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What does this statement imply about BPA’s reserves at the end of the rate period?  E.g. “does zero net revenues” imply that BPA SN CRAC proposal is not intended to rebuild BPA financial reserves to the levels anticipated in the 2000 proposal?

Please explain your answer and provide all relevant documentation and analyses, including email and other correspondence.

Response:

Taken by itself, achieving zero net revenues does not say that much about BPA’s reserves at the end of the rate period because there are many reasons why the cash flow (annual change in cash) may differ from the net revenue in a given year.  That is why the ToolKit includes an Accrual-to-Cash adjustment (see the Testimony of McCoy, et al., SN-03-E-BPA-10, from page 13, line 10 to page 16, line 18, and the Study, SN-03-E-BPA-1, section 7.5.4.).  Some potential events, including some proposed by customers in BPA’s public SN CRAC workshops, could change BPA’s cash flow but not change its net revenue.  For example, negotiating a deferral of current rate-period payments from BPA to the IOUs until the next rate period would increase BPA’s ending reserves but would not change BPA’s net revenue or the size of the net revenue gap.

BPA did not have targets for ending reserves in the May 2000 Proposal or in the Supplemental Proposal, and does not have targets for ending reserves in the SN CRAC rate case either.  The reserve level numbers BPA publishes in its rate proposals are output statistics, not targets; they show the expected value of ending reserves calculated from a large number of games in a simulation model.

It should be remembered that given the financial uncertainty BPA faces over the next three years, e.g., hydro supply and market price uncertainty, an SN CRAC rate design that closes the net revenue gap does so only on an expected-value basis, and actual rate-period total PBL net revenue may be considerable higher or lower than the expected value.  Variable SN CRAC designs, such as the one in BPA’s Initial Proposal, reduce this variability.

In summary, BPA did not intend in the May 2000 Proposal, or in the Supplemental Proposal, and does not intend in the SN CRAC proposal, to build reserves to a targeted level.  Nonetheless, it is true that the May Proposal analysis showed an expected value for ending 2006 (PBL) reserve level of about $1.2 billion, the Supplemental proposal analysis showed an expected value for ending 2006 (PBL) reserve level of $1 billion to $1.15 billion (there were 6 cases), and the SN CRAC proposal analysis shows an expected value for ending 2006 (BPA) reserves of $348 million.

April 9, 2003

Cc:  Hearing Clerk and BPA service list.

