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A: And that's right. That's right. Hhetatabdms the concept was actually
started in the Government by the Bureau of Reclamation. The Bureau of

Jras

Re lamationhuséqunrcash transfers as a way of buying certain specific

rights and they got that approved in the Congress.

Q: Larry, can you give me a rundown on what your background is, where you
- went to school, how you happened, how you got to the point where you went

to work for the Bonneville Power Administration?

A: Well, I started out in a Bonneville family. My father was a Bonneville
employee in my earliest recollections of substance. He started working
for Bonneville in 1940 and I was raised in deimd—ef an interesting era. 1
knew most of the Bonneville luminaries like Schultz, Dittmer and Ostrander
as company at dinners or going to family gatherings where the klds w ~j

: o
expected to kind of make out while the parents talked eﬂbntéy—eé=§=ixt:§§
ool 4455
about theﬁpOWer Bu31ness in the Pac1f1c Northwest so my early
recollections are of those types of things. After my dad came back from
the service, he took a job as the District Manager of the Lower Columbia
o F e
District, here in Portland,endw; was essentdialldy assigned to being Paul
Raver's chauffeur in hauling him around the various cities in the Lower
Columbia District, sad-ee 1 can remember going on some of those trips with
my father when he was kind of commissioned to do something on a weekend to
haul Raver somewhere so I Tamremsmbrer—tiese. 1 also can remember going

to meetings of the, I think it was called the Bonneville League where such

luminaries as Congressman Pierce, former Governor Pierce of Oregon, would



stand up, assisting himself with a cane, and talkigg about how he had been

the sole mover and shaker putting together the Bonneville Act‘ce&{? early

My dad took a _{?_E.—j\

NN

after Harry Truman was electedcggj2£e Manager of Cowlitz County PUD/and I

history was kind of that kind of Bonneville history.

became very oriented to a -d=ttt¥e more direct area of public power; aseé\¥hen
I went to college, I basically took the Electrical Engineering Course

because of my father being an electrical engineer and I was interested in

the power business,

Bo, I ended up, after a stint in the service and a little bit of defense

industry, going to work for Lewis County PUD in Chehalis, Washington in

1956 or '57 and spent six and a half or so years working as a utility

Tha £ ptri g
engineer  fer—hewis CoUNty PUB. J~wae, I thought that I got all, I needed

there in a couple pfthree years. ] _spent .a-litéle-donger-urtit—f-fimatiy”

: dhan er~—néc-§£l
c,,u;‘.,,,.w cm em Poes M »A
1964, actually 1963, I saw Bernie,at a couple of meetings and talke

him about where I could go to work in industry around Portland and he
said, "Why don't you come down and talk to us? Our program is really
expanding and there's a lot of interesting engineering jobs," he said, "I

think you ought to go up and talk to Ralph Gens up in System Engineering,

he'd really, he could probably make good use of you. If you think you're

a planner, come on down." So, in 1964, I took a_job, not in planning, but

down in the Contracts Office for the Division of Power Management worklng

e b A

N .y
was, an@e I got gmast advices Russ Richmond said, "Don't take a job down

there. It's just a bunch of paper shuffling." Md~f—sent—in-and
O by $

irt€TViewed and TATKEA TO T IO 0L PEsPpYe and they said, "Well, it's kind

of a non-engineering job. Maybe you don't really want it." And I said,

fersiona of L ary 0 HiHs
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"Well, it just sounds like there's a lot of interesting things that 1'd
like to do." And so I ended up taking that job. From there, I ended up

progressing through g, that hierarchy and became Head of Contracts about

’3:2‘§_§_,,.. And because there was a lot of motion and decause—there—were a lot
of good people in Bonneville at that time; Harold Kropitzer, Don Harris,

Bernie Goldhammer. And it was a very open process. -¥ew—eeuld—say~that I

was bathed with an awful lot of policy very early in my career at

rehny, LSSueS
Bonneville. I ended up being in on@_jzﬁu}—-}m that you

T —— enst e

wouldn't expect young engzneersé’:o be 1nvolved nm.fontrt;\

st v i
[

e L T

@. But it so happened that Harold Kropitzer moved up and was working
very hard on Canadian Treaty Issues and they needed somebody to kind of

fill his shoes in doing the day to day but very hard policy contracts,

7. gwim‘ ‘L&o +(““—w—{w\t<$\©b\
hings like the Mr/\lssue going Mm
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-kdake-eo I ended up getting to travel ywith Don Harris, who was Luce's

69 S8
number one negotiator in trying to put together the Idaho deal, au&hé went

{PC Pree ..Lv._i"b
down and had some face to face meetings with Tom Roach sc—ﬁw'pmodv i:hat

period was very yeasty and it gave me a chance to see the region working

together at its best and seeing it work at its worst. After all, the
or po\ 174 :L 5-.35 '\C.—J {_.,.44, M‘& QPA
Idaho thing was a very.-hig.debacle. /Thie Treaty ﬁ nd the puttmg together

all of those contracts was a very big high point, and- I was—ah.la—to——go—te

(oo e prble)

Lyndon Johnson's famous breakfast where we had all the utility executives p

wtrbsc‘_ﬁ«.,l 4&‘& \}‘—-'c'v] Lh—ayo
from the West Coast . wp.at-a table congratulating each other a.ha&tnputtmg

together the Intertie and the Canadian Treaty Program all at once.



Let me have you backtrack for a moment. You mentioned that when you first
came to work in 1963-64, something like that, that there was a lot of -
contract work being done. Related to what? Related to the Intertie?
Related to the Canadian Dams? Related to the Coordination Agreement?

- g

- g™

Both.{ $%—was the Coordination Agreement, of course, was,very hot,but it
was a‘concurrent negotiation, Geme. There was a negotiation going on

and M Cow b si~w34'0w$+ft-~4 111« [7’7
regarding the Canadian Treaty Projects A Setting the conftrattual

.

bJ\M U$ Mé-‘w G"‘v’(‘l‘!'* Wsa
Hrere—was the Coordination Agreement, wirichr—is part and parcel to the

g t
TreatySA Hed-te-be—executed. There had to be an agreement between all the

IS s b ‘6 “'\-&— iz«»ﬁ %OQ/K/ /7—< -2 z

operating utilities on the,Columbia or Foumaiedmie—have the Treaty

—F;; U.S. entity had to be able to say that it would act for all of the

b‘ar

power interests in the United States rsgw—thervfore;tiat-meswgetRE=~0n.

And, of course, at the same time, Bernie was going to California and
trying to put together the packages that were necessary to support the

NG eE)

economics @R the Intertie4 the Exchange Agreements and the Power Sales

Contracts.

What were the issues that came up in that connection? I assume that the
contract is, represents the resolution of various kinds of conflicts
between various parties. What were some of the major issues that divided

the various entities that were involved and how were some of those

resolved?
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Well, of course, teget—tire~Inbombiey=to get those contracts in place, you
had to overcome a very parochial and probably apt feelingd{the Northwest
power users that if they executed g agreementg e allow wplhe Intertie to
. 1“."‘\(#\4-— TZ‘( ,f:,/é - u’u///&
_happen or allowed the’\legislation to happen, that itwas a super highway
to drain the major economic assets of the Northwest away; the cheap
POl s

power. There was a great worry that California was an endlesspsink.s®

s
had to solve that from the standpoint of whether or not the Northwest's

—ﬂ»-c e s
rights were protected endy-—ef—ecoursor-that resultediw the Northwest
(PL B¥-s552). tw e T le ;s/

Preference Legislationg That wa.s_xfne majorpissue and if 4 hadn't have
fallen into place, we wouldn't have an Intertie and we probably wouldn't
have had a Treaty implemented. The second thing was, how do you divide
the rights or the benefits from the Canadian Treaty a*oand—&a—-t—b? within
the U.S. interests and how did you assure the Canadian interests of what
they thought they had to have out of the Treaty without encroaching too

(_ mwg( wk&a?wtgd()
much on witsés the benefits -weee that the United States, felt it should get,

momeatter-whatT™ Remember, the general agreement was that 50% of the J),% freaun
rt"sol“""“‘l? C"W UFS""Tt«m 34"[‘“‘\&
benefits had to go to Canada and 50% of' the benefits

e

~had-—tewze to the United States. But determining what that 50% was, what

v elwded Tiee A-eLe:«\Mw« oo
were the logical progects towj entieipated in ti-ti:k fpllttmg up that

,thlfuﬁ~ Aprnn
50% @Mﬁﬁ@m all had to be
ke f’. A ) »
negotiated. oy Yhose were major negotiations. Then, how do you divvy up
the pot in the U.S. between the private or non- -Federal projects and the
(J(’DfAMn!,"}«n« 1

Federal projects as far as the E;.-gh%shgo? And so what you ended up with
was a very delicate, difficult negotiation where minor parties ?ould hold

out until the very end to get the biggest piece of the pie they could p_
MI\A—Q\

get. Pacific Power and Light Company, for instance, on ‘Eoordihation and



-2 . ’
on.righteyweuld hgld out for coordination rights for non-Columbia pigh‘,

connected projects in order to get a bigger share of the pie, that-thoy.

Were they successful?

Yes , yadw ﬁynp:auidiag,\ey doing eleventh hour kinds of negotiations.
Waiting until the day before the negotiation was over and come in with a

whole set of new demands and saying, "We aren't signing unless!" They did

that.

One of the, I guess the principal questions for my purposes, I'd like to
get an answer to, and that was, it was patently obvious that the principal
person, from Bonneville's point of view, in this whole period was Chuck
Luce. He had succeeded in making himself the negotiator for the
Department of the Interior. Now that was not necessarily simply
representing, did not represent the total U.S. interest but he certainly
was one of the principal negotiators for the United States, although, not
the only one. On the other hand, you had, inside the Bonneville Power
Administration, Bernie Goldhammer with a quite capable staff, I am told,
but who was probably one of better thinkers that Bonneville has'had
probably comparable to Bill Dittmer in the early stages. At any rate,
what, how did they do in that negotiation process in deciding those major
issues? Who was doing what? What was Luce doing? What was Goldhammer

doing? What was staff doing?



A: Well, first of all, Luce came in with an agenda that he had basically
d‘ &&*‘Yﬁr Sl LS ’

pre+sbeomed Ry meetingswith BPA employees who were survivors of the Pearl
Administration; Ralph Gens, Ev Harrington, Bernie, to some extent Harold

Y Y 3 *\\w $‘
Kropitzers Bwt Before he came on board, he had met with Paul Raver and a

.group of Bonneville luminaries including BPA existing staff to talk about

what his agenda should be when he came on board. And, at that time, he

- llv‘.\.Ap—ﬁ‘(
was aware that the Treaty had been ageeed-wpen and he understood the

benefits of transferring major amounts of power to California. He

understood the basic benefits of developing a high voltage grid for the
Pacific NorthWest‘bw¥<i;e staff at Bonneville had not dried up during the
Pearl era; they‘d gone into having lkbmeeef staff meetingswhéﬁhﬁwaxe.kjnd

af extracurriculas-meetings, talking about what they woﬁld do if they eﬁer
gp#H

got, back on track,aango there was a ready-made environment for Luce to

’ e “& Tt s
create anhggenda. Zhat-was. nugber.ose-and secondly;, a group of very able

people who Cﬁ’ould execute on that agenda.and—&f-ycu—bokw—é&jw

Iuce's success was he was very able to itemize what the agenda shonld he

by listening to all the people who were capable of addressing those issues

Tnssparens

and then secondly, he was able to go after that agenda in a way that was

s kAR R ot A e i M A\ A it
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very organized and was able to delegate responsibilitigingﬁyggxlgglg

people.
R
Q: Yet Luce said that, I asked him, well, you know, "This was probably the
Golden Era of the Bonneville Power Administratioﬁ," and I said, "But it
didn't seem like the Golden Era while you were there." And he says, "No,
it didn't seem that way at all because the first two years, I'd come back
from these negotiating sessions and I thought it was a total disaster;

rniothing was happening, nothing was moving, nothing was being



accomplished.” And he said one of the things that happened was one of the
fellows who worked down in the motor pool kept telling him when he'd park

his car down there and come up after one of his trips, he'd say, "Mr.

11 1"
lLuce,

you know, "Two years and it will begin falling together. He said,

"o and behold! It did."

Well, the Northwest Power Business didn't recognize, as it always hadn't,
the benefits of a more centralized policy-steering apparatusluuizgne of

b e s
the things that Luce did,-was-hawe to, he-hadmtemgenbaak,and resurrect @

Tee. r-(w T PUer & ssets
bhagtor ability to take economic advantage of what—wowere—given up here

axéd fhat took a lot of missionary work. After all, as you're aware from

. Ma‘vﬁ¢£

other interviews, the Eisenhower era had created a major recessionain pefinid
) o M @rim“rM~S¥<&£va:~ wes 7
Bonneville. 1In fact, for a while it looked like uisgf-were going to try
o
and—iust do away with the organization. ¥ wasn't possible but it's kind

e’
of one of those theoretical battles that goes on once in a while,ESmE8
3
The organization survived St
A—:ﬁw int S HJ
5 dy, strengthened i The)\ certainly created the

f% y i[f{.
feeling among pecple that th;:giégﬁ;zanlgn,wasn t going to die, that it Was «

had—vome—Jong~term beneficial part of the Northwest‘

Jajor turning point. So then, there were

6«)&1”%

lot of economic advantages that were ehwemable if you had somebody in the

, i pt o
middle of LL,_thoﬂmedd;a of the Northwest Power Business that would take

a

advantage of those economic opportunities and convince the constituency,
the utilities, both the private and the publics, that there was something.

to go after and Chuck Luce did that.



On of the things I was trying to get, Larry, was an interpretation, YOUR
interpretation of what Bernie Goldhammer's role was in this very
significant period, the whole upstream storage/Intertie period of

Bonneville history. Was he a major intellectual contributor or some other

definition?

Well, I think Bernie was intellectual continuity between many related

policy issues. He was an integrator, an intellectual integrator of the

policy of what Bonneville should be in the Pacific Northwest. Bernie was

a thinker. Bernie thought about the way things linked together and a man

like Luce, who would come in without that kind of linkage, needed a Bernie

and Bernie WAS Bonneville. Bernie was the centr01d of the policy of

w—
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prt.  hbsi
Russ Richmond and Don Hodel hed-him. He was the centr01d of whatupollcles

T

P i cna ooy

should be linked and what was pragmatlcally p0351b1e Ve &*?\das a_very

et e 2 e nerne et 7 s =

down-to-earth 1ntellectua1 the brightest man I Ve ever worked for.

BV o e

In 1974, the Congress approved the Federal Columbia River Tramsmission
System Act, April of 1974. Do you have any background? Were you involved

in that issue in any way with Power Management?

Yes and let me take you back a little bit to say that when we started the
Hydrothermal Power Program, I was a staffgerson assigned to do a-whote
-buneh~cf drafting of contracts related to policies and ideas which I
éﬁ:i;:?help formulate. Bernie put together a lot of those ideas and there

was some precedent from things that they'd done before!ﬁut essentially,

when Hyrdothermal Power Program came on, I1'd been working on many, many



Pwﬁ m¢‘19'(5 R, (&év(&:—-—.-)
issues with Bernie in terms of how do you turn 1deask1nto’€65€fécts s

P
I've gotten a lot of drafting experience working with Ken.ﬂaseburg,

working with Bob Ratcliffe, working with a whole bunch of peopley Don
wits Bocnier assistad
Harris_, _of-couree ysthowdthimk wa§vby—%e£ the best of all the engineering

Wv‘a, Ry e, 3
intellects that we had. But,—an—detaguall_o£_that,,aa—doaag—wLL—aﬁ-t&wﬁa

A~ Wz‘*“"z 'flu, 17 &5 HA(IP .
~we had goné through a whole bunch of extra hoops because Bonneville lacked
&\re—c..{“ﬂ

requisite authority to do certain thlngskaﬂdfgt was very obvious we had to

deg o

get Bonneville statutorily aea&gﬁed to more important functions in the

Northwest. After all, Bonneville had neyer even been designated as the

(,l/\-/(;l/ T
permanent marketer of all the Federal power in the region. What—hadfgggg‘
W

done—is the Secretary of Interior, with the authorlty invested jn.him, had
- W

delegated that authority to market power out of tmeee projects to the

] ol e - o

Administratogtght the Administrator was a temggragékoffice‘assignodueut of-
— Al

Kimd=ef an obscure temporary piece of legislation called the Bonneville..

WWR“’WW‘”‘MW~M

W-p‘w
Project Act in 1937\andidhe formal ipaeden of the Bgnnevlllqwggygr

T %

Administration had never occurred,aeﬁvﬁen we started looklng , at_

PP S B
1egls1at10nL,f&rst"cf*aiiyuyou-haé to articulate Bonnev1lle s role as.

I

being transmitter of both Federal and non~Federa1 _power better And

secondly, you had to figure out some way to. stablllze Bonnev111e 5

T @)—ww »‘10 %&i “
relatlonshwp tgmxhewxeg4on~by~g1v1ng a&soifmflnanCLngrigs;ﬁnﬁfﬁase ame g,

e

& e
N

very major issues and shewe were issues you could gegtpeople to agree to.

Why was it necessary to have self-financing? What was the problem . . . ?
wes MW‘(“"‘J vt L’“WE
Bonneville i#f a creature of approprlatlonskand it was xasy subject to fits
M
and starts, whether j¥ was a Republican Administration or a Democratlc

Administrationg We all know thatﬂapproprlations kind of come and go



s

depending on the fiscal s+4d® of the Government -ond ?_f the Government is
hard pressed to raise revenues to cover its programs, if you're in an

appropriated program..hich is—a-—tittlomose—ohscure. than defense are

Wwb&t you have to dazPe fight for your very
Lesn “aell L “
life in those,periods fmd({he theory of gettlng revol%ing fund financing

R PP )
was to get out of that feast and famine k:md of procedure, aa!!lTE was

it A PN b 2B

——,

"ot
obvious that Bonneville had to Be a key role b.mse:\:fhe Transm1351on Act
€ opin- ,,I ,ﬂ; ARE AP
was a manifestation of an admissionlthat was made in the '60's that

Nee -
Bonneville couldn't be treated as an obscure, non-necessary, agency.. &+
Hodas Thaed n«»?;w\. R Mrﬁw<mo55fw Aol 0 coaivedhon of Fre—
" ¢ was amof what Ead happened in the '60's through Hanfordyan Jt_hrough
h ¢ (/‘—w(vm {Jn\c

the mid- Columbla{lntigratlon through Bonneville's transmission system ,&nd—-

aitthose-otheslittlo—pisces. There was an admission by the private

utility industry that they couldn't snrvive without hav1ng Bonneville have
W&ﬂ“ D skl

a permanent role and be able to contract w1th them in a way that wouldn uldn ©

TEOYBT s e ties
be challenged legally\md-So wlmy were willifig to aceept that kind of role

— - “s o msw “ St
for Bonneville aﬁd articulati in statuke. _The guestion came, at that

time, was the legislation that was proposed enough? Should Bonneville be

given something more than the transmission role and the preservation of

rn
Net Billing? And the answer, in a—u;é? quarters, was, 'We should give

i a lot moreh We should give it some planning capability.. We should

give it the ablllty to at least meet the 1oadgkof the small public

e < SR e
P o e i A R AT ST

agencies who would never be economlc entities .capable .of building their

*

(Y VSRS PY
own generation. ‘:?1013 of debate about that. Of course, the people who

ey o

. oo

were against that were the prlvate utllltles, “g_gmg_win,,,‘_g,rg”amj;g;;”degree than

o i

others and the blg publlcs, the Seattles, the”'l‘acomas and maybe,\a-s—m

S— R i e <5

e é,./’\
Wme of the PUDS emerg as economic

T ot sy s s 88 .
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entities aa&'bellev1ng they could do & better by themselves, thank you.

p—

So, in '74, the decision was to go for a piece of remedial legislation at
the minimum end. I went in and asked Bernie Goldhammer, I said, "Bernie,
it just seems to me, while we're doing this, we ought to at least

straighten out Net Billing. We ought to go in and at least allow

Bonneville to buy power in the Net Billing sense and give Bonneville the

role of buying tho—au:plaa—app&.enee dlrectly from an agency | like WPPSS

[

without going through Net Billing." juuijhuxdxusaidxw-{nwthis*businessa“

we take thing at a very step-by- step order.”" He said, "That'll happen but

w{,!e
it'11l happen the next timep ’&t won t happen this time. There's no

v ﬁ\«;—\n}.&ﬁ ;‘{QIGC-'F pr—r
question that we re §01ng to need. leglslatlon later and we'll get that

v '“gtep*by step andepeep4e—w*%4-staxtaxeaagn121n£—rhax_zxﬂ£9“ But he said,

"You're not g01ng to get that the flrst crack out of the box. Sd
‘ g&ggllyggos$enwpeupT§“to Admit that it was better, they O generic

{) legislation to deal with Bonneville's problems.
“"”-?L%g E

Q: What was the origin of Net Billing?

A: The origin of Net Billing, well, I think we were talking earlier, I think
wiés (24 Lo
the origin of Net Billlng,@s a crutch came out of some Pureau transactions .
: vse.
bat Wor Bonneville, the originh?ame when Bonneville was unable to prove

RPA Conatrod of

that,lines to co-ops were feasible. There were a lot of service areas

that were very thin and Bonnev111e 's_construction code or standards was SO

e “H,NL, [ M R\,«./{ L"V-A-A—(_, ‘1 i' (2N svf' b*’é“‘-—v“{
high that you couldn't ‘build i rm, -

N . g ALY e A v i ¥ P S e - ’

[T, gl»:} at (fw‘w%-) .

Lrang ".v end—Tt~was—guing 0 BE built by CONTTHCTUTLS. »The§£§
‘ Lo dice

co-ops were used to runnlng shﬁnge-on little thin narrow poles and getting

s T

service to the customer at the lowest possible cost because that was the

At s e



only thlng that the customer could afford to pay for in terms of rates.

P

So, when Bonnev1lle started 1ook1ng at serving those kind of thln systems
with its standard transmission lines,

they were very ‘much too expen51ve
-7
for the co-0ps to absorb in terms of a f3351b111ty test JShat—Bonaevidle

o

S

would rupn to sav.whether fhpy weouid.  bhuild. . lines—and 5:2 thweﬁqqgg_sﬂt‘i_ouawas’

could they get that same service by the co- op d01ng the buildlng to a_

e

1esser standard. Co-ops had standards but they were much . 1essas~a££/tha

Tt pw gy 2 R

answer was yes laﬁé—aa;, aéat happened ‘was, Bonneville ended upiét:léea@y ‘
T

Jﬂxqu;Luuuy those thin lines by hav1ng_tha_co—Qp finance them and _

(le.c_.»{ Mg o
Bonneville agreeing to deduct ‘the revenues,necessary.tO Support the
P;;ag*w‘
g ‘3,v,«,“!“:“l?ﬁ?..li.,nﬁa$; from its bills for firm power to that co-op.

o

In many cases, the cost of the llne was equal to the _revenue of the line.

Interesting. And i.e. Bonneville's power sales over that line were not

greater than the cost of constructing that facility and paying the

Muv“{'\ u—i
adverticed debt and the 0&M on it.

8o it was zero?

Yes, so essentlally, Bonneville was giving the power away to achleve a

iy o SRR ki e

result; gettlng power to those folks out there that can use it and on the

*

prospect that ultlmately ‘they would grow into legitimate customers who

mpemngi

would pay thelrnway‘a-&TIE happened over and over again thet—Tt-was-really

s S AP

DEwes, ‘Ehatﬁgnce you built the 11ne and got the power there, tH@ what

happened was that then the farms then became more prosperous and theyﬁwhx

other people de01ded that it was better to irrigate their acreage.&nd:I£

Use ot b1l wo“}/}'
really was a success story,tmk &hat was the’ firsta&&asgsand it asé& good

e

result.



Was that . . . one region, one part of the region than the other?

It only, it really only happened in Eastern Oregon and Washington,

although I think there might have been one or two lines in Western

PUPs

W{J 2
Oregon. Remember, the PUD movement washgncompassingfﬁ?h3t %, in the

State of Washington, where PUDs were formed, tisy took over a whole county,
wPs
F-o-¥= Sy ihef Pgcrt the center of the load as well as the outside of the load

so that, one way or another, Bonneville or the PUD go&ld i%gord to build a
Sr

transmission based on 3&5&-&0*1 conventional financingh..But where you had
orallar . ve Q{AI‘..M»AE
bidpdc thin co-ops whlch tou]dn tyserve any community more than 1,500

people and #hwe they were trying to serve less than say, two or three

customers a mileg Eheir load centers were diverse, tiey were scattered wey

ouwt and the llne losses and the voltage regulatlon was so terrible that
ot reas ornnlofe uol& e f

the only way you could serve them was by building seme—icird—of a

transmission system or a sub-transmission system that held the voltage up

and allowed the delivery of the power. MSO, the natural places that

this kind of scheme worked was where the co-op movement rather than the

PUD movement was in effect, where the density was so skinny.

How did that notion of Net Billing as applied to transmission and

distribution really come to be applied to the financing of generation?

Well, then we get to the Hanford 81tuat10n Federal Government wanted, or

u?r ).‘,E ?['0‘\{{.“‘ M{,L,ﬁ.,‘/

at least the Administration wanted to bulld as a Federal, generation

center. AJackson was very supportive of building the generation $&& the
Hew

Hanford jProduction Reactor as a demonstration Federal project as to the

benefits oﬁ\the Nuclear Program. And, of course, after several tries,

L\.L« LR Lo
~ there was no chance that there would be Federal development at Hanford.
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So the next question is, who would sponsor #7 it workessd, 4t that
time, the Washington Public Power Supply System and Owen Hurd were

essentially kind of floundering around looking for something that they

G P(‘;‘:“‘{P 'TLA..'T‘(. uog‘
could be behind,es Hanford, because 0wen was located 1n-§gehéend~and
M

because the politics r-frehdanrd were such that there would be a lot of

Liss e;s}(-‘ sold +5 I PPSS
support for public development of a generating projectpgade the proposal

WPPS 5 wonld v oed D
to Bonneville and to others that &hes make a run at making-thet an
Sprreee

al1-publchPr03ect~ﬁnd-ae- At that point, a concept for billing and

integrating those public agency customers of Bonneville's into a project
wes \vfoeoc.c

like Hanford, had_?Q_same—ap—aaé*“uf‘ueumsos &he concept of offsetting
bt

4 .
revenues,hyhat idea, i i . was at least one

of several ways you might do it. Bonneville Purchase was another way.

A\ m«) ,Q«)"‘ rz ¢
Bonnev1lle didn't have the authorlty tthur hasg&unless at was economlc é&éﬁwghwdf

T i

, \ e . ‘ E;
basis of Bonneville's wery—mebuwiows authoritysto-purshese Xo Net Billing
ts provide Seewdity é/ o
became a way,and Net Bllllnglwasn t Sold on the ba31s of a concept that

Rl s S

would look like a,purchase. [t was sold on the baSlS of economic

b e i e g

exchange, i.e..that Bonneville.could-exchange-a-similar.amount of power to

the amount of power that Hanford would produce with the public customers,

mIhkBuxh3xw&ﬂ%9—6“9?9$0m~ﬂnd_ﬁhﬁxﬁ”ﬂﬂuld be an_economic exchange with the

Tha Yoz B oo v P4
Federet—systome. fl would not lose. money. or make money but it would be an

«

exchange whereby you could get Bonnev1lle s revenue stream to support the

s O RN P

bonds that would be sold to, for the genmeratiom..

e e 7

Q: Some years after .

THIRD PARTY: Well, it reflects itself in the Regional Power Act.



\/
Yo £
, ihessacen the Regional Power Act goes much further.But the exchange
95‘,} f‘ l‘-‘g,\,. ' »&‘-f(zf #05¢P’#J' »u}k (O Js —
principal, had bee% developed W% swwheedimecontracts by Bonnev111e/\te-..t.a.k.a

N o S KNS S0t

£ov
sare-af-the wheeling the power from the mid-Columbia projects. fe
e A RIS TS o FERIN PO T Sty By T R
W oas
w to their load. centers. aﬂé\ﬁzlat =t happened hadr-been., that there

oo yars &oubh‘; oo s Ty o ey
WL&LW Bonnevn.lleseaussaab transmit,for anyjrlvate.

Hyr Jepnn - e
utility esesa long po;-a’.ad axad et Bonneville i building transmission

BeRTTTTT

that was capable of doing that froyrr;::im{a mid-Columbia..area.... Thes couldn't

At s " e 2 8 A T
S

sign a contract that would have smeesing—4o those utilities; assure them
Tomq o o 0F? — Loeloge)
the delivery, without some wrinkle -eue \the wrinkle was &het—Benneville

NI 7 e Y

ol

entarad.inte—whet they catied "Exchange Wheeling Contracts'. ame Bob

Ratcliffe wrote a ma_]or oplnlon regarding Bonneville's right to exchange

{cmc,o*.{‘fn-cj"‘

power with those Utllltles !i validate some kind of a payment for

pronded Wt e
transmlss1onAon the exchange basise thet % was an unequal exchange, there
.mi {. Bea

L
had to be money,to make the exchange work, - bus—awe lthen Bonneville would

‘‘‘‘‘ P
then prroprlate funds for transmls{{%on h.nes whlch were
built for guess what? Only one purpose; wheeling power from the
o | TR Tooy. ,Jv,l,,jmwm& Lo st~ e
mid-Columbia to Portlandg bat@at concept th of sorked—itstrey im-
wes an wede ose T
—going—on in the “58&ow. late '50!s. So when Hanford
o witw 10U
arose, you had the exchange contract \on transmission, you had the Net
'Q*’ Bl G| Fraagin e - . } i# L

Bllllng that had occurred with the co-ops

Mmcepb—wes——kuxd_nf.
m&@_@_&mmd-ﬁnd--l—weul&m@e author of , that > Was. Bzgnie é})ldhammer ”‘“

e

Besein, *hlS is before I came on board ‘but Bernie was the intellect that
integrated and so, in my view, if there was a coalescing of those ideas
cama’ with Bernie. Bernie was the ultimate integrater, both in terms of
crunching numbers and in terms of crunching ideas and so he put those
things toge{:her and made that proposal, I'm sure, and that ended up being

the basis for the legislative approach. —



Q: It may have had something that preceded it, but in 1965, David Black
announces the Hydrothermal Power Program and the notion that all the
utilities ought to get together in a Joint Power Planning Council and the

Hydrothermal Power Program is officially born.

"~ A: VYes.

Q: How are those sets of ideas, which you just discussed, related to that

planning process set in motion by Black?

END OF SIDE ONE

Q:__you said-semethimg—ttke*Tay 1t on me p}gbpMgggLﬁ;;ﬂg:sagx;:ﬂﬁunzkasﬂe"

‘”“don"'“twfb‘ll . :

P

THIRD PARTY: Ask the question, "It is to relate to those previous ideas to

*

the Hydrothermal Program."

A: Well, I would relate Hyrdothermal to Chuck Luce. I don't think it really

originated with David Black. I think David Black was the first

Administrator who officially announced the ideakgut would say that Jeee
W hegbeo ‘hw«,f prosz WW &M ¥

@ Chuck Luce/Bernie Goldhammer thoughtfulness about the future, amd HBW do

we go about pushing along and keeping the region working as a region and
t"l"b'cd AOu.J-‘—-

Bonneville meeting the requirements of its customers, amd allowimg

v
Bonneville to continue to meet thekgrowth of large industrial electric



1
process loads,smd do, at the point that David Black announces the idea of

Hydrothermal, there'd been a lot of malice of forethought. Russ Richmond
was on board st tﬁat period and there'd been a lot of brain trusting about
what Bonneville's next stop was going to be in terms of staying in front

of the regional utility business and so .

Well, there were some, you know, big things going on. You'd had kind of a
watershed in the sense of, I think, around 1974, high mountain sheep had

gone through ten years of iterations and then . . . went down the toilet.

You bet.

And there seems to be a general feeling, on the part of the publics, that
we were letting the Hydro Development go too soon, as represented by Owen
Hurd and statements of his. Aﬁd, on’the other hand, the environmenfalists
were taking the position that, 'Gee whiz, we've got to get into this
nuclear thing. It's going to be too cheap to meter and besides, you'll

stop screwing up our canyons and rivers and things.'" How do you recall

that?

Well, I think there was a feeling, in this era, that the nuclear plant was

~the future, that the power business was going to be amazingly changed by

the advent of large scale nuclear plants. GE had announced their TVA

projects. The cost of power out of those was estimated to be 3 to 3 1/2
o

mills and high mountain sheep wasn't coming_in for 3 0.3 1/2 mills and so

e

there was a great deal of optimism about the alternatives. In fact, there

= 20 R
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were some people talking about turning the dams on the Columbia into



great concrete monuments with big holes in them blown because there wasn't
any point in tying down the river, that it was valuable for other things
and you could control it in a different way. So, there's a great deal of
optimism in that period about large scale development. The pendulum had
swung from small projects to very, very large projects in terms of the
electric power industry's planning and the scale, Ehe economies of scale
(‘t,( ,Mu(,[o,«/)
that people believed were there,were immense;aadsio, sure, the obvious

thing then came to try and gear up to this new great economic bonanza that

was facing the power industryeaaéjq;'made it harder and harder to justify

those projects on the Snake River where there was a lot of debate about

gt

the damages to fish rupg. I can remember Senator Packwood making

announcements about he was withdrawing his support or was not going to

. support, I guess he never really supported the high mountain sheep or
Hells Canyon, any of that development on the Snake and he basically said,
"I'm withdfawing any support for that concept on the ground that we can
build Nukes a lot cheaper and thef are less environmentally harmful. So
there was a natural drag right then and then the Corps of Engineers, with
Some Bonneville input, had been drafting up ideas about integrating
thermal into the hydro system and how you would use the Columbia for
peaking,anifgiere'd been a good deal of ongoing study of how you would

operate the Columbia River as 4 peaking support for thermal generation sad

~63ne of the schemes I can
remember is that they were going to fence the whole reservoir of below
Grand Coulee Dam because they were going to put in these tremendous units

whaid weddd y <o Lleos mered bty 4. n . \QL.&],,,,,'~
andfhe theory was that there was no way that you could use the soserveds q

MJ¢WWJ v Nee €S evus @
safely for public peigéegéstioH4;a_Lhé_thﬁo&&—wa&e%hat—yeuasould_gn,éng

({géy thought they'd have twenty foot waves going down that reservoir, ané-



so the theory was that , "By golly, we'll just have to fence the public
off to protect them from the danger." wé\lot of that kind of thinking

was going on trying to figure out what different kinds of operations would

mean to the Columbia.

Do you have any, either a participant in or know how Net Billing
specifically came to be moved from the Hanford Project to the initial

plants of the Hydrothermal Power Program? Who linked those two ideas?

Well, Hanford, remember the benefit of Hanford was a BPA arantee of the

b ‘y“" "‘(/’J"w«' M Aelive p & Frow BPAS Susim.
revenue stre% """" et xun'mu;];irmmmm

exchanger ,Bﬂf?é;sentlally, Bonneville agreed that it would dellver

Bonneville power to those utilities who exchanged their Hanfoxrd output;\ yP*ﬂ}”j
The teout "6?""‘“’""
JBonneville would deliver power ta-ﬁhooousyatoma based on BPA' —
&\J\uw‘-—a Tlee c'vv\m...ul ot 16 &vﬂc POy |
existing rates, whatever they would bej) And that was the Exchange

~

e

Guarantee that Bonneville entered into. Without that guarantee, there

sy

) . ) MASCpart
wouldn't have been a WPB86 bond sold by the Washington Public Power Supply
? L g
System other than, perhaps, that backed up by the private utilities, But

the private utilities were so skeptical of the value of Hanford, that they

wouldn't accept any economic risk on Hanford wlthout a Bonnev111e

o Yoo

R e G RPN A SRS s

Guarantee, too. So the guarantee that Bonneville made _was both to the

AR TE S TS B SO0 ke e ML RN TR NSRBIl TR TP I AT b 3 LD

private ut111t1es and the public gz;l;tles

RS

And yet, Larry, is it not true that within a few years . . . was gained as
to how the whole arrangement operated? That the public utilities began to

hold the view that rather than an even break, an even split of the



benefits from the Hanford project, instead, the private utilities were
gettiﬁg far more because of the formula that was being used? Are you

familiar with that?

Oh, I'm familiar with the feelings of Bob McKinney has had, particularly.
I know Bob has always felt like the public agencies always were, took last
at the table whenever Bonneville made a deal with the privates. There is
no question that Hanford represented an economic bonanza to the utility
system of the Northwestammkgince the publics were essentially already
guaranteed that bonanza by their participation in Federal power, if you
: {esse, wawa

expanded the people at the table and there was any,, et e QY
~t£§p Hanford opaxated, obviously, somebody was going to eat a little less )

m e\-\\’{‘tr
or pay a little more for what they were eating‘auésgie answer is that thee
didn't need the guarantee as bad as the privates did and the power that
came onto the system, as it came on, ended up costing a little bit more,
agpd You could say that if they'd retained the status quo, the equity in
the Federal system might have been worth more but again, that's a pretty

) P—o{\ﬁ«"—w\.

narrow parochial view from a very small taker,swd i doesn't answer the
question about the disparity in rates between the utilities that would

have obviously forced more development of public agencies to compete. I

M : N ]
just think it's a p~. , argument.

One of the criticisms that was made, basically not be people in the
Northwest but a couple of writers, whose names escape me right now, after
it was evident that the Hydrothermal Program had beenua great disaster for
a lot of reasons, the contention was that the fundamental error was that

public control is vested in public representatives. The public



representatives don't particularly 1ike to have that kind of
responsibility. Kind of like get the benefits of big preject in, you
know, a public sense, but they do not like responsibility for large
appropriations and all of these plans cost large amounts of money and that
the financial arrangements that were made, relative to the Hydrothermal
Program, were really just massive expenditures of public monies off
budget, not responsible to the public through the appropriations process
and duely elected representatives. Was there any kind of discussion of

that at the point that Net Billing, as a concept, was being applied to the

Hydrothermal Power Program?

A: Of course. The fear was that it was a very cumbersome and difficult

process that it was difficult to get public entity representatives,

whether they were technical or whether they were political

representatives, to understand the depth of the commitments to, and there

was a question of whether or not Bonneville's process with the Congress
%\!N’

was adequate to keep some grounding on the process. ,yxfgreat deal of

turmoil. The question became more pragmatic than it was theoretical

/
though, Gene. .Ehe possibility that you could change the law enough to,

say create a CVA, a Columbia Vailey Authority, was over. That question
et
e
was ended by the time the Kennedy Admlnlstratlon and there wasn 't
‘”“(ﬁf"lﬂ?{? t - T
anybody advocatlng a CVA = was, enJoy the dlver51ty of ownershlp in the

£ e S e Ee s e s e
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electrical system, make the best of it as you can and make the best

BTy S e i SRS — ot st o e S St

economic use of the cash reglster Bonnev111e s rewygs, that you can under

existing law.wgDon t do very much tlnkerlng,w*thuﬁha%—aad—ﬁ%%tmute%y that
V= gt 4
resulted in the Transmission Act gaé*ggxml ving.fund expenditures.but it

i s
R sk

‘didn't solve the polltlcal questlon, the quest;on of whether or not the

) .
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people who were actually benefltxng or smgnlng up on the contracts really
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knew what they ug;g.ga;ting.aﬂﬁizg; answer was, very fewvunderstood it.‘

There were a few intellectually capable public agency management or Adwe
T prowtrra

politically elected folks that understood,but very few of them really,

\Jh W+ m\ﬂuhlnapqw—« e st %
en you count the ‘grade unwashedp shat didn't understand)gg ether it was

wev e cy;
Net Billing or Hanford or even ,-te—that-extsil when we were dadng t
leglslatlveigZaQJthe truth is that the public agencies, particularly
co-ops and public entities, have a great grass roots or understanding of
the business when it comes to delivery and the sensitivities regarding
price at the grass roots. They don't have a very good understanding of
major projects, nor should they. It's'a, you can't ask people to take one
one~-thousandths of the decision and make a good decision collectively.
The whole ﬁnit has to be looked at and there was a great deal of fear

right down the line that somehow or another, the scheme had to run better

through some kind of collective leadership. When Russ Richmond put

togethér the Joint Power Planning Council, it was an attempt to get the

intellectual community gf the.power.industry,.if.there was.one.(sone

people would argue that there wasn't oné}
7

[

gfart acting as a whole and stop making spurious decigiggg,a-dac§§*233£§e,

it was doomed to defeat because it was_a_ _confederation rather than

TR AN

something more and there was no economic bond between any of the players,

really. But the attempt was there and JPPC was the attempf. Russ
Richmond thought he had the collective agreement of the private utilities
and the publics, that before they would announce going ahead with various
projects, that they would come to the group and talk about their plans and
hold off any announcements until some kind of regional participation was
L’\A—%"L&-u_,,\ wtn«-or Gooc)(-\‘l k e
arranged, emd people would go ahead and, of course, what Harold téﬂling

you is exactly correct. Pacific Power and Light Company and Washington

boe heoo



Water Power Company bought up the coal fields up around Centralia. I was
working for the PUD when they were doing that. They had that investment
50, naturally,vbefore anybody could talk about this great community of
interest, Pacific Power and Light Company announced the Centralia Project

as a project and they said, "We want some participation. We've been

PVPLs
talking to Grays Harbor?PBE.and.Cowlitz PH® and Snohomishh§nd Tacoma and

Seattle and a bunch of other people about being participants in the

P(u. &5’4: ' . .
tba%g. And they hadn't even talked to Bonneville and, of course, the

economics were very dependent on Bonneville for those public agencies.
They wouldn't pay more for the project output than what, the Bonneville

rate because they'd get into trouble with the rate payers.ﬁo they had to

come back to Bonneville @t figure out a scheme.a&@f course, all

other things were going on; Bernie's promise to CVP in terms of getting k
o %V{“'\ v ‘(Aé{rv‘-—-b Over w
them power to meet their customers ,loads @ué-of- the Intertie, kind-—ef~
af T St e [N

fortunately came alongegndnBernieJ being the whiz that he was, made that
; h f

_into a win for the region ;ather than an_individual pipe dream of a whole

bunch of individual utilities. Bernie took»Centralia‘ggd sold it to

——

Seattle, Tacoma, Grays Harbor, Cowlitz and whatever. Cowlitz dropped out

later)but the idea of Centralia being the first thermal plant for the

region and being a regional resource, was sold by Bernie Goldhammer to the

. . [

1nte111genc$ that thought that there ought to be a better way of putting
!\

together the system. At that time, John Nelson was the Superintendent of

City Light. He was a great regionalist. He thought in terms of the

region rather than individually. There had been success on the

-

mid-Columbia. And, so Bernie was able to put et together in a way_ that

ézzinaut Water Power\a\and Pacific.% bacon. Water Power was roasondbwdiy.

always looked at as.a-regionalist-in-térms of-their-leadership...Pacific
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was kind of new to thet-business but it worked. So then you move along.

L

And you say, "How do you get that kind of collective thinking going in
putting together the regional power system if there are really these great
economies of scale that people are predicting?" And Russ was a great
person to say, "You don't do anything unless there's 100% agreement among
all the leadership." And so everything that Russ tried to put together,
expected that he would play to the lowest common denominator.anéjif you
look at Hydrothermal Power Program, that was the play it was. There
wasn't real opposition to it. Therevwere a lot of people that didn't
understand it)but there wasn't real oppositionAbecause #e would wait them
out. He might play a little hardball with some of the people. A

recalcitrant ol Bob McKinney or someone like that, but Russ believed in

getting at least neutral out of everybody before he moved ahead. So when,

we went for a legislation in 1974, for instance, there was a consensus of

the NWPPA and PPC and the IOU's that thatvlegislation was necessary and so

it moved through without any difficulty.

January of 1977. Jimmy Carter had been elected President, was inaugurated
and came into office. The decision was made that they would not make a
change in the Administratorship of the Bonneville Power Administration;
Hodel remained. What they did do, however, was move ahead with the notion
that maybe some kind of regionai power legislation was needed. And I say
"they". It was not Bomnneville so much as the PNUCC. What was
Bonneville's role, one? And was there a relationship between that and the

earlier developments related to the Transmission System Act?

&%



A:

-As soon as we passed the Transmission System Act, it was obvious that it

]
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was not enough. Partly because the IRS had passed down their Limeme
WN, tix ow T S ) i
ruling, that méhe Bonnevifge's sponsorship_ofﬁg;gjﬁgtsuimpassiblg;Iﬁgﬂa;
M~l¢w¢

& gPa bad. .
ﬂnnnrg;ni%Eanggggggdwaellwtax;axgmpgmbggds\to finance the projectgdgiﬂk o
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venl Probleva. ‘
was obvious that that was a—glitolwesd Fhere was some feeling, early on,

s

Y e

that Bonneville didn't have to be part of the financial backing, that each

of the individual utilities could go it alone without Bonneville's

sponsorship. And the truth was,,é%'WES“a-meﬁew-/;%e Hydrothermal Power

alikaﬁ}' AW Tle Str\,;s
Program, Phase II was a mess. And so, bv~1975. Bexnie was.wriling Round

e e T E—

II1 and he had the Sysiphean Edition of proposals for new legislation or

.

new ways of Bonneville interacting with the utility community,aad—eeu(§y

1975, it was becoming more and more obvious that something had to give,eesd

%%t?S?S, Hodel had formed his kitchen gabinet, whichwggggmpgg@ggmghgmwhglp

bunch of people,hinclqéiggmﬁ;jgg'unwashed,staffed people below the

e T

Assistant Administrator level, to try and look gt regional problems..  We

b g

were starting to have some difficulties with WPPSS by that time and there
was a feeling that, for regional problems, <ee# Bonneville needed to get

more active again. So, by 1975, we were very active in that process. By

the summer of 1976 .

Was Goldhammer in that group?

Goldhammer was in the group in the beginnings but, by that time, I think
in, he must have retired abéut 1975 because he was not in the group when
we finally decided that something, Bonneville had to take some initiative,
o %é had been fumbling around with all of the Goldhammer proposals in

kind of an informal way. Bernie was headquartered across street at the

b



Lloyd 700 Buiidinganuknnggzere were those of us who liked Bernie and
thought Bernie's ideas were great and we'd trek over there. I was one of
those people that went over and sat down with Bernie and said, "I've got
some difficulties trying to figure out what we're going to do, Bernie.
Let's try and psych it out." And we'd go through a few ideas and Bernie'd
give me his latest edition of whatever it was and I'd haul it back and
then try and think it through. So, by 1§;ff'd finally getteabraken .t

qunseigEZlen into the heirarchy of Bonneville,.by-thet-time, and gotten

into those kitchen cabinet meetingsy Partly because Earl Gelduéhad. P
Oure o .
succeeded Hector Re&ztzf as A551st%$£ Power Manager,.s® I started going to
I e s 4§93 (.

those meetings regularly, ame Ray Falime, who was very concerned that
somehow or another everything was going wrong, said, "I've got a paper
that I'd like everybody to look at, talking about what Bonneville's role

MJ' s“ub&"amda}ﬂ&c foleen s
ought to be." And it was ebselwsely not well articulatedy It was a
attempt at identifying a problem and not finding any kind of rational or
logical solution to the problemyso Earl Geld® sat down, I thlnk that was

te Lo a ba&kd'&ob« '
11ke April of 76,\ Eef%—and—4-eead—enéﬂﬁedai-saad.xndcEﬂe meeting of the

kitchen cabinet had been called together to see Whether or mot there was

T St e e <y

something Bonneville ought to be doing more than sitting on its fanny

- e

waiting for the world to crash and . .

anmn e P e o i B St

Meaning the Hydrothermal Program to fall apart?

Yeah, the Hydrothermal Program, by that time, was gone. We knew it. We'd

had the lawsuit. The lawsuit had been successful and the question was,



should Bonneville try and take any action to get things off dead center

and moving along toward some kind of regional solution again? And Ray

olecw
Falina, of course, felt

Let me ask you a question. The Regional Power Act then, at that stage,
was directly related to the Hydrothermal Power Program and the problems

related to its evolution, particularly the IRS ruling.

The IRS ruling and the question of Bonneville Purchase. Bonneville

X4

Purchase%ia wery, very important, we felt, to any successful financing

program for generation in thwm.ﬂ&&mmwt_%nﬂeﬂlle

collects most of sie revenue from the public agencies and that cash flow

and the equity in the Federal system in the Pacific Northwest is the

economic basis for any additions to the system. It had to be. If thr& %
wes Yo ] 5'5%‘4;“ S sty e
were an 1ntegrated utility, &kt would become the way that you reached out

and did your financing on additional generatlon. WIth Federal ownershlp,

the only way you can get to that equity is to get to the revenue side,end

(T;’;t was thg.whQle,;nngnt,-thatmsauhaﬁnNe%m8m%%mngmd&djiiijziifamaadﬂugkﬂ

we. were trying to do_in_that 1ntanum4und£dﬁg;.m+n ?6 we—hrave—chigwpader—

Ceibelio. ColoreX )
mee%tngfwhere everybody comes in with their flags unfurled to talk about

Ray Emjggéfs proposal toogzugheadwmﬁg'Don Hodel, who I think is one of the
best Administrators Bonnevilléi?ad, in a more reactionary way, wibeme was
very, very good at forcing people to think about issues and come up with
constructive solutions. We went to the meeting and Ray $eddse puts on his
pitch. He-hgg-awe, 1 think he and Ratcliffe had kdimd—of put it together
and it was, at best, a good start,asd Earl and I sat there through that

meeting and we made some comments and at the end of the meeting, Hodel



¢ %o vt We o zoc*ikbli
n , .
says, ''There is enoughh This is over. We re Ut RUing—to—tave—a—iciteher

sahinet—abeut~thic—ioswe—anymorer—itia—dustfruitless.. I'm not convinced

that there is a reason for Bonneville to go ahead and .

Going ahead with what?

With any kind of legislative push or any kind of new look at Bonneville's
Bt N @ob

authority,awd Earl and I ,..seee were kind of back benchersg I pasteeu&eg&y

stood up and said, "There's a whole lot of issues and a whole lot of

things that you're just not articulating in this paper that CAN be set

down and CAN demonstrate the need for Bonneville activism." Maybe not

that eloquently, but I DID say it in a way that said, "Hodel, you've got

to give us a shot,” #&%dI pointed at Earl and I said, "Give us a shot to

come up with a staff paper to articulate why we need legislation and what

g

Bonneville should be doing on a long term basis to keep in front of the

- ‘ H‘c a«y—-—«J O—J

future of the region's energy economy.” .So we went back and spent one

hard weekend. Earl and I worked all weekend to come up with a staff paper
to support a better articulation of why Bonneville should move shead with

some kind of regional program,aﬂ&-ké put that out on the next Tuesday in

front of the same group and we got a lot of "huzzahs" because it was a

()ukbﬁxs
padey good staff effort, 4—4#&&%&% Earl and I had done a pretty good

job of articulating the problems and where people stood, what people
thought about the power system and where we ought to go ahead. And we
had, at that meeting, we—h=d Jerry in from New York. He was our
financial adviser and Jaxxx_ﬂas_a major player in those kitchen cabinet

meetings.amd fle said, "I think this is a very, very good start and it

seems to me that you ought to go ashead with trying to develop that concept,



but it's a long way from being something you'd want to take to anybody."

w2l Hodel agreed and e said, "OK, Hittle and Geld@ will be the committee X
of two to keep working with it, circulating ideas until we get a,

something that's worth while." He said, "What'll we call it?" And we

went through a whole lot of stuff and I think we ended up calling it the

. Study Paper. I get it confused with the, we had, there were two of them

y

and .

Q: What we've got is that the Study Paper was drafted in the fall of 1976

addressing some of the region's power problems. By early '77, the Pacific

Northwest Utilities Committee, composed of all those votes, began drafting

legislation appropriating ggggﬁ.of this Study Paper concept. How do you

get from A. the paper to B. the PNUCC effort?

0K, ok, so now we get into the period where I probably am most help to you ,

et RN T o T

~THIRD PARF¥+——Gtop—-

< THIRD PARTY: He's daoing fine-—

Q: The study paper in the fall of '76 and by early '77, the PNUCC begins

drafting legislation. What happens inbetween?



A: OK. What happens is that, first of all, we get the commission frqm Hodel
to work up the paper and start going after it. Earl and my idea, and it's
probably more my idea than Earl's was( but we were both kind of liberal
pink-cheeked guys from the standpoint of how the system should wori)was
that we should start with ideas that generate interest in the problems, loe

LAN&“) “that there
AN

Aano-a lot of problems out there that were kimnd—ef related to
Are he(cw_ﬁ‘ :"“"

each other but not articulated very well,.«s~2¥ was time for Bonneville to

takinwds go to its customers and to the communities that seemed to be most

‘negative toward Bonneville and tell them what we thought was going on,

what we thought the problems were, what we thought i o the

problems and go out and sell on that. So, by July, we had a paper which

My

had been staffed well enough internally that Hodel felt that it was safe
to let Earl and I go on the road and take it to the utilities and to the
states and to the environmental community and push on it. 8o, we did that
and the first edition, draft, edition of the Study Paper was taken to
various entities. We talked to the State DOE's in Washington and Oregon.

We talked to, we went down and met with Roger Beers, whd, at that time,
g wesk coast affitnes to Qe phif Fime.
was NRDC”and we went all around a e seki—=mdwwe—posed the Paper as

staff/objective look at the power situation in the Northwest, asd how

v

. . . a’b*"ﬁ—*v\:; .
there might be some kind of solution to &xy and.-get better planning and
wa ‘/—v
better coordination of the efforts of the utilities’ and get more favorable
response out of the environmental community and out of the states{:who
were pretty resistive of utilities going ahead with any generationlaa&
then throw-—in—theenvitommental Tawsuit that Bomevitie-was—feeing. There
had to be some kind of better solution to regional planning. So, we did
e

(>
that and, frankly, it was a big winner. We won&in every group that we

went to. The people said, "Gee, this is good work. We think that it's a



good staff job and it ought to result in something and we think it's good

to have the process open.” And that was even —thet even came -SOMERRHAT

from the utility community although that wasn't the dark ages., it was .
YITSPS | SVINPN wos w~ IFs Lol
certainly the middle—ages—in the development of public involvement,from gﬁﬂh441

the utilities standpoint. 8o, we went ahead with that process and by

September, we had essentially covered all of those fiou.s, gone back with
ero s

a couple of additions and basically, it was close to an—end. Aer8 then,

Earl and I tried to work up a staff strategy that said that Bonneville

ought to take the lead, much as it had in ‘ﬂgmlggg§%}§$1nn Actdi. getting
Ve Focz’ Iﬁi&é&fﬁ

some legislation drafted. igg Hodel "lim,ajzg;d.&hﬂ&

it's not going to work well if we do it that way. I'm afraid that this is

a time when Bonneville should take the bac eat becansei
o fo-e. wrh MPNU“'

Bonneville should be

a participant in the process but we've done our job. We've gotten the

yeast into the dough and we're going to start letting it rise.

OK. What were the principal elements of that paper? What was the

backdrop? What was the problem or set of problems and what werevthe

solutions?

Well, the paper, itself, was a survey of all of the issue concerning the

power system. OK, the question of regional planning. The question of

¢ . ) . . . .
ﬁwgggm;ggglggpent The questions of Bonnewille backing versus Bqnnev111e
non-backing. Bonneville, the paper articulated that Bonneville was an

integral part of the system and couldn't be ignored as a financial J* N

P& ¢M~-MALL1“‘”( p—
participant, one way or another. It had to be, if i% wasn't s om any



regional plan, the possibility of the plan succeeding was zero, beeauss

V;u" L)‘:g ‘("’ [ v
Bonneville was so necessary to getting power emrmpd to all the various

users. The question of fgllow-on contracts for the DSI!s was in there.

The question of new public_agencies was in there as a question saying,
c1e

"How do you deal with the application of a new poﬁential public agency to
a limited pie?" Bonneville's existing power supply. How do you deal with
prow plt-s + 45 -
TTTTTTiHe s¥dinglissues? We had a very major issue about the perception of the
utilities that they were gettlng more and more red tape and less and less
ability to plan in a legitimate way to meet the s&é&gzﬁproblems of ;uLEIﬁ&““T
those plants 48 So, what you had at that point, you had a whole bunch of
things you could articulate that were connected to each other and, of
course, the . . . issues. Bonneville was in the midst of that major
lawsuit and its participation in hydrothermal had been stopped. How do
ﬁou deal with those? The issues raised in that lawsuit. How do you get
around them ér make Tlfw?'work in terms of regional plamnning? All ?hose
issues were included in that paper plus an initial cut at what we thought

was an economic solution in a legislative sense.
Q: Going back to .

END OF TAPE
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Larry Hittle - Tape 2

Q:

PR
v a—mto-the-utility purchasers in the Northwests there was an important

element lacking in hydrothermal phase 2 in that phase 2 did not use the

rveag,

econcmic power of the Bonneville system in revenue to back up the

n—— S eye—

financing of prOJects,a-dgﬁ& the time we got to the legislative approach,

Btx b {
everybody assumed that it was very important to have that kind of pewes,

Soonemimrt:, behind the hydrothermal power program. Hence, the

~legislation had that process in, but the second and equally important part

of that was utility control of what they called the caged lion. Everyone

was afraid of Bonnev1lle as a large Federal agency dominating the Reglon s
'U&-a("“""i ' %
power supply planning and thew did not, in any way, want that, Whether you

were a public agency or a private utility, there was an equal fear that

Bonneville would take over and run things.

So what did they do?

They put together a means of control through Bonneville's Board of
Directors which in the PNUCC Bill was a utility board. It was essentially

formed out of utility representatives. The utility representatives would..

pass or not pass partlcular plants that would be added to, Bonnev111e s

st e e o 4 T S

. power supply and by d01ng that they would have control over what

ey e s e

Bonneville' S activities were.

B

Did the framers of that draft really have a notion that something that was

basically that kind of an industry oriented proposal would pass?



The Utility Bill by request on the part of Senator Jackson and by

Congressman Meads and were hearings held?

You helped me refresh my memory. VYes, there was a single hearing at which
time Gordy Culp went back for the PNUCC and testified and gave very
lengthy testimony regarding the need and as I remember I think Bill
H%lbert went back and others. Bonneville, of course, did not testify. It
was not an Administration Bill and Bonneville was not prepared to support
or not support the Bill. So, I think that the heérings were purely
| U (UG Wy IS S i §
Regional type hearingsA I doubt that Congressman Weaver testified.é%t ny
memory is that at that time there was enough statements from the utilities

from the Region that something had to be done, that that at least created

a focus for the Senator and it certainly was a point of departure in the

pProcess.

This was still 1976 and there was still a Republican Administration.
[\
Yeow, it was early in '7?[ Well, in Spring, I can't exactly remember when

the Bill was introduced but it was February or March.

Well the statement I recall was near the end of the Republican's tenure,
Hodel is Administrator saying something to the effect that the Bill had
been sidetracked and wasn't going anyplace. The Administration changes
and you have a period of delay until the new Congress and the new
Administration is in place. Hodel remains Administrator of the Bonneville

Power Administration. What happens then in terms of those central idess

" in the Bill?



Central ideas stay pretty much the same as far as the utility community is

concerned. The truth of the matter is that we have not yet moved to the

point where there is any unanimity with any other part of the Northwest
Aot G 1on

but you have to remember that during the process of tihe legislatiag that

there was no real participation by the state and local entities who

thought they had a real interest in the legislationm.
What interest did those state and local entities have and what were they?

State of Oregon had a direct interest in how their rate payers gained or
lost in the legislative process,anixgﬁéy wanted to make sure that their
planning processes were involved and consistent with whatever happened &

; N prowesSer VPR O
the Bill and hopefully,dominated. The State of Oregon wamdd—Itke to make

sure their siting laws were not overturned,seo—they-were-very concerned
about-that-sert—ef-titimg. The State of Washington was concerned with
similar things to a lesser degree, certainly a concern that for one reason
or'another Oregon or Idaho or the rest of the Region might reduce thé
‘benefits of the Federal Power System in the State of Washington. The

aluminum industry was, of course, concerned about their rates and their

power supply.

Let me try to go back to a long history of tension between the Federal
Government localities relative to the Bomneville Power Administration.
There was a CVA Act in '40, '41 another oné in ‘44, '45 another one in the
late '40s and perhaps one in the '50s and I'm not sure, I doubt it.
Anyway, at least three tries at CVA. The principal‘fight or one of the

principal fights in all of these Bills was whether the existing system



with BPA under the Department of Interior controlled by the Administrative

Branch, Executive Branch as opposed to local entities out here who

basically the public utilities, the states wanting more contrcl through

some sort of representative body, more like the TVA. Was this rnew effort

simply a replay of that old fight in a lot of ways?
: . : ~jet .

It was kind of a similar song on the same theme butA§ different song.

Mainly because by this time, the possibility of having absolute Bonneville

o Lo K
dominance of the Region in terms of resource development was h&?p&ﬁ;;;*%ﬁﬁ
proboalole

Jate. Fhet lthe Mid-Columbia projects had been developed as non-Federal
projects. The existing hydro that was still developable was being slowly
but surely taken out of the option category by envirommental concerns or
by costs‘audggo what happened was that some of the worries about Federal

W et gumw]\(m
dominance through a CVA was.~auer. The question of dominance in planning

was there and that, of course, was a question that was mﬁyﬁ%’;;t as well
addressed in the early days as it was when we got into the question of
Bonneville purchase in the '70s. Because all of a sudden we had a

different process. During the '30s_ and the 'éOs and the 'SOS, the Federal

D Y

Carm o a1 e r

Government made 1t very ev1dent that the economlc value of hydr051tes was

PP ]

1mmense and sowéherefofquthe States wanted to control that wealth )tIn

the '70s it was becomlng very ev1dent _that the economic obllgatlons

[,
I~

represented by thermal plants could be burdens

L LR

on the
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economy if they were not done correctly.amsd Secondly ‘the question of _

At s st T

environmental damage and that sort of thlng were much more apparent in,

wb&&%‘fx“gat is it that we're giving up to let Bonneville come 1n .and

s i i Sncn
B e

?

b351cally force 31t1ng of plants in our area. The State of Montana was

NIRRT RN b7 4




worried about Bonneville taking the energy away and leaving nc jobs and no

economic benefit. That was true in Washington or Oregon measdse more from

ﬁl ,Jo{ C o Cld™ 5
the standpoint of environmental concerns . but the quasi&aas were there,
C v bt QW}*‘“[ '***4

{hen there was leind=ef a concurrent remof—the—betemee as far as property
taxes and that sort of thing goes. So, you had a little different
emphasis on the same kind of theme. The States believéithat they were the
ones that should determine those kinds of issues and make sure that they
extracted whatever they thought was economic compenéation for the

detriment they took from a regional planning process.

So the task remained to convince then Senator Jackson that something
needed to be done. At’that stage it seems to me that you and Gjelde and
perhaps Monroe went back to, I guess to a Bonneville version of
legislation. How did that change from é PNUCC Bill? VWhat wés done to

satisfy those problems that had arisen as a result of the PNUCC Bill?

Well, first of all I should tell you, Gene, that the PNUCC process did not
3

result in a Bill that was necessarily what BPA staff was the epitome of

good legislation from the standpoint of the way Bonneville would work with

the Region. It was a utility dominated Pr9§§§§4§§§j§£§ﬁiﬂ§i§§§§ﬁ9mw, the

g

utilities that they work out all the contractual terms during. that.,

- om0 TR A g e A Tl T

process, the insistence of the utilitig;wthpﬁ there not be.public .. -

representation was not nscoesaaa&; a Bonnev1lle posxtlon It was eiju,

A 2 A e, ot
P S a utility processg Bonnev;lle was basically

. . -y ‘(“s?o‘r‘v‘:‘f“,‘“ T e e )
ﬁgﬁgig to go alQng w;;pén So, I don't think the PNUGC Bill represented ams

Bonnevillefposition per se. In fact, Hodel, while he was willing to be

very active in the processy as long as there was some semblance of public



participation, Hemhet was not willing to say that the Administration would

endorse the legislationfgg we had a situation where we had a whole bunch

of little pieces that we, Bonneville staff, Earl and I particularly)but
e STl s

Ray Foleme or Don Hodel or Bob Radcliff of a number of peapde felt were

missing from the PNUCC process that had to be addressed. Conservation was

one area.

It seems to me that there were a series of rate pools that were
established the purpose of which was to address the rate disparity problem
as seen by the investor-owned utilities and that that rate cool process
was seen as a great negative by the public agencies who in turn had a

great deal of influence with Senator Jackson.

Yes. Our fundamental change was to try and get rid of that kind of an

argument that somehow or another the publics were detrimented by a

e fwrctss
Bonneville purchase process,that i uded buyi for the requirements of
= We propgssed

private utilities \bw—teyins to make up any revenue that was.Josk through,

some kind of contribution by our other customers, DSIs extra-regional

‘ :nggéﬁihatwsort of thing.

Where does that idea come from? That ultimately was the foundation for

the Bill that passed. That remained in from, I think, the first .

That was the economic compromise that sold.

Where did that idea come from? Was that in the PNUCC Bill in some fashion

or was it from the dispute over the PNUCC?



A: It was kind of in the PNUCC Bill but it was not exactly in.a;ad@ne of the

reasons it wasn't in the PNUCC Bill was that there was no visualization of
DuRvA w,i tos

what Oregon Puxpa would mean in terms of revenue,in the public side. 3%
never did-eecur-—really. The publics never admitted they believed the QURP R
threat. They might have believed it but they never admitted it. They

VRPA bd o rc vot endited 4o Bva prvs,huw-w,

always said was a fraud ings. We didn't think

it was a fraud. We thought, now I'm narrowing down to limited BPA staff,

but I don't thlnkAtgfv Radcld self.an.Barl.oxr . odel, during that
(DQQPA
period believed that -Purpe-was just an rdno-l threat reeowse \fe had heard
<

from thePOregon representatives and the private utilities that if need be

QuRkeA
they wotl?l&‘gol;:he@nu;pa route,,i—f——ebey-hﬁd—'c% preserve Oregon S

¢ PA ﬁjﬂ*’- RPA  angthama

equity ﬁﬁd—-whr}e% ew that Da-r-pguwaﬁ An santhame to the private
was A way to

utilities if whrey—cowid avoid it. They didn't want it because once you

will ot

start some public ownership, where deec—id stop.,a-nd\the obvious question

wes '

46 do they buy their wholesale power from Pacific Power & Light Company

and Portland General or do they buy it from their own projects ,aade-All of
The (OVS

a sudden they have a new monster to worry about besides BPA. But, the

shic) &

answer was iecssmewiew that Oregon ayould do whatever was necessary
politically to comport with the preference requirements of the lawaweé.
gince the preference requirements of the law had been read in many, many

different ways in different regions of the country it was pretty easy for

WAP &
us to understand that it could be done. For instance, WAMPA or its

predecessors were serving the State Buildings in several State capitals in
Theoo N ‘-Crt‘\&‘t".r; /g \©OUS e
the Midwest a : . i idity,. They

basically entered into transmission agreements with a private utility and
whApr
wheeled shedér power to those State capitals. It was a political decision

MML""(

but the preference law had been ;aad that way.



Where does the initial idea that one might have the DSIs in order to get
contracts with Bonneville which were then expiring subsidized by the
investor-owned utilities in residential and rural customers as an exchange

to get rid of the rate disparity problem? Where does that idea come

from? Whose idea was it?

Mine and Earl's. Maybe mine first. Remember we had a synthetic kind of

. subsidy in the PNUCC Bill. The DSIs would not buy at the.same.rate.as-the,

publics. What they would buy is a rate B which is a i LO0wOLemadad
- &FWM@ P 1% p(fﬂ > ads
the BPA resources 1eftLover,ng§_thwxg&gux Fontih@uwD BB SmdiOun

meet the‘domestic and rural Jloads. So there was already a subsidy of

L

sorts, that pool of BPA or Federal power was being made .

theoretical subsidy, it was in the proposed PNUCC Bill.

That's right. So what you ended up with, Gene, was a situation where

there was élready a transfer of some dollars from the DSIs to the.

-i ‘ - . oA , Wﬂvw»’g R TECATE e
privates. The question was how di that you could say

semgihing=ldtive that the publlcs would be no worse off under the

legislation than they would have been had the DSI 1oads<g0ne over to ;gg

by Lk WS
publ:.c agenc1es that were served and I suspect thaththe major idea that I

was able to k&n&:ﬁf mutate 1nto that process wee- I went through and looked

A I S DL D, A WL YT

at all of the DSI loads geographically in the Region and I said that each
of those DSI loads, if they cease to be a BPA load, will become a
preference load or a private utility 1oad,enéf€§en we went through an
analysis saying if in fact you were a DSI locking at service in the BPA

Region, where would you go for your power if you had a choice between a



private utility and a public agency who was buying some power from
Bonneville. And the answer was you'd come to Bonneville. #4ps I said, OK

if we make that assumption, then that means that every one of the

ﬂ‘f@l &cb..ﬂ"%

utilities Jthat are public agerncies would be servmg that 1oad m then: own
] QPA

area if in fact, BPA nun—eutfggiggmuxu—ba servérjle DSIs. If came

in, there would be a reduction in the amount of power available for &het

DST ﬁ,{d wJ.ush,.A

+#o-B5%8 but would DSIs be treated as a lesser entltykln a local area. My
hypothesis was no. I said that, for instance, in Cowlitz PUDs area, that

if Cowlitz PUD was serving Weyerhaeuser eﬂ(Internatlonal Paper and

;w—lu(’r(\pi !'b‘_ﬁ‘ d““"'{
Longview FlboébandVReynolds Metal Company came in to them and sadd,.ue
‘ T . For Sertces

c

u, the Cowlitz County PUD

would go in and fight like a mad dog to jet them a power supply. Why?

Because, politically if they 1et€tﬁ1x¢~amay they were in deep trouble

p(,mli s Va s
economically in Cowlitz County. & a major economic factor. That was

w(-A—..A PsT < ey ‘&“ (,‘)'LJ
true in almost every service area-oijzh other cases lilkowapsin Spokane

whase Inland Power and Light Company was adjacent to Washington Water

ol Covld Sewe Kurses Meodd rMm @/&.w“
Power Service areaA§

Mo

thaxa, it was obvious that Inland would give their eye teeth to get a load

(3

2

as big as Kaiser if they didn't have any financial risk. And, Kaiser

| wleh

would get very favorable rate treatment from them because the overheads

Vl was I{kgw wauf’f Mfa-yé .«uﬂlkk\{,.&wvj‘
would be very 1ow~92: en we got down to looking at how these things would

M ov m«'-fe nk‘{-(,
Occur/ CoF S"‘(Ym(vl 4 e o wo b5 muah plove
—T‘/-M %—t r?u\zfpég mw O“‘s‘J #V\‘k—q«*’

Bll—&he~we%&éﬂﬁﬁ_Lhg_pnhl;cs:;;a_pa;§£gag-them Bill Hobens wexid
M"’ would Coame c{M«f&ﬁ:«J ey B oA MJ "‘—mu&
shich assumef\that the DSIs jwst—went—awey was just BS. There just wasn't
s Dsg: WJ\M%"““&\"
going to be that happening. That those loads would be transferred to the

eSS A rmgra f‘€nt.‘$‘”~-c ﬂ"""‘«f’(;"""\
utilities which were closest to service them aad“@p most cases, if there



hss wns
wste o 100 “w’P""{"“"‘"" 9/5‘"4‘“‘”‘“‘%

was a cholcekehat-the DSI could pick the agency/because his »
o ‘S“(’f’“’l ) :é | O .d

power cost tied to BPAgerevlﬁer in prospect than -y

S . P Bused

A:

-beeeus.e the DSI load represented such a major block that everyone of these

owvs
u%t—ﬂ-:t‘tes would have go out and buy thermal to cover that load. So the

]
05T o
answer was, the-y were always going to be served somewhat.by.Bonneville.
Tkt et T e s Fe PSS T

Power amd Fhen the guestion came, wedds -their-interruptibility and what V ‘I

have=you could you translate that into Bonneville rates,&n&Ue went

through a lot of agony to try and figure that out as a-lind-ef a

hypothetical case‘\l‘b qu M . \,31“;( 3 m—#s @ ®ov Bwmare I,
Oev Wl‘;{, wés% . a?wal‘-, wouta((l—‘ s bVl L
-v/t‘v‘l ( lf(&"t&-—w% .,q;t(\"" l‘l\ %

Well, when you start translating, everybody translates into dollars.

M(*m .

Certainly the DSIs must have been doing a calculation as to what this
arrangement was going to cost them and certainly the investor-owned
utilities were doing some sort of calculation of what that benefit would —

be. How did it balance out and then how was it adjusted?

Well, first of all there was no question that the DS8Is as the price of

getting this 1eglslatlon would pay a higher rate. than.they.were.paying

p A

under the then current BPA contracts. There was just no question that

]

there would be some rate increase. Whatweendedwupcdading, BPA staff was

not ready to try and estimate what the capital and operating costs were

the private utility thermal plants that were then coming on line. What we
6.Glen

did was we-werrtr*b-a-el&-bo the private utilities and—ssi-wdmilon to do an

analysis of what their costs were going to be under a situation where

Bonneville would be buying back power from them at some average system

propdae
cost. gmheﬁﬂUCCw&lll _had,buying resources from the private
s Eﬁi poal B a.:% Ne At e r‘; <ATER

utilities the$ average system cost. Thet idea was a carry-over from that Prlusc
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e



prrrleq s ,
,\gn;Ld up being a table which was
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prosess. The only equesTion was that when BPA bought,resources at average

system cost ta_mae:_xhe~&omestTt“Hﬁg:;%;g;:%nads*thaeuwaemme;ged—én with a

‘ (D-—L b[lc{/&w S ]
block of BPA power,ssd then resold to the DSIs and to the private

utilities for the domestic and rural loadsa

14 . . )
eﬁkaowuwva ¢s b costs
happened was that a lot of beese assumptionsxhad come

_af the PNUCC Bill and th bad donp onee il ke caleulat

the Bill and the privat ad don those calculations.

MW’N use LOY ‘CWD";Z?T.%S"F‘*" f"c" for our pemalyric

T tedad=tiret , Ralph W as the focal point overaPP&L (now deceased)
oo ‘-Ihiv“‘*l—f Bocs

et Ralph became kénd—uf“a—hctﬂer*;¥uaumbax dnché crunched the numbers

So what

and gave us both peak and energy rates for the exchange power,enéfghen we

tovwg CQWQV gl rovatl
were able to merge that in to the hypothetical of moving the,loads £rom

» B FPA

hreBSTe-to-the—mgriammss ~ looking at the economics of merging that private

o
power into some mix of BPA power and seeing what the DSI rates,emd &hat

it part of the

‘ . SPr J.ug(.%,‘_,_l
Senate Report,‘bli.Ehe table staxted at the time we were
m"mosrs O %Sy e ﬂ-*\«

trying to look at the economic impacts,of ¢ W1

TL«.\) ol d wot e f:wwwt,:.ﬂﬁ Vs P-Lc"fcu.! L.ﬂ‘
the public agenciesAfsem-the legislation as far as rates were concerned,s$

e On the long term, if.you assume that the public

agency loads were going to grow, the new resources that came in would be

billed to them at their costs.

Was there a total figure estimated at that time for the DSIs what the cost
would be to them under one assumption and a total figure under the other

assumption so they knew what in ballpark terms what that was going to

.7

Yes, they knew what it was going to be.



Do you recall the numbers?

No, I can't give you those. I think the best source for that is that I
think that the Senate Report really did reflect what people believed could
happen under legislétion. Everybody was not so naive to believe that
somehow or another costs were going to be different but the ballpark

WMW
numbers {people thought that-they.were-getting nupbers thet were reasonable.

What I was leading up to was this, at that point where there was an
arrangement worked out that seemed like acceptable to the DSIs, acceptable
to the investor-owned utilities, questionable as to whether it was
aéceptable to all of the publics. There's still a lot of concern about it
and Senator Jackson had a proble@ with it because at that stage, as I
understand it, it appeared to him as if it were a benefit that wére going
to the investor-owned utilities, their stockholders and so forth and that
he was concerned both about the reality and the appearance of that and

there was then by someone, introduced the idea that that would be an

’acceptable way to go, that kind of an exchange agreement if the benefit

were all to go to the domestic and rural customers of the investor-owned

utilities rather than to the utilities themselves.

, PDIRY A
No, Gene, it goes the other way. First of all, the idea of Burpe was

: e

already a very current idea, whether you believed it was viable or not,jﬁ:
\ +' T.ybi&

was a current idea and so theseferey—thet washénvthe PNUCC Bill and it

followed into the Regional Act. Now that's my recollection. I have to go
back and look at the PNUCC Bill, but it seems to me that we already had

PIRPA

factored in the Bu»pa concept. Where Jackson was worried was that somehow
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or another a private utility could use the Durpa~kind of idea as a sham to
either butter the stockholders benefits or they—eeudd use it as a way of

transferring some benefits back to industrial customers. Jhﬁfgérwas very

&Awwrsa$ﬂ.o€$knaAfi~¢s ' '
worried about thet and st therefore we put in, I think there's a clause in

the Act that says that all of the benefits have to be passed on to the

ratepayers whose loads the benefit is based on, the domestic and rural

loads.

There was no opposition to that notion from the investor-owned utilities?

Yes there was opposition or there was a lot of reconcilement. Actually
from the investor~owned utilities, I think, the political side of it was
very apparent\and‘zhey were very eager to get the domestic and rural r"~t2,

relief because that's where the voters are,sndswe Ehérefore, their CT

Q;—w..l,“«:-‘,,, ‘(4—1] f‘“w»‘f‘ ‘{ w._,f,[Q sl
supposition was that if they got ¢heee rates down rv%?¢¢ﬂty
whle (OU 71 }

;éndustrials were still paying a higher rate than their brethren in public
Ha tPus o s
agency areas, thet +hey could survive their dissatisfaction,amd _thaf those

things_mauhisuui»oat~eccnmmﬁwﬂigrgnt from the standpoint of ghe voters
Bor dorvufe o/ cad ol cothis

if there was a three or four to one rate disparity) thet there was real

L OV OJRP K
concern that public agencies would form out of thedx bones or the Durpa-

idea would flourish .

Is this accurate that they were more concerned with the rate disparity
with which their customers were greatly concerned and getting a benefit to

them than they were to a principal that power would be sold by them at

cost?



Absolutely.

That must be something very new and different for an investor-owned

utility, is it not to sell power at cost?

B pruss
Not when they're buylng power from Bonneyille..thev sell-j&k at cost

O0s
essentially. They can't get a rate of return on something where they

an't have an investment, awwmee- therefora, Ehe difference was that the

privates were admitting for the first tiQ3;3hﬁx—:haanﬁﬁdﬁé-aﬂﬁiiﬁﬂLlfl

finance their major generating projects because they are running into deep

, o T, b
trouble in trying to get financing for those projectsa All these

utilities in the Northwest excepting maybe PP&L, but, truely all of them

are under capitalized. They had not had major investments in generation.

—

Portland General Electric Company, when they went into Trojan, even though
et
it only cost what $450,000,000 in the end, that Jwas two times their

original capitalization as a utility, a major change in their

capitalization. Bonneville and the Federal System had essentially

provided all the capital facilities for generation in.the léi0s.and.earxlyie

'50s and then in the early '50s when we had Partnership er—mid—50s—wirerwe
T N«?w( lod,
eha&—Pee%nersh:p going on, remember thgg_d4dn~b—£&n&noe~sne~do%&aﬁweuemof

qgockholder s equity or out of bonds, They essentially were doing that
ok T PUVIg
through tax exempt bonds~ao‘fﬁey were under-capitalized so-shesefeme they
Twe LOLs
lacked the equity to sw%g&m534gg_gggg;g;g&apéugt_nhgy needed a way to do

that and they concluded that using BPA's revenue stream wasn't all that

bad. So, a lot of their .

A—————"

%



‘Explain to my how that works? How does an investor utility increase its

capitalization by using Bonneville?

What happens is that putting together the kind of financing package that

N?"vrﬂ&)’a a#,“;—t"t
we have in the legislation, a utility,could form a non-equity

corporationawjévery loy equity corporation to finance majgr. generdiioli.e

OK? -And then the way the investment would be secured would be a contract

from Bonneville to the utility for the purchase of the capability of that

plant. A take or pay contract which.wounld obligate Bonneville to pay for

the cost of that plant and merge those costs into its rates and charge

rates to both the private utility who was then getting the output of that

plant mixed in with other BPA power tormeet_its”1oad”grqwthmgnd:s-ighe

idea would be that you put BPA in the middle with a guarantee of the
*QV%M—&[' (C

contract, that makes a much morehpackage and it gets the utility away from

some of the restrictions that they face in terms of financing.

Well, Larry, if that in itself is something of a benefit, the ability to
capitalize to a greater extent than they could otherwise, a benefit for
the investor-owned utilities, it would also raise concerns, I would ihink,
about the planning process, whether those investor-owned utilities are
simply going to purchase those resources that they think they need which
might be greater than others think they need or whether some sort of
planning process was taking place that was a public process that would

assure that Regional needs would be met. What was the discussion along

those lines?



Well, the utilities obviously wanted to control the process and started

out there and wese basically played that way through the PNUCC processe
Loran > . .

that &he idea of having State or local government involvement in the

planning process was did not run very well with the ordinary utility

d{»gh‘h«;( k{‘- M‘JP(‘;“%Q)

parties. There was a very great concern that they would 1oose control of

the process in a way that would be detrimental to their own interest. So
M mdolutw..rv“.

they didn't want 4. So as we evolved in that process what happened was
that first of all the States protested mightly that they weren't being

1nc1uded in the development of the legislation that PNUCC was doing. They'?ﬁvtg

Vvi Port lad

were flnally included as kind of second rate partners in the process, not
very satisfactory to them but at least it got them into the process. to
understand what was going on. When Earl and I did the study paper, as I

indicated earlier, we had gone around to the States and maybe started some

whaeds {2 enna
Srowiale

s but we had gone around talking about how do we open up the

planning process so that each side is more confident about the decisions
Ukl Dhe

of the other'heeanse the States and the utilities kind of entered into

their negotiations about siting plans and planning plants as kind of ned

wyknowing partners_smst the idea that the other side didn't understand what

you were after was good. Earl and I stressed that we thought that that

was leading to a lot of delays in plant siting and not necessarily
beneficial decisions coming out of the States.go that had really been

broached before the PNUCC Bill was introduced. Once the PNUGCC Bill went

through its process and the utilities had proposed the kind of board that
they did, Utility Control Board, the States basically said, "Well that
kind of process isn't acceptable to us but we're willing to work the

legislative process to get something right." Now we go back and we say,

"OK, how does State involvement come into a BPA proposed bill." Earl and —



I and Sterling recognized there had to be some kind of State involvement
in the planning process and there had to be some way of making that
process come to some reasonable result. So, in the initial bill that was
proposed by Senator Jackson, there was a board, there was a Board of
Directorsganéﬁg;ét Board of Directors as we had initially propdsed it wes,
I think, four members from the four States plus the Administrator,au&QELe
Administrator was sitting in a position to be a vetoer d¥'any action by
the States that he believed was inconsistent with the Federal Statutory

andate that he had. That proposal did not wash.well with the. Sfates.

They didn't want the Bonneville Administrator to become the energy czar of
the Region and they were very offended by that kind of Federal control;%;
they went back to work trying to come up with their own kind of local
control proposals‘euéxﬁé'went through a major evolution in trying to get
some kind of proposal from the four States that would be a unified
approach that would also wash from a Federal standbointraaégzﬂe end result
' bitas ¢f Concera
was that that process dragged on longer than probably any of the others,in
getting some kind of final agreement as to what kind of representation
each State would have on the Board. There was, of course, the argument by
the State of Washington that they being the most populous State would have
the right to have more members,a&é{{gén Ehere was the fear by the smaller

States that somehow or another that that representation, a minority

) W
representation was worth nothing to them if Washington was larger,aad_ym§'

evolved into the eight member council where essential you have a way of,

getting around an obstinate single SgéygrigqgggggwgﬁVplgggigg%pygmxgp

N

don'E“QQEEMQWmﬂymnfmhaningﬂamforeedﬂresolutionnofxproblems thxough.. am

e

majority-vote:-



How did that kind of a change come about? Who was the prime pusher? Was

the State of Oregon or just how did it happen?

Well the major player and the most interested player in that process was

the gtate of Oregon. They became the focal point. They took it upon
themselves to work to reach some reasonable compromise with the States of
Washington and Oregon and Montana and Idaho. SQFI;;y took the lead. Roy
Hemmingway was kind of the ambassador of both Bob Staub when he was
Governor and then once Vic Atiyeh came on board, he represented Vic Atiyeh
in that negotiation process and deserves much credit in terms of trying to

keep those interests focused on a single direction.

Sterling said that he favored a stronger Regional Council than ultimately
occurred. He wanted a group that would direct at Bonneville to do certain
things and what they ended up with was a Regional Council which he said in
which Bonneville and the Council checked and balanced one another. Was

that done by intent or simply as a result of the arrangement that was made?

No, it was done as a satisfaction of a whole bunch of comstraints that the

tortfrille | fo Fedica] entities

Federal Constitution puts on State Boards A Federal Agency can't be

"governed by a State appointed body. It has to be governed by a Federally

appointed body. So the first proposal that” we made was that each of the
member would be appointed by the Secretary of Energy\aadfgge Secretary of
Energy would make those appointments from a list provided him by the
Governors of the relevant States. That was not acceptable to Oregon,
particularly. They were worried that if there was a Democrat President

and a Republican Governor that all the Republican Governor would get would
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be qualified Democrats. They were worried that that would inhibit close
cooperation between the State and the body,assk then there was the TVA
experience which is essentially a Federal appointed body\aaérlgéy usually
try and appoint people who reside in the Tennessee Valley to the Board but
there ién’t a requirement of that,agd(¥;;re was a great deal of fear that
a similar kind of board would evolve that listens to no one except their

own interest so they were worried.

Don't you characterize the present arrangement as a check and balance

arrangement?

Yes. kI don't think there was the intention that it be a check and balance
arrangement as far as the States were concerned but I don't think that the

Federal Law would let them have anything better.

Well, in the press there's been a great deal of, as it finally worked out,
a great deal of discussion as to what the relationship is between the, and
even among the Council Members, as to what the relationship is between

Bonneville. I think the initial Chairman was of the view that the Council

was the Board of Directors for the Bonneville Power Administration,

directing them although the authorities contained in the Act certainly
didn't allow for other interpretations. How did you view the way it

evolved so far?

Well, first of all that argument isn't over yet. The Council believes
. ol (e pc,f Lo
that ifghkye=bes a more direct link with Bonneville as far as ﬁLaeé& or the

ability to tell Bonneville what's going to happen, is essential to their



mission. The way the Council had to evolve because of the Constitutional
WY‘%' (E:

limitations,was that it could only be a check and balance ags yould

have immense political clout but little direct authority to tell the

Administrator what to do. The Administrator has to, in accordance with

Federal Law, has to have the ability to act 1n splte of a negative

v

Inbensgr ey -

Council, i.e. he has the obligation to carry on the Federal Government's

interests in the Region and the Council's rights are pretty limited. If

the Administrator can get the Congress's agreement that his actions are
he o (:roc(u.f Muq\gA—ué’
approprlatehght no Admlnlstrator in his right mind would want to go back
' to Congress until he had exhausted every chance of trying to get a
vd
compromise acceptable to Council, #we~ if you were trying to site a plant
and the plant was not acceptable to the Council as a whole, going back to
the Congress and asking Congress to validate the Administrator's decision
$\"\’M‘,
is a pretty chancey political ieewe. I just don't think that it would
work but the Council is not satisfied with that kind of limitation. They

would much prefer to have the Administrator do what they ask him to do.

Well isn't the authority of the Council confined to two areas? One, a
clause in the Regional Act that says they have the authority to plan new
generation and secondly, authority to carry out a fish program. Isn't

that in itself something of a limitation?

Even the authority to carry out a fish program is an over-staﬁement. They
have a right to propose plans for both power acquisitions for the system
including major emphasis on conservation and then the second area is they
have a specific obligation to produce a fisheries plan which is very

persuasive to the Federal Agencies acting in that area. Bonneville, the
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Corps, the Bureau, but also FERC and other parties regarding restoration
of fish runs on the Columbia, particularly. Wildlife and resident fish,
of course, are part of that plan but the major emphasis was try to figure

out a way to stop the decline in fisheries on the Columbia.

But in the plan they proposed to the Bonneville Power Administration, the
Administrator has the right to reject that plan if he can stand the

political heat of the rejection. Isn't that true?

The Administrator has the obligation to implement that plan to the extent
that it is consistent with his other obligations. He has an obligation to

provide an adequate power supply at costs which are reasonable as far as

the loads are concerned,&biakahas an obligation to provide a Federal

" budget to the Congress through the Administration which is inclusive of

his whole program,Zue Eggheries for the first time is part of that program

and because it's very specifically carried out in Section 4H of the Act,

- «

obligations of the Administrator are very specific rather than general
in terms of carrying that plan out. But you can say that the Regional
Power Plan, with a little bit different kind of statutory emphasis is a
similar obligation-::;-the Administrator as far as the Corps of Engineers

Ll

and the Bureau and FERC a!'concernedprig; Regional Power Plan has a little
different kind of emphasis but I'd remind you that the question of whether
a resource is acceptable for Regional use or acquisition by Bonneville is
something that FERC would have to look at in siting a hydro resource for

T p«vr{(‘lﬁ c‘g*ﬁ l/(J\i
utility expecting to sell it “to Bonneville.



Let me go back to a chronological approach for a moment. In the first
try, this was the Bill that allegedly‘was drafted on Senator Jackson's
kitchen table although that 1'm told that coffee was had on the kitchen
table and the Bill was actually drafted in the den. Just for the
historical record. ‘What of those elements are included or covered in the
12 principals that were the forerunner of the introduction of the Bill and

then which of these elements were in the Bill itself?

0K, the question is which came first, the principals or the Bill?

Actually, Gene, the .

- The principals were based on the Bill.

The principals were present in the drafting of the Bill in a more esoteric

way. Factually, most of those principals had been honed out through the

Apm—

- PNUCC negotiations and the &1scu551ons that we'd had in the Region .awd to

[— i 4 e R A T

some extent had been articulated one way or another when we were
presenting what we thought the legislation had to encompass in the Region,
Earl and I were out talking to the various interest groups,
talking about what we thought legislation cught to include after Sterling
came here, trying to sell the ideas and what we thought was wrong in the
;S§Ri2¥;2§tance and why it didn't sell and trying to convince say, Bill

Holbexg that we were on the right track.% articulated many of those

~ principals in that process. OK. So, those principals weren't new but we

didn't have those principals in written form until we drafted the
‘HT *Liio
legislation  as—it-wae—drafted. OK. Ag;i; s number one. Then, as we

went through the legislative process and the emphasis changed, I don't



think any of those, I'd have to go back and look at each of those
principals but I doubt that any of those were violated per se. 1 think
4 s

that in things like the Regional Council ghet™the gmphdsis from a
Federally appointed body to a State controlled body evolved through that
legislative process. JThe—ehonges-that—wore-necessary Lo accomplish-what
the—States—wanred; spent a lot of time spinning wheels about the way
the Council would be formed. 1 spent some time trying to get together

with some political scientists including one of the present members from

Washington.

Well the pointrLarry was simply this, the principal change from the PNUCC
Bill to the first Bill introduced by Senator Jackson that some described

as the BPA Bill, was the addition of a’Regioﬁal Council.

That's correct and a heavier emphasis on conservation. We really put

conservation up . . .

Was the Conservation Renewables Clause in that first Bill?

In a different way, yes. We tuned it up some in the process but the idea

of making conservation the first alternative was in the first .

0K, that Bill I don't think made it through the Senate before the term

closed nor did it get anywhere in the House.

That's correct. We had one hearing in the House, we had no Senate

hearings.



OK, then you come back in the next session of the Congress with some
concern that Congressman Meads would be gone because he was not planning
to seek re-election and so there was a second bill. How did that second

Bill differ or come to differ in the legislative process from the previous

BPA Bill or Jackson Bill?

Well, one of the big issues that had to be settled was the guestion of _

whether or not our allegation that the Bill cost the publics.nothing.wasa

really a promige in.the~Bidd, ¥here was a lot of discussion about how

you would assure the publlcs that the costs of the Bill would be no more

€t od |

than if there were no leglslatloque-we were given that task, i.e. to go

L —

back to the publlc agencies and try and negotiate some kind of a cap, a

The

rate lid which would be acceptable to(therpuﬁlics.whénhnw uld assure them

that what we had said in principal was in fact part of the legislation and —
a mandate to Bonneville. And so, we went through that process in the

- winter between sessions of the Congress.

How in the world did you devise a means by which you thought you could

test something that did not exist?

Well, first of all you have to understand that what I had suggested to the
public agencies was that we should put some general stétement in the

legislation saying that the rates that the public agencies would pay would
be no higher than would have existed had there not been legislation. That

kind of a general promlse was not acceptable to the public agencies and so

e nemre b A T AR

what we did was, we said, "Well, what,isﬁ};wghﬁ; you re 1ly want?" Thgy‘d

S g

Wie k«tm@ svea,
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wo&iﬁig;'located within or next to existing public agencies and would be
fairly ,amd- 1¥"was a compromise that everybody accepted or at least, the
leaders of the public agencies accepted that theory. They said those
would be their loads if in fact we didn't have legislation. So, they'd
accepted that. So we said then, "What is it that would give you more
confidence that Bonneville wasn't throwing in factors that you hadn't
considefed?" For instance, one of the things they4were worried about was
that if the rates got close that Bonneville would hypothetically say that
Porpa o

would have been formed had there not been a legislative act ;sad\that

. . go TNepsblies
was, of course, something they weren't willing to admit, thay wanted to

v
make sure that whatever the list included, it didn't include Dgééanas one

L —

of the hypothetical loads that would be a load that would have existed:amd-

oing thr is. Larry Cable from the Schwaby
Williamson law firm was adamant that he had to have a list which was a
specific list. And so we ended up with the list that's in Section 7.B.2

as a compromise worked out first of all with people like Larry Cable but

finally with the Public Power Council.

You're familiar with the difficulties that have gone into Bonneville's

effort to apply the rate test and devise a formula for applying the rate

test. Was that all contemplated?

First of all, my choice would have been not to mention it; secondly, it
would have been the more general test and lastly, accepting an articulated
list was something that we didn't necessarily relish because we knew that
even the best list would be debatable in the future. We knew that. We

wanted to keep as much discretion in the Administrator as we could in that



list and we did as much as we could but the list is really pretty well
TL«,CI-IVF

tied down. The application of <& and the way that Bonneville

administratively proceeded may be debatable but I think that the law is

probably as tight as it can be without destroying the economics of the Act.

How about the last and the fourth, the successful try? I think the
principal element of that in that Bill would have been A) the adjustments
in the Regional Council and second, the Fisheries Amendments depended on

the House side. What were the principal arguments there?

Well first of all, we knew we were going to get some fish late in the
game. We didn't realize that the Fisheries Agencies were going to make a
major press untlfvﬁﬁ‘g!4 came out and spent some time out here talking
about fisheries interests and what ought to be accomplished in the Bill,
Aa8 Ynbeknownst to us, the State Fisheries interests had been getting
together to try and figure out a way to get some kind ofhéddressing of the
fisheries problems in the Bill. When that happened, we were hopeful that
we could do something similar to what we hoped we could do wiﬁh the
publics. Kind of a general reference that Bonneville was authorized to
provide assistance to Fisheries to the extent that the Federal System
particularly had caused damage to fish runs\and,é%ve Bonneville some
latitude that it didn't have under its existing authority to provide help#
where runs could be enhanced and get the pressure off the operations of
the dams. But, as it evolved, the Fisheries interests were much more
serious than that and they were probably for the first time in their lives
organized together to accomplish something. There was a unity of purpose

and we ended up with a very heavy Fisheries negotiation which as the




record will show, almost derailed the Bill once again. We had basically

"

settled the political issues as far as a Council or at least had given the

States the latitude to develop the Council to their liking, we had tried

.~ to close up the question of rate for the public agencies by adopting the

compromises that exist in Section 7 regarding public agency rates and e
ﬂ#ere-pretty—mUtthZ;; economic bargain which we had struck right at the
beginning had held. The idea of the exchange and what have you was not in
trouble, but Fisheries becagse it was such a problem for the Mid-Columbia
PUDs particularly was a very decisive issue, in fact, when we went in to
getvfinal passage we still had at least one PUD opposing the Bill on the

. . .. . YKJALL eArn Iw\, P
ground of the Fisheries provisions which waswa very difficult process.

Which PUD?

s

Twe £‘<Lg4tﬂt (<2 T
That was Douglas PUD. And they took #° to the APPA Convention as a reason

, Tl
for APPA to oppose the legislation ,amé APPA Legislative Committee, had

N

- recommended against the legislation amd We had to go through a very

harrowing floor fight to keep from having APPA recommend against the

legislation and it was all based on Fisheries. Fisheries was such a heavy

issue.

But it did pass. Dingli got pretty much what.he wanted although there
were changes in the House Interior Committee that moderated what he wanted:
somewhat. But, nevertheless, in the language on final passage, statement
by Congressman Dingle interpreting what it was that he had done, he
basically said that the purpose of the Fisheries Provision was to restore

the runs to a point where they had been prior to the Dams. On the other

ws « cesult



hand, when it went to final passage on the Senator side, Senator McClure
said, "The purpose of this Bill is not to take us beyond yesterday one
iota. The purpose is to enhance the Fishery to the extent that we can
here on ouf." How do you interpret the conflicts in interpretaiion or

have they ever gone to court or how has that resolved itself?

Well, first of all, neither one was right. That we tried mightily not to
re-invent the wheel and not try and create goals that were impossible to
maintain on the river. There isn't any question that the Dams have had
some effect on fish runs jame history had shown that ultimately there

. . L Sy rver
was going to be a major collision between power and fisheriespgnd'it had
to be addressed. At least I had accepted that as a premise and was
willing to work with the Fisheries Agencies to come up with something that
would be poéitive in terms of getting rid of that conflict. Whether I was

naive or not will be tested later‘onpé&&a_;hghpg;;ggm;“g@g_xﬁﬁ_sgggnh

ultimately there was going to be a head on conflict between fish and dams

Worny,,

mainly because the runs on the Columbia River were declining at such a

e o 9 ro e RS

rapid rate. There was Just no arguing that somethlng ‘ﬁgmgg_hgnggggmgﬁ~

those runs were going to be preserved amé I didn't believe that Jt. oS

politically or probably legally possible for the Government Lo _isnere.that

collision,gm therefore, the Corps and the Bureau and Bonneville, wi ,
Wil oy (Deow

restricted abilities, were going to have to deal with that problem. So 1

sk

felt like addressing that issue in the legislation was correct but, as you
went through that process of getting that legislative issue addressed
correctly, you had people, particularly'the Mid~-Columbia utilities who
believed that they could work FERC to be their captive and they didn't

want FERC . . . —
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IERC meaning?

Federal Energy Regulatory Commission.
What relationship do they have to fish?

They grant licenses to projects on the Columbia River and those licenses
include provisions for the protection of fish and most of the utilities
believe that FERC was not friendly to fish. That they believe that they
were in fhere, that FERC thought its first mission was to provide energy
sources and fish was a secondary matter. The laws might have been written
one way but the interpretation through time was that the examiners for
FERC were not always very willing to listen to the Fisheries interests,.and
tha.States and E;ch of the States, as far as Fisheries interests were
concerned, had conflicting views so you had a situation where they were

not unified. All of a sudden we had legislation where they came

~ together. They decided what they really wanted out of the legislation and

they had a strong proponent in Congressman Ding@L and Dave Fiﬁégam, his

assistant. The result was that when we got QutﬁQfﬁthﬁ”ggmmezaauCQmmiatﬁ&hﬁ‘

we got a lot more fish than we should have. John Dingle is a very

forceful, able Congressman and he basically forced some things into that

R ]

legislation that were essentially things that would kill the Bill.

presee v ot i A e AN L SN Y AT ¢ Ty

And yet, was it not left in the hands of the Regional Council to A)
propose a Fish Plan and secondly, is it not up to the Bonneville
Administrator to decide whether the Fish Plan éomports with the other

requirements of the Bonneville Power Administration? 8o, is there not a

122



final check on something that goes too far in the Bonneville Power

Administration?

Well, you forget that the Fish Plan impacts more than just Bonneville. It
impacts FERC. It is a mandate that FERC, in reviewing its licensing
process, take into account the Council's Fish Plan so that if there is
some addition or change that the Council believes is necessary to a
Mid-Columbia project, it proposes it in its plan and FERC, in reviewing an
Amendment to the License or a Request for an Amendment, has to take into
account that plan. It doesn't have to adopt it because it is still a
Federal body who has its right to make its own determinations, but it has
to face those issues in a more formal way than it's had to when the State

agencies have gone back before FERC and asked for changes in the license.

Well, I understand that but still it's up to the Bonneville Power
Administration to provide the money out of the revenues, the sale of power

from the Federal System to finance such a Plan.

Not all of the financing is done by the Bonneville Power Administration.

If it's a project specific kind of funding like if there's a need for a

change in the fish ladders at Rocky Reach Dam, owned by Chelam PUD, Chelas
, , Z’ 16 rve |

PUD is obligated to payy hatrynless you re trying to address a non-project

specific kind of harm, se—tre—andwer—ts—mo. No, it's much more far

reaching than that. Now, FERC is the ulkimate arbitrator.of the issue of

W —p{L«s—r: - Wfrwe-mb“;v -
whether Chelan should de teet. In our case, the Bopnneville PoweX..:

w groecf 8,
Admlnlstratlon is not the ultlmate arbitratorg 13 endswnp being the Corps

of Engineers or the Bureau of Reclamatlon who has to dec1de Bonneville's

_——
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obligation may be to provide some funds but generally speaking, that's the

obligation of the entity’'s who own the projects. As _far as operating the
"

river, Bonneville's implications are a lot more in that Bonneville has
some control over the ability to run the Dams when fish are going by and
what have you and planned reserves and that sort of thing. The Corps and

the Bureau are also involved in that process.

END OF TAPE

(WP-SWHW-0247Q)



Larry Hittle - Tape 3
Q: Larry, what was the money deal?

A: Well the money deal was, of course, that the DSIs would pay somewhat

higher rates to be in the arrangement,anerZsentially, the dollars that

were involved were translatable, I think, into an_amougf that dido'f

exceed $100,000,000 transfer net over the first fiNe NeaLEmiidetdi@ud timme

Again, you have to go back and loock at the Senate Report and you can do

the math, QEE the transfer was livable as far as the DSIs were concerned

assuming a good aluminum market. Now, one of the things that's happened

has been that the aluminum market has just gone all to hell. The second

thing that's happened is the estimated costs by the privates, which were

rather moderate have ended up being quite high and the amount of money

that was being transferred between the parties under the initial

negotiation of that agreement ended up being horrible‘ann<ciere was no way

that you could keep an economic balance on the kinds of economic numbers

that were coming out.

Q: Do you think the kinds of rate arrangements that were made over the last
year are justified in view of the higher figures of the investor-owned

utilities and in view of the fact that the aluminum market's gone to hell.

A: I can't make a specific comment on the justice of the actual changes
-“0 A"W“’f" $ gl-(m» C@t“'W\l/f—\ALufo;}vb
kbecause I didn't follow them thdt close. Something had to be done.



Something had to reduce the amount of money transferred or we were going
- I P Mo thaseq t—

to kill off the aluminum industrys The aluminum industry wasn't going to
-

.

stay. That would end up raising everybody's rate.
ap—

Is it truly the goose that laid the golden egg?

It once was. I'm afraid that the economics of our time probably are
making it less and less the goose that laid the golden egg. 1 suspect
tﬁat the Region is going to be fighting very hard to try and keep that
industry viable and there's probably more concessions that are going to

have to be made if we want to keep it. Now, whether we keep it or not is

another matter.

Well, I've been told by one fellow who was a high-ranking official in the
Bonneville Power Administration and a public power man that there has
never been a thorough Bonneville study of whether or not it is a benefit,

at this time, to continue to have the direct service industries in the

Region.

Well, obviously, he hasn't been reading the load statistics in the

Northwest and in the Southwest or he wouldn't make that comment.

Certainly, at the time that the Act was passed, the issue of whether it

was worthwhile or not was settled with regard to the economic settleéZ;;2£:64gAbf'
(igat the publics recognize they had to deal with it and the privates

recogrnize they had to deal with it and the industries that accepted some
concession as far as costs are concerned. When you go into a period of

severe economic depression as we have and the constraints and the issues



kind of turn over on you, there's a difference in the value of the
industry. Instead of the industry being something that people would put
up with on a planning base and let them live out another 20 years as
against whether or not you need them, has absolutely changed. Now, the
Northwest power economy is dependent on a surviving aluminum load, at
least through the next 10, 12, 13 years. After that it may be debatable
whether they are worth keeping or not, but I don't think that's a
determination that any of us have a right to make on our own. It, again,
et abion o
becomes a question of economic viability of the Region. Thaﬁ\%ndus Ty may
or may not be valuable to this Region but it would be stupid for anybody
to sit down and foreclose it's existence at the end of 10 or 12 years,amd
(RPW. o %
ﬂ"I suspect that some peopleﬁpake that kind of judgment. I hear that from
some of the Council Members, for instance. I think that they are just
P s
plain ignorant if they start making those kinds of determinationskin

advance. We don't know where this Northwest economy is going and we have

no basis for throwing away viable industry right now. This Region needs

diversity.

Well, let me ask you that question in reverse. We had a situation where
Earl Gjelde announced little over two years ago, little over three years,
it's been a long time now, three years ago anyway, that we were going to
sign a contract, that we were prepared to sign a contract with Alumax and
there was a hew and cry in this Region that resounded all over the place.
We were believed to be in deficit at that timé. However, in 1982 we began
to use different kind of load forecasting methodology and as a result, the
load forecasts have dropped. Now we have surpluses forecast for the next

15 years or so and yet it is my understanding that we have, in our



proposed contract with Alumax, prior to the time they decided not to
build, thrown every road block possible in the way to them signing such a

contract. Does that make sense?

Well, I don't know that the expression that we threw every road block in
possible is accurate but, I think, that in view of the time that the
Alumax negotiations were going on, that we mey—be were a Frttde bit

ta t" ow
lacking m:-she.mwl‘eégedﬁe-e-f what the market was doing,swe [Perhaps, if

we had it to do over again, if we could have gotten a firm commitment to
MMunmaie

start construction of that planth it would hdve been a major asset to the

Region to have that kind of economic commitment.kt;ever, if you look at

what's happened last couple, three years, there aren't very many people

now constructing new aluminum plants anywhere.anéﬁgg; economics of the

best deal that Bonneville could make are probably less than what could be
. ‘ ' . S . BP4s

obtained in say Canada or in Brazilg 9o I doubt that in the end that that

. e D Abog PQVKQ”
process stopped a real investment,, On the other hand, reacting on a

timely basis to those kinds of economic signs is something that

Bonneville's got to do better.

Let me ask you one last question related to the Regional Power Act. In
view of the fact that the Regional Act was predicated on the notﬁon that
there was a deficit prospective in the Region for an extended period of
time and that the provisions of the Bill were drafted in accordance with
that thought and in 1982 that changes and there is now a surplus forecast
for the foreseeable future, what would you view the half life of the

Regional Power Act to be in the event of those things?
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I'm not exactly sure I understand half life. I think that something to

retain Bonneville's viability in the planningbprocess had to be done and
’_.ul"""

therefore, I tend to believe that the legislation was very necessary even
, . 21

;5~Egﬁaﬁéﬁﬁmgfmawsituationmwhenewwe yery surplus. I think that times are

+da

changing and we're going to have to react to them differently6 ut we did

Satoan M,
not have a Regional basis for planning in terms of power plannlng &ﬂé I
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think the utility business itself is changing rapidly and you need some
kind of Regional consensus or validation or whatever you want to call it
for the changing methodologies of planning,aad‘é%rtainly Bonneville,
without some kind of Regional representation, couldn't do that.
Bonneville should be the activists in the process however. Bonneville
ought to be the proposer and also the disposer, i.e. it should view its
role with the Council as a frienély conspirator to try and come up with

better ways of meeting Regional Power loads.

Well, how about the other principal elements? Rate disparity was
addressed by the average system cost methodology and the exchange
agreement, heavy on conservation renewables and then whatever came after,

the Bonneville Purchase Authority. Those things aren't really needed in

the face of deficits, are they?

Well, I would tend to say that, first of all, you don' t have to have a

v spotm i A 8 R S a
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very strong conservatlon program when you re surplus and resources. If
you don't have a load to build for you don't build the resources so
logically that should be a push, not a major issue. I think that Peter

and Bonneville have done a pretty good job of cutting that program back to

sustaining levels and I don't think they're spending dollars that don't

-



result in some sort of return ultimately. Maybe we're paying a little bit

early for a benefit later. The Exchange, T think, %% was just a way of

synthesizing those DSI loads. into the Regional load picture as not being

s

YAt
ozgggggw Now, I think the Council wants to make themnorphanscgut I think
&<
they're wrong. I think theycg;eyjust as viable from an industrial
standpoint as Weyerhaeuser or any of the other large electrical users in

tea wsn ad Plans
the Region. So, they should be included in,one way or another and {2an ..

7 1
b - )('-;
‘Tmédﬁonnev1llea4ag‘ihe way that they were included. I think dites.

appropriate. They could have been included as customers of the public

agencies. I think there would be less usefulness in the way that those

locad work with the Regional Power System.

Q: Let me change horses and go back to something we discussed in the earlier
interview. I've been told that the hydrothermal power program was less of
a plan; we always presented in our public relations as a plan, but it was
more of an umbrella than a plan. It was merely a way to get a lot of
things that other people were doing under one roof and treating it as a

plan. How about the first of those plans, Centralia?

A: Well, let's think about what the hydrothermal plan was because I think it

e P RY T

was a manlfestatlon of a great personallty Bernie‘Gglghgggexﬂwagdavvggxﬂ

o o s e

ey A s NG o N R

optlmlstlc and very p051t1ve klnd of person. in terms of power planning .and
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working Wlth Reglonal utllltles He W?? ebullient. He was a person who

£ :
could convince people to do good andkggainst their instincts sometimes, so

R g vt 40 AW R 1 e e o T oy = S R

Bernie was a PR man's dream. Bernie would characterlze ‘things as plans,

AT MW 5 7. A BT 0% K 0 80

that were purely Bernle s good sense,aﬁﬁk&%t'confldence that he could |

Rt o b M 5 513 ¢ S S o S

convince people into doing the right thing, an&‘q; was that kind of
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confederation, a well-led confederation that was evolving in the Northwest
proh U~ v lae Soloe d
with or without a plan. The gweetden wasythe Region had to change over to
gt -

thermal resources. Bernie wanted to create a more sensical way of doing

that. If he could do that through all good fellows getting together and
N il L«J‘Viu;; [ v

enjoying one_another, he would prefer that,because he didn't like to make
MM

people believe he was dominating them from a Federal 1eve1 even though he

e

e et e s

had enough clout that he could do that in many cases. The Coordination

R
———

Agreement was kind of one of those things. But looking at it from that

standpoint, the question was what did we come together with. Well, I

think a lot of us here at Bonneville believed we were coming up.with a

O

plan but, when the planning started, it started without Bonneville.in.mamy

P

cases. For instance, the Centralia project was done essentially outside

of Bonneville's ausplces and without Bonneville being inveolved. . M~1F
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ariginally.  -But, Bernie, being the kind of xesourceful kind of person.be

was, looked at the Centralla prOJect and the problems he was having . in,

i e T

securing a power supply for CVP from Canada or from some other source that

AR A e D DS G e

was going to be very low cost. ‘and said, w;f I can convince Pacific Power &

P e vy v 8

Light Company and Washington Water Power Company to take on.some.

R

additional partners, public agency partners, and get the to.accelerate a.

two unit progect to be constructed almost immediately rather than doing. it

. B

in stages,“then that project has a 1ot of viability and will look like a

Reg}enal project. And so, Bernie went to Pacific Power & Light Company
_Jf f’\ (}ru«'ad.“;l{_&@w 6&:’ \'\C/}(»o—fv\./( ?ﬁ,a{"wc s_ﬁfi f-Q-'V\ .

3 e —
and Sﬂ'}:&— You—per—gOU L0 take on some pUUJ..u, ety Toytoneys—arrd- ut:xp us
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secure--a power: supply for ten years for CVP to meet mg—obllgatlon to CVP

[,

TR
and Bonneville wid=besdre willing to take on some of the risk in the early

part mainly because we're slipping projects. At that time, Lyndon

'{(‘i’(-‘-{{“‘{

Johnson's guns and butter program was in deep troublehend Bernie was able
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to convert the Centralia project into kind of & eewiew—ef some of his
commitments and also make kind of a Regional project out of Centralia.

But, it was not proposed at part of a formal Hydrothermal Power Program.

It was well under ways

_of time.. Bernie co-opted that into a Regional project and the
Hydrothermal Power Program was coming up about the same time. So, that's

how it happened.
How about Trojan?

Well, again, by this time, Russ Richmond was having regular JPPC meetings,
Joint Power Planning Council meetings, at which time the whole idea of
hydrothermal was being discussed in great, grand terms and everybody was
aware that Portland General had bought a site up on the Columbia River and
was looking at building a plant,Put the assumption was that they were
holding it in cold storage to react to a more Regional kind of process, ewé

(1;;e answer was that they came to those meetings and talked in grand.ferms

about the Hydrothermal Power Program with Russ Richmond but when. it-came

time to announce the proJect they dldn t tell Russ Rlchmond they just went

VWA o o AT

ahead and announced it. So, Russ R1chggggwxgawgigglngwhgxgmm;;hmngg_

great grand scheme and Portland General Electric Company, unbeknowpst..te.

e oy

him, was announcing that they were going flat out ahead on a new project,

S T it € P S

which obviously had to be part of Russ Richmond's grand scheme. And that

was the way planning was working in those days. Each utility was kind of

thinking about getting its own name on its own projects. Every utility

was building for essentially.the same.load.growth...dhose plants were very

large and if Puget'fower and Light Company,.Puget—Seuwnd, was going to




build a plant of the size that these were considered to be, they had to

have some partners and yet they were going ahead and putting their‘name on
plants that they didn't have partners for. Hydrothermal Power Program at
least put some semblance of order in finding partners and finding ways to

make use of the surplus power generated by somebody elses plant .

How was that the case at Trojan?

Well, in the case of Trojan, first of all, you should go back and think
about what was going on there in terms of the ultimate partners. The City
of Eugene, again, in one of those great coordinated approaches, had put on
the ballot in Eugene, a proposal to build its own nuclear plant in the

valley. Byron Price, who was then General Manager, had the grand scheme

of thinking of himself as the power supplier to Bomneville's QOregon.a

customers once Bonneville ran out of power. That was his scheme. And he

was going to build that plant and he had successfully put that ballot
measure on and got it passed by the City of Eugene so he had $215 or $220
million he could spend on a nuke which was about the estimate of what it
would cost to build a nuke. So, Byron said, "I'm going to go out and
build me that plant."” He, as he did every year, took his people back to
the Wall Street and went back and said, "I've got a plan. X'we—sat'\the

voters of Eugene have given me the authority issue $230 million worth of

bonds to construct a nuclear plant and I'd like to finance it. How would

AL TP IS X RT O CMMMIE T 3 57 €5 N0 £ TSR AT L5 m ST LR 330 3 T S NS

you recommend I go about doing it?" Well, they said, "Let's look at your

oo

balance sheet, Byron and at your equity and look and see how much you
could finance." And they went through and, of course, this was at the

same time Centralia and Trojan were going on and they said, "Well Byron, I

Wil



think we could probably finance about $20 million of that Fﬁ?%e rest of
‘L‘ (99 A R 3,(,}-5%

t, you don't have enough equltyAto finance that much and_ynn_can_t_ge%‘=¥~—ﬁ~

ébﬁtxag£§_3393_§E§w§8fﬁ%ﬂﬁgﬂﬁgﬂiﬂﬁZ&iﬁ;; You've got to find some way to

finance it." Well, Byron, with a higy-dreppy Tare comes whipping in to
o-y

see Bernie Goldhammer and he says, "Bernie, I want to build a nuclear

plant, I've got the authority and everything except I just can't finance

it." And Bernie says, "I've got a deal for you. You go over and work out
Sr——— .

e—

something with Portland General. They need a partner. They can't finance

S———

that whole plan%;n their on load and Bonneville will take the power off

your hands aaékyéu can build yours with Portland General Electric

dE; *#

participation later and we 11 %ﬂﬂ::tt:ts part of the Hydrothexmal Program-»*

- E{l V»kM%(/e
e it will work out great and Bonnevxlie W111 prov1de theksecurlty that

e v cmery e s s .

will enable you to sell the bonds by entering into these net billing,,

~ T + PCE
arrangement And Byron says, ''Oh, that's great." Amé he goes over,and

st

of course Frank Warren is looking around for a partner @ndfiﬁey end up
working out a deal where Byron finances 30% of Trojan in exchange for
Portland General Electric agreeing to be a 30% participant in the Eugene
project,aadégf course; as that evolved, Eugene got into deep trouble and
couldn't build the§§§3§2§¥ubecause their own voters took away their

Ulwwl;&? T LH_‘M‘/ P("ﬁfﬂ“""

authority to part1c1pate in_ nukes later on ¢nn*%het evolve 1nto the WPPSS

WP e e S 54 ey b i 2 e R

1, 2, 3 kind of scheme.

[USRSURRSINYSTRRNVIRSE A

How about the first WPPSS plant was Washington Public Power Supply System
Plant #2. How does it come about that the #1 plant is called the {2

plant? That incidentally, #2 was signed by Russ Richmond.

Yes and so was, I think, #1 and #3.



Q: No.

A: Hodel signed those. Anyway, all in the same cooker. First of all, we
were getting a lot of indications that the nuclear steam supply system for
the Hanford Project, the NPR needed a lot of work before it would be

L fqmqlméw!

licensable as a stand-alone nuclear prOJect generating éZerg We had add

[& G‘qCv}" w
thehg neration financed wizgabonds that Bonneville backed up, $het

wanted to keep ﬁgészzizzp_aad.Bonnev1lle did an intensive studyga 4j¢;hLA}LU¢Q
Actually, it was WPPSS did thekstudy looking at what the problems were in

e Ny As rﬁ’weézfgﬁfaf{
trying to license the NPR as a stand=alene facility, awd ¥ s
Bonneville hired a consultant to evaluate the prospects of licensing the
NPR as against building a whole new steam plant to replace the NPR to feed
steam into the existing generators of the Hanford pfoject‘&aé- he

conclusion was that it would be cheaperyto build a whole new stand-alone.

generating plant break into the st 11nes and just thmew—ésgg-the old

NPR(:; a long term b&SlS Use the geﬁé?ak j ay—%hefe w1th a new
hro

generatlng thermal E hat was sold as,-wetsheyr—aaited, the‘ﬂSS
, Tue nawd SHRim gapplyg
Project. The idea was that that would be flnanced under the Hydrothermal
P(OQLOI_:
Power Program as a new generationr\ 'E-e; were

(P y,/\
gei;g to ‘add some topping generationd build a conventional nuclear
% étew‘grvuhﬂ— r&x«Lp/ Waufa(l-‘. m

reactor, feed t & topping turbine which

Tz‘l e‘tw(f .}*w mw’lf{
would generate about 400 megawatts of power and the plck up the existing

pro pro pose 4 ~
Hanford generation. Thatnyas looled-at as beéng-43¥1%§-é%gnom1c choice.

Aos pro ];Ce('- PIUED B e QPP Mf»’/r(uop co
When they started leezzggégggo»that PLOLHES mcre—tivse%y*_at—wa&—
e e f“ MﬁLL he ‘?['7['6.(

detexmined.that WPPSS #1 ﬁ%:ch-theg was going to be called, heduwio.be.

Lo ner ¢ $¢A$A.f'F R
built as a stand®alone project separate and apart from the Hanford

project, kane WPPSS #1 whlch would have been the flrst WPPSS plant the
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old generating facilities from Hanford and the new steam supply, ended up
"'

being a separate plant from WPPSS-Hanford project, aeE no longer was #1

‘i’mw .
W,.. am¢ because od-thase bind-ef-dedays, it was going to come in later rather

than earlier than the WPPSS #2 project.whieh-wasthe—first-retbrittd-WRRSS

IO josdbrr—

Q: How about the other plants, Larry. Plants 1 and 37

A: First of all, I think that, at Bonneville, there was the thought that
having more than one power supplierl\would be helpful and there was at
least some attempt by Russ Richmond or Don Hodel to try and get additional

sponsors on the public side to build steam plants. There was some

discussion of a joint operat1 agency up in the Puget Sound; Seattle,
tulleed oy 4 JoA PuPs
Tacoma, Snohomish PUD ms—k%ked—&t Cowlitz and Clark County,\formed a

JOA,&&AU of them were looking at maybe building their own generation in
competition with WPPSS. None of them actually got to the point where they
could actually plan a project. Washington Public Power Supply System,
—
because it had picked up a whole bunch of very good people from the Feldo|
U
GO“ pro;ect had a plannmg staff and a sales staff that was in place and

ready to go,r&ad—arthey nd of got the job ok building all the public

R A% MM
generation by default. Owen Hurdﬂ;as kind of a promoter gﬂa they hired

ot Tk ar %[Lu«, WS k«afuajj

Jack Stein from Grays Harbor PUD. had a lot’ of currency within the L PSS
\,\)Ppss A\l“
PUD circles;h{aybe not hés much currency with some of the other public
u.}oJ/ ‘( The o
agencies and co-operatives in the Re 1on‘\$ut that—formationss the
59w<uv’
up getting all five pro;ects by belng aggressively eager to de—it and no
alfer -

one else coming up with V1able klnds of progects _Remember, we looked at

[ i
ez,

a project that was going to be located on an island -ewe in the Puget Soupnd

o S
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under the Hydrothermal Power Program,b&é&d by Seattle and Snohomish PUD at

Kftdt Island. They bought the island and had the site and, of course,
& MMTM ~

environmentally, there were a few people that didn. 1 *h1nk_1r was..the..
right thing to do, ¥t that was <

PU’. e PNYLE
thay_uanLsd—tc-ba_Lhawpgnpla—xha:_h;githeis name on thelr plants. The

oz memi

trouble was that the only party that could really come up with a.plap. asd

s it e
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show some ability to finance was WPPSS and so, therefore,. WPPSS..gok.mesk
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of that plannlng obllgatlon by kind of a default...

o
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Well, those plants were net billed were they not?

Yes, and so would have the plants that would have been buil@ on K;%it
Island or the plant that would have been built down in Eugene. All of
those would have been net billed. That was the only way we could secure

the funds that would be needed to be raised .

Explain to me again how that works, that net billing supported the bonds

for those plants?

OK, well, essentially it was Bonneville's obligation to divert its revenue

to pay the power cost from those plants. That revenue stream becomes the

8 ot e -
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plants. Bonnevzlle ~essentially agrees that it will divert its revenue to

=, 5 v - o

the Washlngton Public Supply System through net billing and the Supply,
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System w111 have that revenue on a .take or pay basis, whether the plant

AN B35 4 Wy a4 0

operates or not, to pay the cost of the project, including the debt

Wt



service on the bonds. Without that promise, which is secured through kind

_——

of complex agreements with the BPA customers, vyou couldp't sell a WPPSS

bond,
/
How did net billing happen to come to an end?

Two things. First of all, it was a very hard process. The parties who

had to sign the agreements didn't understand them. The public agencies

and co-operatives, for one reason or another, tended to believe that

somehow or another, they were making major commitments of their own assets
w)

to the process amd—tt- just wasn't so. Secondly, the BPA rate increases

that were necessary to sustain the financing of those bonds kept being

difficult to anticipate, sse-seo—you rnnldn'iukeepgyxgére were some promises

Bra
in the net billing agreements and in the bond resolutions that wes wouldn't

net bill more than 85% of the amounts that we expected to be collecting
114 e s
from the customers who were net billing. Q¥ ThatAwas hard to maintain.

And then,,thi;ééy~or—secund&yy-luguasefwgﬁe $¥e&su;e;y—9@pgg%§znx was

~pondering..a_regulation, . tR6 was pondering a regulation regarding sale of

tax exempt bonds and the characterization of who was an exempt body for

the purposes of determining whether a bond was tax exempt. Originally,

the Federal Government and State Governments wereﬁsﬁempt bodies in the

preliminary regulation that we started out under under Hydrothermal

Program. When they adopted the final regulation, they said State bodies
C@xwg } be ,L\.«

and local bodies were, but the Federal Government, whether it was

Bonneville or the Department of Army or some other agency, was not an

exempt body, amd-\therefore, if Bonneville or any other Federal agency



bought more than 25% of the capability and agreed to pay the cost of the
bonds through the agreements on a take or pay basis, that those bonds were

not exempt bonds and so that was a block.

Q: That ruling affected future . . . but not plants 1 and 37

A: Initially, it affected 1 through 3. The regulation did not take into

account where Hydrothermal Program was. We'd signed the agreements and

all of a sudden we had a new regulation that basically excluded use of tax

-

exempt funding for WPPSS 1, 2, and»§<ggQ_Ixg4an,aad:ia.&hxau&h._ﬂand&ll__

Wyatt and others, we were able to convinge JRS.that.that. . ruling caught our

program right in the middle and the final regulation was re-issued to

/.

Lo 4!
exempt the Hydrothermal Power Program phase 1. So, those were kept & but H~

any future project Bonneville essentially . became the security for ihe
bonds j—key couldn't be tax exempt without runping some..specific. kind, of

test on the regulation.gggtz;;re was a possibility that you could figure

out a way around the regulation.

Q: How did the Supply System go ahead and finance 4 and 5 then without the

guarantee of Bonneville Power Administration?

A: Well, first of all they had a track record on WPPSS 1, 2 and 3. They were
a viable entity. They were an issuer and they were perceived to be
experienced from a market sense. They were successful. It looked like
their program was going like gangbusters,go initially, the financial

community who would have been reticent had Supply System come in initially



¢ & ,
with their own project,obig nuke, were now starting to believe the program

was working and everything was going well and therefore, they were willing

to fund those kinds of projects.
Where was the revenue flow that would support the bond?

It was the commitment of the public agencies to buy the capabilities of

(M ¢ ‘! N wn GMM.\M
those projects whether or notAﬁgzﬂg;;ﬁéﬁ“partéeépanﬁs—aad ile that was
N

viewed as a lower quality commitment than Bonneville®, it still secured
them a reasonable bond rating. They got an A or an A+ rating and that was

(P2 s
similar to the ratings that the Mid-Columbia "pre=pewes had gotten for hydro

projects.

Well, you're both an engineer and a lawyer and have been familiar with
this thing for a long time. If you could tell me why it is that the
Washington State Supreme Court could rule the four or five contracts
invalid that they had no right to enter into those and the prospects that
such a ruling might be forthcoming in the case of 1, 2 and 3 relative to
the net billing agreements, why did our Legal Department not know that

there was at least a question about those kinds of contracts?

Well, first of all, I don't think there's anything certain in the law,
Gene, that you may have 90% opinions, you may have 10% opinions but within
a realm of certainty you have to accept the fact that different people and
different times require different readings of the law. That's number 1.
Secondly, you can't discount the fact that the Supreme Court of

Washington, giaan elected body, and they are asked to kind of second guess



some decisions that were made earlier that they didn't participate in, seg

, C, .
%k‘ ou start looking.at the-law and yon Jdook.at the'interpretation, I

would say that the Supreme Court was wrong, first of all. I don't think

that they interpreted their law or took into account the circumstances in
f‘p’n"-(*h.p**)\
a way that it was relevantpbué -thinlc they are aleco-podissentiy-cterted”

~artl I think judges are not any different than you and I that they look at

the times. So, &he-guestdenr—of whether or not there was a questionﬂpere 4,+ R P&
(5-?r9§9¢f41¢1 ro t 2
regarding authorityb\fifst of all, Bonneville doesn't hire municipal

. . BO\AW‘-”"'X .
lawyers. It hires lawyers who are going to look at gewermmental authority

&.«QAL'J Iwr .
from the standpoint efPomreviile. Bonneville s amplification of the law
is different than a municipal lawyer would be. So, I don't expect that we

would necessarily get down to those kinds of details.

Q: Pretty important details.

Tt

A: T agree with s. I agree that it's an important detail. The question was
Te progeof '
whether i% was financible,ssmd fifter all, the bankers hire lawyers who's
specialty is municipal law and they make sure that in their own mind they
are convinced that there is legal authority. They were convinced.

Certainly, the Council for the Supply System was convinced and Bonneville}uu7<¢4$

from a reading of the law and listening to those kinds of advise, would .

M{r “Qf w ‘Gulo‘ L o "[’u“'c m\}v KIJ%M CN fw&wer‘( &re;‘_\“w’ww L»t:g
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is our opiniqp.c - But, I think we agreed ”;u

o
with them. I don't think we disagreed. %ﬁj0l~
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