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Bliven, et al.

Exhibit :
SN-03-E-JC-01, p.23, ln. 11-13

Please provide any data, analysis, or related documents regarding the connection between BPA cost increases and rate flexibility.

Response:

The belief that incentives matter (i.e. that BPA will have less cost discipline if it has flexible rates) is based on our professional training and experience as economists.  One of the key precepts of microeconomic theory is that people and organizations respond to incentives.  The rapid escalation in BPA costs that occurred once BPA had its flexible rates approved is one example of this, as is the fact that BPA behaved very differently in the mid-90’s when it encountered financial problems, since it was not in a position to raise its rates.
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