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RE: Proposed Power, Transmission, and Anciliary Services Rates
Dear Debbie:

Sacramento Municipal Utility District (“SMUD”) appreciates this opportunity to comment
on Sierra Nevada Customer Service Region’s (“SNR") proposed power, transmission,
and ancillary services rates and some public comments submitted during the public
comment forum held during the current rate proceedings. As SNR's largest Preference
Power Customer, SMUD will be responsible for meeting more than 30 percent of the
Base Resource revenue requirements during the first ten years of our Base Resource
Contract that commences on January 1, 2005, and a substantial portion of the
transmission revenue requirement as well. Thus, SMUD has a significant interest in the
ultimate outcome of the ongoing rate proceedings.

SMUD believes that cost control is the key to Western maintaining low and stable power
rates, and encourages Western to continue with its cost control efforts already
underway. Selecting the sub-control area option within SMUD was an excellent move in
this direction, and SMUD looks forward to further reducing Western's operating costs
through this arrangement. SMUD also applauds Western efforts to separately track any
costs associated with supplemental or custom products to ensure no cost shifting
occurs with the base resource.

SMUD is concerned about several proposals regarding Western's transmission rates
and requests Western to re-visit these issues. First, Western's proposal to allocate
transmission costs to CVP generation use of the Western fransmission system using a
coincidental-peak-use billing determinant, while billing transmission customers on a take
or pay basis, is problematic. This proposal is discriminatory and unfairly shifts costs o
contract transmission customers. SMUD asks Western to charge all transmission
customers on the same basis 1o preserve equity and fairness. SMUD reminds Western
that in its last transmission rate case, Western transferred a number of CVP assets to
the transmission category from the power-supply category, that resulted in a large
increase in the transmission revenue requirements (“TRR”) for the CVP transmission.
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Together, these changes result in almost a doubling in transmission rates even though
very little new facilities were added to the rate base, costing SMUD millions more in
transmission costs per year for no additional service. This is severe and needs to be
avoided by revising Western’s current proposal to be consistent for all customer classes
as suggested above.

SMUD understands that some may suggest that tfransmission customers bear even
more new costs by including in Western transmission rates, the CAISO and PG&E
charges for deliveries of CVP power to PG&E connected customers. This proposal
violates all principles of cost causation and should rejected by Western. Some have
also suggested that PG&E connected customers not pay the costs of using the CVP
transmission to deliver their Base Resource allocations across the Western system.
Similarly, Western should reject this argument, as it would create free riders on the
Western transmission system, requiring a subsidy by the remaining Western direct
connect customer like SMUD. In short, SMUD recommends the proposed transmission
rates be cost-based, allocated on cost-causation principles and recognize the
transmission system investments made by the direct-connected customers.

SMUD believes that there are no supportable reasons to shift third-party transmission
system costs 1o the direct-connected customers who do not use such third-party
transmission services. Third-party transmission charges, including associated 1ISO-
related costs, should be borne only by the users of the third-party transmission systems.
Thank you for the opportunity to comment on these important matters.

Sihcere]y,

Thomas W. Ingwers ,
Director, Energy Trading & Contracts

Cc: Mr. Tom Boyko — SNR, Western Area Power Administration



