NOTE FROM THE FILING UTILITIES
January 23, 2002

This revised draft of the RTO West Pricing Proposal is a work-in-progress. It is being posted for further
review and comments.

Comments can be sent to Bud Krogh or Chris Elliott, ekrogh@serv.net, chrisrtowest@earthlink.net.




Revised DRAFT

RTO WEST PRICING PROPOSAL

January 21, 2001

A. Background: ThePricing Problem

Designing apricing proposal that permits transmission owners to recover revenues comparable
to those currently recovered from transmission usesin order to avoid substantia price increases and
cost- shifting among loads, while improving market efficiency, has proved chdlenging. The god's of
avoiding cogt shifts, diminating pancaking, and promoting economic efficiency by diminating volumetric
charges (other than load charges) to recover fixed costs have proved very difficult to achieve
Smultaneoudy.

Finding amethod to replace historic short-term and nonfirm revenues has been a particularly
vexing problem. At varioustimes, participantsin the RTO West process have proposed that some of
these cogts be (1) charged to historical purchasers as transfer and access charges, (2) left with the PTO
to recover in its Company Rate, (3) uplifted to be recovered over dl schedules or loads, and (4)
charged to future users on a*“pay asyou go”’ basis. In addition, an earlier Stage 2 proposal attempted
to reduce the size of the problem by assigning revenues from the sde of transmission rights to offset

fixed costs and by designing a set of toolsto alow the historical purchasersto receive value for their
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transfer payments. These proposd's have met with various criticisms, including cost shifts, diparate
treatment according to the type of customer, that some entities would be forced to pay many times the
posted price for transmission (at the time they purchased it) because of the continuing transfer charges,
that trandfer payments would be required from other entities that received no vauein return, that future
guarantees would be provided to some entities based on aberrationa short-term saesin 2000 and
2001, and certain failure because anticipated revenues are not likely to occur. Although different
criticisms apply to different proposas and the degree of vaidity of the criticisms varies, they, and the
number of pricing proposas congdered, evidence the difficulty of achieving aworkable pricing modd in
an dready low-cost region.

Y et the dilemma perssts and must be resolved. The filing utilities support each of these pricing
gods. Nonetheless, given the utilities obligationsto retal customers, RTO West's pricing scheme must
not result in gnificant cost shifts to those customers. Currently, some RTO West participating
transmission owners recover a 9gnificant amount of revenue from the sde of short-term transmission.
These short-term revenues were $287 million in 2000, of atota gross revenue requirement of $1.6
billion. Thus short-term revenues congtituted almost 18% of the participating transmisson owners cost
recovery in 2000. In Stage 1, the filing utilities proposed one method to replace these revenues
(described below). However, further evaluation of the Stage 1 proposa led to thefiling utilities
revigting the method of recovery of short-term revenuesin Stage 2. The pricing proposa presented
below returns to the traditiona notion of requiring dl users, including short-term users, to pay a pro rata

share of embedded costs of the RTO West transmission grid. The evolution of the pricing proposa
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from Stage 1 to Stage 2 is chronicled below.
1 Stage 1 Background

a. Use of Short-Term Transfer Payments To Avoid Cost-Shifting
Among L oads

The Stage 1 filing proposed that each transmisson owner would pay atransfer charge during
the Company Rate period to each of the other transmission owners to replace revenues from short-term
use. Thetransfer payment was equd to the representative levels of pre-RTO short-term firm and
nonfirm transmission revenues paid by the participating transmisson owners and their effiliates before
RTO West's commencement of operations. (The NWPP participants were to pay an access charge
cdculated in the same manner.) These transfer payments were not accompanied by the assgnment of
any transmisson rights. Instead, they were made solely to avoid cost shifts among transmission owners.

In addition to the transfer payments between transmission owners, the Stage 1 proposal assumed thet a
transmisson owner’ s affiliate merchants would pay an internd transfer charge for pre-RTO short-term
and nonfirm transmission service or clear the cost through other internd mechanisms. Astheinterna
transfers could be dedlt with as the owners wished, RTO West did not have to come up with a
mechanism to ded with these revenues (nearly $160 million in 2000) while avoiding cogt shifts.

During Stage 1, the filing utilities recognized that payment of trandfer charges by participating
transmission owners and a comparable access charge by other Northwest Power Pool (NWPP)
participants put the owners and NWPP participants a a competitive disadvantage as compared to new

entrants and norn- NWPP power marketers that would not contribute to the recovery of embedded
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costs of the RTO West transmission grid. Today, these customers pay the same short-term and nonfirm
rates as transmisson owners and other NWPP participants. However, in an imperfect world, the filing
utilities found the levd of trandfer payments and access charges tolerable as a means to avoid cost-
shifting among loads.

During Stage 2, this proposa became unacceptable to the filing utilities for severd reasons.
Based on 1999 data available during Stage 1, the totdl of short-term transfer payments among
participating transmission owners was estimated to be $35,655,166. However, by the end of 2000,
that amount had increased to $78,278,222. The transfer charges were smply too high a price for loads
to pay asa"charge for admisson” to the RTO, particularly when one considers that RTO start-up and
operationd codts (estimated at $75 million) would impose additiona costs on loads. Thefiling utilities
were concerned that such transfer charges imposed significant Sate regulatory risks and, in some cases,
would substantidly threaten RTO approva. In other cases, tranamisson owners argued thet the
discrimination againgt transmission owners and NWPP participants as compared to new entrants was
not tolerable given the changed cost estimates, particularly because they would not recelve any
transmisson rights for their payments.

b. Payments of L ost Revenue Recovery Amounts To Avoid Cost
Shifts

The Stage 1 filing aso proposed that lost revenues would be recovered through the RTO West
uplift charge that would be imposed on loads or transactions throughout RTO West. (Short-term

revenues from customers other than NWPP utilities were referred to as “lost revenues’ in Stage 1
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because those revenues would not be recovered from these customers under Stage 1.) The lost
revenues were expected to be offset in part by excess Firm Transmisson Rights revenues from the
auction of certain Firm Transmisson Rights. This proposal became unacceptable for two reasons. The
lost revenue numbers became much larger than anticipated, and there were no offsetting revenues from
the sdle of Firm Transmission Rights. In 1999, lost revenues were estimated at $12,266,778, and the
filing utilities anticipated that the sde of certain tranamission assats by Montana Power Company to
PP&L Montana would reduce that amount. However, the sale has not been consummated and
sgnificant changes in usage patterns on the transmisson owners systems have increased the lost
revenues to approximately $43,326,922 in 2000. Worse yet, lost revenues are estimated to be
ubgtantidly higher in 2001. Moreover, thefiling utilities were unable to make the physicd rights
congestion management moded work and therefore switched to afinancid option approach to
congestion management during Stage 2. The Stage 2 congestion management model may or may not
produce excess revenues. Consequently, the premise of the Stage 1 pricing model—that uplifting lost
revenues and spreading them to dl loads would result in asmdl incremental charge to loads and
inggnificant cost-shifting—proved to be false.
2. The Stage 2 Proposal To Replace Short-Term and Nonfirm Transfer
Payments, NWPP Access Charges, and L ost Revenue Uplift with a
Transmission Reservation Fee
The Transmission Reservation Fee proposal replaces the Stage 1 proposals for transfer

payments for short-term firm and nonfirm transmission service, NWPP access charges, and lost revenue

recovery charges. This proposa is based on the concept that transmission service that is not covered
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by exising long-term transmission agreements or existing load service obligations will pay afee for the
right to schedule on the RTO West transmisson grid. Asaresult of thisfee, dl cusomersusng RTO
service will pay some portion of the system’s embedded costs. Revenues from the Transmission
Reservation Fee will be dlocated back to the transmission owners to replace the short-term firm and
nonfirm revenues that customers pay today. These revenues will also be used to replace revenues from
long-term contracts that expire during the Company Rate Period. 1n addition, to the extent transmission
expansion projects that are expected to be completed before RTO West' s start- up are used for short-
term service, the tranamission owner will receive replacement revenues from the Tranamisson
Reservation Fee. Thiswas not true under the Stage 1 modd. Although each transmission owner will
bear some risk of underrecovery as compared to the Stage 1 proposdl, the owners also may recover a
larger credit againgt their Company Rate revenue requirements from the Transmisson Reservation Fee
revenues if short-term use of the RTO grid increases. The approach issmilar to revenue recovery
under Order 888 Open Access Transmisson Tariff service, where dl uses pay some portion of
embedded costs, and transmission cusomers using the system on a short-term or nonfirm basis pay as
they go, thereby producing varying revenues to offset rates that company loads pay.

As described in more detail below, under Transmisson Use Service, loads will be able to
transmit energy between the same points on the system that they use today under their long-term
contracts and load service obligations (including points of receipt and delivery consdered primary and
secondary under today’ s tariffs) in exchange for payment of embedded costs through the Company

Rate. The Transmisson Reservation Fee will not gpply to these transactions. Any incremental uses of
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the RTO West grid outsde the scope of existing rights and obligations will be subject to the postage
stamp embedded- cost Transmission Reservation Fee and any incrementa congestion codts. Thus, as
long-term contracts expire more users will pay the postage stamp rate.

For short-term users of the RTO West grid, Transmisson Use Service generdly will permit use
of the entire grid for one postage stamp charge, plus congestion costs. Today, those short-term users
frequently pay pancaked rates and are limited to uncongested time periods and paths. For example, an
export from British Columbia to the Cdifornia border today is subject to at least three transmission rates
(BC Hydro's, Bonneville Power Adminigtration’s network rate, and Bonneville' s southern intertie rate)
for atota contribution of about $14/MWHh to embedded costs of the transmisson owners. Under
Transmission Use Service, that same export would pay a postage stamp rate estimated at $3.60/MWh
for comparable uncongested use. Moreover, the system will be able to accommodate more exports
because of RTO West's “accept dl schedules’ congestion management model, providing that the
customer iswilling to pay any congestion costs in addition to the postage stamp contribution to
embedded costs.

RTO Weg Transmisson Use Sarvice is different from the traditiona point-to-point servicein a
number of respects. The RTO West Transmisson Use Sarvice isinfinitey flexible to the extent that
there is transmisson made available through redispatch or transmisson expansgon. An RTO West
Transmission Use Service customer has the right to schedule between any pair or pairs of injection and
withdrawd points on the RTO West transmission grid up to the maximum quantity purchased for a

designated time period—annudly, monthly, weekly, daily or hourly.
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B. ThePricing Proposal

RTO West will offer two sarvices: Transmisson Use Service and Non-Converted Rights
Service. The RTO pricing proposa discussed in this section applies to Transmission Use Service.
Non-Converted Rights Serviceisdiscussed infraat .

1. Transmission Use Service

Transmisson Use Service provides transmission service from an injection point to awithdrawa
point on the RTO West grid. Reservation Rights are required of any customer taking Transmisson Use
Service in order to schedule transactions. There are two kinds of Reservation Rights: (1) Unrestricted
Reservation Rights and (2) Historical Reservation Rights. Unredtricted Reservation Rights dlow a party
to schedule between any injection and withdrawa points on the RTO West grid in exchange for the
payment of a Transmission Reservation Fee (described below) or to purchase the rightsin a secondary
market. Higtoricd Reservation Rights dlow a party to schedule between designated injection and
withdrawd points. Historica Reservation Rights are available to parties who convert Pre-Exiging
Trangmisson Agreements to Transmission Use Service and are limited in scope to the transmisson use
options catalogued by the RTO based on the party’ s Pre- Exigting Transmisson Agreement(s). Asst
forth in the description of the Transmisson Reservation Fee below, the fee does not apply to customers
submitting a schedule using Historical Reservation Rights, because those customers are paying for the
sarvice ether through a Company Rate or a Transfer Payment. (See descriptions below.) Al
schedules submitted for use of the RTO West grid not accompanied by Historical Reservation Rights

must be accompanied by Unrestricted Reservation Rights. Thus a customer that wishes to schedule
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sarvice outsde the scope of any Higtorica Reservation Rights must acquire Unrestricted Reservation
Rights* Thus, aslong-term contracts expire and loads access more generation outside the scope of
their pre-existing rights, the number of transactions at the postage stamp rate should increase.

Thefiling utilities propose to recover dl costs of congestion management through a separate
charge. Consequently, a customer with Reservation Rights remains responsible for congestion costs to
the extent those cogts are not offset by a Financid Transmisson Option. (Seesection ) The RTO
costs of providing ancillary services will dso be recovered through separate charges. The pricing
methodology for ancillary servicesis not yet findized (and is not addressed in this document).

The RTO sart-up and operation costs will be collected through a Grid Management Charge
levied on dl transactions. (See description below.) Payments for Non-Converted Rights Service and
Transfer Payments will dso be collected and treeted as revenue credits to the Company Rate. The
remaining costs of ownership and operation of transmission facilities will be recovered through two
charges, the Company Rate and Transmisson Reservation Fee. The Company Rateisload-based and
caculated on the basis of each Participating Transmisson Owner’ s revenue requirement with
adjustments. (See description below.) The Transmission Reservation Feeis a postage stlamp $kW
charge for ayear, month, week, day or hour based on the embedded cost of the entire RTO West grid.

Revenues from the Tranamission Revenue Fee are treated as a Company Rate revenue credit through

the use of abaancing account. As areault, the Company Rate will be adjusted &t least annually to true-

! Although several parties submitting comments have urged that aload paying the Company Rate never be
required to pay the Transmission Reservation Fee, loads today pay an additional contribution to the embedded costs
of the system when accessing generation requiring transmission outside the scope of existing transmission rights.
Consequently, there would be a significant reduction in the revenue credit to Company Rates and a corresponding
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up the Company Rate to the actud alocated Transmisson Reservation Fee revenues, thereby avoiding
any double-charging or over-collection of embedded costs of the system.

Each rate component of the pricing model designed to recover embedded costs of the
participating owners and start-up and operationa costs of RTO West are described below. Although
pricing for congestion costs (as well as pricing for ancillary services and losses) is being developed
separately, adiscussion of the relationship between the Transmission Reservation Fee and congestion
cogsisaso st forth below.

a. Grid Management Charge

The Grid Management Charge will be calculated to recover dl the RTO West start-up and
operation costs, including the annual cogts of RTO facilities not included in Company Costsand RTO
West operating costs (other than the costs of clearing congestion and providing ancillary services). The
Grid Management Charge will be paid on a®MWh basisfor dl schedules (whether from generation
within the RTO West Transmisson System or imports or through whedling) and is gpplied a the point
of injection on the RTO West Transmisson System.

b. Company Rate

Through December 14, 2011, the loads served by each of the filing utilities will pay aload-
based access charge for RTO West transmission service equd to the transmission costs of such filing
utility, adjusted for revenues from long-term transfer charges, any non-converted service payments (if a

customer is not paying the Company Rate), and alocated Transmisson Reservation Fees, as et forthin

risein the Company Rate if such short-term users were not required to pay the Transmission Reservation Fee.
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items c through h below. The Company Rate formulais st forth in Exhibit G to the Transmisson
Operating Agreement, a copy of which is[will be] attached hereto.
C. Trander Charge
Transmisson customers may convert their pre-exiging long-term transmission agreements with
participating owners and take Transmission Use Service in return for Financid Transmisson Options
and Higtorica Reservation Rights, or transmisson cusomers may retain their pre-exiging transmisson
rights under long-term agreements and receive Non-Converted Rights Service. Such converting
transmisson customers, in turn, would be obligated to pay Company Rates or Transfer Chargesto the
former transmission provider for such portion of the Company Rate Period as the Financia
Transmisson Options and Higtoricd Reservetion Rights remain in effect. Any trandfer charge will bein
an agreed amount comparable to the amount estimated as payable under the pre-exiging agreements
absent RTO West. The agreed amounts for long-term transfer payments are specified in
Exhibit . [Note: Thetransfer payments are proposed to be based on the year before the RTO
commences sarvice. Thusthey will not be filed with the March 1 filing.] Comparable contract
suspension arrangements will be offered to dl parties (participating ownersin their capacity as
tranamisson customers and others) holding agreements for long-term transmission service.
d. Transfer Charge Adjustment
Long-term transfer charges among the tranamission owners generdly are not adjustable for
changes in loads, as most of the underlying contracts do not alow for an increase in service for load

growth. Transfer charges among transmission owners may be adjusted, however, to the extent the
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preexisting rights provide transmission service for load growth. An example of such rights would be
some of the Generd Transfer Agreements. For converted agreements, additiona Historica Reservation
Rights and Financid Transmission Options on an owner’ s trangmission facilities will be provided for
growth of loads served pursuant to these agreements, up to available capacity.

A number of Bonneville customers dso expressed concern that the unit costs of Bonneville
transmisson might substantialy increase during the Company Rate Period, without any provison for a
corresponding increase in atrandfer charge. To dlay such concerns, the Transmission Operating
Agreement permits a participating transmisson owner to make an initiad eection that any transfer charge
increase or decrease if its unit transmission costs increase or decrease. For a participating transmisson
owner so eecting, the adjustment (1) will be made only upon afiling for achangein its Company Codts,
(2) will be based on actua transmission costs during a historical period and pursuant to aformula
determined by RTO West, and (3) will gpply only to atransfer charge for pre-RTO agreements that

had adjustable charges.
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e. Transmission Reservation Fee

Payment of the Transmission Reservation Fee provides access to the RTO West transmission
grid, that is, Unrestricted Reservation Rights to schedu e megawatts between any pair or pairs of
injection and withdrawa points on the grid up to the maximum quantity purchased for a designated time
period. For example, if an digible customer purchases 100 MW for aweek’ s duration, that customer
may schedule up to 100 MW over any combination of injection and withdrawa points each hour of the
week. Unredtricted Reservation Rights are offered in strips with the same quantity of megawaitt-
scheduling rights available each hour. The quantity of Unrestricted Resarvation Rights the RTO will sl
is unlimited, congstent with the * accept dl schedules’ congestion management modd.

RTO West will facilitate a secondary market for resde of Reservation Rights. The secondary
market priceis capped at the applicable access charge pad by the sdller (yearly, monthly, daily or
hourly) and may be discounted. Because the supply of Unrestricted Reservation Rightsis unlimited, the
secondary market islikely to discount the price for Reservation Rights.

f. Financial Transmisson Option Credit

A customer paying the Transmission Reservation Fee aso recelves a credit in the dollar amount
of the payment, which may be used to offset the cost paid for Financia Transmission Optionsin the
day-ahead auction (FTO Credits). The FTO Credits may be used a any time during the time period
for which the strip of Unrestricted Reservation Rights was purchased. For example, the total payment
for amonthly Transmisson Reservation Fee strip could be used to cover the cost of Financid

Transmisson Options for a Sngle day during that month. The credit may be used only in the day-ahead
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auction and not in annua, monthly, or any other auction of financid options or to cover charges for
congestion.

FTO Credits and Unrestricted Reservation Rights may be remarketed together or independently
of each other. Asaresult, Unrestricted Reservation Rights on the secondary market may or may not be
accompanied by the FTO Credit.

The day-ahead Financid Transmisson Options auctioned by the RTO will be limited to the
unencumbered physica cgpacity of the RTO West grid. By limiting the day-ahead auction to the
unencumbered physica capacity of RTO West’ s grid, the RTO should not experience any incrementad
congestion costs based on the sale of Financid Transmission Options in the day-ahead market. Thus
the Transmisson Reservation Fee revenues should be available for alocation to Participating
Transmisson Owners as a surrogate to short-term historica revenues, thereby benefiting Company
Loads. An underlying assumption isthat there is value in acquiring Financid Transmisson Optionsin the
day-ahead auction. RTO West will continue to accept all schedules day-ahead or red-time (subject to
the ability to obtain redigpatch). Thus, potentid buyers of Financia Tranamisson Optionsin the day-
ahead auction will face uncertainty about the redl-time congestion costs because of the “accept dl
schedules’ regime' s effect on red-time prices. This should create a demand for day-ahead Financid
Trangmission Options.

0. Calculation of the Transmission Reservation Fee
The Transmisson Resarvation Feeis estimated below. The actua charge will be based on

updated revenue requirements of participating owners and loads used in the caculation of Company
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Rates. RTO West will adjust the Transmisson Reservation Fee annudly to reflect any changesin the
FERC-approved revenue requirements for participating owners and any changesin thetotd 12 CP

loads within RTO Weg, plus exports.

The estimated charge for ayearly strip of Unrestricted Reservation Rights is calculated as

follows

Sum of PTOs Annud Transmisson Revenue Requirement x 0.9

Total 12 CP Loads plus Exports

$1,590,697,413 x 0.9 = $28.54 [KW-yr

[»45,658 + »4,500]
The estimated charge for amonthly strip of Unrestricted Reservation Rightsis cdculated as

follows

Sum of PTOs Annud Transmisson Revenue Requirement x 0.93

[(Totd 12 CP Loads plus Exports) x 12 months)

$1,590,697,413 x 0.93 = $2.46 /KW-mo

[(»45,658 + »4,500) x 12 months]
The estimated charge for aweekly strip of Unredtricted Reservation Rightsis caculated as
follows

Sum of PTOs Annud Transmisson Revenue Requirement x 0.97

[(Totd 12 CP Loads plus Exports) x 52 weeks]
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$1,590,697,413 x 0.97 = $.592/ KW-wk

[(» 45,658 + » 4,500) x 52 weeks]
The estimated charge for adaily strip of Unrestricted Reservation Rightsis calculated as follows:

Sum of PTOs Annud Transmisson Revenue Requirement

[(Totd 12 CP Loads plus Exports) x 365 days]

$1,590,697,413 = $.087/ kW-day

[(»45,658 + »4,500) x 365 days]

The estimated charge for an hourly girip of Unrestricted Reservation Rightsis caculated as
follows

Sum of PTOs Annud Transmisson Revenue Requiremeant

[(Totd 12 CP Loads plus Exports) x 8,760 hours]

$1,590,697,413 = $.00362 /kWh

[(»45,658 + »4,500) x 8,760 hours]
The above formulas provide incentives to purchase longer-term service by providing a 10%
discount for annual service, a 7% discount for monthly service, and a 3% discount for weekly service.
In the rare event of curtailment of schedules, RTO West will rebate an amount equd to the
hourly charge multiplied by the quantity of megawaits curtalled. The *accept dl schedules’ congestion
management mode should ensure this happens very infrequently.

h. Transmission Reservation Fee Revenue Allocation
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The revenue credit to the Company Rate will be the sum of (1) dl Transmisson Revenue Fee
revenues paid by a participating owner’s merchant function to the RTO for use of its RTO West
Controlled Transmission Facilities for transactions that could have been accommodated pre-RTO by
using only its own system (Note: essentidly this means that load growth on one' s own system is not
charged a Transmisson Revenue Feg, asit can be accommodated by the existing system and rights),
and (2) the participating owner’ s dlocated share of Transmisson Revenue Fee revenues paid to the
RTO for dl uses other than amerchant’s use of its effiliated owner’s RTO West Controlled
Transmisson Facilities

The reference year for the determinations of a participating owner’s dlocation will be the last full
caendar year before RTO West commences service. A participating owner’ s dlocated share of
Transmisson Revenue Fee revenues will be based on the participating owner’ s relative share of the sum
of the following:

(1) Reference year revenues from short-term and nonfirm use between (a) Participating
Transmisson Owners and (b) third-parties and Participating Transmisson Owner's,

(2) Revenuesfrom expiring long-term contracts. “Revenues from expiring long-term contracts’ is
the amount, if any, by which long-term contract revenues fell below reference year long-term
contract revenues.

Revenues from the Transmission Reservation Fee paid by an affiliated merchant for transactions
over more than one participating owner’s RTO West Controlled Transmission System will be dlocated

based on the methodology above. However, RTO West will directly alocate revenues generated
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through the application of the Transmisson Reservation Fee to the merchant’ s use only of its affiliated
owner’s RTO West Controlled Transmisson. Thisdirect dlocation will reduce its Company Rete.
[Merchant affiliation will be defined in this document or another RTO document.] Thisaso dlows load
growth on one' s own system capabilities and pre-exigting rights to be accommodated without payment
of an additiond Transmisson Resarvation Fee. The load paying a Company Rate has paid for this
exidting transmisson capability aready. It dso greatly smplifiesthe RTO West'stask of avoiding cost
shifts that could arise among the participating tranamisson owners with the incluson of revenues from
ther internd use of transmisson in the dlocation formula. 1n 2000, totd short term paymentsto dl the
participating transmission owners totaled gpproximately $287 million. Of that amount, $160 million was
payments by merchants to their afiliated transmisson owners. These payments typicaly were part of a
pancaked whed to an off-system sde (as own-system whedling was usudly covered by network load
sarvice). On these off-system sdes, the internd merchant payments do not change the profitability of a
transaction, only the dlocation of revenue between a company’ s merchant and transmission function.
The RTO will have difficulty designing a mechanism to collect these revenues and redistribute the money
without shifting costs and profits, particularly as there iswide variation in the amounts paid by interna
merchants for such use. Some owners rely on long-term rights and others short-term transmisson. For
example in 2000, Bonneville s Power Business Line payment to its Transmission Business Line was
over $33 million and Idaho Power Company’s payment was approximately $13 million; whereas
PacifiCorp’'s and Portland Generd’ s merchants used |ess than $120,000 of short-term trangmisson on

their sysems. If reference year interna payments were included aong with other Transmisson
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Reservation Fee revenues to cdculate a transmission owner’s pro rata share of Transmisson
Reservation Fee revenues, over one-haf of the Transmission Reservation Fee adlocation would be
based on internal merchant payments. What had been an internal company alocation of revenues now
drives nearly 60% of the RTO’ s short-term dlocation. Asaresult, merchants that rely heavily on short-
term use of their affiliated owner’ s transmisson systems, would receive a higher percentage dlocation of
Transmission Reservation Fee revenues than other participating transmisson owners. For example,
Montana Power Company’ s dlocation of Transmission Reservation Fee revenuesis 13.8%, based on
lost short term revenues from other participating transmisson owners and third parties in 2000, and
PecifiCorp'sis 19.4%. However, if theinternal merchant revenues are included in the formula,
Montana Power’s share of the dlocation falsto 7.3%, and PacifiCorp’sfdlsto 8.6%. The cost shifts
among participating transmisson owners that would result from inclusion of revenues from interna
Transmisson Reservation Fee payments in the allocation formula are not appropriate or necessary. By
directly alocating Transmisson Reservation Fee revenues for merchants use of their effiliated
transmission system and using the resulting revenue credit to reduce the Company Rate, the alocation
formula assures each participating transmission owner of the opportunity to recover its equitable share
of short term transmisson revenues generated through use of its system by other participating
transmission owners and third parties. This accomplishes the primary god set in Stage 1 of avoiding
cost shifts through the loss of short-term revenues by providing those revenues directly from internd
merchants and alocations of revenues among participating transmisson owners, while establishing a

postage stamp rate for short-term transmission use.
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Summary of Rationale and Problems Solved
Our proposa attempts to ensure that dl users of the RTO' s tranamisson system pay afair share
of the embedded costs of the system and attempts to avoid shifting respongbility for sunk costs from
some usersto theloads. Thisis necessary to avoid shifting costs among the RTO Wet filing utilitiesina
manner that is unacceptable and might well prevent some owners from participating voluntarily in RTO
West. While we recognize that this pricing proposad may not be as efficient as some other models it
combines improvements in economic efficiency with rate design measures to avoid large cogt shifts, a
least during the transition stages of RTO West.
The pricing modd more closdy integrates the pricing and congestion proposals to dlow
traditiona short-term transmission users the ability to obtain more “vaue’ for the reservation payments.
One complaint we have heard is that the reservation fee and congestion costs together represent a cost
that istoo high. This assumes that some users should pay asmaller portion of sunk costs or be exempt
from paying any portion of sunk costs. Even assuming thisis correct, our proposa gives short-term
users FTO Credits that can be used to bid for Financid Transmission Options in the day-ahead auction.
By effectively reducing the price users pay for Financiad Transmisson Options in some circumstances,
we believe that we have at least partially addressed the concern raised.
In addition, thereis the possbility that the auction revenues from the sdes of Financid
Transmission Options will exceed the RTO'’ s costs of redigpatch and administering the congestion

management model. 1f so, RTO West may decide whether to gpply some or all of those revenuesto
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reduce the Transmission Reservation Fee or to use the revenues for another purpose, such as offsetting
the Grid Management Charge. Thisflexibility provides RTO West ameans of lowering the
Trangmission Resarvation Fee in the event it bdieves that is the highest-priority use for Financid

Transmission Option revenues.

C. RTO West L osses M ethodology

RTO West proposes a bifurcated method to recover losses through the Company Rate Period.

1 For Non-Converted Transmission Agreements, continue to charge loss factors
of the exigting participating transmisson owners.

Because thisis Non-Converted Rights Service, the RTO would know which participating
owner’s sysem is being used by each schedule and would charge the customer the participating
owner’ sindividud loss factor(s). This methodology isincluded in the RTO West filing as part of the
pricing proposa agreed to through December 14, 2011, the end of the Company Rate Period.

This methodology ensures exigting rights holders that the RTO |osses methodology will not
produce cogt shifts for their Non-Converted Transmisson Agreements.

2. For converted service and new service, the filing utilitieswill not develop a
specific losses methodology before salection of the independent RTO West Board. Insteed, principles
have been developed to guide the Board in developing alosses methodology, and the principles will be
specified in the participating owners agreements with the RTO. The primary rationde for this gpproach

isthat little work has been done to date on alosses methodology, making it very unlikely thet a
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methodology could be developed in time for the March filing, given the complexity involved.
The principles to guide the RTO's development of alosses methodology are:
Avoid cog shifts;
Recover actua |osses,
Allow the customer to choose between providing losses (concurrently) and buying losses at
the imbaance price;
Eliminate pancaking;
Send gppropriate price sgnals about resource/load location and operation; and
Let the customer know the loss factor associated with a particular transaction before
submitting aschedule. Loss factors should not be computed after the fact.

The losses methodol ogy proposed by RTO West will be subject to review and approva by

FERC.
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