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1.0 INTRODUCTION

This Record of Decision (ROD) contains the decisions of the Bonneville Power Administration
(BPA), based on the record compiled in this rate proceeding, with respect to the adoption of
power rates for the five-year rate period commencing October 1, 2001, through

September 30, 2006. This “2002 Wholesale Power Rate Adjustment Proceeding” is the pricing
implementation of BPA’s Power Subscription Strategy adopted December 21, 1998. The
Subscription Strategy, as well as other agency processes, provide the policy context for this rate
case. This context is described in ROD chapter 2.

This ROD follows a full evidentiary hearing, briefing, and oral argument before the BPA
Administrator. Parties had the opportunity to file briefs on exception to the Draft ROD before
the Administrator issued the final rate proposal. ROD chapters 3 through 19 present the issues
raised by parties to this proceeding, the parties’ positions, BPA’s position on the issues, BPA’s
evaluation of the positions, and BPA’s decisions.

1.1 Procedural History of this Rate Proceeding

1.11 Issue Workshops

Six months prior to the release of its initial power rate proposal, BPA sponsored workshops on a
variety of issues related to its ratemaking. The workshops covered topics ranging from proposed
rate designs, revenue requirements, risk management, and inter-business line issues. These
workshops were held between BPA and interested parties to develop a common understanding of
the issues and to generate ideas and propose alternative solutions to issues in specific areas when
possible. Conducting these issue workshops prior to development of the initial power rate
proposal enabled BPA to freely exchange ideas and comments relevant to power rates issues
with its customers without the restriction of the prohibition on ex parte communication which
goes into effect prior to the formal rate proceeding. The ex parte prohibition went into effect on
June 23, 1999, as BPA began development of its initial power rate proposal. The proposal
incorporated many of the ideas and solutions arising from these workshops, and this ROD
reflects them where appropriate.

1.1.2 Rate Proceeding

Section 7(i) of the Pacific Northwest Electric Power Planning and Conservation Act,

16 U.S.C. 8839¢(i) (Northwest Power Act), required that BPA’s wholesale power rates be
established according to certain procedures. These procedures include, among other things,
issuance of a Federal Register Notice announcing the proposed rates; one or more hearings; the
opportunity to submit written views, supporting information, questions, and arguments, and a
decision by the Administrator based on the record. This proceeding is governed by BPA’s rules
for general rate proceedings contained in the Procedures Governing Bonneville Power
Administration Rate Hearings, 51 Fed. Reg. 7611 (1986) (hereinafter Procedures). The
Procedures implement the section 7(i) requirements.

WP-02-A-02
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On August 13, 1999, BPA published its notice of 2002 Proposed Wholesale Power Rate
Adjustment, Public Hearing, and Opportunities for Public Review and Comment,

64 Fed. Reg. 44318 (1999). BPA’s 2002 wholesale power rate proceeding began with a
prehearing conference on August 24, 1999. At the prehearing conference, the Hearing Officer
issued orders concerning procedural matters in this proceeding. On August 30, 1999, the
Hearing Officer issued an Order establishing the schedule for this rate proceeding. On
September 1, 1999, the Hearing Officer issued an Order concerning data request procedures
adopting the electronic discovery procedures proffered by BPA and the parties. On September 2,
1999, the Hearing Officer issued an Order granting in part, and denying in part, petitions to
intervene and adopted a service list for BPA’s 2002 Wholesale Power Rate Adjustment
Proceeding.

BPA’s 2002 initial power rate proposal, filed on August 24, 1999, was supported by prefiled
written testimony and studies sponsored by approximately 68 witnesses. Oral clarification on
BPA'’s initial power rate proposal occurred from September 13-19, 1999. Direct testimony was
filed by the parties on November 2, 1999. Clarification on the parties’ direct testimony occurred
from November 15-19, 1999. On December 17, 1999, litigants to the proceeding filed testimony
in rebuttal to the parties’ direct cases. The parties filed their prehearing briefs one week later.
Clarification on the litigants’ rebuttal testimony occurred from January 4-5, 2000. Written
discovery of BPA’s and the parties’ direct and rebuttal cases occurred throughout the hearing.
BPA responded to 1,196 data requests concerning its initial rate proposal and its rebuttal
testimony.

Cross-examination took place from January 24, 2000, through February 4, 2000. The parties
submitted initial briefs on February 28, 2000. Oral argument before the Administrator was held
on March 2, 2000. The Draft ROD was issued and distributed to parties on April 10, 2000. On
April 24, 2000, the parties submitted briefs on exceptions in response to the Draft ROD.

This ROD is based on the Administrator’s consideration of the entire rate case record, including
oral and written comments discussed in ROD section 18.4, infra. This ROD was made available
on May 15, 2000.

For interested persons who do not wish to become parties to the formal evidentiary hearings,
BPA’s Procedures provide opportunities to participate in the ratemaking process by submitting
oral and written comment. See §1010.5 of BPA’s Procedures. BPA took oral and written
comments at transcribed filed hearings conducted throughout the region between September 30
and October 14, 1999, in eight locations: ldaho Falls, Idaho; Missoula, Montana; Pasco,
Spokane, Everett, and Olympia, Washington; and Eugene, and Portland, Oregon. As the result
of a public request, BPA held an additional field hearing on November 9, 1999, in Seattle,
Washington. BPA received and considered 7,087 written comments submitted during the
participant comment period, which officially ended on November 30, 1999. BPA also received
written comments after the end of the official comment period and included in the official rate
case record those comments received before BPA issued the Draft ROD. The transcribed field
hearings and the comments from these rate case participants are part of the record upon which
the Administrator bases her decisions.
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1.1.3 Waiver of Issues By Failure to Raise in Briefs

While the parties have raised many issues in this proceeding in their briefs, there are a number of
issues raised by the parties during the hearing that were not raised in the parties’ briefs. Pursuant
to 81010.13(b) of the Procedures Governing BPA Rate Hearings, arguments not raised in
parties’ briefs are deemed to be waived. Such issues will be implemented based on BPA’s stated
position in the record.

1.2 Legal Guidelines Governing Establishment of Rates

1.2.1 Statutory Guidelines

Section 6 of the Bonneville Project Act of 1937 (Project Act), 16 U.S.C. §832e, requires that the
Administrator prepare schedules of rates and charges for electric energy sold to purchasers.
Under the Project Act, rate schedules become effective upon confirmation and approval by the
Federal Power Commission, succeeded by the Federal Energy Regulatory Commission (FERC or
Commission). Section 6 of the Project Act directs the Administrator to establish rates with a
view to encouraging the widest possible diversified use of electric energy. Section 7 provides
that rate schedules are to be established having regard to the recovery of the cost of producing
and transmitting electric energy, including amortization of the capital investment over a
reasonable period of years. 16 U.S.C. §832f.

The Flood Control Act of 1944 contains ratemaking requirements similar to the Project Act.
Section 5 of the Flood Control Act directs that rate schedules should encourage the most
widespread use of power at the lowest possible rates to consumers consistent with sound
business principles. 16 U.S.C. 8825s. Section 5 also provides that rate schedules should be
drawn having regard to the recovery of the cost of producing and transmitting electric energy,
including the amortization of the Federal investment over a reasonable number of years. Id.

The Federal Columbia River Transmission System Act of 1974, 16 U.S.C. 8838 (Transmission
System Act), contains requirements similar to those of the Project Act and the Flood Control
Act. Section 9 of the Transmission System Act, 16 U.S.C. 8838g, provides that rates shall be
established: (1) with a view to encouraging the widest possible diversified use of electric power
at the lowest possible rates consistent with sound business principles; (2) with regard to the
recovery of the cost of producing and transmitting electric power, including amortization of the
capital investment allocated to power over a reasonable period of years; and (3) at levels that
produce such additional revenues as may be required to pay when due the principal, premiums,
discounts, expenses, and interest in connection with bonds issued under the Transmission System
Act. Section 10 of the Transmission System Act, 16 U.S.C. §838h, allows for uniform rates and
specifies that the costs of the Federal transmission system be equitably allocated between Federal
and non-Federal power utilizing the system.

In addition to the Bonneville Project Act, the Flood Control Act, and the Transmission System
Act, the Northwest Power Act provides numerous rate directives. Section 7(a)(1) of the
Northwest Power Act directs the Administrator to establish, and periodically review and revise,
rates for the sale and disposition of electric energy and capacity and for the transmission of
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non-Federal power. 16 U.S.C. 8839¢e(a)(1). Rates are to be set to recover, in accordance with
sound business principles, the costs associated with the acquisition, conservation, and
transmission of electric power, including the amortization of the Federal investment in the
Federal Columbia River Power System (FCRPS) (including irrigation costs required to be repaid
by power revenues) over a reasonable period of years. 1d. Section 7 also contains rate directives
describing how rates for individual customer groups are derived.

1.2.2 Additional Statutory Guidelines for Inter-Business Line Charges

BPA must satisfy section 212(i) of the Federal Power Act, 16 U.S.C. §8824k(i), which states that
transmission rates will be governed only by otherwise applicable law, except that no BPA
transmission rate applicable to transmission service ordered by the Commission shall be unjust,
unreasonable, or unduly discriminatory or preferential as determined by the Commission.

1.2.3 The Broad Ratemaking Discretion Vested in the Administrator

The Administrator has broad discretion to interpret and implement statutory standards applicable
to ratemaking. These standards focus on cost recovery and do not restrict the Administrator to
any particular rate design methodology or theory. See Pacific Power & Light v. Duncan,

499 F. Supp. 672 (D.C. Or. 1980); accord City of Santa Clara v. Andrus, 572 F. 2d 660,

668 (9" Cir. 1978) (“widest possible use” standard is so broad as to permit “the exercise of the
widest administrative discretion”z; ElectriCities of North Carolina v. Southeastern Power
Admin., 774 F. 2d 1262, 1266 (4" Cir. 1985).

The United States Courts of Appeals of the Ninth Circuit has also recognized the Administrator’s
ratemaking discretion. Central Lincoln Peoples’ Utility District v. Johnson,

735F. 2d 1101, 1120-29 (9th Cir. 1984) (“[b]ecause BPA helped draft and must administer the
Northwest Power Act, we give substantial deference to BPA’s statutory interpretation”);
PacifiCorp v. F.E.R.C., 795 F. 2d 816, 821 (9" Cir. 1986) (“BPA’s interpretation is entitled to
great deference and must be upheld unless it is unreasonable”); Atlantic Richfield Co. v.
Bonneville Power Admin., 818 F. 2d 701, 705 (9th Cir. 1987) (BPA'’s rate determination upheld
as a “reasonable decision in light of economic realities™); Aluminum Company of America v.
Central Lincoln Peoples’ Utility District, 467 U.S. 380, 389 (1984) (“The Administrator’s
interpretation of the [Northwest Power] Act is to be given great weight”); Department of Water
and Power of the City of Los Angeles v. Bonneville Power Admin., 759 F. 2d 684, 690

(9™ Cir. 1985) (“Insofar as agency action is the result of its interpretation of its organic statutes,
the agency’s interpretation is to be given great weight”).

1.3 Federal Energy Regulatory Commission (FERC) Confirmation and
Approval of Rates

BPA'’s rates become effective upon confirmation and approval by FERC. 16 U.S.C. §839¢e(a)(2)
and (k). FERC’s review is appellate in nature, based on the record developed by the
Administrator. United States Department of Energy--Bonneville Power Admin.,

13 F.E.R.C. 161,157, 61,339 (1980). The Commission may not modify rates proposed by the
Administrator, but may only confirm, reject, or remand them. United States Department of
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Energy--Bonneville Power Admin., 23 F.E.R.C. 61,378, 61,801 (1983). Pursuant to
section 7(i)(6) of the Northwest Power Act, 16 U.S.C. 8839¢(i)(6), FERC has promulgated rules
establishing procedures for the approval of BPA rates. 18 C.F.R. Part 300 (1997).

1.3.1 Firm Power Rates

With respect to rates, FERC determines whether: (1) rates are sufficient to assure repayment of
the Federal investment in the FCRPS over a reasonable number of years after first meeting
BPA’s other costs; (2) rates are based on BPA’s total system costs; and (3) transmission rates
equitably allocate the cost of the Federal transmission system between Federal and non-Federal
power using the system. 16 U.S.C. 8839¢(a)(2). See United States Department of
Energy--Bonneville Power Admin, 39 F.E.R.C. 1 61,078, 61,206 (1987). The limited FERC
review of rates permits the Administrator substantial discretion in the design of rates and the
allocation of power costs, neither of which is subject to FERC jurisdiction. Central Lincoln
Peoples’ Utility District v. Johnson, 735 F. 2d 1101, 1115 (9" Cir. 1984).

1.3.2 Nonfirm Energy (NF) Rates

Although both regional and extraregional rates are established by the Administrator under
common statutory standards, FERC review of extraregional rates for sales of nonfirm energy is
undertaken pursuant to section 7(k) of the Northwest Power Act. 16 U.S.C. 8839%¢e(k). FERC
reviews extraregional nonfirm energy rates to ascertain that BPA has designed the rates:

(1) having regard to the recovery of the cost of generation and transmission of such electric
energy; (2) so as to encourage the most widespread use of BPA power; (3) to provide the lowest
possible rates to consumers consistent with sound business principles; and (4) in a manner that
protects the interest of the United States in amortizing its investments in the projects within a
reasonable number of years. United States Department of Energy--Bonneville Power Admin.,
36 F.E.R.C. 161,335, 61,798 (1986); United States Department of Energy--Bonneville Power
Admin., 54 F.E.R.C. 1 61,235, 61,294 (1991).

FERC review of BPA'’s extraregional nonfirm energy rates is based upon the evidentiary record
developed by BPA pursuant to section 7(i) of the Northwest Power Act, 16 U.S.C. §839¢(i).
Aluminum Company of America v. Bonneville Power Admin., 903 F. 2d 585, 592 (9™ Cir. 1990).
This review is consistent with FERC authority to confirm, reject, or remand BPA’s rates. United
States Department of Energy--Bonneville Power Admin., 23 F.E.R.C. 1 61,378, 61,801 (1983);
Central Lincoln Peoples’ Utility District v. Johnson, 735 F. 2d 1101, 1113 n.6 (9" Cir. 1984).

The Northwest Power Act provides no specific guidance to BPA as to how to apply the

section 7(k) statutory standards while designing nonfirm energy rates. Aluminum Company of
America v. Bonneville Power Admin., 903 F. 2d 585, 598 (9" Cir. 1990). In Aluminum
Company, the court noted that BPA had three conflicting obligations in conforming its rates to
the section 7(k) statutory standards. BPA must ensure that nonfirm energy is sold at the lowest
possible rates consistent with sound business principles, but must also ensure cost recovery and
Treasury repayment, while encouraging the most widespread use of electricity. Id. As concerns
the requirements of lowest possible rates and widespread use, the court determined that these
requirements afford BPA wide latitude in nonfirm energy rate design, providing BPA with so
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much discretion that there is no law to apply. 1d. However, BPA is constrained in its discretion
by the other directives in section 7(Kk), since nonfirm energy rates must be designed with regard
to cost recovery and amortization of the investment of the U.S. Treasury over a reasonable
period of years.

1.3.3 Inter-Business Line Charges

BPA is determining certain inter-business line costs and unit costs that will affect the
transmission and ancillary services rates BPA develops in its separate transmission rate
proceeding. With respect to transmission and ancillary services rates, BPA must satisfy

section 212(i) of the Federal Power Act (FPA), 16 U.S.C. 8824k(i), which states that
transmission rates will be governed only by otherwise applicable law, except that no BPA
transmission rate applicable to transmission service ordered by the Commission shall be unjust,
unreasonable, or unduly discriminatory or preferential as determined by the Commission.
Section 212(i) does not require the Commission to examine BPA rates under this standard
independent of an Order directing BPA to provide transmission service, but the Commission has
previously done so upon BPA’s request when presented with transmission rates established by
the Administrator in a 7(i) proceeding. See United States Department of Energy--Bonneville
Power Admin., 80 F.E.R.C. 161,118, at 61,370 (1997). Presently, BPA will seek a
determination by the Commission as to whether the inter-business line charges established in this
rate proceeding will allow the Commission to determine whether transmission and ancillary
service rates developed in a separate 7(i) process may satisfy the FPA section 212(i) standard.
To this end, BPA will encourage the Commission to examine the methodologies used to develop
the inter-business line charges and the results obtained and conclude whether the inter-business
line charges are not unjust, unreasonable, or unduly discriminatory or preferential.

1.4 Standard of Judicial Review

Section 9(e)(2) of the Northwest Power Act provides that “final determinations regarding rates
under section 7 shall be supported by substantial evidence in the rulemaking record required by
section 7(i) considered as a whole.” 16 U.S.C. 8839f(e)(2). In describing the applicable
standards of judicial review, the Ninth Circuit has stated that “[t]his court must affirm the rates if
‘substantial evidence in the rulemaking record’ supports BPA’s determination . .. We must also
affirm the agency’s action unless it is arbitrary, capricious, an abuse of discretion or in excess of
statutory authority.” Alcoa v. Bonneville Power Administration, 891 F. 2d 748, 752

(9™ Cir. 1990). See also, Southern California Edison Co. v. Jura, 909 F. 2d 339, 342

(9th Cir. 1990); Central Lincoln Peoples’ Utility District et al. v. Johnson, 735 F. 2d 1101, 1115
(9™ Cir. 1984).
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20 OVERALL POLICY CONTEXT

In the Federal Register Notice announcing the 2002 power rate case, BPA described with
particularity the nature and scope of the proceeding. 64 Fed. Reg. 44318 (1999). BPA explained
that four major public consultation and review processes had been undertaken by BPA in the past
five years, and that the rate case would implement policy decisions reached in these processes.

Id. at 44319-23. The four major public processes referred to are the Business Plan public
process, the Cost Review process, the Subscription Strategy process, and the Fish and Wildlife
Funding Principles (Principles) process. Id. BPA stated that in the power rate case it would not
revisit any policy determinations made in any of these processes. 1d.

In particular, in the case of the Cost Review process, BPA stated that the rate proceeding would
not revisit the methodology used to develop the Cost Review recommendations, the policy merits
or wisdom of specific recommendations, or BPA’s programmatic implementation plans.

64 Fed. Reg. at 44320. In the case of the Subscription Strategy process, BPA directed the
Hearing Officer to exclude from the record material which seeks to revisit decisions made in the
Subscription Strategy, including the Subscription Strategy ROD. Id. at 44322. In the case of the
Principles, BPA directed the Hearing Officer to exclude material which attempts to revisit the
policy merits or wisdom of the Principles or the strategy to “keep the options open.” 1d. In
general, BPA’s approach during the rate proceeding was to incorporate the results of these
processes, as appropriate, into the rate proceeding and provide the parties the opportunity to
evaluate the impact of those determinations on BPA'’s rates.

In this rate case, BPA has decided the methodologies needed to allocate or assign transmission
and generation costs to the power and transmission business lines. Burns and Elizalde,
WP-02-E-BPA-08, at 2. BPA continues to recognize the competitive threat posed by the
deregulated wholesale electric power market and will therefore continue to assess and undertake
actions that will ensure that BPA remains competitive. Id. at 4. BPA has undertaken to ensure
that its revenue requirements, the repayment schedule, and the risk analysis take into account the
full range of potential fish and wildlife costs in implementation of the Principles. 1d.

2.1 Subscription
211 The Public Process

A process called “The Comprehensive Review of the Northwest Energy System” was convened
in January 1996 by the Governors of Idaho, Montana, Oregon, and Washington to address and
resolve many questions regarding the impact of energy deregulation and competition on BPA
and the Pacific Northwest (PNW). Subscription ROD, at 1. The Governors appointed a 20-
member Steering Committee broadly representative of various stakeholders in the region. The
Steering Committee launched a public process that involved more than 100 meetings and
various workgroups. The Steering Committee issued a draft report which generated more than
700 written comments. On December 12, 1996, the Steering Committee issued a Final Report.
Id. at 2.
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In its Final Report, the Comprehensive Review recommended that BPA institute a
“Subscription-based system” for marketing power and offering new power sales contracts. The
Comprehensive Review identified general parameters to guide BPA in this undertaking as well
as a priority order among customers for power subscriptions. Id. at 1-2.

On February 20, 1997, BPA and the Pacific Northwest Utilities Conference Committee
(PNUCC), a consortium of private utilities, public utilities, and industries, invited more than
2,800 interested parties to help define the Subscription Strategy public process. The
collaborative effort to design a Subscription Strategy process began with a public meeting on
March 11, 1997. At the meeting, a BPA/customer design team presented a proposed work plan,
including a description of the National Environmental Policy Act (NEPA) strategy to support
this effort. One week later, on March 18, 1997, BPA established a “Federal Power Marketing
Subscription” web site to more broadly disseminate information about the Subscription process.
Id. at 2.

An important element of the Subscription Strategy process was the formation of a Subscription
Workgroup. The workgroup meetings were open to the public and scheduled to occur in
Portland, twice a month, from March 1997 through September 1998. On average,

40-45 participants attended the meetings, including customers, customer associations, tribes,
state governments, and public interest groups. Three subgroups formed to more intensely
pursue the resolution of issues involving business relationships, products and services, and
implementation. Id. at 2.

During the course of these meetings, BPA, its customers, and the other attendees defined issues,
proposed product and pricing principles, and developed an implementation process for offering
Subscription contracts. On September 18, 1998, following this 18-month public process, BPA
issued its draft Subscription Strategy proposal. Id. at 3. In response to the draft proposal, BPA
received over 200 separate written comments from numerous tribes, state utilities, industries,
customers, public interest groups, and citizens. In addition, BPA held two transcribed public
meetings to take comment on the draft proposal. Id. at 4.

On December 21, 1998, BPA issued the Subscription ROD. The Subscription ROD describes
and explains BPA’s position on a number of issues. 1d. at 6. These include the availability of
Federal power post-2001; the approach BPA plans to use in selling power by contract with its
customers; the products from which customers can choose; and frameworks for pricing and
contracts, including risk management. Id. at 1. In addition, in the Subscription ROD, BPA
stated it was committed to the Principles announced in September 1998 by Vice President Gore.
Id. at 1.

The four principal goals of BPA’s Subscription Strategy are:

(1) To promote the spread of the benefits of the FCRPS as broadly as possible, with
special attention given to the residential and rural customers of the region;

(2) To avoid rate increases through a creative and business-like response to markets
and additional aggressive cost reductions;
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(3) To allow BPA to fulfill its fish and wildlife obligations while assuring a high level
of Treasury payment; and

(4) Tosupport BPA’s role as being a leader in the regional effort to capture the value
of conservation and renewable resources.

Id. at 7.

With respect to providing service to customers, BPA stated in the Subscription ROD that it
planned to offer 1,800 average megawatts (aMW) worth of benefits for the residential and small
farm consumers of investor-owned utilities (IOUs), after meeting all public agency net firm load
requirements. In addition, BPA stated that it expected to meet all loads that direct-service
industrial customers (DSIs) asked BPA to serve. 64 Fed. Reg. at 44322.

The Subscription Strategy provides a marketing framework for the power rate case, reflects
BPA'’s position on the equitable distribution of Federal power post-2001, and describes BPA’s
plan to fulfill its public responsibilities, including the protection of fish and wildlife. However,
the Subscription Strategy and ROD did not establish any rates or rate designs. Instead, the
Subscription process expressly deferred making such determinations to the instant rate
proceeding. Subscription ROD, at 6-7.

21.2 Subscription Service to Publics and Investor-Owned Utilities (10Us)

BPA designed its 2002 rates to implement the four goals of the Subscription Strategy. Burns and
Elizalde, WP-02-E-BPA-08, at 7. BPA’s rates are designed to promote the spread of benefits of
the FCRPS while avoiding increases in average Priority Firm Power (PF) rates. 1d. BPA will
meet the net firm load requirements of its preference customers, offer a combination of power
and financial benefits to regional 10Us for the benefit of their residential and small farm
consumers, and serve a significant portion of DSI load at competitive rates. Id. Second, the
2002 rates fulfill BPA’s commitment to the funding range established by the Principles. Id. at 8.
Third, the 2002 rates also include a conservation and renewables discount (C&R Discount)
available to customers purchasing Subscription power that is consistent with the Subscription
Strategy. Id. The C&R Discount is intended to create incremental efficiency gains and
renewable energy supplies, and provide incentives to continue the region’s progress in
low-income weatherization programs. 1d. Finally, the 2002 rates include features designed to
provide a response to power markets, help manage BPA’s costs, and provide customers better
information about the costs of their load placement decisions. Id.

BPA’s public agency customers have criticized implementation of the policy goals of BPA’s
Power Subscription Strategy in the 2002 rate proposal. The Oregon Utility Resource
Coordination Association (OURCA) acknowledges that BPA’s power rate proposal is intended
to implement the goals described in the Power Subscription ROD of December 21, 1998,
including spreading the benefits of the FCRPS as broadly as possible. OURCA Brief,
WP-02-B-OU-01, at 1. However, OURCA claims that BPA’s rate proposal attempts to
implement this goal at the expense of the statutory preference and priority rights accorded to the
public preference customers. 1d. OURCA argues that BPA should compare the cost-based rates
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to the rates that would apply if the rate test described in section 7(b)(2) were applied. Id. at 2.
OURCA further states that any agreement for the sale of power to nonpublic preference
customers such as the DSls, settlement of matters such as the Residential Exchange rights of the
IOUs, and any administrative determinations involving matters such as the appropriate
interpretation of sections 5(b) and 9(c) of the Northwest Power Act are unlawful and void to the
extent that they prevent BPA from selling power to the public preference customers at the rates
and under the terms described above. 1d. The Western Public Agencies Group (WPAG) states
that the Subscription program that BPA is implementing in this rate proceeding is very different
from that which BPA originally proposed to its preference customers. WPAG Brief,
WP-02-B-WA-01, at 1. WPAG contends that the growth of the Subscription Program to
encompass 3,300 aMW of service commitments to non-preference customers has resulted in
BPA taking ratesetting actions that are contrary to its duties under the provisions of the
Northwest Power Act, 16 U.S.C. 8839, and detrimental to the long-term interests of preference
customers. Id.

The Public Power Council (PPC), Springfield Utility Board (SUB), Industrial Customers of
Northwest Utilities (ICNU), and OURCA argue that sales to BPA’s non-preference customers,
regional I0Us, and DSIs has come at the expense of BPA’s preference customers in the form of
charges that may be incurred for Federal service to load placed upon BPA after the Subscription
window closes. PPC Brief, WP-02-B-PP-01, at 22; SUB Brief, WP-02-B-SP-01, at 3; ICNU
Brief, WP-02-E-B-IN-02, at 6; OURCA Brief, WP-02-B-OU-01, at 1-2. PPC argues that sales to
non-preference customers will have the effect of reducing the availability of the Federal Base
System (FBS) resources to serve public agency loads. PPC Brief, WP-02-B-PP-01, at 24. PPC
states that BPA purchases to supplement the FBS in order to serve public agency loads that arise
after September 30, 2000, for service until October 1, 2001, will be treated as FBS replacements.
Id. As a result, market-based costs that preference agency loads would not otherwise bear will
be imposed through a Targeted Adjustment Charge (TAC) and through related “adjustments”
and charges for service from the FBS. Id. Similarly, ICNU argues that BPA’s proposed TAC,
Targeted Adjustment Charge for Uncommitted Loads (TACUL), and Stepped-Up Multiyear
(SUMY) Block Charge have the economic effect of restricting deliveries of PF power. ICNU
Brief, WP-02-B-IN-02, at 7. OURCA and ICNU both discuss the statutory preference that is
provided to BPA’s public body and cooperative utility customers. ICNU Brief, WP-02-B-IN-02,
at 6-10; OURCA Brief, WP-02-B-OU-01, at 1-3. ICNU contends that BPA’s proposed rates
violate the preference requirements, because they discriminate within preference customer
classes and against preference customers in favor of non-preference customers. ICNU Brief,
WP-02-B-IN-02, at 6.

BPA is establishing rates that will allow BPA to meet the net firm load requirements of its
preference customers, offer a combination of power and financial benefits to regional IOUs for
the benefit of their residential and small farm customers, and serve a significant portion of the
DSI load at competitive rates. Burns and Elizalde, WP-02-E-BPA-08, at 7. The proposed rates
promote the spread of the benefits of the FCRPS while avoiding increases in average PF rates.
Id. As stated in the Subscription ROD, the lowest cost-based PF rate is available to preference
customers that sign contracts in the Subscription window for firm power to meet their regional
firm power loads. Id. This section 7(i) rate proceeding establishes the rates that will apply to
power sales under Subscription contracts. 1d. The actual amount of power that BPA is obligated
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to sell to preference customers is determined by contract. Burns and Elizalde,
WP-02-E-BPA-37, at 4. In making the PF rate available to its preference customers, BPA is
under no obligation to restrict service to IOUs for service to their residential and small farm
consumers and DSIs in order to further lower the PF rate. I1d. Any legal challenges raised by the
parties pertaining to any proposed rate are addressed in applicable sections in this ROD. Asa
matter of policy, BPA’s 2002 power rates are in accord with applicable law.

BPA notes that there are no constraints on the supply of Federal power available to preference
customers. Id. The proposal also includes more flexible power products and power product
pricing, including stepped rates applicable to three- and five-year periods, market indexed rates,
seasonal pricing, and the TAC. Burns and Elizalde, WP-02-E-BPA-08, at 6. BPA also proposed
moving to 12 seasons for pricing both energy and demand. Id. This move allows BPA to shape
its rates to reflect the relative prices of energy and demand at different times of the year in the
west coast power market. 1d. This will help BPA to manage its costs across years by helping to
assure that existing resources are used as efficiently as possible. Id. Another means BPA will
use to manage its costs is the TAC, which will apply to the customer’s applicable rate. 1d. The
TAC is designed to recover the incremental costs BPA incurs to meet these incremental loads.
Id. at 14. By instituting the TAC, BPA does not have to build additional revenues into the rates
for requirements service. Id. This additional element will also help to meet BPA’s rate stability
pledge and spread FCRPS benefits by assuring that loads placed on BPA after the Subscription
window closes face the full costs of serving those loads. Id.

In contrast to BPA’s public agency customers, the IOUs and Portland General Electric (PGE)
argue that BPA’s rate proposal has not produced an end result that implements BPA’s
Subscription Strategy goal of spreading the benefits of the FCRPS as broadly as possible by
giving special attention to the region’s residential and small farm customers. 10U Brief,
WP-02-B-AC/GE/IP/MP/PL/PS-01 at 5; PGE Brief, WP-02-B-GE-01, at 2. PGE also criticizes
BPA'’s internal rate development process as being fragmented and thus failing to ensure that the
end result of the process achieves the agency’s goals. Id. at 1. The IOUs and PGE also claim
that BPA’s rate proposal provides 23 percent of the benefits of the FCRPS to the residential and
small farm customers of the 10Us, who constitute 60 percent of such customers in the region.
Id. at 2; WP-02-B-AC/GE/IP/MP/PL/PS-01, at 5. PGE also argues that BPA’s process has
resulted in a rate proposal that falls short when measured against BPA’s policies of promoting
conservation and sending market signals to customers that will encourage the economically
efficient use of electric power. PGE Brief, WP-02-B-GE-01, at 2.

An important part of spreading the benefits of the FCRPS, with particular attention to residential
and rural consumers, involves addressing how such customers within 10U service territories may
benefit more directly from the FCRPS. Burns and Elizalde, WP-02-E-BPA-08, at 10. The I0Us
and PGE claim that BPA’s proposal provides only 23 percent of the benefits of the FCRPS to the
residential and small farm consumers of 10Us, who constitute 60 percent of such customers in
the region. Id. However, implementation of the Subscription goal of spreading the benefits of
the FCRPS as broadly as possible, giving special attention to the region’s residential and small
farm customers, does not depend upon a specific type of a utility. Tr. 180. Rather, BPA is trying
to spread the benefits as broadly as possible across the region regardless of the retail utility
providing the service. Id. at 181. This issue is addressed in greater detail in ROD section 14.1.
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With regard to the 10Us, BPA proposes to offer a combination of power and financial benefits to
regional 10Us for the benefit of their residential and small farm consumers. Burns and Elizalde,
WP-02-E-BPA-08, at 7. BPA’s approach to spreading FCRPS benefits provides the 10Us with
two options: (1) they may agree to a settlement of the Residential Exchange Program (REP) and
purchase some Federal power at a rate approximately equivalent to the PF Preference rate; or

(2) they can continue to participate in the Residential Exchange. Id. at 10. BPA’s Subscription
ROD proposed the equivalent of 1,800 aMW of Federal power for the fiscal year

(FY) 2002-2006 period, delivered flat annually, assuming the 10Us settle participation in the
Residential Exchange. Id. at 11. Of the 1,800 aMW, delivered flat, at least 1,000 aMW will be
met with actual power deliveries. The remainder may be provided through either a financial
arrangement or additional power deliveries, depending on which approach is most cost-effective
for BPA. Id. BPA took public comment on whether BPA should increase the proposed
settlement amount (1,800 aMW) by 100 aMW. Doubleday et al., WP-02-E-BPA-44, at 14. The
comment period concluded, and BPA recently released its Power Subscription Strategy
Administrator’s Supplemental ROD. In that document, BPA reviewed public comments on the
issue of whether the IOU settlement amount should be 1,800 aMW or 1,900 aMW. After BPA’s
review of such comments, BPA determined that 1,900 aMW be proposed as the amount of the
IOU Subscription settlement benefits. Subscription Supplemental ROD, at 11-23 (April 26,
2000).

2.1.3 Subscription Service to the Direct Service Industrial Customers (DSIs)

Although BPA stated in the Subscription ROD that it expected to meet DSI loads, BPA also
noted that the actual level of service to the DSIs was contingent on the availability of power
remaining after the close of the Subscription window. 64 Fed. Reg. at 44322. Subscription
ROD at 69-70. The Subscription ROD notes that BPA was not prepared at the time the
Subscription ROD was issued to make a number of final decisions, including final decisions
regarding augmentation in order to serve DSI load. Subscription ROD, at 70. However,
subsequent to the Subscription ROD, BPA developed a proposal for service to the DSIs at a rate
above PF, but still at prices well below the projected market prices for power. In the Federal
Register Notice announcing this rate case, BPA briefly described this proposal, noting that it
would be subject to full consideration in the rate proceeding. As stated in the Federal Register
Notice:

BPA has decided to propose serving approximately 1,440 aMW of DSI load.
BPA does not intend to conduct a separate public process to take comments on
this proposal. Therefore, parties to the rate case may raise and discuss any issues
regarding BPA’s proposal to serve the DSIs, including any issues regarding the
potential effects of this proposal on BPA’s rates.

64. Fed. Reg. at 44322.
Accordingly, while determinations made in the Subscription ROD were expressly excluded from

reconsideration in the rate case, the scope of the hearing expressly included BPA’s proposal for
service to the DSlIs.
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2.2 Maintaining Stable Rates

Another Subscription goal is to avoid rate increases to the average rates for BPA’s public agency
customers. PPC expressed a concern that BPA has changed its rate pledge from “two cents in
2000 to one of the four “principle [sic] goals” in the Power Subscription Strategy of “avoiding
rate increases through a creative and business-like response to markets and additional aggressive
cost reductions.” PPC Brief, WP-02-B-PP-01, at 21. PPC argues that BPA claims to “avoid rate
increases,” but at the same time BPA has increased the amount that BPA customers will pay for
power through a variety of rate design techniques. Id.

PPC also expressed a concern that cost refunctionalization decreases customers’ power bills but
shifts a corresponding increase over to customers’ transmission bills. PPC Brief,
WP-02-B-PP-01, at 22. PPC claims that BPA chooses to ignore the five “adjustments” and
charges that attach to PF power sold and are billed to customers, which, PPC claims, BPA must
revise or eliminate in order to make good on its pledge. Id. PPC argues that BPA adds the
C&R Discount to reduce a preference customer’s power bill, which adds to the
mischaracterization of the PF-02 rates as the unincreased equal to PF-96. Id.

BPA’s proposed rates are designed to implement the four goals of the Subscription Strategy.
Burns and Elizalde, WP-02-E-BPA-08, at 7. BPA’s proposed rates promote the spread of the
benefits of the FCRPS while avoiding increases in average PF rates. 1d. BPA proposes to meet
the net firm load requirements of its preference customers, offer a combination of power and
financial benefits to regional I0Us for the benefit of their residential and small farm consumers,
and serve a significant portion of DSI load at competitive rates. Id. This proposal also includes
a C&R Discount available to customers purchasing Subscription power consistent with the
Subscription Strategy. Id. at 8. This proposal includes features designed to provide a response
to power markets, help manage BPA costs, and provide customers better information about the
costs of their load placement decisions. Id. These include the following features of this
proposal: three- and five-year fixed rate options, moving to 12 seasons for energy and demand
pricing, the TAC, cost-based indexed PF rate options, IP rate options, and the Cost Recovery
Adjustment Clause (CRAC). Id.

The Subscription Strategy goal of no PF rate increase was never intended by BPA to cover items
functionalized to transmission, including costs associated with ancillary services. Id. at 6. BPA
has been functionalizing costs and revenues to generation and transmission for years. 1d. These
practices have been aired and tested in prior rate proceedings and reviewed by FERC. Id. The
few changes BPA proposed are in response to FERC policies related to the unbundling of
transmission and ancillary services from power rates. Id. As in previous rate cases, BPA
continues to functionalize costs in a manner consistent with jurisdictional utilities. 1d. See
DeWolf et al., WP-02-E-BPA-39, at 46. BPA has not moved costs from power to transmission
to achieve the rate goal, and PPC has provided no evidence or support for its contention. Id.

2.3 The Fish and Wildlife Funding Principles

On September 21, 1998, Vice President Gore announced that “a new set of principles will enable
the BPA to continue providing low-cost power in the PNW while committing necessary funding
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for salmon restoration in the Columbia River Basin.” Revenue Requirement Study
Documentation, WP-02-E-BPA-02A, at 358. These Principles were developed following a
massive public involvement process that included numerous Federal agencies (including the
National Marine Fisheries Service (NMFS), U.S. Fish and Wildlife Service (USFWS), Bureau of
Reclamation (Reclamation), U.S. Army Corps of Engineers (COE), and Environmental
Protection Agency (EPA)), state agencies, the Northwest Congressional delegation, Columbia
Basin tribes, public interest groups, BPA customers, and interested members of the public.

64 Fed. Reg. at 44321.

The public process that culminated in the Principles focused on developing guidelines for
structuring BPA’s approach to Subscription contracts and BPA’s 2002-2006 power rates to
ensure that BPA could meet all its financial obligations, including those for fish and wildlife,
given hydro conditions, market prices, fish recovery costs, and other uncertainties. Id. The
Principles specify, among other things, that BPA will take into account the entire range of
potential fish and wildlife costs, as reflected in 13 long-term alternatives for configuration of the
FCRPS, and treat the alternatives as if each is equally likely to occur. Id.

As noted by BPA in the Federal Register Notice announcing the rate case, final decisions and
approvals on a fish and wildlife recovery strategy have yet to be made. 64 Fed. Reg.

at 44320-21. Because rates are being set before those decisions are made, the driving goal of the
Principles is to “keep the options open.” Id. This is accomplished by taking into account the
range of potential costs associated with each hydrosystem configuration alternative. The
Principles are intended to ensure that BPA ultimately develops rates and executes power sales
contracts that yield a very high probability of BPA meeting all post-FY 2001 financial
obligations, including BPA funding obligations for the fish and wildlife recovery strategy that is
eventually adopted.

In the Federal Register Notice announcing the rate case, BPA stated it would exclude testimony
in the rate case which would, in effect, seek to revisit the merits or wisdom of policy level
determinations made in the Principles. As stated in the Federal Register, the Hearing Officer
was directed:

to exclude from the record any material attempted to be submitted or arguments
attempted to be made in the hearing which seek in any way to revisit the policy
merits or wisdom of the strategy to “keep the options open” or of the Fish and
Wildlife Funding Principles. The Principles were developed through extensive
public involvement and comment processes and have been adopted as policy at
the highest levels of the Administration. The rate proceeding will, however,
address implementation of the Principles. . . .

64 Fed. Reg. at 44322.

As discussed more fully in section 5.3, infra, policy level determinations and program level costs
are not properly subject to a section 7(i) hearing. The reason is that section 7(i) of the Northwest
Power Act is applicable to the establishment of rates only, not broad policy determinations that
may impact rates. Indeed, the Principles present one of the stronger arguments against
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subjecting these kinds of costs to a section 7(i) hearing, because section 4(h)(10) of the
Northwest Power Act does not contemplate subjecting fish funding program determinations to a
section 7(i) hearing. Moreover, given the extensive public process that preceded adoption of the
Principles, subjecting these Principles to a second public process--in this case a formal
evidentiary hearing--would serve only to undermine the former process, which was necessary to
achieve the regional and political consensus needed to move forward in an atmosphere of
uncertainty regarding BPA’s fish and wildlife obligations.

2.4 Bifurcation of Rate Cases Between Power Business Line and Transmission
Business Line/FERC

In setting rates for the period beginning in October 1, 2001, BPA bifurcated its general rate
proceeding into separate power and transmission rate proceedings. 64 Fed. Reg. at 44323. BPA
voluntarily decided on this approach because it has committed to marketing its power and
transmission services in a manner modeled after the regulatory initiatives articulated by FERC in
Orders 888 and 889. Id. In these orders, FERC directed utilities regulated under the Federal
Power Act to “functionally unbundle” power and transmission services, and to establish separate
rates for wholesale generation, transmission, and ancillary services. Id.

In 1996, consistent with these orders, BPA voluntarily began the process of administratively
separating its operations into a Power Business Line (PBL) and a Transmission Business Line
(TBL). BPA’s PBL is primarily responsible for activities related to the generation and marketing
of wholesale power, and BPA’s TBL is primarily responsible for activities related to providing
transmission and ancillary services. In BPA’s initial testimony, BPA explained the reason why
separate proceedings for establishing power and transmission rates were necessary. As stated
therein:

The two business lines have different practical needs with regard to rate case
timing. BPA’s power and transmission rates both expire on October 1, 2001. The
Power Business Line (PBL) must establish rates for the post-2001 period now in
order to move ahead with the Subscription process. See Burns and Elizalde,
WP-02-E-BPA-08. However, the Transmission Business Line (TBL) has a
number of reasons for deferring the transmission rate case until later in the
1996-2001 rate period. TBL’s financial performance during the remainder of the
rate period is uncertain, but will affect its financial position at the beginning of the
next rate period. TBL’s projected costs and sales during the next rate period are
uncertain, but more reliable information will be available later in this rate period.
Generating adequate revenue to cover costs in an uncertain future will be more
feasible with a transmission rate case that is closer to the period for which rates
are developed.

Metcalf and Cherry, WP-02-E-BPA-10, at 2.

Moreover, BPA witnesses noted that uncertainty in the transmission environment suggests that a
later transmission rate case would be preferable. Id. at 3. As a result, TBL issued its initial
proposal for the adjustment of rates for transmission and ancillary services on March 15, 2000.
65 Fed. Reg. at 14102.
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In the Federal Register Notice announcing initiation of the power rate case, as well as in
testimony, BPA described with particularity those issues that would be addressed in the
wholesale power rate proceeding and those that would be addressed in the transmission rate
proceeding. 64 Fed. Reg. at 44323; Metcalf and Cherry, WP-02-E-BPA-10, at 3-8. In addition,
BPA noted that in the power rate case, BPA would decide the appropriate treatment of costs that
mutually affect both the power and transmission business lines. The treatment of these
inter-business line costs will determine whether the costs are recovered through power,
transmission, or ancillary services rates. 64 Fed. Reg. at 44323; Metcalf and Cherry,
WP-02-E-BPA-10, at 3-4.

Eugene Water & Electric Board (EWEB) raises a concern regarding the security for net billing
agreements. EWEB requests the Administrator to “state in a straightforward way” in this
proceeding that power rates will be supplemented with transmission system revenues if needed
to meet BPA’s third-party debt obligations. EWEB Brief, WP-02-B-EW-01, at 8. EWEB asks
BPA to make clear its intent to honor current statutory and contractual obligations that support
the security behind the net billing agreements. Id. EWEB believes BPA'’s obligations under the
net billing arrangements require that both transmission and power revenues be available to meet
BPA'’s net billed agreement obligations, and that both power and transmission rates should be
established to ensure that BPA can meet those obligations. Id. at 7. In its brief on exceptions,
EWERB states that the Draft ROD “stops short” of addressing its concern and reiterates that “[t]he
Administrator should clearly state in the final ROD in this proceeding how conducting separate
power and transmission rate proceedings and establishing rates of different lengths will allow
BPA to meet FERC approval standards.” EWEB Ex. Brief, WP-02-R-EW-01, at 3.

BPA believes that its position taken in the Draft ROD adequately addressed EWEB'’s concerns.
As stated therein, in this rate proceeding BPA has taken into account all net billing costs in
setting power rates, as well as all other power function costs. BPA’s transmission rates will
recover transmission costs. BPA has not identified a need to use transmission rates to recover
power function costs, including net billed project costs. The initial 2002 power rate proposal
was developed with input from both business lines (PBL and TBL), and both have participated
throughout the power rate case. Cherry and Metcalf, WP-02-E-BPA-10, at 6. The proposals and
decisions are made by the BPA Administrator, not by either business line. Id. In response to
EWEB’s concern over recovery of BPA'’s total costs, BPA’s policy witnesses testified that “BPA
is mindful that its rates, taken in total, must recover BPA’s costs, taken in total.” Burns and
Elizalde, WP-02-E-BPA-37, at 11.

Finally, as EWEB correctly points out, under the Transmission System Act of 1974, to the extent
that net billing credits are insufficient to reimburse EWEB for Trojan Project costs, under current
law BPA is obligated to reimburse EWEB in cash from the BPA Fund. See 16 U.S.C. §838. By
law, these cash reimbursements would be paid: (1) from revenues in the BPA Fund, regardless
of whether the revenues are derived from the transmission function or the power function; and
(2) ahead of BPA payments to the U.S. Treasury. 16 U.S.C. 8838k(6). BPA believes that the
likelihood of BPA being in a position of being unable to meet a cash requirement under the net
billing agreements in the rate period is extremely remote.
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3.0 LOADS AND RESOURCES

3.1 Introduction

The Loads and Resources Study represents the compilation of the load and resource data
necessary for developing BPA’s wholesale power rates. The Loads and Resources Study has
three major interrelated components: (1) BPA’s Federal system load forecast; (2) BPA’s Federal
system resource forecast; and (3) the Federal system load and resource balances.

3.2 Federal System Load Forecast

The Federal system load forecast is composed of sales forecasts by customer group for public
utilities and Federal agencies, DSIs, 10Us, and other BPA contractual obligations. The public
utility and Federal agency sales forecast for this rate case is based on the annual load forecast
produced by the Northwest Power Planning Council (NWPPC) in its 1998 Power Plan. BPA
split the NWPPC forecast into Full and Partial Service customers, shaped the load to reflect
seasonal variation, and estimated peak energy use from load factor data. Loads and Resources
Study, WP-02-E-BPA-01, at 3-4. Slice product sales are not separately forecasted; the sale of
the Slice product would not increase or decrease the public utility or Federal agency sales
forecast. Loads and Resources Study, WP-02-E-BPA-01, at 3-4; Tr. 886, 887, 897. Slice issues
are addressed in detail in ROD chapter 16.

The Federal system load forecast includes conservation as part of BPA’s system augmentation of
resources, as presented in BPA’s rebuttal testimony. Oliver et al., WP-02-E-BPA-45, at 8-9.
Conservation augmentation is shown as a decrease in system load. Id. Loads and Resources
Study, WP-02-E-BPA-01.

The 10U sales forecast of 1,000 aMW in actual power deliveries and the DSI sales forecast of
990 aMW for the cost-based portion were based on policy testimony presented in BPA’s initial
rate case proposal. See Loads and Resources Study, WP-02-E-BPA-01, at 5-6. For the final rate
proposal, the proportion of heavy load hours (HLH) and light load hours (LLH) for these sales
forecasts has been modified from the initial proposal to be consistent with the definition in the
Wholesale Power Rate Schedules. This change does not alter the total IOU and DSI sales
forecast amounts. Tr. 877. See Loads and Resources Study, WP-02-FS-BPA-01.

No party raised issues regarding the Federal system load forecast.

3.3 Federal System Resource Forecast

The Federal system resource forecast includes power generated by both Federal and non-Federal
hydro projects, return energy associated with BPA’s existing capacity-for-energy exchanges,
contracted resources, and other BPA hydro-related contracts. The Federal system hydro resource
estimates are derived from a hydroregulation study that estimates generation under 50 water
conditions using the operating provisions of the Pacific Northwest Coordination Agreement
(PNCA). The seasonal shape and magnitude of the Federal system hydro generation depends on
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availability of all regional resources and coordination of those resources to meet regional loads.
Loads and Resources Study, WP-02-E-BPA-01, at 7.

The Federal system resource forecast has been revised from the initial proposal to reflect an
updated hydroregulation study. Tr. 838. Updates to the plant data at four projects and spill
levels at two lower Snake River projects have reduced the 50-year average Federal hydro
generation by 87 aMW. These updates also reduced Federal hydro generation in critical water
conditions (1937 water year) by 145 aMW.

Plant data updates resulted from COE and Reclamation changes to project data made in the
Operating Year 2000 PNCA data submittal. These project data changes were made for

Grand Coulee, Chief Joseph, McNary, and Bonneville. On average, these project data changes
reduce the hydro modeling factors that convert flow to generation and account for about
two-thirds of the above stated reductions.

Ice Harbor spill levels in the updated study have been increased due to installation of spill
deflectors at the base of the spillway for improved fish passage. These new deflectors allow for
higher levels of spill within the Total Dissolved Gas (TDG) limits. The updated study also
provides increased spill levels at Lower Granite, because there is operational evidence that spill
at higher flows is possible while remaining within TDG limits. These additional spill levels
account for the balance of generation reductions.

BPA reviewed the transmission losses presented in the initial proposal. After careful
consideration, BPA modified the transmission losses by adding transmission losses for
augmentation, imports, and intraregional purchases and removing transmission losses that were
inadvertently applied to Federal reserves and maintenance. BPA’s treatment of transmission
losses in the initial proposal is explained in testimony. Misley et al., WP-02-E-BPA-12, at 6.
Transmission losses are shown on line 42 of the tables in Appendix B of the Loads and
Resources Study, WP-02-E-BPA-01, and on pages 40 through 51 in the Loads and Resources
Study Documentation, WP-02-E-BPA-01A. These transmission losses were calculated from the
resource amounts in lines 20 (regulated hydro), 21 (independent hydro), 27 (small thermal and
misc.), 28 (combustion turbines), 29 (renewables), 33 (large thermal), 34 (nonutility generation),
and 35 (resource acquisitions). For the final study, the transmission loss factors are applied to
line 37 (total resources) less lines 38 (hydro, small thermal and misc. reserves), 39 (large thermal
reserves), 40 (spinning reserves), and 41 (Federal hydro maintenance). Loads and Resources
Study, WP-02-FS-BPA-01.

DSl-specific augmentation purchases are required to provide 450 aMW for the DSIs in the
Compromise Approach. See Berwager et al., WP-02-E-BPA-09, and Wholesale Power Rate
Development Study, WP-02-E-BPA-05. Transmission losses for the DSI-specific augmentation
were not accounted for in the initial proposal. Accounting for these transmission losses results in
additional DSI augmentation of 13 aMW for transmission losses associated with the 450 aMW
DSI augmentation. Loads and Resources Study, WP-02-FS-BPA-01. An allocation is made in
the COSA section of the final Wholesale Power Rate Development Study to account for the

13 aMW transmission losses of DSI-specific augmentation. Wholesale Power Rate
Development Study, WP-02-FS-BPA-05.
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These updates are incorporated into the final studies and reflect the most accurate estimate
available of Federal hydrosystem resources. Loads and Resources Study, WP-02-FS-BPA-01;
Loads and Resources Study Documentation, WP-02-FS-BPA-01A.

No party raised issues regarding the Federal system resource forecast.

3.4 Federal System Load and Resource Balances

The projections of Federal system resources are compared with projected Federal system firm
loads for each month of Operating Years 2002-2007 (August 2001-July 2007) under 1937 water
conditions. The resulting load and resource balances yield the firm energy surplus or deficit of
the Federal system resources. Similarly, firm capacity surpluses and deficits are determined for
the same period. Load and resource balances were revised to reflect the changes described in the
previous sections of this chapter. Loads and Resources Study, WP-02-FS-BPA-01; Loads and
Resources Study Documentation, WP-02-FS-BPA-01A.

No party raised issues regarding load and resource balances.
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4.0 MARGINAL COST ANALYSIS

4.1 Introduction

The Marginal Cost Analysis (MCA) is used for two purposes in the rate case. First, it is used to
inform, but not to directly set, the price level at which BPA buys and sells in the bulk power
market. For a complete description of BPA’s bulk revenue forecast, see BPA’s Risk Analysis
Study, WP-02-FS-BPA-03. Second, the MCA informs BPA’s rate design such that BPA’s rates
send economic price signals. For example, marginal costs are used as a starting point in deriving
the relative levels of the monthly energy rates, and also in deriving the relative levels of

HLH energy rates versus LLH energy rates in a given month.

The marginal cost in the MCA is equal to the hourly variable cost of the marginal resource for
energy available at the Mid-Columbia (Mid-C) trading hub. The marginal cost is used as an
indication of a market-clearing price for hourly bulk energy transactions. Therefore, it is related
to the cost that BPA could experience to acquire additional energy, or the price that BPA could
realize in selling surplus bulk energy. The actual cost that BPA experiences for bulk power
transactions may not be exactly equal to the hourly market clearing price, because BPA may buy
or sell a different product than what is traded in an hourly market. In addition, BPA bulk energy
transactions may occur at a price not exactly set by the marginal resource in a particular hour. In
either case, the hourly marginal cost is related to the market clearing price for bulk energy and is
therefore used as a starting point for the price that BPA will experience for hourly bulk energy
transactions.

To model marginal costs, BPA used an electric market model called AURORA. AURORA uses
an economic fundamentals based approach that models wholesale energy transactions in a
competitive pricing system. AURORA uses a demand forecast and supply cost information to
find an hourly market clearing price, or equivalently, the marginal cost. To determine the price
in a given hour, AURORA models the dispatch of electric generating resources in a least cost
order to meet the load (demand) forecast. The price in the given hour is equal to the variable
cost of the marginal resource. Over time, AURORA will add new resources and retire old
resources based on the net present value of the resource. In this way, AURORA models the
functioning of a competitive economic market system.

4.2 The Methodology for Forecasting Resource Additions

Issue 1
Whether BPA’s forecast of new generation is reasonable.

Parties’ Positions

The Joint DSIs argue that some new resources should be directly input (hardwired) into the
generating resource data set. The amount of hardwired resource additions proposed by the DSls
is based on their reading of historical pricing and generation development patterns and an
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analysis of planned future generation. Schoenbeck and Bliven, WP-02-E-DS/AL/VN-02,

at 45-46. “We believe that the increase in market prices over the past three years is evidence of
the upswing part of the cycle.” Id. at 46. “Because market prices have sustained high levels
over the past number of months, we believe that the Western Systems Coordinating Council
region is at the top of the generator development cycle. The market response will be to a [sic]
significant amount of the proposed new generation within the next few years. It is appropriate to
include the portion of proposed new generation that has a high likelihood of being constructed
prior to the time AURORA would choose based on its perfect foresight.” Id. at 46-47.

WPAG argues that “BPA should not revise the method by which resources are added to the
AURORA model, as proposed by Schoenbeck et al.” Cross et al., WP-02-E-WA-02, at 37.
WPAG notes that the DSIs “propose to impose a resource construction cycle starting in 2000 by
adding resources in the early years of the model. This results in a substantial surplus of
resources in the rate period, which in turn depresses the forecast average price of energy.”

Id. at 35-36. WPAG argues that the historical pattern was dominated by regulated utilities
having an obligation to serve and including capital investments in their rate base. 1d. at 36.
Additionally, generation units were typically large central station units. 1d. WPAG states that
this is not the situation in the current power industry. 1d. at 36-37. The current situation is
driven by independent power producers who make decisions on the amount and timing of new
generation based on market factors. Id. In addition, generation technology is shifting to smaller,
more modular units that can be added in increments that more closely match load growth. Id.
WPAG concludes, “While the AURORA assumption of perfect foresight in the addition of
generating resources does not precisely match up with reality, it is a more accurate depiction of
how generating resources are likely to be added to the system during the rate period than that
proposed by Schoenbeck et al.” Id. at 37.

BPA’s Position

The method used by BPA lets AURORA use standard economic logic to determine the amount
and timing of new resources that will be added. Anderson et al., WP-02-E-BPA-16, at 2-3;
Marginal Cost Analysis Study, WP-02-E-BPA-04, at 4-5; Tr. 1246-48. AURORA’s economic
logic will add a resource when the return to the resource exceeds its cost. 1d. AURORA'’s
routine for forecasting new generation was detailed by BPA. Anderson et al.,

WP-02-E-BPA-16, at 2-3; Marginal Cost Analysis Study, WP-02-E-BPA-04, at 4-5;

Tr. 1246-48. Furthermore, the parties had ample opportunity to question the use and operation of
AURORA. Anderson et al., WP-02-E-BPA-16, at 3-7.

BPA explained its reasons for selecting the economic logic in AURORA instead of the approach
proposed by the Joint DSIs. Anderson et al., WP-02-E-BPA-42, at 6-8; Tr. 1286-87. BPA noted
that the relevant time period for this forecast was 2002 to 2006, and for this time period, a
structural forecast was a reasonable approach. Anderson et al., WP-02-E-BPA-42, at 7. The
specifics of forecasting generation development cycles are problematic and introduce a strong
possibility of skewing the results. 1d. The AURORA model produces reasonable results.

Tr. 1292.

WP-02-A-02
Page 4-2



Evaluation of Positions

There are two fundamentally different methods of forecasting new resources at issue here. The
approach used by BPA and supported by WPAG adds new resources based on the economic
profitability of resources. Anderson et al., WP-02-E-BPA-16, at 2-3; Marginal Cost Analysis
Study, WP-02-E-BPA-04, at 4-5; Tr. 1247-48. This method assumes that developers will, on
average, respond to economic logic. Marginal Cost Analysis Study, WP-02-E-BPA-04, at 2;

Tr. 1248. The method proposed by the Joint DSIs adds new resources based on an exogenous
forecast by an analyst. Schoenbeck and Bliven, WP-02-E-DS/AL/VN-02, at 45-49. The amount
of new resources proposed by the Joint DSIs was based on a review of cyclical patterns, and a
judgment of which planned units would come online and the timing of these units. Id.

The Joint DSIs’ specific proposal is inextricably bound with their forecast of generation
development cycles. Anderson et al., WP-02-E-BPA-42, at 6-8. Alcoa/VVanalco assert that this
link between pricing and generation cycles and the new generation data the Joint DSIs propose is
a BPA “straw man.” Alcoa/Vanalco Ex. Brief, WP-02-R-AL/VN, at 4-5. However, the
conclusion that the Joint DSIs’ new generation data and the Joint DSIs” argument for cycles are
linked was reached independently by WPAG. WPAG notes that the DSIs “propose to impose a
resource construction cycle starting in 2000 by adding resources in the early years of the model.
This results in a substantial surplus of resources in the rate period, which in turn depresses the
forecast average price of energy.” Cross et al., WP-02-E-WA-02, at 35-37; Anderson et al.,
WP-02-E-BPA-42, at 6-8. Alcoa/Vanalco’s brief on exceptions ignores this intertwined analysis
by arguing for generation additions which were separated from the Joint DSIs” argument
favoring cyclical patterns. Alcoa/Vanalco Ex. Brief, WP-02-R-AL/VN-02, at 5. This approach
was not part of their evidentiary proposal.

The BPA approach is grounded in fundamental economic principles. Even the Joint DSIs
concede that AURORA’s approach is “an appropriate theoretical treatment.” Schoenbeck and
Bliven, WP-02-E-DS/AL/VN-02, at 44. It is a reasonable assumption that generation
development will follow economic principles. With the Joint DSIs’ proposed method, an analyst
must independently hardwire in some selected new resources that will be brought online. In this
method the analyst uses his or her own judgment or “perfect foresight” as to the amount, timing,
and location of new generation that will be built. Tr. 1286-87.

The development of the Joint DSIs’ forecast of new generation is prefaced by their arguments for
a cyclical generation development pattern. Schoenbeck and Bliven, WP-02-E-DS/AL/VN-02,

at 45-49. There are important complexities in forecasting a cyclical generation development
pattern. Anderson et al., WP-02-E-BPA-42, at 6-8. The Joint DSIs have not addressed these
complexities. Id.

The Joint DSIs’ forecast is not substantiated by any evidence on the duration, timing, or
amplitude of cycles; how other cyclical variables may interact with generation development; or
how generation development patterns may evolve in the energy market. Id. The lack of
substantiation for the future pattern of cyclical generation development undermines the Joint
DSIs’ exogenous forecast of generation development. Id.
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Even if the issue is reduced to simply a choice of hardwiring in an exogenous new generation
forecast versus letting economic logic internal to AURORA select new generation, the economic
logic used by AURORA is a reasonable method to forecast new generation. Anderson et al.,
WP-02-E-BPA-16, at 2-3; Marginal Cost Analysis Study, WP-02-E-BPA-04, at 4-5;

Tr. 1246-48; Tr. 1286-87.

Weaknesses in the DSIs’ method were also noted by WPAG. WPAG argues that an analysis
based on historical patterns is flawed. Cross et al., WP-02-E-WA-02, at 35-37. The nature of
both generation developers and generating units is changing. Id. at 36. WPAG’s argument is
persuasive.

The Joint DSIs’ specific new generation development forecast is highly speculative. This issue
was described in cross-examination of BPA’s Marginal Cost Analysis Study panel:

Q. (Mr. Uda for Alcoa/Vanalco) The question that was pending was whether it was
reasonable to expect that the majority of these resources, if completed, would come
online in the rate period at issue in this case.

A. (Mr. King for BPA) That depends on how one views the statement *“if completed.”
Clearly if they are completed they would be in service.

Q. Sois your answer, then, that these projects, if they followed the normal track,
normal construction schedule, would come online during the rate period?

A. (Mr. King) If these projects follow the normal track, very few of these will be
completed. And the reason | say that goes back to an earlier question, and that is
that in recent years we have not seen necessarily cycles of overbuilding. What we
have seen have been cycles of overpermitting. Of the projects that have been
permitted in recent years, perhaps the last 10, very, very few have seen construction
and even fewer have been completed. And that is the way | view the majority of
these projects.

Q. Would that be true just of those that are in the permitting stage or also those that are
in the construction stage?

A. (Mr. King) We have seen projects that have been under construction either deferred
or terminated.

That was in different markets than we face today?

A. (Mr.King) Itwas in a market that was evolving towards markets that we are seeing
today. Developers and their financiers are extremely cautious in deciding whether
to proceed with a project. And having a project permitted is no--is no evidence that
that project will see service.

Tr. 1290-91.
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The Joint DSIs’ data are problematic. The Joint DSIs’ data base did not produce results that are
verifiable. Anderson et al., WP-02-E-BPA-42, at 2-5. Therefore, the Joint DSIs’ data base does
not meet a basic standard of credibility. Moreover, when the Joint DSIs’ data base is run with
AURORA, it produces a result that conflicts with the Joint DSIs’ testimony. Cross et al.,
WP-02-E-WA-02, at 32; Tr. 1257-58. This puts BPA in the untenable position of evaluating
Joint DSI data that ultimately conflict with the Joint DSIs’ own testimony. To fully evaluate the
Joint DSIs’ data, BPA would have had to decide which to accept as the Joint DSIs’ analysis,
either their data base or their testimony. The Joint DSIs were asked to reconcile the discrepancy
and failed to do so. Anderson et al., WP-02-E-BPA-42, at 3-5. BPA cannot be expected to
decide which parts of the Joint DSIs’ data base and testimony to accept and which to ignore.

Ultimately, the Joint DSIs’ data are not usable because the data base is not verifiable and
produces inconsistent results.

BPA'’s data underlying its forecast of new generation are described in detail in the Marginal Cost
Analysis Study Documentation, WP-02-E-BPA-04A, at 2-10, and the Marginal Cost Analysis
Study, WP-02-E-BPA-04, at 20-24, 26-31. For reasons described in great detail within this
portion of the ROD, BPA’s decision meets the appropriate standard of review. See ROD

section 1.4 and Issue 4, infra.

Decision

BPA'’s forecast of new generation is reasonable. The Joint DSIs’ forecast of new generation
should not be substituted.

Issue 2
Whether BPA ignored the DSIs’ proposal for new resources.

Parties’ Positions

Alcoa/Vanalco argue that BPA did not evaluate or include the new generation that the Joint DSIs
proposed should be directly input (hardwired) into the new generating resource data set.
Alcoa/Vanalco Brief, WP-02-B-AL/VN-01, at 36-44; Alcoa/Vanalco EX. Brief,
WP-02-R-AL/VN-02, at 8, 10.

Alcoa/Vanalco argue that, “when confronted with obvious evidence that generating plants will
likely come on line during the rate period (WP-02-E-DS/AL/VN at 46-49), BPA refused to add
any exogenous generation to AURORA to allow for more accurate forecasting.” Alcoa/Vanalco
Ex. Brief, WP-02-R-AL/VN-02, at 5. Alcoa/Vanalco also add a new argument in their brief on
exceptions, “BPA should have added generation that BPA knows will come online during the
rate period. In fact it is common knowledge that since BPA’s AURORA analysis, approximately
1,200 new aMW of generation has come on line in the WSCC. Market Clearing Prices Under
Alternative Resources Scenarios, California Energy Commission, Appendix C (Feb. 2000).”
Alcoa/Vanalco Ex. Brief, WP-02-R-AL/VN-02. Finally, Alcoa/Vanalco argue that BPA’s
actions were arbitrary and capricious. Alcoa/Vanalco Ex. Brief, WP-02-R-AL/VN-02, at 13.
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BPA'’s Position

BPA fully evaluated the Joint DSIs’ proposed method for adding new generation. Anderson

et al., WP-02-E-BPA-42, at 6-8; Tr. 1256-59; Tr. 1286-87. See also Issue 1, supra. BPA also
noted weaknesses in the development of the Joint DSIs’ data on new generation. Anderson

et al., WP-02-E-BPA-42, at 7-8. BPA noted that that the Joint DSIs’ data base did not produce
verifiable results. Id. at 2-5. BPA stated that the Joint DSIs’ data did not corroborate the Joint
DSIs’ testimony. Tr. 1257. BPA reasonably rejected the Joint DSIs’ proposed generation
revision to AURORA.

The introduction of new evidence by Alcoa/VVanalco, Market Clearing Prices Under Alternative
Resources Scenarios, California Energy Commission, Appendix C (Feb. 2000) at this late stage
of the rate proceedings violates the Rate Case Rules of Procedure and should be ignored.

Evaluation of Positions

Alcoa/Vanalco misstate BPA’s position on the Joint DSIs’ proposal for new generation and draw
an erroneous conclusion that BPA failed to consider new generation. BPA stated only that it did
not complete an extensive analysis of the amount and timing of the generation proposed by the
DSls. Tr. 1257-60. BPA reviewed the Joint DSIs’ proposal and did not adopt the Joint DSIs’
data for both methodological and empirical reasons.

First, BPA did not adopt the methodology for hardwiring in new generation proposed by the
Joint DSIs. BPA fully stated its reasons for this decision. Tr. 1246-50; Tr. 1286-87;

Anderson et al., WP-02-E-BPA-42, at 6-8. BPA fully evaluated the Joint DSIs’ proposed
method of hardwiring in new generation and compared this to letting the economic logic in
AURORA determine the new resource additions. Id. at 6-8; Tr. 1246-50. Because BPA chose to
use AURORA'’s internal economic logic for building new resources, it was not necessary to do
an extensive analysis of the specific construction and timing that was offered in the Joint DSIs’
testimony. In Alcoa/VVanalco’s initial brief, an attempt is made to blur the distinction between
evaluating the Joint DSIs’” proposal on methodological grounds and reviewing the Joint DSIs’
data. This distinction was clearly drawn in cross-examination. Tr. 1257-58.

Second, BPA did review and critique the data provided by the Joint DSIs, and BPA found the
Joint DSIs’ data lacking in substantiation. Anderson et al., WP-02-E-BPA-42, at 7. BPA stated
that the Joint DSIs offered no substantive evidence to describe the timing, duration, or amplitude
of generation development cycles, nor did the Joint DSIs describe how a cyclical pattern would
evolve under electricity restructuring. 1d. at 7-8. BPA also noted that the amount of new
generation proposed by the Joint DSIs is highly speculative. Tr. 1290-91. WPAG also noted
weaknesses in the applicability of the data to a forecast of new generation. Cross et al.,
WP-02-E-WA-02, at 35-37.

Third, BPA clearly stated that the Joint DSIs did not provide a data base that produced verifiable,
consistent results. Anderson et al., WP-02-E-BPA-42, at 6-8. Alcoa/Vanalco now admit this
infirmity. Alcoa/Vanalco Ex. Brief, WP-02-R-AL/VVN-02, at 8. Therefore, the Joint DSIs’ data
are not credible.
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Fourth, both WPAG and BPA noted that the Joint DSIs’ data base produced results inconsistent

with the Joint DSIs’ testimony. Cross et al., WP-02-E-WA-02, at 35-37; Tr. 1257-58. The Joint
DSIls have failed to reconcile this discrepancy. BPA is not required to unilaterally decide which

parts of the Joint DSIs’ analysis to select as representing the Joint DSIs’ position.

Alcoa/Vanalco attempt to bolster their factual argument in their brief on exceptions by
introducing a California Energy Commission document that is not part of the rate case record.
Alcoa/Vanalco Ex. Brief, WP-02-R-AL/VN-02, at 4. This violates the Rate Case Rules of
Procedure, which state that, “All evidentiary arguments in briefs must be based on cited material
contained in the record.” Procedures, 81010.13(a). The document and the argument, which
relies on its content, must be rejected. In any case, the document is not dispositive of either
BPA'’s choice not to introduce cycles to its MCA or to include the addition of new generation
independent of AURORA’s method, because the document and the Alcoa/Vanalco argument do
not make BPA’s choice to rely on AURORA unreasonable.

Finally, BPA was left to evaluate whether a piecemeal proposal of additional generation by the
Joint DSIs (Schoenbeck and Bliven, WP-02-E-DS/AL/VVN-02), which Alcoa/VVanalco now
characterize as “conservative,” is superior to the method for adding new generation that
AURORA uses despite the fact that AURORA’s approach could be evaluated both
methodologically and empirically by BPA and rate case parties. BPA chose to use AURORA’s
method in its Marginal Cost Analysis. It simply produced reasonable results and was available
to all parties, while the Joint DSIs’ proposal failed on both counts. This meets the standard for
review for this proceeding. See ROD section 1.4 and Issue 4, infra.

Decision

BPA did not ignore the Joint DSIs’ proposal. BPA’s response to the DSIs’ proposal was
reasonable.

Issue 3

Whether BPA arbitrarily and capriciously treated data inputs inconsistently, thereby discrediting
BPA’s Marginal Cost Analysis.

Parties’ Positions

Alcoa/Vanalco argue that BPA treated new generation inconsistently with other data inputs.
Alcoa/Vanalco Brief, WP-02-B-AL/VN-01, at 36-44. Alcoa/Vanalco note that BPA arbitrarily
changed some data from the default input data base and did not change others, specifically new
generation, and claim that the rate case should be recommenced. Id. at 42-44. Alcoa/Vanalco
complain that BPA did not compare the load forecast used in the MCA to an earlier default
forecast that was not used. Alcoa/Vanalco Ex. Brief, WP-02-R-AL/VN-02, at 7. They also
argue that the MCA is not relevant and reliable due to evidentiary issues. 1d. at 11.
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BPA'’s Position

BPA fully explained the changes made in the default data base and the reasons for these changes.
Marginal Cost Analysis Study Documentation, WP-02-E-BPA-04A. BPA fully detailed the
sources of these data and the techniques used to derive its data. Marginal Cost Analysis Study,
WP-02-E-BPA-04; Anderson et al., WP-02-E-BPA-16, at 3-7. Alcoa/Vanalco have not
established any error or that any error caused the MCA to fail as relevant and reliable evidence.

Evaluation of Positions

Alcoa/Vanalco have raised a new argument in briefs, that changing some data from a default
database and not changing other data is a flawed technique. Alcoa/Vanalco have not offered any
direct evidence or analysis as to why changing some data, and not others, from a default
discredits the reasonableness of the data itself.

Alcoa/Vanalco have treated the data base simplistically and have misunderstood the mechanics
of AURORA. Alcoa/Vanalco’s argument that all data sets should be treated the same is not
valid. The data that Alcoa/Vanalco describe as inconsistent represent fundamentally different
phenomena. To insist on consistency for fundamentally different phenomena is overly
simplistic.

Alcoa/Vanalco allege that BPA was in error because it treated data inputs for loads, gas prices,
hydroelectricity, and new resources differently. Alcoa/VVanalco Brief, WP-02-B-AL/VN-01,

at 36-44. Alcoa/Vanalco reveal a fundamental misunderstanding of the mechanics of AURORA.
AURORA requires a direct, exogenous forecast of loads and gas prices. For new generation,
AURORA has an internal logical routine based on standard economic logic to derive a forecast.
Marginal Cost Analysis Study, WP-02-E-BPA-04, at 4-5. Unlike loads and gas prices, there is
no new generation default input data base with a forecast of new plants for BPA to change or not
change.

Alcoa/Vanalco’s misunderstanding appears to be the basis for other factually incorrect
statements. For example, Alcoa/Vanalco state, “The relationship between market prices and the
construction of new resources is seen in the real world power market but not in the world of the
AURORA model because the model assumes perfect knowledge and it only “builds” enough
new generation to maintain a stable price.” Alcoa/Vanalco Brief, WP-02-B-AL/VN-01, at 37.
This statement contains two factual errors.

First, Alcoa/Vanalco are wrong to state that the relationship between market prices and the
construction of new resources is not seen in AURORA.. Id. There is a direct relationship
between market prices and the construction of new resources in AURORA. Marginal Cost
Analysis Study, WP-02-E-BPA-04, at 4-5. The forecast of market prices drives new
construction, and the amount of new construction directly affects market prices. 1d. This
relationship requires AURORA to use an iterative process to solve for the amount of new
construction and market prices. Id. The bulk of AURORA’s running time is in solving precisely
this issue, the direct relationship of market prices and new construction.
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Second, Alcoa/Vanalco are wrong to state that AURORA will build only enough generation to
maintain a stable price. Alcoa/Vanalco Brief, WP-02-B-AL/VN-01, at 37 (emphasis added).
AURORA will build resources whenever the resource’s revenues exceed its costs. Marginal
Cost Analysis Study, WP-02-E-BPA-04, at 4-5. AURORA'’s long-term price forecast will
gravitate toward the fully allocated cost of the long-term marginal resource. 1d. at 2. However,
there is no inherent reason that a cost of marginal resources in the long run must be “stable”; it
depends on the specifics of the evolving market. To state that AURORA builds only enough
resources to maintain a stable price is simplistic and wrong.

Alcoa/Vanalco argue, “AURORA’s inaccurate modeling for when new generation comes online
led it to incorrectly conclude that generation addition would have no discernible effect on market
prices in the rate period.” Alcoa/Vanalco Brief, WP-02-B-AL/VN-01, at 39. This statement is
wrong. BPA makes no such conclusion. BPA realizes that new generation will affect market
prices. BPA stated, “The market clearing price will affect the revenues any particular resource
will receive, and consequently which resources are added and retired. In parallel, changes in the
resource portfolio will change the supply cost structure and will therefore, affect the market
clearing price. AURORA uses an iterative process to address this interdependency.” Marginal
Cost Analysis Study, WP-02-E-BPA-04, at 4-5. Alcoa/Vanalco seem to confuse the movement
toward an equilibrium price with new construction having no effect on price. BPA did not make
this mistake.

The DSIs’” argument that BPA did not compare the load forecast in the MCA to the default
forecast misses the point. BPA fully documented its load forecast. Marginal Cost Analysis
Study, WP-02-E-BPA-04, at 6-9. Though not required to, BPA compared the forecast it used in
the Marginal Cost Analysis to both historical data and to a load forecast completed by the WSCC
in the interest of documenting and fully explaining its inputs. 1d.

Alcoa/Vanalco waived any argument regarding the evaluation of the evidence, since the
testimony was not challenged as required by the rate case rules. Procedures Governing
Bonneville Power Admin. Rate Hearings, §1010.11(d) and §1010.13(d). They did not object to
the qualifications of the panel, the introduction of the Marginal Cost Analysis Study,
WP-02-E-BPA-04, and Marginal Cost Analysis Study Documentation, WP-02-E-BPA-04A, or
the oral (Tr. 1222-97) and written testimony (Anderson et al., WP-02-E-BPA-16) at the hearing.
The MCA and its supporting evidence represent a reasoned and scientifically valid evaluation of
BPA’s future costs for this rate proposal by BPA staff, and they reflect the input of
Alcoa/Vanalco, the Joint DSIs, and other parties. See, also, Issues 1-2, supra.

In summary, Alcoa/Vanalco’s allegation of inconsistent treatment of input data is irrelevant. The
mere observation that some data are changed from defaults and some data are not is a trivial fact
and irrelevant to the reasonableness of the data. Alcoa/Vanalco’s argument for consistency of
fundamentally different data is simplistic and misunderstands both the data and the mechanics of
AURORA. While more accurate information usually produces better results, it does not follow
that BPA’s treatment of the Joint DSIs’ data in this case ignored this general rule. BPA chose to
rely on AURORA’s mechanism for predicting the addition of generation resources. BPA’s
action meets the appropriate standard of review. See ROD section 1.4.
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Decision

The observation that BPA changed some data from a default data base and did not change other
data is irrelevant. Therefore, it does not discredit the reasonableness of the MCA. BPA’s
testimony and evidence regarding the MCA will not be disregarded, and the rate case will not be

recommenced.
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5.0 REVENUE REQUIREMENTS

5.1 Introduction

BPA is a self-financed power marketing agency within the Department of Energy (DOE). Sales
of electric power and transmission services provide BPA’s primary sources of revenue.

See Central Lincoln Peoples’ Utility District v. Johnson, 735 F.2d 1101, 1116 (9" Cir. 1984).
BPA’s power and transmission rates must produce revenues sufficient to assure repayment of all
Federal investments in the FCRPS over a reasonable number of years after first meeting the
Administrator’s other costs. 16 U.S.C. 8832g and §839e(a). At the same time, BPA must set
rates with a view to encouraging the widest possible diversified use of electric power at the
lowest possible rates consistent with sound business principles. 16 U.S.C. 8839(a)(1). This rate
case has designed wholesale power rates to recover the costs of the generation function only.
The rate case did not propose rates to recover the costs of the transmission function (transmission
and ancillary services). The Revenue Requirement Study, WP-02-E-BPA-02, for generation
determines the level of revenue required to recover all costs of producing, acquiring, marketing,
and conserving electric power, including the repayment of the Federal investment in hydro
generation, fish and wildlife recovery, and conservation; Federal agencies’ operations and
maintenance (O&M) expenses allocated to power; capitalized contract expenses associated with
such non-Federal power suppliers as Energy Northwest (formerly known as Washington Public
Power Supply System); other purchase power expenses, such as system augmentation and
balancing power purchases; power marketing expenses; cost to the PBL, if necessary, of
transmission services; and all other generation-related costs incurred by the Administrator
pursuant to law. See Revenue Requirement Study, WP-02-E-BPA-02.

5.2 Revenue Requirement Development

BPA has developed the revenue requirements in conformance with the financial, accounting, and
ratemaking requirements of DOE’s Order No. RA 6120.2. BPA determines revenue
requirements separately for generation and transmission. United States Department of
Energy-Bonneville Power Admin., 26 FERC 1 61,096 (1984).

The revenue requirements were developed using a cost accounting analysis comprised of
three components:

* Repayment studies to determine the schedule of amortization payments and to project
annual interest expense for bonds and appropriations that fund the Federal investment
in hydro, fish and wildlife recovery, conservation, and associated assets. Repayment
studies are conducted for each year of the five-year rate test period, and include a
50-year repayment period.

» Operating expenses and minimum required net revenues for each year of the rate test
period.
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» Annual planned net revenue for risk (PNRR) based on the risks identified and
quantified, the Treasury Payment Probability (TPP) goal, and other risk mitigation
tools.

With these three parts, revenue requirements are set at the lowest revenue level necessary to
fulfill cost-recovery requirements and objectives.

Normally, BPA conducts a current revenue test to determine whether revenues projected from
current rates can meet cost recovery requirements. However, BPA’s Subscription Strategy is
driving a substantial restructuring of power products and services; BPA is not revising its power
rates because current rates are insufficient to recover costs. A current revenue test would be
excessively complicated and not meaningful or relevant. Accordingly, a current revenue test is
not performed for this rate case. Revenue Requirement Study, WP-02-E-BPA-02, at 43.

BPA is required to demonstrate that projected revenues from proposed rates will meet cost
recovery requirements and objectives for the rate test and repayment periods. In this proceeding,
rate test period costs are indeed demonstrated to be recovered with a very high confidence level.
Risks have been quantified and analyzed, and risk mitigation measures designed to achieve an
88 percent probability that planned payments to Treasury will be recovered on time and in full
over the five-year period. Additionally, cost recovery over the 50-year repayment period is fully
demonstrated. Id.

5.3 Spending Level Development

53.1 Cost Review

Development of spending levels in these revenue requirements has its beginnings in the
Comprehensive Review of the Northwest Energy Systems (Comprehensive Review), which the
Governors of Idaho, Montana, Oregon, and Washington initiated in 1996 to seize opportunities
and moderate risks presented by the transition of the region’s power system to a more
competitive electricity market. See also ROD Chapter 2, section 2.1.1, supra. The
Comprehensive Review recognized that this transition raised fundamental issues for BPA,
including long-term competitiveness and risks, with much of BPA’s firm revenues at stake due
to expiration of long-term power contracts at the end of FY 2001.

A theme of the Comprehensive Review was that BPA and the other entities of the FCRPS must
effectively manage and control costs. The recommendations specifically called on BPA to
“pursue all actions possible in the short-term to cut costs.” Comprehensive Review of the
Northwest Energy System Final Report (December 12, 1996), at 18. This was seen as essential
to making the proposed Subscription-based system for marketing Federal power successful.

A successful Subscription was viewed as the most certain means of achieving the goals of the
Comprehensive Review, which were: adding no risk for the U.S. Treasury and third-party
bondholders; fulfilling responsibilities for funding fish and wildlife recovery; and retaining the
substantial long-term benefits of the FCRPS for the Northwest. Revenue Requirement Study,
WP-02-E-BPA-02, at 10.
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An outgrowth of the Comprehensive Review was the Cost Review of the FCRPS (Cost Review).
In September 1997, BPA and the NWPPC jointly launched a review of FCRPS costs. The
objectives of the Cost Review were to ensure that BPA’s long-term power and transmission costs
would be as low as possible, consistent with sound business practices, enabling full cost recovery
with power rates at or near market prices. 64 Fed. Reg. 44318, 44320 (1999). The intent of the
Cost Review was to:

» give confidence to BPA customers, tribes, and constituents that future FCRPS costs
would be managed effectively;

» ensure that the Subscription process resulted in a very high level of customer load
commitment;

* minimize, if not avoid, transition (stranded) cost; and

» ensure that obligations to the U.S. Treasury, third-party bondholders, and fish and
wildlife recovery would remain at least as secure as they are currently.

See Revenue Requirement Study, WP-02-E-BPA-02, Appendix A, for background information
on the Cost Review.

The Cost Review drew on the expertise of five executives with experience in managing large
organizations undergoing competitive transitions. The Cost Review recommendations did not
cover fish and wildlife recovery costs. Revenue Requirement Study, WP-02-E-BPA-02,
Appendix A, at 104. The Cost Review also recognized that several categories of costs were
subject to change in the rates development process, including short-term power purchase
expenses, net costs of the REP, General Transfer Agreement (GTA) costs, Federal interest,
depreciation, and inter-business line expenses. Id. at 75. The Cost Review panel addressed all
other FCRPS costs to be recovered through BPA power and transmission rates, with a focus on
power costs in the initial Subscription period, FY 2002-2006. A draft of the panel’s
recommendations went through a month-long regional public comment process, which included
two broadly attended public meetings. In addition, there were briefings of other groups
throughout the region, including tribal, public power, and environmental interests. The draft
recommendations were modified to take into account comments received, and then submitted to
the Administrator, the region’s Governors, the Northwest Congressional delegation, and the
House and Senate Committees on Appropriations in March 1998.

The recommendations outlined in the Cost Review were developed on an exception basis, using
a cost baseline that already included significant cost control initiatives. As such, rather than
indicating a level of costs, the recommendations set cost savings targets as reductions from the
existing cost baseline.

For BPA as a whole, the sum of the recommended cost reductions and efficiency gains was
estimated to equal $136.9 million on average annually over the five-year period, FY 2002-2006.
For the generation function, the reductions and gains were estimated to be $145.7 million on
average annually over the same five-year period. For additional information about these

WP-02-A-02
Page 5-3



recommendations and the Cost Review, see Revenue Requirement Study, WP-02-E-BPA-02,
Appendix A.

In June 1998, BPA began a public involvement process entitled Issues *98. Issues 98 was
designed to provide the region with an overview and context for major policy issues surrounding
BPA'’s future, including cost management. In addition to taking written comment, BPA held
three public meetings within the region to provide an opportunity for the public to participate.
BPA notified process participants that Issues 98 was their opportunity to comment on BPA’s
proposed implementation plan of the Cost Review recommendations. At the conclusion of the
Issues "98 process, BPA completed and released the “Cost Review Implementation Plan.” This
document, published in October 1998, summarized the 13 recommendations of the Cost Review,
the implementation plan, and relevant customer comments. Revenue Requirement Study,
WP-02-E-BPA-02, Appendix A, at 71-91. The Revenue Requirement Study, WP-02-E-BPA-02,
reflects the “Cost Review Implementation Plan,” with some updates and adaptations.

Id. at 107-114. See also DeWolf et al., WP-02-E-BPA-13, at 2-7.

The Cost Review recommendations did not address fish and wildlife recovery costs. Rather,
another public review process occurred that directly addressed BPA’s fish and wildlife funding
obligations. In September 1996, the Secretaries of Energy, Commerce, Army and Interior signed
a Memorandum of Agreement (MOA) on behalf of five Federal agencies — BPA, NMFS, COE,
USFWS, and Reclamation. This MOA stabilized BPA’s financial obligations for fish and
wildlife over a six-year period, FY 1996-2001. 64 Fed. Reg. 44318, 44320 (1999). In 1997, the
Northwest Congressional delegation requested the assistance of the Administration in
formulating a post-2001 fish and wildlife recovery strategy. Id. at 44321.

On September 21, 1998, Vice President Gore announced that “a new set of principles will enable
the BPA to continue providing low-cost power in the PNW while committing necessary funding
for salmon restoration in the Columbia River Basin.” Volume 1, Revenue Requirement Study
Documentation, WP-02-E-BPA-02A, at 58. The public process that culminated in the Principles
focused on developing guidelines for structuring BPA’s approach to Subscription contracts and
BPA’s FY 2002-2006 power rates to ensure that BPA could meet all its financial obligations,
including those for fish and wildlife recovery. 64 Fed. Reg. 44318, 44321 (1999). The
Principles specify that BPA will take into account the full range of potential fish and wildlife
costs, as reflected in 13 long-term alternatives for configuration of the FCRPS, and treat each
alternative as if it is equally likely to occur. 1d. Because power rates are being set before final
decisions and approvals on a fish and wildlife recovery strategy are made, the driving goal of the
Principles is to “keep the options open.” This is accomplished by taking into account the broad
range of potential costs associated with each hydrosystem configuration alternative.

Issue

Whether the spending levels included in revenue requirements are consistent with commitments
made by BPA in the Cost Review and Issues "98.
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Parties’ Positions

Public Power Council (PPC) contends that expenses in revenue requirements are higher than
recommended in the Cost Review and adopted by BPA in Issues ’98. Opatrny et al.,
WP-02-E-PP-02, at 2; PPC Brief, WP-02-B-PP-01, at 9. PPC argues that “BPA has violated its
own rules by basing its FY 2002-2006 rates on expenses that are significantly higher than
established by the Cost Review and Issues *98.” Id. PPC argues that BPA did not adhere to its
own commitment to implement the cost recommendations produced by the Cost Review and
Issues 98. Id. PPC asserts that BPA should plan to achieve the $113 million in reductions
outlined in the Cost Review process and Issues *98 that do not require legislative action for
implementation. PPC Brief, WP-02-B-PP-01, at 9.

BPA'’s Position

BPA completed and released the “Cost Review Implementation Plan” at the conclusion of the
Issues "98 process. Revenue Requirement Study, WP-02-E-BPA-02, at 16. The Cost Review
Implementation Plan carefully noted cost components that were outside the Cost Review
recommendations and that were subject to change in the Subscription Strategy, Fish and Wildlife
planning, and rates development process. BPA’s Revenue Requirement Study,
WP-02-E-BPA-02, reflects the Cost Review Implementation Plan, consistent with these caveats.
Id. at 17. Three factors led to the increase in expenses over the Issues *98 forecast:

(1) implementation of the Subscription Strategy and expense changes resulting from the revenue
requirement and rates development process; (2) implementation of the Principles; and (3) an
adjustment to the estimate of savings needed to achieve the objectives and specific
recommendations of the Cost Review. DeWolf et al., WP-02-E-BPA-13, at 2. Adjusting costs
to reflect the results of the Subscription Strategy, the Principles, and the revenue requirements
and rates development process is fully consistent with the commitments made in the Cost
Review and Issues "98. Id. at 3; Revenue Requirement Study, WP-02-E-BPA-02, at 108-09.
The remaining adjustments were necessary to correct the estimate of savings required to meet the
Cost Review recommendations and to account for the fact that additional savings through
enhanced administrative efficiencies depend on legislation that has not been enacted. Id. at 110;
DeWolf et al., WP-02-E-BPA-13, at 4. With these corrections, the savings incorporated in this
revenue requirement from expense reductions associated with the Cost Review recommendations
are $113 million. Id.

Evaluation of Positions

PPC argues that BPA did not adhere to its own commitment to implement the cost
recommendations produced by the Cost Review and Issues *98. Opatrny et al., WP-02-E-PP-02,
at 2. PPC provides a categorical description of the increases in generation revenue requirements
over cost levels discussed in the Cost Review and Issues *98. 1d. However, what PPC neglects
to add is that certain cost areas discussed in Issues 98 were specifically and clearly identified as
subject to change in the Subscription Strategy, Fish and Wildlife planning, and rate development
process. Revenue Requirement Study, WP-02-E-BPA-02, at 17. These areas were described
more fully in BPA'’s testimony.
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The Issues 98 forecast, however, also recognized two key areas that would have to be
developed and finalized in the context of the power rate case:

» Fish and wildlife funding amounts shown in Issues 98 did not include operational
costs (i.e., power purchases related to fish and wildlife recovery) and did not reflect
averages of the range of system configuration alternative costs for O&M and capital
called for in the [Fish and Wildlife Funding] Principles (see Appendix A of Cost
Review Implementation Plan in the Revenue Requirement Study, WP-02-E-BPA-02);
and

» Several cost components subject to change in the revenue requirements and rates
development process, namely, short-term power purchase expense, net costs of the
REP, GTA costs, Federal interest and depreciation, and inter-business line expenses.

DeWolf et al., WP-02-E-BPA-13, at 3-4.

Changes in the two areas described above account for $438 million of the $489 million increase
in forecasted expenses. DeWolf et al., WP-02-E-BPA-13, at 3. Since they were identified as
subject to change after the Cost Review, adjusting costs in these areas to reflect the results of the
Subscription Strategy, the Principles, and the revenue requirement and rate development process
is consistent with the commitments made in the Cost Review and Issues *98. Id.; Revenue
Requirement Study, WP-02-E-BPA-02, at 108-09. The remaining adjustments were necessary to
correct the estimate of savings required to meet the Cost Review recommendations and to
account for the fact that additional savings through enhanced administrative efficiencies depend
on legislation that has not been enacted. Id. at 110; DeWolf et al., WP-02-E-BPA-13, at 4.

See also Revenue Requirement Study, WP-02-E-BPA-02, at 113-14, for crosswalk tables and
descriptive narrative that explain the changes to program levels due to outside processes since
the Cost Review and Issues *98.

PPC asserts that BPA should plan to achieve the $113 million in reductions outlined in the

Cost Review process and Issues 98 that do not require legislative action for implementation.
PPC Brief, WP-02-B-PP-01, at 9. In making this assertion, PPC gives the impression that BPA
is not committed to these savings. In fact, the full $113 million in savings is included in expense
estimates in the revenue requirement. DeWolf et al., WP-02-E-BPA-13, at 4.

See also BPA'’s discussion of Program Spending Levels, supra.

Columbia River Inter-Tribal Fish Commission (CRITFC)/Yakama state in their brief on
exceptions that they “support the position taken by the PPC that BPA should not have assumed
that all of the cost review savings will be implemented.” CRITFC/Yakama EX. Brief,
WP-02-R-CR/YA-01, at 23. BPA believes that CRITFC/Yakama have misstated PCC’s
position, and BPA staff is unclear what CRITFC/Yakama intended. As stated above, BPA
asserts that BPA should plan to achieve the $113 million in reductions outlined in the Cost
Review process and Issues 98 that do not require legislative action for implementation. PPC
Brief, WP-02-B-PP-01, at 9. The PPC issue is addressed above.
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Decision

The spending levels included in revenue requirements are consistent with commitments made by
BPA in the Cost Review and Issues *98 for FY 2002-2006, including any cost revisions necessary
to incorporate the results of the Subscription Strategy, the Principles, and the changes resulting
from the revenue requirement and rate development process.

5.3.2 Fish and Wildlife and Cultural Resources Expenses

Issue 1

Whether the fish and wildlife protection costs in the revenue requirement provide the funding
needed to meet applicable environmental laws.

Parties’ Positions

CRITFC/Yakama state that “[t]he Northwest Power Act provides that all laws applicable to the
Federal Columbia River Power System (FCRPS) are to be construed in a consistent manner and
in @ manner consistent with applicable environmental laws. 16 U.S.C. §839.” CRITFC/Yakama
Brief, WP-02-B-CR/YA-01, at 11. Further, “. .. Bonneville must consider the affects [sic] of
those laws on setting rates and whether those rates are based on the Administrator’s total system
costs. 16 U.S.C. 8839¢(a)(2)(B).” Id.

CRITFC/Yakama allege that BPA has erred by assuming a low probability for fish and wildlife
alternatives that are most likely to comply with applicable Federal and environmental laws.
CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 11.

CRITFC/Yakama argue that BPA’s revenue requirements and risk analysis do not adequately
address the Clean Water Act (CWA), the Endangered Species Act (ESA), the Fish and Wildlife
Coordination Act (F&WCA), and the Northwest Power Act. 1d. at 11-19.

Upper Columbia United Tribes (UCUT) incorporates by reference the arguments made by
CRITFC/Yakama regarding BPA’s obligations under the Northwest Power Act, the F&WCA,
the CWA, and the ESA. UCUT Brief, WP-02-B-UC-01, at 21.

The Shoshone-Bannock Tribes state that CRITFC/Yakama have “successfully devoted a great
deal of effort in pointing out the inadequacies of BPA’s proposal in covering the [CWA], the
[ESA] and the [F&WCA].” Shoshone-Bannock Brief, WP-02-B-SH-01, at 9. Therefore, the
Shoshone-Bannock Tribes support and join in the position taken by CRITFC/Yakama in their
initial brief. Id.

BPA'’s Position

The Northwest Power Act requires BPA to protect, mitigate, and enhance fish and wildlife, and
to provide them equitable treatment along with the other purposes BPA fulfills under that
Northwest Act. 16 U.S.C. 8839b(h)(10)(A) and 8§839b(h)(11)(A). (Emphasis added.) The
legislative history of the Northwest Power Act underscored this intent, where Rep. Dingell stated
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that the fish and wildlife provisions were not meant to “undo the power developments of the
past” and that the mitigation anticipated was to be prospective, not retrospective.
126 Cong. Rec. E5105 (1980).

BPA stated in the Federal Register notice:

... [F]inal decisions and approvals on a fish and wildlife recovery strategy and
funding are not expected during this rate proceeding. Because rates are being set
before decisions and approvals are made, the [Fish and Wildlife Funding]
Principles take into account the broad range of potential costs associated with the
hydrosystem configuration alternatives under consideration at the time the
Principles were adopted. The Principles are intended to ensure that BPA'’s rate
and power sales contracts yield a very high probability of meeting all post-2001
financial obligations, including BPA funding obligations for the fish and wildlife
recovery strategy that is eventually adopted.

64 Fed. Reg. 44318, 44321 (1999).

At this time, there is no consensus regarding which Fish and Wildlife Alternative should be
implemented, or even which Alternative is most likely to result in better salmon recovery.
DeWolf et al., WP-02-E-BPA-39, at 28. “In the absence of clear science or regional consensus,
BPA and the [Clinton] Administration consider it prudent to assume that all options identified in
the Principles are equally likely to occur for purposes of setting rates . . .” Id.

Evaluation of Positions

CRITFC/Yakama allege that BPA has erred by assuming a low probability for the fish and
wildlife alternatives that are most likely to comply with applicable Federal and environmental
laws. CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 11.

BPA disagrees with CRITFC/Yakama’s assertion that BPA’s revenue requirements and risk
analysis do not adequately address its obligations under Federal and environmental laws because
BPA assumed a low probability for fish and wildlife alternatives that CRITFC/Yakama allege
are most likely to comply with applicable laws. The 13 Fish and Wildlife Alternatives
established in the Principles development process represent, in the Clinton Administration’s
judgment and based on extensive regional input, a reasonable range within which the costs of
eventual decisions on system reconfiguration and related operations can be expected to fall.
DeWolf et al., WP-02-E-BPA-13, at 9. The Principles are intended to “keep the options open”
for future decisions by: (1) specifying that each of the 13 Fish and Wildlife Alternatives should
be treated by BPA as equally likely to occur; and (2) establishing a high cost-recovery goal,
expressed as an 88 percent/five-year TPP goal. 1d. Thus, the 13 Fish and Wildlife Alternatives
represent a set of assumptions, a forecasting convention, to establish capital investment and
O&M levels, system operations assumptions, and risk analysis assumptions for purposes of
setting rates. 1d.
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CRITFC/Yakama argue that BPA’s revenue requirements and risk analysis do not adequately
address the CWA, the ESA, the F&WCA, and the Northwest Power Act. CRITFC/Yakama
Brief, WP-02-B-CR/YA-01, at 11-19. Each will be addressed in turn.

Clean Water Act

CRITFC/Yakama state that “[t]he Environmental Protection Agency has found that ‘the water
quality standards for maximum water temperature and the total dissolved gas standard are
commonly exceeded often by a substantial amount’ . . . at the Corps of Engineers’ dams on the
Snake and Columbia Rivers.” CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 12.
CRITFC/Yakama cite section 313 of the CWA which provides, in relevant part, that:

Each department, agency, or instrumentality of the . . . Federal Government,

(1) having jurisdiction over any property or facility . . . shall be subject to, and
comply with, all Federal, State, interstate, and local requirements . . . respecting
the control and abatement of water pollution in the same manner, and to the same
extent as any nongovernmental entity.

33 U.S.C. §1323(a).

CRITFC/Yakama then allege that “[m]ost of these Clean Water Act measures on the Corps of
Engineers’ dams would be repaid by Bonneville.” CRITFC/Yakama Brief,
WP-02-B-CR/YA-01, at 13.

CRITFC/Yakama argue that BPA “should have assumed that all of the [13] fish and wildlife
funding alternatives would include sufficient measures to meet the CWA standards.” Id.

A policy of COE is to operate and configure its projects consistent with state water standards
when possible. Digest of Water Resources Policies and Authorities, Engineering Pamphlet
1165-2-1, dated February 15, 1996. Whether Federal agencies operate and configure dams
inconsistent with state water standards and how they should reduce or avoid exceedances are
unresolved legal and policy issues. These issues are currently in litigation with respect to the
COE’s lower Snake River projects. National Wildlife Federation v. U.S. Army Corps of
Engineers, Civil No. 99-42-FR (D. Or.). In their brief on exceptions, CRITFC/Yakama express
surprise that BPA cited National Wildlife Federation without mentioning the recent opinion by
Judge Frye. See National Wildlife Federation v. U.S. Army Corps of Engineers, 2000 WL
351187 (2000 D.Or.). CRITFC/Yakama Ex. Brief, WP-02-R-CR/YA-01, at 7. However,
reference to this opinion was not necessary. CRITFC/Yakama state that “[t]his ruling clearly
states the Corps of Engineer’s projects are required to meet the Clean Water Act.” Id.
CRITFC/Yakama quote from the ruling:

The United States Court of Appeals for the Ninth Circuit has stated that “[u]nder
the Clean Water Act, all federal agencies must comply with state water quality
standards.” [citation omitted] The plaintiffs are entitled to challenge alleged
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violations of the state water quality standards pursuant to the Administrative
Procedures Act . .. [citation omitted].

National Wildlife Federation v. U.S. Army Corps of Engineers, 2000 WL 351187, at 13
(emphasis added).

But this ruling does nothing to resolve the question posed by BPA--whether Federal agencies
operate and configure dams inconsistent with state water standards and how they should reduce
or avoid exceedances. This ruling was in response to plaintiffs’ motion for summary judgment,
where they alleged that the COE 1995 ROD and the COE 1998 ROD violate the CWA because
these final agency actions fail to assure that the dams will operate in compliance with state water
quality standards. Id. These are still unresolved legal and policy issues. In fact, the opinion
goes on to say that:

In determining whether the COE’s decisions in the 1995 ROD and the 1998 ROD regarding the
operation of the dams were arbitrary and capricious, the court must “consider whether the
decision was based on a consideration of the relevant factors and whether there has been a clear
error of judgment.” [citation omitted] The court must consider all of the relevant factors and all
of the relevant laws in deciding whether the administrative record shows that the COE has met
its obligations under the CWA in the 1995 ROD and the 1998 ROD.

The court concludes that summary judgment on the merits cannot be decided
without reference to and reliance upon the administrative record supporting the
1995 ROD and the 1998 ROD.

Id.
In short, these issues are still in litigation.

CRITFC/Yakama also argue that BPA erred when “they failed to cite Pronsolino v. Marcus
regarding the authority of the Environmental Protection Agency to list substandard rivers and to
issue total maximum daily loads (TMDLs) for them. See Pronsolino v. Marcus, 2000 WL
356305 (N.D. Cal.).” CRITFC/Yakama Ex. Brief, WP-02-R-CR/YA-01, at 7. CRITFC/Yakama
claim that “[t]hese decisions clearly point out virtually certain additional risk of higher costs that
Bonneville has failed to plan for.” Id. BPA fails to see how a case that allegedly found that the
Environmental Protection Agency (EPA) has the power to list waters or issue TMDLSs translates
into “virtually certain additional risk” for BPA, and CRITFC/Yakama can cite to no evidence on
the record that justifies its bold assertion.

The uncertainty of resolution underscores why the Principles were established. It was
well-understood at the time the Principles were adopted that cost estimates would continue to
evolve as the analysis, planning, and decision process for system reconfiguration and related
actions progressed. DeWolf et al., WP-02-E-BPA-13, at 10. But the range of costs established
by these 13 Fish and Wildlife Alternatives is deemed by the Executive Branch to be sufficiently
high and broad for BPA ratesetting and Subscription purposes. ld. Further, even if BPA were
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assumed to have some financial obligations related to CWA compliance, it is not clear whether
BPA would bear the majority of the costs for CWA compliance as CRITFC/Yakama allege.

In their brief on exceptions, CRITFC/Yakama claim that BPA erred:

when it suggested that it is not clear whether BPA would bear the majority of the
costs for CWA compliance. If the Corps is required to modify its dams to meet
the CWA, BPA will reimburse those measures pursuant to the allocation formula
established by Congress. Any other assumption would require changes in
Federal law. Assuming that the law will change so as to reduce BPA’s
obligations is unwarranted.

CRITFC/Yakama Ex. Brief, WP-02-R-CR/Y A-01, at 8.

CRITFC/Yakama find errors where none exist and then leap to a conclusion that bears no
relation to the original statement made by BPA. Contrary to CRITFC/Yakama’s implication,
BPA'’s statement does not deny any obligation it has under law to reimburse appropriate
power-related costs, nor does BPA assume that the law will change. BPA merely states a
fact--there is no clear indication to what extent BPA would incur costs for CWA compliance.
CRITFC/Yakama can cite to no evidence on the record indicating that BPA’s statement is in
error.

Endangered Species Act

CRITFC/Yakama state that “[t]he Endangered Species Act, 16 U.S.C. §1531-1543, protects
species listed as either endangered or threatened and imposes substantive duties on Bonneville.”
CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 13. CRITFC/Yakama argue that:

[T]he higher cost alternatives are more likely to be implemented because they are
more likely to result in survival and recovery of salmon stocks listed under the
ESA, whereas the lower cost alternatives are unlikely to result in survival and
recovery. By assigning an equal weight to these options, BPA underestimates its
potential fish and wildlife cost exposure, since fish and wildlife options that are
unlikely to meet survival and recovery receive the same weight as those that
would meet survival and recovery. Therefore, BPA’s approach increases the risks
to BPA and Treasury.

Sheets et al., WP-02-E-CR/Y A-05, at 19.

BPA agrees that it must avoid jeopardy of listed species and aid in their conservation and
recovery pursuant to the ESA. 16 U.S.C. 81536. However, while BPA supports the Federal goal
of restoration, BPA itself does not have a legal duty to “restore” fish and wildlife to historical
levels, and courts have indicated that such an obligation on dam owners and operators in the
PNW would be unproductive. American Rivers v. FERC, 187 F.3d 1007 (9" Cir. 1999), as
amended, 201 F.3d 1186, 1197 (9" Cir. 2000) (“It defies common sense and notions of
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pragmatism to require [FERC or license applicants] to ‘gather information to recreate a
50-year-old environmental base upon which to make present day development decisions.’”)

CRITFC/Yakama argue in their brief on exceptions that BPA erred when it contended that BPA
does not have a legal duty to restore fish and wildlife to historical levels. CRITFC/Yakama
Ex. Brief, WP-02-R-CR/YA-01, at 8. CRITFC/Yakama state that “[t]here is no discussion

[in American Rivers] about what dam owners are responsible for in terms of fish restoration.
Moreover, the citation has nothing to do with the Endangered Species Act . . . Bonneville’s
misdirected analysis is typical of the DROD and indicates the lack of attention to CR/YA
issues.” 1d. BPA cited the legislative history of the Northwest Power Act, supra in ROD
section 5.3.2, for the proposition that the fish and wildlife provisions were not meant to

“undo the power developments of the past” and that the mitigation anticipated was to be
prospective, not retrospective. 126 Cong. Rec. E5105 (1980). BPA cited American Rivers v.
FERC, 187 F.3d 1007 (9" Cir. 1999), as amended, 201 F.3d 1186, 1197 (9" Cir. 2000), simply
for the proposition that FERC does not expect non-Federal hydro projects to be judged by a
pre-project baseline either.

CRITFC/Yakama allege that “independently peer reviewed biological analyses from PATH
(the Plan for Analyzing and Testing Hypotheses) indicate [the lower cost alternatives] would be
unlikely to meet Endangered Species Act recovery . ..” Sheets et al., WP-02-E-CR/Y A-05,

at 20; CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 14. CRITFC/Yakama also introduce
new evidence that was never admitted into the record:

Recently, in its anadromous fish appendix (see Appendix A: Anadromous Fish,
Lower Snake River Juvenile Salmon Migration Feasibility Report/Environmental
Impact Statement . . .), the NMFS concluded that breaching of the four snake river
[sic] dams provided the highest probability of recovery for listed stocks. See the
Executive Summary of PATH FY 98 Final Report, page 9.

CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 15.

In this section 7(i) process, neither BPA nor other parties have had the opportunity to review the
new information introduced by CRITFC/Yakama, supra, or to test their conclusions through
discovery or cross-examination. In their brief on exceptions, CRITFC/Yakama state:

BPA argues [that] it has not had the opportunity to review the Federal studies
cited by CRITFC in its Initial Brief. That is surprising as these studies have been
extensively reviewed by the Federal Caucus where BPA is an active member.
These materials are contained or linked to the Federal Caucus web page that is
maintained on the BPA web page. BPA should have reviewed these federally
sponsored studies that are critical to making any informed judgement about the
actions needed to restore fish and wildlife and which will affect the output from
the Federal dams.

CRITFC/Yakama Ex. Brief, WP-02-R-CR/YA-01, at 9.
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Notwithstanding CRITFC/Yakama’s allegation, the fact of the matter is that there is still no clear
science or regional consensus on a fish and wildlife recovery plan. While it is impossible to
predict precisely BPA’s fish and wildlife costs during the upcoming rate period, the range of
costs represented by the 13 Fish and Wildlife Alternatives represents a reasonable range of costs
given the variety of possible future alternatives for program implementation and operational
impacts. DeWolf et al., WP-02-E-BPA-39, at 32. Although CRITFC/Yakama may not be
“convinced” by BPA'’s proposal, there is ample evidence in the record to support BPA’s
proposal. See, generally, BPA’s extensive discussion of fish and wildlife issues in ROD
chapters 5, 6, 7, and 18.

Notwithstanding this new information, the 13 Fish and Wildlife Alternatives established in the
Principles development process represent, in the Clinton Administration’s judgment and based
on extensive regional input, a reasonable range within which the costs of eventual decisions on
system reconfiguration and related operations can be expected to fall. DeWolf et al.,
WP-02-E-BPA-13, at 9. The Principles are intended to “keep the options open” for future
decisions by: (1) specifying that each of the 13 Fish and Wildlife Alternatives should be treated
by BPA as equally likely to occur; and (2) establishing a high cost-recovery goal, expressed as
an 88 percent/five-year TPP goal. Id. Thus, the 13 Fish and Wildlife Alternatives represent a set
of assumptions, a forecasting convention, to establish capital investment and O&M levels,
system operations assumptions, and risk analysis assumptions for purposes of setting rates. Id.

CRITFC/Yakama also allege that “Bonneville’s inadequate analysis of the risk it faces due to its
failure to consider ESA compliance in the equal weighting of fish and wildlife alternatives is
evident in their testimony.” CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 14.
CRITFC/Yakama point to a response from BPA to a data request wherein BPA was asked to
provide any documentation on the biological rationale for the probabilistic weighting of the

13 Fish and Wildlife Alternatives that BPA used to determine what level of funding to use in the
rate case. CRITFC/Yakama stated that “Bonneville admitted, ‘the probabilistic weighting of the
13 Fish and Wildlife Alternatives was not based on any biological rationale.”” 1d. What
CRITFC/Yakama neglected to include, however, was the remainder of BPA'’s response to the
data request: “The keep-the-options-open strategy that underpins the Fish and Wildlife Funding
Principles is the basis for weighting each of the 13 alternatives as equally likely to occur.

(see DeWolf et al., WP-02-E-BPA-13, at 16-19).” Lothrop, WP-02-E-CR/YA-02, Attachment 1
(citing BPA data response to Request No. CR-BPA:027).

It is inconsistent for CRITFC/Yakama to argue that BPA’s risk analysis was inadequate because
it did not undertake an independent analysis of the probabilistic weighting of the 13 Fish and
Wildlife Alternatives developed in the Principles process. Those Alternatives were rigorously
discussed in the very extensive public process. BPA adhered to limitations expressed in the
Federal Register Notice regarding the scope of the power rate proceeding:

Included among the policy decisions, commitments, and assumptions that are not
at issue in this rate proceeding are: ... (1) the incorporation of the full range of
costs using the same probabilistic method BPA uses for other cost and revenue
uncertainties in its ratemaking; (2) the assumption that all 13 alternatives are
equally likely to occur; .. .”

64 Fed. Reg. 44318, 44322-23 (1999).
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CRITFC/Yakama object to “Bonneville’s continued mischaracterization of events and
Bonneville’s attempts to declare issues are outside the scope set forth in the Federal Register
Notice (FRN).” CRITFC/Yakama Ex. Brief, WP-02-R-CR/YA-01, at 10. They also object to
BPA'’s characterization of the “rigorous discussion” of the Fish and Wildlife Alternatives in the
Principles process. 1d. CRITFC/Yakama allege that various incidents occurred in the
development of the Principles that do “not comport with ‘rigorous discussion.”” 1d. Itis clear
that CRITFC/Yakama disagree with how the Principles were developed. Nevertheless, this rates
proceeding is not the appropriate forum to address any perceived grievances CRITFC/Yakama
may have had with the Principles process. Even if CRITFC/Yakama’s allegations were
appropriate issues to be raised in this rates proceeding, there is no evidence on the rate case
record to support CRITFC/Yakama’s complaints.

Fish and Wildlife Coordination Act

CRITFC/Yakama state that the USFWS recently completed a Coordination Act Report in
December 1999, [as required under the F&WCA] on the effects of breaching the Snake River
Dams on fish and wildlife. CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 16. They indicate
that a copy of the draft of this report was completed in the summer of 1999 in time for BPA’s
consideration in this rate case. Id. CRITFC/Yakama argue that “Bonneville’s rate proposal
should take into account the conclusions of this report and give significantly higher weight to
Alternatives 8u and 13u and less weight to the non-natural river alternatives.” 1d. Further,
CRITFC/Yakama allege that the weightings BPA gave to Alternatives 8u and 13u are
inconsistent with the findings of the Coordination Act Report, which is inconsistent with the
F&WCA. Id. at 16-17.

The USFWS prepared the draft FWCA report that CRITFC/Yakama references. By law, the
COE was required to give it “full consideration.” 16 U.S.C. 8662. BPA is under no legal
obligation to consider the recommendations of a draft report in its ratesetting process. These
draft conclusions and the COE’s responses to them may very well change before becoming final.
In its brief on exceptions, CRITFC/Yakama argue that BPA erred “in its decision that it does not
have to take the findings of the Coordination Act Report prepared by the U.S. Fish and Wildlife
Service into consideration in setting its rates.” CRITFC/Yakama Ex. Brief,
WP-02-R-CR/YA-01, at 11. CRITFC/Yakama then go on to say that:

We do not need to argue whether BPA has a “legal” obligation to consider the
findings. It is prudent business practice to be fully aware of additional
environmental costs during the next rate period so BPA can set its rates to meet
those costs and assure Treasury repayment. It is arbitrary and capricious to ignore
pertinent information . . .
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CRITFC/Yakama state that they do not need to argue whether BPA has a legal obligation to
consider the findings of the Report mentioned above. BPA can only conclude that
CRITFC/Yakama can cite to no such legal obligation to support its allegation. Further,
CRITFC/Yakama’s statement that it is arbitrary and capricious for BPA to “ignore pertinent
information” lacks substance or support in the record. In addition, CRITFC/Yakama do not
substantiate any “additional environmental costs” that BPA is obligated to pay based on the
Report.

Here again, CRITFC/Yakama have provided yet another good example of why the Principles
were developed. There is no resolution yet as to the best way to ensure fish and wildlife
recovery. The Principles are intended to “keep the options open” for future decisions by:

(1) specifying that each of the 13 Fish and Wildlife Alternatives should be treated by BPA as
equally likely to occur; and (2) establishing a high cost-recovery goal, expressed as an

88 percent/five-year TPP goal. DeWolf et al., WP-02-E-BPA-13, at 9.

Northwest Power Act

CRITFC/Yakama state that “Bonneville has specific obligations to implement the Columbia
River Basin Fish and Wildlife Program developed by the Northwest Power Planning

Council . ..” CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 17-18. They indicate that
“[t]he current Columbia River Basin Fish and Wildlife Program was adopted by the Council in
1994, with resident fish and wildlife amendments in 1995. That Program calls for drawdowns at
the four Lower Snake River dams, and John Day Dam on a schedule that called for
implementing these measures before 2000. It also calls for additional flows, significant habitat
restoration, and hatchery reforms.” Id. at 18.

CRITFC/Yakama argue that “Bonneville’s rate proposal does not include sufficient funds to
implement the Program. This is inconsistent with the Program.” CRITFC/Yakama Brief,
WP-02-B-CR/YA-01, at 18.

CRITFC/Yakama argue that “Bonneville unlawfully disregards the Columbia River Basin Fish
and Wildlife Program that was adopted in 1994. Bonneville cannot carry out its duties under the
Act by developing a different plan or by waiting for a new Program from the Council, which
Bonneville apparently hopes maybe [sic] better suited to its pledge to hold rates at their current
level.” CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 39-40.

In their brief on exceptions, CRITFC/Yakama argue that “[i]n the context of the Northwest
Power Act, Bonneville has an express duty to use its fund and authorities to protect, mitigate,
and enhance fish and wildlife in the Columbia Basin to the extent affected by the development
and operation of hydropower in the Basin. 16 U.S.C. §839b(h)(10)(A). CRITFC/Yakama
Ex. Brief, WP-02-R-CR/YA-01, at 31.

BPA agrees that it must act consistently with the NWPPC’s Program as well as the other
purposes of the Northwest Power Act. 16 U.S.C. 8839b(h)(10)(A). However, BPA disagrees
that it must implement the Program measures without considering other ways in which the
Program’s goals can be achieved. If BPA meets the goals of the Program, it need not necessarily
fund the specific measures proposed. See, generally, Northwest Resource Information Ctr. v.
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Northwest Power Planning Council, 35 F.3d 1371, 1378 (9" Cir. 1994), cert. den. 516 U.S. 806,
116 S.Ct. 50 (1995) (NWPPC can guide but not command Federal river management). See also
ALCOA v. Administrator, Bonneville Power Administration, 175 F.3d 1156 (9th Cir. 1999),

cert. den., 120 S.Ct. 983 145 L. Ed. 2d 933 (2000).

In their brief on exceptions, CRITFC/Yakama state:

Again, we do not plan to argue the legal issues in a forum where BPA is the
decision maker, but we find no place in the record where BPA states how it plans
to meet the Council’s goal of restoring 5 million returning salmon and steelhead
to the mouth of the Columbia River. BPA has no such alternative and its
argument is simply a smoke screen.

CRITFC/Yakama Ex. Brief, WP-02-R-CR/YA-01, at 11.

CRITFC/Yakama once again do not lay out their legal issues. In fact, CRITFC/Yakama’s
contempt for the section 7(i) process is evident in its refusal to argue legal issues in a forum
where the BPA Administrator is the decisionmaker. BPA is, therefore, unable to respond in any
substantive way. CRITFC/Yakama also characterizes as “simply a smoke screen” the fact that
BPA described its flexibility in meeting the goals of the Council program. Although
CRITFC/Yakama imply that BPA has some obligation to state specifically how it plans to meet a
particular Council goal in this section 7(i) rate proceeding, CRITFC/Yakama are mistaken.
Further, CRITFC/Yakama can cite to no such obligation.

CRITFC/Yakama argue in their brief on exceptions that “Bonneville is also required to provide
equitable treatment to fish and wildlife in its decision making. 16 U.S.C. 8839b(h)(11)(A).
Keeping rates 35 percent below the market price of electricity while not providing sufficient
funding to avoid the extinction of salmon and steelhead is not equitable treatment nor does it
comply with the other provisions of section 4(h) of the Act.” CRITFC/Yakama EX. Brief,
WP-02-R-CR/YA-01, at 11-12. In 1997, the Ninth Circuit Court of Appeals addressed the issue
of equitable treatment with respect to the Non-Treaty Storage Agreements in Northwest
Environmental Defense Center. The court found that:

BPA'’s view that it must balance power needs and wildlife needs on a systemwide
basis is a reasonable reading of the Northwest Power Act. Section 839b(h)(11)(A)
does not explicitly require that each action individually provide equitable
treatment. Moreover, in its directive to the Council, Congress recognized the need
for a comprehensive approach to fish and wildlife protection on the Columbia.. . .
While each power marketing action that affects the system implicates the equitable
treatment provision, BPA may properly exercise its obligation by insuring
equitable treatment for fish on a systemwide basis.

Northwest Environmental Defense Center v. BPA, 117 F.3d 1520, 1533-34 (9" Cir. 1997).

CRITFC/Yakama emphasize only certain provisions in the Northwest Power Act. The
provisions that CRITFC/Yakama would focus on do not take precedence over other provisions in
the Northwest Power Act. In addition to funding fish and wildlife recovery, BPA is also
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obligated under the Northwest Power Act to assure the PNW an “adequate, efficient, economic,
and reliable power supply.” 16 U.S.C. 8839(2). BPA must balance its fish and wildlife funding
obligations with its other obligations under the Northwest Power Act.

CRITFC/Yakama also state that BPA'’s probabilistically weighted approach gave equal weight to
12 alternatives that were inconsistent with the NWPPC’s Program and one alternative that was
somewhat similar to the Council’s Program. CRITFC/Yakama Brief, WP-02-B-CR/YA-01,

at 18. CRITFC/Yakama allege that “[t]his approach does not take the Program into account at
each relevant stage of decision making to the maximum extent practicable as required by the
[Northwest Power] Act [16 U.S.C. 8839b(h)(11)(A)].” Id.

The 13 Fish and Wildlife Alternatives established in the Principles development process
represent, in the Clinton Administration’s judgment and based on extensive regional input, a
reasonable range within which the costs of eventual decisions on system reconfiguration and
related operations can be expected to fall. DeWolf et al., WP-02-E-BPA-13, at 9. The
Principles are intended to “keep the options open” for future decisions by: (1) specifying that
each of the 13 Fish and Wildlife Alternatives should be treated by BPA as equally likely to
occur; and (2) establishing a high cost-recovery goal, expressed as an 88 percent/five-year TPP
goal. 1d. Thus, the 13 Fish and Wildlife Alternatives represent a set of assumptions, a
forecasting convention, to establish capital investment and O&M levels, system operations
assumptions, and risk analysis assumptions for purposes of setting rates. 1d.

Decision

The fish and wildlife protection costs in revenue requirements provide the funding needed to
meet applicable environmental laws. At this time, there is no consensus regarding which Fish
and Wildlife Alternative should be implemented, or even which Alternative is most likely to result
in better salmon recovery. This section 7(i) rates proceeding is not the appropriate forum to
decide this issue, and BPA has included the range of costs for the 13 Fish and Wildlife
Alternatives without prejudice or preference of one alternative over another.

Issue 2

Whether the generation revenue requirements adequately reflect the cost and risk associated
with cultural resource protection.

Parties’ Positions

UCUT argues that the $3.5 million amount included in the generation revenue requirements has
been budgeted in years past for cultural resource protection, and this amount has historically and
consistently been inadequate to complete program requirements and comply with Federal law.
Osterman, WP-02-E-UC-01, at 2; UCUT Brief, WP-02-B-UC-01, at 9. Moreover, UCUT argues
that it is likely that a number of unplanned cultural resource issues may arise during the five-year
rate period. 1d. Therefore, UCUT argues that BPA’s cultural resource budget needs to be
increased significantly even to properly come into compliance with law at existing sites and to
meet the planned cultural resource needs. Osterman, WP-02-E-UC-01, at 3. Furthermore,
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UCUT argues that BPA’s risk management should be flexible enough to cover unplanned
cultural resources issues such as the discovery of the Kennewick Man, or a proper Inadvertent
Discovery Fund should be in place. Id. In addition, UCUT introduces new evidence in its initial
brief that suggests that $10.5 million per year is a reasonable sum for bringing the existing
cultural resources protection program into compliance with law. UCUT Brief, WP-02-B-UC-01,
at 10. UCUT also argues that an inadvertent discovery fund totaling $5 million for the rate
period should be created. Id.

UCUT argues in its brief on exceptions that it is unreasonable for BPA to design rates which
increase risk by reflecting cultural resource budgetary numbers which do not comply with
Federal law and are shown to be insufficient. UCUT Ex. Brief, WP-02-R-UC-01, at 2-3.

CRITFC/Yakama and the Shoshone-Bannock Tribes support the UCUT position.
CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 36, 55; Shoshone-Bannock Brief,
WP-02-B-SH-01, at 9. In their brief on exceptions, CRITFC/Yakama argue that implementing
the measures that will begin to meet the CWA, the ESA, and treaty and trust obligations to
Columbia Basin tribes will reduce the probability of paying BPA’s debt to the Treasury on time
and in full. CRITFC/Yakama EX. Brief, WP-02-R-CR/YA-01, at 7. CRITFC/Yakama support
and incorporate by reference the exceptions filed by UCUT on this issue. Id. at 12.

BPA'’s Position

BPA argues that a budget level for the cultural resource protection program has not yet been
determined.

Q. While the fish and wildlife budget is assumed to be expansive enough to cover
$200,000 per year in administrative expenses for cultural resources protection and
that other fish and wildlife projects may have a cost component for cultural resources,
no other funds are specifically budgeted for cultural resources at this time in the
Revenue Requirement Study, WP-02-E-BPA-02 is that correct?

A. (Mr. DeWolf) Ithink it is important to point out that there are no fully established
budgets for fish and wildlife costs in 2002 through 2006, including any component
parts having to do with cultural resources. They are [our] estimates for rate setting
purposes at this point only. So there may or may not be amounts contained in--that
were used in developing or building the forecasts of costs associated with the
different alternatives, but it is all subject to review and change as we go forward.

Tr. 506.

BPA also argues that the determination of program levels is beyond the scope of this rate
proceeding.

Q. This treatment of the cultural resources budget is not a new policy implemented for
this rate case to your knowledge. Is this level of budgeting for cultural resources
consistent with past BPA policy?
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A. (Mr. DeWolf) We do not know the answer and would argue that it is beyond the
scope of what we are here to sponsor as testimony.

Tr. 506.

Further, the analysis UCUT used to determine what it considered to be a “reasonable sum” for
bringing the existing cultural resources protection program into compliance with law was not
presented in its prior testimony. Neither BPA nor any other party had the opportunity to test the
analysis underlying these numbers through discovery or cross-examination.

There may be some risk associated with unplanned cultural resource issues that arise during the
FY 2002-2006 rate period. BPA adds PNRR to the generation revenue requirements to mitigate
against such potential financial risks. Revenue Requirement Study, WP-02-E-BPA-02, at 39.

Evaluation of Positions

UCUT argues that the current cultural resource budget is inadequate for the known and usual
cultural resources obligations. UCUT Brief, WP-02-B-UC-01, at 9. In addition, UCUT argues
that the recent example of the discovery of the Kennewick Man in July 1996 demonstrates the
likelihood that a number of unplanned issues will arise. Osterman, WP-02-E-UC-01, at 2;
UCUT Brief, WP-02-B-UC-01, at 9. UCUT asserts that BPA’s entire cultural resources budget
was used to comport with cultural issues surrounding the Kennewick Man. UCUT Brief,
WP-02-B-UC-01, at 9. Therefore, BPA should include additional funding for cultural resource
protection. Id. at 10.

UCUT and CRITFC/Yakama argue that BPA should increase its program levels for cultural
resources funding to $10.5 million annually (with an additional $5 million amount designated for
an inadvertent discovery fund). However, the spending levels for the operations and
maintenance direct funding agreements with the COE and Reclamation have already been
addressed in the Cost Review.

[T]he Cost Review recommendations and BPA’s planned implementation of those
recommendations have already received extensive public review. Pursuant to
81010.3(f) of BPA’s Procedures, the Administrator directs the Hearing Officer to
exclude from the record any material attempted to be submitted or arguments
attempted to be made in the hearing which seek to in any way visit the
appropriateness or reasonableness of BPA’s decisions on spending levels, as
included in BPA'’s test period revenue requirement for FYs 2002 through 2006.

64 Fed. Reg. 44318, 44322 (1999).

In their brief on exceptions, CRITFC/Yakama state that they believe “there is sufficient
information in the record to make a reasonable estimate of Bonneville’s future costs and include
them in the base revenue requirements.” CRITFC/Yakama Ex. Brief, WP-02-R-CR/YA-01,

at 12.
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UCUT’s and CRITFC/Yakama’s argument for supplemental program level funding is beyond
the scope of this power rate proceeding.

BPA is responsible to pay the power-related costs associated with the Federal dams operated

by the COE and Reclamation. If those costs are properly found to be higher, BPA will meet its
financial obligations. BPA faces many risks during the FY 2002-2006 rate period. The risk of an
inadvertent discovery, such as the Kennewick Man, is undoubtedly one of these risks. However,
no quantification of such a risk was demonstrated by the parties. The CRITFC/Yakama assertion
that implementing measures to meet certain laws will reduce BPA’s TPP is not supported by
evidence on the record. CRITFC/Yakama Brief, WP-02-R-CR/YA-01, at 7.

Finally, this rate proceeding is not the process that determines BPA’s program levels for the
fiscal years of the rate period. BPA has not yet established budgets for fish and wildlife costs for
the period FY 2002 through 2006. The amounts shown for cultural resources are simply
estimates at this point developed for the purpose of setting rates. These estimates are subject to
review and change in the future.

Decision

Since the level of the budget for the cultural resource protection program is outside the scope of
this power rate proceeding, requests for additional funds to supplement BPA’s program
spending levels for FY 2002-2006 will not be considered. The risk associated with those
expenditures is, however, at issue in this power rate proceeding. BPA acknowledges that there
may be some risk in this area. BPA has considered this risk and believes it is reasonable to
conclude that BPA’s PNRR are adequate to cover BPA’s exposure in this area.

54 Implementation of Fish and Wildlife Funding Principles

54.1 Equal Weighting of the 13 Alternatives

Issue
Whether BPA should treat each of the 13 Alternatives in the Principles as equally likely to occur.

Parties’ Positions

CRITFC/Yakama argue that equal weighting of the 13 Fish and Wildlife Alternatives in BPA’s
proposal is inappropriate and underestimates BPA’s potential fish and wildlife cost exposure,
and therefore increases risk to both BPA and Treasury. CRITFC/Yakama Brief,
WP-02-B-CR/YA-01, at 10-11. CRITFC/Yakama claim that BPA’s risk mitigation package
should be adjusted to account for the higher likelihood that these more expensive alternatives are
more likely to be implemented than the low cost alternatives. Id. at 20. In their brief on
exceptions, CRITFC/Yakama state that BPA ignored their extensive analysis on this issue.
CRITFC/Yakama Ex. Brief, WP-02-R-CR/YA-01, at 13.
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Alcoa/Vanalco argue that BPA’s equal weighting is irrational. As an example, they state that
over half of the alternatives include breaching dams on the Snake River, yet there is no basis for
concluding that this has been authorized, and no testimony in the record to allow any conclusion
that there is a greater than 50 percent probability that it will be authorized. Alcoa/Vanalco Brief,
WP-02-B-AL/VN-01, at 90; Alcoa/Vanalco Ex. Brief, WP-02-R-AL/VN-01, at 15. They

argue that BPA’s position in its Draft ROD is not persuasive or sufficient to carry BPA’s burden
of demonstrating cost recovery. Id. They also argue that BPA is refusing to do exactly what
Congress intended it to do: predict its future costs and then set rates to meet these costs.
Alcoa/Vanalco Ex. Brief, WP-02-R-AL/VN-01, at 17.

The 10Us argued that “BPA should have analyzed the fish and wildlife alternatives in this rate
proceeding to make the best possible determination of fish costs, rather than making an arbitrary
assumption that all 13 alternatives are equally likely.” Eakin et al.,
WP-02-E-AC/GE/IP/MP/PL/PS-01, at 11-12. The IOUs refer to the equal weighting as arbitrary
and unrealistic. They also claim that “by assuring that dam breaching was as likely as not, BPA
assumed a huge cost impact.” 10U Brief, WP-02-B-AC/GE/IP/MP/PL/PS-01, at 91.

Northwest Requirements Utilities (NRU) argued that BPA has assigned too high a probability for
the more expensive fish and wildlife alternatives. “On the expense side, there is a low
probability that some of the more expensive options under the 13 alternatives for system
reconfiguration will ever occur.” Saven, WP-02-E-NI-01, at 6.

PPC argues that “[t]he likelihood that dam breaching will be approved and implemented . . . has
been significantly reduced in recent months.” PPC Brief, WP-02-B-PP-01, at 47-48. They also
state that “certain other parties propose to revise BPA’s risk assessment and mitigation
techniques in order to accommaodate isolated and high cost fish and wildlife alternatives, chosen
from those that the Principles direct should be equally weighted. . . . BPA should reject such
proposals for to do otherwise would violate its rate pledge and misrepresent the risk faced by the
agency.” Id. at 50.

However, CRITFC/Yakama argue that BPA’s use of PPC statements on page 5-17 of the
Draft ROD is indicative of BPA’s unwillingness to analyze the serious risk it faces.
CRITFC/Yakama Ex. Brief, WP-02-R-CR/YA-01, at 13. CRITFC/Yakama claims that BPA’s
use of PPC’s argument amounts to willful blindness and is arbitrary and capricious. 1d.

BPA’s Position

BPA is implementing the Principles in the 2002 power rates (DeWolf et al., WP-02-E-BPA-13,
at 7), treating each of the 13 Alternatives as equally likely to occur. Id. at 10. This treatment is
integral to the “keep the options open” strategy. Id. The Principles are the product of extensive
regional discussion and Administration direction. See section 2.3 supra; see also

64 Fed. Reg. 44318, 44320-21 (1999). The guidance the Principles provide is not an issue to be
addressed in this rate case. See Burns and Elizalde, WP-02-E-BPA-08, at 4-5. See also

64 Fed. Reg. 44318, 44322-23.
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Additionally, equal weighting recognizes that it is unknown what will be included in a final
decision on a fish and wildlife plan for the region. DeWolf et al., WP-02-E-BPA-39, at 28.

The impact on the revenue requirements of including breach scenarios is very small.
DeWolf et al., WP-02-E-BPA-13, at 20-21.

Evaluation of Positions

In arguing against equal weighting, CRITFC/Yakama stated that “the higher cost alternatives are
more likely to be implemented because they are more likely to result in survival and recovery of
salmon stocks listed under the ESA, whereas the lower cost alternatives are unlikely to result in
survival and recovery.” See Sheets et al., WP-02-E-CR/YA-05, at 19. However, as noted above,
other parties believe the higher-cost alternatives are less likely to be adopted. PPC states that
“the likelihood that dam breaching will be approved by Federal agencies in 2000 and
implemented prior to 2006 has been significantly reduced in the last few months.” PPC Brief,
WP-02-B-PP-01, at 47-48. As Alcoa/Vanalco point out, no breaching has yet been authorized.
Alcoa/Vanalco Brief, WP-02-B-AL/VN-01, at 90.

CRITFC/Yakama state that BPA may not argue that since some utilities (which benefit from the
dams but have no responsibility to restore fish and wildlife) do not support some measures, that
the restoration actions are unlikely to be implemented. CRITFC/Yakama Ex. Brief,
WP-02-R-CR/YA-01, at 13. However, the parties which BPA cited, PPC and Alcoa/Vanalco,
did not state that they do not support breaching. Rather, they argue that there are significant
questions as to whether the region and Congress will make decisions and take actions in
sufficient time to affect the 2002-2006 rate period costs if a breaching decision is made.
Alcoa/Vanalco Brief, WP-02-B-AL/VN-01, at 90; PPC Brief, WP-02-B-PP-01, at 47-48.

The PPC testimony is evidence that the CRITFC/Yakama position (that the more expensive
alternatives are more likely to be adopted) is far from certain. While CRITFC/Yakama have
argued that not considering the higher cost alternatives under-estimates the costs and risks,

Id. at 14; and claim that BPA has ignored their arguments, Id. at 13; BPA has, in fact, taken a
reasonable and reasoned approach in its analysis of potential fish and wildlife costs by
considering the vastly differing opinions, including CRITFC/Yakama’s, as to what decisions will
be made in the future. See ROD sections 5.4.7.2, Issue 6, and 7.7, infra. CRITFC/Yakama
appear to be overlooking the possibility that an approach they or others suggest as the best may
not be the approach adopted by the relevant decisionmakers. In any case, BPA is not the
decisionmaker. Rather, BPA must estimate the likely decisions of other entities.

At this point, there is no consensus regarding which alternative should be implemented, or even
which alternative is most likely to result in better salmon recovery. DeWolf et al.,
WP-02-E-BPA-39, at 28. Additionally, there is considerable regional debate and no consensus
on the economic impacts and benefits of the various alternatives, with strong opinions at both
ends of the spectrum. Id. In the absence of clear science or regional consensus, BPA and the
Administration consider it prudent to assume that all options identified in the Principles are
equally likely to occur for purposes of setting rates and initiating Subscription. Id.
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Alcoa/Vanalco argue in their brief on exceptions that “BPA first excluded all evidence from the
rate case regarding the 13 Fish and Wildlife Alternatives, then stated that ‘there is no consensus
regarding which alternative should be implemented . . . BPA cannot have it both ways.”
Alcoa/Vanalco Ex. Brief, WP-02-R-AL/VN-01, at 17. As explained supra, BPA is referring to
regional consensus, not rate case consensus. The rate case is not the forum where decisions will
be made regarding which alternative will be implemented.

The fact that some parties have argued that dam breaching is more likely to occur than suggested
by the equal weighting, while other parties argue it is less likely, supports BPA’s contention that
equal weighting of all 13 Alternatives is a reasonable and balanced approach.

The region is in the process of trying to develop a fish and wildlife recovery plan, and until a
plan is developed, the Principles establish a reasonable approach that keeps the options open.
DeWolf et al., WP-02-E-BPA-39, at 29. The assumption that all 13 Alternatives are equally
likely is not an *“arbitrary assumption.” Indeed, the Principles are the product of extensive
regional discussion and Administration direction, and the assumption is integral to the “‘keep the
options open’ strategy. Id.

Alcoa/Vanalco argue that BPA is refusing to do exactly what Congress intended it to do: predict
its future costs and then set rates to meet these costs. Alcoa/Vanalco Ex. Brief,
WP-02-R-AL/VN-01, at 17. However, BPA’s approach is a reasonable one, which assumes a
wide range of potential costs and uncertainties, and demonstrates a very high probability that
proposed rates would recover this range of costs and other uncertainties. See ROD section 7.2,
infra.

The 10Us assert a “huge cost impact” results by assuming each dam breaching scenario is
equally likely to occur as other scenarios. In fact, there is very minimal impact to the revenue
requirement in the FY 2002-2006 rate period by assuming each dam breaching scenario is
equally likely to occur as other scenarios. If dam breaching is chosen as the strategy for system
reconfiguration, Congress presumably would address BPA’s repayment obligations and
allocations to project purposes in some manner. Changes in assumptions for the allocations to
project purposes and repayment obligations yield very little or no reduction in revenue
requirements for the 2002-2006 rate period. DeWolf et al., WP-02-E-BPA-13, at 20-21.

Decision
In the absence of clear science or regional consensus on a fish and wildlife recovery plan, it is
reasonable for BPA to treat each of the 13 Alternatives in the Principles as equally likely to

occur,

5.4.2 Range of Fish and Wildlife Costs

Issue

Whether BPA should have changed the range of costs associated with the Principles to reflect an
updated market forecast.
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Parties’ Positions

PPC argued that the range of costs used in the Principles ($438 million to $721 million) is
adequate. Hansen et al., WP-02-E-PP-09, at 14. Therefore, PPC asserts, BPA should reduce the
level of fish and wildlife costs included in revenue requirements for the 2002-2006 rate period to
the $438 million to $721 million range per year that the Principles instructed, rather than
adjusting the operational costs for an increased market forecast. PPC Brief, WP-02-B-PP-01,

at 50.

CRITFC/Yakama, on the other hand, argued that BPA should update the range of fish and
wildlife costs. They argued that BPA staff had stated that electricity prices would be updated
when AURORA model work was completed, Sheets et al., WP-02-E-CR/YA-05, at 4; and that
BPA has not adjusted the range inappropriately. Id. at 17.

BPA'’s Position

The Principles did not commit BPA to an exact set of costs. To the contrary, the second
Principle states, in part, that “BPA will use the full range of potential fish and wildlife costs and
financial impacts during the 2002-2006 rate period (currently estimated at $438 million to

$721 million) for planning purposes . .. ” DeWolf et al., WP-02-E-BPA-39, at 26-27. This
means that at the time the Principles were adopted, the costs of the Alternatives were estimated
to be in a range of $438 million to $721 million annually. Id. at 27. BPA was aware that the
component of the financial impacts due to operational constraints could change as the market
forecast was updated, and as BPA'’s ability to model the operational impacts improved. Id.

In its proposal, BPA has implemented the Principles using the Alternatives developed in the
Principles. It assumed the costs that were used in the development of the Principles, for “other
entities’” fish and wildlife O&M costs, BPA fish and wildlife O&M, and expenses for recovery
of capital for historical and projected fish and wildlife investment of the COE, Reclamation, and
BPA. BPA also assumed the generation effect for each of the 13 Alternatives as used in the
development of the Principles. BPA then updated the 20-mill market price assumption used in
the Principles to the same price forecasts used elsewhere in this rate case (i.e., a projected market
price which varies month-by-month). DeWolf et al., WP-02-E-BPA-39, at 27. This adjustment
resulted in a slightly broader range of total costs ($430 million to $780 million), but did not alter
the intent of the Principles. Id. at 27-28.

In their brief on exceptions, CRITFC/Yakama contend that BPA has not addressed their
arguments that the range of fish and wildlife costs should be much higher to address new
information. They take exception to BPA updating the market price of power but ignoring new
information on costs. They argue this is arbitrary and capricious, and that it results in BPA not
setting rates high enough to meet costs and assure payment to Treasury. CRITFC/Yakama

Ex. Brief, WP-02-R-CR/YA-01, at 14. This issue is addressed in ROD issue 5.4.3, infra.

Evaluation of Positions

BPA explained the reason for this adjustment:
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The update BPA made to the range of costs was isolated to the impacts on
revenues and power purchases associated with system operations. We simply
tried to reflect the market costs of power currently forecast for the rate period and
more accurately model the interaction between the uncertainty over market prices
and uncertainty over fish-related operational constraints.

DeWolf et al., WP-02-E-BPA-39, at 27.

Further, the second Principle itself states that the $438 million to $721 million was just the
“currently estimated” range of costs. Id.

This update is simply a recharacterization of the portion of the revenue requirement that is
attributable to implementation of the Principles. DeWolf et al., WP-02-E-BPA-39, at 28.

Failure to update this range would result in failure to reflect the fish and wildlife costs that are in
the revenue requirement, since purchase power is a significant component of revenue
requirements. Purchase power for fish cannot be determined separately from purchase power for
other reasons. Id. at 27. It is impossible to tell the difference between a power purchase for
marketing reasons and a purchase due to an operational requirement of fish. Id. Power purchase
costs in the revenue requirement are unchanged by this update. Id. at 28.

It is reasonable for BPA to update one set of data, the market prices, with the most recent data
from the same sources, and not update other data (on fish and wildlife costs) where the source of
that data is substantially less authoritative (see ROD section 5.4.4, infra).

As stated above, BPA was aware that the component of the financial impacts due to operational
constraints could change as the market forecast was updated, and as BPA’s ability to model the
operational impacts improved. DeWolf et al., WP-02-E-BPA-39, at 27. Further, this
expectation was conveyed to the parties. As CRITFC/Yakama stated, “Bonneville staff stated
they would update this analysis (which assumed 20 mills) when they had completed additional
analysis of the future market price of electricity using the AURORA model.” Sheets et al.,
WP-02-E-CR/YA-05, at 4.

Decision

It was reasonable for BPA to update the range of costs associated with the Principles to reflect
an updated market forecast.

54.3 Fish and Wildlife Costs and Probabilities

Issue

Whether BPA should use other estimates of fish and wildlife costs and probabilities rather than
the fish and wildlife costs established in the Principles.
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Parties’ Positions

CRITFC/Yakama claim that the fish and wildlife decisions which will be made by the Federal
Government “will almost undoubtedly increase Bonneville’s costs . . . By not adequately
addressing these costs in its proposal, Bonneville increases the risks that it will not be able to
cover all of its costs or assure timely repayment to the Treasury.” CRITFC/Yakama Brief,
WP-02-B-CR/YA-01, at 8. CRITFC/Yakama also argue that BPA has significantly
underestimated the risks that it faces and has not included sufficient costs in its revenue
requirements. Id. at 9. As a result, BPA has not set rates high enough to meet its costs and
assure payment to Treasury. CRITFC/Yakama EXx. Brief, WP-02-R-CR/YA-01, at 15.
CRITFC/Yakama also allege that though a memorandum from William Stelle of NMFS calls for
strengthening BPA’s proposed contingencies [risk mitigation tools], BPA’s proposal actually
weakened several of them, including reducing PNRR, reducing the projected average ending
reserves, and reducing the threshold for dividend distributions to BPA’s customers.
CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 32. CRITFC/Yakama claim the direct program
level of $179 million should not have been assumed to be a “high” alternative, but rather is a
Columbia Basin Fish and Wildlife Authority (CBFWA) budget that should have been used as a
“best estimate.” Id. at 34-35; CRITFC/Yakama EXx. Brief, WP-02-R-CR/YA-01, at 15. They
also claim BPA ignored evidence that more recent estimates were much higher than the range
BPA considered, and that their evidence shows that the fishery managers believe that the more
recent estimates are much more realistic. CRITFC/Yakama Ex. Brief, WP-02-R-CR/YA-01,

at 15. Ignoring this more realistic information was arbitrary and capricious. 1d.

CRITFC/Yakama also state that BPA has erred by assuming a low probability for fish and
wildlife alternatives that are most likely to comply with applicable Federal and environmental
laws—CWA, ESA, F&WCA, and the Northwest Power Act. CRITFC/Yakama Brief,
WP-02-B-CR/YA-01, at 11. UCUT incorporates CRITFC/Yakama’s position by reference.
UCUT Brief, WP-02-B-UC-01, at 21.

In their brief on exceptions, CRITFC/Yakama contend that BPA has not addressed their
arguments that the range of fish and wildlife costs should be much higher to address new
information. They take exception to BPA updating the market price of power but ignoring new
information on costs. They argue that this is arbitrary and capricious, and that it results in BPA
not setting rates high enough to meet costs and assure payment to Treasury. CRITFC/Yakama
Ex. Brief, WP-02-R-CR/YA-01, at 14.

UCUT states that “[i]n its risk analysis, BPA used no objective criteria to assess its fish and
wildlife costs and did not rely on expertise in fish and wildlife agencies.” UCUT Brief,
WP-02-B-UC-01, at 19. They claim that experts in matters of fish and wildlife and endangered
species have testified that fish and wildlife options that are likely to be successful are the more
costly options, and include options not listed in the 13 Alternatives. Id.

The Shoshone-Bannock Tribes states that “[b]oth the UCUT and Yakama Nation and CRITFC
briefs point out that the risks after 2006 have not been adequately addressed by BPA’s proposal.
As such, the Shoshone-Bannock [sic] Tribes support and join in the positions taken by the
Yakama Nation and CRITFC and the UCUT in their Initial Briefs.” The Shoshone-Bannock
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Tribes also agree with the suggested remedies of CRITFC/Yakama. Shoshone-Bannock Brief,
WP-02-B-SH-01, at 9.

PPC argued that the range of $438-$721 million is adequate. Hansen et al., WP-02-E-PP-09,
at 14. They also argue that certain other parties propose to revise BPA’s risk assessment and
mitigation techniques in order to accommodate “isolated and high cost fish and wildlife
alternatives, chosen from those that the Principles direct should be equally weighted . . . BPA
should reject such proposals for to do otherwise would violate its rate pledge and misrepresent
the risk faced by the agency.” PPC Brief, WP-02-B-PP-01, at 50. The PPC also stated that
“BPA has done a reasonable job of considering the preliminary cost estimates of the fisheries
agencies and tribes in evaluating the risks of high fish costs and of balancing this with other
responsibilities.” Hansen et al., WP-02-E-PP-09, at 13.

Further, PPC stated that parties’ testimony in favor of increasing the range of potential costs is
premature, because the fish and wildlife managers have yet to demonstrate that they can
implement programs that are consistent with such benchmarks as PPC describes. Hansen et al.,
WP-02-E-PP-09, at 15.

PPC also stated:

Even if high-cost alternatives are eventually adopted by Congress, it is not a
foregone conclusion that BPA would be required to fund them all. An important
consideration regarding who would pay for measures appears in

section 4(h)(8)(B) of the Northwest Power Act . . . which provides that the
NWPPC shall consider, in developing and adopting its fish and wildlife program,
principles that include the following:

Consumers of electric power shall bear the cost of measures designed to
deal with adverse impacts caused by the development and operation of
electric power facilities and programs only.

In view of the ongoing debates about salmon survival in the ocean, fresh water
habitat measures unrelated to dams, and production and harvest measures, it is not
clear which of the components of the highest cost alternatives would qualify for
BPA funding under this provision of the Northwest Power Act.

Hansen et al., WP-02-E-PP-09, at 16.

BPA'’s Position

BPA is implementing the Principles in this rate case, DeWolf et al., WP-02-E-BPA-13, at 7,
treating each of the 13 Alternatives as equally likely to occur. Id. at 10. The Principles are the
product of extensive regional discussion and Administration direction. See section 2.3, supra;
see also 64 Fed. Reg. 44318, 44320-21. The guidance the Principles provide is not an issue to be
addressed in this rate case. See Burns and Elizalde, WP-02-E-BPA-08, at 4-5. See also

64 Fed. Reg. 44318, 44322-23.
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While it is impossible to predict precisely BPA'’s fish and wildlife costs during the upcoming rate
period, the range of costs represented by the 13 Fish and Wildlife Alternatives represents a
reasonable range of costs given the variety of possible future alternatives for program
implementation and operational impacts. DeWolf et al., WP-02-E-BPA-39, at 32.

Evaluation of Positions

CRITFC/Yakama claim the direct program level of $179 million should not have been assumed
to be a “high” alternative, but rather is a CBFWA budget that should have been used as a “best
estimate.” CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 35. As stated in cross-examination
at Tr. 502-4, the $179 million level was an estimate that was presented to BPA during the
development of the Principles, and it is prudent to consider a range as the Principles suggested
when it defined the range between $100 and $179 million.

BPA'’s studies include estimates of the probabilities of having to sponsor a particular pattern of
costs, including the timing of the costs (in the 2002-2006 period), not the probability of the
eventual necessity of particular measures. DeWolf et al., WP-02-E-BPA-39, at 32. The range of
costs represented by the 13 Fish and Wildlife Alternatives represents a reasonable range of costs,
given the variety of possible future alternatives for program implementation and operational
impacts, for the following reasons:

1. In @ memorandum to the Regional Federal Executives, while discussing the “need for
substantial increases in fish and wildlife program funding after 2000,” William Stelle, Jr.,
of the NMFS stated “NMFS believes these costs have been adequately captured in the
range of alternatives under analysis in the rate case.” Id., Attachment 1, at 2.

As CRITFC/Yakama point out, Mr. Stelle’s memorandum encourages BPA to consider
strengthening its risk contingencies, such as the CRAC. CRITFC/Yakama Brief,
WP-02-B-CR/YA-01, at 32. CRITFC/Yakama claim that BPA’s proposal actually
weakened several of the contingencies. 1d. However, in BPA'’s rate proposal (filed
subsequent to the date of Mr. Stelle’s memorandum), BPA is increasing the threshold at
which the CRAC would trigger, as well as increase the amount of revenue that BPA
could receive under a CRAC. Additionally, BPA’s starting reserves are forecast to be
substantially higher than forecast at the time Mr. Stelle’s memorandum was written.

At the same time, BPA acknowledges that PNRR is recalibrated.

2. The range of fish and wildlife costs in the Principles is robust, in several ways.

» Five of the 13 Alternatives include high-cost drawdown, even though it is unlikely
that Congressional authorization and appropriations would occur in sufficient time for
these costs to occur in FY 2002-2006.

» Also, in implementing the Principles, BPA has assumed that Congress will
appropriate capital funds consistent with the amounts and timing of investments
projected in the 13 Alternatives. The level of appropriations required is nearly double
the amount Congress has recently appropriated for Columbia River fish mitigation.
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» Additionally, in developing the range, no test of scientific appropriateness has been
applied to the activities included, and such a test might eliminate some of the
activities.

DeWolf et al., WP-02-E-BPA-39, at 31.

3. BPA'’s studies assume BPA will pay all of the power-related costs contained in each of
the alternatives. DeWolf et al., WP-02-E-BPA-39, at 30. With respect to the dam
breaching alternatives, BPA has included all of the power-related costs for the breach
investment, plus assumed that BPA will repay the entire original cost of the dam that is
still owed. Id. However, following breach, power production may no longer be a project
purpose for the breached dams. 1d. Should Congress authorize dam breaching, it will
necessarily look at who should pay the dam’s original investment costs plus the costs for
breaching. Id. With no power generation purpose, it is uncertain whether BPA will
remain responsible for the same scope of project costs. Id.

4. BPA may not be responsible for all other costs contained in the 13 Alternatives.
Currently the region is working to develop a Unified Regional Plan for fish and wildlife.
DeWolf et al., WP-02-E-BPA-39, at 31. An element of this plan will include
determining what BPA will be responsible for, as well as the responsibilities for the other
Federal agencies, states, and local governmental bodies. Id. It is not a certainty that BPA
will be charged for 100 percent of the costs, because the plan has not been completed or
approved, and Congressional action has not been taken. Id.

For all these reasons, BPA agrees with the PPC that the range is adequate, Hansen et al.,
WP-02-E-PP-09, at 14; and that to revise BPA’s risk assessment and mitigation techniques in
order to accommodate isolated and high-cost fish and wildlife alternatives, chosen from those
that the Principles direct should be equally weighted, misrepresents the risk faced by BPA. PPC
Brief, WP-02-B-PP-01, at 50. CRITFC/Yakama have provided reasons they believe costs will
be higher than BPA'’s proposal considered, CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 8,
15; and others have provided reasons they could be lower than BPA’s proposal considered.
BPA'’s proposal represents a reasonable balance between those who believe higher cost
alternatives will be adopted and those who believe lower cost alternatives will be adopted. And,
as pointed out by the NRU, “the financial assumption that these very high cost programs will be
adopted is contrary to the “Fish Funding Principles,” . . . and is beyond the scope of this case.
The CRITFC/Yakama and NEC/SOS proposals should be rejected.” NRU Brief,
WP-02-B-NI-02, at 13.

UCUT states that “[i]n its risk analysis, BPA used no objective criteria to assess its fish and
wildlife costs, and did not rely on expertise in fish and wildlife agencies.” UCUT Brief,
WP-02-B-UC-01, at 19. However, the Principles were developed in the Three Sovereigns
Process, which included many individuals with expertise in fish and wildlife agencies. This
process was described in an attachment to CRITFC/Yakama testimony entitled “Attachment
Cost Estimates for Two Fish and Wildlife Alternatives”:
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In the Spring and Summer of 1998, Federal, state, and tribal staff worked together
through the Three Sovereigns Process to identify fish and wildlife alternatives.
This effort identified 13 alternatives that ranged from the status quo operation
with reduced river flows to modifying five dams to natural river conditions,
implementing Clean Water Act (CWA) measures, increasing river flows, and
adding new hatcheries to supplement natural production.”

Lothrop, WP-02-E-CR-02, Attachment 3, at 5-6.

The Principles were developed “in consultation with constituents, customers, other Federal
agencies, the Northwest Congressional delegation, and Columbia Basin Tribes in an extensive
public involvement process.” 64 Fed. Reg. 44318, 44321. As stated in the Revenue
Requirement Study Documentation, Vol. 1, WP-02-E-BPA-02A, at 347, “a work group set up
under the auspices of the 3 Sovereigns (now the Columbia Basin Forum) identified a list of
individual actions or measures for each of the 13 Fish and Wildlife Alternatives.” In the
description of the System Configuration Alternatives, Id. at 369, it is explained that “the
workgroup used as a starting point the system configuration alternatives that are being evaluated
in the Plan for Analyzing and Testing Hypotheses (PATH) process and COE’s Lower Snake
Feasibility Study.”

It is reasonable for BPA to adhere to the Principles, using the 13 Alternatives developed during
the development of the Principles. If BPA were to revise BPA’s risk assessment and mitigation
techniques in order to accommodate isolated and high-cost fish and wildlife alternatives, chosen
from those that the Principles direct should be equally weighted, it would be misrepresenting the
risk faced by the agency. BPA’s studies include estimates of the probabilities of having to
sponsor a particular pattern of costs, including the timing of costs.

Decision

BPA will adhere to the Principles, using the 13 Alternatives developed during the development of
the Principles.

544 Use of Other Fish and Wildlife Alternatives in Risk Analysis

Issue

Whether BPA should substitute or supplement its risk analysis with the analysis in the May 11,
1999, memorandum by regional staff of EPA, NMFS, USFWS, and Treasury.

Parties’ Positions

CRITFC/Yakama argue that BPA should incorporate the May 11, 1999, staff level memorandum
into its risk analysis. CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 55-57; CRITFC/Yakama
Ex. Brief, WP-02-R-CR/YA-01, at 16-18. The May 11, 1999, memorandum by regional staff of
EPA, NMFS, USFWS, and a senior Treasury staff person was introduced in testimony by
CRITFC/Yakama. Lothrop, WP-02-E-CR-02, at 3. They argue that the memorandum describes
an “experimental management alternative for an aggressive stream of investment in fish and
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wildlife recovery measures during the interim period while the region and Congress consider
Snake River dam removal.” 1d. They note that much higher costs are assumed with these
proposals, especially during the 2002-2006 rate period. Id.

CRITFC/Yakama and UCUT argue in their initial briefs that an annual direct cost estimate of
$325 million for fish and wildlife over the 2002-2006 rate period from the May 11 memorandum
should be used; that cost assumptions as high as $390 million a year during the period should be
analyzed; and these estimates are more reasonable than BPA'’s treatment of fish and wildlife
costs over the 2002-2006 rate period. CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 55-56.
See also UCUT Brief, WP-02-B-UC-01, at 19-20. Finally, CRITFC/Yakama argue that BPA has
ignored the May 11 memorandum and that BPA’s failure to incorporate it into its risk analysis is
arbitrary and capricious. CRITFC/Yakama Ex. Brief, WP-02-R-CR/YA-01, at 18.

BPA’s Position

Incorporation of the May 11, 1999, memorandum into BPA’s analysis of fish and wildlife risks
IS unnecessary, because the fish and wildlife risks are adequately addressed by BPA’s risk
analysis. DeWolf et al., WP-02-E-BPA-39, at 31. BPA’s risk analysis implements the
Principles, while the May 11 memorandum lacks documentation and is contradicted, in part, by a
subsequent May 26, 1999, memorandum from Mr. William Stelle, head of the Seattle office of
the NMFS, which concludes that NMFS believes these costs have been adequately captured in
the range of alternatives under analysis in the rate case. 1d., Attachment 1, at 1. BPA has not
ignored the May 11 memorandum in its fish and wildlife risk analysis. Rather, it has chosen to
rely on a risk analysis and risk mitigation strategy which follow the Principles. BPA’s actions
meet the standard applicable to rate cases. See ROD section 1.4, supra.

Evaluation of Positions

Consistent with past practice and legislative mandate, BPA made substantial efforts in this rate
case to enable a wide range of customers and stakeholders to participate in this process.

See e.g., BPA 2002 Proposed Wholesale Power Rate Adjustment, Public Hearing, and
Opportunities for Public Review and Comment, 64 Fed. Reg. 44318, 44323-24

(August 13, 1999); DeWolf et al., WP-02-E-BPA-39, at 20-24.

CRITFC/Yakama introduce the May 11, 1999, memorandum as part of a broader attack on
BPA'’s treatment of fish and wildlife in its risk analysis. Lothrop, WP-02-E-CR-02,
Attachment 3, at 1. See also DeWolf et al., WP-02-E-BPA-39, Attachment 1, at 1. The May 11
memorandum was authored by regional staff at EPA, NMFS, USFWS and senior staff at the
U.S. Treasury. The Hearing Officer, following Motions to Strike by BPA and the PPC, limited
use of the May 11 memorandum to “test or challenge a party’s risk analysis.” WP-02-O-14.
Rather than comparing the information in the May 11 memorandum with BPA’s Risk Analysis
Study Documentation, WP-02-E-BPA-03A, and cross-examination testimony regarding risk
analysis (Tr. 735-832, 1902-1949), CRITFC/Yakama argue that BPA should adopt in its risk
analysis the contents of the May 11 memorandum. CRITFC/Yakama Brief,
WP-02-B-CR/YA-01, at 29-30. That is neither a test nor a challenge of BPA’s risk analysis, as
limited by the Hearing Officer. CRITFC/Yakama provide no explanation or citation to
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testimony for their assertions that, where Mr. Stelle’s memorandum calls for strengthening the
proposed contingencies, BPA actually weakened its risk package in its initial proposal. Id. at 32.

The May 11 memorandum is contradicted by the May 26, 1999, memorandum of Mr. Stelle,
which states, “The timing of the rate case is out of sync with the timing of decisions regarding
fish and wildlife operations through 2006. Options for those decisions are being examined
currently through a number of regional processes, including the Federal Caucus. In the absence
of final decisions, BPA has committed to setting its rates in a way that would not foreclose any
of the options being considered.” DeWolf et al., WP-02-E-BPA-39, Attachment 1, at 1.

Mr. Stelle noted that while fish and wildlife costs might be higher after 2006, it is difficult to
“pin down with accuracy” the range of out-year costs. Id. at 2. Mr. Stelle then stated, “NMFS
sees no reason to conclude that BPA will not be able to cover anticipated costs.” Id.

Mr. Stelle also contradicts the May 11 memorandum’s claim that BPA’s draft proposal (which
was shared with representatives of the Federal agencies prior to commencement of the rate case)
was inadequate. See DeWolf et al., WP-02-E-BPA-39, Attachment 1, at 1. The May 11
memorandum did not represent a Federal consensus on the issues it addresses, nor did the
memorandum present new, reliable information.

CRITFC/Yakama attempt to repudiate the equal weighting of the 13 Fish and Wildlife
Alternatives BPA has included in its rate proposal, but their effort is not supported by the record.
Mr. Stelle’s May 26 memorandum accepts BPA’s “. . . firm and explicit assurances that it will
meet these costs across a wide range of assumptions, with substantive supporting documentation.
We see no basic remaining disagreement about these analyses or conclusions.” DeWolf et al.,
WP-02-E-BPA-39, Attachment 1, at 1. Further, “BPA has committed to setting its rates in a way
that would not foreclose any of the options being considered.” Id. Mr. Stelle states, “Although it
is impossible to predict with precision at this time what a fish and wildlife budget agreement
thorough 2006 would look like, the range of costs BPA could cover with its contingent funding
proposal appears adequate to cover the likely range of fish and wildlife costs through 2006.”

Id. at 2.

Further, CRITFC/Yakama’s efforts to argue against the equal weighting of the 13 Fish and
Wildlife Alternatives through the May 11 memorandum is outside the scope of the rate case as
described in the Federal Register and as limited by the Hearing Officer, and should be
disregarded. BPA'’s Rules of Procedure Governing Rate Hearings, 81010.11(a)(2); 81010.13(b)
and 81010.13(c); Hearing Officer Order, WP-02-O-14.

Finally, the May 11 memorandum cited by CRITFC/Yakama lacks substance and reliability on
its face. Itis unsigned. It has not been finalized. It was not authenticated and was outside the
public records exception to hearsay rules. Federal Rules of Evidence 801 and 803(8).

See also DeWolf et al., WP-02-E-BPA-39, Attachment 1, at 2.

Each of the participants who offer alternatives for BPA to consider as it meets its fish and
wildlife obligations offers choices that conflict with other choices. BPA must balance these
alternatives with other interests and obligations to produce its rates. This is consistent with
BPA’s statutory charge. 16 U.S.C. 8839¢(i). However, BPA is forced by the ratesetting process
and its obligations to the region to accept some positions and reject others. See, e.g., Association
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of Public A%;ency Customers v. Bonneville Power Administration (APAC v. BPA), 126 F.3d 1158,
1174-76 (9" Cir. 1997). Congress has granted BPA an unusually expansive mandate to operate
with a business-oriented philosophy, and courts have found it wise to defer to BPA in matters
such as these, “especially when the agency is responding to unprecedented changes in the market
resulting from deregulation.” APAC v. BPA, at 1, 171. These changes continue to confront BPA
and the wholesale electric power industry. See, e.g., Burns and Elizalde, WP-02-E-BPA-08,

at 2-8. Changes include implementation of FERC’s functional separation orders (Id. at 2),
changing market conditions (Id. at 2-3), and implementation of the Principles (Id. at 4-6). BPA’s
risk analysis, including its decision not to revise its risk analysis and to retain a “keep the options
open” fish and wildlife strategy, reflects a reasonable approach to these changes in the industry
and the Columbia River Basin. The decision not to modify BPA’s risk analysis by including
values and concepts presented in the May 11, 1999, memorandum was appropriate, because
BPA'’s risk analysis keeps the fish and wildlife options open. Thus, BPA has not ignored the
May 11 memorandum; it has chosen to rely on a risk analysis and risk mitigation strategy which
follow the Principles, in light of the obvious limitations of the May 11 memorandum. BPA’s
decision not to revise its risk analysis to reflect information contained in the May 11
memorandum is reasonable given the current business environment.

BPA'’s fish and wildlife risk analysis and risk mitigation, including its treatment of the May 11
memorandum, are supported by substantial evidence and are not arbitrary and capricious.

See ROD, section 1.4, supra.

Decision

BPA made appropriate judgments when it did not revise its risk analysis to reflect the
information contained in the May 11, 1999, unsigned, draft memorandum by regional staff of
EPA, NMFS, USFWS, and a senior Treasury staff person.

545 Fish and Wildlife Obligations

Issue

Whether BPA has inappropriately included funds to cover costs and risks, including fish and
wildlife costs and risks, that might be incurred in a subsequent rate period (i.e., post-2006).

Parties’ Positions

The 10Us claim that BPA is improperly accumulating excess reserves in this case in order to pay
for fish costs for the post-2006 rate period. 10U Brief, WP-02-B-AC/GE/IP/MP/PL/PS-01,

at 52. They claim, in their brief on exceptions, that BPA’s Draft ROD fails to reconcile its
conclusion with BPA’s prior statements to NEC/SOS that its “unprecedented expected reserves
of $1.4B by 2006 positioned it to cover most of the 18 fish cost scenarios post-2006.” 10U

Ex. Brief, WP-02-R-AC/GE/IP/MP/PL/PS/EN-01, at 40. “While the [10Us] would like to
believe that BPA is not improperly accumulating reserves, BPA’s assurances that it is not so
doing--in the face of its unprecedented ending reserves--offer no comfort when BPA has made
statements to others that reveal a different agenda.” 1d.
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CRITFC/Yakama argued that BPA is not including post-2006 costs. “The proposed rates are
designed to cover Bonneville’s costs and maintain a high Treasury payment probability in this
rate period and next. It is common practice for a business to position itself to address future risk
by creating reserves necessary to accommodate that future risk.” Sheets et al.,
WP-02-E-CR/YA-05, at 10.

CRITFC/Yakama also assert that fishery managers agree that fish and wildlife costs will increase
significantly after 2006. A significant portion of this added cost will be paying the long-term
debt service on fish and wildlife protection measures that are implemented during the

2002-2006 rate period. CRITFC/Yakama Brief, WP-02-B-CR/YA-01, at 46-47.

BPA’s Position

BPA'’s rates are being set to recover costs for the FY 2002-2006 period. DeWolf et al.,
WP-02-E-BPA-39, at 20. Adopting a mechanism to distribute during the FY 2002-2006 period
some 