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Summary

BPA has released a proposal for allocating all of its power for the next 20 years.  The proposal is designed to provide certainty for BPA and its utilities about future power supply.  It does not provide any certainty for fish and wildlife.  The proposal would stop any further expansion of Yakama Power and could restrict the formation of other new tribal utilities.

Comments are due September 29, 2006.

Background

Since 1937, BPA has served all of the power needs of public utilities.  As energy needs increased, BPA added additional dams and then a nuclear plant and a few smaller resources; the costs for the existing and new resources were melded together into a single rate.  BPA charges public utilities for the costs of operating these resources (cost-based rates); it does not make a profit.

BPA’s current power sales contracts with utilities expire in 2011 and utilities are seeking certainty on how much power they can purchase from BPA in the future.  BPA also wants certainty about how much power it will need to add in order to serve the utilities—it takes several years to build new power generators.  In addition, BPA and the utilities want to lock in the current cost-based approach into long-term contracts so the Administration or Congress cannot raise BPA’s rates to market-based levels (market-based rates would double BPA rates).

The proposal would serve most existing public utility energy needs with cost-based power—between 2007 and 2009 BPA power will be 53 percent below BPA’s estimate of the cost of market-based electricity.  As utilities need additional power, they can develop it themselves or contract with BPA at the higher costs needed to develop new power plants. 

The proposal has the potential to add up to 1,100 megawatts of power into the cost-based rates to serve existing and new utility needs and the DSIs (aluminum smelters).  BPA Could add up to 300 megawatts to serve the needs of existing utilities, up to another 250 is could be added to serve new utilities, and up to 567 megawatts if BPA decides to serve the DSIs.  These additional resources would raise BPA rates.  Adding 1,100 MW at BPA’s current estimate for the cost of new resources would increase its rates from $27 per megawatt-hour to $33 per megawatt-hour—a 27 percent increase.  This could put additional pressure on cutting fish and wildlife funding.

	Impact of Adding Resources to Tier 1

	 

	Augmentation to serve current utilities
	 

	 
	MW
	MWh
	Rate
	Increase

	Existing
	      7,100 
	   62,196,000 
	 $   25.31 
	 

	New
	        300 
	    2,628,000 
	 $   76.56 
	 

	Combined
	      7,400 
	   64,824,000 
	 $   27.39 
	8%

	 
	
	
	
	 

	Augmentation to serve current and new utilities

	 
	MW
	MWh
	Rate
	Increase

	Existing
	      7,100 
	   62,196,000 
	 $   25.31 
	 

	New
	        450 
	    3,942,000 
	 $   76.56 
	 

	Combined
	      7,550 
	   66,138,000 
	 $   28.36 
	12%

	 
	
	
	
	 

	Augmentation to serve current and new utilities and DSI

	 
	MW
	MWh
	Rate
	Increase

	Existing
	      7,100 
	   62,196,000 
	 $   25.31 
	 

	New
	      1,100 
	    9,636,000 
	 $   76.56 
	 

	Combined
	      8,200 
	   71,832,000 
	 $   32.19 
	27%


Summary of Issues and Concerns

Fish and Wildlife Issues: This process is not coordinated with fish and wildlife decisions.  The proposal may allocate the federal power, based on current river operations, prior to the completion of the current or a future FCRPS Biological Opinion remand process.  These remands may limit the power that can be generated from the federal dams; if BPA has already committed that power through the allocation process then it would be required to acquire additional electricity, beyond the amounts above, for several years (during the remainder of the current rate period); this would create a risk for other BPA funding such as fish and wildlife.  For example, when BPA over-committed to utilities in 2001, the cost was $3.9 billion and BPA eliminated or reduce fish and wildlife actions.

BPA claims that the proposal will provide more certainty to BPA’s ability to fund fish and wildlife.  BPA states that this funding has been most at risk when its rates are near or above market rates (BPA rates were near market rates in the late 1990s).  The proposal moves the costs of new resources into a separate rate; this should keep the costs of operating the current system well below market rates.  This may be an advantage of the proposal; however, the analysis above shows that the cost-based rates are likely to go up so there is likely to be continued pressure on fish and wildlife funding.  

While it is true that if BPA’s rates are close to market, it puts pressure on all costs, BPA’s rationale does not fit the recent facts.  Fish and wildlife protection has been cut when BPA faced rate increases or the prospect of deferring payments to the Treasury in 1994 and 2001.  

The proposal does not provide any commitments that BPA will fully implement the NPCC fish and wildlife program or the FCRPS biological opinion.  Tribal representatives have sought such commitments to send a clear signal to the utilities signing new contracts that the cost-based rates will include higher fish and wildlife costs.  

Regional Cost Review: The proposal includes an extensive on-going process to review BPA’s costs.  This will require resources to participate in the process.  Utilities are seeking the ability to make recommendations about fish and wildlife and other costs.  One of the alternatives BPA considered would set up a Cost Review Board with set membership, voting, and broad authority to affect BPA spending (in the alternative, the tribes were given one vote at a table dominated by utilities).  While BPA has not selected this alternative, it will be important to comment on this issue.

Yakama Power: The proposal would essentially block any expansion of the new utility established by the Yakama Nation.  Yakama Power’s allocation of cost-based power would be set at 2010 levels, when the new utility’s load is expected to be three to seven megawatts.  Full service to the Reservation would require about 42 megawatts.  Under the proposal, power beyond the 2010 allocation would be at a much more expensive rate than the existing service from Pacific Power and therefore, it is unlikely that the utility would expand.

New Tribal Utilities: The proposal reserves a limited amount of power for new utilities.  The limits would constrain the growth of any new utility that is larger than 10 megawatts.  The proposal also states that BPA will not pay for the extra costs to deliver power to a new utility unless the existing utility that serves the area agrees in writing to the transfer or the relevant regulatory body has taken final action.  Since most new tribal utilities are likely to face opposition from the utility currently serving a reservation, this provision would make new tribal utilities uneconomic.

Environmental Compliance: BPA states that the allocation policy will fall within the scope of the 1995 Business Plan EIS.  “However, depending on the ongoing environmental review, BPA may instead issue another appropriate NEPA document.”  The 1995 EIS was very general and did not address the issues raised in this proposal.

Conservation and Renewable Resources: The proposal would discourage these salmon friendly resources through 2011 because they would lower a utility’s allocation of the BPA low-cost power.

Schedule: This process is on a fast track.  BPA will issue a ROD in January of 2007 and negotiate new contracts by December of 2007.  It will also need to conduct a new rate case for the allocation process.  New contracts would be signed by April 2008 so BPA would have time to acquire new resources by 2011 when the new allocations and potential commitments by BPA to serve additional electricity would go into effect.  
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