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Q. Please state your name and qualifications.

A. My name is Jeffrey D. Nelson.  My qualifications are contained in SN-03-Q-SP-01.

Q. On whose behalf are you testifying?

A.
I am testifying on behalf of the Springfield Utility Board (“SUB”).

Q. 
What subjects does your testimony cover?

A. 
This testimony is divided into four sections.  

Section I: General Policy Overview

Section II: Loads And Resources

Section III: Revenue Recovery

Section IV: 7(b)(2) Test

Section V: CRAC Design Overview

Section VI: SN CRAC Design
I. Policy Overview
Q. What is SUB’s overall policy regarding the proposed Safety Net (“SN”) CRAC in the SN-03 rate proceeding?

A.
SUB agrees with the Public Power Council’s (“PPC”) policy testimony regarding the SN CRAC (SN-03-E-PP-01) and incorporates PPC’s testimony by this reference.

II. Loads And Resources

Q. What is the purpose of this section of your testimony?

A. The purpose of this section of testimony is to evaluate the load forecasts assumed in BPA’s SN-03 Initial Proposal.  This evaluation includes a comparison of the load forecast assumed by BPA in the SN-03 Initial Proposal and the Pacific Northwest Utilities Conference Committee’s (PNUCC) 2003 Northwest Regional Forecast (March 20, 2003).

Q. What does PNUCC forecast for loads in the 2003 Northwest Regional Forecast?
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Aug 2003 - Jul 2004 8,567 10,566 6540 382

Aug 2004 - Jul 2005 8,726 1.86% 10,771 1.94% 6590 0.76% 382 0.00%

Aug 2005 - Jul 2006 8,859 1.52% 11,055 2.64% 6643 0.80% 382 0.00%

Aug 2006 - Jul 2007 9,036 2.00% 11,199 1.30% 7045 6.05% 1897 396.60%
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Average Increase (05-08) 1.68% 2.09% -23.09% 103.14%

Average Increase (05-06) 1.69% 2.29% 0.78% 0.00%
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 - PNUCC 2003 Northwest Regional Forecast Table II-4

2

 - PNUCC 2003 Northwest Regional Forecast Table II-5

2

 - PNUCC 2003 Northwest Regional Forecast Table II-3

Table 1

PNUCC 2003 Northwest Regional Forecast

The following table (Table 1) summarizes the forecasted loads in the PNUCC’s 2003 Northwest Regional Forecast.  Exhibits SN-03-E-SP-01A, SN-03-E-SP-01B, and SN-03-E-SP-01C of this testimony are PNUCC’s Tables used in Table 1.
Q. What does BPA forecast for its load obligations in the SN-03 Initial Proposal?

A. The following table (Table 2) summarizes the forecasted loads in SN-03  Initial Proposal:
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Q. What are some of the differences between Table 1 and Table 2?

A. There is a time shift between the two tables.  Table 1 contains annual figures measured over the months of August to July.  Table 2 contains annual figures measured over the months of October through September (BPA’s Fiscal Years).  Total Public Sales (Slice & Non Slice) in Table 2 represents BPA’s projected obligations for the two customer subgroups of public power.  BPA is not required to meet the load growth of customers who purchase Slice or Block products.  Public Utilities Annual Energy in Table 1 reflects the projected load of all public utilities.  Public Utilities load growth in Table 1 is met through BPA requirements purchases and non-BPA resources.

Q. Is there any similarity between Table 1 and Table 2?

A. Yes.  The Federal System Sales to Private Utilities in Table 1 match the IOU (Investor Owned Utility) Sales in Table 2.  Both reflect Subscription Settlement sales and associated load buydowns for IOUs in the October 2003 through September 2006 time frame.
Q.
By comparing Table 1 and Table 2, does BPA’s load forecast for Public Utility sales appear reasonable?

A.
Yes.  Because of the differences between Table 1 and Table 2, I would expect the figures to not match entirely.  In addition, because not all of BPA’s public customers receive service with products which meet load growth, I would expect the rate of change of public loads in the SN-03 case (1.46% average load growth) to be slightly lower than the rate of change in PNUCC’s forecast (1.68% - 1.69% average load growth).
Q. Have load assumptions for the DSIs changed in the SN-03 Initial Proposal compared to the May 2000 WP-02 rate case?

A. Yes.

Q. 
Please Explain.
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Exhibit SN-03-E-SP-01D of this testimony is an excel file that is part of Data Response SP-BPA:001 which contains a comparison of loads, revenues and costs assumed in the WP-02 rate case and the loads, revenues, and costs assumed in the SN-03 Initial Proposal.  Table 3 is an abbreviated summary of Exhibit SN-03-E-SP-01D and shows the change in Direct Service Industry (“DSI”) load served under BPA’s Industrial Power (“IP”) rate assumed in the WP-02 case to the SN-03 case.

Q.
Does BPA’s DSI load forecast seem reasonable?

A.
Yes.  SUB concurs with BPA’s reasons for reductions in DSI load stated in SN-03-E-BPA-01, page 2-6 at 1-21.  Given that BPA is already at risk for a substantial amount of unpaid funds due from the DSIs (See SN-03-E-BPA-01, pages 1-5 and 1-6, starting at line 22), BPA should make every effort to ensure that the revenue stream associated with DSI take-or-pay obligations is realized.

Q.
Why is this analysis of load forecasts relevant?

A.
Along with evaluating the reasonableness of BPA’s load forecast for expected SN CRAC revenue recovery, load forecasts also impact the 7(b)(2) test (discussed in Section IV of this testimony).

III. Revenue Recovery

Q. 
What is the purpose of this section of your testimony?

A. 
The purpose of this section of my testimony is to discuss the changes in BPA’s summary of net revenues compared to the WP-02 rate case and provide testimony on additional cost savings and rate mitigation BPA should implement in the SN-03 rate case.

Q. 
Have BPA’s costs and revenues changed significantly since the WP-02 rate case?

A. 
Yes.  Data Response SN-BPA:001A is an Excel file which contains an expanded Table 3.1 from SN-03-E-BPA-02 which shows a comparison of assumptions in the WP-02 proceeding and current projections in the SN-03 initial proposal.  This is attached as Exhibit SN-03-E-SP-01D.

Q. 
Have BPA’s staffing levels for the Power Business Line increased from the forecast in the WP-02 rate case?

A. 
Yes.  Data Response SN-BPA:004 is an Excel file which contains a table showing historic and projected staffing levels and costs in the SN-03 case and compares assumptions in the WP-02 proceeding.  This is attached as Exhibit SN-03-E-SP-01E.

Q. 
Have BPA’s costs for Shared Services and Corporate G&A increased ?

A. 
Yes.  Data Response SN-BPA:014 contains a table which shows Shared Services and Corporate G&A costs assumed in the WP-02 case and current projections in the SN-03 rate proceeding.  This is attached as Exhibit SN-03-E-SP-01F.

Q. Have Residential Exchange Benefits to Investor Owned Utilities (IOUs) increased from WP-02 levels?
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A. 
Yes.  Table 4 that shows residential exchange/IOU Settlement payment benefits assumed in the WP-02 rate case compared to the values in the SN-03 proceeding. Residential Exchange/IOU Settlement payments have increased $370 million since the WP-02 rate case. The figures are from Exhibit SN-03-E-SP-01D.

Q.
Have the total benefits to IOUs increased since the assumptions in the WP-02 rate proceeding?

A. 
Yes.  At the February 26th, 2003 SN CRAC Workshop BPA provided a Summary of Net Revenues which showed IOU Benefits associated with buybacks and load reductions for the 2002 through 2006 time period.  These benefits are in addition to the benefits described in Table 4.  BPA also provided this information in an Excel file named “Book5” which was distributed by e-mail.  The file properties of the Excel file showed that the author was “Administrator” Company was “Bonneville Power Administration”, and it was last saved by “Administrator”.  This Summary of Net Revenues is attached as Exhibit SN-03-E-SP-01G.
Q. 
What actions does SUB propose regarding BPA’s revenue recovery assumptions in the SN-03 rate proceeding?

A. 
BPA’s costs have increased substantially from the WP-02 proceeding.   BPA must take significant steps to reduce its costs.  SUB concurs with the Section II of the Joint Customer’s (“JC”) testimony regarding BPA’s revenue recovery SN-03-E-JC-01 in incorporates the JC testimony with this reference.

Q. 
Does SUB have other specific proposals regarding BPA’s revenue recovery figures?

A. 
Yes.  Data requests SP-BPA:011 and SP-BPA:012 addressed BPA debt service other than debt service associated with Energy Northwest debt service.  Specifically, SUB asked in the Data requests if debt service could be refinanced at lower rates and whether debt had associated reserve funds which could be freed up.  Freed up reserve funds could be used for rate mitigation.  BPA’s responses are attached at Exhibits SN-03-E-SP-01H and SN-03-E-SP-01I.  BPA indicated that the debt could be refinanced and that there is the potential to free up just over $24 million in reserve funds.  BPA should pursue freeing up the $24 million in reserve funds for rate mitigation and should it successful when developing the SN CRAC.  BPA should also actively pursue refinancing opportunities which would lower debt service which lower the SN CRAC as a result.
IV. The 7(b)(2) Test

Q. 
What is the 7(b)(2) Test?

A. 
The 7(b)(2) rate test refers to a provision in the Northwest Power Act designed to protect public power customers from certain cost shifts and rate increases.  To insulate them from suffering certain adverse consequences as a result of the legislation, Congress established the 7(b)(2) “rate ceiling” which is intended to ensure that preference customers do not pay more for power under the legislation than they would have paid without the Act.  In the event the rate ceiling, also called the 7(b(2) rate test, is triggered, then BPA must reallocate costs to other customers.  In BPA’s WP-02 final study (WP-02-FS-BPA-06A, introduction) BPA states: 

“Section 7(b)(2) of the Pacific Northwest Electric Power Planning and Conservation Act (Northwest Power Act), 16 U.S.C. §839e(b)(2), directs the Bonneville Power Administration (BPA) to conduct, after July 1, 1985, a comparison of the projected rates to be charged its preference and Federal agency customers for their firm power requirements, over the rate test period plus the ensuing four years, with the costs of power (hereafter called rates) to those customers for the same time period if certain assumptions are made. The effect of this rate test is to protect BPA's preference and Federal agency customers' wholesale firm power rates from certain specified costs resulting from provisions of the Northwest Power Act. The rate test can result in a reallocation of costs from the general requirements loads of preference and Federal agency customers to other BPA loads.”

Q. 
How does the 7(b)(2) Test work?

WP-02-FS-BPA-06A (Introduction) further states: 
“The rate test involves the projection and comparison of two sets of wholesale power rates for the general requirements loads of BPA's public body, cooperative, and Federal agency customers (7(b)(2) Customers. The two sets of rates are: (1) a set for the test period and the ensuing four years assuming that section 7(b)(2) is not in effect (Program Case rates); and (2) a set for the same period taking into account the five assumptions listed in section 7(b)(2) (7(b)(2) Case rates).”

For further information on the implementation of the 7(b)(2) test please refer the response to Data Request SP-BPA:006.  The data response included the Legal Interpretation of Section 7(b)(2) of the Northwest Power Act, 49 FR 23988 (1984) and to the Administrator’s Record of Decision (ROD) for Section 7(b)(2) Implementation Methodology (7(b)(2) ROD), published in August 1984.  These documents were incorporated by reference by BPA in the WP-02 rate case and are attached as Exhibits SN-03-E-SP-01J and SN-03-E-SP-01K of this testimony.

Q. 
Has BPA conducted a 7(b)(2) test specifically for the SN-03 rate proceeding?

A. 
No.  (See Exhibit SN-03-E-SP-01L, Data Response SN-BPA:006)

Q. 
In Data Response SN-BPA:006, did BPA state why it did not conduct a 7(b)(2) test for this proceeding?

A. 
Yes, BPA states “BPA does not conduct the 7(b)(2) rate test when BPA implements adjustment clauses”.

Q. 
Did the WP-02 Record of Decision prohibit a 7(b)(2) rate test from being conducted for any 7(i) process associated with a SN CRAC?

A. 
No.

Q. 
Did BPA model the SN CRAC in the WP-02 proceeding?

A. 
No.  BPA explained its reasoning this way: “BPA has not modeled the impact of the SN CRAC, because many of the details of its implementation will be elaborated through the expedited 7(i) process to be initiated upon the triggering of the SN CRAC, and those particular details will depend on the particular circumstances that resulted in the triggering.” (WP-02-A-09, page 2-7).  “SN CRAC was not modeled in ToolKit because its parameters will not be fully defined until it triggers and therefore cannot be modeled.”  (WP-03-E-BPA-67, page 5-12, lines 18-19)

Q.
Did the 7(b)(2) test trigger in the WP-02 proceeding?

A.
Yes.  The 7(b)(2) test triggers if the difference between the Average Discounted Program Rate and the Average Discounted 7(b)(2) Rate is positive.  The difference was 3.4 mills/kWh. (See WP-02-FS-BPA-06A, 7(b)(2) Rate Test Results, page 75)

Q
Have conditions used to determine the 7(b)(2) test changed since the WP-02 case?

A.
Yes, among other issues, most of BPA program costs have increased and DSI loads have decreased (See Loads & Resources and Revenue Recovery sections of this testimony).

Q.
Should BPA conduct a 7(b)(2) test for the SN-03 7(i) rate proceeding?

A.
Yes.  I believe that BPA should conduct a new 7(b)(2) test to assess, among other factors, the decline in DSI loads.

Q.
Is your position that running the 7(b)(2) test in the SN-03 rate proceeding is consistent with BPA’s historic application of the 7(b)(2) test?

A.
Yes.   “The 7(b)(2) Methodology has been used by BPA in every rate case since 1985, when the 7(b)(2) rate test was first run, and was used in the development of BPA’s 2002 rate case.” (WP-02-A-02, page 13-7).  In addition, the Section 7(b)(2) Implementation Methodology Record of Decision defines the “Relevant Rate Case” as “The wholesale power rate adjustment proceeding being conducted at the time the projections for section 7(b)(2) are made, and in which any adjustment to rates in accordance with section 7(b)(2) may be reflected.” (Appendix C, page 38)

Q.
How do DSI loads affect the 7(b)(2) study?

A.
A drop in DSI loads increases the likelihood that the 7(b)(2) will trigger and makes the difference between the Average Discounted Program Rate and the Average Discounted 7(b)(2) Rate more positive.  “Other areas which appear to cause the rate limit to apply are slower preference load growth than IOU load growth, lower DSI loads, and increased IOU exchange costs.” (WP-02-A-02, page 13-6)

Q.
Has BPA historically recalculated changes in DSI loads as part of a 7(b)(2) study?

A.
Yes.  To the best of my knowledge, it is a long-standing practice for BPA to incorporate forecasted changes to DSI loads in a 7(b)(2) study.  “DSI loads will be input to the rate test model on a plant-by-plant basis…If a DSI leaves the region or is no longer served by BPA, its loads will not be assumed to transfer from BPA service to utility service.” Section 7(b)(2) Implementation Methodology Record of Decision, page 41.

Q.
Are you able to quantify the impact of loads on the 7(b)(2) study based on current information provided in the SN-03 case?

A.
No.  It is difficult, if not impossible, for a party other than BPA to conduct the 7(b)(2) test in the SN-03 rate proceeding based on current information.  One reason is that the rate test is done over the rate test period, plus the ensuing four years.  Data necessary (e.g. future loads and costs for the ensuing four years outside the rate test period) to run the rate test has not been included in the SN-03 initial proposal.  Another reason is that it is difficult to translate cost and resource categories provided in the SN-03 initial proposal into categories necessary for the 7(b)(2) test which has a “program case” and a “7(b)(2) case”.  In Data Request SN-BPA:007, SUB requested that BPA provide a cross-walk of existing loads and costs in the SN-03 Initial Proposal to compare the numbers in the SN-03 proceeding with the assumptions used in the 7(b)(2) test of the WP-02 rate case.  BPA declined to do the analysis required in its data response.  (See Exhibit SN-03-E-SP-01M which is Data Response SP-BPA:007)

Q.
Is SUB proposing at this time to revisit the 7(b)(2) test in its entirety?

A.
No.  SUB suggests that BPA modify only a portion of the model from the 7(b)(2) test conducted in the WP-02 proceeding which includes a Subscription Step, rather than re-create an entirely new model.  Treatment of conservation resources, any Planned Net Revenues For Risk, Mid-Columbia resources, and terminated generating facilities need not be revisited.

Q.
Is SUB harmed if the 7(b)(2) test is not performed in the SN-03 proceeding?

A.
Yes. There are three reasons why SUB is harmed if the 7(b)(2) test is not performed in the SN-03 proceeding:

1) The information provided in the 7(b)(2) test compares the allocation of BPA costs with and without the Northwest Power Act.  This information is valuable to SUB because it reveals whether or not the allocation of benefits among customer groups is reasonable and is consistent with the Northwest Power Act.

2) Not running the 7(b)(2) test will harm SUB since the test is designed to protect SUB from certain cost shifts.

3) For the reasons stated above, the 7(b)(2) test is expected to trigger at a higher level compared to the results in the WP-02 calculation.  This would increase costs applied to the Residential Load (RL) rate and would decrease the benefits to the IOUs.  This, in turn, would decrease the rate billed to SUB and other preference customers who purchase power from BPA.

V. CRAC Design Overview
Q. What is the purpose of this section of your testimony?

A. 
This section of SUB’s testimony discusses the purpose of the Cost Recovery Adjustment Clause (“CRAC”) mechanisms as originally designed and how they are functioning today.

Q. What financial impacts were the CRACs intended to address?

A. 
In BPA’s WP-02 Amended Proposal, the Load Based (LB) CRAC was intended to address some but not all of the cost recovery problem created by increased augmentation load.  The Supplemental WP-02 proposal modified this structure such that the LB CRAC had been redesigned to fully address the problem of augmentation exceeding the May Proposal forecast.  The LB CRAC redesign included changes to allow it to adjust up or down to ensure that customers pay the actual cost of augmentation.  In the Supplemental WP-02 proposal, BPA modified the FB CRAC to address the risks that the single CRAC in the May Proposal was designed to address. (See WP-02-E-BPA-67, page 1-7 and 1-8).

Q. 
Is the LB CRAC functioning to fully address the problem of augmentation?

A. 
No.  At the February 13, 2003 SN CRAC workshop, BPA provided a summary of augmentation costs which included a breakdown of augmentation costs not included in the LB CRAC.  BPA provided an Excel file (“Augmentation Data for SN CRAC Workshop 2-13-032.xls”) which contained this summary as well as detailed information by year.  This Excel file is Exhibit SN-03-E-SP-01N of this testimony.  The summary of augmentation costs shows that between 24.52% and 39.69% of BPA’s augmentation expenses are not being recovered through the LB CRAC.

Q. 
Do you know who at BPA created the Excel file provided at the February 13th Workshop?

A. 
Not specifically.  The file properties for the file indicate the Author is “Administrator”, it was last saved by “MRN”, and the Company is “Bonneville Power Administration”.  

Q. 
How are the excess augmentation costs not recovered through the LB CRAC being recovered?

A. 
To the degree that BPA does not have secondary sales revenues or cost reductions to absorb these augmentation costs, these augmentation costs are being recovered through the FB CRAC and SN CRACs.  Because both the FB CRAC and SN CRACs are assumed to trigger throughout the remainder of the rate period, excess augmentation costs intended to be recovered in the WP-02 rate case through the LB CRAC are now expected to be recovered through the FB and SN CRACs.

Q. 
What is the impact to customers?

A. 
Some customers purchase Subscription products which are not subject the FB CRAC and SN CRACs but are subject to the LB CRAC.  Customers such as SUB who do purchase Subscription products from BPA which are subject to all three CRACs are bearing additional costs and risks associated with augmentation costs.

Q. 
What do you propose to address this issue?

A. 
SUB proposes to modify BPA’s proposed SN CRAC methodology.  This is discussed in Section VI of this testimony (SN CRAC design).  Prior to discussing these modifications, SUB will discuss how the SN CRAC is proposed by BPA.

Q. 
How is the SN CRAC structured in the SN-03 Initial Proposal?

A. 
The amount of revenue recovered under the SN CRAC is linked to BPA’s Accumulated Net Revenues (ANR).  If BPA’s ANR falls below certain threshold levels, the SN CRAC triggers up to $470 million per year.  (See SN-03-E-BPA-01, pages 7-3 and 7-4, starting at line 20) 

Q. 
What standards has BPA proposed for the SN CRAC structure?

A. 
BPA has suggested three standards for SN CRAC rate design: 1) a 50% Treasury Payment Probability over three years, 2) an 80% Treasury Recovery Probability, and 3) a zero net revenue measure. (See SN-03-E-BPA-10 page 2)

Q. 
What is the impact of the three standards on the SN CRAC threshold levels?

A. 
While the impacts are intertwined, the 3-year 50% Treasury Payment Probability appears to be the primary reason why SN-CRAC threshold levels increase each year (-$400 million, -$140 million, and $5 million for fiscal years 2004, 2005, and 2006, respectively).

Q. 
What is the impact on ending reserves for 2006?

A. 
The increasingly positive SN CRAC thresholds increase the possibility that BPA may end up with $400+ million in reserves in 2006.

Q. 
Is the possibility of BPA ending with high reserves in 2006 appropriate?

A. 
No.  For two reasons: 1) customers subject to all three CRACs are paying unintended costs and this impact should be mitigated and 2) SUB agrees with BPA that the regional economy is fragile and significant rate increases could cause further economic harm (See SN-03-E-BPA-01, page 7-2 at 14).

Q. 
How does SUB propose to address this issue?

A. 
Further explanation of SN CRAC Design is in Section VI (SN CRAC Design) of this testimony.

VI. SN CRAC Design

Q. What is the purpose of this section of your testimony?

A.
This section of my testimony discusses the Toolkit model and contains recommendations on SN CRAC design.

Q. What does the Toolkit model do?

A.
The Toolkit model is used to evaluate various SN CRAC designs and to calculate Treasury Payment Probability (TPP) and Treasury Repayment Probability (TRP). (SN-03-E-BPA-10, page 11, lines 4 – 9).

Q.
Has the Toolkit logic used in the SN-03 Initial Proposal changed from the logic used in the WP-02 rate proceeding?

A.
Yes.  Among the modifications described in SN-03-E-BPA-01 pages 7-5 through 7-15, the Treasury payment logic in Toolkit was changed.  In the new logic, the 1-TPP calculation for 2006 will indicate the probability that BPA will be able to make its 2006 Treasury payment including the repayment of any previous misses from FY 2003-2005.  The new logic allows the reserve levels to drop below $50 million which represented the BPA Power Business Line working capital in the WP-02 rate case.  The old logic used in the WP-02 rate case set a reserve floor of $50 million.  Any deferral (measured by when the reserve in any year falls below the $50 million working capital floor), first deferred Federal amortization out of the rate period and then, if deferring amortization was insufficient to leave BPA with its working capital, interest payments associated with repaying deferred amortization were deferred out of the rate period. (SN-03-E-BPA-01 pages 7-6 through 7-7, starting at line 19).

Q.
Have you done a comparison of TPP results using the new deferral logic compared to the deferral logic in the WP-02 rate case?

A.
Yes.  Using the Toolkit model provided in BPA’s initial proposal I ran Toolkit with the new deferral logic turned off.  The result was a TPP of 49.7%.  This compares to the 50.1% TPP calculated in Toolkit using the new deferral logic and the same SN CRAC parameters proposed by BPA.

Q.
Does the decrease in TPP using the old deferral logic make sense?

A.
No.  Based on my experience in working with Toolkit, I would have expected the TPP to increase 10 to 20% using the old deferral logic compared to the new deferral logic.  There appears to be an error in Toolkit when calculating TPP using the old deferral logic.

Q.
Did BPA provide justification for using at $50 million reserve floor in the WP-02 rate case?

A.
Yes.  BPA decided to keep the $50 million reserve floor in Toolkit in the WP-02 rate case.  “BPA does not need to remove the “floor” in the Toolkit.  It is reasonable for BPA to expect that the $250 million Treasury note can be used to solve some very short-term cash-flow problems.  BPA will continue to employ models in its rate case that use the assumption that BPA ends each year with a minimum of $50 million in cash reserves.  That assumption has not caused an overstatement of TPP values.” (WP-02-A-09, page 4-48)

Q.
Has BPA included the effect of the $250 million Treasury note for risk mitigation in the new Toolkit model since it has removed the $50 million reserve floor?

A.
No.

Q.
Does this cause the TPP calculated in Toolkit to be understated?

A.
Yes.  In the WP-02 Supplemental Record of Decision, BPA linked the reserve floor in Toolkit with the ability to tap into the $250 million Treasury note (the benefits of which were not modeled in Toolkit).  Now that the floor has been removed, the deferral logic in the WP-02 case is not used, and the impact of the Treasury note remains unchanged in Toolkit, the TPP is understated.

Q.
What other SN CRAC impacts is SUB concerned about?

A.
In Section V of this testimony, I discuss the issue that augmentation costs intended to be recovered through the LB CRAC are spilling over into the FB and SN CRACs and the concern that BPA may end up with significant reserve level at the end of 2006.

Q.
How does SUB propose to correct the new Toolkit logic and address the concerns regarding cost recovery and significant high ending reserves in 2006?

A.
The $250 million Treasury note is essentially a one-time financial tool used to meet BPA’s financial obligations.  Because it is a one-time tool, the benefits should be reflected in one year of the Toolkit logic.  The easiest modification would be to reflect the impact of the $250 million note in the last year of the current rate period, with any repayment of the $250 million note being recovered in the following rate period.

Q.
What specific modification in Toolkit would be needed under your proposal?

A.
Cell H27 in the “TK Main” sheet of the Toolkit model would be increased by $250 million.

Q.
What impact does this have on the SN CRAC threshold while still meeting BPA’s standards for SN CRAC design?

A.
Compared to the Toolkit analysis in the SN-03 initial proposal, the SN CRAC threshold for 2006 could be reduced from $5 million to -$285 million (a $290 million reduction) and still meet BPA’s proposed standards for SN CRAC design (see Section V of this testimony).

Q.
What is the impact to the average SN CRAC in 2006 and average 3-year SN CRAC indicated in Toolkit results?

A.
Compared to the Toolkit inputs and results in BPA’s initial proposal, the expected value of the SN CRAC in 2006 is 8.1% and the 3-year average expected value is 23.1% (see cells O56 and O58 in the “TK Main” sheet of Toolkit).

Q.
Does SUB propose other SN CRAC design changes?

A.
Yes.  SUB’s concerns regarding high ending reserve levels and the issue of augmentation costs spilling over into FB and SN CRACs is only partly mitigated through the modification in toolkit logic discussed above.  The Dividend Distribution Clause (DDC) allocates any refund based on total CRAC revenue, including LB CRAC revenue.  Because of the hardship that the SN CRAC imposes on customers, BPA should establish an ending reserve target of $350 million for 2006.  If, after paying the balance due on the borrowing of the $250 Treasury note and after paying off any temporary use of Energy Northwest 2002 refinancing benefits used to mitigate rates, BPA has ending reserves above $350 million in 2006, BPA should refund the difference to customers who paid the SN CRAC on a pro-rata basis based on the amount of SN CRAC revenue contributed over the entire rate period.  The refund would not exceed the amount of SN CRAC revenue received by BPA through the rate period.

Q.
Why did you choose a $350 million ending reserve target?

A.
The average ending reserve level for 2006 in the Toolkit analysis in BPA’s initial SN-03 proposal is $347.8 million.  $350 million is close to this figure.

 Q.
Would this proposed SN-CRAC refund mechanism replace the DDC?

A.
No.  While the SN CRAC refund would trigger prior to the DDC, the DDC would remain in effect in the event that BPA’s reserve levels high enough to trigger the DDC after the SN CRAC refund.

Q. What is SUB’s position if BPA does not implement the modeling of the $250 million Treasury note and the SN CRAC refund discussed above?

A.
BPA should use the deferral logic from the WP-02 rate case consistent with the WP-02 Record of Decision.

R. Does this conclude your testimony?

A.
Yes.
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