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Section 1.  Introduction and Purpose of Rebuttal Testimony

Q.
Have you previously offered testimony in this proceeding?

A.
Yes I offered direct testimony in SN-03-E-SA-01.

Q.
What is the purpose of this testimony, and how is it organized?

A.
The purpose of my rebuttal testimony is to reply to the testimony of the customers on several points.  In Section 2 I address the customers' general strategy and goals. Section 3 rebuts their assertion that BPA should not have as a criterion in this case that rates be set to ensure no net loss over the rate period.  Section 4 discusses their particular proposals to deal with BPA's financial problems, including those parts which the Save Our Wild Salmon Coalition and the NW Energy Coalition ("SOS/NWEC," or SA) can support and those we cannot.  Section 5 is a summary. 

Q.
Why do you refer to the customers as a group rather than differentiating their different positions?

A.
There are basically four parties in this rate case: Bonneville, the "customers," the tribes, and the environmental/small consumer interests represented by SOS/NWEC.  The customers, although represented in testimony by several groups (GP, WA, CC, JC, PP, NR and SP) essentially have taken the same basic positions on all the major issues.  There are a few minor variations on particular points, and when important I will differentiate between them.  However in general, they speak with one voice on the important issues, so I will group their position for convenience as the "customers."

Q.
Will you discuss the testimony of the tribes (CR, YA)?

A.
No.  We will not be providing any rebuttal to their comments.  SA is in general supportive of their testimony, though we differ on some small points.

Section 2.  The customers' attack on BPA is unwarranted and unprofessional.

Q.
What is the overall framework and strategy of the customers' arguments, as you see them?

A.
The customers are relying on an unprofessional debating device to set the stage and justification for their proposals.  They have chosen to demonize Bonneville through unsubstantiated claims.  The purpose of this is to make it sound as if it is reasonable, and even necessary, to remove BPA's discretion to control its budgets and to make it seem an advantage to the region for Bonneville to be at constant risk of financial failure.

Q.
These are strong words.  Please describe how the customers have "demonized" BPA?

A.
The customers' testimony is replete with pejorative terms directed at BPA's management of its business, without any factual basis for the vitriol.  A good example is on p. 17 of SN--03-E-WA-01 where in a single paragraph WA uses at least four value-laden assertions without any facts to back them up:  "loss of spending discipline," "attractive nuisance" (in regard to high reserves), "temptation to increase spending," and "[need to make] the hard decisions necessary to impose spending discipline."  Other phrases used repeatedly are "uncontrolled" or "out-of-control" spending, "spending binge," etc.  Each of these terms is simply an ad hominem attack on Bonneville and its staff, charging them with spending money without justification.   

Q.
Have the customers provided facts to back up their implication that BPA is wasteful, out-of-control, etc?

A.
Not at all.  I could find almost no testimony by the customers that actually points out a program funded by BPA that they consider the result of lack of discipline on the part of Bonneville.  There are very few statements even questioning the value of any of BPA's funding choices.  NR argues that there may be some spill and flow augmentation in hydro-operations that may have little biological benefit (SN-03-E-NR-01, p. 9, lines 2-4), but these scientific determinations are not the purview of Bonneville. Customers do argue that BPA shouldn't continue to pre-pay Treasury during a financial crisis.  While perhaps a valid proposal, one can hardly blame this decision, based on a long-time policy, on lack of BPA will or discipline--it is simply a policy call with which the customers disagree.  Otherwise, the customers provide no examples or specific facts to base their inference of malfeasance on the part of BPA in managing its budgets.

Q.
What do you believe the customers' strategy is in resorting to these types of arguments?

A.
The logic goes like this.  First, since BPA cannot be trusted with spending decisions, then there must be lots of fat in its budget.  Second, the only reason BPA won't cut that fat-laden budget is because it is undisciplined.  Third, to provide this discipline, one must both deny them any extra cash and "keep their feet to the fire" by exposing them to constant financial pressure.

Q.
What is the net result of this policy?

A.
The end result is that the central rate case issues are turned on their head.  That is, the high TPP and adequate reserves that were positive attributes and a goal of rate proceedings in the past, become things to be avoided.  The customers argue that these goals are dangerous, because they encourage more spending.  Low reserves and low probability of meeting Treasury payments become advantages to the region, because they keep money out of the hands of the binge spenders (SN-03-E-CC-01, p.19, line 18) at BPA and keep them under constant financial pressure to cut more programs.

Q.  
What is wrong in this argument?

A.
First, there is no factual basis for its assumptions.  Unless presented with evidence, there is no reason to assume that BPA spends money profligately.  Many of its programs produce real benefits to the region that would be lost by indiscriminate cost cutting.  In addition, BPA is not subject to a shareholder profit motive to continually increase revenues, and in our opinion, Bonneville staff are professional and motivated to produce real value and eliminate waste.   




Second, there is substantial danger to the region in BPA not having adequate reserves or a high TPP.  There are real political and financial costs if BPA either misses a Treasury payment or is forced to use extraordinary borrowing measures to cover current expenses; and, as we demonstrated in our Direct Testimony (SN-03-E-SA-01, pp.6-8), when BPA gets into trouble, public purpose funding is put inordinately at risk.  Low TPP and inadequate reserves are not good for this region.




Third, Spreading the myth that BPA cannot be trusted will have lasting impacts on BPA's ability to provide an adequate, efficient, affordable and reliable power supply in an environmentally responsible manner.  Bonneville cannot deliver those benefits to the region without spending substantial amounts of money. The customers also seem to ignore their role in helping create BPA’s financial difficulties.  




Finally, painting BPA decision-making with a broad negative brush will stifle the region's ability to evaluate each decision in an unbiased manner.  The customers would like us to think that the problem is always one of over-funding; but, often under-funding is just as important a concern, and BPA should be able to evaluate each program decision on its merits. The customers' strategy to demonize BPA for short-term rate relief should be rejected.

Q.
But haven't SOS/NWEC also criticized BPA's funding choices?

A.
Certainly.  We have been, and continue to be, very critical of what we consider is BPA's failure to meet and fully fund its fish and wildlife commitments.  We also believe that many of the expensive measures that BPA does fund are not very cost-effective in helping fish.  We have also criticized its on-again, off-again approach to long-term sustained funding for conservation, renewables and low-income weatherization.  However, our criticisms focus on policy disagreements with BPA not on character flaws.  The customers' attempt to characterize the decisions BPA has made on funding levels as lack of backbone rather than honest policy differences should be rejected.

Q.
Are there other negative outcomes for the region of following the customers' logic?

A.
Yes.  One outcome is increased rate volatility.  We will discuss the details of the customers' proposals below, but we can make some general conclusions.  One result of preventing BPA from having enough reserves to weather hydro-availability and market price risks--because we can't trust it to manage extra money--is that BPA's rates will have to change often, and perhaps radically.  After a good year, BPA's rates would fall to prevent the build-up of reserves, and after a poor year, BPA will have to increase rates to cover its needs.  End users, especially businesses who have to plan ahead, have consistently opposed rates that are volatile and uncertain.  One option to reduce the volatility would be for utility customers of BPA to "self-insure" by carrying their own large reserves.  However, large end-users are sophisticated enough to recognize the significant increase in risk and exposure to rate volatility whether it is borne by BPA or their local utility.  




Another inevitable outcome of sowing distrust of BPA decision-making and limiting its flexibility is to focus the agency on short-term programs while neglecting long-term investments.  Long-term investments in preventive maintenance, R&D, fish recovery, and in resources which avoid the threat of global warming, will by their nature not result in easily realized short-term results.  These investments can only be sustained by trust in professional and scientific judgements.  Usually these types of programs are the first to go when a government agency is under emotional attack.

Q.
Are you saying that BPA should not look to cut costs in these extraordinary times?

A.
Not at all.  Some programs can be safely deferred with little long-term harm.  Perhaps some programs are being funded only due to bureaucratic inertia, and others could use some serious belt-tightening.  I believe BPA is actively pursuing these opportunities and should continue to do so.  However, there is a big difference between labeling all spending that is above past budgets as "uncontrolled" results of "undisciplined spending," and conducting a tough, but neutral, cost/benefit evaluation, program by program.  Such an evaluation, we would add, should produce both cost cuts in over-funded non-essential programs and budget increases in under-funded critical programs.

Q.
Please summarize your conclusions in this Section.

A.
First, Bonneville and the region should reject the innuendo that its budgets are out of control and that its problems are the result of character flaws.  There should be no blanket presumption that budgets are too high.  While BPA should look for efficiencies and possible deferral of less-critical needs, each budget should be examined in a neutral manner and subjected to a cost/benefit test.  It may in fact turn out that certain important programs are under-funded.  Second, BPA should reject the implication that it needs the "discipline" of low reserves and low TPP to constrain its poor spending habits.  Increased risk of failure to pay Treasury is not a benefit to the region.  It could result in huge political fallout, and it will certainly result in additional pressure to cut funding for critical obligations and long-term commitments and needs.  

Section 3.  Does BPA have less of a problem than it thinks?

Q.
Do the customers argue that the SN CRAC should not have to fill as big a hole as BPA proposes is necessary?

A.
Yes, in several ways.  CC and NR argue (SN-03-E-CC-01, p.9-10 and SN-03-E-NR-01, p. 17) that the SN CRAC should only deal with the projected $340 million expected revenue loss for FY04-06 instead of also recovering the losses from FY02-03, which together would add to an unacceptable $920 million "hole."  Similarly, GP argues (SN-03-E-GP-01, p.7) that the GRSP's limit BPA's SN CRAC authority to dealing only with the remainder of the rate period.  (We will not argue here the legal merits of this position, only the policy implications.)  GP, NR and others argue that BPA's third criterion in this proceeding, to set rates so as to avoid negative net revenues for the entire rate period, should not be adopted (ibid.) so as to reduce the amount the SN CRAC would collect.  NR states (SN-03-E-NR-01, p.17) that ending reserves need only be $150-200 million rather than BPA's proposed $348 million.  The thread connecting all of these comments is that the SN CRAC should not be used to fully restore BPA's financial health, but only just enough to scrape by.  (This is buttressed by the idea, explained in Section 2, that giving BPA any extra security only reduces its incentive to cut costs.)  

Q.
Do you agree with the customers' position?

A.
No.  SOS/NWEC believes that though BPA's position on TPP and reserve levels still leaves Treasury payment and public purpose programs at great risk, the customers' position is even worse.  The purpose of the SN CRAC stated in the GRSPs is to "achieve a high probability that the remainder of Treasury payments during the FY2002-06 rate period will be made in full."  BPA has already "relaxed" this 
"high probability" standard significantly, down to a 50% TPP.  And, as we demonstrated in our Direct Testimony, even this 50% TPP is a chimera given BPA's failure to account for its many non-operating risks.  Any further degradation of this goal is unacceptable, given the risks to the region and the pressure put on BPA's legal funding commitments when unforeseeable events occur--for example, a future drought, a 2003 BiOp check-in, or the resolution of a lawsuit that requires BPA to increase fish restoration efforts.

Q.
What would be the affect to TPP of implementing the customers' above proposals?

A.
One can look at BPA's initial Proposal (Case 3) ToolKit run to see that the $1.018 billion (cell J47) estimated SN CRAC revenue recovery is needed not just to replenish losses from earlier years, but to keep Bonneville just barely afloat.  BPA needs to collect an average of $337 M in FY04 just to ensure a 56% chance of repaying Treasury that year, another $363 M in '05 to provide a 74% chance in that year (cells J44-45 and E34-35)).  Only after collecting that amount, and also another $318 M (cell J46) will the TPP finally reach an acceptable value of 87.7% (E36) in FY06.  Hopefully some new money can be found from various financial tools, cost cuts, resolution of IOU issues, and/or good hydro/price conditions during those years, so that BPA's automatic adjustment would decrease.  But until that cash is in hand, it would be extremely risky to devise new, even more relaxed criteria as the customers propose.  




While we believe its proposal is inadequate to meet its goals and obligations, BPA has committed to a SN CRAC which would "put BPA on a path to meet the intent of the Fish and Wildlife Funding Principles." (SN-03-E-BPA-04, p.15)  At least one can see a trend of increasing yearly TPPs in BPA's proposal that translates into a gradual reduction of risk.  The customers would have the region take continued extreme risks with no end in sight.   If, as the customers argue, BPA will see increased secondary sales revenues, a resolution of IOU issues, acceptable borrowing tools and more cost cuts, BPA's proposed mechanism would automatically lower rates.  Bonneville should not speculate with the region's future.  Year upon year of 50% yearly TPPs cannot be sustained, and BPA's commitment to get back to a high TPP as required in the Fish Funding Principles should be kept.

Section 4.  Response to details of the Customers' proposals

Q.
Please describe the areas of the Customers' testimony and proposals that SA supports.

A.
There are a number of creative ideas in the Customers' proposals that SA can support.  First, we support a limited ($100-300 million) use of "financial tools" to provide extra assurance of timely Treasury repayment.  We are not experts on the particular type of borrowing that would be best, overall, but lean toward the idea of shorter term borrowing with the intent, if possible, to completely repay it by the end of this rate period.




Second, we support the customers' proposal to reflect the recovery of ENW bearer bond proceeds in BPA's revenue requirement.




Third, we agree with their proposal to capitalize conservation investments over a longer period reflecting the physical life of the investments. 




Finally, we agree with the concept of a "contingent" mechanism whereby the SN CRAC adjustment could reflect the result of future events that BPA will know with relative certainty.  However, we disagree with the customers that only events that reduce rates should be accounted for while similarly certain events that would raise rates are ignored.  We will discuss this in more detail below.

Q
What particular customer proposals do you oppose?

A. 
We disagree with several of their proposals that increase BPA's risks unnecessarily.  We are very wary of proposals to include optimistic assumptions about the future as certainties.  For example, the customers propose to assume that the higher streamflows that have recently occurred will be certain to bring a definite amount of increased revenues (SN-03-E-WA-01, p. 7, lines 13-14).  While this may certainly happen, it is our experience that stream flows do not necessarily correlate that well with secondary revenues.  The problem is that while more stream flow will generate more electricity, more supply also means lower prices which can partially or completely negate the expected gain.  This can be exacerbated by the fact that a larger snowpack does not guarantee the shape of future streamflows.  If all the extra water comes down in a short amount of time, it may result in much lower prices during that period and little extra revenue.  Forecasting prices over a 2-6 month range is not a science.  





Forcing BPA to count on this possible increase in revenue also puts undue pressure on the agency to attempt to shape summer generation into heavy load hours, and to accommodate more volatile operations for load following, in order to generate those revenues.  This pressure can result in even more reluctance to provide adequate and steady flows for fish passage and to reduce strandings.




Another example of this is the proposal to include almost all of the $580 million in possible cost reductions that BPA is currently pursuing but cannot be sure, at this time, of achieving.  The joint customers state:  "...we propose that BPA incorporate these savings into its revenue requirement for this proceeding." (SN-03-E-JC-01, p.13, lines 21-22)

Q.
What is the problem with incorporating future possible savings into the revenue requirement?

A.
Besides the obvious problem that the savings might not materialize, which is what happened when the Cost Review's recommended cuts were assumed to be captured in the 2001 rate case, there is another more subtle problem which affects BPA's TPP criteria.  If truly uncertain events such as secondary revenues are simply reclassified as certain, then BPA's TPP is raised artificially.  If, after reclassifying events, one runs ToolKit to re-calculate SN CRAC thresholds and caps so as to meet BPA's 50% TPP criterion, the result will be that less reserves are needed and expected rates will be lower.  Claiming that something will happen without knowing it will does not really lower BPA's risks, however, so if one acts upon that reclassification by lowering rates, then the real effect is to raise BPA's risk profile.

Q.
Please discuss the customers' proposals for a "contingent" SN CRAC mechanism.

A.
The various customer groups have offered a few different "contingent" SN CRAC mechanisms in response to Bonneville's offer to consider such designs.  The customers all favor BPA's idea that the amount of revenue the SN CRAC could collect could be reduced, but not raised, if certain favorable events occur that would affect future costs and revenues.  We opposed this asymmetric idea in our direct testimony (SN-03-E-SA-01, p. 15-16) and will not repeat those arguments here.




One customer group, WPAG (WA), went farther than general support for BPA's concept with a detailed proposal (outlined in SN-03-E-WA-01, p. 14, and discussed on pp.15-28).  This proposal has a number of elements, including:  a more formal process for considering rate adjustments than in BPA's concept; specific spending amounts that could not be collected by the mechanism; and, a dividend arrangement to give customers back 50% of any improvements in Bonneville's financial health.

Q.
Do you support any parts of this proposal?

A.
Yes.  SOS/NWEC could support the public process element of WA's proposal, but only with the same critical caveat we made in discussing BPA's contingent SN CRAC concept.  WA proposes that each August, BPA conduct a meeting with interested parties to address the need for and size of any proposed SN CRAC adjustment.  At this meeting the parties would "discuss future events that could reduce the size of or eliminate the need for any proposed SN CRAC rate adjustment....  BPA would be obliged to give due consideration to suggestions by interested parties regarding future events that could reduce or eliminate" the adjustment (SN-03-E-WA-01, p. 25, emphasis added).  As with our objection to BPA's contingent concept, we do not believe it is prudent that consideration of future events that might call for increasing the adjustment are explicitly excluded.  Forcing Bonneville to disregard future problems that are likely to occur should not by any stretch of the imagination be considered a policy which is in "accordance with sound business principles" (Regional Act 839e(a)(1)) and should be rejected.

Q.
What is WA's rationale for this asymmetry?

A.
At first glance it might seem difficult to understand why anyone would advise an enterprise to ignore relevant information that might make it more difficult to meet its legal obligations.  However, I believe the reason is that such a recommendation is part and parcel of the general strategy of the customers discussed in Section 2.  Their rationale is that such a policy increases Bonneville's risks, which is a good thing, because it provides the discipline the agency needs to stop wasteful spending.  The customers want Bonneville to be in continual financial difficulty.

Q.
What other elements of WA's contingent SN CRAC proposal do you oppose?

A.
WA's mechanism classifies BPA expenses into two categories.  The first, preferred class, is made up of BPA's current budget forecasts of spending, category by category, for the remainder of the rate period (S-03-E-WA-01, p.20).  The second class is everything else:  any expenditure over these budget levels or new categories of expenses.  WA proposes that costs in the first class be recovered through an automatic increase without retriggering a new SN CRAC Section 7(i) process.  The amount to be recovered would be determined in the annual August proceeding described earlier. (S-03-E-WA-01, p.17)  Costs in the second class, including possible increases in fish and wildlife obligations or other programs whether or not under BPA's partial or complete discretion, could only be recovered by retriggering a 7(i) process in March of the fiscal year before it could take affect.

Q.
What is wrong with having these two types of costs recovered by two separate types of mechanisms?

A.
The two mechanisms are not equal.  The automatic mechanism is less difficult for BPA to use than retriggering a 7(i) process; but more important, the 7(i) procedure takes much longer to implement and under WA's proposal goes into affect a year later.  We are most concerned that additional fish costs that have over the next years a high likelihood of being adjusted from BPA's currently budgeted amounts (because of ongoing processes) are in this second class.  As we and CRITFC (CR) demonstrated in our direct testimony, there are upcoming BiOp check-ins, resolutions of lawsuits, ongoing incomplete planning processes, etc. which could well change BPA's fish funding obligations over this rate period.  Putting such costs into a second-class recovery position with a year lag puts BPA at higher risk than necessary.  We instead support BPA's proposal to not differentiate costs into separate and unequal classes. 

Q.
Would the WA proposal interfere with the Administrator's discretion?

A.
Leaving out the legal argument, which we will address in our Brief, the practical effect of WA's proposal is to inhibit BPA from making prudent decisions about its programs and their funding levels.  Bonneville has never been required to conduct a 7(i) process to transfer money between budget categories nor to apply savings from a budget category to a new program.  BPA has always been able to decide to spend money on a new or expanded program to capture increased revenues or other benefits (e.g., increased reliability, environmental benefits, or "offsetting" revenues) for the region.  This attempt to seriously limit the Administrator's discretion to run the agency prudently should be rejected.   

Q.
Have the customers addressed the issue of non-operating risks?  

A.
No.  One must assume they support BPA's position that there are no non-operating risks that should be accounted for in the SN CRAC mechanism.  If anything, the customers are even less concerned with risk than is Bonneville, because they are proposing to lower reserve levels (NR), to ignore future changes in costs that might be forecasted in advance; and to hamstring BPA's ability to apply extra revenues from secondary sales or from cost cutting to new programs or increases in existing programs (WA) that could provide valuable benefits to the region.  As we explained, the customers believe extra BPA risk is beneficial to the region.  We urge Bonneville to reject proposals that assume no non-operating risk (including its own proposal).           

.

Section 5.  Summary

Q.
Please summarize your response to the customers' direct testimony.

A.
The customers attempt to characterize BPA's problems as being caused by lack of discipline and being out of control.  They fail to substantiate this claim in the record, but use it to justify their position that subjecting Bonneville to serious risk is beneficial.  They also use this claim to justify proposals that would severely limit the Administrator's discretion to control the agency's budgets for the benefit of the region.  While there are a number of positive ideas in the customers' proposals that we have indicated we could support, in general their policy direction should be rejected.   

Q.
Does this conclude your testimony?

A.
Yes.
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