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BPA
Profile

The Bonneville Power Administration is a federal agency under the Depart-
ment of Energy. Based in the Pacific Northwest, the agency markets wholesale
electrical power from 31 federal hydro projects, one nonfederal nuclear plant
and several other small nonfederal power plants. BPA also operates and
maintains about three-fourths of the region’s high-voltage transmission. About
40 percent of all the electric power used in the Northwest comes from BPA.

BPA is a self-funding agency that covers its costs by selling its services
wholesale to the region’s public utilities, municipalities, investor-owned utilities
and some large industries. BPA also sells or exchanges power with marketers
and utilities in Canada and the western United States. Its service area includes
Oregon, Washington, Idaho, western Montana and small parts of Wyoming,
Nevada, Utah, California and eastern Montana.

BPA is committed to providing public service and seeks to make its
decisions in a manner that provides opportunities for input from all stake-
holders. In addition to keeping rates low by selling at cost, BPA is dedicated
to providing high system reliability. BPA also promotes energy efficiency,
renewable energy and new technologies. The agency funds the region’s efforts
to protect and rebuild fish and wildlife populations in the Columbia River
Basin and works in partnership with others to ensure protection of the
region’s environment.



Financial
Results

The charts below depict important BPA and Federal Columbia River Power
System financial measures. Both Operating Revenues and Operating Expenses are re-
viewed in the Management’s Discussion & Analysis at page 26. Net Revenues With and
Without Debt Management Actions and Statement of Financial Accounting Standards 133 reflect
the impact of nonfederal debt management actions and SFAS 133 (see Adoption of
Statement 133 and Related Guidance in the first note to the Financial Statements).
Nonfederal Debt Service Coverage Ratio demonstrates how many times total nonfederal
project debt service is covered by net funds available. A ratio of 1.0 is the minimum
required to show adequate funds to meet debt service payments to nonfederal
bondholders. The Status of Treasury Principal Repayment shows the scheduled and early
repayment of federal appropriations and U.S. Treasury bonds. Financial Reserves is the
sum of BPA cash and deferred borrowing authority at year end.
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Dear Mr. President:

The Bonneville Power Administra-
tion had two great year-end accom-
plishments in the past 12 months. On
New Year's Eve 2003, we energized the
first major high-voltage transmission
line built in the Pacific Northwest since
1987, and we ended fiscal year 2004
by announcing a significant wholesale
power rate decrease. Both were high
points and underscored our two major
thrusts for the year — infrastructure
investment and cost management.

Financially and strategically, 2004
was the year BPA stopped looking
primarily backward to recover from the
West Coast energy crisis and began
aggressively looking forward to the
longer-term future. We released a new
draft Strategic Direction that focuses
on the years 2006 and beyond. Our

direction adheres to four goals — high
reliability, low rates, environmental
stewardship and regional accountabil-
ity. The Strategic Direction is funda-
mentally about protecting the core
assets of the federal base system so
they can provide benefits to ratepayers
and taxpayers well into the future.

We ended the year in the black
showing a clear upward trend as we
continue to improve our financial
situation. The financial information
for the year is displayed on the pre-
vious page and is discussed on the
following pages.

Moody’s Investors Service ac-
knowledged our improving situation by
raising its rating for BPA-backed bonds
from Aal to Aaa, its highest rating.
Moody's cited “significant financial
improvements” through reductions in
expense, debt optimization and rate
adjustments. Standard and Poor’s also
changed the outlook on BPA's credit
from “negative” to “stable.”



U.S. taxpayers should be pleased of Treasury Payment Probability at

to know that BPA made its annual just over 86 percent even as we low-
Treasury payment in full and on time. ered rates.

For the 21st year in a row we have not Also, during fiscal year 2004, the
used provisions in the law that would Federal Energy Regulatory Commission
allow us to defer payment if necessary. voted unanimously to clear BPA of any

Recovery from the lingering impacts  allegations of market manipulation
of the turbulent years of 2000-2001 is during the West Coast energy crisis. We
accelerating. The clearest sign of that were pleased, but not surprised. We
recovery is the fact that we were able believe people have a right to expect
that a federal agency will serve the
public interest broadly and ethically.

We take our public responsibilities
seriously. These responsibilities are
the law; they are part of our mission
statement and they underlie how we
go about our business. As for that
business, the following pages of this
Annual Report will detail highlights of
fiscal year 2004.

Sincerely,

- Aj\?ﬁ
Stephen J. Wright
Administrator and CEO

to set our fiscal year 2005 wholesale
power rate 7.5 percent lower than the
fiscal year 2004 rate. This was good
news for the Northwest’s economy:.
And, equally important to our fiscal
health, we maintained our high level



Highlights of the Year

Financial

We earned net revenues of $504 million in fiscal year 2004. Excluding non-
federal debt management actions and the application of SFAS 133, our results
would have been $66 million. This compares to last year when we had net rev-
enues of $555 million or, when debt management and SFAS 133 actions were
excluded, $37 million.

Our liquidity also improved significantly as we ended fiscal year 2004 with
$638 million in financial reserves, compared to $511 million at the end of 2003.
Financial reserves are vital in our system, which is primarily hydropower. A
weather-dependent system can bring wide fluctuations in revenues from year
to year.

We paid the U.S. Treasury $1.053 billion during fiscal year 2004. This payment
is a return, with interest, of the U.S. taxpayer investment in the Federal Columbia
River Power System (FCRPS), which includes the federal hydropower dams and
transmission system.

Our Treasury payment included $592 million in principal and $420 million in
interest. The principal payment included $346 million in early retirement of
Treasury debt as part of our debt-optimization program. Through this program
we are both reducing the interest cost of BPA's debt portfolio and conserving
BPA's capacity to borrow in the future from the U.S. Treasury. In the last three
years, this debt-optimization program and other debt-management initiatives
have resulted in a total saving of over S100 million a year to our power and trans-
mission customers.

We also are working to increase the transparency of our finances to external
stakeholders. In March, BPA adopted a new Financial Disclosure Policy designed
to enhance consistent and clear communication with regard to the agency’s
financial information. The monthly financial briefings we initiated for the Public
Power Council have gotten good reviews.

Cost
Management

Cost management underscored every aspect of BPA in fiscal year 2004. While
more than one factor played into our ability to decrease power rates, there is no
question that a major factor was the intense and focused cost-cutting effort by
our own employees as well as the efforts of our cost partners — the U.S. Army
Corps of Engineers, Bureau of Reclamation, Energy Northwest and the Northwest
Power and Conservation Council.

On the power side, we captured $70 million in program-related cost reduc-
tions in fiscal year 2004 over and above what we expected when we set rates
in August 2003. For fiscal years 2005-2006, we are forecasting an additional
$350 million in program-related cost savings relative to when we set rates in
August 2003. Well over half of this amount was secured through agreements with
the region’s investor-owned utilities, and most of the remainder is associated
with the interest expense savings mentioned above.

In fiscal year 2004, our Power Business Line (PBL) launched the Power Net
Revenue Improvement Sounding Board made up of customers and interest group
representatives. Its charge was to help us identify $100 million in potential cost
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reductions and revenue enhancements for fiscal years 2004-2005. The group
exceeded expectations, identifying $165 million, with the largest contribution
coming from lower net interest expense.

We also worked closely with customers on agencywide cost and efficiency
issues through the Customer Collaborative. This group, which is self-selected,
formed in August 2003 when a group of customers approached us seeking
background on our costs and policy choices.

On the transmission side, unfortunately revenues continue to run well below
rate case estimates. In fiscal year 2004, our Transmission Business Line (TBL)
aggressively cut operating costs by more than $65 million, largely offsetting an
$80 million drop in revenues and a $10 million increase in depreciation compared
to the rate case estimate. This difficult action reduced actual transmission
revenue losses to $12 million. TBL also cut or deferred $55 million in capital
projects in fiscal year 2004 in addition to the $19 million in capital spending cut
or deferred in 2003.

TBL has set a goal to achieve a 10 percent reduction in its in-house work
force, which will provide a flat cost structure between fiscal years 2006 and 2007.
In addition, the business line is reviewing a new asset performance management
approach as a first step toward a full asset management model. Asset manage-
ment offers an even more rigorous process to examine capital and expense
commitments resulting in better business decisions and prioritization.

Efficiency
Initiatives

Overall, the agency is seeking both additional efficiencies and greater effect-
iveness through better use of its resources. In fiscal year 2003, BPA completed a
report to the administrator and a report to the region that collectively became
known as the Lessons Learned reports. These reports pointed to a number of
ways BPA could be made more efficient and effective, and BPA began pursuing and
implementing the Lessons Learned recommendations throughout fiscal year 2004.

As part of this effort, BPA hired a consultant to take a high-level strategic look
at our functions and provide a framework for our subsequent, more detailed
examination of how to improve the efficiency and effectiveness of these functions.
As a first step, the consultant recommended that BPA streamline and standardize
its processes.

In the first phase of implementing this recommendation, BPA launched
process improvement initiatives in seven of 23 functional areas targeted by the
consultant for potential efficiencies. The seven are TBL project planning, design
and construction; marketing and sales; energy efficiency project management;
fish and wildlife project management; information technology; communications
and liaison; and human resources and staff management. We expect that
through standardizing and streamlining our processes we will capture efficiencies
and ensure that, as experienced employees retire, new staff can replicate
the processes.

The consultant also noted that our organizational structure is not best suited
to today’s business climate. Since the mid-90s, we have been divided into two
distinct business lines because, at the time, there was a strong expectation that



the agency itself might be legally divided into separate power marketing and
transmission businesses. Today, that is not likely, and many of the redundancies
created to support two separate businesses no longer make sense. Therefore, we
are on a path toward a "One-BPA” construct that will fully comply with the Federal
Energy Regulatory Commission’s Standards of Conduct.

Power
Rates

One of the most satisfying moments of fiscal year 2004 was the announce-
ment that BPA would reduce its wholesale power rates 7.5 percent starting Oct. 1,
2004. By doing so, we were able to leave over $120 million in the Northwest
economy. We implemented the rate decrease despite a number of challenging
conditions in fiscal year 2004. These included the fifth below-average water year
in a row and a drop of $150 million in net secondary power sales below initial
projections. At the same time, we also maintained our high probability of repaying
the U.S. Treasury at 86.2 percent over a two-year period.

A June agreement with the region’s investor-owned utilities that reduced BPA's
costs in fiscal years 2005-2006 by $200 million helped set the stage for a rate
decrease. The 10Us agreed to forgo $100 million in payments and defer the
remaining $100 million until fiscal years 2007-2011 with interest. In return, the
IOUs received greater certainty about the benefits they'll receive for residential
and small-farm customers in those years. This coupled with stringent cost man-
agement, contributed to the rate decrease.

Transmission
Rates

The Transmission Business Line conducted Programs in Review in fiscal year
2004, a public involvement process to solicit customers’ and constituents’
feedback on our proposed budget levels and revenue requirements for the next
rate period.

In July, TBL also began holding a series of rates workshops to discuss rate
issues and methodology for fiscal years 2006 and 2007. In mid-July, faced with
continuing flat sales and increases in depreciation and debt-service costs associ-
ated with new infrastructure, TBL told its customers that transmission rates were
likely to rise for fiscal years 2006-2007 despite aggressive cost cutting.

We are projecting a continued shortfall in transmission revenues over the next
few years, resulting in the need for a rate increase beginning in fiscal year 2006.
Transmission costs typically account for roughly 10 percent of utilities” overall
power bills.

Transmission
Infrastructure

We believe BPA is engaged in the largest high-voltage transmission construc-
tion program in the nation. The physical distances between load centers in the
West mandate a much larger grid than the relatively compact delivery systems in
other parts of the country.

The Kangley-Echo Lake 500-kilovolt line was built to improve reliability for the
populous Puget Sound area. Energized on Dec. 31, 2003, it was the first major
high-voltage line built in the Northwest in 17 years. The timing was fortuitous and
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may have prevented outages at its onset as the line went into operation just days
before a severe storm brought record-high loads to the area. On Jan. 5, power
flowing over the transmission grid in our control area reached a record 20,000
megawatts. The average for the time of year is 16,000 megawatts. The addition of
this line also will reduce transmission losses for an annual energy savings of
48,000 megawatt-hours.

The Kangley-Echo Lake line broke new ground in many ways. Because it
traverses Seattle’s Cedar River Watershed, which supplies the city’s water, we took
unprecedented steps to mitigate environmental impacts. Helicopters lifted tower
sections into the site. Trucks and ground-based equipment were fitted with catch
cloths to prevent contamination from oil leaks. We installed all 47 transmission
towers in less than a week.

We also funded a $1.9 million land acquisition as part of the agreement to
protect Seattle’s watershed. The Trust for Public Land will protect 640 acres of
sensitive forest previously slated for residential development. As a result of
these efforts, BPA received unanimous approval from the Seattle City Council
and praise from environmental groups who, just the year before, had opposed
the construction.

Kangley-Echo Lake was one of 20 transmission projects scheduled to relieve a
growing number of congested transmission paths and to provide delivery systems
for new generation. However, an expected infusion of new development did not
materialize as the region’s economy recovered slowly from recession. As a result,
TBL canceled or delayed some projects, converted others to upgrades and in-
creased its focus on non-wires alternatives.

Construction did proceed on critical projects. The 500-kilovolt Grand Coulee-
Bell line, now nearing completion, will replace about 84 miles of existing
115-kilovolt wood pole transmission line between the Bell Substation in Spokane,
Wash., and Grand Coulee Dam. The 63-mile, 500-kilovolt Schultz-Wautoma line
will strengthen BPA's grid in central Washington and help ease electricity flows in
the Interstate-5 corridor.

The Schultz-Wautoma project is employing a third-party capital lease agree-
ment with Northwest Infrastructure Financing Corp. Although BPA is leasing the
line, we will manage construction and exclusively operate the line, with the right
to purchase the line when the lease expires. This arrangement reduces pressure
on BPA's Treasury borrowing limit.

In another unique approach, we held an “open season” to determine if a new
transmission line will be needed between McNary and John Day dams. We asked
power plant sponsors and others requesting transmission in this area to sign up
for transmission service and commit to help finance transmission. Interest has
been lively, and we expect to know by January if we have sufficient commitments
to move forward with construction.

Another high point of the year was completing modernization of BPA's Celilo
Converter Station near The Dalles Dam. We replaced 30-year-old mercury arc
valves with state-of-the-art, solid-state converters. This station is the northern
end of the Direct Current Intertie that runs to Los Angeles providing 3,100 mega-
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watts of transfer capability. This work, as well as continuing work by the
Los Angeles Department of Water and Power on the southern end of the line,
is expected to extend the life of this transmission by 35 years.

Non-Wires
Alternatives

Some of the most exciting work in the region revolves around efforts to find
alternatives to constructing new transmission facilities. BPA is working with a
regional group known as the Non-Wires Solutions Round Table made up of
20 representatives from Northwest states, utilities, developers, public interest
groups and tribes. The goal is to ensure that we thoroughly review non-wires
solutions before building a new line.

Alternatives to construction include demand-side management, pricing,
distributed generation and other strategies. Major drivers for our efforts are the
substantial construction and environmental costs associated with new lines. For
example, the 9-mile Kangley-Echo Lake transmission line cost about $57 million
due to extensive mitigation requirements.

In March, we conducted a successful pilot test on Washington’s Olympic
Peninsula. Mason County Public Utility District #3, paper plants in Port Townsend
and Port Angeles, and the U.S. Navy participated. The test simulated severe
weather conditions to determine if transmission needs could be met through
non-wires alternatives, such as demand management. BPA asked participants to
reduce their need for transmission services and posted an hourly price per mega-
watt, giving pilot participants the chance to accept, reject or counter the offer.
The result was an average 22-megawatt reduction of real load.

Generation
Infrastructure

The Columbia Basin’s 31 federal dams are often called the crown jewels of
the Federal Columbia River Power System. But some of these projects are more
than 60 years old, and the average age of all the dams is 45 years. A 1999 report
requested by Congress showed that power production from these dams was
declining for lack of maintenance and refurbishments. Absent investments,
hydro capability was expected to continue declining at an annual rate of about
1.5 percent.

Direct funding, authorized by Congress, has made it possible to operate,
maintain and make capital investments on the system’s hydropower facilities
expeditiously. In fiscal year 2004, BPA provided $216 million in direct funding to
the U.S. Army Corps of Engineers, Bureau of Reclamation and U.S. Fish and
Wildlife Service for operation and maintenance expenses. This amount is in
addition to what BPA pays to the U.S. Treasury.

In addition to funding the O&M expenses, BPA also direct-funds capital
improvements to maintain the viability and integrity of the stations and to im-
prove hydro generating efficiency, essentially getting more generation from the
same amount of water passing through the system. In fiscal year 2004, BPA
funded approximately $111 million in hydropower capital improvements. These
investments provided for repairs and replacements of generators, turbines,
exciters, governors and control systems, as well as powerhouse structures.
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Examples of recent turbine efficiency investments are the turbine runner replace-
ment at Grand Coulee Dam and the McNary Dam uprate project.

As a result of these investments, we have set a target to acquire a minimum
of 20 megawatts of generation through the hydro efficiencies program in the
next year.

Strategic
Direction

For the last four years, much of the utility industry in the West has been
absorbed in recovering from the West Coast energy crisis of 2000-2001. BPA was
no exception, and our challenges were compounded by five consecutive years of
below-average water. The result has been a short-term focus on recovering BPA's
financial stability. Now, as those efforts are bearing fruit, BPA is determined to
renew its focus on the long term. We want to ensure that the actions and
decisions BPA makes today preserve the value of the Federal Columbia River
Power System for tomorrow and beyond.

To that end, BPA developed and released a draft Strategic Direction in March
that laid out a broad direction for the agency over the next few years. We took
informal comments on the draft and received over 500 comments. We found
strong support for the overall direction and endorsement of looking to the long
term. While we made modifications based on the comments we heard, we do not
consider the Strategic Direction final. It is a work in progress that is flexible
enough to accommodate changing conditions but tight enough to provide solid
and measurable guidance for moving forward.

We are guided by four fundamental goals: high reliability, low rates consistent
with sound business principles, responsible environmental stewardship and
accountability to the region. As we developed this Strategic Direction, we
assumed that our goals would be accomplished without new legislation. We also
remained committed to three fundamentals of our existing statutory mission —
cost-based rates, public preference and regional preference in the marketing
of power.

Regional
Dialogue

In April, our Power Business Line resumed the Regional Dialogue. This public
process addresses issues that will influence new rates scheduled to take effect in
fiscal year 2007 and new long-term contracts for fiscal year 2009 and beyond. A
key objective is to clarify how BPA will serve the region’s future power needs. BPA
provides about 40 percent of the region’s power. The heart of the discussion
centers on a proposal to limit future power sales at the lowest cost-based rate to
the capacity of the existing federal system.

At issue are the structure of BPA's long-term obligations, how access to our
lowest-cost power should be limited, whether BPA should tier its power rates,
rules for serving new public loads, methods for controlling costs and consulting
with our stakeholders and how the agency’s conservation and renewables respon-
sibilities should be fulfilled.
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The Regional Dialogue is key to achieving many of the objectives in BPA's
Strategic Direction, including assuring regional infrastructure development, hold-
ing rates down, defining future benefits to investor-owned utility residential and
small-farm customers, defining future service to direct-service industries and
controlling risk.

BPA issued a policy proposal addressing a dozen Regional Dialogue issues in
July and conducted six public meetings. Because of sharp divisions on some of the
issues, we conducted follow-up discussions into November. A final record of
decision is scheduled for December.

Fish and
Wildlife

The federal investment in protection of endangered fish appears to be paying
dividends, as adult salmon and steelhead returns to the Columbia and Snake rivers
continue to be at the higher end of historic levels. This year’s overall chinook
salmon returns appear to be the fourth highest counted since 1938. Although
favorable ocean conditions underlie these numbers, actions by BPA and its federal
partners to improve fish survival certainly contribute as well.

Under the Northwest Power Act, the Endangered Species Act, and our tribal
treaty and trust responsibilities, we fund and — together with our federal partners
— implement a wide range of actions across the Columbia Basin to mitigate the
effects of federal dams on fish and wildlife. We continue to advance the use of
performance measures to gauge our progress whenever feasible. For example,
in 2004, we adopted standard habitat performance metrics, consistent with
metrics developed by regional salmon managers under the Pacific Coast Salmon
Recovery Act.

Our comprehensive strategy adheres to an ‘All H” approach” — improving
Hydro operations and passage, restoring tributary and estuary Habitat, artificially
assisting fish production with Hatchieries and encouraging more selective
Harvest techniques.

Hydro

We achieved the performance obijective established in the 2000 Biological
Opinion, close to natural survival for adult fish passing through the hydro system
via fish ladders. We are seeing promising results in our efforts to improve both
juvenile fish survival and cost effectiveness using surface passage, a more natural
approach for the fish. Qur first such efforts, the “corner collector” at Bonneville
Dam on the Columbia River and the removable spillway weir at Lower Granite Dam
on the Snake River, showed positive results in initial testing.

In other developments, we tried unsuccessfully to substitute lower-cost
mitigation efforts, which we believe would have provided the same or better
biological benefits, for higher-cost spill levels in the late summer when few
endangered fish are in the river. Although we received support in this effort from
NOAA!' Fisheries, judicial action precluded implementation.

! National Oceanic and Atmospheric Administration
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Habitat

We acquired over 3,000 acres of mitigation lands for fish and wildlife. This
includes working with the Columbia Land Trust to acquire 451-acre Crims Island
in the Columbia River, habitat for both endangered white-tailed deer and salmon.
We helped fund the Asotin Wildlife Area in southeast Washington, which added
habitat to an existing state wildlife area. The property is a vital link in a watershed
for threatened steelhead and bull trout and endangered salmon.

In the Willamette Basin, BPA acquired a 165-acre conservation easement that
became part of the West Eugene Wetlands/Willow Creek Wildlife Mitigation Area
managed by The Nature Conservancy. This site benefits populations of six at-risk
species including four species listed under the Endangered Species Act. And
hundreds of acres of land were protected in the Cedar River watershed under the
terms of a settlement agreement for the Kangley-Echo Lake transmission line.

Hatcheries

We funded ongoing operation and maintenance for 25 hatcheries and imple-
mented the "safety net” hatchery programs for endangered salmon most at risk of
extinction. A biological review conducted in coordination with state and tribal
fishery agencies revealed that no new safety net programs are needed at this time.

Harvest

We continued to provide additional selective and terminal fishing oppor-
tunities in the lower Columbia River for coho and chinook for non-treaty sport
and commercial fishing. This included selective live capture gear and methods
developed through funding of the lower Columbia River tooth-tangle net study.
Additionally, we provided treaty fishers with selective gillnets that reduce steel-
head interceptions during commercial fisheries in the fall.

Notwithstanding these accomplishments, our program does face some future
challenges in federal court. A federal judge has questioned the draft 2004 Biologi-
cal Opinion for the federal dams, prepared by NOAA Fisheries in response to a
judicial remand under the Endangered Species Act. The final Biological Opinion
was issued in November, and, given the divisiveness in the region over this sub-
ject, litigation appears likely. Nevertheless, we are implementing a suite of actions
that will continue to make progress toward fulfilling our mitigation responsibilities.

Energy
Efficiency

Since passage of the Northwest Power Act, BPA has invested over $2 billion
in conservation, and it has paid off. Almost a third of the region’s load growth
since 1980 has been met with conservation. In fiscal year 2004, BPA secured
energy savings of 42 average megawatts, bringing the adjusted total savings to
about 850 average megawatts in just over two decades. By comparison, the
average annual energy output from The Dalles Dam is 798 average megawatts.

Nearly 130 of our utility customers are participating in one or more conserva-
tion programs, and more than 60 customers submitted proposals for funding
under the Conservation Augmentation program.
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We continue to make conservation more cost effective and thus more attrac-
tive. By driving the cost of delivered conservation savings down, BPA has been
able to reduce its original $500 million capital investment projection for conserva-
tion to $300 million over 10 years from fiscal years 2002 to 2011 to save about
225 average megawatts.

BPA also is leading the region in its commitments to the Northwest Energy
Efficiency Alliance through fiscal year 2009. We currently fund about 50 percent
of the Alliance at a cost of $10 million a year. This organization has been very
successful in developing and delivering market transformation initiatives for
the region.

Currently, we are working with a Conservation Work Group to develop and
recommend a proposed conservation program approach for the future. We look to
this effort to bring the best features of our current programs together with other
ideas to establish a robust conservation acquisition portfolio for BPA to consider.

A highlight of the year for us was being honored by the Alliance to Save
Energy as a “Star of Energy” for being the premier public power utility engaged in
energy efficiency activities. The Natural Resources Defense Council nominated BPA
for its innovative applications of energy efficiency as an alternative to building
transmission lines, as well as BPA's overall conservation effort. As NRDC Resource
Program director Ralph Cavanagh put it, “This is the gold standard for utilities
involved in energy efficiency, and the Alliance is effectively (and indeed very
explicitly) saying that, across the whole universe of North American public power
institutions, BPA is the clear leader.”

Renewable
Energy

BPA is focused on fostering markets for renewable resources. This year, we
created two new power integration products to help utilities bring wind energy to
market. These products use the limited storage capacity of the federal hydro
system to back and smooth intermittent energy from the wind. Cowlitz County
Public Utility District was the first to buy these products.

In addition, more than 37 Northwest utilities now market renewable energy
from BPA's environmentally preferred power product and purchase of Green Tags.
Proceeds from these premium products leverage investment in new renewable
resource development through the independent, nonprofit Bonneville Environ-
mental Foundation. BPA directs about $1 million a year from Green Tags and
environmentally preferred power sales to the foundation for new renewable
resource and fish and wildlife projects.

On the transmission side, BPA is delivering 325 megawatts of installed wind
power over its grid to buyers throughout the Northwest. Interest in wind re-
surged immediately after restoration of wind energy tax credits by Congress and
President Bush this fall. Several developers are anxious to complete their projects
before these credits expire. In all, BPA now has 5,213 megawatts of proposed
wind projects in its queue for integration to the transmission grid. Five proposed
wind projects are among those considering participating financially in BPA's
proposed McNary-John Day transmission line.

17



We hawesnveded over BE billion in
conservetion. Mpmoll aThird of The
regions load growth since (100 hoo been
mel wilh

conservilion.

OnThe

we A/M& WMZ

inAegrafion produdsTo help «Hiliics buing
wind mm?y,% ok, a AA?A/ wof&fo/b
The vear waos The decision Z? Frirchild

Gir Force Baseo g0 ol green.



Another high note for the year was the decision by Fairchild Air Force Base in
Washington state to go all green, becoming the first federal facility in the North-
west to derive all of its power from renewable energy. Fort Lewis, a U.S. Army
facility in Washington state, has also increased its green purchases. Both purchase
power from BPA.

Industry
Restructuring

We continue to work with other Northwest entities toward an approach to
unified transmission operation and planning with the twin goals of enhancing
regional system reliability and reducing costs to consumers.

In fiscal year 2004, a cross-section of regional parties produced a platform
that described an independent grid operator with a planning function, to be
developed in stages. Participation would be voluntary. Movement from one stage
to the next would occur only if that step, by itself, is beneficial to the region. This
potential organization has been named "Grid West.” BPA is participating actively
in Grid West development but is reserving its decision to join until we can deter-
mine the proposal meets certain principles that were laid out at the onset of the
planning effort.

As part of our consideration of the Grid West bylaws, we commissioned the
National Academy of Public Administration to review them. NAPA found the
bylaws generally a “reasonable, workable approach” and said the Northwest’s
track record of “constructive mutual effort” bodes well for the ability of Grid West
to function effectively. NAPA also recommended specific measures to tighten
governance procedures and controls. In response to NAPA's recommendations
and to public comments, BPA pursued bylaws refinements to create more regional
accountability and assure cost control.

We also are working with a number of regional transmission providers on steps
that could be taken within the next two years, even as Grid West development
proceeds, to realize transmission improvements such as creation of a regional
planning and expansion entity.

In addition to efforts focused on the transmission grid, we have also been
working with the Northwest Power and Conservation Council and Western Elec-
tricity Coordination Council on measures to ensure that the Northwest and the
larger Western interconnection have adequate generation supplies. The West
Coast energy crisis of 2000-2001 highlighted the importance of both adequate
transmission and generation facilities to ensure reliability as well as a stable and
well functioning electricity market. Thus far, efforts have focused on development
and adoption of planning standards for resource adequacy.

Risk
Management

BPA established a Risk Office in 2003. In fiscal year 2004, we formalized risk
management improvements through this new office. It is focused first on assuring
governance and management of risks inherent to wholesale power transactions
and counterparty credit, and second on assessing and mitigating the risks inher-
ent to BPA's strategic direction by using the emerging discipline of Enterprise
Risk Management. These efforts are aimed at managing the key risks to BPA's
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ability to deliver on its mission while at the same time maintaining the agency’s
long-term financial health.

During fiscal year 2004, we formed the Enterprise Risk Management Com-
mittee to provide the tools and discipline needed to understand and manage the
major sources of risk that BPA faces. These include hydropower supplies, uncer-
tainty around industry deregulation and restructuring, market price volatility,
energy industry credit, capital asset performance and security of physical and
cyber assets.

We are moving to employ coordinated, systematic and integrated risk manage-
ment. This includes clarifying our tolerance for risk and working to minimize the
costs of managing risks within that tolerance.

Also in fiscal year 2004, the agency implemented a key recommendation from
the Lessons Learned reports by establishing new decision-making criteria that
include disciplined assessment of risks.

Security

BPA has been widely recognized by the industry and the government for its
leadership in Critical Infrastructure Protection initiatives. As a result, others
frequently use our agency as a benchmark, and our security staff has been sought
out for presentations to government and private organizations.

In fiscal year 2004, we received successful ratings in the Department of
Energy’s Safeguards and Security Survey. To ensure physical security, we have
completed security enhancements at 18 facilities and completed risk assessments
of critical facilities. Overall, we have trained our entire work force in security
awareness and distributed employee guides for responding to emergencies.

We have designed and participated in regional security exercises and have
developed agencywide continuity of operations plans that would go into effect
following an emergency. These plans comply with the Federal Emergency Manage-
ment Agency’s guidelines.

Employees

Our employees have responded to multiple budget-trimmings with innovative
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