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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 discusses issues regarding Treasury Payment Probability (“TPP”), revenue recovery, and SN CRAC rate design raised by the Columbia River Inter-Tribal Fish Commission and the Yakima Nation (SN-03-E-CR/YA-01) and the Save Our Wild Salmon Coalition and the Northwest Energy Coalition (SN-03-E-SA-01) (“CRITFC, et al.”).
I. Treasury Payment Probability
Q. What are the concerns raised by CRITFC et al. regarding the TPP?

A.
In SN-03-E-CR/YA-01 pages 41 – 43 starting at line 14, and SN-03-E-SA-01, pages 5 – 6, starting at line 6, CRTIFC, et al. raise concerns that the 50% 3-year TPP is too low.

Q. Do you agree with this conclusion?

A.
No.  BPA has modified the logic used to calculate the TPP compared to the logic decided upon in the WP-02 rate case.  In the SN-03 Initial Proposal BPA has removed the $50 million reserve floor in the Toolkit logic used in the WP-02 rate case.  The new logic understates the TPP (See SN-03-E-SP-01, page ).  

Q. Have you identified how much the TPP is understated when using the new logic?

A.
Yes.  After correcting an error in Toolkit, using the same inputs BPA used in its Initial Proposal and running Toolkit with the old deferral logic, the 3-year average TPP is 74.6%, a jump of 24.5% compared to using the new deferral logic.  The corrected Toolkit model using the WP-02 deferral logic that results in a TPP of 74.6% is attached as exhibit SN-03-E-SP-02A.

Q. What is the error in Toolkit?

A.
The Toolkit file in the WP-02 rate case modeled the Power Business Line (PBL) only.  The Toolkit file used in the SN-03 Initial Proposal models both the PBL and the Transmission Business Line (TBL) and has separate reserve and working capital variables for the two business lines.  The Visual Basic (VBA) code in the Toolkit model related to the old deferral logic was not updated.  There is a line of code which states “Reserves = WorkingCapital”.  This code should be changed to “ReservesPBL = WorkingCapitalPBL”.  The variable WorkingCapitalPBL is equal to the value in cell I8 in the TK Main sheet and should remain $50 million (the floor decided in the WP-02 rate case).  Without the correct VBA logic change, the ReservesPBL variable continues to fluctuate without a floor when the model is run, and this incorrectly drives down TPP.

Q.
What would the SN CRAC limits be if BPA used the logic decided in the WP-02?

A.
Keeping other inputs the same, the SN CRAC limits could drop from $470 million to $230 million in each year and still result in a 3-year TPP of at least 50%. The Toolkit output from this model run is located in the sheet labeled “$230 Million Limits” in exhibit SN-03-E-SP-02B (attached).There are multiple configurations of SN CRAC limits that result in a 3-year TPP of at least 50% and a 1-year probability in the last year of at least 80%.  

Q.
What would the SN CRAC thresholds be if BPA used the logic decided in the WP-02?

A.
Keeping other inputs the same, the SN CRAC thresholds could change from {-$400 million,       -$140 million, and -$5 million} to {-$400 million, -$350 million, and -$350 million} in 2004, 2005, and 2006, respectively, and still result in a 3-year TPP of at least 50%. The Toolkit output from this model run is located in the sheet labeled “Lower Thresholds” in exhibit SN-03-E-SP-02B (attached).  There are multiple configurations of SN CRAC thresholds that result in a 3-year TPP of at least 50% and a 1-year probability in the last year of at least 80%. 

Q.
What conclusions can you make regarding using the new deferral logic?

A.
As demonstrated above, the TPP in BPA’s Initial Proposal is significantly understated relative to the TPP calculated based upon the logic used in the WP-02 proceeding.   By using new logic, BPA could collect from customers subject to the SN CRAC more than double the amount of SN CRAC revenue each year ($470 million limit vs. $230 million limit) than it would if the deferral logic in the WP-02 proceeding was used.  


In the WP-02 proceeding, SUB raised concerns regarding cost shifts among customers because the TPP had a $50 million floor in toolkit – causing an understatement of the triggering of the SN CRAC (See WP-02-A-09, pages 4-47 through 4-49).  BPA has since modified the Toolkit logic from the WP-02 rate case decision and cost shifts have now been realized because BPA’s SN CRAC scheme has increased the amount of money recovered through the SN CRAC.

Q.
What conclusions do you have regarding CRITFIC, et al.’s TPP concerns?

A.
First, it is understated.  BPA should use the logic that was decided in the WP-02 rate case.  Second, BPA can trigger a future SN CRAC rate case, if necessary, to increase rates, and increase the TPP.  Because of this, a 50% 3-year TPP in this proceeding does not mean that BPA only has a 50% chance of making its treasury payment.  Lastly, BPA has made a modification to its modeling.  This modification is a significant departure from the WP-02 Record of Decision.

II. SN CRAC Rate Design
Q.
What proposals does CRITFC, et al. make regarding SN CRAC design?

A.
Save Our Wild Salmon/Northwest Energy Coalition suggest a forward looking SN CRAC adjustment and CRITFC/Yakima Nations supports this and additionally suggests eliminating the cap for the SN CRAC (See SN-03-E-SA-01 page 25 and SN-03-E-CR/YA-01 page 51).

Q.
Does SUB agree with these proposed changes?

A.
SUB does not support a unilateral decision by BPA to increase rates.  As discussed in SUB’s initial testimony and outlined in Section I of this rebuttal testimony, SUB is concerned that BPA may modify models which produce results that significantly and adversely impact the price that SUB pays for power. Any forward-looking assessment should only adjust rates downward and not up.  SUB also does not support removing the SN CRAC limits for the same reason.  In order to have accountability, any future increase in rates should be demonstrated through another 7(i) process. 
Q.
Does this conclude your testimony?

A.
Yes.
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