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Dear Mr. President:

t was a great year. Despite below aver-

age water, we ended the year exceeding

our start-of-year financial targets. I am
also happy to add that there was no need
for an increase in our wholesale power or
transmission rates for fiscal year 2008.

Our recovery from the dark days of the
West Coast energy crisis is no aberration.
For the past five years, the Bonneville
Power Administration has maintained its
strong and increasingly solid return to
financial stability Such resilience has
always been a hallmark of BPA, and |
believe our ability to change and respond
to external conditions reflects an under-
lying strength of the agency.

We have worked hard for this stability.
We have cut costs, lowered rates and
rebuilt our financial reserves. Not only
has this effort given us greater operational
and financial certainty, but it has put us in
a better position to address longer-term
challenges.

BPA's stability is increasingly important
because the Federal Columbia River Power
System, with its reliance on hydropower, is
quite possibly the most valuable electricity
resource in the nation given that it produces
no emissions and has extremely low em-
bedded costs. It is, however a finite resource,

and our customers and constituents have

growing needs. Our responsibility is to

LETTER TO THE PRESIDENT

Steve W@/w, BPA Administrator

ensure that the benefits of the federal
system are equitably shared consistent
with the law throughout the region.

This past year, with release of our Long-
Term Regional Dialogue Policy, we took a
major step toward securing those benefits
for the Pacific Northwest well into the
future and creating the certainty that will
enable infrastructure investments that are
necessary for the Pacific Northwest econo-
my to grow. The policy culminated five years
of discussions on how BPA will market
power to the region after Sept. 30, 2011.
That's when current power sales contracts
with our preference customers expire.

Our goal now is to complete the rate
design and product development processes
so that we can begin putting new 20-year
contracts in place by the end of 2008. Such
contracts will go far in securing the long-
term financial stability and certainty that
will ensure BPA can meet its responsibili-
ties to U.S. taxpayers as well as to Pacific
Northwest ratepayers.




We also are working on a parallel path

to determine an equitable level of benefits
consistent with the law that we will pro-
vide to investor-owned utilities for their
residential and small-farm consumers and
to our remaining direct-service customers.

As the owner and operator of the bulk
of the region’s high-voltage transmission
grid, we have continued to shore up the
reliability of the regional transmission
system with investments to maintain and
enhance these assets. This past year, we
also piloted new ways to relieve conges-
tion on the grid, both preserving reliable
operation and enabling commercial trans-
actions to proceed without disruption.

We have collaborated extensively with
the Northwest states, Columbia River
tribes and others to develop a multi-year
plan, grounded in solid science, to address
endangered salmon and steelhead. There
has been progress, but much more prog-
ress is needed if we are to achieve a
regional accord on species recovery.

This year we also had the future very
much in mind. We worked with the North-
west Power and Conservation Council and
several other Northwest leaders to develop
a Wind Integration Action Plan aimed at
integrating as much as 6,000 megawatts of
new wind power into the Pacific North-
west energy portfolio. The action plan will
help the Northwest take advantage of an

abundant source of renewable energy We

ourselves added 50 megawatts of capacity

from wind resources to our power portfo-
lio this year.

We also met a very aggressive target of
capturing 52 average megawatts of energy
efficiency and provided $1.7 million in
grants for projects designed to realize the
potential for intermittent renewable power
such as wind, wave and tidal power. [ am
also proud of the fact that we added a
new strategic business objective to our
long-term strategic plan. It calls for devel-
oping cost-effective policies that lead to
reductions in greenhouse gasses.

It is gratifying that our efforts have been
acknowledged by those we serve. Last year,
we received the highest satisfaction scores
from customers, constituents and tribes in
more than a decade of conducting annual
surveys. This year, we maintained that high
level of performance with scores that were
as good as or better than fiscal year 2006,
despite the challenges and work load we
faced in 2007.

Finally, this August, BPA turned 70, and
we are celebrating our seven decades of
service to the Pacific Northwest by high-
lighting in this annual report some key

events in our long and proud history.
Sincerely,

Stephen J. anh/
Administrator and CEO




FINANCIAL RESULTS
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These charts depict important BPA and Federal Columbia River Power System financial measures. Net Revenues
With and Without Debt Management Actions and Statement of Financial Accounting Standard 133 reflect the
impact of nonfederal debt management actions and SFAS 133 (See SFAS 133 Derivative Mark-to-Market 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 planned and advance payment of federal appropriations and U.S. Treasury
bonds. Financial Reserves are the sum of BPA cash and deferred borrowing authority at year end.




his year marks the 24th year in a

row that the Bonneville Power

Administration has made its full

payment to the U.S. Treasury. Even
through the challenging times of the West
Coast energy crisis, BPA met its obligations
to U.S. taxpayers on time and in full.

Nothing, we believe, provides greater
testimony to BPA's strength and resilience.
This strength is an important asset in a
region that depends on hydropower and the
vagaries of weather. If the downside of the
region’s federal hydro system is unpredict-
able good and bad water years, the upside is
that hydropower is turning out to be one of
the nation’s most valuable resources. It is
clean. It is renewable. And, it is comparatively
low cost.

Fimmance

Revenues good despite
water year

Good financial results are a result of a
combination of good water, high market
prices, cost control and conservative finan-
cial management. This year, we had below
average water and moderate market prices,
but continued cost management helped
contribute to a successful year despite below
average water. The January-July runoff
measured at The Dalles, Ore., was 95.7 mil-
lion acre-feet of water, or 89 percent of the
50-year average.

In spite of these factors, financial results
for fiscal year 2007 exceeded our agency
expectations, although they fell short of
fiscal year 2006's record results. Fiscal year
2007 net revenues were $457 million on total

THE YEAR

operating revenues of $3.3 billion, compared
to $611 million for the previous year on total
operating revenues of $3.4 billion. Adjusted
for debt management actions and the effects
of mark-to-market accounting, BPA's modi-
fied net revenues totaled $217 million
compared to $445 million in fiscal year 2006
and exceeded our agency target range of

$50 million to $150 million.

Treasury payment
included prepayment

During fiscal year 2007, total payments
to the U.S. Treasury were $1.045 billion. This
included a prepayment of $289 million to
retire a portion of our Treasury debt early as
part of our Debt Optimization Program.
Under this program, BPA and Energy North-
west have been extending the maturities of
Energy Northwest bonds as they come due.
Instead of paying Energy Northwest debt,
BPA prepays federal debt to replenish BPA's
Treasury borrowing authority. Energy North-
west operates the region’s only nuclear
plant, and BPA markets the power from
that plant.

In April, BPA and Energy Northwest closed
a $548 million bond offering, which included
some bonds for the purposes of the Debt
Optimization Program and other bonds
refinanced for savings. BPA will realize about
$19.1 million on a net present value basis
due to the latter. Overall, total restored
borrowing authority resulting from the Debt
Optimization Program is about $1.5 billion
since the program began in 2001.

Good bond ratings sustained

This past spring, Fitch Ratings retained its
AA- rating of Energy Northwest bonds

IN REVIEW
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The Bonneville Project Act,
signed into law in August 1937,
created the Bonneville Power
Administration. BPA’s first power
rates — approximately 2 mills per
kilowatt-hour — stayed in place
for 27 years. They were famously

referred to as “postage stamp” rates

because distance did not influence

the rate. In 1938, BPA energized
its first transmission line, a single-
current line from Bonneville Dam
to Cascade Locks, 3.5 miles away.
Two years later, BPA energized
the 238-mile Bonneville-Grand
Coulee line, setling the slage for
a high-voltage transmission grid
that would grow to encompass over

15,000 circuit miles.

backed by BPA, but upgraded the outlook
of those bonds from stable to positive,
following the rating agency’s annual review
of BPA's financial condition. The two other
rating agencies also reviewed the credit

of Energy Northwest BPA-backed bonds.
Moody's and Standard & Poor's each reaf-
firmed its rating of Aaa and AA-/Stable,
respectively.

Financial plan update
announced

BPA announced in the Regional Dialogue
Policy that it will look broadly at long-term
financial policy issues in a financial plan
update. The update will cover a number of
things, including access to capital and the
appropriate Treasury Payment Probability
standard for rate setting. We intend to
complete this financial plan update before
we sign new long-term power sales con-
tracts. We will provide for public involve-
ment on all of these issues.

Financing agreement
helped borrowing

In June, BPA entered into a third-party
financing transaction with a nonfederal
party. BPA established a master lease agree-
ment for various transmission assets. We
anticipate continued implementation of
third-party financing for needed invest-
ments on our transmission network. Third-
party financing is expected to preserve
$100 million to $150 million a year in
Treasury borrowing authority.
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President FVW D. Roosevelt dedicated Bonneville Dam on Sept. 28, 1937.

high. Neither adjustment was triggered for

Rate S fiscal year 2007 or 2008 rates.
Year opened with Transmission rate
lower power rate case completed

BPA opened fiscal year 2007 lowering In January, most of BPA's transmission
the base average wholesale power rate customers signed a settlement agreement
5 percent. The average base rate for priority addressing the agency’s transmission rates
firm power of $27.33 per megawatt-hour for fiscal years 2008-2009. Because of the
took effect Oct. 1, 2006, and it will remain at agreement, we were able to execute an
that level for fiscal year 2008. The priority expedited 90-day transmission rate case.
firm rate applies to qualifying public utility Customers saw little or no change in their
districts, municipalities and consumer-owned  aggregate rates for BPA transmission service
electric cooperatives that are entitled to a starting Oct. 1, 2007.

statutory preference and priority in the

purchase of available Federal Columbia River POW@F

Power System power.

The agency’s base power rates for fiscal Regional Dialogue
years 2007-2009 can be increased or de- Policy released
creased each year based on the previous The year's defining event for BPA was
year's financial results. A Cost Recovery release of our Long-Term Regional Dialogue
Adjustment Clause could be triggered for an Policy and record of decision in July. The
upcoming year, resulting in a rate increase release capped five years of discussions on
sufficient to increase revenues up to BPA's future role in power marketing beyond
$300 million if the current year’s financial 2011, when current power sales contracts
results are sufficiently low. A Dividend expire.

Distribution Clause could be triggered for an The policy includesiancraicr el

upcoming year, resulting in a rate reduction approach, with the Tier 1 rate based on the

if current year financial results are sufficiently



cost of the existing federal system with

little augmentation. If preference customers
choose to buy more power from BPA beyond
their Tier 1 designation, this power will be
sold at a Tier 2 rate set to fully recover BPA's
costs of securing additional resources to
serve this load.

By defining the amount of power that
will be available at our Tier 1 rate, our intent
is to provide the clarity utilities and other
resource developers need to make decisions
about developing or acquiring new power
resources. We believe this will give the long-
term certainty necessary for ensuring the
major infrastructure investments the region
will need to make.

A low and stable Tier 1 rate also will
greatly enhance BPA's financial stability and
will significantly reduce future risk to BPA's
ability to make its payments to the U.S.
Treasury. Long-term take-or-pay commit-

ments from customers add further assur-
ance that BPA will be able to make those
payments.

Oregon Historical Society

BPA* ﬁmf tramsmission line ﬁfmn Bonneville Dam
to Cascade Locks, Ore., bajm WW power on jwé/ 9, 71938.

We are now working on implementation
details such as developing the long-term
tiered rates methodology, which will be
followed by a separate process to set post-
2011 rates. Our goal is to sign new 20-year
preference power sales contracts in late
2008. We also plan to offer contracts to
all of our customers — public agencies,
investor-owned utilities and direct-service
industries — at the same time, so we can
provide certainty about the value each group
may expect to receive from BPA's system.

Ninth Circuit ruled on
Residential Exchange

In May, the U.S. Ninth Circuit Court of
Appeals issued opinions in two lawsuits that
included, among other subjects, issues
related to Residential Exchange Program
settlements BPA had executed in 2000 with
investor-owned utilities. The Residential
Exchange Program was established by the
Northwest Power Act to provide rate relief to
Pacific Northwest residential and small-farm
customers served by qualifying utilities that
have high average system costs. Most of
these utilities are investor owned. The rate
relief provides a form of access to the
benefits of the Federal Columbia River Power
System. At the same time, Congress intended
to limit the financial exposure of publicly
owned utilities to certain costs occurring
under the Act.

The suits were brought primarily by
publicly owned utilities. The court concluded
that the Residential Exchange Program settle-
ments were inconsistent with the Northwest
Power Act and that BPA improperly allocated
costs of the settlement to its priority firm
preference rate.




Following the court’s decisions, BPA
suspended the payments and began facilitat-
ing discussions between investor-owned
utilities and public customers to identify
areas of agreement that would expedite
regional resolution of issues consistent with
the law. While there is not yet consensus, all
parties appear to favor a regional solution,
and this is providing an impetus for the
discussions. At the same time, BPA is pro-
ceeding to implement a new Residential
Exchange Program to begin in fiscal year
2009. BPA may propose revisions to the
Average System Cost Methodology and will
review a statutory rate test methodology
that protects consumers served by publicly
owned utilities from certain costs. Any
agreement the parties reach would inform
these processes and would likely help bring
more timely rate relief. In August, BPA held
the first of several workshops to discuss
these processes.

Resource adequacy
standards developed

The Pacific Northwest continues to work

toward ensuring adequate electricity re-
sources for its future. The Regional Dialogue
Policy will help in that it gives customers a
clear idea of what they can expect from BPA
so that they have time to decide how they
will secure additional resources if needed.

In fiscal year 2006, BPA and the Northwest
Power and Conservation Council jointly
initiated the Pacific Northwest Resource
Adequacy Forum, which includes regional
energy leaders. The forum has been working
to forge a set of consensus-based energy and
capacity adequacy standards for the region.
As part of this effort, in fiscal year 2007, the

19405

BPA rose to new challenges during
the war years of 1941 to 1945,
delivering more electricity than all
of the other power systems in the
region combined in the preceding
50 years. By 1945, BPAs high-
voltage transmission system was
the second largest power grid in
the nation. The shift to war loads
required many changes in the
construction of lines radiating
from the main grid, but every
requirement was met on schedule
even with the loss of many skilled
workers to the armed forces. Some
1,155 BPA employees were called

into service, with 12 dying in action.



1950s

A golden age of technological
achievement opened. BPA developed
the nation’s first microwave system
for communicating signals to the
relays that trigger equipment-
protection devices. BPA engineers
also succeeded in developing a
program for calculating power
flows with digital computers, which
proved to be faster, more accurate
and more flexible than previous
analog approaches. Many BPA
inventions and developments went
on to become standards for the rest

of the industry.

Council adopted the Energy Adequacy and
Pilot Capacity Adequacy Standards along
with a voluntary implementation plan.

The new standards promote a more
detailed assessment of loads and resources
and how they might be affected by
temperature, precipitation, outages and
other factors. Taking these factors into
account, the standards set targets and
metrics to measure both the energy and
capacity capabilities of the Northwest's
electric energy system.

As part of the Regional Dialogue power
contracts, BPA will require that customers
provide annual forecasts of loads and
resources. This information will be used
to facilitate regional resource adequacy
assessments. We also expect our future
customer contracts to include terms that
define which parties will have responsibility
to serve load growth.

Transmission

BPA met new
reliability standards

Reliability was a keynote theme for the
year, not only in the nation, but in the region
as well. BPA has either complied with the
83 Federal Energy Regulatory Commission
reliability standards that went into effect in
June or has self-reported and filed mitiga-

tion plans for areas of noncompliance, which

are primarily related to documentation. The
mitigation plans have been approved by the
Western Electricity Coordinating Council.
BPA completed the first group of mitigation
actions in August. We also worked with our
utility customers and WECC to develop a
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comprehensive and consistent approach to
registering Northwest utility functions with
the North American Electric Reliability Corp.
as mandated by FERC's Order No. 672.

In May, BPA submitted a “strawman pro-
posal” to FERC showing how we intended to
comply with nine transmission planning
principles in FERC's Order No. 890. Although
FERC does not have jurisdiction over BPA for
this purpose, BPA continued its practice of
voluntarily complying with FERC's direction.
We developed our proposal in consultation
and coordination with BPA customers,
ColumbiaGrid (the regional transmission
planner) and WECC. We will refine our
proposal based on ongoing FERC guidance
and further discussions with other regional
parties, including ColumbiaGrid.

Long-term service addressed
During the year, BPA organized a Trans-
mission Issues Policy Steering Committee
made up of BPA and customer representa-
tives to create principles and guidance for
addressing access to long-term firm trans-
mission service and, if needed, the develop-

ment of infrastructure to provide that

service. The goal is to work with transmis-
sion customers to clarify how their post-
2011 power purchase agreements relate to
their current transmission rights, what they
need to do to access BPA transmission, and
who pays for new network transmission
infrastructure. BPA is fostering a regional
planning approach to ensure that the appro-
priate transmission facilities are built when
they are needed.

The Steering Committee reviewed a new
approach to allocating transmission expan-
sion costs and financing commercial infra-
structure for transmission network upgrades.
For facilities solely within BPA's service area,
BPA proposed to explicitly consider benefits
to all transmission ratepayers of a proposed
facility's contributions to reliability, expected
future system uses and other economic
benefits. Costs associated with these benefits
would be allocated to participating transmis-
sion ratepayers.

New revenues from a facility would be
used to cover carrying costs of the remaining
portion of a project to avoid incremental rate
increases for all transmission customers. We




believe this approach is consistent with FERC
Order No. 890. Customers and state public
utility commissions responded positively to
a draft policy issued for comment early in the
year. We are working out details and quantifi-
cation methods before we issue a policy.

BPA also is working on a new approach to
effectively deal with our large queue of
requests for transmission service. Under the
approach, we are advancing a concept of a
network open season for all firm pending
network transmission requests in the early
part of calendar year 2008. Under the current

Workers /xf;ed on a Bonmeville Dam turbine.

concept, participants would sign binding
precedent agreements, which would convert
to standard contracts on satisfaction of
certain conditions. Because of the large
number of requesters in the queue for
transmission, it has proven a formidable
challenge to analyze each individual gener-
ator's impact on the system.

Rather than continue with this approach,
BPA proposes to do “cluster” studies to
determine impacts on network flow based
on the participants in the open season. We
would work closely with ColumbiaGrid to
assure optimum expansion of regional
transmission service, not just for those
commitments developed through the open
season process. As with allocating costs of
network expansion, we are working on the
details of this process.

Also, this year BPA became the second
Western Interconnection utility to join the
North American Transmission Owners and
Operators Forum. The forum, chartered
under the North American Electric Reliability
Corp., provides a venue for transmission
owners and operators to identify and
disseminate industry best practices for
reliable operations. The other Western
Interconnection utility involved in the forum
is British Columbia Transmission Corp.

Pilot program aimed to
reduce congestion

BPA continued its work to manage
transmission congestion by conducting a
reliability redispatch program this past
summer. The pilot called for alleviating
congestion on specific paths by directing
specific generators to adjust their output




based on voluntary bids from generators.
As part of an interim measure used with
the pilot, BPA has not accepted new hourly
transmission reservations on a congested
path for two hours after that path exceeds
its posted operating transfer capability.

We also are developing better network
flow forecast tools to allow BPA to restrict
nonfirm and hourly firm transmission
schedules that would cause or contribute
to system reliability problems on specified
transmission paths. While preliminary
indications are positive, the results of the
pilot will be evaluated more thoroughly in
the coming months.

Transmission upgrades
continued

Many of the year’s construction projects
are the result of requests to integrate wind
into the regional grid. BPA has responded
with line upgrades and relocations and new
substations. These and other reliability
projects, such as the Olympic Peninsula
Reinforcement Project, are in various stages,
ranging from environmental reviews to
construction.

Scheduling automation
enhanced

In spring 2007, BPA Transmission Services

switched over to the wesTTrans Open Access

Same-Time Information System. This is a
Web-based transmission reservation system
currently used by most electric utilities in
the West. It allows greater automation of the
complex long-term and short-term hourly
transmission reservation and scheduling
processes required to manage the trans-

1960s

An era of interconnection with
other regions began thanks to a
historic treaty with Canada and
development of the interties that
connect the Northwest with the
Southwest. These interties, the
largest transmission projects ever
undertaken in the United States at
the time, were hailed as engineering
marvels. They took advantage
of the fact that the Northwest
and Southwest traditionally had
different peaking times, winter
and summer respectively, which
allowed for the exchange of power
and minimized each region’s need

to build resources.
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With a burgeoning Northwest
population, it was clear that
hydropower alone could not meet
future needs. This led to the Hydro-
Thermal Power Program intended
to augment federal hydropower
with nonfederal thermal power.
Concerns about an energy shortage
and other issues sct the stage for
development of the Northwest
Power Act. It was also the decade
when BPA began real-time control
with digital computer support
for day-to-day system operations

replacing the analog-supported

manual system, thus enhancing
operational decisions. And, in
1974, BPA became a self-financing
agency through the Columbia River

Transmission Act.

mission grid. Having a common platform
for transmission reservations also provides
significant efficiencies. BPA has developed
most of the automation facilities resulting
from this system and will develop the
remaining computer capabilities when the
North American Energy Standards Board
completes automation protocols.

ColumbiaGrid signed
first agreement

In March, BPA, along with other North-
west utilities, signed a Transmission Planning
and Expansion Functional Agreement offer-
ed by ColumbiaGrid, the Northwest's inde-
pendent regional transmission organization.
The agreement established ColumbiaGrid as
a regional planning entity to coordinate and
produce a 10-year Northwest transmission
plan on a biennial basis. BPA is a funding
member of ColumbiaGrid development.

In April, BPA and other utilities signed a
one-year near-term reliability services
development agreement with ColumbiaGrid.
Under the agreement, ColumbiaGrid will
assist in regional efforts to increase the
visibility of transmission system operating
information available to operators. Columbia-
Grid also will participate in and evaluate
BPA's reliability redispatch project for con-
gestion management and recommend
enhancements to existing scheduled outage
coordination processes and new control
area diversity exchange programs. Columbia-
Grid is focusing on those services that an
independent entity with a system perspec-
tive broader than a single transmission
owner could provide.



Bonneville Dam was built by the U.S. Army Corps of Engineers between 1933 and 1937

In June, we formally asked ColumbiaGrid
to coordinate regional electrical service
planning for two proposed BPA trans-
mission projects. The projects are the West
of McNary Generation Integration Project
along the Columbia River and the I-5 Corri-
dor Reinforcement Project in western
Oregon and Washington. ColumbiaGrid is
expected to complete review of electrical
plans of service for the West of McNary
project by the end of this calendar year and
for the I-5 reinforcement project in 2008.
BPA will then complete environmental
review and detailed design. We will offer
commercial arrangements to transmission
users before determining whether to pro-
ceed with each project.

Ener
efﬁci%%cy

BPA met aggressive targets

This fiscal year, BPA met an aggressive
target to acquire 52 average megawatts of

new energy efficiency. We are seeking to
meet this target each year in the 2007-2009
rate period. Our target will increase to 60 or

more average megawatts in 2010. We en-
hanced our energy efficiency initiatives
implemented through our customer utilities
and also increased incentives to achieve
energy efficiency in industrial applications
and non-lighting commercial loads. We pro-
vided additional contract technical advisors
to our utility customers to recommend, in
particular, opportunities for efficiency in
commercial lighting. We also simplified and
clarified certain reporting requirements for
participating utilities.

We increased our budget for low-income
weatherization assistance to a record
$15 million for the fiscal year 2007-2009 rate
period, an average increase of about $1.2 mil-
lion a year over the fiscal year 2002-2006 rate
period. The funds are allocated to the four
Northwest states and Northwest tribes in
our service territory. BPA funds are used in
conjunction with existing state-run, low-
income weatherization programs that follow
Department of Energy Weather Assistance
Program guidelines.




“Bound for Glory”

New program focused
on appliances

In April, we launched a new energy
efficiency program designed to capture up
to 4.5 average megawatts of cost-effective
conservation in the hard-to-reach commer-
cial refrigeration sector. So far 60 utilities
have signed up for the program, which is
operated by Portland Energy Conservation,
Inc. The program is designed specifically to
reach commercial refrigeration loads in
small rural communities, as well as to serve
large supermarkets and grocery stores in
urban areas. The program will continue
through fiscal year 2009.

We also are looking to the long term.
Energy efficiency is an important part of the

recently released Regional Dialogue Policy.

In 1941, foik singer Wovd)/ Guthrie worked fw BPA fw
30 dair — and wrote 26 songs, mmmﬁ “Rotl on, Cotumbia.”

Through tiered rates, BPA will provide eco-

nomic incentives for customers to pursue
conservation.

New renewable
energy

Wind potential promoted

The Northwest has the potential to bring
on 6,000 megawatts of new wind generation
in the next two decades. However, integrating
intermittent resources, such as wind, into
the regional grid poses challenges and costs
that must be identified and addressed. To
this end, BPA teamed with the Northwest
Power and Conservation Council to sponsor
development of a regional Wind Action Plan
for integrating new wind energy into the
Northwest's existing power system by 2024.
The action plan, released in March, was the
coordinated work of a broad group of North-
west energy experts, state leaders, public and
investor-owned utility representatives, wind
developers and environmental leaders.

Integration of wind on this scale into the
Northwest's largely hydro-driven system will
require investments in high-voltage trans-
mission lines and new regulatory and utility
cost-recovery policies. The potential is
exciting, and we believe the challenges can
be resolved. We are continuing work to make
wind integration on this scale a reality.

More wind power purchased

In addition to wind integration initiatives,
BPA negotiated a wind power purchase in
fiscal year 2007. In October 2007, BPA signed



a 20-year agreement to purchase 50 mega-
watts of capacity (which will translate into
15 megawatts or more of energy) from the
Klondike Wind Power III project in Sherman
County, Ore., under a contract with PPM
Energy, Inc. This cost-competitive purchase
will help us ensure an adequate power
supply to meet customer needs in the
years ahead.

This new acquisition also helps meet the
renewable power targets set for the region
by the Northwest Power and Conservation
Council by increasing BPA's total renewable
capacity supply by roughly 22 percent, from
about 181 megawatts to 231 megawatts. In
addition, this acquisition will help meet the
300 average megawatts needed to augment
the Federal Base System to meet the needs
of Tier 1 customers beginning in 2012.

Once the project is operational, which
is expected by late 2007, electricity from
Klondike II will be integrated into BPA's
system and sold as Environmentally Pre-
ferred Power. Renewable Energy Certificates
for Klondike III will be sold separately.

R&D processes stepped up

During the year, we initiated research,

development and demonstration solicitation
processes for fiscal years 2007 and 2008.
Areas of interest for 2007 included trans-
mission and renewable resources. Areas of
interest for 2008 include transmission,
energy efficiency, security technology

and renewable resources.

In June we awarded $1.7 million in con-

tracts to promote research and development

of ways to help manage the intermittent

1980s

Passage of the Northwest Power
Act brought new responsibilities
to BPA, particularly in the areas
of energy conservation and fish
and wildlife. In this decade, BPA
became a national leader in energy
efficiency and changed the image of
conservation from curtailment to
one of preserving all the amenities
by using energy more efficiently.
Federal agencies also began a major
overhaul of the hydro system to
make it more fish friendly. Finally,
BPA made a gut-wrenching but
smart decision to call a stop to
construction on two partially

completed nuclear projects.

)



1990s

Wholesale deregulation came to the
electrical energy industry. For the
first time BPA faced competition as
new independent energy marketers
attracted BPA customers with
lower prices. BPA responded with
its Competitiveness Project. The
project’s themes were “market driven,
customer focused, cost conscious and
results oriented.” BPA reorganized
around types of customers served
rather than geographical areas.
The reorganization created account
executives and constituent account
executives, providing customers,
states and interest groups with
more direct links to BPA. (Iribal
account executives were added in

2002.)
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nature of renewable energy The eight projects
focus on wind, ocean wave and in-stream
tidal technologies. Funding comes from BPA

sales of certified-green Environmentally

Preferred Power and Renewable Energy
Certificates to utilities and power marketers.

Environment

Climate change objective added

During the year, BPA adopted a new
strategic business objective for fiscal years
2008-2014. It addresses mitigation for green-
house gas emissions. The agency is in the
initial stages of preparing a Climate Change
Action Plan. As part of our new objective,
we will engage with the region to support
greenhouse gas mitigation and will integrate
mitigation considerations into all relevant
internal decisions and processes to ensure
internal compatibility. We will include green-
house gas emission implications as an
important criterion in evaluating and select-
ing strategies and actions for meeting our
other environmental/fish and wildlife objec-
tives and power resource acquisitions.
Additionally, the agency will track and report
its greenhouse gas emissions.

We also are participating in a new Electric
Power Research Institute initiative to address
climate change by improving power system
efficiency and reducing greenhouse gas
emissions. EPRI is accelerating research and
augmenting deployment of advanced energy
efficiency end-use devices, power control
systems and peak load management tools.
This national effort will leverage contribu-
tions from numerous individual utilities.
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Closer to home, BPA is now in compliance
with Executive Order No. 13149, signed in
April 2000, which directed federal agencies
to reduce petroleum consumption by
20 percent in their fleets. Approximately
240 of the agency’s 933 leased or owned
vehicles, 26 percent of the fleet, have been
equipped to use alternative fuel. Our fleet
vehicles are equipped for E-85 fuel, which is
a biofuel made primarily from corn or other
biomass (85 percent ethanol and 15 percent
unleaded). Currently, it costs about 30 cents
less per gallon than regular unleaded gasoline.
The Ross Complex’s fueling station began
offering E-85 in September 2006.

Fish and wildlife

BPA funded numerous projects

In fiscal year 2007, BPA agreed to fund
260 projects recommended for funding by
the Northwest Power and Conservation
Council. Half of these funding decisions have
out-year implications through fiscal year
2009. In making these decisions, we strove to
remain within our $143 million annual fish
and wildlife program expense budget, while

at the same time substantially deferring to

the Council's recommendations. We also have
tried to shift more of our funding to on-the-
ground activities that provide direct and
immediate benefits to fish and wildlife, while
not increasing but more finely tuning moni-
toring, evaluation and research efforts direct-
ly related to Federal Columbia River Power
System management questions.

We also funded 41 additional projects.
Nearly all of these fish and wildlife projects
reflected commitments in the 2007 hydro
system operations agreement with five
Northwest tribes for additional habitat
restoration work for species listed under
the Endangered Species Act in high-priority
subbasins.

Fish protection measures tested

During the year, BPA conducted a number
of procedures in conjunction with other
federal agencies to protect or test protection
of Columbia Basin fish. Examples of these
procedures included maintaining tailwater
elevations below Bonneville Dam at higher
levels to protect chum eggs; releasing very
cold water from the depths of Dworshak
Dam in Idaho to maintain colder — and thus
healthier — temperatures for salmon in the




Clearwater River; pulsing flows at Montana's
Libby Dam to facilitate spawning and incuba-
tion of endangered Kootenai River white
sturgeon; and supporting the planting of
8,000 trees to improve riparian habitat along
Idaho's Lapwai Creek.

We also took public comments on an
environmental impact statement for a
proposed program to assist in conservation
and recovery of summer/fall chinook salm-
on in the Okanogan subbasin and in the
Columbia River below Chief Joseph Dam.
This program would include a new fish
hatchery near the base of Chief Joseph Dam
and acclimation ponds throughout the
Okanogan River subbasin. The program
includes production to augment the
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Grand Coudee also carvied cars (and sheep)
across the Columbia River.

ceremonial and subsistence harvest of
salmon for the Confederated Tribes of the
Colville Reservation.

New wildlife habitat added

During the year, BPA either acquired or
began the process to acquire land and
conservation easements for wildlife habitat
in Oregon’s Willamette Valley, in the St. Joe,
Pack and Priest river watersheds in Idaho,
and along Washington's Calispell Creek
watershed. All together, these acquisitions
will protect approximately 5,500 acres of
wildlife habitat. Endangered or threatened
plants also will benefit from the protection.

Hydro operations included
tribal agreement

This year’s Federal Columbia River Power
System operations for juvenile salmon and
steelhead were similar to what the U.S.
District Court ordered in 2006. This included
spilling water at Lower Snake and Columbia
River dams from April through the end of
August, in addition to providing augmented
streamflows. While streamflows were much
lower in 2007, NOAA Fisheries scientists
estimated that juvenile spring chinook
survival through the hydro system was
similar to 2006, when streamflows were well
above average. Adult survival in 2007 also
continued to reflect recent improvements.

The operations also reflected an agree-
ment this year with the federal action
agencies (BPA, the U.S. Army Corps of Engi-
neers and Bureau of Reclamation) and five
Northwest Indian tribes. It provided bridge
funding through September 2007 for specific
fish and wildlife projects in addition to those



recommended by the Council. In September,
these agreements were extended for six
months. This is the first hydro operation
agreement reached with the tribes in litiga-
tion challenging the 2004 Biological Opinion.

BPA collaborated in work
for biological opinion

In August, BPA, the U.S. Army Corps of
Engineers and Bureau of Reclamation sent
biological assessments to the National
Oceanic and Atmospheric Administration
National Marine Fisheries Service (NOAA
Fisheries). The assessments evaluate
potential impacts of the agencies’ proposed
actions on fish listed under the Endangered
Species Act. A comprehensive biological
analysis accompanied the biological assess-
ments. This analysis looked at each individu-
al fish population, among the listed species,
to identify its status and the barriers to
recovery. Proposed actions were then tailored
to meet each specific population’s needs.

In May, the federal agencies had sent
NOAA Fisheries their “proposed action”
describing how the hydro system would be
operated to avoid jeopardy to listed fish and
their habitat. NOAA then used these docu-
ments as a basis for a new draft biological
opinion, issued at the end of October 2007.

This effort, which involved extensive
collaboration with states and tribes, respond-
ed to a directive from U.S. District Court
Judge James Redden. In October 2005,
responding to lawsuits brought by environ-
mentalists and fishing interests, Judge Redden
found the 2004 FCRPS Biological Opinion
invalid. He remanded the Biological Opinion
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The decade opened with a West
Coast enerqy crisis that sent electric
power market prices soaring and
BPA revenues dipping. BPA applied
stringent cost management and
efficiency initiatives and was again
operating in the black by fiscal
year 2003, despite consecutive low-
water years. After losing more than
$700 million during the energy
crisis, BPA had largely made it back
from those losses by 2006. The

final chapter of the decade remains

to be written as BPA balances
multiple issues including equitable
and lawful distribution of federal
power benefits, fish and wildlife
miligation, transmission reliability
and the need to determine BPA's role

in mitigating climate change.




back to NOAA Fisheries and directed the
federal action agencies to work with Columbia
Basin tribes and the four Northwest states

to develop a new plan.

The new plan reflects a 10-year program
of major new funding commitments beyond
what were proposed in the 2000 and 2004
biological opinions. The proposed action
covers improvements at dams and in hydro
operations; habitat enhancements through-
out the Columbia and Snake tributary rivers
and in the estuary; hatchery reforms and use
of conservation hatcheries: and control of
avian, fish and marine mammal predators.

It represents a science-based approach to
recovery with performance standards, targeted
actions that address those populations most
in need, and related research and reporting.

[nternal
operations

Efficiency initiatives continued
A new BPA organizational model took
effect Oct. 1, 2006. The new model strength-
ens agency policy and planning and consoli-
dates shared functions to help BPA improve

delivery of its mission. We also have been
revising our policy-making procedures and
governance to ensure we fulfill our core
agency values, which include:

= Trustworthy stewardship,

= Collaborative relationships, and

= Operational excellence.

The Enterprise Process Improvement
Program, begun in 2004, continued as BPA
dedicated itself to an ongoing effort to
ensure the most efficient delivery of our
services. We are now saving tens of millions
of dollars a year due to process improve-
ments realized as a result of this multi-year
effort. Savings are accruing in a number of
ways, ranging from cost reductions to doing
more without added costs.

Finally, on Aug. 20, BPA celebrated its
70th anniversary. Our agency's history, from
the electrification of the rural Northwest to
today's efforts to ensure that the value of
the Columbia Basin's great resources are pre-
served for the region, is an integral part of
the Pacific Northwest’s legacy. Highlights of
BPA's seven decades of service to the North-
west can be found throughout this report.




PERFORMANCE TARGET RESULTS

ach year since 1996, BPA has selected a set of key agency targets that the organization as a whole
is responsible for achieving. These act as indicators of overall agency performance and are used
in evaluating agency management. BPA met 25 of its 28 key agency targets in fiscal year 2007.

Stakeholder Perspective

Transmission system

Target met. BPA met its transmission capital work plan management target by on-time completion of 32 of
the 33 highest priority projects and 51 of the 59 second highest priority projects, by five of six targeted capital
programs within budget, and by nine of 10 major targeted capital projects put in service on schedule and
within budget.

Commercial transmission decision framework

Target met. BPA completed, on schedule, the development and testing of an evaluation and decision-making
framework for construction of new primarily commercial transmission facilities. Development included establishing
a regional work group. The “West of McNary Generation Integration Project” was used to test the framework.

Transmission adequacy

Target met. Regional transmission adequacy guidelines on Remedial Action Schemes and Load/Transfers were
voted upon and approved by the Northwest Power Pool Regional Transmission Adequacy Steering Committee by
March 31, 2007. They include metrics and targets that will provide more definition and measurability of recom-
mended levels of service.

Hydro generation system

Target not met. Generation was increased by 2.25 average megawatts by Sept. 30, 2007, and was within budget
through the hydro efficiencies program’s installation of a new turbine runner replacement at Grand Coulee Dam.
However, completion of the second 2.25-average megawatt runner replacement was delayed with the discovery of
asbestos abatement needs during the year (December 2007 completion is expected).

Energy efficiency/demand management

Target met. BPA achieved 52 average megawatts of new conservation savings versus a target of 47 to 57 average
megawatts, and did so at a cost of under $1.4 million per average megawatt versus a target of under $1.5 million.

Resource adequacy

Target met. BPA created a plan to implement the regional Energy Adequacy and Pilot Capacity Adequacy
Standards on a test basis and used the results of the test to advocate for refinement of the standards. BPA was
successful in getting the PNW Resource Adequacy Forum to consider a BPA-proposed standard approach that
dealt more realistically with hydro operations than the pilot standard. The proposal is being considered within the
regional process at this time, with the Forum deciding to delay establishment of a revised Capacity Adequacy
Standard until the first quarter of FY 2008.

Transmission reliability

Target met. There were no involuntary curtailments of firm load due to a transmission system security breach or to
cascading outages originating on the BPA system. BPA also met the target compliance requirements for the
Western Electricity Coordinating Council’s Reliability Management System.

Transmission availability

Target met. BPA's most important transmission lines were available for service 99.1 percent of the time, exceeding
the target of 98.0 percent and providing the lowest total duration of planned outages in the past five years.




Generation reliability

Target met. There were no involuntary curtailments of firm load due to inadequate power supply or to breach of
generation system security. BPA also met the target compliance requirements for the Western Electricity Coordinat-
ing Council’s Reliability Management System for power system stabilization and automatic voltage regulation.

Generation availability
Target met. BPA achieved 99.6 percent heavy-load-hour availability, exceeding the target of 97.5 percent.

Regional Dialogue implementation

Target not met. The Regional Dialogue Policy and record of decision were not released until July 18, 2007, which
delayed the onset of regional discussions regarding implementation. Since then, a number of Regional Dialogue
Implementation Workshops have been held throughout the year to discuss the tiered rates methodology, power
services products and rate design with customers and other stakeholders.

Regional transmission coordination

Target not met. BPA collaborated with ColumbiaGrid to implement the Planning and Expansion Functional
Agreement, and ColumbiaGrid executed a Reliability Functional Agreement. However, ColumbiaGrid gained only
one new participant versus a target of three, and no new members against a target of two.

Congestion management implementation

Target met. BPA put adequate systems, information and procedures in place by July 1 to manage congestion,
including limiting nonfirm transactions and hourly firm transactions on constrained transmission paths, and
conducting a successful reliability redispatch pilot on four flowgates in the third quarter against a target of the
fourth quarter.

Wind Integration

Target met. The Wind Integration Action Plan was completed on March 15 with strong regional buy-in, against
a target of April 1. Analysis of integrating 5,000 MW of wind into the Federal Columbia River Power System in
collaboration with regional participants was also completed on time.

Transmission rates

Target met. The administrator signed the FY 2008-2009 Transmission Rates record of decision resulting in no
annual average increase from the previous rate. The rate was filed with the Federal Energy Regulatory Commission
on May 22, 2007.

ESA compliance

Target met. Based on regional collaboration with sovereign (state/tribal/federal) parties to the FCRPS Biological
Opinion court-ordered remand, BPA, the Corps of Engineers and the Bureau of Reclamation jointly developed a
revised action for operation and maintenance of the FCRPS and an extensive biological analysis. The revised action
contains a framework for funding certainty/predictability of the actions and performance standards to measure
progress. NOAA Fisheries issued a draft biological opinion on the revised action on Oct. 31, 2007, and will finalize
the biological opinion according to a schedule to be set by the Federal District Court.

Customer satisfaction

Target met. Survey results showed a customer satisfaction rating of 7.7, exceeding the target of 7.0 to 7.5 out of
a possible 10.

Constituent satisfaction
Target met. Survey results showed a constituent satisfaction rating of 7.6, exceeding the target of 7.0 to 7.5.

Tribal government satisfaction
Target met. Survey results showed a tribal government satisfaction rating of 6.9, exceeding the target of 6.0 to 6.5.




Financial Perspective

Modified net revenues

Target met. BPA's modified net revenues for FY 2007 were $217.3 million, substantially exceeding the target
range of $50 million to $150 million. The primary reasons for this were higher-than-projected Transmission revenues
and lower expenses for both Power and Transmission.

Treasury payment

Target met. BPA's FY 2007 payments to the U.S. Treasury of $1.045 billion were made on time and in full for
the 24th consecutive year.

Debt optimization

Target met. BPA achieved this target with completion of the Energy Northwest/BPA bond sale for debt
optimization refinancing of $232 million in the third quarter and the prepayment of $289 million for early federal
debt amortization on Sept. 30, 2007.

Bond rating

Target met. BPA maintained ratings of “AA-" or better from all three rating agencies for BPA-backed bonds during
FY 2007 (S&P AA-; Fitch AA-; Moody’s Aaa), and Fitch has upgraded the rating from “stable” to “positive” outlook.

Internal Operations Perspective

Internal operating costs

Target met. Overall expenditures (including capital and expense) were $501.8 million, representing 97 percent
of the start-of-year budget.

Process improvement

Target met. BPA is pursuing major multi-year process improvements in and across key functions to achieve
improved efficiency and effectiveness. BPA is on schedule to meet targeted project milestones for all nine areas,
including Public Affairs, Human Resources, Operations and Maintenance, Transmission Plan/Design/Build, Asset
Management, Marketing and Sales, Supply Chain, Information Technology and Energy Efficiency.

People and Culture Perspective

Workforce gap closure

Target met. BPA implemented 94 percent of the agency workforce plan actions to effectively recruit, retain and
develop critical skills and occupations, exceeding the target of 80 percent.

Employee understanding of business strategy

Target met. Based on an annual employee survey, 76 percent of employees confirmed that they understand BPA's
business strategy, well within the target range of 70 to 80 percent.

Safety

Target met. BPA achieved a lost-time accident frequency rate of 1.3 per 200,000 hours worked, well within the
target range of 1.1 to 1.5 (lower is better) and 46 percent lower than the utility industry average of 2.4. There were
no fatal injuries to BPA employees or contract employees working on BPA facilities.
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BPA Profile

The Bonneville Power Administration is a federal agency under the Department

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. More than one-third

of 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
at cost 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 stakeholders.

As part of its public service, BPA promotes energy efficiency, renewable energy
and new technologies. The agency funds regional efforts to protect and rebuild
fish and wildlife populations affected by hydropower development in the

Columbia River Basin.

In its vision statement, BPA dedicates itself to providing high system reliability;
low rates consistent with sound business principles, environmental stewardship

and accountability:



FINANCIAL SECTION

Management’s Discussion & Analysis. . . . . . . . . . .26
Einancial/Staternents e o st 2 Tl 17 1 PR I 16
Netes to Financial Statementsie = Se— T B LSS ol
Report of independent Auditonsy; 355 F 53w i N 5

FederdliRepayimeitarrer @ Seir ey wi il i e




MANAGEMENT’S DISCUSSION & ANALYSIS

General

The Federal Columbia River Power System
combines the accounts of the Bonneville
Power Administration, the accounts of the
Pacific Northwest generating facilities of the
U.S. Army Corps of Engineers and the Bureau
of Reclamation, as well as the operation
and maintenance costs of the U.S. Fish and
Wildlife Service for the Lower Snake River
Compensation Plan Facilities. In addition,
Northwest Infrastructure Financing Corpora-
tions are “Special Purpose Corporations” that
are consolidated with BPA.

BPA was created by an act of Congress
in 1937 to market electric power from the
Bonneville Dam located on the Columbia
River and to construct facilities necessary
to transmit such power. Congress has since
designated BPA to be the marketing agent
for power from all of the federally owned
hydroelectric projects in the Pacific North-
west. BPA, whose headquarters is located in
Portland, Ore., is one of four regional federal
power marketing administrations within
the U.S. Department of Energy. Many of
BPA's statutory authorities are vested in the
secretary of energy, who appoints, and acts
by and through, the BPA administrator. Some
additional authorities are vested directly in
the BPA administrator.

BPA's primary enabling legislation includes
the following federal statutes: the Bonneville
Project Act of 1937; the Flood Control Act of
1944 Public Law 88-552 — Pacific Northwest
Consumer Power Preference; the Federal
Columbia River Transmission System Act of
1974: and the Northwest Electric Power
Planning and Conservation Act of 1980. Today
BPA markets electric power from 31 federal
hydroelectric projects, most of which are

located in the Columbia River Basin and all
of which are owned and operated either by
the Corps or Reclamation. These projects
have an expected aggregate output of rough-
ly 9,000 average megawatts under average
water conditions. BPA has acquired all of the
generating capability of Energy Northwest's
Columbia Generating Station nuclear power
plant. The contract to acquire the generating
capability of the project requires BPA to

pay the annual project budget, including
operating expense and debt service. BPA also
acquired all of the output of the Cowlitz Falls
hydro project and agreed to pay the operat-
ing expense and debt service. BPA sells, pur-
chases and exchanges firm power, secondary
energy, peaking capacity and related power
services. BPA also constructs, operates and
maintains a high-voltage transmission system
comprising approximately three-fourths of
the bulk transmission capacity in the Pacific
Northwest. BPA uses this transmission
capacity to deliver power to its customers
and makes transmission capacity available to
other utilities and power marketers.

BPA's primary customer service area is the
Pacific Northwest region of the United States,
encompassing the states of Idaho, Oregon,
Washington, western Montana, and small
parts of eastern Montana, western Wyoming,
northern Nevada, Utah and northern Califor-
nia. The population of the 300,000 square
mile service area is approximately 12 million
people. Electric power sold by BPA accounts
for about one-third of the electric power con-
sumed within the region. BPA markets the
majority of this power to over 100 publicly
owned and cooperatively owned utilities for
resale to consumers in the region. BPA also
had contracts to sell power for direct con-

sumption to a small number of companies




(direct-service industries or DSIs) located in
the region through fiscal year 2006. With
current power rates effective October 2006,

BPA began providing monetary payments to
help the DSIs purchase power from their
local electric providers.

BPA is required by law to exchange
power with qualifying utilities to meet their
residential and small-farm electric power
loads within the region. The operation of
this program, referred to as the Residential
Exchange Program, may result in payments
by BPA to the exchanging utilities if the
applicable power rates for FCRPS power are
lower than the utilities’ respective average
system cost of meeting their residential and
small-farm power loads. The primary partici-
pants in the Residential Exchange Program
historically have been investor-owned
utilities in the region.

The Transmission System Act placed BPA
on a self-financing basis, meaning that BPA
pays its costs from revenues it receives from
the sale of power and the provision of trans-
mission and other services. BPA sets rates
at levels to ensure revenues recover BPA’'s
costs, including certain payments to the
U.S. Treasury. BPA's rates for the foregoing
services are subject to approval by the
Federal Energy Regulatory Commission on
the basis that, among other things, they re-
cover BPA's costs. BPA issues and sells bonds
to the U.S. Treasury and uses the proceeds
to fund certain activities established under
federal law.

Although BPA is a non-jurisdictional utility,
it voluntarily provides open access, non-
discriminatory transmission service to all
requestors under tariffs approved by the

Federal Energy Regulatory Commission. In

addition, BPA conforms to FERC standards of
conduct to ensure its transmission function
does not discriminatorily advantage its
merchant power function.

BPA's cash receipts from all sources,
including both its transmission and power
marketing businesses, must be deposited in
the Bonneville Fund, which is a revolving
fund account of the U.S. Treasury available
to pay BPA's costs. In accordance with the
Transmission System Act, BPA is authorized
to make expenditures from the Bonneville
Fund for any purpose necessary or appro-
priate to carry out the duties imposed upon
BPA pursuant to law without further appro-
priation and without fiscal year limitation if
such expenditures have been included in
BPA's annual budget submitted to Congress.
However, BPA's expenditures from the
Bonneville Fund are subject to such direc-
tives and limitations as may be included in
appropriation acts.

BPA is required to make certain annual
payments to the U.S. Treasury. Payments to
the Treasury are made after other BPA costs
are paid. Payments to the Treasury are sub-
ject to the availability of net proceeds, which
are gross cash receipts remaining in the
Bonneville Fund after deducting all of the
costs paid by BPA to operate and maintain
the FCRPS other than those used to make
payments to the Treasury. These Treasury
payments include the repayment of the
federal investment in certain transmission
facilities and the power generating facilities
at federally owned hydroelectric projects in
the Pacific Northwest: debt service on bonds
issued by BPA and sold to the U.S. Treasury;
repayments of appropriated amounts to the
Corps and Reclamation for certain costs




allocated to power generation at federally

owned hydroelectric projects in the Pacific
Northwest; and costs allocated to irrigation
projects as are required by law to be recov-
ered from power sales.

Power Rates
Adjustment Tools

During the rate period from fiscal year
2002 to 2006, BPA had three Cost Recovery
Adjustment Clauses in its power rates that
were designed to collect additional power
revenues to ensure BPA had sufficient funds
to meet its obligations, including repayment
to the U.S. Treasury. The three CRACs were a
Load-Based CRAC, a Financial-Based CRAC
and a Safety Net CRAC.

The LB CRAC was a percentage rate adjust-
ment and was based on BPA's costs to
purchase power to meet load obligations.
Because BPA acquires some portions of this
power in a highly volatile market, it was not
possible to forecast accurately the cost of
purchasing this power over the entire five-
year rate period. Accordingly, the LB CRAC
was designed to respond to changes in the
market price of power and to reflect the
change in prices in the power purchase
contracts. It was reset every six months to
recover the anticipated augmentation costs
to meet load that could not be recovered
with the base rates, followed by true-ups to
the actual costs. The FB CRAC triggered if
the forecast of accumulated modified net
revenues for power fell below a threshold
value for a particular year, and allowed a

temporary, one-year adjustment to the base
rates in addition to the LB CRAC. Both the
LB and FB CRACs were in effect during fiscal
years 2005 and 2006. The SN CRAC was

designed to raise rates if a payment to the
U.S. Treasury or other creditor was missed,
or if the administrator projected a 50 percent
or higher probability that such a payment
might be missed in the then-current fiscal
year. The SN CRAC was not triggered for
fiscal year 2005; however in late 2005 it was
triggered and became effective during fiscal
year 2006.

Under BPA's approved interim rates
effective Oct. 1, 2006, these CRACs were
replaced with a single CRAC that can raise
additional revenues up to $300 million when
the forecast of accumulated power net
revenues fall below a threshold value for a
particular year. The National Marine Fishery
Service Federal Columbia River Power Sys-
tem, Biological Opinion Rate Adjustment
Mechanism increases the CRAC ceiling for
qualifying costs and the addition of the
Emergency NFB Surcharge allows an imme-
diate within-year adjustment for qualifying
costs. The Dividend Distribution Clause
established for the 2002-2006 power rate
period is continued. The DDC allows BPA to
distribute rebates to customers if accumu-
lated net revenues at the end of the prior
year exceed a pre-set threshold. Subject to
final approval from FERC, these rates will
continue to be in effect from Oct. 1, 2006,
through Sept. 30, 2009.

Sources of Operating

Revenues

BPA sells power (energy and capacity)
and related services to four main types of
customers: Northwest publicly owned
utilities, Northwest investor-owned utilities,
other regional and extra-regional customers.
BPA also sells relatively small amounts of




power to several federal agencies within the
region. BPA sells transmission and related
services under open-access tariffs to a broad
variety of power generators, including wind

generators, marketers and power purchasers.

Sales Within the
Northwest Region

Northwest Publicly Owned Utilities
Qualifying public utility districts, munici-
palities and consumer-owned electric coop-
eratives within the region are entitled to a
statutory preference and priority in the
purchase of available FCRPS power. By law,
these customers have what is referred to
as “public preference.” They are eligible to