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INTRODUCTION

The NW Energy Codition (NWEC) is pleased to offer the Council these commentson
its April 9, 2004 draft recommendations for the Future Role of BPA. NWEC strongly
supports the Council's examination of Bonnevilles future role, and mogt, though not dl, of its
recommendations.

The Council recommends severd important changes in current policy direction and new
initiatives that we believe deserve a congdered and in-depth response. At thistime, the region
does not have much detall regarding how these new initiatives might ook because of their
preliminary and tentative nature. That lack of specificity makesit difficult for usto know exactly
what they al mean, and our comments should be consdered in that context.

NWEC supports many of the directions and initiatives described in the paper, and we
look forward to working with Bonneville and the Council to flesh them out and eventualy
implement them. However, we dso believe the Council has made some serious errorsin
andyss. Our comments here follow the format of the draft Recommendations.

COUNCIL'SRECOMMENDATIONS
|. Fundamentally change how BPA carriesout itsrolein power supply.

Since about 1996 the utility environment has been shocked by deregulation, unheard of
price increases, drought and a fatering economy. BPA's attempt to cope with these unforeseen
events has been seen by many as chaotic, resulting in unprecedented distrust and criticism. The
heart of the Council's advice is that, these problems have their roots in BPA's traditiond role, so
"afundamenta changeisrequired in [BPA'Y traditiona power supply business practices.”

The current draft of this paper provides no analysis that ties the problems the region had
or has, to BPA'srole in resource development. One must go back to a previous draft to find
the Council's reasons. In that paper, the Council says,

These problems are not the fault of the Bonneville Power Adminigtration. Rather, they
are the consequence of a mismatch between how Bonneville is caled upon to operate



and the redlities of the evolving dectricity system. (Issue paper 2002-19, issued in Dec.
2002p.1)

The paper then listed the regiond problems that the Council believes merit a
fundamenta changein BPA'srole

1. Periodic lack of clarity regarding who would serve loads; leading to,

2. Exposure of BPA to large market risks resulting from the uncertainty over how much load it
must serve.

In addition, the Council cites:
3. Lack of correct price sgnasto partiesin the region regarding the costs of new supply;
4. Perception of inequdity in the digtribution of the benefits of the system; and findly,

5. Fear that BPA might not be able to continue to absorb the risks of uncertain loads, its highly
variable hydro system, and a potentialy volatile wholesde market.

The Council's recommended solution to these problems is that Bonneville should
trangtion toward a new and more limited role. For much of the loads served by Bonnevillg, its
customers would take on the responsibility for determining how new loads would be served,
rather than BPA.

Unfortunatdly, neither the Council’s current paper nor the earlier draft we cited actually
andyzes whether this dramatic solution would solve these problems at al, much less be the best
solution one could conceive of. At the very least, the Council should discuss whether some
much less disruptive adjustments would do the job better. In addition, the problemsthis
solution is attempting to solve seem to be focused solely on the recent past. We would suggest
that there are additiona problems-- perhaps even more critica--that need to be considered in
designing anew sructure for Bonneville. Theseinclude, most importantly, ensuring that the
region acquires the cleanest, least costly and least risky set of new resources to serveits future
energy needs. NWEC urges the Council to use this occasion to design arole for Bonneville that
attempts to look to the future.

The paper contains no discussion of how its recommended solution:-handing over the
repongbility for serving new loads to the utilities--will solve the problems the Council identified,
better than the obvious aternative of keeping BPA the responsible party. NWEC believes that
many of the problems listed do not require afundamenta change in Bonnevillesrole. Given the
enormity of the change being recommended, the Council should more carefully weigh whether
its solution would solve the problems that motivated this whole debate. And even more
important, in our opinion, the Council should ask whether the utilities alone will do a
better job than a partner ship between Bonneville and the region’s utilities in ensuring
implementation of the Council's new Power Plan.



We must remember that BPA was not respongible for deregulation or the drought, and
al the region's utilities, not just Bonneville, saw their rates rise radicaly. Given those facts,
NWEC suggests that a much less radicad solution to the region's problems might work better,
and should at least be andyzed.

Firgt, the uncertainty about what loads BPA will be responsible for (problems Nos. 1
and 2) can be solved with longer notice requirements before existing contracts expire or before
customers place, or remove, sgnificant amounts of load, from BPA. The lack of correct price
sggnds (problem No. 3) to BPA's cusomersisimportant only if they are making new resource
decisons. If BPA continues to meet load growth, BPA will be making those decisons and
aready does receive the correct price signdl.

Perceived inequdity in the distribution of regiond benefits (problem No. 4) refersto a
deal ontheresdentid exchange. Thereisno reason such aded depends on anew BPA rolein
acquiring resources.

BPA's hydro risk and exposure to market volatility (problem No.5) islessened once it
has more notice before its loads change significantly. An enforceable adequacy standard will
reduce market volatility--and such a standard is certainly easier to establish under the status quo
than it will beif each utility isonitsown. Findly, BPA's hydro risk is not anew problem. It can
be dedlt with via higher financid reserves, more dice customers, or a CRAC. (Incidentadly, the
Council's recommended solution for hydro risk doesn't solve this problem, it only shiftsit to
BPA's customers, as would higher reserves or a rate adjustment mechanism.)

Findly, NWEC urges the Council to test this" improved status quo” modd--longer
notice requirements, adequacy standard, higher reserves (or more dice, or a CRAC)-- agangt
the problem the Council didn't discuss, but should have: Which modd will more likely result in
the Council's new Power Plan being implemented? We believe that this question has been put
to asmall test dready. After the Comprehensve Review was signed onto by most of the
region's public utilities, BPA trusted them to meet the renewables, conservation and low-income
services targets that they had endorsed on their own. BPA then cut its own budget accordingly.
Unfortunately, many utilities completely dropped the ball, contributing, in our opinion, to the
crigs of 2000-01.

Therefore, without targets written into new utility contracts, and without the willingness
of BPA to enforce their compliance, we do not beieve dl utilitieswill fully acquire the
conservation and make dl the other investments detailed in the Council's new Power Plan. Thus
we see some red downside risk to the Council's radical solution and little upside benefit,
compared to improvements in current practice that might be used ingead. Comparing amore
modest set of changesto that offered by the Council would be useful for the Council to andyze,
for it would in dl likelihood show that there is no red need for afundamenta changein BPA's
role.



II. Define fundamental policy direction through rulemaking.
NWEC supports this recommendation.
I11. Offer long-term contracts as soon as possible.

Ultimately, along term contract is needed to give BPA and its customers the assurance
that the new relaionship will last long enough to justify long term resource decisons. The
gahility benefits from long-term contracts and the opportunity to do long term resource planning
are extremely high, so NWEC favors long-term contracts. However, given this industry's recent
higtory, there is no reason to think that things have stabilized yet. Thus, while NWEC is
sympathetic to the desire for long term certainty, we believe that it would not be prudent to act
precipitoudy to put along-term, but untried solution into a contract too quickly. BPA'srole
could not then be easily changed for decades. BPA should instead put its new policiesinto
affect via aratecase after arulemaking, so the region could experience any unintended
consequences without putting them into concrete. Then, if things were working out well, BPA
could offer new contractsin time to be implemented when the existing contracts expire.

A. Cost control and Business Practices

We do not subscribe to the belief that BPA is"out of control.” In fact, we think there
has been too much attention given to cost cutting without baancing the cost to the region of the
loss of services that accompany those cuts, much less discussing currently unfunded needs. The
magor Bonneville decisons that some parties, with 20-20 hindsight are now attacking, were
amost universdly accepted by the region's stakeholders a the time without too much
disagreement. Most factors that caused BPA's rates to go up drastically in 2001 were out of
the agency's immediate control, and most other NW utilities met the same fate. The Regiond
Act provides Bonneville wide discretion that various parties, including oursdves, have
sometimes wished to corrd. However, we do not think it wise to amend the Act and expose
the region to the consderable legidative risk.

The Council recommends that the option of addressing costsin BPA rate cases should
be conddered, citing that common practice for other regulated utilities. That might make sense
if BPA was overseen by an independent regulator and had shareholders who could absorb
disalowed cogts, but it is not the case. The Adminigtrator hasfind say, and customers pay al
codts. In addition, BPA's ratecases are dysfunctiona enough, asitis. Thuswe do not agree
with this recommendation. A better way to review Bonneville's cogts is through a stakehol der
advisory committee such as the ones the agency has utilized in the past. We recommend that
BPA conduct a public process before making mgor financial decisons or changesin direction.

A second recommendation suggested by the Council is that more disputes over costs
and business practices be subject to arbitration. While this sounds good, we are concerned
that, except for some narrow issues, most of these disputes would affect multiple parties,
including important non-customer interests. Therefore we could not support this
recommendation unless it was made clear that other parties would be alowed to participate in
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the dispute resolution process. In generd though, we are skepticd that most large policy
decisons are gppropriate for dispute resolution in that they rely on vaues and baancing of
interests rather than factud interpretations that lend themselves to formd dispute resolution.

V. Allocation of the system.

NWEC supports the recommendations in this section.

V. Should BPA implement tiered rates under thecurrent contracts?
See answer under 111, above.
VI1. Productsand terms of service.

The Council recommends that “there should not be any...sgnificant cross-subsidies
among products.” While in generd we favor this principle, NWEC would not emphasize it to
the extent that some in the region have. Many, if not most, of BPA's products are what
economigts cal "joint products’ that cannot be smply costed out separately. The classic
exampleistrying to objectively establish the separate "codts' of the meat and hide (much less
the milk!) of acow, if one only knows the cost of the whole cow. Since BPA's products mosily
come from one integrated system of resources, it isimpossible to objectively determine the
costs of energy, capacity, shaping, etc. In addition, avoided cost savings and environmenta and
other socia benefits from conservation, RD & D, market transformation, etc., cannot be parsed
out either. Findly, the federd system has, like the posta system, averaged many costs over
many users as an expression of the nation's political will and culture. BPA should not get too
caught up in trying to target each cost to each customer. Many aspects of the systemn broadly
benefit the region and should be supported by dl users.

NWEC supports the particular recommendations under this section regarding service to
the DSIs, and New Large Single Loads.

VII. Benefitsto Exchange customers of the IOUs.
NWEC supports these recommendations.
VII1. Fulfilling responsbilitiesfor conservation and renewables.
A. Conservation
NWEC grongly supports the Council's recommendations on conservation.
In addition, as the Council notes on p. 15, there has been much discussion in the region
of how a"new and improved" rate discount program could be designed, but that it cannot do

the whole job on itsown. Our discussons with BPA and other utility conservation managers
have convinced us that, while the present C& RD is popular and has many positive mechaniams,
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a bottom it isill much less cost-efficient than any of BPA's other programs. NWEC is
encouraged by the Council's intention to facilitate a collaborative process to design anew rate
discount program and will certainly participate. However, given the need to spend every
consumer dollar in amanner that achieves the most savings, we would not want to put too much
of BPA's budget into such aprogram unlessit is substantialy improved from the current C& RD

program.
B. Renewables

NWEC is concerned with the Council's recommendations on renewables. The Council
has long recognized that conservation is cost-effective, but Hill needsinditutiona help to be
implemented. One might argue that because cost- effective conservation by definition isthe least
cost resource, it would be chosen by the market and need no further help. But insteed, the
Council understands that there are enough barriersto its acquisition that societd help is needed.
However this awareness of the barriers consarvation faces, and the concomitant need for utility
intervention for its successful acquigition, does not seem to have carried over into the Council's
treatment of renewables.

Many renewable resources, we believe, are now "cost-effective” if one includes their
vauein reducing fossl fud cost and pollution risks; promoting economic devel opment
(especidly needed in rurd areas); reducing greenhouse gas emissions, etc. In addition, thereis
ahigh vaue in demongtrating and encouraging renewables that are not yet cost-competitive but
show great promise and benefit to the region. Thereis dso vaue in developing familiarity,
markets and transmission solutions that can only happen if the region, especidly Bonneville, is
actively developing more renewables. Finaly, like conservation, sustained, orderly
development, requiring multi-year budget assurance, is the best and most effective way of
contralling the costs of building renewables.

It is short-sghted in its recommendations to limit BPA's budgets and responsibilities to
only afacilitative role, and thus serioudy handicap the region's ability to develop indigenous,
clean energy that can stabilize rates and provide substantial economic development. We should
alow BPA to build on its current renewable energy capabilities and we should provide it with an
adequate budget to do so. Then BPA could follow-through with its misson and provide
continuing value to the region.

NWEC aso endorses the more detailed comments of the Renewable Northwest
Project (RNP) on thistopic.

I X. Resource Adequacy

NWEC is gratified that the Council recognizes that Resource Adeguacy, in generd, and
the need for an adequacy standard, in particular, isacritical ement in ensuring that the region
will not be subject to periodic and wasteful boom and bust cycles, market volatility (and
possible manipulation) and possible shortage- produced outages. We aso add that a standard



would reduce in frequency or diminate the necessity to declare hydro-emergencies that interrupt
fish-friendly hydro operations.

We strongly support the Council's recommendation in this section, including the sricture
that, "appropriate adequacy policies...need to be in place prior to the implementation of long-
term contracts." (emphasis added, p. 17)

X. Fish and wildlife.

NWEC agrees with the Council that these policies should not affect BPA's fish and
wildlife obligations. However, they may affect the ability of Bonneville to meet those
obligations. Some of the recommendations, especidly regarding conservation and resource
adequacy, would take pressure off the river, if implemented, and so would be a positive result
for fish. However, if only some of the recommendations were implemented, such as dividing up
the FCRPS among the customers, without the others (adequacy, conservation, etc.) resulting in
customers having more voice and influence over BPA's budgetmaking, the result could be
disastrous for fish restoration efforts. We therefore urge the Council to weigh any proposed
changesin BPA's future role and the other recommendations described here as a package.

CONCLUSION

The NW Energy Codlition is very supportive of the Council's individud
recommendations, except for the section on renewables. We dso think that mogt, if not dl, of
these recommendations could be implemented by BPA without the extreme remedy of
fundamentaly changing BPA's resource acquisition role. On that point we take exception to the
Council'slack of discussion, and its conclusion, that the problems BPA faced during the past
decade require awhole new role for the agency. Instead, we would recommend that the
Council ask amore fundamenta and forward-looking question: What is the best way to ensure
that the Council's least-cost and least-risk strategy for the future, described in the next Power
Pan, can be implemented? NWEC does not believe that implementation by over a hundred
individua independent utilities is the mogt efficient and cogt effective approach to achieving the
godsin the Fifth plan. Infact, that srategy is more likely to result in typica boom and bust
resource development cycles. And, aswe have seen in the past due to short term rate pressure,
it will result in much less cogt-effective conservation and cost-competitive renewables being
acquired in the region.

A second best solution, if the Council sill wantsto go down the road of fundamentaly
changing BPA'srole in power supply, isto insst that enforcesble mechanisms be put in placein
the utilities contracts that include an adequacy standard and ensure that the region's
conservation and renewables acquigtions targets are achieved. Without these mechanisms, the
NW Energy Codition could not support the direction the Council has recommended to dlocate
the system and thus limit BPA's role in resource acquisition.

Thank you for this opportunity to comment.





