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|. PROTEST OF NORTHWEST REQUIREMENTS UTILITIES .

Northwest Requirements Utilities hereby protests in part the March 29, 2002,
“Stage 2 Filing and Request for Declaratory Order Pursuant to Order 2000thend
“Errata Filing Relating to the Stage 2 Filing and Request for Declaratory Order Pursuant
to Order 2000” (April 22, 2002) (collectively, the “Stage 2 Filing”); and respectfully asks
the Commission to deny the requested declaratory order as to those protested portions of
the Stage 2 Filing. The Stage 2 Filing is proffered by Avista Corporation, Bonneville
Power Administration, British Columbia Hydro and Power Authority, Idaho Power
Company, NorthWestern Energy, L.L.C. (formerly the Montana Power Company
Nevada Power Company, PacifiCorp, Portland General Electric Company, Puget Sound
Energy, Inc., and Sierra Pacific Power Company (collectively referred to herein as the
“Filing Utilities”). The Filing Utilities submit the Stage 2 Filing to form RTO West, a
regional transmission organization (“RTQO”) for the Northwestern United States.
Northwest Requirements Utilities submits its Protest pursuant to Rule 211 of the Federal
Energy Regulatory Commission’s (“Commission’s”) Rules of Practice and Procedure, 18
C.F.R. § 385.211 (2000), and pursuant to the Notice of Extension of Time dated April 17,
2002, in this docket.

Northwest Requirements Utilities (“NRU”) represents consuowened electric
utilities located in California, Idaho, Montana, Nevada, Oregon and WashingsRU’s
Motion to Intervene in this proceeding was granted by Commission Order on April 26,

2001;seeAvista Corp, 95 FERC 1 61,114 at 61,323 (2001).

1 Alisting of NRU utilities is found at Exhibit 1 hereto.



II. INTRODUCTION.

The Filing Utilities intend their Stage 2 Filing “to provide all remaigin
information necessary for the Commission to issue a declaratory order concerning the
filing utilities’ proposal to form a regional transmission organization known as ‘RTO
West.” They conclude that “[tthe Commission should find that the RTO West proposal,
as completed through this Stage 2 filing, is fully compliant with the requirements of
Order 2000.” Filing Letter at 2, 8.

The Stage 2 Filing cannot fulfill the sponsors’ avowed intent “to provide all
remaining information” necessary for such a Commoissiecision because the Stage 2
Filing does not satisfy the characteristics and functions required by the Commission of
Regional Transmission Organizatiohdhe Commission should reject those portions of
the Stage 2 Filing that harm wholesale transmission customers (and the native retail loads
they are legally bound to serve) and thus violate the public interest. Therefore, and as
demonstrated below, NRU protests in part the Stage 2 Filing, and requests that the
Commission deny the declaratory relietigiit by Filing Utilities regarding the protested
portions of the Stage 2 Filing.

All NRU utilities are located within the geographic footprint proposed for RTO

West. Each of them is transmission dependent, and all use wholesale transmission

2 The Stage 2 Filing consists of a 66 page Filing Letter and attachments A through L thereto. For purposes
of this Protest, citations to the filing in general are “Stage 2 Filing”; and specific references are to the Filing
Letter or Filing Letter Attachments.

3 SeeRegional Trasmission Organization®rder 2000, 65 Fed. Reg. 809 (Jan. 6, 2000), FERC Stats. &
Regs. 131,089 (199%yder on reh'g Order No. 200@A, 65 Fed. Reg. 12,088 (Mar. 8, 2000), FERC
Stats. & Regs. 131,092 (200@)f'd sub nom. Pub. Util. Dist. No. 1 of Snohomish Cnty., WA v. FERE
F.3d 607 (D.C. Cir. 2001).



service from one or more of the RTO West sponsoring Filing Utilities. Each NRU utility
has a longerm Open Access transmission contract with the Bonneville Power
Administration, the dominant transmission owner among the Filing Utilities. In addition,
many NRU utilities also depend upon n@pen Access transmission service provided by
third parties to Bonneville Power Administration under “General Transfer Agreements”
to meet their native retail loadsee infraat section 11l.B.2. Such Open Access and third
party transmission services are necessary for NRU utilities to satisfy their power supply
requirements with wholesale power purchases from the Bonneville Power
Administration.

All NRU utilities meet their firm wholesale power supply requirements with
power purchasefrom the Bonneville Power Administration; most of them purchase one
hundred percent (100%) of their power requirements from Bonneville. No members of
NRU own or control transmission facilities sufficient to move their power requirements
from Federal generating resources to their native retail loads. To the conltwary:

wholesale power supply of all NRU utilities is transmitted via one or more Filing Utility

owned transmission system(s) from Federal generating resources that are often located

great dishnces away from the native retail loads served by NRU utilities.

NRU has participated actively in the development of RTO West and in related
Commission proceedings where transmission market design is undergoing feview.

Nonetheless, we must protest those aspects of this Stage 2 Filing that directly impair the

* See, e.g Petition for Rehearing of Idaho Consurm@®wned Utility Association et gMay 25, 2001);
ConsumetOwned Utilities’ Commentglanuary 16, 2001) ardrotest and Comments of Idaho Conwr
Owned Utility Association et gl(November 17, 2000), iAvista Corp, No. RTO:35. See alsdNorthwest
Requirements Utilities and PNGC Power Comments Regarding Options Pdpgrl, 2002) and



adequacy and reliability or increase the cost of transmission service necessary to the
wholesale power transfers of NRU utilities. The Stage 2 Filing is not ripe for
Commission approval at this timfar it fails the test of Commission requirements under
Order 2000; and because it will violate the public interest by harming smaller,
predominantly rural consum@wned electric utilities that depend upon wholesale
transmission service from the Filing Utilities to serve native retail loads. The
Commission should deny the requested declaratory ruling as to those portions of the
Stage 2 Filing identified below, and instead order the Filing Utilities to make such
corrections as necessary to meet the Comonssrequirements while protecting

wholesale transmission customers such as NRU’s members.

[1l. THE COMMISSION SHOULD DENY, IN PART, THE RELIEF REQUESTED.

A. RTO WESTFAILS TO SATISFY ORDER 2000’'s REQUIREMENTS FOR RTO
CHARACTERISTICS AND FUNCTIONS.

In Order 2000, the Commission established an RTO baseline that requires each

RTO to embody four characteristfcand perform eight key functiorfsThe

Comments of Northwest Requirements Utilities and PNGC P&watl 9, 2002) inElectricity Market
Design and StructuréNo. RM01-12.

> NRU has reviewed the Protest and Comments of PNGC Power filed this day in these proceedings, and
adopts the PNGC Power comments as to planning and pricing as its own.

® Order2000 establishes four characteristics of an RTO, includimiependence independent of market
participantsScope and Regional ConfigurationRTO must serve region of sufficient scope and
configuration to maintain reliability, support efficient and rdiscriminatory power markets, and perform
its required functionsQperational Authority : RTO must be security coordinator for the region, but the
Commission did not require a single control area at this time Smatt-term Reliability : RTO has

exclusive athority regarding interchange schedules; the right to redispatch interconnected generation if
necessary for reliable operation of RTO facilities.

" In summary, the eight functions of an RTO under Order 2000 incllideff Administration and
Design RTO is sole provider of transmission service and sole administrator of its open access tariff; sole
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Commission’s theory of “open architecture” encourages regional transmission
organizations to evolve ovéme -- improving structure, geographic scope, market
support and operations to meet market needs. Sufficient flexibility to meet regional needs
is also a tenet carried forward in the Commission’s Standard Market Design proceding.
Thus, the Stage 2 Filing should be evaluated against the standards articulated by the
Commission in the context of Order 2000, as well as subsequent Commission precedent.
The Stage 2 Filing correctly makes use of the Commission’s proffered flexibility
in order to meet Order@00 goals within the unique setting of the Northwestern United
States. However, the Commission should not grant the requested final approval because
the Stage 2 Filing fails to satisfy the requirements of Order 2000.
A key infirmity of the Stage 2 Filing is the lack of RTO authority over those
facilities necessary for wholesale power transfers in the Northwest. The Stage 2 Filing
compounds the problem by obscuring whether a given transmission facility is under RTO

West authority for all, some, or none ib$ operation.

authority to approve or deny all requests for transmission service, to approve requests for new
interconnectionsCongestion ManagementRTO must ensure develogent of a market mechanism to
manage congestion, mechanism to be operated by RTO or an independenPanéitiel Path Flows

RTO procedures to address parallel path flows between its region and d&theilary Services. RTO

must serve as provider of last resort for ancillary services required under Order 888, through a RTO tariff;
market participants must have option to self supply ancillary services or obtain same from market; RTO
decides minimum required amounts of each ancillary service, ensutesnens access to a retiine

balancing market (either RTO or independently rddSIS: RTO is single OASIS site administrator but

may contract out responsibilities; RTO independently calculates available transmission capacity and total
transmission capacitylarket Monitoring : RTO provides for objective monitoring of markets it operates,
looking for design flaws, market power abuses, opportunities for efficiency improvernkatsiing and
Expansion RTO responsible for planning and directing necessanstrégssion system upgrades and
expansions, coordinated with state authorities; RTO must encourage marteated operating and
investment actions for preventing and relieving congestion, accommodate state commission efforts to create
multi-state agreements to review and approve new transmission facilitiegtenggional Coordination :

RTO will be required to develop mechanisms to coordinate activities with other regions, and ensure the
integration of reliability and market interface practices among regio




First, a limited subset of assets are proposed to be within the authority of RTO
West. The remaining (and undefined set of) facilities currently used for wholesale power
transfers are allegedly included only at the individual Filing Utility’s discretion and then
only for limited purposesSeeFiling Letter at 3538. As described in the Filing Letter,
RTO West would have pricing authority and operational control over “Class A” facilities;
pricing authority but no operational control oveZlass B” facilities; limited planning
authority (for the purposes of transmission adequacy and congestion management) over
“Class C” facilities; and would provide access but no planning or pricing authority or
operational control over “Class D” facilitiekd. at 3338; see alsd’rotest at Section
[1.B.2, infra.

Second, and despite the Filing Letter indication that such facilities will be under
RTO authority for some limited purposes, the operative provisions of the Stage 2 Filing
unambiguously contradithe Class AD schema just described. The Filing Utilities
acknowledge that facilities in each of these classes serve wholesale transmission
customers and will have an impact on RTO West's ability to perform the functions
required by Order No. 200@geFiling Letter at 3334. Nonetheless, while Attachment D
to the Filing Letter lists the proposed RTO West Transmission Facilities, that same

Attachmentomits these assets entirely from RTO WeSeeFiling Letter Attachment D

at 1-49. The Filing Utilities, by retaining control over certain transmission facilities
needed to transmit power in the wholesale market, violate Commission requirements for

the functions and characteristics of an RTO.

8 See, e.g April 10, 2002, “Options for Resolving Rate and Transition Issues in Standardized Transmission
Service and Wholesale Electric Market Design” and the March 15, 2002, “Working Paper on Standardized
Transmission Service and Wholesale Electric Market Design”, issued by the Commission.
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The just described infirmity goes to the heart of the Commission’s requirements
foran RTO. If the Filing Utilities themselves can classify or reclassify facilities as they
see fit, they eviscerate the Commission’s authority under Order 2000. And yet, that is
precisely what they appear to appear to have asked ther(xsion to approve in the
Stage 2 Filing. They have created different classes of facilities that serve both retail and
wholesale functionsseeFiling Letter at 3536. At the same time, they have submitted
Attachment D to the Filing Letter whicexcludeshundreds of miles of 11kV lines and
other facilities that are used in part to serve wholesale customers.

Therefore the RTO West of Stage 2 cannot be considered to possess an
appropriate scope and regional configuration, despite the Commission’s @eviou
conclusion in its April 26, 2001, Order that taeographiscope of the Stage 1 RTO
West may be sufficient. The scope contemplated by Order 2000 is not satisfied because

the scope in Order 2000 is not limited to geography alone. The Stage 2 Filing fails

° Consider the example of the Canby Utility Board (“Canby”), a municipal utility in Oregon that is-a full
requirements wholesale power customer of the Bonneville Power Administration. Canby’s territory is
surraunded by Portland General Electric (“PGE”"), a Filing Utility. Canby receives its wholesale power
through a Network Integration Transmission Service Agreement with Bonneville. Bonneville, in turn, has a
General Transfer Agreement with PGE to deliver that power over PGE’s lines to Canby’s points of
delivery. The same PGE facilities also deliver power to PGE’s retail customers.

It is impossible to say whether the PGE facilities needed to serve Canby are in or out of RTO West
by looking at the Stage 2 Filgn On one hand, the PGE facilities used for wholesale delivery would seem to
fall in either Class C or Class D, as described at page353df the Filing Letter. Class C purports to cover
“Certain Distribution Facilities” that are subject to RTO tariffs and pricing but are subject to
interconnection standards developed by the Participating Transmission Owner (“RTiOd}her words,
the Filing Utility, pursuant to state control. In contrast, Class D covers “Local Distribution Facilities.”
Those faciliies, however, are subject to PTO, not RTO pricing.

On the other hand, Attachment D of the Filing Letter suggests that all il 5KV lines needed
to serve Canby are completaycludedrom RTO WestseeFiling Letter Attachment D at 4314. If the
facilities used to serve Canby’s load are Class C or D, then the RTO West filing would preclude pancaked
rates. (Although there would be an additive Commissapproved access charge, it would not exceed the
PTO’s transmission rate if all facilities were shfied as transmissiorSeeFiling Letter at 36, note 3.) On
the other hand, if the facilities were completelycludedrom either Class C or D (as Attachment D
contemplates), no such rate protection would be offered, and the Commission’s statutory authority over
facilities used to deliver wholesale power would be negated.



because RTO West lacks authority over wholesale transmission facilities within its
territory that are necessary to ensure reliability, support efficient analismniminatory
power markets, and perform the RTO'’s required functions.

Because the StageFiling fails the scope and operational authority requirements
of Order No. 2000, this aspect of the proposal should be rejected. In addition, the Stage 2
Filing does not satisfy those other characteristics and functions required by Order 2000.
Facilities necessary for wholesale power transfers are not under pricing, planning,
expansion or other authorities of the RTO. The omission of necessary facilities would
harm the RTQO’s ability to perform the congestion management and planning functions
and to ensre shoriterm reliability. Nor does the Stage 2 Filing include either load or
generation integration agreemergsgFiling Letter Attachment A at 85.2. One wonders
how the Commission could judge reliability, absent such key components, when there is
no extant mechanism by which RTO West would control, directly or indirectly, either
generation or transmission facilities (assuming the appropriate transmission facilities
were included, which they are not).

Finally, the proposed RTO cannot be considere@pahdent. Transmission
owners (many with competitive power market and supply functions) have withheld from
RTO West authority many facilities necessary for wholesale power transfers to entities
including members of NRUSeeFiling Letter at 3338; and Filing Letter Attachment D.
Although the Commission has elsewhere indicated that an independent transmission
company may share in some RTO functions, the RTO West Filing Utilities do not qualify
as independent transmission companies. Rather, these \gitibadrated utilities could

favor their own generation and retail loads; and may do so by withholding wholesale



transmission facilities necessary for service to a competitor (such as load serving,
transmission dependent utilities) from RTO West authority.

Because the Stage 2 Filing excludes necessary assets from the RTO’s authority,
the proposed RTO West cannot satisfy the minimum characteristics or functions of an
RTO as prescribed by Order 2080Indeed, the Stage 2 Filing approach to facilities
excluson would encourage the balkanization of our Northwest transmission system by
allowing individual transmission owners to limit unilaterally RTO West’s authority over
certain transmission assets. The Commission should reject this portion of the Stage 2
Filing and require the Filing Utilities to modify the proposal by consistently including all
transmission facilities necessary for wholesale power transfers within RTO West.

B. PORTIONS OF THE STAGE 2 FILING HARM WHOLESALE TRANSMISSION
CUSTOMERS AND THUS VIOLATE THE PUBLIC |NTEREST.

NRU has not endorsed the RTO West model to date, because that proposal harms
critical interests of transmission dependent utilities and is inconsistent with Commission
policy. In order for NRU to endorse the Stage 2 Filing, when implemented, RTO West
must provide the following attributes:

e Preserve and Protect PExisting Transmission Rights.

e RTO West Authority Over Facilities Necessary For Wholesale Power Transfers.
e The “Company Rate Period” Is Implemented for 10 Years.

e Transmision Adequacy For Load Service Not At Risk.

e A Completed Cost Benefit Study Shows Net Benefits.

9 |n the face of Order 2000's plain language, even the most flexible of interpretations cannot justify such
an outcome.



NRU commends the Filing Utilities for listening to several of the critical interests
of regional stakeholders. However, the RTO West proposal does not yet memorialize a
satisfactory package from our point of view. As such, NRU protests those aspects of the
proposal that do not meet our critical interests, as follows.

1. The Stage 2 Filing Inadequately Protects Existing Transmission Rights
Of Wholesale Transmisgon Customers.

With or without an RTO, the transmission dependent utilities represented by NRU
require reliable transmission service adequate to meet their service obligations to native
retail loads, at a codiased price not in excess of the status quo. With RTO West, the
Filing Utilities developed a regionally tailored proposal that attempts to accommodate the
wholesale purchasers of transmission (such as NRU utilities) that rely on the Northwest’s
hydro-electric generating resources to serve nativailrktads far removed from Federal
generation projects. Thus, the Filing Utilities have tried to implement the Commission’s
RTO initiative in a manner that preserves and protectsepisting wholesale

transmission rightsNonetheless, the Filing Utilities cannot assure us that the instant

proposal does no harm to such rights, and there is no enforcement mechanism available to

current rights holders in the event their existing rights have been harmed.

Just as state regulators have admonished the Commgst® TO Week” to “first
do no harm” in its efforts to implement an RTO initiative, NRU advises the Commission
and the Filing Utilities that the Stage 2 Filing must be revised in order to do no harm to
pre-existing transmission rights necessary to serve native retail loads. In order to do no

harm, the Commission must protect existing transmission rights for wholesale
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transmission customers with load service obligations, no less than the transmission rights
held by the Filing Utilities.

In response to thioregoing, the Filing Utilities state liberally throughout the
Stage 2 Filing that the proposal requires RTO West to preservexiséng transmission
rights. See, e.g.Filing Letter at 43; Filing Letter Attachment A at 86.4.1 (RTO West
obligated to provide transmission service for rammverted contracts and for converted
pre-existing transmission contract rights); Filing Letter Attachment A at 89.4.2 (RTO
West may not alter transmission customers-@xesting transmission agreements,
including Networkand Point to Point service, in providing naonverted service); Filing
Letter Attachment F at 4, 193; and Filing Letter Attachment-E at 6. Indeed, the
Bonneville Power Administration responded to its transmissiependent utility
customers by affirming its intention to protect wholesale transmission customers’ rights
in an RTO West futureseeExhibit 2 hereto, Letter to Transmission Customers from
Stephen J. Wright, Administrator and Chief Executive Officer, Bonneville Power
Administration (April 19, 2002).

Good intentions notwithstanding, the Filing Utilities’ affirmation of gristing
rights cannot be reconciled with certain operative provisions of the Stage 2 Filing. As
described in detail below, aspects of the proposed contract rights “cataloging” process;
the superior protections afforded transmission ownersegisting rights versus those of
transmission customers; and the disparate dispute resolution provisions, are each among
the evidence undermining the Filing Utilities’ avowed intentio protect preexisting

rights of wholesale transmission customers.
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The Stage 2 Filing describes a “cataloging” process, whereby the Filing Utilities
and RTO West account for existing contract rights through the use of “Catalogued
Transmission Rights.” Prior to the implementation of RTO West, each Filing Utility
must calculate Catalogued Transmission Rights associated with its existing transmission
contracts (as well as those rights necessary to serve its own retail native load). Such
rights are thero be identified in an attachment to that Filing Utility’s TO#eeFiling
Letter Attachment A at Exhibit F. Upon commencement of RTO West, the Filing Utility
may then apply Catalogued Transmission Rights to serve unconverted existing contract
customers, or use the rights to offset congestion charges arising from service to the Filing
Utility’s retail native load. SeeFiling Letter Attachment F at 16, and at Appendix B
thereto. If a wholesale transmission customer chooses to suspengxgineg contrat
and “convert’ to RTO West service, it then chooses to receive either Catalogued
Transmission Rights or Financial Transmission Options corresponding to &xstéeng
contract. SeeFiling Letter Attachment A at §9.3.1: Filing Utilities (and subsequent
parties to the TOA) are “Executing Transmission Owners” and each shall make a “good
faith offer to each Executing Transmission Owner customer” to convert to RTO West
service in return for “either (i) receipt by the [customer] of Financial Transmission
Options from RTO West or (ii) receipt by the [customer] of Catalogued Transmission
Rights from RTO West” (among other thingsyee alsd-iling Letter Attachment F at 16.

NRU strongly supports protection and preservation ofgxisting transmission

rights; the wholesale customer’s choice to retain or converegigting transmission

-12-



rights':; and its choice upon conversion, to obtain and hold on to its own Catalogued
Transmission Rights or Financial Transmission Options corresponding to the converted
rights. In short, the proposed use of Catalogued Transmission Rights, albeit
complicated, appears to be a valid means to accomplish such protection. The proposal
fails, however, when the cataloging process does not involve (and ultimately may not
protect) transmission customers in the identification and allocation of Catalogued
Transmission Rights. We urge the Commission to permit wholesale transmission
customers to retain the essential rights to transmission service available under existing
contracts, tariffand business practices, without discrimination.

Neither equity nor comparability are served if wholesale transmission customers
of Filing Utilities are excluded from the initial determination of transmission rights
necessary to fulfill their load service obligations underexesting contracts. We assume
the Filing Utilities have planned for and are commencing the process of listing contract
rights to be cataloged and recorded. However, NRU is unaware of any Filing Utility
transmission customers that gnesently involved in that process; nor does such a
collaborative process appear in the Stage 2 Filing.

The Stage 2 Filing endows only the Filing Utilities with the explicit right to
calculate, much less revisit, initial Catalogued Transmission Rights allocat@ees.

Filing Letter Attachment A at 88.3 (“if th&xecuting Transmission Owner determioes

1 The proposal appropriately attempts a “no action” akéive, whereby nogonverted customers have

no direct relationship with RTO West and pay the company rate of the owner (plus overheads).

12 Voluntaryconversion from existing transmission rights to RTO rights is good attribute; but NRU is
concerned about the intent and effect of purported “encouragements” to convert. Suffice to say that the
“encouragements” should not be used to compel, force or otherwise coerce conversion to RTO service.
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pursuant to a dispute resolution process, it is determined that the catalogue set forth in
Exhibit F does not satisfy a transmission customer’s rights Gatalogued Transmission
Rights shall be modified to satisfy such rights.”) (Emphasis added). Thus, should the
cataloging process produce a result disputed by the transmission customer, this proposal
puts the customer at an extreme disadvantage relative to the Filing Utility owner when in
fact, the customer is most directly impacted by the cataloging process decisions.

For preexisting contract rights to be adequately and equitably catalogued, all
parties to those contractsthe Filing Utility transnission owner and its wholesale
transmission customer alikeshould be involved in the identification and allocation of
transmission rights arising from such contrdétsThe public interest is violated when
consumeiowned wholesale transmission customers are prohibited from the cataloging
process, or at best represented by a third (and potentially adverse) party. Because the
Commission must ensure that consumers are not harmed pursuant to its responsibilities
under the Federal Power Aétthis portion ofthe proposal should be rejected.

Dispute resolution under RTO West provides scant remedy to wholesale
transmission customers with a grievance concerning identification and allocation of pre
existing transmission rights, should those rights be placed at isse€iling Letter
Attachment A at 820 and at Exhibit P thereto. Only an Executing Transmission Owner or

RTO West may initiate or apply to intervene in arbitration proceedisgsf-iling Letter

13 In the case of service under General Transfer Agreemseeséctions 1Il.A and I11.B.2, herein), the

party receiving service is the transmission dependent utility customer of Bonneville. Thus Bonneville and
the Filing Utility providing General Transfer Agreement service must be joined in the cataloging process by
the wholesale transmission customer actually receiving service pursuant to that agreement.

14 See, e.gTejas Power Corp. v. FER®08 F.2d 998, 10084 (D.C. Cir. 1990)Public Service Comm'n
of New York v. FERC 866 F.2d 487, 488 (D.C. Cir. 1989).
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Attachment A at 88 20.2.1, 20.3.5, and Exhibit P the(etscribes Executing
Transmission Owner and RTO West as parties to disputes over the adequacy of a
transmission customer’s service over FRMO West controlled transmission facilities).
Transmission customers’ interests may not be shared by the transmission owners, yet
customers must rely on owners as advocates because a customer cannot initiate or
intervene in arbitration. Elsewhere, the TOA clearly states that the TOA will have no
third-party beneficiaries, making enforcement of the intended “praiestiephemeral at
best;seeFiling Letter Attachment A at §25.12.

Thus, this aspect of the Stage 2 Filing creates-avimtoscenario. Wholesale
transmission customers are excluded from the cataloging process as an initial matter, and
then have no available means to challenge and remedy disputes over identification and
allocation of preexisting transmission rights. Add to this injury the following insult:
Catalogued Transmission Rights definitions and protections are memorialized in Exhibit
F of the TOA, ad the TOA is a contract exclusively between each Filing Utility and
RTO West. TOA 88.3 provides that Exhibit F will be modified if, “pursuant to a dispute
resolution process, it is determined that the catalogue set forth in Exhibit F does not
satisfy a transmission customer’s rights.” Filing Letter Attachment A at 88.3. Yet the
wholesale transmission customer is clearly not party to the TOA, and lacks the TOA
created right to initiate dispute resolution regarding cataloging. How can a wholesale

transmssion customer procure and protect its rights in the cataloging process, when the

5 TOA Exhibit P also sets forth the dispute resolution process for cataloguing the Catalogued
Transmission Rights prior to a transmission customer’s conversion to RTO West transmission service.
However, transmission customers’ rights therein (if any) are extremely linste#Filing Letter Attachment
A Exhibit P, at P2, P-3.
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TOA further states that it “shall not be construed to create rights in, or to grant remedies
to, any third party as a beneficiary of this Agreement or of any duty, obligation or
undertaking established herein™? Filing Letter Attachment A at 825.12.

If the customer “elects to suspend” and convert agxisting contract, its ability
to protect its rights is equally weak. The TOA, Filing Letter Attachment A at 89.3.2,
provides

RTO West shall provide notice to the Executing Transmission Owner if the

[customer] disputes the Catalogued Transmission Rights developed by RTO West

and the Executing Transmission Owner. The Executing Transmission Owner . . .

agrees to make a goddith effort to resolve differences with the [customer] . . . .

If full agreement is not reached, the Executing Transmission Owner . . . agrees to

be a responding party with RTO West in an RTO West Arbitration Process to

resolve any dispute concerning the gersion of any Prd&xisting Agreements

and Obligations into Catalogued Transmission Rights or the conversion of

Catalogued Transmission Options consistent with the terms and procedures set

forth in Exhibit P.

Thus, it seems that even the customer’s right to challenge “the Catalogued
Transmission Rights developed by RTO West and the Executing Transmission Owner”
upon conversion to RTO West service is not secure. Again, the TOA specifies (in 8
25.12) that it does not “create rights in, or grant remedeany third party,” and
wholesale transmission customers would not ordinarily be able to rely upon, or challenge
a violation of, the TOA’s terms.

Given these limitations of the TOA, wholesale transmission customers cannot
ensure that their Catalogued Transmission Rights (or Financial Transmission Options)
will adequately represent the rights encompassed by theysting contracts. In sum,

only the Filing Utilities (and subsequent TOA signatories) obtain the means to directly

procure and protect tivgore-existing transmission rights and service upon the
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implementation of RTO West. At best, the wholesale transmission customer’s
corresponding rights are implied (and then in the TOA, to which the customer is not a
party and has no third party beneficiary rights).

When applied to the operational and business backdrop of the Northwest, the
proposed Stage 2 treatment of ygasting contracts is deficient, discriminatory, and the
Commission should require the Filing Utilities to correct the deficiencieshe RTO
West geographic footprint, over 150 consuroamed electric utilities with legal
obligations to serve native load consumers have long terrrexisting transmission
rights via contracts with RTO West Filing Utilities. Such contractual rights must
translate into equivalent and equitable transmission service rights in RTO West in order
for the Commission policy objectives in implementing RTOs to be fulfilled, and its
public interest obligations satisfied.

An illustrative case in point: in the Columbia River drainage basin and contiguous
areas served at wholesale by the Bonneville Power Administration (and within the
proposed RTO West footprint), over 100 conswoemed, transmission dependent
utilities obtain generation from distant Federal hyetectric projects. The vast majority

of these utilities do not own generation, and thus require transmission service from these

¥ The TOA specifically guarantees the preservation of existing rights for the Filing Utilities. Section 8 of
the TOA provides that[flhe Executing Transmission Ownehall have rigpts to Transmission Services

over the RTO West Transmission System . . . on a basis comparable with rights held before the
Transmission Service Commencement Date.” Filing Letter Attachment A at 88 (emphasis added).
Similarly, section 8.2 permits RTO West to “implement changes to its pricing or congestion management
methodsprovided that the Executing Transmission Owsleall continue to have rights as set forth in
Section 8 . .. .”Id. at § 8.2 (emphasis added). There is no corresponding guarantekdi@sale
transmission customers that are not Executing Transmission Owners.
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remote Federal projects that is adequate and reliable to meet consumet$’ Famther,
these loaeserving entities have pdhfor the existing transmission assets through their
long-term transmission contracts. As a result, load serving entities witexisting
transmission contracts should obtain transmission rights in the RTO environment that are
sufficient to permit continuing reliable and adequate service to their native load
consumers. If some wholesale transmission customers of the Bonneville Power
Administration choose not to “convert” to RTO service, their unconverted transmission
rights must retain equivalent andwtable overall value relative to converted, or RTO
rights. Otherwise, decades of resource planning and decisions will be undermined;
wholesale transmission customers will be harmed contrary to Commission policy and
federal law; and Bonneville’s contractual and statutory obligations will be violated.

NRU utilities are acutely dependent on the transmission rights they have secured
with the Bonneville Power Administration. Such pegisting rights are embodied in
several locations: Bonneville’s TransmissiService Agreements, its Open Access
Transmission Tariff (“OATT”) for Network and Point to Point services, Bonneville’s
multiple Business Practices and ROATT agreements (such as the General Transfer
Agreements described at sections Ill.A and I1l.B.2 herein). Key characteristics from this
bundle of existing long term transmission rights were, and remain, among the vital

business interests negotiated by these wholesale transmission customers of Bonneuville.

¥ The majority of Northwest consumervned utilities are partial or full requirements power purchasing
customers of Bonneville. Such nfatr-profit, rural and small entities must have reliable, adequate and
economic transmission service to meet native retail load service obligations. They do not rely on the
regional transmission grid for througttheeling or export, e.g. into California and the desert Southwest.
Service to lod should be the Commission’s premiere consideration in protecting, as it must, the public
interest of all persons served by this nation’s transmission facilities.
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We do not believe that each such contract, téeifm and condition, and business
practice should be “locked down” for the term of our members gxisting contracts,
much less into perpetuity. To the contrary: the essential characteristics-exigtang
transmission service (including Network Integration and Point to Point Transmission
Service, and service over General Transfer Agreements) must be preserved in order to
“protect” those rights. If those essential elements of Bonneville’s transmission service
are memorialized for the term of thoseegxisting transmission agreements, the
wholesale transmission customers’ rights for transmission necessary to serve native retail
loads will be protected. Implementation of RTO West should not result in the
degradation of these key characteristics and the rights they c8nfer.

In conclusion, the Commission has a legal obligation to protect the rights of
consumers of wholesale transmission customers upon the implementation of RTO West.
It therefore must protect the pexisting rights of those wholesaleatrsmission
customers. This objective can be met if the Commission requires the Filing Utilities to:
(1) memorialize the rights of their wholesale transmission customers, as represented by
the essential characteristics of existing services, in manner that customers may enforce;
(2) include customers in the initial and ongoing “cataloging” and allocation of
transmission rights; and (3) include appropriate provisions in the RTO West TOA, tariff

and elsewhere as necessary, to ensure that customers retaexisteng rights and

18 For example, the Stage 2 Filing provides that “[a]ny new services to a nonconverting customer must
therefore come from RTO West.” Filing Letter, Attachment E1 at 12, 15. Bonneville’s Network service
provides for future load growth. If load growth service under existing Network agreements will now be
procured from RTO West rather than Bonille, Network rights have been diminished.
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service, and that customers will be able to challenge their transmission right allocations
(once catalogued).
2. RTO West Lacks Authority Over Facilities Necessary For Wholesale
Power Transfers, In Violation of Commission Precedent And Harming
Wholesale Transmission Customers.

A critical interest of NRU, and one squarely at issue before the Commission in
this proceeding, concerns the specific facilities that will be transferred to the RTO’s
authority for operational, planning and png purposes, and dispute resolution. Despite
Commission regulations and precedent, the Stage 2 Filing Utilities have arbitrarily
withheld facilities from RTO West’s authority, even though these facilities are used for
wholesale power transfers within the RTO West geographic footprint. By doing so, the
Filing Utilities are impeding the Commission’s ultimate determination of whether the
facilities should be under the RTO’s authority.

Neither Order 888, Order 2000 nor Commission precedent permit diseatomnyn
treatment. Rather, wholesale transmission facilities must be considered under
Commission jurisdiction and subject to the Commission’s ultimate determination to
include them under the operational control of an RTO. Therefore, NRU protests the
attempt by certain Filing Utilities to limit the Commission’s determination by
preemptively removing facilities from the Stage 2 Filing. We request that the

Commission order the Filing Utilities to correct this deficiency immediately by including

all facilities necessary for wholesale power transfers within the RTO’s authority.

¥ This scope of authority is critical where, as here, transmission owners may be argued to have market
power and interest, and may disadvantage wholesale utility competitors for load.
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We do not dispute the Filing Utilities’ oftepeated contention that Order 888
allows the Commission to defer to state regulatory authorities regarding certain
transmission/local distribution matters that arise when retail wheeling oc8ess=iling
Letter at 3335. However, t appears that some Filing Utilities justify the withholding of
facilities from RTO West authority by, among other things, excluding facilities that have
been or & proposed to be reclassified from transmission to distribution or local
distribution. Id. at fn. 39. The pattern thereafter is as follows: once the Commission
approves the state’s classification of certain facilities as “distribution” or “local
distribution,” the utilities argue that the Commission has effectively acted and that such
facilities are excluded from the Commission’s requirement that “transmission” facilities
must be under RTO control. Thus, certain Filing Utilities appear to believe ey h
appropriately withheld the subject facilities from RTO authority for some or all purposes.

The justdescribed argument is not persuasive. The Commission has clearly
articulated the relevant standard in Order 888. Facilities owned by a Commission
jurisdictional “public utility” that are “used to deliver electric energy to a wholesale
purchaserwhether labeled ‘transmission,’ ‘distribution,’ or ‘local distributiorgre
subject to the Commission’s exclusive jurisdiction under Sections 205 and 206 of th

[Federal Power Act]® Accord Nevada Power Cp88 FERC 1 61,234, at 61,768

(1999). Moreover, transmission service in interstate commerce by such public utilities,

2 promoting Wholesale Competition through Open AccessDisariminatory Transmission Services by
Public Utilities and Recovery of Stranded Costs by Public Utilities and Transmitting Utjlfieder No.
888, 61 Fed. Reg. 21,540 (May 10, 1996), FERC Stats. & Reg. 131,036 at 3133 (emphasis added),
order on reh'gOrder No. 888A, 61 Fed. Reg. 12,274 (March 14, 1997) FERC Stats. & Regs. 131,048
(1997),order on reh'gOrder No. 888B, 81 FERC ? 61,248 (1997rder on reh'gOrder No. 888C, 82
FERC 161,046 (1998aff'd in partsubnom Transmission Access Policy Study Group, et al. v. FERZS
F.3d 667 (D.C. Cir. 2000xert. granted in part and denied in pdr21 S.Ct. 1185 (2001).
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including rates, terms and conditions for such service, are within the Commission’s
exclusive jurisdiction. 16 USC §8824, 824d, 824e; Order 888A at 384339

Recent Commission precedent compels the same outcome. In a proceeding where
applicants requested approval of state regulators’ classification of facilities from
transmission to localistribution, the Commission said:

Although we are accepting the state commissions’ classification, we
reiterate our finding in Order 888 that to the extent that any facilities,
regardless of their original nominal classification, in fact, prove to be used
by public utilities to provide transmission service in interstate commerce
to deliver power and energy to wholesale purchasers, such facilities
become subject to this Commission’s jurisdiction and review. . . .

Further, our deference in this proceedirged not affect the Commission’s
separate determination of what facilities must be under the operational
control of RTOs, including ISOs and Transcos.

MidAmerican Energy C9.90 FERC 1 61,105, at 61,337 (2000).

See alscCinergy Services, InO7 FERC 61,142, at 61,628 (Letter Order, 2001),

where the Commission again held that:

“regardless of the classification of facilities as local distribution or
transmission, the Commission has jurisdiction over those facilities and can
order access over them if theyeaused by public utilities in interstate
commerce to a wholesale purchasEurther, our action in this proceeding
does not affect the Commission’s separate determination of what facilities
must be under the operational control of RTOs, including Independent
System Operators and Independent Transmission Companies.”

Accord Cincinnati Gas & Electric Co97 FERC 1 61,142 (Nov. 7, 200I\tansfield

Municipal Electric Department and North Attleborough Electric Department v. New

England Power Compan97 FERCY 61,134 at 61,614 n.7 (Nov. 7, 2001) (observing

that the #actor test was designed for the limited purpose of establishing what facilities
are used for local distribution in the context of unbundled retail service, and may not

apply in other contexts).
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The Filing Utilities have received analogous direction from the Commissidre T
Commission indicated in a prior order in the RTO West docket, that some “distribution”
facilities will have to be placed under RTO West'’s control:

As a part of our review of tils Stage 1 filing, we are neither reviewing nor
determining the facilities that will be controlled by RTO West and those
that will remain with the companies. At this time, we are reviewing only
the general parameters of RTO West's scope and configuration. We will
review and comment on the details of the facilities that will be under RTO
West's control when the details of what facilities are to be under its control
have been determined as a part of RTO West's Stage 2 filing. That being
said, as RTO Wessiworking on its Stage 2 applicatiowme emphasize that
for an RTO to satisfy our scope and configuration characteristics, most or
all of the transmission facilities in a region should be operated by the RTO,
as well as those necessary for operational control and management of
constrained paths, regardless of the voltage. Some of these facilities may
currently operate as higher voltage distribution lines while others may be a
lower voltage radial line that is considered essential for wholesale
transmissiorservice.

Avista Corp, 95 FERC 161,114 at 61,345 (April 26, 2001) (emphasis addeeg.

alsoPuget Sound Energy, IndNo. ER02605-000 (Feb. 15, 2002) at fn. 6.

If an RTO is to provide onstop shopping for reliable, ngmancaked transmission
service and is to engage in appropriate planning within its geographic footprint, it must
have authority over all transmission facilities within that territory that are necessary to
serve wholesale for resale customers. All NRU utilities are wholesale transmission
customers that rely on wholesale transmission service purchased from the Filing Utilities
proposing to form RTO West. The requirements power supply of many NRU utilities is
transmitted entirely over the Bonneville Power Administration’s federal transmission

system. Howevethe requirements power supply of almost half of the NRU utilities is

first transmitted over Bonneville’s transmission system, and then over transmission

facilities owned by one of the remaining RTO West Filing Utiliti€Such FilingUtility
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transmission facilities intervene between the Bonneville transmission system and the
point(s) of receipt for the individual NRU member. In these cases, Bonneville contracts
with the relevant Filing Utility in order to obtain transmission service necessary to deliver
the transmission dependent utility’s wholesale power. Such transmission contracts

between Bonneville and the individual Filing Utility are known &cheral Transfer

Agreements

In the Northwest, RTO West facilities should encompassé assets, including
facilities utilized for General Transfer Agreements, necessary to transmit wholesale
power to utilities within the geographic scope of RTO West. The Stage 2 Filing,
however, is deficient in that regard. Under the Filing Utilities’ proposal, a transmission
facility is subject to RTO West authority for pricing, planning and expansion, control and
dispute resolutiomnly if such facility meets the TOA definition of an “RTO West
Controlled Facility”;seeFiling Letter at 34; Filing Letr Attachment A, Exhibit A at A
15. This, despite the fact that the Filing Utility facilities used to provide wholesale
transmission service under General Transfer Agreements are often the type that would not
qualify as “RTO West Controlled Facilities’See, e.g Filing Letter Attachment A,

Exhibit A at A-2 (“Certain Distribution Facilities”) and at-A9 (“Transmission
Facilities”). Thus, facilities necessary for wholesale power transfers were omitted by
most Investor Owned transmission owners in thegg®t2 Filing from RTO West pricing,

planning and/or contrdt:

2L |n contrast, the Bonneville Power Administration has included all necessary and dptedacilities
under RTO West authority.
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Bonneville’s historic rate treatment of costs arising from General Transfer
Agreements has eliminated rgtancaking over the past few decades. The cost of these
third party transfer agreements is rolled into Bonneville’s rates. NRU and Bonneville
representatives have worked to avoid establishing an RTO that would result in utilities
served over General Transfer Agreements experiencing pancaked rates under RTO West
for the “Company Rate” terfi. Nonetheless, rate pancaking may return at the end of that
period in those cases where facilities used for wholesale transmission are not included in
RTO West (for control or pricing). There is also the possibility that expansions or
upgrades needed before the end of the Company Rate Period might result in vertical rate
pancaking; i.e., the payment by the transmission dependent utility of an RTO access
charge plus a transmission charge from the company holding the residual transmission
that is beyond te RTO'’s authority (having been excluded from the RTO). Facilities
inclusion needs to be recognized in priciAd facilities are currently included in
transmission or transfer contracts for wholesale service, there should be no additional
charges for use of those facilities, indefinitely if a load service obligation exists.

Furthermore, omitting wholesale transmission facilities from RTO West threatens

reliable service and efficient transmission planning and expansion. For example, assume

22 The Commission should reject the Stage 2 Filing concerning RTO West authority over wholesale
transmission facilities. However, if the Commission approves this portion of the Stage 2 Filing, NRU
believes that the RTO West Filing Utilities have agreed among themselves regarding cost treatment of
facilities that are likely to be excluded from RTO West, but are used to provide transmission pursuant to
General Transfer Agreements. In consideration for a Bonnevdllesfer payment (to the thiplarty
transmission owner), load serving entities that obtain wholesale power deliveries over the Bonneville
transmission system and a General Transfer Agreement will continue to receive wholesale power deliveries
over such facilities without the incursion of an additional distribution or transmission charge during the
Company Rate Period. We further understand this agreement to avail, regardless of whether all the
facilities needed to affect the delivery are in RTO West dr dowever, we are unable to locate this
agreement in the proffered Stage 2 Filing.
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an asset is uskto provide general transfer service (transmitting bulk power) to Utility X.

If that asset is not included in RTO West, Utility X has no voice in the planning,
maintenance or expansion of the excluded asset. Planning for transmission facilities that
are not included in RTO West but that provide wholesale transmission service within
RTO West’s geographic scope will involve regulatory and planning forums separate from
RTO West (assuming such forums would even exist) to resolve issues regarding the
residuatransmission necessary to native load service. The proposed “independent
transmission company” TransConnect will further complicate the process by inserting
another planning body and forum in the logge e.g.Motion to Intervene and Protest of
Northwest Requirements Utilitidvista Corp, No. RT0145 (December 13, 2001).

Thus there might be three forums, or four if more than one Filing Utility is involved,
where a load serving entity would need to engage in order to insure reliable transmission
senice to its load.

Many utilities would be harmed by the proposed exclusion of facilities used for
wholesale transmission service from RTO West authority. Bonneville provides
wholesale power for resale to 128 consuroamed utilities in the RTO West
geographical area. Of those 128 utilities, 60 are served over General Transfer
Agreements for all, or a portion of their load. Under the Stage 2 Filing, of these 60
utilities more than half would be served over facilities that would be excluded from RTO
West fa pricing, planning and/or control.

To further understand the dimensions of this problem, it is instructive to look at

two consumeiowned utilities: Inland Power and Light and Wells Rural Electric.
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Inland Power and Light serves 31,000 customers in eastern Washington.
Bonneville provides General Transfer Agreement service to Inland over facilities owned
by Avista Energy. Inland, NRU staff and Bonneville have urged Avista to include these
facilities in RTO West for planning, control and pricing purposesg,do far Avista has
refused to do this. Inland Power and Light obtains 54 percent of its energy requirements
over Avista transmission facilities through General Transfer Agreements. Of this 54
percent, Avista is proposing to exclude or may exclude 84 percent of these facilities from
RTO West.

Wells Rural Electric in Northeastern Nevada serves 5,500 customers. Sierra
Pacific Power provides General Transfer Agreement service to Wells through agreements
with Bonneville for the transfer of power at wholes&br resale purposes. Wells receives
64 percent its power deliveries over facilities that Sierra Pacific is proposing to exclude
for planning, pricing and/or control. As with Inland, Bonneville, NRU and utility staff
have all urged Sierra Pacific to include these facilities in RTO West. The response from
the utility has been that their hands are tied; the state has already approved the facilities
used to serve Wells as distribution related.

In conclusion, it is clear that Filing Utilities have withheMholesale transmission
facilities from RTO West authority, and have gepted Commission decisianaking
authority by doing so. The Commission shooldler the Filing Utilities to correct this
deficiency immediately by including all facilities necessary for wholesale power transfers
within the RTO’s authority.

3. The Northwest Cost Benefit Study Does Not Show Net Benefits to
Consumers.
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The Commission is charged under the Federal Power Act with protecting the
public interest. Consistent with this Comsisn mandate, NRU concluded that the
benefits of RTO West must be shown to outweigh the costs before we can be assured that
it is worthwhile to move ahead with the establishment of RTO West. This test is
especially important in the Northwest where many of the purported benefits of an RTO
are already realized in a system that is efficiently run and does not exhibit the
characteristics that formation of an RTO is supposed to ameliorate.

RTO West has completed a cost benefit study. Its findings do notugive
comfort. That Study indicates a savings of only $295 million in the year 2004 as a result
of RTO West. Certain wholesale transmission customers have reviewed the Study and
have made a number of corrections to it, which show that the benefits calculated in the
Study are overstated. In addition, the Study does not include most of the costs of
establishing and implementing RTO West operation. When the Study results are revised
and costs added in, those savings rapidly diminish.

For example, the startp and operations cost of RTO West has been estimated to
be between $127 and $240 million per year. In addition, it is necessary to add the cost of
schedule coordinator services, metering, regulatory services, potential increases in return
on equity by filing utilities and the potential for increased taxes as a result of RTO West.
We understand that an analysis of the costs and benefits of RTO West is provided in the
Comments and Protest of the Public Generating Pool and Washington PUD Association
in this proceeding. That study shows that under the most favorable analysis, the costs of

RTO West are $80 million per yeareaterthan the benefits.
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In fact, the Commission’s own cost benefit study shows this result for the state of
Montana, which will be within RTO West territory. This finding is consistent with the
RTO West Study. In addition, a follown benefitcost study has been completed for
Bonneville. This study shows that the costs of Bonneville participation in RTO West
exceed the benefits by $38illion in 2004.

We are forced to conclude therefore that the costs of RTO West will likely
outweigh the benefits. NRU respectfully request that the Commission take this critical
fact into account when it evaluates whether the public interest is met by the instant
proposal.

4. The “Company Rate” Pricing Structure is Appropriate, But Should Be
Revised to Extend For Ten Years And Prevent Cost Shifts.

In general, NRU members believe the RTO West proposal for “Company Rates”
is appropriate. Company ratase essential to meet the objective stated by the Filing
Utilities: “[t]o avoid cost shifting during the Company Rate period, RTO West
Transmission Customers will continue to pay their share of the RTO West Transmission
System cost used to supply their loads within RTO West.” Filing Letter, Attachment E1
at 2.

Nonetheless, we have one ovating concern about the pricing proposal: the
length of the Company Rate Period, which is now limited to eight years from the start up
of RTO West. As negotiated int&ge 1 of RTO West development, the Company Rate
Period should extend for a fuényears in order to transition from the status quo to the
RTO West environment. Sé&&otest and Comments of Idaho Consur@svned Utility

Association et aJ.(November 17, 2000), iAvista Corp, No. RT0135. That outcome
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was unilaterally amended by the Filing Utilities upon the filing of Stage 1 with the
Commission. Here, the Filing Utilities propose to further amend the Company Rate
Period with their Stage 2 Filing, andould permit Company Rates for eight years from
the RTO’s starup. Filing Letter, Attachment A at 4.

Current estimates are that RTO West will not be up and running until 2005, at the
earliest. The Stage 2 Filing does not obligate RTO West to move away from Company
Rates after a transition period of only eight years from 2005. However, there may be
great pressure to levelize transmission rates in the future, raising the cost shifting issue
anew. Therefore, the Company Rate Period must extend tenfyearshe date of RTO
West operation. The Filing Utilities should resort to the original consensus agreement for
the Company Rate Period: it should extend for no less than ten years after RTO West
operations begin.

Even though NRU agrees in general with the Company Rate concept, itis
important to note a number of problems with the pricing proposal contained in the Stage
2 Filing. First, even with the attempt to avoid cost shifts, the cost to Bonneville Power
Administration’s transmission customers wilcirease by at least 15 percent as a result of
Bonneuville’s participation in RTO WestSeeFiling Letter, Corrected Attachment E2 at
1-2. This increase is before consideration of the various costs that will come with RTO
West and the potential tax liabilities that Bonneville and others may incur. As a result of
the inconclusive cost benefit study (discussagraat section 111.B.3), a 15 percent rate

increase is a heavy price to pay for an uncertain benefit to transmission dependent

-30-



customers of the Bonmdle Power Administratiorf> Second, there are a number of
instances where cost shifting may occur within the Company Rate Period as a result of
the nonrecovery of system losses, and of the pricing “Backstop Recovery Mechanism.”
Third, while the “External Interface Access Fee” concept does have merit, we are
concerned that the proposed elimination of the fee at some point in the future could also
lead to cost shifts. Each problem is discussed in turn, below.

A fundamental tenet of the RTO West pricingpposal is to avoid the potential
for cost shifts; Filing Letter, Attachment E1 at 5. The institution of Company Rates
advances this goal, but the potential for cost shifts still exists in a number of significant
areas.

For example, NRU supports the use of company loss factors for those customers
that do not convert to RTO West service, consistent with the Company Rate proposal.
However, RTO West may assess syst@ide losses on the Bonneville Power
Administration that are in excess of Bonneville’s loastbrs (which are presently among
if not the lowest in the Northwest). This may occur since it will be impossible to track
the losses that each transaction causes over the broad scope of the RTO West system.
This concern is amplified by the fact that losses are not specified. Indeed, not specifying
loss factors may prove to be an impediment to converting one‘exigting contract to

RTO West service. Given the enormous geographic scope of RTO West, losses need to

% The RTO West Pricing Proposal contains multiple references attempting to define and describe the
applicability of “Transfer Charges.See, e.g Filing Letter Attachment E1 at 223, 18. Despite this, the

Stage 2 Filing does not appear to consider how, if at all, Transfer Charges may change over time. Such
consideration is merited especially in light of the already significant cost increase anticipated by wholesale
transmission customers as just described.
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be very carefully considered and custers should only be assessed those losses that they
are responsible for.

Second, the RTO West Pricing Proposal contains a “Backstop Recovery
Mechanism.” SeeFiling Letter, Attachment E1 at 7 (fn.8), and at-23. This
mechanism is a vehicle capable of producing cost shifts. The proposal claims that, “in
establishing charges, RTO West will determine the potential cause of the shortfall and
design the new charges to align cause and effect if possible”. But the proposal goes on to
say that, “it is also pasble that RTO West may be unable to trace the shortfall to any
major cause or set of causes, in which case a more general charge may be reddired.”

NRU is concerned that the Backstop Recovery Mechanism will become an escape
hatch for costs that can’t be assigned to individual actions or entities. It will become a
handy dumping ground for costs borne by all transmission customers. In fact, the mere
existence of such a mechanism may well lead to little interest in tracking down the
entities that areausing these additional costs in the first place. Such a mechanism could
well turn into a catckall for unassigned costs and NRU suggests that such a blanket
authority should not be allowed because it is inconsistent with Commission policy.

Similarly, those costs that are allowable for recovery through the Grid
Management Charge need to be clearly defined so that it does not become a vehicle for
recovery of unidentified costs. We expect that the Grid Management Charge will be used
to recover only the ca®f startup and operation of RTO West, and will not include
unrecovered lost revenue or short term transfer payments. Theamwerted customer
should be responsible only for its allocated portion of the transmission owner’s share of

the GridManagement Charge.
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The third potential cost shift area is the proposed elimination of “External
Interface Access Fee” (“EIAF”). We support exploring the concept of the EIAF. The
EIAF is proposed as a way of recovering the costs to RTO West that occur as afesult
transactions that move from or through RTO West into another RTO. However, the
EIAF is also proposed as an interim step until a transfer payment type of reciprocity
agreement is set up with the other Western RT@sfiling Letter, Attachment E1 at 7.

We are concerned that the elimination of the EIAF without imposition of the transfer
payment approach could lead to major cost shifts and will be attuned to pressures that
could force this unacceptable approach

5. Transmission Adequacy Standards Remaiito Be Developed.

NRU generally supports the proposed transmission planning and expansion
mechanism detailed in the Stage 2 Filing. However, we are concerned that the proposed
mechanism is incomplete absent the transmission adequacy standards to which it will
operate. RTO West's commitment to keeping the lights on will be achieved through
transmission adequacy standardget such standards (for an RTO environment) have not
been developed by, in or for the Northwestern United States; and are not gaetStige
2 Filing. Rather, RTO West is to develop, “in an open stakeholder process. . .
Transmission Adequacy Standards (RTO West will use applicable WECC, NERC and
regional criteria, guidelines, and standards until such time as it chooses to supplement or
develop such criteria, guidelines or standards as are provided for in the Transmission
Operating Agreement).” Filing Letter, Attachment | at 3.

Because transmission adequacy standards will determine whether adequate and

reliable transmission servicesath wholesale transmission customers are being planned
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and provided, the scope and content of such standards are critical. In fact, it is difficult to
evaluate the proposed transmission planning and expansion mechanism without adequacy
standards to define and frame it.

The transmission adequacy standards for RTO West must be devatoped
advanceof the RTO implementation to ensure that the RTO West planning and expansion
mechanism will indeed operate as expected. Moreover, transmission adequacy standards
must be developed in collaboration with customers especially where wholesale
transmission service is not obtained off of the region’s main-vigltage transmission
grid.

Therefore NRU believes that the requested declaratory order concerning RTO
West’s proposed transmission planning and expansion mechanism is premature. For the
reasons just stated, the requested order should be denied in part pending collaborative
regional development of transmission adequacy standards for implementation by RTO
West and egional transmission owners.

C. RTO WEST s“O WNER-CENTRIC” STAGE 2 FILING |SINCOMPLETE.

The Stage 2 Filing records in great detail the rights of and relationships between
RTO West and the Filing Utilities, and between RTO West and future participating
transmission owners. In contrast, the Stage 2 Filing is an incomplete documentation of
the relationships and rights of wholesale transmission customers. NRU believes that an
equitable and nowliscriminatory transition from status quo to the RTO futurerzanon
the one hand, lock in rights of transmission owners; and on the other hand, omit to protect

the rights of wholesale transmission customers that aren’t owners.
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The Stage 2 Filing understandably represents the self interests of the Filing
Utilities. It consists primarily of the TOA and exhibits thereto. The TOA is a bilateral
contract between RTO West and the transmission owner that sets forth the rights and
obligations of each in lengthy detail.

The rights and obligations of wholesale transmissiastomers are left open
ended in the Stage 2 Filing (which lacks, for example, tariff terms or conditions, and load
or generation integration agreements). At worst, the rights of transmission customers are
defined within the TOA (a contract to which wholesale transmission customers are not
party and under which they have no beneficial or enforcement rights).

Thus, the Stage 2 Filing fails to comply with Order 2000 requirements not only
for the reasons discussed in this Protest, but also because itdemptete. The
Commission should not give “final” approval to the RTO West proposal until such time
asall transmission customers’ rights and obligations are memorialized, not just those of
Filing Utilities. Because the RTO West proposal is incomplete and does not yet comport
with Commission requirements, the sponsors of the Stage 2 Filing must have the ability

notto join RTO West until the RTO package is complete.
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I\V. CONCLUSION

The Stage 2 Filing does not satisfy the required characteristics antidug of an
RTO established in Order 2000. In addition, certain aspects of the proposal harm
wholesale transmission customers, and thus violate the public interest. For the reasons
stated above, NRU protests certain portions of the filing and requests that the
Commission deny, in part, the declaratory order requested by the Filing Utilities. The
proposal should be remanded for further regional development. In the alternative, the
Commission’s approval should be conditional subject to further revievsabhsequent
approval of additional submissions by the Filing Utilities.

Respectfully submitted this 2lay of May, 2002.

- S -

Shelly Richardson
Attorney at Law

P.O. Box 61845
Vancouver, WA 98664.845
Phone (360) 732464
Facsimile (360) 732661
shellyr@pacifier.com

Attorney for Northwest Requirements Utilities
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| hereby certify that | have this day served the foregoigptest of Northwest
Requirements Utilitiespon each person designated on tHecwl list compiled by the
Secretary in this proceeding.

Dated this 28 day of May, 2002.

- S --

Shelly Richardson
Attorney at Law

P.O. Box 61845
Vancouver, WA 98664.845
Phone (360) 732464
Facsimile (360) 732661
shellyr@pacifier.com

Attorney for Northwest Requirements Utilities
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Northwest Requirement Utilities Membership

Ashland, City of

Benton REA

Big Bend Electric CeOperative, Inc.
Canly Utility

Cascade Locks, City of
Central Lincoln PUD
Columbia Basin Electric Gop
Columbia Power Cooperative
Columbia REA

Columbia River PUD

Emerald Peoples Utility District
Ferry County PUD #1
Flathead Electric Cooperative
Forest Grove, City of

Glacier Electric Coop, Inc.
Harney Electric Cooperative
Hood River Electric Ceop
Idaho Falls, City of

Inland Power & Light

Lincoln Electric Coop, Inc.
McMinnville Water & Light
Midstate Electric Cooperative
Mission Valley Power
Missoula Electric Coop, Inc.
Nespelem Valley Cooperative
Northern Wasco County PUD
Okanogan County PUD
Orcas Power & Light

Oregon Trail Electric Ceop
Ravalli County Electric Coop, Inc.
Richland, City of

Salem Electric

Skamania County PUD

Surprise Valley Electrification Corp.

Tanner Electric Cooperative
Tillamook PUD

United Electric Cooperative
Vera Water & Power
Vigilante Electric Coop, Inc.
Wasco Electric Cooperative
Wells Rural Eletric

Ashland,OR
ProsserWA
Ritzville, WA
Canby OR
Cascade LockOR
Newport OR
Heppner OR
Monument OR
Dayton WA

St. HelensOR
EugeneOR
Republic WA
Kalispell, MT
Forest GroveOR
Cut Bank, MT
Burns OR
Odell, OR
Idaho Falls ID
SpokaneWA
Eureka, MT
McMinnville, OR
La Pine OR
Pablo, MT
Missoula, MT
NespelemWA
The Dalles OR
Okanogan, WA
Eastsound, WA
Baker City OR
Corvallis, MT
Richland WA
Salem OR
Carson WA
Alturas CA
North Bend WA
Tillamook, OR
Heyburn ID
Veradale WA
Dillon, MT

The Dalles OR
Wells, NV



Western Montana Electric G& T Coop. Missoulg MT
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DEPARTMENT OF ENERGY

Bonneville Power Administration
P.O. Box 3621
Portland. Orenon 9721-23621

EXECUTIVE OFFICE

April 19, 2002

In reply refer to: T/Ditt2
Dear Transmission Customer:

Bonneville Power Administration (BPA) has benefited greatly from the input received
from its transmission customers on development of the RTO West Stage 2 filing
proposal. Because of your input, a key iatite of the RTO West proposal is preserving

the preexisting transmission rights of the participating transmission owners’ transmission
customers.

Recently, you asked BPA for assurance that yourgxisting transmission rights with

BPA will be preserved under the RTO West proposal. You also asked that BPA preserve
the fundamental characteristics of its current transmission service, including fundamental
characteristics of Network and Point to Point service under BPA’s open access
transmission tariffQATT) because of your concern that key attributes of your current
rights are described by BPA’s OATT, and not the service agreements.

With this letter, | want to provide you with the assurance that BPA intends to preserve
pre-existing transmission rights in the context of an operational RTO. As an RTO West
filing utility, BPA can assure you that the proposal requires RTO West to preserve pre
existing transmission contract rights. The Transmission Operating Agreement (TOA)
contains at least twentyve (25) provisions concerning these rights. Under section 6.4.1,
for example, RTO West is obligated to provide transmission service focoowerted
transmission contracts and for converted-exesting transmission contract rights.

Section 8.3 provides that RTO West shall provide a catalog of transmission rights that
match up to the rights under pexisting transmission contracts. And under section 9.4.2,
in providing nonconverted service, RTO West shall not alter our transmission
customers’ preexisting transmission agreements including the rights of network and
pointto-point customers.

| stated in my last town hall meeting with customers that | also have concerns about the
transmission rights cataloging process. Cataloging will be a critical step in preserving
your preexisting transmission rights. | recognize that it will be a very complex exercise
that has to undergo very careful validation and testing before | would feel comfortable
unconditionally signing the TOA. The cataloging process nagstrately and thoroughly
capture and represent pegisting transmission rights, including the fundamental
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attributes and flexibilities of those rights, through the term of yourepisting
agreements.

The cataloging process is more than just a BPA concern. The filing utilities made this
concern known to the Federal Energy Regulatory Commission (FERC) in our Stage 2
filing letter. See page 12 and footnote 50 of the filing letter. The filing utilities will be
discussing ways to have the cataloging e proceed effectively and efficiently, and we
hope you will assist us in that effort. Exhibit P to the TOA is a start on the filing utilities’
thinking about how this process would work.

With respect to preserving certain characteristics of BPA’s OATT in anticipation of RTO
West, | believe that we can work together to define those attributes that are fundamental
to BPA'’s transmission service to its customers. As you know, BPA'’s Transmission
Business Line (TBL) may change our OATT upon a determinatioRBRC that certain
standards are met. | do not think it would be appropriate to provide assurances that
would, in effect, change the OATT. My goal, however, is to make sure our customers’
quality of transmission service is maintained or enhanced in the context of an operational
RTO.

We do not know what changes to the pro forma open access tariff FERC may seek to
make in the future that may necessitate changes in BPA's OATT. BPA will seek to
continue to provide you transmission service that will retahat we agree are the
fundamental service characteristics of existing transmission service, including
fundamental characteristics of Network and Point to Point service, for the term of your
existing transmission contracts. We will work with you in the future to define these
service characteristics.

| want to thank you for continuing to work with BPA in its efforts to develop an RTO that
meets the needs of this region. | hope that you know that my interest is ensuring that
BPA'’s customers are not haed by the RTO West proposal. | hope this letter is
evidence of that commitment.

Sincerely,

Stephen J. Wright
Administrator and
Chief Executive Officer



