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Letter from the administrator

The Bonneville Power Administration has completed the Integrated Program Reviewz2a second
round of public discussions on dimited set of spending areas for fiscal years 2018 and 2019.
Thanks to the collaboration of our partners and the hard work of our employees, we have reduced
spending levels by an additional $56.6nillion compared to the final IPR spending levels we shared
in October 2016.

During the 2016 Integrated Program Review and Capital Investment Review, our initial publication
reflected the significant rising costs of operating the federal power and transmission systems, and
that was one of the primary concerns cusimers expressed in their comments. To address those
concerns we worked diligently to reduce programmatic costs, and by the end of the proceas
lowered spending increases for the upcoming tweyear rate period by $45.8 million. We also
reduced planned caftal spending to more accurately reflect our ability to ramp up to the $300
million -per-year federal hydropower capital program we are working toward.

We conducted thissecondreview in response to extensive feedback during the IPR, in recognition

that we had more work to do in aur effort to shift off the unsustainablerate trajectory of the past

four rate periods. While we took important steps to reduce spendintgvelsduring the IPR, this

additional round of discussions allowed us to build on thammomentum of de-escalating costsaand

AEOAAO 1 OO0 AOGOAT OETT O1F A mAx AT1 OANOAT GEAT Al Al A
We were able to achieve the additional savings in IPR 2 by taking a new approach, which included

engaging our customers and stakeholders irhe process earlier and more often. With the support of

our partners at Energy Northwest, we were able to further reduce operations and maintenance
expenses for the Columbia Generating Station byL%.8 million.

The Bureau of Reclamation and U.S. Army ComisEngineers worked with us to reduce operations
and maintenance expenses bydmillion, without risking safe andreliable operations, and BPA
remains committed to funding important cultural resource mitigation work. These savings wilhelp
offset costs b develop the new Columbia River System Operations Environmental Impact
Statement, which we began working on this year.

Based on significant feedback and further project work following the IPR, we reduced spending on
the Commercial Operations Key Strategilnitiative by $15 million over the rate period. This
spending level willallow Bonneville to update key processes and systems astlll provide

optionality for participating in the Western energy imbalance market, if it becomes a viable patbr
BPA in he future. We believe the potential longerm benefits of building EIM flexibility into our
commercial operations systems outweigh the nar-term cost of approximately $2million. Also

based on comments, we will plan for engagements to inform you on the donued development of
our commercial operations program.

We found $30.6 million in reductions for workforce spending. These savings reflect a more accurate
projection of staffing levels based on our ability to hire and a new methodology for calculating the
payment of postretirement benefits.



When we launched IPR 2, we committed to presenting alternatigdor your consideration and
comment. We now have a better idea of what is required to provide more visibility into our
spending level proposals and will le better prepared toprovide you with more useful data in future
spendinglevel engagements. Through the newly created Business Transformation Office, we are
advancing our ability to prioritize and sequence work ando develop robust business cases in
advance of public review. As well, the analytic capabilities we are developing in our Finance
organization will support our goal of being able to share and evaluate the benefiand risks of
proposedspending levels.

The steps we have taken tanitigate cost escalationfor fiscal years 2018 and 2019 are significant,

and we would not have been able to achieve these savings without our many partners and engaged
stakeholders. The finaproposed spending levels described in this documentepresent afocused
managementpractices. But there ishard work aheadof us, and | look forward to your continued
engagement as we address the many othehallengesand opportunities that will influence the cost

of power and transmission services in the next rate periodnd beyond

As we continue to focus on sustainable finances and ratege also continue to balancelte other

elements ofour agencystrategy, which are essential td80 ! HoSition as a motivating force of the

Northwest economy and way of life. Through the talent of our people, we are maintaining and
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investments that result in reliable, efficient and flexible operations; and remain committed to

mitigation actions and environmental enhancements that will continue to add value for years to

come.

Sincerely,

Elliot Mainzer
Administrator and Chief Executive Officer
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1. INTRODUCTION

BPA conducted a second Integrated Program Review to see if further cost reductimusild be
identified in a few defined areador fiscal years 2018 and 2019capital spendingas well as
operations and maintenane expensedor the Bureau of Reclamation andJ.S. ArmyCorps of
Engineers; operations and maintenance expenses for the Columbia Generating Station;
implementation of the Commercial Operations KSI; and workforce expenses.

TheIPR 2 processinformed by stakeholder input, kicked off with educational webinars in
December that provided levelsetting information in each of the topic areas. Small group
discussions held inJanuarydove into the risks associated with cutting different program costs.
These enggements led to formal workshops inFebruary where new proposed spending levels
were presented over two days. Customers and stakehads submitted 18 comments that were
consideredin establishingthe final IPR2 spendinglevels outlined in this document. Asummary of
those comments is below.

Columbia Generating Station
1 Energy Northwest has done great work to find longerm savings while maintaining a safe
and reliable facility.
9 Customers applaud Energy Northwest for making the tough decisions to do lesgh less.

Commercial Operations Key Strategic Initiative
1 Theneed for thisKSI workis understood and the new systems that are needed are crucial
to BPA moving forward with commercial operations for a modern grid.
1 BPA needs to provide a process where stomers can learn more about proposed projects
and provide feedback on where BPA should move forward.

Federal hydropower capital
1 The $300 million capitalprogram showsathoughtful proposal and makes sense given the
lack of incremental rate impact.
9 BPA should continue to give customers the opportunity to review the program ithe future
to ensure the right investmentsare being madeat the right time.

Federal hydropower expense
9 Customersthank our federal partners for finding short-term cost reductions but are
concerned about howthey will achieve longterm savings.
9 The projected costs for the Columbia River System Operati®Environmental Impact
Statementare higher than expected and there is some conceasto how these numbers
were calculated.

Workforce
1 Customers appreciate the exercise to create bett@rojections for workforce expenses and
look forward to hearing more about the workforce modernization effort and the longterm
workforce strategy for BPA



2. COLUMBIA GENERATING STATION

OVERVIEW

Energy Northwest reduced proposed expense spending at the Columbia
Generating Station by $6.4 million per year.

Energy Northwesthas worked on a longterm strategy to improve operations at the Columbia
Generating Station and find longerm costsavings in operationslt identified reductions of $6.4
million per year in operations and maintenance expenses since the IPR clasg. These savings
were found from increasedefficiencies, reductions in the workforce through attrition and a
decrease inthe amount budgeted for risk reservs, or funds set asidefor contingencies Energy
Northwest had already been in discussions about shiftingome oftheir risk reservesto BPA during
the IPR andthey will look for savings internally before asking BPA in th casesuchfunds are
neededin the future. Going forward, Energy Northwest will continue to seek efficiencies as they do
Ol AOO xwihi@ Eontinlind © énaintain safe and reliable operations at Columbia.



3. COMMERCIAL OPERATIONS KSI

OVERVIEW

BPA reduced the Commercial Operations Key Strategic Initiative proposed
expenses by $10 million in FY 2018 and $5 million in FY 2019, which
accounts for how work will be phased over the rate period.

The objective of theCommercial Operations Keystrategiclnitiative is to ensure BPA moves toward
a modern and agile commercial operations business modeh line with the direction of evolving
regional grid and market dynamics. This initiative will improve reliable load service while also
maintaining and enhancing the value of federal generation and transmission assetsfo0 ! § O
customers. Thework on this KSl is expected to continue over the next two to three rate periods.

Compared tothe IPRclose-out, the two spending alternatives proposed in IPR reflect a more
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modernization projects, examples of which were outlined in thé=ebruary workshop. It also
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workforce managementgoals." 0 ! apgboach will include reprioritizing work of existing resources

and relying on external consultants and service providers t@assist with the completion of this

significant business transformation.

BPA has decided tgo with scenario Bfor the IPR 2 closeout, which includes the foundational and
modernizing work of scenario A but also provides additional spendingfor energy imbalance market
optionality. The additional spending will be used to conduct benefit analysis studies, maintain
engagement in stakeholder processe$at determine market rules and develop capabilities that
support increased interaction with the EIM BPAbelievesthis scenario is the most prudentas it
provides modest fundng necessary to keep future EIM participatin a possibilityif it were to
becomeviable for BPA in the future BPA believes itmay achieve similar benefits to those reported
in recent analyses of EIM participation conductetdy other Northwest hydro utilities. When those
benefits are considered withthe qualitative benefits to system operations (e.g., bettesituational
awarenessof the grid and of hydrosystem obligationsimproved congestion management, etc.),
maintaining EIM as an option for providing value to our customers makes sengehat said,
governance of the market remains an ongoing concern for important BRAnstituencies We will
closely evaluate the performance and decisiemaking quality of the EIM governing body athe
market footprint expandsto include other public power entities in the West


https://www.bpa.gov/Finance/FinancialPublicProcesses/IPR/2016IPRDocuments/IPR%202%20Commercial%20Operations%20Presentation.pdf

As discussed in the workshopa longterm roadmap for this multi-year effort is the cornerstone to
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interim results will be available for customer review hter this yearbefore BPAadopts afinal

roadmap thatidentifies and sequences the implementation of best practices

BPA also heard the requedbr further customer engagement asve developthe Commercial
Operations KSI program. BPA wilbrovide engagementswith customers andstakeholdersin a
forum outside of the Quarterly Business Review for the time being with the goal to roll this
engagement into an existing process in the future



4. FEDERAL HYDROPOWER

OVERVIEW

The Bureau of Reclamation reduced proposed expenses by $2.5 million

per year and the U.S. Army Corps of Engineers by $2 million per year.
However, new costs associated with the CRSO EIS increased expenses by
$5.1 million per year between the two agencies. As a result, the overall
program expense increased by $0.6 million per year.

Capital

Power Services willcontinue with the $300 million per year federal hydropower capital investment
program as outlined in the IPR closeout. BPA does not anticipate any incremental rate impadtom
the larger investment due to the increased generation available in this scenaridhe problem with
lost generation was highlighted this January when onéfth of the Federal Columbia River Power
Sysem was out of commission during the peak of winter storms. This new capital program looks to
reduce that lostgeneration risk moving forward.

BPA is committed to continued evaluation of the capital program to make sure the right
investments are being madet the right projects at the right time.During the biannual Capital
Investment Review, customers and stakeholders will have a chance to revignoposed capital
spending levels that will be informed bythe latestHydro Asset Strategy andystem Asset Plarg
tool developedunder the Asset Investment Excellence Initiative.

Expense

The Bureau of Reclamation antd.S. ArmyCorps of Engineers found operations and maintenance
expense reductions of $4.5 million peryear that they can achieve while continuing to deliver on

their missions. These reductions are neaterm, and longterm expense savings still need to be
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Initiati ve to find sustainable reductions. While somé&ibes expressed concerns that this effort to

find further reductions could impact funding for cultural resource mitigation, BPA remains

committed to funding this important work, which includes mitigation work on Transmission

projects.

These expense reductions are offset WE T OA  Angvh dosistads@riated with the Columbia
River System Operations Environmental Impact Statement. The CRSO EIS projected costs result in
an additional $5.1 millionper year in FY2018 and 2019. The projected workin conjunction with

% |



federal partners, includes completing the alternative impact assessment angublishing the draft

EIS which is due in March 2020. While there are many components to the fiyear EIS, the

alternative impact assessment is the largest expense item. A larger portion of the increased expense
will go tothe Corpsfor its 12 hydro projects that will be evaluated under the assessmentvhile
Reclamation will receive a smaller share for its two projects included in the evaluation.



OVERVIEW

Workforce proposed expenses were reduced by $15.3 million per year,
some of which will be a capital reduction.

The workforce expensereductions in IPR 2 are the result ofeviewing two aspects of workforce
costs: a more accurat@stimate of BPAstaffing levels and a refined estimate cthe ACAT AUGS O
unfunded postretire ment benefits obligations.

Staffing Levels

The staff level reductions reflect a review of the workforce based onraore refined forecast of our

ability to bring on new hires net of attrition. Managers reviewed and adjusted theiprojected full -

time equivalent stafflevelswhile keeping an eye on how these reductions may impatt0o ! § O AAEI EOL
to deliver on its mission critical work. This includes ensuring that reductios were not made to

areas where BPA had already committed to lower workforce spendirtprough earlier

undistributed reductions and ensuring the ability to accomplish functional and programmatic

requirements with less FTE than anticipated

As a result of these reductions, IPR provides a better projectionof the total FTE that the agency
can actually bring onboard. These are expense reductioria federal employeestaffing and will not
be ashift of expense to hiring more contractorsCompared to Power Transmissionreductions are
lower because Transmission Services had already assumed lewstaffing levels as part ofts
undistributed reduction in the IPR closeout.

Post-Retirement Benefits

BPA agreed to fundts portion of the post-retirement benefits unfunded liability a number of years
ago by paying the U.S. Treasury a calculated amount for the benefits every y€arer the past year,
BPA worked extensively withthe Corps and Reclamation to refine the methodology used to
AAT AO1T AGA " 0! Gelrent@it BEAHtAdhtAbutidihs OTBe new methodology combines
forecasts with a yearend true-up based upon actual data, in this case FY 2016 actuals.

The changes to the methodologymproved information from the Corps and Reclamation and a
large reduction in the requiredcontribution for federal employee health benefits have led to a
reduction in expected spending for FY 208-2019. Most of the reduction for this time period is due



to the lower contribution rate for the federal employee health benefits. However, $1 milliois due
to the refined methodology and will be carried forward into the future.

BPA will continue evaluatingits workforce size and allocation throughthe Workforce KSI.This
includes the workforce study initiative andthe workforce modernization effort to ensure BPA has
the right size and composition of federal employees and supplemental labor contractors to
prudently meet current and future needs4 E O OCE " OrtednOdemitativk idative,
sensible targetsare being setto downsize our workforce through ongoing attrition so thatBPAcan
be as efficient as possible, creating meaningful cost reductions for customefse target is to
reduce FTE by 10 percent by 2025, compared tbe current FTE cap of 3,147There is also a target
for a 25 percent rediction in supplemental labor spending. The anticipated cost reduction is over
$50 million through FY 2025.






