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PACIFIC NORTHWEST INVESTOR-OWNED UTILITY!
COMMENTS ON LONG-TERM BPA
REGIONAL DIALOGUE POLICY ISSUES

SUMMARY

BPA's long-term power policies must preserve the value of the existing Federal
Columbia River Power System (the "FCRPS") for the region and ensure that its value 1s
equitably distributed throughout the region.

In order to preserve and equitably distribute the value of the existing FCRPS,

(1) BPA should limit the firm power sales made to Pacific Northwest firm
requirement loads at its lowest cost-based rate to the firm capability of the
existing federal power system.

(i1)  BPA should offer to provide service to Pacific Northwest firm power loads
in excess of the existing federal system capability at a higher tiered rate(s)
that reflects the full cost of resources acquired to meet those additional
loads.

(ii1)  BPA should offer to the PNW Investor-Owned Utilities for the benefit of
their residential and small farm customers a Residential Exchange Program
("REP") settlement that provides an equitable and durable share of the
value of the existing federal system. The PNW Investor-Owned Utilities
propose that the BPA Administrator establish that share of the value at the
amount by which the market price of power exceeds BPA's lowest cost-
based rate multiplied by 2,200 aMW, but subject to a cap and floor that
equal $350 million and $100 million, respectively, in 2011 dollars, and that
are adjusted annually thereafter for inflation. Other settlement valuation
mechanisms are possible.

Taking these three steps will provide BPA customers increased certainty over their load
service obligations—thereby facilitating their ability to meet those obligations, help align
the interests of BPA and its customers, help reduce BPA's risk profile, and strengthen
BPA's ability to make its Treasury payment in full and on time. Residential and small

I These comments are submitted on behalf of Avista Corporation ("Avista"); Idaho Power
Company ("IPC"); NorthWestern Energy ("NWE"), PacifiCorp; Portland General Electric Company
("PGE™); and Puget Sound Energy, Inc.("PSE") (collectively, "PNW Investor-Owned Utilities").

} /13705



farm consumers throughout the region will receive—and have-—a stake in preserving the
benefits of the low-cost federal system for the region.

- BPA has recognized the importance of providing REP benefits to the residential
and small farm consumers of the PNW Investor-Owned Utilities. See 70 Fed. Reg.
7,489, 7,495 (Feb. 14, 2005). The proposal set forth in these comments—which seeks to
extend the basic approach of the existing REP settlement—promotes alignment of the
interests of BPA's customers, manages the volatility and risk associated with wide swings
in benefit levels, and avoids contentious and divisive disputes between BPA and the
PNW Investor-Owned Utilities regarding implementation of the REP.

BPA's goal of implementing its long-term policy decisions through new long-term
contracts, which would be effective beginning October 2008, is both realistic and
appropriate. However, a BPA tiered rate methodology should be developed as soon as
possible and applied to all contracts for new BPA service. Such methodology need not
apply in the period through FY 2011 to existing service under existing contracts. The
PNW Investor-Owned Ultilities appreciate this opportunity to comment and look forward
to working with BPA to develop its long-term policy.

b
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RECOMMENDATIONS AND DISCUSSION
I. PRINCIPLES AND POLICY STRUCTURE

The Northwest Power Act? makes the benefits of the FCRPS available to all of the
region's residential and small farm consumers, whether such consumers are served by
public or investor owned utilities. Ensuring an equitable distribution of the FCRPS is
critical to retaining these benefits within the region for current and future generations.
BPA should therefore equitably distribute these benefits in a manner that does not
unfairly discriminate against consumers based upon the ownership structure of their local
electric utility.3

In order to preserve the benefits of the existing federal system* for the region, it is
important to align the interests of the residential and small farm consumers throughout
the region. Such alignment is best accomplished by providing federal power deliveries
for all such consumers. However, the capacity of the existing federal system will be
insufficient to satisfy the firm requirements of all such consumers. Further, there is a
broad consensus between BPA and its customers that BPA should avoid diluting the
value of the existing federal system by melding the cost of new resource acquisitions.’
“[I]n February 2005, BPA set a policy direction to limit its power sales at the lowest cost-
based rate to roughly the output of the existing Federal power system.”s Given these
limitations, we propose that BPA continue to provide the PNW Investor-Owned Utilities

2 Pacific Northwest Electric Power Planning and Conservation Act, Pub. L. No. 96-501, 94 Stat.
2697, 16 U.S.C. §§ 839-839h (1980) (the "Northwest Power Act").

3 BPA's power preference customers are public bodies and cooperatives ("Publics"). See
16 U.S.C. § 839b. BPA power is to be provided for the benefit of the general public, and particularly of
domestic and rural consumers. See 16 U.S.C. § 832¢(a). In that regard, BPA "comprehends not only
public power preference but also regional preference". Power Subscription Strategy at 6. BPA regional
preference customers are BPA's direct service industrial ("DSI"), investor-owned utility, and Public
customers.

4 The existing federal system consists of the electricity produced by the federally owned
hydroelectric dams on the Columbia River and Snake River systems, as well as the output of Energy
Northwest's Columbia Generating Station (formerly known as WPPSS Plant No. 2) and other long-term
resources that have been acquired by BPA and that are currently in operation or under development.

> Bonneville Power Administration's Policy for Power Supply Role for Fiscal Years 2007-2011,
Administrator’s Record of Decision, dated February 2005 ("Short-Term ROD") at 80.

6 BPA May 11, 2005 Letter. (BPA's goal is to have the long-term contracts and rates needed to

fully implement this policy direction ready to go into effect as early as October 2008 or no later than
October 2011.)
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for their residential and small farm customers an equitable share of the benefits of the
existing federal system through financial payments. Although financial payments do not
achieve maximum alignment of interests, a satisfactory alternative solution has not been
identified.

Under the Northwest Power Act, the PNW Investor-Owned Utilities are entitled to
substantial REP benefits for their residential and small farm customers. The level of REP
settlement benefits under our proposal strikes a reasonable balance between competing
views of what constitutes equitable treatment of our residential and small farm customers,
while at the same time avoiding dilution of the value of the existing federal system
through melding the cost of resource acquisitions. In addition, it should be noted that the
payments under our settlement proposal are lower than the forecasted level of payments
under a properly-determined REP.

The value of the existing federal power system increases when market prices rise
faster than BPA rates, and its value decreases as market prices drop faster than BPA
rates. Benefits for our residential and small farm customers based on a fixed percentage
of the existing federal system increase and decrease with market prices and are an
equitable method of sharing the value of the existing federal system. However, placing
limits on the upward and downward movement of these payment levels, i.e., providing
benefits under an REP settlement with a cap and a floor reduces risk and helps provide
certainty for BPA and its customers, while providing a reasonable range of REP
settlement benefits. Given that this is a long-term settlement, however, the caps and
floors should be indexed to account for inflation.

BPA should develop and offer long-term contracts consistent with the principles
and approaches outlined in these comments. These long-term contracts would include
agreements for providing REP settlement benefits to residential and small farm customers
of PNW Investor-Owned Utilities and power sales contracts for BPA's Public customers.
These agreements would

(1) durably and equitably allocate the benefits of the existing federal system,
which will give all BPA customers a stake in working together to preserve
the benefits of, and to promote the most efficient operation of, the federal
facilities; and

(i)  ensure that the costs of any new BPA resources to meet new or increased
BPA load are borne by that load.

The REP settlement agreements with the PNW Investor-Owned Utilities would provide
for the long-term settlement of their REP claims in return for an equitable and durable
share of the benefits of the existing federal system for their residential and small farm
customers. The BPA power sales contracts with Publics would establish fixed, long-term
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entitlements to purchase power from the existing federal system at BPA's Tier 1 rate
(perhaps using BPA's current long-term contracts as a starting point for the determination
of such entitlements).

Also, BPA should adopt a long-term rate methodology under which customer
loads in excess of such customer's allocation from the existing federal system are served
at a rate that includes the full cost of power acquired to meet those additional loads. Our
proposal is predicated on BPA's adoption of such a methodology. BPA should adopt
without delay this long-term rate methodology and incorporate this methodology into its
new long-term power sales contracts and REP settlement agreements, in order to:

(1) reduce the risk that BPA will be overcommitted to resource acquisitions in
the future;

(1)  help BPA control the costs of future resource acquisitions; and

(i)  facilitate, consistent with BPA's statutory framework, regional planning and
development of economic resources to meet load in the region by providing
greater certainty as to the load BPA will meet with the low-cost existing
federal system resources.

II.  PROPOSAL FOR RESIDENTIAL EXCHANGE PROGRAM
SETTLEMENT

A. Introduction

The Northwest Power Act, adopted in 1980, makes the benefits of the FCRPS
available to all of the region's residential and small farm consumers. This section sets
forth a proposal for determining such benefits under post-FY 2011 long-term contracts.
This proposal would help retain the benefits of the existing federal system for the region
and reduce uncertainty for BPA and its customers. Appendix A to these comments sets
forth further details regarding the REP and REP settlements.

B. Settlement of the REP for FY 2002-2011

Historically, BPA's implementation of the REP has triggered numerous disputes
before the Administrator, the Federal Energy Regulatory Commission ("FERC") and the
courts. These disputes involved the key elements that affect the level benefits under the
REP: BPA's ASC7 Methodology, utilities' ASCs, "in lieu transactions," and BPA's PF
Exchange Rate (including the section 7(b)(2) rate step).

7 Average system cost ("ASC").



BPA and the PNW Investor-Owned Utilities have entered into REP settlement
agreements for the current FY 2002-2011 period. Through these agreements, BPA and
the PNW Investor-Owned Ultilities have resolved their differences regarding
implementation of the REP during that period.

Under the terms of the current REP settlement agreements, PNW Investor-Owned
Utilities will receive, for the benefit of their residential and small farm consumers,
between $100 million and $300 million per year in monetary payments for the period of
FY 2007-2011. These payments are calculated based on the amount by which the market
price exceeds the PF rate, multiplied by 2200 aMW. Under the settlements for the period
FY 2002-2011, the allocation of payments to each PNW Investor-Owned Utility for its
residential and small farm customers was made consistent with the recommendations of
the Pacific Northwest State Utility Commissions. In addition, under the terms of the
current REP settlement agreements, the PNW Investor-Owned Utilities will receive no
firm power during the FY 2007-2011 period.

C. Proposed REP Settlement Benefits for PN'W Investor-Owned
Utility Residential and Small Farm Consumers Under Post-2011
Long-Term Contracts

BPA should extend the current FY 2002-2011 REP settlement, modified as
follows. As in the current REP settlement agreements, the settlement beginning in
FY 2012 should continue to be based upon 2,200 aMW. This is less than one-half of the
residential and small farm consumer load currently served by the PNW Investor-Owned
Utilities. The PNW Investor-Owned Utilities serve about 4,700 aMW of the 7,800 aMW
of regional residential and small farm load. Particularly in light of this, allocating less
than 2,200 aMW of benefits of the existing federal system for the residential and small
farm consumers served by PNW Investor-Owned Utilities could not be considered
equitable. The only way to see equity in 2,200 aMW is to acknowledge that it is a
tradeoff against uncertainties associated with the Northwest Power Act.

Under the proposal, benefits would be the product of 2,200 aMW multiplied by
the amount by which the market price exceeds BPA's lowest cost-based (i.e., Tier 1)
rate.® The benefits would be subject to an annual, inflation-adjusted cap of $350 million
(in 2011 dollars) and an annual, inflation-adjusted floor of $100 million (in 2011
dollars).? It is anticipated that these payments will be distributed among the PNW

8 For example, the proposed benefits would be $350 million with a market price $18.16 greater
than the Tier 1 PF rate (e.g., a market price of $48.16 per MWh and a Tier 1 rate of $30.00 per MWh).
The proposed benefits would be $100 million with a market price $5.19 greater than the Tier 1 PF rate.

? This cap and floor are equivalent to $283 million and $81 million, respectively, in 2002 dollars.
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