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1. Introduction

Q.
Would you state your names, employers and positions?
A.
My name is Gary Saleba, and I am employed by EES Consulting.  My current position is President.  My qualifications and responsibilities are presented in the attached exhibit entitled Qualifications, SN-03-Q-WA-01.  

A. My name is Jon Piliaris, and I am employed by EES Consulting.  My current position is Project Manager.  My qualifications and responsibilities are presented in the attached exhibit entitled Qualifications, SN-03-Q-WA-02.  

Q.
On whose behalf are you testifying?

A.
We are presenting testimony on behalf of the following utilities:

Snohomish County Public Utility District; Clallam County Public Utility District; Clark County Public Utility District; Kittitas County Public Utility District; Lewis County Public Utility District; Mason County Public Utility District No. 1; Mason County Public Utility District No. 3; Pacific County Public Utility District No. 2;  Benton Rural Electric Association; the cities of Port Angeles, Cheney, Ellensburg, Milton, Eatonville, and Steilacoom, Washington; Alder Mutual Light Company; Elmhurst Mutual Power and Light Company; Lakeview Light and Power Company; Ohop Mutual Light Company; Parkland Light and Water Company; and Peninsula Light Company (together, the Western Public Agencies Group or WPAG).  These utilities provide electricity to over 630,000 residents and companies in the Northwest.  They purchase about 21% of the power the Bonneville Power Administration (BPA) sells to preference customers.  These utilities purchase power from BPA under the Block, Slice, Pre-Subscription and Full Requirements products, and as such represent a cross-section of BPA’s preference customer class.  As a consequence, the positions advanced in this testimony do not represent the special pleading of one subset of preference customers, but rather a balanced approach that takes into account the impacts of the proposed Safety-Net Cost Recovery Adjustment Clause (SN CRAC) rate increase on all of BPA’s preference customers.

Q.  
What is the purpose of your testimony?

A.  
The purpose of this testimony is three-fold.  First, to explain the economic situation currently being endured by preference customers and their retail customers as a result of the ongoing recession and the 50% rate increases that BPA has already imposed, and the consequences of imposing an additional 30% rate increase.  Second, to offer to BPA specific actions it can and should take to avoid imposing an SN CRAC rate increase in FY04.  And third, to take BPA up on its offer to implement improvements to the operation of the SN CRAC for the remainder of the rate period by making specific alterations to the proposed SN CRAC mechanism.

2.  The Region Cannot Withstand Another BPA Rate Increase

Q.
What is the current situation being faced by BPA’s preference customers?

A.
BPA’s Priority Firm rate under which preference customers purchase power has increased from an average of $22/MWh in September, 2001, to a current average of $33/MWh before the application of any SN CRAC adjustment.  This is an increase of about 50%.  This dramatic increase in BPA’s Priority Firm rates has hit the preference customers at a time when the regional economy is mired in a severe recession.

Q.
What evidence is there that the Northwest is gripped by a severe recession?

A.
There is ample evidence of the severity of the current recession.  The states of Oregon and Washington are struggling with record budget deficits of over $2.1 billion and $1.4 billion, respectively.  These deficits are the result of lower tax revenues caused by a substantial decrease in economic activity.  This recession is also reflected in the unemployment rates in Oregon and Washington, which are 7.3% and 6.8%, respectively.  The Bureau of Labor Statistics reports Oregon and Washington as having the first and third highest unemployment rates in the United States.  To put these numbers in perspective, there are 133,000 people out of work in Oregon, and 210,000 people out of work in Washington.  

Q.
Does the Northwest still enjoy the competitive advantage of low power rates compared with other parts of the country?

A.
No, it does not.  This change in the competitive position of Northwest power rates is confirmed in a comparison of large industrial retail power rates across the country.  In this comparison, there are no Northwest utilities among the ten utilities having the lowest rates.  A similar national comparison of small industrial rates shows only one Northwest utility among the ten utilities having the lowest rates, and it comes in at number ten.  This loss of competitive advantage is underscored by the recent loss of manufacturing jobs in the Northwest.  According to the National Association of Manufacturers, since July of 2000, Washington has lost 1 in 6 manufacturing jobs, Oregon has lost 1 in 14, Idaho has lost 1 in 11 and Montana has lost 1 in 12.  Since July of 2000, these four states have lost 82,300 (11.7%) of their manufacturing jobs.  To put a face on this change, the Kimberly-Clark mill located in Everett, Washington, has in two years gone from having the lowest delivered electricity costs to having the third highest delivered electricity costs of Kimberly-Clark’s 31 manufacturing facilities located in North America.  The mill has indicated that it is unlikely to continue production of pulp and paper at current rate levels, and that is before the addition of any SN CRAC rate increase.  The 900 jobs this mill provides to the community are clearly at risk.

Q.
Has this recession affected the retail customers of preference utilities?

A.
Yes it has.  The decrease in economic activity and increased unemployment caused by this recession has also affected the local communities served by BPA’s preference customers.  For example, Lewis County PUD has seen a 50% increase in write-offs for un-collectible accounts from FY01 to FY02.  Benton REA has experienced a 92% increase in notices for service disconnections for non-payment, while Snohomish PUD has seen a 40% increase in such disconnections between 2001 and 2002.  Clark PUD has seen the unemployment rate in the county increase from 4.2% in 2000 to 9.3% in February of 2003.  These statistics are emblematic of the economic distress of these communities.  Increasing BPA’s already high base rates by an additional 30% will only make matters worse for BPA’s preference customers and their residential, commercial and industrial customers.

Q.
Is BPA’s proposal appropriate given these circumstances?

A.
No, it is not.  As discussed later in this testimony, during the first two years of this rate period, BPA failed to take timely action to control its costs and husband its financial resources, and undertook long term payment obligations that outstripped its income.  Even now, rather than make the hard choices necessary to live within its means, BPA proposes to extract from the fragile regional economy over $300 million in FY04, and potentially extract up to $1.4 billion over the remainder of this rate period.  The BPA proposal to increase its rates is not a solution to the problems faced by BPA, its preference customers and the region’s electric consumers.

Q.
What will be the impact on preference customers of the BPA proposal?

A.
The proposed rate increase shifts BPA’s financial problems to its preference utilities and their retail customers.  Increasing BPA’s base rates by 30% will likely result in an additional loss of retail load.  While BPA is protected from this load loss by the take or pay provisions included in its wholesale power contracts, its preference customers have no such protection.  They must attempt to increase their retail rates in the face of the severe economic distress in their local communities.  This will result in decreased retail loads due to customer price response.  This, in turn, means that these preference utilities will have to raise their retail rates even higher to collect sufficient revenues to pay their BPA power bills and their own operating costs, leading to more load and job losses.  The proposed rate increase may appear to be a solution to BPA’s financial woes, but in reality it is a formula for economic disaster in the communities served by preference utilities throughout the Northwest. 

3.  Every Available Action Should Be Taken to Avoid an FY04 Rate Increase 

Q.
Given the condition of the regional economy, what actions should BPA take in the near term?  

A.
BPA’s immediate course of action should be to implement the direction provided in the March 31, 2003 letter from the House of Representatives Northwest delegation to take all actions available to avoid a rate increase in FY04.

Q.
Is foregoing a rate increase in FY04 a realistic objective for BPA, given its financial situation?

A.
Yes it is.  There are a number of actions that if taken by BPA will eliminate the need for a rate increase in FY04.  These actions include:

· Recognize the higher revenues from surplus power sales resulting from increased stream flows that have occurred and are forecast to occur.

· Achieve additional internal BPA cost reductions to bring spending more in line with the assumptions used in the May 2000 BPA rate proceeding.

· Renew efforts to obtain credit from the Treasury for accelerated repayments made during this rate period.

· Retain a portion of the proceeds from the Energy Northwest refinancing activities undertaken this year to provide an interim reserve of last resort to ensure Treasury payments are made.

· Amortize conservation augmentation costs over a 20-year period, which is BPA’s general practice for amortizing conservation investments and is more consistent with the useful life of the resources being acquired.

· Reflect the recovery of Energy Northwest bearer bonds.

· Vigorously pursue cost reductions and revenue enhancements that may be available from modified river operations, consistent with statutory obligations.
Q. Is the foregoing a complete list of possible actions BPA could take to avoid a rate increase in FY04?

A.
No, it is not.  However, it is indicative of the fact that a rate increase that will do severe harm to the regional economy is not the only course of action available to BPA.

Q.
What would be the consequences of taking these actions on BPA’s financial situation?
A.
If these actions are successfully taken by BPA, it will have the financial resources to cover its operating expenses and pay the Treasury in full in FY04 without implementing an SN CRAC rate increase in October of 2003.

Q.
Would taking these actions ensure that BPA would pay the Treasury in full and on time in the remaining years of the rate period? 

A.
The simple answer is that we do not know at this time.  BPA’s ability to repay the Treasury in the remaining years of this rate period depends on a number of factors, including the speed with which the regional economy recovers, BPA’s ability to impose spending discipline, and the market prices for surplus energy, to name a few factors that are in play.  This is the reason that we are recommending that all available actions be taken at this time to avoid a rate increase in FY04 in order to give the regional economy a fighting chance to recover, and as discussed later in this testimony, a contingent SN CRAC that assesses annually, both prospectively and retrospectively, all factors relevant to any future SN CRAC rate adjustment.  

Q.
Has BPA gotten the message on what it needs to do to get out of this situation?

A.
That is not clear.  On the positive side, BPA has taken some actions to reduce its internal spending levels to approach 2001 actual spending levels.  However, even if BPA succeeds in reducing these costs to 2001 actual levels, they will still exceed May 2000 rate case projections by about $380 million.  Using 2001 actual expenditures as a reduction target is a sign that BPA has not yet fully understood the severity of the economic distress faced by its preference customers, nor the need on its part to take all available actions to avoid a rate increase in FY04.

Q.
What do you conclude from this?

A.
BPA has taken some positive steps in addressing its financial situation, but has not exhausted all of the options available to avoid a rate increase in FY04.  Under current circumstances, BPA must go further by taking all actions to eliminate the need for an SN CRAC rate increase in FY04. 

4. The SN CRAC Should Reflect Lessons of the Recent Past 

Q.
Why should recent events be considered in structuring the SN CRAC?

A.
If we do not consider the events that put BPA and its preference customers in the current situation, the SN CRAC will provide no assurance that these events will not recur later in this rate period. 

Q.
What is your understanding of the events that put BPA in its current financial situation?

A.
In the May 2000 BPA wholesale power rate proceeding, BPA made forecasts of a number of inputs used to construct their wholesale rates.  These included forecasts of surplus market prices and availability, preference loads to be placed on BPA, investor-owned utility (IOU) power and benefit levels, and BPA spending levels. 

Q.
Were these forecasts the primary cause of BPA’s current financial difficulties?
A.
The forecasts used by BPA to set the base rates in the May 2000 rate case were not the primary cause of the financial situation currently faced by BPA.  Rather, it was BPA’s over-reaction in some areas, and inaction in other areas, that were major contributors to the current financial dilemma faced by BPA.

Q.
Would you explain what you mean?

A.
BPA realized shortly after the conclusion of the May 2000 rate case that costs for both BPA and its generating partners (Corps, Bureau and Energy Northwest) would far exceed the May 2000 rate forecast levels.  Nevertheless, it waited nearly two years before initiating actions to bring these costs under control.  Similarly, when it appeared for a time that the loads it would likely serve would exceed forecast levels, and that the market price for augmentation power would also exceed forecast levels, BPA over-reacted in two ways that exacerbated its financial situation.  First, it over-estimated the amount of augmentation power it would need, increasing from a planned 1745 aMW in the May 2000 case to a planned 3305 aMW in the reopened rate case.  This resulted in BPA signing a number of load buy-down agreements.  The one-year load buy-down agreements with the preference customers did much to reduce BPA’s costs early in this rate period.  However, the five-year load buy-down agreements with the IOUs saddled BPA with augmentation power far in excess of the 850 aMW of augmentation power that was actually required.  These multi-year load buy-down contracts with the IOUs have placed a significant financial burden on BPA.

Q.
What is the nature of that burden?

A.
These load buy-down agreements had two detrimental impacts.  First, they moved PacifiCorp and Puget Sound Energy from being loads that helped share BPA’s costs to being part of BPA’s cost base that increase BPA’s financial burden.  And second, these fixed price five-year agreements have saddled BPA with augmentation power in excess of its load requirements, and at a cost that BPA cannot retrieve by selling this power on the market.

Q.
What were the consequence of these actions and inactions by BPA?

A.
These load buy-down agreements, and the other monetary and power benefit obligations to the IOUs under the Subscription contracts, in combination with BPA’s failure to take prompt action to bring its spending under control, has resulted in BPA’s expenditures far exceeding its income.  This, in turn, has drained BPA’s financial reserves and placed BPA in a precarious financial position that jeopardizes its ability to fulfill its payment obligations to the Treasury.  The SN CRAC developed in this process must be designed to avoid a repetition of these events.

5.  Specific Changes Should Be Made To The Proposed SN CRAC 

Q. What portion of BPA’s Initial Proposal will you address in this portion of your testimony?

A.
We will address the way that the proposed SN CRAC will operate for the remainder of the rate period, and make specific proposals to modify the operation of the SN CRAC to reduce the likelihood that there will be a repeat of BPA’s current financial crisis.  

Q.
What is your understanding of the events that preceded BPA’s SN CRAC proposal?

A.
BPA made an attempt to solicit and understand the concerns of its preference customers regarding the operation of the SN CRAC during the remainder of the rate period.  In response, it has suggested ways to modify the proposed SN CRAC to take into account the concerns it has heard preference customers express, such as the suggestions that the SN CRAC operate in a contingent manner and that certain cost categories be locked or capped.  Keep, et al., SN-03-E-BPA-04, page 17.  We want to build on these ideas offered by BPA and have proposed a comprehensive set of recommendations that will incorporate into the operation of the SN CRAC the lessons of the recent past, and address the concerns raised by the preference customers.  Attachment A contains proposed GRSPs, in redline format, showing changes from BPA’s proposed SN CRAC, that sets out an SN CRAC that incorporates all of the recommendations made in this section of our testimony. Attachment B is a clean version of the revised SN CRAC incorporating all of our recommendations that is identical to Attachment A in all respects, but without the redlining.

Q.
How can the lessons of the recent past be incorporated into the SN CRAC?

A.
There are a number of structural changes that must be made to the SN CRAC to incorporate the lessons of the recent past.  First, BPA’s suggestion that the SN CRAC should operate in a contingent manner should be adopted. McCoy, et al., SN-03-E-BPA-10, page 7.  Second, the idea discussed in BPA’s testimony that the SN CRAC should incorporate spending controls should be incorporated, so that excessive spending in the remaining years of the rate period does not result in an SN CRAC rate increase. Keep, et al., SN-03-E-BPA-04, page 17.  Third, as discussed in the Administrator’s letter of March 26, 2003, the SN CRAC should provide a structured method for the consideration and reflection in the rates of events that are beneficial to BPA’s financial situation that can be reasonably anticipated for the upcoming year, such as reductions in operating costs of BPA’s generating partners. These improvements would be reflected as a reduction to the Revenue Amount (and therefore the SN CRAC Percentage) for the upcoming year.  And fourth, the SN CRAC should incorporate provisions that ensure public participation in SN CRAC rate determinations, and provide customers assurance that improvements in BPA’s financial situation will be reflected in lower rates and not in increased spending.  As a first step in this regard, the Maximum Planned Recovery Amount for each of the three remaining years should be updated in the Final Proposal to achieve the same level of TPP and TRP as the Initial Proposal, but the FY04 level should be reduced to reflect recent improvements in BPA’s situation, such as the latest forecasts of water and market prices.

Q.
Does the SN CRAC mechanism contained in BPA’s Initial Rate Proposal incorporate these proposals?  

A.
No, it does not.  The SN CRAC proposed by BPA does not place any limits on spending, and does not preclude excessive spending from causing future SN CRAC rate increases.  Further, it provides no structured method to consider future events that may improve BPA’s financial situation.  In addition, the proposed SN CRAC has no method for customer participation in the SN CRAC rate decisions.  As proposed, BPA will have the unilateral authority to increase its wholesale power rates by up to $470 million in any year, based on its own forecasts and unaudited financial data.  The only procedural step required by BPA to institute such rate increases is sending a letter to its customers.  This approach does not provide the customers paying these increased rates an opportunity to review the materials used by BPA to justify any increase, or to present BPA with alternative information or points of view.  The proposed SN CRAC lets BPA make these important rate decisions essentially in a vacuum.

Q.
What other shortcomings does the SN CRAC proposed by BPA suffer from?

A.
The proposed SN CRAC provides the customers with no assurance that cost reductions or revenue increases will be used to reduce BPA’s wholesale power rates rather than being spent.  As proposed, the SN CRAC gives BPA the discretion to decide whether to retain such cost reductions or revenue increases, or to pass them on to its preference customers as rate reductions.  

Q.
What specific changes are you recommending to the proposed SN CRAC?

A.
There are a number of changes in specific areas that should be made to the proposed SN CRAC to improve its operation and reduce the likelihood of repeating recent events.  These changes fall into five categories: (i) specific limits on spending levels that will be recognized in any SN CRAC rate adjustment; (ii) prohibiting the funding of capital items with rate revenues; (iii) limits on prepaying Treasury bonds and appropriations; (iv) a process to ensure that events beneficial to BPA’s finances will be recognized in the SN CRAC adjustment process, guaranteeing an opportunity for meaningful participation by interested parties and ensuring that reductions in costs and increases in revenues will translate into lower power rates, not increased spending levels; and (v) a provision that ensures that customers who are subject to the SN CRAC obtain a commensurate benefit if BPA’s finances improve markedly.  Each of these revisions will be discussed separately below.

A.  Spending Should Be Subject to Meaningful Limits

Q.
Why should BPA spending be subject to limits in the SN CRAC?

A.
There are a number of reasons why the SN CRAC should contain spending limits.  First, as discussed earlier in this testimony, loss of spending discipline was a major cause of BPA’s current financial difficulties.  Placing a limit on spending will help prevent a recurrence of this.  Second, this loss of spending discipline by BPA has undermined the trust between BPA and its preference customers.  Placing limits on spending in the SN CRAC will go far in improving the relationship between BPA and its preference customers.  Third, the sheer magnitude of the potential SN CRAC rate adjustments, up to $470 million in any year and up to $1.4 billion in the remainder of the rate period, creates an attractive nuisance for every spending proposal, whether originating at BPA, within the region or outside the region.  Placing limits on the spending that can be automatically passed through an SN CRAC removes this temptation to increase spending, and provides BPA with the rationale to make the hard decisions necessary to impose spending discipline.  Exercising spending discipline in all areas is a vital element of getting BPA’s financial house in order.  Spending limits are a good way to start that effort.

Q.
How should the SN CRAC be revised to rectify this problem?

A.
For purposes of determining whether rates should be automatically increased without retriggering a new SN CRAC Section 7(i) process, BPA spending should be capped at the levels for each subtotal set forth on Table B of Attachment A.  Under this proposal, BPA would include in the determination of Accumulated Net Revenues (ANR) the lesser of actual spending for each of those categories or the capped amounts.  This would affect both whether ANR falls below the SN CRAC threshold, and by how much.  This would keep that upcoming year’s SN CRAC Revenue Amount and SN CRAC percentage from including any spending in excess of these limits.

Q.
Will BPA be permitted to offset over-spending in one subtotal area with under-spending in a different subtotal area, or create new spending categories, when determining compliance with these limits?

A.
No, it will not. The purpose of this proposal is to impose spending discipline in each subtotal area.  This purpose would be defeated by permitting offsets between subtotal areas.  Further, neither the creation of spending categories in addition to those listed on Table B of Attachment A nor the use of revenue offsets would be permitted in determining compliance with these subtotal spending limits.  

Q. 
Would there be any way for BPA to include spending in excess of the spending limits in an SN CRAC rate adjustment?

A.
In the event BPA spends in excess of the limits on Table B of Attachment A, or creates new spending categories not included in Table B of Attachment A, such excess expenditures could only be included in an SN CRAC rate adjustment by conducting a new Section 7(i) rate proceeding by retriggering an SN CRAC.  BPA would be required to commence a new Section 7(i) process by publishing the Federal Register notice in the month of March of the fiscal year prior to the one in which the SN CRAC would take affect.  Failure to publish the required notice in March would preclude such a new Section 7(i) process until the following year.  In the Section 7(i) proceeding, BPA would be obliged to include in its Initial Proposal a full explanation of the cost overruns, a justification of the necessity of such expenditures, and a demonstration that it had exhausted all available alternatives other than raising rates to cover such excess costs.  Interested parties will be entitled in the Section 7(i) process to a full opportunity to examine why spending exceeded the capped levels, and whether inclusion of such excess spending in the SN CRAC rate adjustment was justified.

Q.
What will be the effect of this proposal?

A.
It will give BPA a strong incentive to keep its spending within the established limits.  It will also provide the customers with reasonable assurance that BPA over-spending will not automatically translate into an SN CRAC rate increase.  By placing limits on spending, it will also help ensure that surplus power sales revenues in excess of forecast levels will not be used to support increased spending, but will result in lower future power rates.  

Q.
What is the source of the spending limits contained in Table B of Attachment A?

A.
These limits are based on BPA’s current forecasts of spending for the remainder of the rate period.  Documentation Volume 1, SN-03-E-BPA-02, E3 – Table 3.1.

Q.
Are you endorsing these spending limits as the appropriate targets for BPA spending for the remainder of the rate period?  

A.
Absolutely not.  The amounts set out on Table B of Attachment A are intended to be limits, not spending targets.  We fully expect that BPA will continue to seek cost reductions in all areas, and to have as its target for actual spending the forecasts used to set rates in the May 2000 rate proceeding.

B. Revenue Funding of Capital Items Should Also Be Subject to Limits

Q.
What is your understanding of the method currently being used by BPA to fund its capital program? 

A.
It is our understanding that the capital program for the BPA power business line is entirely funded with debt, and that there is no revenue financing used for capital items.

Q.
Is 100% debt financing of capital investments appropriate?

A.
Yes it is.  It is a fairly common practice for publicly owned utilities to finance all of their capital expenditures with debt.  Further, given the financial difficulties facing BPA and its preference customers, and the severe recession currently gripping the regional economy, such reliance on debt financing is prudent.  

Q.
Does the proposed SN CRAC require BPA to continue to fund its capital program entirely with debt?

A.
The SN CRAC as currently proposed contains no such requirement.

Q.
Could a decision by BPA to fund capital items out of rate revenues cause an SN CRAC rate adjustment?

A.
Yes, it could.  While capital spending does not directly impact net revenues, it can affect BPA’s cash reserves if rate revenues are used to fund capital projects.  Since it is cash reserves that ultimately determine the ability of BPA to repay the Treasury, failing to set any limit on capital expenditures funded from rate revenues could result in BPA having insufficient cash to make its Treasury payment.  This could result in a failure to meet the Treasury Payment Probability test in the SN CRAC, and potentially resulting in an SN CRAC rate increase.

Q.
What is your proposed solution to this problem?

A.
The remedy is to limit expenditures on capital items at a level equal to the sum of Treasury borrowing and appropriations.

Q.
What would be the consequence of exceeding these capital limits?

A.
BPA would not be permitted to collect revenues used to fund capital items through the operation of the SN CRAC.  The cash generated by the SN CRAC is reserved for increasing BPA’s ability to repay the Treasury on time and in full, and would not be available to support BPA’s capital program.   

Q.
What are the benefits of implementing this proposal?

A.
BPA will have the incentive to better manage its cash.  It also ensures that cost reductions are not used to fund capital items.  

C. The Amortization of Federal Debt Should Also Be Subject to Limits

Q.
Why should there be a limit on the amortization of Federal debt in the operation of the SN CRAC?

A.
Because BPA has not yet succeeded in obtaining any credit from Treasury for prepayments of Treasury obligations, accelerated payment of Treasury obligations can reduce the amount of cash BPA has available to make its scheduled Treasury payments.  Not only does such a use of cash make it unavailable for lowering rates, but it can also cause an SN CRAC rate increase if the reduction in cash causes BPA to fail the Treasury Payment Probability test in the SN CRAC. 

Q.
Does the proposed SN CRAC place any limitations on the accelerated amortization of Federal debt?

A.
No, it does not.  BPA would be free use rate revenues to accelerate Treasury payments, rather than conserving such rate revenues to make Treasury payments when they are due.   

Q.
What do you propose as the solution to this problem?

A.
Principal payments of Federal debt should be capped at levels not to exceed the sum of amounts due in the fiscal year, amounts scheduled to be repaid in the May 2000 rate case 50-year repayment study, and savings available from the refinancing of Energy Northwest bonds. 

Q.
What would be the consequence of exceeding these debt amortization limits?

A.
Spending cash generated by the SN CRAC for the payment of debt before such payment is due, and without any credit for such payment, is analogous to spending grocery money to prepay the mortgage.  The cash generated by the SN CRAC is reserved for increasing BPA’s ability to repay the Treasury on time and in full, and would not be available to make Treasury payments before they are due. 

D. The SN CRAC Must Include a Defined Annual Process

Q.
What type of process is appropriate for the proposed SN CRAC?

A.
The proposed SN CRAC could extract $470 million from the regional economy in any or all of the remaining three years of the rate period.  Mailing a letter to the affected customers thirty days before the increase takes effect is inadequate to inform the region of the reasons for a rate increase, and provides no opportunity to critically examine the basis for a proposed increase.  At a minimum, the SN CRAC process must contain a structured setting in which BPA and interested parties can collegially examine the need for an SN CRAC rate adjustment in light of BPA’s financial performance during the prior fiscal year, and more importantly an opportunity to examine events that are likely to occur in the coming fiscal year that may reduce the need for an SN CRAC rate increase.  Such events would include, but would not be limited to, expected water conditions and market prices, reductions in operating and generating partner (Corps, Bureau and Energy Northwest) costs, cost deferrals and restructurings, and debt management activities, to name a few.

Q.
What specific type of process are you recommending?

A.
A mandatory, structured meeting patterned after those conducted for the LB CRAC would work well in this regard.  The GRSPs establishing the LB CRAC require BPA to conduct a series of publicly noticed meetings at least fifteen days prior to establishing a rate adjustment under the LB CRAC, and obligate BPA to provide information regarding any LB CRAC determination, access to personnel who are knowledgeable with how that determination was made and the opportunity to ask questions and provide suggestions. General Rate Schedule Provisions, Section II(F)(1), pages 100-101. 

Q.
Would you describe in more detail how this process would operate?

A.
In August of each of the remaining three fiscal years of this rate period, there would be, at a minimum, two publicly noticed meetings for a vigorous debate on any proposed SN CRAC rate adjustment.  The notice would set the time and place for the meetings, and would indicate BPA’s preliminary thinking regarding the need for and the size of any SN CRAC rate adjustment.  At the same time that the notice is issued, BPA would post on its website the financial data and forecasts used by BPA to determine if an SN CRAC rate adjustment is required, and an explanation of how BPA determined the magnitude of the proposed adjustment.  At the meeting, interested parties would have the opportunity to ask questions of the BPA personnel that are responsible for such financial data and forecasts. It would also provide interested parties the opportunity to engage BPA on the need for and size of any proposed SN CRAC adjustment, and to discuss future events that could reduce the size of or eliminate the need for any proposed SN CRAC rate adjustment before the final decision is made.  BPA would be obliged to give due consideration to suggestions by interested parties regarding future events that could reduce or eliminate an SN CRAC rate adjustment, and to provide a written explanation of its disposition of such suggestions in conjunction with the notice of the SN CRAC adjustment.

Q.
Why should BPA include such a process in the SN CRAC?

A.
As a government institution whose actions have a profound impact on the regional economy, BPA should not increase its rates without providing the affected parties ample opportunity to examine and understand the basis for its decisions, and to present to BPA alternative points of view before the final decision is made.  Providing such an opportunity may be time consuming and contentious, but as a matter of public policy decisions of this magnitude cannot be made without the involvement of the affected parties.  And from BPA’s perspective, providing such a process should be viewed as an effort to add transparency to the process, and to rebuild the trust between BPA and its preference customers.

E. The SN CRAC Should Provide a Benefit to Customers

Q. Does the SN CRAC contain any mechanism that provides a direct and immediate benefit to the customers if BPA’s finances recover during the rate period?

A. No, it does not.  The SN CRAC is focused on helping BPA recover and ensuring Treasury payment.  It appears that no thought has been given to what happens if an economic recovery occurs and BPA returns to a state of financial health.

Q. Should this oversight be corrected?

A.
Yes it should.  The operation of the SN CRAC, even as modified by our previous recommendations, will still impose major hardships on BPA’s preference customers and the communities they serve.  It is only fair that if BPA’s financial health recovers, the customers who suffered under the SN CRAC rate increases should also be provided some relief under that clause.  

Q.
What do you propose in the regard?

A.
We propose that the SN CRAC include a rebate mechanism that would automatically trigger in any year in which BPA’s forecast ANR exceeds by $15 million the applicable SN CRAC Threshold for that fiscal year.  When this occurs, we propose that the SN CRAC automatically rebate to the customers who paid surcharges under the SN CRAC during that year one-half of the difference between the ANR and the SN CRAC Threshold for that fiscal year.  BPA would retain the other one-half not rebated to the customers.

Q.
How would the rebate operate?

A.
We have fashioned the rebate after the methodology used for the Dividend Distribution Clause.  As a result, the rebate is made in the immediately following fiscal year in 12 monthly payments.  The amount of the rebate is based on a ratio of each customer’s revenues from rates subject to the SN CRAC to the sum of all revenues from rates subject to the SN CRAC for the most recent fiscal year in which the SN CRAC was in effect.  

Q.
Do you have any other comments on this rebate proposal?

A.
Right at the moment the focus is on the financial difficulties facing BPA, and the severe recession gripping the economy of the region.  The proposed SN CRAC reflects this preoccupation.  However, recent experience has taught us that the most likely event to occur is the one we least expect and for which we have made no provision.  It is both fair and prudent to include in the SN CRAC a mechanism that will automatically share the benefits with the customers if prosperity returns.  An SN CRAC that rebates as well as surcharges will be better received by the preference customers and the region.

6. Conclusion
Q.
Do you have any concluding remarks?

A.
Yes we do.  BPA and its preference customers are currently facing extremely trying circumstances, which makes resolving the issues presented in this proceeding even more difficult.  The preference utilities that have joined in this testimony have attempted to provide constructive suggestions for resolving these issues.  Given the state of the regional economy, taking the suggested actions to eliminate the proposed rate increase for FY04 is imperative.  Further, adopting the suggested revisions to the SN CRAC mechanism proposed in this testimony will be a good first step to restoring trust and confidence between BPA and its preference customers, and will provide a solid foundation for dealing with the challenges that we are likely to face during the remainder of the rate period.

Q.
Does this conclude your testimony?

A.
Yes, I believe it does.
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