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CHAPTER 1
BACKGROUND

A. Introduction

Bonneville Power Administration (BPA) sells electric power to its direct
service Industrial (DSI) customers under the Industrial Firm Power (IP} rate
schedule and, for those DSI aluminum smelters electing to participate, the
Variable Industrial Power {(VI) rate schedule and contracts.

The VI rate contracts are for a term of 10 years, ending Jume 30, 1996.
The VI rate schedule fs in effect through Jume 30, 1993.

On September 28, 1990, BPA published a notice proposing to adopt a rate
virtually identical to the existing VI rate for the period July 1, 1993,
through June 30, 1996. 55 Fed. Reg. 39.691. This Record of Decision (ROD),
based on the record developed during a rate hearing, adopts the proposal.

B. History of the VI Rate

During the first half of the 19805, the amount of electric power demanded
by the OS5I aluminum smelter customers was unstable and unpredictable due to
fluctuating aluminum market conditions. Many of the region's smelters were
operated at reduced Jevels or shut down during that time. The unpredictable
demand for power caused uncertainty about BPA's resource planning, financial
strength, and rate stability.

The issue of the DS5Is' lomg-term viability was rafsed in BPA's 1985
wholesale power rate proceeding. The DS5Is claimed that they need predictable
and stable rates to help them make long=term investment decisions. Im June of
1985, BPA issued the DSI Options Study, which examined mid- to long-term DSI
policy, service, and rate options. Based on the results of the study and
public comment, BPA decided to pursue the development of a variable power rate
linked to the price of aluminum.

In 1985 and 1986, BPA conducted a hearing pursuant to Paclific Northwest
Electric Power Planning and Conservation Act (Morthwest Power Act) § 7(1),
16 U.S5.C. § 839e(i), which resulted In the adoption in 1986 of the VI rate.
Administrator's Record of Decision, 1986 Variable Industrial Power Rate
Proposal (June 19863 (1986 VI ROD}. The structure of the VI rate is described
in detail herein in Chapter [I.

The VI rate was first implemented in August of 1986. The rate was
designed to be in effect for 10 years, through June of 1996. ANl DSI aluminum
smelters elected to take service under this rate schedule and entered into the
10-year contracts with BPA to implement the rate. The Federal Energy
Regulatory Commission (Commission) granted finmal approval of the rate for only

7 years, through July of 1993. Unfited States Dep"t of Energy - Bonneville
Power Admin., 36 F.E.R.C. ¥61,078 (198/).




In order to fulfill the full 10-year term of the VI contracts, BPA
proposes to adopt a rate, nearly identical to the existing VI rate, for the
remaining 3 years, through Jume 30, 1996. BPA proposes to adopt a VI rate
more than 2 years before the curremt VI rate expires because rate certainty
would help the D5Is make investment decisionms that will maintainm their
competitiveness in the aluminum market. The DSIs' ability to make Investment
decisions may be hindered by unnecessarily introducing uncertainty about the
availability of the WI rate. Parker gt al., VI-91-E-BPA-Q1, 2. Moreover, the
analysis forming the basis for adopting the VI rate for the additional 3-year
period was prepared during the summer of 1990 to address whether BPA should
terminate the VI rate and contract. (The VI-87 rate schedule and VI contract
contain provisions allowing BPA to terminate the rate and contract at the
S-year point, effective July 1, 1991. 1In a letter dated January 15, 1991, the
BPA Administrator informed parties that the VI rate and contract would not be
terminated.) The analysts recefved public comment and would have to be
re-done at a later time |f BPA delayed the VI rate hearing. Id., 2.

C. Procedural History of This Rate Proceeding

In accordance with Northwest Power Act § 7(1), 16 U.5.C. § 83%e{}), BPA
announced a hearing on 1t: rate proposal. 55 Fed. Reg. 39,691 (1990). Filve
Interventions were flled on behalf of the following: Public Power Council 1/;
PacifiCorp, dba Pacific Power & Light Company and Utah Power & Light Company;
Puget Sound Power & Light Company; Assoclation of Public Agency Customers 2/,
and Direct Service Industrial Customers. 3/

Dean F. Ratzman, Hearing Officer, commenced the proceeding with a
prehearing conference on October 11, 1990, wherein he ruled upon matters of
interventions and scheduling. Judge Ratzman also issued "Special Rules of
Practice to Govern This Proceeding." VI-91-0-02. BPA's direct testimoay,
ftled October 2, 1990, was sponsored by Nancy Parker, Raymond DO. Bliven, and
Samuel 0. Sugiyama. VI-91-E-BPA-Q1. Qualifications of those witnesses were
filed at the same time. VI-91-0-BPA-Q1, =02, and -03. The parties waived
cross-examination of BPA's witnesses (see VI-91-M-D4, VI-91-0-03). During the
course of discovery, BPA responded to 17 data requests, and the DSIs responded
to £ data regquests.

1/ The Public Power Council is a trade association consisting of 114 of BPA's
preference customers.

2/ The Association of Public Agency Customers 15 a trade association
consisting of nine industries that purchase electric power from BPA'S
preference customers.

3/ The DSIs intervened as an entity and through the following individual
members: Aluminum Company of America; Atochem MNorth America; Columbia
Aluminum Corporation: Columbia Falls Aluminum Company; Georgila=-Pacific
Corporation; Intalco Aluminum Corporation; Kaiser Aluminum & Chemical
Corporation: MNorthwest Aluminum Company: Oregon Metallurgical Corporation;
Reynolds Metals Company; and Vanalco, Inc.



The DSIs were the only 1itigant other than BPA to file testimony.
Exhibits VI-91-E-D5-01 and VI-91-0-D5-01 were admltted on motion and affidavit
without cross-examination. VI-91-M-05, VI-91-0-04. That testimony supports
BEPA's proposal. No Initial briefs were flled. Mo comments were received from
participants. A draft ROD was published on January 18, 1997; no briefs on
exception were filed.

D. Legal Guidellines Governing Establishment of Rates
1. Statutory Guidelines

Ratemaking standards governing BPA's wholesale power rates are found
gxclusively in the Morthwest Power Act. Section 7(a) directs the
Administrator to establish, and periodically review and revise, rates for the
sale and disposition of electric energy and capacity. Rates are to be set to
recover collectively, over a reasonable period of years, "in accordance with
sound business principles, the costs associated with the acquisition,
conservation, and transmission of electric power, including the amgrtizaticon
of the Federal investment in the Federal Columbia River Power System (FCRPS)
{including irrigation costs required to be repald ocut of power revenues) and
the other costs and expenses incurred by the Administrator . . . .® 16 U.5.C.
§ B3%elal(l).

Northwest Power Act § 7(a) also directs that these rates be set in
accordance with § 9 of the Columbia River Transmission System Act
{Transmission System Act), 16 U.5.C. § 838g (1974), and § 5 of the Flood
Control Act of 1944, 16 U.5.C. § 825s. Section 9 of the Transmission System
Act requires, among other things, that BPA's power and transmission rates be
established with a view to encouraging the widest possible diversified use of
Federal power at the lowest possible rates to consumers consistent with sound
business principles, while having regard to recovery of costs of producing and
transmitting the power and to repayment of the U.5. Treasury. 16 U.5.C.

§ 838g. 5See also 16 U.5.C. § 83%e(a)(2)(C). Substantially the same
requirement 15 set out in § 5 of the Flood Control Act, 16 U.5.C. § 825s.

2. Specific Rate Guidelines

Rates for the DSIs are to be set according to the provisions of Northwest
Power Act § T(c), 16 U.5.C. § B3%{c). This section provides that, beginning
July 1, 1985, the rate or rates that apply to DSIs shall be set at "a level
which the Administrator determines to be equitable in relation to the retail
rates charged by [preference] customers to their industrial consumers in the
region.® 16 U.5.C. § B3%e(c)(1}XB).

That determination

shall be based upon the Administrator's applicable
wholesale rates to . . . public body and cooperative
customers and the typical margins fncluded by

such . . . customers in their retail fndustrial
FADES w5 s

16 U.5.C. § B3%e{ci{2).



Section 7{ci{2) further directs that the rate determination must take into
account

{A) the comparative size and character of the loads served;
{B) the relative costs of electric capacity, energy,
transmission, and related delivery facilities provided and
other service provisions; and (C) direct and Indirect
overhead costs, all as related to the delivery of power to
industrial customers . . . .

16 U.5.C. § B3%e(c)(2)(A)=-(C).

Section T(ci(2) requires that DSI rates "shall in no event be less than
the rates in effect for the contract year ending on June 30, 1985." See 1986
vl ROD at 9-22.

Finally, § 7(c)(3), 16 U.5.C. § B3%e(c)(3), directs that DSI rates must be
adjusted

to take into account the value of power system rTeserves
made available to the Administrator through his rights to
interrupt or curtail service to such direct service
industrial customers.

3. Ratemaking Discretion Vested in the Administrator

The Administrator has broad discretion to interpret and implement
statutory standards applicable to ratemaking. These standards focus on cost
recovery and do not restrict the Administrator to any particular rate design
method or theory. See Pacific Power & Light Co. v. Duncan, 499 F. Supp. 672,
683 (0. Ore. 1980). Accord, City of Santa Clara v. Andrus, 572 F.Z2d 660, 668
(9th Cir. 1978) ("widest possible use® standard 15 so broad as to permit “the
exercise of the widest adminfstrative discretion"); Electricities of North
Carolina v. Southeastern Power Admin., 774 F.2d 1262, 1266 (4th Cir. 1985).

The United States Court of Appeals for the Ninth Circuit has specifically
recognized the Administrator's ratemaking discretion. Central Lincoln
Peoples' Util. Oist. v. Johnson, 735 F.2d 1101, 1116, 1120-1129 (9th Cir.

984) (Central Lincoln) {upheld BPA on the merits of every rate issue and
declared that "[blecause BPA helped draft and must administer the [Northwest
Power] Act, we glve substantial deference to BPA's statutory interpretation™);

PacifiCorp v. Federal Enerqy Requlatory Comm'n, 795 F.2d 816, 821 (9th Cir.
1986) ("BPA's interpretation 15 entitled to great deference and must be upheld
unless 1t 15 unreasonable"); Atlantic Richfield Co. v. Bonneville Power
Admin., 818 F.2d 701, 705 (9th Cir. 1987) (BPA's rate determination upheld as
a "reasonable decision in 1ight of economic realfties™); c¢f. Aluminum Co. of
America v. Central Lincoln Peoples' Util. Dist., 467 U.5. 380, 389 (1984)
("[tlhe Administrator's interpretation of the [Northwest Power] Act is to be
given great weight"); Depariment of Water and Power of the City of Los Angeles
v. Bonneville Power Admin., 759 F.2d 684, 690 (9th Cir. 1983} ("L1nsofar as
agency action is the result of its Interpretation of its organic statutes, the
agency's interpretation is to be given great weight™); Aluminum Co. of Amerfica

v, Bonneville Power Admin., 903 F.2d 585, 590 (9th Cir. 19897, cert. genfﬂﬂ,
59 U.5.L.H. 3457 (U.5, Jan. 7, 19913 (No. 90-505) (Alcoal ("We defer to the
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