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

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

A.
My name is Kevin Clark, and I am employed by Seattle City Light.  My qualifications and responsibilities were presented in the exhibit entitled Qualifications, SN-03-Q-WA-03.

Q.
Have you previously submitted testimony in this proceeding?

A.
Yes, we submitted direct testimony identified as exhibit SN-03-E-WA-01.  Our direct testimony, as well as this rebuttal testimony, is submitted 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).  

Q.
What is the purpose of this testimony?

A.
In this testimony we will rebut certain arguments and assertions contained in the direct testimony of Steven Weiss filed on behalf of Save Our Wild Salmon Coalition/NW Energy Coalition, SN-03-E-SA-01.  We also offer reasons why some of the recommendations contained in that testimony should not be adopted.

Q.
Does this rebuttal testimony take issue with all aspects of Mr. Weiss’s testimony?

A.
No, it does not.  There are numerous portions of Mr. Weiss’s testimony where there is substantial agreement on both the objectives and how to achieve them.  Perhaps the most important of these is his endorsement of a “contingent” SN CRAC mechanism that operates on an annual basis, such as we proposed in our direct testimony, and the acknowledgement that BPA and the region face extraordinarily difficult circumstances which warrant the use of financial tools and cost deferrals.  Weiss, SN-03-E-SA-01, page 30, lines 6-21.  Our rebuttal only addresses some specific recommendations with which we take issue. 

Q.
What is the position of Mr. Weiss regarding the adequacy of the revenues that BPA’s SN CRAC will generate?

A.
Mr. Weiss asserts that the revenues generated by the proposed SN CRAC will be inadequate to cover BPA’s costs during the remainder of the rate period.  Weiss, SN-03-E-SA-01, page 5, lines 6-21.

Q.
Do you agree with Mr. Weiss’s assertions in this area?

A.
No, we do not.  BPA has proposed an SN CRAC that will automatically adjust rates annually based on Accumulated Net Revenues (ANR).  Given BPA’s current financial situation, we reluctantly accept the use of an automatic adjustment mechanism for the remainder of this rate period.  In our judgment, the parameter proposed by BPA for the operation of the SN CRAC (SN CRAC Threshold) is more than adequate to cover its projected costs.  If anything, the SN CRAC proposed by BPA may well over-collect BPA’s costs.

Q.
Please explain.

A.
The SN CRAC proposed by BPA is designed to adjust rates based on ANR.  The use of ANR does not take into account events in the next fiscal year that are reasonably likely to occur that will reduce BPA’s need for additional revenues.  Without an express mechanism to take into account such events, the automatic SN CRAC will likely over-collect BPA’s actual costs.  BPA has recognized this problem, and has indicated a willingness to incorporate a mechanism in the SN CRAC to address this problem. McCoy, et al., SN-03-E-BPA-10, page 7, line 10 through page 9, line 8.
Q.
What is the solution to this potential over-collection problem?

A.
The SN CRAC should be modified to incorporate a robust process that would occur just prior to the start of each fiscal year.  This process would include at least two workshops at which interested parties could present information regarding events that are reasonably certain to occur in the next fiscal year and that will affect BPA’s need for revenues. This would permit BPA to take into account such information in setting the final level of the SN CRAC to be collected.  We proposed such a process in our direct testimony. Saleba, et al., SN-03-E-WA-01, page 25, line 6 through page 26, line 2.
Q.
What would be the nature of the information that BPA could obtain in such a process that would permit it to reduce the level of an SN CRAC?

A.
A good example would be information regarding the successful conclusion of settlement discussions over pending litigation challenging the Subscription contracts between BPA and the investor owned utilities, which could result in a decrease in BPA’s payment obligation for the remainder of the rate period.  Another example would be agreements on the availability and size of financial tools (such as Energy Northwest refinancing proceeds) that may occur outside this rate process, but would have a direct bearing on BPA’s need for and size of an SN CRAC rate increase.

Q.
What is the position of Mr. Weiss regarding such a process?

A.
Mr. Weiss supports the idea of an annual review to take into account events that are reasonably likely to occur in the next fiscal year that will positively affect BPA finances and permit a reduction of the SN CRAC rate adjustment.  However, he also advocates that BPA should be permitted to increase the level of the SN CRAC based on such an annual review.  Weiss, SN-03-E-SA-01, page 16, lines 3-21.
Q.
Do you agree with the approach suggested by Mr. Weiss?

A.
No, we do not.  As we proposed in our direct testimony and replied on Data Response attached as SN-03-E-WA-02A, there should be open workshops at which the best available information regarding the next fiscal year is presented to BPA, whether good or bad.  Based on such information, the Administrator should be permitted to reduce the size of the SN CRAC adjustment, or leave it at the level produced by the automatic operation of the SN CRAC.  In no event should the Administrator be allowed to increase the magnitude of the SN CRAC adjustment based on information about the future, as suggested by Mr. Weiss.

Q.
Why do you oppose the suggestion that the Administrator be permitted to increase as well as decrease the size of the SN CRAC?

A. Setting or changing the SN CRAC Thresholds or spending limits on the amounts that can be automatically collected through the SN CRAC is properly the subject of a Section 7(i) rate proceeding.  In contrast, the determination of the portion (if any) of the maximum amount to be collected during a fiscal year is an administrative determination that can be handled in a workshop setting, as is the case in the operation of the LB CRAC.  The suggestion by Mr. Weiss appears to ignore this fundamental distinction.

Q.
What would be the consequence of ignoring this distinction?

A.
Allowing the SN CRAC rate adjustment to be increased through the workshop process would essentially negate the effectiveness of the limits that may be incorporated into the SN CRAC to restrict the amount that can be automatically collected by SN CRAC, such as the SN CRAC Threshold proposed by BPA and the spending limits proposed in our direct testimony.  As a result, it would permit the Administrator to use the SN CRAC to automatically pass through to customers, without any meaningful scrutiny, rate increases for over-spending by BPA and its generating partners, prepayment of Treasury obligations and revenue financing of capital projects.  Recent experience has demonstrated that providing BPA with an automatic pass-through of over-spending removes a major incentive to exercise cost control over both internal BPA costs and those of its generating partners.  BPA apparently shares this concern, and has suggested limiting these adjustments to those that would reduce the level of the SN CRAC.  See, Administrator’s March 26, 2003 letter, attached as SN-03-E-WA-02B.

Q. What is your recommendation regarding the use of information about likely future events in adjusting the level of the SN CRAC?

A. We continue to recommend that there be at least two workshops prior to each fiscal year.  These workshops would provide a forum for presenting to BPA information about events reasonably likely to occur in the next fiscal year that will affect BPA’s need for revenues, both positively and negatively.   To maintain the integrity of the limits established in the SN CRAC, any adjustments by the Administrator as a result of these workshops should be limited to reductions to the level of the automatic SN CRAC.  
Q.
What position does Mr. Weiss take about incorporating spending limits in the SN CRAC?

A. Mr. Weiss appears to oppose the idea that the SN CRAC should contain spending limits that would prohibit the automatic pass through to customers of over-spending by BPA and its generating partners.  Weiss, SN-03-E-SA-01, page 15, lines 4-19.  This opposition is based on the assertion that including spending limits in the SN CRAC that preclude the collection of over-spending will reduce BPA’s financial reserves, and thereby reduce BPA’s Treasury Payment Probability (TPP).  Weiss, SN-03-E-SA-01, page 15, lines 12-19.
Q.
Do you agree with this position?

A. No, we do not.  It is essential to the credibility of the entire SN CRAC proposal   that over-spending by BPA and its generating partners is not automatically translated into a rate increase for BPA’s customers.  To avoid this outcome, we proposed in our direct testimony language that precludes the SN CRAC from collecting expenditures in excess of forecast levels.  Saleba, et al., SN-03-E-WA-01, page 18, lines 1-4.  The SN CRAC mechanism must incorporate such limits on spending if this process is to have any credibility whatsoever.

Q.
Do you agree with the assertion of Mr. Weiss that there is no provision in the SN CRAC for collecting expenditures in excess of the spending caps?

A. No.  BPA included in its proposed SN CRAC the ability to retrigger the SN CRAC in the event that TPP falls below 50%.  General Rate Schedule Provisions, SN-03-E-BPA-03, pages 4-5.  This mechanism would permit BPA to use the SN CRAC to collect funds needed to ensure Treasury payment, even if the cause was over-spending.  

Q.
What is your position on this issue?

A.  The SN CRAC mechanism should not permit BPA to automatically raise rates to cover over-spending, and we have proposed spending limits in the SN CRAC to preclude this outcome.  We also think that if BPA seeks to collect more money from customers due to a lack of spending discipline, the proposed increase must  be subject to a full Section 7(i) rate hearing process.  This would provide interested parties the opportunity for a full, complete and public examination of why the over-spending occurred.  Further, we think that the retriggering of SN CRAC due to revenue financing of capital projects or prepayment of Treasury (other than anticipated in the Debt Optimization Program) should be precluded.  We have proposed language to that affect in our direct testimony.  Saleba, et al., SN-03-E-WA-01, page 22, lines 2-10.  With those caveats, the retriggering mechanism helps to ensure that Treasury payments will be made, and also addresses the concerns raised by Mr. Weiss about including spending limits in the SN CRAC.

Q.
Does Mr. Weiss agree with BPA that current economic circumstances warrant use of a lower TPP standard?
A.
 No, he does not.  Mr. Weiss argues that the TPP standard proposed by BPA will jeopardize its ability to repay the Treasury because BPA has failed to take into account the risks that BPA will face during the remainder of the rate period.  Weiss, SN-03-E-SA-01, page 5, lines 6-21.  He recommends that BPA should significantly increase the TPP standard to 80-88%. Weiss, SN-03-E-SA-01, page 14, line 8 though page 15, line 3.

Q.
Is this the appropriate response to current circumstances?

A.
 No, it is not.  As acknowledged by Mr. Weiss in his direct testimony, the regional economy is currently in very poor shape. Weiss, SN-03-E-SA-01, page 30, lines 6-21. Utility customers are facing economic hardships that have been exacerbated by repeated BPA rate increases.  These circumstances warrant the application of a lower TPP standard, in combination with cost cutting in all sectors, in order to give the economy, and its electric ratepayers, an opportunity to recover.  This is a time when the use of flexibilities available to BPA is not only warranted but is required. 
Q.
Does the proposed SN CRAC give BPA flexibility to address unexpected risks that may occur in this rate period?

A.
Both the SN CRAC proposed by BPA and the modified SN CRAC contained in our direct testimony provide BPA with the opportunity to reopen the SN CRAC on an annual basis should unexpected events require action outside the parameters of the proposed SN CRAC mechanisms.

Q.
Does Mr. Weiss suggest that unexpected events may help as well as hurt BPA’s financial situation?

A.
It appears that Mr. Weiss has focused on events that will be detrimental to BPA’s financial situation, and has proposed ways to make it easier for BPA to increase its rates during the remainder of the rate period.   Rather than looking for ways to implement additional rate increases, BPA, its customers and interested parties should be working collegially to find ways to reduce BPA’s costs in all areas.  It is only by bringing BPA’s costs under control in all areas that the region will be able to recapture the value that BPA has historically provided to the region and its economy.
Q.
Do you have any other thoughts in this area?

A.
The fragile state of the regional economy and the tremendous financial burden that has been shifted from BPA to the region’s electric consumers mandates that the SN CRAC contain a mechanism that not only automatically raises rates, but also one that automatically lowers rates if BPA’s financial circumstances improve.  The value that BPA has traditionally provided to the region and its economy has been its low power rates.  The SN CRAC should not only contain the mechanism for delivering the bad news of rate increases, but should also incorporate a mechanism for providing good news to the region and its economy in the form of automatic rate decreases if BPA’s financial picture brightens.  Our direct testimony contains a mechanism for sharing with the region the benefits of good financial times should they occur.  This, rather than additional rate increases, is the appropriate response to the current state of the regional economy.
Q.
Do you have any concluding remarks?

A.
In making the final decisions in this proceeding, there are four fundamental points that should guide the Administrator.  First, since the region’s ratepayers and the regional economy cannot withstand another double-digit BPA rate increase, the Administrator must take not only ordinary but also extraordinary actions to avoid a rate increase in FY04.  Second, the SN CRAC finally adopted must contain a process for consideration of likely future events to reduce the impact of SN CRAC rate adjustments, and this process must include direct participation by interested parties.  Third, the SN CRAC mechanism must include spending caps to preclude automatic rate increases due to over-spending, and restrictions that preclude a retriggering of SN CRAC due to revenue funding of capital projects and prepayments to Treasury.  And fourth, the SN CRAC should automatically reduce rates if and when BPA’s financial situation improves, so that those who have borne the financial burden of the bad times receive the financial benefit of the good times.

Q.
Does this conclude your testimony?

A.
Yes.

Rebuttal Testimony of

SN-03-E-WA-02

Saleba, Piliaris and Clark


Page 7 of 12

