ADMINISTRATOR’S RECORD OF DECISION
SHORT-TERM MARKETING AND OPERATING ARRANGEMENTS

INTRODUCTION
The Bonneville Power Administration (BPA) has decided to enter into short-term
marketing and operational arrangements in order to participate continuously in the open
electric power market. These arrangements would enable BPA to achieve the best
reliability and expected economic outcome, as well as to best meet its environmental
responsibilities, given diverse market conditions. This decision would support power
cost control, enhance BPA competitiveness, and provide public benefits. The amount of
hydropower available to BPA will be defined by the System Operation Review (SOR), a
separate process underway to determine future hydro operations. The decision
documented in this Record of Decision (ROD) is a direct application of BPA’s earlier
decision to use a Market-Driven approach for participation in the increasingly
competitive electric power market.
The decision to enter into these short-term contractual arrangements is consistent with
BPA’s Business Plan, the Business Plan Environmental Impact Statement (BP EIS)
(DOE/EIS-0183, June 1995) and the BP ROD (August 15, 1995). In response to a need
for a sound policy to guide its business direction under changing market conditions, BPA
explored six alternative plans of action in its BP EIS. The six alternatives were: Status
Quo (no action), BPA Influence, Market-Driven, Maximize Financial Returns, Minimal
BPA, and Short-Term Marketing. In the subsequent BP ROD, the BPA Administrator
selected the Market-Driven Alternative. Although the Status Quo and the BPA Influence
alternatives were environmentally preferred, the differences in total environmental
impacts among alternatives were relatively small. Other business aspects, including
loads and rates, showed greater variation among the alternatives. The Market-Driven
Alternative strikes a balance between marketing and environmental concerns. It also
helps BPA to ensure the financial strength necessary to maintain high level of support for
public benefits such as energy conservation and fish and wildlife mitigation activities.
The BP EIS and ROD were also intended to guide BPA in a series of related decisions
on specific issues and actions. Decisions on providing short-term marketing and
operational arrangements are some of these subsequent actions, and the subject of this
tiered ROD. Tiering subsequent RODs to the BP ROD helps delineate BPA decisions
clearly and provides a logical framework for connecting broad programmatic decisions to
more specific actions.

Before taking specific action on any of these issues, BPA affirmatively stated that it
would review the BP EIS to ensure that a particular action was adequately covered within
the scope of that EIS and, if appropriate, issue a tiered ROD. This ROD, which
summarizes and incorporates information from the BP ROD, is a result of such a review.
It describes specific information on the decision to provide short-term marketing and
operational arrangements, and summarizes the environmental impacts associated with
this decision, as described in the BP EIS.
NEW COMPETITIVENESS IN THE ELECTRIC INDUSTRY
The electric utility industry is becoming increasingly competitive and dynamic. Four
factors are substantially affecting BPA’s ability to compete: market change, increased
non-power obligations, deterioration of BPA’s cost/price advantage, and lost hydro
output. The emergence of competition has led to significantly lower prices for wholesale
electric power. At the same time, BPA’s costs for providing major public benefits
(including fish and wildlife enhancement and support of energy efficiency) have
increased significantly. A series of dry years and changes in hydro system operations
have also seriously affected BPA’s ability to produce power and generate revenues.
The current West Coast surplus, decline in costs of competing generating resources, low
cost of energy, and difficulty in siting and developing new generating facilities continue
to lead electric utilities and other parties to emphasize shorter-term commitments to buy
and sell. In addition, the recent market deregulation has fostered the emergence of
marketers and broker parties. These parties by their nature concentrate on shorter-term
commitments than do utilities that have extended obligations to serve load.
However, BPA must be able to balance its costs and revenues. The availability of power
at competitive prices from other suppliers prevents BPA from meeting costs simply by
raising rates for its customers. That BPA firm power rate level above which a rate
increase would no longer increase BPA’s revenue and cover BPA’s costs would produce
BPA’s maximum sustainable revenue. Allowing BPA’s rates to exceed this level would
not be consistent with sound business principles. BPA’s total revenue would be reduced,
as would BPA’s ability to fund public benefits.
SHORT-TERM MARKETING CUSTOMERS
BPA will negotiate short-term marketing and operating arrangements and related
transmission services with parties able to participate in the open electric power market.
Potential customers include utilities and Direct Service Industries within the region, and
other power purchasers inside and outside the Pacific Northwest (PNW).
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DESCRIPTION OF THE PROPOSED SHORT-TERM MARKETING AND
OPERATIONAL ARRANGEMENTS AND RELATED TRANSMISSION
ARRANGEMENTS
Short-Term Marketing
BPA will continuously participate in the bulk electric power market via its short-term
marketing arrangements. Short-term marketing and operating arrangements cover a
variety of scheduling periods--hours, weeks, days, months, or years. The vast majority of
these market-based actions cover periods of less than 1 year, although some actions could
have terms of up to 5 years.
BPA’s short-term marketing actions will try to maximize the value of hydrosystem
conditions that result from decisions made by other agencies. (As noted earlier, the
amount of hydropower available to BPA will be defined by the SOR. Decisions made by
the Corps of Engineers or Bureau of Reclamation to manage river operations for
navigation, flood control, irrigation, recreation and fish and wildlife activities determine
how much water is available for generation and when it is available.) Maximizing
hydrosystem value can take a number of forms. For example, throughout the late spring
and summer months, BPA sells very large amounts of surplus energy generated from
flow provided for downstream salmon migration, as prescribed by the National Marine
Fisheries Service 1995 Biological Opinion. During the fall, BPA often purchases large
quantities of energy to recover depleted reservoirs, in preparation for winter loads. BPA
also makes purchases to meet extreme weather conditions and unexpected resource or
transmission outages.
The peak load demands of the PNW and California occur at different times. The PNW
peaks occur in winter, while California’s demand peaks in summer. During the summer,
the PNW hydro-based systems tend to have excess capacity that can be used to help meet
California’s peak demands. Similarly, California’s thermal-based system tends to have
excess capacity in the winter, which can be used to help the PNW meet its peak demands.
BPA has several seasonal and capacity/energy exchange contracts with California
utilities.
In general, BPA will be in the market buying or selling to match energy supplies to load
and/or to execute operational strategies. To the extent permitted by statute and consistent
with sound business principles, BPA will also expand its short-term marketing activity
beyond the disposal of surplus generation or the meeting of short-term load. BPA will
look continuously for marketing opportunities in power-related trading and financial
transactions. BPA’s objective will be to improve net revenues, reduce costs, and reduce
the risk of periodic revenue shortfalls due to changes in supply or market conditions.

3

Water Management
The Power Supply Manager may arrange for water storage, rentals or other physical
water management operations for fish-related or other non-power purposes; for energy
storage as a service to other utilities; and for implementation actions related to the Pacific
Northwest Coordination Agreement, the Columbia River Treaty annual operating plan or
detailed operating plan, and non-Treaty coordination operations such as the Non-Treaty
Storage Agreement.
ENVIRONMENTAL ANALYSIS
Consistent with the BP ROD, the Administrator reviewed the BP EIS to determine
whether (1) entering into short-term (5 years or less) marketing and operational
arrangements in order to participate continuously in the open electric power market and
(2) making generation operation decisions that accommodate that participation were
adequately covered within the scope of the BP EIS. The BP EIS was intended to support
a number of decisions, including short-term contractual arrangements lasting 5 years or
less. The chosen Market-Driven Alternative includes the offering of flexible short-term
arrangements with customers. In addition, one of the other alternatives analyzed in the
EIS, Short-Term Marketing, limited BPA’s marketing activities to short-term marketing
of power and transmission products and services.
The BP EIS showed that environmental impacts are determined by the responses to
BPA’s marketing actions, rather than by the actions themselves. These market responses
include resource development, resource operation, transmission development and
operation, and consumer behavior.
Environmental Impacts
Short-term marketing and operating arrangements are an integral part of the marketing
efforts of a Market-Driven BPA. As such, the potential impacts on resource
development, resource operations, transmission system development and operations, and
consumer behavior were considered in determining the potential environmental impacts
of adopting a Market-Driven approach to participation in the competitive electric utility
market.
Regionally, fewer new resources (most likely combustion turbines) would be developed
because less load would be shifted away from BPA. However, the operation of existing
generation would be greater, as other participants compete within the utility market. The
higher emissions levels of these mostly older, less-efficient thermal resources would
result in higher levels of air emissions and water use. Transmission system development
would be unchanged; transmission system operation would likely be more efficient. BPA
rates would be competitive with market rates.

4

Marketing Impacts
The expected broad marketing impacts of BPA’s adopted approach will be (1) to preserve
or increase BPA’s market share in the PNW and West Coast open markets as much as
possible, given the deregulated and competitive nature of the market, (2) to maximize
BPA’s power operations efficiency, in context with non-power objectives, and
(3) mutually to benefit BPA’s power economics and power system operations through
coordinated short-term trading and risk management arrangements. Many of BPA’s
customers and other parties participating in the open market are expected to respond to
BPA’s short-term marketing and operating arrangement efforts. Flexible contracts
responding to the pricing and unbundling forces emerging with the opening of the
wholesale power market will meet customer needs for competitively priced products and
services, improve customer relations, assist BPA in reducing costs, and enhance BPA’s
ability to use a Market-Driven approach to participate continuously in the open electric
market. Systematic efforts to meet customer needs, offer feasible service options, and
lower rates will help BPA to continue to serve the bulk of its historic loads. Load will be
lost mainly as customers seek ways to diversify their sources of power, and not through
dissatisfaction with BPA. To the extent that BPA is successful in applying a MarketDriven approach to its business activities, BPA will be more likely to maintain revenues
and be better able to fund public benefits.
Public Benefits
Consistent with the Market-Driven approach, the decision to undertake short-term
contractual arrangements lasting 5 years or less strikes a balance between marketing and
environmental concerns. BPA will actively participate in the competitive market for
power, and will use its success in the market to ensure the financial strength necessary to
produce the public benefits that BPA affords to the region.
Mitigation
In deciding to enter into these short-term contractual arrangements under the MarketDriven approach, BPA understands that the conditions that permit the agency to function
successfully may change over time. Therefore, the Market-Driven Alternative contains
preparatory mitigation measures (response strategies) to respond to change and allow the
agency to balance cost and revenues. Such mitigation will enhance BPA’s ability to
adapt to changing market conditions.
These response strategies--which include means to decrease spending, increase revenues,
and transfer costs--could be implemented if BPA’s costs and revenues did not balance.
BPA has already decided (in the BP ROD) to apply as many mitigation response
strategies as necessary whenever BPA’s costs and revenues do not balance. These
mitigation strategies, or equivalents, will be implemented to enable BPA to best meet its
public service and environmental obligations, while remaining competitive in the
wholesale electric power market.
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PUBLIC AVAILABILITY
Copies of the Business Plan EIS and the Business Plan ROD, as well as additional copies
of this ROD, are available to all interested and affected persons and agencies from BPA’s
Public Involvement Office, P.O. Box 12999, Portland, Oregon 97212. Copies of these
documents may also be obtained by using BPA’s nationwide toll-free request line,
1-800-622-4520.
CONCLUSION
I have decided that BPA will enter into short-term marketing and operational
arrangements (consistent with the SOR) in order to participate continuously in the open
electric power market.
This decision is consistent with BPA’s Market-Driven approach for participation in the
increasingly competitive power market, since it will enable BPA to increase the value of
its short-term power products, increase net revenues, and control costs. BPA seeks to be
responsive to its customers’ needs, while ensuring the financial strength necessary to
produce public benefits such as fish and wild life mitigation and energy conservation.
Issued in Portland, Oregon, on January 22, 1996.

/s/ Randall W. Hardy
Administrator and Chief
Executive Officer
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