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Provider of choice discussions with customers
A summary of our customers’ views on competiveness for their business and Bonneville’s
October 2016
BPA intends to establish long-term cost competitiveness metrics and goals to support our objective of remaining the wholesale power provider of choice when new power sales contracts are offered. In order to reflect customer perspective in the development of a new strategic plan to assure that we will be the wholesale provider of choice, BPA met with several customers and customer group representatives in September and October to collect their views on the competition they are facing now and what they expect to see over the next 10 years. The discussions also covered what competiveness means to our customers, concerns about BPA’s competiveness and what BPA needs to do to remain their provider of choice.

We greatly appreciate the time and thoughtful comments and perspectives provided by our customers’ executives, managers and subject matter experts.  

To expand on these discussions, BPA account executives will be sharing the results of this effort with their customers over the next few months. They will be listening for concurrence with the perspectives we have identified in this paper and for any new observations.  

BPA will then evaluate the information gathered from these discussions and incorporate it into the strategic plan development process. BPA also plans to engage the region in the development of BPA’s long-term strategic plan in 2017.

Our intent is to have these discussions about every 18 months over the next several years. BPA wants to hear what competitive changes our customers are facing and be able to test where we are at as we strive to remain their provider of choice.  

The following is a synopsis of what we heard from these discussions. 
Key Themes from Competitiveness Discussions with Customers 

1. Competiveness challenges our customers are facing

· Customers are benchmarking against investor owned utilities and other public power utilities. If their rates are above a neighboring IOU’s, it’s harder to justify the benefits of public power.

· Customers with substantial hydropower resources understand secondary sales and the upward rate pressure current conditions are placing on rates; they are facing the same market conditions as BPA and having to raise consumer rates.

· No matter the size of the utility, almost all customers are experiencing declining loads, sales and revenue. The reasons include technology, smaller dwelling size, increased natural gas penetrations, energy efficient appliances/lighting and building codes. 

· Utilities have cut costs everywhere they can and they are running out of options to not raise rates. 

· Evolving markets are one area for new revenues to help keep rates down and bring value to our consumers. 

· Future power supply will be diversified with renewables, distributed generation and storage, but customers will still need energy and capacity products, which they would get from BPA if competitive.

· Many customers are increasing rates annually from 3 to 6 percent.

· Non-urban areas are falling further behind in income and are increasingly having to choose between electricity and other needs.

2. BPA’s competitiveness – establishing long-term credibility 

· BPA’s customers want us to succeed and want to assure our success in controlling costs so that we can be the provider of choice for all of public power in 2028. “You need us and we need you!” 

· BPA’s proposed 4 to 9 percent rate increase, when projected forward, does not match with the long-term rate forecast projection. How is BPA going to get there?

· Customers want to better understand the challenges and obstacles BPA is facing to be more competitive and want to help us where they can. Setting a rate target for 2028 would help.

· There is a great concern that statutory requirements, such as the Endangered Species Act, energy efficiency, the Columbia River Treaty and the Residential Exchange Program, as well as current discretionary spending that other power suppliers do not face, will keep BPA from bending the cost curve and being competitive in 2028.  

· BPA’s preliminary Integrated Program Review and Capital Investment Review spending levels show business as usual. BPA must demonstrate seriousness about controlling costs. BPA must build credibility now by changing the trajectory of its past three rate increases and start bending the cost curve.

· Does BPA’s future net requirement loads justify the level of proposed asset investments? Utilities are seeing growth but overall loads are flat and in many cases declining due to new technologies and resource options. Net requirements may be less in 2028 than today considering distributed generation, and there is a need to challenge the status quo.

· BPA needs to consistently use a dependable and proven method when making decisions and provide better explanations on decisions as well as provide the details behind decisions.  

· There is a need to conduct market-based benchmarking to determine if cost projections and spending need a “course correction.” Benchmarking can also provide significant informational benefits to help customers communicate the differences and value between BPA’s products and the short-term energy market to utility boards and consumers.

· The culture in transmission is not customer-service oriented and needs to be improved and reflect BPA’s regional role.

· Strong working relationships are heavily considered when selecting a provider. Many customers encouraged BPA to invest in our relationship due to the perception that it is an inexpensive way to create substantial value.  

· Customers are supportive of “rate case lite” decision-making process - with BPA staff proposal, stakeholder comment and transparent evaluation of positions with decision.

· BPA brings too many employees to meetings. Do 25 employees really need to be at a rate case workshop?  

· BPA should consider a customer advisory group to create an ongoing opportunity for deeper discussions. The group would help develop BPA’s strategic plan by picking up where Focus 2028 left off and provide a level of transparency.

· There are too many processes that feel like they are just for the sake of process. 
· BPA appears to give more consideration to non-paying interest groups than the paying customer.

· Public benefits provided to customers (e.g. Low Density Discount, irrigation rate mitigation and transfer service) are of great value to customers and consumers. 

· BPA needs to show value obtained from evolving markets and carbon-free hydro resources. BPA needs to maximize the value of its hydropower. 

· Customers understand that the short-term spot market is not comparable to the priority firm rate and the forward market is a somewhat better comparison.

· Customers want to see BPA take a stronger stance on making large hydropower resources relevant in the future. There should be credits for being renewable and carbon free. It’s currently being marginalized when it’s a premium resource. California is not paying the value of a carbon-free resource today.

· BPA needs to look for opportunities and when needed partner with its customers. For example, opportunities in electric vehicles to increase power demand. 
· Customers expect BPA to run like a business, even though it’s a power marketing administration under the Department of Energy.

3. Contracts
· BPA should offer both short-term and long-term contracts.

· BPA should consider full and partial requirement contracts and consider offering off-ramps to allow customers out of contracts at different times.

· BPA should consider dropping the Tiered Rates Methodology. Tiered rates used to make sense but it does not anymore. 

· Rate cases should be less frequent, such as every five years, partially related to perceived rate certainty but also due to fatigue of two-year budgeting and rate-setting processes.

· Price certainty will be important in signing new contracts in 2025.  

· Customers want more flexibility to make or purchase contract changes and on product use. 

· They want the ability to diversify energy sources to meet state and consumer demands by reducing net requirements. 

· They want simplicity. The current contract is too complex and results in unnecessary customer overhead to manage. The implementation tends to be “paternalistic” from BPA.

· There should be more clarity on how and who decides on penalty waivers. There should be fewer penalties in contracts. Is the Slice requirements Slice output Test, as currently implemented, really needed? 
4. Products

· There is significant interest in capacity products.

· Customers want price certainty to hedge secondary risk, rate and cost collars. They are willing to pay a premium for certainty. 

· They want a standardized menu of products.

· They also want unbundled products or cafeteria-style approach.

· They want a more flexible and less complex Slice product.

· Customers are going to be interested in a green or carbon-free product that does not include the Columbia Generating Station.
5. General

· The business case for a new financial reserves policy is not compelling. BPA has a current practice. Why not document the current practice as a policy for the credit rating agencies?  

· BPA needs to invest in transmission. Transmission is a small portion of bill, but reliability is non-negotiable and wins over price every day.

· Most customers cannot see a world without BPA in their future, but perhaps not to the extent it is today. Regardless, customers will have to do their due diligence with regard to evaluating other providers, and they want BPA to be the easy choice.

· Preference is valued today, but at what cost? Non-paying interests, fish costs, energy efficiency and discretionary spending are eroding the value of preference.

· Several customers acknowledged it is time to re-engage with the Northwest Power and Conservation Council and other areas where BPA needs support to change policies. In order to do so, BPA needs to say no to discretionary spending, political whims and not fund or go along with the “nice to have” initiatives. BPA needs to tell the customers how they can help you with specific information and education.

· BPA needs to be an educator for utilities, board members and consumers of the Pacific Northwest.
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