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TESTIMONY OF 1 

RAYMOND D. BLIVEN and NANCY PARKER 2 

Witnesses for Bonneville Power Administration 3 

 4 

SUBJECT: POWER RATES POLICY 5 

Section 1: Introduction and Purpose of Testimony 6 

Q. Please state your names and qualifications. 7 

A. My name is Raymond D. Bliven, and my qualifications are contained in BP-14-Q-8 

BPA-04. 9 

A. My name is Nancy Parker, and my qualifications are contained in BP-14-Q-BPA-51. 10 

Q. What is the purpose of your testimony? 11 

A. The purpose of this testimony is to provide the context and background to the policy 12 

objectives for power rates in the BP-14 Initial Proposal.  In addition, this testimony 13 

highlights certain areas in BPA’s direct case for power rates that we would like to point 14 

out to rate case parties for their further consideration and input.  Generation inputs policy 15 

is discussed in the testimony of Fisher et al., BP-14-E-BPA-21. 16 

 17 

Section 2: Overview of the BP-14 Initial Power Rate Proposal 18 

Q. Please describe the proposed power rates in the BP-14 Initial Proposal. 19 

A. The BP-14 Initial Proposal is the second power rate proposal under the Tiered Rate 20 

Methodology (TRM), BP-12-A-03.  The TRM, adopted in November 2008 and twice 21 

revised, is a 17-year rate methodology that is intended to ensure a stable long-term rate 22 

design structure that coincides with the power sales contracts (Contract High Water Mark 23 

(CHWM) contracts) under which service began in October 2011.  Under this Initial 24 

Proposal, we estimate that the average rate paid by BPA’s preference customers for 25 

Tier 1 power purchases from BPA will increase by 9.6 percent, and the average rate paid 26 
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by BPA’s industrial customers for power purchases from BPA will increase by 1 

7.4 percent.  These rate changes are discussed in section 5 below. 2 

Q. Please discuss briefly the need for the proposed power rate increase. 3 

A. By far, the largest cause of the power rate increase is the expectation of lower revenue 4 

from sales of surplus energy.  The prices BPA is realizing for wholesale market sales 5 

have fallen since the BP-12 rates were put in place and are forecast to remain below 6 

BP-12 expectations through at least fiscal year (FY) 2015.  In BP-12, the forecast market 7 

prices for BPA’s net secondary revenues under median revenue conditions were in the 8 

$29-33/MWh range; now the forecasts are in $21-23 range.  This leads to a reduction of 9 

the net secondary revenues reflected in power rates of about $115 million per year.  In 10 

setting the BP-12 rates, net revenues from secondary sales were expected to pay about 11 

30 percent of the revenue requirement for power; now the net revenues pay for less than 12 

20 percent.  The reduction in net secondary revenues and other marketing activities 13 

accounts for about 8 percentage points of the proposed 9.6 percent increase. 14 

  Other key drivers of the proposed power rate increase include increased operation 15 

and maintenance costs to ensure reliability and safe operation of the Columbia 16 

Generating Station (CGS) nuclear plant and the dams owned and operated by the U.S. 17 

Army Corps of Engineers and U.S. Bureau of Reclamation.  Other cost increases include 18 

new fish passage requirements and implementation of the Columbia Basin Fish Accords.  19 

These increased expenditures account for about 4 percentage points of the 9.6 percent 20 

increase. 21 

  These rate increases, combined, are greater than 9.6 percent.  To offset a portion 22 

of these increases, BPA has been able to take advantage of unique opportunities that 23 

decrease capital-related costs for the upcoming rate period.  BPA was able to reduce the 24 

costs of fuel financing for the Columbia Generating Station through the Depleted 25 

Uranium Enrichment Program, which reduces costs by $22 million per year.  The 26 
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extension of the CGS operating license through 2043 allows some of the CGS debt 1 

coming due during FY 2014-2015 to be extended, reducing the overall cost of borrowing 2 

during the rate period.  Finally, the CGS relicensing reduced the annual contributions to 3 

the plant’s decommissioning fund.  Overall, debt management actions reduced the rate 4 

increase by about 4 percent. 5 

  Expenses and capital investments used in development of the Initial Proposal 6 

were determined in the Integrated Program Review (IPR) process.  See Power Revenue 7 

Requirements Study, BP-14-E-BPA-02, section 2.1. 8 

Q. What factors might affect the rate proposal between the Initial Proposal and the Final 9 

Proposal? 10 

A. We are concerned that poor net secondary revenues (i.e., secondary revenues minus 11 

balancing purchase costs) in the current operating year, FY 2013, due to continued low 12 

prices and early forecasts of low water will result in lower than expected starting rate 13 

period financial reserves and exert upward pressure on power rates.  Expected FY 2013 14 

net revenues could be well below those assumed in the Initial Proposal.  The risk 15 

mitigation strategy, discussed in section 7, describes how this possibility is addressed in 16 

this Initial Proposal. 17 

Q. Are you proposing any changes to the Tiered Rate Methodology? 18 

A. No.  The TRM, as revised in the BP-12 rate proceeding, is being implemented in this rate 19 

case without any need for further modification.  Unlike in the BP-12 rate case, there are 20 

no new adjustments between cost pools that were required to implement the TRM in this 21 

rate case. 22 

Q. Are there major changes included in this rate proposal? 23 

A. No.  While there are a number of changes being proposed in this case, there are none that 24 

we consider to be major changes.  Section 9 of this testimony further introduces the 25 

changes being proposed.  In addition, we are highlighting certain issues for which BPA is 26 
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particularly interested in hearing parties’ ideas for possible alternatives.  These issues are 1 

summarized in section 10. 2 

 3 

Section 3: Sources of Policy Guidance for Power Rate Development 4 

Q. Please describe the primary policy decisions and processes that shape the Initial 5 

Proposal. 6 

A. The primary policy guidance comes from the statutes that govern BPA and in particular 7 

those that address ratesetting.  The primary statutes governing BPA ratemaking are the 8 

Flood Control Act of 1944, 16 U.S.C. § 825s; the Federal Columbia River Transmission 9 

System Act of 1974, 16 U.S.C. § 838; and the Pacific Northwest Electric Power Planning 10 

and Conservation Act of 1980 (Northwest Power Act), 16 U.S.C. § 839.  Power Rates 11 

Study section 1.2. 12 

  In addition to the statutes, the chief policy decisions and public processes that 13 

shape the Initial Proposal are expressed in: 14 

 (1) Prior wholesale power rate case Records of Decision (ROD); 15 

 (2) Bonneville Power Administration Long-Term Regional Dialogue Final Policy and 16 

ROD (July 19, 2007); 17 

 (3) Columbia Basin Fish Accords RODs (May 2, 2008, November 6, 2008, and July 3, 18 

2012); 19 

 (4) Final 2008 Average System Cost (ASC) Methodology ROD (June 30, 2008); 20 

 (5) 2008 Financial Plan (July 31, 2008); 21 

 (6) Tiered Rate Methodology (September 2, 2009) and ROD (November 10, 2008), 22 

TRM Supplemental ROD (September 2, 2009), and TRM changes adopted in the 23 

BP-12 ROD (July 25, 2011); 24 

 (7) Residential Exchange Program Settlement Agreement Proceeding (REP-12) 25 

Administrator’s ROD (July 26, 2011); 26 
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 (8) Administrator’s ROD: Non-Treaty Storage Agreement with BC Hydro (March 23, 1 

2012);  2 

 (9) Agency ROD: Amendment No. 1 to Firm Power Sales Agreement with Port 3 

Townsend Paper Corporation, Contract No. 11PB-12330 (June 28, 2012);  4 

 (10) Letter to the Region: BPA's Proposed Long-Term Power Sales Agreement with 5 

Alcoa's Intalco Plant (October 9, 2012); and 6 

 (11) Integrated Program Review final report (October 2012). 7 

 Together, these documents form the foundation of many of the ratemaking choices 8 

incorporated in the Initial Proposal. 9 

Q. What other policy objectives have guided the development of the BP-14 Initial Proposal? 10 

A. Specific financial and policy objectives that guided the development of the BP-14 Initial 11 

Proposal are similar to those that have guided past rate proposals but reflect BPA’s and 12 

the region’s current economic situation and the fact that this Initial Proposal is 13 

implementing the TRM.  BPA’s risk mitigation objectives are to: 14 

 (1) create a rate design and risk mitigation package that meet BPA financial standards, 15 

particularly achieving a 95 percent two-year Treasury Payment Probability; 16 

 (2) produce the lowest possible rates, consistent with sound business principles and 17 

statutory obligations, including BPA’s long-term responsibility to invest in and 18 

maintain the aging infrastructure of the Federal Columbia River Power System 19 

(FCRPS); 20 

 (3) set lower, but adjustable, effective rates rather than higher, more stable rates; 21 

 (4) include in the risk mitigation package only those elements that can be relied upon; 22 

 (5) not let financial reserve levels build up to unnecessarily high levels; 23 

 (6) allocate costs and risks of products to the rates for those products to the fullest 24 

extent possible; in particular, prevent any risks arising from Tier 2 service from 25 

imposing costs on Tier 1 or requiring stronger Tier 1 risk mitigation; and 26 
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 (7) rely prudently on liquidity tools, and create means to replenish them when they are 1 

used in order to maintain long-term availability. 2 

  These objectives are interdependent and require BPA to balance competing 3 

objectives against each other when developing its overall rate design strategy.  This 4 

Initial Proposal reflects BPA Staff’s efforts to balance these competing objectives. 5 

Q. Have these objectives changed since the BP-12 rate case?  6 

A. These are the same objectives identified for the BP-12 power rate proposal.  BPA is 7 

aware of the impact of BPA rates on the Pacific Northwest as well as the need to 8 

maintain the FCRPS.  And, given that the proposed rate increase is due in large part to 9 

low expectations for surplus revenue and that BPA relies to a large extent on the Treasury 10 

Facility for power risk mitigation, power rates need to be designed in such a way as to 11 

restore the Treasury Facility when it is used, to ensure its future availability. 12 

 13 

Section 4: Residential Exchange Program  14 

Q. Please describe recent changes in BPA’s Residential Exchange Program (REP). 15 

A. On July 26, 2011, following an eight-month administrative hearing in the REP-12 docket, 16 

the Administrator adopted a long-term settlement of REP litigation.  The legal, factual, 17 

and policy merits of the 2012 REP Settlement are thoroughly addressed in the 18 

Administrator’s 2012 REP Settlement ROD (REP-12 ROD).  The REP-12 ROD and 19 

2012 REP Settlement are currently being reviewed by the Court.  The Administrator’s 20 

decision to adopt the 2012 REP Settlement and his decision to implement the 2012 REP 21 

Settlement in this case are not issues within the scope of this proceeding. 22 

Q. How is the 2012 REP Settlement reflected in this rate case? 23 

A. The ratemaking elements of the 2012 REP Settlement are incorporated in this Initial 24 

Proposal.  The proposed rates and the documentation supporting those rates are based on 25 

the Settlement.  Because the Administrator has found the Settlement to be consistent with 26 
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relevant statutes and that the Settlement appropriately provides adequate rate protection 1 

pursuant to section 7(b)(2) for the rate period, FY 2014-2015, we have instructed Staff to 2 

not perform the section 7(b)(2) rate test in this rate case.  In its place, rate protection is 3 

provided to preference customers through the limitation of REP benefits to be paid to the 4 

region’s IOUs below what has been shown would otherwise occur.  Consistent with the 5 

Settlement, this rate proposal develops Base PF Exchange rates that are compared with 6 

Draft ASCs to determine REP participant eligibility.  In the Initial Proposal, we find that 7 

all six IOUs would be eligible for REP benefits, and one of the two consumer-owned 8 

utilities (COU) that filed for an ASC determination would be eligible for REP benefits.  9 

The qualifications of each participant will be reexamined in the Final Proposal using the 10 

final rates and final ASCs. 11 

Q. What is the level of REP benefits and refund payments BPA is including in rates for the 12 

FY 2014-2015 rate period? 13 

A. For IOUs, the amount of REP benefits that are included in the Initial Proposal rates is 14 

$274 million for FY 2014-2015.  Of this amount, $197.5 million would be paid to the 15 

IOUs based on a comparison of each of their ASCs and individual PF Exchange rates.  16 

For COUs, the forecast amount of REP benefits is $1.4 million.  In addition to REP 17 

benefits, $76 million would be withheld from the IOUs and paid to the COUs as refunds 18 

in accordance with the terms of the 2012 REP Settlement. 19 

 20 

Section 5: Describing the Rate Increase 21 

Q. How much is the PF rate increasing? 22 

A. The adoption of the TRM has complicated the process of describing the nature of the rate 23 

increase such that, under the TRM, there is no one single and simple answer to the 24 

question.  Each of BPA’s PF customers is in a different position because of product 25 

choices and load characteristics.  There also are different methodologies that can be used 26 
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to measure any increases.  Our analysis shows that the rate increases range from 3 to 1 

11 percent for individual customers, but different methodologies can show different 2 

results.  See Table 2 for our analysis. 3 

  One method is used for the individual customer impacts reflected in Table 2.  This 4 

method compares the application of BP-12 rates and BP-14 rates using billing 5 

determinants that are forecast to occur in FY 2014.  This method measures how much 6 

more a customer would pay if BP-12 rates were extended for another rate period 7 

compared to the new BP-14 rates. 8 

  Another method, reflected in Table 1, compares posted rates, that is, the BP-12 9 

rate as it was stated in the BP-12 rate case, to the BP-14 rate as it is stated in this case.  10 

This method does not account for changes in billing determinants between rate cases but 11 

would give a customer an indication of how much more it might pay in FY 2014-2015 12 

compared with FY 2012-2013. 13 

  Given the different methods and effects on customers, we have developed a 14 

metric that describes the increase in the posted average Tier 1 rates.  Sales at Tier 1 rates 15 

account for about 95 percent of the power revenues subject to rates that are being 16 

adjusted in this rate case.  That metric is called the Tier 1 Average Net Cost. 17 

Q. What do you mean by “Tier 1 Average Net Cost”? 18 

A. Tier 1 Average Net Cost was first developed in the BP-12 case as a method to 19 

consistently compare Tier 1 rates between rate cases.  Previously, we characterized the 20 

PF rate increase based on average rates to non-Slice customers.  The TRM rate design is 21 

much more like the Slice rate structure (although with certain key differences) that 22 

existed between FY 2002 and FY 2011, which was a rate design based on percentages of 23 

system capabilities. 24 

  The TRM rate design puts Slice and non-Slice purchases on a comparable basis 25 

by providing a common rate design for all products available to preference customers.  26 
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There are significant differences among the available products.  Slice purchases include 1 

firm requirements power and surplus power, when available, but Slice rates do not 2 

include the value of the surplus power.  Non-Slice purchases include only firm 3 

requirements power, and the value of surplus power is directly reflected through credits 4 

to the PF rate for non-Slice power.  We developed “Tier 1 Average Net Cost” as a metric 5 

that puts Slice and non-Slice purchasers on a common basis by attributing a value to the 6 

surplus power that is expected to be sold to Slice purchasers.  The imputed value of the 7 

surplus power is equivalent to what is included in rates to non-Slice purchasers.  Thus, all 8 

power sold at PF Public rates to Slice and non-Slice customers can be valued on a 9 

common basis, allowing an equitable comparison of the PF Public rates and between rate 10 

cases. 11 

Q. How much is the Tier 1 Average Net Cost increasing? 12 

A. In the Initial Proposal, the proposed Tier 1 Average Net Cost of Priority Firm Power 13 

purchasers for FY 2014-2015 is 31.68 mills/kWh, 9.6 percent higher than the Tier 1 14 

Average Net Cost of Priority Firm Power determined for the BP-12 Final Proposal for 15 

FY 2012-2013.  See Table 1.  The Tier 1 Average Net Cost for non-Slice purchasers is 16 

9.0 percent higher than for FY 2012-2013.  The Tier 1 Average Net Cost for Slice 17 

purchasers is 10.3 percent higher than for FY 2012-2013. 18 

Q. Would Slice customers actually pay a BPA rate that is increasing 10.3 percent? 19 

A. No.  Slice customers pay the Composite Rate, which is increasing by 1.0 percent.  Most 20 

of the increase in the average Tier 1 Average Net Cost for Slice purchasers is due to the 21 

lower market value of surplus energy, the same factor that drives much of the 9.6 percent 22 

increase in the average Tier 1 Average Net Cost for non-Slice purchasers.  The actual 23 

value of the surplus energy will be experienced directly by Slice purchasers through their 24 

market transactions, not through BPA rates. 25 

 26 
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Q. What level of discount do you propose for eligible irrigation loads? 1 

A. The rate discount for eligible irrigation loads is increasing from 10.26 mills/kWh to 2 

10.52 mills/kWh. 3 

Q. What are the proposed Industrial Firm Power and New Resources rates? 4 

A. The Initial Proposal average Industrial Firm Power (IP) rate is 38.98 mills/kWh, 5 

7.4 percent higher than the FY 2012-2013 IP rate.  The Initial Proposal New Resource 6 

Firm Power (NR) rate is 73.63 mills/kWh, which is 5.9 percent higher than the FY 2012-7 

2013 NR rate. 8 

 9 

Section 6: Assumptions About Service to Direct Service Industries 10 

Q. Are there any changes in assumptions regarding service to the DSIs? 11 

A. Other than the forecast sales level, no. 12 

Q. Please describe the guidance you provided for DSI rate development for the upcoming 13 

rate period. 14 

A. Currently, BPA has DSI power sales contracts with Port Townsend Paper and Alcoa for 15 

an aggregate 320 aMW of service.  Pursuant to a contract amendment with Port 16 

Townsend Paper, portions of Port Townsend’s load will transfer to Jefferson County 17 

PUD when Jefferson begins taking service from BPA, currently expected to begin next 18 

July.  BPA is reviewing public comments regarding an extension to Port Townsend’s 19 

contract to purchase 12 aMW of power through September 2022.  BPA is currently 20 

reviewing public comments regarding a proposed contract to sell 300 aMW of power to 21 

Alcoa through September 2022.  In this rate proceeding, we have directed Staff to assume 22 

that these levels of service are an appropriate forecast for service levels during the 23 

FY 2014-2015 rate period.  The Administrator has excluded from the rate case BPA’s 24 

decisions regarding service to the DSIs, including BPA’s decision to offer contracts.  The 25 
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total DSI load assumed for this rate proposal is 312 aMW.  The Administrator’s decisions 1 

may differ from this assumption; if so, the Final Proposal will be updated. 2 

 3 

Section 7: Initial Proposal Power Rates Risk Mitigation Package 4 

Q. Given the financial and policy objectives described in section 3, what direction did you 5 

give Staff regarding the use of liquidity tools? 6 

A. The front line for risk mitigation continues to be financial reserves attributed to Power 7 

Services.  Power Risk and Market Price Study section 3.2.1.1.  We also continue to rely 8 

on the availability of the Treasury Facility.  Id. section 3.2.1.2.  Combined, we refer to 9 

these tools as liquidity tools, and our policy guidance is to rely prudently on liquidity 10 

tools and create means to replenish them when they are used to maintain their long-term 11 

availability. 12 

Q. What guidance did you give regarding the development of the Cost Recovery Adjustment 13 

Clause (CRAC)? 14 

A. We believe the CRAC mechanism continues to be a useful tool to help ensure that rates 15 

are low but adjustable, rather than higher but more stable, consistent with policy 16 

guidance.  To be consistent with the guidance related to replenishing the liquidity tools, 17 

we asked Staff to structure the CRAC to ensure that any of the liquidity Power Services 18 

uses will be restored in a timely, responsible manner.  The timely replenishment of the 19 

liquidity tools needs to be balanced with the fact that trying to collect too much too fast 20 

could create difficulties for our customers. 21 

Q. Please describe briefly the power risk mitigation proposal. 22 

A. The CRAC would trigger if Accumulated Net Revenue drops to the equivalent of $0 in 23 

Power Services financial reserves, even if the 95 percent TPP standard could be met 24 

using a lower threshold for the CRAC than that.  Power Risk and Market Price Study 25 

section 3.2.4.1.  That is the same proposal made for the BP-12 rates.  Also, the amount 26 
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the CRAC will recover in the following year is 100 percent of the first $100 million that 1 

Accumulated Net Revenue is below the threshold, and then 50 percent of any amount of 2 

underrun beyond $100 million, up to the CRAC annual limit ($300 million).  Id.  That, 3 

too, is the same proposal we made for the BP-12 rates. 4 

  Finally, the CRAC will continue to apply to the capacity reserve-based Ancillary 5 

and Control Area Services rates.  See the Power General Rate Schedule Provisions 6 

(GRSPs), BP-14-E-BPA-09, GRSP II.C, and Transmission GRSPs, BP-14-E-BPA-10, 7 

GRSP II.H.  See also the testimony of Mandell et al., BP-14-E-BPA-15. 8 

Q. What concerns about risk arose in completing the Initial Proposal? 9 

A. In preparing for the hydroregulation studies, there was considerable discussion about 10 

what level of spill to assume.  Over the past several years, the amount of spill ordered by 11 

the court has exceeded the amounts included in the rate case studies.  After considering 12 

the question with input from many parts of the agency, we directed Staff to assume the 13 

amount that is best indicated by the 2008 FCRPS Biological Opinion.  We also instructed 14 

Staff to ensure that any amounts of spill in excess of this level would be considered in the 15 

risk mitigation tools.  This decision increases the risk to power customers, but we believe 16 

that it also provides a lower beginning rate level and would collect higher costs due to 17 

increased spill requirements only if BPA financial conditions required a CRAC to be 18 

implemented. 19 

 20 

 21 

Section 8: DSI Typical Industrial Margin 22 

Q. What policy direction did you give to Staff regarding the development of the IP rate? 23 

A. According to section 7(c) of the Northwest Power Act, the IP rate is to be based on 24 

BPA’s “applicable wholesale rates” to its consumer-owned utility customers plus the 25 

“typical margins” included by those customers in their retail industrial rates.  In order to 26 
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simplify the workload related to the IP rate, we entered into an agreement with 1 

representatives of public power and Alcoa to forgo surveying COUs with industrial 2 

customers regarding the costs of service to their industrial customers.  See Power Rates 3 

Study, BP-14-E-BPA-01, Appendix A, Attachment B.  Pursuant to this agreement, in lieu 4 

of performing a new customer survey, we directed Staff to rely on the survey performed 5 

for the BP-12 rate case, which was conducted in 2011.  Also, we asked Staff whether it 6 

would be appropriate to escalate the BP-12 typical industrial margin to reflect inflation 7 

over the two years.  After discussing this question, we decided it would be appropriate to 8 

propose to include the effects of inflation in the BP-14 typical margin.  Inflation increases 9 

the margin by 0.02 mills/kWh.  Power Rates Study Appendix A. 10 

 11 

Section 9: Summary of Changes to Power Rates 12 

Section 9.1: Provisional Contract High Water Marks 13 

Q. What are Provisional Contract High Water Marks (CHWM)? 14 

A. Provisional CHWMs were created in revisions to the TRM in 2009 and included in 15 

CHWM contracts.  Under the TRM, CHWMs are based on a customer’s Measured 16 

FY 2010 Load.  Customers that lost loads due to the 2008 economic downturn would 17 

have received lower CHWMs than they expected at the time the TRM was developed and 18 

consequently would face higher power costs if those loads returned.  Recognizing this 19 

predicament led to the development of Provisional CHWMs.  A Provisional CHWM 20 

Amount is a conditional increase in a customer’s CHWM for FY 2012-2013 to account 21 

for qualifying load loss due to the economic downturn, with the potential for the 22 

provisional amounts to become permanent if the load returns. 23 

  In FY 2014, BPA will determine, for each customer that has a Provisional 24 

CHWM, what part of the customer’s Provisional CHWM is retained as permanent 25 

CHWM.  Section 4.1.8 of the TRM sets forth the criteria that BPA will use to make this 26 
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determination.  Two things occur after each determination is completed.  First, if a 1 

customer does not retain all of its Provisional CHWM, then the customer’s CHWM and 2 

related billing determinants are revised and applied retroactively to the start of the fiscal 3 

year.  Second, if a customer retains any of its Provisional CHWM, then the customer’s 4 

Contract Demand Quantity (CDQ) is revised and applied retroactively to October 1, 5 

2011.  No matter the outcome of a Provisional CHWM determination, billing adjustments 6 

will occur for all customers that have Provisional CHWMs. 7 

Q. Please describe potential changes that will result from implementing the CHWM 8 

Contract provisions related to the Provisional CHWM Amounts. 9 

A. As described in section 4.1.8 of the TRM, “[i]n FY 2014, BPA will determine, for each 10 

customer that has a Provisional CHWM Amount, what part of such customer’s 11 

Provisional CHWM Amount is retained in its CHWM effective as of October 1, 2013.”  12 

Section 4.1.9 of the TRM describes specific changes that will be made if the Provisional 13 

CHWM Amounts are not retained.  In FY 2014, the CHWM contracts for customers 14 

whose CHMW is reduced pursuant to section 4.1.8 will be amended to reflect the 15 

customer’s reduced CHWM.  In addition, the customer’s CDQ, Rate Period High Water 16 

Mark (RHWM), and Tier 1 Cost Allocator (TOCA) will be recalculated, as will the 17 

System Shaped Load (pursuant to TRM section 5.2.1).  Section 4.1.9 also describes the 18 

public process that BPA will utilize before finalizing these changes. 19 

  Because these changes will occur during this rate period, we have instructed Staff 20 

to include language in the GRSPs explaining how the changes will be implemented in 21 

rates.  This includes the adjustment to amounts previously billed in FY 2012-2014, 22 

consistent with the terms described in TRM section 4.1.10.  See GRSPs II.D and II.Y.  23 

More details are included in the testimony of Chalier et al., BP-14-E-BPA-19, sections 6 24 

and 9.3. 25 

 26 
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Section 9.2: Other Demand Billing Determinant Adjustments 1 

Q. Other than for Provisional CHWMs, what demand billing adjustments are proposed? 2 

A. There are two other proposed adjustments.  One adjustment is proposed to account for 3 

recovery peaks.  The other adjustment is proposed to account for extreme load shift 4 

events.  The adjustments are described with more detail in the testimony of Chalier et al., 5 

BP-14-E-BPA-19, sections 9.1 and 9.2. 6 

Q. Why are these adjustments being proposed? 7 

A. In calculating the PF demand charge, the customer’s actual average Tier 1 load is 8 

subtracted from its system peak to determine the demand billing determinant.  After 9 

observing the first year of operating under the new TRM rate design, we were informed 10 

of concerns with an unintended effect on the demand charge resulting from abnormal 11 

load conditions.  Such a situation is characterized by peak loads occurring without the 12 

underlying energy loads that offset the demand charge effect.  The first situation that 13 

arose was the result of weather-related outages on BPA’s transmission system or on a 14 

customer’s distribution system.  When service outages occur for prolonged periods, the 15 

restoration of service often results in short, but relatively high, peak loads.  We use the 16 

term “recovery peaks” to describe these conditions.   17 

  The second situation arose when one customer noted the effect that a labor strike 18 

at an industrial consumer had on its demand charge.  Another customer with one retail 19 

consumer noted that the consumer closes for extended maintenance every two years.  20 

After considering these situations, we surmised that there may be similar events that 21 

could trigger relatively high demand charges that were not contemplated when the 22 

demand rate design was being considered. 23 

Q. What is the intent of the demand rate design? 24 

A. The intent of the demand rate design was to send a price signal to customers that reflects 25 

the cost of providing capacity to serve peak loads.  The effects of extreme peaks due to 26 
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weather or other regularly occurring events were considered.  Events such as 1 

transmission outages, labor strikes, or maintenance outages at consumer facilities were 2 

not.  The purpose of sending a stronger demand rate signal to customers was to promote 3 

demand side management as a viable capacity resource.  Demand side management is not 4 

a viable option during restoration peaks when people have suffered without heat or 5 

lighting for a prolonged period.  We believe that the proposed demand adjustments will 6 

give customers the option to seek relief from excessive demand charges without 7 

compromising the intent of the demand rate design. 8 

 9 

Section 9.3: Tier 2 Rate Issues 10 

Q. What Tier 2 rate issues have been identified? 11 

A. Staff came to us with two issues.  The first issue was how to set Tier 2 rates when the 12 

purchases supporting those sales have not yet been finalized.  The second issue was what 13 

to do about the costs of a Tier 2 purchase that turned out larger than needed after Above-14 

RHWM loads were determined in the summer of 2012. 15 

Q. How did you instruct Staff to set Tier 2 rates when the costs are not yet known? 16 

A. We suggested that Staff include in the rate schedules the formulas that detail how the 17 

Tier 2 rate would be calculated if the costs were known.  This allows the calculation of 18 

the rate to occur after the costs are known, whether or not the rate case has concluded.  19 

The formula approach to the Tier 2 rates is described in the testimony of Chalier et al., 20 

BP-14-E-BPA-17, section 2.1. 21 

Q. Please explain the second situation, regarding the costs of a purchase that was larger 22 

than needed. 23 

A. Earlier this year, BPA offered a vintage Tier 2 rate opportunity to eligible customers.  24 

That offering concluded with customers subscribing to 46 aMW of power for five years.  25 

As part of BPA’s power purchase for the vintage rate subscribers, it acquired an 26 
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additional 5 aMW for the Load Growth pool, based upon projected needs of customers.  1 

At the time, it was expected that the Load Growth pool would have sufficient need for the 2 

5 aMW for all five years.  After completing the RHWM Process, we found that the Load 3 

Growth pool had a need for only 1.7 aMW for FY 2015.  This left 3.3 aMW in excess of 4 

need and, as it appears at this time, the price of the power is higher than current market 5 

prices.  The TRM specifies that the Load Growth pool members are ultimately 6 

responsible for the full costs of the purchases that BPA makes for the pool.  To the extent 7 

that the power has a lower value, or higher, than when the purchase is made, the Load 8 

Growth pool members are responsible for what amounts to a stranded cost, or benefit. 9 

  After discussing a number of options with Staff, BPA management, and 10 

customers, we directed Staff to develop an allocation for the stranded cost that assigned 11 

the costs to pool members with an amount of Above-RHWM load between 0 and 1 aMW.  12 

We regret that the stranded costs were incurred, but we have hopes that the market will 13 

rebound enough to minimize (or reverse) the effect on the affected customers.  We also 14 

are seeking further input on the proposed allocation of the stranded cost.  While we have 15 

listened to customers in preparing the Initial Proposal, we are interested in other ideas 16 

parties may put forth.  The proposed allocation and billing adjustment for the Load 17 

Growth pool are described in the testimony of Chalier et al., BP-14-E-BPA-17, 18 

section 2.2.1. 19 

 20 

 21 

Section 9.3: Remarketing 22 

Q. What is remarketing? 23 

A. The term “remarketed” is used in the CHWM contracts and in the TRM.  It may arise 24 

when a customer has dedicated or committed to purchase more resources than it needs to 25 

serve its load that is above its RHWM.  Under remarketing, the customer continues to 26 
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pay the full cost of the resource it committed to purchase but is credited for the value of 1 

this additional power at the time that BPA remarkets it.  This concept is further explained 2 

in the testimony of Chalier et al., BP-14-E-BPA-17, section 2.2.1. 3 

Q. Why is remarketing being introduced now? 4 

A. The situations in the BP-12 rate case were such that remarketing rights were not 5 

triggered.  Now, customers have exercised their contractual rights and have asked BPA to 6 

remarket resources that they committed to purchase that are in excess of their Above-7 

RHWM need.  Therefore, we have instructed Staff to develop rate schedule provisions to 8 

allow remarketing to occur within the parameters set forth in CHWM contracts and the 9 

TRM.  GRSP II.R.  We also asked Staff to minimize the potential risks associated with 10 

remarketing.  Remarketing is discussed in the testimony of Chalier et al., BP-14-E-11 

BPA-17, section 2.2.2. 12 

 13 

Section 9.4: NR Rate Energy Shaping Service 14 

Q. What is NR rate energy shaping service? 15 

A. Certain Load Following customers are facing the prospect of new large single loads 16 

(NLSLs) locating in their service territories and are considering using non-Federal 17 

resources to serve those NLSLs rather than taking service from BPA for that load at the 18 

NR rate.  The CHWM contracts require that each customer’s non-Federal resource(s) be 19 

matched to its NLSL load on an hourly basis.  This new shaping service would satisfy 20 

this contractual requirement. 21 

Q. What instructions did you provide for Staff? 22 

A. We asked Staff to develop a rate for a service that would provide flexibility for the 23 

customer, protect BPA from as much risk as possible, and provide the proper statutory 24 

rate in the event that BPA energy is used for service to NLSLs.  The rate and the service 25 
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that are being proposed are described in more detail in the testimony of Chalier et al., 1 

BP-14-E-BPA-19, section 2. 2 

 3 

Section 9.5: Unanticipated Load Service Under the FPS Rate 4 

Q. What is Unanticipated Load Service (ULS)? 5 

A. ULS results from circumstances that cause an increase in a customer’s load placed on 6 

BPA that was not anticipated in the rate case. 7 

Q. What change is proposed for ULS in the FPS rate schedule? 8 

A. The FPS-12 rate narrowly constrained ULS applicability.  We have concluded that there 9 

could be other unforeseeable circumstances to which the ULS should apply but that may 10 

be omitted inadvertently from an exclusive list.  We asked Staff to develop rate 11 

provisions that would provide BPA more flexibility to serve ULS in appropriate 12 

situations.  See GRSP II.Z.4 and the testimony of Chalier et al., BP-14-E-BPA-19, 13 

section 3. 14 

 15 

Section 10: Additional Issues Where BPA Is Requesting Input from Parties 16 

Q. While BPA is open to input on all aspects of the Initial Proposal, are there any specific 17 

proposals for which you are seeking particular help from parties? 18 

A. Yes.  A number of issues arose during preparation of the Initial Proposal that we believe 19 

may be improved with input from parties.  Many of these issues have been discussed with 20 

workshop participants during the summer.  The input received at the workshops 21 

significantly improved the Initial Proposal.  Further consideration by all interested parties 22 

may serve to find even more improvements. 23 

Q. What are the issues you have identified? 24 

A. We have already related several.  The treatment of the Load Growth pool stranded cost is 25 

one that may be further improved.  NR rate energy shaping service is another, as are the 26 
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demand billing determinant adjustments.  In addition to these, we want to highlight two 1 

more: (1) the application of risk mitigation to Ancillary and Control Area Service (ACS) 2 

rates and (2) risk mitigation choices that we may face in the Final Proposal if FY 2013 3 

conditions deplete Power’s financial reserves. 4 

Q. Please discuss the application of risk mitigation to ACS rates. 5 

A. This proposal would assess 8.2 percent of any CRAC recovery amount to ACS rates.  6 

Other risk mitigation options were discussed prior to the rate case, but none was 7 

advanced in a form that we deemed to be complete and well-established enough to be 8 

incorporated into the Initial Proposal.  We welcome all interested parties to continue to 9 

work together to see if better options are available. 10 

Q. Please discuss the risk mitigation choices for the Final Proposal. 11 

A. Our weather forecasters tell us that there is a good chance that El Niño conditions present 12 

in the Pacific Ocean could lead to a drier than normal FY 2013, although the situation 13 

appears to be improving lately because the El Niño is weak.  Our risk experts tell us that 14 

risk will decrease as FY 2013 passes, but only in the sense that we can better forecast 15 

end-of-year FY 2013 financial conditions.  Power Services started FY 2013 with 16 

$217 million in financial reserves available for risk mitigation.  Power Risk and Market 17 

Price Study section 3.4.4.  Ending reserves are projected to be lower than that.  Id. 18 

section 3.5.2.  Risk projections for FY 2013 using long-term averages for expectations 19 

show a 12 percent chance of a FY 2014 CRAC.  Id. section 3.5.3.  If it turns out to be a 20 

drier than normal year, we expect that lower revenues may deplete the available reserves. 21 

  If the forecast that will be done next July shows that Power Services net reserves 22 

(see the testimony of Lovell et al., BP-14-E-BPA-15, section 3.2.6) are less than zero, a 23 

CRAC will be implemented.  An alternative to a CRAC might be to include Planned Net 24 

Revenues for Risk in final rates.  This would provide revenues to BPA and would spread 25 

the impact over two years rather than one.  A number of factors would need to be 26 
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considered before making such a choice, but this may provide an alternative that is 1 

worthy of consideration. 2 

  BPA will continue to keep its customers and rate case parties apprised of its 3 

financial conditions and expectations for a 2014 CRAC as FY 2013 progresses.  4 

Conditions may warrant a further discussion about risk mitigation choices for the final 5 

rates. 6 

Q. Does this conclude your testimony? 7 

A. Yes. 8 

 9 
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Table 1:  
Overview of Initial Proposal Tier 1 Rates 
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Table 2:  
Compar ison of Load Shaping Rates 
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Table 3:  
Compar ison of Demand Rates 
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Table 4:  
Customer Rate Impacts 
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Table 4, continued 
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Table 4, continued 
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Table 4, continued 
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Table 5:  
Char t of Non-Slice Customer Rate Impacts 
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Table 6:  
REP Benefits Summary 
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