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SUBJECT:  POLICY RECOMMENDATIONS REGARDING BPA’S SN CRAC PROPOSAL

Section 1:
Introduction and Purpose of Testimony

Q.  Please state your name and qualifications.

A.  My name is Rick Crinklaw.  My qualifications are contained in SN-03-Q-PP-01.  I am appearing on behalf of the Public Power Council and Pacific Northwest Generating Cooperative (“PNGC Power”).

A.  My name is Steve L. Loveland.  My qualifications are contained in SN-03-Q-PP-02.  I am appearing on behalf of the Public Power Council.
A.  My name is Kenneth A. Sugden.  My qualifications are contained in SN-03-Q-PP-03. I am appearing on behalf of the Public Power Council.
Q.  What is the purpose of this section of testimony?

A.  To emphasize that Bonneville Power Administration (BPA or the agency) must find a way to solve its financial problems other than through a constantly escalating series of automatic rate increases.  By proposing an average 30% Safety-Net (SN) Cost Recovery Adjustment Clause (CRAC) increase (which could be up to 41%), on top of a 41.6% average fiscal year (FY) 2004 increase from the Load-Based (LB) and Financial-Based (FB) CRACs, BPA puts the viability of our communities under increased risk, and threatens the long-term viability of BPA itself.  BPA needs to develop more responsible solutions to its current problems, rather than repeatedly increasing its rates.

Q.  How is your testimony organized?

A.  Section 1 is this introduction.  Section 2 discusses our Policy Recommendations. 
Section 2.
Policy Recommendations

Q.  What will be the net effect of the proposed rate increase on the region as a whole? 

A.  Over the last two years, the region’s utilities have had to respond to the effects of BPA’s rate increases, averaging a 44.5% rise above the May 2000 “base rates” since the start of FY 2002.  The region’s utilities have used a number of different tools to deal with these increases.  They have cut their costs, exhausted financial reserves, borrowed money, and increased the rates charged to their customers.  Despite efforts to shield partially their customers from BPA’s rate increases, utilities have still encountered unfortunate outcomes:  unpaid utility bills, disconnected residential customers, shuttered businesses, and load loss.

      
It is clear that at a time when the states of Washington and Oregon are vying for the position of having the highest unemployment rates in the nation, BPA should be doing everything possible to avoid another rate increase.  The region’s utilities have taken drastic measures to manage the BPA rate increases of the last two years.  There are few options left to them should BPA raise rates by another 30%.  BPA is not fully utilizing the management tools at its disposal to avoid having an SN CRAC, and is not striking a reasonable balance between the needs of the region and the needs of the agency. 

Q.  What is your recommendation? 
A.  We urge BPA to have no SN CRAC rate increase whatsoever.

Q.  Are there alternatives to the proposed SN CRAC rate increase that BPA could and should pursue? 

A.  Yes.  BPA should more aggressively pursue cost cutting measures.  As the Joint Customers’ technical testimony demonstrates, there are still areas within the agency that are ripe for expense trimming (see SN-03-E-JC-01, Section 2).   The recommendations made in that testimony are consistent with the decisions made by BPA in the Financial Choices process.  Some cost cuts, in the form of lowered Investor-Owned Utilities’ (IOU) benefits resulting from renegotiated contracts, for example, might lower the LB CRAC instead of the SN CRAC.  This, however, would still reduce BPA’s overall rates.  Furthermore, BPA’s net revenue analysis should reflect the region’s improving water conditions.  The April forecast is 85.3 Million Acre-Feet (MAF).  This means more runoff, and therefore more energy to market this summer.  The net income gap that BPA plans to fill with the SN CRAC rate increase is now significantly smaller than BPA has forecast. 

Q.  Are there any other tools at BPA’s disposal, other than having another rate increase? 
A.  Yes.  In these extraordinary times, BPA must take extraordinary measures to ensure Treasury payment while limiting the financial burden it puts on the region.  BPA should set aside $150 million of Energy Northwest refinancing proceeds in a reserve of last resort.  These funds should be accessed if BPA cannot successfully accomplish its needed cost cuts. 

Q.  If BPA nevertheless insists on a rate increase, how should the size of that increase be limited?

A.  If BPA must implement an SN CRAC rate increase, it should limit the size of this increase to the absolute minimum amount necessary.  As a “worst case” scenario from our perspective, BPA should keep its overall rates stable between FY 2003 and FY 2004, by limiting the size of any SN CRAC to be no greater than the size of the current forecasted decrease in the average LB CRAC in October of this year.  This is still a very difficult scenario for the customers to accept because current BPA rates are already far too high, but it is one that would be more acceptable than the one in BPA’s Initial Proposal.  Under this “worst case” scenario, the full reduction in LB CRAC should occur before implementing any SN CRAC increase in order to prevent any cost shifts.

Q.  Is the multiple-year SN CRAC rate design that BPA proposes an acceptable approach? 
A.  No.  The automatic nature inherent in BPA’s multiple-year design is not acceptable.  If, despite our prior recommendations, BPA imposes an SN CRAC, BPA should set this SN CRAC for one year only.  During the time available before considering another possible SN CRAC, BPA must take every prudent measure available to reduce its costs and use cash tools to mitigate rate increases.  We fully expect that more time will allow BPA to take additional cost control actions than it has in the past.  Common sense dictates such a result.  If, after one year of collecting SN CRAC revenue, BPA’s financial condition is such that the SN CRAC is retriggered, then BPA must address such a situation in another 7(i) process.  Over the course of the last few years, the region has become quite familiar with just how flawed automatic adjustment clauses are, given the magnitude of prior BPA rate increases and BPA’s continued inability to control its costs. 

Q.  Are there other flaws in the rate design BPA proposed? 

A.  Yes.  Having a multiple year SN CRAC exacerbates the size of the rate increase, because BPA is trying to collect money for forecasted problems that may or may not occur by the end of the rate period.  

      
Should this rate design be implemented, BPA will have secured an automatic source of revenues, thus sharply reducing the agency’s incentives to control and reduce costs during the remainder of the rate period.  Furthermore, the Accumulated Net Revenue (ANR) thresholds that have been chosen for setting the amount of SN CRAC increase each year suggest that even if the agency has $450 million dollars in reserves, it will still have an SN CRAC rate increase during the last two years of the rate period.  In addition, BPA has proposed an SN CRAC design that allows for a retriggering of the SN CRAC 7(i) process, even if the current SN CRAC monetary collection has reached its cap, thereby rendering meaningless the cap and ANR thresholds contained in this proposal.  This is simply not an acceptable approach to setting public policy. 

Q.  Does this conclude your testimony?

A.  Yes. 


