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Committed to Northwest Values

TO BPA CUSTOMERS, TRIBES, CONSTITUENTS AND INTERESTED PARTIES:

he Bonneville Power Administration (BPA) has kicked off its 2012 Integrated Program Review (IPR) to
provide the region an opportunity to engage in a rigorous review of BPA’s programs, their value, goals
and costs.

BPA encourages participants to review and comment on the proposed spending levels as they support the
Agency’s mission. BPA is not proposing programs because they have always existed; however, BPA is
proposing programs because they are required or necessary or address regional values.

The obstacles, ahead, are well known:

As in FY 2011, the region is experiencing abnormally high water yet market prices for natural gas and
electricity remain low, which increases the level of uncertainty the agency can stay in the black in FY 2012.
Depending on the outcome of FY 2012, there could be more discussion next year on rate levels and the
tradeoffs that may be necessary.

The economic environment remains difficult; the region continues to experience high unemployment, slow
economic growth and cautious capital investment. Regional power loads dropped 9 percent from 2008 to
2010 and new load growth is expected to be slight or remain flat until 2015.

By the end of 2011, the BPA balancing authority area (BAA) had 3,788 megawatts of installed wind plant
capacity and forecasts indicate installed capacity could rise to 5,000 MW by the end of 2013. This
concentration of renewable energy growth in BPA’s BAA produces large unexpected swings in generation
output that require significant balancing reserves from BPA to preserve reliability. Managing the system to
address shifting resource conditions, including seasonal oversupply, is putting strain on the current
infrastructure, creating risk to fish species from high levels of nitrogen gas and producing additional costs.

There is a great deal of uncertainty pertaining to future court actions supporting endangered species
responsibilities, which makes it difficult for BPA and the region to manage and plan future power production
and cost. Similarly, North American Electric Reliability Corporation reliability standards continue to evolve and
expand year over year, resulting in rising capital and expense requirements. Furthermore, the Columbia
Generating Station will likely see additional regulatory requirements resulting from the Fukushima Daiichi
nuclear event in Japan.

Taking all these uncertainties into consideration, BPA has developed programs needed to deliver on the
agency’s critical mission and provide expected and required services. To that end, BPA has developed cost
targets believed to be minimally sufficient to meet those needs.

Proposed spending levels have been thoroughly reviewed internally, but have not been set as final —thus,
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participants have the opportunity to provide input. This input can come through challenges to specifics in the
scope and design of programs or through discussions of the spending itself. It is difficult, however, to argue for
reduced costs without commensurate reductions in the delivery of the programs.

BPA believes the proposed spending levels demonstrate the hard work to contain costs in the areas in which
the agency has a significant amount of control —internal costs, for example. However, increases are projected
to occur where the agency is required or mandated to invest, maintain or sustain services.

BPA looks forward to a thorough, challenging and informed discussion. The understandings BPA and the
region come to in the process will pave the way for a productive and collegial rates process beginning this fall.
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INTRODUCTION

AGENCY STRATEGY

BPA’s mission as a public service organization is to create and deliver the best value for our customers,
stakeholders and constituents as we act in concert with others to assure the Pacific Northwest:

¢ Anadequate, efficient, economical and reliable power supply;

e Atransmission system adequate to the task of integrating and transmitting power from federal and non-
federal generating units, providing service to BPA’s customers, providing interregional interconnections
and maintaining electrical reliability and stability; and

e Mitigation of the Federal Columbia River Power System’s (FCRPS) impacts on fish and wildlife.

BPA is committed to cost-based rates and public and regional preference in its power marketing. BPA will set
its rates as low as possible consistent with sound business principles and the full recovery of all its costs,
including timely repayment of the federal investment in the system.

BPA’s vision is to be an engine of the Northwest’s economic prosperity and environmental sustainability. BPA’s
actions advance a Northwest power and transmission system that is a national leader in providing:

e High reliability; e Responsible environmental stewardship; and
e Low rates consistent with sound business e Accountability to the region.
principles;

BPA delivers on these

public responsibilities st s3 s5 s7 s9
. Policy & Regional Tiered Power Rates Energy Efficiency Environment, Stakeholder
th rough a commercia | Iy Actions Fish & Wildlife Satisfaction
successful business. e e - -
FCZPES)(Ope(a(ions Transmgikstzion Access Renewable Energy Climate Change
BPA’s mission and “four o e o
. ” . . .
pillars” of its vision are i = =y
su pported by the agencyls Capital Access Cost Recovery Cash Flow
strategic objectives. These - = = -
i = (o] ional Gi & Technol Risk-Informed Deci:
are ongoing, long-term Excaine Internal Gontrols innovation Making & Transparency.
12 14 16
OUtcomlelsdspA pl:lrsuesf A One BPA Asset Management Collaboration
across all dimensions of its
business. For details, see = = = >
. . . High Performan Right Ci ositio Right Skills & Positive Work
BPA’s Strategic Objectives. on Periermance M e Compaturiis Environment

BPA elevated six strategic priorities for special focus in FY 2012-17. These priorities support strategic objectives
and are especially critical to fulfilling the vision given the drivers of change faced in the operating environment.
Major drivers and strategic priorities are outlined in the Strategic Direction 2012-2017 Report.

BPA’s core values include:

Trustworthy Stewardship

As stewards of the FCRPS, BPA is entrusted with the responsibility to manage resources of great value for the
benefit of others. BPA is trusted when others believe in and are willing to rely upon our integrity and ability. To
be worthy of trust the Agency must:

e Consistently adhere to the highest ethical and professional standards



http://www.bpa.gov/corporate/about_BPA/StratDocs/FY12-Strategic-Objectives-Paper.pdf
http://www.bpa.gov/corporate/about_BPA/StratDocs/BPA_Strategic_Direction_2012-2017_FINAL_for_posting.pdf
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Obtain the greatest value from the FCRPS for the people of the region

Collaborate with those we serve as we make our decisions

Communicate clearly, forthrightly and fully

Hold ourselves accountable for performance on our commitments by aligning our words and actions.

Collaborative Relationships

Trustworthiness grows out of a collaborative approach to relationships. Internally BPA must collaborate across
organizational lines to maximize the value brought to the region. Externally the Agency must work with many
stakeholders who have conflicting needs and interests. Through collaboration, BPA can discover and
implement the best possible long-term solutions. This approach of creating together requires:

e Taking time to listen and understand each other's viewpoints, issues, and concerns
e Searching respectfully for mutually beneficial solutions
e Sharing and explaining decisions in a timely fashion

Operational Excellence

Operational excellence is a cornerstone of delivering on the four pillars of BPA’s strategic objectives (system
reliability, low rates, environmental stewardship and regional accountability) and will place the Agency among
the best electric utilities in the nation. Operational excellence requires:

e Continual review and improvement of standardized systems, processes and controls

e Measurement of our accomplishments against clearly-defined and benchmarked performance standards
¢ Investment in our people

e Focus on ease of doing business with customers and with each other

ACCOMPLISHMENTS

2011 Successes

e 2011 produced positive net revenues of $82 million due in large part to cost management.

Regional Dialogue contracts went into effect on Oct. 1, 2011, with new tiered power rates.

Service was extended to direct-service industries, securing hundreds of jobs for the region.

A Residential Exchange program settlement was reached.

Integrated wind exceeded 3,500 MW.

More than $1 billion was invested in infrastructure. .

The McNary-John Day 500 KV line was completed ahead R

of schedule and under budget; additional information is P

available in a related article online. ‘

e The alternating current intertie to California received
critical upgrades.

e Acquired more than 100 aMW of energy efficiency
savings.

e Salmon returned in record numbers to places they had
not been seen in decades.

Recognition of Excellence

e Finalist in the Platts 2011 Global Energy Award — Commercial Technology of the Year for the Advanced
Tower Analysis and Design System

e Environmental Awards
o Leadership for Energy Smart Federal Partnership
o Grand Coulee Dam Lighting Project Award from the Environmental Protection Agency



http://www.bpa.gov/corporate/BPANews/ArticleTemplate.cfm?ArticleId=article-20120301-01
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o Secretary of Energy’s Achievement Award for Fugitive Emissions Working Group

Silver Award for Federal Electronics Challenge

BRAVO Award from Hispanic Chamber of Commerce

Navy’s Energy and Water Management Award recognizing BPA’s Energy Efficiency Program
Ethics Awards

o Innovation 2010 Web-based Training

o Innovative Products

o Innovative Campaign to Build Organizational Integrity

e GreenGov Presidential Award for Sustainability — EPA Regional 10 Federal Green Challenge Team
e 2010 DOE Aviation Program Award

2 HOW BPA PREPARES BUDGETS

2.1 BUDGET DEVELOPMENT PROCESS

BPA began its process to develop proposed FY 2014-15 spending
levels for discussion in the 2012 IPR last winter. The process began by
laying out the basic approach and assumptions for developing
proposed spending levels. The general approach was:

e Capital program levels were capped at base levels shared in the

2012 Capital Investment Review (CIR).

e Expense cost targets were developed by Finance.

o The cost targets were intended to hold cost increases to
levels of inflation where possible. Each organization/
program is expected to operate within cost targets or
provide strong justification for needs beyond those levels.

o Cost targets reflect salaries based on approved staffing
levels and current wages, and assumed raises built into
Federal employee compensation (estimated cost of living
adjustments, and step and grade increases based on
historical data).

o Federal benefits are increasing due to higher healthcare
costs and the offsetting impact of COLA freezes.

o Cost targets include efficiencies assumed in the 2010 IPR.

o In some instances, cost targets for FY 2014-15 are lower
than forecasts presented during the 2010 IPR for the
same time period.

o The agency recognizes operating at cost targets may not
be prudent in all cases.

Internal Review Process: In February, Transmission, Power and
Agency Services organizations worked to develop expense forecasts
and determine if requests beyond the cost target level were
necessary. From March through May, executives reviewed program
areas requesting spending levels higher than cost targets. Each
proposed increase included justification that addressed the strategic
objectives, new initiatives, risks or impacts of delaying or not increasing costs.
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GENERAL ALLOCATION OF AGENCY SERVICES COSTS

Costs resulting from Agency Services organizations must be included in the Power and Transmission revenue
requirements. Some costs are direct charged to Power and Transmission O&M programs, and some are
allocated. The allocation process is accomplished through General and Administrative (G&A) and Support
Services cost pools.

BPA has 15 G&A cost pools and nine Business Support pools. The G&A and Business Support pools are
collections of costs from the centralized Agency Services organizations. Each Agency Services organization may
charge into one or more cost pool, as well as, charging directly into Power and Transmission O&M programs.
The description of products and services provided by these organizations can be found in the individual
organizations summaries in the Agency Services section of this report.

INTEGRATED PROGRAM REVIEW

The following items are outside the scope of the IPR process and will be addressed in the upcoming joint
Power and Transmission Rate Case.

e Loads and resources e Revenue credits including e Reimbursables
e Cash reserve levels net secondary e Ratelevels
e Rate design sales/power purchases

¢ Billing determinants
Program estimates are provided for the following but are not described in detail during the IPR process.

Long-Term Contract Generating Projects

Operating Generation Settlement (Colville Settlement)

Non-Operating Generation (Trojan Decommissioning and WNP-1 and 4 O&M)
Power Services Transmission Acquisition and Ancillary Services

Residential Exchange Program

BPA held a general manager meeting Jan. 31, 2012, in order to receive input from regional stakeholders prior
to the upcoming 2012 IPR. Discussion centered on the state of the national, regional, and the Pacific
Northwest economics, and a panel of seven utility general managers provided their perspective on the state of
the economy in their local areas. BPA executives described strategic drivers of costs and rates, and
stakeholders provided their perspectives. The input provided in this meeting informed internal guidance on
spending level development and formulation of proposed IPR levels.

Customers and other stakeholders requested BPA separate strategic capital discussions focusing on asset
strategies and 10-year capital forecasts from the IPR process. In response, BPA hosted the Capital Investment
Review (CIR) process from March through April of this year. Input received from the CIR will inform the asset
strategies.

Based on feedback from the 2010 IPR lessons learned, the 2012 IPR will reflect the following process changes
to enhance the effectiveness of the information presented while minimizing required BPA and participant
resources.

e Proposed spending levels reflect the agency’s current estimate of the costs needed to deliver on its
mission. The estimates have been scrubbed but have not been finalized; participants can influence
proposed spending levels that will be included in the rate case, by providing input during the 10-week
comment period.

10
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To enhance accessibility and understanding all information is centralized in this document with a

consistent format.

Between June 5 and June 29, participants may request additional information or technical discussions
targeting specific programs, which will allow participants to engage on areas of specific interest.
Technical discussions, if requested, will be held July 16-19. Discussions will be based on specific questions
and requests received from IPR participants. This option encourages collaborative discussions on specific
areas of interest to the IPR participants. See Next Steps for details on how to submit requests.

A ten-week public comment period will provide interested participants an opportunity to comment on

programs and proposed spending levels.

Regional Strategy
Discussion

General
Manager’s
Meeting

Discussion of the
state of the economy
and BPA’s strategic

Long-Term Capital
Asset Strategies

Capital
Investment

Review

Examination of BPA’s
long-term forecast
capital cost proposals

FY 2013-2015
Expense & Capital

Integrated
Program
Review

Review of BPA’s
programs, their
estimated cost

FY 2013 - 2015
Expense & Capital

BP-14 Power &

> Transmission

Initial Proposal

Reflection of final
CIR and IPR spending

Final
2014 - 2015 Rates

BP-14 Power &
Transmission
Final Proposal

levels.
cost drivers and proposals and value
stakeholder’s to the region.
perspectives.
March - April June - August
January 2012 Fall 2012 Summer 2013
E 2012 2012
FY 2013-2015 Expense & Capital
2012 Integrated Program Review
IPR Kickoff IPR Capital Debt Requests for Discussion Comment Final Report
Meeting Update Management Discussion Meetings Period
Meetings
Per customer Close of IPR Release IPR
- Publish IPR Release FY 2013-15 Debt All requests for request Public C9mment Clos§-0ut Letter
Initial Publication Capital Forecasts Management discussion Period & Final Report
- Release FY 2013- | and Debt Service Technical meetings and/or July 16 - 19
15 Expense Cost Costs(includes Workshop additional
Egimatgs X feedback from CIR) information due Access to
- en Commen .
Per’:od Capital Update
Access to Capital
Technical
Workshop
June 5 June 18 - 22 June 19 June 29 July 26 August 10 Fall
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3.1 POWER OVERVIEW

FY 2011 ended a four-year dry spell where the region experienced below-average precipitation and runoff.
Moreover, FY 2012 runoff is forecast to be above average. Despite higher streamflows, Power Services’
current financial position has not strengthened due to low market prices for natural gas and consequently low
market prices for secondary sales.

In FY 2011, Power Services exceeded expectations with net revenues coming in $59 million above the start-of-
year (SOY) forecast. This increase in net revenue was mainly due to pro-active cost management efforts.
While the region experienced higher than expected stream flows, revenues less power purchases only came in
$17 million higher than SOY expectations due to a lower market price environment, unexpected outages at
CGS and Grand Coulee Third Power Plant, and lower preference and DSl loads. However, Power Services was
able to keep spending $42 million below the SOY forecast. While costs were managed across all of Power
Services, significant under-runs were seen in the following programs: CGS, Bureau of Reclamation and Corps of
Engineers combined - $13 million, Power Non-Generation Operations - $12 million, Conservation - $11 million,
and Fish and Wildlife - $5 million.

For FY 2012, Power Services is forecasting expenses to come in under its SOY forecast. Furthermore, Power
Services is proposing to increase internal operating costs based on expense cost target assumptions described
previously. Some of the programs with proposed increases compared to spending levels in the FY 2012-13
Rate Case are: Columbia Generating Station, Corps of Engineers, Bureau of Reclamation, and Fish and Wildlife.

More information about all of Power Services' programs is contained in the following sections of this

document.
Comparison of Forecast Growth Rate in 2010 IPR to 2012 IPR
Power 2010 IPR 2012 IPR
FY 2009 Actuals to FY 2011 Actuals to
FY 2013 Final IPR FY 2015 Proposed
Overall 5-year change 20.8%" 22.5%
Compound Annual Growth Rate 4.8% 5.2%

The 2010 IPR Jose-out Docurrent displayed this as 20.5% This has been recalculated without
including Transmission Acquisition/ Ancillary Services costs to be consistent with the calculation for the
cument forecasts. These costs are not within the scope of the IPR.

14
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Potential Power Revenue Requirement
Proposed Power Services Expenses FY 2014-15

Other Non-IPR
Power Purchases 4%
5%

Residential Exchange

Benefits The revenue

9%
requirement includes
costs outside the
IPR Costs
43% scope of the IPR.

\ N f
N
Capital-Related
35% .
Transmission
Acquisition and
Ancillary Services
5%

Power Services IPR Costs
FY 2014-2015 Average: Proposed IPR

Columbia Generating
Station

Fish and Wildlife/
LSRCP/ Environmental
Requirements
22%

27%
BPA Internal Support
6%
NW Power and
Conservation Council Bureau of Reclamation
1% 12%

4
" Corps of Engineers
18%

Non-Generation

Operations Energy  Renewables
7% Efficiency 3%
4%
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mColumbia Generating Station

mBureau of Reclamation

mCorps of Engineers

Renewables

Energy Efficiency

mNon-Generating Operations

mFish and Wildlife/LSRCP/Environmental

Requirements

NW Powerand Conservation Council

EBPA Internal Support
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Power Services Summary Statement of Program Expenses
2011 2012
Start | Start
($$$)] of Year Actuals Delta Rate Case of Year Delta
COSTS DESCRIBED IN IPR
Columbia Generating Station 323,082 322,212 (870)| 306,366 306,366 -
Bureau of Reclamation 96,110 85,488 (10,622)| 111,972 111,972 -
Corps of Engineers 192,433 190,835 (1,598) 208,700 208,700 -
Renewable Resources 39,758 38,527 (1,232) 37,670 37,669 (2)
Energy Efficiency 76,200 59,476 (16,724) 46,950 46,950 -
Non-Generation Operations 86,901 75,137 (11,764)| 88,460 86,656 (1,805)
Fish & Wildlife, LSRCP, Environmental Requirements 249,780 245,610 (4,170) 266,525 275,052 8,528
NW Power & Conservation Council 9,934 8,930 (1,004) 10,114 10,114 -
BPA Internal Support 63,464 66,440 2,976 68,978 68,819 (159)
Subtotal] 1,137,662 1,092,654 (45.008)] 1.145735 1,152,298 6 563-l|
OTHER COSTS!
Long-Term Contract Generating Projects 31,266 29,427 (1,839) 25,079 25,079 -
Operating Generation Settlement 21,754 17,570 (4,185) 21,928 21,928 -
Non-Operating Generation 2,128 2,672 544 1,938 1,938 -
Power Services Transmission Acquisition 168,065 179,684 11,619 160,516 162,116 1,600
Residential Exchange & IOU Settlements 188,987 184,764 (4,223 201,561 202,961 1,400
Subtotal 412.201 414,118 1 917-Z| 411,022 414,022 3.000
Totall 1,540.863 | 1506771 | (43,000 1586757 | 1,566,320 | 9563 |
2013 2014 2015
Proposed Proposed Proposed
(33$)] Rate Case IPR Delta IPR Target IPR Delta IPR Target IPR Delta
COSTS DESCRIBED IN IPR
Columbia Generating Station 345,945 347,829 1,884 317,860 326,136 8,276 361,904 384,396 22,492
Bureau of Reclamation 119,891 119,891 - 115,443 150,101 34,658 117,615 152,533 34,918
Corps of Engineers 215,700 215,700 - 215,170 231,187 16,017 219,218 237,378 18,160
Renewable Resources 38,142 38,140 @) 38,836 39,799 962 39,567 40,147 580
Energy Efficiency 47,850 47,850 - 48,408 48,408 - 49,320 49,320 -
Non-Generation Operations 89,950 90,110 161 90,388 92,052 1,663 92,960 94,908 1,948
Fish & Wildlife, LSRCP, Environmental Requirements 271,589 276,130 4,541 284,005 284,970 965 290,569 291,970 1,401
NW Power & Conservation Council 10,355 10,355 - 10,428 10,568 140 10,624 10,799 175
BPA Internal Support 70,483 71,478 995 71,705 74,447 2,742 73,087 77,025 3938
Subtotal]l 1,209,905 1,217,483 7,578 1,192,243 1,257,667 65,424 | 1,254,866 | 1,338,475 83,610
OTHER COSTS!
Long-Term Contract Generating Projects 25,831 26,008 177 25,999 25,999 - 26,619 26,619 -
Operating Generation Settlement 22,148 20,785 (1,363) 21,138 21,138 - 21,497 21,497 -
Non-Operating Generation 1,948 2,316 368 2,206 2,206 - 2,228 2,228 -
Power Services Transmission Acquisition 157,185 157,455 270 160,896 160,896 - 159,963 159,963 -
Residential Exchange & IOU Settlements 201,838 201,838 - 209,253 209,253 - 213,190 213,190 -
Subtotal 408,950 408.402 (548) 419,492 419,492 - 423.497 423 497 -
[ Totall 1618854 | 1,625 884 | 7030 | 1,611,735 | 1677150 | 65424| 1678363 1.761973 ] 83610 |

‘Other Costs are presented but not described in detail durina the IPR process.
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3.2 CoOLUMBIA GENERATING STATION

FY 2014-2015 Average: Proposed IPR

Columbia
Generating Station
$355,266
27%

400,000
350,000
300,000
250,000
200,000
150,000
100,000
50,000
$Thousands

2 2| E| 8| | 8| & g1 &

(&) [©] o © o c -] [©] kel

2 2 2 e 2 £ 2 2 3

I 5] o @ 1<) @ o 1 <]

o 14 =% a aQ a o 14 o

o < 1< o

o o o a

Fiscal 2012-

Year

18



B ONNEV I L L E P O W E R AAD M I NI S TR ATI ON

Program Details

2011 2012
Start of Rate Start of
($$%) Year Actuals Delta Case Year Delta
Columbia Generating Station 323,082 322,212 (870) 306,366 306,366
2013 2014 2015
Rate Proposed IPR Proposed IPR Proposed
($5%) Case IPR Delta Target IPR Delta Target IPR Delta
|C0|umbia Generating Station 345,945 347,829 1,884 317,860 326,136 8,276 361,904 384,396 22492

Description, Purpose and Responsibilities

The Columbia Generating Station (CGS) is a 1,107 net
megawatt boiling water nuclear reactor located on the
Department of Energy Hanford Site in Richland,
Washington. It is owned and operated by Energy
Northwest. CGS began operating in 1984 and is on a two-
year refueling and maintenance outage cycle.

CGS operating costs are included in the revenue
requirement of the Power Services’ rate structure and are
tied to operations and maintenance of the nuclear plant.
BPA acquires 100 percent of CGS generation and funds
100 percent of its costs plus directly funds the
Decommissioning Trust Fund and Nuclear Electric
Insurance Limited (NEIL) insurance premiums.

Goals

CGS strives to operate in a safe, reliable, and cost effective manner such that its performance is in the top
guartile of the industry in technical performance and top half of the industry in cost performance relative to its
peers on a sustained basis.

Proposed IPR levels for FY 2013-15 will support continued operation and maintenance of CGS and are
consistent with the spending forecast provided by the Energy Northwest Long Range Plan (LRP) for CGS in the
2010 IPR. In FY 2013 and FY 2015, CGS will have refueling and maintenance outages.

Changes from 2010 IPR

The most significant item since the 2010 IPR is the earthquake and tidal wave that occurred in Japan in 2011.
The Nuclear Regulatory Commission (NRC) has been taking a closer look at U.S. nuclear plants and the impacts
that natural disasters may have on operations and safety. CGS has included approximately $55 million in its
LRP over the next five years to respond to the NRC mandates that have been and will be issued as a result of
the events and damage that occurred at Fukushima.

In March 2012, the NRC issued its annual assessment letter for CGS stating CGS operated in a manner that
preserved public health and safety and met all safety cornerstone objectives. The NRC cited four findings in
which work practices failed to implement human error prevention techniques. CGS has developed corrective
actions and initiatives to correct the deficiencies and provided funding for these actions.
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CGS is currently operating under its original forty-year Nuclear Regulatory Commission (NRC) license, which
expires in 2023. On May 23, 2012, the NRC signed the documents approving the extension of CGS' operating
license to 2043. This extension of operating life may allow BPA to reduce contributions to the CGS
Decommissioning Trust Fund as the contributions will be made over a longer period of time.

In May 2012, the Department of Energy (DOE), Tennessee Valley Authority, the U.S. Enrichment Corporation
and Energy Northwest signed agreements to pursue another depleted uranium program to provide nuclear
fuel for CGS, a program similar to the one conducted in 2005. The program involves DOE providing depleted
uranium hexafluoride (DUF¢) that can be cost effectively enriched to provide enough enriched uranium for
CGS operations through at least 2028. This agreement generates savings of $20 million per year for the FY
2014-17 period. As a result, Energy Northwest will be updating the CGS LRP, budgets, nuclear fuel plan and,
subsequently, BPA’s proposed IPR levels for O&M and debt service to reflect the DUFsProgram.

New Projects/Programs

Each year CGS identifies, funds and completes projects. Examples of expense and capital projects for FY 2013-
15 include:

Expense

e In-service inspection and non-destructive examination as required by NRC to inspect the reactor during
the outage on a periodic basis

Inspection, repair and refurbishment of valves in the plant

Vessel services during the outage

Transformer yard maintenance

Cooling tower preventative maintenance

Service water valve replacement

Capital

Fukushima impacts due to the natural disaster that occurred in Japan in 2011

Plant fire detection system replacement

Control rod blade procurement and replacement

Radio system replacement to comply with Federal Communications Commission rules
Radioactive dose reduction

Upgrade transformer yard oil collection

Control rod drive repair and refurbishment

The cost estimates for FY 2014 and FY 2015 include funding for Fukushima-related modifications that need to
be made in response to the NRC’'s mandates. These modifications are forecast to be implemented from FY
2014 through FY 2017. If these modifications are not completed, CGS will be out of compliance with regulatory
requirements and could be shut down.

Risk and Impact of Operating at Cost Target

The cost targets for CGS O&M were calculated using the 2010 IPR forecasts escalated by 1.88 percent with an
adjustment to account for the refueling outage cycle. For FY 2014, the non-outage year (FY 2012) was used as
the basis, and for FY 2015, the outage year (FY 2013) was used. The cost targets for Decommissioning Trust
Fund contributions were set based on the current contribution schedule submitted to the Nuclear Regulatory
Commission (NRC) in 2011, and the cost targets for Nuclear Electric Insurance Limited (NEIL) premiums
followed the standard inflation of 1.88 percent described earlier in this document.
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The following may occur if the CGS forecasts are limited to the cost targets:

Long-term reliability and performance may be affected as projects would be deferred and or canceled.
Deferred projects may cause a future bow wave of projects that need to be done in a short period of time.
Probability of plant shutdowns may increase due to the long time period in ordering spare parts.
Short-term CGS performance and reliability may be affected if human performance improvement
initiatives cannot be completed.

BPA would be unable to make the full 2012 NEIL insurance premium payment amount, which is set by
NEIL for the coverage requested by BPA.

Non-funded Items

Forced outages if the plant needs to be taken offline for repairs.

Undefined as well as unknown regulatory mandates from the NRC.

Likely change mandates issued as result a of Fukushima.

Condenser replacement litigation expenses as the result of the extended outage in FY 2011.

Challenges/Constraints

Some of the challenges and risks that exist for FY 2013-15 are as follows:

Emergent equipment reliability issues

Length of the refueling outages

Regulatory fees

NRC substantive cross-cutting issue resolution
Potential NRC findings related to emergency preparedness (EP)
Forced outages

Increases in employee benefits

Unknown regulatory mandates

Fukushima impacts

Plant aging and equipment obsolescence
License extension implementation
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3.3 BUREAU OF RECLAMATION AND CORPS OF ENGINEERS

FY 2014-2015 Average: Proposed IPR
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Program Details

2011 2012
Start of Rate Start of
($$9) Year Actuals Delta Case Year Delta
Bureau of Reclamation 96,110 85,488 (10,622) 111,972 111,972
Corps of Engineers 192,433 190,835 (1,598) 208,700 208,700
Total 288,543 276,323 (12,220) 320,672 320,672

2013 2014 2015
Rate Proposed IPR Proposed IPR Proposed
($55) Case IPR Delta Target IPR Delta Target IPR Delta
Bureau of Reclamation 119,891 119,891 - 115,443 150,101 34,658 117,615 152,533 34,918
Corps of Engineers 215,700 215,700 - 215,170 231,187 16,017 219,218 237,378 18,160
Total 335,591 335,591 - 330,613 381,288 50,675 336,834 389,911 53,077

Description, Purpose and Responsibilities

The Federal Columbia River Power System (FCRPS)
comprises 31 hydroelectric plants — 21 owned and
operated by the U.S. Army Corps of Engineers
(Corps) and 10 by the Bureau of Reclamation
(Reclamation). The FCRPS has an overall capacity of
22,060 megawatts, delivering power worth nearly
S4 billion annually to the people of the Pacific
Northwest. In addition, it provides flood protection
and mitigation, as well as enhancement of fish and
wildlife while mitigating hazards to native species.

BPA works with the Corps and Reclamation to fund
operations and routine maintenance activities, non-
routine extraordinary maintenance projects, security and WECC/NERC requirements, and fish and wildlife and
cultural resources enhancement and mitigation activities.

The Corps proposed FY 2014-15 IPR levels are unchanged from the five-year O&M spending plan presented in
the 2010 IPR.

Reclamation is asking for an increase over the FY 201415 spending plan presented in the 2010 IPR to address
staffing shortfalls for O&M and non-routine extraordinary maintenance needs at Grand Coulee, particularly
those associated with the overhaul of the Third Power Plant (TPP). Reclamation and BPA are still evaluating
the amount of resources required in each area but currently estimate increases of about $9.5 million per year
for staffing, $11.7 million per year in increased TPP overhaul costs, and $9.4 million per year in newly identified
non-routine extraordinary maintenance (mostly at Grand Coulee).

In addition to the routine O&M funded by the program, subcategories include non-routine extraordinary
maintenance (approximately 15 percent of budget), fish and wildlife O&M (approximately 15 percent of
budget), and cultural resources (approximately two percent of budget). In addition, the O&M Program
manages about $15 million per year in maintenance related small capital.
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Goals

Provide low cost reliable power, trusted stewardship of the FCRPS.

Near-Term (FY 2013-15)

e Provide energy and capacity to meet our Regional Dialogue contract obligations (Tier 1) to our 130 plus
publicly owned utility customers.

e Continue to ensure the FCRPS generators remain reliable and available to support the FCRPS during the
Grand Coulee Third Power Plant (TPP) overhauls during which successive 805/690 MW units will be
removed from service over a period of 10 to 12 years.

e Continue to address the Northwest’s cultural resources and fish and wildlife mitigation responsibilities to
enable its residents to realize the benefits of a low cost hydropower system.

Long-Term (FY 2013-17)

e Operation and expansion of FCRPS power facilities meet availability and reliability standards in the most
regionally cost effective manner.

e Endangered Species Act, NW Power Act, National Environmental Policy Act, Fish Accords and other
environmental responsibilities are met using a performance-based approach.

e BPA, the Corps, and Reclamation maximize the long-term value of FCRPS power and transmission assets
through integrated asset management practices.

Changes from the 2010 IPR

Costs for the overhauls at the Grand Coulee TPP are higher than described in the 2010 IPR, and Reclamation
has additional non-routine maintenance resource requirements. Also, Grand Coulee requires an increase in
staffing of approximately 50 full-time equivalent (FTE) to manage increased operations and routine
maintenance (particularly in the TPP) and to manage the project/work activities associated with the plant. BPA
and Reclamation are still in the process of evaluating the resource requirements associated with these
changes.

There have been multiple forced outages of John Day turbines due to blade linkage/pin failures. These failures
have increased the forced outage rate for the plant. This is a design flaw that had been previously identified on
this family of units, and a mitigation plan was developed and implemented. This advanced planning provided
an interim repair plan (blocking the blades on the Kaplan turbines) until they can be rebuilt. This type of repair
results in decreased efficiency and operating range but avoids extended forced outages. An inspection
program is being deployed on the remaining units in this family. Non-routine maintenance funding is required
to address this issue.

Bonneville Powerhouse 2 has had several long term forced outages associated with the generators that may
indicate a systemic problem associated with those units. These failures have increased the forced outage rate
and are a significant risk, possibly requiring non-routine maintenance funding to address the problem.

WECC/NERC requirements continue to increase, and the projects are entering the first round of audits, which
require a high level of resources dedicated to each audit.

New Programs/Projects

Reclamation is proposing to fill approximately 50 new positions at Grand Coulee, but is still in the process of
evaluating and finalizing the exact number. A consultant’s review of all work activities indicates the plant is
significantly understaffed to address all of its work requirements (routine and non-routine maintenance while

24



B ONNEVILLE P O W E R ADMINISTRATI ON
B T N

managing multiple capital activities). In addition to needing to complete all the routine maintenance in the
Left, Right, Third and Keys facilities, plant workers are required for significant non-routine maintenance
activities associated with the overhaul of the TPP. Additional workers are also required to provide
management and engineering support across all program areas.

For the Corps, WECC/NERC audits are estimated to have a financial impact of $500 thousand in FY 2014 and
require an extensive labor pool available for the audit (potential impact for up to four months).

WECC/NERC audits are cyclical as determined by NERC but do not necessarily occur annually. Therefore, it is
difficult to plan for and have resources available for this type of work.

Risk and Impact of Operating at Cost Target

The proposed funding levels for the Corps and Reclamation represent the budgets believed to be necessary for
maintaining the hydro system'’s safe and reliable performance during the upcoming TPP overhauls at Grand
Coulee. In order to keep the rest of the FCRPS generating units available to support the loss of 805 MWs, the
Corps and Reclamation need to be appropriately staffed and have sufficient resources to address the
operations, routine maintenance, and non-routine extraordinary maintenance required across the system.

The Corps and Reclamation use a baseline budgeting process to develop program requirements for a routine
O&M program. These baseline budgets have outlined a minimum effort to successfully and consistently
maintain the facilities for acceptable performance. The routine items are required in order to perform minimal
required maintenance while meeting regulatory mandates required for operation. Typical budgets consist of
two-thirds labor and one-third devoted to contract support (security, fish and wildlife and cultural resources
mitigation) and materials and supplies required for operations and maintenance.

To illustrate how funding is distributed, the pie chart below shows routine O&M actual costs for FY 2011.

FY 2011 Routine O&M Expense Costs by Category

Direct Labor
$186,933,000
65% .
Support Services & Contracts
$65,562,000
Direct Labor 23%

Salaries and benefits and
indirect overhead labor,
regional and area office
administration staff, costs
for legal, payroll, IT,
finance, etc.

Support Services & Contracts
Dish transport contracts, guard
services, water management,
professional and technical
services, buildings and grounds
maintenance, etc.

Materials & Supplies

$19,672,000
Other 7%
$14,618,000 - .
Materials & Supplies
0
5% Non-capitalized supplies of bolts, tools, nuts,
Other materials and parts used in the construction,

Utilities, travel repair or production of supplies, equipment,
equipment building and other structures, etc. used in the
rental. rental day to day operation of the facilities.

space, etc.
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Risks of operating at the cost target include:

e Potential for non-completion of required maintenance and hence transitioning from a planned approach
to accomplishing maintenance toward a reactionary approach.

e Potential for higher number of forced outages and lower system availability, resulting in additional costs
and increased rates.

e High flows: additional labor required for debris removal, especially at fish screens, and additional non-
routine funds required in dealing with scour on the aprons and boulder removal similar to what was
experienced at Bonneville Dam as a result of last season’s high flows.

e WECC/NERC audits: The audits are estimated to cost $1 million in FY 2013 and $500,000 in FY 2014. At
current budgeting levels, that amounts to a 20 percent increase in that program for FY 2013 and a 10
percent increase in FY 2014. A risk of noncompliance is increased with reduced funding levels, especially if
required maintenance is not completed and documented. Audit costs for Reclamation in FY 2011 were
about $500,000.

e Potential of not meeting mitigation responsibilities for cultural resources and fish O&M.

e Knowledge transfer/improvement training and travel. Programs would be reduced, as well as materials
and supplies inventories and spare parts for maintenance.

Operating at the cost target for the Corps would require a $17 million per year reduction from the proposed
funding levels. This would significantly reduce funding available for non-routine maintenance as well as for
staffing. About half of the reduction would come from the routine program, with the remaining reduction
from non-routine maintenance.

Operating at the cost target for Reclamation would require a $35 million per year reduction from proposed
funding levels. This would significantly reduce funding available for routine and non-routine maintenance and
staffing. Reclamation would reduce the non-routine budget and routine budget/staffing.

The Grand Coulee TPP overhaul is the most significant single critical action for maintaining the value of the
hydro system. Because of its age and condition, the equipment in the facility requires a significant amount of
non-routine maintenance funding to ensure its long-term reliable operational performance. These costs are
significant, but not funding this work would have a much larger impact on Grand Coulee’s ability to generate
revenue and provide long-term value to the region. A significant forced outage due to a mechanical failure
would take one of the large units down indefinitely, shifting additional load requirements to the remaining
units. The lost revenue associated with losing one unit for a year is about $55 million. Once the overhaul
begins, if two additional units were lost for a year, the loss in revenue would be about $135 million.

Across the FCRPS, similar age and equipment conditions and risks are present. For example at McNary
(McNary is the hydraulic bottleneck of the FCRPS, making availability of these units of critical importance),
turbine runners are in marginal condition and much of the plant is original equipment. Some investments have
been made or are underway (main unit transformers and circuit breakers have been replaced and generator
windings are currently underway), but significant risk still remains as more investment is needed.

The following graph illustrates the value of making investments and maintaining the reliable generating
capability of the FCRPS. It shows the lost revenue as a result of potentially losing one, two, three or four units
in the TPP at Grand Coulee. Also, the graph illustrates the increased value associated with the rest of the
generating units across the FCRPS as a result of the lower system availability during the TPP overhauls.
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Reduction in TPP Output

due to unit outages during the 12-year overhaul schedule
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* Assumes a baseline 5-year average availability of 77.3% at Grand Coulee
* Assumes a 12-year (2013-2024) levelized energy value of $46.93/MWh (based on the current forward price curve from BPA’s Common Agency Assumptions as of July 2011)

The red line indicates the output and generation once the overhaul begins in the Grand Coulee TPP. The blue
line indicates scenarios of losing one additional unit (either 805 or 690). The purple indicates combinations for
losing two additional units in addition to the overhauled unit, and the green indicates losing three additional
units after the overhaul begins.

In consideration of the Grand Coulee TPP overhauls scheduled to start in March of 2013, work began on a five-
year plan to assess FCRPS availability. Lower system availability is currently being experienced primarily due to
the pre-overhaul work at Grand Coulee and some longer term forced outages at several Corps plants. System
availability is expected to increase over time particularly after the first overhaul is complete (sometime in FY
2014). During this period, the Corps and Reclamation are focusing on maintaining high reliability and
availability across the rest of the plants in the FCRPS.

Reclamation and the Corps believe funding at requested levels is crucial to maintain momentum they have
developed over the last few years in safety, achieving preventive maintenance goals, sustaining staff expertise,
accomplishing major routine and non-routine projects, and WECC/NERC regulatory compliance. The desire to
further improve reliability and availability of the FCRPS during the TPP overhauls over the next ten years and
the high cost of forced unit outages during this time period, further highlight the critical need for sufficient
levels of funding.

Non-funded Items

The Corps and Reclamation are generally funding all critical activities at the proposed FY 2014-15 program
funding levels. However, there are some areas of concern.

e Reclamation’s trades and crafts employee wages are continuing to increase at levels significantly higher
than inflation. When the current wage freeze expires (this applies only to the Corps, as Reclamation’s
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trades and crafts employees are continuing to get raises), a significant amount of back pay will be required
to catch up these employees. Note, about 60 percent of Corps and Reclamation employees are trades and
crafts.

e Potential changes in security and cyber security requirements (re: Federal Information Security
Management Act). WECC/NERC requirements for cyber security are increasing dramatically. Cyber
vulnerabilities of power plants are an issue of great concern in the Department of Defense. The Corps is
governed by Defense policy and must comply with Defense standards for cyber security. This is an issue
for Reclamation as well, particularly with Grand Coulee having national icon status in the Department of
Interior.

e Potential non-routine maintenance funding requirements are increasing, especially for John Day Kaplan
runner linkage problems and Bonneville Powerhouse 2 generator problems. These two plants could
experience multiple unit failures as a result of systemic or design flaws in the units. Additional spillway
gate refurbishments, bulkhead gates rehabilitation, ring seal gate overhauls, discharge tube and draft tube
rehabilitation, and turbine overhauls may be required in addition to the non-routine work already
programmed.

e Corps and Reclamation joint-funded facilities need additional work. Fish passage facilities, hatcheries and
joint feature items at the dams are the same age and condition as the power facilities and in need of
maintenance and investment. Reclamation and the Corps must get matching appropriations for these
items, which may prove difficult with flat or declining appropriations.

Challenges/Constraints

¢ Infrastructure is aging and routine and non-routine maintenance requirements are increasing. Significant
investments have been made in the hydro system in the last few years, but the majority of the hydro
system’s equipment age is still well beyond its design life and requires increased maintenance to keep it
performing (the Grand Coulee TPP is a good example of this).

e Therrisk of significant forced outages and loss of generating capacity continues.

e Regulatory requirements, especially WECC/NERC, are increasing.

e Staffing at some facilities continues to be a challenge. The Chief Joseph operations group recently was
down six operators, and filling vacancies at Grand Coulee and some of the Snake River plants is
challenging.

e Aging workforce/ knowledge transfer is becoming an issue (approximately 50 percent of Grand Coulee
staff is eligible to retire).
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Program Details

2011 2012
Start of Rate Start of
($3%) Year Actuals Delta Case Year Delta
Renewable Conservation Rate Credit 2,500 2,588 88 - - -
Renewables 37,258 35,939 (1,319)| 37,670 37,669 (1)
Total 39,758 38,527 (1,232) 37,670 37,669 (1)
2013 2014 2015
Rate Proposed IPR Proposed IPR Proposed
($$$) Case IPR Delta Target IPR Delta Target IPR Delta
Renewable Conservation Rate Credit - - - - - - - - -
Renewables 38,142 38,140 (2) 38,836 39,799 962 39,567 40,147 580
Total 38,142 38,140 (2) 38,836 39,799 962 39,567 40,147 580

Description, Purpose and Responsibilities

BPA’s policy goal for renewable resources is to
ensure the development of its share of all cost-
effective regional renewable resources forecast in
the Northwest Power and Conservation Council’s
Sixth Power Plan at the least possible cost to BPA
ratepayers.

BPA’s share is based on the public power customers’
share of regional load growth (about 40 percent). Any
renewables acquired by BPA or publics with or
without assistance from BPA, count toward this goal.
Based on public customer reports, BPA has
concluded that the publics have or will purchase
sufficient renewables to meet BPA's policy goal
through 2015.

Goals

Meet existing contract obligations while seeking opportunities to reduce costs. Maintain existing program
functions.

Short-Term Strategy: Continue to purchase the output of seven wind projects. Maintain the solar and wind
monitoring networks (used in forecasting). Cover fees/costs associated with Western Renewable Energy
Generation Information System (WREGIS).

Changes from the 2010 IPR

Renewable power purchase expenses have been updated. Wind power purchase expenses are higher than
those appearing in the 2010 IPR because generation estimates have increased from 65.4 aMW to 67.2 aMW
and contract rates have been updated to reflect contractual obligations.

Wind data management contract with Oregon State University was terminated in FY 2011. Anemometer data
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are now available internally and validation is automated.

Remaining Green Energy Premiums (earned prior to FY 2012) are expected to be entirely reinvested during FY
2012 and FY 2013. Green Energy Premiums earned from the sale of attributes generated during FY 2011, but
sold in FY 2012, will be included as a revenue credit to the Composite Cost Pool.

New Programs/Projects

Payment for WREGIS software enhancements enable the creation and certification of Renewable Energy
Certificates associated with FCRPS efficiency improvements (costs yet to be determined).

Risk and Impact of Operating at Cost Target

The output forecast used in the BP-12 Final Study of the seven wind power purchase agreements was
increased to 67.2 aMW from 65.4 aMW (used in 2010 IPR). The increased forecast was based on actual
generation data from the wind plants over the last five years. The forecast increase in energy (1.8 aMW) is
assumed to be sold at market prices (532.10/MWh in FY 2014 and $33.65/MWh in FY 2015) resulting in a
revenue offset of $506 thousand in FY 2014 and $531 thousand in FY 2015.

S4 million per year is proposed for resource development which funds the pre-energization costs associated
with acquisition of non-federal capacity resources (permitting, etc.). If this budget was reduced, there may not
be enough funding available to acquire these resources. No inflation was applied to the $4 million budgeted
for Resource Development.

Non-Funded Items:

Payment for engineering services necessary to enable the creation and certification of RECs associated with
FCRPS efficiency improvements (costs yet to be determined).

Challenges/Constraints

The bulk of spending is associated with existing wind power purchase contract obligations.
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3.5 ENERGY EFFICIENCY

FY 2014-2015 Average: Proposed IPR
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The Conservation Rate Credit expired at the end of FY 2011, resulting in the drop in the Energy Efficiency spending levels shown in the

table above.
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Program Details

2011 2012
Start of Rate Start of
($$9) Year Actuals Delta Case Year Delta

DSM Technologies - © ) - - -
Conservation Acquisition 16,200 12,042 (4,158) 15,950 15,950 -
Low-Income Weatherization & Tribal 5,000 3,046 (1,954) 5,000 5,000 -
Energy Efficiency Development 11,500 5,330 (6,170) 11,500 11,500
Legacy Programs 1,000 624 (376), 1,000 1,000
Market Transformation 13,000 10,807 (2,193) 13,500 13,500 -
Conservation Rate Credit 29,500 27,636 (1,864) - - -

Total 76,200 59,476 (16,724) 46,950 46,950

2013 2014 2015
Rate Proposed IPR Proposed IPR Proposed
($59) Case IPR Delta Target IPR Delta Target IPR Delta

DSM Technologies - - - - - - -
Conservation Acquisition 15,950 15,950 - 16,444 16,444 - 16,754 16,754 -
Low-Income Weatherization & Tribal 5,000 5,000 - 5,155 5,155 - 5,252 5,252 -
Energy Efficiency Development 11,500 11,500 11,859 11,859 - 12,083 12,083 -
Legacy Programs 900 900 - 1,031 1,031 - 1,050 1,050 -
Market Transformation 14,500 14,500 13,919 13,919 - 14,180 14,180 -
Conservation Rate Credit - - - - - - -

Total 47,850 47,850 48,408 48,408 - 49,320 49,320

Description, Purpose and Responsibilities

When acquiring resources to meet planned future loads, the
Northwest Power Act requires the administrator to first consider and
acquire cost-effective conservation that is consistent with the
Northwest Power and Conservation Council’s (Council) Power Plan.
Expense funding is used towards this goal in three ways. First, the
funding is used for program support such as technical service
providers and research and evaluation, like that needed to quantify
non-programmatic savings. Second, it is used to acquire a subset of
the savings target set by the Power Plan, such as market
transformation savings, low income weatherization savings, and
reimbursable (energy efficiency development) savings. Including
non-programmatic, these savings are forecast to make up nearly 25% of the total annual savings reported
towards the Sixth Plan. Third, expense funding is used to pay for all labor that supports the conservation
program (see Conservation Support in the Non-Generation Operations program for proposed spending levels
for this labor).

Goals

Along with meeting public power’s share of conservation savings as defined in the Council’s Power Plan, BPA’s
Long-Term Regional Dialogue Policy is to pursue conservation equivalent to all cost-effective conservation in
the service territories of those public utilities served by BPA in partnership with public utilities at the lowest
cost to BPA. The expense budget is used to support capital acquisition of savings and to achieve 25% of BPA’s
share of the savings target.

Conservation Acquisition
e  Program Infrastructure Support
o Develop policies to encourage conservation, improving the region’s ability to achieve energy
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efficiency through regional programs, engaging with customers and other project
implementation stakeholders, conducting research and evaluations, and providing technical
support for project implementation and innovation in new technologies. These expense funded
initiatives support BPA’s Energy Efficiency capital program that provides incentive dollars to
achieve cost effective energy efficiency.
e Non-Programmatic Savings
o Non-programmatic savings will target conservation occurring through codes and standards as
well as outside of utility programs or market transformation efforts. For instance, thousands of
compact fluorescent light bulbs are purchased and installed in the region without the use of
utility incentives, making these efforts extremely cost effective to count toward public power’s
target. A portion of the Conservation Acquisition expense spending covers the necessary
research, data collection and evaluation to capture these savings.
e Demand Response
o Demand Response tools help utilities level out the spikes of energy consumption during times of
peak use. BPA has several demand response pilots in the residential, commercial, and industrial
sectors, as well as some in multiple sectors.

Low Income Conservation State and Tribal Grants

e BPA administers a grant program making funds available to the four Northwest states and recognized
tribes within the region for the purpose of improving efficiency levels in qualified low-income residences.
Grants to states are determined formulaically on a proportional basis using the most current census data
of households with incomes below federal poverty guidelines. Grants to tribes for low income services are
made on an application basis and take a variety of factors into consideration including geographic
dispersion, prior participation and local needs.

Energy Efficiency Development (Reimbursable Activities)

e BPA provides assistance in a number of ways to other federal agencies in an effort to leverage energy
saving achievement. The scope of activities is defined through inter-agency agreements and can include
scoping audits, developing statements of work, facilitation of third party financing actions, construction
procurement, project management, quality assurance, and reporting. Both direct and indirect costs for
these services are fully paid for by the client agency, thus making these activities rate neutral to BPA.

Legacy Programs
e  Funds still owed on prior conservation expenditures. The upfront capital to finance these measures was
raised by others rather than BPA. The agency is now paying the equivalent of debt service.

Market Transformation Savings

e Market transformation savings leverage the regional market’s power to accelerate innovation and
adoption of energy-efficient products, services and practices. Examples include collaborating with
manufacturers to integrate conservation into their product designs and with architects and builders to
promote early adoption of energy efficient designs and practices. BPA partners with and is the major
funder of the Northwest Energy Efficiency Alliance, which promotes market transformation.

Changes from the 2010 IPR

The Conservation Rate Credit was an expense funded credit on customers’ power bills and was phased out at
the end of FY 2011. The reduction in costs starting in FY 2012 as shown in the bar chart for Energy Efficiency
earlier in this section is due to the Conservation Rate Credit expiring. The projects that were previously funded
using this rate credit are now funded with capital.
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New Programs/Projects

Program size and scale is always being evaluated and modified in response to customer and market needs.

For example, compact fluorescent technology has been very popular for many years but, as codes, standards
and markets have changed, so do programmatic acquisitions. Conservation is always adding new technologies
to obtain savings. Examples include ductless heat pumps, heat pump water heaters and variable speed drives
for HVAC systems. This new measure development will be accounted for in existing spending requests.

Risk and Impact of Operating at Cost Target

There is no additional risk for operating at the cost targets for Energy Efficiency because the Energy Efficiency
program is not requesting an increase from the cost targets.

Challenges/Constraints

The costs for acquiring the expense portion of the Power Plan targets, currently estimated at nearly 25%,
could end up being more than what is currently forecast and the agency has budgeted. Energy Efficiency
estimates the cost of acquiring savings for each of the five years of the Sixth Power Plan. If actual costs are
more than projected costs, there might not be enough funding to reach annual savings targets resulting in the
possibility of missing the five year savings target.
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3.6 NON-GENERATION OPERATIONS EXPENSE

FY 2014-2015 Average: Proposed IPR
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Program Details
2011 2012
Start of Rate Start of
($5%) Year Actuals Delta Case Year Delta

Information Technology 7,148 3,480 (3,668) 7,143 6,283 (859)
Generation Project Coordination 5413 5,836 422 5,895 5,798 97),
Slice Implementation 1,778 1,942 164 2,322 2,328 6
Operations - Scheduling 9,805 7,922 (1,883) 10,041 8,809 (1,232)
Operations - Planning 6,249 5,755 (494) 6,744 7,489 745
Power R&D Projects 5,030 4,934 (96)| 5,622 5,631 9
Sales and Support 20,005 18,060 (1,946) 19,745 19,335 (410)
Strategy, Finance and Risk Management 18,373 14,134 (4,239) 17,907 18,504 597
Executive & Administrative Services 3,529 3,602 74 3,565 3,200 (365)
Conservation Support 9,569 9,472 (97) 9,478 9,279 (199

Total 86,901 75,137 (11,764) 88,460 86,656 (1,805-)Z|

2013 2014 2015
Rate Proposed IPR Proposed IPR Proposed
[0 Case IPR Delta Target IPR Delta Target IPR Delta

Information Technology 7,316 7,498 182 6,511 6,606 95 6,647 6,739 92
Generation Project Coordination 5,919 6,587 668 6,034 6,826 792 6,174 6,968 794
Slice Implementation 2,394 1,099 (1,295) 2,456 1,099 (1,357) 2,520 1,126 (1,395)
Operations - Scheduling 10,010 10,312 302 9,284 10,398 1,113 9,525 10,621 1,096
Operations - Planning 6,709 7,255 546 7,850 7,641 (209)| 8,044 7,948 (96)
Power R&D Projects 5,939 5,939 5,820 5,820 - 5,939 5,939
Sales and Support 20,130 19,548 (582) 20,250 20,951 700 20,772 21,339 566
Strategy, Finance and Risk Management 18,289 18,470 180 19,353 19,263 Q1) 20,198 20,359 161
Executive & Administrative Services 3,636 4,131 495 3,034 4,355 1,321 3,094 4,560 1,466
Conservation Support 9,608 9,272 (335, 9,795 9,094 (702) 10,045 9,309 (736)

Total 89,950 90,110 161 90,388 92,052 1,663 92,960 94,908 1,948

Description, Purpose and Responsibilities

This program includes the internal operating costs for
Power Services along with costs charged to Power for
Agency Services support. Power’s internal operating costs
include personnel, salaries, benefits, awards, service

contracts and supplemental labor necessary to perform the

functions described below.

Power Services’ asset management function, in partnership
with the Corps of Engineers and Bureau of Reclamation,
coordinates hydro O&M, cultural mitigation, and capital
investments at FCRPS hydropower dams under direct-

funding agreements. In partnership with Energy
Northwest, coordinate nuclear O&M and capital
investments at the Columbia Generating Station.

The non-generation operations function in Power Services is responsible for operations planning and power
scheduling for FCRPS. (See the Corps of Engineers and Bureau of Reclamation executive summary for more

information on cultural mitigation activities.)

The requirements marketing function within Power Services creates and maintains the business interface with
BPA’s utility customers, and is responsible for implementation of long-term power sales contracts with BPA’s

public utility customers.

The bulk marketing function within Power Services is responsible for marketing, sales and account servicing in
bulk power markets, including managing surpluses and deficits through bulk power sales and purchases for up
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to two years.

Power Services’ policy and rates function provides strategic and tactical direction to support the business
planning, rates, policy development and analysis, decision support and systems of Power Services. This
function assesses business performance in the context of Power Services’ strategic vision, sales, and revenue
targets, and provides analyses and managerial reports that explain differences between actual and target
performance.

Power Services’ energy efficiency function fosters and promotes the efficient use of energy in the Pacific
Northwest by working with utility customers and other partners to administer BPA’s conservation acquisition
contracts, provide technical and administrative support for BPA’s market transformation activities, and
produce and deliver energy efficiency programs, products and services.

Support from Agency Services

General Counsel
e Provides direct support for power issues, including power marketing, renewables, fish and wildlife,
generation project management and coordination, and associated finance and risk management issues.

Customer Support Services (CSS)

e Isthe source of consolidated and aligned customer contract, metering, load forecasting and billing
information, and interfaces with front office organizations of Power. CSS proactively reviews and
administers contractual obligations as they impact bills, metering information and load forecasting.

Information Technology

¢ Implements and maintains automation solutions to meet Power business needs. These systems span a
wide range of business needs from power scheduling systems to weather forecasting systems to Columbia
River forecasting systems. IT also provides network connectivity, voice recording systems and personal
computing devices, including desktops, laptops, tough books and handheld devices.

Technology Innovation

e Focuses the agency's technology initiatives in a coherent and disciplined approach and aligns them with
BPA's strategic objectives. The chief technology innovation officer leads development and management
of the agency strategy for how BPA researches, develops, demonstrates and deploys new technologies.
(See Power R&D program in the tables above for the Technology Innovation program spending levels.)

Environmental Planning & Analysis

e Provides guidance and direction on the integration of environmental stewardship into BPA’s business
decision making. Provides strategic planning on environmental issues; environmental analysis,
consultation, public involvement and documentation under federal environmental laws, including the
National Environmental Policy Act (NEPA), the Endangered Species Act, the Clean Water Act and the
National Historic Preservation Act; collaboration and coordination on environmental and cultural resource
issues with federal, state, local, tribal and other partners and regulatory agencies; and other
environmental client services.

Goals

Continue to provide reliable, low cost power to the Pacific Northwest in the context of sound business
principles, while promoting efficient use of energy throughout the region. See individual Power Services
sections for more details.
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Changes from the 2010 IPR

For FY 2012, Power Services is managing to a staffing level that is nearly 5 percent below its FY 2011 allocated
level and the level reflected in the 2010 IPR.

Risk and Impact of Operating at Cost Target

There is no additional risk associated with operating at the cost target for Power Services, because their
proposed internal operating costs are equal to the cost targets. However, if additional unforeseen external
requirements or regulations are placed on Power Services or workload for ongoing activities increase beyond
expectations (for example, Columbia River Treaty, overgeneration management and wind integration), they
would result in upward cost pressure on this program. In that case, either additional workload prioritization
would be required to keep spending at the target level, which would result in some work not getting done, or
additional funding would be required for Power Services to continue to meet its statutory obligations.

For more information on the risks and impacts of the Agency Services organizations operating at the cost
target levels, see the Agency Services sections below.

Risk and Impact of Not Having Agency Support at the Necessary Level

General Counsel

e Therisk attendant to not funding these activities is that there will not be enough devoted time (care and
attention) to development of legally sustainable decisions in the areas of power marketing, renewables
integration, fish and wildlife, and generation project management. The same risk attends to adequate
defense of challenges to those decisions.

Customer Support Services (CSS)

e Not funding CSS at the target levels would affect BPA’s ability to provide the necessary level of
transparency of information that allows customers to participate in improving the quality and integrity of
BPA and customer data.

Information Technology

e Automation provides the agency the means to meet evolving business needs and compliance
requirements and to achieve operating efficiencies and cost savings. More IT systems are shifting from
capital to expense funding. Lower expense funding reduces opportunities for operating efficiencies and
customer programs. Additional risks are from unforeseen compliance requirements or new business
requirements.

Technology Innovation (TI)

e Without the appropriate level of funding, Bonneville's Technology Confirmation/Innovation organization
would not be able to continue to drive the research agenda and actively manage the technology portfolio
to maximize the value of FCRPS assets. Technology Innovation is not proposing an increase from cost
targets.

Environmental Planning & Analysis

e Is aservice organization whose primary costs are the salaries of its staff, and the expenditures for
supplemental labor and external consultants. Operating below the proposed IPR program level would
affect the ability to cover the workload, and would result in decreased capacity to respond to Power
Services’ project and program needs, leading to longer timelines and delays in environmental analysis and
compliance.
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Increases in Needed Resources from Agency Services

General Counsel

e OGCis challenged to develop effective means to integrate renewable resources that may significantly
affect Power Services and defend BPA rate and contracting activities. Also, development of the 2014
response to the court on the current biological opinion will continue to be a challenge. There has been a
significant increase in legal work associated with the high water/high wind issue and with rate increases
sought by regional I0Us for provision of transmission services to BPA and other customers.

Information Technology
e Some of the major drivers include implementing NERC CIP Version 5 regulations, creating an energy
imbalance market and implementing a Security Operation Center.

Challenges/Constraints

As with much of BPA, Power Services is faced with the potential for a large number of retirements from key
positions in the next three to five years. The challenge is to develop current staff, hire additional staff and
complete sufficient succession planning to allow Power’s business to continue with minimal disruption. To aid
in succession planning, Power Services has developed a robust student program as well as a rotational
program for employees to cross train in other areas of Power Services.
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3.7 FISH AND WILDLIFE, LOWER SNAKE RIVER COMP PLAN (LSRCP) AND ENVIRONMENTAL
REQUIREMENTS

FY 2014-2015 Average: Proposed IPR
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Program Details

2011 2012
Start of Rate Start of
($59) Year Actuals Delta Case Year* Delta
Fish & Wildlife 225,000 221,048 (3,952) 237,422 245,950 8,528
Lower Snake River Comp Plan 24,480 24,466 (14) 28,800 28,800 -
Environmental Requirements 300 96 (204) 302 302 -
Total 249,780 245,609 (4,171) 266,525 275,052 8,528

“To better ensure the ability to meet conmitments, FY 2012 and 2013 spending estimates are being increased by a total of $13 million,
restoring in total half of the amount reduced in the 2010 IPR.

2013 2014 2015
($59) Case IPR Delta IPR Target IPR Delta IPR Target IPR Delta
Fish & Wildlife 241,384 245,950 4,566 254,000 254,000 260,000 260,000 -
Lower Snake River Comp Plan 29,900 29,880 (20), 29,693 30,670 977 30,252 31,670 1,418
Environmental Requirements 305 300 (5)_| 312 300 (12), 318 300 (18
Total 271,589 276,130 4.541 284,005 284,970 965 290,569 291,970 1,401

Description, Purpose and Responsibilities

BPA’s Fish and Wildlife Program (the Program)
implements hundreds of projects each year to
mitigate for the impacts of the FCRPS dams.
These actions are designed to satisfy
obligations under the Northwest Power Act,
the Endangered Species Act (ESA) and trust
and treaty responsibilities to affected Indian
tribes. They provide compliance with ESA
biological opinions (BiOps), the Columbia
Basin Fish Accords, wildlife settlements and
other agreements.

The Program includes hydro actions to
improve fish survival, tributary and estuary
habitat protection and restoration actions,
hatchery production to compensate for hydro fish losses and to aid conservation efforts, predator
management, and research and monitoring. BPA implements these actions in coordination with the
Northwest Power and Conservation Council (Council) and independent science review. The Program relies on
a performance-based approach, for example, 96 percent dam survival for juvenile spring migrating fish.

The Lower Snake River Compensation Plan (LSRCP) operates and maintains a network of 11 hatcheries and 18
satellite facilities to mitigate for the losses of salmon and steelhead from the construction and operation of the
four lower Snake River dams: Ice Harbor, Lower Monumental, Little Goose and Lower Granite. The program
includes expenses for operations, evaluations and nonrecurring maintenance. Over 65 percent of the
hatchery facilities constructed under this program are over 25 years old. BPA funds the LSRCP through a direct
funding agreement with the U.S. Fish and Wildlife Service (a separate line item cost distinct from the Fish and
Wildlife Program).

Support from Agency Services

Environment, Fish, and Wildlife
e Environmental Planning & Analysis provides environmental review, conducts consultations for proposed
projects (for example, National Environmental Policy Act, permitting, ESA consultations and cultural
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resource consultations with tribes and state historic preservation officers) and initiates public notification
for land acquisitions. Pollution, Prevention and Abatement reviews potential land acquisitions for
hazardous materials.

Supply Chain

e Procurement administers several hundred contracts each year to implement the fish and wildlife program.
These contracts support achievement of BPA’s mitigation responsibilities that are central to the Agency’s
primary responsibility under the Northwest Power Act and Endangered Species Act.

Information Technology

¢ Information Technology supports development and maintenance of systems integral to fish and wildlife
operations (for example, Pisces and Taurus). Program development and management, contracting,
invoicing, tracking of finances, and reporting on results are all supported by the IT systems.

Realty Services

e Realty Services provides a variety of support functions to Fish and Wildlife, including pre-acquisition
activities (appraisal review, perfection of water rights and the like) for potential land acquisitions, closings
on acquisitions and post-acquisition tracking.

General Counsel

e General Counsel supports Fish and Wildlife in the development and implementation of the Program,
including biological opinions, Accords, MOUs, MOAs and long-term settlements, reviews pre-acquisition
land documents and makes recommendations on Program development and interpretation.

Goals

BPA is committed to fulfilling its obligations and commitments under the FCRPS and other biological opinions,
the Columbia Basin Fish Accords, wildlife settlements and other agreements, and the Council program.

As described further below, near term challenges include increased funding for BiOp estuary projects,
unpredictable timing for large land acquisitions and hatchery projects that can skew spending, and the cost-
shifting provisions of the Fish Accords that allow certain unspent funds from the early ramp up of the Accords
to be spent in later years. Active budget oversight is being used to manage these challenges within budget to
the fullest extent possible while fulfilling our commitments. As noted in the 2010 Final IPR Close-Out Report
these challenges and the reduction of $13 million per year for FY 2012 and 2013 expenses in the 2010 IPR
could result in spending temporarily exceeding spending estimates to meet binding legal obligations and other
commitments. To better ensure the ability to meet commitments, FY 2012 and 2013 spending estimates are
being increased by a total of $13 million, restoring in total half of the amount reduced in the 2010 IPR. This
increase is being split such that the total spending for each year is expected to be $245.95 million, however
the program will manage to a two-year total over the two-year period.

Short-term goals for the LSRCP are primarily focused on maintaining fish production at current levels, planning
for future reforms to achieve best management practice, and addressing high priority deferred maintenance
actions. In order to maximize flexibility in managing these programs, to the extent savings can be garnered in
the LSRCP, they will be made available for the Fish and Wildlife Program.

Long-Term Objective

The Program’s long-term goal through FY 2018 is the same as its short-term goal.

Other than inflation, increases are not anticipated in the projected capital and expense budgets for the
Program. New potential commitments will be sequenced or reprogrammed from within existing Program
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spending. For example, BPA may explore additional Accord agreements and wildlife settlements with
interested agencies and tribes within long-term spending constraints. Following the expiration of the FCRPS
BiOp and the Columbia Basin Fish Accords in FY 2018, there is the possibility of renewed Accord agreements
for future priorities.

The LSRCP long-term strategy builds on its short-term goals with continuing improvements in rearing
technology that allow for increased fish production using available water, expanding hatchery reforms to
further advance best management practices, implementing cost-effective energy conservation initiatives for
pumping and heating/cooling water and developing and implementing preventative maintenance as well as
addressing deferred maintenance.

Changes from the 2010 IPR

e Ongoing BiOp litigation has resulted in a remand and need for an updated BiOp by January 2014. In the
meantime, BPA is proceeding with full implementation.

e The Columbia River estuary is a priority area for restoration under the FCRPS BiOp. Estuary-related
spending has increased by about $10 million per year in order to meet the biological objectives.

e Initially, implementation of Fish Accords was slower than expected resulting in budgets being
underutilized (partners needed time to implement projects effectively and spend at the levels agreed to in
the agreements). They are now fully ramped up and unspent project budgets planned in the early years of
the Accords (FY 2008-10) have subsequently been rescheduled to current and future fiscal years, as
permitted in the agreements. This flexibility has resulted in additional funding needs for Accord partners
(up to 120 percent of the original FY budget) in FY 2014-15 and beyond. As noted above, the FY 2012 and
2013 spending estimates are being increased by a total of $13 million, restoring half of the amount
reduced in the 2010 IPR.

e Hatchery Scientific Review Group (HSRG)/Hatchery Review Team (HRT) recommendations for hatchery
reforms entail potential costs not previously planned for.

Risk and Impact of Operating at Cost Target

For the Program, the proposed IPR funding levels and the IPR targets are equal. Therefore, there are no
additional risks associated with operating the Program at the cost targets.

For LSRCP, the two classes of activities that will not get funded at the target funding level are deferred
maintenance (including energy conservation and preventative maintenance) and activities to meet best
management practices as recommended by HSRG/HRT.

The consequences of reduced preventative maintenance or continued deferral of maintenance are typically
higher future operating and capital costs. There is also increased risk of catastrophic failure of equipment that
could result in emergency equipment replacements (typically at higher cost) or loss of fish. Reduced
implementation of best management practices could result in increased risk of adverse impacts on ESA-listed
stocks.

Challenges/Constraints

e Legal challenges to the FCRPS BiOp and the ongoing remand create future uncertainty for implementation
of the Program, particularly for tributary and estuary habitat actions. The potential for additional
requirements and ESA listings exists.

e Another challenge involves the implementation of the Fish Accords. In the early years of the Accords,
partners were ramping up projects at a slower rate than expected and portions of the annual budgets
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were underutilized. Accord partners have subsequently, per the flexibility in the Accords, moved unspent
funding to current and future fiscal years. A significant challenge is to make these underutilized budgets
available while continuing to support other commitments.

e largerland acquisitions pose challenges to spending allocations. These large land acquisitions are difficult
to plan as numerous uncertainties surround them (availability and permitting, for example); nevertheless,
BPA must absorb these opportunities into available budgets.

e The costs associated with implementing the FCRPS BiOp have risen (for example, habitat restoration in the
estuary). The fish and wildlife program has absorbed these increasing costs into existing budgets through
aggressive project management and budget efficiencies.

e Congressional appropriations may be limited for capital hatchery improvements/reforms at LSRCP
facilities.

Risk of not having Agency Support at the Necessary Level

e Failure to fully support the Fish and Wildlife Program could affect BPA’s ability to meet its commitments
under the Columbia Basin Fish Accords, BiOps, wildlife settlements and the Council program. The Fish
Accords, BiOp projects, wildlife settlements and BPA overhead account for approximately 80 percent of
program spending, while approximately 20 percent is for other projects under the general program (that
is, non-Accord and non-BiOp). Full implementation of the Program, in a cost effective manner, reduces the
risk of litigation, including potential court action on FCRPS operations and off-site mitigation.
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3.8 NORTHWEST POWER AND CONSERVATION COUNCIL (NWPCC)

FY 2014-2015 Average: Proposed IPR
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Program Details

2011 2012
Start of Rate Start of
($59) Year Actuals Delta Case Year Delta
| NW Power & Conservation Council 9,934 8,930 (1,004)| 10,114 10,114
2013 2014 2015
Rate Proposed IPR Proposed IPR Proposed
($5%) Case IPR Delta Target IPR Delta Target IPR Delta
| NW Power & Conservation Council 10,355 10,355 - 10,428 10,568 140 10,624 10,799 175

Description, Purpose and Responsibilities

The Northwest Power and Conservation Council was authorized by
Congress and established by the states of Washington, Oregon, Idaho, and
Montana as part of the Northwest Power Act of 1980. The principal duties
of the Council are (1) develop a regional power plan, (2) develop a fish and
wildlife program as part of the power plan, and (3) provide for broad public
participation in these processes. BPA provides funding for the Council
under a formula specified by the Power Act and is required by the Act to
make decisions that are consistent with the Council’s plan and program.

A

A\
S

Goals

The Act requires the Council review its power plan every five years, beginning with a review of the fish and
wildlife program. During FY 2013-15, the Council will review and possibly revise the program, complete a mid-
term review of its Sixth Power Plan (anticipated by the end of 2012), and potentially issue a Seventh Power
Plan (2015). BPA will work closely with its utility customers, the Council, and Council staff to review the
program and the supply, demand, and price forecasts in the power plan, and also to shape issues related to
the plan’s resource portfolio strategy -- in particular conservation targets for the region, BPA, and public
utilities.

BPA is also working with the Council, its independent science panel and independent economic advisory panel,
and project sponsors in ongoing review of all the projects in the Council’s Fish and Wildlife Program to ensure
they are consistent with the program, based on sound scientific principles, benefit fish and wildlife, have
clearly defined objectives and outcomes with provisions for monitoring and evaluation, and employ cost-
effective measures to achieve program objectives.

Long-Term Objective

Continue to work with utility customers to acquire public power’s share of the target for conservation in the
Council Power Plan. Work with Council members and staff to meet BPA’s legal responsibilities under the
Endangered Species Act, the Northwest Power Act, and other applicable statutes to achieve biological
objectives for fish and wildlife and verify their accomplishment. Ensure continued financial stability and
predictability, and fiscal responsibility.

Changes from the 2010 IPR

Changes in the wholesale power market caused by factors such as decreasing natural gas prices, lower-than-
expected load-growth, and increased wind capacity in the Northwest may affect implementation of the
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Council’s Sixth Power Plan. The Council will address these impacts in the mid-term review of the plan.

Risk and Impact of Operating at Cost Target

Operating at the cost target level would be inconsistent with the terms of the three year funding agreement
BPA has established with the Council. The purpose of this funding agreement was to provide certainty for
future funding obligations and to avoid unexpected cost increases. The agreement has been successful in this
purpose and should be retained. The program ramifications and the political impacts for not upholding our
commitment to the Council would add unnecessary risk to future negotiations and agreements with the
Council.

Challenges/Constraints

In power planning, continue to meet public power’s share of the council’s conservation goal and maintain the
current trajectory of energy efficiency accomplishments for the benefit of customers despite declining market
power prices and utility revenues. Scope and produce a power plan for the region in the face of rapidly-
changing markets for gas, coal, wind, and hydroelectricity. Coordinate an appropriate mid-term review of the
current power plan, and prepare for a new power plan.

In fish and wildlife planning, review and possibly revise the program, continue the ongoing review of projects
that implement the program, apply independent science review on each project, and address requests, as
appropriate and feasible, for increased funding for existing projects (beyond fiscal year contracted levels) and
growing demand for additional/new projects.
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Program Details

Corporate Programs Recovered Directly Through Power Services

2011 2012
Start of Rate Start of
($55) Year Actuals Delta Case Year Delta
Post-Retirement Benefits 15,579 15,579 17,243 17,243 -
Agency Services G&A Allocations 47,886 50,861 2,976 51,735 51576 (159)
Total 63,464 66,440 2,976 68,978 68,819 (159)
2013 2014 2015
Rate Proposed IPR Proposed IPR Proposed
($5$) Case IPR Delta Target IPR Delta Target IPR Delta
Post-Retirement Benefits 17,821 17,243 (578) 18,501 18,501 - 18,819 18,819 -
Agency Services G&A Allocations 52,662 54,235 1,573 53,204 55,946 2,742 54,268 58,206 3,938
Total 70,483 71,478 995 71,705 74,447 2,742 73,087 77,025 3,938

Description, Purpose and Responsibilities

Internal support consists of two separate programs, Additional Post Retirement Benefits Contributions and
Power Agency Services G&A. The internal support program is included in both the power and transmission
revenue requirements. Since the program is the same for each business unit, the full narrative is captured here
in the Power business unit section and only a brief summary and corresponding table are included in section
4.10 for the Transmission business unit.

Additional Post-Retirement Contribution (APRB):

Both federal employers and their employees contribute a percentage of eligible employee compensation
toward funding the employees’ post retirement benefits. The Agency and employee contribution rates under
the Civil Service Retirement System (CSRS) are 7 percent each. Under the Federal Employees Retirement
System (FERS), the contribution rates are 11.7 percent and 0.8 percent, respectively. The Federal Government
has determined these contributions are not sufficient to fully fund the future cost of post retirement benefits,
leaving the plans under funded. Employees also usually participate in the Federal Employees Health Benefits
Program (FEHB) and/or the Federal Employees’ Group Life Insurance Program (FEGLI); these plans are similarly
underfunded. Beginning in 1998, the BPA Administrator elected to include an additional post-retirement
contribution as an operational expense as part of power and transmission rates for the FCRPS. Therefore, BPA
voluntarily remits to U.S. Treasury each year, in the year-end payment, a contribution as an effective offset to
the under funded portion. The contribution includes component amounts that represent both BPA retirees
and the retirees related to the power producing operations of the Corps and Reclamation.

Agency Services G&A:

BPA has 15 G&A cost pools: Executive; IT Applications System Support; Security; Legal Services; Human
Resources; Finance and Accounting; Safety; IT Management and Administrative; IT Infrastructure; IT Cross
Agency Projects; Workplace Services; Public Affairs; Supply Chain Purchasing; and Dedicated Workplace
Services Power/Transmission.

These pools are used to spread shared corporate costs to the Power and Transmission business units. The
G&A allocation rates are reviewed and, if appropriate, updated on an annual basis. Each pool is examined to
determine the appropriate drivers of cost. The drivers are used to determine the allocation rates. The costs
associated with these pools are assigned to the Agency Services G&A program for each business unit.

In addition, BPA has nine business support pools. These are: Industry Restructuring; Risk; IT Dedicated Projects
Power/Transmission; Supply Chain Administrative; Technology Innovation; Aircraft Services; Billing and

55



B ONNEV I L L E P O W E R AAD M I NI S TR ATI ON

Metering Services; and Contracting and Forecasting Services. These Business Support pools are assigned to the
Power Services and Transmission Services programs that are directly benefitted by the services provided. The
description of these services can be found in each benefitting program summary.

The G&A and Business Support pools are collections of costs from the centralized Agency Services
organizations. The description of products and services provided by these organizations can be found in the
individual organizations executive summaries.

Goals

The Agency Services organizations seek to provide governance and support to the business units at the lowest
possible cost, with costs being allocated appropriately.

The near-term and long-term objectives for each of the organizations contributing to the Agency Services G&A
pools can be found in the individual organizations executive summaries.

Changes from the 2010 IPR

Agency Services G&A:

Before each IPR process, BPA’s Accounting and Reporting group conducts a review of the Agency Services cost
allocations pools and the cost drivers used to assign Agency Services costs to power and transmission rates. As
part of this review, they meet with key managers to verify that the makeup of the cost pools and the drivers
are up-to-date and accurately reflect cost causation. Potential changes to allocations are presented to the
Chief Accounting Officer and the Chief Financial Officer for review and approval. They are then implemented in
the IPR, the upcoming year’s budgets and actuals. The accounting review for the 2010 IPR resulted in minor
changes to a number of pools. The most significant change came in the portion of overheads assigned to
transmission capital, which increased due to the large transmission capital programs.

Summary of changes in allocation percentages:

e Security Services cost pool rate changed from 22 percent for Power, 77 percent for Transmission and one
percent for F&W to 10 percent for Power, 88 percent for Transmission and 2 percent for F&W based on
updated security strategic priorities and new organizational structure.

e Accounting and Finance cost pool rate changed from 50-50 percent to 45 percent for Power and 55
percent for Transmission due to discontinuing direct charging by certain finance personnel and using
drivers for Disbursements and Payroll.

e Risk Management changed from 42 percent Power and 58 percent Transmission to 60 percent Power and
40 percent Transmission based on removal of COOP from the Risk Office offset by increased work
performed for Transmission.

e Supply Chain Purchasing Services changed from 38 percent Power, 25 percent Transmission and 37
percent F&W to 41 percent Power, 33 percent Transmission and 26 percent F&W due to increased
purchasing services for Transmission.

¢ Billing and Metering changed from 58 percent for Power and 42 percent for Transmission to 52 percent
for Power and 48 percent for Transmission based on a direction of effort study.

e Contracts and Forecasting changed from 48 percent for Power and 52 percent for Transmission to 53
percent for Power and 47 percent for Transmission based on changes in workload for the two business
lines.

The significant changes for each of the organizations contributing to the Agency Services G&A pools can be
found in the individual organizations executive summaries.
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Risk and Impact of Operating at Cost Target

The Agency Services G&A funding levels are determined by the level of service required to support the
business units. If the Agency Services budgets are reduced from the proposed level to the cost target levels,
there are some services that could no longer be provided. Those services are outlined in each of the individual
organizations executive summaries.

Challenges/Constraints

Agency Services G&A:

The Agency Services organizations continue to seek efficiencies. The challenges and constraints for each of the
organizations contributing to the Agency Services G&A pools can be found in the individual organizations
executive summaries.
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4.1 TRANSMISSION OVERVIEW

FY 2014-15 is a time of great promise for the Federal Columbia River Transmission System (FCRTS). A new
generation of technological improvements, such as the Western Interconnection Synchrophasor Program
(WISP), promise unprecedented levels of precision in real-time Transmission system operations, and the

A D M

N IS T R AT

potential to optimize both available Transmission capacity and system reliability.

O N

At the same time, a series of challenges is driving the costs of planning, operating and maintaining one of the
world’s largest and most sophisticated integrated Transmission networks upward:

e The swiftly-evolving mandatory reliability standards compliance landscape is significantly increasing BPA

workload and costs

e Rapid growth in the volume of renewable energy connecting to the FCRTS has dramatically increased wind
integration costs and demand for balancing services

e Compliance requirements include significant mandatory physical upgrades to an aging FCRTS, driving

maintenance costs upward.

Despite these pressures, in FY 2011, Transmission Services’ actual IPR operating expenses came in $26 million
below start-of-year budget levels, thanks to dedicated cost management strategies. Transmission spending
levels are forecast to increase at a compound annual growth rate of 3.1 percent from start-of-year 2012 to

2015.

Comparison of Forecast Growth Rate in 2010 IPR to 2012 IPR

Transmission

2010 IPR

2012 IPR

FY 2009 Actuals to
FY 2013 Final IPR

FY 2011 Actuals to
FY 2015 Proposed

Overall 5-year change

Compound Annual Growth Rate

26.4%
6.0%)

21.5%
5.0%)

The 2-year average proposed “IPR Operating Expense” levels for the FY 2014-2015 period reflect increases

over the FY 2012-2013 rate case forecasts by 6.3 percent for Transmission.
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Potential Transmission Revenue Requirement
Proposed Transmission Services Expenses FY 2014-15
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Transmission Summary Statement of Program Expenses
2011 2012
Start of Start of
($$95) Year Actuals Delta Rate Case Year Delta
Costs Described in IPR
Operations 128,088 114,010 (14,077)| 130,050 131,650 1,600
Maintenance 142,151 128,937 (13,214) 146,713 148,546 1,833
Engineering 32,033 30,895 (1,138) 31,800 35,050 3,250
Non-Between Business line Acquisitions and Ancillary Services 7,531 6,750 (782)| 11,420 5,827 (5,593)|
Agency Services G&A 71,888 75,645 3,758 77,100 73,673 (3,427)|
Subtotal 381,691 356,237 (25,454)| 397,083 394,746 (2,337)
Other Costs*
Between Business Line Acquisitions and Ancillary Services 99,356 109,352 9,996 126,953 126,960 7
Reimbursables 9,920 13,807 3,887 9,917 10,025 108
Subtotal] 109,276 123,159 13,882 136,870 136,985 115
| Total]l 490,968 | 479,396 | (11,572)] 533,953 | 531,731 |  (2,222)]
2013 2014 2015
Proposed Proposed Proposed
($$%)| Rate Case IPR Delta IPR Target IPR Delta IPR Target IPR Delta
Costs Described in IPR
Operations 133,590 133,372 (218) 137,828 140,606 2,778 140,776 144,319 3,543
Maintenance 150,831 151,963 1,132 153,971 154,250 279 157,165 157,910 744
Engineering 32,803 40,192 7,389 36,893 41,642 4,748 37,648 41,773 4,125
Non-Between Business line Acquisitions and Ancillary Services 11,590 5,438 (6,152)| 6,010 6,316 307 6,123 6,432 309
Agency Services G&A 78,781 78,816 35 77,677 79,642 1,966 79,233 82,218 2,985
Subtotal 407,595 409,781 2,186 412,379 422,457 10,078 420,946 432,652 11,705
Other Costs*
Between Business Line Acquisitions and Ancillary Services 130,489 130,490 1 130,490 130,490 - 130,490 130,490 -
Reimbursables 9,914 10,064 151 10,530 10,530 - 10,745 10,745 -
Subtotal] 140,403 140,555 152 141,020 141,020 - 141,236 141,236 -
| Totall 547,998 550,336 2,338 | 553,399 563,477 10,078 | 562,182 573,887 11,705 |

*Other Costs are presented but not described in detail during the IPR process.
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Program Details

2011 2012
Rate
($$$) | Start of Year Actuals Delta Case Start of Year Delta
Information Technology 7,468 6,768 (699) 7,349 7,370 21
Power System Dispatching 12,285 11,649 (636) 12,336 12,979 643
Control Center Support 15,399 14,753 (646)| 14,083 15,076 994
Technical Operations 7,092 4,725 (2,367)| 8,385 7,401 (984),
Substation Operations 21,269 21,286 18 21,065 21,417 352
Total 63,513 59,182 (4,331) 63,218 64,244 1,026
2013 2014 2015
Rate IPR IPR
($$%) Case Proposed IPR Delta Target Proposed IPR Delta Target Proposed IPR Delta
Information Technology 7,529 7,298 (230) 7,635 7419 (216) 7,793 7,573 (220)|
Power System Dispatching 12,748 12,748 - 13,589 13,589 13,892 14,123 231
Control Center Support 14,498 14,998 500 15,687 18,562 2,875 16,015 19,298 3,283
Technical Operations 8,623 7,197 (1,427) 6,897 6,745 (152) 7,049 6,974 @5)
Substation Operations 21,735 21,634 (101) 22,407 22,307 (100)} 22,900 22,815 (85,
Total 65,133 63,875 (1,258) 66,215 68,622 2,407 67.650 70,783 3 134l|

Description, Purpose and Responsibilities:

System Operations contains expenses for power system dispatching, control center support, technical
operations, substation operations and Agency Services cost s for IT. Many of the programs provide key
technical support for BPA’s implementation of North American Electric Reliability Corporation (NERC)
mandatory reliability standards and federal cyber security standards.

Information Technology: Implements and maintains automation solutions to meet Transmission business
needs, including transmission asset tracking systems, Fiber Management Systems (TCMS), geospatial solutions
(eGIS).

Power System Dispatching: Provides dispatching, control, and monitoring of the electric operation of the
Federal transmission system.

Control Center Support: Provides planning, engineering, design, construction and O&M support for
infrastructure used by power system dispatchers to operate and control the Transmission grid, including 24/7
monitoring of Control Center automation and the system-wide communications network.

Technical Operations: Optimizes use of the transmission system while maintaining known safe operating
limits by providing products and specialized technical and operational support for real-time dispatch of the
transmission system. Coordinates with other internal groups, public utility customers and constituents,
Western Interconnection utilities, and regional and national reliability entities, development and management
of near-term operational transfer capabilities, outage coordination support, development of control center
automation requirements, and providing primary technical oversight for crucial Transmission reliability and
scheduling functions such as SCADA, RAS, and disturbance monitoring and reporting systems.

Substation Operations: Responsible for field operations, including station inspections, switch orders,
switching, first response, emergency response, and outage planning. Develops policies, procedures and
standards for substation operations, and is responsible for BPA’s switching and clearance procedures,
management of access to energized facilities and development of the Operations Technical Manual.

Goals

Information Technology: Long—term objective is to maintain a reliable and secure infrastructure. Near-term
goals include continued development of cloud-based Software as a Service (SaaS) solutions. Potential SaaS
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candidates include Talent Acquisition, Ecommerce Phase Il, Aircraft Services and Disaster Recovery.

Power System Dispatching: Maintain a safe and reliable power system; enhance BPA’s ability to coordinate
required outages by embracing new technology as it becomes available, training system dispatchers in best
industry practices, continued response to real-time events on the power system, and continue to implement
new tools to improve situational awareness of the power system.

Control Center Support: Upgrade critical control center systems that provide real-time monitoring of the
power grid, provide improved tools for dispatchers, optimize management and maintenance of these systems,
support the following initiatives, many of which are driven by statutory requirement:

e Western Interconnection Synchrophasor Program (WISP), which will support improved dispatcher real-
time power system visibility and situational awareness, improved modeling validation, and improved post-
disturbance analysis.

e NERCCIP 002-011 Version 5: A new and greatly expanded version of NERC'’s Critical Infrastructure
Protection (CIP) standards is scheduled to move into full regulatory implementation in early 2015.

e Network Operations Center: System Operations is establishing a Network Operations Center at Dittmer
Control Center (DCC) to support the centralized operation, maintenance, and administration of the new
telecommunication and network systems that are being established through capital projects, including
WISP, OMET, and mobile radio replacement.

e NERC EOP 008: The new NERC Emergency Operations Planning standard is intended to ensure continued
reliable operation of the bulk electric system in the event that a control center becomes inoperable.
Compliance with NERC EOP 008, which goes into effect on July 1, 2013, will impose greatly expanded
reporting requirements, processes, and procedures.

e DC RAS Upgrade Project: This project will upgrade and replace BPA’s current DC RAS systems, which have
been in service since 1988. The project is scheduled to be completed in 2013.

e Other near-term Control Center Support initiatives include enhanced wind integration capabilities,
enhanced within-hour and sub-hour dispatching, and continued improvement of BPA's cyber security
capabilities

Technical Operations: Implement new flowgates to ensure compliance with NERC ATC standards, explore
seven-day-per-week technical operations coverage (and possible 24/7 coverage) in response to new NERC
standards, implement new tools to increase real-time and near-term visibility of system conditions, develop
more accurate modeling tools to enhance system protection and reliability. Strategies include:

e Maintain compliance with NERC Available Transfer Capability (ATC) reliability standards.

e Plan for implementation of Sustain Transmission that is Available and Reliable (STAR Program), a long-
term approach to optimizing transmission availability.

¢ Implement solutions that allow more renewable resources to operate reliably in the FCRPS, such as the
development of Energy Imbalance Markets.

e Support previously-implemented solutions to optimize their operational and compliance benefits.

Substation Operations: maintain continuity of substation operations support at both the central technical and
field levels.

Changes from 2010 IPR

Control Center Support: increased costs and workload demands associated with compliance with regulatory
standards is the largest single change since the 2010 IPR.

Technical Operations: formed the STAR core team to maintain compliance with NERC ATC standards and
optimize transmission availability. Began preparing for dynamic energy market changes (such as a possible
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Energy Imbalance Market or changes to BPA’s long-term balancing strategy).

New Programs/Projects

Control Center Support

e Network Operations Center will require 24/7 staffing, a significant increase in FTE. The Network
Operations Center is critical to regulatory compliance for BPA’s communications systems.

e Increased functionality of the Monroe Control Center under NERC EOP 008 will significantly enhance the
bulk electric system’s resiliency and reliability, but will also require additional staffing expenditures.

e  WISP implementation in FY 2013 will allow the Control Centers to monitor the power system in ways that
have never been possible before in terms of real-time system conditions and after-the-fact analysis. But
will increase data traffic exponentially, requiring additional monitoring and support.

Technical Operations
e Asthe STAR program evolves from implementation to maintenance, permanent staffing will likely be
required.

Risk and Impact of Operating at Cost Target

¢ Non-compliance with NERC mandatory reliability standards.

e Liability associated with outages.

e Risk of not receiving the full benefit of BPA’s significant capital investment in new technology such as
WISP.

e Software required for compliance has a significant annual licensing cost. Without these investments, BPA
will be at-risk for non-compliance with multiple NERC standards.

e Reduced available system capacity due to inability to calculate the most accurate system reliability limits,
resulting in over conservative ATC calculations.

e Potential loss of the STAR program, resulting in loss of Transmission availability optimization.

Challenges/Constraints

e  Costs and workload responsibilities associated with regulatory compliance are increasing, due in part to
the continual evolution of regulatory requirements (both in NERC reliability standards and in cyber
security requirements).

e Rapid technological evolution — by the time a new system is fully implemented, it may already be
obsolete. If BPA does not have the latest technology in place, it is not optimally protected.

e Adequate staffing including field substation operator craft positions, it continues to be extremely
challenging to find trained/experienced replacement workers.

e The increasing complexity of the system.

e Increasing transmission system demand — optimizing available capacity while continuing to operate the
system safely and reliably is a continual challenge.

Competing agency priorities such as long-term solutions to oversupply, restarting Network Open Season, and
integrating renewables could create staffing constraints. This could limit BFTE available to staff the core team
for the STAR program as well as limit time available from many subject matter experts who are needed to
support the project.
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4.3 SCHEDULING

FY 2014-2015 Average: Proposed IPR
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Program Details

2011 2012
Rate
($$%) | Start of Year Actuals Delta Case Start of Year Delta

Managing Supervision and Admin. - (11) (12) - - -
Reservations 5,586 3,850 (1,736) 1,088 5135 4,047
Pre-Scheduling 229 240 11 477 234 (243),
Real-Time Scheduling 4,208 3,950 (258)| 5,090 4,214 (876),
Technical Support 2,531 1,226 (1,305) 5,665 1,263 (4,402)
After-the-Fact Scheduling 293 156 (137)) 453 213 (240)

Total 12,847 9.412 (3.435) 12,772 11,058 (1.714)

2013 2014 2015
Rate IPR IPR
(53%) Case Proposed IPR Delta Target Proposed IPR Delta Target Proposed IPR Delta

Managing Supervision and Admin. - - - - - - - - -
Reservations 1,109 1,134 25 5,372 5,697 325 5,491 5,816 325
Pre-Scheduling 486 486 - 246 246 - 252 252 -
Real-Time Scheduling 5,185 5,627 442 4,419 5,436 1,017 4,520 5,537 1,017
Technical Support 5,749 5,749 - 1,322 1,007 (315)| 1,352 1,031 (321))
After-the-Fact Scheduling 462 462 - 224 224 - 229 229 -

Total 12,991 13,458 467 11,583 12,611 1.027 11,843 12,865 1.021

Description, Purpose and Responsibilities

BPA'’s Scheduling Program contains expenses for reservations, pre-scheduling, real-time scheduling, scheduling
after-the-fact, and technical support.

Reservations

e Conducts analysis to determine whether specific transmission requests can be granted, subject to
requirements of the Open Access Transmission Tariff (tariff) and FERC orders, runs market competitions,
assists customers with questions about their transmission requests and operation of OASIS.

Pre-Scheduling
e  Conducts sales and scheduling of transmission for next day(s) operations per the WECC Pre-Schedule
timeline.

Real-Time Scheduling
e Conducts sales and scheduling of transmission services for next hour delivery, curtails schedules in-hour as
system conditions require.

Scheduling Technical Support

e Conducts technical analysis of scheduling operations to ensure compliance with external regulations and
WECC business practices; and develops documentation to support the Real-Time, Pre-Schedule and After-
The-Fact functions.

Scheduling After-The-Fact
e Verifies net scheduled and net actual interchange, and investigates and resolves discrepancies.

Support from Agency Services

Information Technology

e Ensures that scheduling teams have access to the systems required to perform their functions at an
alternate scheduling facility within the compliance-mandated time period following a disruptive event,
and that the systems will have the same or better communications and operational functionality as that
provided at the primary scheduling facility.
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Goals

e Activation and full functionality of the new Alternative Scheduling Capability facility at Munro Control
Center (MCC) in Spokane, WA.

e Participation in national standards development with NAESB such as OASIS and various other required
commercial business regulatory processes.

e Development of business requirements for implementation of Transmission Scheduling automation
projects.

e Continuity in staffing and preservation of expertise to maintain forward momentum on pressing issues
and key performance areas, including systems development, NERC ATC compliance and Network
Integration Transmission Service on OASIS/NAESB standards development.

e Development of an effective staffing plan for operating real-time scheduling desks from two locations
simultaneously.

e InFY 2013, begin testing real-time scheduling and pre-scheduling procedures at the interim back-up in the
MCC conference room.

e Integrate six TERM positions as contractors beginning Oct. 1, 2013.

e Ensure all scheduling operation functions are NERC, WECC, NAESB, and FERC compliant.

Changes from 2010 IPR

e Annual add-ons to the initial wind initiative and implementation of new and revised services relating to
generation inputs, such as Variable Energy Resource Balancing Service and Dispatchable Energy Resource
Balancing Service.

e Permanent staffing at the Alternative Scheduling Capability (ASC) facility at MCC; Pre-Schedule After-the-
Fact to ensure back-up capability at the ASC.

e Transferred most of the Scheduling — Technical Support Program spending to the Scheduling —
Reservations Program effective 10/1/2012

New Programs/Projects

e Added up to seven BFTE TERM positions to work on Commercial Transmission scheduling systems in order
to achieve compliance with NERC, NAESB, and FERC requirements.

¢ Implement automation projects associated with tariff provisions.

¢ Implement Network Integration Transmission Service on OASIS that meets NAESB and tariff requirements
and customers’ needs.

e Support the development and implementation of new tariff initiatives (such as FERC Order 1000).

¢ Implement new Network Open Season and Generation Interconnection processes, and work to integrate
with other regional planning processes.

e The Alternate Scheduling Capability facility will provide full redundancy in an emergency situation
impacting operability at the Dittmer location.

e The required Alternate Scheduling Capability facility will be able to support the required scheduling
functions 24/7 and requires a state of readiness providing 24/7 availability of workspace and required
systems with little or no warning.

e FY 2014-15 includes travel costs for testing real-time scheduling functions at the new facility in FY 2014
and training new schedulers at the Dittmer location prior to fully staffing at MCC.

e FY 2014 and 2015 relocation costs for two FTE. Estimate is for 1-3 new FTE for new duty station at MCC.
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Risk and Impact of Operating at Cost Target

e NOS and Gl reform, flow gates, curtailments, implementation of the tariff, wind initiatives, and rate case
initiatives, and day-to-day activities are driven by either mandatory compliance or requests from BPA’s
customers. These efforts require additional resources. Beginning Oct. 1, 2013, anticipate the need for
additional resources to perform the upgrades to Transmission Commercial systems.

e Without critical IT business system support, there is a greater probability of violating NERC, NAESB, and
FERC standards due to heavy reliance on manual processes.

e Impaired ability to continue or rapidly recover scheduling operations in the event of a major, regional
disruptive event in the Portland metro area.

e Staffing at the alternate site could be delayed and real-time scheduling could lack full redundancy in an
emergency situation, impacting operability at the Dittmer location.

Challenges/Constraints

¢ Increasing complexity of mandatory NERC, NAESB, and FERC compliance standards.

e lack of systems and reporting tools to monitor status of BPA’s compliance with complex compliance
standards.

e Continuing growth of resources is creating operational challenges.

e  Retirement of staff with critical knowledge and expertise

e Increasing e-Tag volume is pushing BPA’s current scheduling automation systems to their performance
limits. BPA can no longer rely on manual processes to back up scheduling systems.

e Increasing complexity of Congestion Management tools.

e Increasing complexity of the implementation of the Failure to Comply process.
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4.4 BUSINESS SUPPORT

FY 2014-2015 Average: Proposed IPR

Business

Support

$41,723
10%

45,000

40,000

35,000

30,000

25,000

20,000

15,000

10,000

5,000

$Thousands

Actual
Rate Case
Rate Case
IPR Target
IPR Target
Rate Case

Proposed IPR
Proposed IPR
Proposed IPR
Average
Proposed IPR

Fiscal 2007

Year

N
S o
gy
w N

72



B ONNEV I L L E P O W E R AAD M I NI S TR ATI ON

Program Details

2011 2012
Rate
($$%) | Start of Year Actuals Delta Case Start of Year Delta

Executive and Administrative Services 13,983 12,179 (1,804)| 13,401 13,721 321
Legal Support 3,269 2,609 (660) 2,984 2,822 (162)
General Administrative 10,213 10,191 (22) 11,714 14,390 2,676
Aircraft Services 2,147 1,121 (1,026) 2,372 2,037 (336)|
Logistic Services 5,490 3,532 (1,957), 5,644 4,934 (710)|
Security Enhancements 645 482 (163} 977 937 (40)

Total 35,747 30,116 (5 632ﬂ 37,092 38,841 1,750

2013 2014 2015
Rate IPR IPR
($39) Case Proposed IPR Delta Target Proposed IPR Delta Target Proposed IPR Delta

Executive and Administrative Services 13,764 12,810 (954) 14,355 13,774 (581), 14,662 14,106 (556)
Legal Support 3,227 4,057 830 2,900 3,877 977 2,966 3,951 985
General Administrative 11,949 13,849 1,900 16,521 16,673 152 16,768 16,967 200
Aircraft Services 2,438 2,321 (117) 2,117 2,030 87) 2,161 2,294 133
Logistic Services 5,792 5214 (579) 4,794 4,549 (245), 4,944 4,471 473)
Security Enhancements 1,001 1,001 - 966 373 (593 984 380 (604)

Total 38,170 39,251 1,081 41,653 41,276 (377) 42,485 42,169 (315)

Description, Purpose and Responsibilities:

Business Support includes expenses for executive and administrative services, legal services, internal general
and administrative services, aircraft services, security enhancements, and logistics services. The services
included in these programs may be provided by the Transmission or Agency Services organizations.

Executive and Administrative Services

e Transmission Services Management including executive and manager labor, outplacement training,
Western Interconnected Electric System (WIES) insurance, and student tuition assistance and travel.
Expenses in this program are primarily from the Transmission organization. The WIES insurance is
provided through the Risk organization which provides third party liability insurance that covers losses
resulting from a cascading transmission system outage but does not include business interruption type
losses. The insurance is purchased by the WIES membership that includes utilities in the Western
Interconnect primarily located in the northwest.

General Counsel

e For the Transmission Business Unit, OGC provides legal advice and other legal representation regarding
development and implementation of BPA Transmission policies and Transmission tariffs, contracts and
rates; reliability standards; standards of conduct; market design (e.g., Energy Imbalance Markets);
negotiation and alternative dispute resolution services; and represents the agency in all areas of
administrative law, litigation and judicial appeals regarding BPA’s tariff, and statutory and contractual
responsibilities with regard to the provision of reliable Transmission service. Legal services cover the entire
gamut of services, from internal advice to defense in court.

Internal General and Administrative Services

e Provides support for Transmission Services, including training, Office Workers Compensation (OWCP),
awards, efficiency projects, strategic performance management, A-123, business case support,
benchmarking, and root cause analyses/lessons learned. The services captured in this program are
provided primarily by the Transmission organization. OWCP is provided through the Human Capital
Management office.

Aircraft Services

e Provides aviation support to ensure the reliability of the power system. BPA’s fleet consists of two fixed-
wing aircraft, flight crew, mechanics and dispatchers. The fleet is used to transport employees to support
the power system. Aircraft Services are provided by the Transmission organization to the entire agency.
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Costs incurred for the benefit of the Power Services business unit are charged to Power through an
allocation.

Logistics Services

Provides procurement, materials management, fleet, supplemental labor and logistics services. Provides
method for obtaining equipment, materials, and services to support work requirements, while ensuring
ethical, risk-appropriate business practices that are compliant with internal controls. Monitors and
manages the timely and efficient execution and conduct of all Supply Chain functions across the Agency.
SCS is a corporate organization and logistics services are charged directly to Transmission.

Security Enhancements

Protects critical transmission assets by conducting security system performance testing, security risk
assessments, coordination and liaison with local, state, and federal law enforcement, and management
and oversight of capitalized physical security projects at critical transmission sites. Services also include
limited security officer deployments in response to security incidents at Transmission field sites. Security
Services are provided jointly by the Transmission Field Services organization and by the Security Services
office, a corporate organization.

Goals

Executive and Administrative Services

Attract highly qualified students that will later fill the jobs of retiring BPA employees. This succession
program allows Transmission Services to hire students before they graduate, rotate and train them in
different functions that are critical to Transmission, and have them ready to assume the roles of the
retiring work force. This program is a key component of BPA’s succession planning and ability to build a
new workforce with highly trained and diverse personnel.

General Counsel

Defend and assist in implementation of BPA’s Open Access Transmission Tariff. This includes internal
services, customer negotiations and on-going FERC proceedings. Reliability is a constant priority, so OGC
will continue to provide advice regarding standards interpretation and implementation, FERC and WECC
audits, and dispute resolution. Network Open Season redesign, Energy Imbalance Market development,
and efforts to integrate renewable power are also priorities.

Internal General and Administrative Services

Ongoing training and support for Transmission Process Improvement Process (TPIP) applications as well as
support for other Transmission applications currently in use. TPIP objectives are to provide business
analyst support for the Asset Register Change Control Board so they may be more effective in addressing
operation risks of the Asset Register and technical expertise. Support Transmission management in
establishing effective process performance management in order to improve control environment. BPA’s
recognition system consists of a series of integrated policies, processes, and practices for rewarding its
employees in accordance with their contribution, skill, competence, and value added to BPA operations.
The specific purpose of this system is to communicate and support BPA’s values, standards, and
expectations, encourage workforce behavior that contributes to the achievement of BPA’s mission and
objectives. Application of Root Cause Analysis practices is to be an integral part of continuous
improvement and operational excellence. These practices reinforce an organizational culture of learning
and continuous improvement and increase the likelihood of successfully delivering on its goals and
objectives. Once fully operational, Integrated Program & Process Improvement (IPPI) will reduce costs,
effort, and rework, and improve overall effectiveness of all business improvement projects.

74



B ONNEV I L L E P O W E R AAD M I NI S TR ATI ON

Aircraft Services

e Provide aerial support to meet emergency call-outs with a 90 percent aircraft operations scheduling
effectiveness rate, within Aircraft Service’s operational constraints and meet two scheduled annual
routine patrols of the entire Transmission System, and complete special inspections as requested with an
aircraft operations scheduling effectiveness rate of 98 percent.

Security Enhancements
e Increase field presence to reduce losses due to vandalism and metal theft. Implement the Critical Asset
Security Plan (CASP) to improve protection of BPA’s critical assets.

Logistic Services

e  Supply Chain Services is focusing efforts on employee engagement/retention; Talent Management; Risk
Management and continuous process improvement using LEAN principals to identify process
improvements within the bounds of acceptable risk.

Changes from 2010 IPR

General Counsel

e There has been a significant increase in legal work associated with FERC jurisdiction over BPA’s
transmission activities. Due to increasing complaints that FERC should exercise its section 211A
jurisdiction, OGC anticipates increased representation before FERC and the need to more frequently
contract with outside counsel.

Logistics Services

e Logistics Services implemented the consolidated Fleet Management organization which will ultimately
help offset future fleet costs at BPA. Moving maintenance costs from business lines into agency
operations allows for a strategic BPA perspective on managing the fleet, but also exposes the agency to
risk when planned spending levels do not adequately take into account projected workload.

New Programs/Projects

Aircraft Services:
e By 2015, based on projected flight hours, many of the aircraft in BPA’s fleet will be due for mandatory life-
limited parts replacement, an investment of $435,000 above the cost target.

Risk and Impact of Operating at Cost Target

General Counsel

e  FERC's assertion of authority over BPA operations in FERC’s order on Environmental Redispatch has
significant budgetary implications for Legal Services: 1) increased FERC complaints under Federal Power
Act section 211A, resulting in additional hearings and evidential proceedings at FERC, and an increased
reliance on outside counsel; and 2) increased costs for tariff change, implementation and review. Risks
attendant to inadequate funding for these activities include lost opportunities to better position BPA with
respect to FERC, and to prevail on contested issues.

Internal General and Administrative Services

e The Integrated Program and Process Improvement (IPPI) function will look to enable and support broader
range business decisions by reducing the cost of IT Projects through better requirements definition and
enhanced business involvement; enabling execution of Transmission’s strategic objectives through
efficient project management; and instilling business process management and continuous improvement
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as disciplines within Transmission. The TAS — Inside-the-Fence project achieved its objectives and was
successfully closed out. The project team has moved forward to the next phase which includes the
outside-the-fence work. The Microsoft Project Integration project achieved its objectives and was
successfully closed out. The first generation resource management functions of Strategic Capability
Planning, Demand Planning and availability to Promise were established.

Security Enhancements

e Lower-than-requested funding for Security Services funding will result in delayed implementation of
improvements to the aging security infrastructure at BPA’s Transmission substations. Operating at the
cost target would also defer replacement for critical components during a scheduled system-wide
maintenance initiative. Delayed maintenance means a greater risk of failing critical components which
may impact security system reliability, as well as increased emergency maintenance costs.

Challenges/Constraints

Executive and Administrative Services

e The primary challenge facing the Transmission Student Program is competing with outside industry for
highly-qualified students — especially, for highly-qualified female and minority students. Salaries in BPA’s
internship program are generally lower than private industry; females and underrepresented minority
candidates are sometimes recruited by private industry before BPA even has a chance to interview them.

Internal General and Administrative Services

e The IPPI program is needed to address management systems and bring about a responsible, integrated,
coordinated approach to continuous improvement. Lack of an integrated approach to continuous
improvement degrades both the effectiveness and efficiency of Transmission’s improvement efforts and
creates collateral damage that results in additional corrective actions and rework.

Aircraft Services

e Primary challenge is the rising cost of aviation fuel vs. estimated cost per gallon. A sudden increase in fuel
costs could substantially affect Aircraft Services’ operating budget. For example, at 1,400 flight hours per
year, BPA's fleet uses 189,700 gallons of fuel. A $2-per-gallon fuel cost increase would result in an
additional annual cost of $379,000. For IPR budgeting purposes, management averages the per-gallon
price of aviation fuel for the three previous years to calculate an expected fuel cost for the next budgetary
period. Actual future fuel costs may be significantly higher than budgeted.

Logistics Services

e Supply Chain Services relies on technology to facilitate work product efficiencies. As technology has
progressed, the agency has been slow to transition to newer, more user-friendly and sophisticated
software in order to improve efficiency and effectiveness. SCS still relies heavily on labor-intensive manual
processes that introduce greater margin for error and increased cost.

Security Enhancements

e Multiple capital enhancements are scheduled for the FY 2013-15 timeframe, which will increase both the
guantity and complexity of the security systems in the field. The increased cost of managing these
additional assets including performance testing, maintenance and renewal will impact the program three
to five years after deployment. The near-term challenge is to gain efficiencies where possible to position
Security Services to absorb these costs to the greatest extent possible.
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Program Details

2011 2012
Rate
($3%) | Start of Year Actuals Delta Case Start of Year Delta

Transmission Finance 296 270 (26) 303 303
Contract Management 4,623 4,058 (565) 4,479 4,735 256
Customer Support Services (Trans. Billing) 2,424 2,226 (198) 2,333 2,400 67
Business Strategy and Assessment 6,170 6,426 256 6,553 7,214 661
Transmission Sales 2,467 2,319 (149) 3,301 2,855 (446)
Internal Operations - 2 2 - - -

Total 15,980 15,301 (679) 16,969 17,507 538

2013 2014 2015
Rate IPR IPR
($3%) Case Proposed IPR Delta Target Proposed IPR Delta Target Proposed IPR Delta

Transmission Finance 310 - (310)| 318 - (318), 326 - (326)
Contract Management 4572 4,484 (88), 4,951 5,291 340 5,071 5,405 334
Customer Support Services (Trans. Billing) 2,382 2,801 419 2,500 2,858 357 2,564 2,930 366
Business Strategy and Assessment 6,670 6,140 (529)| 7,613 6,955 (658), 7,775 7,103 671)
Transmission Sales 3,362 3,362 - 2,994 2,994 - 3,062 3,062 -
Internal Operations - - - - - - - - -

Total 17,296 16,788 (508) 18,377 18.098 (279) 18,798 18,501 (297)

Description, Purpose and Responsibilities

The marketing program contains expenses related to sales, marketing contract management, transmission
billing, and business strategy and assessment.

Transmission Sales

e  Primarily responsible for customer relationships. Establishes updates and renews transmission contracts,
and explains changes in business practices or procedures.

Marketing Contract Management
e Analysis and support for Transmission Sales’ contracting responsibilities.

Customer Support Services (Trans. Billing)
e Core business services and leadership in support of BPA’s customer relationships, marketing, and sales
governance requirements.

Marketing Business Strategy and Assessment
e Transmission business policy and practices, OATT, business assessments, rate case support, and
commercial infrastructure.

Support from Agency Services

¢ Information Technology —Critical business systems support
e BPA’s Human Capital Management supports hiring
e  Risk supports risk informed decision-making

Goals:

Transmission Sales: Achieve Customer Satisfaction ratings of > 7.0-7.5.

Marketing Contract Management

e Participate in national standards development with NAESB for OASIS and various other required
commercial business regulatory processes.

e Support agency ABC Project initiative (thorough review of contracts to identify and correct errors and to
identify potential improvements).
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e Develop and maintain agency Contract System Automation requirements, including implementation of
the Customer Information Service Delivery systems

e Policy development to reflect NERC, NAESB, and FERC requirements.

e Improve data quality management process for contract development.

e Review and revision of 450+ O&M contracts.

Customer Support Services (Trans. Billing)

e Partner with other BPA organizations to ensure that systems and processes cost effectively meet future
BPA and customer needs. Continuously improve processes and controls to optimize data flow and
accommodate evolving industry requirements.

e Proactively review and administer contractual obligations as they impact bills, metering information, and
load forecasting.

o Staff development to facilitate expertise and responsible stewardship of processes and data.

Marketing Business Strategy and Assessment

e Provide policy assistance on issues ranging from ATC management and inventory to interconnections to
NOS and Gl reform to service delivery.

¢ Manage and maintain the OATT to be consistent with regulatory guidelines established by FERC and

NAESB. File revisions to the tariff as necessary to reflect consensus generated deviations, BPA needs

and/or ongoing orders. Oversee tariff compliance in policy development and tariff-related processes

across the Transmission organization.

Provide leadership in ancillary services specifications such as the provision of balancing reserves.

Support rate cases.

Address wind integration issues during interconnection policy development.

Participate in national standards development with NAESB, including OASIS development.

Lead customer outreach efforts, including quarterly customer forums and other meetings.

Near-Term Strategies:

Transmission Sales
e Ensure sufficient staffing from the Account Executive level downward to efficiently perform in key areas
such as contract development, customer relations, and customer service on agency initiatives.

Marketing Contract Management
e Ensure continuity in staffing and expertise to maintain forward momentum on key issues, including
contract development and customer service.

Customer Support Services (Trans. Billing)

e Implement a cross-functional data quality management program to foster continuous improvement in
data accuracy and minimization of manual and duplicate data inputs.

¢ Implement the Customer Review program to continuously improve contractual relationships across
business lines between BPA and individual customers.

e Raise awareness of Agency strategic initiatives and business and market trends to allow CSS staff to

respond effectively to the changing energy marketplace.

Implement benchmarking, metrics, and corrective action programs to propel operational excellence.

Establish a quality assurance program for billing determinants.

Complete enhancements in IT systems to maximize benefits to BPA and customers.

Support regulatory and other compliance requirements for BPA and customers.

Meet the demands of a changing energy industry by managing business operations efficiently and

effectively through standardized, continuously-improved systems and processes.
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Marketing Business Strategy and Assessment

Compliance with NERC standards and coordination with customers.

Tariff implementation.

Policy development for and implementation of Network Integration Transmission Service on OASIS.

Implementation of new Network Open Season and Generation Interconnection processes and integration

of BPA's processes with other regional planning processes.

Run two Rate Cases during the period with all associated workshops and processes.

e Lead the regional development for the Enhanced Bonneville Balancing Authority end state model that
could include an EIM market and other characteristics.

Changes from 2010 IPR

Transmission Sales

e Additional requirements pursuant to NERC Reliability Standards, BPA tariff filing with FERC for reciprocity,
BPA’s interim policy on over-generation supply (high wind/high water events), Energy Imbalance Market
and regional planning strategies.

Marketing Contract Management
e BPA Filing OATT with FERC, BPA's interim policy on over-generation supply.

Customer Support Services (Trans. Billing)

e Development of the Customer Information Service Delivery (CISD) integrating people, process, data and
systems across the CSS CISD portfolio by coordinating and managing operations holistically and Accurate
Billing of Customer Contracts (ABC) project, completion cross-organization coordinated customer review
program, implementation of the industry-standard CCM, CDM, CBC Phase 2, CP and VBARS system:s.

Marketing Business Strategy and Assessment
e  Re-evaluation of BPA’s Network Open Season and Generation Interconnection processes, filing of tariff
with FERC for reciprocity purposes.

New Programs/Projects

Marketing Contract Management

e NERC standard compliance agreements, implementation of Network Integration Transmission Service on
OASIS to meet tariff and customer needs, Tariff implementation, implementation of new Network Open
Season and Generation Interconnection processes and integration of BPA’s processes with other regional
planning processes. Additional resources will be required in order to expand BPA’s current ability to meet
all the necessary coordination and outreach.

Customer Support Services (Trans. Billing)
¢ Implementation of new rates or products may impose a significant one-time expense if IT system changes
are required.

Risk and Impact of Operating at Cost Target

Transmission Sales
e Potential customer dissatisfaction due to inability to implement initiatives that benefit customers.

Marketing Contract Management
e Potential monetary consequences due to noncompliance with NERC standards and FERC and NAESB
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requirements, potential customer dissatisfaction due to inability to implement initiatives that benefit
customers.

Non-Funded Items

Customer Support Services (Trans. Billing)
e  Funding limitations will delay the implementation of some planned IT system upgrades and
enhancements in FY 2014.

Challenges/Constraints

Transmission Sales

e Availability of transmission, compliance with NERC/WECC reliability standards, Network Open Season and
Generation interconnection reform, Tariff implementation, contract templates development, BPA’s
interim policy on over-generation supply (high wind/high water events).

Marketing Contract Management

¢ Increasing non-base load work and implementation in the following areas: Contract System Automation
system maintenance; implementation of new business requirements, ABC project work, increasing
complexity in mandatory NERC, NAESB, and FERC compliance standards implementation of Network
Integration Transmission Service on OASIS NAESB standards, staff retirements/workforce development.

Customer Support Services (Trans. Billing)

e  Prioritization of competing requests from agency stakeholders to make the best use of finite resources,
staff retirements/workforce development, IT funding to implement new systems, maintain and improve
existing systems, rapid evolution of industry and Federal requirements.

Marketing Business Strategy and Assessment

e Implementation of Network Integration Transmission Service OASIS, agency strategy for long-term ATC
management, wind-related concerns regarding reliability of the FCRPS, development and implementation
of Network Open Season and Generation Interconnection reform, development of transmission rates to
be implemented in FY 2014 -15 rate period, tariff implementation.
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4.6 MAINTENANCE

FY 2014-2015 Average: Proposed IPR
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Program Details

2011 2012
Rate
(6$%) | Start of Year Actuals Delta Case Start of Year Delta

Non-Electric Maintenance 24,935 23,548 (1,387) 26,412 26,323 89)
Substation Maintenance 26,820 25,580 (1,239) 30,167 29,940 (227)
Transmission line Maintenance 24,629 22,921 (1,708) 25,882 25,405 @)
System Protection Controls 13,278 11,388 (1,890) 12,802 12,783 (19)
Power System Control Maintenance 13,497 11,958 (1,539) 13,423 15,933 2,510
System Maintenance Management 8,126 5,292 (2,834) 6,320 6,282 (38)
Right-of-Way Maintenance 23,824 10,386 (13,438) 24,631 8,133 (16,498)
Heavy Mobile Equipment Management - 379 379 7 (249) (232)
Technical Training 2,830 2,530 (299), 2,804 3,170 276
Vegetation Management - 11,696 11,696 - 16,565 16,565

Total 137,939 125,680 (12.259) 142,513 144 285 1,772

2013 2014 2015
($59) Case Proposed |IPR Delta Target Proposed |IPR Delta Target Proposed |IPR Delta

Non-Electric Maintenance 27,033 26,823 (210)| 27,237 27,303 66 27,770 27,853 83
Substation Maintenance 31,038 31,003 (35) 31,121 31,122 - 31,777 31,777 1
Transmission line Maintenance 26,664 26,198 (467)| 26,126 26,139 13 26,685 26,820 135
System Protection Controls 13,215 12,852 (364) 13,096 13,096 - 13,381 13,381 -
Power System Control Maintenance 13,850 16,256 2,406 16,599 16,904 305 16,948 17,582 634
System Maintenance Management 6,516 6,399 (118) 6,436 6,434 @) 6,575 6,574 @)
Right-of-Way Maintenance 25,256 8,438 (16,818)| 8,428 8,428 - 8,597 8,597 -
Heavy Mobile Equipment Management (19) - 19 - - - - - -
Technical Training 2,991 2,888 (103)| 3,305 3,201 (104)| 3,376 3,269 (106)|
Vegetation Management - 16,818 16,818 17,135 17,135 - 17,471 17,471 -

Total 146.545 147,674 1.130 149.484 149.763 278 152,579 153,324 744

Description, Purpose and Responsibilities

System maintenance contains costs related to technical training, heavy mobile equipment maintenance, and
maintenance costs for system management, power system control, system protection control,
vegetation/right-of-way (ROW),transmission line, substation, and non-electric facilities.

Non-Electric Facilities delivers a total solution non-electric facilities asset portfolio that: fully meets all
operational performance requirements; is compliant with all regulatory and voluntary policies; and is executed
at the lowest cost practicable. The scope of this program spans the entire life cycle of non-electric assets.

Substation Maintenance provides service and repair of BPA-owned high voltage power system equipment,
including transformers, power circuit breakers and switchgear, reactive compensation installations, a HVDC
converter station, and other high voltage equipment within substations and energized facilities. It includes
field resources performing work on the substation power equipment and centralized resources that provide
technical support and laboratory services necessary for maintaining health and service life for installed
substation assets. This program also includes operations and maintenance of facilities jointly owned by BPA
and outside entities.

Transmission Line Maintenance maintains and repairs nearly 15,000 circuit miles of overhead transmission
lines and transmission line structures and fixtures such as steel towers, wood poles, cross arms, insulators,
overhead conductors and devices, as well as roads and trails.

Power System Control (PSC) Maintenance program is responsible for Power maintenance, communications
maintenance, construction and compliance activities, including costs for diagnostic support and repair of field
and Control Center communications equipment. It also maintains a spare parts inventory and provides
engineering support and training: PSC equipment classes and craftsman trainee selection, equipment
standards writing and compliance monitoring.

System Maintenance Management: Upkeep of capital plant, property, and equipment to insure its intended
function in support of the ongoing operations. Includes repairs and minor replacements of plant from point of
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generation to the entrance to the distribution system.

Vegetation Management and Rights of Way (ROW) Maintenance: The Rights-of-Way program is responsible
for ensuring that BPA can safely access, construct, operate and maintain its Transmission facilities. BPA’s
Control Vegetation program is responsible for keeping BPA’s rights-of-way clear of trees, brush, and
encroachments that could affect the safety, accessibility, and system reliability of the Transmission system.

Heavy Mobile Equipment Maintenance (HMEM): BPA'’s Fleet Management group is responsible for the
acquisition, maintenance, and overall asset management of BPA’s Mobile Equipment Fleet, as well as the
maintenance of over 150 Emergency Generators in unmanned sub-maintenance facilities. The HMEM project
is a clearing pool. The costs of operating and maintaining the equipment and vehicles are accumulated in this
project and then allocated monthly to the projects that use the equipment and vehicles.

System Protection Maintenance Control (SPCM): System Protection Control Maintenance (SPCM) is
responsible for testing, checking, maintaining, and adjusting meters, relays, controls, and other equipment in
BPA substations. SPCM is the technical expert on obsolete equipment no longer supported by the
manufacturer, but still on BPA’s system. SPCM is also responsible for system protection and communications
functions.

Technical Training: Provides training and continuing education for electrician, lineman, and operator
apprentices, craftsman, lineman, electricians, operator and engineer training and professional training for
Transmission Services annual employees.

Goals

Non-Electric Facilities: Continued work to inspect, upgrade, repair, and replace critical systems such as HVAC,
roofs, and septic systems; reduce backlogged maintenance and repair of existing building systems; reduce
emergency repairs; repairs and upgrades to facility life safety systems; and seismically harden critical facilities.
This program area supports sustainability initiatives by upgrading to sustainable fixtures and equipment when
replacements are necessary.

Substation Maintenance: As a major provider of bulk electric power transmission in the Pacific Northwest,
loss of transmission availability due to failure or poor performance of substation equipment is not acceptable.
Near term goal, is to assure acceptable operational performance and service life of high voltage substation
components. This includes assuring availability of human resources necessary for maintaining and repairing
heavy equipment to required maintenance and performance standards, and adequate management of:
equipment diagnostics; maintenance procedures; FERC/NERC/WECC regulatory compliance; environmental
obligations; and spare system equipment and parts for emergency repair and service restoration.

Transmission Line Maintenance: Priorities include the continuation of routine maintenance — helicopter and
working (ground) patrols, climbing inspections — and the successful accomplishment of all normal BPA
transmission line maintenance activities.

Vegetation Management and Rights of Way (ROW) Maintenance: The control vegetation program was
developed to ensure regulatory compliance with FERC, NERC, and WECC guidelines for managing vegetation,
and to prevent unplanned Transmission outages. BPA’s vegetation management strategy involves an ongoing
effort to clear and maintain land within transmission corridors through the implementation of integrated
vegetation management (IVM) practices. The objective is to ensure that vegetation growth does not impede
access to towers and potential of trees does not present the risk of arcing from energized lines.

PSC Maintenance:
e Upgrade/streamline batteries and chargers for field communications equipment to meet new transport
and end equipment needs.
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e  Continue to implement the Communications Equipment Retrofit program, a mandatory retrofit of BPA’s
DC power system for the communications network to address the root cause of a number of failures in
the 50-year-old system.

e Subcomponents of the Communications Equipment Retrofit program include filter/fuse panel upgrade for
the CISCO 15454 SONET node main backbone communications infrastructure. This effort will insure the
existing SONET node transport installations meet BES operational needs.

e Another subcomponent, the new Technical Evaluation and System Testing (TE&ST) team, will streamline
BPA’s equipment acquisition, integration and life cycle processes.

e Upgrade BPA’s SONET channel banks to comply with NERC's Critical Infrastructure Protection
requirements for both hardware and software.

e Implement T-25 or better technology, an upgrade of BPA's mobile radio system that will significantly
enhance the ability of crews in the field to communicate with Dispatch.

e Keep BPA’s existing communications system operational while enhancing reliability, capacity and
compliance.

Heavy Mobile Equipment Maintenance:

e Right-sizing and optimizing the fleet's utility to ensure that BPA has the right vehicles, in the right
locations, in the right configurations

¢ Improve preventative maintenance program resulting in reduced emergency or corrective maintenance.

e Perform life cycle analysis for all equipment.

e Increased capabilities for emergency response while reaping the benefits of a planned maintenance
strategy

System Protection Maintenance Control: Replace equipment before it fails and to keep the power system
running, using replacement program funding and SPC Alerts.

Long-Term Objective

Non-Electric Facilities: The overall, long-term objective of the Facilities Asset Management program is to
optimize, or fully leverage, the asset portfolio to provide reliable, sustainable non-electric assets that fully
meet current and known future agency business needs and ensure performance and condition standards that
comply with all applicable regulations while minimizing the life cycle costs. The four long-term objectives
supporting this goal include: Systems are in place to assess the health and performance of assets; investments
are prioritized based on need, risk and return on investment; industry standard operations and maintenance
practices are executed; and assets are sustainable and compliant.

Substation Maintenance: Long term objective is to assure that system performance is sustainable for current
and forecast inventory of Transmission facilities and substation equipment. Quantify equipment performance
levels as forecast costs required to ensure that BPA’s maintenance backlog remains below regulatory
requirements and above minimum maintenance and performance standards. Plan and execute asset
management strategies under the substation maintenance program to enable complete compliance with
equipment and facility maintenance regulations, environmental law and obligations. Plan for impact of an
increasing asset inventory due to new service interconnects and network enhancement as outlined by BPA
network planning and customer service engineering.

The costs associated with new regulatory requirements are anticipated to be a significant additional expense
based on current assessments, and are seeking cost-effective solutions to managing compliance mandates and
requested actions.

BPA is making use of efficiency initiatives to offset, as far as possible, the workload demands associated with
an increasing inventory of substation facilities and equipment
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Transmission Line Maintenance’s long-term objectives include:

e Addressing impacts to the system with respect to safety and potentially-catastrophic events.
Airway lighting replacements

Safety signage replacement (replacement of faded and illegible signs)

Evaluating the potential impact of seismic events on our towers

Replacing worn hardware components based on TLM's asset management strategy.

Vegetation Management and Rights of Way (ROW) Maintenance: The long-term goal is to prevent outages
from vegetation located on transmission line ROW by maintaining appropriate clearances between
transmission lines and vegetation. Strategies include the preparation of annual and out-year work plans and
the development of more effective strategies for scoping and estimating projects that will enable accelerated
project development.

PSC Maintenance’s long-term needs include upgrades to BPA’s fiber capacity, maintenance and
documentation capabilities.

e PSC Maintenance has also begun implementation of the Optical Network Management System (ONMS)
and Optical Fiber Management (OFS) systems, which look for and monitor breaks in existing fiber
networks, mobilizing maintenance personnel within minutes. These real-time fiber management systems
promise reduced outage time, streamlined repair cycle and significant system reliability benefits. OFM and
ONMS will also collect physical fiber baseline documentation for monitoring of age-related degradation,
manage fiber plant asset data, and anticipate weather-related fiber problems such as extreme ice loading.

e BPAis already experiencing data traffic limitations due to fiber constraints. BPA’s Dense Wave Division
Multiplexing (DWDM) program will evaluate new technologies to extend the life and capabilities of BPA's
existing fiber network. The goal is to increase the capacity of BPA’s existing fiber network up to 80 times
without installing new fiber. Initial DWDM scoping and analysis is already underway.

Heavy Mobile Equipment Maintenance: Development of a long-term replacement strategy.

Changes from the 2010 IPR

Heavy Mobile Equipment Maintenance: Centralized fleet management system, right-sizing initiative.

PSC Maintenance: PSC now has an asset management strategy in place — a major change in terms of timely
implementation, resource efficiency and cost effectiveness.

System Protection Maintenance Control: Obsolete equipment continues to deteriorate at a faster rate.

New Programs/Projects

PSC Maintenance: Investing in new fiber lines is significantly more expensive than maximizing the capacity of
existing lines, given the fact that the current cost per mile for new fiber lines is about $140 thousand. The
sooner the programs discussed under Long-Term Objectives can begin, the sooner they will begin to pay
significant reliability and cost-effectiveness dividends. Other risks, if these projects are not funded, include
increased outage frequency and duration for BPA and customer fiber and, ultimately, the power grid.

Substation Maintenance: An additional spend above our previous multi-year estimate for our substation
maintenance program is to refurbish 75 of our 550 kV class power circuit breakers due to age and loss of
reliability from an identified failure mode with the old interrupters. This program item alone represents
approximately $900 thousand material costs over FY 2013, FY 2014 and FY 2015. Battery load testing has been
added to our battery maintenance program one time equipment of 13 x $5 thousand ($65 thousand) and 0.8
FTE / year (584 thousand), and this is NERC/WECC compliance driven. Both of these are stated here as they
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represent a differential cost increase to the historical performance of our program spending.

Risk and Impact of Operating at Cost Target

Substation Maintenance: Program funding has demonstrated close tracking against program costs and has
averaged 98.3 percent spend against forecast over the past three fiscal years. Since resource staffing levels
and additional services are based on the operation and maintenance requirements of installed substation
equipment, reducing the funding level below proposed funding level would drive an increasing frequency and
longer duration of equipment outages. Discontinuity of service caused by poor substation or equipment
performance that is due to substandard maintenance or actions would lead to self-reported findings of non-
compliance with NERC/WECC standards and significant financial consequences in the form of fines and
mandated mitigation actions. Some undesirable outages may include loss of service to BPA customers and lost
power sale revenue for the duration of the outage.

Transmission Line Maintenance: The obvious risk is liability and lost transmission capacity if maintenance
cycles are not completed on schedule.

Vegetation Management and Rights of Way (ROW) Maintenance: Risks associated with lower-than-
requested funding for the ROW Maintenance program include significant system reliability issues, unplanned
Transmission system outages, an increasing backlog of maintenance work and land management cases, and
an attendant risk of WECC sanctionable violations.

PSC Maintenance: Risks of lower-than-anticipated PSC funding levels include unscheduled fiber outages,
increased outage frequency and duration, slipped construction schedules and energization dates, and
regulatory compliance issues.

Heavy Mobile Equipment Maintenance: Current funding levels are adequate. Any cuts to the expense
spending will lead to vehicle down-time, resulting either in deferred work for other departments, or higher-
than-budgeted vehicle rental costs. Cuts to the program’s capital will result in deferral of new vehicle
purchases and increased maintenance costs.

System Protection Maintenance Control: Asset Condition will continue to deteriorate, while risk of equipment
failure escalates. Maintenance costs will increase as more corrective work is required. Emergency capital
replacements will become the norm and will disrupt planned work. Reliability of the power system will be
compromised. System failures could result.

Non-funded Items

Transmission Line Maintenance: N/A, although the lighting, hardware replacement and signage programs
could be accelerated via a more aggressive funding schedule.

PSC Maintenance: Funding levels for many of the above-referenced programs are uncertain at this time. The
risk, if these efforts do not receive funding, is system reliability, regulatory non-compliance and loss of optimal
control system performance.

Heavy Mobile Equipment Maintenance: The fleet management system has been deferred until FY 2013,
which delays Fleet Management’s ability to do true cost analysis and trend analysis. The risk is lost
opportunities for efficiency and cost savings through trend and life cycle analysis. Until the new system is up
and running, BPA may forgo savings associated with vehicle turnover before they pass their maintenance
prime.
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Challenges/Constraints

Non-Electric Facilities: The asset inventory information and the asset condition and health data generated
through previous efforts are currently inadequate. In order to properly prioritize and resource the program, it
is critical to completely understand the condition, use and needs for each facility. BPA is not yet approaching
non-electric facilities maintenance in a strategic, comprehensive, and cohesive manner.

Substation Maintenance:

e Continual increase in compliance requirements over the next few years.

e Normalinflationary cost increases for equipment, parts and repair materials.

e Over the current and next rate periods, 16 new substations will be placed in service (approximately five
percent increase in station count). Substation Maintenance will use workload planning efficiency efforts to
accommodate increased resource demand without increasing maintenance resources staffing level.

Transmission Line Maintenance: Environmental concerns, transmission outages.

Vegetation Management and Rights of Way (ROW) Maintenance: Funding has fallen significantly every year
since FY 2009, from a high of $34.6 million to $22.1 million in FY 2011.

PSC Maintenance: Labor costs and the need for additional FTE is the major constraint on accomplishing PSC’s
goals and objectives. FTEs (as opposed to contractors) are especially valuable to PSC, because a holistic
understanding of BPA’s extremely complex communications system is necessary in order to integrate new
communications technologies without negatively impacting existing communications networks. BPA’s
transition to Carrier Ethernet Transport is also a constraint in the sense that BPA is the current industry leader
in the use of this technology to control the power system.

Heavy Mobile Equipment Maintenance:

e Ongoing reorganization to a centralized fleet management system.

e Transition to a standardized fleet (makes and models, reducing parts inventory and training
requirements).

e Establishing sound maintenance principles without a dedicated, functional fleet management system
(historical data validity issues).

e Presidential directives on fuel reduction, DOE mandates on hybrid vehicles, result in constraints on the
types of vehicles BPA is allowed to operate.
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4.7 ENVIRONMENT — POLLUTION PREVENTION AND ABATEMENT

FY 2014-2015 Average: Proposed IPR
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Program Details

2011 2012
Rate
(3$%) | Start of Year Actuals Delta Case Start of Year Delta
Environmental Analysis 80 21 (59)| 81 81 -
Pollution Prevention and Abatement 4,133 3,236 (896), 4,119 4,180 61
Total 4213 3,258 (955) 4,199 4,261 61
2013 2014 2015
Rate IPR IPR
($39) Case Proposed IPR Delta Target Proposed IPR Delta Target Proposed IPR Delta
Environmental Analysis 82 82 - 83 83 - 85 85
Pollution Prevention and Abatement 4,204 4,207 3 4,404 4,404 - 4,501 4,501
Total 4,286 4,289 2l 4,488 4,488 - 4,586 4,586

Description, Purpose and Responsibilities

Pollution Prevention and Abatement develops, coordinates, and manages environmental compliance actions
and programs associated with the operation, maintenance, and construction of BPA’s transmission system.
Key organizational responsibilities include the management of BPA’s Water Resource Protection and
Polychlorinated Biphenyl’s (PCB) reduction programs, as well as management of environmental investigations
and remediation projects for the agency.

Support from Agency Services

The success of the Pollution Prevention and Abatement Program is heavily dependent upon services from
Supply Chain, Asset Program Support, Transmission Project Management, System Operations, Transmission
Field Services, Substation Maintenance and High Voltage Engineering, Facilities Asset Management,

Laboratory Services

Goals

e Transmission Environmental Compliance — Ensure that all transmission activities, projects and facilities are
in compliance with all applicable environmental regulations.

e PCB Reduction — Reduction of PCBs, a primary persistent bioaccumulactive toxic chemical found in BPA’s
transmission system.

e Water Resources Protection — Ensure that storm water discharge at BPA’s transmission facilities (i.e.,
substations and maintenance complexes) meets all Federal and State standards established under the
Clean Water Act.

e QOil Storage Facilities — Ensure that BPA's oil storage facilities meet all Federal and State standards
established under the Clean Water Act and Hazardous Materials Regulations.

Near-Term Strategies:

e Transmission Environmental Compliance — Provide environmental guidance, training, monitoring, facility
inspections, and implementation of environmental requirements.

e PCB Reduction — Replace 30 or more pieces of high voltage equipment annually that are regulated for PCB
content under the Toxic Substances Control Act.

e Water Resources Protection — Install or upgrade drainage treatment and containment systems at
environmentally sensitive transmission facilities to maintain water resources protection and to prevent
regulatory non-compliance.

e QOil Storage Facilities — Install or upgrade oil storage at key transmission facility locations to meet
environmental regulatory standards and requirements.
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Risk and Impact of Operating at Cost Target

The impact and risk of operating at the cost target below the department’s proposed IPR program level would
likely include the following adjustments to the Pollution Prevention and Abatement Program:

PCB replacements would need to be slowed resulting in:
e Alikely increase in the number of PCB spills from equipment failures, impacting the expense spending for
the Transmission Maintenance program
e The potential for lost Transmission revenue due to outages caused by failure of 40+ year-old equipment
e Increased likelihood that BPA will not meet EPA's proposed 2025 deadline to have all equipment
containing greater than 50PPM PCB removed from service.
e High-priority oil spill containment projects, storm water treatment projects and oil storage projects at
environmentally sensitive sites will need to be pushed out to later years resulting in an:
o Increased likelihood of environmental fines and penalties from regulatory agencies that will
impact Transmission's expenses,
o Increased likelihood of natural resource and property damage caused by off-site release of
insulating oil from spills at BPA substations, and
o Increased risk of releases from Transmission facilities damaging critical ESA habitat previously
improved with funds from BPA's Fish and Wildlife program.

Challenges/Constraints

e Human resource limitations coupled with increases in process management requirements and increased
transmission construction may increase the likelihood of future environmental non-compliance.
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4.8 ENGINEERING

FY 2014-2015 Average: Proposed IPR
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Program Details

2011 2012
($39) | Start of Year Actuals Delta Rate Case | Start of Year Delta
Research and Development 6,604 6,656 52 7,583 7,517 (66)
TSD Planning and Analysis 12,110 10,801 (1,309) 11,531 12,767 1,235
Capital to Expense Transfers 4,000 3,826 (174) 4,032 4,000 (32)
Regulatory Costs 7,551 8,403 852 6,858 8,476 1,618
Engineering Line Rating - - - - 1,173 1,173
Environmental Policy and Planning 1,768 1,208 (559 1,797 1118 (679
Total 32,033 30.895 a 138-)z| 31.800 35.050 3 ZSO-ZI
2013 2014 2015
(3$$)| Rate Case |Proposed IPR Delta IPR Target [Proposed IPR Delta IPR Target [Proposed IPR Delta
Research and Development 8,000 7,991 ) 7,785 7,785 - 7,943 7,943
TSD Planning and Analysis 11,895 15,880 3,985 13,013 14,013 1,000 13,289 13,289
Capital to Expense Transfers 4,072 4,072 - 4,124 4,124 - 4,202 4,202 -
Regulatory Costs 7,008 10,091 3,083 8,867 12,015 3,148 9,049 12,561 3512
Engineering Line Rating - 382 382 1,958 2,539 580 1,996 2,589 593
Environmental Policy and Planning 1,828 1,776 (52)| 1,145 1,166 20 1,169 1,189 20
Total 32,803 40,192 7,389 36,893 41,642 4,748 37.648 41,773 4,125

Description, Purpose and Responsibilities:

System engineering consists of costs in support of the research and development program, transmission
system development planning & analysis, region association fees, and engineering line rating including the
allocated costs for industry restructuring, environmental planning & analysis, and costs associated with
cancelled capital projects and inventory adjustments.

Research and Development: BPA's Technology Innovation (Tl) initiative has an annual cycle of portfolio
funding based on strategic needs identified in the agency's technology roadmaps. BPA's technology
innovation projects constitute a portfolio of near, medium, and long-term projects that are expected to
produce direct financial benefits to BPA, and deliver value to the Pacific Northwest electric system. Key
business challenges such as environmental/global, market, policy and regulatory, and technology innovation
affect the Federal Columbia River Power System (FCRPS). To address these challenges, research and
development programs need to address identified technology needs. The aim of BPA’s Technology Innovation
program is to transform R&D into best practice applications. The road-mapping process identifies critical
technologies that have the potential to improve system reliability, lower rates, advance environmental
stewardship and provide regional accountability.

TSD Planning & Analysis provides technical support activities for the capital infrastructure program, such as
Transmission system planning studies in support of reliability standards compliance, non-wires solutions,
feasibility studies, pilot projects, and standardizing the programs for assets, grid modeling software
maintenance and evaluating potential system enhancements.

BPA’s Engineering Line Rating program surveys BPA’s entire 14,000-mile Transmission system to verify
capacity ratings and performance.

Regulatory and Regional Association Fees: The bulk of the funding for BPA’s Regulatory and Regional
Association Fees program covers staff time for meeting the NERC mandatory 693 and 706 (Critical
Infrastructure Protection) standards. This program addresses compliance with NERC mandatory standards
and provides input during standards development; maintaining compliance once standards are enacted,
supporting annual WECC self-certification; providing staff support for FERC and WECC audits. The program
also includes BPA’s WECC dues.

Environmental Policy and Planning: Provides guidance and direction on the integration of environmental
stewardship into BPA’s business decision-making. This provides BPA business lines with robust and
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comprehensive environmental planning & analysis in a cost-effective way using innovative methods and
techniques.

Capital to Expense Transfer Program: Conduct annual analysis of BPA’s outstanding capital work orders to
assess whether they should be expensed. As obsolete inventory is identified and disposed of, it is expensed to
this program.

Support from Agency Services
Research and Development relies heavily on the Technology Innovation program for project management.
Engineering Line Rating utilizes Aircraft Services, Surveying Services, Supply Chain, and Contracting.

Regulatory and Regional Association Fees rely on a number of organizations — HR, IT and security.

Environmental Policy and Planning relies on public affairs, real property services, supply chain, legal, HCM, IT
and print and mail services.

Goals

Research and Development: The Transmission Technology Roadmap specifically addresses challenges facing
BPA's high voltage transmission system and its interactions with generation sources and the distribution
systems of it customers. These challenges are planning operational and new technology integrations. The
planning operational challenges are addressed by:

Power System Modeling -- Development and Use of Common System Models

Transmission Operations

Situational Awareness and Visualization Tools -- Power Grid Optimization

Power Flow Controls

Power System Stability Control

Transmission Scheduling -- Shorter Duration Scheduling, Outage Management, Congestion Management
The new technology integration challenges are addressed by:

o Changing Generation Resources -- Integration of Variable Resources, Wind Modeling

o Changing Load Characteristics

o End Use (Customer/Utility) Devices

TSD Planning & Analysis: Comply with NERC Reliability Standards

e Perform planning studies to meet the NERC reliability standards requirements. This includes system
screening studies for the near-term and long-term planning horizons to assess the system reinforcements
required to meet load growth.

e Develop plans of service to accommodate load growth and firm Transmission service obligations

e Develop ATC base cases to comply with NERC MOD standards. Address Pending Transmission Service
Requests (TSR) by developing base cases to determine the existing Available Transfer Capacity (ATC) for
long-term Transmission service requests.

e Perform cluster studies to determine the system expansion needed to address long-term Transmission
service requests as part of the Network Open Season (NOS) Process.

e Assess Non-Wires solutions as part of the overall planning process to identify the feasibility of
implementing a non-wire solution as an alternative to Transmission reinforcement.

e Conduct BPA’s Regional Transmission planning coordination /process (Attachment K Process, participation
in study teams or WECC rating process)

¢ Integrate and coordinate Transmission asset management strategies into a comprehensive, overarching
strategy to evaluate trade-offs among replacing Transmission’s multiple assets and expanding the system
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using a standard and consistent total economic cost methodology.
e Examine current estimating methodologies and tools in order to propose a replacement system for the
current system.

TSD Planning & Analysis:

e Conduct Transmission planning studies to identify any mitigation plans necessary for NERC Compliance.

e Determine short-term and long-term Transmission inventories.

e Conduct periodic Network Open Seasons and cluster studies to determine the impacts and identify
reinforcements to accommodate Transmission service requests.

e Perform studies to reliably integrate renewable generation into the BPA Transmission system.

e Apply the joint asset strategy methodology developed in 2011 and 2012 across BPA’s remaining asset
strategies/programs and incorporate those into an integrated model.

¢ Create an estimating system project team and begin evaluating the current process, system, and
requirements.

Engineering Line Rating: The Engineering Line Rating program is using data from the ongoing LIDAR survey
project to gather information about existing Transmission facilities, to enable validation of BPA’s line rating
catalogue through field observations and data, providing a clear picture of the actual performance of the
Transmission system. One purpose of that analysis is to identify sections of the Transmission system where
additional capacity can be achieved through system improvements. The analytical phase of the Engineering
Line Rating (ELR) program is currently scheduled to continue through 2016, with further activities to be
determined. Implementation of ELR findings and recommendations will likely continue through FY 2020-21.

Regulatory and Regional Association Fees:

e Maintaining compliance, addressing ever-changing standards to ensure that BPA is prepared to be in
compliance once new standards are approved.

e Addressing the new equipment that will be covered by the new standards -- ensuring that policies,
procedures and resources are in place to ensure that the new equipment is compliant.

e Ensuring compliance of BPA’s new RAS system.

e Continued maturation of BPA internal processes — Transmission recognizes that there are internal
opportunities to improve assurance that BPA will remain compliant moving forward.

e The regulatory landscape is extremely dynamic, constantly changing, and staying abreast of all those
changes requires constant attention and analysis.

e  With respect to BPA’s Available Transfer Capability (ATC), BPA’s available transmission inventory, develop
a process improvement project to better integrate the efforts of multiple transmission organizations.

Environmental Policy and Planning: Transmission Services near-term goals are to continue to provide
appropriate, comprehensive, and cost-effective environmental analyses in support of Transmission programs
and activities, including major new projects such as the I-5 Corridor Reinforcement Project Environmental
Impact Statement; on-going transmission upgrades and replacements; and interconnection proposals, while
upholding BPA’s environmental stewardship responsibilities.

Environmental Planning & Analysis’ strategies to achieve its near-term goals include:

e Coordination and communication with Transmission planning and design staff to ensure that
environmental considerations are integrated early in the process;

e Effective utilization of contract resources (both supplemental labor and external consultation) to increase
flexibility and adaptability; and

e Training for transmission project and program staff to increase awareness and consideration of
environmental analyses in business practices.

Long term objective is to continue to provide Transmission with timely, comprehensive, and robust
environmental analyses to enable Transmission to conduct its business in an environmentally sound and cost-
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effective manner. Its Long-Term Strategy consists of:

e Continued efforts to integrate environmental considerations as early as possible in Transmission planning
and design.

e Support for internal efforts to innovate and streamline processes and procedures.

e Maintenance of a high-quality, collaborative, motivated staff with the skill mix and resources to
accomplish complex analyses clearly and effectively.

e Continue monitoring projects post-implementation to adaptively learn and improve mitigation measures
to address environmental effects of projects.

Capital to Expense Transfer Program: When capital projects are initiated, they are analyzed to ensure that
they qualify for capital funding consistent with capitalization policies and written guidance in the Plant Unit
Catalog. Performing this review up front reduces the number of projects that will be expensed in this program.
BPA’s Investment Recovery Center (IRC) coordinates and manages the disposal of all BPA-owned equipment,
including inventory, in compliance with Federal Law concerning the disposal of federally owned assets. IRC
directs the flow of material returns from the field, construction sites, and the central warehouse back to the
system. They provide services to assist all BPA organizations in achieving the most efficient use of materials
and equipment and are responsible for recovering the maximum value for materials and equipment that are
either damaged or excess to the agency’s needs.

New Programs/Projects

TSD Planning and Analysis: Funding is for a total economic evaluation across the remaining Transmission asset
strategies (programs) and incorporating those programs into an integrated model that will allow BPA to
optimize asset replacement and Transmission system expansion options. The cost of this 30-month project is
$2 million ($1 million in FY 2013 and $1 million in FY 2014).

Engineering Line Rating: The entire program is new since the 2010 IPR.

Regulatory and Regional Association Fees: Compliance work associated with OMET and WISP, the expanded
suite of control center cyber-assets to be covered under CIP V. 4 and V. 5, and maturing the transmission
inventory environment under the new ATC standards, are all new initiatives since the 2010 IPR process.

Risk and Impact of Operating at Cost Target

Research and Development has committed to operate at the cost targets.

Engineering Line Rating: Missing the 2014 deadlines could mean that BPA is out of compliance with this NERC
alert.

Regulatory and Regional Association Fees: As a federal agency BPA cannot be fined for non-compliance;
however, the regulators can direct BPA to take action on an accelerated schedule if non-compliance is found,
which could have severe and unanticipated financial impacts. There is also a credibility risk, because if BPA
does not have the right capital structure in place for WISP, OMET and other projects, full implementation will
be delayed. The Transmission inventory project has significant revenue implications for BPA.

Environmental Policy and Planning has committed to operate at the cost targets.
Non-Funded Items

Research and Development: Typically Technology Innovation receives about 75 project solicitations per year;
every year, potentially-beneficial projects go unfunded. Proposals originating outside BPA, such as university
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projects, are required to provide matching funds. Risks associated with unfunded proposals include the loss of
those matching funds, up to $4 million in some years.

TSD Planning & Analysis: Estimating system evaluation and system (once identified, system funding would be
sought under the IT program).

Challenges/Constraints

Research and Development: BPA and the utility industry in general, lag far behind other industries in terms of
Research Development spending as a percentage of revenue. Research and Development funding is always a
challenge, particularly in difficult economic times. Other challenges include pressure to de-fund projects
before they can show definitive results, and deciding which emerging technologies on which to focus limited
resources. The need to assess the potential compliance implications of new technologies is another challenge.

TSD Planning and Analysis:

e NOS Program demands.

¢  Wind Integration demands.

e Resource hours and dollars required for initial total economic cost strategies development.

Engineering Line Rating (ELR): Access to the necessary computer hardware and software — the data collection
and analysis associated with ELR will require significant IT resources. There may also be public safety issues
that need to be resolved, in cases where safety issues, such as a lack of ground clearance, are discovered.

Regulatory and Regional Association Fees: The dynamic regulatory environment, and limited resources to
support these crucial compliance functions, is the primary constraint faced by the Regulatory and Regional
Association Fees program.

Environmental Policy and Planning primary challenge is to continue to keep pace with a significantly
increasing workload without significantly increasing costs, by developing innovative ways to address
environmental analysis needs.

Capital to Expense Transfer Program:

e Emergency repair of damage to minor equipment units.

e Aging transmission equipment.

e Preliminary Engineering work orders are issued to collect costs associated with specific preliminary
planning, system studies and preliminary design. If this study is cancelled, any charges will be expensed to
this program.
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49 NON-BETWEEN BUSINESS LINE (NON-BBL) TRANSMISSION ACQUISITION AND
ANCILLARY SERVICES
FY 2014-2015 Average: Proposed IPR
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Program Details

2011 2012
($$9) | Start of Year Actuals Delta Rate Case | Start of Year Delta
Leased Faciliies 1,489 4,257 2,768 4,127 4,130 3
Settlement Agreements 356 1,381 1,024 504 500 @)
Non-Between Business Lines Ancillary Services 5,686 428 (5,258)| 6,789 500 (6,289)|
Transmission Renewables - 684 684 - 696 696
Total 7,531 6.750 (782) 11.420 5827 (5.593)]
2013 2014 2015
($$$)] Rate Case |Proposed IPR Delta IPR Target [Proposed IPR Delta IPR Target |Proposed IPR Delta
Leased Facilities 4,224 4,424 200 4,258 4,258 4,338 4,338
Setflement Agreements 509 509 - 516 516 - 525 525 -
Non-Between Business Lines Ancillary Services 6,857 505 (6,352) 516 505 (10) 525 505 (20)
Transmission Renewables - - - 720 1,037 317 735 1,063 329
Total 11,590 5,438 (6,152) 6,010 6,316 307 6,123 6,432 309

Description, Purpose and Responsibilities

Non-BBL Transmission acquisition and ancillary services includes leased facility payments, settlement
agreements, non-BBL ancillary services for contingent energy, redispatch, generation supplied reactive, and
stability reserves, and transmission renewables.

Goals

Leased Facilities: Create lease agreements and other costs of transmission, when such arrangements are
feasible and cost effective to deliver power. Proactively manage lease arrangements to develop long-term
strategies.

Transmission Renewables: The WIT has implemented a number of initiatives designed to make better use of
the existing system through improved wind forecasting and more flexible scheduling arrangements, and to
bring additional resources (especially the region’s thermal generators) into the marketplace for balancing
services. For the near term, the WIT intends to continue advancing these initiatives while finalizing and making
significant progress on the development of the Enhanced BPA BA (EBBA). This includes increasing the ability of
market participants to make shorter-term purchases of balancing capacity to meet the balancing needs of
their Variable Energy Resources. The long-term Strategy for the WIT is to fully implement the elements of the
EBBA, while BPA and the region work through the NWPP Northwest Market Assessment and Coordination
Committee (MACC) that was recently formed by Northwest Power Pool member executives.

Changes from the 2010 IPR

Transmission Renewables has initiated discussions with the region on the conceptual framework of an
Enhanced BPA BA (EBBA). Significant work-streams resulting from EBBA development include:

e Enhanced Supplemental Service (Third Party Supply) — increase the ability of market participants to make
shorter-term purchases of balancing capacity to meet the balancing needs of their Variable Energy
Resources.

e Dispatch Decisions and Visibility - Develop and upgrade the systems needed for implementing third party
supplied balancing reserves.

e Dynamic Scheduling — Facilitate the ability to schedule and dispatch dynamic resources in-hour.
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Risk and Impact of Operating at Cost Target

Transmission Renewables: Wind resource development is continuing to grow at a rapid pace, which in turn
creates greater demand for balancing reserves. The limits of the FCRPS’ ability to provide balancing reserves is
approaching. If funding or FTE support for WIT is curtailed, it will limit BPA’s ability to service the increasing
demand for balancing services. Reducing the level of service BPA provides to the wind parties could hamper
renewable generation development in BPA’s BAA, with potentially detrimental political consequences for BPA.
The WIT is not directly funded. The Transmission Business Line and the Power Business Line continue to fund
the FTE assigned to work on WIT initiatives.

Challenges/Constraints

Transmission Renewables: The fact that the WIT lacks a dedicated staff — full time employees are supplied by
Transmission and Power, which have other high-priority issues to address which poses a challenge. Other
challenges include:

e The lack of industry standards and clear regulatory guidance for balancing services.

e The lack of a dedicated product code for wind is also a challenge — wind parties want to sell it as a firm
product with Control Area Services backup, but in reality, wind is not truly a firm product. Regional
discussions on potential mechanisms to allow wind parties to purchase additional balancing services are
ongoing, but currently unresolved.
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4.10 TRANSMISSION INTERNAL SUPPORT

FY 2014-2015 Average: Proposed IPR
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Program Details
Corporate Programs Recovered Directly Through Transmission Services
2011 2012
(3$%) | Start of Year Actuals Delta Rate Case | Start of Year Delta
Post-Retirement Benefits 15,579 15,579 17,243 17,243 0)
Agency Services G&A Allocations 56,309 60,067 3,757 59,857 56,430 (3,427)
Total 71,888 75,645 3.758 77,100 73,673 (3.427)
2013 2014 2015
($$$)| Rate Case [Proposed IPR Delta IPR Target |Proposed IPR Delta |PR Target |Proposed IPR Delta
Post-Retirement Benefits 17,821 17,821 18,501 18,501 18,819 18,819 -
Agency Services G&A Allocations 60,961 60,995 35 59,176 61,141 1,966 60,414 63,399 2,985
Total 78,781 78.816 35 77.677 79.642 1.966 79.233 82,218 2,985

Description, Purpose and Responsibilities

Internal support consists of two separate programs, Additional Post Retirement Benefits Contributions and

Agency Services General and Administrative. The Internal Support program is included in both the Power and
Transmission revenue requirements. Since the program is the same for each business unit, the full narrative is
captured in the Power internal support section.
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B T N

5.1 AGENCY SERVICES OVERVIEW

Agency Services is the term used to refer to all of the corporate organizations. These organizations provide
benefits to Power and Transmission and their costs are ultimately covered by the Power and Transmission
rates. As described earlier, corporate organizations can directly charge into Power and Transmission
operations and maintenance programs, if there is a direct benefit to the program. However, other costs are
shared costs and are allocated to Power and Transmission Services via the Agency Services G&A and Business
Support cost pools.

In this section of the report, the Agency Services organizations have provided information about the products
and services they provide to Power and Transmission Services.

In FY 2011, the Agency Services budget was $239.9 million. Actual expenses for the year were $240.0 million,
100 percent of the budget.

Comparison of Forecast Growth Rate in 2010 IPR to 2012 IPR

Agency Services [ cowwr [ sopier |

FY 2009 Actuals to FY 2011 Actuals to
FY 2013 Final IPR FY 2015 Proposed

Overall 5-year change 27.6% 24.9%

Compound Annual Growth Rate 6.3% 5.7%

Agency Services Expense Summary
FY 2014-2015 Average: Proposed IPR
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2011 2012
Start of Start of
Year Actuals Delta Rate Case Year Delta

Administrator's Office 802 581 (221) 820 793 (27)
Deputy Administrator's Office 231 185 (46) 237 231 ©)
Governance & Compliance 5,035 4,157 877) 5,031 4,711 (320)
Internal Audit 2,538 2,384 (154)| 2,384 2,539 154
Risk 3,903 3,316 (587)| 4,008 3,992 (16),
Public Affairs 7,997 7,527 (470)] 7,961 7,885 76)|
Deputy Administrator's Total 19,703 17,569 (2,134) 19,621 19,359 (263)
Chief Operating Officer 828 654 173) 783 771 (12)
Customer Support Services 10,313 9,950 (363)| 10,535 10,828 293
Chief Operating Officer Total 11,140 10,604 (536) 11,318 11,599 281
Corporate Strategy 20,296 17,638 (2,658) 23,695 23,247 (448)
Finance 14,984 15,072 88 15,561 16,612 1,050
General Counsel 11,478 10,681 (797) 10,977 12,188 1,211
Internal Business Services 840 552 (288) 855 836 (29)
Business & Process Analysis 1,227 1,155 72) 1,423 1,407 (16),
Human Capital Management 18,081 18,216 135 18,460 18,678 218
Information Technology 67,861 69,025 1,164 68,679 67,487 (1,192),
Safety 2,589 2,340 (249) 2,641 2,604 37)
Security & Continuity of Operations 8,515 8,460 (54) 8,834 8,833 @)
Supply Chain 21,139 21,789 649 21,788 22,252 464
Workplace Services 49,124 46,269 (2,855) 49,880 50,087 207
Total Internal Business Services 169,376 167,806 (1,570) 172,561 172,184 (377)
Undistributed Reduction (7,872 - 7,872 (211) (1,210) (999)

Total 239,907 239,951 44 254,342 254,772 429 |

2013 2014 2015
Proposed Proposed Proposed
Rate Case IPR Delta IPR Target IPR Delta IPR Target IPR Delta

Administrator's Office 838 806 (33) 831 831 852 853
Deputy Administrator's Office 242 250 8 241 257 16 247 263 16
Governance & Compliance 5,060 5,355 294 4,659 5,059 400 4,767 5171 404
Internal Audit 2,439 2,628 188 2,612 2,679 67 2,680 2,747 67
Risk 4,088 2,926 (1,162), 3,143 3,021 (121) 3,206 3,096 (110)
Public Affairs 8,134 8,134 8,267 8,268 1 8474 8,476 2
Deputy Administrator's Total 19,963 19,292 (671) 18,922 19,284 363 19,375 19,754 379
Chief Operating Officer 796 7 (18) 895 897 2 911 917 6
Customer Support Services 10,759 11,045 286 11,360 11,360 - 11,648 11,648 -
Chief Operating Officer Total 11,554 11,822 268 12,255 12,257 2 12,559 12,564 6
Corporate Strategy 24,482 24,482 - 24,159 24,159 = 24,466 24,466 =
Finance 15,975 16,835 861 17,090 17,158 68 17,476 17,570 94
General Counsel 11,625 13,415 1,790 11,515 13,237 1,722 12,191 14,071 1,880
Internal Business Services 869 870 - 872 1,162 290 893 1,185 292
Business & Process Analysis 1,449 2,118 669 1,467 2,237 770 1,500 2,375 875
Human Capital Management 18,355 18,909 554 19,526 20,255 729 19,969 20,313 344
Information Technology 70,348 76,916 6,569 70,233 79,165 8,932 71,728 83,368 11,640
Safety 2,695 2,868 173 2,843 2,945 102 2,912 3,016 104
Security & Continuity of Operations 8,867 10,200 1,333 11,089 11,089 - 11,317 11,454 136
Supply Chain 22,377 31,717 9,341 32,397 34,131 1,734 33,102 34,130 1,028
Workplace Services 50,631 50,911 279 51,747 53,621 1,874 52,751 54,682 1,931
Total Internal Business Services 175,592 194,509 18,917 190,173 204,605 14,432 194,173 210,523 16,350
Undistributed Reduction 174 (300) (126), - - - R R R

Total 259,855 280,862 21,006 | 274,944 291,531 16,587 281,092 299,801 18,710
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5.2 BUSINESS PROCESS AND CONTINUOUS IMPROVEMENT

Allocation Distribution FY 2014-2015 Average: Proposed IPR
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Program Details

2011 2012
Start of Rate Start of
($33) Year Actuals Delta Case Year Delta
|[Agency Services G&A Allocations 1227 1,155 72) 1,423 1,407 (16)
2013 2014 2015
Rate Proposed IPR Proposed IPR Proposed
($59) Case |IPR Delta Target IPR Delta Target IPR Delta
|Agency Services G&A Allocations 1,449 2,118 669 1,467 2,237 770 1,500 2,375 875

Description, Purpose and Responsibilities:

The Business Process and Continuous Improvement group includes operational excellence consultants,
process managers and business analysts that deploy business process tools, architectures work flow
technology, and other continuous improvement methodologies to advance operational excellence throughout
the Agency. Currently, there are two distinct Centers of Excellence - Operational Excellence and Business
Process Management.

e Operational Excellence promotes the values, habits, tools and skills to improve the effectiveness and
efficiency of BPA’s operations by providing consulting services agency wide. This function utilizes industry
best practices on proven quality management systems to help managers and employees pursue
Operational Excellence

e Business Process Management (BPM) deploys process and business improvement initiatives within
Internal Business Service and Agency-wide using a structured methodology, leveraging best-in-class
technology, and measuring success through data driven metrics and analysis.

Goals

The organization is currently undertaking the following core business initiatives: Benchmarking, Business
Process Management, Sustainability, and a Corrective Action Program. The goals for these programs are as
follows.

e Advance the Operational Excellence agenda - connecting improvement initiatives to strategy.

¢ Incorporate Change Management principles into all projects.

e Tie together employee engagement, best practices, and continuous improvement to reduce waste,
rework, and save costs.

e Create an Agency vision for quality system implementation, leverage internal capabilities, while building
relationships with partners and suppliers.

e Centralize resources and partner with business units to drive improvements in BPA’s performance via
formal benchmarking.

e Development of the fundamentals of BPM through internal capability maturity.

e Develop measurement systems and report on progress through a governance model that monitors service
delivery.

Changes from the 2010 IPR

Four initiatives have been proposed in FY 2012 for possible implementation in FY 2013 that would reap
significant benefits to the Agency.
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Corrective Action Program: Addresses the risk of repeated failures at BPA. A Corrective Action Program would
provide cost savings by documenting issues, finding the root cause, correcting issues and preventing repeat
failures.

Business Process Management IT/PMO collaboration: This capability provides the customer an assessment of
current state business operations, a model of the future state and a plan for achieving it. The design provides a
roadmap for more efficient and effective business operations that address a full spectrum of people, process
and technology concerns.

Sustainability: Sustainability reporting is a requirement pursuant to executive Order 13514. BPA is currently
required to meet a DOE requirement to address sustainability and Green House Gas (GHG) management.

Benchmarking: Across the agency, there are 72 different benchmarking efforts. A consolidated effort in both
employee time and reduction in contract overlap would save the Agency money, and utilize the benchmarked
data to set targets for improvement.

Risk and Impact of Operating at Cost Target

On a small scale, the activities described can be accomplished with the assigned resources and cost targets. To
grow capabilities and provide tangible value to the agency, the initiatives as currently staffed prove to be of
minimal value, however, have maximum potential. The consolidation of some resources from across the
Agency where similar activities are occurring or an increase in funding could make further advancement
possible.

Not expanding the BPM IT/PMO collaboration capability results in the missed opportunity to reap benefits
across the agency.

Our sustainability target of reducing our energy footprint by 30 percent, cannot be met without data
collection, analysis and reporting.
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5.3 CORPORATE STRATEGY

FY 2014-2015 Average: Proposed IPR
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Program Details

2011 2012
Start of Rate Start of
($39) Year Actuals Delta Case Year Delta
Agency Services G&A & Business SupportAllocations 10,368 9,194 (1,175) 12,622 12,276 (346)
Power - R&D Project Funding 5,030 4,438 (592) 5,622 5,631 9
transmission - R&D Project Funding 4,897 4,006 (891) 5,451 5,339 (112)
Total 20,296 17,638 (2.658) 23,695 23,247 (448)
2013 2014 2015
Rate Proposed IPR Proposed IPR Proposed
Case |IPR Delta Target IPR Delta Target IPR Delta
Agency Services G&A & Business Support Allocations 12,778 12,778 - 12,807 12,807 - 12,884 12,884
Power - R&D Project Funding 5,939 5,939 - 5,820 5,820 - 5,939 5,939
transmission - R&D Project Funding 5,766 5,766 - 5,532 5,532 - 5,643 5,643
Total 24,482 24,482 - 24,159 24,159 - 24 466 24,466

Description, Purpose and Responsibilities

BPA’s Corporate Strategy organization works with internal and external stakeholders to ensure the agency has
a clear vision and corresponding strategies that are robust and actionable. Given the rapid change in today’s
industry environment, BPA must anticipate future challenges and stay informed by market intelligence and
policy analysis so strategies and actions are on the mark. The following teams make up Corporate Strategy.

e The BPA Strategic Planning team works with BPA’s executive leadership to develop the agency’s long-term
Strategic Direction, including the Agency Strategic Objectives, supporting multi-year strategies and Key
and Cross Agency Targets and the targets of our business unit balanced scorecards. This organization also
has responsibility for planning, directing and managing the Agency Asset Management program.

e The BPA Strategy Integration team develops and coordinates the management of specific cross-agency
strategic initiatives in anticipation of, or in response to, developments affecting BPA and the electric
power industry. These include renewable resource integration, climate change, integrated resource and
transmission planning, and balancing market development.

e BPA’s Technology Confirmation/Innovation organization focuses the Agency's technology initiatives in a
coherent and disciplined approach and aligns them with BPA's strategic objectives. The Chief Technology
Innovation Officer leads development and management of the agency strategy for how BPA researches,
develops, demonstrates and deploys new technologies.

Goals

e Provide timely and relevant industry intelligence to develop strategies and policies to support
achievement of BPA'’s business objectives.

e Drive excellence in agency-level performance management toward accomplishment of BPA’s strategic
priorities through development of clear, measurable Key Agency Targets and Cross Agency Targets, and
timely, accurate, and transparent progress reporting.

e Continuously improve agency asset strategy development and implementation.

e Define and execute BPA’s renewable resource integration and balancing reserve strategy.

e Continue to drive the technology innovation research agenda and actively manage the technology
portfolio to maximize the value of FCRPS assets.

e Evaluate and prepare for the physical and legislative impacts of climate change.

e Develop a sustainable strategy for meeting the long-term balancing requirements of the BPA BA.

Risk and Impact of Operating at Cost Target

Corporate Strategy has committed to operate at the cost targets.
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5.4 CUSTOMER SUPPORT SERVICES

Allocation Distribution

FY 2014-2015 Average: Proposed IPR
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Program Details

2011 2012
Start of Rate Start of
($539) Year Actuals Delta Case Year Delta
Business Support Allocations 10,313 9,883 (430) 10,535 10,828 293
Power - Direct Customer Service Support - 70 70 - - -
Total 10,313 9,950 (363) 10,535 10,828 293
2013 2014 2015
Rate Proposed IPR Proposed IPR Proposed
($3%) Case IPR Delta Target IPR Delta Target IPR Delta,
Business Support Allocations 10,759 11,045 286 11,360 11,360 - 11,648 11,648
Power - Direct Customer Service Support - - - - - - -
Total 10,759 11,045 286 11,360 11,360 - 11,648 11,648

Description, Purpose and Responsibilities

Customer Support Services (CSS) provides core business services and leadership central to the customer
experience while meeting marketing and sales governance requirements. CSS is the source of consolidated
and aligned customer contract, metering, load forecasting and billing information, and interfaces with front
office organizations of Power and Transmission. Customer Support Services provides overall business
management and operation, data stewardship, and integration of new customer service IT systems.

Goals

¢ Implement a cross-functional data quality management program to foster continuous improvement,
ensure data and information is accurate and up to date, and minimize manual and duplicate data inputs.

¢ Implement Customer Review program to thoroughly review contractual relationships across business lines
between BPA and individual customers on a continuous cycle.

e Train and develop staff to consistently deliver high quality results as well as broaden and deepen staff
understanding of BPA’s business relationships.

e Raise awareness in Agency strategic initiatives and business and market trends such that CSS can assess
impacts and respond in a timely manner to the changing energy landscape.

¢ Implement benchmarking, metrics, and corrective action programs to propel operational excellence.

e Establish a quality assurance program for billing determinants.

e Complete enhancements in CSS IT systems to maximize benefits to BPA and customers.

Changes from the 2010 IPR

e A coordinated customer review program was developed to ensure accuracy of customer information and
enhance cross-functional knowledge of CSS employees. The review program implementation will be
updated in response to the Accurate Billing of Customer Contracts (ABC) Project findings and transition
plan to the CSS organization.

e (SSimplemented five new IT systems this year, Customer Contract Management (CCM), Customer Billing
Center (CBC), Customer Data Management (CDM), Customer Portal (CP), and Versioned Billing
Determinants and Rate System (VBARS).
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Risk and Impact of Operating at Cost Target

CSS has committed to operate at the cost targets.

Challenges/Constraints

Ensuring a continuous pipeline of skilled new employees to replace a large potential retirement cohort.

IT funding, needed for implementation of new systems and changes or operations and maintenance of
existing systems, that will be required to keep pace with the changing needs of the industry, appears to be
so constrained as to limit needed system evolutions.

The rapid evolution of the energy industry and Federal requirements requires great flexibility in CSS
operations to be able to respond to and implement new policies and requirements.
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FINANCE

Allocation Distribution FY 2014-2015 Average: Proposed IPR
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Program Details
2011 2012
Start of Rate Start of
($39) Year Actuals Delta Case Year Delta
Agency Services G&A Allocations 13,649 13,401 (248) 14,010 15,168 1,158
Power - Direct Budgetand Finance Support 539 675 136 551 437 (114)
Trans. - DirectBudgetand Finance Support 796 996 200 1,000 1,007 7
Total 14,984 15,072 88 15,561 16,612 1,050
2013 2014 2015
Rate Proposed IPR Proposed IPR Proposed
($39)] Case IPR Delta Target IPR Delta Target IPR Delta
Agency Services G&A Allocations 14,387 16,835 2,449 15,615 17,158 1,543 15,967 17,570 1,603
Power - Direct Budgetand Finance Support 564 - (564) 460 - (460) 471 - (471)
Trans. - Direct Budgetand Finance Support 1,024 - (1,024)| 1,015 - (1,015)| 1,038 - (1,0382|
Total 15975 16,835 861 17.090 17,158 68 17,476 17,570 94

Description, Purpose and Responsibilities

Finance provides financial planning, accounting, and reporting for the FCRPS and BPA. The organization also
provides economic and analytical support for rate case and regulatory proceedings, and plans, coordinates
and executes all Treasury and non-Federal financing programs. The organization provides cash and reserves

management and manages the CGS Decommissioning Trust Fund. Finance has primary responsibility for

relationships with Federal and non-Federal banking communities, rating agencies, investors and others in the
financial community. It has primary responsibility for the development of agency budgets.

Goals

Continue to make all Treasury payments in full and on time by setting rates to recover costs, aligning
budgets to achieve this goal, and monitoring actual expenditures and revenues compared to budgets,
allowing BPA to make decisions when necessary to ensure making the annual Treasury payment.
Assure appropriate accounting treatment and transparency to achieve an unqualified (clean) audit
opinion.

Continue to develop and follow strong internal controls (A-123).

Maintain high ratings on BPA-backed bonds.

Develop and implement alternative funding tools.

Refine the capital budgeting process to ensure BPA makes the right investments at the right time.
Continue to implement recommendations from the IPR Lessons Learned such that the IPR and QBR
provide financial information, adequate coordination and communication, and transparency to meet
varying audience expectations.

Changes from the 2010 IPR

Resources have been devoted to researching, analyzing access to capital funding tools.
Finance has been increasingly investing the BPA Fund in market-based specials in lieu of earning interest-
offset credits. This requires improvements to forecasting systems and active investment management.
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Risk and Impact of Operating at Cost Target

The total Finance proposed spending (expense and capital combined) is slightly less than the target. However,
the split between capital and expense is different such that the proposed expense portion is slightly higher.
This is due to Finance eliminating the direct charging of staff time to the capital program and absorbing almost
the entire amount into the existing expense targets. The change in charging is a simpler and more efficient
way to forecast and track costs. This adjustment results in some risk of not being able to absorb all of the costs
and meet program expectations.

Challenges/Constraints

Access to capital is a key challenge. BPA’s borrowing authority is limited by law and capital investment is
forecast to average one billion over the next ten years due to aging infrastructure. Coupled with the Debt
Optimization Program, larger amounts of non-Federal debt are due for repayment in FY 2013-18 resulting
in minimal replenishment of Treasury borrowing.

Additional forms of capital such as lease financing are much more labor intensive to implement and
manage than Treasury borrowing.

The current budgeting system lacks flexibility and ability to perform what-if analysis, and creates work
redundancy.

As federal accounting requirements increase, particularly relating to intergovernmental financial
reporting, more work with the financial and other agency systems will be needed to satisfy Department of
Energy reporting requirements.

Finance is forecasting an increased wave of retirements in the next five years.
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Program Details

2011 2012
Start of Rate Start of
($$9) Year Actuals Delta Case Year Delta
|[Agency Services G&A Allocations 5,035 4,157 877) 5,031 4711 (320)
2013 2014 2015
Rate Proposed IPR Proposed IPR Proposed
($$9) Case IPR Delta Target IPR Delta Target IPR Delta
|Agency Services G&A Allocations 5,060 5,355 294 4,659 5,059 400 4,767 5,171 404

Description, Purpose and Responsibilities

Agency Compliance and Governance establishes and maintains a comprehensive regulatory compliance and
ethics program which is aligned with and fully supports BPA’s mission and objectives. There are four programs
included in this organization, Governance and Internal Controls, Civil Rights and EEO, FERC Compliance, and
Purchasing/Property Governance. This organization manages these programs in partnership with the Office of
General Counsel and affected programs, and maintains a comprehensive program to assure compliance with
applicable regulatory rules and standards by:

Monitoring and commenting on developing regulations that apply to BPA.

Building and maintaining relationships with regulatory bodies.

Implementing management controls and reporting.

Shaping and monitoring internal compliance policies and procedures.

Working cooperatively to provide direction to business units concerning compliance processes and
procedures.

Interpreting regulatory rules and standards, in consult with the Office of General Counsel, as necessary.
e Coordinating review and testing of business unit controls and compliance.

e Communicating and training of BPA employees and contractors.

Goals

Continued ethics program management, including BPA’s Code of Conduct, ethics hotline, annual ethics survey,
and ethics communication and training for employees.

Promote Equal Employment Opportunity counselors as a resource for conflict resolution regarding
employment discrimination based on race, color, religion, sex and national origin and provide services to
employees across the organization. Additionally, lead the effort to ensure BPA meets the EEOC’s criteria for a
Model EEO Program.

In partnership with other BPA business units track federal legislative changes impacting purchasing and
property policy. Additionally, partner with property management representatives throughout the agency to
compile quarterly property loss data.

Coordinate with all agency partners to file all FERC, NERC and WECC reliability self certifications by established
deadlines.

Monitor and review agency performance against regulatory requirements. Define compliance risks and
anticipate future risks or high risk trends.

Assist in developing agency-wide policies, procedures and guidelines to facilitate compliance with applicable
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laws and regulations, including those to be followed by BPA employees.

Develop and deliver training and education programs to keep BPA employees and contract staff informed of
policies, procedures and regulatory events.

Monitor business activity to encourage continual compliance with established policies and procedures.
Provide early identification of potential areas of noncompliance.

Detect and objectively investigate compliance program violations and misconduct that threaten BPA’s
reputation.

Coordinate with the Office of General Counsel and Internal Audit to respond to inquiries and perform
investigations of regulatory violations or noncompliance.

Risk and Impact of Operating at Cost Target

The increase in regulations, the cost of complying with regulations and the consequences of non-compliance
are risks in two major compliance and governance programs. In the short-term, Compliance and Governance
need additional contract staff to augment work in the following areas:

Two additional contract staff will be needed in FY 2013-15 to maintain the IGLM project once it is
complete.

One additional CFTE will be needed in FY 2013 and two additional CFTE in FY 2014-15 due to NERC
CIP Versions 4 & 5 implementation.

The risks of not funding these additional contract positions are:

Information Governance and Lifecycle Management (IGLM)

e The agency may not have the ability to produce information requested by the courts as part of litigation.

e Increased costs to store information and find relevant information for e-Discovery, FOIA and other
purposes poses a risk to other program areas, if resources need to be used for more RIM and e-discovery
work.

e If the agency is found to be non-compliant, then there is a reputational risk and possible financial risk.

Federal Energy Regulatory Commission standards related to the Open Access Transmission Tariff (OATT)
e If regulations increase, the cost of doing business may increase. This is a financial risk that may lead to
increased regulatory costs through FERC or litigation costs through FERC and/or the court system.

e If FERC determines the agency is non-compliant, then BPA could incur reputational risk with our
customers.
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5.7 HUMAN CAPITAL MANAGEMENT (HCM)

Allocation Distribution

FY 2014-2015 Average: Proposed IPR
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Program Details

2011 2012
Start of Rate Start of
($5$) Year Actuals Delta Case Year Delta
Agency Services G&A Allocations 14,431 15,227 796 14,760 14,978 218
Transmission - Workers Compensation 3,650 2,989 (661) 3,700 3,700 -
Total 18,081 18,216 135 18,460 18,678 218
2013 2014 2015
Rate Proposed IPR Proposed IPR Proposed
($$3)] Case IPR Delta Target IPR Delta Target IPR Delta
Agency Services G&A Allocations 14,605 15,159 554 15,711 16,440 729 16,082 16,426 344
Transmission - Workers Compensation 3,750 3,750 - 3,815 3,815 - 3,886 3,886 -
Total 18.355 18.909 554 19.526 20,255 729 19.969 20.313 344

Description, Purpose and Responsibilities

HCM plans, directs, and manages a comprehensive human capital management strategy and program aligned
to meet agency mission and objectives. This function performs ombudsman and conflict resolution functions,
oversees Human Resources (HR) Strategic Partners with responsibility for developing, communicating, and
coordinating HR strategies, policies, and initiatives with the business units and corporate organizations. Also,
this function communicates business unit strategies, objectives, issues, and initiatives to HCM. This is
accomplished through delivery in six major program areas: Integrated Strategy and Policy, Business Unit
Strategic Partnering, Talent Acquisition, Talent Development and Organizational Effectiveness, Talent
Sustainment, Performance Enhancement, Labor Relations, and Internal Operations.

Goals

The Business Operations Board identified three strategic objectives for BPA’s workforce necessary to achieve
established business outcomes. These objectives are to have a workforce that 1) is the right size and
composition, 2) possesses the right skills and competencies and 3) works in a positive environment. The
Agency incorporated these objectives into BPA’s strategy map, showing foundationally how BPA will build
people and culture to deliver business outcomes.

BPA faces a number of gaps between its workforce needs and its current workforce capabilities. These gaps
have been identified and prioritized in terms of the risk they pose to meeting business objectives. In order to
reduce these risks, BPA’s Business Operations Board identified the following as priority initiatives.

e  Drive high performance in the federal workforce.
¢ Improve accessibility, efficiency, and effectiveness of federal employee hiring process.
e Improve ability to anticipate and meet Agency skill and competency needs.

However, during the biennial Talent Management Strategy development cycle, HCM will incorporate new
information about the workforce into its understanding of the workforce risks. As a result, new priority
initiatives may emerge in order to mitigate their effects on business outcomes. Setting strategic targets for
these initiatives will help maintain reasonable workforce costs, flexibility in meeting business needs, and
stability in delivering the BPA mission.
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Risk and Impact of Operating at Cost Target

Reduction of travel and training