B onnwewvill e P ower Adminis<ttrati on
P o w e r B us i n e s s L i n e

2003 Safety-Net Cost Recovery Adjustment
Clause Initial Proposal

Study
Chapter 5 — Revenue Forecast

SN-03-E-BPA-01

March 2003

BONNEVILLE




© 00 ~N oo o b~ w N

N NN NN N DN P P PR R R R R R e
o o0 A WON P O © 00 N OO 01 W N B O

CHAPTER 5. REVENUE FORECAST

This chapter describes the revenue and purchased power expense forecasts prepared for BPA's

SN CRAC initia rate proposal and the results of those forecasts.

51 Overview

The revenue and purchased power expense forecasts show BPA'’ s expected levels of sales,
revenues, purchases, and related expenses for the remainder of the current rate period —

FY 2003-2006. BPA prepares two revenue forecasts: (1) one using current rates (see Table 5-1),
and (2) one using proposed rates (see Table 5-2). These revenue forecasts are used to
demonstrate that BPA’s existing rates (i.e., without the use of the SN CRAC) do not satisfy
BPA’srevenue recovery, and that BPA’ s proposed rates (with the use of the SN CRAC) satisfy
BPA’srevenue recovery. Therevenue test isdescribed in Chapter 3 of this Study, Revenue

Requirements.

BPA’s power rates placed into effect on October 1, 2001, as adjusted for the LB CRAC and the
FB CRAC, are used in the calculation of revenues at current rates for FY 2003-2006. A
projection of LB and FB CRAC percentage adjustments is used for future years. The proposed
rates include the LB, FB, and the proposed SN CRAC percentages multiplied by the base rates.
However, for purposes of this study, the LB CRAC is applied separately, while (for the purpose
of calculating revenues where appropriate) the FB and SN CRAC percentages are added together
and applied to the base rates. The proposed rates are applied to the loads subject to the

SN CRAC for FY 2004-2006. Because the proposed SN CRAC does not apply in FY 2003,
revenues for FY 2003 are the same in both forecasts. The SN CRAC reduces the net monetary
benefits received by the IOUs under their Residential Exchange Program settlement agreements.
The SN CRAC also reduces the net cost of the power sales and the power buybacks
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under the IOUS Residential Exchange Program settlement agreements. The SN CRAC aso
reduces BPA'’ s expenses under the LB CRAC for the RL load reductions. Thisimpact is not
reflected in forecast but will be reflected in the Final Proposal. The impact on RL load
reductions reduces both augmentation expenses and the rates subject to the LB CRAC. BPA’s
revenue forecast also documents augmentation and other power purchases because these

purchases support power sales.

52  Sourcesof BPA’sRevenues

PBL revenues are divided into five groups. Thefirst (and largest) source of revenue is from the
sale of firm Subscription and pre-Subscription power to regional public agencies, Federal
agencies, |I0Us, and DSIs. Priority Firm (PF) power salesto full requirements customers, partial
requirements customers, and PF block sales are all subject to the SN CRAC, but PF Slice sales,
pre-Subscription sales, and Irrigation Mitigation sales are not subject to the SN CRAC.
Industrial Firm (IP) power sales are subject to the SN CRAC, as are Residential Load (RL) and
PF Exchange Subscription power salesto |OUs, RL power buybacks, and IOU monetary
benefits.

A second revenue source is long-term contractual power sale obligations where the rates are
already determined by contract or by contract formula outside of the Subscription or
pre-Subscription process. These include several contracts with IOUs, municipalities, public
agencies, and power marketers. These also include an extra-regional power sale to Bay Area
Rapid Transit (BART), which is subject to the SN CRAC because the price in that contract is

tied to the PF rate. No other long-term contractual obligation is subject to the SN CRAC.
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A third major source of revenue is short-term energy sales where rates are determined in the
market. Thisincludes power sold on a monthly, weekly, daily or hourly basis. These sales are

not subject to the SN CRAC.

A fourth source of revenue is from the generation inputs for ancillary and reserve products. The
major component of this source is revenue from generation inputs provided to BPA's

Transmission Business Line (TBL).

A final source of revenue is revenue credits from the U.S. Treasury and other miscellaneous
revenues. Treasury creditsinclude: section 4(h)(10)(C) credits, Fish Cost Contingency Fund
(FCCF) credits, the Colville Settlement, downstream benefits credits from money paid to the
U.S. Army Corps of Engineers (Corps) and Bureau of Reclamation (Reclamation), revenues
from the sale of Green Tags, and the Slice true-up. Revenues from 4(h)(10)(C) and FCCF
credits were devel oped from runs of RiskMod and are documented in the Documentation for
SN-03 Study, SN-03-E-BPA-02, Chapter 6. Other miscellaneous revenues include Energy

Efficiency, contract administration fees, late fees, and interest on late payments.

5.2.1 SalesSubject tothe SN CRAC

5.2.1.1 Priority Firm Power Sales. All PF sales are subject to the SN CRAC with the
exception of PF Slice, salesto the Port of Seattle and Flathead Electric, and Irrigation Mitigation
sales. Non-Slice PF salesin FY 2002 were 4,040 average megawatts (aMW). They are expected
to be 4,022 aMW in FY 2003, and average 4,245 aMW during the FY 2004-2006 period. Of this
latter amount, 4,112 aMW would be subject to the SN CRAC. As noted above, the non-Slice PF
sales that are not subject to the SN CRAC are the 71 aMW of salesto the Port of Seattle and to
Flathead Electric, and 62 aMW of Irrigation Mitigation sales (actually FPS sales that are grouped
with PF sales). PF salesthat are not subject to the SN CRAC also are not subject to the

SN-03-E-BPA-01
Page 5-3



© 00 ~N oo o B~ w N P

N NN NN N DN P PR PR R R R R R
o 0o A WO N P O © 00 N OO 01 W N P+ O

FB CRAC. The revenues from the FB and SN CRACs are calculated and reported together in

the revenue forecast.

PF revenues are calculated in stages. First, the revenues from PF sales are calculated by
multiplying the appropriate May 2000 rates (either stepped or flat) by 1 plus the appropriate

LB CRAC percentage, thereby determining the monthly HLH energy, LLH energy, demand, and
load variance charges. Those charges are applied to the projected HLH energy, LLH energy,
demand, and load variance billing quantities to obtain the corresponding monthly revenue
components. The Low Density Discount (LDD) is then calculated using the appropriate discount
percentage for each customer. Next, the Irrigation Mitigation revenues are added. The FB and
SN CRAC revenues are calculated by adding the FB and SN CRAC percentages, multiplying
that sum by the appropriate May 2000 rates, and multiplying the resulting products (for HLH
energy, LLH energy, demand, and load variance) by the corresponding projected monthly billing
guantities. Finally, the resulting revenues are summed and then multiplied by 1 minus the LDD
percentage for each customer, to obtain the FB and SN CRAC revenues. These revenues were
totaled and reported for each of the affected products:. full requirements, partial requirements,
and block sales.

5.2.1.2 Industrial Firm Power Sales. Industrial Firm Power (IP) saleswere 65 aMW in

FY 2002. These sales are projected to be 35 aMW in FY 2003, and are projected to average
350 aMW during the FY 2004-2006 period. All IP sales are subject to the SN CRAC. The
revenues from the FB and SN CRACsfor I P sales are calculated and reported together. The IP
revenues were cal culated by multiplying the May 2000 I P rate components by the appropriate
LB CRAC percentage, and then multiplying that product by the forecasted billing quantities.
The resulting amount represents the base revenues. The FB and SN CRAC revenues are

calculated by adding the FB and SN CRAC percentages together, multiplying that sum by the
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appropriate | P rate components (i.e., HLH energy, LLH energy, and demand), then multiplying
those amounts by the projected monthly 1P billing quantities. The resulting revenues are the

FB and SN CRAC revenues. In the forecast of revenues at current rates that include the LB and
the FB CRAC (shown on Table 5-1 at the end of this chapter) the process is exactly the same, but
the SN CRAC percentage is left out.

Thelast step in calculating 1P revenues is to estimate take-or-pay damages. Take-or-pay
damages occur when | P purchases are curtailed and the power not purchased is sold in the
surplus market. There are take-or-pay damages if the sum of the projected monthly losses during
afiscal year exceeds projected monthly gains from the sale of curtailed power deliveries at the
market rate. If there are take-or-pay damages and there is a high likelihood that they will meet
the revenue recognition criteria (i.e., thereis ahigh likelihood that they will be recovered during
the accounting period), the damages are reported as revenue in the year they are earned. Inthe
current revenue forecast, the IP rate adjusted for the LB and FB CRACs isless than the
forecasted market rate of power. In the proposed revenue forecast, the | P rate adjusted for the
LB, FB, and SN CRACsis higher than the forecasted market power rate.

5.2.1.3 Residential Load. Residential Load (RL) power salesto |IOUs were 350 aMW in
FY 2002, of which BPA bought back 113 aMW. Such sales are expected to be 382 aMW in
FY 2003, of which BPA bought back 124 aMW, and are expected to average 382 aMW during
the FY 2004-2006 period, of which BPA bought back 124 aMW. PacifiCorp and Puget Sound
Energy (Puget) signed load reduction agreements that total 618 aMW over the period

FY 2004-2006. The load reduction agreements require BPA to pay PacifiCorp and Puget for
their portion of the original 1,000 aMW of power sales not purchased. Originally the cost was
$45.49 per MWh for al 5 years, but BPA agreed with PacifiCorp and Puget that the utilities
would agree to reduce the rate to $38.00 per MWh if litigation challenging their Subscription
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settlement agreements was settled. The difference in these rates over 5 years is approximately
$200 million. PacifiCorp and Puget deferred collection of the difference between $45.49 and
$38.00 pending settlement discussions. Further agreements with PacifiCorp and Puget have
continued to defer this difference until at least the start of FY 2004. With implementation of an
SN CRAC, load reduction payments to PacifiCorp and Puget would be reduced, but those
reduced payments have not been reflected in this proposal. Thisis discussed in the testimony of
Wedlund, et al., SN-03-E-BPA-09 Section 8.

In BPA’s 2002 rate filing, the I0OUs al so received 900 aMW of monetary benefits that are subject
to the SN CRAC. 10U monetary benefits are reduced by the product of the SN CRAC
percentage and the lowest firm power rate ($19.76/MWh), and that adjusted rate is multiplied by
900 aMW and the hoursin theyear. Intotal, IOU loads affected by the SN CRAC total

1,900 aMW over the period FY 2004-2006, but only the effect on 1,282 aMW has been reflected
in the forecast of revenues at proposed rates. The additional revenue from the IOU power
buybacks is also estimated to be the SN CRAC percentage multiplied by the RL flat rate of
$19.76 per MWh, multiplied by the 124 aMW of 10U buybacks. Thisisincluded in the

382 aMW RL sales, while the expense associated with the buyback is kept at $38.00/MWh. The
revenues from RL sales are calculated by multiplying the appropriate LB CRAC percentage plus
1 by the appropriate RL rate components filed in May 2000 (i.e., HLH energy, LLH energy, and
demand). The resulting adjusted rates are multiplied by the HLH energy, LLH energy, and
contract billing quantities. These revenues are added to the revenues from the FB and

SN CRACs.

There are two components of SN CRAC revenues from the IOUs. Thefirst is RL power

deliveriesincluding the sales associated with the power buybacks. The second is 900 average
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megawatts of monetary benefits. FB revenues also apply to the RL deliveries associated with

sales and power buybacks.

The FB and SN CRAC revenues associated with RL power sales are calculated by adding the
FB and SN CRAC percentages together, multiplying that sum by the RL rate componentsfiled in
May 2000, and multiplying that product by the forecasted RL billing quantities.

The SN CRAC revenues associated with the 900 aMW of monetary benefits are calcul ated by
multiplying the SN CRAC percentage by $19.76 (the flat RL rate), and multiplying that product
by the 900 MW of monetary benefits. Both components make up the FB and SN CRAC
revenues associated with the RL rate. In the forecast of revenues at current rates shown on
Table 5-1 (without the SN CRAC), the SN CRAC is set equal to zero and there are no revenues

associated with RL power buybacks or IOU monetary benefits.

5.2.1.4 Long-Term Power Sales. The power saleto BART was40 aMW in FY 2002. The
power saleis expected to be 38 aMW in FY 2003, and is expected to average 30 aMW during the
FY 2004-2006 period. The BART contract expiresin FY 2006. The revenue from this contract
is calculated by multiplying the appropriate LB CRAC percentage plus 1 by the contract rate
components, and multiplying those adjusted rate components by the billing quantities. The

FB and SN CRAC revenueis calculated by adding the LB, FB, and SN CRAC percentagesto
one, multiplying that sum by the BART contract rate components, and multiplying that rate by
the billing quantities. In the forecast of revenues at current rates shown in Table 5-1, the

SN CRAC percentage is set to zero.

In total, the SN CRAC is applied to 5,775 aMW of power deliveries, IOU power buybacks, and

monetary benefits.
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5.2.2 Power Sales Not Subject To SN CRAC. Sales not subject to the SN CRAC include:

(1) pre-Subscription sales, which totaled 926 aMW in FY 2002, are expected to total 922 aMW
in FY 2003, and are expected to average 948 aMW during the period FY 2004-2006; (2) PF Slice
sales, which totaled 2,012 aMW in FY 2002, are expected to total 1,873 aMW in FY 2003, and
are expected to average 2,206 aMW during the period FY 2004-2006; (3) SN CRAC revenues
are not collected from sales made to the Port of Seattle and Flathead Electric, which total

71 aMW during the period FY 2004-2006; (4) Irrigation Mitigation sales totaling 62 aMW made
to full, partial requirements, and block sales customers at the FPS rate but reported with PF full
and partial requirements sales; (5) most long-term contractual sales either inside or outside of the
region, which totaled 790 aMW in FY 2002, are expected to total 595 aMW in FY 2003, and are
expected to average 339 aMW over the FY 2004-2006 rate period; and (6) short-term power
sales, which are expected to average 2,569 aMW over the period FY 2004-2006. In total, the

SN CRAC isnot applied to 6,196 aMW of projected power sales during the period

FY 2004-2006.

5.2.3 Other Revenues Not Subject Tothe SN CRAC. Just as some sales are not subject to
the SN CRAC, none of the Treasury credits, revenues from ancillary and reserve product sales,
or miscellaneous revenues are subject to the SN CRAC. Treasury credits are primarily for that
portion of fish program expenses that are the responsibility of the non-power users of the
FCRPS. Fish Cost Contingency Fund (FCCF) credits were provided to BPA in the 1990s to
reimburse BPA for fish and wildlife expenses that should have been covered by non-power users
of the FCRPS. Most of the remaining FCCF credits (originally $325 million) are expected to be
nearly exhausted in FY 2003, with some remaining for FY 2004-2006. Thereisasmall and
continuing credit for payments to the Colville tribe and a similar small credit for paymentsto the
Corps and the Reclamation from owners of downstream projects. Revenues from the sale of

ancillary and reserve products are not subject to the SN CRAC and are expected to remain
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constant at about $81 million ayear. Ancillary and reserve products and services are described
in more detail below (see Section 5.4.7). Revenues from energy efficiency and miscellaneous

sources are projected to be about $14 million per year.

53 Load Forecasts

The load forecasts used in BPA’ s revenue forecast are described in Chapter 2 of this study and
are documented in the Documentation for SN-03 Study, SN-03-E-BPA-02, Chapter 2. Both
current and proposed rates are applied to these loads. The firm load forecast is discussed in the
testimony of Hirsch, et al., SN-03-E-BPA-05. Thisincludes pre-Subscription sales, all
categories of PF sales, IP sales, RL sales, and long-term contractual sales. The firm loads at
current rates are assumed to be the same as the firm loads at proposed rates for the purpose of

this rate proposal.

Because the forecast of firm loadsis the same, the forecast of surplus power sales and revenueis
the same at both existing and proposed rates. The forecast of surplus sales and revenueis
described in Chapter 4 of this study and in the testimony of Oliver, et al., SN-03-E-BPA-08.
This assumption simplifies and minimizes the number of studies and analyses needed for this

proposal.

54  Revenue Forecast M ethodology

5.4.1 Revenuesfrom Priority Firm Sales. PF power sales are the largest source of FB and
SN CRAC revenue. Revenues from PF power sales are calculated by multiplying the
appropriate PF rates with the corresponding billing determinants (HLH energy, LLH energy,
Load Variance, and demand). The LDD isalso incorporated as it applies to specific customers.

Loads and billing determinants were devel oped for each specific customer. The forecast of
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revenues at current rates (Table 5-1) and the forecast of revenues at proposed rates (Table 5-2)
were based on those |oad forecasts, after increasing the rates by the appropriate LB CRAC
percentage that was forecasted to recover projected augmentation expenses. The FB and

SN CRAC revenues are determined by adding the FB and SN CRAC percentages together,
multiplying that sum by the appropriate PF rate components, and multiplying those adjusted rates
by the appropriate billing determinants. These revenues are reported by sales category on a
monthly basis. See Documentation for SN-03 Study, SN-03-E-BPA-02, Chapter 5.

As mentioned above, FB and SN CRAC percentages do not apply to PF Slice or Irrigation
Mitigation rates. Customers that chose a PF stepped-rate are charged a different rate than
customers that chose aflat rate. Thereisno load variance charge for PF Block power. The
billing determinants for the loads were developed on a customer-by-customer basis, but are

reported in summary form. See Documentation for SN-03 Study, SN-03-E-BPA-02, Chapter 5.

Revenues from proposed rates were calculated in the same manner as revenues from current
rates, except that the SN CRAC percentage was added to the FB CRAC percentage and applied
to the applicable base rates. Consequently, there is an amount attributable just to the sum of the
FB and SN CRACs. Annual summaries of these revenues at both current and proposed rates can
be found in Tables 5-1 and 5-2 at the end of this chapter, and monthly summaries, which show
the FB and SN CRAC revenues, are contained in the Documentation for SN-03 Study,
SN-03-E-BPA-02, Chapter 5.

5.4.2 Revenuesfrom Salesto Investor Owned Utilities. Power deliveries and monetary
benefit agreements with the |OUs provide the second largest source of FB and SN CRAC
revenues. The revenues from RL sales, including those associated with power buybacks, are

determined by applying HLH energy, LLH energy, and demand charges, increased by the
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projected LB CRAC percentage, to the corresponding contracted HLH energy usage, LLH
energy usage, and contract demand quantities. In the forecast of revenues at current ratesin
Table 5-1, FB CRAC revenues were calculated by multiplying the FB CRAC percentage by the
base rates, and multiplying that product by the appropriate billing determinants. In the forecast
of revenues at proposed rates, the FB and SN CRAC revenues were calculated by adding those
percentages together, multiplying that sum by the base rates, and multiplying those rates by the

appropriate billing determinants.

The revenue adjustment to the IOU monetary benefits was cal culated by multiplying the

SN CRAC percentage by the flat RL rate ($19.76/MWh), and multiplying that amount by the
total MWh associated with the 900 aMW of 10U monetary benefits for each month of the

FY 2004-2006 period. The resulting amounts were added to the RL revenues in the proposed

rate forecast.

The reduction in expenses associated with 618 aMW of 10U load reductions from PacifiCorp
and Puget were not estimated. They can be estimated by cal culating the amount that the sum of
the FB and SN CRAC percentages from the base case in any month exceeds the maximum
amount of FB percentage for that month, multiplying that difference by $19.76 (the lowest firm
power rate), and multiplying that adjusted rate by 618 aMW and the number of hoursin the year.
Thisis about $30 million per year. If thisamount was subtracted from BPA’s augmentation
expenses in the forecast of revenues at proposed rates, then the LB CRAC percentages for

FY 2004-2006 would have been reduced, and the revenues recovered from the LB CRAC would
have been reduced. That reduction in revenues subject to the LB CRAC would have exactly
offset the reduction in augmentation expenses. Annual summaries of RL sales and revenues at

both current and proposed rates can be found in the tables at the end of this chapter. Monthly

SN-03-E-BPA-01
Page 5-11



© 00 ~N oo o b~ w N P

N NN NN N DN P PR PR R R R R R
o o0 A WON P O © 00 N OO 01 A W N P+ O

summaries showing the revenues from the changes in monetary benefits are contained in the

proposed rate forecast in Documentation for SN-03 Study, SN-03-E-BPA-02, Chapter 5.

5.4.3 Revenuesfrom Salesto DSIs. Revenuesfrom DSls areincreased by the SN CRAC.
Sales made at the IP TAC A and IP TAC B rates are subject to the SN CRAC. DSl customers
may curtail their purchases from BPA, but those curtailments are subject to a take-or-pay charge.
Take-or-pay charges are based on the difference between the market price of energy and the
average price that could be received from sales at the applicable | P rate, multiplied by the
amount of energy curtailed during a particular period of time. For BPA’s May 2000 Proposal,
this forecast of revenues at current rates assumed that the market price of energy is high enough
relative to the | P rate that there is no exposure to take-or-pay charges. At the proposed IP rate,

take-or-pay charge obligations are likely to be incurred.

5.4.4 Takeor-Pay Chargesat Proposed Rates. The forecast of revenues at proposed rates
assumes that BPA does not reflect any take-or-pay charges from Golden Northwest, Kaiser, or
Longview Aluminum because there is only asmall likelihood that those damages are recoverable
during the FY 2004-2006 time period. Thisforecast further assumes that Columbia Falls
Aluminum will exercise its one-time contract option to reduce its | P purchases to a very low

level without a penalty, thereby avoiding take-or-pay charges. Annual summaries of these sales
and revenues at both current and proposed rates can be found in Tables 5-1 and 5-2 at the end of
this chapter. Monthly revenue summaries are contained in the Documentation for SN-03 Study,

SN-03-E-BPA-02, Chapter 5.

5.4.5 Revenuesfrom pre-Subscription Sales. Revenues from pre-Subscription sales and
long-term contracts were calculated on a contract-by-contract basis and summarized as a group

for the hub to which those customers are assigned, as reflected in the tables at the end of this
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chapter. Currently, customers are assigned to one of three hubs: Bulk, East, and West. The
Bulk hub includes the I0Us, DSIs, extra-regional long-term contracts, and short-term sales. The
East and West hubs include public and Federal agency customers. Customers with
pre-Subscription contracts are assigned to either the East or the West hubs. Pre-Subscription
contracts were signed prior to the May 2000 rate proposal and are not subject to the LB, FB, or
SN CRACs, with the exception of BART. Annua summaries of these sales and revenues at both
current and proposed rates can be found in the tables at the end of this chapter. Monthly
summaries are contained in the Documentation for SN-03 Study, SN-03-E-BPA-02, Chapter 5.

5.4.6 Revenuesfrom PF Slice Sales. Revenues from PF Slice sales were calculated using the
Slice share associated with each participating customer. The Slice rate was adjusted for the
forecasted LB CRAC percentage increase. Slice customers are subject to an annual true up
instead of the FB CRAC, and estimates of these annual true-ups are recorded separately in
Tables 5-1 and 5-2 at the end of this chapter. The Slice true-ups are consistent with the forecast
of BPA’s expenses contained in this proposal and, hence, the Slice rate is not subject to the

SN CRAC. Revenuesfrom Seasonal and Irrigation Mitigation sales are not subject to the LB,
FB, or SN CRACSs, as provided in the GRSPs.

5.4.7 Revenue From Secondary Energy Sales. Revenues from secondary energy sales are
based on forecasted market supply and demand conditions. These sales include both committed
and forecasted amounts. The committed sales are based on confirmation agreements, and the
remaining secondary energy sales are a forecast of supply under various conditions and market
prices. The development of the market price forecast and the short-term sales revenue forecast
are described in Chapter 4 of this Study and the testimony of Oliver, et al., SN-03-E-BPA-08.
The expected value sales, prices, and revenues represent a 50-year average and are documented

in the Documentation for SN-03 Study, SN-03-E-BPA-02, Chapter 4.
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5.4.8 Revenuesfrom Ancillary and Reserve Product Sales. Revenues from ancillary and
reserve product sales are estimated on a product-by-product basis and are summarized in the
tables at the end of this chapter. These revenues are derived almost entirely from TBL. BPA

sells several ancillary and reserve products, which are discussed below.

5.4.8.1 Federal Remedial Action Scheme. Thisisan annual charge that compensates PBL
for TBL’ s share of the annual cost of Generation Dropping for the AC Intertie. The total annual
cost, $293,500 was established in PBL’s 2002 power rate case. It was determined that TBL'S
share of the total cost was $231,470, and TBL isbilled in 12 equal monthly amounts.

5.4.8.2 Generation Supplied Reactive Power. Thisisan annual charge PBL collects from
TBL to compensate for the reactive power and voltage control FCRPS generation facilities
provide to the transmission system. In its 2002 power rate case, PBL identified FCRPS
generation-related components that are used in the production of both real and reactive power.
These components, referred to collectively as “electrical plant” are the generator stator and rotor,
exciters, voltage regulators, certain power plant equipment, step-up transformers and generation
integration facilities. Also included is 50 percent of accessory electrical equipment. Electrical
plant is used to supply both real and reactive power. Therefore, some fraction of the cost of
electrical plant is allocated to the generation input for reactive power and voltage control. PBL
also allocated the cost of real power losses associated with the flow of reactive power in the
generation equipment to the generation input charge, as well as the costs associated with
synchronous condensing (both plant modifications and energy costs). PBL determined that the
total average annual cost to provide this generation input for Reactive Power and Voltage

Control was $25 million.
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5.4.8.3 Station Service. TBL obtains station service for many of its facilities directly off the
BPA transmission system. The power supplied directly off the BPA systemisall supplied by
PBL. The purpose of this charge isto compensate PBL for the amount of station service being
directly supplied by PBL for use at BPA substations. There are very few locations on the BPA
system where station service usage is metered. Because of this, a methodology was developed in
PBL’s 2002 rate case to estimate the amount of kWh usage for each BPA substation. This
methodology was based on the amount of primary station service transformation installed at each
substation location multiplied by aload factor associated with average substation service usage.
An overall average (weighted by transformer capacity) load factor of 904 percent was used for
calculating station service usage. The system station service usage was estimated to be
6,432,205 kWh-month, or an average of 8.8 aMWs. PBL then applied arate of 22.19 millskWh,

the average PF rate, to arrive at atotal annual cost of $1.7 million for station service.

5.4.8.4 Regulating Reserves. Inits2002 power rate case, PBL developed a methodology to
allocate the costs of FCRPS to provide regulating reserves to the control area. Regulating
reserves are produced by the generation capacity of a power system that isimmediately
responsive to Automatic Generation Control (AGC) signals without human intervention.
Regulating reserves are required to provide AGC response to load and generation fluctuationsin
an effective manner. In order to maintain desired compliance with specific performance criteria,
PBL estimates TBL'’ s share of the total control area requirement to be 149 aMW. The
established input cost for regulating reserves was determined to be $6.50 kW-mo. Thisinput
cost includes the costs of the 10 largest FCRPS hydro projects, plus an AGC adder to account for
lost efficiency and increased operation and maintenance costs due to the provision of this
service. Regulating reserves may be provided only by the ten largest plants and, therefore, the
cost of this service is based solely upon the costs of these plants. The costs of the largest

10 plantsinclude a share of fish and wildlife costs and associated generation integration and
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step-up transformer costs. The methodology excluded al other hydro assets, CGS,
non-performing assets, conservation, the Residential Exchange Program settlements, and the
costs associated with providing generation-supplied reactive and voltage control. The revenue
requirement associated with the regulating reserve generation input was calculated by taking
TBL’s share of the annual average regulating reserve requirement for the control area

(149 aMW * 12 * 1,000), multiplied by $6.50kW-month, which equal s forecasted annual
revenues of $11.5 million owed by TBL to PBL.

5.4.85 Operating Reserves. Operating reserves are the unloaded generating capacity,
interruptible load, or other on-demand rights that the control areais able to fully deploy within
10 minutes of a power system disturbance and that are capable of being used to serve load on a
sustained basis for up to 1 hour. Operating reserves include both spinning reserves and
supplemental operating reserves. The WECC Minimum Operating Reliability Criteriarequire
that each control area maintain an operating reserve equal to at least 5 percent of all hydro and

7 percent of al thermal and other non-hydro on-line generation within the control area. The per
unit input cost for operating reserves was developed by calculating the unit cost of all FCRPS
hydro projects, including fish and wildlife, generation integration, and step-up transformer costs.
This methodology excludes the costs of CGS, non-performing assets, conservation, and the

Residential Exchange Program settlements.

5.4.8.6 Spinning Reserves. Spinning reserves, a part of operating reserves, are the unloaded
generating capacity of a system’s firm resources that are synchronized to the power system and
provide additional energy as required to be immediately responsive to system frequency. The
WECC requires that each control area maintain spinning reserves equal to a minimum of

50 percent of its operating reserve obligation. The per-unit cost for spinning reserves was

calculated to be $5.63 kW-month. The revenue requirement associated with the spinning reserve
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generation input was cal culated based on an annual average spinning reserve requirement for the
control area of 263 aMW (263 aMW * 12 * 1,000), multiplied by $5.63 kW-month, which equals
forecasted annua revenues of $17.5 million owed by TBL to the PBL.

5.4.8.7 Supplemental Reserves. Inits 2002 power rate case, PBL developed the unit cost
associated with supplemental reserves. Supplemental reserves are that portion of the operating
reserves that do not meet the definition of spinning reserves. Generally, supplemental reserves
are that portion of operating reserves capable of serving load on a sustained basis within

10 minutes. The per-unit cost for supplemental reserves was calculated to be $5.63 kW-month.
The revenue requirement associated with the supplemental reserve generation input was
calculated based on an annual average supplemental reserve requirement for the control area of
263 aMW (263 aMW * 12 * 1,000), multiplied by $5.63 kW-month, which equals forecasted
annual revenues of $17.5 million owed by TBL to PBL.

5.4.8.8 Corps/Reclamation Networ k/Delivery Facilities. Thisisacost assigned to TBL for
transmission facilities owned by the Corps and Reclamation. The Corps and Reclamation own
transmission facilities associated with their respective generating projects. In its 2002 power rate
case, PBL included all the Corps and Reclamation costs in the generation revenue requirement,
including the costs functionalized to transmission. Therefore, the Corps and Reclamation
transmission investment costs were identified and segmented so that the annual costs of the
transmission facilities were allocated to TBL. The total annua costs of these facilities assigned

to TBL are $3.6 million in FY 2004-2005 and $3.5 million in FY 2006.

54.89 Reserve Services. Reserve Services are forecasted sales of ancillary servicesto third
parties. The information used to create this forecast is deemed market sensitive and cannot be

shared, but reserve services amount to less than $4 million per year paid by other partiesto PBL.
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5.4.9 Energy Efficiency and Miscellaneous Revenues. Revenues from the sale of Energy
Efficiency services are roughly equal to expenses for each year of the rate period. Energy
Efficiency revenues are forecasted to be slightly more than $9 million per year. Revenues from
Green Tag sales are projected to be less than $1 million per year during the period

FY 2004-2006. Miscellaneous revenues are generally comprised of |ate fees, contract
administration fees, and interest for late bills, and are projected to be between $3-4 million per

year.

5.4.10 Revenue Credits. BPA receives severa revenue credits each year. The Colville credit is
set by legidation at $4.6 million per year. The Corps and Reclamation credits are based on an
estimate of receipts expected from owners of downstream projects. The FCCF credits are based
on an expected value analysis of water conditions. Because the current and future years could be
among the 15 worst years on record, these credits may be accessed until they are exhausted. The
4(h)(10)(C) credits are equal to 22 percent of the operational and programmatic expenses
associated with fish and wildlife programs. The 22 percent figure is the non-power share of the

FCRPS fish and wildlife expenses for which BPA receives Treasury credits.

5.4.11 Slice True-Up Adjustment Forecast. The Slice True-Up Adjustment Chargeis
calculated after final audited actual financial datais available for the fiscal year. BPA calculates,
or “trues-up,” the difference between the actual and forecasted expenses and credits of the Slice
Revenue Requirement. This difference isthe basisfor the Slice True-Up Adjustment Charge,
which is billed to Slice purchasers in the months following the end of afiscal year. The Slice
True-Up Adjustment Charge may be positive, indicating a payment from the Slice purchaser, or
it may be negative, indicating a BPA credit back to the Slice purchaser. For purposes of the

SN CRAC initia proposal, the revenues anticipated to be collected from Slice purchasers
through the Slice True-Up Adjustment Charge were forecasted for the FY 2003-2006 period.
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Revenues anticipated to be collected from Slice purchasers through the Slice True-Up
Adjustment Charge were forecasted using Table D, Slice Product Costing and True-Up Table,
2002 GRSPs, September 2001, at 132-133. Table D contains the May 2000 Proposal forecasts of
the amounts in the expense and credit line items comprising the Slice Revenue Requirement
upon which the Slice rate was based. The Slice True-Up Adjustment Chargeis calculated based
on the difference between the expense and credit amounts forecasted in Table D and the actual
expense and credit amounts that are tallied in any given fiscal year. To develop aforecast of
what this difference will bein FY 2003-2006, BPA assumed the actual expense and credit
amounts would be equal to the expense and credit amounts used for the SN CRAC Trigger
Study, SN-03-PR-01). BPA assumed that the revenues anticipated to be collected from Slice
purchasers through the Slice True-Up Adjustment Charge for FY 2003 would be collected
through the billing processin FY 2004, and the revenues collected through the Slice True-Up
Adjustment Charge for FY 2004 would be collected through the billing process in the
appropriate year.

The Slice True-Up has some base assumptions that do not change to reflect actual events. One
key assumption in the development of the forecast of Slice True-Up revenuesisthat no Energy
Northwest bond refinancing activity was assumed for the FY 2003-2006 period. Therefore, for
purposes of the Slice True-Up Adjustment forecast, there is no difference assumed between the
Energy Northwest debt service expensesin the SN CRAC Trigger Study, SN-03-PR-01, and the

Energy Northwest debt service expenses in the May 2000 Proposal.

Another key assumption isthat the Minimum Net Required Revenues line item is assumed to be
zero. Therefore, for purposes of the Slice True-Up Adjustment forecast, there is no difference

assumed for this line item for FY 2003-2006.
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The assumptions described above were made because of the uncertainty in forecasting these
expense line items and the volatility of their effects on the Slice True-Up Adjustment Charge.
The revenues anticipated to be collected through the Slice True-Up Adjustment Charge were
calculated by multiplying the annual difference between the total forecasted Slice Revenue
Requirement based on the SN CRAC Trigger Study, SN-03-PR-01, expense forecast and the
forecast of the Slice Revenue Requirement forecasted in the May 2000 Proposal by .226
(22.6 percent Slice sales), and adding $2 million each year in Slice Implementation Expenses.
Slice Implementation Expenses are those expenses incurred by BPA to implement the Slice

product. Slice purchasers are obligated to pay 100 percent of Slice Implementation Expenses.

The table below (Table 5-A) shows the components of the revenues anticipated to be collected

through the Slice True-Up Adjustment Charge:

Components of the Slice True-Up EY 03 EY 04 EY 05 FY 06

Revenues
Difference Between Total Forecasted Slice +$104 +$250 +$326 +$288
Revenue Requirement for SN CRAC million million million million

Trigger Study and May 2000 Proposal Slice
Revenue Requirement

22.6 percent paid by Slice purchasers $23 $56 $74 $65
million million million million
Slice Implementation Expenses $2 $2 $2 $2
million million million million
Revenues from True-Up Adjustment $25 $58 $76 $67
Charge million million million million

55  Augmentation and Other Power Purchases
5.5.1 Augmentation Purchases. Augmentation purchases include load reductions, power

buybacks, and power purchases. There are four categories of load reductions included in the
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forecast: (1) PF load reductions; (2) RL load reductions; (3) IP load reductions; and (4) power
marketer load reductions. The average annual augmentation expense associated with load
reductions for the period FY 2004-2006 is $286 million. The PF load reductionsend in

FY 2003, but the other three types of load reductions continue through the rate period. Power
buyback contracts were signed with PF Block purchasers and with three IOUs. The power
buybacks with the publics expire in FY 2003, but the power buybacks with the |OUs extend
through the remainder of the rate period. The average cost of the IOU power buybacks over the

FY 2004-2006 period is $41 million per year.

There are three categories of power purchases for augmentation: those signed prior to August 1,
2000, those signed after August 1, 2000, and renewable resources. While some renewable power
purchase expenses are included in augmentation, the cost of renewable power purchasesis
included in the renewabl e program cost line item and not with the augmentation expense in the
forecast of revenues at current or at proposed rates. The average annual expense associated with
these augmentation purchases (excluding renewable resources) is $427 million. All
augmentation purchases are calculated on a contract-by-contract basis and summarized on an
annual basisin the tables at the end of this chapter. A monthly summary of all types of
augmentation purchases is contained in the Documentation for SN-03 Study, SN-03-E-BPA-02,
Chapter 5.

5.5.2 Other Power Purchases. Other power purchases can be divided into four groups:

(1) committed purchases; (2) balancing purchases; (3) Port of Seattle and Flathead Electric
purchases, and (4) renewabl e resource purchases for Slice customers. Committed purchases are
those purchases for which confirmation agreements have already been signed and which are
reflected in the load and resource balance. The average annual cost of currently committed

purchases during the FY 2004-2006 period is $30 million. Balancing purchases are an
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expected value output of RiskMod and are discussed in Chapter 6 of this Study and the testimony
of Conger, et al., SN-03-E-BPA-07. Balancing purchases are expected to average $10 million
per year over the FY 2004-2006 period. Power purchases for the Port of Seattle and Flathead
Electric average 71 aMW, at an average annual cost of $28 million over the 3-year period.

These purchases are identified separately from other committed purchases because they are
entirely offset by revenues from these customers. Renewable resource purchases for Slice
customers are identified but not reported with the other categories of power purchases because

these costs are included with other renewable program expenses.

5.6 FY 2003 Revenue and Purchased Power Expenses

Forecasted revenue and purchased power expenses for FY 2003 include a mix of actual revenues
through December and forecasted revenues for the remainder of the year. The actual revenues
for the month of January were unavailable when the FY 2003 forecast was prepared. In that
forecast, total FY 2003 revenueis projected to be $2,982 million and purchased power expenses
are projected to total $1,039 million.

5.6.1 FY 2003 Revenues. Revenue from Subscription sales, pre-Subscription sales, Slice sales
and LB CRAC true-ups to public agencies totaled $1,795 million. This reflects estimated
deliveries (including Slice) of 6,817 aMW. Salesto regional IOUs at the RL (and PF Exchange
Subscription) rate are expected to result in FY 2003 revenues of about $93 million on sales of
382 aMW. Revenues from salesto DSIs (including liquidated damages) are expected to be

$16 million on sales of 35 aMW. Revenues from short-term power sales are projected to be
about $565 million on sales of 1,833 aMW. Revenues from ancillary and reserve products are
projected to total about $82 million, of which almost $80 million are expected from TBL.
Revenues from Energy Efficiency programs, Green Tag sales, and miscellaneous sources are

projected to total amost $15 million, and credits are projected to total $202 million. All of these
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revenues are documented in Table 5-1 at the end of this chapter and in monthly detail in the

Documentation for SN-03 Study, SN-03-E-BPA-02, Chapter 5.

5.6.2 FY 2003 Purchased Power Expenses. Load reduction augmentation expenses are
projected to average $286 million in the forecast of revenues at current rates and at proposed
rates over the period FY 2004-2006, corresponding to load reductions of 821 aMW.
Augmentation power buyback expenses are projected to average $41 million for buybacks
totaling 124 aMW. Augmentation power purchase expenses, net of renewable resources for
augmentation, are expected to average $427 million. All of these expenses and quantities are
documented in Table 5-1 at the end of this chapter and in monthly detail in the Documentation
for SN-03 Study, SN-03-E-BPA-02, Chapter 5.

5.7  Revenuesand Purchased Power Expensesfor FY 2004-2006 at Current Rates
Forecasted revenues at current rates (i.e., without the SN CRAC) for the period FY 2004-2006
are shown in Table 5-1 at the end of this chapter. Revenues at current rates are projected to be
$2,918 million in FY 2004, $2,945 millionin FY 2005, and $2,915 million in FY 2006. Tota
purchased power expenses are projected to be $873 million in FY 2004, declining to

$884 million in FY 2005, and to $833 million in FY 2006.

5.7.1 RevenuesFrom Power Sales To Publics, |IOUs, and DSIsat Current Rates.
Revenues from firm power sales to regional public agencies are expected to increase from
$1,776 million in FY 2004 to $1,823 million in FY 2006, with sales growing from 7,392 aMW to
7,440 aMW over that same period. Revenues from the Slice true-up are projected to be

$58 million in FY 2004, $76 million in FY 2005, and $68 million in FY 2006. Revenues from
firm power salesto I0Us at the RL and PF Exchange Subscription rates are projected to be about

$94 million per year on sales of 382 aMW. Revenuesfrom firm power salesto DSIs are
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projected to average $102 million per year from sales of 350 aMW per year over this 3-year

period.

5.7.2 Revenues From Long-Term Contractual Sales. Revenues from long-term contracts
are projected to decline from $152 million on sales of 422 aMW in FY 2004, to $134 million on
sales of 371 aMW in FY 2005, to $109 million on sales of 316 aMW in FY 2006. Thesingle
largest contract is a capacity saleto PacifiCorp. Thereis no net energy sale associated with this

contract because energy delivered during HLH is returned during LLH.

5.7.3 Revenues From Secondary Energy Sales. Revenues from secondary energy sales are
the most volatile of BPA’s revenues due to the uncertainty of supply and market prices. In

FY 2004, these revenues are projected to total $560 million on sales of 2,513 aMW. In FY 2005,
short-term market sales revenues are projected to total $570 million on sales of 2,631 aMW. In
FY 2006 these revenues are projected to total $545 million on sales of 2,563 aMW. Revenues
from these sales are unaffected by the SN CRAC. The revenue forecast from short-term market
salesisamix of committed and forecasted sales. The forecasted sales, prices, and revenue are
estimated using RiskMod, which is also used to estimate balancing purchases. These monthly
sales, prices, and revenue projections are documented in the Documentation for SN-03 Study,

SN-03-E-BPA-02, Chapter 4 and discussed in the testimony of Oliver, et al., SN-03-E-BPA-08.

5.7.4 Revenues From Ancillary and Reserve Products and Services. Revenues from
ancillary and reserve products and services are forecasted to be $81 million per year during the
FY 2004-2006 period. Revenues from energy efficiency programs and miscellaneous sources

are forecasted to be $13 million per year during this entire period.
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5.7.5 RevenuesFrom Treasury Credits. Revenuesfrom Treasury credits are forecasted to
total $79 millionin FY 2004, $78 million in FY 2005, and $77 million in FY 2006.

Section 4(h)(10)(C) credits were the largest part of this and totaled $67 million per year during
the period.

5.8 Revenuesand Purchased Power Expensesfor FY 2004-2006 at Proposed Rates
Forecasted revenues at proposed rates (i.e., with the SN CRAC) for the period FY 2004-2006 are
shown in Table 5-2 at the end of this chapter. Revenues at proposed rates are projected to be
$3,243 millionin FY 2004, $3,288 million in FY 2005, and $3,180 millionin FY 2006. Total
purchased power expenses are projected to be $849 million in FY 2004, declining to

$834 million in FY 2005, and to $783 million in FY 2006.

5.8.1 RevenuesFrom Salesto Publics, IOUs, and DSIs. Revenues from firm power salesto
regional public agencies are expected to increase from $1,992 million in FY 2004 to

$2,023 million in FY 2005, and then decrease to $1,982 million in FY 2006, with sales growing
from 7,392 aMW to 7,440 aMW over that same period. Revenues from the Slice true-up are
projected to be $58 million in FY 2004, $76 million in FY 2005, and $68 millionin FY 2006.
Revenues from firm power salesto |OUs at the RL and PF Exchange Subscription rates are
projected to be about $150 millionin FY 2004, $156 million in FY 2005, and $146 million in
FY 2006 on sales of 382 aMW per year. The significant increasein RL revenues from the
current rate forecast is due to increased rates for 382 aMW of sales and the additional revenues
from the 900 aMW of monetary benefits. Revenues from firm power salesto DSIs are projected
to be $124 million in FY 2004, $122 million in FY 2005, and $118 million in FY 2006, from

sales of 350 aMW, or an average of $121.6 million over the 3-year period.

5.8.2 RevenuesFrom Long-Term Contracts. Revenues from long-term contracts are

projected to decline from $159 million on sales of 422 aMW in FY 2004, to $140 million on
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sales of 371 aMW in FY 2005, and decline further to $112 million on sales of 316 aMW in
FY 2006. The single largest contract is a capacity sale to PacifiCorp. Thereisno net energy sale

associated with this contract because energy delivered during HLH is returned during LLH.

Revenue from one long-term contract (BART) is affected by the SN CRAC, because it istied to
the PF rate.

5.8.3 Revenues From Secondary Energy Sales. Because BPA assumes firm loads are
unchanged by the SN CRAC, revenues from secondary energy sales are the same as the current
rate forecast. In FY 2004 these revenues are projected to total $560 million on sales of

2,513 aMW. InFY 2005, short-term market sales revenues are projected to total $570 million on
sales of 2,631 aMW. In FY 2006, this revenue is projected to total $545 million on sales of
2,563 aMW. Revenues from these sales are unaffected by the SN CRAC. The revenue forecast

for short-term market salesis a mix of committed and forecasted sales.

5.8.4 RevenuesFrom Ancillary and Reserve Products and Services. Revenues from
ancillary and reserve products and services are forecasted to be $81 million per year during the
FY 2004-2006 period. Revenues from energy efficiency programs and miscellaneous sources
are forecasted to be $13 million per year during this entire period. These revenues are the same

asin the current rate forecast.

Revenues from Treasury credits are forecasted to total $79 million in FY 2004, $78 millionin
FY 2005, and $77 million in FY 2006. Section 4(h)(10)(C) credits were the largest part of this
and totaled $67 million per year during the period. Revenues from Treasury credits are

unaffected by the SN CRAC.
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TABLE 5-1 Revenues at Current Rates
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Table 5-2 Revenues at Proposed Rates
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