate Proposal, Administrator’s Record of
Decision, in May 2000 (May Proposal). 16 U.S.C. § 83%¢(1). In July, 2000, BPA filed its
proposed 2002 wholesale power rates with the Federal Energy Regulatory Commission
(FERC) for confirmation and approval. 16 U.S.C. § 839¢(a)(2). Subsequent to that time,
however, during the late spring and summer months, the West Coast power markets
suffered price increases and volatility that had not been seen before. By August, it was
clear that these market prices were not a short-term phenomenon. This meant that BPA’s
cost-based rates, which were already below the original market forecast, were even more
attractive. Thus, BPA assumed that additional load would be placed on BPA, and BPA
would need to purchase additional power to augment the Federal Columbia River Power
System (FCRPS) supply. BPA determined that the implications for cost recovery were so
serious that a stay of the rate proceeding at FERC was requested. This enabled BPA to
review the events that had occurred during the summer months and to determine whether
the escalating prices and increased volatility would require remedial action.

Escalating and more volatile market prices had two related effects. First, the specter of
higher prices and continued unpredictability caused customers to place as much load as
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possible on BPA. Second, to meet this increased load obligation, BPA would need to
make substantially greater power purchases at substantially higher and more uncertain
prices than anticipated in the May Proposal. BPA concluded that the May Proposal, as
filed with the FERC, was not adequate to deal with the added costs and financial risks
that the high and volatile market prices created for BPA.

During the initial phase of the rate case, BPA’s load forecast exceeded BPA’s forecast of
generation resources by 1,732 average megawatts (aMW). Due to escalating and volatile
market prices, BPA estimated that expected loads would exceed the original rate case
forecast by an additional 1,518 aMW. Inasmuch as the generating capability of FCRPS
was already inadequate to meet the earlier load forecast, BPA would have to purchase to
further augment its inventory to serve these additional loads. The cost of power to serve
these unanticipated loads was not included in revenue requirements.

The combination of an unanticipated increase in loads and purchase requirements, with
higher and more uncertain market prices, greatly diminished the probability that rates
proposed in the May Proposal would fully recover generation function costs. Absent a
change to the May Proposal, Treasury Payment Probability (TPP) would be reduced to
below 70 percent, a level that would fall well short of specific goals and targets. In its
judgment, BPA had a serious cost recovery problem that it was obliged to address by
reason of statute and Administration policy.

BPA’s Amended Proposal rate case was a continuation of the WP-02 rate proceeding. It
was being conducted for the discrete purpose of resolving a cost recovery problem
brought about by market price trends and load placement changes occurring since the
record was closed in the first phase of the proceeding. During the consideration of the
Amended Proposal, however, BPA concluded that it was necessary to make additional
changes to ensure BPA’s cost recovery. BPA then filed a Supplemental Proposal. There
were three reasons BPA filed a Supplemental Proposal. First, BPA’s forecast for starting
rate period reserves had dropped very substantially since the forecast in its Amended
Proposal. Second, market prices available for power during the first two years of the rate
period were significantly higher than BPA had forecast in the Amended Proposal.
Regardless, BPA would have prepared an update to the Amended Proposal to show the
mmpact of these revised forecasts on BPA’s proposed rates. The third reason was that, as
a result of discussions with the rate case parties, BPA reached a Partial Settlement
Agreement with many of those parties. Part of that agreement was that BPA would file a
Supplemental Proposal reflecting the Partial Settlement Agreement.

Since BPA filed its Amended Proposal in December 2000, forecasts for run-off for the
water year had declined substantially. Water Year forecasts in BPA’s 2002 Final Power
Rate Proposal (May Proposal) and Amended Proposal assumed average water for both
this FY 2001 and for the next five years of the rate period ~ 102.4 million acre feet
(MAF). By contrast, the current year could be the second lowest runoff year on record,
with current runoff forecasted at under 60 MAF. These conditions would require BPA to
purchase much more power this year than expected to meet loads, at extremely high
prices, and to reduce the amount of surplus energy BPA can sell this year. As BPA
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described in its Amended Proposal, prices in the wholesale electricity market had been
extremely volatile and high. BPA had seen these increased market prices during this
year. In fact, during one week in January alone, BPA purchased over $50 million in
power to meet load. This was putting tremendous pressure on BPA’s end-of-year
reserves. End-of-year reserves translate into starting rate period reserves. In BPA’s May
Proposal, starting reserves were estimated to be $842 million on an expected value basis.
In BPA’s Amended Proposal, starting reserves expected value estimates had increased to
$929 million. Then, the expected value of BPA’s starting reserves estimate dropped to
$309 million. There is still a significant range of uncertainty surrounding this estimation
of starting reserves. This is driven by some unknown factors for the rest of this fiscal
year around hydro operations related to fish requirements, run-off levels, and the
volatility in market prices.

Starting reserves are a key risk mitigation tool in BPA’s Supplemental Proposal. A
significant drop in starting reserve levels, without other adjustments, reduces Treasury
Payment Probability (TPP) for the five-year rate period. Therefore, in order to offset this
decline, and maintain a TPP level within the acceptable range, adjustments to other tools
need to be made.

Market prices during the rate period are higher in the first years of the rate period,
ranging from $200/megawatthour (MWh) to $240/MWh for FY 2002, and then dropping
during the last years of the rate period, to a range between $40/MWh and $60/MWh in
FY 2006. This compares with a risk-adjusted expected price forecast in the Amended
Proposal for the five-year rate period around $48/MWh, where expected prices for
individual years did not vary by more than $5/MWh from the $48/MWh average.

Because BPA will be in the market purchasing power to serve load during the next five
years, BPA’s purchase power costs will fluctuate as market prices change. Because the
potential levels of power purchases and prices are so great, BPA needs to concern itself
not only with annual or rate period totals, but with the seasonal and semi-annual timing of
costs and revenues. In order to maintain TPP at an allowable level, all other things being
equal, the expected value for the average rate over the five years will be higher with an
average flat rate than with a rate shaped to match the expected market. Therefore, BPA
revised the LB CRAC so that its expected revenues closely match the shape of its
augmentation costs. In summary, BPA’s Supplemental Proposal suggested that BPA’s
customers could see much higher prices during the October 1, 2001, to September 30,
2006, rate period.

H. Administrator’s Call for Rate Mitigation Efforts

On April 9, 2001, the BPA Administrator delivered a speech to the citizens of the Pacific
Northwest regarding the potential impact of BPA’s proposed rate increase and possible
ways to reduce the impact of the increase. The text of the speech follows:

Record of Decision
Page 20



Last January, I sent out a letter to Northwest citizens that caused some
shock waves. That was my intent. I believe it is important to warn of bad
news while there is still time to take actions that can lessen the impact. At
the time, I said that, if certain conditions persisted, BPA's customers--
Pacific Northwest utilities and direct-service industries--could face a
significant rate increase for the wholesale power they buy from the
Bonneville Power Administration. The figures I cited then were for an
average rate mcrease of 60 percent over the five-year rate period that starts
this coming October. I cautioned that the increase could be as high as 90
percent in the first year.

Unfortunately, the situation has worsened. It now appears possible that,
without the kinds of action that I am about to call for today, the first-year
increase could be 250 percent or more. If that were to occur, it likely
would translate into doubling the retail rates in many utility service areas.

An increase of this magnitude would have widespread economic
consequences. Already, we are seeing some businesses curtail operations
or even close as a result of high energy prices. With such an increase,
we'd surely see more businesses close and more job losses, with people
with lower incomes suffering disproportionately. In addition, a weak
economy frequently translates into less public support for environmental
protection.

I don't believe these consequences are acceptable. More importantly, 1
don't believe they are inevitable. . That's why I am here today to call for
some very specific actions and to call on all stakeholders in the Pacific
Northwest to own part of the process that will help us avert an economic
blow to our region. Ibelieve we can get the rate increase down to a
manageable level, but we need to make some tough decisions, and we
have little more than 60 days to do this. BPA's rates, which will go into
effect in October, should be submitted to the Federal Energy Regulatory
Commission in June,

First, let me review what has led us to this point. Some of it you already
know. We are experiencing the second worst water year in 72 years of
record-keeping. According to a report released by the Northwest Power
Planning Council, if the drought persists, the hydropower generating
capability in the Northwest from March through August will be 4,700
megawatts below normal over those months--the equivalent power
consumed by four Seattles. The implications are ominous since the
Northwest relies on hydropower for nearly three-quarters of its electricity.

But the summer drought is only the immediate crisis. We are becoming
increasingly concerned about power supply for the coming winter.
Canadian reservoirs, which store half the system's water, are extremely
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low this year, which means we could start next year with less than a full
tank. If that were to happen, and especially if we have a second dry year
in a row, electricity reliability wouldn't be the only thing at risk. Low
reservoir levels also raise concerns for salmon and steclhead next year.

Low water combined with a tight wholesale power market and
skyrocketing power prices is a devastating combination. The fiasco in
California has helped drive wholesale electricity prices to unprecedented
levels. When we completed our new Subscription power contracts last fall,
BPA's contractual obligations added up to approximately 11,000
megawatts--about 3,000 megawatts more than our current generating »
resources can provide on a firm basis. The only way we can meet our
obligations is to buy the vast majority of the additional power in a
wholesale power market where supplies are tight and prices are sky high.
This is what is driving rates up.

This year, due to the high power prices, BPA has not been able to
purchase sufficient power to ensure system reliability. Consequently, we
have periodically declared power system emergencies. These emergency
declarations have allowed us to increase power generation from the river
and reduce operations that offer benefits to migrating juvenile fish. The
increased generation has reduced the amount of water that is normally
stored at this time of year so that it can be used to augment spring and
summer river flows. While there may be some impact on fish, by far the
major impact on fish is the drought itself, not the emergency power
operations. We are continuing to implement all other aspects of the
federal measures for fish recovery.

Currently, we are operating the river on an emergency basis, and we can
continue some fish spill or flow augmentation only as long as water
volume does not dip much below current estimates. The record low runoff
is a water volume of 53 millien-acre feet. As of last week, the volume
forecasts had dropped to 56 million-acre feet, which is 53 percent of the
normal runoff. This severely limits our flexibility to do much more than
meet power needs.

Beyond the current drought, high power prices are expected to continue
until significant new generation and additional conservation measures are
put in place. This will take a couple of years at best. And, we can’t
expect much help from Canada, which also is suffering drought, nor any
help from California, which is in the throes of an electricity restructuring
crisis.

We must focus instead on what we can control if we expect to minimize
the size of the coming wholesale rate increase. The most immediate and
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direct way to decrease the size of next year's rate increase is quite simply
to decrease the amount of power BPA has to buy in the market.

We already have taken a number of extraordinary steps in this direction.
We have promoted conservation aggressively and sought voluntary
curtailments in power use. We have begun to purchase curtailments from
our direct service industrial customers and from irrigators who are served
by our utility customers. We have offered innovative incentives for
development of conservation and renewables, and we have engaged in
beneficial 2-for-1 power exchanges with California. We also are
continuing to collaborate with the Corps of Engineers and Bureau of
Reclamation to increase the productive capability of the federal power
system.

But even these extraordinary measures haven't been enough in the face of
the triple whammy of historic low water conditions, an extremely tight
power market and enormous volatility in power prices. We now need to
up the ante if we are to get the rate increase for the next year down to a
manageable level,

We literally are at a crossroads, and the region has essentially two options.
Path A is to wait and see where market prices settle in June. Under this
scenario, we'd rely on cost recovery mechanisms to kick up rates if prices
remain high. We would take no special actions and we wouldn't push or
negotiate with our customer groups to secure load reductions. The risk is
that, if market prices stay the same, we could expect to see a first year rate
increase in the 200 to 300 percent range, and possibly greater.

Then there's Path B, which calls for aggressive and immediate steps to
reduce the size of the rate increase by reducing the amount of electricity
demand put on BPA. Under this scenario, BPA would not have to buy as
large an amount of power in a very expensive wholesale power market. It's
a strategy that calls on our customers and other stakeholders to share a
sacrifice by reducing their demands for power. It requires significant, and
I mean significant, contributions from all customer groups. It could keep

- the first-year rate increase below 100 percent. I believe Path B is the
course we must choose, so let me lay out some of the actions that will
move us along this path.

As I discuss this path, let me outline the principles I believe are key to
reducing rates. First, rates must be set to cover costs if we are to avoid
creating a credit problem, which could lead to refusals to sell to us in the
future. We must also cover our costs to ensure we preserve the benefits of
the federal hydropower system over the long term, which is essentially the
bottom line.
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Second, the situation is urgent. We must act quickly because rates must be
in effect this coming October 1. As I said earlier, our rate proposal is due
in to the Federal Energy Regulatory Commission in June.

Third, our problem is caused by a significant exposure to a volatile market
in the first one-to-two years of the rate period. If we are to manage a
reduction in the rate increase, we must reduce our exposure to that market
by reducing demand for energy, increasing our supply and minimizing the
short and long-term damage to the region's economy.

Fourth, contributions to the solution are needed from all customers. We
can't play a game a chicken where each party waits for the other to step
forward. If that happens, no one will step forward. Each group must
contribute if we are to preserve an equitable distribution of the benefits of
our hydropower resource.

Given those principles, let me outline the actions we as a region need to
take. We need a three-pronged approach that includes curtailment of
power use, conservation--or more efficient use of power--and power
buybacks. This needs to happen across all four states, across public and
private power, and across all sectors of energy use--industrial,
commercial, agricultural and residential. It will take all of us working
together if we are to avoid severe economic hardships for the region. Let
me be clear; what I am about to suggest requires a great deal of sacrifice,
but the alternative 1s to suffer far more serious consequences. We are
beginning negotiations now with our customers. If people don't come to
the table with reductions in their demand for electricity, a very large and
very damaging rate increase is inevitable.

First, we are calling on our public utility customers to make a contribution
to the selution. We need every utility customer to reduce its Subscription
purchases from BPA by 5 to 10 percent. BPA's rate increases will spur
some of this reduction, but more focused efforts are needed if we are
going to achieve significant savings. We are willing to make modest
incentive payments to help achieve this, but the incentive payments cannot
be large or they will defeat the intended effect.

We are running several demand-side management initiatives including a
conservation and renewables discount, a conservation augmentation
program and a demand exchange program. In addition, we now are
discussing the potential for new programs to provide incentives to our
public utility customers to adopt innovative retail rate structures that
encourage their consumers to conserve energy.
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Second, we are calling on investor-owned utilities to make a contribution.
When our new rates go into effect this October, investor-owned utilities--
or IOUs--will receive sizable benefits from BPA for their residential and
small farm customers as a result of a the residential exchange. Under this
program, as it is set out in the Subscription period, 1,900 average
megawatts of financial and power benefits are scheduled to go to the
IOUs. But, because of dramatic changes in market prices, the estimated
value of these benefits has increased enormously since they were
negotiated a year ago. By 2002, the value will be 10 times higher than the
negotiations intended to capture. As a result, IOUs are in a position to
reduce their Subscription demand significantly and still enjoy benefits in
excess of anything they have experienced in the 20-year history of the
residential exchange.

Third, we are asking our direct service industries--or DSIs--to agree not to
take power from us for up to the first two years of the rate period in return
for certain limited compensation to the companies and their workers. It is
our expectation that the companies would not be able to operate given a
potential tripling of our rates anyway. Coming to an agreement now that
the plants will not operate would allow BPA to avoid making power
purchases, thereby decreasing our rates for all remaining customers.

It is not our intention to drive the aluminum industry out of the region, but
we are continuing to encourage the industry to move off of BPA power
supplies after the 2006 rate period because we do not have a statutory
obligation to continue to serve them. The customers we are obligated to
serve--the region's retail electric utilities--need more than our current
generation resources can produce. We will work with these companies to
help them find a means to operate profitably in the long run without
relying on BPA.

Almost all of the DSIs are already shut down until this fall, and their
power is being remarketed to support Northwest needs during the current
drought. These buydowns played a key role in keeping the lights on this
winter and in maintaining reservoir levels higher than they otherwise
would have been.

Fourth, I am urging all citizens of the Northwest to heed the call of our
governors to reduce electricity consumption by 10 percent through
eliminating waste and using electricity more efficiently. There are a
number of common sense measures we can all take, and one good place to
start right now is to go out and replace conventional light bulbs with
compact fluorescents, which consume about 20 percent of the electricity
used by regular bulbs for the same amount of light.
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These four sets of actions that [ have described are urgently needed
between now and June if we are to avert grave near-term economic
consequences. These are difficult actions. But, with hindsight, we can
learn from the problems California experienced and seek to avoid them.
We need to do everything we can to avoid power purchases in this
incredibly expensive market. We also need to make sure we set rates high
enough so we can cover our costs to assure generators get paid when they
deliver power on a contractual basis so we don't put our credit at risk.

We also are looking to longer-term solutions that will help lead to
lowering the incredible wholesale power supply prices we are currently
experiencing. The fundamental problem 1s supply and demand being out
of balance. Prompt infrastructure investments are needed in generating
resources, especially gas-fired and wind-powered generation; gas pipeline
capacity and storage; electric power transmission facilities; and energy
conservation measures.

BPA’s [proposed] rates [may] now be set on a six-month basis based on
our actual costs. If wholesale power prices can be brought down quickly,
through infrastructure investments and other actions, then our rates will
come down in the future. The faster these actions can be taken, the
quicker our rates can come down.

We already have begun plans to shore up the transmission infrastructure,
and we are negotiating to purchase the output from combustion turbines
and new renewable resources. We also are increasing our efforts to
encourage and procure energy efficiency. We are working to implement
these actions quickly, but at best, some actions, such as securing more
generation, will take one-to-two years.

That's why I am calling for cooperation and sacrifices for the next two
years from all parties BPA serves. If the region cannot or will not take the
actions necessary to reduce the rate hike, we have no recourse but to set
our rates to recover our costs. BPA does not receive subsidies from
taxpayers. We must wholly cover our costs with revenues we receive
from sales of power and transmission. We are obligated to repay, with
interest, all capital investments that have been made by the federal
government in the facilities that are part of the Northwest's federal power
system. Already, we have drawn on our financial reserves heavily this
winter, and more of the same still may be ahead of us.

Some have suggested that we can simply fail to pay one of our largest
creditors--the U.S. Treasury--rather than declare power emergencies or
raise rates sharply. While there is no absolute guarantee we will make our
full Treasury payment this October, I believe we should use all
management tools available to do so. Qur ability to pay our debt in full
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and on time is the best protection the Northwest has to preserve the
benefits of the Columbia River hydropower system for the region. There
are interests outside the region that want to see the benefits of this system
directed toward other purposes. They could take great political advantage
of the opportunity that would be presented if BPA did not cover its costs.
One consequence could be the loss of cost-based rates for power from the
federal system. We have seen how exorbitant market rates can be. If that
were to happen, the region would be looking at far higher rate increases
than we are now facing.

So, in closing, let me underscore the message. We are on a trajectory that
poses grave consequences for the Pacific Northwest, primarily due to
extraordinary conditions beyond our control--extremely low water, an
extremely tight power supply and extremely high wholesale power prices.
We believe the only alternative to a huge rate hike is to reduce our
exposure to the market in the first two years of the next five-year rate
period by reducing the Subscription demand on BPA. It will take major
contributions from all our customers if we are to prevent a triple digit rate
increase. And, we will need to make these very difficult decisions very
quickly.

Finally, we believe this proposal, while not an easy one to achieve, fairly
balances the sacrifices the region needs and does not unfairly hit one
customer group or one state over others. I know putting these proposals
into place will be tough, but I believe the consequences of not taking this
path will even be tougher.

Thus, the Administrator asked the regional IOUs to contribute to the mitigation of BPA’s
potentially difficult rate increases. The Administrator’s reasoning regarding Puget’s
Amended Settlement Agreement, which helps to address this concern, is addressed
below.

PUGET’S AMENDED SETTLEMENT AGREEMENT

The Northwest Power Act establishes a Residential Exchange Program to provide
benefits to residential and small farm consumers of Pacific Northwest utilities. Also,
BPA implements the REP through the offer, when requested, of a Residential Purchase
and Sale Agreement. On October 31, 2000, BPA and Puget entered into Contract No.
01PB-12162 (the “Settlement Agreement”), for the purpose of settling the their dispute
over implementation of rights and obligations for the REP under the Northwest Power
Act, and such Settlement Agreement provides, among other things, for BPA to provide
Puget with Firm Power and Monetary Benefits to settle the REP. The term of the
Settlement Agreement continues through September 30, 2006.
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Since the execution of the Seftlement Agreement, BPA and Puget have agreed that BPA
will, rather than deliver Firm Power to Puget for the first 5 years of the Settlement
Agreement, make cash payments to Puget during the period that begins October 1, 2001,
and ends on September 30, 2006. BPA plans to use the Firm Power not sold to Puget to
meet deficits in resources necessary to meet loads of publicly-owned and cooperative
customers in its firm load obligations in the Pacific Northwest. BPA and Puget have also
agreed to extend the term of the settlement under the Amended Settlement Agreement
(Agreement) through the period from October 1, 2006, through September 30, 2011, on
the same terms and conditions as are in the corresponding Residential Exchange
Settlement Agreements and Firm Power Block Sales Agreements for other investor-
owned utilities for such period.

BPA and Puget acknowledge that issues have been raised regarding the Settlement
Agreement and they wish to affirm their intent to settle their obligations during the period
from July 1, 2001, through September 30, 2011, under or arising out of section 5(c) of the
Northwest Power Act. BPA and Puget desire to enter into the Amended Settlement
Agreement in order to supersede the Settlement Agreement in its entirety for the purpose
of replacing the delivery of Firm Power by BPA to Puget with cash payments during the
period that begins October 1, 2001, and ends on September 30, 2006; extending the term
of the Settlement Agreement until September 30, 2011; and affirming their intent to settle
their rights and obligations during the period from July 1, 2001, through September 30,
2011, under or arising out of section 5(c) of the Northwest Power Act.

A number of issues arose during the negotiation of the Amended Settlement Agreement.
The reasoning supporting the resolution of these issues is addressed below.

1. TERM

As noted previously, the intent of the Amended Settlement Agreement is to provide Puget
cash payments in lieu of firm power deliveries under the Settlement Agreement for the
first five years of that agreement. Therefore, the Amended Settlement Agreement takes
effect on the date signed by the Parties. Performance of the Agreement begins on July 1,
2001, and continues through September 30, 2011, unless terminated prior to that date.

2. DEFINITIONS

The Parties agreed to certain defined terms in order to implement the Agreement. These
terms are generally consistent with the defined terms in the Settlement Agreement.

3. EFFECT ON EXISTING AGREEMENTS AND SECTION 5(c)
OBLIGATIONS
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(a) Existing Settlement Agreement

BPA and Puget determined that the most efficient way to effect the shift from power to
cash benefits for the first five-year period and to extend the term of the Agreement to ten
years was to develop a new amended agreement. Therefore, the Amended Settlement
Agreement replaces and supersedes in its entirety the Settlement Agreement, including
the Firm Power Block Sales Agreement, executed by BPA and Puget (RL only), Contract
No. 12168.

(b) Satisfaction of Section 5(¢) Obligations

The purpose of the Agreement is for BPA to provide Puget with power and financial
benefits in order to effect full and complete satisfaction of all of its obligations during the
period from July 1, 2001, through September 30, 2011, under or arising out of

section 5(c¢) of the Northwest Power Act. Section 3(b) notes that BPA will provide to
Puget: (1) cash payments for the period that begins July 1, 2001, and ends on September
30, 2001; (2) beginning October 1, 2001, through September 30, 2006, cash payments
and Monetary Benefits; and (3) beginning October 1, 2006, through September 30, 2011,
Firm Power or Monetary Benefit payments, or both. In turn, Puget agrees that the cash
payments, Firm Power or Monetary Benefits, or both, provided under the Agreement
satisfy all of BPA’s obligations during the period from July 1, 2001, through September
30,2011, under or arising out of section 5(c) of the Northwest Power Act.

(c) Invalidity

BPA and Puget have worked diligently to ensure that the Settlement Agreement and this
Agreement are legally sound and will be effective for their respective terms. Some BPA
customers, however, have been extremely litigious regarding the implementation of
BPA’s Power Subscription Strategy. Given this environment, an invalidity provision
addresses the possibility, hopefully slight, that a challenge might render the agreements
invalid. Section 3(c) of the Agreement provides that in the event the United States Court
of Appeals for the Ninth Circuit finally determines that the Agreement (or specified
sections of the Agreement) is unlawful, void, or unenforceable, then the satisfaction of
section 5(c) rights and responsibilities noted previously is no longer valid. BPA and
Puget also agree that the cash payments, the Firm Power, and the Monetary Benefits
provided prior to the court’s final determination will be retained by Puget, and that the
satisfaction of BPA’s obligations to Puget under section 5(c) of the Northwest Power Act
prior to such final determination will be preserved, to the maximum extent permitted by
law. This would avoid a difficult and complicated process of determining a new
agreement and retroactively implementing changes to the benefits for that period.
Additional difficulties would lie in the ability of Puget and the state public utility
commissions to implement such changes without creating potential economic harm to
consumers. If cash payments, Firm Power and Monetary Benefits are not retained by
Puget, then the satisfaction of BPA’s obligations does not occur. These provisions are
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also severable in the event that there is a determination that any other provision of this
Agreement (or the exhibits) 1s unlawful, void, or unenforceable.

(d)  Negotiation of New Agreement if the Agreement is Held
Invalid

Section 3(d) of the Agreement provides that if the Agreement (or payment under
specified sections of the Agreement) were finally determined to be unlawful, void, or
unenforceable, then both BPA and Puget agree to negotiate in good faith a new, mutually
acceptable agreement that would, until the end of its term, be in satisfaction of BPA’s

~obligations under or arising out of section 5(¢) of the Northwest Power Act. The term of
such new agreement would continue for the remaining term of the Agreement.

{e) Payments by BPA for July 1, 2001, through September 30,
2001

There was a three month gap between the end of the previous RPSA settlements, June 30,
2001, and the beginning of the new Subscription contract period, October 1, 2001. BPA
and Puget previously negotiated fixed settlement payments for this three month period.
These payments are reaffirmed here.

4, SETTLEMENT BENEFITS

BPA has negotiated cash payments to Puget for two different time periods. During the
first year of the Agreement, from October 1, 2001, through September 30, 2002, BPA has
negotiated a cash payment based on two different principles. Under the first principle,
Puget has agreed to reduce BPA’s obligation to deliver firm power by 10% (or 37 annual
aMW) in exchange for a cash payment of $20 per MWh. This payment is substantially
below the market value for a one-year purchase of firm power from the wholesale market
and represents Puget’s contribution to the regional effort to reduce BPA’s wholesale rate
increase. This reduced payment is contingent on BPA’s other customers contributing to
the regional effort as further described below in the section on load reduction
contingency. If the contingencies in the load reduction provisions occur, this payment
will increase to $38 per MWh.

Under the second principle, the balance of the first year payment for the remaining 331
annual aMW of firm power and the payments for the remaining four years for 368 annual
aMW is based on a cash payment of either $38 or $45.49 per MWh depending on the
results of settlement discussions among Puget and BPA’s public agency customers. This
payment reflects the value to BPA of avoiding a purchase of wholesale firm power for a
five-year period. '
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During the one-month period of negotiation of this Agreement, the market price for five
year purchases of firm power has varied between $100 per MWh and $65 per MWh,
reflecting the current high and volatile market prices. If BPA had supplied firm power to
Puget, BPA forecasts that the rate paid by Puget would average between $25-$38 per
MWh depending on market prices and assumptions made about BPA’s success in
reducing its wholesale rates through the current regional effort. BPA believes that the
payment to Puget is a reasonable payment by BPA to avoid a purchase in the wholesale
market and a subsequent sale by BPA to Puget.

Monetary Benefits are continuing to be provided to Puget during the first five-year period
in the same manner as such benefits were previously provided in the Settlement
Agreement between BPA and Puget.

BPA and Puget are also extending the Agreement for the period from September 30,
2006, through September 30, 2011. Previously, Puget was the only IOU to have chosen a
five-year settlement term instead of a 10-year settlement term. During the negotiations to
provide Puget cash benefits instead of Firm Power in order to help reduce BPA’s
proposed wholesale power rates, BPA and Puget also reviewed the term of the
Agreement. BPA and Puget believed it was appropriate to provide Puget the same term
of the Agreement that other IOUs have taken in the Settlement Agreements. The benefits
provided to Puget for the second five-year period may be provided in Firm Power,
Monetary Benefits, or both. These benefits are provided under the same terms and
conditions that benefits are provided to the other IOUs for the October 1, 2006, through
September 30, 2011, contract period. These benefits are discussed in greater detail in the
“Residential Exchange Program Settlement Agreements with Investor-Owned Utilities,
Administrator’s Record of Decision,” October 2000.

(a) Total Benefits

1) October 1, 2001, through September 30, 2006

Section 4(a)(1) of the Agreement provides that BPA will provide Puget a total benefit
comprised of cash payments and Monetary Benefits. Monetary Benefits are established
in the same manner and amount as in Puget’s original Settlement Agreement.

) October 1, 2006, through September 30, 2011

Section 4(a)(2) of the Agreement provides that BPA will provide Puget a total benefit
comprised of Firm Power and Monetary Benefits, both of which are expressed in annual
aMW. This total benefit is 648 aMW. These benefits are the amount BPA originally
offered Puget under its Settlement Agreement. See Residential Exchange Program
Settlement Agreements with Pacific Northwest Investor-Owned Utilities, Administrator’s
Record of Decision.
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(b) Cash Payments and Firm Power Sale Portion of Total Benefits

1) Cash Payments

Section 4(b) of the Agreement provides that BPA will make specified monthly cash
payments to Puget as described above.

(A) October 1, 2001, through September 30, 2002

During the period that begins October 1, 2001, and continues through September 30,
2002, BPA will pay Puget monthly amounts of $9,722,140. However, if one or more
load reduction contingency provisions in section 4(b)(1)(D) have occurred, then the total
monthly payment is increased to $10,208,320.

(B)  October 1, 2002, through September 30, 2006

During the period that begins October 1, 2002, and continues through September 30,
2006, BPA will pay Puget monthly amounts equal to $12,671,749. This Base Payment
amount (which is $12,706,466 during a leap year) is the monthly amount subject to
reduction by the Reduction of Risk Discount. A number of BPA’s customers have filed
legal challenges of BPA’s Settlement Agreements with investor-owned utilities. If, by
December 1, 2001: (i) Puget, after the date of execution of this Agreement, enters into a
settlement agreement with one or more of BPA’s publicly-owned utility and cooperative
customers (the sufficiency of such group to be solely determined by Puget) waiving and
dismissing legal challenges to this Agreement; or (ii) if Puget has entered into a
Settlement Agreement described in (1) above and fails to dismiss its legal challenges, if
any, to: (a) the RPSA Record of Decision (ROD); (b) the Power Subscription Strategy
RODs, including the Residential Exchange Program Settlement ROD; and (c) the
application of the 7(b)(2) surcharge to BPA’s WP-02 rates; or (iii) legislation having the
effect of the legislation described in Exhibit C is enacted prior to December 1, 2001, then
the Base Payment is reduced by the Reduction of Risk Discount to the Net Payment
amount of $10,208,320 ($10,236,288 during a leap year).

(C) Cash Payment Adjustments Due to Application -
of Safety Net Cost Recovery Adjustment Clause
(SN CRAC) and Dividend Distribution Clause
(DDC) to BPA Firm Power Sales

BPA has negotiated one exception to the cash payment it makes to Puget under this
Agreement. BPA’s wholesale power rates include an SN CRAC. The SN CRAC 1s
designed to ensure that BPA can cover its costs as soon as possible if BPA fails to meet
one of its Treasury payments. If BPA is in a situation where it must impose the SN
CRAC under its wholesale power rates, BPA will reduce its monthly payments to Puget
under this Agreement. BPA’s monthly payments would be reduced in the same amount
as the increase in rates to BPA’s preference customers under the SN CRAC for the
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amount of firm power that BPA has converted to cash payments under the Agreement. -
This provision ensures that Puget’s residential and small farm customers share in the
resolution of any emergency that threatens BPA’s ability to recover its costs.

BPA’s wholesale rates also include a DDC. The DDC is designed to return money to
BPA’s wholesale power customers if market and other conditions result in BPA’s cash
reserves reaching certain levels. BPA has agreed that it will make an offsetting
adjustment to Puget’s monthly payments if BPA has made payments to its firm power
customers under the DDC. These increased payments are only made after DDC
payments made to firm power customers and are limited to the amount of any reduction
in payments due to imposition of the SN CRAC.

(i) Adjustment to Cash Payments Resulting
from SN CRAC and SN CRAC Balancing
Account

This section of the Agreement calculates the reduction in the monthly payment to Puget
under the Agreement in the event that BPA imposes an SN CRAC on its firm power
customers. BPA records the amount of any such reductions in an SN CRAC Account.

(ii) DDC Balancing Account

This section determines if BPA has made DDC payments to its firm power customers.
BPA records the amount it would have paid a preference customer for 331 aMW of
power in Contract Year 2002 and 368 aMW in each year of Contract Years 2003-2006.
BPA records such amount in a DDC Account.

(iii) Adj ustment to Cash Payments Resulting
from Amounts in SN CRAC Account and
DDC Account

There are two situations where BPA increases the monthly payment to Puget to reflect
reduced payments from imposition of an SN CRAC. The first situation occurs when
BPA has imposed an SN CRAC and then makes a DDC payment at a later date. BPA has
agreed that it will increase the cash payment under the Agreement within nine months of
the first DDC payment. The increased payments are designed to return any reduction in
payments recorded in the SN CRAC account up to the amounts recorded in the DDC
Account. '

The second situation occurs when BPA imposes an SN CRAC after BPA has made DDC
payments at an earlier date. BPA has agreed that it will increase the cash payment under
this Agreement within nine months of the SN CRAC reduction. The increased payments
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are designed to return any reduction in payments recorded in the SN CRAC Account up
to the amounts recorded in the DDC Account.

(D)  Load Reduction Contingency

When BPA proposed that its customers all contribute to BPA’s rate reduction efforts, a
number of customers and other interested stakeholders requested that BPA include a
provision that ensured that any single customer would not be the only customer
modifying its contract to reduce its obligation on BPA. BPA agreed to include a load
reduction contingency provision that operated to terminate the customer’s obligation to
BPA if certain contingencies occurred. BPA has offered to include this provision in all of
its rate reduction contracts where customers are taking actions that are valued below their
market value. Under the Financial Settlement Agreement, BPA’s payment to Puget will
increase from $20 to $38 per MWh if any of the contingencies occur on the effective date
for the particular contingency. These contingency provisions only apply to payments
during the period from October 1, 2001, until September 30, 2002. Any contingencies
that are effective after that date will have no effect on payments to Puget.

The first contingency is whether BPA adopts the proposed rate case settlement entered
into by the Joint Customer Group and BPA staff. If the Administrator elects to not adopt
that settlement in his final decisions in Docket No. WP-02, the load reduction
contingency occurs and the payments to Puget will increase effective October 1, 2001,
Under such settlement proposal, BPA would implement a Load Based Cost Recovery
Adjustment Clause (LB CRAC) that assumes that BPA will purchase from the wholesale
market any remaining amounts of power needed to augment BPA’s system to serve its
Subscription obligations.

The second contingency is whether BPA achieves a sufficient amount of rate reduction
agreements with its public agency, investor-owned utility and direct service industrial
customers during the first six month period of the LB CRAC calculation. The second
contingency measures the amount of purchases BPA makes from the market in the LB
CRAC calculation excluding purchases from BPA’s public agency, investor-owned
utility and direct service industrial customers during the period from April 10, 2001,
through the calculation of the LB CRAC in late June. If BPA does not achieve
approximately 1450 aMW over the initial six month period in reductions of market
purchases, the load reduction contingency occurs and payments to Puget will increase
effective on October 1. This provision assures any individual customer that they are not
the only customer participating.

The third contingency is whether BPA achieves a sufficient amount of rate reduction
agreements with its public agency, investor-owned utility and direct service industrial
customers during the second six-month period of the LB CRAC calculation. The third
contingency measures the amount of purchases BPA makes from the market in the LB
CRAC calculation excluding purchases from BPA’s public agency, investor-owned
utility and direct service industrial customers during the period from April 10, 2001,
through the calculation of the LB CRAC in late June and extensions of purchases with
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such customers entered into prior to April 10, 2001. If BPA does not achieve
approximately 1250 aMW over the second six month period in reductions of market
purchases, the load reduction contingency occurs and payments to Puget will increase
effective on April 1. This provision assures any individual customer that they are not the
only customer participating during this period.

The fourth contingency measures the end of the load reduction emergency by examining
the amount of direct service industrial load BPA forecasts to serve in its calculation of the
LB CRAC. If the forecast amount of direct service industrial load exceeds 400 aMW per
month over the six month period of a LB CRAC calculation, the load reduction
contingency occurs and payments to Puget will increase at the start of the six month
period included in the calculation of the LB CRAC.

The fifth contingency measures the end of the load reduction emergency by examining
the actual amount of direct service industrial load served by BPA. Once BPA starts
serving more than 400 aMW per month during any six month period, the load reduction
contingency occurs and payments to Puget will increase at the start of the month
following the determination.

(E)  No Other Adjustments to Cash Payments

Section 4(b)(1)(E) of the Agreement clarifies that except as provided in specified
subsections, there are no other adjustments to the cash payment amounts under the
Agreement.

) October 1, 2000, through September 30, 2011

Subject to the terms of the Agreement, BPA will, no later than October 1, 2005, notify
Puget in writing of the amount of Firm Power in annual aMW that will be provided to
Puget during the period that begins October 1, 2006, and ends on September 30, 2011.
The terms and conditions for this sale will also be as provided for in the Firm Power
Block Power Sales Agreement, and that agreement will be amended by the BPA and
Puget to reflect the amount of Firm Power to be sold during such period. BPA will not
offer an amount of Firm Power that exceeds Puget’s net requirement at the time of the
notice issued by BPA. Prior to issuing such notice, BPA will consult with Puget
regarding its desire for Firm Power or Monetary Benefits.

If Puget does not purchase any Firm Power during the period from October 1, 2001,
through September 30, 2006, Puget will establish an initial net requirement under Exhibit
C of the Firm Power Block Power Sales Agreement by August 1, 2005, for Contract Year
2007. Puget will execute a contract including the terms and conditions of the Firm Power
Block Power Sales Agreement, and the information provided on net requirements by
January 1, 2006, if BPA notifies Puget that a portion of its benefits will be provided as
Firm Power.
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If the RL Rate calculated at 100 percent annual load factor for the period from October 1,
2006, through September 30, 2011, exceeds the Lowest PF Rate for the same 100 percent
annual load factor during such pertod, Puget may, by written notice to BPA within

30 days after BPA published its power rate case ROD, notify BPA that it will convert its
entire Firm Power purchase under the Firm Power Block Power Sales Agreement to
Monetary Benefits for the remaining term of the Agreement.

(©) Monetary Benefit Portion of Total Benefits

) Amount of Monetary Benefit

(A)  October 1, 2001, through September 30, 2006

BPA will provide 332 annual aMW tb Puget in Monetary Benefits for the period that
begins October 1, 2001, and continues through September 30, 2006. This amount is the
same amount of Monetary Benefits included in Puget’s original Settlement Agreement.

®B) October 1, 2006, through September 30, 2011

No later than October 1, 2005, BPA will notify Puget in writing of the amount of

Monetary Benefit, expressed in annual aMW, for which payments will be made to Puget
during the period from October 1, 2006, through September 30, 2011.

2) Determination of Monetary Benefit Monthly Payment
Amounts

For both the period from October 1, 2001, through September 30, 2006, and October 1,
2006, through September 30, 2011, the Monetary Benefit monthly payment amounts will
be determined in accordance with a formula. The formula is the Forward Flat-Block
Price Forecast established in the same BPA power rate case as that which established the
RL Rate during the relevant rate period, multiplied by the RL Rate calculated at

100 percent annual load factor, multiplied by the Monetary Benefit amount in annual
aMW, multiplied by 8,760 hours; divided by 12 months.

3) Exception to Use of RL Rate in Sections 4(c)(2){A) and
4(c)(2)(B)

If there is no RL Rate in effect or the RL Rate exceeds the Lowest PF Rate, then the
Lowest PF Rate will replace the RL Rate in the payment formulas. Use of the Lowest PF
Rate in such event will apply to Monetary Benefits provided in accordance with sections

4(b)(2)(C) and 4(c)(1).
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(d)  Payment Provisions

This section of the Agreement provides that BPA will pay Puget monthly cash payments,
Monetary Benefits and monthly installments. These payment amounts are netted against
the monthly payment amounts that Puget owes BPA for Firm Power purchases. If the
monthly cash payments, Monetary Benefits and monthly installments exceed what Puget
owes BPA for Firm Power, then BPA will pay Puget either on the due date of the bill
under the Firm Power Sales Agreement or, if Puget is not purchasing power, within

30 days of the end of the calendar month for which cash payments and Monetary Benefits
are due (Due Date). After the Due Date, a late payment charge is calculated at a
prescribed rate. This section also provides that BPA will pay by electronic funds transfer
using Puget’s established procedures.

S. CASH PAYMENTS IF FIRM POWER NOT DELIVERED

Section 5(a) of the Agreement incorporates provisions from the Settlement Agreements
regarding the conditions under which Firm Power is not delivered, and the determination
of cash payments when such conditions occur. The conditions under which Firm Power
is not delivered include where the amount of Firm Power purchased exceeds the utility’s
net requirement; where Firm Power is assigned to another entity that is not eligible for
net requirement purchases; where there is an insufficiency; where there is a termination
or decrement for the export of a regional resource; where Firm Power is not delivered due
to a monthly purchase deficiency; and where the Block Sales Agreement is held invalid.

Section 5(b) establishes a formula for determining cash payment amounts when the
conditions of section 5(a) occur. Section 5(c) provides that rather than receive payments
under the default option described in section 5(b)(1), Puget may elect to offer BPA a put
right for amounts of power not delivered pursuant to sections 5(a)(1) through 5(a)(4), and
section 5(a)(6). Section 5(b)(2) establishes the terms of the exercise of the put right.

Section 5(b)(3) of the Agreement provides an exception to the use of the RL rate in
determining cash payment amounts and implementation of the put right. If there is no RL
Rate in effect or the RL Rate exceeds the Lowest PF Rate, then the Lowest PF Rate
replaces the RL Rate in the formulas.

Section 5(b)(4) of the Agreement provides that if the monthly payment amount

determined pursuant to the formulas is positive, then BPA pays the amount to Puget. If
the amount is negative, then Puget pays the amount to BPA.

6. PASSTHROUGH O¥ BENEFITS

Section 5(c)(3) of the Northwest Power Act provides that the benefits of the REP are to
be passed through directly to a utility’s residential loads within a State. 16 U.S.C. §
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839¢(c)(3). Similarly, BPA and Puget have provided that the benefits from the
Agreement are passed through in such a manner. Section 6(a) of the Agreement therefore
provides that, except as otherwise provided in the Agreement, cash payment amounts
received by Puget from BPA under the Agreement must be passed through, in full, to all
residential and small farm consumers comprising Puget’s Residential Load, as either

(1) an adjustment in applicable retail rates; (2) monetary payments, or (3) as otherwise
directed by the applicable State regulatory authority. Section 6(a) also confirms one
manner in which cash benefits and Monetary Benefit amounts may be passed through to
Residential Load.

Section 6(b) of the Agreement ensures that cash benefits under the Agreement must be
distributed to Puget’s Residential Load in a timely manner. This is accomplished by
providing that the amount of benefits held by Puget will not exceed the expected receipt
of monetary payments from BPA under the Agreement over the next 180 days. If the
annual monetary payment is less than $600,000, section 6(b) permits Puget to distribute
benefits on a less frequent basis provided that distributions are made at least once each
contract year. Section 6(b) also permits the distribution of monetary payments in
advance of its receipt of such payments from BPA in an amount not to exceed the
expected receipt of monetary payments from BPA under the Agreement over the next
180 days.

Section 6(c) of the Agreement provides that the benefits will be passed through consistent
with procedures developed by Puget’s State regulatory authority(s). Cash payments
under the Agreement will be identified on Puget’s books of account in order that such
benefits can be easily tracked. In addition, funds will be held in an interest bearing
account, and will be maintained as restricted funds, unavailable for the operating or
working capital needs of Puget. Also, benefits will not be pooled with other monies of
Puget for short-term investment purposes. These provisions ensure that benefits will be
provided only to Puget’s residential and small farm consumers. The Agreement clarifies
that once Puget has provided the benefits to its residential and small farm consumers by
applying it as a credit on their bills, the funds are no longer restricted funds.

Section 6(d) provides that nothing in the Agreement requires that any power be delivered
on an unbundled basis to residential and small farm customers of Puget or that Puget
provide retail wheeling of such power.

7. AUDIT RIGHTS

Section 7 of the Agreement establishes audit rights that are virtual identical to the audit
rights in the Settlement Agreement. BPA has audit rights to ensure that, even if benefits
are passed through as directed by the applicable state regulatory authority, BPA can
require that benefits only be passed through to eligible Residential Load. BPA retains the
right to audit Puget at BPA’s expense to determine whether the benefits provided to
Puget under the Agreement were provided only to Puget’s eligible Residential Load.

BPA retains the right to take action consistent with the results of the audit to require the
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passthrough of benefits to eligible Residential Load. BPA’s right to conduct audits of
Puget with respect to a Contract Year expires 60 months after the end of the Contract
Year. As long as BPA has the right to audit Puget under the Agreement, Puget will
maintain all relevant records.

8. ASSIGNMENT

Section 8 of the Agreement addresses the assignment of the benefits of the Agreement.
This section is virtually identical to the assignment provisions in the Settlement
Agreement. This section reflects the need for flexibility in the provision of benefits to
Puget’s residential and small farm customers in light of the uncertainty of the energy
industry regarding deregulation or other efforts that could restructure state retail electric
service. These provisions are virtually identical to the assignment provisions in the
Settlement Agreement. Section 8(a) requires Puget to assign benefits to BPA if a
Qualified Entity serves Residential Load formerly served by Puget (unless BPA has
approved an agency agreement for such Qualified Entity), or BPA has approved a state
program for the passthrough of benefits by a distribution utility.

Section 8(b) of the Agreement provides that the Agreement is binding on any successors
and assigns of the Parties, but that neither Party may otherwise transfer or assign this
Agreement without the other Party’s written consent. Such consent cannot be
unreasonably withheld, provided that Puget agrees it will assign benefits under this
Agreement subject to the following terms and conditions: (1) Puget will quantify an
amount of Residential Load each month served by Qualified Entities that would have
been eligible to receive benefits if served by Puget, and provide written notice of such
amount to BPA; (2) Puget will assign to BPA during the month following such notice a
share of the total benefits, whether or not Puget continues to serve such Residential Load.
The Residential Load of Puget will not include Residential Load receiving benefits over a
new distribution system; (3) If the passthrough of benefits is made to consumers with
Puget acting as agent, then Puget will retain the cash payments assigned to BPA and use
such cash payments to provide benefits to individual residential and small farm
consumers. :

Section 8(c) of the Agreement provides that Puget may continue to pass through benefits
to individual residential and small farm consumers under this Agreement not served by
Puget if (1) Puget is acting as the agent under an agreement entered into between Puget
and a Qualified Entity which has been approved by Puget’s applicable state regulatory
authority and BPA; or (ii) BPA has approved a program developed by the applicable state
regulatory authority providing for the passthrough of benefits received by Puget under the
Agreement to all its residential and small farm consumers acting in its capacity as a
distribution utility.

Section 8(d) of the Agreement provides that if a Qualified Entity eligible to purchase firm
power under section 5(b) of the Northwest Power Act acquires all or a portion of the
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distribution system serving the Residential Load of Puget, Puget will assign a share of the
total benefits to BPA for the remaining term of the Agreement.

9. NOT APPLICABLE

This section of the Agreement was intentionally left blank.

10. CONSERVATION AND RENEWABLES DISCOUNT

The rates contained in BPA’s May Proposal include a Conservation and Renewables
Discount (C&R Discount). The C&R Discount is designed to encourage the
development of conservation and renewable energy resources. Section 10 of the
Agreement addresses how the C&R Discount will apply to the cash benefits provided to
Puget. Subject to the terms specified in BPA’s applicable Wholesale Power Rate
Schedules, including GRSPs, BPA will pay Puget an amount equal to the C&R Discount
for 368 aMW for each Contract Year during the October 1, 2001, through September 30,
2006, period, unless Puget has notified BPA’s Power Business Line (PBL) before
August 1, 2001, that it will not participate in the C&R Discount. This is to ensure that
Puget’s residential and small farm consumers will retain the benefits they would have
received if Puget had provided power benefits instead of cash benefits. Where Puget is
willing to assist BPA’s rate mitigation efforts by receiving cash benefits instead of power,
Puget should not be penalized for such actions.

To retain the full amount of the C&R Discount, Puget must satisfy all obligations
associated with the C&R Discount as specified in BPA’s applicable Wholesale Power
Rate Schedules, including GRSPs, and the C&R Discount implementation manual. Puget
will reimburse BPA for any amount it received but for which it did not satisfy such
obligations.

11. GOVERNING LAW AND DISPUTE RESOLUTION

Puget requested a dispute resolution provision in its Settlement Agreement based on
litigation. Puget then requested, and BPA agreed, to modify such provision in the
Amended Settlement Agreement to a dispute resolution provision based on arbitration.

Section 11 of the Agreement addresses the law governing the Agreement and the manner
in which disputes under the Agreement will be resolved. In summary, the Agreement
will be interpreted consistent with and governed by Federal law. Final actions subject to
section 11(e) of the Northwest Power Act are not subject to binding arbitration and shall
remain within the exclusive jurisdiction of the United States Ninth Circuit Court of
Appeals. Any dispute regarding any rights of the Parties under any BPA policy,
including the implementation of such policy, shall not be subject to arbitration under this
Agreement. Other contract disputes or contract issues between the Parties arising out of
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this Agreement will be subject to binding arbitration. The Parties will make a good faith
effort to resolve such disputes before initiating arbitration proceedings. During
arbitration, the Parties will continue performance under this Agreement pending
resolution of the dispute, unless to do so would be impossible or impracticable.

12. NOTICE PROVIDED TO RESIDENTIAL AND SMALL FARM
CUSTOMERS

Section 12 of the Agreement provides that Puget will ensure that any entity that issues
customer bills to Puget’s residential and small farm consumers will provide written notice
on such customer bills that their benefits are “Federal Columbia River Benefits supplied
by BPA.”

13. STANDARD PROVISIONS

Section 13 of the Agreement includes a number of standard contract provisions. These
provisions are virtually identical to those in the Settlement Agreement. These provisions
include a requirement for a written instrument to amend the Agreement; conditions
governing the exchange of information and the confidentiality of such information; a
provision that Agreement constitutes the entire agreement between the Parties; a
provision that incorporates the exhibits into the Agreement by reference; a provision that
no other person is a direct or indirect legal beneficiary of, or has any direct or indirect
cause of action or claim in connection with the Agreement; and a provision providing that
any waiver at any time by either Party to the Agreement of its rights under the Agreement
will with respect to any default or any other matter arising in connection with this
Agreement will not be considered a waiver with respect to any subsequent default or
matter.

14. TERMINATION OF AGREEMENT

Section 14 of the Agreement addresses termination of the Agreement. There are three
basic provisions for termination. First, if BPA does not adopt the Partial Stipulation and
Settlement Agreement in the WP-02 Wholesale Power Rate proceeding, then Puget may,
upon written notice to BPA prior to September 1, 2001, terminate the Agreement. This is
because, absent the adoption of the Partial Stipulation and Settlement Agreement, Puget
would not agree to the terms of this Agreement. Second, the Agreement is subject to
Puget’s determination by June 15, 2001, that the Washington Utilities and Transportation
Commission (WUTC) will approve this Agreement and provide satisfactory retail rate
treatment. This 1s because, if Puget knew that it would not receive approval of the
Agreement from the WUTC, Puget would not enter the Agreement. Finally, Puget may
terminate the Agreement if BPA does not use BPA’s then-current rate case Forward Flat-
Block Price Forecast for all estimates of the cost of purchases of flat blocks of power in
its rate cases, which are made in advance of the period of delivery and which are made
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for the rate period established in the particular rate case that occurs between October 1,
2006, and September 30, 2011. Puget must provide written notice up to 30 days after
FERC grants interim approval for BPA’s wholesale power rates effective during the
period occurring between October 1, 2006, and September 30, 2011. This provides Puget
the ability to terminate the Agreement if BPA’s then-current rate case Forward Flat-
Block Price Forecast does not meet acceptable criteria and would provide, in Puget’s
eyes, inadequate Monetary Benefits.

15. SIGNATURES

Section 15 provides that each signatory represents that he or she is authorized to enter
into this Agreement on behalf of the Party for whom he or she signs.

16. EXHIBIT A: BLOCK POWER SALES AGREEMENT

Exhibit A to the Agreement is a Block Power Sales Agreement, Contract No. 01PB-
10886. The Block Power Sales Agreement is the same agreement that is attached as an
exhibit to the Settlement Agreements of the other IOUs. The development of the Block
Power Sales Agreement was previously addressed in BPA’s “Residential Exchange
Program Settlement Agreements with Pacific Northwest Investor-Owned Utilities,
Administrator’s Record of Decision,” October 2000. The Amended Settlement
Agreement attaches a Block Sales Agreement that includes the terms and conditions for a
ten-year Block Sales Agreement. The Block Sales Agreement attached to the Settlement
Agreement only provided for a five-year sale.

CONCLUSION

I have reviewed and evaluated the record compiled by BPA on the foregoing issues and
terms regarding BPA’s Amended Settlement Agreement with Puget Sound Energy.
Based upon the record compiled in this proceeding, the decisions expressed herein, and
all requirements of law, I hereby adopt the Amended Settlement Agreement with Puget
Sound Energy. The evaluations and decisions used in the development of the Amended
Settlement Agreement are consistent with the environmental analysis conducted for
BPA’s 1998 Power Subscription Strategy, BPA’s Power Subscription Strategy NEPA
ROD, BPA’s Business Plan EIS, and BPA’s Business Plan ROD.

Issued at Portland, Oregon, this 6th day of June, 2001.

\s\ Stephen J. Wright

Acting Administrator and Chief Executive Officer
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INTRODUCTION

This Record of Decision (ROD) addresses the comments and issues raised with
respect to BPA’s proposal to offer new contracts or amendments to existing contracts
(proposed contracts) to each of the region’s six investor-owned utilities.! The proposed
contracts refine the manner in which BPA provides benefits from the Federal power
system to the investor-owned utilities’ respective residential and small farm consumers.
BPA achieves two objectives with this proposal: (1) BPA provides a level of certainty
for both the investor-owned utilities and BPA regarding the manner in which benefits for
their residential and small farm customers are calculated and provided in FY 2007-2011;
and (2) the contracts result in a reduction in the augmentation costs contained in the
Load-Based Cost Recovery Adjustment Clause (LB CRAC), thereby contributing to
lower rates for a large segment of BPA’s customers. This ROD first discusses the
Residential Exchange Program (REP), subsequent contractual agreements, and the
contract proposal, and then describes and evaluates the public comments received on the
proposed contracts.

In the proposed contracts addresses several aspects of the manner in which
investor-owned utility benefits are provided. First, BPA elects to provide the equivalent
0f 2200 aMWs entirely as financial benefits during the FY 2007-2011 period.

Second, the proposed contracts also establish a mark-to-market methodology to
determine the market price forecast used in the calculation of monetary benefit levels
under the utilities’ REP Settlement Agreements. Currently, the monetary benefits are
calculated as the difference between a forecast of market prices established in BPA’s rate
case and the RL rate. The proposed contracts replace the rate case price forecast with a
mark-to-market methodology to determine the market price.

Third, the contracts also provide a yearly $100 million floor and a $300 million
cap for the financial benefits provided to the utilities’ residential and small farm
consumers for the FY 2007-2011 period.

Finally, the proposed contracts provide the investor-owned utilities with
additional time to pass through these monetary benefits to their residential and small farm
consumers. The existing REP Settlement Agreements specify the amount of benefits the
investor-owned utilities can hold. Currently, the investor-owned utilities can hold
benefits equal to the greater of the benefits provided six months prior to, or expected to
be provided six months after, the actual pass-through of benefits to the residential and
small farm customers. The new contracts extend that period to 36 months to provide the
investor-owned utilities additional time to moderate their retail rate levels during the last
five years of the contracts.

! Puget Sound Energy, Contract No. 04PB-11467; PacifiCorp, Contract No. 04PB-11468; Avista,
Amendment No. 3 to Contract No. 00PB- 12157, Portland General Electric, Amendment No. 2 to Contract
No. 00PB-12161; Idaho Power Company, Amendment No. 3 to Contract No.O0OPB-12158; NorthWestern
Energy, Amendment No. 3 to Contract No. 00PB-12160.



As a corollary to the decision to offer these contracts, BPA is proposing a
clarification of Section II1.C.2 of its 1998 BPA Power Subscription Strategy. Currently,
the Power Subscription Strategy states that BPA will establish a market price forecast of
power in a rate case, which will be used in calculating benefits for the utilities’ residential
and small farm customers. The proposed clarification to the Subscription Strategy allows
BPA to calculate the level of monetary benefits using a market price from a mark—to-
market methodology in the new contracts or, alternatively, one developed in a BPA rate
case.

The proposed contracts with Puget Sound Energy, Inc. (Puget) and PacifiCorp
also modify the $200 million reduction-of-risk discount contained in their Conditional
Deferral Agreements (Contract Nos. 02PB-11156 and 02PB-11157, respectively). As
part of the consideration for BPA’s decision to offer the proposed changes to the
contracts, Puget and PacifiCorp are willing to forego collection of one half of the
reduction-of-risk discount payments, plus interest, and defer collection of the remaining
amount until the FY2007-2011 period. The other four investor-owned utilities would
provide consideration in the form of a waiver of the remaining portion of the monetary
benefits due each of the utilities in their FY 2003 Deferral Agreements (Contract Nos. 03
PB-11268, Idaho Power; 03PB-11267, Portland General Electric Company; 03PB-
11266, Avista Corporation; 03PB-11265, NorthWestern Energy).

The amounts deferred by Puget and PacifiCorp are anticipated to be collected as
part of BPA’s general revenue requirement during the FY2007-2011 period. All of
BPA’s power customers (including but not limited to Slice, non-Slice, investor-owned
utility, and direct-service industrial) would pay the costs associated with the deferral.

BACKGROUND

BPA was created in 1937 to market electric power generated at the Bonneville
Dam, and to construct and operate facilities for the transmission of power. 16 U.S.C. §
832-8321. Since that time, Congress has directed BPA to market power generated at
additional facilities. 16 U.S.C. § 838f. Currently, BPA markets power generated at
thirty-one Federal hydroelectric projects, and several non-Federal projects. BPA also
owns and operates approximately 80 percent of the Pacific Northwest’s high-voltage
transmission system. In 1974, BPA became a self-financed agency that does not receive
annual appropriations. /d. § 838i. BPA’s rates must therefore produce sufficient
revenues to repay all Federal investments in the power and transmission systems, and to
carry out BPA’s additional statutory objectives. See 16 U.S.C. §§ 832f, 838g, 838, and
839¢(a).

In the 1970s, forecasts of insufficient resources to meet the region’s electricity
demands led to passage of the Pacific Northwest Electric Power Planning and
Conservation Act (Northwest Power Act) in 1980. 16 U.S.C. § 839, et seq. In that Act,
Congress, among other things, directed BPA to offer new power sales contracts to its
customers. Id. §§ 839c, 839c(g).



A. The Residential Exchange Program (REP)

Section 5(c) of the Northwest Power Act established the REP. Id. § 839¢(c).
Under the REP, a Pacific Northwest electric utility may offer to sell power to BPA at the
utility’s average system cost (ASC). Id. § 839¢(c)(1). If offered, BPA purchases such
power and, in exchange, sells an equivalent amount of power to the utility at BPA’s PF
Exchange rate. Id. The amount of the power exchanged equals the utility’s residential
and small farm load. Id. In past practice, no actual power deliveries have taken place.
Instead, BPA provided equivalent monetary benefits to the utility based on the difference
between the utility’s ASC and the applicable PF Exchange rate multiplied by the utility’s
residential load.

The Northwest Power Act requires the investor-owned utilities to pass these
monetary benefits directly to the utilities’ residential and small farm consumers. Id. §
839¢(c)(3). While REP benefits have previously been monetary, the Northwest Power
Act also provides for the sale of actual power to exchanging utilities in specific
circumstances. Pursuant to section 5(c)(5) of the Northwest Power Act, in lieu of
purchasing any amount of electric power offered by an exchanging utility, the
Administrator may acquire an equivalent amount of electric power to replace power sold
to the utility as part of an exchange sale. Id. § 839¢(c)(5). However, the cost of the
acquisition must be less than the cost of purchasing the electric power offered by the
utility. Id. In these circumstances, BPA acquires power from an in-lieu resource and
sells actual power to the exchanging utility.

The REP has traditionally been implemented through Residential Purchase and
Sale Agreements (RPSAs), the initial versions of which were executed in 1981.

B. Power Subscription Strategy ROD

In anticipation of the expiration of the then-current contracts and rates, the BPA
Administrator issued a Power Subscription Strategy (Subscription Strategy) and
accompanying Power Subscription Strategy ROD, (Subscription ROD) on December 21,
1998. These documents established the agency’s direction regarding the post-2001
power sales contracts. The Subscription Strategy and Subscription ROD were the
culmination of a lengthy and thorough public process that formed a framework to
equitably distribute the benefits of electric power generated by the FCRPS among Pacific
Northwest parties.

C. Total Amount of Investor-Owned Ultility Settlement Benefits

BPA’s principal goal in the Subscription Strategy was to spread the benefits of the
FCRPS as broadly as possible, with special attention given to the residential and rural
customers of the region. The Subscription Strategy enabled the benefits of the FCRPS to
flow throughout the region, whether currently served by publicly owned or privately
owned utilities.



One aspect of the Subscription Strategy involved an offer to settle disputes
regarding the implementation of the REP post 2001. Over the years BPA, the investor-
owned utilities and public preference customers vigorously disputed the manner in which
BPA determined the level of benefits for the residential and small farm consumers of the
investor-owned utilities. In addition to offering investor-owned utilities the ability to
participate in the traditional REP, the proposed Subscription Strategy offered the region’s
six investor-owned utilities access to the equivalent of 1800 aMW of Federal power for
the FY 2002-2006 period. The offer provided that at least 1000 aMW of the 1800 aMW
would be served with actual BPA power deliveries. The remainder would be provided
through either a financial arrangement or additional power deliveries depending on which
approach was most cost-effective for BPA. .

The four Pacific Northwest state utility commissions (Commissions), in a letter
dated July 23, 1999, requested that BPA increase the amount of the settlement from
1800 aMW to 1900 aMW for the FY 2002-2006 period. This request was made in order
for the Commissions to arrive at a joint recommendation for allocating the settlement
benefits among the IOUs for both the FY 2002-2006 and FY 2007-2011 periods. The
Subscription Strategy already included a proposal to increase the equivalent amount of
Federal energy to 2200 aMWs for the FY 2007-2011 period.

BPA sought comment on this proposed increase in settlement benefits. After
review of public comments, BPA found the arguments for increasing the investor-owned
utility settlement amount by 100 aMW to be compelling. Having previously established
conditions for adopting any such increase, BPA determined that it expected to satisfy all
such conditions. Therefore, BPA increased the amount of total benefits for the proposed
settlements of the REP with regional investor-owned utilities from 1800 aMW to 1900
aMW for FY 2002-2011, and announced the change in BPA’s Supplemental Subscription
ROD.

D. IOU REP Settlement Agreements

After completion of the Administrator’s Supplemental Subscription ROD, BPA
began the development of a prototype Residential Purchase and Sale Agreement (RPSA)
and a prototype REP Settlement Agreement. The prototype REP Settlement Agreement
provided power sales pursuant to a contract offered under section 5(b) of the Northwest
Power Act. The prototype REP Settlement Agreement also provided for the payment of
financial benefits. At the specific request of the Montana Power Company, (the
predecessor to NorthWestern Energy) BPA also proposed a prototype REP Settlement
Agreement that provided power sales pursuant to section 5(c) of the Northwest Power
Act. '

On October 4, 2000, the BPA Administrator issued a decision document entitled
“Residential Exchange Program Settlement Agreements With Pacific Northwest
Investor-Owned Utilities, Administrator’s Record of Decision,” which concluded that it
was appropriate to offer the REP Settlement Agreements to regional investor-owned



utilities. The REP Settlement Agreements were then executed the same month with all of
the region’s investor-owned utilities.

E. Load Reduction Agreements

Beginning in the early summer of 2000 and for approximately the next 10 months,
power prices on the West Coast increased to unprecedented levels. The increase in the
wholesale price led a number of customers to place load on BPA above the amount BPA
forecasted in its WP-02 rate case. Because BPA did not have sufficient generation to
meet the original load forecast, the added load meant BPA would need to make additional
purchases in the increasingly volatile wholesale market. These factors lead BPA to raise
its rates by approximately forty-six percent to deal the increased expense of meeting its
load obligations.

As one part of the effort to lessen the impact of these high market prices on
BPA'’s ability to meet these firm load obligations, on April 9, 2001, the BPA
Administrator asked BPA’s customers to enter into agreements to reduce the load placed
on BPA. These agreements would reduce the need to purchase power to meet loads
under contracts negotiated pursuant to the Subscription Strategy during this period of
historically high and volatile market prices of power.

BPA entered into load reduction agreements with both Puget and PacifiCorp that
amended or replaced their original REP Settlement Agreements and removed BPA's
obligation to deliver 619 aMWs of firm power for the first five years of those agreements
(FY 2002-2006) in exchange for cash payments. BPA used the firm power not sold to
Puget and PacifiCorp to meet its total firm obligations to publicly owned and cooperative
customers, investor-owned utilities, and direct service industries.

Both load reduction agreements, PacifiCorp’s Financial Settlement Agreement
(Contract No. 01PB-10854) and Puget’s Amended Settlement Agreement (Contract No.
01PB-10885), specifically provided that the respective utilities were willing to reduce the
payments received under the agreements to well below then-prevailing forward market
price if the respective utilities entered into settlement agreements with certain publicly
owned utility and cooperative customers that waived and dismissed certain legal
challenges. PacifiCorp and Puget believe there was risk associated with allowing BPA to
buy the power purchases under its REP Settlement Agreement that were currently being
challenged in court. As of June 2001, talks about potential settlement of litigation had
been occurring between investor-owned utilities and public utility litigants. This
provision was added to hold open the option for a reduced load reduction payment to
Puget and PacifiCorp, in the event those talks were successful.

These payments are referred to as the “reduction-of-risk discount or payment.” In
order for BPA to avoid paying the reduction-of-risk discount to PacifiCorp and Puget,
litigation settlements with publicly owned utility and cooperative customers had to occur
by December 1, 2001. The amount of these payments for PacifiCorp and Puget
combined is approximately $200 million. Absent executing the proposed contracts, the



$200 million would be recovered as a load reduction expense through BPA’s wholesale
power rates in the Load-Based Cost Recovery Adjustment Clause (LB CRAC).

F. Conditional Deferral Agreements

When no settlement was reached by December 1, 2001, BPA, PacifiCorp, and
Puget negotiated Conditional Deferral Agreements. These agreements deferred recovery
of the $200 million reduction-of-risk payments, in order to allow additional discussions
to occur with regional parties that could settle pending litigation challenging BPA’s REP
Settlement Agreements with the investor-owned utilities. These agreements applied a
negotiated interest rate to the $200 million reduction-of-risk discount payments for the
period of the deferral.

G. Financial Choices and the FY 2003 Deferral Agreements

During the spring and summer of 2002, BPA’s financial picture deteriorated. To
address BPA’s financial problems, on July 2, 2002, BPA sent a letter to rate case parties
and other interested entities in the region announcing the beginning of the Financial
Choices public comment process. The Financial Choices process examined a variety of
financial and program options for addressing BPA’s Power Business Line’s (PBL)

FY 2003-2006 financial challenges. In this process, BPA described the financial
challenges, the actions BPA aiready had taken to address the challenges, and the financial
outlook for the remainder of the rate period. Additionally, BPA identified a variety of
potential financial alternatives that, separately or in combination, could form the basis of
a solution to PBL’s financial situation.

As a result of the Financial Choices process, BPA made decisions to cut,
eliminate, or defer certain costs and expenses. BPA issued a Financial Choices close-out
letter to the region on November 22, 2002, outlining BPA’s plan, in part, for meeting the
agency's financial challenges. The plan took into consideration extensive public input
BPA received during the Financial Choices public process.

As an outgrowth of the Financial Choices process, BPA sought to defer payment
in FY 2003 of certain amounts of financial benefits under the investor-owned utilities’
REP Settlement Agreements and to facilitate a relatively uniform pass-through of
benefits under the agreements. BPA viewed the deferral of these financial benefits as a
tool to help avoid implementing a Safety-Net Cost Recovery Adjustment Clause (SN
CRAC). Under these agreements the investor-owned utilities agreed to defer a total of
$55 million in financial benefits from FY 2003 until the FY 2007-2011 period. The
investor-owned utilities conditioned the deferral on whether BPA implemented an SN
CRAC in FY 2003. Inthe event BPA implemented an SN CRAC, the investor-owned
utilities would use the deferred financial benefits to pay any SN CRAC adjustment
applied to their rates. In early 2003, BPA contemporaneously entered into agreements
under which the investor-owned utilities and BPA agreed to a deferral of payments in FY
2003 under agreements amending provisions of the REP Settlement Agreements, known
as “Agreements Regarding Fiscal Year 2003 Deferral Amount” or the “FY 2003 Deferral



Agreements.” These agreements include: Avista Corporation, Contract No. 03PB-11265;
NorthWestern Corporation, Contract No. 03PB-11269; PacifiCorp, Contract No. 03PB-
11262; Portland General Electric (PGE), Contract No. 03PB-11267; Puget Sound Energy,
Inc., Contract No. 03PB-11251; and Idaho Power Company, Contract No. 03PB-11268.

PROPOSED CONTRACT OFFERS TO THE INVESTOR-OWNED
UTILITIES

A. Calculation of Monetary Benefits and Forward Flat-Block Price
Forecast

Under the REP Settlement Agreements, monetary benefits are determined by the
difference between BPA’s Forward Firm-Block Price Forecast (FBPF) and the RL rate
(or lowest PF rate in appropriate circumstances) multiplied by the amount of the investor-
owned utility’s benefits as stated in annual aMW.?

The REP Settlement Agreements currently provide the FBPF is “BPA’s forecast
of the wholesale market price for the purchase of additional amounts of power at 100
percent annual load factor established in the same BPA power rate case as that which
established the RL rate and for the period of the RL Rate established in a BPA power rate
case Record of Decision (ROD) as finally approved by the Federal Energy Regulatory
Commission and affirmed, if appealed, by the United States Court of Appeals for the
Ninth Circuit.” (Emphasis added) The proposed contracts replace the use of a rate case
power price forecast with a mark-to-market methodology that is functionally similar yet
provides a desired transparency for determining the forecast.

Rather than using a rate case forecast to determine the FBPF, the contracts use an
independent survey of market prices. The survey will use the prices for a flat block of
firm power delivered at the Mid-C trading hub for each contract year. The survey will be
done quarterly and a mean price for this power product will be determined (after
eliminating the highest and lowest prices). This mean price will serve as the FBPF for
purposes of calculating the monetary benefit levels.

? The current allocation of aMWs for each of the investor-owned utilities, as reduced for assignment to
BPA pursuant to the respective agreements, is as follows:

FY2002-2006 FY2007-2011
Avista Corp. 90 149
Idaho Power Company 120 224
NorthWestern Energy 24 28
PacifiCorp (Total) 473.6406 586.8481
PacifiCorp (UP&L) 140 140
PacifiCorp (PP&L — WA) 80 108
PacifiCorp (UP&L — OR) 253.6406 338.8481
Portland General Electric 490 - 560
Puget Sound Energy (PSE) 700 648
Total - 1897.6406 2195.8481



B. Qualified Third Party/Eligible Data Providers

As a first step to implement the new methodology, BPA must hire a qualified
third party (QTP) to collect the necessary market data. A QTP will be selected from
among the Big 4 accounting firms or from a list of entities that have expertise in the
electric power industry, including expertise in financial and risk accounting for the
clectricity power industry. For each Contract Year, the QTP randomly selects 6 to 8
Eligible Data Providers (EDPs) to provide price information. EDPs are entities that
routinely buy and sell bulk power for resale in the Pacific Northwest (PNW) and use risk
accounting for reporting in the regular course of business. The list of EDPs will consist,
if possible, of at least two PNW publicly owned utilities, two PNW investor-owned
utilities, and two marketers among other eligible entities.

The QTP will survey the market for the price of a block of firm power delivered
at Mid-C for four consecutive quarters (the first of which commences 21 months prior to
the beginning of each Contract Year, and the last of which ends 9 months prior to each
Contract Year) from the list of EDPs. Following the completion of each quarterly
survey, the QTP excludes the highest and lowest forward prices from the EDPs surveyed
during each such quarter. The QTP then calculates the arithmetic mean of the remaining
Forward Price Data to determine that quarter’s FBPF (the “Quarterly FBPF”) for the
Contract Year. Following the completion of the four Quarterly FBPFs, the QTP
calculates the arithmetic mean for the Quarterly FBPFs. The result of this calculation is
the FBPF that is used for the Contract Year to calculate the level of monetary benefits.

C. Additional Transparency for the FBPF

As noted previously, the current method used to calculate the FBPF is through
BPA’s forecast of the wholesale market price in BPA’s power rate cases. Investor-owned
utilities expressed concern that BPA views the investor-owned utilities” REP settlement
benefits as an agency cost. Because BPA is frequently under pressure to reduce costs and
therefore rates, the investor-owned utilities believed this environment could create the
appearance that the Administrator would view the determination of the FBPF as a means
to reduce costs. The investor-owned utilities suggested that a more transparent method of
establishing the FBPF would eliminate using the calculation of the FBPF as a means to
lower costs. To achieve this goal, the parties developed the methodology described
above. Through this methodology, an independent QTP surveys numerous market
participants in order to obtain forward price data, which is averaged to determine the
FBPF. This removes any appearance of opportunity for BPA to establish an artificially
low or high FBPF rate case forecast.

D. Floors and Caps

A separate concern involved the potential that the mark-to-market methodology
could result in very high or very low benefit levels for the residential and small farm
customers depending upon the differential between the market price and the RL rate. As
a result, BPA and the investor-owned utilities included provisions that both guaranteed a



minimum level of benefits and at the same time capped the upper level of monetary
benefits. The proposed contract establishes a floor of $100 million per year for investor-
owned utility benefits, and a cap of $300 million per year for investor-owned utility
benefits. Through the floor, BPA ensures the residential and small farm customers of the
region’s investor-owned utilities receive a specified minimum level of benefits.
Similarly, through the cap, BPA’s other customers are assured that investor-owned utility
benefits will not exceed a specified amount.

E. Election of All Monetary Benefits for Investor-Owned Utilities

The REP Settlement Agreements provide BPA with the option to elect the actual
amount of power and monetary benefits for the FY 2007-2011 period by October 1, 2005,
one year prior to the beginning of the next rate period. This option has introduced a great
deal of uncertainty for the investor-owned utilities in their resource planning process. To
address this uncertainty, the proposed contracts provide that BPA will make the decision
now to provide all of the benefits as monetary benefits.

In the proposed contracts, BPA agrees it will provide no firm power under the
REP Settlement Agreements for the FY 2007-2011 period. As a consequence, the
proposed contracts will reduce the loads served by BPA, and thus reduce BPA’s need to
rely on power purchases from the sometimes volatile and unpredictable wholesale power
market to serve its loads.

Thus, the proposed contracts provide the investor-owned utilities with the needed
information to assist them with their resource planning during the final five years of their
contracts.

F. Pass-Through of Benefits to Residential and Small Farm Consumers

An additional aspect of the proposed contracts involves the pass-through of
benefits to the investor-owned utilities’ residential and small farm consumers. Under the
proposed contracts, the investor-owned utilities are given an extended period of time to
pass through the benefits to these consumers. Under the existing agreements, as amended
by the FY 2003 Deferral Agreements, the investor-owned utilities can hold benefits equal
to the greater of benefits received six months prior to the pass-through or benefits
expected six months after the pass-through before they must pass the benefits to the
residential and small farm consumers. Under the proposed contracts, periods before and
after the pass-through are extended to thirty-six months. This change is designed to
allow the investor-owned utilities to spread the payment of the benefits to allow them to
moderate the potential variations in rates for their residential and small farm consumers.

G. Clarification of Subscription Strategy
As part of the decision to offer the proposed contracts to the investor-owned

utilities, BPA is also proposing to clarify Section III.C.2 of its 1998 BPA Power
Subscription Strategy. The Power Subscription Strategy as currently written, states:



For the amount of subscription sales not made through physical power deliveries,
BPA will provide a cash payment that reflects the difference between the market
price of power forecast in the rate case and the rate used to make such
subscription sales.

(Emphasis added). It further provides:

Under the 10-year contract, BPA will guarantee 1,800 aMW of power or financial
benefits for the 2002-2006 period and 2,200 aMW for the 2007-2011 period.
BPA intends for this 2,200 aMW to be all power deliveries. If BPA is unable to
deliver all power for the 2007-2011 period, a mechanism similar to that described
above will be used for determining the financial component payment.

As noted above, BPA and the investor-owned utilities agree through the proposed
contracts that the benefits for the FY 2007-2011 period will be entirely financial benefits.
There is also agreement to use a mark-to-market methodology to calculate the financial
benefits. While BPA intended to provide these benefits entirely in the form of power
deliveries, changes in BPA’s loads and in the wholesale market since BPA’s 1998
decision no longer make this practical. BPA’s loads increased significantly over the
levels assumed at the time BPA issued the Subscription ROD. This unforeseen increase
in loads forced BPA to purchase more power in the wholesale market to make up the
difference between its own generation and its load obligations. In addition, the wholesale
power market has been marked by dramatic price swings in recent years. By opting to
provide the investor-owned utilities only financial benefits, BPA can limit its exposure to
the sometimes volatile wholesale market.

The Subscription Strategy also provides that the investor-owned utilities’
financial benefits would be based on the difference between the market price and the rate
paid for power (FBPF and the RL rate in the REP Settlement Agreement). The
Subscription Strategy further provides that if BPA provides financial benefits in the FY
2007-2011 period, it will use a “mechanism similar” to the rate case price forecast. BPA
believes the mark-to-market methodology outlined in the proposed contracts is a similar
mechanism. The mark-to-market methodology does not materially change the manner in
which the financial benefits are calculated. It does, however, provide all parties with a
more transparent method for calculating the market price used in the formula. While
BPA believes this proposal merely clarifies the Subscription Strategy, BPA nevertheless
put this matter out for public comment.

H. Challenges to Investor-Owned Utility Benefits

There are a number of lawsuits pending before the Ninth Circuit Court of Appeals
challenging the manner in which BPA is providing benefits to the investor-owned
utilities. The current contracts are not contingent upon the dismissal of any pending
litigation. While the proposed contracts do not require dismissal of any pending
litigation, the contracts recognize that the outcome of pending litigation could impact the
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parties’ bargained for consideration. As previously noted, the financial benefits are
currently determined by a formula based on the difference between BPA’s rate case
market price forecast (the FBPF) and the RL rate (or lowest PF rate in appropriate
circumstances) multiplied by the amount of the investor-owned utility’s benefits as stated
in annual aMW. The FBPF and benefit levels are impacted by the proposed contracts.
The proposed contracts reflect the basic formula for calculating benefits contained in the
REP Settlement Agreements as they currently exist. The caps, floors and mark-to-market
methodology all relate back to the manner in which BPA calculates the financial benefits
for the investor-owned utilities as established in the REP Settlement Agreements. If the
courts strike down the manner in which BPA provides benefits under the REP Settlement
Agreements, the foundation for the proposed contracts disappears. As a result, if the
court were to invalidate the REP Settlement Agreements, BPA and the investor-owned
utilities have agreed that the proposed contracts would be void ab initio since the
foundation for calculating benefits in the REP Settlement Agreement would no longer
exist. If the proposed contracts are voided, the parties would revert back to the existing
agreements to the extent applicable.

L Consideration for Amendments to REP Settlement Agreements

The proposed contracts with Puget and PacifiCorp include modification of the
$200 million reduction-of-risk discount contained in their Conditional Deferral
Agreements (Contract Nos. PB02-11156 and PB02-11157, respectively). As part of the
consideration for BPA’s decision to offer the proposed changes to Puget and PacifiCorp’s
contracts with BPA, they are willing to forego collection of one half of the reduction-of-
risk discount payments, plus interest, and defer collection of the remaining amount until
the FY2007-2011 period. The other four investor-owned utilities would provide
consideration in the form of a waiver of the remaining portion of the monetary benefits
due each of the utilities in their FY2003 Deferral Agreements. (See Contract Nos. 03PB-
11268, Idaho Power; 03PB-11267 Portland General Electric Company; 03PB-11266,
Avista Corp.; 03PB-11265, NorthWestern Energy.)

J. Payment of Deferred Amounts to PacifiCorp and Puget

Under the proposed contracts, the amounts deferred by PacifiCorp and Puget
amounts to just over $100 million. BPA currently envisions these deferred reduction-of-
risk payments will be part of BPA’s general revenue requirement during the FY 2007-
2011 period. As a result, BPA customers will not see reduction-of-risk dollars as part of
their rates during the current rate period, but will see these dollars as part of their power
rates during the FY 2007-2011 period.

Currently, reduction-of-risk dollars are collected as part of the LB CRAC and
rates are adjusted accordingly. However, not all of BPA’s customers are obligated to pay
the LB CRAC. Customers who signed pre-Subscription contracts are not obligated to
pay the LB CRAC.
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In its next rate case, BPA anticipates it will propose these deferred amounts will
be included as part of its general revenue requirement. By doing so, all BPA customers,
Slice, non-Slice, investor-owned utilities and direct service industries, would pay a
portion of these deferred dollars. However, any actual decision re gard the rate treatment
of these costs will be resolved in those future 7(i) proceedings.

RESPONSE TO PUBLIC COMMENTS

On April 16, 2004, BPA sent a letter to interested parties in the region informing
them of the proposed contracts and asking for public comments. The public comment
period ended on May 14, 2004. BPA received a total of 42 comments as a result of the
letter.

Issue I: Whether the proposed contracts provide near-term rate relief for BPA’s
customers.

Comments: The City of Ashland, Clark Public Utilities, Cowlitz County Public Utility
District, Emerald People’s Utility District, Flathead Electric Cooperative, Idaho Public
Utility Commission, Midstate Electric Cooperative, Inc., Northern Wasco People’s
Utility District, Seattle City Light, Public Utility District No. 1 of Skamania County,
Springfield Utility Board, Tillamook People’s Utility District, Wells Rural Electric
Company and Western Montana Electric Generating and Transmission Cooperative, all
submitted written comments in favor of the proposed contracts. The comments focused
primarily on the rate relief afforded these customers that would result from the cost
reductions and deferrals in the proposed contracts.

The Superintendent of Seattle City Light stated “[t]he effort to restructure the
terms, is from my point of view, clearly beneficial to the region’s publicly owned
utilities, including Seattle City Light. I understand that the restructured contracts may
allow you to avoid a near-term rate increase that many utilities would be forced to pass
along to their retail customers.” The City of Ashland also stated that it supported going
forward with the proposal due to the near-term rate relief it afforded the City. The City
of Tacoma viewed the proposed contracts as an opportunity to “reduce BPA’s near term
costs and provide a real opportunity to deliver rate relief.” Clark, Emerald, Flathead,
Midstate, Skamania PUD, Springfield, Tillamook, and Wells all submitted similar
comments regarding the positive benefits of the near-term rate relief afforded by the
proposed contracts.

Western Montana expressed some reservations regarding deferring costs until the
next rate period, but nevertheless concluded that the overall benefits of near-term rate
relief outweighed their concerns regarding the deferral.

Cowlitz PUD also noted that even though it did not endorse the payment of the
underlying reduction-of-risk dollars, it nevertheless believes that the proposed contracts
are “a crucial part of BPA’s rate reductlon efforts” and encouraged BPA to go forward
with the proposed contracts.
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Northwest Requirements Utilities (NRU) submitted comments on behalf of a
majority of its members that viewed the proposed contracts as a necessary part of an
overall strategy for rate relief in the region. NRU commented that the contracts, in
combination with seeking a reduction in summer spill and a pledge by the Administrator
to seek $100 million in cost cuts and revenue enhancements, provide a meaningful
opportunity for near-term rate relief. NRU also viewed the ability to continue with
litigation challenges as an important part of the overall strategy.

Northern Wasco PUD submitted comments similar to NRU’s. Northern Wasco
PUD also supported the proposal and viewed it as part of an overall strategy for rate relief
that included the continued efforts of the Sounding Board to achieve cost reductions and
revenue enhancements, as well as getting approval to reduce summer spill.

Alcoa submitted comments that noted the proposed cost deferrals are not a
substitute for cost reductions. Alcoa expressed a concern that BPA must not consider the
$100 million in deferrals as a cost reduction and must continue its efforts to obtain real
and permanent cost reductions.

In addition, a number of employees of aluminum smelters in the region submitted
comments generally in favor of the proposed contracts because of the favorable impact it
would have on the price of power. However, some of the comments submitted by other
aluminum workers conditioned their support upon obtaining assurance from BPA that
rates for power in the next rate period would not exceed $30/MWh.

Evaluation: BPA believes the proposed contracts present an opportunity to offer
significant near-term rate relief to all of BPA’s customers that pay the LB CRAC. The
proposed contracts with Puget and PacifiCorp include modification of the $200 million
reduction-of-risk discount contained in their Conditional Deferral Agreements (Contract
Nos. 02PB-11156 and 02PB-11157, respectively). As part of the proposed contracts,
Puget and PacifiCorp forego collection of one-half of the reduction-of-risk discount
payments, plus interest, and defer collection of the remaining amount until the FY2007-
2011 period. Absent executing the proposed contracts, the $200 million would be
recovered as a load reduction expense through BPA’s wholesale power rates in the Load-
Based Cost Recovery Adjustment Clause (LB CRAC) in FY 2005-2006.

It should be noted that, removing $200 million from BPA’s power costs for FY"
2005-2006 would make power rates about 6 percent lower in those two years than absent
the proposed contracts. The actual level of BPA’s power rates in FY 2005-2006 depends
on many factors, including the success of the Sounding Board’s efforts to reduce BPA’s
costs, the National Oceanic and Atmospheric Administration Fisheries’ decision
regarding the summer spill proposal, the amount and timing of this year’s runoff, and
market prices.

BPA agrees with the comments submitted by NRU, Northern Wasco, and others
that view the proposed contracts as a constructive part of an overall strategy to reduce
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BPA rates. The fallout from the 2000-2001 west coast energy crisis is still felt by the
region. While the proposed contracts help address some of the impact, it is only one
piece of a larger strategy to reduce BPA’s costs and enhance its revenues. Alcoa is
correct in noting that the deferral of the $100 million is not a cost reduction and that to
achieve significant rate reductions in the future BPA, must continue efforts in the
Sounding Board, and elsewhere, to cut costs where possible.

A number of aluminum workers conditioned their support for the proposal on
BPA assuring that its rates in the FY 2007-2011 period will not exceed $30/MWh. BPA,
however, cannot provide such assurance in the context of this ROD without violating
applicable statutory provisions regarding BPA ratemaking. BPA’s rates for the FY 2007-
2011 period must be set in a future rate case consistent with section 7(i) of the Northwest
Power Act. If BPA were to provide the requested assurance, BPA would be predeciding
ratemaking issues that can only be made in a section 7(i) rate hearing based on the record
developed in that hearing. While the proposed amendments will have a limited upward
pressure on rates for the next rate period (currently forecasted to resuit in approximately a
1 percent increase on rates) many other factors will have a significantly greater influence
on determining BPA’s power rates during that period.

Decision: The proposed contracts provide meaningful near term rate relief for
customers subject to the LB CRAC by removing approximately $200 million in load
reduction expenses from BPA’s power costs from the LB CRAC for the FY 2005-2006
period. While the current proposal assists in reducing rates, it is only a part of the efforts
BPA is undertaking to reduce its costs and enhance its revenues over the coming months
and years.

Issue 2: Whether the deferral of $100 million in reduction-of-risk payments to the
FY 2007-2011 period is consistent with the rate lock provisions in BPA’s pre-
Subscription contracts.

Comments: Columbia Rural Electric Association, Kootenai Electric Cooperative and
Modern Electric Water Co. submitted similar comments objecting to the proposed
contracts. The crux of their collective concern involves the proposal to defer $100
million associated with the reduction-of-risk payments to the FY 2007-2011 period.
Although the arguments are structured slightly differently, these utilities contend that this
decision breaches their respective pre-Subscription contracts with BPA.

Columbia contends its pre-Subscription contract prohibits BPA from adjusting its
rates during the FY 2002-2006 period. According to Columbia, this means that BPA
cannot adjust Columbia’s rate for the LB CRAC. Based on this, Columbia believes BPA
is effectively violating this rate lock by deferring the reduction-of-risk payments to the
FY 2007-2011 period when these costs will be incorporated into the rate charged
Columbia and others with pre-Subscription contracts.
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Evaluation: The proposed contracts defer approximately $100 million plus interest due
PacifiCorp and Puget under the reduction-of-risk provisions to the FY 2007-2011 period.
By deferring the payments until the next rate period, Columbia, Kootenai and Modern,
along with all other customers, will likely have these dollars included in their rates during
the FY 2007-2011 period. However, the decision on whether to include these dollars as
part of BPA’s general revenue requirement will ultimately be made in a future 7(i)
hearing.

Columbia correctly notes that BPA’s pre-Subscription contracts lock the rates
under those contracts for the FY 2002-2006 period. As a result of the rate lock, the rates
charged Columbia, Kootenai and Modemn, as well as all the other pre-Subscription
contract holders, are not upwardly adjusted for any of the CRACs (LB, FB or SN) during -
FY 2002-2006. The LB CRAC is designed to capture additional costs associated with
augmenting BPA’s system. These augmentation costs include the load reduction
agreements with PacifiCorp and Puget, which include the reduction-of-risk payments.
Because Columbia, Kootenai and Modern do not pay the LB CRAC, each has avoided
any obligation to pay the additional costs associated with augmenting Federal power,
including the reduction-of-risk payments associated with PacifiCorp and Puget’s load
reduction agreements. These costs, it should be noted, were largely incurred after the
pre-Subscription contracts were entered into.

Contrary to Columbia, Kootenai and Modern’s contentions, the pre-Subscription
contracts are not violated by the deferral of the reduction-of-risk payments. BPA’s rate
lock promise applies only to the FY 2002-2006 period. There are no assurances in their
contracts with regard to fixed rates for the FY 2007-2011 period. The proposed contracts
do not impact the current rate charged under pre-Subscription contracts, so there is no
violation of the rate lock. In addition, BPA has not “effectively” violated the rate lock
promise by deferring these dollars to the FY 2007-2011 period as argued by Columbia.
The pre-Subscription contracts do not contain any assurance about how or when BPA
will recover its costs. Additionally, the pre-Subscription contracts do not provide any
shield against paying augmentation costs. The pre-Subscription contracts merely provide
the utilities with an assurance that their rates will not change during the first five years of
the contracts (FY 2002-2006). There is nothing in the proposed contracts that changes
the rates paid under those agreements during this period.

Columbia’s argument also assumes that the pre-Subscription contracts require
BPA to contract for the sale of power and collect rates in a specified manner. BPA does
not agree that its decision to sell a specified amount of power at a fixed price under the
pre-Subscription agreements impacts its ratemaking either during the current rate period
or for subsequent rate periods. BPA’s ratemaking directives require it to recover its total
costs.

BPA also believes pre-Subscription customers obtain a benefit from the proposed
contracts. The proposed contracts include a cap on the amount of benefits that BPA will
provide to the investor-owned-utilities during the FY 2007-2011 period. BPA believes
that proposing these costs be included as part of the general revenue requirement in the
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next rate proceeding is appropriate given the benefit provided by the cap. It should be
noted that any decisions regarding the allocation of these costs among customer classes
will ultimately be made in a future section 7(i) rate proceeding.

Finally, providing rate relief during this rate period is of utmost importance to
BPA. The proposed contracts will allow BPA to avoid over $100 million in costs and
will defer approximately $100 million from the current rate period. Providing near term
rate relief to BPA’s other customers is of paramount importance and outweighs the costs
pre-Subscription customers will be exposed to in the FY 2007-2011 period.

Decision: The proposed contracts, by deferring the reduction-of-risk payments to FY
2007-2011, do not violate the rate lock provisions of pre-Subscription contracts. The
proposed contracts do not impact the rates currently charged to pre-Subscription contract
holders. Similarly, BPA does not “effectively” violate the agreement by deferring the
costs because the pre-Subscription contracts do not contain any provisions limiting the
manner in which BPA recovers its costs.

Issue 3: Whether the deferral of the reduction-of-risk payments to FY 2007-2011
violates BPA'’s rate directives or established regulatory policy.

Comments: Columbia believes that deferring the reduction-of-risk costs into future
rate periods violates BPA’s statutory obligation to set rates to adequately recover its
costs. Columbia contends that BPA will fail to set its rates high enough to recover its
costs if it defers payment of the reduction-of-risk discount and does not use the LB
CRAC to recover the associated costs during the current rate period.

Columbia also maintains that the deferral violates established regulatory policy.
It maintains that Federal regulatory law follows the “matching principle” that requires
costs to be assigned to the periods in which the benefits are expected and rates are to be
paid. Columbia cites American Electric Power Service Corp., 104 FERC Y 61,013
(2003) (“American Electric™) in support of this proposition.

Evaluation: BPA’s rate directives are not violated by the proposed deferral. While
BPA’s rate directives require BPA to recover its total system costs, the deferral of costs
does not violate those directives. As noted above, PacifiCorp and Puget will provide
BPA with a notice terminating the deferral and asking for payments to begin October 1,
2006. By such notice, the payment obligation associated with the reduction-of-risk
discount will not arise during the current rate period. As a result, BPA will not fail to
recover its costs during the current rate period, as Columbia suggests, but rather, the
payment obligation associated with the cost will arise and be paid during the next rate
period.

Additionally, Columbia’s reliance on Federal regulatory law and American

Electric case are misplaced. American Electric was based on the Federal Power Act.
The Federal Power Act does not apply to BPA’s wholesale power ratemaking. BPA’s
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wholesale power ratemaking is conducted pursuant to the Northwest Power Act and
BPA’s organic legislation.

Columbia’s reliance on the American Electric is misplaced for additional reasons.
American Electric involved a request to defer certain costs associated with the start-up of
a Regional Transmission Organization (RTO) until those costs could be recovered
through rates. The applicability to this matter is questionable on several fronts. First, as
noted previously, it involves FERC regulation of a utility under the Federal Power Act,
which does not apply to BPA’s power sales or ratemaking. Second, the Commission
allowed American Electric Power to defer the start-up costs and collect them in a future
period. This is directly contrary to the position argued by Columbia. Finally, American
Electric involved issues surrounding the costs associated with the establishment of an
RTO and has nothing to do with wholesale power rates.

Decision: The deferral of the reduction-of-risk payments does not violate BPA’s rate
directives or applicable Federal regulatory law.

Issue 4: Whether the reduction-of-risk discount is unenforceable and unlawful.

Comment: Canby argues that it has the right to appeal BPA’s final actions to the
United States Court of Appeals for the Ninth Circuit. 16 USC § 839f(e)(5). Canby
contends that the reduction-of-risk discount interferes with those rights by penalizing
public power utilities for not dismissing their petitions. Canby believes that the
reduction-of-risk discount implicates fundamental rights under the United States
Constitution, including the First Amendment right to petition the government for redress
of grievances.

Industrial Customers of Northwest Utilities (ICNU) also asks about the
circumstances under which BPA is legally obligated to pay the reduction-of-risk
discounts.

Evaluation: BPA agrees that parties have the right to file timely challenges to BPA’s
final actions in the Ninth Circuit. Canby’s comments, however, relate solely to the initial
establishment of the reduction-of-risk discounts, not to the deferral of the existing
discounts. The establishment of the reduction-of-risk provisions is not at issue in this
proceeding. The reduction-of-risk discounts were established in BPA’s Load Reduction
Agreements with PacifiCorp and Puget, which were executed on May 23, 2001, and June
11,2001, respectively. Under the Northwest Power Act, challenges to the Load
Reduction Agreements were required to have been filed within 90 days of the execution
of such Agreements. 16 U.S.C. § 839f(e)(5); Bell v. Bonneville Power Admin., 340 F.3d
945, 948 (9th Cir. 2003). The issue presented in the instant case is simply whether BPA
should offer the proposed contracts to the investor-owned utilities. Furthermore,
questions regarding the legality of the Load Reduction Agreements are the subject of
pending litigation. In summary, challenges to the original establishment of the reduction-
of-risk discounts are outside the scope of this proceeding.
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Decision: The legality of the previously negotiated reduction-of-risk discounts is
outside the scope of this proceeding and will not be addressed here.

Issue 5: Whether the mark-to-market methodology for calculating monetary
benefits for the investor-owned utilities in the proposed contracts is consistent with the
section 7(b)(2) rate test.

Comments: Canby and ICNU pose questions to BPA about how it will perform the
section 7(b)(2) rate test using the mark-to-market methodology in BPA’s next wholesale
power rate case. Neither Canby nor ICNU provide any substantive comment on this
issue, but rather merely ask BPA to speculate on how it will handle this matter in BPA’s
next rate proceeding.

Canby asked the following set of questions:

1. Does BPA propose to implement the 7(b)(2) rate test under the new
investor-owned utility methodology? If so, how?

2. If the rate test “triggers,” will BPA adjust the level of investor-owned
utility benefits?

3. If BPA will not adjust the level of investor-owned utility benefits, then

who pays for the protection afforded to public power under the
Northwest Power Act? Will those costs be shifted to DSI rates?

4. If the DSIs do not buy a sufficient amount of power from BPA, then
who is left to pay for the cost of protecting public power from the
triggering of the 7(b)(2) test?

5. What happens to the Residential Exchange Program for public power
utilities? Can they still participate in the REP after October 1, 2006? If
s0, will BPA apply the 7(b)(2) rate test to their benefits?

ICNU similarly asked:

1. Whether the Agreements will impact BPA’s statutory obligation to ensure
that rates of preference customers are no higher than if the Administrator
did not provide financial benefits to the investor-owned utilities.
Northwest Power Act, 16 USC §839e(b)(2). For example, will any of the
financial benefits provided to the investor owned utilities under the
agreements be subject to the rate ceiling test under Section 7(b)(2) of the
Northwest Power Act.

Evaluation: Pursuant to section 7(i) of the Northwest Power Act, BPA can only
resolve issues regarding BPA’s ratemaking in formal evidentiary hearings conducted in
accordance with that section. All issues regarding the implementation of section 7(b)(2)
of the Northwest Power Act and the allocation of BPA’s costs will be resolved in future
BPA section 7(i) hearings.
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Similarly, Canby has inquired about BPA’s plans for implementing the REP with
BPA’s public agency customers. The current proceeding only concerns the proposed
contracts to eliminate a portion of the reduction-of-risk discount, defer an additional
portion, and establish a FBPF for use in calculating future monetary benefits. Issues
regarding BPA’s implementation of the REP are outside the scope of this proceeding.

Decision: Issues regarding BPA’s future ratemaking can only be decided in a formal
evidentiary section 7(i) hearing. Such issues are outside the scope of this proceeding.
Similarly, issues regarding implementation of the REP are outside the scope of this
proceeding. In any case, the questions regarding the 7(b)(2) rate test exist with or
without BPA deciding to go forward with the proposed contracts.

Issue 6: Whether BPA should delay the issuance of this ROD and make the
proposed contracts part of the Regional Dialogue process.

Comments: Canby requests that BPA move its decision regarding the proposed
contracts into the Regional Dialogue forum. Canby notes that BPA informed interested
parties in February 2004 that it would consider the REP and related issues in the Regional
Dialogue process. Rather than following its announced process, Canby argues BPA has
developed this separate expedited proceeding. Canby believes that this will fragment the
Regional Dialogue’s decision making process.

Evaluation: BPA does not believe it is appropriate to move the decisions on the
proposed contracts to the Regional Dialogue forum because the timing of the Regional
Dialogue conflicts with the need to make timely decisions regarding the proposed
contracts.

The Regional Dialogue is a forum where a number of issues related to BPA’s
future obligations and role in the region are being discussed. Under the current plan, the
Regional Dialogue will culminate in a decision document in the coming months on a
wide range of issues. This timetable conflicts with the decision timetable for the
reduction-of-risk payments. The Conditional Deferral Agreement requires PacifiCorp
and Puget to elect by June 3, 2004 whether they intend to terminate the existing deferral
and thereby begin to receive payments in the next fiscal year. BPA’s preferred option is
to execute the proposed contracts with PacifiCorp and Puget prior to June 3, 2004.

BPA prefers this option because it avoids the possibility of unnecessarily
increasing the LB CRAC. The LB CRAC for the October 1, 2004 to March 31, 2005,
period is set in mid-June. BPA fully anticipates receiving notices from PacifiCorp and
Puget terminating the deferral. This belief is based upon an order from the Oregon Public
Utilities Commission directing PacifiCorp to terminate the deferral and representations
by Puget that it intends to do the same. Absent execution of the proposed contracts by
the investor-owned utilities, BPA fully expects PacifiCorp and Puget to seek payment of
the full $200 million plus interest.
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If PacifiCorp and Puget terminate the existing deferral, it is possible that each.
could ask for the payments to begin as soon as possible. The reduction-of-risk payments
will be collected through an upward adjustment to the LB CRAC. If BPA waits until the
Regional Dialogue has concluded to make a decision regarding the proposed contracts,
the LB CRAC set in mid-June could include dollars for the reduction-of-risk payments.

To avoid this problem, BPA placed this decision on a different timetable. By
negotiating a contract with the investor-owned utilities and putting it out for comment
prior to the LB CRAC decision date, BPA provided Canby and others the ability to
comment on the proposed changes and not run the risk of unnecessarily raising the LB
CRAC.

The issues raised by these proposed contracts do not fully address the issues
surrounding the provision of benefits to the investor-owned utilities. Regional Dialogue
is addressing a variety of issues regarding the future of its relationship with the region’s
investor-owned utilities. Those issues will still need to be addressed in that forum. By
resolving the issues surrounding the decision to offer these contracts in this ROD, BPA is
not precluding Canby or others from presenting its opinion on the other investor-owned
utility issues that are still being discussed in Regional Dialogue.

Decision: BPA’s decision regarding the proposed contracts will be made in this
ROD and not shifted to the Regional Dialogue.

Issue 7: Whether BPA is obligated under certain circumstances to pay PacifiCorp
and Puget the entire $200 million reduction of risk payment under the proposed
contracts. ,

Comments: Canby contends that there is an inconsistency between BPA’s April 16,
2004, letter that sought public comment and the proposed contracts. Canby contends that
the letter states that PacifiCorp and Puget will waive $100 million of the reduction of risk
discount and defer collection of the other $100 million until the FY 2007-2011 period.
Canby further notes that the contract “suggests that BPA may be required to pay the full
amount under certain circumstances.” To resolve the inconsistency, Canby posits the
following questions:

1. Under what circumstances do PacifiCorp and Puget have the right
to the full reduction of risk payment?
2. Why would a ruling invalidating the REP Settlement Agreement

also not invalidate the reduction of risk payment?

ICNU also asks about the circumstances when BPA would be obligated to pay
PacifiCorp and Puget the full reduction of risk payments.
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Evaluation: BPA’s letter and the proposed contracts are consistent. Canby’s concern
appears to be with section 4(c) of the proposed contracts. Section 4(c) provides that if
section 4(c) of the REP Settlement Agreement is void, unenforceable or unlawful, then
the proposed contracts that are the subject of this ROD shall likewise be rendered void ab
initio. Section 4(c) of the REP Settlement Agreements with PacifiCorp and Puget
involves the determination of benefits for the respective investor-owned utilities. The
proposed contracts modify that section to include the caps and floors along with the new
methodology for calculating the FBPF. The insertion of the language in section 4(c) of
the proposed agreements is designed to deal with the situation that would arise if the
court strikes the underlying formula in the REP Settlement Agreement. The proposed
modifications to include a cap, floor as well as the new FBPF methodology all relate to
the formula for calculating monetary benefits (i.e., FBPF-RL rate) and the proposed
contracts become meaningless if there is no formula to which to apply the cap, floor or
new methodology.

Voiding the proposed contracts does not mean that PacifiCorp or Puget will
automatically be entitled to payment of the full $200 million as Canby’s second question
assumes. Any court order invalidating the REP Settlement Agreement formula may or
may not impact BPA’s obligations to make the reduction of risk payments. Attempting
to speculate about the form of the court’s order is a fruitless exercise. This agreement
only returns parties to their positions prior to the execution of the proposed contracts.
The court will ultimately resolve any question regarding the extent of BPA’s obligation
to make a reduction of risk payment or a payment under the FY 2003 Deferral
Agreements.

BPA believes the benefits of near term rate relief outweigh any impact caused by
litigation voiding the application of the proposed contracts. Regardless of the application
of section 4(c), BPA’s customers will receive near term rate relief. BPA will not face any
higher costs from the application of section 4(c) than the costs BPA would face if the
proposed contracts were not offered.

Decision: Whether BPA will be obligated to pay PacifiCorp and Puget the entire
$200 million reduction of risk payment if a court order results in voiding the proposed
contracts is impossible to determine at this time without such court order. Regardless of
the outcome of the litigation, BPA’ customer’s will receive the important benefit of near
term rate relief.

Issue 8: Whether the proposed contracts are consistent with REP statutory
provisions.
Comments: ICNU asks whether BPA believes the proposed contracts are consistent

with the REP statutory provisions and what the investor-owned utilities might be entitled
to under a traditional REP.
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Evaluation: The consistency of REP Settlement benefits with the REP is an issue that
- was previously addressed by BPA in the establishment of the REP Settlements. See
“Residential Exchange Program Settlement Agreements With Pacific Northwest
Investor-Owned Utilities, Administrator’s Record of Decision.” Because this issue was
previously decided, it is not being revisited in this proceeding. Also, BPA’s previous
decision is the subject of pending litigation.

Decision: The consistency of REP Settlement benefits with REP benefits was
previously addressed by BPA in a separate forum and will not be revisited in this
proceeding. ‘

Issue 9: What is the impact of the proposed contracts on BPA’s rates?
Comments: ICNU asks what the rate impact of the proposed contract would be.

Evaluation: BPA’s April 16, 2004, letter, which sought public comments on the
proposed contract, stated:

Removing $200 million from BPA’s power costs for FY 2005-06 would
make power rates about 6 percent lower in these two years with this agreement
than without it. This year’s dry spell is tending to push rates in the other
direction, and could overwhelm the impacts of this and other successes at
reducing costs. The actual level of power rates in FY 2005-06 depends on many
factors, including the success of the Sounding Board efforts, National Oceanic
and Atmospheric Administration Fisheries’ decision regarding the summer spill
proposal and this year’s runoff and market prices. We won’t know the final
results for FY 2005 rates until August 2004.

Assuming BPA receives approval from its auditors, the $100 million
would be deferred to FY 2007-2011 and would add $20 million plus interest to
BPA’s general revenue requirement for each of these five years. All of BPA’s
power customers (Slice, non-Slice, investor-owned utility, and direct-service
industrial) would pay these additional costs. This deferral would make power
rates in FY 2007-2011 about 1 percent higher with this proposal than without it.

Decision: Assuming the proposed contracts are executed, BPA’s customers will see

a 6 percent decrease in rates from what they would otherwise be during the FY 2005-
2006 period and a possible 1 percent increase in the FY 2007-2011 period.

Issue 10: What consideration does Avista, Idaho Power, Portland General and
NorthWestern provide to BPA for their proposed amendments?

Evaluation: BPA’s April 16, 2004, letter and this ROD have explained that Avista,
Idaho Power, PGE and NorthWestern provide consideration for the amendments in the
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form of a waiver of the remaining dollars they deferred under the FY 2003 Deferral
Agreements. This amounts to a total of approximately $3.5 million for all four investor-
owned utilities.

BPA believes this is adequate consideration under the circumstances. If one
considers the total contribution from PacifiCorp and Puget as well as the others, thereis
more than $103 million in reductions in BPA’s payments to these utilities, plus more than
$100 million deferred into the FY2007-2011 period. BPA believes, in total, this
constitutes adequate consideration for offering the proposed contracts. It should be
noted, however, that in the event PacifiCorp and/or Puget were to elect not to sign a
proposed contract, BPA has informed all of the investor-owned utilities that it will not go
forward with the transaction.

Decision: Avista, Idaho Power, PGE and NorthWestern provide consideration for
the amendments in the form of a waiver of the $3.5 million remaining of amounts
deferred under the FY 2003 Deferral. This amount, when taken together with the
amounts contributed by PacifiCorp and Puget, provides sufficient consideration for
offering the proposed contracts.

Issue 11: Whether BPA should provide the investor-owned utilities with power or
monetary benefits during the FY 2007-2011 period.

Comments: ICNU asks why BPA elected to provide the investor-owned utilities with
only monetary benefits in the FY 2007-2011 period.

Evaluation: ICNU secks an explanation for why BPA is electing to provide the
investor-owned utilitics monetary benefits as opposed to power deliveries. As previously
explained, BPA elects to provide only monetary benefits under the proposed contracts for
the FY 2007-2011 period. Given BPA’s current load-resource balance, BPA believes it
is reasonable to reduce its overall risk in the market by making this decision. Electing to
provide only monetary benefits allows BPA to reduce the amount of power it must
purchase in the wholesale market to augment BPA’s system. Recent history has shown a
good deal of volatility in the price of power on the wholesale market. By reducing the
need for BPA to purchase power on the market, it will minimize BPA’s exposure to the
volatility of the market. '

Second, BPA’s election also provides assistance to the investor-owned utilities by
resolving some uncertainty regarding their resource needs during the FY 2007-2011
period. By providing notice more than a year prior to the time BPA must make the
election, the investor-owned utilities are better positioned to make resource-planning
decisions.

Decision: Providing monetary benefits as opposed to power allows BPA to minimize

its exposure to making purchases in the volatile wholesale market and contributes to
investor-owned utility resource planning.
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Issue 12: What is the basis for BPA using a mark-to-market methodology along with
the caps and floors in calculating monetary benefits?

Comments: ICNU asks why BPA decided to use a mark-to-market methodology to
determine the FBPF, as well as caps and floors. As noted earlier in this ROD, BPA and
the investor-owned utilities both sought to bring some transparency to the determination
of the FBPF. The investor-owned utilities viewed establishing the market price in a BPA
rate case as an opportunity ripe for manipulation. They believed that pressures on the
Administrator to reduce costs could result in a very conservative determination in a rate
case of the market priced used for FBPF, thereby reducing the level of the investor-
owned utilities’ benefits.

To address this concern, BPA proposed an independent market price survey.
BPA viewed using the independent price survey from a list of EDPs over a multi-month
period as a means of providing the desired transparency and at the same time providing a
similar mechanism for determining the FBPF.

The proposed contracts also hedge BPA’s exposure to the level of investor-
owned-utility benefits. When BPA originally agreed to provide some power deliveries to
the investor-owned-utilities as part of the Subscription Strategy, the power deliveries
were seen as a hedge against the possibility that the financial portion of the benefits
would become higher than anticipated. Unfortunately, the power deliveries did not work
to hedge BPA exposure. At the time of the Subscription Strategy, BPA envisioned a
manageable level of market purchases in order to meet its demand. However, as events
unfolded, BPA found itself in a position that required 1t to make a significantly greater
level of purchases to augment the Federal system to meet its load obligations. This fact
undermined the hedging effect that power deliveries would have had at the time of the
Subscription Strategy. The hedging strategy was further undermined due to the fact that
many of these purchases were made at a time of unprecedented high wholesale market
prices. As a consequence, the hedging effect of the power sales to the investor-owned-
utilities did not materialize as planned.

The proposed agreements do two things to attempt to correct this problem. First,
BPA is electing not to provide any power deliveries. This allows BPA to minimize its
exposure to the wholesale market. Second, the mark-to-market methodology is collared
by a cap and floor. The cap on the on the monectary benefits further ensures that BPA is
not exposed to unanticipated benefit levels for the investor-owned-utilities. The floor,
conversely, represents a trade-off for obtaining the cap on benefit levels. Together
however, the cap and floor bound the level of investor-owned-utility benefits at levels
BPA originally anticipated.

Decision: BPA believes the mark-to-market methodology provides the desired
transparency that, taken together with the caps and floors, provide BPA a hedge against
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exposure to the level of investor-owned utility benefits. These elements, together with
the decision to provide only monetary benefits, provide BPA with a reasonable balance.

Issue 13: Whether it is appropriate to offer the proposed contracts without requiring
all other parties to waive their legal claims challenging BPA's provision of benefits to the
investor-owned utilities.

Comments: ICNU questions the wisdom of providing the proposed contracts without
obtaining agreements from public power to dismiss the pending litigation challenging the
provision of these benefits. NRU viewed the decision to disconnect dismissal of
litigation and the decision to offer the proposed contracts as positive. In NRU’s view,
this decision allowed the cases to continue in a timely manner and yet provide the desired
rate relief.

Evaluation: BPA believes that certain public power litigants are unwilling to dismiss
their current legal claims. Attempting to require them to do so would likely be fruitless.
BPA’s continuing goal is to find ways of achieving near-term rate relief for BPA’s
customers. The consideration provided by the investor-owned utilities in return for the
mark-to-market methodology, along with the other aspects of the proposed contracts, was
a way to achieve this objective without the need to require parties to dismiss litigation.
BPA views this matter much the same as NRU, namely, that the offer of the proposed
contracts achieves needed rate relief and allows resolution of other issues before the
court,

Decision: 1Tt is not necessary to require parties to forego legal claims in order to establish
the rate relief provided by the proposed contracts.

Issue 14: Whether the proposed contracts establish a precedent for post-2011
service to the investor-owned utilities.

Comments: ICNU asks whether the proposed contracts establish any precedent for the
provision of benefits to the residential and small farm consumers of regional investor-
owned utilities after FY 2011. NRU states that its support for the proposed contracts is
conditioned upon assurances that BPA will not rely on them to determine benefits for the
investor-owned utilities beyond FY 2011.

Evaluation: The proposed contracts are not intended to provide any precedent
regarding the manner and method by which BPA will provide Federal benefits to the
residential and small farm customers of regional investor-owned utilities for the post-
2011 period. Such benefits will be established in a separate proceeding,. '

Decision: The proposed contracts do not establish a precedent for post-2011 service
to the investor-owned utilities.
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Issue 15: Whether it is appropriate for BPA to determine investor-owned utility
benefits outside a BPA rate case.

Comments: Alcoa asks whether it is appropriate to determine investor-owned utility
benefits outside of a BPA rate case.

Evaluation: BPA has never established investor-owned utility benefits in a BPA rate
case. Rather, such benefits are determined outside BPA’s rate cases and BPA’s rate cases
simply forecast the projected amount of investor-owned utility benefits for purposes of
establishing rates. The proposed contracts substitute a mark-to-market methodology for a
forward price forecast from BPA’s rate case. Debate over the appropriate level of the RL
rate, however, will still occur in BPA’s rate cases.

BPA believes the mark-to-market methodology represents a reasonable alternative
to a BPA rate case forecast because it provides a level of transparency not necessarily
available with a rate case forecast. Additionally, the annual calculation of the price
forecast will allow investor-owned-utility benefits to be more consistent with the level of
benefits BPA provides its other customers. Under the existing arrangement, benefit
levels are based upon a market price forecast for the rate period. As recent events have
shown, a rate case forecast can deviate considerably from actual market prices
experienced during the period. The difference between the rate case forecast and actual
market prices has contributed to a sense of frustration among some customers that the
benefits from the Federal system are not equitably shared. Using a market survey will
help to address this concern.

Decision: It is appropriate to use a mark-to-market methodology in calculating the
FBPF.

Issue 16: Whether the proposed contracts should be modified to clarify that the
Committee can act only through a unanimous vote, and to avoid the suggestion that there
are two separate categories of Committee actions.

Comments: PacifiCorp and Puget jointly submitted a proposed change to the wording
of the proposed contracts. The proposed changes were not intended to change the
substance or meaning of any section, but rather to clarify the intent of the parties. The
proposed changes are as follows:

1. Section 3(b) of the Independent Methodology should be clarified to help
ensure that section 3(b) is not misread to permit the Committee to act with less
than unanimous vote and more clearly reflect the intent of the parties that the
appointed representatives to the Committee act through unanimous vote only.

2. Delete the words "and determinations" from section 3(c) of the Independent

Methodology to avoid the erroneous suggestion that there are two separate
categories of Committee actions, (i)"actions" and (ii) "determinations."
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Evaluation: The Committee referred to by PacifiCorp and Puget is a group comprised
of one BPA representative, one PNW IOU representative, and one PNW Public
representative. The primary purpose of the Committee is to select a list of eligible EDPs
for the QTP to survey for the mark-to-market methodology. BPA believes that the
proposed changes reflect the intent of the parties and clarifies the current language. It
was the intent that the Committee act through a unanimous vote and the current language
in the contract could be misread to imply otherwise. The proposed changes will resolve
questions that may arise in the future regarding the intent of the contract. BPA will make
these changes before offering the proposed contracts to the region’s investor-owned-
utilities.

Decision: Proposed changes, to clarify that the Committee acts through unanimous
vote only and that that there is a single category of Committee actions, are reasonable and
help clarify the intent of the parties.

CONCLUSION

The proposed contracts for the region’s investor-owned utilities provide for the
deferral of the reduction-of-risk discount to FY 2007-2011. In addition, half of the
reduction-of-risk discount, approximately $100 million, is waived in return for the offer
of the proposed contracts. These actions will lead to a total reduction in BPA’s revenue
requirement in the current rate period of approximately $200 million. Such a reduction
will result in a significant reduction in rates (through the LB CRAC) in the current rate
period, which will provide a benefit to the Pacific Northwest region during troubled
economic times.

In addition, the elimination of possible power deliveries and the provision of only
monetary benefits to the investor-owned-utilities in the FY 2007-2011 period will reduce
the need for BPA to acquire additional power supplies from the wholesale power market.
This will reduce BPA’s reliance on the unpredictable and volatile wholesale power
market, which should enhance the stability of BPA’s rates.

I have reviewed and evaluated the proposed mark-to-market methodology, cap,
floor, and extended period for the pass-through of benefits to residential and small farm
consumers. These modifications provide necessary transparency as well as a fair and
independent system for determining the level and nature of investor-owned-utility
benefits.

I'have also reviewed the proposed changes to the Subscription Strategy and find
that these are reasonable and proper under the circumstances.
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I have reviewed and evaluated the record compiled by BPA on the proposed
contracts. Based upon the record, the reasoning contained therein, and all requirements
of law, I hereby offer the proposed contracts and other related documents and make the
changes to the Subscription Strategy.

Issued at Portland, Oregon, this 25™ day of May, 2004.

Stephen J. Wright
Administrator and Chief Executive Officer
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50 RATE CASE MARKET PRICE FORECAST FOR INVESTOR-OWNED
UTILITIES’ RESIDENTIAL EXCHANGE PROGRAM SETTLEMENTS

51 Introduction

In BPA’s “Residential Exchange Program (REP) Settlement Agreements With Pacific Northwest
Investor-Owned Utilities (IOUs), Administrator’s Record of Decision (ROD), October 2000”
(REP Settlement ROD), the Administrator decided to offer REP Settlement Agreements to
regional IOUs. These Agreements were subsequently executed by BPA and the regional IOUs.
BPA’s REP Settlement Agreements with regional IOUs provide two types of benefits to the
I0Us’ residential and small farm consumers: (1) actual power sales at the Residential Load (RL)
rate or Priority Firm Power (PF) Exchange Subscription rate; and (2) monetary benefits based on
the difference between the RL (or PF Exchange Subscription) rate and BPA’s rate case five-year
flat block price forecast. The establishment of BPA’s five-year flat block market forecast is
therefore an issue in BPA’s WP-02 rate case.

5.2 Rate Case Market Price Forecast for Investor-Owned Ultilities’ Residential
Exchange Program Settlements

Issue

Whether BPA has established an appropriate price for its rate case market price forecast for the
calculation of monetary benefits under the IOUs’ REP Settlement Agreements.

Parties’ Positions

The I0Us (Avista Corporation, Idaho Power Company, PacifiCorp, Portland General Electric,
and Puget Sound Energy, Inc.) argue that $38/megawatthour (MWh) is an appropriate price to
use as the rate case market price forecast for the calculation of monetary benefits under the
I0Us’ REP Settlements. I0U Brief, WP-02-B-AC/GE/IP/PL/PS-02, at 2-5.

Springfield Utility Board (SUB) argues that BPA proposes to increase the IOUs’ financial REP
Settlement Agreement benefits by using a $38/MWh forecast instead of the $28.10/MWh
forecast used in BPA’s May 2000 Final Power Rate Proposal (May Proposal), citing Doubleday,
et al., WP-02-E-BPA-74, at 6-7. SUB Brief, WP-02-B-SP-02; SUB Ex. Brief, WP-02-R-SP-02,
at 5-7. SUB argues that this change is inconsistent with BPA’s prior May ROD. /d.

BPA Staff Position

BPA staff state that $38/MWh is an appropriate price to use as the rate case market price forecast
for the calculation of monetary benefits under the IOUs’ REP Settlements. Doubleday, et al.,
WP-02-E-BPA-78, at 9.
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Evaluation of Positions

To thoroughly understand this issue, it is helpful to review the record that documents the
development of the rate case market price forecast that is used in the calculation of monetary
benefits under the IOUs’ REP Settlements. These REP settlements are described in greater detail
in BPA’s “Power Subscription Strategy” and in the REP Settlement ROD.

For the purposes of the WP-02 rate case, BPA developed price forecasts to be used in:

(1) designing rates; (2) determining surplus revenue; (3) calculating the cash component of the
proposed settlement of the REP with regional I0Us; (4) estimating the cost of augmenting the
Federal Base System (FBS) with five-year flat-block purchases; and (5) developing BPA’s Cost
Recovery Adjustment Clause (CRAC) analyses. Doubleday, et al., WP-02-E-BPA-65. BPA’s
initial five-year flat block price forecast was used for two purposes. Id. The first purpose was
for use in calculating the cash component of the proposed settlement of the REP with regional
IOUs as described in BPA’s Power Subscription Strategy. See Oliver, et al., WP-02-E-BPA-20,
at 3-4. The Power Subscription Strategy, at 8-9, states:

BPA’s strategy is that IOUs may agree to a settlement of the Residential
Exchange Program in which they would be able to purchase a specified amount of
power under Subscription for their residential and small farm consumers at a rate
approximately equivalent to the PF Preference rate.

In Subscription, BPA proposes a settlement in which residential and small farm
loads of the IOUs will be assured access to the equivalent of 1,800 aMW of
federal power for the 2002-2006 period. Of this amount, at least 1,000 aMW will
be met with actual BPA power deliveries. The remainder may be provided
through cither a financial arrangement or additional power deliveries, depending
on which approach is most cost-effective for BPA.

. . . Any cash payment will reflect the difference between the market price of
power forecast in the rate case and the rate used to make such subscription sales.
The actual power deliveries for these loads will be in equal hourly amounts over
the period. . ..

BPA staff stated that it was necessary to develop a separate forecast for this purpose. See Oliver,
et al., WP-02-E-BPA-20. The second purpose of BPA’s initial forecast was to estimate the
purchase price for power for five-year flat blocks of energy to meet BPA’s firm obligations.

Id at 3.

BPA used a combination of qualitative and quantitative assessments as well as professional
judgment to arrive at a price estimate of five-year flat block purchases. See Oliver, ef al.,
WP-02-E-BPA-20, at 3. BPA used actual market experience to derive a price estimate of
five-year flat block purchases and confirmed this estimate by using a derivation of BPA’s
Marginal Cost Analysis (MCA), market quotes for forward transactions in the five-year period,
and a reasonable extrapolation of current market prices. /d. In summary, based on recent market
experience and confirmed by a variety of information using a derivation of the MCA, financial

WP-02-A-09
Page 5-2



swap quotes, and a reasonable extrapolation of current prices using historical and forecasted
assessments of price escalation, BPA determined that a price of $28.10/MWh reasonably
reflected the average long-term purchase price for five-year flat block energy. Id. at 7.

In BPA’s 2002 Amended Power Rate Proposal (Amended Proposal), BPA staff again noted that
BPA’s REP Settlement Agreements provide two types of benefits to the residential and small
farm consumers of regional IOUs: (1) actual power sales at the RL rate or PF Exchange
Subscription rate; and (2) monetary benefits based on the difference between the RL (or PF
Exchange Subscription) rate and BPA’s rate case five-year flat block price forecast. Doubleday,
et al., WP-02-E-BPA-65, at 4. BPA proposed that its RL and PF Exchange Subscription rates
for power sales to IOUs should be subject to CRACs. Id. BPA’s proposed CRACs would affect
the effective level of the RL and PF Exchange Subscription rates and, therefore, the cost of the
power sale portion of the REP Settlements. /d. In addition, the monetary portion of the REP
Settlement benefits would be calculated using the difference between the RL (or PF Exchange
Subscription) rate and BPA’s Amended Proposal for a five-year flat block price forecast, which
differed from the five-year flat block price forecast used in BPA’s May Proposal. Id. In BPA’s
Amended Proposal, BPA staff proposed to use the risk-adjusted average market price forecast for
the Fiscal Year (FY) 2002-2006 rate period that was developed in BPA’s May Proposal. Id. The
risk-adjusted average market price forecast is the average spot market price for all hours of the
year estimated by AURORA to quantify BPA’s operating risk in Risk Analysis Model
(RiskMod) for the Risk Analysis Study. /d. The risk-adjusted average market price forecast in
BPA’s May Proposal was $34.1/MWh. Id,, citing Conger, et al., WP-02-E-BPA-63.

BPA staff proposed this change in the Amended Proposal for some of the same reasons it
proposed to amend the May Proposal. Doubleday, et al., WP-02-E-BPA-65, at 5. First, BPA’s
load obligations had increased substantially over earlier rate case forecasts on which BPA’s May
Proposal market price forecast, in part, was based. Id. The increase in load obligations would
make it difficult for BPA to meet all its augmentation needs with five-year flat block purchases
made prior to the start of the rate period. /d. Since a substantial portion of BPA’s purchase
requirements may be met with spot market or short-term forward purchases, it was more
reasonable to use BPA’s rate case risk-adjusted average price forecast as the five-year forward
flat block forecast of market prices for calculating monetary settlement benefits. /d. In addition,
there was a realistic expectation that market prices could be higher than anticipated in the May
Proposal. Id. Therefore, changing from the prior market price forecast of $28.10/MWh to
BPA’s proposed $34.1/MWh rate case market forecast was a reasonable step to meet the original
intent of the Power Subscription Strategy. Id. The $34.1/MWh rate also would have more
accurately reflected BPA’s purchase power costs for its entire amount of five-year flat blocks of
power for the rate period. Id.

The five-year flat block forecast was designed: (1) to capture the costs of making purchases
prior to the rate period for terms longer than one year to augment the FBS; and (2) to estimate
the cost of advance purchases of five-year flat block energy by the IOUs. Id,, citing Oliver,

et al.,, WP-02-E-BPA-20, at 3. BPA anticipated that actual purchases of power would be made
above and below the forecast price and that a portion of the energy would be provided from
surplus energy and not energy purchased in advance of the rate period. Doubleday, et al.,
WP-02-E-BPA-65, at 5; Doubleday, et al., WP-02-E-BPA-65(E2).
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At the time of the Amended Proposal, BPA staff felt that the risk-adjusted average market price
forecast of $34.1/MWh was reasonable for three reasons. Id. at 6. First, while then-current
forecasts of the average price of the marginal MWh for the five-year rate period, purchased
during the five-year rate period, might average in the $40 to $50/MWh range, BPA had already
purchased over 700 average megawatts (aMW) of power at prices at or below $28.10/MWh. /d.
The then-current estimate of the amount of power BPA would purchase during the five-year rate
period was 3,305 aMW (1,745 aMW of BPA purchases for forecasted loads plus 1,560 aMW of
additional purchases for non-forecasted loads). Id. BPA expected to purchase the 3,305 aMW
per year at an average cost that is below the marginal cost indicated by the then-current market
price forecasts used in establishing BPA’s new proposed CRACs. Id. Second, the monetary
benefits are provided for 900 aMW of IOU RL service under the REP Settlements. /d. BPA
staff stated that the IOUs must make purchases to serve these 900 aMW of RL service during the
five-year rate period. Id. BPA staff argued that the IOUs had known about the need to purchase
additional resources to serve these loads since December 1998 and had likely made some or all
of those purchases. Id. BPA staff argued that since the five-year forward flat block forecast was
designed to forecast the market price of these forward purchases, it was reasonable to conclude
that some or all of the IOU purchases were made prior to the recent increase in market prices.

Id

Third, current estimates of the market price would not be an appropriate forecast to use for
purchases that cover a range of market conditions and purchases. Id. As discussed in the policy
testimony of Burns and Berwager, WP-02-E-BPA-62, BPA had addressed the impact of the
current price volatility for the REP Settlements by proposing to exempt the RL and PF Exchange
Subscription rates from the application of the proposed CRACs when such rates were used for
calculating monetary benefits. Id. at 6-7. BPA staff noted that it was more appropriate to
eliminate the cost impacts of current price volatility from the rates used to calculate the monetary
benefits rather than redoing a forecast at the end of the forecast period, citing Burns and
Berwager, WP-02-E-BPA-62. Id. at7. BPA’s Amended Proposal proposed the use of a forecast
made during its rate case as BPA’s five-year forward flat block forecast. /d.

In its 2002 Supplemental Power Rate Proposal (Supplemental Proposal) direct testimony, BPA
staff built upon their Amended Proposal. BPA staff noted that BPA had made a policy decision
to adjust its forward flat block forecast from $34.1/MWh to $38/MWh. Doubleday, et al.,
WP-02-E-BPA-74. This issue is addressed in the policy testimony of Burns and Berwager,
WP-02-E-BPA-70. This adjustment was made for a number of reasons. Doubleday, et al.,
WP-02-E-BPA-74. In summary, BPA staff recently conducted settlement discussions with all
interested parties in BPA’s WP-02 rate case. Id., citing Burns and Berwager, WP-02-E-BPA-70.
A large number of those parties proposed a partial settlement of many rate case issues. Id. One
element of that proposal was that the forecast used to calculate the financial benefits under the
REP Settlements should be $38/MWh. Id. When viewed in the context of the Partial Stipulation
and Settlement Agreement, BPA staff elected to make this adjustment, also noting that prices had
increased since the time of BPA’s Amended Proposal. Id. While BPA staff did not expect
current prices to continue for the five-year period of the forward flat block forecast, BPA staff
believed, viewed in the context of the total settlement proposal, that current high market prices
lasting through the first 6 to 18 months of the forecast period justified an increase in the forecast
price to $38/MWh. Id.
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In addition to the issue of the rate case market price forecast, there is another issue that affects
prospective REP Settlement benefits. As originally proposed in BPA’s Amended Proposal in the
policy testimony of Burns and Berwager, WP-02-E-BPA-62, BPA staff proposed that the RL
and PF Exchange Subscription rates, only when used for the calculation of monetary benefits for
the 900 aMW designated as monetary benefits in the REP Settlements, should be exempt from
the proposed Load-Based (LB) and Financial-Based (FB) CRACs. Id. BPA staff argued that
REP Settlement Power (1,000 aMW) that is converted into monetary benefits under the REP
Settlement, however, should be subject to the LB CRAC and FB CRAC, in the calculation of
such new monetary benefits. /d. The LB CRAC is designed to recover the cost of serving load
not forecasted in the May Proposal. Id. The FB CRAC is designed to recover higher than
expected costs, including increased market price purchases of power. Id BPA chose to protect
the 900 aMW designated as monetary benefits from current price volatility by exempting the RL
and PF Exchange Subscription rates from the proposed LB and FB CRAC: instead of changing
the forecast of five-year forward flat block purchases. Id. Since the amount of the monetary
portion is fixed, it was reasonable to exclude the load served by the monetary benefits from the
possible rate volatility introduced by application of the proposed LB and FB CRACs. Id. BPA
staff’s proposal provides a greater amount of certainty to the monetary benefit calculation. /d.

The foregoing summarizes BPA staff’s positions in this proceeding. The I0Us agreed with BPA
staff on certain issues, but disagreed with BPA staff on other issues, as noted below. In their
initial brief, the IOUs note that within months of issuing the May ROD, BPA recognized that
unpredicted events had resulted in an extremely volatile market with prices far higher
(particularly in the first two years) than its five-year flat block forecast and increased demand.
10U Brief, WP-02-B-AC/GE/IP/PL/PS-02, at 2. This recognition led to the reopening of this
proceeding in order to redesign BPA’s risk mitigation tools to handle unforeseen costs and make
other appropriate adjustments to its rate proposal. Id. The IOUs also note that because of the
extreme volatility of the current wholesale electricity market, BPA identified and revised its
estimated five-year flat prices several times during this phase of the proceeding. 10U Brief,
WP-02-B-AC/GE/IP/PL/PS-02, at 2-3, citing Conger, et al., WP-02-E-BPA-63, at 14; BPA’s
Supplemental Proposal Study Documentation, WP-02-E-BPA-69, at 5-18; Lefler, et al.,
WP-02-E-BPA-73, at 38; and Doubleday, et al.,, WP-02-E-BPA-74, at 7. The IOUs note that this
extreme volatility led the Joint Customers Group (JCG) to propose cost-recovery adjustments

- every six-months with twice yearly true-ups to the actual cost of purchasing augmentation
power. IOU Brief, WP-02-B-AC/GE/IP/PL/PS-02, at 3. This proposal was incorporated into the
Partial Stipulation and Settlement Agreement. /d., citing Burns and Berwager,
WP-02-E-BPA-70, at 4-14.

The IOUs argue that whether the $38/MWh price used to calculate the financial portion of
benefits for the IOUs’ residential customers constitutes a reasonable five-year flat block forecast
as contemplated by the Subscription Strategy is not a rate case issue subject to Federal Energy
Regulatory Commission (FERC) review. Id. at 4. The I0Us argue that the decision BPA must
make is whether using the stipulated $38/MWh price is arbitrary or capricious based on the rate,
case record. Id. It is not arbitrary or capricious to select $38/MWh where the vast majority of
BPA’s customers, the four state commissions, and BPA staff have agreed (only as part of a
broader settlement) that it is an acceptable proxy for a five-year flat block forecast. 7d., citing
Brattebo, et al., WP-02-E-JCG-02, at 16-18.
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The I0Us argue that BPA and the IOUs recognize that the 28.10 mill forecast is not an accurate
five-year flat block forecast for 900 aMW of power to be delivered commencing October 1,
2001, citing BPA’s Supplemental Study, WP-02-BPA-69, at 5-18, and Brattebo, et al.,
WP-02-E-JCG-02, at 21. 10U Brief, WP-02-B-AC/GE/IP/PL/PS-02, at 3. The I0Us note that
BPA staff, mindful of the Administrator’s commitment to deliver the financial equivalent of
900 aMW of power to the IOUs’ residential customers, yet desirous of lowering BPA’s costs in
the face of a massive rate increase, argued that the five-year flat block forecast need not be
adjusted to reflect today’s prices in order to provide the companies with the financial equivalent
of 900 aMW. Id. Rather, according to BPA staff, the Administrator should exempt these
financial benefits from the LB and FB CRACs and assume that the IOUs purchased some portion
of the 900 aMW between December 1998 (when BPA began purchasing some portion of its
anticipated augmentation needs) and December 2000 (when BPA filed its Amended Proposal).
Id. The IOUs agree that exempting their residential customers’ financial benefits from the LB
and FB CRAC:s is necessary because the Partial Stipulation and Settlement Agreement, in the
I0Us’ view, will not provide these customers with the financial equivalent of 900 aMW at the
proposed $38/MWh price, citing Brattebo, ef al., WP-02-E-JCG-02, at 11. Id. The I0Us argue,
however, that the Administrator need not, and should not, assume that the IOUs had purchased
some portion of the 900 aMW of power before the end of 2000 in order to justify the
reasonableness of the $38/MWh price for the purpose of calculating the financial benefits for the
IOUs’ residential customers. /d. The IOUs argue that, as the JCG explained, BPA staff’s
assumption is wrong, citing Brattebo, ef al., WP-02-E-JCG-02, at 16-17. Id. at 3. Also, the
IOUs argue that it is unnecessary for the Administrator to make such a finding. IOU Brief,
WP-02-B-AC/GE/IP/PL/PS-02, at 4.

BPA agrees with the IOUs that BPA must determine whether using the stipulated $38/MWh
price is arbitrary or capricious based on the rate case record. BPA agrees that it is not arbitrary
or capricious to select $38/MWh where the vast majority of BPA’s customers, the four state
commissions, and BPA staff have agreed (only as part of a broader settlement) that it is an
acceptable proxy for a five-year flat block forecast. After review of the record, BPA agrees with
the IOUs in finding that it is unnecessary to assume that the IOUs had purchased some portion of
the 900 aMW of power before the end of 2000 in order to justify the reasonableness of the
$38/MWh price for the purpose of calculating the financial benefits for the IOUs’ residential
customers. The record shows that the members of the JCG and BPA staff support the adoption
of $38/MWh as the price forecast to be used in calculating financial benefits under the REP
settlements. See Doubleday, ef al., WP-02-E-BPA-74. The record shows that BPA staff also
agree with the JCG that there is currently a broad range of market forecasts in a volatile and
changing market and that $38/MWh, which is reflected in the Partial Stipulation and Settlement
Agreement, represents a reasonable forecast to be used in the determination of financial benefits
under the REP settlements. Doubleday, et al., WP-02-E-BPA-78, at 9. While the record shows
support for the $38/MWh forecast in a volatile and changing market, the record lacks any
evidence demonstrating that the $38/MWh forecast is inappropriate for any substantive reason.
While some parties do not appear to like the result of the adoption of a $38/MWh forecast, which
increases the amount of monetary benefits provided to IOUs under the REP Settlement
Agreements, this does not show any substantive deficiency in the forecast itself. Doubleday,

et al., WP-02-E-BPA-78, at 4-5. The forecast is simply an element that is developed in BPA’s
rate case and inserted into current REP Settlement Agreements, which were previously
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established in separate public processes. As discussed in greater detail below, BPA does not
determine the reasonableness of the REP Settlement Agreements in the rate case. /d. at 4-8.

SUB argues that BPA proposes to increase the IOUs’ financial REP Settlement Agreement
benefits by using a $38/MWh forecast instead of the $28.10/MWh forecast used in BPA’s May
Proposal, citing Doubleday, et al., WP-02-E-BPA-74, at 6-7. SUB Brief, WP-02-B-SP-02. SUB
argues that this change is inconsistent with BPA’s prior May ROD. Id. While BPA’s forecast is
different from that in BPA’s May Proposal, BPA is not precluded from revising the rate case
market price forecast used to calculate monetary benefits under the IOUs’ REP Settlement
Agreements. It should be recalled that the purpose of the forecast is for the calculation of
monetary settlement benefits, that is, the forecast is part of a formula to determine the proper
amount of benefits that should be provided to the IOUs for a settlement of their participation in
the REP. This is a discrete purpose that was originally envisioned in BPA’s Power Subscription
Strategy and for which BPA must develop an appropriate rate case market price forecast. BPA’s
revision to the forecast is being conducted in accordance with section 7(i) of the Northwest
Power Act, also as provided in BPA’s Power Subscription Strategy. 16 U.S.C. § 839¢(i). BPA
staff previously explained why the $28.10/MWh forecast was changed. See, e.g., Burns and
Berwager, WP-02-E-BPA-62, at 14; Doubleday, et al., WP-02-E-BPA-65; Burns and Berwager,
WP-02-E-BPA-70, at 11; Doubleday, ef al., WP-02-E-BPA-78, at 9. BPA therefore properly
changed its rate case market price forecast to $38/MWh from BPA’s May Proposal.

In its brief on exceptions, SUB states that in one section of the 2002 Draft Supplemental Record
of Decision (Draft Supplemental ROD), BPA bases its arguments regarding the Industrial Firm
Power Targeted Adjustment Charge (IPTAC) rate on a limited scope of issues in this proceeding,
while in another section of the WP-02 Draft Supplemental ROD, BPA states that it is not
precluded from modifying the market price forecast for IOU benefits. SUB Ex. Brief,
WP-02-R-SP-02, at 5. SUB argues that this alleged inconsistency should be corrected and the
price used to determine IOU financial benefits should not be increased. Id. First, it must be
noted that while BPA’s own proposal may be limited to certain issues, BPA did not limit the
scope of issues that could be raised by other parties in this proceeding any differently than BPA
did in its May Proposal. BPA’s testimony expressly notes that:

BPA’s Amended Proposal does not require that every issue that was debated and
decided in the May Proposal be reexamined. Many of those issues are not
germane to the cost recovery problem that this amended proceeding has been
initiated to address. By the same token, BPA recognizes that the parties may have
different views on the issues that are germane or may wish to sponsor their own
solution. Accordingly, the scope of this proceeding is limited only to the scopé of
the first phase of this rate case. See 64 Fed. Reg. 44318 (August 13, 1999) and
the 2002 Final Power Rate Proposal Administrator’s Record of Decision,
WP-02-A-02 (May ROD).

Burns and Berwager, WP-02-E-BPA-62, at 3-4. Thus, the scope of this rate proceeding clearly
encompasses the rate case market price forecast for the calculation of the IOUs’ monetary
benefits under the REP Settlement Agreements. The forecast also was expressly raised as an
issue at the outset of BPA’s Amended and Supplemental Proposals. See Doubleday, et al.,
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WP-02-E-BPA-65; Doubleday, et al., WP-02-E-BPA-74. As noted above, BPA staff previously
explained why the $28.10/MWh forecast in BPA’s May Proposal was changed and why BPA’s
proposed $38/MWh forecast is appropriate. .

In addition, BPA staff did not base their arguments regarding the IPTAC rate on a “limitation of
the scope of changes in this proceeding to CRAC redesign and Slice product adjustments.”
Instead, BPA staff reviewed the issue of proposed changes to the IPTAC rate and concluded, in
their opinion, that such changes were inappropriate and that BPA could best address its risk
problems through rate mitigation measures and without having to completely develop new rates.
BPA did not reject the parties’ IPTAC arguments on the basis that they were outside the scope of
the rate case.

Decision

BPA has established an appropriate price for its rate case market price forecast for the
calculation of monetary benefits under the IOUs’ REP Settlement Agreements.

53 Residential Exchange Program Settlement Agreements with Regional
Investor-Owned Utilities

Issue
Whether the benefits provided under the REP settlements with regional I0Us are reasonable.
Parties” Positions

The JCG argues that certain parties’ allegations that the REP scttlement benefits are
unreasonable are based on faulty premises and are beyond the scope of the WP-02 rate
pcheeding. JCG Brief, WP-02-B-JCG-02, at 17-19.

BPA Staff Position

BPA staff note that BPA’s wholesale power rate cases do not establish settlement agreements or
determine the reasonableness of BPA’s settlements. Doubleday, et al., WP-02-E-BPA-78, at 4.

Evaluation of Positions

The JCG notes that, during the hearing, certain parties argued that the benefits obtained by the
IOUs under the REP settlements are, due to changed circumstances, far greater than was
intended at the time the settlement was entered into, and that the level of benefits is now
unreasonable, citing Schoenbeck and Bliven, WP-02-E-DS-06, at 8-10. JCG Brief,
WP-02-B-JCG-02, at 17. The JCG notes that these parties urge BPA to alter the terms of REP
settlements, and to reduce the level of benefits being provided. Id. The JCG argues that these
arguments are based on faulty premises, and should be rejected by the Administrator. Id. The
predicate for these arguments is a faulty comparison between the benefits that the IOUs might
have received under the REP and those being provided under the REP settlements. /d. In
making this comparison, these parties fail to take into account two salient factors. Id.
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First, these parties materially underestimate the level of benefits that might have been available
to the IOUs under the REP. Id. They fail to consider the financial impact of the IOUs being
potentially allowed to include such items as income taxes in average system cost (ASC), and the
effect of market power purchases on ASC, in their benefit calculations. [d., citing Brattebo,

et al., WP-02-E-JCG-03, at 20-23. BPA staff also noted that there are many variables that could
substantially increase the value of the traditional REP. Doubleday, ef al., WP-02-E-BPA-78,

at 2-3. This issue is discussed at great length in BPA’s REP Settlement ROD. Id.

Second, the parties’ arguments fail to recognize that while the escalating price of power on the
wholesale market increases the value of the power available to the IOUs under the REP
settlements, it also effectively decreases the value of the financial portion of the REP settlements
at the same time. JCG Brief, WP-02-B-JCG-02, at 17-18. And since the power deliveries
(1,000 aMW) and the financial benefits (900 aMW) are essentially of equal magnitude, the
increasing value of the power deliveries is essentially negated by the decreasing value of the
financial benefits. /d. at 18. These arguments also overlook the benefit of certainty that BPA
achieved by entering into the REP settlements. /d.

The JCG correctly notes that the remedy sought by these parties, revision of the benefits
available under the REP settlements, is beyond the scope of this WP-02 proceeding. JCG Brief,
WP-02-B-JCG-02, at 18. BPA’s wholesale power rate cases do not establish settlement
agreements or determine the reasonableness of BPA’s settlements. Doubleday, et al.,
WP-02-E-BPA-78, at 4. BPA conducted a separate public involvement process regarding the
development and offer of the REP settlements. /d., citing the REP Settlement ROD. The DSIs
were among the parties commenting on the proposed settlements in that forum. /d. After
issuance of the REP Settlement ROD, the REP settlements were executed by BPA and the IOUs
in October 2000. /d. BPA will not determine the reasonableness of the REP settlements in this
forum.

Finally, the JCG correctly notes that issues regarding BPA’s Power Subscription Strategy were
excluded from the scope of this proceeding in the Federal Register Notice that initiated the
WP-02 proceeding. JCG Brief, WP-02-B-JCG-02, at 18, citing 64 Fed. Reg. 44,318-44,323
(1999). These exclusions were reiterated in the Federal Register Notice that commenced the
amended phase of the WP-02 rate proceeding. Id. This notice stated in part:

The second area of exclusion concerns decisions made in the Subscription
Strategy. The Administrator directs the Hearing Officer to exclude from the
record any material attempted to be submitted or arguments attempted to be made
in the hearing which seek to in any way revisit decisions that were made in BPA’s
Subscription Strategy ...

Id., citing 65 Fed. Reg 75,275 (2000).
Decision

Parties’ allegations regarding the appropriateness of benefits provided under the REP
settlements are misplaced. BPA’s wholesale power rate cases do not establish settlement
agreements or determine the reasonableness of BPA'’s settlements. '
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10.0 CONCLUSION

As required by law, the adjustment to base rates established and adopted in this ROD has been
set to recover the costs associated with the acquisition, conservation, and transmission of electric
power, including the amortization of the Federal investment in the FCRPS (including irrigation
costs required to be repaid out of power revenues) over a reasonable period of years and all other
costs and expenses incurred by the Administrator in carrying out the requirements of the
Northwest Power Act and other provisions of law. In addition, this adjustment to base rates has
been designed to be as low as possible consistent with sound business principles, to encourage
the widest possible use of BPA’s power and to satisfy BPA’s other ratemaking obligations. The
Hearing Officer has assured that all interested parties and participants were afforded the
opportunity for a full and fair evidentiary hearing, as required by law.

BPA must evaluate the proposed adjustment to base rates in a section 7(i) proceeding pursuant to
the Northwest Power Act. BPA must also evaluate the potential environmental impacts of the
proposed rate increases and alternatives thereto, as required by NEPA. In this instance, the
environmental analysis provided by the Business Plan Final EIS details the environmental
impacts of BPA’s 2002 final power rate proposal. The environmental analysis contained in the
Business Plan Final EIS has been considered in making the decisions in this ROD.

Based upon the record compiled in this proceeding, the decisions expressed herein, and all
requirements of law, I hereby adopt the attached General Rate Schedule Provisions as Bonneville
Power Administration’s 2002 final adjustment to the base power rates proposal. In accordance
with Federal Energy Regulatory Commission requirements, 18 C.F.R. section 300.10(g), the
Administrator hereby certifies that the Wholesale Power Rate Schedules adopted herein are
consistent with applicable laws and are the lowest possible rates consistent with sound business
principles.

Issued at Portland, Oregon, this 20® day of June, 2001. -

Acting Edmin' tratof and Chief Executive Officer
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Summer 1999
Jan-00
BPA's Forecast (May 2000)
Ave. of BPA Purchases of 1000 aMW
(August 2000)
November 2000
December 2000
January 2001
March-April 2001
May 2001
June 2001
8/1/2000
10/5/2000
11/15/2000
3/20/2001
3/28/2001
4/18/2001
5/8/2001
5/15/2001
5/21/2001
5/30/2001
6/4/2001

$ per MWh for 5
Year Forward
Supply
23.00
25.00
28.10

28.25
45.00
72.00
80.00
100.59
75.68
53.50

A B PP es € 5 P

28.12
49.02
75.00
96.48
100.59
92.63
78.63
78.63
69.77
57.04
52.00

RPN HHPANG

Mark to Market
Mark to Market
Mark to Market
Mark to Market
Mark to Market
Mark to Market
Mark to Market
Mark to Market
Mark to Market



o iZ i - M : et S50 S DI i
e Hip S %0g %ip M %2y e L0 RS 8 BOU e
Hif LS WET ! whe HER SN RIS I ol
ey %or %S %2r w wsr R T R e -
any 5018 20 puz 01 POPUZ | YOI comi | eome | zoml o

= %0

%eHE

e

8180 :&pPU
501 BI80 BPITU] waifne _ ‘ ezt

_ sanand "sisa o8
souang 8180 SN0

ased e moT - 9% JOVHO g1



CE I SEE By S mRE | WP Wiy %r0s HGG1

%LS § wgy %4y %80 HEY %2 uEy %L Bl

%5 i g0 et %85 wge | s %596 g %02

R A % 4 Y44 Sl Wil Yely SEE R DB i

sy 80 puz 801 0 U S0 PORUZ | pOISL o0 Pz £0 158 0Pz mowL %
%GZ

8180

SN0 8480
8.000NA 8480
80000 ‘84S 8N

9seD 1B JUBLIND - % DVHD g1

S DHOLE
1B R e
TEDIOU] e
V8 OLE e

%001

Tl

%0481

4

FATAS

%0E



24 Sy Wy wee | wow e %08 %507t %961

88 v oy iy eae frre s %88 121 ENO SIS0 5 DI o
i %8y i % W SEY %1y LT %ty B BB S s
e e G0 %2y wEr . mew %5t %18 | w8 | SOUEd SIS0 SN0T S0 e
By 90 Pz e g0 puz 50181 vopiz | eost | EOPER €0 181 Zopuz 0 20ist o

SI8G
S04 '8I8a
8001004 8IS0

$290d '4SQ SN0

S, DIOU e
CB DO et

ReF el h

6 [IOU] wpe |

e

asen 1dxjae UBIH - % OvHD g1

ShGE

%04

WEEL



AT 2= ; %sE N WO w2 it ths e
%08 %l oz it 4% iy ag %5 i BAOH 815
Wig %ay - iy 2% %601 = 22U S
%4e Y%l %Ey Satrt SR G AL HiG S0 SIGT S 01 B0 v
an 8L .
¥ 50 PUE %0

“%Ge

0%

w987

S0

SIS ISDIOU] wmpems

W&}MQW .m»mwm ”Wmmu.mmwﬁmﬁlf; i o www

Lo

S0ANd ‘SIS 1S PIOU] e
S0 'S8 'SNO! S POU]| metpem

oy

aseD 1dely YbiH - o, OvHD g1



sTiy 1 BER LLVE £EEe 592 g08 8 mwm oy 8T8 oFr R A ke

e 05%E 1157 so¢e sov2 P £eer z5an EETE L SIS0 ELOU mwome

200z 00 42 8. 28 e Si42 X 8552 cren 9547 8406 1258 CIBT S PO sl

a8z agvz Brgz zeez S8 ve 8107 2LvE 392 sa6z 2208 S5 50000

957 vz iez 802 8542 g oz iz L5Ez opaz zi8E SN0 5500 st
oy 50 puz 93381 o pu sowL 0 puzE wo®L | foPuZ 018y 2o puz

D0 cd 1EHIRY i

SISQ S PIOU) b |

S0 SIS0 18 PIOU]
8.00aNg 'S1S( S,PIOU} s |
S01ANd *$ISQ "SI0 1S.POU] s |

9SE 19MIR[\] MO - 80lid 18)Jel pue s1ey -d lejd 1S3



) L epEy 8808 i ] 5HEE PEBY o zzie | oeEE Lizie Bk ISR i
i o 8468 REBE £L8% Hyeg PEEE S yidz R BEED P , BIGG B L{0U} s
P oresz LR TR <4 bicz Pl b oghid griz 94T P82 [ oyeR DEEE ROCH EIBG S LA it
L1BE Fa iR PEOZ 84T aLe Flte orgn oLer . BE GYEE Sy g :
oEE BE LT BTHE 19T L e £wey Hgor 848 9882 408
Y 8 pug L O pug if =2 P01 Pz 0351 gopz 1 BB Fiorkaierd 2084

asen) JoxIeN JUaLINY - S8011d 19M4. pue a1ey d4d 1e]d '1S3

SA0L's

s.014nd '8)SQ *

E0tic] 1ONIBY waon
S50 (50U o

810N ‘8180 spRy
5.0 15pou

LRI
006G
ooog
ooge
C00E
00°GE
Dooy
ooy
GO0%
s
0008
4058
Q0L
0Ogd
Goog



gag | sEEs G875 ¥EED ¥g $eas 2118 v44 1 8gEG LB iz B0licd O s
etz s : Pi e e EEB SHED g Gy s LEER VEE ey Hyze BIET IEDOU evlioer
15 oeer 8252 5697 o iz 2822 8027 2922 5006 sose £5Ey SO0 SIS0 S LU .
o0'iE o8z 82z 1562 8g5z 8622 oy iz vz sE0E | B20F Qv ST SIST PR e
CoGueR szuz 9esE 0692 h'2E 96z | leiz 2650 16592 ooie LEOE SIMGNG SIS SII0! 500U e

: Sy B P [orge S pg S B pRE  EGIEL BT ey 31 & P ¥

SIS0 IBDIOUL weiome _ 0oy
S101 ‘SISO 1S PIOUL weifome aney
souand 'si8Q s . .

¥ H 3 g
5910nd ‘850 ‘S.N01

ase) 19x4e|y YBIH - sadld 1.l pue sjey 4d ield '1s3



Base Case w/ IOU's

Low
Med
High

Low
Med
High

1st 02
58%
60%
61%

1st 02
30.48
30.75
30.97

Base Case wo/ I0U's

Low
Med
High

Low
Med
High

1st 02
89%
120%
145%

1st 02
36.43
42.38
47.18

2nd 02
49%
55%
61%

2nd 02

- 28.72
29.86
31.00

2nd 02
59%
84%

109%

2nd 02
30.53
35.40
40.28

1st 03
43%
A%
40%

1st 03
27.46
27.16
26.91

1st 03
35%
47%
58%

1st 03
25.95
28.36
30.35

2nd 03
35%
35%
35%

2nd 03

25.91
25.91
25.92

2nd 03
23%
36%
41%

2nd 03
23.66
26.10
27.24

1st 04
41%
43%
44%

1st 04
27.11
27.53
27.77

1st 04
28%
37%
43%

1st 04
24.72
26.46
27.45

2nd 04
38%
42%
45%

2nd 04
26.50
27.42
27.90

2nd 04
25%
38%
45%

2nd 04
24.16
26.67
27.98

1st 05
42%
42%
42%

1st 05
27.38
27.42
27.44

1st 05
29%
36%
40%

1st 05
24.85
26.16
26.88

2nd 05
37%
39%
40%

2nd 05
26.39
26.71
26.90

2nd 05
24%
34%
40%

2nd 05
23.92
25.80
26.91

Base Case wo/ Publics

Low
Med
High

Low
Med
High

1st 02
83%
104%
121%

1st 02
35.21
39.26
42.53

2nd 02
60%
79%
98%

2nd 02
30.79
34.42
38.05

Base Case wo/ Publics wo/lous

Low
Med
High

Low
Med
High

1st 02
110%
158%
196%

1st 02
40.48
49.63
57.01

2nd 02
68%
104%
140%

2nd 02
32.33
39.28
46.23

1st 03
42%
50%
56%

1st 03
27.35
28.84
30.09

1st 03
35%
55%
72%

1st 03
25.92
29.86
33.12

2nd 03
32%
40%
44%

2nd 03
25.43
27.06
27.82

2nd 03
21%
41%
50%

2nd 03
23.33
27.14
28.91

1st 04
40%
43%
44%

1st 04
26.98
27.48
27.76

1st 04
28%
37%
42%

1st 04
24.60
26.41
27.45

2nd 04
37%
42%
45%

2nd 04
26.33
27.38
27.92

2nd 04
25%
38%
45%

2nd 04
24.02
26.64
28.01

1st 05
41%
42%
42%

1st 05
27.15
27.31
27.40

1st 05
28%
35%
39%

1st 05
24.65
26.07
26.85

2nd 05
36%
38%
40%

2nd 05
26.11
26.62
26.93

2nd 05
23%
34%
40%

2nd 05
23.69
25.73
26.93



1st 06
46%
47%
47%

1st 06
28.14
28.28
28.36

1st 06
32%
39%
43%

1st 06
25.49
26.84
27.62

1st 06
44%
46%
47%

1st 06
27.78
28.10
28.28

1st 06
31%
39%
43%

1st 06
25.17
26.68
27.55

2nd 06
43%
45%
47%

2nd 06
27.48
27.99
28.29

2nd 06
29%
40%
46%

2nd 06
24 .86
26.92
28.13

2nd 06
41%
45%
47%

2nd 06
27.06
27.84
28.30

2nd 06
27%
39%
46%

2nd 06
24.50
26.79
28.14

Ave
43%
45%
46%

Ave
27.56
27.90
28.15

Ave
37%
51%
61%

Ave
26.46
29.11
31.00

Ave
45%
53%
58%

Ave
28.02
29.43
30.51

Ave
40%
58%
71%

Ave
26.87
30.42
33.02

Low

Incd's: IOU
incld's: DS
Incld's: DS
Incid's: DS

Med

Incd's: IOU
Incld's: DS
Incld's; DS
Incid's: DS

High

Incd's: 10U
Incld's: DS
Incld's: DS
Incld's: DS

Low

Incd's: IOU
Incid's: DS
Incid's: DS
Incld's: DS
Market Pric
Med

Incd's: IOU
Incld's: DS
Incid's: DS
incld's: DS
Market Pric

High

ncd's: IOU
incld's: DS
Incld's: DS
Incld's: DS
Market Pric

1st 02
- 58%
89%
83%
110%

1st 02
60%
120%
104%
158%

1st 02
61%
145%
121%
196%

1st 02
30.48
36.43
35.21
40.48

140.40

1st 02
30.75
42.38
39.26
49.63

212.73

1st 02
30.97
47.18
42.53
57.01

270.21

2nd 02
49%
59%
60%
68%

2nd 02
55%
84%
79%

104%

2nd 02
61%
109%
98%
140%

2nd 02 -
28.72
30.53
30.79
32.33
82.90

2nd 02
29.86
35.40
34.42
39.28

125.60

2nd 02
31.00
40.28
38.05
46.23

168.61

1st 03
43%
35%
42%
35%

1st 03
41%
47%
50%
55%

1st 03
40%
58%
56%
72%

15t 03
27.46
25.95
27.35
25.92
46.29

1st 03
27.16
28.36
28.84
29.86
81.22

1st 03
26.91
30.35
30.09
33.12

109.88

2nd 03
35%
23%
32%
21%

2nd 03
35%
36%
40%
41%

2nd 03
35%
41%
44%
50%

2nd 03
25.91
23.66
25.43
23.33
36.69

2nd 03
25.91
26.10
27.06
27.14
64.36

2nd 03
25.92
27.24
27.82
28.91
77.74



1st 04
41%
28%
40%
28%

1st 04
43%
37%
43%
37%

1st 04
44%
43%
44%
42%

1st 04
27.11
24,72
26.98
24.60
27.67

1st 04
27.53
26.46
27.48
26.41
48.54

1st 04
27.77
27.45
27.76
27.45
61.12

2nd 04
38%
25%
37%
25%

2nd 04
42%
38%
42%
38%

2nd 04
45%
45%
45%

45%

2nd 04
26.50
24.16
26.33
24.02
30.58

2nd 04
27.42
26.67
27.38
26.64
53.65

2nd 04
27.90
27.98
27.92
28.01
65.55

1st 05
42%
29%
41%
28%

1st 05
42%
36%
42%
35%

1st 05
42%
40%
42%
39%

1st 05
27.38
24 .85
27.15
2465
26.33

1st 05
27.42
26.16
27.31
26.07
46.19

1st 05
27.44
26.88
27.40
26.85
57.34

2nd 05
37%
24%
36%
23%

2nd 05
39%
34%
38%
34%

2nd 05
40%
40%
40%
40%

2nd 05
26.39
23.92
26.11
23.69
28.83

2nd 05
26.71
25.80
26.62
25.73
50.59

2nd 05
26.90
26.91
26.93
26.93
63.94

1st 06
46%
32%
44%
31%

1st 06
47%
39%
46%
39%

1st 06
47%
43%
47%
43%

1st 06
28.14
25.49
27.78
25.17
24,77

1st 06
28.28
26.84
28.10
26.68
43.45

1st 06
28.36
27.62
28.28
27.55
54.85

2nd 06
43%
29%
41%
27%

2nd 06
45%
40%
45%
39%

2nd 06
47%
46%
47%
46%

2nd 06
27.48
24.86
27.06
24.50
28.31

2nd 06
27.99
26.92
27.84
26.79
49.67

2nd 06
28.29
28.13
28.30
28.14
62.55

Ave
43%
37%
45%
40%

Ave
45%
51%
53%
58%

Ave
46%
61%
58%
71%

Ave
27.56
26.46
28.02
26.87
47.28

Ave
27.90
29.11
29.43
30.42
77.60

Ave
28.15
31.00
30.51
33.02
99.18



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



