


Preliminary Draft Determination

The issue for this reconsideration under section 9(c) focuses upon the Administrator’s
determination whether through reasonable measures such amount of energy disposed of
out of the region, i.e., through sale of power or the resource itself, could not be conserved
or retained for service to regional loads. See 16 U.S.C. § 839f(c). In the May 2000
5(b)/9(c) Policy, BPA stated that a customer’s offer of power or a resource to BPA and
its other Pacific Northwest customers, with the offer not being accepted, is an alternative
means of supporting a BPA finding that the resource may not be retained in the region for
service to regional load. See 5(b)/9(c) Policy ROD at 126. BPA is cognizant that
although BPA’s proposal for its 5b/9c policy was before the public for consideration, the
final 5(b)/9(c) Policy and ROD were published in May 2000 after the Centralia owners
began their efforts to offer and finalize the sale of the Centralia resource. Therefore, in
reconsidering the nature of the offer and the eventual sale of the Centralia resource,
BPA'’s review focused on answering whether the owners of Centralia offered to sell the
resource to BPA or its customers consistent with section 9(c) of the Northwest Power Act
and BPA’s Section 5(b)/9(c) Policy.

As noted above, BPA is making this reconsideration as provided for in the RD Policy.
Page 13 of the Policy states:

The Administrator has decided to exercise his discretion to allow the removal of
the Centralia Coal Plant under Section 5(b) of the Northwest Power Act starting
in FY 2012 and for the purpose of calculating Contract HWMs for Seattle,
Tacoma, Snohomish PUD, and Grays Harbor PUD, and will make a Section 9(c)
determination that decrement to their net requirements is not required, contingent
upon further review of the facts and successful implementation of this Policy for
service to publics. Discretion to remove Centralia would not be exercised outside
of the context of implementation of this Policy, because the public policy benefits
that justify the decision would not be achieved.

It is important to reiterate that both the section 5(b) decision by the Administrator to
consent to the removal of Centralia by the four publics and this section 9(c) determination
remain conditioned on the successful implementation of the RD Policy. This means the
execution of new Regional Dialogue contracts and the successful establishment of tiered
rates.

Regarding the first prong of the 9(c) test, BPA finds that the utilities individually could
not prevent the sale of the resource by the majority owner. No one public utility had the
fiscal ability to take on the entire project, just as none had the ability to sponsor the entire
project, including the mine, at the time Centralia was developed. BPA found that the
Centralia resource at the time of the sale was still in each utility’s resource exhibit and
thus required each utility to replace the resource with non-Federal power for the duration
of their Subscription power sales contract. That obligation under the Subscription power
sales contract is not changed by this determination and was based on then current loads
and resource conditions.
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The other prong of the 9(c) test, whether the resource could be retained for use in other
regional loads, must also be addressed. In analyzing this prong BPA evaluates the issue
from the point of view at the time of the sale of the Centralia resource. Only by doing so
is BPA able to evaluate the actions taken by the four public utilities contemporaneous
with the sale. This prong of the test does not address whether the Centralia replacement
resource should be offered to other customers but whether the Centralia resource itself
was offered and was known to be available, so that other regional utilities, fiscally
qualified to own the project, may have participated in the sale.

Early Offers. Prior to relying on the auction process to sell Centralia, there was an
attempt by Snohomish to sell its individual ownership interest. Because the unique
nature of the Centralia resource included participation in the ownership of the Centralia
coal mine as well, not all regional utilities would be financially or organizationally able
to buy. In July 1997, Snohomish sent a letter to 26 entities requesting proposals for the
purchase of Snohomish’s 8 percent ownership interest in the resource. See Attachment 1
(Snohomish letter); Attachment 2 (Clearing Up article). Those utilities solicited to make
offers included both in and out of region entities. Id. In-region entities included the other
Centralia owners and non-owners, such as Lewis County PUD, Grant County PUD, and
Benton County PUD, as well as Power Resource Managers, an entity that was owned by
several BPA preference customers. The letter stated that Snohomish had to offer to
transfer its interest to the other plant owners prior to accepting any offers from third
parties. The other owners had up to 6 months to match a bona fide offer from a willing
and able buyer.

This solicitation elicited one inquiry, made by Lewis County PUD. See Attachment 3.
Lewis County made a counter-proposal, requesting that it acquire a 2% ownership share.
Lewis County stated that an 8% interest was far in excess of the district’s needs, which
created considerable financial risk. Beyond this response, the documents BPA has
available show that Snohomish did not receive any qualified offers.

On March 17, 1997, a regional energy weekly news report, Clearing Up, reported that
Snohomish was attempting to sell its share of the Centralia resource. The article also
reported that another owner, Washington Water Power, had unsuccessfully tried to sell its
15 percent share in early November 1996. Another article in Clearing Up from
November 16, 1996, reported on Washington Water Power’s efforts to sell its ownership
interest. BPA notes that Clearing Up is a widely read and well-respected publication on
energy matters in the Pacific Northwest.

Possible Purchasers. The number of entities in the Pacific Northwest that had the legal
authority and ability to finance the acquisition, ownership and operation of the Centralia
resource was limited. The owners that were selling the resource were themselves the
largest utilities in the region and amongst themselves possessed the greatest expertise to
operate the unit. Pursuant to the terms of the Centralia Plant Agreement, the owners
made simultaneous offers of their respective ownership shares to one another. All of
them declined to purchase. This circumstance created a limiting factor on the number of
possible purchasers.
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Given the lack of interest by regional utilities to purchase Centralia, the resource’s
owners decided to act jointly in an effort to sell all of their interests through an auction
process. The investment banking firm, New Harbor, Inc., was retained to assist in the
auction. Due to the above lack of regional interest, and additional lack of entities that
qualified as potential purchasers, the owners allowed New Harbor to structure the auction
nationally. In developing the auction, New Harbor identified and contacted entities that
could have an interest in the resource, including customers of BPA.

Conclusion. Based on the foregoing review and reconsideration, BPA finds that (a) the
utilities individually could not prevent the sale of the resource by the majority owner;

(b) BPA’s regional customers had notice that the Centralia resource and mine were for
sale; (c) the potential sale of the Centralia plant was widely know in the region as
reflected in the Clearing Up energy report articles prior to the sale; (d) the cost of
operating the plant and mine were increasing and the pool of utilities who could qualify
for ownership participation was limited and the qualifications set by the owners for an
eligible purchaser was reasonable; (e) given the expected cost of operations, including the
mine, the continued application of the resource to load was not attractive to the current
public owners and was only attractive to one regional public utility but at a much smaller
participation; and, (f) there was a lack of response in the region to Snohomish’s offer and
to the auction. Therefore, it is BPA’s conclusion that the utility customers of BPA that
sold their ownership interests in the Centralia resource did so consistent with section 9(c)
of the Northwest Power Act and BPA’s 5(b)/9(c) Policy.
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