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CHAPTER I 

BACKGROUND 

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

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) s e l l s  e l e c t r i c  power t o  i t s  d i r e c t  
s e r v i c e  i n d u s t r i a l  (DSI)  customers 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  DSI aluminum sme l te rs  e l e c t i n g  to  p a r t i c i p a t e ,  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 and c o n t r a c t s .  

The V I  r a t e  c o n t r a c t s  a r e  f o r  a t e r m  o f  10 y e a r s ,  end ing  June 30, 1996. 
The V I  r a t e  schedule i s  i n  e f f e c t  th rough  June 30, 1993. 

On September 28, 1990, BPA pub l i shed  a n o t i c e  p r o p o s i n g  t o  adopt  a r a t e  
v i r t u a l l y  i d e n t i c a l  t o  t h e  e x i s t i n g  V I  r a t e  f o r  t h e  p e r i o d  J u l y  1,  1993, 
th rough  June 30, 1996. 55 Fed. Reg. 39,691. T h i s  Record of D e c i s i o n  (ROD), 
based on t h e  r e c o r d  developed d u r i n g  a r a t e  h e a r i n g ,  adopts  t h e  p r o p o s a l .  

B. H i s t o r y  o f  t h e  V I  Rate 

Dur ing  t h e  f i r s t  h a l f  o f  t h e  1980s, t h e  amount of e l e c t r i c  power demanded 
by t h e  DSI aluminum sme l te r  customers was u n s t a b l e  and u n p r e d i c t a b l e  due t o  
f l u c t u a t i q g  aluminum market  c o n d i t i o n s .  Many of t h e  r e g i o n ' s  s m e l t e r s  were 
opera ted  a t  reduced l e v e l s  o r  shu t  down d u r i n g  t h a t  t i m e .  The u n p r e d i c t a b l e  
demand for  power caused u n c e r t a i n t y  about  BPA's 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  1 i t y .  

The i s s u e  o f  t h e  DSIs '  long- term v i a b i l i t y  was r a i s e d  i n  BPA's 1985 
wholesa le  power r a t e  proceeding.  The DSIs c la imed  t h a t  t h e y  need p r e d i c t a b l e  
and s t a b l e  r a t e s  t o  h e l p  them make long- term inves tment  d e c i s i o n s .  I n  June o f  
1985, BPA i ssued  t h e  DSI Op t ions  Study,  which examined mid- to  long- te rm DSI 
p o l i c y ,  s e r v i c e ,  and r a t e  o p t i o n s .  Based on t h e  r e s u l t s  of t h e  s t u d y  and 
p u b l i c  comment, BPA dec ided t o  pursue t h e  development o f  a v a r i a b l e  power r a t e  
l i n k e d  t o  t h e  p r i c e  o f  aluminum. 

I n  1985 and 1986, BPA conducted a h e a r i n g  pursuan t  to  P a c i f i c  Nor thwest  
E l e c t r i c  Power P lann ing  and Conserva t ion  A c t  (Nor thwest  Power A c t )  5 7 ( i ) ,  
16 U.S.C. 5 8 3 9 e ( i > ,  which r e s u l t e d  i n  t h e  a d o p t i o n  i n  1986 o f  t h e  V I  r a t e .  
A d m i n i s t r a t o r ' s  Record of D e c i s i o n ,  1986 V a r i a b l e  I n d u s t r i a l  Power Rate 
Proposal  (June 1986) (1986 V I  ROD). The s t r u c t u r e  of t h e  V I  r a t e  i s  d e s c r i b e d  
i n  d e t a i l  h e r e i n  i n  Chapter 11. 

The V I  r a t e  was f i r s t  implemented i n  August of 1986. The r a t e  was 
designed to be i n  e f f e c t  for  10 years ,  th rough  June o f  1996. A l l  DSI aluminum 
sme l te rs  e l e c t e d  to  t a k e  s e r v i c e  under t h i s  r a t e  schedule and e n t e r e d  i n t o  t h e  
10-year c o n t r a c t s  w i t h  BPA t o  implement t h e  r a t e .  The Federa l  Energy 
Regu la to ry  Commission (Commission) g ran ted  f i n a l  approva l  o f  t h e  r a t e  fo r  o n l y  
7 years ,  th rough  J u l y  o f  1993. U n i t e d  S t a t e s  D e p ' t  of Energy - B o n n e v i l l e  
Power Admin., 36 F.E.R.C. 1161,078 (1987).  



I n  o r d e r  t o  f u l f i l l  t h e  f u l l  10-year te rm o f  t h e  V I  c o n t r a c t s ,  BPA 
proposes t o  adop t  a  r a t e ,  n e a r l y  i d e n t i c a l  t o  t h e  e x i s t i n g  V I  r a t e ,  f o r  t h e  
r e m a i n i n g  3  y e a r s ,  th rough  June 30, 1996. BPA proposes t o  adop t  a  V I  r a t e  
more t h a n  2 y e a r s  b e f o r e  t h e  c u r r e n t  V I  r a t e  e x p i r e s  because r a t e  c e r t a i n t y  
would h e l p  t h e  DSIs make inves tmen t  d e c i s i o n s  t h a t  w i l l  m a i n t a i n  t h e i r  
c o m p e t i t i v e n e s s  i n  t h e  aluminum marke t .  The DSIs '  a b i l i t y  t o  make i n v e s t m e n t  
d e c l s l o n s  may be h indered  by u n n e c e s s a r i l y  i n t r o d u c i n g  u n c e r t a i n t y  abou t  t h e  
a v a i l a b i l i t y  o f  t h e  V I  r a t e .  Parke r  e t  a l . ,  VI-91-E-BPA-01, 2. Moreover,  t h e  
a n a l y s i s  f o r m i n g  t h e  b a s i s  fo r  a d o p t i n g  t h e  V I  r a t e  f o r  t h e  a d d i t i o n a l  3-year 
p e r i o d  was p repared  d u r i n g  t h e  summer o f  1990 t o  address whether BPA s h o u l d  
t e r m i n a t e  t h e  V I  r a t e  and c o n t r a c t .  (The VI-87 r a t e  schedule  and V I  c o n t r a c t  
c o n t a i n  p r o v i s i o n s  a l l o w i n g  BPA to t e r m i n a t e  t h e  r a t e  and c o n t r a c t  a t  t h e  
5-year p o i n t ,  e f f e c t i v e  J u l y  1, 1991 . I n  a  l e t t e r  da ted  January  15,  1991 , t h e  
BPA A d m i n i s t r a t o r  i n fo rmed  p a r t i e s  t h a t  t h e  V I  r a t e  and c o n t r a c t  would n o t  be 
t e r m i n a t e d . )  The a n a l y s i s  r e c e i v e d  p u b l i c  comment and would have t o  be 
re-done a t  a  l a t e r  t ime  i f  BPA de layed  t h e  V I  r a t e  h e a r i n g .  Id., 2 .  

C. Procedura l  H i s t o r y  of  T h i s  Rate Proceed ing  

I n  accordance w i t h  Nor thwest  Power A c t  3 7 ( i ) ,  16 U.S.C. 3 8 3 9 e ( i ) ,  BPA 
announced a  h e a r i n g  on i t s  r a t e  p r o p o s a l .  55 Fed. Reg. 39,691 (1990) .  F i v e  
i n t e r v e n t i o n s  were f i l e d  on b e h a l f  o f  t h e  f o l l o w i n g :  P u b l i c  Power C o u n c i l  11; 
P a c i f i C o r p ,  dba P a c i f i c  Power & L i g h t  Company and Utah Power & L i g h t  Company; 
Puget Sound Power & L i g h t  Company; A s s o c i a t i o n  of  P u b l i c  Agency Customers 21; 
and D i r e c t  S e r v i c e  I n d u s t r i a l  Customers. 31 

Dean F. Ratzman, Hear ing  O f f i c e r ,  commenced t h e  p roceed ing  w i t h  a  
p r e h e a r i n g  conference on October  11, 1990, where in  he r u l e d  upon m a t t e r s  o f  
i n t e r v e n t i o n s  and schedu l ing .  Judge Ratzman a l s o  i s s u e d  " S p e c i a l  Ru les  o f  
P r a c t i c e  to  Govern T h i s  Proceeding. "  VI-91-0-02. BPA1s d i r e c t  t e s t i m o n y ,  
f i l e d  October  2, 1990, was sponsored by Nancy Parke r ,  Raymond D. B l i v e n ,  and 
Samuel 0. Sugiyama. VI-91-E-BPA-01 . Qua1 i f  i c a t i o n s  o f  those  w i  tnesses were 
f i l e d ' a t  t h e  same t i m e .  VI-91-Q-BPA-01, -02, and -03. The p a r t i e s  waived 
c ross -examina t ion  o f  BPA1s w i tnesses  (see VI-91-M-04, VI-91-0-03). D u r i n g  t h e  
course of d i s c o v e r y ,  BPA responded t o  r d a t a  r e q u e s t s ,  and t h e  DSIs responded 
t o  2  d a t a  r e q u e s t s .  

11 The P u b l i c  Power Counc i l  i s  a  t r a d e  a s s o c i a t i o n  c o n s i s t i n g  of 114 o f  BPA's - 
p r e f e r e n c e  customers.  

2 1  The A s s o c i a t i o n  o f  P u b l i c  Agency Customers i s  a  t r a d e  a s s o c i a t i o n  - 
c o n s i s t i n g  o f  n i n e  i n d u s t r i e s  t h a t  purchase e l e c t r i c  power f rom BPA's 
p r e f e r e n c e  customers.  

31  The DSIs i n t e r v e n e d  as an e n t i t y  and th rough  t h e  f o l l o w i n g  i n d i v i d u a l  - 
members: Aluminum Company o f  America;  Atochem N o r t h  America;  Columbia 
Aluminum C o r p o r a t i o n ;  Columbia F a l l s  Aluminum Company; G e o r g i a - P a c i f i c  
C o r p o r a t i o n ;  I n t a l c o  Aluminum C o r p o r a t i o n ;  K a i s e r  Aluminum & Chemical 
C o r p o r a t i o n ;  Nor thwest  Aluminum Company; Oregon M e t a l l u r g i c a l  C o r p o r a t i o n ;  
Reynolds M e t a l s  Company; and Vanalco,  I n c .  



The DSIs were t h e  o n l y  l i t i g a n t  o t h e r  t h a n  BPA t o  f i l e  t e s t i m o n y .  
E x h i b i t s  VI-91-E-DS-01 and VI-91-Q-DS-01 were a d m i t t e d  on  m o t i o n  and a f f i d a v i t  
w i t h o u t  c ross-examinat ion.  VI-91-M-05, VI-91-0-04. Tha t  t e s t i m o n y  s u p p o r t s  
BPA's p r o p o s a l .  No i n i t i a l  b r i e f s  were f i l e d .  No comments were r e c e i v e d  f r o m  
p a r t i c i p a n t s .  A  d r a f t  ROD was p u b l i s h e d  on  January  18, 1991; no b r i e f s  on 
e x c e p t i o n  were f i l e d .  

D. Legal  G u i d e l i n e s  Govern ing Es tab l i shment  o f  Rates 

1. S t a t u t o r y  G u i d e l i n e s  

Ratemaki ng s tandards g o v e r n i n g  BPA's who lesa le  power r a t e s  a r e  found  
e x c l u s i v e l y  i n  t h e  Nor thwest  Power A c t .  S e c t i o n  7 ( a >  d i r e c t s  t h e  
A d m i n i 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  of e l e c t r i c  energy and c a p a c i t y .  Rates a r e  t o  be s e t  t o  
r e c o v e r  c o l l e c t i v e l y ,  o v e r  a  reasonable  p e r i o d  o f  years ,  " 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 nves tmen 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)  and 
t h e  o t h e r  c o s t s  and expenses i n c u r r e d  by  t h e  A d m i n i s t r a t o r  . . . . "  16 U.S.C. 
3 8 3 9 e ( a ) ( l > .  

Nor thwest  Power A c t  3 7(a )  a l s o  d i r e c t s  t h a t  these  r a t e s  be s e t  i n  
accordance w i t h  3 9  o f  t h e  Columbia R i v e r  T ransmiss ion  System A c t  
(T ransmiss ion  System A c t ) ,  16 U.S.C. 3 8389 (1974>,  and 3 5  of  t h e  F l o o d  
C o n t r o l  A c t  of 1944, 16 U.S.C. 3 825s. S e c t i o n  9  o f  t h e  T ransmiss ion  System 
A c t  r e q u i r e s ,  among o t h e r  t h i n g s ,  t h a t  BPA's power and t r a n s m i s s i o n  r a t e s  be 
e s t a b l i s h e d  w i t h  a  v iew to  encourag ing t h e  w i d e s t  p o s s i b l e  d i v e r s i f i e d  use o f  
Federa l  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 
bus iness  p r i n c i p l e s ,  w h i l e  h a v i n g  r e g a r d  t o  r e c o v e r y  o f  c o s t s  of  p r o d u c i n g  and 
t r a n s m i t t i n g  t h e  power and t o  repayment o f  t h e  U.S. T reasury .  16 U.S.C. 
3 8389. See a l s o  16 U.S.C. 3 839e(a>(2>(C>.  S u b s t a n t i a l l y  t h e  same 
r e q u i r e m e n t  i s  s e t  o u t  i n  3 5  o f  t h e  F lood  C o n t r o l  A c t ,  16 U.S.C. 3 825s.  

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  to  t h e  p r o v i s i o n s  of Nor thwes t  
Power A c t  3 7(c ) ,  16 U.S.C. 3 839e(c>.  T h i s  s e c t i o n  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, t h e  r a t e  o r  r a t e s  t h a t  a p p l y  t o  DSIs s h a l l  be s e t  a t  "a  l e v e l  
wh ich t h e  A d m i n i s t r a t o r  determines t o  be e q u i t a b l e  i n  r e l a t i o n  t o  t h e  r e t a i l  
r a t e s  charged by  [ p r e f e r e n c e ]  customers t o  t h e i r  i n d u s t r i a l  consumers i n  t h e  
r e g i o n . "  16 U.S.C. 3 8 3 9 e ( c > ( l > ( B > .  

That  d e t e r m i n a t i o n  

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  
wholesa le  r a t e s  to  . . . p u b l 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  by 
such . . . customers i n  t h e i r  r e t a i l  i n d u s t r i a l  
r a t e s  . . . . 

16 U.S.C. 3 839e(c ) (2 ) .  



S e c t i o n  7 ( c ) ( 2 )  f u r t h e r  d i r e c t 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  
account 

(A) t h e  comparat ive  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 . . . . 

16 U.S.C. 5 839e(c) (2) (A>-(C>.  

S e c t i o n  7 ( c > ( 2 )  r e q u i r e s  t h a t  DSI r a t e s  " s h a l l  i n  no even 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  for  t h e  c o n t r a c t  y e a r  end ing on June 30, 1985." See 1986 
V I  ROD a t  9-22. 

F i n a l l y ,  5 7 ( c ) ( 3 ) ,  16 U.S.C. 5 839e(c>(3> ,  d i r e c t s  t h a t  DSI r a t e s  must be 
a d j u s t e d  

to  t a k e  i n t o  account  t h e  v a l u e  o f  power system r e s e r v e s  
made a v a i l a b l e  to  t h e  A d m i n i s t r a t o r  th rough  h i s  r i g h t s  t o  
i n t e r r u p t  or c u r t a i l  s e r v i c e  t o  such d i r e c t  s e r v i c e  
i n d u s t r i a l  customers. 

3. Ratemaking D i s c r e t i o n  Vested i n  t h e  A d m i n i s t r a t o r  

The A d m i n i s t r a t o r  has broad d i s c r e t i o n  t o  i n t e r p r e t  and implement 
s t a t u t o r y  s tandards a p p l i c a b l e  t o  ra temaking.  These s tandards f o c u s  on c o s t  
r e c o v e r y  and do n o t  r e s t r i c t  t h e  A d m i n i s t r a t o r  to  any p a r t i c u l a r  r a t e  d e s i g n  
method or t h e o r y .  See P a c i f i c  Power & L i g h t  Co. v. Duncan, 499 F. Supp. 672, 
683 (D. Ore. 1980). Accord, C i t y  o f  Santa C l a r a  v .  Andrus, 572 F.2d 660, 668 
( 9 t h  C i r .  1978) ( " w i d e s t  p o s s i b l e  use" s tandard  i s  so broad as t o  p e r m i t  " t h e  
e x e r c i s e  o f  t h e  w i d e s t  a d m i n i s t r a t i v e  d i s c r e t i o n " ) ;  E l e c t r i c i t i e s  o f  N o r t h  
C a r o l i n a  v .  Southeastern  Power Admin., 774 F.2d 1262, 1266 ( 4 t h  C i r .  1985).  

The U n i t e d  S t a t e s  C o u r t  o f  Appeals for  t h e  N i n t h  C i r c u i t  has s p e c i f i c a l l y  
recogn ized  t h e  A d m i n i s t r a t o r ' s  ra temaki  ng d i s c r e t i o n .  C e n t r a l  ~i n c o l  n  
Peoples '  U t i l .  D i s t .  v. Johnson, 735 F.2d 1101, 1116, 1120-1129 ( 9 t h  C i r .  
1984) ( C e n t r a l  L i n c o l n )  (uphe ld  BPA on t h e  m e r i t s  o f  e v e r y  r a t e  i s s u e  and 
d e c l a r e d  t h a t  "Cblecause BPA he lped d r a f t  and must a d m i n i s t e r  t h e  [Nor thwes t  
Powerl  Ac t .  we q i  ve s u b s t a n t i  a1 deference t o  BPA' s  s t a t u t o r y  i n t e r p r e t a t i o n " )  : 
~ a c i f i ~ o r ~ ~ v .  ~ e d e r a l  Enerqy Regu la to ry  Comm'n, 795 F.2d 816, 821 ( 9 t h  C i r .  
1986) ("BPA's i n t e r p r e t a t i o n  i s  e n t i t l e d  to  g r e a t  de fe rence  and must be uphe ld  
un less  i t  i s  unreasonable" ) ;  A t l a n t i c  R i c h f i e l d  Co. v .  Bonnevi 1  l e  Power 
Admin., 818 F.2d 701, 705 ( 9 t h  C i r .  1987) (BPA1s r a t e  d e t e r m i n a t i o n  u p h e l d  as 
a  " reasonable  d e c i s i o n  i n  l i g h t  o f  economic r e a l i t i e s " ) ;  c f .  Aluminum Co. o f  
America v .  C e n t r a l  L i n c o l n  Peoples '  U t i l .  D i s t . ,  467 U.S. 380, 389 (1984) 
( " C t l h e  A d m i n i s t r a t o r ' s  i n t e r p r e t a t i o n  o f  t h e  [Nor thwest  Powerl  A c t  i s  t o  be 
g i v e n  g r e a t  w e i g h t " )  ; ~ e p a r t m e n t  o f  Water and Power o f  t h e  C i t y  o f  Los Angeles 
v .  B o n n e v i l l e  Power Admin., 759 F.2d 684, 690 ( 9 t h  C i r .  1985) ( " C i l n s o f a r  as 
agency a c t i o n  i s  t h e  r e s u l t  o f  i t s  i n t e r p r e t a t i o n  o f  i t s  o r g a n i c  s t a t u t e s ,  t h e  
agency 's  i n t e r p r e t a t i o n  i s  t o  be g i v e n  g r e a t  w e i g h t " ) ;  Aluminum Co. o f  America 
v .  Bonnevi 1  l e  Power Admin., 903 F.2d 585, 590 ( 9 t h  C i r .  1989), c e r t .  den ied,  
59 U.S.L.W. 3457 (U.S. Jan. 7 ,  1991) (No. 90-505) (A lcoa)  ("We d e f e r  to t h e  














































