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INTRODUCTION - BPA’S POWER SUPPLY ROLE FOR FY 2007-2011

The Bonneville Power Administration (BPA) is adopting a Regional Dialogue policy on the
agency’s regional power marketing for Fiscal Years (FY) 2007-2011. Since embarking upon
its Power Subscription Strategy over 5 years ago, BPA and its regional customers and
stakeholders have continued to discuss matters of critical importance that pertain to the sale
and purchase of Federal power marketed by BPA. Now, in the aftermath of the 2000-2001
West Coast electricity crisis, this policy will serve as an important signpost for customers and
others who have an interest in BPA’s regional power marketing activities. Importantly, this
policy is intended to provide BPA’s customers with greater clarity about their Federal power
supply so they can effectively plan for the future and make capital investments in long-term
electricity infrastructure if they so choose. It is also intended to provide guidance on certain
rate matters BPA expects will be addressed in the next rate period while assuring that the
agency’s long-term strategic goals and its long-term responsibilities to the region are aligned.

This Record of Decision (ROD) is organized by section in the same order as the Regional
Dialogue Policy. This ROD addresses the issues raised by commenters who responded
during the public comment period to BPA’s Regional Dialogue policy proposal released on
July 7, 2004. The list of commenters, including abbreviations, is shown in Appendix A.
This ROD also addresses issued raised in 2001 during the comment period regarding BPA’s
New Large Single Load (NLSL) policy. The list of commenters for that comment process is
shown in Appendix B.

PUBLIC PROCESS

The Regional Dialogue process began in April 2002 when a group of BPA’s Pacific
Northwest electric utility customers submitted a “joint customer proposal” to BPA. This
proposal focused on settling outstanding litigation on the Residential Exchange Program
Settlement Agreements signed in 2000, as well as on determining how to market Federal
power and distribute the costs and benefits of the Federal Columbia River Power System for
20 years.

In June 2002, BPA and the Northwest Power and Conservation Council (Council) jointly
initiated a public process regarding BPA’s marketing of Federal power post-2006. In
September 2002, several jointly sponsored public meetings were held throughout the region
for interested parties to discuss their proposals and provide new ideas and suggestions. BPA
and the Council accepted comments and proposals from all interested parties. This phase of
the Regional Dialogue ended in December 2002 when the Council submitted final
recommendations to BPA on “The Future Role of Bonneville.”

In February 2003, faced with a continuing financial crisis, BPA announced that it would
proceed with a rate-setting process for the Safety Net Cost Recovery Adjustment Clause
(SN CRAC). Consequently, BPA decided that the Regional Dialogue discussions should
take a slower, more deliberate pace, focusing only on a few key items, such as the level of
benefits for the residential and small-farm consumers of the region’s investor-owned utilities
(IOUs), until the rate case concluded.
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In early 2003, BPA initiated a detailed examination of events beginning in 2000 that led to
significant rate increases and deterioration of BPA’s financial condition. On April 18, 2003,
BPA released a Report to the Region that included lessons the agency learned, with the
intention of translating those lessons into future actions.

In a June 5, 2003, letter, the Governors of the four Pacific Northwest states encouraged BPA
and the Council to jointly restart the Regional Dialogue. In response, BPA and the Council
hosted a series of informal meetings with customers and interested parties throughout the
region in the fall of 2003. Shortly thereafter, the Council released a set of principles and an
issue paper entitled “Proposed Council Principles for the Future Role of the Bonneville
Power Administration in Power Supply” for public comment. Following the close of
comment in December 2003, the Council held several workgroup meetings aimed at
gathering input from customers and others to help guide its next round of recommendations
on the future role of BPA in power supply.

Following conclusion of the work group meetings, the Council released in April 2004 its
draft recommendations on “The Future Role of the Bonneville Power Administration in
Power Supply” and took public comment. Those recommendations were finalized and sent
to BPA in May 2004.

On February 27, 2004, BPA sent a letter to the region updating BPA’s plans for resolving
Regional Dialogue issues. In the letter, BPA identified issues that are a priority to resolve for
the FY 2007-2011 period. While this Regional Dialogue proposal focuses primarily on the
FY 2007-2011 issues, key long-term questions remain unanswered. BPA is committed to
resolving the long-term issues soon after the conclusion of this current process.

In March 2004, BPA publicly released information about its long-term strategic direction as a
springboard for discussions with customers and other stakeholders. The issues addressed in
the strategic direction, as mentioned above, serve as the foundation for the Regional
Dialogue. BPA account executives held informal meetings and conversations with customers
and discussed and recorded their comments. Some customers, as well as other constituents,
also submitted written comments.

In the process of developing this proposal, BPA analyzed and considered 388 comments
related to Regional Dialogue issues. Many who commented said that allocation of the
system is a high priority issue and now is the appropriate time to review this issue. They
cautioned that discussions regarding BPA’s long-term obligation to provide service at lowest
cost-based rates for Pacific Northwest firm requirements loads and related decisions would
be difficult, and their objections to tiered rates were much more frequent than statements in
support. Commenters said that any allocation discussion should be completed before
entering into the ratemaking process to tier power rates. In July 2004, BPA published its
revised Strategic Direction.
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On July 7, BPA published its policy proposal and posted the document on its Regional
Dialogue Web site. The policy proposal was published in the Federal Register on July 20,
2004. The public was invited to participate in six public meetings on the proposal.

Between August 17 and September 15, 2004, BPA held a series of six public meetings in
Seattle, Washington; Eugene, Oregon; Spokane, Washington; Boise, Idaho; Portland,
Oregon; and Kalispell, Montana. In those meetings, the agency presented its draft policy
proposal and took comment. Meetings were held throughout the region with customers,
constituents, tribes and other interested stakeholders during the additional comment period,
which closed on November 12, 2004.

By the end of the public comment period on September 22, 2004, BPA received over 130
written comments. On September 29, 2004, those public comments, along with summaries
from the six public meetings, were posted to BPA’s Regional Dialogue Web site.

In a letter dated August 31, 2004, Mike Weedall, vice president for Energy Efficiency,
invited interested parties to participate in a conservation work group. The purpose of the
work group is to develop a proposed conservation program for the post-2006 period as
indicated in the Regional Dialogue policy proposal. The deadline for expressing interest was
September 13, 2004. The letter noted that future information about this topic will be
available on the Post-2006 Conservation Program page on the BPA Energy Efficiency (EE)
Web site. The first meeting of the work group was held on October 7, 2004.

On October 7, 2004, Paul Norman, senior vice president of BPA’s Power Business Line sent
a letter to the region summarizing public comments received on the Regional Dialogue
Policy Proposal. The letter stated there may be follow-up discussions on some Regional
Dialogue issues before policy decisions were made in December. A summary of next steps
in the decision-making process was included in the letter.

On October 21, 2004, Helen Goodwin, Regional Dialogue project manager, sent a letter to
the region that identified four issues on which BPA was open to having further discussions.
The four issues were Service to Direct-Service Industries, Future Service to Customers with
5-Year Purchase Commitments that Do Not Contain the Lowest PF Rate Guarantee, Product
Availability, and New Publics. These discussions were concluded on November 12, 2004.
Summaries of these meetings were posted to BPA’s Regional Dialogue Web site. All
comments received by November 12, 2004, were considered in the ROD and the National
Environmental Policy Act (NEPA) ROD.

An October 21, 2004, letter indicated that a large number of comments was received on
Conservation and Renewables and that BPA would continue to work with interested parties
on developing a post-2006 conservation program. Subsequently, a Renewables Focus Group
was formed to provide feedback on BPA's proposals for the FY 2007-2011 renewables
program. The group will continue to work collaboratively to develop suggestions for
renewables programs and products.
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SUMMARY OF KEY ISSUES AND CONCERNS

BPA developed its Regional Dialogue policy for its power supply role for FY 2007-2011
after considering public comment on its policy proposal and subsequent discussions on the
four specified issue areas. The policy incorporates information received from customers,
tribes, constituents, industries, and the general public. The Regional Dialogue policy and
ROD set the stage for BPA’s next power rate case, which will begin in FY 2005 and set
power rates for the rate period beginning in FY 2007. It also prepares the way for later
discussions that will set long-term policy direction for FY 2012 and beyond.

BPA received over 170 separate written comments from customers, constituent groups,
unions, tribes, and individuals and the six regional public meetings. Those separate
comments have been organized by subject to reflect the organization of the policy itself.

Most comments were addressed to conservation resources, post-2006 service to the direct-
service industries, renewable resources, limiting BPA’s long-term load service obligation at
lowest cost-based rates for Pacific Northwest requirements loads, controlling costs and
consulting with BPA stakeholders, and service to publics with expiring 5-year purchase
commitments that do not contain the lowest-PF rate guarantee.

SCOPE

BPA’s public involvement on the Regional Dialogue was extensive. Ann issue-by-issue
analysis of the comments received in six public meetings as well as by mail, e-mail, and fax
produced about 1,300 total comments by the September 22, 2004, close of comment.
Slightly over 30 individual comments were on matters outside the scope of this process.

The majority of comments outside the scope of this process address BPA’s fish and wildlife
program. Many who provided these comments urged BPA to do more to further the recovery
of listed fish under the Endangered Species Act, while others questioned whether the money
being spent on the effort was a good use of ratepayer funds. Some comments addressed
issues such as summer spill for migrating fish.

Fish and wildlife funding and operations are important issues. Funding levels are being
addressed in BPA’s upcoming Power Function Review and the memorandum of
understanding between BPA and the Northwest Power and Conservation Council.
Operations issues are being addressed through the new biological opinion that directs how
the Federal hydro system will be operated to assist in the recovery of listed species.

Other comments addressed issues such as BPA’s participation in discussions about Grid
West and the importance of regional transmission adequacy. A limited number addressed
BPA’s internal operations, urging changes to BPA’s governance and management structure.
Another group of comments centered on BPA’s unique government-to-government
responsibilities relating to the region’s tribal groups. Again, all of these comments are
important but are outside the scope of this public process.
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All comments within the scope of the present process have been reviewed and considered.
Comments outside of the scope of this public process have been forwarded to the responsible
BPA organization for review and consideration.

BPA’S REGIONAL DIALOGUE POLICY

The Policy is based on BPA’s strategic direction that calls on BPA to advance its Pacific
Northwest’s future leadership in four core values:

1. High reliability;

2. Low rates consistent with sound business principles;
3. Responsible environmental stewardship; and,

4. Clear accountability to the Region.

As stated in Section I, the Policy reflects BPA’s decisions to guide the agency’s regional
power marketing for FY 2007-2011. More specifically, the policy is intended to provide
BPA’s customers with greater clarity about their Federal power supply so they can plan
effectively for the future and make capital investments in long-term electricity infrastructure
if they so choose. It is also intended to provide guidance on certain rate matters BPA expects
will be addressed in the next rate period, while assuring that the agency’s long-term strategic
goals and its long-term responsibilities to the region and the Federal taxpayer are aligned.
Below is a summary of the Policy.

SUMMARY OF POLICY

For ease of reading, below is a brief summary of the Regional Dialogue Policy that is the
basis for the ROD. Please be advised that, where there are differences in wording between
this summary and the Policy document, the Policy is the official expression.

BPA’s Near-Term Strategy
BPA’s near-term strategy is intended to address certain issues that must be resolved for the
next rate period that will begin on October 1, 2006.

* FY 2007-2011 Rights to Lowest-Cost Priority Firm (PF) Rate. BPA will apply the
lowest-cost PF rates to public agency customers whose contracts contain that
guarantee throughout the remaining term of the Subscription contracts.

* Tiered Rates. Though a tiered rates structure will very likely be needed in
conjunction with new long-term contracts, BPA will exclude a tiered PF rate proposal
from its FY 2007 initial rate case proposal. BPA has reached this conclusion for the
following reasons: First, BPA expects that it will be in load and resource balance for
at least the next 3-5 years and can be expected to meet its firm load obligations with
little or no new resource purchases. Second, postponing rate tiering allows it to be
done in conjunction with development of new contracts so that customers are clear on
their rights to power at the lowest-cost rate as the tiered rate proposal is developed.
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Term of the Next Rate Period. BPA will set the next rate period for 3 years rather
than the current 5 years. The shorter rate period should result in lower rate levels
than would be the case if rates were set for a longer period. It will also facilitate a
smoother transition to a different rate structure before 2011. BPA plans to conduct a
separate rate case to ensure new rates are in place when new contracts take effect.

Service to Public Agency Customers with Expiring Five-Year Purchase
Commitments that Do Not Contain Lowest PF Rate Guarantee through

FY 2011. Public customers whose contracts do not currently contain the guarantee of
the lowest cost-based PF rates for FY 2007-2011 will receive the same rate treatment
in FY 2007-2011 as customers whose contracts do contain this guarantee as long as
the customers without the guarantee sign a new contract or contract amendment no
later than June 30, 2005, that will extend the term of their existing contracts and
commit them to purchase firm power in FY 2007-2011. Customers that do not meet
the deadline and subsequently request service will not receive the lowest cost-based
PF rate guarantee. Such customers will be able to purchase firm power under the PF
rate but may be subject to an incremental resource rate or targeted adjustment charge.
One customer has an on-ramp contract without the lowest-cost guarantee that will
likely give it more, lowest-rate power than it would need to meet its recalculated net
requirements. BPA’s strong view is that limiting customers to the amount of lowest-
cost power they actually need to meet their net requirements is most consistent with
BPA’s broader decision to limit its total sales at its lowest-cost rates. However, BPA
has decided not to limit this customer to its recalculated net requirements because this
is not consistent with the existing contract with that customer.

Service to New Public Agency Utilities. As with 5-year contracts, qualifying newly
formed public utilities that request service under Section 5(b)(1) of the Northwest
Power Act, meet BPA’s Standards for Service, and sign contracts by June 30, 2005,
will also receive the lowest cost-based rate for the FY 2007-2011 period. Entities
forming small public utilities that serve less than 10 aMW of retail load, up to

30 aMW in total, have an additional 6 months (until January 1, 2006) to form their
utility and sign a contract to receive service at the PF rate without a targeted
adjustment charge. Such new public utilities must take service by October 1, 2006.
New public utilities that miss these deadlines will be subject to a targeted adjustment
charge that BPA may propose during the next rate period.

Annexed Investor-Owned Utility (IOU) Loads. Consistent with existing contract
terms and conditions, in the FY 2007-2009 period, the increase in a public utility’s
load due to annexation of load that was previously residential or small-farm load
served by an IOU will receive its prorated share of benefits through offsetting any
incremental-cost charge or rate levied against the public utility up to the aMW
amount of its prorated share of benefits during the rate period as if the annexed load
had remained an IOU load. Such treatment will apply regardless of whether the
annexing public agency customer is new or existing. For purposes of receiving firm
power service at the lowest PF rate during the FY 2007-2009 period, a customer must
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complete its annexation and notify BPA of the annexed load amount by June 30,
2005. Power service for annexed IOU load requested after June 30, 2005, will be
subject to a charge or rate similar to the current TAC charge, beginning in FY 2007.

Product Availability. Any new public customer, or existing customer whose
contract expires in FY 2006 that executes a new contract, may select from any of
BPA’s standard products except Complex Partial (Factoring), Block with Factoring,
or Slice. For the following reasons, BPA will not offer contract amendments that
would allow changes in the power products and services purchased by 10-year
Subscription contract holders, including, but not limited to, changes that would
increase the total Slice megawatts currently sold by BPA:

0 BPA hears clearly the strong desire of some customers to buy Slice or change
Slice purchase amounts, but these customers will have to wait 2 years, not
5 years, for a new contract if the current schedule for new long-term contracts
is met.

0 The effort required to negotiate changes in Slice amounts and purchasers
would threaten achievement of the schedule for new long-term contracts in
FY 2009, especially given that the opportunity to make changes to Slice
purchases would have to be offered to all interested customers.

0 The original Slice decision and contract was for a 10-year term. It is
premature to conclude that a different term is reasonable, especially in view of
the fact that the first 3 years of experience with Slice have not been evaluated
by the region.

0 The ongoing dispute over Slice true-up creates a significant risk of cost-shifts
if more Slice is sold.

Service to Direct Service Industries (DSIs). Although BPA has no statutory
obligation to serve the DSIs, it recognizes that the DSIs have been an important part
of the Pacific Northwest (PNW) economy for over 60 years. BPA has determined
that it will provide eligible Pacific Northwest DSIs some level of Federal power
service benefits, at a known quantity and capped cost, in the 2007-2011 period.
Notwithstanding the difficult economics of Pacific Northwest aluminum smelting and
the discretionary nature of BPA service to DSI load, BPA believes that the issue of
sustaining DSI jobs is compelling. BPA is mindful of the important historic role
DSIs have played as BPA customers and in the development of the Federal Columbia
River Power System and the importance to local economies of the jobs they provide,
which is BPA’s primary consideration for any decision to continue to serve DSI load.
BPA also recognizes there are rate impacts on other utilities and therefore effects on
jobs in other industries associated with continuing to provide service benefits to the
DSIs. While no final decision regarding the actual level of service benefits to be
provided is being made at this time, it is anticipated that service will be at a
substantially reduced level compared to the level contracted for in the current rate
period. BPA wishes to further discuss the level of the DSI service benefit, and
criteria for eligibility, with PNW regional interests before making final policies and
decisions on those issues. After these further discussions, BPA will issue a
supplemental policy on this topic.
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Service to New Large Single Loads (NLSL). BPA will continue to apply its prior
interpretations of Section 3(13) of the Northwest Power Act that aggregates load of a
single consumer “associated with a facility” and will not consider multiple contracts
or suppliers as disaggregating large loads into 9.9 aMW increments. For most DSIs
whose production load or contract demand exceeds 10 aMWs, if any portion of that
load is served by the local utility with requirements power purchased from BPA, the
load will be an NLSL and the applicable BPA wholesale rate will be a 7(f) rate and
not the PF rate. This policy does not preclude BPA from selling surplus firm power
consistent with Section 5(f) of the Northwest Power Act to utility customers at a
Section 7(f) rate to serve former DSI load. If a consumer directly provides on-site
cogeneration or a renewable resource to serve all or a portion of a load associated
with a facility that is otherwise an NLSL and the remaining new load or load increase
served by the local utility is reduced to 9.9 aMW or less, then that 9.9 aMW portion
of the load on the utility will be served at the PF rate.

Service to Residential and Small-Farm Consumers of Investor-Owned Utilities
(IOUs). BPA recently signed agreements with all 6 regional IOUs that provide
certainty in the amount and manner that benefits will be provided to their residential
and small-farm consumers under their Subscription contracts. In the event a court
sets aside the new agreements and amendments but leaves the underlying
Subscription contracts in place, BPA is providing the IOUs a contingent notice that
BPA will provide financial benefits, not power benefits, during FY 2007-2011 under
those contracts. If the Subscription contracts are successfully challenged in court, the
agency will follow the court’s instructions in negotiating new contracts under the
Northwest Power Act.

Conservation Resources. BPA is relying on the current ongoing collaborative
planning process to develop a fully defined proposal for conservation that can then be
brought to the entire region for consideration. Development of the conservation
program will be guided by the five principles proposed by BPA in July 2004, as
amended.

Renewable Resources. BPA will engage in an active and creative facilitation role
with respect to renewable resource development. Although BPA will still consider
acquisition as a viable facilitation option under the appropriate circumstances, the
agency’s primary focus will be to reduce the barriers and costs interested customers
face in developing and acquiring renewables. BPA is establishing a management
target to spend up to a net of $21 million per year to support its facilitation activities.
The $21 million net expense is a measurement of the expected, added costs of our
renewable program measured against avoided alternative long-run marginal power
costs. The $21 million comprises the existing $15 million renewables fund and

$6 million of annual renewables spending that is currently being accomplished
through the Conservation and Renewables Discount program.

10 of 103



* Controlling Costs and Consulting with BPA’s Stakeholders. For the term of
existing contracts (through FY 2011), or until new contracts go into effect if that is
earlier, BPA will continue to focus on non-contractual means that promote
transparency under BPA’s financial information disclosure policy, allow for public
input on agency costs, and demonstrate management of those costs. BPA intends to
take the following actions.

1. Engage customers and non-customers in collaborative forums structured similarly
to the Power Net Revenue Improvement Sounding Board and current Customer
Collaborative.

2. Continue to improve BPA’s external financial reporting.

3. Implement the BPA-wide business process improvement initiative begun in July
2004.

4. In 2005, conduct an in-depth regional discussion regarding power function cost
levels that will be used to set rates for the FY 2007-2009 rate period.

BPA will consider additional actions to address cost control as part of the long-term
regional dialogue policy to be decided in January 2006.

Long-Term Issues

BPA is establishing a long-term policy regarding its load obligations to set the stage for the
second phase of the Regional Dialogue. BPA’s policy is to limit its sales of firm power to its
Pacific Northwest preference customers’ firm requirements loads at its lowest-cost rates to
approximately the firm capability of the existing Federal system. We anticipate
implementing this policy decision through new long-term contracts and rates to be
implemented as early as October 2008. The Regional Dialogue ROD includes a schedule to
develop the long-term policies by January 2006, and offer new long-term contracts by
December 2006.

I. An Integrated Strategy for FY 2007-2011
I. A. FY 2007-2011 Rights to Lowest-Cost Priority Firm (PF) Rate

Issue 1:
Should BPA apply the lowest cost-based PF rates contract guarantee throughout the
remaining term of the Subscription power sales contracts?

Regional Dialogue Policy Proposal:
The Regional Dialogue Policy Proposal states,

Most current 10-year Subscription contracts with public utility customers contain a
guarantee that BPA will apply the lowest cost-based PF rates throughout the
remaining term of the Subscription power sales contracts. Three 5-year contracts also
contain this 10-year guarantee.

Upon review, BPA believes this contractual guarantee is clear. Accordingly, even if
BPA were to adopt a tiered rate design during the term of the existing contracts, BPA
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would not apply a higher-priced PF Tier 2 rate to the purchases of customers whose
contracts contain the rate guarantee during the term of the contract.

Public Comments:

Only a few comments were received on whether BPA should apply the lowest cost-based PF
rates throughout the remaining term of the Subscription power sales contracts. All of the
commenters who addressed this issue expressed support for BPA’s recommendation. (Inland,
RDO04-0028; NWasco, RD04-0042; Benton REA, RD04-0046; Glacier, RD04-0064; NRU,
RDO04-0073; ICNU, RD04-0093; Tacoma, RD04-0103; WPAG, RD04-0105; EWEB,
RDO04-0127; Cowlitz, RD04-0128.)

Evaluation and Decision:

Comment received on this part of the proposal was supportive of BPA’s policy proposal. As
the proposal states, the contractual guarantee to the lowest cost-based PF rates is clear;
therefore, BPA will apply the lowest cost-based PF rates guarantee throughout the remaining
term of the Subscription power sales contracts.

1. B. Tiered Rates

Issue 1:
Should BPA propose a tiered rate construct for the post-2006 rate period?

Regional Dialogue Policy Proposal:

The Regional Dialogue Policy Proposal states “BPA believes tiered rates in combination
with new contracts are a necessary part of the long-term solution to limit BPA’s sales at
embedded costs for Pacific Northwest firm requirements loads to the existing system.
However, BPA also believes it is not critical to implement tiered rates in FY 2007, because
BPA loads and resources are roughly in balance for the FY 2007-2011 period. Accordingly,
BPA proposes to exclude tiered rates in its FY 2007 initial rate proposal. Instead, BPA
proposes to explore tiered rates as part of an integrated long-term contract and rate solution
that would implement the proposed long-term policy of limiting BPA sales at embedded cost
for Pacific Northwest firm requirements loads.”

Public Comments:

Nearly all commenters agreed that BPA should not implement tiered rates in the rate period
that will start in FY 2007 and that tiered rates should be explored as an important tool in the
longer term to achieve clarity about the division of load obligation between BPA and its
customers. (E.g., Inland, RD04-0028; NWasco, RD04-0042; Central Lincoln, RD04-0057;
NRU, RD04-0073; ICNU, RD04-0093; Tacoma, RD04-0103; Snohomish, RD04-0104;
WPAG, RD04-0105; SUB, RD04-0106; PPC, RD04-0109; NWEC, RD04-0110; PNGC,
RD04-0114; Seattle, RD04-0115; EWEB, RD04-0127; Cowlitz, RD04-0128; PNW SUC,
RDO04-0133.)

Clatskanie PUD and the Pacific Northwest IOUs commented that BPA should not delay

development of a long-term price methodology for service to incremental loads at the cost of
new resources to serve those loads. The IOUs go on to state: “In the absence of such a rate
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methodology there is a significant likelihood that BPA will be exposed to the costs and risks
of serving a significant amount of new load at a melded rate. In addition, the absence of such
a rate methodology will not provide BPA’s customers with adequate incentives to conserve
or seek power from alternative sources. BPA’s customers need planning clarity in order to
develop new resources needed to meet load growth over the next 5 to 20 years.” (PNW
10Us, RD04-0107; Clatskanie, RD04-112.)

Both the Umatilla Tribes and the Tulalip Tribes expressed concern that, in the long run,
tiered rates could work against new public utilities like tribal utilities. (Tulalip, RD04-0032;
Umatilla, RD04-0130.)

Evaluation and Decision:

Comment on this issue focused on important aspects of, and need for, tiered rates. BPA’s
evaluation of this issue is guided by the strategic direction that BPA’s lowest firm power
rates reflect the cost of the undiluted Federal Base System (FBS). With that in mind, BPA
expects that it will be in a load and resource balance for at least the next 3-5 years and can be
expected to meet its firm load obligations with little or no new resource purchases.
Consequently, BPA agrees with the majority of comments that expressed the view that tiered
rates will not be needed when it establishes its next wholesale firm power rates to be
effective in FY 2007. Looking ahead, BPA also agrees with the point made by the IOUs and
Clatskanie that a long-term price methodology is needed. Indeed, BPA intends to thoroughly
explore the use of a tiered rates mechanism as it applies to future power service. In addition,
postponing rate tiering allows it to be done in conjunction with development of new contracts
so that customers are clear on their rights to power at the lowest-cost rate as the tiered rate
proposal is developed. Therefore, BPA will exclude from its FY 2007 initial rate proposal a
tiered PF rate applicable to firm power sold to meet the net firm power load requirements of
public agency customers. Tiered rates will be considered as part of an integrated long-term
contract and rate solution that will implement the long-term Regional Dialogue policy of
limiting BPA sales at the lowest cost based rates for Pacific Northwest firm requirements
loads.

I. C. Term of the Next Rate Period

Issue 1:
Should the next wholesale firm power rate period be 2 or 3 years (establish power rates for
2 years [October 2006-September 2008] or for 3 years [October 2006-September 2009])?

Regional Dialogue Policy Proposal:
The Regional Dialogue Policy Proposal states that BPA is proposing to limit the next rate
period to either 2 or 3 years.

Public Comments:

Of the 28 comments BPA received on this question, only one disagreed with BPA’s proposal
to set rates for a period shorter than 5 years. Benton REA disagreed with a proposal to
shorten the rate period from 5 years by stating its concern that shorter rates periods not be
used “if the reason is simply to reduce BPA’s risk exposure, and provide more frequent rate
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increases to pass the uncontrolled costs on to the northwest ratepayers.” (Benton REA,
RD04-0046)

Six comments supported a shorter (i.e., less than 5-year rate period), but did not express a
preference for either a 2- or 3-year rate period. These commenters thought the shorter rate
period would promote greater rate stability for customers by reducing risks due to more
certainty with respect to BPA’s costs and revenues and minimize or eliminate the use of
CRACs. (Central Lincoln, RD04-0057; EWEB, RD04-0127; Idaho Falls, RD04-0023; IERP,
RDO04-0020; NRU, RD04-0053; Snohomish, RD04-0104.)

Eleven comments expressed preference for 2-year rate periods (as opposed to a 3-year rate
period). Generally, these commenters cited reasons similar to those above (greater rate
stability, reducing risks). Some commenters expressed a preference for a 2-year rate period,
without additional reasons given. (Benton PUD, RD04-0068; Cowlitz, RD04-0128;
Whatcom, RD04-0136.) Others suggested that a 2-year rate period would encourage BPA to
focus efforts on cost control and cost reductions. (Franklin, RD04-0108; PRM, RD04-0043.)
Others commented that 2-year rates allows “ample time” to complete the long-term Regional
Dialogue schedule while providing a reasonable deadline for completing the contracting
process. (ICNU, RD04-0093; PNGC, RD04-0114.) Tacoma supports 2-year rates to provide
a near-term opportunity to implement the long-term contract allocation of the Federal system
output and costs at the earliest feasible date. (Tacoma, RD04-0103.) Tacoma also
commented that it would support a 3-year rate period if rate certainty can be maintained and
BPA’s need for planned net revenues for risk can be eliminated over the FY 2007-2009
period. WPAG expressed preference for a 2-year rate period because of an expectation of a
lower rate since a financial cushion for uncertainty in the third year would not be necessary.
In addition, the shorter rate period will “force” the region to stay “on task and focused on a
long-term allocation, which increases the likelihood of success in this area. (WPAG, RD04-
0105.)

PPC suggested that a 2-year rate period would maximize rate relief “even if” it means having
power and transmission rate cases at different times. (PPC, RD04-0109.) Springfield
supports a 2-year rate period because of the expected lower rate (than a 3-year rate period)
and because it prefers to not have power and transmission rate cases occur at the same time.
(SUB, RD04-0106.)

Ten comments expressed a preference for a 3-year rate period. These commenters expressed
a desire for a 3-year rate period as opposed to a 5-year rate period because of the expectation
that it will result in lower rates. One of the main reasons given to support a 3-year rate
period, compared to a 2-year rate period, was a preference to have power and transmission
rate cases on the same schedule. (CRPUD, RD04-0031; Glacier, RD04-0064; NRU, RD04-
0073; NWEC, RD04-0110; Orcas, RD04-0034.) The other main reason given to support a 3-
year rate period was the belief that the negotiations for the new long-term contracts will take
that long and that the rate case to implement the new contracts will be fairly complicated.
(CRPUD, RD04-0031; Glacier, RD04-0064; NRU, RD04-0073; NWEC, RD04-0110; WA
Dept Trade, RD04-0072; PNW SUC, RD04-0133.) PRM also verbally expressed a
preference for a 3-year rate period. (PRM, RD04-0019.)
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Northern Wasco also supported a 3-year rate period, though not strongly. (NWasco, RD04-
0042). Finally, the City of Sumas also supports a 3-year rate period to lessen the
administrative burden both for BPA and for Sumas. (Sumas, RD04-0132.)

Two comments were made regarding BPA’s rate-making process. ICNU urged BPA to work
with its customers to improve BPA’s rate-making process. (ICNU, RD04-0093.) PPC noted
that it would like to work with BPA in streamlining the rate case procedures and schedule.
(PPC, RD04-0109.)

Evaluation and Decision:

BPA appreciates the views expressed on this matter and has decided that it will propose rates
to recover costs over a 3-year rate period (FY 2007-2009). In general, either a 2-year or a
3-year rate period will result in lower rates than a 5-year rate period. Some commenters
thought that a 2-year rate period would mean lower rates, but under some circumstances, for
example if there are low starting reserve levels, a 3-year rate could actually be lower than a
2-year rate. Only one comment expressed support for continuation of 5-year rates. While
the concern raised about long-term cost control is addressed in this ROD, other concerns
about rate levels and whether BPA utilizes cost recovery adjustment clauses are properly
resolved in the formal 7(i) rate setting process. Adjustments to BPA rates due to changes in
BPA risks have been part of the current rate CRAC mechanisms and meeting risks or
changes in risks is a necessary part of BPA meeting its statutory obligation to recover its
costs. A shorter rate period may lessen the need for interim rate adjustment mechanisms
during the period.

BPA believes that a 3-year rate period will allow the power and transmission rate cases to
come to a common schedule at the earliest point possible. There are several advantages to
having concurrent transmission and power rate cases, including the ability to have a single
concurrent look with respect to financial and risk policies between the business lines and for
pricing of generation inputs between the business lines.

Notwithstanding the above policy decision, BPA is committed to meeting the schedule for
developing new long-term power contracts shown in Section II.B. This schedule allows for
new contracts to go into effect as early as October 1, 2008, 1 year before the 3-year rate
period ends. BPA plans to conduct a separate rate case to ensure new rates are in place when
new contracts take affect. Depending on decisions yet to be made, this could result in BPA
offering two sets of rates through 2011 (one for Subscription contract holders and one for
Regional Dialogue contract holders).

The comments BPA received on the issue of the term of the rate period were fairly
unanimous in expressing a desire that BPA promote stable rates through cost control and
reduction of rate adjustment mechanisms such as CRACs. As mentioned above, rate levels,
level of planned net revenues for risk, and other rate design features such as whether BPA
utilizes cost recovery adjustment clauses are issues to be resolved in the formal 7(i) process
to set power rates. BPA expects the next 7(i) rate proceeding to begin in September 2005.
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BPA will consider the comments about streamlining or improving the rate case process.
However, any changes to BPA’s existing procedures governing Section 7(i) rate hearings
would need to be made in a separate formal public process.

I. D. Service to Publics with Expiring Five-Year Purchase Commitments that Do Not
Contain Lowest PF Rate Guarantee through FY 2011

Issue 1:

Should BPA adopt its policy proposal to offer all of the public customers with expiring 5-
year contracts that do not contain the lowest PF rate guarantee an amendment to extend the
term of their existing contracts through September 30, 2011, and offer an amendment to
customers with PF off-ramps and on-ramp contract options to allow them an early
opportunity to cancel or exercise such options?

Regional Dialogue Policy Proposal:

BPA proposed to offer an amendment to all of the public customers with expiring 5-year
contracts that do not contain the lowest PF rate guarantee to extend the term of their existing
power products and services contracts through September 30, 2011, and to offer an
amendment to customers with PF off-ramps and on-ramp contract options to allow them an
early opportunity to cancel such options, which would make their contracts consistent with
all of the other 10-year Subscription contracts. The amendment would include language
providing the same guarantee of the lowest-cost PF rates (except for New Large Single Loads
(NLSL) as other public agency customers have. The guarantee of lowest cost-based PF rates
would also be extended to the United States Navy. BPA would calculate the net
requirements of those customers, reflect the amount where appropriate in the contract
amendment, and provide service for the returning off-ramp or on-ramp load based on the
results of the net requirements calculation.

The proposal included the following components: customers must accept BPA’s offer within
a specified window of time lasting 60 to 90 days and closing no later than June 30, 2005, and
BPA would calculate each customer’s net requirements and limit post-2006 service at the
lowest PF rate to the calculated net requirements. Customers that do not accept BPA’s offer
during the prescribed time would be subject to a proposed Targeted Adjustment Charge
(TAC) or its successor in BPA’s next rate case.

Public Comment:

Comment received on this issue was, for the most part, supportive of the policy proposal.
(Wells, RD04-0029; CRPUD, RD04-0031; Orcas, RD04-0034; NWasco, RD04-0042;
Benton REA, RD04-0046; Canby, RD04-0047; Flathead, RD04-0048; NRU, RD04-0053;
Central Lincoln, RD04-0057; Alcoa, RD04-0067; Benton PUD, RD04-0068; NRU, RD04-
0073; Glacier, RD04-0076; Flathead, RD04-0076; WMG&T, RD04-0076; CFAC, RD04-
0076; Flathead Board, RD04-0076; WMG&T, RD04-0092; ICNU, RD04-0093; Lincoln
Electric, RD04-0100; SUB, RD04-0106; Franklin, RD04-0108; PPC, RD04-0109; CFAC,
RDO04-0111; Clatskanie, RD04-0112; PNGC, RD04-0114; EWEB, RD04-0127; Cowlitz,
RD04-0128; Sumas, RD04-0132; Whatcom, RD04-0136; Hermiston, RD04-0140.) Northern
Wasco PUD specifically voiced support for offering the United States Navy the lowest-cost
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PF rates to cover its purchase obligations to BPA through FY 2011. (NWasco, RD04-0042.)
Alcoa and ICNU commented that BPA should offer the lowest-cost PF rates to all affected
customers with expiring 5-year purchase commitments. (Alcoa, RD04-0067; ICNU, RD04-
0093.) Tacoma Power stated it could support the policy proposal only to the extent that BPA
agreed to refund the total charges and costs to the customers who committed to agreements
containing the Stepped-Up Multi-Year (SUMY) load growth products during the FY 2002-
2006 period. (Tacoma, RD04-0103; Snohomish, RD04-0153.) PNGC supports aligning the
5- and 10-year customers provided doing so does not result in substantial financial impacts to
BPA’s other customers. (PNGC, RD04-0114.) Snohomish commented that it generally
agrees with the proposal for both customers with expiring contracts or that have on/off ramp
provisions because it puts all preference customers on an equal footing for an additional

5 years and allows the region to focus on the many longer-term issues that must be resolved.
(Snohomish, RD04-0153.)

Several comments expressed opposition to not allowing customers to select new products,
including Slice, after the 5-year contracts expire. (Emerald, RD04-0013; PRM, RD04-0019;
Emerald, RD04-0020; NWasco, RD04-0042; PRM, RD04-0043; Emerald, RD04-0071;
NRU, RD04-0073; Snohomish, RD04-0104; Franklin, RD04-0108; PPC, RD04-0109;
Clatskanie, RD04-0112; PNGC, RD04-0114.) A few commenters urged BPA to cancel the
off-ramps early or set the Block purchase early for the customers with options associated
with their 10-year contracts. (Alcoa, RD04-0067; ICNU, RD04-0093.) Western Montana
G&T agreed with BPA’s proposal. (WMG&T, RD04-0092.)

Springfield commented that, as long as product switching is not allowed for all customers
and any DSI benefits are small, Springfield agrees with BPA’s proposal. (SUB, RD04-
0158.)

Many commenters specifically said a net requirement determination should be a condition of
offering customers the lowest-cost PF rates. (NRU, RD04-0073; CRPUD, RD04-0031;
Benton REA, RD04-0046; NWasco, RD04-0042; Orcas, RD04-0034; Flathead, RD04-0048.)
Western Montana G&T (WMG&T) commented that a net requirements determination should
be done to ensure that the net load of each utility is at least as large as the amount of power
BPA proposes to sell. If a utility wishes to purchase an amount of power greater than its
load, that utility should pay a Targeted Adjustment Clause or market-based rate as opposed
to the lowest-cost PF rate. (WMG&T, RD04-0092) WMG&T suggested that BPA take the
opportunity to develop a process for making net requirements determinations, that are legally
defensible, transparent and not onerous. Id.

Tacoma remarked that BPA should be able to manage the load of the 5-year customers
without recalculating their net requirements or applying a TAC, given the relatively modest
amount of load associated with these customers. (Tacoma, RD04-0152.) Snohomish
commented that, while there are other preference customers with power purchase contracts
that expire on the same date as Snohomish’s, unlike Snohomish, they are full requirements
customers and BPA will serve their entire loads at the PF rate irrespective of any net
requirements determination. (Snohomish, RD04-0066.) Whatcom commented that
extending the contracts but not at the lowest PF rate would constitute implementation of
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tiered rates, which BPA has proposed not to do. (Whatcom, RD04-0146.) WPAG
commented that Snohomish would end up the sole target of a TAC and would shoulder the
bulk of the cost of augmentation for the entire BPA system. (WPAG, RD04-0150.) WPAG
commented that submitting customers to a net requirement calculation and imposing a TAC
in the event that they do not comply with the requirement to calculate the net requirement
will not solve any existing problems; it will only serve to create new controversies. Id.

Snohomish and WPAG proposed that Snohomish commit to purchase its FY 2007-2011
Block from BPA in the annual and monthly shapes outlined in the existing contract.
(Snohomish, RD04-0153; WPAG, RD04-0150.) In exchange for the commitment, BPA
would serve the Block at the same PF rate as charged to other Block/Slice purchasers without
a TAC and without imposing an additional net requirements determination. (Snohomish,
RDO04-0153.)

Washington Congressman Rick Larsen remarked that Snohomish will be negatively impacted
if it is not allowed to buy a Block identical to its FY 2002-2006 Block at the same or similar
rate paid by other public utilities. (Larsen, RD04-0172.) He urged BPA to delay its decision
on the rate at which to serve Snohomish’s FY 2007-2011 Block to give Snohomish and
Alcoa time to continue to collaborate on this matter and the DSI service issue. Id.

With regard to calculating net requirements, Snohomish commented that BPA would be
treating it differently from other customers by requiring that either Snohomish submit to a
new net requirements determination or be subject to a TAC for its existing Block
commitment even though Snohomish has a contractual right to extend that commitment.
(Snohomish, RD04-0104.) Snohomish commented that it is the only Slice/Block purchaser
being subjected to either a new net requirements determination or application of the TAC.
(Snohomish, RD04-0153.) Snohomish stated that neither of these actions was contemplated
in its power purchase agreement and both are inappropriate. Id.

WPAG commented that using a new net requirement determination to define the amount of
power these customers may buy at the lowest cost-based rates in the FY 2007-2011 period is
not required by statute or contract and will not change BPA’s service obligation since all but
one of these customers are full service customers of BPA. (WPAG, RD04-0105.) WPAG
added that, since BPA’s policy proposal indicates that it expects to be in load/resource
balance through FY 2011, these net requirement determinations are not needed for
load/resource balance purposes. Id. WPAG further opined that, because Snohomish had lost
load in the past but was facing recovery, now would be “a very inopportune time” to subject
the utility to a net requirement calculation. Id.

PNGC commented that BPA should apply the lowest PF rate to the Block purchase of the
Slice/Block customer in the 5-year group without imposing a net requirement calculation so

long as that customer does not seek an increase in its Block product from what it purchased
from 2002-2006. (PNGC, RD04-0159.)

Finally, Springfield Utility Board (Springfield) expressed the view that the proposed 60- to
90-day window is too generous. (SUB, RD04-0158.) As long as BPA limits service to new
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publics in the manner specified in the July Regional Dialogue Policy proposal, Springfield
would support the BPA policy proposal regarding the acceptance window. Id. Snohomish
agreed that there needs to be certainty around the load placed on BPA in the FY 2006-2011
period. (Snohomish, RD04-0153) Snohomish commented that it has already given notice to
BPA ofits intent to extend its current Block purchase amount over 2 years in advance of
when contractually required. Id.

Evaluation and Decision:

The comments received on this issue were generally supportive. Some commenters
expressed conditional support. For example, Tacoma commented that it would support the
proposal only if BPA agreed to refund Tacoma’s past Stepped-Up Multi-Year (SUMY)
charges paid to BPA pursuant to the WP-02 firm power rates. BPA is cognizant of Tacoma’s
desire for a refund on its SUMY charge as Tacoma is currently challenging the SUMY
charge in the U.S. Court of Appeals for the Ninth Circuit. However, BPA is not persuaded
that it is necessary to reach an accord with Tacoma on its SUMY challenge in this policy
proceeding.

PNGC expressed concern that there should be no economic impact on BPA’s other
customers resulting from an extension in the terms of the 5-year contracts. BPA shares
PNGC’s concern and the rate treatment proposed will be designed to address that concern.
Current 5-year contract customers that meet all aspects of the proposal and who obtain the
lowest-cost PF rate guarantee will be assured the same rate treatment as existing 10-year
contract customers. Cost of service to all of these customers will be included in the lowest-
cost PF rate established in the next power rate case. Customers that do not meet all aspects
of BPA’s offer will not receive the rate guarantee and consequently may be subject to rates
and/or charges that recover the costs incurred by BPA to serve them, such as the TAC. A
TAC or its successor will reflect the cost and risk entailed in delayed certainty about the size
of BPA’s purchase obligations for the rate period starting in FY 2007.

BPA received comment that expressed a general opposition to imposing any other rate than
the lowest-cost PF rate. For example, Whatcom commented that extending a contract but not
applying the lowest PF rate would result in implementation of tiered rates. To clarify, BPA
is not proposing to tier the PF rate applicable to the firm power load requirements of public
agency customers in the next rate period.

BPA believes that its decision not to perform a net requirements calculation, explained
below, will ameliorate much of the concern expressed by Snohomish, WPAG, Congressman
Larsen, and others. At the same time, however, BPA believes it is reasonable to seek load
certainty and to establish a timeframe during which BPA can determine the amount of load
BPA is obligated to serve. In its comments, Snohomish agreed that there needs to be
certainty around the load placed on BPA in the FY 2006-2011 period. (Snohomish, RD04-
0153)

A few customers commented that BPA should allow 5-year contract customers to select new
or different products and services. (Emerald, RD04-0013; PRM, RD04-0019; Emerald,
RD04-0020; NWasco, RD04-0042; PRM, RD04-0043; Emerald, RD04-0071; NRU, RD04-
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0073; Snohomish, RD04-0104; Franklin, RD04-0108; PPC, RD04-0109; Clatskanie, RD04-
0112; PNGC, RD04-0114.) Other comments stated that BPA should cancel the off-ramps
early or set the Block purchase early for the customers with options associated with their 10-
year contracts. (Alcoa, RD04-0067; ICNU, RD04-0093.) In response to the comments
concerning new or different products and services, within the prescribed window a customer
with a contract expiring September 30, 2006, can choose a new contract instead of simply
amending the term of its existing contract. BPA notes that there are only six customers that
fall into this category. Customers within this category that choose to execute a new contract
are allowed to select from among the offered core Subscription products, as described in
Section LLF. Availability of any BPA product to be offered and purchased under a new
contract, of course, depends on the requesting customer’s ability to meet required terms and
operate under the selected product. As long as the request for a new contract is made within
the window, BPA will include the lowest PF rate guarantee language in the new contract.
Finally, in response to the comments received that BPA should cancel the off-ramps early or
set the Block purchase early for the customers with options associated with their 10-year
contracts, BPA cannot take a unilateral action to cancel customer rights to exercise on- or
off-ramp options. BPA’s proposal is intended to require customers with options to make
their decisions within the prescribed window for purposes of giving BPA load certainty.
BPA assumes that this will set the Block purchase amount early.

BPA received a number of comments on its proposal to recalculate the firm power load net
requirements of each 5-year contract public agency customer and customers exercising PF
on- and off-ramp options. Comment received on this proposal expressed two points of view.
One is that a net requirements calculation is necessary and should be done as a condition of
receiving the lowest-cost PF rate guarantee. (WMG&T, RD04-0092.) The second is that a
net requirements calculation is not necessary because all the affected customers, except for
one, are full requirements customers whose loads will be served regardless of the net
requirements calculation. (Snohomish, RD04-0153.)

As a condition of offering the lowest cost-based PF rates guarantee to public agency
customers currently without it, BPA noted in its July 2004 Regional Dialogue proposal that it
would calculate the net requirement of customers seeking the guarantee and provide service
for the returning off-ramp or on-ramp load based on the results of the net requirements
calculation. BPA continues to believe that limiting each customer's BPA firm power
purchases to the amount it actually need to meet its net requirements is most consistent with
the customer-supported policy of limiting BPA's power sales at lowest-cost rates to the
existing system. However, for a number of reasons, BPA does not believe that it is necessary
to calculate the net requirements of the affected customers with 5-year purchase
commitments outside of the provisions of their existing contracts and has not included this
requirement in the final Regional Dialogue Policy. First, BPA is mindful that its current
policy on determining net requirements (the 5(b)/9(c) Policy) requires that BPA determine
the net requirements of a customer when determining the amount of Federal power for sale
under Section 5(b)(1) of the Northwest Power Act. In response to WMG&T’s comment
about the defensibility of BPA’s policy on determining net requirements, the policy was
adopted in May 2000 and litigation over the policy was settled. It is currently in effect and
provides BPA and its customers guidance on how BPA determines net requirements.
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However, BPA will consider methods to improve the transparency of net requirements
calculations in the future as suggested by WMG&T. BPA’s power sales contracts with its
customers require BPA to annually calculate the net requirements load of its customer
consistent with the contract and its 5(b)/9(c) Policy. For a 5-year public agency customer
that requests a new contract instead of extending the term of its existing contract, BPA will
follow its 5(b)/9(c) Policy and offer power to serve the net firm power load requirements of
the requesting customer.

Secondly, Snohomish points out that, unlike the other customers who receive full
requirements service, Snohomish has a contract for Slice/Block service. Snohomish states
that BPA will serve the full requirements customers’ entire loads at the PF rate irrespective
of any net requirements. We disagree with Snohomish’s characterization that the load BPA
is obligated to serve is irrespective of the net requirement calculation, but BPA acknowledges
for the full service customers that it will serve their actual net requirement loads and no
more. It is correct that the applicable rate for firm power service is the PF rate. Because the
type of service is full requirements, the power BPA provides these customers is for their
actual firm load hour by hour, and BPA is obligated to meet these customers’ actual load
requirement, whatever it is. Third, as Snohomish points out, Snohomish’s Slice service is for
10 years and its block service is for 5 years with a contract right to continue purchasing the
same amount of its Block for an additional 5 years. Consistent with the 5(b)/9(c) Policy and
under the terms of its Slice/Block contract, Snohomish is already subject to BPA’s annual net
requirement calculations. Snohomish’s contract allows Snohomish to make certain
adjustments to its non-Federal resources serving its load on an annual basis, which may
affect its net firm power load requirements under the contract.

Springfield commented that a 60- to 90-day window is too generous and that the window
should be the same for new publics and expiring 5-year contracts. BPA does not agree that
the window is too generous. Snohomish expressed agreement in the need for load certainty.
BPA acknowledges receipt of Snohomish’s notice to continue purchasing under its firm
Block power contract. Public agency customers will have a 60- to 90-day period, specified
by BPA, in which to accept BPA’s offer. This period will close June 30, 2005. Based on
BPA’s experience with its customers, it is reasonable to afford public utilities adequate time
to ensure necessary board decisions and approvals are made. Board meetings generally only
occur once a month. A 60- to 90-day period should provide public agency customers
adequate time to make decisions regarding BPA’s offer. Finally, as addressed in Section LE,
new public agency utilities will be subject to the same window, except for a limited 30 aMW
exception for new small public agency utilities.

After consideration of the above comments, BPA will offer all of the public customers with
expiring 5-year contracts that do not contain the lowest-cost PF rate guarantee (1) an
amendment to extend the term of their existing power products and services contracts
through September 30, 2011, or (2) a new contract, in accordance with Section I.F., Product
Availability. BPA will offer an amendment to customers with PF off-ramp contract options
to allow them an early opportunity to cancel such options. BPA will offer an amendment to
the customer with the PF on-ramp contract option to allow it an early opportunity to exercise
its option. The amendments will make the affected customers’ contracts consistent with the
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other 10-year Subscription contracts. The amendments will include language providing the
same guarantee of the lowest-cost PF rates (except for New Large Single Loads (NLSL)) as
other public agency customers have. The guarantee of lowest cost-based PF rates will also
be extended to the United States Navy.

L.E. Service to New Publics and Annexed Investor-Owned Utility (IOU) Loads

Issue 1:
Should BPA provide flexibility regarding the date by which actions need to be completed by
potential new public agency utilities to receive power at the lowest PF rate?

Regional Dialogue Policy Proposal:

For purposes of the FY 2007-2009 period, BPA proposed that, to receive power at the
lowest-cost PF rate, new public agency customers need to request firm power service under
Section 5(b) of the Northwest Power Act and meet BPA’s standards for service. If the
criteria were met, the customer would be eligible for rate treatment comparable to other BPA
public agency utility customers. Conversely, BPA proposed that new public agency utilities
that met BPA’s standards for service and requested firm power service from BPA after June
30, 2005, would be served at the PF rate plus a charge or rate that covered any incremental
cost incurred by BPA to serve the new public agency load. The charge would be similar to
the current Targeted Adjustment Charge (TAC) and would be applicable for the rate period
that begins in FY 2007. Long-term applicability of a PF plus incremental cost-based rate to
such new public agency utilities will be part of subsequent long-term Regional Dialogue
discussions and future rate cases.

Public Comments:

While the majority of the comments supported BPA’s proposed policy, there were comments
that recommended alternatives: the Montana Public Power Authority, Nez Perce Tribal
Executive Committee Confederated Tribes of the Umatilla, ATNI, Umpqua Indian
Cooperative, and Oregon Department of Energy commented that the proposal’s June 30,
2005, date was unnecessarily restrictive and recommended extending the date. (MTPPA,
RD04-0059; MTPPA, RD04-0165; Nez Perce, RD04-0138; Umatilla Tribes, RD04-0156;
ATNI, RD04-0033; ATNI, RD04-0160; UIUC, RD04-0039; ODOE, RD04-0102.) The
Tulalip Tribes recommended that BPA set aside an amount of power specifically for Tribes.
(Tulalip, RD04-0032.) Some parties supportive of the June 30, 2005, date additionally
recommended a megawatt cap for service to new publics for the FY 2007-2009 period.
(PNGC, RD04-0114; ICNU, RD04-0093; ORECA, RD04-0005.) Montana Public Service
Commissioner Tom Schneider expressed concern about the June 30, 2005, deadline and
suggested a 75 MW or higher set aside instead. (MPSC, RD04-0166.) Kootenai Electric
Cooperative encouraged BPA to provide service to new publics without restriction.
(Kootenai Electric, RD04-0141.) Mason County PUD No. 3 and Springfield supported the
original policy proposal without change. (Mason 3, RD04-0151; SUB, RD04-158) The IOUs
supported the June 30, 2005, deadline for up to 75 MW of new public agency load. (PNW
I0Us, RD04-0157.) Montana Public Power Authority requested that BPA confirm that a
public body would qualify as a preference customer even if a portion of its service territory
lies outside the service area of BPA. (MTPPA, RD04-0059.)
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Evaluation and Decision:

Most comment expressed support for BPA’s proposal; however, several comments expressed
concern over the June 30, 2005, date for service to new public agency load at the lowest-cost
PF rate. BPA observes that these comments were made by entities that are either currently
taking steps to form a utility that will likely qualify for preference or desire to do so in the
future. BPA understands the difficulties that may be encountered by entities pursuing legal
formation, qualifying for preference, and taking power delivery. Moreover, BPA recognizes
the value of the views expressed on this matter and acknowledges this is a very aggressive
schedule. BPA is mindful that such entities need the maximum time possible to legally form,
qualify for preference, and begin taking power delivery. BPA also recognizes that its need
for reasonably early load certainty is not materially impaired if new public entities with a
very limited amount load have a later deadline for formation.

Given the above concerns, entities forming small public utilities that serve less than 10 aMW
of retail load, up to 30 aMW in total, must form their utility, request service under Section
5(b) of the Northwest Power Act, meet BPA’s standards for service criteria, and sign a
contract prior to January 1, 2006, to receive service at the PF rate without a targeted
adjustment charge. BPA believes this is a reasonable amount of additional time given that
formation of new publics has been an issue of wide regional interest for some time. In
particular, since 1998 BPA has provided Tribes notice and opportunity to form tribal utilities
eligible to receive firm power service at the PF rate. Indeed, many of the entities interested
in forming new public utilities have been considering and studying the feasibility of doing so
long before BPA made its Regional Dialogue proposal. See Power Subscription Strategy,
Administrator’s Record of Decision at 22; Power Subscription Strategy, Administrator’s
Supplemental Record of Decision at 4-6.

Having load certainty by January 1, 2006, provides BPA a basis upon which to establish the
rates for service to such known and identified load, hence reducing the cost exposure and risk
in serving an entity that is not yet a customer even after a reasonable period of time has
passed. Maintaining a date certain limits BPA’s risk associated with new public customer
loads by assuring loads to be served at the lowest PF rate are known before rate case
decisions are made. An entity that forms a new public utility that begins purchasing firm
power prior to either June 30, 2005, or January 1, 2006, is subject to BPA’s current effective
rate schedules and would subject to the applicable TAC until the next rate period.

The Montana Public Power Authority asked whether a public body would qualify as a
preference customer even if a portion of its service territory lies outside the BPA service
area. While BPA does not presently serve such a public body, BPA would supply firm
power under Section 5(b) of the Northwest Power Act to such a public body utility based
only on the firm retail consumer load within the Pacific Northwest region, as defined under
Section 3(14) of the Northwest Power Act, that is BPA’s marketing area. Given that the
Montana Public Power Authority is situated in the State of Montana, there exists the
possibility that, upon a future redistribution of the Hungry Horse Reservation, additional
power could be made available to such a new public body customer. Hungry Horse
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Reservation power may be used to supply the retail firm power loads of customers east of the
Continental Divide. Presently, the Hungry Horse Reservation is fully sold through 2011.

Issue 2:
Should BPA continue to treat annexed load as it does today under existing contract terms and
conditions with its customers?

Regional Dialogue Policy Proposal:

To the extent an existing public agency utility requests firm power service for load that is
annexed from an IOU, BPA proposed that the residential and small-farm load proportion
receiving residential exchange benefits through the IOU will offset any applicable
incremental cost charge, such as a targeted adjustment clause (TAC), in an amount equal to
its proportionate share of benefits received from the IOU. BPA will continue to treat such
annexed load as it does today under existing contract terms and conditions with its
customers.

Public Comments:

The Northwest Energy Coalition asked for clarification that exchange benefits would be
made available to both annexed loads and new public agency customers if the loads came
from an IOU. (NWEC, RD04-0110.) Benton REA suggested that BPA not provide
exchange benefits to a new public agency customer or annexed load. (Benton REA, RD04-
0046.) BPA received other suggestions on how it should treat inter-public utility annexations
in the longer term (i.e., beyond the conclusion of the next rate period).

Evaluation and Decision:

Contrary to Benton’s suggestion, BPA’s currently effective rates address the provision of
exchange benefits to [OUs. If an IOU loses a portion of its underlying residential and small-
farm load due to annexation by a public agency customer, it no longer has the right to
continue receiving benefits for that portion of its load. Because IOUs receive power and/or
financial benefits, BPA decided to apply such benefits as an offset to an otherwise applicable
incremental-cost charge or rate such as a TAC. BPA’s rate treatment of IOU loads annexed
by a public agency customer is addressed in BPA’s WP-02 general rate schedule provisions
(GRSPs). The TAC provides:

Where a public agency customer annexes residential and small-farm load previously
served by an IOU and such load was receiving BPA power or financial benefits
through Subscription, the public agency customer will receive by assignment through
BPA the right to the IOU’s power and/or financial benefits applicable to the annexed
load. BPA will deliver an amount of firm power to the annexing public agency
customer at the PF-02 rate equal to the amount of benefit (power and/or financial)
assigned by the IOU to BPA. Power provided by BPA to the public agency customer
to meet the remaining annexed load not covered by the benefits assigned from the
10U will be subject to the TAC. WP-02, GRSPs at 136.

BPA did not propose that it would change how it deals with these benefits in the next rate
period. In the FY 2007-2009 period, public agency customers requesting firm power service
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for load that is annexed from an IOU and which contains residential or small-farm load that
was receiving residential exchange benefits from an IOU prior to June 30, 2005, will receive
the prorated share of such benefits during the rate period in the form of an offset to any
incremental cost charge or rate applicable to the public agency customers. Such treatment
will apply regardless of whether the annexing public agency customer is new or existing.
Finally, although not an issue raised in BPA’s draft proposal, BPA intends to continue to
serve load annexed (excluding NLSLs) from one public utility customer to another public
utility customer at the applicable lowest cost PF rate.

With regard to the suggestions BPA received with regard to treating inter-public utility
annexations in the longer term (i.e., beyond the conclusion of the next rate period), BPA will
wait to address this issue as part of the long-term Regional Dialogue.

Issue 3:

Should June 30, 2005, be the date by which load annexation by a public agency customer
must be completed for purposes of being served during the FY 2007-2009 rate period at the
lowest cost-based rate without being subject to a TAC or successor rate?

Regional Dialogue Policy Proposal:
The policy Proposal did not address this matter.

Public Comment:

Canby commented that, for utilities, like Canby, that serve the city and annexed areas, it
would be helpful to have BPA specify a precise date by which the utilities would need to
complete their annexation or possibly face a TAC or successor. Canby queried whether the
deadline is the date the contract amendment is signed. (Canby, RD04-0047.)

Evaluation and Decision:

Canby’s comment raises the question of when load annexation by a public agency customer
must be completed in order to be served at the PF rate during the FY 2007-2009 rate period
without a TAC or its successor. BPA agrees that specifying a date by which utilities need to
complete such load annexation is helpful. Canby queried whether the deadline is the date the
contract amendment is signed. BPA believes it is reasonable to adopt the June 30, 2005, date
because it marks the close of the load-certainty window. Having certainty that a customer’s
load annexation is complete by June 30, 2005, provides BPA a basis upon which to include
such load within the load that will be served at the lowest cost-based PF rate. Without a June
30, 2005, deadline, BPA would be exposed to the cost risk of serving annexed IOU load at
the lowest cost-based PF rate at any time without the load being subject to the TAC,
particularly if the cost to serve such load exceeds the cost recovered through the PF rate.
Therefore, it is reasonable that BPA apply the June 30, 2005, date because it limits BPA’s
risk associated with annexed loads by assuring such load is known before rate case decisions
are made and provides public agency customers a clear signal for when their annexations
would need to be completed.
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L.F. Product Availability

Issue 1:
What products should BPA offer to customers whose contracts expire in FY 2006 or new
public customers?

Regional Dialogue Policy Proposal:

BPA proposes that any customer whose contract expires in FY 2006 may simply request a
contract extension with no product changes under the terms described in Section I.D. above.
Any new public agency customer or customer whose contract expires in FY 2006 and who
elects to execute a new contract may select its choice of any of the following core
requirement products: Full Requirements Service, Simple Partial Requirements Service,
Partial Requirements Service with Dedicated Resources, and Block Service (with the
optional feature of Shaping Capacity). The terms of the contract will be consistent with the
terms described in Sections I.D. and 1.E. above.

No customers currently purchase the Complex Partial or Block with Factoring products, and
BPA does not intend to offer either of these products in future contracts because of the lack
of interest shown and the expected complexity of administering and billing the products.

Public Comments:

The comments received on this issue were diverse and are not easily categorized. Some
commenters expressed an initial position in their early comments but later modified their
position in subsequent comments.

Several comments supported BPA’s proposal. The Oregon Rural Electric Cooperative
Association (ORECA, RD04-0005) supported BPA’s continuing to offer the full
requirements product and availability of basic products when there is no cross-subsidization
between classes of product users in the cost of offering the product. Northern Wasco also
supported BPA’s proposal of products offered to 5-year customers and new public
customers. However, they noted that the list of available products should also include the
Slice product. (NWasco, RD-04-0042.) WPAG provided a comment of qualified support,
noting that the proposal to make core products (other than Complex Partial and Slice)
available to customers with expiring contracts should be implemented, as it provides a
reasonable range of choice to the customer without imposing unnecessary administrative
burden on BPA. (WPAG, RD04-0105.) EWEB supported the BPA policy proposal that
existing customers with purchase contracts that expire in FY 2006 can extend those contracts
through FY 2011 with no changes. (EWEB, RD04-0127.)

The majority of comments focused on switching to or purchasing the Slice product and did
not address the other products offered. Several comments said BPA should allow 5-year
customers to switch to the Slice product. ICNU supported allowing publics the flexibility to
change the types of products they purchase from BPA. It asserts that this is especially true
regarding the Slice product as that is the type of product that will likely result from a fixed
allocation process. It also states allowing a greater number of utilities to gain experience
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with the risks and rewards of the Slice product should be allowed. (ICNU, RD04-0093.)
Snohomish agreed with PPC, PNGC, WPAG and others that publicly owned utilities should
be free to choose whatever products from BPA’s existing product menu they wish, including
Slice during the FY 2007-2011 time period. (Snohomish, RD04-0104.) Cowlitz PUD would
not be opposed to BPA allowing a one-time election for a utility desiring to return from a
Slice contract to a Requirements contract. (Cowlitz, RD04-0128.)

The PPC stated, “[w]e believe that existing full, partial or block customers should be able to
switch among their existing full, partial, and block services.” (PPC, RD04-0109.) Clatskanie
noted “...product offerings freezes frustrates the continued optimal use of the power system,
and stalls the recovery of a struggling economy.” Clatskanie argued that long-term contracts
must be offered to provide some certainty going forward, but utilities should be allowed to
change the product mix and volume they purchase from BPA during any contract term
including changing to no purchase from BPA. Those utilities with ongoing contract rights or
rights to contract renewal should likewise be able to choose whatever product mix they
determine to be appropriate for their customers. If BPA desires a review of any products to
determine if the costs of providing the product have been appropriately assigned in the rate
setting process, Clatskanie feels that a request be made that the Government Accountability
Office (GAO) conduct that review. The GAO has the independence and expertise as well as
familiarity with BPA necessary to conduct the review and provide an accurate and trusted
determination. (Clatskanie, RD04-0112.)

This Record of Decision addresses these comments and the issue of product switching
(specifically Slice) for 5- or 10-year customers in issue number two of this policy ROD
below.

Evaluation and Decision:

BPA’s proposed list of existing core requirements products available to customers who need
new contracts covers a broad range of service types that meet the net firm load requirements
for various types of customers. BPA received comments from several of its customers with
expiring contracts, including statements that they prefer to stay with their current product
selections through FY 2011. No party’s comments opposed BPA’s proposed product mix
offer, although several comments focused on whether BPA should expand the product
selection to include the Slice product. BPA proposed not to offer two products included in
its Subscription contract process, and no comments stated that BPA should offer either of
these products -- Block with Factoring and Complex Partial with factoring. BPA’s decision
on offering the Slice product is stated in the issue below. The BPA proposal on products
offered is needed by some customers and should accommodate the net firm load requirement
service of all customers who request service to extend their contracts over the next 5 years
through FY2011.

BPA intends to offer new contracts in advance of 2011, but offering these products will put
all customers on parity with each other even if they only executed a 5-year contract in 2001.
For the reasons stated above, BPA adopts the following policy on the products it will offer
other than Slice:
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Any new public agency customer or customer whose contract expires in FY 2006 and
who elects to execute a new contract may select its choice of service from any of the
following core requirement products: Full Requirements Service, Simple Partial
Requirements Service, Partial Requirements Service with Dedicated Resources, and
Block Service (with the optional feature of Shaping Capacity). The terms of the
contract will be consistent with the terms described in Sections I.D. and L.E., above.
BPA will not offer Complex Partial (Factoring), or Block with Factoring.

Clatskanie, a Slice purchaser, suggested that BPA request the Government Accountability
Office (GAO) to perform a study of the Slice product to see if costs had been appropriately
assigned. We do not see a need for such review by GAO. Assignment of costs and BPA cost
recovery are assigned to the Administrator by the Northwest Power Act as a matter of rate
setting. Review of overall costs and cost recovery is within Federal Energy Regulatory
Commission’s (FERC’s) review, and then those issues and BPA’s rate design are subject to
review by the United States Court of Appeals for the Ninth Circuit.

Issue 2:

Should BPA allow customers with 5-year contracts to elect to purchase the Slice product and,
if so, should BPA allow customers with 10-year Slice or other contracts to change the
Products Currently Purchased by those Customers?

Regional Dialogue Policy Proposal:

BPA understood from discussions with customers that most customers whose contracts
expire in FY 2011 want to keep their current BPA product selections. BPA did not propose
to offer contracts or amendments that change the power products and services of customers
whose contracts expire in FY 2011 (10-year Subscription contract holders). However, one
customer with a 5-year contract expressed interest in purchasing Slice in FY 2007, and other
customers with 10-year Slice contracts expressed interest in increasing or decreasing the
amount of their current Slice contract amount.

BPA did not propose to change the number of Slice customers or the Slice percentage sold in
FY 2007.

Public Comments:

Comments were received from customers, customer representatives, and three members of
Congress regarding whether, and to what extent purchases of the Slice product should be
made available to customers with expiring contracts, or whether customer should generally
be allowed to switch to the product. Emerald PUD specifically requested that it be allowed
to purchase the Slice product in 2006 for the next 5 years until 2011. (Emerald, RD04-0013,
RDO04-0020.) Emerald stated its full Board supports Emerald’s effort to obtain the Slice
product and “Slice would bring Emerald into the 21* century with resources.” Another
comment request from Emerald asked BPA to reconsider its initial decision and allow
Emerald to sign a Slice contract and sent an analysis from PRM to support its position.
(Emerald, RD04-0071.) EWEB stated it believes that new customers or customers with
contracts expiring in FY 2006, such as Emerald, that want new contracts should be able to
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select from any of the products BPA offered in the original regional Subscription process.
(EWEB, RD04-0127.)

Several customers supported the offer of Slice to 5-year contract holders. Franklin PUD
suggested customers with expiring contracts should be given the first option to switch to
Slice. (Franklin, RD04-0108.) Some customers qualified their support for allowing 5-year
contract holders to purchase the Slice product. Canby urged BPA to make a fair and
equitable decision. It stated that, if BPA offers additional Slice contracts to one 5-year
contract holder, it should also be made available to other 5-year contract holders. (Canby,
RDO04-0161.) Some parties suggested S-year contract holders should be able to switch to the
Slice product, or a combination of Slice and Block, effective October 1, 2006. (Pend Oreille,
RD04-0148; Clatskanie, RD04-0155; Grays Harbor, RD04-0162.) Mason PUD No. 3
suggested the 5-year contract holders should be allowed to switch to Slice in FY 2007.
(Mason 3, RD04-0151.) After further consideration, Northern Wasco PUD stated it would
support the inclusion of Slice to the list of available products for those customers whose
contracts expire in FY 2006 with the following qualifications:

(1) As long as the original 1,800 aMW limit on Slice purchases is not exceeded.

(2) After study it is the determination of BPA that the number of customers actually
switching to Slice would not adversely affect the other preference customers.
(NWasco RD04-0042A..)

Other comments suggested BPA should allow existing Slice customers to modestly increase
their Slice percentages and reduce their Block. (PRM, RD04-0019.) In another comment,
PRM noted its disagreement with BPA’s proposal, and stated Slice should be available to
customers if their contracts expire in FY 2006. (PRM, RD04-0043.)

WPAG stated that a BPA decision to prohibit the small number of customers who wish to
switch to the Slice product from doing so seems less defensible than its decision to limit the
number of products available. (WPAG, RD04-0105.)

Several commenters expressed interest in allowing existing Slice purchasers the flexibility to
adjust their purchase amounts between their Block and Slice contracts. They state BPA
should consider permitting existing Slice purchasers to adjust their Slice and Block amounts
if they can find another Slice customer willing to make a corresponding adjustment. They
suggest that permitting such changes would serve the interests of the respective customers
and would not change either the number of customers or the total amount of Block or Slice
product sold by BPA. They commented that this would offer customers the opportunity to
bilaterally adjust the amount of these products after having some experience with them.
They assert that there would be no risk to BPA, and it would be of help to the customers.
(WPAG, RD04-0105.) Mason PUD No. 3 supported the WPAG position that current Slice
customers should be able to adjust their Slice and Block amounts in FY 2007 without
changing their total take from BPA. (Mason 3, RD04-0151.) Franklin PUD disagreed with
BPA’s proposal to disallow product switching on Slice. They assert that the Slice product
benefits the region by increasing the size of the “pie.” BPA should allow a limited amount of
additional Slice product — up to the original 2,000 MW offering. (Franklin, RD04-0108.)
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EWEB asserts that customers with contracts expiring in 2011 should have a limited
opportunity to change their product purchase mix. Such changes would include, to the extent
they could be completed without unanticipated cost shifts (e.g., not negative for BPA or
customers), revisions to or a reapportionment of any Slice and Block product service they
might have. (EWEB, RD04-0127.) PNGC asserts that modest adjustments to Block/Slice
amounts should be entertained for the FY 2007-2011 period. (PNGC, RD04-0114.)

Some parties suggest existing Slice customers should be able to adjust their Slice amounts
effective October 1, 2006, either up or down, provided, however, that the maximum net
increase of Slice sales by BPA from these current Slice contract holders shall not exceed 10
percent of the total 1,600 MW of current Slice sales. Any change in an individual utility's
Slice amount would be offset by a corresponding change in the Block purchase amount so
that the total Net Requirement sales to an individual utility are unchanged (i.e., an increase in
the Slice amount must be offset by an equal decrease in the Block purchase amount). (Grays
Harbor, RD04-0162; Clatskanie, RD04-0155; Pend Oreille, RD04-0148; Franklin, RD04-
0108.)

Several commenters suggested that BPA increase Slice sales to no less than 2,000 aMW.
Benton PUD disagreed with BPA’s proposal on product switching and BPA’s assertion that
one outcome of the Slice true-up litigation could result in significant cost shifts to non-Slice
customers. Benton PUD further suggested that BPA limit additional amounts of Slice sales
to existing Slice customers and those wishing to switch to Slice. (Benton, RD04-0068.)
PNGC disagrees with the BPA proposal restricting product changes with respect to the Slice
product. It suggests BPA should entertain limited increases in Slice sales on a first-come,
first-served basis of at least up to the 2,000 aMW limit already authorized. This could take
the form of increased Slice amounts for current Slicers or new Slice customers. Any
increases beyond this limit could be addressed in new or follow-on contracts. Additionally,
BPA should allow changes in product mix between Slice participants, such that utilities
seeking to take more Block product and less Slice product could exchange amounts with
utilities seeking to take more Slice product and less Block. (PNGC, RD04-0114.) PNGC
supports Grays Harbor PUD’s comments on this subject, which would allow up to a 10
percent increase in total Slice purchases for existing Slice customers, and allow for new Slice
customers all within the existing 2,000 aMW policy cap. The only change advocated by
PNGC was each existing Slice customer would have the ability to increase its Slice amount
by up to10 percent. (PNGC, RD04-0159.) The total net increase in Slice amounts to be
purchased by the combination of existing and new Slice customers should be allowed but
would be limited to 400 MW, restoring BPA's original proposed contract limit on the total
Slice amount of 2,000 MW. (Grays Harbor RD04-0162; Pend Oreille, RD04-0148.)

Some customers would have BPA offer more than the Subscription policy limit on the Slice
contract of 2000 MW. Both Franklin PUD and Clatskanie PUD felt the total net increase in
Slice amounts to be purchased by the combination of existing and new Slice customers
should be unlimited. They argue BPA's original limit on the total Slice amount of 2,000 MW
was established to allow implementation to be manageable. Also, for the most part
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implementation procedures are fully established such that increases in Slice amounts should
not be limited. (Clatskanie, RD04-0155; Franklin, RD04-0108.)

NRU states BPA should not increase the amount of Slice sales until the end of the current
power sales contracts in FY 2011. NRU states allowing migration to or away from the Slice
product could result in cost shifts to other customers. NRU concurs with BPA’s approach to
conduct an overall review of the Slice product to determine if the product achieved its
objectives without shifting costs to other customers. NRU states Slice sales should not be
increased until such an analysis has been completed. (NRU, RD04-0073.) After BPA
published its interpretation of public comments received, BPA received clarification from
NRU on October 7, 2004. NRU’s position supports BPA’s position on whether a utility with
a 10-year contract can switch products in FY 2007 and whether a 10-year contract holder can
increase or decrease the amount of Slice under its contract. NRU did not offer a position on
the issue of contracts that expire at the end of FY 2006. NRU also did not offer comment on
the issue of changing the number of Slice customers or the percentage of Slice sold. (NRU

email transmittal 10/7/04.) Many customers supported the position that BPA should not

increase the amount of Slice sales until the end of the current power sales contracts that
expire after FY2011.

Some parties stated that allowing migration to or away from the Slice product could result in
shifts of costs to other customers. (CRPUD, RD04-0031.) Other comments stated BPA
should not increase the amount of Slice sales until the end of the current power sales
contracts. Allowing migration to or away from the Slice product could result in shifts of
costs to other customers. (Benton REA, RD04-0046.) Tacoma agrees with BPA’s proposal
of no product switching for the upcoming rate period. However, if BPA is persuaded and
ultimately agrees to offer product switching for the next rate period, then it must assure that
those customers remaining with their existing product lines are held harmless from rate
impacts due to product switching. (Tacoma, RD04-0103.)

Some commenters agreed with BPA’s proposal to conduct an overall review of the Slice
product to determine if the product has achieved its objective without shifting costs to other
customers. They suggest sales of Slice should not be increased until such an analysis has
been completed. (CRPUD, RD04-0031; Benton REA, RD04-0046; Central Lincoln, RD04-
0057.)

Springfield Utility Board does not want BPA to offer changes in products to customers with
expiring contracts. Springfield supports BPA’s proposal to offer the “same power products
and services as the customer currently purchases.” To do otherwise would be to offer these
specific customers a free option to switch products and services, and, if BPA were to offer
such options to customers with 5-year purchase commitments, Springfield would want the
same options to switch products and services. (SUB, RD04-0106.)

Cowlitz PUD stated its support for BPA’s position on this matter is predicated on BPA’s
commitment to offering of new 20-year contracts on the schedule contained in Section VII of
BPA’s proposal. Given that, Cowlitz agrees that customers should not be able to switch to or
from Slice contracts while all the existing power sales contracts are in force, that is, through
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FY 2011. (Cowlitz, RD04-0128.) The City of Sumas strongly believes that there should be
no change in the number of Slice customers or the Slice percentage sold in FY 2007.
(Sumas, RD04-0132.)

Evaluation and Decision:

In the Federal Register notice for its policy proposal, BPA stated several reasons why it was
not proposing to reoffer the Slice product for the FY 2007-2011 period, and not changing the
number of customers and amount of the Slice product currently sold. These reasons
included:

the major importance placed by BPA and most customers on moving promptly to
develop new long-term contracts and rates. BPA is concerned that changing Slice
elections by customers within existing contracts, and dealing with the associated
inter-customer equity issues and technical issues, would be a complicated undertaking
that would become a major diversion from the goal of new long-term contracts. The
schedule proposed in this document creates a customer option to move to new
contracts in FY 2009. BPA believes that focusing BPA and customer effort on
meeting the schedule for those new contracts should be a higher priority than making
adjustments to Slice purchases under existing contracts. Additionally, there is
ongoing litigation pertaining to the annual true-up of the Slice product whose
outcome will be uncertain for some time. BPA's view is that one outcome of this
litigation could result in a significant cost shift from Slice customers to non-Slice
customers. Increasing the amount of Slice purchases while such a cost shift risk
exists is a significant concern. BPA therefore proposes no changes to the number of
Slice customers or Slice percentage sold in FY 2007.

138 Fed. Reg. 43404.

Customers and others, including three congressmen, responded on three different fronts.
First, Emerald specifically asked to be allowed to purchase Slice for the FY 2007 to 2011
period as a replacement and provided studies and information that asserted the utility would
be harmed if it were not allowed to do so. Support of Emerald’s proposal include Oregon
Senators Ron Wyden and Gordon Smith and Congressman Peter DeFazio. Second, Canby,
which also holds a 5-year contract, stated that if BPA were to make the Slice product
available to one customer -- Emerald - -then it too wanted to have the choice to take the Slice
product. Canby stated it would be inequitable and illegal to not make the product available
to it on the same terms. Third, several other customers recommended BPA offer more of the
Slice product, ranging from up to 10 percent additional purchases by those customers holding
Slice contracts to unlimited offers of the Slice product to any customer that wanted to take it.
Customers also proposed that BPA allow current Slice customers to reduce their purchases of
the Slice product if they desired. They w