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Section 1.
Introduction and Purpose of Testimony

Q. PLEASE IDENTIFY YOURSELF.

A. This panel is comprised of Edward W. Sheets, Roy Sampsel, Bob Heinith, and Thomas Giese.  We are appearing on behalf of the Columbia River Inter-Tribal Fish Commission and the Yakama Nation.  Our qualifications are listed in WP-02-Q-CR/YA-01, 04, and 05.  ADD PAUL’s QUALS
Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

A. The purpose of our testimony is to provide evidence on the effects of Bonneville’s rate proposal on the probability of repaying Bonneville’s debt to the Treasury while meeting its other obligations including its fish and wildlife costs, and trust obligations to Indian tribes.  We provide evidence on the uncertainties Bonneville faces.  We will also provide evidence on how Bonneville can improve its financial health and meet its future costs.  
Q.

A.
  WP-02 materials

A. WP-02 Material
Q. DO YOU SUPPORT ANY OTHER PARTIES’ TESTIMONY?

A.
Yes.  We support the concerns raised in the testimony of the Save Our Wild Salmon and Northwest Energy Coalition (SA).

Section 2.  
Management Direction

Q. 
A. 

WP-02 and Fish and Wildlife Material 
Q. IS BONNEVILLE’S SN CRAC PROPOSAL SUFFICIENT TO MEET ITS COSTS AND REPAY THE TREASURY?

A. No.  .  Bonneville has not adequately addressed the uncertainties it is facing.  Even with these inadequacies, Bonneville only has a 50-50 chance of making all of its Treasury payments on time and in full through FY06.  Fish and Wildlife Material 
Q.
IS BONNEVILLE’S PROPOSAL LIKELY TO RESULT IN A FINANCIALLY STRONG INSTITUTION THAT CAN MEET ITS COSTS IN A COMPETIVE POWER MARKET?
A.
No.  The Bonneville proposal does not adequately address the costs and uncertainties facing the agency.  It increases the chances that Bonneville will not make its Treasury payments, with concomitant political risks associated with a Treasury deferral.  The proposal does not position Bonneville to be able to meet its costs.  The proposal also utilizes a number of the risk mitigation strategies that Bonneville assumed in the WP-02 rate case.  This will make it harder for Bonneville to maintain financial health when some of the uncertainties facing the agency materialize.

Fish and Wildlife Material 
Bonneville’s proposal reduces its probability of meeting all of its Treasury payments on time and in full to 50 percent.  In the past, Bonneville has expressed significant concern about the effects of missing a Treasury Payment.  For example, Bonneville has stated that “failure to make a Treasury payment would encourage administrative and congressional review and possible limitation on BPA operations.” (see attachment SN-03-E-CR-01B).   This rationale was used as a justification for eliminating river operations designed to improve the survival of migrating salmon and steelhead.

 Bonneville’s proposal results in an expected value for the ending reserve in 2006 of $348 million.  Bonneville’s own testimony and study describes how the agency used up much higher reserves to adjust to the volatility of the West Coast power market and other changes in its costs and revenues.  Failure to build an adequate reserve will potentially limit Bonneville’s ability to address higher future costs while keeping its rates competitive with the power market.

In the WP-02 rate case, Bonneville had several shock absorbers that allowed it to address some of the risk and uncertainty that it was facing.  For example, all of its rate calculations assumed that PBL’s costs and revenues were independent of the TBL.  In an emergency, Bonneville could rely on reserves in the TBL.  The current proposal already assumes the TBL reserves—that shock absorber is gone.  The risk exposure for Bonneville is quite large.  Bonneville cannot choose to address some financial risk while ignoring the costs and risks we have identified.  Simply ignoring these issues or trying to limit them as outside the scope of this proceeding will not make them go away or relieve Bonneville of its financial risk.

Q.
WHAT EVIDENCE DOES BONNEVILLE PROVIDE ON THE ECONOMIC EFFECTS OF ITS PROPOSAL?

A.
At SN-03-E-BPA-01, Page 1-8, line 25 Bonneville cites its concern about the impact of a rate increase on the Northwest economy.  Also, BPA states that the regional economy cannot support a huge rate increase now (see data response CR-YA-BPA:010, herein incorporated by reference as attachment SN-03-E-CR-01C).  In other data responses Bonneville concedes that it has not done any analysis of the economic impacts of raising rates (see CR-YA-BPA:077 and :095 and IN-BPA:015 herein incorporated by reference as attachments SN-03-E-CR-01D, E, and F).  Bonneville also reports that its has not seen any reduction in electricity purchases as a result of the rate increases that have been implemented to date (see CR-YA-BPA:028, :097, and :115, and IN-BPA-012, herein incorporated by reference as attachments SN-03-E-CR-01G, H, I, and J).  Finally, Bonneville has not analyzed the economic impacts of reducing fish and wildlife recovery activities on local communities and economies (see CR-YA-BPA:096 herein incorporated by reference as attachment SN-03-E-CR-01K).  



Bonneville has provided no independent analysis of the economic effects of raising its rates.  It has not shown any reduction in electricity use as a result of previous rate increases.  Bonneville should not use the effects on the economy as a rationale to increase the risk of failing to make its Treasury payments or to set rates that do not meet its costs (see data response CR-YA-BPA:010).

Q.
HOW DID BONNEVILLE ADDRESS EQUITABLE TREATMENT REQUIREMENTS?

A.
Bonneville did not analyze this issue in its proposal (see data response CR-YA-BPA:006, herein incorporated by reference as attachment SN-03-E-CR-01L).   

 Q.
HOW DID BONNEVILLE ADDRESS TREATY AND TRIBAL TRUST REQUIREMENTS?

A.
Bonneville did not analyze this issue in its proposal (see data response CR-YA-BPA:107, herein incorporated by reference as attachment SN-03-E-CR-01M).   


   NEPA Material
Q.
HOW DID BONNEVILLE ADDRESS COMMITMENTS MADE TO COLUMBIA BASIN INDIAN TRIBES?

A.
Bonneville has not honored a number of commitments it has made to Columbia Basin Indian tribes.   Financial Choices 
Bonneville and other Federal agencies committed to a funding level for fish and wildlife for the Fiscal Years 1996 through 2001 in the Memorandum of Agreement on Bonneville Power Administration's Financial Commitment for Columbia River Basin Fish and Wildlife Costs.  Section VIII.h. clearly states that: “Any funds remaining in these accounts after close of Fiscal Year 2001 will not be re-programmed for any non-fish and wildlife use, but will remain available for expenditure for the benefit of fish and wildlife.”  By the end of Fiscal Year 2001, Bonneville and other Federal agencies had under-spent these funds guaranteed for fish and wildlife measures under the Fish and Wildlife Memorandum of Agreement by approximately $227 million.  WP-02 Material
Bonneville made repeated assurances as part of the rate case process, between 1998 and 2000, to Indian tribes that Bonneville would fully fund its fish and wildlife obligations, even if it had to raise its rates or defer its Treasury payments.  For example, in a letter dated June 28, 1999, Judi Johansen, the Bonneville Administrator, described the various contingencies available and assured tribal leaders that “we believe this should provide a very high assurance that we can meet our share of the costs of whatever fish and wildlife plan is ultimately chosen.” (the Johansen letter, dated June 28, 1999, herein incorporated by reference as attachment SN-03-E-CR-01T).  Yet in 2001, Bonneville eliminated fish and wildlife river operations to meet its Treasury payment.    Fish and Wildlife Material
The Johansen letter also stated that its reserves at the end of the rate period were projected to be $1.4 billion.  These ending reserves are extremely important to position Bonneville to be able to fund the higher fish and wildlife protection measures after 2006.  Without the SN CRAC Bonneville now projects a $900 million deficit through 2006.  With the SN CRAC proposal the ending reserve for FY06 is expected to be $348 million. 







 Fish and Wildlife Material
Section 3.  
Loads and Resources      
Q.  
PLEASE DESCRIBE THE FISH-RELATED HYDRO OPERATIONS ANTICIPATED BY BPA FOR FY2003 TO FY2006 FOR PURPOSES OF THIS SN CRAC RATE PROCEEDING.

A. 
The fish related operations anticipated by BPA are described at SN-03-E-BPA-05 page 7 and SN-03-E-BPA-04 page 11.  BPA provided additional description of the anticipated operations in response to a data request (CY&YA-BPA: 026, herein incorporated by reference at attachment SN-03-E-CR-01V).  Attached is the BPA data response and attachments 026A to 026D thereto describing the operations anticipated by BPA for FY2003 to FY2006, attachments SN-03-E-CR-01W and X).  These operations are anticipated by BPA pending the outcome of discussions in the regional forum and decisions by the Northwest Power Council.


  Fish and Wildlife Material

  Fish and Wildlife Material

   Id.

Id.

Fish and Wildlife Material

  Fish and Wildlife Material
Q.
HAS BONNEVILLE ANALYZED THE EFFECTS OF THE REDUCTION IN FISH PROTECTION OPERATIONS?

A.
No.  Based on the data response we received, it appears that the fish and wildlife, cultural and other impacts of the proposed changes have not been done (see data response CR-YA-BPA-:023, herein incorporated by reference as attachment SN-03-E-CR-01CC).  


  Fish and Wildlife Material
Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED THE LOAD UNCERTAINTY THAT IT FACES?

A.
No.  Bonneville data response indicates that it has not assumed any elasticity of demand for electricity in its analysis (see data response CR-YA-BPA:007, herein incorporated by reference as attachment SN-03-E-CR-01DD).  Based on the history of the Northwest, there is significant uncertainty about future loads. 

Section 4.  
Revenue Recovery      

 Q.
HOW ARE BONNEVILL’S ASSUMPTIONS ABOUT FISH AND WILDLIFE COSTS DIFFERENT THAN THE WP-02 ASSUMPTIONS?

A.
Bonneville has fundamentally changed the assumptions about fish and wildlife costs in the SN CRAC process.  In the previous rate case, Bonneville assumed a range of costs for fish and wildlife of $480 million to $780 million per year, including a range for the direct program of $109 to $179 million per year.  A key theme of that rate case was to keep the options open for future decisions on fish and wildlife that would come from the 2000 biological opinions.  Bonneville has now abandoned the range of costs and assumed a fixed fish and wildlife budget for the direct program of $139 million per year. 


A. 






  Fish and Wildlife Material
Q.
WHAT IS THE ORIGIN OF THE $139 MILLION PER YEAR ESTIMATE?

A.
It is our expert judgment that Bonneville based this on calculations it prepared for the previous rate cases.  In the development of the Fish and Wildlife Funding Principles range of fish costs, the region’s fish and wildlife agencies developed twelve alternatives that assumed the direct program costs would be approximately $179 million per year.  Bonneville prepared an estimate that these cost would be $109 million per year.  The arithmetic average of twelve alternatives that are each at $179 and one alternative at $109 is $174 million per year.  Bonneville says that it performed a weighted average of the 13 alternatives to develop the $139 million estimate (see data response CR-BPA: 099A.doc, herein incorporated by reference as attachment SN-03-E-CR-01NN).   We objected to this methodology in the previous rate case; however, Bonneville contended that the range of fish and wildlife costs that it was analyzing addressed our concerns.  Now Bonneville has abandoned the range of costs and relied on an estimate that was developed prior to the Implementation Plan for the Biological Opinions and without any recommendations from the Council.  Bonneville’s estimate has no logical factual basis.







  Fish and Wildlife Material
Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED NON-LISTED SPECIES IN ITS PROPOSAL? 

A.
Bonneville states that it has addressed species that are not yet listed under the Endangered Species Act (see SN-03-E-BPA-04, page 12, line 11).    In response to our data request, BPA provided CR-BPA-014A.doc a report to the Northwest Governors on BPA expenditures to implement the Fish and Wildlife Program, incorporated as attachment SN-03-E-CR-01QQ.  We reviewed the report and did not find any analysis of spending for non-listed species.  We note that Bonneville recently told the Council that ESA commitments require $120 million of $139 million funding cap for FY 2003.

Q.
WHAT WAS BONNEVILLES PUBLIC PROCESS FOR DEVELOPING THE FISH AND WILDLIFE BUDGET ESTIMATE? 

A.
After reviewing the data responses from Bonneville on this issue, it appears that Bonneville relied on the public process that was used to develop the Fish and Wildlife Funding Principles, even though it has abandoned the range of fish and wildlife costs that came out of that process.  Bonneville also cites reviews by the Council, but it appears from the documents provided that Bonneville developed an estimate of the costs and informed the Council; Bonneville did not appear to be seeking comment (see attachment SN-03-E-CR-01FF).  Bonneville says it reviewed its estimates during the Financial Choices process, but that process did not review specific costs associated with the Biological Opinions and Council Program.  In fact, we cannot find, and are not aware of, a specific public process to review the cost estimates for the Federal Implementation Plan or the Fish and Wildlife Program through FY06.








  Fish and Wildlife Material









  Fish and Wildlife Material
Q.
HOW WOULD THE COST ASSUMED IN THE PROVINCIAL REVIEW AFECT BONNEVILLE RATES? 

A.
To determine the impact on Bonneville’s rates we estimated the revenue requirements associated with funding the Provincial Review Budget.  Our analysis is shown Table 4 of the attachment. Our analysis shows that the Provincial Review Budget would result in an average revenue requirement of $247 million per year through 2006—an increase of $108 over Bonneville’s current estimate of $139 million.  Adding approximately $108 million more per year for the direct program to base rates would result in a rate increase of approximately $0.0017 per kilowatt-hour.  The impacts under the SN CRAC would likely be less because additional revenues and reduced costs could offset the amount of the CRAC.

Q.
HOW WOULD THE ADDITIONAL COST ASSUMED IN THE PROVINCIAL REVIEW AFFECT THE AVERAGE RESIDENTIAL CONSUMER? 

A.
The additional monthly costs would be approximately $1.90 per month for the average residential customer.

Q.
WOULD BONNEVILLE’S RATES BE BELOW MARKET COSTS UNDER THE BUDGET FROM THE PROVINCIAL REVIEW? 

A.
Yes.  We would estimate that Bonneville rates would be approximately 13% below the market rate for power as forecast by the Council using Aurora.  This estimate includes both the SN CRAC proposal and the added costs associated with adequate funding for the Biological Opinions and Fish and Wildlife Program.  A copy of our analysis is herein incorporated by reference as attachment entitled Alternatives with rates.xls, attachment SN-03-E-CR-01VV.   We note that Bonneville did not analyze the relationship of its rates to the market rate for electricity (see data response CR-YA-BPA:109, :110, and :111, and IN-BPA:016, herein incorporated by reference as attachments SN-03-E-CR-01WW, XX, YY, and ZZ).  

Q.
WHAT ARE THE ECONOMIC EFFECTS ASSOCIATED WITH IMPLEMENTING THE BUDGET FROM THE PROVINCIAL REVIEW? 

A.
Bonneville has not analyzed the economic effects of a rate increase.  The size of a rate increase associated with meeting the Provincial Review budget would be small.  Implementing this budget would have significant benefits to tribal communities.  Increasing salmon runs would improve the health and economies of Indian people (See Tribal Circumstances and Impacts of the Lower Snake River Project on the Nez Perce, Yakama, Umatilla, Warm Springs and Shoshone Bannock Tribes herein incorporated by reference as attachment SN-03-E-CR-01AAA. 



In addition, improving salmon runs would have a significant positive impact on rural economies from additional tourism and recreational activity.  The economic benefits are considerable and are produced in two ways.  First, much of the Bonneville Power Administration fish and wildlife expenditures are spent locally in rural areas east of the Cascades.  It is spent on local wages and supplies that benefit local economies.  Adding approximately $100 million per year for habitat restoration and the construction and operation of propagation facilities would provide jobs and economic development for rural communities.  Second, as fish and wildlife populations increase, as result of Bonneville’s investments and for other reasons, the recreation-based economies flourish.  For example, as a result of the strong spring Chinook run in 2001, Idaho was able to open a Chinook fishing season, which added $46.1 million to the state’s economy in direct angler expenditures, with an additional $43.8 million in indirect benefits (based on IDFG studies).  Most of these economic benefits went to local stores, gas stations, motels, and restaurants.  The attached report by the State of Idaho documents these economic benefits (see the PowerPoint presentation by the Idaho Department of Fish and Game, herein incorporated by reference as attachment SN-03-E-CR-01BBB). 


 

  Fish and Wildlife Material









  Fish and Wildlife Material 

Q.
ISN’T IT POSSIBLE THAT OTHER AGENCIES WILL PAY FOR ALL THE BIOLOGICAL OPINION COSTS?

A.
It is very unlikely that other agencies will pay all or even most of the costs of implementing the Biological Opinion and Fish and Wildlife Program.  The federal government assumes that federal agencies will reprogram funds to meet non-Bonneville funding of the Opinion.  Reprogramming is unlikely to be successful.  We believe that it is unlikely that the Northwest will be successful in securing significant additional appropriations for implementation of the Biological Opinion and Recovery Strategy.  There are several reasons for this assumption.   The President’s budget has placed a high priority on tax cuts.  That will increase the pressure to reduce rather than increase federal spending.  The President’s budget calls for budget cuts for the Departments of Commerce and Interior.  Furthermore, it is unlikely that the Congress will appropriate taxpayer funds to restore salmon and steelhead in the Northwest when Bonneville’s rates are below market rates.  Therefore, we believe it is actually more likely that Bonneville will ultimately be required to increase its share of funding for implementation of the Biological Opinion and Fish and Wildlife Program.  This risk is not adequately addressed in Bonneville’s proposal.  Bonneville should include this risk in order to adequately assure that it can pay its costs and make payments to Treasury.

Q.
IS BONNEVILLE’S PROPOSAL CONSISTENT WITH THE FISH AND WILDLIFE FUNDING PRINCIPLES? 

A.
In our opinion the proposal does not meet the Principles.  Bonneville’s most positive statement on this issues is at SN-03-E-BPA-04, page 15, line 3, where the testimony states that “BPA believes that the combination of TPP, TRP and accumulated net revenue targets will put BPA on a path to meet the intent of the Fish and Wildlife Funding Principles, given the state of the economy. 



If we look at how Bonneville addressed the specific targets in the Principles we see that Bonneville’s “path” looks more like a dry creek bed (a copy of the principles can be found at data response WP-02-FS-BPA-02A.pdf, herein incorporated by reference as attachment SN-03-E-CR-01MMM).  

The first principle says “Bonneville will meet all of its fish and wildlife obligations once they are established, including its trust and treaty responsibilities.” As discussed above, federal agencies have failed to meet the flow and spill standards in the Biological Opinions about 40 percent of the time.  Bonneville is not meeting the offsite mitigation and propagation measures defined by the Provincial Review.  The Bonneville proposal does not address the trust and treaty responsibilities at all. 

The second principle is that “Bonneville will take into account the full range of fish and wildlife costs.”  The Principles recognized that Bonneville was facing significant uncertainty regarding the cost of implementing the Biological Opinions.  Bonneville originally adopted a range for the direct program of $109 to $179 million per year.  Now, it has capped this budget at $139 million and is working to reduce the amount further (see data response CR-YA-BPA:046 and :089, herein incorporated by reference as attachment SN-03-E-CR-01NNN and OOO).  Our testimony above details the continuing uncertainty Bonneville faces.  Bonneville has unilaterally abandoned the range of fish and wildlife costs developed by the region in Principle number two.  Bonneville’s position ignores the higher costs developed during the Provincial Review and other estimates.  It also ignores the continuing uncertainty about how much implementation of the Biological Opinions and Fish and Wildlife Program will cost.



Principle number three calls for a TPP of 88 percent for 2002-2006.  Bonneville has lowered the TPP target to 50 percent.  Bonneville has provided several data responses on this issue that we wish to include in the record (see data response AL-GN/BPA:005, CR-YA-BPA:010 and :092, herein incorporated by reference as attachments SN-03-E-CR-01PPP, QQQ, and RRR).  We continue to be concerned that one of the many uncertainties we have described in this testimony will increase Bonneville’s costs or reduce its revenues and cause it to face the prospect of missing a Treasury payment.  Based on Bonneville’s historical behavior, the agency will cut fish and wildlife costs and fish river operations to try to avoid the political ramifications of failing to make a Treasury payment.  This happened in 2001 and 2003.  Under Bonneville’s proposal there is a 50-50 chance it will happen at least once more during this rate period.  This is a clear indication that the SN CRAC proposal does not meet Bonneville’s costs and assure repayment to the Treasury.  



Principle number four said: “Given the range of potential fish and wildlife costs, Bonneville will design rates and contracts which position Bonneville to achieve similarly high Treasury payment probability for the post-2006 period by building financial reserve levels and through other mechanisms.”  This issue was important to Columbia Basin Indian tribes for several reasons.  There is broad consensus among fish and wildlife managers that fish and wildlife costs will be higher in future years as Bonneville begins to pay for the capital costs of facilities that need to be built.  The purchase and restoration of habitat is also expected to increase in cost.  It is also important to ensure that Bonneville’s rates are competitive with market rates in the future.  Therefore, it is important to build an ending reserve that can cover expected future costs and allow Bonneville to remain competitive.  The assumptions in the 2000 rate case produced an expected ending reserve of approximately $1.25 billion.  The current proposal has an expected ending reserve of $348 million (see TK_178_Case_E3ud_030225.xls, the Bonneville analysis of the SN CRAC Proposal, herein incorporated by reference as attachment SN-03-E-CR-01SSS).  We asked Bonneville for any analysis on whether it was meeting this Principle.  In a data response, Bonneville stated that it had not performed any analysis (see data response CR-YA-BPA:010 and :011 and :116, and SA-BPA:005 herein incorporated by reference as attachments SN-03-E-CR-01TTT, TTTb, UUU, and VVV).   Bonneville states that “had it done such analysis, it likely would have shown that higher reserves would increase the ability for BPA to meet potentially higher fish and wildlife costs and still remain competitive after 2006.  Low reserves would likely have shown a reduction in BPA’s ability to remain competitive and meet increased fish and wildlife costs after 2006. 



In SA-BPA:006 and :006B, (herein incorporated by reference as attachments SN-03-E-CR-01WWW and XXX).  Bonneville states that some of the Principles are no longer relevant.  We asked Bonneville for any documentation of the public process that lead to this conclusion, but none was provided.

Q.
PLEASE DESCRIBE YOUR CONCERNS ABOUT REDUCING THE TREASURY PAYMENT PROBABILITY?

A.
Bonneville’s proposal reduces the Treasury Payment Probability (TPP) to 50 percent.  We are concerned that reducing the TPP increases the risk of Treasury deferral.  Given our concerns about the effectiveness of Bonneville’s tools to avoid a deferral, we believe that lowering the target is inappropriate because of the volatility that Bonneville faces.  We also believe that this lower TPP increases the risk to fish and wildlife (see data response CR-YA-BPA:009, herein incorporated by reference as attachment SN-03-E-CR-01YYY).  



Our concerns mirror Bonneville’s own concerns as expressed in Phase I of the 2000 rate case.  Bonneville was asked why it had chosen an 88 percent TPP instead of 80 percent or some other intermediate percent.  Bonneville was unequivocal in its answer: “An 88 percent TPP is being targeted in order to meet a BPA long-standing TPP policy standard and to fully meet both Principle No. 3 and No. 4.”  See WP-02-E-BPA-13, lines 16-19.  



Bonneville faces unprecedented volatility.  Planning for uncertainty requires a more risk averse portfolio, not a less risk averse portfolio.  Lowering the TPP below 88 percent not only goes against Bonneville’s own analysis and therefore won’t meet Fish and Wildlife Funding Principles Nos. 3 and 4, but also flies in the face of good business planning.  Bonneville should raise the TPP estimates to 88 percent to provide the certainty necessary to meet Principles 3 and 4 and the assurance of making Treasury payments on time and in full.  
Q
WHAT OTHER CONCERNS DO YOU HAVE WITH A LOWER TPP?

A.
When Bonneville loses financial certainty, those losses have resulted in river operations that put pressure on the actions necessary to meet requirements for fish under the Biological Opinion.  The 2001 drought was an example of this situation.  Bonneville and other Federal agencies chose to meet a number of considerations, including its power sales contracts, keeping rates below market, providing contracted water, and flood control.  The only river function that was eliminated was protection for fish and wildlife.  It appears that protecting fish and wildlife has a lower priority than Bonneville’s desire to please its customers and make Treasury Payments.  Bonneville must adjust its risk management structure to ensure that it can fund all obligations under the law, not just a select few.



We are also concerned that Treasury Payment is not the true measure of Bonneville’s exposure to risk.  One of Bonneville’s risk mitigation tools has always been deferral of Treasury payment.  It is the payment of other creditors that is the true financial risk Bonneville faces as those financial obligations cannot be deferred, a Creditor Payment Probability (CPP) as it were.  The 4(h)(10)(C) credits and the Fish Cost Contingency Funds (FCCF) cannot be used to pay creditors.  In order to determine this financial risk, the 4(h)(10)(C), FCCF, and MOA monies (and perhaps other funds) must be taken out of the calculations used to determine what Bonneville’s CPP is.  Again, when Bonneville evaluates what its financial risk of making its CPP is, the pressure to maximize profits by running the river in violation of the Biological Opinion will provide Bonneville with the convenient excuse to declare a “financial emergency.”  And fish will suffer. 

Q.
DID BONNEVILLE ADEQUATELY ADDRESS THE FISH AND WILDLIFE FUNDING PRINCIPLES IN DESIGNING ITS PROPOSAL?

A.
No.  The testimony above shows that Bonneville’s proposal does not meet the Principles and Bonneville did not analyze the effects of failure to meet the principles. 
Q.
HOW SHOULD BONNEVILLE ADJUST ITS PROPOSAL TO MEET THE PRINCIPLES?

A.
Bonneville should revise its estimates of future fish and wildlife costs, based on the information provided from the Provincial Review and detailed in this testimony.  It will continue to need the ability to adjust rates to address changes that could come from the recovery and subbasin planning, the Biological Opinion check-ins, litigation, and other uncertainties.  It should also raise its target for TPP and ending reserves to levels that are consistent with the Principles.
Q.
HOW WILL BONNEVILLE INCORPORATE ANY CHANGES THAT RESULT FROM THE COUNCIL’S PROGRAM AMENDMENT PROCESS INTO RATES?

A.
In the testimony, Bonneville says that it may reduce fish and wildlife costs based amendments to the Fish and Wildlife Program.  Bonneville has also indicated that it has requested that the Council find ways to get costs lower than current forecasts (see data response CR-YA-BPA:046 and SA-BPA:003, herein incorporated by reference as attachments SN-03-E-CR-01ZZZ and SN-03-E-CR-01AAAA).  Since the Council has not developed cost estimates through FY06, it is not clear that any reduction that results from one action would necessarily reduce funding needs through 2006.  

Q.
WHAT ASSURANCE DOES BONNEVILLE HAVE THAT THE COSTS FOR THE BUREAU OF RECLAMATION, THE CORPS OF ENGINEERS, AND ENERGY NORTHWEST ARE CERTAIN?

A.
Bonneville provided several data requests on this subject (see data response CR-YA-BPA:039 and :056 AL-GN/BPA:002, herein incorporated by reference as attachments SN-03-E-CR-01BBBB, CCCC, and DDDD).  Bonneville’s estimate in WP-02 for the costs associated with the Bureau of Reclamation, the Corp of Engineers, and Energy Northwest were too low by $349 million.  That is a significant underestimation of costs.  The assumption that the new estimates are certain does not seem reasonable given the recent history.  WP-02 and Financial Choices Material
Q.
WHAT ASSURANCE DOES BONNEVILLE HAVE THAT THE COSTS FOR ITS INTERNAL OPERATIONS ARE CERTAIN?

A.
Bonneville provided several data requests on this subject (see data response GP/BPA:20, herein incorporated by reference as attachments SN-03-E-CR-01FFFF).  We note that Bonneville’s internal costs reported during Financial Choices were approximately $222 million higher than the assumptions made in the WP-02 rate case.  At SN-03-E-BPA-06, page 5, lines 21-26 Bonneville reported that its internal costs were $279 million higher than the forecast in the May 2000 proposal.  In GP/BPA:20 Bonneville reports that its internal costs exceeded its 2002-2006 forecast by $313 million.  The change between Financial Choices and the data response was $91 million.  The difference between the proposal and the errata was $34 million.  These changes are significant.  The assumption that the new estimates are certain does not seem reasonable given the recent history.  

Section 5.
Revenue Forecast

Q.
HAS BONNEVILLE FULLY ACCOUNTED FOR THE AUGMENTATION COSTS?

A.
It is not clear.  In a clarification it appeared that BPA staff said that the augmentation costs cover all of the cost of purchasing power or reducing loads.  However, in the handout from the Bonneville February 18, 2003 workshop entitled Summary Data on Contracted Augmentation Expenses and Forecasted Augmentation Need, herein incorporated by reference as attachment SN-03-E-CR-01GGGG, it appears that between 25% and 40% of the so-called augmentation power purchases are excluded from augmentation.  It appears that Bonneville purchased too much power and load reduction and this surplus amount is excluded.  The amount is significant.  The average amount excluded is approximately $171 million per year.  We presume that Bonneville will sell this surplus augmentation power on the market; but it is not clear what the net cost will be or how Bonneville has addressed it in its proposal.  We believe this creates another uncertainty that affects Bonneville’s ability to meet its costs.  It also appears to understate the total cost of meeting Bonneville’s commitment to sell more power than it had (see data response CR-YA-BPA:040, :083, :084, :085 and :086 and exhibit CR&YA_BPA86A, herein incorporated by reference as attachments SN-03-E-CR-01HHHH, IIII, JJJJ, KKKK, LLLL, and MMMM).  

Q.
HOW MUCH DID BONNEVILLE PAY ITS CUSTOMERS TO REDUCE LOAD?

A.
Based on the document Summary Data on Contracted Augmentation Expenses and Forecasted Augmentation Need referenced above, it appears that FY03 through FY06 Bonneville paid public utilities $15 million, Direct Service Industries $100 million, and Investor Owned Utilities $1.028 billion.  Bonneville lists other purchases at $59 million.  The total for the four years is $1.202 billion, with 86% of the payments going to investor owned utilities (see data response CR-YA-BPA:081 and CR&YA_BPA86A, herein incorporated by reference as attachments SN-03-E-CR-01NNNN and OOOO). 

Q.
DOES THE CURRENT REVENUE REQUIREMENT FORECAST SATISFY U.S. DEPARTMENT OF ENERGY ORDER RA-6120.2?

A.
No (see data response CR-YA-BPA:078 , herein incorporated by reference as attachment SN-03-E-CR-01PPPP).  

Q.
HOW DOES THE COST OF CON AUG COMPARE TO OTHER CONSERVATION PROGRAMS?

A.
Bonneville has not performed an independent audit, but says that the C&RD is not a resource acquisition program (see data response CR-YA-BPA:079, herein incorporated by reference as attachment SN-03-E-CR-01QQQQ).  There may be other conservation resource development programs that would be more cost effective.  We also note that there appears to be a different standard for auditing programs run by Bonneville’s utilities and the fish and wildlife program. 

Section 6.
Risk Analysis

Q.
HAS BONNEVILLE’S PROPOSAL ADEQUATELY ADDRESSED THE UNCERTAINTY ASSOCIATED WITH FISH AND WILDLIFE COSTS?
A.
No.  In the testimony above we have provided evidence that Bonneville has not adequately budgeted for implementation of the Biological Opinions and the Fish and Wildlife Program.  We also document the uncertainties associated with development of recovery plans, subbasin plans, the check-ins required by the Biological Opinions, the implementation of the Clean Water Act, and changes that may result from pending litigation.  Bonneville’s decision to eliminate the range of fish and wildlife costs in the risk analysis means that it does not consider any of these uncertainties.  Therefore, we believe it is likely that Bonneville has not proposed rates that are adequate to meet its costs.

Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED THE UNCERTAINTY ASSOCIATED WITH PENDING LITIGATION?

A.
No.  Bonneville did not factor in pending litigation or other activities that could affect its costs (see data response CR-YA-BPA:051, herein incorporated by reference as attachment SN-03-E-CR-01RRRR).  We believe there is a high probability that one or more of the pending lawsuits will change the circumstances that affect Bonneville.  Bonneville should address any change that occurs during this rate process, and incorporate uncertainty about other pending litigation and related issues as part of its analysis of the SN CRAC. 

Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED THE UNCERTAINTY ASSOCIATED WITH NATURAL GAS VOLATILITY?

A.
No.  Bonneville is not using historical price data to forecast forward volatility (see data response CR-YA-BPA:058, herein incorporated by reference as attachment SN-03-E-CR-01SSSS).  Instead, Bonneville relies on the data in AURORA.  This model simulates future natural gas prices based on a high, medium, and low natural gas forecast.  Each of these forecasts assume a fairly constant price.  We have attached a graph prepared by PacifiCorp entitled Gas Price Volatility herein incorporated by reference as attachment SN-03-E-CR-01TTTT).  It shows historical data from 1990 through 2001.  The volatility is striking.  For example, there are several periods where prices spiked to $7 to $10 per MMbtu and the volatility index was over 120%.  Relying on the AURORA simulations ignores this historic volatility.  This uncertainty would affect both the cost of power Bonneville purchases for augmentation and the value of secondary sales.    

Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED THE UNCERTAINTY ASSOCIATED WITH THE WEST COAST MARKT?

A.
No.  Bonneville describes how it treats this uncertainty in CR-YA-BPA:057, herein incorporated by reference as attachment SN-03-E-CR-01UUUU).  Based on the market manipulations seen in California during 2000 and 2001, we believe Bonneville should model this kind of uncertainty in its risk analysis.

Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED THE UNCERTAINTY ASSOCIATED WITH ITS INTERNAL COSTS AND THE COSTS OF THE BUREAU OF RECLAMATION, CORPS OF ENGINEERS, AND ENERGY NORTHWEST?
A.
No.  As discussed above, Bonneville underestimated these costs by over $570 million dollars when we compare the original rate case estimates with the projections used in Financial Choices.  Given this large mistake, it does not appear reasonable to assume that there will be no uncertainty associated with these costs through 2006.  


Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED THE UNCERTAINTY OF SECONDARY REVENUE?
A.
No.  During the Financial Choices process, Bonneville revealed that it had overestimated its secondary revenues by $710 million.  Given this large mistake, and the complexity of estimating these costs, Bonneville should assume that there will be significant uncertainty associated with these costs through 2006 (see data response IN-BPA: 035, herein incorporated by reference as attachment SN-03-E-CR-01VVVV).  

Q.
HOW SHOULD BONNEVILLE MODIFY ITS PROPOSAL TO ADDRESS THE UNCERTAINTIES IT FACES?
A.
Bonneville should reinstitute the use of the NORM model, incorporate at least the uncertainties we have discussed above, and adjust its rates accordingly.  Failure to adequately address these uncertainties is likely to result in setting a SN CRAC that does not meet Bonneville’s costs.  

Section 7.
SN CRAC Design

Q.
BONNEVILLE HAS SAID THAT IT IS OPEN TO LIMITING THE SN CRAC FOR INCREASES IN INTERNAL COST, HOW WOULD THAT AFFECT FISH AND WILDLIFE?

A.
It is not clear.  It appears that such a provision would not affect Bonneville’s program funding (see data response CR-YA-BPA:025, herein incorporated by reference as attachment SN-03-E-CR-01WWWW).   If such a limitation had the result of limiting Bonneville fish and wildlife funding we would oppose it.  It also appears that such a provision would force Bonneville to reduce its reserves if its internal costs were higher than it currently assumes.  We would oppose any mechanism that reduced reserves and Bonneville’s ability to adapt to the uncertainties that it faces. 

Q.
HOW COULD THE RATE DESIGN BE IMPROVED?
A.
We support proposal by Save Our Wild Salmon to incorporate a forward-looking triggers for the SN CRAC.  Such a trigger should evaluate information that would increase or decrease the size of the SN CRAC.  This would increase the likelihood of meeting Treasury payments.  Our testimony above describes in great detail our recommendations regarding incorporating adequate fish and wildlife funding, improving the TPP, increasing the ending reserve, and incorporating the uncertainty that Bonneville faces.  We also believe that Bonneville should be able to address a decrease in net revenues (see data response CR-YA-BPA:093, herein incorporated by reference as attachment SN-03-E-CR-01XXXX).

Q.
ARE THERE OTHER IMPROVEMENTS TO THE RATE DESIGN?

A.
Yes.  We believe that Bonneville should eliminate the cap for the SN CRAC.  This cap lowers the TPP.  If Bonneville is certain about the costs it is assuming in the proposal and all of the other factors that affect its revenues, then it does not need a cap.  If there is uncertainty in any of these factors, then the cap would limit Bonneville’s ability to deal with the uncertainties that it faces and reduce Bonneville’s ability to meet its costs and repay the Treasury.
Q.
WHAT IS YOUR POSITION ON NET REVENUES TO ZERO?
A.
This rate design feature does not adequately address the Fish and Wildlife Funding Principles.  This goal will not position Bonneville to be financially healthy in the future (see data response CR-YA-BPA:045, and WA/BPA:021 , herein incorporated by reference as attachment SN-03-E-CR-01YYYY).

Q.
DOES THIS CONCLUDE YOUR TESTIMONY?

A.
Yes 
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