SN-03 BPA Data Response

Request No.:  AL-GN/BPA:001
Request:
Witnesses:
Keep, et al.



Exhibit:
SN-03-E-BPA-04

Page(s)

Page 2, line 16; page 5, line 2

Please provide all documents provided by BPA to bond rating agencies or received by BPA from bond rating agencies from January 1, 2002 to present.

Response:

BPA is providing the requested information going back to January 1, 2001, rather than just January 1, 2002, due to other similar data requests asking for year 2001.

Usually, but not always, all three rating agencies, Fitch, Moody’s, and Standard & Poor’s, have historically provided a draft of their research reports and press releases just prior to their print date so that BPA and ENW have an opportunity to correct any factual misstatements.  Additionally, just prior to being rated for planned bond financings and refinancings, the rating agencies are provided draft Preliminary Official Statements directly from bond counsel, not BPA. 

Please see the following attachments:

AL-GN-BPA-001A.ppt (Rating Agency Presentation 3.03.03 and 3.05.03)

AL-GN-BPA-001B.doc (S&P and Fitch e-mail conversation explaining the following attachments):


AL-GN-BPA-001C.pdf (Attachment A)


AL-GN-BPA-001D.xls (Attachment B)


AL-GN-BPA-001E.xls (Attachment C)


AL-GN-BPA-001F.xls (Attachment D)


AL-GN-BPA-001G.doc (Attachment E)


AL-GN-BPA-001H.doc (Attachment F)


AL-GN-BPA-001I.pdf (RA 6120.pdf)


AL-GN-BPA-001J.pdf (Transmission Act.pdf)


AL-GN-BPA-001K.pdf (IOU Deferral)


AL-GN-BPA-001L.pdf (IOU Deferral) 

AL-GN-BPA-001M.doc (2003 Email Correspondence and imbedded attachments)

AL-GN-BPA-001N.doc (2002 Email Correspondence and imbedded attachments)

AL-GN-BPA-001O.doc (2001 Email Correspondence and imbedded attachments)

AL-GN-BPA-001P.ppt (Rating Agency Presentation 10.16.01 and 10.18.01)

AL-GN-BPA-001Q.ppt (Rating Agency Presentation 11.26.02)

AL-GN-BPA-001R.pdf (Standard and Poor’s Credit Wire March 6, 2001)

AL-GN-BPA-001S.pdf (Moody’s Report March 1, 2001)

AL-GN-BPA-001T.doc (S&P e-mail conversation explaining the following attachment):


AL-GN-BPA-001U.xls (TBL Forecast of Statement of Revenue and Expense)

AL-GN-BPA-001V.pdf (S&P Research Report April 19, 2002)

April 9, 2003

SN-03 BPA Data Response

Request No.:  AL-GN/BPA:002
Request:
Witnesses:
Keep, et al.



Exhibit:
SN-03-E-BPA-04

Page(s)

Page 9, lines 14-20

Please provide all documents which constitute the “assurances” received from ENW, the Corps, and the Bureau.  Were similar assurances sought by BPA and/or obtained in developing the May 2000 Proposal and ROD?  If so, please provide copies.

Response:

BPA funds operations and maintenance costs for the Corps and Reclamation through Direct Funding Memoranda of Agreements.  These agreements contain Annual and Five-Year Power Budgets, which provide funding (budgets) for O&M costs over five-year periods.  With the completion of the Financial Choices Process, BPA, the Corps, and Reclamation revised these Annual and Five-Year Power Budgets to reflect the final outcome of that process.  The "assurances" from the Corps and Reclamation are that these budgets are binding and cannot be changed or exceeded without agreement of the senior executives (The General (Corps), Regional Director (BOR), and Administrator (BPA)) of all three agencies.  Similar assurances were not sought by BPA and/or obtained in developing the May 2000 Proposal and ROD.  

ENW assurances document: please see attachment AL-GN-BPA-002C.pdf.

Corp of Engineers and Bureau of Reclamation assurances document: please see attachment AL-GN-BPA-002 A&B.doc

April 9, 2003

SN-03 BPA Data Response

Request No.:  AL-GN/BPA:003
Request:
Witnesses:
Keep, et al.


Exhibit:
SN-03-E-BPA-04

Page(s)

Page 9, lines 14-20

Relating to the “assurances” received from ENW, the Corps, and the Bureau, were similar assurances sought by BPA and/or obtained in developing the May 2000 Proposal and ROD?  If so, please provide copies.

Response:
See Response No.: AL-GN/BPA:002.

April 9, 2003

SN-03 BPA Data Response

Request No.:  AL-GN/BPA:004
Request:
Witnesses:
Keep, et al.



Exhibit:
SN-03-E-BPA-04

Page(s)

Page 9, lines 12-26

Does BPA have a “complete plan” for controlling its “own internal operating costs”?  If so, please provide such plan.

Response:

Yes.  BPA has an integrated and multi-faceted plan for controlling its “own internal operating costs” in order to manage these costs, which impact power rates.  Due to the serious nature of BPA’s financial condition, BPA has re-emphasized its established principles, processes, and procedures such that these internal costs are scrutinized, reduced where appropriate, reported and tracked.

Directly related to the Agency’s Strategic Business Objective 3: “[b]e a low-cost provider of power and transmission services in the region,” BPA has set an Agency FY2003 cost management target to “secure additional cost reductions this year amounting to $35 to $70 million.”  BPA is expected to incur about $700 million in O&M expense for this year.  This represents the forecasted expense levels for the PBL, TBL, Shared Services, and Corporate.  The cost savings target was developed so that BPA must do better than expected to meet the target.   The low end of the target is a 5 percent reduction from the original expectation and the high end of the target is a 10 percent reduction.  

Each quarter an assessment will be made on the Agency’s progress toward this target.

Attached is the document that describes BPA’s Agency Targets for FY2003.


AL-BPA-004A.PDF (Attachment A)

Examples of Agency policy changes that have been implemented to achieve this stretch target include: significant reduction of employee awards, employee retention payments, and a reduction of capital budgets.  Additionally, BPA has placed a moratorium on outside hires with limited exceptions, reduced contractor expenses, and offered early retirement to reduce Federal employment levels. 

Additionally, BPA is seeking greater efficiencies (while still complying with Standards of Conduct) in a number of functions that were dispersed across the organization when separate Transmission and Power Business Lines were created.  The functions being addressed in this effort include:

· Power and Transmission billing

· Financial reporting and analysis

· Public affairs and public communications

· Procurement

· Training

· Scheduling

· Security

· Information Technology 

In addition to supporting these Agency-level efforts, the Power Business Line has increased its focus on cost management.  As BPA has done historically, expense targets for PBL managers are promulgated in their individual performance contracts.  The PBL has taken this a step further by establishing a spending limit for each manager that is consistent with the overall expense levels for PBL internal operating costs in the rate proceeding, which is tracked weekly and formally evaluated twice per year in mid-term and annual performance reviews.

To re-emphasize its commitment, the PBL conducted management-training sessions on cost management in December 2002 and January 2003 that outlined the new spending limits and procedures the PBL will be following.  The PBL also instituted a formalized and standardized weekly and monthly reporting process that tracks individual managers’ spending by general ledger account (e.g., travel, training, materials and supplies etc.).  The PBL is using the Bonneville Enterprise System extensively to report and manage expense levels. 

The PBL has developed extensive parameters and principles for expenses related to travel, training, attendance at conferences, professional memberships and dues, outside hiring, overtime and compensation, time-off, retention pay and other administrative costs.  The PBL has cancelled or deferred major information technology development projects such as the new Generation Management System, RODS Migration project, and System Backup and Recovery project.  The PBL also removed dollars from its spending estimates that would have been used to develop a scheduling coordinator for a regional transmission organization, assuming that if parties want this service they will pay separately for it.

As a part of its overall cost management plan, the PBL has established informal monthly meetings with customers, customer representatives and constituents to review current year actual and forecast expense levels for both program and internal operating expenses charged to power rates.  In these forums, the PBL also reports on changes to expense levels including reductions taken to date.

Attached are documents that describe supporting elements of the PBL’s cost management plan and initiatives.  While the Agency level direction will continue to review and refine these estimates, the PBL’s cost management plan (as described in the attachments) has established “hard” limits to which PBL managers will adhere.


AL-BPA-004A.PDF (Attachment A)


AL-BPA-004B.DOC (Attachment B)


AL-BPA-004C.DOC (Attachment C)


AL-BPA-004D.DOC (Attachment D)


AL-BPA-004E.DOC (Attachment E)


AL-BPA-004F.DOC (Attachment F)


AL-BPA-004G.DOC (Attachment G)


AL-BPA-004H.DOC (Attachment H)


AL-BPA-004I.DOC (Attachment I)


AL-BPA-004J.DOC (Attachment J)


AL-BPA-004K.DOC (Attachment K)


AL-BPA-004L.PPT (Attachment L)

April 9, 2003

SN-03 BPA Data Response

Request No.:  AL-GN/BPA:005
Request:
Witnesses:
Keep, et al.



Exhibit:
SN-03-E-BPA-04

Page(s)

Page 14, lines 8-11

What is the “rate increase necessary to … achieve the 80-88 percent 5 year TTP standard…”?

Response:


The following answers are based on data from BPA’s Initial Proposal (IP) with one exception: BPA’s IP inadvertently omitted $20 million of cost cuts that BPA had already pledged to make in holding costs to the level of 2001 actuals.  In the two analyses reported below, $20 million of cost decreases have been modeled, specifically, as two $10 million cuts, one in 2003 and one in 2004.  However, as noted in BPA’s data response IN-BPA:13, the actual shape of how the $20 million will be spread across the years FY 2003 – 2006 is approximate and subject to change in the final proposal.

The requestor did not specify whether he wants to know the rate increase needed to meet a PBL TPP or a BPA TPP.  Both are provided below.

BPA considers an 80% five-year TPP equivalent to an 87.5% three-year TPP, via contemplation of either five consecutive three-year periods or three consecutive five-year periods: .8^3 = .51, and .875^5 = .51.

Both analyses used a constant, fixed design – the same fixed (i.e., non-variable) amount of SN CRAC revenue is to be collect in each of three years.  It is possible that other designs might have produced lower expected average rates.  Results are three-year averages.

	TPP standard
	SN CRAC Rev/Year
	SN CRAC percentage above May base rates
	Total rate increase (including all CRACs) above 2003 average total rate

	87.5% PBL
	$650 million
	56.6%
	31.3%

	87.5% BPA
	$550 million
	47.9%
	26.0%


April 9, 2003

SN-03 BPA Data Response

Request No.:  AL-GN/BPA:006
Request:
Witnesses:
Keep et al.


Exhibit:
SN-03-E-BPA-04

Page(s)

Page 14, lines 8-11

What is the basis for your conclusion that this rate increase “is not sustainable in the current economy”?  Please provide copies of any documents referenced in your answer.

Response:

First, it should be recalled that section 7(a)(1) of the Northwest Power Act states, in part, that BPA shall establish rates that recover, in accordance with sound business principles, the costs associated with the acquisition, conservation, and transmission of electric power, and other expenses incurred by the Administrator.  

Second, the quoted phrase in the data request applies to a one-year rate increase using the traditional TPP standard as the basis for setting the SN CRAC. 

BPA’s conclusion is based upon a number of factors.  One such factor is the input given by parties at the six SN CRAC rate case workshops.  In particular, during the last three workshops there were many comments to the effect that consumers of BPA’s utility customers could not afford another rate increase from BPA.  See http://www.bpa.gov/power/psp/rates/meetings/sn03.shtml for notes and detailed comments given at the SN CRAC rate case workshops.  Input also was received from the region last fall during the Financial Choices public process in 2002.  For a summary of those comments, please see attachment AL-GN-BPA-006A.  Second, BPA’s account executives have advised BPA that customers are saying they cannot afford another BPA rate increase.  Third, Mr. Keep and Ms. Leathley have had conversations with various customer representatives and attended meetings with customer representatives where they expressed concerns about whether they could afford another BPA rate increase.  Fourth, the poor state of the Pacific Northwest economy has been well documented by the press, e.g., high unemployment rates, companies laying off workers, 0% interest rates to spur demand, etc.  A rate increase of the size needed to maintain the traditional TPP standard, see SN-03 Study, SN-03-E-BPA-01, Chapter 7, page 7-4, would not be conducive to an economic recovery.  Finally, BPA has heard that some of its customers themselves are experiencing financial pressure and require rate increases to cover their own cost increases or revenue shortfalls.  Consequently, such customers are in the process of raising rates now or have just completed the process to raise rates.  Such increases, plus an additional rate increase from BPA based on the traditional TPP standard, would make an economic recovery more difficult.  
April 9, 2003

