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ADMINISTRATOR’S PREFACE

Since 1999, the Pacific Northwest has installed more than 7,000 megawatts of wind energy to
add to its already-abundant endowment of zero-carbon hydroelectric resources. This has been a
tremendous accomplishment for the region and has built on the Northwest’s legacy of
sustainable energy and economic development. More than 4,500 MW of the region’s wind
generation is now integrated into BPA’s balancing authority area. We have dedicated significant
resources, in terms of both transforming our operations and expanding our transmission grid, to
facilitate this development. | am committed to continuing to collaborate with our customers and
stakeholders to further help the Northwest meet its renewable resource objectives in a reliable
and cost-effective fashion.

Amidst this generally positive success story have come some challenges, with springtime
generation oversupply being perhaps the most controversial. To me, the oversupply issue has
been somewhat disheartening, because it pits two clean energy resources—hydro and wind—and
their respective interests against each other at a time when we should be working collaboratively
to find ways to better leverage and harmonize our zero-carbon resources.

The oversupply issue raises important public policy questions as well as issues of fairness and
equity. In many ways, the issue is an unintended consequence of two important public policy
objectives: promoting renewable resource development and protecting aquatic life, including
endangered species, consistent with the law. At the same time, BPA must continue to fulfill its
historic mission of providing power and transmission services at the lowest possible rates
consistent with sound business principles. The combination of total dissolved gas standards for
the Federal hydro system and production incentives for renewable resource development has
created a complicated issue of how best to mitigate and allocate costs while ensuring that BPA
balances its multiple statutory responsibilities.

The region has already spent considerable time and resources seeking a long-term, widely
supported solution to this difficult issue. So far our discussions have not succeeded. While the
region continues to seek alternative ways to manage oversupply, | believe the Oversupply
Management Protocol will serve as a reasonable approach to defining and mitigating costs.
Meanwhile, we face the difficult question of how to allocate oversupply costs.

As the Administrator of BPA, | must select one alternative from a set of cost allocation
alternatives under consideration in this rate case. | understand and respect the perspectives of the
many parties to this case. | have taken into account all of their submissions, including those filed
in response to the Draft Record of Decision. | have selected an alternative that | believe is
consistent with our multiple statutory responsibilities, is rooted in the basic principles of cost
causation and fairness that underlie BPA’s rate directives, and reflects the guidance we have
received from FERC.

The Northwest has a promising future of sustainable energy and economic development. | look
forward to working with regional interests to identify a long-term solution to the oversupply
issue that harmonizes our zero-carbon hydro and wind energy resources.

0S-14-A-02
Administrator’s Preface
Page P-1



This page intentionally left blank.



1.0  INTRODUCTION

The Bonneville Power Administration (BPA) conducted the OS-14 rate proceeding to establish
rates to recover costs attributable to BPA’s Oversupply Management Protocol (OMP). The
scope of the OS-14 rate proceeding includes determination of the costs to be recovered by the
rates, functionalization and allocation of the costs, and features of the proposed OS-14 rate
schedule. The OS-14 rate will become effective upon confirmation and approval by the Federal
Energy Regulatory Commission (FERC or Commission).

1.1 The Oversupply Management Protocol

BPA markets power from the Federal hydro projects operated by the U.S. Army Corps of
Engineers (Corps) and the Bureau of Reclamation in the Pacific Northwest. During spring
runoff, water flows can be higher than needed to meet regional electric load and exports. In
addition, water storage and hydro generating capacity at Federal dams are limited. Therefore,
excess water sometimes must be spilled over the dams’ spillways (channels to permit the release
of excess water). However, high levels of spill can create excessive amounts of total dissolved
gas (TDG) in the water, which can lead to gas bubble trauma that threatens the health of the
ecosystem and aquatic life, including Endangered Species Act (ESA)-listed fish. Bonneville
Power Administration, BPA’s Interim Environmental Redispatch and Negative Pricing Policies:
Administrator’s Record of Decision 5-11 (2011).

The states of Washington and Oregon have authority under the Clean Water Act (CWA) to set
TDG levels. BPA must adhere to both the CWA and the ESA. Therefore, the Corps and the
Bureau of Reclamation plan Federal Columbia River Power System (FCRPS) operations to
comply with applicable state and tribal water quality standards and minimize excess TDG to the
extent practicable by limiting the amount of excess spill. For the last several years, spill and
water quality constraints were adopted by court order in litigation mandating that spill operations
be conducted as set forth in annual spill orders and Fish Operation Plans. Nat’l Wildlife Fed'n v.
Nat’l Marine Fisheries Serv., 839 F. Supp.2d 1117 (D. Or. 2011).

To avoid excess spill, historically BPA offered to displace non-Federal generation with low-cost
or free Federal hydropower. In recent years, however, BPA has integrated 4,500 megawatts of
wind generation into the Federal Columbia River Transmission System (FCRTS). Some wind
generators receive Federal production tax credits (PTCs) and state renewable energy credits
(RECs). PTCs are credits against wind generators’ Federal income taxes, and RECs are credits
that purchasers of wind generation can use to satisfy their obligations under state law to ensure
that a certain percentage of the electricity they sell is produced by renewable resources. Since
the generators are granted credits based on the amount of energy they generate, wind generators
have no incentive to accept free power to curtail their production and allow BPA to mitigate
excess spill.

In March 2011 BPA established an interim environmental redispatch policy under which BPA
displaced generators that did not accept offers of free power during periods of high water. BPA
substituted free Federal hydropower for the displaced generation. Wind generators and other
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parties filed a complaint with the Commission under section 211A of the Federal Power Act.
That Act authorizes the Commission to order unregulated transmitting utilities (including BPA)
to offer transmission service on terms and conditions that are comparable to the terms and
conditions under which they provide transmission service to themselves and that are not unduly
discriminatory or preferential. The complainants argued that BPA’s policy discriminated against
wind projects.

The Commission held that BPA’s environmental redispatch policy violated section 211A and
directed BPA to file tariff revisions within 90 days that addressed the comparability concerns
raised in the proceeding in a manner that provides comparable transmission service that is not
unduly discriminatory or preferential.

BPA responded by adopting the Oversupply Management Protocol, under which BPA
compensates displaced generators for certain costs related to displacement, including (1) PTCs;
(2) RECs unbundled (sold separately) from the sale of energy; and (3) for contracts executed
prior to March 6, 2012, certain losses under bundled contracts (sales of renewable energy credits
and energy together) because of the generators’ failure to deliver wind power. Fredrickson et al.,
0S-14-E-BPA-01, at 5.

On March 6, 2012, BPA filed the OMP with the Commission. In the filing, BPA informed the
Commission that it intended to make an initial proposal in the oversupply rate case to allocate
50 percent of the costs of oversupply to power customers and 50 percent to wind generators.

On December 20, 2012, the Commission issued an order conditionally accepting the OMP on an
interim basis, subject to BPA’s filing a new cost allocation proposal within 90 days. BPA
requested rehearing on this issue and also requested a stay of the compliance filing deadline to
allow BPA to complete its rate case. The Commission denied rehearing but granted BPA’s
request for a stay, extending the deadline for filing the cost allocation methodology to a date

30 days after BPA submits its final oversupply rate decision to the Commission.

BPA’s original OMP expired on March 30, 2013. Therefore, on March 1, 2013, BPA filed an
updated protocol to be effective from March 31, 2013, through September 30, 2015. The
Commission has not yet ruled on this filing.

1.2 Procedural History of this Rate Proceeding

On November 8, 2012, BPA published its “Notice of Proposed 2014 Oversupply Rates” in the
Federal Register. 77 Fed. Reg. 66,963. As noted above, on December 20, 2012, the
Commission issued an order conditionally approving the protocol but rejecting BPA’s suggested
cost allocation. BPA held a conference call with the parties on January 10, 2013, and a
workshop on January 16, 2013, to discuss how to proceed with the OS-14 rate case in light of the
Commission’s ruling. Based on these discussions, BPA counsel filed an unopposed motion to
suspend the procedural schedule. BPA also asked the parties to submit proposed cost allocation
alternatives and agreed to provide an analysis of the rate impacts of all alternatives. BPA
analyzed each alternative to determine the proportion of oversupply costs that would be paid by
each customer class and presented its results at a workshop held February 11, 2013.

0S-14-A-02
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BPA and the parties agreed that the parties would file narrative statements that included their
factual and legal positions, to be followed by a standard rate case schedule that would include a
BPA supplemental proposal, parties’ direct cases, and rebuttal testimony. The parties filed their
narrative statements on March 18, 2013. BPA filed its supplemental proposal on April 12, 2013.
Close of participant comment was May 22, 2013. The parties filed their direct cases on May 23,
2013. BPA and the parties filed rebuttal testimony on July 24, 2013. All parties waived cross-
examination.

The Draft Record of Decision (ROD) was issued February 13, 2014. Parties submitted
their briefs on exceptions March 4, 2014. This OS-14 Final Record of Decision is being
issued March 27, 2014. Order Granting BPA’s Motion to Amend Procedural Schedule,
0S-14-HOO-38.

1.3 Legal Guidelines Governing Establishment of the OS-14 Rates

1.3.1 Statutory Guidelines

Section 7(a)(1) of the Northwest Power Act directs the Administrator to establish, and
periodically review and revise, rates for the sale and disposition of electric energy and capacity
and for the transmission of non-Federal power. 16 U.S.C. 8 839e(a)(1). Rates are to be set to
recover, in accordance with sound business principles, the costs associated with the acquisition,
conservation, and transmission of electric power, including the amortization of the Federal
investment in the FCRPS (including irrigation costs required to be paid by power revenues) over
a reasonable period of years. Id. Section 7 of the Northwest Power Act also contains rate
directives describing how rates for individual customer groups are to be derived.

Section 7(a)(1) of the Northwest Power Act reaffirms the applicability of section 5 of the Flood
Control Act of 1944 (Flood Control Act), which directs that rate schedules shall encourage the
widespread use of power at the lowest possible rates to consumers consistent with sound
business principles. 16 U.S.C. 8 825s. Section 5 of the Flood Control Act also provides that rate
schedules shall be drawn having regard to the recovery of the cost of producing and transmitting
electric energy, including the amortization of the Federal investment over a reasonable number
of years. Id.

Section 7(a)(1) of the Northwest Power Act also reaffirms the applicability of sections 9 and 10
of the Federal Columbia River Transmission System Act of 1974, 16 U.S.C. § 838 (Transmission
System Act), which include requirements similar to those of the Flood Control Act. Section 9 of
the Transmission System Act, 16 U.S.C. § 838g, provides that power and transmission rates shall
be established (1) with a view to encouraging the widest possible diversified use of electric
power at the lowest possible rates to consumers consistent with sound business principles;

(2) with regard to the recovery of the cost of producing and transmitting electric power,
including amortization of the capital investment allocated to power over a reasonable period of
years; and (3) at levels that produce such additional revenues as may be required to pay, when
due, the principal, premiums, discounts, expenses, and interest in connection with bonds issued
under the Transmission System Act. Section 10 of the Transmission System Act,
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16 U.S.C. § 838h, allows for uniform rates and specifies that the costs of the Federal
transmission system shall be equitably allocated between Federal and non-Federal power
utilizing the system.

Finally, section 211A of the Federal Power Act provides that the Commission has the authority
to require unregulated transmitting utilities (which, as noted, includes BPA) to provide
transmission services at rates that are comparable to those that the unregulated transmitting
utility charges itself. 16 U.S.C. § 824j-1(b). The Commission ordered BPA to file an
oversupply rate that satisfies this standard. Iberdrola Renewables, Inc., v. Bonneville Power
Admin., 137 FERC 1 61,185 (2011).

1.3.2 The Broad Ratemaking Discretion VVested in the Administrator

The Administrator has broad discretion to interpret and implement statutory directives applicable
to ratemaking. These directives focus on cost recovery and do not restrict the Administrator to
any particular rate design methodology or theory. See Pacific Power & Light Co. v. Duncan,
499 F. Supp. 672 (D. Or. 1980); accord City of Santa Clara v. Andrus, 572 F.2d 660, 668

(9th Cir. 1978) (“most widespread use” standard is so broad as to permit “the exercise of the
widest administrative discretion”); ElectriCities of North Carolina v. Southeastern Power
Admin., 774 F.2d 1262, 1266 (4th Cir. 1985).

The United States Court of Appeals for the Ninth Circuit (Ninth Circuit or Court) has recognized
the Administrator’s ratemaking discretion. Central Lincoln Peoples’ Utility District v. Johnson,
735 F.2d 1101, 1116-29 (9th Cir. 1984) (“Because BPA helped draft and must administer the
[Northwest Power] Act, we give substantial deference to BPA’s statutory interpretation”);
PacifiCorp v. FERC, 795 F.2d 816, 821 (9th Cir. 1986) (“BPA’s interpretation is entitled to great
deference and must be upheld unless it is unreasonable”); Atlantic Richfield Co. v. Bonneville
Power Admin., 818 F.2d 701, 705 (9th Cir. 1987) (BPA’s rate determination upheld as a
“reasonable decision in light of economic realities™); Dep 't of Water and Power of the City of
Los Angeles v. Bonneville Power Admin., 759 F.2d 684, 690 (9th Cir. 1985) (“Insofar as agency
action is the result of its interpretation of its organic statutes, the agency’s interpretation is to be
given great weight”); Pub. Power Council v. Bonneville Power Admin., 442 F.3d 1204, 1211
(9th Cir. 2006) (“[The General Rate Schedule Provisions] are entirely bound up with BPA’s rate
making responsibilities, and we owe deference to the BPA in that area”). The Supreme Court of
the United States has also recognized the Administrator’s ratemaking discretion. Aluminum Co.
of Am. v. Cent. Lincoln Peoples’ Util. Dist., et al. 467 U.S. 380, 389 (1984) (“The
Administrator’s interpretation of the [Northwest Power Act] is to be given great weight.”).

1.3.3 Waiver of Issues by Failure to Raise in Briefs

Pursuant to section 1010.13(b) of BPA’s rules for general rate proceedings, 51 Fed. Reg. 7611
(1986), arguments not raised in parties’ briefs are deemed to be waived. Under this provision, a
party’s brief must specifically address the legal or factual dispute at issue. Blanket statements
that seek to preserve every issue raised in testimony will not preserve the matter at issue.

However, a party need only raise an issue in either its initial brief or its brief on exceptions.
While a party may wish to reassert an issue for other reasons, the party need not reassert an issue
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in its brief on exceptions in order to avoid waiving the issue. All arguments raised by a party in
its initial brief shall be deemed to have been raised in the party’s brief on exceptions. Special
Rules of Practice to Govern These Proceedings, OS-14-HOO-02.

1.4 Federal Energy Regulatory Commission Confirmation and Approval of Rates

Under the Northwest Power Act, BPA’s rates become effective upon confirmation and approval
by the Commission. 16 U.S.C. § 839¢(a)(2) and (k). The Commission’s review is appellate in
nature, based on the record developed by the Administrator. U.S. Dep 't of Energy—Bonneville
Power Admin., 13 FERC { 61,157, 61,339 (1980). The Commission may not modify rates
proposed by the Administrator but may only confirm, reject, or remand them. U.S. Dep’t of
Energy—Bonneville Power Admin., 23 FERC { 61,378, 61,801 (1983). Pursuant to

section 7(i)(6) of the Northwest Power Act, 16 U.S.C. 8839¢(i)(6), the Commission has
promulgated rules establishing procedures for the approval of BPA rates. 18 C.F.R. Part 300
(1997).

Under section 211A of the Federal Power Act, the Commission may remand transmission rates
to an unregulated utility for review and revision if necessary to meet the requirements of the
section. 16 U.S.C. § 824j-1(g).

14.1 Standard of Commission Review

The Commission reviews BPA’s rates under the Northwest Power Act to determine whether they
(1) are sufficient to ensure repayment of the Federal investment in the FCRPS over a reasonable
number of years after first meeting BPA’s other costs; and (2) are based on BPA’s total system
costs. With respect to transmission rates, Commission review includes an additional
requirement: to ensure that the rates equitably allocate the cost of the Federal transmission
system between Federal and non-Federal power using the system. 16 U.S.C. § 839¢e(a)(2).

See U.S. Dep'’t of Energy—Bonneville Power Admin., 39 FERC 1 61,078, 61,206 (1987). The
limited Commission review of rates permits the Administrator substantial discretion in the design
of rates and the allocation of power costs, neither of which is subject to Commission jurisdiction.
Cent. Lincoln Peoples’ Util. Dist. v. Johnson, 735 F.2d 1101, 1115 (9th Cir. 1984).

Under section 211A of the Federal Power Act, the Commission has the authority to require
unregulated transmitting utilities to provide transmission services at rates that are comparable to
those that the unregulated transmitting utility charges itself. 16 U.S.C. § 824j-1(b).

1.5 Related Topics

This section discusses topics that are related to the OS-14 rate case but are outside its scope.

Although the OS-14 rate case is separate from the last BPA general rate case (BP-14), the issue
of whether BPA should include a mechanism in its transmission rate schedules for the recovery
of oversupply costs was raised in the BP-14 proceeding. This issue is addressed in section 1.3.2
of the BP-14 Power and Transmission Rate Proceeding Administrator’s Final Record of
Decision, July 2013, BP-14-A-03.
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Issue 1.5.1

Whether BPA'’s decision to substitute zero-cost generation from the FCRPS for displaced wind
and thermal generation violates section 7(i) of the Northwest Power Act, because BPA has not
established a rate for the power provided to the displaced generators.

Parties’ Positions

Iberdrola argues that BPA’s replacement of wind and thermal generation with “free” FCRPS
generation is the sale of power at a rate of zero and therefore must be made under an established
rate. Iberdrola Br., 0S-14-B-IR-01, at 52-53. According to Iberdrola, in this proceeding BPA is
seeking to establish “an oversupply rate to collect its displacement costs,” but will be in violation
of section 7(i) of the Northwest Power Act if it does not establish a rate for the sale of power to
the displaced generators. 1d. at 53.

BPA Staff’s Position

This issue was raised for the first time in Iberdrola’s initial brief. Consequently, Staff has not
taken a position on the matter.

Evaluation of Positions

First, this issue is outside the scope of this proceeding. As explained in the Federal Register
notice, BPA initiated the OS-14 rate case solely to “establish rates to recover the costs already
incurred under the Oversupply Management Protocol, and any future costs incurred up to
September 30, 2015, in the event the Oversupply Management Protocol is renewed after it
expires on March 30, 2013.” 77 Fed. Reg. 66,963, 66,964 (Nov. 8, 2012). The notice
specifically excluded from the proceeding “rates previously established or to be established in
any other rate case.” ld. at 66,965. Therefore, no other rate is at issue in this proceeding.

Second, assuming the displacement is in fact a sale of power, BPA has an established rate that
supports the sale at a rate of zero. BPA’s Firm Power Products and Services Rate Schedule,
FPS-14, provides for “the purchase of Firm Power ... for use inside and outside the Pacific
Northwest.” Under section 2.1 of the rate schedule, the rate is “as specified by BPA or as
mutually agreed by BPA and the Customer.” In addition to displacement under the OMP, at
times BPA has entered into bilateral sales of power at a zero price, based on the FPS rate
schedule. The OMP itself provides that, before displacing generation under the protocol, BPA
will dispose of as much excess power as possible through bilateral sales:

Before displacing generation under this attachment, Transmission Provider will
take the following actions when available and Transmission Provider determines
they will reduce or avoid the need for displacement:

a. sales through bilateral marketing, including offering to sell power at zero cost.

All of these sales are made under the FPS rate schedule. If displacement is considered a sale of
power, it is also supported by this rate schedule.
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Decision
The question of whether BPA must establish a rate for the displacement of wind and thermal

generation with Federal generation is outside the scope of this proceeding. In addition,
assuming the displacement is a sale of power, BPA’s FPS-14 rate supports the sale.

Issue 1.5.2

Whether BPA’s Open Access Transmission Tariff allows BPA to charge transmission customers
for oversupply costs.

Parties’ Positions

Iberdrola argues that BPA’s Oversupply Management Protocol provides no authority for BPA to
allocate oversupply costs to any customers because “it has expired by its own terms; it does not
allow an allocation of costs on transmission customers or generators within Bonneville’s
[balancing authority area] generally; and it has not been finally approved by the Commission.”
Iberdrola Br., OS-14-B-IR-01, at 51. In addition, Iberdrola argues, although section 9 of BPA’s
tariff provides BPA with the ability to propose changes to rates, terms, and conditions of service,
the OMP is not a “service,” so it “cannot become integrated into Bonneville’s tariff through this
mechanism.” 1d.

BPA Staff’s Position

The transmission tariff sets out the terms and conditions of transmission service, not the rates.
Metcalf et al., OS-14-E-BPA-03, at 12. If an entity is taking service under the tariff or is subject
to tariff provisions, such as the OMP, the entity is subject to the applicable rate. Id.

Evaluation of Positions

BPA’s authority to set rates to recover its costs, including oversupply costs, is not based on

its Open Access Transmission Tariff or the OMP. BPA is required by law to establish

rates to recover its costs and does so under the authority of the Northwest Power Act.

16 U.S.C. § 839e(a). BPA has incurred costs caused by oversupply and expects that it will
continue to do so. Fredrickson et al., OS-14-E-BPA-01, at 6-7. The Northwest Power Act
authorizes and obligates BPA to recover these costs. 16 U.S.C. § 839¢e(a). Sections 1.3 and 1.4
of this ROD explain in detail the statutory guidelines BPA follows in setting its rates, the
Administrator’s discretion in setting rates, and the Commission’s role in confirming and
approving BPA’s rates.

For similar reasons, section 9 of the transmission tariff is irrelevant to this proceeding. Section 9
allows BPA to change the terms and conditions of its tariff upon approval by the Commission.
The tariff does not include any rates, and BPA will not include the oversupply rate in the tariff.
Therefore, the establishment of the oversupply rate is not a change to the tariff, and section 9
does not apply.
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Decision
BPA has the authority and responsibility under the Northwest Power Act to establish rates that

recover its costs, including oversupply costs. This authority is based on BPA’s incurrence of
costs and is not derived from its Open Access Transmission Tariff.

Issue 1.5.3

Whether BPA should pay negative market prices or enter into mutually agreeable arrangements
with wind generators to manage oversupply events rather than use the OMP.

Parties’ Positions

Several parties argue that BPA should pay negative market prices instead of using the

OMP. Caithness states that the purpose of the OMP “is to avoid the need [for BPA] to accept
negative prices for unsold hydro energy during times when it has more unsold energy than
federal load. The purpose of OMP ... is revenue maximization.” Caithness Br., OS-14-
B-CS-01, at 36. Iberdrola argues that BPA should “abandon its oversupply proposals and
negotiate mutually agreeable bilateral arrangements with parties for displacement during
oversupply events, and pay negative prices as necessary.” Iberdrola Br., OS-14-B-IR-01, at 61.
RNP states that oversupply events can be managed with “storage agreements, displacement
agreements, increased spill, and disposing of excess hydropower at the prevailing market price
.... In this proceeding, BPA should reverse its previous policy decision to not pay market-
determined negative prices to dispose of excess hydropower.” RNP Br., OS-14-B-RN-01, at 27-
28.

JP03 argues that BPA should decline to answer arguments about whether to pay negative market
prices, because they are outside the scope of the rate case. JP03 Br., OS-14-B-JP03-01, at 37-38.
In addition, JPO3 argues, the issue of whether BPA should pay negative prices was litigated at
the Commission, and the Commission has conditionally accepted the OMP. Id. at 38. JP03 also
argues that BPA would be taking on substantial financial risk in exposing itself to negative
market prices and could pay far in excess of the compensation now being paid under the OMP.
Id. at 38-39.

WPAG also argues that BPA should not address issues related to paying negative market prices

because BPA will be forced to accept “whatever negative prices sellers demanded.” WPAG Br.,
0S-14-B-WG-01, at 17-18.

BPA Staff’s Position
Staff did not address this issue in testimony.
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Evaluation of Positions

The Federal Register notice defines the scope of the OS-14 rate case and provides in part:

[T]he following issues are not part of the scope of the case, and the Hearing
Officer is directed to strike all testimony concerning these issues: the terms of the
Oversupply Management Protocol; whether the Oversupply Management
Protocol complies with the Commission’s Order issued on December 7, 2011;
whether BPA took all actions to avoid using the Oversupply Management
Protocol, including the payment of negative prices to generators outside of BPA’s
balancing authority area; the scope of BPA’s environmental obligations; program
levels and program level forecasts for any BPA program; and rates previously
established or to be established in any other rate case.

77 Fed. Reg. 66,963, 66,965.

As set forth in the Federal Register notice, issues raised by parties that fall outside the scope of
the rate case will not be addressed. This rate case is intended only to set rates to recover costs
incurred under the OMP. Moreover, whether BPA should pay negative prices instead of using
the OMP is not a rates issue and therefore is not an appropriate issue for any rate case. This
issue has been raised in various other forums and should be discussed there. Thus, this issue is
specifically excluded from the rate case and will not be addressed.

In their briefs on exceptions, RNP and Iberdrola cite the Hearing Officer’s order denying BPA’s
motion to strike testimony concerning possible alternatives to OMP, including the payment of
negative market prices. RNP Br. Ex., 0S-14-R-RN-01, at 6-7; Iberdrola Br. Ex., OS-14-
R-IR-01, at 3-4 (both quoting Order Denying BPA’s Motions to Strike the Testimony of IR,
JPO5, PX, MS, and CS, 0S-14-HOO-31, at 4-5). Both parties quote the Hearing Officer’s
statement that, although the Federal Register notice directed the Hearing Officer to strike
testimony concerning BPA’s payment of negative prices outside its balancing authority area, it
did not direct him to strike testimony concerning BPA’s payment of negative prices within its
balancing authority area. RNP Br. Ex., 0OS-14-R-RN-01, at 6-7; Iberdrola Br. Ex., OS-14-R-IR-
01, at 3-4.

The Hearing Officer’s decision to permit the testimony to provide context and background, or so
that parties might try to persuade BPA to adopt an alternative to OMP, does not mean that the
Administrator must or should decide a policy question such as this in the rate case. BPA adopted
the oversupply protocol outside the rate case and filed it with the Commission in the ongoing
litigation under section 211A of the Federal Power Act. The parties argued extensively in that
case that BPA should pay negative market prices; thus, they had a separate forum to make that
case. No party argued at any point that BPA was required to establish its oversupply policy in a
rate case.

Section 7(i) of the Northwest Power Act provides that the Administrator shall “establish ...
rates” following the procedures of the Act. 16 U.S.C. § 839¢e(i). The protocol is an operational
and policy document. It does not establish rates. Although the parties might believe that BPA
could effectively mitigate its oversupply costs through a different policy, a similar argument
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could be made with respect to any BPA policy: there are always alternatives. Acceptance of the
parties’ argument would convert an operational decision into a rates issue and establish an
inappropriate and unnecessary precedent for future operational decisions.

Iberdrola argues that an agency has a duty to consider alternatives to its chosen policy and give a
reasoned explanation for its rejection of such alternatives. Iberdrola Br. Ex., OS-14-R-IR-01,

at 6 (internal citation omitted). Although that is true, it misconceives the issue. As amply
demonstrated in the filings in the FERC litigation, BPA extensively considered alternatives to the
oversupply protocol, and in fact deploys the protocol only as a last resort. The issue is whether
BPA must determine in a rate case which alternative to choose. As noted above, BPA
appropriately made this determination outside the rate case.

Decision

Whether BPA should pay negative prices or enter into mutually agreeable arrangements with
wind generators is outside the scope of this or any rate case.

Issue 1.5.4

Whether BPA has the authority to compensate generators under the Oversupply Management
Protocol.

Parties’ Positions

WPAG argues that “BPA has not been granted the authority by Congress to make PTC or REC
payments under circumstances not permitted under the legislation establishing such programs.”
WPAG Br., 0S-14-B-WG-01, at 20. According to WPAG, “BPA is asserting the authority to
amend or extend these state and federal subsidy programs to provide payment to wind generators
when the Congress and state legislatures have determined that no such payment should be
made.” Id. at 19.

WPAG renews this argument in its brief on exceptions, arguing that the Federal Register notice
did not proscribe discussion of the lawfulness of the costs BPA seeks to allocate to customers in
the rate proceeding. WPAG Br. Ex., 0S-14-R-WG-01, at 10-11.

BPA Staff’s Position

Staff did not address this issue in testimony.

Evaluation of Positions

For the same reasons as stated in response to Issue 1.5.3, this issue is not a rate case issue and
will not be addressed. The Federal Register notice excluded discussion of “the terms of the
Oversupply Management Protocol.” 77 Fed. Reg. 66,963, 66,965 (Nov. 8, 2012). BPA makes
payments under the terms of the OMP; BPA convened this rate case to determine how to
functionalize and allocate the costs incurred under the protocol. WPAG’s argument is a
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challenge to the OMP rather than to the rate. Therefore, if WPAG wishes to challenge the OMP,
it should raise the issue in the appropriate forum.

Nevertheless, to respond briefly to WPAG’s argument, in its initial brief WPAG acknowledged
that under section 4(h)(10)(A) of the Northwest Power Act, “BPA has broad authority to make
expenditures to mitigate impacts of the Federal hydro system on fish and wildlife in the
Columbia River and its tributaries.” WPAG Br., 0S-14-B-WG-01, at 19. WPAG argues,
however, that section 4(h)(11)(A)(ii) of the Act restricts BPA’s authority to make payments to
Federal projects only. Id. at 19-20.

WPAG is correct that BPA has broad authority under section 4(h)(10)(A) to make expenditures
to mitigate the effects of the FCRPS on fish and wildlife. That section states:

The Administrator shall use the Bonneville Power Administration fund and the
authorities available to the Administrator under this Act and other laws
administered by the Administrator to protect, mitigate and enhance fish and
wildlife to the extent affected by the development and operation of any
hydroelectric project of the Columbia River and its tributaries ....

16 U.S.C. § 839b(h)(10)(A).

The Commission determined that BPA’s displacement of wind generators without compensation
violated section 211A of the Federal Power Act. After considering all viable alternatives, BPA
adopted the Oversupply Management Protocol, under which BPA displaces generators with
compensation. Section 4(h)(10)(A) and the authorities available to BPA under the Northwest
Power Act and other laws administered by the Administrator, including 16 U.S.C. 88 832a(f),
838i(b)(12), and 839f, provide the authority for these payments.

WPAG, however, misreads section 4(h)(11)(A)(ii), which is irrelevant to this rate case and to the
issue of whether and how BPA compensates displaced wind generators. WPAG cites the
following language from that section:

If, and to the extent that, such other Federal agencies as a result of such
consideration [of the Power Planning Council’s program] impose upon any non-
Federal electric power project measures to protect, mitigate, and enhance fish and
wildlife which are not attributable to the development and operation of such
project, then the resulting monetary costs and power losses (if any) shall be borne

by the Administrator in accordance with this subsection.
Id. § 839b(h)(11))(A)(ii).

This language has two elements. First, by its terms it applies only when a Federal agency
imposes a mitigation measure on a non-Federal electric power project. In Pub. Util. Dist. No. 1
of Douglas Cty. v. Bonneville Power Admin., 947 F.2d 386, 393 (9th Cir. 1991), which WPAG
also cites, the court noted that section 4(h)(11)(A)(ii) applies to “the imposition of a measure on
[a] non-federal hydroelectric project ... [that the] project must then itself carry out.” Second, it
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requires the Administrator to compensate non-Federal hydroelectric projects for mitigation
imposed on them by Federal regulators to address impacts on fish and wildlife from Federal
dams. 16 U.S.C. § 839b(h)(11)(A)(ii).

Section 4(h)(11)(A)(ii) does not apply to the Oversupply Management Protocol because
no fish and wildlife mitigation measures are being imposed by a Federal regulator on any
non-Federal hydroelectric project to mitigate impacts of the FCRPS. Instead, BPA is
taking action to mitigate harm to fish and wildlife. Section 4(h)(11)(A)(ii) has nothing to
do with measures BPA itself undertakes to mitigate the effects of Federal projects.

Decision

Whether BPA has the authority to compensate wind generators for displacement is outside the
scope of this or any rate case.

1.6 Procedural Issues

Issue 1.6.1

Whether failing to provide parties an opportunity to submit surrebuttal testimony violated
section 7(i)(2)(A) of the Northwest Power Act and BPA’s Rules of Procedure Governing Rate
Hearings.

Parties’ Positions

Iberdrola argues that the “procedural schedule did not provide parties an opportunity to submit
surrebuttal testimony or otherwise comment upon Bonneville’s Rebuttal Proposal.” Iberdrola
Br., 0S-14-B-IR-01, at 55. Iberdrola claims that BPA’s “failure to allow parties to respond to its
Rebuttal Proposal creates a significant procedural deficiency” in that “Bonneville’s failure to
adjust the procedural schedule to allow for surrebuttal testimony after it changed its rate
proposal” violated section 7(i)(2)(A) of the Northwest Power Act and BPA’s Rules of Procedure
Governing Rate Hearings. Id.

RNP argues that “BPA’s submission of a Rebuttal Proposal in rebuttal testimony without giving
parties the opportunity to respond creates a procedural deficiency under the Northwest Power
Act and the Administrative Procedure Act.” RNP Br., OS-14-B-RN-01, at 23. RNP argues that
under the Administrative Procedure Act “a reviewing court may ‘hold unlawful and set aside
agency action, findings, and conclusions found to be ... without observance of procedure
required by law.”” 1d. at 24 (quoting 5 U.S.C. § 706(2)(D)). RNP argues that if BPA adopted
the rebuttal proposal it would violate the Administrative Procedure Act because BPA would “not
hav[e] observed the procedure required by the Northwest Power Act.” I1d.

In its brief on exceptions, Caithness states that “[n]o party rebuttal of [the] third BPA proposal
was permitted.” Caithness Br. Ex., OS-14-R-CS-01, at 11.
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BPA Staff’s Position

Iberdrola and RNP raised this issue for the first time in their initial briefs and Caithness in its
brief on exceptions. Therefore, Staff did not address it in testimony.

Evaluation of Positions

The parties misconceive the procedural rules that govern the rate case and place blame on BPA
Staff for their failure to pursue their procedural rights. Iberdrola and RNP note that under
section 7(1)(2) of the Northwest Power Act parties must be provided “an adequate opportunity ...
to offer refutation or rebuttal of any material submitted by any other person or the
Administrator.” Iberdrola Br., OS-14-B-IR-01, at 55 (quoting 16 U.S.C. 8§ 839¢(i)(2)(A));

RNP Br., OS-14-B-RN-01, at 24. More fully, section 7(i)(2) provides that the hearing shall be
conducted “by a hearing officer to develop a full and complete record” and that the opportunity
to offer refutation or rebuttal shall be provided “by the hearing officer.” 16 U.S.C. 88 839e(i)(2)
& 839%(i)(2)(A).

BPA’s procedural rules carry forth the statutory responsibility and authority of the hearing
officer. As quoted by Iberdrola, the rule concerning testimony provides that parties “shall be
provided an adequate opportunity ... to offer refutation or rebuttal on any material submitted by
any other person or the Administrator.” Iberdrola Br., OS-14-B-IR-01, at 55 (quoting 16 U.S.C.
8§ 839¢(i)). Also as quoted by Iberdrola, the same rule makes clear that it is the hearing officer
who provides such opportunity: “In lieu of cross-examination, the hearing officer is encouraged
to allow the filing of surrebuttal testimony on an issue.” 1d. at 56 (quoting Bonneville Power
Administration Rules of Procedure Governing Rate Hearings 8 1010.11(a)(2)) (Rules of
Procedure).

Thus, BPA Staff does not provide the opportunity to offer surrebuttal testimony or decide
whether the parties are able to do so. Instead, the hearing officer does so, just as the hearing
officer, not BPA, establishes the entire procedural schedule. The procedural rules provide that,
at the prehearing conference, “the hearing officer shall ... establish a procedural schedule for the
entire hearing.” Rules of Procedure § 1010.6(d). The hearing officer established the initial
procedural schedule in this case after BPA and the parties had agreed on the schedule and
submitted a proposed, uncontested schedule at the prehearing conference. Order Establishing
Schedule, 0S-14-HOO-01. BPA Staff did not establish the procedural schedule.

Nor did BPA Staff amend the schedule at any time. The procedural schedule was amended eight
times in this case. Each time BPA filed a motion to amend—after testing the proposed schedule
with the parties—which the hearing officer then granted.

For example, after the rate case was briefly suspended for settlement discussions, BPA filed a
motion to resume the case on a new schedule with certain new procedures. The hearing officer
granted the motion, observing that “BPA notes that the parties have come to a general agreement
on these procedures in order to resume this proceeding.” Order Granting BPA’s Motion and
Amending Procedural Schedule, OS-14-HOO-22, at 1. In subsequent orders amending the
schedule, the hearing officer noted that “BPA circulated the proposed schedule among the parties
in advance of filing its motion and received no objections.” See, e.g., Order Granting BPA
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Motion to Amend the Procedural Schedule, OS-14-HOO-30, at 1; Order Granting BPA Motion
to Amend the Procedural Schedule, OS-14-HOOQO-32, at 1; Order Granting BPA’s Motion to
Amend Procedural Schedule, 0S-14-HOO-37, at 1.

Thus, BPA does not amend the schedule, and Iberdrola and RNP are alleging that BPA Staff
failed to take an action it cannot take. Similarly, Caithness claims that BPA did not “permit”
surrebuttal, even though Caithness never requested it. If any of these parties believed they would
have benefitted from filing surrebuttal testimony, they had every right and ample opportunity to
file a motion to amend the schedule, just as BPA Staff did a number of times. However, none of
them made such a motion or asked BPA to do so, and they now attempt to place their failure to
pursue their procedural rights on BPA Staff.

Moreover, the parties’ argument suggests that BPA can never change its initial proposal, at least
not without providing for more process. Yet the very purpose of parties’ testimony (as to those
parties opposed to elements of BPA’s initial proposal) is to convince BPA Staff or the
Administrator to pursue a different course. Thus, the possibility that BPA may change its
proposal is a fundamental part of the process rather than an extraordinary event that necessarily
entails additional process.

In this case, Staff’s rebuttal testimony responded to the arguments that parties raised in their
direct testimony. Many parties raised reasonable concerns with certain portions of Staff’s
supplemental proposal, which Staff addressed by offering the Administrator another proposal to
consider. Ifthe parties’ procedural position were adopted, BPA Staff could never incorporate
parties’ ideas into its rate case proposals in its rebuttal testimony without violating the Northwest
Power Act. This result would not be helpful to the rate case parties and is unnecessary given the
parties’ right to file procedural motions at any time.

For the above reasons, RNP is incorrect in its assertion that BPA violated the Administrative
Procedure Act. As explained above, BPA followed the procedures of the Northwest Power Act;
therefore, BPA observed procedures required by law.

Decision

BPA did not fail to provide parties an opportunity to submit surrebuttal testimony. Parties had
the right to file motions with the hearing officer requesting the opportunity to file surrebuttal
testimony, but failed to do so.
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2.0 OVERSUPPLY COST ALLOCATION
2.1 Introduction

211 History of the OS-14 Rate Proceeding

BPA Staff’s initial proposal was to allocate half of oversupply costs to power customers and half
to the generators that submitted displacement costs under OMP. Fredrickson et al., OS-14-
E-BPA-01, at 7-8. Staff testified that

the costs are caused by two separate factors—the obligation to avoid spilling
excess water over the dams that would harm endangered fish and other aquatic
life, and the integration of approximately 4,000 MW of wind generation that
requires compensation for displacement. Both of these factors result in the need
for the OMP and cause the costs; however, we believe it is impossible to precisely
quantify how much each factor contributes. We do know that the costs related to
oversupply would not exist without either factor.

Id. at 8.

After Staff released its initial proposal, the Commission issued an order on December 20, 2012,
accepting the OMP conditioned on BPA’s submitting an acceptable cost allocation methodology.
The Commission stated that BPA’s 50/50 allocation proposal (which BPA had not formally
submitted to the Commission for review, but which BPA briefly described in its OMP filing) did
not result in comparable transmission service for displaced wind generators. Parker et al.,
0S-14-E-BPA-02, at 2-3.

BPA and the parties then prepared a revised procedural schedule. The first step under the
revised schedule was for the parties to submit narrative statements of position for BPA Staff to
consider in formulating a supplemental proposal. In their statements, the parties proposed a
range of cost allocation methodologies: (1) allocate the costs to transmission rates by melding the
costs into existing transmission rates; (2) allocate the costs to power rates; and (3) allocate the
costs to the generation that is on-line during oversupply events (this option was suggested only in
the context of a settlement). Id. at 10. In its supplemental proposal, Staff proposed to charge the
costs to transmission customers based on their scheduled use of the transmission system during
oversupply event hours. Id. at 4.

In their direct cases, parties generally supported one of two cost allocation methodologies:
BPA’s power customers (preference customers and one direct-service industrial customer)
argued that oversupply costs should be allocated to transmission rates, and BPA’s transmission-
only customers (including wind generators, marketers, and investor-owned utilities) argued that
the costs should be allocated to power rates.

In its rebuttal testimony, Staff proposed to allocate the costs to generation within BPA’s
balancing authority area that had scheduled power during oversupply event hours. (A balancing
authority area is defined by the National Electric Reliability Corporation (NERC) as “[t]he
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collection of generation, transmission, and loads within the metered boundaries of the Balancing
Authority. The Balancing Authority maintains load-resource balance within this area.” Glossary
of Terms Used in NERC Reliability Standards, at 9 (Jan. 23, 2014). NERC has been certified by
the Commission as the Electric Reliability Organization responsible for developing and
enforcing electric reliability standards under section 215 of the Federal Power Act.) The
difference between this proposal and Staff’s supplemental proposal is that the supplemental
proposal included in the cost allocation wheel-throughs (transmission of power across BPA’s
transmission system from a source outside the BPA balancing authority to a delivery point
outside the BPA balancing authority) and wheel-ins (wheeling of generation sourced outside
BPA’s balancing authority area), and the rebuttal proposal does not. (“Wheeling” is the
transmission of another party’s power.)

212 Cost Allocation Alternatives Considered by this Record of Decision

Four cost allocation alternatives are considered in this Record of Decision: (1) allocation to
transmission rates; (2) allocation to customers using BPA’s transmission system during
oversupply event hours; (3) allocation to generation in BPA’s balancing authority area scheduled
during oversupply event hours; and (4) allocation to power rates. Because of the Commission’s
December 20, 2012, order, Staff’s initial proposal to allocate 50 percent of the costs to power
rates and 50 percent to wind generators is not considered a viable alternative. The four
alternatives are briefly described below.

2.1.2.1 Alternative 1: Allocate oversupply costs either to all transmission rates or to
network rates.

BPA’s power customers propose to allocate oversupply costs to transmission rates. JP03 and
WPAG argue that the oversupply protocol is needed to maintain load-resource balance in the
BPA balancing authority area, which is fundamental to transmission system reliability and
benefits all transmission system users. Therefore, these parties argue, oversupply costs should be
allocated to all transmission rates. JP03 Br., 0S-14-B-JP03-01, at 7, 23; JP03 Br. Ex., OS-14-
R-JP03-01, at 2; WPAG Br., 0S-14-B-WG-01, at 15; WPAG Br. Ex., 0S-14-R-WG-01, at 7-8.

WPAG and JP03 also propose that FY 2012-2013 oversupply costs should be paid out of
transmission financial reserves. WPAG Statement, OS-14-P-WG-01, at 5; JP03 Statement,
0S-14-P-JP03-01, at 4. For FY 2014-2015, WPAG proposes that costs should be forecast and
treated as a component of the transmission revenue requirement that is allocated to all firm
transmission rates, including rates for firm use of the interties. WPAG Statement, OS-14-
P-WG-01, at 5. WPAG proposes that any over- or under-collection of costs be addressed in the
rate case following the rate period in which the over- or under-collection occurs, with any credit
or cost being allocated in the same manner as forecast costs. Id.

JP03 proposes that FY 2014-2015 costs be forecast and treated as a component of the Network
segment revenue requirement and recovered through firm Network rates—PTP, NT, IR, and
FPT. JPO3 Statement, OS-14-P-JP03-01, at 5. JPO3 proposes that transmission customers that
have a transmission contract for Intertie service but no Network service should pay a share of
oversupply costs through a rate adder. 1d. JP03 also proposes that BPA provide an annual
accounting of displacement costs that builds on the accounting required by the OMP. Id.
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2.1.2.2 Alternative 2: Allocate oversupply costs to all customers with scheduled use of
BPA’s transmission system during oversupply event hours.

BPA Staftf’s supplemental proposal was to charge transmission customers for oversupply costs
based on their transmission schedules during oversupply event hours (hours in which BPA
displaces generation under the protocol), including schedules for generation sourced outside
BPA’s balancing authority area and schedules for resources that are displaced under the
oversupply protocol. Parker et al., OS-14-E-BPA-02, at 4, 7. Under this proposal, if the
generation source on the transmission schedule is Federal power, costs are charged to BPA and
passed through to BPA’s power customers. Id. at 9. If the generation is non-Federal, costs are
charged to the transmission contract holder. Id. at 7-8.

Costs charged to BPA would be reallocated to BPA power customers based on Tier 1 Cost
Allocators (TOCAS) that are modified to include non-Priority Firm power customers. Id. at 9;
Fredrickson et al., OS-14-E-BPA-01, at 9-11. (Priority Firm Power (PF) rate customers are
BPA’s public body, cooperative, and Federal agency customers within the Pacific Northwest.
Thus, BPA’s other customers are the non-Priority Firm power customers. A TOCA is the billing
determinant—the unit to which the rate is applied—that represents each firm power customer’s
proportionate share of BPA’s power costs.)

The rate would be based on a customer’s scheduled use of transmission during oversupply event
hours, aggregated monthly. Parker et al., OS-14-E-BPA-02, at 9. The rate would recover

FY 2012 administrative costs through a separate one-time charge and would recover FY 2013-
2015 administrative costs half through general power rates and half through general transmission
rates. Id. at 8-9.

Staff’s supplemental proposal included an Unauthorized Decrease Charge (UDC) that would
apply to Slice/Block customers (customers with particular power purchase agreements) that
failed to take delivery of Slice energy equal to or greater than their Slice minimum delivery
amount for each hour in which generation is displaced under the OMP. Id. at 15. The charge
would also apply for failure to take delivery of hourly Block amounts. 1d. However, Staff later
withdrew the proposed UDC, agreeing with parties that more discussion with customers and
other stakeholders was needed before determining whether to include a UDC in BPA’s rates.
Metcalf et al., OS-14-E-BPA-03, at 3.

In support of its supplemental proposal, Staff testified that oversupply is a result of both BPA’s
environmental responsibilities and renewable generation that will not voluntarily curtail for zero-
priced power. Parker et al., OS-14-E-BPA-02, at 4-5. Staff noted that one causal factor was
BPA’s open access transmission policies, which have contributed to the costs of oversupply by
increasing non-Federal use of BPA’s transmission system. ld. Staff’s supplemental proposal
included wheel-ins and wheel-throughs, because any user of BPA’s transmission system that will
not voluntarily displace its deliveries with free Federal hydropower indirectly contributes to the
cost of solving the oversupply problem. Id.
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2.1.2.3 Alternative 3: Allocate oversupply costs to seneration in BPA’s balancing
authority area scheduled during oversupply event hours.

Staft’s rebuttal proposal was to charge oversupply costs to generators in the BPA balancing
authority area based on their transmission schedules during oversupply event hours, including
transmission schedules for resources that are displaced under the oversupply protocol. Metcalf
et al., 0S-14-E-BPA-03, at 5. The primary difference between this proposal and Staff’s
supplemental proposal is that the rebuttal proposal limits allocation of oversupply costs to
generation in BPA’s balancing authority area. Id. at 2. MSR supports this cost allocation as a
temporary measure and part of a proposed overall strategy for BPA and customers to work
toward permanent solutions to the oversupply issue. MSR Brief, 0S-14-B-MS-01, at 6;

MSR Br. Ex., OS-14-R-MS-03, at 3.

The limitation to generation in the balancing authority area is based on Staff’s understanding that
BPA’s obligation to take action to mitigate harm to fish and wildlife extends only to resources
over which BPA has operational control as the balancing authority; that is, generation in the
balancing authority area. Metcalf et al., OS-14-E-BPA-03, at 10-11.

2.1.2.4 Alternative 4: Allocate oversupply costs to power rates.

BPA’s transmission-only customers propose to allocate all oversupply costs to power customers
on the grounds that oversupply costs are caused by fish mitigation obligations and BPA’s
inability to sell excess power, and the Northwest Power Act requires that such costs be allocated
to power rates. Caithness Br., OS-14-B-CS-01, at 21; Iberdrola Br., OS-14-B-IR-01, at 61;
JPO5 Br., 0S-14-B-JP05-01, at 27-28 and 33-38; JP05 Br. Ex., 0S-14-R-JP05-01, at 2-3;
Powerex Br., 0S-14-B-PX-01, at 28; RNP Br., 0S-14-B-RN-01, at 27-28; SCE Br., OS-14-
B-SC-01, at 16; TransAlta Br., OS-14-B-TC-01, at 15. Several of these parties argue that BPA
should abandon the oversupply protocol and use a market-based approach to manage oversupply
conditions. Caithness Br., OS-14-B-CS-01, at 43; Caithness Br. Ex., 0S-14-R-CS-01, at 2;
Iberdrola Br., OS-14-B-IR-01, at 61; Iberdrola Br. Ex., OS-14-R-IR-01, at 7; JPO5 Br., OS-14-
B-JP05-01, at 53; JPO5 Br. Ex., 0S-14-R-JP05-01, at 13; RNP Br., OS-14-B-RN-01, at 27-28;
RNP Br. Ex., OS-14-R-RN-01, at 7-8.

Some transmission-only customers offer no specific recommendation regarding the treatment of
the costs in power rate design. Others argue that oversupply costs should be added to secondary
revenue because they are no different from the secondary revenue that BPA forecasts in each rate
case. Caithness Br., 0S-14-B-CS-01, at 35-36; RNP Br., OS-14-B-RN-01, at 27-28. Caithness
proposes that forecast oversupply costs be included in base power rates, and that a CRAC-like
adjustment be used for any net extraordinary oversupply cost. Caithness Br., 0S-14-B-CS-01,

at 43-44.
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2.2 Oversupply Cost Allocation Methodology

Issue 2.2.1
Which methodology BPA should adopt for allocation of oversupply costs.

Parties’ and BPA Staff’s Positions
The cost allocation methodologies supported by parties and Staff are outlined in section 2.1.2.

Evaluation of Positions

BPA’s decision is to adopt Alternative 3, under which costs are allocated to generators in the
balancing authority area based on their transmission schedules during oversupply event hours.
Alternative 3 best aligns with principles of cost causation because the scheduling of generation
during oversupply events, as measured by transmission schedules, causes the need to displace
generation and hence oversupply costs, and because the need to displace extends only to
generators within BPA’s balancing authority area.

In some hours, however, BPA does not have sufficient load to absorb the additional generation
that must be produced to minimize excess TDG, and BPA must take all reasonable actions to
avoid excess spill. BPA has determined that the displacement of other generating resources in
BPA’s balancing authority area—resources that BPA has operational control over—is a
reasonable action to satisfy this obligation. Fredrickson et al., OS-14-E-BPA-01, at 3. Because
BPA does not have operational control over resources outside its balancing authority area, it has
concluded that it does not have the same obligation with respect to those resources.

Before the interconnection and integration of wind generation, BPA would offer generators low-
cost or even free power for displacement. Operators of thermal generation generally accepted
these offers, because they saved on fuel costs and their loads were served by BPA’s power. Id.
at 3-4. As stated earlier, however, wind generators receive Federal and state benefits that are
based on the amount of energy they generate. Id. at 4. At the Federal level, some wind
generators receive PTCs, which are tax credits granted for every kilowatthour of electricity
produced by the generator. At the state level, some receive RECs, which utilities use to comply
with state laws under which a certain percentage of the electricity they sell must be generated by
renewable energy. Id. The wind generators do not receive these credits for periods in which
they are shut down, and therefore they have an incentive to continue operating even when there
is an oversupply of energy. Thus, wind generators do not accept BPA’s offers of free power.

In recent records of decision concerning the interconnection of wind projects, BPA identified the
need for displacing wind generators to mitigate the impact of the interconnection of wind on
BPA’s fish and wildlife obligations. Metcalf et al., OS-14-E-BPA-03, at 7-8. If not for the
interconnection of wind generation, BPA would have met its fish and wildlife obligations by
displacing generation in its balancing authority area with free Federal hydropower, as it did in
the past, and BPA would not incur any costs for oversupply. It follows that those generators
responsible for causing the costs should bear a share of the costs BPA incurs in meeting that
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responsibility. Alternative 3 follows this logic because it allocates costs to generators in BPA’s
balancing authority area—all of the generators that affect BPA’s fish and wildlife obligations.

In its brief on exceptions, RNP argues that BPA did incur oversupply costs before the
interconnection of wind on its system. RNP Br. Ex., OS-14-R-RN-01, at 5. The evidence RNP
presents for this conclusion, however, does not support it. First, RNP cites testimony in a FERC
proceeding by Stephen R. Oliver, BPA Vice President for Generation Asset Management, that
BPA bid —$500 on one occasion in the California marketplace “to help ensure that the bid would
be taken.” Id. (quoting Yourkowski and Lindsay, OS-14-E-RN-01, at 8, and Pascoe, OS-14-E-
CS-01, at 8-9).

RNP omits other crucial parts of Mr. Oliver’s testimony, which was attached as an exhibit to
RNP’s rate case testimony. Mr. Oliver testified that BPA bid a total of 526 MW on the hour in
question: 226 MW at —$500/MWh, 100 MW at $90/MWh, and 200 MW at $§500 MWh. Of those
bids, a total of 226 MW was accepted at two prices: 200 MW at $144 and 26 MW at $500.
Pascoe, OS-14-E-CS-01, Ex. V01, at 32. Thus, BPA sold no power at a negative price and did
not in fact incur costs because of oversupply. Instead, BPA earned revenue. As Mr. Oliver
testified, BPA bid 226 MW at a negative price simply to ensure that its bid would be accepted,
fully expecting that the market would clear at a positive price.

The other example RNP cites is from 1983, when it appeared that an excess of water would
require BPA to spill water and waste the potential energy that could be generated. To avoid this
result, BPA purchased scheduling rights to the Trojan nuclear plant from Trojan’s majority
owners. BPA then shut down the nuclear plant and sold replacement energy to the owners.
RNP Br. Ex., 0S-14-R-RN-01, at 5 (citing Bean and Froese, OS-14-E-IR-01, at 16-17).

As RNP notes, BPA purchased the Trojan scheduling rights and sold replacement energy to the
Trojan owners. The purchase price for the scheduling rights was $13.1 million; the sale price of
the replacement power was $15.5 million. Thus, to avoid spill BPA sold power for a net price of
$2.4 million. Cal. Energy Res. Conservation and Dev. Comm ’n V. Bonneville Power Admin.,
754 F.2d 1470, 1472 (9th Cir. 1985). As the court noted, “BPA still profited from the
transactions because its cost of generating the replacement power was near zero.” Id. In this
situation as well, BPA did not incur costs because of oversupply but instead realized positive net
revenues.

JPO5 argues in its brief on exceptions that the record in this rate case is insufficient to establish
that displacing only generation in BPA’s balancing authority area satisfies BPA’s fish and
wildlife obligations. JP05 Br. Ex., 0S-14-R-JP05-01, at 3-4. Staff testified to its understanding
of BPA’s fish and wildlife obligations. It was this understanding that informed Staff’s rate case
proposal. For example, in its direct testimony Staff testified that, before the integration of wind
generation, BPA would displace thermal generation in its balancing authority area to meet its
fish and wildlife obligations. Fredrickson et al., OS-14-E-BPA-01, at 3-4. In its rebuttal
testimony, Staff testified that allocating oversupply costs only to generation in the balancing
authority area would be consistent with BPA’s environmental responsibilities because “[o]ur
understanding is that BPA does not have a similar obligation to displace generators outside its
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balancing authority area because BPA did not interconnect them and does not have operational
control over their output.” Metcalf et al., OS-14-E-BPA-03, at 4; see also id. at 10-11.

Caithness, Iberdrola, JP05, Powerex, RNP, SCE, and TransAlta advocate for the adoption of
Alternative 4, which allocates all costs to power rates. These parties argue that oversupply is
caused solely by BPA’s fish and wildlife obligations and inability to sell excess power, and thus
oversupply costs are power costs that must be allocated to power rates. Caithness Br., OS-14-
B-CS-01, at 36; Iberdrola Br., 0S-14-B-1R-01, at 10, 28; JP05 Br., 0S-14-B-JP05-01, at 15, 25;
Powerex Br., 0S-14-B-PX-01, at 9; RNP Br., 0S-14-B-RN-01, at 27; SCE Br., BP-14-B-SC-01,
at 4; TransAlta Br., 0S-14-B-TC-01, at 2. These arguments overlook the fact that BPA incurred
no oversupply costs before the interconnection and integration of wind generation. Because of
the interconnection of wind generation in BPA’s balancing authority area, and because these
generators require compensation for displacement, BPA now incurs oversupply costs. As
discussed below, BPA’s power customers will still ultimately bear almost three-quarters of the
oversupply costs, as Federal generation is almost three-quarters of the generation online during
an oversupply event. It is not equitable for them to bear all the costs related to the additional
displacement obligation created by the interconnection of wind generation in BPA’s balancing
authority area.

Further, several of the parties’ arguments demonstrate a misunderstanding of BPA’s
environmental responsibilities and the causes of BPA’s displacement obligation. For example,
Caithness argues that “BPA wrongly assumes that if the wind generators did not exist in BPA’s
Balancing Authority, then the loads served by those wind generators would have been supplied
by thermal generation that it could have displaced voluntarily with positively priced, excess BPA
power during times of high hydro runoff.” Caithness Br., OS-14-B-CS-01, at 15. Caithness
concludes that, because state requirements to buy renewable energy would still exist, those loads
would still buy renewable energy, not Federal hydropower. Id. at 15-16.

This may be true; however, if wind generators did not exist in BPA’s balancing authority area,
the loads would be buying renewable energy from generators outside the balancing authority
area. As explained above, BPA satisfies its environmental responsibilities when it displaces the
generation in its balancing authority area, over which BPA has operational control. Because
BPA does not have operational control over generation outside its balancing authority area, BPA
would not (and indeed could not) displace the renewable generators in Caithness’s example and
would not incur costs.

In its brief on exceptions, Caithness reiterates the above argument, adding that the wind-energy
power loads are available to BPA only because wind generators chose to locate inside BPA’s
balancing authority area. Caithness Br. Ex., OS-14-R-CS-01, at 5, 7-8. Had they located outside
the balancing authority area, Caithness states, BPA would have had the same hydro oversupply
but would not have used OMP to serve the wind generators’ loads. Id. at 7. Therefore,
Caithness claims, wind generation is not the cause of the problem; it is the solution. Id. at 8.

Caithness again overlooks the fact that BPA’s generation control does not extend outside its
balancing authority area. Therefore, as discussed above, if the wind generators had located
outside the balancing authority area, BPA would not need to displace their generation to meet its
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environmental obligations. Caithness assumes that BPA would have the same obligation to
displace, but less load available to displace. This is incorrect; BPA would need to displace only
the generation that had located inside its balancing authority area. Thus, if wind generators did
not exist in BPA’s balancing authority area, the situation would be just as it was before the
interconnection of wind generation: BPA would not incur oversupply costs.

Similarly, JPO5 argues that “[i]f there were no non-Federal generation on BPA’s transmission
system, BPA would not be able to curtail non-Federal generation so that its power function could
substitute Federal power for non-Federal power.” JPOS Br., OS-14-B-JP05-01, at 19. Again, if
there “were no non-Federal generation on BPA’s transmission system,” BPA would not need to
seek displacement to satisfy its environmental responsibilities.

Conversely, although JP03 and WPAG urge BPA to adopt Alternative 1, they argue that wind
generation is the sole cause of oversupply costs, and that under a strict “but for” causation wind
generation should bear all oversupply costs. JP03 Br., 0OS-14-B-JP03-01, at 13-21; WPAG Br.,
0S-14-B-WG-01, at 8-10. Their argument overlooks the fact that if not for its environmental
responsibilities, BPA would have no need to displace wind generators. Just as it would not be
equitable for BPA’s power customers to bear all oversupply costs, it would not be equitable for
the wind generators to bear all the costs.

Alternative 3 strikes a balance between these competing positions by allocating costs to all
generation in the balancing authority area based on scheduled generation. When BPA displaces
generation, it is in essence finding load to absorb Federal hydropower that must be generated to
reduce TDG levels. See Metcalf et al., OS-14-E-BPA-03, at 7 (oversupply is partly due to “a
lack of load to absorb additional energy”). The scheduled generation by non-Federal generators
in BPA’s balancing authority area represents the amount of generation BPA must displace (at
least down to a generator’s minimum generation level for reliability purposes) with Federal
generation to the extent necessary to mitigate excess spill. See Frederickson et al., OS-14-
E-BPA-01, at 3 (displacement of generating resources interconnected in BPA’s balancing
authority area is a “reasonable action” BPA must take to reduce spill).

The more wind generation that is scheduled, the more generation BPA must displace to avoid
excess spill, and the greater the costs of compensating these generators. Each generator’s
schedule represents that generator’s contribution to BPA’s total obligation (BPA’s obligation is
to produce enough additional Federal hydroelectric generation to minimize excess TDG to the
extent practicable; therefore, BPA must reduce scheduled non-Federal generation by the amount
of the necessary additional hydroelectric generation). Applying this methodology to the
displacement that took place in 2012, BPA estimates that Federal power generation would be
allocated 72 percent of oversupply costs, wind generation 14 percent, and thermal generation

14 percent. Data Response JP03-BPA-2.

Although MSR supports BPA’s cost allocation methodology, in its brief on exceptions MSR
states that BPA incorrectly blames wind generation for causing the oversupply problem.

MSR Br. Ex., 0S-14-R-MS-03, at 4-7. Instead, MSR argues, the “oversupply problem is
fundamentally due to BPA not having enough load scheduled when it must run its hydroelectric
generation,” and wind generators’ receipt of PTCs and RECs “does not mean wind generators
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caused the fundamental problem.” Id. at 4. BPA does not blame oversupply exclusively on
wind generators. Staff has explained that oversupply is a result of multiple factors, including
BPA’s fish and wildlife obligations and the interconnection of wind generation. Metcalf et al.,
0OS-14-E-BPA-03, at 6-7.

Caithness, Iberdrola, JP05, and RNP argue that charging displaced wind generators based on
their schedules violates section 211A of the Federal Power Act. That issue is addressed in

Issue 2.3.2. They also argue that it is unfair to charge the displaced wind generators, because
they are not using the transmission system. Caithness Br., 0S-14-B-CS-01, at 17-18; Iberdrola
Br., 0S-14-B-1R-01, at 44-47; JPO5 Br., OS-14-B-JP05-01, at 43-44; RNP Br., 0S-14-B-RN-01,
at 13-15. However, the fact that the wind generation is displaced does not mean that these
customers are not using the transmission system. Their loads are being served, and they are
being compensated for their displacement costs under the OMP. Fredrickson et al., OS-14-
E-BPA-01, at 5-6.

In its brief on exceptions, RNP challenges this reasoning on the ground that, because they must
pay the oversupply rate, the wind generators are not made whole. RNP Br. Ex., OS-14-
R-RN-01, at 4. However, it is reasonable that they pay the rate since, as noted above, when BPA
invokes the OMP the wind generators’ loads are still being served. Their financial losses stem
from the fact that the loads are not being served with wind generation. Yet under the OMP, BPA
compensates them for losses related to the difference in the type of generation. Therefore, they
receive transmission service and are kept whole for any difference in service as a result of the
use of the protocol. Economically they are in the same position as any other generation in BPA’s
balancing authority area including Federal generation, and it is appropriate that they pay the
same oversupply rate.

Moreover, if wind generators did not schedule power during oversupply hours, BPA would incur
no oversupply costs. 1d. at 4. As explained above, the existence of wind generation in the BPA
balancing authority area is one of the primary causes of oversupply costs. If wind generators
were not charged for their displaced schedules, in most oversupply events they would bear no
oversupply costs, thus placing the entire cost obligation on BPA’s other customers. This result
would violate cost causation principles. Metcalf et al., 0S-14-E-BPA-03, at 4.

As stated above, it is the scheduling of generation that necessitates the use of the OMP.
Therefore, to determine which generators cause OMP costs, it is necessary to examine the
schedules submitted before BPA deploys the OMP. Those scheduled amounts, up to the
additional amount that BPA must generate to avoid exceeding state gas limits, represent the
amount of generation that BPA must displace in order to mitigate excess spill. Id. at 5.

In its brief on exceptions, WPAG argues that, because only the displacement of wind generation
causes BPA to incur costs, other non-Federal generation scheduling during an oversupply event
should not be allocated any costs. WPAG Br. Ex., 0S-14-R-WG-01, at 6-7. As stated above,
however, each generator’s schedule represents that generator’s contribution to the total
displacement obligation required to minimize excess TDG to the extent practicable. Itis
appropriate that all generators in BPA’s balancing authority area pay their share of the total
oversupply obligation.
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Moreover, Alternative 3 is consistent with the Commission’s statements. The Commission
rejected BPA’s proposed allocation of 50 percent of oversupply costs to wind generation because
wind generation was only “a fraction of the firm transmission service on Bonneville’s system
during oversupply situations,” adding that BPA should allocate oversupply costs based on
“Bonneville’s management of the transmission system during oversupply situations.” lberdrola
Renewables, Inc., v. Bonneville Power Admin., 141 FERC 61,234, at P 45 (2012) (emphasis
added). The Commission concluded that BPA should submit “a methodology to allocate
displacement costs in a manner that equitably allocates such costs to all firm transmission
customers based on their respective transmission usage during oversupply situations, or setting
forth a different method altogether that ensures comparability in the provision of transmission
service by Bonneville.” Id. at P 46 (emphasis added; footnote omitted).

Alternative 3 allocates costs based on BPA’s “management of the transmission system” during
oversupply events because, as explained above, in order to mitigate excess TDG BPA is required
to displace only those generators that are in its balancing authority area. Alternative 3 allocates
costs only to such generators. In addition, Alternative 3 recognizes that wind generation is only
a fraction of the scheduled generation during an oversupply event and allocates costs based on
the fraction of total scheduled generation that wind generation represents.

In its brief on exceptions, JP05 argues that the Commission did not state that BPA should
allocate costs based on management of the transmission system during oversupply conditions,
and that, in any event, implementing OMP does not involve management of the transmission
system. JP05 Br. Ex., OS-14-R-JP05-01, at 6-7. WPAG also disagrees that BPA’s cost
allocation methodology is consistent with the Commission’s orders because BPA is allocating
costs based on schedules rather than firm transmission use and has excluded transmission
customers with generation outside BPA’s balancing authority area. WPAG Br. Ex., OS-14-
R-WG-01, at 4-5.

The Commission’s intent in its order is a matter for the Commission. However, Alternative 3
appears consistent with the Commission’s principles regarding cost causation and comparability.
As to JP05’s contention that OMP does not involve management of the transmission system,
OMP is triggered by the submission of transmission schedules in BPA’s balancing authority
area. OMP involves managing these transmission schedules in a way that ensures that BPA
meets its fish and wildlife obligations.

As noted, JP03 and WPAG advocate for adoption of Alternative 1, under which costs are
allocated to the Network segment and spread across all transmission users. Their position is
based on the premise that the OMP exists primarily to manage the reliability of the transmission
system, which is a benefit to all transmission users. JP03 Br., OS-14-B-JP03-01, at 23, 25;
WPAG Br., 0S-14-B-WG-01, at 16. Thus, JPO3 states, allocation of costs to the Network
segment based on reservations or peak usage would assign “costs to each customer in proportion
to its firm rights to use the system.” JP03 Br., OS-14-B-JP03-01, at 25. JPO3 states that this cost
assignment would ensure that “all customers bear proportionate shares of the system
management costs and FERC’s concerns about the disproportionate allocation of costs are
alleviated.” Id.
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Although reliability must be maintained during oversupply events, the sole or primary purpose of
the OMP is not to maintain reliability. Spilling all excess water over the dams would also
maintain reliability. If the issue were solely reliability, once BPA had made all possible sales
down to a zero price it would simply spill all remaining water. BPA does not do so because of
its duty to minimize excess TDG to the extent practicable. BPA displaces generation under the
OMP rather than spill in order to fulfill its environmental responsibilities. Moreover, under
Alternative 1, costs would be allocated to all users of the transmission system at all times, even
though costs are caused by only those customers within the balancing authority area that
schedule generation during oversupply events.

WPAG takes issue with BPA’s conclusion that the OMP is not primarily intended to maintain
system reliability, arguing that BPA has consistently stated that OMP is a reliability measure.
WPAG Br. Ex., 0S-14-R-WG-01, at 8-10. It is true that one of the purposes of the OMP is to
maintain system reliability. The need to generate energy rather than spill, however, is based on
BPA’s fish and wildlife obligations. BPA must generate to mitigate excess TDG to the extent
practicable, and must displace non-Federal generation scheduled in its balancing authority area
to the extent necessary to accommodate the additional generation. Although the displacement
maintains reliability by balancing generation and load, the main purpose of doing so is to satisfy
BPA’s fish and wildlife obligations.

Alternative 2 fails for similar reasons: assigning costs to generation located outside BPA’s
balancing authority area is inconsistent with cost causation. As noted earlier, because BPA does
not have operational control over generators outside BPA’s balancing authority area, BPA is not
responsible for displacing those resources. Thus, generators located outside BPA’s balancing
authority area do not contribute to oversupply costs and should not be allocated any costs.
Metcalf et al., 0S-14-E-BPA-03, at 4.

Citing BPA’s acknowledgement that oversupply is not caused by insufficient transmission
capacity, Metcalf et al., OS-14-E-BPA-03, at 11, several parties argue that use of BPA’s
transmission system is not a cause of or contributor to oversupply. Iberdrola Br., OS-14-
B-IR-01, at 18; JPO5 Br., OS-14-B-JP05-01, at 28; Powerex Br., 0S-14-B-PX-01, at 11-14, 16;
SCE Br., 0S-14-B-SC-01, at 12-13; TransAlta Br., OS-14-B-TC-01, at 9-11. This argument is a
non sequitur: that BPA has sufficient transmission does not mean that transmission cannot be the
cause of costs. In fact, it is the interconnection of wind generators to the transmission system
and the scheduled use of transmission by generators in BPA’s balancing authority area that force
BPA to displace generation and causes cOsts.

Decision

Oversupply costs will be allocated to generation in BPA’s balancing authority area based on the
scheduled use of the transmission system during oversupply event hours.
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2.3 Other Cost Allocation Issues

Issue 2.3.1

Whether the allocation of oversupply costs to transmission rates complies with section 7(g) of the
Northwest Power Act.

Parties’ Positions

Caithness, Iberdrola, JP05, Powerex, RNP, SCE, and TransAlta argue that under section 7(g) of
the Northwest Power Act, the costs of fish and wildlife measures and the inability to sell excess
power must be allocated to power rates. Caithness Br., 0S-14-B-CS-01, at 19; Iberdrola Br.,
0S-14-B-IR-01, at 29; JPO5 Br., OS-14-B-JP05-01, at 33; Powerex Br., OS-14-B-PX-01, at 19;
RNP Br., OS-14-B-RN-01, at 15; SCE Br., 0S-14-B-SC-01, at 8; TransAlta Br., OS-14-
B-TC-01, at 5. These parties further argue that, because oversupply costs are caused by both fish
and wildlife measures and the inability to sell excess power, they must be allocated to power
rates. Caithness Br., OS-14-B-CS-01, at 19; Iberdrola Br., OS-14-B-1R-01, at 29; JP05 Br.,
0S-14-B-JP05-01, at 33; Powerex Br., 0S-14-B-PX-01, at 19; RNP Br., 0S-14-B-RN-01, at 15;
SCE Br., 0S-14-B-SC-01, at 8; TransAlta Br., OS-14-B-TC-01, at 5. JP05 renews these
arguments in its brief on exceptions. JP05 Br. Ex., 0S-14-R-JP05-01, at 12-13.

Caithness, Iberdrola, Powerex, RNP, and JP05 also argue that the savings clause of section 7(g)
(which provides that the costs listed in section 7(g) are governed by that section “[e]xcept to the
extent that the allocation of costs and benefits is governed by provisions of law in effect on
December 5, 1980, or by other provisions of this section”) does not apply in this case, as no other
provision of law addresses the allocation of costs related to fish and wildlife measures and the
inability to sell excess power. Caithness Br., OS-14-B-CS-01, at 29-34; Iberdrola Br., OS-14-
B-IR-01, at 32-35; Powerex Br., 0S-14-B-PX-01, at 23-24; RNP Br., 0S-14-B-RN-01, at 17-19;
JPO5 Br., 0S-14-B-JP05-01, at 35-36. Caithness, Iberdrola, SCE, and JPO5 further argue that
BPA, the Commission, and the Ninth Circuit Court of Appeals have all consistently interpreted
section 7(g) to require that fish and wildlife costs be allocated to power rates. Caithness Br.,
0S-14-B-CS-01, at 24-27; Iberdrola Br., 0S-14-B-IR-01, at 30; SCE Br., 0S-14-B-SC-01,

at 9-10; JPO5 Br., 0S-14-B-JP05-01, at 34.

JP03 and WPAG argue that OMP costs are transmission costs. JP03 Br., 0S-14-B-JP03-01,

at 23; WPAG Br., 0S-14-B-WG-01, at 4. These parties argue that section 7(g) of the Northwest
Power Act does not apply, because it does not address the allocation of transmission costs but
only power costs. JP03 Br., 0S-14-B-JP03-01, at 30-32; WPAG Br., 0S-14-B-WG-01, at 7.
Instead, JPO3 and WPAG argue, allocation of oversupply costs is expressly governed by
sections 9 and 10 of the Transmission System Act and section 7(a) of the Northwest Power Act.
JP03 Br., 0S-14-B-JP03-01, at 32; WPAG Br., 0S-14-B-WG-01, at 7.

BPA Staff’s Position
This is a legal issue and was not addressed by Staff in testimony.
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Evaluation of Positions

Section 7(g) of the Northwest Power Act provides as follows:

Except to the extent that the allocation of costs and benefits is governed by
provisions of law in effect on December 5, 1980, or by other provisions of this
section, the Administrator shall equitably allocate to power rates, in accordance
with generally acceptable ratemaking principles and the provisions of this chapter,
all costs and benefits not otherwise allocated under this section, including, but not
limited to, conservation, fish and wildlife measures, uncontrollable events,
reserves, the excess costs of experimental resources acquired under section 839d
of this title, the cost of credits granted pursuant to section 839d of this title,
operating services, and the sale of or inability to sell excess electric power.

16 U.S.C. 8 839%¢(g) (2006) (emphasis added).

Caithness, Iberdrola, JP05, Powerex, RNP, SCE, and TransAlta too easily dismiss section 7(g)’s
savings clause. It is true that BPA adopted the OMP primarily to mitigate harm to fish by
reducing excess TDG. See Fredrickson et al., OS-14-E-BPA-01, at 3, 5. However, ultimately
these costs are caused by the interconnection of wind generation in BPA’s balancing authority
area and by BPA’s displacement of generation as the balancing authority. Both of these actions
are attendant to the transmission of power. Metcalf et al., OS-14-E-BPA-03, at 6-8. As
discussed in Issue 2.2.1, BPA’s environmental responsibilities require BPA to take all reasonable
actions to avoid excess TDG. BPA has determined that the displacement of non-Federal
generation in its balancing authority area is a reasonable action, because BPA is responsible for
interconnecting these resources and retains operational control over them. Fredrickson et al.,
OS-14-E-BPA-01, at 3. Thus, the addition of generation in BPA’s balancing authority area
increases the scope of BPA’s displacement obligation.

Before the interconnection of significant wind generation in BPA’s balancing authority area,
BPA incurred no costs related to oversupply. Rather than spill, BPA would offer low-cost or
free power to thermal generators to displace their generation. Id. Because these generators
saved fuel costs by shutting down, they generally would accept BPA’s offers. 1d. at 3-4.

Some wind generators receive Federal and state benefits (PTCs and RECs) that are based on the
amount of energy they generate. Id. They do not receive these credits for periods in which they
are shut down and therefore have an incentive to continue operating even when there is an
oversupply of energy. Id. Under the OMP, BPA pays the wind generators to shut down so that
BPA can generate additional hydropower and thereby minimize excess TDG to the extent
practicable. In records of decision concerning the interconnection of wind projects, BPA noted
that it would need to displace wind generation to mitigate potential harm to fish. Metcalf et al.,
0S-14-E-BPA-03, at 7-8.

It was only after the interconnection of a significant amount of wind generation in BPA’s
balancing authority area that BPA incurred costs to manage oversupply. Id. at 8. The entirety of
oversupply costs is the payment of compensation to those wind generators and payment of an
independent evaluator who reviews generators’ submissions of cost data. Fredrickson et al.,
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0S-14-E-BPA-01, at 6. But for the interconnections of wind generators, these costs would not
exist. Metcalf et al., OS-14-E-BPA-03, at 8.

Interconnection is a transmission service. In Tennessee Power Co., 90 FERC 1 61,238, at 61,761
(2000), reh'g dismissed, 91 FERC 61,271 (2000), the Commission stated, “Interconnection is
an element of transmission service and is already required to be provided under our pro forma
tariff” (emphasis added). See also Iberdrola Renewables, Inc. v. Bonneville Power Admin.,

137 FERC 1 61,185, at P 62 (2011) (finding that under BPA’s Environmental Redispatch policy,
the predecessor to the Oversupply Management Protocol, under which BPA displaced generation
without compensation, “Bonneville affects the non-Federal generator’s ability to inject energy at
the point of receipt ... [and] thereby impinges on the transmission service obtained by non-
Federal generation.”); 16 U.S.C. § 824k(i) (2006) (“The Commission shall have authority
pursuant to section 824i of this title [interconnection authority] ... to (A) order the Administrator
of the Bonneville Power Administration to provide transmission service ....”) Therefore, the
Commission required “public utilities that own, control, or operate facilities for transmitting
energy in interstate commerce” to file revised open access transmission tariffs that included
standard interconnection procedures and a standard interconnection agreement. Standardization
of Generator Interconnection Agreements and Procedures, 104 FERC { 61,103, at P 2 (2003).

Although BPA is not a public utility, in conformance with national policy BPA has adopted an
open access transmission tariff, including the standardized interconnection agreement and
procedures. Parker et al., OS-14-E-BPA-02, at 5-6. The adoption of this transmission policy has
led to the interconnection and integration of over 4,500 megawatts of wind energy in BPA’s
balancing authority. See id.; Fredrickson et al., OS-14-E-BPA-01, at 4.

The Commission has recognized that oversupply involves transmission service. In conditionally
accepting BPA’s OMP, the Commission rejected BPA’s initial rate proposal (50/50 cost sharing
between power customers and wind generators) because wind generation was only “a fraction of
the firm transmission service on Bonneville’s system during oversupply situations,” adding that
BPA should allocate oversupply costs based on “Bonneville’s management of the transmission
system during oversupply situations.” Iberdrola Renewables, Inc. v. Bonneville Power Admin.,
141 FERC 1 61,234, at P 45 (2012) (emphasis added).

In its brief on exceptions, MSR asks BPA to clarify whether it is identifying OMP as an
Ancillary Service or similar service and is allocating costs to all generators that schedule during
oversupply events because those generators benefit from OMP. MSR Br. Ex., OS-14-R-MS-03,
at 7-8. MSR argues that in such case BPA should establish an ancillary service rate to charge
oversupply costs. MSR Br. Ex., 0S-14-R-MS-03, at 7-8.

BPA appreciates MSR’s suggestion. However, Ancillary Services are intended to “maintain
reliability within and among the Control Areas affected by the transmission service.” 2014
Transmission, Ancillary, and Control Area Service Rate Schedules, at 41. The OMP is primarily
intended to mitigate excess TDG by displacing generation in BPA’s balancing authority area, not
to maintain reliability. Thus, OMP is not an Ancillary Service, and BPA is allocating costs
based on cost causation, not based on benefit.
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The issue of the appropriate allocation of fish and wildlife costs arose in the BP-12 rate case, in
which BPA concluded that section 7(g) does not require that all fish and wildlife costs be
allocated to power rates if those costs are caused by the transmission of power. 2012 Wholesale
Power and Transmission Rate Adjustment Proceeding (BP-12) Administrator’s Final Record of
Decision, BP-12-A-02, at 365. In that case, Iberdrola and Northwest Wind Group argued that
section 7(g) prohibits BPA from allocating fish and wildlife costs to the Variable Energy
Resources Balancing Service (VERBS) rate (VERBS is a control area service; control area
services and ancillary services are services that ensure transmission system reliability).

Id. at 359. In rejecting this argument, BPA first noted that section 7(g) makes clear that it

“does not modify the Administrator’s responsibility to allocate costs in accordance with other
provisions of law” and that “[t]he Transmission System Act was a provision of law that was in
effect on December 5, 1980[.]” Id. at 361. BPA added that section 7(a)(1) of the Northwest
Power Act “provides that power and transmission rates shall be established in accordance with
the Northwest Power Act, sections 9 and 10 of the Transmission System Act, and section 5 of the
Flood Control Act of 1944.” 1d. (citing 16 U.S.C. § 839%¢(a)(1) (2006)).

BPA next quoted section 9 of the Transmission System Act, which provides that BPA’s rates
shall be established

(1) with a view to encouraging the widest possible diversified use of electric
power at the lowest possible rates to consumers consistent with sound business
principles, (2) having regard to the recovery (upon the basis of application of
such rate schedules to the capacity of the electric facilities of the projects) of the
cost of producing and transmitting such electric power, including the
amortization of the capital investment allocated to power over a reasonable period
of years and payments provided for in section 838i(b)(9) of this title.

16 U.S.C. 8 838(g) (2006) (emphasis added). BPA concluded that section 9 of the Transmission
System Act “clearly authorizes transmission rates to be set to recover all costs attendant to the
transmission of power.” BP-12 ROD at 362. Ancillary and control area services are necessary
to maintain the reliability and stability of the transmission system, and the fish and wildlife costs
allocated to these services were related to the operation of the power projects that provided the
generation needed for the services. Therefore, section 9 authorized the allocation of the costs to
transmission rates.

As BPA noted in the BP-12 ROD, section 7(a)(1) of the Northwest Power Act expressly
preserves the mandates of sections 9 and 10 of the Transmission System Act (“rates shall be
established in accordance with sections 9 and 10 of the Federal Columbia River Transmission
System Act”), further underscoring congressional intent that costs attendant to the transmission
of power be recovered through transmission rates. Id. at 363. In addition, section 10 of the
Transmission System Act provides that “[t]he recovery of the cost of the Federal transmission
system shall be equitably allocated between Federal and non-Federal power utilizing such
system.” 16 U.S.C. § 838h (2006). As discussed in Issue 2.3.3, this provision requires BPA to
ensure that power customers pay power costs and transmission customers pay transmission costs.
See Bonneville Power Admin., 25 FERC { 61,140, at 61,375-76 (1983).
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As previously explained, oversupply costs are caused by the interconnection of wind generation
in the BPA balancing authority area and by the management of the transmission system to fulfill
BPA’s environmental responsibilities. Therefore, as a cost of managing the transmission system,
oversupply costs are appropriately recovered through transmission rates. Allocating all
oversupply costs to power rates, as many rate case parties advocate, would violate section 10 of
the Transmission System Act. As Iberdrola acknowledges, “A well-established tenet of statutory
construction is that ‘[a] statute should be construed so that effect is given to all its provisions, so
that no part will be inoperative or superfluous, void, or insignificant.”” Iberdrola Br., OS-14-B-
IR-01, at 32 (quoting Hibbs v. Winn, 542 U.S. 88, 101 (2004)). Interpreting section 7(g) to
require that oversupply costs be allocated to power rates would result in a conflict in BPA’s
statutory mandates. In addition, Federal users of the system would bear all the costs, even
though non-Federal users of the transmission system contribute substantially to the incurrence of
oversupply costs.

Therefore, like the fish and wildlife costs allocated to transmission rates in the BP-12 rate case,
oversupply costs are “costs attendant to the transmission of power” and are allocated under
sections 9 and 10 of the Transmission System Act and section 7(a)(1) of the Northwest Power
Act rather than under section 7(g). These costs would not occur if not for the interconnection of
generation in BPA’s balancing authority area and BPA’s management of the transmission
system. Metcalf et al., OS-14-E-BPA-03, at 8. In its brief on exceptions, MSR asks BPA to
clarify the limits of its decision in this case to allocate fish and wildlife costs to transmission
rates. MSR Br. Ex., 0S-14-R-MS-03, at 9-10. As stated above, costs are allocated to
transmission rates only if they are attendant to the transmission of power.

JP03 and WPAG reach the same conclusion. As stated by JP03, “the costs BPA incurs in
providing transmission service at any time, including during oversupply situations, are
specifically governed by the provisions of sections 9 and 10 of the Transmission System Act,
which was enacted into law [prior to the Northwest Power Act].” JP03 Br., OS-14-B-JP03-01,
at 31-32. WPAG also concludes that oversupply costs are transmission costs already governed
by sections 9 and 10 of the Transmission System Act, and that “by its own terms, [section] 7g
does not require the Administrator to allocate OMP costs to power rates, and arguments that it
does so are simply wrong.” WPAG Br., 0S-14-B-WG-01, at 7-8.

Caithness argues that section 10 of the Transmission System Act provides only that BPA may
establish uniform transmission rates and that it must separate power and transmission-related
costs and does not authorize the allocation of oversupply costs to transmission rates. Caithness
Br., OS-14-B-CS-01, at 30. Caithness also argues that section 7(a)(1) of the Northwest Power
Act contains only general ratemaking language requiring BPA to recover its costs and does not
address the specific mandates in section 7(g). Caithness Br., 0S-14-B-CS-01, at 32-33.
Iberdrola argues that section 7(g) is a mandatory cost allocation provision that applies unless
another provision specifically states otherwise and that the general ratemaking language in
section 7(a)(1) does not apply. Iberdrola Br., 0S-14-B-IR-01, at 32. Iberdrola adds that reading
section 7(g) “in an overbroad way” would render it meaningless. 1d. at 33. Iberdrola also argues
that, in any event, oversupply costs are not costs of transmitting power and are not covered by
any other section. Id. at 34-35.

0S-14-A-02
Page 30



Caithness and Iberdrola both rely on a canon of statutory construction that specific terms govern
over general terms. Caithness Br., OS-14-B-CS-01, at 33; Iberdrola Br., 0S-14-B-IR-01, at 32.
However, “the general/specific canon is not an absolute rule, but is merely a strong indication of
statutory meaning that can be overcome by textual indications that point in the other direction.”
RadLAX Gateway Hotel, LLC v. Amalgamated Bank, 132 S. Ct. 2065, 2072 (2012). Here,
Northwest Power Act section 7(g) is clear that it was not intended to abrogate ratemaking
authorities held by the Administrator under other provisions of law. As explained above,
oversupply costs are allocated under those provisions of law that govern the allocation of
transmission costs.

SCE and RNP argue that, since the Transmission System Act was adopted before the Northwest
Power Act, which created BPA’s fish and wildlife program, fish and wildlife costs cannot be
allocated by provisions of the Transmission System Act. SCE Br., 0OS-14-B-SC-01, at 13-14;
RNP Br., 0S-14-B-RN-01, at 18. SCE and RNP’s argument is overbroad. Under the
Transmission System Act, transmission costs are allocated to transmission rates. The passage of
the Northwest Power Act did not change the nature of these costs or transform them into power
costs; costs of interconnection remain costs of interconnection. Moreover, section 7(a)(1) of the
Northwest Power Act expressly incorporates sections 9 and 10 of the Transmission System Act.
Therefore, it does not matter that the Transmission System Act preceded the Northwest Power
Act, as the latter expressly provides that the Transmission System Act remains in force.

Moreover, BPA incurred costs for protecting fish and wildlife even before passage of the
Transmission System Act, much less passage of the Northwest Power Act. See Pacific
Northwest Electric Power Planning: Hearing on S. 885, H.R. 3508, H.R. 4159, and H.R. 5146
Before the H. Subcommittee on Energy and Power, 96th Cong. 149, at 156 (Oct. 19, 1979)
(BPA Administrator Sterling Munro testifying that “BPA has used the implied authority in
Section 2(f) of the Bonneville Project Act to expend or commit about $3.3 million through fiscal
1980 for programs to revitalize fisheries.” The Bonneville Project Act was enacted in 1937.).

In addition, BPA adopted the OMP to fulfill its obligations under the Clean Water Act and the
Endangered Species Act. These obligations exist apart from BPA’s other environmental
responsibilities under its enabling statutes, and they are not pre-empted by fish and wildlife
measures adopted under the Northwest Power and Conservation Council’s fish and wildlife
program. For both these reasons, allocation of fish and wildlife expenses does not depend solely
on the Northwest Power Act.

Caithness, Iberdrola, JP05, SCE, and RNP also argue that allocating oversupply costs to
transmission rates would be contrary to BPA precedent. Caithness Br., 0S-14-B-CS-01,

at 24-27; Iberdrola Br., OS-14-B-IR-01, at 29-30; JPO5 Br., OS-14-B-JP05-01, at 34; SCE Br.,
0S-14-B-SC-01, at 9-10; RNP Br., OS-14-B-RN-01, at 19. They cite BPA’s 2010 rate case, in
which BPA rejected a proposal to allocate secondary sales revenues to Wind Balancing Service
on the grounds that the Wind Balancing Service was not a power rate and section 7(g) required
that secondary sales revenues be allocated to power rates. Caithness Br., OS-14-B-CS-01, at 26;
Iberdrola Br., 0OS-14-B-IR-01, at 30 n.102; JPO5 Br., OS-14-B-JP05-01, at 34; SCE Br., 0S-14-
B-SC-01, at 9-10; RNP Br., OS-14-B-RN-01, at 19 (all citing 2010 Wholesale Power and
Transmission Rate Adjustment Proceeding Administrator’s Final Record of Decision, WP-10-
A-02/TR-10-A-02, at 308).
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The 2010 rate case concerned a significantly different issue. Secondary sales—the sale of
additional power off-system after BPA has satisfied its contractual obligations for the sale of
power—are purely a power function. The revenues from these sales are not created by the
interconnection of generators or by any other transmission action. In allocating these revenues to
power rates in the 2010 rate case, BPA said “this treatment of secondary revenues is consistent
with the responsibility of power requirements customers to pay BPA’s power costs.” 2010 ROD,
WP-10-A-02/TR-10-A-02, at 308.

As discussed above, oversupply costs are created by transmission actions. As BPA recognized in
the BP-12 ROD, in which BPA allocated certain fish and wildlife costs to transmission rates, the
evaluation in the 2010 rate case “did not consider the factual and statutory arguments and factors
that have now been more fully and, BPA believes, correctly addressed in this ROD.” BP-12
ROD, BP-12-A-02, at 362.

Finally, several rate case parties cite Commission and Ninth Circuit cases for the proposition that
section 7(g) requires that fish and wildlife costs be allocated to power rates. Caithness Br.,
0S-14-B-CS-01, at 28-29 (citing U.S. Dep 't of Energy, Bonneville Power Admin., 36 FERC
161,335, at 61,810 (1986) (addressing the allocation of fish and wildlife costs among firm and
nonfirm power customers)); Iberdrola Br., OS-14-B-1R-01, at 29 n.100 (citing Cent. Lincoln
Peoples’ Util. Dist. v. Johnson, 735 F.2d 1101, 1123-24 (9th Cir. 1984) (addressing the
allocation of fish and wildlife costs among power customers)). Both cases cited by the parties
concern only the allocation of fish and wildlife costs among power customers. They do not
address the issue of whether the costs are power costs in the first place, an issue that was not
raised. Indeed, Caithness correctly recognizes that the Ninth Circuit’s decision in Central
Lincoln was not a dispute over whether the costs were power or transmission costs. As
Caithness concluded, “the case is inapposite.” Caithness Br., OS-14-B-CS-01, at 21. Therefore,
there is no conflict between BPA’s decision in this ROD and prior Commission or Ninth Circuit
decisions.

Decision
BPA'’s cost allocation methodology complies with section 7(g) of the Northwest Power Act.

Issue 2.3.2

Whether BPA's cost allocation methodology complies with section 2114 of the Federal Power
Act.

Parties’ Positions

Caithness, Iberdrola, JP05, and RNP argue that BPA’s cost allocation methodology does not
result in comparable rates because it allocates costs to generators displaced under the OMP based
on scheduled use. Caithness Br., 0S-14-B-CS-01, at 17-18; Iberdrola Br., OS-14-B-1R-01,

at 44-47; JP0O5 Br., 0S-14-B-JP05-01, at 43-44; RNP Br., 0S-14-B-RN-01, at 13-15. According
to these parties, displaced generators are not using the transmission system when they are
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displaced and therefore should not be allocated any oversupply costs. Caithness Br., OS-14-B-
CS-01, at 17-18; Iberdrola Br., 0OS-14-B-1R-01, at 44-47; JPO5 Br., 0S-14-B-JP05-01, at 43-44;
RNP Br., 0S-14-B-RN-01, at 13-15.

JPO5 and SCE argue that BPA’s cost allocation methodology does not result in comparable rates
because oversupply costs should be allocated exclusively to power rates. JP05 Br., OS-14-B-
JP05-01, at 43; SCE Br., 0S-14-B-SC-01, at 16.

SCE also argues that the rates are not comparable because BPA’s transmission customers are
required to pay the same rate as BPA’s own generation for “vastly inferior” transmission service.
SCE Br., OS-14-B-SC-01, at 15. SCE adds that BPA’s cost allocation methodology
“discriminates between and among transmission customers” by allocating costs only to
transmission customers that source power from within BPA’s balancing authority area. Id.

JP03 and WPAG argue that BPA’s cost allocation methodology fails to result in comparable
rates because it allocates too much cost to power customers and none to wheeling customers.
JP03 Br., 0S-14-B-JP03-01, at 29-30; WPAG Br., 0S-14-B-WG-01, at 13-14.

BPA Staff’s Position

This is a legal issue and was not addressed by Staff in testimony.

Evaluation of Positions

Under section 211A of the Federal Power Act, the Commission has the authority to require
unregulated transmitting utilities (a category that includes BPA) to provide transmission services
“at rates that are comparable to those that the unregulated transmitting utility charges itself” and
“on terms and conditions (not relating to rates) that are comparable to those under which the
unregulated transmitting utility provides transmission services to itself and that are not unduly
discriminatory or preferential.” 16 U.S.C. §§ 824j-1(b)(1) and (b)(2) (2006).

In 2011, a group of BPA’s transmission customers filed a complaint under section 211A alleging
that BPA’s Environmental Redispatch policy, under which BPA displaced generators without
compensation, failed to provide comparable transmission service. The Commission agreed and
issued an order under section 211A requiring BPA to file tariff revisions that provided for
comparable transmission service. Iberdrola Renewables, Inc. v. Bonneville Power Admin.,

137 FERC 1 61,185, at P 62 (2011). In response to the Commission’s order, BPA filed its
Oversupply Management Protocol, under which BPA would compensate displaced generators
for certain costs. Fredrickson et al., OS-14-E-BPA-01, at 5. In the filing, BPA informed the
Commission that it intended to file an initial rate proposal in its rate case allocating 50 percent of
oversupply costs to power customers and 50 percent to wind generators. See id. at 7. In
rejecting this proposal, the Commission stated:

Bonneville has not demonstrated that all customers taking firm transmission
service would bear an appropriate cost burden during Bonneville’s management
of the transmission system during oversupply situations. Transmission service for
wind generators that submit displacement costs represents a fraction of the firm
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transmission service on Bonneville’s system during oversupply situations, yet
those entities are allocated half of displacement costs. Based on the record in this
proceeding, we are not persuaded that a 50/50 sharing of displacement costs
results in comparable transmission service for displaced wind generators.

Iberdrola Renewables, Inc. v. Bonneville Power Admin., 141 FERC 1 61,234, at P 45 (2012).
The Commission conditionally accepted the terms and conditions of the OMP subject to BPA’s
submitting a compliance filing “setting forth a methodology to allocate displacement costs in a
manner that equitably allocates such costs to all firm transmission customers based on their
respective transmission usage during oversupply situations, or setting forth a different method
altogether that ensures comparability in the provision of transmission service by Bonneville.”
Id. at P 46 (footnotes omitted).

BPA’s cost allocation methodology provides “rates that are comparable to those that [BPA]
charges itself” pursuant to section 211A. As explained in Issue 2.2.1, BPA’s methodology
allocates costs in proportion to each generator’s schedule, whether Federal or non-Federal.
Therefore, BPA’s cost allocation methodology ensures that non-Federal generation is charged
the same rate as Federal generation.

JPO5 and SCE argue that the allocation method does not result in comparable rates because
oversupply costs are power costs. JP03 Br., 0OS-14-B-JP03-01, at 29-30; WPAG Br., OS-14-B-
WG-01, at 13-14. As explained in Issue 2.3.1, oversupply costs did not exist until BPA
interconnected wind generators. Also, BPA’s obligation to displace generation is defined by the
amount of generation BPA has operational control over. Both interconnection and the exercise
of operational control are actions attendant to the transmission of power. Metcalf et al., OS-14-
E-BPA-03, at 6-8. Thus, oversupply costs are appropriately allocated to transmission rates.

Caithness, Iberdrola, JP05, and RNP argue that BPA’s allocation of costs to scheduled use of the
transmission system fails to result in comparable rates because it allocates costs to generators
that are displaced and therefore do not use the transmission system during oversupply events.
Caithness Br., 0S-14-B-CS-01, at 17-18; Iberdrola Br., OS-14-B-IR-01, at 44-47; JPO5 Br.,
0S-14-B-JP05-01, at 43-44; RNP Br., OS-14-B-RN-01, at 13-15. It is the scheduled use,
however, that causes BPA to incur costs. Each scheduled use by a wind generator within BPA’s
balancing authority area increases BPA’s displacement obligation and thereby increases BPA’s
costs. Metcalf et al., OS-14-E-BPA-03, at 5. Therefore, allocating oversupply costs based on
scheduled use meets comparability requirements. Moreover, as explained in Issue 2.2.1, even
after generators are displaced, BPA’s transmission is still being used to deliver power to the
customers that purchase power from those generators.

In their briefs on exceptions, Caithness, JP05, and RNP argue that wind generators’ scheduled
transmission is being used by Federal generation when wind generators are displaced through the
OMP, and it therefore violates comparability to charge the wind generators for that transmission.
Caithness Br. Ex., 0S-14-R-CS-01, at 6; JP05 Br. Ex., 0OS-14-R-JP05-01, at 10; RNP Br. Ex.,
0S-14-R-RN-01, at 3. These parties’ arguments incorrectly focus on the actual flow of power
after implementation of the OMP. The need for OMP is based on the scheduled use of the
transmission system by generators in the BPA balancing authority area; that scheduled use
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causes the need to invoke the OMP and incur costs. The flow of Federal power for displacement
occurs after BPA has had to invoke the OMP and incur costs. These arguments would result in
an allocation that is inconsistent with the Commission’s comparability guidance. For example,
BPA may not need to displace all wind generators under the OMP in order to minimize excess
TDG. In that situation, non-displaced wind generators, other non-Federal generators, and
Federal generation would bear the entire brunt of OMP costs. Displaced generators would pay
nothing, even though their scheduled generation significantly contributed to the need to invoke
the OMP and incur costs. Thus, allocating costs based on scheduled use ensures comparable
rates.

JP03 and WPAG argue that BPA’s cost allocation methodology fails to result in comparable
rates because it allocates too much cost to Federal generation and none to wheelers. JP03 Br.,
0S-14-B-JP03-01, at 29; WPAG Br., 0S-14-B-WG-01, at 13-14. JP03 asserts that BPA should
allocate fewer costs to power customers because they “do not cause the costs and benefit from
the costs only to the same extent and in the same manner as all other BPA customers who benefit
from having a reliable transmission system.” JP03 Br., OS-14-B-JP03-01, at 29. JPO03 also
asserts that excluding wheelers gives them a “free ride” at power customers’ expense. 1d. JP03
concludes that the only method that would meet comparability would be to treat oversupply costs
the same as any other transmission cost and allocate them to Network transmission rates. Id.

at 30. WPAG advances similar arguments. WPAG Br., 0S-14-B-WG-01, at 13-14.

First, only wheelers of generation sourced outside BPA’s balancing authority area are exempt
from cost allocation. This distinction is critical; as already explained, generation outside BPA’s
balancing authority area does not contribute to the costs of oversupply, because BPA does not
have the responsibility to displace these generators in order to mitigate excess TDG.

Central to JP03 and WPAG’s arguments is the assumption that the OMP is primarily a reliability
measure that benefits all users of the transmission system. That is not the case. The protocol is
primarily designed to ensure that BPA complies with its environmental responsibilities. To
satisfy its reliability obligations, BPA must ensure that generation equals load at all times.

BPA could meet this test if it could spill all of the excess water, but BPA cannot do so because
of the effect the excess spill may have on fish and other aquatic species. See Issue 2.2.1.

Instead, BPA displaces non-Federal generation and generates additional hydropower to minimize
excess TDG to the extent practicable. This course of action also ensures that generation matches
load, but it does so in a way that mitigates the potential harm to fish and other aquatic species.
Thus, while BPA may either spill or displace non-Federal generation to satisfy its reliability
obligations, it must choose the course of action that also satisfies its environmental
responsibilities. It is the need to adopt this option that causes BPA to incur costs.

SCE’s argument that BPA’s cost allocation methodology “discriminate[s] between and among
transmission customers,” SCE Br., OS-14-B-SC-01, at 15, also appears to be based on BPA’s
exclusion of wheelers from cost allocation. As stated above, wheelers of generation sourced
outside the balancing authority area do not contribute to BPA’s fish and wildlife obligations and
do not cause oversupply costs. BPA also does not agree with SCE’s claim that displaced
generators receive “vastly inferior” service, id. BPA displaces generators only when essential
for it to meet its environmental responsibilities, and then only because these generators would
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otherwise cause BPA to fail to meet those responsibilities. Moreover, BPA compensates
displaced generators for the losses caused by the displacement, and their loads are still served.

Decision

BPA’s cost allocation methodology complies with section 2114 of the Federal Power Act.

Issue 2.3.3

Whether the cost allocation methodology equitably allocates costs between Federal and
non-Federal users of the transmission system under section 10 of the Transmission System
Act and section 7(a)(2)(C) of the Northwest Power Act.

Parties’ Positions

Caithness, Iberdrola, JP05, and RNP all argue that the equitable allocation standard of section 10
of the Transmission System Act and section 7(a)(2)(C) of the Northwest Power Act require that
BPA separately account for power and transmission costs to prevent cross-subsidization between
power and transmission rates. Caithness Br., 0S-14-B-CS-01, at 30-32; Iberdrola Br., OS-14-B-
IR-01, at 40-41; JPO5 Br., OS-14-B-JP05-01, at 37-38; RNP Br., 0S-14-B-RN-01, at 21-22.
These parties state that because oversupply costs are power costs, BPA cannot allocate those
costs to transmission rates. Caithness Br., 0S-14-B-CS-01, at 30-32; Iberdrola Br., OS-14-B-
IR-01, at 40-41; JPO5 Br., OS-14-B-JP05-01, at 37-38; RNP Br., 0S-14-B-RN-01, at 21-22.

JP03 and WPAG argue that the equitable allocation standard was intended to ensure that each
user of the transmission system bears its fair share of costs, and that BPA Staff’s proposed
allocation excludes a large portion of transmission users and shifts too much of the costs to
Federal users of the system. JP03 Br., OS-14-B-JP03-01, at 27-28; WPAG Br., OS-14-B-
WG-01, at 12.

BPA Staff’s Position
This is a legal issue and was not addressed by Staff in testimony.

Evaluation of Positions

Section 10 of the Transmission System Act provides, in part, that “[t]he recovery of the costs of
the Federal transmission system shall be equitably allocated between Federal and non-Federal
power utilizing such system.” 16 U.S.C. § 838h (2006). This standard was reiterated in
section 7(a)(2)(C) of the Northwest Power Act, under which the Commission approves BPA’s
transmission rates upon a finding that such rates “equitably allocate the costs of the Federal
transmission system between Federal and non-Federal power utilizing such system.” 16 U.S.C.
8 839¢(a)(2)(C) (2006). See Cent. Lincoln Peoples’ Util. Dist. v. Johnson, 735 F.2d 1101,
1114-15 (9th Cir. 1984) (the equitable allocation requirement of section 7(a)(2)(C) of the
Northwest Power Act “has its roots” in section 10 of the Transmission System Act). The
Commission has interpreted section 7(a)(2)(C) to require a separate accounting of power and
transmission costs so that the Commission can determine that “(1) transmission revenues are
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only used to repay transmission costs; (2) costs assigned to transmission are only transmission
related costs; and (3) any deficiencies or surplus in transmission revenues are being tracked and

collected or credited to the appropriate customer class.” U.S. Dep 't of Energy—Bonneville Power
Admin., 25 FERC 1 61,140, at 61,375-76 (1983) (emphasis added).

Various parties argue that because oversupply costs are power costs, allocating the costs to
transmission rates fails to assign only transmission-related costs to transmission rates.
Caithness Br., 0S-14-B-CS-01, at 30-32; Iberdrola Br., OS-14-B-IR-01, at 40-41; JPO5 Br.,
0S-14-B-JP05-01, at 37-38; RNP Br., 0S-14-B-RN-01, at 21-22. As explained in Issue 2.3.1,
the costs are caused by BPA’s interconnection of wind generators and BPA’s management of
the transmission system during oversupply conditions. Both interconnection and the exercise
of operational control are actions attendant to the transmission of power. Therefore, assigning
oversupply costs to transmission rates is consistent with the equitable allocation standard.

Moreover, allocating oversupply costs to transmission rates is consistent with the Commission’s
direction. In its order conditionally accepting the OMP, the Commission stated that BPA should
submit “a methodology to allocate displacement costs in a manner that equitably allocates such
costs to all firm transmission customers based on their respective transmission usage during
oversupply situations, or setting forth a different method altogether that ensures comparability in
the provisions of transmission service provided by Bonneville.” Iberdrola Renewables, Inc. v.
Bonneville Power Admin., 141 FERC 61,234, at P 46 (2012) (emphasis added). In its order
denying rehearing, the Commission repeated that allocating costs based on transmission usage
during oversupply conditions was “just one possible approach as an option that may result in an
equitable allocation of costs.” Iberdrola Renewables, Inc., 143 FERC 61,274, at P 39 (2013)
(emphasis added).

In its brief on exceptions, JPO5 argues that allocating costs based on scheduled use fails to
equitably allocate costs because BPA is using non-Federal generators’ scheduled transmission to
transmit Federal power under the OMP. JPO5 Br. Ex., 0S-14-R-JP05-01, at 10. JPO5 appears to
argue that an equitable allocation of transmission system costs between Federal and non-Federal
power utilizing such system must be based on the actual flow of power. However, actual flow of
power is not the only way to measure which customers “utilize” the system. It is common to
allocate transmission costs on bases other than actual power flow. For example, it is standard
industry practice to allocate transmission costs to point-to-point service based on reserved
capacity, because the reserved capacity rather than actual flow causes the transmission provider
to incur costs. Administrator’s Final Record of Decision, BP-14-A-03, at 145-50 (July 2013).
With respect to oversupply, as explained in section 2.3.2 it is the scheduling of transmission that
causes the need for BPA to displace non-Federal generation and incur costs.

JP03 argues that BPA should allocate oversupply costs to the Network segment and that
allocating costs only to generators within BPA’s balancing authority area during oversupply
events shifts a large portion of the costs from wheelers of non-Federal power to BPA’s power
customers. JPO3 Br., OS-14-B-JP03-01, at 27-28. Similarly, WPAG argues that Staff’s proposal
allocates too much cost to power customers even though they are not the cause of oversupply
payments and “do not inordinately benefit from the transmission system reliability procured by
oversupply payments.” WPAG Br., OS-14-B-WG-01, at 12. WPAG also challenges the
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exclusion of wheeling customers (customers outside the balancing authority area) from an
allocation of oversupply costs. 1d. As explained in Issue 2.2.1 of this ROD, to satisfy its
environmental responsibilities BPA displaces non-Federal generation in its balancing authority
area to mitigate excess dissolved gas levels to the extent practicable. Fredrickson et al.,
0S-14-E-BPA-01, at 3-4. BPA is not obligated to displace generators outside its balancing
authority area. Therefore, these generators do not contribute to BPA’s costs. Allocating costs
only to generators within BPA’s balancing authority area does not shift costs; it assigns costs in
the first instance to the parties that cause the costs.

WPAG also incorrectly assumes that implementation of the OMP is primarily a reliability
measure intended to benefit all users of the transmission system. WPAG Br., 0S-14-B-WG-01,
at 15. That is not the case; this argument is addressed in Issue 2.2.1.

BPA’s cost allocation satisfies the equitable allocation standard because it allocates costs
according to use: each customer’s costs are based on that customer’s scheduled use of the
transmission system. Moreover, the allocation method draws no distinction between Federal and
non-Federal use. Since each customer pays for only its scheduled use of the system, no Federal
power customer pays for any non-Federal use, and no non-Federal customer pays for any Federal
use. All costs of Federal use of the system are allocated to Federal users, and all costs of non-
Federal use of the system are allocated to non-Federal users. The allocation is equitable.

Decision

BPA’’s cost allocation methodology equitably allocates costs to Federal and non-Federal
transmission users and complies with section 10 of the Transmission System Act and
section 7(a)(2)(C) of the Northwest Power Act.

Issue 2.3.4
Whether BPA’s rate proposal and BPA’s refusal to pay negative prices under bilateral
agreements violate BPA’s rate directive to establish rates in accordance with sound business

principles.

Parties’ Positions

Iberdrola argues that BPA’s failure to negotiate a mutually agreeable arrangement for
displacement during oversupply events and BPA’s refusal to pay negative prices are inconsistent
with its obligation to set rates consistent with sound business principles. Iberdrola Br., OS-14-B-
IR-01, at 57. Caithness argues that BPA is using transmission monopoly power to control
market supply through displacement and that such action violates sound business principles.
Caithness Br., 0S-14-B-CS-01, at 36-38.

Caithness and RNP both argue that by proposing to shift power costs to transmission rates, BPA
is violating its obligation to set transmission rates consistent with sound business principles.

Caithness Br., 0S-14-B-CS-01, at 40; RNP Br., 0S-14-B-RN-01, at 22. RNP further argues that
even if it were proper for BPA to allocate oversupply costs to transmission rates, BPA’s negative
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pricing policy is inconsistent with sound business principles because oversupply costs are “not as
low as possible.” RNP Br., OS-14-B-RN-01, at 23.
BPA Staff’s Position

This issue was raised for the first time in the parties’ initial briefs. Consequently, Staff has not
taken a position on the matter.

Evaluation of Positions

The Transmission System Act provides that BPA shall set rates “with a view to encouraging the
widest possible diversified use of electric power at the lowest possible rates to consumers
consistent with sound business principles.” 16 U.S.C. § 838g. Iberdrola, Caithness, and RNP
raise issues with the OMP that are outside the scope of this proceeding, whose purpose is to set
rates to recover oversupply costs. As stated in the Federal Register notice, BPA initiated the
0OS-14 proceeding solely to “establish rates to recover the costs already incurred under the
Oversupply Management Protocol, and any future costs incurred up to September 30, 2015, in
the event the Oversupply Management Protocol is renewed after it expires on March 30, 2013.”
77 Fed. Reg. 66,963, 66,964 (Nov. 8, 2012). The notice specifically excluded from the case any
issue regarding terms of the oversupply protocol:

Pursuant to Rule 1010.3(f) of BPA’s Procedures, the Administrator limits the
scope of this proceeding to issues concerning the rates for recovering the costs of
the Oversupply Management Protocol described in Part II.A of this notice. In
particular, the following issues are not part of the scope of the case, and the
Hearing Officer is directed to strike all testimony concerning these issues: the
terms of the Oversupply Management Protocol; whether the Oversupply
Management Protocol complies with the Commission’s Order issued on
December 7, 2011; whether BPA took all actions to avoid using the Oversupply
Management Protocol, including the payment of negative prices to generators
outside of BPA’s balancing authority area.

Id. at 66,965 (emphasis added).

All of the parties that have raised this issue are also parties to the case before the Commission
under section 211A of the Federal Power Act and to cases in the Ninth Circuit Court of Appeals
challenging the OMP. For example, the parties have argued before the Commission that BPA
should pay negative prices rather than use the OMP. That policy decision is not at issue here.
Similarly, any argument that BPA is violating alleged monopoly power is unrelated to the
establishment of rates to recover oversupply costs. This rate case is not the proper forum for any
of these arguments.

Caithness and RNP also argue that BPA’s rate proposal shifts power costs to transmission rates
and thereby violates the statutory directive to set transmission rates as low as possible consistent
with sound business principles. Caithness Br., OS-14-B-CS-01, at 40; RNP Br., 0OS-14-B-
RN-01, at 22-23. This argument assumes that oversupply costs are power costs. As discussed in
Issue 2.2.1, oversupply costs are not power costs.
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Moreover, the “lowest possible rates” standard is an overall standard that applies to BPA’s rates
as awhole. Myriad factors go into setting rates, involving a variety of legal and policy
directives. If BPA were required to satisfy this standard separately for each rate, it would be
impossible to balance all of these factors and establish an appropriate mix of different rates.

The parties have presented no evidence that BPA’s actions are inconsistent with sound business
principles but have merely made assertions. Moreover, BPA has broad discretion to determine
how to operate in a businesslike manner. The Ninth Circuit has said that “Congress has
delegated to BPA the discretion to determine how best to further BPA’s business interests
consistent with its public mission.” APAC v. BPA, 126 F.3d 1158, 1171 (9th Cir. 1997). The
Court has been “particularly deferential” to “the agency's assessment of whether its actions
‘further BPA’s business interests consistent with its public mission.”” PNGC v. BPA, 550 F.3d
846, 861 (9th Cir. 2008). The Court has further found that it “may only set aside such an
assessment if it is unreasonable, meaning that it is ‘contrary to clear congressional intent or that
[it] frustrate[s] the policy Congress sought to implement.”” PNGC v. BPA, 596 F.3d 1065, 1080
(9th Cir. 2010) (alteration in original).

In APAC, the Court addressed questions concerning the unbundling of transmission and power
service as part of the deregulation of the energy markets. There, the Court noted that “Congress
never foresaw unbundling transmission service” but went on to find that “Congress addressed
BPA’s authority to act in response to unforeseen eventualities” such as unbundling by giving the
Administrator significant discretion to determine how to further BPA’s business interest. APAC,
126 F.3d at 1171. As in APAC, BPA today is responding to changes in the energy landscape.
BPA explained at length in its Commission filing why it chose not to pay negative prices.

Decision

BPA'’s rate proposal does not violate its obligation to set rates at the lowest possible cost
consistent with sound business principles. Whether BPA’s decision not to pay negative prices is
consistent with sound business principles is outside the scope of this proceeding.

Issue 2.3.5

Whether BPA's intent to apply for credits under section 4(h)(10)(C) of the Northwest Power Act
contradicts its position that oversupply costs are transmission costs.

Parties’ Positions

Caithness, JP05, Powerex, RNP, and SCE all argue that Staff’s testimony that BPA is in the
process of applying for 4(h)(10)(C) credits demonstrates that oversupply costs are fish and
wildlife costs and must be allocated to power rates. Caithness Br., 0S-14-B-CS-01, at 41;

JP0O5 Br., 0S-14-B-JP05-01, at 30; Powerex Br., 0S-14-B-PX-01, at 21; RNP Br., OS-14-B-
RN-01, at 20-21; SCE Br., OS-14-B-SC-01, at 11-12. These parties argue that BPA’s intent to
apply for 4(h)(10)(C) credits contradicts its position that oversupply costs are transmission costs.
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Caithness Br., 0S-14-B-CS-01, at 41; JP0O5 Br., OS-14-B-JP05-01, at 32; Powerex Br., OS-14-B-
PX-01, at 21; RNP Br., 0S-14-B-RN-01, at 21; SCE Br., 0S-14-B-SC-01, at 12.

BPA Staff’s Position

In its supplemental testimony, Staff testified that BPA was in the process of applying for
4(h)(10)(C) credits for oversupply costs. Parker et al., 0S-14-E-BPA-02, at 14. The proposed
oversupply rate schedule included a provision to reduce the oversupply cost by 22.3 percent if
BPA receives credits. Id. at 14, Att. 1 at 1. In its rebuttal testimony, Staff testified that
oversupply costs may qualify for credits because the costs are incurred by the need to operate
Federal hydropower projects to mitigate the effect excess TDG may have on fish and other
aquatic species. Metcalf et al., OS-14-E-BPA-03, at 9. Staff added that neither section 4(h)(10)
nor section 7 of the Northwest Power Act states how such costs are to be recovered in rates. Id.

Evaluation of Positions

Section 4(h)(10)(C) requires that the costs of fish and wildlife measures be allocated “among the
various hydroelectric projects” and further allocated “to the various project purposes.” 16 U.S.C.
8 839b(h)(10)(C). As noted by RNP, when applying for the credits BPA submits a signed
certification to the Department of Energy with the following statement by the Administrator:

| certify that this estimate of credits is completely due to operations and
expenditures incurred in this fiscal year in compliance with the Administrator’s
statutory mandate to protect, mitigate, and enhance fish and wildlife, and their
habitats, in the Columbia River Basin under section 4(h)(10)(C) of the Pacific
Northwest Power Planning and Conservation Act.

RNP Br., 0S-14-B-RN-01, at 21 n.93 (citing Letter from Stephen J. Wright, BPA Administrator,
to Joanne Y. Choi, Acting Deputy Chief Financial Officer, U.S. Department of Energy, at 5
(Sept. 19, 2012)).

BPA Staff testified that there are multiple causes of oversupply conditions, including, in addition
to the need to mitigate the effect excess TDG may have on fish and other aquatic species, lack of
load and Federal and state incentives that provide a disincentive for renewable generation to
accept displacement. Metcalf et al., OS-14-E-BPA-03, at 6-7. As discussed in Issue 2.3.1,
oversupply costs are caused by the interconnection of wind generation in BPA’s balancing
authority area and BPA’s management of the transmission system during periods of excess spill.

Therefore, the costs are not completely caused by the Administrator’s statutory mandate to
protect, mitigate, and enhance fish and wildlife and do not qualify for credits. The provision in
the rate schedule for reducing the costs by the amount of the credits will be removed.

In its brief on exceptions, SCE asserts that BPA has already applied for 4(h)(10)(C) credits for
oversupply costs and has certified that such costs are fish and wildlife costs, and BPA cannot
now claim otherwise. SCE Br. Ex., 0S-14-R-SC-01, at 3-4. SCE bases this argument on the
Administrator’s September 2012 certification letter to the Department of Energy (DOE) and a
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DOE letter to the Department of Treasury asserting that incremental purchase power costs were
incurred due to fish mitigation and qualified for 4(h)(10)(C) credits. Id. at 4.

SCE misreads the Draft ROD. The Draft ROD provided generally that “when applying for
credits BPA submits a signed certification to the Department of Energy with the following
statement by the Administrator.” Administrator’s Draft Record of Decision, OS-14-A-01, at 38.
The Draft ROD did not state that BPA had applied for credits for oversupply costs; to the
contrary, it made the point that oversupply costs do not qualify under the above certification. Id.
at 39.

Similarly, in the DOE letter SCE cites, the Department did not request credits for oversupply
costs. The incremental purchase power costs cited in the letter are not oversupply costs. Instead,
they are costs of power purchased by BPA to replace lost generating capacity caused by fish
mitigation measures. In short, BPA has never applied for 4(h)(10)(C) credits for oversupply
costs.

Moreover, in its supplemental testimony, BPA Staff testified that BPA was “in the process of
seeking recognition of oversupply costs as a cost eligible under section 4(h)(10)(C).” Parker
et al., OS-14-E-BPA-02, at 14. Staff’s supplemental testimony was filed in April 2013. The
DOE letter was submitted in September 2012, more than six months earlier. Therefore,
oversupply costs could not have been included in the DOE letter.

Caithness argues in its brief on exceptions that nothing in section 4(h)(10) of the Northwest
Power Act requires that costs be incurred solely due to fish and wildlife measures in order to
qualify for 4(h)(10)(C) credits. Caithness Br. Ex., OS-14-R-CS-01, at 10. Section 4(h)(10)(A)
authorizes the Administrator to use the Bonneville Power Administration fund “to protect,
mitigate, and enhance fish and wildlife to the extent affected by the development and operation
of any hydroelectric project of the Columbia River and its tributaries.” This section and the rest
of section 4(h)(10) cover only fish and wildlife costs. See, e.g., Northwest Power Act

8 4(h)(1)(B) (“This subsection shall be applicable solely to fish and wildlife ...”); § 4(h)(10)(C)
(“The amounts expended by the Administrator for each activity pursuant to this subsection ...”)
(emphasis added); § 4(h)(10)(D)(i) (establishing a scientific review panel to review projects
funded by BPA’s “annual fish and wildlife budget”); § 4(h)(10)(D)(ii) (establishing peer review
groups to assist the scientific review panel in recommending projects to be funded through
BPA’s “annual fish and wildlife budget”). Ever since BPA began applying for 4(h)(10)(C)
credits, BPA has made the same certification. It has applied for and received credits only for
expenditures that were completely due to operations and expenditures incurred to protect,
mitigate, and enhance fish and wildlife. Caithness is incorrect that BPA can seek 4(h)(10)(C)
credits for costs that are due in part to other causes.

Decision

Oversupply costs do not qualify for 4(h)(10)(C) credits. The oversupply rate schedule will not
include a provision to reduce the oversupply rate if BPA obtains 4(h)(10)(C) credits.
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3.0 RATE SCHEDULE

3.1 Description of Proposed Rate Schedule

In most respects, the oversupply rate schedule that is being proposed in this Record of Decision
is the same as the rate schedule in BPA Staff’s rebuttal testimony. Metcalf et al., OS-14-E-
BPA-03, Att. 1. See Appendix. The oversupply rate is calculated on a monthly basis by
dividing the Displacement Cost by Scheduled Generation. (In testimony, Staff used the term
Actual Transmission Use; to avoid confusion between scheduled generation and actual
generation, the rate schedule will use the term Scheduled Generation.) Id., Att. 1, at 1.

Displacement Cost is the amount paid under the OMP to displace generating facilities in the
BPA balancing authority area. Id. The definition of “Displacement Cost” will be revised to
reflect the decision that oversupply costs do not qualify for 4(h)(10)(C) credits. See Issue 2.3.5.
Displacement costs for FY 2012 will be recovered through the oversupply rate rather than taken
out of reserves. See section 3.2.1. The other type of costs related to oversupply is administrative
costs, which are the costs paid to the independent third-party evaluator selected by BPA under
the OMP. The oversupply rate will not include administrative costs; rather, BPA’s initial
proposal in the BP-16 rate case will be to functionalize administrative costs to transmission rates
and allocate them to all transmission rates. See section 3.2.2.

Oversupply costs are charged to generators in the BPA balancing authority area based on their
Scheduled Generation, as measured by their transmission schedules during oversupply hours.
See Issue 2.2.1. Non-Federal generators that did not submit costs under the 2012 OMP are
exempted from an allocation of FY 2012 oversupply costs. See section 3.2.3. Oversupply costs
charged to BPA are recovered from power customers using Modified Tier 1 Cost Allocators
(TOCAS). Metcalf et al., OS-14-E-BPA-03, at 14-15. TOCAs are customer-specific billing
determinants, expressed as percentages, that are established under the Tiered Rate Methodology
for Priority Firm power customers. 2012 Wholesale Power and Transmission Rate Adjustment
Proceeding (BP-12) Tiered Rate Methodology, BP-12-A-03, at 57. For the oversupply rate, the
TOCAs will be modified to allocate oversupply costs to PF and non-PF power customers.
Fredrickson et al., OS-14-E-BPA-01, at 9-11. See Appendix.

The Unauthorized Decrease Charge for Slice customers that Staff proposed in its supplemental
testimony (Parker et al., OS-14-E-BPA-02, at 15-17 & Att. 2) is not being adopted. However,
BPA may institute a special 7(i) proceeding to consider the UDC or include a proposal for such a
charge in the next general rate case if BPA observes actions that exacerbate oversupply
conditions. BPA plans to meet with interested customers to discuss the enforcement of Slice
minimum delivery amounts during oversupply events. Metcalf et al., OS-14-E-BPA-03,

at 16-17.

Parties did not address the rate schedule in their initial briefs. However, certain features of the
proposed rate schedule are explained below.
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3.2 Rate Schedule Features

3.21 Recovery of FY 2012 Displacement Costs

The proposed oversupply rate recovers displacement costs incurred in FY 2012 through

FY 2015. In their narrative statements, JP0O3 and WPAG argued that BPA should recover

FY 2012 and FY 2013 oversupply costs through the use of Transmission Services’ financial
reserves. JP03 Statement, OS-14-P-JP03-01, at 6-7; WPAG Statement, OS-14-P-WG-01, at 5,
13-15.

In each of its rate proposals, Staff has proposed to collect all displacement costs incurred from
March 31, 2012, through September 30, 2015, through the oversupply rate. Fredrickson et al.,
0S-14-E-BPA-01, Att. 1, at 1, 5; Parker et al., OS-14-E-BPA-02, at 13 & Att. 1, at 1; Metcalf
et al., OS-14-E-BPA-03, Att. 1, at 1.

Since BPA incurred no displacement costs during FY 2013, the only costs it has not yet
recovered are the FY 2012 displacement costs. BPA incurred $2.7 million in displacement costs
in FY 2012. BPA initially paid 2012 displacement costs out of financial reserves, just as it pays
other unanticipated costs during a rate period. JP03 argues that recovering the FY 2012
displacement costs through the oversupply rate would be retroactive ratemaking, which should
be discouraged. Baker et al., OS-14-E-JP03-01, at 13. JPO3 implies that it would be better to
recover the FY 2012 and FY 2013 oversupply costs from “transmission customers as a whole”
rather than from “specific customers.” Id. at 16.

WPAG states that paying FY 2012 and FY 2013 OMP costs by using Transmission Services’
financial reserves should not pose a financial risk to BPA. WPAG Statement, OS-14-P-WG-01,
at 13-14. Further, WPAG states, its proposal comports with and advances the allocation
directives in BPA’s enabling legislation because it implicitly allocates the costs to all
transmission customers in proportion to their contribution to transmission reserves and helps
ensure that transmission rates are set at the lowest possible level consistent with sound business
principles. Id. at 14. WPAG adds that use of reserves to pay FY 2012 and FY 2013 OMP costs
would be easily administered and is consistent with Commission guidance, and BPA would not
be unduly burdening certain transmission users to the benefit of others. Id.

Although BPA necessarily used reserves to pay the FY 2012 costs (since no oversupply rate was
yet in place), its intent to recover those costs through the oversupply rate has been clear
throughout the OS-14 rate case. See Fredrickson et al., OS-14-E-BPA-01, Att. 1, at 1, 5; Parker
et al., OS-14-E-BPA-02, at 13; Metcalf et al., OS-14-E-BPA-03, Att. 1, at 1. Even when the
costs were incurred, BPA clearly stated that it would be developing a rate to recover the costs.
Iberdrola Renewables, Inc., v. Bonneville Power Admin., FERC Docket No. EL11-44-002,
Compliance Filing of the Bonneville Power Administration (Mar. 6, 2012).

Recovering FY 2012 displacement costs is not retroactive ratemaking. A utility engages in
retroactive ratemaking when it retroactively adjusts rates for past periods to compensate for an
underrecovery. For example, assume that a utility sets rates for 2013 based on a given projected
sales level. Because sales are less than projected, the utility recovers less revenue than it
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expected. If the utility then adds the underrecovery to future rates, it has engaged in prohibited
retroactive ratemaking. Here, BPA is not adjusting past rates but simply recovering actual costs
incurred in FY 2012, consistent with its statutory mandate to recover its costs. Thus, recovery of
past oversupply costs would not be retroactive ratemaking even if the concept applied to BPA,
which it does not. A thorough discussion on BPA and retroactive ratemaking is contained in the
2007 Supplemental Final ROD, WP-07-A-05, at 22-30.

WPAG states that using reserves should not pose a financial risk to BPA. WPAG Statement,
0S-14-P-WG-01, at 13-14. The issue of using reserves to pay rate period costs was thoroughly
discussed in the BP-14 Power and Transmission Rate Proceeding Administrator’s Record of
Decision, BP-14-A-03, issues 4.2.5.1 and 4.2.5.5. Although the Administrator decided to use a
specified amount of reserves to mitigate a relatively large proposed transmission rate increase, he
was concerned that use of reserves for this purpose might be perceived by credit rating agencies
as BPA’s unwillingness to recover its full costs through rates. BP-14 ROD, BP-14-A-03,

at 142-44. Using reserves to pay for FY 2012 oversupply costs might add to the credit rating
agencies’ perception that BPA is not willing to recover its full costs through rates.

WPAG argues that 2012 displacement costs will not recur. Nevertheless, BPA has not yet
recovered the FY 2012 oversupply costs and is charged with setting rates to recover all of its
Costs.

3.2.2 Recovery of Administrative Costs

Staff’s supplemental proposal was to collect FY 2012 administrative costs under the oversupply
rate in the same manner as FY 2012 displacement costs and to recover FY 20132015 costs

50 percent through general power rates and 50 percent through general transmission rates.
Parker et al., OS-14-E-BPA-02, at 8-9. Staff’s rebuttal proposal was to use financial reserves to
pay FY 2012 administrative costs. Metcalf et al., OS-14-E-BPA-03, at 16.

In response to Staff’s supplemental proposal, JP0O3 testified that BPA should recover all
administrative costs for all years through the proposed oversupply rate based on cost causation
and comparability standards. Baker et al., OS-14-E-JP03-01, at 17. In its testimony, Caithness
described the FY 2012 administrative cost as “miniscule” [sic] and supported using power
financial reserves to pay FY 2012 administrative costs and recovering future administrative costs
through power rates. Pascoe, OS-14-E-CS-01, at 20.

The administrative cost is the cost of the independent evaluator selected by BPA under the OMP.
This cost has been, and is expected to remain, modest. It was $249,000 in FY 2012 and
$180,000 in FY 2013 and is expected to remain at the latter level through the rate period. BPA
has accounted for these costs as regulatory assets with the expectation that they will be recovered
through rates.

If this cost were to be recovered through the oversupply rate, in years in which there are no
oversupply events BPA would be unable to recover the costs, because the billing determinants
would be zero. Metcalf et al., OS-14-E-BPA-03, at 16. In such a case, the costs would have to
be carried forward or taken from reserves. BPA would have to determine how to allocate the
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costs among customers when there were no oversupply events in the year in which the costs were
incurred.

In the Draft Record of Decision, BPA explained that it would continue to treat administrative
costs as regulatory assets through FY 2015 and would include the accrued administrative costs in
the power and transmission revenue requirements developed for FY 2016-2017.

In its brief on exceptions, JP03 persuasively argues that administrative costs should be recovered
entirely through transmission rates, on the ground that administrative costs are part of the overall
costs of managing oversupply events and therefore are transmission costs. JP03 Br. Ex., OS-14-
R-JP03-01, at 3. However, BPA will not be recovering the FY 2012—2015 administrative costs
through the OS-14 rate; rather, they will be included in the revenue requirement developed for
FY 2016-2017. Therefore, this issue need not be resolved in this Record of Decision. Instead,
BPA’s initial proposal in the BP-16 rate case will be to functionalize administrative costs to
transmission rates and allocate them to all transmission rates. The parties may respond to this
proposal in that case.

3.2.3 Allocation of FY 2012 Displacement Costs

In its initial proposal Staff proposed functionalizing oversupply costs 50 percent to the power
function and 50 percent to the transmission function. Fredrickson et al., OS-14-E-BPA-01, at 8.
Under this proposal, oversupply costs functionalized to the power function would be allocated to
the PF, IP, and NR rates. Id. at9. Costs functionalized to transmission would be allocated to a
new control area service rate and charged only to generators that submitted costs under the OMP.
Id. at 11. Only wind generators submitted costs in FY 2012. 1d., Att. 2, Tables 2 and 3. Thus,
under this proposal, oversupply costs would not be allocated to any generator that did not submit
costs, including wind generators and thermal generators. Id. at 11. In its supplemental and
rebuttal proposals, Staff proposed allocating costs to a wider group of transmission system users
regardless of whether a generator submitted costs under the OMP. Parker et al., OS-14-E-
BPA-02, at 4; Metcalf et al., 0S-14-E-BPA-03, at 2, 3-4.

The oversupply protocol in effect during FY 2012 exempted generators that did not submit
displacement costs from cost allocation. It provided as follows:

3. No later than March 31, 2012, the Generator shall make an election with
respect to each of its generating facilities (other than facilities with a
nameplate capacity under 3 MW, which are exempt from displacement under
this attachment) as follows:

a. the Generator elects not to submit the facility’s costs of displacement, in
which case the costs of displacement for the facility shall be deemed to be
$0/MWh and, except in the case of Generators that own or operate federal
generating facilities, the Generator shall not be subject to cost allocation
with respect to such facility for costs incurred under this attachment; or

b. the Generator elects to submit the facility’s costs of displacement, in
which case the Generator shall be subject to cost allocation with respect to
such facility for costs incurred under this attachment.
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On March 1, 2013, BPA filed with the Commission a revised oversupply protocol, asking that it
be effective March 31, 2013, through September 30, 2015. Iberdrola Renewables, Inc., v.
Bonneville Power Admin., FERC Docket No. EL11-44-006, Request for Approval of Revised
Oversupply Management Protocol of the Bonneville Power Administration (Mar. 1, 2013). The
revised protocol does not address cost allocation.

The Commission’s December 20, 2012, order indicated that BPA’s proposal to allocate

50 percent of costs to power rates and 50 percent to wind generators would not provide for
comparable rates. In response, BPA Staff issued its supplemental proposal, which would
allocate costs based on transmission schedules on the hours of oversupply events regardless of
whether a generator submitted displacement costs in FY 2012. Parker et al., OS-14-E-BPA-02,
at 4. Staff’s rebuttal proposal, adopted in this Record of Decision, also does not exempt
generators that did not submit displacement costs in FY 2012. Metcalf et al., OS-14-E-BPA-03,
at 2, 4-5.

Nevertheless, the protocol in place in FY 2012 assured generators that if they did not submit
displacement costs—which means they would have been displaced without receiving
compensation—they would not be allocated any costs. Generators may well have relied on the
exemption in deciding whether to submit costs in 2012 and in making operational decisions. For
example, thermal generators may have decided not to submit a transmission schedule and instead
allow BPA to displace them under the Oversupply Management Protocol if those generators
knew that submitting a schedule would subject them to cost allocation. Fairness dictates that
BPA honor this expectation and exempt these generators from FY 2012 oversupply costs.

The oversupply cost that would otherwise be recovered from these generators is estimated to be
about $378,000 of the total $2.7 million displacement cost.

In its brief on exceptions, SCE objects to BPA’s decision to exempt these generators from being
allocated FY 2012 oversupply costs. SCE Br. Ex., 0S-14-R-SC-01, at 6-7. SCE makes three
arguments. First, SCE argues that this exemption puts wind generators in a “worse position than
BPA Staff’s initial proposal that was rejected by the Commission” because BPA will be
allocating all FY 2012 costs to wind generators that did not submit displacement costs. Id. at 7
(emphasis in original). SCE is mistaken. BPA is not allocating all FY 2012 costs to wind
generators. All of the $2.7 million displacement cost, including the approximately $378,000 that
would have been allocated to generators that did not submit displacement costs under BPA’s
rebuttal proposal, will be allocated to both Federal generation and wind generation in proportion
to the schedules they submitted during oversupply events. This will result in 85 percent of the
2012 cost being allocated to Federal generation and 15 percent being allocated to wind
generators that submitted displacement costs.

Second, SCE argues that generators’ reliance on the exemption was not reasonable because the
OMP was disputed and the subject of litigation. Id. at 7. That does not make the reliance
unreasonable. The OMP was part of BPA’s tariff, and BPA had filed it with the Commission.
BPA was operating under it. As long as it was in effect, the rational response was to rely on it.
The outcome of any dispute or litigation is uncertain. Generators could not reasonably assume
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the OMP would be overturned. In truth, generators had little choice but to rely on the OMP as
filed.

Third, SCE argues that, if BPA does exempt these generators from 2012 oversupply costs, BPA
should take the costs from reserves rather than allocate them to wind generators. Id. at 7. As
noted above, SCE mistakenly assumes that all of the additional costs will be allocated to wind
generators. As stated, this is incorrect. The approximately $378,000 cost will be allocated to
both Federal generation and wind generation in proportion to their schedules during oversupply
events for FY 2012.

3.24 Time Period for Calculating and Charging the Oversupply Rate

Powerex testified that, if BPA charges oversupply costs to transmission users, the oversupply
rate should be calculated on an hourly basis rather than a monthly basis, so that costs are
allocated precisely to those parties that schedule generation on the hours of oversupply events.
MacDougall, OS-14-E-PX-01, at 16-17. Powerex did not raise this issue in its initial brief.

BPA Staff proposed that the rate be calculated on a monthly basis, stating that any inequity in
cost allocation is likely to be small and would not outweigh the increased workload and risks of
errors attendant with hourly rate computations. Metcalf et al., OS-14-E-BPA-03, at 15.

The amount of oversupply costs and the transmission schedules of generation in BPA’s
balancing authority area may vary on an hourly basis. Therefore, Powerex argues, oversupply
costs should be recovered on an hourly basis; that is, total payments under the OMP for each
hour should be recovered from the generators that scheduled energy during that oversupply event
hour. MacDougall, OS-14-E-PX-01, at 17. Powerex also argues that charging on a monthly
basis would violate comparability. 1d.

Charging on a monthly basis would not violate comparability. BPA would be charged the same
rate and on the same basis as other customers based on the aggregate costs for the month. See
Parker et al., 0S-14-E-BPA-02, at 9-10; Metcalf et al., OS-14-E-BPA-03, at 4-5, 12.

Although charging on an hourly basis might provide a slightly better match between the costs
incurred and the transmission schedules that contribute to that cost, it would entail increased
workload and risks of errors associated with hourly rate computations and billing. Metcalf et al.,
0S-14-E-BPA-03, at 15. For example, for July 2012, BPA would need to separately calculate
and charge 53 rates (one for each of the 53 oversupply event hours in that month;
http://www.bpa.gov/Projects/Initiatives/Oversupply/Pages/Retrospective-Reports-2012.aspx)

to recover $1.7 million. Fredrickson et al., 0S-14-E-BPA-01-E01, Att. 2, at Table 1. In
addition, BPA must maintain the confidentiality of wind customers’ costs. Charging on a
monthly basis would provide much less public transparency regarding their hourly costs.
Metcalf et al., OS-14-E-BPA-03, at 15.
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4.0 PARTICIPANT COMMENTS
Introduction

This chapter summarizes and evaluates the comments of participants in BPA’s OS-14 rate case.
As defined in BPA’s procedures for conducting rate proceedings, “participants” are persons that
comment on BPA’s rate proposal but do not take part in the formal hearing process with the
responsibilities of “parties.” Parties to the case file testimony and briefs and thus are not allowed
to submit comments as participants. Participant comments are part of the official record of the
rate proceeding and are considered when the Administrator makes his final decisions.

On November 8, 2012, BPA published in the Federal Register a “Notice of Proposed 2014
Oversupply Rates.” 77 Fed. Reg. 66,963 (2012). The Federal Register notice set a deadline of
February 15, 2013, for participant comments. In an order dated March 4, 2013, the hearing
officer adopted an amended schedule for the OS-14 proceeding that changed the deadline for
participant comments to May 22, 2013. Order Granting BPA’s Motion and Amending
Procedural Schedule, OS-14-HOO-22.

BPA received five participant comments. One of the comments was filed by Springfield Utility
Board (Springfield) (comment number ORP120007). Springfield is a BPA customer and is a
member of the Public Power Council (PPC), which represents publicly owned utilities in the
0S-14 rate case both as a party and as a member of Joint Party 3. As stated in the Federal
Register notice, “BPA customers whose rates are subject to this proceeding, or their affiliated
customer groups, may not submit participant comments.” 77 Fed. Reg. 66,963, 66,965 (2012).

Moreover, Springfield did not file general comments. Instead, it addressed the merits of BPA’s
rate proposal. If Springfield were allowed to use the participant comment process to address
substantive issues, rate case parties with opposing views would be placed at a disadvantage, as
they would have no opportunity to question the utility’s positions and offer rebuttal and
refutation. Therefore, Springfield Utility Board may not file participant comments, and its
comments will not be addressed.

Summaries of the other participant comments, and BPA’s responses, are provided below.

Participant Comments

Comment. Participant Charles Pace states that setting February 15, 2013, as a final date for
participants to submit written comments and placing “extraordinary” limits on the scope of the
0S-14 proceeding violate the procedural requirements in the Northwest Power Act and limit
BPA’s ability to develop a full and complete record. Dr. Pace comments that limits on
participant opportunities in the rate proceeding are “repugnant on their face to the declaration of
purpose by the 96th Congress to allow the public at large” to participate in developing “regional
plans and programs related to energy conservation, renewable resources, other resource, and
protecting, mitigation, and enhancing fish and wildlife resources.” Dr. Pace implies that,
because participants are not able to “address the propriety, e.g., of costs and methodologies”
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deemed to be outside the scope of the rate case, the Record of Decision “will not meet the
requirements of the Administrative Procedure Act, 5 U.S.C. 701-06.” Comment ORP120004.

Response. First, it should be noted that Dr. Pace submitted his comments prior to the original
February 15, 2013, deadline for participant comments. In an order dated March 4, 2013, the
hearing officer adopted an amended schedule for the OS-14 proceeding that changed the close of
participant comments to May 22, 2013. Order Granting BPA’s Motion and Amending
Procedural Schedule, 0S-14-HOO-22. Although he had the opportunity to do so, Dr. Pace did
not submit additional comments prior to the May 22 close of participant comments.

In any case, setting a reasonable limit on the time for submitting participant comments (as the
Federal Register notice and the hearing officer’s order did) does not violate the procedural
requirements of the Northwest Power Act. Dr. Pace’s underlying concern appears to be that
BPA denied participants procedural protections when it set the date for public comment after the
filing of parties’ direct cases but before filing of rebuttal cases, cross-examination, and filing of
briefs. The Northwest Power Act requires the Administrator to publish notice of the “proposed
rates” in the Federal Register. 16 U.S.C. § 8393(i)(1). The Act requires the hearing officer to
conduct a hearing to “receive public comment in the form of written and oral presentation of
views, data, questions and argument related to such proposed rates.” 16 USC § 8393(i)(2)
(emphasis added). That is, the public has the right to respond to BPA’s initial rate proposal.

BPA filed its initial proposal on November 8, 2012, more than three months before the original
February 15, 2013, deadline for public comments. This is more time than the parties had to
respond to BPA’s proposal and ample time for the public to comment. The revised deadline of
May 22, 2013, was after the filing of the parties’ direct cases. Therefore, participants not only
had an additional three months to respond to BPA’s proposal, but had the ability to review and
comment on the parties’ proposals as well.

Dr. Pace also states that the limitation on the scope of the rate proceeding denied both parties and
participants their rights under the Northwest Power Act to comment on “the development of
regional plans and programs related to energy conservation, renewable resources, other resource,
and protecting, mitigation, and enhancing fish and wildlife resources.” 16 U.S.C. § 839(3). In
addition, Dr. Pace states, “the restrictions on participants’ ability to develop the record, and the
limitations on all parties’ ability to address the propriety, e.g., of costs and methodologies”
violates the Administrative Procedure Act. As stated in the Federal Register notice, however,
these programs are not addressed in the rate case, which is the forum where BPA’s rates are
established. BPA conducts separate public processes to address the issues Dr. Pace raises.

Dr. Pace has ample opportunity to comment on these programs in the proper forum.

Comment. Participant James Adcock states that BPA is trying to obscure the real nature of the
overgeneration problem: “The real problem is that BPA is not willing to invest in the necessary
controls over their own dam generation equipment that would allow them to stop generating
power in excess of what their customers are willing to pay a price for (including negative) that
BPA is willing to accept. BPA could implement the technical means to actually control their dam
power, ...[bJut BPA ... wants to ... pass costs onto other operators, rather than acknowledge
their own culpability for their own voluntary limits on their own investments in their own
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technical abilities.” Mr. Adcock states that whatever costs BPA incurs due to oversupply should
be allocated to generation customers, not transmission customers. Comment ORP120005.

Response. Mr. Adcock argues that oversupply costs derive from “BPA not being willing to
invest sufficiently in technical controls on their own generation capabilities.” This comment is
not related to setting rates, and is outside the scope of the rate case as set forth in the Federal
Register notice. To respond briefly, however, for several years BPA has been implementing
tools to manage oversupply conditions. At every Spring operations conference call, BPA asks
customers and interested parties for suggestions. The Oversupply Management Protocol itself
lists 12 actions that BPA will take when available if they will reduce or avoid the need for
displacement. BPA and others in the region have invested in features at the dams and “smart
spill” design to improve generation efficiency and fish survival rates in all water conditions.

Like certain rate case parties, Mr. Adcock argues that oversupply cost is a generation cost that
should be allocated to generation customers. BPA’s decision is to charge oversupply cost to
generators in the BPA balancing authority area based on their transmission schedules during
oversupply event hours. Chapter 2 includes a full discussion of this issue.

Comment. Participant Linda Probstfeld states that she objects to “paying to use electricity and
not use electricity.” She asks, “Why pay a private company [a wind generator] to shut down
when we could reduce over-supply by diverting water from our dams for the environment,
thereby reducing the amount of power our dams produce? We would not have to pay

$10 million or more for the over-supply.” Comment ORP120006.

Response. As an initial matter, the issue of diverting water is not a rates issue, and is beyond the
scope of the rate case as set forth in the Federal Register notice. To respond briefly, however,
although diverting water from dams for the environment seems like a reasonable solution to the
challenge of oversupply, the details are many and complex. The Columbia River is operated for
multiple purposes, including flood control, fish and wildlife, navigation, irrigation, recreation,
water supply and water quality, and preservation of cultural resources, as well as power
generation. Any diversions of water from the hydro system must take into account how they
would affect operations for all of these purposes. Timing is crucial, especially related to the
timing of fish migrations. In addition, facilities need to be in place to allow water diversions,
such as pumps, intakes, and fish screens, and those facilities can be expensive to construct and
maintain. BPA funds and conducts an extensive environmental and fish and wildlife program,
and Ms. Probstfeld and other interested persons are encouraged to learn about it at
http://www.efw.bpa.gov/.

Comment. Participant Richard van Dijk states that he is “adamantly opposed to any rate
surcharges that will be passed on to the end user in SW Washington when there is an oversupply
of power .... [V]ery little if any of the wind power will benefit the ratepayers of SW WA and
now you expect the SW WA rate payers to have the added burden of subsidizing private wind
entities for their bad business decisions.” He states that most of the wind power is delivered to
California and that “any rate surcharges must be solely applied to those entities that have a Point
of Delivery (POD) for their power that does not serve local needs.” Comment ORP120010.
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Response. BPA’s decision is to charge oversupply cost to generators in the BPA balancing
authority area based on their transmission schedules during oversupply event hours. Chapter 2
includes a full discussion of this issue. Although wind generation is delivered to California, it is
also delivered to consumers in the Pacific Northwest. Washington and Oregon utilities have
developed or purchased wind generation in accordance with the states’ Renewable Portfolio
Standards. These utilities utilize significant amounts of wind generation.
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5.0 NATIONAL ENVIRONMENTAL POLICY ACT ANALYSIS

BPA has assessed the potential environmental effects that could result from implementation of
the rate proceeding to recover costs attributable to BPA’s Oversupply Management Protocol,
consistent with the National Environmental Policy Act (NEPA). As discussed in the Federal
Register notice for the OS-14 rate proposal, 77 Fed. Reg. 66963, 66964 (2012), BPA prepared an
Environmental Clearance Memorandum, dated March 23, 2012, for the Oversupply Management
Protocol. The memorandum considered environmental implications of the protocol and
documented the categorical exclusion of the protocol from further NEPA review.

The action addressed in the 2012 categorical exclusion was the adoption of the Oversupply
Management Protocol. The OS-14 rate proposal involves the allocation of oversupply costs to
be recovered through BPA’s rates and development of the OS-14 rate schedule. These aspects of
oversupply are primarily administrative and financial matters that bring greater resolution to the
issues addressed in the Oversupply Management Protocol. In addition, any environmental
implications associated with these aspects of oversupply would not be significantly different
from those described in the 2012 categorical exclusion for the Oversupply Management
Protocol. Therefore, BPA has determined that the decision to implement the OS-14 rate proposal
is covered within the scope of this previous NEPA documentation.
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6.0 CONCLUSION

As required by law, the rate established and adopted in this Final Record of Decision, in
conjunction with BPA’s other rates, has been set to recover the costs associated with the
acquisition, conservation, and transmission of electric power, including the amortization of the
Federal investment in the FCRPS (including irrigation costs required to be repaid out of power
revenues) over a reasonable period of years and the other costs and expenses incurred by the
Administrator in carrying out the requirements of the Northwest Power Act and other provisions
of law. In addition, this rate, in conjunction with BPA’s other rates, has been designed to be as
low as possible consistent with sound business principles, to encourage the widest possible use
of BPA’s power, and to satisfy BPA’s other ratemaking obligations. It has also been designed,
in conjunction with BPA’s other rates, to equitably allocate the costs of the Federal transmission
system between Federal and non-Federal power utilizing such system.

BPA must establish its rates under section 7(i) of the Northwest Power Act. BPA must also
evaluate the potential environmental impacts of the proposed rates and alternatives thereto, as
required by NEPA. In this instance, BPA prepared an Environmental Clearance Memorandum,
dated March 23, 2012, for the Oversupply Management Protocol. The memorandum considered
the environmental implications of the protocol and documented the categorical exclusion of the
protocol from further NEPA review. BPA has determined that any environmental implications
associated with the OS-14 rate proposal would not be significantly different from those described
in the 2012 categorical exclusion for the Oversupply Management Protocol. Therefore, the
OS-14 rate proposal is covered within the scope of this previous NEPA documentation.

Based upon the record compiled in this proceeding, the decisions expressed herein, and all
requirements of law, | hereby adopt the accompanying rate schedule as a final Bonneville Power
Administration rate. In accordance with Federal Energy Regulatory Commission requirements,
18 C.F.R. § 300.10(g), the Administrator hereby certifies that the rate schedule adopted herein is
consistent with applicable laws and, in conjunction with BPA’s other rate schedules, establishes
the lowest possible rates consistent with sound business principles.

Issued at Portland, Oregon, this 27th day of March, 2014.

/s/ Elliot E. Mainzer
Administrator and Chief Executive Officer
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Oversupply Charge Transmission Rate Schedule

0S-14
OVERSUPPLY CHARGE
SECTION I. AVAILABILITY
The Oversupply Charge applies to generators in the BPA Balancing Authority Area that are
specified as the source on transmission schedules for the hours that BPA displaces generation
pursuant to the Open Access Transmission Tariff (OATT), Attachment P (Oversupply Event
Hours).

The Oversupply Charge shall collect the amounts paid pursuant to OATT Attachment P for the
period March 31, 2012, through September 30, 2015.

The Oversupply Charge shall remain in effect until all costs incurred pursuant to OATT
Attachment P through September 30, 2015, are billed and fully paid. Service under this schedule
is subject to the General Rate Schedule Provisions (GRSPs).

SECTION II. CHARGE

A. OVERSUPPLY RATE

For each month, the Oversupply rate in dollars per megawatthour ($/MWHh) shall be:

Displacement Cost

Y. Scheduled Generation

Where:

Displacement Cost = the amount BPA paid pursuant to OATT Attachment P to displace
output from generating facilities for the calendar month, in dollars.

Scheduled Generation = For each generator in the BPA Balancing Authority Area, the
sum of transmission schedules (e-Tags) during Oversupply Event Hours that
specify such generator as the source, in megawatthours. For FY 2012, Scheduled
Generation shall not include transmission schedules of generators that did not
submit displacement costs pursuant to OATT Attachment P.
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The after-the-fact schedule shall be used for power dynamically transferred out of
BPA’s Balancing Authority Area.

> Scheduled Generation = the sum of all Scheduled Generation, in megawatthours.
OVERSUPPLY BILLING FACTORS

The billing factor for the monthly Oversupply Rate is the sum of the customer’s
Scheduled Generation during the month.

OVERSUPPLY CHARGES TO BPA POWER SERVICES

Charges to BPA Power Services for its applicable Scheduled Generation under this rate
schedule shall be billed to customers purchasing under the Priority Firm Power, Industrial
Firm Power, or New Resources Firm Power rate schedules using a Modified TOCA. The
charge for each such customer shall be the Oversupply Charge amount charged to BPA
Power Services multiplied by each customer’s Modified TOCA. The Modified TOCA
for each customer for each fiscal year is specified in GRSP II.1.

SECTION III. BILLING

A.

OVERSUPPLY CHARGE

An Oversupply Charge for each customer shall be calculated for each month beginning
April 2012. A cumulative Oversupply Charge for all months prior to the effective date of
this rate schedule shall be included on a bill issued within three months after the effective
date of this rate schedule, subject to the billing cap (section I11.B below).

The Oversupply Charge for all months after the effective date of this rate schedule shall
be included on bills for the month after Displacement Costs are incurred, subject to the
billing cap; i.e., there will be a one-month lag between Scheduled Generation and billing
the Oversupply cost. Any Displacement Cost not billed because of the billing cap, or
because BPA was unable to determine the full amount of Displacement Cost for the
month, shall be included on the following month’s bill, subject to the billing cap, and on
subsequent bills as necessary until all Displacement Costs have been billed.

BILLING CAP

Total billing to all customers for the Oversupply Charges may not exceed $8 million in
any one month. If the total Oversupply Charges exceed $8 million in any month, the
excess over $8 million shall be billed in the following month, subject to this billing cap.
If the billing cap is exceeded in such following month, excess charges shall be billed in
each subsequent month, subject to this billing cap, until all charges are billed.
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C. BILLING FOR OVERSUPPLY CHARGES TO BPA POWER SERVICES

The charge for BPA Power Services costs (section 11.C) shall be separately included on
each applicable customer’s transmission bill.
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Transmission General Rate Schedule Provision
Section 11.1. MODIFIED TOCAs FOR OVERSUPPLY CHARGE

BPA Cust Modified TOCA
ID Customer 2012 2013 2014 2015
10005 Alder Mutual 0.0000766 0.0000758 0.0000758 0.0000751
10015 Asotin County PUD #1 0.0000831 0.0000826 0.0000833 0.0000825
10024 Benton County PUD #1 0.0263381 0.0265454 0.0278284 0.0270582
10025 Benton REA 0.0093345 0.0092337 0.0092383 0.0091518
10027 Big Bend Elec Coop 0.0084453 0.0084674 0.0084716 0.0083922
10029 Blachly Lane Elec Coop 0.0024061 0.0024376 0.0024388 0.0024160
10044 Canby, City of 0.0028375 0.0028102 0.0028114 0.0027853
10046 Central Electric Coop 0.0109340 0.0110360 0.0112614 0.0112251
10047 Central Lincoln PUD 0.0211670 0.0210953 0.0210495 0.0208985
10055 Albion, City of 0.0000552 0.0000551 0.0000551 0.0000546
10057 Ashland, City of 0.0028154 0.0028003 0.0028899 0.0028894
10059 Bandon, City of 0.0010123 0.0010079 0.0010575 0.0010476
10061 Blaine, City of 0.0012069 0.0012100 0.0012109 0.0011995
10062 Bonners Ferry, City of 0.0007441 0.0007360 0.0007364 0.0007296
10064 Burley, City of 0.0019672 0.0019460 0.0019163 0.0019059
10065 Cascade Locks, City of 0.0003101 0.0003069 0.0003077 0.0003049
10066 Centralia, City of 0.0033656 0.0033722 0.0033739 0.0033423
10067 Cheney, City of 0.0022125 0.0021886 0.0021897 0.0021692
10068 Chewelah, City of 0.0003838 0.0003936 0.0003841 0.0003820
10070 Declo, City of 0.0000502 0.0000496 0.0000496 0.0000492
10071 Drain, City of 0.0002960 0.0002975 0.0002737 0.0002723
10072 Ellensburg, City of 0.0033546 0.0033184 0.0033201 0.0032890
10074 Forest Grove, City of 0.0033790 0.0033610 0.0035045 0.0035819
10076 Heyburn, City of 0.0006738 0.0006665 0.0006668 0.0006606
10078 McCleary, City of 0.0005838 0.0005775 0.0004831 0.0004799
10079 McMinnville, City of 0.0113817 0.0122045 0.0114716 0.0116233
10080 Milton, Town of 0.0010403 0.0010291 0.0010266 0.0010199
10081 Milton-Freewater, City of 0.0013161 0.0013149 0.0013818 0.0013829
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BPA Cust Modified TOCA
ID Customer 2012 2013 2014 2015
10082 Minidoka, City of 0.0000165 0.0000163 0.0000164 0.0000162
10083 Monmouth, City of 0.0011698 0.0011572 0.0011578 0.0011470
10086 Plummer, City of 0.0005519 0.0005459 0.0005462 0.0005411
10087 Port Angeles, City of 0.0114696 0.0113781 0.0117498 0.0116552
10089 Richland, City of 0.0137964 0.0139880 0.0143356 0.0142014
10091 Rupert, City of 0.0012480 0.0012349 0.0012494 0.0012377
10094 Soda Springs, City of 0.0004151 0.0004095 0.0004119 0.0004068
10095 Sumas, Town of 0.0005095 0.0005040 0.0005043 0.0004996
10097 Troy, City of 0.0002850 0.0002820 0.0002820 0.0002794
10101 Clallam County PUD #1 0.0106283 0.0105199 0.0105251 0.0104266
10103 Clark County PUD #1 0.0445505 0.0440697 0.0407301 0.0412885
10105 Clatskanie PUD 0.0124166 0.0129483 0.0129547 0.0128334
10106 Clearwater Power 0.0032169 0.0032238 0.0030954 0.0030789
10109 Columbia Basin Elec Coop 0.0016707 0.0016768 0.0016776 0.0016619
10111 Columbia Power Coop 0.0004453 0.0004442 0.0004477 0.0004435
10112 Columbia River PUD 0.0078527 0.0078335 0.0079042 0.0079168
10113 Columbia REA 0.0052724 0.0052155 0.0052181 0.0051693
10116 Consolidated Irrigation District #19 0.0000319 0.0000315 0.0000316 0.0000313
10118 Consumers Power 0.0060289 0.0060189 0.0063229 0.0062637
10121 Coos Curry Elec Coop 0.0056099 0.0055845 0.0056587 0.0056057
10123 Cowlitz County PUD #1 0.0744500 0.0759545 0.0760300 0.0753181
10136 Douglas Electric Cooperative 0.0024951 0.0024752 0.0025119 0.0025238
10142 East End Mutual Electric 0.0003759 0.0003718 0.0003720 0.0003685
10144 Eatonville, City of 0.0004711 0.0004660 0.0004663 0.0004619
10156 Elmhurst Mutual P & L 0.0044584 0.0044572 0.0044629 0.0044212
10157 Emerald PUD 0.0070070 0.0069314 0.0068041 0.0069706
10158 Energy Northwest 0.0003673 0.0003632 0.0003829 0.0003793
10170 Eugene Water & Electric Board 0.0342971 0.0339270 0.0334511 0.0331453
10172 U.S. Airforce Base, Fairchild 0.0008335 0.0008350 0.0008530 0.0008535
10173 Fall River Elec Coop 0.0046342 0.0045842 0.0045864 0.0045435
10174 Farmers Elec Coop 0.0000696 0.0000692 0.0000703 0.0000697
0S-14-A-02
Appendix

Page 6




BPA Cust Modified TOCA
ID Customer 2012 2013 2014 2015
10177 Ferry County PUD #1 0.0016076 0.0016141 0.0016149 0.0015998
10179 Flathead Elec Coop 0.0221212 0.0222668 0.0230181 0.0228783
10183 Franklin County PUD #1 0.0162032 0.0161537 0.0162459 0.0160938
10186 Glacier Elec Coop 0.0029021 0.0029218 0.0029511 0.0029235
10190 Grant County PUD #2 0.0007261 0.0007183 0.0007187 0.0007120
10191 Grays Harbor PUD #1 0.0183543 0.0181563 0.0181654 0.0179953
10197 Harney Elec Coop 0.0030902 0.0030972 0.0028930 0.0028803
10202 Hood River Elec Coop 0.0017844 0.0017842 0.0018133 0.0017963
10203 Idaho County L & P 0.0008692 0.0008598 0.0008602 0.0008521
10204 Idaho Falls Power 0.0108885 0.0108678 0.0109185 0.0109105
10209 Inland P & L 0.0144621 0.0145652 0.0149156 0.0147759
10230 Kittitas County PUD #1 0.0012852 0.0012721 0.0013432 0.0013306
10231 Klickitat County PUD #1 0.0049521 0.0048986 0.0050750 0.0050275
10234 Kootenai Electric Coop 0.0069088 0.0069549 0.0070603 0.0069942
10235 Lakeview L & P (WA) 0.0045476 0.0045119 0.0045369 0.0044981
10236 Lane County Elec Coop 0.0039717 0.0039554 0.0040289 0.0039912
10237 Lewis County PUD #1 0.0152251 0.0155102 0.0152919 0.0155975
10239 Lincoln Elec Coop (MT) 0.0018639 0.0018720 0.0019167 0.0019227
10242 Lost River Elec Coop 0.0013111 0.0013134 0.0012715 0.0012690
10244 Lower Valley Energy 0.0120348 0.0119049 0.0119108 0.0117993
10246 Mason County PUD #1 0.0012571 0.0012436 0.0012441 0.0012325
10247 Mason County PUD #3 0.0109863 0.0109831 0.0110652 0.0109616
10256 Midstate Elec Coop 0.0063956 0.0064049 0.0064715 0.0064109
10258 Mission Valley 0.0049310 0.0049945 0.0051549 0.0052047
10259 Missoula Elec Coop 0.0036555 0.0036803 0.0037358 0.0037008
10260 Modern Elec Coop 0.0035930 0.0036182 0.0036388 0.0036047
10273 Nespelem Valley Elec Coop 0.0008226 0.0008138 0.0008142 0.0008066
10278 Northern Lights 0.0050255 0.0049713 0.0049739 0.0049273
10279 Northern Wasco County PUD 0.0084568 0.0084229 0.0085934 0.0085457
10284 Ohop Mutual Light Company 0.0014209 0.0014056 0.0014064 0.0013932
10285 Okanogan County Elec Coop 0.0009132 0.0009033 0.0009038 0.0008953
10286 Okanogan County PUD #1 0.0068468 0.0067729 0.0066523 0.0067128
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10288 OrcasP & L 0.0034598 0.0034225 0.0034241 0.0033921
10291 Oregon Trail Coop 0.0102252 0.0102820 0.0105180 0.0105383
10294 Pacific County PUD #2 0.0050384 0.0049952 0.0048147 0.0049820
10304 Parkland L & W 0.0019331 0.0019340 0.0019476 0.0019294
10306 Pend Oreille County PUD #1 0.0039823 0.0039081 0.0039246 0.0039786
10307 Peninsula Light Company 0.0098095 0.0098906 0.0099655 0.0098722
10326 U.S. Naval Base, Bremerton 0.0037577 0.0037174 0.0041604 0.0039135
10331 Raft River Elec Coop 0.0046371 0.0046211 0.0047502 0.0047359
10333 Ravalli County Elec Coop 0.0024951 0.0025137 0.0025631 0.0025391
10338 Riverside Elec Coop 0.0003132 0.0003103 0.0003214 0.0003215
10342 Salem Elec Coop 0.0055096 0.0054501 0.0054529 0.0054018
10343 Salmon River Elec Coop 0.0042566 0.0042016 0.0043454 0.0043047
10349 Seattle City Light 0.0732839 0.0724931 0.0725292 0.0718501
10352 Skamania County PUD #1 0.0021742 0.0021757 0.0021756 0.0021708
10354 Snohomish County PUD #1 0.1082695 0.1071013 0.1035673 0.1068999
10360 Southside Elec Lines 0.0008934 0.0009062 0.0009218 0.0009186
10363 Springfield Utility Board 0.0135103 0.0135156 0.0138341 0.0138110
10369 Surprise Valley Elec Coop 0.0021642 0.0021702 0.0021218 0.0021177
10370 Tacoma Public Utilities 0.0541708 0.0535963 0.0536678 0.0551601
10371 Tanner Elec Coop 0.0015432 0.0015266 0.0015272 0.0015129
10376 Tillamook PUD #1 0.0075869 0.0075383 0.0076202 0.0076015
10378 Coulee Dam, City of 0.0002833 0.0002802 0.0002803 0.0002777
10379 Steilacoom, Town of 0.0006663 0.0006653 0.0006656 0.0006594
10388 Umatilla Elec Coop 0.0156814 0.0156665 0.0156744 0.0155276
10391 United Electric Coop 0.0041931 0.0041478 0.0041500 0.0041111
10406 U.S. DOE Albany Research Center 0.0000634 0.0000628 0.0000634 0.0000628
10408 U.S. Naval Station, Everett (Jim Creek) 0.0002034 0.0002012 0.0002035 0.0002016
10409 U.S. Naval Sub. Base, Bangor 0.0027718 0.0027466 0.0027827 0.0027618
10426 U.S. DOE Richland Oper. Office 0.0034695 0.0036334 0.0031631 0.0034003
10434 Vera Irrigation District 0.0036454 0.0036702 0.0037595 0.0037243
10436 Vigilante Elec Coop 0.0025286 0.0025469 0.0026150 0.0026266
10440 Wahkiakum County PUD #1 0.0006952 0.0006926 0.0006929 0.0006864
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10442 Wasco Elec Coop 0.0018738 0.0018536 0.0018545 0.0018371
10446 Wells Rural Elec Coop 0.0132301 0.0132518 0.0132584 0.0131343
10448 West Oregon Elec Coop 0.0011761 0.0011686 0.0011602 0.0011523
10451 Whatcom County PUD #1 0.0035481 0.0037128 0.0037147 0.0036799
10482 Umpgqua Indian Utility Cooperative 0.0004570 0.0004880 0.0005674 0.0005641
10502 YYakama Power 0.0009082 0.0009327 0.0013623 0.0013607
10597 Hermiston, City of 0.0017343 0.0017241 0.0017712 0.0017649
10706 Port of Seattle - SEATAC In'tl. Airport 0.0023053 0.0022879 0.0023919 0.0023695
11680 Weiser, City of 0.0008630 0.0008610 0.0008761 0.0008679
12026 Jefferson County PUD #1 0.0000000 0.0012324 0.0062536 0.0061950
10007 Alcoa 0.0441032 0.0436273 0.0413589 0.0409717
10312 Port Townsend Paper 0.0027564 0.0027267 0.0016544 0.0016389
10298 PNGC Aggregate 0.0685940 0.0685184 0.0692836 0.0688092
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