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Section 1:  Introduction and Purpose of Testimony

Q.  Please state your name and qualifications.

A.  My name is Raymond D. Bliven.  My qualifications are contained in SN-03-Q-JC-01.

A.  My name is Geoffrey H. Carr.  My qualifications are contained in SN-03-Q-JC-02.

A.  My name is Kevin P. O’Meara.  My qualifications are contained in SN-03-Q-JC-03.

A.  My name is Lincoln Wolverton.  My qualifications are contained in SN-03-Q-IN-02.

Q.  Have you previously filed testimony in the SN-03 proceeding?

A.  Yes.  We previously sponsored direct testimony on policy issues on behalf of Alcoa, Inc., Golden Northwest Aluminum, the Idaho Energy Authority, the Industrial Customers of Northwest Utilities, the Northwest Requirements Utilities, the Pacific Northwest Generating Cooperative, and the Public Power Council (collectively, “Joint Customers”).

Q.  What is the purpose of your rebuttal testimony?
A.  The purpose of this testimony is to address the testimony of Ed Sheets, Roy Sampsel, Robert Heinith, and Tom Giese (“Sheets, et al.”), who filed on behalf of the Yakama Nation and the Columbia River Inter-Tribal Fish Commission (collectively “CRITFC”), and the testimony of Steve Weiss, who filed on behalf of the Save Our Wild Salmon Coalition and the Northwest Energy Coalition (“SOS/NWEC”).

Section 2:  Rebuttal of CRITFC Direct Testimony
Q.  What is the purpose of this section of your testimony?

A.  The Joint Customers are rebutting portions of the direct testimony filed by CRITFC. 

Q.  Do you agree with Section #4, “Revenue Recovery” in the CRITFC testimony? (SN-03-E-CR/YA-01, pages 17-45.)

A.  In light of the burdens already being placed on customers to pay BPA costs, it would be unfair to roll speculative costs into BPA’s rates.  CRITFC identifies approximately $108 million more per year for additional direct program costs, at a cost of approximately 1.7 mills/kWh.  (SN-03-E-CR/YA, page 29, lines 21- 23.)  Assuming current rates of 29 mills, this action alone would result in a 5.9% power rate increase passed on to BPA’s wholesale customers. 

Q. Do you agree with CRITFC’s approach to uncertainty described in Section #6 of their testimony? (SN-03-E-CR/YA-01, pages 47-50.)

A.  No.  CRITFC takes the position that BPA is faced with a wide range of uncertainty, and by inference all of those sources of uncertainty should be offset with rate increases to the end use consumer.  “Failure to adequately address these uncertainties is likely to result in setting a SN CRAC that does not meet Bonneville’s costs.”  (SN-03-E-CR/YA, page 50, lines 16 – 18.)  One can only speculate as to the size of an SN CRAC that CRITFC would support, regardless of the impacts it would have on end use consumers, and the Northwest economy as a whole.  It would likely be a very large number that BPA would try to pass on to utilities that have no choice under their existing power sales contracts other than to buy power from BPA.  BPA would be well over market alternatives, and distribution utilities would be faced with rapidly declining power sales, particularly in industries that are energy intensive.  For a comparison showing how BPA rates would compare to market with the Agency’s proposal, see the NRU response to BPA-NR-003.   

Q.  If BPA were to attempt to adhere to the Treasury Payment Probability (“TPP”) requirements advocated by CRITFC, what would be the impact on BPA’s SN CRAC?

A.   In its February 21, 2003 workshop, BPA provided an estimate of the SN CRAC if it were to adhere to its traditional TPP standard.  In contrast to the 31% SN CRAC we are now facing, the SN CRAC would grow to 53% per year over the period 2004 to 2006.  This would lead to a 33% rate increase when the already high rates in 2003 are compared to 2004 rates.  Compared to BPA’s proposed the 31% SN CRAC yielding a 17% rate increase, this would also have the effect of removing an additional $267 million per year from an already weak economy.

Q. Does this conclude this portion of your rebuttal testimony? 

A.   Yes.


Section 3:  Rebuttal of SOS/NWEC Direct Testimony

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

A.  The Joint Customers are rebutting portions of the direct testimony filed by SOS/NWEC.

Q. Is the SOS/NWEC assertion correct that Bonneville's present rate structure is inadequate to deal with the Agency's risks?  (SN-03-E-SA-01, page 3, lines 5-6.)

A.  No, BPA has three separate adjustment clauses to deal with the agency’s risk.  These are the LB, FB and SN CRACs.  In addition, the present rate structure incorporates Planned Net Revenues for Risk (“PNRR”) of over $100 million a year.  SOS/NWEC mentions only two of the CRACs, the LB and the SN CRAC.  SOS/NWEC neglects to mention the FB CRAC, which has triggered at 10.97% in FY 2003. SOS/NWEC also fails to mention PNRR. 

In addition, SOS/NWEC claims that “if Bonneville can see a problem coming far ahead, it cannot trigger the SN CRAC for events that will occur in the next fiscal year.”  (Ibid., lines 10-12.)  In fact, the SN CRAC is designed to trigger if the agency “forecasts a 50 percent or greater probability that it will nonetheless miss its next payment to the Treasury or other creditor.”  (WP-02-A-09, Appendix, page 25.)  Finally, the SN CRAC mechanism requires BPA to undertake prudent cost management actions and other options that enhance TPP when considering what proposal to include in its 7(i) proceeding.  We see prudent cost management as a key element in dealing with the agency’s risks.  Plus, this is an action that BPA can accomplish when it sees “a problem coming far ahead.”  The SOS/NWEC testimony ignores cost management as an option for BPA to pursue in dealing with risk.

Q.  Do you agree with the SOS/NWEC statement: “BPA has set its TPP (and other financial criteria) too low”? (SN-03-E-SA-01, pages 5-6.)

A.  SOS/NWEC is concerned that the proposed cap of $470 million a year is “inadequate to cover all of Bonneville’s costs.”  (SN-03-E-SA-01, page 4, lines 11-14.)  “The result,” SOS/NWEC says, “is the low TPP.”  (Ibid.)  SOS/NWEC claims that:  1) BPA will be unable to pay the U.S. Treasury (“Treasury”) in a timely manner; and 2) BPA will be unable to sustain “funding of conservation, renewables and fish-restoration programs.”  (Ibid., page 6, lines 8-12.)  The latter, SOS/NWEC claims, represents its “direct concern.”  (Ibid.)

Q.  Do you believe that the concerns of SOS/NWEC are legitimate?

A.  No.  We are concerned about missing a Treasury payment, but, as stated in our direct testimony, there are a variety of options that would allow BPA to make its Treasury payment.

Q.  Do you agree with the SOS/NWEC concern about sustaining funding for conservation, renewables and fish-restoration programs?

A.  We believe that BPA must review all of its programs for cost-effectiveness and potential reduction.  No programs should be off limits to a re-examination.

Q.  Do you agree with the SOS/NWEC implication that the proposed cap of $470 million a year should be raised and that the TPP goal should be higher than the level proposed in the SN CRAC proceeding?

A.  No.  All the policy testimony of the Joint Customers expressed alarm regarding the impact that BPA’s potential rate increase will have on the regional economy.  Raising the $470 million cap and increasing the TPP goal would jeopardize the region’s economy.  The SOS/NWEC recommendations should be rejected.

The effect of the SOS/NWEC proposal is to increase the amount of BPA’s request so that it would recover net revenue in excess of $920 million.  All of BPA’s customers are concerned about the proposed level of BPA’s rate increase.  The SOS/NWEC proposal would not only replenish BPA’s financial reserves but also raise them to unprecedented levels.  It is unacceptable to raise rates for the sole purpose of increasing BPA’s financial reserve levels without considering the harm to the region’s fragile economy.  We believe that adopting this proposal, thereby increasing the target level of TPP, would be very bad policy for BPA to implement at this time.

Q.  Please address the SOS/NWEC criticism of BPA for “turning off” its Non-Operating Risk Model (“NORM”). (SN-03-E-SA-01, page 5, lines 19-20.)

A.  In addition to seeking higher levels of TPP, SOS/NWEC suggests that many “risks…could impact the agency’s finances” and consequently, BPA should revise its NORM model adjustments. (Ibid., lines 18-19.)

The NORM model was developed as part of the 2000 BPA rate proceeding to account for unknown costs that might appear over the subsequent seven-year period (from FY 2001 through FY 2006).  BPA is now in the second half of FY 2003.  The NORM model is not needed for the remainder of the rate period because BPA faces significantly less uncertainty during the next three-year period than during the original seven-year period. 

BPA is also in the process of updating its cost projections through the end of the rate period.  BPA is striving to reduce its costs because it is concerned about the adverse impacts of their proposed SN CRAC rate increase.  Introducing a mechanism to increase rates even further would be counterproductive to keeping the rates as low as possible.

Q.  Could the SOS/NWEC position regarding TPP be reasonable in the long term?

A.  No.  In the more general sense, an 88% probability of paying the Treasury over a five-year period requires the accumulation of significant amounts of financial reserves and, probably, a large annual charge for PNRR.  It has become apparent over the past decade is that a large amount of reserves seems to damage BPA’s ability to control costs.  

BPA’s large financial reserves are an opportune target for those seeking BPA funds.  For example, CRITFC states that “[f]ailure to build an adequate reserve will potentially limit Bonneville’s ability to address higher future costs.”  (SN-03-E-CR/YA-01, page 6, lines 14-16, emphasis added.)  CRITFC continues:  “[I]t is important to build an ending reserve that can cover expected future costs.”  (SN-03-E-CR/YA-01, page 40, lines 14-15, emphasis added.)  CRITFC and SOS/NWEC intend to use BPA’s financial reserves to pay for future projects, not for ensuring Treasury repayment.  

The position of CRITFC and SOS/NWEC ultimately will cause higher power rates for BPA’s customers and risk BPA’s TPP.

Q.  Do you have another comment regarding the SOS/NWEC testimony on TPP?

A. 
Yes.  We think that BPA’s current method of evaluating financial risk has some serious problems, inasmuch as we think that it overcompensates for a small percentage of adverse outcomes in its analysis.  We believe BPA should revise its financial strategy in preparation for future rate cases.  That is, BPA should embark upon a formal financial strategy revision to replace the policy that has expired.

Q. With regard to BPA’s Fish and Wildlife and other public purpose responsibilities, SOS/NWEC states that “These responsibilities are not discretionary[,]” and includes the following quote from the February 21, 2003, Council Letter to BPA as support: “Bonneville’s many programs are not all equal. Some, such as the fish and wildlife program, respond to legal obligations that cannot be abandoned, even temporarily."  (SN-03-E-SA-01, page 7, lines 10-17.)  Do BPA’s actions amount to an “abandoning” of the Fish and Wildlife program?

A.  No.  BPA and its ratepayers continue to spend significant amounts of money on its Fish and Wildlife program.  The documentation provided for the SN CRAC rate case, shows that BPA’s current spending levels are 50% higher than they were in 2001 and 7% higher than they were in 2002.  This increase in direct program expenses represents a massive increase in spending in two years.  Such a level of spending does not constitute an abandoning of the program.  

Q.  Do you have anything else to say about BPA’s level of funding for its Fish and Wildlife program?

A.  Yes.  During the February 25th Bonneville workshop, the Agency identified a target of $160 million in savings associated with more effective fish recovery programs.  This was out of a total remaining gap of $920 million, after $350 in savings had already been identified.  From the Joint Customers’ perspective, about 12.6% of BPA’s response to the financial crisis is associated with a possible reduction in fish programs.  Fish and wildlife costs make up nearly 17.7% percent of BPA’s controllable costs of $807 million.  (See SN-03-E-JC-01B.)  A possible 12.6 % in these costs does not seem overly burdensome, especially given that BPA has reduced the growth rate of its own internal costs by 20.5% from Financial Choices to now. (See SN-03-E-JC-01E, page 5.)

Q.  How have BPA and the Council responded to BPA’s financial crisis?

A.  As noted by the Council in the above referenced letter:  “You continue to estimate that unless intervening actions are taken, the gap between Bonneville’s revenues and costs will grow to $1.2 billion by 2006.  We know that this situation is unacceptable to you.  It is unacceptable to the Council and intolerable for the region.”  The Council then goes on to express its concern about the impacts that BPA’s proposed SN CRAC will have on its ratepayers.  This letter then provides guidance on how BPA can meet its Fish and Wildlife responsibilities at the $139 million level for 2003.

Consistent with the decisions made in its Financial Choices process, BPA has had to reduce forecasted spending levels across the board in order to reduce the size of the SN CRAC.  While we do not believe that BPA has gone far enough in the direction identified in Financial Choices, we believe that BPA’s proposed Fish and Wildlife program spending level does not constitute an excessive cost cut when compared to other programs and when compared to the major cost increases in this program over the last two years.
Q. Does the testimony of SOS/NWEC comprehensively address the issue of the “Fish Funding Principles” that were part of the May 2000 Rate Case?  (WP-02-FS-BPA-02A, pages 344 – 346.)

A.  No.  This testimony focuses almost entirely on Principle # 3 – “Treasury Payment Probability” while devoting little attention to the document as a whole, the fact that it is outdated, or a recognition of the data responses provided by BPA staff in response to SA-BPA: 005 and SA-BPA: 006.  In short, this testimony appears to focus on a limited portion of the Principles, for the implied purpose of preserving/increasing fish funding, while ignoring the overall state of the current Northwest economy. (SN-03-E-SA-01, pages 8 and 9.)
Q.  Why are the principles outdated?
A.  As BPA has testified, The Implementation Plan and the Pacific Northwest Power and Conservation Planning Council’s (Council) Fish and Wildlife Program form the basis for the fish-related hydro operations assumptions and spending level assumptions in BPA’s initial proposal.  (SN-03-E-BPA-04, page 11, lines 18 – 21.)  In response to SA-BPA: 005, BPA states that it will be “setting rates to recover costs sufficient to meet BPA’s fish and wildlife obligations.”  BPA goes on to describe the CRAC mechanism with the option of triggering an additional SN CRAC process, if necessary, to accommodate the continued uncertainty with respect to Fish and Wildlife costs.  SOS/NWEC assert that the Fish Funding Principles “govern this rate period.” (SN-03-E-SA-01, page 5, lines 16-17.)  This claim is incorrect.  BPA has taken into consideration the Principles and has set forth in the Federal Register Notice instructions to the parties as to how they will be considered in the rate case.  In contrast, SOS/NWEC assert a rigid position that Principle # 3 governs and should drive the rate process.  “Only if BPA is required to set a high TPP can there be any assurance that the Agency will meet those responsibilities.” (SN-03-E-SA-01, page 10, lines 1-2.)    

Q.  What is a more balanced approach inferred from the Principles, that may be more relevant to today’s circumstances?

A.  BPA should provide a high degree of certainty that it will fulfill its Fish and Wildlife and treaty obligations.  It should also develop financial proposals that achieve this goal while minimizing impacts on power and transmission customers.  This is consistent with the general intent of the Principles, which refer to the balancing of needs and the application of a variety of mechanisms.

Q.  Has BPA achieved a more balanced approach?
A.  BPA states that it is adhering to financial requirements for meeting environmental responsibilities, but the size and need of an SN CRAC in FY 2004 as proposed by the Agency will have too deleterious an impact on customers. 

Q.  Wouldn’t the literal application of Fish Funding Principle # 3, requiring demonstration of high Treasury payment probability, necessitate a rate increase significantly higher than BPA’s proposed increase of 30% on average?

A.  Yes, it would.  SOS/NWEC describes BPA’s rate increase as “already daunting” and recommends “deferral of some of its temporarily high costs into the next rate period.”  (SN-03-E-SA-01, page 30, lines 19-21.)  This simply has the effect of mortgaging the future to provide funds for programs that BPA claims are already covered in the revenue requirement at regionally agreed upon planning levels.  This appears contrary to the intent of the Fish Funding Principles.  In addition, it would otherwise limit BPA’s use of financial tools, which may need to be used to keep rates down.  We oppose such a strategy.   

Q. On page 13 of its testimony, SOS/NWEC states that the Council made clear that the $139 million funding level agreed to by the Council was only for 2003.  Is this assertion correct?

A.  No.  In the letter cited by SOS/NWEC, the Council said that for the years 2004 to 2006: “The Council stands by its earlier statement to you that it is concerned that a reduction in Bonneville’s spending commitment below $139 million may jeopardize its ability to meet its legal requirements under the Biological Opinion and the Northwest Power Act. … We are concerned that deeper and sustained cuts in the out-years may have serious impacts that could retard the progress we have been making.”  (SN-03-E-SA-01A.)  While the Council did not specify a particular spending level after 2003, the above language indicates to us that the $139 million level represents an acceptable number for rate-making purposes for FY 2003 through 2006.  

Q.  What else does SOS/NWEC suggest?

A.  SOS/NWEC states: “We propose the type of guaranteed, contractually enforced, multi-year arrangement such as BPA has with the Corps of Engineers and the Bureau of Reclamation be extended to fish and wildlife, conservation and renewables funding.  Another way to do this would be for Bonneville to have a separate ‘public purposes tariff,’ similar to the 3% charge in Oregon which funds the Energy Trust.”  (SN-03-E-SA-01, page 25, lines 15-20.)

Q.  Is this a good idea?

A.  No.  BPA already has problems attempting to curb the recent escalation in program costs associated with the Corps of Engineers (“Corps”) and the Bureau of Reclamation (“Bureau”).  We do not think that BPA’s relationship with the Corps and the Bureau is a model to emulate with other organizations.  We also do not think that the SOS/NWEC reference to the Oregon Energy Trust is consistent with the rest of its testimony.  The rationale of the Oregon Energy Trust is to provide stable funding for public purposes.  The whole thrust of the SOS/NWEC (and the CRITFC) testimony is to suggest that BPA must be prepared to pay markedly higher costs for its Fish and Wildlife program–not to ensure stable, predictable funding for these programs.

Q.  What is the SOS/NWEC proposal with regard to reductions to the Conservation and Renewables Discount (“C&RD”) program?

A.  As SOS/NWEC states, “If BPA must make some cuts, we urge the agency to direct its knife to those programs that are most expensive and/or low accountability.  In particular, we believe some C&R Discount funds have not achieved that ‘bang for the buck’ and should be discontinued.  Good management cuts programs judiciously, rather than simply across-the-board.”  (SN-03-E-SA-01, page 28, lines 8-13, emphasis added.) 

Q.  Do you agree with this statement?

A.  No, for a number of reasons.  First, SOS/NWEC provides no substantive evidence for the claim other than the assertion that it was heard as a suggestion from BPA staff members in a Regional Dialogue meeting.  Second, we believe that this recommendation goes beyond the purpose and scope of this particular rate proceeding.  Third, the C&RD program is still in its infancy, having only been in effect for a year and a half.  We believe that it is too early to be making radical changes to the program through a proceeding such as this one.  Fourth, the appropriate way to make changes to the C&RD program is through the Regional Technical Forum and not in this proceeding.  

Q.  What does SOS/NWEC suggest with respect to service to the Direct Service Industrial customers (“DSIs”)?

A.  SOS/NWEC suggests that rather than tying the rate charged to the DSIs to BPA’s costs, that 600 aMW of DSI load receive a rate discount indexed to the market price of power, in order to ensure a DSI presence on BPA’s system as a “swing” load.  (SN-03-E-SA-01, page 29, lines 3-6.)

 Q.  Do you think that it is appropriate to bring up this issue in the context of an SN CRAC rate proceeding?
A.  No.  This is a rate design issue not appropriate for a proceeding devoted to determining the size of an SN CRAC, if any.  If SOS/NWEC would like to raise this issue in a general rate proceeding, we would be happy to address it then.
Q.  Does this conclude your testimony?

A.  Yes.

