18 October 2002

From: Fred Heutte
Sunlight Data Systems
PO Box 40308
Portland, Oregon 97240
503.222-9572

To:  Steve Wright, Administrator Frank Cassdy Jr, Chair
Bonneville Power Adminigtration Northwest Power Planning Council
PO Box 3621 851 SW 6th, Suite 1100
Portland, Oregon 97208 Portland, Oregon 97204

Dear Messrs. Wright and Cassidy:

On September 30, | spoke at the public hearing in Portland on the “ Regionad Dialogue on Post-
2006 Power Sales Contracts.” This|etter is an extenson of those remarks.

| support the “Public Interest Proposa” submitted jointly by the Northwest Energy Codition,
Renewable Northwest Project, Sierra Club, Natural Resources Defense Council, Citizens
Utility Board of Oregon, and Climate Solutions. Indeed, | have been the Serra Club's
representative in the continuing meetings of those groups, the state energy offices and the
region’s utilities concerning conservation and renewable energy development, which have been
monitored by staff from both BPA and the Council.

My public testimony and this |etter, however, are my persona statements and are not on behalf
of the Sierra Club or other groups participating in this process. The statement below is not
intended to cover al important issues completely, and necessarily leaves out emphasis and detall
on many key areas, and naturaly leans toward my experience in power, conservation and
renewable energy issues. | offer these observations as my view of issuesthat have centra
importance for long-term regiond energy planning.

1. The Continuing Importance of the 1980 Regional Power Act

My views are based on over 20 years of participation in BPA and Planning Council public
involvement processes, beginning with the scoping hearings BPA hdld following passage of the
Northwest Regiona Power Act in early 1981, aswell asthe earliest phases of the Planning
Council’sfirgt regiona power plan issued in 1983.
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The 1980 law stands as a continuing monument to appropriate planning and program
management for energy and natural resource systems. Like any legidation it has flaws, but it
pleases me today, upon rereading mgor sections of the Regional Act, that it combines very
thorough and comprehensive planning and management criteria, well suited to our river-based
electric energy system and respectful of the region’ singtitutions, vaues and citizens.

Thisisagood time to reflect on the lessons that we have learned from implementing that law,
and the challenge it continues to put before us.

The very fird thing to say about the planning process we are now engaged in, the “long term
regiond didogue’ concerning management of the regiona eectric energy system from 2006
onward, isthat the timeis overdue to put the Regiona Act back into the center spotlight of our
thinking.

Electricity in its Environmental Context. The Act hasfour main festures, anong many,
that deserve attention. The firgt isthat it places energy production and use fully within its
environmental context. The most evident aspect of thisis the mandate to consider fish and
wildlife protection within the Columbia/Snake River basin on an equa footing with dectricity
production. But beyond that, a very important provison requires our regiona planning to be
based on tota resource codts, including sufficient accounting for both quantifiable and non-
quantifiable environmenta costs and benefits. Thisis extended to the demand side as well as
the supply side, not only in giving energy efficiency full anding as aresource, but in prioritizing
rate structures (16 USC 839d(h)(5)), building codes and other model conservation standards
(16 USC 839(b)(f)), and other features that conserve energy and make its use more efficient.

Any long term plan for this region must incorporate the full scope of the Act’ s requirement to
integrate ectric energy production and our environment.

Regional Scope for New Resources. The second important feature of the Regiond Act isits
comprehensive scope for new resource development. The Act covers dl dectric development
in the region by providing that BPA customer utilities may place any new load upon the
Adminigrator. No digtinction in this regard is made between utilities that acquire al their eectric
energy and capacity from BPA, and those who acquire only a portion:

Whenever requested, the Administrator shall offer to sell to each requesting public

body and cooperative entitled to preference and priority under the Bonneville Project

Act of 1937 (16 U.S.C. 832 et seq.) and to each requesting investor-owned utility

electric power to meet the firm power load of such public body, cooperative or

investor-owned utility in the Region to the extent that such firm power load exceeds -
(A) the capability of such entity’s firm peaking and energy resources used in the year

prior to December 5, 1980, to serve its firm load in the region, and
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(B) such other resources as such entity determines, pursuant to contracts under this
chapter, will be used to serveits firm load in the region.

16 USC 839¢c(b)(1).

Thissgndsthe very clear intention by Congressto enact atruly regional power act, not merely
one limited to the current scope of BPA’s activities.

It is very important to keep this section in mind when eva uating the various proposals that have
been placed before BPA and the Planning Council in this*“long-term didlogue.” This statutory
provison establishes for a contingent liability on Bonneville for all future firm eectric load in the
Pacific Northwest. Note again that the Administrator shall offer power to each requesting
utility, regardiess of whether it presently has any particular contract with the BPA, or any
contract at all.

Certainly, the expectation at the time the Act passed was that either the Administrator or the
region’slarger utilitieswould acquire dl new resources within the scope of the Act’s planning
and resource development mandates. That expectation was good public policy then, and
continues to be so today. New e ectric resource development in the Northwest, whether
directly under the management of the Adminigtrator or not, should be in concert with the
Northwest Regiona Power Act’s goals and directives.

I ntegrated and Full-Accounting Regional Planning. Thethird important festure of the
Act is the scope of the planning process. | won't go into this areain detail, but Congress
delegated authority to an independent agency, the Northwest Power Planning Council, creating
aunique sate-federa partnership.

The Act lays out a comprehensive blueprint for the Council’ s planning activities, and | am
pleased to observe that, just over 20 years after the Council’ s first meeting, the Northwest
Power Planning Council has by and large carried out its mandate effectively and professondly,
and in the process has contributed to arevolution in energy planning that continues to have
worldwide benefits.

The total resource cost gpproach mandated by the Regiona Act has served uswell. This seeks
to incorporate dl rdevant costs and benefits, including both quantifiable and nonquantifiable
environmenta effects, and establishes a clear cogt-effectiveness method for ranking and
prioritizing resource development. It is very important to retain this framework as we move
forward.

The regiond plan produced by the Northwest Power Planning Council is explicitly designed to
provide guidance not only to BPA but to dl regiond entities:

In the preparation, adoption, and implementation of the plan, the Council and
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the Administrator shall encourage the cooperation, participation, and assistance
of appropriate Federal agencies, State entities, State politica subdivisons, and
Indian tribes.

16 USC 8390(g)(3).

It isimportant to note, again, that the regional plan does not merdy reflect eectric energy
resources and needs, but aso includes a complete and detailed plan for protecting and
enhancing fish and wildlife resources, given them equa weight with dectricity production and
use. While certainly not perfect, the Council is atestament both to wise statutory direction and
responsible implementation by BPA and our four Sates.

Resource Priorities Based on Environmental and Economic Efficiency. Thefourth
fundamenta eement of the Regiond Act isthat it sets very dear priorities for future
development of eectric resources. It isworth recaling thet thisis not merely amonetary te.
Resources must be evauated in terms of environmentd effects, whether induced or avoided,
compatibility with the regiond eectric system, and direct impacts on fish and wildlife, especidly
flows and habitat essential to sdimon and steelhead. This remarkable vison is encapsulated in
federd law:

(1) The plan shall, as provided in this paragraph, give priority to resources which
the Council determines to be cost-effective. Priority shal be given: firgt, to
conservation; second, to renewable resources; third, to generating resources
utilizing waste heat or generating resources of high fuel conversion efficiency; and
fourth, to all other resources.

(2) The plan shall set forth a genera scheme for implementing conservation
measures and developing resources pursuant to section 839d of thistitle to reduce
or meet the Administrator’ s obligations with due consideration by the Council for

(A) environmentd qudlity,

(B) compatibility with the existing regional power system,

(C) protection, mitigation, and enhancement of fish and wildlife and related
spawning grounds and habitat, including sufficient quantities and qualities of flows
for successful migration, surviva, and propagation of anadromous fish, and

(D) other criteriawhich may be set forth in the plan.

16 USC 839b(e)(1) and (2).
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2. TheRegional Act After Two Decades: A Mixed Verdict

When President Franklin Roosevelt dedicated the Bonneville Dam on September 28, 1937,
amog exactly 65 years ago, he accomplished a pledge that he made running for nationa office
in 1932 to provide hydro power from the Columbia River for the widest possible use and
benefit. Thiswas not hisideaorigindly, of course; it was the result of five decades of work and
politicd fighting to determine whether and how hydroelectricity could be generated from the
mighty Columbia River.

But FDR deserves credit for providing the leadership to make it happen. To aremarkable
degree, the Regiond Act encompasses and extends his vison, and corrects deficienciesin the
origina framework for BPA and the Federd Columbia River Power System, particuarly
concerning the environmental consequences of energy production and use. We have grestly
improved our energy planning, but how well have we done with carrying our plans out?

Two mgor developments occurred after the passage of the 1980 Northwest Regiona Power
Act that could only have been dimly foreseen at thetime,

The Failure of the Modern Rate Case. Thefirst wasthe failure of the ratesetting provisons
of the Act to achieve their gods. A series of increasingly complex, burdensome and contentious
BPA rate cases ensued, which failed to solve the structura problemsin BPA’srate designs.

To befair, the Regiond Act's rate mechanisms made this much more difficult. In retrospect,
this must be viewed as a consequence of congressiona micro-management where various
preferences were built into the process to satisfy particular interests, rather than establishing a
strong but flexible framework that could alow competing interests to bring their best cases
forward and have the Administrator’ s final decisions be an acceptable baance of unavoidably
complicated and expensive factors.

The failure of the rate case process went through many phases, each seeking to untangle the
erors and omissons of the last. The very existence of this current “long term didogue’ isthe
consequence of the latest failure. The consumer and investor owned utility customers of BPA
should be commended for looking beyond the next rate period to find along-term approach
that works better. And the utilities, BPA and the Planning Council can be commended for
adhering to the principle that the Regiona Act is the appropriate framework, and no further
federd legidation isnecessary. Thisisdesirablefor avariety of politica reasons, but even
beyond that, it is necessary because, as indicated above, the Act provides a durable framework
to address regiond eectricity system management.

TheRise and Fall of Deregulation. A second unforeseen factor in 1980 and for sometime
thereafter was the rise of an eraof deregulation, culminating in the passage of the Energy Policy
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Act of 1992 and the subsequent casting aside of key regulatory protections by the Federd
Energy Regulatory Commission. This would have had rdatively little effect on our region,
except for the FERC-gpproved Cdifornia deregulation scheme, which overnight converted the
Pecific Intertie connecting our regions from a mechanism for digtributing seasond diversity
benefits to a method for amore economically and politicaly powerful region -- aong with the
federd regulators it smultaneoudy fought and demanded assistance from -- to shift some of the
cogts of its catastrophic policy failure onto the Northwest.

Two specific points are important to remember, and they have crucid relevance to the context
for this*long-term did ogue.”

Firgt, while the FERC and Cdifornia deregul ation approaches took somewhat different paths,
they coincided and amplified each other’ sfaultsin their micromanagement and irrationdity.
Especidly troubling in hindsight is that respected experts warned about fundamenta factors such
as the non-gorability and non-subgtitutability of eectric energy, the need to maintain
ingtantaneous supply/demand balance to avoid grid collgpse and the unique economic
characterigtics that this imposes on the industry and its dependent users, the exceptional nature
of electric power as an essentid service, and the proclivity of improperly regulated markets to
reward “rent seeking,” “price taking,” “gaming,” “market power” and outright conspiracy and
fraud. But their views were belittled and, worse, ignored.

The second point is that the case for well-managed wholesde markets is ill srong. Wholesde
competitive markets for eectric power should exist, and they should be properly managed and
have aproper role. That roleis as an adjunct to well-planned and managed eectricity
production, distribution and use, and that role is quite smal rdative to the entire system. In
effect, markets should accommodate the error term in planning. System stability, rdiability,
environmental quality and the widest distribution of benefits demand that this be our approach.

In summary, the theologica notion that “ reliance on the market will cure dl ills’ has now
collagpsad from its own internd illogic aswell asthe very tangible damage it has caused us as
individuds, to our society, and to our environment. Markets have their place, a very important
place, but markets are good tools and poor masters. The empirical evidence is now shouting so
loudly that even the economigts can hear it.

Focusing again on our regiona Situation, it is evident now that during the last decade our region
too was swayed by this Sren’s song, and we let our focus on the Regiona Act’s blueprint dip
away. Our planning certainly should not be static and needs to incorporate new developments
in energy law, regulation, the market, consumer demand and technology, but | believe the
Planning Council, the BPA and our states have the tools and perspectivesto do so.

3. Future Prospects. The Intrusion of National Policy
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Changesin Electricity Policy I: PUHCA. Aswe move forward, there are additiona
momentous changes that may occur. For example, it is possible that the Public Utility Holding
Company Act of 1935 will be repedled or sgnificantly truncated. Along with the Federd
Power Act, thisis one of the two key organic Satutes for the entire eectric utility systemin our
nation. If PUHCA s repeded, there will inevitably be afrenzy of merger-and-acquisition
activity, and two phenomena of the 1920s may return: absorption of smal consumer owned
utilities by the private sector, and the incluson of regiond investor owned utilitiesin massve
national holding companies that are, at best, weakly regulated at both the state and federa
levels

It isimportant, then, that we have aregiond framework in place to protect the planning and
resource priorities of the Regiona Act if this process goes forward. Thisregiond framework,
designed to sustain our economy and protect our environment, must supersede the ability of
utility holding companies to recover the costs of highly leveraged acquisitions by cramming
down more expensive and environmentaly damaging resources on our region, contrary to our
regiond planning.

Changesin Electricity Policy I1: SMD. A second factor isbeing pursued a the
congressiona and regulatory levels, which is the prospect of forcible turnover of theregion's
electric grid, now managed by the BPA, to a private organization, presumably under FERC's
increasingly ornate regiond transmission organization (RTO) framework.

Thisisfounded on FERC' s fundamentaly incorrect assessment that transmission problemsin
other regions can be addressed by functionally separating generation and transmission, and
further, that solutions forced on other regions for their own good (whether they work or not),
have any merit or relevance to the Northwest.

FERC's current Standard Market Design (SMD) proposal encapsulates this notion, and
elevatesit to the leve of holy doctrine. In effect, FERC turns FDR’svison onits head, and
argues that transmission and dectric power should be managed on a highest-and- best- use bas's,
as mediated by an industry-controlled private board with only the vaguest blueprint for federa
oversight, rather than as an essentid service provided for the widest benefit, managed by both
federal agencies and state regulators whose primary alegianceis (or a least should be) to the
public interest.

The Decision Ahead: Choose For Ourselves, or Let Others Choose For Us. Beyond dl
the lofty rhetoric about PUHCA reped, RTOs and SMD, however, isavery smple
proposition. Why fix what isn’t broke? The Northwest’ s cautious and progressive gpproach to
energy development and transmission management, not only in the 1980 Regiond Act but going
back through the Transmisson System Act, the Canadian entitlement treaty and the Bonneville
Project Act of 1937 itsdlf, has served uswell and in generd provided for the use and
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conservation of our natural resources. Where our region has messed up, with sdlmon and with
WPPSS, we have had to live with the consequences, eat the costs, learn the lessons, and at
least start to improve our gpproach and our practice.

The “long term didogue’ and the plans before BPA and the Planning Council represent another
gep in that process. But for the first time ever, perhaps, the prospect now exists that a very

different vison will be forced on our region by FERC and perhaps by Congress. That elevates
the importance of renewing and improving our regiond dectric planning to an even higher levd.

4. TheMap and the Territory

The centrd theme, as we go forward, must be regiona sustainability, self-sufficiency and mutud
assgance. We should remember the old saying: “More power to you!” This didn’'t necessarily
mean “ greater quantity,” it embodied the sense that we al benefit from a positive and mutud
approach to our needs and problems.

The Natural Basins of Power Systems. The underlying redity is that dectric grids work best
a theregiond leve, with in-region resources closely matched to in-region demands. Some
benefits can additionally be obtained with careful and loosdly coupled inter-regiona exchanges,
but FERC' s grand vison of atightly coupled nationd grid with four arbitrary subregionsis
smply PowerPoint delusions and smpligtic equations run to absurdity.

Electric grids are sdf-organized on aregional basis because they are settlement pattern
followers. And settlement patterns are based on the natural distribution of resources and
transportation costs, which in turn have their bagsin river drainages.

The definition of an eectric power region as inherently riverine is going to become clearer as
time goes on and we move away from our current overdependence on non-replacesble fossil
and nuclear fuelsfor power generation. For renewable energy, regions are naturaly defined by
the nation’s grest first order river basins, which outline both hydro drainage and the weather
patterns that produce usable solar and wind power. In this sense, geomorphology is destiny.
Not surprisgngly, our exiging transmission grids dready reflect this.

Planning Balances Quality and Risk. With this sense of redlity in hand, and our redlization
that BPA and this region’s utilities have built and managed ardiable grid with high-qudity
service and no implications of price gouging or persstent market failure, we can turn our
attention to the dements of along-term framework to extend and modify the previous two
decades under the Regiond Act.
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We should first start by enumerating the qualities we expect from our ectric energy system
gability, reliability, environmenta qudity, safety, equity of access and reasonable cost. These
elements combine to provide the economic stability that we seek for our region.

It isimportant to retain the mandate of full cost life cycle accounting that the Regiond Act
requires, because thisis essentid to insuring that the factors below are fully and fairly
incorporated into our planning, resource development and management.

Electricity planning naturdly focuses on severa forms of risk. These factors should be carefully
weighed in assessing the various proposals provided for the “long term didogue.”

Forecasting Risk. Firg istherisk involved in incorrectly forecasting future demand and
supply. Many will recal Kai Leg's early paper before his service on the Planning Council, “The
Peath Along the Ridge” which effectively argued that planning certainty cannot be diminated,
only managed and put within reasonable error bounds.

Capital Risk. A second factor is capital risk. Thisis especidly important for eectricity
because the commitments are huge and difficult to redirect once they are made. Therefore,
good planning is not aone-time thing but is a continua process. By getting away from the basic
connection between planning and capital investment, our region underinvested in the resources
in the 1990s that would have diminished our market risk just afew short years later.

Theintriguing result is that the planning both in Cdifornia and the Northwest has generdly stood
up in retrogpect on both the supply and demand sdes, and deviating from the flexible plans that
were cregted in search of some kind of vague optimaity promised by market dependency didn’t
work out very well. Instead of providing negative feedback to smooth out economic
turbulence, irrationa deregulation added an element of positive feedback that directly spurred
the great energy crunch of 2000-2001.

The accompanying underinvestment in preferred resources like conservation, renewables and
high-effidency gasfired plantsin the 1990s kept rates down, overstimulating an aready racing
economy, deepening the collapse, undercutting the Northwest’ s decade-long investment in
conservation infrastructure, and now we are in awesker overal position aswe eventudly
emerge from the bottom of the business cycle over the next few years. The planslaid out by
various partiesin the “long term didogue”’ should be evaluated to see whether they will avoid
repedting this pattern of capitd misdlocation in the future.

Conventional Fuel Price and Availability Risk. A third factor is conventiond fud risk,
which isa subset of market risk. | won't discuss short-term factors like the issuesinvolved in
fine-tuning the hour-ahead and day-ahead markets. Properly designed systems minimize those
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risks by making them asmdl part of the overal mix and by prudent hedging strategies through
portfolio management and drategic planning.

More important is exposure to market risk for fud prices and availability in existing and planned
power plants. In the Northwest, where there is a significant but relatively stable proportion of
cod fired power, the red issue is the future course of naturd gas prices and ddiverability. The
sgns here are not good. Gas has long been a very volatile commodity, subject to both both
market variance and political effects.

The latter isamplified by the fact that nationa energy policy in both the US and Canada
influences our primary sources of gas. That will be even more true in the future, as the issues of
coalbed methane in the intermountain region to our east and possible gas production from the
North Slope of Alaska and northwestern Canada comesinto play.

A find factor may bethereviva and expansion of the globd liquefied natura gas industry, which
would be spurred by wholesale prices of $4.00 per tcf and above.

Deliverahility is aso abig future factor for this region. Recent sudies of existing gas pipeines
and potentia future expangons by the Washington Trade and Economic Development office
and others strongly indicate that our current de facto regiona power devel opment bet, very
heavily weighted on new natura gas, has a hidden and crucid dependency on gas trangportation
capacity that not only does not exist but is not contemplated in filed plans or even future gas
indugtry planning.

Renewable Fuel Risk. A fourth factor isfud risk for renewables. Since they take advantage
of non-riva and non-exclusive resources, thereis ddiverability risk but not pricerisk. Thisis
based on two perceptions.

Fird, the percaived deficiency of hydro, over which we spend an extraordinary amount of effort
and anguish, isitsannud varigbility. Yet | beievethisisbaanced to a condderable degree by
thefact that it isjust one of the three mgor renewable fuels -- hydro, wind and solar -- that we
should develop in this region (leaving aside the probably smdler contributions that renewable
geothermd, biomass and other forms may provide). The annud range of variation in wind and
solar, consdered in the regiond aggregate, is condderably less, and to some degree
counterbalances hydro. And in fact, these three resources are climaticaly linked. Thisonly
makes sense when lessrain isfaling in a given year, thereis more sunshine,

A second mideading factor isthat renewable fue variability can be very large a any given
production site. Wind in particular has rdatively large stochadtic variation in both tempora and
geographic terms. However, averaged over areasonably large area, these variations smooth
out. It might or might not be windy at agiven wind turbine at any given moment, but it's pretty
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windy overdl in the mid-Columbia, interior Montana, etc.

Environmental Risk. A fifthrisk isenvironmenta damage from energy production and use.
Even the mogt carefully built and managed renewable energy power plants have some
environmenta effects, whether from producing the congtituent materials or from other effects,
and utility-scale hydro in particular has sgnificant impacts on fish and wildlife habitat; large dams
are even respongible for micro-saismicity. Conventiona resources like cod, gas, oil and nuclear
plants, on which we will rely for along time to come, have orders of magnitude larger effects,
particularly on ar and water consumption, land effects from mining and waste disposd, toxic air
and water emissons, and so on.

The mogt direct method of minimizing these risksis through demand Side management: energy
efficiency, load control, environmental dispatch on the grid and other methods that reduce or
eliminate the need to operate power plants. A second important method isto retire old dirty
plants or fish-killing hydro and subdtitute less damaging resources as quickly as possible over
time. A find drategy isto improve efficiency through better operations and maintenance,
cleaner fuds, and so on.

Realization Factor Risk. A find risk, applicableto al resources, isredization. Every
congruction or acquisition program fails to meet its resource potential due to unexpected
factors, whether thisis the inability to complete anuclear plant, delaysin building new gas,
production below expectationsin awind field, or decreased ingtdlation and underperformance
of energy efficiency measures.

5. Regional Self-Relianceisa Strategic Choice

When the various risk factors are combined, together with the less quantifiable but nonetheless
redl politica risks faced by thisregion, | believe avery strong case can be made for an
approach that both the Public Interest Proposa and, to some degree, the joint utility proposd,
have presented to BPA and the Council.

Regional Perspective. Firs and foremogt, we should maintain and strengthen the regiond
perspective. Second, we should engage in a determined and effective shift towards relying on
future development of in-region resources rather than being overexposed to out- of-region fuds
aswill hagppen if we follow our current trgectory of very high reliance on new gas and codl.

The utility proposa goes along way in the right direction on the firgt, but till does not commit
fully on the second principle. Despite the dramatic fdl in the merchant power industry in the last
few months and the deferra or cancellation of severa projectsin thisregion aswel as numerous
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ones dsawhere, a consderable amount of new generdtion islikely to come from new gas and
coa plants over the next two decades.

A Scaled-Back Role for New Gas. There may be some desirable projects, aslong asthey
are compatible with the regiona system, in particular if they: (1) work complementarily and not
againg hydro and the new renewables; (2) displace older, less efficient and more polluting
plants, and (3) are not promoted through hidden subsidies including manipulation of transmisson
access rules and rates.

In addition, aong with energy efficiency measures, these are wdl-devel oped and understood
technologies, and pose somewhat less redization risk than other aternative resources.

However, there are very sgnificant risks for too great areliance on new gas and cod, and the
risks are large in both uncertainty and potentid scde. Fue price and availability, especidly for
gas, must be given high consderation, as must inevitably greater dependence on palitical policies
and regulation of fud transportation for gas and power transmission for the produced dectricity.

The CO2 Wild Card. Even beyond that isthe prospect of greenhouse gas emission controls
or levies. Oregon has explicitly recognized thisin its CO2 mitigation standard, and other states
are beginning to follow suit, but the Oregon standard may be as much as an order of magnitude
less than the fully dlocated cost of carbon mitigation.

Agan, thereis great uncertainty on the eventua course of greenhouse gas mitigation policy, but
two outcomes are likely. Firgt isa pronounced shift from cod to gasin eectricity production,
which will raise cogs for both fudls (increased demand for high quality cod, especidly from
eastern markets, and exogenous increases in demand for gas from all end uses).

Second, the generd expectation that gas will rise from about 4% of Northwest eectricity supply
to as much as 20% over the next two decades guarantees a doubling of power-plant CO2
emissons attributable to Northwest demand, even with the most efficient current combined
cycle technology.

Unlessin-plant carbon suppression or sequestration technology can be developed, this poses a
particular challenge for our region. Going forward, CO2 mitigation policy, as with other
emissions control regimes, will likely focus more on incremental development than existing
resources (as with the grandfathering provisions of New Source Review under the 1990
amendments to the Clean Air Act). Thisisnot wise public policy, of course, but it isaredigtic
political expectation.

Since the Northwest would dramaticaly increase our CO2 and greenhouse gas emissons on a
percentage basis, off afairly low base, the net effect would be to increase our conventiona
resource development and operation costs. This poses yet another reason why we should turn
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to our in-region potentid, amost exclusively based on the priority conservation and renewable
energy sources, fird.

6. The“Asls’ and “AsIf” Strategy

| have e sewhere characterized the combination of the utility and Public Interest Proposals as an
“AsIgAsIf” gpproach.

Slicethe FCRPS“ As s’ for 20 Years. Under the utility “dice’ framework, the output of the
Federd Columbia River Power System would be divided among BPA's customers generaly as
it isnow being done that'sthe“As|s’ part. Utility customers, in particular, are willing to give
up some future flexibility in order to avoid dehilitating rate case low-intengty conflict, bresking
out periodicaly in courtroom hodtilities.

The second, equaly intriguing aspect of the utility proposd isto shift asgnificant part of regiona
resource development away from BPA and to the utilities themselves (setting asde that some
amadler uilities wish to continue their exigting full requirements service where BPA dso provides
al new resources).

The utility proposa is more vague on the mix of new resources and how they proposeto
develop them. The advantage of the Public Interest Proposdl is that it puts a spotlight on this
critica issue and shows how the region can do proper planning and move much more effectively
than in the past toward effective implementation. Further, it acknowledges the utility desire to
take more direct responshility for resource development. Findly, it ties that development back
to BPA’ s organic respongbility under the Regiond Act to develop new resources according to
the familiar priority steps conservation, then renewables, then high-efficiency thermd, then dl
others.

Develop Conservation and Renewables “ As If” the Load is Placed on BPA. The
mechanism for doing so iswhat | have labeled the “AsIf” hdf of the Strategy. To the extent that
cost- effective conservation and renewables are available (induding the diveraity and other risk
reduction benefits of renewables, giving them abit higher of a cost cgp than the conventiona
cost-effectiveness test dlows), the region would act on a contractudly binding bass as if that
load is being placed on BPA and being met with the same resource stack.

However, if the utilities carry out the task of fully developing our own region’s conservation and
renewable energy, as has only been hesitantly done in the past, it would smply bring to fruition a
long-neglected section of the 1980 Regiond Act:

If acustomer S0 requedts, the Adminigrator shal grant billing creditsto
such customer, and provide services to such customer at rates established



Fred Heutte
Long-Term Regional Dialogue
18 October 2002 : Page 14

for such services, for -

(A) consarvation activities independently undertaken or continued
after December 5, 1980, by such customer or political subdivision served by
such customer which reduce the obligation of the Adminigtrator that would
otherwise have existed to acquire other resources under this chapter, or

(B) resources constructed, completed, or acquired after December 5, 1980,
by acustomer, an entity acting on behaf of such customer, or political
subdivison served by the customer which reduce the obligation of the Administrator to
acquire resources under this chapter. Such resources shall
be renewabl e resources or multipurpose projects or other resources which are
not incongstent with the plan or, in the absence of a plan, not inconsistent
with the criteria of section 839b(e)(1) of thistitle and the condderations of
section 839b(e)(2) of thistitle.

16 USC 839d(h)(1).

In my view, this provides ample authority to move forward with the combined “As ISAs If”
approach to our region’s dectric energy future. While the billing credits mechanism has some
implementation problems, and was examined at length in the early 1980s but then dropped, it
may be the mechanism through which anew regiond long-term framework for resource
development can beimplemented. Even if billing credits are not the eventud mechaniam, the
gpirit of the law certainly strongly suggests that BPA should heed the utility request to take on
more direct respongbility for resource acquisition.

On the other hand, along-term regiond agreement that shifted resource development
respongbility from BPA to the utilities that did not accomplish at least as much conservation
and renewable energy development as the BPA itsdf would if the equivaent load were placed
on the Administrator, would be wrong and fal short of statutory letter and principle. | do not
believe that the BPA can legdly execute contracts that frustrate the intention of the Regiona Act
by delegating regiona resource development respongibility in such away thet it fals short of this
standard.

Regional Strategy Step 1: Finding a Resource Consensus. On this central question, the
extensve discussions among utility, public agency and public interest organizations this year are
cause for some optimism.

It is premature to say that we have reached any kind of agreement, but there is more shared
ground than seemed possible even six months ago. In generd, and spesking only for mysdif, |
think the utilities could come some distance toward the environmenta and public interest
keystone of acquiring al regiond (not just BPA) resources from conservation and renewables,
including new resources to meet old power plant retirements.
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| think there is ample evidence, given the recent Tellus and Rand studies, the ongoing research
of the Flanning Council and its forthcoming Fifth Plan, Sate energy offices and utility
commissions, utility least cost plans, and not lesst the conservetion and renewable programs of
some of our leading utilities, that it is possble to fill mogt if not dl of our future needs this way.
It isamatter of choice, because al of the resource aternatives are now competing, whenever
they are dlowed to, in the neighborhood of somewhere around 4 to 6 cents per long term kWh
(depending on how externdities are factored in). In fact, alarge portion of the available energy
efficiency resource iswell below that cost and its acquisition has been frustrated by non-price
factorsthat are dowly being understood and overcome.

In turn, | think the organizations on the public agency and public interest Sde could be more
responsive to the utility need for autonomy and crestivity in resource program development and
managemen.

Regional Strategy Step 2: Binding Contracts for both Power and New Resour ces.
There second dement needed to makethis“AsIgAs If” drategy aredity isthe Sngle most
innovative part of the utility proposal, a contractua rather than regulatory (rate case) paradigm.
This offers more certainty about results following planning than the rather week linkage in the
existing Regiona Act approach, which has proven that we are good at least cost planning and
not so good a least cost doing. And it further hasthe very desirable feature of being
compatible with the existing Satutes.

Thereis an important underlying point in the utility proposal which has not received much
attention but deservesinitiad commendation and encouragement. The new contractua
framework would include nat only a new long-term power ded, but also binding language to
cover conservation and renewable energy development. Thisis our historical road-not-taken,
the very piece that was abandoned in 1981 at the dawn of the Regiona Act eraby mutual
consent of BPA, the utilities and DSIs (but not by the as-yet unformed Planning Council, and
certainly not by our environmental and public interest groups).

If properly done, thiswould go along way to solving the mgor structural problem in our region,
which isthe chronic ingbility to connect program and spending with planning. Thereis certainly
no slver bullet, and every program, plan or contract carries within the seeds of its own demise
(which suggeststhet alife cycde exigs for any collective action regime), but adopting abinding
approach for significant conservation and renewable energy development following the
directives of regiona planning would put us back on our origina intended course, but with more
consstency going forward.

Regional Strategy Step 3: Recalibrate BPA’s Command and Coordination Roles. The
final element in asuccessful new regiond drategy will be arevised and modernized role for the
Bonneville Power Adminigtration.
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Ingtitutionally, BPA has always been the advocate of strong central control, planning and
development for the region’s energy system. Unfortunately, this has often been amono-
chromatic tendency which overlooked the fact that some things are better done through central
control and others are better done localy with gppropriate coordination. In my persona view,
the utilities have long favored too decentrdized an approach, and BPA conversdly rdlied too
much on top-down control.

Over the decades, the regiond infighting has focused on who controls the overal direction. The
balance of power wavered between BPA to the utilities and back again. BPA'’s influence has
regularly peaked with the planning regimens adopted about once a decade: the promotiond era
of the 1940s, the Partnership Program of the 1950s, the Hydro- Therma Power Program in the
late 1960s, the post- Regiona Act pesk of the mid-1980s, and the Regiond Review in the mid-
1990s. Each time, utility resstance has grown as BPA exerted more authority and cracks
gppeared in the planning framework of the moment.

Even when digned in purpose, however, the region has been capable of both pronounced
successes and dismd fallures. The very complex effort to organize the development of the
Intertie and the Canadian entitlement and coordination agreements could not have been
completed without regional unity. Conversaly, the WPPSS nuclear devel opment debacle arose
from enforcing regiond unity, loyadty to a particular viewpoint and suppression of review and
dissent, with the result that there was aresource redization falure, rates have gone up
ggnificantly for two generations, and we are till a decade away from the end of the story.

Now that the region faces sgnificant externd risks, it is even more important to review our
history and gpply the lessons learned more effectively.

Oneisthat BPA isan essentia centra player in our region, but cannot be al thingsto al people.
It must retain its primacy as manager of the region’s hydropower and the federa part of the
regiond transmisson grid. Thisis congstent with our government’ s role as the protector of
public vaues and natura resources. But BPA must so not try to micromanage every effort
relating to the overal dectricity system it isinvolved with. In effect, we want to take better
advantage of the intdlectual and physica resources at the end of the wires, and not have BPA
outgrow the appropriate scope of its command role.

BPA’ s second role has been diffuse and underestimated, but now it needs sustained attention.
And that is coordination of the region’s systlem. There has been much resistance over the
years from the loca level, because, sometimesrightly, BPA was percelved as being
overbearing, indifferent to local concerns, or smply in too much of ahurry to do agood job. At
the same time, the region’s utilities and other stakeholders don't give enough credit to BPA for
ther expertise in system management and engineering, and have often dacked off on their own
responsibilities, epecialy to the resource priorities in the Regiona Act and the statutory
mandate to protect fish and wildlife.



Fred Heutte
Long-Term Regional Dialogue
18 October 2002 : Page 17

Inmy estimation, then, the current “long term didogue’ offers an opportunity to have BPA
reshape its role to focus on its two core competencies: management of the FCRPS and
providing careful and responsible regiona coordination. Thisin turn would free up resources
within the agency, and alow greater autonomy and repongbility to the utilities to manage
resource development in ways that are more compatible with their own customer bases.

Conclusion

| thank BPA, the Planning Council, and al participantsin this regiond “long term didogue” We
have been through some extraordinary times that neither planning nor the market predicted. It is
areminder that politicsisimportant, and that as dways, Mother Nature bats last. Now we
have some choices to make.



