UNITED STATES OF AMERICA

U.S. DEPARTMENT OF ENERGY

BEFORE THE

BONNEVILLE POWER ADMINISTRATION
2003 Proposed Safety-Net Cost Recovery
)

Adjustment Clause (SN CRAC) Rate

)
BPA Docket No. SN-03

Proceeding




)


SPRINGFIELD UTILITY BOARD’S (SUB) RESPONSE TO THE MOTION TO STRIKE OF PACIFICORP, THE PUBLIC UTILITY COMMISSION OF OREGON, AND PORTLAND GENERAL ELECTRIC 


I. Overview

On February 7, 2003, BPA initiated a rate proceeding defined in section 7(i) of the Pacific Northwest Electric Power Planning and Conservation Act (“Northwest Power Act”) 16 U.S.C. §839e(i).  On April 23, 2003, PacifiCorp, the Public Utility Commission of Oregon, and Portland General Electric (“Joint Movants”) jointly moved to strike a portion of direct testimony filed on behalf of the Springfield Utility Board (“SUB”).  The testimony in question discussed the issue of the 7(b)(2) test.  A significant portion of this testimony referenced prior decisions and testimony from the WP-02 rate proceeding which is allowable by reference under section 1010.11(b) in the Procedures Governing Bonneville Power Administration (BPA) Rate Hearings, 51 Fed. Reg. 5,611 (1986) (“7(i) rules”).

SUB respectfully requests that the Administrative Law Judge deny the Joint Movants’ motion in its entirety.  

First, the 7(b)(2) testimony is not beyond the scope of the SN-03 rate case.  SUB’s testimony does not revisit any specific decision decided in the WP-02 rate case.  The SN-03 7(i) rate proceeding is an independent rate process agreed upon in the WP-02 rate case.  

Second, the testimony is relevant to the proceeding.  The Safety Net Cost Recovery Adjustment Clause (“SN CRAC”) is a rate adjustment and the 7(b)(2) test is therefore applicable.  

Third, SUB has not waived the 7(b)(2) argument because the SN-03 7(i) rate proceeding is a distinct 7(i) rate process and SUB did not agree in advance to waive BPA’s statutory obligations in any SN CRAC 7(i) proceeding.

Also on April 23, 2003, the Bonneville Power Administration (“BPA”) moved to strike the same testimony filed by SUB (SN-03-M-03).  Many of the issues raised in SN-03-M-03 are similar to those raised by the Joint Movants.  SUB has filed a response to SN-03-M-03 and incorporates its response (SN-03-M-12) with this reference. 

II. Background

SUB agrees with the first three sentences of the Background section of the motion filed by the Joint Movants confirming when the Partial Stipulation and Settlement Agreement (“Settlement Agreement”) was signed, and that the Settlement Agreement included a section on three Cost Recovery Adjustment Clauses (or “CRACs”).  Thereafter, SUB’s position on the facts diverges.  

The Joint Movants assert that because the Public Power Council (“PPC”) signed the Settlement Agreement, SUB is bound by PPC’s actions since SUB is a member of PPC.
  SUB was an independent party to the WP-02 rate proceeding, it intervened on its own, and provided testimony and briefs in the proceeding that were separate and distinct from other parties.  SUB did not sign the Settlement Agreement.  In fact, positions taken by SUB in testimony and brief were contrary to the Settlement Agreement.
  While the PPC represents the broad consensus of interests of many public utilities, it does not represent the specific interests of individual utilities – particularly in a rate case where a utility is a party to the case and has represented itself throughout the proceeding.

The Joint Movants state that the “CRACs are formulaic rate adjustment mechanisms…”.  Although the Load Based (“LB”) and Financial Based CRACs were modeled in the WP-02 rate proceeding, the SN CRAC was not.  Many of the details of the implementation of the SN CRAC are developed through a 7(i) process and those details depend on the particular circumstances that result in the triggering of the SN CRAC.
 

III. Argument

Response to Argument A (Scope):

The 7(i) process for the SN-03 rate proceeding is distinct from the 7(i) process conducted over two years ago for the WP-02 rate proceeding.  The Joint Movants state “The SN-CRAC, however, is not a new rate, but a cost recovery adjustment clause with BPA’s 2002 wholesale power rates”.  SUB disagrees.

Section 1010.2(j) of the 7(i) rules define the term “rate” as:

"Rate" means the monetary charge, discount, credit, surcharge, pricing formula, or pricing algorithm for any electric power or transmission service provided by BPA, including charges for capacity and energy. However, the term does not include transmission line losses, leasing fees, facility-use charge other than for BPA transmission services, or charges for operation and maintenance of customer-owned facilities. A rate may be set forth in a contract; however, other portions of a contract do not thereby become part of the rate for purposes of these rules.

Under the foregoing definition, and in light of the fact that the SN CRAC is determined through a 7(i) rate proceeding, the SN CRAC is a rate.   The SN CRAC was not modeled in the WP-02 rate case and is a new rate to be charged to BPA customers.

The Joint Movants state: “Matters from the WP-02 rate case must be excluded from the record, and therefore SUB’s testimony at Section IV involving WP-02 matters must be excluded from the record.”  However, there was no specific decision in the WP-02 rate case that a 7(b)(2) test would not be conducted in a SN-CRAC 7(i) proceeding.  In addition, the Joint Movants confuse decisions in the WP-02 rate case with “matters from the WP-02 rate case”.

If one were to accept the argument that all aspects of the 7(b)(2) test discussed in the WP-02 proceeding were off limits in future 7(i) proceedings, then other assumptions made in the WP-02 rate case would be equally binding.  For example, the WP-02 proceeding used a specific forecast for loads and resources.  BPA now proposes a series of significant changes from the assumptions used in the WP-02 rate case including a different load and resource forecast.
  BPA also proposes a different cost forecast for various program expenditures, and it modifies logic to determine Treasury Payment Probability (“TPP”).  These adjustments differ from the WP-02 Record of Decision. A specific forecast for BPA’s program expenditures was used in the WP-02 ROD.
  Logic for determining TPP was also decided in the WP-02 ROD.
  In direct testimony SUB analyzed BPA’s new load forecast in the SN-03 rate case and found it reasonable
, yet the Joint Movants did not move to strike sections of BPA’s proposal or SUB’s testimony on loads and resource, revenue recovery, or modifications to calculating TPP which differed from the WP-02 Record of Decision.  In short, the Joint Movants have singled out the portion of SUB’s testimony regarding the 7(b)(2) test simply because they do not like it.     

Response to Argument B (Relevance):

Section III of SUB’s direct testimony explains what the 7(b)(2) test is, what factors impact the 7(b)(2) test, and what has changed since a 7(b)(2) test was last performed.  The SN CRAC impacts the rate SUB is charged for BPA power.  The 7(b)(2) test is structured to protect SUB and other preference customers from certain costs for power charged by BPA.  “The 7(b)(2) methodology has been used by BPA in every rate case since 1985, when the 7(b)(2) test was first run, and was used in the development of BPA’s 2002 rate case.”

The Joint Movants cite BPA’s response to Data Request No. SP-BPA:006 and state: “BPA’s response indicates that it believes SUB’s 7(b)(2) testimony is not relevant to this proceeding.”  BPA is a party to the SN-03 proceeding, just like SUB or any other party.  A motion to strike based solely on the position that another party does not believe certain testimony is applicable is ill-founded.  This logic would establish a precedent that all testimony and evidence could be stricken based on the position that an individual party does not believe it is applicable.

The BPA Administrator has a legal obligation to develop a full and complete record in a 7(i) proceeding.

Response to Argument C (Waiver):

Finally, The Joint Movants argue that SUB has waived its right to raise the 7(b)(2) issue because it had three previous opportunities to argue that BPA should conduct a 7(b)(2) test in an SN CRAC proceeding.  

SUB’s response is in two parts:

1) The Joint Movants state that the PPC signed the Settlement Agreement on SUB’s behalf.  This assertion is false.  As stated above, SUB was an independent party to the case, it filed documents which were separate and distinct from the PPC, and it took positions which were counter to the Settlement Proposal.  The Joint Movants state that SUB could have filed testimony, briefs, and briefs on exceptions against the Draft WP-02 Record of Decision.  SUB did, in fact, file testimony and briefs on issues regarding the 7(b)(2) test.  As an example, SUB’s Brief On Exceptions from the WP-02 rate case is attached.

2) Each 7(i) process is unique in and of itself.  A 7(i) rate case requires BPA to demonstrate it has met its statutory obligations.  SUB did not waive its statutory rights in the SN-03 rate case or any future 7(i) proceedings as a result of positions advanced in theWP-02 rate case, a separate proceeding.  The Joint Movants’ logic is backwards.  The Joint Movants and any other party in the case who believed the 7(i) process should not include compliance with certain sections of the Northwest Power Act, specifically the 7(b)(2) test, could and should have advocated such a position in the rate case.  Instead, the Joint Movants signed the Settlement Agreement which specifically stated that any SN CRAC would be subject to a 7(i) proceeding.    

IV. Conclusion

For the reasons stated above and reasons elaborated in SUB’s response SN-03-M-12, the Joint Movants’ motion should be denied.

Dated this 29th of April, 2003,
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Introduction

The Springfield Utility Board (“SUB”) submits this Brief on Exceptions pursuant to Rule 1010.13 of the Procedures Governing Bonneville Power Administration Rate Hearings, 51 Fed. Reg. 7611 (Mar 5, 1986).  SUB is a preference customer as defined by Bonneville Power Administration’s (“BPA”) organic statutes.  SUB currently meets part of its wholesale power requirements through purchases of power generated by federal resources and priced at BPAs Priority Firm (“PF”) rate.

Summary of the Brief on Exceptions

SUB's primary objective in this Brief on Exceptions to BPA’s Supplemental Draft Record of Decision for the WP-02 Rate Case (WP-02-A-07) (“WP-02 SDROD”) is to address errors in the WP-02 SDROD. These include:

A) CRAC Treatment of DSI sales

B) IOU Financial Benefits

C) FB CRAC Treatment

D) Toolkit Errors

E) LB CRAC Calculation for Slice Customers

Nothing in this brief should be interpreted as a waiver of SUB’s statutory rights.  SUB preserves its preference and priority rights in this and future rate cases.  Further, omissions of issues raised in SUB’s previous documentation which has been admitted into the record and which is not discussed in this brief shall not be construed as a waiver of those issues.  SUB incorporates SUB’s previous testimony (WP-02-E-SP-02, WP-02-E-03, and errata) and Initial Brief (WP-02-B-SP-02) into this Brief on Exceptions with this reference.  
BPA Statutory Framework and WP-02 Federal Register Notice

By this reference, SUB cites SUB’s discussion of BPA’s Statutory Framework and the associated table of authorities detailed in SUB’s Initial Brief (WP-02-B-SP-02).  In addition, SUB provides the following sections of the Federal Register Notice (Vol.65, No. 232 12/01/2001) filed for this proceeding:

“The second area of exclusion concerns decisions made in the Subscription Strategy.  The Administrator directs the Hearing Officer to exclude from the record any material attempted or arguments attempted to be made in the hearing which seek in any way to revisit decisions that were made in BPA’s Subscription Strategy, including both the ROD and the Supplemental ROD for the Strategy (pg 75275, 1sd column, Section C, 3rd paragraph)
Issues

I.
BPA’s arguments regarding sales to the DSI’s contain errors

In sections 2.4 and 2.5 of the SDROD, BPA’s decisions contain factual errors and are based on arguments that are inconsistent with the Subscription Strategy.  The Subscription Strategy states:

“BPA is not prepared at this time to make any final decisions regarding augmentation.  However, BPA does not intend to meld the costs of any augmentation into base rates if doing so would increase those rates above BPA rate targets.”  (Subscription ROD, December 1998, page 70, paragraph 3)

“The Subscription Strategy signals BPA’s expectation that the IP rate will be approximately equal to the PF rate.  However, BPA must establish its rates consistent with the rate directives contained in section 7 of the Northwest Power Act and in hearings conducted in accordance with the procedures specified in section 7(i) of the Act.  For this reason, BPA cannot state that the IP rate used for Subscription sales to the DSI’s will be set at any particular level.  The level of the IP rate can be established only in a section 7(i) hearing.  While it is possible that the IP rate would equal the PF Preference rate, BPA cannot make such a statement at this time.” (Subscription ROD, December 1998, page 128, paragraph 3)

A. In the SDROD, BPA states “But to suggest that the DSIs are getting some kind of special treatment on the backs of other customers is an exaggeration.” (WP-02-A-07, pg 2-7, 5th paragraph).  SUB’s Initial Brief (WP-02-B-SP-02) cites SUB’s direct and rebuttal testimony which details the impact of BPA’s proposed pricing of power to the DSI’s. (see WP-02-E-SP-02 and WP-02-E-SP-03).  Using BPA’s figures, SUB presented analysis which revealed that under BPA’s proposed pricing and CRAC methodology for DSI sales, SUB would pay and average of $7 million more in BPA power purchases per year under BPA’s case which used $91.8/MWh as the 5 year augmentation price.  Under this case, each of SUB’s customers would pay an average of $250 per year in power costs (2.5% of an average customer’s before tax income in the first year alone) to subsidize DSI sales.  (See WP-02-E-SP-02, page 5, line 8).  In its Initial Brief and testimony, SUB cites BPA’s position that BPA is not obligated to serve DSI loads (WP-02-B-SP-02, page 5, line 1, WP-02-E-SP-02, page 2, line 5).  BPA has not presented any analysis or testimony that refutes SUB’s figures.  DSI’s are, in fact, getting special rate treatment because DSI load is discretionary and rates to other customers are going up largely as a result of BPA’s proposed rate methodology for DSI sales.  

B. BPA states “Nonetheless it is important to recall that the DSI purchase of power will still be fully subject to the LB CRAC, the FB CRAC, and the SN CRAC, the same as other customer groups.”  Again, because DSI sales are discretionary and yet are treated like other customers, they are getting special rate treatment under the BPA’s proposal.  Further, because other customer costs rise in large part due to BPA’s proposed treatment of DSI sales, BPA’s position is counter to the intent of the Subscription Strategy ROD.

C. In arguing against SUB’s position that the DSI sales should be subject to separate CRACs which would effectively charge DSI sales at market rates, BPA states “While adjusting base rates is certainly an option, BPA believes that such an approach would necessitate a comprehensive review and amendment of the entire 2002 rate proposed base rates.”  SUB does not propose to modify the base IP rate.  SUB does propose to subject DSI sales to an IPTAC CRAC and a MB CRAC which would CRAC DSI base rates to market prices (WP-02-E-SP-02, pages 6 – 8).  In its Initial Brief, SUB outlined why this is consistent with BPA’s prior decisions (WP-02-B-SP-02, pages 5 – 6).  BPA states “Adopting one of the proposals suggested by the parties would require BPA to engage in a rate development process that it believes is unnecessary.” (WP-02-A-07, page 2-10).  While SUB has explained why its proposal is consistent with BPA’s prior decisions, BPA has not provided any reasons behind its belief that BPA’s proposal is consistent with prior decisions.  Further, in its Initial Brief, SUB argues that BPA is not establishing the lowest possible rates consistent with BPA’s organic statutes (WP-02-B-SP-02, page 5).

D. BPA’s SDROD is in error because that BPA misstates that SUB proposes to modify DSI base rates and therefore does not address SUB’s CRAC methodology for DSI sales.  Further, BPA has not addressed SUB’s arguments on why SUB’s methodology is consistent with prior BPA decisions.  Lastly, BPA does not address SUB’s issue that BPA would not be establishing the lowest possible rates consistent with it’s rate directives.

II.
IOU Benefits

In SUB’s Initial Brief, SUB cites BPA’s rebuttal testimony in which BPA states that the Supplemental Proposal is limited to developing risk tools necessary to deal with the combination of unanticipated increases in loads and purchase requirements.  BPA further states that “When this phase of the proceeding was initiated, BPA stated that it could effectively deal with the problem through a redesign of the Cost Recovery Adjustment Clause (CRAC) and corresponding adjustment to the Slice product” (WP-02-B-SP-02, page 4).  BPA repeats this in section 2.5 of the WP-02 SDROD (WP-02-A-07, page 2-10).  In BPA’s Evaluation of Positions regarding the market price forecast for investor-owned utility exchange benefits, BPA states “While BPA’s forecast is different from that in the May proposal, BPA is not precluded from revising the rate case market price forecast used to calculate monetary benefits under the IOU’s REP Settlement Agreements.”  BPA’s WP-02 SDROD is inconsistent and in error.  On one hand, BPA bases its arguments regarding modifying the IPTAC rate by limiting in the scope of changes in this proceeding to CRAC redesign and Slice product adjustments in one section of the WP-02 SDROD while at the same time stating that it is not precluded from modifying the market price forecast for IOU benefits in another section of the WP-02 SDROD.  BPA’s WP-02 SDROD should be corrected for this inconsistency and the price used to determine IOU financial benefits should not be increased. 

Further, in SUB’s Initial Brief, SUB states that BPA has not conducted a 7(b)(2) test which reflects BPA’s proposed modification to the rates and it is therefore inappropriate to modify the market forecast for IOU exchange benefits.  BPA states that the DSIs and SUB argue that a 7(b)(2) test should be conducted (WP-02-A-07, pg 6-9) but incorrectly links SUB’s argument with the DSI argument.  BPA states that the DSIs argue the 7(b)(2) test should be conducted because of changing public agency load and additional resource augmentation.  SUB argues that BPA should conduct the 7(b)(2) test because BPA proposes to modify the market price forecast used to calculate exchange benefits.  In its argument (WP-02-A-07, pg 6-9) BPA states “Finally, the rate development process must take into account the fact that BPA cannot continually revise a rate proposal to reflect new conditions”.  Further on the same page, BPA states “…assuming that BPA were to revise its rate studies, BPA would also have to review all other policy, technical, and legal issues regarding the rate case…”   Linking SUB’s and the DSI’s arguments into BPA’s response make it appear that while BPA cannot revise rate studies without reviewing policy, that BPA can revise policy (e.g. change market price forecasts) without revising necessary studies.  BPA’s arguments also incorrectly appear to allow BPA to not revise a rate proposal based on new conditions – unless BPA agrees with the new conditions.  

On page 6-10 of WP-02-A-07, BPA states: 

“SUB argues that BPA is statutorily required to conduct a 7(b)(2) rate test which reflects the cost of increasing the IOU’s financial benefits by using $38/megawatthour (MWh) instead of $28.1/MWh.  SUB Brief, WP-02-B-SP-02, at 7.  This argument is not persuasive for many of the reasons previously stated.  Also, BPA is not precluded from conducting a section 7(i) hearing in order to develop risk mitigation measures and supplement BPA’s base rates.  16 U.S.C. §§ 839e(i);839e(i)(4).  Furthermore, SUB’s argument is inconsistent with the manner in which BPA developed its wholesale power rates in its May Proposal.  See 2002 Final Power Rate Proposal, Administrator’s Record of Decision, WP-02-A-02, at 12-12 to 12-14, and materials cited therein.”

BPA is in error.  Section 12 of WP-02-A-02 addresses load and resource assumptions used in the Rate Design Step.  In the pages cited by BPA, BPA addresses load issues raised by the DSI’s.  While BPA does correctly bring in the issue of rate design in its argument, BPA incorrectly links SUB’s rate argument with the DSI load argument.  It is unclear, therefore, which parts of Section 12, if any, BPA refers to in the context of SUB’s argument.  BPA does state “The rate directives, however, are not so detailed as to cover every circumstance that arises in ratemaking.  There [sic] a number of examples of steps BPA takes in the development of rates that are not expressly stated in the rate directives.” (WP-02-A-02, 12-13).  However, BPA later states “As noted previously, section 7(b)(2) of the Northwest Power Act requires BPA perform a ‘rate test’ in each proceeding or ‘when setting rates’ after July 1, 1985.” (WP-02-A-02, pg 13-4).  BPA also cites legislative history in Section 13 of WP-02-A-02, including H.R. Rep. No. 976, Part II, 96th Cong., 2d Sess, 36 (1980):

“As an added protection against preference utilities and their customer’s suffering adverse economic consequences as a result of this legislation, section 7(b)(2) establishes a “rate ceiling” which is hypothetically intended to insure that these customers’ rates will be no higher than they would have been had the Administrator not been required to participate in power sales or purchase transactions with non-preference customers under this legislation.” 

In this proceeding, BPA proposes to deviate from the May Proposal and increase IOU financial benefits, resulting in increased costs to preference utilities.  Consistent with statute and prior decisions, BPA must perform a 7(b)(2) test.  BPA is in error and should specifically address SUB’s argument that BPA should conduct a 7(b)(2) rate test because BPA is proactively modifying is market price forecast policy used to establish financial benefits to IOUs.

III.
First Year Financial Based (FB) CRAC Treatment for non-Slice Customers

In the WP-02 SDROD, BPA incorrectly addressed SUB’s arguments regarding FB CRAC treatment.  In SUB’s Initial Brief, SUB builds on arguments raised in testimony that the FB CRAC in the first year shifts costs to non-Slice customers since non-Slice customers are subject to any adverse financial conditions prior to the start of the rate period (WP-02-B-SP-02, page 6-7, WP-02-E-SP-02, pages 13-14, WP-02-E-SP-03, page 12-14).  SUB provides data based on BPA’s own studies showing that the rate case assumptions currently used for starting year reserves are incorrect, yet BPA has not made any modifications to the starting reserves.  For example, in SUB’s Initial Brief (WP-02-B-SP-02, pg 6) SUB cites BPA’s “Updated 2001 Power and Operations Outlook” which was included SUB’s Rebuttal Testimony (WP-02-E-SP-03).  BPA’s study shows that BPA starting reserves for FY2002 are below $300 million over 69% of the time.  SUB cites its rebuttal testimony, which reveal that according to older rate case studies used at the start of this 7(i) proceeding (and not updated by BPA) reserves fall below $300 million only 46% of the time (WP-02-E-SP-03, page 12).  Since the start of this proceeding, according to own BPA’s studies, the forecast for starting reserves has continued to fall.

BPA has a number of errors in its arguments:  

A. BPA states “The rate design has the Slice product exempt from the FB CRAC because Slice purchasers assume the proportionate share of BPA’s financial risks and receive a proportionate share of the benefits of the Federal system through the product design.  Supplemental Study, WP-02-E-BPA-67, at 1-10, lines 5-8.  To allow non-Slicers to avoid both the FB CRAC and the additional risk exposure the Slicer’s would bare would be inequitable even if the benefits of the DDC were forfeited.”
  BPA’s argument is in error as it does not correctly build on itself because BPA neglects to reflect the fact that Slice customers receive benefits in the second sentence.  Slice customers receive benefits and risks while the non-Slice customers are subject to the FB and SN CRACs and may receive the DDC.

B.
BPA states “In addition, adopting the SUB proposal could possibly result in a cost-shift to Slice participants.”  SUB’s proposal specifically addresses cost shifting by addressing the forecasted revenues from the contractual Slice true-up and any REP settlement to the IOUs.  BPA fails to give any examples of a potential cost shift.

C. BPA states “To make the change recommended by SUB would likely create an imbalance of an undetermined or undeterminable size.”  Again, BPA has already done the studies and SUB has provided references and figures.  To measure the impact, BPA needs only update the incorrect rate case analysis with its own studies that it has had at least since March 7, 2001.  Further, with lower expected starting reserves, costs will shift toward non-Slice customers, not Slice customers.
D. BPA states that “If the FB CRAC were implemented during the first year of the rate period, the Slice customers would be exempt from paying increased rates triggered by a forecast of low end-of-FY 2001 ANR.  By contrast, if BPA begins the next rate period with high ANR, the Slice customers would see no benefits from the DDC should it trigger in subsequent years.  BPA believes this is an equitable trade off.”  While this would be true if the expected average ANR was neither high nor low, BPA’s statements do not reflect BPA’s own forecasts and are in error.  BPA’s dated study that shows a 49% likelihood of the FB CRAC triggering in the first year forecasts average ending reserves at $309 million (or just $9 million above the FB CRAC threshold).  Again, SUB refers BPA staff to BPA’s March 7th study that forecasts the FB CRAC triggering 69% of the time.  The new study shows expected ending reserves for FY 2002 to be negative $100 million with a runoff of 59 Maf.  BPA’s own policy statements state that “FY 2001 could be one of the lowest runoff years on record, with current runoff forecasts now at 55-57 MAF.” (WP-02-A-07, page 2-2)  BPA’s position on FB CRAC treatment in the first year is in error as it is inconsistent with its own statements and studies that are part of the record.  
To correct for these errors, BPA should treat the FB CRAC in the first year consistent with the methodology outlined in SUB’s rebuttal testimony that was referenced in SUB’s Initial Brief (WP-02-E-SP-03, page 13).

IV.
Toolkit Errors

In WP-02-E-BPA-66, page 19, line 15 BPA states “In any errors are discovered in the Toolkit, we would expect to fix them, and this could change parameters of the risk mitigation package.”  BPA repeats this statement in WP-02-E-BPA-73, page 44, line 15.  SUB identified three toolkit errors in its direct and rebuttal testimony and argued that BPA should correct the toolkit model (WP-02-E-SP-03, pages 7 – 11, see also WP-02-B-SP-02, pages 7-8).  SUB agrees with BPA’s draft decision to correct one of the errors that dealt with FB CRAC revenues in the case of load loss.  SUB also points out that Toolkit does not correctly model LB CRAC implementation every six months, yet is capable of doing so.  SUB also shows that because Toolkit places an artificial $50 million minimum cash value each year that the FB CRAC indicated in the Toolkit run is inconsistent with FB CRAC methodology.  Because BPA did not make the latter two corrections, BPA is in error.


Regarding modeling LB CRAC implementation every six months, BPA states “There is no evidence that omitting the LB CRAC true-up has resulted in a consistent bias; the expected values of LB CRAC revenues are unlikely to change.”  (WP-02-A-07, pg 4-42).  BPA has already stated it would expect to correct for errors in toolkit. Arguments that there is no evidence of any impact of not correcting an error are moot and inconsistent with BPA’s testimony.  BPA should correct this error and adjust the Toolkit to reflect LB CRAC implementation every six months.

Regarding the minimum $50 million value for working capital, BPA states:

“The size of the working capital assumption to be used in BPA’s rate case modeling was a contentious issue in the 1993 rate case, at which time the $50 million assumption was adopted.  Any change to this figure would need to be preceded by adequate opportunity for all interested rate case parties to present testimony and rebuttal to other’s testimony.  This issue has been raised too late in the 2002 rate case to allow the required debate.” (WP-02-A-07, pg 4-44)


Using a $50 million floor for working capital in the Toolkit model forces incorrect results.  SUB provided such an example in testimony (WP-02-E-SP-03, page 10, line 21).  BPA has stated at the start of the proceeding that it would correct for errors in Toolkit.  Parties were notified that corrections would occur.  Therefore, BPA’s decision not to correct the Toolkit model and remove the artificial $50 million floor on working capital in the model runs is in error.  Should BPA not correct for errors, then BPA jeopardizes Toolkit model results, which are the basis of cost shift and other analysis.

V.
LB CRAC for Slice Sales


In its testimony and initial brief, SUB identified that the LB CRAC methodology should be modified for Slice sales to reflect load loss to prevent a cost shift toward non-Slice customers.  SUB states that the LB CRAC calculations, done every six months to reflect loads and augmentation prices, should result in a different LB CRAC for Slice customers since BPA’s augmentation needs would not be reduced by Slice customer load loss, while augmentation needs are reduced for non-Slice customer load loss. BPA’s proposed methodology results in an embedded cost shift. (WP-02-E-SP-03, pg 14, see also WP-02-B-SP-02, pg 10).  On page 4-15 of the WP-02 SDROD, BPA states “Changes (increases or decreases) in the load of customers purchasing load-following products do affect the LB CRAC calculations, and changes in the load of Slice and Block customers do not affect such calculations.  This does not result in a cost shift.”  BPA is incorrect.  Slice entitlement is determined annually and may decrease over time.  As a result, BPA LB CRAC calculations are impacted by Slice load since, as currently proposed by BPA, reductions in Slice load and entitlement would not coincide with all LB CRAC calculations.  For this and other reasons identified by SUB in testimony, BPA should correct this error and implement the changes suggested by SUB in its initial brief (WP-02-B-SP-02, pg 8).     

To Avoid COnfusion, The Signature LIne for WP-02 Brief ON Exceptions Has been Redacted
� SUB notes that in Exhibit B of the Settlement Agreement, the PPC specifically preserved and did not waive 7(b)(2) issues.


� WP-02-A-09, page 4-17 and 4-19


� See WP-02-A-09, page 2-7


� See SN-03-E-SP-01D


� id


� See Section V of SN-03-E-SP-01 and WP-02-A-09, page 4-48


� See Section II of SN-03-E-SP-01


� See WP-02-A-02, page 13-7


� Pacific Northwest Power Planning and Conservation Act, 16 U.S.C. §839e(i)(2)


� The correct spelling of the word “bare” in the context of this sentence should be “bear”.
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