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ALLEN BURNS: Good norni ng everybody. W're glad
that you took tine out of your busy day to join us to talk
about a couple of inportant issues. | know quite a few of
you, but there are sone unfamiliar faces. M nane is
Allen Burns, I'mthe Vice-president of Power Marketing in
t he Power Business Line. And basically ny part of the
program here, other than listening to your coments, is
going to be to try to state a couple of objectives we have
for the nmeeting and a couple of ground rules we want to
try to follow during the course of the nmeeting. And I'm
going to turn it over to Steve Aiver, who will give a
little context and background before we get into the
act ual program

The two objectives I was hoping we'd acconplish
today, is make sure that when all of you | eave here today
on these issues, Standards of Service and the net
requi renents issue, that you at |east clearly understand
what Bonneville's proposing and why we're proposing that,
not necessarily that you agree with it, we hope some fol ks
find value init. W'd like to nmake sure that when you
| eave here today, and especially net requirenents, because
it's conplex, we've set up time in the agenda for
clarification, so you understand what we're proposing.

And the second and nost inportant objective is

for us to hear fromyou today, as many fol ks as want to
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comment, and | hope fol ks have signed up. W want to wal k
away from here knowi ng where you think we've done things
right, where you have issues with either of these two
items that we're tal king about, and a little bit al so why
you have the view that you have. That's the nost

i mportant objective, and we set quite a bit of the tine
today for the coment section on each of these two itens.

And briefly the two ground rules -- the first one
is, probably pretty obvious, we're not here to nake
decisions, so we're going to -- | think we'll have a
little interchange at tinmes, but once we achi eve those
obj ectives, where you understand what we propose, you've
got your views out, we know where you' re com ng from and
why, we're going to try to avoid getting in | engthy
debate, because we're not trying to get to a decision
today. And that leads to the last ground rule, we want to
make sure that everybody who took tine out of your busy
day today has a chance to get your comments up. W're
going to try to nove things along so we nake sure
everybody has a chance to get heard today.

STEVE OLI VER: Thank you for being here today and
participating in this forum Just a couple of quick
introductions. M/ nane is Steve diver, | manage the Bul k
Power Marketing Goup for Bonneville. And key staff

peopl e we' ve had working on this, Fred Reddennmund, Dave
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Fi t zsi mons, have been working on the eligibility topic.

Ti m Johnson and Tom M Iler fromour |egal office, and
Larry Kitchen fromthe Bul k Marketing group working on the
net requirenments issues.

VWhat we're trying to do today in terns of an
agenda is this norning we'll do some quick context setting
and go we're going to hit the eligibility topic. And what
we'd like to do with each of these sessions is give a
brief overview, answer questions, clarifying questions,
and then go into a coorment period. W'Il|l take a |unch
break at some point, we're going to try to manage around a
group next door here, in ternms of lunch, getting out a
l[ittle bit before or after them Then conme back and do a
brief overview on the net requirenents proposal, answer
clarifying questions, and take comments. | understand
some of you in ternms of time constraints need to get out
of here this afternoon, when we set up the coment forum
this nmorning on eligibility, if you need to make your
comments on net requirements we'll go ahead and do that.
But if you have tine, we'd prefer to wal k through the
di fferent proposals and take the coments sort of in a
serial fashion, if we could.

W request that you please sign in. There's sone
docunents that we're going to be referring to on the back

table, if you haven't had a chance to get them And
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Carolyn Wiitney and M ke Hansen are the two fol ks that are
here working on making sure that if you have comments and
you want to get on a list to get up here formally at sone
poi nt, which we've had sonme people request, we'll get you
on that list, and this table will be available if you want
to come up in a panel. W have a panel in sone
circunmstances, if you want to get up individually and not
sign on a list, that's fine, too, you can use this speaker
m crophone in the mddle of the room

VWhen you speak, please identify yourselves, we're
trying to take careful notes and docunent the comments we
have here in ternms of potentially nodifying these
proposal s.

Wy are we doing these policies? Wy have we
i ssued these Federal Register Notices. And just |ooking
out here, I was working in California on energy topics in
1981, but | see a lot of you probably working in the
regi on on energy topics and issues in 1981, you probably
know who is responsible for setting up the regional act
and section 5(b), and you can | ook around and attribute
that as you may.

We're getting ready to set up new contracts for
t he post-2001 period. W signed contracts follow ng the
Regi onal Act passage in 1981, and those are term nating,

and we need to set a new basis for cal cul ati ng net
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requi renents, the anmount of power you can get post-2001
once you' ve been determined to be eligible, if you haven't
been already at this point. Two issues in ternms of

i npl enenting the subscription policy, post-2001, that are
key is are you eligible to take it, and secondly, how nmuch
can you take, if you are.

So what are our objectives in terns of these
policies? W have several key objectives. The first was
to be clear on how we plan to cal cul ate net requirenents
as the basis for post-2001 contracts. And secondly to
docunent standards for eligibility to take Federal power
on a preference basis. Up to this point we've nmade a | ot
of those determ nati ons case-by-case, and we haven't
docunented an eligibility or standards for service type of
a policy to date, and given a |lot of changes that are
happening in the marketplace, in terns of deregul ation at
the whol esal e and retail level, there's a lot of interest
fromnew entities in the marketplace, and we want to nake
it very clear in terns of what our eligibility standards
wer e.

The second objective was to not depart from our
current approach, unless we felt it was necessary to
refl ect those new market conditions, or to neet needs
voi ced by regional interests consistent with | aw

The third objective was to nake it possible to
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broadly spread the benefits of Federal power within the
region. This includes paying attention to interests of
Nort hwest tribes, potential new public bodies, other new
public bodies, as well as establishing net requirenents
for Northwest 1QUs as a vehicle for potentially taking
Federal power to residential and small farm |l oads.

The fourth objective was to allow the utilities
the greatest flexibility possible with regard to marketing
their resources and interacting with the market w thout
penal i ze go other custoner interests while doing so.

The fifth objective was to neet potential future
needs of Northwest states that have restructured their
markets. | nentioned that before.

And finally, final objective is to retain | ow
cost resources for regional use and benefit.

So what is the process that we're foll ow ng here?
I know these get a little conplex. What we're trying to
do is in March we put out sone di scussion papers, sone
draft discussion papers to start the dial ogue on these two
i ssues, recognizing that they were central to
i npl enent ati on of post-2001 agreenents. Then we heard
t hrough those di scussion papers that we needed to clarify
t he conpl ex net requirenments nessages, and we agree that
they are conplex, and we haven't figured out a |lot sinpler

way, but we've worked on trying to clarify those. And we
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al so heard that there was m xed concerns on the Standards
of Service. Sone thought we were relaxing the standards
too much, while others thought we were not |oosening the
st andards enough to neet deregul ated narket needs. Wth
very mnor technical changes, and work on trying to
clarify these policies we published the Federal Register
Notices on April 26th, and we have proposed a public
comment period through June 11th.

We're going to take all coments into
consi deration and issue a Record of Decision on each
policy, and if the Record of Decision substantially
nodi fies the policies as we've proposed them we may
rei ssue and likely reissue the policy for further conment,
and issue then a final ROD at a later date. W'Ill give a
chance, if we do sonme substantial changes based on
coments, to have another | ook at those before we finalize
them W are interested in your views and opinions on the
extent of this public involvenment process. And if you
bel i eve that we need a longer initial period we're
interested in hearing that, as well as if you'd like to
see nore el aborate coment or review process on the steps
to finalize these policies.

Once they have been finalized, these policies
have been finalized, we'll be working in cooperation with

you, each customer, custoner group, through our account
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executives to use these policies as road maps to deterni ne
net requirements and, where necessary, eligibility for
Federal power.

The policies will also be used to construct
contract terns and conditions to inplenent the
subscription proposals, post-2001. So those policies are
not going to be nebul ous and referred to obliquely,
they're going to be specifically going into contract terns
and conditions, and people will be using themas a
bl ueprint when you sit down and work on a
contract-by-contract basis to cal cul ate post-2001
contracts.

So just as a really rough overview, context
setting. Wiat we're trying to do on the eligibility
policy, where we're heading and where we're sort of com ng
from our proposal is fundanentally consistent with our
historic course of conduct. W' ve essentially proposed to
stay with five out of the six of our standards that we've
proposed and applied in the past, | think very
consistently. The only standard that we propose to change
is the obligation to own the distribution system In this
we believe we made a conservative change proposal relative
to the potential alternatives that were available to us.
That's where we're coming from we needed to recognize

some changes in the market out there in ternms of
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deregul ation and an interest noving that direction, but we
don't believe we've nmade a nmassive change in this, but
we're interested in your comments. And Fred Reddennmund
and this panel will be addressing that in just a nonent.

In terms of net requirenents, once again we
recogni ze this is a conplicated area, and what we've tried
to do is to start with a benchmark that people recognize,
which is the Firm Resource Exhibits that really have been
used over the past 20 years as the contract nechanismto
i npl enent section 5(b) of the Regional Act. W' re going
to start with that as a neasuring point in ternms of net
requi renents. And then we nmade an overall assunption, a
gui di ng assunption that all of the resources that were not
in Firm Resource Exhibits would be exported. On its face
that seens |like a negative starting point in terns of a
starting assunption, but what we've tried to do is set up
a very clear set of criteria and we'll work on clarifying
those if they're not clear at this point, where resources
that we've deened to be exported to start with can be
brought back or considered to be exported out decrenment to
the net requirenments for utility through a set of what we
feel are clear and fair standards for qualifying as
perm ssi bl e export.

| think this, in turn, our goal here was to once

again all ow each individual custoner and utility to
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participate in the market while retaining your net
requi renent to take Federal power.

Thi s approach al so recogni zes the fact that sonme
utilities may not want to share as rmuch information in
current market circunstances as we've had in the past.

And depending on the legality of net requirenents, they
may want to establish the function of export, sonething
you want to let ride, and it's not an issue to you with

t he Federal power you woul d take under contract. And that
woul d al l ow you to basically determ ne yourself whether or
not you wanted to cone in and share that information and
work on a larger net requirenment. So Larry Kitchen and
Tomand Timwi |l be working in a panel this afternoon
taki ng comments and cl arifying that policy.

The last thing that | want to tal k about rea
qui ckly was NEPA coverage. And what we've done in terns
of NEPA coverage for these policies is that on Decenber
21st, 1998, BPA issued the Power Subscription Strategy
Record of Decision, and that Record of Decision was within
t he scope of BPA' s business plan environnental inpact
statenent that was issued in June of 1995. And that ROD
on the subscription policy addressed both section 5(b) and
9(c). So that forms, fromour point of view, the 1995
busi ness plan, EIS fornms the basis for our NEPA coverage

on these policy actions. |If you want to have further
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di scussion on that, that's sonething else we could talk to
you about and put you in contact with the correct people
in Bonneville to tal k about that.

We' Il keep going on the eligibility question now.
Is there any general questions in terns of context or
times or format of the neeting? If not, we'll get going.

FRED RETTENMUND: As Steve indicated, ny nane is
Fred Rettennund, |'m an account executive for Bonneville's
Power busi ness Line in our Spokane hub. What ['Il do is
briefly give an overview in the Federal Register Notice.
["lI'l kind of hit sonme of the highlights before we get into
the clarifying question, and then the conment section

You're all famliar, |I'msure, with our
subscription strategy that we published in Decenber of
| ast year, and that indicates that new public agency
custoners that would be -- that would formand would
qualify for service would be offered power at the PF rate.
And so a big part of what this standards for service and
eligibility piece is about is what -- who, in fact, would
qualify for PF power. Wile our standards for service
cover all types of entities that would purchase fromus to
sell -- toresell at retail, | think it's fair to say that
there's been some particular interest in what it would
take to qualify to be a new preference customer.

The Federal Register Notice briefly outlines the
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key provisions of our statutes relative to preference and
standards for service, and also sort of enunerates the six
that are up over here on the board, as well as Steve
i ndi cated | ays out a proposal that we need to take comment
on.

Before you really get to the Standards for
Service there's kind of a threshold issue with respect to
being a preference entity. And that is basically that the
Bonnevill e Project Act, which is one of our key pieces of
| egislation, indicates that to be a preference custoner
you have to be a public body or you have to be a
cooperative. And it defines the characteristics,
essentially, of those two kinds of entities. Key to that
is being a nonprofit, sort of at-cost entity. That's rea
i mportant, we'll talk about that a little bit nore later

Al so the Project Act indicates that the public
body or cooperative needs to be in the business of selling
and distributing the Federal power. The Act goes on to
tal k about that we need to provide a reasonable tine for
the entity to form to arrange for whatever financing it
may need, in particular financing to either construct or
acquire the distribution facilities necessary to provide
the service

Now a key part of our history on this is to date

Bonnevill e has always interpreted the provisions of the



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

14

Bonnevill e Project Act and applied those in our Standards
for Service review of new applicants to require the
ownership of distribution facilities.

Steve nmentioned this also in his opening renarks.
We've not formally went out like this before in a public
forum and went through our Standards for Service. W've
traditionally approached new applicants for preference
status on a case-by-case basis, and had an exchange of
correspondence between that applicant and oursel ves, so
this is really the first tine we've went out in this kind
of forum

The existing Standards of Service are over here
on the board, I don't know if any of you can see them
They're al so, of course, in the Federal Register Notice.
But just in real short form those boil down to the entity

needs to be legally forned, it needs to own a distribution

system and be ready to take Bonneville -- power from
Bonneville. It needs to have a general utility
responsibility. It also needs to have the financial

ability to pay for the product we're selling to them It
has to have an adequate utility operations and structure
to performthe task necessary to distribute the Federa
power. And it also needs to be able to purchase in
commer ci al or whol esal e anmounts.

We are maki ng the one proposed change or addition
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and that woul d all ow ownershi p-type | ease arrangenent, and
we'll talk about that inalittle bit.

I"mnot going to go through all six in any
detail, you' ve, I'msure, read the Federal Register
Notice. The distribution systemand the general utility
responsibility are probably real central to the input
we'll receive today, so I'll give you a real quick
overvi ew of sone of the aspects of that.

On the distribution aspect of this the
performance of or the responsibility for the distribution
function is really seen as one of the central ways in
whi ch we can have assurance that the purposes of selling
Federal power to this entity are achieved. Now, what are
t hose broad purposes? And again we go back to the
Bonneville Project Act for nost of the direction on this,
it's widespread use, the non-nonopolization of the Federa
power, and al so a yardstick for conpetition in the
mar ket pl ace

Key to that last one is that the power that
Bonneville sells on this kind of basis would be passed on
through at a cost basis to the end use custoners. That
really has two dinmensions, the first is that the whol esal e
power cost would be passed on through on a cost basis, but
al so the cost of providing the power, the distribution

functi on woul d al so be achi eved on a cost basis. I'msure
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we'll get into sonme nore discussion on that a little
| ater.

Ceneral utility responsibility, that basically
assures that the Federal power would be sold on a
nondi scrimnatory basis, but frankly with particul ar
benefit to the general public, and domestic and rura
customers, is the key part of that. And basically this
means that a retail custonmer that requests service from
this potential preference customer, any type of retai
customer, would have a right to take service fromthe
preference entity.

As we indicated, we're nmaking a proposed change
to the ownership standard for service on distribution
we' re seeking comment on that. Wy are we nmaking this
proposed change? Well, there are a nunber of itens. One
is that it appears to be consistent with DOE policy.
There are other power marketing agencies, and while they
operate under different |egislation, one of the reasons is
the DCE policy. Also the proposed change may provi de sone
additional flexibility for some parties in the region to
pursue preference status. And thirdly, it's stil
consistent with the law, with essentially the Bonneville
Proj ect Act.

Now, this ownership-type lease, | think it's fair

to ask, of course, what are the attributes of an
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owner ship-type lease? And I'I|l enunerate here the three
or four nost inportant ones. The termof the | ease would
need to be for the life of the distribution facilities or
however | ong the power sales arrangenent was with BPA for
t he Federal power. For instance if it was a five year
power sales arrangement with BPA, the termof the |ease,
thi s ownershi p-type | ease would have to be at |east five
years.

The | ease woul d have to give the preference
customer the right or the responsibility for operating and
mai nt ai ni ng the system and controlling the costs of the
distribution system That's a real key conponent.

Al so, this transaction, this | ease arrangenent
woul d have to be conducted in an arm s-1ength kind of
approach between the two separate parties.

And lastly | guess | would nmention that while the
potential preference entity could performthe operation
and mai nt enance thensel ves on these distribution
facilities that they're | easing, they could al so contract
that out, but they'd have to be able to contract that out
and put it out essentially for bid and have that ability
to have a third party do that, have that conducted and
sel ected in an open, conpetitive process.

The | ast part of what's in the Federal Register

Notice, and while it is not a part of our proposal, we did
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describe a potential other approach, called the
contractual capacity rights approach. And the |long and
short of what that boils down to is you're all famliar
wi th how basically transm ssion arrangenents work. You
will basically have a contract wherein you will, with the
transm ssion owner, you will have a right to use a certain
anmount of capacity on the transm ssion lines. This
concept essentially takes it down to the next |evel and
says that the potential preference custoner would be able
to contract for capacity on the system it wouldn't have
any responsibility for the Oand M but would sinply have
the capacity arrangenment in place. Again, that's not part
of our proposal, but we know there is interest in the
region in that, so we put it in the Federal notice.

That's a quick overview of what's in the Notice.
And | think if we could now turn to the clarifying
qguestion part of it, before we get into the conment
session. W're here to attenpt to answer your questions,
so anybody have a question they want to pose?

JIM HARDING JimHarding, Seattle City Light.
And | picked up this DCE nmeno, which |I've read through on
the City of Needles case. And there's no date on it, but
by my recollection, Jack O Leery, that dates back to the
James Schl essinger and the Carter years. |'mwondering if

there's been any effort to seek out DOE s opinion on
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| easing or buying transm ssion -- distribution systens
after that date, this is probably, ny guess, 25 years old.

FRED RETTENMUND: |'m going to all ow sonebody
from OGC to answer that.

TIMJOHANSON: | think the neno is from 1978, and
we have had sone discussions with fol ks at WAPA in which
we did ask the questions about their famliarity with
| ease arrangenents after that meno went out. At this tine
WAPA is sort of in the same position sort of as
Bonnevill e, whereas the type of |ease arrangenents that
coul d be possible have not yet been defined, so there
really hasn't been a | ease arrangenent that's been
executed for a distribution facility.

JIM HARDING | guess the second question is
there's been lots of stormand fury around the country
mai nly that FERC has had to deal with over what's a duly
constituted utility and other things like that. And
wonder whether in defining this policy you tried to square
it up with FERC s opinion that would create a utility
under the Federal power act?

TOM M LLER  That's a good coment. One of the
reasons that we are proposing this policy is to exam ne
what changes nmay be necessary to bring our policy in line
wi th what FERC has done, and al so with the Departnent.

Prior to publishing this proposal we did send a nmeno back
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to the Department so they're aware of this. But as to
your question as are there sort of other nmenos or other
opi nions of DCE that are applicable, at this point we're
not aware of them This has been sort of a guiding --
City of Needles has been sort of the guiding menorandum
for all the power marketing associ ati ons or agenci es.
FRED RETTENMUND: Any ot her clarifying questions?
NCEL SHELTON: Noel Shelton with Energy Services
Do you currently serve any customers who do not own their

delivery facilities?

FRED RETTENMUND: Well, | know the vast majority
own their distribution facilities. | think there may be
one or two. | personally don't work with any that don't
own their distribution facilities. | don't know if

anybody el se on the panel has got any information. |
think there's probably a case out there sonewhere that
does not own. | think it's the rare exception

NCEL SHELTON: And second question, what are you
defining as delivery facilities? |If you start with the
meter, and work back fromthat, upstream where do you
draw the line? What constitutes a delivery facility? Do
you need to own the transformer, do you need to own the
breakers, do you need to own the distribution |lines, do
you need to own the nmeters, what exactly are you defining

delivery facilities?
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FRED RETTENMUND: | think sone of that would be
on a case-by-case basis, you' d have to | ook at the |oca
transm ssion system and see specifically where, for
i nstance, that Bonneville facilities end; clearly from
there on it's likely to be defined as distribution

al t hough there are clearly cases where the local utility

al so has transm ssion. But, Noel, |I think it's best to say we

woul d have to | ook at a specific case. But it's the |ower
voltage facilities, the transfornmers, neters, as you
menti oned, and basically everything that allows that
utility to performthat retail function and sell to end
users.

NCEL SHELTON: You're going to evaluate this on a
case-by-case basis on their ability to performthe utility

functi ons?

FRED RETTENMUND: | think that would be a fair
answer at this point. | also think we'd need to | ook at
the specific situation, and assess -- everybody's

di stribution voltage and situati on does vary, so you can't
make a bl anket statenent that distribution starts at X
vol t age.

JOHN SAVEN: John Saven, from Northwest
Requirenents Utilities. In the criteria you had proposed
there was a di scussion for ownership-like | ease to either

have a | ong-term ownership-like | ease or a discussion of a
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commitment to Bonneville for purchase of resource. |Is
there a minimumthreshold of tinme that you were

contenpl ating for the commtnent to purchase from
Bonneville? Could it be a year, three years, five years,
20 years? What is the m ni nun?

FRED RETTENMUND: Well, | don't know if we had a
specific minimumin mnd. ['Il tell you what | had in
m nd. W know in the subscription proposal or strategy,
we articulated two contract terns, at |east, three and
five, and of course longer, ten. So that's what | had in
mnd, three, five, ten. | didn't have a year in nmnd
But we -- if there's a concern, we need to get sone input
on that kind of issue.

JOHN SAVEN:  Thank you.

Bl LL DRUMMOND: Bill Drunmond with Western
Montana G & T. | want to follow up on Jims question. |
understood that its recent offer to Indian tribes, that
Western had agreed that the tribes did not need to own or
| ease distribution facilities in order to receive that
power, is that your understandi ng?

FRED RETTENMUND: Yes, that's our understanding,
but I think we need to -- I"mgoing to turn it over here
to sonebody in General Counsel, the legislation that WAPA
operates under is different fromthe Bonneville Project

Act, and there are noticeable differences in those.
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STEVE OLI VER: Actually, the situation as
understand it with WAPA is that they have not consi dered
the tribes as a public preference distribution utility.
They are considering them as end-use preference bodies.
And the type of transactions that they' re setting up would
be simlar in one case to the residential exchange kind of
a concept where they would ask the host utility to pass
t hrough the value of Federal power to those entities on a
financial basis and/or to voluntarily wheel to netered
tribal loads within their service area to provide that
power and that benefit. And so as | understand it they
woul d be consi dered as an end-use public body rather than
as a public preference, public utility public body.

Bl LL DRUMMOND: So, | understood that sone of
the tribes had expressed an interest in receiving sort of
the cash out, if you will, out of the residential
exchange, but | al so understood that WAPA was going to
make avail able power to the tribal entities. So what
you're saying is that although the tribal entity would be
consi dered by WAPA to be the end-use custoner, in fact
they would also then in turn be providing that power

directly to individual tribal nenmbers?

STEVE OLIVER: |1'mtrying to respond to your
comment in terns of clarifying. | don't want to represent
WAPA. |'ve had sonme conversations, we've had sone
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conversations with the Billings area office of WAPA. |
think they're still in devel opnent on their policy, and
our understanding was, as | just expressed it, was that
they're really working toward providing benefits as an
end-use public body. But they may be |ooking at themas a
preference customer public body, as well.

FRED RETTENMUND: Any ot her clarifying questions?

Well, if not, we can turn to the commrent portion of the
agenda. I'mnot sure, | don't have the sign-up list.
STEVE CQLIVER | do. |In ternms of the comment

order here we'd like to first call a panel fromthe State
of Montana of Steve Doherty, Bill Drummond and John Hi nes.
And secondly Jerry Leone would conme up, and if you'd |ike
to, we have this table available with this mcrophone, and
a panel situation, or you're free to stand up at the

m crophone, as well, but I think for the Mntana panel
this woul d probably work out best.

JOHN HNES: M nane is John Hines, and I'm
representi ng Governor Roscoe's office today, providing
comments to you. My comments, verbal coments will be
short, we'll be submtting some witten coments by the
deadl i ne.

Montana is different than the rest of the region,
and before | go down that path much farther, | want to

clarify what | nean by that. [|'mspeaking in this arena
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strictly on electric energy restructuring. W have
restructured our industry, and so we're different than the
rest of the region. But we're not unique. Mny states

t hr oughout the country have al so done this. And as well
as conprehensive review, which the four governors of our
regi on got together and put together, they also -- the
final report in that review put forth the recommendation
for retail restructuring. And | guess another exanple is
that the Department of Energy in their nost recent energy
restructuring legislation, they al so reconmend retai
choice, actually a requirenment for retail choice with an
opt ed-out provision, which is simlar to what Mntana's

| egi sl ati on has.

Sol'dlike to just put forth the proposition
t hat what Montana has done is reasonable, and it should
not be dism ssed by whatever sort of rules are put forth
here in the distribution of Federal power, and we request
that our position be acconmodat ed.

Bonnevill e and Montana need to work together, |
guess, to -- and we're putting forth the effort and
extending the offer to continue to work together to both
al l ay Bonneville's concerns regarding statutory
requi renents and our need to try to obtain a fair share of
Federal power.

Just take a quick aside, here, and just speak
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about this concept of regional unity for a mnute.

Mont ana, |ike Oregon, Washington and |daho, we're all
connected, interconnected to the region by a unifying
theme, and that theme, of course, is the Colunbia River
and all of the benefits that go with it.

In Montana we have approxi mately 38 percent of
the U S. storage capacity in the region. W provide
approxi mately 500 nmegawatts of peak capacity fromthose
reservoirs, and over 300 average negawatts of actua
energy. And further, we are a net exporter of
electricity. W also operate as a vital conponent to
flood control for our downstream nei ghbors, nei ghboring
st at es.

Now, those sort of things have cone at a cost to
us, both the construction of these storage reservoirs, and
the continuing operation of those reservoirs, but we
recogni ze that those costs are part of being good
nei ghbors, part of becomi ng part of an integrated system
And | guess what we're extending as a thought to you today
is that we just want to be treated as neighbors, as well.

That's sort of the end of the sernon, there.
Recent |y Montana passed sone | egislation, which has been
t he subject of a great anount of discussion throughout the
region, and that's what Senator Doherty, here, who is a

sponsor of it, has been called co-op legislation. But in
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reality it's legislation addressing default supplier
issues in Montana. That is for those consuners who don't
have a choice in electricity, once we go through our
transition period, who are asking us to supply them
electricity. So that's what the bill actually does. And
what it does, it addresses snall consuners, snal
consumers only. And what we're trying to do here is have
an opportunity for this default supplier, whoever is
chosen to be a default supplier, to have access to
Bonnevi |l | e Power .

And in that regard 1'mgoing to make two coments
regardi ng the Standards of Service. The first conment
addresses the requirenment, Bonneville's current
requi renent that the utility must own or under the
proposed change have an ownership-type | ease of the
distribution system It was interesting to hear that the
case, nodel case that's been -- these rules have been
predi cated on, has been in effect for over 20 years. And
as we all know, there's been significant change in the
el ectrical industry over that 20-year period. The
rationale, as | understand it, for this rule, is it's
necessary to have control of the distribution costs in
order to insure that those costs are then kept |ow and the
benefits are passed directly on to the end use consuner.

We support this policy and goal. W think it's |audable,
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and we have -- whatever we propose, we do not wish to
change that. However, we do disagree that this ownership
requi renent is necessary in order to acconplish those
goals. W feel that it's inpossible for suppliers to neet
this condition in a deregulated environnment. |n Mntana,
whi | e we deregul ated supply, we have continued the
regul ation of distribution. And our Public Service
Conmmi ssion will regulate both the costs and the pricing of
such, of this comodity. W have a used and useful type
of evaluation, as well as a prudence review. So those
costs will be exam ned and we can ensure that the benefits
woul d be passed on to the end user.

So in summary on that point, we think PSE
oversi ght can acconplish Bonneville's objective.

A second point on this obligation to service.
And ny understanding is that Bonneville states that this
means the utility's responsibility to serve all requesting
customers, limted by either service area or franchise
restrictions. Once again, we're confortable with the
goal . However, we submt that per our |egislation that
was recently passed and approved, any default supplier
that's approved by our Public Service Conm ssion, the
default supplier is given this responsibility to serve.
It is constrained by franchise conditions, statutorily

i nposed franchi se conditions, and that neans we have
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l[imted the default supplier to small customers. So we
feel that we can neet your conditions, it's just that we
have a distinct type of franchise, statutory-inposed
franchi se conditions.

In conclusion, we just hope to work with
Bonnevill e and suggest that they continue to be flexible
in developing their rules, while neeting their statutory
constraints, and to assure people, the people in the
audi ence and Bonneville that Mntana, at |east fromthe
Covernor's perspective, is not out after a power grab. W
only want to obtain a certain ampunt of fair, equitable
di stribution of power for Mntana. Thank you.

STEVE DOHERTY: Thank you, John. M nane is
Steve Doherty, | serve in the Montana State Senate. And
was just thinking about this, |I've been conming to Portl and
for the last 20 years to tal k about energy issues. The
first time was trying to explain to the people in the
Paci fic Northwest where Col strip, Montana was.

I"mthe chief sponsor of Senate Bill 406. Senate
Bill 406, and | may bore you to death with a little bit of
| egislative history in Montana, but | think it's inportant
to discuss a little bit of that history, so we have a good
context to review what Bonneville's proposed rul es changes
are, because | think what we have done in Mntana, sone

may feel it's a fool's folly, other may view as
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enl i ghtennent beyond belief, but that's where we're at,
and we're going to have to deal with it.
Restructuring lawin Montana initially that was

passed two years ago only dealt with the deregul ati on of

supply. Distribution services would still be regul ated by
the Montana Public Service Conmission. [It's also
important to note that the bill, Senate Bill 390, did not

aut horize or encourage 1QUs to sell their generating
assets. And | think in that context when we tal k about
what happened in the recently concluded session of the
Mont ana | egi slature, it would give you an idea of why we
started | ooki ng around at opportunities to try to conme up
with a good base of Federal power for Montana consumers.

First thing that happened was in 1997 Montana
Power Conmpany, our largest 1QU, surprised everybody,
except thenmselves, | think, when they decided that they
wanted to sell their generating plants. |In August 1998 we
t hen discovered that they wanted to get out of the
el ectric supply business, electricity supply business al
together. That set us into a flurry of activity in
Montana trying to figure out what they were going to do
with this new situation

The bill, Senate Bill 406, and | would like to
claimextreme pride of authorship, but I can't, because it

was a wi de cooperative effort between, | think, the
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Governor's office, the 1QUs, the public power fol ks, the
environnental comunity in Montana and the consuner
community in Mntana, it allowed the formation of
electricity buying co-ops to act as default suppliers in
the event a QU -- those individual consuners did not make
a choice. Second, it established a conpetitive process by
whi ch the Montana Public Service Conmm ssion woul d
determ ne who the default service supplier would be in
that territory. The obligation to serve, | think, is key
for the default supplier. The obligation is to smal
consumers only. W figured that |arge industrial and
commerci al custonmers in Montana, and | know this may cone
as a shock to all of you who follow the power kind of
bunbl ebees around the Northwest, but we figured they were
able to speak for thenselves. And the problemwas in
Mont ana, from ny perspective, is that when you have a
smal | consuners where was the market going to go, how do
you aggregate those consunmers so that they have an
opportunity to conpete favorably in a conpetitive market?
That's why the bill is specifically crafted for smal
consumers. The big fol ks, they know how to take care of
t hensel ves and are well able to do it in neetings all over
the region, that | have ever seen

The standard of service that we're tal ki ng about

is that the obligation to serve in this legislation, by
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statute, requires the Public Service Comrission to
determ ne which entity, and we can have a snall -- we can
have a consuner buying co-op, cities can qualify, anybody
can really qualify to be a default supplier if the Public
Service Conmission will make that final cut and call and
determ nati on of which entity will be the default
supplier, but that entity, once chosen, is required by
statute to serve all of the assigned custoners. | think
that's a clear obligation to serve and a clear follow ng
of the BPA act, as well as the goals and function of the
BPA act.

The second question is, obviously the
owner shi p-type | ease. And when | read the BPA act in
section 4(d), which requires the agency to afford public
utilities reasonable tine to arrange financing, to
construct or acquire necessary and desirable electric
distribution facilities, and | ooking at necessary and
desirable as a conjunctive, | think the option that we
have, that we built into the act where we're tal king about
pur chasi ng capacity definitely noves us in that direction
and also I think the flexibility, amazingly enough, in the
1937 Bonneville Act, is there in the statute to
accommodat e the nove that Mntana nade to acconmmodate the
various interests in our state as far as all ow ng

flexibility in the statute under these type of
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arrangenents for acquiring capacity.

Now, the safety net, really, is that the Public
Service Commission will still regulate the | OUs
distribution system they will also, and it's inportant to
note, that this cooperative, although other cooperatives
are not subject to PSC, it's a unique animal in those
terms. And | think that safety requirenment in terns of
nmeeting the goals of the Bonneville Power Act for
residential consunmers is an inportant consideration.

Now, | didn't support the initial restructuring
bill two years ago, but we have it, | lost. Wat could we
do then in Montana, in my estimation, in order to provide
protection to small consuners? The thing, and the ani nal
that we canme up with was the default supplier buying
co-op. And | think with the statutory provisions that we
have enacted in Montana | woul d hope that the fol ks at
Bonnevill e can accommpdate a little diversity in the
regi on about where we're at. The other states in the
regi on have not seen the wisdomor the folly of going to
el ectric deregulation. W've gone down that path. |
think with some accommodati on and sone flexibility,
everybody can cone out a winner in terns of the safe,
reliable, econom cal supply of energy that we need to nake
sure it happens in the Pacific Northwest.

Bl LL DRUMMOND: My nanme, again, is Bill Drumond,
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" mthe nanager of Western Montana Generation and
Transm ssi on Cooperative. The comments that |I'm giving
this nmorning are basically draft comments that have been
submtted to ny board for approval. W will be submtting
final coments by the June 11th deadline, or whenever the
deadline is.

Western Montana G & T conmends Bonneville for
acknow edgi ng the significant changes that are sweeping
the electric utility industry. It can be a difficult task
to try to update interpretations of |laws that have been in
pl ace for perhaps up to 60 years in order to nmake them
rel evant to today's circunstances. And that's exactly the
task that Bonneville faces in review ng the 1937 Proj ect
Act, Bonneville Project Act, and trying to devel op new
Standards for Service

VWil e Bonnevill e has nade a good effort to nodify
t hese standards the proposal does not go far enough to
acconmodat e t hese industry changes. Wstern Montana G& T
recomends that the proposal be nodified to acknow edge
t he uni que circunstances faced by consuners in states that
have al ready adopted utility restructuring |egislation
In particular, regional preference entities in states that
have distribution system open access requirenents, Public
Servi ce Comm ssion regul ation of distribution costs and

have a utility obligation to serve nust be allowed to
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purchase preference power from Bonneville. The Standards
for Service should be nodified to conmport with the changes
occurring in the electric utility industry.

And in particular Western Montana G & T supports
the capacity rights concept included in Bonneville's
proposed standards.

I'"ve got comments on three specific areas, the
di stribution function, the obligation to serve and third,
operations and structure.

Wth respect to the distribution function, as the
ot her speakers have noted, we do not believe that
ownership is a necessary condition -- ownership of the
distribution assets is a necessary condition to obtain
preference power for several reasons: First of all, as
Steve just pointed out, the 1937 Project Act doesn't
requi re ownership, in our view. Section 4(d) talks
specifically about giving utilities the time to construct
or acquire the necessary and desirable distribution
facilities. |In states that have required distribution
system open access, ownership is not necessary nor may it
be desirable.

Second, Bonneville's proposal contravenes the
Admi ni stration's restructuring proposal. Bonneville's
proposal may indeed punish states that adopt exactly what

the Adm nistration is supporting.
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Third, the ownership of transm ssion is not a
necessary condition for preference power, because, one,
now particularly you have open access, and second, there
i s Federal Deregul atory Conm ssion regulation of rates " .
In Montana the analogy is exactly the same. The
distribution systemw ||l have open access and the costs of
the distribution systembe regulated by the Public Service
Conmi ssi on.

There is still an inportant question, and
Bonneville raises it inits coments about will the
benefits of cost-based Federal power be absorbed by the
di stribution owner as nonopoly rents? |In other words,
wi Il consuners actually see the benefits of cost based
power or will they get absorbed by the person who actually
owns the distribution system |In Mntana, again,
regul ation by the Public Service Comm ssion will prevent
the distribution system owner from chargi ng nonopol y
prices for that system

And fourth, as ny colloquy with Steve Qi ver
poi nted out, | understand that WAPA -- Western Area Power
Admi nistration, is offering two Indian tribes power from
the western systemw thout requiring the ownership of
poles and wires. | understand that there is a difference
in organic statutes, but that gets back to ny first point,

that the 1937 Project Act doesn't require Bonneville --
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doesn't require ownership of poles and wires.

Let me turn to the obligation to serve. This has
traditionally been associated with the area bounded by the
utility service area. Wth restructuring, that obligation
may no | onger exist. |In Montana the obligation to serve
will reside with the default supplier that would be
designated by the Public Service Conm ssion to serve the
| oads that are |l ess than 100 kilowatts. Bonneville's own
words in the draft policy state that this obligation to
serve "assures that Federal power will be sold by the
applicant in a nondiscrimnatory nmanner for the benefit of
t he general public and particularly of domestic and rura
customers."™ That's exactly the set of custonmers that will
be served by the default supplier.

Now, Bonneville has also nmentioned, both in the
policy and in some correspondence with the State of
Mont ana, a concern regarding the size restriction in the
Montana | aw. And John got to that in his conments, that
the Montana | aw says the default supplier's requirenent
only goes to customers that are 100 kilowatts or |ess.
Bonneville, itself, also then goes on to suggest that if
there are certain franchise restrictions that Iimt this
obligation, that that may not be a concern. And that's
exactly the case in Montana, the | egislation specifically

says that default supplier can only serve custoners |ess
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than 100 kW And second, | would point to section 4(a) of
the 1937 Project Act, which describes the purpose of the
Bonneville Project Act and in particular that the benefits
of the Bonneville project would go -- would be used
particularly for domestic and rural custoners. And again,
those are exactly the custoners that will be served by the
default supplier.

One final area, just to touch upon, has to do
with the operations and structure. The issue here is
whet her the "applicant has the ability to fulfill its
responsibilities and duties under a power sales contract.”
The proposed standard goes on to explain that Bonneville
will exam ne the applicant's ability to perform netering,
billing, operations and maintenance, et cetera. In
Mont ana we have a sonewhat different situation, because,
for exanmple, metering is the obligation of the
di stribution systemowner. So our comment is that the
proposal, or the policy should explicitly state that
Bonneville is really only interested in whether the
utility can neet its Power Sales Contract obligations, not
whet her it actually has to go on and performthe netering,
billing, operations and maintenance, et cetera. Those are
our draft conmments, and |I'Il be submitting final coments
by the deadline.

FRED RETTENMUND: Unl ess you have any further
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comments you want to add, | think we'll call the next
commentor. Thank you very nuch. Jerry, | think it's
goi ng to be you.

JERRY LEONE: | have a difficult tine foll ow ng

rules, so I'mgoing to give you sone remarks on both of

the two proposed policies, due to ny schedule, I'msorry.
My nane is Jerry Leone. [|'mthe nmanager of the Public
Power Council. W're a trade association that represents

about 114 municipal utilities, rural co-ops and people's
or public utility districts throughout the Northwest on
Bonnevill e-rel ated i ssues. Thanks for this opportunity to
conment .

The primary nmessage | have today is we believe it
woul d be very useful if we had another two weeks to
commrent. Unluckily for you, our executive comittee neets
tonmorrow, and both of these subjects will be covered. W
have been havi ng extensive and very good di scussions on
both of these two policies, and I do not think we will be
ready to have anything for you by June 11th, so we're
asking for a two week extension.

Let me turn to the policies, thenselves. 1'll
start with eligibility. And these are truly prelimnary.
To sonme degree there has -- well, to a great degree there
has been a mmjor discussion within Public Power about the

eligibility and Standards of Service, what to do, what to
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do. Fromour perspective the real driver behind the
proposal is the increased interest by sone regi ona
parties in becomng eligible to buy Federal power at the
PF rate. Cearly we've heard the Montana story this

nmorni ng. \What causes a great deal of discussion between
Public Power is not really the Montana situation, however.
One of the our major worries is that what we mght refer
to as | oosened service standards could be inplenented in
the manner to allow the formation of what sonme m ght cal
illegitimate preference utilities. | think a for-profit
cooperate entity creates and controls a public utility
cooperative in order to serve the City of Portland wth
Federal power that's been purchased fromBPA. And we're
worried that this revision to your Standards of Service
may encourage the formation of that kind of utility, in

ot her words, one that does not serve at the directions of
t he consuners who own them but exist for the sole purpose
of enhancing the for-profit bottomli ne.

Let me turn to what's not on your discussion
right now, the net requirenents policy, and I'll probably
be referring to it as 5(b), 9(c). This deals with two of
public power's life lines; our legal right and ability to
purchase our firmnet requirements from BPA and our use of
our own generating resources. Again, these conments t hat

I"mgiving you are very prelimnary, but here they are:
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W believe that the proposed 5(b), 9(c) policy in
conbination with the final products described in the
subscription strategy may force utilities to purchase
Federal power in excess of their net requirenents. At the
same time we think that the proposal nmay inpose a de facto
pricing policy, whose effect may prevent preference
customers from buying their net requirements at the PF
rate. Wth respect to a utilities owned resources, we
think it expands the application of section 9 of the
Nor t hwest Power Act in a manner inconsistent with statute.

In short, we think the proposed policy risks
impairing public power's legal rights, at the same tine it
i nposes significant new admi nistrative burdens. W're not
certain that the proposal solves a current realized BPA
problemin the process. |In fact, we wonder why the policy
change in the first place. Sone BPA reps, nam ng no
nanes, have said that the proposed policy is nmeant to
target the regions I1QUs, but it seens to directly
i nplicate us.

If your objective is to target | QU resources,
then the policy is not consistent with that goal and we
suffer the coll ateral damage

So, that being said, we again would |ike another
two weeks to corment. And | hope | amnot, as the popul ar

phrase goes, in front of the headlights here in front of
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the 5(b), 9(c) thing. Thank you very much.

FRED RETTENMUND: | think the next commentor is
Margi e Schaff. Margie, are you here? And then Steve
Weiss will follow Margie

MARG E SCHAFF: My nane is Margie Schaff, and I'm
with the Affiliated Tribes of Northwest Indians. The
Affiliated Tribes applaud the application of preference
status to Indian tribal utilities that neet the Standards
of Service established by Bonneville. The tribes
recogni ze the inportance of reasonably priced, reliable
and consistent electrical service to their reservations.
Power is a basis of infrastructure that's a cornerstone to
their econom c devel opnent. And as tribes nove into the
new mllennium we will further our cultural and economc
devel opnent by assuring access to the basic conmunity
services and to managi ng these services in a way that neet
the needs of the reservation, the tribal culture, and the
regi on.

W appreciate the opportunity to participate as
preference customers in this discussion, and to provide
our coments on the proposal. The wealth of tribes has
al ways been tied to the rivers and natural resources. The
econom es and those natural resources have changed over
time, but basic relationships, rights, obligations,

prom ses and the different treaties between various tribes
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and the Federal governnent remain the sane.

Tri bes have a different political status to
Bonnevill e than do other custoners, due to the triba
trust responsibility and due to the
gover nnent -t o- gover nnent status established by executive
orders and policies.

Many treaties guarantee rights which are rel ated
to and affected by the operations of the river systens and
the sale of power. Federal actions affecting the river
systens over the past 60 years have not lived up to the
obligations of the trust responsibility, even though those
responsi bilities have been consistently espoused by
Federal courts since 1831.

The trust responsibility derives fromthe Federa
government's original purposeful destruction of tribal
livelihoods and econom es. The Supreme Court in Semnole
Nati on versus U. S. described the trust responsibility and
hel d that the Federal governnent has charged itself wth
noral obligations of the highest responsibility and trust.
Its conduct, as disclosed in the acts of those who
represent it in dealing with the Indians should therefore
be judged by the nost exacting fiduciary standards. The
same trust principles that govern private fiduciaries,
al so define the scope of the Federal governnent's

obligations to tribes. These include, one, preserving and
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protecting trust property, including a trust duty of
protecti on when off reservation actions affect triba
rights; two, informng the beneficiaries of the condition
of the trust resources; and three, acting fairly, justly
and honestly in the utnost good faith and with sound

j udgrment and prudence.

Courts commonly reiterate that the trust inposes
on the U S. an overriding duty to deal fairly with Indians
wherever | ocated. Laws passed and treaties signed are to
be broadly construed to protect tribal interests.

VWil e history has not always exenplified the
Federal trust responsibility, ATNl is happy with the
current continued government-to-governnent consultation
bet ween the Administrator and the tribal councils, and the
Admi nistrator's willingness to listen to and consi der
tribal concerns and to exercise her trust responsibility .
W therefore nake the follow ng conments to the proposal
First, tribal utilities forned under tribal laws to
service reservation | ands should be interpreted either as
public bodi es under section 3 of the Bonneville Project
Act or as cooperatives. Limting tribal utilities to the
status of cooperatives limts our ability to use triba
tax exenpt bonds and ot her financing forns stemmng from
governmental status. It also insults the

gover nnent -t o- gover nnent status between the tribes and
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flexible rules, allowing a reasonable tine to deterni ne
engi neeri ng, econom c and managerial feasibility for
utility establishment and to establish boards and obtain
fi nanci ng.

Counties and cities have historically and
traditionally been eligible preference custoners, while
Indian tribes have known of this opportunity for a very
short period of time. And we still don't know all the
requi renents necessary to formour utilities. Upon
clarification of the Standards of Service we'll still need
to negotiate with suppliers and current service providers.
The current proposal does not provide us with tine
necessary to acconplish utility responsibility. W
request an extension of that tine. And perhaps tribes and
ot her new custoners could be provided the right to
subscribe to the | owest cost power avail able to other
customers as their contracts expire throughout the 20-year
peri od.

Third, ATNl supports Bonneville's approval of
owner shi p-type | ease arrangenents for power distribution
to power custoners. We further support Bonneville's
approval of contractual capacity rights for delivery of
Bonnevill e power. These are consistent with DOE policies
of open access, and encourage conpetition. Wth the

unbundl i ng of services throughout the utility industry,
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there's no technical or comercial industry to require a
utility to own its wires. |If there is a true and valid
public policy reason for limting preference, that should
be addressed directly and not hidden behind an ownership
of wires issue.

Leasi ng or shared capacity keeps down costs by
elimnating the need for redundant facilities. Because
the Fort Mjave Indian Tribe in Nevada has | ands
interspersed with private ands and they were required to
own facilities back in those days by WAPA, they built an
entirely redundant distribution systemto service triba
menbers, and this policy is nonsense. The policy of
| easing or contractual capacity rights works beautifully
in the high voltage transm ssion system The policy of
| easing or contracting for delivery systens encourages
cooperation and community anong utilities serving
different custoners in the sanme proximty. W also
support Bonneville's suggestion of reliance on governing
law to determne who will have the obligation to serve and
to own wires, should the open access | aws be passed by the
states or the tribes.

W suggest that any |ease or contract for use of
the wires be for the life of the Bonneville Power supply
contract, and not for the life of the facilities as is

suggested in the Federal Register Notice.
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ATNI | ooks forward to an exciting and cooperative
relationship with Bonneville and with its other utility
customers. And we again appreciate the opportunity to be
here and comment today.

FRED RETTENMUND: Steve?

STEVE WEI SS: Steven Weiss from Northwest Energy
Coalition. W represent about 90 organi zations in the
Nort hwest, utilities, both private and publicly owned,
consumer groups, environnmental groups.

First question is why are we interested in this
issue at all, and especially since we represent groups,
some in Montana who hel p passed the Montana bill, sonme in
other states that woul d probably oppose very nmuch any
granting of preference to Montana. But we believe that we
need to try to nake subscription work. |If it doesn't
work, we think that the whole Northwest is at risk for
havi ng a Bonneville preference cost-based power taken away
fromus by the rest of the country. And so nostly we're
here to try to come up with solutions that will make us
able to nove forward in a unified way. These are
prelimnary comments, we cane here to listen to -- and
maybe change sone of these ideas, if we can learn
sormet hi ng.

Qur goals are for a tenporary solution. W don't

think that this is the time for a major debate on the act
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or on preference. It's a dangerous tine in Washington to
have to debate this, it brings in all sorts of other
parties that don't have Northwest interests in mnd, and
so to nake this an excuse for changing the definition of
preference is, we think, just a terrible idea.

Qur resolution, however, may be preference does
have to be changed, and we'll have maybe before 2006 we
can revisit it, if we feel it needs to be changed. But at
t he nmonent we woul d favor a solution as tenporary, and
t hat keeps us together, but doesn't blow up the whole
i ssue i n Congress.

Thus, our proposal deliberately sidesteps the
i ssue of how an entity is deternmined to be a preference
customer. Instead we focus on who shoul d get
subscription, which is really the basic issue that's
probably notivating nost fol ks, anyway. Wo gets the | ow
cost, cheap stuff and how do you divide it up. This is
the political issue. Maybe we can solve that issue,
rat her than focusing on what becones a new preference
cust oner.

Qovi ously Bonneville has decided that its
subscription strategy is that 1QU custoners may get
subscription, even though they're clearly not preference
customers. So the issue is nore how to divide up the

subscription power rather than how do you determ ne what a
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new public utility is. W agree with Jerry Leone, that we
don't want to open the door to a new flood of sham
utilities that mght form And especially we don't want
to change the fundanental subscription allocation that's
in BPA's current strategy. |If newutilities can form
quickly, and large utilities can form you obviously
change t he whol e bal ance, which is a fairly delicate
bal ance, and bei ng pushed by all sides right now, on how
-- who gets Bonneville subscription power. So we don't
want to change that balance. But we also don't want to
penal i ze nmovenents towards restructuring, such as the
Mont ana buyi ng co-op or tribal aggregation, to penalize
themw th | oss of subscription rights.

So what we are proposing is a new standard, not a
standard on becoming a preference utility, but sinply a
standard of how you get subscription that woul d
acconmodat e sone of these issues w thout blow ng open the
whol e system

VWhat we propose is that in addition to BPA' s
present proposed | ease-type arrangenent test for
conpli ance, we propose that a state or a tribe nmandated
entity could qualify for Federal service. |'mnot saying
they qualify to be a preference utility, but they qualify
for subscription service, only to the limted extent of

the BPA residential and small farm subscription, if it met



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

51

the following criteria, in addition to No. 1, 4 and 6 that
are up there. First, that this new entity should have a

| ong-term contractual or |egislative direct access right
to use distribution facilities for a service territory.
However, the distribution facility owner could stil
operate and maintain the distribution system Second,
that this new entity be designated by affirmative state

| egi slative or sovereign tribal as to have the genera
obligation to serve all of its residential and small farm
customers in the service territory.

If an entity net these two requirenents, what
would it be entitled to? Well, what we propose is that it
be entitled to BPA subscription only for its residential
and small farmcustoners, and only for the ampunt for
whi ch those custonmers woul d have been entitled had they
continued to be served by the previous integrated utility.
So the formation of this new entity would not affect the
subscription bal ance, allocation bal ance that we now have.
A much bigger exanple, let's say Portland, somehow Oregon
| egi sl ature or Puget Power, and we've heard Puget Power is
interested in getting out of the power supply business
that the Washington | egislature designate sonme default
supplier, some buying co-op for the entire Puget Power
territory. Under our proposal they would qualify for a

subscription, they would not be -- we wouldn't take the
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position whether they're a preference utility or not,
that's another issue, but they would qualify for a
subscription, only to the extent that they would get the
same size subscription they would have gotten if they
hadn't -- if they had stayed an 1QU, so it doesn't change

anything with the bal ance of subscription, and it sol ves

Bonneville's problenms with Montana and with -- solves a

lot of -- allows a lot of the tribes to aggregate to the
ability they can get a subscription as well. Thank you

very nuch.

FRED RETTENMUND: Thanks, Steve. Joe Nadal
you're up next. Wile Joe is the last one, | think
that's signed up, anybody else that wants to coment after
Joe is certainly free to do that, as well.

JOE NADAL: Appreciate the opportunity to coment
today. Joe Nadal with Pacific Northwest Generating
Cooperative. W' re a power supply cooperative that
represents 11 custoners of Bonneville, and we're
cooperatives |located in Oregon and | daho.

W' ve reviewed the standard and we have sone
comments to give today and we will be subnmitting sone
witten coments as well by the deadline on the 11th or if
it's extended, at that tine.

We urge Bonneville to reject or w thdraw the

proposal for several reasons. First, Bonneville inits
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proposal doesn't offer a specific rationale or factua
support for the proposal. Bonneville does state that sone
tribes and other parties have expressed an interest in
form ng and operating electrical utilities. And they al so
state that "sone parties have requested whet her BPA shoul d
continue to require the preference custonmers who serve
retail custonmers own and operate the distribution system"”
Bonneville also refers to the advent of retail electricity
deregul ation in the whol esal e narket, and in some western
states at retail as a factor underlying the proposal
However, these passing references to certain facts or

devel opnents do not in our view constitute an adequate
basi s for nmaking the proposal, |et al one naking changes to
t he existing standards, which we think could have
far-reachi ng consequences, and uni ntended effects.

BPA makes no claimthat are significant probl ens
associ ated with maintaining the current standard requiring
ownership. In the proposal there's no evidence or facts
presented or even reference that there are parties
interested in formng new utilities who would not be able
to conmply with the existing standard or who woul d suffer
an unreasonabl e burden if the existing standard of
ownership is maintained. W note that over the years a
nunber of utilities have denonstrated the ability to neet

that standard, including in nore recent years, utilities
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such as Oregon Trail Electricity, Enerald PUD, Col unbia
Ri ver PUD to nane sone key ones.

Bonnevi |l l e does not claimthat there are
significant problens associated with nmaintaining the
current standard. And | think the fact that there is no
rationale in the proposal constitutes a basis for
rejecting it inits current form Wthout a solid
rationale stated in the proposal Bonneville gives the
i npression that it may be making the proposal sinply for
political reasons, rather than for reasons which are in
the overall benefit of the custoners, to the genera
public or Bonneville's ability to carry out its
responsibilities.

Second, Bonneville's proposed standard coul d open
t he door, we believe, to sham arrangenents designed solely
to acquire, capture the benefit of |ow cost Federal power,
at times when that power is cheaper than what you can get
fromthe market or fromother cost alternatives. Al nost
any entity could qualify if they had contracts to prevent
a revenue streamfor the | ease period. Operation
functions could easily be outsourced to soneone el se,

i nstead of the previous incunbent utility, with the rea
utility really having no significant involvenent in the
day-to-day operations or nanagenent. For nal

deci si on-naki ng authority mght be with the new entity,
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but the factual control mght reside el sewhere.

A third reason has to do with long-term
commitment to serve. Not only could shamtype
arrangenents result, we think, but it could encourage the
formation of utilities that are not really genuinely
conmitted to serving their comunity, and assum ng the
real utility responsibility to i mediate |oad. Under the
pl ain words of the proposal a five year |ease would
qualify as a utility at the termof the purchase or even
| ess. Under such a standard Bonneville power, we think
could be gained by organi zati ons who are purporting to
serve the long-terminterests of their customers, but
really want access to Bonneville power when it's bel ow
market. Bonneville should provide service only to
utilities that organize for the purpose of providing
electric service indefinitely, on a | ong-term basis.

Onmnership of facilities as well as the other
tests that Bonneville normally applies are denmandi ng but
we think reasonabl e standards for denonstrating conm tnment
to providing that kind of service.

A fourth reason for rejecting the proposal is --
has to do with the fact that detailed deregulation is
still undefined. While Mntana has noved ahead with its
version of restructuring, it's unclear what's going to

happen in the other Northwest states. It is possible that
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across the region at sonme point you could have |egislation
t hat woul d nandate DSCOs, which are organi zations
especially powered to provide distribution service, and
such | egislation mght nmake these type of arrangenents
necessary or appropriate. But the tim ng and content of
that kind of legislation is still very much up in the air,
and we think it's inappropriate for Bonneville to propose
somet hing that anticipates state or Federal |egislation
whose timng is up in the air or may not occur

Final ly, Bonneville's changi ng standards seemto
us curiously out of place. At a tinme when the Federa
systemis being stretched to its limts, nore demands are
bei ng pl aced on Bonneville than it can satisfy to its
current inventory, Bonneville is proposing to relax a
standard that's worked well for nmany years, for qualifying
to purchase Federal power. It seens inappropriate to nmake
such a proposal, especially in the face of a genera
regi onal consensus that Bonneville should not be out
acquiring resources. The proposal we think would end up
putting nore pressure on Bonneville rates and increasing
its costs to its existing preference and ot her custoners.

In conclusion, and for those reasons, we think
Bonnevill e should not change its standards at this point.
Bonnevill e should retain the ownership standard. There's

no evidence at this point that the change proposed by
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Bonneville we think is in the interests of the genera
public or will help Bonneville carry out its
responsibility nore effectively. On the contrary, BPA' s
proposed change coul d have far-reaching consequences. It
could foster sham arrangenents and enpower organi zati ons
not commtted to providing utility service, could be in
conflict with future laws and unnecessarily raise
Bonneville's rates, further straining its resources. W
think it represents at this point bad public policy and
shoul d be rejected.

Those are nmy comments. And as | indicated Il
have sone witten conments.

FRED RETTENMUND: Thanks. Those are all the
fol ks that signed up. Does anybody el se want to nmake a
conment ?

MARK STAUFFER  Mark Stauffer, Mntana Power
Conmpany. | don't have any prepared conments, but |
listened closely to what John Hines and Senator Doherty
and Bill Drunmond had to say, and regardi ng the Standards
for Service, our -- if you want it, is precisely along the
lines of those comments. W think that Bonneville should
consi der open access legislation in its decision making.
That's the extent of ny comments. Thank you.

FRED RETTENMUND: Thanks, Mark. Anyone el se?

HOMRD SCHWARTZ: I'mHoward Schwartz with the
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Department of Community Trade and Econoni c Devel opnent of
the State of Washington. And nmy comments are process
only. Having gone to the neeting in Spokane and havi ng
sat through this part of this one, | have a sense that,
No. 1, we may need a little nore tinme, not only for
comments, which brings me to No. 2, that | have a sense
that this formality may not be the best way to kind of
think this whole thing through, because having listened to
Steve Weiss and now Mark and having tal ked to other people
| have a sense that there may be a pathway to satisfy the
Mont ana residential custonmers without necessarily
unraveling everything else in the Northwest. And that if
we construe some sort of pathway in terns of a settlement
of the residential exchange w thout necessarily opening up
t he whol e question of Standards for Service, then we can
work within the context of the subscription strategy
wi t hout kind of |ooking at broader questions. It would
seemto ne that it mght be useful to spend sonme tinme in
nore of a roundtable setting, rather than a proposal and
comments setting to try and figure sone of that out.

FRED RETTENMUND: Thanks, Howard. Aaron Jones
fromthe Washi ngton Rural Electrical Cooperative
Associ ation

AARON JONES: Along the lines of the concept of

provi di ng Montana residential custonmers sonme benefits
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t hrough the exchange, |I'munclear as to what benefits they
had been getting or would be getting under the current
pr oposal

STEVE OLI VER:  Well, Aaron, what 1'd like to say
is just that | think that we're willing to take coments
here. | think that's a very detailed issue. W've been
meeting with representatives of the State of Montana.
There are basically two avenues for providing benefits of
the Col unbia River Power Systemto Mntana, one of themis
t hrough sonme mani festation of the residential exchange or
a settlenment of that exchange through Mntana Power
Conmpany. And another is potentially through public,
eligible public entities. | guess thirdly everybody woul d
qualify in terns of surplus type of arrangenents. But in
terns of preference power and/or sonething Iike we've been
proposing for settlenent of the residential exchange,
which is equivalent to preference power, those are the two
avenues we've been exploring. In ternms of amounts | think
there are debates in terns of what that amount may be.
And really it's sort of a derivative of the residential
small farmload within the Pacific Northwest defined area,
and that's something that people are |ooking at, and
there's different sort of fact basis for

AARON JONES: |I'mthinking nore froma historica

standpoi nt. Have they been getting X anount of
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al | ocati on?

STEVE OLIVER: If you |look at the State of
Mont ana the fact basis there involves not only public
power but DSI load as well as the QU load. So if you
|l ook at that in total, that picture has changed over tine
significantly.

AARON JONES: |I'mthinking of only 1QU | oad.

STEVE CLIVER O the QU load, in terns of
comments for today, in ternms of the anmount, nunbers that |
have seen in terns of participation or anounts that we've
been consi dering have probably been in the range of 20 to
50 nmegawatt ki nd of discussions.

LARRY KI TCHEN: They are an active exchanger. |If
your question is the status under the exchange contract,
Mont ana Power is an active exchanger, during this period
they deened their rate equal to the Bonneville rate. And
| don't think we've done a forecast as to whether they
woul d have cone out of that status during the next rate
peri od and been eligible for the exchange. That's
assumng the '72 rate test didn't trigger, and there's a
whol e nunber of assunption you have to nake

AARON JONES: There's plenty of conplexity ahead
if in fact we go down that concept path?

STEVE OLIVER: Yes. Are there any other coments

on eligibility? If not, I'd reconmend, we're about 15
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m nut es before noon, given sone of the conpetition we'll
probably be having for the lunch facility at the hotel
that we break now and we conme back at 1 o'clock to talk
about the net requirements topic. Thanks very much.

(Lunch recess taken.)

STEVE OLIVER: We're going to go ahead and get
started on the net requirenments policy. But before that
happens | wanted to |l et you know that based on
conversations that we had previous to today, as well as
comments we received today, that we're going to extend the
comment period. W're going to publish an anmendnment to
the Federal Register Notice, a very brief notice, a public
noti ce, extending the comment period to June 30th from
June 11th, giving people nore tine to take a look at it
and conpose their comments. |f you go ahead and spread
that word, we'll get a public notice out as well. W
appreci ate your interest and involvenment, we want to nake
sure we have plenty of time for that.

Larry Kitchen is the key staff person that
devel ops the policy on net requirements, and he'll give
some brief coments and then we'll go into the coments
period |like we did this norning.

LARRY KITCHEN: What |I'mgoing to do is provide
you a sunmary description of our proposed policies for

determ ning net requirenments under section 5(b). The



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

62

summary will include the adjustnments for exports of
thermal resources under section 9(c) of the Northwest
Power Act and the export of hydro resources under section
3(d) of the Regional Preference Act. | will then briefly
describe two flow charts showi ng the application of your
proposed policy to your |oads and very sources.

Most of my description is going to be based on
this one-page pictorial description of the policy. So if
you have probl ens seeing the board up here 1'd urge you to
pul | that out and have that in front of you.

VWhat this chart actually does is it sumarizes on
one page all the principles in the policy. So if you' ve
got what's on this one page you've got all the principles,
and if you want to sort out how they actually apply to
your | oads and resources the flow charts actually try and
t ake you t hrough each of the steps in applying the
princi pl es.

The chart starts out with the basic limtation on
pur chasi ng power from BPA under the Northwest Power Act.
BPA is required to sell to each customer an anount of
power necessary to serve its net requirements. And its
net requirenments is the anount of power needed to serve
its retail load in the Northwest in excess of the custoner
resources that are required to be dedicated to | oad.

VWhat we have proposed for determ ning the anount
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of resources required to be dedicated to load is to use
t he custoner declarations of resources serving load in
their current Firm Resource Exhibits, and that is the
basis for determ ning the maxi mum net requirenents the
customer woul d have.

W' ve proposed that the only reason a custoner's
net requirements can be changed during the termof the
subscription contract is for the reasons enunerated in the
statute, i.e., loss of resource, retirenment, |oss of
contract or obsolescence. This is a fundamental change
fromthe 1981 contract where you could nove resources in
and out, based on the notice period. Wat we' ve done this
time is really tried to fix the amobunt of your purchase
under the subscription policy and any additional purchases
woul d really be bilateral arrangenents nmade with
Bonneville after the initial subscription contract.

I'd clarify that the expiration of a contract
purchase that you have in your Firm Resource Exhibit is
consi dered the [oss of the contract resource and coul d be
repl aced with PF power at the |owest rate.

W' ve proposed one exception to this rule. BPA
has proposed to provide its consent to the addition of a
new customer renewabl e resource during the termof a
subscription contract. This exception would allow up to

200 average negawatts of new renewabl e resources to be
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used to serve custoner |oads, and then for those resources
to later be renoved fromservice to custoner |oad. As
"Il explain later, the use of this exception will subject
those resources to the application of the statutory rules
regardi ng export resources.

In the Federal Register Notice we've asked for
comment on one additional exception to these rules, on the
use of custoner resources. W would |ike your conmment on
whet her we shoul d provi de consent to the renoval of
customer resources fromservice to load in amobunts equa
to the retail load loss of a utility such that if the net
requi renents woul d change because a utility provides
retail access to their |oads, that we would agree to all ow
themto renove a certain anmount, an equal anount of
non- Federal resources and maintain their net requirenents
purchased from Bonneville. And we're interested in
comment fromthe people in the region on that proposed
change to the proposal

That, | think, is sort of a sunmary description
on how we woul d determ ne, essentially, your maxi num net
requi renents under this policy. The other piece that we
need to ook at are customer resources that were not in
the Firm Resource Exhibit that have been used at sone tine
during the last 20 years to serve a custoner's load in the

region. Due to the changes in the deregul ated market the
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power business |acks the information today to determ ne
how a customer is using its resources. W no |onger have
access to transm ssion schedul es to determ ne whether a
resource is exported or not. To deal with this change in
t he environnent we've proposed the creation of a
presunption that a customer has exported its resource in a
manner that's basically increasing our net requirenents,
and that will result in a reduction of your net
requi renents unl ess the customer provides us the
i nformati on to show that the export has not occurred.
This is designed on our part to not raise standards of
conduct issues between the power business and the
transm ssion business line in terns of access to that
commercial information. A custoner in purchasing Federa
power is not required to share any of this comerci al
i nformation with BPA, but you would |lose the right to
purchase the anmount of Federal power equal to that
resource. And | think it depends upon a particul ar
customer's situation whether they want to buy that extra
anmount of Federal power or not, or whether it matters to
them whether their net requirenments are reduced.

So each custoner can nmake that determ nation
whet her they want to share information about a resource,
on a resource-by-resource basis.

The first step in determ ni ng whether these rul es
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apply to one of your resources is determ ning what type of
resource it is, is it a hydro resource, is it a thernal
resource or is it a contract resource. Different rules
apply to hydro and thermal resources under the statutes.
The contract resources nust be categorized as to whet her
they're a hydro resource that you're purchasing, a thermal
resource or whether it's a purchase of a narket resource
that really can't be attributed to any particul ar type of
exi sting resource in the region. For exanple, a contract
to purchase a share of M d-Col unbi a hydro woul d be

consi dered a hydro resource, it's purchasing a percentage
share of the output of a hydroelectric plant. On the
other extreme, a contract purchased through the broker

mar ket of a block of power delivered flat across all hours
woul d be considered a market resource, one that you
couldn't actually attribute to any existing resource in
the region. So that's the first factual determ nation you
get to in the application of these policies. |If the
resource is characterized as a hydro resource the owner of
that resource will receive a decrenent or reduction inits
right to buy requirenents power unless it is serving the
custoner's load, in which case it will reduce the net

requi renents or has been sold to serve the | oad of another
regi onal customer.

This is Bonneville's |long-standing interpretation
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of section 3(d) of the Regional Preference Act that

exi sting or basically all hydro resources in the Pacific
Nort hwest nust either be used to serve regional load or if
they are exported that Bonneville is not able to sel

requi renents power behind it to replace it, it can only
sell surplus power to replace that export.

In terms of how to adm nister this policy,
actually the note at the bottom points out that the way we
woul d expect this to be admnistered is if the owner of a
hydro resource shows BPA a contract where the resource has
been sold to another regional custonmer to serve the
regi onal |oad, that the section 3(d) responsibility or the
9(c) conservability responsibility for thermal resource
wi || be placed on the purchasing custonmer. So when the
two parties are contracting together, they can sort of
decide who is going to face the reduction in net
requi renents by how they structure that contract. And the
owner of the resource can avoid the reduction of net
requi renents by being clear it was sold to serve regiona
| oad. They are now basically showi ng us a contract for
regi onal |oad, and the obligation will pass to the
purchasing utility.

The other thing I would point out is these rules
on hydroel ectric resources apply to both existing

hydroel ectric resources and any new hydroel ectric
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resour ces.

The second set of rules are those that apply to
thermal resources. The first proposal we have is we
proposed to change the definition of a market resource
under section 9(c). And it's really the first note down
at the bottom that all new resources devel oped after the
date of the subscription policy we will consider those to
be resources devel oped to serve the market, unless the
customer comes in and specifically says, no, it's serving
nmy | oad for sonme purposes, maybe tax exenpt status or sone
tax purpose, that we'll nake a presunption that those
resources are going to market and not serving regi ona
| oad.

So that applies basically to this proposed
policy, to existing thermal resources in the region. BPA
has made previous decisions under 9(c) that certain
exi sting thermal resources could not be retained to serve
regi onal |oad, and that those resources could be exported.
One of the tests a custonmer can show is that one of those
decisions applies to their resource and that basically
9(c) determnation is valid through the termof the
exi sting export contract. |If they bring us the necessary
docunent ati on showi ng we nade that decision then they've
rebutted the presunption of export in a manner that

i ncreases their net requirenents.
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The other two tests that we've identified that
rebut the presunption is, one, there's a definition of
mar ket resources in our 1994-9(c) policy that was
devel oped for non-Federal participation. It's a fairly
onerous test, you have to show that the resource was
surplused to all of your existing requirements as utility
when it was exported, and we're unaware if there are
actually any resources in the region that neet that test,
but if there are, and sonmeone shows that they've net that
test with that resource when they exported it, that would
rebut the presunption

The other method to rebut the presunption is
showi ng that you're using it in your own |oad. For
exanple if you didn't buy your full net requirenments, say
you bought half of what you were entitled to purchase, and
you have one of these resources, you can say |I'mgoing to
use this resource to serve the renmaining portion of ny
| oad, you wouldn't get a further decrenment of your net
requi renents.

And then the other option is to show that you
sold it to another regional utility to use in their
regi onal |oad, then you pass the 9(c) responsibility on to
that utility.

So any of those steps would rebut the presunption

that the resource has been exported in a manner increasing
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the net requirements.

Now, if you don't neet any of those tests, the
next step under 9(c) is a determ nation that even though
the resource was exported the export's all owed under 9(c),
because the Administrator determnes it could not be
conserved or otherw se retained to serve load in the
regi on.

And we have proposed three tests for passing
conservability. The first test is a resource was publicly
aucti oned and nobody in the regi on bought the resource.
This test is allowed -- is designed actually to allow a
customer to renove their capital from an existing resource
and it basically gives everybody in the region an option
to step in and say | want to buy that resource and put ny
capital intoit. And if nobody in the region succeeds
under that auction then we're stating that resource can be
export ed.

The second test allows a custoner to offer their
resource for sale to Bonneville and all of its eligible
customers at cost, plus a reasonable rate of return. This
is the test that we used under the 1994 policy. And if a
customer wants to retain their ownership of the resource
and export it, yet continue to buy Federal power, we're
basically asking themto offer it to the region at the

cost of the resource.
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The offer nmust be for a termof one year or
| onger, and the purpose of the one year offer is we've
proposed under the policy an annual review of a custoner's
net requirements. So if you make an annual sale of that
resource and nobody in the region buys it, it can be
exported, you can continue to buy Federal power from
Bonnevill e for another year, the next year you' d be
required to make another offer of that resource. Now, if
you nmake a long-termoffer, like you could cone in and
make a five year offer of that resource at cost, and
nobody in the region buys it, you can then export it and
when you cone into the next year, if under that
determ nati on you' ve exported it for five years, then you
have a determ nation that's good for the term of that
export. If you come up to the next year and you' ve been
selling it nonth-to-nmonth, then you'd have to make anot her
annual offer of that resource. So it's basically a test
allowi ng you to export it for whatever termyou want, and
you have to nmake a matching offer to the region at the
cost of that resource.

The third test under conservability all ows
Bonneville to assess the current market price and
determ ne that no decrenment of your net requirements is
requi red, since market prices make it unreasonable to

retain the resource in the region. |If the market prices
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drop again, and Bonneville has plenty of power to neet its
requi renent, we would then all ow the export of resources
during that period of tine.

I think that's probably a good description of the
environnent we were in under 9(c) over the last five
years. It was fine to export resources, because there
were surpluses in the region and market prices were | ow,
and there was no reason to reduce sonebody's purchase of
requi renents power.

That concludes nmy summary description of 5(b) and
9(c). | want to briefly describe the two flow charts that
we al so handed out, these docunments, here. These show the
application of the policy to your |oads and resources.

The first flow chart shows the initial determnation of
net requirements. The second flow chart or page 2 shows
changes in the amount of net requirements that can occur
during the termof subscription contract. These are
designed to actually take you through the logic steps to
show you how to apply these policies to your |oads and

r esour ces.

The first flow chart starts with a determi nation
of the custoner's regional consunmer load. The top line
shows you the treatnent of resources that are in a
customer's current Firm Resource Exhibit, and the bottom

line shows you the application of the presunptions on
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export to existing thermal resources and hydroel ectric
r esour ces.

The second flow chart identifies changes in |oads
and resources during the termof a subscription contract
that could result in a change of requirenents purchases.
The annual review earlier | described is identified where
BPA wi Il exchanges in retail |oads and the export of
custoner resources that could result in a reduction of
requi renent service on an annual basis. In addition to
that the periodic |oss of resources or annexation of new
consuner service areas could also result in an increase of
requi renent service under your contracts and those are
also identified in the flow chart.

That's a brief sunmary description of these
policies. 1'd like to open it to clarifying questions.

STEVE OLI VER: Real quick coment, | was talking
wi th Aaron Jones right before we were starting this, and
one thing, even wal king through these | think as clearly
and as sinply as Larry just did on the policy, it seens
i mposi ng, because it is very conplex. And one of the
things that | would say is that if you cover all of the
different steps in here that are attributable to different
types of resources and you understand all of that, it is
very conplex, but in nost cases specific utilities wll

have specific factual situations with certain kinds of
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resources that will probably have al ready gone through
this, public agencies and entities, public bodies that we
sell to have gone through this type of thing in ternms of
Firm Resource Exhibit, over the past 20 years, and our
sal es are based on net requirenents which are very sinlar
to this type of a construct, | think

So the one thing I would say in terns of covering
all these, | think it's pretty daunting, but I think the
specific factual issues that will be pertaining to each
utility as you go through this working with your account
executive and you wal k through this policy, | think it
wi || become nmuch nore clear. So | just wanted to appeal
to you to just sort of bear with us as we go through al
these different possibilities, in terns of these steps and

what coul d happen to each resource. Hopefully nost

utilities will have several resources that fall into one
or two of these categories or steps that fall into the
flow chart.

W'd like to open it up for clarifying questions,
now.

STEVE WEI SS: Steven Weiss from Northwest Energy
Coalition. Sone of this depends on what -- surcharge
rates or tiered rates, if a utility |losses some of its
load to retail access, and that |oad is then picked up by

another utility it could increase -- nmeanwhile you have
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the special consent to allowthe first utility to sell its
resources, maybe out of the region, and then the direct
access custoners go off and are served by another utility
in the region, that would increase your obligation. And
the way you're dealing with that is you' re saying, yeah
but we'll nake them pay a surcharge rate. And when tiered
rates or surcharge rates have been tal ked about in this
regi on before, they've not net with a lot of confort
legally or whatever, a lot of public utilities and
preference utilities have challenged the legality of
havi ng surcharge type of rates. You don't have any doubts
that you can do that?

LARRY KITCHEN: Well, I think actually the way
subscription is designed is we've designed it to avoid the
tiered rates issue. In your original determ nation of the
anount of power that you can purchase you do an initial
determ nati on of how nmuch power you can buy, and we're
going to sell to serve all of the public agency | oads that
can purchase at that point, and then we're going to sel
addi ti onal power to investor-owned utilities and sone to
the DSIs. After we go through the subscription period
we' Il have basically fully allocated all the Federal power
and sold it, we believe, under subscription. And so the
adj ustment charges you're describing kick in after al

t hose contracts have been signed, and custoners cone to
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pl ace additional requirements on us. At this point we
don't have any additional power in our inventory, and
we're going to have to go out and purchase power to neet
those, what are often statutory rights to power, and it's
those additional costs that we face to neet those requests
at that tinme that we're going to charge to the custoner

pl acing the load on us that conmes to buy that service, in
a sense through the next general rate case. And when we
get to the next general rate case, then the agency wll
have to confront the tiered rates question as to whet her
we then neld that service into your general service or
tier the rates at that tine.

STEVE VWEISS: This kind of puts that question
t hrough one nore rate case?

LARRY KI TCHEN:  Yes.

STEVE WEISS: That's generally a good idea.

LON PETERS: M nane is Lon Peters, | represent
the Public Generating Pools. | have a series of
clarifying questions on the policy, itself. First of all,
page -- bottom of page 10, carrying over to the top of
page 11 there's a reference there to | oad forecast. And
wasn't sure whether it was -- this is the sentence that
covers -- crosses over between the two pages, tal ks about
a one year forecast. And it wasn't clear to ne whet her

that was a one year forecast that was then potentially
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changed or updated, resubnitted after one year or whether
it was a long-termforecast that was only valid for one
year, that is a nulti-year forecast that was valid for one
year, and then after one year that |ong-term forecast
woul d itsel f be updated or resubmtted.

LARRY KITCHEN: Well, the concept that you're
referring to, here, is that initially when we determ ne a
customer's net requirenents, if their purchasing is based
on actual |oads, then the anount of power sold to them
woul d actually be based on what their actual |oads are if
t hey bought that type of product. But there are a nunber
of products where custoners are going to buy either a
fixed amount of power or a SLICE of the system and will
have to use a | oad forecast to determ ne how much power
someone can buy under that type of product. What we're
proposi ng here is when you come to the next year we're

going to have to | ook and see whet her that |oad amount was

valid in terns of the anmount of service. 1s the forecast
still a reasonable forecast. W' re nost probably
interested in looking at retail load loss, if that utility

was now serving half the service area it had served, that
woul d be an exanple of a major change. |If that utility
all owed retail access, and half of their industrial |oads
had now gone to market. Those are probably the major

changes we'll be | ooking at when we say the forecast as
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opposed to, well, it grew 1.3 percent instead of 1.5
per cent .

LON PETERS: 1Is the starting place a five year
forecast if you want to buy a five year product or a three
year forecast if you want to buy a three year product?
I"mtrying to understand what the starting point is.

LARRY KITCHEN: | think what the product catal og
said is it's really a one year forecast, was what was in
the product catalog for a fixed bl ock purchase.

LON PETERS: That neans that your block woul d be
limted to -- limted by a calculation of net requirenments
inthe first year, even though that block would be --
you' d be signing up for that block to perhaps as |long as
five years?

LARRY KITCHEN: That's correct. | think if you
want a purchase to neet your load growth there's anot her
product to purchase to neet your |oad growt h.

LON PETERS: Over on page 24 there's a paragraph
at the top of the page there that tal ks about -- starts
off with resources that are either in or out of the FR 80
Fi rm Resource Exhibit, and then the second sentence tal ks
about resources that are in the resource firmexhibit.
And then the third sentence tal ks about a subset of
resources that are not in the Firm Resource Exhibit. And

by subset | nean it refers only to custoner resources that
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are not in the FRE, but are used to serve regional | oad.
And there's actually another category of resources that
are not in FirmResource Exhibits right now, which are
actually exported. And in the context of this section of
the policy those resources -- this part of the policy
applies on a going forward basis after we get to 2001

And the question | have is what happens to those resources
that are not in an FRE right now, and are being exported
now, and are not decrenenting net requirenents now?

LARRY KITCHEN: So you're saying they're a
category of resources that are being exported now and
they're continued exported post-2001 will not result in an
increase in Bonneville's --

LON PETERS: | need to back up. The origina
9(c) discussion under non-Federal participation has a
di scussion, here, about resources that are actually
outside 9(c). And I'mtrying to understand whether this
policy is intended to change the preexisting policy on
resources that are outside 9(c), not affected by 9(c), the
treatnent of those resources, the destination of those
resources doesn't affect the customer's rights under 5(b)
or whether the proposed policy is intending to anend it
previously.

LARRY KITCHEN: If you're referring to the

previ ous policy describes a set of market resources, are
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those the ones you refer to that are outside of 9(c)?

LON PETERS: Yes, they're given that title --

LARRY KITCHEN: In the policy? No, it's not
i ntended to change the definition of market resource. |If
you have a resource that neets that definition under the
'94 policy, then that that would -- and you can
denonstrate that, that would rebut the presunption.

LON PETERS: O if you've previously denonstrated
it through the use of this policy?

LARRY KI TCHEN: That woul d al so neet the
presunption, yes.

LON PETERS: I n which case the new | anguage here
under the proposed policy on page 24 doesn't apply to that
resource, is that right?

LARRY KITCHEN: For the termof its export. Once
that resource export ends then this policy would apply to
it. So if you ve exported the resource for 20 years, then
that export is valid for 20 years, but once that export
ends this policy would apply to it, once that contract
ended.

LON PETERS: Gkay. | understand. Thank you.

LARRY KITCHEN: Are there any other clarifying
guesti ons?

DENNI S PARRI SH:  Dennis Parrish with Seattle City

Light. I'mjust trying to follow up on Lon's question as
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to the starting point for the load calculation. 1Is the
rel evant load calculation for the first year the 2001-2002
contract period or just prior to or what?

LARRY KITCHEN: It would be a forecast for the
first year of service under the contract.

Are there any other clarifying questions? |If
not, | guess we're ready to nove to the coment period.
Actual ly the one person who's signed up to conment is
Ceof f Carr from Power Resource Managers. Let Geoff
provide his comments, and if anybody el se would like to
provi de conments on the policy, they can do so then

CGEOFF CARR  Ceoff Carr, Power Resource Managers.

First | want to say that not since the Regiona

Act has there been a docunment so subject to varying

interpretations and subject to -- I've read it five tines,
and | urge all of you to do so, as well. So therefore we
appreciate the extra time to comment, | think it's needed.

PRM wi Il be working with the Public Power Counci
as it develops its comments and we will be supporting
those coments, as well. | just have three basic points
I"d like to nake about this docunent.

This isn't -- our clients have not reviewed these
comments, yet, these are PRM staff, our resource manager's
staff coments at this point, but you will get our

comments reflecting our clients point of view W
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represent various PUD s, municipals and co-ops in the
Nor t hwest .

First of all, we still find that this policy is
uncl ear as to how a custonmer will tell Bonneville how nuch
load it's going to place on the agency for 2001 and
beyond. W propose that custonmers of Bonneville working
t hrough their account execs tell Bonneville in the next
few nmont hs about how nmuch | oad they're going to be placing
on the agency post-2001 and that after we find out what
the rates actually are, after Bonneville's rate case goes
to FERC for FERC approval, even though that is not a set
in stone commtnent, we all agreed in the subscription
strategy that there would be 120-day period after the
rates go to FERC, where a custoner could actually make its
commitment to Bonneville to purchase power for the period
post-2001. W would like to see that explicitly in this
policy. Again, it is still unclear about how a customner
goes through that basic process of naking a | oad
conmi t ment on the agency.

Second, kind of tying in with point one, this
docunent suggests that the |oad comm tnent be based on the
1998- 1999 Firm Resource Exhibit. W suggest that the
custoners submit a Firm Resource Exhibit that would be
based on the year 2000-2001. Renenber, we're tal king

about the years 2001 to 2006, in terns of placing |oad on
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t he agency, and we'll have a much better know edge of how
much load will be placed on the agency next year than we
do now, in particular because we don't know what the rates
are yet or the ternms and conditions of service. So, again
the FRE shoul d be based on a 2000-2001 FRE docunent.

Final ly, supporting the concept that Larry
suggest ed di scussi on was needed on, the policy states that
there will be an annual or nore frequent show ng of
reductions in consunmer load on utility to Bonneville.
Again, if your |loads go down at the utility, Bonneville is
going to want a showi ng of that reduction in consuner
load. We're concerned that Bonneville is going a bit
beyond the nmeter here, and that what Bonneville should be
concerned about is the purchases of the utility from
Bonnevill e, rather than the size of the consuner | oad.
Again, the issue is the purchases from Bonneville by the
utility. The utilities may have the flexibility to reduce
resource output in a retail access franework or reduce
contract purchases in order to nmake their |oad on
Bonnevil I e the sane.

Those are the three points that we'll nake at
this time, and again, we'll be sending comments in before
the 30th, thank you.

LARRY KITCHEN: Are there any other coments that

people would |ike to nmake?
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MARG E SCHAFF: Once again, |'m Margie Schaff and
I"mwith the Affiliated Tribes of Northwest Indians, as
well as with the Bl ackfeet Tribe, and | do have a brief
comment at this time that really will be brief. And it's
fairly narrow. It's with regard to the renewabl es energy
portion of this. | asked a clarifying question at the
Spokane public neeting regardi ng whether this would be
limted to the first 200 average negawatts. And the
response at that tinme was that if we got to 201 negawatts
that that nunmber could be reviewed. Because this is a 20
year contract period and a 20 year policy, we would hope
that within the 20-year period there would be nore than
200 average negawatts of renewabl e capacity avail able, and
we would like to see the removal of the 200 negawatt |imt
in this request. Thank you.

LARRY KITCHEN: Is there anybody el se who woul d
like to make a comment ?

STEVE OLIVER: If not, I'mgoing to express our
appreci ation again for you participating in this. 1 know
t hese policies are conplex, and somewhat tedi ous, but we
really appreciate your help in defining them and working
with us on that. And as | said, we're going to extend our
comment period through June 30th, and we'll be | ooking
forward to your witten coments and throughout this

period if you would |like to have nore detail ed di scussions
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with any of the key staff or nyself, we're also available
to do that, assum ng we can get our schedul es together

STEVE WEISS: In that you have a | onger comment
period, would it be possible to follow up on Howard
Schwartz's suggesti on on maybe, certainly on the service
standard issue, just having a neeting, a problemsolving
nmeeting that maybe sonme of the issues can be just worked
on anong sonme of the parties rather than just the formal
comments and response?

STEVE OLIVER  And | think we took that comment
and we tal ked about it at lunch a little bit, and think
about what we can do with response to that. W' ve been
nmeeting with the Montana interest and other interests that
have been comenting to us about Mntana. W haven't
pul | ed everybody together and tal ked in a roundtable kind
of forumon eligibility, but that's sonething we m ght
want to consider and put a notice out on or contact the
key parties to see if we can pull sonething |ike that
t oget her.

If that's all, we appreciate your attendance once
agai n, and your participation, thanks.

(Public nmeeting adjourned.)



