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INTRODUCTION — SHARING THE BENEFITS

The Bonneville Power Administration (BPA) has decided to adopt a Power Subscription
Strategy for entering into new power sales contracts with its Pacific Northwest
customers. The Strategy equitably distributes the electric power generated by the
Federal Columbia River Power System (FCRPS) within the framework of existing law.
The Power Subscription Strategy addresses the availability of power; describes power
products; lays out strategies for pricing, including risk management; and discusses
contract elements. In proceeding with this Subscription Strategy, BPA is guided by and
committed to the Fish and Wildlife Funding Principles for the BPA announced by the
Vice President of the United States in September 1998.

This Record of Decision (ROD) addresses the issues raised by commenters who
responded to BPA's Power Subscription Strategy Proposal during and after the
comment period that began with the release of the Proposal on September 18, 1998.
The ROD is organized in approximately the same way as the Proposal and the Power
Subscription Strategy that BPA developed based on the comments received.
Abbreviations of party names used in citations appear in the section just preceding this
introduction; a list of all the commenters follows the text of the ROD.

PUBLIC PROCESS

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

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

The concept of power Subscription came from the Comprehensive Review of the
Northwest Energy System, which was convened by the governors of Idaho, Montana,
Oregon, and Washington to assist the Northwest through the transition to competitive
electricity markets. The goal of the review was to develop recommendations for
changes in the region’s electric utility industry through an open public process involving
a broad cross-section of regional interests. In December 1996, after over a year of
intense study, the Comprehensive Review Steering Committee released its Final
Report.

The Final Report recommended that BPA capture and deliver the low-cost benefits of
the Federal hydropower system to Northwest energy customers through a



Subscription-based power sales approach. Consistent with the new competitiveness in
the electricity market, the goals for Federal power marketing were to: align the benefits
and risks of access to Federal power; ensure BPA’s repayment of the debt to the

U.S. Treasury (Treasury); deliver the low-cost benefits of the Federal hydropower
system to Northwest energy customers; and retain the long-term benefits of the system
for the region. In early 1997, the Governor’s representatives formed a Transition Board
to monitor, guide, and evaluate progress on these recommendations.

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

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

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

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

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

On September 9, 1997, a Progress Report was presented to the Transition Board.



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

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

On April 30, 1998, BPA's Power Business Line (PBL) established a web site to
disseminate information about a customer group's Slice of the System Proposal. The
Slice proposal was evaluated by the Subscription Work Group, and the proposal as
modified by BPA is continuing to be developed in a subgroup through January 1999.
BPA's pricing of the Slice product will be part of BPA's initial power rates proposal, to
be published early in 1999.

In June 1998, as part of the Issues '98 process, BPA published Issues '98 Fact

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

Issues '98 closed June 26, 1998.

On June 8, 1998, BPA's PBL established a web site to disseminate information about
development of the power rates that will be used in the Subscription contracts
beginning October 1, 2001. Development of the power rates is occurring in a series of
informal public meetings and will continue in workshops before the initial proposal is
published in early 1999.

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

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

On September 22, 1998, the Federal Power Subscription Work Group held its final
meeting in Portland, Oregon.



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

On September 30, 1998, BPA's Energy Efficiency organization established a web site
to help disseminate information on the proposal for a Conservation and Renewables
Discount. Development of the discount is continuing in a series of meetings through
January 1999. Development of the discount will be part of BPA's initial power rate
proposal in early 1999.

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

BPA developed the Power Subscription Strategy Proposal after considering the efforts
of the Subscription Work Group, public comments on Subscription, and the broad
information from Issues '98. The Proposal incorporated the information received from
customers, Tribes, fish and wildlife interest groups, industries and other constituents.
It laid out BPA’s strategy for retaining the benefits of the FCRPS for the Pacific
Northwest after 2001. The comment period on the proposal closed October 23, 1998,
although all comments received after that date were considered in this ROD and the
NEPA ROD.

SUMMARY OF KEY ISSUES AND CONCERNS

BPA received over 200 separate written comments from Tribes, States, utilities,
industries, public interest groups, and citizens. Most of the comments presented at the
two public meetings were followed with formal written comments. Comments on
BPA’s Power Subscription Strategy Proposal totaled almost 600 pages. In general,
comments were readily grouped by customer class or interest group. Many comments
expressed concern over BPA’s proposed risk management strategy, especially the
potential level of financial reserves and the use of such reserves. Many comments
voiced concern about the details of a Cost Recovery Adjustment Clause (CRAC),
including the levels and disposition of cash reserves. Also, many comments
encouraged BPA to extend the Subscription “window” for three to six months beyond
the final rate decisions.

RELATIONSHIP TO OTHER PROCESSES

Public input on BPA’s Power Subscription Strategy Proposal revealed regional interest
in several other key issues, notably future fish and wildlife funding and the 1999 Power
Rate Case, facing BPA and the region. The tiered ROD strategy described in BPA's
Business Plan Environmental Impact Statement (BP EIS) (DOE/EIS-0183, June 1995)
and the Business Plan Record of Decision (BP ROD), issued August 1995, supports



the power contract Subscription process being conducted simultaneously with other
processes on these key issues. As anticipated in the BP EIS analysis, BPA has
confirmed that prospective customers are not waiting until 2001 to arrange their 21%
century power supply (BP EIS, sec. 1.1 and BP ROD, p. 2). Instead, many are looking
for sellers who can offer them low, stable, long-term rates now. By offering
competitively priced power in a timely fashion, BPA will be able to retain customers and
their corresponding revenue. Without sufficient revenue, BPA will be unable to
guarantee full funding for its many responsibilities, including conservation, fish and
wildlife projects and renewable energy programs (BP EIS, sec. 2.6.1).

BPA’s multi-faceted business is complex. To help ensure its success, BPA decided to
embark simultaneously upon independent processes addressing these key issues.
While power contract negotiators would benefit from absolute knowledge of all future
program costs, and program implementers would benefit from absolute knowledge of
BPA's future revenue, the realities of a competitive marketplace often preclude waiting
for such comprehensive information. To carry out its public responsibilities within a
competitive marketplace, BPA must have the freedom to define the scope of individual
business decisions without having to resolve all of the region’s power supply and fish
and wildlife problems at once.

BPA understands the extensive regional interest and concerns regarding future fish
and wildlife funding. The Fish and Wildlife Funding Principles were announced by
Vice-President Gore on September 21, 1998. The announcement of the Principles
followed a process that began in November 1997 and continued until early
September of 1998. This public process included over 60 meetings with concerned
citizens, Tribes, State and Federal agencies, BPA customers, and public interest
groups. The preamble to the Principles states that the purpose "of these principles is
to conclude the fish and wildlife funding process in which BPA has been engaged with
various interests in the Region, and provide a set of guidelines for structuring BPA's
Subscription and power rate processes. The principles are intended to ‘keep the
options open' for future fish and wildlife decisions that are anticipated to be made in
late 1999 on possible reconfiguration of the hydrosystem and in early 2000 on the
Northwest Power Planning Council's (NWPPC) Fish and Wildlife Program.”

BPA has examined the issues of fish and wildlife funding under different business
conditions and the possible mechanisms to respond to those different outcomes

(BP EIS, sec. 2.4.5 and 2.5). Therefore, BPA is well prepared to make separate
individual business decisions such as a Power Subscription Strategy and the

1999 Power Rate Case that complement one another and are guided by the Fish and
Wildlife Funding Principles.

Proceeding with the Power Subscription Strategy is vital to providing BPA with the
financial predictability and stability it needs to compete in a deregulated wholesale
electric marketplace. As explained in detail in the BP EIS and the System Operation



Review (SOR) EIS (DOE/EIS-0170, February 1995), BPA will meet its contractual
obligations and market its power and services with available resources consistent with
the operating constraints that apply to the hydrosystem. (BP EIS, sec. 1.5.6 and

BP ROD, p. 4). Additionally, the BP EIS details various response strategies designed
to address any financial imbalance due to revenue shortfall as a result of unanticipated
expenditures (BP EIS, sec. 2.5 and BP ROD, p. 13-14). In circumstances with
unforeseen costs or revenue shortfalls, BPA could implement one or more of the
response strategies to allow the Agency to continue to compete in the electric utility
market and fulfill its responsibilities. The Risk Management Strategy described in the
Power Subscription Strategy is consistent with the response strategies discussed in the
BP EIS.

During the past year, BPA has worked with interest groups, other agencies, and
customers to understand how BPA will address the uncertainty of future fish and wildlife
costs in future rates and contracts. BPA is committed to meeting the Fish and Wildlife
Funding Principles presented in September 1998. The Subscription process and the
power rate proposal are the major means for meeting BPA's commitment. BPA
concludes, based on analyses to date, that the Power Subscription Strategy is
consistent with the Fish and Wildlife Funding Principles. This conclusion is subject to
further test in the Power Rate Case, where the majority of fish and wildlife principle
implementation will take place, and adjustments may be made in BPA's implementation
methods if necessary.

The Power Subscription Strategy describes BPA decisions on a number of issues.
These include the availability of Federal power, the approach BPA will use in selling
power by contract with its customers, the products from which customers can choose,
and frameworks for pricing and contracts. The Power Subscription Strategy discusses
some issues that will not be finally decided in the Strategy. Most of these issues will be
finally decided in the 1999 Power Rate Case (also known as the section 7(i) process),
although some will be decided in other forums, such as the Transmission Rate Case,
which will be concluded before October 2001. For example, while the Strategy
documents BPA'’s intention to implement a rate discount for conservation and
renewables resources, the final design of that discount will be decided in the

1999 Power Rate Case. Customers have raised issues regarding the application of
other customers non-Federal resources to serve regional load. These resource issues
involve factual determinations under section 3(d) of the Act of August 31, 1964,

P.L. 88-552, and section 9(c) of the Northwest Power Act, which BPA cannot and has
not made a part of the decisions in this ROD. Other issues that will be decided in the
1999 Power Rate Case include the design and application of the CRAC, which rates
apply to which sales, and the design of the Low Density Discount (LDD).

While BPA's Power Subscription Strategy does not establish any rates or rate designs,
rate design approaches identified in the Power Subscription Strategy will be part of
BPA's initial power rate proposal, which is expected to be published in early 1999. The



comments received during the Subscription public process regarding the various
rate-related issues will be addressed in the Power Rate Case, which includes extensive
opportunities for public involvement.

The Power Subscription Strategy will provide a framework for the 1999 Power Rate
Case and Subscription power sales contract negotiations. The Subscription window
will remain open 120 days after the Power Rates ROD is signed by the BPA
Administrator, providing relatively certain information to potential purchasers regarding
rates.

BPA’'S POWER SUBSCRIPTION STRATEGY

The Power Subscription Strategy is BPA'’s decision on equitably distributing to its
customers the electric power generated by the FCRPS, within the framework of existing
law. The Strategy outlines the overall process for implementing Federal Power sales
Subscription contracts and provides a policy framework for the 1999 Power Rate Case.
The Power Subscription Strategy, which provides a comprehensive description of
BPA's decision, is available as a separate document. The strategy is briefly
summarized as follows.

The Strategy has four principal goals:

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

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

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

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

Subscribing to Federal Power

The power sales Subscription window will be open from February 1999 until 120 days
after the ROD for the 1999 Power Rate Case is signed. BPA and its customers can
bilaterally negotiate and execute power sales contracts at any time during this period.
In determining customers’ eligibility for net firm load requirements, BPA will apply its
standards defining which entities qualify for service. BPA will consider the application
of section 3(d) of P.L. 88-552 and section 9(c) of the Northwest Power Act. BPA also
will review a customer's requests for service in light of any sales of non-Federal power,
including power previously applied to loads in the region, for use outside the region.



BPA may make this review on a case-by-case basis or in a public process after the
power sales Subscription window opens. All contracts will be subject to the final rates
established in the Rate Case. BPA proposes to develop rates for Subscription Core
power products for the Federal fiscal year (FY) 2002-2006 rate period that are
significantly below market and approximately equal for all customer groups.

All public and private utilities serving regional firm consumer load that are eligible
under BPA statutes to purchase firm power from BPA may request a contract within the
constraints of existing statutes. BPA plans to provide approximately 1800 average
megawatts (aMW) worth of benefits for the residential and small farm consumers of
investor-owned utilities (IOUs), while meeting all public agency net firm load
requirements. BPA expects to be able to meet all direct-service industrial customer
(DSI) loads that customers ask BPA to serve. BPA will meet its obligations with its
existing Federal power system and, to the extent necessary, cost-effective power
purchases consistent with BPA'’s overall rate and financial goals. BPA expects this
plan to be successful. However, BPA also is working with its industrial customers on a
variety of measures in the unlikely event that power costs or customer energy demands
exceed expectations. These measures will allow BPA to achieve the objective of
distributing the benefits of Federal power broadly in the region.

Managing Financial Risk

BPA's power products and services are based, in part, on the agency’s risk
management strategy, which must account for uncertainties in future hydro conditions,
market prices, operating costs, and fish and wildlife funding. To ensure BPA recovers
all of its costs, the agency will use a variety of risk management tools, described in the
Strategy.

Products and Services
BPA will market three categories of products:

Core Subscription Products — These products are available to customers who
request net firm requirements load service to serve regional consumer load, and
who accept constraints on their ability to shape their purchases from BPA for any
reason other than following variations in consumer load. These undelivered
products will be offered at BPA’s posted rates.

Customized Subscription Products — Customized products are available to
customers who request net firm requirements load services to serve regional

consumer load (Core Products) and who want additional flexibility to reshape
their purchases from BPA in order to optimize their own resource operations.

These products will have bilaterally negotiated pricing for all modifications to

Core Products and any additional products and services customers wish to



purchase. BPA anticipates that the price for customized products that differ
substantially from the core products will be negotiated under the Firm Power
Products and Services (FPS) rate schedule.

Non-Subscription Products — This category broadly includes power products
and services that BPA might sell to any customer in the wholesale marketplace.
These products will have prices negotiated under BPA’'s FPS rate schedule
within the cost-based cap existing for that rate schedule. For detailed product
descriptions, refer to the BPA Power Products Catalog available from BPA
account executives or on the PBL web site.

BPA will offer another product, called Slice of the System. The Slice of the System is a
net firm requirements load service that includes sales of surplus products. Slice will be
offered by contract to public agency customers and priced by a formula to be
developed during the Power Rate Case. The final details of this product will be
developed through an open process that will be concluded before the end of

January 1999. Slice will allow eligible public agency customers to pay a fixed
percentage of BPA's costs in return for power based on a fixed percentage of the
capability of the FCRPS, and mapped to the customer's net firm requirements load.
See ROD section II.C.

Pricing

BPA intends to propose power rates for Core Subscription products for the 2002-2006
rate period that are significantly below market and approximately equal for all customer
groups. Final pricing decisions will be made in the power rate section 7(i) process in
1999. Pricing issues are discussed in ROD section lll.

Subscription power sales (i.e., power contracts signed during the Subscription
window) to public agency customers will be at the Priority Firm Power (PF) rate.
Subscription sales to IOUs and DSIs would be at applicable rates, which are
expected to be approximately equivalent to the PF rate, subject to a section 7(i)
hearing and BPA meeting its statutory rate directives.

Loads of preference customers that contract for services after the Subscription
window will be served at the PF rate, with a targeted adjustment charge, through
at least FY 2006. The targeted adjustment charge would recover the difference
between the PF rate and the cost of the resources (power) BPA must acquire, if
any, to serve the load. The targeted adjustment charge would be determined for
each individual purchaser placing new load on BPA and would be applicable
until those "new" loads can be reflected in BPA's next general rate adjustment.



The proposal for option fees has been dropped. Eligible customers who make
long-term commitments to buy power will get a contractual guarantee of BPA’'s
applicable lowest cost-based rates beyond FY 2006.

BPA will continue the LDD, with minor modifications to be determined in the
Power Rate Case, in a manner similar to current practice.

BPA intends to continue existing General Transfer Agreement (GTA) service to
customers for delivery of Federal power through the 2002-2006 rate period.
This service will not be available to new preference customers or to existing
preference customers for service territory expansions. BPA will attempt to
negotiate extensions through 2006 for GTA agreements that expire during this
time. If unsuccessful in this attempt, BPA will arrange for open access tariff
transmission to replace GTAs for delivery of Federal power to GTA points of
delivery. This delivery will be covered by power rates. The costs for delivery of
non-Federal power to GTA points of delivery will not be covered by power rates.

BPA has an important role in fostering and promoting the development of energy
conservation and renewable resources in the Northwest. BPA plans to offer a
0.5 mill per kilowatthour Conservation and Renewables Rate Discount to utilities
that voluntarily implement measures to develop energy conservation and
renewable resources, up to a total of $30 million per year. The discount will be
dollar for dollar for the first $30 million. BPA also is considering whether, if
BPA's actual financial performance turns out to be substantially better than the
rate case plan, BPA would offer an additional discount. The first $15 million of a
"dividend" distribution (see ROD section II.A.2.) would go to customers who
carry out incremental conservation and renewable activities. To make it simple
to administer, BPA plans to rely on a regional forum to propose measures that
would qualify for the discount.

Contract Elements

BPA intends to conduct bilateral negotiations with each of its customers to develop a
contract that establishes the specific business relationship between that customer and
BPA. All contracts will contain some provisions that generally are non-negotiable, or
required by statute, and consistent across all Subscription contracts. Contract issues
are discussed in ROD section IV.

BPA will provide various incentives for customers to choose among three-year
contracts, five-year contracts, and contracts longer than five years.

In limited circumstances, BPA would be willing to negotiate non-requirements

surplus firm power contracts with small rural full service customers if they are
inordinately affected by rate design changes.
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Under Subscription contracts, customers bear the risk of losing load due to retail
open access. BPA will offer several means to mitigate a customer’s financial risk
due to retail load loss.

BPA will offer load growth coverage to public agency customers. Utilities whose
loads grow due to annexations and have contracts before the close of the
Subscription window will be served with net firm load requirements power at the
PF rate. New large single loads (NLSL) will be served at the New Resources
Firm Power rate. Public agency requests to BPA for additional service after the
Subscription window closes will be subject to the special price and notice
provisions described in the Pricing section, IIl.A.

A new public utility that forms and is eligible for service under BPA’s statutes and
signs a Subscription contract within the Subscription window will be offered
power at the PF rate for its load obligation, depending on BPA's determination
pursuant to section 9(c) of the Northwest Power Act and excepting NLSLs. New
tribal preference utilities, which are eligible for service under BPA'’s statutes, will
be treated the same as other new public utilities.

Under current statutory provisions, customers who purchase for their net firm
power requirements load are not able to pool their power purchases with other
customers’ purchases. If new legislation affecting pooling is passed, BPA will
consider modifying its contracts.

SUBSCRIBING TO FEDERAL POWER

Issue:

How long do customers have to Subscribe?

Subscription Proposal:

The Proposal calls for a Subscription window from November 15, 1998, through
November 30, 1999. The Proposal stated that BPA might extend the window if the rate
case ran longer than anticipated.
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Parties’ Comments:

Both Eugene Water and Electric Board (EWEB) and Springfield Utility Board
(Springfield) commented that BPA should delay the start of Subscription until all of
BPA'’s product offerings are finalized. EWEB, SUB01-107; Springfield, SUB01-121.

BPA received several comments about when the Subscription window should close.
These comments expressed a need for a guaranteed amount of time after rates are
established to make informed decisions on BPA purchases. Most comments called on
BPA to extend the window to a guaranteed length of six months after the rate case due
to logistics. Portland General Electric (PGE), SUB01-071; Public Power Council (PPC),
SUB01-097; Snohomish County PUD (Snohomish), SUB01-090; Pacific Northwest
Generating Cooperative (PNGC), SUB01-086; Oregon Rural Electric Cooperatives
Assn. (ORECA), SUB01-085; EWEB, SUB01-107; Litchfield, SUB01-053; Klickitat PUD
(KPUD), SUB01-111; Springfield, SUB01-121. Western Public Agencies Group
(WPAG) called for a full year after the rate case. WPAG, SUB01-073. In addition to
these specific comments, the Shoshone-Bannock Tribes called for an additional

six months to evaluate the proposal, and the Makah Tribe felt it needed 18 months to
evaluate the proposal and get ready to act. Shoshone-Bannock, SUB01-119; Makah,
SUBO01-214.

Evaluation and Decision:

BPA plans to start Subscription in February 1999. Updated product descriptions are
included in the Revised Version of the Product Catalog. The Revised Product Catalog
reflects the recommendations for changes suggested by interested customers to date.
Development of two products--Slice of the System and Actual Partial Service for
Customers with Variable Resources--will continue through January 1999. BPA will be
able to begin Subscription after those products are more fully defined.

While BPA will be available to discuss contracts with customers starting in

February 1999, BPA is not anticipating that many customers will sign contracts early.
Most customers have indicated that they would like to know the outcome of the rate
case before they sign contracts. Customers have asked for, rather than an established
end date, a guaranteed amount of time to make their decision after the rate case. BPA
has recognized this concern and decided to provide a period of 120 days after BPA’s
rate case ROD. BPA has chosen not to propose a six-month period because of BPA’s
financial need to conclude Subscription early enough that it can seek alternative
markets if power is still available. In addition, leaving the window open longer creates
market exposure for BPA because BPA'’s established fixed price would be compared to
constantly changing market information, creating opportunities for alternative suppliers
and thereby creating financial risk for BPA.
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The Tribes' concern that they need more time should be somewhat alleviated by BPA’s
decision to, over time, make power available at a melded PF rate for new publics and
tribal utilities. If the Tribes are not able to act during the Subscription window, they still
can form a preference utility, qualify for BPA service, and garner future access to
power at the applicable PF rate.

Issue:

How much power is available for Subscription? Should power be made available first
to preference customers, then to I0Us, then to DSIs?

Subscription Proposal:

The Proposal estimated that about 6300 aMW of firm power would be available for
Subscription, on an average annual basis for Federal FYs 2002-2006. The proposal
estimated that public agencies might subscribe up to about 5500 aMW. 10Us or their
successors would be assured access to the equivalent of 1500 aMW of firm power.
The proposal estimated that about 1000 aMW of firm power might be available for the
DSls and stated that BPA would offer 2000 aMW of interruptible power sales to the
DSis.

The Subscription Proposal stated that it retains not only public power preference but
also regional preference. Further, it stated that BPA is committed to passing on the
benefits of the Federal System to the residential and small farm customers of the
region’s IOUs. Also, it states that after meeting the power requests of public agency
customers and IOUs, DSIs may execute firm power contracts for remaining firm power.

Parties' Comments:

Many public agencies and their representatives argue that the IOU residential load
should have access to 1500 aMW of Federal power at a melded rate for the 2002-2006
rate period. They assert that this would be accomplished through the Subscription
process by giving the public agencies first access to purchase Federal power, the IOU
residential loads second access up to 1500 aMW, and the DSIs access to any
remaining power. Northwest Requirements Utilities (NRU), SUB01-057; PPC,
SUB01-097; Western Montana Generation & Transmission Cooperative (WMG&T),
SUBO01-099; Mundorf, SUB01-175.

Oregon Utility Resource Coordination Assn. (OURCA) and other public agencies argue
that any power sale to the IOUs must comply with the public preference provisions of
the Northwest Power Act. Further, any sales to the I0Us should not impact the public
preference customers’ first priority access rights to the Federal Base System (FBS).
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Grant County PUD (Grant), SUB01-058; Springfield, SUB01-121; OURCA, SUB01-116;
Washington Rural Electric Cooperation Assn. (WRECA), SUB01-094; Benton PUD,
SUBO01-101.

IOUs, many customers of IOUs, and interest groups argue that BPA should ensure that
the IOUs’ needs are met before selling power to DSIs. Further, they argue that they
should share equally in the benefits of low-cost Federal power regardless of whether
they are served by public or private power producers. Oregon Public Utility
Commission (OPUC), SUB01-004; Idaho Power Company (IPC), SUB01-023;
Northwest Energy Coalition (NWEC), SUB01-114; Bellevue, SUB01-026; e.g., Smith,
SUBO01-034. The I0Us called for increased allocations of power at BPA’s lowest
cost-based rate for the residential and small farm loads of the IOUs. Montana Power
Company (MPC), SUB01-062; Litchfield, SUB01-053; and Washington Water Power
(WWP), SUB01-066.

The DSIs stated that they are troubled by BPA's apparent lack of commitment to selling
firm power to the DSIs, who have been long-term customers of BPA. E.g., Murphy,
SUBO01-040; Early, SUB01-078. The DSIs stated that BPA should open the
Subscription window to all customers at the same time and augment the FBS if
necessary to provide them firm power sales. Id.

A number of preference customers, State public utility commissions (PUC) and Tribes
argued that BPA's first obligation was to the loads of public bodies and cooperatives
and the residential and small farm loads of IOUs. EWEB, SUB01-107; KPUD,
SUBO01-111; McMinnville Water and Light (McMinnville), SUB01-112; Grant,
SUBO01-058; OURCA, SUBO01-116; Springfield, SUB01-121; City of Port Angeles (Port
Angeles), SUB01-064; Douglas Electric Cooperative (Douglas), SUB01-181; ORECA,
SUBO01-085; Surprise Valley Electric Cooperative (Surprise Valley), SUB01-149;
PNGC, SUB01-086; Clallam County PUD (Clallam), SUB01-150; Sacramento Municipal
Utility District (SMUD), SUB01-088; Snohomish, SUB01-090; PPC, SUB01-097; State
PUCs, SUBO01-146; Shoshone-Bannock, SUB01-119; Spokane Tribal Business
Council, SUB01-092; NWEC, SUB01-114; and Montana League of Cities and Towns,
SUBO01-082.

Evaluation and Decision:

The intent of BPA's Subscription Proposal was to assure that the benefits of the
FCRPS are distributed as widely as possible throughout the region. The Proposal
relied heavily on the advice contained in the report of the Comprehensive Review,
aimed at keeping BPA's costs as low as possible while ensuring adequate funding for
BPA's social responsibilities. The DSIs expressed the most dissatisfaction with BPA's
Proposal and called on BPA to augment the system if necessary to meet their requests
for power. The 10Us primarily requested an increase in the amount of power offered to
the 10Us for their residential and small farm customers. The preference customers
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generally called for a removal of tiered rates and associated elements that they felt
reduced the value of preference.

While parties argue that Federal power sold in Subscription should be provided first to
preference customers, then to IOUs, and then to DSIs, BPA must implement its power
sales in accordance with the provisions of the Northwest Power Act and other
applicable law. Under the Northwest Power Act, BPA has a statutory obligation to meet
the requirements loads of public agencies and cooperatives and has estimated the
amount of obligations that such customers may request. BPA has stated it will meet the
net firm loads of its preference customers. BPA also has an obligation to offer power to
IOUs that request net firm load requirements service, as determined under

section 5(b)(1) of the Act. BPA is required to give public bodies and cooperatives
preference and priority in any disposition or sale of Federal power. BPA also has a
statutory obligation to implement the Residential Exchange Program with utilities
offering to sell power to BPA under section 5(c) of the Northwest Power Act. BPA’s DSI
customers do not have a statutory right to requirements power for their loads in the
post-2001 period, although BPA may sell power to meet such loads if available. Power
that is surplus to BPA'’s sections 5(b), (c), and (d) requirements obligations will be sold
in accordance with public preference and regional preference.

BPA has heard from all of its current regional customers that they wish to buy some
amount of Federal power, and it is only the negotiation of contracts that will permit BPA
to understand what those requests are. To sequence the negotiation of contracts in the
manner proposed would potentially lead to unnecessary delays and administrative
duplication of effort. Many parties will not execute contracts prior to seeing final rates,
but commencing negotiations may help to solidify BPA’s estimates of its power sales.
BPA will commence negotiations of contracts with all customers and will offer power to
its customers in a manner consistent with applicable public preference law.

BPA has looked for ways to address these concerns while maintaining the necessary
regional balance of the proposal. One key change is that the Subscription Strategy
recognizes the potential that BPA will do some limited (in duration and amount)
augmentation of its current inventory. During the Subscription window, BPA will update
its sales and inventory forecasts. BPA will maintain its flexibility to augment its
inventory through economic purchases, keeping in mind two conditions. Augmentation
is more likely to occur if BPA concludes that it is necessary to meet the Subscription
requests being placed on BPA. In addition, BPA intends that such purchases be made
in a way that allows BPA to meet its rate goal without assuming significant resource
cost risk. The Subscription Strategy also eliminates differentiated rates for preference
customers and increases the amount of power BPA will provide the 10Us for their
residential and small farm customers. The Strategy states that BPA expects to be able
to serve all DSI load placed on it. All customers can negotiate Subscription contracts
for power at the applicable rates during the Subscription window. Specifics about these
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decisions are discussed elsewhere in this ROD. See, for example, section |.C.
regarding augmentation for DSI loads. See also ROD section |.B.

A.  Serving Public Agency Loads

Issue:

How will the load of public agency customers be served through Subscription?
Subscription Proposal:

Public agencies would be able to subscribe at the lowest cost-based PF rate for all load
not currently being served by customers’ generating resources, including long-term
power purchase contracts, as of the release date of the final Subscription Strategy.
They would be able to continue Residential Exchange transactions under section 5(c)
of the Northwest Power Act at the PF Exchange rate, subject to in lieu transactions.

Parties’ Comments:

Preference customers called on BPA to resist actions that would be perceived as
eroding public preference rights. Many of these commenters cited option fees,
take-or-pay requirements and tiered rates as BPA actions that would undermine the
value of preference. Industrial Customers of Northwest Utilities (ICNU), SUB01-109;
Seattle City Light (Seattle), SUB01-104; City of Sumas (Sumas), SUB01-105;

Grays Harbor PUD (Grays Harbor), SUB01-108; NRU, SUB01-057; Central Lincoln
PUD (Central Lincoln), SUB01-106; KPUD, SUB01-111; OURCA, SUB01-116; Grant,
SUBO01-058; Springfield, SUB01-121; Benton Rural Electric Assn. (Benton REA),
SUBO01-075; Kootenai Electric Cooperative (Kootenai), SUB01-060; Lower Valley
Power & Light (Lower Valley), SUB01-081; Port Angeles, SUB01-064; ORECA,
SUBO01-085; PNGC, SUB01-086; SMUD, SUB01-088; Snohomish, SUB01-090;
Tanner Electric Cooperative (Tanner), SUB01-093; WRECA, SUB01-094; WMGA&T,
SUBO01-099; PPC, SUB01-097.

Some preference customers argued that the “use-it-or-lose-it” aspect of the
Subscription Proposal for retaining PF(1) access would needlessly increase the amount
of power sold to the publics and reduce the amount available for others. PPC,
SUBO01-097; WPAG, SUB01-073; PNGC, SUB01-086. The DSIs expressed concern
that the Subscription Proposal encouraged public customers to subscribe for more
power than they ordinarily would, thereby exacerbating BPA’s over-Subscription
problems. Murphy, SUB01-040.

Certain representatives of IOUs, States, and Tribes argued that the benefits of Federal
power should receive the widest possible dispersal throughout the region within the
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limits of the Northwest Power Act and BPA'’s other enabling legislation. Litchfield,
SUBO01-053; Washington State Attorney General, SUB01-059; Spokane Tribal
Business Council, SUB01-092.

One citizen argued that BPA should ignore preference rights and send power to the
IOUs based on the proportional size of their regional load compared to the preference
customers’ regional load. Arnold, SUB01-159.

Evaluation and Decision:

Parties’ comments generally supported BPA'’s proposal to provide power to preference
customers for their net firm load requirements. BPA’s Subscription Strategy makes a
number of changes from the Proposal to address concerns expressed by preference
customers about their preference rights. Option fees have been eliminated. BPA will
not differentiate its rates into PF(1) and PF(2) but instead will rely on notice provisions
and a targeted adjustment charge to the PF rate that will reflect any additional costs for
serving new public utilities and load annexations that occur after the Subscription
window, and BPA will assume more risk for retail access load loss. These changes
also were designed to remove any incentive for preference customers to sign up for
more power than they otherwise would in order to avoid losing future preference rights.
Pricing, option fees, and take-or-pay issues are addressed in other sections of this
ROD. BPA will consider the customer's firm resource declarations and changes to its
resources or sales of its firm resources on the market in determining the customer's net
firm requirements load.

1. Public Agency Load Growth

Issue:

Should BPA provide load growth service to public agency customers purchasing Full
Service and Partial Service products in Subscription?

Subscription Proposal:

BPA would offer load growth coverage under the Full Service and Actual Partial
Service products to all public agency customers under the same terms and conditions.
BPA would determine the cost of providing this service and equitably recover these
costs under the Full Service and Actual Partial Service products.

Parties’ Comments:

Many commenters stated that public power has a preference right to the lowest
cost-based power to serve load growth. Northern Wasco PUD (Northern Wasco),
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SUBO01-048; Clearwater Power Company (Clearwater), SUB01-049; NRU, SUB01-057,
Port Angeles, SUB01-064; WPAG, SUB01-073; Tanner, SUB01-093; Wells Rural
Electric Cooperative (Wells), SUB01-095; PPC, SUB01-193; Benton PUD, SUB01-101;
Big Bend Rural Electric Cooperative (Big Bend), SUB01-141.

Some parties commented that if BPA changes the Load Shaping billing determinant to
Load Variance, the pricing methodology calculation should remain consistent with the
present rate charged under the Load Shaping billing determinant. NRU, SUB01-057;

Benton PUD, SUB01-101; Big Bend, SUB01-141.

The PPC stated that the residential and small farm load rate of the IOUs (NR(1)) should
be equal to the rate charged to publics for load growth. PPC, SUB01-193.

Evaluation and Decision:

BPA historically has met the increase in demand for electricity of its net firm load
requirements customers. Current regional estimates of individual utility load growth
range from less than 1 to 3 percent annually. Based upon this rate of “historical”
demand BPA proposes to meet such load growth and, if necessary, acquire resources
to meet load growth of customers purchasing either the Full Service or the Actual
Partial Service products. The rate at which BPA serves load growth will be determined
in the Power Rate Case. Load growth coverage will not be included in the product
offered to customers purchasing under the Firm Power Block product or the Slice
product. Should such customers want BPA to cover their load growth, they may
acquire it under the FPS rate schedule.

Comments on BPA’s proposal to change the Load Shaping billing determinant to Load
Variance suggested that the pricing methodology calculation should remain consistent
with the present rate charged under the Load Shaping billing determinant. NRU,
SUB01-057; Benton PUD, SUB01-101; Big Bend, SUB01-141. BPA intends to propose
in its initial rate proposal a Load Variance product to succeed the current Load Shaping
product. This product will follow all the variations of a customer's load. BPA is
considering, for customers purchasing the Load Variance product, having the billing
determinant for the product be the customer’s Total Retail Load. The actual increase in
heavy load hour (HLH) and light load hour (LLH) energy would be charged the PF rate.

The PPC stated that the rate charged IOUs for their residential and small farm loads
should be equal to the rate charged public agency customers for load growth. BPA’s
proposal for pricing power sold for the IOUs’ residential and small farm loads is
discussed in section III.C of the Strategy.
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2. Public Agency Annexed Loads
Issue:
How should existing public utilities with annexations be served under Subscription?
Subscription Proposal:

Public agency customers that acquire load through annexation and the load that had
been served at PF(1) would continue to serve those loads at PF(1). Any other
annexations would be served at PF(2)/NR(2). Loads that are being served at the
PF(2)/NR(2) rate would be served at that rate regardless of the serving entity, with one
exception for new tribal utilities. NLSLs would be served at the NR(2) rate. 10U
residential and small farm load receiving BPA power or other benefits, if annexed,
would continue to receive its prorated share of power or financial benefit. BPA
proposed to serve any post-Subscription public agency requests for additional
requirements service at the PF(2) rate, to reflect the cost of acquiring additional
resources.

Parties’ Comments:

Most public agencies expressed concern that to differentiate between future annexed
loads and existing customer loads would lead to tiered rates, which they oppose.

(See ROD section lll.A. for a full discussion of public comments on tiered rates.) They
urged BPA to serve annexed load at a single melded PF rate, either immediately or
after some notice provision. WPAG, SUB01-073; PPC, SUB01-097; NRU, SUB01-057,
Utility Reform Project (URP), SUB01-120; Springfield, SUB01-121; Montana League of
Cities and Towns, SUB01-082; the League of Oregon Cities, SUB01-037. Port Angeles
suggested that BPA allow retail access load decreases and increases to be netted
against each other. Port Angeles, SUB01-064.

Evaluation and Decision:

BPA has an obligation to meet the net firm load power needs of public agency
customers pursuant to contracts under section 5(b) of the Northwest Power Act. The
amount of power BPA is obligated to provide to an individual customer may increase as
that customer’s net power load requirements increase. BPA must meet these
increases, and also must anticipate acquiring additional resources to do so. BPA
believes it is reasonable to set a time period between now and the end of the
Subscription window, when new contracts are being negotiated, to set BPA'’s load
obligation for the subsequent rate period. This information is important to BPA’s
resource planning. It also is important to determine BPA'’s load obligation so that
BPA's rates will be established to allow full recovery of BPA’s costs.
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It is unreasonable to expect BPA to absorb the costs, after the Subscription window
closes, of increases in load obligations due to independent utility decisions that affect
BPA'’s load and resources. Utility load increases due to annexations are the result of
utility decisions, and the utility may apply its own resources to its loads. BPA believes
it is reasonable that such annexed load increases occurring after the close of
Subscription be served according to the notice and rate treatment described in
sections I.A. and Ill.A., allowing for recovery of new costs.

Therefore, BPA has decided that a public utility whose load grows due to annexations
and that enter into contracts with BPA to serve such load before the close of the
Subscription window will have access to net firm load requirements power at BPA's
lowest-cost PF rate. Public agency requests to BPA for additional load service after the
Subscription window closes will be subject to the price and notice provisions and the
targeted adjustment charge explained in sections I.A. and IlIl.LA. Annexed loads that
had been served with PF power will continue to be served at that rate, regardless of the
serving entity. An increase in a public utility's load due to annexation that was
previously residential or small farm load served by an IOU will continue to receive its
prorated share of the power delivery or financial benefits during the interim notice
period as if it had remained an 10U load.

3.  Serving the Load of a New Public Agency
Issue:
How should new public utilities be served under Subscription?
Subscription Proposal:

A new public agency would be offered power at the PF(1) rate for an amount of its net
firm requirements load service that was previously served by another preference
customer at BPA'’s lowest cost-based rate (PF(1)). New publics also would be eligible
for a proportional share of net firm requirement load service at the NR(1) rate and
financial elements for any eligible 10U residential load it acquired. All other power
needs it placed on BPA would be served at the PF(2) rate.

Parties’ Comments:

Many customers and customer groups commented on the standing of new public
agencies in Subscription. Some opined that access to power at the lowest cost-based
rate should be limited to those able to form and sign contracts by the end of the
Subscription window. PPC, SUB01-097; NRU, SUB01-057; Springfield, SUB01-121;
WPAG, SUB01-073; Mundorf, SUB01-175. Others felt that access to power at the
lowest cost-based rate should exist at any time for preference entities, old and new.
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League of Oregon Cities, SUB01-037; Montana League of Cities and Towns,
SUBO01-082; PNGC, SUB01-086; OURCA, SUB01-116; Power Resources Managers
(PRM), SUB01-087; URP, SUB01-120; WMG&T, SUB01-099. Most preference
customers opposed any BPA proposal to tier the preference rates; hence they also
commented that new public agencies should have access to net firm requirements load
service at the same rate as existing public agencies. Snohomish stated that a tiered
rate directed at new public utilities would deter the growth of public power. Snohomish,
SUBO01-090.

WPAG recommended that BPA serve new public agencies requesting service from
BPA during the Subscription window at BPA's lowest cost-based rate. WPAG,
SUBO01-073; Mundorf, SUB01-175. They stated that loads of new publics brought to
BPA after the close of the Subscription window should be served at the PF rate if
adequate resources are available. Otherwise such loads should be served at a surplus
rate reflecting the costs of resources acquired to serve such loads until the start of the
next rate period. Id.

In general, the IOUs expressed support for BPA’s proposal to establish tiered rates in
order to maintain the benefits of the Federal System (for a complete discussion of
public comments on tiered rates please see section IIl.A.).

Evaluation and Decision:

Section 5(b) of the Northwest Power Act requires BPA to offer a power sales contract to
a qualified public agency customer whenever requested. It makes no difference if the
public agency is newly formed or not. The rate at which Federal firm power is sold to
public agencies under section 5(b) is established under section 7(b)(1) of the
Northwest Power Act. Section 7(b)(1) provides for a rate or rates of general application
to meet the general requirements of such customers. BPA will meet requests of its
preference customers for section 5(b) net load power service by offering to sell firm
power under the posted PF rate established under section 7(b) of the Act.

There was a general lack of support from the preference customer class to tier the

PF rates. As discussed fully in section IIl.A., new public customers that are formed and
qgualify for service may enter into contracts with BPA during the Subscription window
and will be offered firm net load power service at BPA's lowest cost-based PF rate.
The amount of power public agencies will be eligible to purchase will depend on BPA's
determination pursuant to section 9(c) of the Northwest Power Act. New public
agencies making requests to BPA for service after the Subscription window closes will
be subject to the notice and pricing provisions, including the targeted adjustment
charge, explained in sections I.A. and Ill.LA. Loads of new public agencies that
previously were served with PF power will continue to be served at the PF rate during
the interim notice period, regardless of the serving entity. New public agency load that
is residential and small farm load previously served by an 10U will continue to receive,
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if applicable, a prorated share of the power delivery or financial benefits during the
interim notice period as if it had remained an IOU load. NLSLs will be served at the NR
rate.

4. New Preference Tribal Utility
Issue:

Should BPA give preference status to non-profit tribal electric cooperatives that are
formed within reservation boundaries and serve their members?

Subscription Proposal:

The Proposal stated that a Northwest Tribe that formed a non-profit cooperative utility
during the Subscription window would be eligible to purchase its general requirements
for service to residential and small farm loads at the PF(1) rate. The loads of new tribal
non-profit cooperative utilities that formed after Subscription ends would be treated the
same as other new publics.

Parties' Comments:

The Spokane Tribe of Indians (Spokanes) expressed appreciation and support for the
new preference tribal utility proposal, but opposed limiting the lowest cost-based power
to residential and small farm consumers. Spokanes, SUB01-092. They suggest that
tribal preference utilities also should be able to purchase lowest cost-based power for
“governmental, educational, and commercial loads within reservation boundaries.” Id.

The Shoshone-Bannock Tribes commented that Tribes should be eligible for rates
below PF(1) that “reflects the intent of BPA to fulfill their Trust Responsibility to Tribes.”
Shoshone-Bannock, SUB01-119. They also commented that all Tribes within the
Columbia and Snake River basins should be eligible to receive allocations of
hydropower generated from the Federal dams on the Columbia and Snake River
systems. Id. In addition, the Shoshone-Bannock Tribes pointed out a need for
planning and technical assistance funding to prepare for the potential economic
development opportunities inherent in such allocations. Id. The Makah Tribal Council
commented that the Subscription timeframe was not long enough to allow them to
analyze and evaluate their options. Makah, SUB01-214.

Evaluation and Decision:
The Shoshone-Bannock Tribes argue that a Tribe, if it forms an electric cooperative to

provide service to its members at cost, should be able to purchase its power service
from BPA at below the cost of the PF rate which otherwise would be applicable to the
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service. Such a proposal is problematic given BPA'’s statutory rate directives. Under
section 7 of the Northwest Power Act, BPA'’s rates must be designed to fully recover all
of BPA'’s costs of service. There is no provision in the Act for a rate discount for tribal
utilities.

The suggestion that a Tribe should be able to receive an “allocation” of hydropower
from Federal dams on the Columbia River ignores that BPA sells Federal power from
its system for service to customers under its section 5(b)(1) requirements contracts.
Such contracts are for sales of electric power from the full Federal System and not a
specific type of Federal resource. By providing service to a properly formed electric
cooperative of a Tribe that meets BPA's standards of service and is ready, willing, and
able to take power service from BPA, BPA has fulfilled its obligations under Federal
statute to sell power to an eligible customer.

The Spokanes’ comment that BPA should be willing to sell to all of a Tribe’s loads, not
simply its residential and small farm loads, is correct. If a Tribe forms a cooperative
and it is ready, willing, and able to take power, BPA would be willing to serve its net
firm requirement loads, subject to BPA's determination pursuant to section 9(c) of the
Northwest Power Act. The price at which such service is provided will be the
applicable rate or rates and charges established by BPA in its next rate case. What
BPA was trying to convey in its Proposal was that service to the cooperative’s retail
residential and small farm consumers would be at BPA's lowest cost-based rate even if
those retail loads had not previously received service from BPA, as in the instance of
being served by an IOU.

The Makah Tribal Council believes that the proposal does not allow enough time for it
to analyze and evaluate its options. BPA’s Subscription window does not limit the
Makah from forming an electric cooperative utility. BPA is willing to sell power to Tribal
electric cooperative utilities whenever they form and have the ability to take and deliver
the power.

New tribal electric cooperative utilities that are formed, qualify for service, and are
eligible to buy within the Subscription period will have the same opportunities as other
new public utilities. This decision makes BPA's lowest cost-based power available to
all of the Tribes' loads, not just the residential and small farm loads as suggested in the
Subscription Proposal. Overall, this is a better outcome for Tribes than BPA'’s original
proposal.

23



S. Customer Resource Replacement

Issue:

To what extent may customers dispose of firm resources currently used to serve firm
requirements and replace such resources with purchases of firm power from BPA at its
lowest cost-based rate?

Subscription Proposal:

BPA's Proposal stated that load(s) served by a customer's own resources or a
customer’s market purchases, and therefore not placed on BPA during the Subscription
window, would not be eligible for future service at BPA’s lowest cost-based rate. Such
load would be served at PF(1) surcharge or the PF(2) rate.

Parties' Comments:

Snohomish and Clark Public Utilities (Clark) stated that BPA is reinterpreting

section 5(b)(1) of the Northwest Power Act. Snohomish, SUB01-090; Clark,
SUBO01-077. These parties state that BPA proposes to blur the distinction between
5(b)(1)(A) and 5(b)(1)(B) resources and call on BPA to reverse its proposed policy. Id.
WPAG argues that "[ijn computing net requirements for utilities, 5(b)(1)(A) and (B)
resources should be treated separately, and their capability should be subject to the
adjustments recognized in the statute. Generating resources that came online after
passage of the Regional Power Act and that have not been dedicated to load under a
Regional Power Act contract should not be treated as 5(b)(1)(B) resources.”" WPAG,
SUBO01-073. PPC argues that "BPA should calculate customers' net requirements
pursuant to law and eliminate the proposed improper treatment of customers' 5(b)(1)(A)
and 5(b)(1)(B) resources." PPC, SUB01-097.

Evaluation and Decision:

Preference customers uniformly opposed the idea that any returning load be served at
other than BPA'’s lowest cost-based rate. They also stated that BPA was
misinterpreting the Northwest Power Act as it applies to customer firm resources
applied to customer firm load. BPA's treatment of customer resources currently serving
load in the region and the net firm requirements load of the customer is consistent with
the Northwest Power Act. Section 5(b)(1) provides that customer resources which have
been applied to serve load of the customer are treated as "continuing to be so used"
subject only to retirement, obsolescence, loss of the resource, loss of a contract right
(for contract resources) and the Administrator's consent. This treatment applies to both
5(b)(1)(A) and -(B) resources.

BPA therefore proposes to continue to interpret section 5(b) of the Northwest Power
Act as BPA has done in the past; i.e., the Administrator must determine if a resource

24



has been lost, retired or has become obsolete. For its regional loads which are served
on the date of the Subscription Strategy by 5(b)(1)(A) resources and 5(b)(1)(B)
generating resources or long-term power purchase contracts, , BPA service will be
provided at the PF surcharge rate. The PF surcharge rate will reflect the cost of new
resources that BPA anticipates will be needed to serve such loads. BPA also will
review any sales of such resources by a customer under section 3(d) of P.L. 88-552
and section 9(c) of P.L. 96-501.

It should be noted that BPA's Subscription Strategy does not establish any rates or rate
designs. The establishment of rates and use of rate design can be determined only in
a formal rate hearing under section 7(i) of the Northwest Power Act. The rate
comments referenced above will be addressed in BPA'’s rate development process,
which includes extensive opportunities for public involvement. While final rate design
decisions are not being made in the Subscription Strategy, rate design approaches
identified in the Subscription Strategy will be part of BPA's initial power rate proposal,
which is expected to be published early in 1999.

6. Surplus Firm Power Contracts
Issue:

Should BPA be willing to negotiate surplus firm power contracts under the FPS rate
schedule separate from Subscription to help mitigate inordinately severe rate impacts
on certain customers because of rate design changes in BPA’s upcoming rate case?

Subscription Proposal:

BPA's Proposal stated that certain groups of customers may be inordinately affected by
rate design changes and have no ability to respond to these changes. The Proposal
stated that BPA is willing to negotiate non-requirements surplus firm power contracts
and other mechanisms to help mitigate rate design changes that negatively affect such
customers inordinately more than other customer groups.

Parties’ Comments:

NRU, comprised of 38 members, supports BPA'’s proposal to negotiate surplus firm
contracts to mitigate the negative rate impacts on summer seasonal loads. NRU,
SUBO01-057. PNGC also expressed support for BPA’s willingness to “mitigate” large
cost shifts for small and rural systems. PNGC, SUB01-086. Benton PUD strongly
supports “Surplus Firm contracts or other mechanisms” for summer seasonal loads.
Benton PUD, SUB01-101.

Kaiser Aluminum Company (Kaiser) opposes “special, below cost rates for customers
adversely affect by cost-based rates.” Kaiser, SUB01-096.
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Northern Wasco commented that BPA'’s proposal to offer surplus firm power contracts
to any subgroup of customers that may be inordinately impacted by the new rate design
may be contrary to the Northwest Power Act. Northern Wasco, SUB01-048.

Northern Wasco stated that any special offer of power must be made to all public
preference customers at equal price and with equal opportunity to participate. Id.

Evaluation and Decision:

Northern Wasco's comment that the offer of surplus firm power contracts would be
inconsistent with the Northwest Power Act is based upon a misunderstanding of the
Act. Under section 5(f) of the Act, if and to the extent that BPA has surplus firm power
available in a seasonal period, such as early spring to summer, BPA is authorized to
market that power. BPA will provide its customers the opportunity to purchase
available surplus power in accordance with public preference and regional preference,
which means that public utilities will have the first opportunity to buy such power.
However, the Act does not specify to which preference customer(s) BPA must sell
available surplus power. BPA has discretion as to which public utilities among its
preference customers it may first offer the power. City of Santa Clara v. Andrus, 572
F.2d 660, 667 (9th Cir. 1978) (preference clause does not limit the Secretary of Energy
discretion in marketing all power to a single public customer).

While Kaiser is concerned about possible effects of special sales to parties inordinately
affected by rate design changes, as noted in more detail below, BPA proposes to make
such sales available to only a limited group of customers. BPA expects the cost, if any,
of sales to such customers to be quite low. BPA will consider the development of such

contracts in a manner similar to the implementation of such contracts in the past.

When BPA proposed offering surplus power sales contracts under the FPS rate
schedule to mitigate inordinate rate impacts on certain groups of customers, it
anticipated certain rate design changes for the 2002-2006 rate period. In preliminary
analyses the demand charge and summer seasonal rates were anticipated to increase
significantly over 1996 rate levels; BPA was considering changing the demand billing
determinant to be the coincidental peak of the customers’ systems; and BPA was
considering changing the LDD formula to reduce costs to BPA. Currently BPA
anticipates the rate level and design changes to be smaller in magnitude than in those
preliminary analyses, although they are subject to further refinement in BPA's Power
Rate Case in 1999.

However, BPA'’s basic PF summer rates, particularly in May through July, are still

anticipated to increase significantly. For the foregoing reasons, it is still appropriate to
address the potential inordinate impact of rate design changes on utilities, but BPA will
further limit the customers to whom these sales are made. BPA has decided to offer to
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negotiate FPS contracts with small rural full service customers with heavy irrigation
load, if rate design changes have inordinate effects on these customers.

B. Serving Residential and Small Farm Consumers of the IOUs
Residential Exchange Program

Issue:

Should BPA negotiate new Residential Purchase and Sale Agreements (RPSAS)?
Subscription Proposal:

The Subscription Proposal states that because the RPSA that implement the
Residential Exchange Program have been terminated or will terminate in 2001, new
RPSAs must be negotiated for any utilities choosing to participate in the Residential
Exchange Program after 2001.

Parties’ Comments:

The I0Us argue that BPA should negotiate new RPSAs as soon as possible. Litchfield,
SUBO01-053; MPC, SUB01-062; Gov. of Montana, SUB01-068; IPC, SUB01-070; PGE,
SUBO01-071.

Evaluation and Decision:

As noted in BPA’s Subscription Proposal, the RPSAs will terminate by 2001. BPA and
exchanging utilities must negotiate new RPSAs before that time in order to permit
future participation in the Residential Exchange Program. The date for negotiation of
new RPSAs is not a part of BPA's Subscription Strategy but will be announced at a
later time.

Issue:

Should the current Average System Cost (ASC) Methodology be revised?

Subscription Proposal:

The Subscription Proposal states that the current ASC Methodology will be used for
any Residential Exchange forecasts.
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Parties’ Comments:

The 10Us argue that BPA'’s negotiation of new RPSAs should address changes to the
ASC Methodology, including the removal of the “temporary” exclusions of a past era.
Litchfield, SUB01-053, MPC, SUB01-062; Gov. of Montana, SUB01-068; IPC,
SUB01-070; PGE, SUB01-071. Lower Valley argues that the ASC Methodology should
be revised to prevent IOUs from artificially increasing their ASC to increase exchange
benefits. Lower Valley, SUB01-081. The DSiIs argue that the ASC Methodology
should be amended to provide certainty that the IOUs will receive durable financial
benefits. Reynolds Metals Company (Reynolds), SUB01-039, SUB01-122; Murphy,
SUBO01-040.

Evaluation and Decision:

The Subscription Proposal did not include any proposal for a new ASC Methodology or
a recommendation regarding revision of the current ASC Methodology. Changes to the
ASC Methodology require a separate public process involving consultation with
regional parties. Such a process would occur separately from the Subscription
process. The Subscription Strategy does not propose and will not direct any changes
to the ASC Methodology at this time.

Issue:

Should negative deemer account balances be paid off before participation in: (1) the
Residential Exchange Program after 2001; and (2) Subscription purchases after 2001?

Subscription Proposal:

BPA'’s Subscription Proposal noted that utilities with negative account balances under
previous RPSAs must pay BPA the full amount of their negative deemer account
balances before being eligible to receive any benefits under the Residential Exchange
Program after 2001. The Proposal also noted that BPA must make a determination,
after receiving comments from the State PUCs, on whether negative deemer account
balances should be paid off before participation in Subscription purchases.

Parties’ Comments:

The 10Us argue that the decision on deemer accounts should not be addressed as
singular issues but should be incorporated into future RPSA negotiations. Litchfield,
SUBO01-053, MPC, SUB01-062; Gov. of Montana, SUB01-068; IPC, SUB01-070; PGE,
SUB01-071. PPC and WMGA&T argue that IOUs must reach agreement with BPA on
the disposition of deemer balances before purchasing Subscription power. PPC,
SUBO01-097; WMG&T, SUB01-099; WPAG, SUB01-073, Mundorf, SUB01-175.

Lower Valley argues that deemer balances must be taken into account before money is
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exchanged with the IOUs. Lower Valley, SUB01-081. WWP argues that it should not
be required to pay off its deemer balance before participating in Subscription. WWP,
SUBO01-016. The DSIs argue that it would be inappropriate for the PUCs to determine
whether an IOU with a negative deemer account balance should be eligible to purchase
Subscription power without first paying off such balances. Murphy, SUB01-040.

Evaluation and Decision:

Two issues are presented regarding negative deemer balances accrued under the
Residential Exchange Program. The first issue regards whether utilities must pay off
their negative deemer account balances before participating in the traditional
Residential Exchange Program after 2001. After reviewing the comments, it is well
taken that the resolution of deemer balances is an issue that is best reviewed in the
circumstances of the subsequent contractual agreements that implement the
Residential Exchange Program. The Subscription Strategy need not resolve this issue.
It must be noted, however, that the current RPSAs include a provision which states:
“Upon termination of this agreement, any debit balance in such separate account shall
not be a cash obligation of the Utility, but shall be carried forward to apply to any
subsequent exchange by the Utility for the Jurisdiction under any new or succeeding
agreement.” It is therefore BPA's expectation that deemer account balances would be
required to be paid off prior to renewed patrticipation in the Residential Exchange
Program.

Arguments that a particular utility might have not entered into the Residential Exchange
Program, and therefore would have no deemer balance, if it had known that the

ASC Methodology would be revised in 1984 are not compelling. The

1984 ASC Methodology was established by BPA and confirmed by the Federal Energy
Regulatory Commission (FERC). The Methodology also was upheld on appeal in the
United States Court of Appeals for the Ninth Circuit. Therefore, a utility’s deemer
balance is properly calculated based on the 1984 ASC Methodology. Indeed, BPA
would be precluded from using any other Methodology in the calculation of deemer
balances. The suggestion that the express language of the RPSA requiring the
carryover of any deemer balances to the next exchange agreement was limited to the
1981 Methodology is refuted by the RPSA itself. Section VI of Exhibit C to the RPSA
expressly provides for the amendment of the ASC Methodology, thereby establishing
that the carryover of deemer balances would occur regardless of changes in the

ASC Methodology. A utility also could terminate the RPSA under the provisions of
section 9 of the RPSA in order to avoid accumulation of deemer balances. While BPA
is not making a determination regarding deemer balances and subsequent participation
in the Residential Exchange Program at this time, the foregoing discussion provides a
proper context for future discussion of this issue.

A second issue concerns whether negative deemer account balances should be paid
off before participation in the purchase of Subscription power for the period after 2001.
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BPA'’s Subscription Proposal provided for a settlement of the Residential Exchange
Program based on the sale of requirements power and the payment of monetary
amounts based on the difference between market and the NR(1) rate. With input from
the State PUCs, BPA proposed to determine the relevance of the deemer balances to
the amounts of Subscription power made available to individual IOUs under the
settlement. The DSIs argue that it would be inappropriate for the PUCs to determine
whether an IOU with a negative deemer account balance should be eligible to purchase
Subscription power without first paying off such balances. Murphy, SUB01-040. The
DSls have misunderstood BPA'’s proposal. BPA did not suggest that the PUCs would
have the decisionmaking authority to determine whether I0Us could purchase
Subscription power without paying off deemer balances. This is a determination that
only BPA can make. BPA proposed that the PUCs would determine what they believed
was an appropriate resolution of negative deemer balances with regard to Subscription
sales and advise BPA. As noted elsewhere, however, BPA will provide a separate
comment process for all interested parties, including the State PUCs. In that process
BPA will receive recommendations on the manner, if any, in which negative deemer
balances should be considered in determining individual IOU Subscription amounts in
the settlement of the Residential Exchange Program. BPA then will make a final
decision.

In summary, BPA will determine the payment of negative deemer balances at the time
BPA negotiates new RPSAs and prior to utilities’ participation in the Residential
Exchange Program after 2001. BPA will determine the effect of negative deemer
balances, if any, on individual IOU Subscription amounts of power or dollars for
settlement of the Residential Exchange Program after reviewing the comments of
interested parties, including the State PUCs.

1.  Subscription Sales to IOUs for Residential Consumers

Issue:
What is the proper manner for providing Subscription power to the IOUs?

Subscription Proposal:

The Subscription Proposal states that an IOU may continue participation in the
Residential Exchange Program or may enter into a settlement of the Residential
Exchange Program. Under a settlement, IOUs would be able to purchase a specified
amount of power under Subscription for their residential and small farm consumers at
the New Resources NR(1) rate, a rate approximately equivalent to the lowest-cost PF
Preference PF(1) rate.
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Parties’ Comments:

The DSIs argue that the objective of providing durable benefits to the residential and
small farm customers of IOUs must be met by fixing the Residential Exchange and not
by replacing the Residential Exchange with a direct sale to IOUs. Reynolds,
SUBO01-039, SUB01-122; Murphy, SUB01-040; Early, SUB01-078. They further argue
that Congress never intended that the benefits of Federal power be provided to the
residential and small farm consumers of IOUs by the direct and unreplaced sale of
power for use by such consumers. Id.

Evaluation and Decision:

In their comments, the DSIs review the history of the Northwest Power Act. Murphy,
SUBO01-040. The DSiIs argue that the Northwest Power Act was structured to allow
BPA to achieve permanent load/resource balance. Id. BPA was authorized to meet the
loads placed on it by regional utilities and the existing loads of its DSIs. Id. BPA was
granted the authority to acquire resources and cost-effective conservation to meet
these loads. Id. The DSlIs also acknowledge, however, that while BPA was required to
offer initial long-term contracts to its existing DSI customers, BPA was authorized, but
not required, to continue to serve the DSI loads after that period. Id. The DSIs also
note that both preference customers and IOUs have the ability to place their net firm
requirements loads on BPA. Id.

The DSls essentially dismiss the ability of IOUs to have significant amounts of net firm
power requirements loads and conclude that BPA should limit any transactions for firm
power sales to the IOUs to only section 5(c) exchanges or those that would not reduce
power available for DSI loads. The DSI analysis, however, is flawed. As the DSIs
correctly recognize, BPA has an obligation under section 5(b) of the Northwest Power
Act to meet the net firm power requirements loads of its preference and IOU customers.
That obligation arises whenever a public or IOU utility requests service and does not
already have a section 9(b) power sales contract. While requirements loads can be
placed on BPA by Pacific Northwest utilities, 16 U.S.C. 839c(b), they are subject to
other applicable provisions such as 9(c). However, there is no corresponding statutory
provision for the DSIs to place loads on BPA. Compare 16 U.S.C. 839c(d).

BPA has the authority to acquire resources to meet the firm load obligations placed on
it under section 5(b) utility contracts and section 5(d) contracts. However, after the
initial 20-year DSI contracts, there is no requirement to serve the DSIs and, therefore,
no requirement to acquire power to meet such loads. Congress realized that the world
might change after the initial 20 years of the Northwest Power Act. By making sales to
DSils discretionary for the period after the first 20 years, Congress provided BPA the
ability to respond to changing circumstances, including, for example, circumstances
where BPA might need its existing resources to meet its firm power requirements loads.
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While the Act permits BPA to offer contracts to meet the DSI loads, there is no
requirement that it do so.

The DSIs argue that since passage of the Northwest Power Act, no IOUs have placed
any requirements loads on BPA. Murphy, SUB01-040. This statement is inaccurate.
While several IOUs have not placed firm load obligations upon BPA, instead applying
their own non-Federal resources to their loads, others have placed firm requirements
loads on BPA. For example, Puget Sound Power & Light Company previously placed A
net firm requirements load on BPA under its contract up until the early 1990s. PGE
placed a net firm peaking load on BPA following the retirement of its Trojan nuclear
powerplant in the 1990s. After arguing that the IOUs did not place requirements loads
on BPA, the DSiIs leap to the conclusion that the IOUs currently have no net firm load
requirements that could be served by BPA under section 5(b) of the Northwest Power
Act. This conclusion is inconsistent with the Act and depends upon each utility's loads
and resources circumstance.

The DSls ignore that the statutory test for whether a utility has a net firm power load
requirement is not whether a utility previously placed requirements load on BPA, but
rather whether the utility has firm consumer load in the region which exceeds its firm
resources as defined under section 5(b) of the Northwest Power Act. When a utility
requests service for its firm power load in the region, BPA determines whether there is
a difference between BPA'’s forecast of the utility’s regional consumer loads and the
utility’s firm resources applied to its regional load. BPA has the obligation to offer a
contract for the sale of electric power to the utility to the extent the utility’s firm load
exceeds its firm resources, subject to other applicable provisions of BPA statutes.

Section 5(b)(1) of the Northwest Power Act expressly provides:

Whenever requested, the Administrator shall offer to sell to each requesting public
body and cooperative . . . and to each requesting investor-owned utility electric
power to meet the firm power load of such public body, cooperative or
investor-owned utility in the Region to the extent that such firm power load exceeds

(A) the capability of such entity’s firm peaking and energy resources used in
the year prior to December 5, 1980, to serve its firm load in the region,
and;

(B)  such other resources as such entity determines, pursuant to contracts
under this chapter, will be used to serve its firm load in the region.

16 U.S.C. 8839(c)(b)(1) (emphasis added).
BPA uses this formula, plus the application of other relevant provisions of the Act such

as section 9(c), to determine an I0U’s or a public utility’s regional net firm load for
which it will be eligible for BPA service. Each IOU’s ability to take firm power load
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requirements service from BPA will depend upon its own loads and resources and any
determination made under section 9(c). Some IOUs may have only a small portion of
their firm loads met by BPA, depending upon their firm resources applied to load.

BPA'’s Subscription Proposal acknowledges that an IOU may place a firm requirements
load on BPA and provides for the sale of requirements power to the IOUs. However,
BPA has not yet determined whether the power made available under Subscription to
the 10Us in the settlement of the Residential Exchange Program should occur under
sections 5(b), (c), or (f) of the Northwest Power Act, and under other statutory authority.
BPA will make this determination after further discussions with interested parties.

The DSIs argue that BPA has recognized that its proposal to sell power to the I0Us
irrespective of the existence of any net firm requirements load on the purchasing IOU’s
system can enable the export of low-cost resources outside the region. Murphy,
SUBO01-040. This argument misstates BPA’s Subscription Proposal. BPA’s
Subscription Proposal never proposed to make sales to IOUs irrespective of the
application of the section 5(b)(1) calculation of any IOU’s net requirements or
application of section 9(c). To the contrary, as noted above, BPA would determine the
IOUs’ net firm load requirements in order to make an offer of a firm requirements power
sales contract. Furthermore, to the extent that the IOUs had net firm load
requirements, such load would be in excess of the firm resources the 10U is applying to
its load. Section 5(b)(1) treats customer firm resources, whether contract or generation
resources, as continuing to be applied to load except for specific conditions. Instead of
BPA'’s proposal enabling the export of low-cost resources outside the region, it does
the contrary by counting on the continued application of such firm resources in
calculating BPA's obligation to serve 10U loads. The Proposal is consistent with both
the directives of sections 5(b) and 9(c) and BPA'’s other statutory directives regarding
regional preference and the sale of surplus Federal power as replacement for
non-Federal resources disposed by customers outside the Pacific Northwest. See

16 U.S.C. 839f(c); 16 U.S.C. 837b(d). However, any specific determination of a
customer's net firm requirements load would depend upon facts which BPA has not
reviewed as part of this process and proposal. BPA may address such specific
customer resource findings in a general or case-by-case review of section 9(c). Again,
BPA has not determined which statutory contract authorization will be used to effect the
power sale component for settlement of the Residential Exchange Program, but BPA
intends that its Strategy will benefit consumers and not transfer a windfall of benefits to
IOU shareholders.

The DSIls believe that the IOUs’ desire to purchase power from BPA under Subscription
rests solely with the instability of benefits available under the Residential Exchange
Program. Murphy, SUB01-040. The DSIs recommend that BPA address this concern
directly by revising its approach to the Residential Exchange Program. Id. They argue
that BPA could revise the current ASC Methodology to provide that each utility’s ASC
would remain unchanged for the entire 2002 to 2006 rate period and therefore the
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exchanging utilities would know their level of benefits and the benefits would not be
subject to manipulation. Id.

In response to the DSIs’ recommendation, BPA does not agree that the sole interest of
the IOUs is the stability of Residential Exchange benefits. The IOUs have indicated an
interest in purchases of Federal power. Furthermore, the Residential Exchange
Program will continue to be offered by BPA in accordance with section 5(c) of the
Northwest Power Act. The issue of stabilization of Residential Exchange benefits can
be addressed in the public processes that deal with Residential Exchange issues. For
example, the ASC Methodology referenced by the DSIs is not being revised in the
Subscription process. A separate consultation proceeding is used for the development
of the ASC Methodology. In the event that BPA conducts a proceeding to revise the
ASC Methodology, the proposal raised by the DSIs could be considered in that
process.

The DSIs argue that BPA could sell power directly to IOUs under in lieu transactions
pursuant to section 5(c)(5) of the Northwest Power Act and replace the power to the
extent needed for sale to other customers. Murphy, SUB01-040. BPA recognizes that
BPA has the authority to sell power to IOUs under section 5(c)(5) of the Northwest
Power Act. While this is not the method for sales of power to the IOUs contained in the
Subscription Proposal, BPA has not precluded the use of this approach for Subscription
power sales to the IOUs. Under the Northwest Power Act, there are a number of ways
in which BPA can supply power to the IOUs. For example, BPA can make net firm load
requirements sales to the IOUs under section 5(b), as discussed above; BPA can make
in lieu sales under section 5(c)(5); and BPA can make surplus sales under section 5(f).
BPA also has the authority to sell power under the Bonneville Project Act and the Flood
Control Act of 1944. BPA will ensure that any Subscription power sales to the IOUs are
made in a manner consistent with BPA’s governing statutes.

The DSIs also argue that several exchanging utilities are seeking authorization to sell
resources currently meeting their residential loads that would then be served with
market purchases. Early, SUB01-078. The DSlIs note that the power market is volatile,
while residential consumers require stable rates. Id. The DSIs believe that the
proposal would transfer the obligation for providing rate stability for the residential
loads from the I0Us to BPA, while this responsibility properly rests with the IOUs and
their regulators. 1d. This argument is difficult to understand. Under the Subscription
Proposal, an IOU would receive specified amounts of power (within the utility’s net firm
requirements load) and a monetary payment. This would provide stability to the
residential consumers in knowing what would be provided from BPA. The responsibility
for rate stability for residential consumers would still rest with the IOUs and the PUCs.

In summary, BPA has the authority to sell power to the IOUs under sections 5(b), 5(c),

and 5(f) of the Northwest Power Act, consistent with the provisions of these sections
and other applicable sections such as 9(c), in addition to other statutory authority. BPA
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wishes to conduct further analysis of these power sale options and have further
discussions with BPA'’s customers before establishing the particular manner in which
BPA would make Subscription sales to the IOUs.

Issue:

Should BPA ensure that any resource freed up by Subscription will be offered to BPA,
and if so, how?

Subscription Proposal:

The Subscription Proposal states that an important consideration in BPA’'s Proposal to
sell firm power for service to residential and small farm customers of IOUs is that these
sales not displace low-cost non-Federal resources currently serving regional loads,
which then would be used to serve loads outside the region.

Parties’ Comments:

The DSls argue that the Subscription Proposal violates both regional preference and
the prohibition against the resale of Federal power. Murphy, SUB01-040; Early,
SUBO01-078. They state that BPA's Proposal to sell to the 10Us irrespective of the
existence of any net IOU requirements can enable the export of low-cost resources
outside the region. Id. They say that this, in effect, constitutes the “arbitrage” of
Federal power. Id.

The DSIs recommend that BPA should condition a direct sale to IOUs on a continuing
offer by the 10U to sell to BPA, on a long- and short-term basis, an equivalent amount
of power at the lower of the cost of specified IOU resources or at a predetermined
strike-price as a surrogate for a market price. They state that “cost” and “market” will
be determined in the rate case. Early, SUB01-078; Murphy, SUB01-098.

Public agencies, their representatives and DSIs commented that BPA should ensure
that IOU generation resources freed up by BPA sales are sold in the Region, and
possibly made available for BPA to purchase. They do not want displaced IOU
resources sold outside the Region for profit. NRU, SUB01-057; Benton REA,
SUBO01-075, WRECA, SUB01-094; PPC, SUB01-097; Benton PUD, SUB01-101;
McMinnville, SUB01-112; Murphy, SUB01-040; PRM, SUB01-087; Surprise Valley,
SUBO01-149. Springfield suggests that a BPA power sale to an IOU displaces the IOU’s
generation, which could be sold for a profit on the market. Springfield, SUB01-121.
Cost liability for new resource additions to replace the existing FBS should be borne
first by IOUs up to the amount of replacement, which equals 10U power purchases. Id.
Springfield notes that to the degree an 10U divests itself of resources or structures, a
retail access policy that would result in lower direct sales to residential and small farm
customers, its ability to qualify to receive Exchange Benefits (including the “lease”
power sale arrangement) should be reduced to the amount it is selling only to direct
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end-users. Id. PNGC states that section 9(c) of the Northwest Power Act addresses
the issue of the 10Us selling their low-cost resources out of the region and should be
used as a tool to prevent this from occurring. PNGC, SUB01-086.

The Office of the Governor of Montana argues that section 9(c) of the Northwest Power
Act clearly provides the Administrator discretion on whether sales can be made to a
non-Federal Pacific Northwest customer, even if the utility disposed of its generation
outside the region. Gov. of Montana, SUB01-068.

The PUCs, Citizens Utility Board (CUB), and NWEC state that they fully expect the
benefits of the freed up resources (either sold in or out of the region) to return to
regional residential ratepayers. They argue that BPA has little authority to demand that
the freed up assets be dealt with in a particular manner. State PUCs, SUB01-146;
CUB, SUBO01-103; NWEC, SUB01-114.

PRM states that if IOUs agree, under section 9(c) of the Northwest Power Act, not to
export the output of their resources for sale to customers in states outside the
Northwest, they could face serious liability under antitrust laws, which tend to frown on
agreements in restraint in interstate commerce and trade. PRM, SUB01-087.

Evaluation and Decision:

Comments made in response to this proposal focus on the application and meaning of
section 9(c) of the Northwest Power Act and section 3(d) of the Northwest Preference
Act to the firm customer resources serving loads of BPA’s Pacific Northwest customers.
16 U.S.C. 8§ 839f(c); 16 U.S.C. 8 837b(d). The primary concern is whether IOUs will
begin exporting resources that have been used or currently serve their regional
consumer loads, if BPA sells Federal power directly to the I0Us for their residential and
small farm loads. In short, with BPA serving a portion of IOU loads, could IOUs pull
resources off load service and sell them in the market? Section 9(c) of the Northwest
Power Act requires BPA to make a determination of whether the disposition of a
customer’s resources outside of the region will result in an increase in the electric
power requirements of that customer or any of BPA’s other customers in the Pacific
Northwest. If so, then BPA must also determine whether the resource could be
conserved, kept available for use by the customer or otherwise retained in the region
for service to regional load by reasonable means. If BPA’s determination results in a
finding that the disposition of a resource would result in an increase in BPA’'s power
requirements, and the resource could have been conserved or otherwise retained to
serve regional loads, then BPA must exclude from its firm power load obligations to that
customer the amount of power and energy sold for the duration of the sale. Under
section 3(d) of P.L. 88-552, a similar determination requirement is imposed on BPA
regarding the sale and export of any customer's hydroelectric resources out of region.
In both cases BPA may sell as replacement for any exported resource so excluded,
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only energy that would otherwise be surplus. These determinations are factual ones
which are based on the specific circumstances of a customer's resources and loads.

In 1994, BPA adopted an interpretation of section 9(c) of the Northwest Power Act and
section 3(d) of the Northwest Preference Act as part of its policy on Non-Federal
Participation Capacity Ownership. BPA reviewed prior policies and interpretations
under sections 9(c) and 3(d) and further addressed section 9(c) issues raised by
non-Federal utility participation in the Third AC Intertie. BPA’s current policy on
sections 9(c) and 3(d) does not address the issue of whether BPA should have the right
to buy 10U resources displaced as a result of power sold to IOUs. BPA is not obligated
to make such purchases of resources as the DSIs propose, but whether the resources
are offered to BPA is one part of the factual determination BPA would make under
those sections of statute. BPA has not made any specific determination of a customer's
loads and resources in this ROD In light of the issues and concerns expressed in
parties’ comments but which are not issues included as part of the Subscription
Strategy, BPA may consider its section 9(c) policy in the future.

The DSIs recommend that BPA condition the sale of firm power to any 10U for
residential consumers on the 10Us’ offer to sell BPA the power from IOU resources that
is thereby freed up at a market-based price, which could be established by negotiation
or based on BPA's estimate of market price used in the rate case. Murphy,
SUBO01-040. The DSIs argue that this would allow BPA to cap its purchase price
exposure while it executed its Subscription sales, and BPA would purchase only the
amount of power actually required to balance loads and resources. Id. The DSls do
not identify the statutory basis for this approach. While BPA could offer power with the
condition noted by the DSIs, such a condition is not required under section 9(c), 5(b),
or section 5(c) of the Northwest Power Act, and it might affect the marketability of the
power sold by BPA. BPA, however, shares the DSIs’ concern regarding any BPA sales
that might facilitate the sale of low-cost IOU resources outside of the region. As stated
above, section 9(c) of the Northwest Power Act addresses the consequences for sales
of non-Federal resources that can or have served utility loads in the region.

The DSls argue that BPA’s Subscription Proposal is inadequate to address BPA'’s
responsibilities for regional preference. Murphy, SUB01-098; Early, SUB01-078. The
DSils point out that although BPA’s proposal acknowledges concern regarding regional
preference, the Proposal is devoid of substantive provisions. BPA’s Subscription
Proposal was not intended to make substantive modifications in BPA'’s treatment of
non-Federal utility resources that have been applied to load. BPA last addressed its
policy on export or sales of such resources in 1994 in the ROD supporting BPA'’s policy
on Non-Federal Participation Capacity Ownership. BPA may have to address further
issues prior to making power sales, but here has only noted that issues may arise over
some customer's firm resources. As BPA made clear in its section 9(c) policy, the
section does not legally prevent any utility from exporting a non-Federal resource used
to serve load. It simply calls for a set of factual determinations to be made in the event
such a sale is made, and specifies a consequence depending upon the determination.
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The DSIs assume that the IOUs have no net firm load requirements and, therefore, any
sales to I0Us would displace resources currently serving the IOUs’ loads. As noted
previously, the DSIs’ assumption is not correct, and BPA may have a statutory
responsibility to meet a portion of the IOUs’ net firm load requirements if requested to
do so. Where the I0Us have an excess of firm regional loads over firm resources as
calculated under section 5(b) of the Northwest Power Act, the IOUs would not
necessarily displace their own resources for extraregional sale but may retain them or
sell them to another regional BPA customer. The DSIs argue, however, that if BPA’s
sales were to displace IOU resources, then BPA may not treat the load served by the
displaced resources as part of the utility’s net firm requirements load if the resources
are not sold to Northwest utilities for service to other regional loads. However, this is
only one of the factual determinations that must be made under section 9(c) before
BPA could reach the conclusion the DSls seek.

The DSIs recommend two “concrete” steps that BPA can take to address this concern.
Murphy, SUB01-098 at 3. First, whenever BPA offers to make a direct sale to an IOU
or to sell power to a preference customer that would displace existing resources, BPA
should require the utility customer to grant BPA an option to purchase an amount of
power from the utility’s resources equal to the new sale of Federal power by BPA at a
price not exceeding the market price. If BPA decided not to purchase, the power would
then be offered to other Pacific Northwest customers for loads not served by BPA and
then to the remainder of the region. Murphy, SUB01-098 at 4; Early, SUB01-078.
Second, BPA should clarify in its PF and IP rate schedules that these rates are
available for the sale of surplus Federal power (e.g., secondary energy) to regional
loads that requested Subscription service but did not receive a full allocation before
such power is offered outside the region. Murphy, SUB01-098 at 4.

In response to the DSIs’ recommended two-step approach to extraregional exports of
regional resources, BPA has a section 9(c) policy to address a utility’s exports of
non-Federal firm resources based on the factual determinations required by law. This
does not prevent the export of the non-Federal resource but may have the
consequence of BPA reducing its firm power requirements obligation to the exporting
utility if such an export results in an increase to BPA'’s firm power requirements
obligation. BPA may sell as replacement for any amount of energy so excluded only
energy that would otherwise be BPA surplus power. Whether or not any specific sale
of non-Federal resources would cause such a result cannot be determined in the
Subscription Strategy based on broad generalities, given that section 9(c) specifies a
set of factual determinations that must be made. Increased open competition on the
wholesale level causes BPA to understand that the region faces issues regarding an
IOU or other utility’s sale of its resources. However, nothing in the Subscription
Strategy or in contracts is intended to preclude BPA from carrying out the directives of
section 9(c). In developing new Subscription contracts BPA will define a set of firm
power load obligations of its customers to which section 9(c) will apply.
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As to the proposed purchase of non-Federal resources by BPA as an option on how
low-cost non-Federal resources may be retained for the benefit of Pacific Northwest
loads, such an option could be beneficial and appropriate. One, but only one, aspect
of the section 9(c) determination that would be made is whether BPA or another BPA
customer could use the resource. Assumedly this approach would require a purchase
or acquisition of the non-Federal resource by BPA or another regional customer after
an offer by the utility. However, the issues that such a mechanism would entail are
beyond the scope of the Subscription Strategy and ROD.

With regard to the pricing second step proposed by the DSIs, the use of the IP and PF
rates for surplus power sales appears to be inconsistent with the Northwest Power Act.
The PF rate is established for regional utilities’ firm power requirements (and for the
Residential Exchange Program) under section 5(b) of the Northwest Power Act. The IP
rate is established for regional DSIs’ firm power purchases under section 5(d) of the
Act. The PF and IP rates therefore do not apply to sales of surplus Federal power.
Rates for sales of surplus Federal power must be established under section 7(f) of the
Northwest Power Act.

The DSIs argue that a direct sale to an IOU may transfer benefits to IOU shareholders
because the purchase of power from BPA would replace an amount of IOU resources.
Early, SUB01-078. The DSls argue that if the IOU resource is sold outside the region,
then the direct sale by BPA has circumvented regional preference. Id. Also, if the
resource were low-cost, the sale would produce a profit. Id. The DSIs note that BPA
does not address who would receive this profit. Id. The DSIs argue that BPA's failure
to address these issues would allow the PUCs and IOUs to decide without any Federal
guidance. Id. As noted above, the statutes applicable to a customer’s sale of
non-Federal resources outside the Pacific Northwest region do not prevent such sales
of power. The statutes only prescribe a treatment for determining BPA'’s firm
requirements load obligations to the customer making the export sales. BPA cannot
stop the export of a utility’s resources. BPA stated this interpretation in 1994 when
BPA'’s public utility customers were seeking to export some 725 aMW of non-Federal
resources. By defining its firm power load obligations to regional utility customers, BPA
is not circumventing the directives of applicable statutes on extraregional sales of
non-Federal resources. As far as the conveyance of any benefits from such a sale to
ratepayers or to stockholders, that is an issue within the province of the State
regulatory bodies and State legislatures. It is not a determination made by BPA.

Issue:

If IOU resources are displaced and resold, will they comply with the prohibition on the
resale of Federal power?
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Subscription Proposal:

The Subscription Proposal states that the region needs to clarify how the benefits of
low-cost, in-region, non-Federal resources are preserved to benefit regional residential
and small farm ratepayers. Further, an important consideration in BPA’s Proposal to
sell power for service to residential and small farm customers of IOUs is that these
sales not displace low-cost non-Federal resources currently serving regional loads and
be used to serve loads outside the region.

Parties’ Comments:

The DSls argue that the Subscription Proposal as it is currently outlined violates both
regional preference and the prohibition against the resale of Federal Power. Murphy,
SUB01-098; Early, SUB01-078. They argue that the BPA Proposal to sell to the 10Us,
irrespective of the existence of any net IOU requirements and without mechanisms
such as the two-step approach they recommend, can enable the export of low-cost
resources outside the region, which can result in an “arbitrage” of Federal power.
Murphy, SUB01-098 at 4.

Evaluation and Decision:

The DSls argue that BPA's proposal appears to directly violate the prohibition on resale
of Federal power to IOUs. Murphy, SUB01-040. The DSls argue that while
characterized as a section 5(b) sale to the IOUs, BPA actually proposes to transfer to
State PUCs the authority to dispose of the power to I0Us of the PUCs’ choosing. Id.
The DSls argue that the PUCs, not BPA, would be disposing of Federal power to IOUs
in violation of section 5 of the Bonneville Project Act. Id.

The foregoing arguments are founded on mischaracterizations of BPA's proposal or are
based on misstatements of law. First, the DSIs' assertion that there is a prohibition on
the resale of Federal power that applies to BPA'’s sale of firm power to IOU customers
is confusing. If a sale of Federal power is made under section 5(b)(1) of the Northwest
Power Act to an IOUs net firm requirements load in the region, then BPA'’s longstanding
interpretation has been that such Federal power must be used to serve consumer load
and not resold on the wholesale market. Sales under section 5(b)(1) create the
“prohibition” the DSIs discuss and such sales do not contradict the requirement that the
utility must use the power for its regional consumer load. Therefore the DSIs should
support such sales.

If the DSIs’ concern is with the sale of non-Federal resources, then this issue has been
addressed above in prior responses to comment. If the concern is that BPA, by
entering into 5(b)(1) contracts with an IOU, is in violation of section 9(c) of the
Northwest Power Act or section 3(d) of the Northwest Preference Act by making such a
sale, then BPA has noted that: (1) specific factual determinations must be made before
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applying any reduction in obligations; and (2) having a firm load requirements sale
contract in place creates the BPA obligation against which any such reduction would
apply. Entering into contracts for the sale of power which permit modification of the
obligations under the contract is not inconsistent with a determination of a reduction in
those obligations if required by statute. However, BPA is unwilling to reach a
conclusion that I0Us should not be offered contracts simply because actions later
taken by a party, or a determination made later, may cause the obligations thereunder
to change.

Furthermore, BPA'’s sales to IOUs would not constitute an arbitrage of Federal power.
BPA'’s Subscription sale of power to IOUs, whether made pursuant to section 5(b) or
section 5(c) of the Northwest Power Act, must be used to meet Pacific Northwest loads.
Sales pursuant to section 5(b), by definition, must be used to meet “firm power load in
the Region.” 16 U.S.C. 839c(b)(1). Sales pursuant to section 5(c) are for sale to a
utility’s residential users within the region. 16 U.S.C. 839c(c)(1). See also Bonneville
Project Act, 16 U.S.C. 832; Flood Control Act of 1944, 16 U.S.C. 825s. Because the
Federal power must be used for IOU customers' regional loads, it cannot be sold
outside the region and there would not be an arbitrage of Federal power.

Finally, BPA’s Subscription Proposal did not propose to transfer to State PUCs the
authority to dispose of Federal power. Instead, with BPA remaining the ultimate
decisionmaker, the Proposal suggested that, to the extent permitted by law, the State
PUCs would determine what to suggest to BPA regarding the amounts of power that
should be available for sale to individual IOUs in the Pacific Northwest. Given the
misunderstanding of BPA’'s Proposal, BPA has clarified this section of BPA’s
Subscription Strategy. BPA proposes to take comments from all customers and
interested parties regarding how available power should be sold to individual IOUs.

Issue:

Should IOUs settle their rights to participation in the Residential Exchange Program for
the power and monetary payments identified in Subscription? Should additional
benefits be offered for this purpose?

Subscription Proposal:

The Subscription Proposal suggests that IOUs settle their rights to the Residential
Exchange Program by purchasing a specified amount of power under Subscription for
their residential and small farm consumers at the New Resources NR(1) rate.
Therefore, residential and small farm loads of the IOUs may receive benefits from the
Federal System through one of two ways. An IOU may participate in the Residential
Exchange Program or it may settle its rights to the Residential Exchange as identified
in the Subscription Proposal.
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Parties’ Comments:

Idaho State government representatives commented that a commitment of 2200 aMW
for residential and small farm consumers who take service from IOUs amounts to a
rationing of the BPA system to these citizens. They argue that this rationing concept
appears to violate the Northwest Power Act. Idaho Senate, SUB01-051.

The PPC, WMG&T, and OURCA argue that IOUs must forego their participation in the
Residential Exchange under section 5(c) in order to participate in Subscription. PPC,
SUBO01-097; WMG&T, SUB01-099; OURCA, SUB01-116. Further, public agencies and
their representatives argue that the IOUs’ participation in the current RPSA should be
waived for a 10-year contract period. NRU, SUB01-057; Benton PUD, SUB01-077,
Snohomish, SUB01-090; WRECA, SUB01-094; PPC, SUB01-097; Mundorf,
SUBO01-175; Springfield, SUB01-121.

The State PUCs state that IOUs could waive their rights to the Residential Exchange
Program contingent upon BPA providing access to 1800 aMW of power for the
2002-2006 period and 2200 aMW of power for 2007-2011. The duration would be for
the contract period. State PUCs, SUB01-146.

Litchfield notes that any waiver of exchange rights would be for the contract period that
ensures benefits for residential and small farm consumers of IOUs. Litchfield,
SUBO01-053.

A few parties commented that BPA should make available additional exchange benefits
to the remainder of the residential and small farm load not supplied by the Subscription
benefits by: (1) allowing an 10U to exchange private power for public power as
provided for in the Act; or (2) making dollar exchange benefits available. ldaho Senate,
SUBO01-051; Puget Sound Energy (Puget), SUB01-055; Idaho Irrigation Pumpers Assn.
(IIPA), SUB01-056.

Evaluation and Decision:

The IOUs have a right to place their net firm power requirements loads on BPA, if they
request such service, and also have the right to require BPA to participate in the
Residential Exchange Program in the amount of the IOUs’ residential loads. BPA will
offer to meet the IOUs’ net firm power load requirements as calculated under

section 5(b)(1) and subject to section 9(c) of the Northwest Power Act, in full, at the NR
rate schedule. The I0Us also may patrticipate fully in the Residential Exchange
Program. However, the IOUs can agree to settle their participation in the Residential
Exchange Program. BPA'’s proposed offer under Subscription for settlement of the
Residential Exchange Program is comprised of a power sale and a monetary payment.
The proposed settlement is conditioned on the waiver of rights to the Residential
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Exchange Program. Because existing statutory rights continue to be available,
because any sale of power would be consistent with the statutory provisions applicable
to that type of sale, and because the Subscription settlement proposal is not imposed
on any party, the Subscription settlement proposal does not violate the Northwest
Power Act.

Some parties argue that both Subscription benefits and Residential Exchange benefits
should be available to IOUs. BPA believes that the amount of power and monetary
payments available in the Subscription settlement proposal is an appropriate level for
settlement of the Residential Exchange Program. From the inception of discussions
regarding Subscription sales to IOUs, such sales involved the settlement of rights to
the Residential Exchange Program. Allowing IOUs to receive benefits under the
Subscription settlement proposal and to continue the Residential Exchange Program
would provide the I0Us with excessive benefits. This is particularly true given that BPA
has increased the power available under Subscription to the IOUs to 1800 aMW. BPA
does not believe the other regional parties, who opposed providing more than

1500 aMW to the IOUs in conjunction with settlement of the Residential Exchange
Program, would support an increase in Subscription power and continued participation
in the Program. In addition, continuing the Residential Exchange Program while
providing Subscription power to the IOUs, even if the exchange benefits were based on
less than total residential loads, would require BPA to incur virtually all of the costs and
administrative burdens of implementing the Program. This would be in addition to the
costs of continuing administrative and judicial litigation historically engendered by the
Residential Exchange Program.

For these reasons, the IOUs should participate in the Residential Exchange Program or
in a settlement of that Program through Subscription, but not both. The ability of
preference customers to participate in the Residential Exchange Program does not
change this conclusion. The Residential Exchange benefits available to preference
utilities are dramatically less than the benefits available to I0OUs. Furthermore, any
preference customers participating in the Residential Exchange Program after 2001 are
subject to in lieu transactions. In the event BPA's PF Exchange rate is above market,
exchanging preference utilities that are subject to in lieu transactions may receive no
benefits whatsoever under the Residential Exchange Program.

Issue:

If an 10U chooses to participate in the Residential Exchange Program instead of
accepting a settlement of the Residential Exchange Program through the Subscription
offer, does the total amount of power available to the other IOUs for Subscription get
reduced?
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Subscription Proposal:

The Subscription Proposal did not address this issue specifically. However, the intent
behind the Proposal was that 1500 aMW represented the total settlement amount
available for the residential and small farm customers of IOUs. Therefore, if an IOU
chose to request Residential Exchange benefits under section 5(c), the Subscription
amount for all the IOUs would be reduced by the amount that would have gone to the
exchanging utility.

Parties’ Comments:

The DSls argue that the Subscription Proposal is unclear as to whether or not the total
availability of Subscription power is 1500 aMW. Murphy, Public Meeting Transcript,
Oct. 8, 1998. In other words, if an IOU chooses to remain with the Residential
Exchange and requests benefits under section 5(c), does the amount of Subscription
power decrease relative to the “share” of the IOU that chose not to take its “share” or
does the total 1500 aMW of Subscription power get divided among those who chose to
participate in Subscription? Id.

Evaluation and Decision:

The amount of power offered to the IOUs (1500 aMW in the initial Subscription
Proposal, 1800 aMW in the final Subscription Strategy) assumes that all IOUs
participate in the purchase of such power. The total amount of power made available
in Subscription is the amount that BPA believes would be appropriate for the settlement
of the Residential Exchange Program with the IOUs. If an IOU chooses to forego
settlement of the exchange through Subscription, it may participate in the Residential
Exchange Program. In such event, the amount of power that was available to that
individual utility should be removed from the total amount of power made available to
the I0Us. Determinations of the individual amounts available to IOUs must be made by
BPA, also considering the type of contract power service requested, prior to an IOUs’
election of the exchange or Subscription power. In summary, if an IOU chooses to
request Residential Exchange benefits under section 5(c) of the Northwest Power Act,
then the Subscription settlement amount for all the 10Us will be reduced by the amount
that would have gone to the exchanging utility.

Issue:

Should BPA offer to sell all requirements products to IOUs?
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Subscription Proposal:

The Subscription Proposal states that BPA will serve I0Us’ Subscription requirements
requests at the NR(1) rate. If IOUs do not wish to purchase requirements under
Subscription, their requirements would be served at the NR(2) rate.

Parties’ Comments:

Puget argues that BPA should offer the same service alternatives to preference
customers and the I0Us. Puget, SUB01-055.

Evaluation and Decision:

Pursuant to section 5(b)(1) of the Northwest Power Act, IOUs may request service from
BPA for their firm power consumer requirements loads, net of their firm resources used
to serve such loads. The rate for these loads is established pursuant to section 7(f) of
the Northwest Power Act. In purchasing their net firm load requirements, IOUs may
purchase, as applicable, requirements products that are available to other customers
with the exception of the Slice of System product, which is available only to preference
customers (for a discussion of the availability of the Slice product to IOUs,

(see section I.C.) Such requirements purchases are at the NR rate. BPA also is
making an offer to the 10Us for settlement of the Residential Exchange Program
comprised of a specified amount of power and monetary payments. The terms and
conditions of the settlement proposal are prescribed in order to establish what BPA
believes is an appropriate value for the settlement of the Residential Exchange
Program. Thus, most of the service alternatives available to preference customers for
requirements service continue to be available to the IOUs under traditional
requirements contracts and rate schedules. The Subscription settlement power sales,
however, are available only under the prescribed conditions.

Issue:

Should the shape of the IOU sales be flat?

Subscription Proposal:

The Subscription Proposal states that the actual power deliveries for the residential
and small farm loads of IOUs will be in equal hourly amounts over the contract period.

Parties’ Comments:

MPC, PPC, and CUB state that BPA should show flexibility in crafting the cost-based
IOU residential and small farm product that takes into account the shape of residential
load. MPC, SUB01-062; PPC, SUB01-097; CUB, SUB01-103.
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The State PUCs state that BPA should consider proposals that might combine a flat
product with the opportunity to shape a portion of the power deliveries. State PUCSs,
SUBO01-146. The commissions assert that BPA could make available its market-priced
shaping products to IOUs as a purchase option to shape the flat product to better
match residential load. Id.

Evaluation and Decision:

Some parties argue that BPA should show flexibility in the shape of the sales to the
IOUs for their residential and small farm consumers. In determining the shape of sales
to the IOUs, however, BPA must view the shape of all BPA sales to customers and the
impact of the shape of such sales on BPA’s system. BPA anticipates meeting
substantial loads of preference customers which have shaping needs throughout the
year. BPA cannot operate as economically or efficiently as desired if all loads have
changing load shapes. There are operational benefits to BPA of customers taking
energy around the clock, all year, without a significant amount of variation. Because
BPA desires to operate its system efficiently, BPA is making this shape available to the
IOUs. This will enable BPA to make direct power sales to the 10Us for their residential
and small farm consumers while at the same time meeting the operational need of
selling a significant flat block of energy to regional loads. Further, BPA observes that
its service to residential and small farm loads will be only a portion of the utility’s total
load, and such loads have baseload needs that BPA would be able to serve in this
manner. It is important to note that IOUs may request shaping services or other power
products from BPA under the applicable rate schedule.

Issue:

Should BPA expand the FBS to accommodate physical sales to I0Us for their
residential and small farm customers?

Subscription Proposal:

The Subscription Proposal suggests that there would be some augmentation of BPA's
system to accommodate sales to the 10Us if the public agencies subscribed to power in
amounts which did not permit the service of power to IOUs from existing resources for a
minimum of 1000 aMW.

Parties’ Comments:
Public agencies state that BPA should acquire additional power supplies only as
needed to serve public agency requirements loads and the specified portions of the

IOU residential loads (1500 aMW for the 2002-2006 period and 2200 aMW for the
2007-2011 period). NRU, SUB01-057; Snohomish, SUB01-090; PPC, SUB01-097;
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WMG&T, SUB01-099; Mundorf, SUB01-175. They argue that such resource additions
would be treated as FBS replacements and would be included in a melded rate for
requirements sales to public agencies and sales to the specified portions of the IOU
residential loads. Id.

A public agency and a marketer argue that BPA should not expand its market power for
firm service. Enron, SUB01-022; Seattle, SUB01-104. They claim that BPA should
return to its historical role of marketing power generated by the FCRPS. Id

Some parties argue to expand the FBS to meet all of BPA’s customers’ needs.
Wash. House, SUB01-176; Aluminum Company of America (Alcoa), SUB01-050.

Evaluation and Decision:

There are three schools of thought among the parties commenting on the augmentation
of the FBS: Augment to accommodate all customers; augment to accommodate, in
part, some customers; and do not augment to accommodate any customers. BPA’s
authority under the Northwest Power Act obligates BPA to acquire power if necessary
to serve BPA'’s firm load obligations and also permits BPA to replace reductions in the
capability of the FBS. A determination of need is made by the Administrator in
exercising her discretion and in consideration of the alternative means BPA has to
meet load.

The Subscription Proposal estimates that there would be some augmentation to BPA’s
system to accommodate sales to the IOUs if the public agencies subscribed to their full
eligibility. Fundamentally, augmentation will be limited by its cost impact on BPA’s
rates due to price elasticity. Therefore, BPA will add power purchases if such
augmentation is necessary to serve the I0Us with at least 1000 aMW of physical
deliveries of power. Additional augmentation may be appropriate, but BPA will
determine the most cost-effective approach to accommodating the sales to the
IOUs--either additional physical deliveries or financial payments. BPA also has the
authority, but not the requirement, to acquire power to meet DSI loads. BPA will make
power sales in Subscription based on requests for service and meet those obligations
by using its existing Federal power system and, to the extent necessary, cost-effective
power purchases consistent with BPA’s overall power supply, rate and financial goals.

Issue:

Should power made available to the I0Us be subject to recall to meet preference
loads?

Subscription Proposal:
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The Subscription Proposal does not specifically address the issue of recall of sales to
IOUs to meet preference loads.

Parties’ Comments:

Puget argues that to the extent power sales to IOUs are subject to recall to meet
preference loads, the contracts should provide for equivalent financial benefits for the
recalled power. Puget, SUB01-055. The financial benefits should equal the amount,
if any, by which the lowest-cost BPA power rate is less than the market rate for an
equivalent power product. Id.

Northern Wasco, Springfield, and OURCA argue that contracts with the IOUs must
include recall provisions or use short-term contract periods in order to ensure that the
FBS is available to serve the public preference load. Northern Wasco, SUB01-048;
Springfield, SUB01-121; OURCA, SUB01-116.

Evaluation and Decision:

BPA has identified two primary approaches to providing Federal power in Subscription
to the IOUs. One approach is an in lieu sale of power pursuant to section 5(c) of the
Northwest Power Act. Pursuant to section 5(c)(6) of the Northwest Power Act,
“[e]xchange sales to a utility pursuant to this subsection shall not be restricted below
the amounts of electric power acquired by the Administrator from, or on behalf of, such
utility pursuant to this subsection.” 16 U.S.C. 839c(c)(6). Section 5(c) power sales are
therefore not subject to recall.

A second approach for BPA'’s proposed Subscription sales to IOUs is a sale of net firm
power requirements to the I0Us pursuant to section 5(b)(1) of the Northwest Power
Act. Section 5(b)(2) of the Northwest Power Act provides that “[c]ontracts with IOUs
shall provide that the Administrator may reduce his obligations under such contracts in
accordance with section 5(a) of the Bonneville Project Act of 1937.” 16 U.S.C.
839c¢(b)(2). Section 5(a) of the Bonneville Project Act provides that "in the case of a
contract with any purchaser engaged in the business of selling electric energy to the
general public, the contract shall provide that the Administrator may cancel such
contract upon five years’ notice in writing if in the judgment of the Administrator any
part of the electric energy purchased under such contract is likely to be needed to
satisfy the requirements of the said public bodies or cooperatives referred to in this
chapter, and that such cancellation may be with respect to all or any part of the electric
energy so purchased under said contract to the end that the preferential rights and
priorities accorded public bodies and cooperatives under this chapter shall at all times
be preserved.” 16 U.S.C. 832d(a). Inits initial 5(b)(1) power sales contracts with its
IOU customers BPA included a provision which permitted “recall” on five years' notice
to the IOUs. BPA's requirements contracts with IOUs will be consistent with

section 5(a) of the Bonneville Project Act.

48



In its Subscription Proposal for settlement of the Residential Exchange rights of the
IOUs, BPA has proposed a combination of a power sale and a financial component.

In order to address the possibility, however unlikely, that power is recalled to meet
preference loads and BPA cannot purchase power to meet the IOU Subscription sales,
BPA and the I0Us may negotiate contract terms to address such circumstances. Such
terms may be different than those suggested by Puget.

Issue:

Should requirements power sales to the I0Us be reduced in the event that BPA
experiences reductions in system capability.

Subscription Proposal:

The Subscription Proposal states that subject to meeting its public agency service
obligations, expiring contracts should make it possible to reach the State PUCs’ goal of
2200 aMW available for IOU residential consumers, absent significant reductions in
BPA system capability.

Parties’ Comments:

The NWEC argues that if the system is reduced (e.g., by the shutdown of WNP-2), an
unacceptable outcome would be to reallocate the reduced supply by recalling power
from the 10U residential customers to serve preference agencies. NWEC, SUB01-114.

Evaluation and Decision:

As noted previously, BPA has identified two primary approaches to providing
Subscription power to the IOUs. One approach is an in lieu sale of power pursuant to
section 5(c) of the Northwest Power Act. Once a contract has been signed to provide
in lieu power, BPA must meet its contractual obligations. In the event that Federal
resources were used as in lieu resources and reductions in system capability affected
BPA'’s in lieu power sales, BPA would have to find other sources of power to continue
the in lieu sales. BPA also may sell power to meet the net firm load requirements of
IOUs under Subscription pursuant to the terms of section 5(b)(1) of the Northwest
Power Act. Once BPA executes a requirements contract, BPA is obligated to provide
the amount of requirements power specified in the contract in accordance with the
contract terms and applicable statutes. In the event BPA has insufficient power
available to meet the net firm load requirements of an IOU, BPA must acquire power to
meet its net requirements load obligation. Only in the event that BPA were unable to
acquire power to meet the requirements load of an IOU would BPA have to consider
the reduction of its net requirements sales to IOUs.
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In the event that reductions in system capability impaired BPA'’s ability to meet its
public body and cooperative requirements loads, section 5(a) of the Bonneville Project
Act and section 5(b)(2) of the Northwest Power Act grant BPA the authority to recall
requirements sales to I0Us on five years’ notice to meet the requirements loads of
public body and cooperative customers. BPA and the IOUs may negotiate contractual
terms to address BPA'’s potential inability to purchase or acquire power to meet IOU
loads after reductions in BPA system capability.

2. Amount
Issue:

Should the amount of power available to the IOUs under Subscription for settlement of
the Residential Exchange Program be 1500 aMW or 1800 aMW (both power and
financial)?

Subscription Proposal:

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

The Subscription Proposal provided that residential and small farm loads of the IOUs,
through settlement of the Residential Exchange Program, would be provided access to
the equivalent of 1500 aMW of Federal power for the 2002-2006 period. At least
1000 aMW of the 1500 aMW would be served with actual BPA power deliveries. The
remainder would be provided through either a financial arrangement or additional
power deliveries depending on which approach was most cost-effective for BPA.

Parties’ Comments:

Many public agencies and their representatives commented that the IOU residential
loads should have access to 1500 aMW of Federal power at a melded rate for the
2002-2006 rate period. NRU, SUB01-057; PPC, SUB01-097; WMG&T, SUB01-099;
Mundorf, SUB01-175. If there were insufficient power to serve the 10U residential
loads at 1500 aMW after the public agencies subscribe, BPA would secure the
additional power supply necessary for service at that level and the costs would be
included in a melded rate. Id.

The DSls argue that it is improper to provide direct and unreplaced power sales to
IOUs for the benefit of their residential and small farm consumers. Murphy,
SUBO01-040; Early, SUB01-078.
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IOUs and other parties argue that 1800 aMW is the minimum amount of power that
should be made available for IOU residential loads, and this can be met from the
outset, or 1500 aMW plus a guarantee of the first 300 aMW of power not claimed by
preference customers. Litchfield, SUB01-053; Wash. Attorney Gen., SUB01-059;
CUB, SUBO01-103; NWEC, SUB01-114.

Evaluation and Decision:

The DSIs’ arguments regarding power sales to the IOUs have been addressed
previously. The public agencies note that 1500 aMW of Federal power is an
acceptable level for spreading the benefits to the residential and small farm consumers
of IOUs. On the other hand, the IOUs and the PUCs state that at least 1800 aMW is
the appropriate level. This level of sales, 1800 aMW, represents approximately

50 percent of IOU residential and small farm load in the region that was most recently
actively participating in the Residential Exchange Program. The determination of an
appropriate offer for settlement of the Residential Exchange Program is a difficult task,
requiring the exercise of judgment based on all of the facts. After consideration of the
Comprehensive Review, the public discussions during the Subscription process, and
the comments of all interested parties, BPA believes that 1800 aMW is the appropriate
amount of combined power and financial benefits for the settlement of the Residential
Exchange Program for the 2002-2006 period. In order to offer 1800 aMW, BPA must
provide for flat sales to the IOUs and must establish a means for determining the
monetary component of the settlements that provides BPA cost certainty during the rate
period.

Issue:

Should the amount of power available to the IOUs be 2200 aMW for the post-2006
period (both power and financial)?

Subscription Proposal:

The Subscription Proposal states that expiration of existing long-term extraregional
power sales contracts will make approximately another 1000 aMW available for
Subscription after 2006. Subject to meeting its public agency service obligations, this
amount of power should make it possible to reach the State PUCs’ goal of 2200 aMW
available for IOU residential consumers, absent significant reductions in BPA system
capability.

Parties’ Comments:

Many public agencies and their representatives argue that the IOU residential load
should have access to 2200 aMW of Federal power at a melded rate for the 2007-2011
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rate period. NRU, SUB01-057; Snohomish, SUB01-090; PPC, SUB01-097; WMG&T,
SUBO01-099; Mundorf, SUB01-175.

The DSls argue that it is improper to provide direct and unreplaced power sales to
IOUs for the benefit of their residential and small farm consumers. Murphy,
SUBO01-040; Early, SUB01-078.

IOUs and their representatives state that there needs to be a real commitment to serve
2200 aMW of 10U residential and small farm load post-2006. OPUC, SUB01-004;
League of Oregon Cities, SUB01-037; Kitzhaber, SUB01-067; Litchfield, SUB01-053;
Wash. Attorney Gen., SUB01-059; Gov. of Idaho, SUB01-084; CUB, SUB01-103;
NWEC, SUB01-114; State PUCs, SUB01-146.

Evaluation and Decision:

The DSIs’ arguments regarding power sales to the IOUs have been addressed
previously. Both public agencies and I0Us suggest that BPA make a more explicit
commitment to make available 2200 aMW to 10Us for their residential and small farm
consumers. This level of sales, 2200 aMW for the post-2006 period, represents
approximately 50 percent of IOU residential and small farm load in the region. In the
Subscription Proposal, BPA states that reaching the 2200 aMW level may be possible
due to expiring contracts, after meeting its public agency contract obligations, and in
the absence of significant reductions in system capability. However, this does not
guarantee this amount of power being available. If BPA is to make a guarantee of
2200 aMW to the I0Us for their residential and small farm consumers, it is necessary
for BPA to plan its load obligations and resource availability accordingly. Therefore,
BPA will offer to the IOUs two contract terms that address post-2006 energy availability.

Five-Year Contracts Offered

BPA will offer 1800 aMW of power or benefits for the 2002-2006 period with no
expressed guarantee of 2200 aMW of power or benefits for the 2007-2011 period.
The waiver of the IOUS’ rights to request Residential Exchange benefits under
section 5(c) will be in effect until the end of the contract term--5 years. The portion of
the 1800 aMW comprised of power in the 2002-2006 period will depend in part on
preference customer load obligations and any reductions in BPA’s system capability.

Ten-Year Contracts Offered
BPA will offer and guarantee 1800 aMW of power or benefits for the 2002-2006 period
and 2200 aMW of power or benefits for the 2007-2011 period. The rate that applies to

the post-2006 sales would, like the rate proposed for the post-2001 period, be
approximately equal to the PF Preference rate, subject to establishment in a
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section 7(i) rate hearing. The waiver of the IOUs’ rights to request Residential
Exchange benefits under section 5(c) will be in effect until the end of the contract
term--10 years. The portion of the 2200 aMW comprised of power in the 2007-2011
period will depend in part on preference customer load obligations and any reductions
in BPA'’s system capability.

Issue:

What is the mechanism for making power available to the I0Us from expiring contracts
for the post-2006 period?

Subscription Proposal:

The Subscription Proposal did not address this issue specifically. It simply states that
expiration of existing long-term extraregional power sales contracts will make
approximately another 1000 aMW available to meet Northwest loads after 2006.
Subject to meeting its public agency service obligations, this should make it possible to
reach the State PUCs’ goal of 2200 aMW available for IOU residential consumers,
absent significant reductions in BPA system capability.

Parties’ Comments:

The public agencies suggest that all power returning to the Northwest from Southwest
sales would be added to the FBS and sold at a melded rate as needed to serve public
agencies and the specified portions of the IOU residential loads. PPC, SUB01-097;
Mundorf, SUB0O1-175.

PNGC argues that returning long-term extraregional sales should first be used to meet
public agency service obligations. PNGC, SUB01-086.

Evaluation and Decision:

When power becomes available from expiring contracts with extraregional purchasers,
such power will be used to meet BPA'’s then current firm load obligations to its
customers. BPA intends to meet such load obligations in full using its system
resources. The power from an expiring contract becomes part of BPA's inventory.
When BPA enters into power sales contracts, it must meet its obligations under those
contracts. If power freed up from expiring extraregional sales is needed to meet BPA’s
existing contractual obligations, it is used in that manner. In the event that existing
contractual agreements do not require the power, the power is offered first to BPA’s
preference customers to meet additional firm load obligations they may be eligible to
purchase from BPA. To the extent the power is not needed to meet public agency
requests, the power would be sold to other eligible non-preference customers.
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Issue:
How should BPA determine the amounts of Subscription power provided to each IOU?
Subscription Proposal:

The Subscription Proposal states that to the extent permitted by law, the State PUCs
will jointly determine the share of power that goes to the residential and small farm
customers of each 10U that chooses to participate in Subscription. The State
commissions also would determine how the benefits of the Subscription sales will be
passed on to residential and small farm consumers. These determinations would be
suggested to BPA, which makes the final decision.

Parties’ Comments:

IOUs, public agencies, and URP state that BPA cannot permit the PUCs to make a
determination of the shares of Subscription power that are offered for settlement of the
Residential Exchange Program because this is a determination for BPA to make.
Northern Wasco, SUB01-048; Gov. of Montana, SUB01-068; Idaho Cooperative
Utilities Assn. (ICUA), SUB01-072; Lower Valley, SUB01-081; PRM, SUB01-087;
Litchfield, SUB01-053; Puget, SUB01-055; NRU, SUB01-057; WWP, SUB01-066; PPC,
SUB01-097; WMG&T, SUB01-099; KPUD, SUB01-111; URP, SUB01-120. Some
parties state that BPA should reach agreement with the PUCs regarding the IOUs’
transactions in order to assure that IOU residential and small farm customers benefit as
intended. Litchfield, SUB01-053; Puget, SUB01-055; NRU, SUB01-057; WWP,
SUBO01-066; PPC, SUB01-097; WMG&T, SUB01-099; KPUD, SUB01-111.

The I0Us and the State PUCs argue to allow the Commissions the opportunity to
suggest to BPA how the power and financial benefits should be provided to the
residential and small farm customers of IOUs. WWP, SUB01-016; 23; Litchfield,
SUBO01-053; Wash. Attorney Gen., SUB01-059; WWP, SUB01-066; IPC, SUB01-070;
PGE, SUB01-071; State PUCs, SUB01-146.

The DSIs argue that there is no logic in allowing the PUCs to make certain
determinations regarding eligibility for Subscription power. Murphy, SUB01-040. The
DSls also express concern about the possibility that the PUCs might be unable to
determine the amounts of power for individual IOUs. Early, SUB01-078.

Evaluation and Decision:

While the Subscription Proposal states that the PUCs, to the maximum extent permitted
by law, should determine the amounts of power made available to individual IOUs, BPA
recognized that there were constraints regarding what a non-Federal entity can decide
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regarding a Federal issue. BPA did not intend that any approach developed by the
PUCs would be a final determination of this issue. Rather, BPA intended that the PUCs
would advise BPA of the manner in which the PUCs would resolve this issue. For this
reason, there would be no difficulty in resolving this issue if the PUCs failed to reach an
agreement. As comments correctly point out, BPA must make this determination. The
comments of the PUCs, however, are of particular interest to BPA. At a later time, BPA
will solicit comments from all interested parties regarding the manner in which
individual I0OUs should receive particular amounts of the total power made available for
the proposed settlement of the Residential Exchange Program, including amounts of
power and amounts of monetary payments. BPA will then determine the final amounts
available to individual IOUs.

Issue:
Should the amount of power available to the IOUs be capped?
Subscription Proposal:

Although the Subscription Proposal does not specifically address a cap for IOU
purchases, a cap is implied. In Subscription, BPA proposes that residential and small
farm loads of the IOUs be assured access to the equivalent of 1500 aMW of Federal
power for the 2002-2006 period. At least 1000 aMW of the 1500 aMW would be
served with actual BPA power deliveries. The remainder may be provided through
either a financial arrangement or additional power deliveries depending on which
approach is most cost-effective for BPA.

Parties’ Comments:

Many residential customers of IOUs argue that BPA should remove the cap on the
amount of electricity available for IOUs. OPUC, SUB01-004; IIPA, SUB01-056;
Kirkland, SUB01-061; City of Renton (Renton), SUB01-076; Parkland, SUB01-139;
e.g., McGaerigle, SUB01-123.

IOUs, their representatives, and the State PUCs object to a cap of 1500 aMW for the
IOUs’ residential and small farm customers. They argue that 1500 aMW does not meet
the minimum objective of 50 percent of current residential and small farm load of IOUs.
OPUC, SUBO01-004; League of Oregon Cities, SUB01-037; Litchfield, SUB01-053;

[IPA, SUB01-056; Wash. Attorney Gen., SUB01-059; Kitzhaber, SUB01-067;

CUB, SUBO01-103; NWEC, SUB01-114; State PUCs, SUB01-146. Further, some want
the I0Us and the DSIs to share in any excess power over the 1800 aMW. OPUC,
SUBO01-004; Litchfield, SUB01-053; IIPA, SUB01-056; Wash. Attorney Gen.,
SUBO01-059; Gov. of Idaho, SUB01-084.
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Evaluation and Decision:

IOUs and their representatives object to a cap of 1500 aMW for the I0Us’ residential
and small farm customers for the 2002-2006 period. While opposing power sales being
limited to 1500 aMW, the I0Us and other parties support Subscription power sales of
1800 aMW. The provision of Subscription power for the IOUs for their residential and
small farm consumers is a proposed settlement of the Residential Exchange Program.
BPA will provide 1800 aMW to the 10Us for the 2002-2006 period, which is
approximately 50 percent of the residential and small farm load of IOUs most recently
participating in the Residential Exchange Program. Further, consistent with its
statutory and contract obligations, BPA will make available 2200 aMW for the period
after 2006.

However, BPA currently has a limited amount of Federal power. While BPA can
acquire power to meet its loads, such acquisitions affect the price of BPA power and
BPA'’s competitiveness in the wholesale power market. BPA does not know with
certainty the amount of power that will be purchased by BPA's preference customers
under Subscription. In the event that preference customers purchased virtually all
BPA'’s inventory, BPA would be required to acquire resources to meet the loads of
other customers. Such acquisitions might have the effect of increasing BPA'’s rates and
threatening BPA’s competitiveness. For this reason, the Subscription Proposal
included specific amounts of power for sale to the IOUs. However, in the unlikely event
BPA has excess inventory, BPA will consider additional Subscription sales to the I0Us.

Issue:
Should there be at least 1000 aMW of physical deliveries?
Subscription Proposal:

In the Subscription Proposal, BPA proposed that residential and small farm loads of the
IOUs be assured access to the equivalent of 1500 aMW of Federal power for the
2002-2006 period. At least 1000 aMW of the 1500 aMW would be served with actual
BPA power deliveries. The remainder may be provided through either a financial
arrangement or additional power deliveries depending on which approach is most
cost-effective for BPA.

Parties’ Comments:
The DSls argue that it is improper to provide direct and unreplaced power sales to
IOUs for the benefit of their residential and small farm consumers. Murphy,

SUBO01-040; Early, SUB01-078. Parties did not directly address this issue in their
comments.
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Evaluation and Decision:

The DSIs’ arguments regarding power sales to the IOUs have been addressed
previously. BPA did not receive any specific comments on the issue of providing a
minimum of 1000 aMW of power to the IOUs. BPA will continue to ensure a minimum
of 1000 aMW in power to the I0Us. BPA also will retain the flexibility to provide the
remainder through either a financial arrangement or additional power deliveries
depending on which approach is most cost-effective for BPA.

Issue:

Will BPA make a one-time determination of the amount of power and the amount of
financial benefits or can the amounts change over the contract period?

Subscription Proposal:

Although the Subscription Proposal did not address this issue specifically, it implied
that the amounts may change over time. The Subscription Proposal stated that at least
1000 aMW of the 1500 aMW would be served with actual BPA power deliveries. The
remainder would be provided through either a financial arrangement or additional
power deliveries depending on which approach is most cost-effective for BPA.

Parties’ Comments:

IOUs and their representatives argue that switching between money and power may be
disruptive and prevent a utility from providing the most cost-effective service to its
customers. They argue that they cannot support conversion between a financial
transaction and a power sale--and vice-versa--during the contract term. Litchfield,
SUBO01-053, Puget, SUB01-055, PGE, SUB01-071.

Evaluation and Decision:

BPA recognizes that switching between physical and financial deliveries within the
contract period may be problematic for the IOUs. However, BPA must make power
sales that are consistent with the statutory directives governing those sales.
Depending on the nature of the power sale, there may be events that would limit BPA’s
ability to provide the specified amounts of power. BPA and each IOU will agree to the
physical and financial components of the Subscription amount, by year, in the
negotiated Subscription contracts. BPA and the IOUs also must negotiate contract
provisions addressing the potential need for changes in the amount of the power sale
and the complementary amount of the financial component during the contract term.
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3. Financial Mechanism

Issue:

What is the appropriate manner for determining a monetary component for the
proposed settlement of the Residential Exchange Program?

Subscription Proposal:

The Subscription Proposal states that BPA will make available up to 1500 aMW of
power benefits for the residential and small farm loads of IOUs for settlement of the
Residential Exchange Program. At least 1000 aMW will be actual power deliveries.
For the remaining 500 aMW, BPA may deliver additional power and/or provide a cash
payment that reflects the difference between the actual market price of power and the
NR(1) rate. However, the “actual market price for power” may be addressed in a
variety of different ways.

Parties’ Comments:

Public agencies and their representatives argue that the proposed financial benefit
(cash payment based on difference between NR(1) and market price of power) should
be eliminated. NRU, SUB01-057; Benton PUD, SUB01-077; Snohomish, SUB01-090;
WRECA, SUB01-094; PPC, SUB01-097; Mundorf, SUB01-175.

The DSlIs question how “market” is defined, and whether it can be defined in a manner
that does not cause BPA's financial risk to change during the 2002-2006 rate period.
Early, SUB01-078. The DSls also question the statutory basis for the cash payment.
They suggest that if BPA must rely on section 5(c), then it has proposed two measures
of ASC--a resource measure and a market measure. Early, SUB01-078.

IOUs and their representatives argue that financial benefits should be calculated based
on the difference between the market price of power and the NR rate that is roughly
equivalent to the lowest priced public preference rate. Litchfield, SUB01-053; Puget,
SUBO01-055; PGE, SUB01-071; State PUCs, SUB01-146.

Evaluation and Decision:

BPA'’s Subscription Proposal for settlement of the Residential Exchange Program
provides for sales to IOUs and a monetary payment based on the difference between
market and the NR(1) (now RL or PF) rate. While certain public agencies oppose the
monetary payment, it is a necessary element of a proposed settlement package. BPA’s
proposed settlement begins with the determination of an amount of power that would be
reasonably sufficient to settle the Residential Exchange Program. However, BPA
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currently has a specific inventory of Federal power. BPA does not know the amount of
power that will be purchased by preference customers in Subscription. While BPA can
augment its firm inventory through power purchases, such augmentation would
increase BPA'’s costs and thus BPA's rates, with consequent effects on BPA's
competitiveness. Due to this uncertainty, BPA requires flexibility in the structure of the
Subscription settlement offer for the Residential Exchange Program, which is
accomplished through a combination of power and monetary benefits. The
establishment of a monetary alternative is therefore important to the flexibility and
viability of the proposed settlement.

The DSIs ask how “market” is defined and whether it can be defined in a manner that
does not cause BPA's financial risk to change during the 2002-2006 rate period.

Early, SUB01-078. There are a number of ways in which the market component of the
financial formula could be established. BPA proposes, however, to establish this in
BPA'’s upcoming rate case. This would afford all interested parties the opportunity to
address this issue in a formal evidentiary proceeding. This also would provide BPA
with a definition that would not cause BPA's financial risk to change during the
2002-2006 rate period. BPA proposes to base the monetary component of the
settlement on the difference between the market forecast established in the rate case
and the rate for Subscription sales to IOUs. This would establish a fixed financial
obligation for the proposed settlement that would not subject BPA to changing risk.
BPA needs a predictable cost in order to ensure a high Treasury payment probability
and competitive rate levels. If BPA used an actual market price to calculate the
financial component, and not a mechanism to establish the cost (such as a market
forecast), and BPA did not achieve a high enough level of planned net revenues for risk
embedded in its cost-based rates to account for the risk associated with the uncertainty
of the market, BPA’s Treasury payments could be jeopardized.

The DSIs question the statutory basis for the cash payment. Early, SUB01-078. They
suggest that if BPA must rely on section 5(c), then it has proposed two measures of
ASC--a resource measure and a market measure. Id. Under the Subscription
Proposal, BPA noted that IOUs may choose not to participate in the Subscription
settlement offer for the Residential Exchange Program. If an IOU does not participate
in the settlement, it will continue its normal participation in the Residential Exchange
Program. Under the Residential 