Department of Energy

Bonneville Power Administration
P.O. Box 3621
Portland, Oregon 97208-3621

POWER SERVICES

August 6, 2010

In reply refer to: P-6

Mr. Kenneth McMillen

President of the Board of Commissioners
230 Chimacum Road

P.O.Box 929

Port Hadlock, WA 98339

RE: Jefferson County Public Utility District’s request for power service from BPA

Dear Mr. McMillen:

On June 14, 2010, Bonneville Power Administration (BPA) received Public Utility District No. 1
of Jefferson County’s (Jefferson PUD) request for federal power service for retail electric
consumer loads in Jefferson County, Washington, commencing on or before June 2013. In
support of this request Jefferson PUD provided BPA with detailed information on its formation,
powers, organization, bond authorization, taxing authority, service area, and its distribution
purchase agreement executed with Puget Sound Energy (PSE). BPA has reviewed this
information together with other information on Jefferson PUD that was available publicly prior
to July 2010. In order for BPA to sell federal power to Jefferson PUD as a retail electric utility
in the state of Washington for resale of that power to consumer load, Jefferson PUD must meet
BPA’s 1999 Standards for Service. On June 30, 2010, BPA after its initial review of information
provided by Jefferson PUD, an existing utility, made a preliminary determination that Jefferson
PUD met the standards for service and presented an unexecuted Regional Dialogue power sales
contract to Jefferson PUD, which Jefferson signed on June 30. Following additional review of
the information submitted by Jefferson PUD, BPA makes this final determination that Jefferson
PUD meets BPA’s Standards for Service and addresses Jefferson PUD’s qualifications below.

Legal Formation of Jefferson PUD

Jefferson PUD was formed in 1939 to provide general utility service in Jefferson County,
Washington pursuant to applicable state law, RCW Chapter 54. Jefferson PUD is headquartered
in Port Hadlock, Washington and serves 3,500 water and sewer consumers. Jefferson PUD has a
three member Board of Commissioners and a general manager that set policy and direct its
operation. Jefferson PUD’s powers under state law include authorization to provide water,
sewer, electricity and other services to residents businesses and other users in the county. For the
past 70 years, Jefferson PUD has conducted the business of providing general service to water
and sewer users in the County. Jefferson PUD is a subdivision of the state of Washington and is
a public body under section 4 of the Bonneville Project Act, 16 U.S.C. 832¢(c) and (d). Based
on these facts, BPA finds that Jefferson PUD is legally formed.



Ownership of Distribution System

On November 8, 2008, the voters of Jefferson County passed a measure authorizing the Jefferson
PUD’s Board to offer electric power service and obtain an electric distribution system. Jefferson
PUD and PSE, the service area’s current electric power supplier, executed an Asset Purchase
Agreement (APA) for the transfer of the distribution system and other assets from PSE to
Jefferson PUD for providing electric power service to the residents of the county. On June 11,
2010, the Board passed resolution no. 2010-008 authorizing the purchase of that system from
PSE and directing the General Manager to obtain financing to accommodate the electric utility
function of Jefferson PUD, including the execution of the APA with PSE. Under this agreement
Jefferson PUD has equitable title and PSE will transfer the ownership of its distribution system
in the service area as described in the APA to Jefferson PUD. PSE will assist Jefferson PUD in a
transition period. During the transition Jefferson PUD will establish an electric service
department under a new manager.

BPA finds that the sale of the distribution system and other assets to Jefferson PUD is a binding
commitment for both Jefferson PUD and PSE because neither party can withdraw from this sale
of the distribution system. The sale is subject only to the review of the Washington Utilities and
Transportation Commission (WUTC) to determine whether the purchase by the Jefferson PUD
and the sale by PSE meet the standard for the sale of a private asset by a publicly owned
company. The WUTC does not have to approve the sale consistent with RCW 80.12.020 (2)
since this is a sale to a special purpose district under Washington law. Further, no other third
party approval is required for this sale and purchase. BPA understands that either party may
specifically enforce the terms of the transaction. Jefferson PUD and PSE have set up an escrow
agreement to ensure good faith completion of the contract’s transition into which Jefferson PUD
will pay a good faith sum of $20 million and the remainder at closing.

We understand that the transfer of the system and transition of service, including operation
control and maintenance decisions from PSE to Jefferson PUD, will occur in stages and that

- completion of the transition may take place no later than 2013, but may also occur earlier upon
notice at Jefferson PUD’s option. We understand that Jefferson PUD will make application for
funds from the Rural Utilities Service (RUS) for the purchase of the distribution system and that
part of its qualification for the RUS loan is a power supply contract from BPA. Jefferson PUD
has provided a letter from RUS stating it is a qualified borrower from the RUS. The letter from
the RUS places Jefferson PUD in a similar position as other BPA customers that receive RUS
financing and who signed Regional Dialogue contracts if they were required to get RUS approval
of those contracts. BPA accepted those contracts and acknowledged the contracts were subject
to RUS approval. BPA sees no risk that RUS would not approve the contracts and BPA
considered these RUS contracts as binding agreements from the date they were signed and not
the date of RUS approval. Providing further assurance of financing in the event that RUS
funding is not made available, Jefferson PUD has other standard commercial option.s available to
finance the purchase of the system. Jefferson PUD has the authority to exercise eminent domain



over PSE’s existing distribution system assets but has chosen to purchase the distribution system
from PSE as an alternative. Jefferson PUD has included information that a condemnation

proceeding to obtain the system is authorized, in the event the purchase agreement is not
fulfilled.

Based on the above information, the details set out in Jefferson PUD’s service request letter, and
materials submitted, including the APA and the Electric System Financing Plan provided by

A. Dashen Associates, BPA concludes that Jefferson PUD has arranged for the ownership and
acquisition of a distribution system which will enable the utility to be ready and able to take
power from BPA on or before March 2013. The steps detailed in the agreement and in the
Utility Development Plan submitted afford a reasonable period for the acquisition of the system.
BPA finds that PSE and Jefferson PUD have established an escrow arrangement to undertake
this transition in good faith, and that the WUTC review process for the transaction should result
in a favorable conclusion. The time period for obtaining financing, closing and transfer of the
physical assets is reasonable, and implementation of the APA, or an alternative if necessary, will
result in Jefferson PUD obtaining and owning a distribution system for which it can take and
distribute federal power to retail consumers in a reasonable time. As such, BPA finds that
Jefferson PUD effectively owns a distribution system for purposes of meeting BPA’s ownership
of distribution standard.

General Utility Responsibility to Serve

Based on information provided and the directives of Washington state law governing the
provision of services by a Public Utility District, RCW Chapter 54, applicable to all public utility
districts, Jefferson PUD has a general responsibility to serve consumers who request service
from Jefferson PUD within the area of service in Jefferson County. Jefferson PUD has had such
responsibility and has afforded general service for water and sewer to its consumers since 1939.
Based on the vote taken to authorize and expand Jefferson PUD’s operations to include
electricity distribution, BPA finds that Jefferson PUD has a general utility responsibility.

Financial Ability to Pay

A customer must have the authority to collect monies for the services it provides which enables it
to pay for the federal power it buys from BPA. Jefferson PUD has an established administrative
staff, including billing for services currently provided. As set out in Jefferson PUD’s Ultility
Development Plan, Jefferson PUD will expand its organization staff and systems to include the
ability to bill consumers for all services, including electricity provided by Jefferson PUD. In
addition to billing consumers Jefferson PUD has several other alternatives available to it for
meeting its payment obligations to BPA. Therefore, BPA finds that Jefferson PUD has the
ability to pay for federal power sold by BPA.



Operations and Structure

Jefferson PUD currently is operating under a Board of Commissioners and General Manager
with an existing staff for its current services provided to consumers in Jefferson County. Based
on the detailed Utility Development Plan Jefferson PUD has provided to BPA, the utility will
utilize existing structures and staff as much as possible in the transition to providing electric
service. During the transition period that was negotiated by Jefferson PUD in its APA with PSE
(Transition Period), Jefferson PUD will integrate its existing billing and service systems to
include the needs of providing electric service.

In addition to the management, administrative, field, and billing personnel and systems currently
in place, Jefferson PUD plans to add personnel including electric linemen and maintenance
personnel, and an electric service manager at its headquarters. The electric system operations
will add between 32 and 40 new employees, with hiring and training occurring during the
Transition Period. Hiring and training activities will be staggered throughout the Transition

Period in order to efficiently use resources and assure a smooth transition from PSE to Jefferson
PUD.

The existing electric distribution system within Jefferson PUD’s service territory is fully
operational. For its transition to retail distribution operations, Jefferson PUD has hired Brown
and Kysar as consulting engineers. For mutual assistance in times of need, Jefferson PUD states
that it will enter into intergovernmental agreements with PUDs in Clallam County and Mason
County, Washington.

Given that Jefferson PUD is an operating utility and has developed a detailed plan for adding to
its structure, its personnel, its systems, and its operations during a transition period, BPA finds
that Jefferson PUD has sufficient capability to provide service and maintain its system and
operations.

Purchase in Wholesale Amounts

BPA sells federal power in wholesale amounts to utilities in the Pacific Northwest which in turn
resell that power to retail consumers. BPA generally sells in amounts that equal at least

one average megawatt of power annually. Jefferson PUD does not currently have precise
metered retail electric load information but has provided an estimated annual megawatt load to
BPA based on information obtained from PSE. Jefferson PUD states that its expected load will
be 38 average megawatts annually with a peak load of approximately 80 MWs. The expected
Jefferson PUD load amount exceeds BPA’s minimum wholesale amount for power sales.
Therefore, BPA finds that Jefferson PUD will purchase in wholesale power amounts.



Conclusion

Based on the information submitted by Jefferson PUD and information available publicly and on
Jefferson PUD’s website prior to the end of June 2010, Jefferson PUD has met BPA’s 1999
Standards for Service and is eligible to be a public body utility customer of BPA for the reasons
stated herein.

Dated _6 _ of August, 2010.

/s/Gregory Delwiche
Gregory K. Delwiche
Power Services
Senior Vice President

cc:
James Parker, General Manager, Jefferson PUD



