BPA's ratecase (draft) decisions -- CUB's arguments win

BPA has issued its almost-600 page draft Record of Decision (ROD) in its ratecase.  There will be one more round of testimony, but generally BPA doesn’t change much at this point.

The whole ratecase, essentially, addressed the Residential Exchange issue.  Otherwise BPA just kept its current policies in place, making only some minor changes due to updated costs, etc.  The reason the Exchange was at issue was due to a 9th Circuit Court ruling invalidating the Settlement that governed the Exchange since 2002.  A brief explanation of that follows, and then a discussion of BPA’s decisions.  

First, an important caveat:  NW Energy Coalition, was not involved in these issues and takes no position regarding the Exchange.  The resolution of the Exchange, unfortunately, is one of those zero-sum games between the investor-owned utilities (IOUs) and the consumer-owned utilities.  There is only so much money available and if one side gets more, the other gets less.  Because the issue, while important to consumers, is so contentious and involves Coalition members on both sides, we have never really gotten involved—and don’t intend to now!

The Exchange is a mechanism required by the NW Power and Conservation Act (Act) that governs, among other things, how Bonneville sets its rates.  It was developed as a part of the grand compromise that passed the Act.  There’s a great story here, but I’ll just say that it was a piece given to the IOUs that was supposed to keep their residential rates pretty close to those of the public utilities that purchase power from BPA.  (The IOUs, being for-profit, are not preference customers of BPA.)  Basically it’s a payment from BPA to the IOU residential and small-farm customers.  The amount of the payment is based on how big a difference the IOU rates are from BPA’s rates.  So a customer served by a high-rate utility such as PGE or PSE gets a larger payment than Idaho Power or Avista.

Well, for various reasons (also a fun story) brought on around 1996 by very low market prices, BPA got very worried that its rates would be higher than that market.  It knew that in 2001 its power contracts with its utilities were expiring and was very worried that its customers would just buy from someone else, leaving BPA’s huge debt behind.  So it went on a cost-cutting frenzy, slashing whatever it could.  That included spending on conservation (cut over 90%!!), deferring maintenance, and changing how the Exchange was calculated.  Instead of basing the amount on the difference in its rate and the IOUs’ rates, it changed it to the difference between its rates and market.  The IOUs saw their payments fall, because market prices were low, helping to keep the PF (preference) rate low.

Unfortunately, when the energy crisis of 2000-2001 hit, and market prices went through the roof, the strategy backfired.  Using that formula would have resulted in payments to the IOUs of billions of dollars.  So intense negotiations resulted in a Settlement starting in 2002 that disconnected the payments from these rate comparisons.  The Settlement simply was a payment of around $400 million per year—and it went to each of the IOUs equally, not mostly to the ones with the highest rates.  

Lots of people sued, and the 9th Circuit finally issued its ruling last year.  It basically threw out the settlement as being too far from the governing law.  So BPA’s ratecase focused on starting over, using the Act once again as the basis for the calculation—including recreating what should have happened back to 2002.

I won’t get into the gory details over how the Exchange payment is determined, but generally it depends upon the difference between BPA’s and the IOUs’ rates, as I explained above.  However, there is one very crucial and tricky “cap” on how much it is, called the 7b2 (named after Section 7(b)2 of the Act) “rate test.”  Basically 7b2 says that the existence and size of the Exchange payment cannot hurt the public utilities.  That is, when the Act was negotiated, the public utilities were assured that their rates would be no higher with the Act than without it—that’s one of the main things that helped get them on board.

Well, how did the Act deal with the fact that giving the IOUs money would raise the publics’ rates?  It called for the cost of the Exchange to be paid for by OTHER customers.  The other customers back in 1980 when the Act was passed were the aluminum companies, sometimes called the Direct Service Industries or DSIs.

That solution was fine before around 1996, but after then, BPA’s sales to the DSIs essentially disappeared as the companies went out of business or moved to Brazil and Iceland where power was even cheaper.  So during this ratecase, the public utilities argued that the 7b2 rate test meant that the Exchange would have to be very small—and BPA’s staff agreed.

This is where CUB’s testimony comes in.  CUB noticed that THERE ARE OTHER CUSTOMERS BESIDES THE DSIs.  CUB argued that BPA just doesn’t sell to its preference customers (and few remaining DSIs), but also makes hundreds of millions of dollars in “surplus” sales to California, non-firm sales to Slice customers, and the market in general.  Surplus sales are sales of power when water conditions are above “critical” lowest-in-history levels.  They amount to around $600 million per year in an average water year.  

It’s important to know that the revenues from those sales go back to reduce the preference customers’ rates—in essence, they have always been owned by those customers.

CUB argued that the cost of the Exchange should be recovered from those sales.  What that would do is take the cost of the Exchange out of the surplus sales, leaving only what was left to the preference customers.  So even though those customers were protected by the 7b2 rate test, their rates would go up anyway due to the reduced surplus sales revenue they would receive.  Essentially a clever run around the way the Act had been interpreted since 1981.  

And....BPA bought the argument.  One can imagine this will go back to court!  But in the meantime, it looks like the 7b2 rate protection is a bit porous, to say the least.
