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SECTION 1: INTRODUCTION AND PURPOSE

> Q. oz x Zx Q

Please state your name and qualifications.

My name is Michael Deen. My qualifications are shown at BP-22-Q-PP-01.

My name is Michael Linn. My qualifications are shown at BP-22-Q-PP-02.

My name is Lauren Tenney Denison. My qualifications are shown at BP-22-Q-PP-03.
What is the purpose of your testimony?

The purpose of our testimony is to respond to the testimony and arguments submitted by

certain other rate case parties.

SECTION 2: FISH AND WILDLIFE FUNDING AND RISK MITIGATION

What is the purpose of this section of your testimony?

The purpose of this section is to address the testimony submitted as BP-22-E-ID-01. This
testimony is provided on behalf of the Idaho Conservation League (ICL), Great Old
Broads for Wilderness (GOB), and Idaho Rivers United (IRU).

What recommendations do ICL, GOB and IRU make in this proceeding?

The testimony makes two broad recommendations. First, it recommends that BPA
should use any “incremental” expected revenues from increases in the value of secondary
sales for additional fish and wildlife mitigation spending instead of lower rates or other
financial purposes. Based on BPA’s initial proposal, this presumably refers to an
additional $95 million per year of spending during the rate period. The second
recommendation is that BPA should somehow address the possibility of additional court-
ordered spill during the upcoming rate period through its risk mitigation studies and
mechanisms.

Please address the recommendation to increase fish and wildlife spending.
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As a threshold procedural matter, this recommendation is outside the scope of this rate
proceeding and should be rejected on that basis alone. Program spending levels are
determined in the BPA Integrated Program Review budgeting process. See 85 Fed.

Reg. 77,190 (December 1, 2020) (“Pursuant to Section 1010.4(b)(8) of the Rules of
Procedure, the Administrator directs the Hearing Officer to exclude from the record all
argument, testimony, or other evidence that challenges the appropriateness or
reasonableness of the Administrator’s decisions on cost and spending levels...”). From a
substantive perspective, the recommendation is vague and arbitrary, without any specific
proposals for the use of funds or analysis of costs and benefits. PPC and its member
utilities have a strong environmental interest and are committed to mitigating the impacts
of FCRPS operations. That mitigation must be scientific, cost-effective, and have a clear
nexus with the operations of the hydro system. The proposal from ICL, GOB, and IRU
does not meet any of these criteria.

Please address the recommendation for additional risk mitigation considerations.

The ICL, GOB, and IRU testimony notes that increased spill could have a substantial
impact on BPA’s revenues, referencing analysis from the Columbia River System
Operations Environmental Impact Statement. However, there is no reasonable method to
systematically define hypothetical spill operations or their probability during the
upcoming rate period. For this reason, PPC does not support changing BPA’s risk
mitigation proposal in this proceeding to somehow account explicitly for the possibility
of additional spill. BPA’s initial proposal already has substantial tools to handle
variability in revenues regardless of source. This includes financial reserves for risk, the
Cost Recovery Adjustment Clause, Financial Reserves Policy Surcharge, and access to

up to $750 million in short term liquidity from the U.S. Treasury. Additional
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mechanisms specific to hypothetical litigation outcomes are not necessary or valuable in

this case.

SECTION 3: EASTERN INTERTIE

What is the purpose of this section of your testimony?

The purpose of this section is to address the testimony submitted as BP-22-E-NE-01. In
that testimony, NorthWestern proposes changes in BPA’s calculation of the Eastern
Intertie rates and makes recommendations for examining the future of the Eastern Intertie
segment.

What recommendations does NorthWestern make regarding the calculation of the
Eastern Intertie rates?

NorthWestern focuses on high historical O&M assigned to the Eastern Intertie segment in
2014, arguing that this data point “skews” the assignment of future O&M costs to the
Eastern Intertie segment and should be removed. McLain & Gibson, BP-22-E-NE-01,
at7.

Do you agree with this conclusion?

No. NorthWestern argues that the O&M assigned to the Eastern Intertie in 2014 is an
outlier and should be removed simply because spending in that year was significantly
higher than in the other years used to calculate the seven-year average historical
Operations and Maintenance spending. Simply because one year of spending is
significantly higher than others does not justify removing it as an outlier. In fact, BPA
adopted using a seven-year historical average to segment O&M costs in BP-16 to better
account for irregular spending related to large projects and smooth out the effects in rates.

In the testimony supporting its revised methodology, BPA explained the reasons for the
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change: “...the maintenance program has changed from a cyclical basis to a reliability-
centered basis, and large one-time projects are much more prevalent than in the past. We
use seven years of data instead of three to reduce the effects of large, one-time
maintenance projects and to provide a better match with BPA’s reliability-centered
approach.” Tenney et al., BP-16-E-BPA-16, at 39.

Removing this year of spending from the seven-year historical average used to
allocate O&M costs would result in cost shifts to other segments. NorthWestern has
provided no support for making such an adjustment other than to state that spending was
significantly higher in 2014 than in other years. This is not an acceptable justification for
shifting costs to other users of the BPA transmission system and the Administrator should
reject Northwestern’s proposed adjustment to the Eastern Intertie rates.

Does NorthWestern make any other arguments about BPA’s allocation of O&M costs?
Yes. NorthWestern points out that the “direct” O&M is only a portion of the historic
O&M used to allocate future O&M costs among BPA’s transmission segments. BPA
also accounts for historic “indirect” O&M when segmenting forecast O&M costs. These
indirect O&M costs are not associated with any specific facility.

How does BPA allocate these indirect costs?

As BPA described in its Transmission Segmentation Study and Documentation, a multi-
step process is used to allocate these indirect O&M costs. BP-22-E-BPA-07, at 17. First,
BPA allocates the indirect O&M costs for various categories among the three different
facility types (substation, line and metering location) based on the allocation of direct
O&M costs in that category to that facility type. Once all indirect O&M costs are

allocated to the facility types, those costs are then allocated to the segments based on the
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pro-rata allocation of direct O&M costs for that facility type. 1d. This method of
allocating the indirect costs does not change the share of O&M costs assigned to each
segment within each facility type.

Does BPA apply a consistent methodology to allocate indirect O&M costs across all
segments?

Yes. NorthWestern asserts that “the Eastern Intertie Rates are unreasonable and are
being driven significantly by costs that are unrelated to the Eastern Intertie.” McLain &
Gibson, BP-22-E-NE-01, at 8. However, BPA also allocates indirect O&M costs to the
other segments using a consistent methodology.

Did NorthWestern’s testimony support any deviation from BPA’s methodology in
allocating indirect O&M costs to the Eastern Intertie segment?

No, despite stating that “there is a fundamental flaw in how BPA is allocating a
significant amount of unrelated O&M to this segment of its transmission system,”
NorthWestern did not make any specific proposals for a deviation from BPA’s
methodology for allocating indirect O&M costs in the segmentation study, and even if it
did, NorthWestern’s testimony presents no reasonable arguments to support such a
change. See id. at 4.

Does NorthWestern make any other recommendations in its testimony?

Yes. NorthWestern recommends that BPA “articulate its intentions regarding the Eastern
Intertie” before BP-24, and establish a framework in this rate case for deciding the future
of the Eastern Intertie. McLain & Gibson, BP-22-E-NE-01, at 12.

What is your assessment of this recommendation?

BP-22-E-PP-02
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Since it is not inappropriate that BPA assess the future of the Eastern Intertie given the
impending retirement of the Colstrip Power Plant, we do not oppose a decision-making
framework being established in the BP-22 case. However, NorthWestern’s
recommendation that BPA work only with parties to the Montana Intertie Agreement
proposes a scope that is too narrow and would not allow other stakeholders to participate.
All BPA transmission customers should be party to any discussions on the future of the
Eastern Intertie because they may be financially impacted by BPA’s decisions related to
the Eastern Intertie.

What considerations should BPA make in developing a potential decision-making
framework for the future of the Eastern Intertie?

There has been extensive litigation on the rate treatment of the Eastern Intertie in
previous rate cases and multiple BPA Administrators have repeatedly determined that a
separate rate for the use of the Eastern Intertie should be maintained.! For example, in
BP-18, the last BPA rate case where the treatment of the Eastern Intertie was litigated,
the Administrator affirmed that “[t]he IM rate will not be eliminated” because “[t]he
Eastern Intertie segment provides a separate and distinct benefit to customers using those
facilities, which is different from the benefits provided by the Network segment.” BP-
18-A-04, at 121. Specifically regarding costs associated with the Eastern Intertie, the
Administrator explained: “From a cost-causation perspective, the discrete set of
customers who create these costs and benefit from the facilities comprising the Eastern
Intertie segment that support extra-regional transfers of energy should bear the costs of

those facilities.” 1d. at 120.

' BPA Administrator’s Records of Decision: BP-18-A-04 at 121, BP-16-A-02 at 126, BP-14-A-03 at 176, and BP-
12-A-02 at 506.
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Given this important context, what is your recommendation?

BPA should firmly establish a principle that the treatment of facilities in the Eastern
Intertie segment should result in no cost shifts to other users of BPA’s system.

What support is there for establishing such a principle?

This principle is consistent with the agency findings and determinations in BP-18, BP-16,
BP-14, and BP-12. It is also consistent with the intent of the Montana Intertie Agreement
which is included as Attachment 1 to this testimony. The agreement specifically states
that BPA will construct and “recover the costs thereof as a separately identified portion of
the Federal Transmission System.” Attachment 1, at 3. Other BPA Transmission
customers were always intended to be sheltered from any costs associated with the
Eastern Intertie facilities. The drafters of the Montana Intertie Agreement even had the
foresight to include in the agreement provisions which would protect other transmission
customers against any costs associated with decommissioning the Eastern Intertie
facilities once they were no longer in use, assigning costs of decommissioning the

facilities to the parties to the Montana Intertic Agreement. Id. at 32.

SECTION 4: BALANCING RESERVE CAPACITY ISSUES

Q:

A:

Q:

What is the purpose of this section of your testimony?

The purpose of this section is to address Section 3 of the testimony Joint Party 1 (JPO1)
submitted as BP-22-E-JP01-01, entitled “BPA’s Quantity of Capacity For Balancing
Reserves Service.” This testimony is provided on behalf of the Northwest &
Intermountain Power Producers Coalition (NIPPC) and Renewable Northwest (RN).
What recommendations or claims does JPO1 make in this proceeding regarding the

proposed quantity of reserves needed for balancing services?
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JPO1 asserts that BPA’s proposed level of balancing reserves substantially overstates its
actual need. JPOI claims that BPA has made various errors contributing to the alleged
overstatement of need and creating biases against variable energy resources.

Do you agree with JP01’s claim that BPA has overstated the need for balancing reserves
in this proceeding?

No. JPO1 claims that BPA could hold approximately 78% less balancing reserves and
still be compliant with NERC standard BAL-001-2. However, BAL-001-2 is just one
source of need for balancing reserves and therefore the amount needed to satisfy that
standard is necessary but may not be sufficient. Indeed, the change from BAL-001-01 to
BAL-001-02 was incorporated by BPA into its balancing reserve capacity requirements
starting in the BP-18 rate period.

What level of balancing reserves does PPC support in this proceeding?

PPC supports the continued use of the proven 99.7% planning standard for balancing
reserves for the BP-22 rate period. This practice has been analyzed extensively and is the
subject of broad customer agreement over many years, including historically by the JPO1
entities. A drastic balancing reserves reduction of the nature supported by JPO1 could
have substantial consequences on reliability and quality of service. Given this risk,
departure from this standard should only be undertaken with a robust pre-rate case
process that provides a full analysis of potential reliability and economic impacts. JPO1’s
analysis, which is limited strictly to the requirements of BAL-001-02, does not address
the issues of reliability and quality of service adequately. Indeed, although a drastic

reduction in the quantity of balancing reserves would lower the cost of the service, the
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quality of that service could decline to the point where total economic cost to customers
is actually higher.

Does JPO01 raise other concerns with BPA’s calculation of its balancing reserve capacity
requirement or allocation of costs to generation inputs?

Yes. JPOI raises concerns that BPA has not adequately accounted for improvements in
wind scheduling accuracy over time, that BPA’s analysis does not appropriately account
for the effects of Operation Controls for Balancing Reserves (OCBR) or Oversupply
Management Protocol (OMP), that BPA does adequately account for the diversity
benefits of new resources, the impact of improved wind turbine technology, reductions in
balancing reserve needs due to potential EIM participation, and that the costs of power
purchases should not be included as an input to the calculation of the cost of balancing
reserve capacity.

Please address JP0O1’s concern regarding alleged increased scheduling accuracy for
wind resources.

JP01’s assertions of improved wind scheduling accuracy over time are vague and overly
general. JPO1 itself does not try to quantify an impact of the alleged improvements in
scheduling techniques. There is no basis to make changes to the forecast of required
balancing reserve capacity without specific and quantifiable improvements in scheduling
accuracy that are demonstrably applicable to the wind fleet within the BPA BAA.

Please address JPO1’s concern regarding how OCBR or OMP curtailments are handled
in the historical dataset.

JPO1 argues that BPA should use actual wind generation from times of historical OCBR

or OMP curtailments rather than reconstructed estimates of what generation would have
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been absent the curtailments. PPC supports the use of the reconstructed values in this
context as the most accurate representation of the future expected relationship between
wind generation and schedules. The existence and use of OCBR and OMP protocols do
not reduce the total balancing reserve capacity needed to maintain a specified level of
balancing service on a planning basis for the rate period.

Please address JP0O1’s concern regarding the diversity benefits of new wind resources.
JPO1 argues that BPA’s assumptions overstate the correlation between existing and
expected new wind generation in the BAA. To support this assertion, JPO1 references
results from an NREL study regarding the correlation between two wind plants at various
proximities. However, this result is not applicable to the circumstances in question. As
described above, the correlation coefficients referenced by JPO1 are for two wind plants,
however in this case an additional 264 MW of generation is being added into an existing
fleet of 2,764 MW. The results of the NREL study provide no information to address this
situation. In general, the diversity benefits of each incremental addition to a portfolio are
diminishing. In spite of claims to the contrary, JPO1 has not provided compelling
evidence that BPA’s approach “drastically” overstates the correlation between the new
resources and the existing fleet.

Please address JPO1’s concern regarding the impact of improvements in wind turbine
technology on the required amount of balancing reserves.

JPO1 argues that the proposed level of balancing reserves does not account for
improvements in wind turbine technology that may reduce variability. However, by
JP01’s own description, the vast majority of the wind fleet in the BAA was installed from

2005 to 2013. Therefore, it is most appropriate for BP-22 to rely on a methodology
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reflecting that technology. Further, JPO1 provides no quantifiable recommendations to
evaluate on this issue. To the extent new wind turbine technology can be shown to have
a substantial and quantifiable impact on the balancing reserve capacity requirement, that
impact could be examined in future rate periods.

Please address JP0O1’s arguments regarding the potential of EIM participation to reduce
balancing reserve requirements.

JPO1 argues that BPA has not adequately accounted for reductions in reserve needs due to
potential participation in the EIM. JPOI cites rate actions by PacifiCorp and
NorthWestern, as well as the CAISO’s EIM benefits reports, to support this argument.
JPO1 does not, however, provide any analysis to support why any of these are applicable
to BP-22 reserve levels and rates. JPO1 also does not specify a particular amount by
which BPA should expect to be able to reduce its balancing reserves for BP-22 on
account of potential EIM participation. Contrary to JP01’s assertions, BPA plans to hold
exactly the same level of balancing reserve capacity in BP-22 regardless of EIM
participation. This is because the EIM is an energy-only market and each participating
BAA must have sufficient reserves to maintain reliability independent of the market.
JPO1 has not provided any dispositive analysis to support a reduction in BP-22 balancing
reserve capacity as a result of potential EIM participation.

Please address JPO1’s concerns regarding the embedded capacity cost methodology.
JPO1 argues that BPA should not include power purchases in the calculation of capacity
costs for generation inputs. As a threshold matter, the proposed embedded cost
methodology does not include all the costs of power purchases, but rather, a portion that

can be attributed to capacity. More generally, this is appropriate in the context of a whole
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system approach that recognizes the FCRPS is operated as an interconnected system to
meet all needs on a unified basis. This is a commonly-accepted ratemaking approach that
recognizes all relevant production costs and classifies those into capacity and energy
components. In this context, including the costs of power purchases that support the

system’s ability to provide capacity is appropriate.

SECTION 5: ALLOCATION OF GRID MODERNIZATION AND EIM

IMPLEMENTATION COSTS

What is the purpose of this section of your testimony?

The purpose of this section is to address the testimony submitted by Joint Party 01 (JPO1)
in BP-22-E-JP01-01 and M-S-R Public Power Agency (M-S-R) in BP-22-E-MS-01
regarding the allocation of costs associated with BPA’s Grid Modernization (Grid Mod)
program and Energy Imbalance Market (EIM) implementation.

Please summarize your analysis and recommendations of the testimony submitted by
JPO1 and M-S-R on the allocation of Grid Mod and EIM Implementation costs.

The direct testimony of both parties argues that BPA’s allocation of costs between Power
and Transmission in BP-22 for projects associated with BPA’s Grid Mod initiative and
EIM implementation is inappropriate. Both parties argue that the assignment of the costs
associated with these programs is not commensurate with the benefits anticipated for
each business line and that Power Services should be allocated all the costs associated
with these initiatives. The arguments made by JPO1 and M-S-R rely heavily on the cost-
benefit study BPA conducted as part of its assessment of EIM participation. The parties
argue that because the benefits identified in the study are the only benefits associated

with Grid Mod and EIM projects that have been quantified, it is appropriate to assign all
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(or the majority under a secondary alternative offered by JP01) of the associated costs to
Power Services.

However, both parties ignore the numerous potential benefits that are expected for
Transmission customers related to Grid Mod projects, including through BPA’s potential
EIM participation. The specific focus on quantified benefits, ignoring all potential other
future benefits and qualitative benefits, is inappropriate in functionalizing costs between
business lines.

The Administrator should reject the cost allocation proposals set forth by JPO1
and M-S-R and maintain the functionalization of Grid Mod project costs determined in
the Integrated Program Review (IPR) process.

What is BPA’s Grid Mod initiative?

BPA’s Grid Mod initiative is a portfolio of thirty-five projects that the agency is
undertaking to modernize the generation and transmission systems in order to support its
strategic objectives. These projects are intended to improve agency operations for power
and transmission through automation, enhanced visibility, and improved accuracy. Mace
et al., BP-22-E-BPA-31, at 2.

Who is anticipated to benefit from the Grid Mod initiative?

The objective of the Grid Mod initiative is to “support a more reliable and effective
system, leading to improved outcomes for all BPA customers.” Id. This includes
benefits for both Power and Transmission customers.

What is the relationship between BPA’s potential participation in the Energy Imbalance

Market and the Grid Mod initiative?
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BPA is currently considering the possibility of EIM participation, which would begin in
Spring 2022. The projects required to facilitate BPA’s participation in the EIM are
included in the Grid Mod budget. While many projects in the Grid Mod portfolio are
required for BPA to participate in the EIM, this is not the primary driver for undertaking
the initiative. All but six of the thirty-five projects in the initiative are necessary to
support BPA’s strategic objectives regardless of whether BPA participates in the EIM.

Id. at 4.

Please summarize your evaluation of JP0O1’s testimony on the allocation of Grid Mod and
EIM costs between Transmission and Power Services.

JPO1 argues that more costs should be allocated to Power Services related to BPA’s Grid
Mod initiative and particularly, EIM implementation. JPO1 asserts that BPA
inappropriately and inconsistently applied cost allocation principles to developing Power
and Transmission rates and that a document called “Cost Assignment Principles
Applicable for Acquisitions and Services That Benefit Both Power and Transmission
Functions” (Cost Assignment Principles) should have been used in the functionalization
of costs between Power and Transmission.

Please discuss JP01’s testimony regarding the cost allocation principles that BPA used
to develop its BP-22 proposals.

JPO1 argues that BPA was inconsistent with its application of cost allocation principles in
this proceeding. JPO1 notes differences in the principles used to develop power rates and
transmission rates, specifically noting that power rates were not based on the principle of
“equitable allocation of costs and benefits to federal and non-federal users of the

transmission system.” Tilghman & Goggin, BP-22-E-JP01-01, at 6.
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Is this an appropriate principle to apply to BPA Power rates?
No. BPA Power rates are designed to assign costs to purchasers of services supplied by
Power Services. By definition, power rates are designed to recover costs associated with
federal generation, so there is no need to apply a principle assessing equitable allocation
between federal and non-federal users in relation to Power rates beyond the statutory
ratemaking directives of the Northwest Power Act. This principle is a good example of
why there may need to be some differences in the principles used to guide development
of Power and Transmission rates. BPA’s use of slightly different principles to guide
Power and Transmission rate development does not necessarily indicate that costs are
being inequitably assigned to BPA customers.
Please discuss the Cost Assignment Principles which JP01 asserts should have been used
to functionalize costs between Power and Transmission.
The Cost Assignment Principles document is a conceptual document developed by BPA
in 2012 for customer feedback in advance of the BP-14 rate case. The concept was for
the region to develop principles that would guide allocation of costs between BPA
business lines for projects that would benefit both Power and Transmission customers.
These principles were never adopted by BPA, have not been discussed with customers in
preparation for this rate proceeding, and, to our knowledge, have not been applied since
originally introduced.

In its response to customer comments, BPA stated that “[r]efinements may need
to be made to these principles as they are applied and tested against actual business
cases.” BP-22-E-JP01-01-ATO02 at 3. These principles have not been refined or

discussed with stakeholders since 2012, to our knowledge. These principles have not
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been updated to reflect any evolution in the region’s collective knowledge and
perspectives on non-wires solutions since 2012. It is also not clear whether it would
make sense to apply these principles to a suite of projects, such as Grid Mod, that create
the opportunity for non-wires solutions, as opposed to a specific project proposed to
address transmission congestion on a particular part of BPA’s system.

Setting aside your objections to applying these principles, assuming these principles were
applied to Grid Mod and EIM spending, do you agree with JP01’s assessment that they
would indicate that more costs should be functionalized to Power Services?

No. Even if we accepted the assertion that these principles are applicable to Grid Mod
and EIM spending, JP01’s argument is based on a single principle from this list —
Principle 7, which states: “Annual assignment percentage set on quantifiable benefits
received relative to total quantifiable benefits.” BP-22-E-JP01-01-ATO02 at 5. This
principle, and Principle 8, “quantifiable benefit measured with macro benefits,” are only
to be applicable “when benefits can be reasonably quantified.” 1d. JPO1 conveniently
refers to the mention of “quantifiable” benefits in Principle 7, but does not address the
premise that benefits can be reasonably quantified. It is reasonable to assume that this
prerequisite for applying Principle 7 does not intend that if only some or few of the
benefits associated with a project can be quantified, then those benefits alone should be
used to allocate project costs. This approach would ignore all the other benefits and
result in a skewed allocation of costs, such as the alternatives set forth by JPO1.

What are the anticipated benefits of the Grid Mod initiative, including EIM

implementation projects, and what efforts has BPA made to quantify them?
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A: The projects that are part of the Grid Mod initiative have three primary goals: (1) support
a more reliable, efficient and effective power and transmission system; (2) reduce future
operating costs; and (3) create new market opportunities. Mace et al., BP-22-E-BPA-31,
at 1. Grid Mod strives to achieve these goals for both the Power and Transmission
business lines. The agency has captured the specific benefits associated with each one of
its Grid Mod projects. See BPA’s Grid Modernization Project Summaries.?> These
summaries contain qualitative assessments of each project’s benefits. However, the
benefits associated with the majority of Grid Mod projects have not been quantified.

A more rigorous review of potential benefits was performed for the projects required to
enable BPA’s EIM participation as part of BPA’s Record of Decision on Energy
Imbalance Market Policy (EIM ROD).*> The evidence in the EIM ROD was part of
BPA’s assessment of whether to continue pursuing potential participation in the EIM.
The ROD cites $29-$34 million of net annual benefits to Power Services. EIM ROD at
120. These are the quantified benefits that JPO1 and M-S-R point to in their testimony.
However, the EIM ROD also considers the potential benefits for Transmission services
from EIM participation, citing improved congestion management which could reduce
curtailments or be a lower cost option compared to capital investments. EIM ROD at
107. JPO1 and M-S-R ignore those transmission benefits, presumably because they have
not been quantified.

Q: Do the Cost Allocation Principles suggest how to allocate costs if benefits are not

quantifiable?

2 https://www.bpa.gov/Projects/Initiatives/Grid-Modernization/gridmod/Current-Grid%20Modernization-Project-

Summaries.pdf
3 https://www.bpa.gov/news/pubs/RecordsofDecision/rod-20190926-Energy-Imbalance-Market-Policy.pdf
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Yes. Principle 9 provides examples for “General assignment of costs” to be used when
benefits are not easily quantified. BP-22-E-JP01-01-ATO02 at 6. BPA has identified the
potential for significant benefits to Transmission Services as a result of its Grid Mod
initiative, which cannot be quantified. Thus, it would be more appropriate to allocate
costs consistent with Principle 9 rather than Principle 7, if BPA were to apply the Cost
Assignment Principles to allocate Grid Mod and EIM costs. One option for assigning
costs under Principle 9 is “Directed Assignment,” where costs are allocated based on
specific cost drivers. 1d. This most closely resembles the approach that BPA took for
assigning the Grid Mod and EIM costs. As described in BPA’s Initial Proposal
testimony, “[a]ctual costs will be directly assigned to the correct business line based on
direct billing.” Mace et al., BP-22-E-BPA-31, at 9.

Did BPA review whether the proposed 35/65 split is reflective of the share of actual Grid
Mod and EIM costs directly assigned to each business line?

BPA’s proposed 35/65 split is an estimate of that expected direct assignment over the six
years of the Grid Mod initiative, including consideration of shared costs for cross-agency
systems. Id at 11. BPA has applied this forecasted allocation over the life of the six-year
initiative for consistency. Id. In this rate case, BPA reviewed direct assignment of actual
Grid Mod costs for FY 2017-FY2020 and found that 20% of direct costs were
functionalized to Power and 80% to transmission. ld. at 10. This data would seem to
suggest that, if anything, a smaller share of Grid Mod costs should be functionalized to
Power Services for the purpose of setting rates.

Please summarize your evaluation of M-S-R’s testimony on Grid Mod and EIM costs.

BP-22-E-PP-02
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M-S-R makes similar arguments focusing disproportionately on the quantified benefits
associated with BPA Power Services’ EIM participation and ignoring all qualitative
benefits that have been identified related to the initiative. M-S-R recommends that “BPA
should plan rates to cover both GRID-MOD and EIM costs using the expected
quantitative EIM benefits rather than impose the costs on Transmission customers, while
the benefits flow only to those entities participating in the EIM.” Arthur, BP-22-E-MS-
01 at 51. This recommendation, similar to that made by JPO1, is flawed in its narrow
focus on quantified benefits only and does not consider qualitative benefits or the specific
drivers of the thirty-five different projects that make up the Grid Mod portfolio.

M-S-R argues that costs associated with EIM participation that are proposed to be
“rolled in” to transmission rates creates a misallocation of costs and benefits since some
customers will not participate in the EIM and are simply “wheeling through” BPA’s
system. Do you agree?

No, this is not necessarily true. As stated above, BPA planned to pursue the majority of
the projects associated with Grid Mod whether or not it participated in the EIM. These
projects will improve many of the agency’s core operations. For example, increasing
real-time stability and creating more flexibility in both managing the system and holding
reserves are actions that will improve operations, regardless of EIM participation. Mace
et al., BP-22-E-BPA-22, at 5. These improvements benefit all users of the transmission
system. Many of these types of qualitative transmission benefits identified in BPA’s EIM
ROD would provide enhanced service to all transmission customers through anticipated
benefits, such as improved modeling and the potential for reduced curtailments. EIM

ROD at 101-103. There is also the potential to reduce future costs for transmission
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customers through enabling higher transmission utilization on the existing system and as
a potential alternative to transmission capital investments. Id. at 104.

What is the status of the benefit study for Power Services that JP01 and M-S-R base their
arguments on?

In its Initial Proposal, BPA has forecast no net benefits to Power Services on account of
its EIM participation during the rate period. BPA argues that the benefits to Power
Services cited in the EIM ROD are “potential” benefits associated with “mature” EIM
participation. Traetow et al., BP-22-E-BPA-33, at 15-16. In that testimony, BPA notes
that neither the EIM ROD nor the E3 study indicated when “mature” participation would
occur. ld. at 16. It is not clear to PPC when, or even if, BPA anticipates that it will be
able to achieve the benefits associated with “mature” EIM participation, or whether those
benefits would be sufficient for BPA to decide to join that market. This is yet another
reason these purported benefits should not be used as the only consideration when
allocating costs between the Power and Transmission business lines.

Please summarize your recommendation in response to JPO1 and M-S-R’s testimony.
JPO1 and M-S-R inappropriately ignore all qualitative assessment of benefits to
transmission customers to argue that the majority or all of the costs associated with Grid
Mod and potential EIM participation should be assigned to Power Services. These claims
ignore all benefits expected for Transmission customers through the Grid Mod initiative.
BPA should maintain its proposed functionalization of Grid Mod and EIM costs in

BP-22.
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1  SECTION 6: ALLOCATION OF EIM BENEFITS AND OVERCOLLECTION OF
2 OPPORTUNITY COSTS
3 Q: What is the purpose of this section of your testimony?

4 A The purpose of this section is to address the testimony submitted as BP-22-E-JP01-01

5 regarding allocation of EIM benefits and alleged overcollection of opportunity costs in

6 rates for balancing services. In that testimony, Joint Party 01 (JPO1), made up of

7 Northwest & Intermountain Power Producers Coalition and Renewable Northwest, argue

8 that the proposed generation input rates represent an inequitable allocation of costs

9 between Federal and non-Federal users of the transmission system. They propose that
10 BPA Power Services’ EIM benefits be allocated to generation inputs customers. JPO1
11 also argues that the generation input rates will over-collect revenues associated with
12 BPA’s opportunity costs, resulting in BPA collecting through rates an excess of its total
13 system costs. JPO1 proposes that BPA remove the variable costs associated with non-
14 Regulation capacity from the calculation of the cost of capacity for balancing services.
15 Q: Please briefly summarize your analysis and recommendations regarding this issue.
16 A: PPC recommends that the Administrator reject JPO1’s proposals to allocate EIM benefits
17 to generation input customers and remove the variable cost component associated with
18 non-regulation capacity. As described in more detail below, the concerns raised by JPO1
19 are not justified, and its recommendations would result in an allocation of benefits not
20 consistent with cost causation, as well as capacity rates below the cost of providing the
21 capacity services.
22 Q: What is JPO1’s proposal and rationale for allocation of BPA Power Service benefits to
23 generation inputs customers?

BP-22-E-PP-02
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JPO1 argues the proposed generation input rates represent an inequitable allocation of
costs between Federal and non-Federal users of the transmission system. In the BP-22
Initial Proposal, BPA proposes to allocate EIM revenues associated with Power Services’
potential EIM participation to the composite and non-slice cost pools. JPO1 argues that
because the balancing capacity paid for by generation inputs customers will support BPA
passing the EIM resource sufficiency evaluation, the generation inputs customers should
receive a credit for the energy dispatch benefits received by BPA Power Services. JPO1
proposes transmission customers receive an hourly credit associated with BPA EIM
dispatches up to the costs associated with providing generation inputs capacity. PPC
understands that JPO1 specifically recommends using the methodology proposed by BPA
to allocate EIM benefits to the composite cost pool, but to allocate those benefits to
generation inputs customers instead of the composite pool. See Tilghman & Goggin, BP-
22-E-JP01-01, at 5-17.

Do agree with JP01’s conclusion?

No. PPC disagrees with several aspects of JPO1’s reasoning and proposal. As a
balancing authority area (BAA), BPA supplies Balancing Reserve Capacity to maintain
the reliability of the BAA. These reserves are necessary to maintain within hour load-
resource balance within its BAA to avoid passing on reliability issues to neighboring
BAAs. Generation inputs customers that create these balancing reserve needs pay for the
service of BPA providing the necessary capacity to meet reliability obligations. This is
an important service that creates benefits for resources and loads in the BAA independent

of Power Services’ potential participation in the EIM.
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As JPO1 indicates, Balancing Reserve Capacity that is paid for by generation inputs
customers would be used to pass the EIM resource sufficiency evaluation. It is important
to recognize this supports the BPA BAA’s participation in the EIM, not just BPA Power
Services. Balancing reserve capacity supporting the BPA BAA passing the EIM resource
sufficiency evaluation will create secondary benefits beyond their primary purpose of
meeting the reliability needs of the BAA. These secondary benefits will be realized by
all participating resources and non-participating resources and loads, not just BPA Power
Services. The balancing reserve capacity that supports the BAA passing the EIM
resource sufficiency evaluation provides the opportunity for more economic dispatch to
meet load and generation imbalance and the potential for participating resources to be
dispatched in the EIM. Those benefits are appropriately passed on to the BAA as a
whole.

The cost of balancing reserves does not cover the cost of dispatched energy. This
is analogous to the current VERBS and DERBS rate structures which cover the capacity
to meet within hour imbalance, but not the imbalance energy costs. Those costs are
recovered through the Energy Imbalance and Generation Imbalance products. Similarly,
customers paying for balancing reserve capacity should not receive the dispatch benefits
BPA Power Services may receive from participation in the EIM. Those customers are
receiving the service of BPA maintaining reserves to support reliability and will receive
benefits when those reserves support the BAAs participation in the EIM.

In JPO1’s testimony, it is also unclear why generation inputs customers should
receive the energy dispatch benefits of only one participating resource in the BAA (i.e.,

Power Services). For example, under this framework, if the balancing reserve capacity
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supported passing the EIM resource sufficiency test, and BPA Power Services and a non-
federal resource were dispatched in the EIM, why would only BPA Power Services share
its dispatch benefits with customers that paid for balancing reserve capacity?

The BPA proposal is consistent with cost causation principles because when
balancing reserves support the BPA BAA passing the resource sufficiency evaluation, the
benefits of the opportunity for more economic resolution of load and generation
imbalance and the opportunity for participating resources to be dispatched in the EIM are
realized by the entire BAA. The balancing reserve capacity only supports the opportunity
to participate in the EIM and does not cover the cost of energy dispatch such as fuel and,
therefore, should not receive benefits from energy dispatch. Generation inputs customers
specifically would benefit from having Energy Imbalance and Generation Imbalance
charges settled through more optimal EIM dispatch.

Do you have additional concerns regarding JP01’s proposal to credit generation inputs
customers for BPA Power Services’ EIM dispatch benefits?

Yes, even if crediting generation input customers was appropriate, significant additional
work is required to ensure the crediting is implementable and fairly administered. JPO1
highlights BPA’s proposed method to allocate EIM dispatch credits and costs to the
composite cost pool as BPA having already identified a method to allocate potential EIM
benefits. See Tilghman & Goggin, BP-22-E-JP01-01, at 16-17. However, this
methodology would leverage existing processes and framework such as the annual Slice
True-Up and Slice Balance of System Deviation Account. Developing the additional
systems and processes to allocate EIM benefits to customers that pay for balancing

reserve capacity would require additional work for implementation.
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The proposal also introduces new policy questions that would need to be
addressed prior to implementation. For example, BPA would need to determine how to
allocate energy sale credits and costs similar to what it has proposed for the Slice product.
Another example is determining whether generation would be charged in hours where
BPA was a net purchaser in the EIM. Solely including the benefits from sales would
potentially lead to credits in excess of BPA’s actual benefits. These are just a few
examples of the policy questions that would need to be worked through prior to the
implementation of JP01’s proposal.

What is JPO1’s proposal and rationale for removing the variable cost component
associated with non-Regulation capacity from the calculation of capacity costs?

JPO1 argues the generation input rates in the Initial Proposal will over-collect revenues
associated with BPA’s opportunity cost of holding balancing reserves. BPA’s cost of
capacity for generation inputs is comprised of embedded and variable cost components.
The variable cost component includes the costs of “efficiency losses” associated with
holding capacity needed to maintain reliability in the BPA Balancing Area. JPO1 argues
BPA over-collects the costs associated with the variable cost component for two reasons.
First, JPO1 argues that BPA will over-collect those costs because BPA can now monetize
the non-regulation capacity in the EIM. Second, JPO1 argues that BPA will over-collect
costs because the EIM locational marginal prices that will be used to settle imbalance
energy already include the same opportunity costs included in the variable cost
component of capacity products. JPO1 argues the double collection would occur through
charging for the variable cost component once in generation input rates and a second time

in settling customer imbalance-energy at EIM locational marginal prices or BPA being
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dispatched in the EIM to meet imbalance outside the BPA BAA. JPO1 proposes that this
alleged double collection of opportunity costs could be remedied by removing the
variable costs associated with non-Regulation capacity from the variable cost portion of
generation inputs capacity and crediting generation inputs customers for EIM dispatch
benefits received by BPA Power services as described above. See Tilghman & Goggin,
BP-22-E-JP01-01, at 18-24.

Do agree with JP01’s conclusion that BPA is double-collecting opportunity costs through
the variable cost component and through monetizing non-regulation capacity in the
EIM?

No. BPA is proposing to credit EIM dispatch benefits to power rates and will not over-
collect costs. Further, as explained in more detail below, the opportunity costs recovered
through the variable cost component are not the same as the marginal cost of energy
reflected in EIM locational marginal prices. JPO1’s conclusion relies on the assertion that
EIM locational marginal prices already contain the opportunity costs recovered through
the variable cost component of BPA’s capacity cost. JPO1 supports this assertion by
highlighting the creation of CAISO’s hydro default energy bid (DEB), which creates a
hydro resource opportunity cost price floor that hydro resources cannot be mitigated
below. The opportunity costs recovered by the variable cost component of BPA’s
capacity cost are not the same as the opportunity costs the CAISO hydro DEB sets as a
price floor for mitigation. The CAISO hydro DEB is a mechanism to ensure hydro
resources are not mitigated and dispatched in the EIM below certain opportunity costs
and does not ensure that BPA will only be dispatched at LMPs that cover the costs of

holding reserves.

BP-22-E-PP-02
Page 26



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Please explain further.

As explained by BPA, the variable cost component of BPA’s capacity costs accounts for
the lost efficiency associated with holding and deploying capacity. See Generation Inputs
Study, BP-22-E-BPA-06, at 31. The variable cost of holding and deploying capacity is
calculated with the Generation and Reserves Dispatch (GARD) Model. The model
calculates three types of “stand-ready” costs associated with setting up BPA’s system to
hold the required reserve capacity on the federal system. The “stand-ready” costs include
energy shift costs from moving energy from more valuable time periods to less valuable
time periods, efficiency change costs from a dispatch that spends more fuel to produce
the same energy, and a spill losses cost that reflects additional spill. Together, these
“stand-ready” costs estimate the cost of setting the system up to meet the capacity needs
supporting the BAA’s reliability obligations. See id. at 44-48.

The CAISO hydro DEB is a feature of the CAISO’s market design to ensure that
hydro resources have a market power mitigation price floor that limits the possibility they
are dispatched below the opportunity cost of their limited fuel. The hydro DEB sets a
price floor for mitigation that approximates the opportunity cost of a hydro resource’s
fuel that is calculated the maximum of a gas floor, a short-term component, and a long-
term component. Subject to demonstrating transmission availability and hydro storage
horizons, the hydro DEB prevents the EIM from dispatching a hydro resource below an
approximation of the alternative opportunities for a hydro resources fuel such as
prevailing bilateral markets and time horizons that the resource can access. See CAISO
Business Practice Manual for Market Instruments, Version 63, Appendix D (February 1,

2021). Practically, the hydro DEB limits the ability of the EIM to dispatch hydro
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resources below these prices. It does not ensure that EIM locational marginal prices fully
reflect the full opportunity costs of a BAA setting up its system to carry all the necessary
capacity required to maintain reliability or that a hydro resource will be dispatched at a
price that reflects these costs. The hydro DEB also provides no guarantee that a hydro
resource will recover its full embedded costs from a market sale.

JP01’s argument that entities will only enter into transactions that compensate
them for their opportunity costs is only correct in the context of the opportunity cost of
their fuel and marginal costs of production. A hydro resource will seek to optimize its
fuel across the various markets it can access and may enter into transactions that will not
recover the costs of setting up the system to maintain capacity needs or the additional
constraints facing the system — or its full embedded costs. This is because the costs to set
up the system reliably are sunk, and transactions that do not include these costs may still
provide additional revenue. As explained above, BPA is already proposing to credit
these sales to power rates and will not be over-collecting.

Do you agree with JP01’s conclusion that BPA is double-collecting opportunity costs
through charging for the variable cost component and through settling imbalance-energy
or being dispatched to meet imbalance outside the BAA?

No. In the case that Power Services is dispatched up in the EIM to meet imbalance in the
BPA BAA, Power Services will receive the energy value of its increased generation and
the BPA BAA, as the EESC, will receive a charge from CAISO that it will pass onto the
resource with the imbalance. In this case, BPA is compensated once for the energy
imbalance. In the case BPA Power Services is dispatched to meet imbalance outside the

BPA BAA, BPA Power Services is compensated for the energy of the dispatch. As
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explained above, there is no guarantee these prices will cover the opportunity cost of
setting up the BPA BAA to meet capacity needs to meet reliability needs or the
embedded costs of that capacity.

What are your recommendations moving forward?

BPA should reject JPO1’s proposals to credit Power Services’ dispatch benefits from
potential EIM participation to generation inputs customers and to remove the variable
cost component of the capacity used to supply balancing reserves. Adopting either of
these proposals would lead to outcomes inconsistent with cost causation. If BPA chooses
to participate in the EIM and finds that operational changes impact the variable cost of
holding reserves, BPA should explore whether modification of the GARD model is
appropriate to ensure EIM operations are reflected in both the optimal dispatch and
holding reserve scenarios.

Does this conclude your testimony?

Yes.
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Attachment 1: Montana Intertie Agreement
Contract No. DE~S79-81BP90210

4-6-81
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executed by the
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DFPARIMmf =~ OF ENFRGY
acting by and through the
BONNEVILLE JUIIER AIMINISTRATION
and
MONTANA INTERIIE-USERS
(COilstrip  Project)
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Section

13.  Provisions in Lieu of Federal Stipulation

14. Execution by Counterpart eeesses e eee  eoos oo  occces 20

Exhibit A (Montana Intertie Nonfirm Energy Transmission  Rate

Schedule) .............. L e 5
Exhibit B (General Transmission  Rate Schedule Provisions)....... 5
Exh~bit C (General Wheeling Provisions [GNP Form-3])............ 5
Exhibi t D (Transmission Demands and Calculation  of

Olarges) e 5
Exhibit E (Schedule TGT-1 Townsend-Garrison  Transmission)....... 5
Exhibit F (Loss Caiculations). esessccsccse ""’! ..................... 5
Exhibi t G (Operation and Maintenarlce Provisions and OJlarges).... 5
This TRANSMISSIOMGREEMENTexecuted April 17 , 1981, by the

UNITEDSfATES OF PMERICA(Government),  Department of Energy, acting by and
through the BONNEVILLEPO'IER AIMINISTRATION (Bonneville); 11iE MONTANZAQ'IER
(9),ipANY (Montana), a corporation; PACIFIC PQIER. & LIGHt CCW'ANYPacific), a
corporation; roORTLAND GENERAIELECTRICroMPANY(PGE), a corporation; PUGET
SOUNDPO'IER & LIGHI' QL.IPANY(Puget), a corporation; THEWASHIN<i1'GMATER~ER
CDMPANYWWP), a corporation; and BASIN ELECTRICI-U'ITERmMOPERATIVE (Basin
Electric), a cooperative. Montana, Pacific, PGE, Fuget, Wwpand Basin
Electric ~ are all collectively referred  to herein as "the Companies" and
individually may be referred to as "Company";
WIT NESSE TH

WHEREAShe rights of the Government IJereunder apply to transmission
facilities in the service areas of two-Federal Power Marketing
Administra tions, Bonnevi lle and Western Area Power Administration (Western),

the rights of the Government to use the Government's transmission

Z
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capacity specified in this agreement in the Montana Intertie shall be
available to the Federal Power Marketing Administration in whose service area (
the facilities are located, and exchanges of capacity rights will be made at
Townsend as agreed between Bonneville and Western; and

WHEREAS the Companies collectively own the output of Units 3 and 4 of the
Colstrip Thermal Generating Plant; and

WHEREAS Puget and Montana collectively own the output of Units 1 and 2 of
the Colstrip Thennal Generating Plant; and

WHEREAS Bonneville and the Companies except Basin ElecLric plan to execute
fim transmission agreements (Contract NJs. QE-MS79-BIBP90 165,
DE~S79-BIBP90166, DE-MS79-81BP90167, DE-MS79-81BP90168, and
DE~79-BIBP90169, referred to herein as the Co~strip Transmission Agreements)
to transmit their shares of Colstrip power over the Federal Transmission
System to.points of delivery specified in the Colstrip Transmission
Agreements; and

WHEREAS Bonneville and Basin Electric have agreed that any portion of
Basin ElecLric's share of Colstrip power that is to be delivered to the
purchaser of such power utilizing the Federal Transmission System shall be
delivered 1n accordance with a contract to be negotiated between such
purchaser and Bonneville; and

WHBFFIAS Bonnevi He and the Companies have agreed to build a regional
transmission intertie (Montana Intertie) between the Companies . Broadview
Substation (Broadview) and a new substation (Garrison) in the vicinity of Deer
Lodge, Montana; such Garrison Substation will join the Montana Intertie to the
existing Federal Transmission System; and

WHEREAS Bonneville plans to construct the section of the Montana Intertie
between Garrison and a point near Townsend, Montana (Townsend) and recover the

costs thereof as a separately 1identified portion of the Federal Transmission
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System, and the Companies plan to construct the section of the Montana
Intertie between Townsend and Broadview pursuant to an agreement among the
ComPanies (Colstrip Project Transmission Agreement); and

WHEREAS Bonneville 1is authorized pursuant to law to dispose of electric
power and energy generated at various Federal hydroelectric projects in the
Pacific Northwest, or acquired from other resources, to construct and operate
transmission facilities, to provide transmission and other services, and to
enter into agreements to carry out such authority;

NCW, THEREFORE, the parties hereto mutually agree as follows:

1. Definition and Explanation of Terms.-

(a) "lIntertie Qlarge"” means the charge or charges specified in Exhibit D,
which 1s the monthly charge for transDdssiog services on the Goverriment-owned
section of the Montana Intertie. Such charge shall be calculated pursuant to
the provisions of Exhibits Band E.

(b) "Project™ means the Colstrip Thermal Generating Plant consisting of a
site and generating units, and related transformation and transmission
facilities. Such generating units shall include units number 1 through 4.

(c) ""Project CAJtput” means the electric power and energy produced at the
Project, less Montana®s share of units number 1 and 2, and less Project
station service requirements.

(d) ""Project Scheduled Power"™ means the amount of electric power each
Company schedules on an hour over the Montana Intertie to the Garrison
Substation 500 kV bus, not to exceed such Company®s east to west Transmission
Demand.  Such power shall be (1) the ~pany.s  share of Project Output, less
amounts (i) used by any Company to serve its loads outside the Pacific

Northwest, (ii) used by Montana to serve its own loads, (iii) used by Basin

Electric to serve the loads of a Basin Electric member, or (iv) disposed of to
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another entity; provided, however, such power is not- concurrently returned to
such Companywest of Garrison, and that such disposition is not to an entity
in the Pacific Northwest (excluding the Companies,- ldaho Power Company, and
Utah Power and Light Company)to serve such enti ty' s loads in the Pacific
Northwest; or (2) other power owned by such Company. A party shall not.
transmit power which is owned by another entity as Project Scheduled Power.

‘(e) "Transmission Demand"means the amounts specified in Exhibit D,
expressed in kilowatts, which are equal to the maximUnmourly amounts of
electric  energy which may be made available under this agreement at Garrison
Substation  500-kV bus.

2. Tenn of Agreement. This agreement shall be effective at 2400 hours
on the date of execution by all parties (Effective Date), and shall continue
in effect, subject to the provisions of section 11, until December 31, 2004.
IWo years prior to the termination date hereof, BonneviHe will offer to each
Companyto extend. the services provided hereunder to such Companyat that
time, for the lesser of (a) the life of the Project, or (b) 20 years, under
tenns which are not less favorable than those which BonneviHe is then
offering for comparable services, prOVided that such Company, if it was
participating in a capacity exdlange as described in section 6(b) at the time
of such offer, also offers to make available to the Government for the period
of such' extended tenn the same amount of capacity as before the contract
extension, such capacity to be made available under terms which are not less
favorable than those which such Companyis then offering for comparable
services.

3. Exhibits.  Exhibits A through.G are incorporated herein as part of

this agreement.  All references to "the Administrator" are changed to

"Bonnevi lle" in such exhibits. In the event of conflict between any provision

5
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in Exhibit C and the provisions of this contract, the provisions of this
contract shall prevail.
4.  Construction, Operation and Maintenance of Facilities.
(a) Bonneville shall construct, operate and maintain:
(1) a 500 kv,substation at Garrison; and
(2) two 500 kV a-c circuits from "Garrison to Townsend, two 500 kV
terminal positions 1in Garrison Substation for such Garrison-Townsend lines
and necessary series and shunt compensation facilities at Garrison, part
of such compensation facilities being required for transmission facilities
constructed by the Companies between Townsend and Broadview.
(b) The Companies shall cons-~ct, operate, and maintain:
(1) two 500 kV a-c circuits from Townsend to Broadview, two 500 KV
terminal positions and shunt compensation facilities at Broadview for a
portion of such Townsend-Broadview lines; and
(2) such other facilities as the Companies determine to be necessary
to transmit Project power to Broadview.
(c) Such construction by Bonnevi He and the Companies shall be completed
no later than Q:tober 31, 1983. This completion date shall be extended for a
time equivalent to delays, if any, as are caused by events which the
constructing party could not reasonably be expected to avoid by the exercise
of reasonable diligence and foresight. Each party shall provide adequate
protective equiPment within its terminal facilities to provide normal and
efficient operation of the interconnected systems.
(d) Bonneville shall operate and ~intain the series and shunt
compensation facilities located at Garrison and other facilities described in
(a)(2) above which are required for transmission facilities constructed by the

Companies between Townsend and Broadview. Such operation and maintenance
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shall be in the same manner as Bonneville operates and maintains simi lar
facilities of the Government 1in accordance with the provisions of Exhibit G.

5.  TIransmission of Electric Power and Energy.

(a) This subsection describes firm transmission services over the Montana
Intertie to be provided by Bonneville for each Company from Townsend to
Garrison. 1AJring each hour of the term hereof, each Company shall make
available or arrange to have made available to Bonneville at the Garrison
Substation 500 kV bus, using the Montana Intertie, its Project Scheduled Power
and Bonnevi lle for each such hour shall transmit such power as provided in
such Company®s Colstrip Transmission Agreement. Such hourly amounts shall not
exceed the east to west Transmission Demands specified for such Company 1in
Exhibit D. Garrison shall not be a point of delivery for any Company
hereunder except as provided in the Colstrip Transmission Agreements or
another agreement.

(b) This subsection describes firm transmission service over the Montana
Intertie to be provided by each Company for Bonneville from Broadview to
Townsend.  1AJring each hour of the term hereof commencing on the date when a
500 kv transmission line; connecting Garrison to the 500 kV portion of the
Federal Transmission System, first becomes available for scheduling power,
Bonneville shall make available or arrange to have made available to the
Companies at Broadview Substation 500 kV bus the amounts of electric power
that Bonneville determines are available for transmission from Broadview to
Garrison hereunder for such hour. SuCh amounts of power, less losses to
Garrison Substation 500 kV bus calculated pursuant to Exhibit F, shall not
exceed Bonneville®s Transmission Demand for the east to west direction

specified in Exhibit D. and the amount made available to each Company shall be

in proportion to such Company®s pro rata .share of the capacity eXchanged with

Bonneville as specified in Exhibi t D. Each such Company for each such hour
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shall make available such amoun~s of electric power. less losses between
Broadview and Garrison Substation 500 kV bus scheduled for such hour pursuant
to section 7. to Bonneville a~ Garrison Substation 500 kV bus using the
Montana Intertie.

Cc) This subsection describes firm transmission service over the Montana
Intertie to be provided by Bonneville for each Cornp:lnyfrom Garrison to
Townsend. DIring each hour of the term hereof, each Company having a
Transmission Dema~d in Exhibit Dfor the west to east direction shall make
available or arrange to have made available to Bonneville at the Garrison
Substation 500 kV bus the amounts of electric_power such Comp:lny de~ermines
are available for transmission from Garrison to Townsend hereunder for such
hour and Bonneville for each such hour shall schedule on behalf of such
Company such electric power over the Montana Intertie to Broadview. Such
hourly amounts made available at Garrison Substation 500 kV bus shallno~
exceed the west to east Transmission Demand specified for such Company 1in
Exhibit D.

Cd) This subsection describes firm transmission service over the Montana
Intertie to be provided by each Company for Bonneville from Townsend to
Broadview. furing each hOUT of the term hereof commencing on the date when a
500 kV transmission line, connecting Garrison to the 500 kV portion of the
Federal Transmission System, first becomes available for scheduling power,
Bonneville shall make available or arrange to have made available to the
Companies at Garrison Substation 500 kV bus the amounts of electric power that
Bonneville de~ermines are available for such hour for transmission from
Townsend to Broadview hereunder using the Montana Inter~ie. Such hourly

amounts of electric power shall not exceed Bonneville's west to east

Transmission Demand specified in Exhibit D, and the amount made available to

each Comp:1lny shall be in proportion to such Company®s pro rata share of the
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capacity exchanged with Bonneville as specified in Exhibit D. Each such
Company for each such hour shall make available such amounts of electric
power, less losses between Garrison Substation 500 kV bus and Broadview

scheduled for such hour pursuant to section 7, to Bonneville at Broadvie~
Substation 500 kV bus.

(e) This subsection describes. nonfirm transmission service to be provided
over "theMontana Intertie. DJring each hour of the term hereof, a party
hereto having energy available for transmission on the Montana Intertie which
is not covered by a firm transmission agreement may make available or arrange
to have made available to the Companies at Bro-adview for east to west
transmission or to Bonneville at Garrison for west to east transmission, the
amounts of electric energy such party desires to be made available at the
opposite end of the Montana Intertie for such hour plus losses calculated
pursuant to Exhibit F. Such hqurly amounts requested shall not exceed the
line capacity which Bonneville and the Companies have determined is available
for transmission of such energy hereunder. I!my Company or Bonnevi He, as
appropriate, to whom electric energy 1is made available pursuant to this
subsection, on each such hour shall make available equal amounts of energy,
less losses assessed on the Montana Intertie pursuant to Exhibit F, to the
transferee on the opposite end of the Montana Intertie.

() Arrangements for transmission rights on the Townsend-Broadview line
section and on connecting lines east of Broadview must be made with individual
owners of transmission capacity. Arrangements for transmission rights on the
ToWnsend-Garrison line section and other segments of the Government®s System
including t~e Garrison S00/230-kV transformer must be made with Bonneville.

(g) All parties hereto having power or energy to be transmitted over the
Montana Intertie shall submit schedules of such power or energy ell to

Bonnevi He for coordination with Montana if" the direction of the schedule is
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west to east, or (2) to Montana for coordination with Bonneville if the
schedule 1is east to west. The amounts scheduled hereunder shall be the
amounts deemed to be delivered hereunder.

6. Payment for Use of Montana Intertie.

(a) As compensation for the transmission services provided pursuant to
sections S(a) and S(c) above, each Co~ny  shall pay Bonneville each month
during the term hereof commencing at 2400 hours on the date when the Montana
Intertie first becomes available for schedUling power, in accordance with the
provisions of Exhibits B, D and E, such Company*s Intertie Olarge. The
Intertie Olarge for Companies providing Bonnevnle with transmission services.
east of Townsend includes a credit described in subsection (b) below during
the period specified in such description.

(b) As compensation for the transmission services provided to Bonneville
by any of the Companies hereunder, Bonnevi He shall provide each such Company,
commencing on the date when a 500 kV transmission line, connecting Garrison to
the 500 kV portion of the Federal Transmission System, first becomes available
for scheduling power, a credit (Exchange Credit) in the calculation of such
Company®s Intertie Olarge. The calculation of the Exchange Credit 1is
contained in Exhibit D.

(c) As compen$ation for the transmission services prOVided over the
Garrison-Townsend line pursuant to section See) above, each Company receiving
such services shall pay Bonneville each month during the term hereof an amount
equal to the product obtained by multiplying the kilowatthours of electric
energy scheduled by such Company under section See) for such month by the
associated transmission charge specified in Exhibit A. For the purpose of
subsection (d) below, Bonneville shall calculate each month during the term

hereof a credit equal to the product obtained by multiplying the kilowatthours
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of electric energy that the Government scheduled under section See) over the
Townsend-Garrison line segment for such month, by the associated transmission
charge specified in Exhibit A. Bonneville shall file Exhibit A with the
Federal Energy Regulatory Conmission prior to the date that the Montana
Intertie first becomes available for scheduling power.

ed) Revenues from services provided to the Companies pursuant to
section See) above and the credit calculated 1in subsection (c) above for the
Government®s comparable use of the Townsend-Garrison line segment will reduce
Bonneville®s revenue requirement from firm transmission agreements for use of
the Townsend-Garrison line. Calculation of each eo.ny*s  monthly bill will
include a pro rata share of (1) such credit, and (2) a credit for the revenues
from such service pursuant to section See) for such month. Monthly bills
shall be based ON the most complete data available at the time of billing.
However, adjustments shall be made to future bills as necessary to compensate
for transaction data that were not available at the time of billing.

(e) As compensation for purchasing, constructing, operating and
maintaining series and shunt compensation facilities pursuant to section 4(d)
above, Montana, on behalf of the Companies pursuant to the Colstrip Project
Transmission Agreement, shall pay Bonneville each month during the term hereof
commencing on the date when the Montana Intertie first becomes available for
sd)eduling power the charge (Line Compensation Olarge) contained in Exhibit G.

7. Losses. Losses on the Montana Intertie shall be determined by
Montana pursuant to Exhibit F. Losses on all Government schedules for
transmission of power hereunder, except such schedules pursuant to
section See), shall b~ scheduled 168 hours later or at another hour mutually

agreed upon between Bonnevi lie and Montana.
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8. Metering .. Electric energy, Integrated Demands therefor, and varhours
flowing to and from the Government®s facilities at Garrison Substation shall
be measured by meters furnished and installed by Bonneville at Garrison
Substation.

9. Revision of Exhibits.

(a) If any party determines that the charges specified in Exhibit D or
any subsequent transmission charges specified in this agreementnnJst be
changed pursuant to section 19 of Exhibit C, such party shall give.notice to
the other parties of the need for such changes and if no party objects within
90 days, Bonneville shall prepare a new Exhibit D incorporating such changes,
and ~ch new Exhibit D shall became effective as of the date specified
therein .. The parties hereto shall: (1) use every effort in good faith to
agree on the facts upon which such changes "arebased, and (2) subject to
provisions of this subsection, proceed under section 20 of Exhibit C if such
effort does not result in agreement. The construction, addition, or
replacement of facilities for the purpose of increasing the transmission
capability of the facilities upon Which the Intertie Charge 1is based shall be
subject to mtrtual agreement of the parties hereto if the costs of such
capacity are to be included 1in the Intertie Charge. Construction and
replacement of facilities required to maintain the transmission capability of
the Government"s Portion of the Montana -~ntertie and the changes to Exhibits D
and G that may result therefrom, whether the costs are capitalized or expensed
as operation and maintenance costs, shall neither be subject to nnJtual
agreement nor to arbi tration.

(b) Subject to subsection (e) below, Bonneville reserves the right to
change 1its rates and charges prOVided herein pursuant to sections 19 and 37 of

Exhibit C.
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(c) If the final rate schedules and associated general transmission rate
schedule provisions which are confirmed and approved by a governmental agency
having jurisdiction over such rate schedules and provisions differ from any
rate schedules or provisio~s placed into effect on an }nterim basis by a
jurisdictional agency and incorporated into this agreement, such amended or
modified rate schedules and provisions shall be made a Part of this agreement
and shall replace the said interim rate schedules or provisions effective as
of the date specified in the agency"s final approval.

Cd) Upon any change in rates or charges pursuant to this section which
affect the transmission charges specified in~Exhibi t D or any subsequent
charges specified in this agreement, such charges shall be recalculated
accordingly and Exhibit D shall be revised incorporating the new charges.
Such revised Exhibit D shall be substituted for the Exhibi t D then in effect
and shall become effective as of the effective date of such new rates or
charges.

Ce) |If any rates or charges of Bonneville under this agreement are
collected subject to refund in accordance with. the requirements or orders of a
governmental agency with jurisdiction over such rates or charges, any refund
required or"ordered by such agency shall be made as soon as reasonably
practicable, with interest, in accordance with the requirements or orders of
such agency, and such refunds shall either be sent to the Company or if agree~
by the parties shall be made by adjustment of the Company*s monthly bill.

(f) Exhibit F may be revised from time to time by Moptana, upon
consultation and review with the other parties, to incorporate values which
represent then current Montana Intertie operating conditions, revised

transmission demands, electrical parameters of the facilities, or any value

used in such exhibit to calculate the hourly losses. A review of such factors
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and terms shall also be initiated if requested by any other party. The (
parties hereto shall: (1) use every effort in good faith to agree on the
significance of changed conditions, and (2) proceed under section 20 of

Exhibit C if such effort does not result in a mutually agreeable arrangement.
Bonneville shall prepare a new Exhibit F incorporating such revisions upon
receipt of the necessary information from the Companies and such revised

exhibit shall become effective as of the date specified therein.

(g) Exhibit G may be revised from time to time in accordance with the
provisions thereof.

(h) Exhibit D shall be revised as necessary to reflect all agreements
which provide for the firm transmission of electric power and energy over
transmission facilities of the Government"s section of the Montana Intertie.

10. Reactive Power. It is the intent of the parties hereto that the
vol tage level at the Garrison Substation be controlled 1in accordance with
prudent utility operating practice. The parties hereto shall jointly plan and
operate their systems so that the flow of reactive power accompanying or
resulting from deliveries of electric power and energy hereunder will not

adversely affect the system of either party.

11. Qlanges in the Transmission Demand or Termination of
peement.

(a) Transmission Demands, in whole or in part, may not be pooled. The
Transmission Demand ~f any of the Companies shall be increased or reduced,
upon 3 months prior written notice by such Company to Bonneville, but not more
frequently than once every 12 months, upon the following terms and conditions:

(1) The Transmission Demand, at the Company®s request, may be
increased, subject to transmission capacity availability as determined by

Bonneville and the Companies, to the extent that such Company increases
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its share of the Project Output, or to the extent that other Companies

decrease their Transmission Demands pursuant to (2) below ..

(2)1he  Transmission Demand, at a Company®s request and subject to

Cd) below, shall be reduced (A) to the extent that such Company assigns

all or a portion of its share of the Project Output for a period of at

least one year; such reduction of such COmpany*s Transmission Demand for
the Project will be subject to the execution of a.transmission agreement
between Bonneville and the assignee for transmission of the amount so
reduced over the Government"s portion of the Montana Intertie; (B) if
there 1is a partial reduction 1in Project generating capability, to the
extent of such Company*s pro rata share of such reduction, subject to
subsection (b) below; or (C) to the extent that other Companies jncrease
their Transmission Demands such that the total of all Transmission Demands
is not decreased thereby.

(b) At each Company®"s option the agreement may be terminated as to such
Company upon destruction or abandonment of the Project or upon discontinuation
of Project Output required by a final order.of a public official having
authority to issue such order. This agreement may not be terminated by reason
ofa partial reduction in Project generating capability. If there is a
partial reduction in Project generating capability, 1including failure to reach
full capability, and if a Company requests a reduction in Transmission Demand
with no compensating increase in Transmission Demand by another Company, then,
at Bonneville®s option, the Companies so requesting a reduction in
Transmission Demand shall pay Bonneville (A) for that part of the unamortized
investment in any nonsalvable facilities Bonnevilie has constructed at

Government expense for the purpose of providing transmission service for the

Pro jeet hereunder and which have become unused and are likely to remain
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unused, 1in Bonneville®s opinion, due to such reduction in Project generating
capability, or (B) monthly at a rate that will compensate Bonneville tor the
annual cost of the facilities so constructed, to the extent and for so long
as, during the term of this agreement, such facilities become and remain
unused, 1in whole or in part as the result of such partial reduction. If the
agreement 1is terminated under this subsection (b), then each Company so
terminating shall pay Bonneville its share of the unamortized investment plus
the cost of removal of any facilities, less salvage value, Bonneville has
constructed at Government expense for the purpose of providing transmission
service for the Project hereunder, to the extent that such facilities are
unusable, in Bonneville®s opinion, 1in whole or in part as the result”of such
destruction or abandonment of the Project or upon such discontinuation of
Project CUtput. Such terminating Companies . shares shall be pro rata to their
Transmission Demands. The parties hereto: (1) shall use every effort in good
faith to agree on the facts upon which the determination of an unused, likely
to remain unused, or unusable condition 1is based pursuant to this subsection,
and (2) shall proceed under section 20 of Exhibit C if such effort does not
result 1in agreement.

(c) Either Montana or Basin Electric may reduce its Transmission Demand
if 1t builds a transmission line tap on the Montana Intertie between Townsend
and Broadview, provided that Montana or Basin Electric, as applicable, shall
pay Bonneville monthly at a rate that will compensate Bonneville for the
annual cost of the facilities Bonneville has constructed at Government expense
(A) for the purpose of providing transmission service for the Project
hereunder, and (B) at Garrison, including the 500/230 kV transformer, which

are unused due to such reduction in Transmission Demand.
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Cd) Any reduction in any Company's Transmission Demandshall be subject
to the condition that there be no reduction in BOnneville's transmission
rights in the Townsend-Broadview Line. If, after a reduction in a Company's
Transmission Demand, such Company has insufficient Transmission Demandto
equal its applicable Exchange Credit, such Companyand Bonneville shall
execute an alternative arrange~ent  for payment of the Exchange Credit by
Bonneville at a cost no greater than before the reduction.

Ce) The Companies, except for Basin Electric, shall as'sume pro rata Basin
Electric's Transmission Demands contained in Exhibit D and all of Basin
Electric's obligations  hereunder if the Rural ~Electrification Administration
does' not approve Basin Electric's participation in any agreement, including
this agreement, among the Companies which is a condition to Basin Electric's
acquisition ~ of a share of Project ()jtput. The reference to "the parties" in
section 36 of Exhibit C means "Basin Electric.”

(f) When Transmission Demands are changed pursuant to this section or
section 12, the parties shall incorporate  such revisions in a new Exhibit D as

soon as reasonably practicable .

12. Transmission eement between
Montana

In the event that Montana and Western do not reach agreement on transmiss-ion

(@ Bonneville's  Transmission Demandgoes to zero;
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(o) The. Companies Intertie Charge will be caleulatedwithout an Exchange
Credit.

13. Provisions in Lieu of Federal Stipulation.

(a) The value of the rights-of-way granted by the Government to the
Companies for the construction of the tranSmission lines.from the Project to
Townsend designated as the S00-kV Colstrip-Broadview "B" transmission line and
the S00-kV Broadview-Townsend "A." and "B" transmission lines ("Colstrip
Transmission Facilities™) shall not be included in the price to be paid by the
Government in the event it acquires any or all of the facilities constructed
on or across such rights-of-way.

(b) The Government shall be allowed at its expense to increase the
capacity of the Colstrip Transmission Facilities by making additions or
modifications to such facilities and to utilize such increased capaCity on an
exclusive basis. The Government shall give the Companies not less than
1 year®s notice of its intent to so increase the capacity of the Colstrip
1Tansmission Facilities. The Companies may, wi.thin 1 year after receipt of
such notice, notify the Government of the Companies®™ intention to make such
increase in capacity, 1in which case the Government .s right to make such
increase shall be preempted, provided that the Companies plan such increase at
approximately the same time planned by the Government. If the Government so
increases such capacity, the Government and the Compmies shall enter into an
agreement providing, among other things, for the determination of the amoUnt
of such increase in capacity, and for the allocation to the Government. of all
incremental or decremental losses and an appropriate share of operarion,
maintenance, and other costs allocable to such increase in capacity. In order

to fully utilize the increased capacity, the Government shall be allowed to

interconnect, at its expense, its transmission facilities with the Colstrip
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Transmission Facilities 1in a manner conforming to approved standards of
practice. In the event of any such increase in capacity or interconnection,
the Government shall ensure that the existing operating condition of the
Project, the Companies® portion of the Colstrip Transmission Facilities, and
interconnected systems shall not be adversely affected by such increase in
capaci ty or interconnection.  After any such interconnection 1is completed, the
Companies shall o~erate and maintain the Colstrip Transmission Facilities in
good condition, and except in emergencies, shall maintain 1in a closed position
all connections tinder the Companies®™ control necessary for the transmission of
the Government®s power and energy over the Colstrip Transmission Facilities
using such increased capacity. The parties may, by mutual consent, open any
such connection for maintenance, repair, or construction; provided, however,
no party shall unreasonably withhold or delay its consent.

(c) During each hour of the term hereof if the Government has energy
available for transmission oOn the Colstrip Transmission Facilities between
Colstrip and Broadview the Government may make available or arrange to have
made available to the Companies at Broadview for west to east transmission or
at Colstrip for east to west transmission, the amounts of electric energy the
Govrnment desires to be made availabie at the opposite end of the Colstrip
Transmission Facilities between Colstrip and Broadview for such hour plus
losses assessed pursuant to Exhibit F. Each Company shall transmit a pro rata
share of.the hourly amounts requested, but not to exceed the line capaci ty
which each such Company has determined 1is available in excess of such
Company"s requirements or obligations for transmission of energy in such
hour. The Government shall pay each Company for such transmission at a rate
ba.sedon an amount in dollars representing the same portion of the total

monthly costs of such part of the transmission facilities used as the maximum
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amount in kilowatts of the power transmitted hereunder in such month bears to ~
the total capacity in kilowatts of that portion of the transmission facilities.

(d) The Companies shall not be obligated to allow the transmission of
electric power and energy by the Government over the surplus capacity
described in subsection (c) above to any person receiving service from any of
the Companies on the date of the filing of the first application fOT
rights-of-way across Government lands for the Colstrip Transmission
Facili ties, other than to statutory preference customers including agencies of

the Government and other Pacific Northwest customers of Bonneville.

(e) The provisions of this section are intended to replace the
stipulations required of the Companies by the Government, under 43 CFR
2805.1(c) and 36 CFR 251.56(f)(3) as conditions for the grant of rights-of-way
across Government lands for construction of the Colstrip Transmission
Faci li ties.

14. Execution by Counterpart. This agreement may be executed in a number
of counterparts and shall be deemed to constitute a single document with the
same force and effect as .ifall the parties hereto having signed a counterpart

had signed all other counterparts. Each party shall deliver a signed

counterpart to Bonneville,who will prepare a composite conformed copy and

deliver the same to each party. The agreement shall become effective when
counterparts have been signed by all parties.

IN WITNESS WHEREOF, the parties hereto have executed this agreement 1in
several counterparts.

UNITED SfATES OF AMERICA
Department of Energy

By [S[ 2arl Gjelde .
ACTING "Bonnevi lie Power AQminlstratOr
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.TORTLAND GENERAL ELECTRIC (D.UANY

By ISl Glen Z Bredemeier
Title Vice President
ATIEst"

By [s] Dallas A. Harckic

Title Asst. Sec:"etary
THE MONI'ANA POJER COMPNf[
By ISl Helyyn H. Ryan
Title Executive Vice President
for Administration
ATTEst":
By 1Is/ Bernice H. Wilson
Title Asst. Secretary
PACIFIC FOJER & LIGHT CDMPNF[
By /S/ R, B. Lisbakken
Title Vice President
ATrEST:

By Isl  sally A Nofziger

Title Assistant Secrefary PUGET SOOND POJER & LI Gm' CXMPANY
By /s/ R. G~ Bailey
Title Vice President
ArrEst":
By [s/ w. E. =latson
Title Secreta.ry
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IHE WASIINGTON WAfFR ~ FR ffiMPANY

Title Vice President
ATIEST:
By --------oeeee-
Title — — e e e
BASIN ELECIRIC p(IlIFR COOPERATIVE
By =ls| Jams 1. Grahl
Title Izeneral jlizDaeor
ATIEST:
By Isl  Deborah Eohr
Title Staff Counsel
PCI 1649A
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THE MONTANA POWER COMPANY

AND

PUGET SOUND POWER & LIGHT COMPANY
AND

THE WASHINGTON WATER POWER COMPANY
AND

PORTLAND GENERAL ELECTRIC COMPANY
AND

PACIFIC POWER & LIGHT COMPANY

COLSTRIP PROJECT TRANSMISSION AGREEMENT
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COLSTRIP PROJECT TRANSMISSION AGREEMENT

THIS AGREEMENT is made as of the 6th day of _ ~M=a~y L
1981, by and between THE MONTANA POWER COMPANY, a Montana cor-
poration (“‘Montana') and PUGET SOUND POWER & LIGHT COMPANY, a
washington corporation ('Puget') and THE WASHINGTON WATER POWER
COMPANY, a washington corporation ('Water Power'™) and PORTLAND
GENERAL ELECTRIC COMPANY, an Oregon corporation ('Portland') and
PACIFIC POWER & LIGHT COMPANY, a Maine corporation (“pacific')
and BASIN ELECTRIC POWER COOPERATIVE, a North Dakota cooperative
corporation (''Basin Electric™"):

WITNESSETH:

WHEREAS, the parties desire to establish terms and condi-
tions relating to their ownership, as tenants in common, and the
planning, financing, acquisition, construction, operation and
maintenance of the 500 KkV transmission system, aridrelated fa-
cilities, that will 1iInterconnect the Colstrip units #3 and #4
steam Electric Generating Project and the Colstrip units #1 and
#2 Steam Electric Generating Project ("Colstrip units #1 and #2'")
to Montana®s Transmission System and to Bonneville Power Adminis-
tratiOl?s” (""BPA™) transmission. system near Townsend, Montana.

NOW, THEREFORE, Tfor and 1i1n consideration of the mutual
covenants and agreements herein stated and the performance
thereof, all as hereinafter set forth, the parties hereto mutu-
ally agree as follows:

1. Relation to Other Agreements and Term

This Agreement is one of the Project Agreements (lIProject
Agreements'), as that term is defined in section 1 of the
Ownership and Operation Agreement, Colstrip units #3 and #4
("'Ownership Agreement™).

5 Finiti

(a) '"Costs of Transmission System Construction”™ shall have
the meaning set forth in section 14 hereof.

(b) 'Costs of Transmission System operation” shall have the
meaning set forth In section 17 hereof.

(c) llintegrated System Capacity”™ means the capacity of the
Transmission System and Montana®s Transmission System as an inte-
grated system.

(d) "Montana/Puget. means Montana and Puget and shall in-
clude their successors and assigns of an ownership interest 1in
Colstrip Units #1 and #2 or any part thereof.
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(e) I1IMontana®“sTransmisson System" means all or any portion
of transmission TfTacilities owned by Montana, i1ts successors or
assigns, and all other transmission Tfacilities within Montana“s
load control area other than the Transmission System.

() "Person”™ means any individual, partnership, corpora-
tion, trust, joint venture, or unincorporated organization.

(g) "Project™ shall have the meaning set forth iIn section
I(n) of the Ownership Agreement.

(h) "Project Share"™ shall have the meaning set forth 1in
section 2(b) of the Ownership Agreement.

(1) 1lPrudentUtility Practice" at any particular time means
either any of the practices, methods and acts engaged iIn or
approved by a significant portion of the electrical utility
industry prior thereto or any of the practices, methods or acts,
which, iIn the exercise of reasonable judgment in the light of the
facts known at the time the decision was made, could have been
expected to accomplish the desired result at the lowest reasona-
ble cost consistent with reliability, safety and expedition.
Prudent Utility Practice shall apply not only to functional parts
of the Transmission System, but also to appropriate structures,
landscaping, painting, signs, lighting, other Tfacilities and
public relations programs, including recreational facilities, and
any other programs or fTacilities, reasonably designed to promote
public enjoyment, understanding and acceptance of the Transmis-
sion System. Prudent Utility Practice 1is not intended to be
limited to the optimum practice, method or act, to the exclusion
of all others, but rather to be a spectrum of possible practices,
methods or acts. Prudent Utility Practice shall also include
those practices, methods and acts that are required by applicable
laws and final orders or regulations of regulatory agencies
having jurisdiction.

(J) "Requirements Capacity' means capacity iIn the Transmis-
sion System for each Owner as follows:

Colstrip-to-Broadview Segment (11C-BSegment'), as de-

scribed in Exhibits A and B hereto:
m- £\ e 3

-0 Montana 790.6 MW 3.\ Water Power 214.3 MW G
-7 (... "=Pug&t9.1 mw - Pacific 142.8 MW
.~" Portland 285.7 MW i~ Basin Electric 107.5 MW

Broadview-to-Townsend Segment ("'B-T Segment'), as de-
scribed 1n Exhibits A and B hereto:

J— 1"1.~
T~~~ Montana 435.8 MW <. .. Water Power 217.9 MWt .
i Puget 31.3 MWI)"st. Pacific 145.2 ~~
~Q~ ~ Portland 290.5 Mw)1l.- Basin Electric 109.3 MW -/
11,1~ o\l f> -2
(k) "Requireme are" means, for each Transmission Owner

with respect to the C-B Segment or the B-T Segment as the case
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may be, a fraction the numerator of which is such Transmission
owner"s Requirements Capacity in such Segment and the denominator
of which 1s the sum of all Transmission Owners® Requirements
Capacity In such Segment.

(1) "Segment™ means the C-B Segment or the B-T Segment,
interchangeably as the context may require.

(m) "Transmission Committee"™ means the Committee provided
for in Section 22 hereof.

(n) "Transmission Operator™ means the operator appointed
under section 4 hereof.

0) "Transmission Owners'"™ means Montana, Puget, Wa'ter
Power, Portland, Pacific and Basin Electric and shall include
their successors and assigns of an ownership 1interest in the
Transmission System or any part thereof.

(p) "Transmission System"™ means the TfTacilities described
in Exhibit "A" hereto and related facilities, real property and
property rights (including, but not limited to, the real property
as described 1In Exhibit "B" hereto).

@) "Transmission System Capacity” means that portion of
the Integrated System Capacity allocated to the Transmission
System pursuant to section 8(b).

(r) "Transmission System Capital Additions”™ means addi-
tions, betterments, and replacements to the Transmission System
that are necessary to assure design reliability for Requirements
Capacity or that are required by governmental agencies or that
are necessary to transmit generation from Colstrip units #1 and
~2 and the Project.

(s) "Transmission System Capital Retirements" means physi-
cal elements of the Transmission System removed from service or
use with the intent that the i1tems so removed will not be placed
back 1Into service.

(t) "Transmission System Construction”™ means all activities
necessary for planning, engineering, acquisition and erection of
the Transmission System and of Transmission System Capital Addi-
tions and Transmission System Elective Capital Additions.

(u) "Transmission System Elective Capital Additions'™ means
additions, betterments, and replacements to the Transmission
System that are not Transmission System Capital Additions.

(v) "Transmission System Surplus Capacity” means the
capacity of the Transmission System that 1Is excess to
Requirements Capacity, determined 1In accordance with section
7(c)
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3. Ownership of the Transmission System

Subject to the terms and conditions hereinafter set forth,
ownership of the Transmission System shall be as follows:

(a) The Transmission System shall be owned by the Trans-
mission Owners as tenants iIn common, with each Transmission
Owner®"s respective undivided interest ('Transmission Ownership
Percentage') being based on the proportion that each Transmission
Owner®s payment of Costs of Transmission System Construction
bears to the total payments made by all Transmission Owners
pursuant to Sections 16(c), 16(e), 16(f) and 16(Q9).-

(b) Each Transmission Owner shall promptly take all action
(including, but not limited to, obtaining all requisite authori-
zations) necessary fTor participation by such Transmission Owner
in the ownership, construction, operation and maintenance of the
Transmission System. Each Transmission Owner shall promptly
take such action (including, but not limited to, the execution,
acknowledgment, delivery and recordation of instruments of con-
veyance and for releases of security iInterests) as may reasonably
be requested by any other Transmission Owner to effect, evidence
or vest each Transmission Owner®s respective Iinterests iIn the
Transmission System.

(c) Each Transmission Owner may at any time assign one or
more representatives to the Transmission System. Such repre-
sentatives shall remain the employees of thelr respective em-
ployers and may keep their employers advised concerning matters
involving the Transmission System. The salary and related costs
of the representatives shall be an expense of each respective
employer. The Transmission Operator shall not direct the work of
or In any fashion utilize such representatives to supervise or to
perform services. Transmission Operator shall have no authority
to discharge such representatives but may, for good cause, require
the Transmission Owner to transfer its representatives from the
Transmission System.

(d) Each of the Transmission Owners shall have the right at
all reasonable times to iInspect the Transmission System and all
Transmission System records. The Transmission Operator shall
provide access and safe and sufficient equipment and facilities
required for such iInspection.

4. Transmission QOperator

(@) The Transmission Owners hereby appoint Montana, and
Montana hereby accepts appointment, as the Transmission Operator
of the Transmission System.

(b) The Transmission Operator, as agent for and on behalf
of the Transmission Owners, shall construct, operate and maintain
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the Transmission System, hire all Transmission System personnel,
and pay all Costs of Transmission System Construction and Costs
of Transmission System operation, all in accordance with Prudent
Utility Practice, this Agreement, guidelines established from
time to time by the Transmission Corromtee, and any applicable
laws, regulations, orders, permits and licenses, now or hereafter
in effect, of any governmental authority.

(c) The Transmission Operator shall not assign, transfer,
or delegate, voluntarily or by operation of law, Its responsibili
ties to any Person without the written approval of Transmission
Corronitteeembers representing at least 50% of the total Require-
ments Shares of each Segment affected by such matter (excluding
the Requirements Share of the Transmission Operator). The Trans-
mission Operator may resign as Operator upon the giving of two
(2) years®™ notice to the Transmission Owners. The Transmission
Comrnitee shall thereupon appoint a new Transmission Operator.

(d) In every 1instance where Transmission Operator 1is
required by this Agreement to act as agent for and on behalf of
the Transmission Owners, or any of tbe Transmission Owners,
Transmission Operator is hereby granted and shall have the power
to exercise authority to do everything necessary, proper and
usual, iIn the ordinary course of business, for effecting the
purpose of 1i1ts agency, including, but not limited to, the power/
to enter into contracts with third parties for and on behalf of
the Transmission Owners, the power to maxe and receive payments,
the power to initiate, compromise or settle claims with third
parties, the power to act as agent in its own name, and the power
to appoint SUbagents. The Transmission Operator shall exercise
such agency power 1in accordance with any guidelin~s established
by the Transmission Committee. The grant of--such agency powers
to Transmission Operator shall remain in effect until the
termination of this Agreement pursuant to Section 35.

(e) The Transmission Operator shall maintain a force of
able and efficient manpower and, as employer of the force, Trans-
mission Operator shall hire and fire personnel as necessary. The
work force will be employed in the classifications necessary to
construct, operate and maintain the Transmission System. The
Transmission Operator shall negotiate any contracts entered iInto
with unions and set wage scales for nonunion personnel.

(f) The Transmission Operator shall maintain a training
program as necessary to assure the availability of qualified
personnel for the construction, operation and maintenance of the
Transmission System. IT such training program utilizes facili-
ties of Transmission Operator other than Transmission System
facilities, the costs of such use of facilities, shall be
allocated on an equitable basis to Transmission System costs
hereunder. Transmission Operator shall make such training
program and reasonable use of Transmission System TfTacilities

-5-
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available to employees of the other Transmission Owners for the
purpose of training and the costs of such training shall be
apportioned equitably between the Transmission System and such
other Transmission Owners.

(g) The Transmission Operator shall pay promptly all sums
due employees or due any governmental or other agency on their
behalf or on account of their employment and shall not permit any
labor claims to become a lien against the property of the Trans-
mission Owners, other than claims that are being contested 1in
good faith.

(h) The Transmission Operator shall develop and maintain a
safety program fTor protection of personnel and equipment. The
Transmission Operator shall practice good housekeeping. Subject
to the rights of the other Transmission Owners to inspect the
Transmission System, the Transmission Operator shall control
access to the Transmission System.

(1) A Transmission Owner may enjoy advantages while mar-
keting 1its entitlement to the use of the Transmission System
because i1t has been designated Transmission Operator. Except as
otherwise specifically provided in this Agreement, Transmission
Operator shall not be obligated as an agent or fiduciary on the
behalf of Transmission Owners to. nQt,ifyor otherwise inform a
Transmission Owner of offers tendered It to acquire Transmission
Operator®s ownership entitlement to use, of Transmission System
Capacity nor to offer any Transmission Owner participation in
arrangements for use of Transmission Operator®s ownership entitle
ment to Transmission System Capacity.

5. Design, Engineering and Construction Management

The Transmission Owners shall retain a firm or firms, 1iIn-
cluding a Transmission System Architect-Engineer, recognized for
knowledge, skill and experience iIn the design and construction of
electrical transmission fTacilities and related facilities until
the Transmission Committee determines that the services of any
such firm or firms are no longer required or desirable.

6. Subsynchronous Resonance

(a) The Transmission Owners and Montana/Puget shall under-
take, or cause to be undertaken, tests, evaluations and computer
modeling to determine 1Tt Subsynchronous Resonance (SSR) is likely
to affect the operation of Colstrip Units #1 and #2. To the
extent practicable, such tests shall be performed during periods
of scheduled maintenance of Colstrip Units #1 and #2.

(b) Montana/Puget shall bear all costs of planning, engi-
neering, acquisition, construction, operation and maintenance of
any relay protection against SSR that is installed on Colstrip
Units #1 and #2. Each Transmission Owner shall bear its Project
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Share of all costs of planning, engineering, acquisition, con-
struction, operation and maintenance of any relay protection
against SSR that i1s installed on the Project.

(c) The Transmission Committee shall determine what protec-
tion against SSR 1is required for Colstrip units #1 and #2. Such
determination shall be based upon the tests, modeling, and evalua-
tions performed pursuant to Section 6(a). The criteria for
determining what protection is required will be such that (1) no
more than one trip of Colstrip unit #1 or #2 will occur on the
average due to SSR in any three consecutive month period, and (2)
colstrip Units #1 and #2 shall not be subject to any unreasonable
risk of damage due to SSR. The Transmission Committee shall make
such determinations within a reasonable period after the tests,
modeling and evaluations required by Section 6(a) are completed.

(d) Except as provided in Section 6(b), each Transmission
Owner shall bear 1ts Share (i.e., equal to the sum of one-half
its Requirements Share for the C-B Segment, and one-half its
Requirements Share for the B-T Segment) of the following:

(i) AIll costs not in excess of $6,000,000 to provide protec-
tion against SSR for Colstrip units #1 and #2; provided,
however, that the Transmission Committee determination
to provide such protection is made prior to the expira-
tion of two years after the last to occur of: (1) the
commercial operation date of Colstrip Unit #3, (2) the
commercial operation date of Colstrip Unit #4, or (3)
the first date upon which all of the series capacitors
for the Transmission System, as presently planned, are
energized;

(i1)~ All costs that are incurred to perform the tests,
modeling, and evaluations described in Section 6(a);
and

(ii1) Replacement power costs or foregone revenues, less fuel
costs, and start-up costs incurred by MontanajPuget
as a result of such tests described in section 6(a), to
the extent such costs do not exceed $350,000; provided,
such costs shall not include those incurred as a result
of forced outage of Colstrip units #1 or #2 occurring
as a result of such tests or iIn preparation thereof.

(e) The Transmission Operator shall take all or some por-
tion of Transmission System series capacitors out of service,
reduce .available Transmission System Capacity or take other
reasonable action to avoid SSR on Colstrip units #1 and #2 or the
Project.

7. Transmission System Capacity Entitlement

(a) Subject to section 7(d), each Transmission Owner shall
have the right to use its Requirements Capacity.

-7-
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(b) The ¢~~~ ty of the -~omp.ine9J"J;a~missionsys_t:em~nd
Mont~Il.~—_.1~~z:1~111.:l. ~~~~ ~y~t~m- _that-.~_ L US~¢bllafter accornmod&~ng
inadvertent flow on such combined systel~Qishallbe allocated to \
the Transmission System and to Montana®s Transmission System 1iIn .
the same proportion as the Integrated System Capacity is allo-
cated under section 8(b).

(c) The Transmission Operator shall determine Transmission
System Surplus Capacity in accordance with guidelines developed
by the Transmission committee.

(d) If the Transmission Operator determines pursuant to
guidelines established by the Transmission Cornmttee that
capacity of the~T~an~m~ssion ?yste~ is unaYailable for use as a
result of inadvertent power flows on the Transmission System or
has been derated so that each Transmission Owner cannot use its
Requirements Capacity, then the use of all available capacity
will be allocated among.the Transmission Owners by the Transmis-
sion Operator 1in the proportion that each Transmission Owner.s
"Re~r~men. .t~ <;swaddly bears to all Transmission Owners. Require-
ments Capacity. -

(e) Each Transmission Owner shall have the right to use-rts |
Requirements Share of the available Transmission System Surplus
Capacityi provided that any use of Transmission System Surplus
Capacity shall be subject to interruption, curtailment or such
other restrictions as the Transmission Operator determines are
necessary so that each Transmission Owner may utilize 1its
Requirements Capacity. Such determinations shall be made in
accordance with guidelines to be developed by the Transmission
Committee.

() Transmission Operator shall iInterrupt, curtail or
otherwise restrict schedules through the Broadview Substation
500/230 kV transformers, described in Exhibit 11A,I1to the extent
required by Montana to transmit 790.6 MW of 1its power through
said transformers.

(g) Any sale, transfer or assignment of any right to use
Transmission System Capacity for a period greater than one (I)
year shall be deemed a transfer or assignment of an interest in
the Transmission System for purposes of section 28.

8. Transmission System Capacity Determinations and Allocations

@@ on the request of the Transmission Committee., the
Transmission Operator shall make the following capacity deter-
minations in accordance with Exhibit 11C; as supplemented and
modified from time to time by the Transmission Committee:

(1) Transmission System separate capacity;

(2) Montana®s Transmission System separate capacitYi
and
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(3) Integrated System capacity.

(b) The Integrated System Capacity shall be allocated
between the Transmission System and Montana®s Transmission System
in the proportion that each system®"s separate capacity determined
pursuant to Exhibit "c" bears to the sum of such separate capaci-
ties; provided, however, if future developments, additions, or
changed conditions on one of the separate systems result iIn a
change In the Integrated System Capacity determined pursuant to
sections 8(a)(1), (2) and (3), the amount of capacity allocated
to the other system pursuant to this section 8(b) shall not be
reduced.

9. Scheduling

(a) Before 4:00 p.m., Mountain Time of each day, the Trans-
mission Owners shall make available to Transmission Operator
hourly transmission schedules for the following day or days over
the Transmission System. A Transmission Owner may at any time
change i1ts schedules.

(b) Each Transm;ission Owner shall schedule to the Trans-
mission Operator the losses allocated to such Transmission Owner
under Section 11. Such losses shall be scheduled 168 hours after
their occu ence ess otherw~se mUtually agreed between Tran5=
mission Operator and suc ransm~s on wn r.

10. Load Control

Each Transmission Owner shall include in i1ts respective load
control area its share of the output of the Colstrip Units #1 and
#2 and the Project. Montana shall include the Transmission
System In i1ts load control area.

11. Losses

Montana shall receive transmission loss compensation for
Transmission System losses in i1ts control area only as determined
and allocated in accordance with Exhibit "D." Any Transmission
Owner may at any time propose to the Transmission Committee a
revised Exhibit "D." The Transmission Committee may approve such
revised Exhibit "0" by a vote of Transmission Committee members
representing at least 85% of the total Requirements Shares of
each Segment for which Hlosses are proposed to be calculated.

12. Scheduling of Qutages

(a) The Transmission Operator shall schedule outages for
major maintenance as required by the manufacturers®™ applicable
conditions of sale and delivery of the affected facilities and
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equipment or as the manufacturer may advise from time to time,
unless otherwise directed by the Transmission Committee.

(b) The Transmission Operator shall schedule all Transmis-
sion System outages for 1inspection and routine maintenance at
such time as shall be directed by the Transmission Committee,
provided, however, that any outages required by governmental
agencies having jurisdiction or outages to avoid hazard to the
Transmission System or to any person or property shall be sched-
uled by the Transmission Operator as required.

13. ITransmission System Construction

(a) Transmission Operator shall take whatever action 1is
necessary or appropriate to seek and obtain all licenses, permits
and other rights and regulatory approvals necessary for the
construction, operation and maintenance of the Transmission
System, on behalf of itself and the other Transmission Owners.
However, the Transmission Owners acknowledge that there 1is no
assurance that such permits, Jlicenses and approvals will be
obtained.

(b) Transmission Operator shall prosecute Transmission
System Construction 1In accordance with appropriate plans and
specifications for the Transmission System so as to complete
Transmission System Construction by a date to be established by
the Transmission Committee. The Transmission Owners acknowledge
that there 1s no assurance that such construction will be com-
pleted as scheduled.

(c) All agreements, purchase contracts and orders here-
tofore entered into by Montana in 1i1ts own name relating to
Transmission System Construction are hereby dedicated to the
Transmission System and ratified by the Transmission Owners.
Transmission Operator, with reasonable expedition for itself and
as agent fTor the other Transmission Owners, shall enter into
additional contracts for such purpose as well as for operation
and maintenance of the Transmission System. The award of any
contracts 1In connection with Transmission System Construction,
operation and maintenance of the Transmission System shall be
made by Transmission Operator in a manner designed to result in
the least overall cost consistent with standards of high quality.

(d) The Transmission Operator shall dispose of surplus
Transmission System property iIn accordance with the directions of
the Transmission Committee. Proceeds from such disposal shall be
equitably distributed or allocated to the Transmission Owners 1in
proportion to their payments for such property.

14. Costs of Transmission System Construction

"Costs of Transmission System Construction' are all costs
allocable to Transmission System Construction (excluding allowance
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for funds used during construction) after giving appropriate
consideration to credits relating to such costs including pro-
ceeds from the disposition of surplus property and interest
received on sums of money deposited 1in the Construction Trust
Account referred to iIn Section 16. Without limiting the general-
ity of the foregoing, such costs shall include:

(a) All costs of preliminary site iInvestigation and develop-
ment, land acquisition, architectural and engineering services,
labor, materials, equipment, supplies, personnel training, test-
ing, permits and licenses, legal services, Transmission System
Capital Additions and Transmission System Elective capital Addi-
tions.

(b) Payroll, including related fringe benefits and payroll
taxes, of direct full time Transmission System employees;

(c) Payroll of Transmission operator"s employees, other
than those charged to its administrative and general expenses,
and other than direct full time Transmission System employees, on
an actual time basis including related fringe benefits and pay-
roll taxes;

(d) Reasonable traveling expense including use of Transmis-
sion Operator®s transportation equipment;

(e) All costs of insurance obtained pursuant hereto ap-
plicable to Transmission System Construction;

() All costs relating to injury or damage (whether incurred
by a Transmission Owner or any other person or entity) arising
out of Transmission System Construction (other than those re-
leased or indemnified pursuant to Section 24(a), (c) or (d)) less
proceeds of insurance maintained pursuant hereto or of Insurance
under any contract for Transmission System Construction;

(g) All federal, state and local taxes and payments in lieu
of taxes legally required to be paid In connection with Transmis-
sion System Construction, except any tax or payment in lieu of
taxes assessed or charged directly against any individual Trans-
mission Owner unless such tax or payment was assessed or charged
to the individual Transmission Owner on behalf of the Transmis-
sion System;

(h) All costs required by the Transmission Agreement execut-
ed by BPA and Transmission Owners, Contract No. DE-MS79-81BP90210,
to be paid by the Transmission Operator to BPA on behalf of
Transmission Owners; and

(1) Administrative and general costs of Transmission Oper-
ator applicable to Transmission System Construction determined iIn
accordance with Exhibit liE"hereto.
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15. Transmission Construction BUdget

As soon as practical after the execution of this Agreement,
Transmission Operator shall submit to the Transmission Owners a
budget setting forth an estimate of amounts expected to be ex-
pended for Costs of Transmission System Construction and an
estimate of Transmission System Capital Retirements and related
costs i1n each quarter hereafter to the completion of Transmission
System Construction, together with an estimated cash flow sched-
ule for each of said quarters. By September 1 of each year,
Transmission Operator shall submit to the Transmission Committee
for approval an updated budget and cash flow schedule, supported
by detail adequate for the purpose of comprehensive review,
describing the items of Costs of Transmission System Construction
and Transmission System Capital Retirements, the amounts expected
to be expended therefor in each month during the next 12 months
commencing the following January and In each quarter thereafter.
Construction budget and cash flow schedules shall be changed by
Transmission Operator from time to time as necessary to reflect
substantial changes iIn construction schedules, plans, specifica-
tions or costs and, when so changed, shall be submitted to the
Transmission Committee fTor approval.

16. Construction Payments

(a) The Operator designated by the Ownership Agreement
pursuant to Section 8 thereof has established a separate trust
account ("Construction Trust Account™) 1i1n a bank located In the
State of Montana and having qualifications meeting all require-
ments 1mposed upon depositories fTor any of the Transmission
Owners. Sums of money for Costs of Transmission System Construc-
tion shall be deposited therein and Transmission Operator shall
withdraw and apply funds therefrom only as necessary to pay Costs
of Transmission System Construction.

(b) The Transmission Operator shall establish upon receipt
from any Transmission Owner of reasonable advance notice a trust
account separate from the Construction Trust Account, subject to
the same qualifications required by Section 16(a). Thereafter,
sums of money for Costs of Transmission System Construction shall
be deposited iIn sald separate trust account and withdrawn as
provided by section 16(a). e

9 i
Jro

(c) For 330 MW of Montana®s Requirements Capacity and 330
MW of Puget®s Requirements Capacity in t-ent, Montana
has paid on behalf of Montana and Puget ~13,304,727\to construct
a double circuit steel tower 230 kV transmlssl~.Trne, a portion
of the Transmission System. This amount shall be credited to
Montana as a payment of Costs of Transmission System Construc-
ti@_. After reimbursement: to Montana by Puget pursuant to Sec-
tion 16(d) hereof, said amount shall be credited one-half to
Puget and one-half to Montana as"a payment of Costs of Transmis-
sion System Construction.
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(d) As reimbursement for one-half of the payment referred
to In Section 16(c}, Puget shall pay Montana $6,652,363.50, less
accumulated depreciation reserve, on the date (the "Reimbursement
Date" stated iIn section 4.2 of the Montana-Puget Colstrip units
#1 and #2 Transmission Contract) the Transmission Committee
determines that the Transmission System will be energized and has
sufficient capacity to transmit the Project"s and Colstrip units
#1 and #2 net generating capability, unless otherwise agreed by
Montana and Puget;~ provided, however, that said reimbursement
shall not constifute a novation, nor relieve Puget, of its
obligations under the Montana-Puget Colstrip units #1 and #2
transmission contract for liabilities accrued thereunder and for
annual costs specified In section 3.3 of said contract. Said
reimbursement shall thereafter relieve Puget of i1ts obligation to
reimburse Montana Tfor 1its share of the annual cost of the
Colstrip-Broadview 230 kV transmission line, a part of the Trans-
mission System.

(e) For 330 MWW of Puget®"s Requirements Capacity in the B-T
Segment, Puget shall pay $11,146,164 plUS Puget®s actual short-
term borrowing rate from August 1, 1976, on said amount which
remains unpaid, on or before May 1, 1982  This amount shall be
credited to Puget as it is made, as a payment of Costs of Trans-
mission System Construction.

(f) Except as provided in Section 16(g), each Transmission
Owner®"s proportionate share of the Costs of Transmission System
Construction in excess of payments described in sections 16(c)
and (e) shall be determined and paid for on the b~is _9 ~1its
~Qj ect Share. At the time of execution of this Agreement-or
promptly thereafter, each Transmission Owner shall have paid (or
cause payment of) i1ts Project Share of the accumulated Costs of
Transmission System Construction incurred prior to the date of
such execution in excess of the payments described in sections
16(c) and (e).

(g) Each Transmission®s Owner®s share of Costs of Transmis-
sion System Construction related to Transmission System Elective
Capital Additions and Transmission System Capital Additions shall
be determined and paid for on the basis of Requirements Shares iIn
each segment to which said addition is made. —

(h) Upon execution of this Agreement, each Transmission
Owner shall deposit (or cause deposit of) Into the Construction
Trust Account its Project Share of a working fund of $50,000.
Transmission Operator shall periodically notify each Transmission
Owner a reasonable period of time in advance, as determined from
time to time by the Transmission Committee, or in the event bfan
emergency as soon as practicable, of expenditures for Costs of
Transmission System Construction. Whether or not such expendi-
tures are provided for iIn the budget, each Transmission Owner
shall deposit (or cause deposit of), its share of such expendi-
tures, as determined iIn section 16(f) iIn the Construction Trust
Account i1n funds immediately available on the dates specified iIn
the notification.
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(1) The Construction Trust Account may from time to time be
closed or later reopened upon the unanimous action of the Trans-
mission committee.

17. Costs of Transmission System Operation

Costs of Transmission System Operation means all expenses
incurred in or relating to the operation and maintenance of the
Transmission System, including but not limited to:

(a) Payroll, including related fringe benefits and payroll
taxes, of direct full-time Transmission System employees;

(b) Payroll of Transmission Operator®s employees, other than
those charged to i1ts administrative and general expenses, and other
than direct full-time Transmission System employees, on an actual
time basis including related fringe benefits and payroll taxes;

(c) Materials and supplies including related purchasing and
handling costs;

(d) Reasonable traveling expense including use of Transmis-
sion Operator®s transportation equipment;

(e) All costs of 1nsurance obtained pursuant hereto applica-
ble to operation or maintenance of the Transmission System;

() All costs relating to injury or damage (whether incurred
by a Transmission Owner or any other person or entity) arising
out of operation or maintenance of the Transmission System (other
than those claims released or indemnified pursuant to section
24(a), (c) or (d» |less proceeds of insurance maintained pursuant
hereto or of insurance under any contract relating to operation
or maintenance of the Transmission System;

All federal, state and local taxes and payments in lieu
of taxes legally required to be paid in connection with ownership,
operation and maintenance of the Transmission System, except any
tax or payment in lieu of taxes assessed or charged directly
against any individual Transmission Owner unless such tax or
payment was assessed or charged to the individual Transmission
Owner on behalf of the Transmission System;

(h) All costs of providing dispatching services for the
Transmission System;

(1) All costs required by the Transmission Agreement execut-
ed by BPA and Transmission Owners, Contract No. DE-MS79-81BP90210,
to be paid by the Transmission Operator to BPA on behalf of
Transmission Owners; and

(J) Administrative and general costs of Transmission Oper-
ator applicable to Transmission System operation and maintenance
as determined in accordance with Exhibit I1IElIbttached hereto.
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18. Operating Budget m

(a) On or before\September 1! of each year, the Transmission
System Operator shall _submit to the Transmission Committee a
budget of i1ts estimate of Costs of Transmission System Operation
by calendar months for the operating year beginning January 1
next following. Such budget shall be subject to approval by the
Transmission Committee which approval shall not unreasonably be
withheld. The Transmission Committee shall approve such budget
or a revised budget on or before November 1 1In any such year.
The budget will list the work force and expense therefor, materi-
als, supplies, and other expenses associated with the normal
maintenance program. Extraordinary items of maintenance will be
detailed to set forth the cost of labor required beyond that
available from the regular force and other expense which will be
incurred. The Transmission Operator will submit budget revisions
as may become necessary from time to time during any operating
year which the Transmission Committee shall promptly consider and
which shall similarly be subject to approval by the Transmission
Committee. The budget will guide expenditures for operating and
maintenance purposes through the ensuing year, except as may be
required In an emergency.

(b) In the event of emergency, forced outages, or instances
of unforeseen maintenance when repairs could be effected more
rapidly by expenditure of overtime and other expediting costs,
the Transmission Owners will be individually notified. Unless
authorized by the Transmission Committee as Costs of Transmission
System Construction or Costs of Transmission System Operation,
Transmission Owners desiring accelerated repairs will share pro
rata on the basis that their respective Requirement Shares iIn the
affected Segment bears to all such Transmission Owners® Require-
ment Shares desiring accelerated repairs, the expediting costs
expended to return the Transmission System to the required
capacity level at an earlier date.

(c) The Transmission Owners recognize i1t will be necessary
for continued operation of the Transmission System, or to main-
tain the Transmission System in operable condition, that- the
Transmission Operator be 1In a position to meet commitments for
payroll, vrepairs and replacements, materials and supplies,
services and other expenses of a continuing nature iIn order that
it may Tulfill 1i1ts obligations- to the Transmission Owners as
Transmission Operator under this Agreement. Accordingly, not-
withstanding any of the provisions of this Section 18, the
Transmission Operator, on behalf of the Transmission Owners, may
make all expenditures in the normal course of business or In an
emergency, all as the same are necessary for the proper and safe
operation and maintenance of the Transmission System. As soon as
practicable after the making of any such expenditures, the Trans-
mission Operator shall make a full report thereof to the Trans-
mission Committee. The Transmission Operator shall take any
action required by a final and binding order of any public
authority having jurisdiction or iIn any emergency for the safety
of the Transmission System.
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19. QOperation and Maintenance Payments

(a) The Operator designated by the Ownership Agreement has
established pursuant to section 8 thereof a separate trust ac-
count ('Operation Trust Account') 1i1n a bank located iIn the state
of Montana and having qualifications meeting all requirements
imposed upon depositories for any of the Transmission Owners.
Sums of money for Costs of Transmission System Operation shall be
deposited therein and the Transmission Operator shall withdraw
and apply funds therefrom only as necessary to pay Costs of
Transmission System Operation.

(b) The Transmission Operator shall establish upon receipt
from any Transmission Owner of reasonable advance notice a trust
account separate from the Operation Trust Account, subject to
the same qualifications required by section 19(a). Thereafter,
sums of money for Costs of Transmission System Operation shall be
deposited In saild separate trust account and withdrawn as pro-
vided by Section 19(a}.

(c) Upon establishment of the Operation Trust Account, each
Transmission Owner shall deposit (or cause deposit of) iInto the
operation Trust Account, 1ts share (i1.e., equal to the sum of
one-half its Requirements Share for the C-B Segment, and one-half
its Requirements Share for the B-T Segment) of a working fund an
amount established by the Transmission committee as sufficient
for the continuing operation of the Transmission System. The
Transmission Operator shall equitably allocate the Costs of
Transmission System Operation between the C-B Segment ang the B-T
Segment in accordance with guidelines established by the Trans-
mission Committee. The Transmission Operator shall periodically
notify each Transmission Owner at a reasonable period of time in
advance, as determined from time to time by the Transmission
Committee, or, In the event of an emergency as soon as practica-
ble, of expenditures for Costs of Transmission System Operation
and the allocation of such expenditures between the C-B Segment
and the B-T Segment. Whether or not such expenditures are pro-
vided for in the budget, each Transmission Owner shall deposit
(or cause deposit of) its Requirements Share o( such expenditures
in the Operation Trust Account in funds immediately available on
the dates specified in the notification.

(d) The Operation Trust Account, or the separate trust
account established pursuant to section 19(b), may from time to
time be combined with the Construction Trust Account established
pursuant to Section 8 of the Ownership Agreement or section 16 of
this Agreement as determined by the unanimous action of the
Transmission Committee.

20. Accounting and Reports

(a) Transmission Operator shall keep up-to-date Transmission
System books and records of Transmission System financial trans-
actions and other arrangements in carrying out the terms of this
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Agreement. Such books and records shall contain i1nformation
supporting the allocation of Transmission Operator®s administra-
tive and general costs associated with the Transmission System.
Such books and records shall be retained by Transmission Operator
for such period as i1s required by the rules and regulations of
the Federal Energy Regulatory Commission or such Qlonger period
determined by the Transmission Committee and shall be made avail-
able for inspection and audit by each of the Transmission Owners
at any reasonable time.

(b) Any contract with any consultant or contractor of
Transmission Operator providing for reimbursement of costs or
expenses of any kind shall require the keeping and maintenance of
books, records, documents and other evidence pertaining to the
costs and expenses incurred or claimed under such contract to the
extent, and in such detail, as will properly reflect all costs
related to this Agreement and shall require such books, records,
documents and evidence to be made available to each of the Trans-
mission Owners at all reasonable times for review and auUdit.
Each of the Transmission Owners shall have the right to examine
and copy all plans, specifications, bids and contracts relating
to the Transmission System provided that proprietary information
subject to confidentiality agreements shall only be disclosed in
accordance with the terms of such agreements.

(c) All accounts shall be kept so as to permit conversion
to the system of accounts prescribed for electric utilities by
the Federal Energy Regulatory Commission, but the manner in which
accounts are Kkept pursuant to this Agreemeritis not intended to
be determinative of the manner in which they are treated In the
books of account of the Transmission Owners.

(d) Transmission Operator shall cause all books and records
to be audited annually by independent Certified Public Account-
ants of national reputation acceptable to all the Transmission
Owners. Copies of such audits shall be supplied to each Trans-
mission Owner. The cost of such periodic audits shall be a
Transmission System cost. Any Transmission Owner may request a
more frequent audit, but in that case the requesting Transmission
Owner shall pay the costs of such audit.

(e) Transmission Operator shall furnish to each Transmis-
sion Owner monthly statements of Costs of Transmission System
Construction and Costs of Transmission System Operation and
monthly construction progress, operation and maintenance reports
in accordance with guidelines established by the Transmission
Committee. The Transmission Operator shall also furnish to each
Transmission Owner such other reports as may from time to time
reasonably be requested by such Transmission Owner. At the
request of any Transmission Owner, Transmission Operator shall
provide certificates signed by a responsible officer of Trans-
mission Operator or an individual designated by him for such
signature setting Tforth the status of Costs of Transmission
System Construction and application of funds. The certificate
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shall be iIn such form and contain such information as IS reasona-
bly requested by such a Transmission Owner.

21. lnsurance

(a) The Transmission Operator shall procure at the earliest
practicable time and thereafter maintain iIn effect at all times
hereinafter provided, to the extent available at reasonable cost
and i1n accordance with standards prevailing in the utility indus-
try for projects of similar size and nature, adequate insurance
coverage of the Transmission System with responsible insurers,
with each Transmission Owner as a named assured and with losses
payable to the respective Transmission Owners for their benefit
as their respective IiInterests may appear, to protect and iInsure
against: worker®s compensation and employer®s liability, public
liability for bodily injury and property damage, all risks of
physical damage to property or equipment, including transporta-
tion and 1installation perils, and such other insurance as the
Transmission Committee deems necessary, with reasonable limits
and subject to appropriate exclusions and deductibles. Self-
insurance under the State of Montana®s worker®s compensation laws
may be substituted for the referenced worker®s compensation and
employer®s liability insurance and the Transmission Owners agree
to cooperate to establish a procedure whereby the cost of such
self-insurance shall be levelized over a three (3) to five (5)
year period.

(b) Each Transmission Owner shall ensure that each of its
policies of insurance that may be applicable to any claims
arising in connection with the Transmission System shall provide
a waiver of the insurer"s rights of subrogation against, or name
as additional assureds, all the other Transmission Owners and
their respective agents and employees. To the extent permitted
by i1ts iInsurance policies, each Transmission Owner waives any
rights of subrogation against all the other Transmission Owners,
their agents and employees, for losses, costs, damages, or
expenses arising out of the construction, operation, maintenance,
reconstruction or repair of the Transmission System.

(c) Copies of all policies of iInsurance procured pursuant
to Section 21(a) shall be provided to each Transmission Owner.
Upon request gf a Transmission Owner, any Transmission Owner will
provide copies of policies of 1iInsurance described i1In Section
21(b). Transmission Operator shall notify the Transmission Own-
ers of the assertion of any claim in excess of $500,000 against
the Transmission System 1mmediately upon assertion of the same,
or of the occurrence of an event likely to result In the asser-
tion of such a claim. All claims for lesser amounts shall be
reported annually by Transmission Operator to the Transmission
Owners. The 1nsurance program, policies and coverages shall be
reviewed annually by the Transmission Committee.
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22. Iransmission Committee

(a) There 1s hereby established a Transmission Committee to
facilitate effective cooperation, interchange of information and
efficient management of the Transmission System, on a prompt and
orderly basis. The Transmission Committee shall be composed of
not more than six (6) members. Each party (or its successors and
assigns acting collectively) shall appoint one (1) Transmission
Committee member. Each Transmission Committee member shall have
the right to vote the Requirement Share of the party (or its
successors and assigns) that appointed such member. A member
shall vote as a unit i1ts entire Requirement Share in the Segment
effected by such vote.

(b) Upon execution of this Agreement, each party shall
notify all of the other parties of the Transmission Committee
member i1nitially appointed by 1t. Any party (or iIts successors
and assigns acting collectively) may change its appointment by
giving written notice of t\le change to all of the Transmission
Owners. Any party (or its successors and assigns acting col-
lectively) may appoint an alternate or alternates to serve on the
Transmission Committee iIn the absence of the regular Transmission
Committee member or to act on specified occasions or with respect
to specified occasions or with respect to specified matters. Any
reference herein to "Transmission Committee member'™ includes the
member®s alternate iIn the absence of the member.

(c) The Transmission committee shall meet regularly, but
not less often than once iIn each calendar year, as may be agreed
upon, and at such other times as requested by any Transmission
Committee member upon three days written notice. Meetings of the
Transmission Committee may be held or members thereof may par-
ticipate In a meeting of such Transmission Committee by means of
conference telephones or similar communications equipment by
means of which all persons participating in the meeting can hear
each other. Participation In a meeting by means of conference
telephones or similar communications equipment shall constitute
presence in person at the meeting~ The Transmission Committee
may appoint such subcommittees as i1t deems necessary oOr appro-
priate and by unanimous action, may delegate approval authority
to such subcommittees. Transmission Operator shall prepare
written minutes of all meetings and distribute them to each
Transmission Committee member within a reasonable time after each
meeting. Unless otherwise mutually agreed, Transmission Opera-
tor"s member shall act as Chairman of the Transmission Committee.

(d) Any action which may be taken at a meeting of the
Transmission Committee may be taken without a meeting if all
Transmission Committee members consent In writing. The Trans-
mission Committee may, by unanimous action, adopt written pro-
cedures for review and approval of matters requiring Transmission
Committee approval, which procedures may include, but are not
limited to, modifying of maximum allowable times for approval,
waiver of portions of information required and advance approvals.
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(e) Transmission Operator shall use 1ts best efforts to
keep all members of the Transmission Committee informed of all
significant matters with respect to Transmission System Construc-
tion, operation and maintenance of the Transmission System
(including, without limitation, plans, specifications, engineer-
ing studies, environmental reports, budgets, estimates and sched-
ules) and, when practicable, 1in time for members to comment
thereon before decisions are made, and shall confer with the
Transmission Committee, or separately with members thereof,
during the development of any of Transmission Operator®s pro-
posals regarding such matters when practicable to do so. Upon
request of any Transmission Committee member, Transmission
Operator shall furnish or make available, with reasonable prompt-
ness and at reasonable times, any and all other iInformation
relating to construction, operation and maintenance of the Trans-
mission System.

() Transmission Operator shall submit each of the matters
listed below to the Transmission Committee for approval, which
approval must be by a vote of Transmission Operator®"s Transmis-
sion Committee member, plus at Qleast two other Transmission
Committee members so that the Transmission Committee members
voting for approval represent at least 55% of the total Require-
ment Shares of each Segment affected by such matter.

(1) Any proposal made by two Transmission Committee members
appointed by Transmission Owners other than Transmis-
sion Operator except as provided 1iIn Section 22(G );

(11) Transmission System Construction and Transmission
System operating budgets and changes therein except as
provided in Section 22(j);

(ii1) Any changes in the working fund in the Construction
Trust Account or Operation Trust Account, except as
provided in section 16(i) or section 19(d);

(iv) Award of any contract, approval of any change order,
or payment of any controverted claim, 1iIn excess of
$500,000;

(v) Insurance coverage, iIncluding Ilimits and choice of
insurers;

(Vi) Estimate of cost of repair or damage to the Transmis-
sion System if in excess of $2,000,000, recommendation
whether to repair In whole or iIn part or to remove from
service, construction budget for repair of Transmission
System;

(vii) Disposition of surplus property having a value of such
minimum amount as Js established by the Transmission
Committee;
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(viii) Settlement of third party claims against the Transmis-
sion System iIn excess of $500,000;

(ix) Any proposal by Transmission Operator to iIssue a pur-
chase order to any other Transmission Owner for facili-
ties, goods, services, or other items to be provided to
the Transmission System; "7MALVUiHNH<%“"

(xX) Any other action required to be taken by tl}éTranSri?:iiﬁgll
sion Committee pursuant to this Agreement: for which a
procedure or voting percentage for reaching approval is
not otherwise specifically provided.

(g) All proposals of Transmission Operator relating to any
matters regarding the Construction, operation and maintenance of
the Transmission System submitted to the Transmission Committee.-
under any provisions of this Agreement shall include i1temized-
cost estimates and other detail sufficient to support a compre- -
hensive review. Upon request, Transmission Operator shall-
furnish or make available all supporting reports, analyses,
recommendations or other documents pertaining thereto. Transmis-
sion Operator shall prepare and furnish such documents to each
Transmission Owner as may be required by any regulatory authority
to be maintained by such Transmission Owner.

(h) If any matter submitted to the Transmission Committee
under Section 22(f) i1s not approved by a vote within 10 days)
after the original submission to the Transmission Committee, o~
within such longer time as the Transmission Committee may decide.
upon unanimously, then each member of the Transmission Committee,
who declines to vote approval, upon demand of Transmission Opera-
tor or any Transmission Committee member voting for approval of-
the matter, shall specify In a written statement his reasons for
declining approval, and shall also state therein what alternative,
if any, 1s acceptable to him. Such statement shall be submitted
to the other Transmission Committee members within 10 days after
expiration of the later of (1) the member®s receipt of a demand
for a written statement of his reasons for declining approval or
(11) such longer period as the Transmission Committee may decide
upon unanimously. Each member who has not submitted such written
statement within the time provided 1In the preceding sentence
shall be deemed to have approved the matter as submitted by
Transmission Operator. Immediately after receipt of such state-
ments from Transmission Committee members representing at least
30% of the total Requirement Shares of each Segment affected by
such matter, Transmission Operator may refer the disputed matter
to arbitration pursuant to section 23 hereof. IT Transmission
Operator elects not to do so and does not submit an alternative
proposal, Transmission Committee members representing at least
30% of the total Requirement Shares of each Segment affected by
such matter may refer such matter to arbitration pursuant to
Section 23.
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(1) Two Transmission Committee members appointed by Trans-
mission Owners other than Transmission Operator may submit to the
Transmission Committee any proposal which conforms with the
requirements imposed on Transmission Operator under section 22(g)
by serving a copy of such proposal on all other Transmission
Committee members. within 15 days after receipt of such pro-
posal, Transmission Operator shall submit one or more written
alternative proposals. Such an alternative proposal may be that
the Transmission System continue to be constructed, operated or
maintained 1In the manner previously planned. The Transmission
Committee shall meet with reasonable promptness and vote on such
proposals. If the Transmission Committee approves in accordance
with this section any of Transmission Operator®"s proposals, the
proposal of the other Transmission Committee members shall be
dismissed and Transmission Operator shall implement i1ts approved
proposal. If the Transmission Committee does not approve any of
Transmission Operator®"s proposals, as they may be amended, the
Transmission Committee shall vote on the proposal or proposals of
the other Transmission Committee members and if the Transmission
Committee approves 1In accordance with this section any such
proposal, Transmission Operator shall proceed with the approved
proposal. If the Transmission Committee does not approve any of
the proposals submitted, i1t shall require submission of further
proposals or i1t shall dismiss all proposals. If the Transmission
Committee does not require further proposals or dismisses all
proposals, the Transmission Committee member appointed by Trans-
mission Operator or the Transmission Commi~tee members submitting
any such proposal, as the case may be, may submit its proposal to
arbitration within 15 days after the Transmission Committee vote.
The arbitrator shall then consider Transmission Operator®s pro-
posal and determine i1f i1ts proposal 1s iIn accordance with Prudent

utility Practice. IT the arbitrator so determines, Transmission
Operator shall proceed accordingly and the proposal of the other
Transmission Committee members shall be dismissed. IT the arbi-

trator determines Transmission Operator®s proposal 1s not in
accordance with Prudent Utility Practice, he shall then consider
the proposal of such other Transmission Committee members and
determine 1f such proposal of such other Transmission Committee
members is iIn accordance with Prudent utility Practice. |If the
arbitrator determines such proposal i1s iIn accordance with Prudent
utility Practice, Transmission Operator shall proceed with the
proposal. IT the arbitrator determines that none of the pro-
posals conform with Prudent Utility Practice, he shall dismiss
all proposals and terminate the arbitration.

(J) Proposals for Transmission System Elective Capital
Additions in excess of $25,000 shall require the approval of
Transmission Committee members representing at least 85% of the
total Requirement Shares of each Segment to which said addition
1S made.
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(k) The Transmission Committee 1iIs the successor to the
group known as the steering committee with respect to the Trans-
mission System, and by execution of this Agreement, each Trans-
mission Owner ratifies, confirms and adopts all prior actions of
said steering Committee.

(1) Any of the specific dollar limitations contained 1iIn
subsections (iv), (vi) and (viii) of Section 22(f) and in Section
22(jJ) may be changed from time to time with approval of Transmis-
sion Cornmkitee members representing at least 85% of the total
Transmission Ownership Percentages.

23. Arbitration

Any controversies arising out of or relating to this Agree-
ment which cannot be resolved through negotiations among the
Transmission Owners within thirty (30) days after inception of
the matter 1in dispute shall, upon demand of any Transmission
Owner involved in the controversy, be submitted to an Arbitrator
having demonstrated expertise in the matter submitted. IT the
Transmission Owners cannot mutually agree upon such Arbitrator,
then upon petition of any Transmission Owner, such Arbitrator
shall be appointed by the Superior court of the state of
Washington, in and for the County of Spokane. The arbitration
shall be conducted 1i1n Spokane, Washington, pursuant to the
Washington Arbitration Act, RCW Chapter 7,.04as the same may be
amended from time to time. The Arbitrator shall render his
decision in writing not Ilater than thirty (30) days after the
matter has been submitted to him, and such decision shall be
conclusive and binding upon the Transmission Owners. The costs
incurred by any arbitration proceedings shall be charged to Costs
of Transmission System Construction or Costs of Transmission Sys-
tem Operation, whichever may be appropriate; provided that each
party shall bear its own attorneys fees and costs of withesses.

24. liabilities

(a) Each Transmission Owner releases all other Transmission
Owners and their respective directors, officers, employees and
agents, from any consequential damages (including, but not limited
to, any loss of use, revenue or profit and any replacement power
costs, except as otherwise provided by Section 6(d)(iii» arising
out of Transmission System Construction or the construction,
operation, maintenance, reconstruction and repair of the Trans-
mission System, the Project, Colstrip Units #1 and #2 or any
equipment installed to protect the Project or Colstrip units #1
and #2 (collectively, the "Colstrip system™) from SSR.
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(b) The Colstrip System and each Transmission Owner®s
electric system shall be designed, constructed, operated, main-
tained and used 1In conformance with accepted electric utility
practices:

(1) to minimize electric disturbances such as, but not
limited to, the abnormal flow of power which may inter-
fere with the Colstrip System, the electric system of
any other Transmission Owner or any electric system
connected with the Colstrip System or such other Trans-
mission Owner®s electric system; and

(ii) to minimize the effect on such electric system and on
each Transmission Owner®"s customers of electric distur-
bances originating on the Colstrip System, each Trans-
mission Owner®s electric system, or another electric
system.

(c) No Transmission Owner ('First Party"™), 1its directors,
officers, employees, and agents, shall be Iliable to any other
Transmission Owner (*'Second Party') for any loss, injury or dam-
age to the Colstrip System or the electric system of any Second
Party caused by or arising out of an electric disturbance (includ-
ing, but not limited to, SSR) on the colstrip System, whether or
not such electric disturbance resulted from the negligent, grossly
negligent or wrongful act or omission of the First Party, 1its
directors, officers, employees, agents or subcontractors, whether
its or their own or imputed, in the design, construction, opera-
tion, maintenance, use or ownership of the Colstrip System or the
First Party"s electric system, or the performance or nonperform-
ance of the obligation of any Transmission Owner under section
24(b) of this agreement; provided, however, that such 1loss,
injury or damage does not result from action taken or not taken
by the First Party, which action i1s knowingly or intentionally
taken or fTailed to be taken with intent that injury or damage
would result therefrom or which action 1is wantonly reckless.
Each Second Party releases from each other First Party, its
directors, officers and employees from any such liability.

(d) Each First Party shall hold harmless and indemnify each
Second Party, 1its directors, officers and employees, from any
claims from loss, iInjury or damage suffered by those to whom the
First Party delivers power or energy, which 1loss, injury or
damage 1s caused by or arises out of an electric disturbance on
the Colstrip System, whether or not such electric disturbance
resulted from the negligent, grossly negligent or wrongful act or
omission of the Second Party, its directors, officers, employees,
agents or subcontractors whether 1i1ts or their own or imputed, in
the design, construction, operation, maintenance, use oOr owner-
ship of the Colstrip System or the Second Party"s electric system
or the performance or nonperformance of the obligation of any
Transmission Owner under section 24(b) of this Agreement; pro-
vided, however, that such loss, Injury or damages does not result
from action taken or not taken by the Second Party, which action
is knowingly or intentionally taken or fTailed to be taken with
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intent that injury or damage would result therefrom or which
action is wantonly reckless.

(e) Each Transmission Owner shall make good faith efforts
to amend the ~reement Limiting Liability Among Western Intercon-
nected Systems and the--Western~nterconnected Electric systemlV*®
Excess Liability Insurance Policy (the "Program') so that the
colstrip System qualifies under the Program as a single electric
system separate from Montana®s electric system. |If the Program
cannot be so amended, then, for a period of two (2) years commenc-
ing with the Hlater of (1) the energization of the Transmission
System, or (i1i1) commercial operation of the Project, the Trans-
mission Owners shall either indemnify Montana against, or name
Montana as an insured party under 1insurance policies providing
protection against, third party property loss or injury arising
out of the construction, operation, maintenance, reconstruction
and repair of the Colstrip System in the amount of the deductible
limit Montana then provides iIn accordance with Prudent utility
Practice under 1its third party liability 1insurance policies.

(f) Throughout the term of this agreement, the colstrip
System shall be a party to the Program or an equivalent arrange-
ment.

(g) Nothing 1in this section shall be interpreted or con-
strued as creating any duty to, any standard of care with refer-
ence to, or any liability to anyone not a.party to this agreement.

25. Default

(a) Upon fTailure of a Transmission Owner to make or cause
to be made any payment when due, or to perform or cause to be
performed any other obligation to be performed by i1t pursuant to
the terms, covenants and conditions contained 1In the Project
Agreements, any other Transmission Owner may make written demand
upon said Transmission Owner Tfor such payment or performance.
Any Transmission Owner making such a demand shall concurrently
deliver copies of the demand to all other Transmission Owners.

(b) If the failure of a Transmission Owner is to make a
payment when due and such fTailure i1s not cured within five (5)
days from the date of a demand made pursuant to Section 25(a), it
shall constitute a default at the expiration of such period.

(c) |If the failure of a Transmission Owner 1iIs to perform
any obligation contained in the Project Agreements other than to
make payments when due and such farlure is not cured within 30
days from the date of a demand made pursuant to section 25(a) or,
if 1t could not be cured within said 30 days, within a reasonable
period after the date of such demand, i1t shall constitute a de-
fault at the expiration of such period.
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(d) If a Transmission Owner shall dispute a default as-
serted against i1t, then such Transmission Owner shall timely make
or cause to be made payment of any sums in dispute or perform the
obligation in dispute but may do so under protest. Such protest
shall be 1n writing, shall specify the reasons upon which the
protest is based and copies thereof shall be mailed to the other
Transmission Owners. Upon resolution of such dispute, the pay-
ments advanced or made between Transmission Owners, as iIn this
paragraph provided, shall be adjusted appropriately.

(e) AIll disputes referred to iIn Section 25(d) shall be
submitted to arbitration pursuant to section 23 to determine the
extent, 1f any, of the obligation of the Transmission Owner
disputing such default. |If payment or performance is timely made
under protest, an act of default shall not be deemed to have
occurred.

() In the event that a Transmission Owner is 1In default
because of failure to make payments when due, then the following
shall occur during the period such Transmission Owner 1s 1In
default unless the nondefaulting Transmission Owners elect other-
wise i1In writing:

@ The defaulting Transmission Owner shall have no
right to use the Transmission System;

(i) The defaulting Transmission. Owner®"s rights to use
the Transmission System shall be deemed to be as-
signed to the Transmission Operator on behalf of
the nondefaul ting Transmission Owners during the
period of default and may be sold by the Transmis-
sion Operator and the proceeds applied to the
amounts owed by the defaulting Transmission Owner
pursuant to the Project Agreements.

In the event of a default, the nondefaulting Transmission Owners
are authorized to execute, deliver and file on behalf of all
Transmission Owners, such notices, demands, agreements, consents,
financing statements, applications and other documents as are
necessary or appropriate to implement the provisions of this
subsection to the full extent legally possible; provided that i1f
the default i1s cured, the nondefaulting Transmission Owner shall
take such reasonable action as may be requested by the Person
curing such default to reflect the fact that such default has
been cured. In the event that any of the provisions of this
subsection are wailved by nondefaulting Transmission Owners or are
held to be unenforceable by competent authority, then the remain-
ing provis~ons shall be severable and in full force and effect.

(g) Payments not made when due may be advanced by other
Transmission Owners and, 1f so advanced, shall bear interest
until paid at the rate of 2% per month or the highest lawful
rate, whichever is lower.
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(h) In addition to the rights granted in this Section 25,
any nondefaulting Transmission Owner may take any action, at law
or in equity, including an action for specific performance, to
enforce this Agreement and to recover for any loss, damage or
payment advances, including attorneys:. fees 1in all trial and
appellate courts and collection costs incurred by reason of such
default.

(1) section 25(f) shall not create an encumbrance prior to
the lien of any existing mortgage, loan or credit agreement of
each Transmission Owner except to the extent permitted thereunder.

(J) Each act or omission to act which becomes an act of
default hereunder shall be treated as a separate act of default
under this Section 25.

26. Uncontrollable Forces

No Transmission Owner shall be considered to be in default
in the performance of any of its obligations hereunder, other
than obligations of such Transmission Owner to pay costs and
expenses, 1f failure of performance shall be due to uncontrolla-
ble forces. The term ™"uncontrollable forces. shall mean any
cause beyond the control of the Transmission Owner, Tailing to
perform and which, by the exercise of reasonable diligence, such
Transmission Owner 1is unable to overcome~ and shall include but
not be limited to an act of God, fire, flood, explosion, strikes,
labor disputes, labor or materials shortages, sabotage, an act of
the public enemy, civil or military authority, including court
orders, injunctions, and orders of government agencies with
proper jurisdiction prohibiting acts necessary to performance
hereunder or permitting any such act only subject to unreasonable
conditions, insurrection or riot, an act of the elements, failure
of equipment, i1nability to obtain or ship materials or equipment
because of the effect of similar causes on suppliers or carriers
or fTailure of any governmental agency to timely act. Nothing
contained herein shall be construed so as to require a Transmis-
sion Owner to settle any strike or labor dispute in which i1t may
be involved. Any party rendered unable to fulfill any obligation
by reason of uncontrollable forces shall exercise due diligence
to remove such inability with all reasonable dispatch.

27. Waiver of Right to Partition

So long as the Transmission System or any part thereof as
originally constructed, reconstructed or added to 1is used or
useful for the transmission of electric power and energy, or to
the end of the period permitted by applicable law, whichever
first occurs, the Transmission Owners waive their right to parti-
tion whether by partition in kind or sale and division of the
proceeds thereof, and agree that they will not resort to any
action at law or In equity to partition and further waive the
benefit of all laws that may now or hereafter authorize such
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partition of the properties comprising the Transmission System.
It 1s agreed this covenant shall be deemed to run with the land.
All 1nstruments of conveyance which effect, evidence or vest each
Transmission Owner®s respective ownership interest in the Trans-
mission System shall contain this waiver of right to partition.

28. Iransfers and Assignments

Allor any part of the iInterest of each Transmission Owner
in the Transmission System or any part thereof, and all or any
part of the rights set forth In the Project Agreements which
relate to such iInterest, may be transferred and assigned as
follows, but not otherwise:

(a) To any mortgagee, trustee or other secured party, as
security for bonds or other indebtedness of such Transmission
Owner, present or future, and such secured party may transfer or
assign the iInterest given as security pursuant to, or in lieu of,
a fToreclosure of the lien (or the exercise of power of sale)
held by such secured party, provided that the transferee or
assignee assumes all of the duties and obligations of the Trans-
mission Owner making the transfer or assignment under the Project
Agreements which relate to the interest being transferred or
assigned;

(b) To any financial iInstitution le~sing an interest in the
Project to the Transmission Owner making the transfer or assign-
ment provided that such financial iInstitution shall not transfer
or assign the interest transferred or assigned to it other than
to such Transmission Owner or, the transferee or assignee of such
financial institution®s iInterest in the project;

(c) To any financial institution acting as trustee under a
construction trust agreement with the Transmission Owner making
the transfer or assignment iIn the Project; provided that such
financial institution shall not transfer or assign the interest
transferred or assigned to i1t other than to such Transmission
Owner or the transferee or assignee of such financial institu-
tion"s iInterest in the Project.

(d) To any Person in the electric utility business into/
which or with which the Transmission Owner making the transfer
may be merged or consolidated or to which the Transmission ownel
transfers substantially all of its assets;

(e) To any Person wholly owning, wholly owned by, or wholly
owned In common with the Transmission Owner making the transfer;

(f) To any other Person, provided that the Transmission
Owner shall Tfirst offer to transfer 1i1ts interest or any part
thereof to the other Transmission Owners, at the amount of, and
on terms not less advantageous than, those of a bona fide offer
from a buyer able and willing to purchase such Transmission
Owner®"s iInterest. The portion of such iInterest to be offered to
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each Transmission Owner pursuant to this subsection (f) shall be
equal to the proportionate interest of such Transmission Owner
in the Transmission System after excluding the interest being
offered. The initial offer shall be kept open for a period of 90
days. IT. at the end of the 90-day period, any Transmission
Owner shall have fTailed to accept such offer, the proportionate
interest offered to such Transmission Owner shall be offered on a
pro rata basis to the other Transmission Owners, who shall have
a TfTurther period of 7 days to accept the same. The process
referred to in the i1mmediately preceding sentence shall be
repeated until all Transmission Owners then being offered an
interest shall have failed to accept such offer.

(g) To any other Person with the written consent of all
Transmission Owners.

No transfer or assignment of any interest in the Transmis-
sion System or any part thereof pursuant to sections 28(d), (e),
(f) or (g) may be made unless simultaneously the Transmission
Owner®s rights under the Project Agreements which relate to such
interest are similarly transferred or assigned to the same Person
or Persons, and such Person or Persons have assumed iIn writing
all the duties and obligations of the Transmission Owner making
such transfer or assignment under the Project Agreements, which
relate to the interest being transferred or assigned. Transfers
or assignments shall not relieve any Transmission Owner of any
obligation hereunder, except to the extent agreed in writing by
all other Transmission Owners. Any attempted or purported trans-
fer made other than in accordance with this section 28 either
voluntarily or by operation of law shall be void and of no effect.

29. Obligations Are Several

The duties, obligations and liabilities of the Transmission
Owners hereunder are intended to be several and not joint or
collective and no Transmission Owner shall be jointly or several-
ly liable for the acts, omissions, or obligations of any other
Transmission Owner. Nothing herein contained shall be construed
to create an association, joint venture, partnership, or Impose a
partnership duty, obligation or liability, among the Transmission
9 wn~r~~ Transmission Owner shall have a right or power-~:J6
.bind any other Transmission Owner without its express written
Iconsent gxgepx as expressly prOV|ded in thls Agreement.

---------
~rvam eeeesse-— ~_,~~___~__~~~ _______ T~ e~~~ ~ ~ea~a -

30. Notices

Any notice, demand or request provided for iIn this Agreement
served. given or made 1In connection therewith shall be deemed
properly served, given or made if given by telephone or in person
and confirmed iIn writing, or if In writing by acknowledged de-
livery or sent by registered or certified mail, postage prepaid,
addressed to the Transmission Owner or Transmission Owners at its
or their principal place or places of business to the attention
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of the president or chief executive officer of such Transmission
Owners. Any Transmission Owner may at any time, and from time to
time, change 1its designation of the person to whom notice shall
be given by giving notice to the other Transmission Owners as
hereinabove provided.

31. 1mplementation

Each Transmission Owner shall take such reasonable action
(including, but not limited to, the execution, acknowledgment and
delivery of documents), as may be requested by any other Trans-
mission Owner for the implementation of this Agreement.

32. Provisions for Additional Eacilities; Interconnection

(a) with the consent of all other Transmission Owners
(which consent will not unreasonably be withheld), a Transmissio.n
Owner may at 1its expense make iInterconnections with the Trans::
mission System. Upon such consent being given, the Transmission
Committee shall specify the terms and conditions under which such
interconnections may be made and the payments by the intercon-
necting Transmission Owner, 1f any, and the distribution or
allocation of such payments to the other Transmission Owners.

(b) Except as otherwise provided 1iIn Section 32(a), each
Transmission Owner shall have the right at its expense to install
and operate on the Transmission System, TfTacilities for i1ts own
system; provided, however, that the Tfacilities of any Transmis-
sion Owner shall be so installed and operated as not to burden or
unreasonably interfere with those of the other Transmission
Owners or the Transmission System, the construction on the
Transmission System lands of additional Transmission System
facilities, or the ultimate full utilization of the land for the
Transmission System. In the event that a Transmission Owner
proposes to install or operate facilities which would require the
relocation of previously installed facilities of another Trans-
mission Owner, or of the Transmission System, but would otherwise
meet the requirements of the preceding sentence, the Transmission
Owner desiring to install or operate such facilities shall have
the right to require such relocation if it bears all direct and
indirect costs of such relocation.

(c) Each of the Transmission Owners releases all other
Transmission Owners and their agents and employees from claims to
profits, charges, rents, or benefits that may arise from use by
any Transmission Owner of Transmission System real property and
property rights permitted by this Section 32.

33. Regulatory Approval

It is understood that transfers of property under this
Agreement may be subject to the jurisdiction of state or federal
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regulatory agencies. Such transfers shall not be effective until
all required approvals and all other required action by such
agencies having jurisdiction shall have been obtained.

34. Rule Against Perpetuities or Similar or Related Rules

IT the duration of any term or condition of this Agreement
shall be subject to the rule against perpetuities or a similar or
related rule, then the effectiveness of such term or condition
shall not extend beyond (i) the maximum period of time permitted
under such rule, or (i1) the specific applicable period of time
expressed in this Agreement, whichever 1is shorter. For purposes
of applying the rule against perpetuities or a similar or related
rule, the measuring lives in being shall be of the officers and
directors of Montana shown in i1ts 1980 Annual Report, together
with all such listed persons® children, all of whom are living on
the date of execution of this Agreement. As used in this para-
graph, the word '"children”™ shall have 1its primary and generally
accepted meaning of descendants of the first degree.

35. Termination

At any time after the end of the Project pursuant to Section
31 of the Ownership Agreement, any Transmission Owner, for any
cause deemed by it sufficient, may propose termination of this
Agreement. In such event, the Transmission Owner proposing"
termination shall offer.to assign all its right, title and inter-/.
est In and to the Transmission System to the other Transmission
Owners, pro rata according to their then Transmission Ownership
Percentages. Such other Transmission Owners shall have the
right, but not the obligation, to purchase all or any part of\.
such Transmission System at the then-depreciated original cost/
thereof, less cost of salvage. To the extent such facilities are
not purchased by the other Transmission Owners, the Transmission
Operator shall sell for removal to the highest bidder all salable
parts of the Transmission System which can be removed from ser-
vice without 1impairing the efficiency or usefulness of the
Transmission System Capacity that each other Transmission Owner
is entitled to use. After deducting all costs of such removal,
including, without limiting the generality of the foregoing, the
cost of meeting all applicable requirements of law, the Transmis-
sion Operator shall, i1f there are net proceeds, distribute to
each Transmission Owner whose interest In the Transmission System
is being terminated i1ts Transmission Ownership Percentage of said
net proceeds.

Upon such removal, this Agreement shall terminate as to-~
those Transmission Owners proposing termination, and such Trans- /
mission Owners shall have no right, title or interest iIn the.
Transmission System remaining after such removal. |If the right,
title and interest of Transmission Owner proposing termination
are not completely purchased by the other Transmission Owners,
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that portion not purchased shall become the property of such
other Transmission Owners 1in proportion to their Transmission
Ownership Percentage. IT all Transmission System facilities are
being removed from service and i1f the Transmission Operator
should determine that they will bring a greater amount at salvage
if sold as a unit, including land and structures, than they would
if 1t were dismantled and the salable parts removed and sold,
then the Transmission Operator may sell the Transmission System
as a unit to the highest bidder. After deducting all costs of
ending the Transmission System, including, without limiting the
generality of the foregoing, the cost of decommissioning, razing
all structures and disposing of the debris and meeting all
applicable requirements of law, the Transmission Operator shall,
iT there are net proceeds, distribute to each Transmission Owner
its proportionate share of such proceeds according to its Trans-
mission Ownership Percentage. In the event such costs of ending
the Transmission System exceed available funds, each Transmission
Owner shall pay 1ts Transmission Ownership Percentage of such
excess as incurred.

36. Effective Date; Term

This Agreement shall be effective and binding when executed
by Montana, Puget, Water Power, Portland, and Pacific and shall
be effective and binding as to Basin Electric only when executed
by Basin Electric. This agreement she,ll continue until ter-
minated pursuant to section 35.

37. Miscellaneous

(a) The headings of the clauses of this Agreement are
inserted for convenience of reference only and shall not affect
the meaning or construction thereof.

(b) The singular of any term in this Agreement shall encom-
pass the plural and the plural the singular, unless the context
otherwise indicates.

(c) This Agreement shall be construed In accordance with
the laws of the State of Montana, except that section 23 shall be
construed In accordance with the laws of the State of Washington.

(d) This Agreement shall not be amended except by written
instrument executed, acknowledged and delivered by all of the
Tr~nsmission Owners.

-32-
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roORTLAND  GEIJ"ERAL ELECTRIC ~ mlvIPANY

ATTEST:~

THE MONTANA POWER CO1VIPANY

BY _ _
Tite
ATIEST:
By _
Titie _
PACIFIC POWER & LIGHT Q)1VIPANY
By _
Title
ATIEST:
BY _ _
Titkle
PUGET SOUND P()J ER & LI Gill COMPANY
By
Title
ATIEST:
BY _ o __
Tite _
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ATIEST:

By
Title

ATIEST:

ATIEST:

roRTLAND GENERAL ELECTRIC  m:-IPANY

THE MONTANA POWER COIVIPANY

By
Title

PACIPI C IOWER & LIGHT COIVIAI~Y

PUGET SOUND P(~ER & LIGHT COMPANY
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ATTEST:

ATTEST:;
By

Title

leMJ Q-

13"
Assistant Secretary

ATTEST:

FDRTLAND GENERAL ELECTRIC m~LPANY

By

Title

THE MONfANA  [JOWHER COIVIPfu'N

By

Title

PACIFIC ~ POWER & LIGHT COMPANY

By69~_

«Jt~ -

PUGET SOUND pOJER & LI GHT COMPAI'N
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By

Title

ATTEST:
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ATTEST:

ATIESsr~
By.

Title

Secretary

roRTIA"Ill  GEINERAL ELECTRIC UIMPANY

THE MONTANAPO~ER COMPfuW

By

Title

PACIFIC POWER & LIGHT CO~~fuw

By

Title

PUGET SOUND P()~ER & LIGHT CO~~AiW

By(2.1£.~~

Title Vice President
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By

Title

ATTEST:
By
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TIE WASHINGIDN WATER FO'IER (X)MPANY

Dlo

BASIN ELECTRIC POJER COOPERATIVE
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TIE WASHINGIDN WATER FDNER OJMPANY

ATIEST:

BASIN ELECIRIC POJER COOPERATIVE

ATIEST:

By ~~grk
Title

PCI 1649A
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IN WITNESS WHEREOF,

Agreement

Attachment 1: Montana Intertie Agreement

in several

the parties
counterparts.

hereto

have executed

this

Attest:

Ist I. 0. McFlwain
Asst. Secretary

Attest:

Is! W. E. Watson
Secretary

Attest:

Isl L. 0. Falk
Asst. Secretary

Attest:

Isl Warren

Asst.

Hastings
Secretary

THE MONTANA POWER COMPANY

By 1s! Melvyn M. Ryan
lts Executive Vlce President
for Administration

PUGET SOUND POWER & LIGHT COMPANY

By J1s! D. H. Knight
Its Sr. Vice President

THE WASHINGTON WATER POWER COMPANY

By JIs! H W Harding
I'ts Vice President

PORTLAND GENERAL ELECTRIC COMPANY

By 1s! Glen E. Bredemeier
It

resident

n
<
@]
D
O
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PACIFIC POWER & LIGHT COMPANY

By /s/ R. B. Lisbakken

Its Vice Prggident

<

Attest:

/s/ Sally A. Nofziger

Asst. Secretary

BASIN ELECTRIC POWER COOPERATIVE

Attest:

Secretary

34-
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STATE OF MONTANA )
SS.

)
COUNTY OF SILVER BOW )

On this 6th day of May, 1981, before me, the undersigned, a
Notary Public 1in and for the State of Montana, personally ap-
peared Melvyn M. Ryan, known to me to be the Executive Vice
President for Administration of THE MONTANA POWER COMPANY and
acknowledged to me that he executed the within iInstrument on
behalf of that corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
my Notarial Seal the day and year 1in this certificate Tirst above
written.

/s/ James Walsh
Notary Public 1i1n and for the State of

Montana
Residing at Butte
My Conunission expires _@.2/68_2. _

STATE OF WASHINGTON )

COUNTY OF KING )

On this 6th day of May, 1981, before me, the undersigned, a
Notary Public in and for the State of Washington, personally ap-
peared D. H. Knight, known to me to be the Sr. Vice President of
PUGET SOUND POWER & LIGHT COMPANY and acknowledged to me that he
executed the within instrument on behalf of that corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
my Notarial Seal the day and year in this certificate Tirst above
written.

/s/ Jeanette Ragsdale
Notary Public 1in and for the State of

Washington

My Conunission expires August 1, 1981

- 35_
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STATE OF WASHINGTON )

COUNTY OF )

On this 6th day of May, 1981, before me, the undersigned, a
Notary Public in and for the State of Washington, personally
appeared H. W. Harding, known to me to be the Vice President of
THE WASHINGTON WATER POWER COMPANY and acknowledged to me that he
executed the within 1instrument on behalf of that corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
my Notarial Seal the day and year 1in this certificate first above
written.

/s/ Lois L. Loveridge

Notary Public 1In and for the State of
Washington

Residing at Spokane, Washington

My Commission expires QOctober 17, 1982

STATE OF OREGON )

COUNTY OF )

On this 6th day of May, 1981, before me, the undersigned, a
Notary Public 1in and for the State of Oregon, personally appeared
Glen E. Bredemeier, known to me to be the Vice President of
PORTLAND GENERAL ELECTRIC COMPANY and acknowledged to me that he
executed the within iInstrument on behalf of that corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
my Notarial Seal the day and year 1in this certificate Tirst above
written.

/s/ Shirley A. Kushner

Notary Public 1n and for the State of
Oregon

Res iding at P_o r_t 1,3-R0dR

My Commi ssion expires 9.2/(8. 4
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STATE OF OREGON )
) 55._
COUNTY OF )

On this 6th day of May, 1981, before me, the undersigned, a
Notary Public iIn and for the State of Oregon, personally appeared
R. B. Lisbakken, known to me to be the vice President of PACIFIC
POWER AND LIGHT COMPANY and acknowledged to me that he executed
the within instrument on behalf of that corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
my Notarial Seal the day and year in this certificate TFfirst above
written.

/s/ Hilda V. Hambach

Notary Public in and for the State of
Oregon

Residing at Portland, OR

My Commission™ expires september 28, 1982

STATE OF NORTH DAKOTA )
SS.

o/

COUNTY OF

On this day of , 198 , before me, the
undersigned, -a--N-otary Public in and for the State of North
Dakota, personally appeared , known to me
to be the of BASIN ELECTRIC POWER
COOPERATIVE ~and "acknowléedged ~— to me that he executed the within
instrument on behalf of that corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
my Notarial Seal the day and year in this certificate Tfirst above
written.

Notary Public in and for the State of
North Dakota

Residing at

My Commission expires

37-
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DESCRIPTION OF TRANSMISSION SYSTEM

The Colstrip Transmission System under this Agreement will con-
sist of the following listed facilities to be constructed and/or
reconstructed for transmitting the output of Colstrip Generating
Units #s 1, 2, 3 and 4 from the general vicinity of Colstrip,
Montana to the interconnection with Bonneville Power Administra-
tion near Townsend, Montana, and including specifically enumerated
facilities at various 1iInterconnection points with Montana®s
Transmission System at Colstrip and Broadview, and with the
Generating Units at Colstrip.

The transmission line sections listed below are construed to
include all poles, towers, tower foundations, counterpoise, Tix-
tures, conductors, insulators, overhead ground (shield) wires,
fences, roads, trails, real property and property rights, and
other appurtenances necessary to construct, operate, and maintain
the given transmission line section.

The substation and switchyards Hlisted below are construed to

include all electrical switchgear, transformers, reactors,
capacitors, poles, towers, bus structures, bus conductors and
insulators, foundations, control houses, relays, batteries,

meters and metering equipment, Hlocal control devices, ground
mats, raceways, wireways, conduits, potential devices, railroad
spurs, real property and property rights, and other appurtenances
necessary to construct, operate and maintain the given substation
or switchyard as that operation pertains to the 500 kV line sec-
tions and their intended operation.

The vreal property and property rights associated with the
specific facilities are listed separately iIn Exhibit "B."

All voltages listed are nominal.

COLSTRIP-BROADVIEW SEGMENT

500 kV Transmission Line Sections

1. One overhead 500 kV line, approximately 116 miles long, ex-
tending from the Colstrip 500 kV switchyard to the Broadview
500 kV switchyard NW of Billings, Montana.

2. One existing overhead 500 kV line, currently operating as a
double circuit 230 kV line and which will be converted to a
single circuit 500 kV [line, extending approximately 113
milles from the Colstrip 500 kV switchyard to the Broadview
500 kV switchyard NW of Billings, Montana.
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500 kv Switchyards and Substations

3.

The Colstrip 500 kV switchyard immediately east of Montana®"s
existing Colstrip 230 KkV switchyard and substation, includ-
ing the Tfollowing major equipment and associated structures
and fTacilities:

7 - 500 kV Power Circuit Breakers

2 Banks - 500 kV Shunt Line Reactors (approx. 100 Mvar. each)

2 Banks - 500/230/34.5 kV, Autotransformers (approx.
300/400/500 Mva. each)

2 - 230 kv 3 ~ Disconnect Switches to Interconnect with
Montana®s Existing 230 kV Bus

2 Banks - 34.5 kV Switchable Shunt Reactors for System Volt-
age Control (approx. 45 Mvar. each)

34.5 kV Station Power Transformers

Ground Mat, Excluding Underground Ties to the Plant Ground
Mat

Condui ts to Montana®s 230 kV Switchyard Control House and
to the Generating Units #"s 1, 2, 3, and 4 Extending Only
to the First Manhole Outside the Switchyard Fence

Control Cables to Montana®s 230 kV Switchyard Control House,
but Excluding Such Cables to the Generating Units #"s 1,
2, 3 and 4

Fencing, Except |Inunediately Adjacent to Montana®s Existing
230 kV Switchyard

1 - Control House, including Supervisory Control, Telemeter-
ing, Relaying and Other Equipment and Devices therein.

1 - Emergency Internal Combustion Generator Set

A portion of the Broadview 500 kV switchyard immediately
north of Montana®s existing Broadview 230 kV switchyard and
substation, including the following major equipment and
associated structures and fTacilities related to the Colstrip-
Broadview 500 kV lines and the Broadview 500/230/34.5 kV
autotransformers:

All 500 kV Transmission Line Relays

2 Banks - 500 kV Shunt Line Reactor (approx. 100 Mvar. each),
including relays

2 Banks - 500 kV Series Capacitors, including relays

1 Bank -"34.5 KkV switchable Shunt Reactors for System Voltage
Control (approx. 90 Mvar.), including relays

* 1/3 of 2 Banks - 500/230/34.5 kV Autotransformers (approx.

360/480/600 Mva.' each), including relays
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** 7/18 of the following common facilities:
*AX 7 500 kV Power Circuit Breakers and 500 kV Buswork

230 kV Buswork to Interconnect at Two Existing
Disconnect Switches i1n Montana®s 230 kV Bus

2 - 34.5 kV Station Power Transformers

Fencing, Except Immediately Adjacent to Montana“®s
Existing 230 kV Switchyard

1 - Switchyard Control House

1 - Warehouse

1 - Emergency Internal Combustion Generation Set

Supervisory Control, Telemetering, Relaying and Other
Equipment and Devices in the Control House which are

Directly Related to the Common Facilities Listed
Herein

* Not including 2/3 owned exclusively by Montana

** Not including 2/9 owned exclusively by Montana

*** Allocations of common facilities are based on the following:

2/3 to 4 - 500 kV Lines, allocated to the Transmission System
1/3 to 2 - 500/230/34.5 Autotransformers
1/3 of Autotransformer allocation to the Transmission
System
1/2 of Transmission System Allocation to Colstrip-
Broadview Segment.
7/18 = 1/2 (2/3 + 1/3 x 1/3)

BROADVIEW-TOWNSEND SEGMENT

1. Two overhead 500 kV [lines, each approximately 133 miles
long, extending from the Broadview 500 kV switchyard to the
interconnection point with Bonneville Power Administration®s
500 kV double-circuit line near Townsend, Montana.

500 kv Switchyards and Substations

2. A portion of the Broadview 500 kV switchyard immediately
north of Montana®s existing Broadview 230 kV switchyard and
sUbstation including the following major equipment and
associated structures and facilities related to the Broadview-
Townsend 500 kV lines:

BP-22-E-PP-02
Attachment 1
69



Page 4 of 4

Attachment 1: Montanal ntergg?gﬁéefnéﬁ

rip broject Transmission
Agreement

All 500 kV Transmission Line Relays
2 Banks - 500 kV Shunt Line Reactors (@approx. 225 Mvar.

(each» including rel?ys i i i i i
2 - Neutral Reactors fTor single Pole Switching, i1ncluding
relays

1 Bank™ - 34.5 kV switchable Shunt Reactors for System Voltage
Control (approx. 90 Mvar.), including relays
* 7/18 of the following common facilities:

7 - 500 kV Power Circuit Breakers and 500 kV Buswork

230 kV Buswork to Interconnect at Two Existing Discon-
nect switches in Montana®s 230 kV Bus

2 - 34.5 kV station Power Transformers

Fencing, Except Immediately Adjacent to Montana®s Exist-
ing 230 kV Switchyard

1 - switchyard Control House

1 - Warehouse

1 - Emergency Internal Combustion Generation Set

supervisory Control, Telemetering, Relaying and Other
Equipment and Devices iIn the Control House which are
Directly Related to the Common Facilities Listed
Herein

* Allocations of common facilities are, based on the following:
2/3 to 4 - 500 kV Lines, allocated to the Transmission System
1/3 to 2 - 500/230/34.5 Autotransformers
1/3 of Autotransformer allocation to the Transmission
System
1/2 of Transmission System allocation to Broadview-
Townsend Segment.

7/18 = 1/2 (2/3 + 1/3 x 1/3)
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HE BROADVIEW SWITCHYARD

A tract of land situated iIn Section 34, Township 4 North, Range
23 East, P.M._M., being Tract B of Certificate of Survey No. 1520
Amended, and described as follows:

Beginning at the North corner of said certificate of Survey,
also being a point on the southwesterly right-of-way line of the
Burlington Northern Railroad; thence, 1st Course, along said
right-of-way Hline, S. 41°49°56" E., 2,961.03 feet; thence,
N. 86°47"58" W., 4,087.32 feet; thence, N. 00°10"33" E., 834.12
feet; thence, S. 89°49"27" E., 2,100.00 feet; thence, N. 00°10."33"
E., 1,150.40 feet to the point of beginning and containing in all
90.55 acres, more or less.
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Colstrip Project Transmission
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CRITERIA EOR CAPACITY DETERMINATIIONS

Transmission Capacity determinations under Section 8 of this
Agreement were made 1initially in accordance with the following
procedures and criteria. Subsequent determinations, when
necessary, will be made iIn accordance with the same procedures and
criteria unless agreed otherwise by the Committee.

Procedures:

1. Transmission Operator will make the determinations or arrange
to have them made at the request of the Committee.

2. Determinations will be made by stressed system and forced
flow computer simulations of the operation of appropriate
portions of the iInterconnected network.

3. The simulations and resulting determinations of transmission
capacity will be submitted to the Committee for review and
concurrence.

4. Determinations will be made for both the Colstrip-Broadview
Segment and the Broadview-Garrison (Broadview-Townsend)
Segment of:

(a) the Transmission System;
(b) Montana®s Transmission System; and

(c) the integrated combination of the two Systems (Inte-
grated System).

5. Determinations will be made for normal systems with all
facilities in service.

6. Changes by the Committee iIn these procedures or criteria or
changes i1n the system capacities because of future develop-
ments, additions or changed conditions will be recorded iIn
appropriate amendments to this Exhibit C.

Criteria:

1. Simulations to determine separate capacities of the Trans-
mission System and of Montana®s Transmission System will be
performed with the two Systems isolated from each other east
of Garrison insofar as is practical.

2. Transmission capacities for each System (i.e., the Transmis-
sion System, Montana®s Transmission System and the Integrated
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System) i1n each segment will be determined by stressing only
the system and segment being tested in a manner as agreed by
the Committee.

3. For the normal system determination (all TfTacilities 1in
service), tests of performance will be made by simulating
line faults on the System being tested that cause the most
severe disturbance. Satisfactory performance will be such
that the System remains stable with normal clearing of the
fault and the first post-fault voltage swing on any load bus
in the interconnection remains at or above 80% of the nominal
voltage. Generator unit dropping may be used iIn cases of
certain three-phase faults to meet these criteria.

The parties, on the basis of several simulations performed to date
of the Systems as they are projected to exist upon the initial
commercial operation of Colstrip Units #3 and #4, have agreed upon

initial allocations of the Integrated System Capacity in the
following percentages:

Broadview-
Colstrip- Townsend
Broadview (Garrison)
Segment
The Transmission System 87% 75%
Montana®s Transmission System ~ ) N
The Integrated System 10@@)yoﬁ-Ui- 100%

The Integrated System Capacity has been determined as follows,
subject to further study and review by the Committee In accordance
with the above procedures and criteria. The above percentage
allocations will be applied to the Integrated System Capacity and
will serve as the basis for the initial ratchet of Section 8(b).

Colstrip- Broadview-

Broadview Segment JTownsend Segment

Integrated System
Transmission Capacity 2,598 Mw 2,573 MW
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LOSS DETERMINATION AND ALLOCATIONS

Loss calculations and allocations pursuant to Section 10 will
done not less often than once each hour In accordance with the

following procedures:

be

Garrison Broa.:lvie ... Colstrip

DEFINITIONS ~ AND NO:-tELICLATIRE

X = Metering points (arrow indicates positive direction of flow)

A = Metered power flow into Colstrip 3 & 4 step-up transformers

B = Metered power flow into Colstrip 500/230 kV auto-transformers

c = Calculated power flow into Colstrip-Broadvie\.J 500 kV lines at Colstrip
D = Metered pO\.Jerflow into Broadview 500/230 kV auto-transfoTlTlers

E = Calculated power flow into Broadview-Garrison 500 kV lines at Broadview
F = Metered power flow into Broadview-Garrison 500 kV lines at Garrison

G = Metered power flow into Colstrip 1 & 2 step-up transformers

LT = Total losses to be allocated = A + B + D + F
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Calculated losses in Colstrip 3 & 4 step-up transformers
Calculated losses in Colstrip 500/230 kV auto transformers
Calculated losses in Colstrip-Broadview 500 kV lines
Calculated losses in Broadview 500/230 kV auto-transformers
Calculated losses in Broadview-Garrison 500 kV lines

Calculated losses in Colstrip 1 & 2 step-up transformers = f{IGI)

Losses on all schedules using Transmission System
Surplus Capacity and losses on all schedules fTor Persons
other than the Transmission Owner providing the
transmission capacity. Such losses will be determined
as 5% of such schedules. Such percentage may be revised
by a vote of the Transmission Committee members repre-
senting at least 85% of the total Requirement Shares

of each Segment.

INITIAL CALCULATION OF LOSSES (Indicated by ~ubscript 1):

LAr = f( IAII), where T (1Al) means a function of IAl, and IAl means the
absolute value of A

LBI = f( IBI)

LCy = fC ICID), where |C1* = JA+ B - LAr - LEII

LDl = f(In D)

LEI = TCIFD), where metered power flow F is ysed rather than calculated

power flow E.

The Transmission Committee shall determine the appropriate
functions T(JAl), fuBl), f(/Ci), £(fd1), T(FI), and
T(IGl) to represent losses on those fTacilities.

These functions may include relationships of voltage,
current, var Tflow and other appropriate constants and
variables.

LTr = LAr + LEI + LCI + LDr + LEI
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ALLOCATION OF CALGILATION AND METERING ERROR AND OF 1)~

LA = LAl X (LT/LTL)( LTAW )/ LT = LAr X (LTAYJ)/LTI

= LAr x (Allocation Factor), where (LT - DJ)LTL = Allocation Factor

LB = LBI x (Allocation Factor)

LC = Lel x (Allocation Factor)

LD = Lbr x (Allocation Factor)

LE = LEI x (Allocation Factor)

As a check, the following should balance within 2 kilowatthours:
LA + LB +LC +LD +LE +D/ =A+B+D+F

ALLOCATION A™IONG USERS wHFRE SUBSCRIPT (N) REFERS TO:

N = 1 = Montana 5 = Pacific
Z = Puget 6 = Basin Electric
3 = PGE 7 = Bonneville
4 = WWp

All schedules amon? the parties for replacement or return of losses will be
excluded in the following calculation.

N*s share of power flow at A } These shares of generation are not
considered to be "schedules of power
= N.s share of pmver flow at G flow" in the following four [lines.
BUN = N*s schedules of power flO\vat B subject to assessment of L1"losses
S~- N"s total schedules of power flow at Bless BWy

= N*"s schedules of power flow at D subject to assessment of LW losses

N*s total schedules of power flow at D less U~N
BZ = GZ - LGZ + SBZ, where LGZ = LG x GZ/G
SBN for N = 3,4, S, 6, 7

BN

7
B-BZ-B3-B4-BS-B6- B7 - 1:1BI'NF

BI
_ 7
LEI = IBli x (LBl 11 IBNI)

* If Bl 0 and 1BII ~(Al - LAl - LEIl), then C1 = Al + Bl - LAl - LBI
* If Bl< 0 and 1Bl >(Al LAl - LEI), then C1

* If BI> 0, then C1 = Al + Bl - LAl - LEI

BP-22-E-PP-02
Attachment 1
77



Page 4 of 4
Exhibit D

Attachment 1: Montana Intertie AgreementColstrip Project
Transmission Agreement

N =~ +- _LAN-1LBN for N =2, 3, 4, 5,6, 7
DN = SON for N = 2, 3, 4, 5, 6, 7

DL =D -DZ -D3 -D4 -DS -D6 - DI - Ei DWN **

EN

7
LO1 =I1D1Ix (LD/EIIDNJ)

** If DI <0 and IDII ;%Ql - LCI - LDI;, then El
** 1f Dt <0 and IDI1 >(CI - Lel - LDI), then E1

** 1f D1 ~,_ then E1 = C1 + DI - Lel - LDI
+ON -Len - LON for N = 2, 3, 4, 5, 6, 7

Cl + DI - LCI -LOI
0

11
l

AN =IANIX (WEIIA7NI)

= LA X

L~ =IBNIx (LB/E17IBNI) = LB x
LCN =ICNIx (LC/EI7ICNI) = LC x
LDN = IONIx (LD/EIL ) = LD X
L~ =IENIx (LE/EI7I~I) = LE x
LN =~ + LEN + LCN + -~ + LEN
As a check, the following should balance within 2 Kkilowatthours:

LW+Ei~ =A +B.+D+F
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CERTIFICATE OF SERVICE

I hereby certify that I electronically filed the foregoing on March 16, 2021 by uploading it to the
Bonneville Power Administration’s secure website. Pursuant to Section 1010.10(a) of the Rules
of Procedure of the Bonneville Power Administration, such filing constitutes service on all
Litigants.

Submitted by,

Is/ 1rene A. Scruggs

Irene A. Scruggs

General Counsel
Public Power Council




