
Bonneville Power Administration

Final Draft Strategic Marketing Plan
February 1994

O Environmental Stewardship O Reliance on People O Mutual Commitment O Unity of Purpose

O Customer-Focused O Market-Driven O Cost-Conscious O Results-Oriented

O Northwest Citizenship O Environmental Stewardship O Reliance on People O Mutual

O Customer-Focused O Market-Driven O Cost-Conscious O Results-Oriented

O Environmental Stewardship O Reliance on People O Mutual Commitment O Unity of Purpose

O Customer-Focused O Market-Driven O Cost-Conscious O Results-Oriented

O Northwest Citizenship O Environmental Stewardship O Reliance on People O Mutual

O Customer-Focused O Market-Driven O Cost-Conscious O Results-Oriented

O Environmental Stewardship O Reliance on People O Mutual Commitment O Unity of Purpose

O Customer-Focused O Market-Driven O Cost-Conscious O Results-Oriented

O Northwest Citizenship O Environmental Stewardship O Reliance on People O Mutual

O Customer-Focused • Market-Driven O Cost-Conscious O Results-Or

O Environmental Stewardship O Reliance on People O Mutual Commitment )ose

O Customer-Focused O Market-Driven O Cost-Conscious O Results-Or

O En

i!i!i!i!!!!ii!i

ONo

i:i:i:i!:i'.i_i:i'.!:izi:i:!'.i:i:i:!:i:!:i*.i:i:i:i::::_!_

i:::i:i:!:i_i:!:!:i:i:i:i:i:i:!i!i!i_ili

O No .....,..........................:_::.......................

0 Customer-Focused O Market-Driven O Cost-Conscious O Results-Or

O Environmental Stewardship O Reliance on People O Mutual Commitment O

# Customer-Focused O Market-Driven O Cost-Conscious O

i O Northwest Citizenship O Environmental Stewardship O Reliance on People Mutual

O Customer-Focused O Market-Driven O Cost-Conscious O Results-Oriented

O Environmental Stewardship O Reliance on People O Mutual Commitment O Unity of Pe



I

TABLE OF CONTENTS
I

IIII I III I III IIIII I II

LIST OF FIGURES & TABLES iv

PREFACE v

INTRODUCTION 1

MARKETING CONTEXT 4

THE MARKETING PLAN 4
BPA VISION & STRATEGIC BUSINESS ORIECTIWES 8

BPA Purpose 8

Bonneville Values 8
Management Philosophy 10
Strategic Business Objectives 11
Statement Of BPA Business Concept 17
Stakeholder Commk3ments 18

CUSTOMER VALUES & NEEDS 20

Values Survey 20
Customers Value BPA 'sRole 20
Themes Of Customer Dissatisfaction 21
Views Of The Ideal BPA 21

Follow- Up Survey 25
Survey Results 26

COMPETITIVENESS 30
Comparison To Other Industries 30

Changing Dynamics In The Electric Utility Industry: The Wall Street View 32
Implications For BPA & The Region 33

Competition In BPA's Markets 35
Wholesale Markets 36

Direct Service Industries (DSIs) 40
Retail Markets 40

Extra-Regional Markets & Open Transmission Access 41
Summary 42

MARKETING PLAN SUMMARY 44

' STRATEGICMARKETING THRusTs 44

Discussion Of Marketing Thrusts 45

1. Creation of sustained customer satisfaction through process
enhancements, rate stabilization, and product choice. 45

2. Maintenance of BPA 's low-cost producer status through optimizing
the FCRPS. 46

3. Development and implementation of customer segment-specific
strategies based on competitive marketing principles and
mechanisms. 46

4. Reinvention and re-launch of conservation and energy efficiency
programs. 47

I

STRATEGICMARKETINGPLAN,FEBRUARY1994 i



I I
I I

TABLE OF CONTENTS
I I I

MARKETINGPLAN SUMMARY (continued)
5. Curtailment of the influence of a winlose "entitlement" philosophy

as a driver of our business by clarifying that benefits available for
distribution depend on our financial success and emphasizing the

value ofour products and services. 48
6. Enhancement of BPA 's role as the bulk power wheeler of choice for

regional and inter-regional power flows. 49
7. Offering new products and services to increase revenues from

regional and extra-regional customers. 50
8. Major revamp of customer processes, through which accountability

for meeting customer needs is established. 51
SUMMARY OF PROPOSED RESUL TS: CLOSING THE REVENUE GAP 52

Retained Load 55
New Revenues 55

Efficiency & Productivity 57
Program Reinvention 59
Summary 59

KEY BUSINESS ASSUMPTIONS 62

MARKETING PLAN IMPLEMENTATION 67

MARKET SEGMENTATION OVERVIEW 69
SEGMENT STRATEGY SUMMARIES 74

Regional Public Customers, Highly Independent Of BPA;
Large Utilities With Generation & Mid-Columbia Project Owners 74

Regional Public Customer& Partial & Potentially Partial Requirements;
Large Utilities 74

Regional Public Customers, Partial & Potentially Partial Requirements;
Agriculture & Irrigation Dominant 75

Regional Public Customers, Partial & Potentially Partial Requirements;
Manufacturing Industry Dominant 75

Regional Public Customers, Partial & Potentially Partial Requirements;
Fast Growing 76

Regional Public C_stomers, Partial & Potentially Partial Requirements;
Slow Growing 77

Regional Public Customers, Full Requirements;
Agriculture & Irrigation Dominant 77

Regional Public Customers, .Full Requirements;
Manufacturing Industry Dominant 78

Regional Public Customers, Full Requirements;
Fast Growing 79

Regional Public Customers, Full Requirements;
Slow Growing 79

Regional Public Customers; Other Federal Agencies 80
Direct Service Industries 80

Investor-Owned Utilities (Urban, Rural & Mixed) 81
Extra-Regional, Canada 81
E_ra-Regional, California 81
Extra-Regional, All Other Markets 82

ii STRATEGIC MARKETING PLAN, FEBRUARY 1994



Illl
Ill

TABLE OF CONTENTS
I i I

MARKETING PLAN IMPLEMENTATION ,(continued)
PRODUCTS 90

Definition Of Terms, Power 93
Definition Of Terms, Transmission 94
Unbundled Products & Services, Power & Transmission 95

Explanation Of Packages, Power 98
Power Product Line Build- Ups 99
Package Composition, Power 107
Package Composition, Transmission 110
Products & Services List By Phase 111

PRICING 113
Power Products 113

Firm Requirements Pricing 114
Tiered Rates 116

Unbundled & Rebundled Product Pricing 118
Sample Power Product Price Ranges 118

Transmission Pricing 121
PROCESS ENHANCEMENTS 123

What's Needed 123

Cultural Change 124
Organizational Change 127

Systems & Processes Changes 127
ROLE OF THE MARKETING FUNCTION 130

Summary 130
Marketing Function Responsibilities 130

STRATEGIC MARKETINGPLAN, FEBRUARY 1994 HI



LIST OF FIGURES & TABLES
I I

FIGURES
i

Figure 1 Toward A New BPA: Competitiveness Project 6
Figure 2 Bureaucratic Model vs. Business Model 7
Figure 3 Values Map: Regional Non & Small Generating Public Utilities (NSGPU Current

View Of BPA) 23

Figure 4 Values Map: Regional Non & Small Generating Public Utilities (NSGPU Ideal
View Of BPA) 24

Figure 5 Overall Customer Satisfaction With BPA's Processes 26

Figure 6 Business Reliability 27
Figure 7 Responsiveness 27
Figure 8 Assurance 28
Figure 9 Empathy 28
Figure 10 Avoided Cost Of Generation vs. BPA PF Rate 37
Figure 11 Gas Combined-Cycle Costs vs. PF Rate 38

Figure 12 Gas Combined-Cycle Costs vs. PF Rate 39
Figure 13 Tacoma Public Utilities Forecast ofBPA PF Rates Compared To

The Range Of Gas Generation 40

Figure 14 Comparison Of 1990 To 1992 Average Retail Rates:
IOUs vs. BPA Public Utility Customers 41

Figure 15 Summary Of BPA Market Loss Potential By End Of 10 Year Period 43
Figure 16 BPA Forecasted Revenue Requirements 52
Figure 17 Marketing Plan Rate Comparison, Priority Firm Rate Forecasts 53
Figure 18 Revenue Gap 54

Figure 19 Closing The Gap With New Revenues 56
Figure 20 Closing The Gap With Productivity Savings 57
Figure 21 Closing The Gap With Cost Savings 59
Figure 22 Closing The Gap With New Revenues & Cost Savings 60
Figure 23 Marketing Plan Targets By Categories Summarized 60
Figure 24 Marketing Plan Customer Segmentation "/1
Figure 25 Customer Segmentation & Strategy Development Process 72
Figure 26 Marketing Plan Progression 73

Figure 27 Marketing Plan Business Construct & Product Pricing 114
Figure 28 Tiered Rates, Firm Requirements 117
Figure 29 Service Quality Gap Model 125
Figure 30 BPA Business Processes 126

" TABLES

Table 1 Specific BPA Processes: Survey Results 29
Table 2 Overview Of Strategic Thrusts By Phase 45
Table 3 Additional Power System Efficiency 56
Table 4 New Revenues 57

Table 5 Estimated Revenues From New Products/Selling Approach 58
Table 6 Net Result Of Recommended Changes 61
Table 7 Segment Strategy Summary 83
Table 8 Benefits Table 92

Table 9 Sample Power Product Price Ranges 110

Table 10 Top Ten List - Actions Needed To Achieve Customer Satisfaction 129

II I

iv FINAL DRAFr STRATEGICMARKETINGPLAN, FEBRUARY| 994



I I IiiIII II I r I illL I rlllllll lall I ill

PREFACE
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Bonneville Power Administration's (BPA's) Competitiveness Project was born of the need
to ensure long-term "agency viability" and the fulfillment ofBPA's charter in a changing
energy marketplace.

There can be no such thing as "business as usual", or a non-competitive approach to
business, for BPA. Broad market forces, National legislation (e.g., the Energy Policy Act
of 1992) and regulatory policies are driving the utility industry toward a more competitive
environment. BPA's rates have risen due to increasing internal costs, past resource
investments, transmission system upgrades, the need for conservation and other new
resources, and costs of fish and wildlife protection, mitigation, and enhancement. Other
factors that affect rates are beyond BPA's control, including drought, world market prices
for aluminum, and region-wide economic conditions. Add to this the increasing menu of
supplier options available to our customer base, and it is clear that BPA faces a new and
challenging business environment.

The Competitiveness Project must respond to these external market and competitive
realities. The Competitiveness Project assumes that BPA would be well served by being
more market-driven, with a much more effective customer service function. The product
of the Competitiveness Project will be the Business Plan, which is being developed based
on the Function-by-Function Review, several programmatic Strategic Action Plans, and
the Marketing Plan, among other initiatives.

This effort at production of a BPA Strategic Marketing Plan contains many new concepts
and approaches. A skeptical or distrustful reading of it could cause some readers to balk
at such a radical change in perspective for BPA--one that envisions BPA quickly moving
from a bureaucratic, indifferent marketer to a customer-focused, market-driven, cost-
conscious, and results-oriented business determined to succeed for itself and its
customers in a competitive environment.

The Marketing Plan does not attempt to reorient readers to the new BPA or to introduce
them to the new approaches we are learning and trying. Rather than using more familiar
language and explaining every term, this draft intentionally uses some marketing jargon.

The reader is encouraged to begin to learn the need for this dramatic change to a market
orientation by reading about the changing environment of the electric utility industry in the
United States. The Marketing Plan begins and ends with the assumption that the change
to a market orientation is essential to BPA's continued existence as the premier power
marketer in the Northwest.

It also emphasizes the areas needing change and assumes that the reader begins with a
familiarity of those things that will not change. BPA will remain a public entity with public
responsibilities. We will remain accountable to public needs. BPA will continue to
comply with statutory guidance, including that regarding public and Northwest preference;

I III I III I
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priority of conservation as a resource; commitment to protecting, mitigating, and
enhancing the fish and wildlife of the Columbia River basin; and consistency with the
regional plans of the Northwest Power Planning Council.

This plan focuses on what's new, and deliberately so. The need for change is imminent
and imperative.
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INTRODUCTION

The Bonneville Power Administration (BPA) has played a central role in the electric
energy, environmental and economic development of the Pacific Northwest. This broad
role is the result of our multiple statutory purposes that include ensuring an adequate and
economical power supply, encouraging conservation and renewable resources, and the
protection and enhancement of the fish and wildlife of the Columbia River.

BPA traditionally has met its power purposes and broader social purposes through two
different strategies. We generally have met our power responsibilities by maximizing the
energy capability of the Federal Columbia River Power System and selling electricity at
rates that recover the agency's total costs. We have met our conservation, fish and
wildlife and other "social" responsibilities largely by funding programs paid for through
power rates.

This bifurcated strategy now threatens to put BPA's "power" and "social" responsibilities
on a collision course. Our commitment to conservation has significantly increased BPA's
total costs and intentionally reduced our sales. Our commitment to fish and wildlife has
resulted in major program costs and stream-flow obligations that have reduced our power
revenues. While BPA remains committed to achieving its conservation and fish and
wildlife responsibilities, we must find a way to make our power and social responsibilities
complementary- not in conflict.

The fundamental need to reinvent the way BPA does business is made even more urgent
by changes in the electric power business environment. The increase in BPA's costs and
the reduction in natural gas prices threatens BPA's historic position as the low-cost,
preferred power provider. The emergence of independent conservation and resource
developers, open-access transmission, deregulation of the electric utility industry, and
increased end-user choices clearly end both the ability, and desirability, of BPA
maintaining business relationships through restrictive contracts, market dominance, or any
other means short of being best value. BPA no longer can assume customer support; we
must earn customer satisfaction by being the best among many choices in a very
competitive marketplace.

BPA intends to meet this competitive challenge to our multi-purpose responsibilities by
reinventing the way we do business. Part of that reinvention is to be more efficient and

productive at all the things we do. But the heart ofBPA's reinvention is to change what
we do by making all of BPA's statutory purposes an integral part of our marketing plan
rather than just add-on programs funded out of power rates.

This Strategic Marketing Plan attempts to achieve this synthesis in three fundamental
ways. First, the Marketing Plan meets the goal of the Regional Power Act and Council

FINALDRAFT STRATEGICMARKETING PLAN, FEBRUARY 1994 1



Plan to develop all cost-effective conservation by adopting Tiered Rates that would charge
customers' marginal load for the incremental cost of new resources. This price signal
requires customers to pay the real cost growing loads impose upon BPA and encourages
them to develop conservation and renewable resources without the burden of regulatory
controls and program subsidies.

Second, the Marketing Plan coordinates BPA's power sales with its fish and wildlife
responsibilities. BPA's existing loads are much higher in winter than in spring or summer.
This forces us to use reservoir capacity beginning in the autumn to store energy for winter
peaks potentially conflicting with needs to provide water later in the year and for higher
flows for fish passage. By providing proper price signals -- higher charges in the winter
and lower rates in the spring, for example -- we can reduce winter peaks and encourage
greater sales, resource displacement, and power exchanges when additional water needs to
be provided for fish.

Third, the Marketing Plan tries to address the new reality of customers' competitive
choices in a positive and consistent manner. BPA's existing contracts and rates send
mixed signals. On one hand, they provide an inappropriate incentive for independent
resource development by giving customers load following, reserves and other services
below the real cost that these services impose upon the system and in a way that makes
independent resources look artificially attractive. On the other hand, they make rational
resource development difficult and expensive by virtue of the view that necessary
transmission and integration services are not readily available. The new Marketing Plan,
in contrast, will facilitate customer choice by providing transmission and other necessary
services at the real cost of integrating independent resources into customers' load and
BPA's system. Rather than trying to maximize the energy generation of the Federal
Columbia River Power System, BPA will maximize the value added to customers by our
power products and services.

In summary, this Strategic Marketing Plan tries to integrate BPA's statutory
responsibilities into a comprehensive and complementary strategy. Our objective is to
move the best ofBPA's traditional mission into the new competitive reality of the twenty-
first century.

This Marketing Plan sets the stage for BPA's Business Plan. The Business Plan will be
the vehicle for making the basic strategic policy decisions and resource level decisions
in all of BPA'sfunctional areas. BPA's response to changes in power markets will
determine the agency's success and must drive the rest ofBPA's activity

The conclusions and recommendations in the Marketing Plan will be tested and refined in
the Business Plan. Agency decisions on some of those conclusions and recommendations,
such as spending levels for BPA's various functions, will be made in the Business Plan.
Other decisions will be made through implementation processes, such as rate cases and the
power sales contract renegotiation process.

I I I
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The Marketing Plan is BPA's proposal for meeting our customers' needs, while satisfying
our statutory obligations and maximizing the efficiency of system operation and expansion,
as well as responding to fundamental changes in the utility business. BPA will evaluate
other alternatives that also may require fundamental change. To this end, BPA has
identified some alternatives for the Business Plan Environmental Impact Statement (EIS)
that may be alternatives to the Marketing Plan. They include: the status quo; a minimal
BPA role in the regional electric energy market; a role for BPA in which it uses its market
position to require others to comply with the goals of the Northwest Power Act; and an
alternative in which BPA focuses its activities on maximizing financial returns. The other
alternative, the required "no action" alternative, would be a situation in which BPA
initiates no new long-term contracts and no new transmission or generation resource
development. As BPA prepares the Business Plan, we will analyze these alternatives
along with the Marketing Plan in the Business Plan EIS. The EIS will be included in the
Business Plan to ensure that BPA decisions fully incorporate and reflect any environmental
effects along with the financial, marketing, and other effects associated with the Business
and Marketing plans.

I
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MARKETING CONTEXT

THE MARKETING PLAN

This Marketing Plan seeks to define how BPA can be viable and competitive in the future,
a result important to BPA's customers and constituents. This is particularly critical given
the magnitude and speed of change currently occurring in the electric utility industry. To
fail to act would jeopardize BPA's continued ability to contribute to the Northwest's
economy as it has in the past. It also would put at risk other important regional
objectives, including BPA's environmental responsibilities.

The Marketing Plan represents the preferred customer outcomes, marketplace
achievements, and competitive advantage we believe to be required to achieve the Vision
and the Strategic Business Objectives of the agency, which have been developed by
BPA's executive managers as precursors to the Business Plan. The Marketing Plan will
contribute to successful implementation ofBPA's Strategic Business Objectives (SBOs)
by providing common guidance to organizations and activities throughout the agency
responsible for (1) planning, constructing, operating, and maintaining the Federal
Columbia River Power System; (2) conducting business with BPA's customers; and
(3) providing required internal support services. Success of the marketing function is
defined by how effectively customer interests are represented and met in accomplishi.ng
those business objectives within the context ofBPA's overall Business Concept.

It is important to emphasize that the SBOs and the Marketing Plan change the means but
not ends that BPA is trying to achieve. Those ends are defined in the Northwest Power

Act, the Transmission Act, and other applicable statutes, and remain the goals that
determine overall BPA policies.

The Marketing Plan should not be evaluated as a "stand alone" document, but rather as a
part of the entire Competitiveness Project shown in Figure 1, TowardA New BPA. This
schematic illustrates the progressive stages through which the Marketing Plan will be
developed and coordinated with other key initiatives. This current version of the
Marketing Plan is not "final": this is an initial look at the key concepts. BPA is following
an iterative process to develop, test, and refine the concepts that drive this Plan. It is
expected that the Marketing Plan will continue to be revisited, refined, and re-developed
as BPA, and the electric utility industry as a whole, changes to become increasingly
competitive.

As described in the Preface, the Marketing Plan necessarily focuses on how BPA intends
to meet the competitive challenges in a rapidly changing electric utility industry. It is not
designed to address BPA's public service responsibilities to Northwest consumers and

4 FINALDRAF'r STRATEGICMARKETINGPLAN, FEBRUARY 1994



other institutions beyond Bonneville customers. BPA intends to fully meet its public
service responsibilities, but we can do so effectively only by remaining competitive in the
face of massive market change. We want our business approach to appropriately signal the
costs of new resources, transmission system additions, and limited system flexibility so we
can maximize the efficiency of system operation and expansion, thus enhancing the
benefits BPA provides the region.

At present BPA is more bureaucratic than business-like, and we know we need to change.
The changes proposed in this Marketing Plan represent what we think is necessary to
reach a reasonable level of business-like behavior. Our objective is to move from a 2/3 to
a 6/7 position on the bureaucratic-to-business continuum of behavior (as illustrated in
Figure 2). Because ofBPA's public service responsibilities, it would not be appropriate
for BPA to become a pure business type of organization (10 on the continuum).

FINAL DRAFt STRATEGICMARKETtNGPLAN, FEBRUARY 1994 5



Figure I: New BPA
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Figure 2:
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BPA VISION & STRATEGIC BUSINESS OBJECTIVES

The following statementsof Purpose, Values andManagement Philosophy, together with
the Business Concept, described later, defineBPA's Vision of itself that it is trying to
realizethroughthe CompetitivenessProject:

Ourpurposeis to provide electric power, transmission,andrelatedservicesto
customersin increasinglycompetitiveand differentiatedmarkets. We succeed in this
corepurpose by satisfyingourcustomers,expandingthe benefitswe providethe
Northwest,and maintainingour positionas least-cost producerinboth the short runand
the long run.

We have importantresponsibilitiesin additionto this core purpose. These
responsibilities,whichwe carryout with excellence,include protectingthe environment
and enhancing fish and wildlife,promotinga healthy regional economy, and promoting
energy efficiency. We recognize that we will succeed in these vital additional
responsibilitiesonly if we succeed in our core purpose.

We take pride in ourreputationas an open andaccessibleFederalagency that values
diversity,entrepreneurialspirit, personal responsibility,and communityservice among
its employees.

I I I

We pursue our Visionby livingthe followingvalues:

Customer-Focused

We are responsive, flexible,and timely. We meet customer needs and achievehigh
customer satisfaction through innovative product marketing and excellent service. We
keep the lights on.

Market-Driven

We offer high valueprod cts and servicesbased on market signals,and expandthe
benefits of the power system.

I Ill
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Cost-Conscious

We are the low-cost producer,ensuring full cost recoveryfromthe products and
services we produce in both the short and long term. Cost-consciousness is a way of
life. Our work groups are lean and efficient.

Results-Oriented

We are each accountable for accomplishingobjectives that achieve agency business
results.

Northwest Citizenship

We earn the high regard of the citizens of the Northwest by being open, honest, and
fair-minded. We faithfullydischarge our responsibilitiesas a Federal agency.

Environmental Stewardship

We are committed to the integrity of the region's environment andnatural resources
because they _,reessential to the quality of life. Our environmental effectiveness
supports our business advantage.

Reliance On People

People are key to our success. We serve BPA business results by emphasizingsafety,
developing technical and managerial excellence,valuing diversity, empowering people
to act, and treating people right.

Mutual Commitment

We trust and respect each other anddynamicallyshare ideas andinformation throughout
the organization.

Unity Of Purpose

We are committed to working together to achieveoverall BPA business results above
organizational agendas.

I IIIII

I I I
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Manacement::: _ Philosoph_ I I I I I II II I Illl I I I I I

Our management philosophy emphasizespersonal accountability,professional
achievement, team accomplishment,and business results. Our reward system is strongly
incentive based. We place a premium on leadership and managerial excellenceat all
levels in the organization. As employees, we anticipate change and strive to be a
learning enterprise in which continuous improvement of our systems, products, and
services is a way of life.

10 FINAL DRAFT STRATEGICMARKETINGPLAN, ][_,BRUARY1994



Strategic Business Objectives

The following Strategic Business Objectives define the most importantthings for BPA to
accomplish. All ofBPA's strategies, goals, policies, and action plans must be aimed
directly at achieving these Strategic Business Objectives.

1. Core Objective: Achieve high and continually improving customer i

satisfaction:Ill I I Illlllllllll llllll I I I I I I I II I I I[ i

What this objective means:

Any successful enterprise must focus on meeting customer needs if it is to be prosper in
the competitive marketplace.

Customer satisfaction has been a BPA objective for a long time, but changing conditions
require a renewed emphasis on achievinghigh customer satisfaction. In today's electric
industry, BPA's customers have choices. BPA must compete. No longer can BPA rely
on an inherent price advantage.

These realities haee made customer satisfaction one ofBPA's three core objectives.
This objective is more specificthan previous BPA expressions about customer
satisfaction, in several ways:

1. Instead of a broad concern with how customers feel about us, we will focus
specificallyon their satisfactionwith the products and services we provide, and the
processes we use to provide them.

2. We willmeasure customer satisfaction quantitatively, through frequent surveys, and
will set specific satisfaction targets.

3. We willuse this information in a strategic manner, to make adjustments to meet our
customers' needs and remain competitive.

4. The quantitative customer satisfaction results will be a factor in performance
appraisal.

BPA efficiencyproducts and services must allow customers to manage their own power
bills by providing cost-competitive alternatives to enhance their competitiveness with
end-use consumers.

Achievement of customer satisfaction must come through quality and competitive
pricing of products and services and through responsiveness of customer processes.
This approach to customer satisfaction should replace the "beneficiary-focused"
distribution of benefits which can frustrate the accomplishment of financialand other
SBOs.

FINALDRAFTSTRATEGICMARKE'r_GPLY, FEBRUARY1994 11



2. Core Objective: iExpand the ibenefits BPA provides the regio_
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What this objective means:

We will "expand benefits" by:

• continually seeking to optimize the usage of our system's assets,
• continually seeking ways to deploy our assets to meet higher-value customer needs,
• reducing costs, and
• increasing the number of products and services we sell, and the amount of them we

sell.

Untapped end-use energy efficiency provides the opportunity for new products and
se:vices that directly benefit utilities and consumers, and take advantage of beneficial
electrification.

By expanding the benefits we provide, we can encourage the various interests to work
with us to "expand the pie" of benefits, instead of focusing primarily on how the pie is
divided. This focus on expanding the pie should help speed up decision-making
processes which previously have been slowed down by intricate balancing of interests.

This objective means BPA will continue to play a vital, growing role in the region.

We also must ensure that the expanded benefits BPA creates flow to:

• BPA's Northwest customers through rates and through higher-value service;
• BPA's primary creditor, the U.S. taxpayers, through increased certainty of Treasury

payments, and reduced net Federal borrowing; and
• non-power goals such as fish and wildlife, by accelerating the pace of achievement of

results as BPA achieves competitive success.

I
I
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transmission services.
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What this objective means:

First, BPA must be the lowest cost at the margin (i.e., for new increments of power and
transmission) and on the average (i.e., the average cost of our products).

Second, BPA must be the lowest cost in both the short run and the long run.

Third, "lowest cost" does not necessarily mean "lowest price" for every product and
service. We may not be the lowest price on a particular product because we have a
limited supply of it, because we offer a higher quality product, or for other reasons.

But we have to continue to be lowest-cost producer overall to succeed in the long run,
because being lowest cost has been the basis for our success in the past, and it is our
primary strategic advantage in the future. The realities of an increasingly competitive
marketplace also make low-cost production essential to BPA's survival.

Fourth, we now will be measuring and tracking our costs against our competitors'. We
will measure and track those cost categories which are most important to our
competitive success.

Fifth, we will be holding ourselves accountable for our cost results. Cost results will be
a factor in the performance appraisals of BPA managers and staff responsible for key
cost categories.

Sixth, there may be a few exceptions to the lowest-cost objective. For example, we may
conclude that it is acceptable to be second lowest cost at the margin for a particular
product because the first lowest-cost producer has a very limited supply of the product.

Finally, being lowest cost means more than cutting costs. Cost control is important, but
being lowest-cost producer also means optimizing the use of our assets and using
competition among suppliers to keep costs down.

IIIIH I I Ull

I II III II
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What this objective means:

Financialintegrity is:

• maintainingadequateeconomic access to capital;
• assuringfull andtimelypaymentto the U.S. Treasuryand other creditors;
• recoveringaggregate revenues sufficientto cover allcosts over time; and
• assuringhighqualityandtimelyfinancialmanagementinformationis availablefor use

byBPA managersandexternalinterestedparties.

III III III II

Ss Supporting:_" Objective: Keepthepowers:'::_ ':::_: :: ':::::stemsafe and reliabl_:___!"_':: _:''_............:

What this objective means:

BPA has hadan exemplaryrecord of safety anc_reliability,and this objectiverecognizes
that continuing this record is key to BPA's comFetitivesuccess.

By adopting this objective,BPA is committingto raeasuring and tracking specificsafety
and reliabilityresults and holdingmanagersand staff accountablefor those results.

BPA may offer customersa choice about levels of reliabilityof the servicethey receive,
with correspondingvariationsinprice.

II I I I

I I I
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6. Supporting Objective: Invest in environmental results to sustain our

competitiveness.

What this objective means:

This objective signalsa continuationofBPA's commitment to the integrity of the
region's environmental and natural resources because they are essential to the quality of
life in the Northwest, and because strategic environmental effectivenesshelps sustain
our competitiveness. We willbe accountable for our impact on the environment
through measuring whether we can attain environmental results which are both superior
and more cost-effective than our competitors.

Beyond simplysignalingthis continued commitment, this objective also is intended to
sharpen our environmentalfocus, particularlyfrom a business perspective. Specifically:

• The objective expresses our intent to ensure that our environmental investments,
including investments in fish and wildlife,produce measurable strategic results.

• We comply with all applicable laws and regulations.
• The objective also affirmsthat it is strategically sound business to make

environmental investments beyond those required by applicable laws or regulations
when they reduce our long term costs, reduce risk or uncertainty, increase
efficiencies,or improve our ability to demonstrate compliance. We will go beyond
regulatory requirements when the business advantage exceeds the cost of the
investment.
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7, Supporting Objective: Transform BPA to a high-performing,
business-oriented or anization.

I Illllll Ill _ [ Illl I II I II

What this objective means:

We will focus on three components of change: organization, culture, and processes and
systems These components are interdependrnt and cannot be addressed separately
without impact on each other

We must create an organization that:

• Consistently produces high-quality, high-value products and services;
• Consistently performs well against known e×temal standards;
• Performs at maximum performance potential;
• Uses significantly fewer resources than would be expected;
• Capitalizes on diversity within its workforce; and
• Exemplifies a harassment- and discrimination-free workplace.

We will manage the change effort through a 1O-year plan that incorporates all three
componen',s.

II II I Illll II
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Statement Of BPA Business Concept

Together with the statements of Purpose, Values andManagement Philosophy, stated
earlier, the followingBusiness Concept definesBPA's Vision of itself that it is trying to
achieve through the Competitivenessproject:

As the leadingprovider of electric energy andenergy services in the Northwest--and as a
major player in energy markets throughout the West--we work in partnership with others
to function as an integrated purchaser, transmitter and marketer of a broad range of high
value power products. Our customers' needs and public-service values direct our business
processes, product offerings, and market development.

We operate as an aggressive, cost-conscious, highlycompetitive, full-serviceenterprise.
We support market change which best serves customers needs. We strive to achieve
customer satisfaction, and we endeavor to be courageous doers and facilitators. We plan,
construct, and operate our electric transmission system to ensure high reliability. We use
our transmission system to optimize regional and inter-regional market opportunities.
With the Corps of Engineers and the Bureau of Keclamation,we share in the management
of the hydro system to support our power needs, our fish and wildliferesponsibilities, and
other fiver system uses.

We seek out and support environmental initiatives that join natural resource management
to sound economic policy. Our stewardship of the environment is strategically and
consistently pursued. We recognize that environmental soundness is integral to our
business and to our competitiveness. To this end, we pursue a results-based management
of fish and wildlife programs. We give more program control to resource agencies and
tribes, whileholding these entities accountable for the result3 achieved.

We support a base level of environmental investments, augmented by actions linked to our
competitive success. We seek to give non-power interests a stake in BPA's success and
thereby facilitate sustained strategic action for fish and wildlife results.

We continually develop and refine our portfolio of power resources--both traditional and
new. We emphasize renewable and economically sound conservation resources and
environmentallysound hydro sources. We also augment our power portfolio by selective
acquisition of efficientthermal resources, on a joint venture or contract basis.

Our customer segments includefull and partial requirements regional publicutilities, direct
service industries, regional investor-owned utilities, extra-regional utilities, non-utility
generators, regional Federal agencies, and other government marketing entities. While
our principal markets are in the Pacific Northwest, we pursue market opportunities from
Canada to Mexico and across the West. We view Californiaas a strategic business
segment. We seek to serve all customers according to their needs--segment by segment,
with tailored and flexibleproducts. We will tailor marketing programs on a segment-

III I I II
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specific basis and encourage unique business solutions on a customer-by-customer basis.
We seek to provide the ultimate in customer choice and flexibility.

Our core business includes: (1) firm electric energy and capacity; (2) transmission
services; (3) exchange and backup services; and (4) economy and replacement energy.
Overall, the rates for the products offered within these categories are based on our costs in
order to ensure the financial integrity of the agency. Our spectrum of products is tailored
to meet varied and unique customer requirements and is offered on an unbundled basis. In
order to serve our customers' interests better, we have created a new menu of value-
added products and services. We promote dynamic electric power markets with sufficient
information to make appropriate business decisions. We create processes that allow our
customers to do business with BPA in a mutually satisfying business relationship.

Our delivery of products and services to our customers and through them to their end-use
consumers fosters independent and prudent energy decisions. Resource decisions and
selection of the most efficient end-use fuels are made for the fight reasons with the best
information available. We provide transmission services so that our customers may
independently acquire sources of power.

We support business approaches that facilitate market mechanisms when that is in the best
interest of our customers and their end-use consumers. We explore new revenue sources
from new products and services that directly relate to our core energy business. These
activities are pursued in order to maximize our vital resources--employees, physical assets,
core competencies, and infrastructure. We move proactively as market realities change.

Stakeholder Commitments

To customers we commit to produce superior products and services at competitive prices,
supported by superior customer service. To employees we commit to professional
challenge and growth; meaningful responsibility; frequent, open and candid
communication; and merit-based compensation.

To the U.S. Congress and taxpayers, we commit to meet our statutory obligations and to
manage our finances responsibly to assure repayment of the debt that financed the
Northwest power and transmission systems. To Fish and Wildlife interests in the
Northwest, we commit to effective and prudent actions which protect and enhance fish
and wildlife resources of the Columbia River.

To Northwest officials and their governments, we commit to work with the Northwest
Power Planning Council to satisfy the needs of their constituents. To Northwest Native
American tribes, we commit our respect and commitment to government-to-government
relations which recognize their sovereign fights. To public interest groups and
stakeholders, we commit a continuing openness to new ideas, openness to challenges to
new approaches and solutions, and attention to criticisms.
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To Northwest ratepayers, citizens, and businesses, we commit to preserve the economic
advantage the Northwest derives from its low-cost hydro power base of resources.
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CUSTOMER VALUES & NEEDS

A basic principleofBPA's marketingapproach is to know what customers need and want,
why they have those needs and wants, and how to satisfy them. Two customer surveys
were conducted to assess our customers' values, needs, and degree of satisfaction. The
results are summarized brieflybelow. The results of these surveys, and the constituent
survey described in the followingparagraph, will be addressed as BPA considers and
implements both the Marketing Plan and the Business Plan.

A separate survey ofBPA's non-customer constituentswas conducted as part of the
Business Plan. The survey indicated that our constituents consider themselves to be
stakeholders in BPA's mission, but do not believe the agency recognizes that they share
common goals with BPA. Constituents want effective two-way communication with the
decision-makers at BPA. They want clear lines of authority and responsibility and
consistent administrative policiesv,ithin the organization so issues can be resolved before
they become litigious. Our constituents want BPA to be a reliable partner, and they seek
win-win solutions and mutual trust.

BPA's ability to compete, which the Marketing Plan addresses, has a direct relationship to
our responsibility to meet non-customer needs. Failingto be competitive will adversely
affect our other objectives, and failing to produce environmental results will reduce our
competitiveness.

Values Survey

A values-based study of customers was conducted for BPA by a consultant. Forty-seven
representatives ofBPA's major customer groups responded. The survey was designed to
help BPA better understand how its customers view it, and the customers were
encouraged to define the relationship they would like to have with an "ideal" BPA. For
the survey, customers were segmented into five traditional groups (Southwest Utilities,
Direct Service Industries, Regional Investor-Owned Utilities, Generating Preference
Customers, and Non-Generating Preference Customers).

Thetechnique used in the values-based survey, called qualitativevalues research, uses
one-on-one personal interviews. The research focused on BPA's bu'sinessrelationships
and customer interactions. Then values "mapping", a graphical technique, was used to
displaycustomers' attitudes toward the agency, including its products, processes, and
personnel.

Customers Value BPA's Role

Customers are aware of the critical role BPA has as steward of the Federal hydroelectric
and transmission systems in the Pacific Northwest. The consensus is that BPA must
succeed for the benefit of the region.
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Themes Of Customer Dissatisfaction

The survey indicated a high degree of overall dissatisfaction with BPA across all of its
customer groups. BPA's customers say that the agency is not focused on them and their
business relationship with BPA. BPA is said to impose its own rules, programs, and
policies regardless of customers' unique circumstances. Some customers say BPA, once a
focused utility agency providing reliable, low-cost power, has turned into a social service
agency fulfilling a wide range of"political" purposes. BPA is perceived as being sensitive
to "political" interests such as advocates for environmental and fish and wildlife issues and
insensitive to its customers who pay the bills for these programs. Customers do not
question the need for environmental goals but do question the efficiency and cost-
effectiveness of BPA's programs and want cost accounting and accountability.

BPA's processes and procedures have become more complex, more costly, and more
time-consuming. "Process" has become BPA's most important product.

Customers perceive that BPA is more internally oriented than outwardly focused on its
customers. BPA has lost its sense of mission; multiple and conflicting sets of priorities
make BPA frustrating to deal with and a slow decision-maker. Customers cannot tell
what BPA wants, who will make a decision, and when and if decisions will be made. Risk
taking by BPA staffis penalized. BPA is viewed as being too analytical and remote from
real life. BPA is not perceived as a reliable business partner.

The customers want BPA to act quickly but are skeptical that we will do so.

Views Of The Ideal BPA

The views of the ideal BPA are remarkably consistent among the five segments.

Southwest Utilities characterize the ideal BPA as:

• using assets for maximizing business outcomes, not political agendas;
• employing passionate and proud staff who are savvy and knowledgeable; and
• exhibiting a sensitivity to customers' business needs.

The Direct Service Industries see the ideal BPA as having:

• streamlined decision-making with employees having a clear understanding of their
responsibilities;

• focus as a utility company, results-orientation, and not process-orientation,
because it is sensitive to its customers' needs and not responsible for every
political issue; and

• competitive, unbundled services.
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The Regional Investor-Owned Utilities see an ideal BPA as characterized by:

• fair negotiations;
• oriented toward results -- not process;
• competitiveness;
• sensitiv:,ty to customers' needs;
• not responsible for every political issue; and
• a high degree of attention to transmission and generation of power.

For the Generating Preference Customers, the ideal BPA would:

• have streamlined decision-making with employees who have clear areas of
responsibility;

• be oriented toward results -- not process;
• be sensitive to customers' needs;
• be competitive and offer unbundled services; and
• be a focused utility agency that maintains reliable generation and transmission of

power.

The ideal BPA for the Non-Generating Preference Customers would exhibit:

• streamlined decision-making with more authority at the local level;
• results orientation -- not process orientation;
• sensitivity to customers' needs;
• unbundled services; and
• competitiveness;

The "Values Maps" developed as a result of the survey help BPA understand how the
customers feel about their current relationships with BPA and their ideas about potential
ideal relationships (see Figure 3 and Figure 4 as examples: Figure 3 shows how one
customer group views BPA now, and Figure 4 shows what the ideal BPA would look like
to that customer group). This increased understanding will be used as a major driver in
BPA's reinvention of itself.

I
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Figure 4: REGIONAL NON & SMALL GENERATING PUBLIC UTILITIES
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Figure 3: { REGIONAL NON & SMALL GENERATING PUBLIC UTILITIES
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Follow-UpSurvey

A follow-up survey conducted by BPA was designed as a quantitative study of customer
satisfaction. The objectives of the survey were to:

1. quantify customer attitudes and perceptions of BPA,
2. benchmark customer satisfaction,
3. examine in depth satisfaction with BPA processes and elicit comments and

suggestions, and
4. provide an information base to improve the organization and its relationship with

customers.

The survey elicited responses from about 60 percent ofBPA's utility and direct service
industrial customers. More than one-third of these customers express a general
dissatisfaction with BPA. About two-thirds express dissatisfaction with BPA's processes.
(See the Process Enhancements section.)

The survey results were tabulated according to several service quality dimensions and
customer segment types. The tabulations helped in analyzing and interpreting the survey
results and identifying where "gaps" exist between the service that customers expect and
the service they perceive they actually receive. The service quality dimensions surveyed
were:

• Business Reliability: Ability to perform the promised service dependably and
accurately.

• Responsiveness: Willingness to help customers and provide prompt service.

• Assurance: Knowledge and courtesy of employees a_ldtheir ability to convey
trust and confidence in customers.

• Empathy: Tailored, individualized attention that BPA provides its customers.

The customer segment responses to the survey questions enabled BPA to identify service
quality gaps for the four service quality dimensions listed and defined above. The
customer service quality gaps were measured by comparing customers' perceptions of
BPA business processes or transactions to their expectations of service from an "excellent
power supplier". Respondents rated the extent to which they expect an excellent power
supplier to possess various service characteristics, and the extent to which they perceive
BPA currently exhibits the same characteristics. Customers were asked to rate how well

each service attribute describes an excellent power supplier, from "not at all essential" to
"absolutely essential". Then customers were asked to rate how well the various attributes
describe their transactions with BPA, from "strongly disagree" that BPA exhibits the
attribute to "strongly agree" that BPA has that attribute.

II Ill II I
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Survey Results

Overall Customer Satisfaction - Only six percent of the customer respondents indicated
they were "extremely satisfied" with BPA, and 55 percent were "somewhat satisfied".
More than one-third (36 percent) of BPA customers voiced dissatisfaction with BPA on
an overall basis, either "extremely dissatisfied" (seven percent) or "somewhat dissatisfied"
(29 percent).

Figure 5 illustrates that substantially more respondents indicated they were unsatisfied
with BPA's business processes (65 percent). Thirty-one percent of the customers were
"extremely satisfied" or "somewhat satisfied" with BPA's business processes.

Figure5:

OverallCustomerSatisfaction
WithBPA'sProcesses
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Service Quafity Gap Results - BPA's perceived performance in delivering quality service,
as compared to the customers' expectation for an excellent power supplier, was analyzed
according to four key service quality dimensions. The individual attribute percentages
shown in Figure 6 through Figure 9 reflect the percentage of customer respondents that
perceive BPA is strongly exhibiting the attribute, and the percentage of customers that
perceive an excellent power supplier would strongly exhibit the same attribute.

A "gap analysis" was performed for each attribute by subtracting BPA's performance
rating from the expectation rating for an excellent power supplier. The average service
quality gaps between the excellent power supplier and BPA were significant. As shown in
the notations below the figures, the average gaps for the four service dimensions range
from 48 to 63 percentage points.
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Figure 6:
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Figure 7:
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Figure 8:
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Figure 9:
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Specific BPA Business Processes - Customers were questioned about various BPA
business processes, includingfour primary categories: (1) power sales and transmission
contract negotiations; (2) power sales and transmissioncontract administration;
(3) transmission system facilityprocesses; and (4) general processes. Customers
considered power sales contract negotiations as most important to their organizations
(81 percent), followed by power sales and transmissioncontract administration
(71 percent). A large number of BPA customers indicated dissatisfaction with how well
BPA conducts various types of specific transactions or processes. The key results are
summarizedin Table 1.

IIIIIIII
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Table 1:

Specific BPA Processes: Survey Results , , ,,,_II I III I I Ill 1_ Li I[11[111.... -.

, ,,, ,,,,,,,, , , ,, 1,,V,o,_,,_ mfhs_lo,_o,,I
Power sales ContractNegotiations 81% 34% i
Power & TransmissionContractAdministration 71% 24% I
Transmission System Facility Processes 68% 33% ]
General Processes ....... 64% 15% I

The surveyssummarizedin Table 1 provideclearsignals as to how customersfeel about
BPA as a business partnerand how they would liketo be treated. Most successful
businesses, includingother electricutilities, have customer satisfaction ratings at or near
the ideal case portrayedin the BPA survey. The consultantwho advisedBPA on the
surveyhas observedthat BPA's ratings,consistently30 to 50 percentagepoints below
those desiredbycustomers, are the worst he has seen among hundredsof companies for
whom he has conducted surveys eitherpersonallyor through his associates. Given this
level of dissatisfaction,BPA customersare very likelyto seek otherpower suppliersif
they have that choice. The CompetitivenessProject is addressingthese issues and will
transformBPA into a customer-focusedagency that willbe better ableto compete.
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COMPETITIVENESS

The electricindustryin the United States is undergoing fundamentalchanges,resulting in
changes in how utilities are approaching their business activities. New customers and
supplierqare emerging, traditional regulatory structures are changing,and a more
decentralized, competitive market is developing. The electricutility industry is evolving
from vertically integrated geographic monopolies, in which companies own and operate
every element of the business, to three distinct businesses: power generation, power
transmission, and distribution and retail customer service. In addition, the Energy Policy
Act of 1992 (EPA 92) continued the trend toward increasing competition in the industry.
Add to this increasing environmental concerns and mandates, and one sees a future unlike
anything conceivable 10 years ago.

Comparison To Other Industries

' Through the past two decades, many utilityor utility-like industrieshave undergone
various degrees of deregulation. The airline,cable television, natural gas, and
telecommunications industries have faced dramatic changes in the marketplace due to the
removal of government barriers to entry and pricing. The experiences of these industries
are instructive to BPA and its customers in the situation in which they now find
themselves.

The telecommunications industry, likethe electric industry, enjoyed stability and
prosperity during the middle decades of this century. In both industries, prices declined as
economies of scale and technical change reduced costs. In the telecommunications
industry, stabilitywas gradually undermined by technological change and a series of court
decisions; eventuallythe entire industry was restructured in 17 months.

Beginning in 1968, industry giant AT&T received its first hint that the future was coming.
The Federal Communications Commission(FCC) took the first step toward deregulating
the telecommunications business by opening up the terminal equipment market to
competing companies. Another hint was dropped the next year, when AT&T allowed the
fledglingMCI to enter the lucrative private line businessbetween two major cities. In
1972, when MCI announced its plan to extend its service to 165 cities from coast to coast,
AT&T finally recognized MCI as a competitive threat. AT&T's response was to lower
prices wherever it was in direct competition with MCI. However, the response was
delayed long enough for MCI to gain market strength.

AT&T had operated as a utility for 90 years, Faced with the threat of competition, AT&T
began to change its strategy from being technologically driven to being financiallyand
customer driven. Further, AT&T began replacing the concept of a uniform telephone
service by a drive to identify and appeal to discrete groups of customers. In the 1980s,
after the divestiture of its local service business, AT&T had to transform from a
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government-regulated monopoly into a competitive company whose decisions are dictated
by the marketplace.

The natural gas industry provides even more striking parallels to the electric industry.
There are three major segments of the natural gas industry: the producers, the pipelines,
and the local distribution companies (LDCs). These three are analogous to the electric
industry's generation, transmission, and distribution segments.

As recently as the early eighties, the natural gas industry was highly regulated. The
industry was dominated by a number of large, vertically integrated companies. Pricing and
access to pipelines was controlled by regulation. Some production was from small
companies willing to take on the risks of drilling for gas, but the markets for their gas
were controlled by the pipeline companies. LDCs were usually limited to dealing with one
or two pipelines. On the other hand, the LDCs were allowed to capture the entire market
in their service territories. That local market ranged from residential consumers to large
industrial users, including utility electric generation. The gas industry looked very much
like the electric utility industry has for years. In fact, common legislation of'ten governed
both industries, such as the Public Utilities Holding Companies Act.

The 1980s brought massive and rapid change to the gas industry. Large industrial users
pushed for the right to secure their own gas supplies at prices less than the LDCs offered.
Small producers fought to secure access to these customers without restrictive access and

pricing through the pipelines. The Reagan Administration, Congress, and Federal Energy
Regulatory Commission (FERC) were willing to extend the deregulation trends from other
industries to natural gas. The pipeline companies were left with high fixed costs to
recover without the guaranteed markets of the past. Not only did the industrial users win
the right to deal directly with the gas producers, but the LDCs also gained that same
choice. Most pipelines were left in the position of a contract carrier, generally required to
furnish access to those who requested, as long as transmission capacity existed. However,
the pricing structures of the pipelines remained regulated by FERC, which sought to
achieve market pricing efficiencies within the framework of cost-based transmission rates.

This resulted in many pipelines being stranded with long-term supply contracts at higher
than market prices and the problem of recovering those costs.

The electric industry may be heading down the same path as the gas industry. The open
access effect of EPA 92 on electric transmission grids will be similar to open access to gas
pipelines. New electric generation is being provided primarily by independent producers,
much as the gas industry has seen.

As transmission is opened up and power markets become more competitive and less
subject to control by individual utilities, major change is likely to occur rapidly. The speed
with which open access spread through the natural gas transmission industry is instructive
for the electrical utility industry. In 1984, 92 percent of the gas transported by pipelines
was "their own" gas, and only 8 percent of the pipeline throughput represented the
transportation of gas owned by others. By early 1992, the percentages were effectively
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reversed, with 79 percent of the deliveredgas being transported to fulfilltransactions
between other parties.

Changes in the electric industry may or may not occur to the same extent or at the same
speed as changes in the telecommunications and natural gas industries. However, BPA
can learn from their experiences. Those businesses were not ready to respond to the
changes that were forced upon them. They were forced to react, sometimes too late to
maintain their profits or even to survive. BPA can avoid being changed from without by
changing itself from within and positioning itself to be proactive in the face of industry
restructuring.

Changing Dynamics In The Electric Utility Industry:
The Wall Street View

Several recent analysesby bond rating agencies and other financialinstitutions have
reached similar conclusions about changes coming to the electric utility industry. The
message is that a utility's ability to survive in the new industry dynamicswill be based on
favorably maintaining or achievinga competitive advantage in certain risk areas. Specific
measures or variables have been developed by investment analysts to provide a weighted
risk rating or ranking of an electric utility's ability to compete and remain financially
solvent. What follows is a list of the three most common rating factors:

1. Relative Cost of Power - the actual current cost of power for delivery and the
perception among customers that the longer-term contract cost will remain stable or
competitive with alternative sources. Contributing to these factors is a utility's mix of
fuels, age of plant and associated assets, and the cost of prospective resources for
future generation. All reports cite maintaining low actual and perceived future costs as
paramount in maintaining a utility's competitive position, Many cite the need for more
sophisticated approaches to cost control such as hedging of fuels as a means of
reducing risks.

2. Cost Structure and Financial Flexibility - the nature of total utility costs (i.e., fixed
versusvariable),particularlyfor power, andthe flexibilityof the organizationto
respondquicklyto competitivepressureswithout sacrificingfinancialperformanceand
reliability.This also includesthe abilityto reduceor eliminatecross subsidieswithout
negativeconsequences to the utilityor utilitycustomershavingsubsidiesreduced. It
also would includeanyamountsof realor potentialexposure in areas such as nuclear,
environmental,or other itemswhich could reduce or threatenfinancialflexibility.

3. Customer Alternatives - the relative susceptibilityof utility loads to customers going
off system. The risk here generally is recognized as coming from the sensitivity of
large industrial loads, but also may include any sizable commercial class as well. Of
particular concern would be price sensitivity and the relationship of commercialand
industrial rates to the cost of alternatives such as cogeneration.
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A sampling of the specific comments contributing to these opinions is as follows:

Fitch Investor's Service -- duly 12, 1993
• Competitive risks from wholesale and potential retail wheeling could lead to

reduced access to favorable credit markets, with resulting higher premiums.
• Wholesale wheeling already is in place with retail wheeling highly probable.
• Wholesale producers are especially vulnerable.

Standard & Poor's (S&P) -- October 28, 1993
• The industry faces slow growth in terms of demand, and growing cost pressures.
• Major challenges exist to maintain earnings and operating levels.
• There are only a handful of companies with a positive outlook.
• The expected transition from moderate to intense competition may not materialize,

implying further accelerated transition between heavy regulation and deregulation.

Moody's -- November 2, 1993
• Utilities with an ability to transmit outside a particular region are best positioned to

compete.
• "Retail" pressures will cause electricity to be priced as a commodity.
• At risk will be utilities with uneconomical plant investments, major industrial

customers susceptible to competition, useless assets, and poor transmission access.

Prudential Securities -- September 24, 1993
• Prudential Securities predicts the emergence of new players, including non-utility

brokers and marketers.

• The report cites credit negatives of large industrial loads, levels of subsidization,
fixed-to-variable cost ratios, potential for stranded investments due to lost load,
and cogeneration versus industrial rates.

• The report focuses particularly on the size and characteristics of large industrial
loads. Although not specifically evaluated, BPA would be rated "at risk" in 5 of 6
factors considered.

Implications For BPA & The Region

In reviewing all of these reports it appears that, among all IOUs, Northwest utilities
probably are in the best overall position to compete with the rest of the industry. Utilities
such as Pacificorp, Idaho Power Co.(IPC), Washington Water Power Co. (WWP), and
Puget Sound Power & Light Co. (PSP&L) were reported as either stable or improving in
their investment outlook relative to the rest of the industry. Most of these organizations
have fixed cost ratios of between 50 and 60 percent; average generation costs below the
Western States Coordinating Council (WSCC) average; and generally low industrial load
exposure (Pacificorp highest at 30 percent). In comparison, BPA's fixed cost ratio is
80 to 85 percent
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In a "worst case" competition scenario, BPA could become caught in a generation cost-
pricevise. Sucha scenariocouldresultfrom generallyfallingelectricitypricesfrom
outsidecompetitors. Suchalternatives,in the faceof higherBPA fixed costsand resulting
higherBPA prices,wouldtendto reduce,qPA's ability to further raiseratesandrecover
its costs. Sucha situationwouldbe further aggravatedby anyreal reductionsto existing
BPA loads,especially'if thepower from theselost loadscouldnotbe resoldat similaror
higherprices.

It is worth noting that a similar, though not identical, competitive "squeeze" occurred
recently in Great Britain. Several years ago, the government there set out to privatize its
national electric grid. The result of this restructuring saw a dramatic decrease in electricity
prices, some falling as much as 30 percent. A similar price decrease could be damaging
for BPA because of our high proportion of fixed costs. As an example, one need only look
at the result of a comparison of two competing producers:

Producer A has an average price of 30 millskWh; Producer B, an
average price of 40 millskWh. Producer A's costs are 90%fixed and
10% variable, while B's are 55%fixed and 45% variable, lf B
experiences a 5% reduction in loads its price may not necessarily rise by
5% because its variable costs will decrease and offset the increase. In
fact, depending on the nature of those variable costs, B may be able to
even lower its prices. Producer A, on the other hand, has little if any
room to maneuver if it loses a similar amount of sales. This is because 27
millskWh of each sale must go to covering A 'sfixed costs, such as debt
service. In the end, such dynamics could lead to customers of Producers
A and B concluding that any long-term commitment with A could be more
risky, and thus more expensive, than Producer B because of A 's cost
structure and financial inflexibility. In fact, B's cost structure might even
afford it an ability to offer power (assuming its availability) to A's
customers at a slightly higher but more stable long-term price than A.

Whilethe above example dealswith a hypothetical situation, it is not unlike the situation in
which BPA may find itself, particularly when BPA costs are contrasted with potential
competitors sucE as IOUs in the WSCC. This element alone (high BPA fixed costs)
poses a significant amount of financial exposure to BPA with increased competition.
While none of the reports list above referred to BPA in name, all pointed to characteristics
that, in some instances, could well describe our current operations and condition.

BPA may be at risk in a number of areas. These risks spring from BPA's high proportion
of fixed costs; a significant exposure to price-sensitive customers whose primary product
is tied to a volatile and competitively priced commodity; potentially significant
environmental cost exposure; potential delays or burdensome timelines in receiving
regulatory action; and certain small customers potentially vulnerable to collective merger
or takeover by BP/k competitors due to higher BPA costs. The implication of these real
or potential risks is that BPA's entry into wider credit markets could be impeded or more
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heavily penalized than currently expected. This would be due to perceptions that BPA
would not be able effectively to recover higher debt service costs in an increasingly
competitive marketplace.

The most recently published report by rating agency S&P on BPA occurred last August.
At that time, S&P noted three factors that it viewed as critical to BPA's financial

flexibility. These were: (1) rate-raising capability; (2) reserves; and (3) cost control. S&P
concluded that given the new realities of the industry (i.e., accelerated change), the
prospect of further BPA rate increases should be increasingly discounted from
consideration as a viable alternative. This would leave the maintenance of adequate
reserves and cost control as the two elements over which BPA can exercise influence.

Given the above-mentioned risks, BPA may need to be even more vigilant and strategic in
its budgeting for the immediate future.

Competition In BPA 's Markets

As indicated above, the electric power industry is undergoing dramatic reorganization.
Following trends in telecommunications, air transport, and natural gas, the electric utility
industry is headed toward a competitive market structure. Various factors are fostering
market competition: electricity consumers' demand for more choices of service; low
naturalgas prices and technological developments that provide more generation and
control alternatives; and new regulation, which gives consumers the right to choose
among service alternatives. Growing numbers of independent power producers, emerging
plans for trading electricity contracts as commodities, opening access to wholesale
wheeling as a result of the Energy Policy Act of 1992, and proposals from industrial
interests for retail wheeling all markthe trend toward significantly increased competition.

Today, BPA's customers must decide whether to continue their reliance on BPA as their

sole or partial wholesale supplier or diversify their supply portfolios in anticipation of
dramatic changes in the West Coast electric power market. As shown by the survey
results discussed earlier, customers say that BPA has not lived up to their expectations of
service quality and business partnership and is not meeting their needs. Customers'
choices today are influenced by their assessment of the chances that BPA will be
competitive tomorrow.

The Marketing Plan is a key part ofBPA's effort to assure customers that it will remain
competitive even while the electric utility industry undergoes the transitionto a
competitive market. The Plan identifies specific areas of concern for BPA competitiveness
and actions intended to meet those concerns. IfBPA acts now to address these concerns,
the agency will continue to provide benefits to the region and will remain a reliable
business partner. Alternatively, ifBPA is unable or unwilling to take action, and our
assumptions about the need to position BPA competitively come true, the consequences
to the region will be negative. Most importantly, BPA might be unable to fulfill its
environmental responsibilities and to meet customer needs. Even if we take action and the
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predictions turn out to be incorrect or only partially correct, then we are still better off
than if we had continued using bureaucratic business practices. Conversely, ifBPA takes
no action to become more competitive, even if the identified threats do not materialize, the
concerns BPA's customers expressed in the surveys, as described in the Customer Values
& Needs section, would not be addressed. Furthermore, we will have lost an opportunity
to become more efficient and productive.

Historically, BPA has held the position of low-cost power provider as well as managing
over 80 percent of the bulk transmission capacity in the Pacific Northwest. The benefits
of relying on the Federal Columbia River Power System are great and will continue to
exist for many years if the system is managed effectively. Other factors, however, require
BPA to market its products and services more aggressively and manage its costs better to
retain its competitive advantage:

1. A changing marketplace, in which utilities can or soon will be able to buy products
and services from any seller in the West.

2. New market entrants including independent power producers (IPPs), commodity
traders, and others, resulting in increased competition among an increased number
of buyers and sellers.

3. "Bypass" beginning to occur where retail consumers of utilities can develop
resources at lower costs than they can buy utility power.

4. New resources appearing to some customers for the first time to be competitive
alternatives to purchases from BPA, assuming high BPA rate projections and no
increase in gas prices beyond inflation.

5. Customer uncertainty about future BPA costs, efficiency, and attractiveness as a
business partner, which threaten BPA's ability to continue to maintain its low-cost
supplier position.

BPA's actions may reduce or delay customer resource development but will not prevent it
altogether. Recognizing that customer resource development will occur, BPA must
position itself to (1) influence the timing and amount of resource development, (2) develop
products and markets for the power that will become available, and (3) consider assuming
aggressive partnership or joint venture roles with existing customers as they seek other
power options.

Wholesale Markets

BPA already faces competition for wholesale market share. Currently, 1,400 MW of new
generation is either in service, under construction, committed to, or being negotiated in
the Northwest. Furthermore, 3,000 to 4,000 MW of additional generating capacity is
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being studied by developers. This represents significant competition to the 19,300 MW of
existing Federal resources.

it

Figure 10 illustrates a comparison of the historical trends in forecasts of thermal
generation costs compared to BPA's Priority Firm rate. The costs of thermal generation
forecasted each year come from real levelized cost estimates reported in BPA publications,
such as, marginal cost studies, supply curve reports and least cost plans since 1980. The
costs and the PF rate are reported in constant dollar terms using 1993 as the base year.
The thermal generation costs show how the avoided cost of generation has declined since
the late 70s while BPA's PF rate has increased. Also shown is the type of thermal
generation that the cost each year is based upon. BPA's primary generation alternatives
have shifted from nuclear during the 70s and early 80s to coal in the 80s and then to gas in
the 90s.

Figure 10:

AvoidedCost Of Generation vs. BPA PF Rate
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Although BPA's PF rate today still is competitive with other equivalent power products
and services, BPA's price advantage has eroded significantly and customers must consider
the particular financial risks of relying on BPA when deciding whether to continue to buy
BPA power or develop their own generating resources. BPA faces multiple large financial
risks in the face of a very high fixed cost structure. Endangered Species Act (ESA) -
related replacement power cost and mitigation costs; nuclear plant decommissioning cost
escalation; repayment reform; resource under-performance; and low world aluminum
prices all could put significant upward pressure on BPA rates.

The following views comparing projections ofBPA's price of Priority Firm service and
the cost of gas-fired generation provides the basis for understanding how customers are
likely to consider the tradeoffs of relying on BPA versus developing their own resources
to meet loads in the future. The price ofBPA's power is close enough to the cost of new
generation that could customers reasonably take a chance today on gaining some
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independence from BPA and expect to have it pay off financially as the future unfolds. If
customers take an optimistic view of future gas prices and plant performance and a
pessimistic view ofBPA's ability to control escalating costs, particularly non-power costs,
they easily may conclude the time is right to begin diversifying their supply portfolios. For
BPA this means declining market share. Customer perceptions of the size and likelihood
of financial risks such as environmental mitigation costs, repayment reform and nuclear
plant decommissioning could play a large role in such decision-making.

Figure 11 compares the range in costs for baseload gas-fired combined-cycle combustion
turbine (CCCT) generation and the forecasted range of the BPA Priority Firm (PF) rate
for similar service. The BPA PF rate projections refer to those in the Wholesale Power
and Transmission Rate Projections 1993-2014, November 1993 document. The overlap
demonstrates that even using BPA's forecast there are reasonable future scenarios in
which independent gas generation could provide less expensive power for customers than
BPA PF power. In fact, this is evidenced by current proposals for gas generation which
are being submitted at the low end of the gas price range illustrated in Figure 11. Of
course, specific comparisons would depend on a wide arrayof assumptions, such as the
terms of service, proximity of generation to the load center, and need for reserves.

(The gas combined cycle combustion turbine costs do not include wheeling costs that
could range from 0 to 3 mills/kWh. Wheeling was not included because determining its
cost depends on project specific information. It is reasonable to expect that this type of'
generation is more likely to be located near load centers and as a consequence the cost of
wheeling can be expected to be a minor contribution to the total cost. The cost of
reserves is not included beyond the implicit cost of assuming a 10 percent forced outage
rate in estimating the cost per unit output. Much like wheeling, the cost of reserves
depends on the specific utility system characteristics.)

Figure 11:

Gas Combined-Cycle Costs vs. PF Rate
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Figure 12 shows how an increase in BPA's High PF Rate would close the gap between
the price of BPA's power and the cost of gas-fired generation. BPA customers could
reflect a different view of the future trend in BPA prices by assigning an additional risk
premium to the price ofBPA's rate projections or simply assuming that BPA's official PF
rate forecasts are underestimated. In addition, they may assign an "independence
premium" or "hassle factor" to reflect greater uncertainty and/or their dissatisfaction with
doing business with BPA The effect not only closes the gap between alternatives, but it
also raises the possibility that supply diversification is a current concern instead of one
expected later in the decade.

Figure 12:

Gas Combined-CycleCostsvs. PF Rate
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Figure 13 provides a specific example of how a more pessimistic assumption about future
BPA prices affects the comparison between gas-fired generation and the price of BPA
power. The range of forecasted BPA PF rates used in Tacoma Public Utilities' 1992

Least Cost Resource Plan is significantly higher than BPA's own forecasts. This figure
highlights the importance of customer perceptions of future prices of BPA power and the
costs of alternative sources of supply. Ignoring customer perceptions or minimizing the
importance of BPA 's large, though uncertain, financial risks could lead BPA to an

unrealistic sense of security while its market share erodes due to competition from
independent developers.

FINAL DRAIrr STRATEGICMARKETINGPLAN, FEBRUARY1994 39



Figure 13:

Tacoma Public Utilities Forecasts of BPA PF Rates
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Direct Service Industries (DSIs)

Thereis considerableriskthatsome of the PacificNorthwest'sDSI aluminumplantsmay
permanentlyclose or operateonly intermittently.Theprimaryreasonfor thisreductionof
load is intra-industrycompetition,whichis affectedby publicpolicies, electricityprices,
and subsidiesin otherpartsof the world. If the averageratefor total smelterpower
purchases(1993 dollars)increasedto 35 mills,about50 percentof the smeltersmay not
be ableto remainin business. This loss of load would amountto 1450 aMW.

In addition, a significantamount of potential load loss is driven by competition fromself-
generation, independent power producers,and regionalutilitieswith surplus resources.
Although the intra-industrycompetitiondescribedabove is largelyout ofBPA's direct
control,the latter factors could be deflectedby BPA's decisions in the competitive market.
BPA faces an immediaterisk of potential DSI load loss from smeltersacquiring
combustionturbines. Realistically,up to 600 aMW of CT power may be developed by
three of the most competitivealuminum smelters. This power not only could be used by
the generatingsmelters,but also could be sold to othersmeltersandutilities throughout
the region. Forexample, both Intalco and ColumbiaFalls Aluminumare actively
investigatinggeneration alternativesto BPA.

Retail Markets

Competitive forces present at the retail level are crucial to BPA, because the loss of retail
loads ofBPA's customers results in reduced BPA sales. The competitive forces affecting
our customers at the retail level include: low prices of energy from other electric utilities
and other fuels; increasing investment in co- and self-generation; and possibilityof retail
wheeling. The threat of load loss at the retail level is greatest in the industrial sector, with
less risk in the residential and commercial sectors.
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In some areas, a potential competitive threat is fromadjacentor surroundingelectric
utilities. Figure 14 illustratesthe averageretailrates of four regionalInvestor-Owned
Utilities (IOUs) and surroundingBPA publiccustomers. In certainareas of the region, a
numberof BPA customersalreadypay higherrates than those servedbya surroundingor
adjacent IOU. While higher-than-averagedistributioncosts may be contributingto the
rate differential,these customers' retail loads would become even moreat riskwith
significantBPA wholesale rate increases. In fact one utility, PrairiePower, alreadyhas
mergedwith the Idaho Power Companybecause it could not offercompetitive rates to its
customers.

Figure 14:

Comparison of 1990 to 1992 Average Retail Rates:
IOUs vs. BPA Public Utility Customers
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In other cases, the major competitive threat is from self-generationby retailconsumers.
The amount of industrialload servedby BPA's publicutility customers potentially at risk
of being lost to competition in 1997 is almost 700 MW under a medium-lowgas price
scenario, and 1100 aMW under a low gas price scenario. In addition, morethan
100 aMW of commercial load may be at riskto natural gas suppliers,retailwheeling, and
co-generation.

Extra-Regional Markets & Open Transmission Access

Over the past three years, the electricalutilitymarket climatehas changed in markets
outside the Pacific Northwest, especiallyin California,as it has in the Northwest and
across the country. The availabilityof low-cost natural gas, the high penetrationof
independent power producersand industrialbypass, and the passage of the open access
provisionof the Energy Policy Act of 1992 all have contributedto the inc._eased
competition utilities in these markets arefacing. Further, in Californiaespecially,
economic recession,closure of defense-relatedindustries and increasedincentives for
Demand Side Management have reducedloads and put downwardpressure on prices.
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The results of these current trends in extra-regional markets are threefold: (1) they put at
risk the sales potential from Federal non-firmand surplus firm transactions in California,
upon which BPA traditionally has relied for significant revenue generation; (2) they will
limit additional revenue opportunities in other extra-regional markets; and (3) they will
likely limitor eliminateBPA's ability to minimizeESA fish flow costs by consummating
seasonal exchanges with California and other extra-regional markets.

BPA has already seen the results of these trends in the extra-regional market; Traditional
trading partners such as Southern CaliforniaEdison and Los Angeles Department of
Water and Power are now successfullycompeting with BPA in short- and long-term
seasonal (summer and winter) capacity sales. Over the long-run, however, we believe that
the California market will be a strategic business segment because of its size, eventual
need for new generating capacity, and the large number of displaceable thermal generating
plants.

Summary

Figure 15, Summary of BPA Market Loss Potential, summarizesthe above discussion of
competitionin BPA's variousmarkets. The figure displaysBPA's potential load loss in
three situations. In the extremecase, BPA could lose thousands of averagemegawatts of
load by the end of the century. BPA's directservice industrialand othercustomersmight
acquireneeded power from other suppliers;someDSI operations might shut down; and
retailwheeling would furtherreduce BPA's loads. In a morerealistic case where the
actions proposed by the Marketing Plan are not implemented, the potential load loss is
1400 aMW. In the case that incorporates the effects of the actions in the Marketing Plan,
only 340 aMW of load would be expected to be lost; this amount includes loads that
would be retainedas a result of achievingthe goal of no increase in average rates for the
most basic "firmrequirements"products through 1999 (see the Key Business Assumptions
section).
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Figure15:

Summary of BPA Market Loss Potential
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(1993 Pacific Northwest Loads and Resources Study (Whitebook) medium-case Federal
system forecast of pubic utility andDSI loads for operating year (OY) 1995 is 7780 aMW,
increasing to 8329 aMW by OY 2003. Total Federal system load for these years is 9424
aMW and 9817 aMW, respectively. Potentialload loss estimatesarenot incorporatedin
the 1993 Whitebook forecast of public utility and DSI loads. Loss estimates take into
account public load growth and DSI load decline assumed in the Whitebook medium-case
scenario.)

Figure 15 illustrateswhy BPA must be proactivein respondingto customerperceptions
aboutourcompetitiveness,changes in the industry,and competitionin ourvarious
markets. Our responsivenessis necessary in orderfor us to remaina viablemarketerof
power productsand services, andto continueto fulfillourresponsibilitiesto the region.
We see these threatsas opportunitiesto improve our efficiency,productivity,and
customerservice.
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STRATEGIC MARKETING THRUSTS

The essence of the MarketingPlan is embodiedin the following strategic marketing
thrusts. They underpin allof the key assumptions, goals, and targets in the subsequent
sections of the Marketing Plan.

1. Creation of sustained customer satisfaction through process enhancements, rate
stabilization, and product choice.

2. Maintenance ofBPA's low-cost producer status through optimizing the FCRPS.

3. Development and implementationof customer segment-specific strategies based on
competitive marketing principles and mechanisms.

4. Reinvention and re-launch of conservation and energy efficiencyprograms.

5. Curtailment of the influenceof a wi',/lose "entitlement" philosophy as a driver of
our businessby clarifyingthat benefits availablefor distributiondepend on our
financial success and emphasizing the valueof our products and services.

6. Enhancement of BPA's role as the bulk power wheeler of choice for regional and
inter-regional power flows.

7. Offeringnew products and services to increase revenues from regional and extra-
regional customers.

8. Major revamp of customer processes, through which accountability for meeting
customer needs is established.

While tin'ringand sequencingof these strategic marketingthrusts will be refinedas the
Business Plan is pulled together, the following broad time table (Table 2), Overview Of
Strategic Thrusts By Phase, provides guidance. This proposed schedule would achieve
the productivity gains and revenue enhancements sufficientto dramaticallyconstrain rate
increases until the turn of the century.
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Table 2:
OVERVIEW OF STRATEGIC THRUSTS BY PHASE

1994-1996 ............... 199%1999 ' - 2000-2002 2003-2015 .....
Phase I Phase II Phase IIi Phase IV
Secure Current Maxind_ Customer Leverage Segment Expand Markets
Segment Loads Satisfaction Through Advantage for Geographically
Through Price Targeted Product Mutual Gain
StabHizatlon& Management
Unbundiing/
Rebundllng

I I _ I I I IIIII III I II I I I I I I

• Major cost • Remove remaining • Offer new high • Expand
reductions transmission value products transmissionas

• Offer unbundled s_stem • Expandlines of necessary
productsand impediments business
featuresgiving whereverpossible
customersfull • Offernew
flexibility transmission

• Initiate"new" products
customer • Majorgains in
processes FCRPS

• Begin management
conservation (3-4 percent
reinvention annually)

• Initial gain from • Offernew products
FCRPS to extra-regional
optimization markets
(1-2 percent • Providehigherunit
annually) sales

• Revise Intertie
Access policy

I IIIII II

Discussion Of Marketing Thrusts

1. Creation of sustained customer satisfaction through process enhancements, rate

stabilization, and product choic_

Improving customer satisfaction is one of the primary goals of the Marketing Plan. To be

competitive, BPA must focus on satisfying customers by designing, marketing, and reliably
providing competitively priced products and services to respond to customer needs and

wants. A major step in the fight direction will be to implement the recommendations in

the Marketing Plan and thus minimize the need for rate increases in the next six years. In
addition, to make its processes of providing products and services more responsive to
customer needs, BPA will streamline its decision-making process and establish clear

accountability. BPA will help ensure ongoing customer satisfaction by implementing
formalized customer satisfaction measurement systems with clear responsibility for any
corrective action, if needed.
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2. Maintenance of BPA 's Iow-cost provider status through optimizing the FCRPS.

The preservation ofBPA's low-cost provider position is critical to our future relevance in
an increasingly competitive industry. Only through this position will we remain viable and
maintain the necessary flexibility to respond to market forces. BPA also seeks to bring
new benefits to the region and will allocate those benefits and manage the FCRPS for the
benefit of its utility customers and their consumers, with flexibility to meet fishery and
other objectives.

In addition to strong cost management and productivity gains, more effective use of the
FCRPS, particularly the hydro system, is necessary to achieve this low-cost provider
position. Optimization of the FCRPS may involve: (1) increasing the production
capability at specific hydro and thermal generating plants; (2) adding complementary
acquisitions to our resource mix; (3) operating existing resources more aggressively within
more clearly defined non-power requirements; (4) creating and selling new products and
services that efficiently use the output of our total resources; (5) pursuing co-generation
and self generation joint ventures with our DSI and public agency customers; and
(6) creating and pursuing different approaches to reliability.

In order to create new net benefits from the system, the continuing erosion of usable hydro
system output and the uncertainty of future non-power requirements should be minimized.
One of the most important ways of optimizing regional benefits from the FCRPS is to
optimize usable hydro system output and to better define non-power requirements such as
operations for fish and wildlife.

3. Development and implementation of customer segment.specific strategies based on
competitive marketing principles and mechanisms.

BPA must be increasingly responsive to the needs, wants, and desires of individual
customers. The notion of one product for essentially all customers is no longer valid.
Specific strategies for each customer segment must be developed that will include choices
of a variety of unbundled and rebundled products and services. These products and
services must be designed to meet individual customer needs and priced to create mutual
benefits for the customer and BPA. Strategies developed for specific customer segments
also will generate products and services for other customer segments.

One key approach to creating benefits for customers in the various segments is to
maximize access to and use of the transmission system. This will help to (1) establish and
ensure operation of competitive markets; (2) create markets for products that do not
already exist; and (3) meet customer needs for products and services.

Products and services will be rebundled to meet the needs for each customer segment by
using the customer survey results and relying on direct information from discussions with
customers. Customers will have the freedom to choose different combinations of products
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46 FINAL DRAFT STRATEGIC MAR_TtNG PLAN, FEBRUARY | 994



and services that they believe meet their needs. The prices for some combinations of
products and services may be different from the sum of the prices for the separate
products and services included in the bundle. However, across all customers, pricing and
revenues will be based on total costs. (See the Pricing section for more detail.)

4. Reinvention and re-launch of conservation and energy efficiency programs.

BPA is obligated by statute to encourage and favor conservation as a resource. This
accountability translates well into a more business-oriented future where efficient use of
products supports a strong and viable marketplace. However, the existing conservation
program's exclusive reliance on program incentives to induce consumer participation must
be realigned with a market- and results-oriented focus at BPA. In response to market
forces, a transition must be made between traditional BPA conservation programs and
new approaches which capitalize on BPA's strengths in the emerging competitive
marketplace. Our goal in this reinvention remains to acquire all cost-effective
conservation. To the greatest extent possible, the conservation program will become a
self-supporting product line.

Rather than using the centralized conservation planning and delivery strategies of the past,
BPA plans to use market-based approaches such as price signals that reflect the actual
cost of new generating resources, market transformation, and demand-side management
(DSM) products and services designed to meet our customers' needs.

The following elements comprise the cornerstones of this effort.

• BPA proposes wholesale tiered rates to provide a clear price signal to customers
and consumers to reflect the cost of meeting regional power needs.

• BPA will fund and sponsor market transformation activities intended to
permanently improve the energy efficiency of equipment for targeted end-uses in
the marketplace.

• BPA will design and market self-supporting, new DSM products and services.

To assure that the BPA service territory is developing the appropriate portion of regional
conservation targets, BPA will monitor the level of energy efficiency investment that
results from these three components. Based on available information on the pace of
efficiency investment through market transformation and independent utility programs,
BPA will set sales targets for DSM products to meet or exceed BPA's share of the
Northwest Power Planning Council Plan targets for regional conservation acquisition. If,
after a reasonable period, the overall approach does not produce the desired pace and
magnitude of efficiency investments, BPA will develop new approaches to meet the
conservation targets.

BPA's success as a DSM provider will be determined by our ability to provide high quality
products and services that customers are willing to pay for and have confidence in,
especially confidence in BPA. BPA has a great investment and stake in preserving its
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regional leader,_:dp during the transition from the traditional central conservation planning
and delivery to a market-based DSM strategy. BPA will balance its needs for near-term
rate stability with the importance of ensuring an orderly transition. Relationships with
utility customers must be preserved and maintained. As a result, BPA will pursue the
following objectives:

• Assist our customers in responding efficiently to price signals provided by tiered
rates at the wholesale level.

• Manage the transition of DSM delivery systems.
• Satisfy its contractual obligations during the transition period.
• Ramp up market transformation and new DSM products and services to support

customer conservation initiatives.

5. Curtailment of the influence of a win/lose "entitlement"philosophy as a driver of
our business by clarifying that benefits available for distribution depend on our

financial success and emphasizing the value of our products and services.

Substantial tangible and intangible benefits will accrue to BPA, the region, and BPA's
customers from implementation of the Marketing Plan. The benefits will be derived
principally from: (1) unbundling and rebundling products to provide increased value to
our customers; (2) optimizing the FCRPS to produce a more competitive mix of products;
(3) improving the efficiency and effectiveness of BPA processes; and (4) targeting new
products to existing and newly created markets consistent with statutory obligations.

As a result of these actions, BPA's costs will be reduced and BPA's revenues will be
increased (see the Summary Of Proposed Results: Closing The Revenue Gap section).
The objective of the Marketing Plan is to pass these benefits, over time, back to the region
through reduced rates, accelerated fish and wildlife mitigation, and new product and
ser,,ice offerings. This approach is similar to a traditional business enterprise. The
objectives are: (1) to be responsive to the marketplace; (2) to recognize competitive
forces; and (3) to not only invest in the long-term future of BPA, but also our customers,
the region's consumers and the environment.

BPA carries significant regional responsibility for protecting, mitigating, and enhancing
fish and wildlife of the Columbia Basin affected by construction and operation of the
FCRPS. Expenses for fish and wildlife have been one of the fastest growth areas in BPA's
budget. Although B PA is assuming no changes in current law respecting our fish and
wildlife obligations, the new BPA will manage the fish and wildlife activity to be more
results-oriented. The need for and success of investments will be judged by how well they
benefit fish and wildlife through achieving greater production, improved survival, and
better management of the resources. Because BPA is not a fish and wildlife management
agency, achieving these objectives will require cooperation and partnership arrangements
with state, Federal, and tribal fish and wildlife management agencies.
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BPA intends to remain the low-cost provider of transmission. BPA' s system planning,
design, construction, and maintenance activities will focus on main grid and intertie
facilities, an area in which BPA has core competencies and can add greatest value.
BPA will continue to maintain a safe and reliable transmission system. We will, however,
reexamine the reliability criteria, including the standards/criteria for integrating new
generation, to ensure that we provide the level of service that customers want and are
willing to pay for.

As BPA offers more flexible wheeling services, it also will use a wider range of pricing
options. While pricing based on average costs will continue to be used for some wheeling
services, BPA will make greater use of pricing approaches that better reflect the
incremental costs of providing transmission. Such pricing for services would allow those
whose service requirements do not place certain transmission costs on BPA (because, for
example, the customer assumes the financial and operational responsibility for delivery
facilities) to avoid higher prices that include the costs of BPA providing these additional
service requirements. Incremental cost pricing will be explored for services that require
system additions or impose other incremental costs on BPA. Opportunity cost pricing
should be used when the provision of wheeling service will, because of transmission
constraints, prohibit BPA from engaging in legitimate and verifiable power transactions.
Finally, with flexible services and flexible pricing within a cost-based framework, we
expect higher utilization of existing facilities, reducing the cost to all transmission users
and improving BPA's financial condition.

In addition, BPA is likely to participate in one or more Regional Transmission Groups to
ensure that the system is planned to reliably meet all needs while minimizing costs and
environmental impacts.

7. Offering new products and services to increase revenues from regional and extra-
regional customers.

To create benefits for BPA and the region, as well as allow BPA to maintain the position
of low-cost provider, BPA must intensify and expand efforts to market to discretionary
loads. One such potential market is the extra-regional arena, specifically California and the
Southwest. BPA must expand the products and services offered and create functioning
markets for new unbundled products and services where none exist. A functioning market
is generally characterized by many suppliers and purchasers, and by sufficient information
to allow competition. This strategy will require maximizing the use of the transmission
system, and optimizing and perhaps augmenting the operation of the hydro system, to
secure long-term, mutually beneficial, value-added transactions.
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Under the new BPA, the fish and wildlife function will be funded and managed to achieve
specific increases in critical fish and wildlife populations adversely affected by the power
system. Priority fish and wildlife objectives are expected to come from the Northwest
Power Planning Council's subbasin and watershed planning processes and Recovery Plans
arising from the Endangered Species Act. BPA's funding of projects to achieve the
biological objectives will then occur through a variety of mechanisms, including contracts,
grants, budget transfers, and trusts, provided those entities accepting BPA funds accept
greater accountability for tangible fish and wildlife results.

BPA's budget for funding fish and wildlife projects and providing fishery operations will
be based on that necessary to achieve at least the critical increases in priority fish and
wildlife populations. In years of BPA fiscal success, the fish and wildlife budget would be
increased to accelerate progress in rebuilding populations.

BPA will use a new 10-year implementation planning framework to schedule projec,s and
fishery operations to better ensure that the desired growth in fish and wildlife populations
occurs. This implementation process will deliver greater predictability in fish and wildlife
mitigation as well as program costs. BPA intends to achieve greater understanding of the
need for new fish and wildlife projects and operations through a better understanding of
how each proposal affects our progress towards the biological objectives, relative to all
the other actions already undertaken. A 10-year planning focus should provide greater
stability in fishery operations and increase BPA's ability to optimize regional benefits from
the hydro system.

Finally, BPA is not the sole source of financial resources to implement the Northwest
Power Planning Council's Fish and Wildlife Program, the Endangered Species Act (ESA),
and the National Marine Fisheries Service (NMFS) Recovery Plan. BPA will seek
creative means to achieve cost-sharing arrangements to leverage BPA investments in order
to maximize overall fish and wildlife benefits.

6. Enhancement of BPA 's role as the bulk power wheeler of choice for regional and
inter-regional power flows.

BPA recognizes that its high voltage transmission system is a regional asset that will be
increasingly important as the utility industry becomes more competitive in power markets
overall and to power transactions become more market-driven. In opening its
transmission system strategically, BPA will be a regional and national leader in providing
open access, not simply waiting for direction from FERC.

BPA will operate the transmission system as an integral part of the power system, offering
a full range of wheeling services provided to all eligible transmission users. In terms of
flexibility, firmness, and overall pricing, wheeling services will become even more like the
service BPA provides for the movement of its own power. These practices will benefit
customers who intend to rely on non-Federal power to meet a growing share of their
future loads and will facilitate a competitive power marketplace.
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8. Major revamp of customer processes, through which accountability for customer
outcomes is establishe_

BPA recognizes that significant cultural, organizational, and business method (systems and
processes) changes need to be made so that customers are highly satisfied with how BPA
transacts business with them. We must consistently demonstrate that we are results-
oriented, not process-oriented. BPA will significantly increase the speed of our responses
and decision-making, clarify our policies and procedures, focus on results, and develop
products and pricing that allow tailored offerings and responses to customer requests. To
the extent consistent with its statutory obligations, BPA will reduce its oversight and
regulation of how customers use BPA's products and services. This deregulation will
reduce the need for BPA to review customers' use of our products and make "regulatory"
determinations, thus reducing BPA's costs and process requirements.

I
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SUMMARY OF PROPOSED RESULTS:

CLOSING THE REVENUE GAP

One of the most important functions of the Marketing Plan is to provide measurable
targets and objectives for BPA to achieve in order to increase or maintain the
competitiveness and marketability of our products. The following analysis estimates the
difference between the business results BPA needs to achieve to be competitive and the
results we would achieve with a non-competitive approach. The analysis doesn't reflect
the potential cost impact of regulatory obligations, e.g., additional Endangered Species
Act mitigation, or other potential additional costs, e.g., repayment reform and Trojan
decommissioning.

Figure 16 shows a forecast ofBPA's revenue requirements for fiscal years (FY) 1992
through 2002. Forecasted revenue requirements shown for FY 1994 and 1995 are
consistent with those from the 1993 rate case. FY 1996 through 1999 are the same as
those used to conduct the Northwest Power Act section 7(b)(2) rate test documented in
the 1993 Final Rate Proposal. FY 2000 through 2002 are extrapolations from the
previous years.

Figure 16:
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Figure 17 shows three different possibilities for the trend of the Priority Firm rate. The
lowest of the three lines, the Marketing Plan Baseline, shows a possible trend for the
average rate BPA would charge for the most basic Priority Firm (PF) product if a key goal
of the Marketing Plan is implemented successfully: no increase in average rates for the
most basic "firm requirements" products through 1999 (see the Key Business As,vumptions
section). After that, the average rate would rise slightly, held in control by the cost and
revenue measures described in this Marketing Plan. The middle line, the Traditional
Forecast, is the projected PF rate based on the revenue requirements shown in Figure 17.

I II
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The uppermost line in Figure 17 is labeled "Non-Competitive Approach To Business" and
is based not on BPA's forecasts, but on customers' perceptions of BPA and the resulting
effects in the marketplace. Under a non-competitive approach to business scenario,
customers would act on their perceptions that BPA is difficult to do business with, that
future rate levels are unstable and unpredictable, and that BPA's costs are out of control.
Customers would secure other sources of power, which would lead to significantly higher
rates than under BPA's base forecast. This line shows a projected rate as it would be
adjusted to recover revenues lost due to customers switching from BPA to other sources
of wholesale power. BPA's estimated potential load loss by FY 2002, based on current
load forecasts, is 1400 aMW (see Figure 15).

Figure17:
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•A goal of the Marketing Plan overall is no increase in average rates for _hemost basle 'Ttrmrequirements" products through 1999 (see the

Key Business Assumptions section).

Figure 18 shows the Revenue Gap, the $600-800 million difference between BPA's
Revenue Requirements and the Marketing Plan Baseline revenue (which assumes
achieving the goal of no increase in average rates for the most basic "firm requirements"
products through 1999, resulting in some BPA loads being retained--see below). BPA's
goal of no increase in average rates for the most basic "firm requirements" products
through 1999 is a reasonable response to (1) the potential load loss of up to 1400 aMW;
(2) the need to re-establish trust in BPA's cost management techniques; and (3) threats to
BPA's competitiveness.
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Figure18:

RevenueGap
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Figure 18 is not a precise quantification, because it is based on assumptions regardingthe
future of the electricpowerindustry,customerperceptionsof BPA and options for
acquiringpower from othersuppliers,andBPA's abilityto respondeffectivelyto its many
challenges. The assumptionsthat underliethe gap analysis,however,are valid to indicate
the magnitudeofBPA's responseneededto assure long-termcompetitivenessand
maintainthe abilityto meet power andnon-powerobligations. Figure 18 is a tool to
guide BPA's actionsto generate revenuesand reducerevenuerequirementsto maintain
BPA's competitiveness.

The MarketingPlan suggests four actions BPA can take to "close the gap". These actions
are fundamentalchanges to the way BPA does business, because incrementalchanges will
not yield the resultsnecessaryto close the gap. As mentionedabove, somewill generate
additionalrevenuesand some will reducecosts. TheMarketingPlan suggests four general
ways to close the gap:

1. RetainedLoad;

2. IncreasedRevenues,both new and from unbundlingand rebundlingof new and
existingproducts (including developing, pricing, and deliveringthe firm
requirements products to meet customer needs);

3. Increased Efficiencyand Productivity; and

4. Program "Reinvention".

I I
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Retained Load

The baseline revenues in Figure 18 include the positive effect on the revenue gap of
retaining load. If there is no increase in average rates, in nominal terms, for the most basic
"firm requirements" products through 1999, described as a goal in the Marketing Plan,
BPA could retain approximately 1100 aMW of the estimated 1400 aMW load loss. As the
result of retaining load, forecasted revenues are greater and more predictable than the
alternative of selling finn energy on the spot market (short-term sales).

The role of load retention in closing the revenue gap is significant for three reasons. First,
a high proportion of BPA's costs is fixed. Second, average revenues gained from
alternative markets would not be adequate to recover the average revenues lost by large
reductions in sales to BPA's customers. Third, no major deferrable high-cost resource
acquisitions are being made to support those sales. Therefore, the lost revenues from
large reductions in loads of current customers could not be offset directly, either by
reductions in resource costs or by increased revenues from other markets. It is not
possible to conclude, however, that increased loads (i.e., relative to current forecasts)
would have a positive result. The c_st of new resources generally is higher than the
revenues that can be obtained from increased sales to current customers. Nor does it

mean that BPA should take on additional costs or reduce prices simply to retain all
existing load, because these inexorably would erode BPA's overall competitiveness.

Load loss does not have negative financial consequences ifBPA is making equivalent
deferrable short-term purchases of high-cost power. The amount of load loss that could
be tolerated in the short run would increase ifBPA loses additional Federal hydro
capability (for example, due to increased fish mitigation actions). Of course, in the long
run, BPA must retain its ability to generate sufficient revenues to cover its costs.

Some ofBPA's loads possess specific characteristics that make them desirable for BPA to
retain in order to generate higher and more predictable revenues over the long term.
Some of the characteristics that would make a load desirable for BPA to retain include:

facilitation of capacity sales, energy exchanges, and management ofBPA's fish flow
obligations with fewer problems; efficient protection for and utilization of the transmission
system(s); and system benefits from the load's specific location on the transmission
system.

New Revenues

Figure 19 shows the effect on the revenue gap of increasing revenues by unbundling and
rebundling products, by increasing sales in some markets, and by improving power system
efficiency. This is complementary to retaining loads and through holding basic firm
requirements rates constant as discussed above. The up arrow shows how the gap would
be narrowed due to increasing revenues over those assumed for the Marketing Plan
Baseline. Revenues from unbundling and rebundling existing products include those that
would result from users of certain features and services paying for the product directly.
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That is, BPA would separately price some products it currently gives away under the
umbrella of the current "one-size-fits-all" Priority Firm, Industrial Firm Power or Variable
Industrial Power rates. In addition, unbundling and rebundling willallow BPA to offer a
wider array of products in greater quantity and, with appropriate pricing, to optimize more
fully the operation of the FCRPS for the production of those products and services. This
will produce greater revenues from both within and outside the region.

Figure 19:

Closing the Gap with New Revenues
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Following is a summary of the sources of these new revenues:

Additional Power System Efficiency: Based on consultation with system operations
personnel, we assumed achievementof a 4 percent increase in system output by the
year 2001, with a slow ramp-up beginningin 1994. The increased output would come not
only from changes in operations, but from investments in both hydroelectric and thermal
power facilities to increase their capability. These are summarized in Table 3 below:

Table 3:

Additional Power S_'stem Efficiency+ _ ,+ _+ .- jl +. ++ I . +

• 1992 1995 1998 2001 2002
-- I III III II I I I

Base GWh (thousands) 80 83 78 78 78
Targeted Improvement Rate 1.0% 3.0% 4.0% 4.0%
Incremental GWh (thousands) 0.8 2.3 3.1 3.1

S-T Power Displacement Price (mills/kWh) 23.1 25.3 28.3 29.4
Marginal Revenue ($mm) 19 59 88 91
Seasonally Adjusted @ 75% of Target Rate 14 45 66 69

Risk Factor Reduction @ 20% 3 9 13 14 |
_::'..v. ::_: : _::.: ::. : .._.::.::_ _¢ : :; ::_.:... ::..:. : ::...:._::.....;.:.:.:.:.:.:.:.:.:.:.:.;._........ :':':"_":'._:':':"' ":':.:':" ":':':":':........ _:_:_:_:_:_:.::_:._:_:_:_:_:_:.:_:_:_:_:_:_:_:_:_:_:_:_:_:_:_:_:_:_:_:_:_:_:_""' "_i"'" ':';........ :...:.:.:.:.:.• • .:...:., .:. +.,:.:,,,..:....,..,,.,..v.......,,....'.........v...
I:::" ................... " " ' "".... """""" "'" "'"" "'" " " ' "'"" ' ;_': :_:"'::"4":':':_:.:.:_:f..'.:.:..;_:_:..:0;.:.:_4;:.:.:.:.'.'.:_:.:.'.:.:.:.:.:._: ;:...:.:.:._.:4..:,... • ..:.:.:..:.:..;.'.:.:.:.::;-'" ' : ::::::::::::::::::::::::.: '" "

.............. :ffff¢(f_ ..... II I ............ '-'...........................................................................

Enhanced Revenues From Product Repositioning, New Products From Unbundling, &
Strategic Surplus Sales: BPA expects to gain new revenues from Repositioned Products

II I
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(products for which BPA proposes to change the rate design or charge separately), New
Products (products not currently being produced by the Federal System), and Strategic
Surplus Sales (products provided under different business arrangements to achieve
sustained net revenue stream). The assumed new revenues from these categories are
summarized in Table 4 for selected years. Additional detail on what is included in these
categories in the first year after the planned 1997 rate case (i.e., in 1998) is shown in
Table 5, Estimated Revenues From New ProductsSelling Approach. For additional
detail on individual products, refer to the Products section.

Table4:

NewRevenues_$mm_nominal_
.... 1992 1995 1998 2001.......................... Ill I Illlll I fl - I I Illll I Illl I I Ill Illlll II I I Illl II I

KepositionedProducts 0 25 80 80 80
NewProducts 5 10 45 45 45
StrategicSurplusSales 0 15 35 35 35
Other 0 10 85 85 85

.'-_'. _.'.'._.'.'.'.'.'.".'.'.'g.*._.'.'.'.:.'._._.'_:.'.'_.'.'.'.'._..._:_.'.Xe.'..._.:.._......_._._ g"_."_ _"_' "'".:_'" " " "".' _.'._'_._ "._'_'_'_X .:.'"-." _.'" '.'_ -'.".'""_. "_."' _."' ..".'."._.'.".'.'"'_ '".".'.'" .... '_.'. " '*'. '-"_:.: ._:.".'." .: .'..'.'.'_.._.:.';%." .. ".'.'_ '.:.V." . : ..._:_.:. s. _:,_:_.._.... _:_:_ ._.. :.¢.o.: ._ _._._._._.._._.... s_ ._.:o....._._._ • "._- _.,.:_ .:¢_:....'"' _'._;:.._:_:'..¢:.:..:_:_:..... ....:.....:.:_:.:..::.::.'"... :¢ :_:.p.:_:_..._:_:.:.."_.. '

Efficiency & Productivity

Figure 20 shows how BPA's projected revenue requirement could be reduced by
implementing efficiency and productivity improvements. The down arrow shows how the
revenue gap would be narrowed by reducing BPA's revenue requirement. The targeted
efficiency and productivity increases are those that previously were announced by BPA,
$100 million per year by FY 1997. They include the announced 600 to 800 reduction in
BPA and contractor full-time equivalent (FTE) and implementation of the proposals
developed in the Function-by-Function Review. We assume the value of these gains
would increase with the rate of inflation after 1997.

Figure20:

ClosingtheGap withEfficiency& ProductivitySavings
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Table: 5:

ESTIMATED REVENUES
From New Products/Selling Approach

--,, , , , ,, _$ Millions,,,,InFY 1998_ , '_Curre,

Product Product O_Cripaon EstimateIIII [ ................. ii I I Illll I IIiii i Illlll I IIIIII I II I Illl II I II III I II

Reposltioned Products
Subtransmission Subtransmission will be included in standardfirm requirements

service, but the $30 million cost will be excluded from rates to
customers taking deliver), at networkvolta6e. 30

GenerationGuarantee A fee to convert customer resource output to system firm energy,
fromcustomers in BPA's controlareawithout a Service & Exchange
Agreement. 4

ControlArea Reserve A fee to recovercosts of operatingreserves BPA provides for
Service customerresources in BPA's controlarea. Applies to metered and

computed requirements purchases without AC_ for resources and
interruptiblepurchases. 10

Interchange Energy Revenues from increasing InterchangeEnergy (IE) pricing under
PNCA. This estimate assumes IE is priced closer to market rates
and BPA is a net exporterof this commodity. 10

Flexibility Services A chargeto use federal reservoirsto shape BPA purchases around
changes in non-Federal generation. Applies to computed
requirements purchasers who shape their FELCC annually and
seasonally. 6

Unanticipated Load Increased revenues frommakinga forecastedamountof winter
Growth& Take OrPay capacity takeor pay andcreatinga productfor unanticipatedwinter

Products _ak sales. 20
Subtotal &O

New Products

PriorityService Rights BPA cost savings from only purchasing reserves we can and will
use. Transmissionstability reserves fromDSI loadsor other large
loadsare our primaryneed. The revenue increase is the avoided
costof additionalreserves assuming DSIs sign new contracts. 25

Reactive Power Increasedcharges and new charges to other power systems thatuse
reactivepowerfrom BPA'scontrol area. 20

ConservationProducts To Be Deter_ed/TBD/ TBD
Subtotal 45

Strategic Surplus Sales
Calif., Opportunities Sale of additional2000 MW summer capacity to CA and the SW.

(Summer) These are the resultof more aggressive, market oriented capacity
sales. 32

NW Opportunities Providing1000 MW of LoadFactoringto Northwestutilities and
(Winter) selling one yearblocks .ofwinter capacity. These are the resultof

moreaggress,!ve,marketorientedcapacity sales. 18
Subtotal 50

Power System Efficiencies Increase in revenues and/ordecrease in purchase power cost as a
result of (1) increased federal hydroandthermal resource output,
and (2) increased value of output. 36

Additional Repenue Needed Other revenues from unspecified sources required to close the
To Fill "The Gap" revenue gap (see Summary Of Proposed Results: Closing The

Revenue Gap) 70

..................................... :!'/I_. IL................. _-iiii_!_iiiiiiiiii!i i_ii_ii_!iiiiiiiiii_iiiiiiiili!iii_i_iiii_iiiiiiiiii_!ii_iii_',_!ilii!iiiii!!_ili_iiii!iiii_,!_!ii_ii__',ii_i_i_ilili__',ii_i!i',iiiii_iliiii',!i_iii_!i!i',_iii__,ili'_iiiii',i',_i_,i',iii_,__',__iiiliiiiii_i!iiiiiiii'///_i!iiii!_,!ilii_'_iiiiiiiiii__,!',ii_iiiiiiiii',i'_iliiiii_iii_il
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Program Reinvention

Figure 21 shows how BPA's projected revenue requirement would be further reduced
with program reinvention. The down arrow shows how the revenue gap would be
narrowed if"revenue requirements were reduced by program reinvention in addition to
improvements in efficiency and productivity. Program reinvention is an effort to manage
future revenue requirements, although it does not equate simply to budget cuts. Rather,
reinvention is a major new effort to reshape BPA's programs to complement other aspects
of the Marketing Plan. For example, tiered rates and unbundled/rebundled products and
prices will provide BPA's customers with price signals that more closely reflect marginal
costs. These actions will reinforce the competitive market, allow BPA to reduce
conservation program incentives, andultimately result in a conservation program that
produces revenue. Taken together, these actions will allow us to meet our goal of
acquiring all cost-effective conservation at much less cost to BPA. Also, a portion of
BPA's fish and wildlife program spending could be more closely tied to BPA's level of
competitiveness. Construction, operation, and maintenance of the transmission system
will be conducted in the most efficient and cost-effective manner consistent with a

business approach, rather than a more traditional programmatic approach.

Figure 21:

Closing the Gap with Cost Savings
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Summary

Figure 22 shows the cumulative impact of reducing BPA's revenue requirement and
increasing revenues using the actions recommended by the Marketing Plan. In some
years, revenues exceed the revenue requirement, which would allow BPA to reduce rates
for its firm power and transmission customers, add to its reserves, or add to BPA's net
revenues used to repay the U.S. Treasury. In other years, a revenue shortfall of some size
would still remain, and BPA would have to take action to eliminate the gap. In a few
years, revenues might equal or come close to the revenue requirement.
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Figure 22:

Closing the Gap with New Revenues & Cost Savings
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Figure 23, Marketing Plan Targets By Categories Summarized, shows total productivity

savings, cost savings, and new revenues by year.

Figure 23:

Marketing Plan Targets By Categories Summarized
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The Marketing Plan recommendations would change BPA's "running rates", or projected
costs and revenues based on current trends, by a total of approximately $685 million by
the year 2002. The results for selected years are summarized in Table 6, Net Result Of
Marketing Plan Recommended Changes This table shows that the recommended
changes would result in positive net revenues in some years. As mentioned previously,
these results don't reflect the potential costs of such uncertain factors as additional
Endangered Species Act mitigation, repayment reform, or Trojan decommissioning Nor
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do they include the offsetting impact of increased net residential exchange costs BPA
would incur if it successfully reduced its other costs as a result of the Marketing Plan
recommendations. In certain years, the net revenues shown in Table 6 may not be
sufficient to fully cover significant increases in net residential exchange costs. If
significant revenue shortfalls result from any of these factors, BPA would have to take
further action to close the revenue gap.

Table 6:

.... Net Result Of Marketing Pla n Recommended Changes _Sm,,m,nominal_ I I IIIlira

1992 1995 1998 2001 2002
" - " I IIIIII I I II I I IIII II IIIIII I I II II I II IIII I II II II II I II II I I I II I I II III I I I I

Targeted Incremental New Revenues 0 75 280 300 300

Targeted Productivity Gains/Cost Savings 0 80 275 360 385
Total BPA Revenue After Marketing Plan 1930 2515 2755 2990 3075
Total BPA Costs 2200 2440 2695 2940 2905
Created Net Revenues Available for

Risk Coverage/Implementation Slippage 0 ,, 75 60 50 170

Note: All cost, savings and revenue dollars are rounded to the nearest $5 million.
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KEY BUSINESS ASSUMPTIONS

Basedupon BPA financialperformance,expressedcustomerneeds anddesires, andthe
marketingenvironmentinwhichwe now findourselves, it is clearthat the MarketingPlan
mustbe based on the need for change. The eight marketingthrustsdescribedearlierinthe
Strategic Marketing Thrusts sectioncan be accomplishedbyrealizingthe Key Business
Assumptions outlinedbelow.

KEY BUSINESS ASSUMPTIONS

Concept Supporting[Rationale & Discussion
1. A goal of no increasein • A moreeffectiveand efficient BPA that is customer-driven

average ratesfor the most basic and market-focusedcan reducecosts and increase revenue
"firm requiremekits"products to the point where rate increasesfor some productsare
through 1999. eliminated or minimized. The basic "firm requirements"

productsforwhich the goal of no increasein averagerates
wouldbe pursuedare the specific bundledproductsthat
BPA will sell to meet the firm loads of regionalcustomers
net of theirown dedicatedresourcecapability. Other
productsand services,offeredeither unbundledor
rebundledand sold by BPA to meet additionalcustomer
needs, would be sold at differentrates. Ratediscounts,
such as the irrigationdiscountand the low-density
discount, arenotassumed to be continued.

2. Productivitygains reaching • The Function-by-FunctionReview identified reductionsin
$75-$100 million peryearby BPA costs of this magnitudethat areachievable through,
yearfourof implementation, e_ciency gains that can be implementedimmediately.

3. New revenuestotaling $150- • New revenueswouldcome from chargingseparatelyfor
350 million peryearby 1998 some services currentlyprovidedfor free to a limited group
fromall sources, including of regionalcustomers,fromsale of new productsnot
repositionedproducts, new currently offered, andfromemphasizing surplus marketing
products, and strategicsurplus as a strategicbusiness.
sales.
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KEY BUSINESS ASSUMPTIONS

_II_L II_ILI_II_!_I¸ i
Conce_t:: " Supporting Rationale &Discussion
4. Achievehighandcontinually• Improvingcustomersatisfactionisaprovenstrategyfor

improvingcustomer gaining a competitive edge. BPA cannot become more
satisfaction by changing the business-like and competitive without improving customer
way business transactions are perceptions of the quality of service it provides. By
conducted so that customer changing the way our business transactions are conducted
perceptions of quality of service so that customer perceptions of quality of service more
received more closely match closely match their expectations, we will achieve high and
their expectations, continually improving customer satisfaction. Sustainable

customer satisfaction can be achieved by: (1) creating
Customer Account Executives to be revenue centers for

BPA; (2) establishing clear delegation and accountability
for customer satisfaction results; and (3) fostering an
unfailing commitment throughout the organization to
excellence in delivering service to our customers.

5. Re-focus offish and wildlife • The rationale is based on a three-part reality: (1) our price
program to achieve results, competitiveness on average and at the margin must be
Adopt a concept of a baseline maintained in order to sustain a fish and wildlife
program which maintains protection, mitigation, and enhancement effort; (2) a fixed,
current levels with an escalator increasing rate of expenditures on environmental costs ray
tied to achievement of targeted not be consistent with our mandate to "exercise sound
agency financial results, business judgment" in managing the FCRPS and must be

replaced by reinvented programs that are results-oriented;
and (3) it is prudent to make environmental expenditures
now to prevent the need for later environmental mitigation.

• Achieving and sustaining the baseline expenditures may be
supported with investments in USCE/USBR facilities that
meet fish & wildlife goals at lower operational cost.

6. Reducecapital expenditures , Reduce the pressures on future rates; look for technology-
other than conservation and based productivity gains to maximize the return on capital
fish and wildlife from the post- expenditures.
1993 rate case levels.

i I
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KEY BUSINESS ASSUMPTIONS

i/zi_i!!z{_i/i_:_iiiiiili_i!il!ii_!!:iiii_}_i:ili_i_i:i_i!/i!_ii}/ii:ii!_:!/_)/i_il4(i:!_ii_i .... : • •
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7. Implement a reinvented • BPA will realign its conservationprogramto be consistent
conservation program that with a marketfocus. To permita significant reduction in
replaces reliance on direct the direct incentive payments forconservation that add
incentive payments with a pressureto increaseBPA rates morerapidly than those of
combination of (1) price its competitors,BPA will strive to makethe conservation
signals; (2) financially self- programself-supporting by (1) proposing tiered wholesale
supportingDSM productsand rates to provideclear price signals to customersand
services; and (3) strategic consumersto reflectthe cost of meeting growth in power
investments in market demands;(2) funding andsponsoring market
transformation,which will transformationactivities designed to permanently improve
result in greaterenergy the energyefficiency of equipmentapplied in targetedend-
efficiency overall, uses in major energymarkets; and (3) designing and

marketingnew Demand-SideManagement (DSM)
productsand servicesthat are wholly or partially self-
supportingand that generate new revenuesforBPA.

8. Pursuean aggressiveemployee • fiignal a genuine shift towardbusiness practices; provide
incentive compensationsystem incentivesto acceleratethe rateof organizationaland
throughwhich a substantial processchanges; providean extrareasonforsustained
portion of total compensation commitmentto the Business Plan during the period of
(e.g., up to 20 percent of pay) turbulenceassociatedwith adoptingthe Business Plan and
forkey employees,including at all thatit implies; attractand maintain individualswho can
least all managersand contributeto both the social and business agenda of the
supervisors,is determinedby, agency.
performance results.

9. Operatethe FCRPSwithin non- • Maintain the energyand capacitypurposesof the FCRPS:
power requirementsto create 1- define non-power requirementsso as to secure certainty
4 percentadditionalusable and stability in the power capabilityof the system and thus
capabilityor value over the securethe additional revenues and customer/consumer
next 5 years, benefits fromenhanced riveroperation. The totalpower

increasewill derive from a combination of operational
certainty from the SystemOperation Review (SOR),
increased efficiency of operations, and modification of
operational risk management strategies.

10. Adopta "financial escalator" • Ensure that the fundamentalpurposesof the FCRPSare
philosophy fornon-core supportedby all customersand constituents. Clarifythat
expenditures, non._,oreexpendituresand investmentswill be supported

as business results allow. The Business Plan will notpre-
empt BPA expenditures foractivities undertakento comply
with environmentalor othersafety-relatedrequirements.
We will apply"cost-effectiveness"and risk analysis
techniquesto ensurethat we complywith all applicable
laws and regulationsin the most efficient andeffective way
possible.
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KEY BUSINESS ASSUMPTIONS

, , DiscussionConcept .... Sup_oetinE Rat_nale &
11. Establishthe abilityto market • By appropriatelydefining "firm requirements"products

quasi-and purecompetitively and allocating appropriatecosts to this group,the
pricedproducts, remaining powerproductsmaybe pricedbased on other

than embeddedcosts wherefully competitive marketsexist
or whereotherwiseappropriate. All marketingwill be
consistentwith the Regional PreferenceAct directives.

12. Adopt a more open • By strategically further easing the restrictions on accessing
transmission policy and BPA's transmission system, all constituents will receivea
increase transmission system signal that BPA supportsactions to assure transmission is
utilization, not an impediment to an open, competitive bulk power

market. Open transmission, combined with functioning
marketsfor some products,allows customers to effectively
implement choices offeredby BPA. It also is key to
achieving the fully competitive marketsreferredto in 11
above. Benefits to BPA include increased revenue from

new products and services and from increased transmission
utilization.

13. Create a benefit redistribution ° Additional revenues will be created by
mechanism for the additional unbundling/rebundling existing products and marketing
revenue created by unbundling, new products. BPA will develop an allocation schemethat
rebundling, and moreeffective firstbenefits existing customersthrough ratesbut offers the
marketing of existing and new flexibility of meeting other objectives, including such
products, things as increasing the pace of fish and wildlife activities

and accelerating the treasury repayment.

14. Explicitly craft Segment ° Signal a recognition that price and directeconomic issues
Strategies that recognize non- are not the only driving issues in our customers' planning
quantifiable values in customer and decision-making processes.
decision-making, e.g., choice in
source of power supply,greater
price stability and
predictability, enlmnced
planning flexibility.

15. Develop and adopt a more • Effective business decisions require the elimination of
business-like accounting system ambiguity that results from differences between
that recognizes the operating theoreticallybased economic analysis and more traditional
realities of our generating and accounting-based financial ana!ysis.
transmission system, thereby
explicitly dealing with actual
increments of cost.

I I I I I I

I iiiii
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KEY BUSINESS ASSUMPTIONS

IIlllllI l I I I

:Concept. ,, , Supportin s Rationale & Disc us_on
16. Adopt a tiered rate mechanism • This mechanism provides a cost-based "firm requirements"

for "firm requirements" product overall and sends a marginal price signal. The
services, combination of this mechanism with the other concepts in

this Plan will accomplish BPA and customer objectives
without aUocating portions of the FBS to individual
customers.

17. Establish a proactive, customer- • Extra-regional energy marketplaces represent a significant
oriented position in extra- potential market for BPA's new products. To increase
regional markets, revenue in this marketplace, BPA must understand and

cultivate customers in these markets and develop a long-

term, mutually beneficial strategic alliance with them.

I I

I I
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MARKETING PLAN IMPLEMENTATION
Illll I I I
II I Ill I I I

The Marketing Plan significantly impact the 10-year planning process of the agency.
Specific findings and recommendations will be presented in the Business Plan to be
prepared in early 1994.

The Marketing Plan is designed to allow us to achieve our goal of being the low-cost
supplier as well as to turn utilities' independent resource development into a win-win
situation. Rather than erecting "regulatory" road blocks, BPA will encourage customer
market choice. Utilities will be able to select the conservation and resource mix they
prefer with the assurance that BPA will transmit and integrate that power into their load.
BPA's rates will be based on the cost of providing the products and services necessary to
integrate independent resources into the customer's load and BPA's system. The region
will be better offby encouraging the least-cost mix of conservation and generating
resources, and efficient operations and dispatch.

The Marketing Plan is guided by, and consistent with, all the laws that govern BPA.
Some of the important requirements that shape this Plan include:

• BPA's rates must be designed to recover BPA's costs in total, without a profit that
a private business might earn. Any additional value is returned to the region
through lower costs, more services, or reduced debt.

• BPA's sales are subject to the preference and priority accorded public bodies and
cooperatives.

• All sales also are subject to regional preference established in P.L. 88-552.

• BPA is obligated by Section 5 of the Northwest Power Act to meet the "firm
requirements" of its customers.

• BPA's resource acquisitions are to be guided by the Northwest Power Planning
Council's plan, including a priority for conservation.

• As confirmed in the Northwest Power Act, BPA has a fundamental stewardship
role to protect, mitigate and enhance fish and wildlife affected by the Federal
Columbia River Power System.

• BPA will fully comply with other statutes such as the National Environmental
Policy Act, Endangered Species Act, Freedom of Information Act, Occupational
Safety and Health Act, and other laws.

Ill l II I Illl
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In conducting the Competitiveness Project and implementing the Marketing Plan, the issue
for BPA is not whether or not to comply with these mandates, but how best to comply.
We view these statutes as improving the way we serve the public and our customers. As
we strive to combine the best of business with the best of government, BPA is committed
to ensure that our environmental responsibilities and investments produce the results
desired by the region. BPA's ability to compete has a direct relationship to our social and
environmental responsibilities. Failing to be competitive will affect our other objectives,
and failing to produce environmental results will reduce our competitiveness. Unless we
act openly and fairly, consider environmental and health impacts, and seek to prevent the
further listing of threatened and endangered species, we cannot expect to serve the region
well.
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MARKET SEGMENTATION 0 VER VIEW

Customer segmentation is the grouping of customersbased on common characteristics
and needs. Segmentation is based on the assumption that a structured and tailored
approach to such customer groupings is in the best interest of both the supplier and the
buyer. Segmenting the marketplace is accomplishedby breaking down heterogeneous
groups of customers into smaller horfiogeneousgroups. BPA's customer segmentation is
illustrated in Figure 24, Marketing Plan Customer Segmentation.

Customer segmentation allows BPA to understand and respond strategically and
specificallyto the changing needs of its major customer groups. Through customer
segmentation, BPA will be able to:

• Ensure that products and servicesoffered produce the desired results based on
BPA's Vision and Strategic Business Objectives.

• Emphasize offeringproducts and services that best meet BPA's strategic
objectives and customers' needs.

• Better understand and respondto customer-basedneeds, not in legalistic terms but
rather in value-creating terms. (See the Role Of TheMarketing Function section.)

• Improve accountability for meeting customer needs.

• Determine priority of resources to meet customer needs most efficiently.

Segmentmanagement requires understanding the differences among the needs of different
segments. The more that BPA targets the products and services it offers to given
segments, the more effectively we can meet customers' needs and thus our own needs.

Figure 25, Customer Segmentation & Strategy Development Process, describes the
sequential process of developing customer segments, developing segment profiles, and
determining Segment Strategies.

As Figure 25 illustrates, the customers' needs, the customers' competitive alternatives,
and BPA's Strategic Business Objectives are formulated to develop segmentation criteria.
BPA's traditional customer class groupings are refined based on detailed customer
characteristics, including load growth, geographic location, product and service needs, and
retail customer mix.

Segment profiles are developed based on broad core strategic thrust concepts, the
segment definition, segment characteristics (e.g., load data, economic data, business
values, competitive alternatives), and products and services needs. The segment profiles
are used to customize Segment Strategies for each customer segment.

I lll
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The next step, "strategic direction", provides a general framework and context around
which more comprehensive Segment Strategies are developed. The procedure involves
mapping BPA customers' values against BPA's values. Where the two sets of values
intersect, the segments are assigned a strategic direction for use in market planning. Due
to limited information, primarily BPA financial statistics, this procedure has only been
partially completed. As the Segment Plans are developed, the "strategic direction"
concept will be revisited.

Figure 26, Marketing Plan Progression, outlines a schedule for the continued
development and refinement of the Marketing Plan and the Segment Plans. During late
spring and early summer 1993, BPA's executive management developed and refined key
concepts and guidance needed for the Marketing Plan. The final result of this corporate
guidance is embodied in BPA's Vision and Strategic Business Objectives. All of the
Marketing Plan's goals, beginning with the development ofBPA's Strategic Marketing
Thrusts and proceeding through _he implementation of the Marketing Plan, are driven by
this guidance and are aimed directly at pursuing BPA's Vision and achieving its Strategic
Business Objectives.

Through the summer and fall of 1993, BPA developed the Strategic Marketing Thrusts
which underlie all of the Marketing Plan's assumptions, goals, and targets. Further, they
drove development of the Segment Strategies. The Segment Strategy Summary section
and Table 7, Segment Strategy Summary, describe the common key character:.'stics and
strategic concepts which already have been developed for each segment.

Through the Spring of 1994, BPA will be refining the Segment Strategies and developing
the Segment Plans. The Segment Plans will contain the specific tactics and programs for
implementing Segment Strategies. Using the Segment Plans as guidance, first drat_s of
customer-specific Marketing Plans, or Account Plans, will be developed by Fall 1994.
Implementation of the Marketing Plans wiU begin thereat_er.

The Marketing Plan emphasizes satisfying customers, meeting their needs, and maintaining
the efficiency and low-cost position of the FCRPS through well planned and well executed
marketing programs. BPA's customers expect a basic level of quality and reliability,
timely problem resolution, and courteous, respectful interactions. Customers within each
individual segment have additional expectations based on their specific needs. BPA must
recognize and meet segment specific expectations. It is through meeting customers'
expectations and providing added value that BPA will position itself as a "provider of
choice," able to effectively compete in an increasingly crowded marketplace.
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Figure 24:

MARKETING PLAN
CUSTOMER SEGMENTATION
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SEGMENT S TRA TE G Y SUMMA RIES

The following are Segment Strategy summariesfor most ofBPA's definedmarket
segments (see Figure 24). Segment Strategies were not developed for all segments due to
limited financialand economic statistics, and limitedtime. Further, these segments and
strategies are not static; we willcontinue to develop and redefine them as our customers'
needs change over time.

Regional Public Customers, Highly Independent Of BPA;
Large Utilities With Generation & Mid-Columbia Project Owners

The largest utilitieswith generation and the Mid-Columbiaproject owners represent about
8 percent ofBPA's total revenue and produce nearly 20 percent ofBPA's firm network
wheeling revenue. This segment is experienced in developing and operating resources.

The primary strategicthrusts for this segment are (1) providetailored products and
services to meet customers' needs; (2) provide highly technical conservation consulting for
a fee, as most of these utilities have experienced conservation staff; (3) explore joint
ventures for power generation, where these customers could have the option to purchase
project shares in small increments with auxiliary services such as shaping, scheduling,
wheeling, storage, back-up power, and fuel management services; and (4) provide open
transmission access. BPA needs to retain its flexibilityin coordinating the Federal hydro
system in order to provide better coordination services,but shouldmove toward a
"partnership" relationship with these customers.

Regional Public Customers, Partial & Potentially Partial Requirements;
Large Utilities

This segment comprises customerswho are not full requirements customers,system loads
greater than 250 aMW, that provide almost 10 percent of both total BPA load and
revenue. Their current strained relationship with BPA could result in a willingnessto pay
a substantialpremium for increased independence from BPA. In view of this situation
there are three primary goals with respect to this segment: (1) increase customer
satisfaction in business transactions; (2) provide services to support their desire to
diversifysuppliers; and (3) explore generation joint ventures. This situation also provides
opportunities for BPA: (1) these utilities are supportive of the New BPA concept, and
successful reinvention could help to forge new, positive relationships with these utilities;
and (2) revenues could be enhanced by charging appropriately for services provided to
support the customers' independent resource development.
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Regional Public Customers, Partial & Potentially Partial Requirements;
Agriculture & Irrigation Dominant

i

This smallsegment (2 customers) produces one-half of one percent ofBPA's total
revenue. It is made up of BPA utility customers that currently (or in the future will) own,
control, or have contracted for non-BPA resources to serve a portion of their load, and
whose economy is dominated by the effects of the agriculture sector. These utilities serve
some irrigation and agriculturalbased consumers, yet the largest share of their load and
revenue is found in the residential,commercialand/or industrialsectors. Although the
issues surrounding irrigation energy use are important, of equal or greater importance is
the economic health of the agriculture industryas a whole. These utilities rely heavily on
agriculture-relatedindustry such as food processing for their economic base. The utilities
see the necessity of maintaining a relatively stable agriculturalindustry to provide
economic stabilityfor the manufacturers in their communities.

The strategic thrusts for this segment are (1) establishand co_.tinually_mprovebusiness
relationships in which BPA fullymeets customers' expectations regarding excellence in
product and core service quality; (2) position BPA as a partner in stabilizing customers'
manufacturingload by offering industry value-adding rebundled power products (where
possible based on load characteristics, etc.) and demandside managementproducts;
(3) function as a supportive partner to present a fully integrated utility approach to the
increasinglycompetitive marketplace;(4) provide a varietyof unbundled products and
service options targeted at helping utilities meet their load growth, including Tier 2 power
products, generation joint ventures with customers, value-adding unbundled products for
customer-owned resources, demand side managementproducts and services, and facilities
services offering low cost construction expertise to deliver turn-key facilities for
integrating new generation or serving new load; and (5) establish a partnership with
irrigation customers to assemblethe components of a lower cost, higher dollar risk
alternativepower supply for irrigators, includingnon-firm, spot market surplus, rebundled
power products, and demand side management.

Regional Public Customers, Partial & Potentially Partial Requirements;
Manufacturing Industry Dominant

This segmentconsists of 13 customersthat produce13 percentofBPA's total revenue.
In the future,the utilitiesin this segmentmayown, control,or have contractedfor non-
BPA resourcesto serve a portion of their load. Generally,these utilitieshave over
25 percentof their load dedicatedto manufacturingplants,with one or a few large
manufacturingplantsin each serviceterritory.Consequently,the communitiesandthe
utilitiesareconcerned aboutpreservingthe stabilityand viabilityof these industries. This
segmentis projectedto grow 175 aMWinthe next 10 years.

This segmentis most concerned aboutthe volatilityof the economies withinthese utilities'
service territory,and the largevolumeof load growth. To meet these concerns,BPA's
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primary strategic thrusts are to (1) establish and continually in'prove business
relationships in which BPA fully meets customers' expectations regarding excellence in
product and core service quality; (2) position BPA as a partner in stabilizing customers'
manufacturing load by offering industry value-adding rebundled power products (where
possible based on load characteristics, etc.) and demand side management products;
(3) provide growth management services such as Tier 2 power products, generation joint
ventures with customers, value-adding unbundled products for customer-owned
resources, demand side products and services, and facilities services, offering low cost
construction expertise to deliver turn-key facilities for integrating new generation or
serving new load; and (4) function as a supportive partner to present a fully integrated
utility approach to the increasingly competitive marketplace.

Regional Public Customers, Partial & Potentially Partial Requirements;
Fast Growing

This fast-growing load segment consists of 13 customers and produces about 5 percent of
BPA's revenue. It has growth rates forecasted at 1.9 percent per year (75 aMW in the
next 10 years), and consists mainly of customers who are considering developing their
own resources, because of management philosophy and economic feasibility. Within the
framework of wholesale tiered rates, this will create a new, competitive, open marketplace
where BPA has to compete to serve their load growth. Approximately 55 percent of the
load is residential, and the water heating portion is or will be susceptible to natural gas
competition. Recent surveys indicated this segment of customers was among the most
dissatisfied with its relationship with BPA. To retain load and compete in providing
services it is critically import.ant that our organiT_t;on and processes rapidly evolve toward
their described ideal.

The strategic thrusts for this segment are (1) e_ ......,ish and continually improve business
relationships in which BPA fully meets customers' expectations regarding excellence in
product and core service quality; (2) provide a variety ofunbundled products and service
options targeted at helping utilities meet their load growth, including Tier 2 power
products, generation joint ventur_ s with customers, value-adding unbundled products for
customer owned resources, demand side management products and services, and facilities
services offering low cost construction expertise to deliver turn-key facilities for
integrating new generation or serving new load; (3) function as a supportive panner to
present a fully integrated utility approach to the increasingly competitive marketplace; and
(4) position BPA as a partner in stabilizing customers' manufacturing load by offering
industry value-adding rebundled power products (where possible based on load
characteristics, etc.) and demand side management products.

II I
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Regional Public Customers, Partial & Potentially Partial Requirements;

Slow Growing

l'his slow-growing segment of 8 customers produces about 4 percent ofBPA's revenue.
It is made up of BPA utility customers that currently (or in the future may) own, control,
or have contracted for non-BPA resources to serve a portion of their load. This segment
is unique in that its customers do not have much load growth (47 aMW over next
10 years) yet they are considering developing their own resources or looking for non-BPA
resources to serve their load (some already have done this), mainly due to management
philosophy, unsatisfying business relationships with BPA, and financial and economic
feasibility. These utilities are well diversified with respect to retail consuming sector
loads. The low growth rate and limited economic prospects concern these utilities. Many
of them are involved in economic development activities and have been critical ofBPA's
lack of responsiveness when rare economic opportunities present themselves. Many of the
customers within this segment have high retail rates and may not be able to compete if
their purchase price increases. Given their high retail rates, they likely will be particularly
sensitive to fuel switching for space and water heating. DSM is a low priority for these
utilities, due to their lack of load growth, and a perception that it erodes revenues they
cannot replace.

The strategic thrusts for this segment are (1) establish and continually improve business
relationships in which BPA fully meets customers' expectations regarding excellence in
products and core service quality; (2) function as a supportive partner to present a fully
integrated utility approach to the increasingly competitive marketplace; (3) position BPA
as a partner in stabilizing customers' manufacturing load by offering inaustry value-adding
rebundled power products (where possible based on load characteristics, etc.) and demand
side management products; and (4) establish a partnership with irrigation customers to
assemble the components of a lower cost, higher dollar risk alternative power supply for
irrigators, including non-firm, spot market surplus, rebundled power products, and
demand side management.

Regional Public Customers, Full Requirements;

Agriculture & Irrigation Dominant

This segment consists of 18 customers and produces 3 percent ofBPA's total revenue.
These customers (1) currently have no existing resources outside o=-BPA and are not
assumed to pursue any in the foreseeable future and (2) have a large percentage of their
energy sales in the irrigation sector. Power purchase cost constitutes a large portion of
the utilities' total costs. They are primarily low consumer density systems, and have little
ability to shift or absorb rate or cost increases. This segment is unique in that it pu_:hases
the majority of its power seasonally (mid-spring to summer). Large corporate farms are
generally proactive in seeking efficiencies and cost reduction, although they must irrigate
when and for as lor,g as the crops need it, whether during peak or non-peak hours. Recent
surveys indicated that these were among BPA's most dissatisfied customers and in order
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to retaintheir loads, BPA needs to address their concerns to improve their perceptions of
BPA and the way it does business.

The strategic thrusts for this segment are (1) establish and continually improve our
business relationshipsin which BPA fully meets customers' expectations regarding
excellence in product and core service quality;(2) establish a partnership with irrigation
customers to assemblethe components of a lower cost, higher dollar risk alternative
power supply for irrigators, including non-firm, spot market surplus, rebundled power
products, and demand side management; (3) function as a supportive partner to present a
fully integrated utility approach to the increasinglycompetitive marketplace',and
(4) provide a variety of unbundled products and service options targeted at helping
utilities meet their load growth, including Tier2 power products, generation joint ventures
with customers, value-adding unbundled products for customer owned resourc_es,demand
side management products and services, and facilities services offeringlow cost
construction expertise to deliver turn-key facilitiesfor integrating new generation or
serving new load.

Regional Public Customers, Full Requirements;
Manufacturing Industry Dominant

This segmentconsists of 11 customerswho almost2 percentofBPA's total revenue.
These customersserveprimarilyindustrialloads (greaterthan 30 percentof theirtotal
loadis industrialcustomers). The dominantmanufacturersoften support the economic
base of the serviceterritory,andin fact, this segmentis uniqueinthat the local economy
andthe utilityareoften largelydependenton one large load. Consequently,there exists a
concernwithinthe communityandutilityaboutstabilityandviabilityof thatindustry. A
primaryfocus of this segment's strategiesis contributingto these industries'stability.This
segmentis most interestedin the productsandserviceswe can offer industrialloadsand
BPA's understandingthat the utilities'revenuesareprimarilybased on the marketposition
of the industriesthey serve. Additionally,recentsurveys indicatethatthese customersare
dissatisfiedwith BPA, andin orderto retaintheirloads,BPA needsto addresstheir
concerns to improvetheir perceptionsof BPA andthe wayit does business.

The strategicthrusts for this segmentare (1) establish andcontinuallyimprovebusiness
relationships in which BPA fullymeets customers' expectations regarding excellence in
product and core service quality; (2) position BPA as a partner in stabilizingcustomers'
manufacturing load by offering industry value-adding rebundled power products (where
possible based on load characteristics, etc.) and demand side management products;
(3) provide a variety of unbundled products and service options targeted at helping
utilities meet their load growth, including Tier 2 power products, generation joint ventures
with customers, value-adding unbundled products for customer owned resources, demand
side management products and services, and facilities services offer lowing cost
construction expertise to deliver turn-key facilities for integrating new generation or
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serving new load; and(4) function as a supportive partner to present a fully integrated
utility approach to the increasinglycompetitive marketplace.

Regional Public Customers, Full Requirements;
Fast Growing

This segment (26 customers) produces about 5 percent ofBPA's revenue. It has the
largest number of fast growing customers, with growth rates forecasted at 1.5 percent per
year (78 aMW over 10 years). These growing customers may not be considering
developing their own resources at this point, either because of management philosophy,
lack of experience, or perceived economic unfeasibility. We believe that wholesale tiered
rates will stimulate increased interest by this group in developing their own resources and
will create a new, competitive, open marketplace where BPA has to seriously compete
with other potential suppliers to serve their load growth. Given the large residential load
(70 percent of the segment total), w.zbelieve these customers will be particularly sensitive
to fuel switching for space and water heating. Recent surveys have indicatedthis segment
of customers is among the most unhappywith its relationship with BPA.

The strategic thrusts for this segment are (1) establish and continuallyimprove our
business relationships in which BPA fully meets customers' expectations regarding
excellence in product and core service quality; (2) provide a variety of unbundled products
and service options targeted at helpingutilities meet their load growth, including Tier 2
power products, generation joint ventures with customers, value-adding unbundled
products for customer owned resources, demand side management products and services,
and facilities services offering low cost construction expertise to deliver turn-key facilities
for integrating new generation or serving new load; (3) function as a supportive partner to
present a fully integrated utilityapproach to the increasinglycompetitive marketplace; and
(4) position BPA as a partner in stabilizing customers' manufacturing load by offering
industry value-adding rebundled power products (where possible based on load
characteristics, etc.) and demand side management products.

Q

rRegional Public Customers, Full Requt ements,
Slow Growing

This segment consists of 24 customers with annual average total system loads greater than
25 aMW and a projected system load growth of less than 1 percent. It contributes
approximately 2 percent ofBPA's revenues. The customers in this segment effectively
purchase their entire loads from BPA and are expected to continue to do so. Slow growth
and the economic future are major concerns for these utilities. Because this segment is
slow growing, they do not value DSM. This segment has some of the highest retail rates
in the region, while at the same time the large share of consumer income in this segment
coming from transfer payments (retirement, etc.) limits the ability of the residential
consumer to pay higher retail rates. Natural gas already constitutes 14 percent of this

II II I1 I I
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segment's space heat market share, and continued fuel switching is likely as long as this
segment continues to have rates much higher than other utilities. Recent surveys indicated
this segment of customers is among the most unhappy with its relationshipwith BPA.

Because of their flat growth, these utilities continually seek economic deve!,opment,and
BPA's primary opportunity with this segment is to be a supportive partner when
opPOrtunitiesfor economic development occur.

The strategic thrusts for this segment are (1) establish and continuallyimprove our
business relationships in which BPA fully meets customers' expectations regarding
excellence in product and core service quality; (2) function as a supportive partner to
present a fully integrated utility approach to the increasinglycompetitive marketplace,
seekingto contribute to the long-term economic well-being of the utilities we serve; and
(3) position BPA as a partner in stabilizingcustomers' manufacturingload by offering
industry value-adding rebundled power products (where possible based on load
characteristics, etc.) and demand side i_anagement products.

Regional Public Customers;
Other Federal Agencies

This Segment Strategywas not developeddue to limitedfinancialand economic statistics,
andlimitedtime.

Direct Service Industries

BPA's direct service industrial(DSI) customer group containsboth aluminumand non-
aluminumproducing industries. BPA provides 94 percent of the installed capacity needs
to the aluminumDSIs, who comprise 90 percent of this market segment. The DSIs,
represent 32.5 percent ofBPA's total load. In return, these customers contributed
23.3 percent of total BPA revenue in 1992. Based on the dissatisfaction expressed by the
DSIs about the way BPA currently does business and assuming projected rate increases,
BPA has forecast that it could lose as much as one-half of its aluminumDSI market share
by the year 2002.

The main thrusts of the DSI marketing strategy are (1) to retain load that can generate
revenues commensurate with our cost of providing service, (2) to increase the usefulness
of reserves provided by the DSI load, (3) to individualizeservice, and (4) to provide
customer satisfaction. Under this strategy, individualDSIs willbe able to choose from
different qualities of service based on the level of risk each DSI is willingto take and on
the price it can afford to pay. The DSIs willbe able to retain BPA (for a fee) as a
consultant on demand side management and energy efficiencyservices. The DSIs will be
able to take advantage ofjoint ventures with BPA to develop new resources, or develop
resources on their own. BPA will explore development of risk sharing to help reduce the
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impact on the DSls of a simultaneous occurrence of low aluminum prices and poor water
conditions. BPA also will offer wheeling of non-Federal power and low-voltage and
reactive power services. BPA will require transmission stability reserves from the DSIs
and seek to acquire operating reserves when economic.

Investor-Owned Utilities (Urban, Rural & Mixed)

The investor-owned utilities (IOUs) purchase surplus power products and transmission
from BPA. In the past, they have expressed dissatisfaction in their dealings with us. For
the IOUs, the biggest benefit of the Marketing Plan approach will be a marked increase in
BPA's ability to respond rapidly to their requests for products and decisions. This
approach should result in our ability to maintain long-term commitments.

Some of the IOUs are experiencing rapid load growth. We expect them to be interested in
purchasing some power from BPA as we demonstrate our commitment to attractive,
stable rates. In the event they choose not to purchase from BPA, they will be able to take
advantage of open transmission access to integrate new resources into their system. The
IOUs currently use several shaping services made available on an ad hoe basis. Flexibility
products have been designed to provide load-shaping and reserve opportunities to
complement resource purchases and the utility's own resources. Additionally, as demand
for transmission increases, they will benefit from BPA removing bottlenecks in the Federal
transmission system.

Capacity products also have been designed to be responsive to the needs of IOUs. The
flexible features of various capacity contracts have been separately identified in order to
facilitate rapid customizing of packages. __ome sample capacity packages have been
identified in this document.

Extra-Regional, Canada

This Segment Strategy was not developed due to limited financial and economic statistics,
and limited time.

Extra-Regional, California

The California marketing segment consists of all the public, private and Federal
government loads in California. The main thrust of the proposed California marketing
strategy is to increase and stabilize BPA's net revenues from these markets. In the future,
BPA will approach the California market as a strategic source of net revenue. The
resulting net revenues are expected to provide direct benefits to BPA core customers
through lower rates and will help BPA meet its other objectives, such as its fish and
wildlife program and 'Treasury repayment.
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In the past, BPA has treated long-term extra-regional markets as an opportunity to
dispose of a limited amount and type of surplus products and services. BPA's long-term
marketing approach has been to identify surpluses and then sell them in extra-regional
markets under terms beneficialto BPA' s customers in the Northwest as well as to the

California parties.

The strategic approach to extra-regional marketing starts with researching the needs and
desires of the customers and then designing higher-value surplus products and services
that could fill some of those needs. This approach includes considering California
customers' needs when packaging products and services for sale, carefully identifying
surplus products and services, obtaining necessary,transmission paths even outside the
region, and stretching and changing the BPA system output in a way that provides a
higher-value surplus product and services mix. BPA also should identify and vigorously
pursue flexibilitiesavailable to it by statute to market products outside the Pacific
Northwest in a business-like fashion. The long-run result willbe to encourage the extra-
regional utilities to look more closely to BPA as a potential source of both surplus
products and services for fulfillinga portion of their needs. Under this approach, BPA
would explore'augmenting products and services and transmissionto add value to BPA
surpluses in order to serve the needs of extra-regional utilities.

Extra-Regional, All Other Markets

This Segment Strategy was not developed due to limitedfinancialand economic statistics,
a:Jdlimited time.
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Table 7:

SEGMENT STRATEGY SUMMARY

Segment 1 Segment D_n Competitors& Threats i _Opponunities For BPA _
Fr 1992"/.OfBPAne,,ue ,t roBPA's ,t - • ....... - .

BPA'sS_rate_ic PositionTo _ i

RegionalPublicCustomers, • A significant portionof these • Otherfuel choice (retail) • Marketservices to help shape the customers'resourcesto
Highly IndependentOf BPA; customers'load is not servedby BPA • Independentresource their load
Large Utilities With Generation resources development • Improvedcoordinationof the fiver or operation fights

• Industrial(largeload) loss • Explorejoint venture transmissionadditions
• 7.5% of TotalBPA Revenue • Localutility by-passvia retail • Explorejoint venture on CT or other new resources
• 8.1% of Total BPA Load (aM3_ wheeling • They are mutualsupportproviders (real time operations)

• Continuedrelationshiperosion • They are power supplyprovidersto BPA
• Canadianpower • Segment'sindustrial load could provideoutage reserves

toBPA

RegionalPublic Customers, • These utilities own resourcesin the • Linked to and allied with • Market servicesto help shape the customers'resourcesto
HighlyIndependentOf BPA; Mid-Columbiahydroelectricprojects projectsharepurchasers (IOUs their load
Mid-Columbia ProjectOwners & public generators) • Act in a partnershipto achieve improvedcoordinationof

• 04% of Total BPA Revenue • Continued relationshiperosion the fiver or operation fights
.04% of Total BPA Load (aMW) • Canadian power • Explorejoint venturetransmissionadditions

• Possible low cost power from Mid-Columbiaproject
withdrawalfights

• They are mutual supportproviders (real time operations)
• They are Power supplyprovidersto BPAi

Regional t'ublic Customers, • These customers are not full • The customers' willingness to • These customers are supportive of the New BPA
Partial & Potentially Partial requirements customers and each has a pay a substantial premium to • Provide servicesto support the customers' independent
Requirements, 250 MW system or greaterload be independent of BPA resourcedevelopment
Large Utilities • Continuedrelationship erosion

• 95% of TotalBPA Revenue • Independentresource

• 97% of Total BPA Load (aMW) development
• Other fuel choice (retail)

Regional Public Customers, • These customerseither are not • Large agficultural-related • Target food processing industrial sites foradded service
Partial & Potentially Partial currently full requirements or are not industrial loads are at risk if • Recognize sensitive economic issues which are facing the
Requirements; expected to continue to be in the future the agriculture industry is agriculture industry and related manufacturing industries
Agriculture& Irrigation • Their economic base is heavily unstable • Provide DSM products and services
Dominant influenced by the agriculture industry • Large agricultural-related • Explore joint ventures on CT or other new resources

industrial loads may be
• 0.4% of Total BPA Revenue threatened due to retail
• 0.4% of Total BPA Load (aMW) wheeling

• CT development
• Canadianpower

1The segm_ts indicated tre titose for which m:gment strategies were developed. In futme Strategic Mmketing Plan_ _ategie_ w_l be developed for additional _ettts.



Table 7:

SEGMENT STRATEGY SUMMIY

Segment Segment Description Competitors & Threats Opportun_ For BPA
FI r 1992 % Of BPA Revenue & Load To BPA 's Load &

To BPA 's Str__,_'c Position

Regional Public Customers, • These customers either are not • General economic conditions • Improve business relationship with the customers
Partial & Potentially Partial currently full requirements or are not put large industrial loads at • Target large industrial sites for added service

Requirements; expected to continue to be in the future risk, especially ffthose large • Recognize sensitive economic issues which are facing
Manufacturing Industry • They serve either one major industry or loads are resource-industry resource-based industries and other manufacturing
Dominant have a few large manufacturing loads driven industries

• The economy in these customers' • Due to heavy reliance of one • Proxdde DSM products and services
service territory is largely determined, or a few large industrial loads, • Serve load g_'awth

by the health of the manufacturing the local economies are at risk • Explore joirt ventures on CT or other new resources
industry or specific plant if the industrial load is at risk

• Large industrial loads may be

• 132% of Total BPA Revenue threatened due to retail

• 13.9% of Total BPA Load (aMW) wheeling
• CT development

• Canadian power

Regional Public Customers, • These customers either are not • Alternative energy suppliers • Provide DSM products and services
Partial & Potentially Partial currently full requirements or are not and retail wheeling • Provide resource management products and services

Requirements; expected to continue to be in the future • Displacement of BPA • Serve load growth
Fast Growing Load • The e_ed load growth in these purchases • Explore joint ventures on CT or other new resources

customers' service territory is faster • Competition from natural gas

than long-term historical rates (over for residential space heating
1%) loads

• These customers have either a well- • Independent resource

diversified or a largely residential load development
• Canadian power

• 48% of Total BPA Revenue
• 50% of Total BPA Load (aMW)



Table 7:
SEGMENT STRATEGY SUMMARY

Segment Segment Description Comp_rs .&Threats _ •I OpportuniHes For BPA 1
FY 1992 % Of BPA Revenue & Load BPA's L_ &

To BPA 's Strate_c Posifion !
Regional PublicCustomers, • These customerseither arenot • High retail ratesinviting • Be a supportivepartner in attracting appropriatenew
Partial& PotentiallyPartial currentlyfull requirementsor are not competition load to the customers'service temtory
Requirements; expected to continue to be in the future • Alternativeenergysuppliers _.
Slow GrowingLoad • The expected load growth in these and retailwheeling

customers'service territoryis slower • Competitionfromnaturalgas
than lung-term historical rates (under for residentialspace heating
1%) loads

• These customers have either a well- • Indepe.,',lentresource
diversifiedor a largely residential load development

• Canadianpower
• 4.1% of TotalBPA Revenue

• 4.5% of Total BPA Load _aMW)

RegionalPublic Customers, • These customersbuy 100% of their • The volatile agricultural • Providerebundledpower productsas an alternative to the
Full Requirements, load requirements from BPA economy irrigationdiscount
Agriculture & Irrigation • Their economic base is heavily • The heavy reliance of the • Be a supportive partner in diversifying the customers'
Dominant influenced by the agriculture industry customers on one consuming load

• They have a large percentage of their sector . Encourage efficient water use by irrigators to help fish
energy sales in the irrigation sector • The impactof an unhealthy and power

• This segmentis unique in that it agriculturaleconomyon the
purchases the majority of its power health of otheragricultural-
duringa shortperiod of time (mid- related industriesin other BPA
spring to summer) customersegments

• Canadian power
• 3.0% of Total BPA Revenue

• 3.7% of TotalBPA Load (aMW)



Table 7:

SEGMENT STRATEGY SUMMARY

_ ' .... _Co_ &_Thr_ _ For BPA
i : _1992%OfBPAR_ue&_ :I_ToBPA's_&! _ ..... •

_:i::i : _ iTo BPA ,s _rat_ p_
RegionalPublic Customers, • These customers buy 100%of their • Generaleconomic conditions • Target large industrialsites foradded service
Full Requirements; load requirementsfromBPA put large industrialloads at • Recognize sensitive t_:onomicissues which are facing
ManufacturingIndusUy • They serve either one majorindustryor risk, especially resource- resource-basedindustries and other manufacturing
Dominant have a few large manufacturingloads industrydrivenloads industries

• The economyin these customers' • Due to heavyreliance of one • ProvideDSM productsand services
service territoryis influencedby the or a few large industrialloads, • Serve load growth
health of the manufacturingindustryor the local economies areat risk
specific plant if the industrial load is at risk

• Large industrial loads may be
• 1.8%of TotalBPA Revenue threateneddue to retail
• 2.0% of TotalBPA Load (aMW) wheeling

• Canadian_wer
Regional Public Customers, * These customers buy 100%of their . Alternativeenergysuppliers . Improvebusiness relationshipwith the customers
Full Requirements; load requirementsfrom BPA and retailwheeling • ProvideDSM productsand services
Fast GrowingLoad • The expected load growth in these • Competitionfrom naturalgas • Provideresource managementproductsand services

customers'serviceterritory is faster for residentialspace heating • Serve load growth
than long-term historicalrates (over loads
1%) • Canadianpower

• These customershave either a wen-
diversified or a largely residential load

• 5.1% of TotalBPA Revenue

• 5.3% of Total BPA Load (aMW) ....



Tattle 7:

SEGMENT STRATEGY SUMMARY

SegrAent Segment Description Competitors & Threats Opportunities For BPA
FY 1992 % Of BPA Revenue & Load To BPA 's Load &

To BPA's Stratel_c Position,i i i

Re_oaal Public Customers, • These customers buy 100% of their • High retail rates inviting • Be a supportive partnerin attracting appropriatenew
Full.Requirements; load requirements fromBPA competition load to the customers'service territory
Slow Growing Load • The expected load growth in these • Alternative energy suppliers

customers' service temtory is slower and retail wheeling
than long-termhistorical rates (under • Competition from natural gas
1%) for residentialspace heating

• These customers have either a weB- loads

diversified or a largely residential load • Canadian power-

• 1 8% of Total BPA Revenue

• 1 9% of Total BPA Load (aMW)
RegionalPublic Customers; • These customers are federal agencies • To Be Developed • To Be Developed
OtherFederal Agencies which do _ot fit in the other Regional

Public Customers segments
• The analysis for this segment has not

been fully developed

• 15% of Total BPA Revenue
• 1 3%of Total BPA Load (aMW)

Direct Service Industries • These are directservice industrial • Global competition in the • Acknowledge and workwith the DSIs on the fluctuating
customers of BPA, both nonaluminum aluminummarket economicconditions of the aluminum market
and aluminum producingindustries • CTdevelopment,power • Offerunbundledproducts

purchasesfrom non-BPA • Improvecustomersatisfaction
• 23.2% of Total BPA Revenue resources • As a marketsegment, these loads posses unique system
• 32.5% of Total BPA Load (aMW) • Reducedproduction and operationalattributeswiththe benefits accruing to

• Canadian power both BPA and each plant



Table 7:

SEGMENT STRATEGY SUM_Y

Segment Segment De_--;,_jon Competitors & Threats Opportunities For BPA
Fir 1992 ?_ Of BPA Revenue & Load To BPA's Load &

To BPA's Strat_ Position
lnvestor-Owued Utilities, Urban • Include Portland General Electric and • Self generation • Market for capacity, reserves and other unbundled

Puget Sound P&L, who serve primarily • NUGs products and services
urban areas in the Pacific Northwest • Other utility generators • Growing market for power
Region • Canadian power • Resource and transmission development offer potential

• Gas companies for joint development
• 9.1% of Total BPA Revenue • Co-generation • "In lieu" provisions create oppommity to sell power

• 36.5% of Wheeling Revenue • Other WSCC transmission under the residential exchange so as to reduce BPA's
• 5.2% of Total BPA Load (aMW) owners exchange costs
• 21% of Total BPA Load (cumulative • SW and Inland SW utilities

Mw)
Investor-Owned Utilities, Rural • Include Montana Power, Idaho Power, • Self generation • Market for capacity, reserves and other unbundled

and Washington Water Power, who • NUGs products and services
serve primarily rural areas in the • Other utility generators • Growing market for power
Pacific Northwest Region • Canadian power • Resource and transmission development offer potential

• Gas companies for joi.t. _velopment
• 46% of Total BPA Revenue • Co-generation

• 16.4% of Wheeling Revenue • Other WSCC transmission
• 24% of Total BPA Load (aMW) owners
• 02% of Total BPA Load (cumulative • SW and Inland SW utilities

MW)
Investor-Owned Utilities, Mixed • Pacificorp, including Utah Power, • Self generation • Market for capacity, reserves and other unbundled

which serves both rural and urban areas • NUGs products and services
in multiple northwest states • Other utility generators • Growing market for power

• Canadian power . Resource and transmission development offer potential

• 62% of Total BPA Revenue • Gas companies for joint development

• 17.1% of Wheeling Revenue • Co-generation • Utah Power's high ASC offers the most lucrative in lieu
• 1.0% of Total BPA Load (aMW) • Other WSCC transmission alternative, possibly cost effective compared to other
• 10.3% of Total BPA Load (cumulative owners resource costs

MW) • SW and Inland SW utilities



Table 7:

SEGMENT STRATEGY SUMMARY

Segment SegmentDescrip_n Competitors& Threats OpportunitiesFor BPA

FY 1992 % Of BPA Revenue & Load To BPA's Load &

To BPA's Strate_c Position

Extra-Regional, Car_da • These are utility customers located in • Canadian resource developers • Increased coordination
Canada • Other WSCC transmission • Access to low-cost resources

owners • Potential exchanges and other "complex" transactions

• 0.7% of Total BPA Revenue • Higher prices for storage • Wheeling access to other Suppliers

• 10.5% of Wheeling Revenue rights
• 0.0% of Total BPA Load (aMW) • Loss of transmission access to

• 0.0% of Total BPA Load (cumulative Canadian reservoirs
MW)

Extra-Regional, California • These are utility customers located m • Self generation • Seasonal diversity opportunities
the state of California • NUGs ° Market for summer capacity sales and exchanges

• Other utility generators • Market for firm summer power sales and exchanges
• 3.0% of Total BPA Revenue • Canadian power • Limited market for May-!tme energy

• 0.0% of Wheeling Revenue • Gas companies • Market for July-August energy
• 2.6% of Total BPA Load (aMW) • Co-generation • Source of winter energy through purchases and
• 0.2% of Total BPA Load (cumulative • Other WSCC transmission exchanges

MW) owners
• SW and Inland SW utilities

Extra-Regional, All Other • These customers are all other extra- • Coordination issues between • MAPP region - potential short and long-term power
Markets Pacific Northwest Region utilities BPA & WAPA sales, storage and exchange agreements, and wheeling

• This includes utilities located in the • Other locationally advantaged transactions
Midwest, in Mexico, and the Southwest utilities • Southwest Power Administration - does not have enough

region . Independent power producers capacity to serve all the needs of their public utility
• Eventually, these customers will be . River restrictions on Missouri customers

disaggregated into more homogenous River . Baja Norte region of Mexico - expected to need an
segments by location • Transmission limitations additional 1100 MW of generating capacity by the year

• Canada [Manitoba Hydro' 2000
• 0.1% ofTotal BPA Revenue presence in the MAPP region]

• 0.1% of Wheeling Revenue
• 0.1% of Total BPA Load (aMW)
• 0.2% of Total BPA Load (cumulative

MW)



PRODUCTS

One of the most fundamental aspects of the Marketing Plan is the unbundling of BPA
service into separate products. Unbundled products were developed based primarily on
differences in quality of service the customers may desire from the products they purchase.
The products were unbundled to enable a customer to tailor BPA service to meet its
individual needs. Table 8, Benefits Table, summarizes the benefits of unbundling
products. The Definition of Terms section explain the terms used in describing unbundled
products. The Unbundled Products & Services, Power & Transmission section explains
the unbundled products. (Because the conservation program is just beginning to be
reinvented, conservation products are still being developed.)

BPA traditionally has met the needs of different customer classes by providing different
packages of service at the same price. BPA can continue to meet customer needs through
rebundling of products. Products can be rebundled into packages either by BPA or
through negotiations with individual customers. Except as noted below, this will result in
different packages of service at different prices.

BPA has not lost sight of its mission to provide low-cost power to its customers. BPA
has identified two cost-based firm requirements packages that meet BPA's obligation to
provide firm power requirements service to its customers to supplement their own
resources: a "Full Requirements" package and a "Partial Requirements" package. The
Full Requirements package is designed to provide wholesale firm power and transmission
services for a customer operating only as a distribution utility or for a direct service
industrial customer that does not participate in the wholesale power market (i.e., a
customer that comes to BPA for all of its service needs other than resource development).
Like the current Computed Requirements service, the Partial Requirements package is
designed to meet a customer's firm power requirements that exceed its dedicated
resources. This package is intended either for a utility customer operating as a distribution
utility and in the wholesale power market, or for a direct service industrial customer
operating in the wholesale power market. These two packages would be priced
identically. These packages will provide the customer a base from which to assess the
array of choices available in the electric power marketplace.

An important consideration in the design of the Full and Partial Requirements packages
was the allocation of resource development risk among BPA, the purchaser, and other
BPA customers. These packages do not require customers to make resource development
choices at a particular point in time. Instead, customers will make an annual commitment
for power with 4.5-year notice. This affords BPA the certainty of load obligations with
sufficient time to adjust resource acquisition needs or market any surplus resources.

In addition to the Full and Partial Requirements packages, this Marketing Plan includes
descriptions of other proposed packages to illustrate how customers could combine
products to meet their exact needs. For example, the "Actual Computed Requirements
without Automatic Generation Control" package shows the combination of products BPA
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currently provides to customers operating their own resources in BPA' s cnntrol area and
purchasing resources on the wholesale market. Another package, the "Sustained Peaking
Support Energy" package, is designed to accommodate customers having large amounts
of instantaneous capacity from their own resources, but a shortage of sustained capacity
from those resources. Other examples of packages are shown in the Explanation of
Packages, Power section, the Power Product Line Build-Ups section, the Package
Composition, Power section and the Package Composition, Transmission sectiorL

The products will be phased in over time. The Products & Services List shows the
proposed implementation of many products in 1995 and 1997. BPA will meet with
customers to test this initial prioritization and customer interest in products and packages.

Each product imposes costs on BPA's system. Understanding the cost of providing
various products will allow BPA to develop packages to meet the individual needs of each
of its customers. However, the availability of products will play a major role in pricing.
For example, many of the services customers may need to integrate resources are provided
from the flexibility of the hydroelectric system. The amount of flexibility is limited. If
prices of flexibility services were based on the cost of existing resources or ifBPA
continued to provide these services at no additional charge, the demand would exceed the
supply. Therefore, under the Marketing Plan, BPA will price flexibility products to
recover the cost of new resources needed to provide them. In the past, since the resources
providing flexibility services have other uses in the power system (e.g., firm energy or
sustained peaking capacity), BPA has been reluctant to offer such services. Under the
Marketing Plan, these services will be offered on a competitive basis at a price based on
the cost of replacing resources.

II i
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Table 8:

BENEFITS TABLE

I Ill IIIil I .

Product or Service Benefits to Customers Benefits to BPA of Long Term Regional
Packaging Objectives of Redesigned Redesigned Products Benefits

Products
i I I I II I I I II i i iiiiiii

1. UnbundledProduct • Purchase options • Revenue capture • Moreefficient and
Line less regulatory

• Planning flexibility • Customer BPA
Satisfaction

• Flexibility in use of • Power purchases
products • System tailored to precise

Optimization customer needs
• Choices that allow

customer
development of
generation

2. Traceable Product • Efficiency in • Full recovery of • Increased
Costs pricing costs productivity for

users and providers
• Eliminate • Enable custom of electricity

"beneficiary- product design
focused" based

cross-subsidization • Empower BPA
staff to provide
customer service

3. Competitive • Reflects costs to • Prioritize use of • Provide
Pricing actual users flexibility in the information to

system consumers on
• Choice of service value of electric

providers • Incentives for power used
efficient operation

• Reflect market • Allows users and

realities before providers to make
unplanned market smart investments
forces impact
competitiveness

4. Internaland • Dramatically • Optimize returns • Capturevalue of
External increase choice and consistent with local investments
(Marketplace) flexibility legislative
Planning objectives • Create incentives
Incentives • Open access to for efficient use of

transmission electric power

s_stem ,

III III i ii I iii I iiiii
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DEFINITION OF TERMS

Power

Product

A product is intended to represent the least common denominator for sales or
services. (In the broadest sense, the word is used to denote products, services,
and features.)

Example: The smallest increment of firm power "Monthly Firm Energy" was limited
to the following:

• A block of monthly firm energy,
• Delivered to the customer, without separate transmission charge, at existing

points of delivery,
• Shaped at BPA's discretion, but generally in Light Load Hours

Feature

A feature is like a product except it cannot be sold on its own merits. To acquire
a feature, the customer must also acquire an associated product.

Example: To take advantage of the Heavy Load Hour Energy Entitlement feature, the
customer must purchase the Monthly Firm Energy product from BPA.

Package

A package is a grouping of products designed to address customer needs. It is
not necessarily designed to be a complete-service package.

Service Package

A service package is a complete-service option based on BPA's current
understanding of the needs and desires of the customers. Service packages were
developed to give the customer an alternative to purchasing unbundled
products.
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DEFINITION OF TERMS

Transmission

Wheeling Services

Point-to-Point: Point-to-point service involving a single point of
interconnection (POI) and a single point of delivery (POD).

Network: Contract service using multiple POIs and multiple PODs. This
product is required to serve multiple customers.

Curtailment Classes

Nonfirm: Transmission provided without contract on an as-available
basis: The first class of service to be curtailed.

Interruprble: The second class of service to be curtailed. Interruptions are
limited to the numbers of interruptions permitted or the
amount of energy.

Firm: The last class of service curtailed in case of emergency.

Note: See Facility Planning Criteria below for distinction between
Main Grid and Intertie firm transmission.

Facility Planning Criteria

N-O: A planning criterion for facility construction based on
maintaining transmission with all facilities in service while
meeting BPA's reliability criteria.

Construction planning for Intertie facilities is based on N-0 criteria.

N.I: A planning criterion for facility construction based on
maintaining transmission with the most limiting facility out of
service while meeting BPA's reliability criteria.

Construction planning for Main Grid facilities is based on N-1
criteria.

I ilnl i Ill I
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UNBUNDLED PRODUCTS AND SERVICES
Power and Transmission

Ref # _le E___an#_aon

Power

1 Monthly Firm Energy Monthly firm energy, delivered at existing BPA points of delivery: Scheduled at BPA's discretion (usually on Light Load Hours) at delivery rates up to 400%
of the monthly average amount of energy.

_.2 Right to Determine LLH Shape Light Load Hour Capacity: The Utility schedules the monthly firm ener_n¢,on Light Load Hours, in equal dail_,amounts.

Risht to Determine HLH Shape Firm Capacity for Heav_,Load Hour delivers/.
_,4 Planned Load Change -cap Chanw_esthe customer's take-or-pay capacity obligation to reflect more recent foreca_ of loads.

A5 Planned Load Chanw_e- eny Chan_es the customer's _ke-or-pay enerl_,p/obligationto reflect more recent forecasts of loads.
A6 Unanticipated Ld Grwth - cap Firm ca,_pacityto serve firm load__sin excess of estimated needs.

_,7 Unanticipated Ld Grwth - eny Firm enerl_Q'to serve fwm loads in excess of estimated needs.
k8 Back-up Capacity Firm capacity for scheduling customer's s_cstemproblems.
_9 Back-up Energy Firm energy for scheduling customer's system problems.

_,!0 Emergent>, Power Firm capacity and/or ener_Q,for schedulin_ customer's system stability problems.
A.I1 Priority Nonfirm Ener_, The highest q,m!ity no-firm eneq_,/.
A12 Nonfirm Ener_ Enerl_g¢in excess of the water and ener_, needs of the Federal S_,stem (includes such needs as refill, fish requirements and recreation).

A,!3 Daily Peaking Energy Hea,Q, Load Hour peakin_ ener_ with a rolling 24-hour replacement. Can be used to supplement daytime monthly firm energy needs if necessary.
A14 HLH Cap. w/Peakin_ End: The first four to ten hours of Heavy Load Hour Peakin_ Energy,.

AI5 Extended Pkg Energy' peaking Ener_p/in excess of the first 10 hours (see A 14).
A16 Excess Rate of Rm for Pk Repl The right to replace p¢.aklng energy dorin8 Light Load Hours in excess of 60% ofa pre-defmed Heax_yLoad Hour Capacity amount.
A IT LLH Peaking Energy Peaking energy provided during Light Load Hours (for more than 4 hours); replacement of the energy must be made within 24 hours. (Can be used for Force_

Outage situations.)

A18 Option to Purch add1 en>, Ability to purchase _dditional enerl_' for any reason. (for partial reqLs cust.)
A I9 Option to purch add1 cap Ability to purchase _dditional capacity for an_'reason. (for partial req_s cust.)

A20 Capaci_"Reservation A DSI's right to incre____Operating Demand to Contract Demand level.
A21 Surplus Firm ___p Surplus firm capacity power products for scheduling utilities.

A22 Surplus Firm env Surplus firm ener_,_¢_ower products for sched_din_ utilities.
B1 Basic Load FollowinB Load followinS service assuming normal load shapes.

B2 Load Following for Ecc. Lds Load following service for loads with radical shapes.
B3 Supplemental Control Area Reserves BPA provides controlling utilities a limited amount of reserves to supplement reserves maintained by the utility.
134 Control Area Reserve Service BPA takes on the Operating Reserve obligation for the customer's resources.

B5 Suppl Oper. Reserve - 1 hr One hour of non-Spinnin_v Operating Reserve (as defined bythe Northwest Power Pool).

B6 Suppl Oper. Reserve- 4 hr Up to four hours of non-S_ilming O_rating Reserve.
C 1 Presch. Delivery' - Incr The ability to increase preschedule deliveries for an hour with 30-minute prior notice.

C2 Presch. Delive_ - Deer The ability to decrease preschedule deliveries for an hour with 30-minute prior notice.

C3 Presch. Receipt - her The ability to increase preschedule receipts for anhour with 30-minute prior notice.

CA Presch. Recei[n - Deer The ability,to decrease _reschedule receil_ts for an hour with 30-minute [_riornotice.



UNBUNDLED PRODUCTS AND SERVICES
Power and Transmission

Ref # Tttle Explanation
D I Storage Storage of veaterin the Federal System, accounted interms of energy units. Some storage arrangements arecustom-designed.

D2 Generation Guarantee Back-up services for firm capability (currently provided throu_,,hService and Exchange A_eements or by negotiated fee).
D3 Annual Enerl_¢Shapin_ The ability to shape monthly firm ener_ within ayear.

LM Flexibility Limited planned firm storat_e or advance service durin_ an Operatin_ Year.
D5 Ex-tendedReturn ofPk Repl The ability to extend a peakin$ replacement oblisation beyond 24 hours.

!I)6 Power Disposal BPA will dispose of a customer's power at a price determined b), BPA.
D7 Power Purchase. BPA will purchase power for a customer, at the customer's request.
D8 Scheduled Purch Reduction The right to displace purchases of capacity or energy purchases from BPA. (This concept is equivalent to the current availability charge for energy or the

demand ratchet for capacity.)

I)9 Unrealized Firm Load - cap The ability to avoid the take-or-pa_, obligation associated with capacity, ffloads come in below estimates.

D 10 Unrealized Firm Load - eny The ability to avoid the take-or-pay obligation associated with ener$_', if loads come in below estimates.
D 11 HLH Enerl_' Entitlement The ability to move monthly firm ener$y entitlement from Lil_,htLoad Hours to Heavy Load Hours.
D12 Weekl)' Eny Shapin$ The ability to shape weekly amounts of ener_¢ amon_ days of the week.

D13 Monthly Env Shapinl_ The ability to shape monthly amounts of enerl_ amon_ weeks of the month.
D I4 Scheduling Asent BPA will act as a Schedulin_ Agent at anon-schedulin_ customer's request.

D 15 Shaping,for Customer Resources Light Load Hour to Heav_,Load Hour shapin_ for customer resources.
E1 Harmonic Control BPA will detunc system harmonics if the customer deesn_ meet system standards.

E2 Voltage (VAR) Support BPA will control VAR flow within a standard tolerance if the customer doesnt meet s_,stem standards.
E3 Volt. Support - Close Toler. BPA will control VAR flow within a tolerance closer than a standard tolerance if requested b_fthe customer.

FA Subtransmission of Federal Power Transmission and transformation service to move Federal power from main srid to new customer points of deliver),.
E7 Load Sheddin_ Armin_ a load sheddin8 scheme as required to satisfy the purchaser's load sheddin_ obligation.

E8 Generator Dropping Droppin_ {_enerationas rec_uiredto satisfi/,the purchaser's _enerator dro_pin{_obli[ation.
F1 Environmental Protection BPA will plan in order to avoid a hazardous waste accident and will take the steps necessary to implement the plan. (This may be a mandatory product, if

shared facilities require some implementation steps.)
F2 Environmental Clean-Up BPA will clean up a site having shared facilities, in the event of a hazardous waste accident. (This may be a mandatory product, if clean-up is not voluntarily

undertaken._
01 Operating Resv. (sold to BPA) Generation or load dropping provided to BPA for use up to I hour. (BPA will provide up to 5-minute notice.)

G2 Xmn/Stability Resv. (to BPA) Load droppin_ provided to BPA for up to 30 minutes with no advance notice from BPA when used.

G3 Load Bu_'-Down (sold to BPA) Load droppin_ ]_rovided to BPA for use at BPA's discretion _e.{_.,could be for up to 2 weeks on either 20-minute or 24-hour advance notice).



UNBUNDLED PRODUCTS AND SERVICES
Power and Transmission

Ref # l'Me Explanation I

Fransm/ss/oa

L1 Point-to-Point Firm Point-to-point service ('N-I Criteria)

L2 Point-R>-PointInterruptible Point-to-point service (N-OCriteria)

[.3 Network Firm Multiple point-to-point service (N-I Criteria)
LA Network Interruptible Multiple point-to-point service (N-0 Criteria)

L5 Network NonfLrm As-available Xmn without s_ecified [_oints
M1 Intertie Firm Firm Xmn on an intertie (N-O Criteria)
M2 Intertie Nonfirm As-available Xmn on an intcrtie

M3 Capacit_ Ownership Ownership-like rights to new BPA facilities (available for Intertie only,)
N1 3rdParty Wheeling Permits third-party wheeling

N2 SubXzm,.(Wheelin_ of NonFed Power) Low voltage step-down transformation and Xmn

N3 Transfer Systom-to-load wheelin_ with load following.
N4 Interconnection Service to intel,gratecustomer _¢neration into BPA's Main Grid.

N5 Reservation Option 8uaranteein$ future rights to transmission capaci_.
N6 Transmission ROW Use of BPA ric,ht-of-wa_, for utilit_s own transmission.

N7 Other ROW Use of ROW for non-electric utili_ services.



EXPLANATION OF PACKAGES
Power

F Package Title , Explanation
Package I Full Requirements - Service Package: BPA serves customer's total load, providing shaping, smoothing and

w/o Options substation support.
Package 2 Full Requirements - Service Package: BPA serves customer's load in excess of resource output, providing

w/Resource Support shaping, smoothing and substation support. BPA supports and manages resource operation.
Customer may sell reserve products to BPA.

Package 3 Full Requirements - Service Package: BPA serves customer's load in excess of resource output, providing
w/Options shaping and smoothing. BPA supports/manages customer resource operation. Customer

makes own investments in subtransmission facilities and may sell reserve products to BPA.
Package 4 Partial Requirements - Service Package: Service for a customer who purchases a portion of its load from BPA.

w/o Options Customer supports/manases its own resource operation.
Package 5 Computed Requirements - Service Package: For comparison purposes, the build-up of the current "Planned Computed

Planned Requirements" service, using new products and services, has been included.
Package 6 Computed Requirements - Service Package: For comparison purposes, the build-up of the current "Actual Computed

Actual w/o AGC Requirements" service for customers in BPA's control area, using new products and services,
has been included.

Package 7 LLH Energy Package: Service for scheduling customers wanting a block of Firm Energy which they can
(e._., Puset) preschedule in LLH. Customers may want some shapin_ services.

Package 8 Capacity I Package: Peaking Capacity with short notice requirements and special replacement features.
(e._., PP&L)

Package 9 Capacity II Package: Peaking with various return options, schedule change capability, and dispatching
(e._., PGE) services for loads and resources.

Package 10 Seasonal Firm Power Package: Shaped Low Risk Power with Winter Season Constraints and options to increase
(e.8., MPC) monthly power. Access to Surplus power and nonfirm energy.

Package 11 Sustain Peak Support Eny Package: Firm power (without HLH Capacity) with some Short Term Reserves for

(e._., SCL/TCL) customers with large amounts of instantaneous capacity but a shortage of sustained capacity.
Package 12 Partial Requirements Service Package: Basic Partial Requirements Service with a listing of all the additional

w/Options options available.



POWER PRODUCT LINE BUILD-UPS

Explanation Of Terms

Service Shaped Hourly

Energy
This is the basic energy componentof service.

Shaping
These are the basic shapingcomponentsof service providingthe customerwith the
rightsto haveBPA shapetheirservice to load,hourly. (A customerwould tell
BPA 4.5 years in advancehow much powerthe customerwants to purchaseeach
dayof the year. This amountcould changeyearby yearto adjustto changes in the
customer's net requirementfor power due to changesin loadsor customer
resources.)

Service Smoothed To Forecast

These are products needed to ensure the customer's service willbe matched
instantaneously to its load.

Other Services

Service assumes the customer loadmeets BPA standards for system harmonics and
for power factor. Service also assumes the customer participated in investments to
protect point of delivery substations, including customer-owned equipment, from
the risk of potential contamination from hazardous wastes and the customer shares
in the cost of cleaning up accidents.

Transmission

The basic energy component of service willbe provided at existing points of
delivery. Some low-voltage transformation and transmission may be needed to
move Federal power from the Main Grid to new points of delivery on the
customer' s distribution system.

Resource Services

Customerswith generatingresourcesandno generation-controlcapabilitywill
need resourceservices from BPA (or anotherutility)to managetheir resource
operation.
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POWER PRODUCT LINE BUILD-UPS

Explanation Of Terms

Standard Considerations

Standardconsiderationsare products which are common to mostpackages.
Generally,these areunilateralproducts: Servicesthe purchaserwill need, which
willbe providedby BPA by default,if not obtainedelsewhere.

In some cases (e.g., for Direct Service Industry customers), reserves willbe a basic
component of a package. They are shown under standard considerations because
they are sold to BPA.
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POWER PRODUCT LINE BUILD-UPS

Package 1
Full Requirements Service

Service Shaped Hourly

Energy
AI Monthly Firm Energy

Shaping
A2 Right to Determine LLH Shape
A3 Right to Determine HLH Shape
D 11 HLH Energy Entitlement
DI2 Weekly Energy Shaping

Service Smoothed To Forecast

A4/5 Planned Load Change - Capacity/Energy
A6/7 Unanticipated Load Growth - Capacity/Energy
B1 Basic Load Following
D9/10 Unrealized Firm Load - Capacity/Energy
D 13 Monthly Energy Shaping

Other Services

Transmission- None
Resource Services - None

Standard Considerations

E 1 Harmonic Control - (Unilateral)
E2 Voltage (VAR) Support - (Unilateral)
F1 Environmental Protection- (Unilateral)
F2 Environmental Cleanup - (Unilateral)
G2 Transmission/St_tt_ilityReserves (to BPA) - (Basic for DSIs)

-- I iiii iii
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POWER PRODUCT LINE BUILD-UPS

Package 2

Full Requirements Service - With Resource Support

Service Shaped Hourly

Energy
A1 Monthly Firm Energy

Shaping
A2 Right to Determine LLH Shape
A3 Right to Determine I-ILHShape
D11 HLH Energy Entitlement
D12 Weekly Energy Shaping

Service Smoothed To Forecast

A4/5 Planned Load Change - capacity/energy
A6/7 UnanticipatedLoad Growth - capacity/energy
B1 Basic Load Following
D9/10 Unrealized Firm Load - capacity/energy
D13 Monthly Energy Shaping

Other Services

Transmission

E4 Subtransmissionof Federalpower- (Optional)
Resource Services

B4 ControlAreaReserve Service
D2 GenerationGuarantee

D14 SchedulingAgent- (Optional)

Standard Considerations

E1 Harmonic Control - (Unilateral)
E2 Voltage (VAR) Support - (Unilateral)
F1 Environmental Protection - (Unilateral)
F2 Environmental Cleanup- (Unilateral)
G1 Operating Reserve (sold to BPA) - (Optional)
G2 Transmission/StabilityReserves (to BPA) - (Basicfor DSIs)
G3 Load Buy-Down (sold to BPA) - (Optional)

1
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POWER PRODUCT LINE BUILD-UPS

Package 4
Partial Requirements Service

Service Shaped Hourly

Energy
A1 Monthly Firm Energy

Shaping
A2 Right to Determine LLH Shape
A3 Right to Determine HLH Shape
D11 HLH Energy Entitlement

Service Smoothed To Forecast
B 1 Basic Load Following

Other Services

Transmission - None
Resource Services - None

Standard Considerations

E1 Harmonic Control - (Unilateral)
E2 Voltage (VAR) Support - (UnilateraO
F1 Environmental Protection- (Unilateral)
F2 Environmental Cleanup - (Unilateral)
(32 Transmission/Stability Reserves (to BPA) - (Basic for DSIs)

II
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POWER PRODUCT LINE BUILD-UPS

Package 6
Partial Requirements

Actual Computed Requirements Without A GC

Service Shaped Hourly

Energy
AI MonthlyFirmEnergy

Shaping
A2 Right to DetermineLLH Shape
A3 Right to DetermineHLH Shape
D11 HLH EnergyEntitlement
D12 WeeklyEnergyShaping

Service Smoothed To Forecast

A4/5 PlannedLoad Change - Capacity/Energy
A6/7 UnanticipatedLoad Growth - Capacity/Energy
B 1 Basic Load Following
C1-4 PrescheduleChanges
D3 Annual EnergyShaping
D4 Flexibility
D9/10 UnrealizedFirmLoad - Capacity/Energy
D13 Monthly EnergyShaping

Surplus Services

A10 EmergencyPower- (Optional)
A11 PriorityNonfirmEnergy - (Optional)
AI 3 Daily Peaking Energy
A22 SurplusFirm Energy - (Optional)
D6/7 Power Disposal and Purchase- (Optional)
D8 Scheduled PurchaseReduction

Other Services

Transmission

E4 Subtransmissionof Federalpower- (Optional)
Resource Services

B4 ControlAreaReserveService

I
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POWER PRODUCT LINE BUILD-UPS

Package 6
Partial Requirements

Actual Computed Requirements Without A GC

Standard Considerations

E1 HarmonicControl- (Unilateral)
E2 Voltage (VAR) Support- (Unilateral)
F1/2 EnvironmentalProtection/Cleanup- (Unilateral)
G1 OperatingReserve(sold to BPA) - (Optional)
G2 Transmission/StabilityReserves (to BPA) - (Basicfor DSIs)
G3 LoadBuy-Down (sold to BPA) - (Optional)

II I
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POWER PRODUCT LINE BUILD-UPS

Package I1
Partial Requirements

Sustained Peaking Support Energy

Service Shaped Hourly

Energy
A1 MonthlyFirmEnergy

Shaping
A2 Right to DetermineLLH Shape
D 11 HLH EnergyEntitlement
D12 Weekly Energy Shaping

Service Smoothed To Forecast

A5 PlannedLoad Change- energy - (Optional)
A7 UnanticipatedLoad Growth- energy - (Optional)
B 1 Basic Load Following
D3 AnnualEnergy Shaping- (Optional)
D4 Flexibility- (Optional)
D8 ScheduledPurchaseReduction- (Optional)
D13 MonthlyEnergyShaping- (Optional)

Other Services

Transmission - None Identified
Resource Services

G1 OperatingReserve (sold to BPA)

Standard Considerations

E 1 Harmonic Control - (Unilateral)
E2 Voltage (VAR) Support- (Unilateral)
F1 EnvironmentalProtection - (Unilateral)
F2 EnvironmentalCleanup - (Unilateral)
G2 Transmission/StabilityReserves (to BPA) - (Basic forDSIs)

m i
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PACKAGE COMPOSITION

Power

P_t_gel P_tage2 P_t_ge3 Padkqe4 Pgd_ge$ . Padkag¢61Pt_.q_7 _ Padiageg i_Pack_gt9 PaekagelO I_1! P_I2 _

F _n F_gtl F un Partial _ i _ LldtF_:; C_I: _d _rt_mPe_k Pagtiaf: :::

A1 Monthly Faro F,nm_ Mo. _y at existing POD'. Sdmd Basic Batic Basic Basic Basic Batic Ba_ Basic Basic Basic A|
i -

at BPA diactttM (ummll7 LLH)

: A2 Rightto Determine LLH Shape LLH _ Utility scho_ea Basic Basic Baaic Basic Baaic Basic Bmic Bmic Basic Basic Baaic Basic A2

LLH.oqtaddaily._
A3 Rightto I:)ttma_ HLH Shape From Cal_-_y for Heavy Load Buic Basic Basic Basic Basic Basic Basic Basic Basic Basic A3

Hour deliver_ :A4:iA _md LoadChan_-_p Modifmtab-or-payoblation _ Basic Basic Ba,ic Bmc Opt ,

As Ptmn_dLo_Ch_- my Modemtake_-payob_atm Bern B_ e._ B_ Basic Opt Opt ':AS

A6 _LdOrwth-cap Firm cap for firm loa& m excem BaUc Bm/c Basic Opt- Basic Opt. ,A6
of atiammd nexsch

A7 LMmtic:ipatodLd Orwth - my Firm eny for firmloads m excem Basic Basic Basic Opt Basic Opt Opt A?
of _imatad needs

A8 Back-up _ Finn cap for sdaeduling Opt. Ag i

M Back-up Enm_ Fm my for ach_duling Opt A9

bl0 _Powe_ Fmcap/myfortch_ cmt, for Opt_ Opt. Opt. !AI0

iAll [h-/ontyNonfirm Enm_" Highem quality nonfirm Opt_ Opt_ Opt Opt. Opt_ Opt :All

!A_2 _onfirmEm_ EnyaboveFodSy_watt/my Opt Opt Opt Op_ Opt :^t2
no_ (refi_fu_.)

AI3 DmlyPeadd_Enmgy HLHlmakcmywith24-hrrcpL (ff Basic Eta_ AI3

mo.firm_ayit roodup)
Ai4 HLHC.,ap w/ Peaking Eny '4-10' Th, fittt4to 10hrtof Basic Basic Opt. AI4

m.a P.,,_F_
A15 ExtendvdP_gFam, gy >10' HLHPcakingF_.uyin_ Opt. Opt AI5

offint 101m_

AI6 Exoma Ram of Rtn for Pk R_I Rt to repl. Pk Eny duringLLH Basic Opt_ Opt AI6

abo_60%ofHLHc.ffip.
AI7 LLH P¢_anK Eum_ Padd_ Eny durmKLLH (>4 hrs); Bamc Opt Opt. :AI7

repl. w/m 24 h_

AI9 0priori to purch addq cap Additkmal cap foe pertial req_ Opt Opt. Opt Opt Opt AI9

c_ f_ en7 reamn
A20 Capacity_ DSrs right to _ Op. (Opt/on-DSD (Optkm-DSD (_DST) (Option-DSD (Option-DSD (Option-DSD (Option-DSI) Opt A20

Demand toCon_.Dmmad

A21 Surplus Firm cap Surplm Power Product for Opt Opt. Opt Opt. Opt Opt A2t

,_,dm_ utiiitm- cap



PACKAGE COMPOSITION

Power

IIlll

P_lwge l Package2 e_ckqe 3 package4 P_ckqe $. Package6 Pmckqe 7 Paztage # pockqe 9 Package lO Packqc ll Packq_12

• . i ii.. : .

F._ _ F.u e,_._ _ .... .........

• • . : : (et.St_t_" .....
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=:._=

!B3 Suppl. _1 Area Rmerv_ I._i m_ ofrmv to mzpplmzmt nmv :i,

o_!_._ for om r_c .....

:B6 SuI_I Ope_. _ - 4 hr N_o-Sp_ _ Rm_v(4

ca _=_ _- _ _ _h_ _. _ Basic _ _ Opt Opt.

_e,d_ De_ve_-Dea Deffipm_d_e d_ve_. _0- Basic _e_ _ Opt Opt C2

' _._ P._- wcr D_ pm,_odu_en,c_ _- _ _,=i_ Opt_ Opt.

131 ] Sten go Water _ acx_d in eny units Opt DI, i

, . (.,__--_ Viz=)

D21__ Badk-upf_rfirm_tbilit_.('_v Basic Opt Opt. D2._-_ Ex_' <g'fee')

m Am_ud _ Shaping Shapen_. finneny withina year. Bask: Bask Opt_ Opt_ Opt. D3

F1_bili_y _ phum_xlfirm_ux/nd-,-_ B_mc _ OPt _

D5 F_.xtmd_ReturnofPkRepl Rtn-perio&> 24hnfo_cap. w/o Basic Opt. OFt. DS-

_eny

D6 Powe_ Dutposa/ DispoN of custcme_ power at a Opt. Opt, D6

BPA-_t_t_J
D? PowerPurchase _-tenn purchasesofpow_ fo_ Opt_ Opt. D7

_._

ScheduledPurchReduction Rttodisplacepurchofcep/eny Basic Basic Opt_ Opt. D8

Cavail.ch_orr_b).
D9 Unrealized Frm Load - cap D<_nvn_ flexibility of cap from Basic Basic Basic Basic Opt D9

BPA

DI0 Umealmed Fn'm_ - eny Downward flex_ility of eny f_m Basic Basic Be_ Basic Opt. Dl0
BPA
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PACKAGE COMPOSITION

Power

Package I Padu_e 2 Package3 P_tmge 4 P_qge S Padutge 6 Paduqge 7 Package8 Pmci_ge 9 Package l@ Pack, ell P_l_ge l2

Full Full Full Ptwtial Camlt C4m_ LLtl Emergy C_-I Cap41 _.asomal Smzrais Peak, Prwtial

P._l'_ Req,_ geq_ Req,_ aeq,_ Req'u _ _ ._ F_.my Req'er
Aa_ (q.s_uu_

w/oO_oms w/Re_c w/Optioas w/oO_omt Ptmmed w/o AGC (_. Pullet _ (e4gPP&L) (e_ PGF_ feat. MPC) r_com_ w/Opao,w
DI 1 _ Eny Ent_emont Move energy enKtlemont from Basic Basic Basic Basic Basic Basic Basic Basic Basic Di

LLHto HLH

DI2 _oddy Eny Shaping Shape enet_ among dayt of the Basic Basic Basic Basic Basic Basic Basic Basic OpL DI½
week

D13 MonthlyEny Shaping Slmpeeaaeagyamong weeksofthe Basic Basic Basic Basic Basic Opt_ Basic Opt. Opt. DI3
month

IDI4 Sched_u_Asent Actem Sc.hed. Agem fornon- Opt OpL DI4
sched cmu_ners

Di5 iShapmg for C_ Resourc_ LLH to HLH Shaping for Opt_ Opt_ Opt- .... DIS

i Customer Resources
E1 Harmonic Control D_mne system harmonics Unilateral Unilateral Unilateral' Unilateral Umlateral Unilateral Unilateral Unilateral Unilateral Unilateral thilateral Unilateral El

._ Voltage(VAR)Support ControlVAR flowwithin Unilmeml Unilateral Unilateral Unilateral Unilateral Unilateral Unilateral Unilateral Unilateral Unilateral Unilaterr_ Unilateral E2
Standard Tolermaee

F_.3 Volt- Support - Close Toler. Cont_lling VAR flow with closer E3
tolerance

E4 Subtrammissmlaof FccLPower Xmn and Xfommt'n: Feel pwr Opt. Opt. Opt_ Opt. Opt_ E4

f_m main _rid to ne_ cust POD
E7 Load Shedding Arm load shedding scheme to Opt ET"

e_k_er's oblHy_tion ....

FI Em_ronmental Protection Planmng against hazardous waste Unilatmad Unilateral _ Unilateral Unilateral Unilateral Unilateral Unilateral Unilateral Unilateral Undateral Unilateral F1
acc/d_t_

F2 En_ Clean-Up Cleanup ofhazardom waste Unilateral Unilateral Unilate_ Unilateral Unilat_a] Lhilateral Unilateral Unilateral Umlateml Unilateral Unilateral Unilateral F2
a_dmt

G! Operating Rmrv.(sold to BPA) BPA purdnme of 1-hr ge_. or Opt. Opt. Opt_ Opt. Opt_ Opt_ Opt. Opt. Basic Opt. GI

load-dro1,p_(S-rainnouce)
G2 Xnu_/StabilityR_v. (to BPA) BPA ptax:tm_ of 30-ram load- Opt_ Opt. Opt. Opt. Opt_ Opt. Opt_ Opt. Opt Opt G2

droppin_(nonot_) (BasicDSI) (Bam-DSI) (Batic-DSl) (Bam-DSI) (Basic-DSI) (Bmic-DSO (Bam-DSI) (B_ic-DSI) (Bmic-DSI) (Bmic-DSI)
G3 LoadBuy-Down (to BPA) BPA pmx_ ofload drop (qg.2- Opt. Opt. Opt Opt. Opt. Opt_ Opt. Opt. Opt. Opt_ _3

wk M-drop, 20mln or 24hr notme)



PACKAGE COMPOSITION
Transmssion

i

Package 1 Package 2 Package 3 Pcckage 4 Package 5 Package 6 Package 7 Package 8

Non-Got

Gea Gea t_bl_ & Ex Reg

Publ_ _ Federal Calif (w / Small

Mid-Col Otk_ A_encies DSI IOU Canad_ NUG Large NUG
LI Point-to-Point Firm Point-to-point service (N-1 Criteria) Potential Potential Potential Basic Basic LI

! L2 point-to-Point Interruptible Point-to-point service (N-0 Criteria) Potential 1,2

L3 Network Firm Multiple point-to-point service (hi-1 Criteria) Basic Basic Basic Basic Basic L3

L4

L4 Network Interruptible Multiple point-to-point service 04-0 Criteria)

L5 Network Nonfirm As-available Xmn without specified points Basic Basic Potential Basic = L5

i

MI htertie Firm FirmXmn on an intertie (N-0 Criteria) Potential Basic Basic MI

M2 Intertie Nonfirm As-available Xnm on an intertie Basic Potential Basic M2

M3 Capacity Ownership Ownership-like rights to new BPA facilities Potential Potential M3

_available for lntertie onl_'_
N1 3rdParty Wheeling Permits third-party wheeling Potential Potential Potential N 1

N2 Subtransmission (Wheeling Low voltage step-down transformation and Xmn Potential Basic Potential Potential Basic Basic N2
of NonFederal Power)

N3 Transfer System-to-load wheeling with load following Basic N3

N4 lnter_tion Service to integrate customer generation into Potential Basic Basic N4
BPA's Main Grid

N5 Reservation Option guaranteeing future rights to Xmn capacity N5

N6 Transmission ROW Utility can use BPA right of way for own Xmn N6

N7 Other ROW Use of ROW for non electric utility services N7

134 Control Area Service See Power 134 Potential Potential Basic Basic 134

D2 Generation g,_arantee See Power D2 Potential Potential Basic Basic D2

DI4 Scheduling agent See Power D14 Potential Potential Basic Basic DI4
E2 Voltage (VAR) Support See Power E2 Unilateral Unilateral Unilateral Unilateral Unilateral Basic Basic E2

E8 Generationdropping See Power E8 Potential Potential Basic Basic E8

Basic"Necess_ products.
Potential:Productsneededbysomecustomers.
Optional:Produ_-_wantedby_mccmtoeg_ (NotshowaiatheXamMa_)
Unilateral:Servicescustomcrw_lneed;ffno¢oMaineAehewhere,BPAw_lprovidebydcfaulL



PRODUCTS & SERVICES LIST BY PHASE

PHASE 1: Products & Services

(Products and services that BPA proposes to offer for sale in 1995)

Packaged Power Products
Full Requirements Service

(This service includes the following products and services: Monthly
Firm Energy {A1 }, Right to Determine LLH and HLH shapes {A2,
A3 }, Planned Load Change {A4, A5 }, Unanticipated Load Growth
{A6, A7}, Basic Load Following {B1 }, Unrealized Firm Load {D9,
D10}, HLH Energy Entitlement {DII }, Weekly Energy Shaping
{D12}, Monthly Energy Shaping {D13 }. DSI purchasers would be
required to offer Transmission/Stability Reserves to B"A {G2 }.)

Partial Requirements Service
(This ser'.,ice includes the following products and services: Monthly
Firm Energy { A1 }, Right to Determine LLH and HLH shapes {A2,
A3 }, Basic Load Following {B 1}, and HLH Energy Entitlement
{D11 }. DSI purchasers would be required to offer
Transmission/Stability Reserves to BPA {G2 }.)

Products and Services to Accommodate Changes in Power Purchase Needs
Unanticipated Load Growth (Capacity and Energy) {A6, A7 }

Surplus Firm Power Products (currently offered on an unbundled basis)
(These run the gamut from emergency service to long-term surplus power
sales)
Back-Up Capacity {A8 }
Surplus Firm Capacity {A21 }
Surplus Firm Energy {A22 }

Nonfirm Power Products (currently offered on an unbundled basis)
Nonfirm Energy {A12}

(Nonfirm Energy can take a number of forms ranging from guaranteed
nonfirm to sales made "out-of-Operating Reserve.")

Services for Non-Federal Resources
Control Area Reserve Service {B4}
Storage (currently offered on an unbundled basis) {D 1}
Generation Guarantee Service {D2}

I I
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Power System Support Services
Harmonic Control {E 1}
VAR Support {E2}
Environmental Protection Service {FI }
Environmental C'ean-Up Service {F2 }

Power Delivery Products
Preschedule Delivery Service (Increases and Decrease) {C 1_C2}
Preschedule Receipt Service (Increases and Decrease) {C3, C4 }
Annual Energy Shaping {D3 }
Flexibility {D4}
Subtransmission of Feder_.l power {E4 }

PHASE 2: Products

(Additional Products that BPA tentatively plans to offer for sale in 1997)

Products and Services to Accommodate Changes in Power Purchase Needs
Planned Load Changes (Capacity and Energy) {A4, A5 }
{i.e., planned changes in power purchases from BPA}
Scheduled Purchase Reduction Service {D8 }

Nonfirm Power Products
Priority Nonfirm Energy (possibly) {A11 }

Capacity Services
Extended Peaking Energy {A15 }
Excess Rate of Return of Peaking Replacement Energy {A16 }
Extended Rate of Return of Peaking Replacement Energy {D5}

(within 1 week, within 1 month, in the following season)

Services for Non-Federal Resources
Supplemental Operating Reserves for a customer's resource (1 hr / 4 hr) {B5,
B6}
Power Disposal Service {D6}
Power Purchase Service {D7 }
Load Shedding Service {E7}
Generator Dropping Service {E8 }

Power Delivery Products
Load Following for Eccentric Loads {B2 }
Supplemental Control Area Reserves {B3 }
Weekly Energy Shaping {D12}
Monthly Energy Shaping {D 13}
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PRICING

BPA's pricing policies are designed to meet multiple objectives, including:

• providing maximum customer choice and encouraging optimal use of the FCRPS;

• contributing to BPA's continued viability in an increasingly competitive West coast
market environment;

• allowing BPA to take full advantage of its responsibility and authority to manage
the FCRPS, consistent with all statutory requirements; and

• providing a mechanism for distributing to BPA's core customers the benefits
resulting from the implementation ofBPA's Business Plan.

Power Products

With competition increasing for sales of power products, BPA intends to position its
products so as to increase their value to customers. One way of increasing value is to
allow flexibility to tailor the products to the customers' needs. The pricing of products
also should direct the range of BPA products to their highest customer-valued use,
consistent with BPA's statutory ratemaking responsibilities. Given the tradeoffbetween
quantities of products that can be offered from BPA's system, this will allow BPA to offer
a full range of products at competitive price levels. Unbundling products will allow ready
rebundling into packages that suit particular customers as well as product sales on an
individual basis.

The pricing of these unbundled and rebundled products will be based on three general
markets: (1) firm requirements Tier 1, primarily existing loads; (2) firm requirements
Tier 2, primarily new load growth; and (3) other unbundled and rebundled products,
including delivery flexibility and customer resource support products. Which market a
product is sold in will be defined by the type of service being provided. The amount of
pricing flexibility that BPA exercises will take into account many considerations, especially
the viability of the market for a particular product.

Figure 27, Marketing Plan Business Construct and Product Pricing, illustrates and
describes the marke_s and relevant product pricing for the three markets listed above, plus
the transmission market.
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Figure27:
MARKETING PLAN

BUSINESS CONSTRUCT &
PRODUCT PRICING

• BothFull& PartialRequirements
• CalculatedBasedOn

FIRM HistoricalLoad

REQUIREMENTS • RateSetAtLevelTo Ensure
TIER 1 That Revenues From Both Tier 1

& Tier 2 Equal The Customer

Class Revenue Requirement

• Open Acxess

• All Full & Partial Requirements TRANSMISSION • Cost-Based Rates:

Sales Above Tier I Size Embedded,
FIRM • Rate Based On BPA Incremental Inoremental, &/or

REQUIREMENTS Generation Cost Opportunity Cost
TIER 2 • Revenue Covers Total Cmt Of

SarviGe

• Rate Determination Methodology
Specified To Allow Prediotabilitv

• Pricing Flexibility Tied To Market ....

Viability: Quasi Or Pure Competitive

UN- AND RE- • Quasi Competitive Rates Tied To
BUNDLED Cmt: Embedded Or Marginal

PRODUCTS • Competitive Pricing Elements

• Fully Viable Product Markets
• Pure Competitive Where The Market

Determines The Price

Firm Requirements Pricing

The first level of pricing is for firm requirements service. In this Marketing Plan, firm
requirements is defined to include general requirements service to public body,
cooperative, and Federal agency customers and all other requirements service provided to
regional customers. Generally, section 5(b)(1) of the Northwest Power Act requires that
BPA offer to sell to regional preference and investor-owned utility customers enough firm
power to meet their regional firm power loads, less the amount of their firm resources
dedicated to serving their regional firm loads. With respect to sales to public body,
cooperative, and Federal agency customers, section 7(b) of the Northwest Power Act
defines sales to meet that obligation, less service to "New Large Single Loads", as
"general requirements" and establishes the cost basis for rates applied to general
requirements sales. BPA intends to meet this statutory directive by offering two firm

114 FINAL DRAFT STRATEGIC _[ARKETING PLAN, FEBRUARY 1994



requirements products to regional customers: full requirements service and partial
requirements service. BPA intends to meet the firm requirements of its DSI and IOU
customers by offering similar full and partial requirements products.

Full requirements service will be available to regional customers who choose to operate as
distribution utilities and do not operate resources to meet their own load or loads in the
wholesale power markets. If a customer operates a resource to meet its own load, it must
either purchase a Generation Guarantee, which is either a Service and Exchange
Agreement or a charge for connecting the output of the resource to an amount of firm
power. It will be a highly bundled product adequate to meet the total actual firm power
loads of the customer on a real-time basis for the term of the contract, and is virtually
identical to the product sold to metered requirements customers under the current Power
Sales Contracts.

If a regional customer chooses to participate in the wholesale power market, then partial
requirements service will be available for that customer. Partial requirements service is a
less bundled product than full requirements service that allows the customer to meet their
net firm load (total firm load less dedicated firm resource capability) on an annual and
multi-year planning basis. The customer will specify for the last year of the planning
period (4.5 years), prior to the start of the planning period, the daily amounts of energy
within each month, the daily maximum rate of delivery during the heavy load hours, and
the amount of daily energy that will be taken during the heavy load hours, limited by the
customer's net firm load. No changes in these amounts will be allowed within the
planning period unless other flexibility products are purchased separately. The hourly
energy deliveries will be prescheduled the day before the deliveries within the previously
specified parameters, with no changes to preschedules allowed unless other flexibility
products are purchased separately. Within the planning period, partial requirements sales
will be take-or-pay.

The two firm requirements products would be available under rate schedules compa able
to the Priority Firm rate, New Resources Firm rate, and the Industrial Firm Power or

Variable Industrial Firm Power rate. Within a customer class, the two different products
will be sold at the same rate; i.e., the same demand and energy charges. Customers will be
free to structure their purchases to optimize their payments under those rate charges.
Applying the same rate charges to the different products takes into account the differences
in the ability of full and partial requirements to manage their purchases from BPA and,
therefore, impose costs on BPA. The ability of partial requirements customers to use their
resource capability to optimize their purchases from BPA relative to market and other
conditions can force BPA to incur greater costs than it does for full requirements
customers who essentially turn their market over to BPA for service, which allows BPA to

maximize its operations against those markets. The design of the two products attempts
to levelize this difference in cost incurrence.

I
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Tiered Rates

Selling firm requirements products at the average embedded cost for each unit sold would
perpetuate existing concerns with the current rate design. These problems include: higher
than economically efficient sales that could lead BPA to acquire resources at marginal
costs faster than BPA' s competitors are acquiring resources, thus eroding BPA's current
cost advantage; limited incentive for customers to invest in conservation without
significant reimbursement from BPA; and sub-optimal operation of the FCRPS relative to
production of the highest customer-valued products. Tiered rates is a pricing mechanism
that can both meet the statutory requirements for firm requirements rates and provide a
price signal that allows for more e_cient investment decisions and system operation.

Tiered rates will allow price signals to be sent within the overall framework of average
embedded-cost pricing. With this approach, sales of firm requirements power are divided
into two tiers. Tier 1 includes all sales up to a specified amount. All further sales are in
Tier 2. The prices for the two tiers are set at levels that together recover the total costs
allocated to the particular customer class. When BPA's incremental costs are greater than
average cost, the Tier 2 price is set higher than the Tier 1 price.

The price for Tier 2, the amount of power that can be purchased under Tier 1, and the
approach to minimizing potential adverse impacts from Tier 2 costs on Tier 1 prices are
the key factors that define the tiered rates structure contemplated under this Marketing
Plan. While the average rate for all firm requirements sales to a customer class would be
equal to the average embedded cost allocated to that class pursuant to section 7 of the
Northwest Power Act, the rate for Tier 2 sales is assumed to be set based on the cost of
the incremental resource BPA has acquired or intends to acquire to serve the Tier 2
requirements. BPA would rely on actual resource cost data included in BPA acquisition
planning to set the Tier 2 price, to provide as much predictability as possible in how that
price will be determined. BPA will seek to set the price for Tier 2 products at a level that
will recover their full cost (including expected resource operation and transmission costs)
and avoid adverse impacts on Tier 1 prices. The primary way of avoiding adverse impacts
on Tier " prices is by BPA not acquiring resources to serve Tier 2 loads without customer
commitments to place Tier 2 loads on _?A. However, the nature and duration of the
commitment that will be required from customers for Tier 2 purchases to support resource
acquisition decisions, and any other ways of limiting risk to Tier 1 prices, have not been
determined.

The amount of purchases to which the Tier 1 price will apply will be a one-time
determination that will remain fixed over a reasonable period. It will be set at a level
based on some percentage of the customers' load over a historical period. The percentage
will probably be less than 100 percent to provide an immediate and appropriate price
signal to all customers as they make investment decisions on conservation, generating
resources, and power purchases. The price for Tier 1 will be set to reconcile total
revenues from both tiers to the costs allocated to the customer class. In other words, the

I I
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total revenues from a customer class under tiered rates willbe equal to the costs allocated
to that customer class on a prospective basis.

Figure 28 illustrates how the tiering concept would be applied as part of rate design when
setting rates for different customer classes. The right side of the figure illustratesBPA's
current cost allocation method and maps it to the tiered rates illustration.

Figure 28:

TIERED RATES
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This approach to tiered rates fits well into the overall context of the Marketing Plan. It is
consistent with existing statutes and BPA interpretations of those statutes. It also allows
the pricing of Tier 2 sales in a manner that reflects market conditions to facilitate efficient
use of BPA products. However, other tiered rates approaches may also achieve the
objectives of this Marketing Plan and BPA will continue to evaluate these other
approaches.

Unbundled & Rebundled Product Pricing

As described above, firm requirements service will be provided in two general product
forms. All other products, including additional products and services to supplement the
firm requirements products, will be sold outside the firm requirements framework. Sales
for these additional products and services may occur under either quasi-competitive or
pure competitive pricing, depending on the viability of the competitive market for a
particular product and other factors. BPA has had a large role historically in planning and
operating a significant share of the region's power system. Given that role, and the
evolutionary nature of competition in power markets, BPA expects to market many of its
unbundled and rebundled products under quasi-competitive pricing. Such pricing would
be applied to products until fully viable markets for them are established, absent a
compelling reason to proceed sooner. Quasi-competitive rates would be set with the
intent of reflecting competitive elements in the market, but would be tied to BPA costs:
embedded, incremental, opportunity, or marginal costs. For those products where fully
viable markets exist or can be created, such as the economy energy market, BPA would
set prices at levels determined by the market; i.e., on a purely competitive basis.

The pricing for these other power products will allow BPA to set price levels that will
fully cover the production or variable costs of the product and any incremental investment
costs required to sustain their long term availability. This will ensure that there are no
adverse impacts on firm requirements rates from the sale of these products. To the extent
that the market for a particular product will not support a price that will recover
incremental investment costs, BPA may offer to sell the product at a lower price, but the
amount would be limited to existing production capability, and then only if the price were
above production costs.

Sample Power Product Price Ranges

For illustration, Table 9 provides a set of extremely preliminary draft price ranges for
portions of the product line that BPA has identified in this Marketing Plan and for which
BPA anticipates some demand by 1998. BPA has not had the time or resources to
develop precise costs on a product basis or to develop market information on each
product. There also is considerable work still needed to understand the current inventory
level of each product, how the production of different products tradeoff against the
production of other products, and the costs of expanding product inventories. However,
BPA also recognizes the need to begin discussions with customers to test the concepts in
this Marketing Plan against the market. Prices are important for customers to be able to
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evaluate BPA products against potential alternatives and to understand the potential
overall impact of this Marketing Plan for them.

Table 9 reflects BPA's very initial attempt to identify a range of potential prices for each
product, given the limited information available and the complexity of the changes
proposed in the Marketing Plan. Many shortcuts and stopgaps had to be used to get
around the lack of solid data and information and move from the conceptual basis to
product pricing. Therefore, these price ranges should be used with extreme caution
and for illustrative or discussion facilitating purposes only. The actual ultimate
pricing offers potentially may fall outside the ranges in Table 9.

II I
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Table 9:

For Illustrative andDiscussion PurposesOnly
SAMPLE POWER PRODUCT PRICE RANGES

1998

: : : : " PRICE

Availability Power Proclucts Product List Reference Tier* Units Low Hi_,h

Current Metered Requirements A1, 5, 7, D2, 10, 11, 12, 13, Tier 1 mills/kwh 22.5 26.5
A2, 3, 4, 6, B1, 4, D9 Tier 2 mills/kwh 33.5 49.5

average mills/kwh 26.0 28.5
Current Computed Requirements AI, 5, 7,13, D3, 4, 8, 10, 11, 12, 13 Tier 1 mills/kwh 23.0 25.5

A2, 3, 4,6, BI, Cl, 2, 3, 4, D9 Tier 2 mills/kwh 30.0 44.0

average mills/kwh 25.0 27.5
Current DSI- Non-Aluminum A1, 5, 11, 20, DI0, 11, 12, 13, Tier 1 mills/kwh 23.5 26.0

A2, 3, 4, 23, 24, 25, BI, 4, D9, G1, 2, 3 Tier 2 mills/kwh 29.5 43.0

average mills/kwh 25.5 28.0
Current DSI - Aluminum A1, 5, 11, 20, DI0, 11, 12, 13, Tier 1 mills/kwh 22.5 25.5

A2., 3, 4, 23, 24, 25, B1,4, D9, G1,2, 3 Tier 2 mills/kwh 29.5 43.0

average mills/kwh 24.5 27.0
New Full Requirements AI, 5, 7, DI0, 11, 12, 13 Tier 1 mills/kwh 23.0 26.5

A2, 3, 4, 6, BI, 4, D2, 9 Tier 2 mills/kwh 32.0 47.5

average mills/kwh 25.5 28.5
_Iew Partial Requirements AI, D11 Tier 1 mills/kwh 22.0 25.5

A2, 3, BI Tier 2 mills/kwh 31.0 46.0

averal_e mills/kwh 25.0 27.5

Avaflabtiil_,:.Reference_..............: Power _uct " ...... _ , .....: ,, : , , " Units Low High
Reserves:

.qew B5 Supplemental Operating Reserves - 1Hour $/kw-mo 0.50 !.25

.qcw I36 Supplemental Operating Reserves-4 hour $/kw-mo 0.50 1.25

.qew D2 Generation Guarantee $/kw-mo 0.50 1.25

Shaping:

New I:)4 Flexibility ("near-term" ability to change) mills/kwh 1.0 10.0

New D13 Monthly Energy Shaping mills/kwh 1.0 6.0

Preschedule Changes:

New C1/2 Preseh. Delivery Incr. & Deer. w/30-min notice $/k_mo 0.25 1.00

New C3/4 Preseh. Receipt Incr. & Deer. (no LLI-I) w/30-min notice $/kw-mo 0.25 1.00

Load Swings:

New BI Basic Load Following $/kw-mo 0.50 4.00
New 132 Load Following for Eccentric Loads $/kw-mo 9.00 14.00
.qew B4 Control Area Service $/kw-mo 0.75 1.25

Peaking Variations:

.q'ew D15 Surplus Daily Energy Shaping mills/kwh 3.0 5.0

_lew AI4 HLH Capacity w/Peaking Energy $/kw-mo 3.50 7.00
qew A15 Extended Peaking Energy $/kw-mo 0.40 1.00

_/ew A16 Excess Rate of Return for Peaking Engy $/kw-mo 0.25 1.00

New D5 Extended Return ofPeakin B Replacement $/kw-mo 0.40 1.00

Other Options:

Current A12 Nonfirm Energy mills/kwh 17.0 25.0
New A21/2.2 SP Power mills/kwh 28.0 45.0

New A21 SP Capaci_ (for NW in Winter; for SW in Summer) , $/kw-mo 3.50 7.50
Note: Somenew products;e.g., supplemental reserves;mayrequirean additionalenergychargeforactual

energydeliveries.

* Based onan assumption of a 70 percentTier 1 size forthe lowand a 90 percentTier 1 size forthe high.
The Tier2 pricewas basedon arange of costs foracombined cycle combustionturbineadded to BPA'ssystem.

I
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Transmission Pricing

BPA is reviewing its transmission pricing strategy to ensure consistency with the overall
direction of the Marketing Plan, its statutory responsibilities, and the goals of EPA 92. To
foster a competitive market, BPA must be cognizant of the customers' needs and
willingness to pay, and then must reflect this information in the transmission system
development program. That is, to a greater degree than in the past, BPA plans to develop
its transmission system as a response to the market; the rates should reflect and give better
information on the cost of this service. Based in part on BPA prices, customers will
decide whether, and to what extent, to purchase wheeling services. To facilitate this
process, transmission pricing objectives include: fair and efficient prices, and
communication of cost differences; encouraging use of the system by setting the lowest
possible rates without using subsidies; and for transmission rates overall, collecting total
costs. This is not necessarily a complete list of transmission pricing objectives, but reflects
some of BPA's current thinking on this topic. BPA is engaged in a process with its
customers and interested third parties that examines pricing issues in a comprehensive
fashion, and will pursue the ideas expressed here in that process.

Some rate design concepts being considered that may help achieve an economically
efficient transmission system are presented here briefly. Pricing for main grid use could
include a number of elements. First, recognizing and reflecting cost differentials based on
location (or distance from resource to load) would give developers information to be used
in siting resources. For example, by dividing the Federal Columbia River Transmission
System (FCRTS) into zones, wheeling charges could be assessed based on which zones
were involved to integrate and deliver power. Second, expansion of the transmission
system to serve additional transmission uses is a major cause of transmission rate
increases. Recognition of these costs in the pricing structure would give information
regarding the capacity-constrained portions of the system. A charg_,, possibly based on a
marginal cost concept, would reflect the cost of expanding the transmission system to
accommodate additional transmission services. Third, BPA has made investments in
facilities required to deliver power at low voltages. These costs currently are collected
through rates to our power sales customers. A credit will be developed to encourage
customers to buy or develop their own delivery voltage facilities.

Fourth, pricing that better reflects quality of service considerations is being considered.
BPA's initial product list includes firm, interruptible, and non-firm transmission service. If
this differentiation is sustained, pricing would be developed to reflect the different
services. Rega,-dless of the products offered, a greater price differential between firm and
non-firm service probably would result from more closely identifying cost causation
factors. Finally, BPA is considering opportunity cost pricing as an option when
transmission is constrained. (Opportunity cost is defined as the net loss of revenue or the
net increase in generation cost caused by displacing one transaction with another when the
transmission system is constrained.) In addition, opportunity cost pricing may be
appropriate when there are no ple.ns to upgrade the facilities further--for example, on the
Southern Intertie.
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As a fundamental outcome, any new rate designs still must provide for equitable treatment
of Federal and non-Federal use of the FCRTS. However, to encourage widespread use of
BPA's power and to avoid rate complexity, we will continue to use postage-stamp pricing
of Federal power.

BPA has not determined precisely how transmission pricing will evolve and, as noted
earlier, will be discussing these issues in the ongoing Comprehensive Wheeling Service
and Rate Review forum. Pricing for new and existing products should advance the goals
of the Marketing Plan by supporting an economically efficient transmission market.
Transmission pricing will attempt to more closely identify cost causation and send price
signals that reflect the cost of removing constraints on the transmission system.

II I .,, irll i ii
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PROCESS ENHANCEMENTS

The customer survey results described in the Customer Values & Needs section indicate
there is an unacceptably high level of dissatisfaction with BPA's methods of transacting
business. Sixty-five percent of the customers indicated they are either somewhat or
extremely unsatisfied with BPA's processes. Compared to customer expectations, BPA is
significantly under-performing relative to virtually every service attribute, including
reliability, responsiveness, assurance, and empathy. The customers also indicated that they
are not highly satisfied with how BPA conducts various specific types of transactions and
processes, including power sales and transmission contract negotiation and administration.

The customers provided numerous reasons for their dissatisfaction with how BPA
conducts business. Some of the more prominent reasons cited include: (1) BPA is too
slow and bureaucratic; (2) BPA is more concerned about process than results;
(3) transacting business with BPA does not instill confidence; and (4) BPA decision-
making authority is frequently not vested in those BPA employees who work with
customers. The results of the customer survey indicate that customer dissatisfaction with
BPA is widespread among the various customer segments.

An additional internal survey conducted in October 1993 identified a number of practices
or deficiencies that BPA managers and employees prevent BPA from meeting customer
expectations. The key findings in the internal surveys include: (1) BPA management does
not show sufficient commitment to delivering quality service; (2) generally BPA does not
have goals for service quality; (3) employees do not believe that their performance is rated
on, or rewarded for, providing quality service to customers; and (4) employees do not feel
they have an adequate understanding or training in the products and services offered by
BPA.

What's Needed

In order to improve customer satisfaction, BPA must meet customer needs. BPA must be

competitive in terms of how effective and efficient it is when transacting business with
customers. BPA's customers, like all customers, not only evaluate products or services on
the outcome of those products or services, but they also evaluate the process of product
or service delivery.

The importance of customer attitudes about how BPA currently transacts business with
them goes beyond the transactions themselves. Clearly, BPA's ability to be efficient and
reliable, and to produce results in its transactions with customers is a key means for
customers to assess BPA's overall effectiveness as a power supplier. The view many
customers have of BPA as a future power supplier is affected by how well we are now
conducting business with them.
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Achieving high levels of customer satisfaction must be done in a manner that is consistent
with BPA's financial and other performance objectives, and values. Improving customer
satisfaction and how BPA transacts business should not to be misunderstood, particularly
within BPA, as having anything to do with "giveaways" or "always saying yes" to
customers. Sustainable customer satisfaction is achieved by: (1) providing competitive,
varied, and high value products and services; and (2) transacting business in the
professional, timely, and results-oriented manner customers require.

The surveys cited above were structured on the Service Quality Gap Model (see
Figure 29). The model identifies service delivery gaps which, if closed, will reduce the
performance gap between what customers expect regarding service qua!ity and what they
perceive they are receiving. Figure 29 displays some key factors contributing to customer
dissatisfaction. By changing practices and improving performance relative to these
factors, we can significantly improve customer satisfaction with how BPA transacts
business.

Fundamental changes are needed in BPA's culture, organization, and business methods
(systems and processes) ifBPA is to achieve a high level of customer satisfaction. BPA
needs to approach the needed changes in an integrated manner, recognizing that culture,
organization, and business methods (systems and processes) all are interconnected and
interdependent. In addition, BPA needs to take some immediate steps to redesign selected
business processes. Figure 30, BPA Business Processes, displays the recommended
overall approach for improving how BPA transacts business with its customers.

Cultural Change

While there are a number of wide ranging cultural changes that need to be made in order
to improve customer satisfaction, a key cultural change is that BPA must instill in itself the
belief that BPA's basic purpose is to serve customers, while at the same time meeting the
agency's other responsibilities. Those parts of BPA that deal with customers have to have
customer satisfaction as their first responsibility. Those parts of BPA which do not deal
directly with customers must understand that a primary function is to support, help and
facilitate the activity of those who do. BPA's management and employees must better
understand the realities ofBPA's business and its' customers'.

All ofBPA's managers and employees must adopt a principle of openness, honesty,
clarity, and welcome communication from within a unit or from across the organization.
We must actively encourage, seek, and reward the free flow of information and ideas up
and down the organization. An agency-wide goal must be to instill in each employee the
need to make internal process as simple as possible. We should eliminate processes that
are duplicative or steps that are repetitive. Decision-making authority should be delegated
downward and outward toward the customer. We need to adopt a "can do" attitude on
making decisions. BPA should replace as much as possible the veto, check or control of
support staff with the concept of staffbeing a facilitator, helper, and giver of information,
advice and counsel.
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Expected Service
GAP 5: CUSTOMER EXPECTATIONS ARE NOT MET

.......................................................................I
• NOT OUTWARDLY (CUSTOMER) FOCUSED __;..................,.,.....,,......:...,..:..:...
• DO NOT SHOW INTEREST IN SOLVING PROBLEMS
• DECISION MAKING SLOW, PROCESS ORIENTED
• SEEK WIN/LOSE OUTCOMES
• EMPLOYEES LACK AUTHORITY TO ACT Perceived Service
• LACK CONFIDENCE IN BPA

---tGAP I: NOT Kz"NOWINGWHAT THE CUSTOMER EXPECTS

............................ ,L
• INADEQUATE USE OF CUSTOMER FEEDBACK (MARKET RESEARCH) ili_K External

• POOR UPWARD COMMUNICATION OF CUSTO._/tER REEDS ............................ Actual Service Delivery [. Communications to
GAP 4 Customers

GAP 2: THE WRONG SERVICE QUALITY STANDARDS _ _ [ _

• NO MANAGEMENT COMMITMENT TO QUALITY SERVICE GAP 3 L__L
I

• FEW QUALITY SERVICE GOALS

• LACK OF PERFORMANCE STANDARDS FOR QUALITY SERVICE Servige Qu,_dity
GAP 1

GAP 3: THE SERVICE PERFOR&LANCE GAP Standards = what we say

• EMPLOYEES UNCERTAIN ABOUT MANAGEMENT EXPECTATIONS we will deliver
• EMPLOYEES NOT EMPOWERED TO MAKE DECISIONS _
• PERFORMANCE NOT RATED ON NOR REWARDED FOR QUALITY SERVICE GAP 2 JGAP 4: PROMISES DO NOT MATCH DELIVERY

I Management

• POOR COMMUNICATION AMONG OFFICES
of Customer• LACK OF _OWLEDGE OF BPA's BUSINESS r©rcepuons

Ex4pectations



Go.o,- - The NEW BPA

i CURRENT I A HIGH PERFORMANCEORGANIZATION I FUTURE ]
• Vision & Values-Based Leadership
• CustomerService As A WayOf Life At BPA
• Business-OrientedCulture

• Focus On Results

-'N -Open,CandidCommunication r 90% "_
• Workforce Dive_y
• IndividualEffectiveness

64% • ManagerialExcellence
• Harassment-FreeWorkplace

32% L CULTURE

I I lOO/A

D I c_Fo,,,_d I i
E I . s_pl_y I

s.,_ied D_d a I •Empow_-dE_/loy_/ s_ed __d
j S "_OPen Communk:ation_ T t_ _.,

H _ R1 A

REQUIRES "_ P ORGANIZATION S PRODUCE HIGH_

FUNDAMENTAL _ i • Clear Accmmtability | S CUSTOMER
I • Authorities at Lowest Level I F

" /" Clear OrganizationalRoles / oR

o A

y SYSTEMS & PROCESSES TI

E • Decision Making O - Results Oriented
• LacksCustomer Focus A - Teamwork N • Prompt• Process-Oriented R • CustomerResearch/Feedback
• Slow • Off-The-Shelf Products/Policy • Customer-Focused
• Seeks Win/Lose P Parangtets • Seeks Win/Win
• Blocked Decision-Making L * Service Standards • ConfidenceBuilding
• Does Not Instill Confidence A • Training - Streamlined Decision-making

FIRST ACTIONSTEPS

• Redesign Processes
• Delegate Responsibilities
• Set Service Standards
• Manage The InternalTransition



Organizational Change

BPA should be structured so there is an organization or organizations which are clearly
accountable for achieving customer satisfaction. It should be clear which organization(s)
is responsible tbr BPA's marketing functions, including product and policy development,
product pricing, customer research and knowledge, product sales, policy implementation,
and service delivery. The organization or organizations should have delegated decision-
making authority consistent with accountability for achieving customer satisfaction.

Customer Account Executives should be established and they should be directly
responsible for sales, policy implementation and transactional satisfaction of groups of
customers. Customer Account Executives should have the delegated decision-making
authority to act on BPA's behalf regarding a wide range of products and services as well
as fully represent BPA on a variety of policy implementation and service delivery matters.
Staff and technical resources from all BPA organizations should be readily available to
support those directly accountable for customer satisfaction and service delivery.

In the Role Of The Marketing Function section which follows, additional information is
provided on marketing functions to be addressed by a proposed organization.

Systems & Processes Changes

There are numerous changes that need to be made in BPA's systems and processes in
order to achieve high levels of customer satisfaction. BPA needs to consistently conduct
customer research and solicit customer feedback regarding satisfaction with its products,
prices and service delivery methods. BPA should conduct a periodic customer survey to
measure customer satisfaction and select individual customer transactions to routinely
conduct performance follow-ups. Customer complaints regarding processes and
transactions should be evaluated and appropriate corrective actions taken.

BPA needs to expand the number of"off-the-shelf' products and establish clear policy
guidelines and parameters. The availability of more off-the-shelf products, together with
policy guidance and standard offer contracts, will enable more timely responses to
customer needs. Products must be fully designed with established prices, clear product
definitions, and internal delivery systems. Employees must be fully trained on the off-the-
shelf products so that customer needs can be efficiently matched with products.

Service standards should be established regarding customer transactions. Service
standards need to reflect customer expectations and be set at a high level and continually
move upward. The establishment and adherence to aggressive service standards regarding
timeliness will require that BPA's products and policies be well defined, and that
organizational and individual responsibilities and authorities be well established and clear.

Those BPA employees who work directly with customers should be delegated authority to
make final decisions and pursue activities within a set of principles, guidelines, and
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parameters. We should eliminate or significantly reduce the amount of internal reviews
and multiple sign-offs. BPA should accept the risks associated with delegated decision-
making and manage that risk by investing in the knowledge, skill, and expertise of its
employees.

BPA needs to clarify those policies that involve oversight of the way customers use BPA
products and services, striving to eliminate such oversight or reducing it to the minimum
necessary to comply w ith BPA's statutory and financial obligations. To the extent some
oversight will continue, BPA needs to publish clear guidelines stating how it will
implement such policies. Guidelines should include what information BPA will use to
make such determinations and how it applies that information, and should establish service
standards for prompt decisions.

When forming a team to work on customer-related transactions, the chartering
organization should provide clear, explicit direction regarding what is required, when it is
required, and the respective responsibilities of team members and team leaders. Team size
should be small and the team leader and team members should be held accountable for the

team's results. BPA should establish a performance management and compensation
system that is tied clearly to BPA's objectives, including achieving high and continually
improving customer satisfaction. A portion of the compensation, and recognition, for
customer contact employees and those who support such employees should be based upon
the quality of service provided to customers.

Table 10, Top Ten List, provides a brief outline of the key actions needed to achieve
customer satisfaction with how BPA transacts business.
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Table 10:

TOP TEN LIST

Actions Needed To Achieve Customer Satisfaction *

With How BPA Transacts Business

I. Leadership & Commitment Of Senior • Demonstrate Customer SatisfactionIs Critical
Management To Achieving Customer • Be Active, Visible To Employees
Satisfaction • ProvideClearGuidance

2. Be Customer-Focused/Obtain & Use • Basic PurposeIs To ServeCustomers
Customer Feedback • Assess BPA PerformanceUsing Customer

Criteria

3. Establish Specific Goals Regarding • Get StartedOn Changes Right Now
Customer Satisfaction • Set Aggressive Near-Term& Long-Term

Goals

4. Become "Boundaryless" • Be Results-Oriented
No "Wail-Building" At BPA • Focus OutwardOn CustomerNeeds

• Foster Open Communication

5. Establish Clear Accountability For • Establish AccountabilityFor Marketing
Achieving Customer Satisfaction Functions

• Establish Segment Managers/Account
Executives

6. Delegate Decision-Making Authority To • Accountability= Delegated Authority
Those Who Work With Customers • Delegate To SegmentManagers/Account

Executives

7. Establish Service Standards for • Based On CustomerExpectations
Transactions/Practice Continuous Quality • Timeliness & Other StandardsRequireClear
Improvement Roles, Products& Policies

8. Get Teamwork Right • Use Teams When Necessary
• Keep Small
• Consensus IsDesirable,But Team Leads Can

Make Decisions

9. Develop Wide Range Of"Off The Shelf" • Do Design WorkUp Front
Products/Establish Clear Policy Guidelines • No ProductIsOfferedBefore ItsTime

• TransactionsBased On Established Principles

10. Tie Performance Management & • Achieving BPA Objectives& High Customer
Compensation To Customer Satisfaction Satisfaction= MoreRecognition &

Compensation ,

• Using These Ten Action Items, BPA Should ImmediatelyExamine & Redesign A Selected Number
Of High PriorityBusiness Transactions.
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ROLE OF THE MARKETING FUNCTION

Summary

Within the context of the CompetitivenessProject, the mission of a marketing function at
BPA is to develop, install, and manage strategic marketing activities at the agency. The
marketingfunction must ensure that BPA operates in a competitive, business-likeway by
providing marketing plans which integrate:

• an accurate perception of the specificneeds of its diverse customers;

• a menu of products and services which meet those needs;

• pricingof those products and services in a way that creates maximumvalue for the
customers consistent with maintainingstrong BPA financialperformance;

• tin'getsfor managementof capital investment programs and operating expenses to
ensure BPA can remain the low-cost producer of the products and services it
offers; and

• reviewand redesign of all major processes and activities related to customer
transactions, to ensure that customers are highly satisfied doing business with
BPA.

The marketing function should evolve to become the integrating andfocusing force that
ensures BPA's business success. Marketing will be the signalofBPA's evolution to a
business-based enterprise: market-driven, customer-focused, cost-conscious, and
results-oriented.

Marketing Function Responsibilitiez

The specific responsibilities of an effectivemarketing function are many and
comprehensive,and they are constantly changing. However, the basic responsibilities of a
marketingdepartment can be grouped into some general categories. The specifics of the
marketing organization at BPA are still to be finalized, but the function will either include
or coordinate the following:

Research

CustomerResearch - The experience that comes from active involvementin the
marketplace, including direct polling of customers and a comprehensive information
system, supports the strategic areas of market segmentation, product/service evaluation,
and the integration of these areas with agency strategy. Events or trends that occur

I
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outside the agency will have more to do with BPA's success than its own initiatives,
unless there is a conscious effort to turn those outside events to our advantage.

To be customer-centered, BPA's market planning must incorporate customer needs and
wants, both at the beginning and during the planning process. A comprehensive market
research program is the key to defining these customer needs and wants. A strong market
research program, combined with emphasis on customer needs and wants by segment, will
lead to a market-driven planning process that is influenced as much by the customers'
decision process as by BPA's. These programs will be much more effective than
programs designed in the absence of customer input.

Technology Research - An effective marketing department also will take need a structured
approach to researching and analyzing evolving technologies and services they will
eventually use to meet customer needs and wants.

Market Segmentation

One of the keys to understanding customer needs and wants lies in effective market
segmentation and development of Segment Strategies. BPA's marketing personnel must
understand and be skillful at what segmentation is and how it is done.

Product & Service Evaluation

To achieve business success, it is important to evaluate products and services in terms of
the marketplace (customer), the product (specific technology or service and how it relates
to customer needs) and the company (its ability and desire to take the product to the
customer). All three of these areas must be considered when evaluating any action that
affects the marketplace. This not only provides a framework to focus on customer needs
and wants, it helps employees understand that any action that affects the marketplace
should be driven by the corp,3rate vision.

Who is the customer? Whatdoesitdo? Consistentwith the vision? I
Is there a needor want? Will it satisfycustomerneeds? Satisfycustomerneeds? ICan the customerparticipate? Will it work? Canweimplement?
Will the customerparticipate? Can itbe takento market? Impactonsocie_?

Today, many utilities have programs to evaluate electro-technologies. However, it is not
common for the product evaluation system to be effectively integrated with the customer
research program and the company vision statement. This integration at BPA will be
important.
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Integration Of Corporate Strategy

Strategic planning is the process of analytical thinking and the commitment of resources to
action. It is the key to growth and security in operating a business. The process of taking
the output from market segmentation and product/service evaluation, and integrating this
knowledge with the corporate strategic plan is the process of strategic planning. It is here
that corporate strategy drives planning.

A strong strategic planning process enables all employees to focus on common strategies
and achieve common outcomes. In some respects, the process is more important than the
product. Since conditions change so rapidly, BPA marketing staff should understand the
strategic planning process, including the common purposes and outcomes sought by
management, in order to participate effectively and proactively.

Value-Based Market Planning

The process by which the results of market segmentation and product evaluation come
together can be called Value Based Planning. It is the perceived relative value of the total
package of products and services that influences the behavior of selected customers, and
thus competitive success. In short, it is the difference between what the customers think
the benefits are worth and what they actually have to pay for them.

Relative value can change for any one of three reasons: the company changes what it
offers; customers' needs or preferences change; or competitors change what they are
offering. Any supplier to the marketplace who gains a sustainable relative perceived
quality advantage (perhaps in service rather than product attributes) automatically adopts
a better-value position than its competition. This better-value positioning of BPA
products and services will be a key responsibility of the marketing organization to be
established.

Product Positioning

The key to all marketing is product positioning. BPA' s marketing staff must include
Segment Managers who will unify the marketing efforts of the segment through
positioning of products. All major decisions affecting the segment should flow from
positioning--customer benefits, merchandising, promotion, advertising, sales approach,
everything.

Positioning is the essence of what potential customers think about a product-in the case
of BPA, the accompanying service makes up a major part of the product. Positioning as a
marketing action will be the marketing organization's attempt to influence how customers
view a product in their ranking/classification system for the products they are aware o£
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Positioning is really the central issue of what the product is in terms of:

1. Who the target customers are.
2. What benefits the product will deliver to this group of customers.
3. Where the members of the user group will place the product mentally--especially

how they will view the product versus substitute products and near-substitute
products.

Positioning is the product and/or service as the customer thinks of it. Since the customer
is the ultimate user of the product, their perception of it is what the product really is.

Customer Satisfaction

While customer satisfaction is part of the initial market research discussed above, it is
appropriate to mention it separately because it is the objective of all the marketing
activities overall. BPA's marketing staff must track and measure customer satisfaction,
especially as it relates to specific programs. It also must regulate and report the results of
that tracking to management and use those findings as the basis for future
recommendations.

Revenue Sufficiency

The ultimate objective of any business is long-term financial health, which can be reached
only through sufficient revenues. By ensuring that BPA generates revenues that allow us
to maintain competitive rates, the marketing staff will ensure adequate availability of
future capital and continued support for meeting our fish and wildlife goals and repaying
the treasury.
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