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BONNEVILLE POWER ADMINISTRATION 
31-DAY SALE OF 20 MW TO PORT TOWNSEND PAPER COMPANY  

COMMENCING OCTOBER 1, 2009 
ADMINISTRATOR’S RECORD OF DECISION 

 
 

September 30, 2009 
 
 

BACKGROUND 
 

In September 2006, the Bonneville Power Administration (“BPA”) entered into a surplus firm 
power agreement (the “BPA/Clallam Contract”) with Public Utility District No. 1 of Clallam 
County, Washington (“Clallam”), whereby BPA agreed to sell to Clallam 17 aMW for the period 
October 1, 2006, through September 30, 2011.  The power to be sold by BPA to Clallam under 
the BPA/Clallam Contract was for the purpose of, and was expressly conditioned upon, resale by 
Clallam to Port Townsend Paper Company (“Port Townsend”) under a contract by and between 
Clallam and Port Townsend (the “Clallam/Port Townsend Contract”).  The rate paid by Port 
Townsend under the Clallam/Port Townsend Contract equaled the rate paid by Clallam under the 
BPA/Clallam Contract, plus a mark-up to cover certain of Clallam’s costs associated with 
providing such service. 
 
In December 2008, the United States Court of Appeals for the Ninth Circuit issued its opinion in 
Pacific Northwest Generating Cooperative v. Bonneville Power Administration, 550 F.3d 846 
(2008) (“PNGC I”), in which the Court, among other things, held that the rate in the 
BPA/Clallam Contract was below both the market rate and the Industrial Firm (IP) Power rate 
and was therefore invalid. Id. at 879.   
 
Port Townsend filed a petition for panel rehearing in February 2009, and BPA filed a motion 
seeking clarification of certain aspects of the opinion in March 2009.  On August 5, 2009, the 
Court amended its original opinion in certain respects in response to BPA’s petition but denied 
Port Townsend’s requests for panel rehearing.  Port Townsend then filed a motion to stay 
issuance of the mandate in the case for 90 days.  On August 14, 2009, the Court issued an order 
staying issuance of the mandate in PNGC I for 30 days “to provide Port Townsend and the 
Bonneville Power Administration time to attempt to arrange for the provision of power to Port 
Townsend.”  The Court stated no additional extension of the stay would be forthcoming. 
 

STATUS QUO  
 

BPA continued to serve Port Townsend through Clallam under the terms and conditions, and at 
the rate, specified in the BPA/Clallam Contract after the Court issued its opinion in PNGC I in 
December 2008.  BPA believed that maintaining the status quo was appropriate until such time 
as the Court, through its order denying Port Townsend’s petition for panel rehearing, foreclosed 
any possibility that it would reconsider its holding in PNGC I that the rate in the BPA/Clallam 
Contract was invalid.  While the court subsequently stayed issuance of the mandate until 
September 14, 2009, the purpose of the stay, as expressed in the Court’s order, was solely to 
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provide the parties additional time to determine whether a replacement agreement which satisfied 
the Court’s ruling could be developed.  So as not to be delayed if, as anticipated, the mandate did 
ultimately issue,  BPA posted for public comment on June 22, 2009, a draft contract by and 
between BPA and Port Townsend for the period October 1, 2009, through September 30, 2011, 
which would have served as a replacement contract for the two years remaining in the 
BPA/Clallam Contract.  After close of the comment period, BPA determined that it would not 
make a final determination on the contract until shortly before October 1, 2009.  BPA decided 
that it needed more time to fully consider the issues surrounding DSI service in general and felt 
that, during this interim period, the Court might rule on petitions for review of the Alcoa 
amendment, under which service to Alcoa was to be provided for a nine month period 
commencing on January 1, 2009, and ending on September 30, 2009.  BPA believed that such a 
ruling could provide additional clarity with respect to the legal requirements for providing 
service to DSIs.   
 
As a result, BPA and Port Townsend entered into a contract for the period September 1, 2009, 
through September 30, 2009.  That contract is described in a Record of Decision issued on 
August 27, 2009.  On August 28, 2009, the Ninth Circuit did issue its opinion on the Pacific 
Northwest Generating Cooperative v. BPA, Slip Op. 09-70228 (August 28, 2009) (“PNGC II”).  
Based on concerns that have arisen as a result of that opinion, BPA has determined that it cannot 
reach a final decision whether to offer the two-year contract referenced above, or some other 
contract, prior to October 1st.  BPA needs additional time to complete the analysis required by 
the Court for determining whether offering service to DSIs, including Port Townsend, is 
consistent with sound business principles, as that standard has been described in PNGC II.   
 
In order to avoid disruption of power service at the Port Townsend facility, and because BPA 
believes it can do so consistent with the holdings in PNGC I and PNGC II, BPA is now offering 
a second  one-month contract with a term commencing on October 1, 2009, and ending on 
October 31, 2009.  This arrangement will provide BPA the time necessary to fully assess the 
ramifications of the recent Ninth Circuit opinions and determine whether a contract with a longer 
term can be offered consistent with existing law.  In most respects, this contract is identical to the 
previous one-month interim agreement.  The key differences are that, under the new 
arrangement, BPA will provide 20 aMW of power flat instead of 17 aMW and Port Townsend 
will provide contingency reserves to BPA consistent with law.  As explained below, the 
increased amount is consistent with Port Townsend’s contract demand under its 1981 contract 
demand, particularly when due consideration is given to the status of service to Port Townsend’s 
old corrugated containers (OCC) recycled pulp facility.  The Reserve Provisions in the second 
substitute interim transaction are intended to implement a contingency reserve equivalent to the 
requirement that DSIs purchasing power pursuant to the IP-10 rate schedule provide the 
Minimum DSI Operating Reserve – Supplemental, as described in the General Rate Schedule 
Provisions (GRSPs). 
 

SECOND SUBSTITUTE INTERIM TRANSACTION 
 

In light of the foregoing, BPA and Port Townsend, have entered into a surplus firm power 
transaction under BPA’s Firm Power Products and Services (FPS-10) rate schedule, for the 
period October 1, 2009, through October 31, 2009, whereby BPA will sell to Port Townsend 20 
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MWs of power in a flat block each hour at a FPS-10 rate equal to the monthly average rate for 
October reflected in the IP-10 rate schedule, which equals $32.62/MWh.  Its purpose is to satisfy 
Port Townsend’s Contract Demand under section 5(d) of the Northwest Power Act.  BPA, 
Clallam, and Port Townsend have agreed this transaction replaces deliveries of surplus firm 
power to Port Townsend under the BPA/Clallam and Clallam/Port Townsend Contracts for 
October 2009, and those contracts will continue to remain in suspension upon commencement of 
deliveries under this second substitute interim transaction.  The nature of the transactions and the 
reasons underlying BPA’s decision are discussed below.  
 

1. The sale to Port Townsend will be priced at a rate equivalent to the IP rate for the 
month of October pursuant to the FPS-10 rate schedule.  

 
As with the first substitute interim transaction, BPA considered making this second substitute 
interim transaction pursuant to a standard “block sale contract” under section 5(d) of the Pacific 
Northwest Electric Power Planning and Conservation Act and applying the IP rate schedule 
directly to the sale.  This option, as determined by BPA in the Record of Decision for the prior 
interim agreement, would have required the parties to separately negotiate the terms of a block 
sale contract, delaying the start date of the interim transaction by at least several weeks.  Thus, 
once again, the transaction will be effected through the existing Enabling Agreement by and 
between BPA and Port Townsend (Contract No. 08PB-11920), available for the sale of surplus 
firm power by BPA to Port Townsend.  The Enabling Agreement, in turn, provides that 
transactions thereunder are subject to the terms and conditions of the Western System Power 
Pool Agreement.  A copy of the Enabling Agreement, and the Confirmation Agreement 
specifying the essential terms and conditions of the second substitute interim transaction, are 
each attached hereto as Attachments 1 and 2, respectively.   
 

2. The quantity of power offered will be 20aMW instead of the 17aMW offered in the 
prior interim agreement. 

 
On May 1, 2009, Clallam requested to serve the OCC portion of the Port Townsend electric load 
with firm power purchased from BPA at the Priority Firm (PF) Power Rate.  As envisioned by 
the request, such purchase would be made under Clallam’s Subscription Full Service Power 
Sales Agreement No. 00PB-12051 (Subscription Contract).  Specifically, Clallam requested BPA 
increase the amount of Contracted Power supplied under the Subscription Contract by 
approximately 3 aMW to serve production load at Port Townsend’s OCC recycled pulp facility.   
 
In 1996, Port Townsend’s contract demand under the 1981 contract was adjusted from 16.6 MW 
to 20.5 MW as the result of a Technological Allowance, as provided for in Section 5(d) of the 
contract.  In 2005, the Administrator determined that a portion of the Technological Allowance, 
the part associated with the OCC facility, was not in fact a Technological Allowance but rather a 
plant expansion.  Thus, it was eligible to receive service from a preference utility pursuant to 
BPA’s Atochem policy.  Because the OCC facility was less than 10 MW, it was not a new large 
single load and thus Clallam could purchase firm power at the applicable PF rate rather than the 
new resources (NR) rate. 
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Clallam’s request cited a portion of the February 2005 Record of Decision (ROD), concerning 
Bonneville Power Administration’s Policy for Power Supply Role for Fiscal Years 2007-2011.  
Included, from page 56 of that ROD, are statements memorializing the Administrator’ 
conclusion that the approximately 3 aMWs of production load at Port Townsend’s OCC recycled 
pulp facility could be served at the PF rate.  The ROD states, in pertinent part: 
 

BPA knows that in 1996 Port Townsend added a new facility at its site to reprocess old 
corrugated cardboard (OCC) and that this new facility could have taken service from the 
District because the load associated with the new OCC facility was in excess of Port 
Townsend’s (formerly Crown Zellerbach) then Contract Demand.  BPA will continue to 
apply the Atochem decision to any current or former DSI production load that takes 
service from a local utility and will not penalize Port Townsend for requesting additional 
service from BPA in 1996 rather than taking service from the District at that time.  BPA 
finds that the OCC facility was completed in 1996 and would have been eligible to be 
served separately from Port Townsend’s Contract Demand load by the District.  As such 
it represents the only known instance of a separate facility at a DSI that qualifies for non-
NLSL local utility service under the Atochem policy.  BPA believes that for current or 
former DSI production load, only load that meets the test of being (1) a production load 
added to a DSI site after November 16, 1992, (the date of the Atochem ROD) and 
therefore load that was not part of the DSIs Contract Demand under its initial 1981 
contract Exhibit C; and, (2) new load that is a separate production of a different product, 
is eligible to be served by the local utility under Atochem.  The approximately 3 aMWs 
of production load at Port Townsend’s OCC recycled pulp facility is the only DSI load 
that BPA is aware of that meets the above tests. 

 
A copy of Bonneville Power Administration’s Policy for Power Supply Role for Fiscal Years 
2007-2011, Administrator’s Record of Decision (February 2005) is attached hereto as 
Attachment 3. 
 
In correspondence dated June 16th BPA approved Clallam’s request to increase the amount of 
Contracted Power available under its Subscription Contract to serve only the OCC portion of 
Port Townsend’s total load.  If Clallam ultimately serves the OCC facility, Port Townsend’s 
contract demand will be reduced accordingly by approximately 3.275 MW.  A copy of BPA’s June 
16th letter responding to Clallam is attached hereto as Attachment 4. 
 
At this time, it is BPA’s understanding that Port Townsend and Clallam have been working 
together to determine how best to satisfy their respective needs with respect to transfer of the 
OCC load to Clallam.  However, their consideration of this issue was driven by the assumption 
that BPA would be providing service to Port Townsend’s non-OCC load for a longer term, based 
on the two-year contract that had been distributed for public comment.  Had BPA moved forward 
with that proposal prior to October 1st, it is likely that Clallam and Port Townsend would have 
worked out all of the details needed for Clallam to provide service to the OCC load and Port 
Townsend would be receiving service for the OCC load from Clallam at the PF (preference) rate.  
However,  Port Townsend and Clallam are reluctant to take these final steps if, in the final 
analysis, BPA is unable to provide service to the non-OCC load over a longer time horizon, at 
least significantly longer than this one-month second substitute interim transaction that BPA is 
now offering, for the remaining portion of Port Townsend’s load.  Thus, given the continuing 



Page 5 

service uncertainties, it is appropriate to allow Clallam and Port Townsend to defer any further 
consideration of Clallam providing service to the OCC load until a final decision is made with 
respect to longer-term non-OCC service.  Thus, for the term of this second substitute interim 
transaction, BPA will serve the OCC load and the other Port Townsend facility load by providing 
20 MW of firm power in a flat block each hour to Port Townsend at a FPS-10 rate that is 
equivalent to the currently applicable IP-10 rate for the period. 
 

3. BPA will not be required to make additional purchases to provide Port Townsend 
with power under this agreement.   

 
BPA does not forecast the need to make any purchases to serve Port Townsend under this second 
substitute interim transaction.  BPA has determined it has the surplus power available to serve 
the additional 3 MW associated with the OCC load.  Thus, additional or incremental purchases 
during the one month term of this second substitute interim transaction will not be required. 
 

4. The Second Substitute Interim Transaction with Port Townsend makes economic 
sense for BPA.   

 
On September 2, 2009, BPA began discussions with Port Townsend regarding the need for an 
October transaction, and provided the contract for signature on September 24, 2009.  Port 
Townsend signed the agreement the next day. 
 
BPA’s analysis indicates that the benefits to BPA of entering into the second substitute interim 
transaction equal or exceed any costs associated with the transaction.  In considering the 
economics of the second substitute interim transaction BPA evaluated the benefits it would 
obtain by entering into the transaction as compared to the potential opportunity costs of a firm 
surplus sale of a comparable energy product delivered at Mid-Columbia (Mid-C) market trading 
hub that might arguably have been foregone. 
 
Forward market prices for flat blocks of power for October delivery as determined by the 
following are all below the IP-10 equivalent rate of $32.62/MWh for a sale of the same period 
(see copies of the FPS-10 and IP-10 rate schedules as well as BPA’s calculation of the IP 
equivalent rate for October 2009 attached hereto as Attachment 5): 
 
1) BPA’s mean forecast of market prices for flat blocks of power for October delivery equals 
$25.87/MWh (see copy of Aurora market price forecast result for October 2009 attached hereto 
as Attachment 6); 
 
2) When BPA began discussions with Port Townsend on September 2nd, prices quoted by 
brokers for flat blocks of power for October delivery (i.e., prices based on transactable market 
quotes for delivery at Mid-C) equaled $26.42/MWh.  This established that the market price was 
well below the IP rate for October, and provided a basis to begin drafting a confirmation 
agreement that would memorialize a sale of power to Port Townsend at an IP equivalent rate.  
Over the 16-day period that BPA drafted the agreement with Port Townsend, the market price 
moved both upward and downward, averaging $32.17/MWh.  BPA’s average of prices quoted by 
brokers for flat blocks of power for October delivery (i.e., prices based on transactable market 
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quotes for delivery at Mid-C) from September 2nd through September 24th and the average for the 
period are attached hereto as Attachment 7.  The market price on the day BPA provided the 
agreement for Port Townsend’s signature was $34.96/MWh.   
 
Because simple day to day price volatility is common to the electricity commodity, BPA did not 
consider the temporary price movements to reflect any substantive change in the opportunity 
value of the energy.  When BPA makes sales like this, which are not simply standard commodity 
transactions, it relies much less on the hour to hour, and day to day price fluctuations quoted in 
the broker market for forward delivery and  relies more on pricing that reflects the period of the 
negotiations.  BPA also takes into consideration where it believes the price will trend as time 
moves closer to the delivery period.  In September BPA considered it very likely that prices 
would drop as we move closer to October and into spot deliveries during the month of October.  
BPA recognizes that natural gas price movements contribute to price movements in electric 
power markets in the Pacific Northwest as a preponderance of the generating resources 
establishing marginal prices for electric power are fueled by natural gas.  BPA based its 
expectation of a downward trend for spot deliveries throughout the month of October on the 
Short-Term Energy Outlook of the Department of Energy’s Energy Information Administration 
(EIA), the EIA’s natural gas storage levels published in its Weekly Natural Gas Storage Report 
and the continuing slow economic recovery.  The EIA’s Short-Term Energy Outlook for 
September 2009, the EIA’s Weekly Natural Gas Storage Report for September 24, 2009 and a 
September 30, 2009 article in the Wall Street Journal are attached hereto as Attachment 8. 
 
 
Further consideration of additional benefits accruing to BPA as a result of entering into this 
transaction reinforce the market analysis supporting BPA’s determination that the market value 
of the energy it will sell Port Townsend is less than the value of the same energy sold at the IP 
equivalent rate for October.  By adjusting both the value of the IP equivalent sale and the value 
of a market equivalent sale to make these two pricing scenarios comparable, BPA’s effective 
market price is reduced even further below that of an IP equivalent sale: 
 
  a. The IP rate assumes power delivery at the federal busbar (where it is generated) 
and the DSI/buyer purchases its own transmission to take the power from the federal busbar to its 
load.  Prices quoted in the broker market assume power is delivered by the seller (BPA) to the 
buyer at the Mid-C market hub.  Thus, BPA incurs an incremental transmission cost when it sells 
power at Mid-C at a price equal to the broker quotes.  BPA has subtracted this transmission cost 
from a quoted Mid-C market price to determine BPA’s opportunity cost of an equivalent IP sale 
to Port Townsend.  This savings to BPA drives the comparable market value of the energy even 
further below the value of an IP equivalent sale. 
 
  b. The energy rate table in the IP-10 rate schedule reflects an $0.80/MWh credit 
for the value of the Minimum DSI Operating Reserve – Supplemental to compensate DSIs for 
their provision of contingency reserves to BPA.  The Reserve Provisions in the second substitute 
interim transaction with Port Townsend are intended to implement a contingency reserve 
equivalent to the requirement that sales under the IP rate provide the Minimum DSI Operating 
Reserve – Supplemental, which permits BPA to interrupt deliveries of electric power to Port 
Townsend in the event of a power system disturbance.  To accurately compare an interruptible IP 
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sale to a firm sale at the market price, this $0.80/MWh would be added back into the IP 
equivalent rate because the market price quotes do not have any discount to compensate the 
buyer for providing contingency reserves.  By considering the addition of the $0.80/MWh back 
into the IP equivalent rate, the comparative market value of the energy is even further below the 
value of an IP equivalent sale. 
 
Finally, Port Townsend will pre-pay BPA on October 1 for all deliveries for the entire month, 
thereby fully mitigating any payment default risk. 
 
This agreement represents a continuation of service to Port Townsend at a rate consistent with 
the court's decisions in PNGC I and PNGC II, and the sale will not lead to any changes in 
environmental effects.  Further, this type of agreement is consistent with BPA's Short-Term 
Marketing and Operating Arrangements ROD of January 22, 1996, a copy of which is attached 
hereto as Attachment 9. 

 
CONCLUSION 

 
For the foregoing reasons, BPA has decided to enter into a second substitute interim transaction 
(31 days) commencing October 1, 2009, for the sale of 20 MW of power flat each hour to Port 
Townsend at a FPS-10 rate equal to the average IP-10 rate for October 2009, pending a final 
decision by BPA in a separate record of decision with respect to service to Port Townsend 
beginning November 1, 2009. 
 
 
 
    //s// Allen Burns 

_______________________ 
Allen Burns 
Acting Deputy Administrator 
 

Attachments 
  






















































































































































































































































































































































































































































































































































