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I. INTRODUCTION - BPA’S LONG-TERM REGIONAL
DIALOGUE POLICY

The Bonneville Power Administration (BPA) is adopting a Long-Term Regional Dialogue
Policy on the agency’s regional power marketing role for Fiscal Years 2012 and beyond.
Since embarking upon development of the\is “Regional Dialogue” Policy over 5 years ago,
BPA and its regional customers and stakeholders have addressed matters of critical
importance that pertain to the long-term sale of Federal power marketed by BPA. The Policy
lays the directional foundation necessary to move forward to develop the power sale
contracts, products, services, and rates that will establish the business relationship between
BPA and its customers for the 20-year Regional Dialogue period.

The timing of this Policy is important; current power sales contracts expire in 2011 and
utilities need to decide what power service they will purchase from BPA now so that they
will have sufficient lead time to develop or otherwise secure additional resources needed for
2011 and beyond. When implemented, this Policy is intended to give BPA’s customers
greater clarity about their Federal power supply so they can effectively plan for the future
and make capital investments in long-term electricity infrastructure if they so choose. It is
also intended to give guidance on certain policy matters BPA expects will be addressed in the
next phase of the Regional Dialogue.

While this Policy sets the parameters for moving forward into the next phase of the Regional
Dialogue process, there are significant steps that must still be taken for BPA’s decision
making process, which will culminate in the offering of new contracts and the establishment
of new rates, to be concluded. For example, new contracts and products will be negotiated
and drafted, released for public comment, and ultimately executed. A net requirements
determination process will be conducted and BPA will review and reconsider some aspects
of its Section 5(b)9(c) Policy. A section 7(i) rate process must be conducted to establish the
long-term rate methodology, followed by a separate 7(i) process to set the rates that will be
effective for the commencement of power sales under the Regional Dialogue contracts in
FY 2012. The Policy makes clear that while it informs contract negotiations, it is not a
contract and does not create contractual rights and obligations. The same is true of this
Record of Decision.

Consequently, the majority of decisions described in the Policy and Record of Decision
(ROD) pertaining to these subjects are not final actions for purposes of legal challenge under
Section 9 of the Northwest Power Act, 16 U.S.C. §8391(e)(5). The U.S. Court of Appeals for
the Ninth Circuit has explained that, “the fact that a statement may be definitive on some
issue is insufficient to create a final action subject to judicial review.” Industrial Customers
of Northwest Utilities v. Bonneville Power Administration, 408 F.3d 638, 646 (9th Cir.
2005). These decisions, while perhaps definitive on some issues, form important milestones
in an on-going decision making process and provide the basis for future discussions and
negotiations between BPA, its customers, and interested stakeholder that will lead to final
contracts, products, and rates consistent with this Regional Dialogue Policy. But given that
the decision making processes have not concluded with the issuance of this Policy or ROD,




the majority of these decisions are not final actions. To the extent BPA believes that any
decisions in this Policy are final actions for purposes of judicial review, BPA will expressly
say so in the appropriate section of the Policy or ROD. These limited final decisions either
constrain, affirm, or clarify existing policy or practices.

This ROD is organized by section in the same order as the Regional Dialogue Policy. This
ROD addresses the issues raised by commenters who responded during the public comment
period to BPA’s Regional Dialogue Policy Proposal dated July 13, 2006. The list of
commenters, including abbreviations, is shown in Appendix A.

PUBLIC PROCESS

Since the mid-1990s, BPA, its customers, and stakeholders have discussed BPA’s future
power supply role in the Pacific Northwest. These discussions reach back to the 1996
Comprehensive Review of the Northwest Energy System, the 1997 Cost Review, the 2002
Joint Customer Proposal and 2005 recommendations by the Northwest Power and
Conservation Council regarding BPA’s future power supply role.

During the same period, the Pacific Northwest utility industry experienced significant events,
including deregulation of wholesale transmission service, development of a competitive
wholesale power market and the 2000-2001 West Coast energy crisis. Throughout these
events, BPA and regional interests have struggled to define the optimal future role for BPA
in terms of its power supply obligations, resources, and rates in a way that provides greatest
value to BPA’s firm power customers and non-power stakeholders.

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

In August 2004, the Public Power Council (PPC), which represents most of BPA’s public
utility customers, proposed an approach that had BPA allocating power from the Federal
power system and raised many issues with regard to BPA’s future power supply role. The
PPC drafted a subsequent paper in February 2005 that clarified its proposal. Both of these
documents were approved by the PPC Executive Committee and forwarded to BPA.

Discussions on BPA’s future role in power supply reached a significant milestone in
February 2005, when BPA published its Policy and Administrator’s ROD for Power Supply
Role for Fiscal Year 2007-2011. BPA reviewed the final policy for environmental
consideration under the National Environmental Policy Act (NEPA) in a NEPA ROD
prepared separately from the Administrator’s ROD and issued on the same date. In the

FY 2007-2011 Policy BPA announced its intent to pursue its policy direction to limit its sales
of firm power to its Pacific Northwest firm requirements loads at its lowest-cost rates to an
amount approximately equal to the firm capability of the existing Federal system and to



charge a higher tiered rate for increments of power service above that. Implementing that
policy for Fiscal Years 2012 and beyond would require new long-term contracts and rates for
power service after the current contracts expire in 2011.

In May 2005, the Northwest Power and Conservation Council (Council) released its Fifth
Power Plan, which included a chapter on the “Future Role of BPA in Power Supply.” The
Council noted that now is the time to resolve many issues related to long-term power supply
and recommended a fundamental change in how BPA carries out this role. The Council
urged BPA to establish a schedule for making the necessary policy decisions that would
permit the offering of new 20-year contracts by October 2007.

For the 6 months leading up to May 2005, BPA met frequently with groups of customers,
stakeholders, tribes, and other interested parties to discuss and develop a long-term regional
dialogue policy proposal that would reflect the region’s interests. On May 11, 2005, BPA
released a letter updating the region on the Long-Term Regional Dialogue Process and
issues. The letter served to open the comment period for those parties wishing to send
specific proposals as to what BPA’s Long-Term Regional Dialogue Policy Proposal should
contain. The June 13, 2005, deadline for interested parties to submit proposals for BPA’s
long-term Regional Dialogue Policy Proposal yielded 18 comments.

The May 11, 2005, letter also announced an all-day workshop on Wednesday, June 8, 2005,
to give an opportunity for all interested parties to share their points of view on what should
be included in BPA’s Policy Proposal. The letter outlined the issues that BPA planned to
include in its Policy Proposal as: service to public utilities, benefits to residential and small-
farm consumers of investor-owned utilities, service to the DSIs, resource adequacy standards,
cost controls and dispute resolution, conservation and renewables, and transfer service.

On June 1, 2005, BPA released a Draft Slice Report for public review. The report contained
BPA’s draft evaluation of the performance of the Slice product compared to the original
principles of Slice and draft conclusions about the future of Slice. BPA welcomed comments
on the Draft Slice Report until June 20, 2005. The June 20, 2005, deadline for submitting
feedback on BPA’s Draft Slice Report yielded 7 comments.

In response to comments received at the June 8, 2005, Regional Dialogue Public Workshop,
BPA updated its schedule for the release of the Long-Term Regional Dialogue Policy
Proposal. At the request of its customers and regional stakeholders, BPA agreed to prepare a
“Concept Paper” that outlined BPA’s “thinking” on what a Long-Term Regional Dialogue
policy would look like. BPA set a target Policy Proposal release date for December 2005.

BPA kicked off a Slice Product Review Process in September 2005 as an effort to identify
issues that would need to be addressed in relation to the Slice product portion of the Long-
Term Regional Dialogue Policy Proposal. Technical working groups were formed to analyze
and develop proposals concerning key questions surrounding the future of the Slice product.
A kickoff meeting was held on September 15 and the first meeting of technical staff and
principals was held September 22, 2005.



In September 2005, BPA released its Concept Paper which served as a springboard for
intense collaborative discussions between BPA and its customers and other regional interests
on the policy issues that must be resolved before new contracts and rates can be put in place.

Release of the Concept Paper marked the beginning of a 3-month series of public workshops
on BPA’s future role in power supply. The process, and Principals Management Group that
formed, used the Concept Paper as a starting point for 3 months of intense regional
discussions that followed. The first Principals Management Group Meeting was held on
September 19, 2005. A separate Regional Dialogue Technical Group formed and held its
first meeting on September 23, 2006.

The Regional Dialogue Principals Management and Technical Groups, along with the Slice
Subgroups met from September though December 2005. Closeout meetings of the Regional
Dialogue Technical Group and Principals Management Group were held in February 2006.

A separate technical group, focusing exclusively on Transfer Service was formed and met
from October through December 2005 and January and February 2006 to discuss outstanding
issues related to the Agreement Regarding Transfer Service that was signed in April 2005.

In March 2006, the PPC submitted “PPC Additional Allocation Recommendations,” which
they had adopted March 7, 2006. Questions and concerns were raised by both BPA and its
customers. Inresponse, on April 10, 2006, the PPC Executive Committee met and developed
a proposal that simplified and clarified the steps necessary to determine High Water Marks
(HWM) and address resource-removal to bring more transparency to that process, and to
maintain or improve upon the balance of equity, fairness, practicality, and durability of their
proposal.

On March 30, 2006, BPA issued a letter to interested parties, asking the region to submit
economic papers and studies that would help BPA better understand the positive and
negative impacts to the Pacific Northwest economy that could potentially result from the
agency providing benefits to BPA’s direct service industrial customers (DSIs) during the
post-2011 period. A deadline was set for May 31, 2006. Four studies were submitted by the
May 31, 2006, deadline.

RELEASE OF THE LONG-TERM REGIONAL DIALOGUE POLICY PROPOSAL

On July 13, 2006, BPA released the Long-Term Regional Dialogue Policy Proposal. The
release formally initiated a public comment period during which BPA would continue to
work with regional parties to reach consensus on the major policy issues addressed in the
Policy Proposal. The Policy Proposal was published in the Federal Register on August 10,
2006. The close of comment was set for September 29, 2006.

Between August 1 and August 23, 2006, BPA held a series of five public meeting in Seattle,
Washington; Portland, Oregon; Pasco, Washington; Missoula, Montana; and, Idaho Falls,
Idaho. In those meetings the Agency presented its Long-Term Regional Dialogue Policy
Proposal and took public comment. Aside from clarification on the proposal, topics



addressed by commenters included most topics addressed in the Policy Proposal, such as the
tiered rates methodology, establishment of High Water Marks, product development, transfer
service, new public utilities, conservation and renewables, IOU residential exchange benefits,
DSI benefits, cost control and contract term. A separate public meeting on benefits to DSIs
was held on September 8, 2006.

In mid-September 2006, BPA’s Vice President of Requirements Marketing released a letter
announcing extension of the Regional Dialogue comment period to October 31, 2006. BPA
urged that all parties use this time to continue to work toward regional consensus on
remaining outstanding issues in the Long-Term Regional Dialogue. At the close of
comment, BPA received 148 comments. BPA also received 1239 identical written comments
and 98 telephone comments respectively through letter writing and telephone campaigns.
The content of all the written comment was focused on a single issue and substantially was
the same. BPA has consolidated those written comments and the telephone comments
received for the same reason. For purposes of addressing this volume of comments, BPA
will treat those written comments and the telephone comments as consolidated into two
comments.

On October 24, 2006, BPA began a series of Implementation Workshops. One purpose of
the workshops is to work collaboratively with customers and interested stakeholders on
issues regarding the development of a Tiered Rate Methodology that will complement the
Long-Term Regional Dialogue power sales contracts. These meetings are also covering
topics such as BPA power products offered under Regional Dialogue contracts, net
requirements, High Water Marks, and potential revisions to BPA’s section 5(b)9(c) Policy.
Other topics may be covered as the need arises.

On December 4, 2006, BPA hosted a public meeting in collaboration with Department of
Energy representatives. BPA invited panelists to comment on the proposed policy. BPA
also accepted written comments by the panelists and interested parties attending this public
meeting.

In February 2007, BPA’s Transmission Services kicked off a series of Regional Dialogue
meetings in response to customer comments regarding the business practices of Transmission
Services operations. These issues include: the requirement to have a signed or contingent
power agreement prior to requesting to add a resource to the Network Transmission (NT)
Service contract, understanding when an application for service is needed and when it is not,
and Transmission Services' intention to phase out customer-served load post-2011. BPA
formed a transmission issues team to clarify current practices and to determine if there is a
better or alternative approach to current practices. The recommendations will be taken
through the Business Practice revision process and/or the OATT revision process.
Transmission Services will complete the process in a timely fashion to assist Power Services
and its customers as they develop power products for inclusion in the Long-Term Regional
Dialogue power sales contracts.

Following adoption of this Policy and ROD by the Administrator, BPA must still take
significant steps to facilitate the implementation of this Policy. New contracts must be
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developed, negotiated and drafted, released for public comment, and finalized. Additional
policy review will be conducted in a net requirements determination process and BPA will
review certain issues identified in this Policy regarding its Section 5(b)9(c) Policy. A section
7(1) rate process must be conducted to establish the long-term Tiered Rate Methodology,
followed by a separate 7(i) process to set the rates that will be effective for the
commencement of power sales under the Regional Dialogue contract in FY 2012.

In the Policy Proposal, BPA stated that a sustainable cost allocation of the benefits of the
FCRPS requires the region to agree on an appropriate level of Residential Exchange Program
(REP) settlement benefits to residential and small farm consumers of investor-owned utilities
and public agencies, and put forth a specific settlement proposal. BPA went on to say that if
no settlement of residential exchange rights for either IOUs or public utilities occurred, BPA
would reinstate the exchange programs for both starting in FY 2012. At BPA’s urging, IOUs
and public utilities engaged in discussions in an attempt to agree on a long-term settlement of
the residential exchange, based on BPA’s Policy Proposal.

Providing benefits to the residential and small farm consumers of the investor-owned utilities
(IOUs) and public agencies has long been the subject of ongoing discussions and
negotiations. In light of recent decisions by the U. S. Court of Appeals for the Ninth Circuit,
this section of this document has been omitted. BPA will not offer Regional Dialogue
contracts to public utility customers before it can also offer the IOUs contracts that
reasonably resolve the issue of residential exchange benefits. This is a continuation of what
was outlined in the Regional Dialogue Proposal, which also linked together the resolution of
these issues.

The Policy Proposal also invited comment on alternatives for DSI service. BPA has not yet
finalized its decision on providing service to DSIs and the DSI section has been omitted at
this time. Discussions with the DSIs were delayed to provide the agency a better change of
understanding the implications of the Ninth Circuit Court ruling.

SUMMARY OF KEY ISSUES AND CONCERNS

BPA is adopting a Long-Term Regional Dialogue Policy after review and consideration of
the public comment it received on its July 13, 2006, Policy Proposal. BPA considered
information received from customers, tribes, constituents, industries, and the general public
during the public comment period that closed October 31, 2006, and from a December 4,
2006, public meeting in Seattle, Washington, with BPA and Department of Energy
representatives.

Altogether, BPA received over 148 written comments and those separate comments have
been organized by subject, to reflect the organization of the Policy itself.

SCOPE

As described above, BPA’s public involvement on the Regional Dialogue was extensive.
Along with weekly workshops on the Concept Paper, BPA held five formal public meetings
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in August 2006, to discuss the Long-Term Regional Dialogue Policy Proposal. The public
meetings were held in Seattle, Washington; Portland, Oregon; Idaho Falls, Idaho; Pasco,
Washington; and in Missoula, Montana. An additional opportunity for public comment arose
in December 2006, when BPA hosted a public meeting that included representatives from the
Department of Energy. The ROD addresses issue-by-issue the comments received from the
six public meetings, as well as comments BPA received by telephone, mail, e-mail, and fax.
A complete list of commenters is shown in Appendices A(i), A(ii), and A(iii).

A small percentage of the individual comments were on matters outside the scope of this
process. The majority of comments outside the scope of this process addressed BPA’s fish
and wildlife program. Many who provided these comments urged BPA to do more to further
the recovery of listed fish under the Endangered Species Act, while others questioned
whether the money being spent on the effort was a good use of ratepayer funds. Some
comments expressed concerns that BPA was pitting salmon recovery against renewable
energy, and proposed the removal of the four Lower Snake Dams as a solution.

Other comments addressed issues such as the importance of regional transmission adequacy.
A limited number addressed BPA’s internal operations. Another group of comments
centered on BPA’s unique government-to-government responsibilities relating to the region’s
Indian tribes. Again, all of these comments are outside the scope of the issues BPA
identified for this public process.

All comments received that were within the scope of the present process have been reviewed
and considered. Due to the unique nature of the Regional Dialogue, some comments will be
forwarded and considered within the Regional Dialogue Implementation process that will
follow publication of this Record of Decision. These include comments on BPA’s products
catalog, the long-term tiered rates methodology and potential changes to BPA’s Section

5(b)9(c) Policy.

BPA has prepared a NEPA ROD for the Long-Term Regional Dialogue Policy that is
separate from this Administrator’s ROD. Comments received regarding the potential
environmental impacts of the Long-Term Regional Dialogue Policy and BPA’s compliance
with NEPA are addressed in the NEPA ROD for the Policy.

BPA’S REGIONAL DIALOGUE POLICY

This Policy is based on BPA’s strategic direction that calls on BPA to be an engine of the
Northwest’s economic prosperity and environmental sustainability. BPA’s actions advance a
Northwest power system that is a national leader in providing:

1. High reliability;

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

4. Accountability to the Region.
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This Policy will form the basis for a new set of long-term BPA power sales contracts and
rates which in turn will advance very significant national and regional policy goals. These
goals include ensuring adequate electric infrastructure for the Pacific Northwest, reducing
BPA’s need to acquire new generation, enhancing the private non-Federal role in generation
development, reducing BPA’s future costs and stabilizing BPA’s financial performance,
enhancing BPA’s assurance of making its payments to Treasury, sending appropriate price
signals for the cost of serving load growth, advancing renewable resource development and
energy conservation, and securing BPA’s financial ability to meet its fish and wildlife
obligations.

BPA will accomplish these goals by implementing this Policy which will limit its sales of
firm power to its Pacific Northwest preference customer’s firm requirements loads at its
lowest cost-based rates to approximately the firm capability of the existing Federal system
and to charge a higher tiered rate for increments of power service above that amount. BPA,
through limited augmentation and tiered rates, will provide incentives for its customers to
achieve cost-effective conservation and renewables, while maintaining its commitment to
meet its share of the Council's conservation and renewables targets. Ultimately the issue of
BPA’s rate design for all components of a rate and the rate’s conformance to statutory
requirements will be in a general rate case conducted under section 7(i) of the Northwest
Power Act.

Some commenters expressed concern that some issues will need to be addressed in other
processes that will be guided by this Policy. As noted, following the release of this Policy
and ROD significant steps must still be taken to facilitate its implementation. New contracts
must be negotiated and drafted, released for public comment, and finalized, and the products
and services that will be provided under the contracts must be specified. A net requirements
determination process will be conducted and BPA will review its Section 5(b)9(c) Policy to
address certain issues identified herein. A section 7(i) rate process must be conducted to
establish the long-term rate methodology, followed by a separate 7(i) process to set the rates
that will be effective for the commencement of power sales under the Regional Dialogue
contract in FY 2012.

RELATIONSHIP TO THE PRESIDENT’S BUDGET PROPOSAL

As part of the Regional Dialogue Policy Proposal, BPA sought and received numerous
comments on the President’s FY 2007 Budget which proposes to use any surplus power sales
(net secondary) revenues BPA earns in any given year above its historic high level of $500
million to make early payments on its Federal bond debt to the U.S. Treasury in order to
provide BPA with needed financial flexibility to invest back into energy infrastructure,
conservation, and fish and wildlife protection programs. In the Policy Proposal, BPA stated
that long-term power and transmission customers would benefit from this action through
lower long-term power rates than would otherwise be the case, and through improved and
upgraded capital facilities.

Concerns expressed by the Pacific Northwest Congressional Delegation and BPA’s
customers were reflected in the President’s Budget for Fiscal Year 2008. While the 2008
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budget proposal continued to seek means to extend BPA’s limited access to capital for
infrastructure investment, the budget explicitly encouraged a dialogue in the Pacific
Northwest to address how the proposal will improve BPA’s ability to meet its long-term
capital investment needs with minimal rate impact.

BPA has been planning to complete an update to its long-term financial plan in FY 2008.
BPA concludes that rather than engage in a decision process focused narrowly on the budget
proposal, it would be preferable to look broadly at long-term financial policy issues in its
financial plan update, including the need for and sources of capital, BPA’s overall debt
structure, the appropriate Treasury Payment Probability standard for rate-setting, and the best
uses of high net secondary revenues when they occur. BPA intends to complete this financial
plan update before the end of FY 2008, and will provide for public involvement in it
consistent with the approach detailed in the long-term cost control section of the Policy. This
timing will allow the policy to be updated before the deadline for signing new long-term
contracts.
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II. BPA LOADS AND RESOURCES POST-FY 2011

BPA’s Regional Dialogue Policy is premised on attempting to create a level playing field for
customer choice to have their load growth served by BPA, by non-Federal resources or a
combination of the two. The amount of the Federal resources and power, as well as the
amount of non-Federal power available to serve those loads, are the linchpins in defining
BPA future service. BPA prepares several loads and resource studies projecting future
amounts of Federal resource and power over time, which inform different BPA processes and
the decisions made by BPA.

Issue 1:
Why is there a difference in the amount of firm Federal resources projected in the
Policy Proposal compared to BPA’s Loads and Resources Study (“White Book”)?

Policy Proposal
BPA estimated the firm output of the FCRPS for FY 2012, net of all pre-existing firm system
obligations, at approximately 7,100 aMW.

Public Comments

Canby Utility Board commented that “the numbers in the Regional Dialogue proposal show
the output of the Federal system is significantly smaller than the numbers in the Pacific
Northwest Loads and Resources study (“White Book™)”, specifically mentioning the total
Federal resources for 2006 of 9,575 aMW. (Canby, REG-064)

Evaluation and Decision

Canby asks for an explanation about why there is a difference between the Policy Proposal
projection of firm output of the FCRPS in FY 2012 (at about 7,100 aMW) and the 2005
White Book forecast for out years. BPA’s studies are used for different purposes and do not
always use the same set of assumptions. Some are performed for a specific task. There are
several factors which explain the difference between the Policy Proposal’s projections and
the White Book. First, BPA’s projections done at a particular time are subject to change.
The projections of many of the components in these two studies have changed between the
November 2005 update of the 2004 White Book and the projection displayed in Table 1 of
BPA’s Policy Proposal. In addition, the White Book figure is an Operating Year estimate
(August 2005 — July 2006) while the Policy Proposal’s figure is expressed in Fiscal Year
(October 2011 — September 2012). There is the time difference of 6 years between the White
Book and the Policy Proposal which separates the two figures. However, the primary source
for the difference is that the Policy Proposal reflects a resource estimate after subtracting
projected “other firm obligations” while the White Book value cited is the estimate of the
total Federal resource stack. The total of Federal resources in the Policy Proposal
comparable to that stated in the White Book is 8,276 aMW. The differences include lower
amounts for the Policy Proposal from the White Book in three major areas: Independent
Hydro of about 40 aMW, Imports of about 75 aMW, and Intra-Regional Transfers (In) of
over 1,200 aMW. From this 8,276 aMW figure are subtracted 233 aMW for Federal
Transmission losses, 586 aMW for Exports and 184 aMW for Intra-Regional Transfers (Out)
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to derive the value in Table 1 referred to as Resources (Net of Other Firm Obligations)
totaling 7,111 aMW for FY 2012.

BPA believes it will be necessary to use a rigorous method to determine the approximate
amount of existing FBS that will comprise the Tier 1 rate resource pool. The annual White
Book Study is not a dispositive methodology for purposes of understanding the amount of
FBS power and augmentation available for Tier 1 rate treatment. Accordingly, BPA will as
part of the Tiered Rates Methodology development process endeavor to define a
methodology that determines the amount of power that is expected to be available from the
FBS to support the Tier 1 rate.
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III. SERVICE TO PUBLIC UTILITIES
A. ACCESS TO POWER AT LOWEST COST-BASED RATE

A key component to BPA’s Regional Dialogue Policy is the Federal power service that BPA
will provide for the period after its current requirement power sales contracts expire. This
power service under new contracts will commence in FY 2012. Together with issues
regarding BPA’s proposed tiering of its Priority Firm power rates and its methodology for
implementing the rates, the types of power service and possible changes to BPA polices
affecting BPA’s provision of power to its Pacific Northwest utility customers engendered
numerous issues and questions. This section analyzes and responds to comments related to
these Service to Publics issues.

Issue 1:
Will BPA establish a rate construct that limits the amount of power available at its
lowest-cost-based PF rates?

Policy Proposal

BPA proposed a framework that would allow BPA and its customers to implement the
region’s desire to limit the dilution of the value of the Federal Base System (FBS) by limiting
access to power from the existing Federal system at the lowest-cost-based rate. This was
proposed to be accomplished via a High Water Mark (HWM) that would set the maximum
power amount available to a customer at a Tier 1 rate, reflecting the lowest-cost-based power
of the existing Federal system. Amounts a customer chooses to purchase from BPA to meet
its net requirements beyond its HWM would be priced at a Tier 2 rate

Public Comments

BPA received a number of comments about the general direction framework that BPA
proposed. The majority of those commenting offered their support for BPA’s Policy
Proposal to tier rates and to limit the amount of power available at lowest-cost-based PF
rates. Some commenters offered general support. (United, REG-056; Grant, REG-059;
IDEA & ICUA, REG-096; Mason 1, REG-145; Benton PUD, REG-114; Idaho Falls, REG-
098; WMG&T, REG-106); Cow Creek, REG-093; PNGC, REG-133; ATNI, REG-111; SCL,
REG-128; Snohomish, REG-131) Some went a bit further and expressed strong support.
(WPUDA, REG-080; Cowlitz, REG-118; Whatcom, REG-121; SUB, REG-126) The
Northwest and Intermountain Power Producers Coalition (NIPPC) commended BPA on
“proposing a new paradigm in the way we sell and price power (NIPPC, REG 130) and
Canby noted their support for the goals of the Policy Proposal (Canby, REG-064).

NRU expressed support but looked forward to further definition of BPA’s responsibility and
rate treatment for meeting both its current load and the load growth that will be placed on the
Agency. (NRU, REG-103) WPAG commented that its continued support would depend on
BPA “continuing to respond with positive solutions to the issues and concerns raised by
preference customers” and called on BPA to be willing to accept change. (WPAG,
REG-109) Sumas qualified its support with a note of some trepidation. (Sumas, REG-068)
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Not all comments were supportive of the tiered rates construct. Clark PUD’s comments
reflected acquiescence to the construct and noted that it would continue to work
constructively to implement “BPA’s desire” to implement the tiered rate structure. (Clark,
REG-108) Reservations about the overall construct were expressed by Benton REA and
Lower Valley which called for BPA to aggregate loads and provide melded rates instead.
(Benton REA, REG-094; LVE, REG-141) Other parties not supporting the construct were
Kittitas which simply stated that they did not support tiered rates and the Northwest Energy
Coalition which noted several “fundamental” problems that caused it to withhold support,
further suggesting that it believed that the letter and intent of the Northwest Power Act is in
jeopardy. (Kittitas, REG-87; NWEC & SOS, REG-110)

Evaluation and Decision

The majority of the comments received were supportive of the overall framework BPA is
proposing. BPA and many customers believe that a buy and meld approach to rate setting
has not encouraged but inhibited infrastructure development in the region by greatly
diminishing customers’ incentives to invest. It has contributed to BPA financial crises and
rate increases by increasing BPA’s needs to buy higher-cost power. In addition, BPA
believes this new Policy provides the necessary safeguards to make sure that the resource
priorities expressed in the Northwest Power Act will continue to be applied when BPA does
make long-term purchase or acquires long-term resources, which means the fundamental
concerns of the Northwest Energy Coalition (NEC) are addressed. BPA notes that the
Washington Public Utility District Association (WPUDA) specifically commented that the
proposed tiered rates structure will provide the necessary incentives to customers to invest in
conservation and renewable resources.

Generally, the comments support BPA’s policy and identify no fatal flaws. BPA has decided
to proceed with the development of a tiered rates construct that limits the amount of power
available at its lowest-cost-based PF rates. BPA will accomplish this by setting a HWM for
each utility that defines and limits the amount of power available to buy at the lowest-cost
Tier 1 rates. Amounts of power a utility chooses to buy from BPA beyond its HWM will be
priced at a Tier 2 rate designed to recover the marginal cost of serving the additional load.
BPA wants to emphasize that this rate construct and methodology will not limit the amount
of power service a customer can purchase for its load from BPA, but it does affect the price
of that service. BPA appreciates the general support and looks forward to working through
the next phases to develop the overall construct and work out the details that several of the
comments noted are not yet complete. This Policy implements the regional interest in
limiting the dilution of the value of the Federal Base System (FBS) and removes a financial
disincentive for developers and BPA customers to develop regional infrastructure.
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Issue 2:
Will BPA provide additional clarity on the nomenclature around HWMs?

Policy Proposal

BPA introduced the concept of the HWM as both a permanent number established in the
contract and as an amount that would be changed based on calculations in each rate case.
BPA stated that the amount would be stated in average megawatts.

Public Comment

Several commenters suggested that additional clarity was needed to further refine the concept
of the HWM. PNGC noted that BPA could add significant clarity to its Policy Proposal if
more care was taken on the nomenclature around HWMs, noting that BPA uses the term to
describe a couple of different ideas. (PNGC, REG-133) Underscoring the need for clarity,
comments were made on the need to set up an appropriate process to make changes to the
HWM. (WPAG, REG-109; NRU REG-103; Tacoma REG-135) Cowlitz commented that
once the HWM number is established it should not change. (Cowlitz REG-118)

Both WPAG and Tacoma asked that it be clear that HWMs are a percentage of the available
resources for the Tier 1 rate and not an average megawatt amount. WPAG suggest that to
simplify this process, the HWM of each preference customer should be stated in its contract,
and should be set out as a percentage of the output of FBS. If it is done in this manner,
changes in the amount of power at the Tier 1 rate available to a preference customer under its
HWM due to changes in the size of the FBS will be a simple mathematical computation.
(WPAG, REG-109)

Evaluation and Decision

BPA agrees that additional clarity needs to be provided about specific uses of the term
HWM. The major function of the HWM is that it is a rate construct that serves to mark or
delineate the point at which a customer’s purchases of Federal power are subject to a Tier 1
rate. Purchases of Federal power up to the customer’s HWM will be under the Tier 1 rate,
whereas any Federal power sold above the HWM will be under the Tier 2 rate. The HWM
amount is determined for each public utility through a six-step process discussed later in this
ROD and will be established as a number in the customer’s contract. Consequently, BPA has
decided to call this initial HWM, the Contract HWM. This Contract HWM addresses the
request for permanence expressed by Cowlitz directly and indirectly by both WPAG and
Tacoma in asking that BPA set HWMs as a percentage of the FBS that will not change.

Another aspect of the HWM concept is that it needs to be adjustable proportionally each rate
period based on updated calculations of the amount of augmentation and FBS power
available. The HWM amount that will be calculated each rate case is now referred to as a
Rate Period HWM. The Rate Period HWM will determine the maximum amount of power at
the Tier 1 rate that will be available to the utility during the rate period. BPA will establish
the approach and process that will be used to determine the Rate Period HWM in the
Methodology (TRM) which will be developed in a formal, public process.
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BPA believes the interplay of the Contract HWM and the Rate Period HWM will create, as a
general matter, the percentage approach that both Tacoma and WPAG suggested because the
amount of power available at the Tier 1 rate to the individual utility goes up and down
proportionally to changes in the amounts of firm power available from the resources that are
included in the calculation of Tier 1 rates. It is worth noting, however, that a true fixed
percentage is not practicable since the percentage of the available power at the Tier 1 rate for

each utility will vary for circumstances such as additions of new publics discussed later in
this ROD, additional Contract HWMs are likely to be created.

Issue 3:
Will BPA base each utility’s HWM on historic, current or future loads?

Policy Proposal
BPA proposed that each utility’s Contract HWM would be based on the actual loads it
experiences in FY 2010 with only limited adjustments.

Public Comment

Most of the comments were supportive of BPA’s proposal to determine Contract HWMs
based on actual, measured FY 2010 loads. (WPUDA, REG-080; Franklin, REG-100;
Cowlitz, REG-118; Tacoma, REG-135; PPC, REG-132; NWasco, REG-055; Sumas,
REG-068; Kittitas, REG-087; Richland, REG-091; IDEA & ICUA, REG-096; WMG&T,
REG-106; NRU, REG-103; SUB, REG-126)

Two comments disagreed with the use of FY 2010 load data since it would mean that
customers will not know their Contract HWM for quite some time. They urged BPA to
move more quickly to establish the Contract HWMs using current or known loads. Canby
suggested basing the number on FY 2003-2007 and having the calculation done by FY 2008.
(Canby, REG-064) NIPPC suggested a quicker approach using the last 5 years of load data
and underscored their concern that BPA’s proposed approach would defer utility decisions on
future market purchases until 201 1when utilities would receive their Contract HWM.
(NIPPC, REG-130) While not expressly disagreeing with the use of FY 2010 loads,
Northwest Energy Coalition expressed concern that waiting to set HWMs would produce an

unintended consequence of giving an incentive to utilities to increase their loads between
now and 2011. (NWEC & SOS; REG-110)

Evaluation and Decision

BPA shares the concerns raised by both Canby and NIPPC on the length of time until
customers know their Contract HWM and how that may affect their future resource
decisions. In response to this concern BPA will remain open to ideas for transition
mechanisms that might mitigate the timing issue for the early years of the Regional Dialogue
contract. BPA believes that the Northwest Energy Coalition comment is being addressed
through the conservation adjustments being provided for in the formula for setting HWMs.

BPA acknowledges the support expressed in the comments that FY 2010 metered load data

should be used as the basis for the Contract HWMs. BPA believes FY 2010 is reasonable
because the use of this information will provide the region the most up-to-date information
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available on customer loads as the basis for the Contract HWM. It should also be noted that
the FY 2010 load amounts are only one of the variables for the Contract HWM calculation
and that customer loads will be reduced by each customer’s non-Federal resource amounts,
under the six-step HWM process, which is addressed elsewhere in this ROD. In addition,
BPA will weather normalize the loads and adjust the amounts for one-time force majeure
events but specific details for these adjustments will be worked out through the TRM.

Issue 4:
How will BPA treat “Contracted For/Committed To” (CF/CT) Loads for purposes of
the HWM Construct?

Policy Proposal
The Policy Proposal did not propose any special treatment for CF/CT loads.

Public Comment

Industrial Customers of Northwest Utilities (ICNU) and Weyerhaeuser recommended that
BPA provide a special HWM treatment that allows an addition to HWM amounts for CF/CT
loads not taking power in FY 2010. (ICNU, REG-125; Weyerhaeuser, REG-072) ICNU
noted that this could be accomplished by either adjusting other customers’ HWMs and/or
augmenting the Federal system with additional power purchases. Cowlitz noted that they
were also concerned about the CF/CT issue but that they were more concerned about how
BPA ultimately decides to treat a customer’s non-Federal resource amount in determining the
HWMs. (Cowlitz; REG-118)

Weyerhaeuser expressed its belief that not providing this adjustment would not be consistent
with their entitlement to receive PF power for their CF/CT load amounts and ICNU stated
that such actions were necessary so that the CF/CT loads would not lose their statutory right
to place load on their public utilities and obtain power at the Tier 1 rate.

Evaluation and Decision

Under section 3(13) of the Northwest Power Act, the Administrator may determine that
certain large loads are “contracted for or committed to” or “CF/CT.” CF/CT load must have
existed prior to September 1, 1979, and is served as part of the customer’s general
requirements with Federal power sold at the PF rate. BPA determines whether a load is
CF/CT under section 3(13)(A) of the Northwest Power Act by reviewing the
contemporaneous information on the service provided to the load by the local utility and the
planned amount of service. Many determinations show that even current operating levels of
the load at the consumer’s facility are not equal to the amount of service planned in 1979.
Other CF/CT loads have already exceeded their CF/CT amounts in current operations.
BPA’s proposal is consistent with the Act.

BPA assumes that the comment, while not expressly stated, concerns a CF/CT load that is
not presently taking electric service up to the full CF/CT amount planned in 1979. BPA is
aware that there are CF/CT determined amounts of Weyerhauser’s load that have not been
reached for the past 25 years. BPA suspects it is these amounts that Weyerhauser and ICNU
would like to have included in a CF/CT serving utility’s HWM.
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As stated above, a utility’s HWM will be based on the actual load a utility experiences in

FY 2010 and the HWM creates a delineation for rate purposes between Tier 1 and Tier 2 of
the PF rate. The HWM in no way changes the amount of a BPA customer’s net requirements
load for which the utility may receive service from BPA at the PF rate. The HWM is not a
reservation of power to serve load and to have BPA increase its costs through
augmentation--buying power—for loads that do not exist and may not exist in the future. The
HWM concept is not designed to single out and include amounts of CF/CT load that is not
consuming electricity as of FY 2010. BPA will not reserve power or increase HWMs for
CF/CT loads when the FY 2010 load of the consumer is less than its CF/CT amount.

BPA utility customers that have retail load beyond their HWM will have an opportunity
under the new contracts to either purchase additional Federal power for their load growth
from BPA to serve such load at the applicable PF Tier 2 rate, or to acquire power for the load
from a non-Federal source. If a consumer’s CF/CT load actually increases after FY 2010,
then the utility’s net requirements load will also increase and its right to purchase PF power
at Tier 1 or Tier 2 will increase accordingly under BPA’s policies, unless the utility decides
to provide non-Federal power to serve the load growth.

The HWM and the TRM will be based on actual load as of FY 2010. It will not include non-
existent loads denominated as part of a CF/CT for a utility’s consumer load. Therefore, it
will be immaterial if the load growth that a utility has that causes it to exceed its HWM is due
to general increases in load, or to an increase in consumption by a CF/CT load.

Contrary to ICNU’s arguments that the HWM proposal is inconsistent with “a right” of a
consumer to buy power at the PF rate, section 3(13) affords no such direct right to the
consumer. BPA does not serve a CF/CT load directly but provides power at the PF rate to
the local serving utility. In fact BPA is prohibited from directly serving the large load of a
consumer since such service would be inconsistent with section 5(d)(2) of the Northwest
Power Act prohibiting BPA from serving new direct service industries in the region. BPA’s
HWM proposal will afford the utility the option of providing power to a CF/CT load at a PF
power rate which reflects the cost of that service. If, as in Weyerhauser’s circumstance, such
load were to be added under the CF/CT amount after FY 2010, then the utility could buy
service at the applicable PF rate. While a BPA utility customer will be billed in accordance
with BPA’s applicable wholesale power rates, the local utility will control and determine its
retail rate design under which the CF/CT load is actually served and charged. Thus it
remains within the discretion of the serving utility ultimately to set the price for service to the
consumer’s load and not BPA.

Issue S:
Will BPA establish the HWM as an annual energy amount?

Policy Proposal

BPA explained the HWM as an annual energy number but did not preclude establishing
HWMs for other periods such as monthly.
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Public Comment

A number of comments encouraged BPA to make the HWM an annual energy amount and
not monthly since monthly amounts would be unnecessarily complex. (Richland, REG-091;
Franklin, REG-100; WMG&T, REG-106; WPAG, REG-109; NRU, REG-103; PPC,
REG-132) One comment noted that the annual approach seemed preferable but reserved
judgment until more details are known. (Tacoma, REG-135) Finally, NRU expressed a view
that a change to a monthly HWM would be a big enough shift in direction that before BPA
adopted such a policy additional comment should be provided. (NRU, REG-103)

Evaluation and Decision

BPA agrees that a monthly HWM construct would be significantly more complex to develop
and administer than the annual HWM approach proposed. BPA is convinced that working
through the complexity would put additional pressure on the schedule that it will take to
work through the implementation details of the HWM construct, Tiered Rates Methodology,
and contracts. Based on these concerns about complexity and timing, BPA has decided to
establish HWMs as annual energy amounts.

A further consideration in this decision is that the HWM includes an amount of planned
power purchases over a year or a rate period and will result in an assignment of specific costs
to a rate pool for those power purchases. BPA establishes these costs on the basis of
recovery of those costs over the period and not on a month-by-month basis. Although actual
billing charges for a customer’s power service received in a month may differ month-to-
month, the HWM is based on an average annual energy number over which those costs will
be apportioned, and is only one component of the monthly charge. BPA does not see any
benefit in creating a monthly differentiation for this base charge for energy each month since
BPA plans its costs on annual operations of the system and annual purchases or rate period.
Monthly variation are generally included and recovered as part of a load variation or load
shaping charge as a further service BPA provides its customer. Specific rate methodology
treatment will be the subject of discussion in the TRM and future rate cases.

Issue 6:
What process will BPA use to establish the Contract HWM amounts?

Policy Proposal
BPA proposed a six-step process that would be used to establish the HWM for each public
utility.

Public Comment

BPA received very little comment specifically on whether to adopt the six-step process.
Wells specifically noted that they are in agreement with the six-step approach of setting
HWMs. (Wells; REG-089) SUB also noted their strong support for BPA’s proposal
regarding the calculation of HWMs. (SUB; REG-126)

Evaluation and Decision

The specific comments on the process are supportive and are closely related to comments
already discussed on whether or not BPA should adopt a tiered rate construct. The general
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support noted under that issue by logical extension fits here as well. BPA has decided to
generally adopt the six-step process proposed in BPA’s Policy Proposal to establish each
utility’s Contract HWM in FY 2011. This six-step HWM process will be distinct, and
conducted separately from BPA’s annual net requirement load calculations under its power
sales contracts. A number of modifications to the individual steps were proposed in the
comments. Those comments and BPA’s response to those comments will be addressed and
evaluated in the next several issues.

Issue 7:
How will BPA clarify the details of the HWM calculation?

Policy Proposal

As Step 1, prior to signing new Regional Dialogue contracts BPA would conduct a public
process that establishes a consistent, simple and transparent approach that would be used to
establish the HWMs, after BPA has performed the net requirements calculations for the
proposed contracts, and consistent with BPA’s 5(b)9(c) Policy.

Public Comment

Customers noted that Step 1 of the HWM calculation process is critical and should be
transparent. (WMG&T, REG-106; NRU, REG-103) In addition a number of comments
were also received on detailed issues such as how loads would be normalized, what would
constitute a force majeure, and how to treat specific loads.

Evaluation and Decision

The HWM calculations establish the dividing line between the Tier 1 and Tier 2 pricing for a
customer’s BPA power service. BPA agrees with customers that continued work to create a
transparent, understandable process is critical. Since the HWM construct is designed to
create clarity on what each customer can purchase at a Tier 1 rate from BPA for a 20-year
period, BPA understands that making the details understandable and clear is important.
BPA’s Policy is to tier the PF rate and make proposals for the broad parameters of the HWM
calculation, but many details will need to be worked out in future processes before the
customer-specific calculations can be done.

BPA will make proposals on the details needed for the HWMs as a part of the TRM which
will occur before Regional Dialogue contracts are signed. The decisions on how HWMs are
set belong in the TRM because the HWM is the foundation of the rate treatment that will
implement the tiered rate construct. The TRM process will show each customer how its and
the other public utility HWMs will be calculated, and will address detailed issues like
weather normalization of loads, how to deal with one-time anomalies that reduce or increase
loads when they are measured in FY 2010, such as fairly treating irrigation loads, agricultural
set asides, and other important details. A key goal for the process will be to identify and
establish treatments for the potential issues that could arise in 2011 when BPA and the
customers look at the data that measures FY 2010 loads. Addressing such issues up front
will allow the HWMs to be set as expeditiously as possible. While BPA intends to continue
calculating net requirements on an annual basis as it does now, as a part of the overall
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Regional Dialogue implementation process BPA will also explain and clarify the net
requirements process.

Issue 8:
Will BPA do a forecast of HWMs to provide an indication of what they may turn out to
be?

Policy Proposal

As Step 2, sometime in FY 2007-2008 BPA would forecast each customer’s net requirement
for FY 2010. It further noted that the calculation would use the customer’s firm resource
amounts that are dedicated to serve the customer’s total retail load in FY 2010 under its
Subscription contract. For purposes of calculating the HWM, BPA would use that data
except for distinct and specific adjustments.

Public Comment

PNGC agreed that BPA should take an early look at net requirements and true up to actual
FY 2010 loads. (PNGC, REG-133) PNGC and others provided specific suggestions about
the process for developing the HWM forecasts. (IDEA & ICUA, REG-096; Tacoma,
REG-135) In addition several of the comments addressed the timing of HWMs where
customers suggested providing HWM amounts as soon as possible.

Evaluation and Decision

BPA understands customers will benefit by receiving as early an indication of what their
Contract HWM will be, therefore, BPA will forecast Contract HWMs for each public utility
before Regional Dialogue contracts are signed. This initial calculation will use a forecast of
FY 2010 loads since actual loads would not yet be available. The firm resource amounts,
however, are already generally known since resource amounts are currently identified for
FY 2010 in each customer’s Subscription contracts. However, this forecast will only be a
preliminary HWM number because BPA is proposing to use actual load data from FY 2010.
Specific adjustments to FY 2010 resources for Contract HWM purposes are discussed later in
this ROD. To increase transparency of its decisions BPA intends for all individual Contract
HWM amounts, including these forecast amounts, to be publicly available. Customers may
need to exercise caution if they decide to make resource investments early on because the
initial forecast of the Contract HWM is only an early indication of what their ultimate
Contract HWM could be. The actual amounts can vary based on many factors including
changes to its load, regional load growth, conservation achievement and other factors.

Issue 9:
When and how will the actual loads that will be used to set HWMs be calculated?

Policy Proposal

As Step 3, BPA would replace the FY 2007 forecast of FY 2010 loads used to establish the
preliminary HWMs with actual measured FY 2010 loads. The calculation would occur in
FY 2011 and loads would be normalized for weather and in rare instances, adjusted for
significant one-time force-majeure events.
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Public Comment
Comments related to this section were discussed above in BPA’s decision on whether to base
HWMs on existing, current or future load data.

Evaluation and Decision

Based on BPA’s earlier discussion and decision to use FY 2010 loads to establish HWMs,
the forecasted loads developed in Step 2 in FY 2007-2008 as preliminary estimates of a
customer’s HWM will be replaced in FY 2011 with final calculated amounts based on the
customer’s actual retail loads experienced and measured in FY 2010. Actual FY 2010 retail
loads will be normalized for weather and other anomalies such as force majeure events
consistent with the TRM. The detailed HWM approach established during the process
described in Step 1 will establish the specific methodology and requirements to be used for
these adjustments.

Issue 10:
How much power will be available for the HWMs of utilities?

Policy Proposal

BPA proposed that HWMs would be based on the firm output of the existing Federal Base
System resources under critical 1937 water, as it has traditionally been defined for regional
resource planning purposes, plus a limited amount of augmentation. BPA proposed that
Step 4 for HWMs would be to determine the total amount of Federal power available for the
initial Contract HWMs. BPA proposed that total BPA power supply used to determine
Contract HWMs will be equal to the total of BPA’s public utility net requirements loads as
calculated in Step 3 except for three limitations: (1) total Contract HWMs would not be
augmented above a total of 7,400 aMW; (2) BPA would not augment the existing FBS by
more than 300 aMW; and, (3) if the existing FBS without augmentation equals or exceeds the
total of BPA’s net requirement loads as calculated in Step 3, the Contract HWMs will be
based on the available BPA power supply without augmentation. The number would set the
aggregate Contract HWM amount.

Public Comment

BPA’s proposal to base the Contract HWMSs on the firm output of the existing Federal
system did not receive specific comment but customers generally supported BPA’s proposal
to base the Contract HWMSs and Tier 1 on the existing FBS resources with some
augmentation. A number of comments were provided about the amount of augmentation
BPA should add, which will be addressed later in this ROD.

Evaluation and Decision

BPA has decided to base the total Contract HWM amounts on the size of the FBS firm
resource forecast for FY 2012 in FY 2011 (using critical 1937 water to calculate the firm
power, as it has traditionally been defined for regional planning purposes) plus up to

300 aMW of augmentation. Power BPA has obtained from long-term resource acquisitions
after FY 2006 will be considered part of the augmentation and those costs will be included in
the Tier 1 rate. Total BPA firm power used in this step to determine HWMs will be equal to
the total of the firm power amounts calculated in Step 3 subject to three limitations: (1) total
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HWMs will not be augmented above a total of 7,400 aMW; (2) no more than 300 aMW of
augmentation will be added for this purpose; and, (3) if the existing FBS without
augmentation equals or exceeds the amount calculated in Step 3, then the Contract HWMs
will be based on the available BPA firm power supply with no augmentation other than long-
term resources acquired between FY 2006-2011. Further details of FBS size determination
will be proposed and established in the TRM.

Issue 11:

How will BPA distribute HWM amounts when the total HWM available based on the
calculation in Issue 10, exceeds or is lower than the total of all public customers’ eligible
net requirements loads?

Policy Proposal

The HWM amount for each public utility calculated in Step 3 would be adjusted
proportionally up or down so that in total, for all then current public utility customers, equals
the amount available for the Contract HWMs established in Step 4.

Public Comment
There were no comments specifically on this section.

Evaluation and Decision

There were no comments on this section. The step involves a simple mathematical
adjustment to balance the BPA decisions on the available resource amounts and the eligible
loads. This step is needed to make sure that the formulas for calculating Contract HWMs
work in conditions where the resources and loads are not in perfect balance. BPA has
decided that the Contract HWM amount for each utility calculated in Step 3 will be adjusted
proportionally up or down so the total Contract HWM s for all then current public customers
equals the amount of Contract HWM s established in Step 4.

Issue 12:
How will BPA account for conservation in the calculation of Contract HWMs?

Policy Proposal

BPA proposed an approach that would result in the same total amount of Contract HWMs
but accounted for conservation by adding amounts to HWMs for the conservation each utility
achieved from FY 2007-2010. BPA further proposed that such conservation amounts would
need to be cost-effective and verified by BPA and that BPA funded megawatts (i.e., through
rate discount and bilateral contracts) would be reduced by 50 percent for this purpose. To
finish the calculation the conservation adjusted HWMs were to be reduced on a pro rata basis
so that they equaled the original total.

Public Comment

Most comments on this step of the HWM calculation focused on the specific amounts of
conservation that would count for the adjustment, particularly whether the 50 percent
reduction for BPA-funded conservation was reasonable and which years to count.
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Comments on those specific issues are addressed separately in the next two issues of the
ROD.

WPAG offered an alternative treatment for conservation from what BPA’s proposal. WPAG
stated that “by crediting the conservation savings at Step 4 of the HWM the calculation, the
Policy Proposal does not provide a full credit for conservation savings achieved because it
merely reshuffles the capped HWM amount between preference customers. This is not
equivalent to the treatment of generating resources, and inappropriately penalizes preference
customers that have engaged in conservation.” WPAG suggested that the ROD should
modify the proposed HWM calculation to recognize 100 percent of verifiable conservation
savings achieved by preference customers, and should do so in Steps 2 and 3 of the HWM
calculation. (WPAG, REG-109)

Evaluation and Decision

First, BPA cannot agree to follow WPAG’s suggestion to put the credit into the calculation in
Steps 2 and 3, as discussed above. This would indeed provide more incentive to pursue
conservation, but it would also add conservation to the utility’s net requirements load, when,
by its nature and the statutory definition in section 3(3) of the Northwest Power Act,
conservation is a load reduction and therefore it reduces BPA’s net requirements load
obligation to a customer. So it is not appropriate to include conservation in the net
requirements step of the HWM calculation. It might also result in additional augmentation.

WPAG also pointed out that adding conservation achievements earlier in the calculation
could cause a different result. BPA agrees, although the amount of the difference is not
likely to be large since BPA has limited the total amount of Contract HWMs to the size of the
FBS plus up to 300 aMW of augmentation, if needed. If Step 4 of the formula results in the
full amount of allowable augmentation, WPAG’s approach produces the same result as
BPA’s proposal. However, if BPA’s augmentation amounts are below the 300 MW cap, then
in most circumstances the result of changing this step, as suggested by WPAG, would be an
increase in the amount of augmentation that BPA would have to undertake. As BPA noted in
the Policy Proposal it is concerned about limiting the amount of augmentation to what is
absolutely necessary since the practical result of augmentation is to add cost to the low-cost
PF rates.

BPA believes that WPAG’s characterization of the proposed conservation treatment as a
penalty is incorrect and mischaracterizes the issue. The first issue is one of what level of
incentive for conservation by a customer is appropriate because under either approach the
result is that customers are rewarded for some level of the conservation they achieve. The
second issue takes into account the adjustment for the conservation level in the HWM
formula. BPA is not convinced that changing the formula to add in conservation earlier in
the HWM formula is needed or will result in a large enough benefit that justifies the
increased likelihood of higher amounts of augmentation for FY 2012.

BPA has decided that as a Step 6 to the formula for setting Contract HWMs BPA will

account for the conservation that each utility achieves from FY 2007 through FY 2010.
BPA’s reason to use this time-period is discussed below. Such conservation must be cost-
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effective and must be verified by BPA. For calculation purposes, each utility’s HWM
amount from Step 5 will be increased by 100 percent of the conservation amounts it self-
funded and 75 percent of the amounts BPA has funded through the conservation rate credit
and bilateral contracts, as explained below in Issue 15. Then all of these conservation-
enhanced utility HWMs will be reduced on a pro rata basis so that they again sum to the total
HWM amount established in Step 5. BPA will establish the details of the customer specific
calculations of this adjustment in Step 1 of the HWM setting process.

Issue 13:
Whether BPA should change the start date for counting individual utility conservation
achievements from FY 2007 to FY 2002 for purposes of calculating utility HWMs?

Policy Proposal

BPA’s HWM approach counts all BPA verified, cost-effective conservation achieved by the
customers from FY 2007 through FY 2010. FY 2007 is the proposed starting point because
historic data have no impact on future decisions to make conservation investments.

Public Comments

PPC suggested that BPA credit utility-funded conservation from FY 2002-2010. PPC
claimed it is inequitable for utilities that funded conservation from FY 2002 to FY 2007 to be
penalized for doing so, via a reduction in their HWMs arising from the conservation. (PPC,
REG-132) Several others agree with PPC. (WPUDA, REG-080, SCL, REG-128 and
REG-149-03; Tacoma, REG-135; Franklin, REG-100; Snohomish, REG-131) These
commenters state that BPA should not penalize proactive utilities for having completed a lot
of conservation in the period beginning after FY 2001 by moving away from the PPC
proposal to provide retroactive credit back to FY 2002 for the savings achieved.
Washington’s Governor Gregoire also supports that position. (Gov. Gregoire; REG-147)

Other commenters expressed support for BPA’s proposal. (Cowlitz, REG-118; Whatcom,
REG-121; SUB, REG-126; PNGC, REG-133) NRU commented that because the purpose of
the add back is to encourage utilities to continue to undertake new conservation, BPA’s

FY 2007 to FY 2010 conservation proposal is more appropriate. (NRU, REG-103)

Evaluation and Decision

Several commenters contend that utility self-funded conservation achieved in the time period
between FY 2002 and FY 2007 should be included for purposes of calculating individual
utility HWMs. These parties state that to not consider such conservation is to penalize them
for having done the conservation. BPA acknowledges the individual utility achievements;
however, BPA does not agree that those conservation achievements should be counted
towards the calculation of the utility HWMs.

First, utilities that self-funded conservation during the period FY 2002 through FY 2005 did
so because it made sense to them at the time. The concern raised by parties during the
Concept Paper technical workshops that led to the Policy Proposal was that customers going
forward should not face a disincentive for achieving conservation if it would result in a lower
net requirement. Parties encouraged BPA to recognize individual utility self-funded
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conservation achievements by increasing the HWM. Indeed, the proposal reflects that
concern because it gives 100 percent credit toward self-funded conservation as an incentive
to continue conservation going forward. In other words, giving this credit should lead
conservation conscious utilities to continue proactively funding conservation. In contrast,
BPA believes it is unreasonable to give utilities credit for old conservation achieved before
FY 2007 since such conservation was not done in anticipation of receiving a higher HWM.
BPA does not agree that this somehow “penalizes” the customer.

Second, BPA believes there would be undue administrative burden to verify aging claims of
customers’ for achieving cost-effective conservation. There is now a developed system in
place for tracking customer self-funded accomplishment of cost-effective conservation on a
voluntary basis. That system was not in place for the FY 2002-2006 period, so retroactively
determining what those accomplishments were would be challenging. BPA understands that
many utilities that self-funded conservation did not necessarily achieve cost-effective
conservation. Consequently, BPA does not wish to expand the effort, time and costs of
verifying older utility self-funded conservation.

In light of the above, BPA will not change the start date for counting individual utility
conservation achievements from FY 2007 to FY 2002 for purposes of calculating utility
HWM.

Issue 14:

Whether BPA should change its proposal for providing 50 percent credit in the
calculation of HWMs for utility conservation accomplished with BPA funds between
2007 and 2010.

Policy Proposal:
BPA proposed to only count 50 percent of BPA-funded conservation from FY 2007 through
FY 2010 for purposes of calculating HWMs

Public Comments

BPA received comments that fall into basically two categories: (1) those that express support
for the draft proposal, and (2) those that request BPA to provide more credit for BPA-funded
conservation.

Some customer groups and several customers have suggested that BPA should go to
75 percent. (NRU, REG-103; SUB, REG-126; Cowlitz, REG-118; SCL, REG-128;
Richland, REG-091)

Other commenters urged BPA to increase the amount of credit even further. (NPCC,
REG-033; CRITFC, REG- 138 and REG-149-13; SOS, REG-110; Gov. Gregoire, REG-147)
Some commented that BPA should provide 100 percent credit. (ODOE, REG-062; WPAG,
REG-109; Gov. Kulongoski, REG-149-17) WPAG also suggested that the credit be given in
Steps 2 and 3 of the proposed calculation of the HWM, rather than after Step 5.
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On the other hand, several parties supported the conservation crediting at the 50 percent level
the policy has proposed. (WPUDA, REG-080; IDEA & ICUA, REG-096; Snohomish,
REG-131; Emerald, REG-136; SRA, REG-032; MT Trout, REG-085)

Finally, PNGC suggests that credit for both self-funded and BPA-funded conservation should
be set at 50 percent. (PNGC, REG-133)

Evaluation and Decision

If BPA were to follow the recommendations to increase the credit for BPA-funded
conservation to 100 percent, there would be no difference in the HWM credit gained by a
utility that invests its own money in conservation versus a utility that only uses funds from
BPA. BPA believes this would be inequitable and would remove an incentive to utilities to
make such investments with their own funds.

BPA views the difference between 50 percent and 75 percent as a matter of how much cost
versus benefit will go to differently situated customers. While the differences in the
calculated HWM may be slight, BPA believes those differences could keep conservation
from being achieved.

BPA believes that raising the credit given to BPA-funded conservation to 75 percent will
reinforce BPA’s commitment to achieving all cost-effective conservation. It should also
reduce any reward for not doing BPA conservation and benefiting from that conservation
done by others, while still sharing the benefits between those who do the BPA conservation
and those who help pay for it. If additional self-funded conservation occurs because the
credit is 75 percent rather than 100 percent, BPA is benefited because the conservation is
accomplished at a lower cost to all ratepayers.

For these reasons, the Contract HWM credit from BPA-funded conservation from FY 2007
through FY 2010 will be increased from 50 percent to 75 percent.

C. CHANGES TO HWMs

BPA’s HWM proposal will determine a customer’s eligibility to purchase power for its net
requirements loads at a Tier 1 rate. Over time a customer’s service area may grow and
expand, new utilities may be formed, including tribal utilities, or other changes may take
place such as annexations or mergers of utilities.

Issue 1:
How will BPA treat annexed loads for purposes of Contract HWMs?

Policy Proposal

BPA proposed that a new public that forms out of an existing public customer would receive
a share of that customer’s HWM. The amount was proposed as a percentage of the HWM
equal to the proportion of the existing utility’s total retail load that is annexed.
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Public Comment

A couple of comments supported BPA’s proposal on annexations of load between publics.
Cowlitz noted that annexation or similar action that only redistributes HWM between the two
affected utilities is acceptable, to the extent it does not affect the rest of the customers’
HWMs. (Cowlitz, REG-118) Northern Wasco expressed general support for BPA’s
approach to new publics and reiterated the policy that BPA had expressed in the Policy
Proposal. (NWasco, REG-056)

Other comments suggested adding some restrictions to the proposal. WPAG expressed a
concern that BPA take care not to create an incentive for annexations of load between
customers in the way HWM amounts are allocated between the customers. To accomplish
this WPAG suggested that when a customer has unused HWM amounts, any unused HWM
amounts be retained by the existing utility rather than having that excess amount allocated
between the two utilities. In addition WPAG suggested that BPA further reduce the HWM
amount that is transferred by a further 50 percent. (WPAG, REG-109) Along this line SUB
suggested that BPA restrict the annexed load to amounts that were actually in existence in
FY 2010 when the loads used to establish the HWM were measured. (SUB, REG-126)

Evaluation and Decision

First, BPA recognizes that annexation of load by one public utility customer from another
public utility customer can occur between existing customers and without the requirement
that a new public utility customer form out of an existing public utility.

WPAG’s proposed HWM reduction to create a disincentive for annexation creates a situation
where the existing public would end up with a significantly higher percentage of its
remaining load eligible for BPA’s Tier 1 rates. BPA believes WPAG’s proposed
modifications could result in situations where a customer losing load could go from having
part of its net requirement served at Tier 2 rates to actually having unused HWM amounts
that it could grow into. The customer acquiring the load would face the opposite situation of
not having the HWM follow existing load. BPA’s proposal would allow the consumers in
each utility to face the same BPA wholesale power costs regardless of which customer serves
them.

SUB’s suggestion to revisit the amount based on the actual loads that existed in FY 2010
would add complications and uncertainty for calculations of the split of the HWM amounts.
Once the Contract HWM amounts are set a utility’s Contract HWM would not change.
Trying to dissect load amounts that were established on an aggregate basis in FY 2010 to
specific service territory or consumers would be impossible without cataloging the then
current load of each retail consumer. This would be administratively burdensome. It could
quickly become a computational nightmare, potentially fraught with uncertainties over
changes to loads that could lead to protracted disagreements. BPA is not interested in adding
more layers of detailed complexity which are not needed.

The comments in general reflect that the parties understand the Policy Proposal and how it

would be implemented. BPA is unconvinced that adding additional complications are
necessary and believes that allocating the HWM as a percentage of the load annexed provides
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a fair resolution because it balances the needs of each public utility customer and their ability
to distribute the benefit of Federal power. It also provides a straightforward and predictable
approach that BPA believes will neither encourage nor discourage annexation between public
customers. Consequently, BPA has decided that amounts of load that are annexed by one
public utility from another public utility customer will receive part of the existing public’s
HWM, proportional to the percentage of the customer’s load they have annexed.

Issue 2:
Whether BPA should reserve 40 aMW of power at the Tier 1 rate specifically for new
tribal utilities.

Policy Proposal

The Policy Proposal provides no unique provisions or exceptions for tribal utilities. Under
the proposal, a tribe that establishes a non-profit utility falls within the category of “new
publics,” as does any newly formed public utility customer. Consequently, the same
provisions apply to tribes as apply to other new public customers. The Policy Proposal
provides that BPA would earmark 250 aMW of power at the Tier 1 rate for new publics over
the 20-year contract period. HWM additions for new publics would be further limited to an
aggregate total of 50 aMW each rate period. A new public that qualifies for BPA service
must request service from BPA through a 3-year binding notice before it may buy Federal
power with a HWM. Ultilities larger than 10 aMW would have their HWM amounts over
10 aMW phased-in in 3-year increments.

Public Comments

Several comments generally recommended that BPA support growth of tribal utilities.
(NWEC & SOS, REG-110; Gov. Gregoire, REG-147 & 149-16; Cow Creek, REG-093;
CTUIR, REG-117; CRITFC, REG-149-13) Some commenters stated that the proposal does
not provide enough flexibility to allow tribal utilities to form and serve customers. (NWEC
& SOS, REG-110; Gov. Gregoire, REG-147 & 149-16; Cow Creek, REG-093; CTUIR,
REG-117; PPC, REG-149-01) One specific issue raised is that tribal utilities are likely to be
small when they first form and will grow slowly over time as they absorb more service
territory within the reservation. This process of slow growth over time does not work well
with the Policy Proposal’s approach of setting HWMs for new publics based on the size of
the utility when it first forms. (NWEC & SOS, REG-110) Some commenters made the
general statement that new tribal utility loads should have access to Tier 1. (NWEC & SOS,
REG-110; CTUIR, REG-117; Cow Creek, REG-093; ATNI, REG-111)

Several commenters requested exceptions specifically for the Yakama Power utility based on
Yakama Power’s expectation to eventually grow to 42 MW of load. (ATNI, REG-010-01;
ATNI, REG-111, Yakama Nation, REG-148; Yakama Power, REG-149-12) CRITFC stated
that low cost power should be allocated to Yakama Power. (CRITFC, REG-138 &
REG-149-13) Yakama commented that the draft proposal would block expansion of Yakama
Power by increasing the cost of its power supply from BPA. When Yakama Power signed its
current contract in 2000 it was based on the assurance that it would be eligible for up to

42 MWs of low-cost PF power. (Yakama Nation, REG-148) Accordingly, several parties
asked that Yakama’s HWM be raised to accommodate its expected load growth. (ATNI,
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REG-010-01; ATNI, REG-111, Yakama Nation, REG-148) Some commenters specified that
the amount of Tier 1 rate power set aside for Yakama Power should be 25 aMW. (Grant,
REG-059, Yakama Nation, REG-148, CRITFC, REG-138, and ATNI, REG-111)
Commenters note that this request is made to support the potential settlement between Grant

and Yakama Nation regarding Grant’s Priest Rapid’s Project hydro-relicensing. (Grant,
REG-059)

Evaluation and Decision

Some parties recommended that BPA set aside 25 aMW of Tier 1 rate power specifically for
the Yakama Power utility for the purpose of serving Yakama’s load as it grows over time.
BPA recognizes that Grant and the Yakama Nation are attempting to settle an outstanding
legal dispute and that the 25 aMW of power may provide the parties a solution that will allow
them to reach a settlement. BPA also understands that Yakama Power and the Yakama
Nation desire to extend tribal utility service to all consumers within the geographic
boundaries of the Yakama Nation reservation, which has been estimated to be around

42 aMW.

First, BPA’s practice is not to reserve specific amounts of power for a specific customer on
the basis that its loads might grow in the future and will not do so under this Policy.
However, BPA does recognize that new tribal utilities are confronted with unique barriers
that slow their ability to grow their load within Indian reservation boundaries. Therefore,
BPA will designate 40 aMW as an amount of Tier 1 rate power available to meet new or
future tribal utilities whose loads grow beyond their HWMs. New tribal utilities are those
which commenced taking service from BPA under the Subscription power sales contracts or
after.

For several reasons BPA is not persuaded by comment that it should reserve 25 aMW
specifically for Yakama Power. It is uncertain whether Yakama Power will ever supply
electricity to all consumers within the Yakama reservation. BPA is aware that within the
Yakama reservation boundaries, like most other Indian reservations, there are non-tribal
lands that are owned in fee by non-tribal persons. BPA is also aware that Yakama Power and
other tribal utilities face significant legal barriers (i.e., the interplay between state, local and
tribal law) that must be overcome to replace the existing electric utilities that already provide
service within reservation boundaries. For example, tribal utilities cannot form or annex
service territory by the vote of the people in an election. In experience gained from serving
various types of utilities, BPA sees that tribal utilities can be limited in the exercise of their
governmental powers within their reservation boundaries due to the checkerboard of land
ownership between tribal and non-tribal persons. Unlike other utilities, tribal utilities face
unique issues as they annex or acquire distribution facilities/systems from existing utilities.
As a result, the expansion of service to load within Indian reservation boundaries by a tribal
utility may occur slowly over a long period of time.

Second, because Yakama Power is an existing power customer and would not fall into the
small (less than 10 aMW) new public category since it is already taking service and expects
to have a HWM of about 7 aMW in 2010, BPA’s proposal did not accommodate Yakama
Power. However, given the above described known barriers (and others that BPA is not
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presently aware of) facing tribal utilities, BPA believes it is reasonable to add and designate
40 aMW as an amount of power at the Tier 1 rate available to meet existing new or future
tribal utilities whose loads grow beyond their HWMs. BPA believes 40 aMW is a reasonable
amount on which to base the exception considering the possible amount of load that could be
served by tribal utilities across Indian reservations in the Pacific Northwest and the
difficulties in forming and expanding service. Therefore, under this exception, on a first-
come-first-served basis, a tribal utility’s HWM may be increased by the amount of its load
growth as limited by the amount available of the 40 aMW. This exception will expire at the
earlier of (1) the end of FY 2021, or (2) when the overall 250 aMW limit for new publics is
reached. However, if the 250 aMW has not been reached, BPA is not precluding
reconsidering the FY 2021 time period. BPA believes this approach strikes a fair balance to
support the needs of new tribal utilities as they establish their service to load within their
respective reservations and the barriers they may face.

This 40 aMW will count toward the 250 aMW overall limit for new publics. BPA believes it
is reasonable to categorize load growth of existing new tribal utilities with future new public
utilities because of the unique challenges tribal utilities face gaining service territory. Given
the checkerboard layout of many reservations and other unique challenges described above,
growth of an existing tribal utility is similar to the formation of a new public utility.

While this policy acknowledges challenges facing tribes, the sunset provision provides a firm
limit as to the amount of Tier 1 rate power involved and time for which this opportunity is
available to tribes. The sunset provision provides certainty as to BPA’s commitment with
respect to the 40 aMW. Any portion of the 40 aMW that remains after the sunset will be
available to new publics as part of the 250 aMW new public total.

Issue 3:
Whether BPA should treat tribal utility customers differently than other customers.

Policy Proposal:
The Policy Proposal does not provide for unique treatment of tribal utilities, as explained
above.

Public Comments

Commenters asserted that BPA has tribal trust responsibilities that require extra
consideration for tribes. (NWEC & SOS, REG-110) Commenters request various
exceptions for tribes. CTUIR argues that tribes should be exempt from any limits on new
small utilities. Similarly, CTUIR, Cow Creek, and ATNI stated that a tribe’s HWM should
not be limited to the tribe’s initial load. (CTUIR, REG-117, Cow Creek, REG-093, ATNI,
REG-111)

Yakama Power stated that BPA has a Federal legal mandate to promote tribal utility
development and cites several laws and policies to support its position. Yakama asserted

(1) that BPA has not implemented the Indian Energy Resource Act of 1992 to promote new
tribal utilities; (2) that the Energy Policy Act of 2005, Title V, directs BPA and other Federal
PMAs to encourage Indian tribal energy development; and, (3) that BPA’s policies require
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Yakama to secure the approval of other governments and/or private corporations for public
service activities on its reservation, which restricts tribal sovereignty and must be changed to
recognize tribal sovereignty. (Yakama Nation, REG-148; Yakama Power, REG-149-12)
Other commenters also emphasized that BPA’s trust responsibility and the Energy Policy Act
of 2005 require BPA to support and encourage formation of tribal utilities. (NWEC & SOS,
REG-110; ATNI, REG-111 & REG-149-11) ATNI stated that BPA should adopt policies to
truly encourage tribal utility growth and formation. (ATNI, REG-111)

CTUIR stated that new tribal utilities should not be required to seek state PUC approval or be
forced into costly buyout agreements by utilities currently serving tribal lands. CTUIR
commented that State PUCs do not have jurisdiction over tribal lands and asserts that
requiring a tribe to purchase existing poorly degraded local distribution systems from the
servicing utility and then have that utility receive approval from the PUC for the sale, extends
state jurisdiction onto tribal lands. (CTUIR, REG-117)

Evaluation and Decision

The Regional Dialogue Policy contains provisions that will assist tribal utilities as they form
and expand service. One such provision is the limitation on the amount of HWM any single
new public utility maybe assigned. This provision addresses the risk that a single large new
public utility might absorb all of the 250 aMW HWM available for new public utilities and
leave none for new tribal utilities. Another provision is designed specifically to assist tribal
utilities is the 40 aMW set-aside of HWM to cover growth of new tribal utilities after they
are initially formed. Although BPA has chosen to provide such assistance, it is important to
note that no substantive requirements obligate BPA to conduct or change its power marketing
with regard to Indian tribes imposed by the Energy Policy Acts of 1992 and 2005.
Consistent with the policies enunciated in the Energy Policy Acts of 1992 and 2005, BPA’s
power marketing policies—the Power Subscription Strategy and the Regional Dialogue
Policy—have included provisions that encourage and support the formation of non-profit
electric utilities by tribes to access low cost Federal power marketed by BPA. While BPA
recognizes tribal governments are different than state and local governments, once qualified,
formed, and operating BPA serves tribal utility customers just as it does public body,
cooperative, and Federal agency customers. The one exception noted in this Policy is the
addition of 40 aMW of power for purposes of determining new and future tribal utility
Contract HWMs.

As part of the Energy Policy Act of 1992, Congress included two sections that specifically
authorize the Secretary of Energy to grant financial assistance to Indian tribal governments
for energy purposes. Section 3503 requires the Secretary to (1) provide development grants
to Indian tribes or joint ventures (51 percent or more controlled by an Indian tribe) seeking to
develop energy resources on Indian reservations; (2) provide grants for vertical integration
projects, i.e., to promote the vertical integration of using or processing energy resources on
Indian reservations; and, (3) provide technical assistance to tribes. This Act does not impose
any duty on BPA to acquire an Indian energy resource nor does it direct BPA to sell Federal
power to tribes. Further, the purchase of Federal power by Yakama Power is not the
development of a tribal energy resource on an Indian reservation.
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Similarly, Section 2605 of Energy Policy Act requires Federal power marketing
administrators to encourage Indian tribal energy development.

Each Administrator shall encourage Indian tribal energy development by taking
such actions as the Administrators determine to be appropriate, including
administration of programs of the power marketing administration in accordance
with this section.

The provision continues that action by Administrators is to be in accordance with laws in
existence on the date of enactment of the Act in 2005.

These statutes do not impose new obligations on BPA nor do they repeal or amend the
Administrator’s existing obligation to offer and sell Federal power under the Bonneville
Project Act or Section 5(b) of the Northwest Power Act. While there is a “distinctive
obligation of trust incumbent upon the Government in its dealings with [Indian tribes]. . . .
That alone, however, does not impose a duty on the government to take action beyond
complying with generally applicable statutes and regulations.” Gros Ventre Tribe v. United
States, 469 F.3d 801.810 ( o™ Cir, 2006). Therefore, BPA will serve qualified tribal utilities
the same as it does its other public body and cooperative utilities requesting service under
Section 5(b) of the Northwest Power Act, with the exception of the 40 aMW addition.

BPA recognizes that there are barriers that exist that make it difficult for tribes to form a new
public utility and expand service. As discussed above, BPA understands that tribal utilities
can be limited in the exercise of their governmental powers within their reservation
boundaries due to the checkerboard of land ownership between tribal and non-tribal persons.
BPA policy seeks to be flexible to accommodate the longer time period tribes may
experience as they proceed to establish new non-profit utilities or expand existing tribal
utility load service. It is reasonable to expect that tribal utilities will encounter resistance
from utilities that already serve load within the reservation. It is also reasonable and
consistent with prudent utility practice that BPA not supply Federal power until disputes over
service to load between a new tribal utility and a utility that currently provides service are
resolved, even if it means both parties must receive the approval of other governments, such
as a State PUC, or a court of competent jurisdiction, and/or private corporations.

Additionally, BPA does not agree that its policy restricts tribal sovereignty and must be
changed to recognize tribal corporations for public service activities on its reservation. BPA
must also recognize existing laws and jurisdictions and work within those limitations. BPA’s
existing Standards for Service Policy requires that a requesting new public utility have the
legal obligation to serve the load it seeks to serve, and it must own the distribution system
that will be used to serve that load. Just how a new utility succeeds in complying with that
standard is up to the utility. BPA will continue to work with tribes on issues concerning the
development of tribal utilities.
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Issue 4:

Whether BPA should offer contingent contracts so that forming utilities can be assured
a source Federal power while they are going through the steps of meeting the standards
for service.

Policy Proposal
BPA did not make this proposal.

Public Comments

ATNI requested that the proposal create a process for contingent contracts so that forming
utilities can be assured a source of Federal power while they are going through steps trying to
meet standards for service. (ATNI, REG-111 & REG-149-11)

Evaluation and Decision

BPA did not propose to offer contingent contracts as part of this policy and will not do so
now. While BPA did include an offer of contingent contracts under the Subscription policy,
BPA structured the Regional Dialogue policy differently which eliminated the need to use
contingent contracts. The allowance of 250 aMW in HWMs for new public utilities to
purchase at the Tier 1 rate applies for the 20 years of the Regional Dialogue contracts. The
250 aMW is based on the past 20 years’ experience of new public customers forming and
requesting about 300 aMW in power service from BPA. Therefore, entities thinking of
forming a new public utility can be assured of having 250 aMW (as opposed to 75 aMW in
Subscription) available at the Tier 1 rate if they form a qualified utility and request service
from BPA.

Issue S:
Whether tribal utilities should be exempt from the 3-year notice period.

Policy Proposal:

No unique treatment for tribes was proposed. Accordingly, tribes must provide the same
3-year notice of new loads that other customers provide before BPA is required to serve that
load.

Public Comments
Umatilla asked whether tribal utilities should be exempt from the 3-year notice provision
applicable to new public customers. (CTUIR, REG-117)

ATNI requested that there be no 3-year notice requirement for tribal utilities. Instead of a
notice period or deadline, forming tribal utilities should be given contingent contracts so that
the forming utilities will be assured a source of Federal power while they are going through
the steps of meeting standards for service. (ATNI, REG-111)

Evaluation and Decision:

The 3-year notice provision exists to provide some load planning certainty to BPA and
allows sufficient time to acquire power to serve the new load. Formation of a new utility
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takes a significant length of time, so providing advanced notice should not impose significant
hardship on the tribal utility.

Additionally, in a scenario in which BPA is required to serve load without reasonable notice,
BPA would inevitably not be able to obtain power to serve that load in the most cost-
effective manner and would lead to an increase of Tier 1 costs. Consequently, the notice
provision indirectly benefits all customers. Balancing the interest of maintaining low Tier 1
rates with other commenters’ interests of minimizing notice requirements, BPA believes it is
reasonable to maintain a 3-year notice requirement. During the interim period the utility may
purchase power from BPA at rates that are established for that purpose, such as the power
service BPA has made available during the subscription contracts through a targeted
adjustment charge (TAC). Details for this approach will be worked out in the applicable rate
cases.

Issue 6:
Will BPA allow DOE Richland to have an increase in its Contract HWM?

Policy Proposal
Access to power at the lowest-cost-based rates for public customers, including Federal
agency customers, is limited by an individual customer’s HWM.

Public Comments

The U.S. Department of Energy, Richland Operations Office (DOE-RL), on behalf of the
Office of River Protection (DOE-ORP), commented that the proposed process to determine a
customer’s HWM needs to address the Hanford nuclear reservation site’s mission priorities
and associated known electric load requirements that will occur at the site after FY 2010.
Currently, DOE is constructing the Waste Treatment and Immobilization Plant complex.
This facility and other treatment technologies will cause the electric load at the Hanford site
to increase by up to 70 aMW after the FY 2010 timeframe. DOE has a legal obligation to
perform this nuclear waste clean up from the former defense materials production and, most
importantly, it is essential for protecting the Columbia River and its communities and the
economic future of the region. (DOE Richland, REG-124)

Evaluation and Decision

One of the U.S. Department of Energy’s Strategic Themes is “protecting the environment by
providing a responsible resolution to the environmental legacy of nuclear weapons
production.” The strategic plan includes a goal to achieve “complete cleanup of the
contaminated nuclear weapons manufacturing and testing sites across the United States.” As
part of DOE, BPA supports the ongoing, high priority program for clean up and for defense
materials production and waste processing/disposal activities at the U.S. Department of
Energy, Hanford, Washington, site (DOE-RL and DOE-ORP). DOE already has a number of
waste treatment-related facilities currently under construction at the site. Construction
slowed in 2005 and was eventually halted temporarily on the two primary power use
facilities (High Level Waste Facility and Pretreatment Facility) due to seismic and budget
concerns. Today those two facilities remain in a construction delay until certain seismic
review/re-engineering work is completed. Construction activities on other facilities have
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continued. Based on DOE-RL and DOE-ORP’s current schedule, the loads are estimated to
increase from about 22 aMW in FY 2010 to a peak of about 92 aMW in FY 2018.

As part of its ongoing regional support of environmental clean up efforts that affect the
Columbia River Basin, BPA supports DOE-RL and DOE-ORP’s efforts. Therefore, BPA
intends to serve DOE-RL and DOE-ORP’s new on-site defense materials production and
waste processing/disposal loads when they are operational. BPA will allow increases in
DOE-RL and DOE-ORP initial Contract HWM, as needed, up to a total of 92 aMW for
increases in this load for on-site defense materials production and waste processing/disposal
loads when they become operational. BPA will augment its Tier 1 resources as necessary
and include the costs of purchased power or acquired resources in the Tier 1 Rate.

Issue 7:
How will changes to the Federal Base System (FBS) capability affect HWMs?

Policy Proposal

BPA proposed that the existing FBS and necessary augmentation amounts, discussed earlier
in the ROD, will establish the Contract HWM and the amount of power available to
customers at BPA’s Tier 1 rate. As part of each rate case, BPA will recalculate the annual
firm power capability of the FBS. A factor will be calculated by dividing the available
amount of power by the total of the Contract HWMs and the factor will then be multiplied by
each customer’s contract HWM to establish a Rate Period HWM for each customer.

Public Comment

For the most part, public comments were focused on establishing a clear process in which
Rate Period HWMs would be calculated. Tacoma emphasized the importance of having
HWM changes done in a transparent and objective manner based on an established process.
(Tacoma, REG-135) Likewise, NRU, WMG&T, and Richland expressed concerns about
HWM changes and noted that BPA should only revise HWMSs based on clearly established
contract provisions and in a formal rate case process. (NRU, REG-103; WMG&T,
REG-106; Richland, REG-091) PNGC made a further distinction in which disputes over
HWMs should go to dispute resolution prior to, and outside of, the formal 7(i) rate process.
(PNGC, REG-133)

WPAG’s comment did not support updating HWMs via rate cases and stated that HWMs and
revisions to HWMSs should be clearly indicated in the new power sales contracts and should
not be overridden by the rate case process. (WPAG, REG-109) PNGC supported Rate
Period HWMs; however, PNGC was unconvinced that BPA had fully considered the
implications of an increased FBS capability during the contract period. (PNGC, REG-133)

Evaluation and Decision

One of the basic principles of the Regional Dialogue is to limit the dilution of the value of the
Federal system. To accomplish this, BPA has decided that changes in the FBS during the
contract period should be reflected in the HWM amounts. BPA understands that customers
are concerned about BPA making changes to HWMs outside of contracts and formal
processes in which customers can comment and participate. It is reasonable to expect over
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the term of the Regional Dialogue contract the FBS will experience changes in its firm power
capability. Thus, if the firm power capability of the FBS increases, customers should be able
to purchase more Federal power at Tier 1 rates. Likewise, if the FBS decreases customers
should have the right to the lowest cost-based rates without having to pay for additional
augmentation costs. To provide customers greater certainty about the timing in which
Contract HWMs will be adjusted to account for changes in the FBS, BPA will forecast FBS
capabilities and perform a HWM adjustment at the onset of each new rate period as part of
the formal section 7(i) rate case process.

Decreases in the firm capability of the FBS that occur during the rate period will be absorbed
by BPA and will be managed by BPA through balancing purchases and secondary sales to
meet the BPA’s contractual obligations to supply power at a Tier 1 rate. This method of
managing decreases in firm capability for a rate period will not be applied to the Slice
product. Customers buying Slice will absorb any changes in power available from the FBS
as in the current product, through reductions in power deliveries under the Slice product.

The costs attributed in BPA rates to the Slice product would likewise not include the
balancing purchases.

PNGC’s comment on the need for HWM dispute resolution outside of the 7(i) process is
addressed in the Dispute Resolution Section of this ROD.

D. HWM POOLING

Issue 1:
Whether BPA should allow the pooling of HWMs among customers.

Policy Proposal
BPA proposed that Contract HWMs would be an individual amount differentiating Tier 1
from Tier 2 for each individual utility and could not be pooled between customers.

Public Comments

Northern Wasco PUD was the sole commenting party that agreed with BPA’s proposed
policy to not allow the pooling of HWMs among customers. (NWasco, REG-055) However,
Northern Wasco also urged BPA to allow the pooling of its net requirements load obligations
amongst customers.

Several other commenters expressed disagreement with the Policy Proposal, either explicitly
or by inference through suggesting alternatives. Several disagreed with BPA’s stated view
that to allow HWM pooling would work against the goal of reducing regional conflict and
would become administratively burdensome. (ICL&P, REG-073; IDEA & ICUA, REG-096;
LVE, REG-141) They believe that allowing HWM pooling would have the opposite effect
and would lead to greater regional cooperation or enable utilities to operate more efficiently
and serve their customers more effectively.
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Several commenters urged BPA to allow a Joint Operating Entity (JOE) to pool the HWMs
of its member-utilities. (ICL&P, REG-073; Raft, REG-081; NRU, REG-103 a JOE should
be able to provide operational pooling services for its members. (PNGC, REG-133) BPA
should allow the combining of HWMs for planning and operations to occur on a pooled
basis. (Blachly-Lane, REG-140; PNGC, REG-150) These comments also suggested that
BPA allow a JOE to pool the net requirements of its members.

Northern Wasco suggested further, as did several others, that BPA should allow utilities to
pool their net requirements loads generally, without regard to their status as a member of a
JOE. (ICL&P, REG-073; IDEA & ICUA, REG-096; NRU, REG-103; WMG&T, REG-106;
Cowlitz, REG-118; SUB, REG-126; Emerald, REG-137) Two parties asserted their current
ability or right to pool net requirements and resources with other customers. (Sumas,
REG-068; Whatcom, REG-121)

Several commenters requested that BPA allow “operational pooling,” the “pooling of loads
and/or resources,” or “Tier 1 pooling.” (Sumas, REG-068; WPUDA, REG-080; Richland,
REG-091; Franklin, REG-100; NRU, REG-103; Cowlitz, REG-118; Whatcom, REG-121;
SUB, REG-126; PPC, REG-132; LVE, REG-141) WMG&T expressed at a public meeting
its understanding that BPA does not object to “operational pooling.” (WMG&T,
REG-010-06)

Evaluation and Decision

Since publication of its initial Concept Paper in September 2005 and continuing through the
publication of its Policy Proposal, BPA has consistently expressed the point that the HWM is
a rate construct that establishes and gives certainty about the amount of Federal power a
customer may purchase at the Tier 1 rate. The Policy Proposal gave specific reasons why
BPA did not propose to allow the pooling of HWMs, including its concerns that pooling of
HWMs would work against the goal of reducing regional conflict and, moreover, that the
tracking of HWMs would become administratively burdensome.

While acknowledging that many customer comments expressed a desire to pool their HWMs
with other customers, BPA received no rationale or compelling arguments why HWM
pooling is needed and should be allowed. The comments provided no evidence to show that
allowing HWM pooling would further the attainment of any Regional Dialogue goals such as
infrastructure development. To the contrary, participants in BPA’s technical group meetings
leading up to the development and publication of the Policy Proposal stated that HWM
“grouping” would allow utilities to “buy a little time” before they would be subject to either
BPA’s Tier 2 rate or purchasing power from a non-Federal resource. BPA is concerned that
any such time delays could translate into imprudent deferrals of necessary resource
investment. Pooling HWMs would thus serve to defeat a foundational purpose of the general
tiering construct, to send a pricing signal that spurs timely infrastructure development.

BPA concludes pooling would add undue complexity to an already complex service package,
in contradiction to a Regional Dialogue goal of simplicity. BPA is concerned about
increased administrative costs to monitor the combining or trading of HWMs. A further
concern is the recognition that allowing HWM pooling will increase the need for
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augmentation in rate cases because any power priced at the Tier 1 rate that is effectively tied
up in pooling arrangements will drive the need for an equal amount of augmentation, up to
the ultimate 300 aMW proposed for that purpose.

Also, BPA believes HWM pooling would increase Tier 1 rates because any gain in value by
a select group of customers who pooled would be at the expense of the other customers by
reducing secondary power sales credits to them. Such outcomes would serve to increase
regional discord and dilute attainment of the Regional Dialogue goals of lowest Tier 1 costs
and rates and securing regional support and equity.

Customer comments on operational pooling did not present a common definition of what was
meant. NRU commented about the “operational pooling” of non-Federal resources in the
context of BPA’s provision of transmission or transfer services to alleviate congestion on the
transmission system. (NRU, REG-103) Others commented more generally on “operational
pooling,” urging BPA to allow the practice, whatever its definition. Sumas stated that BPA
should offer operational pooling for those publics that want the arrangement. (Sumas,
REG-068) WPUDA, Franklin, WMG&T, Whatcom, SUB, and PPC stated that owing to the
inherent flexibility of the FBS, BPA should allow operational pooling by utilities for
purposes of taking Tier 1 rate power. (WPUDA, REG-080; Franklin, REG-100; WMG&T,
REG-106; Whatcom, REG-121; SUB, REG-126; PPC, REG-132) The only decision on
pooling that BPA is making in this ROD is whether to allow the pooling of HWMs. BPA is
not deciding which other types of pooling arrangements it will allow or even consider. It is
not entirely clear what commenters intended by the phrase “operational pooling,” and BPA
will not make any decision on the issue here. BPA is, however, interested in providing
flexibility where workable arrangements would help reduce transmission constraints or
otherwise assist customers who wish to join together to acquire and manage resources to
meet their load needs beyond their BPA HWM. BPA intends to engage in further
discussions with interested customers to better understand the implications and intent behind
the term “operational pooling.” If BPA finds there are arrangements that are reasonable and
do not adversely impact other BPA policies or goals, BPA may seek ways to implement
them.

Regarding the pooling of net requirements, BPA policy has been that customers cannot pool
their net requirements load or dedicated resources except as provided under section 5(b)(7) of
the Northwest Power Act. BPA acknowledges under statute a JOE is conferred special status
as a class of preference customer that allows it to purchase requirements power from BPA on
behalf of and in an amount equaling the sum of the net requirements load of its constituent
member-utilities. However, to date, BPA has formally determined only one entity — PNGC
Power — has met both the statutory requirements of a JOE and BPA’s standards for service
under which it may purchase requirements power. BPA’s position at this time is that only an
entity meeting these dual criteria of a JOE may contract with BPA to purchase a pooled
amount of requirements power for its utility members.

Finding no convincing arguments in favor of HWM pooling, while recognizing the several
significant downsides to the concept, BPA concludes that it will adopt its proposed policy to
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not allow the pooling of HWMs among customers. BPA is not adopting any change in its
current policy on pooling individual utility net requirements loads or resources.

E. NET REQUIREMENTS CALCULATIONS

Issue 1:
How will BPA establish its net requirements determination?

Policy Proposal

BPA proposes to calculate net requirement loads each year to determine the amount of power
each customer is eligible to purchase from BPA in that year. The policy noted that for many
customers the importance of net requirements calculation increases under the HWM
construct, since it would determine where their loads are relative to their HWM and how
much of their BPA load service is subject to Tier 2 rates. Power amounts available for Block
and Slice customers are based on a BPA-produced annual forecast of their net requirements
loads. Load-following customers would continue to be provided their full power needs less
their non-Federal resources.

Public Comment

BPA received numerous comments regarding the net requirements determination. Many
customers expressed support for the development of standardized rules for the calculation of
net requirements. (Sumas, REG-068; WPUDA, REG-080; Richland, REG-091; WPAG,
REG-109; Whatcom, REG-121; PNGC, REG-133)

Some commenters emphasized the need for a transparent approach to calculating net
requirements. (Wasco, REG-055; NRU, REG-103; Cowlitz, REG-118; PNGC, REG-133)

WPAG stated that the net requirements methodology should specify rights of the customers
to participate in other customer’s calculation and be attached as an exhibit to all of the new
power contracts. WPAG believes that this will help reduce disputes. (WPAG, REG-109)

Evaluation and Decision

BPA agrees with parties that a standardized, transparent approach to calculation of net
requirements is necessary, especially in a tiered rates environment where the net
requirements will determine a utility’s Tier 1 and Tier 2 rates obligation. BPA has an
existing methodology on determining customer net requirements, adopted in May 2000 as the
5(b)9(c) Policy. BPA intends that the current policy will continue to apply to its
determinations of net requirements load for each utility customer with only specific
modifications identified in the next section. BPA is willing to review other specific aspects of
its policy if BPA determines that such review is needed to address a specific issue raised by
its Regional Dialogue Policy.

Additionally BPA has been requested by several customers and groups to make its net

requirements determinations more open. WPAG suggested that BPA adopt specific rights
for the participation of other customers in BPA’s calculation process for each customer.
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BPA will explore ways to develop a transparent public process for BPA’s determination of
customer net requirements. BPA cannot yet state the exact form or type of process and
participation for its net requirements determinations but will explore alternatives in
implementation workshops on the section 5(b) net requirements process and calculations.
Customers should appreciate that their individual utility loads and resource information will
be made public in some format in the process, since that information creates the fundamental
basis for transparency. BPA will explore ways to make its final calculations publicly
available. These enhancements to the current net requirements process will be discussed in
implementation workshop discussions that will follow the release of this ROD.

BPA is not currently deciding customer rights to participate in the process of calculation of
other customers’ net requirements. BPA is committed to exploring ways to increase the
transparency of the determination and is inclined to believe there is the need for some level
of public comment in advance of making final net requirements determinations. WPAG’s
suggestion regarding dispute resolution is discussed in the Dispute Resolution Section of this
ROD.

Issue 2:
Will BPA perform the net requirements determination on an annual basis?

Policy Proposal

As stated above, BPA proposed to calculate its net requirements load obligations each year.
BPA emphasized that the annual approach is consistent with current practice and noted that
in conjunction with a limited resource removal right for load loss, annual determinations
provide the certainty intended by parties’ request that BPA perform net requirements load
calculations for the rate period only.

Public Comment

Some commenters asserted that the net requirements determination used to determine a
utility’s right to Tier 1 rate power should be for the rate period rather than annually to
provide resource and rate planning certainty for BPA and its customers. (Wells, REG-089;
NRU, REG-103; WPAG, REG-109)

WPAG expressed concern that if BPA is proposing to perform the net requirements
determination annually and it forms the source of the forecast on which removal rights for
existing non-Federal resource will be based, it will create a mismatch between the annual
utility load forecast generated by the net requirements determination and the 2-year rate
period during which the removal right for existing non-Federal resources would be available.
WPAG suggested that the net requirements determination used to forecast the utility’s retail
load for purposes of determining resource removal rights be done for each 2-year rate period,
making those periods correspond so that it provides some degree of planning certainty to
customers. (WPAG, REG-109)

NRU stated that an annual net requirements determination would be burdensome for both
BPA and its customers. NRU also stated that because rate periods are expected to be for 2 or
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more years, a net requirement determination that is done for the rate period will work better
“from a ratemaking standpoint.” (NRU, REG-103)

Evaluation and Decision

Regarding WPAG’s concern that the resource removal right would be on a different
timeframe for application than would BPA’s net requirements determination, BPA
acknowledges the differences. BPA has always performed an annual net requirements
determination under its contracts and intends to do so in the future. The precise coordination
between the net requirements calculation and the removal right for loss of load at the start of
a rate period has not been worked out and will not be resolved here. The net requirements
calculation does form the basis for the right to remove resources under the current contracts.
However, many details will need to be worked out for the new contracts given the tiering of
the rates by the HWM and the proposed changes to resource removal rights that will be a part
of a limited review of BPA’s 5(b)9(c) Policy. Those details will have to be decided in future
BPA public processes because BPA is not ready to decide that issue now.

BPA does not agree with WPAG that a “mismatch” between forecasts and removal rights
will be created. For clarification, BPA is proposing to limit resource removal rights to an
annual basis within the rate period except for the initial year of the rate period. This annual
removal right will be in synch with the annual load forecasts that the net requirements
determination will be based on.

BPA does not agree with NRU’s argument that annual determinations would be burdensome
for BPA and customers. This annual approach to net requirements is consistent with current
BPA practice and historical utility practice. BPA believes that annual calculations serve as
important checks on the load calculations that are used in rate cases. The annual calculation
will also serve to avoid surprises as loads change and will reinforce transparency. An annual
determination is consistent with BPA’s obligations under the Northwest Power Act to
determine its total load service obligation and in determining surplus power available to BPA
for the operating or contract year.

BPA does not believe that a net requirements calculation for the rate period will work better
for rate making purposes. Annual net requirements determinations will provide BPA with
better information and more up-to-date information about how its total Pacific Northwest
load obligations are changing under the 20-year contract and what cost impacts BPA may be
facing in meeting those obligations. The net requirements calculation will be done annually
to determine BPA’s load service obligations under its power sales contracts as stated in
section 5(b)(1) of the Northwest Power Act.

Issue 3:
When will the net requirements determination be performed?

Policy Proposal

The “Annual Net Requirements Calculation” section of the Policy Proposal was silent on
when the determination would be performed. In the “Mechanics of High Water Mark”
section the Policy Proposal noted that prior to signing Regional Dialogue contracts BPA
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would work with parties in implementation discussions to establish a transparent approach
determine net requirements for and during the contracts.

Public Comment

PNGC commented that having the process to determine a utility’s Tier 1 amounts, which
includes the net requirements calculation, outside of the formal 7(i) proceedings would
simplify the process. PNGC further stated that having the determination prior to the rate case
would free it from procedural requirements of the 7(i) and give customers and BPA time to
plan and acquire necessary resources for the next rate period.

Evaluation and Decision

Under the current contracts BPA does an annual review of net requirements obligations
starting in late July of a Contract Year. Those determinations will continue for the current
contract. The HWM calculations will not be simply a net requirements load forecast but will
include other adjustments per the decisions made and direction given in this Policy.

PNGC commented that by having the initial HWM process in a section 7(i) rate case process,
it subjects that calculation to the rigorous processes and data requirements of the rate case.
BPA believes that a net requirements calculation can be conducted in an open manner in a
non-rate case setting. Also, by not having the net requirements calculation tied to a rate case,
it will give customers more time to plan for resources they may need to acquire in the
upcoming rate period. BPA believes that the calculation of net requirements is an
administrative function and is not required to take place in a section 7(i) rate case. The net
requirements loads will be calculated prior to the beginning of each fiscal year. The net
requirements will be compared against a utility’s HWM to determine a customer’s access to
Tier 1 and Tier 2 rate power. However, the timing and details of both the net requirements
determination and HWM calculation are under development and will be discussed further in
implementation meetings following the release of the ROD. At that time, BPA will discuss
alternatives with customers to develop the details of both processes.

F.  CHANGES TO BPA’s 5(b)9(c) POLICY

Issue 1:
Whether BPA will consider reviewing its current section 5(b)9(c) Policy to
accommodate the proposed 20-year Regional Dialogue power sales contracts.

Policy Proposal

In its Policy Proposal regarding customer rights to add and remove non-Federal resources,
BPA noted that it would need to review and modify the current section 5(b)9(c) Policy to
reflect the changes in the treatment of customer resources.

Public Comments

PNGC commented that the 5(b)9(c) Policy would impact a customer’s resource removal both
short and long term, and that a review should be undertaken as soon as possible so that
customers know the framework they are working in to acquire non-Federal resource for
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service to non-Tier 1 loads. (PNGC, REG-133) PNGC added that the 5(b)9(c) Policy must
be developed in concert with the TRM and products and well before Regional Dialogue
contracts are offered, suggesting that BPA revise its 5(b)9(c) Policy in time for the initial
setting of HWMs.

Franklin and PPC recommended that BPA “rethink” its interpretation of section 9(c) in light
of the new allocated world. They recommend a policy that will allow utilities to better
manage their complex relationship with BPA and other power suppliers as well as balance
their power sales and purchases without undue restriction. (Franklin, REG-100; PPC,
REG-132) Northern Wasco supported the review and modification of BPA’s current
5(b)9(c) Policy and emphasized the need for equitable treatment for adding and removing
non-Federal resources. (NWasco, REG-055)

Evaluation and Decision

BPA’s current Section 5(b)9(c) Policy allows customers, for reasons of load loss, to remove
non-Federal resources which are dedicated to serve their consumer load upon 60 days notice
before the start of the next Contract Year and for the duration of that year. The customer
must have the resource(s) available the following year and must apply that resource(s) if its
consumer load increases in the next year. Under Subscription contracts, customers set their
initial non-Federal resource amounts they are obligated to apply and use to serve their load
based on the resources they showed in their 1998 Firm Resource Exhibit, and their choices to
apply additional non-Federal power purchases or resources they would use under the
contract. Consistent with the 5(b) Policy, the Subscription contracts provide for the customer
a right to remove those resources on an annual basis to adjust for any load loss in the
Contract Year. The customer’s firm resource commitments define its obligation to serve its
load, which is load BPA does not have to serve. Generally the non-Federal resource
obligations a customer has, do not change under the contract, unless an extraordinary
circumstance arises that BPA determines warrants a change.

The proposed approach for power sales contracts and customer resources under Regional
Dialogue creates a distinction between those non-Federal resources that currently exist and
are used to serve existing consumer load, and those “new Tier 2” non-Federal resources that
a customer decides to use to serve its retail load above its HWM. PNGC believes it is
reasonable to review and consider whether to modify the Section 5(b)9(c) Policy as soon as
possible but at least in coordination with BPA’s other implementing steps for Regional
Dialogue particularly any TRM that BPA adopts. PPC and Franklin believe BPA should
“rethink” its 9(c) Policy as well since they do not find the current policy conducive to the
“complex relationships™ that an “allocated world” will create.

BPA understands PNGC'’s interest in undertaking a timely review of BPA policy in order to
coordinate it with the potential changes to contracts and rates. However, BPA does not
believe that all aspects of the current 5(b)9(c) Policy need to be reviewed for modification.
Most but not all of the policy should remain as it is. However, BPA will review the policy
regarding application of a customer’s non-Federal resources to load served above a
customer’s HWM.
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Regarding PPC’s and Franklin’s comments that the 9(c) Policy covering BPA review of a
customers’ sale of non-Federal thermal, renewable, or hydro power outside the region, BPA
is not proposing any changes at this time. In 2003, BPA provided clarifications as part of a
litigation settlement over its 5(b)9(c) Policy, and those clarifications are still in effect. The
clarifications concern the customers’ use and application of resources constructed after

May 2000 and were designed to encourage new resource development in the region. While
BPA is not contemplating any specific changes around the 9(c) Policy, BPA remains willing
to listen to customer’s specific concerns and will consider specific additional clarifications to
address new issues on how the current policy will work under Regional Dialogue contracts.
BPA recognizes that the HWM construct is likely to result in additional utilities participating
in resource development and that those utilities may have questions.

Presently, BPA will review the 5(b)9(c) Policy to account for three specific matters that are
raised by the Policy Proposal: (1) a customer’s disposition of “new” non-Federal resources
that are being used to serve a customer’s load above its HWM — the so-called Tier 2 non-
Federal firm resource additions a customer may make; (2) a customer’s ability to remove its
existing non-Federal resources that are dedicated to serve existing load under the current
contract — the so-called Tierl non-Federal firm resources; and, (3) given current state law
trends the possible elimination of the customer’s ability to add non-Federal renewable
resources in any year and for any duration.

e Limiting Resource Removal. BPA’s current policy and contracts allow a customer to
remove resources on an annual basis to maintain the net requirement that is established in
its contract. BPA will propose to modify resource removal rights as follows for Regional
Dialogue contracts:

1. Allow Customers to Remove Resources Built to Serve Load Above HWM.
Regional Dialogue contracts will provide an annual right for a customer to remove
new resources (new customer resource amounts applied after the Subscription
contract) applied to serve the load beyond its HWM. Without this right, a customer
that develops resources to meet its load beyond its HWM would be at risk of losing
access to BPA’s lowest-cost PF power if the load growth did not materialize, creating
a disincentive for infrastructure development. This right is applicable to Slice, Block
and Load-Following products.

2. With-in Rate Period Removal for Existing Resources. Each rate case BPA will
establish a customer’s purchase rights for that entire rate period based on then current
forecasts of its net requirement. BPA will only allow a customer to remove existing
resources (customer resource amounts applied under Subscription contract) for
purposes of calculating a customer’s net requirements within a rate period and not
ahead of the rate period, and then only in order to maintain the purchase amounts
established for that rate period. This right only applies to Block and Slice customers.
This removal right will only affect Tier 1 loads. The load-following customers will

not have this right because their product automatically adjusts to changes in their
load.
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3. Eliminating Renewables Exception. BPA will propose to eliminate the 200 MW
(in aggregate) exception of renewable resource additions established under the
Subscription contracts and BPA’s 5(b)9(c) Policy.

As BPA considers the Section 5(b)9(c) Policy and possibly adopts modifications to it, the
new Regional Dialogue contracts will equally have to reflect the terms and conditions which
are consistent with the 5(b)9(c) Policy. As long as the rights and subsequent treatment of
resources in the contract do not change, and are in accord with the Section 5(b)9(c) Policy,
there is no need to modify the policy or contract terms. The policy applies to power service
under any section 5(b) contract, and for purposes of section 9(c) to any section 5 power sale
for a customer’s electric power requirements. See Policy on Determining Net Requirements
of Pacific Northwest Utility Customers under Section 5(b)(1) and 9(c) of the Northwest
Power Act, Record of Decision (May 2000) at 17. BPA will include discussion of these
proposed modifications in the public meetings and workshops that work out details on how
the Policy will be implemented. Such a discussion will be used to answer any questions
persons may have and to help inform BPA’s decision whether it needs to make revisions to
the 5(b)9(c) Policy.

Issue 2:
Whether BPA will include a contract provision for a limited resource removal right for
existing non-Federal resources for load loss within a rate period?

Policy Proposal

BPA proposed to include in the Regional Dialogue contract a limited resource removal right
for a customer’s existing non-Federal resources applied to its current loads, but only for load
loss a customer experiences within a rate period. Qualifying load loss would only be the
difference from the forecasted amount of load and resource measured from the start of each
rate period. This would ease a customer’s take-or-pay risk.

Public Comment

Several commenters support the proposal to offer a limited resource removal right for load
loss a customer may experience within a rate period. (Richland, REG-091; NRU, REG-103;
Cowlitz, REG-118; PNGC, REG-133; Tacoma, REG-135) PNGC commented that allowing
customers to remove existing resources could result in significantly lower HWM than
expected. WPAG suggested that removal rights for new non-Federal resources not be linked
to retail load loss and that the removal right should be available (after reasonable notice to
BPA) without regard to the reasons prompting such action. WPAG stated that having
unconditional resource removal rights would provide flexibility and would help overcome
the challenges of new resource development. (WPAG REG-109)

Evaluation and Decision

BPA does not agree with WPAG’s comments that the right to remove a non-Federal
resource, whether it serves current load or load growth, should be unlimited. First, BPA’s
obligation is to serve the utility’s load net of the firm resources the utility has committed to
serve the load. The utility’s obligation to supply a resource under its contract must be on the
same basis as BPA’s obligation to serve or BPA’s obligation becomes open-ended, which is
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contrary to the Regional Dialogue Proposal. Second, other customers are not stepping up to
a proposal that has BPA backstopping any change in resource for all the utilities in the region
even at Tier 2 rates. The ability of any or all utilities to remove any resource for any reason
would place BPA back into a position of not knowing its load obligations. Third, Congress
intended and BPA expects that once a customer commits a resource to serve its own load, the
resource will continue to be so used except in very specific, limited circumstances.

Under the Subscription contracts BPA agreed to a limited removal of non-Federal resources
for a Contract Year if there had been a loss of load but only to the extent of the load loss.
Customers are required to return that resource to load in the event their load is higher in the
next or following years. The removal of the resource is thus for only 1 year at a time.
Several customers believe that given the changes in rates and service proposed by BPA, a
more workable horizon would be to allow resource removal for the rate period, nominally

2 years. The theory seems to be that since the utility will have had to commit to cover its
load above its HWM for the rate period or have asked BPA to supply power at a Tier 2 rate
for that load, then allowing removal for load loss for a rate period would not cause cost risks
to BPA.

Generally, BPA agrees with this expectation once the rate period begins and sees merit in
proposing a limited right to remove non-Federal resources from a customer’s Firm Resource
Exhibit, if the customer’s loads expected to be served during the rate period do not
materialize. If the service obligations are clearly defined on a rate period basis under the
contract such that BPA would not have an obligation to supply power to serve the consumer
load or replace resource amounts for that rate period, then allowing removal of non-Federal
resources within a rate period basis will not impose costs and balances reciprocal obligations
between BPA and the customer, to the extent of a planned load loss.

However BPA does not believe that this logic holds at the beginning of a rate period when a
customer’s net requirement is below its Rate Period HWM. Allowing resource removal in
this situation results in a greater amount of power being sold at lowest-cost Tier 1 rates than
would otherwise be the case, and increases the need for augmentation because the increase in
Tier 1 power amounts will drive the need for an equal amount of augmentation. Even if
augmentation is not required then secondary power amounts would be reduced. The
augmentation costs or reduction in secondary credits available due to serving the additional
load would increase Tier 1 rates overall because any gain in value by the utility removing
resources would be at the expense of the other customers.

This reality is underscored by what has transpired during the Subscription contracts. A
number of utilities received their power based on forecasts done before power deliveries
began under the contract. The projected high load growth turned out to be optimistic but
customers with resources have been able to remove resource amounts and maintain a
purchase amount significantly above the amount they would receive with an updated net
requirement, absent the resource removal right. Those customers will have received several
hundred million dollars in value from the removal rights, value that would otherwise have
resulted in lower PF rates for the other customers. This loss of value, concerns about
minimizing augmentation and our interest in keeping Tier 1 rates as low as possible are why
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BPA will propose to change the 5(b)9(c) Policy to limit resource removal rights for existing
resources.

Issue 3:
Whether BPA will include a limited resource removal right for new non-Federal
resources serving a customer’s net requirements load in excess of their Contract
HWM?

Policy Proposal
BPA proposed to include in the Regional Dialogue contract a resource removal right for new
resources serving a customer’s net requirements load in excess of their HWM.

Public Comments

PNGC commented that rights to remove Tier 2 resources should parallel notice provisions
for Tier 2 purchases, and that it should have the right to remove these resources on a short-
term basis so as to not reduce the Tier 1 purchase amount. (PNGC REG-133) WPAG
commented that the removal right for new non-Federal resource should not be linked to retail
load loss. WPAG also suggested that the removal right should be available (after reasonable
notice to BPA) without regard to the reasons prompting such action. (WPAG, REG-109)

WPAG suggested that removal rights for new non-Federal resources not be linked to retail
load loss and should be available to preference customers (after reasonable notice) without
regard to the reason prompting the action. WPAG stated that having unconditional resource
removal rights would provide flexibility and would help overcome the challenges of new
resource development. WPAG stated that BPA’s Policy Proposal was silent on how the
removal rights for new and existing non-Federal resources will differ. (WPAG, REG-109)

NRU emphasized the need for removal rights to help customers balance their ability to
develop new resources without sacrificing their portion of Tier 1 power. (NRU, REG-103)
PNGC supports the right to remove new non-Federal resources on a short term basis in order
to maintain Tier 1 purchase amounts. (PNGC, REG-133)

Evaluation and Decision

BPA recognizes that there may be a need to remove “new” or so called Tier 2 non-Federal
resources that a customer has added to its Firm Resource Exhibit to serve its load beyond the
amount available through its Contract HWM. This need would be particularly apparent in
the circumstance when the planned amount of load growth did not occur as anticipated.
Other circumstances which may need to be addressed are not as apparent. Certain
flexibilities are necessary to help provide for resource and rate planning certainty to both the
customer and BPA. In a tiered rate environment it is crucial that a balance be struck that
achieves certainty for both parties. Customers may need flexibility to manage their resource
additions, but at the same time BPA must be assured that customer’s resource decisions do
not place additional service or cost burdens on BPA and adversely impact BPA or its other
customers.
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Establishing a resource removal right will help ease those challenges. Without such a right, a
customer that develops resources to meet its load beyond the amount available through its
Contract HWM would be at risk of losing access to power at the Tier 1 rate if that load
growth did not materialize. This would create a disincentive for utilities to develop needed
infrastructure, which is in direct conflict with the goals of Regional Dialogue. BPA will
propose to allow utility customers an annual right to remove new resources built to cover a
utility’s load growth. Regarding WPAG’s concern that BPA has not explained how the
resource removal rights for new resources may differ from those rights applicable to existing
resources, while BPA acknowledges that details are not yet fully addressed BPA believes the
intended distinctions are adequately explained in the Policy Proposal and this ROD under
Issues 1 and 2 above. Additional details will have to be addressed in the implementation
steps of rate and product development, and contract negotiation.

One of the goals of Regional Dialogue is to promote infrastructure development. BPA
acknowledges NRU’s comments and understands the impediment customers developing
resources face in regard to the uncertainty of how much low-cost power they are able to buy
from BPA. Having a resource removal right that removes this impediment will help
encourage infrastructure development. BPA and customers that use non-Federal resources to
serve load must have some understanding, basis, or event that triggers a customer’s right to
remove its resource(s). A loss of load that can be factually demonstrated is a reasonable
event upon which to base this right (as is loss of resource, obsolescence, and retirement).
BPA does not understand what purpose a notice provision serves for removing a resource if
the removal can be done for any reason, particularly if the customer load has not decreased
and must still be served. In that case, BPA assumes the customer would seek to substitute an
existing non-Federal resource with another non-Federal resource and not Federal power. If
so, BPA is indifferent as long as there is no adverse impact on BPA. However, BPA also
agrees with PNGC that granting unlimited resource removal rights could threaten the stability
of other customer’s access to Tier 1 power. For reasons stated in previous sections, BPA will
not allow for unconditional resource removal right.

In response to PNGC’s comment on parallel notices, BPA intends to design notice provisions
for removal of resources that a customer dedicates to load above its HWM so that the notice
parallels notices to change Tier 2 purchase amounts from BPA. Regarding both NRU’s and
PNGC’s comment on the impact of new resources and removal rights upon a utility’s Tier 1
purchases, BPA also understands that customers with new resources will want the flexibility
to manage those resources without having to risk losing access to BPA’s lowest cost PF

Tier 1 rate power. BPA intends to maintain the annual removal right for these new resources
so that a customer’s choice to dedicate new resources does not reduce the amount of Tier 1
rate power available to it in a contract year. A final decision on this and associated details
will be worked out in the contract, product and rate development processes.

Issue 4:

Will BPA require Block and Slice/Block customers to make resource declarations for
non-Federal resources?
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Policy Proposal

The amount of Federal power a public utility customer is actually eligible to purchase in any
particular year is determined by its net firm power load requirement, which is the amount of
the customer’s regional retail consumer load that is not being served by the customer’s non-
Federal resources applied to its load. BPA will calculate net requirements loads each year to
determine the amount of power each customer is eligible to purchase from the BPA that year.

Public Comments

Tacoma commented that customers should not be obligated to declare resources in the new
contract except when a customer is purchasing under a Partial Requirements contract, or
changing its service (shifting) from Full Requirements to Partial Requirements service.
Tacoma further stated that BPA’s obligation to serve will not be affected by customers’
individual choices regarding the use of non-Federal resources and power supplies, either
owned by customers or purchased from third parties. Tacoma asserted that BPA or other
BPA customers will bear no economic consequences for changes in Block and Slice/Block’s
non-Federal resource decisions. (Tacoma, REG-135)

Evaluation and Decision

In the public review of BPA’s May 2000 5(b)9(c) Policy, Tacoma raised a similar issue that
BPA did not need to know load or resource information from BPA’s public customers or do a
net requirements calculation until BPA was in an insufficiency status under section 5(b)(5)
and (6) of the Northwest Power Act. Tacoma also stated that BPA did not have a right to
review Tacoma’s load forecast and had to accept the utility’s forecast for purposes of
calculating net requirements. Now Tacoma argues the similar points on BPA’s net
requirements determinations using an economic rationale. They argue that for Slice Block
purchasers there is no risk to BPA, and net requirements is not relevant to them but only to
full requirements customers or to partial requirements customers.

BPA is obligated under section 5(b)(1) of the Northwest Power Act to offer power to meet a
customer’s firm regional consumer load less the non-Federal resources the customer applies
to the load. This obligation is determined by BPA’s net requirements determination.
Tacoma’s logic is unpersuasive and unsupportable. BPA will apply its 5(b)9(c) Policy
uniformly to all customers regardless of their type of power purchase. As BPA stated in its
May 2000 Record of Decision, “BPA alone holds the statutory responsibility to provide
electric power to meet not only the retail firm load of one utility customer less its applicable
resources, but the total net firm requirements load of all eligible customers.” BPA
accomplishes this task by obtaining information and reviewing data on each individual utility
customer’s firm consumer load in the region and the utility’s firm resources applied to those
loads. These net requirement load determination define BPA’s obligation to provide power
under its power sales contracts which in turn affects BPA’s resource expenditure, its
revenues, and ultimately its ability to repay the U.S. Treasury. An annual review of those
obligations to review for changes to a customer’s loads and resources, if any, is consistent
with prudent and sound business practices. BPA disagrees that it can avoid this duty and not
review and refine its obligation based on Tacoma’s assertions of one economic future.
Therefore, BPA will require that all of its regional utility customers, including those who
purchase Block products or Slice and Block products, and who are buying power for their
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firm consumer loads continue to provide information on their both their regional firm
consumer loads and their non-Federal resources, in adequate detail and quality to allow BPA
to make revisions annually to its net firm requirements load obligations to its customers.

G. Centralia

Issue 1:

What should BPA’s disposition be on the Centralia replacement resources currently
included as a Section 5(b)(1)(B) firm resource in Seattle’s, Snohomish’s, Tacoma’s and
Grays Harbor’s (Four Publics) power sales contract post-2011?

(1) Should the amount of the Centralia replacement resources of the Four Publics be
subtracted from total retail load in calculating the utilities’ HWM calculations?

(2) Should the Centralia replacement resources be removed from the dedicated firm
resources of the Four Publics for the post-2011 power sales contract?

(3) Ifremoved, what should BPA’s determination be on the sale of the Centralia
resource, based on 9(c) criteria?

Policy Proposal

BPA proposed to conduct a review of the Centralia coal plant sale under its 5(b)9(c) Policy
as part of an overall package for service under Regional Dialogue contracts. This proposal
responded to the PPC “allocation” proposal that requested BPA “not include a utility’s prior
ownership share for a generating resource no longer owned by the utility,” for purposes of
calculating the Four Publics’ net requirements or HWM for Regional Dialogue contracts.
The Centralia Replacement resource was the only resource identified by PPC.

Public Comments

Several customer groups’ comments supported removal of Centralia as a 5(b) resource, but
only as part of an overall package. For example, NRU stated, “in the context of the overall
Policy Proposal, we continue to believe that it is acceptable to remove Centralia from the
firm resource exhibits of the affected BPA customers, even if this has a negative
consequence for the HWM amounts received by the Agency’s load-following customers.
However, our support for Centralia is predicated upon other key aspects of the Policy
Proposal being adopted that are important to NRU members. If the package cannot hold
together, then all aspects of any future power supply approach, including the treatment of
Centralia, will need to be re-assessed.” (NRU, REG-103; PNW IOUs, REG-142)

In addition, other comments stated BPA should consider removal of Centralia as a 5(b)
resource based on the merits of this action apart from any consideration in the Regional
Dialogue. WPAG believed that the utilities had provided sufficient power under the Four
Publics’ current Subscription contract obligations to allow removal of the resource,
recognizing that they no longer owned the plant. Washington’s Governor Gregoire stated,
“The Regional Dialogue links favorable treatment of this issue to the general success for the
overall proposal. However, if BPA finds that there is a fair and legal way to resolve the
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Centralia issue, then it should be just as fair even if other conditions are not met. I encourage
you to consider this issue on its own merits.” (Gov. Gregoire, REG-147; WPAG, REG-109)

BPA stated that it would need to collect, analyze, and review information on the sale of
Centralia in conducting any review and could not state what result that review might
produce. As part of their comments in this Regional Dialogue process, the Four Publics
submitted information to BPA on September 26, 2006, that detailed the arguments for their
position and then supplemented that information on January 7, 2007, in response to BPA
questions. The Four Publics stated that Centralia should be removed from Exhibit C for the
following reasons:

A.

Fulfillment of a Prior Contractual Notice Period for Removing Resources: “As of
October 1, 2009, each of the Utilities will have satisfied the waiting period set out in
Section 12(b)(8) of the 1981 PSC for the permanent removal of their ownership
shares of Centralia from retail load service.”

Removal Due to Obsolescence or Loss of Resource

1. Obsolescence. “At the time of the sale, Centralia had been in operation for nearly
thirty (30) years, and could not continue to be operated in its then current
configuration because it did not comply with applicable emissions standard. In
short SWAPCA would not permit the continued operation of Centralia in its then
current configuration. (Exhibit 1, pp. 24-27; Exhibit 3, pp. 36-37) As minority
interest owners, the Utilities could neither force the other Centralia owners to
make the capital investment to install the emission control equipment required by
the regulator, nor could they consistent with Washington law shoulder the entire
expense of installing this equipment on their own.”

1i. Loss of Resource. “Prior to the Centralia sale, SWAPCA had issued an order
requiring the installation of technology to materially reduce emissions from
Centralia, and indicated that continued operation of Centralia would not be
permitted if such equipment were not installed. (Exhibit 3, pp. 36-37) And the
Utilities could neither force the other Centralia owners to make the capital
investments necessary to install scrubbers, nor could they consistent with
Washington law shoulder the entire expense of installing scrubbers on their own.”

“Under these circumstances, Centralia was unavailable to the Ultilities due to a
combination of state regulatory action by SWAPCA and the inability of the Utilities
on their own to bring Centralia into compliance with the regulatory requirements of
SWAPCA for continued operation. This constitutes permanent loss of Centralia due
to regulator action, thereby permitting permanent removal of each Utility’s ownership
share of from (sic) Exhibit C in accordance with 5(b) of the Regional Act.”

56



C. Request for Removal on Consent of the Administrator: The Four Publics claim that
implementation of tiered rates eliminates the possibility of utilities disposing of non-
Federal resources and placing the load on BPA at a melded rate, thereby imposing the
costs of this additional supply on all preference customers, and therefore the
application of Centralia as a dedicated resource makes little sense. Second, the Four
Publics stated that “the basic tenet of tiered rates is that all customers will enter the
tiered rates environment on an essentially equal footing, and with a power supply
relationship with BPA that is more rational and business-like. These objectives will
not be advanced by reducing the access of the Ultilities to Tier 1 power based on the
involuntary disposition of a resource that took place ten (10) years ago.” Third, the
Four Publics suggested that “it is fundamentally inequitable to permanently reduce
the amount of Tier 1 power that will be available to the Utilities based on a generating
resource that they will not have owned for nearly ten (10) years, and which is no
longer available to them due to circumstances that were beyond their control.”

As an elaboration of the arguments to remove Centralia separate from the Regional
Dialogue, a number of comments reiterated prior specific arguments for the removal
of Centralia. These arguments state that the Centralia resource is obsolete, retired or
lost due to increased emissions regulations and the inability of the individual public
utilities as minority owners to either fund upgrades or control the sale of the plant.
Further, the utilities argue that they have not owned the plant since 2000 and HWM
determinations should not include a resource the utilities do not own.

Evaluation and Decision

Regarding the first issue, comments received generally support the removal of Centralia for
the purpose of implementing the BPA proposal on HWMs and new contracts which was
BPA’s alternative to the PPC’s power allocation proposal. Because the calculation of a
customer HWM is effectively the determination of whether a Tier 1 rate or a Tier 2 rate is
applicable to the power service that a customer may take from BPA, the HWM is a rate
matter in which BPA has discretion of design. The HWM will set the amount of power
purchases to which either Tier 1 or Tier 2 rates will apply. BPA finds that given the equity
arguments made by the Four Publics over the Centralia resource disposition, the general
support stated in comments, and an adjustment to each of the Four Publics’ HWMs which
removes the Centralia replacement power purchase is appropriate. This means that each of
the Four Publics will receive a higher HWM amount than would be the case if BPA were to
keep the Centralia replacement power amounts in the equation for these customers when
computing their HWMs. However, their exclusion of the Centralia replacement from the
calculation of their HWM will affect only their PF rates.

Regarding the power service issue of removing the Centralia resource from each of the Four
Publics’ Firm Resource Exhibit (FRE), their current Exhibit C of their BPA power sales
contract, BPA has reviewed the materials and arguments presented. Each argument
presented was considered. For several reasons most of these arguments fail to persuade BPA
that removal of the Centralia replacement resource is warranted. Only in one circumstance,
which is conditional, would BPA find the removal of the Centralia replacement resource
obligation appropriate.
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Regarding the argument of fulfillment of the section 12(b) 1981 power sales contract’s
7-year notice to remove a resource for any reason, BPA does not find this argument
persuasive. In 1996, BPA changed the basis for additions and removals of customer
resources when it executed contract revisions with customers. For Snohomish, Tacoma,
Seattle and Grays Harbor, they all executed an Amendatory Agreement No.7 to their power
sales contracts which, for the first three, included Centralia as part of their non-Federal
resources that the customer applied to load. For Grays Harbor, BPA consented to the
removal of the resource but only for the remainder of the 1981 contract, with a BPA surplus
power sale making up the difference in power for the Centralia power removed. BPA did not
agree to permanent removal of Centralia and only supplied surplus power as a replacement
for the resource.

Amendatory Agreement No. 7 only allowed changes in the FRE by either the addition of
renewable resources or by the Administrator granting consent. Any notice, which would be
effective only after the term of the contract, does not have legal effect after the termination of
the contract unless the parties have agreed it would have post-termination effect. Although
Grays Harbor argues its notice of removal should apply after the 1981 contract expired, there
simply was no such agreement. In the May 2000 ROD, BPA specifically considered and
decided against the arguments posed by Grays Harbor PUD that the temporary removal due
to a surplus sale did constitute a permanent removal of the resource from service to Gray’s
Harbor’s load as a dedicated firm resource beyond the term of the 1981 contract. Moreover,
all four customers executed contracts with BPA that included their Centralia replacement
resource and expressly gave their consent to continued application of these resources. They
can hardly argue now that they have a contractual right to remove these resources based on a
terminated contract.

Regarding the removal of the Centralia resource due to obsolescence, BPA recognizes the
severe problems confronting the Centralia owners in late 1996 and beyond regarding
compliance with the SWAPCA regulatory standards. BPA understands this led to the
resource owners’ decision to dispose of the generation plant and the Centralia mine. BPA
further understands that the mine and the plant were in fact sold to TransAlta of Canada and
that TransAlta continued to operate the plant successfully. In the May 2000 ROD the term
“obsolescence” is defined as causing permanent discontinuance of a non-Federal resource
under Section 5(b)(1) of the Northwest Power Act. “BPA interprets resource obsolescence as
being worn out such that the design or the mechanism producing the electricity is no longer
operable.” BPA cannot reasonably find that the Centralia resource, since it continues to
operate, has become obsolete. BPA notes that similar comments on Centralia were addressed
in the May 2000 ROD. BPA stated, “Indeed, the Centralia resource and the decision of the
owners to sell the resource on the market demonstrates that the resource is neither obsolete,
retired, nor lost.”

Regarding the comments of the Four Publics that their Centralia resource was permanently
discontinued due to loss from regulatory action beyond their control, BPA would need to see
additional information on the alternatives available to the customers at the time. BPA
understands that the Four Publics as Centralia owners were minority interests in both the
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project and the mine, and that alone one owner could not force action on any of the others.
However, BPA will not at this time conclude that no actions could have been taken to keep
the project operating since the owners followed a decidedly different course, the successful
sale of the Centralia project and mine.

Finally, in their submission the Four Publics commented that even if BPA could not find a
basis for removal of the Centralia resource replacement obligation for the forgoing reasons,
the Administrator should grant consent for the removal of their Centralia replacement
obligations. They recommend that the implementation of tiered rates under BPA’s proposal
eliminates the possibility of their utilities disposing of non-Federal resources and HWM
placing the load on BPA at a melded rate, thereby imposing the costs of this additional
Federal supply on all preference customers. They suggest that any incentive to impose the
costs of Centralia on other customers is removed once BPA is no longer melding its resource
acquisition costs into its power rates and that tiering will put all customers on an equal
footing regarding the cost of their Tierl service. They see little reason to continue the
obligation to provide Centralia replacement resource in such a rate environment since it
doesn’t protect any other customers from incurring the next increment of BPA costs; i.e.,
those costs would be charged in Tier 2. They further commented that the equities of their
being minority owners unable to affect the actions on Centralia and their current 10-year
commitment to supply replacement supports their argument for Administrator consent to
removal.

BPA is inclined to agree that there is a basis for the Administrator to grant consent based on
the public policy benefits of achieving a tiered rate pricing construct. It should be noted that
the argument that there is no impact on other customers is nullified by the fact that BPA is
deciding to provide access through a HWM for the Centralia resource amount of the Four
Publics. Since the total HWM amount is limited, providing the Four Publics with the access
they are requesting necessarily affects the remaining amounts available to other customers
and their overall costs for power. While BPA is not persuaded by the “no impact” argument,
BPA finds that most, if not all, public utility customers appear to support the removal of the
Centralia resource replacement from these customers’ firm resource obligations under a
Tiered Rate Methodology and new contracts. Under such a future, BPA consent to the
removal of the Centralia replacement resource furthers the overall public purposes that BPA
has presented for the adoption of tiered rates and new contracts in the post 2011 period.
Therefore, the Administrator will exercise his discretion to allow the removal of the Centralia
replacement resource from each of the Four Publics’ Firm Resource Exhibit starting in

FY 2012, on a conditional basis. That condition is the successful completion of new
contracts and tiered rates substantially as described in this Policy. BPA accepts the
comments voiced that other customers’ support for removal makes sense in a tiered rate,
HWM environment but does not in a melded one. BPA also is convinced by the comments
that without including removal of the Centralia replacement resource, support of this Policy
and the signing of Regional Dialogue contracts could be at risk. BPA believes that the HWM
rate construct establishes public policy benefits discussed in other sections of this ROD and,
in that context, the consent is a prudent decision.
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However, the decision to allow removal of the Centralia replacement resource is specifically
conditioned on tiered rates and new long-term contracts being implemented by BPA and its
customers. This consent would not be granted outside of the context of the new public policy
and its benefits that justify the decision. In the event that BPA is required to meld its rates,
then a harmful consequence which the Four Publics argue will not happen, that is imposition
of costs on other public customers, would occur and BPA will then not give consent to
removal and would require the continuation of the Centralia replacement obligation for the
Four Publics in next contract. In this situation, the decision on Centralia would be based
solely on other issues previously discussed and BPA may have no compelling reason to
further review its prior decision on Centralia.

BPA’s consent to removal of the Centralia replacement resource would be effective as of
October 1, 2011, and not prior to that date. The Four Publics’ obligations under their current
contract will continue for the duration of their Subscription contract. Because this decision is
conditional, BPA will not presently address the other issue of whether any decrement to its
firm power obligations under section 9(c) is necessary. If tiered rates and new contracts are
developed for execution, and the Centralia resource is removed as a 5(b) resource, then BPA
would determine subject to additional review of relevant facts that the status of Centralia
disposition under 9(c) provisions will not require a decrement.

BPA has received helpful information on the Four Publics’ sale of Centralia that indicated
opportunities were available for Pacific Northwest customers to acquire the resource and the
mine. BPA will more fully consider that and other information as it may relate to the Four
Publics’ sale of the resource under section 9(c) but BPA will not complete that analysis at
this time. BPA will conclude its review regarding a section 9(c) determination after
additional steps are taken as needed for implementation of the HWM contract and tiered
rates.

H. 2010 CUSTOMER RESOURCE AMOUNTS

Issue 1:
What year should be used to establish customer resource amounts for HWM
determinations?

Policy Proposal
The Policy Proposal was to use customers’ FY 2010 non-Federal resource amounts to set
HWMs rather than FY 2012 as suggested in the PPC Proposal.

Public Comments

BPA received comments ranging from, BPA should use loads and resources known at the
time of contract signing (either historical average loads and resources or FY 2007 loads and
resources assuming contracts are signed in FY 2008), to BPA should use FY 2010 loads and
(a reasonable estimate of) FY 2012 resource amounts. A number of comments supported use
of FY 2010 resources. Some of these suggested using FY 2010 resources with no
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adjustments. Others expressed or implied that HWMs should be based on FY 2010
resources, but with some specific exceptions.

A number of comments addressed specific customer resource issues that are likely to affect a
customer’s HWM determinations. These comments raised questions concerning the sale of
ownership interests by several public utility customers in the Centralia coal plant, Grant
PUD’s marketing of the Priest Rapids Hydroelectric Project, the treatment of qualifying
facility (QF) resources required to be purchased by a customer under the Public Utilities
Regulatory Policies Act (PURPA), consumer-owned resources, and changes in hydro
resource operations consistent with the Pacific Northwest Coordination Agreement (PNCA)
and the critical year used to determine the firm capability of hydro resources. The Centralia
issue is addressed in the immediately preceding section in this ROD. The other issues are
addressed below.

The Northwest and Intermountain Power Producers Coalition (NIPPC) expressed concern that BPA
has developed a complicated “allocation” formula that appears to give incentives for public agency
customers to delay non-Federal resource decisions and rely on BPA for Tier 2 service for at least the
early years of the new contract. Basing HWMs on FY 2010 loads and resources increases BPA’s
need to augment its system. NIPPC supports an “allocation” of the Federal power system without
any augmentation and sees value in certainty sooner rather than later. The (presumably preferable)
“alternative is to allocate the system now based on the historic average of 5-year resources and loads
for the Subscription contracts ending (2001-2006).” (NIPPC, REG-130)

Canby commented that BPA's proposed schedule would have utilities receive their Federal power
allocation in 2011, 3 years after they sign 20-year contracts. Instead of using FY 2010 loads and
resources, BPA should assign shares of the Federal power system, based on current and/or historic
loads, before the contract-signing deadline of 2008. Canby expressed concern that the delay in
certainty would not allow it and other utilities sufficient time to conduct due diligence on post-2011
resource decisions. It also expressed that “in the absence of an early allocation, we fear a repeat of
the 'let BPA buy for me' syndrome that contributed in part to BPA's supply problems during the
West Coast energy crisis in 2001.” Canby acknowledges that the "early" assigning of HWMs may
create some inequity and that there is no clean, easy solution, but expressed that “on balance,
Canby believes that it will create more predictability for utilities and BPA if the allocation occurs
prior to contract signing.” (Canby, REG-064)

Springfield Utility Board (SUB) supports BPA's proposal regarding the calculation of
HWMs, stating that BPA’s proposal to use FY 2010 resources dedicated to load as specified
in current contracts provides certainty. SUB notes that "despite PPC staff's efforts, repeated
attempts by SUB and others to get clarity on utility-owned resources (and resources
dedicated to load not owned by utilities) resulted in little success in arriving at a mutual
understanding of the impact of using 2012 resources . .. ." 2012 resource issues would, in
SUB's view, create confusion, result in uncertainty, skew the benefits of BPA's low-cost
system, and disrupt the viability of allocation. (SUB, REG-126)

Northern Wasco supports use of FY 2010 resources, stating, “we believe BPA’s proposed
modification to the PPC Proposal of establishing a high water mark (HWM) for each
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preference customer based on the calculation of the difference between its actual 2010 firm
regional consumer loads and the amount of resources serving its consumer load during that
year is prudent and equitable.” (NWasco, REG-055)

IDEA and ICUA also support the use of the FY 2010 date for both resources and loads,
stating, “it will produce viable data for use in calculating the high water marks for BPA’s
customers.” (IDEA & ICUA, REG-096) Idaho Falls Power specifically endorsed the joint
comments of IDEA & ICUA. (Idaho Falls, REG-098)

Richland stated that it agrees with BPA's selection of FY 2010 for determination of customer
HWMs. The use of forecasted FY 2010 net requirements subsequently trued up to actual
during 2011 seems reasonable. (Richland, REG-091) Kittitas stated that it supported the
use of FY 2010 HWM. (Kittitas, REG-087)

Western Montana Electric Generating and Transmission Cooperative (WMG&T) supports
BPA’s proposed method for determining HWMs, including the proposed changes from the
PPC proposal; however, WMG&T is concerned about the expiration of existing non-Federal
power purchase contracts after the FY 2010 date for establishing the HWMs. In several
cases, WMG&T members have non-Federal contracts that expire after the FY 2010 date and
that are outside their control. These two factors could lead to a situation where these utilities
find their HWMs do not reflect the loss of resources that will not be serving their load under
the Regional Dialogue contract. (WMG&T, REG-106) WMGKT also expressed this
concern about expiring resources in its comments at the August 21, 2006, Regional Dialogue
public meeting in Missoula, Montana. (WMG&T, REG-010-06)

Sumas supported an allocation for purposes of Tier 1 pricing, based on actual net
requirements load on BPA in FY 2010. (Sumas, REG-068)

Northwest Requirements Utilities (NRU) commented that it is appropriate to use FY 2010
firm resources dedicated to serve firm load, but certain limited adjustments will need to be
made to reflect such circumstances as the Grant PUD arrangement. Use of the 2010 date will
help to limit or remove some of the potential variance and uncertainty in the net requirements
determinations of the utilities with significant customer owned resources. This in turn should
result in a more stable and predictable HWM for the NRU members. (NRU, REG-103)

Pacific Northwest Generating Cooperative (PNGC) suggests that for purposes of calculating
initial HWMs, BPA should use existing resource declarations for FY 2010 modified for
statutorily allowed resource removal as provided in Section 5 of the Regional Act. (PNGC,
REG-133)

Public Power Council (PPC) recommends and supports the use of FY 2012 resource
declarations. “If a utility is being asked to commit itself to declaring a set of resources for
several decades, the utility should know at the time that the decision is made that it is making
a multi-decade commitment. The utilities who made resource declarations in 1998 and 1999
did not know that they were making a multi-decade commitment, yet BPA's proposal would
so commit them.” PPC noted that its April 10, 2006, allocation proposal proposed that the
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firm capability of non-Federal resources that the utility has dedicated to retail load service
and which is actually available to such utility in FY 2012 be included in a utility's resource
declaration. (PPC, REG-132)

Washington Public Utility Districts Association (WPUDA) commented that its members
participated in the development of PPC’s comments regarding HWMs and generally supports
PPC's comments. WPUDA supports PPC’s position that FY 2012 be used to determine
customer load and resources to establish a utility’s HWM, and opposes BPA’s proposal.
(WPUDA, REG-080) Likewise, Cowlitz supports the use of FY 2012 and commented that
by proposing to use FY 2010 resource amounts, BPA is in effect causing the resource
decisions utilities made in the year 2000 to be in effect for approximately 26 years. Cowlitz
asserts that BPA clearly told Cowlitz in 2000 that we were making a 10-year commitment to
resource performance. Cowlitz asserts this statement applied not only to Cowlitz's resources
but also to the resources owned by Cowlitz end-use consumers. Cowlitz added that whether
these consumer-owned resources are currently displacing load or being sold on the market,
the disposition of these resources under the current contract should not dictate future use
during the upcoming contract period. Use of FY 2012 resource amounts would allow the
customers and consumer-owners to re-evaluate and refine resource operations and
commitments, all within existing statutory requirements. (Cowlitz, REG-118)

Tacoma supported using FY 2010 actual customer retail loads and a reasonable estimate of
FY 2012 customer resources for determining HWMSs. Resources that are not available at the
start of the FY 2012 contract period should not be included in the determination of HWMs.
Tacoma does not agree that using FY 2012 projected resources introduces a significant
amount of uncertainty into the allocation process. Tacoma suggested that in order to
minimize disputes, the process for determining initial HWMSs should be as transparent as
possible. “This implicates methodologies, data sources, confidentiality (especially of end-
user information), and consistency in application across utilities. Any exceptions should
follow a standardized procedure that all can review.” Tacoma also suggests that the
establishment of initial HWMs should reflect as accurately as possible the loads and
resources of individual utilities “at that point in time.” Tacoma states that actual FY 2010
loads will be known in early 2011 and, in 2011, reasonable estimates can be made of

FY 2012 non-Federal resources available to meet utility loads in the new contract period,
especially if the methodology for making such estimates is established before FY 2011. In
effect, Tacoma argues that both determinations can be made at the same time. Tacoma states
that utility resources used to calculate HWMs should not be tied to decisions made (or
required) under existing contracts. BPA required current contracts to rely on 1998-1999
Firm Resource Exhibits (in then current Power Sales Contracts), which was unreasonable at
the time, and there is no reason to require decisions made under current contracts to have
spill-over effects into new contracts. If customers can plan for the uncertainty surrounding
over 300 aMW of projected load growth, they should be able to manage around the
uncertainty associated with specific resource changes from 2011 to 2012. (Tacoma,
REG-135)
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Evaluation and Decision

Before addressing the primary issue of which fiscal year should form the basis for BPA’s
HWM calculation, BPA needs to address what the HWM calculation is. As stated in other
sections of this ROD, the HWM calculation is a rate design issue that concerns what price,
Tier 1 or Tier 2, will be applicable to the power purchased by the utility. The HWM is the
demarcation line between power service charged at the lower Tier 1 rate and power service at
the Tier 2 rate. In effect a utility may buy net requirements power at the Tier 1 rate up to the
amount of its HWM and may buy power above that amount only at a Tier 2 rate.

Importantly, BPA is not “allocating power” from the Federal system to its utility customers
by the Contract HWMs as some comments mistakenly assume. BPA’s sale of power to a
utility will continue to be based on BPA’s calculation of the utility’s net requirements firm
power load in the region as required by section 5(b)(1) of the Northwest Power Act and
consistent with BPA’s 5(b) and 9(c) Policy for such determinations. No utility will be able to
buy more firm power than its net requirements load and all utilities will be able to buy firm
power equal to their net requirements load at Tier 1 and Tier 2 rates. The amount of firm
power a customer can buy from BPA is determined by its net requirements load and not the
HWM which along with other factors determines the rate that a utility will pay for the power.
The comments that suggest the HWM is an allocation of power are incorrect about BPA’s
proposal and the comments are misleading. BPA is not allocating power based on the HWM.
The following analysis addresses the HWM as a calculation affecting what rate will apply to
a customer’s power purchase and not the amount of power that may be purchased.

The purpose in establishing a HWM for each individual utility customer is to delineate a cost
allocation between the Tier 1 and Tier 2 PF rates applicable to public customers’ load
service. Much of the concerns expressed appear to confuse the difference between a
customer’s net requirements and the HWM. BPA understands that customers wish to
maximize the amount of Federal power they can purchase at the Tier 1 rate during the
20-year Regional Dialogue contract. Therefore, BPA is attempting to balance that concern
with other concerns expressed by customers, such as obtaining certainty as early as possible
in order to make resource decisions. BPA has developed a reasonable method to determine
individual HWMs because it balances these concerns so that customers receive a fair
consideration by BPA of their loads and resources in establishing the HWMs far enough in
advance so that customers can make reasonable decisions regarding the use and/or
development of non-Federal resources.

The comments also underscore the point that, as Canby observed, there is no clean, easy
solution to the issue of what year to use for non-Federal resources for determining HWMs.
Using a historical or current year, as suggested by the Northwest and Intermountain Power
Producers Coalition and Canby, has the significant advantage of providing certainty sooner
rather than later, but does nothing to address the concerns raised by WPAG, PPC, WPUDA,
Cowlitz, ICNU and Tacoma against using FY 2010 resources. Literally applied, BPA’s
method as proposed would preclude consideration of the disposition of large non-Federal
generating resources, such as Centralia and the mid-Columbia non-Federal projects,
including the Priest Rapids project, which must be accounted for as part of the methodology
on HWMs and may be very important in gaining regional support for the Regional Dialogue.
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While BPA places high value on the certainty of power supply obligations between itself and
its customers and supports establishing certainty sooner rather than later, certainty of
obligations must be balanced against durability, customer/regional support and equity, and
the other regional interests and goals set forth in the Policy Proposal.

Some commenters urged BPA to use FY 2012 to determine customer non-Federal resource
use. Use of FY 2012 would have the benefit of answering a number of questions raised in
comments critical of BPA’s proposed use of FY 2010 resources, such as whether certain
customer resources will continue to be used to serve their load beyond FY 2012. Since this is
not a net requirements determination and there is no disagreement over whether customers
will have their net requirements loads met, BPA does not believe that it is reasonable or
necessary to consider customer resource decisions regarding resources applied to load in

FY 2012 and beyond for purposes of the HWM calculation. Doing so would increase HWM
uncertainty on the resource side of the HWM determination and delays yet another issue into
the future. BPA shares SUB’s concerns that the region has not succeeded in arriving at a
mutual understanding of the likely impacts on HWMs of using FY 2012 resources despite
significant effort to do so. BPA believes that a decision to use FY 2012 resources, which are
not specified in current contracts, will likely result in a heightened debate among affected
parties regarding what those resource amounts should be. It will almost certainly cause
conflict between utilities with resources (who would benefit by reduced non-Federal amounts
used in HWMs) and those utilities with little or no non-Federal resources.

Tacoma, a utility that uses large non-Federal resources to serve its load, commented
extensively regarding the use of FY 2012 to determine resources, which it believes would not
introduce uncertainty into the HWM process. On the other hand, SUB and NRU which
would be disadvantaged by allowing for reductions in resource amounts for the relatively few
large utilities that have significant non-Federal resources, expressed concerns that moving to
FY 2012 resources would introduce just such uncertainty. BPA would face an increased
administrative burden and increased power obligation uncertainty by waiting until FY 2011
to include FY 2012 customer resources; instead of gaining some planning certainty to
prepare, if needed, to acquire additional power, (i.e., up to 300 aMW in augmentation). BPA
would have reduced certainty over its acquisition amounts and would be required to:

(1) determine whether augmentation was required, and (2) commence power service under
the new contract and rates, within the same year. That approach defeats cost-effective
resource planning, is not reasonable, and could expose BPA and its customers to significantly
more risk of unexpected costs.

PPC, Cowlitz, ICNU, and Tacoma also argue that using FY 2010 resources is unfair or
otherwise flawed because utilities did not know at the time they made the FY 2010 resource
commitments, these commitments would extend beyond FY 2011. BPA acknowledges that
utilities did not know their resource decisions under current Subscription contracts would
relate to establishing an individual utility HWM since the HWM concept did not exist prior
to the Policy Proposal. Customers made a similar argument regarding BPA’s use of the 1998
Firm Resource Exhibit for its initial net requirements determinations for the Subscription
contracts, which BPA addressed in its May 2000 5(b)9(c) Policy. This argument is not
persuasive because the HWM does not set the amount of firm power a customer can buy
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from BPA for its load, it only determines availability of a lower Tier 1 price. The 5(b)9(c)
Policy addresses the issue of use of customer resources for load beyond the term of a BPA
contract and concluded that unless a resources was lost, obsolete, or retired, the customer was
contractually and statutorily obligated to apply its resource to its load.

However, using FY 2012 resources on a blanket basis would introduce increased uncertainty,
potential controversy and additional work, making such a blanket approach on balance not
the best way forward. Therefore, BPA believes it is reasonable to address this problem by
identifying the specific resources that are the subject of this concern now and treating them
as exceptions to the use of FY 2010 resources. These exceptions will address what BPA
finds to be the most significant concerns associated with using FY 2010 resources without
incurring the extended uncertainty and other potential negative impacts that would result
from using FY 2012 resources, strikes a reasonable balance among the varied interests, and
allows the region to focus its efforts on the critical and substantial work remaining to be done
prior to FY 2012.

WMG&T refers to a general concern that in several cases, WMG&T members have non-
Federal contracts that expire after FY 2010 which are outside their control. BPA’s review of
WMG&T member power contracts with BPA do not indicate any non-Federal contracts that
expire after FY 2010 but before FY 2012. BPA is aware that at least two WMG&T members
have non-BPA resources that potentially could be lost (or the amount of resource available
reduced) to the utilities at some time during the term of the Regional Dialogue contracts.
BPA believes that other customers in addition to WMG&T members likely have non-Federal
resource contracts that may expire or be subject to termination after FY 2010 or have non-
Federal resources that will be subject to relicensing or other regulatory actions that may
impact the availability or amount of capability for such resources. BPA concludes that
leaving open the question of adjusting FY 2010 resources for any circumstances, other than
those specific exceptions discussed below, would introduce too much uncertainty into the
HWM calculations. BPA will not make adjustments other than those identified below.

HWMs will be based on the customer’s FY 2010 non-Federal resource obligations identified
in their current Subscription power sales contracts as of September 30, 2006, without
application of any annual adjustments permitted under Section 4(g) of Exhibit C to the
contract. Any changes in resource amounts after this date would affect the customer’s net
requirements but would have no effect on the utility’s HWM. HWMs for the BPA customers
in Montana that have pre-subscription contracts through September 30, 2011, will likewise
be based on FY 2010 non-Federal resource obligations as of the above date. Specific
exceptions to the use of FY 2010 resources are identified below and in the case of Centralia
replacement resources, elsewhere in this ROD.

Issue 2:

Should FY 2010 resource amounts used to determine HWMs be adjusted to reflect the
expected changes in rights to Priest Rapids Project power as proposed by Grant PUD?
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Policy Proposal

BPA proposed one exception to use of FY 2010 customer and consumer resources listed in
Subscription contracts: a customer’s hydroelectric resources used prior to 1980 that BPA
expects would be returned to a customer by its withdrawal of the resources from other
customers for the post-2011 period. BPA’s proposal assumed the returned hydro resources
would be used to serve the customer’s firm load and a corresponding reduction to the other
customer’s resources for the withdrawal would also be made.

Public Comments

In its comments, Grant County PUD made the following proposal: (1) Grant would declare
100 percent of the Priest Rapids Project as its resource for Regional Dialogue contract
purposes, eliminating its “net requirement;” (2) Grant would not buy Federal power under a
Regional Dialogue contract except for a minimal supply to serve the City of Grand Coulee
which is currently served via a full requirements purchase as shown in Exhibit D to Grant’s
Subscription contract; (3) Grant would not have an obligation to sell a Supplemental
Displacement Product as defined in Section 3(b) of the Priest Rapids Product Sales contract
to Tacoma, Seattle City Light, Eugene Water and Electric Board, and Cowlitz PUD;

(4) Tacoma, Seattle City Light, Eugene Water and Electric Board, and Cowlitz will ask BPA
to determine a loss of resource and allow these customers to undeclare their Priest Rapids
Project and allow them to increase their HWMs by an amount equal to their respective losses
of the Priest Rapids Project; (5) BPA would reserve 25 aMW at the Tier 1 rate to be made
available to the Yakama Power consistent with a potential Priest Rapids Project re-licensing
legal settlement with the Yakama Nation to grow their utility during the next contract period;
(6) this proposal would have no impact on and would not involve Grant’s Priest Rapids
Project Exchange Agreement purchasers including the Cities of Milton-Freewater, Forest
Grove, McMinnville, Kittitas PUD, and the Idaho cooperative participants; and, (7) Grant
will retain a priority to transmission as a load serving entity similar to that of any other
preference customer of BPA. (Grant, REG- 059)

Tacoma and PPC support the comments (1) through (4) and (6) and (7) submitted by Grant.
(Tacoma, REG-135; PPC, REG-132) Seattle City Light comments that the power that was
historically purchased from Grant should be removed as a non-Federal resource prior to
computing Seattle’s HWM due to the FERC mandated removal of that resource from their
portfolio. (SCL, REG-128) Cowlitz agrees with BPA’s proposal to adjust HWMs for hydro
resources that are returned to a customer during the new contract period. (Cowlitz,
REG-118) NRU supports certain limited adjustments (to FY 2010 resource amounts to
determine HWMs) to reflect such circumstances as the Grant PUD arrangement. (NRU,
REG-103)

IDEA, ICUA, and Idaho Falls commented they understood that BPA’s proposed pre-1980
hydroelectric exception to use of FY 2010 resource amounts did not apply to them. (IDEA &
ICUA, REG-096; Idaho Falls, REG-098)

Evaluation and Decision

A number of commenters, including three of the four utilities that are expected to lose rights
to purchase output from the Priest Rapids Project in the future, support BPA’s proposed
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HWM exception for pre-1980 hydroelectric resources and support Grant’s specific proposal
for addressing the use of the Priest Rapids Project. No comments were received that objected
to BPA’s proposal. As proposed by Grant, except for the 25 aMWs asked to be set aside for
Yakama Power, there would be roughly a 50 aMW reduction in the sum of the customers’
FY 2010 net requirements loads. That reduction would benefit all BPA utility customers by
either increasing their Contract HWMs or reducing the amount of firm power BPA would
need to acquire to augment the FBS and decreasing Tier 1 rates. In addition to the benefits to
customers in general, adopting this proposal should reduce administrative and other
transaction costs and complexity for Grant, Seattle City Light, Tacoma, Eugene Water and
Electric Board, Cowlitz PUD and BPA.

Adjusting the other customers’ FY 2010 resource amounts and Grant’s resource amount as
proposed by Grant would appear to benefit all and harm none. BPA agrees that if Grant
discontinues purchasing from BPA by declaring and using all of its Priest Rapids Project
output to serve its load and reduces its net requirement on BPA to zero for the next power
sales contract, then an equal adjustment would be made to the Priest Rapids resource
amounts for the other public utilities that purchase power from Grant’s Priest Rapids project.
That action will shift approximately 162 aMW of additional HWM from Grant for other
utilities in the region. Accordingly, at such time as Grant actually recalls the amounts of
Priest Rapids Project power sold under contracts to Tacoma, Seattle, EWEB, and Cowlitz,
BPA would expect these four utilities to request that the Administrator determine a loss of
resource for them based on Grant’s withdrawal, consistent with BPA’s Section 5(b)9(c)
Policy. However, such a request would apply to the customers’ net requirements load
determination. For calculating the HWMs, and assuming these actions occur as described,
BPA will allow an exception to the use of these FY 2010 resources, for the change in the
disposition of the Priest Rapids Project amounts for Tacoma, Seattle, EWEB, and Cowlitz by
setting their Priest Rapids amounts equal to zero for calculating their individual HWMs.

Grant also proposed that 25 aMW of HWM to be set aside for the Yakama Indian Nation to
use to grow their utility, Yakama Power. BPA has discussed this aspect of Grant’s comment
and BPA has adjusted its proposal with a different treatment which is addressed in

Section III B (Access to power at lowest cost-based rate) portion of the ROD.

IDEA and ICUA and Idaho Falls are correct in their understanding that the above adjustment
to FY 2010 resource amounts (and thus HWMs) does not apply to them.

Issue 3:
Should HWMs be adjusted to account for the amounts of PURPA resources included as
a FY 2010 resource?

Policy Proposal

BPA did not propose any specific treatment for PURPA resources in calculating the HWMs
of customers.
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Public Comment

Mason PUD No. 1 commented that it is important for BPA to consider that Mason 1 has no
control over the O&M of the PURPA projects which it buys and included as an FY 2010
resource in its BPA power contract. Mason 1 stated it is required to purchase power amounts
from these PURPA resources that are not especially certain, and that the long-term
availability of the output of that resource for the next 20 years is problematic at best.
Therefore, Mason 1 believes it would be unfair to its ratepayers for BPA to require Mason 1
to purchase power at the Tier 2 rate if it were to lose the PURPA power during the life of the
contract. (Mason 1, REG-069, REG-145)

WPAG commented that HWM calculations should exclude from the HWM calculations in
FY 2008 and FY 2010 the output of small PURPA resources (less than 3 MW of nameplate
capacity). WPAG noted that at the present time there are only two PURPA resources that are
being used to serve preference customer load, and that their total nameplate capacity is less
than 3 MW. (WPAG, REG-109)

Kittitas commented that if a utility is required by law to take another entity's resource
into its system, that resource should not be included in the utility's HWM. (Kittitas,
REG-087)

WPUDA commented that a provision should be added to the HWM determination which
provides that resources a utility is required by Federal law, such as PURPA, to acquire, or
that is required or funded by state appropriation for economic development purposes should
not be counted against a utility in its HWM calculation. It noted that acquisition of a
resource under such circumstances is not by choice of the utility and that if a utility is
required to acquire the output from a PURPA facility that is a declared resource under a
current Subscription contract, that utility’s HWM would be adjusted downward for that
resource. WPUDA suggests that any resource that a utility is or has been required to acquire
under Federal or state law prior to FY 2011, not be included in the HWM calculation, but
instead be included only in the net requirements calculation (similar to the proposal’s
treatment of renewable resources). If the facility terminates operation, then the utility has
access to Tier 1 rate power in its net requirements calculation to replace that facility up to its
HWM. (WPUDA, REG-080)

Evaluation and Decision

The comment regarding the use of PURPA resources by utility customers highlights the
uncertainty customers, who are required to purchase such output, such as Mason 1, have
experienced. BPA also verified the amount of PURPA resources customers are presently
obligated to purchase and the amount is minimal. BPA agrees with comments expressed by
Mason 1, WPAG, and WPUDA that the individual customer resources in FY 2010 should be
adjusted to take into account a customer’s under 3 MWs PURPA resource amounts in
calculating a customer’s HWM. BPA understands that under PURPA prior to the Energy
Policy Act of 2005, a utility could be required to purchase the output of a qualifying facility
over which the utility has no control of operations. Customer’s current Subscription
contracts list customers’ non-Federal resources that include such PURPA resources. Because
PURPA resource owners are no longer obligated to sell to the local utility and local utilities
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are no longer obligated to purchase such resources except in limited circumstances, BPA’s
assessment is that the aMW impact to other customers that will result from removal of the
less than 3 MW PURPA resources from the HWM calculations is small, in total less than
1 aMW. For HWM purposes, BPA will set the FY 2010 resource amounts for PURPA
resource purchases under 3 MWs listed in and dedicated to load in Subscription contracts
equal to zero. However, both Kittitas’s and WPUDA’s broader suggestions regarding
resources could result in much larger obligations for BPA and are not adopted.

Issue 4:

Should FY 2010 resource amounts be adjusted for the amount of non-utility
consumer-owned generation applied to serve load BPA would otherwise be obligated to
serve?

Policy Proposal
BPA proposed that each utility HWM would be based in part on resource amounts, including
consumer-owned resource amounts, established under Subscription contracts for FY 2010.

Public Comments

ICNU commented that BPA should not penalize end-use consumers for the decisions they
made on the application of their own resources based on the reasonable assumption that BPA
would continue to offer melded rates. Nor should BPA take away customers’ statutory rights
to cost-based power. They suggested that BPA’s proposal to use FY 2010 loads and
resources could be a major and very harmful change in BPA policy for end-use consumers
that are currently using their own generation resources to serve load. An end-use consumer
that uses its own generation resources to serve its load in FY 2010 would potentially reduce
the amount of power at the Tier 1 rate available to the public utility for its entire load for the
next 20 years. They commented that BPA’s selection of FY 2010 resources for HWM
purposes arbitrarily locks in a consumer’s cogeneration resource decision in FY 2010 or
earlier for the next 20 years. End-use consumers that use their generation resources to serve
load in FY 2010 should not be required to continue using their generation resources to serve
load for the next 20 years, or pay higher, market-based rates. ICNU suggested that BPA, at a
minimum, provide consumers with cogeneration reasonable opportunities to decide whether
to directly apply their resources to serve their end-use consumptive needs and hence reduce
their local public utility’s HWM. Using FY 2012 resources to determine the HWMs would
be a good first step that would at least allow such consumers to decide whether to commit
their resources to load after knowing that tiered rates will be in place. (ICNU, REG-125)

The economic decisions that led to a consumer’s decision to commit its cogeneration to load
in a single year or rate period should not decide that consumer’s rights to cost-based power
for the next 20 years. (ICNU, REG-125) ICNU also briefly referenced cogeneration in its
comments at the December 6, 2006, Regional Dialogue meeting in Seattle, stating that BPA
should not establish a HWM that unfairly punishes customers who have cogeneration.
(ICNU, REG-149-05)

SUB commented that it believes there is a significant amount of non-utility, consumer-owned
resources declared to serve loads in Subscription contracts and that BPA should not increase
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a customer’s HWM amount to account for the removal of these resources when determining
a utility's HWM as doing so would lower the HWMs for the remaining utilities. (SUB,
REG-126)

Tacoma stated that its arguments in support of using FY 2012 rather than FY 2010 resources
(summarized above) apply to both customer and consumer-owned resources. (Tacoma,
REG-135).

As summarized above, Cowlitz commented that disposition of consumer resources under the
current contract should not dictate future use during the upcoming contract period.
(Cowlitz, REG-118).

Evaluation and Decision

SUB’s concern regarding the impact of removing non-utility, consumer-owned generation
resources for HWM purposes is understandable, but BPA believes the magnitude of the
impact would be relatively small for two reasons. First, while there is a substantial amount
of consumer-owned generation within public utility systems, less than 30 percent is
contractually applied to load in FY 2010. BPA, in consultation with ICNU, identified

264 MWs nameplate of consumer-owned generation on public utility systems. Of that
amount, only 79 MWs nameplate is applied to serve PF load in FY 2010. For HWM
purposes, annual energy amounts, not nameplate amounts, are what BPA will use for the
calculation. In FY 2006, the total consumer-owned generation in public utility service areas
for which BPA had information was approximately 116 aMWs and the corresponding
amount serving PF load was 29 aMWs.

The second reason BPA believes that the impact of removing consumer-owned resources
from the calculation of HWMs would be small, stems from the unique treatment of
consumer-owned generation in the BPA power sales contracts. With regard to consumer-
owned generation, current contracts and policy treat non-utility, consumer-owned generation
differently than utility resources. For consumer-owned generation, the Subscription power
contract indicates a nameplate amount and establishes whether the generation is used to serve
load or must be sold to market, but the amount of operating generation is determined by the
consumer generation owner and no direct charge is applied to the consumer through the BPA
rate. As implied in Weyerhaueser’s and ICNU’s comments, the generation owner determines
the amount of generation that is provided to the load even when BPA’s power sales contract
with the utility requires the generation be used to serve load. However, BPA’s contracts or
rates for the utility establish financial charges applied to on the utility if loads or consumer
generation changes from what is established in the contract.

The consumer’s determination on the amount of output produced by its own generating
resource leads BPA to conclude that it is highly likely that consumers with their own
generation will follow an economic choice. They may decide to minimize the amount of
generation in FY 2010 if such generation will reduce the serving utility’s HWM for the term
of the Regional Dialogue contract. Even if there is a short-term economic cost associated
with generating less and purchasing more power from the local utility, this cost is almost
certain to be viewed as less than the long-term cost of establishing a lower HWM.
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For the HWM calculations it is reasonable to recognize that the 29 aMWs generated in

FY 2006 will most likely not be generated and applied to load in FY 2010. BPA does not
want to foster the disincentive for this resource to generate and, therefore, will not reduce the
HWM by the amount of the consumer-owned generation in FY 2010 shown in the customers
Exhibit C. BPA will review its contract provisions and policy regarding the operation of
consumer generation applied to load under its proposed new contracts and rate methodology

so that other customers are not affected by the failure of a consumer to apply its generation to
load.

BPA recognizes that since wholesale power markets deregulated, consumers owning their
own generation have sought flexibility to alternate between selling their power into the
market or applying it to their own load. If that is what consumers owning generation mean
when their comments discuss an assumption of melded rates into the future, it is BPA’s
policy that those kinds of consumer resource decisions should include a discussion with
customers of the economic impacts of those decisions. Many of ICNU’s comments are
posited as if the consumer were a customer or a direct purchaser of Federal power from BPA,
which is legally precluded, particularly in the context of industrial or commercial loads in the
region. BPA does not agree with these comments that suggest any regional consumer can
buy Federal power from BPA as a customer, unless that consumer is a direct service
industrial customer. BPA’s power sales contracts exclude third-party benefits or
beneficiaries.

ICNU’s comments included a number of statements against including the use of FY 2010
consumer resource amounts in utility HWM determinations. ICNU stated that BPA should
not base customer HWMs on FY 2010 resources, including consumer-owned generation
amounts, because end-use consumers’ decisions of whether or not to apply their generation to
load was based on the reasonable assumption that BPA would continue to offer melded rates.
BPA is not persuaded by ICNU’s comment. Not only has the region been considering the
concept of tiered rates for many years, BPA had proposed tiered rates in 1995 and the region
went some distance down the road to implementing tiered rates before deciding on a different
course. Given the long running regional discussion regarding BPA’s long-term power supply
role, BPA questions whether it was reasonable to assume that BPA would not again propose
tiered rates as opposed to continue to offer melded rates. It is equally unclear that BPA
would avoid rate tiering whether or not end-use consumers elected to apply their generation
to load in 2000 or not.

ICNU states that BPA should not take away consumers’ statutory rights to cost-based Federal
power. Consumers have no such direct right since BPA does not contract with them for
power or serve them directly. BPA’s proposal does not infringe, or take away, a utility
consumers’ right to purchase Federal power from its local utility. ICNU implies that by
including FY 2010 consumer-owned generation resource amounts in the utility HWMs that
BPA would be taking away a consumer’s statutory rights to cost-based power. To the
contrary, a more reasonable assumption is that consumer-owned generation that has been
serving load which BPA would otherwise be obligated to serve, should be considered as
continuing to serve, particularly since, historically, regional power planning assumptions
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have included the use of consumer-owned generation as serving load. As proposed by BPA
and as discussed elsewhere in this ROD, HWMs are one element of a rates construct that will
determine the rates applicable to the Federal power purchased by a utility and not the utility
customer’s net requirements load. The HWM will not determine the utility’s retail rate to
any consumer. BPA will offer to serve a utility’s net requirements load with cost-based
power, albeit at power priced under a tiered rate construct to be developed in a Long-Term
Tiered Rate Methodology section 7(i) process.

ICNU expressed concern that basing HWMs on FY 2010 resources could undermine BPA
and the region’s goals of encouraging the development of consumer-owned generation
resources. BPA does not agree that BPA’s decisions regarding existing consumer-owned
generation will be a disincentive to develop new consumer-owned generation. New
consumer-owned generation decisions will be based on the prospective economic merits of
such resource development for the consumer at the time the decision is made. BPA’s
decision to tier rather than meld resource costs should incent new resources including
consumer-owned generation.

Only if the serving utility’s net requirements loads exceeds its HWM, would ICNU’s
characterization that consumer-owned generation amounts used to serve load in FY 2010
reduce the amount of power priced at the Tier 1 rate available to the public utility for the next
20 years be correct. By removing a reduction for these resources from the HWM calculation
as described above, the utility’s HWM is no longer affected. The actual economic
consequences to any consumer owning generation due to changes in its generation amounts
will be determined by local utility retail rate structure and terms of service, not BPA’s HWM.

BPA agrees with Cowlitz’s representation regarding the parties’ understanding at the time
Cowlitz and its consumers that own generation made the decisions to apply that generation to
load or sell it into the market under the Subscription contract. The parties expected they
would be able to revisit those decisions for the post-2011 contract period. BPA’s decision to
use FY 2010 resource amounts for calculation of HWMs does not remove this choice
regarding post-2011 application of consumer generation to load, but to the extent generation
occurs in FY 2010, it would result in a lower HWM.

Given the above considerations, BPA believes it is reasonable, for HWM purposes, to treat
non-utility, consumer-owned generation as applied to serve load in FY 2010 differently than
utility resources. When Regional Dialogue contracts are signed a utility customer that serves
consumers that own and operate generation resources (i.e., cogeneration) will have a one-
time right to establish how existing consumer-owned resources in its service territory will be
used during the term of the contract. For HWM purposes, BPA will count the FY 2010
consumer-owned generation amounts serving load equal to the amount of consumer-owned
generation the utility is obligated to purchase and apply to load in FY 2012, based on the
established amount in its Regional Dialogue contract.
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Issue 5:

Should consumers owning generation retain flexibilities they currently have as a result
of BPA’s existing contracts and policies to determine (1) the use of their generation to
serve load and (2) the amount of power generated by their resources?

Policy Proposal
BPA did not propose any specific treatment for contract flexibilities to be retained under new
contracts or policies.

Public Comments

ICNU commented that consumer-owned generation is an environmentally beneficial resource
that the Northwest Power Act has prioritized over all non-renewable resources. Under
BPA’s past and current policies, a consumer owning generation can choose to use its own
generation to serve its load and hence reduce load demand that otherwise could met by a
BPA-served public utility. Such a consumer could also place its load on the public utility
and either shut down its generation or sell its output to third parties. ICNU states that the
different economic options available to end-use consumers serve as an incentive to develop
generation resources. ICNU commented that elimination of this flexibility will increase
consumer owning generators’ business costs and may reduce the possibility that additional
generation resources will be built by consumers in the region. ICNU recommends that BPA
maintain the existing flexibilities end-use consumers currently experience and allow them to
remove or add their resources from its public utility’s net firm requirements in each rate
period. (ICNU, REG-125)

Weyerhaeuser commented that it has power generation that it installed at its cost and that it
runs at its cost. “The proposed method of allocating power to the utilities appears to treat our
generation as if it was owned and operated by the serving utilities — which it is not. We
believe that we should retain the right to run or not run our generators and to sell or use the
power from these generators according to our needs; and not have it impact the serving
utility’s allocation of BPA power. To ensure that short-term ‘gaming’ does not occur, we
agree that reasonable restrictions should be placed on the frequency with which we can
change the status of the generators.” (Weyerhaeuser, REG-072)

Evaluation and Decision

First, Weyerhaeuser and ICNU ask BPA to retain certain flexibilities which create benefits
they perceive but they do not address the question of costs which may be imposed on BPA
customers by that flexibility. Like some comments from customers, ICNU and
Weyerhaeuser mistakenly use the term “allocation” of power. BPA’s proposal is to allocate
costs to two different rate tiers for PF service.

Second, the type of consumer-owned generating resources at the heart of this issue tend to be
large, commercial scale co-generating projects that are often part of pulp and paper
production facilities. These consumer-owned resources are not associated with small
residential or commercial direct application renewable resources, such as solar or small wind
projects that are net metered. The issues raised by ICNU and Weyerhaeuser regard their
perception of rights under the current contracts and policies and do not regard the HWM
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calculations. Specifically they wish to know whether BPA will continue to afford them
similar flexibilities in the future. In response, BPA notes that it does not contract directly
with any consumer of a Pacific Northwest utility customer and any “flexibilities” in the BPA
contracts are rights solely of the utility and not its consumers. BPA contracts expressly
exclude any third party beneficiary under its power sales contracts.

Further, BPA is not deciding in this Policy and ROD what terms and conditions will
comprise its contract offer to its customers. Those issues will be addressed in later BPA
processes. BPA believes the general approach used in current contracts with regard to the
application of consumer generation to load versus selling the generation into the market
provides valuable certainty. At the time Regional Dialogue contracts are signed, BPA
intends for utilities to establish whether existing consumer resource output, in whole or in
part, is applied to serve load or sold into the market. BPA further intends that contracts not
allow the designation on the consumer load application to change during the term of the
contract.

Issue 6:

Should BPA adjust Raft River Rural Electric Cooperative’s HWM amount in FY 2010
to account for a power purchase contract Raft added to serve load it annexed (Western
Division) that expires September 30, 2011?

Policy Proposal
BPA did not make any proposal regarding an adjustment to HWMs due to the
expiration of power purchase agreements that serve annexed loads of a customer.

Public Comments

PNGC commented that BPA has already made commitments to supply power at the lowest-
cost-based rate to certain new customers or to certain utilities who have acquired new service
territory. BPA should include a list of its existing but not yet served commitments and
clarify that these commitments do not count against any HWM cap contained in the Regional
Dialogue document. PNGC is particularly interested in the commitment that BPA has made
to Raft River for service to Raft River’s Western Division with lowest-cost-based Federal
power starting October 2011. (PNGC, REG-150)

Evaluation and Decision

Under the Regional Dialogue tiered rates construct, technically, whether the Western
Division Load will receive lowest-cost Federal power depends on whether Raft River’s
HWM exceeds its then current net requirements load. BPA, PNGC, and Raft have had
ongoing discussions over the last several years regarding the circumstances surrounding
service to Raft’s Western Division load. Raft, a PNGC member, annexed approximately

6 aMWs of Idaho Power load in Nevada (Western Division) after the close of Subscription
contract offers. The PNGC JOE Slice/Block contract requires that annexed loads of PNGC
members be served by PNGC for the term of the Subscription contract. Raft River/PNGC
added a 6 aMW Unspecified Resource to serve the annexed load through September 30,
2011.
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Under the terms of the PNGC Slice/Block power sales contract, Raft’s Western Division load
is considered to be annexed load that obligates PNGC and Raft to supply the power needed to
meet the resulting increase in Raft’s load. PNGC and Raft have done so. BPA notes that
BPA will be obligated to serve the Western Division load as part of Raft’s net requirements
load upon the expiration of the existing power sales contract, if requested to serve such load
under a new contract beginning October 1, 2011. However, BPA is not determining its net
requirements load obligation for either Raft or PNGC in this Policy and ROD.

For purposes of calculating Raft’s HWM, PNGC and Raft want BPA to exclude the Idaho
Power system power purchase that is listed as a firm resource in Raft’s power sales contract
for FY 2010 but will expire on September 1, 2011. Both parties argue that since the power
purchase from Idaho was of a specific term and cannot be renewed it should not be counted
as part of Raft’s FY 2010 resources. BPA understands that this arrangement was unique to
the annexation of load from Idaho Power by Raft and that the purchase was part of the
consideration for the annexation. BPA acknowledges that the current power purchase will
not continue and agrees to make an exception for the amount of the Unspecified Resource
committed to serving Raft’s Western Division load which will result in a HWM treatment
equal to the treatment Raft would have received if it had been taking service under a load-
following contract.

Issue 7:

Should BPA make a HWM adjustment for a customer’s FY 2010 resource amounts to
except out of the HWM, New Renewable Resources added by the customer consistent
with the Subscription power sales contract?

Policy Proposal
None

Public Comment
None

Evaluation and Decision

Under Subscription contracts customers have an annual right to add New Renewable
Resources (Exhibit C, Section 4). When a resource is added, the customer also indicates a
date of resource removal. Exhibit C, Section 4 provides that the customer has the right to
resume purchasing Contracted Power under the contract when its commitment to apply the
renewable resource ends (resource removal date). The rate treatment for the Federal power
to replace the renewable resource is the same rate the customer would have received for such
power if the customer had not chosen to apply a renewable resource under the provision.

Three load-following customers, Cowlitz PUD, Lewis PUD and Mason PUD No 3, dedicated
a total of 5 MWs nameplate, approximately 1.5 aMWs annual energy, of Nine Canyon Wind
to serve their respective loads under the New Renewables provision, with a date of resource
removal of September 30, 2011.
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The intent of the New Renewables provision was to encourage the development of New
Renewables and their use to serve load; a customer may remove its New Renewable resource
within the Subscription power sales contract period and not be charged the targeted
adjustment charge (TAC) for the Contract Power amounts to serve the load formerly served
by the New Renewable. BPA does not desire to impose a negative result on these customers
for adding renewable resources since it would be inconsistent with the purpose of the
provision. BPA understands that the three utilities could have elected to apply the generation
to load on a rolling 1-year basis, which would have given them the contractual right to
remove the resource from service to load prior to FY 2010, they did not. BPA believes an
adjustment in the FY 2010 resource amounts for the amounts of New Renewables applied to
load pursuant to Exhibit C, Section 4, should be made because the incentive under
Subscription was to avoid the application of a higher, incremental rate for resumption of
service to load. Therefore for HWM purposes, BPA will make this adjustment to FY 2010
resource amounts for Cowlitz PUD, Lewis PUD, and Mason PUD No. 3.

Issue 8:

In calculating a customer’s HWM should BPA allow adjustment in FY 2010 hydro
resource amounts to reflect a utility’s use of different critical water years due to its own
hydro resource operations planning, changes in critical years used by parties to the
PNCA or different PNCA regulations from those used to establish the FY 2010 resource
amounts currently in contracts?

Policy Proposal
BPA did not make any proposal regarding an adjustment to HWMs due to use of
different critical water years or PNCA regulations for hydro resources.

Public Comments

SUB commented that it understands that under the Subscription contracts the determination
of firm hydro resource amounts used in declarations for PNCA resources was based on 2001
regulations. In order to preserve certainty with the Regional Dialogue proposal, SUB
recommends that BPA not change the firm resource capability of PNCA resources in the

FY 2010 resources to reflect any changes in PNCA regulations (i.e., FY 2010 resources
should use 2001 PNCA regulations — or whatever regulations were used in at the time the
Subscription contracts were signed). SUB is concerned that leaving an open question about
the firm resource capability of PNCA resources will dilute HWMs of non-generating utilities.
SUB requests that should BPA move forward with changing firm resource capability of
PNCA resources that non-generators not be impacted from this approach. This would require
that non-generating utilities be walled off from the calculation of HWMs for generating
utilities and any changes to HWMs due to adoption of different PNCA regulations would
only result in adjustments for HWMs for generating utilities. (SUB, REG-126)

Cowlitz commented that it is important that net requirements calculations use true critical
water flows to determine both the HWM and the amount of power at the Tier 1 rate power
that can be purchased. True critical water for a Westside hydro resource should not
automatically be based on the same year as the Columbia River critical water year of
1936/1937. The net requirements process should recognize this and only require customers
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to declare actual firm resource capability, not the amount of generation that could have been
produced during the 1936/1937 water year. Cowlitz's Westside resource has a 1976/1977
critical water year, which is substantially less than the regional critical water year used under
the PNCA. In fact, the 1936/1937 water year ranks the thirteenth lowest water year on record
for this Westside resource. Use of 1936/1937 water no longer makes sense for Westside
resources, largely due to changes made in 1997 to the PNCA, which significantly modified
the terms of interchange energy. (Cowlitz, REG-118)

Evaluation and Decision

BPA recognizes that requiring the use of 1936/1937 water for hydro projects included in
PNCA planning will likely result in somewhat higher firm critical capability for non-
Columbia mainstem hydro resources than would result if those resources’ firm capability was
based on a different critical year for each project. This may be somewhat more pronounced
for west of Cascades hydro resources such as Cowlitz’s project, but is likely also the case for
some non-west-side hydro resources as well.

Moving away from use of 1936/1937 hydro for HWM purposes would result in lower critical
firm capability for some hydroelectric projects and would have the result over which SUB
expresses its concern. HWMs would be somewhat higher for utilities that substitute a
different critical year and somewhat lower for all other utilities. BPA understands that
changes to the PNCA regulations in 1997 materially reduced the economic value of
interchange energy which is the primary benefit of coordinating hydro resources outside of
the Columbia River Basin. However, BPA is concerned that allowing substitution of
different critical years would introduce additional uncertainty and potentially significant
changes in current FY 2010 resource amounts. More problematic is identification of what a
substitute standard would be and gaining regional agreement on it.

With regard to use of a different PNCA regulation for resources included in PNCA, PNCA
changes for a particular project are determined in part by the non-power constraints, plant
data, rule curves, and forced outage rates on a project provided to PNCA annually by the
project owner. BPA understands that the PNCA planning process incorporates this data, but
has no independent verification process. Adjusting HWMs for different PNCA regulations
could create an incentive on the part of resource owners to provide information that would
result in a reduced critical capability under PNCA. A uniform and known standard like the
PNCA could avoid that incentive.

BPA has not yet been able to determine the magnitude of the uncertainty or impact on
HWMs of either allowing a different critical year or allowing use of a different PNCA
regulation, but is concerned it could be significant. Additionally, a change in critical water
years does not change the average amount of energy production from hydro projects.
Instead, use of a different critical year would reclassify some of that average energy from
firm to secondary (non-firm). The energy so reclassified would have to be replaced by BPA
with Federal firm power at the Tier 1 rate, which could mean BPA would need to acquire
additional firm power to meet the resulting changes in firm power capability of customer
hydro resources. The amount of what was formerly considered “firm power” generation
would be subsequently considered “secondary or non-firm” and would not be required to be
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used to serve the customer’s load. The utility would retain this reclassified energy, which
would still have substantial market value. To support Regional Dialogue interests, BPA
believes it is better to use the FY 2010 hydro resource amounts as currently established in
Subscription contracts. Therefore, BPA does not find it reasonable to adjust for HWM
purposes the FY 2010 hydro resource amounts by allowing use of different critical water
years or different PNCA regulations.

Issue 9:
Whether BPA should modify its proposal to reserve 250 aMW at the Tier 1 rate for new
public customers over the 20-year contract period.

Policy Proposal

The Policy Proposal provides that BPA would earmark a HWM of up to 250 aMW for power
at the Tier 1 rate for new publics over the 20-year contract period. HWM additions for new
publics would be limited to a total HWM aggregate of 50 aMW each rate period. A new
public that qualifies for BPA service must request service from BPA with a 3-year binding
notice before it may obtain power service at the Tier 1 rate with a HWM. Ultilities with total
loads larger than 10 aMW would have their HWM amounts over 10 aMW phased-in in
3-year increments, which means that some amount of their net requirements load service
could be at the Tier 2 rate during that period.

Public Comments:

Several commenters generally support BPA’s Policy Proposal as to new public customers.
(NRU, REG-103; Richland, REG-091; Emerald, REG-137; NWasco, REG-055) The City of
Richland notes that reserving a limited amount of Tier 1 power for them is appropriate
because it helps protect Tier 1 customers from uncontrolled cost increases. (Richland,
REG-091) Cowlitz believes that BPA has reached a fair balance and notes that an unlimited
open invitation to new public power loads at a Tier 1 rate would place significant cost and
resource risk on the existing customers. (Cowlitz, REG-118)

Commenters recognize the divergent interests at stake and support BPA’s approach as a
balanced compromise. Some commenters believe that BPA’s proposed 250 aMW is a
realistic amount of power to set aside because it is based on the history of preference
customer formation. (WPAG, REG-109; Cowlitz, REG-118) WPAG acknowledges that
while making this power available to new preference customers will increase the Tier 1
revenue requirement, doing so is a reasonable accommodation for new preference utilities
and will minimize collateral legal attacks on the tiered rate construct by newly formed
preference customers. (WPAG, REG-109) Northern Wasco finds BPA’s new publics
proposal reasonable and equitable. (NWasco, REG-055) Similarly, NRU supports BPA’s
new public utilities proposal as a measured and fair approach. (NRU, REG-103)

Others expressed general criticism of the proposal for new public utilities. Some comments
claim that the Policy Proposal would deter new publics from forming, for reasons such as
augmentation, notice deadlines, and that the HWM can’t grow with the utility. (ATNI,
REG-010-01; MPP, REG-074) Wahkiakum PUD suggests that the proposal places
challenges on small utilities because it prohibits them from speculating on new resources.
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(Wahkiakum, REG-090) Citizens’ Utility Board of Oregon states that it has been a
longstanding right of IOU utility customers to choose to form a public utility and access PF

rates from BPA and the Regional Dialogue proposal removes that right.
(CUB, REG-149-15)

Positions in comments on the appropriate amount of power to be reserved for new publics are
widely varied. While many commenters believe the proposed 250 aMWs is reasonable as
stated above (NWasco, REG-055; WPAG, REG-109; Cowlitz, REG-118; Emerald,
REG-137), some disagree. Some believe 250 aMW is an excessive amount. (Raft,
REG-005; CTUIR, REG-117; PNGC, REG-133) PNGC believes that reserving too much
power at the Tier 1 rate will dilute the value of Tier 1 rate power to existing customers and,
therefore, believes augmentation at the Tier 1 rate for new publics should be limited to

75 aMW. PNGC further states that there should be no complex phasing in process and the
power at the Tier 1 rate should be distributed on a first-come-first-served basis. (PNGC,
REG-133) Tacoma believes that there should be no augmentation for new public utilities
once the contracts have been signed. (Tacoma, REG-135)

Some commenters are concerned with the risk of new public utilities having a greater
percentage of their load served at the Tier 1 rate than existing customers. WPAG states that
the policy should limit the percentage of net requirements load of newly formed preference
utilities served at the Tier 1 rate so that it does not exceed the average percentage of net
requirements load served at the Tier 1 rate for existing preference customers who purchase
power under the same product. (WPAG, REG-109) SUB raises similar concerns. (SUB,
REG-126) Canby Utility does not believe there should be any augmentation for new public
utilities. Canby recommends that BPA “shrink” the allocation of others to provide power
from the exiting system to the new publics. (Canby, REG-064)

Others believe 250 aMW is insufficient. (MPP, REG-074; ATNI, REG-111) Governor
Schweitzer states that new or annexed loads should qualify for service from the existing
Federal system on the same basis as existing public utilities, emphasizing equal treatment for
new publics and existing publics. (Gov. Schweitzer, REG-063) ATNI commented that there
should be no limit to the amount of power available for the establishment of new utilities and
that HWMs should not be limited to initial loads. (ATNI, REG-111) Highland Winds
recommends that new public utilities be included in “Tier one allocation base lines.”
(Highland, REG-088)

PNGC suggests that BPA include a list of the commitments it has already made to serve new
customers or new loads and clarify that these loads will not count against the cap of Tier 1
rate power available for new publics. (PNGC, REG-133)

Evaluation and Decision:

The purpose of earmarking 250 aMW of HWMs for service to the net requirements loads of
new public customers is to make Federal power at the Tier 1 rate more widely available,
while providing planning certainty for the amount of power that BPA may need to acquire to
serve load in the future. The divergent interests of customer are evidenced by the variety of
comments made. Some believe 250 aMW is too low and some believe it is too high, and
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others believe that the Tier 1 rate should not be applied to Federal power for net requirements
loads of new public customers at all.

BPA does not believe that a policy which applies its lowest cost Tier 1 rate to only one group
of public customers is appropriate. Section 5(b)(1) of the Northwest Power Act requires that
BPA provide service to a public body or cooperative utility whenever requested for its net
requirements load, even if it means BPA must acquire power to serve a new request. At the
same time, one of BPA’s ratesetting requirements is to encourage the widest possible
diversified use of electric power. 16 U.S.C. §838g. BPA believes that excluding new
publics from an opportunity to obtain power at the Tier 1 rate would place them in an
unfavorable position and would not promote the widest possible use of Federal power;
however, BPA also wishes to ensure utilities receive price signals that more directly signal
the true incremental costs of load growth. The 250 aMW strikes a reasonable balance in
achieving these objectives.

Contrary to CUB’s comment, BPA has not and cannot remove the right of local bodies to
form public utilities and receive power from BPA at the PF rate. Indeed, entities that wish to
form utilities must do so in accordance with state laws. BPA’s statutes under which BPA
markets Federal power require that prospective customers meet BPA’s standards of service
but they do not govern the formation of public utilities. While a tiered rate construct may
signal a price to persons contemplating the formation of a utility, it in no way removes the
right to form a utility. It is the economics of power supply that generally motivate persons to
form a utility, whether the supply of electricity comes from the Federal power system or non-
Federal sources. Therefore, this policy provides a reasonable opportunity for persons to form
new public utilities and to receive some Federal service power at the lowest PF rate.

BPA does not believe that an open-ended HWM amount is reasonable under a tiered rate
structure. BPA needs a reasonable benchmark for cost of service to new publics under the
next contract and rates. The reality is that it is impossible to predict the number of new
public customers that may form and request service and the amount of power they will need
over the 20-year contract period. BPA’s proposal to set aside 250 aMW at the Tier 1 rate is
based on the experience that over the last 25 years about 300 aMW of new public customer
load formed and took priority firm service. 250 aMW over 20 years is approximately
equivalent to the 300 aMW.

BPA will first serve the new publics’ net requirements load to which the HWM applies with
any existing low-cost power that is not being purchased by other public utilities. If additional
amounts of power are needed to meet a new publics’ net requirements load to which the
HWM applies according to this Policy, BPA will purchase power or acquire resources and
recover costs of that augmentation through the Tier 1 rates. Providing some augmentation to
meet new public loads achieves a reasonable balance of providing power at Tier 1 rates to
new publics as specified in this Policy and in limited amounts that do not dilute the value of
the Federal Base System.

PNGC commented that BPA should include a list of the commitments to serve new
customers or new loads it has already made and clarify that these loads will not count against
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the amount of Tier 1 rate power available for new publics. BPA has no commitments to
serve any specific new public utility that it is not already serving. Any public utility that has
formed, met standards for service, and signs a Regional Dialogue contract before the contract
deadline will be considered an existing customer under Regional Dialogue. Any utility that
forms after that date will be considered a new customer.

In choosing 250 aMW, BPA is balancing the various interests raised in comments to achieve
a middle ground. As noted, several customers acknowledge that 250 aMW is a reasonable
amount because it is based on a historical trend in new service requests. BPA will retain its
proposed policy that 250 aMW of power at the Tier 1 rate will be reserved for new public
customers. This decision provides a reasonable way to supply some power at Tier 1 rates to
new publics while gaining the benefit of being able to plan for their power needs in advance.

Issue 10:
Whether BPA should modify its proposal to limit the total aggregate of HWM additions
for new public customers to 50 aMW each rate period?

Policy Proposal
The Policy Proposal provides that HWM additions for new publics would be limited to a
total aggregate of 50 aMW for each rate period.

Public Comments

BPA received comments both supporting and opposing the 50 aMW HWM limit per rate
period. Supporters state that the 50 aMW limit per year is reasonable. (NWasco, REG-055;
Cowlitz, REG-118) Opponents claim that a 50 aMW per year limit is unreasonable and
should be removed. (MPP, REG-074; ATNI, REG-111) Kittitas PUD stated that new
publics should not receive up to 50 aMWs at Tier 1 rates; rather, the rate should be
comprised of the appropriate percentage of Tier 1 and Tier 2 power as compared to existing
BPA customers. (Kittitas, REG-087) Montana Public Power stated that the 50 aMW limit
serves no purpose but to deprive new large public utilities from opportunities received by
others. (MPP, REG-074)

Evaluation and Decision

Some commenters question the purpose and reasonableness of the 50 aMW per rate period
limit. The 50 aMW limit is designed to provide assurance that a reasonable amount of power
service at the Tier 1 rate is available from rate period to rate period and will not all be taken
up within a single rate period. Thus a new public utility which was not quite able to qualify
in the first rate period would have an opportunity in the next after it had qualified. A variety
of new public customers over the life of the contracts can be accommodated in this manner.
BPA believes the 50 aMW limit is a reasonable limit for total aggregate HWM additions per
rate period because the majority of its new public customers over the past 25 years have had
smaller loads. It strikes a balance between providing new publics significant access to lowest
cost-based BPA power and setting a limit on the costs that would dilute benefits to existing
purchasers at Tier 1 rates. In addition, the Policy contains an exception to the rate case limit
for small new utilities with net requirements of 10 aMW or less. If new public requests
exceed the 50 aMW rate period limit, BPA will not prorate down the HWM additions for
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new publics with net requirements load of 10 aMW or less. This exception will be limited to
the first five such utilities that would have otherwise seen a HWM reduction and would have
otherwise counted toward the overall 250 aMW limit for new publics. Any additional
amounts provided to these utilities will be added to the 50 aMW limit. However, when this
exception is applied, it is possible that the total amount of power at a Tier 1 rate earmarked
for new public utilities (the 250 aMW) may increase slightly. BPA believes this exception
for small utilities with total net requirements load under 10 aMWs is reasonable because it
accommodates unique needs of small customers while limiting the impact on Tier 1 rates.

If there are multiple requests for power from new public utilities within the same rate period
that exceed the 50 aMW cap, a phase-in process will apply to those new utilities with total
net requirements loads larger than 10 aMW. Each new utility larger than 10 aMW will
receive 10 aMW of power at the Tier 1 rate in the first rate period, and the remaining amount
of its HWM request will be phased-in over subsequent rate periods. The phase-in process is
designed to ensure that the 250 aMW intended for new publics is shared among various new
utilities rather than consumed entirely by one large utility.

BPA will adopt a limit to total aggregate HWM additions for new public utilities to 50 aMW
per rate period.

Issue 11:
Whether power at the Tier 1 rate should be available to new public customers only for
load that exists in FY 2010?

Policy Proposal

The Policy Proposal contains no distinction based on when a load comes into existence and
when it is to be served by a new public utility or other temporal limitation. Within the

250 aMW contract period limit, the Tier 1 rate would be available to new publics for load
that exists in FY 2010 and loads that come on to the utility distribution system during the
contract period.

A new public customer that forms out of an existing public would receive a share of that
existing public’s Contract HWM equal to the proportion of its total retail load to that of the
existing utility’s total retail load prior to the new utility’s operation. Any additional Contract
HWM amounts the new public customer is eligible for as a new public would be provided
through the treatment discussed above, but the HWM amounts provided from the existing
public would not count towards the HWM 250 aMW aggregate limit or a rate period limit
since the transfer of load does not result in new service at the Tier 1 rate.

New public customers that form out of an existing IOU would be eligible for HWMSs only
through the above 250 aMW standard.

Public Comments

SUB notes that the amount of power reserved for new public utilities at a Tier 1 rate may put
the new publics on an uneven playing field, giving new publics an advantage over existing
utilities. SUB is concerned that once a HWM is set for an existing public that new load
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growth may occur in a geographic area outside of its existing service. If a new public is
formed within the geographic area where load growth is occurring and receives a portion of
the existing utility’s HWM, SUB argues the remaining customers of the existing utilities are
harmed (particularly those that existed in FY 2010). To avoid this situation, SUB asks that
BPA modify its proposal to allow new publics access to net requirements load service at a
Tier 1 rate only for loads that existed in FY 2010. Other loads would have to be served at the
Tier 2 rate. In addition, SUB is asking for a more definitive policy statement from BPA that
BPA will make sure that the percentage of a new customer’s load served at Tier 1 rates will
not exceed the percentage of existing customers’ loads served at Tier 1 rates. (SUB,
REG-126)

Evaluation and Decision

BPA recognizes the concern expressed by SUB that it would be unfair for a new public
utility to receive a greater percentage of their net requirements load service at a Tier 1 rate
than an existing public, or an average of existing publics. A new public customer and the
load it will serve will not be advantaged over existing customers; rather the new customer
will be provided a reasonable benefit. SUB’s concern is addressed by the limit on a new
public customer’s HWM so that the percentage of its load served at a Tier 1 rate will not
exceed an average percentage of public utility customers’ net requirements load served at the
Tier 1 rate. The Policy language will be strengthened in this respect. The Policy Proposal
originally stated that there was a “potential” to make adjustments if the percentage of a new
public customer’s load served at the Tier 1 rate exceeds the percentage of the existing public
customer’s load served at the Tier 1 rate. In the Policy, the word “potential” has been
deleted, providing clear language that in such circumstances the adjustment will be made.
The only exception will be those small utilities with total retail loads under 10 aMWs as
described above in Issue 2. BPA intends that amounts of load that are annexed by one public
utility from another public utility will receive part of the existing public utility’s HWM,
proportional to the percentage of the customer’s load they have annexed.

It is important to note that when a new public utility forms and acquires a distribution
system, it can only serve that amount of load that it is obligated to and able to serve under
state law. SUB asks that BPA only serve a new public’s net requirements load that existed in
FY 2010 at Tier 1 rates. BPA believes it would be technically difficult and imprudent to
track and measure which specific load constitutes a utility’s retail load in FY 2010 for
purposes of determining existing load and future load. At the wholesale level, BPA does not
now find it necessary to have specific individual consumer load data for purposes of
calculating a utility customer’s HWM. The HWM calculation is intended to be simple and
not involve detailed layers of data and information on customer loads and resources.
Moreover, because the rate of the region’s load growth is around 1.2 percent annually, it is
likely that most new public utility customers will form out of existing utilities and will
commence service to load that will have existed in FY 2010. Therefore, while a new public
utility customer may indeed receive some service at a PF Tier 2 rate (after considering
application of the 50 aMW phased-in amounts and the 250 aMW limit for new public
customers), BPA believes that it is unreasonable to preclude a new public utility customer
from any opportunity to receive the benefit of BPA’s Tier 1 rate load based on the temporal
existence of load it is obligated to serve.
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Issue 12:
Whether BPA should shorten the notice period for new public customers.

Policy Proposal

Under the Policy Proposal, a new public customer that qualifies for BPA service must
request service from BPA through a 3-year binding notice before it may buy power service at
the Tier 1 rate from BPA with a HWM.

Public Comments
Several commenters believe that the notice period for new publics should be less than
3 years. (NWasco, REG-055, ATNI, REG-111)

Northern Wasco stated that if it is possible for a new public to form and provide all
documentation necessary to BPA in a period of time whereby there is no real substantive
reason to wait 3 years to be served, BPA should consider doing so. (NWasco, REG-055)

Evaluation and Decision

BPA understands that some new utility formations and acquisition of a distribution system
may take less than 3 years after they first inquire about service with BPA. In BPA’s
experience, the process for new public utilities to form and begin operation has taken longer
than 3 years. Moreover, the purpose of a notice period is to provide BPA sufficient time to
plan for and obtain power to supply the load that the new customer will be asking BPA to
serve. Notice periods provide some certainty as to both when service might begin and the
amount of power BPA will be responsible to provide. A reasonable notice period allows
BPA a reasonable amount of time to obtain cost-effective power to serve that customer’s
load. If BPA is required to serve new customers at the Tier 1 rate without prior notice or on
short notice, BPA may not have adequate time to plan its purchases or acquisitions for
serving such loads and consequently, the cost of providing power to all customers would
increase unreasonably.

Formation of a utility takes a significant length of time, so providing notice should not
impose significant hardship on the new utility. BPA considers this notice period reasonable
based on our prior experience with new public utility formation. To maintain a level of
certainty of BPA’s responsibilities and avoid risk of increased customer costs, BPA will
retain the proposed notice requirement. A new public that qualifies for BPA service must
provide 3-year notice before it may buy for requirements load power with a HWM, except
for HWM amounts that are provided from another existing public, due annexation of that
public’s service territory as discussed earlier in this ROD. During the interim period the new
public utility may purchase power from BPA at other PF rates, such as BPA has made
available during the Subscription contracts through a PF TAC. Details for this approach
would be worked out in the applicable rate cases.
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1. CGS Bonds

Issue 1:
How should the potential issue of losing tax-exempt status on Columbia Generating
Station (CGS) bonds be handled?

Policy Proposal

The Policy Proposal gives a brief explanation of the CGS bonds and emphasizes the
necessity of maintaining the bonds’ tax-exempt status. Unless the new Regional Dialogue
agreements are structured carefully, if a customer’s HWM is reduced due to a reduction or
loss of CGS, the Federal income-tax exemption on CGS, Project 1 and Project 3 bonds could
be threatened. A possible solution provided in the Policy Proposal is that certain customers
(generally cooperatives) may be required to replace all or a portion of the related HWM
reduction with power from BPA at Tier 2 rates. The proposal noted that other solutions may
be possible.

Public Comments

PNGC generally supported BPA’s goal of securing the lowest-cost available financing, but
also commented that it is important to acknowledge that all of BPA’s statutory preference
customers stand on an equal footing and are entitled to equal access to all BPA power sales
products offered to preference customers. As a result, PNGC recommends that BPA not try
to lock down a specific solution to the issue in the final ROD but acknowledge the need for
ongoing discussions on this matter. PNGC added that it is also important that any solution
not put BPA’s cooperative customers, including those purchasing under Northwest Power
Act Section 5(b)(7), at a disadvantage. BPA has had success collaborating with affected
customers to address such tax issues in the past and this practice should be observed in the
future. (PNGC, REG-133)

NRU agreed that an equitable solution must be found that does not impair the tax-exempt
status of the CGS bonds in an event that a reduction in HWMs is due to the reduction or loss
of CGS. NRU noted that the potential solution provided by BPA, requiring only rural
electric cooperatives to replace their reduced HWM with Tier 2 rate service should be
“market neutral” and urges BPA and the customers to look for other solutions to this
problem. (NRU, REG-103)

Evaluation and Decision

BPA meets the debt service costs of about $6 billion in tax-exempt bonds for Energy
Northwest’s Project 1, Project 3, and the CGS. The tax-exemption is predicated on a tax law
analysis that is in part based on existing agreements and arrangements relating to the use of
the output of CGS and the payment and costs of the CGS. Unless the new agreements are
structured carefully, a reduction in a customer’s HWM caused by a reduction or loss of CGS
could jeopardize the tax-exempt status of the bonds. This is a risk because, in summary, the
Tax Code limits the amount of tax-exempt bonds for a project to the extent that the facility is
deemed to be “used” by “private persons.” “Private persons” include cooperatives and other
entities that are not qualifying state or local governments.
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BPA agrees with commenters that it is important to operate the FBS in a way that allows the
BPA-back Energy Northwest bonds to remain tax-exempt. BPA will continue to work with
customers as it has in the past to try to achieve a reasonable solution to these tax issues. BPA
will structure the Regional Dialogue agreements so that the tax exempt status of the Energy
Northwest bonds is preserved.

J. PRODUCTS AVAILABLE TO REQUIREMENTS CUSTOMERS

Issue 1:
What products should BPA offer to customers beyond FY 2011?

Policy Proposal

BPA proposes to continue to make an array of products available that would meet its
customers’ diverse needs, offering comparable products to those currently available. The
proposal states that transmission products are not covered; however, for load-following
customers that do not have in-house expertise, BPA would offer a transmission management
product at its cost of providing the service.

BPA proposes to continue to offer products that follow a customer’s retail loads, such as the
current Full and Partial Service load-following products. The Regional Dialogue contracts
would not maintain a purchasing distinction between load-following for Full and Partial
service. Instead, the contract would provide a single load-following product with terms and
conditions specified for a customer’s use of their existing resources or adding new resources
to ensure they are operated in a way that does not create costs that must be borne by other
BPA customers.

BPA also proposes to continue to offer products that would allow customers to supply their
own load-following service such as the Block product. The Slice product proposal included
modifications to that product which are addressed later in this document.
Non-load-following purchasers would receive an amount of power based on a forecast of
their net requirements load and are responsible for integrating their BPA power purchase
with their own resources to follow their actual consumer loads throughout the year.

For load service beyond a utility’s HWM, BPA proposes to offer (at a minimum) the
following alternatives at Tier 2 rates: New Renewables, Default Alternative, Long-Term
Purchases, and Full Load Growth.

Public Comments
The comments received on this issue are extensive and quite varied. A large number of
comments involve implementation details not specifically addressed in the Policy Proposal.

Comments from several parties reflected the sentiment that BPA should continue to offer the
same products it currently offers. (PPC, REG-132; Kittitas, REG-087) Northern Wasco
stated it is generally satisfied with the product choices BPA plans to have available in future
power supply contract negotiations. (NWasco, REG-055)
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PNGC and Tacoma stress the importance that the products offered provide equal value
among customers. (PNGC, REG-133; Tacoma, REG-135) By way of example, Tacoma
explains “a full service customer should not be expected to pay more or less, on a unit basis,
for a given amount of shaping services than what a partial requirements customer would pay
for that same amount of shaping services.” (Tacoma, REG-135)

Several parties encourage BPA to develop a set of usable products to replace the current
product options and designed to meet the diverse needs of preference customers. (ICNU,
REG-125; SCL, REG-128) A number of parties commented that BPA should work with
customers to develop effective load-following and resource integration products. (Franklin,
REG-100; PPC, REG-132; Clark, REG-108; WPUDA, REG-080; Clearwater, REG-134;
Benton PUD, REG-114; Emerald, REG-137; Cowlitz, REG-118; WPAG, REG-109; PNGC,
REG-133; SUB, REG-126; Richland, REG-091; NRU, REG-103).

Several parties stated that they need more product detail, especially regarding Tier 2 rate
service options, if they are to decide whether to commit to purchase power from BPA at a
Tier 2 rate or power from non-Federal resources. (Whatcom, REG-121; Canby, REG-64;
NIPPC, REG-130; WMG&T, REG-106) More specifically, NRU urges BPA to offer
“vintaging or layering” of multiple Tier 2 rate purchase/pricing alternatives. (NRU,
REG-103) PNGC suggests that BPA should allow for flexibility over time to develop new
Tier 2 rate products as need arises, and that BPA’s Tier 2 rate products should be under the
same notice requirements for addition or removal as non-Federal resources. (PNGC,
REG-133)

A number of parties stress the importance of keeping product detail out of the Policy and
leaving such detail to future public processes focused on implementation. (Snohomish,
REG-131; PNGC, REG-133; Clearwater, REG-134) PNGC cautions, “if the Regional
Dialogue final document is too detailed in some products, it may unintentionally create an
unworkable product” and that the “TRM (Tiered Rates Methodology) and product
development should occur simultaneously so that the rates and products work together as a
package.” (PNGC, REG-133)

Beyond the comments noted above, BPA received a large number of very specific comments
related to various product details ranging from resource output requirements to the sorts of
resources BPA should include in Tier 2 rate service alternatives.

Evaluation and Decision

BPA agrees with comments that urge BPA to continue to offer to utility customers an array
of products comparable to those currently available. BPA believes that BPA and its
customers should take advantage of the opportunity to refine the current products and
services so that they comport with a Tiered Rates Methodology. Looking forward, BPA
agrees with PNGC and others that circumstances can change. BPA will explore with
customers ways to incorporate a limited amount of flexibility in the products and Tier 2 rate
design. BPA will attempt to rein in the degree to which its products and Tier 2 rate
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alternatives can be changed so that customers will still have confidence in the durability of
the contract they sign.

BPA will offer at least the following requirements load service product types: Load-
Following, Block, and Slice. Each of these product types should allow customers the ability
to acquire and integrate new resources and utilize their existing resources for their load.
Details regarding potential limitations on certain resource shapes or operations, and
additional resource support services that may be required will be developed in the contract
product development process and TRM process. BPA intends to design its requirements load
service products to accommodate customer resource development and integration.

BPA’s requirements load service product offerings reflect the principle that a customer’s
product choice can be viewed as a decision on the additional services the customer wants
BPA to provide to take the FBS shape and convert it into energy deliveries that meet the
customer’s net requirements. As advocated by various parties including Tacoma and PNGC,
BPA intends that customers who require additional shaping services will be charged the
additional cost incurred to meet those needs. Those who take their power from BPA in
shapes that are cheaper to serve would likely pay lower rates. BPA intends to create a
framework wherein a single customer (or a group of customers requesting a similar service)
is held financially responsible for the load serving obligations it creates for BPA, thereby
insulating other customers from the decisions of that one customer (or group of customers).

For service beyond a customer’s HWM BPA intends to offer Tier 2 rate power based on a
New Renewables alternative and a Default Alternative. The New Renewables alternative
will be priced at the cost of purchasing and integrating new renewable resources, and is
intended to have a term of at least 10 years. The 10-year minimum commitment term is
necessary to ensure an adequate resource planning and acquisition horizon.

The Default Alternative will be applied to any customer who does not affirmatively choose a
different Tier 2 rate alternative or commit to non-Federal resources. The minimum
commitment period and required notice period for switching to another Tier 2 rate or
applying a non-Federal resource will be determined in subsequent public processes, but will
need to be long enough to ensure that new resources can be effectively and efficiently
acquired if necessary to comply with Regional Resource Adequacy Standards. To allow for
an adequate resource planning horizon when transitioning to the post-2011 era, BPA will
require that at contract signing customers commit to how their load will be served through
FY 2016.

As advocated by NRU, BPA agrees there is some merit to “vintaged—based” pricing options
for customers who commit to pay a Tier 2 rate equal to the costs of a specific resource or
group of resources for as many as 10 years or more. As proposed by NRU, a
“vintaged-based” rate or set of rates means that a customer would be subject to pay a Tier 2
rate equal to the costs of a specific resource or group of resources for as many as 10 years or
more. BPA will explore the development of a “vintaged” Tier 2 rate or rates in the contract
and product development and TRM process and hopes such a pricing option could encourage
long-term commitments and accordingly aid in resource planning and compliance with
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Regional Resource Adequacy Standards. While BPA is willing to explore the concept of
“vintaging” BPA 1is concerned about the potential for administrative burdens and costs from
having numerous such rates.

In all Tier 2 rate service alternatives, BPA will endeavor to maintain comparable notice
provisions and commitment requirements between BPA’s Tier 2 rate alternatives and non-
Federal options wherever possible. Such details will be further developed in the subsequent
contract product development process and TRM process.

In response to parties requesting that BPA provide integration services for a customer
applying a non-Federal renewable resource to serve its load, BPA does intend to offer such
services for resources applied to meet a customer’s retail load. The ongoing regional Wind
Integration initiative, BPA’s contract product development, and TRM process will work out
the details of how to structure these services. Integration services for other types of resources
will also be discussed in those forums. To avoid biasing customers’ choices, BPA’s charges
for non-transmission integration services for non-Federal resources will be the same as those
included in Tier 2 rates based on similar resources.

BPA understands that a significant number of product implementation details remain and
acknowledges the need for customers to understand product details and options as they begin
their own planning processes. At this time, however, BPA must defer decisions on such
matters to the appropriate future forums where all related issues can be addressed as part of a
cohesive package.

Issue 2:
Will BPA allow customers to change contracts/product types with proper notice?

Policy Proposal
The Policy Proposal did not propose to offer customers the ability to change their contract
and product types after giving proper notice.

Public Comments

WPAG and Tacoma specifically requested that BPA allow customers to change products
upon giving BPA proper notice, so that the customers’ relationship with BPA may evolve
with customers’ changing circumstances. (WPAG, REG-109; Tacoma, REG-135) Other
comments were received requesting that BPA design its Load-Following product to give
customers the ability to integrate non-Federal resources, and related to this request, to enable
a Full Requirements customer to transition easily to a Partial Requirements customer if it so
chooses. (Clark, REG-107; Emerald, REG-137; PPC, REG-131)

Evaluation and Decision

BPA recognizes that its customers’ circumstances may change over the course of the 20-year
contract; however, BPA also needs to ensure cost recovery, limit risk exposure, and have
certainty about its load service obligations. Tacoma and WPAG both suggest that if
customers give BPA appropriate notice, they should have a right to change the products they
purchase from BPA (i.e., between Load-Following, Block, and Slice products). BPA
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believes that the simple act of giving notice to change products is not enough of a
preventative measure against possible cost shifts and unreasonable, unmitigated risk
exposure for the rest of BPA’s customers. Consequently, BPA does not intend to include in
its contracts a provision allowing a customer to change products upon giving notice. BPA is
concerned that such a provision may lead to stranded costs and may shift risks between its
customers in a way that may compromise the durability of the 20-year contracts.

However, BPA believes that its proposed, preliminary structure for the Load-Following
product will be sufficiently flexible so that a customer choosing that product will be able to
add non-Federal resources to its power supply portfolio over time, allowing it to transition
from a customer having all of its load met by BPA to one that has its load served by both
BPA and non-Federal resources. By doing this, BPA is effectively allowing for a customer
to switch from what was traditionally considered a “full service” to a “partial service”
contract.

Issue 3:
Should a customer’s power service at the Tier 2 rate be in the form of a flat annual
block of energy?

Policy Proposal

The Policy Proposal states that “[w]hen the Tier 2 rate applies, the amount of power provided
at that rate would be predefined as a planned amount of power purchases at the time the net
requirements load is established. BPA is not making a specific proposal since the rules for
establishing the annual predefined shape of the purchases subject to the Tier 2 rate will be the
subject of additional discussions. However to encourage and foster discussion this is
illustrated below as a flat annual block.”

Public Comments

BPA received only a few comments on the proposed shape of a Tier 2 rate power purchase
from BPA. The comments generally recommended that BPA consider other shapes than the
flat block, with specific recommendations for seasonal shapes.

NRU stated that although Tier 2 rate power is illustrated as a flat annual block in the Policy
Proposal, other shapes should be allowed on a cost neutral basis because the flat block may
not be viable or available over the long run. NRU acknowledges in its comments the
simplifying nature of the flat block concept and notes the added rate-making and
administrative complications that may result from implementing other shapes while ensuring
cost neutrality. (NRU, REG-103)

PNGC stated “BPA should not limit Tier 2 purchases to flat blocks, even for those customers
choosing load-following service. The further product development process, as well as
changing needs over time, should define the way in which Tier 2 is offered.” PNGC also
suggests that BPA should offer possibly even a seasonal Tier 2 rate product. (PNGC,
REG-133)
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IDEA and ICUA explained “effective energy management also requires that BPA’s
customers have access to seasonal products and the ability to shape when Tier 2 products are
brought to load. For example a utility may want to take all of its Tier 2 product in the four
winter months rather than flat over the year.” (IDEA & ICUA, REG-096)

Evaluation and Decision

NRU, PNGC, IDEA and ICUA all advocated more complicated alternatives, which, as NRU
acknowledges, may create rate-making and administrative challenges. The future
implementation discussions should help BPA focus on what the customers and other
stakeholders believe is the necessary degree of complexity/simplicity in designing the tiered
rates structure, while still creating a system that achieves the dual goals of allowing BPA to
comply with its statutory mandates and giving the region’s utilities meaningful power supply
options.

BPA is not making a final decision in this Policy regarding the shape of power service
available at Tier 2 rates. BPA will continue to discuss in the implementation phase
alternative benchmark shapes for both Tier 2 rate service and new non-Federal resources
applied to meet customers’ loads above their HWMs. BPA will also explore with customers
ways to ensure there is sufficient flexibility within the TRM to accommodate a changing
marketplace and Federal power and transmission system.

The comments focus on important implementation aspects of the tiered rates framework that
will continue to be refined over the coming months as the TRM is developed: cost-
neutrality, flexibility in design, and striking the appropriate balance between simplicity and
complexity. For illustrative purposes, BPA proposed to shape power service at the Tier 2
rate in the form of a flat block of energy and to portray the tiered structure in the simplest
way possible. BPA will continue to illustrate Tier 2 as a flat block of energy and currently
expects that this will become the benchmark shape for purchases of power at Tier 2 due to its
implementation advantages. BPA intends to propose this shape in future processes where
decisions will ultimately be made.

Issue 4:
What service costs will the Tier 2 rate cover for load-following service in excess of a
customer’s HWM?

Policy Proposal

BPA proposes that it will offer load-following products that reshape the firm power of the
FBS into the variable shape of the customer’s net requirements load and that include the cost
of deploying system flexibility and balancing purchases/sales to meet the hour-to-hour
swings in customer loads. BPA does not make a specific proposal as to whether it will offer
such a service as a Tier 2 rate alternative, instead stating that load-following customers
would pay an opportunity-cost-of-service-based adjustments charge for the cost and risks
BPA faces serving their actual loads rather than their forecast load.

The HWM construct would address variations in a customer’s net requirements load on an
annual basis. BPA proposes that when a net requirements load is below the HWM, all power
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would be priced at the costs of the Tier 1 rate. If the net requirements load exceeds the
HWM, Federal power service above the HWM limit would be priced at a Tier 2 rate. When
the Tier 2 rate applies, the amount of power provided at that rate would be predefined as a
planned amount of power purchases at the time the net requirements load is established. To
ensure obligations to the U.S. Treasury are met, Regional Dialogue contracts would be take-
or-pay for the amount of power that the customer is obligated to purchase from BPA. To
mitigate a customer’s take-or-pay obligation, BPA would remarket Tier 2 rate power to cover
any loss in the customer’s load that would otherwise be served with such power. Proceeds
from that remarketing would be used to off-set the customer’s take-or-pay amounts owed to
BPA.

Public Comments

NRU agreed with the basic approach as it pertains to the initial design of load-following
products, but expressed confusion with the specifics of service at Tier 1 and Tier 2 rates
when a customer experiences load loss. NRU considers BPA’s proposal to remarket Tier 2
rate power via contractually defined take-or-pay provisions a “reasonable approach” to
address customer load loss. NRU, however, expressed difficulty equating this to the concept
of power at the Tier 2 rate as a flat block at the bottom of a customer’s load shape, stating
“the load loss would have to be so significant as to be greater than the Tier 1 purchases of the
customer.” Put another way, NRU stated that it appears that power at the Tier 1 rate would
take the load swings. NRU acknowledged BPA’s intent that the load variance product will
likely take the load swings and that the value of power at the Tier 1 rate will stay with the
customer up to its net requirements. As an alternative to that approach, NRU proposes that
BPA could offer a “Tier 2 market based product that would take the load swings on top of
Tier 1. (NRU, REG-103)

WMGAT shares a similar concern that the Policy Proposal appears to “unfairly punish a
utility by decrementing its cheapest (Tier 1) power source first” when a utility experiences
load loss. As an alternative, WMG&T proposes a short-term Tier 2 rate product that would
be decremented first in the event of a load loss. If the load loss were greater than the short-
term Tier 2 rate purchase, Tier 1 rate purchases could be subsequently decremented.
(WMG&T, REG-106)

Evaluation and Decision

The NRU and WMG&T proposals to essentially include a Tier 2 rate load-following product
are built on a shared misconception that under BPA’s Policy Proposal the value of power at
the Tier 1 rate will be decremented prior to power at the Tier 2 rate if a utility experiences
load loss. To the contrary, BPA is proposing to both remarket on an annual basis “unused”
power at the Tier 2 rate associated with load loss (compared to rate case forecasts) and also
allow the load variance service to cover within-year hour-to-hour load differences from rate
case forecasts for a load-following customer. BPA will recalculate annually each customer’s
net requirements load and compare it to the customer’s rate case HWM for the upcoming
fiscal year. When the load-following customer’s net requirements load forecast is less than
what was calculated for the rate case (as a result of load loss, for example), BPA intends to
remarket the customer’s excess power at the Tier 2 rate on a forecast basis (rather than
decrement the customer’s power service at the Tier 1 rate) and the customer will either be
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credited the proceeds from remarketing or charged any revenue shortfall. Because the
customer’s HWM is not affected by the load loss, the customer will maintain its power
service at the Tier 1 rate up to the utility’s net requirements load (on a forecast basis).
Within-year load differences from the annual net requirements forecast will continue to be
covered by the load variance service, purchased by load-following customers.

BPA’s approach to lock down the Tier 2 rate amounts of energy as flat annual blocks (with
the remarketing provision described above for forecast load loss) and handle load variation
within the year via the load-following service also better parallels the mechanism where a
load-following customer would meet its load above its HWM with non-Federal resources.
This approach is intended to mimic the resource removal rights BPA is proposing to give
those customers with non-Federal resources who have experienced load loss. If BPA were to
expand its Tier 2 rate offering to have load-following associated with “Tier 1 and Tier 2 rate
loads,” as opposed to service to net requirements load below and above a customer’s HWM,
the construct would become more complicated from a rates and contract administration
standpoint. BPA will continue to work with customers to explore implementation details
associated with load-following service in the contract and product development process and
TRM process. At this point, BPA is deciding not to propose a load-following Tier 2 rate
construct, but instead is deciding to move forward with its proposal to keep the load-
following service associated with a customer’s power service at the Tier 1 rate.

Issue S:
What should be BPA’s role as a Tier 2 rate power supplier?

Policy Proposal

When offering service at Tier 2 rates, BPA intends to offer various service alternatives that
reflect the full underlying costs of the new resources or market purchases used to provide the
service. The costs of power acquired to serve load subject to a Tier 2 rate would be kept as
low as possible, but BPA proposes that it will not subsidize Tier 2 rates to create a financial
advantage for a customer to make a choice to buy from BPA instead of the market.

Public Comments

BPA received comments from Northern Wasco that stress the importance for BPA to
continue to play a central role as an aggressive and competitive resource acquirer for
preference utilities. (NWasco, REG-055) NRU commented similarly that it would “strongly
urge BPA to be competitive and aggressive on behalf of customers in the Tier 2 power
supply business.” NRU stresses the importance of a diversified supply portfolio provided by
a number of alternate suppliers, and that includes thermal in addition to renewables. NRU
also urges BPA to consider geographical diversification and the capabilities of the
transmission system to deliver generation to load. (NRU, REG-103)

Evaluation and Decision

BPA’s statutory obligation is to serve the regional net requirements load of its utility
customers. BPA’s offering of Regional Dialogue contracts will provide customers the ability
to select among products and services that are designed to meet their various needs, including
the ability to purchase all of their power supply from BPA to meet their full requirements
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load. For that portion of power that is for service above a customer’s HWM, BPA will
endeavor to provide Tier 2 rate service options at the lowest feasible cost; however, BPA will
not subsidize Tier 2 rates to create a financial advantage for a customer to make a choice to
buy from BPA instead of power from a non-Federal resource. If customers want to purchase
power to meet their load above their HWM from BPA that power will be priced at a Tier 2
rate based on the marginal cost of BPA acquiring or purchasing such power for their load.
BPA will offer several Tier 2 rate alternatives that reflect the full costs of the new resources
or power purchase costs incurred to provide them. To keep the cost of Tier 2 rate alternatives
low, BPA will work to maintain a diversified supply portfolio, as NRU advocates but is not
making any commitment to acquire thermal resources as part of this decision.

Issue 6:

Should BPA expand its Tier 2 rate alternatives to include one that reflects a shorter
commitment period and shorter notice provisions than those required in the Tier 2 rate
default alternative?

Policy Proposal

BPA proposed to offer customers a number of alternatives for Tier 2 rate pricing. Ata
minimum, BPA proposed the following service options subject to Tier 2 rates: New
Renewables, Default Pricing Construct, Long-Term Purchases, and Full Load Growth
Coverage. BPA proposed to structure the default Tier 2 rate to have a minimum 5-year
purchase commitment and a minimum notice of 3 years to switch either to a different Tier 2
rate alternative or to add non-Federal power to serve load above their HWM. The other
proposed Tier 2 rate alternatives required a commitment to purchase for greater than 5 years.

Public Comments

Most of the comments received on the proposed minimum commitment and notice
requirements for BPA’s default Tier 2 rate were in favor of BPA offering a market-based
Tier 2 rate alternative with shorter duration and notice provision to change than the 5-year
commitment and 3-year notice associated with the proposed default Tier 2 rate. The
reasoning offered by the comments in favor of a shorter commitment all shared a common
theme: a shorter minimum commitment would better position customers (in particular
smaller, traditionally full service customers of BPA) wishing to evaluate their power supply
options and possibly diversify from BPA as their power supplier. (IDEA & ICUA,
REG-096; PNGC, REG-133; NRU, REG-103) BPA received one comment opposed to BPA
offering a market-based, short-term Tier 2 rate alternative, because providing this type of
service could turn BPA into a power broker instead of a power supplier. (NWEC, REG-110)

Evaluation and Decision:

BPA proposed a number of Tier 2 rate alternatives in its Policy Proposal, including a Default
Tier 2 rate alternative, with a minimum 5-year commitment and 3-year notice provision to
start or change service. BPA proposed these requirements to ensure that BPA has sufficient
notice from customers to make the necessary power supply preparations to serve load above
the customer’s HWM at a Tier 2 rate. If new resources need to be built to serve this load,
then BPA needs to have some certainty regarding the amount of load it must serve, and a
commitment term of sufficient duration to induce resource development.
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BPA understands and recognizes the possible desirability among certain customers for a

Tier 2 rate purchase with a shorter commitment period, as noted in both PNGC’s, IDEA, and
ICUA’s comments. However, BPA is concerned that if it offers a Tier 2 rate with a
commitment term and notice provision as proposed by these comments, BPA will not be able
to ensure that it is meeting resource adequacy standards for the purchasers of power at these
Tier 2 rates. Either BPA, or its customers, need to clearly have the burden of meeting the
standards. Blurring this responsibility could confuse and overly complicate the region’s
development of an adequate resource infrastructure.

If a customer finds itself short of power on less than 3 years’ notice and BPA is not otherwise
obligated to supply the customer with firm power, then it is possible the customer could buy
surplus firm power, if available, from BPA. If BPA is obligated to provide firm power on a
shorter notice before the planned power service is available, BPA is considering the
application of a TAC to cover the marginal cost of such power.

Since proposing the 5-year minimum commitment and 3-year notice provision to start or
change service for the Default Tier 2 rate, BPA realized that even these terms may not be
sufficiently long to ensure that its default Tier 2 rate alternative complies with Regional
Resource Adequacy standards. The reason for this conclusion is that after the minimum
5-year commitment is satisfied, BPA only has a rolling 3-year commitment from those
customers purchasing power at this Tier 2 rate. BPA needs to have a sufficiently long
commitment from its customers purchasing at this rate to induce the development of new
resources (including regulatory authorizing processes), if needed, to serve load.
Consequently, BPA is not going to specify in this ROD and Policy the necessary minimum
commitment and notice provisions for the new default rate construct, but will leave that
decision to future implementation forums, after having the benefit of additional time to
analyze the subject and discuss it with customers.

BPA will also consider in future implementation discussions the possible need and desired
structure for a transition Tier 2 rate or rates for at least the first rate period of power
deliveries under the new contracts because BPA agrees with the concern about timing
challenges raised by NRU in its comments.

Issue 7:

Should customers be obligated to purchase amounts of power at the Tier 2 rate if they
have load forecast above their forecast Contract HWM when they sign their Regional
Dialogue contracts and have committed to a particular Tier 2 rate alternative?

Policy Proposal

The Policy Proposal provides for a forecast HWM in 2007, which could lead to a forecast of
load above a customer’s HWM that must be met with either Federal power at a Tier 2 rate or
power from non-Federal resources. This forecast HWM would be trued up in FY 2011, and
then the resulting HWM would be included in customers’ contracts. In addition, the Policy
Proposal states that the Regional Dialogue contracts will be structured to have a default

Tier 2 rate apply unless customers “affirmatively choose a different Tier 2 rate pricing
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approach or commit to meet their future load growth with non-Federal resources.” The
Policy Proposal goes on to elaborate the minimum commitment term and required notice
provisions to take and change rate options, when the default Tier 2 rate applies, beginning at
contract signing. The Policy Proposal does not, however, explicitly address whether the
forecast Tier 2 rate amount resulting from the forecast Contract HWM will be binding at the
time of contract signing.

Public Comments

In its comments, NRU suggested that due to the various changes in HWMs and load forecasts
that are likely to occur between when BPA calculates the forecast HWMs prior to contract
signing and when the trued up HWMs are determined, the initial commitment to a Tier 2 rate
alternative that customers make when they sign their contracts should not be binding for an
amount of energy for service beginning in FY 2012. Instead, NRU proposes “that the
commitment as to amount of Tier 2 purchase be made the year before the beginning of the
FY 2012 contract commencement.” (NRU, REG-103)

Evaluation and Decision

In the Policy Proposal, BPA did not explicitly state that when customers make their
commitment to a Tier 2 rate alternative at contract signing they would also be committing to
the amount of forecasted load at Tier 2 rates resulting from their forecast HWM calculation.
BPA’s intent was to work out this detail in the implementation phase of the Regional
Dialogue. The conclusion drawn by NRU, however, is an understandable one.

To some extent, BPA shares NRU’s concern about locking down customers’ load amounts at
Tier 2 based on the forecast HWMs and the forecast of net requirements load that will be
several years out of date by the time power deliveries are to begin. However, because BPA
must have resources developed for when those power deliveries begin, it will have to base
that need off of a load forecast at some point. At the same time, BPA will want to minimize
the amount of forecast error risk purchasers subject to the Tier 2 rate must bear. BPA will
work with customers to determine what commitment is required for each Tier 2 rate
alternative.

In general, BPA does not intend for customers’ Tier 2 rate amounts to be defined at contract
signing (currently assumed to occur in 2008). In fact, the timing for setting Tier 2
commitments may vary by contract type, in that load-following customers will not likely
commit to an amount of BPA Tier 2, unless they specifically request to do so in an effort to
pre-establish the shared commitment for future load service between an amount of BPA
Tier 2 and some amount of new non-Federal resources. A non-load-following customer will
likely have to commit to an amount of Tier 2 service from BPA, but the timing of that
commitment has not yet been developed. Additional work on the necessary timelines for
making these decisions will be accomplished through the product development and TRM
processes. During the course of those processes, BPA may also explore Tier 2 rate
alternatives that would require customers (including load-following contract holders)
committing to an amount of Tier 2 service when declaring a commitment to the Tier 2 rate
alternative.
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Issue 8:
Will customers have an ability to serve their load above their Rate Period HWM with a
combination of Tier 2 rate power and non-Federal power?

Policy Proposal

The Policy Proposal does not propose the option of combining Tier 2 rate power and service
with non-Federal power to meet customers’ load above their Rate Period HWM. The
Proposal offers customers the choice of only Tier 2 rate power or only non-Federal power to
meet future load service obligations beyond the Rate Period HWM.

Public Comments

PNGC and NRU both commented that BPA should allow customers the option of combining
Federal Tier 2 rate service with new non-Federal resources or purchases. (PNGC, REG-133;
NRU, REG-103) Wells goes further in its advocacy of combining Federal and non-Federal
resources to serve load above its HWM by describing the specific circumstance it faces. It
argues that the circumstance illustrates why such a combination would be beneficial. Wells
has a large industrial load, a gold mine, served from a unique point of delivery (POD) with
somewhat unpredictable load variations that it would like to serve with non-Federal
resources, and at the same time take BPA service at the Tier 2 rate for the remaining

30 percent of its load. (Wells, REG-089)

Evaluation and Decision

BPA is willing to discuss further with customers the circumstances and conditions which
they are thinking might be encountered that would benefit from such a combination of
Federal service and non-Federal power. BPA agrees that it is reasonable to provide some
flexibility for customers on how they might serve their load above their HWMSs. There is
good reason to consider how to structure a relationship between BPA and its customers
where they share future resource acquisition obligations.

The example Wells offers is just the type of situation BPA is most familiar with. Instead of
BPA including in the Tier 2 rate options an alternative designed to handle the intermittent
industrial load that Wells must serve, Wells would be able to pursue service for that load
from a non-Federal resource and combine that with a BPA Tier 2 rate alternative to serve its
remaining future residential, commercial, and farm load growth. In its Subscription Strategy
BPA included a proposal of whether there should be “walled-oft” loads, i.e., specific load
separately metered on an hourly basis that would not be served with power purchased from
BPA. While this type of service arrangement was not developed, BPA believes it is
reasonable to again reconsider such concepts to determine the feasibility of developing this
kind of service arrangement. Similarly, customers that have new large single loads (NLSLs)
may service such load with non-Federal resources as separately metered load.

Issue 9:

Should BPA acquire “major resources” as defined in the Northwest Power Act to meet
firm contractual load obligations to supply power at the Tier 1 and Tier 2 rates?
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Policy Proposal

The Policy Proposal does not address the specifics of BPA’s resource acquisition strategy or
plan to supply power service at the Tier 1 or Tier 2 rate and accordingly does not address
whether BPA would pursue major resource acquisitions as defined in the Northwest Power
Act and subject to the Act’s section 6(c) requirements. Some of BPA’s proposed Tier 2 rate
service alternatives may be long-term in nature and could involve large quantities of power,
therefore suggesting that BPA’s power supply strategy for Tier 2 rate service would not
preclude major resource acquisitions subject to 6(c) requirements.

Public Comments

Comments on this issue reflect concern that “major resource” acquisitions subject to section
6(c) requirements could have implications for supplying power at the Tier 2 rate by BPA.
Canby urges BPA to address the question of whether BPA will acquire major resources, as
defined by the Northwest Power Act, for the first 5 years of the contract period, or whether
BPA intends to go to the market for Tier 2 supply. Canby suggests that BPA’s list of Tier 2
products could vary depending on where BPA acquires Tier 2 supply. (Canby, REG-64)

The Northwest Power and Conservation Council comments that “it seems reasonable to
expect that if BPA plans to develop or otherwise secure a major generation resource, it will
need to notice the region under section 6(c)(3) of the Northwest Power Act,” and suggests
that such a process would present commercial implications for customers. (NPCC,
REG-033) Alternatively, if BPA is planning to purchase power from the market, “it should
make those plans known since that option presents commercial implications as well.”
(NIPPC, REG-130)

Evaluation and Decision

BPA has several tools available for meeting any of its obligations to supply power sold under
the Tier 2 rates. These range from short-term purchases up to a long-term major resource
acquisition. BPA recognizes that if it seeks to acquire a “major resource,” i.e., a resource
having a planned capability greater than 50 aMW acquired for a period longer than 5 years, it
must comply with the requirements of the Northwest Power Act, such as conducting a
section 6(c) hearing. The Council also provides review of the proposed acquisition. BPA
has not yet developed its firm load obligations under long-term Regional Dialogue contracts,
and thus does not yet know what its total load obligation will be. At this time BPA cannot
determine whether it will need to acquire a major resource.

If BPA determines it needs to acquire a major resource it will conduct a section 6(c) hearing.
As part of BPA’s contract and product development process and TRM process, BPA will
work with customers to refine product details, if any, which could be affected if BPA decides
it will engage in major resource acquisitions and related contingencies.

Issue 10:

Should BPA acquire power for Tier 2 rate service prior to having contractual purchase
commitments at the Tier 2 rate from customers?
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Policy Proposal

BPA intends to offer various service alternatives at the Tier 2 rate that reflect the full
underlying costs of the new resources or market purchases used to provide the service. Like
service at the Tier 1 rate, service at the Tier 2 rate will be take-or-pay. The costs of power
acquired to serve load subject to a Tier 2 rate would be not be melded with costs of the
existing Federal system, unless those costs are otherwise unrecoverable under Tier 2 rates.
Accordingly, customers served at the Tier 2 rates would pay for all resource acquisition costs
used to provide the Tier 2 service to which they have committed, including potential costs of
resources acquired for which BPA may not have a pre-established power sale commitment.

Public Comments

Whatcom commented that when acquiring resources to support service sold at the Tier 2 rate,
“BPA should not prospect or enter into any new ventures with only the hope of securing
revenues later.” Whatcom’s comment reflects concern over BPA making speculative power
or resource purchases for Tier 2 rate service and the potential for Tier 2 rate cost migration to
the Tier 1 rate, given cost recovery requirements under Section 7(a) of the Northwest Power
Act. Whatcom urges BPA to have power service commitments at Tier 2 rates with customers
in place prior to BPA purchasing resources or providing services at Tier 2 so as to not allow
for under-recovery of Tier 2 costs. (Whatcom, REG-121).

Evaluation and Decision

BPA is committed to maintaining low costs for service at both the Tier 1 and Tier 2 rates,
and to maintaining cost and risk separation between Tier 1 and Tier 2 rates. BPA
acknowledges that risks associated with procuring resources ahead of purchase
commitments, as identified by Whatcom, could impose a risk that threatens those objectives.

BPA intends to include measures to mitigate the risks Whatcom has identified. In particular,
BPA will work to match its acquisitions to power supply needs, whether doing so for service
under the Tier 1 or Tier 2 rates. Regarding service at the Tier 2 rate specifically, BPA’s Tier
2 rate alternatives will include minimum notice and commitment terms that will assist BPA
with resource planning and acquisition activities. For the two alternatives BPA will offer at a
minimum, New Renewables and the Default Alternative, initial purchase obligations will be
least 10 years and through 2016, respectively.

BPA anticipates that there may be circumstances where BPA cannot perfectly match resource
procurement with pre-established purchase commitments, particularly given BPA’s
obligation to serve load and to support resource adequacy standards. The parameters around
BPA’s power purchase approach, including the extent to which BPA may acquire resources
beyond purchase commitments from customers, will be further developed in contract
negotiations and the cost risks considered in the product development and TRM process.

Issue 11:

Should BPA adopt creditworthiness standards for customers who purchase power
service at the Tier 2 rate?
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Policy Proposal

The Policy Proposal does not specifically address creditworthiness standards for customers
who wish to purchase service at the Tier 2 rate. BPA proposed that power sales will be take-
or-pay and that the costs of power acquired to serve load under a Tier 2 rate would be not be
melded with the Tier 1 rate which includes costs of the existing Federal system, unless Tier 2
costs are otherwise unrecoverable under Tier 2 rates and BPA must assign such
unrecoverable costs to Tier 1 consistent with Section 7(a) of the Northwest Power Act. The
costs assigned to Tier 2 would accordingly also include the costs of counterparty defaults on
Tier 2 rate power obligations.

Public Comments

The comments received on this issue reflect the concern shared by many customers of Tier 2
costs migrating to the Tier 1 rate. Canby cites customer non-payment or default on Tier 2
rate service obligations as a circumstance where BPA might have to collect Tier 2 costs from
customers under the Tier 1 rate. (Canby, REG-064) WPAG states a similar concern of

Tier 2 cost migration to the Tier 1 rate due to “bad Tier 2 deals” that include “sales to
counterparties that are not credit-worthy.” To alleviate this concern, WPAG states that BPA
should make a commitment in the ROD to include Tier 2 rate contract provisions that will
provide BPA with the authority and ability to collect from Tier 2 customers all of the costs of
providing power service at the Tier 2 rate, including the costs of credit failures. (WPAG,
REG-109)

Springfield Utility Board shares the same concern as Canby and WPAG, and believes that a
key element to protecting against cost migration would be for BPA to “adopt robust
creditworthiness standards for customers that wish to participate in buying a Tier II product.”
SUB advocates a process where BPA would predetermine requirements for participating in
Tier 2 purchases including the possibility of requiring letters of credit or collateral. SUB also
“strongly advocates” that a utility’s Tier | HWM be reduced in the event that they do not pay
for their Tier 2 obligations. (SUB, REG-126)

Evaluation and Decision

As stated in the Policy Proposal, costs associated with power at the Tier 2 rate will not be
melded with costs of the existing Federal system, unless otherwise unrecoverable under Tier
2 rates consistent with Section 7(a) of the Northwest Power Act. In an effort to mitigate such
costs and reduce the possibility of Tier 2 cost migration to Tier 1, BPA will explore the
feasibility and need to include credit requirements in Regional Dialogue contracts.

Power service at the Tier 2 rate will maintain all benefits and costs associated with that
service, including costs related to counter party default on power obligations at the Tier 2
rate. If a customer fails to pay its bill for its service at the Tier 2 rate, it will put its right to
purchase power at the Tier 1 rate at risk since service at the Tier 1 and Tier 2 rates will be a
part of the same contract and requirements business relationship. BPA is aware that its utility
customers establish their own retail rate structures which may not differentiate the pricing of
BPA’s wholesale-level tiered rates. In other words, the utility may simply decide to meld all
of its wholesale power costs into an average rate and fully collect the revenue needed to pay
its BPA wholesale power bills. To address the concern over the financial capability of
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customers to pay their bills under tiered rates, BPA intends to assess the credit status of all
customers that request power service to meet net requirements load beyond their HWM that
will be subject to Tier 2 rates. BPA will explore the feasibility of additional creditworthiness
requirements during the contract product development process and TRM process.

K. PRICING AND RATES FOR PF SERVICE

Issue 1:
Is tiering of BPA rates allowed under the Northwest Power Act?

Policy Proposal

As a cornerstone of the Policy Proposal, and to give customers long-term predictability and
certainty, BPA proposes to establish a long-term Tiered Rates Methodology that would limit
the amount of power sold at our lowest-cost-based rate to approximately the firm capability
of the existing FBS under 20-year contracts. At the outset it is important to note that any rate
proposal would require a Northwest Power Act section 7(i) rate setting proceeding and
specific decisions on rates would be made in each rate case, consistent with the long-term
methodology. Beyond this, the Policy Proposal did not address this issue.

Public Comments

ICNU had significant concerns with BPA’s proposal to provide service to public utilities
under a tiered rates structure. Based on explanations that BPA has provided to date in its
Policy Proposal, ICNU cannot determine if BPA’s proposals violate the Northwest Power
Act or otherwise dilute or reduce preference customers’ rights to cost-based power. WPAG
also called changing from melded rates a departure from the Northwest Power Act. (ICNU,
REG-125, WPAG, REG-080)

Regardless of the merits of the public policy objectives associated with the tiered rates
proposal, ICNU believes that the Regional Dialogue does not incorporate a compelling
argument as to why tiered rates are legally sustainable. ICNU comments that because BPA’s
proposal asked customers to waive any legal challenges to the tiered rates proposal in the
new power contracts, BPA is concerned about the legal sustainability of the proposal. ICNU
believes BPA is obligated to fully explain to the region why its proposal is lawful and should
abandon its efforts to require customers to waive their right to challenge the proposal in
court. (ICNU, REG-125)

CRITFC maintains that Congress intended that preference customers’ current and future
loads would be served by the regional rate described in section 7(b)(1) which would meld the
cost of the Federal Base System resources and, as needed, IOU exchange power, and future
resource additions. CRITFC asserts that the language of the Northwest Power Act, the
relevant committee reports, and the Appendix prepared by BPA, collectively demonstrate
that Congress considered a tiered-rate provision but rejected the proposal. Based upon this,
CRITFC believes that significant questions exist as to whether BPA can implement this
proposal without new legislation. (CRITFC, REG-138)
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Evaluation and Decision

While this issue will be finally decided when BPA establishes the TRM, BPA is confident in
the legality of tiered rates. The basis for that confidence is as follows. BPA has broad
authority under the Northwest Power Act to design and set rates. ICNU believes that the
Regional Dialogue proposal to tier the rates does not incorporate a compelling argument as to
why this rate design is legally sustainable. ICNU takes a rather narrow view of the discretion
afforded the Administrator in the design of BPA’s rates. WPAG argues that changing to
tiered rates is a departure from the Act. However, section 7(¢) of the Act states:

Nothing in this chapter prohibits the Administrator from establishing, in rate
schedules of general application, a uniform rate or rates for sale of peaking capacity
or from establishing time-of-day, seasonal rates, or other rate forms.

16 U.S.C. §839¢e(e). The reference to “this chapter” means the entire Northwest Power Act.
Congress addressed this provision in the legislative history to the Act, and made clear that the
Administrator retained the discretion to determine rate design, including rate designs that
addressed the issue of load growth. For example:

Section 7(e) clarifies that BPA may continue, as it does under existing law, to charge
uniform rates for the sale of electric peaking capacity. This subsection also clarifies
that the rate directives contained in this bill only govern the amount of money BPA is
to collect from each class of customer and not the form of the rate used to collect that
sum of money. For example, time-of-day rates, seasonal rates, rate structures
designed to give BPA customers particular price signals, and other rate forms would
be permissible.

H.R. Rep. No. 976, 96th Cong., 2nd Sess., pt. 2, at 53 (1980) (emphasis added). See also,
H.R. Rep. No. 976, 96th Cong., 2nd Sess., pt. 1, at 69 (1980) (Section 7(e) makes clear that
rate directives in the Northwest Power Act do not apply to “rate form.”)

During the legislative deliberations leading to passage of the Northwest Power Act, the then-
proposed version of the Act was interpreted by the Comptroller General of the United States
as giving the Administrator broad discretion in the area of rate design. In a letter to
Chairman Dingell, the Comptroller General stated, in part, that:

Under the melded pricing approach used by Bonneville, the high costs of new thermal
power plants are merged with the low costs of older hydropower plants and its
customers are charged average rates which tend to understate the costs of new power
supplies. While H.R. 8157 does not direct . . . Bonneville or its customer utilities to
use specific rate structures or billing practices to show consumers the cost of new
power supplies, it does include many provisions which could ultimately lead to rate
reforms. Section 7(e) provides that nothing in the bill prohibits Bonneville’s
Administrator from establishing peak power rates, time-of-day or seasonal rates, or
other rate forms.
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Letter dated October 29, 1980, from Comptroller General to Representative John Dingell,
Chairman, Subcommittee on Energy and Power, Committee on Interstate and Foreign
Commerce (emphasis added), 88 Cong. Rec. H10685 (daily ed. Nov. 17, 1980).

As evidenced by section 7(e) of the Northwest Power Act and its legislative history,
Congress intended that the Administrator retain authority to design rates, including rates
designed to give price signals to customers. Such design, including the design of tiered rates,
is to be done within the framework of the basic cost allocation provisions set out in the other
provisions of section 7.

CRITFC contends that Congress considered a tiered-rate provision but rejected such a
proposal. This claim is apparently in reference to former Congressman Jim Weaver’s
attempt to include a tiered rates mandate in the Northwest Power Act. Congressman Weaver
stated that improper price signals would be sent to consumers if BPA continued to market
energy to its preference customers at a single, uniform rate based on total system costs.
Proponents for the tiered rate stated that melding the higher priced thermal resources of the
future with BPA’s low-cost hydropower resources would serve as a disincentive to
conservation. 85 Cong. Rec. H9850 (daily ed. Sep. 29, 1980).

CRITEFC is correct that the various Weaver proposals were rejected by Congress. However,
CRITFC goes too far when it claims that Congress rejected any tiered rate proposal.
Congress did not reject the concept of tiered rates, but rather Weaver’s proposals that would
have mandated tiered rates. Congress included language in the Northwest Power Act which
clearly gives the Administrator the authority, but not the obligation, to establish tiered rates,
assuming they are consistent with the cost allocation directives of section 7 of the Northwest
Power Act.

Each of the Weaver proposals contained inflexible pricing directives. Some of them entailed
complex allocation methodologies that required the Administrator to allocate first tier (or
lowest cost) power based on residential consumption, projections of the load growth of
Bonneville’s wholesale preference customers, or differences in population growth,
employment, and irrigated acreage. In one proposal, a Board established by legislation was
to determine a “conservation percentage” to be applied against the allotment of power for
each first tier customer. In making this determination, the Board was to:

select a per centum great enough to provide sufficient electric energy to meet the
essential life needs of residents after strict conservation practices and improvements
have been applied to residential housing and low enough to maximize the incentive to
conserve electric energy . . .;

Cong. Rec. H9850-85 (daily ed. Sept. 29, 1980). In another version, the Administrator was

to perform an annual allocation of rates within the tiers to preference customers, and such
allocation was to:
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be in proportion to general requirements of each such customer, except that the
allocation shall be adjusted to give equitable consideration to differing rates of
population growth, employment, and irrigated acreage.

Cong. Rec. H10519-27 (daily ed. Nov. 12, 1980).

It was these legislatively mandated and often complex schemes for the allocation of the
existing Federal power supply that were rejected, not the discretion of the Administrator to
design rates.

CRITFC’s conclusion that Congress legislatively rejected tiered rates as a viable concept is
overbroad. Congress rejected the Weaver proposals that would have legislatively mandated
tiered rates, some of which incorporated complex allocation schemes. Instead Congress
opted for language in the statute that gave the Administrator broad discretion to adopt various
rate designs, including tiered rates. As discussed above, the Northwest Power Act enables,
but does not require, tiered rates. BPA’s tiered rates proposal is grounded in the rate design
discretion afforded the Administrator by section 7(e) of the Northwest Power Act.

Issue 2:
Does tiering deprive some end-use consumers of their statutory right to place load on
their utilities and be charged at a cost-based power rate?

Policy Proposal
The Policy Proposal did not address this issue.

Public Comments

ICNU noted that the tiered rate proposal is a significant departure from BPA’s historic
melded rate approach, and it believes that BPA has not demonstrated that tiered rates are
consistent with the statutory requirements contained in the Northwest Power Act. As
currently drafted, the tiered rates proposal appears to deprive some end-use consumers of
their statutory right to place load on their utilities and be charged at the cost-based BPA
power rate.

ICNU understands that BPA’s tiered rate construct is intended, in part, to limit BPA’s open
ended resource procurement obligation as well as limit its costs and risks. While ICNU
acknowledges the merit behind these goals, it nevertheless is concerned that BPA should not
penalize end-use consumers for the decisions made based on the assumption that BPA would
continue to offer melded rates. (ICNU, REG-029)

Evaluation and Decision

ICNU is concerned that the decision to tier the rates will result in depriving some end-use
consumers of their statutory right to place load on their utilities and be charged a cost-based
power rate. Any right of a consumer to place load on a retail utility is governed by state law,
applicable state regulations, and not by any BPA statutes. A retail utility sets its own rates
for sales to consumers and BPA does not set those rates. BPA’s rates apply to the retail
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utility’s Federal power purchases, but BPA’s rates and contracts afford no “statutory right” to
a consumer on what a retail utility will ultimately charge the consumer for service.

ICNU’s concern makes basic mistaken assumptions about the impact of BPA’s tiered rates
proposal on a retail utility’s rates and its impact on the rights of some end-use consumers.
First, ICNU contends, without explanation, that tiering the rates will impact the statutory
right of these end-use consumers to place load on their local utilities. It is difficult to fully
evaluate ICNU’s contention because it provides no explanation of why the proposal might
interfere with some end-use consumer’s ability to place its load on the local utility.
However, BPA’s Policy Proposal is not intended to impact an end-use consumer’s ability to
place load on its local utility. On the contrary, BPA’s standards for service require that a
retail utility customer of BPA must have a general utility responsibility to serve consumers.
This means they cannot refuse to provide electric service to the general public. End-use
consumers are not prohibited by BPA’s proposal from taking their utility service from their
local public utility.

It is possible that ICNU’s comment is, in part, motivated by BPA’s proposal to use FY 2010
loads and resource amounts to set individual utility HWMs, which would effectively lock-in
some consumers’ decisions to apply their cogeneration to serve their own loads in the

FY 2002-2011 contract period. This concern is addressed above in the consumer-owned
resources section of the final Policy.

The second aspect of ICNU’s concern is an alleged interference with an end-use consumer’s
ability to be charged a cost-based rate. BPA is not aware of any consumer right to be
charged a cost-based rate. Such a consumer right doesn’t exist for BPA’s power rates
charged to its requirements load customer utilities. While there is no obligation, statutory or
otherwise, that requires BPA to ensure that end-use consumers are charged a cost-based rate
by their local utility, Section 5(a) of the Bonneville Project Act states that BPA’s contracts
should insure that resale of Federal power by utilities to ultimate consumers are at rates
which are reasonable and nondiscriminatory. That direction, however, does not a mandate
BPA to set, review, or establish the retail rate designs of its utility customers to ensure a cost-
based rate for their consumers. If a serving utility tiers its rate in order to provide price
signals, devoting the cost of resources to meet load growth, BPA does not believe that is
unreasonable.

If ICNU is implying that tiered rates are not cost-based, it is mistaken. As a class, preference
customers will pay no more under tiered rates than without. BPA is statutorily obligated to
provide cost-based rates for the energy sold to its preference customers and the tiered rates
proposal does not interfere with that obligation. How BPA recovers those costs within the
class is a matter of rate design discretion, such that customers will face different price signals
under the Tier 1 rate than under the Tier 2 rate.

Issue 3:
Will BPA use secondary revenues as a credit against Tier 1 costs?

106



Policy Proposal
BPA did not include a specific proposal regarding use of secondary revenues.

Public Comments

Both ATNI and CTUIR suggest that sales of secondary energy should not be used to lower
Tier 1 rates, but instead be set aside to lower the cost of service to new preference utilities
that form during the Regional Dialogue contract period. (ATNI, REG-111; CTUIR,

REG 117)

Canby contends that the proposal does not clearly explain how BPA intends to treat revenues
from the sale of surplus firm or non-firm power. Canby states that the proposal implies that
BPA will “credit back™ these secondary revenues to the Tier 1 rate. Canby endorses this
approach but contends that BPA needs to unequivocally state that it will not use secondary
revenues to underwrite or subsidize the costs of products and services subject to a Tier 2 rate.
(Canby, REG-064)

Evaluation and Decision

Treatment of secondary revenues will become a topic for consideration in the TRM process.
Presently, BPA believes it is reasonable that such revenues would be used to lower the Tier 1
rate since service at the Tier 2 rate is intended to reflect the marginal cost of power acquired
to serve a utility customer’s load above its HWM. Crediting the Tier 2 rate with secondary
revenues associated with sales from the existing system would blunt the price signal intended
by tiered pricing.

ATNI and CTUIR both suggest that sales of secondary energy should be used to lower Tier 1
rates for newly formed preference utilities and not used to benefit the whole Tier 1 rate. It
should be noted that historically (with the limited exception of the Slice product), BPA has
credited secondary revenues against the cost of service for it all its preference products. The
suggestion to pool secondary revenues to specifically offset the cost of power sold to newly
formed preference utilities at Tier 1 rates is a rate design proposal that would not benefit a
broad range of preference customers. Limiting the benefits of the secondary revenues to
such a small class of customers is inconsistent with BPA’s objective of equitably spreading
the benefits of the FCRPS. By directly assigning the secondary revenues to such a limited
class of customers, BPA would effectively have one set of preference customers subsidizing
the power rates of a different set. While such a rate design issue would ultimately need to be
resolved in the TRM proceeding, BPA intends on including in its initial tiered rates proposal
a rate design that credits all secondary revenues against its Tier 1 costs.

Canby endorses an approach that would credit secondary revenues against the Tier 1 rate for
all eligible customers, but contends that the Policy Proposal is not clear on this point. The
Policy Proposal on this matter is not particularly direct. To clarify BPA’s policy on this
issue, BPA intends to allocate secondary sales revenues as a credit against the Tier 1 rate and
would include such a design in the TRM proposal.
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Issue 4:
Will BPA sell power at the Tier 2 rate at less than its actual cost to BPA?

Policy Proposal

If customers want to purchase Federal power from BPA to serve their requirements load
above their HWM, such power will be priced at the marginal cost of BPA acquiring or
purchasing such power. BPA is proposing to offer several service alternatives that reflect the
full underlying costs of additional power acquired to provide them priced at a Tier 2 rate.
BPA will not subsidize Tier 2 rates with cost benefits associated with the Tier 1 rate to create
a financial advantage for a customer to choose to buy from BPA instead of the power from a
non-Federal resource. BPA will structure its rates and contracts to recover the cost of power
purchased for Tier 2 within the year such power is delivered.

Public Comments

Canby commented that BPA needs to unequivocally state that it will not use secondary
revenues to underwrite or subsidize Tier 2 products and services. If BPA used secondary
revenues to lower the price of Tier 2 products offered by BPA, it would give BPA an unfair
advantage over other suppliers competing to serve customer needs not served at the Tier 1
rate. Canby believes that it is important to create a level playing field for Tier 2 products and
services. (Canby, REG-064)

NRU notes that the Tier 2 rate(s) will not necessarily reflect the “marginal cost” of serving
load, but rather the fully allocated costs to BPA of the Tier 2 product chosen. The price of
these products will vary by the term and type of the product selected. Pure marginal cost
pricing for Tier 2 may be an overstatement of the approach BPA intends to follow for Tier 2
rate pricing, and would raise significant new issues. (NRU, REG-103)

Given the variety of Tier 2 rate products under discussion, BPA should consider the
possibility of Tier 2 pricing and rates that are specific for each Tier 2 product. (PNGC,
REG-133)

Evaluation and Decision

BPA is not proposing in this Policy to offer service at the Tier 2 rate that is either benefited
or subsidized. BPA has proposed to offer several service alternatives subject to a Tier 2 rate
that reflect the full underlying costs of the new resources or market purchases. BPA also
stated that it would not subsidize Tier 2 rates to create a financial advantage for a customer to
make a choice to buy from BPA instead of the other market alternatives.

NRU may be technically correct that BPA’s proposal to have service at the Tier 2 rate reflect
the full underlying cost of a new resource is not true “marginal pricing.” In real-time
markets (like the one operated by the California Independent System Operator) the marginal
price often reflects the generation costs for the most expensive unit operating during a
particular time period. BPA’s concept of the pricing for service at the Tier 2 rate is not
intended to reflect this concept. Rather, BPA’s proposal is intended to convey the idea that
customers purchasing power at the Tier 2 rate from BPA can expect to pay the fully allocated
costs associated with providing power to a customer for whichever service alternative the
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customer elects at the Tier 2 rate. The rate is marginal in the sense that it reflects the cost of
resources acquired to serve that load or resources that are not otherwise sold into the market
in order to meet the load.

Under this Tier 2 rate concept, it is anticipated that each service alternative will have a
different rate. However, the actual rates and the rate design for the various Tier 2 rate service
alternatives will ultimately be established through a combination of the upcoming TRM rate
case as well as subsequent rate cases implementing the TRM. All these matters are decisions
that must be made within the context of a section 7(i) proceeding and cannot be made in this
ROD.

Issue S:
Will BPA keep Tier 2 costs from being recovered by Tier 1 rates?

Policy Proposal

The costs of power acquired to serve load subject to a Tier 2 rate would be kept as low as
possible and would not be melded with costs of the existing Federal system, unless otherwise
unrecoverable under Tier 2 rates consistent with section 7(a) of the Northwest Power Act.

Public Comments

Sumas encouraged BPA to develop and offer viable power products and services at Tier 2
rates to cover load growth exposure. However, Sumas believes that if tiered rates are to
function as intended, Tier 2 rate costs must be contained and not allowed to migrate into the
Tier 1 rate resource cost pool. Using the Tier 1 rate as a backstop for Tier 2 rate under-
recovery of costs should not be allowed. Tier 2 rate resource acquisitions and other services
should be covered by Tier 2 rate customers, who backstop the risks through separate
contractual obligations. These commitments should be in place prior to BPA developing or
acquiring resources. (Sumas, REG-068)

SUB believes BPA must adopt robust creditworthiness standards for customers that wish to
buy service at the Tier 2 rate to avoid the possibility of Tier 2 rate costs rolling into Tier 1
rates. BPA should require letters of credit or collateral from customers taking service at the
Tier 2 rate to ensure cost recovery. If a Tier 2 rate customer fails to pay its Tier 2 rate
obligation, that utility’s HWM should be reduced. (SUB, REG-126)

Tacoma contends BPA should not rely on arguments that joint costs cannot be separately
assigned to individual products, and that fixed costs (such as certain overheads) would be
incurred in any event and so should all be assigned to the Tier 1 rate. Specifically,
development and implementation costs for products at the Tier 2 rate must be borne by those
customers who agree up front that they are sufficiently interested to support the development
of the individual products and/or agree that they are willing to bear the full cost of actually
implementing the product. (Tacoma, REG-135)

Evaluation and Decision

Sumas, SUB, and Tacoma all argue for the strict separation of cost recovery between power
service at the Tier 1 and Tier 2 rates. Although each of the utilities presents the argument in
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a slightly different fashion, all want to ensure that all costs associated with service at the

Tier 2 rate do not migrate into the Tier 1 rate cost pool. The risk of under-recovery of Tier 2
rate costs as the result of a default by a customer purchasing power service at the Tier 2 rate
presents a possible avenue for such costs to be allocated to the Tier 1 rate for purposes of cost
recovery.

In the Policy Proposal, BPA stated that it was BPA’s intent to “ensure Tier 2 costs stay
separate from the Tier 1 rate.” Even if BPA develops various contract requirements, such as
letters of credit, take-or-pay provisions, or remarketing rights that could reduce the credit risk
to BPA, these provisions will not entirely eliminate the possibility that some Tier 2 rate costs
could flow back to BPA. BPA is committed to working with customers to develop
contractual provisions for the product offerings at the Tier 2 rate that help minimize the
credit risk. However, in the event of a default by a customer that leaves Tier 2 rate costs
unrecovered, BPA remains obligated to recover the cost, even through the Tier 1 rate,
consistent with section 7(a) of the Northwest Power Act.

Tier 2 rate costs that flow back to BPA would be considered an unrecovered cost and may be
treated as a “bad debt” expense that would be allocated consistent with any other bad debt
expenses. While the specifics of the allocation of costs between Tier 1 and Tier 2 will be
worked out in upcoming rate cases as well as in the contract development process, these costs
will be equitably allocated.

The general identification of cost categories and their association with Tier 1 or Tier 2 are
rate case matters. Notwithstanding that, BPA believes that the rate or methodology could
provide that the cost categories would not change. This means there would be no allocation
of Tier 2 costs to Tier 1 for recovery or the reverse, except in such limited circumstances as
where there is a court order requiring the allocation or as is necessary to ensure cost
recovery.

BPA will work with its customers and other interested parties to make the likelihood of
Tier 2 rate costs being recovered in the Tier 1 rate as low as possible, but cannot agree to rule
out that possibility.

Issue 6:
Will BPA give customers a choice of reducing power purchased under either the Tier 1
or Tier 2 rates in the event of customer load loss?

Policy Proposal

BPA proposes to calculate net requirements loads each year to determine the amount of
power each customer is eligible to purchase from BPA that year. However, to provide
resource and rate planning certainty, customers would be provided short-term mechanisms
for load loss within the rate period that maintain both BPA and the customer’s risks and
benefits in that rate period, such as limited resource removal rights for purchases at Tier 1
rates. This annual approach is consistent with BPA’s historical utility practice and its
obligations under the Northwest Power Act to determine its total load service obligation. In
conjunction with a limited resource removal right for load loss, it provides the certainty
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intended by the PPC suggestion that BPA perform net requirements calculations only once
each rate period.

In order to provide resource and rate planning certainty for BPA and our public utility
customers, BPA proposes to offer a limited resource removal right but only for load loss a
customer experiences within a rate period. BPA intends that the qualifying load loss only be
the difference from the forecasted amount measured from the start of each rate period. This
contract mechanism is intended to ease a customer’s take-or-pay risk, while assuring the
recovery of BPA’s expected revenue under the contract. This right is in addition to resource
removal rights BPA provides for new resources as discussed in the next section.

Customers would have a right to add non-Federal resources, upon a specified notice to BPA,
to serve their retail load in excess of their HWM, and subject to rules yet-to-be-developed on
the resource shape and consistent with any obligations the customer has made to purchase
BPA power at a Tier 2 rate. If a customer does add a new resource to serve its retail load
above its HWM, then in addition to load loss amounts within a rate period, the customer
would have a right to remove those new resources that are used to serve that load above the
HWM. This right to remove non-Federal resources should ensure that the acquisition of such
resources does not reduce the amount of firm power BPA provides at the Tier 1 rate. To
accomplish this type of resource removal and the limited resource removal rights for loads
eligible for Tier 1 rates, BPA would need to review and modify the current Section 5(b)9(c)
Policy to reflect these changes in the treatment of customer resources.

To ensure obligations to the U.S. Treasury are met, Regional Dialogue contracts would be
take-or-pay for the amount of power that the customer is obligated to purchase from BPA.
Customers would generally not have rights to add resources to reduce their Tier 1 rate
purchases. BPA proposes to include a provision, as in the current Subscription contract, that
would address the circumstance when a customer’s net requirements load falls below its
HWM and the customer chooses not to exercise the within-rate-period load loss resource
removal rights available for its power purchases at the Tier 1 rate. In that circumstance the
customer would face charges that ensure their choice does not shift financial costs to other
Tier 1 rate customers. Purchases at Tier 2 rates would also be take-or-pay, subject to specific
yet-to-be developed terms for those products. BPA would design those terms so that the
benefits as well as the costs of those purchases are retained by the customer or customer
group making the commitment, mimicking the cost and benefits of a comparable purchase
from the market. A fundamental principle for Tier 2 rates would be that, to the extent
possible, the customers retain all risks, costs and benefits for these marginal cost-based
purchases.

Requirements contracts would include provisions which permit a customer to increase its
Federal power purchase amounts consistent with its net requirements load and subject to
notice. Such rights would likely differ substantially between load-following and non-load-
following contracts but would be subject to take-or-pay provisions. BPA recognizes,
however, that customers with load-following contracts may experience load loss from one
annual net requirements load calculation to another. Although there are many details to work
out, in such circumstances BPA intends to establish a contractual approach that returns any
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proceeds to the customer that BPA receives from remarketing power at the Tier 2 rate that
the customer does not purchase from BPA. Just as with power purchased from the market,
this remarketing could be a benefit or a cost depending on market prices.

Public Comments

WPAG asserts that if a utility is purchasing power only at the Tier 1 rate, and its forecast
load is less than its HWM, the utility should only pay for power at the Tier 1 rate equal to its
forecast load and the excess power should be sold and the revenues used to reduce the Tier 1
rate revenue requirement. WPAG notes that if the utility is purchasing power at both Tier 1
and Tier 2 rates, and its forecast load is less than the sum of its HWM and its Tier 2 rate
purchase obligation, it should have the choice of reducing either its Tier 1 or its Tier 2 rate
purchases to fit its purchases to its loads. WPAG states that if the utility elects to reduce its
Tier 1 purchases and to take its full purchase at the Tier 2 rate, then the utility should pay
only for the reduced Tier 1 amount and the excess power at the Tier 1 should be sold and the
revenues used to reduce the Tier 1 revenue requirement. WPAG states that if the utility
elects to reduce its Tier 2 purchase amount, then the utility would continue to pay for the full
Tier 2 purchase amount, and the excess power at the Tier 2 rate should be sold with the
revenues being credited back to the utility. WPAG notes that such an approach will provide
each preference customer with some choice in how to manage purchase obligations in excess
of load without imposing any financial risk on BPA. (WPAG, REG-109)

Evaluation and Decision

BPA believes that customers should not be impeded from making either Tier 2 rate or non-
Federal resource commitments because of fear that by doing so they could be jeopardizing
their access to power at the Tier 1 rate. However, BPA also believes that allowing customers
the ability to simply reduce their Tier 2 rate power purchase in the event of load loss will
result in either costs stranded in the Tier 2 rate cost pools or in an inordinate amount of risk
in Tier 2. Both situations would result in a Tier 2 rate that is significantly above what other
suppliers would be offering. Because of the need to contain Tier 2 rate costs into the Tier 2
rate cost pool and not allow them to leak into the Tier 1 rate (a position advocated by
WPAG), BPA will not allow purchase amounts subject to the Tier 2 rate to be reduced after
the commitment date. BPA will, however, remarket excess power sold at the Tier 2 rate with
any revenue being applied to reduce the amount the customer owes on its power bill. The
financial risk for the power sold at the Tier 2 rate will remain with the customer. This will
allow a customer access to its purchases of power at the Tier 1 rate up to its HWM on a
forecasted basis.

Issue 7:
Will the Tiered Rates Methodology (TRM) be approved by FERC prior to offering the
Regional Dialogue contracts?

Policy Proposal

A separate section 7(i) process to establish the long-term Tiered Rates Methodology for the
Regional Dialogue contracts will be conducted. BPA proposes to conduct public workshops
to develop the methodology which would be followed by a formal 7(i) process that would be
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completed prior to the signing deadline for the contracts under the schedule proposed earlier
in the Policy Proposal.

Public Comments
The TRM should be put in place and approved by FERC prior to the offering of Regional
Dialogue contracts. (PNGC, REG-133)

Evaluation and Decision

PNGC stated that the TRM should be in place and approved by FERC prior to offering
contracts. BPA agrees that greater certainty is provided by FERC approval of the TRM.
However, the establishment of the TRM should provide sufficient certainty for contracting
purposes, with the contracts specifying the consequences of FERC disapproval of the TRM.

Issue 8:
Will BPA use available FBS firm power to serve a utility customer’s net requirements
load beyond its HWM at the Tier 2 rate?

Policy Proposal

To the extent that FBS power is provided to serve net requirements load beyond a customer’s
HWM, it would be priced at BPA’s marginal cost of power with the excess value above the
average FBS cost being credited back to Tier 1 rates.

Public Comments

WPAG commented it should be a matter of indifference to Tier 1 purchasers whether FBS
power not needed to serve Tier 1 loads is used to serve Tier 2 net requirements loads or sold
on the market, so long as the same price is received in both instances. In reality, employing
unused Tier 1 power to serve net requirements loads at Tier 2 presents a number of problems.
On balance, it is probably better to obtain power for Tier 2 solely from the market, and to sell
excess Tier 1 power into the market, with the revenues generated from such sales being used
to reduce the Tier 1 revenue requirement. This approach will be less divisive, will generate
less controversy, and will reduce the pressure brought to bear on BPA. (WPAG, REG-109)

NRU proposes that, from a ratemaking standpoint, if the sum of all utilities’ loads is less than
the sum of the HWMs, BPA should sell the power and the revenues generated should be
credited back to Tier 1 load-following customers. Individual utilities would be allowed to
grow back into their HWM s at the Tier 1 rate. On a real-time basis the financial proceeds
from BPA’s sale of excess HWM power would be added to BPA’s financial reserves. (NRU,
REG-103)

Tacoma Power proposed that when or if this scenario occurs, a share of the net revenues of
the resold power be credited back to the Tier 1 pool. (Tacoma, REG-135)

Evaluation and Decision

The comments raise two separate but related issues regarding the sale of any amount of
available FBS as “unused” because a utility’s net requirements load is being served below its
HWM. WPAG and others commented that this energy can be sold in the wholesale market
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or alternatively to those utilities requesting BPA service to meet their load needs beyond their
HWM at the Tier 2 rate. The related issue involves how BPA will allocate the revenues
generated from the use of available FBS to serve load at a Tier 2 rate.

WPAG noted BPA should be indifferent whether the FBS power not needed to serve load at
the Tier 1 rate is sold into the wholesale market or alternatively to those utilities requesting
Tier 2 service from BPA. To the contrary, BPA cannot be indifferent to the cost of power
generated by the FBS and its availability to serve a customer’s load that is beyond its HWM.
If BPA has system power available and there is an existing obligation to serve net
requirement load, even if it is load that exceeds a customer’s HWM, BPA must use and sell
such power to a preference customer to meet its requirements load before selling any of the
power as surplus to the market. When BPA makes that type of sale for net requirements
loads above a HWM under the Regional Dialogue contract and TRM, it will do so at a Tier 2
rate.

WPAG points out that any decision to sell FBS power for Tier 2 rate service will present a
number of problems. In particular, WPAG notes that there will be no way to reliably
determine whether the price charged for the Tier 2 sale is comparable to what BPA would
have received in the open market. Additionally WPAG believes there will be some pressure
on BPA to keep the Tier 2 rate low. WPAG also thinks that any customer’s Tier 2 purchase
being served under such an arrangement would potentially develop a sense of entitlement to
this power, which may be needed to serve Tier 1 loads in the future.

While WPAG’s concerns may be valid, they do not override BPA’s statutory obligations to
meet its net requirements load obligation first, before it makes market sales, under sections
5(b) and 7(b) of the Northwest Power Act. BPA will work with its customers to develop the
TRM in a way that provides the appropriate pricing signals, while ameliorating concerns like
those expressed by WPAG.

The second issue raised by the comments involves the allocation of revenues from unused
Tier 1 energy. As noted in response to Issue 4, BPA intends to propose in the TRM rate case
that all secondary revenue sale be credited to the Tier 1 cost pool.

Issue 9:
How will take-or-pay provisions be applied?

Policy Proposal

To ensure obligations to the U.S. Treasury are met, Regional Dialogue contracts would be
take-or-pay for the amount of power that the customer is obligated to purchase from BPA.
Purchases at Tier 2 rates would also be take-or-pay, subject to specific yet-to-be developed
terms for those products. BPA would design those terms so that the benefits as well as the
costs of those purchases are retained by the customer or customer group making the
commitment, mimicking the cost and benefits of a comparable purchase from the market. A
fundamental principle for Tier 2 rates would be that, to the extent possible, the customers
retain all risks, costs and benefits for these marginal cost-based purchases.

114



Public Comments

Northern Wasco supports the basic concept of Tier 1 (for net requirements load below the
HWM) and Tier 2 being on a take-or-pay basis. It acknowledges that the specific contractual
terms are yet to be resolved, including any provisions under which a utility can effectively
avoid the take-or-pay obligation or mitigate any cost penalties imposed as a result of load
loss. (NWasco, REG-055)

NRU notes that BPA proposes that both Tier 1 and Tier 2 purchases be “take-or-pay.” The
use of the concept “take-or-pay” in this context needs clarification for load-following
customers without resources. Take-or-pay suggests that a customer must take the power as
specified in the contract and pay for the amount of power contracted for whether or not there
is load available to take the power. Customers owning generation resources can remove
those resources in order to accommodate the contracted for BPA purchases. Customers
without resources cannot do this. For these load-following customers, where the net
requirements load of the customer is below the HWM, the take-or-pay obligation should be
clearly stated to apply only to that net requirement. Any excess power at Tier 1 power above
that would be sold by BPA and the revenues credited to the cost of Tier 1 for load-following
customers. (NRU, REG-103)

Making Tier 1 and Tier 2 “take-or-pay” helps preserve the integrity of the pricing construct.
(PNGC, REG-133)

Tacoma Power generally agrees with BPA’s proposal to offer power at both Tier 1 and Tier 2
rates on a take-or-pay basis. They believe this proposal will help ensure both repayment of
BPA’s debts to the U.S. Treasury and limit cross-subsidies between Tier 1 and Tier 2
products. (Tacoma, REG-135)

Evaluation and Decision

NRU is concerned that the take-or-pay provisions particularly for the load-following
provisions need to be further discussed and developed. They note that load-following
customers have considerably less flexibility than those utilities with their own generation.
PNGC, Tacoma, and Northern Wasco all generally support the notion that the power sales
contracts would be on a take-or-pay basis.

Take-or-pay is a cornerstone of this Regional Dialogue Policy because it provides assurance
to the U.S. Treasury that BPA will be able to meet its repayment obligations. In addition, the
take-or-pay provisions will help limit any costs associated with service at either Tier 1 or
Tier 2 rates migrating into the respective cost pools. Power purchases under Regional
Dialogue contracts will be take-or-pay for the amount of power that the customer is obligated
to purchase from BPA whether the power is purchased at Tier 1 or Tier 2 rates. The specific
details will continue to be refined and will reflect the inherent differences between the
various types of customers. For example, BPA agrees with NRU that load-following
contracts (where a customer commits to take all its power from BPA beyond specified
resource amounts) and non-load-following contracts (where a customer commits to specific
amounts of power) present very different credit risk issues for BPA and will work with
customers in future processes to work out these details.
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Issue 10:
Will BPA require customers to waive their rights to legally challenge the Tiered Rates
Methodology (TRM) prior to being offered a power sales contract?

Policy Proposal
Customers accepting the contract would ultimately need to agree not to challenge the final
Tiered Rate Methodology.

Public Comments

Customer comments on this issue were nearly uniform in their expression of concern that
individual utilities would be required to waive their legal rights to challenge the TRM in
court. Many requested BPA remove this “penalty” which some believed would be punitive
and counterproductive. (Canby, REG-064; Richland, REG-091; Benton REA, REG-094;
Franklin, REG-100; NRU, REG-103; Clark, REG-108; WPAG, REG-109; SUB, REG-126;
NIPPC, REG-130; PPC, REG-132; Tacoma, REG-135) Canby also noted that if BPA retains
this provision BPA should clearly explain what happens to a utility that does not agree to
waive its legal rights. (Canby; REG-064)

Evaluation and Decision

The Policy Proposal, including the decision to tier the rates, is the result of extensive
discussion with BPA’s customers and constituents. The tiered rates proposal is in large part
the consequence of proposals made by various customer groups regarding how BPA should
allocate the benefits of the FBS. BPA has and will continue to work collaboratively with
customers and other interested parties to develop the TRM which will establish the specifics
of any tiered rate proposal. BPA does not intend for parties to waive their legal rights as a
condition of executing contracts with BPA. BPA is not going to require a waiver by
customers of their rights to legally challenge the TRM, as a condition of receiving power
service. Rather, BPA will attempt to work collaboratively with customers and other
interested parties to settle all or most of the issues in the TRM rate case. This effort will
hopefully minimize the uncertainty and scope of the 7(i) process. Such settlements typically
include an agreement not to challenge the result in some legal forum. If settlement is reached
in the TRM rate case, BPA will ask parties as part of the settlement not to challenge the
resolution of these issues at FERC or in the courts.

Issue 11:
Will BPA use marginal or opportunity cost pricing in Tier 1 rate design?

Policy Proposal

For each rate case, BPA proposes to design the rates for shaping services so that BPA’s
projected reshaping costs are borne by the customers that use the services. To do this, BPA
would compare the costs of the shape of the FBS under critical water with the cost to provide
the same amount of energy in the shape required by the customers for their service product.
Customers purchasing products that have shaping services would be required to pay a charge
to reshape the FBS energy into the projected shape of their product. This charge would
reflect those costs incurred by BPA for shaping. In addition, customers that purchase load-
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following products would pay a charge for the cost and risks BPA faces serving their actual
loads rather than their forecast load.

BPA proposed that charging reasonable opportunity-cost-of-service-based adjustments for
shaping services is an important element of the overall proposal to equitably provide access
to BPA’s lowest cost-based rates. It is also the approach discussed in earlier versions of the
PPC Proposal. Charging less than BPA’s projected opportunity cost of service would allow a
customer’s use of system flexibility to reduce the value from the existing Federal system to
the remaining customers. BPA’s proposal is designed to ensure that a customer’s use of FBS
flexibility is provided equitably to all customers. By charging the opportunity cost for
buying and selling energy to shape amounts of FBS power into the shape for the product a
customer actually purchases, that customer’s use of these services does not erode the value of
BPA’s secondary energy, which maintains the rate-reduction benefits of the credits for this
secondary revenue. Any Slice product purchaser would not be affected by this reshaping
because a Slice purchaser does not buy any load shaping or load-following from BPA and
can use the Slice product flexibility they’ve purchased, within its contractually established
limits, to manage their Federal power purchase with the customer’s other non-Federal
resources for its own loads.

Public Comments

BPA received 17 comments related to the use of marginal or opportunity cost pricing for
some Tier 1 services. Of those, only Ziegler advocated for using marginal cost pricing.
Rather than agreeing with BPA’s proposal to limit marginal cost pricing to certain
components of the Tier 1 charges, Ziegler called for pricing all power at market rates.
(Ziegler, REG-036)

Northern Wasco stated they were unclear as to what BPA meant by the marginal cost pricing
and how it would be applied. Northern Wasco stated that it may not be opposed to this
approach, but would first needed to understand the term and how it would be applied either
through discussions in Regional Dialogue or in the upcoming 7(i) proceeding. (NWasco,
REG-055)

The other comments that BPA received regarding marginal or opportunity cost pricing
generally opposed the application of the concept beyond Tier 2 products. Sumas believes
that BPA should price its power products and attendant services at rates based on cost of
service. Sumas believes that changing the rate structure would create winners and losers
among BPA’s customers. (Sumas, REG-068) Kittitas stated that ancillary services and
capacity should be provided at cost rather than at some market-based price. (Kittitas,
REG-087)

Richland believes that load-following products must be offered at an acceptable cost,
including the cost of resources to ensure adequate shaping and variance service. Richland
further explained that the cost of load-following should reflect embedded FBS costs;
anything required beyond FBS resources should be differentiated. (Richland, REG-091)
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Benton REA believes that BPA is statutorily required to provide ancillary services including
shaping at cost. Benton REA contends the first priority for the FBS is to use its considerable
flexibility to meet preference loads placed upon it. Benton REA disagrees with BPA that
marginal cost pricing is appropriate. Benton REA maintains that any price signal based upon
the cost of capacity to serve requirements load should not be distorted from an embedded
cost approach. (Benton REA, REG-094)

Franklin commented that all current products offered by BPA should be offered entirely for
the post-2011 period in their entirety at cost-based rates. (Franklin, REG-100)

NRU proposed that for a load shaping product offered by BPA, it should clearly delineate
through ratemaking the cost of those resources that form the FBS and those resources or
purchases that are needed beyond the capability of the existing system. NRU believes that to
the extent the existing FBS provides load-following and or shaping services, the cost of this
service should be provided and priced at the embedded cost of the FBS. NRU asserted that
the overall costing/pricing concepts beings discussed must be part of the Long-Term Tiered
Rates Methodology. (NRU, REG-103)

WMG&T stated that BPA must assure that any sales of shaping to preference customers must
be made on cost-of-service, not opportunity cost. WMG&T strongly supports a regional
discussion of existing FBS flexibility, including delineation of all demands placed on that
flexibility and a greater understanding of exactly how BPA intends to prioritize the flexibility
to meet its obligations. (WMG&T, REG-106)

Clark disagreed with the proposal to charge market prices for the load shaping components of
the Tier 1 rate. Preference customers should be able to buy Tier 1 power at cost. This
applies to energy, capacity, load-following and any other product supplied from the Federal
system. (Clark, REG-108)

WPAG characterizes BPA’s proposal as suggesting that for Tier 1 load-following power
products, energy will be priced at the cost of production from the FBS, while capacity and
load variance charges would be based on opportunity or market costs. WPAG postulates that
support for a tiered rate approach by preference customers is based on the principle that all
power products at the Tier 1 rate (including energy, capacity and load variance) will be
initially based on the cost of producing them from the FBS. WPAG acknowledges that when
the FBS is incapable of supplying all of a product that is required by Tier 1 purchasers that
market costs come into play in the form of purchases to supplement the capability of the FBS
to supply that product. WPAG notes that pricing capacity and load variance charges at
market results in the sale of energy at a price below BPA’s embedded cost of service.

WPAG believes that this is not a rate design issue that can be resolved at a later date. Rather,
it is a pricing issue raised by the Policy Proposal that goes to the heart of the tiered rate
construct, and whether it will deliver to all preference customers all of the power products
Tier 1 rate at the cost of producing them from the FBS. (WPAG, REG-109)

Cowlitz stated that any pricing or valuation of output of the Federal System for PF Tier 1
loads should be cost-based, not market or opportunity cost-based. (Cowlitz, REG-118)
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Snohomish suggested BPA should not use marginal cost pricing because it is at odds with the
premise that the benefits of the Federal system should be allocated to public utilities to
produce the lowest possible cost-based rates. In addition Snohomish believes that BPA’s
influence on market prices due to timing and volume of transactions moves the market
prices, making them unreliable for valuing BPA’s services. However, Snohomish agrees that
BPA should offer price signals that encourage resource development and minimize the
dilution of the existing Federal system. Snohomish suggests that BPA should leave open all
avenues of inquiry and give both BPA staff and customers the flexibility to explore creative
solutions. (Snohomish, REG-131)

PPC stated that they are opposed to opportunity-cost pricing for specific components of

Tier 1 rate net requirements service (such as ancillary services and capacity). PPC holds that
Tier 1 should consist of cost-based products, and all components of Tier 1 service should be
cost-based. (PPC, REG-132)

Tacoma urged BPA to find a way to establish HWMs for capacity and then introduce tiering
of demand rates. Tacoma Power recognizes that many details of these options have not been
worked out, but suggests again that care be taken in the development of the HWM
determination methodology. With regard to shaping charges, Tacoma stated that it makes no
sense to send “price signals” when customers are not able to respond to them. Further,
Tacoma holds that BPA should not distinguish its shaping charges among customers who
take different products. Tacoma stated that a full service customer should not be expected to
pay more or less, on a unit basis, for a given amount of shaping services than what a partial
requirements customer would pay for that same amount of shaping services. (Tacoma,
REG-135)

Whatcom PUD believes BPA should price its power products and attendant services at rates
based on cost of service. There has been discussion that BPA might “tinker” with its rate
structure, such that products and ancillary services derived from the flexibility of the hydro
system will be opportunity or market priced. (Whatcom, REG-121)

SUB is concerned that the proposal may result in the flexibility of the system being used to
meet the needs of the first generation resources being brought on line, while the last
generation resource may face higher shaping costs. SUB would like some ability to conduct
long-term resource planning and not have to be concerned about its “share” of the shaping
benefits of the FBS being jeopardized by resource decisions made by other utilities. SUB
would like its HWM to carry with it some pre-defined access to the benefit of the shaping
capability of the FBS. (SUB, REG-126)

Emerald is concerned that even given BPA’s statement that revenues from these opportunity
cost sales will be credited to Tier 1, opportunity cost or market pricing creates the risk that
some preference customers would have to pay far above BPA’s actual costs for capacity and
load variance services at the Tier 1 rate. Emerald further stated that using market pricing for
products to preference customers could expose BPA to unjustified market risk. Emerald, like
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Tacoma, requested that BPA should also specify the capacity that preference customers get
with their Tier 1 rate allocation. (Emerald, REG-137)

Evaluation and Decision

The variety of comments demonstrate that BPA was less than clear in the Policy Proposal
what its intent and purposes were regarding marginal and opportunity cost pricing as applied
to reshaping and load-following for BPA products.

First, BPA wishes to clarify that although the terms “marginal cost” and “opportunity cost”
were both used in the Policy Proposal, BPA tended to use them synonymously. Therefore,
the one subsection where the term “opportunity cost” was used can be replaced with
“marginal cost.”

As an example of a statement that BPA perceives was unclear, WPAG spoke of BPA’s
proposal as pricing energy at the cost of production, and capacity and load variance at
marginal or opportunity cost. To the extent WPAG’s characterization would lead to a
conclusion that BPA would over collect its cost, this was not BPA’s intent. BPA is clarifying
that its Tier 1 charges, in aggregate, will recover the revenue requirement allocated to Tier 1
and not more.

Sumas spoke of “changing the rate structure.” Whatcom characterizes the use of marginal
cost pricing as “tinker[ing] with the rate structure.” BPA is not proposing to change its rate
structure by the use of marginal cost pricing of the type spoken of in this discussion. Such
pricing is not a new concept. The use of marginal cost pricing has been a feature of BPA’s
rates since 1996. Benton REA suggests that “BPA is statutorily required to provide ancillary
services including shaping at cost.” WPAG suggests “statutory preference rights to cost
based power” must be individually applied to energy, capacity and load variance.

BPA has not interpreted its rate directives to include such a requirement. Section 7(a) of the
Northwest Power Act provides that BPA’s

rates shall be established and, as appropriate, revised to recover, in accordance
with sound business principles, the cost associated with the acquisition,
conservation, and transmission of electric power, including the amortization
of the Federal investment in the Federal Columbia River Power System
(including irrigation costs required to be repaid out of power revenues) over a
reasonable period of years and the other costs and expenses incurred by the
Administrator pursuant to this chapter and other provisions of law.

16 U.S.C. 839e(a)(1).

The directive is that BPA is to establish “the lowest possible rates to consumers consistent
with sound business principles.” See 16 U.S.C. 838g. Section 7(b) provides for rate or rates
to preference customers to recover costs of specified resources, but Section 7(e) provides
BPA discretion on how to design rates to recover those costs. The statutes regard BPA’s
rates in the aggregate, as not recovering more than cost but say nothing of the individual
component parts of BPA rates. BPA has in the past 10 years had two rate cases, covering
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service for the existing 10-year contracts where certain components of the PF rate, namely
capacity and load variance, are based on market prices, while the PF rate in aggregate
conformed to the statutory cost recovery requirements. Ultimately the issue of BPA’s rate
design for all components of a rate and the rate’s conformance to statutory requirements will
be decided in a general rate case conducted under section 7(i) of the Northwest Power Act.

Mr. Ziegler proposed that BPA charge market prices for all of its sales. This concept has
received much discussion with the region and has been uniformly rejected by almost all
regional parties engaged in those discussions. BPA’s directive noted above would not admit
of charging market rates on a general basis as Mr. Zeigler proposes and BPA is statutorily
prohibited from even studying moving to market-based rates.

BPA disagrees with Snohomish that marginal cost pricing conflicts with the lowest possible
cost-based rates. As noted above, BPA was not proposing to use marginal cost pricing for all
components of its PF rate. Positioning BPA to offer the lowest possible cost-based rates is
one of the major reasons BPA is proposing marginal cost pricing. Rather than looking at
each of the individual rate components, BPA is working towards offering customers overall
the lowest cost power service it can achieve. Under tiered rates, BPA is limiting only the
amount of energy available at the Tier 1 rate. Other services are not limited, such as
capacity, shaping, and load variance. If these services are not priced appropriately, the cost
to provide those services will increase throughout the term of the contract, exposing all
customers to increased costs. Therefore, limiting BPA’s pricing mechanisms to embedded
cost-based pricing for all services or rate components would produce a set of winners and
losers just as Sumas notes in its comment. The rate design discretion afforded BPA by the
Northwest Power Act section 7(e) clearly signals that Congress did not intend to constrain
BPA to providing embedded cost-based pricing for each rate component.

With respect to Tacoma’s comment that it makes no sense to send price signals when
customers are not able to respond to them, BPA proposed to use marginal cost pricing for
those services where customers will be able to respond over time. For example, certain
elements of BPA’s ability to supply capacity from the existing system to meet customer
demands are already limited. A properly implemented demand charge would either:

(1) prompt a customer to take action to reduce that demand, or (2) appropriately charge that
customer for the increased costs it is placing on the Federal system and in a way that does not
inappropriately penalize BPA’s other customers who are not putting as high a cost burden on
BPA.

BPA does agree with Tacoma, SUB, and Emerald that an alternate solution would be to
develop HWMs for capacity and shaping, or to introduce tiering into other charges.
However, BPA did not include these concepts in its proposal. BPA has yet to discover a
workable mechanism for making the suggested differentiation in capacity or for shaping that
would achieve the desired outcome of containing increased cost exposures for capacity and
shaping into Tier 2 rates. Parties should explore this in developing the TRM.

BPA accepts the calls of NRU, WMG&T, and Snohomish to continue discussions on these
issues with customers and other stakeholders. BPA will do so in advance of the TRM 7(i)
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proceedings. The Policy does state that BPA will propose using marginal cost as the basis
for pricing BPA’s shaping and variance services. These discussions will discuss how BPA
will implement the Policy statement.

BPA does not agree with WPAG that it must make the final determination on this rate
treatments now in this Policy without having conducted a section 7(i) proceeding. We
believe that these and other rate issues will benefit from more extended discussions and do
not see the need to resolve these issues now. Those proceedings are currently timed to
coordinate with BPA’s asking customers to sign new power sales contracts. Therefore, BPA
believes that the TRM development process is a better place to resolve these issues. It is
BPA’s goal and expectation that the methodology will be completed with all issues resolved
before power sales contracts are offered. BPA believes that this will meet WPAG’s
concerns.

A number of comments asked that BPA not use marginal cost pricing. BPA will in the near
future make a proposal on a TRM in a section 7(i) process which will address more
specifically the possible rate designs for service, but BPA will not decide now in this Policy
whether it will or will not use marginal cost pricing.

E. OTHER ISSUES

1. Low Density Discount

The Low Density Discount (LDD) is a discount applied to the rates charged to BPA
customers with low system densities. The LDD was established in section 7(d)(1) of the
Northwest Power Act, 16 U.S.C. § 839e(d)(1), which provides:

In order to avoid adverse impacts on retail rates of the Administrator’s
customers with low system densities, the Administrator shall, to the extent
appropriate, apply discounts to the rate or rates for such customers.

In the Policy Proposal, BPA proposed to continue to review and possibly revise the LDD in
future Northwest Power Act section 7(i) general rate case proceedings, including
implementation details relating to eligibility, the discount level, and applicable rate.

Issue 1:

Whether the LDD is properly designed (e.g., correctly applies to all costs recovered by
the PF rate, correctly defines “consumers” for use in the “consumers per mile of line”
ratio, correctly applies to the Slice rate, etc.).

Policy Proposal
LDD rate design issues would be addressed in future section 7(i) rate case proceedings.

Public Comments

Northern Wasco stated that it may not be appropriate today for BPA to provide an LDD on
all component costs included in the PF rate, especially costs for fish and wildlife programs,
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conservation and renewable resources and programs, debt service, and payments to IOUs and
DSIs. Northern Wasco stated that some of these costs go beyond purely operating the FBS
and are an increasing financial obligation/burden that should be shared without a discount.
(NWasco, REG-055)

IDEA and ICUA stated that their members are directly affected by the LDD and the
irrigation rate mitigation program and these programs should be fairly and evenly applied to
all customers by using the number of meters and not other methods for allocation of benefits.
(IDEA & ICUA, REG-096)

PNGC recommended the LDD should “provide a discount that is fair and equitable, and that
BPA not distinguish between the type of Tier 1 product that a utility takes.” PNGC claimed
BPA has created an overly complicated approach for calculating LDD benefits for customers
purchasing the Slice Product that perpetuates unnecessary distinctions between benefits for
full service customers. PNGC suggested BPA should seek to eliminate distinctions on
benefits like the LDD based on contract selection and rate treatment. (PNGC, REG-133)

Evaluation and Decision

As noted in BPA’s Policy Proposal, the establishment of a methodology to determine LDD
benefit levels can only be made in BPA’s general rate case proceedings under Section 7(i) of
the Northwest Power Act. As noted above, however, parties raised a number of issues
regarding the design and implementation of the LDD in their Regional Dialogue comments.
This is not a good forum to resolve LDD issues in any event. For example, only a limited
number of LDD issues have been identified by the parties in their Regional Dialogue
comments. Addressing such limited arguments would lead to only piecemeal LDD solutions.
Similarly, LDD discussions require an opportunity for informal discussions of technical
subject matter. BPA seeks an effective means of discussing and resolving all LDD concerns.
BPA has identified a proper forum. In BPA’s WP-07 rate proceeding, BPA and rate case
parties reached a Partial Resolution of Issues. The Partial Resolution of Issues included the
establishment of a special forum for BPA to discuss issues regarding the application of the
LDD to the Slice rate. The Partial Resolution provides:

BPA shall schedule meetings with the Pacific Northwest Generating
Cooperative and other interested BPA customers to discuss and attempt to
achieve mutual agreement on the proper application of the LDD to the Slice
Product. These discussions shall be based on the principle that Slice customers
will not be advantaged or disadvantaged in the implementation of the LDD
compared to BPA’s non-Slice customers receiving the LDD. These meetings
shall be scheduled well before the preparation of BPA’s initial proposal for its
FY 2010-2011 wholesale power rate case. Any successful agreement on the
resolution of the Slice LDD issue shall be included in BPA’s Initial Proposal for
its FY 2010-2011 wholesale power rate case.

Evans, et al., WP-07-E-BPA-31, Attachment A.
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The Special Forum will allow BPA and interested parties an opportunity to fully discuss
LDD issues and attempt to reach a consensus or extensive agreement on such design prior to
BPA’s wholesale power rate proceeding for FY 2010-2011. BPA will reflect any such
consensus or agreement in BPA’s next Initial Rate Proposal. Also, as noted in Issue 3 below,
BPA is interested in providing long-term stability for the LDD over multiple rate periods and
will consider ways to provide stability in the TRM.

Issue 2:
Whether BPA should increase the LDD benefits applied to purchases under Tier 1 rates
to accommodate purchases made under Tier 2 rates.

Policy Proposal
Application of the LDD to tiered rates would be addressed in future section 7(i) rate case
proceedings.

Public Comments

NRU stated that the question of whether the LDD should apply to Tier 2 rates as well as

Tier 1 rate purchases is complex. NRU noted that if the LDD does not apply to Tier 2 rates
and a utility grows at 1.25 percent per year, then after 10 years, about 20 percent of its power
would not be eligible for the LDD, which is a significant reduction. On the other hand, NRU
noted that applying the LDD to Tier 2 rates tends to favor a Tier 2 BPA purchase versus a
non-BPA purchase and creates difficulties for the common pricing of the Tier 2 product.
NRU suggested that a possible solution to this would be to take what would otherwise be the
likely values of the LDD, post-2011, for the utility’s total power purchases, and increase
them by a predetermined prorated amount over the term of the contract, but only applied to
Tier 1 purchases. NRU noted that this could be a fixed number based on all load growth, or
perhaps a proxy for the proportion of load growth likely to be placed on BPA, regardless of
the resource choice of each utility. For example, a utility with 80 percent Tier 1 plus

20 percent Tier 2 on average would see an increase in its LDD of 25 percent applied to Tier 1
only. NRU stated that in this manner the value of the LDD is preserved for utilities, but BPA
is not sending a price signal that encourages selection of its own Tier 2 product over market
alternatives. Rather than nailing down a specific proposal at this time, NRU would like the
opportunity to work with BPA to see what can be done to provide greater certainty regarding
the expected value of the LDD program. NRU noted that the amount of money is not great,
but the effect on impacted communities is extremely important. (NRU, REG-103)

Benton REA urged BPA to carefully consider increasing the LDD benefits applied to Tier 1
to accommodate for purchases made under Tier 2. (Benton REA, REG-094)

Evaluation and Decision

BPA’s Policy Proposal indicated the costs of acquiring and providing power service to meet
customer load above HWMs will be under a PF Tier 2 rate. BPA does not intend to meld and
collect PF Tier 2 costs into PF Tier 1 rates except to the extent required by law to ensure
BPA recovers all its costs. NRU and Benton REA’s recommendations to increase Tier 1
LDD benefits by the amount estimated for load growth purchases (either from BPA at Tier 2
or a third party provider) creates an additional revenue requirement for Tier 1. Although the
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customers’ proposal does not transfer costs between Tier 1 and Tier 2, the increased revenue
requirement has the same effect — slightly increasing Tier 1 rates. The customers’ proposal is
one approach to applying the LDD to tiered rates.

In order to avoid biasing a customer’s resource choices, BPA believes the level of a
customer’s LDD benefits should not be affected by its choice between BPA Tier 2 and non-
Federal resources. As noted above, the LDD methodology, including whether or not the
LDD will apply to power sold at Tier 2 rates or power from non-Federal resources for load
growth, can only be revised in BPA’s general rate case proceedings under section 7(i) of the
Northwest Power Act. Further discussion of this issue will occur in the Special Forum to
review LDD issues prior to BPA’s section 7(i) proceeding for FY 2010-2011. In the Special
Forum and rate proposals, BPA will seek LDD treatments that avoid biasing customers’
choices between buying Tier 2 from BPA and developing non-Federal resources.

Issue 3:

Whether BPA should provide greater stability for LDD qualification criteria and
benefit levels, particularly given the stability and limited growth proposed for IOUs’
residential and small farm consumers under an REP settlement.

Policy Proposal
LDD stability issues would be addressed in future section 7(i) rate case proceedings.

Public Comments

NRU and Benton REA believe there is a relationship between the LDD and the financial
benefits provided to investor-owned utilities’ residential and small farm consumers through
the REP. (NRU, REG-103; Benton REA, REG-094) NRU noted that a number of its
members in low density and rural areas have service territories adjacent to one or more IOUs.
Although wholesale power rates from BPA are generally equivalent, NRU members
receiving the LDD have proportionately greater distribution costs than higher density
systems. NRU members’ concerns about REP benefits usually hinge on whether the IOU
can offer lower rates for residential and small farm consumers where REP benefits are a
significant offset to the retail cost. NRU noted that BPA is currently providing over

$300 million annually on REP benefits and there are members receiving the LDD with
residential monthly rates that are significantly higher than residential rates of the neighboring
IOU. Although NRU is not asserting that residential and small farm rates need to be
comparable between public power systems and IOUs, a large number of public power
customers receiving the LDD believe that their LDD benefits are either unduly constrained or
shrinking, and exposed to future uncertainty in BPA rate cases, while proposed IOU benefits
are generous and secured by a methodology that will provide benefit growth in the long term.
(NRU, REG-103)

Benton REA stated that the financial value of the LDD should be enhanced and the financial
benefit of the LDD memorialized in a manner that reflects equity in comparison to the
proposal to lock in the IOU residential and small farm exchange benefits. Benton REA
stated that future increases in the financial value of the LDD should also be commensurate
with those anticipated for the IOU exchange. Benton REA noted that it is adjacent to, and
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competes directly with, PacifiCorp, which receives a reduction on its power bills from the
REP. Benton REA noted that this causes its residential rate to be 20 percent above
PacifiCorp’s rate, causing Benton REA’s members to question why their rates include paying
money to the IOUs when the IOUs’ retail rates are less than the cooperatives. Benton REA
also stated that BPA’s provision of over $300 million in financial benefits to IOUs while
BPA is paying $20 million to public power through the LDD creates an unfair competitive
advantage for the IOUs. (Benton REA, REG-094)

Emerald PUD stated that revising the LDD in a manner that reduces LDD benefits would
exacerbate the problem of public agencies paying for the current REP settlement when such

benefits lower the rates of BPA’s investor-owned utility customers. (Emerald PUD,
REG-137)

WPAG suggested that BPA should reconsider reserving the right to redefine the
qualifications for and the benefits provided by the LDD over the term of the new contracts.
WPAG noted that BPA’s changes to the LDD in each rate case have provoked consternation
and controversy, also requiring the time and resources of BPA and its customers. WPAG
noted that perpetuating such uncertainty is not a good policy choice and compares
unfavorably with the certainty BPA seeks to establish for IOU residential and small farm
consumers. WPAG suggested that BPA should reaffirm existing qualification standards and
benefits levels of the LDD and establish periodic re-openers, such as every 6 years, to
examine in a predictable manner whether the qualification criteria or benefit levels need to be
revised, thereby providing some stability to LDD benefits. (WPAG, REG-109)

Evaluation and Decision

BPA understands the public agencies’ comparison of the LDD and the REP; however,
significant differences exist between the two programs. The LDD is a rate discount applied,
to the extent appropriate, to eligible BPA utility customers’ rates. The REP, in contrast, is a
BPA program that provides benefits to regional utilities’ residential and small farm
consumers. The LDD is established and revised only in BPA’s section 7(i) ratemaking
hearings. The REP, in contrast, is implemented through negotiated Residential Purchase and
Sale Agreements, an ASC Methodology, ASC determinations, and the use of the PF
Exchange rate in benefit calculations. The LDD is available to public agencies through the
PF Preference rate, and to the IOUs through the PF Exchange rate, although public agencies
have been the only recipients of LDD benefits for many years. The REP is available to both
public agencies and IOUs. For these reasons, there is not a strict “public agencies versus
I0Us” comparison based on the LDD versus the REP. Furthermore, there is no legal
requirement to make a change to the REP or REP settlements if the LDD changes, and vice
versa.

Regardless of the significant differences between the LDD and the REP, the public agencies
correctly note BPA’s rates for public agencies recover REP costs. The public agencies also
are correct that REP benefits may reduce REP participants’ effective retail rate below those
of a neighboring public agency, including those receiving the LDD, and may create a
competitive disadvantage for some public agencies. As noted previously, the level of LDD
benefits can only be established in BPA’s section 7(i) rate hearings. BPA can, however,
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generally address the public agencies’ concern that LDD benefits are either unduly
constrained or shrinking, and exposed to future uncertainty in BPA rate cases, while
proposed IOU benefits are secured by a methodology that will provide long-term stability.

BPA has been considering how to stabilize the LDD. BPA has committed to meeting with
all interested parties in a Special Forum to focus solely on the LDD. The forum provides a
much better means than the Regional Dialogue to resolve any problems with LDD design by
allowing for frank, informal, and detailed discussions about all LDD issues. BPA hopes this
forum will lead to consensus, or extensive agreement, as to the establishment of a stable
LDD design. The product of such discussions could then be included by BPA in the Initial
Proposal of BPA’s wholesale power rate proceeding for FY 2010-2011.

With specific regard to stability, BPA could commit to including the same LDD design in
each BPA Initial Proposal for a specified period of time. For example, BPA could seek
FERC approval of an LDD methodology for the term of the Regional Dialogue contracts,
during which time BPA would include the same LDD design in its Initial Proposals. BPA
and interested parties also could determine conditions that would allow BPA to revise the
LDD if parties identified problems during the long-term implementation. Other stability
options also could be discussed.

BPA believes that stabilizing the LDD methodology will substantially reduce or eliminate
much of the consternation and controversy past LDD revisions have created. This also
should reduce the time and resources BPA and its customers expend on this issue. Therefore,
BPA will advance proposals that create LDD stability in subsequent forums.

2. Irrigation Rate Mitigation

BPA has long provided some form of assistance applicable to qualifying irrigation loads
either through surplus firm power sales or rate mitigation. The Policy Proposal states:
“Beginning with the FY 2012 rate period, BPA proposes to make available irrigation rate
mitigation in the form of a fixed mills-per-kWh discount limited to the Tier 1 rate in the PF
rate schedule, and not as a separate product.”

BPA received several comments on issues regarding Irrigation Rate Mitigation (IRM) in the
Policy Proposal. Those comments are addressed below.

Issue 1:
Should Irrigation Rate Mitigation (IRM) be phased out completely?

Policy Proposal

The Policy Proposal states: “Beginning with the FY 2012 rate period, BPA proposes to make
available irrigation rate mitigation in the form of a fixed mills-per-kWh discount limited to
the Tier 1 rate in the PF rate schedule, and not as a separate product.”

Public Comments

Of the ten parties that commented on IRM, nine of the ten supported BPA’s proposal to
continue to offer an IRM program (NIU, REG-031; NWasco, REG-055; Raft, REG-081;
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Benton REA, REG-094; IDEA & ICUA, REG-096; NRU, REG-103; Benton PUD,
REG-114; PNGC, REG-133; LVE, REG-141) with one party (Cowlitz, REG-118) suggesting
the program be eliminated.

Cowlitz PUD stated, “We believe money spent on irrigation discount would be far better
spent for the entire region on lowering the overall Tier 1 Priority firmrate . . ..” (Cowlitz,
REG-118)

Evaluation and Decision

Irrigation for the agricultural industry was one of the primary historical reasons for
constructing the Federal dams in the Northwest, along with flood control, navigation,
recreation, and power production. Early in its history, BPA began providing discounts to the
agricultural industry and instituting caps on certain charges to encourage the cultivation and
irrigation of more farm land. (See, Department of the Interior, Bonneville Power
Administration, 1942 Wholesale Power Rate Schedules and General Rate Schedule
Provisions, Prime Power Optional Wholesale Power Rate Schedule F-2, at 6-7; Department
of the Interior, Bonneville Power Administration, Wholesale Power Rate Schedules and
General Rate Schedule Provisions, 1954 Wholesale Power Rate Schedule E-4 at 6-7.) Such
discounts provide direct assistance to farmers and, because agriculture is the dominant —if not
the sole— economic driver in many rural Northwest communities, the discount also provides
indirect assistance to supporting industries such as irrigation equipment sales, fertilizer
companies, food processors, and trucking. This supports BPA’s statutory objective to
“encourage the widest possible diversified use of electric energy.” 16 U.S.C. § 832e; 838g.

BPA believes there is more to lose than there is to be gained through elimination of the IRM.
Although BPA is authorized to establish a variety of rate forms to send price signals,
elimination of IRM would not result in a useful signal. Elimination is likely to lower the
overall PF Tier 1 rate by only about $0.20 per MWh. Yet elimination could severely impact
the entire economy of some rural Northwest communities where irrigated agricultural is the
dominant industry. Additionally, unlike other industries that may have the ability to switch
fuels between electric power and natural gas, or the ability to co-generate electric power on
site, the irrigation of agricultural crops is solely dependent on electric power as a source of
energy and cannot rely on self generation due to the geographically dispersed nature of
irrigation pumping. BPA will not phase out IRM.

Issue 2:

Should IRM eligibility be expanded to allow participation by customers who were not
participants in either BPA’s Irrigation Rate Mitigation Product (IRMP) between

FY 2002-2011 or in BPA’s Summer Seasonal Product (SSP) during FY 1997-2001?

Policy Proposal

The Policy Proposal states: “The irrigation discount would apply only to eligible irrigation
loads of customers participating in BPA’s irrigation rate mitigation product during FY 2007-
2011 or in BPA’s FY 1997-2001 summer seasonal product.”
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Public Comments

Lower Valley opposes limiting utility participation to current IRMP participants or past
participants in SSP. Lower Valley stated: “[T]he irrigation discount should be available to
all irrigators regardless of which utility serves them.” (LVE, REG-141)

Evaluation and Decision

The Policy Proposal makes irrigation rate mitigation available in the form of a fixed
mills-per-kWh discount, applicable to the eligible irrigation loads of customers participating
in the current IRMP or past SSP programs. Eligibility in the SSP (and later the IRMP) was
limited to public utilities who met either of two criteria: (1) irrigation load was at least

5 percent of total retail load, or (2) total irrigation load was at least 7,500 MWh. Ultilities
with relatively small irrigation loads would not be as adversely affected by changes in BPA’s
wholesale PF rates as utilities with a significant amount of irrigation load. That is, the
effective annual rate of such a utility with a small irrigation sector would not be much
affected and so the utility may be able to ameliorate BPA’s rate design change through its
retail rates.

As proposed, the IRM would limit program costs by limiting the eligibility of the program to
customers with substantial irrigation load demands. The program would lose its efficacy
were it made available to all measurable amounts of irrigation load, as suggested by Lower
Valley.

Nevertheless, the proposed eligibility language in the Policy Proposal has been modified in
the Policy to include: “Irrigation load eligible for the proposed Irrigation Rate Mitigation
will be based on qualifications that will be established in BPA’s wholesale power General
Rate Schedule Provisions (GRSP). Customers who are participating in BPA’s Irrigation Rate
Mitigation Product during FY 2007-2011 or participated in BPA’s FY 1997-2001 Summer
Seasonal Product will not be excluded.” Establishing eligibility qualifications in GRSPs will
provide a standard for participation based on updated utility sector and load data. The
rationale for the current eligibility criteria (stated above) relating to small amounts of
irrigation load, program cost control, and administrative manageability should be
contributing factors in determining the qualifications.

Issue 3:
Should the proposed conservation requirement be modified or removed from the IRM
section of the Policy Proposal?

Policy Proposal

The Policy Proposal states: “BPA also proposes requiring participating customers to
implement cost-effective conservation measures on irrigation systems in their service
territories.”
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Public Comments

The comments received on this issue were mixed. Some comments suggested modifications
but supported BPA’s Policy Proposal overall, while another comment suggested the
conservation requirement be removed.

Northwest Irrigation Utilities wants any conservation rate credit to be comparable between
irrigation and non-irrigation loads. (NIU, REG-031) Northern Wasco County PUD
suggested grants or zero-interest revolving loans to assist in the acquisition and installation of
effective irrigation conservation activities and practices. (NWasco, REG-055) Benton PUD
wants the conservation requirement removed. (Benton PUD, REG-114)

Evaluation and Decision

First, with regard to comparability between irrigation and non-irrigation loads, BPA’s Policy
Proposal does not exclude the irrigation load from qualifying for a conservation rate credit as
the Irrigation Rate Mitigation Product did. Second, concerning Northern Wasco’s
suggestion, standard BPA conservation programs should facilitate the promotion, tracking
and implementation of conservation activities on irrigation systems and afford utility
customers the opportunity to access BPA funding for their conservation efforts. Finally, as to
Benton PUD’s request, the proposed conservation requirement for irrigation systems is not
heavily prescriptive. Benton is the only party that has suggested removing it. The
requirement is intended to promote the efficient use of electricity on irrigation systems in
return for receiving an IRM benefit. Therefore, the proposed conservation requirement for
participating customers to implement cost-effective conservation measures on irrigation
systems in their service territories will remain in the final Policy.

Issue 4:
Should IRM eligibility be expanded to include Slice customer loads above their block
amounts?

Policy Proposal

The Policy Proposal states: “[T]he amount of mitigation the Block product would be eligible
for is the lesser of the Block energy purchases for the May-September period or the FY 2002-
2004 eligible irrigation MWh.”

Public Comments
Several comments suggested that the energy eligible for the IRM discount not be capped at
the utility’s Block amounts.

Raft River commented that the eligible MWh should not be limited by the amount of Block
power contracted. (Raft, REG-081) Benton PUD commented that the amount of irrigation
mitigation available to an existing Slice/Block customer should be based on 100 percent of
their eligible irrigation load (FY 2002-2004, 3- year average). (Benton PUD, REG-114)
PNGC commented that the Regional Dialogue approach should provide benefits in a fair and
equitable manner regardless of the product selected by the utility. The discrimination in
benefits based on product type that existed under the IRMP approach should not reoccur in
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the future Irrigation Rate Mitigation approach. Ultilities eligible for IRM should get the
benefit for the entire amount of their qualifying FY 2002-2004, 3-year average energy
amounts. Eligible MWh should not be limited by the amount of Block power contracted.
The rate discount approach should not discriminate in the amount of benefit based on the
type of BPA Tier 1 rate product that a utility selects. (PNGC, REG-133)

Evaluation and Decision

Customers did not agree with the proposed limit on the irrigation mitigation which BPA
proposed. They are concerned that not all of the eligible irrigation load will receive a benefit
when their Block purchases in a month are less than their irrigation load. All of the
customers commenting are current Slice/Block contract holders who believe that BPA should
provide a benefit based on load or the total amount of power sold.

BPA disagrees that the Slice portion of the customers’ purchase should be eligible for IRM
benefits for a very simple reason. The Slice product is not a load-following product and does
not guarantee that the purchaser’s load will be met on any given hour, since it is a sale in
which scheduling rights are indexed to the generation of the FBS. (See, DOE/BP-3130,
April 2000 BPA Power Products Catalog, at 42)

PNGC is concerned that no discrimination in benefit will result from the product choice
made by the customers. However, the Slice product is indexed to the Federal system
generation and the product provides both firm and secondary power, not all of which is
committed or used to serve a customer’s requirements load. It is not discriminatory to
exclude power that was not used for retail irrigation load, the purpose the IRM is provided.
In contrast, the Full and Partial requirements products provide power based solely on the
loads being served as the net requirements of a customer, and the Block purchase amounts
are also based solely on load and provided in monthly fixed amounts in the power contract;
therefore, these products are only used for load and are eligible for IRM.

Secondly, customers are concerned about getting the full amount of benefit from the

FY 2002-2004 period, and that the benefit be based on the full amount of their irrigation
load. Customers are also concerned over increasing BPA costs. BPA is interested in
providing a reasonable amount of benefits but is not interested in increasing the costs of this
program beyond the Policy Proposal. Some BPA customers who have eligible irrigation
loads purchase the Slice product and an amount of Block product. In new post-2011
contracts customers may need to establish Block purchase amounts to sufficiently cover most
if not all of their qualifying irrigation load.

Additionally, during FY 2002-2006, only 50 percent of the eligible irrigation load or the
Block power purchase, whichever was less, was eligible for the IRMP benefit. The criterion
in the Policy Proposal allows 100 percent of the eligible irrigation load or the Block power
purchase, whichever is less, to be eligible. IRM, as proposed, is consistent with current
practice and does not expand the program cost.

BPA will, however, make the following change to its proposal in response to comments. The
Policy Proposal added September loads to existing May through August amounts. In the
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final Policy BPA will state an intent to extend irrigation load energy amounts from May
through August into September. This change should reduce the risk of irrigation loads being
limited by summer block amounts.

Issue 5:
Should formulaic boundaries be established in contracts for determining the degree of
change in the financial value of IRM from rate period to rate period?

Policy Proposal

The Policy Proposal states: “A Section 7(i) rate proceeding would establish the need for, and
amount of, an irrigation discount applied to qualifying irrigation loads starting with the

FY 2012 rate period.” The Policy Proposal establishes a framework for limiting “overall
program costs to a fixed percentage of the summer rate, times a fixed number of eligible
MWh,” and a methodology for determining the “fixed percentage” of the summer rates. The
Policy Proposal also states: “Regional Dialogue contracts would include a provision
acknowledging the irrigation discount program, the terms of which would be determined in
rate proceedings and subject to BPA’s general rate schedule provisions.”

Public Comments

Northwest Irrigation Utilities commented that the underlying program design, as set forth in
contracts, would establish the formulaic boundaries for the degree of change. The “amount
of” Irrigation Mitigation should be determined in a rate case as long as it is a mechanical
implementation of program design that is decided during the Regional Dialogue process.
(NIU, REG-031, Emphasis in original)

Evaluation and Decision

The final Policy will propose a formulaic approach in BPA’s section 7(i) proceeding on the
Tiered Rate Methodology. This provides a proposed framework for determining an IRM
fixed mills-per-kWh discount that can be implemented in future rate cases. A rate discount
must be determined in a rate case which will ensure that the required notice and comment
procedures (including necessary workshops) are followed. See 16 U.S.C. § 839¢(i).

3. New Large Single Loads

Issue 1:
Whether BPA should adopt its Policy Proposal that discontinues the off-site renewables
option?

Policy Proposal

In its short-term Regional Dialogue Policy, BPA encouraged the application and use of
renewable and on-site cogeneration resources by consumers whose loads are New Large
Single Loads. BPA provided an option to a consumer to reduce its new load behind the
meter by purchasing and delivering sufficient on- or off-site renewable resources or on-site
cogeneration, to reduce the single large load served by the utility to less than 10 aMW. If the
consumer reduced that load with on- or off-site renewables or on-site cogeneration to less
than 10 aMWs, BPA would provide the utility up to 9.9 aMWs of Federal power at the PF
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rate. BPA has considered its policy and in light of the issues raised and minimal response to
use of on- or off-site renewables, and the other efforts to promote renewable resources in the
region, BPA proposed a time limit for the application of off-site renewable resources in the
current NLSL policy. BPA proposed to sunset its off-site renewables option effective
December 31, 2006, for consumers who had not finalized arrangements to use the option by
that time.

Public Comments

Flathead Electric Cooperative and Plum Creek both commented that BPA should not sunset
the off-site renewables portion of its renewables and on-site cogeneration option. (Flathead,
REG-101; Plum, REG-120)

Flathead commented that BPA’s strategic direction includes facilitation of regional
renewable resources and it is statutorily mandated to promote the development of renewable
resources. Continuation of the off-site renewables as qualifying resources would help BPA
comply with these mandates. BPA’s proposal to eliminate the off-site option is contrary to
Congressional directive. They further state that market-based incentives are not sufficient to
ensure development of the type and quantity of renewable resource that will help the
Northwest gain some level of independence from conventional generation resources.

Plum Creek suggests that if BPA decides to sunset the off-site option, entities such as Plum
Creek should be grandfathered so that the expertise they have already gained in developing
and acquiring renewable resources under that option are not lost in the region. Flathead’s
comments are similar in that they ask if BPA does eliminate the off-site option, BPA should
clarify its policy statement to reflect their present understanding and ensure that those
customer and consumers that have made arrangements to qualify by December 31, 2006, will
continue to qualify even if their contractual arrangement must be replaced, extended, or
renewed to obtain new qualifying renewable power purchases. Flathead is also seeking
reassurance that BPA will continue to offer the Green Exception (GE) beyond FY 2011 to
customers and their consumers who have implemented the GE prior to December 31, 2006,
and who have continued to meet the terms and conditions of the GE.

Evaluation and Decision

A purpose of the Regional Act is to encourage the development of renewable resources
within the Pacific Northwest. However, the form of that encouragement primarily for
utilities to develop renewable resources is left to BPA to decide. There has been much
success in the development of renewable resources in recent years. This past November,
Washington State passed Initiative 937 which requires utilities to add renewable resources to
their power portfolios in increasing amounts. During the next 2-3 years, an expected

1,000 megawatts (MW) or more of new wind capacity will be integrated into the Northwest
grid from committed projects with committed capital and the addition of new variable output
resources like wind will not require this BPA incentive. As described in the Renewables
section of the Policy, BPA has a number of more effective tools for facilitating renewable
resource development. Therefore, BPA still believes it is most important to sunset the off-
site renewable option at this time. The off-site renewable resource option will continue only
for those consumers who have completed purchase contracts and transmission arrangements
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by December 31, 2006, for the duration of the current BPA contract with their utility. BPA is
aware of only one consumer, Plum Creek, that has completed and applied an off-site
renewable to their NLSL.

Having qualified for the Green Exception (GE) by December 31, 2006, Plum Creek’s NLSL
will receive the benefit of the GE for the term of Flathead’s contract, as long as it continues
to meet the terms and conditions applicable to the GE in Flathead’s power sales contract with
BPA. Plum Creek must deliver a renewable resource to its NLSL behind the meter and
continuously apply a qualifying on-site cogeneration or renewable resource or have an off-
site renewable contractual arrangement that is renewed, extended, or replaced.

Issue 2:

Should those customers/end-use consumers that qualify to use the off-site renewable
resource GE before the cut off date of December 31, 2006, receive an increase in their
HWM?

Policy Proposal

BPA has proposed that as long as the remaining load placed by the consumer on the utility
stays below 10 aMW on a 12-consecutive-month basis, that remaining load would be eligible
for Tier 1 service provided the utility customer’s net requirement is below its HWM. If the
amount exceeds 10 aMW in any consecutive 12-month period, the entire load would be
billed at the applicable NR rate for that year and thereafter.

Public Comments

Springfield Utility Board questions whether a handful of long-term GE contracts have been
properly vetted through a public process. They state that those utilities poised to take
advantage of the GE now are the only ones who will benefit; that other utilities will not get a
benefit and be exposed to market price or NR rate for their NLSL loads. SUB suggests that
any extension of the GE for a utility beyond FY 2011 should only occur if the customer’s
HWM is commensurately reduced. A reduction prevents other customer’s HWMs from
being harmed by the limited time to qualify for a GE. (SUB, REG-126)

Evaluation and Decision

BPA had only one utility consumer load qualify for the off-site renewable GE, Flathead
Electric Cooperative’s (Flathead) Plum Creek Timber Company (Plum Creek). BPA intends
to include the Plum Creek NLSL in the calculation of Flathead’s HWM as long as it qualifies
for the GE. This treatment is equivalent status to being served at the PF rate under previous
rate schedules. Assuming the GE applies, then whether the 9.9 aMW load is served at the
Tier 1 rate depends on Flathead’s HWM in relation to its total net requirement. However,
BPA will remove the NLSL from Flathead’s HWM calculation should Plum Creek become
disqualified from the GE. This is consistent with the Northwest Power Act provision to
apply a 7(f) or NR rate for service to a NLSL.
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4. Transmission Considerations

Issue 1:
How and when will BPA Transmission Services address customer concerns with regard
to transmission access and policy for non-Federal resources?

Policy Proposal
The Policy Proposal did not include a policy on or discussion of transmission issues other
than to state, at page 34, that:

[t]he earlier that customers apply for transmission to move new resources to
load, the better equipped BPA will be to respond to the request. To improve
its ability to develop transmission when needed, BPA recommends an
integrated planning process that establishes a coordinated planning cycle that
links individual utility resource planning with a transmission open season.

BPA will be working with its transmission customers prior to offering
Regional Dialogue contracts to ensure the requirements for requesting
modifications to OATT service are met and customers understand the
transmission implications of their resource choices.

Public Comments

The public comments raise issues about the availability of transmission services, BPA’s
Open-Access Transmission Tariff (OATT), Transmission Service’s business practices and
the way that BPA plans and finances additions to the transmission network. Snohomish
asserts generally that “[f]or the Proposal to succeed, public utilities must be able to move
power to load centers. From discussions that have occurred since the Policy Proposal was
issued, it has become clear that BPA’s current processes for selling transmission rights are
not well aligned with Regional Dialogue concepts.” (Snohomish, REG-131)

Some customers expressed more specific concerns about customers’ ability to obtain
transmission services to deliver power purchased under the new Regional Dialogue contracts.
WPAG notes that Network Transmission (NT) customers must submit an application to add
the new Regional Dialogue power contracts as new Network Resources and must “get into
the transmission queue behind any other pre-existing service application. This approach will
create a rush to the queue, and means that there is some likelihood that some preference
customers will not be able to obtain access to the Federal transmission capacity they are
currently using. The likelihood of this outcome for any particular preference customer is
increased if they select under the new power contract a power product that is different from
the one under which they currently purchase power from Bonneville.” (WPAG, REG-109)
Similarly, PPC asserts that the need to queue to add Regional Dialogue contracts to Network
Resource exhibits “places an unnecessary burden on NT customers that are continuing to
take service from BPA. It can take months or years for a new service request to move
through the queue. This delay and uncertainty will be compounded by the fact that several
dozen NT customers may be seeking to comply with the tariff requirements for adding their
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new contracts as resources in their exhibits at the same time. The new power contracts, taken
together or singly, are unlikely to make greater use of the system than the current power
contracts.” (PPC, REG-133)

As aresult of these concerns, a number of customers asked that BPA take steps to mitigate
the impact of the applications requirement. “Bonneville should recognize that the renewal of
over one-hundred preference customer power contracts is not a business as usual event, and
may require the adoption of special procedures and approaches to ensure orderly and fair
access to the Federal transmission system under the new power contracts.” (WPAG,
REG-109) “PPC strongly encourages BPA to explore ways to move the new Tier 1 contracts
through its queue and application process that are more efficient for both BPA and its
preference customers. . .” (PPC, REG-133) Tacoma requests a plan “that describes how
BPA intends to handle customers transitioning into the new power purchase contracts with
BPA Power Services.” (Tacoma, REG-135) PNGC asks for “a logical, non-risky, non-
burdensome way for . . . [NT] customers to retain the transmission rights they have when
they sign new contracts for Federal power. For example, if the source of power remains
Federal but is simply provided under a different contractual mechanism, there should be
absolutely no change to transmission rights, nor any need to get in a queue for transmission
capacity.” (PNGC, REG-133)

PPC proposes that any resolution of the above transmission services applications issues
comply with two principles:

(1) there will be no diminution of current transmission service or rights for preference
load service; and,

(2) preference customers executing new BPA power contracts will not be required to
get in the queue behind other requests for transmission service. (PPC, REG-133)

PNGC suggests that “if a utility is under its HWM and retains Federal power as a source
regardless of product, there should be neither a diminution of NT rights nor any burdensome
process to retain the rights currently enjoyed by a customer.” (PNGC, REG-133) Emerald
PUD urges BPA to “resolve the NT and PTP transmission issues raised by the execution of
power contracts such that: there will be no diminution of current transmission service or
rights for Preference load service; and Preference Customers executing new BPA power
contracts will not be required to get in the queue behind other requests for transmission
service.” (Emerald PUD, REG-137) WPAG requests that this ROD provide “firm
assurances that . . . [BPA] will, in consultation with its customers, implement approaches to
ensure that preference customer will not have to get in the queue to obtain access to Federal
transmission system capacity needed to serve their loads under the new power contracts
regardless of the power product they select. . ..” (WPAG, REG-109)

In addition to concerns about transmission services applications for new Regional Dialogue
contracts, customers expressed similar concerns about the process for obtaining transmission
services to integrate non-Federal resources to serve NT customers’ loads above their HWMs.
WGM&T notes that “[1]f a customer with an NT contract wants to obtain a non-Federal
resource, depending on the size of the resource and the system impact, it may require the
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customer to seek additional ATC or even face the inability to receive Bonneville service for
the load. Since the majority of Bonneville’s preference customers are served via NT
contracts, this is a huge issue.” (WMG&T, REG-106) NRU asserts that additional work is
needed regarding “the integration and delivery of power over the network from new non-
Federal resources to serve Tier 2 power. . .” and that “[i]f BPA’s goal is to bring non-Federal
resources to serve Tier 2 on an impartial basis, then the transmission issues are paramount.”
(NRU, REG-103) WPAG notes generally that Transmission Services’ application process
for transmission services has “raised questions by preference customers about their

ability . . . to receive power from non-Federal Tier 2 resources.” (WPAG, REG-109)

For some customers, the concern is expressed as one of time and timing in securing firm
transmission, regardless of the type of transmission being requested; Seattle City Light states
that “BPA will need to develop processes for utilities to make meaningful elections between
self-acquired new resources and Tier 2 resources that fit with the timelines or securing firm
transmission.” (SCL, REG-128) Benton REA describes its experience of making a request
for 50 MW of Network Transmission service being denied because it “did not demonstrate a
resource that would begin on January 1, 2006. Although BPA has said that they are
encouraging the development of non-Federal resources to serve load, the Agency does not
have a process that allows for the integration of . . . non-Federal resources into the system.”
(Benton REA, REG-094)

Commenters also note the linkage between the availability of transmission services and the
development of non-Federal generation. Tacoma asserts that “[t]ransmission service for
preference customers’ loads must be reasonably available, or customer development of new
resources will be thwarted.” (Tacoma, REG-135) Similarly, Renewables Northwest Project
(RNP) states that “[t]he July 13, 2006, proposal does not deal specifically with transmission
issues, but they are critical to the achievement of BPA’s renewable energy goals.” (RNP,
REG-113)

Pertinent to the integration of new generation resources, some comments speak to the need to
plan and construct Network facilities for the integration of new resources and to serve load
growth. Some customers encourage BPA to build additions to its transmission system to
integrate new resources. RNP “urge[s] Bonneville to continue to identify and implement
products, services and investments that will make more efficient use of the existing
transmission system (thereby avoiding the expense of new additions), participate actively in
planning for new transmission with an eye toward areas that have good renewable energy
potential, and finally, build new transmission where it is needed. The region will not achieve
the Council’s plan of 6,000 MW of new renewables without a focus on transmission, and
BPA is poised to lead in this effort.” (RNP, REG-113) Emphasizing regional aspects,
Blachly-Lane and PNGC encourage BPA “to find ways to achieve region wide transmission
expansion planning (and enforceable cost allocation for such expansions), re-integration of
resource and transmission planning, common queues and study processes for new requests,
and single region wide available transmission capacity calculations to name a few.”
(Blachly-Lane, REG-140; PNGC, REG-133) Similarly, PNGC asserts a shortage of
available transfer capability in the transmission system and admonishes BPA to “actively
work to put some margin back in the system and create capacity on the most constrained
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paths. The region-wide transmission problems that spurred IndeGO, RTO West, GridWest,
and ColumbiaGrid have not gone away.” (PNGC, REG-133)

PPC raises specific issues about the Transmission Services’ assumptions in planning the
transmission system to meet NT load growth. “Transmission Services has stated that it will
plan to expand the system to meet load growth based on the assumption that the NT
customers continue to take power from their current declared NT resources to meet that load
growth. Transmission Services should plan to meet preference customers’ load growth from
new resources, as well as from existing resources. Transmission Services and its preference
customers should discuss and resolve how to accomplish this planning.” (PPC, REG-133)
NRU states that “BPA needs to serve as a backstop if a utility is left short due to lack of
transmission access or unreasonably priced transmission.” (NRU, REG-103)

In addition to transmission system planning, two commenters raised issues of financing and
ownership of transmission additions. PPC notes that “BPA and its customers should discuss
mechanisms by which needed network transmission investments can be made by BPA and its
customers; facilitations of transmission investment is a crucial activity. . ..” (PPC,
REG-133) Northern Wasco PUD encourages BPA to facilitate ownership of new
transmission facilities. “The integration of new generation resources is dependent on the
availability of adequate transmission facilities. We hope and encourage BPA to help
organize and facilitate all interested public power utilities to become investors and, therefore,
owners in transmission infrastructure. Transmission in the future will become more valuable
and precious; continuing to allow only existing owners to make the investments and all
decisions surrounding its development, use and deployment is arcane and in need of major
philosophical improvement/change.” (NWasco, REG-055)

Commenters raised issues with specific provisions of the BPA’s OATT. In regard to the
acquisition and use of non-Federal generation to serve load, NRU questioned retention of
Sections 1.7.1 and 31.7 of the OATT, regarding Customer-Served Load. (NRU, REG-103)
NRU identifies “BPA’s proposal to change the way the agency charges transmission rates for
customer-served load after 2011 . . .” as an area of concern (NRU, REG-103), as does
WMG&T: “The proposed changes to the customer-served load (CSL) policy will also have a
chilling effect on resource acquisition by customers. Although this issue has yet to be
resolved, it could force NT customers to pay transmission costs for load that is served from a
non-Bonneville source and never touches a Bonneville transmission facility. The point is
that this issue is as yet unresolved and at least one of the potential outcomes could be to
double-charge on transmission for non-BPA resources a customer may pursue.” (WMG&T,
REG-106) In regard to the Policy Proposal’s use of Transfer Agreements for wheeling non-
Federal power, the Pacific Northwest Investor-Owned Utilities identify as a contingent issue
“the retention of Section 36 of the OATT (Transmission Provider Payment for the use of
Third Party Facilities) in the event that BPA decides to fund some portion of transfer service
for non-Federal resources used to serve the loads of GTA customers.” (PNW IOUs,
REG-142)

Even though the Policy Proposal did not address Power Services’ use of the MOA or
allocation of Federal Power System flexibilities, a subset of customers commented that
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actions taken by Power Services could result in an economic advantage for BPA’s Tier 2 rate
product.

The PPC states that “Federal Tier 2 resources may have an advantage over non-Federal
resources in that PBL will be able to integrate those resources into the Federal power system
and make system sales to existing PTP and NT points of receipt on the Federal system.” This
ability Power Services has could “ease, if not avoid, the problems with acquisition of needed
transmission capacity and designation of new resources.” (PPC, REG-132) Springfield
Utility Board’s (SUB) and Snohomish PUD’s comments also expressed concern with Power
Services having some advantage to integrate resources serving Tier 2 compared to utilities
wishing to acquire non-Federal resources. Snohomish PUD believes BPA should include an
affirmation in the ROD that “Tier 2 resources should not, by virtue of BPA’s ownership of
transmission, enjoy a competitive advantage over resources developed by others.”
(Snohomish, REG-131)

A few customers commented that they would like BPA to incorporate non-Federal resources
under the MOA or provide customers with comparable flexibilities that Power Services may
have resulting from the operation of a large diverse power system. (PNGC, REG-133; SUB,
REG-126)

PNGC and SUB both commented that the MOA is a good concept and should be retained but
it should be extended to include the addition of non-Federal resources when there is not
transmission capability to support adding a non-Federal resource to a customer’s NT Service
Contract in a timely manner. PNGC stated that “NT customers ought to be able to bring in
non-Federal resources when there is no ATC available using the NT limits and the
flexibilities which exist in the Memorandum of Agreement (MOA) between BPA’s Power
Business Line and its Transmission Business Line so long as the customer is willing to have
the non-Federal resource re-dispatched.” PNGC went on to say that “we need only extend its
benefits to all NT non-Federal resources that cannot otherwise obtain ATC to equalize the
options between Federal Tier 2 and non-Federal resources. (PNGC, REG-133) SUB
requested that if BPA continues to re-dispatch to integrate resources for meeting BPA system
sales “that re-dispatch benefits be given to public utilities based on their High Water Mark.”
SUB reasons that this “allows utilities the same or similar flexibility to integrate resources”
as BPA Power Services has. (SUB, REG—126)

PPC’s comments recommended that issues relating to transmission access be resolved
outside of the formal Regional Dialogue process and only after discussions with customers.
(PPC, REG-132).

Commenters identify various other areas of transmission operational, reliability, and business
requirements that are of concern. NRU asserts the need for more work regarding congestion
management and the provision of ancillary services. (NRU, REG-103) Seattle City Light
identifies “potential issues, such as nodal scheduling on the grid, which could have impacts
on transmission service for Tier 1[,]” and admonishes BPA to “work with their preference
customers to ensure that FBS is also delivered in a reliable manner given the transmission
system capabilities in the future.” (SCL, REG-128)
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In regard to new small utilities, ATNI asks for “[c]larification of the transmission proposal
for new utilities: we understand that new utilities will be treated the same as existing
customers. (The current transmission provider does not have a veto over utility formation,
which is unacceptable.) Transmission for new utilities should not be different than
transmission/transfer service for existing utilities.” (ATNI, REG-111) Similarly, the
Yakama Nation asserts that “[t]here are other problems related to transmission and annexing
loads that could make it more difficult to form new tribal utilities.” (Yakama Nation,
REG-148)

A number of customers directly or implicitly assert a preference or priority to access to, and
use of, the Federal Columbia River Transmission System. NRU stated that “[t]ransmission
access must be addressed with priority given to load service.” (NRU, REG-103) WPUDA
expresses its strong support for “making preference transmission services for preference
customers to serve load in the future an element of the Regional Dialogue ROD and
subsequent 20 year contracts. We urge BPA to make transmission service to serve both
Federal and non-Federal Tier 2 resource acquisitions on behalf of customers a preference
service on par with preference power.” (WPUDA, REG-080) In line with WPUDA, Grant
County PUD asserts that “[t]he District will retain a priority to transmission as a Load
Serving Entity (LSE) similar to that of any other preference customer of BPA as a LSE
would have to transmission. This specific comment relates to the District’s ability to rollover
BPA transmission rights in 2011 in order to transmit power from the [Priest Rapids Project].”
(Grant, REG-059) Tacoma opines that “[t]here should not be any discrimination among NT,
PTP, Federal, non-Federal, Tier 1, and Tier 2 customers in access to transmission for Load
Serving Entities. Load Serving Entities within the Northwest serving Northwest loads should
be given preferential access to transmission in contrast to entities using Northwest
transmission for purposes of wheeling through or exporting power.” (Tacoma, REG-135)
Snohomish expresses its encouragement at BPA’s commitment to address transmission
issues but states its belief that it is “important at this juncture for BPA to outline its
overarching policy objectives with respect to its transmission assets. Those objectives should
include an affirmation that access to an allocated share of the Federal power system carries
with it equivalent access to Federal transmission capacity.” (Snohomish, REG-131) Kittitas
PUD asserts simply that “[p]reference customers of BPA should have priority rights to
transmission capacity over other transmission users such as Powerx [sic.].” (Kittitas,
REG-087)

The need to gain clarity on these transmission issues is of high importance for some
customers. WMG&T lists “the need to get greater clarity and coordination on transmission
issues. . .” as one of its highest priorities. (WMG&T, REG-106) Many customers state the
need for a timely process to address their transmission issues so that they can make decisions
regarding long-term power contracts. Blachly-Lane urges that transmission issues “be
addressed quickly; otherwise it will be impossible for customers to make informed choices
about future load service without the pressing transmission issues being answered.”
(Blachly-Lane, REG-140) Similar sentiments are expressed by NRU: “It is important for
utilities to have sufficient and timely information regarding both BPA power and BPA
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transmission policies, products, practices and other matters in order to make informed and
coordinated decisions.” (NRU, REG-103)

Several customers encourage Transmission Services to address these issues, not in this
Record of Decision, but in a process with its customers. PPC “suggest[s] these issues be
resolved rapidly but resolved outside of the formal regional dialogue process.” (PPC,
REG-1335) Franklin PUD and Cowlitz PUD express their agreement with this statement.
(Franklin, REG-100; Cowlitz, REG-118) WPAG requests firm assurance in this ROD that
BPA will “undertake the process with its customers to find such solutions promptly so they
can be implemented well before the new power contracts are to be signed.” (WPAG,
REG-109) Snohomish “encourage[s] BPA to continue to work with its customers, in an open
fashion, to ensure that adequate transmission capacity is available to serve northwest loads.”
(Snohomish, REG-131) WMG&T opines that “all transmission issues affecting the Regional
Dialogue and customer development of non-Federal resources must be addressed
concurrently with the Regional Dialogue policy development.” (WMG&T, REG-106)

Several customers identify the need for resolution of these transmission issues prior to the
offer of new Regional Dialogue power contracts. Emerald requests resolution “well before
[BPA] offer[s] new power contracts to Preference Customers[,].” (Emerald, REG-137)
PNGC asserts that “[i]t will be impossible for customers to make informed choices about
future load service without the pressing transmission issues being answered.” (PNGC,
REG-133) “PPC requests that, through discussions with its preference customers, BPA
commit to resolve all of these issues as soon as possible but no later than July 1, 2007.”
(PPC, REG-133)

Evaluation and Decision

The Regional Dialogue has primarily focused on power issues, with BPA’s Power Services
leading the effort. The public comments raise questions and concerns about Transmission

Services’ OATT, business practices and rates, and how Transmission Services implements

them. Transmission Services will address these transmission issues with its customers in a
separate, public forum.

BPA Transmission Services has begun a public process to address these transmission issues
with its transmission customers. The process will provide education and clarity on
transmission business practices in order to support BPA’s regional power customers’ timely
post -2011 resource choices. Transmission Services may determine that changes to its Open-
Access Transmission Tariff, Business Practices, rates, or policies are required or desirable to
address customers’ issues. Transmission Services intends that the process will ensure
comparable treatment of transmission services or resource acquisition whether the resource is
acquired directly by the customer or by Power Services. Transmission Services will
complete its process well in advance of the date on which Power Services offers contracts to
its customers. Transmission Services will complete the process in a timely fashion to assist
Power Services and its customers as they develop power products for inclusion in the long-
term power contracts.
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Transmission Services has convened an executive-level steering group that will guide three
technical groups. The first technical group will address integrated planning issues; the
transmission system planning issues raised in Regional Dialogue will be addressed by this
group. This group will also discuss the role ColumbiaGrid would play in addressing
integrated planning issues at the regional level. The second technical group will address
Transmission Services’ proposed Commercial Infrastructure Policy, and the transmission
investment financing issues raised in the comments and questions. The third technical group
will address the remaining Regional Dialogue transmission issues and questions.

With its customers, Transmission Services will develop guidance for discussions and the
development of recommendations for input to Transmission Services’ consideration of
whether to propose changes to the OATT, business practices, rates or policies, as applicable.
Transmission Services expects to develop guidance that reiterates BPA’s role as an open-
access transmission provider, support the development of reasonable procedures governing
applications for new Network Integration transmission service, support the comparable
pricing of transmission to wheel Federal and non-Federal resources to customers’ loads, and
support the efficient use of the transmission system.

Transmission Services will consider proposals and recommendations resulting from the
process. Transmission Services will decide whether to implement any such proposal or
recommendation after taking the proposal or recommendation through Transmission
Services’ existing processes used to propose changes to its OATT, business practices, rates
or policies, as applicable. Persons wishing to comment formally on a proposal or
recommendation will make their comments in those processes and at that time.
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IV. SLICE PRODUCT

INTRODUCTION:

BPA’s Policy Proposal included 10 principles and an outline of proposed modifications to
the Slice product for post-2011 that were designed to address issues and concerns related to
the current Slice product as described in BPA’s May 2005 Draft Slice Report. In response to
that report and subsequent customer requests to comment on the report, and as part of the
Regional Dialogue process, a Slice Product Review Team (Team) was formed that included
representatives from BPA, Slice customers, NRU (representing 52 non-Slice customers), and
non-Slice customers. The goal of the Team was to establish broad alignment on a preferred
Slice alternative for post-2011 after considering the modifications needed to address the
issues and concerns.

The Team identified four potential alternatives for a future Slice design. The four
alternatives were described as follows:

Alternative 1: Replace the Slice product with flexible power and capacity products at
appropriate cost-based rates.

Alternative 2: Continue sales of the Slice product at approximately the current amount,
with modest reductions in the current level of operating flexibility and/or clarification of
the nature of the capacity rights and flexibility.

Alternative 3: Offer an expanded quantity of the Slice product, but with sharply scaled-
back operational flexibility. For example, increase the lead-time for hourly pre-
scheduling, with no rights to change.

Alternative 4: Offer an expanded quantity of the Slice product, leaving the operational
flexibility similar to current practice and addressing administrative terms and issues that
are perceived to cause customer dissatisfaction.

After much discussion, the Team agreed to focus their effort on better defining Alternative 2
as the preferred alternative. Partial consensus was reached regarding overarching principles
as well a conceptual design of Alternative 2.

The Team concluded that there were several broad issues to be discussed in the larger
Regional Dialogue process, which would need to be factored into the final design of the Slice
product. The Team also concluded that complete consensus had not been reached on the
proposed design, that the product design was not comprehensive, and that there would need
to be further discussion and negotiation regarding the ultimate product design of the
post-2011 Slice product.
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The modifications to the Slice product cover two main areas: (1) a recognition that certain
issues need to be resolved in order to have fewer disputes, more certainty regarding the
product terms and conditions for service, and clarity over what the customer has purchased;
i.e., requirements power and surplus power indexed to the variable energy output of the
applicable FCRPS resources with defined hourly scheduling limits indexed to the operating
constraints of the applicable FCRPS resources, rather than a sale of resource capability; and,
(2) a need to ensure the product better fits with a tiered rates construct and the differentiation
in service that will be needed to implement tiered rates. This leads to a need to more
precisely define the Slice product and its components and to coordinate Slice product design
with other product designs for load service, all of which will have to fit within the tiered rate
decisions that BPA will be making.

Numerous comments were submitted to BPA with regard to the Slice proposal outlined in the
Policy Proposal. After considering those comments and other factors, BPA has decided to
offer a Slice product for the post-2011 period. BPA will offer an amount of Slice up to

25 percent of the FY 2011 planned firm Federal Base System (FBS) resources. This
represents a modest increase above the amount of Slice currently contracted. The design of
the Slice product will be guided by the 10 principles and will be based upon the concepts
described in the Policy Proposal as Alternative 2. Under the Alternative 2 design, Slice will
maintain its core value as a highly flexible power product that includes the right to adjust
schedules up to 30 minutes prior to each hour (as long as this remains the standard
scheduling practice) within defined hourly scheduling limits. This scheduling flexibility will
allow Slice customers to integrate resources, follow hourly load variations, meet their firm
consumer load, and effectively market their portion of surplus power.

For purposes of the Slice section of this ROD, BPA defines “resource integration” as
managing hour-to-hour variations in non-Federal resource output. BPA is not referring to
within-hour variations in non-Federal resource output or the ancillary services needed to
integrate non-Federal resources into the transmission grid or AGC system of a Control Area.
Those services are not sold under or included in the Slice product.

For purposes of the Slice section of this ROD, the term “FBS” or Federal Base System has
the meaning given under section 3(10) of the Northwest Power Act. The term “FCRPS” is
generally used to describe those Federal system resources applicable to the indexed power
service calculated and provided by the Slice product. The FCRPS resources that are
applicable to the post-2011 Slice product and contract will be specified in the contract.

The decision to offer Slice in the form of Alternative 2, and up to 25 percent of the planned
firm power from the FBS, balances regional interests, and allows BPA to supply reliable

service to all its customers.

Issue 1:
Whether BPA will offer a Slice product for post-2011.
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Policy Proposal

In the Policy Proposal, BPA summarized the substantial process that had taken place to study
and review the Slice product implementation for the purpose of determining if modifications
were warranted. These processes were performed under the assumption that some form of
Slice would likely be offered in the future. The main goal was to develop principles and
alternative proposals for design concepts that would guide the future Slice product, and to
achieve general alignment among BPA and the interested parties on a preferred alternative.
The result of this process was significant alignment and development of 10 overarching
principles and a proposed alternative for the post-2011 Slice product known as Alternative 2.

The Policy Proposal was clear that the future offering of a Slice product would also depend
upon a successful resolution of the Slice litigation on the Contract Year (CY) 2002 True-up
Adjustment Charge, which was unresolved at the time of the Policy Proposal. BPA also
stated that while regional discussions relating to numerous outstanding operational issues
were continuing, a successful settlement of the Slice litigation would remove some of the
concern that Slice presents an unacceptable risk to BPA of cost shifts to other customers, and
would positively influence the future offering of the product.

Public Comments

Comments received on this issue were mixed, and for the most part were supportive of the
continuation of a Slice product. Several comments suggested that BPA should offer Slice, or
that Slice should be among BPA’s product choices. (Cong. Hastings, Cong. Simpson, Cong.
Walden, and Cong. Otter, REG-002; Franklin, REG-012-01; Benton PUD, REG-012-02;
Grays Harbor, REG-013-15; WPUDA, REG-080; Kittitas, REG-087; Okanogan, REG-112;
Grays Harbor, REG-116; Snohomish, REG-131; PPC, REG-132; PNGC, REG-133; Tacoma,
REG-135; SCL, REG-149-03; Grays Harbor, REG-149-23) Many comments support the
continuation of Slice based on the benefits the product provides to BPA, BPA’s customers, or
the region, such as mitigating BPA’s hydro and Treasury payment risks, enhancing the
customers’ ability to integrate non-Federal resources, and providing flexibility needed to
meet customer loads. (Cong. Hastings, Cong. Simpson, Cong. Walden, and Cong. Otter,
REG-002; Raft, REG-005; Benton PUD, REG-012-04; PNGC, REG-013-05; Grays Harbor,
REG-013-015; Idaho Falls, REG-022-13; Franklin, REG-100; Benton PUD, REG-114; Grays
Harbor, REG-116; SCL, REG-128; Snohomish, REG-131; PNGC, REG-133; Clearwater,
REG-134; Blachly-Lane, REG-140; Slice, REG-144; SCL, REG-149-03; Grays Harbor,
REG-149-23) Some comments indicate support of continuing Slice because it has provided
the benefit of either creating a more robust working relationship with BPA, or an increased
knowledge and appreciation of BPA issues. (NWasco, REG-055; Franklin, REG-100; Grays
Harbor, REG-116) Benton PUD stated that since the true-up settlement is complete, Slice
should be re-offered. (Benton PUD, REG-114) Northern Wasco commented that they
supported Slice in 2001, and to the extent BPA is satisfied that necessary changes are made,
they support Slice for the future. They also stated, however, that if the necessary changes are
not made, they support discontinuing Slice with post-2011 contracts. (NWasco, REG-055)
Some entities offered support of a Slice product, but only if the Alternative 2 framework is
adopted as the basis for the product design. (Richland, REG-091; NRU, REG-103)
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Richland Energy Services indicated some opposition to Slice stating, “Slice has been
exceedingly contentious.” (Richland, REG-091) Benton REA stated that they are “not a
proponent of Slice.” (Benton REA, REG-094)

Evaluation and Decision

Comments from current Slice customers expressed support for the continuation of the Slice
product due to the numerous benefits the product provides, including assistance in integrating
non-Federal resources via scheduling flexibility. Some customers who may consider
purchasing the Slice product for the next contract period also support the continued offer of a
Slice product. However, not all customers favor or support Slice and some customers, such
as Northern Wasco reservedly support Slice, and only if it is consistent with and based on
BPA’s design concepts. NRU, an entity representing 52 regional load-following utilities,
only supports the continued offering of the product if it is modified consistent with the Policy
Proposal principles, the Alternative 2 proposal, and is limited to 25 percent of the system.

BPA agrees the Slice product provides potential benefits to its customers and the region, and
is in line with regional goals, including advancing renewable resource development by
enabling more customers to integrate non-Federal resources as needed for their own load
growth, reducing BPA’s need to acquire new generation, and enhancing BPA’s assurance of
meeting its payments to Treasury in any given year. Slice customer use of a portion of the
FCRPS flexibility for resource integration, however, raises additional issues concerning all
customer access to, and use of, FCRPS flexibility for load and resource support or
integration.

Some comments raised issues regarding Slice and questioned the continued offering of the
product. As Richland commented, Slice has been exceedingly contentious and has caused
friction between customer groups as well as between customers and BPA. As the Slice
customers point out, BPA and the Slice customers have demonstrated an ability to work
together to resolve very contentious issues. As NRU noted, assistance from other parties is
helpful as Slice customers and BPA work together to resolve contentious issues. As an
example, NRU participated in discussions regarding the return of Excess Requirements
Energy for CY 2007 on behalf of some of BPA’s load-following requirements customers.

One of BPA’s founding principles for the Slice product was that it would recover its costs
and not shift costs to other customers. The Slice litigation on the CY 2002 True-Up
Adjustment Charge raised the concern of cost shifts to other customers, but was ultimately
resolved by a settlement agreement that was acceptable to all parties involved. As Benton
suggested, resolution of this issue was a factor in BPA’s decision to continue Slice.

BPA understands that the Slice product sparks significant interest among some of BPA’s
requirements customers who would like the opportunity to consider Slice as an option among
BPA’s product offerings. BPA has considered the Slice product as a customized product
selling both firm power for the customer’s net requirements load and surplus power. BPA’s
overall goal is to offer a range of products that are responsive to customer needs and are
within the principles and parameters BPA sets for its products.
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BPA fully understands that the Slice product is an intriguing option for providing power and
services to meet customers’ load needs while allowing a purchaser to obtain and use a
portion of the Federal system surplus power. BPA believes the Slice product provides a
balance to BPA’s secondary power marketing risk created by variable water and market
conditions. BPA has concluded that it will offer a Slice product for the post-2011 period.

Issue 2:
Whether BPA has selected a set of overarching principles to guide development of the
post-2011 Slice product?

Policy Proposal

BPA stated that in 2001, in response to customers’ request that BPA develop and offer a
Slice of the System product, BPA determined five overarching principles that the product
would have to meet and not transgress. They were:

No risk or cost shift to non-Slice ratepayers.

No risk or cost shift to taxpayers.

Slice must recover its share of fish-related costs.

No interference in Federal Columbia River Power System (FCRPS) operating
decisions.

5. No change in Federal law.

P

BPA proposed a revised set of overarching principles that the Slice product must meet that
are key to the post-2011 Slice product design. These principles will set the boundaries or
sideboards for contract negotiations, product design, and the amount of Slice product offered.
Any future Slice product offering will need to conform to all other applicable decisions
arising from the Regional Dialogue process.

The following principles were discussed and refined during a coordinated Slice Product
Review process that included representatives from BPA, Slice customers, NRU, and non-
Slice customers between the fall of 2005 and early 2006. Consensus among the participants
and BPA was not reached on all of the proposed principles and BPA added the italicized
words for clarification of its Policy.

NOTE: Italicized portions of principles 3, 6, and 8 are clarifications made by BPA
subsequent to submittal of the July 13 Policy Proposal.

1. There are no unintended shifts of costs, risks or benefits between power products and
all power products bear a share of the costs and risks.

2. There is no risk or cost shift to Federal taxpayers.
3. Slice purchasers bear an allocation of FCRPS costs and risks and receive a

commensurate amount of FCRPS energy, hourly scheduling flexibility and specific
BPA power revenues.

147



4. To the maximum extent possible, the rate adjustment mechanisms for common cost
components in the Slice and other PF power products are the same.

5. FCRPS operating decisions are solely Federal decisions, and there will be no
interference in those decisions.

6. BPA estimates of applicable FCRPS resource capability, after reducing such
capability for system obligations, determine Slice delivery limits for pre-schedule.

7. BPA will establish a forecast system operation that accommodates Slice and non-
Slice customer pre-schedules.

8. Delivery limits established for real-time will reflect BPA’s determination of the
updated flexibility of the applicable FCRPS resources, as determined by FCRPS
operating decisions establishing actual system configuration.

9. The Slice product will not include within-hour load-following, dynamic scheduling or
ancillary services. Generating capacity and energy provided from the FCRPS to TBL
for Interconnected Operating Services will come “off the top,” and revenues PBL
receives from TBL for those generating inputs will be shared on a proportional basis.

10. The Slice product offering will require no changes in Federal law.

Public Comments

Only a few comments submitted through Regional Dialogue specifically addressed the
proposed principles. The Slice customers indicated strong opposition to the principles that
exclude from the Slice product, provisions that allow for self-supply of ancillary services
using the Slice resource (Principle 9). The comments also pointed out the current Slice
customers did not agree, in the Slice Product Review, on all the new directions BPA had
proposed. (Benton PUD, REG-114; Slice, REG-144) Slice customers and several other
customers expressed general opposition to the Slice proposal, including changes and
additions to the above proposed principles. (Raft, REG-005; WPUDA, REG-080; Benton
PUD, REG-114; Grays Harbor, REG-116; SCL, REG-128; PPC, REG-132; Clearwater,
REG-134; Slice, REG-144; Grays Harbor, REG-149-23; PNGC, REG-150) NRU voiced
support for the 10 principles characterizing them as an improvement over the original five
principles. NRU believed the original principles were too general and reflected a lack of
experience in operating under the product. (NRU, REG-103) Renewables Northwest Project
(RNP) expressed concern that the Slice product would impede service from BPA’s system to
other users and indicated support for Principle 9. That principle states the Slice product will
no longer include within-hour flexibility and RNP stated “that flexibility should be retained
for the system as a whole”. (RNP, REG-013-02)

Evaluation and Decision

BPA’s Slice Product Review process was an open discussion of issues on the product with a
goal of reaching consensus on those issues prior to BPA’s publication of its proposal.
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Participants understood that although consensus was a goal, it also was not a requirement for
adoption of BPA’s proposal on Slice. BPA understands that consensus was not reached on
all issues or on all the principles and that some Slice customers oppose some aspects of
BPA’s proposal. BPA also understands that some customers who do not buy Slice requested
that BPA drop the product and not offer it again. As stated above, BPA will offer a Slice
product, but it will incorporate some changes relative to the current product. BPA and all of
its customers need a set of principles that will guide BPA’s offer of the next Slice product,
whether or not all parties agree on the specifics of those principles.

NRU, Northern Wasco, and other non-Slice customers voiced support for the proposed
principles, finding that they more specifically stated the goals and limitations needed for the
product. They do not oppose BPA offering the product as long as its does not impact their
service and they do not bear the costs of the product or its risks. On the other hand, Slice
customers agree with some of the principles but object to others as too constraining or as
changing the product’s features in a basic way. For example, they agree the sharing of
revenues provides value, while they object to the loss of “flexibility” available in the current
product as proposed in Principle 9. Other principles are also viewed as a potential “take-
away.” BPA understands the Slice customers’ resistance to modifying aspects of the current
product that in their view do not need to be changed. However, BPA is making significant
changes overall to its power rates and power service contracts as part of this Regional
Dialogue Policy. BPA must balance change to the terms and conditions of the Slice product
against changes in its other products and service obligations to its other requirements
customers. BPA also must balance the Slice product rights and obligations against its other
general obligations, including its non-power obligations. BPA views these principles as a
necessary element of achieving that balance and as enhancements to the five principles that
guided the design of the original Slice contract.

The objective of the Policy Proposal was to define Slice as a system sale of requirements
power and surplus power indexed to the variable energy output of the applicable FCRPS
resources with defined hourly scheduling limits indexed to the operating constraints of the
applicable FCRPS resources rather than a sale of resource capability. Principle 3 is critical to
the goal of clearly defining the product in this manner with no room for interpretation that the
product is a sale of capability. Principle 9 further clarifies this same key issue of product
definition, by stating the Slice product is not a load-following product, it will not include
dynamic scheduling or within-hour flexibility, and it will not include the ability to self-
supply ancillary services using the Slice resource. Slice customers will continue to have
access to ancillary services through BPA Transmission Services (or other Control Areas) on
the same terms as other customers. Also, Slice customers that own non-Federal resources
will be able to dynamically schedule from those non-Federal resources under BPA
Transmission Services’ business practices.

The proposed principles retain for the next Slice product the core interests BPA had to
address when it initially offered the Slice product and provide the needed refinement based
on the Regional Dialogue context and experience with the product. The principles offer the
same protections to taxpayers, our customers, and ensure BPA can meet its responsibilities
and obligations of the Federal system. The principles continue to provide the vast majority
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of the core flexibility and value of the present Slice product. Slice is an unusually flexible
and innovative product that allows customers to state how much Federal power they plan to
take each hour of the next day, and then modify that amount for each hour all the way up to
30 minutes before the hour begins, 7 days per week, 24 hours per day. This huge degree of
flexibility allows Slice customers to actively match their hourly schedule of Federal power to
their hourly retail load changes. It also allows them to manage their volatile non-Federal
resource purchases, such as wind, all the way up to 30 minutes before the hour when
forecasts are quite accurate, and then adjust their schedule of Federal power to integrate the
output of that resource smoothly into their system. Finally, the Slice product flexibility
allows the Slice customers to watch the competitive wholesale power market, and move in
and out of buying and selling the surplus Federal power depending on the changing
conditions of the market.

It would be very difficult to find a product similar to the Slice product that allows as much
scheduling flexibility at a rate based on the low cost of the Federal Base System elsewhere in
the market. The basic value and core scheduling flexibility remain virtually unchanged by
the principles that have been modified from or added to the original five principles.

Even though complete consensus was not achieved with regard to the principles and Slice
product design, comments indicate that BPA needs to reach a balance between those who
would prefer BPA not offer a Slice product and those who prefer a continuation of the
current product with no changes. A sufficient degree of consensus was reached during
discussion and given the changes that BPA intends for other requirements power products
and rates for the post-2011 contracts, a change in these principles is not only desirable but
needed. BPA believes these principles represent a sound, fundamental direction for the Slice
product that will provide mutual benefit while ensuring BPA can maintain and meet all of its
regional responsibilities. Therefore, the principles listed above will be used as guidance for
the design of the post-2011 Slice product.

Issue 3:
Whether BPA should use Alternative 2 as described in the Policy Proposal for the
design concepts that guide development of the post-2011 Slice product?

Policy Proposal

The Policy Proposal summarized the significant process that led to four alternatives that were
under consideration as the basis for the design of the post-2011 Slice product. Given
discussions among the Team, BPA proposed using Alternative 2 for its Slice product offering
under the Regional Dialogue contracts for the post-2011 period. Alternative 2 was described
as: Continued sales of the Slice product at approximately the current amount, with modest
reductions in the current level of operating flexibility and/or clarification of the nature of the
capacity rights and flexibility. The Policy Proposal included a detailed outline of

Alternative 2, including numerous product design concepts that had been developed through
the effort of the Team.

As discussed above, although there was not complete consensus on every aspect of
Alternative 2, there was sufficient support for certain specific changes to the Slice product
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under this design and the Team decided to move forward with further discussion of the
alternative. Therefore, BPA identified it as the preferred alternative in its Policy Proposal.

Public Comments

Comments regarding Alternative 2 were numerous and varied with some in favor and others
opposed to the proposal. Several current Slice customers and others expressed concern that
the proposed design appears to move the Slice product away from their view of the two
fundamental principles that make Slice successful. Their first principle is that Slice
purchasers pay a fixed percentage of system cost and in return receive the same pro rata
percentage of Federal system power output and services. Their second principle is that Slice
purchasers take on the risk of variable hydro conditions while accepting the responsibility to
manage their percentage share of Federal system output to meet their load, and in return
receive access to the same system flexibility that is available to BPA. (Raft, REG-005;
WPUDA, REG-080; Benton PUD, REG-114; Grays Harbor, REG-116; SCL, REG-128;
PPC, REG-132; Clearwater, REG-134; Slice, REG-144; Grays Harbor, REG-149-23; PNGC,
REG-150) There were several comments indicating general opposition to the proposed
product design, suggesting the product should be kept as is (Alternative 4). (Raft, REG-005;
Franklin, REG-012-01; Benton PUD, REG-012-02; PNGC, REG-013-05; Franklin,
REG-100; WPAG, REG-109; Okanogan, REG-112; Benton PUD, REG-114; Grays Harbor,
REG-116; SCL, REG-149-03) Several comments were in opposition to specific proposed
design concepts related to Alternative 2, including the removal of the ability to self-supply
ancillary services using the Slice resource, the inclusion of operational buffers in the off-the-
top obligations, the reduction of flexibility or capacity rights, and limiting the quantity
available. (Benton PUD, REG-012-04; PNGC, REG-013-05; Fall River, REG-076; Benton
PUD, REG-114; Grays Harbor, REG-116; Tacoma, REG-135; Slice, REG-144) Okanogan
CEA suggested BPA is attempting to limit the appeal of Slice by cutting back on its benefits.
(Okanogan, REG-112)

Several comments suggested that the Slice product design should not diminish its positive
benefits, such as assisting with integration of resources and following variable loads. (Cong.
Hastings, Cong. Simpson, Cong. Walden, and Cong. Otter, REG-002; WPUDA, REG-080;
Snohomish, REG-131) Snohomish stated BPA’s power products should be developed
cooperatively with the customers. (Snohomish, REG-131) Tacoma, a current Block product
purchaser, commented that BPA should not diminish Slice capacity for the benefit of BPA’s
marketing purposes, create advantages for BPA in the market for resource integration, or
remove capacity rights and replace them with revenue credits. (Tacoma, REG-135) The
Slice customers pointed out in their joint comments that the Slice Product Review process
did not provide consensus on all new directions and principles BPA proposed, and voiced
concern that the off-the-top buffer proposals appeared to allow BPA to reserve capacity on a
subjective basis. (Benton PUD, REG-114; Slice, REG-144) PNGC also stated that the
Policy Proposal appeared to be trying to fix elements of the product that are not broken.
(PNGC: REG-133)

BPA also received comments favoring the design aspects of Alternative 2. Northern Wasco

stated they are relying upon BPA to “make the call” on necessary changes and if BPA is not
satisfied with those changes they support discontinuing Slice for post-2011. (NWasco,

151



REG-105) Benton REA and others stated BPA should limit Slice flexibility and retain the
benefit for BPA’s ability to efficiently manage the FBS for all of its customers. (Benton
REA, REG-094; NWEC & SOS, REG-110) NRU (representing 52 non-Slice customers)
stated that if Slice customers are not satisfied with Alternative 2, then they recommend
Alternative 1, which was to “Replace the Slice product with flexible power and capacity
products at appropriate cost-based rates.” NRU participated in the Slice Product Review, and
their written comments reflect their belief that under Alternative 2 Slice customers will retain
sufficient flexibility for purposes of both meeting load needs, for integration of resources and
for their own marketing. They support the 10 Slice principles as an improvement over the
original five. They suggest that BPA’s list of off-the-top capacity and energy obligations
removed prior to calculating Slice amounts, may need to be expanded; and, they agree the
Slice product needs to be clearly defined as a system sale of requirements power indexed to
FCRPS capability, rather than a sale of capability. (NRU, REG-103) RNP and NRU stated
that they agree with the proposed elimination of self-supply or intra-hour flexibility. (RNP,
REG-013-02; NRU, REG-103) PNGC commented that it could be clearer that integration of
renewables is an off-the-top obligation, and agreed minor changes could be made to improve
the Slice product. (PNGC, REG-013-05; PNGC, REG-133)

Evaluation and Decision

BPA received comments, primarily from current Slice customers, indicating concern or
disapproval of the proposed Alternative 2 design concepts, mostly in terms of the perception
that Slice is moving away from its current pro rata concepts as stated in the comment section
above. These comments illustrate one of the fundamental issues regarding Slice. There is a
significant lack of alignment between the Slice customers and BPA with regard to the
fundamental nature of the Slice product, or what was sold under Slice. BPA will clarify the
nature of the post-2011 Slice product. For example, Issue 6 addresses the nature of the Slice
product, and Issue 7 addresses the pro rata concept.

There were numerous comments indicating a desire to keep Slice unchanged, as described in
Alternative 4. The original Slice product was designed as a pilot, with the understanding that
BPA would review its implementation and decide whether the product should be modified or
discontinued. BPA’s review of the product in 2005 and the ensuing meetings of the Team
determined there are several significant issues related to the Slice product that warranted
refinement of the product, especially given that the product is being proposed for a duration
of 20 years. In addition, BPA and its customers will be facing a different mix of products
and services within a tiered rates environment in FY 2012 than today. BPA is proposing to
tier the PF rate, to segregate costs of additional load service from existing load, and to apply
a different treatment of a customer’s non-Federal resources which are applied to its load
growth after 2011. Slice is already a complex product and BPA is concerned about the
increasing complexity that tiering may impose on the Slice product. In addition customers
are requesting, as part of BPA’s Regional Dialogue process, that there be strict cost
accounting and separation of costs between Tier 1 rates and Tier 2 rates and that the cost of
service under either not be mixed.

BPA has yet to fully develop its rate or product proposals for post-2011 and the present
proposal on products will provide direction for the next steps. During rate design and
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contract negotiation it is possible that the Slice product will face additional changes beyond
those described herein. The proposed modifications to the product and principles make
needed clarifications to the service provided and define the product in a way that will reduce
contentious disputes and conflicts over services that BPA has had with Slice purchasers in
the past. These modifications should also reduce the particular challenges the Slice product
presents in terms of BPA tiering rates and the costs of additional service.

Okanogan REA suggested BPA is attempting to limit interest in the Slice product by “cutting
back on its benefits.” (Okanogan, REG-112) BPA is not attempting to limit interest in Slice
by making the product less attractive. BPA is attempting to clarify the nature and content of
the Slice product and remove ambiguity and potential for misinterpretation of what services
the product provides. Okanogan’s assertion reflects a position that explains why BPA needs
to make clarifications in the product. The Slice product offered by BPA will provide power
and services to a purchaser at a Tier 1 rate based on costs allocated to that rate. Slice
purchasers are able to buy firm power for their firm load and to buy surplus power at a rate
likely far below market. Purchasers also have hourly scheduling flexibility and are able to
vary the amount of energy they take based on BPA’s standard scheduling procedures. As
discussed previously, Alternative 2 is a refinement to some aspects of the current product—it
is not a wholesale redesign of the product. BPA’s expectation is that applying the design
concepts of Alternative 2 will result in modest reductions to scheduling flexibility since
scheduling limits will more accurately reflect actual system capabilities and operations. Slice
will still retain an extensive amount of value and hourly scheduling flexibility and will
continue to be a unique and innovative product.

With regard to comments indicating concern over the ability of Slice customers to use the
Slice product to integrate non-Federal resources, BPA’s proposed Alternative 2 does not
prevent a customer from utilizing some of the product’s scheduling flexibility for this
purpose. However, as is the case with the current Slice product, the post-2011 Slice product
will specify a priority use of the firm power for meeting the customer’s net requirements
load, so the scheduling flexibility must be used for that purpose ahead of other uses,
including resource integration.

Other comments suggested BPA should not “lock in” product design at this stage, arguing
that BPA is not defining other products in as much detail, and suggested BPA should instead
develop this detail during the product development and contract negotiation phase. BPA had
undertaken a review of the Slice product earlier and is addressing those discussions. BPA
has decided to follow the adopted principles as well as the concepts of the proposed
Alternative 2, as developed in conjunction with Slice customer and non-Slice customer
representatives, as the basis for the design of the future contract.

Given the extensive technical and policy level review and discussions that were held as part
of the Slice product review that preceding the development of the Policy Proposal, it would
be counter-productive to return to ground zero and debate these same issues again. BPA
would rather turn to the development of the product and contract language. This proposal
has not fully developed or locked in every design aspect of the post-2011 Slice product.
However, BPA is deciding to (1) offer a Slice product for the next contract period, and (2) to
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adopt the above principles and Alternative 2 concepts as the basis for further work on the
Slice product for the post-2011 contract offer.

Tacoma expressed that BPA had not “demonstrated that reductions in capacity rights for
Slice purchasers will yield comparable flexibility to Slice purchasers and [BPA] Power
Services as the marketer of the remaining Tier 1 capability,” and that “BPA should not create
advantages for Power Services in the market for resource integration.” Tacoma also stated
BPA should not replace the Slice purchaser’s capacity with revenue credits. (Tacoma,
REG-135) Tacoma does not buy Slice but appears to believe that the Slice customer is in
competition with BPA for capacity from the Federal system. Regarding Tacoma’s comment
on comparable flexibility to Slice purchasers and Power Services when marketing Tier 1
capability, Slice purchasers simply do not stand in the same shoes as BPA when it markets
power under Federal statutes, and the Slice product is not intended to do so. The Slice
product is a sale of power from BPA to the Slice customer and is not a right to Federal
generating capability. BPA is offering scheduling flexibility to the Slice customer to meet its
load and assist in its integration of resources for load.

Slice customers also voiced concern that the off-the-top buffer proposals appeared to allow
BPA to reserve capacity on a subjective basis. An “off-the-top buffer” is basically an
operating margin that ensures the Federal system can meet all of its obligations even in the
event of a contingent occurrence that reduces Federal system capability. A basic principle of
the Slice product is that the product gives no rights to the purchaser to determine system
operations. The product must not, in any way, allow interference with BPA’s other system
obligations including operations in support of fish and wildlife programs, system reliability,
and system emergencies. Changes to the system’s generating capability can occur
unexpectedly and in large magnitudes. BPA, along with other Federal agencies—the Corps
of Engineers and the Bureau of Reclamation—is responsible for operating the Federal system
in a prudent and reliable manner. The Slice customers have no such similar responsibility
either individually or as a group. BPA must exercise its judgment when setting up system
power delivery limitations, including the amount of system capacity BPA keeps in reserve to
meet any contingencies that may occur. To the extent those operating limits reflect the
professional judgment of BPA trained staff, it is appropriate that they do so. Congress placed
that responsibility on BPA and other Federal agencies.

BPA recognizes that further steps are needed before any final product design or final contract
offer is ready. BPA will continue to review and develop the post-2011 Slice product in
coordination with interested parties through the product development process. This process
will be open to the public and to customers. The design will be based on the adopted
principles and the concepts described in the outline of Alternative 2 in the Policy Proposal.

Issue 4:

Whether BPA should limit the availability of the post-2011 Slice product to a specific
percentage of the FBS firm capability?
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Policy Proposal

BPA proposed limiting the amount of Slice offered to 25 percent of the existing FBS firm
capability for FY 2011, which is expected to be roughly 7,100 aMW, provided this amount of
Slice does not violate private use restrictions on Energy Northwest debt. This represents a
potential increase of about 160 aMW above the firm amount of Slice sold for CY 2006 under
the current Slice contract. This modest increase is consistent with all parties’ perspective that
little, if any, new interest in Slice is expected.

Public Comments

This specific question of a limited amount of Slice product for post-2011 was raised by the
Slice customers through their joint comments, and was reiterated through other comments.
(Benton PUD, REG-114; Slice, REG-144) Congressmen Hastings, Simpson, Walden, and
Otter asked why such a limit is necessary. (Cong. Hastings, Cong. Simpson, Cong. Walden,
and Cong. Otter, REG-002) Several comments support a limit on Slice availability, though
some thought the timing may be premature for determining what the limit should be.
(NWasco, REG-055; Kittitas, REG-087; Benton REA, REG-094; SUB, REG-126) NRU
indicated they would support Alternative 2, but not beyond 25 percent of the FBS. (NRU,
REG-103)

Numerous comments from Slice customers were in opposition to the limit for various
reasons. Benton PUD and the Slice customers stated BPA should not restrict the volume of
the Slice product as doing so could undermine its positive impacts, such as serving customers
well, meeting key objective of the agency, and providing benefits to the region. They stated
that Slice was no longer a new product and that BPA and customers have had several years
of experience with the product and did not need to limit the amount sold. They also raised
concern that limiting the quantity could make the product less viable if Slice becomes a
smaller portion of the customers’ power portfolio. (Benton PUD, REG-114; Slice,
REG-144) Several customers suggested that setting a limit was either premature, arbitrary,
or unreasonable. (WPUDA, REG-080; SUB, REG-126; PPC, REG-132; PNGC, REG-133;
Clearwater, REG-134; PNGC, REG-150) Tacoma stated that the proposed limit on Slice
sales was too low. (Tacoma, REG-135) Several comments state opposition to a limit if the
limit results in the inability to meet load fluctuations. (WPUDA, REG-080; SUB, REG-126;
PPC, REG-132; Emerald, REG-137) Other comments stated that enough Slice should be
available to meet customer requests. (WPAG, REG-109; Benton PUD, REG-114; Grays
Harbor, REG-149-23) Cowlitz stated opposition to limiting Slice if Slice is the only load-
following product that allows integration of resources. (Cowlitz, REG-118) Springfield
suggested that limiting Slice would likely limit interest in the product, since the limit on the
original offer was part of the reason they decided on an alternative product. (SUB,
REG-126) Two Slice customers suggested that they had not yet decided to buy the Slice
product and may not choose Slice in the future. (Umatilla, REG-012-08; Snohomish,
REG-131)

Evaluation and Decision

There are several reasons BPA believes it is prudent to limit the amount of Slice to roughly
the current amount. BPA has successfully managed Slice at 22.6 percent of the FBS for over
5 years, so BPA is fairly confident it can manage a similar amount into the future. However,
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BPA is not confident it can manage an amount that is significantly greater than the current
amount, given unforeseen electric utility industry changes and complexities that may occur
over the next 20 years. Slice is extremely complex and raises many concerns. For example,
Slice introduces load uncertainty into BPA’s operational goals, raises concerns of cost shifts
between customers, and raises concerns regarding the equitable use of capacity for all of
BPA’s requirements customers. The non-Slice customers, represented by NRU, are very
concerned about these and other issues, and prefer BPA offer Slice in an amount similar to
the current 22.6 percent level. Slice customers, on the other hand, would prefer that BPA
place no limit on Slice. The 25 percent limit reduces some of the concern over these issues
and balances the opposing views of BPA’s customers regarding how much Slice should be
offered.

BPA’s proposal to limit Slice to 25 percent of the FBS resource reflects a potential increase
in the amount of the Slice product BPA will offer to qualified customers under its post-2011
contract. In 2000, BPA proposed a limit of 2000 aMW to be sold as Slice and customers
ultimately signed up for about 1600 aMW of the product. Several customers who had
considered buying the product decided not to do so very late in the process. The
representations made by Slice customers in Regional Dialogue discussions were that they did
not expect any great change in the amount of Slice they or others would buy. Further, some
customers are considering buying Slice for the first time while others who are currently
buying Slice are considering alternative product options.

Regarding the suggestion that the Slice product is no longer new and BPA should be willing
to offer more of it, BPA has faced disputes and novel issues each year of the Slice contract.
After nearly 6 years of Slice implementation, there continues to be significant disputes and
issues that must be resolved regarding the intent and implementation of the Slice product.

An example is the ongoing discussion regarding provisions related to Excess Requirements
Energy that BPA can call upon due to loss of requirement loads on the part of the customer
(Exhibit N of the Slice contract). Like many Slice provisions, many issues and disputes arise
which require significant time and attention to resolve, once implementation of a provision is
needed. BPA will face additional issues with its tiering and changes to products that will
have to be worked out.

BPA also disagrees that generally successful implementation of the current contract means
there are not issues to address or that it eliminates justification for a limit on the amount of
Slice offered for the future contract. One of the reasons the Slice product has been
successfully implemented has been the ability for BPA to utilize the rest of the FCRPS
flexibility to absorb and manage discrepancies between the Slice customer scheduling limits
(as determined by BPA) and actual system operational limits. If the Slice product percentage
were to increase, then the magnitude of these potential discrepancies would also increase and
the ability to manage them would be reduced as the amount of remaining FCRPS flexibility
is reduced.

Some customers have expressed that they will support BPA’s offer of Slice only if it is in

approximately the same amount as currently sold. (NRU, REG-103) Still other customers
are comfortable with BPA’s proposed amount and will leave it to BPA discretion to
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determine the amount and if the Slice product should be offered. (NWasco, REG- 055) As
BPA has pointed out, many issues have been raised that are unresolved. If the current issues
are resolved through improved product definition and design, there is a high probability the
proposed increase (from 22.6 percent to 25.0 percent) in Slice will be manageable and
without major problems for the long term. BPA agrees with NRU, who speaking on behalf
of 52 non-Slice requirements utilities, stated the proposed limit is prudent given the future of
increased wind integration needs of both Slice and non-Slice customers, the uncertain
priority uses of ever-shrinking system capacity, and the potential that selling large amounts
of additional Slice could compound already difficult service issues, such as recalling Excess
Requirements Energy (Exhibit N of the Slice contract). NRU made it very clear that they
will not support Slice, in the form of the proposed Alternative 2, beyond 25 percent. In
determining an appropriate amount of Slice to offer, BPA must consider the needs of all of
its customers. BPA cannot focus upon one group desiring one product from the Federal
system.

Several comments suggested a limit is premature, since BPA cannot know what level of
customer interest there will be for Slice. Though BPA does not know how much future
interest there will be in the Slice product, only one non-Slice customer has indicated a serious
interest in Slice to BPA. On the other hand Umatilla stated they are “not as well off as if
they had stayed a full service customer” and Snohomish said they “may or may not continue
to purchase the Slice product.” Interest in Slice may actually drop from the current level.
(Umatilla, REG-012-08; Snohomish, REG-131)

Several comments indicate customers are concerned that limiting the quantity of Slice may
render the product less useful in following hourly load changes or changes in non-Federal
resource output because of a reduced level of Slice within their individual Slice/Block mix.
The Slice product is not designed or sold as a load-following product. Instead, a fundamental
design of Slice is that it provides power in the shape of the Federal generation as opposed to
the shape of a customer’s load. Slice customers must use their other resources or purchase
energy in order to meet the retail load Slice does not cover. As the Slice customers
acknowledge, there is no guarantee that Slice will be sufficient to meet a customer’s retail
load from hour-to-hour or for any hour, and Slice purchasers take on the responsibility of
meeting any shortfalls. This disconnect between the shape of Federal generation and the
shape of a customer’s retail load, plus the responsibility of the customer to meet any
shortfalls, would be attributes of the product regardless of the quantity BPA makes available.

Moreover, all current Slice customers purchase Slice in a blend with shaped Block PF
products. Based on BPA’s observation of the current Slice customers’ present Slice/Block
blend percentages, a 50/50 percent blend would be very comparable to blends being
successfully implemented by Slice customers. For CY 2007, the aggregate mix of the current
Slice customers’ Slice to Block product purchases is roughly 55/45 percent. At least one
customer, Snohomish PUD, has successfully implemented a Slice and Block mix of

50/50 percent.

BPA can demonstrate that the amount of Slice it is proposing to offer post-2011 would
support the current Slice customer load plus nearly 800 aMW of additional Slice customer
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load at the 50/50 percent mix of Slice and Block, assuming 7,100 aMW of firm FBS
resource. With 25 percent of the FBS allocated to Slice, the product would support

1,775 aMW of firm requirements load service with an FBS of 7,100 aMW. With a mix of
50 percent Slice and 50 percent Block, the combined Slice and Block product would support
3,550 aMW of aggregate customer load. In total, this represents an increase of 790 aMW
(nearly 30 percent) over the roughly 2,760 aMW of aggregate firm load represented by the
current Slice customers’ Slice and Block purchases for CY 2007. For post-2011, depending
upon the interest in Slice and the size of the FBS resource, each customer may need to
consider whether a combined Slice and Block product with less than 50 percent Slice would
be viable for their needs.

Limiting Slice to 25 percent of the FBS firm resource, which is an increase from the current
22.6 percent level, is not arbitrary or unreasonable, and is fundamentally consistent with
BPA’s initial proposal for this product presented to Congress.

Issue 5:
Whether BPA has determined how the limited amount of Slice will be allocated to
qualified purchasers?

Policy Proposal

The Policy Proposal did not propose a method for allocating the limited amount of Slice
offered, whether or not requests for the product are in excess of the limit. The issue was
raised through the public comment.

Public Comments

Kootenai Electric Cooperative asked how the Slice megawatts would be allocated in the
event more purchasers sign up than are planned. (Kootenai, REG-012-06) Congressmen
Hastings, Simpson, Walden, and Otter also asked why a limit is necessary and how the
agency will address the needs of new Slice customers. (Cong. Hastings, Cong. Simpson,
Cong. Walden, and Cong. Otter, REG-002)

Evaluation and Decision

BPA recognizes that some customers who have not bought the Slice product in the current
contract period, FY 2002-2011, may be interested in the product in the post-2011 period.
BPA also recognizes that customers will not decide what product options they may take until
BPA has concluded both its future product development process that will include alternative
products to Slice and its power sales contract negotiation process. Only then will customers
make a choice as to the product they will buy from BPA. However, three facts are clear from
the Subscription process on Slice. First, given the variability of the Slice product over time,
customers are not likely to purchase only Slice, but will purchase a combination of Slice and
a Block product to meet load. Second, customers are most likely to request that they be
allowed to determine amongst the potential Slice customers how much Slice each is able to
purchase from BPA, instead of having BPA determine the amount through a formula. Third,
the amount of Slice that a customer actually contracts for may be less than the total amount
offered given final decisions by the customer and their respective governing board before
they execute a BPA contract.
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For the post-2011 period, BPA could follow a similar protocol of allowing customers to
determine amongst themselves what amount they might take of the Slice product within the
available amount. Alternatively BPA could prorate the limited Slice energy among the
qualified public customers based on defined criteria such as the relative size of their net
requirements load or other criteria that a customer would agree upon. However, BPA will
not decide this issue in this ROD because most parties have not had an opportunity to
consider the issue. BPA will address the issue as part of the product development process.

Issue 6:
Whether the post-2011 Slice product will be defined as a sale of resource capability?

Policy Proposal

Throughout the Policy Proposal BPA stated one of the objectives was to clearly define the
post-2011 Slice product as a system sale of requirements power and surplus power indexed to
the variable FCRPS energy and storage capability within defined delivery limits, rather than
a sale of resource capability. This reflects BPA’s desire to simplify the product offering,
avoid disputes, and address issues raised in the areas of capacity and product definition.

BPA also stated that the removal of the right to dynamically schedule FCRPS energy and to
self-supply ancillary services makes it clear that this product does not provide the purchaser
with any ownership type, operational right to a percentage share of the system.

Proposed Principles 3 and 9 are designed to reach this objective. They state:

3. Slice purchasers bear an allocation of FCRPS costs and risks and receive a
commensurate amount of FCRPS energy, hourly scheduling flexibility, and specific
BPA power revenues.

9. The Slice product will not include within-hour load-following, dynamic scheduling or
ancillary services. Generating capacity and energy provided from the FCRPS to TBL
for Interconnected Operating Services will come “off the top,” and revenues PBL
receives from TBL for those generating inputs will be shared on a proportional basis.

Public Comments

Congressmen Hastings, Simpson, Walden, and Otter raised the following, similar question.
Will the Slice product continue to offer customers access to a percentage share of capacity,
storage and other capabilities of the Federal system in a manner similar to that enjoyed by
BPA? (Cong. Hastings, Cong. Simpson, Cong. Walden, and Cong. Otter, REG-002) The
Slice customers assert that Slice provides “access to the same flexibilities as BPA”, and
“inherent in the product is the need for Slice customers to have contractual, operational
access to their share of system capability . . . .” (Benton PUD, REG-114; Slice, REG-144)
Some customers commented that since Slice customers pay a percentage of the system cost,
they should obtain a share of system capability in return. (Raft, REG-005; SCL, REG-128)
NRU supports BPA’s proposal that Slice should be clearly defined as a system sale of
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requirements power indexed to FCRPS energy and storage capability, rather than a sale of
resource capability. (NRU, REG-103)

Evaluation and Decision

Regarding the question posed by Congressmen Hastings, Simpson, Walden, and Otter, BPA
cannot offer to place its public customers in the same position as BPA when selling any
power product, including the Slice product. BPA is the marketing agent for Federal power
from 31 Federal dams and other contracted resources in the Pacific Northwest by act of
Congress, including the Bonneville Project Act, the Northwest Preference Act (the Act of
August 31, 1964), P.L. 88-552, and the Pacific Northwest Electric Power Planning and
Conservation Act of 1980, PL. 96-501 (the Northwest Power Act). BPA’s responsibilities,
obligations and rights under that and other legislation cannot be delegated or conveyed to
customers. Under those Acts, BPA’s customers are entitled to purchase power from BPA to
meet their load needs but cannot have the same rights and do not have the same
responsibilities as BPA in regard to the Federal system.

Based on comments from the Slice customers, it is apparent they believe they have
“contractual, operational access to their share of system capability”. (Benton PUD,
REG-114; Slice, REG-144) BPA disagrees with this characterization. Slice is a system sale
of requirements power and surplus power indexed to the variable energy output of the
applicable FCRPS resources. Slice shall be made available for delivery within defined
hourly scheduling limits that are indexed to the operating constraints of the applicable
FCRPS resources. Slice is not a sale of resource capability. This is a fundamental concept
BPA needs to maintain in order to assure adequate operational control is available for
regional reliability and operational needs. Section 4(b) of the current Block and Slice Power
Sales Agreement clearly states, “Slice is a Power sale, and is not under any circumstances to
be construed as a sale of Slice System resources.”

The commodity a Slice purchaser receives under Slice is power, and in amounts which are
subject to adjustment by BPA for other obligations or changed conditions. Power is a
combination of energy and the capacity associated with that energy. Slice customers have
certain rights to pre-schedule this power, to change their schedules within specified
scheduling limits and to store power within specified storage limits. The power can be
shaped for optimal use in meeting loads, or for maximizing revenue through coordinating
their use of other non-Federal resources and by the scheduling flexibility that is allowed
under Slice. This scheduling flexibility is specified and limited but is indexed to the
operating constraints of the applicable FCRPS resources. This distinction is extremely
important in defining the nature of the Slice product. It is imperative that the definition,
nature, and intent of the future Slice contract maintain and build off of this fundamental
concept in a manner that is clear and succinct as possible.

For its post-2011 power service contracts, BPA needs to be more precise about the nature and
service provided in the Slice product. Particularly in a tiered rates environment, power and
service distinctions and cost causations will be of critical interest to BPA and all its
customers. BPA’s Slice product and other proposed power products need to account for and

160



consider the changes for the post-2011 period, including the potential addition of generating
resource capability to the Federal system that would not be part of Slice.

The post-2011 Slice product will not be a sale of resource capability, but rather a system sale
of requirements power and surplus power as described above. From BPA’s perspective, the
need to clarify the fundamental nature of the Slice product is extremely important in a tiered
rates environment and in achieving BPA’s obligation to manage the FCRPS resource for all
customers and for meeting its obligations in the region.

Issue 7:
Whether BPA’s post-2011 Slice proposal will depart from the product’s fundamental
pro rata concept?

Policy Proposal

This specific topic was not directly addressed within the Policy Proposal. Instead this issue
was raised within public comment. However, similar to Issue 6 above, Principle 3 has a
bearing on BPA’s response to the issue.

Public Comments

This specific question was raised by Benton PUD and reiterated by the Slice customers
within their joint comments. They said their most significant concern about the Slice
proposal is “BPA’s departure from the two fundamental principles that make the Slice
product viable and successful,” and that “these fundamental principles involve true access to
the same Federal system flexibilities available to BPA in exchange for the payment of actual
cost of that system and acceptance of the risk inherent in that system.” (Benton PUD,
REG-114; Slice, REG-144) Several other comments included statements indicating Slice
reflects one or more pro rata share concepts. (Raft, REG-005; WPUDA, REG-080; Grays
Harbor, REG-116; SCL, REG-128; PPC, REG-132; Clearwater, REG-134; Grays Harbor,
REG-149-23; PNGC, REG-150)

Evaluation and Decision

Fundamentally, as customers of a non-profit Federal power marketing agency, all Federal
power customers (Slice and non-Slice) pay for a share of the costs applicable to the FCRPS
through their respective requirements product rates and receive a share of the benefits. This
should be considered a pro rata concept.

In the current Slice contract, the fundamental concept is that the Slice customers pay a fixed
percentage of specific BPA costs applicable to the FBS and have rights to power and
scheduling flexibility based on that same percentage as applied to “Slice System output.”
Specifically, Principle 2 from Exhibit J of the Slice contract states Slice purchasers “shall
have the same rights, on a proportional basis, to the Slice System output that the PBL does,”
with specific exceptions. BPA believes this principle is the source of the Slice customer
comments regarding the fundamental nature of the Slice product. However, it is necessary to
be absolutely clear that the term “Slice System output” denotes contractual rights to a
specific, limited set of FCRPS flexibilities including system energy, peaking and storage
capability, and that access to these flexibilities is through scheduling limits which are
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indexed to those capabilities. This right does not place the Slice customers in the same
position as BPA in regard to use of Federal resources, and that was never the intent of the
Slice product. Although Slice customers cannot make operating decisions, and do not have
direct responsibility for meeting non-power constraints, they are able to make independent
decisions regarding use of the product’s scheduling flexibility to meet load and market their
surplus power component of the product in order to optimize the value, and then return this
value directly to their utility rather than sharing it as a revenue credit with all other Federal
power customers.

Contrary to the beliefs some customers reflected in the general Slice comments and specific
comments by Raft, Benton PUD, Seattle, and the Joint Slice Customers, BPA did not sell a
pro rata share of the system resources to Slice customers, nor a pro rata share of the Federal
system’s resource capability, and this will also not be the case for the post-2011 Slice
product. This idea suggests that BPA would be unable to adjust the power and services sold
to Slice customers when such sale conflicted with BPA’s other system obligations, purposes
or needs. That is simply not the case. The customers’ power purchase and their rights to
schedule and change their power take is expressly conditioned upon BPA meeting its other
obligations in all circumstances and conditions. Although some Slice purchasers may like to
characterize their contract as buying a piece of the Federal system resource output, similar to
their Mid-Columbia sale, they have not done so nor could they because any BPA sale is
conditioned upon BPA meeting all system and other non-power sales obligations. Those
obligations are both different from and more extensive than those of the Mid-Columbia
operators.

The argument that because the Slice customers pay a percentage of system cost, they should
receive a percentage of system capability is not correct for reasons previously stated. The
Slice contract or payment method, should not carry any connotation of transferring to Slice
customers the right to directly or indirectly control, operate, or dispatch a pro rata share of
the FCRPS.

BPA’s proposal for the post-2011 Slice contract does not change the fundamental concept
that the customers would receive a pro rata portion of firm power and surplus power, based
on a percentage of the applicable Federal system resource output, subject to the operating
agencies’ determination of system obligations, capability and operations at any given time.

Issue 8:
Whether the post-2011 Slice product will include within-hour use of capacity (load-
following and dynamic scheduling)?

Policy Proposal

BPA proposal stated the post-2011 Slice product would be clearly defined as a sale of
requirements power and surplus power and that the post-2011 Slice product would not
include within-hour load-following, dynamic scheduling, or ancillary services.
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Principle 9 states:

9. The Slice product will not include within-hour load-following, dynamic scheduling or
ancillary services. Generating capacity and energy provided from the FCRPS to TBL
for Interconnected Operating Services will come “off the top,” and revenues PBL
receives from TBL for those generating inputs will be shared on a proportional basis.

The proposal also pointed out that the Team agreed that dynamic scheduling would not be a
feature of the Slice product. BPA desires to simplify the Slice product by addressing issues
raised in the areas of capacity and product definition.

Public Comments

Comments made by current Slice customers support the position that Slice is not a load-
following product and indicate the Slice customers have agreed to exclude dynamic
scheduling provisions from the future design. (Benton PUD, REG-114; Slice, REG-144) On
the other hand, one of the PNGC members, Umatilla, suggested Slice customers have to meet
what they termed as “instantaneous capacity.” (Umatilla, REG-012-08) Snohomish,
referring to products in general, may be indicating that products should include features that
allow load-following and resource integration. (Snohomish, REG-131) The Renewable
Northwest Project voiced strong support for Principle 9, which states that the Slice product
will no longer include intra-hour flexibility, and that this flexibility should be retained for the
system as a whole. (RNP, REG-013-02) NRU stated support for the exclusion of within-
hour load-following and dynamic scheduling and noted that BPA has not determined a
process to allocate ancillary service capability to the highest priority needs. They stated that
the issue is complicated by the fact that the service is provided by BPA Transmission while
the FBS capability is transferred to BPA Transmission from BPA Power. (NRU, REG-103)

Evaluation and Decision

As part of the Slice Product Review process BPA provided the Slice customers and others
with analysis indicating the FCRPS dynamic capability is highly volatile, unavailable at
times, and difficult to forecast and allocate. Dynamic scheduling was not implemented under
the Slice contract, and BPA’s 1998 Power Subscription ROD regarding Slice expressed
concerns about its feasibility. Based on the Slice Customer Joint Comments, the Slice
Product Review Team participants, including the current Slice customers, agree that
excluding dynamic scheduling provisions from the post-2011 Slice contract is reasonable.
BPA will not include dynamic scheduling a part of the Slice product design for post-2011.

Umatilla Electric Cooperative, who is a member of PNGC'’s Joint Operating Entity, which
provides services to Umatilla for their load, stated they “need to meet instantaneous
capacity.” BPA assumes this statement was a general statement indicating that the utilities
need instantaneous capacity in order to meet peak load and follow load. Load-following, in
this context, means altering generation from second-to-second to meet instantaneous
fluctuations in load, which is a service described as load regulation. Slice customers agree
that they bear the responsibility to follow both hour-to-hour and intra-hour load when they
purchase Slice. As explained above, the Slice product design is different from that of load-
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following products that BPA offers. If Umatilla needs load-following service from BPA, a
different product, other than the Slice product, should be considered. To be clear, hour-to-
hour load-following service is not provided by BPA under the Slice contract, but the
scheduling flexibility that is included with the Slice product provides customers with some
capability to follow hourly load fluctuations.

As is clearly indicated through Principle 9, the post-2011 Slice product will not include
provisions that allow the use of within-hour capacity.

Issue 9:
Whether the post-2011 Slice product includes the ability to self-supply ancillary services
such as operating reserve and energy imbalance using the FCRPS resource?

Policy Proposal

As part of Principle 9, BPA proposed that the post-2011 Slice product will not include rights
to self-supply energy imbalance or operating reserves (ancillary services) using the Slice
resource. BPA proposes that removing the ability to self-supply ancillary services from the
Slice resource will clarify the nature of the Slice product and avoid disputes over any issue of
ownership or operational rights to Federal system resources through the “percentage share”
sold in Slice. Within the conceptual design of Alternative 2, BPA has reiterated that the Slice
product is a sale of power, not of resource ownership or capability, and would not include
within-hour load-following, dynamic scheduling, or ancillary services.

Public Comments

This question was raised by Benton PUD and reiterated by the Slice customers within the
comments they submitted jointly to BPA. They asked, “Should BPA remove the ability to
self-supply ancillary services such as operating reserves and energy imbalance in the future
Slice product as proposed under Regional Dialogue?” (Benton PUD, REG-114; Slice,
REG-144) Several Congressmen questioned whether the self-supply of ancillary and reserve
services will be available through the Slice product and if not, asked what BPA will do to
compensate customers. (Cong. Hastings, Cong. Simpson, Cong. Walden, and Cong. Otter,
REG-002)

Customer comments range from strong opposition to strong support. The Slice customers
oppose the proposal’s change in ancillary services, asserting that because the current Slice
contract includes the ability to self-supply reserves, the needed transmission service business
practices and implementation procedures have been developed, and the implementation has
been successful and gone smoothly, they believe the next contract should include the same
concept. They also state that BPA has not provided a compelling argument to withdraw self-
supply rights from the next contract. (Benton PUD, REG-114; Slice, REG-144) On the
other hand, NRU (representing 52 non-Slice requirements customers) strongly supports the
proposal to eliminate self-supply provisions from the Slice product. NRU wrote: “BPA has
not developed a process to allocate ancillary service capability to the highest priority needs of
net requirements customers, and the importance of these services is becoming increasingly
clear. Further, the system capability to provide such services is probably limited. Matters
are also complicated by the fact that such services are provided through BPA’s transmission
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organization, after transfer of necessary FBS capability from Power Services. Inclusion of
such services through Slice would create a de facto distribution that may or may not resemble
actual need.” (NRU, REG-103) Other non-Slice customers either specifically support
BPA’s Alternative 2 in whole, including this change, if BPA is going to offer Slice.
(NWasco, REG-055; Richland, REG-091)

With regard to energy imbalance, Slice customers have stated that “PBL provides this service
to load-following customers and essentially self supplies this service as it does not face
charges/credits from TBL.” The Slice customers go on to argue that Slice customers should
have access to the same capability. (Benton PUD, REG-114; Slice, REG-144)

Grays Harbor is concerned that, as a result of not allowing self-supply of ancillary services
the Slice product will be less useful because “hour-ahead scheduling, operating reserves and
energy imbalance all provide necessary tools for managing load variability.” (Grays Harbor,
REG-116)

Evaluation and Decision

Because there were a number of concerns raised by Slice customers about the loss of the
ability to meet load and integrate generation, BPA would like to clarify that this ROD has no
bearing on the continued offering of energy imbalance or operating reserve ancillary services
from BPA Transmission Services at established rates. Since the transmission provider is
mandated to provide these services there will be no inability to meet loads or integrate
generation. In addition, the removal of these services from the Slice product would not
prevent customers from self-providing from owned resources or acquiring third-party
provision of ancillary services. The issue is, therefore, a question of how customers will
receive these services from BPA, not whether they can receive them. BPA proposes that all
scheduling customers within the BPA Control Area who purchase ancillary services from
BPA do so under the BPA Transmission Open Access Tariff.

BPA disagrees with the characterization that Power Services provides energy imbalance to
load-following customers. The product they purchased includes load-following and,
therefore, no energy imbalance occurs; instead the FCRPS matches generation to loads
instantaneously and automatically. In particular, Full Service customers pay for demand
(peaking and capacity) and intra-hour load variation related to their total retail load. Slice
customers do not face these costs. Whether a customer is subject to energy imbalance is
dictated by the nature of the power sales relationship. Because BPA Transmission has an
Open Access Tariff, the parameters applied to make the determination are those of FERC.
Energy imbalance applies only to scheduled loads, which Slice customers acknowledge in
their own definition: “Energy imbalance is a TBL product provided to all scheduling
customers (i.e., non-load-following customers) within the TBL Control Area . ..” (Slice,
REG-144)

BPA network loads within the BPA Control Area are unscheduled and are not subject to
imbalance charges under the tariff. Power Services understands this exemption as being both
practical (since there is no schedule to calculate the imbalance) and principled (to allow
integrated utilities to continue to serve load-following customers under Open Access). If

165



these customers were subject to energy imbalance, or are required to procure the service in
the future, these services would need to be purchased from the Transmission Services
organization. This is one of the equity issues raised in the Slice Product Review that
supported the removal of ancillary service self-provision from the Slice product.

For operating reserves BPA Power does not, and by FERC rule cannot, provide this product
to meet obligations to BPA Transmission. This raises equity issues with this ancillary
service, because load-following customers do not have the option to acquire the service from
BPA Power, yet self-provision under Slice allows the Slice customers to avoid a BPA
transmission tariff rate. During the Slice Product Review, BPA demonstrated that the
transition to purchasing operating reserves through BPA Transmission Services would be
neutral to the Slice customer. The analysis relied on the same parameters and justifications
that originally permitted BPA to justify that self-provision was not a cost shift to the non-
Slice customers. Slice customers have not demonstrated they would suffer harm from
acquiring the service from BPA Transmission rather than using the Slice self-supply
provision for operating reserves. The customers would be compensated not only by the
sharing of ancillary service revenues, but also by retaining additional hourly scheduling
flexibility that would otherwise be set aside for self-supply.

BPA disagrees with the assertion that the existing implementation is justification for the
continuation of ancillary service self-provision. The comments of NRU indicate that
customers are divided over whether the existing implementation has been successful, or
could be successful for 20 years into the future. The existing implementation has a number
of features that bring into question their durability. These issues (described below) were
raised as part of the Slice Product Review and BPA finds them particularly concerning in the
context of a 20-year product offering.

Slice self-supply is not a physical service; instead it is a contractual provision that requires
the Slice customer set aside a portion of their potential hourly scheduling flexibility. This
has no physical impact to system operation and relies upon the existing processes that BPA
Power uses to provide generation inputs to the BPA Control Area. Therefore, it is BPA, not
the Slice customer, who is ultimately responsible for failures of self-supply. In other cases of
self-supply the resource owner/operator is responsible, as is required under the tariff.

By definition, self-supply means an entity is using their own resource to meet an obligation,
such as energy imbalance or operating reserves. This requires that the entity provide AGC
access to that resource. The Slice customers acknowledge that they have no implicit or
explicit ownership rights to the FCRPS resources, yet they suggest this argument does not
require the removal of provisions that allow self-supply from the FCRPS resource to sustain
the assertion. BPA does not agree that even though the Slice customers don’t own or operate
the FCRPS resource, they should be allowed to self-supply using the FCRPS resource. This
is a contradictory concept.

The existing implementations for energy imbalance and operating reserves for Slice
customers are already non-standard. They rely upon special procedures tailored for the Slice
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product. These procedures are unlike any that BPA is aware of under other utilities’ Open
Access Tariffs, and are often significantly more complex than those for actual self-provision.

The existing implementations are unlikely to be compatible with planned changes that are
underway in the industry — a prime example is the shift from Spinning Reserves to Frequency
Response Reserves. This issue alone may invalidate a large portion of the existing
implementation.

In implementation of self-supply the Slice customer sets aside a portion of their hourly
scheduling limit. There is no tool in the existing implementation that assures that this
methodology is actually providing the intended service. Instead, the applicability of the set-
aside scheduling limit to the self-provision service need is presumed by the Slice customer
and the transmission provider, placing the burden of setting aside the physical resource
capability on the BPA system operator.

BPA finds these issues in support of Principle 9 compelling. The self-provision of ancillary
services raises serious equity issues between customer classes, as well as issue under the
Open Access Tariff, and is difficult to maintain and adapt though time without significant
commitment of resources and friction with customers. The removal of self-provision would
release additional hourly scheduling flexibility to Slice customers, and BPA is proposing that
in future rate cases it would provide value to Slice customers by a credit on ancillary service
revenues to customers. The balance of value and simplicity are better achieved with the
removal of self-supply services from the product. The proposed change to tiered rates and
new product differentiations for all of BPA’s requirements power sales in the post-2011
period makes simplification of Slice necessary.

BPA concludes that the post-2011 Slice product will not include provisions that allow self-
supply of ancillary services using the FCRPS resource.

Issue 10:
Whether BPA will substitute revenue sharing as a means of replacing the value of self-
supply of ancillary service?

Policy Proposal

BPA'’s Alternative 2 eliminates provisions that allow self-supply of ancillary services from
the Slice product and provides on a proportional basis, by means of a credit to the customers,
a share in the revenue that BPA Power receives from BPA Transmission for the generation
inputs BPA Power supplies to BPA Transmission in support of those services.

Principle 9 states:
9. The Slice product will not include within-hour load-following, dynamic scheduling or
ancillary services. Generating capacity and energy provided from the FCRPS to TBL

for Interconnected Operating Services will come “off the top,” and revenues PBL
receives from TBL for those generating inputs will be shared on a proportional basis.
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Public Comments

Several Congressmen questioned whether the self-supply of ancillary and reserve services
will be available through the Slice product and if not, asked what BPA will do to compensate
customers. (Cong. Hastings, Cong. Simpson, Cong. Walden, and Cong. Otter, REG-002)
Tacoma stated that BPA should not remove capacity rights from the contract and replace
them with revenue credits. (Tacoma, REG-135) Slice customers assert that BPA
Transmission views self-supply (of energy imbalance) as revenue neutral so there are no
revenues received by BPA Power to “be shared on a proportional basis.” (Benton PUD,
REG-114; Slice, REG-144) NRU said, “We concur that generating capacity and energy
provided to the Transmission Business Line for Interconnected Operating Services would
come “off the top” of the FBS, but the revenues from these generation inputs should be
shared proportionately with the Slice customers.” (NRU, REG-103)

Evaluation and Decision

BPA proposed that customers share the revenue BPA Power receives from BPA
Transmission for supplying generating inputs for those services. The proposal is consistent
with the current System Obligation principle whereby an obligation is shared by the Slice
customers and the revenues or costs associated with contracts or services BPA provides in
order to meet operational obligations are also shared with the Slice customers

BPA Transmission may view energy imbalance as a revenue-neutral service since
transmission customers pay or are paid for imbalance on an hourly basis. At times these
payments are roughly neutral (payments made are equal to payments received) and at other
times, they are not. BPA Transmission Services pays Power Services for the use of FCRPS
generators that provide generation inputs to meet imbalance demands. This is the revenue
that will be shared proportionally with the Slice customers.

This is the position Slice customers would be in as they receive energy imbalance services
from BPA Transmission. To the extent they are reasonably accurate in scheduling, at times
having errors both over- and under-estimating schedules, their payments made will be
roughly offset by the payments received. If they schedule inaccurately they will experience a
net cost.

The principle of substituting revenue sharing is consistent with the principles for the Slice
product. BPA will share the revenue BPA Power receives from BPA Transmission for
supplying generating inputs for ancillary services provided to the BPA Control Area. This
will provide a uniform treatment for all products, which will be applied in the future Slice
contract.

Issue 11:
Whether BPA’s proposal, following the Slice Product review, provides a basis to modify
aspects of the Slice product for post-2011 rather than leaving it unchanged?

Policy Proposal

In its Slice product review, BPA established a Team to discuss alignment on preferred
post-2011 Slice product alternative(s) to inform BPA’s Policy Proposal. The Team included
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representatives of Slice customers, NRU, non-Slice customers and BPA staff. The Team
discussed both the operational and financial aspects of the Slice product, with the existing
Slice product used as the starting point for the review. The Team proposed changes to the
current Slice product to resolve existing concerns and to promote alignment around a set of
overarching principles to guide decisions on the future Slice product; a preferred product
design alternative; and, an amount of Slice to be offered.

BPA also stated that discussions focused on questions regarding what changes, if any, should
be made to the originating principles and what new overarching principles should be
considered or added based on BPA’s May 2005 Draft Slice Report and ensuing customer
comments. These discussions ranged from desires for increased clarity among the principles,
equity among customers, operational control, and new concerns such as resource integration.

Public Comments

Several comments provided justification and support for BPA’s proposed modifications.
Benton REA and NRU suggested Slice contributes to constrained system capacity and
warrants careful review; the product complexity creates opportunity for cost shifts; and, the
operational flexibility results in non-optimal use of the system and increases reliability risks.
(Benton REA, REG-094; NRU, REG-103) NRU also stated the proposed product changes
should help simplify product implementation and address issues that have been raised.
(NRU, REG-103) NRU and Northern Wasco pointed out BPA’s review of Slice were
necessary and changes were warranted by that review. (NWasco, REG-055; NRU,
REG-103) Several entities commented that minor changes are reasonable, but major changes
or arbitrary reductions in capacity were not warranted. (Clearwater, REG-134; Slice
REG-144) Several comments suggested BPA did not provide justification for the proposed
changes. (Benton PUD, REG-012-04; PNGC, REG-013-05; WPAG, REG-109; Benton
PUD, REG-114; Tacoma, REG-135; Slice, REG-144) Several comments suggest the
modifications are premature, that Slice should not be singled out for changes at this time, or
that changes are not warranted given the success of the product. (WPAG, REG-109; Benton
PUD, REG-114; Grays Harbor, REG-116; Snohomish, REG-131; PNGC, REG-133; Slice,
REG-144) Grays Harbor and Emerald PUD voiced concern that changes may render the
product useless in following load variations. (Grays Harbor, REG-116; Emerald, REG-137)
Benton PUD and the Slice customers pointed out BPA’s original intent was to renew the
current contract on the same terms and conditions as the original contract. (Benton PUD,
REG-114; Slice, REG-144)

Evaluation and Decision

BPA is proposing a significant change in the treatment of costs in the products and services
that it offers for the post-2011 period. BPA is proposing a tiered rates approach described
previously in the ROD and commensurate modification of its products. The products and
services must fit within the tiered rates paradigm. The products BPA offers for post-2011
will accommodate the tiered rates approach and will not be exactly the same as current
products.

Because Slice was a new and untested pilot product, combining both requirements power and
the advanced sale of surplus power, BPA committed to reviewing the product’s historical
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implementation against the product’s design principles, and to evaluate whether Slice was
working as intended, and determining what changes or refinements were warranted. BPA
performed this review after 3 years of Slice implementation and summarized the results in
the May 2005 Draft Slice Report. In that report, BPA indicated there were several issues
regarding both the implementation and nature of the Slice product that needed to be
addressed through changes or modifications to the product. One of the main purposes of the
Slice section of this ROD is to provide justification and reasoning for the proposed changes
to the Slice product.

As mentioned previously, a Slice Product Review Team was established to discuss and
address these and other issues in an attempt to reach alignment around the post-2011 Slice
product design. NRU was represented on this Team and based on their participation
provided comments to the Policy Proposal stating that BPA’s review of the product was
necessary, that the proposed changes resulting from the review are warranted, and that the
changes should help simplify the product implementation and address issues that had been
raised. This is consistent with BPA’s objective in reviewing the product.

Benton REA and NRU asserted that Slice contributes to constrained capacity, creates the
opportunity for cost shifts, results in non-optimal use of the system and raises issues
regarding reliability, therefore warranting careful review. BPA indicated similar concerns
based on its review and analysis of the first 3 years of the product implementation, and has
determined changes and refinements to the product are needed to address these and other
issues. Comments from NRU and Northern Wasco state that BPA’s review of the Slice
product was necessary and changes were warranted by that review.

Clearwater and the Slice customers commented that minor changes to the product are
reasonable, but that major changes are not warranted, though they did not specify what they
meant by “major changes.” BPA assumes the elimination of self-supply provisions would be
considered a major change. The reason for this change described in great detail in Issue 9 of
this Slice section. The Slice customers also indicate a concern that BPA is attempting to
move Slice away from their view of the product’s fundamental pro rata share concepts. BPA
does not agree this is the case, and addresses this issue in Issue 7 of this Slice section. BPA
considers the proposed changes as modest refinements needed to clarify the nature of the
product or address issues, and that the proposal is not a wholesale reconstruction effort.

Several customer comments contend that the changes proposed are unreasonable or arbitrary,
and that BPA did not provide analysis to justify the issues that led to BPA’s proposed
changes. BPA has explained the basis for its proposal and believes the proposed changes are
both reasonable and justified based on the analysis and findings related to the Draft Slice
Report. Shortly after BPA posted the Draft Slice Report, the Slice customers specifically
requested a meeting to discuss BPA’s findings. At that meeting (June 7, 2005) BPA supplied
and reviewed with the customers an assortment of analytical material that included eight
separate documents to back up the results of the Draft Slice Report. The Slice customers
were not completely satisfied with the material and requested additional analysis, but BPA
felt the benefit of further analysis was marginal.
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As stated above, BPA disagrees with comments asserting the proposed changes are
premature, or that the success of the current Slice product negates justifications for proposed
changes. BPA and the Team were well ahead of other Regional Dialogue forums with regard
to the design of BPA power products and were able to discuss and address some of these
issues. BPA believes it reached partial alignment on a proposed Slice product design,
including the 10 overarching principles and the Alternative 2 design concepts. Given this
effort and the level of alignment reached, BPA’s Policy reflects those decisions. BPA
acknowledges that many details of the Slice product design are yet to be determined. BPA
agrees there has been success regarding implementation of Slice, but would also contend
there are many significant issues to be addressed before the new product can be developed.

With regard to the comments indicating a concern that the proposed changes may render the
product useless in following load variations, BPA does not feel the proposed changes in
scheduling flexibilities will have a significant impact. The current Slice product is not
designed as a load following product, but use of scheduling allows hour-to-hour load
changes, and not intra-hour load changes. The ability to follow hourly load variations lies
primarily within the 30-minute scheduling change rights, which will remain a feature of the
product. The scheduling flexibility will also remain, but may be slightly constrained relative
to the current product. BPA designed the Alternative 2 operational concepts to bring the
Slice customers’ scheduling flexibility more in line with actual FCRPS operating constraints,
which is consistent with fundamental Slice concepts.

Regarding Benton and the Slice customers’ assertions that BPA originally intended to renew
the Slice contract on the same terms and conditions as the current contract, those customers
refer to a recital in the current Slice contract that states that intent. The recitals in a contract
are statements of the context and conditions at the time of the development of the contract
and are not binding commitments on the part of the parties. Neither BPA nor the Slice
customers are required by the recital to either offer or accept the same terms and conditions
as the current contract. Simply the passage of time may make that intent obsolete regarding
any future agreement. At the time of the execution of the current Slice contract, neither BPA
nor the customers anticipated the need for BPA’s Regional Dialogue Proposal, particularly
the rate tiering and changes to services that would be needed to accompany that change.
Therefore, the recital does not form a basis for BPA to refrain from making those changes
that BPA finds are needed to coordinate the product with BPA’s proposal or to align it with
other products and services in the next contract period. Many details of the Slice product’s
terms and conditions will remain the same but others will change.

Issue 12:
Whether BPA has determined how to manage capacity constraints and competing uses
of system flexibility under the Alternative 2 Slice proposal?

Policy Proposal

This specific issue was not directly addressed in the Policy Proposal, but was raised in the
public comments BPA received. The issue is closely related to one of the five core issues the
Operations Subgroup Team decided to focus on, based on the findings of BPA’s Draft Slice
Report. The underlying question states, “How does BPA maintain the ability to meet its total
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requirements load obligation when a subset of requirements customers has long-term rights
(under Slice) to energy that is potentially surplus to their requirements load, but not surplus
to BPA’s total requirements load obligation?”

It was noted that this issue would be addressed in the larger Regional Dialogue forum and
applied to Slice as needed to ensure conformity to the Policy.

Public Comments

NRU expressed concern regarding how capacity constraints will be equitably addressed and
how system flexibility will be used to serve the net requirements of preference customers,
adding that committing capacity to other uses, including surplus capacity to Slice customers,
could affect system reliability and increase costs to load-following customers. (NRU,
REG-103)

Evaluation and Decision

BPA knows that there will be competing demand for the system flexibility which customers
will want to utilize for several purposes including resource integration and meeting load.
BPA intends to provide for the capacity needs of all of its customers by putting customers, to
the extent possible, on an equal footing for those services to meet their firm consumer loads
in the region, and for services needed to integrate non-Federal resources, should the customer
choose to do so. BPA will do so by clarifying the products and services its offers customers
as including use of capacity or flexibility for specific purposes and by maximizing the
efficiency and availability of capacity from the system. Additionally, BPA rate tiering
design treats capacity as a uniform service for Tier 1.

The Slice contract assigns peaking rights (what NRU termed as capacity) to Slice customers
through maximum hourly scheduling limits. Because the scheduling limits are based upon
system operating constraints, and not a customer’s load, it is expected that on any given hour
the amount of power that can be taken within the scheduling limits of the Slice product might
exceed the customer’s actual requirements load on that hour. These scheduling limits enable
the Slice customer to meet their hourly requirements load and sell surplus energy on the same
hour. Conversely, it is also possible, given that the Slice scheduling limits are based on
system operating constraints, that the amount of power available on a given hour may not be
sufficient to meet the customers’ requirements load for that hour such that the customer
would have to meet the shortfall using its other resources. BPA provides peaking services as
part of all of its power sold as requirements products. To the extent that there have been
hourly scheduling limits supplied in certain time periods in excess of the Slice customers’
requirements load, BPA has not faced to date a capacity shortage. However, NRU raises the
question of whether the same assumption is reasonable going forward in design of the next
Slice contract and other requirements products. BPA understands this concern and views it
as one of the future product design issues that will need to be addressed. At the same time,
BPA recognizes that the Slice product is designed to provide scheduling limits that are
indexed to system operating constraints rather than a customer’s load.

The post-2011 Alternative 2 design minimizes the risk of overstating peaking capability to
Slice customers through their scheduling limits by tightening the estimated system peaking

172



capability through two avenues. First, the proposed design would determine system peaking
capability as a function of sustainable capacity over a number of hours, rather than 60-minute
capacity. Secondly, the proposed design will apply a simplified approach to lower Columbia
and Snake peaking capability that is closely linked to the expected operation, rather than
offer scheduling limits as if these projects can peak at any time without regard for system
configuration.

BPA is working on measurement tools to better understand and evaluate the availability of
capacity on the Federal system and will continue to discuss how capacity will be treated for
all products with its customers. At this time, BPA can only continue to assess this issue
through the product development and contract implementation process.

Issue 13:
Whether the proposed post-2011 Slice product design addresses operational uncertainty
and sharing of system capability among Slice and non-Slice customers?

Policy Proposal

This issue is closely related to one of the five core issues the Operations Subgroup Team
decided to focus on, based on the findings of BPA’s Draft Slice Report. The underlying
question states, “How should the risks associated with the ongoing operations uncertainty
and imperfect definition of Slice capabilities be shared among Slice and non-Slice
customers?”’

Within the conceptual design framework of Alternative 2, BPA proposes to expand oftf-the-
top obligations to include operational buffers that reflect operational uncertainty and prudent
system operations. In addition, the Alternative 2 proposal suggests developing tools to more
accurately reflect system capability, such that Slice customers are receiving scheduling limits
that are indexed to real system capability.

It was noted that this issue would be addressed in the larger Regional Dialogue forum and
applied to Slice as needed to ensure conformity to the Policy.

Public Comments

NRU suggested new off-the-top obligations may be necessary for wind integration, system
optimization, generation redispatch, and operational uncertainty, but that revenues relating to
them should be proportionally shared with Slice customers. (NRU, REG-103) The Slice
customers indicated concern over the proposal to include buffers in the off-the-top obligation
because doing so appears to allow BPA to reserve capacity on a subjective basis, without
demonstrating that the need for capacity is equally shared between Slice customers and BPA.
(Benton PUD, REG-114; Slice, REG-144) Other customers stated they were relying upon
BPA to make the call as to whether proposed modifications are appropriate and allow BPA to
fully meet its regional obligations. (NWasco, REG-055) Some customers urged BPA to
limit the flexibility offered in Slice and reserve that flexibility so that BPA could optimize
the use of the Federal system resources for the benefit of all customers. (NRU, REG-103;
Benton REA, REG-094; RNP, REG-013-02)
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Evaluation and Decision

BPA’s proposal is that the Federal agencies, including BPA, retain their discretion and
exercise of judgment when operating the Federal system including setting limits such as
buffers to assure operations meet expected system requirements. Slice customers are
concerned the proposal to include off-the-top buffers would allow BPA to reserve capacity in
a subjective manner, and without demonstrating that the need for capacity is equally shared
between Slice and non-Slice customers. As discussed above, BPA and other Federal
operators are required to use their judgment in setting limits, anticipating contingencies and
balancing the system. Some of that judgment is subjective and necessarily so, based on prior
experience. Slice customers do not have a right to an “objective” criteria for any Federal
agency’s operational decisions. Federal operating agencies are free to exercise their
discretion and best judgment. The Slice contract grants no rights to the customer to affect
operational control of the system in any way, and Slice customers have understood this from
the initial Slice product discussions in 1997. The Slice customers will have no such right in
the next contract, whether directly or indirectly, by seeking to impose an “objective” standard
upon the Federal agencies in the contracts.

BPA agrees with NRU’s suggestion that any buffers are to be equally applied to Slice and
non-Slice limits or constraints, which is consistent with the current concept regarding off-the-
top obligations. The purpose for the buffers is to provide a mechanism where the impacts of
actual operational uncertainty and prudent operating practices that are applied within system
operations can also be applied to the Slice customers’ scheduling limits. The demonstration
for appropriate application of these buffers is whether Slice and non-Slice customers have an
equal share in the impact of the buffers. BPA intends to apply buffers to Slice and BPA
Power (non-Slice) constraints equally.

As is the case with the current Slice product, BPA public purpose and reliability obligations
will be treated as off-the-top obligations when determining Slice scheduling flexibility limits.
To the extent new or increased commitments are established, the impact will be applied
equitably to Slice and other BPA products. BPA will maintain the concept of determining
Slice scheduling limits based on system operating constraints as adjusted for obligations.

With regard to limiting the flexibility offered in Slice, BPA’s objective is to offer scheduling
flexibility that reflects actual system configuration, operating constraints, and operational
decisions determined by the Federal agencies as stated above. BPA believes application of
these concepts will alleviate some of the concern that currently exists regarding the inability
to apply necessary real-time operational buffers to Slice scheduling limits and will bring
those limits more in line with limits BPA Power applies to its marketing function.

Issue 14:
Whether the proposed post-2011 Slice product design supports the ability for individual
customers to integrate resources?

Policy Proposal

This specific issue was not directly addressed in the Policy Proposal, but was raised in public
comment. The issue is closely related to one of the five core issues the Operations Subgroup
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Team decided to focus on, based on the findings of BPA’s Draft Slice Report. The
underlying question states, “Should a centralized entity (BPA) be responsible for offering a
product to integrate resources utilizing the limited FCRPS capability or should individual
customers be required to procure these services from the market?”

It was noted that this issue would be addressed in the larger Regional Dialogue forum and
applied to Slice as needed to ensure conformity to the Policy.

Public Comments

Numerous comments suggest one positive characteristic of Slice flexibility is that it enables
customers to assume the responsibility of meeting load growth through the integration of
non-Federal resources, and that this is a very important feature of the Slice product. (Cong.
Hastings, Cong. Simpson, Cong. Walden, and Cong. Otter, REG-002; Raft, REG-005;
Benton PUD, REG-012-04; PNGC, REG-013-05; Grays Harbor, REG-013-15; Idaho Falls,
REG-022-13; Franklin, REG-100; Benton PUD, REG-114; Grays Harbor, REG-116;
Snohomish, REG-131; Slice, REG-144; SCL, REG-149-03; Grays Harbor, REG-149-23)

Evaluation and Decision

BPA has to balance the services it provides to both Slice and non-Slice customers who are
equally entitled to have their requirements met even though they buy different products. In
the post-2011 period, non-Slice customers will have needs to have their load served and to
have non-Federal resources integrated for load service, as will the Slice customers. BPA
would not be able to supply such services only to a single group of customers as part of its
products. An equitable distribution of service to integrate resources of both sets of customers
must be made.

Integration of non-Federal resources is a key element necessary for attaining the future goal
of adequate infrastructure development, including the enabling of resource development by
BPA all customers for meeting load growth. The Alternative 2 proposal suggests expanding
off-the-top obligations to include system resources needed to support additional resource
integration. The purpose of this suggestion is to assure that BPA’s customers share equitably
in the impact resource integration obligations may have on Federal system operational
flexibility.

The proposed post-2011 Slice product design provides hourly scheduling flexibility, up to

30 minutes prior to the start of each hour (as long as the current industry scheduling practices
remain in place), as the source of flexibility the customers need in order to absorb changes in
intermittent resource generation levels, such as wind resources. Within-hour services, such
as regulation or generation imbalance, will not be provided as part of the Slice product.
Similar to today’s Slice product, scheduling change rights for the future Slice product design
should allow customers to manage their Federal purchases with the variable nature of
resources and integrate them into their portfolios. Additional details of the terms affecting
resource integration for both Slice and other requirements contracts will be addressed in the
product development process and in unified contract negotiations with both groups of
customers.
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Issue 15:
Whether the proposed post-2011 Slice product design addresses the contentious nature
of the Slice product?

Policy Proposal

BPA’s statement in the Policy Proposal regarding this issue was related to the financial
aspects of Slice, and stated: The Slice Financial Team also agreed that whatever (risk
mitigation) method is selected should be simple, easy to implement and avoid audits and
contentious dispute resolution processes. BPA recognized at the time that one contentious
area associated with the Slice product resulted from financial issues related to the litigation
on the CY 2002 Slice True-Up Adjustment Charge.

Public Comments

The only comments that pertain to this specific issue were from Richland Energy Services,
stating that the Slice product has been exceedingly contentious, and United Electric
Cooperative, who urged BPA to develop a rate to “do away with all the in-fighting”.
(Richland, REG-091; United, REG-022-23)

Evaluation and Decision

BPA views the main source of the contentious nature of the Slice product to be the difference
of opinion between Slice customers and BPA regarding the fundamental nature of Slice. In
the simplest terms, BPA views Slice as a power product and Slice customers view Slice as a
share of Federal resource capability. In more detail, BPA views Slice as a system sale of
requirements power and surplus power indexed to the variable energy output of the
applicable FCRPS resources with defined hourly scheduling limits indexed to the operating
constraints of the applicable FCRPS resources, rather than a sale of resource capability,
which is supported by Section 4(b) of the current Slice contract that states Slice is “under no
circumstances to be construed as a sale of Slice System resources.” The Slice customers,
through their Joint Comments indicate a different view of Slice by stating, . . . inherent in
the product is a need for Slice customers to have contractual, operational access to their share
of system capability . . .” (Slice, REG-144) It is clear that the customers believe they
purchased capability in addition to power under Slice.

Slice is a very complex product which has experienced a nearly continual series of
implementation issues and disputes since its inception. One of BPA’s key objectives in
refining the Slice product is to clarify aspects of the product that have led to contentious
issues and to build upon the practical experience and knowledge gained about the product
since it was initially offered. The refinements and clarifications for the product should lead
to fewer disputes in the future.

By clearly defining the Slice product and developing clear guiding principles for contract

development, as BPA proposes, BPA hopes to alleviate a significant source of contention
with the Slice customers in the future.
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Issue 16:
Whether the proposed post-2011 Slice product design conforms to other decisions in the
Policy and the ROD?

Policy Proposal

The Slice Product Review Team’s Operational Subgroup determined that several issues were
being discussed in the overall Regional Dialogue process that would ultimately affect the
Slice product. These include, but are not limited to Net Requirements, Operational
Uncertainty, Resource Integration, Control Area Services, and Transmission Redispatch.
The Team concluded that the future Slice product would need to conform to decisions made
in the overall Regional Dialogue process regarding these issues.

Public Comments

NRU brought forth several outstanding issues that needed to be addressed through the
Regional Dialogue process because they could impact the Slice product. These issues
include how capacity constraints will be equitably addressed; how system flexibility will be
used to serve the net requirements of preference customers; the potential for cost shifts if
BPA does not maximize the operational benefit of the FBS; and, the potential for cost shifts
as a result of committing capacity to uses such as surplus sales, or the advance sale of surplus
to Slice customers. (NRU, REG-103)

Evaluation and Decision

NRU raised valid concerns over several broad issues. Some of these issues have been
addressed in the prior discussions above, but others have yet to be fully addressed and could
ultimately affect the Slice product, or conversely, could be affected by the Slice product.
That is why BPA characterizes the Slice product Alternative 2 as only an outline for further
development of the product.

Many other issues have been identified during the public process and Regional Dialogue,
including issues associated with the Tiered Rates Methodology, High Water Marks, priority
use of capacity, product switching, combining products, zonal scheduling, and the
development of a new load-following product, whose ultimate resolution or policy decision
could potentially affect the Slice product. Some of these issues could potentially have
significant effects on either the relative merits of the Slice product versus other products or
the complexity or feasibility of the Slice product implementation. BPA is only taking the
first step with this Policy and ROD on Regional Dialogue and many of these issues will be
further addressed in the implementing processes that are in the next step in completing
Regional Dialogue.

The 10 proposed overarching principles partially address the issue of aligning Slice with
other ROD policies. The first two principles clearly guide the product design away from
potential cost shifts, while Principle 7 addresses the equitable use of the FCRPS for both
Slice and non-Slice customers.
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BPA is committed to continued coordination and application of these broad Regional
Dialogue issues to Slice within the broader development of the other requirements products
and the Slice product.

Issue 17:
Whether BPA has decided what risk mitigation method will be used for Slice and non-
Slice PF rates?

Policy Proposal

BPA Principle 4 for the Slice product proposed to use the same risk mitigation method for
Slice and non-Slice rates for commonly shared expenses included in both the Slice and non-
Slice revenue requirements. BPA’s discussion stated that the risk mitigation method should
be simple, easy to implement, avoid audits and contentious dispute resolution processes. In
the Policy Proposal, BPA stated a preference for a true-up approach, and that the agency
would consider other risk mitigation methods that are consistent with statutory and policy
needs in the 2012 rate case.

Public Comments

Comments received on this issue were divided. Slice customers were either indifferent,
supportive of either a true-up approach or an approach similar to the Cost Recovery
Adjustment Clauses that have applied to rates for non-Slice products in the past and current
rate periods. (PNGC, REG-133) Non-Slice customers generally were opposed to a true-up
approach because it creates too much wholesale rate uncertainty in a rate period, which in
turn, they think will lead to continual changes of rates for their retail customers. (NRU,
REG-103; WPAG, REG-109) Non-Slice customers also believe that the true-up approach
does not provide the proper incentives for BPA to control its costs. (WPAG, REG-109;
NRU, REG-103; Emerald, REG-137) Non-Slice customers also stated that the goal for
customers and BPA was to use the same risk mitigation method for Slice and non-Slice rates,
but cautioned that this should not be used as an opportunity to change the risk mitigation
method for the rates for non-Slice products, and that BPA should not “impose a true-up to
actual costs approach” for the non-Slice customer products. (WPAG, REG-109) One non-
Slice customer supported the true-up approach if a “Slice-like” approach to pricing is used
for Tier 1 power. (Tacoma, REG-135) Non-Slice customers advised BPA to not reach any
conclusions on a risk mitigation method as part of the Regional Dialogue ROD; rather, it
should be an issue that is resolved in the 2012 rate case. (NRU, REG-103; Tacoma,
REG-135)

Franklin PUD observed that the Contract Year (CY) 2002 True-Up issues required mediation
for resolution, but that the process was beneficial in that it helped Slice customers and NRU
gain a better understanding of BPA’s Debt Optimization Program. (Franklin, REG-100)
Several customers commented on the fact that the Slice product has been an “exceedingly
contentious” product, with issues that required mediation to resolve. (Richland, REG-091,
Franklin, REG-100) Customers also commented that BPA should develop a rate that would
“do away with all the in-fighting,” (United, REG-022-23) and that BPA should restructure
the product in order to eliminate sources of disagreement and cost shifts. (Richland,
REG-091)
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Evaluation and Decision

Non-Slice customers strongly urged BPA to not use the true-up approach as the common risk
mitigation method for various reasons that are stated above in the public comments. BPA
recognizes the fact that if the risk mitigation methods for the rates for Slice and non-Slice
products are to be aligned or to be made similar, then either there will be changes to the Slice
rate to make it similar to the non-Slice rates, or there will be changes to the non-Slice rates to
make them similar to the Slice rate. Furthermore, BPA recognizes that any such proposed
changes and the issues regarding such changes must be addressed within a rate case
proceeding under Section 7(i) of the Northwest Power Act and cannot be addressed finally in
this ROD. BPA will conduct both a Tiered Rates Methodology rate case as identified in
other sections of this ROD and a 2012 rate case for all of its products.

Through its Slice Product Review Financial Subcommittee meetings with Slice customer and
non-Slice customer representatives, BPA developed a matrix of options that could result in
the same risk mitigation methods for Slice and non-Slice rates for commonly shared
expenses included in both the Slice and non-Slice revenue requirements. BPA options
addressed non-secondary sales risks that are common to the rates of both Slice and non-Slice
customers. BPA options could address the risk associated with BPA’s secondary marketing
(for non-Slice products). However, BPA will not determine issues of rate design and risk
mitigation until it makes its proposal for the rate cases. Additional time for consideration
could lead to improvements that are better for at least some parties and not worse for others.
Although BPA stated a preference for the true-up approach in its Policy Proposal, BPA will
consider other risk mitigation methods that are consistent with statutory and policy needs in
its proposal for the Tiered Rates Methodology and as may be needed for its 2012 rate case.

As stated above, BPA has adopted a set of overarching principles that are key to the post-
2011 Slice product design. Principle 4 states:

4. To the maximum extent possible, the rate adjustment mechanisms for common cost
components in the Slice and other PF power products are the same.

BPA will attempt to design rate adjustment mechanisms or risk mitigation methods that are
similar or the same for common cost components in the Slice and other PF power products.
BPA will make its proposal on these matters in either the Tiered Rates Methodology or the
2012 rate cases.

Issue 18:
Whether BPA will avoid cost shifts from the post-2011 Slice product to rates for non-
Slice products?

Policy Proposal

BPA proposed a set of overarching principles that are key to the post-2011 product design.
These principles will set the context for contract negotiations, product design and the amount
of Slice product offered. Any future Slice product offering will need to conform to other
decisions arising out of the Regional Dialogue process. The Slice product principles were
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developed in a coordinated effort including BPA, Slice customers and NRU during the Slice
Product Review process from mid-September through mid-December 2005. Two of the
principles are:

1. There are no unintended shifts of costs, risks or benefits between power products and
all power products bear a share of the costs and risks.

2. There is no risk or cost shift to Federal taxpayers.

Public Comments

Comments on this issue were received from Slice and non-Slice customers. Non-Slice
customers advised BPA to design a Slice product that did not result in cost shifts to other
products or customers. (Kittitas, REG-087, Richland, REG-091) Other non-Slice customers
stated that the complexity of the Slice product creates opportunities for cost shifts. It also
creates a perception and a reality for “financial winners and losers” between Slice and other
customer groups over a range of issues. (NRU, REG-103, Benton REA, REG-094) One
non-Slice customer believes that the existence of the Slice product has politically fractured
the Northwest public utility customers of BPA, creating a weaker political shield against
future attacks on BPA. (Benton REA, REG-094) In contrast, two Slice customers believe
that currently, Slice offers an option that does not disadvantage other non-Slice customers.
(Snohomish, REG-131, PNGC, REG-133)

NRU raised more specific cost shift issues. NRU stated that it strongly supports the sharing
of BPA’s Debt Optimization Program costs and the President’s Budget Proposal impacts
among Slice customers and others in PF rates. (NRU, REG-103)

Evaluation and Decision

Ultimately the question of costs and cost shift are ones of cost recovery for all the products
sold to all customers and thus are rate case issues. BPA will conduct both a Tiered Rates
Methodology rate case as discussed in other sections of the ROD and a 2012 rate case prior
to implementation of the post-2011 contract. Principle 1 adopted for the next Slice product
offering will guide BPA’s rate design. BPA has been conscientious in its application of the
original Slice product principle of “no cost shifts (from the Slice product) to other
customers.” During the Slice Product Review process, at the request of Slice customers, this
principle was slightly revised from the original principle to ensure that all customers bear
their appropriate share of costs and risks:

1. There are no unintended shifts of costs, risks or benefits between power products and
all power products bear a share of the costs and risks.

Another principle adopted by BPA ensures that there are no shifts of costs or risks to Federal
taxpayers:

2. There is no risk or cost shift to Federal taxpayers.
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BPA will make its specific proposals for treatment of costs in its Tiered Rate Methodology
rate case that implements this principle and others for the Slice and non-Slice rates. BPA
intends to design rates and rate adjustment mechanisms that will recover all costs and be fair
and equitable for both Slice and non-Slice products.

With respect to the sharing of BPA’s Debt Optimization Program costs and the President’s
Budget Proposal impacts through Slice and other PF rates, any specific proposals will be
discussed in the Tiered Rates Methodology rate case or the 2012 rate case.

Benefits with respect to the operational aspects of the Slice product also have been

addressed. In particular, aspects of the product involving the self-supply of ancillary services
(see Issue 9), within-hour use of capacity (see Issue 8), operational uncertainty and sharing of
system capability (see Issue 13) have been clarified in this ROD, so that any such benefits
associated with the Slice product are equitable with respect to benefits associated with other
PF products.

Issue 19:

Whether BPA will continue to use a “percentage of system costs” approach for the post-
2011 Slice rate?

Policy Proposal

BPA proposed a set of product principles that are key to the post-2011 product design. These
principles will set the context for contract negotiations, product design and the amount of
Slice product offered. Any future Slice product offering will require implementation steps
for both contracts and rates that would need to conform to other decisions arising out of the
Regional Dialogue process. The Slice product principles were developed in a coordinated
effort including BPA, Slice customers and NRU during the Slice Product Review process
from September 2005 through early 2006. One of the principles states:

3. Slice purchasers bear an allocation of FCRPS costs and risks and receive a
commensurate amount of FCRPS energy, hourly scheduling flexibility and specific
BPA power revenues (emphasis added).

Public Comments

The comments received on this issue were mostly from Slice customers, who wanted to
emphasize that they currently pay for the Slice product under the present Slice rate
methodology by paying a “percentage of system costs.” Slice customers feel that this is a
basic concept that BPA should not depart from. (Benton PUD, REG-114; SCL, REG-128;
Slice, REG-144)

Slice customers also emphasized that this “percentage of the system costs” approach for the
Slice rate reduces BPA’s financial and hydro risks in that BPA receives a steady revenue
stream, regardless of variable hydro conditions. (Franklin, REG-100; Benton PUD,
REG-114; Grays Harbor, REG-116; Snohomish, REG-131; Slice, REG-144; Cong. Hastings,
Cong. Simpson, Cong. Walden, and Cong. Otter, REG-002; Grays Harbor, REG-013-15;
PNGC, REG-133; Clearwater, REG-134; Blachly-Lane, REG-140; SCL, REG-149-03; Grays
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Harbor, REG-149-23) The stable and steady revenue stream that results from the
“percentage of the system costs” approach for the Slice rate is beneficial in that it helps BPA
make its Treasury payments on time. (Grays Harbor, REG-116; Cong. Hastings, Cong.
Simpson, Cong. Walden, and Cong. Otter, REG-002) Another important benefit is long-term
fish program funding stability. (Slice, REG-144; Benton PUD, REG-114)

Slice customers also believe that another benefit of the “percentage of the system costs”
approach for the Slice rate is that it provides “the most accurate price signals possible,”
because it is based on BPA’s actual costs for the product.” (Benton PUD, REG-114; Slice,
REG-144)

Several non-Slice customers stated that the “Slice-like approach to pricing” (percentage of
system costs approach) also might work for pricing Tier 1 power. (Tacoma, REG-135;
WPAG, REG-109)

Evaluation and Decision

BPA received comments from Slice customers who pointed out the benefits of a “percentage
of system cost” approach for the Slice rate, which is currently in place for the Slice product.
Customers believe that this approach conveyed benefits of reducing financial and hydro risk
for BPA and providing accurate price signals to customers. In addition, customers believe
that the “percentage of the system costs” approach should be tied to the purchase of a
percentage of Federal system capability, services, and output.

BPA stated a principle in its Policy:

3. Slice purchasers bear an allocation of FCRPS costs and risks and receive a
commensurate amount of FCRPS energy, hourly scheduling flexibility and specific
BPA power revenues (emphasis added).

This principle must be consistent with the other principles, and will guide the setting of the
Slice rate and the rates for other products rates under an allocation of system costs and risks
as appropriate to the product. To the extent that all Federal system costs and risks that are
applicable to the Slice product are allocated on a percentage basis, then this principle allows
for a continuation of a “percentage of the system cost” approach. This principle also allows
for consideration of other innovative Slice rate designs that result in an appropriate allocation
of all Federal system costs and risks that are applicable to the Slice product. The costs and
risks that are applicable to the Slice product will also include any unrecoverable costs from
Tier 2 rates, consistent with BPA’s Tiered Rate Methodology and section 7(a) of the
Northwest Power Act.

In regard to customer comments on the risk reduction benefits of the Slice product, BPA
offers some clarification. Since the inception of the current Slice product, financial risks
(including those risks associated with variable hydro conditions) have been addressed in a
different manner for the Slice product, as compared to other PF products. The current Slice
product addresses BPA’s financial risks by: (1) placing the FCRPS power supply and market
price risks directly on the Slice customer; and, (2) incorporating an annual True-Up
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Adjustment Charge for differences between planned and actual costs (and credits) of the
Slice Revenue Requirement. These mechanisms ensure that the Slice customers pay a
proportionate share of BPA’s Power Services costs. It is important to note that BPA still
bears the entire fiduciary responsibility for making its payments to Treasury. None of this
responsibility has shifted to other customers with the inception of the Slice product, nor has
the magnitude of risk associated with making this payment to Treasury been reduced. While
the sale of the Slice product has resulted in a different manner in which BPA’s financial risks
have been covered, in the absence of Slice, those risks would be fully covered by other rates
and other risk mitigation mechanisms.

Slice customers commented that because they are charged for BPA’s actual costs for the
product they purchase, these charges send the “most accurate price signal possible.” If by
“most accurate price signal possible” they mean that the Slice rate reflects the market value
of the Slice product, then BPA does not agree. The Slice rate does not reflect the market
value of the products and services being purchased. Slice customers’ payments are the same
each month, with the exception of when any True-Up Adjustment Charge or Credit is
included in Slice Expedited Bills after the end of each Contract Year. However, BPA
recognizes that the Slice customers do face some market price signals. This is because the
Slice product is shaped to BPA’s generation from the Federal system resources, and there is
no assurance that the Slice customer’s net requirements load will be met during all hours by
the Slice product. The Slice customer must turn to the market to make power purchases
(and/or power sales) or to develop and integrate non-Federal resources to follow its load or to
meet its load growth.
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V.  BENEFITS TO THE RESIDENTIAL AND SMALL-FARM
CONSUMERS OF THE INVESTOR-OWNED UTILITIES AND PUBLIC
AGENCIES

Providing benefits to the residential and small-farm consumers of the investor-owned utilities
(IOUs) and public agencies has long been the subject of ongoing discussions and
negotiations. In light of recent decisions by the U. S. Court of Appeals for the Ninth Circuit,

this section of this document has been omitted.
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VI. SERVICE TO DIRECT-SERVICE INDUSTRIES

BPA has not yet finalized its decision on providing service to the DSIs. Therefore, the DSI
sections of this document have been omitted at this time. Discussions with the DSIs were

delayed to provide the agency a better chance of understanding the implications of the Ninth
Circuit Court ruling.
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VII. CONSERVATION

Issue 1:
Whether BPA should offer bi-lateral conservation contracts post-2012?

Policy Proposal

BPA proposed to continue pursuing an amount of conservation equivalent to all cost-
effective conservation in the load BPA serves at Tier 1 rates at the lowest cost to BPA. BPA
proposed a portfolio of approaches similar to that developed by a collaborative workgroup in
2005, that consists of four components: (1) a rate credit that provides steady funding for
local programs and targets the conservation that is reasonably evenly distributed throughout
the region; (2) bilateral contracts that provide the means to acquire additional cost-effective
conservation where available in specific utility service territories; (3) third-party contracts
and market transformation activities that can be used in conjunction with local programs
where a coordinated regional effort is needed either to reduce costs or to move market
players that do not respond at a local level; and, (4) regional infrastructure support by BPA.

Public Comments

While most commenters were silent on the issue of how BPA would design its conservation
effort after 2012, several utilities and utility groups were specifically concerned about the
possibility that the cost of bi-lateral conservation contracts would be included in the Tier 1
rate. WMG&T suggested three alternatives: eliminate all bilateral contracts; decrement
utility Tier 1 power if they accomplish conservation at a cost to others; or only allowing
bilateral contracts as a Tier 2 product. (WMG&T, REG-106) Snohomish commented that
Tier 1 should not include the costs of acquiring new conservation since that is the
responsibility of individual utilities whether they choose to do so through their own actions
or through BPA Tier 2 purchases. (Snohomish, REG-131) NRU does not support BPA’s
using Tier 1 funds to target conservation by utilities through bilateral contracts. (NRU, REG-
103) NRU suggests that if Tier 1 is used to pay for bilateral agreements then the financial
benefit that accrues should flow back to all Tier 1 customers. SUB commented that bilateral
agreements should require a reduction in a utility’s HWM in an amount equal to the
conservation energy savings achieved to avoid Tier 2 resource acquisitions being paid for
with Tier 1 rates. (SUB, REG-126)

Evaluation and Decision

The appropriateness of collecting conservation costs in the Tier 1 rate is addressed in another
issue below. None of the comments questioned the efficacy and reasonableness of using
bilateral contracts as a means to capture conservation. BPA understands the concerns
expressed by some that they would not directly benefit in the same way as the conserving
utility from expenditures through bi-lateral contracts. BPA believes that its approach
responds well to these concerns, first by clarifying that BPA expects its conservation goals to
be met to a significant extent through programs initiated and funded by its public utility
customers with BPA supplementing and facilitating utility initiatives. BPA believes that the
economic incentives provided by the tiered rate and HWM construct, combined with state
initiatives such as portfolio standards should result in substantial utility investment in
conservation. BPA has provided further economic incentive for utility-funded conservation
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in the near term by providing the 100 percent HWM credit for utility-funded conservation in
the 2007-2010 period. Second the Policy clarifies that BPA will count savings achieved by
its customers towards its conservation goal, thereby reducing the need for BPA funding.
Third, bilateral contracts are only one part of a portfolio approach to achieving conservation
goals. Specifically what role bilateral contracts will play in BPA’s future portfolio will be
determined later and will be defined as BPA develops its contracts, products and the TRM.

Issue 2:
Whether BPA should offer only renewable resource(s) and conservation based Tier 2
products.

Policy Proposal

A utility with a HWM below its firm net requirements load may request BPA to serve its
load in excess of the HWM at a Tier 2 rate. The opportunities to provide conservation to
customers in lieu of more expensive Tier 2 purchases may not always be feasible, but
providing these opportunities is a legitimate response to customer needs. BPA could
potentially help a utility develop conservation to offset its need to buy power in excess of its
HWM. BPA proposed the following service alternatives or options subject to Tier 2 rates:
New Renewables, Default, and Long-Term.

Public Comments

Several commenters suggested that BPA create an all-conservation and renewable resources
package for utilities that choose to have BPA meet their additional Tier 2 power needs.
(Jose, REG-001; NWEC, REG-009; NWEC, REG-011-14; Tassoni, REG-016; RNP,
REG-113; LWV WA, REG-086; EP, REG-045; OEC, REG-105; Audubon, REG-066;
Ciancibelli, REG-024; Mountaineers, REG-115)

Evaluation and Decision

BPA is guided in its resource acquisitions by a statutory framework that requires BPA to
consider conservation, renewable resources, waste heat and high efficiency fuel generation,
and all other resources. 16 U.S.C. §839b(e)(1). These resources must be cost-effective as
defined in the Northwest Power Act. 16 U.S.C. §839a(4)(A). If customers request BPA to
serve their net requirements load needs beyond their HWMs, BPA intends to offer at least
one renewable resources-based Tier 2 rate service alternative.

To meet its load obligations, BPA is committing to ensure the development of conservation
equivalent to all cost-effective conservation in the service territories of those public utilities
served by BPA, and to recover the costs of doing so in the Tier 1 rate. This will leave little
or no cost-effective conservation available for Tier 2.

Further, it is not clear how load reductions created by conservation can be converted to Tier 2
power deliveries without using power from the existing system to serve load, subject to the
Tier 2 rate, which would be inconsistent with the tiered rates construct. BPA is willing to
continue discussing the practicality of using conservation as the basis for Tier 2 rate service,
but absent finding a way to reconcile the dilemmas described above, does not intend to
pursue a conservation-based Tier 2 rate option.
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Issue 3:
Whether BPA should condition its Regional Dialogue contracts for the purchase of low-
cost Tier 1 rate power on customers agreeing to achieve all cost-effective conservation.

Policy Proposal
The Policy Proposal did not include such a condition.

Public Comments

Many comments expressed a concern that the contracts require utilities to meet their power
needs “cleanly” by requiring local utilities to rely on conservation and renewables like wind
and solar, not coal and other fossil fuels. (OR/WA Citizens, REG-014) Other commenters
raised a similar concern regarding inclusion of a contract commitment as a quid pro quo for
the economic benefit of 20 years of enough low-cost Federal power to meet a share of their
current needs. (NWEC, REG-009; NWEC, REG149-14; NEEC, REG-078; MT Trout,
REG-085; Audubon, REG-066; CRITFC, REG-138; CRITFC, REG-149-13; Jose, REG-001;
Lougheed, REG-009; NWEC, REG-011-14; Tassoni, REG-016; Phone Log, REG-028; SRA,
REG-032; Nelson, REG-039; EP, REG-045; OEC, REG-105; NWEC & SOS, REG-110;
Mountaineers, REG-115; OIGWC, REG-129)

Evaluation and Decision

These commenters indicated that they were motivated to suggest this requirement by their
view of the importance of accomplishment of all cost effective conservation. BPA shares the
view of the importance of accomplishing all cost effective conservation and believes this
Policy contains a robust set of measures that will provide a high degree of assurance that it
will be accomplished. These include:

e BPA’s policy commitment, consistent with its load serving obligations, to ensuring
achievement of conservation equivalent to all cost effective conservation in the
service territories of those public utilities served by BPA to meet its load obligation;

e atiered rate and HWM construct that will greatly enhance each utility’s economic
incentive to conserve;

e acommitment to recovering the costs of BPA’s conservation program in the Tier 1
rate;

e the effect of the adoption of state renewable portfolio standard, combined with BPA’s
conservation policy decision for the post-2011 period to drop the requirement that the
rate credit expenditures be inc