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ALLEN BURNS: My name is Allen Burns. [I'mthe
Vi ce- presi dent of Power Marketing at Bonneville's Power
Busi ness Line, a new position |I've had for a coupl e of
weeks. | appreciate the opportunity to get up and listen
to peoples' comments and concerns today. It |ooks like we
m ght have suffered a little bit fromthe nice weather.
The good news is that probably nmeans we'll have plenty of
opportunity for people to share their coments and
concerns on the two issues today.

W& have two things we're going to be tal king
about, I"'mnot going to get into it in detail, because
Steve Aiver will give you a little bit of the context and
background and sone of the reasons why we're doi ng sone of
the things we're doing. W're going to be talking in the
nmor ni ng about standards of service for becom ng a custoner
of Bonneville's. Then in the afternoon we're going to
tal k about the net requirenments policy, which has to do if
you own resources, how much | oad can you place on
Bonnevill e, and how you manage t hose resources. A couple
of inportant issues that we have to tal k about.

| was thinking that maybe what | woul d suggest is
we have a coupl e of objectives for the discussion today
and maybe a couple of ground rules that will help us get
through it. And with a small group that hopefully will be

easier than if we had a larger group. One of our first
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objectives today is to be sure and comuni cate to you what
we' re proposing. Right now we just have a proposal, we're
not going to be making a decision for a while, so there
will be plenty of opportunity to comment. We're
interested in maki ng sure you | eave today, maybe not
necessarily agreeing with what we're proposing, but you
know what we're proposing, and sone of the rationale of
why we're proposing that.

The second objective, and equally and maybe nore
i nportant, and where we're going to spend nost of the tine
is listening to your conments, where you agree w th what
we' re proposing, where you have concerns with that, why
you have those concerns. So we'd like to wal k out of here
maki ng sure we understand where you' re com ng from and
know what your issues and concerns are.

So a couple of ground rules, we're not going to
try to debate things, we're not naking decisions today.
So when we get to that point where you understand what
we' re proposing, we understand your concerns with it,
we' re probably going to try to nove on, we're not going to
try to debate endl essly whose position may be right or
wrong at this point, but make sure we have a good
under st andi ng.

Lastly, we want to make sure everybody has an

opportunity to conment on those issues, and with a smal
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group | think that's going to be pretty easy.

So, with that I'Il turn it over to Steve diver,
and he's primarily responsible in managi ng these and
several other issues.

STEVE OLIVER: | want to introduce people on the
team so as you see themsitting around you know how to
contact themand talk to them Like any good public
nmeeting Bonneville has, | think we're equal nunber of
Bonnevill e people that are here fromthe outside. | want
to introduce Ti mJohnson and Tom M Iler fromour |ega
office staff. A lot of issues we get into here tend to
get back in our legislative mandate, so it's inportant to
have their perspectives and help in terns of questions and
clarifications. Fred Rettennmund and David Fitzsi mons are
here, and have taken the | ead on | ooking at the
eligibility issue, and Larry Kitchen is here and has done
sort of the yeoman's work on the net requirenments policy.
Al so M ke Hansen and Patti Sager, if you have questions or
issues in ternms of how to break through the huge crowd
here and get a comment they'll assist you on that and work
with you on that.

If you haven't signed in, please do so so we have
that. This is a public neeting, and we're trying to
record it. If you would please identify yourself when you

speak we'd appreciate it.
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The agenda today is I'mgoing to do a little
context setting here briefly, and then we're going to go
right into the norning we're going to spend as nuch tine
as necessary on the eligibility issue and Fred and Dave,
Timand Tom are going to do a brief overview on the
standards for service, and then we're going to take
clarifying questions, if there's confusion or just
anything of that nature on it, and then we're going to go
into a pure corment period on it. If you conment during
the questions, that's great, we'll note those, but we're
trying to break it up in that sort of format.

Then we're going to have a |unch break, and cone
back, and Larry is going to give a brief overview on net
requi renents policy, take clarifying questions, and go
into a cooment period on that and then wap it up. Wth a
smal l er group obviously I think it will be pretty easy to
deal with questions along the way. So feel free to break
inwith this size of a group.

So why are we doing these policies? W really
don't do these -- we're interested in doing them They're
fairly conplex. Follow ng the passage of the 1981
Regi onal Power Act, we entered into 20 year contracts with
regi onal preference custoners, and those are due to
expire. One of the key mandates that they arrived at in

the '81 Act was the concept of providi ng Federal power
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benefits only for net -- net requirenents for northwest
customers | oads. And net requirenents neans the

di fference in customer | oads conpared to resources,
dedi cated by the custoner to serve those | oads.

In the 1981 contracts we had a nmechani smcalled
the Firm Resource Exhibit that was used to basically take
the Act and inplement it. And right now for the first
time really in the last 20 years we're taking a | ook at
that, that inplenentation nmethod, and reworking it and
trying to come up with a policy and contract nechanismto
conplete and follow that nandate. At this time when we're
| ooki ng at network requirenents we're required to
determine who is eligible to take Federal power.

A lot of things have happened in the market in
the course of the last five years with whol esal e nmar ket
deregul ati on, and actions by individual states such as
Montana in terns of a retail access and deregul ati on, and
so we've had a lot of interest fromparties, we' ve seen
new parties in terns of formng new public |oads, interest
intribes by formng public utilities and taking power.

So we need to address the issue of eligibility at the sane
time.

Qur objectives in this process are first of al
to be very clear on how we plan to cal cul ate net

requi renents as the basis for post-2001 contracts. W al so
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want to define and docunent standards for eligibility that
t ake Federal power on a preference basis.

Anot her objective was to depart from our course
only to reflect new market conditions or neet needs voiced
by regional interests consistent with the | aw

A third objective that we had was to nake it
possi ble to broadly spread benefits of Federal power
within the region. And this includes northwest tribes,
public bodies, as well as establishing net requirenents
for western utilities in the region, to take residenti al
power to residential and farmloads. W also want to
allow the utilities the greatest flexibility with
marketing their resources and interacting with the market
wi t hout penalizing other regional custoners while they're
about their business doing that.

And finally we want to retain | ow cost resources
for regional use, that's a clear objective we have.

So the process we're about right now, then, is
that in March we sent out some di scussion papers just to
initiate a dialogue with the region. W heard that we
needed to clarify the very conplex issue of net
requirenents and it, by its nature, just is a conplex
i ssue. But we went back in with the Federal Register and
tried to clarify where we're heading with that.

W al so heard there were m xed concerns about the
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standard for service eligibility issue. Sonme parties told
us we weren't going far enough in ternms of relaxing the
standards for service and eligibility, in order to neet

t he deregul ated changi ng market. Qhers said we were
opening far too wide a door in the changes we were
proposing in the policy, and we were going to encourage
sham public utility formation, and that woul d cost

exi sting consunmers noney.

But we went back and took those considerations
and really tried to clarify our policy, by placing themin
t hese Federal Registers, which we published on April 26th,
and we have a proposed public coment close for June 11
Subsequent to that time of the public coment period close
we're going to wite a Record of Decision and taking into
account all the comments that are received. If we
substantially nodify the proposals that we've made, based
on the comrents, it's likely we will put another sort of a
proposed Record of Decision out for comment at that period
and do a final, so everybody can | ook at najor
nmodi fications that have happened. W're interested in
your point of viewin ternms of this public process and the
comment period. Wuld you like a |onger comrent period on
the public registers before the Record of Decision, or
woul d be it be adequate that subject to significant

nodi fication if we cane out with a second conment peri od,
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if things are nodified, but if not, perhaps we proceed to
conclusion in terns of the Record of Decision. So if you
have coments in those areas procedurally, please fee
free to let us know

Once these policies have been finalized through
one of these methods that | was just tal king about, they
will be used, then, by each of the individual account
executives to neet with custonmers and work with you
bilaterally to apply these policies into a contract format
for the post-2001 contracts. And | think there will be a
ot of ability working with individual account executives
to go into great detail on the applications, depending on
your circunstance. |If you have a |ot of resources that
you're interested in actively dealing in the market with,
t hose ki nd of discussions can happen. The individua
account executives will then docunent decisions on scoping
of the net requirements and eligibility issues, if there
are eligibility issues, and we will proceed forward with
contracts on that basis.

At this point just a real rough overview, | nean
really it's just this context setting where we're trying
to head on standards for service was we were trying to
keep our proposal fundanentally consistent with our
hi storic course of conduct, and we've kept six out of the

seven fundanental requirenments in place. The only
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standard we really proposed to change that we're talking
about, al though we've tal ked about that in other areas, is
the obligation to own the distribution system And we
bel i eve that the proposal we've made is relatively
conservative. W're interested in your comments on

whet her that's true fromyour perspective or not, and Fred
Rettenmund will be going into that in nore detail.

Wth regard to net requirenents, this is a
conplex area. And what we tried to do is tried to use the
current Firm Resource Exhibit source as a benchmark for
this, because of the conplexity, because it was, we think
a reasonably good standard that peopl e have understood for
the past 20 years. We're proposing to start pretty much
with that as a benchmark, and we've made an assunption
that after taking a |l ook at all the resources that have
been dedicated in the Firm Resource Exhibits as not being
avai l abl e to take Federal power behind those, that all of
the resources we take a | ook at we're going to assunme have
been exported subject to sonme criteria we laid out that
you woul d basically provide to us, that woul d know t hat
that wasn't a resource used for regional use. |If you can
meet those criteria and requirenents, this area of net
requi renents that woul d have decrenmented, can be
rei nstated and you can preserve your net requirenments in

t hat area.
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It may sound a little bit harsh in the approach
of assumi ng export, but in the context of deregul ated
mar ket, where we don't have information on transm ssion
schedul es and | oads, on the power business side, and we're
not interested in finding that, it's going to rely on a
showi ng by the customers on what they intend to do with
t hose resources, how they intend to use themin the region
or to export them et cetera, as to whether or not there's
a belief or reliance on their ability to have been used
and preserved for regional use. And Larry Kitchen wll
get into that in a lot nore detail in the afternoon
That's our approach.

The last thing | want to cover is the NEPA
coverage. There may be some interest on how these
policies were covered in terns of environnenta
requi renents, review requirenents. On Decenber 21st, BPA
i ssued | ast year the Power Subscription Strategy Record of
Decision that really these policies are really
i npl enent ati on pi eces of. And that subscription ROD was
considered to be, and reviewed, and was within the scope
of our business plan final environmental inpact statenent
that we issued in June of 1995. And in that subscription
ROD that | nentioned we did in Decenber we tal ked about
section 5(b) and 9(c), so our viewis that these policies

have been consi dered and are covered under that
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envi ronnent al i npact statement of our business plan. And
if you want nore information on that, we can tal k about
that at sonme point, | don't know if there are concerns
with that, the person that's the contact on that is Cathy
Pi erce, and we can put you in contact with her

So with that, what we'd like to do is set up a
panel over here that will be Fred Rettennund, Dave
Fit zsi mons, TimJohnson and Tom M I ler, they' |l walk
through the overview a little bit. W have heard that
there may be some interest in paneling, some people my
want to panel and make comments, we're going to leave this
table for commrents, and you can use the speaker or
m crophone in the mddle, and we'll go fromthere. Are
there any questions in terns of process or anything of
that nature? |If not, thanks.

FRED RETTENMUND: Good norni ng everybody. Dave
and | are account executives in Bonneville's retail hubs
and we appreciate, along with Tim and Tom a chance to be
here today.

Steve has done a real good job of doing the setup
for standards of service. | won't go through all that's
in the Federal Register Notice, hopefully all of you have
had a chance to read that or at |least |ook through it.
VWhat I'Il do is kind of highlight sonme of the key points

in that Federal Register Notice, and get on to the
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i nportant part of our session here today, that's the
comment part of it.

The standards for service that Bonneville has
apply both to non-preference entities as well as
preference entities. | think that it's fair to say that
to date anyway there has been nore interest in what the
standards for service and eligibility requirenents will be
for new preference custoners, and we'll probably spend a
little bit nore of our tine and nore enphasis on that part
today than nmaybe the non-preference part of it. Steve had
i ndi cated a nunber of things going on that kind of |ead us
to consider our traditional standards of service and
assess whether or not that's going to work for the future.
I won't go into that.

Kind of the threshold issues when you're | ooking
at standards of service, and technically I don't think
it's a standard for service, per se, it's just the
eligibility for preference, to be eligible to becone a
preference customer there's really a basic requirenment in
the Bonneville Project Act, which is one of our key
gui ding pieces of legislation, and that is you have to be
a public body or you have to be a cooperative to be
eligible for preference status. And there are specific
ki nd of definitions of what it takes to be those two kind

of entities. In large part what it takes is to be a
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nonprofit kind of at-cost business enterprise. In
addition, the Bonneville Project Act tal ks about that
these entities have to be in the business of selling and
di stributing Federal power. That's a key kind of concept,
di stributing Federal power. W' Il talk about that nore in
alittle bit. They also have to be given a reasonabl e
time to formand kind of get in the business of their
utility operation, including being given a reasonable
anmount of tine to arrange for the financing or other kind
of approach to construct or acquire the distribution
systemof facilities that are necessary and desirable to
performthe distribution function

In the long and short, to date over the |ast,
guess, 60 years or so, it's been Bonneville's consistent
interpretation that to be a preference custoner, per the
provi sions of the Bonneville Project Act, you needed to
own, an applicant that was applying for preference status
needed to own its distribution system That's kind of a
key backdrop item

This is the first time that we've ever went out
wi th any kind of broad public involvenent public coment
period. Traditionally the standards for service has been
on a case-by-case basis. If an entity wants to becone a
preference customer, sinply stated they send us a letter

describing their situation, and seek an indication from us
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as to whether they qualify to becone a preference
customer. So this is a different approach for us to kind
of go through this whole process and articulate in a nore
formal way what our standards for service are.

As you can see on the board over here to the
right, which just lists what's already in the Federa
Regi ster Notice, there are six standards for service
starting with the nost basic. Fortunately |I've got them
witten down here, because | can't read that far away, but
legally formed is the first one. Oan a distribution
system and be ready in a reasonable period of tine to take
service fromBonneville. Have general utility
responsibility -- and I'll describe some of these in a
little nore detail later -- and ability to pay for the
services received. Have an adequate utility operations
and structure, and also basically be of sufficient size to
be able to purchase power at a whol esal e, conmerci al
amounts. O course | think all of you know Bonneville is
in the business of selling at whol esale. W don't sell at
retail, with one exception, to a certain class of
i ndustrial custoner, so we need to have the custoners
general ly be of some sufficient size.

I"mnot going to wal k through all of those, |
just kind of would hit on sone highlights about two of

them those being the distribution systemitem as well as
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the general utility responsibility. The distribution
ownership issue, is sort of the fundanental, and |I'm
going to |l ean nore heavily here on ny col | eagues, here,
fromour office of general counsel in a while. I'msure
when we get into some of the clarifying questions phase of
this, but part of our whole legislative structure to
Bonnevill e, of course, and preference sales is to sell to
t hose public bodies and co-ops so that they can fulfill
sort of the basic public purposes of selling Bonneville's
Federal power.

Wl |, what are those public purposes? It's
wi despread use and non-nonopol i zati on of Bonneville's
power, and basically this yardstick for competition. It's
sort of the key backdrops for Bonneville's preference
sal es, and that would include selling at cost, both the
cost of the power, the electrical power that we sell and
in turn the cost of distributing the power at retail.
Those are kind of key aspects of this whole preference
structure, including the distribution part of it, and the
di stribution ownership by the preference entity woul d
al | ow those broad public purposes for Federal power to be
achieved. |I'msure we'll get comment on sone other ways
t hose obj ectives can be acconplished, but traditionally
that's how we've | ooked at it.

On the other one, general utility responsibility,



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

17

that essentially boils down to that the Federal power has
to be sold on a nondiscrimnatory basis, it has to be
available for all types of retail customers, should any --
the preference, the potential preference entity would have
to basically stand ready to serve any retail custoner that
canme forward and requested service fromthat entity within
the service territory, if you will, of that potential

pref erence custoner.

Wl |, what are we proposing to change? As Steve
mentioned, we are only really proposing one change, it's
not a leap fromwhere we have been traditionally, it's a
rat her nodest step fromwhere we've been traditionally,
and it's to change to basically an ownership type
| ease arrangenent for the distribution facilities. Now,
we' re making this proposal for a nunmber of reasons, but to
me it kind of boils down to three keys, one, it appears to
be consistent with DOE policy, and how t hey' ve approach
this in other situations with power marketing agencies.
It may neet the needs of a certain kind of new entities
that would |like to becone preference custoners, and
think thirdly and equally inportant it is still consistent
with the statutes that Bonneville has to operate under and
i s mandat ed by.

VWhat are the fundanental attributes of this

ownership type | ease approach? Well, basically the term
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of the | ease would have to be for the life of the
distribution facilities that woul d be | eased or at |east
as long as the termof the power sales contract that this
entity wanted to enter into with Bonneville.

Secondl y, as part of this whole passing through
the cost basis for the Federal power, the potential new
preference customer would have to have the right or
responsibility for the operati on and mai ntenance of these
facilities and have an ability to control the costs of
doi ng that operation and nai nt enance.

As we said in the Federal Register Notice, the
ki nd of transaction of this ownership type | ease
arrangenent woul d have to be done at arms length with the
owner of the facilities that would be leasing it to the
potential new preference custonmer, and the ability, then
to operate the systemwoul d have to be able for this
prospective preference custoner to be able to do that in
an open and conpetitive process, to select -- either do it
t hensel ves or select sonme other alternative vendor or
provi der of the operation and mai nt enance of those
facilities. So it kind of boils down to that the [ ease --
the party, this new potential preference custoner has to
have the ability to control the distribution costs, if
they go this route.

I"msure we'll get nore clarifying questions and
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ot her comments on this.

Lastly, we put in the Federal Register Notice,
and it is not part of our proposal, but we put in the
concept that contractual capacity rights approach, which
to ne basically boils down to, | think, nmany of you are
famliar with here in the roomw th when utilities that
don't own transmission lines but need to use sonmebody
el se's transnmission lines, they set up basically a
contract with the owner of the transmssion lines to
basi cal |y nake sure they've got the use of a certain
anmount of capacity on those transnmission lines. This
concept at the distribution level is very simlar to that.
It would allow the potential new preference custonmer to
basically contract for a certain anmount of capacity on the
lines that another entity would own. Now, as | indicated,
we' re not making that proposal. There's some significant
| egal questions about whether that's doabl e and wor kabl e,
but we know we're going to get sone coments from sone
folks that are interested in going that way, so we put it
in for discussion purposes.

Even with this last sort of possibility or concept
that we've put in for discussion purposes, this potenti al
new preference entity would still need to performall the
other utility functions, they'd need to be able to either

-- they need to bill, read neters, set the retail rates,
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et cetera, so that would all be part of the package that
this new entity would be responsible for

I"ve run through that real quick, that's kind of
what's in the Federal Register Notice, and | think nowis
the tine to turn to the clarifying questions part of it
before we get on to the nore substantive part, which is
t he conment opportunity.

BOB CRUWMP: The proposed change, is that one that
Bonneville has come up with or is that one that's a
response to customer or customers who have asked for that
change, and if so, who are those custoners and what is the
nature of that deal ?

FRED ROCSE: You need to, for the record, indicate
who you are.

BOB CRUWMP: Bob Crunp, Kootenai Electric. The
guesti on was whether or not this proposed change was
somet hing that Bonneville on their own is proposing or
whet her this was sonething that has been received by
customers or potential custoners, and if so who are those
potential custoners, and what's the nature of their
i nterest and what are they proposing?

FRED RETTENMUND: This is Bonneville's proposal
It's not -- we have had, and | don't know who -- nyself, |
don't know who, if anybody el se has suggested we go this

way. This is our proposal. I1'msure we'll get comments
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t hr oughout the course of this effort that sonme people wll
t hi nk, yeah, maybe this is okay or maybe not. This is our
proposal. | haven't seen any letter that has conme in that
says Bonneville, you ought to put this in your Federa

Regi ster Notice, nor have | heard any direct conmunication

t hat way.
Any other clarifying questions?
BILL DRUMMOND: My nanme is Bill Drummond. [|'m
manager of Western Montana G & T. | was just curious, the

37 Project Act requires Bonneville to give custoners tine
to be able to acquire the distribution systemto construct
the necessary desirable facilities, construct or acquire.
VWhat is your thinking with respect to the subscription
process and how | ong you would be willing to hold power
avail able waiting for a customer to construct or acquire
distribution facilities? Basically I'mkind of asking how
you see the standards of service that you conme up with

wor king in conjunction with the subscription process, and
particularly the timng of the process knowing that it's
to run 120 days after the rate case cl oses?

FRED RETTENMUND: Well, Bill's kind of taken off
on part of the answer, although | didn't bring it up, our
subscription strategy that Steve nmentioned that we
publ i shed in December of |ast year indicates that a

potential new preference customer would have to form and
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have to have -- be able to sign a power sales contract
with us within 120 days after we conplete our rate case
And while we don't know exactly -- right now -- when the
rate case will start, we certainly don't know when it will
end, let's just -- maybe it will end January of next year
if it starts here pretty soon, so the 120 days woul d run
us to about this time next year. So, | think, Bill, your
point is what we've described is about a wi ndow of a year
to get in position to sign a power sales contract. W' ve
heard that that's a pretty challenging standard limted
period of tine for sonmebody to do that. W are
considering if there is a way we can be a little nore
flexible on that, and | would assume part of this process,
when there are conments that conme in for the standards of
service, we'll not only get comments on the standards
t hensel ves but are we allowi ng a reasonable period of tine
to achi eve those standards and still participate in the
next round of contracts. | don't know if that answers
your question.

Bl LL DRUMMOND: You haven't established a tine
frane really yet.

FRED RETTENMUND: W have, per the subscription
strategy we have indicated you need to formand sign a
power sales contract within the 120 days after the rate

case ends. I'mnot saying there isn't -- we are aware
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that there's need, potentially, for sonme flexibility on
that, but we haven't made any, to ny know edge, any fina
deci sions that we can extend that. | think --

STEVE OLI VER: W have not proposed to hold any
power past that point.

LARRY KI TCHEN: The other side is you can al so
sign up later, there's no limtation if a new preference
customer fornms to sign |later

FRED RETTENMUND: | think there is not a
one-time opportunity to sign up and beconme a preference
customer. There is potentially a rate inpact by not
signing up within the 120 day -- by the end of the 120
day. The long and short of it is if all of the inventory
is gone by the end of the 120-day period, we have an
obligation to neet the | oads of a new preference custoner.

We've put in the subscription strategy that if we're

basically out of inventory and we have to go buy, then that

new preference custoner may face a higher targeted
adjustnment rate, | believe we call it.

DANA TOULSON: Dana Toul son, Tacoma Power. |
have clarification of a term You said it would be for
the life of the assets or the Iife of a BPA power sales
contract. Could that be as small as five years? And if
so, why the second eligibility, why not just the life of

the assets, why did you add the termto the Bonneville
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contract on to the standard?

FRED RETTENMUND: O hers are free to junp in
here, nmy answer to that question is it could be as short
as five, quite frankly I think it could potentially be as
short as three, because we have put in the subscription
strategy that it is possible for a custoner to sign up for
preference power for a three year term To ne the basic
logic is if they're going to get the benefits of the
Federal power for X period of time, let's say five years.
Part of the whole construct here is they have to have the
ability to meet the standards for service and pass through
the benefits for that sane period of time. So it's just
maki ng the availability of the PF power, the | ow cost
power, and the ability to formthe other part of that
chain, the distribution function, we've got to be in sync.
I don't know if sonebody el se wants to take a shot at
expandi ng on that, but that would be ny answer to that.

DANA TOULSON: That was my question of
clarification. | was just wondering if a three year |ease
woul d ever qualify as an ownership type | ease, according
to the IRS?

FRED RETTENMUND: That | could not answer, |
won't try. But if there's a coment you'd |like to make
about the duration, we certainly need to have that

provi ded.
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BOB CRUMP:  Your standards of service, |'m
assum ng, at least fromthe nature of discussions would be
applied to prospectively to new custoners, and woul d not
be -- Bonneville hasn't taken the initiative to attenpt to
apply those to existing customers, is that true?

FRED RETTENMUND: Vll, | think we say here in
the Federal Register Notice that we'd be applying these to
potential new preference custoners. It's ny understanding
that the existing preference custonmers, by the very fact
that they already have an existing contract with us have
at one time or another net the standards for service and
unl ess there's a significant change that they sold off al
their distribution facilities or sonething, they're
already eligible and will continue to be eligible to buy

on a preference basis.

BOB CRUWP: | guess | asked the question because
I"mstill trying to explore why it is that you're
proposing to make a change. Internally if you brainstorm

that gee, it would be good to make this change, we think
it's tinely that we do this, | guess that's one |ogic,
line of logic, another could be, well, gee, the world is
changing, the utility business is changi ng, perhaps we
need to recogni ze that there will be new types of
arrangenents out there and make this change so that

ostensi bly you can then open up new opportunities for you
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whi ch raises questions in ny mnd about how far can you
spread the benefits to Bonneville.

DAVE FI TZSIMVONS: | think if you | ook at -- go
back to one of the other original reasons we're doing
this, to finally get the standards of service down on
paper, because we are getting a lot of inquiries, new
interest in formng new publics. And rather than
continuing to do it on a case-by-case basis, if we get
t hem down on paper, so as you enter into that process
you've got to ask yourself, gee, are things different than
they were in the years past and if so, should we adjust to
noder ni ze what those standards are? And as Fred nentioned
it does bring it nmore in line with what current DOE
standards are.

BOB CRUWMP: Have you anal yzed in any way what the
prospective effects of that m ght be?

FRED RETTENMUND: In ternms of the potenti al
nunber of new eligible preference custoners? Not in any
ki nd of rigorous way. W probably all kind of have our
intuitive sense of what that would be, but I don't think
we' ve done a rigorous analysis of that.

Any nore clarifying questions? Well, | know we
didn't do that good of a job of explaining it.

I guess we'll turn to the comment opportunity, if

there are -- that doesn't nean -- | don't think we have to
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be so formal that we couldn't take some clarifying
guestions as we went through this. But | think we should
turn to the conment portion of the neeting now | don't
have the list of who are the conmentors. Just because you
didn't sign up doesn't nean you can't coment, either

' m di sappointed, we let the | awers off easy,
here.

Tom Schneider. Tom from M ssoul a.

TOM SCHNEI DER:  Thanks, | am Tom Schneider. [|'m
a consultant for a nunber of public entities and
aggregators in Montana. And ny comments today are ny own,
although I intend to prepare witten comments by the
deadline to submt official comrents on behalf of the City
of Mssoula. The City of Mssoula knows |I'mhere to
participate as active as | can today on their behal f.

Let me just set the groundwork a little bit in
terns of the activities in Montana and then proceed to how
i nconsistent | think these proposed standards are with the
energi ng conpetitive market, both at the whol esal e | evel
and at the retail |evel.

In 1997 Montana passed a Restructuring Act, which
paralleled in many respects other state actions throughout
the country, but the crux of it is that supply, that
conpetitive product was open, the regulated utilities in

Mont ana were required to provi de equal access, open
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service on their transmssion and distribution facilities
to the extent the state had regul ation, and of course 888
had al ready noved that way on the whol esale side. So the
conpetitive power supply nmarket was opened and the ability
for retail custoners, either individually or collectively
i n aggregate groups, becanme an opportunity for the first
time. And under those auspices first the large industrial
customers had the opportunity a year ago begi nning July
1st to enter the conpetitive supply market in this open
access environnent. They have substantially done that.
The large industrial custonmers in Montana substantially
noved to conpetitive supplies and are acquiring those
supplies over the open access transmi ssion, pursuant to
tariffs, and over the open access distribution, again,
pursuant to state regulatory tariffs. So the regul atory
framework is in place, then, to inplenent national policy
on openi ng the supply narket.

The beauty of, and the rationale for, open access
common carrier type approach is to access the conpetitive
supply in as even-handed a way as possi ble over nonopoly
facilities.

The trends in Mntana, then, for the first tine
are to try and get as nmany econom es of scale as possible
for smaller loads, so that it is not just the |large

i ndustrials that get the benefit of supply conpetition
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but also other retail custoners, and in the |argest case
to date the League of Cities and Towns represented 23
cities and towns and went to the marketplace a coupl e of
times and did, in fact, aggregate about 160 mrunicipa

| oads and are acquiring conpetitive supplies, again, over
t hose nonopoly facilities. The Mntana School Board
Associ ation is about to issue an RFP for an additional 300
school district loads in 60 sone school districts in

Mont ana, al nost 70 school districts. Again, wdely
distributed activity under aggregated type purchasing
arrangenents. That supply again will come over those
regul ated nonopoly facilities.

To switch, then, directly to the standards -- oh
and the other activity in Montana has been for the first
time an interest in the formation of public entities in
addition to the existing rural electric cooperatives.
There are about 26 co-ops in Mntana forned in the
traditional manner over the last 60 or 70 years.

The advent of the restructuring | aw has all owed
the formation, for the first time, of municipal utilities
in Montana. And about a year ago the Gty of Hel ena,
state capital, which is east of the Divide, forned a
muni ci pal utility. Again, to position itself to represent
its constituents, its residential and conmercial custoners

within its jurisdiction to provide electric power supply
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service in the conpetitive market. Again, pursuant to
regul ated tariffs over existing distribution facilities of
t he Mont ana Power Conpany.

The City of Mssoula is just now publishing, and
M ssoula is west of the Divide, is just now publishing its
ordi nances to forma public utility very nuch al ong the
lines of Helena, but is specifically signed to pursue as
aggressively as it can any opportunities to avail itself
of preference status, just as other nunicipal and public
entities have. It is a duly constituted el ected body
acting as it does with other utility services, sewer,
wat er, garbage and so forth. It has a |lot of experience
in that area. Qbviously it wants to qualify for
preference power in this conpetitive market under the Rea
World Public Policy Initiative of open access to
conpetitive supplies.

The requi renent of either owning and operating
distribution facilities to qualify as a public entity to
spread public power benefits to residential consuners
seens to ne -- or to consunmers within its territory, seens
to ne to turn the whol e open access econonm c and policy
basis on its head. What it requires, then, is a
contentious, historic requirenment to condemn facilities,
to acquire -- or to construct duplicate facilities. How

| udi crous can that be in an environnent, at the nationa
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and state level, that's encouragi ng the use of existing
facilities in an open access comon carrier type role?

The requirenent to operate and own or acquire a
long-term | ease of facilities and to neter -- own neters
and read neters has nothing to do with the distribution of
power supply benefits within a region. It sinply is not a
requirenent in order to spread benefits.

The 1999 | egislature in Mntana, know ng that
Bonnevil |l e was proposing these kinds of standards of
service, did a couple of things: They allowed the
formation of a small buyers co-op that had at |east as one
public purpose or objective the ability to enter such
| eases, at least as a -- to give sone |egal basis for
trying to qualify under this standard Bonneville proposes.
They al so all owed formation of municipal utilities and
gave both the ability and the requirenment to provide
default service, which is the obligation to serve
requi renent. That makes sense from ny standpoint, that
what ever public entity qualify not be a sham but rather
have real world supply responsibility and real world
qualification as a duly constituted public entity.

So the Montana Public Service Conmm ssion, then
wi |l have the requirenent to establish default provider
status rules. There will be an application process and

whet her it is the incunbent Montana Power Utility
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Distribution Systemthat ends up with that responsibility
or a small buyer cooperative or a municipal utility public
entity, there are vehicles to do that, and the Conmi ssion
is going to have to deci de whether or not -- what best
serves the public. And the City of Mssoula, of course,
wants the ability to step into that role to serve its
citizens, just as the cooperatives and the nunicipa

public utilities in the Northwest have for a long tine.

The contracts face a cliff in 2001. No one can
rely on those contracts in this new environment. W are
in a new conpetitive environnent and it seens to ne that
the policies of Bonneville ought to reflect those kinds of
realities.

So | would sure urge that the requirenent rel ated
to ownership and | ong-term | ease type arrangenents are, in
fact, -- the novenent to long-termlease arrangenent is in
fact a real baby step. What it will do in reality,
think, is end up with a stillborn situation in Mntana,
where new public entities are forced into a noneconom c
duplicative type arrangenment to condemm and go through
t hose ki nds of procedures, which really have not been done
in Montana, in lieu of a regulated tariff, open access
environnent. Wiy, froma public policy point of view,
woul d one of the key players in the region seeking to

spread public benefits in the region want to force that
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kind of a result? | would urge you to reconsider

W will be submitting conments, written conments,
and | don't knowif we're going to play the gane in
Portland or not, but thanks for the chance to be here.

FRED RETTENMUND: Thank you, Tom

Bill, I think you re up next.

BILL DRUMMOND: My nanme is Bill Drummond. [|'m
t he manager of Western Montana G & T in Mssoula. Like
Tom ny comments are in draft form really. They are ny
own, | have not had an opportunity to submt themto ny
board, so I can't present themas an official G& T
position, but they will be what |'msubnmtting to them
" mgoing to paraphrase a lot of what 1'Il be submitting
inwitten formso as to save sone tinme. But | do want to
say at the outset that we commend Bonneville for
acknow edgi ng the significant changes that are sweeping
the electric utility industry, and it's a difficult task
to try to update | aws that have been in place for over 60
years and bring them-- nake themrelevant to today's
circunmstances. And that's exactly the task you've got in
trying to deal with the 1937 Project Act and subsequent
legislation, and still try to devel op the new Standards of
Servi ce.

VWil e Bonneville's made a good effort to nodify

t hese standards, the proposal does not go far enough, in
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our opinion, to acconmodate these industry changes.
Western Montana G & T reconmends that the proposal be

nodi fied to acknow edge the uni que circunstances faced by
consumers in states that have already adopted utility
restructuring legislation. In particular, regiona
preference entities in states that have distribution
system open access requirenments, Public Service Conm ssion
regul ation of distribution costs and that have a utility
obligation to serve nust be allowed to purchase preference
power from Bonneville. In other words, the Standards of
Service need to be changed to conport with the changes
that are occurring in the electric utility industry. And
we support the capacity rights concept that's included in
the last part of the Federal Register Notice.

Let me touch upon three el enments of the Standards
of Service. First, the distribution function. There's
several reasons why Western Montana G & T believes that
Bonneville's requirenent for distribution system ownership
shoul d be nodi fi ed beyond what is al ready bei ng proposed
in the ownership type lease. First, the 1937 Project Act
does not require ownership of distribution assets as a
condition of purchasing preference power. The rel evant
section of the Project Act is section 4(d), and if you
read that section it basically requires Bonneville to give

the preference entity sufficient time to be able to
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construct or in order to get the financing necessary to
"construct or acquire the necessary and desirable electric
distribution facilities." As this section clearly states,
Bonneville is to give -- basically in the case of a state
that's already opened its utility industry to retai
conpetition, it is required that distribution facilities
be treated as a conmon carrier. Oanership of distribution
facilities is not necessary to allow the benefits of
Federal power to flow through to the retail custoner.

Second, Bonneville's proposed position
contravenes the vision of the electric utility industries
that's included in the Administration's recent
restructuring proposal. The Administration's proposa
endorses exactly the sort of retail open access that
Mont ana has al ready adopted. And it's ironic to us that
Bonnevill e's proposal would actually punish states that
follow the Administration's |ead on restructuring by
maki ng the customers of those states potentially
ineligible for preference power.

Third, the logic that does not obligate ownership
of transmi ssion facilities in order to obtain preference
power is equally applicable to distribution facilities.
Ownership of transmssion facilities is not a necessary
condition to obtain preference power, because the cost of

the transm ssion service is regul ated by the Federa
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Der egul at ory Conmi ssion, while -- with open access and
conti nued FERC regul ati on of transm ssion costs the
benefits of cost-based Federal power can flow directly
through to the preference entity without fear that those
benefits would be captured by the transm ssion owner as
nmonopoly rents. |In Montana, where open access of the
distribution systemis required by state | aw, and where
the cost of the distribution systemw Il continue to be
regul ated by the Montana Public Service Conm ssion
ownership of the distribution systemis not necessary to
guarantee that the benefits end up with the fina
consuner .

Bonneville stated in an enclosure to its My
14th, 1999, letter to Mck Robinson, who is the senior
policy advisor to Montana Governor Roscoe, that "the
ability to control costs is an inportant aspect of the
customer's ability to denonstrate that the benefits of
cost-based Federal power will be passed on to the retai
consumer."” Again, with Public Service Conmi ssion
regul ation of distribution systemcosts, we don't believe
that ownership is necessary.

Finally, it's ny understanding that the Wstern
Area Power Adm nistration's recent proposal to sell power
to Native Anerican Tribes explicitly states that ownership

of poles and wires is not a necessary condition for their
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recei ving preference power. As part of its energy
pl anni ng and managenment process WAPA specifically rejected
the previously held condition that eligible tribes own
distribution assets in order to receive an allocation of
preference power. WAPA is now negotiating the delivery of
Federal power to these tribes, even though the tribes do
not own any distribution assets.

VWhat di stingui shes Bonneville's requirenent for
di stribution asset ownership as a condition of preference
service to tribes and preference custonmers from WAPA' s
condition lacks in that constraint is unclear

Let me turn to the obligation to serve. The
obligation to serve -- I'll shorten this -- in essence, in
the State of Montana as Tom descri bed, the Public Service
Conmmi ssion will determne who is the default supplier, who
carries the obligation to serve those custoners that
ei ther don't have a choice or have not el ected an
alternative supplier. And that default supplier will be
obligated to serve all custoners within the territory
designated by the Public Service Comr ssion for custoners
that are less than 100 kilowatts in size.

Bonneville lists as one of its requirenents in
t he Standards of Service, that the preference power
purchaser nust have the general utility obligation to

serve. In Bonneville's words, this assures that Federa
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power will be sold by the applicant in a nondiscrimnatory
manner to the benefit of the general public, and
especially -- in Mntana when a supplier obtains default
supplier status, it agrees to shoulder the utility
obligation to serve. That default supplier obligation
extends to all custoners of the appropriate size within
the territory designated by the Mntana PSC

In the aforenentioned letter to Mck Robi nson of
May 14th, Bonneville also notes that its utility -- this
is Bonneville's utility obligation to serve requirenent --
contains no custoner size restriction, as does the Mntana
| egislation. This concern that Bonneville raises is
unfounded for two reasons, first, as noted in Bonneville's
letter, this is a quote, "Bonneville has traditionally
required that a customer serving retail |oad nust have a
‘utility responsibility to serve.' this neans that any
retail consuner may request and obtain service linmted
only by service area or franchise restriction.” Basically
in the franchise restriction is what | want to enphasi ze.
The Montana | egi sl ati on authorizing default supplier
status specifically places a restriction on how | arge a
customer can be in order to obtain default supplier
status. And so in our view the franchise restrictionis
contained in the state law, so that should not be a

probl em
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Second, if you |l ook at section 4(a) of the
Bonneville Project Act, it tal ks about ensuring the
benefits of facilities, basically Bonneville's facilities,
shoul d be operated for the benefit of the general public
and particularly of donestic and rural consumers.

Donestic and rural consumers are exactly the custoners
that woul d be served by the default supplier envisioned in
the recent Montana legislation. It's difficult to
understand how a preference utility explicitly designed to
serve donestic and rural custoners would therefore be even
eligible to receive preference power, because it was not
legally able to serve large comercial and industri al

cust oners.

Last standard of service I just want to nention
briefly, is the operations and structure standard. This
portion of Bonneville's proposed Standards of Service
needs to be nodified to acknow edge that the issue is
whet her "the applicant has the ability to fulfill its
responsibilities and duties under a power sales contract.”
Al t hough the proposed standard expl ains that Bonneville
will exam ne the applicant's ability to perform netering,
billing, performoperations, maintenance, et cetera. The
real question is whether it's able to neet its contractua
obligations to Bonneville.

For exanpl e, under Montana's restructuring
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the metering function is to remain the

distribution facility's responsibility. The inportant

el ement for the commodity provider

is whether it will be

able to access the nmetering data to be able to send out

bills,

recei ve funds, et

cetera. Bonneville's proposal

should be clarified to distinguish that the agency is

really only interested in whether the purchasing utility

can ful fil

owns the neter.

on.

its contractual

obligations, not whether it

Again, | will be submitting final coments |ater

FRED RETTENMJUND

Bill, if you would all ow ne,

can | ask one clarifying question fromthis side?

t hought

for those states that

access | egislation.

understood you to say in your initial remarks

have al ready passed basically retai

Do you have the conment about

prospective if we get another state in the Northwest

passing a | aw next year

on that situation?

Bl LL DRUMVOND:

what woul d be your sort of view

I think the standards woul d have

to apply to them as well. You can't

St andards of Service

wel | ?

FRED RETTENMJUND

Bl LL DRUMVOND:

You' d open

It's hard for

be changi ng your

it up for them as

nme to forecast what
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they might do and how their open access requirenments m ght
eventual |y conme out.

FRED RETTENMUND: | wondered if you were
grandfathering in only those that have passed it today?

Bl LL DRUMVOND: That woul d be okay --

FRED RETTENMUND: Thanks, Bill

Mar gi e?

MARG E SCHAFF: Thank you. |'m Margie Schaff and
I"mwith the Affiliated Tribes of Northwest Indians. The
Affiliated Tribes applaud the application of preference
status to Indian Tribal utilities that neet the Standards
of Service established by Bonneville. That's a historic
decision by the Administrator and it's much appreciated by
many tribal entities. The Tribes recognize the inportance
of reasonably priced, reliable and consistent electrica
service to their reservations. Power is a basis of
infrastructure that is a cornerstone to economc
devel opnent. And as tribes nove into the new nmill ennium
we' Il further our cultural and econom c devel opnent by
i nsuring access to basic comunity services and by
managi ng these services in ways that nmeet the needs of the
reservation, the tribal culture and the region. W
appreci ate the opportunity to participate here as
preference customers in this discussion, and to provide

our coments on the proposal
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The weal th of tribes has always been tied to the
rivers and ot her natural resources and access to those
resources is of utnost inportance. Qur econom es and
t hose natural resources have changed over tinme, but basic
rel ationships, rights, obligations, prom ses, and the
different treaties between the various tribes and the
governnent remain the sane.

Tri bes have a different political status to
Bonnevill e than do other custoners, due to the triba
trust responsibility, and due to the
gover nnent -t o- gover nnent status established in executive
orders and policies.

Many treaties guarantee rights which are rel ated
to and affected by the operations of the river systens and
by the sale of power. Federal actions affecting the river
systens over the past 60 years have not lived up to the
obligations of the trust responsibility. Even though the
responsi bilities have been consistently espoused by
Federal courts since 1831, and the trust responsibility
derives fromthe Federal government's original, purposefu
destruction of the tribal l|ivelihoods and econonmies. The
Supreme Court in 1941 in the case of Sem nole Nation vs.
US, stated that the Federal governnent has charged itself
wi th noral obligations of the highest responsibility and

trust. Its conduct as disclosed in the acts of those who
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represent it in dealing with the Indians should therefore
be judged by the nost exacting fiduciary standards. The
same trust principles that govern private fiduciaries,
al so describe the scope of the Federal governnent's
responsibilities to the tribes. These include preserving
and protecting trust property, including a trust duty of
protection when off reservation actions affect triba
rights. Second, informng the beneficiary of the
condition of trust resources and third, acting fairly,
justly and honestly in the utnost good faith and with
sound judgnent and prudence.

The court's conmonly reiterated that the trust
i nposes on the United States an overriding duty to dea
fairly with Indians wherever |ocated. Laws passed and
treaties signed are to be broadly construed to protect
tribal interests. While history has not al ways
exenplified the Federal trust responsibility, the
Affiliated Tribes of Northwest Indians has been pl eased
with the current, continued governnent-to-gover nment
consul tation between Bonneville's Adm nistrator and the
tribal councils. And the Administrator's willingness to
listen to and consider tribal concerns and to exercise her
trust responsibility. W therefore make the foll ow ng
comments to the proposal before us: First, triba

utilities forned under tribal |aws to service reservation
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| ands should be interpreted to be either public bodies
under section 3 of the Bonneville Project Act or
cooperatives. Limting tribal utilities to the status of
cooperatives limts our ability to use tribal tax exenpt
bonds and other financing fornms stemm ng froma
governnmental status. It also insults the

gover nnent -t o- gover nnent status between the tribes and
Bonnevi | | e.

I mportantly, sonme el enents of sovereignty
i nherent in tribal governnental bodies may be | ost by
creating cooperatives. Also cooperatives are a new form
of entity that is not known in the financial world, this
adds risk and therefore percentage points and cost to our
ability to obtain financing.

Tri bal governmental bodi es have standard
financial arrangenents used to raise capital for
infrastructure projects. Wile section 3 of the
Bonnevill e Project Act does not specifically nmention
Indian tribes, along with "states, public power districts,
counties, municipalities, including agencies or
subdi vi si ons thereof, nunmerous other statutes that do not
mention tribes, have been interpreted to include themto
further the intentions of the laws. (Obligations under
Indian law, and there are nunerous cases, and the Federa

trust responsibility, allow the Adm nistrator to consider
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atribal utility to be "a public body," preference entity.
Regi onal tribal |oads equal |ess than 50 negawatts,
however, no tribe will likely forma utility if they are
not able to obtain reasonable financing. Due to this
mnor glitch in reading statutes, they will not be able to
form

Qur second issue is timng. W support the
opportunity of tribal utilities to subscribe to | onest
cost Bonneville power throughout the 20-year period under
flexible rules allowing a reasonable tinme to determ ne
engi neeri ng, econom c and managerial feasibility for
utility establishment and to establish boards and obtain
financing. Cities and counties have historically and
traditionally been eligible preference custonmers. W have
known of this opportunity for a very short tinme, and stil
do not know all of the requirenents necessary to form
their utility. Upon clarification of the Standards of
Service we will still need to negotiate with suppliers and
current service providers. The current proposal does not
allow us time to acconplish that. W request an extension
of this time. Perhaps tribes and other new custoners
could al so be provided the right to subscribe at the
| owest cost to power becomi ng avail abl e as ot her
customers' contracts expire throughout the 20-year period

of tine.
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The Affiliated Tribes al so support Bonneville's
approval of ownership type | ease arrangenent for power
distribution to power custoners. W further support
Bonnevill e's approval of contractual capacity rights for
delivery of Bonneville power. These are consistent with
DCE policies of open access, and encouragi ng conpetition,
and the w despread use of Bonneville's power.

The request by sone entities that the ownership
obligation remain is basically a request by those entities
tolimt the ability of new entities to becone preference
entities. |If there's truly a policy reason for limting
t he nunber of preference custoners, that issue should be
addressed directly, and should not be hidden behind an
i ssue of ownership of wres.

Wth the unbundling of services throughout the
utility industry there's no technical or commercial reason
torequire a utility to own its wires. Leasing or shared
capacity keeps costs down by elimnating the need for
redundant facilities. As an exanple, the Fort
Moj ave Indian tribe in Nevada, which was a fornmer WAPA
customer, years ago before the policy changes, has | ands
interspersed with private lands, and they were required to
own facilities by WAPA. They built an entirely redundant
di stribution system where next door a nontribal menber

was served by soneone el se. The Fort Mjave is still the
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| east expensive electric supplier in the State of Nevada.

The | eased capacity rights works beautifully in
hi gh voltage transm ssion systens. The policy of |easing
or contracting for delivery services encourages
cooperation and community anong utilities serving
different custoners in the sanme proximty. W also
support the Bonneville suggestion of reliance on governing
law to determne who will have the obligation to serve and
the obligation to own w res should open access | aws be
passed by either states or tribes, their |aws should be
considered in Bonneville's decision of who is a preference
custoner and who has net the standard of service.

W suggest that any |ease or contract for use of
the wires be for the life of the BPA power supply
contract, however, and not for the I[ife of the facilities
as suggested by Bonneville in the Federal Register Notice.

The Affiliated Tribes of Northwest I|ndians | ook
forward to an exciting and cooperative relationship with
Bonneville and utility neighbors, and again we appreciate
the opportunity to coment and we | ook forward to a
conti nued positive working rel ationship.

FRED RETTENMUND: Thank you, Margie. 1Is there
anyone el se who didn't sign up who would |ike to conment
at this tine? Bob?

BOB CRUWP: Bob Crunp. |'m general nmanager of
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Kootenai Electric. And these comments are not only ny
own, but I"'maquite sure that ny board woul d agree, as
wel | .

First of all, | guess ny major concern is that in
Bonneville's attenpts to spread the benefits in the region
as far as they possibly can will have the effect of
actual |y spreadi ng thenselves too thin, and rendering the
benefits practically nil over the long-term And
specifically I guess |I'm concerned about post-2006 tine
period. I'mfairly confident that you can, over the next
rate period, cone in with rates that are going to be
attractive and people will find beneficial. Qbviously a
| ot of these people wouldn't be here saying the things
they are, if that wasn't generally accepted, although I
still find it ironic if you had done this process a few
years ago, you probably woul dn't have heard sonme of these
comments. That's my maj or concern

As far as the State of Mntana goes, | find that
particularly interesting, too, and | guess ny easiest way
of explaining that is obviously the state wants to have
its cake and eat it, too. And | have to question whether
or not their faith in the open market and deregul ation is
as strong as it should be, given they'd |like to have
access to Bonneville Power.

The two don't seemto nme to go together. |If they
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were willing to take the risks when they deregul ated, then
why do they need Bonneville Power?

My concern also is with new preference custoners,
and this goes with ny first point, as new preference
customers or new custoners, period, cone on the scene, it
seens to ne that Bonneville needs to have sone way to
differentiate, and I know there are several proposals out
there to do that, to differentiate as far as what would be
the priority firmrate that they m ght pay. Custoners who
have been on the Bonneville system historically have
shoul dered the burden, have been there as a good load to
Bonnevill e, ought to continue to get the benefit of that
relationship. And I'Il probably be subnmitting nore
detail ed comments, but those are ny general ones.

FRED RETTENMUND: Thanks, Bob. Anyone el se that
would I'ike to conment? We're open for witten coment
until the 11th of June, and we are going to have anot her

session next week in Portland, so this isn't your only

chance. | appreciate it, and | guess we're done, and
we'll turn it back over to Steve

STEVE OLI VER: Thank you. | have sort of a
process question, here. It's 11:20. W have a very large

convention or a couple of them going on here at the hotel
and there's one restaurant. So we have a couple of -- |

think the two options are we could break now and get ahead
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of the restaurant cromd a little bit, conme back and do the
overvi ew on net requirenments and take coments on it, or
we could end up just working through this whole thing
right now, and everybody get a very late lunch. So
really would -- | think we're willing to do it either way.
And probably the overview that Larry is going to give is
maybe a 15 to 20 minute description of the net
requi renents piece. We'll take clarifying questions and
comments on it.

So option A is break now, have sort of an early
l unch and get ahead of the crowd or option Bis let's just
stay and work through this. Option A can | see sort of a
sign of hands, anybody want to break now? People that
want to work through it, option B, sign of hands? Looks
like we're going to go through it, so everybody sort of
gi rd yoursel ves.

(Pause in proceedings.)

LARRY KITCHEN: One thing I'd suggest before you
sit down, that you have a copy of this one page sheet, at
| east on the net requirenments policy proposal, because |I'm
goi ng to be speaking fromthat sheet.

VWhat |'mgoing to do today is provide a sunmary
description of BPA' s proposed policies for determ ning net
requi renents, it's under section 5(b) of the Northwest

Power Act. In that summary, |'mal so going to include
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adjustnents to your net requirements for the export of
t hermal resources, under section 9(c) of the Northwest
Power Act, and adjustments for export of hydro resources
under section 3(d) of the Regional Preference Act of 1964.

I will then briefly describe two flow charts that
BPA has prepared, showing the application of the proposed
policy to your |oads and resources. That's this document,
right here. | will tell you this basically in draft form
but what we're trying to do here is actually take the
principles that were in the Federal Register Notice and
show how you woul d actually apply the facts of the | oads
and resources of your system using those principles, and
gi ve you sone idea of the logic, sort of howit would
flow

The chart that we've handed out is really a
summary description of the proposal, and it really starts
with the basic limtation on purchasi ng Federal power
under the Northwest Power Act. Bonneville's required to
sel|l each customer an anmount of power necessary to serve
its net requirenents. Those net requirenments are the
customer's total load in the region serving consuners |ess
the resources that the customer is required to dedicate to
its load under the Northwest Power Act.

Under the policy, | guess, the first step that

Bonnevil |l e has proposed that using the current custoner
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resource declarations under their Firm Resource Exhibit as
a basis for determ ning the custoner's maxi num net
requirenents, that's really the shaded area in the graph
and that would set the maxi num anmount of power that any
customer could buy from Bonneville under a subscription
contract.

W' ve proposed that the only reason that a
customer's net requirenents can be changed, due to changes
in custoner resources, are for the reasons enunerated in
the statute, those resources are down in the | ower
right-hand corner: They're a |lost resource or a contract,
the resource is retired or obsolete, contract termnation
by a third party is really a lost contract. The fina
reason in the statute is renoved with the Adm nistrator's
consent, and what we're proposing is that we aren't
necessarily going to consent to the renoval of resources,
this is different than the 1981 contract. The 1981
contract we allowed resources to be taken off on seven
years notice, and Bonneville would construct resources to
repl ace them Under the Regional Review and Subscription
Policy we're basically trying to sell the existing anmunt
of power from our system and when we use our acquiSition
authority we would do that in a one-on-one relationship
with the customer asking for the additional resources and

charge themthe costs of the acquisition
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W& have proposed one exception to this rule, and
that is that we would provide the consent to the addition
of a customer renewabl e resource for a specified period
during the termof subscription contract, this is targeted
to apply to new renewabl e resources, and provide an
i ncentive for the devel opnent of those resources during
the term of subscription contract.

As I'll explain later, use of this exception
woul d subj ect those resources to the application of
statutory rul es regarding export of resources. But it
does give you an option if you build a new renewabl e
resource and you're unable to sell it in the marketplace
of actually taking that renewabl e and applying it to your
| oad during the contract term and reduci ng your take or
pay obligation to Bonneville.

W have al so asked for comment for another
potential exception to the rule regardi ng changes in
customer resources, and that's really described on the
| eft-hand side of that chart. And that is if a custoner
in establishing net requirenents is losing | oad due to
retail access, that basically |oad reduces their net
requi renents and we' ve asked for coment on whet her we
shoul d consent to the renoval of custoner resources equa
to that retail load loss. That would allow a custoner to

mai ntain the net requirements they'd established. For
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exanple, if you were losing |oad due to industrial
customers exercising retail access choices and going off
your system and you had a partial requirenments, should you
be able to maintain that, your net requirenment purchase
from Bonneville by renoving some of your resources from
dedi cated to | oad and then selling those resources
consistent with the provisions on exports of resources.
And we'd be interested in your comments on that issue.

In addition to the rules regardi ng how you set up
net requirements or what |'ve described as the maxi num net
requi renents, Bonneville nmust also | ook at how a custoner
uses its other resources. W' ve proposed in our policy to
[imt our look to existing thermal resources in the region
and a customer's hydroel ectric resources, unless that
customer specifically takes a new resource and dedicate it
toload. In the policy we put in a statenent that for new
mar ket resources or new resources we consider them built
for the market, and we wouldn't apply the export test to
them because we woul dn't assune they've been used to
serve a custonmer's requirement load in the region

So that's to make the application of these rules
sinmpl er for new resources being devel oped and to focus
really in on the existing resources that are there in the
regi on.

In applying these policies, one of the issues we
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have to face is the functional separation of the power
busi ness and the transm ssion business. The power

busi ness no | onger has the information on whether a
customer exported its non-Federal resources, because we
don't see your transmi ssion schedules. So we don't know
what you did with the resource

| guess we al so had issues under the existing
policies when we were trying to use transm ssion
schedul es, we would find custoners would sell it to
anot her public agency in the region or another customer in
the region and that person woul d export the resource. So
we had issues actually in the inplenmentation of the
exi sting policies on whether we could actually track
exports in the region. Since we |acked that information
what we proposed is make a presunption if you're not using
your resources to serve your |oad, then you're exporting
that resource. And the custoner can then cone in and
deci de whether they wi sh to rebut that presunption by
saying, no, we're actually using this resource in this
manner and it's not being exported.

This is designed to give the custoner the choice,
whet her they share their comrercial information with us,
that's not something custoners actually like to do is to
share what commercial deals they're doing. But if they

don't share that information, so we can know whet her the
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resource has been exported they will lose their right to
buy Federal power. And they'll have to make the choice,
which is nore inportant to them W' ve set this up so
that this can be done on a resource-by-resource basis.
Sonme arrangenents for resources they may be willing to
share, others they wouldn't.

STEVE QLI VER: Just quickly, when Larry said | ose
the right to buy Federal power, it would be for the
increment of that resource, not total

LARRY KITCHEN: It would be resource by resource
det erm nati on.

In applying these rules under this chart,
probably the first step in determning what rules apply is
i dentifying whether the resource is a hydro resource, a
thermal resource or a contract purchase from soneone el se
Different rules apply to hydro and thermal resources.
Contract purchases nmust be characterized as either a hydro
resource or a thermal resource, basically existing thermal
resource or the purchase of a market resource. That you
see really in -- you |look at the chart, above the shaded
resources, you're actually having to identify which of
these three types of resource you have. An exanple, a
contract to purchase a share of M d-Col unbia Hydro woul d
clearly be considered a hydro resource. Wereas a

contract to purchase through the broker market a bl ock of
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power delivered flat, basically around the clock, around
the year, would be considered market resource. Those are
just sort of the bookends, and for each of the contracts
you have we'd have to make a factual determ nation of what
type of resource it was.

If the resource is a hydro resource, the owner of
that resource will receive a decrenent or reduction of its
rights to buy power, unless that resource is serving its
| oad or has been sold to serve the | oad of another
regi onal custoner. That's basically if you | ook next to
the section 3(d) hydro, those are really the two uses of
the hydro resource. And the rule is designed to prevent
the export of hydro electricity fromthe region

If the owner of a hydro resource shows us a
contract where they' ve sold that resource to anot her
regi onal custonmer to use in serving regional |oad, then
basically the responsibility for neeting these tests wll
pass to the purchaser of that contract. And they'll have
to neet the 3(d) test or the 9(c) test if its a thermal
resource. We're actually trying to use that contract,
really, as the nechanismto track through. W're trying
to set this out so the buyer and the seller both know the
rules. And if the seller wants to protect itself froma
decrement, they need to be sure they're selling this for

regional load. |If the buyer wants to protect its right to
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buy Federal power, it needs to nake that consideration
when it purchases the power fromthe other party.

The other point I would nake is that the rules on
hydro resources apply to both existing and new hydro
resources. There's no distinction basically on when the
resource was built

If the resource is an existing thermal resource,
the owner of that resource will receive a decrement on its
right to buy Federal power unless it can show one of three
things: One, that the resource is a nmarket resource as
described in Bonneville's 1994-9(c) policy, and that's a
very limted exception, basically of existing thernal
resources that were built by utilities that were not
buyi ng power from Bonneville at that time, and could be
exported, because they weren't built to serve regiona
| oad. A second exception is really the sane one for
hydro, that the resource is currently serving regi ona
| oad. That could either be your own |load or it could be
sonmebody el se's load. For exanple if you had a maxi mum
net requirements as described here, but you didn't
purchase that much during the subscription policy, we
woul dn't decrenment the ampbunt you purchased if you showed
that | had a right to buy 100 nmegawatts, | only bought 80
fromBonneville, and I'musing these other resources to

serve that 20 right now If you could denonstrate that
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you woul dn't receive a decrenent.

The third exception is that you have a previous
or current BPA decision to allow the export. Under our
existing -- actually under our existing statutes we've
made case- by-case deci sions on whet her resources could be
exported or not under section 9(c) of the statute. And
then in 1994 we published a policy that applied to the
owners of the non-Federal participation, new owners of the
intertie that described how 9(c) would apply to those
owners, and there have been decisions nade that certain
resources could be exported under that policy. So if you
cone in and say, well, Bonneville, you told me | could
export this resource for 20 years, we'd say, fine, that
applies, there's no decrenent for that particul ar
resour ce.

I f none of those exceptions apply there's still a
set of tests that we've established for existing thernal
resources you can cone in to currently export the
resource. And that's a denonstration, under the current
situation, when you cone in for the application. The
resource is defined by the Adm nistrator that cannot be
conserved or retained for regional |load. You can show
that the resource was publicly auctioned, that everybody
in the region had a right to buy that resource. It's

basically a test that allows the custonmers to renove their
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capital froman existing resource. And basically anybody
in the region can cone up, take their capital and buy that
resour ce.

The second test allows a custonmer to offer the
resource for sale to BPA and its eligible custoners at
cost, plus a reasonable rate of return. The offer nust be
made for a period of one year or a longer term basically
of mutual agreenment, in the sense that if you want a
| onger export, you have to say I'mgoing to offer it for
five years at this price. And the one year mnimumterm
is really based on our proposal that we woul d conduct an
annual review of what you've done with these resources for
export and what your |oads were in the region, whether you
still actually had |oads to use to serve the net
requi renents power that you purchased from us.

If nobody in the region accepts your offer to
sell, then the customer is able to export that resource
for the period up to the maximumtermoffered. So if
they've offered it for one year, they can export -- do
mont hly exports of the resource up to a one year term |If
they've offered it for two years, they could export for
two years. Wen you conme up to the next annual review, if
you haven't exported the resource for long-term then you
woul d again face the test. However, if you offered it for

two years, and say | exported it for two years, here's the
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contract, | exported it, then you would have a previous
determ nati on and that would pass that year's test. The
purpose of this second test, really, is to -- if a
customer is going to maintain control of a resource in a
regi on, an existing thermal resource, they need to offer
it to basically all regional participants at cost.

The third allows Bonneville to assess the current
mar ket conditions and determine that no decrenments are
requi red because there's | ow market prices in the region
and it would be unreasonable to retain that resource in
the region. |If Bonneville is selling power at $20 and the
mar ket drops to 16, there's no reason really to -- we
woul dn't want to decrenment soneone's sale, and we would
make a determination that that resource couldn't be
conserved and we woul dn't reduce the requirement sale.

That's really I think -- that's a short
description of the 5(b), 9(c) policy. There's a set of
principles in there that actually describes how you woul d
i npl enent those general concepts in practice. In
descri bing that, we put together a set of flow charts --
t he Federal Register Notice goes through and lists a set
of principles under each of these areas that are really
the core principles that lead to the results I'm
describing. These flow charts try to show how we woul d

actually take the principle and apply themto the facts of
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your system Page 1 basically shows the initial

determ nati on of your net requirenents. Page 2 shows the

changes that could occur during the termof a subscription
contract due to changes in your |oads and resources. The

first flow chart starts with a determ nati on of your

regi onal consuner load. The top line shows the treatnment

of the resources in the custoner's current Firm Resources

Exhi bi t.

The bottom|line shows the application of the
presunption to exports of existing thermal resources and
hydroel ectric resources. So |I'mnot going to go through
and try to take this through step-by-step, but these are
designed to try and actually take the resources on your
system and fl ow t hrough and show you how the principles
woul d apply to your resources.

The second chart basically | ooks at how you woul d
address changes in | oads and resources on your system
There's an annual review conducted where BPA will exan ne
changes in the retail |oads of your existing system
primarily due to retail access and the export of resources
and whet her there needs to be a decrenent based on the
export of resources. In addition, other changes can occur
due to periodic |loss of your resources or the annexation
of new consuner service areas which could result in

i ncreases of requirenent service if you have, in a sense,
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bought a product from Bonneville that covers increases in
| oad growt h on your system

That's really sort of the broad overview. 1'd be
glad to try to answer clarifying questions about the
charts, but I'"'mnot going to try to take you through them
This concludes nmy presentation. 1'd like to open it now
to clarifying questions on the policies.

BOB CRUWP: |If a customer manages to neet these
criterion, and | had sonme questions about those, but |'l]l
get to that in a second. But if a custoner manages to get
these criterion and successfully exports a resource, and
so the effect is that they increase their net requirenents
on Bonneville, what's the rate that they' d be buying that
power at?

LARRY KI TCHEN: They would, in a sense -- the
bottomline on this chart is really their maxi num net
requi renents, which is -- between the shaded FRE area, and
the question mark for the resources that are on the net
requi renents, as long as they neet these tests, they would
have the net requirenents at the | owest cost, they would
buy without a target adjustnment charge. And that's on the
initial determ nation. Were you would buy at a higher
rate is if you annex | oads after the initial determ nation
of what your | oads are under the contract, then you'd face

a target adjustment charge or if you lost a resource or a



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

64

resource retired during the termof your subscription
contract and you canme to Bonneville for additional service
during that term then you would face a targeted

adj ust ment charge.

BOB CRUMP: That would be the answer if that
customer was a priority firmpreference custoner, right?

LARRY KI TCHEN: Yes.

BOB CRUWP: \What if they were an investor-owned
utility?

LARRY KI TCHEN: Probably one of the key -- for
i nvestor-owned utilities what we have proposed is we woul d
sell a block of power to investor-owned utilities under
what we call the residential load rate and that's
basically a finite anpunt that we proposed in the rate
case. Any additional service above that would be at the
new resources rate, and that in a sense the proposal for
new resources rate would look a lot |ike the targeted
adj ust ment charge, where they would pay the cost of any
addi ti onal services.

STEVE OLI VER: The network requirenents for a
priority firmcustonmer is PF | owest cost-based rate. Net
requi renents only nmakes themeligible for either of this
RL power, which is a settlenent under the residential
exchange, or an NRrate, which is a market -- essentially

intended to refl ect market.
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LARRY KITCHEN: If they have | arge requirenents,
that doesn't nmean we woul d be selling themthat anmount at
the | owest cost rate we've proposed. 1In a sense their
rate woul d be tiered

BOB CRUVMP: On the criteria that you' ve got
listed here for exports allowed under section 9(c), I'm
assum ng that all of those have to be net, not --

LARRY KITCHEN: Actually they're all separate
tests. You have to neet one of the tests.

BOB CRUMP: Just one?

LARRY KI TCHEN: Just one. And the idea -- the
di fference between public auction, that's public auction
of your ownership share of the resource, basically you're
di vesting yourself of the resource, and you're out of it,
there will be a newowner. No. 2 is you're basically
selling a rights to power fromyour resource for a
specific term but you' re not divesting yourself of
ownership. Both of themrequire basically a public
process where everybody is eligible to bid. The
di fference between the two is that the public auction wll
basically be at market, whereas if you' ve retained control
of the resource the sale needs to be at cost.

BOB CRUWP: Well, the auction, though, you said
woul d be in the region.

LARRY KITCHEN: Well, everyone in the region is
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eligible to bid. It doesn't nmean you' re excludi ng other
parties. It neans you' ve put it out as an auction
everybody in the region has the right to buy that
resource, but if none of the parties in the region put in
a successful bid then it can be exported.

BOB CRUWMP: | guess one nore quick comrent, not
that | think Bonneville is unreasonable, but the
definitions of reasonable or unreasonable in No. 2 and No.
3 is at Bonneville's interpretation, | assune.

LARRY KITCHEN: W would be interested in
comments on that. In the 1994 policy we used cost plus a
reasonable rate of return, and we are definitely
interested in conments on what those are. That's alnost a
theoretical concept, and there are lots of different ways
to neasure that. The way the policy is structured right
nowis it's basically -- that the principle and the
customer and the account executive would get in and
deci de, has that test been net.

STEVE OLI VER: Just to stay on that, though, what
we intend to do is have sonething that's revi ewabl e by
sort of a jury of peers, so to speak, in terns of this
kind of a test. |If we |ooked at cost, there's -- | think
there is prudent utility practice to | ook at cost for the
out put of a generating unit, and a reasonable rate of

return, that is established by regulatory FERC
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conmi ssions, for other products and services in that area,
that woul d be paralleled or sinlar

I think that those are the kinds of standards
we're going to be using. Bonneville is not going to cone
up with an individual definition that is not consistent
wi th the market pl ace.

BOB CRUWP: That's what | said, | knew you were
reasonabl e.

STEVE OLIVER W haven't said what that is
precisely. |It's going to be a case-by-case, unit-by-unit
look. We'd like to work with the utility or the conpany
on that and find sonething nutual that would stand up to
public scrutiny.

LARRY KI TCHEN: And actually there's nore
information available for the investor-owned utilities,
since they're regulated. |'mnot clear what the standards
are for public utilities, what's a fair and reasonabl e
rate of return.

DANA TOULSON:  So you would -- if we offered up a
resource to BPA for cost plus a reasonable rate of return
BPA woul d in essence buy that resource?

STEVE OLIVER: It may or nmay not, but the offer
has to be nade to ourselves and parties in the region, in
order for you to fill in behind it with a net requirenent

to buy Federal power.
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DANA TOULSON: That's for thermal or hydro
resources, as well?

LARRY KI TCHEN: Hydro resources, our view of
section 3(d) of the Act, cannot be exported fromthe
region and still continue to buy Federal power to serve
t hat | oad.

TOM SCHNEI DER:  How does that treat system sal es?
Typically you're not sinply dedicating an individua
resource, although you could do that, but what about
system sal es?

LARRY KI TCHEN: Generally | think what we said in
the '94 policy was that system sal es would generally be
treated as hydro unless the utility comes in with a plan
of service that shows that it's basically a thermal
resource that they're selling and maybe they' re buyi ng
fromthe market to fill in behind it. |If you ve got a
thermal resource with the capability to support it, you
can nake a system sale and support it w th market
pur chases.

HOMRD SCHWARTZ: Howard Schwartz, Washi ngton
Department of Community and Econom c Devel opnent. M
question is, is treatnment of sales of resources and how
that affects FRE. And I'ma little confused | ooki ng at
the chart and what you said.

STEVE OLI VER: Excuse ne. There are a couple of



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

69

things that | don't understand this whole process, and
that is as of what date is the FRE conputed? And then
second, in terns of changes to it, if you have a
divestiture or sale of resources, does that effect your --
does that affect your net requirenents?

LARRY KITCHEN: | think in the subscription
policy basically it said we would sell power to public
utilities to serve their consunmer load in the region |ess
the | oads currently served by their resources. And what
we had to do here is what's really nmeant by currently
served? Wat we proposed is the resources that are in the
current Firm Resource Exhibit for this operating year are
the ones that are currently serving their |oad.

STEVE OLI VER: 1998, 1999

LARRY KI TCHEN: 1998, 1999, so what we're
proposing is those are the resources and what you do
afterwards with those resources you're free to sell them
for the FRE resources, but won't change your net
requirenents. You'll be required to replace any sale of
these say resources D, E and F on this chart with the
purchase fromthe market.

HOMRD SCHWARTZ: That's what | thought, and
that's what the top line of the chart says. But then over
here it says, under No. 1 for exports allowed, public

auction. Well, suppose you auction off part of your firm
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-- part of your FRE, does that fit this?

LARRY KITCHEN: The way to read this chart is the
exports allowed to resource B, but not to resource E. And
["Il give you an exanple, |like Portland General Electric,
Portl and General Electric owmns Centralia, say resource E
and they auction it off, it wouldn't change their network
requi renents. They al so own Coyote Springs, call that
resource B, if they were to auction off Coyote Springs,
it's not dedicated on their Firm Resource Exhibit, that
woul d be an accept abl e export.

HOMRD SCHWARTZ: That is where | was headed.
I'"ve been trying to sort out what the conplications of the
sale of Centralia is for all of the owners. And sone are
-- have multiple resources, sone have nany fewer. So the
sale of Centralia would not affect the network
requi renents of the owners who are selling it. So like
Grays Harbor PUD s net requirenents woul dn't change
Tacoma' s woul dn't change --

STEVE QLI VER: Just to clarify, one of the first
things to look at if a resource is dedicated in 1998, '99
FRE, the only way the network requirements woul d be
changed woul d be if that resource becane obsol ete,
retired, was lost through sone calanmty or act of God of
that nature or consent otherw se was given. Qher than

that those resources that are dedi cated are considered to
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be al ways dedi cat ed.

HOMRD SCHWARTZ: The general policy is that
customers of Bonneville could not sinply sell off higher
priced assets -- | mean higher cost assets in order to get
access to nore Federal power?

LARRY KITCHEN: That's correct.

STEVE OLIVER: But just to address that. It
really depends once again if it's in this Firm Resource
Exhibit, not -- if it's not dedicated to firmresource
load at this point intime, thenif it nmet these tests,
one of these tests, then it could be sold off.

Bl LL DRUVWOND: Portland General's announcenent
of, I guess, the retirement of their Sandy River projects,
are those projects going to be considered retired or
obsol et e.

LARRY KI TCHEN: W don't know. They woul d have
to present the facts of those resources as to whether they
could still be operated or not, and have to make a
determ nati on whether they net the statutory standard.

DANA TOULSON: Sane question, what is the
definition of obsol escence? Wuld it be sinply physica
obsol escence or at some point you can keep sonet hing
running for a long time and keep patching it, but it's a
hundred mles per kilowatt hours. So at what point is it

an econom ¢ obsol escence the same as a physica
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obsol escence, and how will you make that determ nation?

STEVE COLI VER W have tal ked about this, but
we're interested in your comrents on it.

Tom would you like to address that?

TOM M LLER:  There are two different constructs
that you can use, one being an economnmic one, one being in
ef fect a physical, practical one, if the watch is stil
runni ng, keeps on ticking, then it's not obsolete. If it
is inmpossible to operate it, then it is obsolete. So this
is an issue we're taking cormment on. There is a
definition of obsol escence in sone way in the existing
1981 contracts, but there again we've had not a | ot of
exanpl es of resources going out of service over the | ast
18 years, and so this is basically a question of what
shoul d Bonneville's standard be. W're interested in
finding out what you think about it, as well as the
definition of retirement. And we think |loss of the
resource is pretty clear, our sense is that it's a
catastrophic loss. W had an exanple, | think, with the
Yel m dam washi ng out. And of course it's unable to
operate. So a catastrophic loss is pretty clear. Loss of
the contract, we kind of viewed that as the term nation
date of the contract, not -- and early term nation, but
basically the expiration date.

MARG E SCHAFF: Margie Schaff with the Affiliated
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Tribes, as well as with the Bl ackfeet Tribe. And | have a
guesti on about the changes in net requirenents after a
contract is in place, and in particular the renewable --
new renewabl es section. | was wondering if you could
explain for ne the tie between this change in net

requi renents and the fact that this is tied to
Bonnevill e's conservation of renewabl e resources discount,
which is limted to 200 -- the first 200 nmegawatts of new
renewabl e resource. The reason |I'm asking, nmaybe so you
can address ny question a little better, is the Bl ackfeet
Tribe is in the process of developing a wind farm And
they are currently served by dacier Electric, who will

not be the entity developing the wind farm but certainly
will be working with @ acier Electric and nei ghboring
utilities in doing that. Your requirenments state that the
resource has to be devel oped by the custoner. |If the

Bl ackfeet Tribe were to devel op a renewabl e resource and
sell it to Gacier Electric, who is in their operating
area, or even to another Bonneville custoner in the
attenpt to gain the renewabl e resources discount, we would
not want that to be prohibited by that being the 201st
megawatt of renewabl e power, nor would we want that to be
any kind of a roadblock in the devel opnent of that
resource by its change in whether or not it would affect

their net requirenents.
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LARRY KI TCHEN: Let ne describe sort of the basic
thrust of the subscription contracts is that we're asking
parties to cone in and basically contract for a period of
time for the anount of power they buy fromus. As part of
that in our rates we're offering a conservation and
renewabl es di scount, which for certain -- basically if you
spend noney on certain specific things we'll give you a
di scount on the power you purchased from us.

In those policies it then got to the question, if
we did this, what about the resource? You' ve devel oped
this resource do you take it and sell it on the market or
do you sell it to sonebody, in a sense, and did they | eave
a portion of their load to serve that resource up front in
t he subscription contract, in which case there's no issue.
But what if they didn't? They contracted for all their
| oad? What we did is create an exception to our
subscription policy, which said for these renewabl e
resources we'll allow somebody to cone in and displace the
sale to us with the renewabl e resource, we put a 200
megawatt limtation on that, because we're taking the
financial risk that we can turn around and sell that power
in the marketplace, and we wanted to linmt that. W
actually think the 200 nmegawatts wi |l cover probably al
t he devel opnent, if it turns out that it doesn't cover al

the potential devel opnent and there's no real financial
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risk, we could always go in at that point, change the
policy and increase the amount. But we wanted the ability
to actually assess those conditions when we got to it at
that time. So that's really the purpose -- a purchase by
G acier, this would allow G acier to go in and gain the
di scount by purchasing the renewabl e resource fromthe
Bl ackf oot reservation, taking that resource they could
either take the purchase and sell it on the market to
sonmeone and not affect their net requirenent, or if they
were unable to make that sale, they could take it and
dedicate it to their load for a specified period and
di spl ace their PF purchase price under this exception

MARG E SCHAFF: So you're not required -- the
customer is not required to be the devel oper of the
resource, they can purchase the resource?

LARRY KITCHEN: No, and | think actually the
di scussions around the conservation and renewabl e
di scount, what we've tried to do in this policy is if the
resource you're buying was eligible for receiving a credit
under the discount, then it's eligible for this exception
So we're not trying to create any different rules than the
ones created for qualifying for the discount.

BOB CRUWP: Bob Crunp, Kootenai Electric. Do you
have sonething in mnd for a definition of nonhydro

renewabl e, are you | ooking for input on that, too?
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LARRY KITCHEN: | think what we have in mind is
we're just being clear that the exceptions for -- the
treatment of hydro resources are different than the
treatment of thermal resources, and where we got into the
exception in the changes section, we made an exception
fromthe 9(c) test for new thermal resources, including
new t hermal renewabl e resources, but for new renewabl e
hydro resources we can nake an exception for requirenents
| oad, but we can't make an exception fromthe 3(d) policy.
So the nonhydro renewabl e i s probably anything that
qual i fies under the conservation and renewabl e di scount
other than a hydroel ectric resource. And partly what we
were trying to point out is, as | said earlier, if you use
the renewabl e resources criteria for dedicating to | oad,
one of the consequences is if it's a thermal resource it
will be treated |ike an existing thermal resource, it's
dedi cated to serve regional load, and then to avoid a net
requi renents decrenent, when you take it out again you'l
have to nmeet the 9(c) test for the thermal resource or the
3(d) test for the hydro resource.

BOB CRUWP: Let me see if | understood you
correctly. Use the renewable definition --

LARRY KITCHEN: If you dedicate a new renewabl e
thermal resource to your | oad under the renewabl es

exception, what would ot herwi se qualify as a market
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resource that you don't apply 9(c) to, because it was just
going to be sold on the market, now that you've
specifically dedicated it to your |oad under this
exception, it's now going to be treated as an existing
thermal resource for purposes of 9(c). So you then pul
it off and sell it, you first have to offer it to the
region at cost before you can export it. As you put al
these rul es together, and then try and actually | ook at
the facts that m ght come up, this is why this gets so
conpl i cated qui ckly, because you add three or four facts
toget her on different rules.

STEVE OLI VER: One other bit of background that's
useful, because as you go through these, they seem
extremely conpl ex and onerous. | think nost of the public
utilities we dealt with we have this net requirenents
picture nailed down very well. And the investor-owned
utilities that we've dealt with in the past, we've not
sold a lot of net requirements power to because it's been
NR or market type of power.

So one of the things | wanted to bring up here is
alot of this conplexity I think will be getting into
| arge complex systens with lots of generation, that we'll
have to work with to establish these net requirenments and
talk with resources. 1In npst cases the public utilities

have established whi ch resources were dedi cated to | oad
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and whi ch have not been, and maybe have gotten 9(c)
exceptions for export, that type of thing. | don't think
that's generally true. | think we're going to have

i ssues, don't get nme wong, but | think there are a | ot of
rules, here. And what I'msaying is nmy guess is a |lot of
people are very famliar with how their resources have set
up with these rules in the past and may apply. And so
hope as we go through these, and they are very conpl ex,

t hat people keep that in perspective rather than | ooking
at it as a massive set of rules that we're trying to

regul ate or control or judge what's happening with

peopl e's resources, we're not. W think that people wll
bring in two or three of these cases, if they have two or
three resources, they' Il be famliar with the status of
those, and there will be exceptions as things change or
mar ket conditions or the |load | evels of the customner
changes over time. These can be a little inposing and
seemfairly conplex, if you try to take themall in at
once, but | think each custonmer has a set of circunstances
that they will be applicable to. W're trying to make it
clear in ternms of those circunstances. And each account
executive -- we're not going to stand back fromthis in a
regul atory sense, take these rules in a back room

oursel ves and deci de how they apply. W're going to go

out and work with each custonmer and talk with them and, |
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think, cone to sone agreenents, so once again it wll
stand up to public scrutiny as to how these rules will be
appl i ed under a contract.

BOB CRUMP: | don't recall specifically, but
what's the process for changi ng your Firm Resource
Exhibit? How difficult is that, if it's based on
submttals fromutility annually, couldn't they change
their FRE, and in essence change the classification of
sone of those resources?

LARRY KITCHEN: | think that was Howard's
question earlier, what we're proposing here is starting
with Firm Resource Exhibit, we're starting with your
current one, and then we're proposing basically new rul es
whi ch we're saying no changes fromthe resources in your
current one. W're changing the difference -- in the past
you could change it each year, take any resource in and
out, and what we're doing nowis saying no, we're going to
freeze this nmonent in tine the resources you're using.

STEVE OLIVER: It wasn't each year, there was
sone notice

LARRY KITCHEN: Right. You had to give --

STEVE OLI VER: Right.

LARRY FELTON: Larry Felton, GCkanogan PUD. This
is all geared towards Firm Resource Exhibits, and | can

t hi nk of sone scenari os where you get into sone nonfirm
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problenms. As an exanple, if a future custoner, public --
current public custoner chooses to take SLICE, for
exanpl e, and you have nonfirm associated with that Federa
resource, and the trick of using SLICE is to fill in your
wi nter peak with June energy, are you going to have sone
ability to track what they do with excess power that they
can't use in their systemto make a determ nation it's not
exported or are you going to allow themto consider it
nonfirm and get the best price they can in order to fully
utilize the resource?

LARRY KITCHEN: 1'Il take a shot at that, and
then I'Il et Tom add, because he's worked a | ot nore on
SLICE. M understanding of how this would apply to SLICE
is we'll do a determ nation basically of your annua
average energy requirenent, as your net requirenment, and
that will set a percentage of the SLICE of the systemyou
can buy. And I think then that gives you your SLICE
resource that fits within the net requirenents, and in our
annual review we'll cone in and see are you still serving
t he amount of load that that was based on or have you --
and you haven't exported any of your other resources that
woul d result in a reduction of your net requirenent right.
Once you' ve established that, then under SLICE | think
they're | ooking at sone rules as to whether we could buy

back the surplus in certain situations, but that would be
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part of your SLICE contract, it would not fit within the
rules of 5(b) or 9(c).

TOMMLLER | think that's basically right.
We're still working through the SLICE construct. 1t's not
set up for contractual |anguage yet. The conponents of
SLICE from Bonneville's point of view, that is the
requi renents service would be there would be a firm
conponent that would vary with the systemoutput. There
woul d be a firm secondary conponent that is known and in
fact predictable in certain periods of the year, and there
is also a nonfirm conponent for basically whatever happens
based on that year's water conditions. And the custonmer
woul d be given the flexibility to try to manage its use of
that to neet |oad, and of course the purpose is to neet
load with it. But we can't mx the issue between what is
the custonmer doing with its set of resources that we have
to sort of flow through 9(c) here, as opposed to what
you're doing with the Bonneville requirenent service. So
that's an inportant distinction to maintain. And a
customer that has both resources and is buying a portion
of SLICE, of course, will have to figure out a nel ded
strategy of howto apply both its nonfirm-- it's firmand
nonfirmfromits ow resources as well as fromthe
Bonnevill e conponent to set up its operation and how to

neet | oad.
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VWhat we're trying to track here, basically, is
the custoner's use of resource, those that have been
dedicated to | oad and those that are not, and which have
been offered on the market, and that's the purpose of this
component. SLICE really poses us with a different set of
i ssues, on how you're using the Bonneville conponent, but
that's sort of over here.

One other clarification, I don't want people to
leave with a misinterpretation. Under Bonneville's
statutes Bonneville does not have the authority or the
right to tell a customer that it cannot sell on the market
or export a resource. The customers have that right. The
way they do it and how they do it causes Bonneville to
make certain determ nations as to what you can buy from
us. And if a hydro resource, for exanple, is exported
that coul d have been used to serve | oad we can only sel
power that is surplus to our systemto back that up. W
can't sell you firmrequirenent service for that. W're
prohibited by law fromdoing that. So it affects the
price and the class of power that you buy from Bonneville,
but nobody should | eave here with the inpression that
Bonnevill e can prevent you from exporting resources.
That's a real inmportant concept to have in mnd. You can
do what you want to do with your resources. There are

contractual consequences if you've dedicated a resource in
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terns of pulling that off of serving |load. And basically
t he custoner remains responsible for providing a backup to
that portion of |load service. So that's inportant to

mai ntain, too, that distinction.

And | guess the third point is there are sone
resources for some customers that are required by statute
to be dedicated. Some are elective and sone are required.
And the ones that are required are the 5(b)(1)(a)
resources, those that preexisted the regional act, so the
Nort hwest Power Act. So I'msure you're all famliar with
those contexts, but that's sort of the groundwork we're
basi ng this on.

HOMRD SCHWARTZ: Can | go back to the question
of change in FRE, again. One of the things |I'm puzzled
by, and maybe you can clear this up, during this
subscription process, the issue cane up, in all the
attenpts to figure out what | oad the public power would
pl ace on Bonneville, various estimtes were nade and the
rough all ocations that nerged and found their way into the
subscription proposal and strategy, were assuned a certain
anmount of public load. And then in the |ast severa
nmont hs we' ve heard that the public load is likely to be
hi gher, which is one of the problens that Bonneville is
having with the DSIs and the Iike. And | guess I'mtrying

to understand how there could be a change in public |oad



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

84

if there's no change in FRE, because that's what settles
net requirements and then how -- and then publics woul d
then presumably forego contracts they have to purchase
from someone el se and instead place their |oad on
Bonneville. But the way | understand this, the FRE is
| ocked as of 1998, '99. So I'mtrying to understand how
t hat works.

LARRY KITCHEN: | guess in the Federal Register
Noti ce we actually have sone expl anatory materials about
this, but the issues, there's a nunber of custoners who,
particularly in 1996 they took | oad off of Bonneville, but
they went out and instead of actually dedicating that
under a Firm Resource Exhibit, they just bought power from
the market, or they displaced the Bonneville purchase with
power fromthe nmarket, and either the contracts are
expiring and they're bringing that | oad back or they never
showed that load in the first place. | nean a lot of it
is just those contracts expire, and so they fit within the
| ost contract definition. | think it should be clear, one
of the policies is if you know you've | ost a resource, and
could actually neet the standards, and do that up front in
the rate case and come in and buy power to repl ace that
| ost resource in the subscription wi ndow, then you're
allowed to do that at the | owest cost PF rate. So that's

sort of where the |oad cane back
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In Novenmber when we | ooked at how nuch public
| oad we woul d have, the issue was, well, of the maxi num
requi renents they could place on us, how nuch would the
publics buy. And a lot of the assunption was, the narket
was about three or four dollars |lower then than it is
today, and the expectation was a nunber of public agencies
had established new rel ati onshi ps, would want to diversify
their supply, would find the risk of fish costs on
Bonnevill e would nmean they'd rather maybe pay a little
hi gher fixed price than soneone el se than face the cost
recovery adjustnent clause. And since we issued
subscription policy the market has noved up three or four
dollars and there's a nuch wi der gap between what
Bonnevill e's projected costs are in the rate case and
where the current market is. So that's led to the change
i n expectations.

HOMRD SCHWARTZ: That neans that there were a
nunber -- a nunber of public custoners who were basically
buyi ng | ess power, less than their requirements woul d
entitle them less than they're entitled to, they're stil
entitled to that amount, now they're asserting their right
to buy up to the entitlenent?

LARRY KI TCHEN: Yes.

STEVE OLI VER: The fact that we're sticking with

the 1998, '99 Firm Resource Exhibits, that |ocks in the
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anmount of generation dedicated to | oad. But we're not
locking in the net requirenents, itself. The |oad can
i ncrease over tine.

LARRY KITCHEN: That's really it, in a sense, the
new preference custoner issue would lead to increases in
| oad served.

GREG G LBERT: Geg Glbert from Tacoma Power.

In [ ooking at the | oss of resources or potential gains in
| oad when we were charting with our account executive,
Stuart Cark, he nentioned that we would be required to
make known to BPA at sone tine prior to the close of the
rate case that this would be happening and if it nmade it
into the rate case cal cul ati ons, dependi ng upon your
determ nati on of the resources, we may be eligible for
bei ng served at the PF rate. And the question is, are the
gquantities that we give you an obligation or are they
nmerely an estimate?

LARRY KI TCHEN: For the lost resource
calculation, basically if you want to take one of your
resources that's in the Firm Resource Exhibit and
basically say that 1'mgoing to lose it the next rate
peri od, we're asking you to conme in and actually have that
determ nati on made so that we understand that in setting
our rates. And the standards we're proposing in the

Federal Register Notice are not different than the
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standards in your contract. So if you know today the
resource is lost, then come in and let's make the
denonstrati on now so we don't face the financial risk
later that we'll have to buy sone power to replace it.
Doi ng that determ nation sets your maxi num net

requi renents. That doesn't set how nuch you buy from us.
You still, when you actually sign your subscription
contract, 120 days after rate case, w |l deci de whet her
you buy your maximum net requirenments or sone snaller
anount. So that's what you woul d have to nmake a deci sion
as to how much you actually buy from us.

GREG G LBERT: The fear woul d be that changes
happen within our own systemthat require us to request of
Bonneville nore load than it appeared during the rate
case, and that mght or might not be -- even though it
m ght be classic preference load, it wasn't in the rate
case, and it would be served at a higher rate.

LARRY KI TCHEN: Right.

GREG G LBERT: W have to get all our ducks in a
row, then.

LARRY KITCHEN: W're saying if you think one of
your resources is lost, and you want | ow cost PF service,
cone in right now and nake the case, and we'll make a
decision. You can do that under your existing contract,

you don't have to wait for this policy.
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GREG G LBERT: What's the last tinme that we can
make that? What's the deadline on that, the tine the rate
calculation is made during the rate case or begi nning of
the rate case?

LARRY KI TCHEN: W haven't really set a date, but
basically we need to know t hat before we nmake our fina
deci sion on what the rates should be. If we find that a
t housand negawatts of public | oad suddenly is going to go
out -- public resources are going out of existence, then
we woul d probably reflect that in the final rates.

GREG G LBERT:  Anot her question had to do with
t he determ nation and mai ntenance of the net requirenents.
And | was curious on what BPA' s interpretation was of the
preference legislation. Does BPA viewits obligation to
insure a Federal custonmer does not increase its
requirenents as a result of export or does it viewits
obligation to reduce a custoner's net requirenments to the
extent it devel ops market resources?

LARRY KI TCHEN: Under which statute are you
asking that question?

GREG G LBERT: Under the preference |egislation.

LARRY KI TCHEN: For regional hydro?

GREG G LBERT:  Yes.

LARRY KITCHEN: | think our view of regiona

preference is that if you have load that you can use to
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serve that hydro, then it can't be exported fromthe
region, so it's not an issue of whether your requirenents
i ncreased because of devel opnent, it's if you have the
load to serve it, you should use it to serve the | oad.

Are there any additional clarifying questions or
should we open it up for conment? Geg, are you finished
wi th your questions?

DANA TOULSON: Taconma Power, Dana Toul son. On
page 14 of your docunent you tal k about how SLI CE
purchasers woul d be affected. And you talk about if the
reductions cause the custoner's net requirenents to fal
bel ow t he anmount of power being purchased from BPA, the
agency will inplenent the mtigation nmeasure for retai
| oss specified in the custoner's contract. Wat do you
have in mnd for the mtigation nmeasure, given that SLICE
now i s not defined? Wat do you have in mind with the
mtigation nmeasures, and how that would be applied to
ot her preference custoners that mght not be taking SLICE?

LARRY KI TCHEN: What | was describing in the
sense when you go in the annual review and your |oad's
gone down, and you don't now have the same firmload to
justify the percentage, in the subscription policy there's
a set of retail mitigation neasures, and what | was
meani ng i s that under your contract you'd pick one of

t hose neasures, whatever mtigation you woul d have for
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retail load |oss, and that would be the contractua
mtigation inplenmented.

STEVE OLIVER:  You may not have -- | think it's
sonmething that's an el ection by the customer to have a
certain type of mitigation or some options, | think, is
what we're looking at. 1Is it clear that every contract
will have one or it may be el ected or purchased as a
mtigation nmeasure for |oad | oss?

TOM M LLER  The current subscription proposa
has as part of it a set of three mtigation neasures that
woul d be avail able by contract to the custonmer. Now,
whet her all three of themwould be in any one contract is
probably subject to negotiation. But the three of them
are basically conversion to a surplus sale, that is you're
swappi hg out the requirenent service for a surplus sale,
if Bonneville has surplus available. The second is
Bonnevill e remarketing the power and basically that's a
first right of refusal of Bonneville to take the power
back in that woul d have been made available to you and to
use it for other |oad, and basically give you a dollar
credit for that. |In effect, if we have PF | oad we need to
meet and you' ve |l ost | oad and we take it back in, you get
the credit for the PF

The third is an insurance or what's called an

i nsurance product that basically I think provides a hedge
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on the potential |oss of |oad, and would pay out -- the
take or pay obligation. 1In effect you'll remain obligated
for the dollar anount, even though you may not be getting
t he power, because you don't have the load. The reason
for that is we're not authorized to provide you

requi renent service if you don't have firm consuner | oad
to serve. So one of those three or possibly all three
will be in the contracts for the custoners, that's what
the mtigation neasures are.

LARRY KITCHEN: Are there additional clarifying
guestions or should we go ahead and open it up for public
conment ?

Does anyone have a comment they want to make?

STEVE OLI VER© W& want to express our
appreciation for you taking the tinme out today to come and
talk with us about these policies, and we'll |ook forward
to your comments, perhaps on June 2nd or in witing --
June 2nd in Portland, if you happen to be there or by June
11th in witing. And one other thing | want to rem nd you
of, is if you want a |longer public comment policy, we
woul d consi der extending this for some reasonabl e period
of time, as well.

BOB CRUMP: Steve, is the information, the
docunents avail able on your web site, are they the sane as

what was in the Federal Register?
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STEVE OLI VER: Patti is saying yes, they are
same docunents. Also feel free to contact us, if you want
certain parties with certain expertise that you' ve heard
here today, get our phone nunbers and contact us through
t he Bonnevill e general operator and we'd be glad to talk
to you nore about it if you're interested. Thanks very
nmuch.

(Public nmeeting adjourned.)



