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Q. Please state you name and your affiliation. 

A. My name is Jack A. Speer.  I am the owner of Speer Energy Consulting LLC, and 

represent Alcoa Inc. in this proceeding.  My qualifications are contained in WP-10-Q-

AL-01. 

Q.  What is the purpose of this testimony? 

A. I am providing direct testimony on Alcoa’s proposal for an IP rate methodology and 

for the appropriate calculation of DSI credit for reserves. 

Q.  How is this testimony organized? 

A. There are three parts to this testimony.  The first part is a description of how BPA 

should develop a fair IP rate.  The second part is a proposal for DSI reserve products.  

The third part is a proposal for an optional aluminum variable rate. 

Q. Is Alcoa a “direct service industrial customer” as defined in the 1980 Northwest Power 

Act? 

A. Yes. The Northwest Power Act states in section 3(8) that, “Direct service industrial 

customer means an industrial customer that contracts for the purchase of power from 

the Administrator for direct consumption.”  Alcoa has continuously contracted for 

power from BPA since the passage of the Northwest Power Act. Furthermore, 

Appendix A to Senate Report 96-272 specifically mentions the Aluminum Company of 

America plant in Wenatchee Washington, and the Mitalco Aluminum Company plant 

in Ferndale Washington as Direct Service Industrial Customers.  Today, Alcoa Inc 

owns and operates both of these facilities. 

Q. BPA began this rate case with a Federal Register notice announced that DSI contract 

issues would be decided in another proceeding.  How does your testimony 

accommodate this bifurcation of the contract and rate issues? 
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A. BPA’s Federal Register notice states: 
 

3. Service to the Direct Service Industries (DSIs). 
 

The manner and method by which BPA could provide service or financial 
payments to its DSI customers is being reevaluated in light of the recent 
decision in Pacific Northwest Generating Cooperative, et al., v. 
Bonneville Power Administration, No. 05–75638, slip op. at 16513 (9th Cir. 
Dec. 17, 2008). Power Services will forecast, solely for purpose of the Initial 
Proposal, that BPA will continue to serve the aluminum smelter DSIs, as well 
as Port Townsend Paper, under new or amended contracts that are consistent 
with the Court’s opinion. BPA’s decisions to serve the DSIs, along with the 
method and level of service to be provided DSIs in the FY 2010–2011 rate 
period, will be determined in the offering of these contracts or amendments and 
not in this proceeding. Pursuant to § 1010.3(f) of BPA’s Procedures, the 
Administrator directs the Hearing Officer to exclude from the record all 
argument, testimony, or other evidence that seeks in any way to revisit the 
appropriateness or reasonableness of BPA’s decisions regarding the service to 
the DSIs, including the method or level of such service. 

Alcoa understands that in this proceeding, BPA is seeking to develop lawful 

rates for DSI service that will be available to apply to whatever contract structure 

comes out of the parallel proceeding designed to determine the level and type of 

service to be provided Alcoa and the other DSIs. 

In this proceeding, Alcoa suggests two additional components of an IP rate:  1) 

a variable rate, similar to the IP rate that BPA had in place for DSIs from 1986 through 

1996 and 2) a value of reserves credit, designed to accommodate one possible service 

structure and whatever reserve structure might come out of the parallel contract 

structure proceeding.  Since the rate period for the proposed IP rate is October 2009 

through September 2011 we have the “chicken or the egg” problem of trying to fashion 

a rate to plug into a yet-to-be-determined contract structure.  For that reason, we urge 

that BPA be liberal in letting Alcoa, and all parties, propose rate structures that might 

be applied to any variety of contract structures that might be developed in the parallel 

proceedings. 
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PART 1- FAIR IP RATES 

Q. Please describe how BPA derived the amount of IP service it used for purposes of this  
 

rate case. 
 
A. BPA’s policy testimony in WP-10-E-BPA-10 states, a page 12, lines 1-16: 
 

Q.   How does the Loads and Resources Study model the assumptions regarding 
DSI service? 
 
A. As noted, the PNGC opinion came too late in the ratemaking process to 
incorporate any change of assumption regarding DSI service in the Loads and 
Resources Study, WP-10- E-BPA-01. If the Court’s opinion had been issued earlier, 
loads would have been increased to reflect the assumption of an actual power sale to 
the aluminum DSIs. 
 
 Second, the Port Townsend Paper FPS sale would have been moved from a BPA 
contract sale to Clallam PUD, to a direct BPA IP sale to Port Townsend. Third, the 
amount of augmentation necessary for load-resource balance would have been 
increased to reflect the power sale to the aluminum DSIs. The Port Townsend change 
would not affect the total amount of augmentation needed, because the load-resource 
balance already accounts for a power sale. 
 
 Q. What changes to the final Loads and Resources Study regarding DSI service would 
be expected? 
 

A. If BPA makes a determination to sell power to the DSIs, the changes outlined in the 
prior answer will be incorporated into the final study. If the determination is for a 
monetized benefit, no changes will be necessary.  

Q. Do you agree with the major premise of the questions and answers above? 

A. Yes and no.  Certainly, the December 17, 2008 Ninth Circuit opinion came out too late 

to allow BPA to revise all of its studies to incorporate a physical power service 

alternative.  However, for its initial proposal, BPA starts with the assumption that the 

level of service should be derived based on an assessment of what BPA believes its 

customers can “afford” ($59 million--the same dollar level for the Monetary Benefits 

proposal that the Court found to be invalid), and then backs into an amount of power it 

will provide, as opposed to a determination of the amount of power it determines it has  
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available to serve the DSI load [see WP-10-E-BPA-10, page 11, lines 17-21 and page 

12, lines 19-25] by taking the $59 million and dividing by the IP rate to arrive at the 

number of average megawatts BPA will sell to the aluminum DSIs.  I believe this 

simultaneously:  a) results in too little power for Alcoa’s Intalco smelter to operate and 

b) derives from an artificial dollar cap that was successfully challenged by both Alcoa 

and PNGC in the PNGC case.   For the reasons expressed in Alcoa’s opening 

memorandum filed with this testimony, Alcoa believes that BPA has ample authority: 

1) to provide physical power service to Alcoa, 2) to price this service at an IP rate that 

is developed consistent with the methodology that BPA used in developing its final IP 

rate in its WP-07 Supplemental rates, 3) to develop a variable rate that will recover 

BPA’s allocated IP costs over the long-term of the contract that BPA is to develop and 

4) to provide reserve credits to the DSIs consistent with the methodology and valuation 

methods proposed in this testimony. 

Q. What is the general standard for the IP rate? 

A. As more fully described in Alcoa’s opening memorandum, the Northwest Power Act 

generally provides that the rates applicable to DSIs for service after July 1, 1985 should 

be at a level that is equitable in relation to the retail rates charged by the region’s public 

bodies and cooperative customers to their industrial customers, subject to the 

adjustments contained in Section 7 (c)(2) of the Northwest Power Act. 

Q. Does BPA’s initial proposal generally follow the appropriate rate design? 

A. Yes.  The IP rate is appropriately calculated.  BPA starts with the PF rate, adds to the 

PF rate a typical margin applied to the industrial customer loads of public power 

utilities, calculates the rate ceiling under Section 7(b)(2) of the Northwest Power Act 

and spreads the resulting surcharge over all other power sales in the region (including 
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surplus sales) to develop the IP rate.  This is the general approach BPA used in its final 

rates in WP-07 Supplemental rate proceeding.  

Q. Does Alcoa agree that the amount of power that BPA proposes to provide to the DSIs 

at the IP rate is correct? 

A. No.  As described above, BPA “backed into” the amount of power it proposes to 

supply to the DSIs based upon a dollar cap that has nothing to do with BPA’s power 

supply.  Based on my understanding of the PNGC case, as more fully reflected in 

Alcoa’s opening memorandum, BPA has discretion concerning the amount of power it 

could provide to Alcoa.  BPA may make purchases of power to “fill up” the Federal 

Base System in order to be able to supply power to meet its preference customer and 

DSI loads. 

Q. Does Alcoa propose that BPA determine the amount of power to be sold to DSI 

customers in this proceeding? 

A. No. BPA should simply estimate the amount of service it would provide in this 

proceeding so it could correctly set rates, and then determine the actual amount of 

service through a separate process which defines BPA service to DSI customers.  

Q. Would a purchase of power to serve the DSIs result in an incremental power purchase 

for which the DSIs should pay a marginal cost rate? 

A. No.  Alcoa has been a BPA customer since 1940.  Both Alcoa’s Intalco and  

Wenatchee plants were in operation when the Northwest Power Act was passed in 

1980 and have been in continuous operation since then with the exception of a short 

period of time when their power supplies were temporarily returned to BPA and 

Chelan PUD as a result of the 2000-2001 California energy crisis.  Thus, they are not 

new DSIs to whom a “new resources” or marginal cost rate might appropriately be 

applied.  Indeed, as a class, DSI loads declined from a high of 3,153 average 
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megawatts in BPA FY 1991 to 474 average megawatts in BPA FY 2009 (through 

January, 2009). This is a decrease in DSI loads of 2,682 average megawatts in this 9-

year period.  Table 3 of the “1998 Pacific Northwest Loads and Resources Study”, the 

“White Book” published by BPA indicates that total public agency loads were 

expected to be 8,060 average megawatts in 1999/2000.  Table 9 of the “2007 White 

Book” indicates that public entities loads were expected to be 8,949 average megawatts 

in 2008/2009.  This shows an increase in preference customer loads of 889 average 

megawatts over this 9-year period.  So while DSI loads have been decreasing in recent 

times, preference customer loads have been increasing.  If one were to correctly 

measure the “marginal cost” to BPA, growing loads would pay a higher cost of power 

as each additional increment of power production in recent years has cost BPA more to 

produce (or buy).  From the perspective of sending the right price signals to consumers, 

if growing loads receive lower rates because a customer class with declining loads is 

paying higher rates—the ensuing economic subsidy masks the true cost of the load 

growth and the customer with the growing loads is not receiving the right price signal. 

Q. Is Alcoa arguing, in this case, that preference customers should be charged the 

marginal cost of their load growth? 

A. No.  As I understand it, the statutes under which BPA operates encourage the 

development of rolled-in or average rates (including for the declining DSI loads) rather 

than marginal cost rates.  But the argument that providing power to the DSIs at less 

than marginal cost or market rates constitutes a “subsidy” is contrary to any established 

economic theory of which I am aware.  The DSIs are long-time, historically-served 

customers of BPA.  The argument that the DSIs should be charged a higher rate for 

declining loads and the preference customers a lower rate for increasing loads turns the 

concept of marginal cost pricing on its head. 
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Q. If BPA has the discretion to serve the DSI loads, or not, does that make the DSI load an 

incremental load to which marginal cost pricing should be applied? 

A. No.  The remaining DSIs are not new loads and they are not consuming more power.  

Given the discretion to sell DSIs firm power, or not, BPA should serve these historic 

DSI loads. To fail to do so would result in the death of an industry with flat loads that 

have been historically served by BPA while BPA serves growing loads at rates that 

don’t reflect the cost of providing their growing service needs.  While BPA’s rates are 

constrained in a way that doesn’t permit unconstrained marginal cost pricing—for BPA 

to go out of its way to artificially preserve the lowest rates for one customer class at the 

cost of the demise of an entire customer class would be to voluntarily send the wrong 

price signals to the growing loads. 

Q. Is there another reason for serving the historic DSI loads? 

A. Yes.  Over the nearly 70 years that BPA has been in existence, the DSIs have paid rates 

that have helped pay off the debt for large portions of BPA’s system.  While they 

haven’t built up “equity” in the sense of gaining ownership of BPA’s system, they 

certainly have contributed to the construction of the Federal Columbia River Power 

System and the related transmission that give rise to BPA’s ability to serve consumer 

owned utility customers. 

PART 2 – DSI RESERVE PROPOSAL 

Q.  Please provide a context for your DSI reserve proposal. 

A. The Northwest Power Act states that BPA sales to DSI customers shall provide a 

portion of BPA’s reserves for firm power loads within the region. The purpose of this 

portion of my testimony is to propose a rate for 4 reserve products that could be used to 

help implement the DSI reserve requirement. 
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Q. What processes should BPA use to establish the criteria for DSI reserves, and the 

appropriate pricing? 

A. We believe that BPA should develop rates for a variety of DSI reserve products in this 

rate proceeding.  We also believe that the specific amounts of DSI reserves should be 

determined during contract negotiations and not be a part of this rate process. 

Q. What is your objective in proposing these reserve products? 

A. The objective is to provide rates that will allow Alcoa to offer the maximum amount of 

reserves that are cost effective to BPA and its other customers. 

Q.  Please explain why you think the specific amounts for reserves should not be a part of 

this process. 

A. Alcoa would provide reserves by reducing its production of primary aluminum in 

specific amounts and for specific durations.  Some relatively small or short term 

reductions would have modest impact on production costs, but larger and longer term 

reductions could have very large impacts.  Alcoa must know the rate under which it 

will be compensated before committing to provide specific reserves under a BPA 

contract.  Without that knowledge, we would not know if the contract is economical or 

not. 

Q. What reserve products do you propose? 

A.  We propose 4 reserve products that will be available in different amounts depending 

on eventual contract amounts:  

1. A regulation reserve product, which can be utilized under Automatic 

Generation Control to instantaneously vary load as often as every 6 

seconds within contract amounts. This product will be priced based 

upon BPA’s long-run marginal cost of acquiring regulation from other 

sources.  
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2. A capacity reserve product, which can be utilized with less than 10 

minute notice and will not result in any long-term equipment damage 

(electrolytic cell outages). This product will be priced based upon 

BPA’s long-run marginal cost of capacity and modified by the 

duration and frequency of reductions allowed. 

3. A moderate energy reserve product, which can be utilized with less 

than 4 hours notice and will not result in any long-term equipment 

damage (electrolytic cell outages).  This product will be priced in two 

increments:  (1) 20% of the difference between the expected firm 

market price for power in the rate period and the established IP rate 

times the reserve energy made available will be included as a fixed 

reduction in the IP rate for each rate period, and (2) as an additional 

charge, 60% of the difference between the actual firm market price for 

power that is curtailed and the IP rate during the curtailed period will 

be paid as a credit to the DSI power bill at the time that BPA utilizes 

this reserve.  

4. A large energy reserve product, which can be utilized with less than 

48 hours notice and will result in long-term equipment (electrolytic 

cell outages).  This product will be priced in 3 increments:  (1)  20% 

of the difference between the expected firm market price for power in 

the rate period and the established IP rate times the reserve energy 

made available will be included as a fixed reduction in the IP rate for 

each rate period, and (2) as an additional charge, 60% of the 

difference between the actual firm market price for power that is 

curtailed and the IP rate during the curtailed period will be paid as a 
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credit to the DSI power bill at the time that BPA utilizes this reserve, 

and (3) a fixed charge of $5 million for each full potline outage will 

be applied at the time BPA utilizes this reserve.  BPA will not use this 

reserve unless it forecasts market prices to average over $200/MWh 

for the duration of the outage. 

Q. Have you developed specific rate formulae for these reserve products? 

A.  Yes.  The proposed formulae are shown in Exhibits 1 through 4 to this testimony. 

PART 3 – OPTIONAL ALUMINUM VARIABLE RATE PROPOSAL 

Q. Mr. Speer, has BPA’s design of the IP rate in the past been entirely fixed? 

A. No.  On past occasions, BPA has developed special rate provisions within the IP rate 

schedule to meet both BPA’s and the DSIs unique needs during a particular time period 

and to deal with special circumstances designed to keep the DSIs operating. 

Q. Please give an example of BPA’s use of the flexibility inherent in the IP rate. 

A. As early as 1983, BPA saw the need for a Premium Industrial Rate to allow DSIs to 

elect more reliable service to the top quartile in exchange for a higher rate and an 

Industrial Incentive Rate that allowed BPA to offer additional power to the DSIs at a 

lower rate to encourage additional use of power.  I have included the IP-83 rate 

schedule as Exhibit 5 to my testimony as an example of this flexibility. 

Q. Was this flexibility in the IP rate schedule ever successfully challenged? 

A. No.  To the best of my knowledge, until Alcoa (and PNGC) challenged the Monetary 

Benefits approach to industrial power service, no party has successfully challenged the 

flexibility inherent in the IP rate. 

Q. During periods of economic uncertainty in the past has BPA adopted a variable rate 

approach as an alternative to the standard IP rate? 
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A. Yes.  Between 1986 and 1996 BPA offered a Variable Industrial Power Rate that 

allowed the DSI rate to fluctuate based on the price of aluminum.  I have attached as 

Exhibit 6 to my testimony, the VI-87 rate schedule and the related General Rate 

Schedule Provision as an exemplar of the Variable Industrial Power Rate. 

Q. How did the variable rate work during this period? 

A. BPA established a power rate for aluminum smelters that varied with the price of 

aluminum and made it available to aluminum DSI companies who elected to be served 

under that rate under the terms of their BPA contract. 

Q. What do you propose as the IP rate design for the WP-10 rate period and beyond? 

A. I propose that BPA adopt a Variable Industrial Power Rate that is expected to recover 

the costs BPA determines are assignable to the IP rate over the term of a contract, but 

which is variable over its term in order to accommodate the economic crisis that is 

temporarily causing huge economic distortions in the market for aluminum, and also to 

give BPA and its customers an opportunity to benefit and share in the upside if, as 

Alcoa believes will be the case, aluminum prices occasionally rise to higher levels as 

they were as little as one year ago. 

Q. Do you propose an alternative rate structure for DSI aluminum customers? 

A. Yes.  Alcoa proposes that BPA adopt an optional aluminum variable rate, which would 

be available for BPA power service up to contract amounts for DSI aluminum smelters 

for this rate period. 

Q. Have the contract terms for service in this rate period been determined? 

A. No.  Following the Ninth Circuit Court of Appeals ruling of December 16, 2008, BPA 

and Alcoa (and, I believe, Columbia Falls Aluminum Company) signed amendatory 

agreements that provide terms of service through September 30, 2009.  We have not 

agreed to contract terms that will apply to the period after October 1, 2009.  
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Q. How do you propose that BPA and its DSI aluminum customers reach mutually 

acceptable contract and rate terms since contracts and rates are conducted using 

different BPA processes? 

A. Alcoa proposes that BPA adopt an optional aluminum variable rate in this rate 

proceeding even though contracts have not yet been developed.  At the same time, we 

propose that BPA develop new long-term contracts for aluminum DSI customers in a 

separate process that is consistent with the process used for new contracts recently 

signed with other BPA customers under its Regional Dialogue process.   With the 

optional aluminum variable rate available by October 1, 2009, we are hopeful that we 

can reach agreement with BPA for a new long-term contract that will become effective 

on October 1, 2009.  That contract will determine terms of service under which BPA is 

willing to offer the optional variable rate adopted under this rate process. 

Q. Do you propose to deal with DSI service issues in this rate proceeding? 

A. No.  This proceeding deals only with rates.  Contractual terms of DSI service will be 

managed through separate BPA processes, and will continue to be excluded from this 

process as currently proscribed by BPA. 

Q. What type of contract do you expect to receive from BPA for the period from October 

1, 2009 through September 30, 2011? 

A. For purposes of this testimony, we expect BPA to offer a contract for the purchase of 

power at the IP-10 rate or the Optional Aluminum Variable rate that we propose in this 

testimony. If this occurs, Alcoa will likely have to remarket power that was pre-

purchased under the monetized benefit contract at market rates that are lower than the 

purchase price, thereby increasing our net power rate above our IP rate. 

Q.  This is an optional rate.  How would the option work? 
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A. Any aluminum DSI that is eligible for the optional variable rate would have to choose 

between that rate and the standard IP-10 rate prior to October 1, 2009.  That choice 

would remain in place for the entire rate period.  

Q.  Is the optional aluminum variable rate something you propose for the term of a new 

long-term contract, or just for this rate period? 

A. We are proposing this rate for this rate period, but hope to develop a long-term 

aluminum variable rate methodology in the future that is similar in nature to the long-

term tiered-rates methodology recently adopted by BPA. 

Q. Please describe the optional aluminum variable rate. 

A. A graph of the proposed rate is included as Exhibit 7 to this testimony. The graph is 

drawn in approximate scale, but cannot be shown exactly because it is based on the IP 

standard rate which is not known at this time. In general, the rate that BPA would 

charge an aluminum company under this rate would be a function of the standard IP 

rate in effect, and the price of aluminum as reported on the London Metal Exchange 

(LME).  When LME prices are between $2000 per metric tonne and $2500 per metric 

tonne, the rate would be set to equal the standard IP rate (the plateau) as developed in 

this process.  When LME prices are at or below $1300 per metric tonne the rate would 

be the standard IP rate less $15/MWh (the floor), and when LME prices are at or above 

$3200 per metric tonne, the rate would be the standard IP rate plus $15/MWh (the 

ceiling).  Between the plateau and the floor and between the plateau and the ceiling the 

rate would vary linearly (by $0.0214 per dollar change in the price of a metric tonne of 

aluminum). 

Q. Why is the rate designed so that an aluminum DSI customer would pay the IP rate less 

$15/MWh at an aluminum price at $1,300 per metric tonne? 
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A. This point is our estimate of the maximum power rate a Northwest aluminum smelter 

could afford to pay for power and maintain some operating capacity during a down 

cycle in the aluminum market for this rate period. 

Q. What determines the shape of the curve in Exhibit 7 when the aluminum price is 

greater than $2500 per metric tonne? 

A.   The rate was designed to be symmetrical with the rate when aluminum prices are lower 

than $2000 per metric tonne. 

Q. How is the LME Aluminum price determined for each month’s power bill in Exhibit 7? 

A.  BPA would determine the average daily cash seller primary aluminum price as 

reported by the London Metal Exchange for the month that is 3 months prior to the 

billing month.  For example, when BPA determines the power bill for October 2009, it 

would use the average daily aluminum prices for July 2009. 

Q. How is the IP rate determined for each month’s power bill in Exhibit 7? 

A. BPA would use all of the rates listed it its standard IP rate schedule for the standard IP 

rate each month except the energy rate would be adjusted as determined by Exhibit 7.   

Using the LME Aluminum price determined above, the graph would indicate the 

adjustment for the variable IP energy rate.  For example, at an LME price of $2100 per 

metric tonne, the variable IP energy rate would be the standard IP rate with no 

adjustment, and for an LME price of $3300 per metric tonne, the variable energy rate 

would be the IP energy rate plus $15/MWh.  

 Q.  Why is Alcoa proposing this Optional Aluminum Variable Rate? 

A. Alcoa expects that in the range of expected IP rate levels, Alcoa would be forced by 

economics to vary the output of the Intalco smelter depending upon market prices for 

aluminum.  However, varying production levels is expensive from an operating 

standpoint, and is difficult for our community as workers are hired and laid off to 
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match current economics.  The proposed variable rate has the potential of reducing the 

fluctuations in production levels thereby reducing long-term costs for the Intalco plant 

and improving our impact on the community. 

Q. Will BPA receive the same amount of revenue under the proposed variable rate as 

under its standard IP rate? 

A. Alcoa expects that the long-run marginal cost of producing aluminum will be in the 

range of $2000 per metric tonne to $2500 per metric tonne, and that long-run 

aluminum prices will be in this range.  This is the plateau range for the variable rate, 

and while prices are expected to be below this level and above this level from time to 

time depending on then current economics and supply/demand imbalances, we expect 

that the proposed variable rate will recover approximately the same revenues as the IP 

rate over the life of a long-term contract.  This will probably not be true in the short 

run, so revenues from the variable rate will likely vary from the standard IP rate in this 

rate period, and in each subsequent rate period assuming this rate is continued. 

Q. Do you propose a true-up mechanism to insure that aluminum variable rate DSI 

customers will not pay less than the standard IP rate for contracted power? 

A. Yes.  We propose that running accounts be kept of: (1) the total dollars paid for power 

by each aluminum DSI under BPA contracts beginning on October 1, 2006 (Actual 

Dollars), and (2) the dollars that would have been paid under the standard IP rates in 

effect or the same period (IP Dollars).   We propose that at the termination of any new 

contract, that difference between Actual Dollars and IP Dollars be calculated.  If there 

is a negative difference, i.e. the IP Dollars are greater than the Actual Dollars; we 

propose that the variable aluminum DSI customer pay that difference to BPA.  This 

will guarantee that BPA will not lose revenue due to the proposed variable rate as 

compared to the standard IP rate.  
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Q. What would happen if Actual Dollars were above IP Dollars at the time of contract 

termination? 

A. The mechanism we propose will guarantee that BPA collects at least the IP standard 

rate from 2006 through the life of a new contract.  We believe that the determination of 

what happens if the Actual Dollars are above the IP Dollars at the time of contract 

termination should be a matter determined in the contract.   

Q. Why is October 1, 2006 the appropriate date to start the true-up? 

A.  We believe the appropriate power rate for Alcoa to pay under a BPA contract is the IP 

rate.  Beginning on October 1, 2006, Alcoa was offered a monetized power contract 

that was not priced at the IP rate.  The Ninth Circuit Court of Appeals has remanded 

this contract to BPA, but the economic impact of actions taken under the remanded 

contract will likely result in power costs through September 30, 2011 which are higher 

than the applicable IP rate.  Rather than proposing that BPA immediately return with 

interest the amount of the overpayment during this period, we believe it would be 

beneficial to other BPA customers to include this in the true-up mechanism for a 

variable rate that may result in no repayment or at least spread the burden of a 

repayment over several years. 

Q. Please describe the amount that Alcoa is likely to pay above the IP rate because of the 

remanded monetized contract? 

A. The expected overpayment can be segregated into 4  categories: 

1.   First, is the difference between the amounts actually paid for power from non-

BPA sources (including BPA monetized benefits received) versus what would 

have been paid under the IP-07 and IP-07R rates from October 1, 2006 through 

November 30, 2008 under the original monetized benefit contract. This is 

summarized in Exhibit 8 to this testimony. 
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2. Second, is the difference between what Alcoa is likely to pay for power pre-

purchased from non-BPA sources (including monetized benefits and revenues 

received from the remarketing of surplus pre-purchased power) under the 

amended monetized benefit contract versus what would have been paid under 

the IP-07R rate from December 1, 2008 through September 30, 2009.  This is 

summarized in Exhibit 9 to this testimony. 

3. Third is the difference between what Alcoa is likely to pay for power from BPA 

at an expected IP rate plus what Alcoa is likely to pay for pre-purchased non-

BPA sources (including BPA monetary benefits and revenues from the 

remarketing pre-purchased power) versus what would have been paid under the 

proposed IP-10 rate from October 1, 2009 through September 30, 2011.  This is 

summarized in Exhibit 10 to this testimony. 

4.  Fourth is the difference between what Alcoa would have paid at the improperly 

high IP-07 rate and what Alcoa would have paid had BPA revised the IP-07 

rate during the WP-07R proceeding.  When BPA conducted its supplemental 

2007 rate case, it adjusted future PF rates to comply with the remanded 

Residential Exchange Program settlement.  This indirectly affected future IP 

rates.  However, it did not adjust the incorrect IP-07 rate methodology 

retroactively to be consistent with the correct methodology used to determine 

the IP-07R rate.  This resulted in artificially high IP-07 rate as compared to the 

IP-07R rate.  This is summarized in Exhibit 11 to this testimony. 
 

Q. Did Alcoa object to the IP-07 methodology? 

A. No.  Alcoa was not purchasing power under that rate, but under the monetized power 

contract at the time, and was not impacted by that rate at that time. 

Q. What should the IP-07 rate have been? 
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A. It is very difficult to replicate the calculations in the development of the IP-07 rates 

under the methodology used in the IP-07R rate development.  As an estimate, I assume 

that the IP-07 rates would have been equal to the IP-07R rates.   

Q. Please summarize the total amount of the expected overpayment between October 1, 

2006 and September 30, 2011. 

A. The total expected overpayment is summarized in Exhibit 12. 

Q.  Do you propose that the entire $195 million shown in Exhibit 12 be included in the 

variable rate true-up calculation? 

A. No.  We realize the amount of work required for BPA to retroactively revise its rates 

from October 1, 2006 through September 30, 2008.  In the spirit of cooperation and 

long-term problem solving we propose to eliminate any adjustment in category 4 

(Exhibit 11) in the true-up of a variable aluminum rate.  This would reduce the total 

estimated true-up to the $147 million subtotal for the first 3 categories shown in 

Exhibit 12. 

Q. How will the true-up be calculated for other aluminum companies that may have 

contracts that allow purchases under the variable aluminum rate? 

A. A true-up using the same methodology would be used beginning with power costs 

under BPA contracts on October 1, 2006.  Of course, the numbers will be different 

because of different operating levels and different power costs. 

Q. What will be the expected revenue impact on BPA from the optional variable 

aluminum rate during this rate period? 

A. By using the 27-month LME Official Prices Curve for March 13, 2009, an expected 

price of approximately $1500 per metric tonne can be obtained for the period from 

October 1, 2009 through September 30, 2011.  At that average aluminum price, the 

variable rate will be about $10.70/MWh below the standard rate for this rate period.  
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Assuming Intalco continues to operate at current levels (about 288 aMW) for this rate 

period, the variable rate revenue from Intalco would be about $27 million below the 

standard IP rate each year of the rate period. 

Q.  How does the $27 million per year revenue impact of your proposed variable rate 

compare to the impact of serving the Intalco plant in BPA’s initial proposal? 

A.   In its initial proposal BPA estimated a $59 million per year impact between serving 

aluminum DSI loads and not serving aluminum DSI loads based on the cost of making 

market purchases to sell power at the IP rate. Of that amount, about $42 million per 

year could be attributed to the Alcoa Intalco smelter.  Because the expected difference 

between wholesale power market prices and the IP rate has declined considerably, it is 

likely that the total revenue impact of serving Alcoa at the proposed variable rate 

during this rate period will be smaller than expected at the time of the initial proposal.  

In fact, if the cost of acquiring additional power to serve Intalco eventually equals the 

revenue received from Alcoa at the standard IP rate; the impact of serving Intalco 

during this rate period will be reduced from $42 million to $27 million per year.  

Q. What is the likely impact on the operation of the Intalco plant and its 550 workers of 

the adoption of the proposed variable rate? 

A. Without adoption of the proposed variable rate, Alcoa will be stranded with the power 

it purchased in reliance upon the 2006 monetary benefit contract.  This would put 

Alcoa in a hardship because its effective power rate would be much higher than the IP 

rate.  Without adoption of this variable rate the facility, community, and 550 jobs are at 

risk.  The adoption of this proposed variable rate will provide the potential to sustain 

operating levels. 

Q. Does this complete your testimony, Mr. Speer? 

A. Yes. 
























































