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TESTIMONY OF
Jm W. Sandes, Rick Crinklaw, and Brian L. Skeahan
Witnesses for Public Power Coundl

SUBJECT: POLICY RECOMMENDATIONS REGARDING BPAG WP-07
PROPOSAL

Section 1: Introduction and Purpose of Testimony
Q. Please gtate your nanes, postion of employment, and qualifications
A. My nameisRick Crinklaw. | am the General Manager of LaneElectric
Coopeative. My qudificationsare shown in WP-07-Q-PP-01
A. My nameisJmW. Sandes. | am the General Manager of Benton Public Utility

Digtrict. My qudificationsare shown in WP-07-Q-PP-04.

A. My nameisBrian L. Skeahan. | am the General Manager of Cowlitz Public

Utility District. My qudificationsare shown in WP-07-Q-PP-05.

Q. Whatisthepurpos of your testimony?
The purpose of ourtestimony is to describethe policy-level postionsof the
Public Power Coundl (PPC) on BPAG initial proposal in the WP-07 Wholesale
Power Rate Adjugment Proceeding and to provide our recommenddaions
What s the Public Power Coundl?
PPC isatradeassodation of public utilitiesin the Northwest. It representsthe
collective interests of the over onehunded consumer-owned utilities, located
mainly in Oregon,ldaho, Washington, and Montana, tha have preference to BPA
power.

Q. Whatisyour relationship to the Public Power Coundl?
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Each of usserves as amember of PPC( Executive Committee, which is theboad
of directors. Jim Sandesisthe Charman of the Executive Committee and Rick
Crinklaw is Vice-Charman.

Did you conduct thetechnical analyses that suppott thetestimonyyou are
offering?

No, we did not condud technical andysisin prepaiing thistestimony. We offer
this testimony as policymakers, and are relying onthetechnical andysis of others
in whomwe have confidence, with the assumption tha ther andyses are
accurate. We will testify as to why we suppot certain alterndives and decisions
in the creation of BPAG rates, given the andyses we refer to and our
undestanding of relevant facts.

How is your testimony organized?

Section 1 isthisintrodudion. Section 2 describes PPC@ postion onthelevel of
rates proposd by BPA. Section 3 sets forth PPC@ postion ontherisk package
BPA indudal initsinitial proposl. Section 4 addresses PPC( postion on how
BPA is proposng to implement thesection 7(b)(2) rate test. Section 5 describes
PPCQ postion on BPAG assumptionsand plansregarding service to the DSIs.
|s PPC suppoting other testimonyin this proceeding?

Y es, PPC is suppoting other pieces of technical testimony in this proceeding.
Our testimony isin addition to tha other testimony. In some ingances, theother
testimony will more specifically address PPC@ positionsand recommendaions

on paticular topics.
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Section 2: Podtion on Rate Levels

Q.

Page 3

Whatis your postion onthelevel of rates that BPA is proposngin this
proceeding?

Thepropod rates are highe than necessary. BPA should recondder its proposl
and set rates at alevel that will meet itsfinandal objectives withoutneedlessy
hindeaing econonic health and development in the communities BPAG customers
serve.

Are BPAG rates for wholesale power highe thanthey hawe historically been?
Yes. Initsinitial proposl, BPA proposs abase rate of 311 mills (before taking
into accountthe effect of the proposed opeaating reserve credit), with an effective
rate of 30.41 mills (induding the expected value of CRACs, theDDC, andthe
proposd opeating reserve credit), on averagefor FY07-09. Theserates are
amog as high as BPA@ rates over thelast four years, which have been as much
as 46 percent highe than thelevel origindly set in May 2000,and which are
subgantialy highe than historical rate levels.

How are highe BPA rates affecting preference customer utilities?

High BPA rates are negatively affecting preference utilities. Althoughpreference
customer retail rates can beaffected by a nurmber of variables, thelevel of BPAG
wholesale power rate is probeably the mog significant factor since, for the
majority of public utility BPA cugomers, it isthelargest component of ther retail
revenuerequirement.

How are highe rates affecting the communities preference utilities serve?
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The Northwest has traditiondly relied on low power rates to attract busness and
to hdp offset therelative remoteness of the Northwest from other U.S. markets.
Now, high electricity rates are depressing econormic health and growth in
communities, and weakening the compdtitiveness and stability of local
bugnesses.

Additiondly, resdential cugomers, especialy those with low income, are
expeiendng subgantial hardship from high power rates. In many areas, the
hardshipsof rising power rates on our cugomers are exacerbaed by poor
econonic conditions Inthecommunity of Oakridge Oregon,for example, which
isserved by LaneElectric, residents are till strugding with unemployment and
econonic depression after the shutdown of three largetimber and wood
processing facilities. A significant portion of residents in such communities
struggle with meeting ther electric bills, and are unconvinced tha highe BPA
rates are judified since alarge part of BPA power cogs go toward programs tha
are designal to bendit those other than the public utility cusomers tha pay the
rates.

In the communities of Eastern Washington® Tri-Cities, the average
Benton PUD residential cusomer pays over $400more per year for power than in
2000. This conditutesa42 7% increase. Even with arate decrease of 4% last
November, mog of the comments received onthe PUD@ customer survey voice
concernsaboutrates and how highthey are. On the mog recent survey, 27% of
the comments concerned rates. Indudrial cusomers have also been impacted by

thehigh rates of the past few years. After a Benton PUD rateincrease in 2003,
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AgriNorthwest had to cut 50-60 full-time family-wagejobswith full benefits
fromits workforce. The Welch@juice processing plant will close in February
2006, citing the need to cut cogs, induding energy. Welch®@ paid $201000more
for its Benton PUD energy purchasesin 2005than it did in 2000. With the plant
closng, 165employees lose thear family-wagejobs. The City of Kennewick is
thehome to many small, locally-owned busnesses (owned and opeated by the
same people who are dealing with a42% increase in ther residential bills). The
small busness cusomers served by Benton PUD have had to absorb rate
increases of 64% since 2000. Therate increases cited here in Benton PUDG
service territory are putting a very seriousstrain on our community, which,
similar to the communities served by LaneElectric, further exacerbates the
econonic strain caused by the genera downturn our econorny has endured ove
the past several years.

A similar story can be foundin the western Washington community
served by Cowlitz County PUD. Here, the number of disconnect notices dueto
nonpayment tha the PUD sendsout has goneup 268%compared to 2001. In
respon to this, oneof the measures the PUD has undetaken isto adoptin
November 2004a L ow-Income Senior DiscountRate for low-income cusomers
ove theageof 65. Duringthefirst year implementing this program, the PUD had
354 cugomers participae.

Isit your postion that BPA could set lower rates thanit hasproposd and till

recover its cogs andrepay Treasury?
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Yes. BPAG proposd rates do notreflect additional cos savingstha the agency
could achieve or alikely improvement in the agency@® revenues over what was set
forth intheinitial proposl. We refer you to thetestimony of the Joint Cusomer
Group, designaed as Joint Party 9, onthis topic, which can be foundin WP-07-E-
JPO-01.

Also, it isour undestanding that BPA and its cusomers are working on
securing liquidity tools, which would hep lower the amounts BPA propossto
collect for risk throughPlanned Net Revenues for Risk (PNRR). Induding cos
savings probable increased revenues, and liquidity tools in the calculation of its
rates would allow BPA to reduce therates established in this proceeding, while
still meeting itsfinandal objectives. BPA should take these stepsin order to meet
its stated policy objective of establishing the Qowest possible rates, congstent
with soundbusness prindples induding statutory obligaionsO WP-07-E-BPA-
08, p. 5.

HasBPA developed a way to incorporate additional cog savingsandincreased
revenueprojectionsinto its final rate proposal?

Yes. BPA has committed to afollow-up process to the Power Fundion Review,
and has stated that any program spending-level changes resulting fromthis
process will beincorporated in thefind proposl. We bdieve BPA should
aggressively seek to find cog savingsthroughthis and other processes and
incorporate those savingsin ther rates. Additiondly, in Section 5 of WP-07-E-
BPA-10, BPA witnesses testified that anumber of other updadesto BPAG

finances will occur before thefind proposl. We bdieve tha BPA should
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incorporate those upddes in such away tha rate case parties have an oppotunity

to evaluae them.

Section3:  Postion on BPAGRisk Package

Q.

A.

Page7

How is BPA proposng to set rates to acconmodat therisksit isfadng?

BPA is proposng a variable rate structure, where rates may be subgantially
increased or decreased by a Cog Recovery Adjugment Clause (CRAC) ora
Dividend Distribution Clause (DDC), respectively. BPAQ stated objective with
thisrate structure is to create Gower, but adjustable, effective rates rather than
highe, butstable rates.O Thisrate structure places subgantially more risk on
individud BPA cugomers than would a fixed rate structure.

At WP-07-E-BPA-08, p. 14, BPA states thatits understanding is that cusomers
prefer a lower initial rate, subject to more volatility, over a highe but stable rate.
Do you agree with thatunde standing?

In genera we prefer alower initia rate, subject to some volatility, over ahighe
but stable rate because we bdieve tha the cusomers, not BPA, should keep the
ratepayersOmoney until it is needed to meet BPA@ obligations However, we
bdieve abdanceis necessary, and have not suggested tha al risks of volatility
rest with the cusomers.

Whatis your postion on BPAG proposd risk mitigation tools?

BPA should recondder its proposd package of risk mitigaiontools. BPAG
propos, as currently drafted, exposes cusomers to too much risk and

overcompensates for therisks that BPA isfacing.
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If you generally prefer alower initial rate, subject to some volatility, over a high
but stable rate, why do you state that BPAG proposed risk mitigation padkage
exposes BPAG cugomers to too much risk?

BPAG proposd CRAC does notincorporate certain reasonable protectionsfor
cugomers. Additiondly, BPAG proposi allows for an NFB adjusment to
modify the cap onthe CRAC, which is set at $300million annudly in theinitial
proposl. If triggeaed, the NFB resultsin an upward adjugment to that cap, with
no set bounds This meanstha unde the proposd rate structure BPA could
automatically pass throughto its cusomers an unlimited amountof codsthat
trigge theNFB. Althoughthetypes of eventstha could trigge the NFB are
somewhat limited, BPA® proposal puts the cusomers at an unbounde level of
risk.

How do you propos that BPA resolve your concerns?

First, we propo% that BPA add certain protectionsand features to its proposd
CRAC. Second,we propo% tha BPA place a cap on theamountit can collect
unde the CRAC, as adjuged by the NFB adjusment.

What modificationsdo you bdieve BPA should make to its proposd CRAC?
BPA should changethe proposd CRAC in orde to incorporate, at thevery least,
the protectionsagang unneessary rate increases that were available unde the
SN CRAC. Specificaly, GnayOlanguaye should be added, allowing the
Administrator to lower the CRAC level if anounsto be collected unde the
CRAC exceed theamountrequired to maintain BPAG TPP god. In order to

adjug downward the amounts collected unde the CRAC asfar asis practicable,
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we urge BPA to indudea CRAC rebae, and arequirement that theagency
engagein cog cuts before or conaurrent with implementation of the CRAC. We
also suggest that BPA utilize aforward-looking TPP, and specify limits on certain
cog categories to which the CRAC applies. Noneof these additionswould
require BPA to depart fromits finandal policy objectives. These additionsare
necessary to counter thereduced incentive to control cods that resultsfroma
CRAC that is based onthe agency@ finandal condtion. We refer youto
technical testimony on these suggestionstha can be foundin WP-07-E-JP9-03.
Are you proposng that BPA should lower thethreshold of the DDC?

No. Werecognize tha BPA haslowered its DDC threshold from $1.2 billionto
$800millionand that lowering the DDC subdantially more may have negdive
effects on other aspects of BPAG risk mitigation package. However, it is
important tha BPA maintain the DDC at thelower ($800million) level in this
rate period. Oneof BPAG policy objectives in this proceeding is to maintain
Qeserve levelsthat are notbuilt up to unnesessarily high levels.O WP-07-E-BPA-
08, p. 5. Additiondly, if it turns outtha BPA has unde-forecast its seconday
revenues or over-collected for risks, the DDC will play an important rolein
returning excessive charges to BPAG cusomers.

Please explain your proposal that BPA place a cap on the NFB Adjugment?

We propo% tha BPA place alimit ontheamountby which the NFB Adjugment
can increase the CRAC annud cap. Then, if BPA calculates tha it needsto
collect an amounttha exceedsthe capped amount, BPA would berequired to

open anew rate case, and condud areview of itstotal cogs. AsBPA pointsout
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in its testimony, BPA retainsthe ability to initiate a new rate case to reset ratesO
if events occur that would dramatically affect its finances. WP-07-E-BPA-08, p.
14. We suppot the Joint Cusomer GroupQ testimony on the appropriateness of a
cap onthe NFB Adjugment, foundat WP-07-E-JP9-02.

In additionto your recommendaion to place a cap ontheanountBPA can
collect unde an NFB adjugment, do you bdieve BPA should make other
modificationsto the NFB Adjugment?

Yes. BPA should revise thelanguaye setting forth the events tha trigge the NFB
and should clarify the procedures for implementing any NFB Adjugment.

In what way do you bdieve that BPA should revise thelanguagesetting forth the
eventsthattrigge the NFB?

We refer youto thetestimony of the Joint Cugomer Group onthis topic, which
can befoundat WP-07-E-JP9-02. We suppot the Joint Cusomer Group®
suggestion to remove thewords GRecovery Plansunde the ESAOand Gagreement
related to litigationOfrom thelist of eventsthat trigger the NFB Adjugment. Itis
our undestanding that the FCRPS Biological Opinion and court ordersregarding
itN notthe Recovery PlandNl are what definethe Action AgendesCobligaions
with respect to opeating the FCRPS in compliance with the ESA. Additiondly,
we bdieve the NFB Adjusment languaye listing Gain agreement related to
litigationCes a trigge event should beremoved since it can beread too broadly,
and other languaye aready lists Gourt-approved agreementsOrelating to ESA

compliance as atriggaing event.

Page 10 WP-07-E-PP-01
Testimony of Crinklaw, Sanders, and Skeahan



10

11

12

13

14

15

16

17

18

19

20

21

22

23

You state that BPA should clarify the procedures for implementing the NFB
adjusment. Don®the GRSPs set out these procedures?
Not entirely. Neither the GRSPs nor BPAG testimony in this case set forth the
specific process throughwhich an NFB Adjugment will beimplemented. We
bdieve tha the GRPS should specifically explain wha type of process BPA will
employ to implement any NFB Adjugment, and should allow areview of the
codsincurred. We suggest tha some type of formal proceeding would be
appropriate. Further, we bdieve the GRSPs should commit BPA to areview of
itstotal cogsin theeventtha anew rate case is required dueto any triggering
event(s) resulting in cogs exceeding the cap tha we have suggested.
Why do you state that BPAG proposd risk mitigation pacdkageovercormpensates
for risk?
We are concerned that BPAG proposed risk mitigation package essentially
doubke-counts some of therisks BPA faces. BPA has developed avariety of tools
tha trandate the probability of certain eventsinto a dollar amounttha the agency
will collect throughrates. Some of therisks tha BPA faces are addressed by
more than oneof these tools. Technical testimony on thisissue can befoundin
WP-07-E-JP9-03.

Also, we bdieve tha BPA is currently proposngto collect more PNRR
than will be necessary. BPA has been working with cusomersto explore a
variety of potential liquidity toolstha could patentially reduce the need for PNRR
or the expected values of necessary CRAC revenues. BPAG testimony discusses

these tools at WP-07-E-BPA-08, pp. 1517 and WP-07-E-BPA-14,pp. 19-20. We

Pagell WP-07-E-PP-01
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are hopdul tha these tools will allow BPA to lower thelevel of PNRR fromwha
was contained in theinitial proposl, and we encourage BPA to continueto work
onthesetools. We undestand that BPA will incorporate them into thefind rate
propos if they become available in time. Even if these liquidity tools do not
become available in time for thefind proposl, however, we urge BPA to make
provisionstha would allow the benefit of these tools to flow to rates once they do
become available.

Do you bdieve that BPA hasundestated its secondary revenues in theinitial
proposal?

BPA may have undeestimated its revenues to some degree dueto an artificial cap
it placed onits forecasted nonfirm revenuesin FY06. BPA assumed tha it will
not earn more from seconday salesthan 125% of its all-time high. Inlight of
actud seconday revenues during FY 05, it appears that BPA® assumption may be
too conservative, sinceit earned $565millionin ne seconday revenues during a
low-water year, with only 76% of normal runoff at The Dalles. Thispossible
unde-forecasting of seconday sales can have alarge effect on BPAG proposd
rate, since it may result in toolow of an estimate of starting reserves, which drive
asignificant portion of the revenues BPA proposs to collect for risk. We bdieve
tha cugomers should not be pendized in ther rates for thisartificial assumption,
and expect tha when BPA upddes itsforecast of FY 06 seconday sales at the

time of thefind proposl, it will reflect its best estimate, free fromany artificial

caps

Page 12 WP-07-E-PP-01
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Sone cugoners hawe putforth a proposl for a risk padkagethatindudes a mid-
year surchargethatistriggeaed by certain water forecass and market prices. Do
you bdieve that BPA should continueto work on this proposal?

Yes. Theproposl ispromising because it does nat result in adisincentive for
BPA to control cogstheway we perceive tha a CRAC based purely on finandal
conditiondoes. It isourundestanding tha the benefit of tha approach is related
to the availability of theliquidity toolsreferred to above and has not been findly
determined at thistime. Intheevent tha themid-year surcharge proposl
becomes workable, we encourage BPA to adoptit if it would result in lower

overal rates as compared to BPAG proposil, subject to our suggested changes,

Section 4: Podgtion on Implementation of Section 7(b)(2) Rate Test

Q.

Page 13
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Whatis your postion onthe Section 7(b)(2) Rate Test Sudyin BPAG initial
proposal?

BPA mug correctly peform the 7(b)(2) rate ceiling test in accordance with its
Section 7(b)(2) Implementation Methodobgy and in accordance with the
Northwest Power Act. Then, onee BPA deerminesthe 7(b)(2) rate ceiling
amount, BPA mug assure tha the PF Preference rate is no highe than therate
ceiling. We do notbdieve tha BPAG proposd implementation of section
7(0)(2) intheinitia proposl complies with the Northwest Power Act. We refer

you to thedetailed testimony on this topic tha can befoundin WP-07-E-JP1-01
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Section 5: Postion on BPAG Assumptions Regarding DSI Service

Q.

Initsinitial proposal, BPA states thatit will provide up to $59million per year in
finandal bendits to thealumnumsmelters. Hasthis cod to BPA alreadybeen
finally determined?
No. IntheJune30,2005 DSl ROD, the Administrator determined tha BPA
would offer the DSl aluminumsmelters 560aMW of service benditsfor the FY
20072011 period at a capped cog of $59million per year. However, theDS|
ROD expresdy stated:
BPA will review its decision to supply 560aMW of benefits at a $59
million capped cog to thealuminumcompanies for FY 2007201 1after the
cog impact of theJune10, 2005,injundion becomes more clear and
before find contracts with theDSIsare signed. A decisionto reduce the
amount of service benefits BPA will provideto thealuminum companies,
up to andinduding a decision notto serve any aluminumsmelter load, is
possible.
Additiondly, in aNovember 28, 2005, letter from Paul Norman, Senior Vice
President, BPA represented tha it intendsto reconsder itsdecisonon DS
benditsin light of the cogs of arecent court ruling on 2006hydro opeations
We take these statements to mean tha thelevel of benefits tha BPA will pay to
theDSlIshas notyet been determined. Further, the prototype DSI contracts were
putoutfor puldic comment and presumably are subject to changebased on the
comments received in tha process.
Do you bdieve that BPAG rates should assume an annualcos of $59millionin
providing bendfits to aluminumsmelter DSIs?
BPA should make best efforts to develop areasonable estimate of thelevel of

benditsit will actudly provideto theauminumsmelter DSIs during therate

Page 14 WP-07-E-PP-01
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period, andindudetha level initsrate case. We believe that an assumption of
$59million per year to the DSI smeltersis probably too high. It seems plausble
tha thelevel of DSl benefits will go down dueto the cods of the June 10, 2005,
Federa court injundion, and the cogs of the mog recent order issued in the
litigation over the FCRPS BiOp on December 29, 2005.

Q. Doesthatcondudeyour testimony?

Yesit does.
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