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U.S. DEPARTMENT OF ENERGY 

BEFORE THE 

BONNEVILLE POWER ADMINISTRATION 

1986 PROPOSED INDUSTRIAL FIRM POWER AND > IP-PF-86- 

PRIORITY FIRM POWER RATE LINK PROCEEDING ) 

CHAPTER I 

IP-PF RATE LINK 

A. I n t r o d u c t i o n  

On J u l y  2, 1986, B o n n e v i l l e  Power A d m i n i s t r a t i o n  (BPA) p u b l i s h e d  i n  the.  
FEDERAL REGISTER a n o t i c e  which d e s c r i  bed a proposed 1 i n k  between r a t e s  
charged t o  BPA' s d i  r e c t - s e r v i  ce' i n d u s t r i  a1 (DSI)  customers and r a t e s  charged 
t o  BPA1s pub1 i c  body and c o o p e r a t i v e  ( p r e f e r e n c e )  customers.  51 Fed. 
Reg. 24,197. (1986>.  . 

BPA s e l l s  power t o  t h e  DSIs under t h e  I n d u s t r i a l  F i r m  Power ( I P )  r a t e  
schedule and, f o r  those  aluminum s m e l t e r s  e l e c t i n g  t o  p a r t i c i p a t e ,  under t h e  
V a r i a b l e  I n d u s t r i a l  Power ( V I )  r a t e  schedule .  The charges c o n t a i n e d  i n  t h e  V I  
r a t e  schedule  a r e  t i e d  t o  t h e  I P  r a t e  schedule.  The IP-85 r a t e  schedule  
c o n t a i n s  t h r e e  r a t e  o p t i o n s :  t h e  I P  Premium r a t e ,  t h e  I P  Standard r a t e ,  and 
an I n c e n t i v e  r a t e .  The I P  Premium r a t e  developed f o r  BPA1s 1985 who lesa le  
r a t e  f i l i n g  r e c o g n i z e s  t h a t  c o n t r a c t  s e r v i c e  p r o v i d e d  t o  t h e  e n t i r e  DSI l o a d  
i s  e s s e n t i a l l y  f i r m  f o r  t h e  c u r r e n t  r a t e  p e r i o d ,  g i v e n  t h e  amount o f  BPA's 
a v a i l a b l e  f i r m  s u r p l u s  p r o j e c t e d  t o  be s o l d  a t  l e s s  t h a n  f u l l y  a l l o c a t e d  
c o s t .  The 1-P Standard r a t e  recogn izes  t h e  lower  q u a l i t y  o f  s e r v i c e  t o  t h e  
f i r s t  q u a r t i l e  ( o n e - f o u r t h )  o f  t h e  DSI l o a d  r e l a t i v e  t o  t h e  q u a l i t y  o f  s e r v i c e  
p r o v i d e d  under t h e  I P  Premium r a t e .  The I n c e n t i v e  r a t e  i s  an o p t i o n  which i s  
o f f e r e d  a t  t h e  BPA A d m i n i s t r a t o r ' s  d i s c r e t i o n .  

BPA's p r e f e r e n c e  customers c u r r e n t l y  purchase power under t h e  P r i o r i t y  
F i r m  Power (PF) r a t e  schedu le  f o r  s e r v i c e  t o  t h e i r .  f i r m  power l oads .  

. P r e f e r e n c e  customers a l s o  may purchase power under t h e  New Resource F i r m  Power 
(NR) r a t e  schedule  f o r  s e r v i c e  t o  new l a r g e  s i n g l e  l oads .  

The f u n c t i o n a l  r e l a t i o n s h i p  proposed by BPA between t h e  r a t e s  t o  t h e  DSIs 
and t h e  r a t e s  t o  BPA's p r e f e r e n c e  customers i s  r e f e r r e d  t o  as t h e  IP-PF r a t e  
1 i n k .  The IP-PF r a t e  l i n k  i s  a methodology which would be used i n  f u t u r e  = 

who1 esa l  e r a t e  ad jus tmen t  p roceed i  ngs as p a r t  o f  t h e  d e t e r m i n a t i o n  of  t h e  



l e v e l  o f  t h e  r a t e  f o r  c o n t r a c t  s e r v i c e  ( t h e  I P  Premium r a t e  o r  i t s  s u c c e s s o r )  
and t h e  r a t e  f o r  q u a l i t y  o f  s e r v i c e  t h a t  i s  l e s s  t h a n  c o n t r a c t  s e r v i c e  ( t h e  I P  
S t a n d a r d  r a t e  o r  i t s  s u c c e s s o r > .  The IP-PF r a t e  l i n k  i s  p roposed t o  be 
e f f e c t i v e  f o r  t h e  p e r i o d  b e g i n n i n g  J u l y  1, 1985 ( t h e  e f f e c t i v e  d a t e  o f  t h e  
1985 r a t e s ) ,  t h r o u g h  t h e  l a s t  r a t e  p e r i o d  commencing b e f o r e  June 30, 1990. 
The r a t e  1  i n k  e s t a b l i s h e d  i n  t h e  1985 w h o l e s a l e  r a t e  f i  1  i n g  f o r  t h e  c u r r e n t  
r a t e  p e r i o d  wou ld  be used t o  d e t e r m i n e  t h e  I P  r a t e  l e v e l s  f o r  f u t u r e  r a t e  
p e r i o d s ;  i t  wou ld  be a d j u s t e d  i n  each subsequent  r a t e  p e r i o d  commencing b e f o r e  
June 30, 1990, p u r s u a n t  t o  t h e  proposed f o r m u l a s .  

Two p a r t i e s  t o  t h e  IP-PF r a t e  l i n k  p r o c e e d i n g ,  t h e  Inves tor -Owned 
U t i l i t i e s  (IOU) and Puget  Sound Power and L i g h t  Company (PSP&L), f i l e d  
t e s t i m o n y  i n  o p p o s i t i o n  t o  BPA's i n i t i a l  p r o p o s a l .  However, t h e s e  two  p a r t i e s  
w i t h d r e w  t h e i r  t e s t i m o n y  l a t e r  i n  t h e  p r o c e e d i n g  and t h e  IOUs a rgued  t h a t  t h e  
Record o f  D e c i s i o n  f o r  t h e  p r o c e e d i n g  s h o u l d  be based s o l e l y  on  BPA's case.  
IOU, IP-PF-86-M-26, 1; PSP&L, IP-PF-86-M-25, 1. Ano the r  p a r t y  t o  t h e  
p r o c e e d i n g ,  Mr .  A u s t i n  C o l l i n s ,  f i l e d  s t a t e m e n t s  i n  o p p o s i t i o n  t o  t h e  IP-PF 
r a t e  1  i n k .  C o l l  i n s ,  P-AC-01; C o l l  i n s ,  IP-PF-86-M-28. Two p a r t i e s ,  t h e  Pub1 i c  
Power C o u n c i l  (PPC) and t h e  DSIs ,  f i l e d  B r i e f s  on  E x c e p t i o n s .  The PPC 
g e n e r a l l y  s u p p o r t e d  t h e  IP-PF r a t e  1  i n k ,  b u t  opposed t h e  p o t e n t i a l  t e r m  o f  
BPA's- p r o p o s a l  . B r i e f  on  E x c e p t i o n s ,  PPC, R-PP-01 , 3. The DSIs exp ressed  
s u p p o r t  for BPA1s p r o p o s a l .  B r i e f  o n  E x c e p t i o n s ,  DSI, R-DS-01, 1-3. The DSIs 
a l s o  f i l e d  a  response  t o  t h e  PPC's B r i e f  on  E x c e p t i o n s .  Response t o  PPC B r i e f  
o n  E x c e p t i o n s ,  DSI, R-DS-02. 

Comments o n  BPA1s p r o p o s a l  were r e c e i v e d  f r o m  f i v e  p a r t i c i p a n t s .  The 
comments ranged  f rom s t r o n g  s u p p o r t  fo r  t h e  proposed r a t e  l i n k  t o  s t r o n g  
o p p o s i t i o n .  

T h i s  Record o f  D e c i s i o n  i s  based o n  BPA1s i n i t i a l  p r o p o s a l ,  t h e  d i r e c t  
t e s t i m o n y  o f  BPA1s two  w i t n e s s e s ,  and comments r e c e i v e d  f r o m  p a r t i c i p a n t s  and 
p a r t i e s .  C h a p t e r  I addresses i s s u e s  r e l a t e d  t o  t h e  proposed r a t e  1  i n k  as 
p r e s e n t e d  i n  t h e  t e s t i m o n y  o f  BPA w i t n e s s  R o b e r t  E. D i f f e l y ,  E-BPA-01. 
Chap te r  I 1  addresses t h e  p o r t i o n s  o f  t h e  DSI O p t i o n s  Env i ronmen ta l  I m p a c t  
S ta temen t  r e l e v a n t  t o  t h e  p roposed  r a t e  l i n k ,  as sponsored by  BPA w i t n e s s  

. S h e r y l  E. P a l m a t i e r ,  E-BPA-02. Append ix  A  o f  t h i s  Record o f  D e c i s i o n  d e f i n e s  
and d e s c r i b e s  t h e  proposed IP-PF r a t e  l i n k  i t s e l f .  

B. H i s t o r y  o f  t h e  IP-PF Rate  L i n k  

I n  r e c e n t  y e a r s ,  t h e  amount o f  e l e c t r i c  power used by  t h e  DSIs,  
p a r t i c u l a r l y  t h e  a luminum p l a n t s ,  has f l u c t u a t e d  and d e c l i n e d  s i g n i f i c a n t l y .  
The c h a n g i n g  demand f o r  power has r e s u l t e d  i n  u n c e r t a i n t y  a b o u t  BPA1s f u t u r e  
r e s o u r c e  p l a n n i n g ,  f i n a n c i a l  s t r e n g t h ,  and r a t e  s t a b i l i t y .  

I n  t h e  1985 w h o l e s a l e  power r a t e  p r o c e e d i n g ,  t h e  DSIs p roposed  t h a t  t h e  I P  
S t a n d a r d  r a t e  be s e t  equa l  t o  t h e  PF r a t e  on  a  l o n g - t e r m  b a s i s  t o  p r o v i d e  t h e  
DSIs w i t h  i n c r e a s e d  r a t e  s t a b i l i t y .  The BPA A d m i n i s t r a t o r  s u p p o r t e d  l i n k i n g  
t h e  I P  and PF r a t e s  i n  some f o r m a l ,  l o n g - t e r m  f a s h i o n  t o  p r o v i d e  t h e  DSIs w i t h  
r a t e  c e r t a i n t y  f o r  p l a n n i n g  i n v e s t m e n t s  and t o  r e d u c e  t h e  c o n t e n t i o u s n e s s  o f  
f u t u r e  BPA r a t e  cases.  Such a  l o n g - t e r m  l i n k  was n o t  e s t a b l i s h e d  i n  t h e  1985 
r a t e  p r o c e e d i n g ,  b u t  t h e  A d m i n i s t r a t o r  p l e d g e d  " t o  f a c i l i t a t e  t h e  deve lopment  



and adop t ion  of a  long- term,pol  i c y "  t o  1  i n k  t he  two r a t e s .  1985 
A d m i n i s t r a t o r ' s  Record o f  Dec is ion ,  WP-85-A-02, 245. 

I n  1985, BPA concluded an a n a l y s i s  of mid- t o  long-term po l  i cy and r a t e  
o p t i o n s  a v a i l a b l e  t o  t he  Adm in i s t r a to r  t o  address t he  problems caused by 
f l u c t u a t i o n s  i n  t he  DSI demand f o r  e l e c t r i c i t y .  BPA examined f i v e  o p t i o n s  t o  
a s s i s t  t h e  DSIs i n  m a i n t a i n i n g  t h e i r  load '  l e v e l s :  (1 )  a  v a r i a b l e  DSI r a t e  
t i e d  t o  t h e  p r i c e  o f  aluminum; (2 )  a  r e d u c t i o n  i n  c u r r e n t  DSI r a t e s  i n  r e t u r n  
f o r  increased BPA r i g h t s  t o  i n t e r r u p t  DSI loads i n  t he  f u t u r e ;  ( 3 )  an 
amendment t o  t he  DSI power sa les  con t rac t s  a l l o w i n g  t he  DSIs t o  purchase 
e l e c t r i c i t y  from o t h e r  suppl i e r s  who cou ld  p rov i de  more a t t r a c t i v e  r a t e s  than 
BPA; (4 )  f i n a n c i a l  suppor t  f r om  BPA t o  encourage conserva t ion  and 
modern iza t ion  investments  i n  a1 umi num smel ters ;  and (5 )  no a c t i o n .  The 
a n a l y s i s  r e s u l t e d  i n  t he  p u b l i c a t i o n  o f  t he  f i n a l  DSI Opt ions Study i n  
June 1985. Based on t he  r e s u l t s  o f  the  d r a f t  s tudy  and p u b l i c  comments 
r ece i ved  on the  s tudy,  BPA concluded i n  t he  f i n a l  DSI Opt ions Study t h a t  two 
o f  the  o p t i o n s  should be pursued f u r t h e r :  (1  > a  v a r i a b l e  power r a t e  1  inked  t o  
t he  p r i c e  o f  aluminum t o  be o f f e r e d  t o  t he  aluminum smel ter  DSIs; and 
(2 )  1  i m i  t e d  BPA f i nanci  a1 suppor t  f o r  conserva t ion  and modern iza t ion  o f  
aluminum sme l te rs .  I n  a d d i t i o n ,  t he  DSI Opt ions Study announced BPA's 
d e c i s i o n  t o  i n i t i a t e  a  formal  r a t e  hear ing  t o , c o n s i d e r  t he  des ign  of a  
long-term l i n k  between r a t e s  t o  t he  DSIs and r a t e s  t o  BPA's preference 
customers. 

I n  August and September 1985, BPA met w i t h  members o f  i n t e r e s t e d  customer 
groups and o t h e r  o r g a n i z a t i o n s  t o  exp lo re  a l t e r n a t e  ways t o  develop an TP-PF 
r a t e  1  i n k .  Several  proposal  s  were d i  scussed a t  t he  meetings . BPA' s  proposed 
IP-PF r a t e  l i n k  i s  based on a  proposal  developed by two o f  BPA's customer 
groups, t h e  DSIs and t h e  PPC. 

C. Leqal ~ u i d e l  i nes  

1. General Rate Gui de l  i nes - 

Sec t i on  6  o f  t he  Bonnev i l l e  P r o j e c t  Ac t ,  16 U.S.C. 5 832e, r e q u i r e s  
t h a t  t he  BPA A d m i n i s t r a t o r  prepare schedules o f  r a t e s  and charges f o r  e l e c t r i c  
energy. BPA's r a t e s  a re  e f f e c t i v e  upon c o n f i r m a t i o n  and. approva l  by t he  
Federal  Energy Regu la to ry  Commission (FERC). Sec t i on  6  d i r e c t s  t h e  
Adm in i s t r a to r  t o  e s t a b l i s h  r a t e s  w i t h  a  v iew t o  encouraging t h e  w ides t  
p o s s i b l e  d i v e r s i f i e d  use of e l e c t r i c  energy. Sec t i on  7 o f  t h e  B o n n e v i l l e  
P r o j e c t  Ac t ,  16 U.S.C. 5 832f ,  p rov ides  t h a t  r a t e  schedules a re  t o  be 
es tab l i shed  hav ing  rega rd  t o  t he  recovery  o f  t he  c o s t  o f  p roduc ing  and 
t r a n s m i t t i n g  e l e c t r i c  energy,  i n c l u d i n g  t he  a m o r t i z a t i o n  o f  t h e  Federal  
c a p i t a l  investment  i n  t h e  gene ra t i on  and t r ansm iss i on  systems over  a  
reasonable number o f  years .  

The ~ e d e r a ' l  Columbia R i ve r  'Transmission System Ac t ,  16 u'.s.c. 5 838, 
con ta ins  requi rements  s i m i l a r  t o  those o f  t he  B o n n e v i l l e  P r o j e c t  Ac t .  Th is  
Ac t  p rov ides  t h r e e  s p e c i f i c  g u i d e l i n e s  f o r  t h e  es tab l i shment  of r a t e s  by t h e  
Adm in i s t r a to r :  ( a )  t o  s e t  r a t e s  w i t h  a  v iew t o  encouraging t h e  w ides t  
p o s s i b l e  d i v e r s i f i e d  use o f  e l e c t r i c  power a t  t h e  lowes t  p o s s i b l e  r a t e s  t o  
consumers c o n s i s t e n t  w i t h  sound business p r i n c i p l e s ;  (b) t o  s e t  r a t e s  w i t h  
regard  t o  the  recovery  o f  t h e  c o s t  o f  p roduc ing  and t r a n s m i t t i n g  e l e c t r i c  



power, i n c l u d i n g  t h e  a m o r t i z a t i o n  o v e r  a  reasonab le  p e r i o d  o f  y e a r s  of  t h e  
c a p i t a l  i n v e s t m e n t  a1 l o c a t e d  t o  power; and ( c )  t o  s e t  r a t e s  a t  l e v e l s  wh ich 
produce such a d d i t i o n a l  revenues as may be r e q u i r e d  t o  pay when due t h e  
p r i n c i p a l  , premi ums, d i  scounts ,  expenses, and i n t e r e s t  i n  c o n n e c t i o n  w i  t h  
bonds i s s u e d  under t h e  A c t ,  i n c l u d i n g  amounts r e q u i r e d  t o  e s t a b l i s h  and 
m a i n t a i n  r e s e r v e  accounts .  

The F lood  C o n t r o l  A c t  o f  1944 d i r e c t s  t h a t  t h e  s a l e  o f  e l e c t r i c  power 
f r o m  c e r t a i n  r e s e r v o i r  p r o j e c t s  t a k e  p l a c e  " i n  such a  manner as t o  encourage 
t h e  most w idespread use t h e r e o f  a t  t h e  l o w e s t  p o s s i b l e  r a t e s  t o  consumers 
c o n s i s t e n t  w i t h  sound bus iness p r i n c i p l e s . "  16 U.S.C. 3 825s. The A c t  a l s o  
p r o v i d e s  t h a t  " r a t e  schedules shou ld  be drawn h a v i n g  r e g a r d  t o  t h e  
r e c o v e r y  . . . o f  t h e  c o s t  o f  p r o d u c i n g  and t r a n s m i t t i n g  such e l e c t r i c  
energy. "  16 U.S.C. 3 825s. 

The P a c i f i c  Nor thwest  E l e c t r i c  Power P l a n n i n g  and C o n s e r v a t i o n  A c t  
( P a c i f i c  Nor thwes t  Power A c t ) ,  16 U.S.C. 3 839e, p r o v i d e s  a d d i t i o n a l  r a t e  
g u i d e l i n e s .  S e c t i o n  7  o f  t h e  P a c i f i c  Nor thwest  Power A c t  d i r e c t s  t h e  
Admini s t r a t o r  t o  e s t a b l i s h ,  and p e r i o d i c a l l y  r e v i e w  and r e v i s e ,  r a t e s  f o r  t h e  
s a l e  and d i s p o s i t i o n  o f  e l e c t r i c  energy and c a p a c i t y  and f o r  t h e  t r a n s m i s s i o n  
of  non-Federal power-. The r a t e s  a r e  t o  be s e t  so t h a t  BPA r e c o v e r s ,  o v e r  a  
reasonab le  p e r i o d  o f  y e a r s ,  i n  accordance w i t h  sound bus iness  p r i n c i p l e s ,  t h e  
c o s t s  a s s o c i a t e d  w i t h  t h e  a c q u i s i t i o n ,  c o n s e r v a t i o n ,  and t r a n s m i s s i o n  o f  
e l e c t r i c  power, i n c l u d i n g  t h e  a m o r t i z a t i o n  o f  t h e  Federa l  i n v e s t m e n t  i n  t h e  
Federa l  Columbia R i v e r  Power System (FCRPS) ( i n c l u d i n g  i r r i g a t i o n  c o s t s  
r e q u i r e d  t o  be r e p a i d  o u t  o f  power revenues) .  O the r  r a t e  d i r e c t i v e s  w i t h i n  
s e c t i o n  7  d e s c r i b e  how t h e  r a t e s  f o r  i n d i v i d u a l  customer groups a r e  d e r i v e d .  

2. S p e c i f i c  Rate G u i d e l i n e s  

Rates f o r  t h e  DSIs a r e  t o  be s e t  a c c o r d i n g  t o  p r o v i s i o n s  c o n t a i n e d  i n  
s e c t i o n  7 ( c >  o f  t h e  P a c i f i c  Nor thwes t  Power A c t .  S e c t i o n  7 ( c ) ( 2 )  p r o v i d e s  
t h a t ,  b e g i n n i n g  J u l y  1, 1985, r a t e s  t h a t  a p p l y  t o  DSI customers:  

. . . s h a l l  be based upon t h e  A d m i n i s t r a t o r ' s  a p p l i c a b l e  
who le fa le  r a t e s  t o  . . . pub1 i c  body and c o o p e r a t i v e  
customers and t h e  t y p i c a l  marg ins  i n c l u d e d  b y  such p u b l i c  
body and c o o p e r a t i v e  customers i n  t h e i r  r e t a i l  r a t e s  . . . . 
S e c t i o n  7 ( c ) ( 2 >  f u r t h e r  p r o v i d e s  t h a t  t h e  r a t e  d e t e r m i n a t i o n  must 

t a k e  i n t o  accoun t :  

. . . ( a )  t h e  compara t i ve  s i z e  and c h a r a c t e r  o f  t h e  loads  
served;  ( b )  t h e  r e l a t i v e  c o s t s  o f  e l e c t r i c  c a p a c i t y ,  
energy,  t r a n s m i s s i o n ,  and r e l a t e d  d e l i v e r y  f a c i l i t i e s  
p r o v i d e d  and o t h e r  s e r v i c e  p r o v i s i o n s ;  and ( c )  d i r e c t  and 
i n d i r e c t  overhead c o s t s ,  a l l  as r e l a t e d  t o  t h e  d e l i v e r y  o f  
power t o  i n d u s t r i a l  customers . . . . 

F i n a l  l y ,  s e c t i o n  7 ( c ) ( 2 )  p r o v i d e s  t h a t  DSI r a t e s :  

. . . s h a l l  i n  no e v e n t  be l e s s  t h a n  t h e  r a t e s  i n  e f f e c t  
f o r  t h e  c o n t r a c t  y e a r  end ing  on June 30, 1985. 



S e c t i o n  7 ( c ) ( 3 )  p r o v i d e s  t h a t  D S I . r a t e s  must be a d j u s t e d :  

. . . t o  t a k e  i n t o  account  t h e  v a l u e  o f  power system 
r e s e r v e s  made ava i  l a b l e  t o  t h e  Admini s t r a t o r  t h r o u g h  h i  s  
r i g h t s  t o ' i n t e r r u p t  o r  c u r t a i l  s e r v i c e  t o  such d i r e c t  
s e r v i c e  i n d u s t r i  a1 customers.  

3. C o n f i r m a t i o n  and Approval  

The P a c i f i c  Nor thwest  Power A c t  s p e c i f i e s  i n  s e c t i o n  7 ( a ) ( 2 )  t h a t  
r a t e s  become e f f e c t i v e  upon i n t e r i m  o r  f i n a l  app rova l  by FERC. 
16 U.S.C. 5 839e(a ) (2 ) .  FERC must r e v i e w  BPA's r a t e s  t o  de te rm ine  t h a t  
( a )  r a t e s  a r e  s u f f i c i e n t  t o  assure  repayment o f  t h e  Federa l  i nves tmen t  i n  t h e  
FCRPS o v e r  a  reasonab le  number o f  yea rs  a f t e r  f i r s t  mee t ing  BPA's o t h e r  c o s t s ;  
( b )  r a t e s  a r e  based on BPA's t o t a l  system c o s t s ;  and ( c )  t r a n s m i s s i o n  r a t e s  
e q u i t a b l y  a1 l o c a t e  t h e  c o s t s  o f  t h e  Federa l  t ransmi  s s i o n  system between 
Federa l  and non-Federal power u s i n g  t h e  system. Pursuant  t o  s e c t i o n  7 ( i  ) ( 6 )  
of  t h e  P a c i f i c  Nor thwest  Power A c t ,  t h e  Commission has promulgated procedures  
f o r  t h e  approva l  o f  BPA r a t e s .  See 18 C.F.R. P a r t  300. 

D. Purpose and Goals o f  t h e  IP-PF Rate L i n k  

The purpose o f  t h e  IP-PF r a t e  1  i n k  i s  t o  e s t a b l i s h  a  l ong - te rm ra temak ing  
method based on r e s u l t s  d e r i v e d  i n  BPA's 1985 r a t e  f i l i n g .  T h i s  ra temak ing  
method w i l l  be used i n  f u t u r e  r a t e  f i l i n g s .  BPA i n t e n d s  t o  submi t  t h e  
proposed IP-PF r a t e  1  i nk t o  FERC f o r  c o n f i r m a t i o n  and approva l  w i  t h  BPA' s  n e x t  
genera l  r a t e  f i 1 i ng . 

BPA seeks t o  ach ieve  two g o a l s  t h r o u g h  i m p l e m e n t a t i o n  o f  th'e IP-PF r a t e  
l i n k .  The f i r s t  i s  t o  i n c r e a s e  BPA's l o a d  p l a n n i u g  c e r t a i n t y  by p r o v i d i n g  
BPA' s  DSI customers w i t h  improved r a t e  p r e d i  c t a b i  1  i t y  f o r  t h e  mid- term. 
Improved r a t e  p r e d i c t a b i  1  i t y  would reduce t h e  p o t e n t i a l  f o r  p l a n t  c l o s u r e s ;  
BPA thus  wou ld  be a b l e  to  f o r e c a s t - m o r e  a c c u r a t e l y  i t s  r e s o u r c e  and revenue 
needs. The second goa l  i s  t o  reduce b o t h  t h e  need f o r  d a t a  c o l l e c t i o n  
r e q u i r e m e n t s  and t h e  c o n t r o v e r s y  a s s o c i a t e d  w i t h  s e t t i n g  t h e  l e v e l  of  t h e  
r a t e s  charged t h e  DSIs i n  ' f u t u r e  BPA r a t e  cases. 

E. D e r i v a t i o n  and A p p l i c a t i o n  of  t h e  IP-PF Rate L i n k  

1. Development of t h e  IP-85 Rates 

I n  i t s  1985 r a t e  p r o p o s a l ,  BPA, for t h e  f i r s t  t i m e ,  deve loped 
methodo log ies  f o r  d e t e r m i n i n g  t h e  I P  r a t e  a c c o r d i n g  t o  th.e post-1985 r a t e  
d i r e c t i v e s  c o n t a i n e d  i n  t h e  P a c i f i c  Nor thwest  Power A c t .  I n  p r i o r  r a t e  
fi 1 i n g s ,  BPA based t h e  I P  r a t e  on c o s t s  a1 l o c a t e d  t o  t h e  DSI customer c l a s s  as 
d i r e c t e d  i n  s e c t i o n  7 ( c ) ( l )  o f  the, P a c i f i c  Nor thwest  Power A c t ,  t h e n  c r e d i t e d  
t h e  DSIs w i t h  t h e  v a l u e  o f  system r e s e r v e s  t h e y  p r o v i d e  t h r o u g h  BPA's 
c o n t r a c t u a l  r i g h t s  to  i n t e r r u p t  p o r t i o n s  o f  t h e i r  l o a d s .  

The post-1985 r a t e  d i r e c t i v e s  p r o v i d e  f o r  t h e  I P  r a t e  t o  be d e r i v e d  
by  add ing  a  marg in ,  as a d j u s t e d ,  t o  an average r a t e  based on t h e  a p p l i c a b l e  
who1 e s a l  e  r a t e s  t o  BPA' s  pub1 i c body and c o o p e r a t i v e  cus tomers .  The r ' esu l  t i  ng 



DSI r a t e  l e v e l ,  t h e  margin-based I P  r a t e ,  i s  s u b j e c t  t o  t h e  f l o o r  r a t e  
p r o v i s i o n s  o f  s e c t i o n  7 ( c > ( 2 > ,  wh ich  p r o v i d e  f o r  a  minimum DSI r a t e  l e v e l .  If 
t h e  marg in-based I P  r a t e  i s  l e s s  t h a n  t h e  f l o o r  r a t e ,  t h e  I P  r a t e s  a r e  d e f i n e d  
by  t h e  f l o o r  r a t e .  The v a l u e  o f  r e s e r v e s  (VOR) c r e d i t  i s  t h e n  s u b t r a c t e d .  

I n  i m p l e m e n t i n g  t h e  pos t -1985 DSI r a t e  d i r e c t i v e s  f o r  t h e  1985 
w h o l e s a l e  r a t e  f i l i n g ,  BPA f i r s t  d e r i v e d  a  f i s c a l  y e a r  (FY) 1987 u n a d j u s t e d  
m a r g i n  f o r  pub1 i c  agenc ies  and c o o p e r a t i v e s .  The c a l c u l a t i o n  used h i s t o r i c a l  
and p r o s p e c t i v e  c o s t  o f  s e r v i c e  d a t a  f o r  19 u t i l i t i e s  h a v i n g  49 r e t a i l  
i n d u s t r i a l  consumers w i t h  a  minimum o f  3.5 megawatts o f  peak demand p e r  
consumer. 

A s i z e  o f  l o a d  a d j u s t m e n t  was t h e n  made t o  t h e  FY 1987 u n a d j u s t e d  
marg in .  The s i z e  o f  l o a d  adj 'ustment  accoun ts  f o r  t h e  l o w e r  p e r - k i l o w a t t h o u r  
c o s t s  o f  d e l i v e r y  ( d i s t r i b u t i o n )  f a c i l i t i e s  i n s t a l l e d  t o  s e r v e  t h e  l a r g e r  DSI 
l o a d s .  The r e s u l t  was t h e  Premium m a r g i n ,  t h e  m a r g i n  wh ich  r e c o g n i z e s  t h e  
q u a l i t y  o f  s e r v i c e  p r o v i d e d  under  t h e  I P  Premium r a t e .  

To d e r i v e  t h e  I P  S tandard  marg in ,  t h e  m a r g i n  wh ich  r e c o g n i z e s  t h e  
q u a l i t y  o f  s e r v i c e  t o  t h e  DSI f i r s t  q u a r t i l e  under  t h e  I P  S tandard  r a t e ,  BPA 
s u b t r a c t e d  t h e  c h a r a c t e r  o f  s e r v i c e - a d j u s t m e n t  f r o m  t h e  I P  Premium m a r g i n .  
The c h a r a c t e r  o f  s e r v i c e  a d j u s t m e n t  accoun ts  for t h e  l o w e r  q u a l i t y  o f  s e r v i c e  
p r o v i d e d  t h e  DSI f i r s t  q u a r t i  l e  under  t h e  I P  S t a n d a r d  r a t e  r e 1 a t i v . e  t o  t h e  
q u a l i t y  o f  s e r v i c e  p r o v i d e d  under  t h e  I P  Premium r a t e .  

The I P  Premium m a r g i n  d e r i v e d  f o r  t h e  1985 w h o l e s a l e  power r a t e  
f i l i o g  was 2.82 m i l l s  p e r  k i l o w a t t h o u r .  The c h a r a c t e r  o f  s e r v i c e  a d j u s t m e n t  
t o  t h e  I P  Premium m a r g i n  was .54 m i l l  p e r  k i l o w a t t h o u r ,  r e s u l t i n g  ' i n  an I P  
S tandard  m a r g i n  o f  2.28 m i l l s  p e r  k i l o w a t t h o u r .  

To d e t e r m i n e  t h e  a p p l  i c a b l e  w h o l e s a l e  r a t e  i n  t h e  1985 w h o l e s a l e  r a t e  
p r o c e e d i n g ,  BPA a p p l i e d  t h e  PF r a t e  charges ( a f t e r  a l l  r a t e  a d j u s t m e n t s ,  
e x c e p t  f o r  t h e  f loor  r a t e  a d j u s t m e n t ,  PF c l a s s i f i c a t i o n ,  and s c a l i n g )  t o  t h e  
f o r e c a s t e d  DSI demand and ene rgy  b i l l i n g  d e t e r m i n a n t s .  (The sequence of any 
r a t e  a d j u s t m e n t s  r e l a t e d  t o  p r o v i s i o n s  o f  s e c t i o n s  7 ( b ) ( 2 )  and 7 ( b ) ( 3 )  o f  t h e  
P a c i f i c  N o r t h w e s t  Power A c t  was n o t  r e s o l v e d  i n  t h e  1985 g e n e r a l  r a t e  case . )  
Had BPA1s p r e f e r e n c e  cus tomers  been expec ted  t o  purchase power under  t h e  NR 
r a t e ,  t h e  expec ted  s a l e s  under  t h e  NR r a t e  a l s o  wou ld  have been f a c t o r e d  i n t o  
t h e  a p p l i c a b l e  w h o l e s a l e  r a t e  c a l c u l a t i o n .  

BPA added t h e  I P  S t a n d a r d  m a r g i n  t o  t h e  a p p l i c a b l e  w h o l e s a l e  r a t e  t o  
o b t a i n  t h e  marg in-based I P  S t a n d a r d  r a t e .  I n  t h e  1985 g e n e r a l  r a t e  case,  t h e  
margin-based I P  S tandard  r a t e  was l o w e r  t h a n  t h e  DSI f l o o r  r a t e .  The re fo re ,  
t h e  I P  S t a n d a r d  r a t e  was s e t  a t  t h e  f loor  r a t e .  The d i f f e r e n c e  between t h e  I P  
Premium m a r g i n  and t h e  I P  S tandard  m a r g i n ,  . 54  m i l l  p e r  k i l o w a t t h o u r ,  was t h e n  
added t o  t h e  I P  S t a n d a r d  r a t e  t o  d e t e r m i n e  t h e  l e v e l  o f  t h e  I P  Premium r a t e .  

F i n a l l y ,  BPA c a l c u l a t e d  t h e  VOR c r e d i t  t o  r e f l e c t  t h e  v a l u e  o f  BPA1s 
c o n t r a c t u a l  r i g h t s  t o  r e s t r i c t  DSI l o a d s  under  c e r t a i n  s p e c i f i e d  c o n d i t i o n s .  
The F e d e r a l  g e n e r a t i o n  sys tem can use t h e  r i g h t  t o  r e s t r i c t  DSI l o a d s  as p a r t  
o f  i t s  sys tem r e s e r v e  r e q u i r e m e n t .  The F e d e r a l  sys tem r e s e r v e s  p r o v i d e d  by  
t h e  DSI r e s t r i c t i o n  r i g h t s  a r e  c a t e g o r i z e d  i n t o  f o r c e d  o u t a g e  r e s e r v e s ,  
s t a b i l i t y  r e s e r v e s ,  and p l a n t  d e l a y  r e s e r v e s .  The VOR a n a l y s i s  q u a n t i f i e s  t h e  



b e n e f i t  r e s u l t i n g  f r o m  BPA's c o n t r a c t u a l  r i g h t s  t o  r e s t r i c t  t h e  DSI l o a d  by 
examin ing  t h e  most f e a s i b l e ,  l e a s t - c o s t  a l t e r n a t i v e s  t o  p r o v i d i n g  those  
r e s e r v e s .  

The a c t u a l  amount o f  t h e  VOR c r e d i t  t o  t h e  DSIs i s  c a l c u l a t e d  u s i n g  a  
share- the-sav i  ngs concep t .  The sum o f  t h e  a1 t e r n a t i v e  c o s t  o f  p r o v i d i n g  
system r e s e r v e s  and t h e  c o s t  o f  a  r e s t r i c t i o n  t o  t h e  DSIs i s  d i v i d e d  b y ' t w o .  
The VOR c r e d i t  t o  t h e  DSIs r e f l e c t e d  i n  BPA1s 1985 f i n a l  who lesa le  r a t e  f i l i n g  
i s  1.90 mi 1 1  s  pe r  k i  l o w a t t h o u r .  T h i s  amount was app l  i e d  t o  t h e  f i n a l  IP-85 
Premium and IP-85 Standard  r a t e s .  

2 .  Components o f  t h e  Proposed IP-PF Rate L i n k  Formula 

BPA's proposed f o r m u l a  f o r  t h e  IP-PF r a t e  l i n k  i s  con.~pr ised of two 
components: ( a )  t h e  e f f e c t i v e  r a t e  l i n k ,  o r  t h e  n e t  Premium and n e t  S tandard  
marg ins ,  de te rm ined  i n  t h e  1985 r a t e  case; and ( b )  an i n f l a t i o n  a d j u s t m e n t .  

The e f f e c t i v e  r a t e  l i n k  f o r  t h e  c u r r e n t  r a t e  p e r i o d  i s  based on t h e  
r e s u l t s  p r e s e n t e d  i n  t h e  F i n a l  1985 S e c t i o n  7 ( c ) ( 2 )  I n d u s t r i a l  M a r g i n  Study  
and t h e  F i  n a l  1985 Who1 e s a l e  Power Rate Des ign  Study .  WP-85-FS-BPA-04 and 
-05. The n e t  Premium m a r g i n  f o r  t h e  c u r r e n t  r a t e  p e r i o d  i s  .92 mi 11 p e r  . 

k i  l o w a t t h o u r ,  t h e  d i f f e r e n c e  between t h e  I P  Premium m a r g i n  o f  2.82 mi 11 s  p e r  
k i  l o w a t t h o u r  and t h e  VOR c r e d i t  o f  1.90 mi 11s p e r  k i  l o w a t t h o u r .  The c h a r a c t e r  
of s e r v i c e  a d j u s t m e n t  i s  .54 m i l l s  p e r  k i l o w a t t h o u r .  T h e r e f o r e ,  t h e  n e t  
S tandard  m a r g i n  i s  .38 mi 11s p e r  k i  l o w a t t h o u r  .( .92 mi 11s p e r  k i  l o w a t t h o u r  l e s s  
.54  m i l l s  p e r  k i l o w a t t h o u r ) .  D i f f e l y ,  BPA, E-BPA-01, 9.  

The a d o p t i o n  o f  t h e  marg in  and VOR c r e d i t  c a l c u l a t e d  , i n  t h e  1985 r a t e  
f i l i n g  as t h e  b a s i s  f o r  t h e  IP-PF r a t e  l i n k  i s  a p p r o p r i a t e  f o r  a  number o f  

. 

reasons.  F i r s t ,  t h e  I P  Premium r a t e  margin,, t h e  I P  S tandard  m a r g i n ,  and t h e  
v a l u e  o f  reser.ves c r e d i t  were e v a l u a t e d  f u l l y  i n  t h e  1985 r a t e  p roceed ing ,  an 
e x t e n s i v e  h e a r i n g  and pub1 i c  r e v i e w  p rocess ,  and were de te rm ined  by t h e  
Admi n i  s t r a t o r  t o  be based on  reasohab l  e  ana l yses  and assumpt ions .  The Premi I J ~  

r a t e  and S tandard  r a t e  marg ins  were c a l c u l a t e d  u s i n g  a  d a t a  base sponsored by 
t h r e e  o f  BPA's ma jo r  customer groups,  wh ich  demonst ra tes  w idespread s u p p o r t  
f o r  t h e  d a t a  base. ~ i f f e l y ,  BPA, E-BPA-01, 10. 

Fu r the rmore ,  i t  i s  1 i k e l y  t h a t  t h e  r e s u l t s  produced by ana lyses  
u p d a t i n g  t h e  c a l c u l a t i o n s  o f  t h e  I P  Premium marg in ,  t h e  I P  S tandard  marg in ,  
and t h e  VOR c r e d i t  would be f a i r l y  s t a b l e  t h r o u g h  t h e  end o f  t h e  e f f e c t i v e  
p e r i o d  proposed f o r  t h e  IP-PF r a t e  l i n k .  The d e r i v a t i o n s  o f  t h e  I P  Premium 
m a r g i n  and t h e  TP S tandard  rnargi n  were based on  a  d e t a i  1 ed a n a l y s i s  o f  t h e  
ra temak ing  p o l i c i e s  o f  a  number o f  m a j o r  p u b l i c  u t i l i t i e s  and t h e  assumpt ion  
t h a t  t hose  p o l i c i e s  would c o n t i n u e  i n  e f f e c t  for  a t  l e a s t  27 months ( t h e  
e f f e c t i v e  p e r i o d  o f  t h e  1985 r a t e s ) .  I t  i s  r e a s o n a b l e  t o  assume t h a t  most  o f  
t hose  p o l  i c i  es w i  11 c o n t i n u e  i n  e f f e c t  f o r  t h e  a d d i t i o n a l  p e r i o d  encompassed 
by t h e  IP-PF r a t e  l i n k .  However, even i f  t h e r e  a r e  some changes t o  t hose  
p o l i c i e s ,  i t  i s  n o t  expec ted  t h a t  such changes would a f f e c t  BPA1s c a l c u l a t i o n  
o f  t h e  m a r g i n  s i g n i f i c a n t l y .  D i f f e l y ,  BPA, E-BPA-01, 10; 

For  r a t e m a k i u g  purposes,  t h e  c h a r a c t e r  o f  s e r v i c e  a d j u s t m e n t  f o r  
d e r i v i - n g  t h e  I P  S tandard  marg in  was based on  t h e  assumpt ion  t h a t  43 p e r c e n t  o f  7 t h e  s e r v i c e  t o  t h e  DSI f i r s t  q u a r t i  l e  would be dependent  on  t h e  a v a i  l a b i  1  i t y  



o f  non f i rm  energy .  If a c t u a l  s e r v i c e  t o  t h e  DSI f i r s t  q u a r t i l e  were t o  become 
more dependent  on t h e  a v a i l a b i l i t y  o f  non f i rm  energy ,  t h i s  c a l c u l a t i o n  wou ld  
produce a  l a r g e r  c h a r a c t e r  o f  s e r v i c e  ad jus tmen t .  D i f f e l y ,  BPA, 
E-BPA-01, 10-1 1.  However, f o r  t h e  t e r m  o f  t h e  r a t e  1 i n k ,  BPA a n t i c i p a t e s  t h a t  
any change i n  t h e  c o n d i t i o n s  assumed f o r  t h e  1985 r a t e  f i l i n g  would n o t  a f f e c t  
s i g n i f i c a n t l y  t h e  DSIs '  dependence on  n o n f i  rm energy  f o r  f i r s t  q u a r t i  1 e  
s e r v i c e  and, t h e r e f o r e ,  t h e  v a l u e  o f  t h e  I P  Standard  marg in .  

BPA's v a l u e  o f  r e s e r v e s  methodo logy  produces a  s t a b l e  r e s u l t  absen t  a  
s i g n i f i c a n t  change i n  l o a d / r e s o u r c e  ba lance  c o n d i t i o n s  o r  m a j o r  r e s o u r c e  
a d d i t i o n s .  No such change i s  l i k e l y  w i t h i n  t h e  IP-PF r a t e  l i n k  p e r i o d .  The 
methodo logy  f o r  comput ing  t h e  VOR c r e d i t  has n o t  changed s i g n i f i c a n t l y  s i n c e  
i t  was f i r s t  implemented i n  1981. Moreover,  t h e  amount o f  t h e  VOR c r e d i t  has 
remained s t a b l e  o v e r  s e v e r a l  gene ra l  who lesa ie  r a t e  ad jus tmen ts .  No changes 
a r e  a n t i c i p a t e d  w i t h i n  t h e  e f f e c t i v e  p e r i o d  o f  t h e  proposed r a t e  l i n k  t h a t  
wou ld  m a t e r i a l l y  a f f e c t  t h e  r e s u l t s  o b t a i n e d  f r o m  t h e  VOR a n a l y s i s  f o r  t h e  
1985 r a t e  f i l i n g .  D i f f e l y ,  BPA, E-BPA-01, 11. 

Taken t o g e t h e r ,  t h e  a n t i c i p a t e d  s t a b i l i t y  o f  t h e  I P  Premium and 
I P  S tandard  marg ins  and t h e  VOR c r e d i t  s u p p o r t  t h e  use o f  t h e  FY 1987 (1985 
r a t e  f i l i n g )  n e t  Premium m a r g i n  o f  - 9 2  m i l l  p e r  k i l o w a t t h o u r  and t h e  n e t  
S tandard  m a r g i n  o f  - 3 8  m i l l  p e r  k i l o w a t t h o u r  f o r  t h e  t e r m  o f  t h e  proposed r a t e  
l i n k .  Fur thermore ,  u s i n g  t h e  marg in  and t h e  v a l u e  o f  r e s e r v e s  c r e d i t  
c a l c u l a t e d  f o r  t h e  1985 r a t e  p r o c e e d i n g  as t h e  b a s i s  f o r  t h e  l o n g - t e r m  IP-PF 
r a t e  l i n k  would reduce  c o n t r o v e r s y  i n  f u t u r e  r a t e  p roceed ings .  D i f f e l y ,  BPA, 
E-BPA-01 , 1  1 . 

The purpose o f  t h e  second component o f  t h e  proposed IP-PF r a t e  l i n k  
f o r m u l a ,  t h e  i n f l a t i o n  a d j u s t m e n t ,  i s  t o  conform t h e  c u r r e n t l y  e f f e c t i v e  r a t e  
l i n k  t o  p r i c e  l e v e l s  i n  f u t u r e  t e s t  p e r i o d s .  For  each r a t e  f i l i n g  beyond 
f i s c a l  y e a r  1987 ( t h e  t e s t  y e a r  used i n  t h e  1985 r a t e  case) ,  t h e  FY 1987 n e t  
Premium and S tandard  marg ins  wou ld  be a d j u s t e d  by an i n f l a t i o n  f a c t o r  based on  
t h e  l a t e s t  a v a i l a b l e  GNP i m p l i c i t  p r i c e  d e f l a t o r s  f o r  t h e  r e l e v a n t  t e s t  
p e r i o d .  The r e s u l t i n g  amounts would t h e n  be added t o  t h e  a p p l i c a b l e  w h o l e s a l e  
r a t e  proposed i n  t h e  r e l e v a n t  r a t e  f i l i n g  t o  a r r i v e  a t  t h e  margin-based I P  
Premium and S tandard  r a t e s  ( o r  t h e i r  successor  r a t e s ) .  D i f f e l y ,  BPA, 
E-BPA-01 , 9. 

The GNP i m p l i c i t  p r i c e  d e f l a t o r s  a r e  e s t i m a t e s  o f  t h e  amount of 
annua l  i nf  1  a t i o n  f o r e c a s t e d  t o  o c c u r  t h r o u g h o u t  t h e  economy. They f r e q u e n t l y  
a r e  used t o  a d j u s t  f o r  i n f l a t i o n  e f f e c t s  when making c o s t  compar isons between 
d i f f e r e n t  y e a r s .  Use o f  t h e  GNP i m p l i c i t  p r i c e  d e f l a t o r s  i s  c o n s i s t e n t  w i t h  
t h e  e s c a l a t i o n  r a t e s  g e n e r a l l y  used f o r  t h e  program e s t i m a t e s  i n  BPA's r a t e  
p r o p o s a l s .  The GNP d e f l a t o r  i ndex  i s  p r e f e r a b l e  t o  o t h e r  i n f l a t i o n  measures 
f o r  t h e  purpose o f  t h e  IP-PF r a t e  l i n k  because i t  i s  easy  t o  use and i s  
r e a d i l y  a v a i l a b l e .  F u r t h e r ,  i t  i s  a  g e n e r a l l y  accep ted  measure o f  i n f l a t i o n  
o v e r  t i m e .  D i f f e l y ,  BPA, E-BPA-01, 12. 

The app l  i c a b l e  w h o l e s a l e  r a t e  i s  n o t  a  component o f  t h e  proposed 
IP-PF r a t e  1 i n k .  The a p p l i c a b l e  who lesa le  r a t e  w i  11 be de te rm ined  f o r  each 
sepa ra te  g e n e r a l  r a t e  f i l i n g .  BPA's IP-PF r a t e  l i n k  p r o p o s a l  p r o v i d e s  a  method 
f o r  q u a n t i f y i n g  t h e  d i f f e r e n c e s  between t h e  I P  Premium and S tandard  marg ins  
and t h e  v a l u e  o f  r e s e r v e s  c r e d i t  (u, t h e  n e t  Premium and n e t  S tandard  



marg ins ) .  These d i f f e r e n c e s  c o n s t i t u t e  t h e  l i n k  between t h e  r a t e s  t o  BPA1s 
p re fe rence  customers and t h e  r a t e s  t o  t h e  DSIs. D i f f e l y ,  BPA, E-BPA-01, 9.  

F. Other  Terms and C o n d i t i o n s  

BPA's i n i t i a l  proposa l  o f  t h e  r a t e  l i n k  p rov ided  a  statement o f  terms and 
condi  t i o n s  r e g a r d i n g  two genera l  i ssues p e r t a i n i n g  t o  ad jus tment  c lauses  and 
t o  q u a l i t y  o f  s e r v i c e  d u r i n g  t h e  r a t e  l i n k  p e r i o d :  ( 1 )  ad jus tment  and 
surcharge p r o v i s i o n s  genera l  l y  appl  i cab1 e  t o  BPA1 s  p re fe rence  customers; and 
( 2 )  qua1 i t y  o f  s e r v i c e  p rov ided  t h e  DSIs '  f i r s t  q u a r t i  l e  under t h e  I P  r a t e  
schedule.  

The DSIs p l ~ r c h a s i n g  power under t h e  I P  r a t e  schedule w i l l  be s u b j e c t  t o  
c e r t a i n  ad jus tment  c lauses which a p p l y  t o  a l l  o f  BPA's p re fe rence  customers, 
assuming t h a t  t h e  l e v e l s  o f  t h e  I P  Premium r a t e  and t h e  I P  Standard r a t e  ( o r  
t h e i r  successor r a t e s )  a r e  d e f i n e d  by t h e  IP-PF r a t e  1  i n k  i t s e l f  r a t h e r  than  
by t h e  DSI f l o o r  r a t e .  Dur ing  t h e  term o f  the- IP-PF r a t e  l i n k ,  DSIs 
pu rchas ing  power under t h e  I P  r a t e  schedule w i l l  be s u b j e c t  t o  a1 1 ad jus tment  
c lauses ,  surcharges,  o r  c r e d i t s  u n i f o r m l y  a p p l i c a b l e  under t h e  PF r a t e  
schedule (and, i f  a p p l i c a b l e ,  t h e  NR r a t e  schedule).  Such ad justments  t o  t h e  
1985 r a t e s  i n c l u d e  t h e  Supply System ~ d j u s t m e n t  Clause and t h e  Exchange 
Adjustment Clause. D i f f e l y ,  BPA, E-BPA-01, 6. 

For  t h e  d u r a t i o n  o f  t h e  IP-PF r a t e  l i n k ,  BPA w i l l  con t inue  t o  make 
a v a i l a b l e  t o  t h e  DSIs, under t h e  I P  Premium r a t e  ( o r  i t s  successor r a t e ) ,  t h e  
q u a l i t y  o f  s e r v i c e  to  which t h e  DSIs a re  e n t i t l e d  under t h e i r  Power Sales 
C o n t r a c t s  w i t h  BPA. Under t h e  I P  Standard r a t e  ( o r  i t s  successor r a t e ) ,  t h e  
q u a l i t y  of s e r v i c e  t o  t h e  DSIs f o r  t h e  d u r a t i o n  o f  t h e  IP-PF r a t e  l i n k .  w i l l  be 
t h a t  q u a l i t y  o f  s e r v i c e  s p e c i f i e d  by t h e  V a r i a b l e  Rate C o n t r a c t  fo r  s e r v i c e  
under t h e  VI-86 . d i  scounted r a t e .  D i f f e l y ,  BPA, E-BPA-01 , 6. 

G. I ssues  

I s s u e  # l .  Should an IP-PF r a t e  l i n k  be implemented? 

1  . Summary o f  ~ o s i  t i o n s  

BPA proposed an IP-PF r a t e  l i n k  which e s t a b l i s h e s  a  d i r e c t  and f o r m a l  
r e l a t i o n s h i p  between r a t e s  to  t h e  DSIs and r a t e s  to  BPA1s p r e f e r e n c e  
customers.  D i f f e l y ,  BPA, E-BPA-01, 5. The DSIs, Columbia Fa1 1s Aluminum 
Company (CFAC), and P o r t l a n d  General E l e c t r i c  (PGE) suppor t  BPA1s proposed 
r a t e  l i n k .  B r i e f  on Except ions,  DSI, R-DS-01, 1; CFAC, IP-PF-86-M-12; PGE, 
IP-PF-86-M-26. The PPC a l s o  i s  g e n e r a l l y  s u p p o r t i v e  o f  t h e  proposed IP-PF 
r a t e  l i n k .  B r i e f  on Except ions,  PPC, R-PP-01, 1. 

M r .  A u s t i n  C o l l i n s  opposes t h e  IP-PF r a t e  l i n k .  C o l l i n , ~ ,  P-AC-01, 1; 
C o l l i n s ,  IP-PF-86-M-28. 

2.  E v a l u a t i o n  o f  P o s i t i o n s  

M r .  C o l l i n s  opposes an IP-PF r a t e  l i n k ,  contend ing t h a t  t h e  r a t e  l i n k  
would l o c k  i n  t h e  e x i s t i n g  DSI r a t e  s t r u c t u r e  and p r e c l u d e  any r e v i e w  th rough  
t h e  r a t e  l i n k  p e r i o d .  C o l l i n s ,  P-AC-01, 1.  



The argument t h a t  t h e  proposed IP-PF r a t e  l i n k  would l o c k  i n  t h e  
e x i s t i n g  DSI r a t e  s t r u c t u r e  i g n o r e s  t h e  f a c t  t h a t  t h e  r a t e  l i n k  i s  o n l y  one 
component which would de te rm ine  I P  r a t e  l e v e l s  i n  f u t u r e  BPA r a t e  
p roceed ings .  I n  f u t u r e  r a t e  proceedings,  t h e  app l  i cab1 e  who1 e s a l  e  r a t e  w i  11 
be added t o  t h e  amount s p e c i f i e d  by t h e  proposed r a t e  l i n k  f o r m u l a s  t o  
de te rm ine  an I P  r a t e  l e v e l  wh ich w i l l  be s u b j e c t  t o  t h e  f l o o r  r a t e  t e s t .  
D i f f e l y ,  BPA, E-BPA-01, 9. Both  t h e  a p p l i c a b l e  wholesa le  r a t e  and t h e  DSI 
f l o o r  r a t e  w i l l  undergo r e v i e w  i n  f u t u r e  r a t e  p roceed ings .  Fur thermore,  t h e  
development o f  post-1985 r a t e s  to  t h e  DSIs i s  d e f i n e d  t o  a  l a r g e  e x t e n t  
a l r e a d y  by s e c t i o n s  7 ( c ) ( 2 )  and 7 ( c ) ( 3 )  o f  t h e  P a c i f i c  Nor thwest  Power A c t .  
The proposed r a t e  1  i n k  s i m p l y  p rede te rm ines  two components, t h e  marg in  and VOR 
c r e d i t ,  p r o v i d e d  by t h e  P a c i f i c  Nor thwest  Power A c t  for  d e v e l o p i n g  post-1985 
r a t e s  t o  t h e  DSIs. 

As for  t h e  l a c k  o f  o p p o r t u n i t y  fo r  f u t u r e  r e v i e w  o f  t h e  r a t e  l i n k  
d u r i n g  t h e  proposed r a t e  l i n k  p e r i o d ,  BPA i s  e s t a b l i s h i n g  t h e  IP-PF r a t e  1 i n k  
as a  l ong- te rm ra temak ing  methodology t o  ach ieve  g r e a t e r  l o a d  p l a n n i n g  
c e r t a i n t y  by p r o v i d i n g  t h e  DSIs. w i t h  improved r a t e  p r e d i  c t a b i  1 i t y  and t o  
reduce t h e  c o n t r o v e r s y  and need for  d a t a  c o l l e c t i o n  i n  f u t u r e  BPA r a t e  cases. 
D i f f e l y ,  BPA, E-BPA-01, 2-4. There a r e  no arguments on t h e  r e c o r d  t h a t  these  
a r e  n o t  a p p r o p r i a t e  g o a l s .  These g o a l s  would be f r u s t r a t e d  by t h e  u n c e r t a i n t y  
and p o t e n t i a l  c o n t r o v e r s y  a s s o c i a t e d  w i t h  r e v i e w  o f  t h e  r a t e  1  i n k  p r i o r  t o  t h e  
end o f  t h e  proposed r a t e  l i n k  p e r i o d .  

F i n a l l y ,  t h e  r e s u l t s  produced by u p d a t i n g  t h e  1985 c a l c u l a t i o n s  of  
t h e  marg in  and t h e  VOR c r e d i t  would be f a i r l y  s t a b l e  o v e r  t h e  t e r m  of  t h e  r a t e  
l i n k .  D i f f e l y ,  BPA, E-BPA-01, 10-1 1; B r i e f  on Excep t ions ,  DSI, R-DS-01, 2. 
The 1985.marg in  and VOR r e s u l t s  and t h e  i n f l a t i o n  indexes i n c l u d e d  i n  t h e  
proposed IP-PF r a t e  l i n k  fo rmu las  w i l l  p r o v i d e  a  reasonab le  b a s i s  f o r  
q u a n t i f y i n g  n e t  marg ins  for  d e v e l o p i n g  DSI r a t e s  i n  f u t u r e  BPA r a t e  cases.  
D i f f e l y ,  BPA, E-BPA-01, 11-13; B r i e f  o n  Excep t ions ,  PPC, R-PP-01, 1; B r i e f  on  
Excep t ions ,  DSI, R-DS-01, '2 .  No ev idence  t o  t h e  c o n t r a r y  e x i s t s  on  t h e  r e c o r d .  

3. D e c i s i o n  

The proposed IP-PF r a t e  l i n k  r e a s o n a b l y  approx imates any changes t o  
. t h e  VOR c r e d i t  or t h e  marg in  o v e r  t h e  t e r m  of  t h e  r a t e  l i n k ,  w h i l e  p r o v i d i n g  
i n c r e a s e d  BPA l o a d  c e r t a i n t y  and r e d u c i n g  p o t e n t i a l  c o n t r o v e r s y  and t h e  need 
for d a t a  c o l l e c t i o n  i n  f u t u r e  r a t e  p roceed ings .  For  these  reasons,  BPA w i  11 
implement t h e  IP-PF r a t e  l i n k .  

I s s u e  #2 

Should  DSI r a t e s  e s t a b l i s h e d  under t h e  IP-PF r a t e  l i n k  rema in  i n  e f f e c t  
a f t e r  June 30, 1990? 

1 .  Summary of  P o s i t i o n s  

BPA proposed t h a t  t h e  r a t e  l i n k  would be e f f e c t i v e  " f o r  t h e  p e r i o d  
commencing J u l y  1, 1985 ( t h e  e f f e c t i v e  d a t e  o f  t h e  1985 r a t e s ) ,  t h rough  t h e  
l a s t  r a t e  p e r i o d  commencing on o r  before  June 30, 1990." D i f f e l y ,  BPA, 
E-BPA-01 , 5. BPA a1 so proposed t h a t  " C t l h e  f o r m u l  a  would be re-exami ned 



d u r i n g  t h e  general  wholesa le  power r a t e  ad jus tment  a f t e r  June 30, 1990." 
D i f f e l y ,  BPA, E-BPA-01 , 5-6. 

I n  i t s  B r i e f  on Except ions,  PPC argues t h a t  t h e  te rm of  t h e  r a t e  l i n k  
should  n o t  ex tend through a r a t e  .per iod commencing on June 30, 1990. B r i e f  on 
Excep t ions ,  PPC, R-PP-01, 2.  PPC supports an a p p l i c a t i o n  o f  t h e  r a t e  l i n k  
" th rough  t h e  l a s t  r a t e  p e r i o d  b e f o r e  June 30, 1990, t o  t h e  e x t e n t  t h a t  a  
s u b s t a n t i a l  p o r t i o n  o f  t h e  r a t e  p e r i o d  occurs  b e f o r e  June 30, 1990." I d . ,  3, 
(emphasis i n  o r i g i n a l ) .  PPC argues t h a t  i t  suppor ts  t h e  r a t e  1  i n k  o n l y f o r  a  
l i m i t e d '  p e r i o d  because PPC lacks  conf idence t h a t  t h e  r a t e  l i n k  would c o n t i n u e  
t o  be a  reasonable  p roxy  f o r  i n d u s t r i a l  margins i n  t h e  f u t u r e .  I d . ,  2. PPC 
argues t h a t  a p p l i c a t i o n  o f  t h e  IP-PF r a t e  l i n k  th rough  a r a t e  p e r i o d  
commencing on June 30, 1990, would v i o l a t e  t h e  Federa l  Energy Regu la to ry  
Commission's r u l e  a g a i n s t  r a t e  approval  f o r  l o n g e r  than a  5-year p e r i o d .  
I d . ,  2-3. - 

I n  i t s  response t o  PPC1s B r i e f  on Except ions,  t h e  DSLs a l l e g e  t h a t  
t h e  PPC p r o v i d e d  n o ' r e c o r d  s ~ ~ p p o r t  f o r  t h e  c o n t e n t i o n  t h a t  t h e  r a t e  l i n k  would 
cease t o  be a  reasonable  proxy f o r  f u t u r e  i n d u s t r i a l  marg ins .  The DSIs 
contend t h a t  t h e  tes t imony  o f  BPA wi tness Robert  D i f f e l y  i s  t h e  o n l y  r e c o r d  
ev idence on t h i s  i s s u e  and t h a t  such tes t imony  concluded t h a t  t h e  r a t e  l i n k  
approx imates t h e  n e t  marg in  d u r i n g  t h e  e n t i r e  e f f e c t i v e  p e r i o d  o f  r a t e s  t o  be 
e s t a b l i s h e d  pursuan t  t o  t h e  r a t e  l i n k .  Response t o  PPC B r i e f  on Except ions,  
DSI, R-DS-02, 2. The DSIs a l s o  argue t h a t  t h e  fundamental  purpose o f  t h e  r a t e  
l i n k ,  p r o v i d i n g  s t a b i l i t y  and p r e d i c t a b i l i t y ,  would be des t royed  if PPC1s 
p o s i t i o n  were adopted. Id., 4. The DSIs a1 l e g e  t h a t  t h e  PPC1s l a t e  o b j e c t i o n  
t o  t h e  IP-PF r a t e  l i n k  proposa l  p r e j u d i c e s  o t h e r  p a r t i e s  and i s  i n c o n s i s t e n t  
w i t h  a  f a i r  a d m i n i s t r a t i v e  process.  Id., 5. F i n a l l y ,  t h e  DSIs' argue t h a t  t h e  
t e r m  of  t h e  r a t e  l i n k  does n o t  v i o l a t e  FERC1s r u l e  a g a i n s t  r a t e  approva l  
exceeding 5 years .  Id. 

P o r t l a n d  General E l e c t r i c  Company (PGE) concurs w i t h  t h e  DSI 
p o s i t i o n .  PGE, IP-PF-86-M-34. 

2. E v a l u a t i o n o f  P o s i t i o n s  

As noted p r e v i o u s l y ,  BPA's proposed IP-PF l i n k  was based on a  
proposa l  developed by PPC and t h e  DSIs. By l e t t e r  dated June 6, 1986, t h e  
" J o i n t  DSIJPPC P o s i t i o n  on IPJPF L i n k "  was submi t ted  t o  BPA. Th is  j o i n t  
proposa l  s t a t e s :  

Except as r e q u i r e d  by t h e  f l o o r  r a t e  p r o v i s i o n  of  t h e  
Regi'onal A c t  ( P a c i f i c  Northwest Power A c t ) ,  t h e  I P  t e s t  
year  r a t e s  s h a l l  be determined i n  any s e c t i o n  7 ( i )  
proceeding t o  e s t a b l i s h  r a t e s  e f f e c t i v e  on o r  before 
J u l y  1, 1990, by t h e  fo rmu lae  i n  Paragraph 1.  (Emphasis 
added. ) 

BPA's tes t imony  s t a t e s :  



The IP-PF r a t e  1  i n k  i s  b e i n g  proposed t o  be e f f e c t i v e  f o r  
t h e  p e r i o d  commencing J u l y  1 ,  1985 ( t h e  e f f e c t i v e  d a t e  of  
t h e  1985 r a t e s ) ,  t h rough  t h e  l a s t  r a t e  p e r i o d  commencing on 
o r  before  June 30, 1990. The c u r r e n t  r a t e  p e r i o d  i s  
a c t u a l l y  t h e  beg inn ing  o f  t h e  proposed d u r a t i o n  p e r i o d  o f  
t h e  IP-PF r a t e  l i n k .   he e f f e c t i v e  r a t e  l i n k  f o r  t h e  
c u r r e n t  r a t e  p e r i o d  i s  t h a t  l i n k  e s t a b l i s h e d  i n  t h e  1985 
who lesa le  r a t e  f i l i n g ,  and would be a d j u s t e d  pu rsuan t  t o  
t h e  proposed fo rmu las  i n  each subsequent r a t e  p e r i o d  
commencing on o r  b e f o r e  June 30, 1990. (Emphasis added.) 

DYf fe ly ,  BPA, IP-PF-86-E-BPA-01, 5. BPA's t e s t i m o n y  a1 so d i scusses  t h e  
r a t i o n a l e  f o r  making t h e  r a t e  l i n k  e f f e c t i v e  t h r o u g h  t h e  l a s t  r a t e  p e r i o d  
commencing on o r  b e f o r e  June 30, 1990: 

L i n k i n g  t h e  I P  Premium r a t e  and t h e  I P  Standard r a t e  t o  t h e  
PF r a t e  i s  designed to  a s s i s t  l ong - te rm p l a n n i n g  c e r t a i n t y  
and r a t e  p r e d i c t a b i l i t y  f o r  t h e  DSIs . .  BPA b e l i e v e s  t h a t  
t h e  proposed d u r a t i o n  i s  t h e  minimum t e r m  f o r  wh ich t h e  
IP-PF r a t e  l i n k  shou ld  be s e t ,  i n  o r d e r  t o  reduce r a t e  
u n c e r t a i n t y  p e r c e i v e d  by t h e  DSIs. The formula  would be 
re-examined d u r i n g  t h e  f i r s t  genera l  who1 e s a l  e  power r a t e  
ad jus tmen t  a f t e r  June 30, 1990. (Emphasis added.) 

BPA's t e s t i m o n y  c l e a r l y  s t a t e s  t h a t  t h e  r a t e  l i n k  would a p p l y  t o  r a t e s  
e s t a b l i s h e d  on o r  b e f o r e  June 30, 1990. No p a r t y ,  i n c l u d i n g  PPC, r a i s e d  any 
o b j e c t i o n  t o  t h i  s  p roposa l  a t  any t i m e  ' p r i o r  t o  i s s ~ ~ a n c e  of  t h e  D r a f t  ROD. 
However, PPC appears o n l y  t o  o b j e c t  t o  June 30, 1990, as a  d a t e  f o r  
commencement of  a  r a t e  p e r i o d .  B r i e f  on Excep t ions ,  PPC, R-PP-01, 2.  I n  
o r d e r  t o  address t h i s  concern,  BPA w i l l  d e l e t e  t h e  words "on o r "  f r o m  t h e  
language s p e c i f y i n g  t h e  e f f e c t i v e  p e r i o d . o f  t h e  r a t e  l i n k .  The r a t e  l i n k  w i l l  
be e f f e c t i v e  i n  r a t e s  e s t a b l i s h e d  b e f o r e  June 30, 1990, th rough  t h e - e n d  of t h e  
r a t e  p e r i o d .  

The PPC a1 so a1 1 eges t h a t  t h e  r a t e  1 i n k  i s  n o t  a  reasonab le  p r o x y .  for 
f u t u r e  industrial marg ins .  B r i e f  on Excep t ions ,  PPC, R-PP-01, 2.  However, 
t h e  r e c o r d  demonst ra tes  o t h e r w i s e .  The o n l y  r e c o r d  ev idence a d d r e s s i n g  t h i s  
i s s u e  i s  c o n t a i n e d  i n  t h e  t e s t i m o n y  o f  BPA, which conc ludes t h a t  t h e  r a t e  l i n k  
r e a s o n a b l y  approx imates t h e  n e t  margi  n  d u r i  ng t h e  e n t i  r e  e f f e c t i  ve p e r i o d  of 
r a t e s  t o  be e s t a b l i s h e d  p u r s u a n t  t o  t h e  r a t e  l i n k .  D i f f e l y ,  BPA, 
IP-PF-86-E-BPA-01, 5-6. 

PPC contends t h a t  t h e  t e r m  o f  t h e  l i n k  would v i o l a t e  FERC's r u l e  
a g a i n s t  r a t e  approva l  f o r  a  p e r i o d  g r e a t e r  t h a n  5  y e a r s .  T h i s  argument i s  
m isp laced .  The DSIs n o t e  t h a t  t h e  IP-PF l i n k  does n o t  e s t a b l i s h  r a t e s ,  i t  
s i m p l y  f i x e s  t h e  r e l a t i o n s h i p  between t h e  I P  and PF r a t e s .  Response t o  PPC 
B r i e f  on Excep t ions ,  DSI, R-DS-02, 5. Thus, t h e  DSIs argue, t h e  FERC 
r e g u l a t i o n  does n o t  a p p l y .  Id. The PPC argument, however, f a i  1 s  for more 
fundamental reasons.  

PPC's argument i s  s p e c u l a t i v e .  For  example, i f  BPA a d j u s t s  r a t e s  
e f f e c t i v e  J u l y  1, 1990, t h e  i s s u e  i s  moot. S i m i l a r l y ,  even i f  r a t e s  were t o  
be e f f e c t i v e  f o r  a  r a t e  p e r i o d  e x t e n d i n g  p a s t  June 30, 1990, PPC does n o t  



o b j e c t  as l o n g  as a  " s u b s t a n t i a l  p o r t i o n  o f  t h e  r a t e  p e r i o d  o c c u r s  be fore  
June 30, 1990."  B r i e f  on  Excep t i ons ,  PPC, R-PP-01, 3. 

PPC1s argument a1 so  p laces  f o r m  o v e r  substance.  The p r o c e e d i n g  t o  
- e s t a b l i s h  a  p r o s p e c t i v e  IP-PF r a t e  l i n k  d i d  n o t  b e g i n  u n t i l  BPA p u b l i s h e d  a  
n o t i c e  i n  t h e  Federa l  R e g i s t e r  on J u l y  2, 1986. 51 Fed. Reg. 24,197 (1986) .  
The f i n a l  proposed IP-PF 1  i n k  w i  11 n o t  be submi t t e d  t o  FERC u n t i  1  
a p p r o x i m a t e l y  August  1, 1987, w i t h  BPA1s proposed 1987 who lesa le  power and 
t r a n s m i s s i o n  r a t e s .  BPA w i l l  r e q u e s t  i n t e r i m  app rova l  o f  such r a t e s  e f f e c t i v e  
Oc tobe r  1,  1987. Thus, a  p r o s p e c t i v e  IP-PF r a t e  l i n k  w i l l  n o t  even e x i s t  
u n t i l  Oc tobe r  1,  1987. 

The A d m i n i s t r a t o r  d i d  n o t  e s t a b l i s h  a  p r o s p e c t i v e  IP-PF r a t e  1  i n k  i n  
BPA1s 1985 r a t e  p roceed ing ,  n o t i n g  t h a t  "BPA i s  anx ious  t o  p roceed  w i t h  
whatever  a c t i o n s  may be necessary ,  o u t s i d e  o f  t h e  1985 r a t e  p roceed ing ,  t o  
f a c i  1 i t a t e  t h e  development and a d o p t i o n  o f  a  l ong - te rm p o l  i c y  w i t h  r e s p e c t  t o  
t h e  d e t e r m i n a t i o n  o f  t h e  r e l a t i o n s h i p  between t h e  PF and I P  r a t e  schedu les . "  . 
1985 A d m i n i s t r a t o r ' s  Record of D e c i s i o n ,  WP-85-A-02, 245. Thus, e s t a b l i s h m e n t  
o f  a  p r o s p e c t i v e  IP-PF 1  i n k  w i l l  n o t  o c c u r  u n t i l  October  1, 1987. Assuming, 
arguendo, t h a t  FERC's 5-year l i m i t a t i o n  were t o  a p p l y  t o  t h e  l i n k ,  t h e  5-year 
p e r i o d  wou ld  n o t  e x p i r e  u n t i l  October  1, 1992, w e l l  beyond June 30, 1990. 
BPA's p roposa l  i s  c o n s i s t e n t  w i t h  t h e  FERC r e g u l a t i o n .  

3. D e c i s i o n  

The IP-PF r a t e  1  i n k  w i  11 rema in  e f f e c t i v e  i n  r a t e s  e s t a b l i s h e d  be fo re  
June 30, 1990, t h r o u g h  t h e  end o f  t h e  r a t e  p e r i o d .  

I s s u e  #3. 

Shou ld  a d j u s t m e n t  c l a u s e s  a p p l y  t o  t h e  I P  f l o o r  r a t e ?  

1  . Summary o f  Pos i  t i o n s  

PPC a1 l e g e s  t h a t  t h e  D r a f t  ROD " p r o v i d e s  t h a t  t h e  DSIs w i  11 n o t  be 
s u b j e c t  t o  surcharges o r  a d j u s t m e n t  c l a u s e s  when t h e  r a t e  f l o o r  i s  t r i g g e r e d .  
(DROD a t  9 ) . "  B r i e f  on  Excep t i ons ,  PPC, R-PP-01, 3. PPC argues t h a t  t h e  DSIs 
must  pay t h e  same a d j u s t m e n t  c lauses  t h a t  p r e f e r e n c e  cus tomers  pay i n  o r d e r  t o  
ensure  t h a t  DSI r a t e s  a r e  e q u i t a b l e  i n  r e l a t i o n  t o  r e t a i  1 i n d u s t r i a l  r a t e s  
based upon t h e  a p p l i c a b l e  who lesa le  r a t e .  Id. 

The DSIs a1 l e g e  t h a t  whether t h e  I P  r a t e ,  when de te rm ined  by  t h e  
f l o o r ,  i s  s u b j e c t  to  a d j u s t m e n t  c l a u s e s  i s  n o t  an i s s u e  i n  t h i s  p r o c e e d i n g .  
Response t o  PPC B r i e f  on  Excep t i ons ,  DSI, R-DS-02, 6.  The DSIs a1 so a1 l e g e  
t h a t  t h i s  i s s u e  was r e s o l v e d  i n  BPA's 1985 r a t e  p roceed ing ,  where t h e  
Admi n i  s t r a t o r  conc luded  t h a t  "[ t l h e  I n d u s t r i a l  Power custoniers a r e  exempt f rom 
t h e  ad jus tmen t  c l a u s e s  d u r i n g  t h e  1985 r a t e  p e r i o d . "  Id. 

2. E v a l u a t i o n  o f  P o s i t i o n s  

PPC a1 l e g e s  t h a t  t h e  D r a f t  ROD conc luded t h a t  t h e  DSIs w i  11 n o t  be 
s u b j e c t  t o  su rcha rges  o r  a d j u s t m e n t  c l a u s e s  when t h e  r a t e  f l o o r  i s  t r i g g e r e d ,  
c i t i n g  D r a f t  ROD, 9. The D r a f t  ROD p r o v i d e d  no  such c o n c l u s i o n .  The D r a f t  
ROD s t a t e d  t h a t  " [ t l h e  DSIs p u r c h a s i n g  power under  t h e  I P  r a t e  schedu le  w i l l  



be s u b j e c t  t o  c e r t a i n  ad jus tmen t  c l a u s e s  t o  wh ich  BPA's p r e f e r e n c e  cus tomers  
a r e  s u b j e c t ,  assuming t h a t  t h e  I P  premium r a t e  and t h e  I P  S tandard  r a t e  l e v e l s  
a r e  d e f i n e d  by t h e  IP-PF r a t e  l i n k  i t s e l f  r a t h e r  t h a n  by t h e  t r i g g e r i n g  o f  t h e  
f l o o r  r a t e . "  D r a f t  ROD a t  9. The D r a f t  ROD makes no c o n c l u s i o n  r e g a r d i n g  
a d j u s t m e n t s  a p p l i c a b l e  when t h e  I P  r a t e  i s  e s t a b l i s h e d  by t h e  f l o o r  r a t e .  The 
IP-PF r a t e  1  i n k  p r o c e e d i n g  i s  concerned w i t h  t h e  e s t a b l i s h m e n t  o f  a  r a t e  1  i n k  
between r a t e s  charged t o  BPA's d i r e c t - s e r v i c e  i n d u s t r i a l  cus tomers  and r a t e s  
charged t o  BPA's p u b l i c  body and p r e f e r e n c e  cus tomers .  The f l o o r  r a t e ,  and 
p o t e n t i a l  su rcha rges  o r  ad jus tmen ts  t o  t h e  f l o o r  r a t e ,  a r e  n o t  e s t a b l  i shed i n  
t h i s  p r o c e e d i n g .  

3. D e c i s i o n .  

The d e t e r m i n a t i o n  of  su rcha rges  and a d j u s t m e n t  c l a u s e s  a p p l i c a b l e  t o  
t h e  I P  f loor  r a t e  i s  n o t  a t  i s s u e  i n  t h i s  p r o c e e d i n g .  

H .  D e c i s i o n  Summary 

BPA a d o p t s  as i t s  p roposa l  t h e  IP-PF r a t e  l i n k  as i n i t t a l l y  p roposed and 
p r e s e n t e d  i n  t h e  t e s t i m o n y  o f  BPA w i t n e s s  D i f f e l y .  BPA w i l l  submi t  t h e  r a t e  
l i n k  t o  FERC w i t h  BPA's n e x t  g e n e r a l  r a t e  f i l i n g .  T h i s  d e c i s i o n  i s  
a p p r o p r i a t e  f o r  s e v e r a l  reasons.  

F i r s t ,  t h e  p r o p o s a l  meets BPA's p r i m a r y  o b j e c t i v e  o f  enhanc ing  BPA's 
revenue s t a b i  1  i t y  and r e s o u r c e  p l a n n i n g  c e r t a i n t y  by reduc i 'ng  t h e  r a t e  
u n c e r t a i n t y  p e r c e i v e d  by  t h e  DSIs.  Second, i m p l e m e n t a t i o n  o f  t h e  p r o p o s a l  
would reduce  c o n t r o v e r s y  i n  f u t u r e  r a t e  cases.  T h i r d ,  t h e  proposed r a t e  1  i n k  
fo rmu la  i s  u n d e r s t a n d a b l e  and a d m i n i s t r a t i v e l y  f e a s i b l e ,  w h i l e  m a i n t a i n i n g  
c o n s i s t e n c y  w i t h  p r o v i s i o n s  o f  t h e  P a c i f i c  N o r t h w e s t  Power A c t .  F i n a l l y ,  as 
ev idenced  by  t h e  l i m i t e d  o p p o s i t i o n  t o  BPA's i n i t i a l  p r o p o s a l ,  BPA's cus tomer  
groups g e n e r a l l y  s u p p o r t  t h e  proposed IP-PF r a t e  l i n k .  



CHAPTER I 1  

DSI OPTIONS ENVIRONMENTAL IMPACT STATEMENT 

A.  I n t r o d u c t i o n  

The N a t i o n a l  Env i ronmenta l  P o l i c y  A c t  o f  1969 (NEPA) r e q u i r e s  t h a t  
env i ronmenta l  impact  ana lyses be performed b e f o r e  maki ng d e c i  s i o n s  on ma jo r  
Federa l  a c t i o n s  t h a t  s i g n i f i c a n t l y  a f f e c t  t h e  env i ronment .  'BPA p repared  t h e  
D i r e c t  S e r v i c e  I n d u s t r y  Op t ions  Env i ronmenta l  Impact  Sta tement  (E IS)  t o  
ana lyze  t h e  p o t e n t i a l  e f f e c t s  of  t h r e e  o p t i o n s  ( a c t i o n s )  t h a t  BPA has been 
c o n s i d e r i n g .  The purpose of  these o p t i o n s  i s  t o  s t a b i l i z e  t h e  e l e c t r i c a l  l o a d  
o f  BPA's d i r e c t - s e r v i c e  i n d u s t r i a l  (DSI) customers i n  o r d e r  t o  enhance BPA's 
revenue s t a b i  1 i t y  and f a c i  1 i t a t e  resource  p l a n n i n g .  The t h r e e  o p t i o n s  a r e  
( 1 )  a v a r i a b l e  r a t e  t o  t h e  aluminum s m e l t e r  DSIs based on market  p r i c e s  f o r  
a1 umi num; (2 )  a conserva t  i on lmodern i  z a t i o n  (ConIMod) program d i  r e c t e d  toward 
t h e  aluminum s m e l t e r  DSIs; and (3 )  a f o r m a l i z e d  l i n k  between t h e  r a t e s  charged 
t h e  DSIs and t h e  r a t e s  charged BPA's p u b l i c  body and c o o p e r a t i v e  customers 
( t h e  IP-PF r a t e  l i n k ) .  The t h r e e  o p t i o n s  a r e  n o t  a l t e r n a t i v e s  t o  each o t h e r  
s i n c e  each c o u l d  be implemented independen t l y .  BPA a l r e a d y  has implemented 
t h e  V a r i a b l e  I n d u s t r i a l  Power (VI-86) r a t e  f o r  aluminum s m e l t e r  DSIs and i s  i n  
t h e  process of  implement ing t h e  ConIMod program. 

T h i s  Record of  D e c i s i o n  p e r t a i n s  o n l y  t o  t h e  IP-PF r a t e  l i n k  and does n o t  
r e s o l v e  i ssues  r e l a t i n g  t o  t h e  V a r i a b l e  I n d u s t r i a l  Power r a t e  o r  t h e  ConlMod 
program. However, i n  making i t s  d e c i s i o n  on t h e  IP-PF r a t e  l i n k ,  BPA 
c o n s i d e r e d , t h e  p o t e n t i a l  impacts  i d e n t i f i e d  i n  t h e  EIS o f  imp lement ing  an 
IP-PF r a t e  l i n k  a lone  or i n . c o m b i n a t i o n  w i t h  one o r  b o t h  o f  t h e  o t h e r  two 
o p t i o n s .  

BPA prepared an EIS to  ana lyze  t h e  p o t e n t i a l  env i ronmenta l  impac ts  of  a no 
a c t i o n  a l t e r n a t i v e  and a l t e r n a t i v e s  for  each o f  t h e  t h r e e  DSI o p t i o n s .  The 
EIS a l s o  e v a l u a t e d  t h e  c u m u l a t i v e  e f f e c t s  of  implement ing more t h a n  one 
o p t i o n .  The ma jo r  e f f e c t s  examined i n c l  uded a1 umi num smel t e r  o p e r a t i o n s ;  
resource  o p e r a t i o n s  and development, and p h y s i c a l  and socioeconomic 
env i ronmenta l  impacts .  

The D r a f t  EIS was c i r c u l a t e d  t o  t h e  p u b l i c  for  r e v i e w  i n  January  1986. 
Comments were accepted th rough  February  21, 1986. The F i n a l  EIS, wh ich was 
based on t h e  D r a f t  EIS and comments r e c e i v e d  on t h e  D r a f t  EIS, was d i s t r i b u t e d  
on May 8, 1986. Copies of t h e  D r a f t  and F i n a l  EISs a r e  a v a i l a b l e  upon r e q u e s t  
f r o m  t h e  BPA Env i ronmenta l  Manager. 

B. D e r i s i o n  

BPA has dec ided to  adopt  a f o r m a l i z e d  r a t e  1 i n k  between t h e  r a t e s  charged 
i t s  DSI customers and t h e  r a t e s  charged i t s  p r e f e r e n c e  customers .  T h i s  1 i n k  
i s  r e f e r r e d  t o  as t h e  IP-PF r a t e  l ink: The IP-PF r a t e  l i n k  i s  proposed t o  be 
e f f e c t i v e  f o r  t h e  p e r i o d  J u l y  1, 1985 ( t h e  e f f e c t i v e  d a t e  o f  t h e  1985 r a t e s ) ,  
th rough t h e  l a s t  r a t e  p e r i o d  commencing b e f o r e  June 30, 1990. 



The I P  Premium marg in ,  t h e  I P  Standard marg in ,  and t h e  v a l u e  of r e s e r v e s  
(VOR) c r e d i t  d e r i v e d  for t h e  1985 who lesa le  r a t e  f i l i n g  compr ise  t h e  IP-PF 
r a t e  l i n k  e f f e c t i v e  for  t h e  c u r r e n t  r a t e  p e r i o d .  Under BPA's proposed IP-PF 
r a t e  1  i n k ,  t h e  r a t e  1  i n k  e s t a b l  i shed i n  t h e  1985 who lesa le  r a t e  f i 1 i ng for t h e  
c u r r e n t  r a t e  p e r i o d  w i l l  be used to  de te rm ine  t h e  I P  r a t e  l e v e l s  f o r  f u t u r e  
r a t e  p e r i o d s .  The n e t  Premium marg in  o f  0.92 m i l l  p e r  k i l o w a t t h o u r  and t h e  
n e t  Standard marg in  o f  0.38 m i l l  p e r  k i l o w a t t h o u r  d e r i v e d  for  t h e  1985 
who lesa le  r a t e  f i l i n g  w i l l  be a d j u s t e d  f o r  i n f l a t i o n  u s i n g  t h e  GNP d e f l a t o r  
i ndex  t o  de te rm ine  t h e  I P  r a t e  l e v e l s  for r a t e  p e r i o d s  a f t e r  FY 1987. The 
a p p l i c a b l e  who lesa le  r a t e  w i l l  be de te rm ined  for  each separa te  r a t e  f i l i n g .  
The margin-based I P  Standard r a t e  deve loped f o r  f u t u r e  r a t e  f i l i n g s  w i l l  
c o n t i n u e  t o  be s u b j e c t  t o  t h e  DSI f loor  r a t e  t e s t .  

DSIs p u r c h a s i n g  power under t h e  I P  r a t e  schedule  w i l l  be s u b j e c t  t o  t h e  
same au tomat i c  a d j u s t m e n t  c lauses  t h a t  a r e  a p p l i c a b l e  t o  BPA's p r e f e r e n c e  
customers,  assuming t h a t  t h e  l e v e l s  of  t h e  I P  S tandard  and t h e  I P  Premium 
r a t e s  ( o r  t h e i r  successor  r a t e s )  a r e . d e f i n e d  by  t h e  IP-PF r a t e  l i n k  r a t h e r  
t h a n  t h e  DSI f l o o r  r a t e .  For  t h e  d u r a t i o n  o f  t h e  IP-PF r a t e  l i n k ,  BPA w i l l  . 
c o n t i n u e  t o  make a v a i l a b l e  t o  t h e  DSIs, under  t h e  I P  Premium r a t e  ( o r  i t s  
successor r a t e ) ,  t h e  q u a l i t y  o f  s e r v i c e  t o  which t h e y  a r e  e n t i t l e d  under t h e i r  
Power Sa les  C o n t r a c t s  w i t h  BPA. Under t h e  I P  S tandard  r a t e  ( o r  i t s  successor  
r a t e ) ,  t h e  q u a l i t y  o f  s e r v i c e  t o  t h e  DSIs fo r  t h e  d u r a t i o n  of  t h e  IP-PF r a t e  
l i n k  w i l l  be t h e  q u a l i t y  o f  s e r v i c e  s p e c i f i e d  by  t h e  V a r i a b l e  Rate C o n t r a c t  
f o r  t h e  s e r v i c e  under t h e  VI-86 d i s c o u n t e d  r a t e .  

C. Summary 

1  . A1 t e r n a t i  ves 

R e l a t i v e  t o  t h e  IP-PF r a t e  l i n k ,  a  n o - a c t i o n  a l t e r n a t i v e ,  two IP-PF 
r a t e  l i n k  d u r a t i o n  a l t e r n a t i v e s ,  and two i m p l e m e n t a t i o n  a l t e r n a t i v e s  were 
cons ide red  i n  t h e  EIS. BPA based i t s  c o n c l u s i o n s  r e g a r d i n g  p o t e n t i a l  . 

env i ronmenta l  impac ts  o f  t h e  proposed IP-PF r a t e  l i n k  on  t h e  a n a l y s i s  o f  t h e  
5-year d u r a t i o n  a l t e r n a t i v e  and t h e  p o l i c y  i m p l e m e n t a t i o n  a l t e r n a t i v e  i n  t h e  
EIS, s i n c e  these  a l t e r n a t i v e s  c l o s e l y  co r respond  t o  f e a t u r e s  o f  t h e  proposed 
IP-PF r a t e  1  i n k .  

The n o - a c t i o n  a l t e r n a t i v e  assumed c o n t i n u a t i o n  of t h e  DSI r a t e  
p r o v i s i o n s  t h a t  were i n  e f f e c t  p r i o r  t o  i m p l e m e n t a t i o n  o f  t h e  VI-86 r a t e .  
Tha t  i s ,  i t  assumed t h a t  t h e  I P  r a t e  schedule  p r o v i d e d  for  an I P  Premium r a t e ,  
an I P  Standard r a t e ,  and when BPA revenues would be i n c r e a s e d  by  an i n c e n t i v e  
r a t e  o f f e r i n g ,  a  d i s c r e t i o n a r y  I n c e n t i v e  r a t e .  The n o - a c t i o n  a l t e r n a t i v e  a l s o  
assumed a c o n t i n u a t i o n  o f  c u r r e n t  BPA p rocedures  f o r  development o f  t h e  I P  
r a t e  schedule .  S p e c i f i c a l l y ,  i t  assumed t h a t  t h e  v a l u e s  o f  t h e  I P  Premium 
margin,  t h e  I P  S tandard  marg in ,  and t h e  VOR c r e d i t  wou ld  be de te rm ined  i n  each 
r a t e  p roceed ing  r a t h e r  t h a n  b e i n g  p r e d e t e r m i n e d  for  an ex tended p e r i o d  t h r o u g h  
a  fo rma l  i zed r a t e  1  i nk.  

The two d u r a t i o n  a l t e r n a t i v e s  ana lyzed  for  t h e  EIS a r e  ( 1 )  a  5-year 
d u r a t i o n  and ( 2 )  d u r a t i o n  t h r o u g h  June 30, 2001. 



The 5-year d u r a t i o n  a l t e r n a t i v e  assumed t h a t  t h e  IP-PF r a t e  l i n k  
would be i n  e f f e c t  th rough  FY 1991. T h i s  a l t e r n a t i v e  c l o s e l y  cor responds t o  
t h e  d l ~ r a t i o n  under t h e  IP-PF r a t e  l i n k  which BPA i s  p ropos ing  t o  adop t .  Under 
t h i s  a l t e r n a t i v e ,  r a t e  u n c e r t a i n t y  pe rce ived  by t h e  DSIs would be l e s s  t h a n  
under t h e  no a c t i o n  a l t e r n a t i v - e .  BPA, F i n a l  DSI Op t ions  Env i ronmenta l  Impac t  
Statement ( F i n a l  EIS),  26. 

The second a1 t e r n a t i v e  ex tends t h e  p e r i o d  o f  t h e  IP-PF r a t e  1  i n k  
th rough  t h e  e x p i r a t i o n  d a t e  of  t h e  DSI Power Sales  contract.^, June 30, 2001. 
The DSIs may r e g a r d  long- term r a t e  u n c e r t a i n t y  a s s o c i a t e d  w i t h  t h i s  
a l t e r n a t i v e  t o  be l e s s  than  t h e  u n c e r t a i n t y  a s s o c i a t e d  w i t h  a  5-year 
d u r a t i o n .  BPA, F i n a l  EIS, 26. 

The two imp lementa t ion  a l t e r n a t i v e s  ana lyzed f o r  t h e  EIS a r e  ( 1 )  t h e  
p o l  i c y  a1 t e r n a t i v e  and (2 )  t h e  c o n t r a c t  m o d i f i c a t i o n  a1 t e r n a t i v e .  

Under t h e  p o l i c y  a l t e r n a t i v e ,  t h e  IP-PF r a t e  l i n k  i s  implemented 
th rough  a  long- te rm p o l i c y .  Conce ivab ly ,  a  r a t e  l i n k  p o l i c y  c o u l d  be s u b j e c t  
t o  changes p r i o r  t o  t h e  end o f  t h e  o r i g i n a l l y  s p e c i f i e d  e x p i r a t i o n  d a t e  for  
t h e  r a t e  l i n k ,  f o l l o w i n g  ra temak ing  procedures p r o v i d e d  under s e c t i o n  7 ( i )  of 
t h e  P a c i f i c  Nor thwest  Power A c t .  BPA, F i n a l  EIS, 26. The p o l i c y  a1 t e r n a t i v e  
corresponds to  BPA's proposed means of  implement ing t h e  IP-PF r a t e  l i n k .  

Under t h e  c o n t r a c t  m o d i f i c a t i o n  a l t e r n a t i v e ,  t h e  IP-PF r a t e  1  i n k  i s  
implemented c o n t r a c t u a l l y .  Imp lementa t ion  th rough  c o n t r a c t  m o d i f i c a t i o n  would 
p r o v i d e  l e s s  f l e x i b i l i t y  than  would t h e  p o l i c y  a l t e r n a t i v e  f o r  BPA t o  m o d i f y ,  
i f  necessary,  t h e  IP-PF r a t e  l i n k  p r o v i s i o n s .  However, t h e  c o n t r a c t  
m o d i f i c a t i o n  a l t e r n a t i v e  l i k e l y  would p r o v i d e  somewhat g r e a t e r  r a t e  c e r t a i n t y  
and, t h e r e f o r e ,  g r e a t e r  p l 'ann i  ng c e r t a i n t y  . t o  t h e  DSIs than  t h e  p o l  i c y  
a l t e r n a t i v e .  BPA, F i n a l  EIS, 26. 

2. E n v i r o n m e n t a l l y  P r e f e r r e d  A l t e r n a t i v e s  

P o l i c y  imp lementa t ion  o f  t h e  IP-PF r a t e  l i n k  and a  5-year d u r a t i o n  
a r e  e n v i r o n m e n t a l l y  p r e f e r r e d  o v e r  no a c t i o n  and t h e  o t h e r  a1 t e r n a t i v e s .  A  
5-year d u r a t i o n  w i t h  p o l i c y  imp lementa t ion  m in im izes  t h e  p o s s i b i l i t y  t h a t  
e i t h e r  t h e  DSI customers o r  BPA's o t h e r  customers would exper ience  r a t e s  
h i g h e r  than  t h e y  would be w i t h o u t  t h e  r a t e  l i n k .  R e l a t i v e  t o  no a c t i o n ,  a  
r a t e  l i n k  i n c o r p o r a t i n g  these  two a l t e r n a t i v e s  would p r o v i d e  g r e a t e r  r a t e  
p r e d i c t a b i l i t y  t o  t h e  DSIs, and would be i n  e f f e c t  f o r  a  s u f f i c i e n t  d u r a t i o n  
t o  enhance t h e  chances o f  c o n t i n u e d  o p e r a t i o n s  a t  those  s m e l t e r s  which a r e  a t  
r i s k  o f  c l o s u r e  under no a c t i o n .  Such a  r a t e  l i n k  c o u l d  a l l o w  them t o  recoup 
investments  i n  s m e l t e r  modern iza t ion ,  e s p e c i a l l y  i f  combined w i t h  t h e  V a r i a b l e  
r a t e  and ConIMod. Fur thermore,  t h e r e  i s  l e s s  r i s k  o f  adverse r a t e  impacts  t o  
e i t h e r  t h e  DSIs o r  o t h e r  BPA customers under p o l i c y  i m p l e m e n t a t i o n  w i t h  a  
5-year d u r a t i o n  t h a n  under c o n t r a c t  m o d i f i c a t i o n  o r  d u r a t i o n  t h r o u g h  June 30, 
2001. Thus, an IP-PF r a t e  l i n k  i n c o r p o r a t i n g  p o l i c y  imp lementa t ion  and a  
5-year ' d u r a t i o n  has t h e  b e s t  p o t e n t i  a1 f o r  a v o i d i n g  adverse socioeconomi c  
impacts i n  b o t h  t h e  communit ies where s m e l t e r s  a r e  l o c a t e d  and e lsewhere i n  
the  r e g i o n .  To t h e  e x t e n t  t h a t  a  5-year d u r a t i o n  w i t h  p o l i c y  i m p l e m e n t a t i o n  
would r e s u l t  i n  h i g h e r  s m e l t e r  o p e r a t i n g  l e v e l s ,  p h y s i c a l  env i ronmenta l  
impacts which would have ceased under no a c t i o n  would c o n t i n u e  t o  o c c u r .  



These p h y s i c a l  impacts  a r e  c l o s e l y  r e g u l a t e d ,  however, and would be ou twe ighed  
by  t h e  p o s i t i v e  socioeconomic e f f e c t s  o f  a  5-year d u r a t i o n  w i t h  p o l i c y  
imp lementa t ion .  

3. D e c i s i o n  F a c t o r s  

BPA based i t s  d e c i s i o n  on l e g a l  r e q u i r e m e n t s ,  a b i l i t y  t o  meet t h e  
need, r a t e  des ign  o b j e c t i v e s ,  and a  c o n s i d e r a t i o n  o f  env i ronmenta l  impac ts .  

a .  Legal  Requirements.  S e c t i o n  7 (a )  o f  t h e  P a c i f i c  Nor thwes t  Power 
A c t  r e q u i r e s  BPA t o  s e t  r a t e s  " i n  accordance w i t h  sound bus iness  p r i n c i p l e s "  
t o  produce revenues t h a t  r e c o v e r  t h e  A d m i n i s t r a t o r ' s  c o s t s  and a l l o w  BPA t o  
meet i t s  o b l i g a t i o n s  t o  t h e  U.S. T reasury .  

S e c t i o n  7 ( a >  d i r e c t s  t h a t  these  r a t e s  be s e t  i n  accordance w i t h  
s e c t i o n s  9  and 10 of  t h e  Federa l  Columbia R i v e r  T ransmiss ion  System A c t  of  
1974 (T ransmiss ion  A c t ) ,  16 U.S.C. 5 838; s e c t i o n  o f  t h e  F l o o d  C o n t r o l  A c t  
o f  1944; and t h e  o t h e r  p r o v i s i o n s  o f  t h e  P a c i f i c  Nor thwes t  Power A c t .  
S e c t i o n  9  o f  t h e  T ransmiss ion  A c t  r e q u i r e s  t h a t  r a t e s  be e s t a b l i s h e d  " w i t h  a  
v iew t o  encourag ing  t h e  w i d e s t  p o s s i b l e  d i v e r s i f i e d  use o f  e l e c t r i c  power a t  
t h e  l o w e s t  p o s s i b l e  r a t e s  t o  consumers c o n s i s t e n t  w i t h  sound b u s i n e s s  
p r i n c i p l e s , "  w h i l e  h a v i n g  r e g a r d  t o  r e c o v e r y  o f  c o s t s  and repayment t o  t h e  
U.S. T reasury .  S ~ ~ b s t a n t i a l l y  t h e  same r e q u i r e m e n t s  a r e  s e t  f o r t h  i n  s e c t i o n  5  
o f  t h e  F l o o d  C o n t r o l  A c t .  

S e c t i o n  7 ( c > ( l > ( B >  o f  t h e  P a c i f i c  Nor thwes t  Power A c t  d i r e c t s  t h a t  
r a t e s  t o  t h e  DSIs be e s t a b l i s h e d  a f t e r  J u l y  1, 1985, a t  a  l e v e l  t h e  
A d m i n i s t r a t o r  de te rm ines  t o  be e q u i t a b l e  i n  r e l a t i o n  t o  t h e  r e t a i l  r a t e s  
charged by p u b l i c  bod ies  t o  t h e i r  i n d u s t r i a l  cus tomers .  The p r o c e s s ' f o r  
making t h a t  d e t e r m i n a t i o n  i s  o u t l i n e d  i n  s e c t i o n  7 ( c > ( 2 > .  The d e t e r m i n a t i o n  
i s  t o  be based on t h e  r a t e  BPA charges i t s  p r e f e r e n c e  customers p l u s  an 
i n d u s t r i a l  marg in ,  t a k i n g  i n t o  accoun t  v a r i o u s  c o s t  and l o a d  c h a r a c t e r i s t i c  
f a c t o r s .  S e c t i o n  7 ( c > ( 2 >  a l s o  p r o v i d e s  t h a t  t h e  r a t e s  s h a l l  n o t  be l e s s  t h a n  
r a t e s  " i n  e f f e c t  for t h e  c o n t r a c t  y e a r  end ing  June 30, 1985" ( t h e  f l o o r  
r a t e ) .  The r a t e s  i n  e f f e c t  f o r  t h e  c o n t r a c t  y e a r  end ing  June 30, 1985, were 
s e t  t o  r e c o v e r  a  revenue l e v e l  de te rm ined  by t h e  c o s t  r e c o v e r y  r e q u i r e m e n t s  of  
s e c t i o n  7 ( c > ( l > ( A > .  

P o l i c y  i m p l e m e n t a t i o n  o f  t h e  IP-PF r a t e  l i n k  w i t h  a  5-year d u r a t i o n  
c o u l d  enhance BPA's revenues compared t o  no a c t i o n ,  because i t  would  reduce  
t h e  DSIs '  p l a n n i n g  u n c e r t a i n t y .  I t  a l s o  c o u l d  f a c i l i t a t e  i n c r e a s e d  l o a d  
s t a b i l i t y  and p o s s i b l y  augment t h e  b e n e f i t s  o f  t h e  V a r i a b l e  I n d u s t r i a l  Power 
r a t e .  BPA, F i n a l  EIS, 26, 115, 122. 

Imp lementa t ion  o f  t h e  r a t e  l i n k  t h r o u g h  c o n t r a c t  m o d i f i c a t i o n  o r  e x t e n d i n g  
t h e  r a t e  l i n k  d u r a t i o n  t o  June 30, 2001, c o n t a i n s  g r e a t e r  r i s k s  compared t o  
p o l i c y  i r r~p len ien ta t ion  f o r  a  5-year p e r i o d .  Ex tend ing  t h e  d u r a t i o n  o f  t h e  r a t e  
l i n k  t o  June 30, 2001, would i n c r e a s e  t h e  r i s k  t h a t  t h e  r a t e  l i n k  c o u l d  become 
"ou tda ted . "  That  i s ,  t h e r e  i s  g r e a t e r  r i s k  under  a  l o n g e r - d u r a t i o n  t h a t  I P  
r a t e s  de f ined  by an updated c a l c u l a t i o n  o f  t h e  marg in  and t h e  VOR c r e d i t  i n  
some f u t u r e  r a t e  p e r i o d  would be s i g n i f i c a n t l y  d i f f e r e n t  f r o m  I P  r a t e  l e v e l s  
determined by an ex tended IP-PF r a t e  l i n k .  T h i s ' c o u l d  r e s u l t  i n  I P  r a t e  



l e v e l s  i n c o n s i s t e n t  w i t h  the  post-1985 r a t e  d i r e c t i v e s  o f  s e c t i o n  7 ( c >  o f  the  
P .ac i f i c  Northwest Power Ac t .  Therefore,  a  5-year d u r a t i o n  w i t h  p o l i c y  
implementat ion i s  s u p e r i o r , t o  no a c t i o n  and the  o t h e r  a l t e r n a t i v e s  i n  meet ing 
BPA's l e g a l  requ i rements .  

b.  A b i l i t y  t o  Meet t he  Need. BPA eva lua ted  t he  a b i l i t y  o f  the  
no-act ion a l t e r n a t i v e  and o f  each o f  the  IP-PF r a t e  l i n k  a l t e r n a t i v e s  t o  meet 
the  u n d e r l y i n g  need; t h a t  i s ,  t o  s t a b i  1  i z e  the  DSI l oad  i n  o rde r  t o  f a c i  1  i t a t e  
BPA's resource p l ann ing  and t o  s t a b i l i z e  BPA's revenues. BPA, F i n a l  EIS, .I. 

The no-ac t ion  a l t e r n a t i v e  does n o t  meet t h e  need f o r  s t a b i l i z i n g  t he  
DSI load.  Under no a c t i o n ,  BPA would con t inue  t o  r e c a l c u l a t e  t h e  marg in  and 
t he  VOR c r e d i t  f o r  each r a t e  f i l i n g .  Th is  would perpe tua te  t h e  r a t e  
u n c e r t a i n t y  perce ived  by t he  DSIs, undermining t h e i r  a b i l i t y  t o  p l a n  and 
p o s s i b l y  undermining DSI l oad  s t a b i l i t y .  

A  5-year d u r a t i o n  f o r  t he  r a t e  l i n k  would p rov i de  t he  DSIs w i t h  more 
r a t e  c e r t a i n t y  than would no a c t i o n .  A  longer  d u r a t i o n ,  th rough  June 30, 
2001, would f u r t h e r  reduce r a t e  unce r t a i , n t y  t o  t h e  DSIs and cou ld  r e s u l t  i n  
s l i g h t l y  more DSI load  s t a b i l i t y  than a  5-year d u r a t i o n .  BPA, F i n a l  EIS, 26. 
Implementat ion o f  t he  r a t e  1  i n k  through a  po l  i c y  would reduce r a t e  u n c e r t a i n t y  
r e l a t i v e  t o  no a c t i o n ,  b u t  would r e s u l t  i n  s l i g h t l y  g r e a t e r  r a t e  u n c e r t a i n t y  
than i f  the  IP-PF r a t e  l i n k - w e r e  implemented c o n ~ r a c t u a l l y .  

I n  summary, t he  no-ac t ion  a1 t e r n a t i v e  would n o t  p rov i de  s u f f i c i e n t  
r a t e  p r e d i c t a b i l i t y  t o  s t a b i l i z e  the  DSI load.  P o l i c y  implementat ion w i t h  a  
5-year d u r a t i o n  adequate ly  meets t he  need f o r  i n c r e a s i n g  t h e  r a t e  
p r e d i c t a b i l i t y  necessary f o r  s t a b i l i z i n g  t he  DSI load .  Con t rac tua l  
implementat ion and d u r a t i o n  th rough  June 30, 2001 , would f u r t h e r  reduce t he  
r a t e  u n c e r t a i n t y  f a c i n g  t he  DSIs and cou ld  r e s u l t  i n  s l i g h t l y  more DSI load  
s t a b i l i t y  than p o l i c y  implementat ion f o r  a  5-year pe r i od .  A l l  o f  t he  IP-PF 
r a t e  l i n k  a l t e r n a t i v e s  would enhance t he  b e n e f i t s  o f  t h e  V I  r a t e  and a  ConIMod 
program t o  DSI load  s t a b i l i t y  and BPA revenue s t a b i l i t y .  

c .  Rate Design Ob jec t i ves .  I n  a d d i t i o n  t o  meet ing l e g a l  
requirements,  BPA's r a t e s  a r e  designed t o  (1 )  meet BPA1s revenue requ i rement  
w h i l e  d i s t r i b u t i n g  the  burden i n  an e q u i t a b l e  manner among those who use a  
p a r t i c u l a r  se r v i ce ;  ( 2 )  encourage conserva t ion  and min im ize  env i ronmenta l  
impacts; and (3 )  encourage t he  e f f i c i e n t  use o f  resources by r e f l e c t i n g  cos t s  
i ncu r red  and b e n e f i t s  rece ived .  Cons ide ra t i on  a l s o  i s  g i v e n  t o  r a t e  
c o n t i n u i t y ,  ease o f  a d m i n i s t r a t i o n ,  revenue s t a b i l i t y ,  customer acceptance, 
and ease o f  unders tanding.  

P o l i c y  implementat ion o f  t he  IP-PF r a t e  l i n k  and a  5-year d u r a t i o n  
p o t e n t i a l l y  p rov i de  g r e a t e r  revenue s t a b i l i t y  than t h e  no a c t i o n  a l t e r n a t i v e ,  
and would n o t  expose BPA t o  the  long- term r i s k  o f  revenue underrecovery  t h a t  
may occur  under t h e  no a c t i o n  a1 t e r n a t i v e .  A1 so, p o l  i c y  implementat ion w i t h  a  
5-year d u r a t i o n  would ' r ece i ve  g r e a t e r  acceptance among BPA' s  non-DSI customers 
than any a l t e r n a t i v e  i n v o l v i n g  d u r a t i o n  through June 30, 2001, o r  c o n t r a c t  
m o d i f i c a t i o n .  A l l  the  r a t e  l i n k  a l t e r n a t i v e s  p rov i de  more r a t e  c o n t i n u i t y  
than does the  no a c t i o n  a l t e r n a t i v e .  With r espec t  t o  t h e  o t h e r  r a t e  des ign  
o b j e c t i v e s ,  t h e r e  i s  no s i g n i f i c a n t  d i f f e r e n c e  among a l t e r n a t i v e s .  



d .  ~ n v i  ronmental  Impacts .  The env i ronmenta l  impacts o f  t h e  
IP-PF r a t e  l i n k  stem f r om the  ~ e r c e ~ t i o n  by t h e  aluminum companies o f  t h e  
degree o f  f u t u r e  r a t e  and p l a n n i n g  c e r t a i n t y  p rov i ded .  I t  was n o t  p o s s i b l e  t o  
q u a n t i t a t i v e l y  analyze how the  aluminum companies m igh t  mod i fy  t h e i r  
investment  and o p e r a t i o n  dec i s i ons  i n  response t o  a  r a t e  l i n k .  The r a t e  l i n k  
i nvo l ves  t h e  i s sue  o f  r a t e  predictability and i t s  e f f e c t  on DSI loads ,  which 
i s  d i f f i c u l t  t o  es t ima te  q u a n t i t a t i v e l y .  There fo re ,  t he  p h y s i c a l  and 
socioeconomic impacts o f  t h e  IP-PF r a t e  l i n k  a l t e r n a t i v - e s  were analyzed 
q u a l i t a t i v e l y  i n  t he  EIS. 

The IP-PF r a t e  l i n k  i s  n o t  l i k e l y  t o  a f f e c t  ope ra t i ons ,  and t h e r e f o r e  
env i ronmenta l  impacts,  o f  the  1  eas t -  o r  mos t -e f f  i c i  e n t  a1 umi num smel t e r s  s i nce  
r a t e  c e r t a i n t y  a lone would n o t  a f f e c t  t h e i r  p l a n t  investment  o r  c l o s u r e  
dec i s i ons .  For the  sme l te rs  i n t e r m e d i a t e  i n  e f f i c i e n c y ,  t h e  a d d i t i o n a l  r a t e  
and p l a n n i n g  c e r t a i n t y  p rov i ded  by an IP-PF r a t e  l i n k  cou ld  encourage 
investment  i n  p l a n t  modern iza t ion  and f o r e s t a l l  p l a n t  c l osu res  because of  
g r e a t e r  assurance of investment  r ecove ry .  BPA, F i n a l  EIS, 115. Thus, t he  
phys i ca l  env i ronmenta l  impacts o f  some p l a n t s  may con t i nue  w i t h  an IP-PF r a t e  
l i n k  when o the rw i se  t h e  p l a n t s  would have c losed  and t h e  impacts ceased. 
However, t h e  p h y s i c a l  impacts o f  t he  aluminum sme l te rs  a re  r e g u l a t e d .  I n  
genera l ,  o p e r a t i o n  o f  t he  sme l te rs  does n o t  r e s u l t  i n  env i ronmenta l  damage 
which has been found unacceptab le  by t h e  a p p r o p r i a t e  r e g u l a t o r y  agenc ies.  
Cont inued o p e r a t i o n  o f  sme l te rs  which o the rw i se  would c l o s e  would p rec l ude  o r  
f o r e s t a l l  s i g n i f i c a n t  l o c a l i z e d  adverse socioeconomic e f fec ts .  

To t he  e x t e n t  t h a t  aluminum sme l t e r  e l e c t r i c a l  demands may be h i g h e r  
because some sme l te rs  choose n o t  t o  c l o s e ,  o r  lower  because some sme l t e r s  
choose t o  modernize and improve t h e i r  e l e c t r i c a l  e f f i c i e n c y  as a  consequence 
of an IP-PF r a t e  l i n k ,  t h e  env i ronmenta l  impacts  assoc ia ted  w i t h  t h e  
gene ra t i on  of e l e c t r i c i t y  cou ld  be a f f e c t e d  a c c o r d i n g l y .  BPA, F i n a l  
EIS, 115. Such impacts a r e  n o t  expected t o  be s i g n i f i c a n t .  

The IP-PF r a t e  l i n k  i s  n o t  l i k e l y  t o  a f f e c t  t h e  non-aluminum DSIs 
s i g n i f i c a n t l y ,  s ince  e l e c t r i c i t y  c o s t s  a re ,  f o r  most o f  those i n d u s t r i e s ,  l e s s  
impor tan t  i n  t h e i r  bus iness d e c i s i o n s  t han  f o r  t h e  aluminum companies. BPA, 
F i n a l  EIS, 28. However, t h e  IP-PF r a t e  l i n k  i s  expected t o  have a  g e n e r a l l y  
b e n e f i c i a l ,  s t a b i l i z i n g  e f f e c t  on t h e  r a t e s  o f  a l l  non-aluminum sme l t e r  . 
customers o f  BPA and thus  may have p o s i t i v e  r e g i o n a l  socioeconomic b e n e f i t s .  
BPA, F i n a l  EIS, 115. 

BPA has implemented t h e  V a r i a b l e  I n d u s t r i a l  Power r a t e  f o r  aluminum 
smel ters  and p l ans  t o  implement i t s  ConIMod program f o r  aluminum sme l t e r s .  
Both o f  these o p t i o n s  a l s o  were addressed i n  t he  DSI Opt ions  EIS. 
Implement ing an IP-PF r a t e  l i n k  w i l l  s l i g h t l y  augment t h e  impacts  o f  these 
o t h e r  a c t i o n s ,  bo th  o f  which a r e  d i r e c t e d  a t  s t a b i l i z i n g  aluminum sme l t e r  
load.  BPA, F i n a l  EIS, 122. 

M a i n t a i n i n g  t h e  IP-PF r a t e  l i n k  th rough  FY 2001 would enhance t h e  
aluminum sme l te r  DSIs '  p l a n n i n g  c e r t a i n t y  th roughou t  t h e  te rm o f  t h e  DSIsb  
c u r r e n t  power sa les  c o n t r a c t s ,  and c o u l d  t he re fo re  l ead  t o  a  g r e a t e r  degree of  
p l a n t  modern iza t ion .  A t  t h e  same t ime,  m a i n t a i n i n g  t h e  l i n k  f o r  a  l o n g  p e r i o d  
of t ime  inc reases  t h e  r i s k  t h a t  t h e  aluminum sme l t e r  DSI customers,  o r  BPA's 



o t h e r  customers, would exper ience i n e q u i t i e s  i f  t he  i n i t i a l  f o r m u l a t i o n  o f  t he  
1  i n k  were no longer  app rop r i a t e  f o r  de te rmin ing  t he  I P  r a t e  (i .e., i f  t he  t r u e  
va lues o f  t he  margin o r  VOR c r e d i t  change.over t ime  i n  a  manner i n c o n s i s t e n t  
w i t h  t he  r a t e  l i n k ) .  L i m i t i n g  t he  d u r a t i o n  o f  t he  l i n k  t o  5 years  c a r r i e s  
l e s s  r i s k  o f  e r r o r  bu t ,  r e l a t i v e  t o  a  longer  d u r a t i o n ,  a l s o  p r o v i d e s  l e s s  
long-term p lann ing  c e r t a i n t y  t o  the  aluminum companies. The means o f  
implement ing the  IP-PF r a t e  l i n k ,  through a  p o l i c y  o r  a  c o n t r a c t ,  a l s o  c a r r i e s  
a  s im i  1  a r  t r a d e o f f  between p l ann ing  c e r t a i  n t y  f o r  the  a1 umi num companies and 
r i s k  o f  r a t e  i n e q u i t y .  Thus, c o n t r a c t  m o d i f i c a t i o n  w i t h  a  longer  d u r a t i o n  
u l t i m a t e l y  cou ld  r e s u l t  i n  h i ghe r  r a t e s  t o  the  aluminum companies and BPA1s 
o t h e r  customers i n  t he  f u t u r e  than would r e s u l t  w i t h  p o l i c y  implementat ion f o r  
a  5-year pe r i od .  Therefore,  t h e r e  may be g rea te r  r i s k  o f  adverse long- term 
socioeconomic impacts under c o n t r a c t  m o d i f i c a t i o n  w i t h  a  longer  d u r a t i o n  than 
under p o l i c y  implementat ion w i t h  a  5-year d u r a t i o n .  

e. Conc lus ion Supported By The Dec is ion  Fac to rs .  Of t he  
a l t e r n a t i v e s  considered, t he  5-year d u r a t i o n  a l t e r n a t i v e  w i t h  ~ o l i c v  
implementat ion i s  supe r i o r  t o  no a c t i o n  and the  o t h e r  a1 t e r n a t i v e s  j n  
f u l f i l l i n g  BPA's l e g a l  requ i rements  and accompl ish ing BPA1s r a t e  des ign  
o b j e c t i v e s .  P o l i c y  implementat ion w i t h  a  5-year d u r a t i o n  a l s o  meets t h e  need 
f o r  enhancing BPA revenue s t a b i l i t y  and resource p l ann ing  c e r t a i n t y .  
Furthermore, p o l i c y  implementat ion w i t h  a  5-year d u r a t i o n  cou ld  l ead  t o  
p o s i t i v e  socioeconomic impacts assoc ia ted  v i i t h  more s t a b l e  DSI l oads  r e l a t i v e  
t o  no a c t i o n .  The p o s i t i v e  socioeconomic impacts l i k e l y  would outweigh any 
nega t i ve  phys i ca l  impacts assoc ia ted  w i t h  increased DSI ope ra t i ons .  F i n a l  l y ,  
po l  i c y  implementat ion o f  t he  IP-PF r a t e  1  i n k  w i t h  a  5-year d u r a t i o n  appears t o  
c a r r y  l e s s  r i s k  o f  nega t i ve  socioeconomic impacts than cou ld  occur  if the  r a t e  
1  i n k  were extended t o  June. 30, 2001 , o r  imp1 emented cont.ractua1 l y .  Therefore,  
p o l i c y  implementat ion o f  t h e  IP-PF ra.te l i n k  w i t h  a  5-year d u r a t i o n  i s  . 
supe r i o r  t o  no a c t i o n ,  c o n t r a c t  m o d i f i c a t i o n ,  and d u r a t i o n  th rough  June 30, 
2001, when eva luated on the  bas i s  o f  a1 1  t he  d e c i s i o n  f a c t o r s .  

4 .  M i  t i g a t i o n  

S i g n i f i c a n t  adverse socioeconomic impacts a re  n o t  l i k e l y  t o  r e s u l t  
f r om  BPA's proposed IP-PF ' r a t e  l i n k  o r  cumu la t i ve l y  f r om  t h e  IP-PF r a t e  l i n k  
w i t h  the  Va r i ab le  I n d u s t r i a l  Power r a t e  and ConIMod. 

Di f ferences i n  phys i ca l  impacts cou ld  r e s u l t  i f  c e r t a i n  aluminum 
p l a n t s  which o therw ise  would c l ose  remain i n  o p e r a t i o n  o r  modernize. However, 
a1 1  of t he  aluminum p l a n t s  a re  r e q u i r e d  t o  comply w i t h  Federal  and s t a t e  laws 
and r e g u l a t i o n s  f o r  p r o t e c t i o n  o f  t he  environment.  A i r  p o l l u t i o n  c o n t r o l  
equipment a l ready  has been i n s t a l l e d  i n  t h e  p l a n t s  t o  comply w i t h  r e g u l a t o r y  
requi rements .  E x i  s t i n g  groundwater po l  1  u t i o n  p rob l  ems f r om p a s t  p r a c t i  ces a t  
some sme l te rs  a re  be ing  addressed by s t a t e  and Federal  env i ronmenta l  
agencies. F a c i l i t i e s  f o r  s to rage  o f  spent po t1  i n e r s  have been improved a t  
some o f  t h e  p l a n t s ,  r educ ing  ' chances . fo r  f u r t h e r  con tamina t ion  f r om 
cyanide-conta in ing leacha te .  P l a n t  modern iza t ion  measures a re  n o t  expected t o  
r e s u l t  i n  s u b s t a n t i a l  adverse environmental  impacts.  They a re  more l i k e l y  t o  
reduce the sme l t e r s1  impacts and, i n  any event ,  a re  s u b j e c t  t o  r e g u l a t o r y  
c o n t r o l .  BPA, F i n a l  EIS, 102-105. Therefore,  s p e c i f i c  m i t i g a t i o n  measures 
f o r  the IP-PF r a t e  l i n k  a re  n o t  needed. 



BPA conduc ts  f i s h  and w i l d l i f e  and c o n s e r v a t i o n  programs independent  of  
any d e c i s i o n  on an IP-PF r a t e  l i n k .  These programs m i t i g a t e  any p o t e n t i a l  
impacts  r e l a t e d  t o  e l e c t r i c  power s u p p l y  and t o  BPA's power m a r k e t i n g  
a c t i v i t i e s  g e n e r a l l y .  

BPA1s e x i s t i n g  c o n s e r v a t i o n  programs, begun i n  1981, a r e  t a r g e t e d  toward  
a l l  consumer s e c t o r s  i n  t h e  r e g i o n  and w i l l  h e l p  m i t i g a t e  any need f o r  
a d d i t i o n a l  g e n e r a t i n g  resources .  

Any changes i n  h y d r o e l e c t r i c  r e s o u r c e  g e n e r a t i o n  t h a t  m i g h t  o c c u r  as a  
r e s u l t  o f  changes i n  aluminum s m e l t e r  l o a d s  w i l l  be l i m i t e d  by  f a c t o r s  
c o n s t r a i n i n g  r i v e r  o p e r a t i o n s .  These f a c t o r s  i n c l u d e  f l o o d  c o n t r o l ,  
n a v i g a t i o n ,  r e c r e a t i o n ,  and m i t i g a t i o n  f o r  f i s h .  Under t h e  terms o f  t h e  
P a c i f i c  Nor thwes t  Power A c t ,  BPA i s  r e q u i r e d  to  p r o t e c t ,  m i  t i g a t e ,  and enhance 
f i s h  and w i l d 1  i f e  t o  t h e  e x t e n t  a f f e c t e d  by  development and o p e r a t i o n  of  
h y d r o e l e c t r i c  p r o j e c t s  o n  t h e  Columbia R i v e r  or i t s  t r i b u t a r i e s .  BPA, t h e  
U.S. Army Corps of  Engineers ,  and t h e  Nor thwes t  Power P l a n n i n g  Counci 1  w i  11 
c o n t i n u e  t o  deve lop  and implement e f f e c t i v e  s p i l l ,  bypass, and t r a n s p o r t a t i o n  
programs t o  f a c i l i t a t e  passage o f  downstream m i g r a t i n g  s m o l t s .  

. I m p l e m e n t a t i o n  o f  s p e c i f i c  c o n s e r v a t i o n  and f i s h  and w i l d l i f e  p l a n s ,  
programs, and p r o j e c t s  w i l l  be under taken  independent  o f  BPA1s d e c i s i o n  o n  t h e  
IP-PF r a t e  l i n k  and w i l l  undergo separa te  dec is ionmak ing  processes.  
Fur thermore,  impac ts  o f  t h e  IP-PF r a t e  l i n k  would be i n d i s t i q g u i s h a b l e  f rom 
impacts  a r i s i n g  from many o t h e r  f a c t o r s .  Because o f  t h e  c o m p l e x i t y  o f  t h e s e  
f a c t o r s ,  any m o n i t o r i n g  t o  assess impac ts  s p e c i f i c a l l y  a r i s i n g  from t h e  r a t e  
l i n k ,  to  enab le  improved impac t  ana lyses  for  s i m i l a r  a c t i o n s ,  or t o  c a r r y  o u t  
m i t i g a t i o n  wou1.d be s p e c u l a t i v e  and i m p r a c t i c a l .  T h e r e f o r e ,  n o  m o n i t o r i n g  or 
enforcement programs a r e  adopted.  



CHAPTER I11 

' SUMMARY OF CONCLUSIONS 

A.  The proposed IP-PF r a t e  l i n k  i s  c o n s i s t e n t  w i t h  t h e  r a t e  d i r e c t i v e s  of t h e  
P a c i f i c  No r thwes t  Power A c t  and o t h e r  a p p l i c a b l e  l e g i s l a t i o n .  

B. The proposed IP-PF r a t e  l i n k a c h i e v e s  i t s  s t a t e d  g o a l s  o f  enhanc ing  BPA1s 
revenue s t a b i l i t y  and r e s o u r c e  p l a n n i n g  c e r t a i n t y  by  a c h i e v i n g  g r e a t e r  r a t e  
p r e d i  c t a b i  1  i t y  fo r  t h e  DSIs and r e d u c i n g  c o n t r o v e r s y  i n  f u t u r e  r a t e  cases .  

C. BPA1s a b i l i t y  t o  meet i t s  p lanned  payments t o  t h e  T r e a s u r y  i s  enhanced 
because o f  t h e  i n c r e a s e d  revenue s t a b i l i t y  under  t h e  proposed IP-PF r a t e  l i n k .  

D. The H e a r i n g  O f f i c e r  has f u l f i l l e d  h i s  d u t i e s  under  s e c t i o n  7 ( i >  of t h e  
P a c i f i c  N o r t h w e s t  Power A c t  by  p r o v i d i n g  f o r  a  f u l l  and f a i r  e v i d e n t i a r y  
h e a r i n g ,  open t o  a l l  i n t e r e s t e d  p a r t i e s  and p a r t i c i p a n t s ,  on a l l  i s s u e s  
r e l e v a n t  t o  t h e  IP-PF r a t e  l i n k .  A l l  p a r t i e s  have been g i v e n  e v e r y  r e a s o n a b l e  
o p p o r t u n i t y  t o  engage i n  a1 1  phases o f  t h e  h e a r i q g .  

' Based o n  t h e  f o r e g o i n g  c o n c l u s i o n s  and t h e  d e c i s i o n s  c o n t a i n e d  t h r o u g h o u t  , 

t h i s  Record o f  D e c i s i o n ,  I hereby  a d o p t  as B o n n e v i l l e  Power A d m i n i s t r a t i o n ' s  
f i n a l  r a t e  p r o p o s a l  t h e  a t t a c h e d  IP-PF r a t e  1  i n k  methodo logy .  

I s s u e d  a t  P o r t l a n d ,  Oregon t h i s  /IlsuR 1 ~ 8 7  I 



APPENDIX A  

PROVISIONS OF BPA'S PROPOSED IP-PF RATE LINK 

A. Terms and D e f i n i t i o n s  

S e c t i o n  7 ( c > ( l > ( B >  o f  t h e  P a c i f i c  Nor thwest  Power A c t  s t a t e s  t h a t  r a t e s  t o  
BPA's d i r e c t - s e r v i  ce i n d u s t r i a l  (DSI) customers a f t e r  J u l y  1, 1985, s h a l l  be 
e q u i t a b l e  i n  r e l a t i o n  t o  t h e  i n d u s t r i a l  r a t e s  charged by  BPA's p re fe rence  
customers. S e c t i o n  7 ( c > ( 2 >  s t a t e s  t h a t  r a t e s  t o  t h e  DSIs a r e  t o  be based upon 
( 1  > BPA' s  app l  i cab1 e  whol-esale power r a t e s  t o  i t s  p r e f e r e n c e  customers and 
(2 )  t y p i c a l  margins above power and t r a n s m i s s i o n  c o s t s  i n c l u d e d  i n  t h e  
p r e f e r e n c e  customers '  r a t e s  to  t h e i r  i n d u s t r i a l  customers.  The r e s u l t i n g  r a t e  
l e v e l s  a r e  s u b j e c t  t o  t h e  f loor  r a t e  p r o v i s i o n  o f  s e c t i o n  7 ( c > ( 2 > ,  wh ich 
p r o v i d e s  for  a  minimum DSI r a t e  l e v e l .  Re levan t  terms a r e  d e f i n e d  as f o l l o w s :  

1. A p p l i c a b l e  Wholesale Rate. As p r o v i d e d  i n  s e c t i o n  7 ( c > ( 2 >  of  t h e  
P a c i f i c  Nor thwest  Power Ac t ,  t h e  BPA wholesa le  power r a t e s  deve loped for 
purchases by BPA's p u b l i c  body and c o o p e r a t i v e  customers,  a d j u s t e d  f o r  DSI 
l o a d  shape ( t i m e  p a t t e r n  o f  consumpt ion).  

2. Premium Marq in .  The t y p i c a l  marg in  above who lesa le  power c o s t s  
r e f e r r e d  t o  i n  s e c t i o n  7 ( c > ( 2 >  o f  t h e  P a c i f i c  Nor thwes t  Power A c t ,  a d j u s t e d  
for t h e  s i z e  o f  DSI l o a d s .  As de te rm ined ,  i n  t h e  A d m i n i s t r a t o r ' s  Record of 
D e c i s i o n  for  BPA's 1985 r a t e  ad jus tmen t  p roceed ing ,  c a l c u l a t i o n  o f  t h e  Premi um 
marg in  recogn izes  t h a t ,  i n  t h e  t e s t  y e a r  for  which those  r a t e s  were s e t ,  

. s e r v i c e  to  t h e  DSI f i r s t  q u a r t i l e  under t h e  I n d u s t r i a l  F i r m  Power ( I P )  Premium 
r a t e  was n o t  dependent on t h e  a v a i l a b i l i t y  o f  n o n f i r m  energy.  

3. S tandard Marg in .  The t y p i c a l  marg in  above who lesa le  power c o s t s  
r e f e r r e d  t o  i n  s e c t i o n  7 ( c > ( 2 >  o f  t h e  P a c i f i c  Nor thwes t  Power A c t ,  a d j u s t e d  
for t h e  s i z e  o f  t h e  DSI l o a d  and t h e  c h a r a c t e r  o f  s e r v i c e  t o  t h e  f i r s t  
q u a r t i l e .  As de te rm ined  i n  t h e  A d m i n i s t r a t o r ' s  Record of  D e c i s i o n  for  t h e  
1985 r a t e  f i l i n g ,  c a l c u l a t i o n  o f  t h e  Standard marg in  r e c o g n i z e s  t h a t ,  i n  t h e  
t e s t  yea r  for which those  r a t e s  were s e t ,  s e r v i c e  t o  a  p o r t i o n  of t h e  f i r s t  
DSI q u a r t i l e  under t h e  I P  Standard r a t e  was dependent on t h e  a v a i l a b i l i t y  of  
n o n f i r m  energy.  

4.  Value o f  Reserves (VOR) C r e d i t .  The r a t e  c r e d i t  g r a n t e d  t h e  DSIs for 
BPA's c o n t r a c t u a l  r i g h t s  t o  r e s t r i c t  t h e i r  l o a d  under  c e r t a i n  c o n d i t i o n s .  

5. Net  Premium Marq in .  The Premium marg in  l e s s  t h e  Va lue o f  Reserves 
C r e d i t .  

6. Net  Standard Marg in .  The Standard marg in  l e s s  t h e  Va lue  of Reserves 
C r e d i t .  

7. IP-PF Rate L i n k  (Rate  L i n k ) .  The methodology f o r  1  i n k i n g  t h e  r a t e s  
for  BPA's. DSI customers t o  t h e  r a t e s  f o r  BPA' s  pub1 i c  body and c o o p e r a t i v e  
customers on a  l ong - te rm b a s i s .  



8. I P  Premium Margin-Based Rate. The r a t e  l e v e l  d e f i n e d  by t h e  
f o l  l ow ing  components: the  appl  i cab1 e  who1 esa l  e  r a t e ,  t h e  premi um marg in  , and 
t h e  va lue o f  reserves c r e d i t .  

9. I P  Standard Margin-Based Rate. The r a t e  l e v e l  d e f i n e d  by t h e  
f o l  l ow ing  components: t h e  appl  i c a b l e  wholesa le  r a t e ,  t h e  s tandard  marg in ,  and 
t h e  va lue  o f  reserves  c r e d i t .  

10. I P  Premium Rate. The r a t e  o p t i o n . c o n t a i n e d  i n  t h e  I P  r a t e  schedule  
which i n c l u d e s  f i r s t  q u a r t i l e  s e r v i c e  w i t h  Surp lus  F i r m  Energy Load C a r r y i n g  
C a p a b i l i t y .  The l e v e l  o f  the  I P  Premium r a t e  ( o r  i t s  successor r a t e )  
conta ined i n  t h e  I P  r a t e  schedule may n o t  n e c e s s a r i l y  equal  t h e  l e v e l  o f  t h e  
I P  Premium margin-based r a t e .  The I P  Premium r a t e  i s  s u b j e c t  t o  t h e  f l o o r  
r a t e  t e s t  ' desc r ibed  i n  s e c t i o n  7 ( c > ( 2 >  o f  t h e  A c t .  F u r t h e r ,  t h e  I P  Premium 
r a t e  ( o r  i t s  successor r a t e )  may be s u b j e c t  t o  a d d i t i o n a l  ad jus tments ,  such as 
any s e c t i o n  7(b>(2)  and s e c t i o n  7 ( b > ( 3 >  ad justments  and s c a l i n g  t o  a d j u s t  for 
t h e  r a t e  p e r i o d  ex tend ing  beyond t h e  t e s t  y e a r .  

1 1 . '  I P  Standard Rate. The r a t e  o p t i o n  con ta ined  i n  t h e  I P  r a t e  schedule  
which i n c l u d e s  i n t e r r u p t i b l e  f i r s t  q u a r t i  l e  s e r v i c e  w i t h  n o n f i r m  energy a n d l o r  
p r o v i s i o n a l  d r a f t s .  The l e v e l  o f  t h e  I P  Standard r a t e  ( o r  i t s  successor r a t e )  
con ta ined  i n  t h e  I P  r a t e  schedule may n o t  n e c e s s a r i l y  equal  t h e  l e v e l  o f  t h e  
I P  Standard margin-based r a t e .  The I P  Standard r a t e  i s  s u b j e c t  t o  t h e  f l o o r  
r a t e  t e s t .  F u r t h e r ,  t h e  I P  Standard r a t e  ( o r  i t s  successor r a t e )  may be 
s u b j e c t  t o  a d d i t i o n a l  ad jus tments  such as any s e c t i o n  7 ( b > ( 2 >  and 
s e c t i o n  7 ( b > ( 3 >  adjustments and s c a l i n g  t o  a d j u s t  f o r  t h e  r a t e  p e r i o d  
extend ing beyond t h e  t e s t  year .  

12. F l o o r  Rate. The . r a t e  determined i n  BPA1 s  1985 wholesa le  r a t e  
proceeding t h a t  forms t h e  b a s i s  f o r  comput ing a  minlmum DSI . r a t e  l e v e l  t h a t  
meets t h e  requ i rements  of s e c t i o n  7 ( c ) ( 2 >  o f  t h e  P a c i f i c  Nor thwest  Power .Act. 

B. Formulas 

The proposed IP-PF r a t e  l i . nk  i n c o r p o r a t e s  t h e  f o l l o w i n g  formulas:  

1. a.  GNP d e f l a t o r  ( t e s t  p e r i o d ) ]  
lPp=AWR+ [ ' 9 2  GNP d e f l a t o r  (FY 1987) 

GNP d e f l a t o r  ( t e s t  p e r i o d ) ]  
b '  [ ' 3 8  GNP d e f l a t o r  (FY 1987) 

Where : 

" IPp"  i s  t h e  I P  Premium margin-based r a t e  ( m i l l s  p e r  k i l o w a t t h o u r )  f o r  
t h e  t e s t  p e r i o d ,  as determined by t h e  r a t e  1  i n k .  

"IPS' '  i s  t h e  I P  Standard margin-based r a t e  ( m i l l s  p e r  k i l o w a t t h o u r )  for 
t h e  t e s t  p e r i o d ,  as determined by t h e  r a t e  l i n k .  

"AWR" i s  -the A p p l i c a b l e  Wholesale Rate, as r e f e r e n c e d  i n  s e c t i o n  7 (c ) (2 )  
o f  t h e  P a c i f i c  Northwest Power A c t ,  t o  BPA1s pub1 i c  body and c o o p e r a t i v e  



customers. The AWR i s  t h e  weighted average o f  t h e  P r i o r i t y  F i r m  Power (PF) 
demand and energy charges i n  t h e  r a t e s  charged for f i r m  power for  t h e  combined 
genera l  requ i rements  of  p u b l i c  body and c o o p e r a t i v e  customers ( w e i g h t e d  by  PF 
energy s a l e s  t o  t h e  p u b l i c  agenc ies)  and New Resources F i r m  Power ( N R )  demand 
and energy charges i n  t h e  r a t e s  charged p u b l i c  body and c o o p e r a t i v e  customers 
a p p l i c a b l e  t o  t h e i r  new l a r g e  s i n g l e  loads (we igh ted  by  energy s a l e s  t o  p u b l i c  
agenc ies  and c o o p e r a t i v e s  for  r e s a l e  t o  new l a r g e  s i n g l e  l o a d s ) ,  a p p l i e d  t o  
t h e  DSIs '  demand and energy b i l l i n g  de te rm inan ts  as f o r e c a s t e d  i n  - the 
s e c t i o n  7 ( i >  p roceed ing  i n  wh ich t h e  r a t e  l i n k  i s  a p p l i e d .  

".92" i s  t h e  F i s c a l  Year (FY) 1987 n e t  Premium marg in ,  based on 
100 p e r c e n t  s e r v i c e  to  t h e  f i r s t  q u a r t i  l e ,  wh ich i s  n o t  dependent on t h e  
a v a i l a b i l i t y  o f  n o n f i r m  energy,  as determined i n  t h e  1985 r a t e  p r o c e e d i n g  
Record of  D e c i s i o n .  

".38" i s  t h e  FY 1987 n e t  Standard marg in ,  based on s e r v i c e  t o  t h e  f i r s t  
q u a r t i l e ,  a  p o r t i o n  of  which i s  dependent on t h e  a v a i l a b i l i t y  o f  n o n f i r m  
energy,  as determined i n  t h e  1985 r a t e  p roceed ing  Record o f  D e c i s i o n .  

"GNP d e f l a t o r  (FY 1987)" i s  t h e  Gross N a t i o n a l  P r o d u c t  (GNP) d e f l a t o r  
i ndex for 1987. 

"GNP d e f l a t o r  ( t e s t  p e r i o d ) "  i s  t h e  GNP d e f l a t o r  i ndex  for t h e  t e s t  p e r i o d  
i n  each subsequent s e c t i o n  7 ( i >  p roceed ing  where t h e  I P  r a t e s  a r e  t o  be 
determined by t h e  r a t e  l i n k .  

C. Other  Terms and Cond i t i ons .  o f  t h e  IP-PF Rate L i n k  

1. Except as r e q u i r e d  by  t h e  f loor r a t e  p r o v i s i o n  i n  s e c t i o n  7 ( c ) ( 2 )  of 
t h e  P a c i f i c  Nor thwest  Power A c t ,  I P  r a t e s  e f f e c t i v e  b e f o r e  J u l y  1, 1990, s h a l l  
be determined by  t h e  f o r m u l a s  i n  s e c t i o n  B of t h i s  appendix .  The purpose of 
t h e  formulas i s  to  e l i m i n a t e  t h e  need t o  r e c a l c u l a t e  d u r i n g  t h e  t e r m  o f  t h e  
r a t e  l i n k  t h e  v a l u e  o f  r e s e r v e s  ( i n c l u d i n g  t h e  VOR c r e d i t )  and t h e  t y p i c a l  
marg in ,  n e t  o f  ad jus tmen ts  as s e t  f o r t h  i n  s e c t i o n s  7 ( c > ( 2 ) ( A > ,  (B ) ,  and (C) 
of t h e  P a c i f i c  Nor thwest  P,ower A c t .  The o n l y  v a r i a b l e s  i n  t h e  f o r m u l a s  a r e  
"AWR" and "GNP d e f l a t o r  ( t e s t  p e r i o d ) . "  That  i s ,  for  each s e c t i o n  7 ( i >  
p roceed ing  i n  wh ich t h e  r a t e  l i n k  i s  a p p l i e d ,  "AWR" s h a l l  be c a l c u l a t e d  from 
t h e  PF and NR r a t e s  as de te rm ined  i n  t h a t  p roceed ing  and "GNP d e f l a t o r  ( t e s t  
p e r i o d ) "  s h a l l  be t h e  GNP d e f l a t o r  i ndex  for  t h e  t e s t  p e r i o d  used for a1 1  
o t h e r  purposes i n  t h a t  p roceed ing .  F u r t h e r ,  i f  t h e  I P  r a t e s  de te rm ined  by  t h e  
r a t e  l i n k  w i l l  be e f f e c t i v e  for  p e r i o d s  o t h e r  t h a n  a  12-month t e s t  y e a r ,  t h e n  
these r a t e s  may be s c a l e d  upward or downward t o  those  f u t u r e  p e r i o d s  as 
a p p r o p r i  a t e .  

2. I n  t h e  e v e n t  t h a t  t h e  r a t e s  e s t a b l i s h e d  as d e s c r i b e d  i n  s e c t i o n  B of 
, t h i s  appendix r a t h e r  t h a n  t h e  s e c t i o n  7 ( c > ( 2 >  f loor  r a t e  govern  t h e  a p p l i c a b l e  

I P  r a t e s ,  then,  i n  a d d i t i o n  t o  any p o t e n t i a l  s e c t i o n  7 ( b > ( 3 >  o b l i g a t i o n s  on 
t h e  p a r t  of t h e  DSIs, i n c l u d i n g  surcharges a r i s i n g  f r o m  t h e  t r i g g e r i n g  of t h e  
s e c t i o n  7 (b ) (2>  r a t e  t e s t ,  I P  purchasers  a l s o  s h a l l  be s u b j e c t  d u r i n g  t h e  t e r m  
of t h e  l i n k  t o  ad jus tmen t  c lauses ,  su rcharges ,  or c r e d i t s  u n i f o r m l y  a p p l i c a b l e  
t o  t h e  PF r a t e  schedule.  For  example, i n  t h e  1985 r a t e  schedules  such 
ad jus tmen ts  would have i n c l u d e d  t h e  Exchange and Supp ly  System a d j u s t m e n t  



c lauses  e i t h e r  a p p l i c a b l e  t o  t h e  PF r a t e  f o r  f i r m  power f o r  t h e  genera l  
requ i remen ts  o f  pub1 i c  body and c o o p e r a t i v e  customers,  o r  u n i f o r m l y  a p p l  i c a b l e  
t o  t h e  NR r a t e  schedules.  For t h i s  purpose,  t h e  Low 'Dens i t y  D i s c o u n t  
a v a i l a b l e  t o  some p u b l i c  body and c o o p e r a t i v e  customers and any su rcha rge  f o r  
noncompl iance w i t h  model c o n s e r v a t i o n  s tandards  s h a l l  n o t  be cons ide red -  

- "1.1niform1y a p p l i c a b l e . "  

3. For t h e  d u r a t i o n  o f  t h e  l i n k ,  BPA w i l l  c o n t i n u e  t o  make a v a i l a b l e  t o  
t h e  DSIs power o f  t h e  q u a l i t y  t o  wh ich  t h e  DSIs a r e  e n t i t l e d  under t h e i r  Power 
Sa les  C o n t r a c t s  w i t h  BPA, a t  t h e  r a t e s  e s t a b l i s h e d  pu rsuan t  t o  s e c t i o n s  B.1.a. 
and C.1. o f  t h i s  appendix.  BPA a l s o  w i l l  make a v a i l a b l e  t o  t h e  DSIs,  on  an 
o p t i o n a l  b a s i s ,  f i r s t  q u a r t i l e  s e r v i c e ,  t h e  q u a l i t y  o f  wh ich  s h a l l  be 
s p e c i f i e d  by  t h e  V a r i a b l e  Rate C o n t r a c t  and which  s h a l l  rema in  unchanged 
d u r i n g  t h e  d u r a t i o n  o f  t h e  l i n k ,  a t  t h e  r a t e s  e s t a b l i s h e d  p u r s u a n t  t o  
s e c t i o n s  B.1 .b.  and C . l  , o f  t h i s  appendix.  
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