U.S. Bonneville Power

Administration




ADMINISTRATOR'S DECISION

LONG-TERM INTERTIE ACCESS POLICY

U.S. DEPARTMENT OF ENERGY
BONNEVILLE POKER ADMINISTRATION
MAY 17, 1986

no+ oL



ADMINISTRATOR'S DECISION

LONG-TERM INTERTIE ACCESS POLICY

U.S. DEPARTMENT OF ENERGY
BONNEVILLE PONER ADMINISTRATION
MAY 17, 1988



ADMINISTRATOR'S DECISION

TABLE OF CONTENTS

Page
Abbreviations Used in Decision .
PART ONE INTRODUCTION
Section 1. Operation Of The Intertie . . . . . . . . .1
Section 2. Evolution Of The Intertie Access Policy . . . . 7
Section 3. Concepts And Terms In The LTIAP e T A
Section 4. Environmental Consequences . . . . . . . . 16
PART TwO TRANSMISSION CAPACITY AVAILABLE FOR SPOT-MARKET
TRANSACTIONS: "FORMULA ALLOCATION"
Section 1. Federal Capacity Needs
ISSUE NO. 1: Should the LTIAP accommodate all BPA's trans-

actions on the Intertie, and make only the residual
capacity available to nonfederal utilities (the "Federal-

first® option)? . - =« « & &« 5 » = w8 & = - 18
ISSUE NO. 2: How should BPA compensate for side effects of

the Regional Preference Act that impair its ability to

sell energy in the spot-market? . . . . . . . . 28
ISSUE NO. 3: Should Federal allocations be increased to

minimize revenue losses from emergency actions taken to

protect fish? . . « « « « & = & » = = = = 34
ISSUE NO. 4: How much flexibility should we incorporate

into the criterion for implementing Condition 17 - 35

Section 2. Allocations Of Capacity To Nonfederal Utilities

ISSUE NO. 1: How should the policy differentiate between
the spot-market Intertie capacity requirements of Northwest
and extraregional utilities? . . . . . . . . . 44

ISSUE NO. 2: Should the LTIAP continue the Condition 2
and 3 practice of allocating individual capacity shares
to Scheduling Utilities? ol gt Ve = B & Bt H W 48

Section 3. Other Issues

ISSUE NO. 1: Should BPA renew efforts to establish share-
the-savings pricing for spot-market transactions with
Northwest and California utilities? . . . . . . . 72

.y



ISSUE NO. 2: Should utilities with unused contractual or
ownership rights to non-BPA transmission facilities be
allowed access to BPA's portion of the Intertie regard-
less during Condition 37 . o T

ISSUE NO. 3: Should the LTIAP incorporate a mechanism to
dispatch the Northwest's coal-fired generating units on
the basis of sulfur dioxide emissions? . g L

PART THREE TRANSMISSION CAPACITY AVAILABLE FOR LONG-TERM FIRM TRANS-
ACTIONS OF NONFEDERAL UTILITIES: "ASSURED DELIVERY"

Section 1. Total Intertie Capacity Made Available

ISSUE NO. 1: How much Intertie capacity should BPA reserve
for Assured Delivery transactions? s Enob e o

ISSUE NO. 2: How should the 800 MW set aside for Assured
Delivery be allocated by ut111ty and by type of firm
transaction?

ISSUE NO. 3: Should the LTIAP resolve a controversy over
alleged rights to firm Intertie wheeling of Montana Power
Company's share of the Colstrip No. 4 coal-fired gener-
ating plant? . CFF T

ISSUE NO. 4: Should conservation be included among the re-
sources eligible for Intertie access under the LTIAP? .

ISSUE NO. 5: How will access for nonscheduling utilities
and computed requirements customers be provided under
the LTIAP? b - S P s @ ;

ISSUE NO. 6: Should BPA maintain provisions for joint
ventures and, if so, should BPA make the provisions more
detailed?

Section 2. Conditions on Assured Delivery Access

ISSUE NO. 1: Should the LTIAP require scheduling utilities
to waive BPA's obligation to serve their loads in return
for Assured Delivery capacity to facilitate long-term ex-
port sales? . o D b e g e

ISSUE NO. 2: Should utilities owning or controlling inter-
connections to the Southwest be required to utilize such-

capacity before requesting Assured De11very capac1ty
from BPA? i o a ml arle NEF e 3 m—

ISSUE NO. 3: How should existing Intertie wheeling con-
tracts be treated under the LTIAP?. o rl e N

ISSUE NO. 4: Is the requirement for return of seasonal ex-
changes at COB/NOB a negotiable mitigation item? .

R §

77

78

81

93

102

104

107

108

110

121

123



ISSUE NO. 5: What provisions for Assured Delivery will be
made for extraregional utilities, including Canadian util-
ities, in the policy? . 3

Section 3. MITIGATING ADVERSE REVENUE IMPACTS

ISSUE NO. 1: Should the LTIAP include mitigation provisions
to offset adverse revenue effects of Assured Delivery
service? . .

ISSUE NO. 2: What specific mitigation provisions should be
included in the LTIAP? A s e =5 oy

ISSUE NO. 3: Should BPA provide scheduling utilities with
a mitigation charge alternative to operational mitigation
provisions of the LTIAP? A S
Section 4. Canadian Treaty Power

ISSUE: Should the LTIAP make express provision for
Canadian Treaty power? e T

PART FOUR FISH AND WILDLIFE PROVISIONS: "PROTECTED AREAS"

ISSUE NO. 1: Should we adopt the "protected area" concept
as a means of satisfying our fish and wildlife
responsibilities? s M 3

ISSUE NO. 2: Should protected area designations be re-
stricted to the Columbia River Basin?. W g owe

ISSUE NO. 3: Should BPA categorically deny access to all
projects located in protected areas? . 3 Tk

ISSUE NO. 4: How should BPA coordinate provisions concern-
ing protected areas with the Council? A

ISSUE NO. 5: Should the IAP fish and wildlife prov1s1ons
apply to existing projects? . i .

ISSUE NO. 6: Should the IAP provide an exemption for PURPA
projects? g s w § e s e m & &

ISSUE NO. 7: How should the protected area provision be
enforced? . T S T i L

PART FIVE OVERALL EFFECTS OF THE LONG-TERM INTERTIE ACCESS POLICY.
APPENDIX

Side-by-side comparison of LTIAP and the "1987 draft policy" of
December 15, 1987

- i -

124

126

131

136

138

140

148

151

154

156

161

164

168



Anglers
APAC
Basin

BC Hydro
Benton Coop
Benton PUD
Big Bend
BLM

BPA

Canby

CEC
Chelan
Clark

COE
Cowlitz
CPUC
CRITFC

DSI

EWEB
Ferry
Flyfishers
Grant
Harney

ICP

IPUC

IPC

LADWP
Mason
Mid-Columbia
MPC

NCAC

NCPA

NGPU

NIU

NMFS

NOAA

NRDC
NWPPC
OPUC
ORECA

PG&E

PGE

PGP

PNGC
PNUCC

Port Angeles

Abbreviations Used in Decision
LIST OF COMMENTERS

Southwest Washington Anglers

Association of Public Agency Customers
Basin Electric Power Coop

British Columbia Hydro and Power Authority
Benton Rural Electric Assn

Benton County PUD #1

Big Bend Electric Coop

Bureau of Land Management

Bonneville Power Administration

Canby Utility Board

California Energy Commission

Chelan County PUD #1

Clark County PUD

U.S. Army Corps of Engineers

Cowlitz County PUD

California Public Utilities Commission
Columbia River Intertribal Fish Commission
Direct Service Industries

Eugene Water and Electric Board

Ferry County PUD #1

Clark-Skamania Flyfishers

Grant County PUD #2

Harney Electric Coop

InterCompany Pool

Idaho Public Utilities Commission

Idaho Power Company

Los Angeles Department of Water and Power
Mason County PUD #3

Mid-Columbia PUD

Montana Power Company

National Conservation Act Coalition
Northern California Power Agency
Non-Generating Public Utilities

Northwest Irrigation Utilities

National Marine Fisheries Service

National Oceanic and Atmospheric Administration
National Resources Defense Council
Northwest Power Planning Council

Oregon Public Utilities Commission

Oregon Rural Electric Cooperative Association
Pacific Gas & Electric Company

Portland General Electric Company

Public Generating Pool

Pacific Northwest Generating Company
Pacific Northwest Utilities Conference Committee
Port Angeles City Light

= W o=



PP&L Pacific Power & Light Company

PPC Public Power Council

PSP&L Puget Sound Power & Light Company
Ravalli Ravalli County Electric Coop

SCE Southern California Edison Company
SCL Seattle City Light

SDG&E San Diego Gas & Electric

Sierra Sierra Club

Skagit Skagit System Cooperative

SMUD Sacramento Municipal Utility District
TANC Transmission Agency of Northern California
TCL Tacoma City Light

Ti11amook Tillamook County PUD

Umatilla Umatilla Electric Coop

UP&L Utah Power & Light Company

Vernon City of Vernon, CA

Vigilante Vigilante Electric Coop

WAPA Western Area Power Administration
Wasco Northern Wasco County PUD

WPAG Western Public Agencies Group

WPSC Wyoming Public Service Commission
WUTC Washington Utilities and Transportation Commission
WWP Washington Water Power Company

OTHER ABBREVIATIONS

AC - alternating current

aMW - average megawatts

ASC - Average System Cost

BPA - Bonneville Power Administration

COTP - California-Oregon Transmission Project
CT - combustion turbine

DC - direct current

DOE - Department of Energy

DSI - direct-service industrial customer

EIS - environmental impact statement

FCRPS - Federal Columbia River Power System
FERC - Federal Energy Regulatory Commission

FY - fiscal year

IAP - Intertie Access Policy

IDU EIS - Intertie Development and Use Environmental Impact Statement
I0U - investor-owned utility

kV - kilovolt (one thousand volts)

kWh - kilowatthour (one thousand watthours)
LTIAP - Long-Term Intertie Access Policy

MW - megawatt (one thousand kilowatts)

NEPA - National Environmental Policy Act

NTIAP - Near-Term Intertie Access Policy

O0&M - operations and maintenance

OY - operating year

PF - priority firm power (rate)

PNW - Pacific Northwest

PURPA - Public Utility Regulatory Policies Act
WNP - Washington Public Power Supply System Nuclear Project

CE



This decision on the Long-Term Intertie Access Policy (LTIAP or policy) is
divided into five parts. Part One is an Introduction, covering important
background information on the Intertie and our access policies. Part Two
resolves issues regarding "Formula Allocation" provisions for short-term
energy transactions utilizing the Pacific Northwest-Pacific Southwest
Intertie. Part Three analyzes issues on "Assured Delivery" of long-term firm
power transactions. Part Four discusses issues related to the IAP's fish and
wildlife provisions. Part Five sums up the entire decision by analyzing the
effects of the LTIAP on each group interested in the outcome of our decisions
on Intertie access.

Issues each are discussed in three steps. First, we explain our proposal
in the 1987 draft LTIAP. Second, we summarize the comments recéived in the
public comment process. Third, we discuss the points raised in comments and
explain our decision.

The citations to the record of this proceeding are of two forms. MWritten
comments are cited using the form: commenter, record citation, and comment

page number. Citations to the transcript appear as "Tr. __ ."
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PART ONE

INTRODUCT ION

Section 1. Operation Of The Intertie

The Facility. Since its completion in 1968, the Intertie has served as

the principal means for transmitting surplus capacity and firm power and
nonfirm energy between the Pacific Northwest and California. This section
briefly describes the Pacific Northwest-Pacific Southwest Intertie and gives a
picture of the complex nature of its operation.

Legislation authorizing construction of an Intertie system focuses on two
objectives. 1/

First, Congress sought to provide an additional market for BPA power,
enabling us to increase revenues and repay the U.S. Treasury in a timely
manner. BPA owes the Treasury $8 billion associated with capital investments
in the Federal Columbia River power generation and transmission systems. By
transmitting surplus power and energy to California, we can obtain additional
revenue to repay the Treasury in a timely manner.

Second, the Intertie makes more efficient use of resources in the
Northwest and California. When the Northwest has surplus power during summer
months, power generally can be sold to California more cheaply than California
utilities can operate their thermal generation plants. When the Northwest has
"peak" needs in winter for heating and California loads are Tlower, the
Northwest can purchase power from California. Existing resources can be used
more efficiently, and both regions can avoid building generation to meet peak

loads at some times of the year.

1/ 16 U.S.C. §837 (Northwest Preference Act) (1964). See also Department of
Water and Power v. BPA, 759 F.2d 684 (9th Cir. 1985).




In the Northwest, the Intertie ~consists of several high-voltage
transmission lines -- two 500-kilovolt (kV) alternating-current (AC) Tlines, a
portion of a third 500-kV AC line, and one 1,000-kV direct-current (DC) line
(see Figure 1). The AC lines extend about 945 miles from John Day Substation
near John Day Dam on the Columbia River in Oregon to the Lugo Substation near
Los Angeles. They interconnect with other transmission 1lines at eight
points. The 846-mile DC line runs from the Celilo Station near The Dalles
Dam, Oregon, to the Sylmar Station near Los Angeles. The DC line transmits
power between the Northwest and Southern California.

The present physical capability of the Intertie lines is approximately
5,200 MW -- about 3,200 MW on the AC lines and 2,000 MW on the DC line. The
terminals at both ends of the DC line are currently being upgraded, which will
increase the line's capacity by approximately 1,100 MA. There are also plans
to increase the capability of the AC lines to approximately 4,800 MA. In the
Northwest, the facilities of the AC Intertie are individually and jointly
owned by BPA, PGE, and PP&L. BPA owns or controls nearly 80 percent of the
Intertie capacity north of the Oregon border. BPA shares its Intertie
capacity with nonfederal wutilities for both spot-market and Tlong-term
transactions.

Discussing the northern portion of the Intertie tells only half the
story. California utilities constructed AC and DC lines to meet the lines
constructed in the Northwest. Capacity on the southern portion matches that
of the northern portion. Four utilities -- PG&E, SCE, LADWP, and SDG&E -- own
approximately 80 percent of the Intertie capacity south of the Oregon border.

The Operation. It is important to distinguish between two distinct

levels of operation to understand the complex and integrated nature of the

Intertie system.
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The first level is the daily operation of the Intertie. The three
northern owners and all other utilities using the Intertie must coordinate and
cooperate in the operation of the Intertie. The northern portion of the
Intertie connects with two other utility service territories. The Intertie
can receive and dispatch energy at each of these interconnections for sales
over the facility.

In the north, we serve as the central scheduler for transactions and
deliveries of energy. In the south, PG&E is the scheduler for the AC line and
SCE is the scheduler for the DC line. All utilities who use the Intertie are
in close communication with the schedu]er;. A single spot-market sale
requires two utilities to agree in advance on quantity, price, and timing; to
arrange with the schedulers in advance of the delivery; and then to deliver
and receive the energy at the appointed time. Frequently these scheduled
deliveries change on a "real-time" basis due to changes in a utility's system
operations. As scheduler for the northern portion of the Intertie, we emgloy
people around tHe clock to coordinate these activities.

The Intertie serves a variety of markets. Energy may flow in either
direction depending on the conditions of supply and demand. Utilities
purchase energy both on the spot market for short periods of time and on a
long-term basis. Utilities exchange energy on a daily, weekly, monthly, or
seasonal basis. For instance, a Southwest utility may receive Northwest
energy in the summer to meet its peak cooling load and return it to a
Northwest utility in the winter to meet "its peak heating load. The Northwest
with its large hydroelectric and storage capability is well equipped to meet
the peaking capacity requirements of California. With this type of trans-
action a California utility purchases the right to demand energy over the
Intertie if it needs it. In critically low water years, Northwest utilities
can rely on Southwest utilities for similar needs.

= 1l e



The second level of operation is contractual. The existing rights to the
Intertie are based on ownership of facilities. On the northern portion, BPA
owns the DC Intertie and the majority of facilities in the two AC lines. PGE
owns a segment of the existing two-line AC Intertie and has contractual rights
to 25 percent of the capacity produced by those two lines. Our agreement with
PGE expires this year; BPA and PGE are currently negotiating a replacement
agreement.

PP&L and BPA have executed an agreement that provides PP&L a firm right to
300 MW of capacity for delivery to California at the Malin substation. This
right will increase if the AC systen is upgraded. We received the right to
utilize PP&L's facilities for Intertie deliveries and the right to participate
with PP&L in construction of a 500-kV line from Alvey substation to Meridian
substation, if we determine that would be the best plan-of-service for
increasing capacity in the Northwest to accommodate the California-Oregon
Transmission Project for wupgrading AC Intertie capability in California.
BPA's agreement with PP&L expires in 2016. In addition, we have a number of
agreements with PGE and PP&L addressing construction and operation and main-
tenance of Intertie facilities.

Construction of the third AC line in the Northwest would add another Tlayer
of contract and ownership rights to the Intertie system, as would nonfederal
participation in the third AC project.

We have agreements with other Northwest wutilities for use of BPA's
capacity on the Intertie and one agreement with an extraregional utility,
Basin Electric Cooperative in North Dakota. These agreements consist of
long-term contracts for wheeling over the Federal portion of the Intertie.
Prevalence of this type of contract will increase with adoption of the LTIAP.

Competing Demands. The Intertie is a resource that generates hundrads

of millions of dollars per year of revenues and that eliminates the need for
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new resources, particularly in the Southwest. Generating utilities in the
Northwest and California have access for firm and spot-market sales. It is
not surprising that these utilities compete for access rights to this limited
resource.

If the only demand on Intertie use came from utilities with surplus power
to sell, the answers to the issues involved in developing a reasonable access
policy might be more clear. However, other groups have placed demands on how
and for what purpose the Intertie is used. One group is BPA's full require-
ments  customers, which include nongenerating public utilities and
direct-service industrial customers, primarily aluminum smelters. They have
consistently demanded a policy that would allow BPA to use the Intertie in
such a manner as to maximize BPA revenues from sales of BPA's surplus power.

Environmental groups and fish and wildlife organizations also have stated
their preference for how the Intertie should be used. They have focused on
implementing a policy which would have no adverse impact on fish and wildlife
resources in the Northwest. Environmentalists support a policy which would
prevent hydro development on rivers and streams in the Northwest, no matter
how economically rewarding for developers.

California utilities seek a policy which provides the maximum amount of
Northwest energy at thé lowest cost. They would like to rely on inexpensive,
abundant Northwest energy to meet their future load growth by means of either
firm purchases or exchanges.

Finally, BPA has demands of its own, based on the objectives specified in
the enabling Tegislation for construction of the Intertie. The LTIAP must be
structured to assist us in repaying the $8 billion Treasury investment in the
Federal power and transmission systems. Furthermore, we do not want to
encourage hydro development that could jeopardize our $120 million investment

in fish and wildlife protection.



Section 2. Evolution Of The Intertie Access Policy

Interim IAP. Before adopting an Intertie access policy, we were often
unable to make the sales we wished due to the requirements of the Northwest
Regional Preference Act, 16 U.S.C. §837, et seq. Under this lTaw we must
announce our price to Northwest utilities prior to selling energy out of the
region, which allows those utilities, our competitors, to underbid our price
when they make sales to California.

This situation was exacerbated by the restricted market in California,
where there are relatively few buyers because owership of the Intertie is
limited. Consequently, insufficient competition has existed on the southern
end to balance the downward pressure on prices in the Northwest. As we Jlost
sales, our reservoirs would rise, hastening the time when we would have to
implement the Exportable Agreement (including the very low prices which at
that time were tied to the Agreement). Although we were assured of sales
under the Exportable Agreement, the prices we obtained were much lower than we
otherwise would have received.

The unexpected power surplus in the Northwest and Canada that materialized
in the early 1980s caused us to review our use of the Federal share of the
Intertie. BPA, as well as many of the generating utilities in the Northwest,
suddenly had a large firm power surplus. This was also the case for British
Columbia Hydro and Power Authority (BC Hydro) and utilities as far away as
North Dakota. All were hoping to sell their surplus in the Southwest over
available Federal Intertie capacity.

At the same time, BPA finances took a downturn due to (1) costs imposed by
the Northwest Power Act for conservation, fish and wiiclife, tne residential

exchange subsidy program, and other Congressional goals; (2) decisions

(e 7]
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(3) direct-service industrial customer (DSI) aluminum plant shutdowns and
closures; and (4) an economic recession in the Northwest. BPA needed to take
fuller advantage of its own transmission lines to market surplus power at
fully allocated cost.

We began to develop an Intertie access policy in the summer of 1983 with a
public notice and request for comment. The purpose of the policy would be to
"guide [BPA's] response to requests from nonfederal parties for use of [our]
Intertie capacity, within the context of existing contractual obligations."
In early 1984, we published a paper discussing the major issues on Intertie
access that had been identified to that point.

In July of 1984, we proposed an Intertim Near-Term Intertie Access Policy
<Inter1ml IAP) that would be in effect while a long-term policy was being
developed. MWe held public meetings and technical sessions on the proposal.
In September of 1984, BPA implemented its interim policy. We expected that
the Interim IAP would be in effect for approximately six months pending
further study of the issues. The policy responded both to increased
nonfederal demand for access to the Intertie and a worsening BPA financial
outlook.

We decided to strike a middle ground among all of these needs. Our first
concern was to retain sufficient Federal Intertie capacity for our own use to
aid us in meeting our costs, including our Treasury payments. This required
that BPA have access to the California market at all times to sell significant
amounts of surplus firm power and nonfirm energy. Our second concern was to
provide the opportunity for Northwest utilities to sell their own firm and
nonfirm surpluses to California buyers. This was important for economic as
well as Tlegal reasons. With respect to Canadian and other extraregional

utilities, we took the position that their needs were to be met last.



The Interim IAP provided BPA and each Northwest generating utility with
long-term access equal to their respective surplus firm power -- this number
could not be increased by new construction. Only firm sales were allowed. No
new capacity-energy exchanges, capacity sales, or seasonal exchanges were
allowed. No firm capacity was reserved for extraregional entities.

Short-term capacity was made available on an hourly basis for BPA and each
Northwest generating utility according to "Formula Allocation." Allocations
were made on a pro-rata basis based on each entity's declarations of available
surplus energy for sale. Entities could not transfer their allocations among
themselves. Extraregional entities would be granted hourly access only when
all needs of Northwest entities had been satisfied.

Under the Interim IAP we were unable to make commitments for long-term
power sales because of requirements imposed by the National Environmental
Policy Act. MWe provided the opportunity to make short-term firm arrangements
only until July 1986. We also limited resources eligible for export to those
in operation, removing - incentive to construct new resources potentially
damaging to the environment.

The Interim IAP faced judicial review in Department of MWater and Power

v. BPA, 759 F.2d 684 (9th Cir. 1985). The Department alleged that (1) BPA
could reserve only enough capacity on the Intertie to deliver existing sales;
(2) BPA could not interfere with competition by allocating shares of the
Intertie on an hourly basis; and (3) BPA could not discriminate against
Canadian access to the Intertie.

In its opinion, the Ninth Circuit upheld BPA on all points. The court
held that (1) Congress intended that we have first priority on the Intertie

for our existing and projected sales; (2) Congress did not intend for BPA to

compete with other utilities for access to the Intertie and therefore BPA



could allocate Intertie capacity among itself and Northwest utilities in a
nondiscriminatory manner; and (3) BPA was required to provide access to U.S.
extraregional utilities before providing access to Canadian power.

Near Term IAP. In January 1985, we released a draft "Near-Term Intertie

Access Policy" (NTIAP) for public comment. During the spring of 1985, the
existing Interim IAP was extended twice while BPA prepared the final near-term
policy.

In May 1985, after completing an environmental assessment, BPA issued the
NTIAP. In all but minor ways, it was identical to the Interim IAP. The
short-term nature of the policy was based on the need to conduct extensive
environmental analysis of providing for Jlong-term firm transmission for
Federal and nonfederal resources. We consequently initiated an environmental
impact statement on alternative long-term policies.

In establishing the policy, we stated that the Interim IAP had achieved
the primary goal of assuring BPA access to the California market at prices
based on our fully allocated costs. Though prices for Northwest nonfederal
power had remained relatively stable under the Interim IAP, we found that
prices for BPA's surplus power had increased to the levels paid by California
buyers for other Northwest power. Overall, Northwest power remained
competitive with other power supplies available to California.

The California Energy Commission and the California Public Utilities
Commission challenged the Near Term IAP. Petitioners alleged that: (1) the
NTIAP was a rate established without the process required under section 7 of
the Northwest Power Act; (2) basing the NTIAP on BPA's financial needs was
arbitrary and capricious; (3) BPA was unlawfully discriminating against
ektraregiona1 utilities; (4) the NTIAP failed to conform to antitrust policy;

and (5) BPA unlawfully excluded new generating resources from Intertie access.
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On November 6, 1987, the Ninth Circuit again upheld our policy against
Tejal challenge. The court held that: (1) the NTIAP was not a rate; (2) our
financial rationale for adopting the policy was reasonable; (3) BPA and
Northwest utilities have priority access over extraregional utilities; (4) our
balance of antitrust policy with other requirements was sufficient, although
+ne court suggested that BPA review and consider the CEC alternative for
formula Allocation in the development of its LTIAP; and (5) exclusion of new
generating resources from the Intertie for environmental reasons was

justified. California Energy Commission v. BPA, 831 F.2d 1467 (9th Cir. 1987) .

Long-Term IAP. Public involvement in the development of the LTIAP has

been extensive. During the winter of 1985-86, we held several public meetings
on the topics of long-term wheeling, nonfederal subscription rights to the
Intertie, and access for extraregional resources. In March 1986, we issued a
"Discussion Paper of Major Issues in the Development of the Draft Long-Term
Intertie Access Policy."

In October of 1986, we issued our first proposed LTIAP and our draft
"Intertie Development and Use Environmental Impact Statement" (IDU EIS) for
public review and comment. The proposed LTIAP differed from the NTIAP in the

following significant ways:

1. Long-term (20-year) firm wheeling (Assured Delivery) contracts;

2k Increased procedural requirements and  harsher remedies  for
hydroelectric resources destructive of fish resources;

3. A "Hydro Cap" for spot-market allocations during "Condition 1" to

ensure that utilities with hydro resources, particularly BPA, would
have sufficient access to the Intertie during high water conditions;

4. Access for new resources necessary to support long-term firm
transactions over the Intertie;

5. A requirement that nonfederal Intertie oweners use their own capacity
before making demands for access to the Federal Intertie;

6. Access for resources entitled to priority under Northwest Power Act
section 9(i)>(3);

7. A requirement that utilities exporting firm energy either commit to
BPA service to meet their load growth or waive BPA's obligation to
provide such service.

=11 =



Extensive written comments were received on this proposal. During the
summer of 1987, the Administrator held a series of face-to-face meetings with
utility executives and interest groups for a frank discussion of the issues.

Based on these comments and discussions, we issued a second draft LTIAP on
December 15, 1987. Changes from the October 1986 draft were intended to
provide greater specificity and a wider variety of transactions for purposes
of greater planning certainty and enhanced revenue protection to BPA. The

revised proposal contained the following changes:

1. A near doubling of the amount of Intertie capacity set aside for
nonfederal utilities by providing 440 MW for seasonal exchanges;

2. Additional capacity for Jlong-term transactions if they involve a
joint venture with BPA;

3. "Mitigation" requirements on firm transactions to reduce adverse

impacts on our revenues resulting from providing long-term firm
Intertie capacity to nonfederal utilities;

4. Allocation under Condition 1 based on the size of the market rather
than the amount of available Intertie capacity;

5. A statement that BPA would change the method of allocating short-term
capacity to nonfederal utilities during Conditions 2 and 3 when the
third AC Intertie was constructed;

6. Prohibition of the transmission of the output of new hydroelectric
projects located in "protected areas" within the Columbia River Basin.

"Since releasing this "revised draft" policy last December, we have used a
combination of formal and informal processes to better explain our proposal
and better understand the positions of others. As a government agency, we are
required to conduct a structured record-building process. At the suggestion
of the California Energy Commission and the California Public Utilities
Commission, we used a mutually agreeable moderator during four public sessions
to ensure that we heard every point of view. Since December, the formal
process has yielded over 3,000 pages of transcript and written comments, which
we have reflected in our decision. A total of 149 written comments were
received on the draft policy.

However, we did not stop there. Our project manager and staff have spoken

informally to each utility and group expressing an interest in the policy.
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Section 3. Concepts And Terms In The LTIAP

This section briefly discusses the provisions in the Long Term Intertie
Access Policy and introduces some of the technical terms and concepts in the
policy.

Assured Delivery means long-term firm contracts for delivery of power
over the Intertie. The long-term commodity market between the two regions
historically has been underdeveloped. The Interim and Near Term access
policies did not provide for such transactions. Permitting long-term energy
sales and exchanges can allow utilities to take advantage of the regional
diversities between the Northwest and California. This will decrease the cost
of power for both regions and defer future resource construction.

A Scheduling Utility is the Northwest portion of a nonfederal utility
that operates a generation control area within the Northwest, or any utility
designated as a BPA "computed requirements customer." The LTIAP will provide
800 MW of Intertie capacity to Scheduling Utilities for Assured Delivery
service. This amount 'may be increased after the proposed third AC
transmission line is completed.

Of the 800 MW made available for Assured Delivery service, 444 MA is
reserved for utilities with a firm power surplus for any type of transaction
up to each utility's total firm power surplus as shown in a utility's
Exhibit B. A utility's Exhibit B as set in the Policy cannot increase. The
remainder of the 800 MW is available to all Scheduling Utilities for any type
of long-term energy transaction on a first-come, first-served basis.

Utilities which own or control transmission lines of their own to

California may receive access on the Federal portion of the Intertie after
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using their own capacity first. This provision attempts to distribute equally
the benefits of the inter-regional transmission service.

Mitigation means compensatory requirements imposed on a utility in
return for an Assured Delivery contract. Mitigation helps offset operational
and economic problems attributable to a Scheduling Utility's firm power
transaction that inhibit BPA's ability to generate revenues. The LTIAP
allows wutilities the flexibility to negotiate contract-specific mitigation
measures or to choose the '"generic" mitigation measures outlined in the Policy.

Formula Allocation means the Intertie capacity made available to a
particular utility for short-term sales of energy on the spot-market. This is
the other important energy commodity market the Intertie serves in addition to
long-term sales. Due to varying water and weather conditions, hydro-based
Northwest wutilities and BPA often have surplus energy to sell on the
spot-market. If this energy goes unsold it may be spilled over dams, wasting
the energy potential. Northwest utilities and BPA also use this market for
selling surplus firm power on a short-term basis. Utilities in California
have short-term needs that are met by the spot-market. Historically, the
Intertie has been used mainly to serve this market. Billions of dollars of
benefits have flowed between the regions since the completion of the Intertie
in 1968.

BPA has provided a methodology for allocating the remainder of the
Intertie capacity after first providing for BPA firm contracts and Assured
Delivery. This methodology varies with three differing conditions on the
Intertie. BPA declares Condition 1 when the Federal Columbia River Power
System (FCRPS) is in likelihood of spill. Condition 2 is when the FCRPS is
not likely to spill but the supply of declared surplus energy in the Northwest

exceeds the capacity of the Intertie. Finally, Condition 3 is when the

- 14 -



supply of declared surplus energy in the Northwest is less than the capacity
of the Intertie.

During Condition 1 it is critical to provide sufficient Intertie access to
both BPA and Northwest utilities in order to avoid unnecessary waste of hydro-
electric resources. During spill or likelihood of spill conditions the amount
of potential generation far exceeds the capacity of the Intertie. Conse-
quently, Condition i reserves specific Intertie shares for utilities with
energy to sell. Conditions 2 and 3 are more competitive, relying more on the
marketplace to determine which nonfederal utility receives access to the
facility.

Protection of fish and wildlife is an important part of this policy.
BPA is committed to preserve and enhance its programs and investments for fish
and wildlife in the Columbia River Basin. The LTIAP adopts the Protected
Area concept first proposed by the Northwest Power Planning Council's staff.
The LTIAP prohibits Intertie access to resources developed in river and stream
reaches within the Columbia River Basin designated by BPA as Protected Areas
due to the presence of wildlife, high-value resident fish, and anadromous fish
(fish that migrate to and from the ocean). The LTIAP will reduce Intertie
access to a utility if it builds or purchases power from a project located in

a protected area.
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Section 4. Environmental Consequences

Council On Environmental Quality regulations for implementing the National
Environmental Policy Act require that we identify any environmentally
preferable alternatives within the range of alternatives considered in
arriving at our decision. That is the purpose of this section.

Three approaches to Formula Allocation for hourly access to the Intertie
were considered in arriving at the method contained in the LTIAP. These
included the Pre-IAP, Proposed, and Hydro-first procedures. Analyses
presented in the IDU EIS <(volume 1, chapter 4) indicate .no significant
difference in the environmental effects of the Pre-IAP and Proposed Formula
Allocations. The Hydro-first Formula Allocation would result in slight
increases in Northwest hydro generation and small reductions in Northwest coal
generation (IDU EIS, volume 1, section 4.1.2.2). The changes in hydro
operations would not be significantly more adverse for Northwest fish
resources (IDU EIS, volume 1, section 4.2.3) than those resulting from the
other two Formula Allocation approaches. The decrease in coal operations
would result in a small reduction in air pollution in the Northwest. However,
this would be offset by small increases in air pollutant emissions as a result
of increased operation of oil and gas plants in California and coal plants in
the Inland Southwest (IDU EIS, volume 1, section 4.3.2). Overall, from an
environmental perspective, the Formula Allocation options do not differ
significantly.

With regard to Assured Delivery, environmental analyses were conducted for
alternatives involving amounts of capacity ranging from O to 800 MA for
nonfederal firm transactions (IDU EIS, volume 1, section 4.1.3). Several
environmental tradeoffs were identified in these analyses. Assured Delivery

results in small increases in new resource development in the Northwest and
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reduced development of new resources in California and the Inland Southwest
(IDU EIS, wvolume 1, section 4.4). It also has the potential, at Tleast
regarding seasonal power exchanges, to have significant adverse effects on
resident fish at Hungry Horse reservoir (IDU EIS, volume 1, section 4.2.3.3)
and on cultural resources surrounding the following storage reservoirs: Grand
Coulee, Hungry Horse, Albeni Falls, Libby <(particularly), and Dworshak
(IDU EIS, volume 1, section 4.2.2.3).

Assured Delivery 1is also associated with slight increases in pollutant
emissions in the Northwest and slight emission reductions in the Southwest
(IDU EIS, section 4.3.2), though neither of these effects 1is considered
significant. On balance, given the mitigation measures taken by BPA to
address the adverse effects of Assured Delivery on resident fish and cultural
resources, the provision of Assured Delivery for power sales and seasonal
power exchanges is neither more nor less environmentally preferable than
denial of such access.

The fish and wildlife protection measures included in the LTIAP are
intended to ensure that our fish and wildlife investments are not
jeopardized. Their inclusion in the policy is environmentally preferable to
their absence.

A more wide-ranging definition of protected areas may be environmentally
preferable to one limited to the Columbia basin. However, we have chosen to
focus on the basin to comport with the range of our fiscal investments,
relying on other regulatory processes to assure protection outside the basin.
It» cannot be concluded that any significant environmental benefits would
derive from extension of BPA's protected areas beyond their current Timits.

The decision on the Intertie Access Policy is based in part on the IDU EIS.
Subsequent decisions on the DC terminal expansion, the Third AC Interconnec-
tion and potential power marketing actions will also be based on the IDU EIS.
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PART THO

TRANSMISSION CAPACITY AVAILABLE
FOR SPOT MARKET TRANSACTIONS

"FORMULA ALLOCATION"

Section 1. Federal Capacity Needs

ISSUE NO. 1: Should the LTIAP accommodate all BPA's transactions on the
Intertie, and make only the residual capacity available to
nonfederal utilities (the "Federal-first" option)?

REFERENCE: 1987 draft policy §5(c)
Final LTIAP §5(c)

A. BPA Proposal

It is important to distinguish between two distinct commodity markets
served by the Intertie. The long-term market consists of firm power
commodities that provide capacity-deferral value to California utilities and,
in the case of certain types of exchanges, to Northwest utilities as well.
The short-term market consists of spot-market commodities (both firm and
nonfirm) that allow California utilities to displace their own generation
(principally oil- and gas-fired units) whenever their decremental costs are
greater than Northwest selling prices (including wheeling and losses). BPA
and Northwest scheduling utilities depend on the same Intertie capacity to
engage in both long-term and short-term transactions. 2/

If we were concerned only about BPA firm sales, large amounts of Intertie
capacity could be made available to others without material revenue losses for
BPA. Projected BPA firm power sales to California would utilize only a

portion of the full Intertie.

2/ Except for PGE and PP&L, which have their own Intertie capacity.
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A more difficult allocation issue arises because of BPA's need to make
spot-market sales. If our only objective were to maximize revenues available
for Treasury repayments, supply conditions on the Federal hydro system during
normal hydrological conditions would cause BPA to load the entire Intertie
with Federal energy 74 percent of the time during the spring runoff from
January through June (46 percent of the time over a year), just to make spot-
market sales. 3 Tr. 472. During wet years, we would utilize even more.
If we satisfied all these Federal needs for transmission capacity before
making any capacity available to others, nonfederal utilities would receive
little Intertie capacity for their spot-market sales and no capacity for their
year-round, firm-power transactions.

This is the "Federal-first" method of Intertie allocation that is so
attractive to our total requirements customers. Under Federal-first, BPA
would utilize whatever Intertie capacity was necessary to sell all its firm
and nonfirm energy to California. No nonfederal utility would gain access
until all BPA sales had been made. By utilizing the Intertie in this manner,
we would cover more of our costs from sales to California utilities, lessening

the upward pressure on rates to total requirements customers. 4/

3/ These figures are based on present Intertie capacity and surplus amounts

(including 846 average MW of surplus Federal firm energy). Percentages,
based on monthly averages, would tend to increase if we assumed that
Federal energy sales were concentrated into hours of peak demand.

As Intertie capacity increases with the DC terminal upgrade and addition
of a third AC line, the percentages would 1likely decrease. However,
between January and June in years with average water, we will often have
energy sufficient to load the entire Intertie even if rated at 7,900 MW.

4/ Some commenters seem to believe that Federal-first would apply only to
BPA's usage of the Intertie for firm power sales. However, the Federal
system was planned and is now operated to produce optimum amounts of firm
and nonfirm energy. U.S. Dept. of Energy - Bonneville Power Adminis-
tration, 29 FERC 163,039, p. 65,123 (1984) <(administrative law Judge's
findings of fact), affirmed, 36 FERC 161,335 (1986). This fact and
underlying legislation, described in the text, make it clear that no
distinction between firm and nonfirm transactions need be drawn.
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Support for this proposal is found in two of BPA's organic statutes.
Section 6 of the Regional Preference Act, 16 U.S.C. §837e, states that
Intertie capacity "which is not required for the transmission of Federal
energy ... " shall be made available for transmission of other electric
energy. Section 6 of the Federal Columbia River Transmission System Act,
16 U.S.C. §838d, provides that "[tlhe Administrator shall make available to
all utilities on a fair and nondiscriminatory basis any capacity in the

federal transmission system which he determines to be in excess of the

capacity required to transmit electric power generated or acquired by the

United States" (emphasis supplied).

The United States Court of Appeals held in Department of Water and Power

v. BPA, 759 F.2d 684, 692 (9th Cir. 1985) that these statutes require BPA to
"reserve sufficient Intertie capacity not only for its current needs but also
for its 'foreseeable' future needs, so long as the agency does not compete
with other utilities on the mere speculation that it 'may have energy
available' sometime in the future to sell to the same customer." The
availability of nonfirm energy generated at Federal hydro projects is not a
matter of speculation. "In four out of five years, large amounts of nonfirm

energy are available because streamflows seldom are anywhere near as low as

historic records." U.S. Dept. of Energy - Bonneville Power Administration,

29 FERC 163,039, p. 65,123 (1984) (administrative law Jjudge's findings of
fact).

BPA has never utilized a Federal-first policy to determine who may use the
Intertie. Allocation methodologies date back to the "Exportable Agreement"
(Contract No. 14-03-73155), executed in 1969. This contract among BPA and
Northwest generating utilities allocates Intertie capacity when the Federal
hydro system faces spill -- the condition in which flood-control restrictions
on the system force water to be "spilled" past turbines without generating

B0



electricity. 3/ The Exportable Agreement allocates Intertie capacity on the
basis of each Northwest seller's declared surplus energy in relation to total
Northwest declared surplus supply.

Without a policy that provides for long-term transactions, this
share-and-share-alike arrangement still makes it difficult for utilities to
engage in firm power transactions over the Intertie. There is nothing in the
Exportable Agreement to ensure that a utility's pro-rata share of Intertie
capacity during spill conditions will be sufficient to cover any firm
obligations. In this sense, the Exportable Agreement makes all Intertie
wheeling service interruptible -- with two specific exceptions. 6/

Both the Interim IAP and the NTIAP carried forward the Exportable
Agreement's pro-rata sharing concept, denominated "Condition 1." The 1986 and
1987 draft LTIAPs also utilized Condition 1.

BPA's Interim IAP, NTIAP, and draft final policies have also shared
Intertie capacity among Federal and nonfederal utilities during all other
Northwest energy supply conditions. Condition 2 is declared when the Federal
hydro system is not 1likely to spill, but energy supply declarations by
Northwest generating utilities exceed available Intertie capacity. Each
utility then receives a pro-rata allocation of capacity. Condition 3 is
declared when the Federal hydro system is not likely to spill and energy
supply declarations by Northwest generating utilities are less than the
available Intertie capacity. Each utility receives capacity to transmit its

full declaration; extraregional utilities have access to remaining capacity.

5/ Spill occurs when river flows exceed the generating capability of a
particular hydro project or when flows exceed the demand for power.

6/ Firm wheeling was provided for two seasonal exchange transactions
involving WWP, SCE, and SDG&E.
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In reviewing the Interim IAP, the court of appeals upheld BPA's action to
reserve a pro-rata share of Intertie capacity for Federal sales under the
three conditions. Responding to an allegation that BPA should be required to
compete with other Northwest utilities for Intertie access, the court wrote in

Department of Water and Power v. BPA, 759 F.2d at 692:

it is clear from the legislative history that Congress did
not intend BPA to compete with other Northwest utilities
for access to the Intertie. The theme of the [Preferencel
Act 1is that BPA, as owner and operator of the Intertie,
should be allowed preference in transmission of its
electricity as necessary to meet its statutory mandate of
being self-financing. Only if the agency still has
capacity remaining on the Intertie after it has sold
available and foreseeable power, is it required to make the
Intertie available to other utilities.

The court has not addressed directly the question of whether we must
reserve for BPA Intertie capacity greater than a pro-rata share. This

Federal-first issue seems to be open for consideration under the LTIAP. 1/

B. Summary of Comments

The Exportable Agreement expires December 31, 1988. BPA's total require-
ments customers therefore suggest that we face a new decisicn about allocating
Intertie capacity for spot-market sales. These customers want us to adopt a
Federal-first policy that ensures that BPA retains enough Intertie capacity to
market all of its surplus energy. The DSIs claim that applicable statutes
require a Federal-first policy to ensure that the agency repays the Treasury

and keeps its rates to industrial customers as low as possible. Tr. 401.

7/ There are two discrete issues pertaining to Formula Allocations. The
first issue deals with BPA's usage in relation to nonfederal utilities.
The second issue relates to the appropriateness of making an individual
allocation of capacity available to each nonfederal wutility in' the
Northwest. This part of the decision deals with only the first issue.
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Speaking for utilities that rely on BPA for their total energy require-
ments, WPAG states the argument for a Federal-first policy most strenuously.
WPAG would reduce the capacity made available to nonfederal utilities and
impose a new charge on the capacity we make available:

[After the Exportable Agreement expires] BPA will have no
contractual obligation to continue this sharing of Federal
Intertie capacity with non-Federal entities. It appears
that continuation of Formula allocation will cause BPA to
lose about $50 million annually. It is time for BPA to
discontinue this practice of giving up Federal Intertie
capacity it could use in order to facilitate non-Federal
sales. BPA should either commence a policy under which it
takes whatever amount of Intertie it needs for nonfirm
sales, or imposes a fixed per kilowatt charge on non-
Federal utilities to reimburse it for revenues foregone due

to operation of the Formula allocation provisions. WPAG,
#3-201, p. 5.

NGPU also supports a Federal-first policy but recognizes that such a
policy choice would be controversial. While NGPU believes that BPA should not
become the "deep pocket" for the région by adopting a policy which harms its
revenues, NGPU admits the problems associated with adopting a Federal-first
policy:

BPA would likely achieve its greatest revenues under such a
policy although there would be severe utility and political
unrest. BPA has long since abandoned such a policy...We
understand the need for cooperation within the utility
industry and the desire to share markets and try to operate
the power system as if it is under one ownership. NGPU,
#3-100, p. 2.

Other total requirements customers supported a "Federal-first" policy,
arguing that BPA owes them a responsibility to maximize revenues through
Federal sales over the Intertie. Umatilla Electric Coop., #3-104, p. 1;
Benton Electric Coop., #3-163, p. 1; Big Bend Electric Coop., #3-90, p. 1
Clark County, Wash., PUD, #3-109, p. 2; Harney Electric Coop., #3-103, p. 1;
NGPU, #3-100, p. 2; NIU, #3-081, p. 1; Ferry County, Wash., PUD, #3-83, p. 1;

Vigilante Electric Coop., #3-139, p. 1.
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The CEC also supports a Federal-first policy by which BPA would reserve
enough capacity for its own needs. CEC Chairman Imbrecht believes BPA "should
reserve to itself, on a long-term basis to deliver, capacity sufficient to
deliver the surplus firm power and nonfirm energy that it is reasonably likely
tc market." Tr. 419. Under CEC's alternative Formula Allocation methodology,
no nonfecderal utility would gain access to the Intertie until "[alfter BPA's
allocation has been sold ... ." CEC, #3-218 (Attachment 1). Also, CEC
proposes that "BPA could restricf competition with its sales .when it is
selling at or below [its] ‘'cost-based' [nonfirm energyl rate, but permit
competition with its sales when it sets a rate higher than its fully allocated
cost." CEC, #3-218, p. 16.

This recommendation contains a qualification, however. Chairman Imbrecht
would also require BPA to limit its Intertie usage each hour to "capacity
necded to deliver its actual sales for that hour." Id. CEC does not explain
how we might preschedule Intertie usage 24 to 72 hours in advance, based on
actual sales which may or may not materialize later on a real-time basis.

Among California utilities, SDG&E supports a policy under which "BPA
simoly setls] aside a fixed amount of Intertie capacity needed for its own use
and makels] the remainder available for wuse by willing buyer and seller
utilities on a fair and non-discriminatory basis." SDG&E, #3-196, p. 1.

Another Ca]ifofnia utility, PG&E, also advances as one of three
alternative policies a Federal-first proposal whereby we would reserve
twc-thirds of the availaple Intertie for BPA's energy sales. PG&E, #3-188,
appendix, pp. B-2, B-3. The remaining one-third would be made available as a

block toc nonfederai utilities. Id. he will adaress this PG&E alternative in



As one would expect, Northwest generating utilities unanimously oppose a
Federal-first policy. They support continuing the allocation methodologies
used in past Intertie access policies that gave BPA no more than a pro-rata
share of capacity. For example, PGP concludes:

The idea of setting aside intertie capacity for BPA's
nonfirm energy transactions and in effect, reducing any
non-federal utility's Formula Allocation so that BPA can
sell all of its energy is not economic, is inefficient, and
is illegal. PGP, #3-194, p. 8.

These are strong words, left unexplained in PGP's comments. However,
PGP's message is unescapable: the LTIAP should not reduce publicly owned
utilities' sales over the Intertie. In its reply comments, PGP suggests that
nonfederal utilities would react to a Federal-first policy by using their own
nonfirm energy to serve their loads and thus displace firm BPA power sales.
Id. PGP is supported by the Tacoma, Seattle, Eugene, and Chelan publicly
owned generating systems. TCL, #3-130, p. 1; SCL, #3-136, p. 1; EWEB, #3-137,
p. 1; and Chelan, #3-121, p. 1.

PPC, which represents a consortium of public generating and nongenerating
utilities, sided with the former on this issue. It asks "that some kind of
allocation mechanism be continued under Condition 1 and 2." PPC, #3-125, p. 4.

Investor-owned utilities also side with the public generators. WWP claims
the present allocation system is supported by existing law and ensures
widespread use of this regional resource among Northwest generators. WWP,
#3-122, pp. 22-23. Allocation of Intertie capacity adds to the transmission
resources of Northwest generating utilities. Id., p. 22. See comments of
Montana Power Co., Utah Power and Light Co., and the Intercompany Pool: MPC,
#3-111, p. 1; UP&L, #3-191, p. 1; ICP, #3-131, p. 1, and ICP, #3-199, p. 4.

PSP&L opposes any Federal-first policy. It states that BPA is not

entitled to receive any "preferential or disproportionately large allocation
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of Intertie capacity for nonfirm transactions.” PSP&L, #3-117, p. 5.
However, in oral comments PSP&L seemed to argue both for and against
Federal-first. On the one hand, it claimed that "the idea of BPA-first is
something that never arose during the [1964] Intertie negotiations."

Tr. 479. On the other, PSP&L argued that the Intertie was a regional resource
which BPA would use for its own purposes, "the balance of which would be made

available to the Region and allocated appropriately within the Region." Id.

c Analysis and Decision

A strong case can be made for a Federal-first policy in terms of BPA
revenue needs. However, this alternative would effectively prohibit the use
of Intertie capacity for firm power transactions between Northwest nonfederal
utilities and California. Nonfirm energy transactions by nonfederal utilities
would also be greatly curtailed. We do not believe that all commenters who
advocate Federal-first are aware of this outcome of their proposal.

A more balanced approach allows nonfederal utilities to share Intertie
capacity while still permitting BPA to sell all of its firm surplus power and
large amounts of nonfirm energy. Of course, this decision causes some
jeopardy to our ability to recover costs and meet Treasury obligations: we
would utilize less Intertie capacity to make fewer sales. However, commenters
such as PSP&L are correct in observing that the Intertie was envisioned as a
resource available to nonfederal utilities. The statutes cited above have
been interpreted by BPA and the court of appeals to grant the Administrator
substantial discretion in exercising business Jjudgment to balance these
conflicting objectives.

Another point to be considered 1is that Federal-first would cause
nonfederal generating utilities to use their energy to displace BPA power
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sales in the Northwest. Maximum Federal wusage of the Intertie shifts
nonfederal energy to Northwest markets presently served by BPA.

There are other ways of addressing the concerns of total-requirements
customers and the Treasury. First, the LTIAP will provide that BPA utilizes
at least its pro-rata share of Intertie capacity for Federal spot-market sales
during each Formula Allocation condition, regardless of decisions about
continuing allocations for nonfederal utilities. Second, we are adopting the
"true-up" adjustment in Conditions 1 and 2 for application when BPA is unable
to utilize its full Intertie allocations. Third, we are preserving pro-rata
allocations for BPA and nonfederal utilities during Condition 1, when spill
conditions are most likely to drive our price below the cost of providing
spot-market energy. Fourth, the LTIAP will allow us to increase Federal
allocations under all conditions when necessary to minimize revenue losses
from emergency actions taken to protect fish in the Columbia basin. Each of
these provisions is described later in this decision.

We stress the importance of reserving Intertie capacity for BPA under each

Formula Allocation condition. This follows the holding in Department of Water

and Power v. BPA, 759 F.2d 684, 692 (9th Cir. 1985) ("it is clear from the

legislative history that Congress did not intend BPA to compete with other
Northwest utilities for access to the Intertie"). Each revenue-protective
measure in the LTIAP depends on a pro-rata share of Intertie capacity for BPA.

When we fail to make sales, one of two things must occur. Either our
costs must be borne by our total-requirements ratepayers or the Treasury is
not repaid. Because the Treasury is the last creditor in lTine, BPA's payments
to the U.S. Treasury are impacted the most. We believe we have a
responsibility to establish policies that ensure that BPA sells a significant
amount of its surplus. Failure to do so puts at risk BPA's other customers
and our ability to make Treasury payments.
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It is not reasonable to suggest that we incur revenue losses to be
recovered through rate increases to our Northwest customers. As explained
above, our total requirements customers have a strong statutory argument --
apparently supported by many in California -- that we should adopt a
Federal-first policy to maximize Federal sales over the Intertie.
Additionally, we are guided by the directive to provide "the lowest possible
rates consistent with sound business principles." Imposing some of the cost
of power sold to California on our Northwest customers is not consistent with
that directive. By rejecting Federal-first, we incur an obligation to provide
these customers with rate stability through alternative means. First among
these alternative protections is the reservation of Intertie capacity for
BPA's spot-market sales.

If the revenue-protective measures adopted in the LTIAP prove unworkable
or unduly controversial, the obvious remedy is not more Intertie access for

nonfederal utilities. Instead, it is Federal-first.

ISSUE NO. 2: How should BPA compensate for side effects of the Regional
Preference Act that impair its ability to sell energy in
the spot-market?

REFERENCE : 1987 draft policy §5(c)(1)(B)(ii)
Final LTIAP §5(c)(1)(B)(ii), §5(c)(2)(B)

A. BPA Proposal

One feature of the 1987 draft was a proposal to compensate for an
inhibition of our ability to sell spot-market energy caused by the Northwest
Regional Preference Act, 16 U.S.C. §837, et seq. MWe face a serious revenue
problem because of the Regional Preference Act requirement that we quote our

energy price to Northwest utilities before making any sale to California.
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Northwest demand at our quoted price determines whether energy is surplus to
the needs of the Northwest and available for sale to California.

This requirement was intended to give our Northwest customers a first
right of refusal on energy before it is marketed to the Southwest. However,
the requirement also allows Northwest utilities, which are both our customers
and our competitors, to know BPA's price even when we do not know their
prices.

The market for power in California is often less than available Intertie
capacity because of California minimum generation requirements. When this
situation occurs during Condition 1, Northwest utilities are able to employ
their knowledge of the BPA price to undercut the BPA price. They can use
their allocations to cut our hourly sales to a small Southwest market just
when we have the least ability to store water for future energy sales. 8/
If a "real-time" BPA pricing iteration were even possible, we would again be
required to announce our new price to the Northwest. Regional preference
makes BPA a "sitting duck" for its Northwest competitors. We can waste hydro
energy, by spilling, in a situation where competition cannot work properly
because of the special competitive advantage provided to our competitors under
the Regional Preference Act. As the Intertie is expanded and Southwest
utilities bring on new generation that cannot be displaced with spot-market
purchases, the frequency of this problem will increase.

The 1987 draft policy reduced BPA's vulnerability by reducing the size of
Scheduling Utility allocations. We did this by 1limiting Intertie capacity
available for allocation to the size of the California market in Condition 1
situations when market size was less than Intertie capacity. The 1987 draft

allocated Intertie capacity to Northwest utilities based on the size of the

8/ This problem can occur during Conditions 2 and 3 as well. However, we
have greater ability to store water under those circumstances.
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market in California at BPA's then-applicable rate.

Before making this proposal, we set out to assess its revenue impacts.
Analyses indicate that BPA would lose approximately $16.4 million in 1989 if
we did not rectify this problem. This loss would decrease to $10.7 million in
fiscal year 1992. Beyond 1992 the loss is expected to increase, mainly due to
projected fuel price increases. See BPA staff Analysis of Condition 1:
Intertie Allocation Alternatives (January 6, 1988).

Allocations based on market size would not necessarily cause the Intertie
to be underutilized. Purchasers with low decremental costs may choose to
displace those resources with additional energy purchased at BPA's market
expansion rates after the first allocations are made. Tr. 36, 203.

During public meetings in January 1988, we heard many criticisms of the
latest proposal. On January 27, 1988, we therefore advanced an alternative
that would (1) allocate Intertie capacity without regard to California market
size, but (2) allow BPA to increase ("true-up") its Condition 1 allocations on
subsequent days if its sales into a small California market were cut below its
pro-rata share of that market by Northwest competitors with their knowledge of
BPA's price. Another notable change in the January alternative is that it

does not require us to determine California market size based on price.

B. Summary of Comments

This issue drew comments from both California and the Northwest. The 1987
proposal is opposed by Northwest investor-owned utilities and California
utilities and regulators. Some prefer adoption of the January alternafive.
On the other hand, Northwest public generators favor the 1987 proposal.

ICP objects to allocating to the market size because of the incentive it
gives BPA to determine market size. On behalf of Northwest IOUs, ICP states:
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Bonneville has provided itself rate flexibility over a very
wide range. Based on its own selection of nprice,
Bonneville will determine the size of the market. Setting
a high price can make the market, and resulting allocation,
very small. ICP, #3-119, p. 7.

Utilities in California echo this concern. SCE comments that allocating
access based on BPA's determination of the California market "constitutes
classic price fixing." SCE, #3-187, p. 16. See also CtC Chairman Imbrecht's
comments, Tr. 417; and SDG&E, #3-196, p. 2. SMUD and SCE also express concern
that the 1987 proposal, if adopted, would leave portions of the Intertie
unused. SMUD, #3-183, p. 3; SCE, Tr. 435.

ICP indicates that the proposal discussed at the January 27 public meeting
nsolves our concerns about ... allocation to a market." ICP, #3-119, p. 8.
WPAG's total-requirements customer membership agrees:

Of the two proposals offered by BPA, it appears that the
most recent offering would be the most workable. It
eliminates the notion of allocating to the market, which
seemed to raise serious problems. WPAG, #3-123, p. 13.

The following parties also find the January 1988 alternative preferable to
the 1987 proposal: MPC, #3-111, p. 6; PG&E, #3-188, p. 31; TANC, #3-182,
p. 3; WAPA, #3-189, p. 2; and WWP, #3-122, p. 21.

In contrast, Northwest public generating utilities tend to favor the 1987
draft LTIAP. EWEB comments that:

[Alllocating to the Southwest market will assure BPA of a
fair share of the market, thus providing a measure of
Federal revenue protection by reducing non-federal
opportunities to undercut price. Second, non-federal
utilities will avpid the need to pay for wheeling costs
associated with allocation that are greater than the
market. EWEB, #3-200, p. 5; see also City of Port Angeles,
#3-71, p. 1.

PGP also states that BPA should retain the proposal in the 1987 draft
policy. PGP, #3-194, p. 6. To prevent portions of the Intertie from going
unused, PGP suggests that Condition 1 could occur in two steps. "[Tlhe

allocation is made first at BPA's applicable rate. Then, BPA should allocate
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remaining Intertie access based upon markets available through BPA's market
expansion rate." Id.

PGP believes that the true-up mechanism will introduce marketing uncer-
tainty for nonfederal utilities. PGP, #3-194, p. 7. SCE fears that "BPA's
proposal will eliminate nonfederal allocations when BPA's energy is uneconomic

to the Southwest because BPA over-prices its energy." SCE, #3-187, p. 18.

C. Analysis and Decision

Given the support for our 1988 alternative proposal from a cross section
of interest groups, we see no reason to adopt the 1987 proposal that
Condition 1 allocations ever be based on market size. The 1988 alternative
satisfies the conflicting concerns about market manipulation and revenue
protection.

We will attempt to utilize the full capacity of the Intertie during every
Condition 1 hour. The BPA price will be known in advance to our Northwest
customer/competitors pursuant to the Regional Preference Act; however, that
price will not be used to limit the spot-market. In determining Intertie
access, BPA will not need to estimate the market at any rate. Purchasers and
sellers may negotiate any price. See Tr. 816.

SCE expressed some concern that even the true-up alternative might give
BPA some ability to manipulate a market. We do not think that this will be
the case. After all, the true-up would operate only when (1) the Federal
hydro system is either spilling or facing likely spill, and (2) we are losing
sales to Northwest competitors knowledgable of our price. On subsequent days,
the true-up provides us with some opportunity to minimize spill conditions,
or -- if we are not actually spilling yet -- utilize any unsold energy we were
able to store on the first day. This is hardly a situation in which we would
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offer energy at "excessive prices." Compare, SCE, #3-187 p. 18. It is not
unlikely that our asking prices would actually decline on subsequent days even
with the true-up. There would seem to be little if any upward pressure on
price, and Northwest customer/competitors would not know any clear BPA pricing
pattern in advance of the notice required under the Regional Preference Act.

No one disputes that the Regional Preference Act causes BPA a revenue
dilemma, especially at times when we face spill on the hydro system. The
true-up alternative is the least obtrusive remedy. 3 We believe that it
avoids any implication of market manipulation.

Under Condition 2 the Regional Preference Act side effect is somewhat less
critical. However, BPA still loses sales by absorbing the difference between
the actual market and the allocated capacity of the Intertie. The LTIAP,
therefore, now includes a true-up for Condition 2. Since we are more removed
from actual spill conditions, Condition 2 true-up is optional rather than
automatic. This provision protects BPA's revenues.

It is true, as PGP suggests, that the true-up provision will cause some
marketing uncertainty for nonfederal utilities. This uncertainty has hereto-
fore been borne by BPA and its total-requirements customers. The true-up

mechanism spreads this uncertainty among other sellers of spot-market energy.

9/ Energy sold by BPA under the operational mitigation provisions of policy
section 4(d) will be credited against the true-up account.
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ISSUE NO. 3: Should Federal allocations be increased to minimize revenue
losses from emergency actions taken to protect fish?

Reference: 1987 draft policy §5(a)
Final LTIAP §5(a)

A. BPA Proposal

On occasion, water must be released from Federal reservoirs in quantities
sufficient to cover fish spawning areas, facilitate downstream fish migration,
or achieve other measures to protect fish resources. Sometimes, we first
learn of the need for these water releases only after Formula Allocations have
been established under section 5 of the LTIAP. Without an override provision
to increase BPA's allocation, we could be forced to spill water past hydro
turbines without generating electricity. The 1987 draft policy gives us the
flexibility to increase BPA's allocation when necessary to 1limit revenue

losses associated with actions to protect fish in the Columbia River basin.

B. Summary of Comments

Only two parties commented on this issue. ICP objects to BPA "reserving
the right to wipe out nonfederal allocations whenever BPA's fish and wildlife
requirements, such as water budget, would otherwise cause spill on the Federal
system." ICP, #3-119, p. 10. See also Tr. 378. The other comment comes from
PSP&L: "BPA may not reduce the amount of Intertie capacity available for
Formula Allocation to ... 'minimize revenue losses associated with actions

taken to protect fish in the Columbia River drainage basin.'" PSP&L, #3-117,

p. 5. Neither commenter elaborated on its position.
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C. Analysis and Decision

The LTIAP retains this provision, which is necessary to cover those
situations when BPA must take emergency actions to protect fish and wildlife;
for example, when entities managing the fish and wildlife resources in the
Columbia River Basin call us on short notice to release water. We need to
protect BPA's revenues from unforeseen releases of stored water.

This provision will accomplish three objectives. First, it gives BPA the
ability to act quickly to protect fish resources in the Columbia River Basin.
When the situation arises, we will not be forced to call the scheduling
utilities and rely on their good will to relinquish a portion of their
allocations. This will save time. Second, it reduces all allocations
proportionally, thereby equitably spreading the impact among all utilities.
Third, it protects us from unnecessarily losing revenues due to circumtances
beyond our control.

We stress that the provision covers only extreme circumstances in which
BPA lacks sufficient prior notice of the need to change the water release and

therefore has been unable to make an adequate declaration.

ISSUE NO. 4: How much flexibility should we incorporate into the
criterion for implementing Condition 1?

REFERENCE: 1987 draft policy §5(c)(1)(B)
Final LTIAP §5(c)(1)(B)

A. BPA Proposal
Under both the 1986 and 1987 draft policies, BPA declares Condition 1 when

the Federal hydro system is in "spill or likelihood of spill." This criterion
is intended to provide our schedulers with enough flexibility to avoid spill
whenever possible. A more rigid definition would push us closer to the time
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when flood control restrictions force spill. Once the Federal system begins

spilling, water cannot be stored for later sale and hydro energy is wasted.

B. Summary of Comments

Of the California utilities and regulators only SMUD and PG&E commented on
this issue. BPA's total requirements customers offered no comments.

Northwest generating utilities, public and private, ask that BPA should
quantify the definition of "spill or 1likelihood of spill." Although these
comments are short on elaboration, we discern that generating utilities
believe we will use the flexibility of the proposed criterion to advantage BPA
in relation to nonfederal sellers. PP&L asks us to bound our flexibility with
a definite limit, such as likelihood of spill over the next 30 days. PP&L,
#3-138, p. 2. PGP states, "We encourage BPA to 'announce' a condition based
on anticipation of spill within a reasonable period of time, or upon a
determination by BPA that energy would be wasted otherwise." PGP, #3-194,
p. 8; see also ICP, #3-119, p. 6; PSP&L, #3-117, p. 9.

Among some IOUs, this concern is coupled with dissatisfaction about the
Condition 1 Hydro Cap proposal. The Hydro Cap would have given dispropor-
tionately large Condition 1 allocations to hydro systems such as BPA's. IOUs
did not want the LTIAP to give an impression that only hydroelectric energy
would be transmitted during Condition 1. E.g., PP&L, Tr. 218.

SMUD states that "the definition of Condition 1 should be made more
precise, particularly since there may be significant incentive for BPA to
declare Condition 1 if the proposed mitigation measures are adopted." SMUD,
#3-183, p. 3. PG&E in its proposal for a preferred long-term Intertie access
policy suggests that Condition 1 be determined by a condition of "spill or
imminent spill conditions." PG&E, #3-188, p. 35.
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C. Analysis and Decision

BPA schedulers do not believe they can manage the Federal hydro system to
minimize the waste of hydro energy if they are constrained to an arbitrary
time 1limit such as the one proposed by PP&L. Anticipating a spill condition
is an operational determination that relies on the interplay of numerous
unpredictable factors, many subject to sudden change. Arbitrary constraints
Timit our ability to protect BPA when these conditions change.

The Northwest depends on the hydro power system for a large percentage of
its electrical needs. The runoff in this system is highly variable. Average
annual runoff is 134 million acre-feet (MAF), but in the past has ranged from
a low of 78 MAF to a high of 193 MAF. Monthly mean streamflows (unregulated)
can range from 40,000 cubic feet per second (cfs) in January to 1,24Q,OOO cfs
in May.

The hydro system consists of many small run-of-the-river projects -- with
limited daily or weekly storage -- and much larger "seasonal storage" projects
whose storage may be drafted over a year or more before emptying or
refilling. Since streamflows do not occur in the same pattern as electric
energy requirements, water is used as a storage medium for potential energy.

The streamflow pattern 1is requlated into a more wusable '"shape" by
controlling project outflow to store energy when natural streamflows exceed
load requirements and to release stored energy when needed. Total storage
capacity of the system is only about 42 MAF -- significantly lower storage
capacity than average runoff. Thus, the hydro system has the potential of
producing about 12,000 average MW (aMW) of "firm" energy during low runoff
conditions. It can generate about 16,000 aMW on a long-term avérage basis and
about 19,000 aMW in a high runoff year. This means that in planning the
coming year there is an additional unknown factor. Up to 7,000 aMW of nonfirm
energy may or may not be available.
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In January, the first snowpack measurements and forecasts of spring runoff
are made. Flood control curves are developed to prevent flooding in the
spring, and refill requirements are developed to ensure that firm loads are
met and reservoirs refill by July 31. This would not be difficult if accurate
forecasts of the January-through-July runoff were available. However, the
January forecast is based on actual snowpack and projected precipitation
through July. Actual precipitation can vary greatly from projections. Since
most storage reservoirs and drainage areas are relatively remote, Tlittle
accurate data are available on amounts of snowpack loss or gain between
surveys.

Even with January-through-July runoff projections updated monthly, flood
control requirements may cause a hydro project to be run full-load one month
and at minimum the next month to permit refill because of an unexpectedly low
snowpack measurement. The closer to July, the more accurate the forecast,
since less of it is based on forecasted precipitation. If a reservoir is not
drafted enough, flood control will force water to be spilled, a loss that can
run to tens of thousands of dollars per hour. With an annual runoff that
varies between about 60 percent and 145 percent of normal, and limited storage
space, hydro operations is really a continual balancing act between maximizing
revenues and the need to refill annually for recreation, fisheries, and to
assure future energy needs.

In this context, a 30-day 1imit on determining the "likelihood of spill"
seems completely arbitrary. Of course, what we call flexibility, others call
ambiguity. However, this tension has existed to some degree since the Inter-
tie went into commercial operation. The Exportable Agreement, which has
governed similar situations since 1969, covers situations where BPA schedulers
anticipate "electric energy of the Federal Columbia River Power System ...
which would otherwise be wasted because of the lack of a market therefore in
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the Pacific Northwest at any established rate ... ." Subjective 'terms in this
criterion, which simply repeats language from section 1(c) of the Regional
Preference Act, obviously leave much discretion to BPA's schedulers.

During the pubiic meetings, no one rebutted the BPA chief scheduler's
statement that we have been able to explain, after the fact, decisions to
implement Condition 1 in the past. Tr. 214. On a prospective basis, however,
"we're not capable of forecasting all the kinds of conditions we can get
into." Id. Therefore, the criterion of the 1987 draft is retained in the
final LTIAP.

PG&E asks us to use "imminent spill" as an implementing criterion.
"Imminent" is defined as "likely to occur at any moment." Random House
Dictionary, 1980. Under such a narrow definition, we could not avoid
unnecessary spill. This appears to be a problem of semantics. PG&E's
proposal is intended to give our system schedulers some degree of flexibility;
however, the "imminent spill" criterion fails to meet this objective.

Regarding SMUD's concern about mitigation requirements for Assured
Delivery contracts under the LTIAP, we discuss below the mitigation charge

alternative open to any utility as an alternative to Condition 1 mitigation.

ISSUE NO. 5: Should the LTIAP incorporate the "Hydro Cap" limit to
increase allocations for BPA and other predominantly
hydro-based utilities during times of likely spill?

REFERENCE: 1987 draft policy
Final LTIAP

A. BPA Proposal

The 1987 draft policy calls for BPA and Northwest scheduling utilitie: to

declare surplus energy available for export. Whenever the Ffzderal hydro
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system is 1likely to spill, each seller would receive a share of Intertie
capacity approximating the ratio of its hydro capacity to total Northwest
hydro capacity, multiplied by "available Intertie capacity." This sharing
based on hydro capacity is called the "Hydro Cap." Since Condition 1 is in
effect during times of 1likely spill, we proposed that allocations favor hydro
generation over thermal generation. The Hydro Cap gives larger allocations to
BPA and other sellers whose generation mix is predominately hydro. Tr. 219.

We responded to criticisms of the Hydro Cap by advancing an alternative at
the public meeting of January 27, 1988. Tr. 804. The proposal eliminated the
Hydro Cap and based allocations on all surplus energy declared by Northwest
sellers. This January 1988 proposal also contained the "true-up" mechanism

described earlier in this decision as a method of protecting BPA revenues.

B. Summary of Comments

Publicly owned generating utilities objected to the Hydro Cap when it was
first proposed in the 1986 draft policy. They 1labeled the provision an
"overkill" solution that provided BPA with excessive allocations. EWEB,
#1-082, p. 6; PGP, #1-056, p. 18; SCL, #1-090, p. 15. After the 1987 draft
policy was released, however, the public generators changed positions. They
now appreciate that as hydro systems they too would stand to benefit:

The Hydro Cap 1is the appropriate method of allocating
Intertie capacity while BPA is in a spill condition.
It is drrelevant and irresponsible to include thermal
generation in the allocation of Intertie capacity while the
Northwest's hydro resources are being spilled. EWEB,
#3-200, p. 5.

Seattle concurs, stating that a "policy ... where thermal resources are

running [at the samel] time hydro is spilling, is a policy that is not in the

best interests of anybody in the region." Tr. 844. PGP and APAC also support
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allocations based on the Hydro Cap. APAC, #3-110, p. 2; PGP, #3-124, p. 8.
Northwest investor—owned utilities have more balanced mixes of thermal and
hydro resources. PP&L sums up the position of those who oppose the Hydro Cap:
To limit a Scheduling Utility's formula allocation to hydro
capacity unfairly penalizes those utilities who, in
cooperation with the rest of the Northwest, developed
thermal resources under the Hydrothermal Program to ensure
regional adequacy. It also appears that BPA's basis for
this discriminatory provision is unsound, since such an

allocation basis has no link to the actual total regional
energy surplus. PP&L, #3-138, p. 2.

See comments of ICP, #3-119, p. 6; MPC, #3-212, p. 2; and WWP, #3-122, p. 23.

Washington Water Power Co. addressed the public generators' fear that
removal of the Hydro Cap would cause Northwest utilities to spill hydro
resources while thermal resources were operated to sell energy over the
Intertie. WWP's Vice President Bryan stated:

I think the point needs to be made that once we make a
preschedule, that doesn't mean that we don't talk to each
other during the day. And at any time that a thermal
resource is operating and somebody else in the Northwest
has a hydro facility that has surplus and [is] spilling, my
company is always willing to take energy in to displace
that thermal. We talk to each other hourly as to what's
going on in our systems, so I think the issues of operating
thermal plants and having hydro plants spilling Jjust
doesn't make sense. Tr. 845.

Pacific Power & Light also indicated that it is always willing to displace
its thermal with hydro: "If there is energy out there to buy, we'll buy at
any time, on an hourly basis, generally." Tr. 846.

Public utility commissions addressing this issue oppose the Hydro Cap.
The Wyoming Public Service Commission supports the Ious' claim that fairness
dictates that BPA does not use the Hydro Cap in determining allocations under
Condition 1. It states that "thermal generation which is available to the
Pacific Northwest during drought conditions, benefits all of the Pacific
Northwest including Bonneville. Since Bonneville derives such a benefit it

should then give some consideration to these facilities and their owners when
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the Pacific Northwest is experiencing surplus conditions." WPSC, #3-73 p. 1.
The Oregon Public Utility Commission prefers an alternative of allocating
available capacity to all resources with a variable cost less than the BPA
nonfirm energy rate._ OPUC, #3-134, p. 2.

Two California commenters further the argument laid out by the Northwest
IOUs. TANC recognizes that when the Northwest is in Condition 1, "there will
be base loaded thermal units operating which will be contributing to the
surplus condition as well as hydro." TANC believes those utilities should be
allowed access to the Intertie during Condition 1. TANC, #3-182, p. 3. SCE
also favors abandoning the Hydro Cap. SCE, #3-187, p. 17.

During the January public meetings, those favoring the Hydro Cap advanced
a new concern about its elimination. EWEB made the point that "uneconomical
resources, such as combustion turbines, could be included in a utility's
declaration without any intention by the utility to actually operate them."
EWEB, #3-137, p. 4. This is a fear that the thermal-based systems will seek
to inflate their Condition 1 allocations by declaring surplus energy from
every possible source, including high incremental-cost combustion turbines
which operate only on occasion to meet a utility's peak load and do not
contribute to a utility's hourly energy surplus. Tr. 822.

A response to this second concern was provided by ICP director Merrill
Schultz who pointed out that over-declaration has never been a serious problem:

[Tlhere is always the potential of people over-declaring.
It hasn't happened. There are good reasons that it hasn't
happened. There are people watching. Occasionally, you
get stuck with your declaration and have to make good on
it. Tr. 830.

As we understand Mr. Schultz's point, it is that utilities would be wary
of inflating their declarations with gas-turbine energy at incremental costs
of 40 to 50 mills/kWh. Any abuse would become apparent if that utility

succeeded in inflating its allocation and then left it unused because its
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50-mil1l resource would command only 18 mills/kkh in a Condition 1 market.
Late in the process, PGP offered a compromise proposal:

We are concerned that surplus energy declarations are often
manipulated to the detriment of BPA and other non-federal
utilities. As an example, we oppose inclusion of
uneconomic combustion turbines in a utility's declaration.
In order to enforce this proposal, we suggest that BPA
utilize the concept embedded in the Exportable Agreement,
and request, on an occasional basis, documentation which
identifies the resource composition of the surplus energy
declaration. PGP, #3-194, p. 5.

C. Analysis and Decision

When the Federal hydro system faces spill, other systems might not always
be in the same condition. The Hydro Cap could give disproportionately large
shares of Intertie capacity to hydro-based utilities when they may not face a
threat of spill, while frustrating the marketing activities of utilities with
hydro and thermal resources.

We also agree with the ICP that several factors deter over-declarations.
First, the take-or-pay feature of our 1S-87 transmission rate requires a
utility to pay for its allocation regardless of its actual use. Tr. 840.
Second, BPA monitors declarations and is aware of each utility's resources and
capabilities. We have not observed significant over-declarations under past
policies. Tr. 187. From time to time we can request documentation on each
utility's declaration as a further assurance against inflation. The content
and frequency of such requests are left for BPA power schedulers to resolve in
implementing the policy.

Given our adoption of the true-up mechanism and our decision about
Condition 1 allocations (discussed below), we do not believe that the Hydro
Cap is necessary to protect BPA revenues or avoid spill on the Federal hydro
system. Also, the Hydro Cap also does not appear necessary to protect
nonfederal utilities from spill.
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Section 2. Allocations Of Capacity To Nonfederal Utilities

ISSUE NO. 1: How should the policy differentiate between the spot-market
Intertie capacity requirements of Northwest and extra-
regional utilities?

REFERENCE: 1987 draft policy §6
Final LTIAP §§6, 8(b)

A. BPA Proposal

We proposed to distinguish between Northwest and extraregional needs by
limiting extraregional access to Condition 3. During times of Tikely spill on
the Federal hydro system and when Northwest surplus energy supplies could fill
the entire Intertie, we proposed to serve BPA and Northwest needs first. This
principle and our underlying legal position were reflected in earlier versions .

of the Intertie access policy expressly affirmed on review. Department of

Water and Power v. BPA, 759 F.2d 684, 694 (9th Cir. 1985) ("Congress intended

that the Intertie be used primarily for the benefit of Northwest and Southwest

utilities and not for the benefit of Canadian utilities"); California Energy

Commission v. BPA, 831 F.2d 1467 (9th Cir. 1987).

B. Summary of Comments

No California utility expressly requests that extraregional resources be
given Intertie access during Condition 1. However, they do request that
extraregional utilities be given access during Condition 2.

PGXE is most adamant in its comments on this issue. Its position is based
on legal argument. PG&E claims that 16 U.S.C. §837e and §838d make "no
mention of any distinction between utilities inside and outside the Pacific
Northwest." PG&E, #3-188, p. 9. PG&E further cites 16 U.S.C. §839f(d) and

§839f(i)(3) and concludes that there is "no basis in law for BPA to create a

- 44 -



priority in the provision of its transmission services for utilities within
the Pacific Northwest." Id.
Turning its attention specifically to Canadian extraregional utilities,

PGXE believes that both BPA and the court of appeals in Department of MWater

and Power v. BPA "misread" the legislative history of 16 U.S.C. §837e. PG&E

beljeves that language of the statute prohibits any distinction between the
Northwest and extraregional utilities.

British Columbia Hydro does not request Condition 1 access. Tr. 447-49.
BC Hydro has much greater hydro storage capability than the Northwest; it
rarely faces a spill condition. Instead, BC Hydro simply requests that we
abolish Condition 2 -- with 1its limitations on extraregional access -- when
the Northwest's firm power surplus decreases below 500 average MW. BCH,
#3-186, p. 2.

BC Hydro asks for clarification of section 6(b) in which it would receive
Intertie access under Condition 2 if it agreed to increased participation in
the Northwest's coordinated planning and operation in the Columbia River Basin

or to provide other consideration of value. BCH, #3-186, p. 2.

C. Analysis and Decision

We have decided to continue the limitation that allows extraregional
utilities Intertie access only during Condition 3. This limitation may be
relaxed in the future, as specified in section 6(b) of the policy. Tr. 240.

Our legal authority to grant Intertie access priority to Northwest
Utilities over extraregional utilities has been fully considered by the court
of appeals. The Court has held that Congress intended the Federal Intertie to
be used primarily for BPA's present and foreseeable needs. BPA has the
authority to establish the terms and conditions of nonfederal access to
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protect its ability to generate revenue to cover its costs and repay the
Federal Treasury.
Capacity excess to our needs must be provided on a fair and nondiscrim-

10/ Capacity surplus to the

inatory basis first to Northwest utilities.
needs of Northwest utilities must be made available on a fair and nondiscrim-
inatory basis to U.S. extraregional utilities. Capacity beyond the needs of
U.S. extraregional utilities may be made available to Canadian utilities.

Northwest utility priority is clear from the legislative history of the
Regional Preference Act and P. L. 88-511 <(appropriations for the Federal
portion of the Intertie). Congress's 1listing of the expected Intertie
benefits included only those arising from transactions between the Northwest
and Southwest. Al

The only exception was the narrow category of Canadian Treaty power which
has priority under section 6 of the Regional Preference Act, 16 U.S.C. §837e.
In all other respects, the legislative history states only that BPA "may"
contract with Canadian utilities for Intertie transmission of non-Treaty
Canadian power. H. Rep. No. 590, supra, p. 3350.

The cogrt also held that Congress did not establish equal priority for
extraregional utilities in section 6 of the Federal Columbia River Trans-
mission System Act. 759 F.2d at 694.

Recent legislative actions also support the distinction made between

regional and extraregional utilities. Section 9(i)(3) of the Northwest Power

10/ A change in this priority might result from a mutually beneficial arrange-
ment between BPA and an extraregional utility. Department of Water &
Power v. BPA, 759 F.2d 684, 694, n.14 (9th Cir. 1985).

11/ H. Rep. No. 590, 88th Cong., 2d Sess. pp. 2, 4 (1964); Conf. Rep.

No. 1822, 88th Cong., 2d Sess. 4, 7 (1964); Department of Interior, Report
to the Appropriations Committees ... Recommending a Plan of Construction
and Ownership of EHV Electric Interties Between the Pacific Northwest and
Pacific Southwest, p. 32 (1964).
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Act, 16 U.S.Cs §839f(i)(3), directs the BPA Administrator to provide trans-
mission and other services "unless he determines such services cannot be
furnished without substantial interference with his  power marketing
program ... ." This is broad discretionary language emphasizing the primary
obligation of BPA to cover BPA's costs and repay the Treasury and the
requirement to balance all other activities against this obligation. BPA
consequently has broad authority to determine that access for extraregional
power will substantially interfere with the BPA's power marketing program.

In 1985, four months after the Ninth Circuit issued its opinion in

Department of Water & Power, Congress passed an appropriations act authorizing

construction of additional Intertie facilities between the Northwest and
California. The act expressly provides:

Nothing in this Act or in the Memorandum [of Understanding

between the California utility owners] shall in any way

affect, modify, change, oOr expand the authorities or

policies of the Bonneville Power Administration under

existing law regarding ... transmission access.
P. L. 99-88, 99 Stat. 293 (1985) (emphasis added).

Late in 1986, Congress passed the Electric Consumers Protection Act,

16 U.S.C. §797Ce). A savings clause was inserted (§ 17(a)(4) and (7)) to
clarify that the Act was not intended to affect in any way the transmission
authorities of Federal power marketing administrations, such as BPA, or to
affect the Northwest Power Act. A colloguy on the Senate floor between

Senator Evans and Senator McClure, the Senate Energy Committee chairman,

indicated their intent that the Electric Consumers Protection Act not affect

BPA Intertie access policy upheld in Department of Water & Power:

[Tlhe authority of Federal power marketing agencies to
requlate access to transmission facilities owned by the
Federal government ... has recently been upheld against
court challenges ... and it is not the intent of this
Tegislation to alter or diminish that authority in any
fashion." 132 Cong. Rec. S.15388, October 6, 1986 (emphasis
added) .
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Priority access for regional utilities over nonregional utilities has a
sound policy basis, as well. First, Northwest generating utilities operate
their systems in a coordinated fashion with BPA. One major example is the
Pacific Northwest Coordination Agreement. Through this agreement, Northwest
generating resources are coordinated to produce the most power at the lTeast
cost from all of the region's generation, regardless of ownership. This
agreement and others depends upon assured access to the region's transmission
system to efficiently move power between utilities and from generation to load.

Second, most of the Northwest region shares the hydrologic
characteristics of the Columbia River system (which includes the Snake
system). It is the characteristics of this system which were the reason for
the construction of the Intertie in the first place. High spring flows
produce more generation than can be used in the Northwest and which is
valuable in California.

The Intertie was built primarily to move this surplus power to
California. Opening up the Federal transmission system on an equal basis to
extraregional utilities is contrary to Congress's intent to move Northwest

power out of the region when it is surplus and potentially spilled.

v\“\
ISSUE NO. 2: Should the LTIAP continue the Condition 2 and 3 %ﬁactice of
allocating individual capacity shares to\Scheduling
Utilities? ‘
REFERENCE: 1987 draft policy §§5(c)(2), 5(c)(3), 5(d)

Final LTIAP §§5(c)(2), 5(c)(3), 5(d), 5(e), 5(f)

A. BPA Proposal

Condition 1 exists when we face the likelihood oﬁﬁhpi]l on the Federal

hydro system. Pro-rata capacity allocations are madg\:::ng BPA and Northwest
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utilities on the basis of their surplus energy in relation to the total
Northwest surplus. There seems to be little controversy about the need for a
Condition 1 allocation methodology. Support for the basic concept of
Condition 1 allocations comes even from PG&E. PGXE, #3-188, p. 35; and PG&E
appendix, p. 7 ("During spill conditions the Intertie is allocated to its
capacity based on its declarations on a take or pay basis."). 2y

Nonfederal allocations during Conditions 2 and 3 have been far more
contentious. California utilities and regulators have arqued that the
practice of allocating individual capacity shares to nonfederal utilities is
anti-competitive and needlessly paternalistic toward the Northwest.

Condition 2 exists when we do not face a likelihood of spill, but decla-
rations of surplus energy from Northwest utilities exceed available Intertie
capacity. Pro-rata allocations are made to each Northwest utility declaring
surplus energy. 13/ In Condition 3, there is even less likelihood of spill
and available Intertie capacity exceeds declarations of surplus energy from
Northwest utilities. After Northwest needs are met, residual capacity is made
available first to U.S. extraregional utilities and then to Canadian utilities.

Competition. We have proposed Condition 2 and 3 allocation procedures
to offset the market power of california utilities over the southern portion
of the Intertie. Pro-rata allocations under Intertie access policies mirror
Intertie access in California. Four California utilities own approximately
80 percent of Intertie capacity in California. They are extremely reluctant
to share their wunused capacity among either themselves o©r nonowners (the

"California have-nots"). As a result, we cannot transmit our spot-market

12/ "Take-or-pay" obligations is apparently a reference to the IS-87 Intertie

transmission rate, which remedies over-declarations. Supra, p. 11.

13/ When there is sufficient energy within the Northwest to fi11 the Intertie,
BPA shares capacity with only Northwest utilities. Department of Water
% Power v. BPA, 759 F2d. 684, 693-94 (9th Cir. 1985).
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products to willing California buyers lacking transmission capacity. Also,
access restrictions in California reduce the price for Northwest energy --
including BPA energy -- below levels prevailing in a competitive market.

This is a major concern for BPA, which incurred a net expense of
$213 million in fiscal year 1987 and $65 million in fiscal year 1986.
Nevertheless, the 1987 draft policy sought to address California's concerns by
adding a new section 5(d), which ceased making individual allocations to
nonfederal wutilities under Conditions 2 and 3 when the third AC line was
completed. We concluded that California Intertie concentration would be
lessened by addition of this new line in which other California utilities
would have ownership. Under our proposal, nonfederal utilities would then
compete for access to a broader California market.

However, section 5(d) also contained a qualification designed to provide a
test of our conclusion about California market concentration:

. this provision will not be operative if the
Administrator determines that:

(1) even after commercial operation of the third AC,
Intertie access continues to be impaired for California
utilities presently lacking ownership in the southern
portion of the Intertie, or

(2) Southwest utilities utilize some pro rata scheme
to allocate energy purchases over the Intertie.

Indirect revenue effects on BPA. A second reason for LTIAP allocation

procedures has been concern about the indirect revenue effects of their elimi-
nation. Actions that depress nonfederal revenues from California sales harm
our balance sheet due to our statutory obligations to Northwest utilities.

A change in Formula Allocation procedures could depress the revenues of
Northwest utilities that receive $160 million in annual residential exchange

subsidies under Northwest Power Act section 5(c). See Pacificorp v. FERC, 795

F.2d 816 (9th Cir. 1986). Surplus energy revenues are used as a credit in
calculating each utility's "average system cost" under the program. Id. MWhen
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these utilities make less money on sales to California, it has the unfortunate
side effect of increasing their residential exchange payments. To some
extent, Congress has made BPA an insurer against the risk that Northwest
utilities fail in their own California marketing programs.

Different Formula Allocation procedures could also reduce the surplus
energy revenues of publicly owned generating utilities. These BPA preference
customers buy some of their power requirements from BPA, generate the rest
from their own resources, and also use their resources to generate surplus
energy for sale to california. If this energy fis not sold to California,

their recourse is to displace purchases from BPA without notice. City of

Seattle v. Johnson, 813 F.2d 1364 (9th Cir. 1987). Our "availability charge,"

upheld in City of Seattle, has been an incomplete and very controversial

remedy to this displacement problem. Two more challenges to the availability
charge are pending before the Ninth Circuit.

Throughout discussion of the 1987 draft policy, we asked the public to
consider ways in which section 5(d) might be implemented sooner than the
commercial operation date of the third AC transmission line. E.g., narrative
explanation of the 1987 draft, p. 10 (December 15, 1987); and Tr. 231. On
February 11, 1988, we released two sensitivity studies which identify the
revenue impacts on BPA of implementing proposed section 5(d) immediately. One
study identified revenue losses of $6 million per year, growing to $10 million
per year, if the public generators stopped making sales to California and used
all their nonfirm energy to displace purchases from BPA. A second analysis
studied the growth in residential exchange overheads related to implementing
section 5(d). This study showed a BPA cost increase of about $6 million per

year. See letter dated February 11, 1988, from IAP project manager.
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B. Summary of Comments

California Energy Commission. CEC's first alternative proposes that

"BPA could restrict competition with its sales when it is selling at or below
this 'cost-based' rate, but permit competition with its sales when it sets a
price higher than its fully allocated cost." CEC, #3-218, p. 16. 14/

CEC believes that this prolix alternative would allow us to harmonize
revenue concerns with competition. Id., pp. 17-18. The CEC proposal
incorporates a mixture of Federa?—firs{ principles, a Federal "true-up"

mechanism, pro-rata allocations whenever the market price was "at or below the

cost of nonfirm energy as determined in the most recent BPA rate case," and

14/ The "below-cost" component of CEC's first proposal reads:

"(a) In each hour when BPA declares its nonfirm energy standard rate to
be at or below the cost of nonfirm energy as determined in the most recent
BPA rate case, BPA shall allocate Intertie capacity first to itself based
on the ratio of its declaration to the sum of all declarations, multiplied
by the available Intertie capacity. BPA may increase this allocation by
multiplying it by a further factor, determined in the most recent rate
case, if BPA determines in that rate case that additional capacity is
necessary to mitigate the revenue impact on BPA, as predicted in the
decision in the most recent rate case, of (i) allowing others to compete
with BPA when it sells above cost, and (ii) allowing competition among
Scheduling Utilities and Extraregional Utilities. After BPA's allocation
has been sold, all remaining Intertie Capacity shall be made available to
the remaining Scheduling Utilities and Extraregional Utilities, first
come-first served based on first transactions arranged with California
utilities. If BPA is unable to sell its allocation at its declared price
in time to preschedule the remaining capacity, it may, at its option,
(I) lTower its price to a market expansion rate in order to sell its
allocation and make the remainder of the capacity available to the
remaining Scheduling Utilities and Extraregional Utilities, first
come-first served based on first transactions arranged with California
utilities, (II) sell all available BPA energy using the entire Intertie
capacity at whatever rate or rates it can get at or below its initially
declared price and allocate those sales, after the fact, pro rata, based
on the declarations to those Scheduling Utilities and Extraregional
Utilities who wish to participate, or (III) sell what it can at its
original price and leave the remainder of the Intertie unfilled." [CEC,
#3-218, Attachment 1.1
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) . : ; 15/
first-come, first-served allocations under other circumstances. —

This alternative is remarkable because it is a Federal-first alternative
more extreme than anything ever proposed even by our total-requirements
customers. Not only would we reserve all Intertie capacity necessary for BPA
firm and nonfirm energy sales, CEC would also allow us to prohibit all
nonfederal sales at any price until "[alfter BPA's allocation has been
sold ... ." See footnote 14, above. If we failed to sell all our energy at
our asking price, CEC then proposes that we (1) reduce our price to some
market-clearing rate and then make residual capacity available to others
first-come, first-served, (2) reduce our price and implement a pro-rata
allocation plan like the one used in Conditions I and 2 of the 1987 draft
policy, or (3) adhere to our original price, sell what we can, and "leave the
remainder of the Intertie unfilled," Id., thereby prohibiting nonfederal sales.

As we understand the CEC's first alternative Formula Allocation method-
ology, it would give BPA complete control over Northwest sales whenever the
California bid for spot-market energy was "at or below" our cost-based rate
for nonfirm energy. What Northwest utility would ever offer spot-market
energy below the BPA nonfirm rate, if we could respond by prohibiting
nonfederal sales -- even during spill conditions? If we were more concerned
about BPA's share of the spot-market than the unit price of our energy, the
CEC alternative would permit us to offer energy only at the cost-based rate
and prohibit access to nonfederal utilities day after day.

As a variant on its extreme Federal-first policy, CEC suggests that we

might offset, in advance, the estimated revenue Jlosses associated with

15/ The "above-cost" component of CEC's first proposal reads:

"(p) In each hour when BPA declares its nonfirm energy standard rate to
be above the cost of nonfirm energy, BPA shall allocate all Intertie
capacity, first come-first served based on first transactions with
California utilities."
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competition among nonfederal utilities by taking more than our pro-rata share
of the Intertie and making the remainder available to other sellers as a
block. CEC, #3-218, pp. 17, 44.

[Wlhile most of the attention in the past has been focused

on the extreme alternative of a 'BPA first' policy that

gives no one else access until BPA has sold all of its

energy, we want to suggest ... the alternative of simply

mitigating the estimated revenue impacts of allowing

competition among non-federal sellers by taking a small

amount more than a pro rata share for itself and making the

rest available to others as a block. Id., p. 45.

CEC estimates that BPA would normally reserve for itself 60 percent of
Intertie capacity available for spot-market transactions. Increasing that
amount to 63 percent would offset revenue impacts identified on our two
sensitivity analyses released on February 11, 1988. 1Id., pp. 44, 48.

CEC's second proposal focuses on its perception that the benefits of
Intertie transactions should be shared equitably over time between the
Northwest and California. "If BPA were serious about trying to share the
benefits equally between the regions, it could adopt an LTIAP that would
alternate periodically between competition and.pro rata allocation.” Id.,
p. 37, note 37. This alternative calls for periodic reassessment of inter-
regional benefits from Intertie transactions. If California's benefits were
greater than the Northwest's, we would allocate Intertie capacity on a
pro-rata basis as in the 1987 draft policy. A year later, we would reassess
the balance. If the Northwest were then the net beneficiary, we would cease
allocations and make capacity available first-come, first-served.

The cycle would continue annually. This second CEC alternative seems to
make interregional controversy an annual event, uncoubtedly followed Dy
Congressional oversight hearings and judicial review.

In responding to our 1987 draft policy, CEC criticizes proposed

section 5(d) as "an inadequate solution to the anti—compefﬁtive aspects of tne
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LTIAP" because of its vague terminology. CEC, #3-218, pp. 33-36. CEC objects
to the lack of criteria for determining whether California Intertie usage 1is
still restrictive after the third AC line goes into commercial operation. It
characterized the section as "little more than window dressing which attempts
to shore up a legally questionable part of the policy." Id., p. 36.

Pacific Gas & Electric. PG&E, on the other hand, suggests that

section 5(d) be implemented "immediately and unconditionally." While stating
that Condition 1 allocations are acceptable, it argues that we lack
justification for allocating access under Conditions 2 and 3. PG&E, #3-188,
p. 24. PG&E proposes these modifications to Fofmu]a Allocation provisions:

During all times other than spill or imminent spill

conditions on the Federal Columbia River System, BPA,

Pacific Northwest wutilities and extraregional wutilities

compete for access on Intertie capacity available after BPA

has met its contractual obligations, including its own firm

power transactions, Canadian Treaty power transactions and

the provision of long-term firm transmission service ...

During spill or imminent spill conditions, a formula

allocation mechanism similar to that proposed in the LTIAP

is used to assign shares of available Intertie capacity to

BPA and Pacific Northwest utilities. PG&E, #3-188, p. 35.

Appended to PG&E's comments is an "Economic Analysis of Bonneville Power
Administration's Intertie Access Policy," by Decision Focus Incorporated ("DFI
appendix"). The DFI appendix, which contains an analysis of three Formula
Allocation alternatives, has several unfortunate shortcomings. First, none of
its analyses were presented for review in the discussions held at the request
of PG&E and other California parties early in 1988. Second, none of DFI's
three alternatives correspond exactly to the Formula Allocation modifications

(quoted above) proposed in the text of PG&E's comments. Third, DFI analyzed

only Northwest markets; it assumes that the California market is competitive.
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The DFI appendix describes two alternatives to our 1987 draft policy,
denominated "BPA-first" and "“Fully competitive when not spilling." PG&E's
"BPA-first" alternative is similar to section 5(d) of the 1987 draft policy.
DFI appendix, p. B-8. PG&E assumes that BPA revenues equal those generated
under the 1987 draft LTIAP; however, share-the-savings pricing governs
nonfederal spot-market transactions whenever the Intertie 1is full. Id.;
p. B-9. Under PG&E's "Fully competitive when not spilling" alternative, all
sales are assumed to be governed by a share-the-savings price cap, established
by BPA, whenever the Intertie is full. Id., p. B-10. Whenever the Intertie
is not full, energy is assumed to be sold at lower, "market-clearing" prices.
Id. That is, PG&E proposes a price cap whenever California demand might bid
up energy prices, but no price floor when supply might cause prices to drop.

PG&E compares its calculation of benefits between each of the two alter-

natives and the 1987 draft in the following table shown in the DFI appendix:

Surplus Nonfirm Revenue Analysis
(FY 1989 $Million/Year)

Competitive Change Competitive Change
LTIAP For Non-BPA From LTIAP For All PNW From LTIAP
BPA Intertie Sales 182.0 202.3 +20.3 1816 -30.4
Transmission Revenues 5.6 249 -3.1 2.5 -3.1
Expansion Sales 89.3 48.7 -40.6 48.7 -40.6
Total BPA Revenue 276.9 253.5 -23.4 202.8 -74.1
Non-BPA Intertie Sales 53.0 18.0 -35.0 17.9 -35.1
PSW Costs 235.0 220.3 -14.7 169.5 -65.5

Source: PG&E, #3-188, Appendix B, p. B-4.
Several conclusions are apparent from this DFI table, which we assume here

to be accurate for purposes of this discussion.
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First, PG&E's estimate of Formula Allocation effects on California is
$65.5 million per year. See "Change from LTIAP" column. For California to
realize this $65.5 million, BPA must forgo $74.1 million in annual revenue.
This is not a "zero-sum" game because Wwe would lose revenue in the Northwest
as well as in California. 167 DFI has failed to reflect higher residential
exchange overheads in BPA's forgone revenues, SO the $74.1 million figure
could grow as high as $80 million per year.

Second, of the $65.5 million amount, $30.4 million represents increased
BPA revenues under the 1987 draft LTIAP and $35.1 million represents extra
revenues to Northwest nonfederal utilities receiving pro-rata allocations
under all Formula Allocation conditions. California utilities and regulators
have focused principally on the latter nonfederal revenue amount as the
"paternalistic" effect of Intertie access policies. However, the measure of
this alleged effect, shown in the table row labeled "Non-BPA Intertie Sales,"
is virtually identical between PGRE's "Competitive for Non-BPA" ($35 million)
and "Competitive For A1l PNW" ($35.1 million) alternative Formula Allocation
procedures. If PG&E's concern lies with the LTIAP's treatment of Northwest

nonfederal utilities, it should be indifferent as between its two alternatives.

16/ The difference is the result of two changes in the Northwest. As '"Non-BPA
Intertie Sales" drop by $35.1 million, Northwest nonfederal utilities use
more of their spot-market energy to displace higher incremental cost
generation in the Northwest. Our "Expansion Sales” drop by $40.6 million,
yielding a net loss to BPA of $5.5 million. Also, our Intertie "Transmis-
sion Revenues" drop by $3.1 million.

The DFI appendix reference to lost Expansion Sales confirms and materially
increases our study results about Northwest public generators' use of
spot-market energy to displace our firm power sales to those utilities.
Because of the magnitude of DFI's lost "Expansion Sates" figure, we
conclude that DFI has also computed the amount of lost nonfirm sales to
Northwest investor-owned generating utilities.
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Other comments. California utilities and regulators complain that the

practice of allocating individual pro-rata shares of Intertie capacity to each
nonfederal utility removes any incentive these utilities might have to reduce
their prices in hopes of increasing their respective spot-market shares.
California's basic position coalesces on the same proposition advanced to the
Ninth Circuit in earlier review proceedings:

CEC and CPUC argue that this pro rata allocation formula is
an abuse of discretion because it is anti-competitive and
BPA's stated justifications could be achieved by a less
anti-competitive alternative. They assert that BPA should
be required to adopt a policy whereby it would first
allocate to itself whatever capacity is needed to satisfy
its revenue obligations, and then allow the remainder
capacity to be filled by competitive, spot-market
transactions rather than by the pro rata formula.
[California Energy Commission, 831 F.2d 1467, 1475
(9th Cir. 1987).]

With two exceptions, this is a description of section 5(d) of the 1987
draft policy. It is also very similar to the "BPA-first" alternative in the
DFI appendix to PG&E's comments. The two exceptions relate to treatment of
extraregional resources during Conditions 2 and 3 (resolved in this decision
at pp. 44-48) and the continuation of pro-rata allocations during Condition 1.

SCE "welcomes" the addition of section 5(d), but "continues to advocate
the immediate elimination of all pro rata allocations for nonfederal utilities
under all three conditions." SCE, #3-187, p. 19. Edison does not distinguish
between spill and nonspill conditions. SCE Vice President Bjorklund proposes
that "transactions be prioritized through natural pricing with the Tleast
expensive energy used first." SCE, Tr. 436.

Generally, California Intertie owners believe that section 5(d) would
place BPA in the inappropriate role of deciding how they share their
Intertie. They argue that their Intertie practices carry implicit Congres-
sional sanction and that any problems should be left for judicial resolution
under Federal antitrust laws. Hall, PG&E, Tr. 429, and PG&E, #3-188, p. 24;
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SCE, #3-187, p. 20; CEC, #3-218, pp. 26-33. They dispute the existence of
anti-competitive practices in california and argue that they are not obliged
to wheel for others. Gardiner, PGRE, Tr. 243, 248; SCE, #3-187, p. 20.

On the other hand, the municipal wutility of Vernon, California, which
lacks an interest in the Intertie, supports a section 5(d) review of alleged
California anti-competitive practices. Vernon states that it has been denied
access to the Northwest nonfirm energy market because of the ownership control
of the southern portion of the Intertie. "Vernon is unable to obtain access
even to the unused Intertie transmission ordered by the Administrative Law
Judge in FERC Docket No. E7777." Vernon, #3-80, p. 2.

Among Northwest utilities, some oppose any change from pro-rata
allocations during all conditions. WWP asserts that pro-rata allocations are
consistent with existing law and ensure widespread use of the Intertie among
all Northwest generators. WWP, #3-122, pp. 22-23.

PSP&L argues that the Exportable Agreement has allocated Intertie capacity
since the construction of the Intertie. It "cannot now be argued that such an
allocation was unlawful at the outset.” PSP&L, #3-193, p. 2.

ICP and PGP also support allocating pro-rata shares of Intertie capacity
to scheduling utilities. ICP, Tr. 374; PGP, #3-194, p. 8.

Other Northwest utilities specifically addressing section 5(d) support the
provision. PGP applauded BPA's effort to go to a free and open market after
construction of the third AC line. PGP, Tr. 384. PPC also supports

section 5(d). PPC, #3-125, p. 5.
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C. Analysis and Decision

California and the Northwest each claim support -- in statutes, legis-
lative history and Congressional acquiescence -- for pro-rata allocations that
the other labels "anti-competitive." In California, a similar debate has

continued since 1973 before the Federal Energy Regulatory Commission and
Federal district court between Intertie "haves" and "have-nots." At least
regarding the LTIAP, it 1is time to end the stand-off by attempting some
practical resolution of problems that trouble both regions. Attempts at a
solution should not await commercial operation of the third AC line.

We begin this analysis with the opinion in California Energy Commission

v. BPA, 831 F.2d 1467 (9th Cir. 1987). The court instructed us to develop a
policy, from proposals advanced during this proceeding, that is predictable,
fair and nondiscriminatory while ensuring adequate BPA revenues. 831 F.2d at
1476-77. We must consider antitrust policies in deciding how to allocate
Intertie capacity. "This need to consider the interests of preserving
competition, however, does not override BPA's statutory obligations,
repeatedly expressed in 16 U.S.C. §§832f, 838g, and 839e(a)(1), to be fiscally
self-supporting." Id. at 1475. This is a practical test, not a requirement

that we strive for a theoretical ideal unworkable on a day-to-day basis.

CPUC cites California Energy Commission, 831 F.2d at 1475, for the

proposition that "Congress specifically articulated its intent that BPA
operate its transmission lines in part 'to prevent the monopolization thereof
by limited groups.'" CPUC, #3-199, p. 3. To the extent this passage applies
to transmission, we believe it relates with equal force to practices on
California's portion of the Intertie, at least to the extent necessary to
protect BPA revenues. Tr. 226-29.

BPA concerns about California |Intertie practices. We continue to be

concerned about California practices that affect the price of spot-market
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energy sold over the Intertie. These practices affect our revenues directly
by lowering our prices of spot-market energy below levels that would prevail
in a competitive market. Indirect revenue effects flow to BPA when Tlower
spot-market prices cause Northwest nonfederal wutilities to reduce their
purchases of firm power from us or request higher residential exchange
payments. 12/

We have been asked by California utility representatives to identify the
practices among California Intertie owners that offend us and that we label
"anti-competitive." Tr. 226, 230. We are troubled by pro-rata allocations 1in
the Southwest that allow California Intertie owners to avoid sharing
unutilized Intertie capacity among themselves or with the California
"have-nots." We believe it economically wunjustifiable for a California
Intertie owner to leave portions of its share unutilized, even though other
owners or nonowners have need for additional spot-market purchases from the
Northwest. California Intertie practices suppress the price BPA and other
Northwest suppliers can receive for their spot-market energy products. 18/

Pro-rata allocations under various Intertie access policies have always
been intended to mirror and offset pro-rata allocations in the Southwest.
California commenters argue that pro-rata allocations under the LTIAP tend to

stabilize prices at levels higher than where sellers may increase their total

17/ Some California commenters suggest that the sensitivity analyses released
in February 1988 overstate the indirect revenue impacts on BPA. On the
other hand, the DFI appendix to PG&E's comments suggests that Northwest
displacement market Tlosses could be four to seven times greater than we
estimated. See pp. 55-56, above. The important point is that BPA Tlost
$200 million during the last fiscal year and any change from present
Formula Allocation procedures will diminish our revenues and increase our
costs. We are not willing to dismiss as insignificant residential
exchange cost increases of up to $6 million and Northwest displacement
market losses of $6-to-$40 million per year. See footnote 16, above.

18/ Our concern about prices received by other Northwest sellers relates to
the indirect revenue effects this has on BPA.
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sales by reducing prices. It is equally logical to conclude that pro-rata
allocations of California Intertie capacity suppress prices below levels that
would prevail in a market where more buyers bid independently. 19/

This concern should not necessarily be read as a demand that Intertie
capacity always be made available at cost-based transmission rates. The
benefits of a Northwest energy purchase can be shared between wheeling and

purchasing utilities. This is something we thought we had helped facilitate

through the Western Systems Power Pool experiment. See Pacific Gas & Electric

Co., 38 FERC 161,242 (1987). However, we do not believe that the promise of
that experiment has been fulfilled.

Much of the discussion about California Intertie practices has focused on
the supplemental letter agreement to the Memorandum of Understanding
("California Letter Agreement") among California utilities proposing to own
and construct the third AC transmission line. Tr. 230. The California Letter
Agreement establishes a pro-rata allocation methodology among all California
Intertie owners -- new and existing -- after the third AC transmission line
goes into commercial operation:

In order that many California consumers share in the
benefits of federally generated power, and in consideration
of the benefits received by interconnection with the
existing AC Interties (the Project and the two presently
existing 500-kV Intertie 1lines), the Participants .
agree, in_ times when Bonneville Power Administration is
allocating non-firm energy for export out of the Pacific
Northwest and the availability of such energy is less than
the  total available transfer «capability in the then-
existing Interties <(including the Project), that said
Participants will share in the limited availability of such
energy on a pro rata basis according to their respective
allocations on all AC Interties. [Emphasis supplied.]

19/ We know that California Intertie owners have nonfirm wheeling arrangements
with certain nonowners. The problem we hear repeatedly from nonowners,
however, is that these arrangements are so cumbersome as to be unworkable
in any practical sense. E.g., Vernon, #3-80, p. 23. Nonfirm wheeling
made available to California "have-nots" on 15 minutes' notice has little
practical value. In contrast, BPA preschedules nonfederal usage of the
Northern Intertie 24 to 72 hours in advance.
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The agreement divides the market for BPA energy among California utilities
during Condition 3 and, sometimes, Condition 1. Tr. 226. The language of the
California Letter Agreement suggests that no California utility would have an
incentive to bid up the price for BPA energy, even to the FERC-approved rate
of 18 mills/kwh, because no one could increase its pro-rata share.

If this language 1in the California Letter Agreement reflects the
signatories' intent, there would be little reason for BPA to cease pro-rata
allocations under Conditions 2 and 3. Doing so would simply Tlessen the
chances of recovering on average the cost of our energy. During public
meetings on the 1987 draft policy, no signatory seemed able to explain the
effects of this agreement on competition. Tr. 236. Our questions about
phrases such as "allocating non-firm energy for export" remained unanswered
until PG&E filed its written comments.

Our understanding of the California letter agreement is now based on the
written representations of PG&E (#3-188, p. 26>, confirmed through informal
discussions with PG&E, TANC, SCE, LADWP and CEC. According to these
utilities, the letter agreement is intended by its signatories to neutralize
the public preference requirement that we sell spot-market energy first to
publicly owned utilities and cooperatives. The agreement applies only to BPA
sales when our available energy is less than Intertie capacity and "only at
times when BPA itself is allocating this energy among buyers on some basis
other than price, i.e., selling all of it at one price." PG&E, #3-188, p. 26.

We express no opinion on the validity or wisdom of this agreement. How-
ever, California does claim that, if BPA offers energy at more than one rate
(or under a share-the-savings rate), nothing in the California Letter Agree-
ment will inhibit our ability to sell to the high bidder. TANC has
represented that public preference would allow it only a first right of
refusal to BPA energy priced at the high bid.
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However, no such benign interpretation is possible for section 7.02 of the
"California Companies Pacific Intertie Agreement" (California Intertie

Agreement), between PG&E, SCE, and SDG&E. 20/

In fact, California
disclaimers about the California Letter Agreement only heighten our concern
about section 7.02. This provision applies across-the-board to all Northwest
sellers, not just to BPA, for all types of spot-market and firm transactions,
whether a single price or multiple prices are offered. Because it -iis an
agreement among investor-owned utilities, it cannot possibly be construed as
rectifying some perceived imbalance among them caused by public preference
Taws.

Section 7.02 creates a pro-rata allocation among these three utilities
that inhibits price competition in California. The requirement that "[elach
Company shall have the right to purchase its share, based on Relative Size

Percentages, of any Northwest Power acquired by any one or more of the

Companies, on the same terms and conditions as the acquiring Company" means

20/ The provision reads: "7.02 Northwest Power

"Each Company shall have the right to purchase its share, based
on Relative Size Percentages, of any Northwest Power acquired by any
one or more of the Companies, on the same terms and conditions as
the acquiring Company. However, consistent with the principle
stated in the first paragraph of Section 6, the Coordination
Committee shall make studies and recommendations regarding the
reallocation of such Northwest Power, if necessary, to provide
maximum equitable benefits to all the Companies. If any Company
rejects all or part of the Northwest Power so made available to it,
the other Companies shall have the right to share the rejected
amount in the ratio of their Relative Size Percentages; provided,
however, that the rejecting Company shall retain the right to
recapture the power rejected by giving written notice five years in
advance of the date when the recapture is to become effective, which
recapture date shall not be earlier than twelve months after the
accepting Company or Companies began taking such power. Before any
Company may assign or transfer all or any portion of its Northwest
Power to a non-Company entity, such Company must first offer it to
the other Companies in the ratio of their Relative Size Percentages
on terms and conditions no less favorable than those on which it is
then purchasing such Northwest Power. If one of the Companies
rejects all or part of such offer, the other shall have a right to
accept all or a part of the rejected amount."
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that the price and quantity of every Northwest or BPA offer to sell
spot-market energy can be communicated from PG&E to SCE to SDGE. Any
competitive motivation to bid up the price is counteracted by the fact that no
utility is entitled to any more than a pro-rata share. Why would any buyer
bid up the price if the amount of its purchases cannot increase? In effect,
these three "competitors" act as a single dominant buyer of Northwest energy.

Elsewhere in section 7.02, parties to the California Intertie Agreement
are accorded a first right of refusal over power from the Northwest. No
California "have-not" may gain access until this right has been satisfied.

Section 7.02 of the California Intertie Agreement goes beyond the
protection of private-property interests that the California investor-owned
utilities hope to protect -- and which we have no intention of overturning.
To borrow a criticism from SCE, the California Letter Agreement is, "by
design, the death of price competition on the Pacific Intertie." SCE, #3-187,
p. 15,

Section 7.02 has been found "anticompetitive, unjust and unreasonable" by

a FERC administrative law judge. Pacific Gas & Electric Co., 26 FERC 63,048,

p. 65,215 (1984). This provision is one we refer to when we complain of a
California monopsony that affects us directly through our own spot-market
sales and indirectly through cost consequences associated with Northwest
utility sales to California.

SCE has asked with regard to Northwest energy that Intertie "transactions
be prioritized through natural pricing with the least expensive energy used
first." SCE, Tr. 436. However, this is only half the definition of an
economically efficient power market. The least-expensive supply (the low
offer in the Northwest) should be matched against the most-expensive

displaceable resource in California (the high offer in California). Intertie

- 65 -



restrictions embedded in section 7.02 of the California Intertie Agreement
eliminate the possibility of SCE's "natural pricing" in the Southwest.

A new concern relates to a recent agreement between PG&E and Turlock
Irrigation District under which PG&E has agreed to transmit energy from
several different California wutilities. Notably absent 1is an offer to
transmit energy from BPA or other suppliers in the Northwest. The agreement
indicates that PG&E will make power available from a variety of load-control
areas in California, but not from the Northwest. We intervened in the
requlatory proceeding on this agreement; however, FERC chose not to address
the issue of PG&E's restriction on access to Northwest markets. 2l

These are our major concerns. They are shared by others in the Northwest
and by California "have-nots." However, we would be remiss in stating our
concerns without also proposing a way of resolving differences with our
California customers. Section 5(d) has been rewritten to provide for an
experimental period of 18 months during which we will cease making individual
allocations to nonfederal wutilities during Conditions 2 and 3. This
experiment, which does not await commercial operation of the third AC line, is
described as follows.

Experimental allocations. This experiment will commence only after the

scheduling requirements, described below, have been developed. Then, during
the 18 months of the experiment, Condition 2 and 3 procedures will be modified
to exclude individual utility allocations.

Under Condition 2, when the declarations of BPA and Northwest utilities
exceed available Intertie capacity, we would make a pro-rata allocation to BPA

and leave the remaining block of Intertie capacity available to Northwest

1/ See Pacific Gas & Electric Co., 42 FERC 161406 (1988).
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utilities as a whole. Each Northwest utility could then compete to make sales
to Southwest utilities -- with no assurance of any individual allocation.

Under Condition 3, when the declarations of BPA and Northwest utilities
are less than available Intertie capacity, we would again make a pro-rata
allocation to BPA and a block allocation for competition among Northwest
utilities. U.S. extraregional utilities and then Canada could compete for
remaining Intertie capacity. During Condition 3, we would expect significant
competition whenever the size of the California market was less than Intertie
capacity.

New scheduling requirements. Neither we nor participating utilities

should rush head-long into this experiment. Before the experiment begins, our
schedulers must resolve significant technical questions. To be effective,
section 5(d) would require cooperation from all utilities involved. BPA and
participating utilities would need a communications network to exchange
current -- possibly instantaneous -- information on Intertie availability for
both the Northwest and California segments. This information would include
the unpurchased allocations by the hour for BPA, nonfederal wutilities,
extraregional utilities under Condition 3, and availability of the California
Intertie -- disaggregated by owner. MWe have not yet estimated the cost of
participating in the communication system. These technical concerns will be
addressed in informal sessions following implementation of the LTIAP.

We must also develop a replacement for the pro-rata allocation system to
determine which utilities receive Intertie capacity during particular hours.
One possibility might be to preschedule transactions on a first-come, first-
served basis until the total nonfederal allocation is exhausted. Another
option might be to develop an open bidding system for nonfederal spot-market
usage of the Intertie. A bidding system could be the economically optimal way
of allocating demand for a Tlimited transmission resource. It would tend to
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encourage transactions between sellers with the lowest incremental-cost
resources and buyers with the highest decremental-cost resources. Use of a
bidding system to allocate Federal Intertie capacity has been advocated by
PG&E. E.g., comments on the draft IDU EIS, pp. 7, 17, (January 14, 1988).
Revenues produced by such a bidding system would diminish the revenues lost by
making the Intertie available to others, thereby providing us with a new
source of funds with which to repay the Treasury.

Review. Our most significant measure of the success of the section 5(d)
experiment will be increased Northwest sales to California utilities that lack
ownership or contractual interests in the California portion of the Intertie.
We expect that Intertie practices in the Southwest will have to change so as
not to restrict the market for Northwest energy in California. We are
especially concerned that California utilities bid independently for Northwest
spot-market energy, refrain from sharing information about pricing and
quantities, and not reallocate the power purchased over the Intertie since
this would negate any benefit provided by the experimental mechanism.

Our objective will be to remove provisions, like section 7.02 of the
California Intertie Agreement, which 1imit opportunities for Northwest
utilities, including BPA, to sell energy to any willing buyer in the
Southwest. If this is to occur, parties to coordination or wheeling agree-
ments among California utilities, such as the one between PG&E and Turlock
Irrigation District, must be willing to amend such contracts to provide access
for BPA and other Northwest resources at terms no less favorable than those
provided to any other bulk power supplier.

We anticipate that Turlock, Anaheim, and other "have-not" utilities will
have incentive to bring restrictive agreements to light once the LTIAP fis
implemented. As we analyze the success of the section 5(d) experiment, it
will not be a credible response for California Intertie owners to cite to
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wheeling or coordination agreements so cumbersome or restrictive that access
t5 Northwest markets is rarely, if ever, provided to the "have-not" utilities.

We will also review effects of the experiment on smaller utilities in the
Northwest. Utilities such as EWEB have expressed concern about policy changes
tr2+ could affect their ability to make spot-market sales.

We will analyze the success oOr failure of the experiment throughout its
rerm. Utilities, regulators, and other interested parties will be encouraged
to express their views in writing and through informal discussions. Public
comment will be invited. At least 30 days before the experiment ends, we will
issue a written report on whether to make the experiment permanent. 22/

It is our hope that section 5(d) -- or an improved version thereof —- will
be maintained at the end of the 18-month test. Critical to our determination,

however, will be the willingness of California utilities and regulators to

promote a competitive market in the Southwest.

Comparison to other proposals. As noted above, the section 5(d)

experiment corresponds to the position of the CEC and CPUC during review

proceedings in California Energy Commission v. BPA, 831 F.2d 1467, 1475

(9th Cir. 1987). It is also similar to one of the alternatives advanced by
PGRE during this proceeding. The differences are explained here.

First, extraregional utilities do not receive Condition 2 access under
section 5(d). Our reasoning for this distinction was explained earlier in
this decision. However, during the course of the experiment, we anticipate
that negotiations contemplated by section 6(b) of the LTIAP will proceed. If

BPA and BC Hydro reach agreement on increased coordination of the two Columbia

22/ In the IDU EIS analyses, the "Pre-IAP" and "Proposed" allocation method-
ologies have essentially the same environmental consequences. Therefore,

BPA has no environmental reservations about the experimental elimination

of individual allocations for nonfederal utilities in Conditions 2 and 3.
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watershed systems, BPA might then be able to provide Condition 2 access to
this extraregional utility. We take this prospect quite seriously.

Second, pro-rata allocations continue during Condition 1. This element
seems less critical to California alternative proposals. PG&E's comments
expressly provide that Condition 1 allocations be maintained. PG&E, #3-188,
p. 35. CEC's first alternative proposal would permit pro-rata allocations --
or even the complete exclusion of nonfederal sales -- whenever prices were at
or below our cost-based nonfirm energy rate. CEC, #3-218, attachment 1.

Retention of Condition 1 allocations is crucial to the enforcement of the
Protected Area provision, described below. The Condition 1 decrement will
provide an effective reason for utilities to refrain from building or
acquiring hydro projects Tlocated in protected areas. The decision in

California Energy Commission v. BPA makes it clear that we should take our

fish and wildlife responsibilities as seriously as antitrust policy and other
concerns. This policy balances our numerous statutory obligations.

Also, retention of Condition 1 allocations gives every nonfederal utility
some assurance of Intertie access when hydrological conditions might otherwise
force them to spill. This was a critical concern of Northwest utilities,
particularly the public generators. Tr. 386.

Third, section 5(d) makes no reference to share-the-savings pricing, which
seems critical to the PG&E proposal. The fact that we are not resolving any
pricing issues in this proceeding should not be read as a bias against
sHare—the—savings. As explained later in this decision, we are open to the
latest California suggestion regarding this pricing methodology.

Responding to other alternatives, neither of CEC's two proposals can be
adopted. The first alternative, "restricted competition below cost," is far
less competitive than any other proposal under consideration. It would give
us complete control over spot-market Intertie transactions whenever we set our
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price at or below the cost-based rate we ourselves determined in the preceding
BPA rate case. For reasons described earlier in this decision (pp. 52-54),
this proposal carries serious "market manipulation" overtones. Ironically,
this alternative seems inconsistent with the court's holding in the review
proceeding initiated by CEC.

The second CEC alternative, "annual reconciliation," is well-intended but
impractical. It would require us to monitor the relative benefits of
nonfederal sales to California. We do not know the prices of these sales, not
to mention resource cost information for both buyer and seller. Also, this
approach would simply maintain controversy between BPA and California as an
annual event. See pp. 54-55, above. The theory behind CEC's second
alternative could be implemented on a more practical basis if the Northwest
and California can reach a consensus on share-the-savings pricing. We take up
share-the-savings in the next section of this decision.

Finally, We respond to PG&E's "fully competitive when not spilling”
proposal for Formula Allocation. The observations we expressed on p. 55-57
of this decision are pertinent here. This proposal is an overkill solution to
the problem PG&E alleges. By PG&E's own study (corrected to include
residential exchange burdens), it would cause BPA to lose up to $80 million
per year to correct the problem attributed to pro-rata allocations. This
would expose to excessive risk our responsibility to be "fiscally self-

supporting."” California Energy Commission v. BPA, 831 F.2d at 1475. In

contrast, PG&E's "BPA-first" alternative is a more revenue neutral proposal

which resembles the final section 5(d) we are adopting.
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Section 3. Other Issues

ISSUE NO. 1: Should BPA renew efforts to establish share-the-savings
pricing for spot-market transactions with Northwest and
California utilities?

REFERENCE: This issue is not addressed in the policy.

A. Proposal

BPA's S$S-87 share-the-savings rate is an alternative schedule available to
any utility purchasing nonfirm energy from BPA. We make no new share-the-
savings proposal in this proceeding. Resolution of ratemaking issues would be
undertaken only in proceedings under Northwest Power Act section 7(i).

Several California utilities and regulators advocated share-the-savings
pricing during informal discussions with BPA staff and again in their written
comments. They believe that widespread adoption of this rate form might
lessen the need for Formula Allocations under the IAP.

BPA endorses the concept of share-the-savings pricing and is willing to
proceed towards widespread adoption of such a rate. MWhile BPA is committed to
exploring this pricing mechanism in good faith with California utilities,
everyone should be aware that BPA has attempted unsuccessfully to implement

these rates in the past with the same utilities.

B. Summary of Comments

Much of the discussion about this matter occurred during the extensive
informal discussion phase of this proceeding. Among utilities that submitted
written comments, SDG&E suggests that the LTIAP should give priority
allocations to spot-market sales made pursuant to share-the-savings rates.

SDG&E, 3-196, p. 3.
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PGRE takes the lead on share-the-savings pricing in its written comments.
Fach of the alternative proposals discussed in the body of its comments and in

the DFI appendix rely on this pricing mechanism.
SMUD supports the concept of such a rate "as the basis for establishing
Northwest surplus non-firm energy rates." It does not support the use of a

"share the savings rate formula as the basis for allocation of Intertie

access." SMUD, #3-183, p. 4.

WAPA also encourages BPA to include "permissive language in the LTIAP that
would allow adoption of this concept." WAPA, #3-189, p. 3.
Unlike other California parties, TANC does not support a provision in the

final LTIAP that allows for a reassessment of the policy if a share the

savings rate is developed. TANC states:

TANC does not agree with the suggestion put forward ...
that the development of a share-the-savings rate s
relevant to an allocation process for Intertie capability.
Our concern is that if a share-the-savings concept were
developed and coupled with Intertie access on the basis of
matching lowest incremental cost power in the Northwest
with highest decremental cost utilities in the Southwest in
an effort to maximize benefits, then utilities 1in the
Southwest with lower decremental costs such as TANC's
members would risk not being able to access their own share
of the Intertie. [TANC, #3-183, p. 2.1

From the Northwest, only DSIs offered comments on this question. During
the public meeting of January 27. 1988, Mr. Durocher suggested that we again

consider a share-the-savings approach to spot-market pricing. Tr. 823.

C.: Response
We have stated a commitment to work toward implementation cof share-the-

wise toO

wy

savings pricing. However, to put this issue in nerspective, it i
discuss the history of this rate form as a BPA pricing mechanism.
Between 1965 and 1974, the nonfirm rate TO California was 2.0 milis per
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kWh, reflecting a static sharing of benefits between the Northwest and
California's displaced 4.0 mill/kWh oil-fired generation. When California's
0il costs rose to 15 mills/kWh, BPA increased its nonfirm energy rates to
3.0 milis/kwh in 1974. By 1979, when BPA adopted its "H-6" rate, California's
alternative cost of oil-fired generation was between 30 and 40 mills/kwh.

The H-6 rate schedule incorporated a share-the-savings rate. The thermal
displacement rate was based on both value-of-service and cost-of-service
considerations. It allowed BPA to react to market and water conditions
affecting maximum displacement of thermal resources both inside and outside
the Northwest. It was priced at 50 percent of the buyer's decremental costs
if the buyer purchased the power directly for use on its system or 33 percent
of the buyer's displaced costs if the power was purchased indirectly through
any Northwest utility. The rate for other sales was based on results from a
cost-of-service analysis.

While we were considering adoption of the H-6 rate in 1979, legislation
leading to the Northwest Power Act was debated in Congress. California
utilities took the opportunity in Congressional hearings to protest the
share-the-savings proposal in the H-6 rate because it was not cost-based.
These utilities offered language that would have prohibited BPA from utilizing
share-the-savings rates. See Pacific Northwest Power Planning, Hearings
before the Subcommittee on Energy and Power, House Committee on Interstate and
Foreign Commerce, 96th Cong., 1st Sess., pp. 338-414 (1979). Congress
rejected the utilities' substantive amendments and adopted procedural
requirements for nonfirm rates found in Northwest Power Act section 7(k).

We adopted the H-6 rate for a two-year period. Although BPA had projected
an average rate of 8 mills/kwh, California utilities actually purchased

nonfirm energy at an average rate of 7.1 mills/kwh -- displacing their 30-40
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mill/kwh oil-fired generation. U.S. Department of Energy, Bonneville Power

Administration, 23 FERC ¥61,342, 61,739 (1983).

In 1981 and 1982 BPA adopted cost-based rates for nonfirm energy which did
not contain share-the-savings components. When these rates were reviewed by
FERC. the Northwest utilities argued that BPA should have based its NF-1 and
NF-2 rates on share-the-savings. However, California utilities and regulators
opposed this suggestion and argued that a share-the-savings rate was unlawful.

FERC's administrative law judge found that a flexible share-the-savings
rate could match market demands with the costs of supplying nonfirm energy.
The judge held that there were no statutory limitations on the use of this
type of rate. However, because BPA had not proposed it, no further consider-

ation was required. U.S. Dept. of Energy - Bonneville Power Administration,

29 FERC 163,039 (1984). The Commission also declined to address the merits of
share-the-savings rates. See 36 FERC ¥61,335 (1986).

In 1985, we adopted an experimental share-the-savings rates for sales of
nonfirm energy. The "SS-85" rate had two components: an economy energy rate
and a displacement rate. Purchasers whose decremental costs were equal to or
greater than 24 mills/kwh purchased nonfirm energy under the economy energy
rate at one-half their decremental cost plus six mills/kwh. Displacement rate
purchasers had decremental costs less than 24 mills/kwh and purchased nonfirm
energy according to a formula of the greater of 75 percent of decremental cost
or 11 mills/kwh. Most Northwest utilities endorsed the §S-87 rate, while
California utilities and regulators objected on statutory grounds.

In the spring of 1986, however, we initiated contract negotiations with
the Los Angeles Department of Water & Power and Pacific Gas and Electric

Company to explore their interest in an SS-85 contract. Although these

discussions were informative, no contracts were executed.
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In the summer of 1986 BPA continued informal discussions with California
regulators concerning nonfirm rate ‘“predictability." We conducted two
workshops devoted to the share-the-savings pricing concept. It was our
intention that the workshop would produce information useful in developing a
new share-the-savings rate in 1987.

In 1987, BPA proposed a new share-the-savings rate, "SS-87." For the
first time on the record, a California utility expressed an interest in a BPA
share-the-savings rate. Pacific Gas and Electric Company supported a rate
based on a 50-50 split of the seller's incremental costs and the buyer's
decremental costs. BPA adopted an experimental SS-87 rate based on a formula
to be negotiated between the buyer and seller subject to floor and ceiling
prices. To date no sales have been made under this rate.

California Public Utility Commission claimed during our 1987 rate case
that share-the-savings pricing was illegal -- for BPA. However, in testimony
before the House Subcommittee on Water and Power, CPUC president Stanley
Hulett stated that California wutilities were interested in pursuing the
development of BPA share-the-savings rates. Oversight Hearing on Intertie
Access Policy of the BPA: Hearing before the House Subcommittee on Water and
Power Resources of the Committee on Interior and Insular Affairs, Part 1,
p. 264 (May 7, 1987).

Share-the-savings rate implementation is also complicated by regional and
public agency preference laws. Against the mainstream Northwest position,
Puget Sound Power & Light Company has maintained that a share-the-savings rate
would violate the Northwest Preference Act. Of course, regional preference
pertains only to the allocation of power and not to some preferentially low

price, Central Lincoln PUD v. Johnson, 735 F.2d 1101, 1125 (9th Cir, 1984).
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To sum up, we have had considerable experience negotiating share-the-
savings rates with utilities simultaneously attempting to preserve Titigation
positions that BPA cannot offer such a rate. However, we are willing to try
again if the Tlegal posturing can be kept from interfering with practical
issues about implementing such a rate. BPA continues to believe that this
kind of rate promotes economic efficiency and equitable sharing of benefits of

spot-market energy transactions.

ISSUE NO. 2: Should utilities with unused contractual or ownership
rights to non-BPA transmission facilities be allowed access
to BPA's portion of the Intertie regardless during
Condition 3?

REFERENCE: 1987 draft policy §3(d)
Final LTIAP §3(d), §5(c)(3)

A. BPA Proposal
The use-own-first provision in the 1987 draft required that utilities owning
or controlling access to the Intertie fully utilize their transmission
capacity prior to being allowed access to Federal capacity for spot-market

sales. 23/ Tr. 14.

B. Summary of Comments

During the public meetings in January 1988 and in the comment letters we
received no specific comment on this issue. However, in informal meetings
PP&L, one of the two present Intertie owners, suggested that the use-own-first

provision not apply during Condition 3 when available Intertie capacity

3/ This policy also applies to Assured Delivery service, discussed belcw.
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exceeds the sum of Northwest utilities' declarations. They maintain that
under this condition utilities without ownership or control of Intertie

capacity to California are not impacted by allowing owners to use the facility.

C. Analysis and Decision

The purpose of the use-own-first provision is to provide equitable access
to Northwest utilities to a scarce resource. Utilities should use their own
Intertie rights before using the Federal portion of the Intertie. Under
Conditions 1 and 2 Northwest demand exceeds available Intertie capacity.
Therefore, in order to maintain a sense of equity an Intertie owner must use
its own Intertie first. This argument is not as strong under Condition 3, as
Intertie capacity meets the demand of all Northwest utilities. We concur with
PP&L that allowing access to any utility regardless of ownership status during

Condition 3 will not deprive other utilities of Intertie capacity.

ISSUE NO. 3: Should the LTIAP incorporate a mechanism to dispatch the
Northwest's coal-fired generating units on the basis of
sul fur dioxide emissions?

A. BPA Proposal

The 1987 draft policy did not address this issue.

B. Summary of Comments

Northern Plains Resource Council, the Idaho League of Women Voters and the
Northwest Conservation Act Coalition suggested that we use the LTIAP to force

Northwest coal-fired generating units to be dispatched in inverse order to
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their sulfur dioxide (SOZ) emissions. The Conservation Act Coalition
suggested that this alternative may be more economic than the way coal plants

have been dispatched.

C. Analysis and Decision

Unlike the protected area concept which focuses on hydro projects yet to
be constructed, SO2 dispatch would involve us in the day-to-day operations
of several existing coal plants in which we have no financial interest. Also,
the protected area concept is attractive because it focuses directly on hydro
development that could jeopardize our statutory investments in fish and
wildlife. 1In contrast, Congress has not made our ratepayers a source of funds
for air-quality improvements and we are not_inc]ined to use the LTIAP as a
mechanism for enforcing a well-intended, but impractical, 302 dispatch idea.

We performed an analysis to examine how a change from economic dispatch to

S0, dispatch might affect Northwest export sales. See IDU EIS, Vol. 2,

2
pp. 1-20 through 1-22. In this analysis, Northwest coal-fired plants were
ranked on the basis of their average SO2 emissions per kwh. The rankings
were taken from "Burning Coal For Export: Environmental and Economic
Dimensions of Northwest Intertie Sales to California" by Robert Watson, NRDC.
The plants were then dispatched in order of increasing SO2 emissions per
unit of electrical energy produced. The Colstrip plants had both the Towest
costs and the Tlowest 502 emissions per kwh. They were dispatched first.
valmy Units 1 and 2 have the second Tlowest SO2 emissions per unit of
electrical energy produced, but their costs are second oniy to Boardman. The

S0, dispatch model blocks market access to other lower-cost ccal plants in

2
the Northwest. California buyers, who seek the lowest price, purchase less

Northwest energy under SO2 dispatch than under economic dispatch.
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SO, dispatch generally caused reservoir levels to decrease. Of the four

2
years analyzed in the IDU EIS, the largest decrease and the greatest impacts
occurred in 1988. The greatest impacts were at Hungry Horse reservoir in the
fall and winter months. Lower levels could harm resident fish and recreation.

Ideally, an "environmental dispatch" would consider all types of impacts,
not just SO2 emissions. Ranking generating resources of different types on
the basis of their total environmental costs would require considerable effort
and be fraught with controversy.

Further, for environmental dispatch to be feasible, there must be some
mechanism for keeping power from Northwest generators competitive with
California and Inland Southwest sources of power -- which are not similarly
constrained. Some agreement among utilities would be necessary to ensure that
owners of lower-cost plants would still recover their investments in plants
operated less frequently. Owners of higher-cost, cleaner plants would have to
be able to recover their costs and receive a return on their investments even
though the price of power sold from their plants might be too low to do so.
We could not implement such arrangements unilaterally through the LTIAP.

Also, we might be forced to attempt some tracing of power from a
generating unit to the Intertie -- the LTIAP would not necessarily have an
effect on power utilized within the Northwest. Yet, that would raise
questions about whether units with high emission levels were being used within
the Northwest so that "cleaner" resources could be exported.

This proposal is laden with complexities which the commenters have not
addressed. Because of these complexities and the limitations of what we can
accomplish through the LTIAP, we will not attempt to effect an SO2 dispatch
of resources. Such a proposal, if practical at all, could only be

accomplished through a cooperative effort undertaken by coal-plant owners.
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PART THREE

TRANSMISSION CAPACITY AVAILABLE FOR LONG-TERM
FIRM TRANSACTIONS OF NONFEDERAL UTILITIES

"ASSURED DELIVERY"

Section 1. TOTAL INTERTIE CAPACITY MADE AVAILABLE

ISSUE NO. 1: How much Intertie capacity should BPA reserve for Assured
Delivery transactions?

REFERENCE: 1987 draft policy §4(d)(1)
Final LTIAP §4(c)(1)

A. BPA Proposals

Under the LTIAP, "Assured Delivery" means firm Intertie transmission
service provided under a BPA transmission contract to wheel power covered by a
long-term firm contract between a Northwest scheduling utility and a Southwest
utility. The Interim and Near-Term policies did not provide for Assured
Delivery service. Then, in the 1986 draft LTIAP, we proposed to set aside a
maximum of 420 MW to be devoted exclusively to the long-term firm power sales
of Northwest scheduling utilities. The capacity limit was based on the
then-current Pacific Northwest Utilities Conference Committee (PNUCC) forecast
of firm power surpluses for each Northwest generating utility.

The 1986 draft policy reflected our conclusion that we could best serve
the firm transmission needs of Northwest utilities by facilitating long-term
sales of their surplus firm power to the Southwest. We concluded then that
nonfederal Northwest utilities, like BPA itself, were primarily interested in
new long-term firm power contracts with California.

Before the 1987 draft policy was released, we conducted an informal survey
of Northwest utilities to determine their needs for firm transmission. They

increased our awareness that the long-term commodity market consists of more
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than firm power sales. The prevailing view expressed to BPA staff was that
the transmission usage of choice was for seasonal exchanges -- firm
transactions that take advantage of seasonal diversity between Northwest and
Southwest loads through transfers of firm power from north to south during the
Southwest's summer load season and from south to north during the Northwest's
winter load season. Tr. 5. However, there was also a strong minority
opinion -- espoused principally by MPC, Tacoma, and Cowlitz PUD -- that firm
power sales should continue to be accommodated.

In the 1987 draft policy, we increased the limit on Assured Delivery
capacity from 420 MW to 800 MW. We divided that capacity between 444 MW
available for wheeling firm power sales and 356 MA available for seasonal
exchanges.

The 444 MW 1imit was based on the most recent PNUCC firm surplus fore-
cast and a continuation of the Tacoma and Cowlitz agreements with WAPA.
However, we increased the individual number for MPC from 80 MW to 105 MW as
part of a proposed settlement to resolve any claims of MPC against BPA under
Northwest Power Act section 9(¢i)(3), 16 U.S.C. 839f(i)(3). Tr. 6. If this
settlement -- which has been encouraged by many Northwest utilities -- is

concluded, Montana Power Co. v. BPA, 9th Cir. No. 86-7330, will be dismissed

with prejudice.

The new capacity limit carried two qualifications -- one expansiVe, the
other limiting. First, we committed to reassess this number to determine the
amount of any additional Assured Delivery capacity when the third AC
interconnection was placed in commercial operation. This offered the prospect
of additional firm wheeling capacity when the physical capacity of the
Intertie increased to 7,900 MW. Second, the 800 MW 1imit was also made
subject to possible reduction if the DC terminal expansion project was not
completed on schedule. These qualifications reflected a note of caution about
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possible BPA revenue losses under new features incorporated into the 1987
draft policy. We would prefer to test the final policy at the 800 MW 1imit
before committing to any larger amount. Tr. 109.

800 MW Cost Analysis. We studied the lost revenues associated with

providing capacity on a long-term basis for Assured Delivery of both firm
sales and exchanges. This study was provided during the public meetings in
January 1988 on the LTIAP. The analysis was done with the Systems Analysis
Model (SAM). For the purpose of the study, Assured Delivery contracts were
assumed to begin in 1989 and terminate in 2006. Two alternatives were
studied: the first included the MPC firm power sale of 105 MW and 695 MW of
seasonal exchanges; the second included the MPC 105 MW firm power sale, 440 MW
of seasonal exchanges, and 255 MA of sales of other firm surplus power. The
second alternative represents the more likely case under the policy, since we
are setting aside 444 MA for potential firm sales including the MPC
transaction. MWe anticipate that part of the 444 MW of capacity set aside for
firm power sales will be utilized for exchanges.

The exchanges in the study were considered to be seasonal with energy
flowing south in June through October and returning north during November
through March. With the exception of the MPC firm power sale, the firm
surplus sales were shaped 1.8 times the allowed capacity during the months of
September through December.

In preparing the final LTIAP, BPA staff worked within the SAM study's
second alternative in determining the effects on revenues. We estjmated the
load factor for seasonal exchanges to be 50 percent. However, we chose not to
include BPA's estimate of lost revenue due to lost firm capacity sales. This
decision was made because of the uncertainty of BPA's market efforts in this
area. However, we can be relatively certain of the impacts on our nonfirm
sales as a result of the LTIAP.
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The analysis includes a calculation of mitigation impacts. These were
based on the proposed Condition 1 mitigation and restriction on seasonal
exchange cash-outs. All returns were assumed to be at COB/NOB. For all north
to south deliveries, under Condition 1 in the study a utility's Formula
Allocation was reduced by the amount of its Assured Delivery. If the Formula
Allocation was insufficient to cover the entire amount of its Assured Delivery
contract, the utility was assumed to purchase the difference from BPA. The
value of mitigation is estimated by determining the amount of overgeneration
spill in megawatts up to 60 percent of the Assured Delivery under
Condition 1. These megawatts are priced at the average price of Condition 1.

For all south-to-north deliveries during Conditions 1 and 2, we assumed
BPA would receive revenues equal to 60 percent of the incremental benefits
associated with serving the increased winter market. BPA's revenue protection
due to mitigation is estimated to range from $62-$107 million depending on the
alternative.

We assumed that if the system is constrained by supply there would not be
any harm to BPA as a result of firm power sales. At all other times, BPA's
loss is estimated to be 60 percent of the lost secondary revenues. In the
case of exchanges, the study assumes that without mitigation we would incur
60 percent of the lost secondary revenues under all conditions during the
summer and that BPA does not serve any of the increased winter return market.

Wheeling revenues were included in the consideration of net impacts on our
revenues. Some commenters felt that BPA should not have to include the
wheeling revenues in the calculation of the net impact. Without this
calculation the net impacts would have been $154 million larger.

Without the mitigation, the net estimated revenue impacts, including lost

nonfirm revenues and PF sales and the increase in wheeling revenues, was
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$200 million.

After mitigation

the

net estimated revenue impact was

$118 million, or an annual impact of approximately $9 million.

already made available.

or nature of commenter.

in

The following table is from the March update to the January SAM study

(Wheeling revenues were revised in the update.)

ASSURED DELIVERY ANALYSIS
(from March 1988 revised SAM study, Table 5)

105 MW
440 MW
255 MM
800 MW

MPC Power Sale

Seasonal Power Exchange@50%
Firm Surplus Sale (Shaped)
Assured Delivery

Impact to BPA (1989-2006)
including Mitigation
$Millions 1987 (NPV)

1. Secondary Sales

2. Wheeling Revenues
3. PF Sales

4. Net Impact (1+2+3)
5. Mitigation

6. Net Impact w/Mit

7. Annual Cost w/Mit

Summary of Comments

Alternative 2

(a) (b) (c) (a+b+C)
Seasonal Firm
MPC Power Exchange Surplus
Sale 50% Sale Total
(76) (60) (161) (297)
28 60 69 154
-—= (57 -—= (57)
(51 (57 (92) (2000
13 32 37 82
(38) (25) (55 (118
(3) (2) (4) (9)

There is no simple breakdown of comments on this issue according to region

the

Northwest and California,

Our most recent proposal

is supported by commenters

and by generating and nongenerating
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utilities. However, there are also strong views that 800 MW is either too
much Assured Delivery capacity or not enough.

Our nongenerating utility and DSI customers generally oppose IAP
provisions that would reduce the transmission capacity available for BPA sales
either in the long-term or spot markets. Assured Delivery capacity made
available to generating utilities comes at the expense of revenue-producing
transactions BPA could otherwise conduct over the Intertie. This can create
upward pressure on BPA's rates. The DSIs summed up this concern by stating
"[tlhe mere fact that, at times, there is excess Intertie capacity does not
impose on BPA an obligation to provide access at other times. BPA has the
discretion, but no obligation, to provide such access. If it exercises that
discretion, BPA must meet its statutory and other obligations, including its
obligation [to] keep power rates as low as possible." DSI, #3-214, pp. 1-2.

EWEB commented that "BPA is correct to 1limit transaction amounts ... on
Intertie access for firm power sales and exchanges by nonfederal utilities."
EWEB, #3-200, p. 1. EWEB states that this 1imit has a "direct economic impact
on BPA's ability to market its surplus power, which must be maintained in
order for BPA to continue to provide competitive Priority Firm rates and to
meet its U.S. Treasury repayment obligations." EWEB, #3-200, p. 1.

While wurging caution, our total requirements customers do not oppose
strenuously the increase of Assured Delivery capacity from 420 MW to 800 MW.
An essential condition to this support is the "mitigation measures" discussed
later in this decision. NGPU states, "We accept as appropriate that amount,
given full mitigation of losses to BPA." NGPU, #3-100, p. 4. APAC supports
"BPA's expansion of the amount of Intertie capacity that is allocated to
assured access for firm transactions if those transactions are mitigated in

such a way as to minimize financial harm to BPA." APAC, #3-110, p. 1.
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However, DSIs and nongenerating utilities alike resist any increase beyond
800 MW. For example, WPAG stated:

The record contains no analysis to assess the potential
revenue impacts to BPA of increasing the amount of Intertie
capacity made available to non-federal wutilities beyond
800 megawatts. Further, BPA has declined to study what
financial impacts 800 megawatts of Assured Delivery will
have on BPA should the Third A.C. be delayed or not built
at all. MWithout such analysis, and in the absence of any
demonstrable need, it would be extremely imprudent for BPA
to increase the amount of Intertie being made available for
Assured Delivery. WPAG, #3-201, p. 6.

The proposal in the 1987 draft policy is also supported by publicly owned
generating utilities in the Northwest and California. "The PGP has endorsed
BPA's decision to limit the Assured Deliveries to 800 MW's because it
demonstrates a commitment to the regional partnership mandated by Congress and
essentially leaves BPA revenue neutral." PGP, #3-194, p. 1. SCL's reaction
to the 800 MW number is that "it probably is adequate for today but ... what
the Policy needs is a commitment from Bonneville to when and if the 3rd AC is
completed, to reopen that issue and look at whether that number might want to
go up." SCL, Tr. 490.

Like Seattle, the California publicly owned utility membership of TANC
expressed support for BPA's proposed limit. However, TANC also requests a
commitment from us in the LTIAP to increase the amount of Assured Delivery
when the COTP is operational and the transfer capability to the Southwest is
increased. TANC, #3-182, p. 2.

Rather than focus on commercial operation of the third AC line, some
commenters asked that the 800 MW limit be revisited after a trial run. For
example, WUTC requested, "[Wle would like to see a provision in the final
policy that commits Bonneville to increasing the allocation for seasonal

exchanges if the impacts on the agency's revenue are found to be minimal, or

if the impacts can be successfully mitigated."  WUTC, #3-179, p. 2.
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As a variant on the WUTC theme, PSP&L prefers that any future increase in
the amount of Assured Delivery be tied to demand:

The 800 megawatts of Intertie capacity for Assured Delivery
referenced in the draft should not be an absolute limit.
Rather, the LTIAP should specify that the amount of
capacity made available for Assured Delivery will be
reexamined with respect to increasing such amount at any
time that requested capacity for Assured Delivery exceeds
800 megawatts. PSP&L, #3-117, p. 5.

ICP generally is supportive. It requests as an accommodation to
generating utilities that we increase Assured Delivery capacity by an
immediate 25 to 50 percent. "[Ilnformal surveys indicate that it is not far
from being sufficient; we suggest that a relatively small increase, say to
1000Mw or 1200Mw, might avoid the rush to complete contracts that might be
caused by even a slightly inadequate quantity ... ." [ICP, #3-119, p. 10.

Two California investor-owned wutilities approach the Assured Delivery
limit from a different perspective. PG&E asks us to determine our own needs
for firm Intertie capacity without regard to capacity needs for spot-market
transactions and make the remaining physical capacity of the Intertie
available for Assured Delivery. "BPA has the statutory right to reserve a
portion of its Intertie share to meet its reasonably foreséeable needs, but
even if BPA is able to market all of its surplus firm resources it will still
have approximately 2,000 MW available to provide Assured Delivery to
utilities." PG&E, #3-188, p. 28. PG&E commented further that, "[tlhe LTIAP
would place an artificially low ceiling of 800 MWK on all long-term firm
transactions other than BPA's." Id., p. 27.

Other California utilities found 800 MA too 1limiting. SCE commented,
"BPA's proposal to provide only 800 MW of firm access is both arbitrary and
inadequate. The 800 MA 1imit has no technical or operational basis."
(Emphasis in original.) SCE, #3-187, p. 10. SCE would base the Assured
Delivery limit on historical sales by BPA, wusing 1983 and 1976 as
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representative years in which BPA had two-thirds of sales over the Intertie.
SCE concluded, "Even assuming that BPA intends to reserve two-thirds of the
total Intertie for itself (total Intertie being 6200 MW), 2000 MW would be
available for non-federal use and even with Portland General Electric and
Pacific Power & Light controlling 1000 MW, there should still be 1000 MW left
for the other nonfederal Northwest utilities, not just 800 MW." Id., p. 11-12.

At the other extreme, Big Bend and Umatilla cooperatives opposed the
availability of any Assured Delivery capacity until the third AC transmission
line goes into commercial operation. In advocating a "Federal first" Intertie
policy that protects full-requirements customers, both utilities commented,
"limited use by third parties may be appropriate if and when the third AC line

is completed, but not before." Big Bend, #3-90, p. 1: Umatilla, #3-104, p. 1.

C. Analysis and Decision

There is no single method of computing the amount of Assured Delivery
capacity that we can make available without seriously degrading our revenues.
BPA staff and the PNUCC staff that reviewed our studies each concluded that it
would be unwise to place too much faith in studies that are soO dependent on
assumptions regarding rainfall; load growth in California and the Northwest;
and oil, natural gas, and aluminum price fluctuations. Tr. 8. BPA lost over
$213 million in FY 1987: we do not want to exacerbate this problem with the
final LTIAP. Tr. 54, 471-2. Given these uncertainties, we are understandably
cautious about committing major portions of the Intertie for long-term
nonfederal use and about the economic consequences of the set of new concepts

incorporated into the 1987 draft policy.
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Yet, the 800 MW upper limit in itself is a fairly dramatic departure from
the past. It will facilitate a greater number and variety of firm trans-
actions than before. Our studies indicate an annual revenue loss of
approximately $9 million in lost nonfirm revenue and displaced firm power
sales to our public agency customers. Tr. 7. The revenue effects on BPA have
been quantified further in a study by PNUCC. Tr. 871-78; Study, Tr. 865-70.
These adverse revenue effects, offset by mitigation measures discussed below,
have been found acceptable by a fairly broad cross-section of commenters.

Given the judgmental element of this decision, it seems appropriate to
look for possible consensus among the commenters. We must balance three basic
objectives: Northwest generators' desire to sell or exchange power on a firm
basis to California; our total requirements customers' concerns about rate
stability; and our obligation to repay the Treasury. 24/

As we look for consensus, the PG&E proposal for committing 2,000 MA to
Assured Delivery must be rejected as excessive. It ignores BPA's significant
need to sell surplus nonfirm energy at certain times of the year to the
California market. This need will exist regardless of how much surplus firm
power we are able to sell, and Intertie capacity must be reserved to deliver
it. Our nonfirm energy constitutes a "foreseeable" surplus for which Intertie

capacity may be reserved. Department of Water & Power, 759 F.2d at 692.

We also have the authority to reserve excess Intertie capacity for
non-Federal sales of nonfirm surplus, rather than allocating all of the excess

capacity to firm sales. Some Northwest utilities that have hydro resources

24/ Regarding the Treasury, it is important to bear in mind that the revenues
we earn from Federal Intertie usage are critical to repaying the Federal
government's $8 billion investment in the Northwest's Federal power and
transmission systems. This investment was made with the expectation that
it would be repaid, with interest, with revenues from our sales. We have
the responsibility for establishing policies which ensure that sufficient
revenue will be generated to cover all our costs, including planned
repayments to the Treasury.
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have only nonfirm surplus and only during certain times of the year. These
utilities, as well as many of the utilities which have firm surplus or which
desire to enter into seasonal exchanges, have need of Intertie capacity to
make the best use of this nonfirm but valuable resource. In addition, given
our decision on extraregional access, if PG&E's proposal were adopted,
Canadian utilities might not receive any access to the Intertie. BPA believes
it is in the best interests of the region, Canada, and California to reserve
Intertie capacity for nonfirm sales rather than commit all of the excess
capacity to non-fFederal firm transactions.

Similarly, we reject the Big Bend and Umatilla objection to any amount of
Assured Delivery. We believe these transactions can bring benefits to the
Northwest and to California. Some may even bring benefit to BPA in the long
run. We will provide non-Federal access to the Intertie if the adverse
impacts on BPA are within an acceptable range.

Among the remaining comments, 800 MW -- together with a commitment to
reexamine when the third AC line 1is completed -- reasonably satisfies nearly
all expectations. Our total reqﬁirements ratepayers seem satisfied so long as
the 800 MW 1imit is not exceeded without further study. Northwest generating
utilities and WUTC are satisfied provided we undertake further study to review
BPA's ability to provide, and Northwest utilities' demands for, incremental
Assured Delivery capacity.

The fear of ICP, SCE, and PG&E about the possible inadequacy of 800 MW is
not borne out by our recent negotiations with Northwest utilities expressing a
concrete interest in firm power transactions with the Southwest. If each of
these five transactions were consummated, they would utilize slightly more
than half the 800 MW capacity limit over the next five years. But five years
from now, the third AC line should be in commercial operation and BPA will
have concluded its reassessment of the Assured Delivery iimit. In short, our
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negotiations cause us to reject PG&E's proposition that the selection of
800 MW "would place an artificially low ceiling ... on all long-term firm
transactions other than BPA's."

Moreover, the LTIAP provides additional opportunity for utilities to enter
into joint ventures that would allow BPA to market surplus power as part of
three-party arrangements involving California utilities. Because of the power
sales benefits flowing to BPA, Intertie capacity reserved for BPA's use will
in effect be made available for such transactions. "If firm sales have not
been consummated then the Joint Venture and firm displacement-type
transactions which utilize federal access should be pursued." PGP, #3-194,
p. 2. These provisions are discussed later in this decision.

We conclude that 800 MW is a reasonable 1imit on Assured Delivery
capacity. MWithin this 1limit, firm transactions subject to the mitigation
provisions of section 4(d) should not produce serious adverse revenue
consequences for BPA. This conclusion is strengthened if scheduling utilities
use Assured Delivery capacity for low load-factor exchanges more than for high
load-factor sales. If mitigation provisions were not a part of the LTIAP,
concerns about BPA revenues would have caused us to select a lower limit.

Section 4(c)(1) of the final LTIAP carries forward BPA's commitment to
reexamine the limit on Assured Delivery capacity when the third AC trans-
mission line goes into commercial operation. To ensure that this question is
revisited regardless of the outcome of the third AC project, section 4(c)(1)
will also provide that BPA will revisit the 800 MW limit if the third AC
Intertie project is not completed. Our future decision on increased capacity
will, of course, be tempered by scheduling utilities' willingness to abide by
the revenue-protective measures of the final policy.

Studies discussed in the IDU EIS address the effects of making up to
800 MW of capacity available for non-Federal firm transactions. These studies
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show a potential impact on resident fish and cultural resources under both the
Federal Marketing case and the Assured Delivery case due to the potential
changes in elevations at the Hungry Horse (Montana) hydro reservoir. IDU EIS,
section 4.2.2-8. We are working with the Montana Department of Fish, Wildlife
and Parks to evaluate and, if necessary, mitigate impacts to resident fish.
We are also participating in funding surveys of cultural resources at the
Columbia and Snake River Federal storage reservoirs to determine the need and

methods for mitigating adverse effects on cultural resources. 23/

ISSUE NO. 2: How should the 800 MW set aside for Assured Delivery be
allocated by utility and by type of firm transaction?

REFERENCE: 1987 draft policy §4(d)(2)(B)
Final LTIAP §4(c)(2)

A. BPA Proposal
In the 1986 draft LTIAP, each scheduling utility was allocated a portion

of the 420 MW available for transmission of Northwest non-Federal firm power
sales. Individual allocations, shown in "Exhibit B" to the draft policy, were
based on each utility's share of the regional firm surplus.

Exhibit B does not provide surplus numbers for PGE or PP&L. These two
utilities have their own Intertie capacity, which is larger than their average
firm energy surplus. Consequently, because of our determination to reduce a
utility's average firm energy surplus by its own Intertie capacity, neither
utility is listed in Exhibit B.

By the time the 1987 draft policy was released, PNUCC's regional surplus

estimate had declined to 320 MW. This new figure was augmented by extra

25/ We would address these matters again before making any decision to
increase Assured Delivery capacity beyond 800 MW.
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capacity made available to MPC, for a new Exhibit B total of 361 MA.
Individual scheduling utilities once again were to receive shares of the total.

As we attempted to accommodate demands for seasonal exchange transmission
capacity, we came to the conclusion that exchanges cause less severe spot-
market impacts on BPA than power sales for two reasons. First, these
exchanges tend to be low load-factor transactions that utilize the Intertie
for only eight to ten months per year (four to five months in each
direction). Over the course of a year, BPA would dedicate less Intertie
capacity to these transactions than to year-round, high load-factor sales,
leaving more capacity available for Federal sales. Second, seasonal exchanges
create a wintertime return energy market in the Northwest for which BPA and
other Northwest sellers can compete if their prices are lower than the
incremental costs of exchanging utilities in California. Tr. 62.

However, exchanges are not totally beneficial. They have two major
disadvantages for the long-term marketing efforts of BPA and the Northwest in
an era of surplus. First, exchanges eliminate access to the more lucrative
heavy summer load-hour markets in the Southwest without decreasing the overg*li
Northwest surplus. In fact, seasonal exchanges increase the Northwest's
wintertime surplus by returning energy during the Jless-lucrative winter
market, thereby increasing BPA's surplus and the probability of sp111 on the
Federal hydro system. Second, exchanges bring energy back to th€5ualiayest
during 1light 1load hours, thereby increasing operational probTems. MPC,
#3-111, pp. 3-4. w ¥

We believe that the disadvantages of exchanges tend to cancel out their
benefits. However, to recognize the demand for seasonal exchanges, the 1987
draft policy made available an additional 440 MA of capgcity. We proposed to
allocate this 440 MW among Northwest wutilities bas;~ N¢Mutility summer
surpluses. No specific allocations were provided in £ﬁ§x19§$§éfaft.

N
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B. Summary of Comments

In addition to concerns about utility needs and BPA revenues, the comments
indicate that there is a significant environmental issue at stake in this
determination. Comments support the Exhibit B regional surplus lTimitation on
sales of firm power. PGP stated, "We like the idea of the Exhibit B usage in
a sense for limiting firm exchanges to the 360 megawatts for firm sales. We
don't want people constructing resources to make firm sales." PGP, Tr. 383.
In a similar vein NRDC commented, "The Policy includes a crucial common-sense
safequard that was missing from the earlier version: no utility can make
long-term commitments to sell more surplus power than it now controls
(section 4(d))." NRDC, #3-132, attachment p. 3.

PGE and PP&L both questioned BPA's calculations of firm surplus amounts in
determining how much they should be allocated in Exhibit B. PGE suggests that
it be allowed the total of its average firm surplus in the PNUCC Regional
Forecast of 258 MW. PGE, #3-133, p. 4. PP&L calculated its own Exhibit B
amount of 99 MW. PP&L, #3-138, p. 3.

Capacity available for exchanges. Inclusion of seasonal exchanges in

the 1987 draft was well received. "Western commends BPA for its recognition
of seasonal exchanges. Such exchanges will benefit both regions as they make
for the efficient use of resources." WAPA, #3-189, p. 3. "[Wle feel quite
strongly that seasonal exchanges which result in a decreased need for the
construction of new power plants at either end of the line should be facilQ
itated to the maximum extent possible." Friends of the Earth, #3-203, p. 3.
"[Tlhe promotion of transfers [exchanges] ... is ... a way of reducing
environmental impacts through the construction of additional facilities."

PSP&L, Tr. 481.
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Criticism of the 1987 draft's proposal focused on the share of the 800 MW
capacity 1imit devoted to exchanges. WAPA, #3-189, p. 3; LADWP, #3-192, p. 3;
PG&E, Tr. 427; PSP&L, Tr. 55. A second criticism addressed lTimitations placed
on the types of exchanges permitted. PG&E, #3-188, p. 84; SCE, #3-187, p. 14;
SDG&E, Tr. 442.

ICP raised a definitional problem: how to distinguish between sales and
exchanges when a firm sale may convert to a seasonal exchange. "[Wle continue
to propose that the block of Intertie made available for nonfederal Assured
Delivery be treated as a monolith. Most of the contracts completed or
currently in negotiation cannot be clearly defined as firm power sales, firm
capacity sales or exchanges." ICP, #3-119, p. 10.

PPC recommended eliminating most distinctions between types of trans-
actions. "[Olnce an amount of Assured Delivery is determined for the final
policy, there should be no strict limitations within that amount regarding the
split between power sales and exchanges, except to the extent that Exhibit B
Timits firm power sales." PPC, #3-125, p. 4. Similarly, WAPA and WWP
requested that BPA remove the 440 MW 1imit for seasonal exchanges. WAPA,
#3-189, p. 3. WWP believes that seasonal exchange constraints based upon
summertime firm surpluses are matters best left for resolution under the
Pacific Northwest Coordination Agreement. WWP, #3-122, p. 21.

Types of exchanges. The term "exchange" can refer to various

transactions that take advantage of diversity between Northwest and Southwest
loads through deliveries of firm power from north to south during the
Southwest's peak demand times and returns of capacity and energy from south to
north during other times. Transactions vary depending on the lag between
deliveries and returns. A "naked capacity" transaction might require offpeak
energy returns within 24 hours, whereas a capacity-energy exchange might
require energy returns later during the same season.
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There are no specific provisions in the 1987 draft policy that permit
these types of exchange transactions. BPA staff simply did not perceive a
demand for such transactions at the time the 1987 draft was released. BPA,
Tr. 84. Comments from a cross-section of generating utilities recommended
that BPA rectify this omission.

PG&E misread our intent, stating "[Tlhe LTIAP flatly prohibits valuable
transactions by denying long-term  firm transmission service for
capacity-energy exchanges over BPA's share of the Intertie." PG&E, #3-188,
p. 3.

SCE recommended, "Exchanges should not be restricted to Jjust the seasonal
variety. Northwest and California utilities will benefit from capacity-for-
energy exchanges ... . BPA should not prohibit capacity sales ... nor should
BPA rule out other transactions such as generating unit purchases and sales."
SCE, #3-187, p. 14. These observations were echoed by California publicly
owned utilities: "TANC recommends that BPA include provisions in the policy
for capacity-energy exchanges, peaking capacity sales, straight energy sales,
and other reasonably foreseeable types of transactions in addition to seasonal
exchanges and firm power sales." TANC, #3-182, p. 2.

SDG&E noted that "[allthough these types of contracts may not be viable
now, to preclude them completely from a long term policy is short sighted."”
SDG&E, #3-196, p. 2.

In the Northwest, the publicly owned generating-utility members of PGP
suggested that *"provision for seasonal exchanges in section 4(d)(3) be
expanded to include opportunities for a wider variety of transactions if those
transactions meet all of the Assured Delivery and Mitigation provisions and
would cause no adverse impacts on the operation of the northwest coordinated

system. PGP, #3-124, p. 4.
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C. Analysis and Decision

A1l California utilities find exchanges advantageous. In the Northwest,
however, the balance between benefits and costs of exchange transactions
depends on whether a regional or individual utility perspective is employed.
From the regional perspective, which BPA is often encouraged to take, the
Northwest has a year-round firm surplus. The time of possible vulnerability
for serving Northwest regional loads is not the winter peak. Instead, it is
the month of August when recreational constraints on reservoir drawdown can
limit generation by the regional hydropower system. Tr. 6. From a regional
perspective, the Northwest may not be advantaged by exchanges that draw on
this system during the summer for deliveries to California and increase the
wintertime surplus with return energy from California. MPC, #3-111, pp. 3-4.

Individual Northwest utilities view exchanges differently. WWP and PSP&L
face near-term winter needs. To utilities such as these, seasonal exchanges
may be the 1lowest-cost incremental source of wintertime power. The
flexibility of the coordinated Northwest power system may be used to shift any
August delivery vulnerability to the region as a whole.

By and large, comments about exchanges came from utilities in the North-
west and California that would benefit from such transactions. The "Northwest
regional" perspective was underrepresented. MPC was virtually alone in
pointing out the possible shortcomings of these transactions.

From BPA's perspective, our key concern about exchanges is their possible
adverse effects on summertime operational constraints. We have not been able
to devise a generic solution to this problem. However, we are fairly
confident that exchanges 1likely to be consummated under the 800 MW Assured
Delivery limit should not cause operational problems during summer months.
Proposed contracts will be reviewed on a case-by-case basis wunder
section 3(c)(4) of the LTIAP to test this expectation.
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The potential environmehtal effects of seasonal exchanges were addressed
in the IDU EIS analyses. These studies indicated that, in combination with
other types of power transactions, seasonal exchanges in excess of 500 MW have
the potential to produce significant adverse effects on cultural resources
surrounding Columbia and Snake River Federal storage reservoirs (See IDU EIS
sections 4.2.2.3, 4.2.2.5). They may also have significant adverse effects on
resident fish at Hungry Horse reservoir (See IDU EIS section 4.2.3.3). If
exchanges are increased beyond 700 MW, resident fish at Libby reservoir would
also be adversely impacted. However, both the cultural resource and resident
fish effects are being addressed through implementation of appropriate
mitigation measures.

The final LTIAP includes a definition of "exchange" that covers a variety
of transactions, including capacity-energy exchanges and naked capacity
sales. This term has been substituted for "Seasonal Exchange" throughout the
LTIAP. This change satisfies the concerns of California generating utilities
and PGP, with no erosion of BPA revenues in comparison to provisions in the
1987 draft.

As for the limits on types of transactions, BPA is convinced of the wisdom
of imposing Exhibit B limitations on firm power sales. From the standpoints
of environmental quality and financial risks, it seems appropriate to limit
Assured Delivery capacity to the amount of firm surplus presently available in
the Northwest for export sales. NRDC, #3-132, p. 3; IDU EIS, S-8. BPA was
uncertain in the last draft of the LTIAP where to include provisions for
existing agreements for firm sales. Tacoma and Longview Fibre/Cowlitz have
agreements with WAPA that total 86 MA. BPA has increased the Exhibit B firm
surplus allocations to include these sales. (See discussion at Section 2,
Issue 3.) This increases the Exhibit B firm surplus total to 444 MA.
However, our discussions with utilities in the Northwest lead us to conclude
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that 444 MW is a high estimate of the amount of non-Federal firm sales likely
to be consummated with Southwest utilities. Consequently, the environmental
and economic impacts will Tikely be less.

In calculating the Exhibit B firm surplus allocations, we relied on data
submitted by the utilities for the 1987 PNUCC regional forecast reflecting
their 1988-89 requirements and resources. Using this data assures consistency
and reliability in determining each utility's average firm surplus. In this
submittal PGE had a firm surplus of 258 MW and 75 MW of export sales for a
total of 333 MW. Since PGE currently has 700 MW of capacity in the Intertie,
its entire firm surplus can be transmitted over its own capacity. PP&L's
submittal to the PNUCC differs from the calculations in its comments to BPA on
the draft policy. In the 1987 Regional Forecast PP&L had a firm surplus of
330 MW of which 67 percent or 221 MW is considered to be its regional amount.
This amount combined with its export of 28 MW in the PNUCC Regional Forecast
equals 249 MW. PP&L has rights to deliver 300 MW for sales to California at
the Malin Substation; this right covers the 249 MW total.

We have concluded that Exhibit B amounts need not be used exclusively for
firm sales. There is no apparent reason to preclude scheduling utilities from
using their individual Exhibit B amounts for firm exchanges which, in the
words of PGP, "meet all of the Assured Delivery and Mitigation provisions and
would cause no adverse impacts on the operation of the northwest coordinated
system." PGP, #3-124, p. 4. This modification should overcome the
definitional problem discussed by ICP.

The final LTIAP does not allocate the remaining 356 MW of Assured Delivery
capacity among scheduling wutilities. That amount will be available for
exchange transactions of scheduling utilities on a first-come, first-served
basis. BPA has not allocated the remaining capacity based on individual
utility summer surpluses due to the lack of information on which to calculate
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such allocations. Proposed contracts will be reviewed on a case-by-case basis
under section 3(c)(4) of the LTIAP to determine their possible adverse effects
on summertime operational constraints.

Section 4(c)(2) of the LTIAP provides that scheduling utilities may
utilize their individual Exhibit B transmission capacity whenever they elect
to enter into long-term firm transactions with Southwest utilities. This
provision reserves the capacity for each utility with an Exhibit B amount and
eliminates the concern of utilities about a possible '"gold rush" effect if
Assured Delivery contracts had to be negotiated by a specific deadline.
However, after a reasonable period of experience we may utilize
section 4(c)(3) of the final LTIAP to withdraw unused Exhibit B capacity from
individual utilities. Any withdrawn capacity will be added to the 356 MW
portion of Assured Delivery capacity to be made available to scheduling

utilities on a first-come, first-served basis.
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ISSUE NO. 3: Should the LTIAP resolve a controversy over alleged rights
to firm Intertie wheeling of Montana Power Company's share
of the Colstrip No. 4 coal-fired generating plant?

REFERENCE : 1987 draft policy Exhibit B
Final LTIAP Exhibit B

A. BPA Proposal

In 1985, MPC offered the entire output of its Colstrip No. 4 share for
acquisition by BPA. After BPA declined this offer for lack of need within the
Northwest, MPC claimed priority under Northwest Power Act section 9(i)(3) to
firm Intertie wheeling service for 210 MW of Colstrip. When that request was
denied, MPC petitioned for review by the U.S. Court of Appeals for the Ninth

Circuit. Montana Power Co. v. BPA, 9th Cir. No. 86-7330.

After preliminary negotiations with MPC in November, BPA included in the
1987 draft policy a proposal for resolving a controversy about firm wheeling
of power from MPC's portion of the Colstrip No. 4 generating station. The
proposal increased the amount of MPC's Exhibit B Assured Delivery capacity

from 80 MW to 105 MW (one-half MPC's share of Colstrip No. 4 capacity).

B. Summary of Comments

The Governor of Montana supported BPA's increased allocation to 105 MA in
settlement of obligations under section 9(i)(3) of the Northwest Power Act.
If settlement could not be reached prior to finalizing the policy, he
requested that "the IAP remain flexible enough to incorporate the terms of a
later agreement, while allowing MPC to meet its existing sales obligations."
Governor of Montana, #3-127, p. 1.

Vigilante opposed MPC's allocation of 105 MW of Intertie capacity and
stated, "Our public utilities who are not now generating, but working on hydro

and other resource development may well need this capacity in the near
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future. In the meantime, BPA should use this capacity in the most cost
effective manner to maximize revenue." Vigilante, #3-140, p. 1.

PPC, an intervenor in the Ninth Circuit proceeding, insisted that "BPA
should receive written assurances from MPC that this particular amount will
indeed lead to settlement of the dispute." PPC, #3-125, p. 4.

EWEB commented, “"Montana Power has shown no basis to be excused from costs
of mitigation. The existence of a [section] 9(i)(3) resource in conjunction
with BPA's legal requirements to wheel does not provide a basis for those

costs to be paid by the Region." EWEB, #3-200, p. 3

C. Analysis and Decision

It strains credibility to suggest, as Vigilante does, that BPA should deny
Intertie access for existing needs so that Intertie capacity will remain
available for resources yet to be developed. BPA does not intend to use the
LTIAP to encourage resource construction for export. A utility's allocation
for firm sales outside the region is based on its existing firm surplus which
can be supported in the future with new resources but cannot be increased by
acquisition of new resources. Furthermore, Vigilante should be especially
aware of the fish and wildlife protected area restrictions on new hydro
development before it considers new resources.

A common sense argument can be made for wheeling the settlement amount of
Colstrip capacity because MPC's share of Colstrip is surplus to long-term
Northwest needs. In addition to BPA's rejection of MPC's offer of Colstrip
capacity, the Montana Public Service Commission has been unwilling to include
the cost of that resource in retail rates, instead urging the utility to
acquire other resources as Montana loads increase. Long-term firm export
sales, such as the MPC sale, were analyzed in BPA's IDU EIS and no significant
environmental problems were uncovered.
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We have reached a settlement that will provide MPC with 105 MW of Assured
Delivery capacity to facilitate a firm sale of the output of Colstrip No. 4.
BPA and MPC have negotiated, contingent on implementation of the LTIAP, a
series of main-grid and Intertie wheeling agreements that require MPC to
satisfy annual mitigation requirements for the life of the Colstrip sale.
Also, MPC has agreed to a formula rate that will reduce the charges imposed on
BPA by MPC for transfer service to our Montana loads. Finally, MPC will move

to dismiss, with prejudice, Montana Power Co. v. BPA, 9th Cir. No. 86-7330.

This settlement should meet the reasonable expectations of all who
commented on the issue. Based on MPC's regional firm surplus, the IAP would
have granted MPC 80 MW of Assured Delivery. MPC argued that it should receive
210 MW of Assured Delivery as a statutory right under section 9(i)(3). The
additional 25 MW provided by BPA is an acceptable compromise settlement of
litigation over a difficult issue with an uncertain outcome. If for any
reason settlement is not reached, MPC's extra capacity will revert to other

Northwest utilities for Assured Delivery service.

ISSUE NO. 4: Should conservation be included among the resources
eligible for Intertie access under the LTIAP?

REFERENCE: 1987 draft policy - no reference
Final LTIAP §1 #17

A. BPA Proposal

In the 1986 and 1987 drafts of the LTIAP, the definitions of "Qualified
Northwest Resource" and "Resource" were limited to generating resources.

Conservation is not mentioned.
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B. Summary of Comments

Comments from a variety of sources pointed out the inequality of treatment
of conservation compared to generating resources and in use of conservation as
part of a marketing strategy. Mason, #3-87, p. 1.

NCAC complained that the draft LTIAP "does not so much as acknowledge the
possibility of a generating or non-generating utility independently developing

conservation resources and making a sales transaction based on the saving from

those resources. We and others have been urging, for 5 years now, that such
conservation-based sales were a necessary and proper element of a wise
inter-regional sales strategy." (Emphasis in original.) NCAC, #3-206, pp. 3-4.

A study submitted with PG&E's comments concluded that the draft LTIAP
would prohibit or discourage the realization and use of conservation for firm
transactions. PG&E, #3-188, attachment p. 8.

Statutory concerns were pointed out by WPAG in a conflict between
section 4(e) of the Northwest Power Act and the lack of provision for
conservation in the draft LTIAP, while "permitting new generating resource
development, including baseload thermal, to support export sales." WPAG,
#3-123, p. 22.

NRDC stated that it does not want the policy to encourage building power
plants instead of less expensive conservation. NRDC, #3-132, pp. 5-6.

On the other hand, PGP opposes consideration of Assured Delivery for any
new resources "based upon potentials, future resources, conservation transfers
or planned load reductions" until after the third AC Intertie is operational.

PGP, #3-194, p. 3.

C. Analysis and Decision

We disagree with the comments which conclude that we are prohibiting or
discouraging conservation by not including conservation in the definition of
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"Resource." A Scheduling Utility may support its continuing ability to meet
its obligations under a firm export contract by implementing conservation on
its system to defer or avoid the necessity to acquire new generation as its
own load increases. It becomes a question of the economics of conservation
measures versus the economics of purchasing new generation. In no way does
the LTIAP discourage or prohibit such an election.

A scheduling utility can also meet its obligations to serve its own load
under the waiver requirement (section 4(a)(4)) by implementing conservation on
its system rather than acquiring new generation. In no way does BPA insist
that such load be met with new generating resources.

With respect to WPAG's comment about section 4(e) of the Northwest Power
Act, that section applies to resources acquired by BPA. It does not apply to
matters involving nonfederal resources or to BPA's transmission
responsibilities.

We do not agree that nongenerating utilities can have a surplus to be
exported. Defining conservation as the resource to be delivered over the
Intertie would arguably allow utilities to sell to California power purchased
under their BPA section 5(b) power sales contracts if an equal amount of
conservation were implemented on their systems. We have consistently asserted
that this result would violate section 5(b) of the Northwest Power Act and the
provisions of the power sales contracts.

We also disagree with the notion that scheduling utilities could increase
their Exhibit B amounts by implementing conservation or that utilities without
Exhibit B amounts could create them by implementing conservation, as Friends
of the Earth, WPAG, and Mason seem to argue. BPA has determined that it will
provide a maximum amount of Assured Delivery for firm sales. That amount is
based on the average firm surplus calculated from individual utility
submittals in the PNUCC's 1987 Northwest regional forecast. The LTIAP does
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not provide for increasing that amount as a result of any future action,

including conservation, that might increase the utility's firm surplus.

ISSUE NO. 5: How will access for nonscheduling utilities and computed
requirements customers be provided under the LTIAP?

REFERENCE: 1987 draft policy §1, definition Il
LTIAP §1, definitions 12 and & 18

A. BPA Proposal
The 1987 draft policy limited the definition of “scheduling utility" to

the Northwest portion of a nonfederal utility that operates a generation
control area in the Northwest. Exhibit B tends to blur this definition.
Cowlitz and EWEB, which are computed requirements customers, have Exhibit B
amounts even though they do not qualify for an Exhibit B amount under the
definition. "Nonscheduling utilities" must request Intertie access through

the scheduling utility (or BPA) in whose control area a resource is located.

B. Summary of Comments

Cowlitz would expand the definition of "Scheduling Utility" to include
"any utility within BPA's generation control area that has non-federal
generating resources and which is designated as a Computed Requirements
customer." Cowlitz, #3-129, p. 1. EWEB and PGP recommended the same change.
EWEB, #3-137, p. 2; PGP, #3-124, p. 3.

PNGC's members are total requirements customers of BPA. They own 50 MW of
the Boardman coal-fired generating station. PNGC recommends that section 4(c)
clarify that nonscheduling wutility access will be provided via Intertie
capacity reserved for BPA. PNGC, #3-141, p. 3.
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C. Analysis and Decision

We agree with Cowlitz that the definition of "Scheduling Utility" should
be revised to include BPA's computed requirements customers. This s
consistent with previous policies and clarifies treatment of computed
requirements customers under the LTIAP.

Nonscheduling utilities will continue to be required to make Intertie
arrangements through the utility who has control over their generation or
directly with BPA. If the nonscheduling utility acquires access, such access

would utilize Intertie capacity reserved for BPA.

ISSUE NO. 6: Should BPA maintain provisions for joint ventures and, if
so, should BPA make the provisions more detailed?

REFERENCE: 1987 draft policy 8§4(c)
Final LTIAP §4(b)

A. BPA Proposal

In the 1987 draft policy, BPA identified two types of transactions outside
Exhibit B limitations: joint wventures with BPA and sales in lieu of
exchanges. These are means of obtaining Assured Delivery in excess of the
capacity limitation contained in the LTIAP. Such transactions would provide
BPA with opportunities to sell its surplus power. Under joint ventures, BPA
and scheduling wutilities would each sell surplus power to California
utilities. In a sale in lieu of exchange, BPA would sell firm power to a
Northwest utility in need of winter capacity and provide that utility with

Assured Delivery to deliver power to the Southwest during summer months.
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B. Summary of Comments

WAPA found the proposal for joint ventures attractive. "We support the
Joint Venture proposal since it would allow recoupment of funds spent by
Western on transmission facilities through economically advantageous resource
purchases to support MWestern's Central Valley Project loads from Midwest
purchases ... ." WAPA, #3-189, p. 3.

PGRE was concerned about the clarity of potential mitigation measures for
joint ventures. It stated, "[wle have no problems with joint venture in
general, but we are very suspicious that what BPA has in mind is mitigation
measures and other payments ... which will make those exchanges extremely

expensive ... ." PG&E, Tr. 428.

C. Analysis and Decision

We maintain provisions in the LTIAP for joint ventures and sales in lieu
of exchanges. Our objective is to make additional sales of surplus energy or
engage in other transactions that can increase BPA's revenues. Additional
sales of Federal surplus should make additional Intertie capacity available to
others. However, we do not intend for this LTIAP provision to predetermine
the outcomes of individual negotiations. The terms of these arrangements will
be determined case by case. Obviously, in such situations all parties to a
joint venture must propose terms that are mutually agreeable. If PG&E is not
satisfied with BPA's terms in any Joint venture proposed for its
participation, the transaction obviously would not occur.

These transactions are outside the 1limits of Exhibit B, providing an
additional opportunity for utilities to gain access for firm arrangements.
They also provide a means for utilities who have rights to their own Southwest
interconnections to obtain capacity for firm transactions over BPA's capacity.
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Section 2. CONDITIONS ON ASSURED DELIVERY ACCESS

ISSUE NO. 1: Should the LTIAP require scheduling utilities to waive
BPA's obligation to serve their loads in return for Assured
Delivery capacity to facilitate long-term export sales?

REFERENCE: 1987 draft policy §4(b)
Final LTIAP §4(a)(4)

A. BPA's Proposal

Section 4(b) of the 1987 draft policy requires a waiver of our contractual
obligation to serve a utility's load growth up to the amount of any firm power
sale receiving Assured Delivery. The provision would prevent a scheduling
utility from utilizing its BPA power sales contract to shift the burden of new
resource development to BPA and our customers in the event that utility
"oversold" its firm surplus for export to California. The provision applies

only to sales, not to exchanges.

B. Summary of Comments

NRDC provides support for our proposal. "The ability to draw on the
region's credit when deals go bad is an invitation to negotiate imprudent
power sales. The problem is an unintended outgrowth of the power sales
contracts that BPA executed with all Northwest utilities back in 1981; the
solution appears in section 4(b) of the proposed Policy ... ." NRDC, #3-132,
p. 3, attachment. See NWPPC, #3-139, p. 2.

While NRDC advanced an environmental argument, NWPPC presented the views
of BPA customers whose rates might bear the cost of any resources BPA might
acquire in the absence of LTIAP section 4(b). "We support ... section 4(b) of
the revised policy, which we understand to incorporate the requirements of

sections 9(c) and 9¢(d) of the Northwest Power Act. This provision should
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avoid a situation where Bonneville must acquire new resources to serve loads
that had been served by resources that were sold outside the region." NWPPC,
#3-139, p. 2. See also Mason, #3-87, p. 1.

The generating utility members of PGP requested that BPA add a qualifi-
cation to the end of section 4(b), making the waiver dependent on future
events. "A scheduling utility will receive Assured Delivery for firm sales if
it agrees to waive BPA's obligation to serve that scheduling utility's firm
load under its Power Sales Contract up to the amount of power given firm
Intertie access if BPA is substantially impacted when BPA reaches
load/resource balance." PGP, #3-124, p. 5. The non-generating utility
membership of WPAG, on the other hahd, requests a strong provision without
qualification. WPAG, #3-123, p. 11.

MPC requested special dispensation. "Montana Power has already met its
responsibility by offering the resource to the region, that is why Colstrip
Unit 4 is a section 9(i)(3) resource. By offering that 210-megawatt resource
to the region, Montana Power has already firmed up its future resource
requirements that it might place on BPA and, therefore, the provision that a
utility must waive its right to place load requirements on BPA if it sells
power out of the region should not apply to any power which is being sold

pursuant to section 9¢i)(3)." MPC, #3-212, p. 2.

C. Analysis and Decision

The waiver of service obligation contained in LTIAP section 4(a)(4)
addresses hydroelectric and non-hydroelectric resources separately. It is a
component of the mitigation BPA requires for providing Assured Delivery

service. Moreover, the provision has statutory bases.
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With respect to exports of Northwest hydroelectric resources, a reduction
of power supplied under the BPA power sales contract is statutorily required
under the nonpermissive language of section 3(d) of the Northwest Regional
Preference Act, 16 U.S.C. §837b(d). For example, Tacoma has a sales agreement
with WAPA covering hydroelectric resources that make up the "SCBID project."
An Assured Delivery contract covering this sale would contain a provision for
waiver of BPA's service obligation during the period of the sale. Under the
Regional Preference Act, Tacoma must submit a new firm resources exhibit and
assured capability exhibit to its power sales contract indicating the monthly
obligation of energy equal to its export sale.

Thermal exports are covered by Northwest Power Act section 9(c), 16 U.S.C.
§839f(c). Section 9(c) grants the Administrator more discretion than section
3(d) of the Regional Preference Act.

PGP's qualification would only create confusion both at the time of a sale
and later when an exporting utility approached us with a request for power.
BPA must protect itself and our customers from any new resource obligations
triggered by the export decisions of Northwest utilities. We are making a
determination that wutilities can conserve their surplus resources to serve
future load through withdrawal provisions, transformation into exchanges, or
other methods.

This is not to say that we would be precluded from serving loads of
utilities that make export sales. However, such a decision would be at our
option, based on consideration of factors such as net revenues, effects on our

] /
other customers and any environmental concerns. 26

26/ Analyses in section 4.4 of the IDU EIS indicate that nonfederal utilities
would develop coal-fired and, to a lesser degree, small hydroc generation.
Federal resource development would focus on completion of Washington
Nuclear Project Nos. 1 and 3 before coal or hydro generation.
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An unusual situation is presented by Cowlitz, which has an agreement with
WAPA covering a thermal resource owned by Cowlitz's retail customer, Longview
Fibre. Longview Fibre, sold its resource to WAPA. The waiver does not apply
to Cowlitz for this transaction. Assured Delivery service would provide for
wheeling this resource from Cowlitz's system to WAPA.

We do not agree with MPC that the offer of a section 9(i)(3) resource, Or
any other resource, to BPA should excuse the offering utility from the
provisions of section 4(a){4). Section 9(i)(3) provides only for a priority
to available BPA services. It does not exempt the utility from any applicable
policy or legal requirement. MPC's argument would put us in an untenable
position: either (1) buy the offered resource, even though we have a large
surplus for some years to come, or (2) reject the offer, thereby committing to
serve the utility's load growth that could have been served by the exported
resource, even after we reach load-resource balance. MPC's argument would
eliminate BPA's protection from the adverse effects of long-term exports of
nonfederal power resources.

Colstrip No. 4 was offered to BPA only after the Montana Public Service
Commission showed an unwillingness to permit MPC to recover the costs of this
resource. Instead, the commission seems inclined to have MPC provide for
future load growth from other resources, including the spot market. For the
moment, the commission seems to have determined that .Colstrip No. 4 should not
be considered as a resource needed to meet regional loads. Hence, MPC's
proposed export sale may have no effect on future decisions concerning
resources needed to serve Montana loads.

We do not ask MPC shareholders to absorb the costs of this idle rescurce
by forgoing export sales. However, the problem is not of BPA's making. The
region -- through BPA's customers -- should not be asked to absorb the cost if
future events demonstrate that the commission should have dedicated Colstrip
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No. 4 to Montana retail loads. After LTIAP section 4(a)(4)(B) is applied to
MPC's 105 MW Assured Delivery contract, decisions about future resource costs
will Tlie exclusively with MPC and the Montana commission (unless those
decisions were to trigger a new application for residential exchange benefits).

In addition to the provisions for waiver of service obligation under the
LTIAP, BPA is including in its Assured Delivery agreements a provision for
termination of the agreement if the utility does not comply with waiver of
service requirements. This should provide an additional measure of assurance
that resources sold outside the region will not impact regional energy

requirements, particularly after BPA is in load-resource balance.

ISSUE NO. 2: Should utilities owning or controlling interconnections to
the Southwest be required to utilize such capacity before
requesting Assured Delivery capacity from BPA?

REFERENCE: 1987 draft policy §3(d), 4(a)
Final LTIAP §3(d), 4(a)(2), 5(c)(3), Exhibit B

A. BPA Proposal

Section 4¢a) of the 1987 draft policy requires utilities to utilize their
own Southwest transmission access before requesting Assured Delivery service.
This requirement is in part implemented by decrementing a utility's regional
surplus by the amount of the transmission capacity to the Southwest. Read in
conjunction with the 1987 draft policy's definition of "Assured Delivery,"
this use-your-own-first requirement would apply to all interconnections,
existing or future, regardless of the market served. Our intent was to make
Assured Delivery service available primarily to utilities that Tlack
interconnection capacity and therefore depend on BPA for access to the

Southwest. Tr. 13.
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" This issue has five discrete components. First, should the requirement be
adopted at all?  Second, should the requirement apply to all Southwest
interconnections or to only the Southern Intertie? Third, should it apply
only to capacity owned or controlled as of the date an Assured Delivery
request is received; or retroactively to curtail existing Assured Delivery
contracts when a utility acquires new interconnection capacity? Fourth,
should the requirement distinguish between the different markets served by
different transmission 1lines?  Fifth, should "use-your-own-first" apply to

joint ventures with BPA?

B. Summary of Comments

WPAG states two reasons why a utility with its own interconnection would
seek Assured Delivery service: "First, it may wish to reserve its Intertie
capacity for other transactions, such as spot market sales. And, second, it
may be that its Intertie does not connect it to a viable market, and it is
only by use of the federal Intertie that it can reach interested buyers."
WPAG, #3-200, p. 7. WPAG argues that neither reason is sufficient to relieve
a utility from the use-your-own-first requirement. Id.

NGPU argued for retroactive application of section 4¢a), "if ... utilities
gain additional access through Third AC ownership their assured access through
the existing BPA Intertie should be reduced an equal amount.” #3-100, p. 4.

PGP supports section 4(a) "applicable only to the existing Intertie and
shall not affect ownership or access of the 3rd AC line or other future
transmission investments." PGP, #3124, p. 5. In Tlater comments PGP stated,
"We recognize the appropriateness of allowing "swaps" between AC and DC access

and encourage BPA to utilize this option when appropriate.” PGP, #3-194, p. 3.
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PGE is a co-owner of facilities in the existing AC Intertie. Its concern
relates to a perceived inability to reach 'markets accessible only over the
DC Intertie, without first utilizing its AC capacity to other markets. PGE,
#3-198, p. 2. PGE also requested a clarification of whether section 4(a)
would require a scheduling utility to utilize its own Intertie capacity for
joint ventures. PGE, #3-133, attachment, p. 3.

Similar comments were filed by PP&L, which has firm delivery rights at
Malin Substation for transactions on the AC Intertie:

The LTIAP is not market specific, and provides better
market access to non-Intertie owner utilities than to
utilities with Intertie ownership or rights ... . This
policy would unreasonably discriminate against Pacific,
which has agreed to contribute its underutilized Intertie

rights to the allocation process without compensation of
any kind." [Emphasis in original.] PP&L, #3-138, p. 1.

PSP&L comments, "The draft LTIAP's requirement that utilities use other
transmission paths to the "Southwest" before receiving any Assured Delivery
penalizes the development of transmission and unlawfully discriminates against
utilities owning such transmission." PSP&L, #3-117, p. 12.

The Governor of Oregon supports the intent of section 4(a); however, he
recommends "a compromise that recognizes the complexity of the market and the
physical network of AC and DC lines." The Governor suggests that "a utility
should use its own intertie capacity first bUt with respect to each Southwest
customer, not the entire Southwest market." Governor of Oregon, #3-134, p. 2.

WWP generally favors the provision, but states, "this consideration should
be prospective only and should not involve a decrement of firm Intertie
capacity already under contract." WWP, #3-122, pp. 12-13.

This concern was also expressed by the CEC, who recommended that to
provide long-term planning certainty for wutilities with Assured Delivery
agreements, BPA should apply the condition of "use your own first" only to
interconnections in existence at the time an agreement for Assured Delivery is
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provided, not retroactively to utilities that may acquire interconnection
rights or ownership after receiving an agreement for Assured Delivery from
BPA. CEC, #3-218, p. 6l.

Northwest utility regulators also oppose section 4(a). WUTC commented
that the provision "may not promote cost-effective seasonal exchanges." WUTC,
#3-92, p. 3. IPUC argued that "this would be an impossible condition to

enforce and [wel recommend that BPA drop it." IPUC, #3-116, p. 4-5.

C. Analysis and Decision

We address each of the five component issues in turn: need for the
provision, scope of the provision, prospective versus retroactive application,
distinctions between markets, and application to joint ventures.

Need for the provision. The two existing nonfederal Intertie owners

argue that the provision s unduly discriminatory. To sustain this
proposition they must demonstrate that there is no material distinction
between Intertie owners and nonowners for purposes of this issue. While
owners and nonowners may have similar aspirations to engage in firm power
transactions over the Intertie, the distinctions between them is significant.

Owners have immediate access to their transmission capacity for profit-
making transactions. Any BPA Assured Delivery service to owners is cumulative
of their own Intertie capacity, but a reduction of the firm wheeling available
to nonowners. The nonowners are totally dependent on BPA for access; other
Intertie owners do not provide long-term firm wheeling to them. More Tiberal
access to BPA's Intertie could allow owners to capture more of the spot market
over their Intertie shares while using up capacity on BPA's system at the
expense of nonowners. Both effects can adversely affect BPA and its marketing
program (see Part Two, Section 3, Issue 2).
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It is likely that BPA would be told to use its own capacity first if it
approached either PP&L or UPL for firm wheeling. In testimony before the
Federal Energy Regulatory Commission on the proposed UPL-PP&L merger, UPL Vice
President Verl Topham listed 16 preconditions that must be satisfied before
the companies would consider providing wheeling service. Condition No. 14 is
"[wlhether the party requesting the service has other reasonable opportunities
available to it through other transmission paths ... ." Topham Rebuttal

Testimony, p. 50, Utah Power & Light Co., Docket No. EC88-2-000 (February 24,

1988) .

PP&L's claim that it has, without compensation, made its unused Intertie
rights available to BPA for use under the LTIAP requires clarification. PP&L
obtained 300 MA of firm delivery rights at Malin Substation as part of a
general settlement of a contractual dispute and resolution of issues involved
in the third AC line. Though PP&L's unused Intertie rights revert to BPA at
no charge, BPA paid for this with other compromises throughout the complex
arrangement.

Our primary concern in resolving this issue is to balance the needs of
nonowners for firm Intertie access against the concerns of BPA and its
customers about revenue impacts. BPA is providing a maximum of 800 MW of
Intertie capacity to reach this balance. The concerns of owners are secondary
for the reasons stated above. The LTIAP makes Assured Delivery service
available to owners; however, they will be required first to utilize their own
capacity for firm transactions. This conclusion is tempered by opportunities
for joint ventures and transmission swaps available to Intertie owners. These
options, available on a case-by-case basis, are discussed below. BPA will
apply this requirement on a fair and nondiscriminatory basis. As explained
below, if other wutilities acquire Southwest interconnections in the future
they too will be subject to the.same requirements to use their capacity prior
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to obtaining additional Federal Intertie access. Their remaining regional
surplus will also be decremented by the amount of their Intertie capacity to
arrive at their Exhibit B amount.

Scope. We agree with the Idaho PUC that the draft proposal, which
applies to all interconnections, would be difficult to enforce. We have no
practical means of monitoring flows over Southwest interties east of the
Cascades, a system controlled largely by Utah Power % Light Co. To rely on
UPL representations about use of eastern Interties virtually guarantees
ambiguities, which we would have no practical way of resolving.

Yet, it seems unfair to exempt UPL -- either now, or after consummation of
its proposed merger with PP&L -- from the use-your-own-first requirement. UPL
has substantial interconnection capacity, which should be sufficient for its
Southwest marketing needs. As we understand it, enhanced Southwest market
access is a major reason, if not the most important reason, UPL and PP&L
propose to merge. Our solution, therefore, is to rewrite the LTIAP definition
of "Scheduling Utility" to exclude the owner of this eastern system. The
definition will contain the following addition: "the term excludes Utah
Power & Light Company, either as a separate corporation or as a division of
another corporation, because it has sufficient transmission capacity to the
Southwest without access to the Federal Intertie."

This has been BPA's practice under earlier versions of the IAP. However,
the change will not preclude Intertie access for UP&L. We Tleave open the
possibility of transmission swaps or joint ventures between BPA and UP&L,
discussed below, if commercially attractive terms can be negotiated.

The possibility still exists that interconnections may be constructed and
agreements may be executed for rights to capacity in interconnections with the
Southwest that can be monitored. An example of this is tre PP&L right to
construct and utilize parallel paths in Southern Oregcn  and  Nortnern

- 119 -



California, for sales to California up to a total of 300 MA.  BPA would
recLi-e PP&L to utilize its own interconnections unless PP&L should agree to
swag capacity or negotiate a separate arrangement with BPA such as a joint
verture. MWe do not want to limit the use-your-own-first policy to BPA's
existing or expanded Pacific Northwest-Pacific Southwest Intertie if either
PP&L or any utility constructs a parallel facility to BPA's Intertie. This

provision will remain in the LTIAP.

Prospective vs. retroactive application. WWP makes a compelling
argument against retroactive application of section 4(a), interpreted
consistently with the proposed definition of "Assured Delivery." If retro-

activity were the rule, any utility with (1) an Assured Delivery contract and
(2) an interest in constructing transmission capacity to the Southwest would
face the prospect of constructing incremental capacity for both its new trans-
actions and its existing contracts transmitted over the Federal Intertie.
This result, which could frustrate the construction of new transmission
capacity, does not seem necessary to achieve the basic purpose of the
use-your-own-first concept. Also a consideration in our decision is the CEC's
concern regarding the uncertainty in long-range planning if Assured Delivery
contracts were subject to retroactive application of the "use your own first"
condition. The provision on retroactive reductions is excluded from the
definition of "Assured Delivery" in the final LTIAP. However, utilities
obtaining new transmission capacity to the Southwest must use that capacity
prior to obtaining additional access to BPA's Intertie.

Distinctions between markets. There is an incomplete overlap between

the markets served by the AC and DC Interties. PGE and PP&L, with ownership

limited to the AC lines, observe that the use-your-own-first requirement might

block their use of Assured Delivery capacity to markets served by the

DC Intertie if they had not first utilized all their respective AC capacity.
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While this observation about the 1987 draft policy is correct, the solution is
not to give PGE or PP&L more Assured Delivery capacity at the expense of
nonowners. Instead, we will consider swaps of BPA's Intertie capacity for
that of PGE or PP&L offered at commercially attractive terms. Intertie swaps
and joint ventures provide another possible means of utilizing BPA's Intertie
capacity, unconstrained by Assured Delivery capacity limitations in the LTIAP.

Joint ventures. Joint ventures will be negotiated in arms-length

bargaining, with this issue being resolved on a case-by-case basis.

ISSUE NO. 3: How should existing Intertie wheeling contracts be treated
under the LTIAP?

REFERENCE: 1987 draft policy §4(d)(2), Exhibit C
Final LTIAP §4(c)(2)(A), Exhibit B

A. BPA Proposal
Exhibit A to the 1987 draft policy would extend Assured Delivery service

for the remaining terms of two seasonal exchanges involving WWP and California
utilities. This service is also provided until 1990 for a firm power sale
from Basin Electric Cooperative to WAPA. Tacoma and Longview Fibre and
Cowlitz have existing agreements with WAPA also. However, their agreements

were tied to the finalization of a LTIAP.

B. Summary of Comments

Basin requests that BPA consider an extension of its contract with WAPA,
"if it is in the best interest of the parties," to enable WAPA and BPA to
utilize their investments in transmission facilities through the state of

Montana. Basin, #3-101, p. 1.
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Longview Fibre and Cowlitz have an agreement with WAPA for a 45 MW firm
sale of the output of Longview Fibre Corporation's cogeneration facility.
Continued wheeling is dependent on the outcome of the LTIAP. Cowlitz has
requested BPA to grandfather this contract under the final LTIAP. Cowlitz,
#3-129, p. 2.

Tacoma also has an agreement with WAPA with continued access tied to the
implementation of the LTIAP. Tacoma comments that if this agreement had not
been made with WAPA the region's surplus would have been greater and BPA's
revenues would have been reduced due to Tacoma displacing the load it put on
BPA. Tacoma, #3-130, p. 2.

WWP asserts that with appropriate operational mitigation its existing

agreements with SCE and SDG&E should be renewed. WWP, #3-195, p. 7.

C. Analysis and Decision

BPA will increase the Exhibit B amounts for scheduling utilities Tacoma
and Cowlitz so that their firm sales to WAPA may continue to receive Assured
Delivery service throughout their remaining terms. Our grandfathering of
these agreements protects BPA's revenues from priority firm sales to Tacoma
and Cowlitz of approximately $19 million annually. This amount clearly
exceeds any mitigation that might be imposed at an estimated value of
approximately $1.5 million annually.

Firm access for the Basin/WAPA power sale will be provided from BPA's
remaining capacity until 1990. We agree with WWP that with appropriate
mitigation its agreement may be renewed if the agreements conform with the

provisions of the LTIAP.
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ISSUE NO. 4. Is the requirement for return of seasonal exchanges at
COB/NOB a negotiable mitigation item?

REFERENCE: 1987 draft policy §4(d)(4)(B)(i)
Final LTIAP 8§4(a)(5)

A. BPA Proposal

The draft policy required energy returns under seasonal exchanges to the
California/Oregon border (COB) or the Nevada/Oregon border (NOB). This was
initially included in the mitigation provisions for seasonal exchanges. At
that time we anticipated that the operational mitigation measures were the

only mitigation measures for seasonal exchanges.

B. Summary of Comments

PSP&L viewed the requirement as a measure imposed by BPA to enhance
revenues which could result in generation in the Southwest supplanting less
expensive generation in the Northwest. PSP&L, #3-117, pp. 7-8.

PGXE was also concerned with the revenue implications of COB/NOB return
requirements, and stated the increased revenues would not only accrue to BPA
but also would create an unjust "windfall" to other Northwest utilities.
PG&E, #3-188, p. 30.

WAPA expressed concern about operational problems as well as costs,
especially if the return is "during a time when the Northwest does not need

the energy, in effect, exacerbating spill conditions." WAPA, #3-189, p. 2.

C. Analysis and Decision

BPA needs the certainty of available Intertie capacity resulting from
return requirements at COB/NOB. For this reason, we include this provision in

LTIAP section 4(a)(5) as a standard requirement for all exchanges.
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We do not view the obligation to return exchange energy at COB/NOB as
mitigation. The definition of Intertie Capacity relies on a total available
north to south capacity that is not diminished by the deletion of return
schedules. Operationally this means that BPA is able to allocate Intertie
capacity effectively and provides the potential for an increased market. All
Intertie users benefit from the certainty of available capacity for allocation.

SDG&E asked for clarification of the COB/NOB requirement, asking if it was
mainly for wheeling revenue or for counterscheduling. SDG&E, Tr. 100. HWe
replied that it provided both. BPA, Tr. 101. While this may increase
wheeling and power sales revenues as a result of the increased market
potential, the increased capacity also means that California will have the
opportunity to buy more energy from the Northwest when it is cost effective
for them to do so. The fulfillment of WAPA's concern about increased
incidence of spill would be unlikely because the "present rates are designed

to allow us to expand our marketing in these over-supply conditions". Tr. 36.

ISSUE NO. 5: What provisions for Assured Delivery will be made for
extraregional utilities, including Canadian utilities, in
the policy?

REFERENCE 1987 draft policy §1.14., §6

FINAL LTIAP 8§1.15, 86

A. BPA Proposal

For extraregional access for firm transactions the draft policy required
that the utility must provide some benefit to BPA, such as increased storage,
improved system coordination or operation, or other consideration of value.
In addition, the utility must agree to the mitigation provisions of the
policy. Canadian utilities were required to wait for access until after the

Intertie was rated at 7900 MW.
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B. Summary of Comments

California utilities did not want extraregional access to be delayed until
after the upgrade of the Intertie system. SDG&E, #3-196, p. 2; NCPA, #3-190,
p. 4; TANC, Tr. 440.

BC Hydro saw itself as worse off in the December draft of the policy than
under previous drafts of the policy and objected to U.S. extraregional
utilities having the potential for access prior to Canadian utilities. BCH,
Tr. 449. It also requested clarification of the conditions under which
BCHydro could receive access for Assured Delivery. BCH, #3-186, p. 1.

BPA anticipates that if the Free Trade Agreement is passed the distinction
between U.S. extraregional utilities and Canadian utilities will evaporate.

BPA, Tr. 94.

C. Analysis and Decision

If Canadian utilities are willing to provide the same items of value BPA
was requiring U.S. extraregional utilities to provide prior to receiving
Assured Delivery, BPA sees no reason for denying Canadian utilities access for
firm transactions until after the Intertie is upgraded to 7900 MW. This
provision has been deleted from the LTIAP.

No extraregional utilities, including Canadian utilities, have an
allocation for firm surplus under Exhibit B. Any access they receive would be
outside the 800 MW reserved in Exhibit B and would be conditioned on providing
something of benefit to BPA and meeting the mitigation provisions 1in
section 4(d). In addition, all proposals would be subject to review by BPA

and the public, plus an environmental review.
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Section 3. MITIGATING ADVERSE REVENUE IMPACTS

ISSUE NO. 1: Should the LTIAP include mitigation provisions to offset
adverse revenue effects of Assured Delivery service?

REFERENCE: 1987 draft policy §4(c)(2), 4(d)(4)
Final LTIAP §4(b)(2), 4(d)

A. BPA Proposal

The 1986 draft LTIAP proposed to make 420 MW of Assured Delivery capacity
available to Northwest utilities with firm surpluses. This capacity was to be
made available without regard to any adverse impact on BPA's ability to sell
firm power or nonfirm energy to the same Southwest utilities. The 1987 draft
proposed to make more capacity available for a greater variety of firm
transactions. However, we did so in a manner that would reduce adverse
revenue impacts on BPA.

"Mitigation" refers to conditions imposed on a utility in return for an
Assured Delivery contract. Intertie Capacity not available to BPA because of
Assured Delivery contracts can reduce BPA's revenues and thus inhibit our
ability to make Treasury payments. During the operating year BPA often has
power available to load the Intertie fully. Assured Delivery granted under
these circumstances would reduce our revenues. We are not willing to

jeopardize our fiscal responsibilities to the Treasury.

B. Summary of Comments

Benton PUD asked BPA to adopt measures that maintain rate stablility to
our total requirements customers. "If BPA does decide to allow other
utilities to use the Intertie, it should only be done at no net loss of
revenue to BPA." Benton PUD, #3-197, p. 1. This sentiment was echoed in the

comments of WPAG:
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Generating utilities find themselves in the awkward
position of arguing that they wish to make export
transactions which will bring substantial economic benefits
to the region, but that these transactions cannot bear even
a modest charge to offset BPA's foregone revenues. ... It
appears that the generating utilities are attempting to
shift as many transaction costs as possible to BPA and its
other customers, in order to fincrease the benefits of
export transactions to their ratepayers. WPAG, #3-210,
Di. 3=
Canby made similar comments. Canby, #3-162, p. 4.

EWEB comments, "BPA has a responsibility to its Priority Firm purchasers

to minimize revenue losses as a result of the development of a revised LTIAP.
.. Mitigation provisions must be sufficient to hold BPA and its customers
harmless." EWEB, #3-200, p. 2.

NGPU comments, "[Wle do understand ... the primary focus of the interests
of other parties is to shift revenues from BPA to their own utilities. Our
group consists of twenty of BPA's full requirements utilities and it is our
view that all of your full requirements customers would wholeheartedly oppose
such a shift of revenues for the purpose of achieving regional and
interregional harmony." NGPU, #3-100, p. 1. ORECA agrees and comments, "the
cooperatives are mindful that the rates [BPAl charges to the cooperative
consumer are largely based on BPA's revenues. This last rate case showed that
when BPA's revenues dip, rate increases are imposed. That ... is not in any
utility's best interest.” ORECA, #3-102, p. 1.

The DSIs express concerns similar to the public utilities and comment,
"The operational constraints BPA proposed initially would not fully mitigate
BPA's revenue loss." DSI, #3-214, p. 2.

The DSI comments also provided an encapsulated version of BPA and PNUCC
studies supporting their position: "BPA has estimated its losses for granting

800 MW of Assured Delivery at $15 million to $26 million annually or $19 to

$33 per kW. MWith its limited operational mitigation, BPA estimates its loss
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would be $13 million to $21 million annually or $16 to $26 per kW. PNUCC has
estimated the cost to BPA of making 695 MW available for seasonal exchanges
would be as high as $25 million annually or $36 per kW." DSI, #3-214, p. 2.
On the other hand, SCL considers that the results from these studies show the
revenue impacts on BPA to be negligible and opposes the mitigation proposal in
the policy. SCL, #3-136, pp. 1-2.

SMUD comments that while BPA's goal in the proposed LTIAP is protection of
revenues, the amount of revenue BPA is attempting to recover is not enough to
ensure rate stability. SMUD, #3-183, p. 3.

The CPUC asserts that if BPA is unable to collect enough revenues from
California to repay the United States Treasury, BPA should collect those
revenues by adjusting its rates to its customers in the Northwest. CPUC,

#3-199, p. 3.

C. Analysis and Decision

Mitigation presents a typical a]locatioh question: how much benefit
should be conferred on each contender and at what cost to others? From the
standpoint of BPA's total requirements customers, mitigation embodies the
hold-harmless concept they want incorporated into the LTIAP. The DSIs, for
example, argue that mitigation is legally required to offset up to $21 million
in annual losses they would attribute to 800 MW of Assured Delivery capacity.
DSI, #3-82; p. 5. The DSIs' legal argument springs from the statutory
requirement that BPA maintain the "lowest possible rates to consumers
consistent with sound business principles." 16 U.S.C. 838g, 825s.

Nothing grates on the total requirements customers more than the CPUC's
argument against mitigation that "BPA need merely adjust the rates charged its
customers in the Pacific Northwest." CPUC, #3-199, p. 3. Of course, the CPUC
is always as extreme in its advocacy as the most strident total requirements
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customer. a1/ However, two basic propositions make it clear that, within

this band of rhetoric, there is room for compromise.

First, mitigation is not intended to extract a profit or penalty from
Assured Delivery transactions. Compare SCE, #3-187, p. 12. The concept of
mitigation is quite different from the transmission pricing concept recently

established in the Western Systems Power Pool, Pacific Gas & Electric Co.,

FERC Docket No. ER-87-97-001 PG&E 161,242 (1987), where profits through
value-based pricing are an incentive for utilities to provide more wheeling
service. We simply do not want Assured Delivery to worsen BPA's financial
situation and the outlook for rate stability.

In this sense, we agree with the DSIs that mitigation is a "sound business
principle" within the meaning of BPA's organic statutes. In the absence of
mitigation provisions, we could not offer 800 MW of Assured Delivery. Revenue
losses would force us to scale that number back. MC-88, attachment 1; PNUCC
Study, Tr. 865-870. Indeed, the 420 MW number contained in the 1986 draft
LTIAP might be excessive even without mitigation provisions, given concerns
about the revenue implications of Assured Delivery service reflected in the
1987 draft. Commenters who find any form of mitigation unacceptable should
bear this in mind.

Questions about Intertie usage always seem to involve debate about the

original purpose of the Intertie. E.g., PSP&L, Tr. 479. However, the issues

27/ CPUC criticizes BPA for failure to hold an neyidentiary hearing." CPUC,
#3-199, p. 4. For one thing, this ignores BPA staff's submission to
intense questioning during five days of transcribed public proceedings
and an additional four days of informal discussion with California
utilities and regulators. For another, it seems forgetful of the CPUC
President's insistence that any public proceeding -- much less an
evidentiary one -- "discourage the candor necessary" to develop a policy
acceptable to CPUC. CPUC, #3-78, p. 1. CPUC has demanded that the LTIAP
be developed in private meetings, apart from any process open to the
public. Finally, we observe that the LTIAP is not a rate subject to
hearing requirements. Bonneville Power Admin., 33 FERC 461,235 (1985);
California Energy Commission V. BPA, 831 F.2d 1467 (9th Cir. 1987).
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at hand cannot be resolved through a regression analysis of what might have
been if ownership had been different, or if utilities had first concentrated
on firm power transactions instead of spot-market sales. It is clear that
BPA's authority to protect its revenues has been established and reaffirmed by
the Ninth Circuit Court. In the final LTIAP, we have attempted to balance on
a prospective basis the competing demands of generating utilities and total
requirements customers and the Treasury. Mitigation is an essential part of
that balance.

Second, we have been told repeatedly that interregional firm power sales
and exchanges hold the promise of material benefits for the transacting
utilities. NRDC, #3-132, p. 4; PG&E, Tr. 110, '427; PSP&L, Tr. 481; WUTC,
#3-179, p. 1; WWP, #3-122, p. 2. However, these benefits should not come at
the expense of rate increases for BPA's customers. Mitigation does nothing
more than share a modest portion of the benefits made possible by Assured
Delivery capacity. Generating utilities have not explained how mitigation
would frustrate any beneficial transaction between the Northwest and
California.

Therefore, the LTIAP includes mitigation provisions. Issues concerning
particular mitigation elements will be resolved on subsequent pages of this
decision. MWe continue to emphasize a willingness to consider departures from
the generic form of mitigation, on a case-by-case basis, to accommodate

unusual transactions.
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ISSUE NO. 2: what specific mitigation provisions should be included in
the LTIAP?

REFERENCE: 1987 draft policy 8§4(d)(4)
Final LTIAP §4(d)

A. BPA Proposals

It would be a false precision to claim that we could develop mitigation
measures that offset dollar-for-dollar the losses projected in any 20-year
study. Tt 8 Assumptions about annual rainfall, gas prices, aluminum
prices, and load growth make this exercise judgmental. Id. With this limit-
ation in mind, we proposed the following provisions in the 1987 draft policy.

The first mitigation measure was to require that during any hour in which
prescheduled energy sales are made under Condition 1 Formula Allocation
procedures, a utility must deduct its Assured Delivery amount from its Formula
Allocation. If a utility's Assured Delivery amount was greater than its
Formula Allocation, then that utility must purchase enough energy from BPA to
make up the difference. This mitigation measure was intended to offset most
of the spot market revenues lost by granting Assured Delivery. This proposal
was based on comments received on the 1986 draft LTIAP.

Other mitigation was included for Seasonal Exchanges. The 1987 draft
policy contained two provisions, in addition to the above mitigation, that
would apply to seasonal exchanges. One was a requirement for return of all
seasonal exchanges at COB or NOB. The other mitigation measure specific to
seasonal exchanges was the Tlimitation on cash-out provisions 28/ of an
exchange contract. If BPA invoked Condition 1 or Condition 2 allocation

procedures, cash-out provisions of seasonal exchange contracts would become

28/ Cash out provisions of Seasonal Exchange contracts allow a Northwest
utility to accept dollar payments from a Southwest utility in lieu of
actual energy returns.
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inoperative. This mitigation measure was proposed to increase the north-to-
south capability of the Intertie during Conditions 1 and 2 when energy is

returned and to increase the size of the market for spot-market sales.

B. Summary of Comments

BPA received a large number of comments suggesting other means of
mitigation or a mix that provides a menu of options. The following 1is
representative of these suggestions.

Southbound Deliveries (the first measure). BPA's primary concern is

the loss of spot market transactions resulting from Assured Delivery
transactions. During Condition 1, wutilities would utilize their Formula
Allocation for their Assured Delivery transactions and, if their Formula
Allocation was insufficient to cover those transactions, they would purchase
the difference from BPA. This measure is one way to hold us harmless from an
intrusion on our share of the spot market. BPA, Tr. 10.

The DSIs are concerned that this would not be sufficient to hold BPA
harmless and suggest that Condition 1 mitigation be extended to Condition 2.
DSI, Tr. 37.

Instead of guaranteeing BPA the revenue from these purchases, WAPA thinks
BPA should open this opportunity to all Northwest utilities with a Formula
Allocation and suggests that BPA should allow the ability to "buy from any
utility, including BPA, that has a surplus." WAPA, #3-189, p. 2.

PG&E essentially agrees with WAPA in regard to the ability to buy from
other Northwest utilities to cover a deficiency. However, PG&E would put BPA
last in the queue of sellers. PG&E, #3-188, p. 30.

PSP&L comments in regard to the amount of energy BPA may sell as a result

of Condition 1 mitigation, "the amount of energy subject to mitigation could
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be increased significantly, and may even exceed the amount which Bonneville
could otherwise have sold." PSP&L, #3-117, p. 8.

SDG&E does not object to a requirement to purchase the difference between
the allocation and the Assured Delivery amount but is concerned with the
uncertainty of the price. SDG&E, #3-196, p. 2.

SCE thinks that Assured Delivery should be in addition to a utility's
Formula Allocation. SCE prefers "no penalty, mitigation or infringement" on
any Assured Delivery contract and does not like the uncertainty of what the
additional costs might be or when they might be imposed.  SCE, #3-187,
pp. 12-13.

Cash-out Limitations. The purpose of cash-out limitations in the 1987

draft policy was to allow BPA and other utilities to participate in the market
created by the returns in Condition 1 and 2. BPA, Tr. 52. Otherwise,
exchanging utilities could seize much of the spot market through exchanges,
even though their Formula Allocations might be small. Analysis shows that
with mitigation BPA is still negatively impacted, even on the spot market,
from the seasonal exchanges. BPA, Tr. 58.

EWEB agrees and points out that this provision not only protects BPA but
also protects the ability of non-exchanging nonfederal utilities from a 1loss
of potential nonfirm markets. EWEB is concerned that replacing this
mitigation provision with a surcharge would eliminate the benefit to
nonfederal utilities. EWEB, #3-137, p. 2.

PGRE is concerned that nonfederal utilities such as EWEB would share in
the benefits while not participating in the exchanges. PG&E views the
cash-out provisions as only revenue devices, "with no link to alleged adverse
effects of Assured Delivery." PG&E, #3-188, p. 30.

WPAG itemized the benefits BPA might realize from a nonfederal seasonal
exchange that would be reduced by cash-out provisions, including "wheeling
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revenues, winter return energy sales revenues, counter-scheduling -and
[construction] deferral of regional resources." WPAG, #3-123, p. 11.

WAPA comments that cash out limitations could cause "the exchanger to
generate and return energy during a time when the Northwest does not need the
energy, in effect, exacerbating spill conditions." WAPA, #3-189, p. 2.

PSP&L comments that the cash-out restriction would benefit BPA by
increasing wheeling revenues but would not pass those credits on to the
exchangers. PSP&L, #3-117, p. 7-8.

ICP views mitigation of the southbound deliveries plus a mitigation of
the return of that delivery as a double benefit to BPA, which "removes a
potential, major benefit of exchanges and attempts to create a market for
Bonneville by force." ICP, #3-119, p. 9.

Other Mitigation Suggestions. PGP  comments, "The PGP supports

mitigation for real costs (and real benefits) incurred as a result of Assured
Delivery transactions ... and encourage the development of a menu of options
(contractual, operational, financial, etc.) which may be wused, on a
case-by-case basis, to ensure compensation for either BPA or nonfederal
utilities incurring costs as a result of the transaction." PGP, #3-194, p. 9.

NGPU includes in its comments another alternative:

The two mitigation measures proposed in the LTIAP are complex

and even then only return on the order of 20-25 percent of

BPA's losses. However, it is our view that although it may be

difficult to negotiate a simple cash reimbursement to BPA based

on each transaction, that concept needs to be seriously

investigated. Another alternative is a system access fee "to

recoup projected losses from those parties that are profiting

by accessing the Intertie. [NGPU, #3-100, p. 3.1

PNGC comments, "[Tlhe LTIAP should permit wutilities to negotiate
mitigation with BPA on a case-by-case basis. Moreover, mitigation should not
be required if providing Assured Delivery will have a neutral or positive

effect on BPA's revenues." PNGC, #3-141, p. 3.
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The following entities are 1in favor of case-by-case mitigation: NGPU
(Tr. 494): PNGC (#3-141, p. 3); SCL (Tr. 501): TANC (#3-182, p. 2); WPAG

(Tr. 515); WWP (#3-122, p. 19); and PPC (#3-125, p. 3.

C. Analysis and Decision

This issue points out to BPA the individual nature of each utility and
the need for flexibility in the LTIAP, particularly in the LTIAP provisions
for mitigation. We include in the LTIAP an opportunity for utilities to pick
the best form of mitigation for their needs. Operational mitigation is still
in the policy as an option (section 4(d)). However, the requirement for
delivery of returns of energy at COB/NOB has been moved as a condition for
access to section 4(a) and is not viewed as mitigation. This is discussed in
more detail in the Conditions for Assured Delivery Access section, Issue 4.

We have decided to include an opportunity for utilities to negotiate
individual packages of mitigation, in addition to the mitigation provisions in
the LTIAP in section 4(d). Such case-by-case mitigation packages could be a
combination of the above mitigation provisions or could include beneficial
arrangements for BPA that have not been addressed in this policy. Our main
concern in any mitigation package is recovery of short-term revenue impacts,
but we will also be looking at the operational impacts of any proposal.

We have also changed the requirements for purchasing from BPA any
difference between a utility's Formula Allocation and its Assured Delivery
requirement. During Condition 1 a utility may purchase from any utility with
an allocation, not just BPA. During Condition 2, the utility must first
purchase from BPA, and if BPA is not in the market then may purchase an
allocation from other utilities with an allocation. This change gives
utilities more flexibility and should not harm us with the current true up
arrangements provided under Condition 1 allocation procedures.
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ISSUE NO. 3: should BPA provide scheduling utilities with a mitigation
charge alternative?

REFERENCE: 1987 draft policy - no reference
Final LTIAP §4(d)(2)

A. BPA Proposal

We did not propose a mitigation charge in any draft of the LTIAP.

B. Summary of Comments

The concept of a surcharge was introduced during the public process. WAPA
favors the idea of a surcharge and suggests it be developed through the
ratemaking process. It suggests that the surcharge be based on a deter-
mination of BPA's lost revenue and be included as an option to operational
mitigation. WAPA, #3-189, p. 2. MPC comments, "If BPA insists on mitigation,
it should do so by simply charging a reasonable fixed surcharge in addition to
the cost of the facilities." MPC, #3-111, p. 3.

IPC supports a surcharge approach, claiming that it is an antidote to the
uncertainty facing some utilities that wish to negotiate Assured Delivery
contracts without the ability "to fairly determine financial liability and
exposure to mitigation costs up front ... ." IPC, #3-131, p. 2. In a similar
vein, PPC supports a surcharge because of its simplicity. PPC, #3-125, p. 1.

The DSIs see the surcharge as an opportunity for BPA to recover the total
loss of revenue associated with nonfederal usage of the Intertie. The DSIs
recommend a surcharge in addition to operational mitigation. DSI, #3-82, p. 2.

WPAG comments that if BPA provides access it must receive mitigation that

fully compensates it for any revenue losses. WPAG recommends a charge based
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on current and future losses. WPAG suggests the charges could be different
for firm power sales and seasonal exchanges. WPAG, #3-123, p. 7.

SCL does not agree with the DSIs and WPAG that a surcharge be added to the
existing mitigation measures. SCL comments, "Again, there is skepticism as

to the real costs and benefits that BPA and its customers may incur as a

result of allowing non-federal utilities access." SCL, #3-210, p. 3.
SDGXE comments, "“The Policy contains numerous operational mitigation
measures which we believe unduly complicate system operations. ... SDG&E

suggests that the policy contain an option of a surcharge in lieu of
operational mitigation."  SDG&E, #3-196, p. 2. LADWP agrees with SDG&E.
LADWP is concerned with the uncertainty of proposed mitigation in the draft
policy but "still believes that imposition of any fees in excess of cost based
transmission service rates violates BPA's obligation to provide Intertie
access to nonfederal utilities.” LADWP, #3-192, p. 2.

WWP opposed the surcharge. WWP, #3-122, p. 19. EKEB comments that it
would not favor a surcharge if it would take the place of the cash-out
provision because the cash-out provision protects EWEB's ability to make

nonfirm sales. EWEB, Tr. 930.

C. Decision

The concept of a surcharge was attractive to BPA and several utilities.
However, the procedural requirements of Northwest Power Act section 7(i) would
require considerable time unless all interested parties agreed not to
intervene in the process. BPA advanced the proposal in a prehearing and
received considerable negative response. Therefore BPA has decided to drop
the proposal at this time. This does not prevent BPA from developing charges
on a case-by-case basis.
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Section 4. Canadian Treaty Power

ISSUE: Should the LTIAP make express provision for Canadian Treaty
power?
REFERENCE: This issue is not addressed in the policy.
A.  Proposal

PG&E requests that the policy expressly provide transmission service for
transactions by which British Columbia might dispose of downstream power
benefits to which the province is entitled under the treaty between Canada and
the United States relating to development of Columbia River hydro resources.

Such transactions are referenced in section 6 of the Northwest Preference Act.

B. Response

Several reasons cause us to defer this question until it becomes 1less
speculative.

First, the province would not be in a position to sell its downstream
power benefits to California until 1998, at the earliest. The benefits were
previously sold to U.S. utilities under 30-year contracts that do not begin to
expire until 1998. Thereafter, these benefits revert to British Columbia over
a 6-year period.

Second, at this time, it is impossible to quantify the benefits that will
revert to the province. MWe simply do not know the magnitude of Intertie
transmission service we might be called on to deliver.

Third, it is not clear whether the province will decide to sell the
downstream benefits in new contracts after 1998. It might decide, instead, to

use the benefits to satisfy native load growth within the province.
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Fourth, until negotiations between the province and potential U.S. buyers
are concluded, we have no idea what form possible transactions might take.
Downstream benefits might be shaped into firm power sales or exchanges, or
even nonfirm transactions, each with a distinct impact on Federal usage of the
Intertie.

A1l these reasons cause us to distinguish the PG&E transmission request
from the relatively certain requests for Assured Delivery capacity made by
utilities in the Northwest and California. Moreover, additional research is
required on the status of any Canadian entitlement priority after existing
entitlement sales terminate. Each Assured Delivery request is supported
either by an executed contract or by a proposed transaction for which a
contract is now being negotiated. We will leave the question about Intertie
access for British Columbia's downstream power benefits for a later version of

the LTIAP.
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PART FOUR

FISH AND WILDLIFE PROVISIONS

"PROTECTED AREAS"

ISSUE NO. 1: Should we adopt the '"protected area" concept as a means of
satisfying our fish and wildlife responsibilities?

REFERENCE: 1987 draft policy §7(c)
Final LTIAP §7(c)

A. BPA Proposal

We included fish and wildlife provisions in the near-term and proposed
long-term policies to protect the investments we have made and will continue
to make to protect, mitigate, and enhance fish and wildlife in the Columbia
River Basin. Since passage of the Northwest Power Act, our ratepayers have
invested nearly $120 million in habitat, passage, hatchery, and projects to
meet the Council's interim goal of doubling anadromous fish runs in the
Columbia River Basin. In addition to these expenditures, BPA annually forgoes
$30 to $60 million in revenues due to the implementation of the Water Budget
and spill programs. These programs improve flow and passage conditions for
migrating juvenile salmon and steelhead; they also reduce electric generation
on the Federal hydro system.

We do not want the LTIAP to encourage hydro operations or developments
that compromise our investments in the Columbia Basin. We also hope to
discourage hydro developments that, by creating passage or habitat problems,
increase the cost of our future investments.

To achieve these objectives, the 1986 draft policy established procedures
by which complainants could notify us if a particular resource was harming

fish or wildlife. However, utilities, fish and wildlife agencies, and tribes
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generally argued that the 1986 draft procedures were ineffective. Their
concerns centered on two problems.

First, the procedures allowed challenges to hydro projects well after the
licensing process was completed. Consequently, a developer could undergo the
expense of the FERC licensing process, meet FERC's fish and wildlife require-
ments, and still be denied Intertie access after BPA's subsequent procedure.
Developers disliked the uncertainty and fish and wildlife interests disliked
the lengthy procedures.

Second, the 1986 draft proposed enforcement mechanisms  seemed
ineffective. Fish and wildlife interests believed the LTIAP would allow
projects to support sales over the Intertie even though they were harmful to
fish or wildlife.

The 1987 draft policy sought to accomplish our objectives with a much
simpler mechanism, the "protected area" concept. As presently proposed by the
Northwest Power Planning Council, protected areas are specific stream reaches
withdrawn from hydro development due to the presence of high-value wildlife
and anadromous and high-value resident fish. Stream reaches may also be
protected where future investments in habitat, hatchery, passage, Or other
projects may result in the presence of anadromous fish. The LTIAP's proposal
differed from the Council's proposal in that protected areas would be
restricted to stream reaches within the Columbia River Basin -- the proposed
Council designations cover the entire Pacific Northwest.

The 1987 draft policy automatically reduced a utility's access to the
Intertie if it built or acquired a project located in a protected area. Our
choice of the protected area concept sought to address utilities' concerns
about the uncertainty of BPA actions, eliminate lengthy procedures that could

increase development costs, and establish an effective enforcement mechanism.
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B. Summary of .Comments

We received more comments concerning the use and scope of protected areas
than any other provision in the policy. A vast majority of commenters -- many
of them private citizens -- support BPA's adoption of the protected area
concept. NMFS, which had previously criticized our implementation of fish and
wildlife provisions in the NTIAP, states: "Unlike previous draft and interim
policies, the new policy provisions concerning fish and wildlife are clear,
unambiguous, easy to administer, and enforceable." NMFS, #3-120, p. 1.
Similar comments are made by NRDC [#3-132], which had previously criticized
the near-term policy.

Commenters generally agree that the IAP can influence the operation and
development of hydroelectric resources in the Northwest. "Clearly, the
intertie has, and likely will continue to, serve as an incentive to new hydro
development in the Northwest. It is thus quite appropriate that BPA should
include provisions in the LTIAP that prevent the intertie from being an
incentive for inappropriate resource development ... ." Friends of the Earth,
#3-202, p. 2. NRDC states, "... no one can dispute that the export markets
associated with Intertie access exert potent influence over decisions about
developing and operating resources." NRDC, #3-132, p. 1. This view is shared
by the Idaho Attorney General. IAG, #3-126.

ICP does not specifically dispute the connection between the IAP and hydro
development, but states: "We have yet to hear of a single case in which a
nonfederal development has impacted BPA costs." ICP, #3-119, p. 9.

PNUCC does not dispute the connection between the IAP and hydro develop-
ment. It states that it "is willing to talk about some method in which BPA
can ensure that its Intertie is not inappropriately used as a justification to
construct new resources that we wouldn't allow be constructed in the region
without the Intertie." PNUCC, Tr. 735.
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PNUCC proposes alternative fish and wildlife provisions which are endorsed
by several commenters. The PNUCC proposal provides for BPA to conduct a
project-by-project determination and deny access if BPA determines that a
proposed project adversely impacts BPA fish and wildlife investments,
adversely impacts other BPA fish and wildlife responsibilities, or impairs
BPA's ability to comply with provisions in the Council's Fish and Wildlife
Program. PNUCC, #3-135, Attachment 1.

Although utilities recognize that the IAP could affect hydro development
and operations, they state that FERC license requirements and procedures are
sufficient to prevent hydro operations and developments harmful to fish and
wildlife:

While we applaud BPA's apparent goal of protecting fish and
wildlife as well as the Administrator's actions or
expenditures related to these resources, there is no need
for BPA to take actions which are in addition to
hydroelectric  project licensing and license review
procedures established by the Federal Energy Regulatory
Commission (FERC). PP&L, #3-138, p. 3.

IPUC suggests that "[ilf BPA determines there will be negative impacts on
its fish and wildlife investments from hydro projects it should oppose
construction based on its own analysis or submit a mitigation proposal during
the existing FERC licensing." IPUC, #3-116, p. 2. Similar comments are made
by WHP. WWP, #3-122, pp. 14-16.

In addressing BPA's legal authority to include fish and wildlife
provisions, NRDC concludes, "FERC regulation is no substitute for the unique
BPA/Council commitment to double the Columbia Basin's devastated fish runs, in
response to the mandate of the Pacific Northwest Electric Power Planning and
Conservation Act." NRDC, #3-132, p. 3.

Similar comments are made by WPAG, which states: "BPA has an independent
responsibility to determine where it has made fish and wildlife investments,

and whether proposed resource development located in the Columbia Basin will

= 143 =



adversely impact these investments." WPAG, #3-123, p. 20. And SCL, with
generating capabilities of its own, states: "... we understand and support
the potential for reducing access to the Intertie if new hydroelectric
resources are developed in environmentally sensitive (Protected Areas)
locations." SCL, #3-136, p. 3.

However, LADWP guestions why fish and wildlife provisions were included in
the IAP at all. It suggests that we adopt a fish and wildlife policy that
would deny access to any BPA transmission facility. "If power from a resource
cannot be delivered within the Northwest, or to the Intertie, it's not
necessary to address the problem in the IAP." LADWP, Tr. 639. Similar
comments are made by CEC. CEC, #3-218.

Several other utilities question the relevance of fish and wildlife
measures to the LTIAP. "Edison believes that BPA should not use the LTIAP to
be the mechanism for implementing its fish and wildlife objectives." SCE,
#3-187, p. 28. Similarly, PSP&L argues:

Access to Intertie capacity cannot and should not be
restricted by perceived fish and wildlife impacts of
generating resources or based on compliance with licenses,
permits, or laws in connection with the development or
operation of generation resources. Bonneville has no
authority to impose such restrictions on Intertie access.
PSP&L, #3-117, p. 9.

Several commenters suggest that BPA eliminate specific reference to
protected areas and merely ensure that the policy be consistent with the
Council's Fish and Wildlife Program. CRITFC states, "We believe that the
LTIAP should recognize and rely upon the Council's Program and Plan for the
protection of fish and wildlife with respect to access to the BPA controlled
portions of the Intertie." CRITFC, #3-204, p. 1. Similar views are expressed
by the Idaho Attorney General [#3-1261].

But PGP disagrees. "We do not believe that consistency with the plan or

program is necessarily the appropriate question, that instead, BPA should
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evaluate whether or not a project will adversely affect or reduce the
offectiveness of the Administrator's investment in fish and wildlife." PGP,
#3-194, p. 12.

NRDC addresses the issue of whether BPA should act on the protected area
concept before the Regional Council decides whether to adopt a protected area
program:

The database used to designate "Protected Areas" is hardly
the exclusive province of the Council; indeed, BPA itself
funded and helped staff the effort. It is hardly
unreasonable for BPA initially to frame its Policy by
reference to environmental information that BPA
collaborated in assembling. Once the Council has acted,
BPA pledges to issue conforming Policy amendments, ‘'subject
to BPA review of Council changes.' This seems a reasonable
exercise in cooperative federalism. NRDC, #3-132, p. 6.

Many other commenters support the inclusion of fish and wildlife
provisions, including Northwest Members of Congress [#3-142]1; the Idaho
Attorney General [#3-126]; the Governor of Montana [#3-1271; the Governor of
Oregon [#3-1341; the State of Washington Utilities and Transportation
Commission [#3-92]: and the Washington Departments of Fisheries [#3-113] and

Game [#3-152].

C. Analysis and Decision

We know of no alternative to the protected area concept that satisfies our
administrative objectives of practicality and clarity. No such alternative
has been suggested by commenters. The choice is between the protected area
concept and removal of fish and wildlife protective measures from the LTIAP.

We believe the protected area approach provides the best assurance for
fish and wildlife protection with the least amount of procedural duplication
and uncertainty. Protected area designations would send an unambiguous,

self-enforcing message to FERC, other regulators, and hydro developers that no
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Intertie access will be provided for projects constructed in areas of greatest
concern to BPA and the Council. Southwest market access could not be
reflected in any accurate assessment of need for a project.

Our protected area designations are made with sufficient analysis by BPA,
the Council, and others. The data include:

o Anadromous fish data collected by state and Federal fish and wildlife
agencies and tribes under Council direction.

o Resident fish and wildlife data collected by state and Federal fish
and wildlife agencies and tribes and interested parties such as hydro
developers as part of the BPA-funded Pacific Northwest Rivers Study.

° The Pacific Northwest Hydropower Data Base and Analysis System, which
includes detailed information about 4,000 potential and existing
hydro projects. This information was obtained using FERC data
through a joint effort by BPA, the Council, and the Corps.

We made available to the public a complete 1listing of the proposed
protected areas in the 1987 draft. During the comment period we received no
objections to any specific river or stream reach designated as a protected
area.

The PNUCC proposal would involve a process similar to the one BPA proposed
in earlier IAP drafts and which many previous commenters, including utilities,
found objectionable. However, the final IAP has been revised to address
several concerns raised by PNUCC and others. These revisions are discussed
below as specific issues raised by the implementation of the protected areas
concept.

BPA has never disputed FERC's regulatory role in addressing fish and
wildlife concerns. The Electric Consumers Protection Act (ECPA), 16 U.S.C.
§797(e), may have provided FERC with increased fish and wildlife
responsibilities. However, ECPA does not require FERC to protect BPA
investments in fishery enhancement. From time to time as FERC considers
specific hydro projects, BPA has participated, and will continue to

participate, in those proceedings based on fish and wildlife concerns. But
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BPA has its own specific statutory responsibilities that focus on its own fish
and wildlife investments.

We have distinct statutory responsibility to protect, mitigate, and
enhance fish and wildlife. The authority to include fish and wildlife
provisions in the LTIAP was recently supported by the Ninth Circuit Court,

California Energy Commission v. BPA, 831 F.2d 1467, 1477-78 (9th Cir. 1987).

We believe that exclusive reliance on FERC intervention may not provide
sufficient protections for BPA's fish and wildlife investments. FERC has no
explicit statutory mandate to protect those investments and may ultimately
license projects that could negatively affect those investments.

Standards contained in the Northwest Power Act are more definitive than
FERC's mandate under ECPA. Despite the different statutory mandates, the
LTIAP does not preempt the FERC role. It is intended to ensure that we are
able to meet our fish and wildlife goals and ensure the productivity of our
fish and wildlife investments. Furthermore, as a Federal agency we are
required to consider how we may, in the course of taking major actions,
promote, preserve, Or enhance the quality of the human environment. Id.

By designating specific stream reaches where habitat supports high-value
wildlife and anadromous and high-value resident fish, BPA seeks to assist FERC
and hydro developers as they evaluate sites before they devote any resources
to the development of a project. The LTIAP recognizes that FERC may override
these concerns. Although FERC is directed to consider state and regional
fishery management plans such as the Council's Fish and Wildlife Program and
to provide equitable treatment to fish and wildlife under 4(h)(11)(A) of the
Northwest Power Act, and to provide "equal consideration to fish and wildlife
under ECPA, FERC must also consider other factors in making its determinations.

LADWP is correct that BPA could fashion alternatives, such as a main
transmission grid policy, to address its fish and wildlife concerns. However,
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even if we chose to adopt such an alternative, the basic issues raised by
implementation of such a policy would remain. Extraregional sales would be

affected and differences in opinions concerning FERC's role would persist.

ISSUE NO. 2: Should protected area designations be restricted to the
Columbia River Basin?

REFERENCE : 1987 draft policy § 1(13)
Final LTIAP § 1(14)

A. BPA Proposal

Previous versions of the IAP restricted the fish and wildlife provisions
to new and existing hydro projects in the Columbia Basin. We continued this
focus in the 1987 draft, which proposed to designate protected areas only
within the Columbia River Basin. The 1987 draft differed from the Council's

proposal which would designate protected areas throughout the Northwest.

B. Summary of Comments

Nearly all of the comments BPA received supporting the use of protected
areas also suggest that we extend the IAP protected area designations to the
entire Northwest. Support for regional protected areas is based on the
concern that if restrictions are applied only within the Basin, BPA would
encourage development outside the Basin. "We fear that if you do not apply
your policy to all of the Protected Areas in the State of Washington, hydro
developers will put enormous pressure on the river resources outside the
basin." Sierra Club, #3-155, p. 2.

Many commenters suggest that increased development outside the basin would
threaten BPA's interests inside the basin: "From the perspective of damage to
the Northwest's anadromous fishery, hydropower development outside the
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Columbia River Basin is potentially a larger problem than in-Basin

construction. ... Hydropower-related reductions in out-of-Basin  runs
translate inexorably into increased fishing losses for in-Basin runs." NRDC,
#3-132, p. 5.

The Northwest Power Planning Council states:

The Council believes that the reasons for giving consideration

to fish and wildlife within the basin apply equally to the

region outside the basin. While questions can be and are raised

with respect to the Council's authority to deal with fish and

wildlife outside the basin, no such restriction impinges on BPA

action and we believe some further attention to Intertie access

conditions outside the basin is in order. NWPPC, #3-139, p. 1.

Similar comments are made by NMFS [#3-1201, Friends of the Earth [#3-2031,
NCAC [#3-2161, the Governor of Oregon [#3-134]1, several Northwest
Congressional representatives [#3-1421, and members of the general public.

A significant number of commenters, including the Council, suggest that we
simply commit to mirroring the Council's designations: “... if Bonneville
intends to rely on Council protected areas, we believe that Bonneville should
not rely on some parts and exclude others." NWPPC, #3-139, p. 1.

Commenters who oppose the protected area concept also oppose designating
areas outside the Basin. "The presumption that out-of-Basin development of
hydroelectric resources will have 'potentially  devastating fishery
consequences' is extremely dramatic and misleading." PNUCC, #3-202, p. 4.

Some utilities comment that BPA's role inside the basin differs from
outside the basin. The Canby Utility Board comments:

We do believe Protected Areas in the IAP should be Timited
to the Columbia Basin (BPA does not have responsibilities
or investments in fish outside the Basin), to salmon and
steelhead (resident fish and wildlife are being restored on
an ad hoc basis which is incompatible with a comprehensive
approach such as Protected Areas) and to new projects
(mitigation for existing projects are [sic] established by
license conditions and the Fish and Wildlife Program).
Canby, #3-162, p. 3.

Similar comments are made by SCL [#3-136].
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C.. Analysis and Decision

The effect on anadromous fish returns in the Columbia Basin from hydro
development outside the Basin is indirect. In addition, we see no evidence
that significant increases in fishery damage will occur outside the Basin if
BPA does not impose restrictions on Intertie access for projects located in
the Council's protected areas outside the Basin. Those projects would still
be addressed by BPA, Council, and agency comments during the FERC Tlicensing
process. As provided by ECPA, FERC must provide equal consideration to fish
and wildlife and must provide substantial deference to state agency
recommendations.

BPA's mandate is to protect, mitigate, and enhance fish and wildlife in
the Columbia Basin. It is our conclusion that the risk of significant harm
occurring to BPA's fish and wildlife investments in the Basin from hydro
development outside the Basin is unproven on the record. We wish to restrict
BPA's regulatory presence to risks which are substantial.

The LTIAP does not reflect a lack of concern about hydro development
outside the Basin. If we determine that a project outside the basin poses a
threat to existing or planned BPA fish and wildlife investments, we will

intervene in the FERC process.
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ISSUE NO. 3: Should BPA categorically deny access to all projects
located in protected areas?

REFERENCE: 1987 draft policy §7(a)
Final LTIAP §7(e)

A. BPA Proposal

The 1987 draft policy denied Intertie access categorically for projects
located within protected areas. The policy presumed that any development in
those areas would harm fish and wildlife and detract from BPA's investments
and the Council's goals. The 1987 draft sent a clear signal to developers and
avoided a time-consuming, staff-intensive, and possibly duplicative review of

the biological effects attributed to any hydro project.

B. Summary of Comments

Many of the comments concerning this issue contend that BPA should provide

a means . by which project developers can challenge the presumption that
particular projects located in protected areas harm fish and wildlife. For
example, PNUCC proposes that BPA conduct a project-by-project determination
and deny access if BPA determines that a proposed project adversely impacts
BPA fish and wildlife investments; adversely impacts other BPA fish and
wildlife responsibilities; or impairs BPA's ability to comply with provisions
in the Council's Fish and Wildlife Program (including protected areas).
PNUCC, #3-135, Attachment 1. PNUCC's proposed alternative fish and wildlife
provisions are endorsed by several other commenters. PGP states:

If BPA's goals are to have the least intrusive role

possible while sending utilities the clearest message,

couldn't BPA's policy state that BPA will not grant any

access to a resource that it finds is a "bad resource?"

A "bad resource" is any resource in a protected area in

the Columbia Basin for which the utility cannot demonstrate

that it will hold BPA harmless for its fish investments and

cannot demonstrate that the resource will do no damage to

fish runs. PGP, Tr. 766.
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Northern Wasco PUD also recommends that sites be considered individually
and access granted or denied on the merits of each site. "(T)here are sites
that can be developed with no or minimal harm to the fishery. MWe feel it is
unrealistic to preclude development at these sites with a blanket 'protected
area' designation." Wasco, #3-085, p. 1.

IPUC comments that we should review individual projects and suggest how
impacts we identify might be mitigated. "If BPA determines there will be
negative impacts on its fish and wildlife investments from hydro projects it
should oppose construction based on its own analysis or submit a mitigation
proposal during the existing FERC licensing." IPUC, #3-116, p. 2.

On the other hand, many of those supporting the use of protected areas
comment that the concept should bar the construction of hydro projects. For
example, "if all the interested parties would work together in support of
Protected Areas and the LTIAP, new hydro projects simply would not be built in
Protected Areas." Friends of the Earth, #3-203, p. 2. But NRDC states: "It
should also be possible to exempt projects from protected areas if they would
enhance or at least not harm fish." NRDC, Tr. 738.

Several commenters continue to suggest that BPA should not concern itself
with putting specific provisions in the IAP but merely ensure that access be
granted only to projects that are consistent with the Regional Council's

program.

C. Analysis and Decision

We agree that categorically denying access to hydro projects located in
protected areas may discourage projects which might advance the Council's
Program or our investments. Consequently, we have revised the policy to
provide a limited opportunity to review proposed developments to determine if
the prohibition should apply. However, we believe very few of the projects
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proposed in protected areas will provide increased seasonal flows, improved
passage, or other conditions which could provide benefits to BPA's investments
or the Council's Program. This provision is intended only as a safety valve.

The policy would continue our original intent: access to projects located
in protected areas will be denied. But if we receive sufficient proof that a
project will actually benefit existing or planned BPA fish and wildlife
investments or the Council's Program and will have no significant adverse
environmental effects, we may reconsider this prohibition.

Our determination would be based on information including: agreements
with Federal and state fish and wildlife agencies and tribes; action by the
Regional Council; and any technical information which would quantify the
benefits attributed to the proposed project. We do not propose to establish
explicit standards that define the degree to which a project must contribute
to BPA's or the Council's fish and wildlife goals. We recognize that
additional information concerning a project's fish and wildlife effects may
become available during the FERC licensing process.

In a related issue, the 1987 draft policy did not provide a process to
consider if a particular stream reach is improperly designated as a protected
area. However, the policy indicates that BPA would reevaluate protected area
designations as new information becomes available or as the Council acts. We
believe the policy adequately reflects suggestions that we provide an explicit
process to address technical issues concerning the designation of protected

areas.
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ISSUE NO. 4: How should BPA coordinate provisions concerning protected
areas with the Northwest Power Planning Council?

REFERENCE: 1987 draft policy §7(b)
Final LTIAP §7(c)

A. BPA Proposal

As we developed the 1987 draft policy, we considered ways in which we
could provide in our decisions for consideration of the Council's Program.
The 1987 draft policy noted that implementation of the LTIAP might precede
adoption of the Council's protected area program but provided for BPA to
re-evaluate protected area designations once the Council adopted or modified
its proposal.

We have identified two related issues concerning coordination with the
Council. First, what provisions, if any, should be included in the IAP given
that the Council has not yet, and conceivably may never, designate protected
areas? Second, assuming that the Council does adopt a protected area program,
what provisions should we include to address changes the Council might adopt

over the years as protected areas are implemented?

B. Summary of Comments

Several commenters state that BPA should not adopt a protected area
program until after the Council acts. "It is premature for BPA to adopt the
staff's proposed protected areas criteria when the Council has not even
accepted the criteria. ... It is premature for BPA to act when the Council
has not acted." PNUCC, #3-202, p. 3; see WPAG, Tr. 396.

Canby Utility Board disagrees:

- 154 -



BPA can use the existing data bases to designate stream
reaches supporting salmon and steelhead as Protected Areas
even if the NW Power Planning Council does not. We believe
that this would be far preferable to alternatives - such as
'consistency with the NPPC Program' - which are too broad
and create too much uncertainty. Canby, #3-162, p. 4.

The Council encourages us to reconsider the policy once it has acted:

. Bonneville would be on sounder footing in relying on a
Council proposal as criteria for Intertie access rather
than a staff proposal. We appreciate that Bonneville would
review its protected areas based on the outcome of the
Council's rulemaking process. NWPPC, #3-139, p. 1.

C. Analysis and Decision

The LTIAP provides a sufficient indication that BPA will consider the
Council's protected area designations when finalized. MWe will "implement,
after review and possible modification, a comprehensive protected area program
adopted by the Pacific Northwest Electric Power and Conservation Planning
Council." LTIAP Section 7(c). MWe have clarified this language to indicate
our willingness to consider the Council's protected area program once it is
adopted and is revised with the implementation of planning efforts in the
future. We have also revised the policy to provide for BPA consideration of
appropriate state comprehensive water plans affecting hydro development.

We considered but rejected a "sunset clause" which would have terminated
the fish and wildlife provisions if the Council chooses not to adopt a
protected area concept. HWe determined that a sunset clause would not
contribute to the Council's deliberations and would leave BPA with

insufficient protection for our fish and wildlife investments.
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ISSUE NO. 5: Should the IAP fish and wildlife -provisions apply to
existing projects?

REFERENCE: 1987 draft policy §7(a)
Final LTIAP eliminated

A. BPA Proposal

The 1986 draft LTIAP proposed for BPA to determine if the operation of
existing hydro projects resulted in a ‘"substantial decrease in the
effectiveness of, or a substantial increase in the need for, expenditures or
other actions by the Administrator to protect, mitigate, or enhance fish and
wildlife ... ." The 1987 draft policy proposed that if an existing project
was located in a protected area, at the time of license expiration, "BPA would
assist the licensee in developing any necessary protective conditions so that
the project may continue to qualify for Intertie access." Section 7(a).

We included provisions applicable to existing resources because we
believed those projects can harm BPA's fish and wildlife investments in the
Basin. For example, by altering flow regimes or neglecting fish bypass
systems, a hydro project could significantly increase mortality of fish

produced by BPA-funded hatchery or habitat projects upstream.

B. Summary of Comments

BPA received extensive and diverse comments concerning access to the
Intertie for existing hydro projects. While some commenters support
provisions applicable to existing projects, not one commenter supports the
1987 draft policy provisions. Several utilities claim FERC is uniquely
charged with reviewing the fish and wildlife effects at the time existing

projects are relicensed. PNUCC, #3-202, p. 2.
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Many commenters, including the Council, state that the proposed protected
area program is not intended to apply to existing hydro projects. For
example, the Governor of Oregon states:

The fish provisions should apply to new hydro projects but
not to existing dams. For existing dams the proposed
penalty is extreme and does not reflect the cost imposed on
the fish program. Problems at existing dams should be
settled in the FERC arena. Governor of Oregon, #3-134,
p. 2.

The Idaho Attorney General [#3-1261, NWPPC [#3-1391, and others claim that
BPA should not rely solely on FERC but that we should not apply our own fish
and wildlife standards to existing hydro projects. They suggest that BPA rely
on consistency with the Council's Program.

We recommend that the IAP simply require consistency with
the Columbia River Basin Fish and Wildlife Program as a
pre-condition to Intertie access. The conditions for
existing resources are predictable because they are set
forth in the program. Idaho Attorney General, #3-126,
p. 2; see NWPPC, #3-139, p. 2.

Utilities generally endorse the Council's view that protected areas should
not be applied to existing projects:

The protected areas concept as envisioned by most parties,
if not all, has been intended to apply exclusively to
presently  undeveloped stream  reaches and not to
modification or relicensing of existing projects ... . The
present proposal to impose sanctions upon existing,
non-Federal projects which happen to fall within a
protected area is directly in conflict with the intended
applicability of this concept. WWP, #3-122, p. 15.

Many commenters who oppose the wuse of protected areas for existing
resources also do not believe any provisions should be applied. WHWP cited the
uncertainty created by potentially denying access to existing resources:

WWP continues to oppose 1loss of access for regulatory
events which are beyond WWP's control and which occur after
firm access has been granted, such as FERC relicensing
conditions, or future action by the Northwest Power Council

to adopt new protected area designations in originally
unprotected stream reaches. WWP, #3-195, p. 3.
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NCAC suggests that BPA enforcement should be applied to existing projects
only when they fail to meet hydro operations requirements, such as flow
regimes, contained in the Council's Program. NCAC, #3-206, p. 3. NCAC's
reasoning appears to be that access to the Intertie could likely induce
non-compliance with requirements such as maintaining flow levels. NCAC
concludes that BPA should allow access if an existing project does not conform
to structural requirements, such as the installation of bypass structures.

Some commenters agree that the draft policy would create undesirable
uncertainty during the relicensing process, but they suggest that BPA's
reliance on the Council's Fish and Wildlife Program would eliminate this
uncertainty:

It's important for the contracting parties to have a clear
understanding of what the expectations are on relicensing.
There is a way for them to get that, if the relicensing
provisions are keyed to the Council's F&W program, where
you can find out exactly what the obligations are. NRDC,
Tr. 701.

Several commenters also suggest that BPA deny access to Federal as well as
non-Federal projects that do not conform to the Council's program. NMFS
comments: "Federal as well as non-Federal projects should be covered by the
IAP in the interest of fish and wildlife protection." NMFS, #3-120, p. 3.
NMFS also suggests that BPA should deny access to existing projects that do
not "meet full protection/mitigation/compensation requirements." NMFS
provides a 1ist of projects it believes create fish and wildlife problems.

While comments suggest that access be denied to existing projects not in
conformance with the Council's Program, those comments do not indicate the
procedures BPA should follow to determine if a particular project is not in
compliance. NMFS suggests that, ‘"“imposition of the fish and wildlife

provisions of the IAP should not be delayed until the time of relicensing,

which may not occur for decades." NMFS, #3-208, p. 1.
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The Council argues that we should not wait for FERC relicensing:

The Council believes that, because the fish and wildlife
program is in place, consistency determinations could be
made in the near term. The program's measures are clear,
and the Council is committed to monitor and amend the
program so that the program's measures and timetables
remain appropriate and realistic. The Council would work
with Bonneville to develop a process for making consistency
determinations. NWPPC, #3-213.

C. Analysis and Decision

The Council is clear that the protected area concept is not intended to
cover existing hydro resources. We agree. The issue then becomes a question
of whether the LTIAP should go beyond protected areas to become a general
enforcement mechanism for the Council's Fish and Wildlife Program. Beyond
legal concerns, we have basic questions about the practicality of such a role.

The Columbia River Basin Fish and Wildlife Program explicitly relies on
FERC for enforcement of program measures calling for operational and
structural changes at existing non-Federal hydro projects. Other measures
direct project operators to work with fish and wildlife agencies to study fish
and wildlife problems and consider possible corrections. We do not propose to
assume the role of arbitrator between the Council and these other agencies.

For example, Program measures involving FERC will be addressed in
licensing proceedings under the Federal Power Act. FERC will either adopt the
measure or reject it. Dissatisfied parties then have judicial recourse before
the Court of Appeals. If FERC erred, the court will remand proceedings for
further administrative action. There is no role for BPA here as a second
fact-finding, administrative tribunal.

We believe the fish and wildlife provisions applied to existing resources
should be viewed differently than provisions applied to new resource
development. For new resources, a utility can easily avoid the impact of the
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LTIAP provisions merely by avoiding projects in designated protected areas.
We do not intrude into the FERC licensing process; our decision about Intertie
access is known to FERC and the hydro developer before that process begins.

While we agree there is a potential for existing projects to harm BPA fish
and wildlife investments, we do not believe there is sufficient evidence to
indicate that existing projects are presently operating contrary to the
Council's Program or that the Council has been unable or wunwilling to
implement Program measures applicable to existing projects.

NMFS presented a list of 16 projects with fish and wildlife concerns, but
NMFS did not show how those projects conflicted with the Council's Program.
The Council provided no evidence that existing projects are in violation of
its Program or that the Council had attempted but was unable to rectify
problems with FERC's implementation of the Program.

We agree with utility concerns that it will be difficult to negotiate
long-term power sales contracts that rely on the Intertie when those contracts
can be negated through subsequent action of government agencies. Furthermore,
we believe this uncertainty is too great a price to pay, since the Council,
fish and wildlife agencies, and tribes can rely on other procedures to ensure
that existing projects comply with the Council's program. Given the divisive-
ness of this issue, the lack of explicit program language applicable to BPA,
and the Council's opportunities to work with FERC, we are reluctant to apply
the LTIAP to existing hydro projects.

Finally, the LTIAP was never intended to apply to Federal projects. The
Council's program already addresses fish and wildlife concerns at these
projects. Measures such as the installation of bypass systems depend on
Congressional funding; we never proposed to apply the LTIAP based on budgetary

decisions over which we have no control.
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ISSUE NO. 6: Should the IAP provide an exemption for PURPA projects?

REFERENCE: 1987 draft policy None

Final LTIAP §7(b) and §7(e)

A. BPA Proposal

BPA's 1987 draft policy did not recognize any special situation involving
hydro projects developed under the Public Utility Regulatory Policies Act of
1978 (PURPA). Utilities raised concerns that PURPA may require them to

purchase power from protected area hydro projects developed by others.

B. Summary of Comments

The PURPA issue generated many comments from utilities. They are
concerned that the 1987 draft policy could reduce Intertie access as a result
of actions that utilities could neither avoid nor control.

Several utilities request an exception for PURPA projects. "This aspect
of the draft LTIAP must be corrected by exempting Scheduling Utilities from
Intertie access reductions where the output of the project in question is
acquired under PURPA." WWP, #3-122, p. 14. "Should a PUC decision force a
utility to accept an environmentally damaging PURPA resource, BPA should not
penalize that utility for the PUC's decision." PNUCC, #3-202, p. 2.

Potential purchasers 1in California also express concern about the

uncertainty provided by our 1987 draft policy. NCPA states:
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Our interest is in making firm power purchases -- long-term
firm purchases. But with this policy, we could easily find
ourselves in a situation where we have entered into
contracts with Pacific Northwest utilities only to find that
they are unable to make good on those contracts because
they've ... become involved in a project in a protected area
or worse yet, they have been forced to purchase QF power
from a protected area. NCPA, Tr. 438.

But other commenters argue that providing a blanket exemption would defeat
the purpose of BPA policies that seek to prevent licensure and forced purchase
of PURPA project power. "Part of what makes forcing a PURPA resource on a
utility so improbable is the automatic withdrawal of Intertie access--the
automatic reduction in avoided cost that the minimally rational regulators
will impose." NRDC, Tr. 671.

NRDC believes that PUCs should deduct the cost of reduced Intertie access
from a utility's avoided cost under PURPA, making it highly unlikely that a
PURPA hydro project would be constructed. WUTC agrees:

. it is our view that revenue losses associated with the
reduced access to the Intertie would lower the avoided cost
that a utility would pay for a hydro resource developed in
a protected area. We would take the 'total system'
approach to calculating avoided costs and recognize that
any hydro resource developed in a protected area would
result in a loss of benefits associated with use of the
Intertie. As a regulatory agency, our response to BPA's
proposed policy would be to adjust the avoided costs to
reflect these lost benefits. We believe this will result
in a limitation of the resources that would be developed in
'protected areas.' WUTC, #3-179, p. 3.

But this view is not shared by the IPUC, which claims: "It is unreason-
able for BPA to put PUCs into the position of reconciling conflicting Federal
regulations." IPUC, #3-116, p. 3.

The Governor of Oregon identifies several problems with adjusting the
avoided cost to reflect a reduction in Intertie access, but concludes:
"However, if the penalty provision is retained, the OPUC will make its best
efforts to adjust avoided costs to reflect the cost of the penalty to the

utility." Governor of Oregon, #3-134, p. 3.
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Several utilities state that PUCs are not required to reduce an avoided
cost to reflect reduced Intertie access. "The fact is that there is no
assurance that the commissions will use their discretion in the manner
suggested by the WUTC and, even if the present commissions do, that future
commission will continue to do so." ICP, #3-181, p. 3.

NMFS commented that very little adjustment in avoided costs would be
necessary, since, "'avoided costs' are now relatively low compared with the
costs of new hydro development and construction. The provisions of the IAP,
specifically the automatic decrement requirement, should help to ensure that

avoided costs remain relatively low." NMFS, #3-74, p. 2.

C. Analysis and Decision

There has been much discussion of possible conflicts between the protected
area provision and obligations imposed on utilities by PURPA. This concern 1is
based on a suspicion that state PUCs cannot reflect loss of Intertie access in
either the "avoided cost" rates paid to PURPA resource developers or
administrative decisions on obligations to interconnect with, and purchase
from, PURPA resources.

We conclude from the written comments of the WUTC that the conflict may be
overstated. If one PUC has sufficient Tegal authority to accommodate
protected area considerations in its decisions under a Federal statute, we
conclude that other state regulators have similar discretion. Any state
regulator declining to reflect protected area considerations in its PURPA
decisions must therefore have concluded that ratepayers are better off with
protected area resources -- even at the expense of reduced Intertie access.

If this conflict is real, it will affect only investor-owned utilities.
Public systems are self-regulated in the Northwest and, under PURPA, make
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their own decisions about avoided cost rates and obligations to purchase. It
is implausible that public systems will acquire protected area resources at
full avoided-cost rates, exposing themselves to diminished Intertie access.

We believe the policy can be crafted to satisfy concerns about PURPA
projects without eliminating the disincentive to hydro development in

protected areas. A new section 7(e)(1) has been added to the LTIAP. 29/

ISSUE NO. 7: How should the protected area provision be enforced?

REFERENCE: 1987 draft policy §7(c)
Final LTIAP §7(b) and §7(d)

A. BPA Proposal

Under the 1986 draft policy, utilities were required to declare the
generating resources used to support an Assured Delivery contract. If any of

those resources were challenged and found to harm fish and wildlife, BPA would

29/ The new provision reads:

"PURPA Projects. BPA will entertain requests that it not enforce the
provisions of section 7 in situations where an investor-owned utility has
been compelled to acquire the output of a Protected Area hydroelectric
resource under section 210 of the Public Utilities Regulatory Policies Act
(PURPA). To qualify for this exception, the investor-owned utility must
demonstrate:

(A) that it has exercised all opportunities available under federal
and state laws and regulations to decline to acquire the output of the
Protected Area resource in question;

(B) that it has petitioned its state regulatory authority(ies) to
reduce the rate(s) established under PURPA for purchases from Protected
Area resources in recognition of the increased costs or reduced revenues
caused by operation of section 7(c) of this policy;

(C) that BPA was provided reasonable notice of all relevant
regulatory and judicial proceedings to allow for timely intervention in
such proceedings; and

(D) after taking all of the foregoing steps and exhausting all
reasonable opportunities for judicial review, that it was compelled to
acquire the output of a Protected Area hydroelectric resource by final
order of FERC or a state regulatory authority issued under PURPA.
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reduce future Assured Delivery or Formula Allocations by an amount equal to
the capacity of the offending resource. The 1986 draft LTIAP did not propose
to reduce a utility's existing Assured Delivery contracts. The 1986 draft did
not explicitly result in reduced Intertie access if BPA and the utility could
not agree on a means to reduce fish and wildlife damage.

Fish and wildlife agencies disliked these provisions for three reasons.
First, the policy did not apply decrements to existing contracts, allowing a
utility to support out-of-region sales with a hydro project that harmed fish.
Second, although a wutility declared the resources used to support its
transactions, we provided no means to monitor these declarations. Third, a
utility could blunt the effects of decrements by "over-declaring" its
resources available for export.

The 1987 draft policy attempted to address these concerns. First, the
policy applied an automatic reduction to any utility that built or purchased
power from a hydro project located in a protected area. Consequently, it was
not necessary to declare resources used to support exports or for BPA to
monitor those declarations. Second, decrements were imposed on any

transaction utilizing the Intertie during Formula Allocation Condition 1.

B. Summary of Comments

california utilities are concerned that Northwest sellers might violate
the policy's fish and wildlife provisions in the future, causing an
unanticipated loss of power that the buyers are counting on to meet domestic
requirements. For example, LADWP comments:

The party that bears the ultimate risk of a decrement of
Assured Delivery is a California purchaser of a long-term
firm product from a PNW utility. The idea of entering into
the transaction in the first place  becomes Tess
attractive. LADWP, Tr. 141.
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According to NRDC, the solution is to incorporate those provisions in the
contracts themselves, coupled with commitments by the sellers to pay the
additional costs of any replacement power that a California utility might be
required to purchase as a result of a fish and wildlife violation. NRDC,
#3-132, p. 5.

Other commenters maintain it is necessary to apply decrements to existing
contracts to provide adequate protection for fish and wildlife:

PNUCC continues to hold a position which would allow a
utility to conclude a firm sale, and gain firm access based
on an existing surplus and then develop "fish-killer"
resources to support the sale. MWe continue to insist that
the enforcement mechanism must deter such development by
promising to decrement allocations for existing contracts,
as well as for proposed new contracts, if the utility
develops resources in violation of the fish and wildlife
provisions of the policy. NCAC, #3-206, p. 2.

Similar comments are made by the Idaho Attorney General. IAG, #3-126, p. 1.
Several utilities suggest that we not apply a decrement to Formula
Allocations. For example:

Bonneville's proposal to reduce the formula allocation by
the full amount of any new hydroelectric capacity in a
Protected Area is an arbitrary and severe penalty based on
the erroneous assumption that all of the output of the
project in the Protected Area would be the power which
would otherwise be transmitted on the Intertie. PSP&L,
#3-117, p. 11.

CRITFC and others object to eliminating decrements applied under
Conditions 2 and 3:
From the standpoint of fish and wildlife protection, it is
just as important that the deterrent value of access

proscriptions be applied to conditions 2 and 3, as it is
that they be applied to condition 1. CRITFC, #3-204, p. 4.
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C. Analysis and Decision

In keeping with our decision to utilize the protected area concept in the
LTIAP, enforcement mechanisms should be easy to administer and relatively
noncontroversial. Automatic reductions to Condition 1 allocations appear to
satisfy these objectives. Because of the relationship between Assured
Delivery and Formula Allocation capacity created by the LTIAP mitigation
provisions, this means that Jlong-term firm transactions are potentially
affected as well as spot-market sales.

Now that we have created an exception for protected-area projects that are
forced upon utilities under PURPA and eliminated coverage of existing hydro
resources, any uncertainty for long-term wutility transactions should be
minimal. Sellers and buyers have adequate means to reduce uncertainty.
Buyers may insist on contract language obligating Northwest sellers to refrain
from constructing hydro projects in protected areas.

It makes little sense to impose protected area decrements in Conditions 2
and 3. Under the experiment established by LTIAP section 5(d), it would be
difficult to impose decrgments when utilities cease to receive pro-rata shares
of Intertie capacity. Consequently, the LTIAP provides for decrements only
under Condition 1 when we have identifiable allocations for each utility.
However, if section 5(d) is not continued after its 18-month experimental
period, we may reopen the policy to apply decrements to allocations made under

Conditions 2 and 3.
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PART FIVE

OVERALL EFFECTS OF THE LONG-TERM
INTERTIE ACCESS POLICY

It should be apparent from the foregoing discussion that resolving
long-term policy issues has been an exercise in balancing conflicting
expectations about how benefits and burdens of the Federal Columbia River
power and transmission systems should be allocated among various interest
groups. Each group wants more for itself, usually at the expense of other
contenders. Each group supports its claim by referencing a favorite statutory
provision or excerpt from legislative history.

Northwest interests vary among public and investor-owned generating
utilities; nongenerating utilities and aluminum companies that purchase their
total power requirements from BPA; and groups especially concerned about fish
and wildlife protection. Some generating utilities want more transmission
capacity for long-term power transactions with California. Others emphasize a
demand that long-term transactions not interfere with their desire to utilize
the Intertie for short-term, spot-market sales. Nongenerating utilities and
the aluminum companies are wary of any non-Federal usage of the Intertie,
fearing that this would reduce BPA's power sales and thereby increase our
rates to them. Energy-intensive aluminum producers are especially concerned
about keeping the price of their product competitive on world markets.
Environmental interests want to ensure that no one's demands are satisfied in
ways that jeopardize fish.

In California, utilities and regulators want access to more of the Federal
Intertie for a greater variety of firm power transactions. They want
"pro-competitive" access for spot-market transactions, while overlooking the

existing anticompetitive practices on the California portion of the Intertie.
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At the Federal level, the Office of Management and Budget insists that BPA
take steps to ensure prompt repayment of its Treasury obligations. There is a
serious concern that BPA actions, at the very least, not exacerbate the
Federal deficit. We have stated clearly throughout the development of the IAP
that one of our main goals has been to help BPA repay the U.S. Treasury. This

position has been judicially upheld in Department of Water & Power v. BPA,

759 F.2d 684 (9th Cir. 1985). However, parties still disagree about the role
BPA should take in managing and operating the Intertie to meet its fiscal goal.

Few of the demands made on us are typical of those a non-Federal utility
would expect to honor. Each utility and customer group looks to the Intertie
to support its own revenues oOr lower its costs. Environmental groups advance
important agenda as well. And, Congress seems disinclined to forgive any of
its $8 billion loaned to the Northwest's Federal power éystem.

The sum of all these demands far exceed§vthe finite limitations of the
resource. In fact, many of the demands are mutually exclusive. This
sometimes subtle, yet important, point must be appreciated to Dbetter
understand the complex nature of the balance we have reached'in the LTIAP.

Two tables discussed below demonstrate this balance of benefits. Table 1
is drawn from section I.3 of the Intertie Development and Use Environmental
Impact Statement (IDU EIS). It shows the 20-year distribution of benefits
based on three different alternatives: no Intertie access policy, tnhe LTIAP,
and a Federal-first policy. This long-term analysis is more meaningful than
an individual-year showing, which could be significantly distorted by weather
or other short-term phenomena.

Several conclusions about the balance of competing interests are evident
from this table. We believe Table 1 shows that the LTIAP achieves a sense of
equity between the regions and among customer groups, while maintaining our
ability to meet BPA's obligations to the Treasury.
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TABLE 1
Intertie Access Policy Alternatives
Comparison of Firm and Nonfirm Benefits

Pre-IAP 1/ LTIAP 2/ Federal-First

$000,000 % $000,000 % $000,000 %

BPA 3/ 3063 32 3630 37 4394 46

PNW Non-Federal 360 4 1237 12 538 _ b6
Total PNW 3423 36 4867 9 4932 52
California 5504 58 4438 45 3992 42
Canada 593 _ 6 599: _6 574 _6
Total 9525 100 9904 100 9497 100

Assumes Federal Marketing contracts (1550 MW).

Assumes 800 MW of Assured Delivery contracts (1950).

Assumes BPA receives 60 percent of PNW secondary revenues in the
Pre-IAP and Proposed options and 70 percent in the Federal-First
option.

lwiro|—
~~ -

First, Table 1 shows that we have not maximized Federal revenues in the
LTIAP compared with revenues that might be achieved under a Federal-first
policy. Increased Intertie usage by non-Federal utilities comes at the
expense of our total requirements customers and, if the DSIs or other elements
of the Northwest economy falter, the U.S. Treasury. However, both our
customers and the Treasury are better off under the LTIAP than they would be
if no policy were adopted.

Second, the LTIAP produces a closer sharing of benefits between the
Northwest and California (49 percent vs. 45 percent) than would be the case
absent a policy (59 percent vs. 35 percent). Disparity of benefits was a
major concern expressed by the CEC. CEC, #3-218, pp. 36-38; see pp. _
above.

The LTIAP interregional balance is not the exact parity, which PG&E

suggested would be ideal. PG&E, #3-188, DFI appendix, p. B-3. MWe doubt that
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exact parity would be realistic or that a claim of exact parity would be
credible. However, two elements of the policy not reflected in Table 1 should
move us even more in that direction. The LTIAP's section 5(d) experiment
should reduce Northwest benefits and increase california benefits (this will
tend to be offset by removal of restrictions on usage of California's portion
of the Intertie). Also, our offer to pursue share-the-savings pricing could
have a similar result. Neither of these two elements is capable of reliable
quantification at this time.

Third, benefits to Northwest non-Federal utilities increase under the
LTIAP relative to both the "pre-IAP" and "Federal-first" alternatives. Part
of this improvement is explained by the availability of Assured Delivery
service; part is due to Formula Allocation procedures. We expect the latter
effect to be tempered by the section 5(d) experiment.

Fourth, Canadian access remains constant over the three alternatives.
However, opportunities for increased long-term and short-term access are made
available under section 6 of the LTIAP.

Table 2 is a set of pie charts that summarize a study BPA recently made to
show expected usage of the Intertie -- by BPA, Northwest utilities and
Canada --- for long-term and short-term transactions. The year 1992 was used
for this analysis. For purposes of comparison, three different amounts of
Assured Delivery service (O MW, 400 MW, and 800 MW) have been assumed. This
comparison tracks the evolution of Assured Delivery service from the near-term
to the interim and, finally, the long-term access policy.

Table 2 clearly shows the shift in usage from Federal to non-Federal as we
make more Assured Delivery service available for long-term interregional power
transfers. This increased Assured Delivery service also comes at the expense

of non-Federal utilities that deal only in the spot market.
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Intertie Use

Terminal Expansion
June 1992

Table 2

Fed Nonfirm--30.2% @jed Firm--24.6%
; Loopflow——4.8X
Unused Tie--5.8%

PNW Firm--12.8X Canadian Nonfirm--4.7%
PNW Nonfirm--20.1X

0 MW
Assured Delivery

Fed Nonfirm—-28.7X

o Fed Firm-—24.6X%
Fed Nonfirm--29.2% @j rm @Z Fed Firm-—-18.3%
ik ‘Loopf]ow——max “Loopflow——ai.ax
Unused Tie--1.3%X Unused Tie--2.1X
Canadian Nonfirm--1.5X%X PNW Firm--25.5% Canadian Nonfirm--1.5%

PNH Jirm—— 19. 2%

PNW Nonfirm--19.4X PNW Nonfirm--49.1X
400 Mw® - BOO MW
Assured Deliyegy Assured Delivery
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We should address two additional points not reflected in Table 2. First,
non-Federal usage may increase beyond 800 MW after we revisit the demand for
long-term, firm wheeling as promised in LTIAP section 4(c)(1). Second, as
noted above, Canadian wutilities may gain access for long-term firm or
spot-market sales under LTIAP section 6.

In summary, the LTIAP by necessity is a compromise solution to the
conflicting demands placed on the Intertie. No one customer group, including
BPA, receives all that it may want or may believe fis statutorily gquaranteed.

Each group, however, receives an equitable and fair share.

I have reviewed and hereby approve this decision to adopt the Long Term
Intertie Access Policy appended hereto.

Issued in Portland, Oregon, May 17, 1988.

Jamdsd. Jura //
Adwfinistrator/ / /
v

- 173 -



REVISED DRAFT
LONG-TERM INTERTIE ACCESS POLICY

GOVERNING TRANSACTIONS OVER FEDERALLY
OWNED PORTIONS OF THE
PACIFIC NORTHWEST-PACIFIC SOUTHWEST
INTERTIE

U.S. DEPARTMENT OF ENERGY
BONNEVILLE POWER ADMINISTRATION
DECEMBER 15, 1987

LONG-TERM INTERTIE ACCESS POLICY

GOVERNING TRANSACTIONS OVER FEDERALLY OWNED
PORTIONS OF THE
PACIFIC NORTHWEST-PACIFIC SOUTHWEST INTERTIE

U.S. DEPARTMENT OF ENERGY
BONNEVILLE POWER ADMINISTRATION
MAY 17, 1988



/

REVISED DRAFT LONG-TERM INTERTIE ACCESS POLICY

Section 1. Definition

1. "Administrator” means the
Administrator of Bonneville Power Administration
(BPA) and is used interchangeably with BPA.

25 "Administrator's Power Marketing
Program" refers to all marketing actions taken
and policies developed to fulfill BPA'S
statutory obligations. These actions and
policies are based on exercises of broad
authority to act, consistent with sound business
principles, to recover revenue adequate to
amortize Federal investments in the Federal
Columbia River power and transmission systems,
while encouraging diversified use of electric
power at the Tlowest practical rates. In the
Northwest, the Administrator's Power Marketing
Program includes BPA's power supply obligations
and programs to market surplus power in a manner
that assures an adequate, reliable, economical,
efficient, and environmentally acceptable power
supply, while preserving regional and public
preference to Federal electric power. In the
Southwest, the Administrator's Power Marketing
Program includes the Administrator's programs to
market surplus Federal power at equitable prices
and to assist in marketing the Northwest's
non-Federal power surplus.

3. wAssured Delivery" means firm Intertie
transmission service provided by BPA under a
transmission contract to wheel power covered by
- contract between a Scheduling Utility and a
Ssouthwest utility. Assured Delivery contracts
may not exceed 20 years' duration. The service
is interruptible only in the event of an
uncontrollable force or a determination made
pursuant to sections 7 or 8 of this policy.
Assured Delivery service will be reduced only by
the amount of transmission capacity to the
southwest later acquired by a Scheduling Utility
through ownership or contract.

FINAL LONG-TERM INTERTIE ACCESS POLICY

Section 1. Definitions
1 wAdministrator” means the Administrator

of Bonneville Power Administration (BPA) and is
used interchangeably with BPA.

2: "Administrator's Power Marketing
Program" refers to all marketing actions taken
and policies developed to fulfill BPA's
statutory obligations. These actions and
policies are based on exercises of authority to
act, consistent with sound business principles,
to recover revenue adequate to amortize
investments in the Federal Columbia River power
and transmission systems, while encouraging
diversified use of electric power at the Towest
practical rates. In the Northwest, the
Administrator's Power Marketing Program covers
BPA's obligations to provide an adequate,
reliable, economical, efficient, and
environmentally acceptable power supply, while
preserving public preference to Federal power.
In the Southwest, the Administrator's Power
Marketing Program covers activities to market
surplus Federal power at equitable prices, while
preserving regional and public preference to
Federal power, and to assist in marketing
Northwest nonfederal power.

3. "Allocation" means the share of the
Intertie Capacity made available for short-term
sales of energy.

4. "Assured Delivery" means firm
transmission service provided by BPA under a
transmission contract to wheel power covered by
a contract between a Scheduling Utility and a
southwest utility. Assured Delivery contracts
may not exceed 20 years in duration. The
service is interruptible only in the event of an
uncontrollable force or a determination made
pursuant to sections 7 or 8 of this policy.

5. "Available Intertie Capacity" is
defined as the physically available capacity
controlled by BPA, reduced by the capacity
reserved under Section 2 of this policy and the
capacity necessary to satisfy Assured Delivery
contracts not subject to operational mitigation
requirements under this policy.

1



4. "BPA Resources" means Federal Columbia
River Power System hydroelectric projects;
resources acquired by BPA under Tlong-term

contracts, including resources acquired pursuant
to sections 5(c) and 6 of the Northwest Power
Act; and resources acquired pursuant to
section 11(b)(6)(i) of the Federal Columbia
River Transmission System Act.

b "Extraregional Utilities" are
generating utilities, or divisions thereof, that
do not provide retail electric service and own
or operate significant amounts of generating
capacity in the Northwest.

6. "FD Supported Sale" means that portion
of a Scheduling Utility's firm sale equal, in
amount and shape, to the utility's purchase of
BPA Firm Displacement power.

75 "Formula Allocation" means the shares
of Intertie Capacity made available to
Scheduling Utilities and, under certain
conditions, Extraregional Utilities for

short-term sales of energy.

6. "BPA Resources" means Federal Columbia
River Power System hydroelectric projects;
resources acquired by BPA under long-term
contracts; and resources acquired pursuant to
section 11(b)(6)(i) of the Federal Columbia
River Transmission System Act.

7' "gxchange" refers to various types of
transactions that take advantage of diversity
between Northwest and Southwest 1loads through
deliveries of firm power, at prespecified
delivery rates, from North to South during the
Southwest's peak demands and returns of capacity
and/or energy from South to North during other
times. Transactions vary depending on the 1lag
between deliveries and returns. A "naked
capacity" transaction might require off-peak
energy returns within 24 hours, whereas a
seasonal exchange might call for firm power
returns within 6 months.

8. "Extraregional Utilities" are
generating utilities, or divisions thereof, that
do not provide retail electric service and do
not own or operate significant amounts of
generating capacity in the Northwest.

9. "Formula Allocation" means the process
by which Intertie Capacity made available for
short-term sales of energy.



8. "Intertie® means the two 500-kilovolt
(kV) alternating current (AC) transmission lines
and one 1,000-kV direct current (DC) line, which
extend from Oregon into california or Nevada,
and any additions thereto jdentified by BPA as

Pacific Northwest-Pacific Southwest Intertie
facilities.
9. "Intertie Capacity" means the North to

south transmission capacity of the Intertie
controlled by BPA through ownership or contract;
increased by power scheduled south to North,
decreased by Tloop flow, outages, and other
factors that reduce transmission capacity; and
further decreased by Pacific Power & Light
Company's schedules, under its scheduling rights
at the Malin substation (BPA Contract
Nos. DE-MS$S79-86BP92299 and DE-MS79-79BP90091) .

10. “Mitigation" refers to the conditions,
other than rate schedule provisions, imposed by
BPA on a Scheduling Utility in return for an
Assured Delivery contract. Mitigation helps
offset operational and economic problems,
attributable to a Scheduling Utility's power
transaction, that inhibit BPA's ability to meet
its existing firm load obligations or to
generate revenues. The Mitigation measures
specified in this policy must be included in all
Assured Delivery contracts, unless substitute
measures are negotiated with BPA on a
case-by-case basis.

11. "Nonscheduling utility" means a
non-Federal Northwest utility that owns a
generating resource, but does not operate a
generation control area within the Pacific
Northwest. A Nonscheduling Utility requesting
Intertie access for its resource must do so
through the Scheduling Utility (or BPA) in whose
control area the resource is located.

10. "Intertie" means the two 500-kv
alternating current (AC) transmission 1lines and
one 1000 kv direct current (pc) 1line, which
extend from Oregon into california or Nevada,
and any additions thereto identified by BPA as

Pacific Northwest-Pacific southwest Intertie
facilities.
11. “"Intertie Capacity" means the North to

South transmission capacity of the Intertie
controlled by BPA through ownership or contract;
increased by power scheduled South to North,
decreased by loop flow, outages, and other
factors that reduce transmission capacity; and
further decreased by Pacific Power & Light
Company's schedules, under jts scheduling rights
at the Malin substation (BPA Contract
Nos. DE-MS79-86BP92299 and DE-MS79-79BP90091) .

12. "Mitigation" refers to the
requirements imposed by BPA on a utility in
return for an Assured Delivery contract.
Mitigation helps offset operational and economic
problems, attributable to a Scheduling Utility's
firm power transaction, that inhibit BPA's
ability to generate revenues. The Mitigation
measures specified in this policy must be
included in all Assured Delivery contracts,
unless a scheduling utility either agrees to a
specially designed charge or negotiates
substitute measures with BPA on a case-by-case
basis.

13. "Nonscheduling utility" means a
nonfederal Northwest utility that —owns a
Qualified Northwest Resource, but does not
operate a generation control area within the
Pacific Northwest. A Nonscheduling Utility
requesting Intertie access for its resource must
do so through the Scheduling Utility (or BPA) in
whose control area the resource is Tocated.



12. "Pacific Northwest" (or "Northwest")
is defined in the Northwest Power Act, 16 U.S.C.
§839e, as the states of Oregon, Washington, and
Idaho; the portion of Montana west of the
Continental Divide; portions of Nevada, Utah,
and Wyoming within the Columbia River drainage
basin; and any contiguous service territories of
rural electric cooperatives serving inside and
outside the Pacific Northwest, not more than
75 air miles from the areas referred to above,
that were served by BPA as of December 1, 1980.

13. "Protected Area" means a stream reach
within the Columbia River drainage basin
specially protected from hydroelectric
development because of the presence of
anadromous or high value resident fish, or
wildlife. Protected areas may also include
stream reaches which could support anadromous
fish if investments were made in habitat,
hatcheries, passage, or other projects. This
policy contemplates that BPA will implement,
after review and possible modification, a
comprehensive protected area program adopted by
the Pacific Northwest Electric Power and
Conservation Planning Council.

14. "Qualified
means:

Extraregional Resources"

(a) a generating unit located outside
the Northwest that was in commercial operation
on the effective date of this policy. However,
the term excludes the portions of units covered
as Qualified Northwest Resources.

(b) after the Administrator has
determined that the capacity of the Intertie is
rated at approximately 7,900 MW, all resources
located outside of the Northwest, other than the
portions of extraregional resources covered as
Qualified Northwest Resources.

15. "Qualified Northwest
exclude BPA Resources, but include:

Resources"

(a) Generating resources located
inside the Northwest that were in commercial
operation on the effective date of this policy.
Regarding generating resources owned or
controlled by Nonscheduling Utilities, it must
be demonstrated that a relationship had been
established by that date with a Scheduling
Utility or BPA to serve Northwest loads.

14. "Pacific Northwest" (or: "Northwest")
is defined in the Northwest Power Act, 16 U.S.C.
§839e, as the states of Oregon, Washington, and
Idaho; the portion of Montana west of the
Continental Divide; portions of Nevada, Utah,
and Wyoming within the Columbia River drainage
basin; and any contiguous service territories of
rural electric cooperatives serving inside and
outside the Pacific Northwest, not more than
75 air miles from the areas referred to above,
that were served by BPA as of December 1, 1980.

15. "Protected Area" means a stream reach
within the Columbia River drainage basin
specially protected from hydroelectric
development because of the presence of
anadromous or high value resident fish, or
wildlife. Protected areas may also include
stream reaches which could support anadromous
fish if investments were made in habitat,
hatcheries, passage, or other projects.

16. "Qualified Resource"

means:

Extraregional

(a) a generating unit located outside
the Northwest that was in commercial operation
on the effective date of this policy. However,
the term excludes portions of units covered as
Qualified Northwest Resources.

(b) after BPA has determined that the
capacity  of the Intertie is rated at
approximately 7,900 MW, all resources Tocated
outside of the Northwest, other than the
portions of extraregional resources covered as
Qualified Northwest Resources.

17. "Qualified Northwest Resource"
excludes BPA Resources, but includes:

(a) Resources Tocated inside the
Northwest that are in commercial operation as of
the effective date of this policy.

(b) Scheduling Utility extraregional
generating resources dedicated to Northwest
loads on the effective date of this policy.
This term includes pro rata portions of Montana
Power Company's and Pacific Power and Light



(b) Scheduling Utility extraregional
generating resources dedicated to Northwest
loads on the effective date of this policy.
This term includes pro rata portions of Montana
Power Company's and Pacific Power and Light
Company's shares of the Colstrip No. 4
generating station, based on the ratio of their
respective regional 1loads to their respective
total loads; and Idaho Power Company's share of
Valmy No. 2.

(c) New regional resources of
scheduling Utilities, except for hydroelectric
resources located in Protected Areas, needed to

support power contracts receiving Assured
Delivery service under this policy.
16. "Resource" means an identified

electric generating unit or stack of particular
electric generating units identified to supply
power or capacity for sale over the Intertie.

17. "Scheduling Utility" means the
Northwest portion of a non-Federal utility that
operates a generation control area within the
Northwest.

18. "Seasonal Exchange" means a
transaction that takes advantage of seasonal
diversity between Northwest and Southwest Toads
through transfers of firm power, at  a
prespecified delivery rate, from North to South
during the Southwest's summer load season and
from South to North during the Northwest's
winter 1load season. Seasonal Exchanges may
involve payments of additional consideration to
reflect the relative seasonal values of power
throughout the western United States. Seasonal
Exchange schedules of Northwest utilities will
be referred to as "deliveries," and schedules of
Southwest utilities will be referenced as
"returns." A Scheduling Utility must be able to
support its summertime firm power deliveries
with generating resources that are surplus to
jts Northwest requirements. The sum of a
Scheduling Utility's energy resources for each
month in which deliveries are made (with special
concern for August) must exceed its
corresponding Northwest loads by an amount
sufficient to support the Seasonal Exchange.

Company's shares of the Colstrip No. 4
generating station, based on the ratio of their
respective regional loads to their respective
total loads; and Idaho Power Company's share of
valmy No. 2.

(c) New regional resources of
Scheduling Utilities, except for hydroelectric
resources located in Protected Areas.

18. "Resource" means an electric
generating unit or stack of particular electric
generating units identified to supply power or
capacity for sale over the Intertie.

19. "Scheduling utility" means the
Northwest portion of a nonfederal utility that
operates a generation control area within the
Northwest, or any utility designated as a BPA
wcomputed requirements customer."” The term
excludes Utah Power & Light Company, either as a
separately owned company or as a division of
another corporation, which has sufficient
transmission capacity to the Southwest without
access to the Federal Intertie.

20. "Seasonal Exchange" means a
transaction that takes advantage of seasonal
diversity between Northwest and Southwest 7loads
through transfers of firm  power, at a
prespecified delivery rate, from North to South
during the Southwest's summer load season and
from South to North during the Northwest's
winter load season. Seasonal Exchanges may
involve payments of additional consideration to
reflect the relative seasonal values of power
throughout the western United States. Seasonal
Exchange schedules of Northwest utilities will
be referred to as "deliveries," and schedules of
Southwest utilities will be referenced as
wreturns." A Scheduling Utility must be able to
support its summertime firm power deliveries
with generating resources that are surplus to
its Northwest requirements. The sum of a
Scheduling Utility's energy resources for each
month in which deliveries are made (with special
concern for August) must exceed its
corresponding Northwest loads by an amount
sufficient to support the Seasonal Exchange.



19. "Section 9(i)(3) resource" means a
Scheduling Utility resource that BPA has granted
priority in receiving BPA transmission, storage
and load factoring services.

21. "Section 9(i)(3) resource"” means a
Scheduling Utility resource that BPA has granted
priority in receiving BPA transmission, storage
and load factoring services as defined in
§9(1)(3) of the Northwest Power Act.



Section 2. Intertie Capacity Reserved for BPA

The Administrator reserves for BPA's use
Intertie Capacity sufficient to:

(a) deliver the full amount of BPA's
surplus firm power,

(b) perform obligations under
existing BPA transmission contracts 1listed in
Exhibit C, to the extent such obligations differ
from the conditions specified in this policy,
and

(c) provide Assured Delivery service
for transactions not subject to 1imits under
Exhibit B to this policy.

Section 2. Interti aci R rv for BPA
The Administrator reserves for BPA's use
Intertie Capacity sufficient to:

(a) transmit all of BPA's surplus
firm power and to serve other obligations,

(b) perform obligations, including,
but not 1limited to, the existing transmission
contracts 1listed in Exhibit C, to the extent
such obligations differ from the conditions
specified in this policy,

(c) provide Assured Delivery service
for transactions not subject to 1limits under
Exhibit B to this policy, and

(d) satisfy firm obligations that
have not been prescheduled, by using unutilized
portions of Formual Allocation amounts.



Section 3. Conditions For Intertie Access

(a) A1l Intertie access will be granted
pursuant to the conditions and procedures of
this policy, unless otherwise specified in the
three existing BPA transmission contracts listed
in Exhibit C.

(b) BPA will provide Intertie access only
for BPA Resources and the Qualified Northwest
Resources of Scheduling Utilities, except to the
extent that Qualified Extraregional Resources
are permitted access under this policy.

(c) BPA will provide Assured Delivery and
allocate remaining Intertie Capacity when
providing such access will not substantially
interfere with operating 1limitations of the
Federal system. Examples of these Tlimitations,
which reflect BPA's obligation to operate in an
economical and reliable manner consistent with
prudent utility practices, include:

(1) The BPA reliability criteria and

standards,

(2) Western Systems Coordinating
Council minimum operating
reliability criteria,

(3) North American Electric
Reliability Council Operating

Committee minimum criteria for
operating reliability, and

(4) coordination agreements among
BPA, scheduling utilities and
other Federal agencies regarding
resource and river operations.

(d) Any utility that has contractual or
ownership rights to transmission capacity to
Southwest utilities must be fully utilizing such
capacity prior to receiving any access to BPA
Intertie Capacity.

Section 3. nditions For Intertie A

(a) A1l Intertie access will be granted
pursuant to the conditions and procedures of
this policy, unless otherwise specified in the
three existing BPA transmission contracts listed
in Exhibit C.

(b) BPA will provide Intertie access only
for BPA Resources and the Qualified Northwest
Resources of Scheduling Utilities, except to the
extent that Qualified Extraregional Resources
are permitted access under this policy.

(c) BPA will provide Assured Delivery and
allocate remaining Intertie Capacity when
providing such access will not substantially
interfere with operating 1limitations of the
Federal system. Examples of these limitations,
which reflect BPA's obligation to operate in an
economical and reliable manner consistent with
prudent utility practices, include:

(1) The BPA Reliability Criteria and

Standards,

(2) Western Systems Coordinating
Council minimum operating
reliability criteria,

(3) North American Electric
Reliability Council Operating

Committee minimum criteria for
operating reliability, and

(4) coordination agreements among
BPA, scheduling utilities and
other Federal agencies regarding
resource and river operations.

(d) Any utility that has contractual or
ownership rights to Pacific Northwest-Pacific
Southwest Intertie capacity or to other
transmission lines to California or the
Southwest market must fully utilize such
capacity prior to receiving any access to BPA's
Intertie Capacity. If a Scheduling Utility with
Intertie rights needs BPA Intertie Capacity to
reach a particular Southwest utility, BPA will
consider negotiated swaps of capacity to
accommodate such requests.



Section 4. Assured Delivery for Intertie Access

Subject to the 1limitations and other
conditions in this section and in other sections
of this policy, BPA has determined that it can
provide Assured Delivery to Scheduling Utilities
without causing substantial interference with
the Administrator's Power Marketing Program.

(a) Access For Utilities Qwning or

Controlling Southwest Interconnections. Assured
Delivery is intended primarily for Scheduling
Utilities which lack interconnections with the
Southwest. A utility with transmission access
to Southwest utilities, through contract or
ownership, must utilize all such capacity on a
firm basis before receiving any Assured
Delivery. A utility is eligible for Assured
Delivery only to the extent that the sum of its
Exhibit B amounts exceeds its own transmission
capacity to the Southwest.

(b) Waiver O0f BPA Service Obligation.
Assured Delivery contracts must contain a waiver
of BPA's obligation under the Scheduling
Utility's power sales contract, up to the amount
of power for which firm Intertie access is
provided.

Section 4. Assured Delivery for Intertie Access

Subject to the 1limitations and other
conditions in this section and in other sections
of this policy, BPA has determined that it can
provide 1limited Assured Delivery to Scheduling
Utilities without causing substantial
interference with the Administrator's Power
Marketing Program.

(a) General Provisions

(1) Existing Transmission Contracts.
BPA will provide Assured Delivery for the
remaining terms of the firm power sale and
Seasonal Exchange contracts jdentified in
Exhibit C to this policy.

(2) Utilities OQwning Or Controlling
hw Interconn ions. Assured Delivery is
intended primarily for Scheduling Utilities
which lack interconnections with the Southwest.
Except for transactions covered by section 4(b)
of this policy, a utility with capacity on an
intertie, through contract or ownership, must
utilize all such capacity on a firm basis before
receiving any Assured Delivery.

(3) Nature Of Transactions. BPA will
not provide Assured Delivery for transactions
which a Scheduling Utility cannot demonstrate to
be other than an advance arrangement to sell

nonfirm energy.

"(4) Waiver Of BPA Service Obligation

(A) Hydroelectric ResQurces.
Assured Delivery contracts that facilitate the
export disposition of Northwest hydroelectric
energy shall provide, under 16 U.S.C. §837b(d),
for a reduction of BPA's power sale contract
obligation to the Northwest utility, for the
period of the disposition, equal to the amount
of energy for which Assured Delivery is provided.
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(c) TIran ions N To Exhibit B

imi nder This Poli

(1) int V res. Joint ventures
between BPA and utilities, such as firm
displacement contracts, which allow BPA to
increase its sales of surplus power qualify for
Assured Delivery.

(2) Sales In Lieu Of Exchanges. BPA
may offer to satisfy Scheduling Utility demands
for Seasonal Exchanges by selling them
incremental amounts of surplus firm power during
winter months. Upon committing to purchase such
incremental firm power at negotiated prices that
reflect BPA's Tlost opportunities for summer
sales, a Scheduling Utility will qualify for
Assured Delivery (with mitigation) to wheel an
equal amount of firm capacity and energy over
the Intertie during summer months.
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(B) Thermal Resoqurces. Assured
Delivery contracts that facilitate the export
disposition of Northwest thermal energy shall
provide, under 16 U.S.C. §839f(c), for a
reduction of BPA's power sale contract
obligation to the Northwest utility, for the
period of the disposition, equal to the amount
of energy for which Assured Delivery is
provided. Such reduction shall become effective
at the time BPA determines that it has reached
energy load/resource balance, or at a date as
specified in the Assured Delivery contract.

(5) Exchange Contracts. Exchange
contracts must specify that all return energy be
scheduled to either the AC Intertie point of
interconnection at the California-Oregon border
("cos") or the DC Intertie point of
interconnection at the Nevada-Oregon border
("NOB"). Exchange contracts must also specify
prescheduled determinations of hourly energy
returns.

(6) isfyin R For A r
Delivery. A1l relevant power contracts must be
presented for review no later than the date on
which a request for Assured Delivery is made.

(b) New Transactions Not Subject To
Capacity Limits

(1) Joint Ventures. Joint ventures
between BPA and utilities, such as firm
displacement contracts, which allow BPA to
increase its sales of surplus power qualify for
Assured Delivery.

(2) Sales In Lieu Of Exchanges. BPA
may offer to satisfy Scheduling Utility demands
for Seasonal Exchanges by selling them
incremental amounts of surplus firm power during
winter months. Upon committing to purchase such
incremental firm power at negotiated prices that
reflect BPA's lost opportunities for summer
sales, a Scheduling Utility will qualify for
Assured Delivery (with mitigation) to wheel an
equal amount of firm capacity and energy over
the Intertie during summer months.



(3) Conditions. A Scheduling Utility
may request at any time the Assured Delivery of
transactions identified in sections 4(c)(1) and
4(c)(2). Relevant contracts must be presented
for review when Assured Delivery is requested.
BPA will satisfy a request within 60 days after
a Scheduling Utility has demonstrated
satisfaction of the requirements of this policy.

(d) Transactions _ Subject To Exhibit B
Limits Under This Policy

(1) Maximum Amount s of Assured
Delivery. BPA will provide 800 MW of Assured
Delivery for transactions, limited by Exhibit B
amounts, that are identified in this policy.
BPA will determine the amount of any additional
Assured Delivery increment after conclusion of
the Third AC participation process. Moreover,
the 800 MW amount may be subject to some
reduction if the DC terminal expansion project
is not completed on schedule.

(2) Firm Power Sales

(A) Existing Transmission
Contracts. BPA will provide Assured Delivery
for the remaining term of the firm power sale
contract identified in Exhibit C to this policy.

(B) Exhibit B amounts.

(i) Current maximum. Each
Scheduling Utility's maximum Assured Delivery
amount for firm sales equals its average firm
energy surplus, shown in Exhibit B to this
policy. Except for Montana Power Company (MPC),
Exhibit B represents projected Scheduling
Utility surpluses for the 1988-89 operating
year. In satisfaction of all obligations to MPC
under Northwest Power Act section 9(i)(3), MPC's
Exhibit B amount is set at 105 MW to facilitate
long-term sales of firm power from its share of
the Colstrip No. 4 coal-fired generating station.

1n

(3) conditions. A Scheduling Utility
may request at any time the Assured Delivery of
transactions identified in sections 4(b)(1) and
4(b)(2). Relevant contracts must be presented
for review when Assured Delivery is requested.
BPA will satisfy a request within 60 days after
a Scheduling Utility has demonstrated
satisfaction of the requirements of this policy.

(c) Transactions Subject To Capacity
Limits Under This Policy
(1) Maximum Amounts of Assured

Delivery. BPA will provide 800 MW of Assured
pDelivery for firm power sales and Exchanges
jdentified in this policy. BPA will reassess
the amount of Assured Delivery capacity when the
3d AC Intertie project is either completed or
abandoned. Moreover, the 800 MW amount may be
subject to some reduction if the DC Terminal
Expansion project is not completed on schedule.

(2) Exhibit B n
(A) Current maximum. Each

Scheduling Utility's maximum Assured Delivery
amount for firm sales equals its average firm
energy surplus, shown in Exhibit B to this
policy. BPA will reserve capacity equal to each
Scheduling Utility's Exhibit B allocation
subject to section 4(c)(2)(D) below. Except for
Montana Power Company (MPC), Tacoma City Light,
and Cowlitz County Public Utility District,
Exhibit B represents projected Scheduling
Utility surpluses for the 1988-89 operating
year. In satisfaction of all obligations to MPC
under Northwest Power Act section 9(i)(3), MPC's

11



(i1) Future changes. BPA
may, at its discretion, revise Exhibit B to

reflect changes in the firm power surpluses of

individual utilities; however, the 361 MW
Exhibit B average firm surplus total 1is not
subject to increase. Any unutilized Assured

Delivery amount is revoked if, upon revision, a
utility's individual Exhibit B amount has
declined or if a utility has sold firm power to

another utility seeking to increase its
Exhibit B average firm surplus amount. A
Scheduling Utility may increase its individual

Exhibit B amount by purchasing surplus firm
power from BPA or any Scheduling Utility with an
Exhibit B amount.

(1i1) Nature of
Transactions. BPA will not provide Assured
Delivery for transactions which a Scheduling

Utility cannot demonstrate to be other than an
advance arrangement to sell nonfirm energy.
Nonfirm energy transactions may receive Intertie
access only under section 5 of this policy.

(C) Shaping. Firm power sales
eligible for Assured Delivery may be shaped
within the following ranges. During the months
of September through December, a Scheduling

Utility may deliver firm energy at a rate up to
1.8 times 1its Exhibit B average firm surplus
amount. During the months of January through
August, a Scheduling Utility may deliver firm
energy at a rate no greater than 1.0 times its
Exhibit B amount. However, total delivered
energy may not exceed the Exhibit B annual firm
energy maximum.
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Exhibit B amount is set at 105 MW to facilitate
long-term sales of firm power from its share of
the Colstrip No. 4 coal-fired generating
station. Exhibit B amounts for Tacoma and
Cowlitz are increased to accommodate existing
firm power transactions.

(B) Shaping. Firm power sales
eligible for Assured Delivery may be shaped
within the following ranges. During the months
of September through December, a Scheduling

Utility may deliver firm energy at a rate up to
1.8 times 1its Exhibit B average firm surplus
amount. During the months of January through
August, a Scheduling Utility may deliver firm
energy at a rate no greater than 1.0 times its
Exhibit B amount. However, total delivered
energy may not exceed the Exhibit B annual firm
energy maximum.

(C) other uses of Exhibit B
amounts. BPA will not entertain Assured
Delivery requests for firm power sales in excess
of a utility's Exhibit B maximum. However, a
Scheduling Utility may use any portion of its
Exhibit B maximum, not used for firm power
sales, for exchange transactions supported by
Qualified Northwest Resources.

(D) Future changes. BPA may, at
its discretion, revise Exhibit B to reflect
changes in the firm power surpluses of
individual wutilities; however, the Exhibit B
average firm surplus total 1is not subject to
increase. Any unutilized Assured Delivery
amount will be revoked if, upon revision, a
utility's individual Exhibit B amount has
declined or if a utility has sold firm power to
another utility seeking to increase its
Exhibit B average firm surplus amount. A
Scheduling Utility may increase its individual
Exhibit B amount by purchasing surplus firm
power from BPA or any Scheduling Utility with an
Exhibit B amount.

12



(3) Seasonal Exchanges

(A) Existing Contracts. BPA
will provide Assured Delivery for the remaining

term of the Seasonal Exchange contracts
jdentified in Exhibit C to this policy.
(B) Exhibit B Amounts. Subject

to the individual utility Seasonal Exchange
maximums in Exhibit B, BPA will provide Assured
Delivery to facilitate Seasonal Exchanges of
Qualified Northwest Resources. The current
Exhibit B (representing Intertie Capacity
Available for Assured Delivery) is subject to
revision at the discretion of BPA.

(4) Miti ion

(A) Firm__Sales And Seasonal
Exchange Deliveries. During any hour in which
BPA has invoked Condition 1 allocation
procedures to preschedule energy deliveries,
each utility's Assured Delivery amount shall be
deducted from its formula allocation to
determine its share of energy scheduled on the
Intertie. If the remainder is negative for a
given utility, then that utility must purchase
sufficient energy from BPA, at BPA's
then-applicable rate, to make up the difference.

(B) nal Exchan R rn

(i) Returns. Exchange
contracts must specify that all return energy be
scheduled to either the AC Intertie point of
interconnection at the California-Oregon border
("coB") or the DC Intertie point of
interconnection at the Nevada-Oregon border
("NOB"). Exchange contracts must also specify
prescheduled determinations of hourly energy
returns.
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(3) Other Capacity. The remaining
capacity available for Assured Delivery under
this policy is offered to Scheduling Utilities,
on a first-come, first-served basis, for
Exchange transactions supported by Qualified
Northwest Resources. When section 4(c)(2)(D) of
this policy is implemented to reduce the Exhibit
B maximum of any Scheduling Utility, the
reduction will be added to the capacity made
available under this provision. Any utility
with an Exhibit B amount must exhaust such
capacity before requesting Assured Delivery
under this provision.

(d) Mitigation
(1) Operational Mitigation

(A) Southbound deliveries.

During any hour in which BPA has invoked
Condition 1 or Condition 2 allocation procedures
to preschedule energy deliveries, each utility's
Assured Delivery amount shall be deducted from
its formula allocation to determine its share of
energy scheduled on the Intertie. If the
remainder is negative for a given utility, then
that utility must make up the difference by
purchasing sufficient energy as follows:

(i) during Condition 1 from
BPA or any Scheduling Utility with a Formula
Allocation during that hour;

(i1) during Condition 2 from
BPA, however, if BPA is not in the market the
utility may purchase sufficient energy from any
other utility.

(B) North n r rns. During
any hour in which BPA has invoked Condition 1 or
Condition 2 allocation procedures, a utility may
utilize the cash-out provisions of an Exchange
contract only by reducing one-for-one the amount
of North-to-South Intertie capacity otherwise
available to it under this policy. The rate of
cash out during any condition shall not exceed
the rate at which the exchange return could have
been scheduled.

13



(ii) Cash out. During any
hour in which BPA has invoked Condition 1 or
Condition 2 allocation procedures to preschedule
energy deliveries, a utility may not utilize the
cash-out provisions of a Seasonal Exchange
contract. The rate of a cash out during
Condition 3 shall not exceed than the rate at
which the exchange return could have been
scheduled.

(5) isfyin R For A r

Delivery. To allow sufficient time for contract
negotiation, initial requests under this policy
will be accepted until February 1, 1989.
Thereafter, BPA will negotiate and execute
Assured Delivery contracts. If Intertie
Capacity remains available for Assured Delivery
of transactions 1limited by Exhibit B amounts,
subsequent requests must be received no later
than 120 days before commencement of the next
BPA operating year. A relevant power
contracts must be presented for review no Tlater
than the date on which a request for Assured
Delivery 1is made. BPA will not entertain
Assured Delivery requests for firm power sales
in excess of a utility's Exhibit B maximum.

14

(2) Negotiated  mitigation. A
Scheduling Utility may also elect to negotiate
with BPA on a case-by-case basis a package of
mitigation measures involving mutually agreeable
consideration of value commensurate with the
service provided.



Section 5. Formula Allocation

(a) Limits On Intertie Capacity Available
For Formula Allocation. Generally, BPA will

determine Intertie Capacity available for
Formula Allocations after first taking into
account the amount of Intertie Capacity
necessary to satisfy requirements  of the
Administrator's Power Marketing Program,
existing transmission contracts listed in
Exhibit C, and Assured Delivery contracts

executed by BPA pursuant to this policy.
However, during Condition 1, BPA will not
consider the Assured Delivery contracts subject
to mitigation requirements in determining
available Intertie capacity. BPA may reduce any
allocation, if additional Intertie Capacity is
required to minimize revenue losses associated
with actions taken to protect fish 1in the
Columbia River drainage basin.

(b) Northwest Scheduling Utility
Requirements. BPA will make utilities aware of

scheduling requirements pefore the policy is
implemented.

(c) Allocation Methods.
(1) Condition 1

(A) Until December 1 1
Intertie Capacity will be allocated pursuant to
the Exportable Agreement (BPA Contract
No. 14-03-73155), when applicable.

(B) After December 1 1
Condition 1 will be in effect when the Federal
system is in spill or in 1ikelihood of spill, as
determined by BPA. Available Intertie capacity
will be allocated pursuant to the following
procedure:
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Section 5. Formula All ion

(a) Limits On Intertie Capacity Available
For Formula Allocation. Generally, BPA will
determine Intertie Capacity available for
Formula Allocations after first taking into

account the amount of Intertie Capacity
necessary to satisfy requirements  of the
Administrator's Power Marketing Program,
existing transmission contracts listed in
Exhibit C, and Assured Delivery contracts

executed by BPA pursuant to this policy.
However, in determining Available Intertie
Capacity during Condition 1, BPA will not
consider the Assured Delivery contracts to the
extent they are subject to operational
mitigation requirements. BPA may reduce any
allocation, if additional Intertie Capacity is
required to minimize revenue losses associated
with actions taken to protect fish in the
Columbia River drainage basin.

(b) Pr Ar Decrements. Except as
provided in section 4(d)(2)(A) of this policy,
BPA will reduce each Scheduling Utility's
allocation by any Protected Area decrement
imposed pursuant to section 7(d).

(c) Allocation Methods
(1) Condition 1

(A) Until D r 1 1
Intertie Capacity will be allocated pursuant to
the Exportable Agreement (BPA Contract
No. 14-03-73155), when applicable.

(B) After December 31, 1988.
Condition 1 will be in effect when the Federal
hydro system is in spill or there is a
likelihood of spill, as determined by BPA.
Available Intertie capacity will be allocated
pursuant to the following procedure:
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(i) Each hour, the maximum
Condition 1 allocations for BPA and each
scheduling Utility will be based on the ratio of
their respective hydroelectric generating
capacities to the Northwest's total
hydroelectric generating capacity, multiplied by
the available Intertie capacity (the "Hydro
cap"). To the extent that the declarations of
some Scheduling Utilities are 7less than their
respective Hydro Caps, BPA will allocate the
remainder, pro rata, to itself and to other
Scheduling Utilities whose declarations are
greater than, or equal to, their respective
Hydro Caps. Examples of allocations under
Condition 1 are shown in Exhibit A.

(i1) During Condition 1,
whenever the Southwest market at BPA's
applicable rate is 1less than the available
Intertie capacity, BPA will allocate no more
capacity than that market amount.

(iii) In calculating each
Scheduling Utility's Hydro Cap, BPA will reduce
the hydroelectric generating capacities of
individual wutilities by any Protected Area
decrements determined pursuant to section 7.

(2) Condition 2

when Condition 1 is not in effect, but BPA
and Scheduling Utilities declare amounts of
energy that exceed available Intertie capacity,
Formula Allocations for BPA and each Scheduling
Utility will approximate, by hour, the ratio of
each declaration to the sum of all declarations,
multiplied by the available Intertie capacity.
An example of an allocation under Condition 2 is
shown in Exhibit A.

(3) ndition

When Condition 1 is not in effect and when
the total surplus energy declared available by
BPA and Scheduling Utilities is less than the
total available Intertie Capacity, BPA and
Scheduling Utilities' allocations will equal
their declarations. The remaining Intertie
capacity will be made available to Extraregional
Utilities. Examples of the two possible
allocation procedures under Condition 3 are
shown in Appendix A.

16

(i) Each hour, the maximum
Condition 1 allocations for BPA and each
Scheduling Utility will be based on the ratio of
their respective declarations to total
declarations, multiplied by the Available
Intertie Capacity.

(ii) During Condition 1,
whenever BPA is unable to utilize its full pro
rata share of intertie usage BPA will take
larger allocations on ensuing days until the
difference in pro rata intertie wusage is
eliminated.

(2) Condition 2

(A) When Condition 1 is not in
effect, but BPA and Scheduling Utilities declare
amounts of energy that exceed available Intertie
capacity, Formula Allocations for BPA and each
Scheduling Utility will approximate, by hour,
the ratio of each declaration to the sum of all
declarations, multiplied by the available
Intertie capacity.

(B) If BPA sales drop below
75 percent of its allocation during Condition 2,
BPA may take larger allocations on ensuing days
until the difference is eliminated.

(3) ition

when Condition 1 is not in effect and when
the total surplus energy declared available by
BPA and Scheduling Utilities is 1less than the
total available Intertie Capacity, BPA and
Scheduling Utilities' allocations will equal
their declarations. The remaining Intertie
capacity will be made available first to U.S.
Extraregional Utilities and then to other
Extraregional Utilities. Section 3(d) of this
policy shall not apply to Scheduling Utilities
during Condition 3.
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(d) Modified Allocations Upon Commercial
Operation Of the Third A.C. Interconnection.
when the market power of california Intertie
owners is reduced upon commercial operation of
the third AC interconnection, BPA will cease
allocating individual Intertie capacity amounts
to non-Federal wutilities during Conditions 2
and 3. Instead, after allocating sufficient
capacity to jtself, BPA will to the extent
practicable make the remaining Intertie Capacity
available as a block to scheduling Utilities,
and make any residual amount under Condition 3
available to Extraregional Utilities. However,
this provision will not be operative if the
Administrator determines that:

(1) even after commercial operation
of the third AC, Intertie access continues to be
impaired for california wutilities presently
lacking ownership in the southern portion of the
Intertie, or

(2) Southwest utilities utilize some

pro rata scheme to allocate energy purchases
over the Intertie.
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(d) Formula Allocation Experiment. BPA is
interested in exploring the proposal that it
cease making individual Formula Allocations to
Scheduling Utilities under Conditions 2 and 3.
However, BPA must work with Northwest and
Southwest utilities to develop the information
capability to accommodate a new scheduling
system for nonfederal access. As soon as this
can be accomplished BPA will substitute the
following provisions for section 5(c) on an
18-month experimental basis:

(1) Condition 1
same as section 5(c)(1).
(2) Ccondition 2

(A) When Condition 1 is not in
effect, but BPA and Scheduling Utilities declare
amounts of energy that exceed available Intertie
capacity, the Formula Allocation for BPA will
approximate, by hour, the ratio of BPA's
declaration to the sum of all declarations,
multiplied by the Available Intertie Capacity.
The remaining capacity will be made available as
a block to Scheduling utilities.
section 5(c)(2)(B) of this policy shall apply.

(3) Condition 3

when Condition 1 is not in effect and when
the total surplus energy declared available by
BPA and Scheduling Utilities js less than the
total available Intertie Capacity, BPA'S
allocation will equal its declaration. The
remaining Intertie capacity will be made
available, first, as a block to satisfy the
declarations of Scheduling Utilities, second,
to U.S. Extraregional Utilities, and third to
other Extraregional Utilities. section 3(d) of
this policy shall not apply during Condition 3.

(e) Data Collection and Evaluation.
Commencing when this policy goes into effect and
continuing during the course of the experiment
described in section 5(d), BPA will collect
information on the following topics relevant to
future allocation procedures:

17
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(1) effect on BPA revenue of
allocating to nonfederal utilities as a group
rather than individually.

(2) impairment of Intertie access for
California utilities presently lacking ownership
in the southern portion of the Intertie,

(3) any loss of sales to BPA due to a
failure to share unused capacity among
California entities with ownership or
contractual interests in the Intertie,

(4) effects of the experiment on
small Scheduling Utilities.

During the course of the experiment, interested
parties may submit written comments and
recommendations on these issues.

(f) Findin n nclusions. At Tleast
30 days before the end of the experiment
described in section 5(d), BPA shall publish a
report of its findings on the experiment and its
decision on whether section 5(d), with possible
modification, should be continued as the
permanent method of Formula Allocation.

18



Section 6. Access for Qualified
Extraregional Resources
(a) Assured Delivery. Any request for

Assured Delivery of power from a Qualified
Extraregional Resource would be granted only by
contract which, in addition to the Mitigation
measures specified in section 4(d)(4)(B), must
include benefits to BPA such as increased
storage, improved system coordination or
operation, or other consideration of value
commensurate with the services provided.
However, Canadian Extraregional Utilities will
not be provided Assured Delivery service until
the Administrator has determined that the
capability of the Intertie s rated at
approximately 7,900 MW. Proposed contracts
would be evaluated by BPA and reviewed publicly
to determine whether it would cause substantial
interference with the Administrator's Power
Marketing Program. An environmental review
would also be conducted.

(b) Formula Allocation. Under
Condition 3, energy from Canadian Qualified
Extraregional Resources will have access to the
Intertie to the extent that Intertie Capacity is
available in excess of the amount used by BPA,
Scheduling Utilities, and energy from U.S.
Qualified Extraregional Resources. BPA may
provide Qualified Extraregional Resources with
some additional Formula Allocation, if the
utility owner agrees by contract either to
increased participation in the Pacific
Northwest's coordinated planning and operation,
or to provide other consideration of value,
apart from the standard BPA wheeling rate,
commensurate with the services provided.
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Ssection 6. Access for Qualified Extraregional
Resources

(a) Assured Delivery. Any request for
Assured Delivery of power from a Qualified
Extraregional Resource would be granted only by
contract which, in addition to the Mitigation
measures specified in section 4(d), must include
benefits to BPA such as increased storage,
improved system coordination or operation, or
other consideration of value commensurate with
the services provided. Proposed contracts would
be evaluated by BPA and reviewed publicly to
determine whether they would cause substantial
interference with the Administrator's Power
Marketing Program. An environmental review
would also be conducted.

(b) Formula Allocation. Under
Condition 3, energy from Qualified Extraregional
Resources has access to the Intertie. In
addition, BPA may provide Extraregional

Utilities with Formula Allocation under other
conditions, if the utility agrees by contract
either to increased participation in the Pacific
Northwest's coordinated planning and operation,
or to provide other consideration of value,
apart from the standard BPA wheeling rate,
commensurate with the services provided.
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Section 7. Fish and Wildlife Pr ion
(a) Purpose. Hydroelectric projects

constructed in Protected Areas may substantially
decrease the effectiveness of, or substantially
increase the need for, expenditures and other
actions by BPA, under Northwest Power Act
section 4(h), to protect, mitigate or enhance
fish and wildlife resources. Intertie access
will not be provided to facilitate the
transmission of power generated by any new
hydroelectric projects Tlocated in Protected
Areas, licensed after the effective date of this
policy. Upon expiration of a Federal Power Act
license for an existing project located within a
Protected Area, BPA will assist the licensee in
developing any necessary protective conditions
so that the project may continue to qualify for
Intertie Access.

(b) mpl n ion. This policy
contemplates that BPA will implement, after
review and possible modification, a

comprehensive protected area program adopted by
the Pacific Northwest Electric Power and
Conservation Planning Council. In the meantime,
BPA will adopt the Protected Area designations
compiled by the Council staff. Exhibit D Tists
those stream reaches, using Environmental
Protection Agency stream reach codes, currently
designated by BPA as protected areas.

(c) Enforcement. If a Scheduling Utility
or Nonscheduling Utility owns, or acquires the
output from, a hydroelectric project covered
under the restrictions of section 7(a), BPA will
reduce that utility's Assured Delivery capacity
and the Formula Allocation made available to it
under the Condition 1 Hydro Cap by either the
nameplate rating of the project (in the case of
ownership), or the amount of capacity acquired.
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Section 7. Fish and Wildlife Protection

(a) Purpose. New hydroelectric projects
constructed in Protected Areas may substantially
decrease the effectiveness of, or substantially
increase the need for, expenditures and other
actions by BPA, under Northwest Power Act
section 4(h), to protect, mitigate or enhance
fish and wildlife resources. Intertie access
will not be provided to facilitate the
transmission of power generated by any new
hydroelectric projects Tlocated in Protected
Areas and licensed after the effective date of
this policy. This provision does not apply to
added capacity at existing projects.

(b) Effect. This section imposes
automatic operational Tlimitations on a utility
by reducing the amount of energy that can be
scheduled over the Intertie, thereby increasing
costs or reducing revenues for any utility
owning or acquiring the output of a Protected
Area hydroelectric resource.

(c) mpl n ion. Protected Area
designations for stream reaches in the Columbia
River Basin are shown in Exhibit C to this
policy. Exhibit C uses Environmental Protection
Agency stream reach codes. Subject to review
and possible modification, BPA will consider the
adoption of comprehensive state watershed
management plans and a comprehensive protected
area program developed by the Pacific Northwest
Electric Power and Conservation Planning Council
subsequent to implementation of this policy.
BPA will also consider revisions to Protected
Area designations if the Council's Program is
amended.

(d) Enforcement. If a Scheduling Utility
or Nonscheduling Utility owns, or acquires the
output from, a hydroelectric project covered
under the restrictions of section 7(a), BPA will
reduce that utility's Formula Allocation by
either the nameplate rating of the project (in
the case of ownership), or the amount of
capacity acquired by contract.

(e) X ion

(1) PURPA Projects. BPA will
entertain requests that it not enforce the
provisions of section 7 in situations where an
investor-owned utility has been compelied to
acquire the output of a Protected Area
hydroelectric resource under section 210 of the
Public Utilities Regulatory Policies Act

20
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(PURPA). To qualify for this exception, the
investor-owned utility must demonstrate:

(A) that it has exercised all
opportunities available under federal and state
laws and regulations to decline to acquire the
output of the Protected Area resource in
question;

(B) that it has petitioned its
state regulatory authority(ies) to reduce the
rate(s) established under PURPA for purchases
from Protected Area resources in recognition of
the increased costs or reduced revenues caused
by operation of section 7(c) of this policy;

(C) that BPA was provided
reasonable notice of all relevant regulatory and
judicial proceedings to allow for timely
intervention in such proceedings; and

(D) after taking all of the
foregoing steps and exhausting all reasonable
opportunities for judicial review, that it was
compelled to acquire the output of a Protected
Area hydroelectric resource by final order of
FERC or a state regulatory authority issued
under PURPA.

(2) Projects Contributing to
Council's Fish and Wildlife Program or BPA
Investments. Access will be automatically

denied for projects developed in protected areas
unless BPA receives sufficient demonstration
that a particular project will provide benefits
to existing or planned BPA fish and wildlife
investments or the Council's Program. BPA'S
determination will be based on:

(A) information provided by the
project developer, Federal and state fish and

wildlife agencies, and tribes; or

(B) action by the Pacific
Northwest Power Planning Council.
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Section 8. other Enforcement Provisions

whenever the terms of this policy are not
being met, BPA will inform the appropriate
utility of the nature of the noncompliance and
actions that may be taken to achieve
compliance. If noncompliance is not corrected
within a reasonable period, BPA may impose an
appropriate sanction. Sanctions include denial
of access for a resource and refusal to accept
schedules.
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Section 8. other Enforcement Prgvisigns

(a) Whenever the terms of this policy are
not being met, BPA will inform the appropriate
utility of the nature of the noncompliance and
actions that may be taken to achieve
compliance. If noncompliance is not corrected
within a reasonable period, BPA may deny access
for a resource and refuse to accept schedules.

(b) Upon approval of the proposed
U.S.-Canada Free Trade Agreement by the Canadian
Parliament and the United States Congress, any
and all distinctions made in this policy between
Canadian and United States Extraregional
Utilities shall terminate on the effective date
of the Agreement.
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