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U.S. DEPARTMENT OF ENERGY 

BEFORE THE 

BONNEVILLE POWER ADMINISTRATION 

1986 PROPOSED INDUSTRIAL FIRM POWER AND > IP-PF-86- 

PRIORITY FIRM POWER RATE LINK PROCEEDING ) 

CHAPTER I 

IP-PF RATE LINK 

A. I n t r o d u c t i o n  

On J u l y  2, 1986, B o n n e v i l l e  Power A d m i n i s t r a t i o n  (BPA) p u b l i s h e d  i n  the.  
FEDERAL REGISTER a n o t i c e  which d e s c r i  bed a proposed 1 i n k  between r a t e s  
charged t o  BPA' s d i  r e c t - s e r v i  ce' i n d u s t r i  a1 (DSI)  customers and r a t e s  charged 
t o  BPA1s pub1 i c  body and c o o p e r a t i v e  ( p r e f e r e n c e )  customers.  51 Fed. 
Reg. 24,197. (1986>.  . 

BPA s e l l s  power t o  t h e  DSIs under t h e  I n d u s t r i a l  F i r m  Power ( I P )  r a t e  
schedule and, f o r  those  aluminum s m e l t e r s  e l e c t i n g  t o  p a r t i c i p a t e ,  under t h e  
V a r i a b l e  I n d u s t r i a l  Power ( V I )  r a t e  schedule .  The charges c o n t a i n e d  i n  t h e  V I  
r a t e  schedule  a r e  t i e d  t o  t h e  I P  r a t e  schedule.  The IP-85 r a t e  schedule  
c o n t a i n s  t h r e e  r a t e  o p t i o n s :  t h e  I P  Premium r a t e ,  t h e  I P  Standard r a t e ,  and 
an I n c e n t i v e  r a t e .  The I P  Premium r a t e  developed f o r  BPA1s 1985 who lesa le  
r a t e  f i l i n g  r e c o g n i z e s  t h a t  c o n t r a c t  s e r v i c e  p r o v i d e d  t o  t h e  e n t i r e  DSI l o a d  
i s  e s s e n t i a l l y  f i r m  f o r  t h e  c u r r e n t  r a t e  p e r i o d ,  g i v e n  t h e  amount o f  BPA's 
a v a i l a b l e  f i r m  s u r p l u s  p r o j e c t e d  t o  be s o l d  a t  l e s s  t h a n  f u l l y  a l l o c a t e d  
c o s t .  The 1-P Standard r a t e  recogn izes  t h e  lower  q u a l i t y  o f  s e r v i c e  t o  t h e  
f i r s t  q u a r t i l e  ( o n e - f o u r t h )  o f  t h e  DSI l o a d  r e l a t i v e  t o  t h e  q u a l i t y  o f  s e r v i c e  
p r o v i d e d  under t h e  I P  Premium r a t e .  The I n c e n t i v e  r a t e  i s  an o p t i o n  which i s  
o f f e r e d  a t  t h e  BPA A d m i n i s t r a t o r ' s  d i s c r e t i o n .  

BPA's p r e f e r e n c e  customers c u r r e n t l y  purchase power under t h e  P r i o r i t y  
F i r m  Power (PF) r a t e  schedu le  f o r  s e r v i c e  t o  t h e i r .  f i r m  power l oads .  

. P r e f e r e n c e  customers a l s o  may purchase power under t h e  New Resource F i r m  Power 
(NR) r a t e  schedule  f o r  s e r v i c e  t o  new l a r g e  s i n g l e  l oads .  

The f u n c t i o n a l  r e l a t i o n s h i p  proposed by BPA between t h e  r a t e s  t o  t h e  DSIs 
and t h e  r a t e s  t o  BPA's p r e f e r e n c e  customers i s  r e f e r r e d  t o  as t h e  IP-PF r a t e  
1 i n k .  The IP-PF r a t e  l i n k  i s  a methodology which would be used i n  f u t u r e  = 

who1 esa l  e r a t e  ad jus tmen t  p roceed i  ngs as p a r t  o f  t h e  d e t e r m i n a t i o n  of  t h e  



l e v e l  o f  t h e  r a t e  f o r  c o n t r a c t  s e r v i c e  ( t h e  I P  Premium r a t e  o r  i t s  s u c c e s s o r )  
and t h e  r a t e  f o r  q u a l i t y  o f  s e r v i c e  t h a t  i s  l e s s  t h a n  c o n t r a c t  s e r v i c e  ( t h e  I P  
S t a n d a r d  r a t e  o r  i t s  s u c c e s s o r > .  The IP-PF r a t e  l i n k  i s  p roposed t o  be 
e f f e c t i v e  f o r  t h e  p e r i o d  b e g i n n i n g  J u l y  1, 1985 ( t h e  e f f e c t i v e  d a t e  o f  t h e  
1985 r a t e s ) ,  t h r o u g h  t h e  l a s t  r a t e  p e r i o d  commencing b e f o r e  June 30, 1990. 
The r a t e  1  i n k  e s t a b l i s h e d  i n  t h e  1985 w h o l e s a l e  r a t e  f i  1  i n g  f o r  t h e  c u r r e n t  
r a t e  p e r i o d  wou ld  be used t o  d e t e r m i n e  t h e  I P  r a t e  l e v e l s  f o r  f u t u r e  r a t e  
p e r i o d s ;  i t  wou ld  be a d j u s t e d  i n  each subsequent  r a t e  p e r i o d  commencing b e f o r e  
June 30, 1990, p u r s u a n t  t o  t h e  proposed f o r m u l a s .  

Two p a r t i e s  t o  t h e  IP-PF r a t e  l i n k  p r o c e e d i n g ,  t h e  Inves tor -Owned 
U t i l i t i e s  (IOU) and Puget  Sound Power and L i g h t  Company (PSP&L), f i l e d  
t e s t i m o n y  i n  o p p o s i t i o n  t o  BPA's i n i t i a l  p r o p o s a l .  However, t h e s e  two  p a r t i e s  
w i t h d r e w  t h e i r  t e s t i m o n y  l a t e r  i n  t h e  p r o c e e d i n g  and t h e  IOUs a rgued  t h a t  t h e  
Record o f  D e c i s i o n  f o r  t h e  p r o c e e d i n g  s h o u l d  be based s o l e l y  on  BPA's case.  
IOU, IP-PF-86-M-26, 1; PSP&L, IP-PF-86-M-25, 1. Ano the r  p a r t y  t o  t h e  
p r o c e e d i n g ,  Mr .  A u s t i n  C o l l i n s ,  f i l e d  s t a t e m e n t s  i n  o p p o s i t i o n  t o  t h e  IP-PF 
r a t e  1  i n k .  C o l l  i n s ,  P-AC-01; C o l l  i n s ,  IP-PF-86-M-28. Two p a r t i e s ,  t h e  Pub1 i c  
Power C o u n c i l  (PPC) and t h e  DSIs ,  f i l e d  B r i e f s  on  E x c e p t i o n s .  The PPC 
g e n e r a l l y  s u p p o r t e d  t h e  IP-PF r a t e  1  i n k ,  b u t  opposed t h e  p o t e n t i a l  t e r m  o f  
BPA's- p r o p o s a l  . B r i e f  on  E x c e p t i o n s ,  PPC, R-PP-01 , 3. The DSIs exp ressed  
s u p p o r t  for BPA1s p r o p o s a l .  B r i e f  o n  E x c e p t i o n s ,  DSI, R-DS-01, 1-3. The DSIs 
a l s o  f i l e d  a  response  t o  t h e  PPC's B r i e f  on  E x c e p t i o n s .  Response t o  PPC B r i e f  
o n  E x c e p t i o n s ,  DSI, R-DS-02. 

Comments o n  BPA1s p r o p o s a l  were r e c e i v e d  f r o m  f i v e  p a r t i c i p a n t s .  The 
comments ranged  f rom s t r o n g  s u p p o r t  fo r  t h e  proposed r a t e  l i n k  t o  s t r o n g  
o p p o s i t i o n .  

T h i s  Record o f  D e c i s i o n  i s  based o n  BPA1s i n i t i a l  p r o p o s a l ,  t h e  d i r e c t  
t e s t i m o n y  o f  BPA1s two  w i t n e s s e s ,  and comments r e c e i v e d  f r o m  p a r t i c i p a n t s  and 
p a r t i e s .  C h a p t e r  I addresses i s s u e s  r e l a t e d  t o  t h e  proposed r a t e  1  i n k  as 
p r e s e n t e d  i n  t h e  t e s t i m o n y  o f  BPA w i t n e s s  R o b e r t  E. D i f f e l y ,  E-BPA-01. 
Chap te r  I 1  addresses t h e  p o r t i o n s  o f  t h e  DSI O p t i o n s  Env i ronmen ta l  I m p a c t  
S ta temen t  r e l e v a n t  t o  t h e  p roposed  r a t e  l i n k ,  as sponsored by  BPA w i t n e s s  

. S h e r y l  E. P a l m a t i e r ,  E-BPA-02. Append ix  A  o f  t h i s  Record o f  D e c i s i o n  d e f i n e s  
and d e s c r i b e s  t h e  proposed IP-PF r a t e  l i n k  i t s e l f .  

B. H i s t o r y  o f  t h e  IP-PF Rate  L i n k  

I n  r e c e n t  y e a r s ,  t h e  amount o f  e l e c t r i c  power used by  t h e  DSIs,  
p a r t i c u l a r l y  t h e  a luminum p l a n t s ,  has f l u c t u a t e d  and d e c l i n e d  s i g n i f i c a n t l y .  
The c h a n g i n g  demand f o r  power has r e s u l t e d  i n  u n c e r t a i n t y  a b o u t  BPA1s f u t u r e  
r e s o u r c e  p l a n n i n g ,  f i n a n c i a l  s t r e n g t h ,  and r a t e  s t a b i l i t y .  

I n  t h e  1985 w h o l e s a l e  power r a t e  p r o c e e d i n g ,  t h e  DSIs p roposed  t h a t  t h e  I P  
S t a n d a r d  r a t e  be s e t  equa l  t o  t h e  PF r a t e  on  a  l o n g - t e r m  b a s i s  t o  p r o v i d e  t h e  
DSIs w i t h  i n c r e a s e d  r a t e  s t a b i l i t y .  The BPA A d m i n i s t r a t o r  s u p p o r t e d  l i n k i n g  
t h e  I P  and PF r a t e s  i n  some f o r m a l ,  l o n g - t e r m  f a s h i o n  t o  p r o v i d e  t h e  DSIs w i t h  
r a t e  c e r t a i n t y  f o r  p l a n n i n g  i n v e s t m e n t s  and t o  r e d u c e  t h e  c o n t e n t i o u s n e s s  o f  
f u t u r e  BPA r a t e  cases.  Such a  l o n g - t e r m  l i n k  was n o t  e s t a b l i s h e d  i n  t h e  1985 
r a t e  p r o c e e d i n g ,  b u t  t h e  A d m i n i s t r a t o r  p l e d g e d  " t o  f a c i l i t a t e  t h e  deve lopment  



and adop t ion  of a  long- term,pol  i c y "  t o  1  i n k  t he  two r a t e s .  1985 
A d m i n i s t r a t o r ' s  Record o f  Dec is ion ,  WP-85-A-02, 245. 

I n  1985, BPA concluded an a n a l y s i s  of mid- t o  long-term po l  i cy and r a t e  
o p t i o n s  a v a i l a b l e  t o  t he  Adm in i s t r a to r  t o  address t he  problems caused by 
f l u c t u a t i o n s  i n  t he  DSI demand f o r  e l e c t r i c i t y .  BPA examined f i v e  o p t i o n s  t o  
a s s i s t  t h e  DSIs i n  m a i n t a i n i n g  t h e i r  load '  l e v e l s :  (1 )  a  v a r i a b l e  DSI r a t e  
t i e d  t o  t h e  p r i c e  o f  aluminum; (2 )  a  r e d u c t i o n  i n  c u r r e n t  DSI r a t e s  i n  r e t u r n  
f o r  increased BPA r i g h t s  t o  i n t e r r u p t  DSI loads i n  t he  f u t u r e ;  ( 3 )  an 
amendment t o  t he  DSI power sa les  con t rac t s  a l l o w i n g  t he  DSIs t o  purchase 
e l e c t r i c i t y  from o t h e r  suppl i e r s  who cou ld  p rov i de  more a t t r a c t i v e  r a t e s  than 
BPA; (4 )  f i n a n c i a l  suppor t  f r om  BPA t o  encourage conserva t ion  and 
modern iza t ion  investments  i n  a1 umi num smel ters ;  and (5 )  no a c t i o n .  The 
a n a l y s i s  r e s u l t e d  i n  t he  p u b l i c a t i o n  o f  t he  f i n a l  DSI Opt ions Study i n  
June 1985. Based on t he  r e s u l t s  o f  the  d r a f t  s tudy  and p u b l i c  comments 
r ece i ved  on the  s tudy,  BPA concluded i n  t he  f i n a l  DSI Opt ions Study t h a t  two 
o f  the  o p t i o n s  should be pursued f u r t h e r :  (1  > a  v a r i a b l e  power r a t e  1  inked  t o  
t he  p r i c e  o f  aluminum t o  be o f f e r e d  t o  t he  aluminum smel ter  DSIs; and 
(2 )  1  i m i  t e d  BPA f i nanci  a1 suppor t  f o r  conserva t ion  and modern iza t ion  o f  
aluminum sme l te rs .  I n  a d d i t i o n ,  t he  DSI Opt ions Study announced BPA's 
d e c i s i o n  t o  i n i t i a t e  a  formal  r a t e  hear ing  t o , c o n s i d e r  t he  des ign  of a  
long-term l i n k  between r a t e s  t o  t he  DSIs and r a t e s  t o  BPA's preference 
customers. 

I n  August and September 1985, BPA met w i t h  members o f  i n t e r e s t e d  customer 
groups and o t h e r  o r g a n i z a t i o n s  t o  exp lo re  a l t e r n a t e  ways t o  develop an TP-PF 
r a t e  1  i n k .  Several  proposal  s  were d i  scussed a t  t he  meetings . BPA' s  proposed 
IP-PF r a t e  l i n k  i s  based on a  proposal  developed by two o f  BPA's customer 
groups, t h e  DSIs and t h e  PPC. 

C. Leqal ~ u i d e l  i nes  

1. General Rate Gui de l  i nes - 

Sec t i on  6  o f  t he  Bonnev i l l e  P r o j e c t  Ac t ,  16 U.S.C. 5 832e, r e q u i r e s  
t h a t  t he  BPA A d m i n i s t r a t o r  prepare schedules o f  r a t e s  and charges f o r  e l e c t r i c  
energy. BPA's r a t e s  a re  e f f e c t i v e  upon c o n f i r m a t i o n  and. approva l  by t he  
Federal  Energy Regu la to ry  Commission (FERC). Sec t i on  6  d i r e c t s  t h e  
Adm in i s t r a to r  t o  e s t a b l i s h  r a t e s  w i t h  a  v iew t o  encouraging t h e  w ides t  
p o s s i b l e  d i v e r s i f i e d  use of e l e c t r i c  energy. Sec t i on  7 o f  t h e  B o n n e v i l l e  
P r o j e c t  Ac t ,  16 U.S.C. 5 832f ,  p rov ides  t h a t  r a t e  schedules a re  t o  be 
es tab l i shed  hav ing  rega rd  t o  t he  recovery  o f  t he  c o s t  o f  p roduc ing  and 
t r a n s m i t t i n g  e l e c t r i c  energy,  i n c l u d i n g  t he  a m o r t i z a t i o n  o f  t h e  Federal  
c a p i t a l  investment  i n  t h e  gene ra t i on  and t r ansm iss i on  systems over  a  
reasonable number o f  years .  

The ~ e d e r a ' l  Columbia R i ve r  'Transmission System Ac t ,  16 u'.s.c. 5 838, 
con ta ins  requi rements  s i m i l a r  t o  those o f  t he  B o n n e v i l l e  P r o j e c t  Ac t .  Th is  
Ac t  p rov ides  t h r e e  s p e c i f i c  g u i d e l i n e s  f o r  t h e  es tab l i shment  of r a t e s  by t h e  
Adm in i s t r a to r :  ( a )  t o  s e t  r a t e s  w i t h  a  v iew t o  encouraging t h e  w ides t  
p o s s i b l e  d i v e r s i f i e d  use o f  e l e c t r i c  power a t  t h e  lowes t  p o s s i b l e  r a t e s  t o  
consumers c o n s i s t e n t  w i t h  sound business p r i n c i p l e s ;  (b) t o  s e t  r a t e s  w i t h  
regard  t o  the  recovery  o f  t h e  c o s t  o f  p roduc ing  and t r a n s m i t t i n g  e l e c t r i c  



power, i n c l u d i n g  t h e  a m o r t i z a t i o n  o v e r  a  reasonab le  p e r i o d  o f  y e a r s  of  t h e  
c a p i t a l  i n v e s t m e n t  a1 l o c a t e d  t o  power; and ( c )  t o  s e t  r a t e s  a t  l e v e l s  wh ich 
produce such a d d i t i o n a l  revenues as may be r e q u i r e d  t o  pay when due t h e  
p r i n c i p a l  , premi ums, d i  scounts ,  expenses, and i n t e r e s t  i n  c o n n e c t i o n  w i  t h  
bonds i s s u e d  under t h e  A c t ,  i n c l u d i n g  amounts r e q u i r e d  t o  e s t a b l i s h  and 
m a i n t a i n  r e s e r v e  accounts .  

The F lood  C o n t r o l  A c t  o f  1944 d i r e c t s  t h a t  t h e  s a l e  o f  e l e c t r i c  power 
f r o m  c e r t a i n  r e s e r v o i r  p r o j e c t s  t a k e  p l a c e  " i n  such a  manner as t o  encourage 
t h e  most w idespread use t h e r e o f  a t  t h e  l o w e s t  p o s s i b l e  r a t e s  t o  consumers 
c o n s i s t e n t  w i t h  sound bus iness p r i n c i p l e s . "  16 U.S.C. 3 825s. The A c t  a l s o  
p r o v i d e s  t h a t  " r a t e  schedules shou ld  be drawn h a v i n g  r e g a r d  t o  t h e  
r e c o v e r y  . . . o f  t h e  c o s t  o f  p r o d u c i n g  and t r a n s m i t t i n g  such e l e c t r i c  
energy. "  16 U.S.C. 3 825s. 

The P a c i f i c  Nor thwest  E l e c t r i c  Power P l a n n i n g  and C o n s e r v a t i o n  A c t  
( P a c i f i c  Nor thwes t  Power A c t ) ,  16 U.S.C. 3 839e, p r o v i d e s  a d d i t i o n a l  r a t e  
g u i d e l i n e s .  S e c t i o n  7  o f  t h e  P a c i f i c  Nor thwest  Power A c t  d i r e c t s  t h e  
Admini s t r a t o r  t o  e s t a b l i s h ,  and p e r i o d i c a l l y  r e v i e w  and r e v i s e ,  r a t e s  f o r  t h e  
s a l e  and d i s p o s i t i o n  o f  e l e c t r i c  energy and c a p a c i t y  and f o r  t h e  t r a n s m i s s i o n  
of  non-Federal power-. The r a t e s  a r e  t o  be s e t  so t h a t  BPA r e c o v e r s ,  o v e r  a  
reasonab le  p e r i o d  o f  y e a r s ,  i n  accordance w i t h  sound bus iness  p r i n c i p l e s ,  t h e  
c o s t s  a s s o c i a t e d  w i t h  t h e  a c q u i s i t i o n ,  c o n s e r v a t i o n ,  and t r a n s m i s s i o n  o f  
e l e c t r i c  power, i n c l u d i n g  t h e  a m o r t i z a t i o n  o f  t h e  Federa l  i n v e s t m e n t  i n  t h e  
Federa l  Columbia R i v e r  Power System (FCRPS) ( i n c l u d i n g  i r r i g a t i o n  c o s t s  
r e q u i r e d  t o  be r e p a i d  o u t  o f  power revenues) .  O the r  r a t e  d i r e c t i v e s  w i t h i n  
s e c t i o n  7  d e s c r i b e  how t h e  r a t e s  f o r  i n d i v i d u a l  customer groups a r e  d e r i v e d .  

2. S p e c i f i c  Rate G u i d e l i n e s  

Rates f o r  t h e  DSIs a r e  t o  be s e t  a c c o r d i n g  t o  p r o v i s i o n s  c o n t a i n e d  i n  
s e c t i o n  7 ( c >  o f  t h e  P a c i f i c  Nor thwes t  Power A c t .  S e c t i o n  7 ( c ) ( 2 )  p r o v i d e s  
t h a t ,  b e g i n n i n g  J u l y  1, 1985, r a t e s  t h a t  a p p l y  t o  DSI customers:  

. . . s h a l l  be based upon t h e  A d m i n i s t r a t o r ' s  a p p l i c a b l e  
who le fa le  r a t e s  t o  . . . pub1 i c  body and c o o p e r a t i v e  
customers and t h e  t y p i c a l  marg ins  i n c l u d e d  b y  such p u b l i c  
body and c o o p e r a t i v e  customers i n  t h e i r  r e t a i l  r a t e s  . . . . 
S e c t i o n  7 ( c ) ( 2 >  f u r t h e r  p r o v i d e s  t h a t  t h e  r a t e  d e t e r m i n a t i o n  must 

t a k e  i n t o  accoun t :  

. . . ( a )  t h e  compara t i ve  s i z e  and c h a r a c t e r  o f  t h e  loads  
served;  ( b )  t h e  r e l a t i v e  c o s t s  o f  e l e c t r i c  c a p a c i t y ,  
energy,  t r a n s m i s s i o n ,  and r e l a t e d  d e l i v e r y  f a c i l i t i e s  
p r o v i d e d  and o t h e r  s e r v i c e  p r o v i s i o n s ;  and ( c )  d i r e c t  and 
i n d i r e c t  overhead c o s t s ,  a l l  as r e l a t e d  t o  t h e  d e l i v e r y  o f  
power t o  i n d u s t r i a l  customers . . . . 

F i n a l  l y ,  s e c t i o n  7 ( c ) ( 2 )  p r o v i d e s  t h a t  DSI r a t e s :  

. . . s h a l l  i n  no e v e n t  be l e s s  t h a n  t h e  r a t e s  i n  e f f e c t  
f o r  t h e  c o n t r a c t  y e a r  end ing  on June 30, 1985. 


















































