To Bonneville Power Administration,

Thank you for the opportunity to comment as to how the Bonneville Power Administration (BPA) should address it’s current financial situation.

During the 2002 rate case comment period, I was not alone in warning the BPA of the dangers of selling more electricity than could be provided.  In commodity trading terms this is known as a “short position” and what you have experienced is known as a “short squeeze”.  

As I stated then, it was absurd for the biggest market player in the region to willing enter such a situation, but all of our warnings fell on deaf ears.  The BPA spokeswoman at the hearing attempted to comfort us by repeatedly stating that the BPA has “conducted the most sophisticated risk analysis ever performed” and that the BPA was quite confident that everything would be fine.  In utter disbelief I left this meeting.  The only possible answer was that political pressures were compelling the BPA to continue to provide “cost-based” electricity to the aluminum companies and to hell with the public comment process.  How does blending “market priced” electricity still constitute “cost-based” power?  Why did BPA policy makers choose to bring this risk upon the region’s ratepayers?

Currently there are numerous congressional investigations probing the details behind the wild energy markets of the previous years.  The policy decisions of the BPA should not escape scrutiny.  We, the ratepayers, are waiting for and requesting a full detailed report of who pressured the BPA ratepayers into assuming market risks for the Direct Service Industries (DSIs).  In June 2000 the BPA had a $700 million cash reserve.  Two years later, the BPA is projecting a $1 billion deficit.  The ratepayers are due a full accounting of what went on behind the scenes that made the BPA vulnerable to market manipulation and the financially painful “short squeeze.”

The blame for the current financial situation should not befall Senior Vice-President Paul Norman or his Power Business Line for not properly hedging this severely short position.  The blame should be nailed to those that put the BPA and its ratepayers into the short situation to begin with.  The BPA, the biggest market player, serving 50% of the region’s electricity, was oversubscribed by more than 30% of its firm capacity.  As the public readily knew this, energy traders could not resist the opportunity to take advantage of the savory “short squeeze” opportunity. 

By June 2001, average heavy load electricity in mid-Columbia was selling for $262/MWh.  Eventually in July 2001, the BPA had secured agreements that effectively covered their short market position.  By December 2001, prices had plunged to the more typical $26/MWh.  The price signal of the summer’s exorbitant electricity prices brought a remarkable supply of energy on line.  By June 2002, mid-Columbia electricity was selling for a mere $7/MWh.

Thank you BPA for helping to bring this incredibly cheap electricity to the region but I doubt that this was what you had in mind.  Now the energy that you do have to sell is on a market that is in oversupply.  The BPA’s cost of producing this power greatly exceeds the price that the market is willing to pay hence your current financial situation.

The California energy crisis triggered the end of an unprecedented-length economic expansion.  As the economy slowed the demand for energy decreased adding to the rapid decline in energy prices.  But every cloud has a silver lining.  In the 15 months ending July 2002, California has brought on-line 4600 aMW of new power generation.  (See www.bluefish.org/gasarisk.htm, State’s Natural Gas Reliance a Risk, San Jose Mercury News).

· 4600 MW is four times the average-water-year hydropower production of the four Lower Snake River (LSR) dams.

· 4600 MW is the equivalent of twenty-one 747 jets powered by the General Electric engines that in a modified form are electricity-producing natural gas turbines.

· 4600 MW is 60% of the typical production of the Federal Columbia River Power System (FCRPS).

In these same 15 months, California made permanent efficiency improvements totaling 1200 MW by installing more efficient traffic lights, ‘cool roofs’ and more efficient irrigation pumps.  Again for comparison:

· 1200 MW is roughly the production of the nuclear Columbia Generating Station.

· 1200 MW is the hydropower production of four LSR dams during an average water year (assuming no water is spilled to aid salmon migration).

· 1200 MW is an amount that just a couple of years ago, energy ‘experts’ advised us that we could not do without in arguing to keep the Lower Snake River dams.

But enough on the past, we should turn our focus to the present and our course for the future.  How should the BPA deal with power prices lower than BPA-cost created by this sudden oversupply partly caused by substantial improvements in energy-use efficiency.

If the BPA were a corporation facing difficult financial choices an analysis would be made to determine their high-cost producers.  The high-cost producers raise the overall average production costs and are therefore considered for closure.   Surprisingly, the BPA does not keep track of power production costs at each project.  The numbers presented below represent the best available information that I was able to obtain during the Financial Choices workshops.  The numbers suggest that the LSR projects are the FCRPS’ high-cost producers and for this along with other reasons should be considered for closure.

I would like to request that a more thorough investigation along these lines be taken by the BPA and/or the Government Accounting Office (GAO) which would then be presented to the region’s ratepayers for further consideration.

So as to avoid the debate and confusion over the cost of “spill” pointed to by the recent GAO report, I will consider the actual MWh produced by the LSR hydropower projects and reported to the Federal Energy Regulatory Commission (8,160,926 MWh, 1/2000-8/02).


          (Million $ / year)
         ($ / MWh)

ACOE Operations & Maintenance


     LSR Dams (16% of $145.4 million budget)


$23.3

 $ 2.85


U.S. Fish & Wildlife

     LSR compensation hatcheries



$17.0

 $ 2.08


LSR Debt Service (Annual Interest Payment)


     4 LSR Dams





$32.9

 $ 4.04


     LSR Compensation Hatcheries


$16.8

 $ 2.06


Habitat Expenditures (for year 2000)


$22.2

 $ 2.72


LSR Channel Dredging (paid by taxpayer to ACOE)

 $ 3.6

 $ 0.44


Flow augmentation (paid by taxpayer to BuRec)

     427,000 acre-feet to Brownlee Reservoir

 $ 2.5

 $ 0.31


10% of BPA Internal Costs



           $15.5


 $ 1.90









        ______ 
          ______








        Total    $133.8

$16.40

The aim here is to reveal the cost of power production at the LSR hydropower projects and compare this to the BPA’s other power production projects.  The analysis presented here is not intended to be the final economic analysis but rather as a starting point for those more involved with the source of these numbers to perform a more professional analysis.  It is likely, however, that the result will be the same.  The costs associated with power production at the LSR dams are higher than the price at which it is currently sold.  The LSR dams are losers as compared to the BPA’s other hydropower producers.

Note that this analysis has only included “traditional” economic factors and has not considered lost property tax revenue, lost fishing opportunities in Idaho, native values of traditional fishing sites, or the value of knowing that salmon continue to exist and thrive in the Idaho wilderness.  Also note that the payment of principal was not considered as the principal related to the LSR hydropower projects and associated “fish recovery” capital expenditures is not currently being paid down.

How does this relate to the BPA’s current financial choices?

As “salmon recovery costs” continue to increase there will be a point that we must agree that the expense is no longer worthwhile considering the amount of power provided.  For the LSR dams, I believe the above analysis shows that we are at or near this point when it is no longer in the ratepayers’ interest to spend further money to save the LSR dams.  A professional analysis by the BPA and/or the GAO should review this cursory analysis, correct errors and omissions and report to the region’s ratepayers as to what this breaking point is.

The closure of the LSR dams is not likely to follow directly from such an economic analysis, but more likely will be legally mandated by the 2000 Biological Opinion (BiOp).  The 2000 BiOp recognizes the eight Columbia/Snake River dams as the single greatest source of human-caused mortality to Idaho’s wild salmon & steelhead.  In essence, the 2000 BiOp calls for the region to unite in a massive effort to significantly improve the habitat above and below these dams in an attempt to triple the survival of Idaho’s fish.

· The Conservation of Columbia Basin Fish report (Table 4, Page 33, Volume 2) suggests that such an all out effort on habitat restoration could provide a 0-80% survival benefit to Snake River (SR) spring/summer chinook, 0% survival benefit for SR fall chinook, 0-35% for SR steelhead.

· Although harvest rates are not being changed, removing harvest completely would provide no more than a 7% survival benefit.

· As the BPA is budgeting to increase spending at LSR compensation hatcheries, a minimal survival benefit should be expected from hatchery reforms as the same number of hatchery fish will continue to compete with wild fish.

· The BPA believes hydropower improvements could provide a whopping 5-10% survival benefit - consider the budgeted expense ($23.3 million per year).

Best case for SR spring/summer chinook is to possibly double their survival falling well short of the tripling necessary to bring about recovery (see www.bluefish.org/marvier.htm). Idaho sockeye need a 10-fold increase in survival but the 2000 BiOp effectively ignores the plight of Idaho’s sockeye.  “Snake River sockeye cannot be analyzed because of extremely low numbers” (Conservation of Columbia Basin Fish, see www.bluefish.org/countfpc.htm).  The 2000 BiOp assumes that if actions are good for SR spring/summer chinook then they likely will be good for SR sockeye as well.

The Draft Implementation Plan indicates that the current Reasonable and Prudent (RPA) plan will struggle to achieve recovery goals for Idaho’s salmon and steelhead.

Table 3.3 Additional improvement in life-cycle survival need to achieve survival and recovery criteria after implementing the hydro survival improvements in the RPA.

(See www.salmonrecovery.gof/2003-07_biops_ip/Draft_Biops_IP_2003-07.pdf)


Low
High

SR Spring/Summer Chinook



  Imnaha Creek
26%
66%

  Marsh Creek
0%
12%

  Minam Creek
0%
28%

  Sulphur Creek
0%
5%

SR Fall Chinook



  Aggregate
0%
44%

SR Steelhead



  A-Run Aggregate
44%
214%

  B-Run Aggregate
92%
333%

To reemphasize the point, the 2000 BiOp is asking a united region to make monumental changes and improvements in habitat if the LSR dams are to remain.  It does not appear at this time, that any such united movement is taking place.  Power Business Line’s Senior Vice-President Paul Norman and others repeatedly use the phrase “to meet our fish obligations”, indicating the reticence to seriously undertake the challenge necessary to save the LSR dams.  Perhaps an economic analysis similar to the one presented here stands behind this hesitation.  How much spending makes sense to keep the LSR dams in operation?

With this in mind the BPA cost-cutters should scrutinize the capital investments currently schedule for fish handling facilities and for the LSR hydropower projects.  If the LSR dams will soon be mothballed then millions of dollars of capital expenditures should be delayed until the fate of these dams is more certain.  Some of these investments may not be able to be delayed as they may have already been started or may prove necessary to meet performance standards dictated by the 2000 BiOp.

A sampling of capital investments that may possibly be delayed:

· Main Unit Breaker Replacements




$ 0.5 million

· Heat pumps







$ 0.6 million

· Elevator Repairs







$ 0.9 million

· Rewedge (Little Goose) 






$ 1.5 million

· Intake Gates Rehab (Ice Harbor)




$ 1.8 million

· Electronic Governor (Ice Harbor)




$ 2.6 million 

· Rewind at Ice Harbor (Ice Harbor)




$ 2.8 million

· Exciters








$ 3.7 million

· Station Service Breaker/Fire Fix




$ 4.4 million

· Rewind, replace, refurbish, install & spare (Lower Granite)
          $15.2 million

Turbine testing money may be better spent on projects that do not face uncertainty concerning their longevity.  Additionally, many turbines are scheduled for rewinding.  If their wiring fails then they will spin out of control and need to be shut down forcing excess water to be spilled and elevate the gas saturation levels that may already be at critical levels for salmon survival.  Is spending millions on turbine rewinds necessary?  Will it bring “a bang for the buck” and significantly improve salmon survival?  Perhaps first testing the windings’ resistance and/or magnetism will allow one to better predict if they are approaching failure.

Again the question to be asked is “How much money are we willing to spend to save the LSR dams and their fish collection/barging facilities?  How much is their production of 1000 aMW worth?  What is in the best interest of the region and of the region’s ratepayers?  We already know what is in the best interest of Idaho’s fish.

In closing, I would like to add my support to the Columbia River Inter-Tribal Fish Commission recommendation that the BPA look to sustainable energy solutions (solar, wind, fuel cell, conservation) in part paid for by canceling major power line projects.

California recently passed legislation, SB1078, requiring the state’s utilities to increase their renewable energy source by 1% per year until the year 2017 at which point 20% of their energy portfolio will be from sustainable sources (see www.bluefish.org/davisign.htm).  Need I remind you that California is a major BPA customer typically consuming 20% of BPA’s electricity.  Hence, this new California law mandating sustainable energy will effectively apply to the BPA.

It would be in the interest of the BPA to not only comply but to stay ahead of this requirement as sustainable energy sources will be in greater demand and will likely fetch a premium price.  BPA is perhaps best positioned to move forward with sustainable energy as many programs are already in place and the Northwest Power Planning Council has mandated a 100aMW yearly increase in conservation and renewable energy producers.

The future removal of the LSR dams will further improve the percentage of sustainable energy supplies in the BPA’s energy portfolio.  Removal of the four LSR dams and replacing them with sustainable energy while canceling major transmission line projects is a reasonable and prudent alternative that should be given serious consideration.

I hope that my comments prove useful to you in making your future decisions.  Your diligent work is appreciated.

Sincerely,

Scott Levy 

redfish@bluefish.org
� Internal costs for FY01 $136 million increased to $155 million as explained in BPA’s Lessons Learned, 4/03.  BPA’s internal costs supporting the power function reflect all these factors: staffing and internal operation costs associated with Corporate and Shared Services; BPA’s part of the joint management of the hydro system; Energy Northwest oversight; weather and stream-flow forecasting; system operations planning; schedule planning; pre-scheduling; duty scheduling; after-the-fact accounting of power transactions; administration of Canadian Treaty; rate setting; power billing; customer account executives and customer service support staff; development and administration of power sales contracts; resolution of major power-related public policy issues; public and internal communications; tribal relationship management; real-time balance-of-month and forward bulk power sales; short- and long-term power purchasing; renewable resource development and green power marketing; development and management of conservation programs; various energy efficiency and conservation programs, load management and distributed resources programs; control center network development and maintenance; administrative information technology system maintenance; development and maintenance of automated systems for system management; PBL strategy development; PBL financial reporting, analysis and budgeting; risk management; and PBL human resources management.





