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EXECUTIVE OFFICE

August 31, 2000

In reply refer to: PS-6

To Customers and Interested Parties:

On August 1, 2000, the Bonneville Power Administration (BPA) announced a temporary
suspension in signing Subscription contracts. Unprecedented market volatility and rising
wholesale electricity prices coupled with a possible increase in BPA’ s firm load requirement of
as much as 1,400 average megawatts threatened to significantly reduce our ability to satisfy our
financial obligationsin the last 3 years of the 2002-2006 rate period. The suspension in signing
contracts was needed so that BPA, its customers and constituents could consider options that
would provide the flexibility BPA needs to fully satisfy its financia obligations for the 5-year
rate period.

First of al, I would like to thank our customers and constituents who have worked with us to
develop an approach for resolving thisissue. By August 24, BPA had conducted a public
meeting on thisissue and had received over 60 written comments. On August 3, prior to the
public meeting, BPA distributed a paper describing two basic options for addressing its potential
financial problems. The first option would have changed the Subscription contracts to allow
BPA to revise power rates sooner than five years, if necessary. The second option would make a
limited modification to BPA’s proposed rates currently before the Federal Energy Regulatory
Commission (FERC).

In reviewing the comments we have received, BPA has applied the following criteriain choosing
the approach:

It should be as simple as possible;

It should allow Subscription contract signing to proceed to completion as soon as possible;
It should not require review or revision of the overall Subscription Strategy;

Specifically, reallocation of Subscription power among customer groups, or a change in the
basic balance of interests in Subscription should not be required;

It should require limited revisions, if any, to the 2002 rate proposal currently before FERC,
and limited revisions, if any, to the Subscription contract; and

It must achieve the goal of leaving BPA’s probability of repaying the U.S. Treasury in full
and on time within an acceptable range over the 2002-2006 rate period.

After considering the comments we have received, as well as BPA’s own analysis of thisissue,
I’ ve decided to go with the second option. Accordingly, BPA will re-open the recently



concluded Northwest Power Act section 7(i) process. It will be limited to measures necessary to
ensure that the Treasury payment goal is achieved. BPA believes it can accomplish this goal by
revising the Cost Recovery Adjustment Clause (CRAC) to make it more robust and making
corresponding changes in the Slice contracts. We are not looking at an increase in our basic
power rates.

Over the next couple of weeks BPA will be holding discussions with rate case parties and others
to attempt to reach agreement on modifications to be made to the rate proposal that BPA will
announce in the middle of September. This rate proposal will be published in full detail in alate-
October Federal Register Notice.

In the mean time, BPA will resume signing Subscription contracts effective September 5 and
will extend the date for closing the Subscription window to October 31 to accommodate the
needs of customers who require the extratime to compl ete the process. However, the deadline
for new public agency annexed loads eligible for the lowest cost-based price for the 2002-2006
period will remain at September 30. Thiswill help reduce the financia risk of unexpected loads
being placed on BPA.

The contracts will specify that the customer will pay the rates that come out of the rate process.
The contracts will aso give customers the option of terminating their contract at the conclusion
of the rate proceeding.

We received comments on three issuesin particular, and | want to tell you where we are on those
issues.

Slice contracts. There was considerable comment about the Slice customers’ payment of
BPA’s “augmentation” costs. We agree that the Slice customers should be part of the
solution. We hope to work out specifically what will be done through further consultation
with customers and other interested parties before we announce a rate proposal.

|OU residential customers. There was concern about how 10U residential customers would
be affected by any solution. We do not intend to reduce the overall 1,900 average megawatt
settlement proposal for the residential exchange. Before we announce a rate proposal, we
hope to work out an agreement with customers and other parties as to how the CRAC will
affect the IOU residential customers.

Early subscription signers. Many customers who earlier signed Subscription contracts within
the last two months expressed their view that subjecting those contracts to any rate revision
would be a breach of faith, if not a breach of the contract. We take this comment seriously
and fully intend to honor those contracts. We will clarify how these contracts will be
affected by the rate revision at the time we announce a rate proposal .



Hereis asummary of the timeline for completing the mini 7(i) rate case process. Thisis our best
estimate based on what we know now and is subject to change.

DATE EVENTS'SCHEDULE

August 31 Announce decision to reopen 2002-2006 power rate case.

September 1-14 Discussions with rate case parties and other interested parties to
attempt to reach agreement on the specifics of the CRAC revision

September 5 Subscription contract signing reopened.

September 15 BPA/Parties announce stipulated agreement or BPA announces
own proposal.
Ex parte begins
Slice contract signing reopened.

October 12 Noticed meeting on draft mini 7(i) proposal.

October 27 BPA publishes supplemental proposal and publishes Federal
Register Notice.

October 31 Subscription window closes.

March Final Record Of Decision (ROD) if stipulated agreement.

April Final ROD if contested proposal.

Final rates proposal submitted to FERC about 1 month after
completion of final ROD.

Asyou can see, thereisalot of work to be done. Aswe proceed, | want to assure you that BPA
is dedicated to keeping the commitment it made to Congress and others to maintain a high
probability of paying Treasury and satisfying our fish and wildlife funding obligations. We are
also committed to preserving the alocation of Subscription power among customer groups as
well as the balance of interests reflected in BPA's Subscription Strategy. | am hopeful that, by
continuing to work with our customers and constituents, we will be able to craft arate case
revision that meets these goals.

Sincerely,

Judith A. Johansen

Administrator and Chief Executive Officer




