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Section 1.
Introduction and Purpose of Testimony

Q. PLEASE IDENTIFY YOURSELF.

A. This panel is comprised of Edward W. Sheets, Roy Sampsel, Bob Heinith, and Thomas Giese.  We are appearing on behalf of the Columbia River Inter-Tribal Fish Commission and the Yakama Nation.  Our qualifications are listed in WP-02-Q-CR/YA-01, 04, and 05.  ADD PAUL’s QUALS
Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

A. The purpose of our testimony is to provide evidence on the effects of Bonneville’s rate proposal on the probability of repaying Bonneville’s debt to the Treasury while meeting its other obligations including its fish and wildlife costs, and trust obligations to Indian tribes.  We provide evidence on the uncertainties Bonneville faces.  We will also provide evidence on how Bonneville can improve its financial health and meet its future costs.  
Q.
HOW DOES THIS TESTIMONY RELATE TO TESTIMONY IN THE WP-02 RATE CASE?

A.
The prior testimony, exhibits, and other evidence provided by CRITFC and the Yakama Nation in the WP-02 rate case remain illustrative of the inadequacy of Bonneville’s SN CRAC Proposal.  They demonstrate the continued insufficiency of Bonneville’s risk portfolio and inability to meet Treasury payment and obligations under law.  This testimony provides additional evidence based on the SN CRAC proposal and information that has become available since our prior material was developed.

Q. PLEASE SUMMARIZE THE KEY ISSUES FROM THE PREVIOUS PHASE OF THE RATE CASE

A. CRITFC and the Yakama Nation were parties in the previous rate proceedings.  One of our major concerns was that Bonneville’s proposal did not cover total system costs and did not assure repayment to the Treasury.  We provided evidence that Bonneville inappropriately applied its 1993 standard for assurance of Treasury repayment.  We provided evidence that Bonneville’s proposal underestimated the risk that it would not cover the total system costs and therefore the proposal is unlikely to meet its costs and did not assure Treasury repayment.  We provided specific evidence that Bonneville’s revenue requirements and risk analysis did not adequately address its treaty responsibilities to our tribes, the Clean Water Act, the Endangered Species Act, The Fish and Wildlife Coordination Act, or the Northwest Power Act.  We provided information that Bonneville was not implementing the fish and wildlife funding principles.  We provided information that Bonneville’s analysis ignored information on higher fish and wildlife costs and risks facing Bonneville.  We provided evidence that Bonneville’s estimates of starting reserves were inconsistent with the Fish and Wildlife Memorandum of Agreement.  We also provided information that Bonneville’s risk mitigation strategies were inadequate and that Bonneville had underestimated the risk of Treasury deferrals from 2002 through 2006.  We also provided evidence that Bonneville’s proposal did not address future risks after 2006.  We ask that the CRITFC/Yakama direct and rebuttal testimony from the WP-02 proceeding be incorporated into the record for the SN-CRAC proceeding.  Unfortunately, Bonneville’s WP-02 decisions did not address our concerns.  We have joined as parties to this SN CRAC proceeding because we continue to be concerned that Bonneville’s proposal does not address Bonneville’s exposure to risk, and do not provide sufficient revenues to meet future costs and assure repayment to the Treasury.  

Q. DO YOU SUPPORT ANY OTHER PARTIES’ TESTIMONY?

A.
Yes.  We support the concerns raised in the testimony of the Save Our Wild Salmon and Northwest Energy Coalition (SA).

Section 2.  
Management Direction

Q. HOW DO BONNEVILLE’S CURRENT PROBLEMS RELATE TO YOUR PREVIOUS TESTIMONY AND BRIEFS?

A. In the previous rate case, we argued that if Bonneville set its rates at what was then estimated to be 40 percent below the projected market rate, then a significant number of customers would be attracted to such a bargain.  We argued that Bonneville would have to serve more load than it was projecting and more load than it had resources.  We also argued that there was a significant risk that market costs to serve the additional load could be higher than Bonneville was projecting.  We further argued the combination of serving more load at a higher replacement costs was a significant risk that Bonneville was not addressing.  We also argued that Bonneville was facing higher costs for fish and wildlife and other operational costs.  We were also concerned that if these high costs and lower revenues materialized, Bonneville would be forced to either defer Treasury payments or reduce fish and wildlife funding.  

Bonneville ignored our concerns and committed to serve 3,300 megawatts of power sales in excess of the resources that Bonneville had under contract.  We estimate that this decision added $4 to $5 billion to Bonneville’s cost from 2002 through 2006.  Bonneville also underestimated other costs and overestimated revenues.  Finally, Bonneville set its base rates in 2001 to be the same as those set in 1996.  Bonneville’s decision to take on significant additional costs and risks without raising its base rates was the primary reason for the current financial problem (see What Led to the Current BPA Financial Crisis, A BPA Report to the Region, herein incorporated by reference as attachment SN-03-E-CR-01A).

Our concerns about the effects of these financial decisions on fish and wildlife recovery have materialized.  Bonneville currently has a very low probability of meeting its Treasury payments—the estimate without an SN CRAC is 2.4 percent probability of making all of its Treasury payments on time and in full through 2006.  To address its financial crisis, Bonneville has cut funding for fish and wildlife.  It eliminated fish and wildlife operations at the Federal dams during one entire migration season.  

Q. IS BONNEVILLE’S SN CRAC PROPOSAL SUFFICIENT TO MEET ITS COSTS AND REPAY THE TREASURY?

A. No.  Bonneville has not adequately estimated the cost of meeting its fish and wildlife, tribal trust, and environmental responsibilities.  Bonneville has not adequately addressed the uncertainties it is facing.  Even with these inadequacies, Bonneville only has a 50-50 chance of making all of its Treasury payments on time and in full through FY06.

Q.
IS BONNEVILLE’S PROPOSAL LIKELY TO RESULT IN A FINANCIALLY STRONG INSTITUTION THAT CAN MEET ITS COSTS IN A COMPETIVE POWER MARKET?
A.
No.  The Bonneville proposal does not adequately address the costs and uncertainties facing the agency.  It increases the chances that Bonneville will not make its Treasury payments, with concomitant political risks associated with a Treasury deferral.  The proposal does not position Bonneville to be able to meet its costs.  The proposal also utilizes a number of the risk mitigation strategies that Bonneville assumed in the WP-02 rate case.  This will make it harder for Bonneville to maintain financial health when some of the uncertainties facing the agency materialize.

The Bonneville proposal does not adequately address its costs of implementing the FCRPS Biological Opinions (Biological Opinions) and the Columbia River Basin Fish and Wildlife Program (Fish and Wildlife Program).  Without adequate implementation funding there will not be reasonable and prudent measures to avoid jeopardizing the continued existence of the listed species.  Bonneville will also be responsible for a major portion of the Clean Water Act costs associated with the FCRPS dams.  Failure to comply with the Endangered Species Act and the Clean Water Act raise significant risks for Bonneville.  

Bonneville’s proposal reduces its probability of meeting all of its Treasury payments on time and in full to 50 percent.  In the past, Bonneville has expressed significant concern about the effects of missing a Treasury Payment.  For example, Bonneville has stated that “failure to make a Treasury payment would encourage administrative and congressional review and possible limitation on BPA operations.” (see attachment SN-03-E-CR-01B).   This rationale was used as a justification for eliminating river operations designed to improve the survival of migrating salmon and steelhead.

 Bonneville’s proposal results in an expected value for the ending reserve in 2006 of $348 million.  Bonneville’s own testimony and study describes how the agency used up much higher reserves to adjust to the volatility of the West Coast power market and other changes in its costs and revenues.  Failure to build an adequate reserve will potentially limit Bonneville’s ability to address higher future costs while keeping its rates competitive with the power market.

In the WP-02 rate case, Bonneville had several shock absorbers that allowed it to address some of the risk and uncertainty that it was facing.  For example, all of its rate calculations assumed that PBL’s costs and revenues were independent of the TBL.  In an emergency, Bonneville could rely on reserves in the TBL.  The current proposal already assumes the TBL reserves—that shock absorber is gone.  The risk exposure for Bonneville is quite large.  Bonneville cannot choose to address some financial risk while ignoring the costs and risks we have identified.  Simply ignoring these issues or trying to limit them as outside the scope of this proceeding will not make them go away or relieve Bonneville of its financial risk.

Q.
WHAT EVIDENCE DOES BONNEVILLE PROVIDE ON THE ECONOMIC EFFECTS OF ITS PROPOSAL?

A.
At SN-03-E-BPA-01, Page 1-8, line 25 Bonneville cites its concern about the impact of a rate increase on the Northwest economy.  Also, BPA states that the regional economy cannot support a huge rate increase now (see data response CR-YA-BPA:010, herein incorporated by reference as attachment SN-03-E-CR-01C).  In other data responses Bonneville concedes that it has not done any analysis of the economic impacts of raising rates (see CR-YA-BPA:077 and :095 and IN-BPA:015 herein incorporated by reference as attachments SN-03-E-CR-01D, E, and F).  Bonneville also reports that its has not seen any reduction in electricity purchases as a result of the rate increases that have been implemented to date (see CR-YA-BPA:028, :097, and :115, and IN-BPA-012, herein incorporated by reference as attachments SN-03-E-CR-01G, H, I, and J).  Finally, Bonneville has not analyzed the economic impacts of reducing fish and wildlife recovery activities on local communities and economies (see CR-YA-BPA:096 herein incorporated by reference as attachment SN-03-E-CR-01K).  



Bonneville has provided no independent analysis of the economic effects of raising its rates.  It has not shown any reduction in electricity use as a result of previous rate increases.  Bonneville should not use the effects on the economy as a rationale to increase the risk of failing to make its Treasury payments or to set rates that do not meet its costs (see data response CR-YA-BPA:010).

Q.
HOW DID BONNEVILLE ADDRESS EQUITABLE TREATMENT REQUIREMENTS?

A.
Bonneville did not analyze this issue in its proposal (see data response CR-YA-BPA:006, herein incorporated by reference as attachment SN-03-E-CR-01L).   

 Q.
HOW DID BONNEVILLE ADDRESS TREATY AND TRIBAL TRUST REQUIREMENTS?

A.
Bonneville did not analyze this issue in its proposal (see data response CR-YA-BPA:107, herein incorporated by reference as attachment SN-03-E-CR-01M).   

Q.
HOW DID BONNEVILLE ADDRESS NEPA REQUIREMENTS?

A.
Bonneville did not analyze this issue in its proposal (see data response CR-YA-BPA:108 and :114, CA-BPA-013, and GP/BPA:1 and :4, herein incorporated by reference as attachments N, O, P, Q, and R).   

Q.
HOW DID BONNEVILLE ADDRESS COMMITMENTS MADE TO COLUMBIA BASIN INDIAN TRIBES?

A.
Bonneville has not honored a number of commitments it has made to Columbia Basin Indian tribes.  We will provide several examples below and herein incorporate testimony by the Yakama Nation developed for the Financial Choices Process by reference as attachment SN-03-E-CR-01S). 

Bonneville and other Federal agencies committed to a funding level for fish and wildlife for the Fiscal Years 1996 through 2001 in the Memorandum of Agreement on Bonneville Power Administration's Financial Commitment for Columbia River Basin Fish and Wildlife Costs.  Section VIII.h. clearly states that: “Any funds remaining in these accounts after close of Fiscal Year 2001 will not be re-programmed for any non-fish and wildlife use, but will remain available for expenditure for the benefit of fish and wildlife.”  By the end of Fiscal Year 2001, Bonneville and other Federal agencies had under-spent these funds guaranteed for fish and wildlife measures under the Fish and Wildlife Memorandum of Agreement by approximately $227 million.  Contrary to the agreement, BPA put these funds in its general reserve and they were not available for fish and wildlife.  The CRITFC and the Yakama Nation testified repeatedly about this illegal use of MOA funds in the rate case, but Bonneville continued to include the funds in reserves for other uses.  Bonneville used its reserve to pay for high-cost electricity to serve the additional loads it committed to, to pay utilities and industries to reduce their use of BPA power, to pay higher costs of operating the dam and nuclear plant, and to pay for higher costs at Bonneville.  We repeat our position that this was an illegal use of the funds under the MOA that is contrary to commitments made to Indian tribes   

Bonneville made repeated assurances as part of the rate case process, between 1998 and 2000, to Indian tribes that Bonneville would fully fund its fish and wildlife obligations, even if it had to raise its rates or defer its Treasury payments.  For example, in a letter dated June 28, 1999, Judi Johansen, the Bonneville Administrator, described the various contingencies available and assured tribal leaders that “we believe this should provide a very high assurance that we can meet our share of the costs of whatever fish and wildlife plan is ultimately chosen.” (the Johansen letter, dated June 28, 1999, herein incorporated by reference as attachment SN-03-E-CR-01T).  Yet in 2001, Bonneville eliminated fish and wildlife river operations to meet its Treasury payment.  Now it is considering limits on fish and wildlife funding through the remainder of the rate period, rather than raising rates to meet its funding obligations as it promised. 

The Johansen letter also stated that its reserves at the end of the rate period were projected to be $1.4 billion.  These ending reserves are extremely important to position Bonneville to be able to fund the higher fish and wildlife protection measures after 2006.  Without the SN CRAC Bonneville now projects a $900 million deficit through 2006.  With the SN CRAC proposal the ending reserve for FY06 is expected to be $348 million. 

Bonneville has said that implementation of the spill and flow actions in river operations are a critical part of it efforts to provide equitable treatment for fish and wildlife.  Yet in 2001, BPA decided to eliminate these protections to avoid raising rates or deferring payments to the Treasury.  The limited mitigation Bonneville offered for the 2001 “emergency” has also been cut.

The failure to protect migrating salmon and steelhead in 2001 was not an isolated incident.  The National Marine Fisheries Service maintains a “Report Card on Meeting 1995/98/2000 Biological Opinion Seasonal Average Flow Objectives.”  NMFS compares the flow objectives in its Biological Opinions for both the spring and summer for the Snake River (measured at Lower Granite Dam) and for the lower Columbia River (measured at McNary Dam) with the actual average flows that were provided.  The NMFS analysis shows that the hydroelectric system failed to meet the Biological Opinion flow objectives 11 times out the 28 measurements from 1995 through 2001 (see the attachment entitled NMFS BO flow implementation.xls, attachment SN-03-E-CR-01U).

Bonneville and the Administration made commitments in 2000 that the Federal government would aggressively implement the habitat restoration activities and other reforms in the Biological Opinion.  Yet, we estimate that current funding is not adequate to achieve a third of the actions that the Federal government committed to.

The Administration committed that the implementation of the Endangered Species Act would complement the obligation to restore our Treaty fishery.  Unfortunately, the Federal efforts focus almost exclusively on ESA species, not fish and wildlife for tribal harvest.

The Administration committed to fully fund both the Biological Opinion and the Fish and Wildlife Program.  In reality, funding for resident fish, wildlife, and salmon and steelhead that are not yet listed has been eliminated or deferred in order to give priority to listed species.  This will result in more listing as the species that are being ignored continue to decline.  

Even the funding for listed species has been inadequate.  In fact, more than $100 million of new, scientifically supported projects have been deferred in the latest round of the Council's project selection process due to lack of Bonneville funding.

After all of these commitments and assurances, Bonneville is now considering a proposal that does not include adequate funding for fish and wildlife.  The proposal would also reduce the chances of repaying the Treasury on time and in full.  The proposal would future shift the risk of Bonneville’s mistakes to fish and wildlife and the tribal cultures that depend on them.

Section 3.  
Loads and Resources      
Q.  
PLEASE DESCRIBE THE FISH-RELATED HYDRO OPERATIONS ANTICIPATED BY BPA FOR FY2003 TO FY2006 FOR PURPOSES OF THIS SN CRAC RATE PROCEEDING.

A. 
The fish related operations anticipated by BPA are described at SN-03-E-BPA-05 page 7 and SN-03-E-BPA-04 page 11.  BPA provided additional description of the anticipated operations in response to a data request (CY&YA-BPA: 026, herein incorporated by reference at attachment SN-03-E-CR-01V).  Attached is the BPA data response and attachments 026A to 026D thereto describing the operations anticipated by BPA for FY2003 to FY2006, attachments SN-03-E-CR-01W and X).  These operations are anticipated by BPA pending the outcome of discussions in the regional forum and decisions by the Northwest Power Council.

Q.  
DO CRITFC AND YAKAMA SUPPORT THE FISH OPERATION CHANGES DESCRIBED IN BPA’S HYDRO-REGULATION STUDIES? 

A.  
No.  CRITFC and Yakama are also engaged in regional discussions regarding fish-related changes to hydro-operations.  To facilitate those discussions, CRITFC annually prepares its recommended plan for fish operations.  Among other things this plan specifies the flow and spill criteria for operation of each of the FCRPS projects.  The CRITFC 2003 operations plan differs significantly from the operations identified by BPA in its testimony.  A copy of this plan is provided as attachment SN-03-E-CR-01Y.

Q.  
WHAT ARE THE MAJOR DIFFERENCES BETWEEN THE HYDRO OPERATIONS ANTICIPATED BY CRITFC AND BPA?

A.  
There are two major differences.  The CRITFC plan recommends greater levels of planned spill and increases in flow and duration of flow during spring and summer months when compared to BPA’s anticipated operations.

Q.  
HOW DO THE BPA ANTICIPATED OPERATIONS COMPARE TO THE OPERATIONS PREVIOUSLY ANTICIPATED TO IMPLEMENT THE NOAA FISHERIES 2000 BIOLOGICAL OPINION ON OPERATIONS OF THE FCRPS?

A.  
Following adoption of the 2000 FCRPS Biological Opinions, BPA and other regional analysts completed a hydro-regulation study intended to reflect FCRPS operations as described in the 2000 FCRPS Biological Opinions and anticipated at that time.  This base case study was prepared by Bonneville and Northwest Power Planning Council staff.  Compared to this base case the BPA study shows increases in flows in January and August and decreases in flow March through May.  The studies also show an increase in generation of approximately 2,700 MWaMos in each study year (FY2003-FY2006) compared to the base case.  These differences are described in attachment SN-03-E-CR-01Z, which is a summary of the hydro-regulation studies provided in CR&YA-BPA:026E-L in comparison to the Biological Opinions base case study.  Attachment SN-03-E-CR-01AA is a narrative summary of these changes provided by BPA in response to data request CR&YA-BPA-035, attachment SN-03-E-CR-01BB.

Q.  
DO CRITFC AND YAKAMA SUPPORT DECREASING SPRING FLOWS AND OTHER OPERATIONS ANTICIPATED BY BPA?

A.  
No.  CRITFC and Yakama support the CRITFC 2003 Operations Plan.  We have presented and recommended this plan to the regional forum (TMT) and the federal project operators.  To the best of our knowledge, the CRITFC plan has been neither rejected nor accepted by the regional forum.  CRITFC has received no written comments from the federal government on its 2003 Plan.  Additionally, CRITFC and other fish managers recommended to the Northwest Power Council that it not adopt any operations measures that decrease flow or spill when compared to anticipated Biological Opinion operations.  These recommendations are a matter of public record and may be found at http://www.nwppc.org/library/recommend/mainstem/Default.htm.  

Q.  
DO YOU KNOW WHETHER THE COUNCIL HAS ADOPTED THE CRITFC OR OTHER FISH MANAGER RECOMMENDATIONS? 

A. 
No. At this time, the Council has not published its amended Fish and Wildlife Program, nor has it published the findings required to be part of the Program in the event the Council does not accept a recommendation of CRITFC or another fish manager.    

Q.  
WHAT ASSUMPTIONS SHOULD BPA USE FOR FISH-RELATED OPERATIONS OF THE FCRPS FOR PURPOSES OF THIS PROCEEDING?

A.  
Bonneville should use a range of operations that includes the 2000 Biological Opinion Base Case operation and the operations set forth in the CRITFC 2003 River Operations Plan.  Bonneville should not attempt to narrowly define an operation for future fiscal years in this proceeding.   Bonneville also should not rely on the operations accompanying the initial proposal.  Decisions regarding operations in the future will be made by entities other than Bonneville, including the NOAA Fisheries, Corps of Engineers, and the Bureau of Reclamation.  These decisions will not be made prior to the conclusion of this proceeding.  Among other things, there is litigation uncertainty associated with these decisions. We encourage BPA to be conservative in its fish operation assumptions so that it does not anticipate revenues that may not occur because of changes in future operations. If Bonneville assumes a river operation that is not consistent with the Biological Opinion and the Fish and Wildlife Program, then Bonneville would overestimate its revenues
. 

Q.
HAS BONNEVILLE ANALYZED THE EFFECTS OF THE REDUCTION IN FISH PROTECTION OPERATIONS?

A.
No.  Based on the data response we received, it appears that the fish and wildlife, cultural and other impacts of the proposed changes have not been done (see data response CR-YA-BPA-:023, herein incorporated by reference as attachment SN-03-E-CR-01CC).  

Q.
HAVE FISH AND WILDLIFE MANAGERS AGREED TO BONNEVILLE’S CHANGED ASSUMPTIONS ABOUT THE OPERATION OF THE FCRPS?

A.
No.  The Technical Management Team and CRITFC have not consented to this operation.  Our proposals would move river operations toward the natural hydrograph that salmon and steelhead experienced for thousands of years.  Bonneville’s assumptions about river operations overstate the power generation and revenue that Bonneville is likely to experience between FY04 and FY06.  This assumption reduces the likelihood that Bonneville will be able to meet all of its costs
.

Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED THE LOAD UNCERTAINTY THAT IT FACES?

A.
No.  Bonneville data response indicates that it has not assumed any elasticity of demand for electricity in its analysis (see data response CR-YA-BPA:007, herein incorporated by reference as attachment SN-03-E-CR-01DD).  Based on the history of the Northwest, there is significant uncertainty about future loads. 

Section 4.  
Revenue Recovery      

 Q.
HOW ARE BONNEVILL’S ASSUMPTIONS ABOUT FISH AND WILDLIFE COSTS DIFFERENT THAN THE WP-02 ASSUMPTIONS?

A.
Bonneville has fundamentally changed the assumptions about fish and wildlife costs in the SN CRAC process.  In the previous rate case, Bonneville assumed a range of costs for fish and wildlife of $480 million to $780 million per year, including a range for the direct program of $109 to $179 million per year.  A key theme of that rate case was to keep the options open for future decisions on fish and wildlife that would come from the 2000 biological opinions.  Bonneville has now abandoned the range of costs and assumed a fixed fish and wildlife budget for the direct program of $139 million per year. 

Q.
ARE BONNEVILL’S ASSUMPTIONS ABOUT FISH AND WILDLIFE COSTS SUFFICIENT TO MEET ITS COSTS?

A. There is no evidence in the proposal to indicate that the $139 million per year is sufficient to meet Bonneville’s obligations under the Endangered Species Act, Northwest Power Act, Clean Water Act, or its trust responsibilities to Columbia Basin Indian tribes.  Bonneville asserts that its budget is based on the Federal Caucus Implementation Plan and the Council’s recommendations for implementation of the Columbia River Basin Fish and Wildlife Program.  In the data response seeking the documentation for the assertion Bonneville referenced a number of documents (see data response CR-YA-BPA-:099, herein incorporated by reference as attachment SN-03-E-CR-01EE along with the attachments referred to at attachments SN-03-E-CR-01FF through KK).  The panel has carefully examined the documents provided by Bonneville and found no analysis or documentation that supports the assertion in the proposal.

 
The panel has also closely examined the Implementation Plan developed by the Federal Caucus.  It contains no estimate for cost through FY06 (see http://www.salmonrecovery.gov/2003-07_biops_ip/Final_Biops_IP_2003-07.pdf which is herein incorporated by reference).  We could find nothing in the record that documents the costs of implementing the actions in the Implementation Plan.



The panel also examined material developed by the Pacific Northwest Electric Power and Conservation Planning Council (Council) regarding the implementation of the Fish and Wildlife Program.  We note that on February 21, 2003 the Council wrote a letter to Bonneville regarding its recommendations for fish and wildlife funding reductions for FY03 (herein incorporated by reference as attachment SN-03-E-CR-01LL).  The letter indicates that the Council has not prepared recommendations for FY04-FY06.  In fact the letter states:

The Council cannot proceed to evaluate fish and wildlife expense program spending levels without resolving the issues identified above. At this point, the Council stands by its earlier statement to you that it is concerned that a reduction in Bonneville’s spending commitment below $139 million may jeopardize its ability to meet legal requirements under the Biological Opinions and the Northwest Power Act. Critical Biological Opinion check-ins are imminent.  These are the funds that are necessary to implement many of the important projects and programs that must be in place to succeed in those evaluations. The reductions precipitated by Bonneville’s immediate switch to its “accrual rules” are going to have an impact on our fish and wildlife restoration efforts. We are concerned that deeper and sustained cuts in the out- years may have serious impacts that could retard the progress we have been making.

The Council letter also notes that cuts in Bonneville’s fish and wildlife funding may risk it ability to meet it legal obligations:

Bonneville’s many programs are not all equal. Some, such as the fish and wildlife program, respond to legal obligations that cannot be abandoned, even temporarily. Programs with such legal requirements must be viewed differently than programs that are useful and valuable but not legally required or unquestionably essential to Bonneville’s core statutory missions. Moreover, to be equitable, you must assess where various program costs are today against their planned levels. Programs operating within planned budgets are penalized for their efficiency if this is not considered. Finally, because you are considering cost reductions in the context of the SN CRAC, the significance of a possible program reduction from a rate impact perspective must be understood. It makes little sense to increase legal risks to the durability of the power system because of a cost reduction that has essentially no impact on rates.


We are concerned that there is no analysis that supports Bonneville’s assertion in the proposal.  This increases the risk that Bonneville’s rates will not be sufficient to meet its costs.


We are also concerned that Bonneville has not used its ability to capitalize land and water acquisitions and certain propagation facilities (see data response CR-YA-BPA:043, herein incorporated by reference as attachment SN-03-E-CR-01MM).  Capitalizing these long-term capital investments is appropriate and would lessen the rate effects.

Q.
WHAT IS THE ORIGIN OF THE $139 MILLION PER YEAR ESTIMATE?

A.
It is our expert judgment that Bonneville based this on calculations it prepared for the previous rate cases.  In the development of the Fish and Wildlife Funding Principles range of fish costs, the region’s fish and wildlife agencies developed twelve alternatives that assumed the direct program costs would be approximately $179 million per year.  Bonneville prepared an estimate that these cost would be $109 million per year.  The arithmetic average of twelve alternatives that are each at $179 and one alternative at $109 is $174 million per year.  Bonneville says that it performed a weighted average of the 13 alternatives to develop the $139 million estimate (see data response CR-BPA: 099A.doc, herein incorporated by reference as attachment SN-03-E-CR-01NN).   We objected to this methodology in the previous rate case; however, Bonneville contended that the range of fish and wildlife costs that it was analyzing addressed our concerns.  Now Bonneville has abandoned the range of costs and relied on an estimate that was developed prior to the Implementation Plan for the Biological Opinions and without any recommendations from the Council.  Bonneville’s estimate has no logical factual basis.

Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED THE UNCERTAINTY ASSOCIATED WITH FUTURE FISH AND WILDLIFE FUNDING? 

A.
No.  Bonneville faces a number of uncertainties regarding future fish and wildlife funding.  For example, the Council is working with NOAA Fisheries, fish and wildlife managers, and stakeholders to develop subbasin plans for the entire Columbia River Basin.  These plans will be completed over the next several years and will provide a detailed set of strategies and actions needed to meet the biological objectives for each subbasin.  In addition, NOAA Fisheries is preparing recovery plans pursuant to the Endangered Species Act.  NOAA Fisheries has indicated its interest in coordinating with subbasin planning and using the subbasin plans for the recovery plans if they meet certain standards.  In our expert judgment, these plans will likely identify additional activities, beyond current efforts, to meet the requirements of the Endangered Species Act and the Northwest Power Act.  



In addition, Bonneville’s responsibilities could change based on check ins that are required under the FCRPS Biological Opinion.  These check ins are scheduled for 2003, 2005, and 2008 and could change the level of activity needed to meet the biological opinion.

It is also important to note that the consequences of failure to meet these check ins are significant for Bonneville.  For example, failure to meet the BiOp check-ins could necessitate additional actions by the Federal agencies, including actions that require the agencies to "seek and obtain additional authority from congress" such as "authorizations to breach Snake River dams." (Biological Opinion at page 9-44).  Reinitiation of consultation may also be required to ensure survival while the Action Agencies obtain required authority and implement additional actions, (Biological Opinion at 9-44).  Failure to reach a no-jeopardy determination upon reinitiation of consultation would likely invoke the "God Squad."  Under such a proceeding the question before the Secretaries of Interior, Army, Agriculture, Council of Economic Advisors, EPA and NOAA Administrators, and President would be: Should the Nation allow salmon and steelhead to go extinct to keep Bonneville electricity below market rates?



We believe there is a significant risk that Bonneville will not meet the check-in requirements.  Current efforts are nowhere near the budget estimates made by CEQ and CRITFC.  An April 14, 2003 letter from six members of Congress cites recent reports that only 30 percent of the activities called for in the Biological Opinions were completed in 2002.  The letter also states that just over half the necessary appropriations for implementation of the Biological Opinion were enacted in 2002 (the Congressional letter is herein incorporated by reference as attachment SN-03-E-CR-01OO).   We also note that NOAA Fisheries monitors whether the Federal action agencies meet various standards under the Biological Opinions.  Based on NOAA Fisheries reports, Federal agencies have failed to meet the flow and spill targets 11 of 28 times since 1995 (see Report Card on Meeting 1995/98/2000 Biological Opinion Seasonal Average Flow Objectives herein incorporated by reference as attachment SN-03-E-CR-01PP).  Given this preliminary information, there is a risk that the Federal agencies will fail to meet the requirements in the Biological Opinion.  The Council has expressed similar concerns in its February 21, 2003 letter that was discussed above.  Bonneville’s proposal does not adequately address this uncertainty.



Bonneville’s proposal does not address the potential that pending litigation will find the Biological Opinions are invalid, or that Bonneville has not provided equitable treatment for fish and wildlife.  The results of such litigation could affect Bonneville’s costs.



Bonneville’s proposal also does not address the uncertainties associated with meeting the Clean Water Act.  The Environmental Protection Agency and state environmental agencies are developing plans to meet water temperature standards for the Columbia and Snake Rivers.  These plans are likely to require actions by the Corps of Engineers and the Bureau of Reclamation.  Bonneville would pay a portion of these costs.  By failing to include this uncertainty, Bonneville’s proposal does not address its likely costs.

Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED NON-LISTED SPECIES IN ITS PROPOSAL? 

A.
Bonneville states that it has addressed species that are not yet listed under the Endangered Species Act (see SN-03-E-BPA-04, page 12, line 11).    In response to our data request, BPA provided CR-BPA-014A.doc a report to the Northwest Governors on BPA expenditures to implement the Fish and Wildlife Program, incorporated as attachment SN-03-E-CR-01QQ.  We reviewed the report and did not find any analysis of spending for non-listed species.  We note that Bonneville recently told the Council that ESA commitments require $120 million of $139 million funding cap for FY 2003.

Q.
WHAT WAS BONNEVILLES PUBLIC PROCESS FOR DEVELOPING THE FISH AND WILDLIFE BUDGET ESTIMATE? 

A.
After reviewing the data responses from Bonneville on this issue, it appears that Bonneville relied on the public process that was used to develop the Fish and Wildlife Funding Principles, even though it has abandoned the range of fish and wildlife costs that came out of that process.  Bonneville also cites reviews by the Council, but it appears from the documents provided that Bonneville developed an estimate of the costs and informed the Council; Bonneville did not appear to be seeking comment (see attachment SN-03-E-CR-01FF).  Bonneville says it reviewed its estimates during the Financial Choices process, but that process did not review specific costs associated with the Biological Opinions and Council Program.  In fact, we cannot find, and are not aware of, a specific public process to review the cost estimates for the Federal Implementation Plan or the Fish and Wildlife Program through FY06.

Q.
ARE BETTER FISH AND WILDLIFE COST ESTIMATES AVAILABLE? 

A.
Yes.  The Council organized the rolling Provincial Review to develop detailed activities to meet the Biological Opinions and Fish and Wildlife Program.  This process solicited, reviewed, and prioritized project proposals to implement its Fish and Wildlife Program.  The Provincial Review produced detailed estimates of costs needed to implement the Program.  Bonneville referenced the Provincial Review in its data responses (see data response CR-YA-BPA:112, and :113, herein incorporated by reference as attachments SN-03-E-CR-01RR and SS).  

 The Fish and Wildlife Program is intended to “protect, mitigate and enhance the fish and wildlife resources of the Columbia River Basin,” and to meet some of the needs of listed species under the ESA.  Because the requirements of ESA-listed and non-listed species overlap, the Fish and Wildlife Program makes no distinction between them.  Thus implementation of the Program will meet some, but not all, of the requirements of the Biological Opinions. 

Starting in FY 2000, project proposals from one-third of the subbasins in the US-portion of Columbia River Basin were reviewed each year in an extensive, public process; the first cycle of which is just now being completed.  The review process is described in the attached Summary of Provincial Review Costs.  In the Provincial Review, local groups comprised of fish and wildlife managers, Council and Columbia Basin Fish and Wildlife Authority (CBFWA) staff, public land managers, private land and water owners, and other interested parties developed “Subbasin Summaries.”  These summaries included information on the status of fish and wildlife species in the subbasin, problems that they face, managers’ goals and objectives for fish and wildlife, and strategies to correct problems and meet the objectives.  The summaries were reviewed by the Independent Science Review Panel (ISRP) for their scientific adequacy and approved by the fish and wildlife managers. 

About 700 proposals were solicited through this process to address measures in the Fish and Wildlife Program and problems identified in the Subbasin Summaries.  The proposals stated their three-year objectives and explained how they would meet their objectives.  The proposals also estimated the associated costs.  The proposals underwent a detailed review with site visits by the ISRP for scientific adequacy and by the fish and wildlife managers through CBFWA of management appropriateness. The proposals were further reviewed and prioritized by local groups of managers and landowners.  Bonneville staff was requested to participate in all aspects of the process (see data response CR-YA-BPA:017, herein incorporated by reference as attachment SN-03-E-CR-01TT).

Table 1 in the attachment summarizes the budget needs by category identified for proposals that were recommended for funding by both ISRP and the fish and wildlife managers.  BPA’s administrative overhead, estimated to be $12 million per year has been included in Table 1, (Bonneville includes these costs in its Fish and Wildlife Program budget).  The costs associated with the operation of the ISRP have also been included (see Results of the Provincial Review: Estimated Budget Needs Through FY 2006 herein incorporated by reference as attachment SN-03-E-CR-01UU). 

The fish and wildlife funding needs identified in the Provincial Review declines in FY 2005 and FY 2006 for two reasons.  First, a few large investments in implementation or construction and some research and feasibility studies may be completed. Second, many proposals included only three years of budget estimates, even though budget needs will likely continue (e.g., for operations and maintenance and monitoring and evaluation).

In order to better represent these continuing Fish and Wildlife Program costs, for example, operations and maintenance of facilities and monitoring and evaluation costs, we reviewed all of the proposals summarized in Table 1.  Table 2 in the attachment estimates the additional increment of these ongoing costs by continuing the last year of funding shown in the proposal through FY 2006 thus summarizing proposals’ funding needs beyond their three-year estimates.  

Table 3 in the attachment combines Tables 1 and 2 to estimate the fish and wildlife budget needs identified by proposals reviewed in the Council’s provincial review.  From Table 3 it is apparent that the provincial review estimate of fish and wildlife budgetary needs range from more than $310 million in FY 2003 and declining to approximately $278 million in FY 2006.  This represents the best available estimate of Bonneville’s fish and wildlife responsibilities that we are aware of.

Q.
ARE THERE UNCERTAINTIES ASSOCIATED WITH THE PROVINCIAL REVIEW? 

A.
Yes.  All estimates of future costs will have associated uncertainty.  In the case of the Provincial Review estimate, identifying resource problems and addressing the needs, objectives, and strategies from the Subbasin Summaries reduces some  of the sources of uncertainty.  The extensive and thorough scientific, management, and public review of the provincial Review materials further reduces the uncertainty of these estimates.

However, some sources of future fish and wildlife cost increases are not addressed in the Provincial Review estimates.

1.  Over 700 proposals are summarized in this analysis, however, not all fish and wildlife needs have been addressed by proposals in the provincial review.

2.  Inflation has been only partially accounted for in this summary.  Many proposals did not provide for inflation in their estimated costs.  A consistent application of inflation would increase estimated needs in the later years.

3.  Only a limited amount of degraded privately owned salmon habitat is addressed by proposals here.  No needed improvements to publicly owned habitat (about 50% of the total) have been included.

4.  The Council is developing more detailed Subbasin Plans that will replace the current Subbasin Summaries from the Provincial Review, when they are adopted as amendments to the Council’s Fish and Wildlife Program.  The Subbasin Plans will identify additional work needed to mitigate for the damage done by the Federal Columbia River Power System.  The current schedule calls for the Council adoption of some Subbasin Plans in FY 2004 with additional ones scheduled for subsequent years.  This will increase Bonneville’s fish and wildlife budget needs during the latter part of the rate period.

5.  Under the 2000 Biological Opinion, BPA must check its progress in implementing the RPAs both in FY 2003 and FY 2005.  Early indications are that additional efforts will be required for BPA to be on schedule.  No funds have been included in our estimate to cover these costs.

6.  Recovery planning is underway in the Willamette and lower Columbia River areas for listed salmon ESUs.  Similar planning efforts are just getting organized for the Snake River salmon ESUs.  These efforts are likely to identify additional requirements for BPA funding in the latter part of the rate period. 

All of these uncertainties point to the likelihood of increasing costs for BPA to meet its fish and wildlife responsibilities during the remaining portion of the rate period.  Thus we believe that the fish and wildlife costs from the Provincial Review are minimum estimates.

Q.
HOW WOULD THE COST ASSUMED IN THE PROVINCIAL REVIEW AFECT BONNEVILLE RATES? 

A.
To determine the impact on Bonneville’s rates we estimated the revenue requirements associated with funding the Provincial Review Budget.  Our analysis is shown Table 4 of the attachment. Our analysis shows that the Provincial Review Budget would result in an average revenue requirement of $247 million per year through 2006—an increase of $108 over Bonneville’s current estimate of $139 million.  Adding approximately $108 million more per year for the direct program to base rates would result in a rate increase of approximately $0.0017 per kilowatt-hour.  The impacts under the SN CRAC would likely be less because additional revenues and reduced costs could offset the amount of the CRAC.

Q.
HOW WOULD THE ADDITIONAL COST ASSUMED IN THE PROVINCIAL REVIEW AFFECT THE AVERAGE RESIDENTIAL CONSUMER? 

A.
The additional monthly costs would be approximately $1.90 per month for the average residential customer.

Q.
WOULD BONNEVILLE’S RATES BE BELOW MARKET COSTS UNDER THE BUDGET FROM THE PROVINCIAL REVIEW? 

A.
Yes.  We would estimate that Bonneville rates would be approximately 13% below the market rate for power as forecast by the Council using Aurora.  This estimate includes both the SN CRAC proposal and the added costs associated with adequate funding for the Biological Opinions and Fish and Wildlife Program.  A copy of our analysis is herein incorporated by reference as attachment entitled Alternatives with rates.xls, attachment SN-03-E-CR-01VV.   We note that Bonneville did not analyze the relationship of its rates to the market rate for electricity (see data response CR-YA-BPA:109, :110, and :111, and IN-BPA:016, herein incorporated by reference as attachments SN-03-E-CR-01WW, XX, YY, and ZZ).  

Q.
WHAT ARE THE ECONOMIC EFFECTS ASSOCIATED WITH IMPLEMENTING THE BUDGET FROM THE PROVINCIAL REVIEW? 

A.
Bonneville has not analyzed the economic effects of a rate increase.  The size of a rate increase associated with meeting the Provincial Review budget would be small.  Implementing this budget would have significant benefits to tribal communities.  Increasing salmon runs would improve the health and economies of Indian people (See Tribal Circumstances and Impacts of the Lower Snake River Project on the Nez Perce, Yakama, Umatilla, Warm Springs and Shoshone Bannock Tribes herein incorporated by reference as attachment SN-03-E-CR-01AAA. 



In addition, improving salmon runs would have a significant positive impact on rural economies from additional tourism and recreational activity.  The economic benefits are considerable and are produced in two ways.  First, much of the Bonneville Power Administration fish and wildlife expenditures are spent locally in rural areas east of the Cascades.  It is spent on local wages and supplies that benefit local economies.  Adding approximately $100 million per year for habitat restoration and the construction and operation of propagation facilities would provide jobs and economic development for rural communities.  Second, as fish and wildlife populations increase, as result of Bonneville’s investments and for other reasons, the recreation-based economies flourish.  For example, as a result of the strong spring Chinook run in 2001, Idaho was able to open a Chinook fishing season, which added $46.1 million to the state’s economy in direct angler expenditures, with an additional $43.8 million in indirect benefits (based on IDFG studies).  Most of these economic benefits went to local stores, gas stations, motels, and restaurants.  The attached report by the State of Idaho documents these economic benefits (see the PowerPoint presentation by the Idaho Department of Fish and Game, herein incorporated by reference as attachment SN-03-E-CR-01BBB). 


 Q.
HOW DOES BONNEVILLE’S COST ESTIMATE FOR FISH AND WILDIFE COMPARE TO ESTIMATES DEVELOPED BY THE PRESIDENT’S COUNCIL FOR ENVIRONMENTAL QUALITY? 

A.
Bonneville states that the budget estimates compiled by CEQ are consistent with the SN CRAC proposal (see data response CR-YA-BPA:101 and :018, herein incorporated by reference as attachments SN-03-E-CR-01CCC and DDD).  Bonneville provided copies of the CEQ estimates for FY02 and FY03 (see data response CR-BPA-101A.xls and CR-BPA-99B.pdf, herein incorporated by reference as attachments SN-03-E-CR-01EEE and FFF).  We have several observations about the data responses.  First, the CEQ estimates for the Integrated Program for FY02 and FY03 was $150 million each year.  This is more than BPA actually spent, so it is not clear how it is consistent.  There are no estimates for FY04 through FY06 in either CEQ attachment.



Bonneville did not provide the CEQ compilation that was developed in early 2001 contemporaneously with when the Biological Opinions were issued.  That CEQ compilation is herein incorporated by reference as attachment CEQ Compilation 01-06.xls, attachment SN-03-E-CR-01GGG.  This compilation was developed to show supplemental funding needs over the level of funding in FY01 for FY01 through FY06.  We are sure that Bonneville has this document and it should have been provided in the data request.  It shows $225 million over the FY01 baseline for offsite mitigation and $563 million more for transmission upgrades to implement the flow and spill provisions in the Biological Opinions.  It shows total baseline and supplemental costs of $2.283 billion FY01 through FY06, compared to $1.755 billion assumed in the rate case.  This rate case figure is based on the 2000 Biological Opinion Cost Comparison (see CR-BPA-071B.doc, herein incorporated by reference as attachment SN-03-E-CR-01HHH) plus the FY03 CEQ estimate for transmission costs.  The difference is $530 million over the rate period.  The assumptions used in the SN CRAC proposal do not appear to be consistent with the estimate compiled by CEQ.

Q.
HOW DOES BPA FISH AND WILDLIFE COST ASSUMPTIONS COMPARE WITH ESTIMATES MADE BY CRITFC IN 2001? 

A.
In January of 2001, CRITFC consulted with fish and wildlife managers to develop a budget for full implementation of the both the Biological Opinion and the Fish and Wildlife Program.  We said at the time that CRITFC and the Yakama Nation do not believe that the actions required in the Biological Opinion are sufficient to meet the federal government’s obligations under Treaties with Columbia River Indian tribes or to meet survival and recovery goals under the Endangered Species Act.  Nor do we support implementation of the Biological Opinion measures in their entirety.  We conducted the evaluation to determine how much it would cost to aggressively implement the plan adopted by the federal government.  We wanted to see if the Federal government had a funding plan to implement even the inadequate measures in the Biological Opinion.



We identified all of the Reasonable and Prudent Actions (RPAs) described in the Biological Opinion and measures in the Columbia River Basin Fish and Wildlife Program.  We developed estimates under several general categories: hydropower, hatcheries, habitat, harvest, ocean and estuary, cultural resources, coordination, and resident fish and wildlife.  The estimates do not include any costs for dam removal, other than the studies called for in the Biological Opinion.      We then convened a group of fishery managers with experience in designing and administrating the implementation of such measures.  We consulted with other fish and wildlife managers to refine our estimates.  We also shared our drafts with Bonneville, The Council on Environmental Quality, the Departments of Commerce and Interior, and other federal and state agencies and asked for comments and any information about improved or alternative budgets for implementation (seeCR-BPA-171A.pdf herein incorporated by reference as attachment SN-03-E-CR-01III).  The budget in Attachment entitled YN attachment on funding needs 1-19-01.xls herein incorporated by reference as attachment SN-03-E-CR-01JJJ represents the best information that was available to us and incorporates the comments we received.



The information showed that federal agencies spent approximately $410 million directly on Columbia Basin fish and wildlife restoration and related habitat work in FY 2000.  Our estimate of full funding of the Biological Opinion for all federal agencies would require $604 million in FY 01, $1.062 billion in FY 02, $1.203 billion in FY 03, $1.913 billion in FY 04, $2.449 billion in FY 05, and $2.327 billion in FY 06. These costs do not include any operational expenses.

The largest increases in funding are associated with habitat restoration and measures to meet Clean Water Act standards at Columbia and Snake River dams.  For example, the Clean Water Capital costs average $594 million per year for the rate period—the capital reimbursement costs for measures to improve water quality would be approximately $60 million per year. We then estimated which agencies were most likely to implement the actions and where the funding would come from.   The Attachment shows our estimate for Bonneville spending associated with the Power Business Line.  We estimate total Bonneville funding for FY 00 funding at $271 million.  To fund the measures in the Biological Opinion and other obligations, Bonneville’s total fish and wildlife FY 01 spending would need to increase to $373 million, FY 02 to $537 million, FY 03 to $587 million, FY 04 to $629 million, FY 05 to $669 million, and FY 06 to $703 million.  These Biological Opinion and other fish and wildlife costs average $625 million per year between 2002-2006.  This is an increase of $1.871 billion over current funding during the rate period and the increase averages $354 million per year.  These costs do not include any operational expenses.



In Bonneville’s fish and wildlife cost analysis, it assumed that these costs would average approximately $320 million per year (see WP-02-E-BPA-02A pages 374 to 375 for the direct, reimbursable, and capital costs assumptions used by BPA). Therefore, we calculated that Bonneville had underestimated the costs of implementing the Biological Opinion and Clean Water Act in its base rates by an average of $305 million per year—not including added operational costs.  By not addressing these costs, Bonneville increases the risk that its revenues will not cover all of its costs and assure full repayment to the Treasury.



Bonneville’s SN CRAC proposal also did not address these higher direct, reimbursable, and capital costs.  For example, Bonneville assumed that there was no probability that direct costs would be above the $139 million per year.    Bonneville’s risk analysis significantly underestimated the risk that Bonneville faces.

Bonneville should address the risk that it may be required to pay additional costs because federal appropriations to other agencies are not available.


Full implementation of the Biological Opinion will be essential for the continued operation of the FCRPS under the ESA.  Failure to provide sufficient funds for implementation of the Endangered Species Act and the Clean Water Act presents significant litigation and political risks that Bonneville has not addressed.

Bonneville’s response did not address our estimate (see data response CR-BPA:071 and CR-BPA-071B.doc, herein incorporated by reference as attachments SN-03-E-CR-01KKK and LLL).  Bonneville provided a one-page attachment with one line each for the direct program, reimbursables, and capital.  Bonneville’s proposal did not adequate address the potential that fish and wildlife costs could be higher than its estimates. 

Q.
ISN’T IT POSSIBLE THAT OTHER AGENCIES WILL PAY FOR ALL THE BIOLOGICAL OPINION COSTS?

A.
It is very unlikely that other agencies will pay all or even most of the costs of implementing the Biological Opinion and Fish and Wildlife Program.  The federal government assumes that federal agencies will reprogram funds to meet non-Bonneville funding of the Opinion.  Reprogramming is unlikely to be successful.  We believe that it is unlikely that the Northwest will be successful in securing significant additional appropriations for implementation of the Biological Opinion and Recovery Strategy.  There are several reasons for this assumption.   The President’s budget has placed a high priority on tax cuts.  That will increase the pressure to reduce rather than increase federal spending.  The President’s budget calls for budget cuts for the Departments of Commerce and Interior.  Furthermore, it is unlikely that the Congress will appropriate taxpayer funds to restore salmon and steelhead in the Northwest when Bonneville’s rates are below market rates.  Therefore, we believe it is actually more likely that Bonneville will ultimately be required to increase its share of funding for implementation of the Biological Opinion and Fish and Wildlife Program.  This risk is not adequately addressed in Bonneville’s proposal.  Bonneville should include this risk in order to adequately assure that it can pay its costs and make payments to Treasury.

Q.
IS BONNEVILLE’S PROPOSAL CONSISTENT WITH THE FISH AND WILDLIFE FUNDING PRINCIPLES? 

A.
In our opinion the proposal does not meet the Principles.  Bonneville’s most positive statement on this issues is at SN-03-E-BPA-04, page 15, line 3, where the testimony states that “BPA believes that the combination of TPP, TRP and accumulated net revenue targets will put BPA on a path to meet the intent of the Fish and Wildlife Funding Principles, given the state of the economy. 



If we look at how Bonneville addressed the specific targets in the Principles we see that Bonneville’s “path” looks more like a dry creek bed (a copy of the principles can be found at data response WP-02-FS-BPA-02A.pdf, herein incorporated by reference as attachment SN-03-E-CR-01MMM).  

The first principle says “Bonneville will meet all of its fish and wildlife obligations once they are established, including its trust and treaty responsibilities.” As discussed above, federal agencies have failed to meet the flow and spill standards in the Biological Opinions about 40 percent of the time.  Bonneville is not meeting the offsite mitigation and propagation measures defined by the Provincial Review.  The Bonneville proposal does not address the trust and treaty responsibilities at all. 

The second principle is that “Bonneville will take into account the full range of fish and wildlife costs.”  The Principles recognized that Bonneville was facing significant uncertainty regarding the cost of implementing the Biological Opinions.  Bonneville originally adopted a range for the direct program of $109 to $179 million per year.  Now, it has capped this budget at $139 million and is working to reduce the amount further (see data response CR-YA-BPA:046 and :089, herein incorporated by reference as attachment SN-03-E-CR-01NNN and OOO).  Our testimony above details the continuing uncertainty Bonneville faces.  Bonneville has unilaterally abandoned the range of fish and wildlife costs developed by the region in Principle number two.  Bonneville’s position ignores the higher costs developed during the Provincial Review and other estimates.  It also ignores the continuing uncertainty about how much implementation of the Biological Opinions and Fish and Wildlife Program will cost.



Principle number three calls for a TPP of 88 percent for 2002-2006.  Bonneville has lowered the TPP target to 50 percent.  Bonneville has provided several data responses on this issue that we wish to include in the record (see data response AL-GN/BPA:005, CR-YA-BPA:010 and :092, herein incorporated by reference as attachments SN-03-E-CR-01PPP, QQQ, and RRR).  We continue to be concerned that one of the many uncertainties we have described in this testimony will increase Bonneville’s costs or reduce its revenues and cause it to face the prospect of missing a Treasury payment.  Based on Bonneville’s historical behavior, the agency will cut fish and wildlife costs and fish river operations to try to avoid the political ramifications of failing to make a Treasury payment.  This happened in 2001 and 2003.  Under Bonneville’s proposal there is a 50-50 chance it will happen at least once more during this rate period.  This is a clear indication that the SN CRAC proposal does not meet Bonneville’s costs and assure repayment to the Treasury.  



Principle number four said: “Given the range of potential fish and wildlife costs, Bonneville will design rates and contracts which position Bonneville to achieve similarly high Treasury payment probability for the post-2006 period by building financial reserve levels and through other mechanisms.”  This issue was important to Columbia Basin Indian tribes for several reasons.  There is broad consensus among fish and wildlife managers that fish and wildlife costs will be higher in future years as Bonneville begins to pay for the capital costs of facilities that need to be built.  The purchase and restoration of habitat is also expected to increase in cost.  It is also important to ensure that Bonneville’s rates are competitive with market rates in the future.  Therefore, it is important to build an ending reserve that can cover expected future costs and allow Bonneville to remain competitive.  The assumptions in the 2000 rate case produced an expected ending reserve of approximately $1.25 billion.  The current proposal has an expected ending reserve of $348 million (see TK_178_Case_E3ud_030225.xls, the Bonneville analysis of the SN CRAC Proposal, herein incorporated by reference as attachment SN-03-E-CR-01SSS).  We asked Bonneville for any analysis on whether it was meeting this Principle.  In a data response, Bonneville stated that it had not performed any analysis (see data response CR-YA-BPA:010 and :011 and :116, and SA-BPA:005 herein incorporated by reference as attachments SN-03-E-CR-01TTT, TTTb, UUU, and VVV).   Bonneville states that “had it done such analysis, it likely would have shown that higher reserves would increase the ability for BPA to meet potentially higher fish and wildlife costs and still remain competitive after 2006.  Low reserves would likely have shown a reduction in BPA’s ability to remain competitive and meet increased fish and wildlife costs after 2006. 



In SA-BPA:006 and :006B, (herein incorporated by reference as attachments SN-03-E-CR-01WWW and XXX).  Bonneville states that some of the Principles are no longer relevant.  We asked Bonneville for any documentation of the public process that lead to this conclusion, but none was provided.

Q.
PLEASE DESCRIBE YOUR CONCERNS ABOUT REDUCING THE TREASURY PAYMENT PROBABILITY?

A.
Bonneville’s proposal reduces the Treasury Payment Probability (TPP) to 50 percent.  We are concerned that reducing the TPP increases the risk of Treasury deferral.  Given our concerns about the effectiveness of Bonneville’s tools to avoid a deferral, we believe that lowering the target is inappropriate because of the volatility that Bonneville faces.  We also believe that this lower TPP increases the risk to fish and wildlife (see data response CR-YA-BPA:009, herein incorporated by reference as attachment SN-03-E-CR-01YYY).  



Our concerns mirror Bonneville’s own concerns as expressed in Phase I of the 2000 rate case.  Bonneville was asked why it had chosen an 88 percent TPP instead of 80 percent or some other intermediate percent.  Bonneville was unequivocal in its answer: “An 88 percent TPP is being targeted in order to meet a BPA long-standing TPP policy standard and to fully meet both Principle No. 3 and No. 4.”  See WP-02-E-BPA-13, lines 16-19.  



Bonneville faces unprecedented volatility.  Planning for uncertainty requires a more risk averse portfolio, not a less risk averse portfolio.  Lowering the TPP below 88 percent not only goes against Bonneville’s own analysis and therefore won’t meet Fish and Wildlife Funding Principles Nos. 3 and 4, but also flies in the face of good business planning.  Bonneville should raise the TPP estimates to 88 percent to provide the certainty necessary to meet Principles 3 and 4 and the assurance of making Treasury payments on time and in full.  
Q
WHAT OTHER CONCERNS DO YOU HAVE WITH A LOWER TPP?

A.
When Bonneville loses financial certainty, those losses have resulted in river operations that put pressure on the actions necessary to meet requirements for fish under the Biological Opinion.  The 2001 drought was an example of this situation.  Bonneville and other Federal agencies chose to meet a number of considerations, including its power sales contracts, keeping rates below market, providing contracted water, and flood control.  The only river function that was eliminated was protection for fish and wildlife.  It appears that protecting fish and wildlife has a lower priority than Bonneville’s desire to please its customers and make Treasury Payments.  Bonneville must adjust its risk management structure to ensure that it can fund all obligations under the law, not just a select few.



We are also concerned that Treasury Payment is not the true measure of Bonneville’s exposure to risk.  One of Bonneville’s risk mitigation tools has always been deferral of Treasury payment.  It is the payment of other creditors that is the true financial risk Bonneville faces as those financial obligations cannot be deferred, a Creditor Payment Probability (CPP) as it were.  The 4(h)(10)(C) credits and the Fish Cost Contingency Funds (FCCF) cannot be used to pay creditors.  In order to determine this financial risk, the 4(h)(10)(C), FCCF, and MOA monies (and perhaps other funds) must be taken out of the calculations used to determine what Bonneville’s CPP is.  Again, when Bonneville evaluates what its financial risk of making its CPP is, the pressure to maximize profits by running the river in violation of the Biological Opinion will provide Bonneville with the convenient excuse to declare a “financial emergency.”  And fish will suffer. 

Q.
DID BONNEVILLE ADEQUATELY ADDRESS THE FISH AND WILDLIFE FUNDING PRINCIPLES IN DESIGNING ITS PROPOSAL?

A.
No.  The testimony above shows that Bonneville’s proposal does not meet the Principles and Bonneville did not analyze the effects of failure to meet the principles.

Q.
HOW SHOULD BONNEVILLE ADJUST ITS PROPOSAL TO MEET THE PRINCIPLES?

A.
Bonneville should revise its estimates of future fish and wildlife costs, based on the information provided from the Provincial Review and detailed in this testimony.  It will continue to need the ability to adjust rates to address changes that could come from the recovery and subbasin planning, the Biological Opinion check-ins, litigation, and other uncertainties.  It should also raise its target for TPP and ending reserves to levels that are consistent with the Principles.

Q.
HOW WILL BONNEVILLE INCORPORATE ANY CHANGES THAT RESULT FROM THE COUNCIL’S PROGRAM AMENDMENT PROCESS INTO RATES?

A.
In the testimony, Bonneville says that it may reduce fish and wildlife costs based amendments to the Fish and Wildlife Program.  Bonneville has also indicated that it has requested that the Council find ways to get costs lower than current forecasts (see data response CR-YA-BPA:046 and SA-BPA:003, herein incorporated by reference as attachments SN-03-E-CR-01ZZZ and SN-03-E-CR-01AAAA).  Since the Council has not developed cost estimates through FY06, it is not clear that any reduction that results from one action would necessarily reduce funding needs through 2006.  

Q.
WHAT ASSURANCE DOES BONNEVILLE HAVE THAT THE COSTS FOR THE BUREAU OF RECLAMATION, THE CORPS OF ENGINEERS, AND ENERGY NORTHWEST ARE CERTAIN?

A.
Bonneville provided several data requests on this subject (see data response CR-YA-BPA:039 and :056 AL-GN/BPA:002, herein incorporated by reference as attachments SN-03-E-CR-01BBBB, CCCC, and DDDD).  We have attached our analysis of the differences between the WP-02 cost assumptions and Bonneville’s estimates in Financial Choices (see WP-02 Costs v. Financial Choices.xls, herein incorporated by reference as attachment SN-03-E-CR-01EEEE).  Bonneville’s estimate in WP-02 for the costs associated with the Bureau of Reclamation, the Corp of Engineers, and Energy Northwest were too low by $349 million.  That is a significant underestimation of costs.  The assumption that the new estimates are certain does not seem reasonable given the recent history.  

Q.
WHAT ASSURANCE DOES BONNEVILLE HAVE THAT THE COSTS FOR ITS INTERNAL OPERATIONS ARE CERTAIN?

A.
Bonneville provided several data requests on this subject (see data response GP/BPA:20, herein incorporated by reference as attachments SN-03-E-CR-01FFFF).  We note that Bonneville’s internal costs reported during Financial Choices were approximately $222 million higher than the assumptions made in the WP-02 rate case.  At SN-03-E-BPA-06, page 5, lines 21-26 Bonneville reported that its internal costs were $279 million higher than the forecast in the May 2000 proposal.  In GP/BPA:20 Bonneville reports that its internal costs exceeded its 2002-2006 forecast by $313 million.  The change between Financial Choices and the data response was $91 million.  The difference between the proposal and the errata was $34 million.  These changes are significant.  The assumption that the new estimates are certain does not seem reasonable given the recent history.  

Section 5.
Revenue Forecast

Q.
HAS BONNEVILLE FULLY ACCOUNTED FOR THE AUGMENTATION COSTS?

A.
It is not clear.  In a clarification it appeared that BPA staff said that the augmentation costs cover all of the cost of purchasing power or reducing loads.  However, in the handout from the Bonneville February 18, 2003 workshop entitled Summary Data on Contracted Augmentation Expenses and Forecasted Augmentation Need, herein incorporated by reference as attachment SN-03-E-CR-01GGGG, it appears that between 25% and 40% of the so-called augmentation power purchases are excluded from augmentation.  It appears that Bonneville purchased too much power and load reduction and this surplus amount is excluded.  The amount is significant.  The average amount excluded is approximately $171 million per year.  We presume that Bonneville will sell this surplus augmentation power on the market; but it is not clear what the net cost will be or how Bonneville has addressed it in its proposal.  We believe this creates another uncertainty that affects Bonneville’s ability to meet its costs.  It also appears to understate the total cost of meeting Bonneville’s commitment to sell more power than it had (see data response CR-YA-BPA:040, :083, :084, :085 and :086 and exhibit CR&YA_BPA86A, herein incorporated by reference as attachments SN-03-E-CR-01HHHH, IIII, JJJJ, KKKK, LLLL, and MMMM).  

Q.
HOW MUCH DID BONNEVILLE PAY ITS CUSTOMERS TO REDUCE LOAD?

A.
Based on the document Summary Data on Contracted Augmentation Expenses and Forecasted Augmentation Need referenced above, it appears that FY03 through FY06 Bonneville paid public utilities $15 million, Direct Service Industries $100 million, and Investor Owned Utilities $1.028 billion.  Bonneville lists other purchases at $59 million.  The total for the four years is $1.202 billion, with 86% of the payments going to investor owned utilities (see data response CR-YA-BPA:081 and CR&YA_BPA86A, herein incorporated by reference as attachments SN-03-E-CR-01NNNN and OOOO). 

Q.
DOES THE CURRENT REVENUE REQUIREMENT FORECAST SATISFY U.S. DEPARTMENT OF ENERGY ORDER RA-6120.2?

A.
No (see data response CR-YA-BPA:078 , herein incorporated by reference as attachment SN-03-E-CR-01PPPP).  

Q.
HOW DOES THE COST OF CON AUG COMPARE TO OTHER CONSERVATION PROGRAMS?

A.
Bonneville has not performed an independent audit, but says that the C&RD is not a resource acquisition program (see data response CR-YA-BPA:079, herein incorporated by reference as attachment SN-03-E-CR-01QQQQ).  There may be other conservation resource development programs that would be more cost effective.  We also note that there appears to be a different standard for auditing programs run by Bonneville’s utilities and the fish and wildlife program. 

Section 6.
Risk Analysis

Q.
HAS BONNEVILLE’S PROPOSAL ADEQUATELY ADDRESSED THE UNCERTAINTY ASSOCIATED WITH FISH AND WILDLIFE COSTS?
A.
No.  In the testimony above we have provided evidence that Bonneville has not adequately budgeted for implementation of the Biological Opinions and the Fish and Wildlife Program.  We also document the uncertainties associated with development of recovery plans, subbasin plans, the check-ins required by the Biological Opinions, the implementation of the Clean Water Act, and changes that may result from pending litigation.  Bonneville’s decision to eliminate the range of fish and wildlife costs in the risk analysis means that it does not consider any of these uncertainties.  Therefore, we believe it is likely that Bonneville has not proposed rates that are adequate to meet its costs.

Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED THE UNCERTAINTY ASSOCIATED WITH PENDING LITIGATION?

A.
No.  Bonneville did not factor in pending litigation or other activities that could affect its costs (see data response CR-YA-BPA:051, herein incorporated by reference as attachment SN-03-E-CR-01RRRR).  We believe there is a high probability that one or more of the pending lawsuits will change the circumstances that affect Bonneville.  Bonneville should address any change that occurs during this rate process, and incorporate uncertainty about other pending litigation and related issues as part of its analysis of the SN CRAC. 

Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED THE UNCERTAINTY ASSOCIATED WITH NATURAL GAS VOLATILITY?

A.
No.  Bonneville is not using historical price data to forecast forward volatility (see data response CR-YA-BPA:058, herein incorporated by reference as attachment SN-03-E-CR-01SSSS).  Instead, Bonneville relies on the data in AURORA.  This model simulates future natural gas prices based on a high, medium, and low natural gas forecast.  Each of these forecasts assume a fairly constant price.  We have attached a graph prepared by PacifiCorp entitled Gas Price Volatility herein incorporated by reference as attachment SN-03-E-CR-01TTTT).  It shows historical data from 1990 through 2001.  The volatility is striking.  For example, there are several periods where prices spiked to $7 to $10 per MMbtu and the volatility index was over 120%.  Relying on the AURORA simulations ignores this historic volatility.  This uncertainty would affect both the cost of power Bonneville purchases for augmentation and the value of secondary sales.    

Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED THE UNCERTAINTY ASSOCIATED WITH THE WEST COAST MARKT?

A.
No.  Bonneville describes how it treats this uncertainty in CR-YA-BPA:057, herein incorporated by reference as attachment SN-03-E-CR-01UUUU).  Based on the market manipulations seen in California during 2000 and 2001, we believe Bonneville should model this kind of uncertainty in its risk analysis.

Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED THE UNCERTAINTY ASSOCIATED WITH ITS INTERNAL COSTS AND THE COSTS OF THE BUREAU OF RECLAMATION, CORPS OF ENGINEERS, AND ENERGY NORTHWEST?
A.
No.  As discussed above, Bonneville underestimated these costs by over $570 million dollars when we compare the original rate case estimates with the projections used in Financial Choices.  Given this large mistake, it does not appear reasonable to assume that there will be no uncertainty associated with these costs through 2006.  


Q.
HAS BONNEVILLE ADEQUATELY ADDRESSED THE UNCERTAINTY OF SECONDARY REVENUE?
A.
No.  During the Financial Choices process, Bonneville revealed that it had overestimated its secondary revenues by $710 million.  Given this large mistake, and the complexity of estimating these costs, Bonneville should assume that there will be significant uncertainty associated with these costs through 2006 (see data response IN-BPA: 035, herein incorporated by reference as attachment SN-03-E-CR-01VVVV).  

Q.
HOW SHOULD BONNEVILLE MODIFY ITS PROPOSAL TO ADDRESS THE UNCERTAINTIES IT FACES?
A.
Bonneville should reinstitute the use of the NORM model, incorporate at least the uncertainties we have discussed above, and adjust its rates accordingly.  Failure to adequately address these uncertainties is likely to result in setting a SN CRAC that does not meet Bonneville’s costs.  

Section 7.
SN CRAC Design

Q.
BONNEVILLE HAS SAID THAT IT IS OPEN TO LIMITING THE SN CRAC FOR INCREASES IN INTERNAL COST, HOW WOULD THAT AFFECT FISH AND WILDLIFE?

A.
It is not clear.  It appears that such a provision would not affect Bonneville’s program funding (see data response CR-YA-BPA:025, herein incorporated by reference as attachment SN-03-E-CR-01WWWW).   If such a limitation had the result of limiting Bonneville fish and wildlife funding we would oppose it.  It also appears that such a provision would force Bonneville to reduce its reserves if its internal costs were higher than it currently assumes.  We would oppose any mechanism that reduced reserves and Bonneville’s ability to adapt to the uncertainties that it faces. 

Q.
HOW COULD THE RATE DESIGN BE IMPROVED?
A.
We support proposal by Save Our Wild Salmon to incorporate a forward-looking triggers for the SN CRAC.  Such a trigger should evaluate information that would increase or decrease the size of the SN CRAC.  This would increase the likelihood of meeting Treasury payments.  Our testimony above describes in great detail our recommendations regarding incorporating adequate fish and wildlife funding, improving the TPP, increasing the ending reserve, and incorporating the uncertainty that Bonneville faces.  We also believe that Bonneville should be able to address a decrease in net revenues (see data response CR-YA-BPA:093, herein incorporated by reference as attachment SN-03-E-CR-01XXXX).

Q.
ARE THERE OTHER IMPROVEMENTS TO THE RATE DESIGN?

A.
Yes.  We believe that Bonneville should eliminate the cap for the SN CRAC.  This cap lowers the TPP.  If Bonneville is certain about the costs it is assuming in the proposal and all of the other factors that affect its revenues, then it does not need a cap.  If there is uncertainty in any of these factors, then the cap would limit Bonneville’s ability to deal with the uncertainties that it faces and reduce Bonneville’s ability to meet its costs and repay the Treasury.
Q.
WHAT IS YOUR POSITION ON NET REVENUES TO ZERO?
A.
This rate design feature does not adequately address the Fish and Wildlife Funding Principles.  This goal will not position Bonneville to be financially healthy in the future (see data response CR-YA-BPA:045, and WA/BPA:021 , herein incorporated by reference as attachment SN-03-E-CR-01YYYY).

Q.
DOES THIS CONCLUDE YOUR TESTIMONY?

A.
Yes 
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